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Q. PLEASE STATE YOUR NAME, OCCUPATION, AND BUSINESS 1 

ADDRESS. 2 

A. My name is Carla Owings.  I am a Senior Revenue Requirements analyst 3 

employed by the Public Utility Commission.  My business address is 550 4 

Capitol Street NE Suite 215, Salem, Oregon 97301-2551.  5 

Q. PLEASE DESCRIBE YOUR EDUCATIONAL BACKGROUND AND WORK 6 

EXPERIENCE. 7 

A. My Witness Qualification Statement is found in Exhibit Staff/101. 8 

Q. WHAT IS THE PURPOSE OF YOUR TESTIMONY? 9 

A. As the Revenue Requirement Summary Witness for this proceeding, I will 10 

explain the overall impact to PGE’s requested revenue requirement per Staff’s 11 

recommendation for an increase of approximately $79 million in revenues, as 12 

well as introduce adjustments, sponsored by other Staff members, that are not 13 

included in a partial stipulation that has been reached.  I will also testify to the 14 

adjustments proposed by Commission Staff (Staff) to Portland General Electric 15 

Company’s (PGE’s) application as agreed upon in the stipulated agreement 16 

filed in this docket, and finally, I will sponsor testimony as evidence to support 17 

six adjustments that I propose in this case: 18 

  S-2 Research and Development; 19 
  S-3 Workforce Adjustment; 20 
  S-4 Corporate Incentives Adjustment; 21 
  S-5 Capital Expenditures Adjustment;  22 
  S-16 Revenue Sensitive Costs Adjustment; and 23 
  S-19 Energy Audits. 24 

Q. DID YOU PREPARE AN EXHIBIT FOR THIS DOCKET? 25 
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Part IV of my testimony provides support for each adjustment that I am 1 

proposing as a Staff Witness. 2 

Part I 3 

Case Summary 4 

Q. PLEASE SUMMARIZE THE COMPANY’S RATE REQUEST. 5 

A. On February 27, 2008, PGE filed an application for a general rate increase 6 

pursuant to ORS 757.205 and ORS 757.220 to become effective January 1, 7 

2009, docketed as UE 197.  The original application proposed to increase 8 

PGE’s revenues by $145.9 million on an annual basis an overall increase of 9 

approximately 8.9%.  This request included the annual filing required by PGE’s 10 

annual update tariff (Schedule 125), as well as other proposed changes related 11 

to net variable power costs and the annual update process that may only be 12 

made in a general rate proceeding.  On March 23, 2008, a prehearing 13 

conference was held.  During the conference, the parties agreed to bifurcate 14 

docket UE 197 and create a separate docket to address all of the issues 15 

related to PGE’s net variable power costs (See docket UE 198). Although 16 

PGE’s annual update filings are usually limited to updating only those items 17 

listed in Schedule 125, docket UE 198 is not so limited. All issues related to 18 

PGE’s net variable power costs are addressed in docket UE 198. All other 19 

issues related to PGE’s general rate revision are addressed in docket UE 197.   20 

On April 3, 2008, PGE filed an amended application revising its request in 21 

the general portion of the case and on April 4, 2008, PGE provided its quarterly 22 

update estimate pertaining to its forecasted power costs.   In order to 23 
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summarize the basis of this case as of the writing of this testimony, Staff 1 

submits Table I demonstrating the requested increases as they relate to the 2 

amended filing dates for both the general portion of the rate proceeding (UE 3 

197) and the power cost portion of this case (UE 198). 4 

Table I 5 

Date of filing 
Requested 
Increase 

($000) 
Pertinent 
Docket 

Overall 
Percentage 

Change 
Brief 

Description 

          

February 3, 2008 92,900 UE 197 5.78% 
Hydro & 
General 

February 3, 2008 53,000 UE 198 3.30% NVPC 
April 3, 2008 1,340 UE 197 0.08% General 
April 4, 2008 10,100 UE 198 0.62% NVPC 

TOTAL INCREASE 157,340  9.78%  
     

STIPULATION -5,058 UE 198 -0.31% NVPC 
STIPULATION -14,000 UE 197 -0.87% General 

     
REMAINING 
REQUEST 138,282  8.60%  

     
STAFF PROPOSED 

ADJUSTMENTS -59,280  -3.69%  

STAFF-PROPOSED 
INCREASE & NVPC 

Update (to date) 79,002  4.91%  
 6 

Q. HAS STAFF INCLUDED PGE’S REQUEST FOR INCREASED POWER 7 

COSTS IN ITS REVENUE REQUIREMENT MODELING? 8 

A. Yes, in its revenue requirement model Staff has included both PGE’s original 9 

request of approximately $53 million and the updated power cost estimate filed 10 

April 4, 2008, resulting in an additional increase of approximately $9.7 million.  11 

As of the time of this writing, Staff expects that PGE will update its estimate of 12 
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power costs again on July 11, 2008, and on subsequent dates as provided in 1 

docket UE 198. 2 

Q. DOES STAFF HAVE AN EXPECTATION OF HOW MUCH THE POWER 3 

COST ESTIMATE OF JULY 11TH WILL BE? 4 

A. No.  Staff can only estimate that PGE’s updated forecast of power costs on 5 

July 11th will be in the range of an additional $50 to $70 million based on the 6 

unprecedented increases in gas and electricity market prices.  However, these 7 

forecasts will be solidified in PGE’s July 11, 2008, updated forecast and Staff 8 

expects they will be included in PGE’s rebuttal testimony of August 15, 2008. 9 

Staff Findings 10 

Q. PLEASE DESCRIBE STAFF’S OBSERVATIONS REGARDING PGE’S UE 11 

197 APPLICATION. 12 

A. Other than the increasing power costs and the proposed changes to Hydro 13 

costs, in many cases Staff found it very difficult to support the basis of PGE’s 14 

request for an increase for the general, non-power cost portion of the rate 15 

proceeding.  While the rate request presented by the Company in its 16 

application for UE 197 purported to identify new programs and other changes 17 

as justification for its rate request, Staff’s review did not verify those assertions.  18 

In the UE 180 application, PGE clearly identified its need to bring new 19 

generation (Port Westward) into ratebase.  However, in this application the 20 

sustenance of its request for general costs seemed to be based on one-time 21 

events or replacing aging equipment (See, e.g., Exhibit 22 

Staff/Durrenberger/400).   23 
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Q. WHAT ARE STAFF’S FINDINGS REGARDING THE 2009 TEST PERIOD 1 

PRESENTED IN PGE’S APPLICATION? 2 

A. Staff acknowledges that future test periods, by nature, must be based on 3 

estimates.  Staff believes the test period is expected to represent the 4 

Company’s best estimate of future normal operations and cost of service.  5 

However, Staff believes that the Company should clearly identify expenses and 6 

revenues of reasonable certainty and definite character that reflect the actual 7 

operating experience in order to arrive a 12-month period which represents 8 

normal or average operating conditions.  In this application PGE seeks 9 

increases that far exceed average or normal operating conditions.  Following is 10 

a demonstration of cost increases requested in this application and proposed 11 

increase measured from PGE’s UE 180 rates (based on a 2007 test period):  12 

 Hydro Projects O&M  Exhibit PGE/400/ 10&13  34% 13 
 Coal    Exhibit PGE/400/ 10&13  17% 14 
 General Plant O&M  Exhibit PGE/400/ 10&13  21% 15 
 HR/Employee Support  Exhibit PGE/500/2   32% 16 
 Corporate R&D   Exhibit PGE/500/21   70% 17 
 Hydro Projects A&G  Exhibit PGE/500/2   67% 18 
 19 

  Staff acknowledges that these requests represent only a portion of PGE’s 20 

application; however, overall Staff believes that its request related to the 21 

general portion of the application does not represent an expected normal cost 22 

of service.  Given the recent rate increases for Port Westward (June of 2007), 23 

Biglow Canyon and implementation of the AUT (January of 2008) (See UE 24 

180, UE 181, UE 184, UE 188 and UE 192) Staff believes that PGE should 25 

                                            
1 Also see PGE’s response to Staff’s Data Request No. 279. 
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have used its actual results in 20072 as a base year, adjust out non-recurring 1 

events, and normalize for weather and other regulatory adjustments to 2 

demonstrate its normal operations.  Rather, PGE’s application uses a 2007 3 

forecast as a base year and states that its 2009 test period is not based on 4 

applying typical escalators, but created through bottom-up forecasts.  5 

Introduction of Staff Adjustments 6 

  Staff originally identified eighteen adjustments that impact the revenue 7 

requirement request in the Company’s application for the general rate 8 

proceeding and four issues not impacting revenue requirement.  Due to late 9 

information, as a part of Staff’s testimony here, Staff proposes one additional 10 

adjustment listed as S-19, Energy Audits and is supported in testimony in Part 11 

IV of this testimony.   12 

As a result of two settlement conferences held June 12, 2008, and June 19, 13 

2008, PGE, Staff and the intervening parties were able to come to an 14 

agreement on nine revenue requirement issues identified in Part III of this 15 

testimony.  These issues are supported in the stipulated agreement and 16 

supporting joint testimony to be filed in this proceeding in early to mid-July.  17 

Based on the stipulated agreement and Staff’s analysis of the remaining issues 18 

below, Table II summarizes the remaining proposed Staff Adjustments and 19 

identifies the pertinent testimony where each Staff adjustment is discussed: 20 

                                            
2 Staff notes that on June 3, 2008, PGE filed its Results of Operation report for 2007, demonstrating a 
Return on Equity (ROE) of 10.59 percent before Type I or Type II adjustments normalizing 
adjustments.  ROE after Type I and Type II adjustments were reported to be 11.58 and 7.28 percent, 
respectively (See Exhibit Staff/102/Owings/1-5). 
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 Table II 1 

 2 

Part II 3 

Revenue Requirement Model 4 

Q. CAN YOU PLEASE EXPLAIN THE REVENUE REQUIREMENT MODEL? 5 

A. Yes.  Staff Exhibit/103/Owings is a series of interlinked spreadsheets that 6 

contain ten separate elements that, together, summarize Staff’s position on the 7 

revenue requirement adjustments for UE 197 and UE 198.  The models are 8 

formatted into two phases.  The first phase is the portion of the case containing 9 

Issue Description 
Amount 
($000) Pertinent Exhibit 

    

S-2 Research and Development (1,752) Staff/Owings/100 

S-3 Workforce Adjustment (11,414) Staff/Owings/100 

S-4 Corp Incentives (7,017) Staff/Owings/100 

S-5 Cap Ex (12,438) Staff/Owings/100 

S-9 A&G and O&M (10,557) Staff/Ball_Dougherty/300 

S-10 WECC, RTP & flow mitigation (156) Staff/Durrenberger/400 

S-11 Fixed Plant Costs (8,743) Staff/Durrenberger/400 

S-13 NERC/WECC, RCM, Misc (520) Staff/Durrenberger/400 

S-14 Property Tax Adjustment (4,416) Staff/Ball_Dougherty/300 

S-16 Revenue Sensitive Costs (1,805)
Staff/Owings/100 
Staff/Rossow/200 

S-19 Energy Audits (287) Staff/Owings/100 

S* Rounding (116)
  

  
 

   

  Total Revenue Requirement 
Impact (59,221)
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the Company’s general rate increase request submitted in docket UE 197 as 1 

well as forecasted updates for power costs submitted in docket UE 198.   The 2 

second phase is the Company’s request to increase operations and 3 

maintenance expenses and add costs to rate base to reflect the capital 4 

expenditures proposed for 2008 and the 2009 test period.  The spreadsheets 5 

are formatted as follows: 6 

  1. Pages 1 and 2 are narrative summary that begins with the Company’s 7 

original revenue requirement request for the general proceeding and includes 8 

the April update to power costs submitted in docket UE 198. Staff provides a 9 

short description of each of the proposed adjustments. The first column 10 

indicates an item number assigned to the adjustment.  The second column 11 

indicates the Staff Witness sponsoring the adjustment and the far right column 12 

indicates the revenue requirement impact of the proposed adjustment.  Staff’s 13 

proposed overall revenue requirement for the portion of the proceeding can be 14 

found on the bottom of page 2, in the far right column.  15 

  2.   Page 3 is a summary showing the changes to revenues, expenses and 16 

rate base and ends with the percentage change from current rates.   Column 17 

(1) represents the Company’s results of operations per the Company’s 18 

application for the test period.  Column (2) shows an aggregate of the 19 

adjustments proposed by Staff and the adjustments that would be adopted if 20 

the Commission were to adopt the proposed stipulated agreements. Column 21 

(3) shows the results of the adjustments proposed in Column (2).  Column (4) 22 

shows the revenue requirement change required to meet the proposed cost of 23 
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capital, and Column (5) shows the results of operations per all adjustments 1 

proposed by Staff and agreed upon in the proposed stipulated agreements. 2 

(Note that the overall revenue requirement change is subject to the final NVPC 3 

update late this year in docket UE 198.) 4 

  3. Page 4 contains the income tax calculations for the results of 5 

operations.  6 

  4.  Pages 5 and 6 show the specific adjustments; those that are agreed to 7 

in the stipulations, the additional adjustments proposed by Staff for the revenue 8 

requirement per the Staff recommendation, and the most recent (April 2008) 9 

NVPC update.  10 

  5. Pages 7 and 8 show the tax calculations associated with the 11 

adjustments shown on pages 5 and 6. 12 

  6. Page 9 shows the revenue sensitive costs associated with the revenue 13 

requirement calculation.  The first column shows the revenue sensitive costs 14 

per the Company’s application and the second column shows Staff’s proposed 15 

revenue sensitive costs. 16 

  7. Page 10 shows a summary of the cost of capital proposed by Staff, 17 

consistent with the partial stipulation on non-power cost issues. 18 
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Part III 1 

Stipulated Agreement 2 

Q. CAN YOU PLEASE SUMMARIZE THE ISSUES AGREED-UPON IN THE 3 

STIPULATED AGREEMENT? 4 

A. Yes.  Table III below provides a list of the issues agreed upon in the Stipulated 5 

agreement: 6 

Table III 7 

Issue Description Amount 

S-0 Rate of Return (12,906)

S-1 Other Electric Revenues 471

S-6 Lease Adjustment 0

S-7 Fuel Adjustment 0

S-8 Membership Adjustment 0

S-12 Kelso Beaver Pipeline Transmission (1,040)

S-17 Schedule 300 (471)

S-18 Port West/Biglow Canyon True-up (113)

  

 Total Revenue Requirement Impact (14,059)
 8 

Part IV 9 
Staff Proposed Adjustments 10 

Q. DID YOU PREPARE STAFF ADJUSTMENTS AS A RESULT OF YOUR 11 

REVIEW IN THIS CASE? 12 

A. Yes.  I prepared six Staff proposed adjustments identified briefly in my 13 

introduction above.  I will create a subsection to discuss each adjustment.  14 
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Adjustment S-2 1 

  Research and Development 2 

Q. PLEASE DESCRIBE YOUR FIRST PROPOSED ADJUSTMENT. 3 

A. The first adjustment that I propose is identified in Exhibit Staff /103/Owings/1 4 

as S-2, Research and Development.  At PGE/100/Piro/7, PGE requests an 5 

increase in costs due to PGE’s desire to do additional research and 6 

development pursuant to new activities necessary to respond to customer and 7 

regulator environmental demands.  In data request No. 269, Staff requested 8 

historic information on how much PGE spent between the years 2002 through 9 

2007 on research and development.  Additionally, Staff requested that the 10 

Company identify major projects historically researched as well as what areas 11 

the Company intends to focus on in the 2009 test period. 12 

Q. CAN YOU PLEASE SUMMARIZE PGE’S RESPONSE TO STAFF’S DATA 13 

REQUEST? 14 

A. Yes.  Table IV below shows the historic information provided by PGE in its 15 

response to Staff’s request: 16 

 Table IV 17 

2002 
Actuals 

2003 
Actuals 

2004 
Actuals 

2005 
Actuals 

2006 
Actuals 

2007  
Actuals 

       
385,003  *None 

       
219,420  

       
338,983  

       
167,123  

         
307,725  

 18 

Q. HOW MUCH HAD PGE INCLUDED IN THE 2009 TEST PERIOD FOR 19 

RESEARCH AND DEVELOPMENT COSTS? 20 



Docket UE 197 Staff/100 
 Owings/13 

CARLA EXHIBIT 100.DOC 

A. In response to Staff’s Data Request No. 269, PGE indicated that it had 1 

budgeted $1,995,000 for test period expenses and stated that for 2003, due to 2 

cost containments, PGE had no actual costs spent on research and 3 

development (R&D).  The Company identified several categories it desired to 4 

research in the 2009 test period: 5 

 Distributed Standby Generation 6 

 Distributed Energy Storage 7 

 Highly Efficient Community-Scale Infrastructure 8 

 Infrastructure Reliability, Maintenance and Sustainability 9 

 Carbon/Greenhouse Gas Regulation 10 

 Renewable Power or Highly Efficient Generation 11 

Q. DOES STAFF SUPPORT PGE’S DESIRE TO PERFORM R&D IN THE 12 

AREAS PGE IDENTIFIED? 13 

A. While Staff supports PGE’s desire to be on the forefront of some of the areas 14 

identified, the amounts included in the budget to do such research are 15 

somewhat lofty (particularly in consideration of its historic R& D expense) and 16 

appears to be redundant to R&D performed by other entities such as the 17 

Energy Trust of Oregon.  In the area of Highly Efficient Community-Scale 18 

infrastructure, Staff believes similar research is performed by the Energy Trust.  19 

In the area of Carbon/Greenhouse Gas Regulation, Staff believes Federal 20 

Grants are available and perhaps should be pursued by the Company.  21 

Additionally, in consideration of the rising fuel costs and PGE’s anticipated 22 

projection of increased fuel prices, Staff believes that these costs are largely 23 
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discretionary as demonstrated in 2003 when PGE had zero expenditures for 1 

R&D.  Additionally, the Company has historically only incurred a fraction of the 2 

$1.9 million R&D expense it is requesting for the 2009 test period. 3 

Q. WHAT DOES STAFF PROPOSE AS AN ADJUSTMENT RELATED TO 4 

R&D COSTS? 5 

A. Staff proposes using an average of PGE’s past five years spending of 6 

approximately $284,000 as the base for 2007.  Staff would then allow for a 5 7 

percent per year increase bringing the 2009 test period expense to 8 

approximately $312,000 (See Exhibit Staff /104/Owings/1).  This amount would 9 

allow for some of the areas PGE identified such as Infrastructure reliability, 10 

maintenance and sustainability3, and still allow for other discrete projects. 11 

Q. CAN YOU PLEASE IDENTIFY THE REVENUE REQUIREMENT IMPACT 12 

ASSOCIATED WITH STAFF’S PROPOSED ADJUSTMENT FOR R&D? 13 

A. Yes.  The revenue requirement impact is a reduction of approximately $1.75 14 

million. 15 

Adjustment S-3 16 

  Workforce Adjustment 17 

Q. PLEASE DESCRIBE YOUR NEXT PROPOSED ADJUSTMENT. 18 

A. The next adjustment that I propose is identified in Exhibit Staff /103/Owings/1 19 

as S-3, Workforce Adjustment.  At PGE/800/Barnett-Bell/5, PGE states that it 20 

has included additional full-time equivalents (FTE) in the test period between 21 

2007 and 2009 to address “additional regulatory requirements, new generating 22 

                                            
3 PGE identified $150,000 for this area in its response to Staff’s Data Request No. 269. 
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plants, growth in customer base, and efforts to reduce overtime.”  The 1 

Company reports having 2,697 FTE in the 2007 forecast and has budgeted for 2 

2,827.  Although not specified by the Company in its testimony, this request 3 

represents an increase of 130 FTE.  4 

Q. DOES PGE IDENTIFY PRECISELY WHERE IT INTENDS TO PLACE THE 5 

REQUESTED 130 FTE? 6 

A. Staff sent data requests4 attempting to identify exactly what responsibility 7 

centers or major functional areas are experiencing the alleged need for new 8 

employees and to determine the relationship between the growth of customer 9 

base verses new employees.  Throughout its testimony5 PGE identifies areas 10 

where it believes additional FTE are necessary.  The total number of FTE 11 

identified in Exhibits 400, 500 and 600 is approximately 74.5 FTE, many of 12 

which Staff concludes are additional FTE and redundant FTE for existing 13 

programs.  Additionally, in workshops held by PGE on May 8, 2008 and again 14 

on May 14, 2008, and in data responses, Staff believes that the Company was 15 

unable to clearly demonstrate a need for 130 FTE related to new programs, 16 

new generation or additional customer growth.  Staff believes the one 17 

exception to this was related to approximately 16 FTE allocated to new 18 

generation for Port Westward and Biglow Canyon.    19 

The requested 130 FTE represents an increase of FTE of approximately 6.7 20 

percent compared to a historic growth that averages less than half of one 21 

percent.  By contrast, in response to Staff’s data request no. 217, PGE 22 
                                            
4 See Staff Data Request Nos. 103, 203, 217, 219, 223, 224, 225, 226, 227, 274. 
5 See PGE/400/Quennoz-Lobdell/15-19; PGE/500/Piro-Tooman/13, 20-25 and PGE/600/Hawke/4, 9. 
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demonstrated that growth in customer base historically is approximately 1.5 1 

percent. 2 

Q. CAN YOU PLEASE DESCRIBE STAFF’S PROPOSED ADJUSTMENT? 3 

A. Yes.  Staff began its analysis by requesting historic information in data request 4 

no. 203-b, regarding the actual number of FTE verses the number of FTE 5 

included in PGE’s budgets for the years between 2002 and 2007 and the 6 

number of FTE budgeted for 2008 and 2009.  Following is PGE’s response 7 

demonstrating the actual number of FTEs and the percentage of change for 8 

each year:  9 

Table V 10 

2002 
Actual 

2003 
Actual 

2004 
Actual 

2005 
Actual 

2006 
Actual 

2007 
Actual 

2008 
Budget

2009 
Budget

2,596 2,538 2,531 2,529 2,554 2,560 
        

2,692  
        

2,733  

Percentage  
Change -2.29% -0.28% -0.08% 0.98% 0.23% 5.16% 1.53%

 11 

Over the five-year period through 2007, the average change in FTE is a 12 

reduction of approximately .29 percent; however, over the most recent three-13 

year period the average change is an increase of FTE of approximately .38 14 

percent.  Staff believes that the decrease in FTE over the five-year period can 15 

be attributed to the final closing of the Trojan plant, however, even in 16 

consideration of such, the major closing of Trojan took place many years 17 

earlier.  Additionally, during the past two years PGE has added two major 18 

generating facilities.  Even during that period of time, PGE did not experience 19 

an increase in FTE equivalent to a 5 or 6 percent increase. 20 
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Staff’s proposed adjustment considers PGE’s historic growth in FTE by 1 

beginning with a base assumption of the actual number of straight-time FTE  in 2 

2007 of 2,560.  Staff assumes a growth of .50 percent for 2008 and .50 percent 3 

for 2009, resulting in 2,586 FTE.  To this amount Staff allows an additional 26 4 

FTE to account for new generation and growth in customer base, totaling 2,612 5 

FTE for the test period.  This proposal reduces PGE’s request by 6 

approximately 120 FTE.  7 

In order to measure the financial impact of removing 120 FTE, Staff looked 8 

at the total amount of Wages and Salary budgeted for the 2009 test period.  9 

Staff adjusts this amount to include wages and salaries requested in PGE’s 10 

April 3, 2008, errata filing.  The total amount of wages and salaries adjusted for 11 

2009 is approximately $211 million.  To that amount Staff applies the 12 

appropriate administrative overhead6 taken from the 2007 cost allocation 13 

manual of approximately 52.18 percent.  Once Staff determined the fully-14 

loaded cost budgeted for the test period, then that amount was divided by the 15 

total number of FTE included in the budget resulting in an approximate cost per 16 

employee.  That amount was multiplied by the 121 FTE resulting in a total 17 

adjustment of approximately $14 million (See Exhibit Staff /105/Owings/1-2).  18 

The final step in the analysis is to determine the appropriate percentages of 19 

wages and salaries that should be attributed to capital costs and to O&M.  Staff 20 

determined that in Exhibit PGE/800/workpaper 10, the percentage of corporate 21 

incentives attributable to capital costs for the 2009 test period was 26.98 22 
                                            
6 Administrative Overhead (referred to by PGE as PTO) includes Benefits, Payroll taxes, Incentives 
and Employee Support. 
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percent.  Staff relied upon this percentage to allocate 26.98 to capital and 1 

73.02 to O&M for both the workforce adjustment and Staff’s next proposed 2 

adjustment to Corporate Incentives.  3 

Q. CAN YOU PLEASE IDENTIFY THE REVENUE REQUIREMENT IMPACT 4 

ASSOCIATED WITH STAFF’S PROPOSED ADJUSTMENT FOR 5 

WORKFORCE? 6 

A. Yes.  The revenue requirement impact is a reduction of approximately $11.41 7 

million. 8 

Adjustment S-4 9 

  Corporate Incentives 10 

Q. PLEASE DESCRIBE YOUR NEXT PROPOSED ADJUSTMENT. 11 

A. The next adjustment that I propose is identified in Exhibit Staff/103/Owings/1 12 

as S-4, Corporate Incentives.  At PGE/800/Barnett-Bell/8, PGE states that its 13 

strategy related to providing incentives is to attract, retain and motivate 14 

employees.  The Company describes in detail its Corporate Incentive Program 15 

(CIP), the Annual Cash Incentive (ACI), its Stock Incentive Program (SIP) and 16 

its Notable Achievement Awards (Notables).  Previous Commission policy has 17 

not supported a charge to ratepayers for bonuses and incentives paid to 18 

Company employees that are based on the financial performance of the utility 19 

(See Commission Order No. 87-406).  According to a recent audit performed 20 

by Staff, both CIP and ACI programs are based on the Company’s growth and 21 

profitability objectives7.  In response to ICNU’s Data Request No. 262-A, PGE 22 

                                            
7 See OPUC Staff Audit Report, Audit 2005-002, May 2005 - September 2005, at 19. 
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indicates “ACI participants have a direct, significant and measurable impact on 1 

the attainment of the Company’s growth and profitability objectives8.”  Staff 2 

believes it is appropriate to remove costs associated with ACI and the Stock 3 

Option Program and proposes to allow 50% of the remaining incentive 4 

programs, due in part to the relationship to the incentives and customer 5 

satisfaction, distribution quality and reliability and plant availability described at 6 

PGE/800/Barnett-Bell/9. 7 

Q. CAN YOU PLEASE IDENTIFY THE REVENUE REQUIREMENT IMPACT 8 

ASSOCIATED WITH STAFF’S PROPOSED ADJUSTMENT FOR THE 9 

CORPORATE INCENTIVES ADJUSTMENT? 10 

A. Yes.  The revenue requirement impact is a reduction of approximately $7.02 11 

million (See Staff Exhibit/106/Owings/1-2). 12 

Adjustment S-5 13 

  Capital Expenditures 14 

Q. PLEASE DESCRIBE YOUR NEXT PROPOSED ADJUSTMENT. 15 

A. The next adjustment that I propose is identified in Exhibit Staff /103/Owings/1 16 

as S-5, Capital Expenditures.  At PGE/100/Piro/1, PGE describes its request 17 

for an increase of $147 million in revenue requirement as being categorized in 18 

three major areas; one-third is the result of fuel and purchased power cost 19 

increase, one-third is due to increases in Operations and Maintenance (O&M) 20 

and Administrative and General (A&G) expenses, and one-third is related to 21 

                                            
8 For confidential version of testimony See Exhibit Staff/107/Owings 1-5. 
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“larger rate base (e.g., the Selective Water Withdrawal (SWW) Tower at our 1 

Pelton Round Butte Hydro Project and fuel inventories)...”9  2 

At PGE/400/Quennoz-Lobdell/21, the Company describes the major capital 3 

additions that are expected to close to plant for the 2009 test period; $36 4 

million is expected to close to plant at Boardman (including $15 million to 5 

rewind the stator and convert the cooling system and $12 million for the 6 

purchase of a spare generator rotor).  $146 million is expected to close to plant 7 

for hydro relicensing ($81 million for the SWW and $65 million for hydro 8 

relicensing). 9 

Q. DOES PGE PROVIDE AN ESTIMATE FOR A COMPLETION OF THESE 10 

PROJECTS? 11 

A. Yes.  The projects related to the Boardman improvements are forecast to 12 

close-to-books in three separate increments throughout the 2009 test period; 13 

approximately $7 million in April, approximately $17 million in July, and the 14 

remaining $12 million in December of 2009. 15 

For the projects related to hydro facilities, the approximately $81 million 16 

related to the SWW is forecast to close-to-books in March of 2009 and 17 

approximately $65 million related to hydro relicensing is forecast to close-to-18 

books in December of 2009. 19 

Q. CAN PGE PROVIDE AN ASSURANCE THAT THESE PROJECTS WILL 20 

CLOSE-TO-BOOKS AS CURRENTLY FORECAST? 21 

                                            
9 See PGE/100/Piro/2, at 8. 
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A. No.  The Company can only provide its best estimate based on the percentage 1 

of completion for each project as of the date the Company filed its application. 2 

Q. DO THESE PROJECTS EVER FAIL TO CLOSE-TO-BOOKS AS 3 

ORIGINALLY FORECAST? 4 

A. Yes.  As we saw for the Port Westward facility, its original forecast date was 5 

scheduled for March of 2007.  It did not go on-line until June of 2007. 6 

Q. IS IT POSSIBLE SOME OF THESE PROJECTS WILL NOT CLOSE-TO-7 

BOOKS AND THEREFORE NOT BE IN SERVICE DURING THE 2009 8 

TEST PERIOD? 9 

A. Absolutely.  Staff believes that the Clackamas River Hydro Relicensing is 10 

highly unlikely to occur in December 2009 of the test period.  As noted above, 11 

this relicensing accounts for $65 million of the capital expenditures included in 12 

PGE’s 2009 rate base.  PGE states in a recent quarterly hydro relicensing 13 

activity update report (See Exhibit Staff/109/Owings/3), that PGE expects to file 14 

a new 401 Water Quality Application for the Clackamas River Project in third 15 

quarter 2008.  The agency responsible for the 401 water quality certification 16 

(401), Oregon Department of Environmental Quality (DEQ), has one year to 17 

make its decision.  If the agency accepts PGE's filing, no issuance of the 401 is 18 

likely to occur until the third quarter 2009.  Once the 401 is completed, PGE 19 

must seek a Biological Opinion under the Federal Endangered Species Act.  20 

The Federal Energy Regulatory Commission (FERC) must receive both the 21 

401 and the Biological Opinion before it will issue a new long-term operating 22 

license. 23 
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Q. IS THERE ANY GUARANTEE THAT THE OREGON DEQ WILL ACCEPT 1 

THE WATER QUALITY APPLICATION THAT IT WILL RECEIVE THIS 2 

YEAR, AND ISSUE ITS DECISION? 3 

A. No.  There is no guarantee that this will occur.  In fact, PGE has stated in its 4 

quarterly hydro report (See Exhibit Staff/109/Owings/1, at 8) that it withdrew its 5 

original 401 application in December of 2006.  Its plan is to resubmit that filing 6 

in the third quarter or 2008.  Still there is no guarantee that the project will 7 

comply with DEQ’s water quality standard for temperature below River Mill 8 

Dam.  If no feasible alternative is found, the DEQ would have to implement a 9 

rulemaking to change the temperature standard for that location.  It is very 10 

possible that PGE will be required to withdraw and re-file their water quality 11 

application again. 12 

Q. DOES STAFF HAVE CONCERNS ABOUT WHETHER OTHER CAPITAL 13 

PROJECTS WILL BE COMPLETED AND IN SERVICE PRIOR TO THE 14 

END OF THE TEST PERIOD? 15 

A. With regard to the costs related to the SWW tower, Staff believes there is great 16 

potential for the SWW tower to be in service some time during the 2009 test 17 

period.  However, if it were to close-to-books later in the year than originally 18 

forecast, ratepayers would at best be paying a higher amount for recovery in 19 

the revenue requirement due to the misaligned forecast. 20 

For the costs associated with the Boardman plant, Staff believes that the 21 

forecast is likely to be accurate; however, these improvements are not forecast 22 

by the Company to go into ratebase until mid-year. 23 
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Q. DO RATEPAYERS BENEFIT FROM THESE PROJECTS ON JANUARY 1, 1 

2009, OR THE DAY RATES GO INTO EFFECT? 2 

A. No, the projects will not be in-service and benefiting customers until the 3 

completion dates.   Even PGE’s forecasted completion dates for these projects 4 

are subsequent to January 1, 2009. 5 

Q. DOES PGE’S PROPOSED TREATMENT OF THESE COSTS MEAN THAT 6 

COSTS FOR THESE PROJECTS WILL BE INCLUDED IN RATES THAT 7 

ARE SCHEDULED TO BE EFFECTIVE JANUARY 1, 2009? 8 

A. Yes.  An estimate of the costs attributable to these projects is averaged into the 9 

amount included in ratebase according to the forecasted close-to-book dates in 10 

order to calculate the rates that will go into effect on January 1, 2009.   11 

Q. EVEN IF THE TIMING OF THESE CAPITAL INVESTMENTS WERE 12 

KNOWN, DOES STAFF BELIEVE IT IS PERMISSIBLE FOR PGE TO 13 

INCLUDE ANY OF THESE COSTS IN ITS REVENUE REQUIREMENT FOR 14 

JANUARY 1, 2009? 15 

A. No.  Staff has been advised by counsel that PGE’s proposal would violate the 16 

prohibition in ORS 757.355.  ORS 757.355 provides that a public utility may 17 

not, directly or indirectly, by any device, charge, demand, collect or receive 18 

from any customer rates that include the costs of construction, building, 19 

installation or real or personal property not presently used for providing utility 20 

service to the customer.  21 

 Accordingly, under ORS 757.355, PGE cannot recover the costs associated 22 

with rewinding the stator and converting the cooling system at the Boardman 23 
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plant until after these capital improvements have occurred.  Similarly, PGE 1 

cannot recover the cost of the generator spare rotor prior to the time the rotor is 2 

in PGE’s possession and ready to use and cannot recover the costs associated 3 

with water withdraw tower (See PGE/400, Quennoz-Lobdell/21, lines 12-20), 4 

until after it has been installed and is in use.  Finally, PGE cannot recover the 5 

costs associated with the hydro relicensing until after PGE has obtained the 6 

license.  7 

Q. WHAT DOES STAFF RECOMMEND AS AN ADJUSTMENT TO PGE’S 8 

PROPOSAL? 9 

A. Staff recommends that the Commission exclude the costs attributable to these 10 

specific projects from PGE’s rates until the projects are completed, closed-to-11 

books and Staff has had an opportunity to review the prudence of the costs.  12 

While Staff believes that PGE has forecast its capital costs in good faith, the 13 

audit and review of these major projects must take place prior to being included 14 

in rates, and these cost not included until the next rate case.  Staff proposes to 15 

work with PGE to audit these projects for cost containments, prudence and 16 

accuracy prior to allowing these costs into rates.  As such, Staff proposes in its 17 

S-5, Capital Expenditures adjustment to remove these costs from ratebase 18 

(See Exhibit Staff/Owings/108/1). 19 

Q. CAN YOU PLEASE SUMMARIZE THE BASIS OF YOUR ADJUSTMENT? 20 

A. Yes.  In order to calculate the amount of costs forecasted to go into ratebase 21 

during the test period, Staff based its estimates on work papers provided to 22 

Staff in response to Staff’s Data Request No. 316-d.  These work papers detail 23 
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the estimates being closed to plant and the corresponding date estimate.  Staff 1 

relied upon this information to calculate the number of months (based on costs 2 

closing-to-books on the last day of the month forecast) for plant to be in 3 

service.  Staff then averaged the amounts to estimate the amount that will be 4 

added to ratebase.  5 

For example, if the forecast is for costs to close-to-books for March of 2009, 6 

it is assumed that the costs will close on the last day of the month and plant will 7 

be in service for the remainder of the test period, or nine months.  To calculate 8 

the appropriate amount, Staff took the number of months (in this scenario, 9 

nine) divided by 12 and multiplied by the cost estimate.  For the SWW, Staff 10 

took the total cost estimate of $81 million times 9/12 to come up with an 11 

estimate of approximately $64 million attributable to ratebase for the 2009 test 12 

period (See Exhibit Staff/108/Owings/1). 13 

The remaining piece of Staff’s proposed adjustment is to estimate the 14 

impact on depreciation when removing a ratebase item.  Staff submits its 15 

estimate as a global estimate on depreciation by attributing the relationship of 16 

the percentage of depreciation to total ratebase.  The reason for using this 17 

method is due to the fact that the depreciation for these improvements will be 18 

based on the life estimate for each improvement and based again on the 19 

month that the asset is placed into service.  For assets placed into service for 20 

the last day of the test period, there is no adjustment for depreciation until the 21 

following month which is outside of the test period.   22 
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Likewise, Staff recognizes that removing ratebase will impact accumulated 1 

depreciation and accumulated deferred taxes.  Because it is difficult to develop 2 

reasonable estimates for these items, Staff will seek to acquire the proper 3 

information from PGE prior to the final order being issued in this docket.   4 

Q. CAN YOU PLEASE IDENTIFY THE REVENUE REQUIREMENT IMPACT 5 

ASSOCIATED WITH STAFF’S PROPOSED ADJUSTMENT FOR THE 6 

CAPITAL EXPENDITURES ADJUSTMENT? 7 

A. Yes.  Excluding final figures for depreciation, accumulated depreciation and 8 

accumulated deferred taxes, the revenue requirement impact is a reduction of 9 

approximately $12.43 million. 10 

Adjustment S-16 11 

  Revenue Sensitive Costs 12 

Q. PLEASE DESCRIBE YOUR NEXT PROPOSED ADJUSTMENT. 13 

A. The next adjustment that I propose is identified in Exhibit Staff /103/Owings/2 14 

as S-16, Revenue Sensitive Costs. 15 

Q. COULD YOU PLEASE DESCRIBE WHAT REVENUE SENSITIVE COSTS 16 

REPRESENT? 17 

A. Yes.  Some of a utility’s expenses are based on the amount of revenues 18 

generated by providing electric service.  Examples of these types of costs are 19 

taxes, OPUC fees, uncollectible expense, and other local fees such as 20 

franchise fees.  Revenue sensitive costs are typically calculated as a 21 

percentage of overall revenues and are applied to each adjustment to assure 22 
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that as the Company’s revenues fluctuate from the proposed adjustments, the 1 

revenue requirement reflects the net impact to these types of expenses.   2 

Q. WHAT DOES PGE PROPOSE AS ITS REVENUE SENSITIVE COST 3 

PERCENTAGE? 4 

A. PGE proposed an overall Revenue Sensitive Factor of 1.68 percent.  In its 5 

calculation of revenue sensitive costs, PGE included a factor of .38 percent for 6 

uncollectible expense (See Exhibit PGE/201/Tooman-Tinker/3) and a factor of 7 

5.375 percent to represent its blended rate for State taxes (See Exhibit 8 

Staff/110/Owings/1-10). 9 

Q. DOES STAFF PROPOSE AN ADJUSTMENT TO THESE TWO PORTIONS 10 

OF PGE’S REVENUE SENSITIVE COSTS? 11 

A. Yes.  Staff reviewed all parts of PGE’s revenue sensitive costs.  Originally Staff 12 

proposed to adjust the factor attributable to PGE’s franchise fees as well; 13 

however, at Settlement discussions Staff was persuaded that PGE’s proposed 14 

factor representing franchise fees was accurate and did not warrant an 15 

adjustment.  For uncollectible expense, Staff Witness Rossow will sponsor 16 

testimony regarding Staff’s proposed adjustment to that factor (See Exhibit 17 

Staff/200/Rossow). 18 

Regarding the State income tax factor proposed by PGE, the Company 19 

proposes in its April 3, 2008 errata filing (See Exhibit Staff/110/Owings/1& 5) to 20 

modify its original factor of 5.120 percent to 5.135 percent to allow for a larger 21 

jurisdictional allocation to the State of Montana per PGE’s 2006 tax return.  In 22 

response to Staff’s Data Request No. 105, PGE explains how the rate is 23 
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derived from a blending of the allocation of state rates between Oregon and 1 

Montana.  In addition, the Company applies tax credits and the impact of timing 2 

differences that result in the blended State and Federal rates (See Exhibit 3 

Staff/111/Owings/1).   4 

Staff believes that the apportionment factors used to allocate revenues 5 

between states changes on an annual basis.  Increasing PGE’s blended State 6 

Rate for purposes of revenue sensitive costs has the impact of increasing 7 

funds attributable to state income taxes and in turn, an increasing revenue 8 

requirement.  In PGE’s most recent SB408 fiilng (See UE 178), PGE is 9 

required to refund approximately $38 million.  Per a joint stipulation in that 10 

docket, PGE will refund this amount to ratepayers over a two-year period in 11 

order to off-set a potential surcharge for the 2007 SB408 filing.  Staff believes 12 

that since SB408 will true-up the actual expense allocated to State taxes and 13 

because PGE still owes a large refund to ratepayers for the over-collection of 14 

taxes, increasing the amount PGE will collect in rates for taxes, does not seem 15 

necessary at this time. 16 

Q. WHAT DOES STAFF PROPOSE AS AN ADJUSTMENT FOR THE STATE 17 

TAX RATE? 18 

A. Staff proposes to reset the tax rate back to 5.120%.  This adjustment creates a 19 

reduction to revenue requirement of approximately $.603 million (See Exhibit 20 

Staff/110/Owings/5). 21 
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Adjustment S-19 1 

  Energy Audits 2 

Q. PLEASE DESCRIBE YOUR NEXT PROPOSED ADJUSTMENT. 3 

A. The final adjustment that I propose is identified in Exhibit Staff /103/Owings/2 4 

as S-19, Energy Audits.  During the week of May 19, 2008, Staff viewed a local 5 

news segment that focused on “phantom load” or appliances that use energy 6 

by just being plugged in as opposed to being actively used.  The news story 7 

referred to PGE Energy Experts (residential), energy audits performed by PGE 8 

for free (if you have abnormally high bills), provided a link to PGE’s website 9 

and had no reference to calling the Energy Trust of Oregon.  In response to 10 

Staff’s Data Request No. 402-a, PGE states that it has three field 11 

representatives that could help customers troubleshoot high bills on site.  “In 12 

2007, PGE’s three field representatives responded to 1,108 ‘High Bill Field 13 

Check Requests’(See Exhibit Staff/112/Owings/3). 14 

Q. DOES IT SEEM UNREASONABLE FOR PGE TO PERFORM 1,108 HIGH 15 

BILL FIELD VISITS? 16 

A. Yes.  Based on a five-day work week, there are 255 work days in a one year 17 

period.  To perform 1,108 “high bill field checks” is an average of approximately 18 

4.3 audits per day.  Staff believes that the number of “high bill field checks” 19 

appears to be excessive and as such, should not be included in PGE’s cost of 20 

service rates.  Ratepayers already bear the 3 percent public purpose charge 21 

which is intended to include this type of activity.  Staff believes that the costs to 22 
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dispatch field representatives for energy audits should, for the most part, be 1 

borne by the Energy Trust of Oregon.   2 

Q. WHAT DOES STAFF PROPOSE AS AN ADJUSTMENT? 3 

A. In response to Staff’s Data Request No. 402-B, PGE provided a summary of 4 

ledgers used to book the costs of customer service representatives and more 5 

specifically, for “high bill field checks” (See Exhibit Staff/112/Owings/10).  6 

Ledger nos. N41325 and N41326 demonstrate that PGE included $273,252 in 7 

the 2009 test period for residential high bill calls and $3,082 for non-residential 8 

high bill calls.  Staff proposes to remove these costs from the 2009 test period 9 

(See Exhibit Staff/113/Owings/1). 10 

Q. WHAT IS THE REVENUE REQUIREMENT IMPACT OF THE PROPOSED 11 

ADJUSTMENT RELATED TO ENERGY AUDITS? 12 

A. The revenue requirement impact is a reduction of approximately $.287 million. 13 

Q. DOES THIS CONCLUDE YOUR DIRECT TESTIMONY? 14 

A. Yes. 15 



 
 CASE:  UE 197 
 WITNESS:  Carla Owings  
 
 

PUBLIC UTILITY COMMISSION 
OF 

OREGON 
 
 
 
 
 
 
 

STAFF EXHIBIT 101 
 
 
 
 
 
 

Witness Qualifications Statement 
 
 
 
 
 
 
 

July 9, 2008 



UE 197  Staff/101 
  Owings/1 

 
 

 

WITNESS QUALIFICATION STATEMENT 
 

 
NAME: Carla M. Owings  
 
EMPLOYER: Public Utility Commission of Oregon 
 
TITLE: Senior Utility Analyst/Revenue Requirement/Rates and Regulation 
 
ADDRESS: 550 Capitol Street NE Suite 215, Salem, Oregon 97301-2115. 
 
EDUCATION: Professional Accounting Degree 
 Trend College of Business 1983 
 
  
EXPERIENCE: I have been employed by the Public Utility Commission of Oregon 

since April of 2001.  I am the Senior Utility Analyst for revenue 
requirement for the Rates and Regulation Division of the Utility 
Program.  Current responsibilities include leading research and 
providing technical support on a wide range of policy issues for 
electric and gas utilities.   

 
    From September 1994 to April 2001, I worked for the Oregon 

Department of Revenue as a Senior Industrial/Utility Appraiser.  I 
was responsible for the valuation of large industrial properties as 
well as utility companies throughout the State of Oregon. 

     
    I have testified in behalf of the Public Utility Commission in Docket 

Nos. UE 177, UE 178, UG 170, UG 171, UE 180, UM 1234, UE 167, 
UE 180, UE 188, UM 1121, UM 1261 and UM 1271.   

 
 
OTHER EXPERIENCE: I received my certification from the National Association of State 

Boards of Accountancy in the Principles of Public Utilities 
Operations and Management in March of 1997.  I have attended the 
Institute of Public Utilities sponsored by the National Association of 
Regulatory Utility Commissioners at Michigan State University in 
August of 2002 and the College of Business Administration and 
Economics at New Mexico State University’s Center for Public 
Utilities in May of 2004.   

 
 
    In 2008, I attended the Energy Utility Consultants presentation on 

Performance Benchmarking in Denver, Colorado.  In 2005, I attended 
the National Association of Regulatory Utility Commissioners 
Advanced Course at Michigan State University.  I worked for seven 
years for the Oregon State Department of Revenue as a Senior 
Utility and Industrial Appraiser. 
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WITNESS QUALIFICATION STATEMENT 

 
 
NAME: Paul Rossow    
 
EMPLOYER: Public Utility Commission of Oregon 
 
TITLE: Utility Analyst, Electric and Natural Gas Division, Rates and Tariffs  
 
ADDRESS: 550 Capitol Street NE Suite 215, Salem, Oregon 97301-2115. 
 
EDUCATION: Professional Accounting and Computer Application Diplomas 
         Trend College of Business 1987 
 
   
EXPERIENCE: I have been employed with the Public Utility Commission of Oregon 

as a Utility Analyst since October of 2002.  Current responsibilities 
include research issues relating to energy utilities.  I have actively 
participated in regulatory proceedings in Oregon, including UE 147, 
UE 167, UE 170, UE 179, UE 180, UG 152, UG 153, and UG 181. 

 
    I have attended the Utility Rate School sponsored by the Committee on 

Water of the National Association of Regulatory Utility Commissioners 
in May of 2005 and the Institute of Public Utilities sponsored by the 
National Association of Regulatory Utility Commissioners at Michigan 
State University in August of 2005.    
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Q. PLEASE STATE YOUR NAMES, OCCUPATIONS, AND BUSINESS 1 

ADDRESS. 2 

A. My name is Dustin Ball.  I am employed by the Public Utility Commission of 3 

Oregon as Senior Financial Analyst, Corporate Analysis and Water Regulation, 4 

in the Economic Research and Financial Analysis section of the Utility 5 

Program.  My business address is 550 Capitol Street NE, Salem, Oregon 6 

97308-2148.  7 

My name is Michael Dougherty.  I am employed by the Public Utility 8 

Commission of Oregon as Program Manager, Corporate Analysis and Water 9 

Regulation in the Economic Research and Financial Analysis section of the 10 

Utility Program.  My business address is 550 Capitol Street NE, Salem, Oregon 11 

97308-2148.  Collectively, we are referred to as Staff. 12 

Q. PLEASE DESCRIBE YOUR EDUCATIONAL BACKGROUNDS AND 13 

WORK EXPERIENCES. 14 

A. Our Witness Qualification Statement is found in Exhibit Staff/301, Ball-15 

Dougherty/1. 16 

Q. WHAT IS THE PURPOSE OF YOUR TESTIMONY? 17 

A. The purpose of Staff’s testimony is to recommend adjustments to Portland 18 

General Electric’s health and dental benefit expenses, other benefit expenses, 19 

insurance expenses, Director’s fees, Officer Vehicle Plan, porcelain insulator 20 

expenses, locating costs, Arc-flash clothing costs, EMS development costs, 21 

tree trimming, other non-labor Administrative and General expenses (A&G), 22 

Operations and Maintenance (O&M) expenses, and Property Tax Expenses.  23 
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In addition, Staff addresses PGE’s proposed changes to its Distribution 1 

Services operations. 2 

Q. DID YOU PREPARE EXHIBITS FOR THIS DOCKET? 3 

A. Yes. Staff prepared Exhibit Staff/302 (13 pages of supporting calculations), 4 

Exhibit Staff/303 (PGE data request responses cited in this testimony), and 5 

Exhibit Staff/304 (documentation in support of footnotes). 6 

Q. HOW IS YOUR TESTIMONY ORGANIZED? 7 

A. Staff’s testimony is organized as follows: 8 

Issue 1 Medical & Dental Benefit Expense Adjustments     2 9 

Issue 2 Other Employee Benefit Expense Adjustments     5 10 

Issue 3 Insurance Expense Adjustments       9 11 

Issue 4 Director Fees and Officer Vehicle Plan Adjustments  11 12 

Issue 5 Non-labor A & G Expense Adjustments    13 13 

Issue 6 Transmission and Distribution O & M Adjustments  16 14 

Issue 7 PGE’s Distribution Services     21 15 
 16 
Issue 8 Property Tax Adjustments      23 17 
 18 
ISSUE 1, MEDICAL & DENTAL BENEFIT EXPENSE ADJUSTMENTS 19 

 20 
Q. PLEASE SUMMARIZE THIS ADJUSTMENT. 21 

A. This adjustment focuses on PGE’s Medical and Dental benefit expenses.  Staff 22 

proposes the following adjustment: 23 

  Medical & Dental Benefit Expenses   ($1,284,621) 24 

This adjustment is shown in Exhibit Staff/302, Ball-Dougherty/2. 25 
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Q. PLEASE EXPLAIN YOUR ADJUSTMENTS TO MEDICAL & DENTAL 1 

BENEFIT EXPENSES. 2 

A. In UE 197, PGE submitted a total cost of $31,554,803 in medical and dental 3 

expenses.  Staff recommends a total cost of $30,271,182.  To determine the 4 

adjustment, Staff closely examined PGE’s health benefit costs for both union 5 

and non-union personnel.   6 

For union personnel, Staff started with PGE’s actual fiscal year 2007 7 

expenses of $10,056,070 and escalated the costs to 2009 using an 8.5 percent 8 

annual increase based on recent studies concerning benefit costs.1  Although 9 

this rate is on the high end of the estimates, it appears similar to the rate PGE 10 

has previously used to increase its union benefits.  The escalation resulted in a 11 

calculated expense of $11,858,257.  This is an increase of $1,782,187.  12 

Because PGE’s current union contract does not expire until March 1, 2009, an 13 

additional adjustment was performed based on the expiration of the contract.  14 

Under the current contract, the amount PGE contributes for medical coverage 15 

is set at $5.25 per straight time compensable hour (PGE response to data 16 

request 255).  Because this is a set rate that will not increase until a new 17 

contract is in place, Staff proposes to adjust an increased benefit amount to 18 

apply to the months of March through December 2009.  As a result of the ten-19 

month period, the $1,782,197 increase is reduced to $1,485,189 to reflect that 20 

PGE’s current contract is set at a predetermined amount for the first two 21 

                                            
1 Recent studies (Hewitt Associates Outlook for 2008 and Towers Perrin 2008 Health Care Cost 

Survey) show increases to PPO premiums (100% of PGE's union benefits are a PPO plan) for 2008 
in the range of 6 - 8.5 percent.   
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months of 2009.  Because of this adjustment, Staff’s recommended expense 1 

for union medical and dental benefits is $11,541,226. 2 

For non-union personnel, Staff used PGE’s forecasted amount of 3 

$22,403,058 and applied an 84 employer / 16 employee percent sharing to 4 

receive a projected cost of $18,818,569.  Although PGE used an 85/15 5 

sharing, PGE stated in testimony the industry average is 84/16 rather than 6 

85/15.2  Additionally, independent health care studies show that the 7 

employees’ share of benefits has been increasing as a way to defray the 8 

premium increases to companies.  Studies show that sharing in the range of 9 

80/20 is becoming standard over multiple industries.3  10 

PGE’s UE 197 expenses also included $434,722 in actuarial study and 11 

other contracted health and welfare benefit costs.  Because these costs reflect 12 

actual and recurring expenses, Staff did not make any adjustments to this 13 

expense category. 14 

After totaling the union, non-union, and other costs, an additional 15 

adjustment was performed based on PGE’s non-utility allocation.  PGE’s Cost 16 

Allocation Manual for the Year 2007 (submitted as an attachment to the 2007 17 

Annual Affiliated Interest Report) shows a non-utility allocation of 1.79 percent.  18 

As a result of this non-utility allocation, the medical & dental benefits were 19 

adjusted to remove the non-utility portion of the costs.  The following table 20 

summarizes the adjustments to PGE medical & dental expenses. 21 

                                            
2 PGE Pretrial Brief, UE 197/PGE 800, Barnett – Bell/14. 
3 Kaiser Family Foundation Employer Health Benefits 2007 Survey, Towers Perrin 2008 Health Care 

Cost Survey, and Hewitt Associates Outlook for 2008. 
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Table 1 – Medical & Dental Benefits 1 
PGE’s UE 197 Expense $31,554,803

Staff Recommended Union Benefit $11,541,226
Staff Recommended Non-union Benefit $18,818,569
Staff Recommended Actuarial Study $434,722
 
Sub-total $30,794,517
 
Total (Remove non-utility expense) $30,271,182
 
Total Adjustment $1,283,621
 2 

ISSUE 2, OTHER BENEFIT EXPENSE ADJUSTMENTS 3 
 4 

Q. PLEASE SUMMARIZE THIS ADJUSTMENT. 5 

A. This adjustment focuses on PGE’s Other Benefit expenses.  Staff proposes the 6 

following adjustment: 7 

  Other Benefit Expenses   ($320,067) 8 

This adjustment is shown in Exhibit Staff/302, Ball-Dougherty/3. 9 

Q. PLEASE EXPLAIN YOUR ADJUSTMENTS TO OTHER BENEFIT 10 

EXPENSES. 11 

A. In UE 197, PGE submitted a total cost of $20,950,370 in other benefit 12 

expenses.  Staff recommends a total cost of $20,629,863.  Staff made 13 

numerous adjustments to Other Benefit expenses as explained below. 14 

 Occupational Health - The main source for PGE’s increase over 2007 15 

actuals was a $70,000 increase in wellness incentive programs.  Staff 16 

reviewed the testimony references for the wellness incentive programs 17 

and it appears that all these items were in place during 2007 and will not 18 

be new for 2009.  As a result, Staff escalated the actual 2007 expense by 19 
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the Consumer Price Index for all Urban Consumers (CPI-U)4 to arrive at a 1 

forecasted 2009 amount. 2 

 Ergonomics and Integrated Absence Management (IAM) - The source of 3 

the benefit increase ($41,046) over 2007 actuals was identified as relating 4 

to IAM costs.  According to PGE, the Integrated Absence Management 5 

(IAM) program was launched on October 1, 2007, to provide a more 6 

efficient, centralized, and collaborative approach to absence management 7 

within PGE.  In response to Data Request 102, PGE was unable to 8 

identify cost benefits (reductions) related to this program.  Although PGE 9 

expects that long-term costs will decrease, these prospective costs 10 

efficiencies are currently unknown and not measurable.  As a result, Staff 11 

does not recommend the additional cost for IAM.  The recommended 12 

expense for this category ($34,251) results from escalating the 2007 13 

actual cost for Ergonomics to 2009 using the CPI-U. 14 

 Occupational Fitness - Staff escalated the 2007 actual cost to 2009.  15 

There does not appear to be any new programs or new costs for 2009.  16 

PGE did identify the 2008 and 2009 costs as being related to drug testing 17 

for new hires; however, drug testing for new hires is not new to PGE and 18 

these costs were not removed by PGE from 2007 A&G accounts. 19 

                                            
4 The CPI-U includes expenditures by urban wage earners and clerical workers, professional, 

managerial, and technical workers, the self-employed, short-term workers, the unemployed, retirees 
and others not in the labor force.  CPI is sometimes referred to as "headline inflation." 
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 Recreation Program – Staff recommends disallowance of these employee 1 

led activities because this expense is discretionary and not required to 2 

provide safe and adequate service to customers. 3 

 Health Club Partial Reimbursement - Although PGE has expanded this 4 

program to include activities such as yoga, Pilates, tai chi, etc. that may 5 

increase participation by employees, it is unlikely that participation will 6 

almost double as presented by PGE in response to Data Request 299.  As 7 

a result, Staff allowed for an approximate growth in participation of 8 

20 percent and further increased the expense to 2009 using the CPI-U. 9 

 Commuter Program – Although this expense is discretionary and not 10 

required to provide safe and adequate service to customers, Staff 11 

recommends a 50 percent sharing between customers and shareholders 12 

to support PGE’s participation in commuter fairs, which promote alternate 13 

forms of employee commuter transportation methods.   14 

 Service Awards – According to the Company, PGE honors employees for 15 

their years of service at five-year anniversary intervals.5  Staff 16 

recommends a 50 percent sharing between customers and shareholders 17 

as these service awards should be considered similar to merit-based 18 

bonuses.  Commission policy is to disallow 50 percent of merit-based 19 

bonuses because they equally benefit shareholders and ratepayers. 20 

                                            
5 PGE UE 197/PGE 800. Barnet-Bell/17. 
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 Retiree Association and Retiree Luncheon – Staff recommends 1 

disallowance of this expense because this expense is discretionary and 2 

not required to provide safe and adequate service to customers. 3 

 Executive Financial Planning – Staff recommends disallowance of this 4 

expense because this expense is discretionary and not required to provide 5 

safe and adequate service to customers. 6 

 Other – PGE was not able to identify this expense.  As a result, Staff 7 

recommends disallowance of this unidentifiable expense. 8 

The following table highlights Staff’s other benefit adjustments. 9 

Table 2 – Certain Other Benefit Adjustments 10 
Expense PGE Baseline 

2009 Benefit 
Costs 

Staff 
Adjustments 

Staff’s 2009 
Benefit Costs 

Occupational Health $253,360 ($28,926) $224,434
Ergonomics and IAM $75,297 ($41,046) $34,251
Occupational Fitness $58,620 ($10,644) $47,976
Recreation Program $25,825 ($25,825) $0
Health Club Partial 
Reimbursement $100,000 ($35,000) $65,000
Commuter Program $25,101 ($12,551) $12,550
Service Awards $225,000 ($112,500) $112,500
Retiree Activities $13,200 ($13,200) $0
Executive Financial 
Planning $31,500 ($31,500) $0
Other $9,315 ($9,315) $0
Total $817,218 ($320,507) $496,711

 11 
No adjustments were made to numerous other benefit expenses, such as 12 

Retirement Savings Plan, Short-term Disability Insurance, Long-term Disability 13 

Insurance, Health Reimbursement Accounts, and other miscellaneous benefits.  14 

As a result, PGE’s 2009 baseline costs were reduced from the UE 197 amount 15 
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of $20,950,370 to Staff’s recommended amount of $20,629,863, a $320,507 1 

reduction. 2 

ISSUE 3, INSURANCE EXPENSE ADJUSTMENTS 3 
 4 

Q. PLEASE SUMMARIZE THESE ADJUSTMENTS. 5 

A. These adjustments focus on PGE’s insurance premium expenses and 6 

uninsured losses.  Staff proposes the following adjustments: 7 

  Insurance Premiums  ($2,078,699) 8 

  Uninsured Losses    ($1,798,860) 9 

These adjustments are shown in Exhibit Staff/302, Ball-Dougherty/4 and 5. 10 

Q. PLEASE EXPLAIN YOUR ADJUSTMENTS TO INSURANCE PREMIUMS. 11 

A. In UE 197, PGE submitted a total cost of $8,993,050 in insurance premium 12 

expenses.  Staff recommends a total cost of $6,914,351.  Four adjustments 13 

concerning insurance premiums were performed.  These adjustments are: 14 

1. Staff examined all insurance policies that are in effect.  The calculated 15 
costs of all insurance policies in effect at $7,854,038, which is 16 
$1,139,012 less than PGE’s UE 197 expense of $8,993,050.  The 17 
current policies were not escalated due to the current soft market for 18 
insurance.6 19 

 20 
2. Removed 50 percent of Excess Directors & Officer (D&O) Liability as a 21 

Shareholder Cost since shareholder claims account for approximately 22 
one-half of D&O claims. 23 

 24 
3. Removed $170,000 from total costs due to a contingent “undeclared” 25 

policy holder credit (All-Risk).  This contingent "undeclared" policyholder 26 
credit was identified by PGE in response to Data Request 70.  According 27 
to the Company, PGE is optimistic that this credit will occur. 28 

 29 
                                            
6 MarketScout (a Dallas-based electronic insurance exchange, which underwrites and distributes 

product lines to a 60,000-member agency network has been tracking the U. S. P-C market since 
2001 - http://www.marketscout.com) reports that the current energy property and casualty insurance 
for the energy industry is down 10 percent. 
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4. Removed $50,000 from total costs due to a contingent “undeclared” 1 
policy holder credit (Nuclear).  Per a telephone conversation with PGE 2 
on May 23, 2008, PGE is expecting to receive a policy holder credit of 3 
$50,000 in 2009 for its Nuclear liability insurance. 4 

 5 
Q. PLEASE EXPLAIN THE EXCESS DIRECTORS AND OFFICERS 6 

LIABILITY INSURANCE ADJUSTMENT. 7 

A. Staff removed 50 percent of PGE’s Excess Directors & Officers (D&O) Liability 8 

Insurance.  Excess liability insurance (1) overlays a specific liability insurance 9 

policy that an organization already owns by increasing the per person and per 10 

accident or per occurrence limits of liability in that particular policy; (2) 11 

incorporates all the provisions of the specific underlying policy, such as its 12 

insuring agreements, definitions, exclusions, and limitations (or “follows form” 13 

with the underlying policy); but (3) does not have any effect on any other 14 

liability insurance policies that the insured organization may have.7   15 

Staff removed this amount from PGE’s revenue requirement because: 16 

1. According to Foley & Lardner LLP, "Shareholder-claims are the largest 17 
source of this risk, accounting for 50% of all D&O claims."8  18 

 19 
2. According to Towers Perrin's, regarding D&O liability insurance claims, 20 

"The claimant distribution continues to be heavily dependent on the 21 
ownership structure of survey participants.  For example, 49% of the 22 
claims against public participants were brought by shareholders."9   23 

 24 
Because a large number of claims are brought by shareholders, customers 25 

should not have to pay the full costs of total D&O insurance.  The excess 26 

insurance should be considered a joint shareholder/customer cost.  It is 27 

                                            
7 Increasing Your Liability Protection, Excess vs. umbrella limits, George L. Head, Ph.D., Special 

Advisor, Nonprofit Risk Management Center, Nonprofit Risk Management Center Newsletter, 
http://www.nonprofitrisk.org/library/articles/liability071105.shtml  
8 www.foley.com/files/tbl_s31Publications/FileUpload137/4087/DOLiability.pdf  
9 http://www.insurancejournal.com/news/national/2007/05/03/79327.htm  
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important to note that Staff did not recommend any adjustments to the primary 1 

D&O insurance costs ($539,695).  The 50 percent reduction in excess D&O 2 

liability insurance cost only represents 32.3 percent of total D&O liability 3 

insurance costs.  This was a balanced approach for adjusting costs. 4 

Q. PLEASE EXPLAIN YOUR ADJUSTMENTS TO UNINSURED LOSSES. 5 

A. In UE 197, PGE submitted an adjusted total cost of $4,077,767 in uninsured 6 

losses.  Staff recommends a total cost of $2,278,908.  Staff examined PGE’s 7 

automobile liability, general liability, and workers’ compensation uninsured 8 

losses for the five year period of 2003 through 2007.  For each year of losses, 9 

the 2008 losses were escalated using the CPI-U.  Staff then took the five year 10 

average of the losses, escalated the average to 2009, and subtracted the 11 

amounts from PGE’s UE 197 amount.  As a result, Staff received a $1,187,099 12 

adjustment to PGE’s automotive and general liability uninsured losses and a 13 

$611,760 adjustment to PGE’s workers’ compensation uninsured losses for a 14 

total adjustment of $1,798,860. 15 

ISSUE 4, DIRECTORS FEES AND OFFICER VEHICLE PLAN ADJUSTMENTS 16 
 17 

Q. PLEASE SUMMARIZE THIS ADJUSTMENT. 18 

A. This adjustments focus on PGE’s Directors Fees and Officer Vehicle Plan.  19 

Staff proposes the following adjustments: 20 

  Directors Fees  ($325,100) 21 

  Officer Vehicle Plan  ($103,800) 22 

This adjustment is shown in Exhibit Staff/302, Ball-Dougherty/6 and 7. 23 
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Q. PLEASE EXPLAIN YOUR ADJUSTMENTS TO DIRECTORS FEES. 1 

A. In UE 197, PGE submitted a total cost of $1,213,375 in Directors fees.  Staff 2 

recommends a total cost of $888,275.  Three adjustments concerning Directors 3 

fees were performed.  These adjustments are: 4 

1. Removed the Directors' Retirement Accrual ($15,300) as a Supplemental 5 
Executive Retirement Plan (SERP).  The Commission has not previously 6 
allowed recovery of SERP expenses in utility cases.  (Order 01-787 at 7 
44) 8 

 9 
2. Removed the Directors' Stock Incentive ($270,000) as it is an incentive.  10 

As described in PGE's 10-K, " The Portland General Electric Company 11 
2006 Stock Incentive Plan, as amended and restated (the “Plan”) is 12 
intended to provide incentives which will attract, retain and motivate 13 
highly competent persons as officers, directors and key employees of 14 
Portland General Electric Company (the “Company”) and its subsidiaries 15 
and Affiliates, by providing them with appropriate incentives and rewards 16 
in the form of rights to earn shares of the common stock of the Company 17 
(“Common Stock”) and cash equivalents."10   18 

 19 
Additionally, Section 6. Participants states in part: “Participants will 20 
consist of (i) such officers and key employees of the Company and its 21 
subsidiaries and Affiliates as the Committee in its sole discretion 22 
determines to be significantly responsible for the success and future 23 
growth and profitability of the Company…”11 24 
 25 
The Commission has previously not allowed utilities to charge customers 26 
for bonuses paid to company executives that are based on the financial 27 
performance of the utility or its parent company.  As such, the 28 
Commission policy has been to disallow 100 percent of officer bonuses 29 
because they are based on increased earnings. (Order 99-033 at 62; 30 
Order 97-171 at 74-76) 31 

 32 
3. Removed the Director's Deferred Compensation Interest ($39,800) as a 33 

form of SERP. 34 
 35 

                                            
10 PGE’s SEC Form 10-K, for the Fiscal year ending December 31, 2007, Exhibit 10.23. 
11 Ibid. 
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Q. PLEASE EXPLAIN YOUR ADJUSTMENTS TO THE OFFICER VEHICLE 1 

PLAN. 2 

A. In UE 197, PGE submitted a total cost of $103,800 in other benefit expenses.  3 

Staff recommends a total cost of $0.  The Officer Vehicle Plan expenses 4 

($103,800) were adjusted out because it should be considered a bonus to 5 

executives.  As mentioned above, Commission policy has been to disallow 6 

100 percent of officer bonuses because they are based on increased earnings. 7 

 8 
ISSUE 5, NON-LABOR ADMINISTRATIVE AND GENERAL EXPENSE 9 

ADJUSTMENTS 10 
 11 

Q. PLEASE SUMMARIZE THESE ADJUSTMENTS. 12 

A. These adjustments focus on PGE’s miscellaneous non-labor administrative 13 

and general (A&G) expenses.  Staff proposes the following adjustments: 14 

  Miscellaneous A&G   ($596,036) 15 

These adjustments are shown in Exhibit Staff/302, Ball-Dougherty/8. 16 
 17 

Q. PLEASE EXPLAIN THE ADJUSTMENT FOR MISCELLANEOUS A & G 18 

EXPENSES. 19 

A. Staff made numerous adjustments to PGE’s A&G miscellaneous non-labor 20 

expenses.  These adjustments are standard adjustments typically made by 21 

Staff in a rate case.  The majority of the $596,036 of miscellaneous expense is 22 

associated with the following adjustments: 1) 50 percent of certain meal & 23 

entertainment expenses; 2) 50 percent of office refreshments and catering;       24 

3) 50 percent of gifts such as flowers and awards; 4) 100 percent of civic 25 
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activities recorded in A& G accounts; and 5) 100 percent of legal charges 1 

related to the California Refund lawsuits.   2 

Meals and Entertainment Expenses 3 

Staff removed 50 percent of all meals and entertainment expenses.  4 

Although these expenses are discretionary and not required to provide safe and 5 

adequate service to customers, a 50 percent sharing between customers and 6 

shareholders is recommended.  This is a fair approach that somewhat mirrors 7 

the policy associated with bonuses (50 percent sharing between customers and 8 

shareholders) and the handling of these expenses for income tax purposes.  9 

For income tax purposes, the amount allowable as a federal income tax 10 

deduction for business meal and entertainment is generally limited to                    11 

50 percent of the total expense.  Entertainment generally includes any activity 12 

engaged in for amusement or recreation and must be ordinary and necessarily 13 

incurred in the operation of a business.12  As previously mentioned, these costs 14 

are not core to PGE’s business and are not directly related to the generation, 15 

transmission, and distribution of electricity.  As such, customers should not 16 

have to assume the full burden of these costs and a 50 percent sharing with 17 

shareholders should be accepted by the Commission.   18 

Office Refreshments, Catering, and Gifts 19 
 20 
These costs (including flowers and awards) and office refreshments are 21 

discretionary and are not directly related to the generation, transmission, and 22 

distribution of electricity.  As such, customers should not have to assume the 23 

                                            
12 2006-2007, Car, Travel, Entertainment and Home Office Deductions CPE Course. CCH. 
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full burden of these costs and a 50 percent sharing with shareholders, as 1 

proposed above in meal and entertainment expenses, should be accepted by 2 

the Commission.   3 

Civic and Political Activities 4 

Staff removed 100 percent of civic activities because the Commission has 5 

not allowed regulated utilities to recover contributions to charities, community 6 

affairs, and economic development organizations through rates charged for 7 

regulated services.  These expenses are discretionary and are not required to 8 

provide safe and adequate service to customers.  In addition, Commission 9 

policy does not require customers to support causes in which they do not 10 

believe.13 11 

Certain Legal and Other Charges 12 

Staff removed legal charges related to the California Refund lawsuits.  13 

These lawsuits were specific to the California electricity market crisis in 2001.  14 

These legal expenses ($66,295) are not reflective of ongoing costs and should 15 

not be allowed in rates as a customer cost. 16 

Staff also removed $2,700 in costs for training to be a state-certified energy 17 

auditor and inspector.  Staff recommends this adjustment because customers 18 

pay public purpose funds for these activities and any PGE costs for these types 19 

of activities should be recorded “below the line”. 20 

                                            
13 OPUC Order 87-406 states at pp. 40-41, “Since community affairs expenditures are discretionary, 

the funds could be retained by the business’s owners. . . .Owners of unregulated businesses, rather 
than their customers, make community affairs contributions."  Also see Order 91-186 at 16. 



Docket UE 197 Staff/300 
 Ball-Dougherty/16 

 

Staff also removed $29,500 in customer research.  Since PGE’s residential 1 

customers are captive (service area) customers, any PGE costs for these types 2 

of activities should be recorded “below the line”. 3 

Additionally, Staff removed $49,532 for an environmental services 4 

agreement with the Forestry Service.  These services were procured to help 5 

pay for operational forest fish traps on the lower Clackamas River 6 

(Faraday/North Fork/River Mill), analyzing data, and performing habitat 7 

surveys.  These types of costs would be more appropriately included in 8 

licensing costs. 9 

Staff also removed $24,140 in 2008 annual rent for storage used by PGE’s 10 

underground crews.  The 2008 costs were removed because PGE’s transaction 11 

summaries also included a 2007 cost.  Without further information, this would 12 

result in a doubling of costs. 13 

ISSUE 6, NON-LABOR TRANSMISSION AND DISTRIBUTION OPERATIONS 14 
AND MAINTENANCE EXPENSE ADJUSTMENTS 15 

 16 
Q. PLEASE SUMMARIZE THE OPERATION AND MAINTENANCE EXPENSE 17 

ADJUSTMENTS. 18 

A. Staff proposes the following adjustments: 19 

  Porcelain Insulator Replacement Project     ($287,496) 20 

  Locating Expenses        ($271,135) 21 

  Arc-Flash Mitigation Expenses      ($270,750) 22 

  EMS Development Expenses      ($174,451) 23 

  Tree Trimming Expenses    ($1,346,103) 24 
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  FITNESS         ($900,000) 1 

  Miscellaneous O&M Adjustments      ($163,137) 2 

These adjustments are shown in Exhibit Staff/302, Ball-Dougherty/9-12. 3 

Q. PLEASE EXPLAIN YOUR ADJUSTMENT TO THE PORCELAIN 4 

INSULATOR PROJECT COSTS. 5 

A. In UE 197, PGE submitted a total non-labor cost of $683,763 in porcelain 6 

insulator project costs.  Staff recommends a total cost of $396,267.  According 7 

to the Company’s response to Staff Data Request 180, the Porcelain Insulator 8 

Replacement Program is a targeted maintenance program to replace aging 9 

and failing porcelain insulators.  In its UE 197 application, PGE submitted a 10 

2009 non-labor expense for the insulators of $683,763, which is a significant 11 

increase ($302,132) over 2007 actual costs of $381,631.   12 

According to the Company, failures to porcelain insulators occur randomly 13 

and independent test labs have not been able to establish any predictable 14 

indicators of imminent failure.  Additionally, according to the Company, PGE 15 

began a long-term project in 2005 to replace its porcelain post insulators with 16 

reliable, lightweight polymer insulators.  The program is scheduled to continue 17 

until 2011.14  Because this porcelain insulator replacement program has been 18 

in place for over two years, the 2007 costs would be reflective of ongoing 19 

costs.  As such, Staff proposes to maintain the cost of the porcelain insulator 20 

replacement project and escalate the 2007 costs to 2009 using the CPI-U.    21 

The recommended cost is $396,267 resulting in a $287,496 adjustment. 22 

                                            
14 PGE Pretrial Brief, UE 197/ PGE/600, Hawke/15. 
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 1 
 2 

Q. PLEASE EXPLAIN YOUR ADJUSTMENT TO LOCATING COSTS. 3 

A. In UE 197, PGE submitted an UE 197 increase in locating costs due to higher 4 

contract costs of $688,548.  Staff recommends an increase in locating costs 5 

due to higher contract costs of $417,413.  As PGE explains in its testimony, 6 

PGE outsources most of its locate work and in 2007 used two different 7 

contractors to perform the locates.  According to PGE, the Company after 8 

noting the poor performance of the lower-cost contractor, was required to 9 

renegotiate with the higher cost contractor that the Company previously used.15  10 

In testimony, PGE attributes the increased costs to contractor rising rates and 11 

increased number of locates.16  However, in its response to Data Request 94, 12 

PGE reported that 95 percent of the projected increase over the 2007 actual is 13 

a result of higher contract costs.  As a result, Staff calculated an estimated cost 14 

of locates under the higher cost contract as if it had been in place all of 2007.  15 

Staff did not include an escalation for the contract cost as the current contract 16 

does not expire until May 31, 2009, and it does not appear to contain an 17 

escalation clause.  The recommended cost increase of $417,413 results in a 18 

downward adjustment of $271,135. 19 

Q. PLEASE EXPLAIN YOUR ADJUSTMENT TO ARC-FLASH COSTS. 20 

A. In UE 197, PGE submitted an UE 197 increase in Arc-flash costs of $361,000.  21 

Staff recommends an increase in Arc-flash costs of $90,250.  In its testimony, 22 

PGE states that it is conducting a study in 2008 to determine the most effective 23 
                                            
15 PGE Pretrial Brief, UE 197/PGE/600, Hawke/13. 
16 PGE Pretrial Brief, UE 197/PGE/600, Hawke/13 and 14. 
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method to mitigate Arc-flash.  PGE further states that most of the Arc-flash 1 

expenditures will go to purchasing protective clothing for its employees.17  In 2 

response to Data Request 99, PGE estimated that the useful life of this clothing 3 

was between 3 and 5 years.  As a result, Staff set the useful life at 4 years, the 4 

middle of this estimate and calculated the annual expense over the clothing’s 5 

useful life, which equaled an annual expense of $90,250.  The calculated 6 

annual expense results in a $270,750 adjustment to PGE’s UE 197 costs. 7 

Q. PLEASE EXPLAIN YOUR ADJUSTMENT TO EMS DEVELOPMENT 8 

COSTS. 9 

A. In UE 197, PGE submitted a total non-labor O&M cost of $174,451 in EMS 10 

Development costs.  Staff recommends a total cost of $0.  In its testimony, 11 

PGE stated that the Company’s new Energy Management System (EMS) is 12 

scheduled to be operational and replaces the existing legacy system that is 13 

over 12 years old.18  After a review of the system’s costs, Staff removed non-14 

capital O&M costs ($174,451 – PGE response to Data Request 288) incurred 15 

during the development of EMS.  These costs were one time costs that should 16 

not reoccur in 2009. 17 

Q. PLEASE EXPLAIN YOUR ADJUSTMENT TO TREE TRIMMING COSTS. 18 

A. In UE 197, PGE submitted a total non-labor cost of $12,301,905 in tree 19 

trimming costs.  Staff recommends a total cost of $10,955,802.  Staff examined 20 

this expense using two different methods.  In the first method, Staff reduced 21 

the forecasted tree trimming expense as the 2006 and 2007 actual expenses 22 
                                            
17 PGE Pretrial Brief, UE 197/PGE/600, Hawke/17. 
18 PGE Pretrial Brief, UE 197/PGE/600, Hawke/5. 
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include additional work which is not likely to reoccur in 2009.  As a result, Staff 1 

set tree trimming expenses at the forecasted 2008 amount identified in 2 

UE 18819 and allowed one year of escalation at 8 percent.  An 8 percent 3 

escalation was used because PGE's budgeted tree trimming expense has 4 

increased an average of 7.97 percent per year for the time period of 2003 to 5 

2007.   6 

However, due to additional information provided by PGE in Data Request 7 

382, Staff adjusted the 2009 forecast upwards to $10,955,802.  Because the 8 

adjusted 2009 forecasted amount was 11.45 percent greater than the 2009 9 

forecasted amount (based on UE 188), an additional escalation was not 10 

performed.  As a result, Staff’s adjustment to PGE’s tree trimming costs is 11 

$1,346,103. 12 

Q. PLEASE EXPLAIN YOUR ADJUSTMENT TO FITNES O&M COSTS. 13 

A. Staff removed PGE’s $900,000 increase to the FITNES program, which was 14 

explained by PGE as resulting from the early completion of the second 10-year 15 

cycle in 2007.20  The FITNES program consists of both overhead O&M, which 16 

is on a 10-year cycle, and underground O&M, which is on a 4-year cycle.  After 17 

examining various responses to data requests, it appeared that the 2007 18 

overhead FITNES costs were relatively consistent with 2005 and 2006 19 

expenses.  The actual lower total program costs for 2007 were a result of the 20 

underground FITNES program, which experienced a cost reduction of 21 

                                            
19 PGE UE 188/PGE/200, Tooman-Tinker-Schue/24 addresses the major drivers of the O&M 

decrease from 2006 to 2008 and states: “A $1.8 million reduction in tree trimming costs.  PGE 
engaged in additional work regarding trees that we do not expect to occur.” 

20 PGE Pretrial Brief, UE 197/PGE/600, Hawke/12. 
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$1,007,438 from 2006 to 2007 (PGE response to Data Request 93).  1 

Additionally as a check to the recommended adjustment, Staff examined the 2 

budgeted and actual expenses for the past five years (2003 – 2007).  During 3 

this time period, PGE actual expenses were lower than PGE’s budgeted 4 

expenses (PGE response to Data Request 306).   5 

Q. PLEASE EXPLAIN THE ADJUSTMENT FOR MISCELLANEOUS O & M 6 

EXPENSES. 7 

A. Staff made similar adjustments to meals and entertainment, gifts, catering, and 8 

civic activities as explained in the Miscellaneous A&G adjustments.  In addition, 9 

a $51,356 payment for a contract Forester (Washington Forestry Consultants, 10 

Inc.), which is a component of PGE's tree trimming costs was adjusted out.  11 

PGE has added a full-time equivalent (FTE) for this function, but has not 12 

provided any documentation of removal of this cost from its budget. 13 

ISSUE 7, PGE’S DISTRIBUTION SERVICES 14 
 15 

Q. PLEASE EXPLAIN PGE’S PROPOSED CHANGES TO ITS DISTRIBUTION 16 

SERVICES. 17 

A. PGE proposes to move this program from a non-utility “below-the-line” activity 18 

to a utility “above-the-line service.”21 19 

Q. DO YOU AGREE WITH PGE’S PROPOSAL? 20 

A. No. 21 

                                            
21 PGE Pretrial Brief UE 197/PGE 600, Hawke/17-19. 
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Q. PLEASE EXPLAIN. 1 

A. The function that PGE wants to shift “above-the-line” is described in PGE’s 2 

Schedule 715, Electrical Equipment Services.  Schedule 715 is categorized 3 

under PGE’s Non-utility Services.  According to the tariff: 4 

The Company provides engineering, electrical design and 5 
construction, equipment maintenance and repair, 6 
preventative diagnostic and prevention maintenance, 7 
electrical oil containment and compliance with the 8 
Environmental Protection Agency’s Spill Prevention Control 9 
and Countermeasure Oil Program (SPCC), equipment 10 
leasing, Energy recovery and revenue protection and 11 
electrical equipment refurbishing and disposal services. 12 
 13 

Being categorized as a non-utility service makes perfect sense because this 14 

service meets the definition of a competitive operation pursuant to  15 

OAR 860-038-0005(8)(b), Definitions for Direct Access, which states: 16 

(8) "Competitive operations" means any electric company's 17 
activities involving the sale or marketing of electricity 18 
services or directly related products in an Oregon retail 19 
market. Competitive operations include, but are not limited 20 
to, the following:  21 

(a) Energy efficiency audits and programs;  22 

(b) Sales, installation, management, and maintenance of 23 
electrical equipment that is used to provide generation, 24 
transmission, and distribution related services or enhances 25 
the reliability of such services; and  26 

(c) Energy management services, including those services 27 
related to electricity metering and billing.  28 

 29 
In fact, Schedule 715 specifically states: 30 

Electrical Equipment Services will be provided in accordance 31 
with the Code of Conduct as set forth in OAR 860-038-0500 32 
through 806-038-0640. 33 
 34 
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Because this service was specifically addressed in OAR 860-038-1 

0005(8)(b), PGE customers should not have to subsidize electrical services 2 

provided for or to facilities owned by PGE customers.  Associated actual costs 3 

for this program need to be paid by the customer receiving the Schedule 715 4 

service, and not PGE customers as a whole.  According to Schedule 715:  5 

All fully distributed costs and revenues associated with the 6 
provision of Electrical Equipment Services will be charged or 7 
credited to non-utility accounts. 8 
 9 

As a result, the costs charged by PGE must include both direct and indirect 10 

costs including liability insurance, engineering, corporate overhead, etc. 11 

Additionally, PGE customers as a whole need to be held harmless from 12 

PGE liabilities in performing construction, operation and maintenance work on 13 

customer wiring systems.  As a result, this service needs to continue as a      14 

non-utility, “below-the-line” service. 15 

ISSUE 8, PROPERTY TAX ADJUSTMENTS 16 
 17 

Q. PLEASE SUMMARIZE THE PROPERTY TAX ADJUSTMENT. 18 

A. This adjustment focuses on PGE’s property tax expenses.  Staff proposes the 19 

following adjustment: 20 

  Property Tax Expenses  ($4,243,307) 21 
 22 

This adjustment is shown in Exhibit Staff/302, Ball-Dougherty/13. 23 

Q. PLEASE DESCRIBE YOUR PROPOSED PROPERTY TAX ADJUSTMENT. 24 

A. IN UE 197, PGE proposes to increase property tax expense from a 2007 25 

forecast of $34.7 million in UE 180 to $37.0 million for the 2009 test period in 26 

UE 197.  The Company states that the request is based primarily on two 27 
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factors: a) 2009 property tax expense related to Biglow I of $2.0 million due to 1 

the addition of this facility since UE 180, and b) increased rate base (in addition 2 

to Biglow I) increases PGE’s property tax base in 2009 relative to the 2007 test 3 

year in UE 180.22 4 

Q. WHAT DID STAFF FIND IN ITS REVIEW OF THIS ISSUE? 5 

A. Staff compared the UE 180 forecast of $34.7 million to the actual 2007 property 6 

tax expense.  In 2007, PGE’s property tax expense increased by approximately 7 

$2.4 million due to a delay in Port Westward.  This one-time increase will not 8 

reoccur due to the property tax exemption granted by the Oregon Department 9 

of Economics and Sherman County.  In addition, PGE estimates that 2009 test 10 

period expenses for property taxes will increase due to the implementation of 11 

Biglow Canyon.  To determine the a 2007 base year, Staff took the actual 2007 12 

property tax amount, removed the $2.4 million related to Port Westward (non-13 

reoccurring) and added the increased  14 

$2.0 million related to Biglow Canyon.  Staff then applied CPI of 1.022 and 15 

1.016 for 2008 and 2009, respectively, to determine the forecast for 2009.   16 

Staff compared its forecast of the 2009 test period to the $36.9 million 17 

requested by PGE in its UE 197 application to determine an adjustment of  18 

$4.2 million. 19 

                                            
22 PGE Pretrial Brief, UE 197/PGE/200, Tooman-Tinker/20. 
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Q. WHY DOES STAFF BELIEVE ITS PROPOSED ADJUSTMENT IS 1 

REASONABLE? 2 

A. Staff believes this adjustment is reasonable because it aligns PGE’s actual 3 

property tax expense to its budgeted expenses.  In response to Staff’s Data 4 

Request 76, PGE states that it regularly participates in a negotiated process 5 

with the Oregon Department of Revenue when the Department of Revenue 6 

determines PGE’s assessed value.  In addition, PGE’s most recent addition of 7 

generating assets were built in enterprise zones which grant PGE property tax 8 

exemptions for a period of approximately five years.23   9 

Q. IF PGE’S REAL-MARKET VALUE OF PROPERTY INCREASES DOESN’T 10 

ITS PROPERTY TAX INCREASE AS WELL? 11 

A. Not necessarily.   According to the Oregon Department of Revenue: 12 
 13 

“The Oregon Constitution limits the rate of growth of 14 
property value subject to taxation. The limit is based on a 15 
property's maximum assessed value (MAV). The MAV 16 
was established for all property in existence in 1997-98 17 
by a formula described in the constitutional amendment, 18 
Measure 50. MAV for new property is computed using a 19 
different formula also contained in the constitution.  20 
MAV is allowed to increase each year by no more than 3 21 
percent. There are exceptions to this limit, however. The 22 
addition of a new structure, major improvement of an 23 
existing structure, and subdivision or partition of the 24 
property are examples of exceptions that would increase 25 
MAV by more than 3 percent.  26 
 27 
Each year the MAV and real market value for each 28 
property are figured. The property is then taxed on the 29 
lesser value, which is called the taxable assessed value.”  30 
(See http://www.oregon.gov/DOR/PTD/property.shtml ) 31 

 32 

                                            
23 In UE 188/PGE/200, Tooman-Tinker-Schue/7, PGE refers to this as a property tax “holiday.” 
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Q. IF PGE’S RATE BASE INCREASES DOESN’T ITS PROPERTY TAX 1 

INCREASE AS WELL? 2 

A. Not necessarily.  The Oregon Department of Revenue assess the value of all 3 

real and personal property for an industrial or utility property; however, the 4 

value of intangible property is not included in the assessed value.  Therefore, 5 

large hydro projects properly classified as costs attributed to relicensing would 6 

not be considered as tangible real property and would not likely increase the 7 

value of real property.  Additionally, Staff does not support increasing PGE’s 8 

property tax expense based on increased rate base because those assets are 9 

not yet determined to be used and useful.  Staff believes the property tax 10 

expense for the 2009 test period should reasonable reflect the final rate base 11 

amount determined in the UE 197 rate proceeding and not an estimate of 12 

future rate base additions. 13 

Q. WHAT DOES STAFF RECOMMEND? 14 

A. Staff believes the Commission should adjust PGE’s 2009 test period property 15 

tax expense to reflect Staff’s forecast of approximately $32.6 million for the 16 

2009 test period. 17 

Q. WHAT IS THE REVENUE REQUIREMENT IMPACT OF STAFF’S 18 

PROPOSED ADJUSTMENT? 19 

A. The revenue requirement impact is a reduction to revenue requirement of 20 

approximately $4.4 million 21 

Q. DOES THIS CONCLUDE YOUR DIRECT TESTIMONY? 22 

A. Yes. 23 
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Q. PLEASE STATE YOUR NAME, OCCUPATION, AND BUSINESS 1 

ADDRESS. 2 

A. My name is Ed Durrenberger.  I am a Senior Analyst in the Electric & Natural 3 

Gas Division of the Oregon Public Utility Commission.  My business address is 4 

550 Capitol Street NE Suite 215, Salem, Oregon 97301-2551.  5 

Q. PLEASE DESCRIBE YOUR EDUCATIONAL BACKGROUND AND WORK 6 

EXPERIENCE. 7 

A. My Witness Qualification Statement is found in Exhibit Staff/401. 8 

Q. WHAT IS THE PURPOSE OF YOUR TESTIMONY? 9 

A. I have proposed some adjustments to the expenses that PGE has included in 10 

its General Rate Case, Docket UE 197, and I will explain those adjustments 11 

and why certain PGE-proposed expenses should not be included in the 12 

company’s revenue requirement.  13 

Q. DID YOU PREPARE AN EXHIBIT FOR THIS DOCKET? 14 

A. Yes. I prepared Exhibit Staff/402, consisting of 1 page. 15 

Q. HOW IS YOUR TESTIMONY ORGANIZED? 16 

A. My testimony concerns three adjustments.  Each of these adjustments is based 17 

on issues brought up by PGE in their direct testimony filed in the general rate 18 

case.  Each has multiple parts pertaining to an expense that PGE included in 19 

an operations expense category.  They are the following: 20 

Issue 1, Transmission and Distribution maintenance cost adjustment.  21 
 22 
Issue 2,  Fixed Plant Maintenance cost adjustment. 23 

 24 
Issue 3,  General Production Operating and Maintenance adjustment. 25 
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TRANSMISSION AND DISTRIBUTION 1 
MAINTENANCE COST ADJUSTMENT 2 

 3 
Q. PLEASE EXPLAIN THIS ISSUE. 4 

A. The company’s Transmission and Distribution Operating and Maintenance 5 

(O&M) costs include increases in expenses for two Transmission related 6 

projects that I recommend the Commission adjust downward. 7 

Q. PLEASE DISCUSS THE FIRST PROJECT. 8 

A. The first item is described in the testimony is an increase in expenses of 9 

$300,000 for Regional Planning and Professional Services (See PGE/ 600, 10 

Hawke/ 6).  Of this total expense, PGE has forecasted that approximately 11 

$200,000 would be for participation in a regional transmission planning group 12 

and the other $100,000 would be for professional services for coordinating the 13 

company’s regional planning effort.  Initially I had thought to disallow this 14 

increase entirely as unnecessary; PGE’s approved budget includes funds for 15 

participation in a transmission organization.  However PGE has subsequently 16 

announced its participation in the “Northern Tier Transmission Group,” a 17 

regional transmission planning organization and successor to the now defunct 18 

Grid West RTO.  With annual membership fees for 2009 forecast to be 19 

$250,000, PGE’s proposed incremental cost of $300,000 does not appear to 20 

be appropriate.  I propose an adjustment of $50,000 to the company filing in 21 

this category from an increase of $300,000 to $250,000.  22 
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Q. WHAT IS THE OTHER TRANSMISSION O&M PROJECT COST INCREASE 1 

YOU PROPOSE TO ADJUST? 2 

A. The company has proposed an increase to O&M costs to develop 3 

Unscheduled Flow Mitigation (UFM) Plans (See PGE/ 600, Hawke/ 7).  UFM 4 

plans are intended to reduce the possibility of transmission overloads due to 5 

unscheduled line flow on Qualified Paths and are required by Transmission 6 

Path operators in accordance with the “WECC Unscheduled Flow Procedure of 7 

Curtailment Actions”. 8 

Q. WHY DO YOU PROPOSE AN ADJUSTMENT IF THIS IS REQUIRED? 9 

A.  This requirement has existed for some time: a search of the WECC web site 10 

indicates UFM plans have been required for over five years, through at least 11 

two PGE general rate cases.  PGE has not shown that creating UFM plans and 12 

keeping them current is an incremental cost increase to Transmission O&M. 13 

Q. WHAT DO YOU PROPOSE? 14 

A. I propose this cost increase of $100,000 be rejected entirely. 15 

Q. DO YOU PROPOSE ANY OTHER TRANSMISSION O&M COST 16 

ADJUSTMENTS? 17 

A.  No, I do not.  In summary, I propose that the Transmission and Distribution 18 

O&M cost increase requested by the company for the 2009 test year be 19 

reduced by $150,000.  20 
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 1 

FIXED PLANT MAINTENANCE COST ADJUSTMENT 2 
 3 

Q. WHAT ARE YOU PROPOSING FOR FIXED PLANT MAINTENANCE? 4 

A. The company’s testimony at PGE/ 400, Quennoz-Lobdell/ 9 and 10 discusses a 5 

number of plant–related O&M increases.  Among the items discussed are some 6 

one time maintenance costs for the Beaver, Colstrip and Boardman thermal 7 

plants that represent nonrecurring expenses. 8 

Q. WHAT DO YOU MEAN BY NONRECURRING EXPENSES AND WHY DOES 9 

THAT MATTER? 10 

A. Nonrecurring expenses are unusual expense variations due to some 11 

extraordinary or nonrecurring event in a test period that materially distorts a 12 

utility’s financial position.  Since the rates set in a general rate case last in 13 

perpetuity or at least until the next general rate case, it is important that the 14 

revenue requirement analysis establish a financial test period that reflects 15 

reasonably normal operation and expenses to insure that the utility actually 16 

needs a rate adjustment.  Nonrecurring expenses distort the test period 17 

revenue requirement and result in incorrect rate setting.   18 

Q. HOW ARE NONRECURRING EXPENSES TREATED IN A RATE CASE? 19 

A. Nonrecurring expenses in a rate case are adjusted in one of two ways: they are 20 

either normalized or amortized.  21 

Q. PLEASE EXPLAIN. 22 

A. Normalization adjustments simply remove or disallow the nonrecurring expense 23 

thereby establishing a “normal” level of operating (or maintenance) costs for 24 
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rate making in the test period.  An amortization adjustment allows the expense 1 

but spreads it over a number of years so that the test period only includes a 2 

portion of the expense.   3 

Q. WHY DO YOU CHARACTERIZE THESE COSTS AS ONE-TIME OR 4 

NONRECURRING? 5 

Q. In the case of  the Beaver maintenance expenses, the testimony states that 6 

costs increased by $2.2 million in 2008 because of extended planned 7 

maintenance at Beaver and to repair the roof over some auxiliary equipment, 8 

and that the costs for the 2009 test year are expected to be similarly higher 9 

than normal.  In other words, the costs are characterized as above normal and 10 

non-routine.  Furthermore, in a response to a data request about plant 11 

maintenance cost data going back five years (See Exhibit Staff/ 502/ 12 

Durrenberger/ 1) the overall maintenance costs for Beaver units 1 through 7 are 13 

projected to be higher, on an annual basis, by approximately 45% for 2008 and 14 

2009.  In the case of the Colstrip excess maintenance costs, the Colstrip 4 unit 15 

is planned for a longer than normal outage in the test year.  The main job is a 16 

one time installation of low NOx burners and the cost increase over the 17 

previous year is $3.2 million, which is approximately 40% higher than historic 18 

maintenance costs.  For Boardman, the planned outage in the test year is also 19 

longer than normal because of a stator rewind.  This is a non-routine task which 20 

has never been performed at this plant before.  Testimony states that this one 21 

time maintenance cost increase is expected to be $3 million.  This is 22% 22 

higher than historic maintenance costs.  In addition, a portion of the Boardman 23 
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stator rewind has been identified as a capital project in PGE testimony (See 1 

PGE/ 400/ Quennoz- Lobdell/ 20 and 21).  All one time expenses associated 2 

with a capital project should be part of the overall capital project budget 3 

including nonrecurring maintenance expenses. 4 

Q. WHAT RATEMAKING TREATMENT DO YOU PROPOSE FOR THESE 5 

MAINTENANCE COSTS? 6 

A. I propose that the fixed plant maintenance costs be normalized and that the 7 

nonrecurring expenses for Beaver, Colstrip and Boardman be disallowed 8 

because they distort the test period revenue requirement and result in incorrect 9 

rate setting.   10 

Q. IF THE COMPANY IS NOT ALLOWED TO INCLUDE THE ONE TIME COSTS 11 

FOR THESE NONRECURRING EXPENSES IN THE O&M COSTS USED FOR 12 

RATEMAKING HOW CAN THE COSTS BE RECOVERED? 13 

A. PGE has a great deal of discretion over how and what it chooses to spend its 14 

maintenance budget on.   This means they can choose to take on nonrecurring 15 

expenses that may be over the budget in one year but that could result in lower 16 

than budgeted costs in subsequent years.  Alternately, the Commission may 17 

choose to allow an amortizing adjustment where by the nonrecurring excess 18 

cost is spread over a number of years so that the test period included only a 19 

portion of the expense.  Perhaps a suitable amortization period could be the 20 

depreciable lifetime of the asset to which it applies.  For Boardman, since the 21 

company is planning to capitalize some of the stator rewind costs, I recommend 22 

that all expenses associated with the rewind be included in the capital budget 23 
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for this project.  That way once the project is complete and the costs have been 1 

added to rate base, the company could recover the nonrecurring costs through 2 

a return on rate base.  The important thing is for rates to be based on as normal 3 

of conditions as possible and that one time, excess expenses not included in 4 

base rates.  5 

Q. PLEASE SUMMARIZE YOUR ADJUSTMENT TO FIXED PLANT O&M. 6 

A. In summary, I am proposing an adjustment to PGE’s filed Fixed Plant O&M 7 

costs to disallow one time excess maintenance costs increases of $2.2 million 8 

for Beaver, $3.2 million for Colstrip and $3.0 million for Boardman. 9 

 10 

GENERAL PRODUCTION O&M ADJUSTMENT 11 
 12 

Q. WHAT ARE THE ISSUES WITH THE GENERAL PLANT O&M 13 

ADJUSTMENT? 14 

A. This adjustment addresses three cost items described in testimony at PGE/ 400 15 

Quennoz-Lobdell/ 5.  One is an increase of $300,000 to be used to hire 16 

consultants to develop NERC/WECC compliance procedures.   The second is 17 

an increase in expenses of $100,000 to fund a Reliability Centered 18 

Maintenance (RCM) group.  The third is $100,000 for “miscellaneous software 19 

purchases and upgrades.”   20 

Q. WHAT IS YOUR POSITION ON THESE ITEMS? 21 

A. I recommend that the Commission reject these increases.  Based on PGE’s 22 

description of these three additions, these appear to be either one time costs 23 
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such as the unspecified software purchases, a reassignment of expenses such 1 

as the RCM program, which uses existing employees whose costs are already 2 

in rates, or speculative as in the case of the WECC/NERC compliance 3 

procedure development expense for safety and reliability rules that are 4 

anticipated.  5 

Q. WHAT IS THE TOTAL OF YOUR PROPOSED GENERAL PRODUCTION 6 

O&M ADJUSTMENTS? 7 

A. I propose to reduce the company’s test year General Production O&M by 8 

$500,000.   9 

Q. DO YOU HAVE ANY OTHER ADJUSTMENTS TO DISCUSS? 10 

A. No, that is all.  11 

Q. DOES THIS CONCLUDE YOUR DIRECT TESTIMONY? 12 

A. Yes. 13 
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WITNESS QUALIFICATION STATEMENT 

 
NAME:   Ed Durrenberger 

 
EMPLOYER:   Public Utility Commission of Oregon 
 
TITLE:   Senior Utility Analyst, Electric and Natural Gas Division 
 
ADDRESS:   550 Capitol St. NE, Ste. 215, Salem, Oregon  97301 
 
EDUCATION:  B.S. Mechanical Engineering 
    Oregon State University, Corvallis, Oregon 
 
EXPERIENCE: I have been employed at the Oregon Public Utility 

Commission of since February of 2004.  My current 
responsibilities include staff research, analysis and 
technical support on a wide range of electric and natural 
gas cost recovery issues with an emphasis on electricity 
and fuel costs.   

 
OTHER EXPERIENCE:   I worked for over twenty years in industrial boiler plant 

engineering, maintenance and operations.  I this capacity 
I managed plant operations, fuel supplies and utilities, 
environmental compliance issues and all aspects of 
boiler machinery design, installation and repair.   
I have also worked as a production manager and 
machine shop manager for an ISO certified high tech 
equipment manufacturer servicing the silicon wafer 
fabrication and biomedical business sectors.    
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Q. PLEASE STATE YOUR NAME, OCCUPATION, AND BUSINESS 1 

ADDRESS. 2 

A. My name is George R. Compton.  I am a Senior Economist, employed half time 3 

by the Economic Research & Financial Analysis Division (ERFA) of the Oregon 4 

Public Utility Commission (OPUC).  My business address is 550 Capitol Street 5 

NE Suite 215, Salem, Oregon 97301-2551. 6 

Q. PLEASE DESCRIBE YOUR EDUCATIONAL BACKGROUND AND WORK 7 

EXPERIENCE. 8 

A. My Witness Qualification Statement is found in Exhibit Staff/501. 9 

Q. WHAT IS THE PURPOSE OF YOUR TESTIMONY? 10 

A. The principal focus of my testimony is to propose rate design reforms for the 11 

major customer schedules so that these rates respond to the higher summer 12 

period electricity costs that are being experienced by PGE (or Company) by 13 

virtue of its interconnection with California and the desert southwest region of 14 

the United States.  I also address briefly the following topics:  1) Compliance 15 

with the smart meter standard of the federal Energy Policy Act of 2005; 2) load 16 

forecasts and elasticity effects; 3) the PGE proposal to adjust Schedule 125 17 

(Annual Power Cost Update) magnitudes to reflect changes in fixed generation 18 

cost recovery due to departing or returning customers in Schedules 483 and 19 

489 (Direct Access); 4) the PGE proposal to distribute the Schedule 125 impact 20 

to customers on the basis of a uniform percentage of the classes’ pro-forma 21 

projected generation revenues rather than on a uniform cents per kWh basis; 22 

5) Staff’s qualified acceptance of PGE’s cost-of-service-based spread of the 23 
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revenue requirement increase among the rate schedules;  and 6) some general 1 

comments regarding PGE’s rate design and tariff proposals. 2 

Q. LET’S FIRST DISCUSS YOUR BRIEFLY-ADDRESSED TOPICS, AND IN 

THE SEQUENCE THAT THEY WERE MENTIONED.  WHAT IS THE THRUST 

OF THE SMART METERING STANDARD OF THE ENERGY POLICY ACT 

OF 2005, AND WHAT IS THE STATUS OF PGE’S COMPLIANCE WITH IT? 

A. The pertinent section of the Act requires that by August 8, 2008, or in the first 3 

rate proceeding following, the Commission determine whether to adopt the 4 

following standard: “each utility shall offer each of its customer classes, and 5 

provide individual customers upon customer request, a time-based rate 6 

schedule under which the rate charged by the electric utility varies during 7 

different time periods and reflects the variance, if any, in the utility’s costs of 8 

generating and purchasing electricity at the wholesale level.  The time-based 9 

rate schedule shall enable the electric consumer to manage energy use and 10 

cost through advanced metering and communications technology….”  The 11 

statute lists three types of time-based rates for consideration – time of use 12 

pricing, critical peak pricing and real-time pricing – as well as credits for peak 13 

load reduction. 14 

Reiterating, the objective is to promote greater efficiency by, and equity 15 

among, customers of electric utilities through the use of price signals which 16 

better capture how electricity costs change as a function of time.  Achieving 17 

that objective entails a rate design element and, typically, a technology 18 

element.  Historically, the technology component was satisfied with time-of-day 19 
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(TOD) meters.  In the past, the cost of those meters has been such that 1 

mandatory TOD rates have only as a rule been implemented for a utility’s 2 

largest customers (e.g., Schedule 89).  Regardless, as a result of the electric 3 

industry restructuring law, most major rate classes of PGE, including residential 4 

customers, have the option of subscribing to time-varying pricing.  Residential 5 

and small business customers can choose conventional TOD rates, which 6 

specify fixed on-peak and off-peak prices.  PGE’s Large Non-Residential 7 

Standard Service Schedule 83 allows customers to choose pricing based on 8 

the Dow Jones Mid-Columbia daily on- and off-peak electricity firm price index.  9 

A monthly price option also is available. In addition, PGE offers a real-time 10 

pricing option for its largest customers through Schedule 87. 11 

Q. DO YOU RECOMMEND THAT THE COMMISSION ADOPT THE SMART 12 

METERING STANDARD OF THE ENERGY POLICY ACT OF 2005 FOR 13 

PGE? 14 

A. No.  As noted above, PGE is generally effectuating the policies underlying the 15 

standard on a voluntary basis.  Furthermore, the Commission approved PGE’s 16 

plan to install advanced metering infrastructure, including “smart meters” for 17 

virtually all of its customers and two-way communication with the meters.  18 

Under the plan, the Company will file in early 2009 an experimental critical 19 

peak pricing tariff for the Commission’s consideration.  See Order No. 08-245. 20 

PGE recently began systems-acceptance testing of a limited number of meters 21 

and plans to complete installation before year-end 2010.  As these meters are 22 

installed, the Commission will have the flexibility to decide how fast and to what 23 
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degree to implement, with the various rate classes, additional time-varying 1 

pricing options.   Accordingly, staff does not recommend that the Commission 2 

implement the federal standard for all PGE customers at this time. 3 

Q. PERHAPS THE MOST REMARKABLE ELEMENT OF PGE’S LOAD 4 

FORECAST IS ITS PROJECTION OF ZERO GROWTH IN TOTAL 5 

RESIDENTIAL KWH CONSUMPTION IN 2009 DESPITE AN INCREASE 6 

OF ABOUT 1% IN THE RESIDENTIAL CUSTOMER COUNT.  DOES 7 

STAFF ACCEPT THAT PROJECTION? 8 

A. Yes, with some elaboration.  The projection employs a price elasticity figure of 9 

minus 0.08 (implying a demand reduction of 0.8% in the presence of a 10% 10 

price increase) in the context of a PGE-projected price increase of 8.5%.  11 

Combining Staff’s recommended increase in PGE’s general rates with the 12 

stipulated-to net-variable-power-cost (NVPC) increase yields a figure very 13 

close to 8.5%.  Ordinarily, we would adjust the Company’s suggested price 14 

elasticity effect downward for inflation, making the overall effect smaller.  But 15 

the current and projected inflation is different from the historical pattern where 16 

wages followed (or led) consumer goods’ prices.  The current inflation is more 17 

limited to food and fuel, creating the effect of declining real income.  Insofar as 18 

the income elasticity effect can be construed as roughly canceling the general 19 

inflation effect, applying the Company’s price elasticity figure to the nominal 20 

(i.e., not inflation-adjusted) electricity price increase is acceptable.  21 

Accordingly, Staff accepts the Company’s load projections -- under the 22 
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assumption that the final case outcome does not depart substantially from the 1 

Staff revenue requirement recommendation. 2 

Q. SCHEDULE 125 WAS PUT INTO PLACE TO ALLOW THE COMPANY TO 3 

KEEP ITS ENERGY CHARGES IN ALIGNMENT WITH PROJECTED NET 4 

VARIABLE POWER COSTS.  PGE IS NOW ASKING THAT THE 5 

SCHEDULE ALSO INCORPORATE AN OFFSET (OR AUGMENTATION) 6 

SUCH THAT, OUTSIDE THE BOUNDS OF A GENERAL RATE CASE, THE 7 

COMPANY WOULD BE SHIELDED FROM UNDER-COLLECTING FIXED 8 

GENERATION REVENUES WHEN DIRECT ACCESS CUSTOMERS 9 

DEPART FROM COST-OF-SERVICE STATUS AND PREVENTED FROM 10 

OVER-COLLECTING FIXED GENERATION REVENUES WHEN DIRECT 11 

ACCESS CUSTOMERS RETURN.  WHAT IS STAFF’S RESPONSE TO 12 

PGE’S REQUEST? 13 

A. Staff does not support this proposal.  A key principle that guided staff in 14 

reviewing direct access concepts is that actions by direct access customer, 15 

either departing PGE or returning to PGE, should not affect non-direct access 16 

customers – at least not outside of a general rate case, where various 17 

offsetting considerations will be brought to bear.  PGE’s proposal is 18 

inconsistent with this principle.   19 

Q. MOVING ON, USUALLY A UNIFORM CENTS PER KWH ADJUSTMENT IS 20 

USED TO REVISE RATES PURSUANT TO SCHEDULE 125.  FOR THIS 21 

RATE CASE, PGE IS PROPOSING TO ALLOCATE THE SCHEDULE 125 22 

TOTAL AMONG THE CLASSES AS A UNIFORM PERCENTAGE OF THE 23 



Docket UE 197 Staff/500 
 Compton/6 

DIRECTTESTIMONYSLL.703.DOC 

CLASSES’ PROJECTED GENERATION REVENUES.  DO YOU SUPPORT 1 

PGE’S PROPOSAL? 2 

A. Yes.  PGE’s proposal is consistent with having rates based on cost and 3 

reflecting cost causation.  When net variable power costs go up or down by a 4 

given percentage, the overall marginal-cost based effect on customer classes’ 5 

costs would seem to be more readily captured by making a common 6 

percentage adjustment than by a simple uniform cents-per-kWh adjustment.  7 

The latter would not reflect the underlying time differentiation of generation 8 

costs. 9 

Q. PGE’S APPLICATION CALLS FOR SPREADING THE RATE INCREASES 10 

AMONG THE CUSTOMER SCHEDULES ACCORDING TO THE 11 

OUTCOME OF ITS COST-OF-SERVICE ALLOCATIONS – SUBJECT TO 12 

AN EXCEPTION BEING MADE FOR LIMITING INCREASES TO NO 13 

GREATER THAN TWICE THE OVERALL AVERAGE.  IS PGE’S 14 

APPROACH REASONABLE? 15 

A. Yes.  But bear in mind that those allocations will have to be reconstituted in 16 

order to reflect the accounting adjustments that will ultimately be made to the 17 

overall revenue requirement.  Notably, the various stipulated to or ruled upon 18 

cost reductions will differentially affect the different customer schedules.  A 19 

next order of business will be for the Company to be asked to re-do its cost-of-20 

service-based rates spread to reflect the accounting adjustments already 21 

agreed to by PGE plus the additional OPUC Staff’s recommended 22 

adjustments, and the revenue requirement associated therewith. 23 
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Q. DO YOU HAVE A GENERAL STATEMENT REGARDING PGE’S 1 

PROPOSED NEW PRICE TARIFFS? 2 

A. Yes.  As a general matter Staff finds them acceptable in terms of fostering 3 

energy conservation and maintaining continuity with the current rate schedules.  4 

It is noteworthy that PGE’s price changes are almost entirely limited to the 5 

volumetric rates (i.e., per kW and kWh charges) rather than to the 6 

basic/customer charge.  That emphasis is appropriate.   PGE’s basic charges 7 

are in many (but not all) instances already well above Pacific Power’s.  8 

(Examples:  PGE’s residential basic charge is $10/month versus $7.50 for 9 

Pacific Power; PGE’s basic charge for large, subtransmission customers is 10 

$1000/month versus $480 for Pacific Power.) 11 

  That general statement aside, the balance of this testimony is dedicated to  12 

Staff’s recommendation to set prices that better reflect PGE’s time-based 13 

variations in costs.  This would be achieved by 1) introducing seasonally varied 14 

rates to all the major customer schedules; 2) adding a third block to the 15 

residential rate in the summer, and 3) carving out a super-peak period from the 16 

on-peak period as applied in the summer to large industrial customers 17 

(Schedule 89). 18 

Q. I NOTE THAT YOUR PROPOSALS PERTAIN TO THE SUMMER PERIOD.  19 

HOW WOULD YOU DEFINE “SUMMER” FOR RATEMAKING 20 

PURPOSES? 21 
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A. The Summer season would include the three months, July through September, 1 

for which PGE is projecting its highest marginal power costs for the test period.  2 

(See PGE 1200 Work Papers 49.) 3 

Q. GIVEN THAT PGE’S HIGHEST LOADS ARE IN THE WINTER, WHY 4 

WOULD ITS HIGHEST COSTS PER MWH APPEAR IN THE SUMMER? 5 

A. First, we must distinguish between energy (kWh) loads, which are normally 6 

viewed on a cumulative or average basis, and demand (kW), or peak loads.  7 

Recently, PGE has experienced its most critical (in the sense of combining 8 

high loads and high purchase costs) peak demands in the summer.  The most 9 

current FERC FORM 1 (2006/Q4, page 400) shows PGE having its highest 10 

peak demand (both total and firm service to its own customers) in the month of 11 

July, not December or January. 12 

  But probably more to the point is the fact that a) PGE relies heavily on market 13 

purchases to meet its loads; b) PGE’s market is interconnected with California 14 

and the American southwest, whose needs tend to establish the market price 15 

for the entire region; and c) the loads of California and the American southwest 16 

are heavily air-conditioning driven, which means the highest prices during the 17 

year are experienced during summer afternoon and early evening periods.  18 

Q. HAVE YOU PREPARED AN EXHIBIT THAT DISPLAYS MARGINAL 19 

POWER COSTS FOR PGE ON A MONTHLY AVERAGE BASIS? 20 

A. I have.  It is Exhibit 502.  It shows the averages on both and on-peak and off-21 

peak basis, by month and season. 22 

Q. WHAT DO YOU CONCLUDE FROM THAT EXHIBIT? 23 
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A. I conclude that there is a sizable difference in energy costs between the 1 

summer and the rest of the year, and that the difference is driven far more by 2 

the on-peak cost disparity than by the off-peak cost disparity.  The summer’s 3 

on-peak costs exceed the on-peak costs for the rest of the year by over 4 

$17/MWh while the difference in off-peak costs is only $4/MWh. 5 

Q. WHAT ARE THE RATE DESIGN IMPLICATIONS OF THOSE 6 

CONCLUSIONS? 7 

A. At a minimum, the largest customer schedules should incorporate seasonal 8 

elements in the energy charges.  Feasible added measures should be pursued 9 

in order to reflect the summer season’s on-peak/off-peak cost disparities. 10 

Q. CAN YOU BE A LITTLE MORE SPECIFIC? 11 

A. I recommend the introduction of a simple summer versus non-summer energy 12 

rate differential for Schedules 32 and 83.  In addition, the dividing of the on-13 

peak summer period into shoulder-peak and super-peak periods is 14 

recommended for Schedule 89 – so as to provide for a higher price in the latter 15 

period.  Finally, another inverted block is recommended for the summer, to go 16 

beyond the existing two-block energy e for the residential Schedule 7. 17 

Q. WHAT IS THE RATE DIFFERENTIAL THAT YOU RECOMMEND FOR 18 

SCHEDULES 32 AND 83? 19 

A. Staff’s recommended rate differential mirrors the difference in the overall 20 

average marginal costs between the summer and the rest of the year.  This 21 

implies a differential of 1.2 cents per kWh between the Summer Season and 22 

Non-Summer Season. 23 
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Q. I CAN’T HELP OBSERVING THAT THE SPRING SEASON (APRIL 1 

THROUGH JUNE) HAS SIGNIFICANTLY LOWER COSTS THAN DOES 2 

THE REST OF THE “NON-SUMMER.”  WHY ARE YOU NOT 3 

RECOMMENDING THREE SEASONS FOR YOUR RATE DIFFERENTIALS 4 

RATHER THAN TWO? 5 

A. Simplicity and customer acceptance are served by limiting seasonal rate 6 

changes to what are most essential.  What is most essential in the instant case 7 

is to recognize the summer season as the most critically distinct from the other 8 

seasons. 9 

Q. HAVE YOU PREPARED RATE SCHEDULES THAT INCORPORATE THE 10 

SEASONAL DIFFERENTIALS YOU JUST DESCRIBED? 11 

A. No.  As stated earlier, the rate design process can’t be completed until cost-of-12 

service studies have been developed/revised to reflect various accounting 13 

adjustments and other alterations to PGE’s original case application. 14 

Q. EARLIER YOU REFERRED TO “ADDITIONAL MEASURES” FOR 15 

SCHEDULES 7 AND 89.  THE LATTER ALREADY HAS MEANINGFUL 16 

TOD RATES THAT ARE BASED ON THE ESTABLISHED ON-PEAK AND 17 

OFF-PEAK PERIODS.  WOULDN’T IT BE SUFFICIENT FOR THE 18 

PURPOSE OF THIS CASE TO UTILIZE THE EXISTING TOD FORMAT, 19 

BUT WITH SEASONALLY VARIED RATES AND RATE DIFFERENTIALS? 20 

A. No.  There are two additional objectives that are readily achievable.  One is to 21 

recognize in rates the fact that the eight-hour period from noon to 8 p.m. in the 22 

summer time has significantly higher costs than the rest of the standard sixteen 23 
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hour “on-peak” period (from 6 a.m. to 10 p.m.).  The other objective is to foster 1 

industrial load shifting insofar as it can be easier for some large industrial 2 

customers to at least partially vacate an eight hour period than to vacate an 3 

entire sixteen hour period.  Both objectives would be promoted by the 4 

introduction of a noon-to-8 p.m. super peak pricing period within the standard 5 

sixteen hour, on-peak period. 6 

Q. WOULD IT MAKE SENSE TO ALSO INTRODUCE A SUPER PEAK 7 

RATING PERIOD FOR THE REST OF THE YEAR FOR THE LARGEST 8 

CUSTOMERS? 9 

A. It is true that outside of summer there are eight or so hours that experience 10 

higher loads than the rest of the on-peak period does.  But some of those 11 

hours appear during the early morning (when furnaces are turned up), and the 12 

remainder appear in the late afternoon and early evening.  It would be more 13 

than cumbersome for large energy users to adapt their labor shifts to avoid the 14 

spread-out, higher-price periods.   Furthermore, the on-peak, shoulder-peak, 15 

and off-peak pricing disparities in the non-summer seasons are not as great as 16 

they are in the summer season. 17 

Q. DO YOU POSSESS QUANTITATIVE EVIDENCE TO SUPPORT YOUR 18 

ASSERTION REGARDING HIGHER COSTS IN A CONCENTRATED 19 

EIGHT HOUR SUPER-PEAK PERIOD IN THE SUMMER? 20 

A. I do – in the form of three sets of confidential responses to OPUC data 21 

requests.  Without revealing the protected specifics, the conclusions therefrom 22 

can be summarized as follows: 23 
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  D.R. 364:  Power purchases ramp up in a major way at or near the beginning 1 

of the super-peak period on high-demand summer days and rapidly fall off after 2 

that period. 3 

  D.R. 365:  Net-variable-power-costs (i.e., total purchase costs minus off-4 

system sales revenues divided by net purchases) are shown to be substantially 5 

higher during the super-peak period as compared with the rest of the “on-peak” 6 

period on typical and high demand summer days. 7 

  D.R. 399:  Over the past few summers, super-peak period spot prices – 8 

particularly the recorded lows for a given hour – have been significantly above 9 

those during the rest of the “on-peak” period. 10 

  These observations are not surprising when it is recognized that the times 11 

that electric supply and demand becomes the most critical in the West is on hot 12 

summer afternoons and early evenings, when air conditioners are going full 13 

bore.  And in the Central Valley of California, in Southern Nevada, and in 14 

Arizona, hot summer afternoons are the norm. 15 

  The standard longer-term purchase contract involves acquiring a fixed 16 

amount of power over the entire sixteen-hour “on-peak period.”  In order to 17 

accommodate its super-peak-period needs, a utility is often forced to buy in 18 

excess of what will be its requirements during the “shoulder” portion of the 19 

on-peak period and will subsequently sell off that excess in the daily/hourly 20 

spot market.  That selling pressure can bring the effective cost of shoulder 21 

period power down to a level comparable to that of the off-peak period.  22 

That would be a justification for a TOD regimen that prices the shoulder-23 
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period power in the summer at a level not much above, or comparable with, 1 

the off-peak power.   2 

Q. ARE YOU FAMILIAR WITH ANOTHER UTILITY IN OUR REGION THAT 3 

HAS A SUMMER SUPER-PEAK RATE SCHEDULE FOR LARGE 4 

INDUSTRIAL CUSTOMERS THAT IS COMPARABLE TO WHAT YOU ARE 5 

PROPOSING FOR PGE-OREGON? 6 

A. Yes.  Exhibit 503 consists of the relevant tariff sheets for the Rocky Mountain 7 

Power Division of PacifiCorp in Utah. 8 

Q. HAVE YOU PREPARED AN EXHIBIT CONTAINING A DERIVATION OF 9 

YOUR PROPOSED NEW SCHEDULE 89 TOD RATES? 10 

A. Yes, Exhibit 504.  Many of the proposed prices in the exhibit match PGE’s 11 

recommendations.  The energy price increases are designed to yield prices 12 

that are more or less uniformly lower than the average marginal costs 13 

developed for their corresponding time periods as displayed in Staff’s Exhibit 14 

502.  While accurate in conveying the principles at stake, the numerical figures 15 

are estimates and approximations.  Pending the receipt of additional load data 16 

from PGE, some of the billing determinants are estimates (based upon 17 

assumptions about how to break down the published annual MWh totals into 18 

the summer’s on-, super-, and off-peak periods).  True-ups will be circulated as 19 

a late-filed exhibit as soon as the information is received.  For comparison 20 

purposes, the exhibit also shows the rates now in effect. 21 

Q. HAVE YOU PREPARED AN EXHIBIT THAT REVEALS ESTIMATES OF 22 

THE IMPACT OF THE PROPOSED RATE INCREASES ON THE LARGE 23 
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INDUSTRIAL CUSTOMERS AS A FUNCTION OF THEIR MONTHLY 1 

USAGE LEVELS AND LOAD FACTORS? 2 

A. Yes, Exhibit 505. 3 

Q. WITH REGARD TO THE RESIDENTIAL RATE SCHEDULE, I INFER 4 

FROM YOUR EARLIER COMMENT ABOUT “ADDITIONAL MEASURES” 5 

THAT YOU WOULDN’T BE CONTENT TO MERELY ELEVATE THE 6 

EXISTING TWO-BLOCK ENERGY RATE IN THE SUMMER? 7 

A. That is true.  Staff recommends a third residential rate block, commencing at 8 

1000 kWh’s, applicable in the summer months, reflecting central air 9 

conditioning use.  The current monthly average consumption by residential 10 

customers is 1010 kWh’s in the winter (October through March) and 795 kWh’s 11 

in the spring (April through June).  The monthly average in the summer is 773 12 

kWh’s, making it the season with the lowest current average.  The theory is 13 

that while it is relatively easy for most customers who do not have air 14 

conditioning to get by with less that 1000 kWh’s monthly during the summer, it 15 

is much more difficult for customer’s who have central air to do so.  The 16 

heavier level of usage attributable to central air conditioning should be 17 

confronted with a price that comes closer to costs than would a price based on 18 

conventional, year-round usage. 19 

Q. IT HAS BEEN CLAIMED THAT VERY FEW CUSTOMERS ADJUST THEIR 20 

UTILITY CONSUMPTION ON THE BASIS OF PRICE.  WITH THAT 21 

UNDERSTANDING, IS IT WORTH THE TROUBLE OF INTRODUCING 22 

RATE REFORM TO THE RESIDENTIAL CLASS? 23 



Docket UE 197 Staff/500 
 Compton/15 

DIRECTTESTIMONYSLL.703.DOC 

A. Yes.  Rates should reflect costs and recognize that not all customers have the 1 

same usage pattern.  Equity in ratemaking entails minimizing cross-subsidies 2 

where feasible (politically and practically).  And on both equity and economic 3 

efficiency grounds it’s important that the price signal associated with air 4 

conditioning use get out to the public for the benefit of those who do respond to 5 

price signals – particularly among the new dwelling builders and those who are 6 

contemplating retrofitting their domiciles to central air. 7 

Q. ISN’T IT TRUE THAT A CONSIDERABLE PORTION OF RESIDENTIAL 8 

CONSUMPTION IN THE OVER-1000 KWH BLOCK WOULD BE 9 

COMPRISED OF USES BESIDE AIR CONDITIONING?  AND IF SO, 10 

WOULDN’T IT BE INAPPROPRIATE TO PRICE THAT ENERGY AT THE 11 

HIGHER, PEAK-BASED PRICE? 12 

A. The objective of always matching prices with costs requires the combination of 13 

smart meters and real-time pricing.  Short of that, the best we can hope for are 14 

price signals that approximate costs at least much of the time when efficiency 15 

concerns are the greatest.  Consider the occasional inefficiency of TOD rates.  16 

Not every peak period hour experiences peak-period-based costs.  For 17 

example, many summer days aren’t particularly hot.  Nevertheless, power 18 

consumed during those lower-load “peak“ hours are priced at the higher, TOD 19 

peak price.  The process accepts such a pricing “imperfection” in order to 20 

achieve the goal of having a valid price signal during critical periods. 21 

Targeting residential air conditioning loads with an inverted rate actually 22 

achieves an important advantage over simple TOD rates.  Air conditioning use 23 
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correlates directly with the high-priced summer periods, rendering the price 1 

signal efficacious in this instance for customers who have entered or expect to 2 

enter the over-1000 kWh block. 3 

Q. HAVE YOU PREPARED AN EXHIBIT CONTAINING A DERIVATION OF 4 

WHAT YOUR PROPOSED NEW RESIDENTIAL RATES WOULD LOOK 5 

LIKE – SUBJECT, OF COURSE, TO TRUE-UP ONCE THE FINAL 6 

REVENUE REQUIREMENT AND ASSOCIATED ACCOUNTING 7 

ADJUSTMENTS ARE ESTABLISHED? 8 

A. Yes.  It is Exhibit 506.  Besides the inverted block rate at 1000 kWh’s that 9 

appears for the summer season, it also shows an inversion at 250 kWh’s 10 

throughout the year per the existing Schedule 7.  For ease of comparison, the 11 

PGE rates proposal for the Schedule is also contained in the exhibit.  Both sets 12 

of proposal assume the same, PGE revenue requirement. 13 

  For the reader’s convenience, the results from the exhibit are displayed in the 14 

following table: 15 

    RESIDENTIAL RATES – CURRENT AND PROPOSED                                    16 

     Rate Category          Current   Staff -Proposed          PGE-Proposed 17 

Basic Charge $/month) 
     Single Phase 
     Three Phase 

      
     10.00 
    13.00    

   
            10.00 
            13.00           

            
        10.00 
        13.00            

Transmission (¢/kWh)       0.201             0.225         0.225 

Distribution (¢/kWh)       2.841             3.140         3.140 

Energy (¢/kWh) 
     First 250 kWh 
     250<kWh<1000 

     kWh>1000 

 
      4.429 
      6.204 

      6.204 

 
 4.853 all year 
 6.806 all year    

     6.806 non-summer 
        9.116  summer 

 
5.066 all year 
6.841 all year    

6.841 all year 

 18 
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 1 
Q. STAFF HAS MADE A POINT OF ADVOCATING COST-BASED RATES.  2 

WOULD YOU REVIEW BRIEFLY HOW WELL THE RATES IN THE ABOVE 3 

TABLE ACHIEVE THAT OBJECTIVE? 4 

A. Basic Charge:  What should appear in the Basic Charge has been the subject 5 

of much controversy in the past.  As discussed previously, Staff is comfortable 6 

with preserving the existing residential customer charges.  Transmission and 7 

Distribution:  Shown are estimates of what the revised revenue requirement 8 

and cost of service allocations will produce.  Energy:  Most residential 9 

consumption occurs during the “on-peak” period of 6 a.m. to 10 p.m., Mon. – 10 

Sat.  The first energy block rate is somewhat below the off-peak costs shown in 11 

my Staff Exhibit 502.  The year-round middle block and the non-summer tail 12 

block are also somewhat below the on-peak costs shown in that same Exhibit.  13 

The proposed estimated summer tail block is slightly above the indicated 14 

summer season on-peak average cost.  But bear in mind that the likely 15 

principal cause for customers consuming in the tail block is air conditioning, 16 

which tends to occur during the eight-hour super-peak.  Accordingly, and on 17 

the margin, the summer tail block can also be viewed as being slightly below 18 

real costs.  19 

Q. HAVE YOU PREPARED AN EXHIBIT THAT REVEALS WHAT THE 20 

PERCENTAGE IMPACT OF THE PROPOSED RATE INCREASES WOULD 21 

BE TO RESIDENTIAL CUSTOMERS AS A FUNCTION OF THEIR 22 

MONTHLY USAGE LEVELS? 23 
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A. Yes.  It is Exhibit 507.  I would note that the proposed prices as shown would 1 

have been higher had a separate spring season been adopted, with its lower 2 

costs and attendant prices.  3 

Q. IN REVIEWING THE SUMMER PERIOD’S BILLINGS IN THIS EXHIBIT, 4 

AREN’T YOU CONCERNED ABOUT WHAT MAY BE AN INORDINATELY 5 

LARGE INCREASE FOR CUSTOMERS WHOSE MONTHLY USE 6 

GREATLY EXCEEDS THE SCHEDULE 7 AVERAGE? 7 

 A. I would naturally be concerned if an optional TOD “safety valve” did not exist as 8 

part of Schedule 7.  The summer on-peak period under the existing time-of-day 9 

rate is limited to the hours 3 p.m. to 8 p.m., which are the heaviest air 10 

conditioning hours.  If the cause of a customer’s high usage is something 11 

besides air conditioning – e.g., if it is for heating a swimming pool – then much 12 

of the customer’s usage can readily be shifted to, or limited to, the mid-peak or 13 

even the off-peak period, where the rates are much lower.  Even if the heavy 14 

use is attributable to air conditioning, the burden can be mitigated by 15 

minimizing use in the 3-to-8 p.m. period. 16 

Speaking of optional residential TOD rates, I would remind the reader of my 17 

previous assertion that the installation of smart meters for all customers, 18 

including residential customers, does not carry with it the necessity that TOD 19 

rates be made mandatory for everyone.   20 

Q. DOES THIS CONCLUDE YOUR DIRECT TESTIMONY? 21 

 A. Yes it does.  Thank you. 22 
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Q. PLEASE STATE YOUR NAME, OCCUPATION, AND BUSINESS 1 

ADDRESS. 2 

A. My name is Steve Storm. I am employed by the Public Utility Commission of 3 

Oregon as a Senior Economist in the Economic & Policy Analysis Section. My 4 

business address is 550 Capitol Street NE Suite 215, Salem, Oregon 5 

97301-2551. 6 

Q. PLEASE DESCRIBE YOUR EDUCATIONAL BACKGROUND AND WORK 7 

EXPERIENCE. 8 

A. My Witness Qualification Statement is found in Staff Exhibit 601. 9 

Q. WHAT IS THE PURPOSE OF YOUR TESTIMONY? 10 

A. My testimony addresses two main issues. First I evaluate PGE’s cost studies 11 

used to develop PGE’s proposed rate spread and rate design. I include in this 12 

discussion recommendations for future cost studies in order to better reflect 13 

cost causation and to better align with PGE resource decisions. 14 

  Second, I summarize Staff’s analysis of PGE’s Sales Normalization 15 

Adjustment (SNA) decoupling proposal and PGE’s proposed Lost Revenue 16 

Recovery (LRR) mechanism. More specifically, I explain how each of the two 17 

proposed mechanisms operate; discuss PGE’s stated objectives for their SNA 18 

decoupling proposal; and detail concerns I have identified to date with each of 19 

the two PGE-proposed mechanisms. I then propose an alternative mechanism 20 

that would replace both of PGE’s proposed mechanisms. 21 
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  Finally, I recommend the Commission reject both PGE’s proposed SNA 1 

mechanism and PGE’s proposed LRR mechanism. 2 

Q. WHAT ARE YOUR SUMMARY RECOMMENDATIONS? 3 

A. With respect to PGE’s cost studies, I find the cost studies acceptable. However, 4 

I have identified a few areas for improvement that I recommend the 5 

Commission order PGE to implement. 6 

   With respect to PGE’s two proposed mechanisms (the SNA decoupling 7 

mechanism and the LRR revenue recovery mechanism), I recommend the 8 

Commission reject each proposal. Should the Commission find that some form 9 

of decoupling or revenue recovery mechanism is necessary, I provide an 10 

alternative Staff-supported revenue recovery mechanism proposal. 11 

Q. DID YOU PREPARE EXHIBITS FOR THIS DOCKET? 12 

A. Yes. I prepared Staff Exhibit 602, consisting of 3 pages; Staff Exhibit 603, 13 

consisting of 2 pages; Staff Exhibit 604, consisting of 1 page; Staff Exhibit 605, 14 

consisting of 2 pages; Staff Exhibit 606, consisting of 1 page; Staff Exhibit 607, 15 

consisting of 1 page; Staff Exhibit 608, consisting of 1 page; Staff Exhibit 609; 16 

consisting of 2 pages; Staff Exhibit 610, consisting of 3 pages; Staff Exhibit 17 

611, consisting of 1 page; Staff Exhibit 612, consisting of 1 page; Staff Exhibit 18 

613, consisting of 1 page; Staff Exhibit 614, consisting of 6 pages; and Staff 19 

Exhibit 615, consisting of 6 pages. 20 
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PGE Cost Studies 1 

Q. WHAT COST STUDIES DID PGE PROVIDE AS SUPPORT FOR PGE’S 2 

PROPOSED RATE SPREAD AND RATE DESIGN? 3 

A. PGE provided cost studies supporting the allocation of the Company’s 4 

proposed revenue requirement by marginal costs for each rate class for the 5 

functions of Production (fixed generation and Net Variable Power Costs); 6 

Transmission; Ancillary Services; Distribution; Metering (predominantly meter 7 

reading); Billing; Other Consumer costs (e.g., legally-mandated advertising; 8 

general support for serve and respond; and build/enhance customer service 9 

technology systems); Trojan Decommissioning costs; Franchise Fees; and the 10 

Schedule 129 Transition Adjustment. 11 

Q. YOU RECOMMEND THE COMMISSION ADOPT THE RESULTS OF THE 12 

COMPANY’S GENERAL COST ALLOCATION STUDIES. DO YOU HAVE 13 

ANY RECOMMENDATIONS FOR IMPROVING THE STUIDES? 14 

A. Yes. I recommend the Commission order the Company to improve its cost 15 

studies in order to better allocate meter-reading and “Other Consumer” costs, 16 

and to rely less on wholesale market prices in its production cost estimates. 17 

Regarding meter-reading costs, PGE uses a meter-reading marginal cost 18 

allocation of $9.95 to all customers regardless of size.1 In contemplating the 19 

process of reading a meter at a large industrial site, where the meter reader 20 

might have to pass through security before travelling some distance to the 21 

meter(s), it is readily understood why, in contrast to PGE’s practice, Pacific 22 
                                            

1  See PGE Exhibit 1204/Kuns–Cody/Page 16. 
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Power assigns a weighting factor for reading large industrial customers’ meters 1 

that is over ten times the value of the corresponding residential factor.2 Lacking 2 

its own empirical study of this matter, the PGE allocation of meter reading and 3 

related costs could not be rectified in this case. Given the technical advantages 4 

afforded with near-term AMI deployment, this issue may be moot with regards 5 

to PGE’s next general rate case. 6 

  A material and conceptual concern extending beyond the current rate 7 

case pertains to “Other Consumer” costs, which do not necessarily lend 8 

themselves to the marginal-cost-based allocations PGE uses for allocating 9 

production, distribution, and transmission costs, as well as for allocating the 10 

more narrowly defined customer cost categories. According to PGE, with 11 

overhead allocations included, “Other Consumer” costs amount to over $52 12 

million. This amount exceeds the combined $50 million for the narrowly defined 13 

customer cost categories of meter reading and billing.3 On a “marginal cost” 14 

basis, almost one-half of the “Other Customer” costs are accounted for by 15 

“Maintain Customer Service Technology Systems” (Account N41381),4 which is 16 

allocated to the various customer classes in proportion to the number of 17 

customers in each class; i.e., without regard for how those classes might 18 

differentially be affected by or receive benefits from the services rendered 19 

under that account. Services under this account are “…Complex Billing for 20 

Direct Access Customers, …GIS to map the location of equipment, WMS to 21 

                                            
2  See PacifiCorp’s “Oregon Marginal Cost Study,” Tab: 13.1, Line 11; attached as Staff 

Exhibit 602. 
3  These figures are based on PGE’s proposed revenue requirement for the 2009 test year. 
4  See PGE Exhibit 1200/Kuns–Cody/Work Papers 152. 
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direct crews to work locations, OMS to identify outages and breaks in 1 

service…”5 A similar criticism would apply to other accounts identified within the 2 

“Other Customer” cost category. 3 

  Staff recognizes instances where PGE attempted to distinguish cost 4 

causation/benefit attribution among classes by allocating a designated 5 

percentage of Other Consumer costs to the residential and/or other classes. 6 

But in general I would draw attention to and commend the much more granular 7 

approach of Pacific Power, whereby the numbers of customers in the rate 8 

schedules are differentially weighted (with a weight of one being equivalent to 9 

the residential customer weighting) so as to reflect the extent to which 10 

customers in the other schedules impose a burden or receive a benefit that is 11 

greater than that imposed upon/received by the average residential customer. 12 

Q.  DID YOU IDENTIFY ANY OTHER ISSUES WITH PGE’S COST STUDIES? 13 

A. Yes. The Commission has a long history of using long-run marginal cost 14 

estimates to guide the development of rate spread and rate design. To develop 15 

allocations of production cost estimates, PGE relied on wholesale market 16 

prices. Years ago, long-run marginal cost studies reflected costs of new 17 

generating plants that could be added to meet peak and energy demand 18 

requirements. For demand, the dollars per kW capacity costs of a single cycle 19 

combustion turbine plant was typically used. For energy, more capital intensive 20 

plants were modeled to reflect energy costs, recognizing that part of the dollars 21 

per KW capacity costs of the plant provided both capacity and energy.  22 
                                            

5  See PGE’s response to Staff Data Request 329, attached as Staff Exhibit 603. 
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Q. WHAT IS YOUR UNDERSTANDING AS TO WHY PGE MAY HAVE RELIED 1 

ONLY ON FUTURE WHOLESALE MARKET PRICES? 2 

A. My understanding is that, for a time, PGE was not building major resources and 3 

instead relied on the wholesale market for future supply needs. Therefore 4 

analysts interested in deriving marginal energy cost estimates may have 5 

considered it reasonable to rely on wholesale market prices for long-run 6 

marginal cost estimates. 7 

Q. IS PGE AGAIN BUILDING MAJOR RESOURCES AS A MEANS TO MEET 8 

FUTURE LOAD GROWTH? 9 

A. Yes. For example, PGE constructed Port Westward and is currently building 10 

significant wind resources. 11 

Q. WHAT ARE YOUR RECOMMENDATIONS REGARDING PGE’S COST 12 

STUDIES? 13 

A. Staff strongly recommends the Commission direct PGE to emulate the Pacific 14 

Power approach to customer cost allocations in the former’s next general rate 15 

case application.6 Further, I recommend the Commission direct PGE to hold 16 

workshops for the purpose of considering whether to revise the Company’s 17 

basis for developing marginal cost estimates. Regarding production marginal 18 

costs, it seems reasonable to use potential new electrical generating plants as 19 

                                            
6  This would consist, at a minimum, of analyzing and documenting the extent to which customers 

in the nonresidential schedules impose a burden or receive a benefit greater than (or less than) 
that imposed upon/received by the average residential customer. This information is used to 
weight each class’s customer totals in an allocation of expenses, with the numeraire 
established as 1.0 for residential customers. 
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the basis for capacity and energy costs instead of relying exclusively on 1 

wholesale market energy prices. 2 

Q. ARE YOU RECOMMENDING THE COMMISSION ACCEPT PGE’S COST 3 

STUDIES IN THIS CASE? 4 

A. Yes. I find the overall results of the cost studies to be reasonable. 5 

PGE’s Decoupling Proposal 6 

Q. WHAT IS DECOUPLING? 7 

A. Decoupling is a regulatory tool designed to break the link between a utility’s 8 

earnings and its retail sales levels.7 A generic decoupling mechanism is one in 9 

which a revenue target is established in some form or fashion that is 10 

independent of energy sales. Subsequent under- (or over-) collection of 11 

revenue relative to that target are accumulated in a deferred account for 12 

recovery (or refund). Under decoupling mechanisms, a utility can not increase 13 

earnings by increasing kWh sales because margins from higher than targeted 14 

sales are refunded to customers. Therefore, to the extent the utility is indifferent 15 

to the level of prices it charges to its customers,8 a decoupling mechanism 16 

diminishes a utility’s incentive to increase sales volumes. 17 

  Similarly, decoupling may change a utility’s support of customers’ efforts 18 

to increase energy efficiency, all else being equal, from being a disincented 19 

                                            
7  See Public Utility Commission Order No. 02-633; page 2. 
8  For example, a utility may be concerned with the level of prices due to the impact on 

stakeholder “goodwill,” perceived corporate image, et cetera. Additionally, there exists a 
competitive aspect in that sufficiently high prices may induce a geographic subset of the 
utility’s customers to form a public utility district. 
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activity to an activity for which the utility is neutral or perhaps positively 1 

incented. 2 

  PGE proposes two different mechanisms in this docket, each applicable to 3 

different and non-overlapping groupings of PGE customers. The Company’s 4 

proposed Sales Normalization Adjustment (SNA) is a decoupling mechanism 5 

applicable to PGE customers in Schedule 7 and Schedules 32/532. These are, 6 

respectively, PGE’s tariff schedules for Residential and Small Nonresidential 7 

standard service customers.9 PGE’s proposed Lost Revenue Recovery (LRR) 8 

mechanism is applicable to nonresidential customers other than Schedules 9 

32/532 where the customer’s load did not exceed one average megawatt 10 

(load ≤ 1.0 MWa) at a Point of Delivery (POD) during the prior calendar year. 11 

The LRR mechanism does not apply to nonresidential customers who qualify 12 

as Self-Directing Customers.10 Table 1 (following) summarizes applicability of 13 

each proposed mechanism to PGE customers by rate schedule.11 14 

                                            
9  Schedule 532 is for “Small Nonresidential Customers who have chosen to receive 

Electricity from an Electricity Service Supplier (ESS).” See PGE Exhibit 1201/Kuns–
Cody/Page 62. 

10  See Oregon Administrative Rules 860-038-0480(6) for the definition of a Self-Directing 
Customer. 

11  Based on PGE Exhibit 1201/Kuns–Cody/Pages 36 and 41-42. Presumably some 
customers in Schedules 89/489/589 would be excluded by the maximum load criterion 
(load ≤ 1.0 MWa). 



Docket UE 197 Staff/600 
 Storm/9 

 

Table 1 1 
PGE 
Schedules 

 
Schedule Description 

SNA 
Applies? 

LRR 
Applies?12

7 Residential Yes No 
9 Residential/Small Nonresidential 

Renewable Portfolio Option with 
Price Stability 

No No 

15/515 Residential/Nonresidential 
Outdoor Lighting 

No Yes 

32/532 Small Nonresidential Yes No 
38/538 Large Nonresidential with Optional 

Time-Of-Day Pricing 
No Yes 

47 Small Irrigation and Drainage No Yes 
49/549 Large Irrigation and Drainage No Yes 
75/575 Large Nonresidential with Self-

Generation 
No Yes 

76R/576R Partial Requirements Economic 
Replacement Power Rider (for 
Schedule 75 customers) 

No Yes 

83/483/583 Large Nonresidential No Yes 
87 Large Nonresidential 

(Experimental Real-Time Pricing) 
No Yes 

89/489/589 Large Nonresidential 
( > 1,000 kW) 

No Yes 

91/591 Street and Highway Lighting No Yes 
92/592 Traffic Signals No Yes 
93 Recreational Field Lighting No Yes 
94/594 Communication Devices 

(associated with Streetlights 
and/or Traffic Signals) 

No Yes 

 2 

 Where: 3 

  Schedules in the 400 series refers to the Cost of Service Opt-out, and 4 

  Schedules in the 500 series refers to the Direct Access Service 5 

                                            
12  Assuming a customer does not qualify as a Self-Directing Customer. 
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Q. HOW DOES PGE’S PROPOSED SNA MECHANISM WORK? 1 

A. PGE’s proposed SNA decoupling mechanism would work as follows: 2 

 First, PGE compares: 3 

  On a monthly basis for a calendar year, actual weather-normalized13 4 

monthly revenues collected on a volumetric basis from Schedule 7 5 

(at 5.082¢ per kWh) and from Schedules 32/532 customers (at 6 

4.625¢ per kWh)14 for fixed generation; transmission, including 7 

ancillary services; and distribution, including Trojan decommissioning 8 

and PGE’s Customer Impact Offset (CIO); 9 

 with 10 

 Revenues that hypothetically would have been collected with a fixed 11 

per customer monthly charge of $45.59 for active residential 12 

customers (Schedule 7) and $69.10 for active small nonresidential 13 

customers (Schedules 32/532).15 14 

 The dollar values cited above would presumably change as a result of 15 

Commission revenue requirement determinations in this rate case. 16 

                                            
13  Per PGE, “(w)eather-normalized energy usage by applicable rate schedule will be 

determined in a manner equivalent to that determination of forecasted loads used to set 
rates.” See PGE Exhibit 1201/Kuns–Cody/Page 43/Special Condition No. 2. 

14  See PGE Exhibit 1208/Kuns–Cody/Page 1 for the derivation of these amounts. PGE refers 
to these rates as the Fixed Charge Energy Rates (see PGE Exhibit 1201/ Kuns–Cody/Page 
39). 

15  See PGE Exhibit 1208/Kuns–Cody/Page 1 for the composition and derivation of the fixed 
$45.59 (Schedule 7) and $69.10 (Schedules 32/532) monthly comparative rates. PGE 
refers to these rates as the Monthly Fixed Charge per Customer Rates (see PGE Exhibit 
1201/ Kuns–Cody/Page 43). 
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   Second, the difference (hypothetical less actual)16 is collected monthly in a 1 

balancing account throughout the calendar year. Balances in the balancing 2 

account are proposed to accrue interest at PGE’s authorized rate of return. 3 

  Next, PGE submits to the Commission, by April 1 of the year following the 4 

comparison year, proposed Schedule 123/SNA rates to be effective on June 1st 5 

of the submittal year based on the amounts in the SNA balancing account as of 6 

the end of the prior calendar year; i.e., the comparative year. PGE proposes to 7 

include work papers supporting the Schedule 123/SNA rates and indicate the 8 

status of the balancing account with the submittal. The Schedule 123/SNA 9 

rates are intended to recover (if actuals are less than the hypothetical 10 

revenues; or under-collection) or refund (if actuals are greater than the 11 

hypothetical revenues; or over-collection) the prior calendar year’s ending 12 

balance in the balancing account over the period June 1 of the submittal year 13 

through May 31 of the following year. The Schedule 123/SNA rates are 14 

volumetric (per kWh) rates; i.e., are billed (charged or credited) based on 15 

customers’ usage. 16 

  In the case of under-collection in the comparison year, Schedule 123/SNA 17 

rates will be constrained to be no greater than would reflect an estimated 18 

average annual rate increase of 2% for the customer class17 based on net 19 

                                            
16  Therefore a positive balance in the balancing account is indicative of cumulative net under-

collection and a negative balance is indicative of cumulative net over-collection. 
17  In other words, the 2% positive Schedule 123/SNA rate increase limitation would be 

separately calculated for Schedule 7 and for Schedules 32/532. See PGE’s response to 
Staff Data Request 388, attached as Staff Exhibit 604. 
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rates18 in effect at the time of the Schedule 123/SNA revision.19 If under-1 

collection in the comparison year was such that Schedule 123/SNA rates would 2 

result in an estimated average annual rate increase exceeding 2%, the balance 3 

over 2% will be deferred and included in subsequent revisions to that class’s 4 

SNA rate.20 5 

  The 2% limitation on Schedule 123/SNA rates does not apply in the case 6 

of over-collection in the comparative year; i.e., rate revisions resulting in a 7 

Schedule 123/SNA negative rate (a rate decrease) are not subject to the 2% 8 

limitation. 9 

   Finally, Schedule 123/SNA rates are reset (to 0.000¢ per kWh) for the test 10 

year in a general rate case. Any imbalance between the intended and actual 11 

monies to be collected (refunded) through the rate charge (credit) would 12 

continue to accrue interest in the balancing account until later collected from 13 

(refunded to) customers. 14 

Q. WHAT ARE PGE’S STATED OBJECTIVES FOR REQUESTING A 15 

DECOUPLING MECHANISM? 16 

A. PGE’s stated objectives for its proposed decoupling mechanism include 17 

diminishing the Company’s disincentive to promote energy efficiency and 18 

                                            
18  Net rates, as used in PGE Exhibit 1200/Kuns–Cody/Page 29/Line 7, does not include the 

impacts of the Public Purpose Charge, Low Income Assistance Charge, Schedule 109 and 
other tax-related charges on either side of the actual/hypothetical calculation. See also 
PGE’s response to Staff Data Request No. 386, included as Staff Exhibit 605. 

19  See PGE Exhibit 1200/Kuns–Cody/Page 29/Lines 7-13 and PGE’s responses to Staff Data 
Request Nos. 386 and 389. These responses are included as Staff Exhibits 605 and 606, 
respectively. 

20  In other words, any amount carried forward in the balancing account as a result of the 2% 
limitation will be netted against future Schedule 123 rate adjustments for the applicable 
class; whether positive or negative. 
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customer-sited renewable energy installations.21 PGE’s position is that under 1 

current rate of return regulation, the company has no direct financial incentive 2 

to promote customer’s energy efficiency efforts, as reduced customer usage is 3 

detrimental to the Company’s financial results. 4 

  A second stated PGE objective for the Company’s decoupling proposal is 5 

to reduce the inequity resulting from existing regulatory structures which have 6 

“utility shareholders absorbing costs while society and customers gain the long-7 

term benefits of expanding energy efficiency efforts.”22 8 

   A third stated objective is to “maintain existing pricing structures for 9 

customers, which give price signals that support energy efficiency efforts.”23 10 

Q. HOW IS REDUCED CUSTOMER USAGE DETRIMENTAL TO PGE’S 11 

FINANCIAL RESULTS?  12 

A. An electric utility such as PGE with significant capital investments may be 13 

viewed as having essentially three categories of costs: 1) fixed costs that do not 14 

vary with either customer usage or the number of customers served; 2) costs 15 

that are fixed with respect to usage but vary with the number of customers 16 

served; and 3) costs that are fixed with respect to the number of customers 17 

served but vary with usage.24,25 An example of each of these three types of cost 18 

                                            
21  PGE Exhibit 100/Piro/Page 17/Lines 19-21. 
22  Ibid. Page 18/Line 20-Page 19/Line 2. 
23  Ibid. Page 17/Lines 21-23. 
24  Costs in this third category, which vary with usage (but not with the number of customers 

served), are typically part of Net Variable Power Costs (NVPC), and are outside the scope 
of PGE’s SNA decoupling proposal. 

25  Consideration of the appropriate time horizon is relevant in any discussion of “fixed” versus 
“variable” costs. By “fixed" in the current context, I mean those expenses typically not 
considered to vary in response to various levels of usage (e.g., delivered kilowatt hours) 
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might be, respectively, executive compensation, a meter at a customer’s 1 

premise, and purchased power. Note that a material proportion of costs which 2 

are fixed with respect to usage but vary with the number of customers served 3 

are, for Schedules 7 and 32/532, covered with PGE’s Basic Charges for these 4 

schedules.26 5 

   Past rate-making processes have resulted in a situation in which revenues 6 

generated by PGE’s non-volumetric rates27 do not fully cover the first two types 7 

of costs described above—both for many PGE customer classes28 and for 8 

PGE’s cost of service provisioning as a whole. Alternatively stated, revenues 9 

produced by PGE’s volumetric rates more than cover costs that vary with short-10 

term usage and contribute to coverage of costs that are fixed (in the near-term) 11 

with respect to either usage or to both usage and the number of customers. 12 

Due to this legacy rate structure, as long as rates cover short-term variable 13 

costs, PGE is financially incented to increase usage per customer, not 14 

undertake actions that decrease usage per customer. Note that, as 15 

volumetrically-billed charges are added over time (all else being equal), the 16 

negative financial impact of a given decrease in usage per customer is made 17 

more negative. In other words, as the proportion of revenue billed on volumetric 18 

                                                                                                                                       
and/or to various levels of customers over a medium-term timeframe; i.e., a timeframe that 
might be considered by both Oregon-regulated electric utilities and Oregon regulators as a 
“typical” number of years between general rate cases for an Oregon-regulated electric 
utility. 

26  See PGE Exhibit 1200/Kuns–Cody/Page 7/Lines 8-10 and Page 9/Lines 8-10. 
27  PGE has monthly Basic Charges for many customer schedules, where the monthly Basic 

Charge for each customer in the schedule does not change regardless of the customer’s 
monthly usage levels. 

28  Certain PGE customer schedules do not have a Basic Charge. These include Schedule 15 
(Outdoor Lighting); Schedule 91 (Street & Highway Lighting); Schedules 92 & 94 (Traffic 
Signals & Communication Devices); and Schedule 93 (Recreational Field Lighting). 
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bases increases relative to revenue not billed on volumetric bases (i.e., 1 

revenue that is not usage sensitive), the financial impact of a given decrease in 2 

usage per customer is made more negative. This is due to an increasing 3 

reliance on coverage of fixed costs with revenues generated via volumetric 4 

rates.29 The converse of this observation was likely true during the 2001 energy 5 

crisis when short-run variable costs were very high—exceeding prices charged 6 

to customers. 7 

Q. WHICH COSTS DOES PGE PROPOSE BE COVERED BY THE SNA 8 

DECOUPING MECHANISM? 9 

A. PGE’s proposed SNA mechanism would cover revenues associated with 10 

coverage of costs for fixed generation, transmission (including ancillary 11 

services), and distribution (including costs for Trojan Decommissioning and the 12 

Customer Impact Offset).30,31 PGE intends for the SNA mechanism to cover 13 

                                            
29  Symmetrical reasoning also applies to a situation having a given increase in usage per 

customer; i.e., revenues increase more than do costs. This has implications for the degree 
to which a utility is incented to understate usage in a general rate case. 

30  Most of these costs are shown, as allocated to individual rate schedules, in PGE Exhibit 
1203/ Kuns–Cody/Pages 1-2; i.e., Transmission, Ancillary Services, and the several costs 
for Distribution Demand & Facilities Charges plus the CIO. Note that the Fixed Generation 
costs are a portion of the costs labeled as Power Supply on Page 1 of the Exhibit. 

31  Note that PGE’s proposed SNA mechanism is a revenue decoupling mechanism and 
therefore the costs to be covered are indirect from the mechanism. What this means is that 
PGE develops proposed revenue requirements by functional category (e.g., Distribution), 
allocates to individual rate schedules (rate spread), and then develops rates to cover these 
revenue requirements (an aspect of rate design). This point can be illustrated for the 
Schedule 7 portion of the proposed mechanism by viewing PGE Exhibit 1203/Kuns–Cody. 
The Schedule 7 $212,459 thousand “Distribution Demand & Facilities” subtotal (a portion of 
PGE’s proposed revenue requirement) on page 1 equals the $212,459 thousand for the 
Schedule 7 theoretic “Distribution Charge” amount on page 3. This in turn leads to a 
proposed rate of 28.64 mills/kWh for Schedule 7 on page 3. This proposed rate, multiplied 
by the billing determinant of 7,712,700 MWh’s, results in the proposed annual revenue of 
$220,892 thousand. This amount is the “Distribution” portion of revenue that PGE is 
proposing for coverage by the SNA. Compare these figures with the Distribution Revenue 
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$391,959,000 in Schedule 7 revenue and $69,372,000 in Schedules 32/532 1 

revenue in test year 2009 based on PGE-forecasted usage and customer 2 

levels for these two customer classes. (See PGE Exhibit 1208/Kuns–3 

Cody/Page 1).32 The SNA mechanism covers approximately 27% of PGE’s 4 

proposed 2009 test year revenue requirement of $1,733 million33 and 97% of 5 

PGE’s retail customers. 6 

Q. WHAT TYPES OF RISKS ASSOCIATED WITH LOSS OF REVENUE DOES 7 

PGE PROPOSE BE COVERED BY THE SNA MECHANISM? 8 

A. PGE’s proposed SNA mechanism would cover, for the applicable rate classes, 9 

shortfalls against the hypothetical (comparative) revenues for essentially all 10 

causes except decline in the number of customers in a covered class and 11 

weather.34 For example, PGE’s proposed SNA mechanism would insulate the 12 

Company’s revenues from the effects of inflation, recession, terrorism, actions 13 

or inactions of the Federal Government, et cetera. 14 

                                                                                                                                       
amount of $220,891,735 and the 28.64 mills/kWh rate for Schedule 7 of PGE Exhibit 
1208/Kuns–Cody/Page 1. 

32  These figures are not actually stated by PGE (but are illustrated in PGE Exhibit 
1208/Kuns–Cody/Page 1); they are derived by multiplying PGE’s proposed 2009 annual 
average number of Schedule 7 and of Schedules 32/532 customers by PGE’s proposed 
comparative monthly rates of, respectively, $45.59 (Schedule 7) and $69.10 (Schedules 
32/532). These comparative monthly rates would presumably change as a result of 
Commission revenue requirement determinations in this rate case. 

33  In comparison Net Variable Power Cost expenses, which are subject to the “automatic 
adjustment clauses” of Schedule 125 (AUT) and Schedule 126 (PCAM), are proposed by 
PGE to be 47% of the 2009 test year’s revenue requirement. PGE’s SNA decoupling 
proposal would result in approximately 74% of PGE’s revenues being “on automatic.” 

34  Weather as used here refers only to impacts on the demand side; i.e., in terms of weather-
induced variation in usage per customer from “normal.” Weather impacts on the supply side 
(e.g., hydro conditions) are presumably covered by the Net Variable Power Cost 
mechanisms. 
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Q. WHAT ISSUES HAS STAFF IDENTIFIED WITH PGE’S PROPOSED SNA 1 

DECOUPLING MECHANISM? 2 

A. Staff has identified five issues of concern. These issues can be summarized as: 3 

1) comparative values favorable to shareholders at the expense of ratepayers 4 

in a demographic environment expected to consistently experience customer 5 

growth; 2) shift of burden of regulatory lag from shareholders to ratepayers; 6 

3) insufficiency of provided evidence related to potential impacts resulting from 7 

PGE’s “disincentive” and the removal thereof; 4) questionable objective for 8 

maintaining status quo rate structure in the face of near-term AMI deployment 9 

and approaching imposition of carbon tax (or cap and trade); and 5) shifting of 10 

risk from shareholder to ratepayer. 11 

Q. PLEASE DISCUSS THE FIRST ISSUE YOU IDENTIFIED. 12 

A. The first issue with PGE’s proposed SNA decoupling mechanism is that the 13 

company is likely to over-collect its fixed costs due to the manner in which the 14 

mechanism deals with customer growth.35 PGE proposes comparative values 15 

on a revenue per customer basis. The per customer costs reflect fixed 16 

generation, transmission, and distribution costs.36 To the extent that the costs 17 

                                            
35  While an imperfect comparative geography with PGE’s service area, the Portland-

Beaverton-Vancouver OR – WA Primary Metropolitan Statistical Area is expected to 
average 1.4% annual population growth over the period 2000 through 2035. See 2005 – 
2060 Regional Population and Employment Forecast, Public Review Draft May 19, 2008; 
Metro; page 3. PGE’s service area includes portions of all five of the Oregon counties in the 
PMSA (Multnomah, Clackamas, Washington, Columbia, and Yamhill) plus portions of 
Marion and Polk counties. Clark and Skamania counties are in the State of Washington 
portion of the PMSA. 

36  See the preceding section titled “Which Costs Does PGE Propose be Covered by the SNA 
Decoupling Mechanism?” 
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being covered by the comparative rates37 are fixed in the short term,38 fixed 1 

relative to the number of customers, or are higher than the incremental39 costs 2 

per customer for the same categories of costs included in the SNA, PGE 3 

benefits under the proposed SNA mechanism when the number of Schedule 7 4 

and/or 32/532 customers exceeds the average number of customers forecast 5 

for the test year in a general rate case. This is true for both the test year and for 6 

subsequent years (but prior to the test year of a subsequent general rate case). 7 

  The Company clearly illustrates this in PGE Exhibit 1208/Kuns–8 

Cody/Page 2, where a) the number of Schedule 7 (residential) customers is 9 

increasing in each year subsequent to 2009 (column A); b) the fixed monthly 10 

rate of $45.59 per customer applies as the comparative value (column B); c) 11 

the annual customer-based revenue comparative value (column C) increases at 12 

the same rate as customer growth; d) annual energy-based (volumetrically-13 

billed) revenue (column G) increases; and e) the SNA mechanism results in 14 

customer charges, as the customer-based revenues for each year in the 15 

example exceeds that year’s energy-based revenues; i.e., the SNA amount 16 

(column H) is positive for each year. This general result of a positive SNA 17 

amount holds for any year relative to the test year in which there is a reduction 18 

in average usage per customer. The general result of PGE benefiting from the 19 
                                            

37  Proposed by PGE to be $45.59 and $69.10 monthly for Schedule 7 and Schedules 32/532, 
respectively. PGE refers to these rates as the Monthly Fixed Charge per Customer Rates. 
Similarly, PGE refers to the hypothetical revenues resulting from these rates as the Fixed 
Charge Revenues. See PGE Exhibit 1201/Kuns–Cody/Page 39. 

38  PGE consistently refers to the costs to be covered by the SNA mechanism as “fixed” 
without qualification. See PGE Exhibit 100/Piro/Page 20/Line 15-Page 21/Line 6; Page 22 
Lines 10-14; and PGE Exhibit 1200/Kuns–Cody/Page 28/Lines 11-14. 

39  PGE’s comparative monthly rates per customer are of the average embedded cost nature, 
not incremental. 
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number of average customers exceeding that forecast for the test year of the 1 

last rate case holds for any year in which, relative to the test year, a positive 2 

customer growth rate exceeds (the absolute value of) a negative growth rate in 3 

usage per customer.40 4 

   In a nutshell, PGE’s example of the SNA adjustment for Schedule 7 5 

customers41 illustrates a situation in which revenues for coverage of $392 6 

million in fixed costs increase by over $19 million42 to $411.1 million four years 7 

after the 2009 test year. However, there will be no analysis, review, or 8 

procedural step taken to ensure that an increase in costs and in allowed 9 

revenue requirements totaling $19 million has in fact occurred. The Company 10 

has not demonstrated any cost causative link between growth in customers and 11 

the $45.59 target. Note that in PGE’s example the following takes place over 12 

the period 2010 through 2013 as compared with 2009: 1) the number of 13 

customers increases by 4.9%; 2) usage (MWh’s) increases 2.2%; and 14 

3) energy-based annual revenue increases 2.2%. Assuming revenues from 15 

Basic Charges increase at the same rate as customer growth,43 the increase in 16 

the total of energy-based revenue plus Basic Charge revenue is bounded by 17 

2.2% as a lower limit and 4.9% as an upper limit. 18 

                                            
40  This reasoning abstracts from potential special cases resulting from the 2% maximum 

increase limitation on the SNA adjustment in “follow-on” years. 
41  See PGE Exhibit 1208/Kuns–Cody/Page 2. 
42  Note that, in the absence of the proposed SNA mechanism, revenues in PGE’s example 

would increase by $8.5 million; i.e., by the difference between the energy-based revenue 
(column G in PGE’s Exhibit 1208/page 2) of $400,430,556 for 2013 and the $391,959,426 
for 2009. 

43  The only way this would not be true, absent changes to one or both Schedule 7 Basic 
Charges), is if the proportion of three-phase customers to single-phase customers declines 
over this period. 
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   A variant of PGE Exhibit 1208 page 2 was created using a different rate of 1 

annual growth in the number of Schedule 7 customers over the 2010 – 2013 2 

period. (See Staff Exhibit 607: “Schedule 123 Sales Normalization Adjustment, 3 

Staff Example A.”) The (positive) 1.2% per year customer growth rate used by 4 

PGE was replaced with a negative 1.2% per year customer growth rate to 5 

model the impacts this would have on the SNA mechanism. A 6 MWa annual 6 

energy efficiency savings from the prior year was assumed for consistency with 7 

PGE’s assumption.44 8 

   Aside from the declines in both customer-based and energy-based annual 9 

revenues over the 2009 though 2013 period, there was little change as a result 10 

of assuming a different rate of customer growth. Note especially that the Sales 11 

Normalization amount (column H) exhibited little change from the values in 12 

PGE’s example. In short, PGE’s proposed SNA mechanism is not especially 13 

sensitive in terms of the amount of the SNA adjustment to growth or decline in 14 

the number of customers. PGE’s 2013 revenues inclusive of the SNA in this 15 

scenario are, however, $10.8 million45 higher than would be the case without 16 

the SNA mechanism. 17 

   Next, a second variant of PGE’s “Schedule 123, Sales Normalization 18 

Adjustment Example”46 was created. (See Staff Exhibit 608: “Schedule 123 19 

Sales Normalization Adjustment, Staff Example B.”) This variant has the same 20 

                                            
44  See PGE Exhibit 1208/Kuns–Cody/Page 2/Footnote 1. 
45  This is the difference between the $373,487,139 of hypothetical customer-based revenue 

(column G in PGE’s Exhibit 1208/page 2) for 2013 and the $362,671,036 in energy-based 
revenue for 2013 in Staff Exhibit 607. 

46  See PGE Exhibit 1208/Kuns–Cody/Page 2. 
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1.2% annual customer growth as PGE’s Exhibit 1208/Page 2 example. This 1 

variant also assumes the same 6 MWa annual energy efficiency savings from 2 

the prior year, consistent with PGE’s example. Staff Example B differs from 3 

PGE’s example by not assuming constant energy usage per residential 4 

customer prior to the 6 MWa incremental annual savings over the prior year. 5 

Instead, a business cycle or recessionary impact was modeled by assuming 6 

the same constant energy usage per customer used in PGE’s example except 7 

in 2010, where a 3% decline in average use per customer is modeled.47 8 

   The primary result of this variation on PGE’s example is to show that while 9 

the Company’s energy-based revenues decline in 2010 versus 2009, customer-10 

based revenues increase over 2009, resulting in a positive Sales Normalization 11 

adjustment (column G) for 2010. In other words, a recessionary impact on 12 

usage per customer in an environment where customer growth continues could 13 

result in PGE’s revenues increasing under the SNA proposal whereas, absent 14 

the proposal, revenues would decline. It appears that, with the assumption of 15 

1.2% annual customer growth, a decline in usage per customer of less than 4% 16 

would result in attaining the proposed 2% maximum annual rate increase due 17 

to the SNA mechanism; i.e., the SNA mechanism would result in a 2% increase 18 

with the excess over 2% deferred to a future year. 19 
                                            

47  The reduction to 10,368 kWh per customer for 2010 in Staff Exhibit 608 has two 
components. First is the 3% 2010 reduction from the baseline annual usage per customer 
of 10,838.25 kWh as used in PGE’s Exhibit 1208, page 2. This is a reduction of 325 kWh 
per customer. The second reduction, due to two years of 6 MWa annual incremental 
energy savings, is (24 hours x 365 days x 6 MWa x 1,000 kWh’s per MWh x 2 years is 
105,120,000 kWh; divided by the 2010 average annual number of customers of 725,066 
equals approximately) 145 kWh annually per customer. Therefore, the baseline 10,838.25 
kWh per customer, less 3%, less 2 years at 6 MWa energy efficiency savings per year, 
yields the 10,368 kWh per customer for 2010.  
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Q.  PLEASE DISCUSS THE SECOND ISSUE YOU IDENTIFIED. 1 

A. My second issue with PGE’s proposed SNA mechanism involves the concept of 2 

equity: the mechanism shifts the burden of regulatory lag towards ratepayers 3 

and away from shareholders. 4 

  PGE’s second objective for the Company’s decoupling proposal—to 5 

reduce the inequity resulting from existing regulatory structures which have 6 

“utility shareholders absorbing costs while society and customers gain the long-7 

term benefits of expanding energy efficiency efforts”48—can only be viewed as 8 

an issue of equity for those years between new effective rates resulting from 9 

general rate cases. One intended outcome of a general rate case is a “truing-10 

up” of rates, revenues, and costs based on forecasts of customers and usage 11 

levels in a future test year. While the benefits of expanding energy efficiency 12 

efforts is likely a long-term gain for society49 and for PGE customers 13 

collectively,50 it seems clear any inequity suffered by PGE shareholders is not 14 

long-term in that it persists only until the next general rate case; i.e., to the 15 

extent any inequity exists, it could only exist in the “out” years between (the test 16 

years of) general rate cases. 17 

  PGE does not include in the Company’s decoupling proposal any 18 

commitment for periodic general rate case filings. At least two consultants in 19 

the energy regulatory field identify as elements for a “fair and effective” 20 
                                            

48  See PGE Exhibit 100/Piro/Page 18/Line 20-Page 19/Line 2. 
49  In the sense that energy efficiency is perhaps the most cost-effective “resource.” The 

benefit to customers would seem to depend on “who pays” versus “who benefits.” 
Presumably “society” benefits as not all members of society are ratepayers; i.e., a “free 
rider” effect may exist. 

50  While PGE customers may benefit collectively, it seems unlikely that each of PGE’s 
customers necessarily benefit. 
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decoupling mechanism a requirement for scheduled periodic filing of general 1 

rate cases, specifying a frequency of every three to five years.51 As PGE 2 

shareholders are bearing less of the burden of regulatory lag (and customers 3 

bearing more), it seems a reasonable expectation, absent any affirmative 4 

requirement, that general rate cases would be initiated under decoupling no 5 

more frequently than would be the case in the absence of a decoupling 6 

mechanism. As PGE’s proposed SNA mechanism is a new and unproven 7 

mechanism,52 periodic filing of general rate cases would serve to protect both 8 

shareholder and ratepayer. Therefore, I recommend any Commission Order 9 

authorizing an SNA-like decoupling mechanism be accompanied by a 10 

requirement that general rate cases will be filed on a basis that is no less 11 

frequent that every five years. 12 

   PGE’s SNA decoupling proposal would serve to shift the burden of 13 

regulatory lag towards ratepayers and away from shareholders.53 14 

Q. PLEASE DISCUSS THE THIRD ISSUE YOU IDENTIFIED. 15 

A. My third issue with PGE’s proposed SNA mechanism involves the limited 16 

change in actions likely to result from decreasing PGE’s “disincentive.”54 17 

Oregon’s establishment of the Energy Trust of Oregon in 2002 as the 18 

designated provider of energy efficiency promotion and funding for customers 19 

                                            
51  See “Regulatory Barriers to Energy Efficiency;” a presentation to the Minnesota Public 

Utilities Commission by Cheryl Harrington and Jim Lazar; May 24, 2006; page 40. 
52  The SNA mechanism is new and unproven for this utility, in this jurisdiction, with these 

customers. 
53  This would seem to be especially the case in a situation where the customer growth rate 

more than offsets any decline in usage per customer. 
54  See PGE Exhibit 100/Piro/Page 17/Lines 19-21. 
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of PGE and other utilities shifts the responsibility of managing conservation 1 

acquisition from the utility to the Energy Trust. Oregon has been cited as a 2 

model for implementation of a “conservco” entity structurally separated from the 3 

utilities. 55  4 

   A quality “hand-off” or referral from PGE personnel to ETO of customers 5 

seeking energy efficiency is clearly of high value in acquisition of energy 6 

efficiency. PGE claims a change resulting from implementation of the 7 

Company’s proposed SNA mechanism is “…more opportunities for us to 8 

support expanding energy efficiency efforts.”56 The Company, in response to 9 

Staff Data Request No. 352(b),57 which requested the Company “list efforts to 10 

encourage customers to pursue energy efficiency PGE has identified but not 11 

supported since December 31, 2005 through the present due to financial 12 

disincentivization,” identified certain activities proposed in Advice No. 07-25 13 

that were subsequently removed.58 14 

Q. PLEASE DISCUSS THE FOURTH ISSUE YOU IDENTIFIED. 15 

A. My fourth issue has to do with the questionable efficacy of PGE’s objective to 16 

“maintain existing pricing structures for customers, which give price signals that 17 

support energy efficiency efforts.”59 Given PGE’s estimate of short-term price 18 

                                            
55  Harrington and Lazar, op. cit., page 18. Harrington and Lazar position a legislatively-

created, structurally separate “conservco” as an alternative to revenue decoupling 
mechanisms (emphasis added). 

56  See PGE Exhibit 100/Piro/Page 19/Lines 8-9. 
57  Attached as Staff Exhibit 609. 
58  PGE’s list also included $69 thousand in costs related to low-income weatherization 

programs removed by stipulation in UE 180. See PGE’s response to Staff Data Request 
352(b) attached as Staff Exhibit 609. 

59  See PGE Exhibit 100/Piro/Page 17/Lines 21-23. 
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elasticity for residential customers (-0.08) and nonresidential customers 1 

(-0.03),60 the degree to which the existing price structure provides price signals 2 

supportive of energy efficiency efforts is unclear. Use of estimated univariate61 3 

elasticity measures implies constant short-term price elasticity. In other words, 4 

by use of these measures, PGE appears to be implicitly saying the price 5 

elasticity of high usage customers is equal to that of low usage customers. It is 6 

possible high usage customers actually have a lower (in absolute value) price 7 

elasticity of demand, which implies increasing the volumetric rate relative to the 8 

fixed rate in support of energy efficiency efforts may be targeting the wrong end 9 

of the demand function vis-à-vis energy efficiency. 10 

   What is clear is that high usage Schedule 7 and Schedules 32/532 11 

customers are, based on PGE’s cost studies, paying more than cost, while 12 

lower usage customers are paying less than cost;62,63 i.e., a situation exhibiting 13 

vertical inequity. This outcome is conceivably the reason for the current status 14 

of PGE’s pricing structure; i.e., to minimize the impact of rising energy costs on 15 

low usage customers. 16 

                                            
60  See PGE Exhibit 1100/Nguyen/Page 3/Lines 6-10. A price elasticity of -0.08 means, all else 

being equal, if the price of electricity increases 10%, the quantity demanded would decline 
by 0.8%. 

61  A univariate elasticity measure, as used here, means elasticity does not change whether 
the customer is paying a “high price” or a “low price;” i.e., price elasticity is constant for all 
(relevant) prices. 

62  See the discussion in the “How is reduced customer usage detrimental to PGE’s financial 
results?” section (preceding). 

63  This analysis follows from PGE’s embedded cost studies and may have different outcomes 
using forward-looking marginal costs. 
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Q. PLEASE DISCUSS THE FIFTH ISSUE YOU IDENTIFIED. 1 

A. An additional issue I have with PGE’s proposed SNA mechanism concerns 2 

which parties should bear what kind of risks, such as potential under-recovery 3 

of costs between general rate cases as a result of declining usage on a per 4 

customer basis. It is not clear from the PGE-provided data whether usage per 5 

customer is in fact declining for the residential and small nonresidential 6 

customer classes.64 In response to Staff Data Request 347(a),65 PGE provided 7 

usage levels and the number of annual average customers for each of 8 

Schedules 7, 32, 532, and 83 for the period 2004 through 2009, with actual 9 

values for 2004 through 2007 and 2008 on a budget basis.66 The usage data 10 

was not weather-adjusted. From this data and information in PGE Exhibit 1203, 11 

Staff developed a graph of usage per customer for Schedules 7 and the total of 12 

Schedules 32 plus 532 (see Staff Exhibit 611). On this unadjusted-for-weather 13 

basis,67 Schedule 7 actual usage per customer ranged from a low of 10,735 14 

kWh/customer (2005) to a high of 10,965 kWh/customer (2006). PGE’s 2009 15 

test year forecast for Schedule 7 is 10,765 kWh/customer. On the same basis, 16 

usage for the combination of Schedules 32 and 532 ranged from a low of 17 

17,974 kWh/customer (2005) to a high of 18,218 kWh/customer (2007). PGE’s 18 

2009 test year forecast for Schedules 32/532 is 17,931 kWh/customer. 19 

                                            
64  PGE does not include an existing trend of declining usage per customer as a reason for 

proposing the SNA mechanism. 
65  Attached as Staff Exhibit 610. 
66  Note that both 2008 usage data and the number of customers were unavailable for 

Schedule 532. The 2007 actual annual average number of customers for Schedule 532 
was 9, while the same value for Schedule 32 was 82 thousand. 

67  Note that values for 2008 and 2009 are on a forecast basis and are therefore weather-
normalized. See PGE’s response to Staff Data Request 350, attached as Staff Exhibit 612. 



Docket UE 197 Staff/600 
 Storm/27 

 

  Next, Staff developed a graph for Schedule 7 incorporating data supplied 1 

by PGE requesting the same information on a weather-adjusted basis (see 2 

Staff Exhibit 613).68 On a weather-adjusted basis, Schedule 7 usage per 3 

customer ranged from a low of 10,745 kWh/customer (2005) to a high of 11,124 4 

kWh/customer (2004). PGE’s forecast for Schedule 7 in 2009 is 10,765 5 

kWh/customer, or lower than all years but 2005 in the 2004 through 2007 6 

period. 7 

  It is not clear after viewing these two graphs that there is any downward 8 

trend in usage per customer over the 2004 through 2007 period. 9 

   As PGE’s proposed SNA mechanism is of a “make whole” nature for any 10 

declines in usage per customer from a PGE-forecasted comparative value 11 

except weather, revenue variability due to the impact of changing economic 12 

conditions on usage per customer is clearly causation PGE is proposing be 13 

covered. This risk has historically been borne by PGE shareholders, with 14 

recourse in the form of a general rate case, rather than by ratepayers. PGE 15 

shareholders are compensated for this risk through the Company’s authorized 16 

return on equity. Implementation of PGE’s proposed SNA mechanism would 17 

appear to be an obvious shift of risk from shareholders to ratepayers. 18 

                                            
68  Per PGE’s response to Staff Data Request 397, attached as Staff Exhibit 614, weather-

adjusted usage for nonresidential schedules was only available at an aggregation level for 
Secondary Voltage schedules including 15, 32, 38, 47, 49, 83, and 89. The Company’s 
response included “PGE weather-normalizes actual customer consumption based on 
revenue class, not based on its retail schedule as it appears in PGE Exhibit 1203/pages 3 
through 9.” This would seem to beg the question of how, under the proposed SNA 
mechanism, PGE will weather-normalize actual usage for Schedules 32 and 532 on 
individual bases. See PGE Exhibit 1201/Page 43/Special Condition No. 3: “Weather-
normalized energy usage by applicable rate schedule will be determined in a manner 
equivalent to that determination of forecasted loads used to set rates” (emphasis added). 
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Q. WHAT DO YOU RECOMMEND REGARDING PGE’S SALES 1 

NORMALIZATION ADJUSTMENT DECOUPLING PROPOSAL? 2 

A. I recommend the Commission reject PGE’s SNA proposal. 3 

PGE’s Lost Revenue Recovery Proposal 4 

Q. HOW DOES PGE’S PROPOSED LRR MECHANISM WORK? 5 

A. PGE’s proposed Lost Revenue Recovery mechanism (or LRR) would work as 6 

follows: 7 

  First, the Energy Trust of Oregon (ETO) reports to PGE the reduction in 8 

kWh sales resulting from Energy Efficiency Measures (EEMs) “implemented 9 

during the prior calendar years attributable to EEM funding incremental to 10 

Schedule 108.”69,70 11 

  Next, the reduced kWh sales are “adjusted for EEM program kWh savings 12 

incorporated into the test year load forecast used to determine base rates.”71 13 

 Then PGE multiplies the ETO-supplied and PGE-adjusted kWh sales 14 

reductions by “the weighted average of applicable retail base rates72 (the Lost 15 

                                            
69  See PGE Exhibit 1201/Kuns–Cody/Page 40. 
70  Schedule 108 is PGE’s Public Purpose Charge. Incremental energy efficiency funding 

incremental to Schedule 108 is defined as energy efficiency funding through PGE’s 
Schedule 109, which was recently approved by the Commission. See PGE Exhibit 
1200/Kuns–Cody/Page 30/Lines 4-7. 

71  See PGE Exhibit 1201/Kuns–Cody/Page 40. Note that “lost revenues” could be negative for 
test year 2009, as PGE has incorporated into usage volumes an estimate of the reduction 
in usage as a result of Schedule 109 funding. This would be the outcome should actual 
energy savings be less than the estimated savings incorporated within the forecast. See 
PGE Exhibit 1200/Kuns–Cody/Page 30/Lines 15-18. 

72  Where “(a)pplicable base rates for nonresidential customers are defined as the schedule 
weighted average of transmission, distribution, and fixed generation charges including 
those contained in Schedules 120 and 122” with Schedules 32 and 532 excluded from the 
calculation. System usage charges are adjusted to include only the recovery of Trojan 
Decommissioning expenses and the Customer Impact Offset (CIO). See PGE Exhibit 
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Revenue Rate).” PGE proposes this rate to be 3.520¢ per kWh for 2009 based 1 

on the Company’s proposed 2009 test year revenue requirement. 2 

  Next, the resulting “lost revenue” is accumulated in a balancing account 3 

separate from the proposed SNA balancing account and accrues interest at 4 

PGE’s authorized rate of return. 5 

   Finally, PGE submits to the Commission by April 1 of the following year 6 

proposed Schedule 123/LRR rates to be effective on June 1st of the submittal 7 

year based on the amounts in the LRR balancing account as of the end of the 8 

prior calendar year. PGE proposes to include work papers supporting the 9 

Schedule 123/LRR rate and indicate the status of the balancing account with 10 

the submittal. 11 

Q. WHICH COSTS ARE COVERED BY THE LRR MECHANISM? 12 

A. PGE’s proposed LRR mechanism would cover revenues associated with 13 

coverage of costs for fixed generation (including Schedule 120, the Biglow 14 

Canyon I adjustment, and Schedule 122, the Renewable Resources Automatic 15 

Adjustment Clause); transmission (including ancillary services); and distribution 16 

(including costs for Trojan Decommissioning and the Customer Impact Offset). 17 

Q. WHAT ISSUES HAS STAFF IDENTIFIED WITH PGE’S PROPOSED LRR 18 

MECHANISM? 19 

A. PGE’s LRR mechanism, as proposed, does not link a reduction in revenue due 20 

to energy savings resulting from Schedule 109 funding directly back to the 21 
                                                                                                                                       

1201/Kuns–Cody/Page 40. Schedule 120 is the Biglow Canyon I Adjustment and Schedule 
122 is the Renewable Resources Automatic Adjustment Clause. 
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specific customer schedule having reduced usage. Instead, PGE uses the 1 

“weighted average” approach; calculating an average transmission and 2 

distribution rate weighted by each schedule’s cycle megawatt hours of usage 3 

(result: 15.91 mills/MWh), then calculating an average fixed generation rate 4 

weighted by each schedule’s cycle megawatt hours of usage (result: 19.29 5 

mills/MWh), then adding the two: 15.91 + 19.29 = 35.20 mills/MWh, or 3.520¢ 6 

per kWh. 7 

  Adding transmission and distribution plus fixed generation revenues by 8 

schedule, then dividing each schedule’s result by the schedule’s usage reveals 9 

a wide range of LRR rates. Schedule 89-P (primary) has the lowest rate, at 10 

2.873¢ per kWh, and Schedule 15 (Outdoor Lighting) has the highest, at 11 

13.904¢ per kWh.73 It would seem “a kilowatt hour is not necessarily a kilowatt 12 

hour” when viewed on a revenue recovery basis across a variety of schedules. 13 

For this reason, the LRR rate development of PGE’s proposed LRR does not 14 

follow cost causation. 15 

  An additional issue I have with PGE’s proposed LRR is the lack of 16 

“breadth.” Whereas an issue I had with PGE’s proposed SNA mechanism was 17 

one of excessive “depth” in that it covered revenue shortfalls for essentially 18 

everything but weather, the LRR mechanism would be more comprehensive 19 

with the inclusion of Schedule 7 (residential) and Schedules 32/532 (small 20 

nonresidential) customers. 21 

                                            
73  The foregoing results, as well as PGE’s proposed LRR rate of 3.520¢ per kWh, are derived 

from data in PGE’s response to Staff Data Request 198 (file “Ratespread09GRC” tab 
“commercial LRR”). 
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  A final issue I have with PGE’s proposed LRR mechanism concerns the 1 

proposed tariff language pertaining to the LRR. I feel the proposed tariff 2 

language could be modified to more clearly indicate the “ratcheting” outcome of 3 

a general rate case as applied to PGE’s proposed LRR mechanism. In other 4 

words, the outcome of a general rate case, in which revenues, costs, and rates 5 

are “trued-up,” should result in reestablishing the LRR rates to 0.000¢ per kWh. 6 

This would seem to be PGE’s intent with the following proposed Schedule 123 7 

tariff language: 8 

 “When base rates are adjusted in the future as a result of a general 9 

rate review, the test year load forecast used to determine new base 10 

rates will reflect all energy efficiency kWh savings that have been 11 

previously achieved. The cumulative kWh savings are eligible for 12 

Lost Revenue Recovery until new base rates are established as a 13 

result of a general rate review; the kWh base is then reset to equal 14 

the amount of kWh savings that accrue from EEMs following an 15 

adjustment in base rates.”74 16 

Q. WHAT IS THE ALTERNATIVE TO PGE’S PROPOSED SNA AND LRR 17 

MECHANISMS THAT YOU PROPOSE? 18 

A. I propose an EERR (Energy Efficiency Revenue Recovery) mechanism 19 

as an alternative to both PGE’s proposed SNA and LRR mechanisms. 20 

The EERR mechanism would be broader in scope than PGE’s proposed 21 

                                            
74  See PGE Exhibit 1201/Kuns–Cody/Page 40. 
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LRR mechanism by inclusion of Schedule 7 and Schedules 32/53275 1 

customers omitted from PGE’s proposed LRR, but not be as “deep” or 2 

all-inclusive of usage reduction causality as PGE’s proposed SNA 3 

mechanism. Like the LRR, it would only apply to the energy efficiency 4 

kWh savings realized due to ETO funding through PGE’s Schedule 109. 5 

It would also not apply to nonresidential customers whose load 6 

exceeded 1.0 MWa at a Point of Delivery during the prior calendar year 7 

or to those nonresidential customers who qualify as a Self-Directing 8 

Customer.  9 

  A feature I propose for incorporation into an EERR mechanism 10 

would be the development of schedule-specific EERR rates, such that 11 

each rate class would pay for energy efficiency “lost revenues” 12 

generated by the rate class through Schedule 109 ETO funding. This 13 

formalizes an “equity partition”76 and presumably side-steps any 14 

question as to whether and how ETO will optimize Schedule 109 15 

funding.77 16 

                                            
75  The May 12, 2008 Staff Report of Lori Koho, attached as Staff Exhibit 615, stated 60% of 

Schedule 109 funding is targeted at the commercial sector based on an analysis by PGE 
and ETO. This sector is understood to be composed of Schedules 32/532 customers as 
well as Schedules 83/483/583 customers. See page 3 of the Staff Report. 

76  If the rate spread outcome of a general rate case is equitable between rate classes, then a 
charge-back mechanism based on the rate spread outcome would also appear to be 
equitable. While this is a second-best solution, in a medium-term timeframe (i.e., between 
general rate cases), induced distortions should not become overly large. 

77  Similar to a capital budgeting exercise, ETO should optimize funding by some measure of 
cost-benefit such as Net Present Value analysis. While this may in fact be intended with 
Schedule 109 funding, to my knowledge there does not exist direct oversight of ETO 
deployments by the Commission. 
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   Additionally, I propose balances in the various balancing accounts 1 

accrue interest at PGE’s Commission-authorized rate for deferred 2 

accounts. 3 

Q. WHAT DO YOU RECOMMEND REGARDING PGE’S LOST REVENUE 4 

RECOVERY MECHANISM PROPOSAL? 5 

A. I recommend the Commission reject PGE’s LRR proposal. 6 

Q. DOES THIS CONCLUDE YOUR DIRECT TESTIMONY? 7 

A. Yes. 8 
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