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

ADDRESS. 2 

A. My name is Linnea Wittekind.  I am a Senior Financial Analyst in the Energy – 3 

Rates, Finance, and Audit section of the Public Utility Commission of Oregon.  4 

My 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 Exhibit Staff/101. 9 

Q. WHAT IS THE PURPOSE OF YOUR TESTIMONY? 10 

A. I am the revenue requirements summary witness for the Public Utility 11 

Commission of Oregon Staff (Staff) in this proceeding.  As such, I introduce 12 

and summarize the Staff-sponsored adjustments to Portland General Electric’s 13 

(“PGE” or “Company”) filing in this docket, identified as UE 262.  Second, I 14 

provide some detail regarding the partial settlement reached in principal with 15 

Portland General Electric, as well as Citizens’ Utility Board of Oregon (CUB), 16 

Industrial Customers of Northwest Utilities (ICNU), Fred Meyer Stores and 17 

Quality Food Centers, divisions of The Kroger Co. (Kroger), and City of 18 

Portland.   19 

Q. PLEASE PROVIDE A LIST OF STAFF WITNESSES, EXHIBIT NUMBERS, 20 

AND THE SUBJECTS THAT EACH ADDRESSES. 21 

  22 



Docket UE 262 Staff/100 
 Wittekind/2 

 

A. The following Staff witnesses provide opening testimony: 1 

Witness Exhibit Subject(s) 
Wittekind 100 Revenue Requirement 

Bahr 200 Pensions 

Compton 300 Direct Access 

Kaufman 400 Decoupling (SNA) 

 

Q. IS THERE A DIFFERENCE BETWEEN THE REVENUE REQUIREMENT 2 

REQUESTED BY PGE AND THE AMOUNT STAFF PROPOSED? 3 

A. Yes.  To summarize, PGE requested an increase to revenue requirement 4 

related to base rates (excluding power costs) of approximately $104.8 million. 5 

Staff proposed seventeen adjustments that would lower PGE’s request to 6 

increase revenue requirement and identified several other issues with PGE’s 7 

filing.  The details related to Staff’s proposed adjustments are described in the 8 

following testimony.   PGE’s actual level of request is affected by the partial 9 

stipulation reached on many of the Staff adjustments and hence is slightly 10 

different (lower) than the $104.8 million.  The exact values will be included in 11 

testimony supporting the partial stipulation and some values will be revised as 12 

information to be used in the docket becomes available throughout the year. 13 

Q. HOW IS YOUR TESTIMONY ORGANIZED? 14 

A. My testimony is divided into three parts: 15 

Part I explains the partial settlement. 16 

Part II introduces the adjustments proposed by other Staff witnesses. 17 

Part III addresses Senate Bill 967. 18 
  19 
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PART I – EXPLANATION OF PARTIAL SETTLEMENT 1 

Q. PLEASE PROVIDE A LIST OF STAFF’S ADJUSTMENTS BELOW. 2 

A. The table below provides an item number for each staff Adjustment, the initials 3 

of the Staff witness sponsoring the adjustment, and  a notation whether the 4 

issue has been resolved through settlement. 5 

S-0 MM   Rate of Return    (Settled)
      

S-1 PR   Other Revenue   (Settled)

      

S-2 PR   Uncollectibles   (Settled)

       

S-3 MG   Working Cash   (Settled)

      

S-4 Juliet J.   Advertising   (Settled)

      

S-5 Juliet J.   Research & Development   (Settled)
      

S-6 JC   Other Revenue - Transmission   (Settled) 

      

S-7 Judy J.   Customer Engagement Transformation Costs   (Settled)
    

S-8 Judy J.   Stock Issuance Fees   (Settled)

      

S-9 Judy J.   IT O&M   (Settled)

    

S-10 Judy J.   Removal of UM 1645   (Settled)

    

S-11 JO   Rate Base Reduction   (Settled)
    

S-12 LW   Wages & Salaries   (Settled)
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S-13 LW   Various A&G   (Settled)
      

S-14 PB   Fee Free Bank Card Costs   (Settled)

    

S-15 Juliet J.   RC 841 Environmental Services   (Settled) 

  

  

      

S-16 LW Tax Deduction for Interest (FIT / SIT) (Settled) 

  

 

    

S*     Adjustment due to rounding    

            
 

Q. ARE THERE OTHER OUTSTANDING ISSUES THAT HAVE NOT BEEN 1 

SETTLED.  2 

A. Yes, Staff identified six outstanding issues following the June 3, 2013 3 

settlement conference.  The issues were: Pensions, Rate Spread / Rate 4 

Design, Load Forecast, SNA Fixed Charge Revenue Calculation (“Decoupling 5 

SNA”), Fee Free Bank Card Costs and Direct Access.  Of the five, Rate Spread 6 

/ Rate Design, Fee Free Bank Card Costs and Load Forecast have been 7 

settled in principal.  The remaining issues will be addressed through testimony.  8 

Q.  PLEASE IDENTIFY WHICH REVENUE REQUIREMENT ADJUSTMENTS 9 

HAVE BEEN SETTLED. 10 

A. Staff adjustments S-0 through S-16 were settled in principal. 11 

Q. WHICH PARTIES AGREED TO THE SETTLEMENT. 12 

A. PGE, CUB, ICNU, Kroger and City of Portland as well as Staff have agreed to 13 

the settlement in principal.    14 

Q. HAS A FORMAL SETTLEMENT AGREEMENT BEEN FILED. 15 
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A. No, prior to the June 14, 2014 filing deadline for Staff opening testimony a 1 

formal settlement agreement has not been filed. However, one is currently 2 

being drafted by the parties.   3 

PART II - INTRODUCTION OF STAFF WITNESSES 4 

Q. PLEASE IDENTIFY THE STAFF WITNESS FOR PENSIONS. 5 

A. In Staff Exhibit 200, Staff witness Brian Bahr provides an explanation of Staff’s 6 

position regarding PGE’s request for authorization to set up a balancing 7 

account to track differences between forecasted and actual pension expense 8 

and return on cash contributions made in excess of Financial Account 9 

Statement (FAS) 87.   10 

Q. PLEASE IDENTIFY THE STAFF WITNESS FOR DIRECT ACCESS. 11 

A. In Staff Exhibit 300, Staff witness George Compton provides an explanation of 12 

Staff’s position regarding Direct Access.  Staff is proposing major prospective 13 

alterations to the long-term direct access policies and tariff (i.e., Schedule 129) 14 

of PGE.  Most notably, Staff is proposing a five-year notice period for either 15 

leaving or returning to PGE generation cost of service rates.  Staff also 16 

supports spreading Schedule 129 offset revenues to all customers on an 17 

ongoing basis. 18 

Q. PLEASE IDENTIFY THE STAFF WITNESS FOR DECOUPLING (SNA). 19 

A. In Staff Exhibit 400, Staff witness Dr. Lance Kaufman provides Staff’s position 20 

regarding PGE’s request to indefinitely extend Schedule 123.  Staff 21 

recommends that that the fixed per customer revenue calculations be modified 22 
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and improved to accurately reflect the pattern of declining usage for new 1 

connections, and that the modified Schedule be extended through 2016. 2 

PART III – SENATE BILL 967 3 

Q. WHAT ACTION(S) DOES STAFF TAKE TO ENSURE COMPLIANCE WITH 4 

SENATE BILL 967. 5 

A. Staff ensures compliance with Senate Bill (SB) 967 (2011) through a series of 6 

data requests and Staff analysis.  In UE 262, Staff issued Standard Data 7 

Request Nos. 123 – 127 which together address the areas of concern identified 8 

in Commission Order No. 12-130.   9 

Q. DOES THIS CONCLUDE YOUR DIRECT TESTIMONY? 10 

A. Yes. 11 
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WITNESS QUALIFICATION STATEMENT 
 

 
NAME: Linnea Wittekind    
 
EMPLOYER: Public Utility Commission of Oregon 
 
TITLE: Senior Financial Analyst,  
 Energy – Rates, Finance, and Audit Division  
 
ADDRESS: 550 Capitol Street NE Suite 215, Salem, Oregon 97301-2115. 
 
EDUCATION: B.S.    Western Oregon University    
                    Major: Business with focus in Accounting  
         Minor: Entrepreneurship  
  
EXPERIENCE: Since November 2009, I have been employed by the Public Utility 

Commission of Oregon.  Responsibilities include research, analysis 
and recommendations on a wide range of cost, revenue and policy 
issues for electric and natural gas utilities.  I have provided 
testimony in UE 215, UE 233, UG 221, and UE 246 and have filed 
comments in LC 50 and UI 314.  I have also reviewed and analyzed 
a number of energy efficiency tariff filings.  I’ve written several public 
meeting memos summarizing my analysis of the energy efficiency 
tariff filings.  I have performed operational audits of NW Natural, 
Cascade Natural Gas, and Portland General Electric as well as 
assisted in an operational audit PacifiCorp.  Recently I’ve completed 
an audit regarding gas accounting best practices. 

 
    Through the Public Utility Commission of Oregon, I am a member of 

the NARUC Staff Subcommittee on Accounting & Finance.   
 
    I’ve attended a number of trainings which include, The Basics 

through the Center for Public Utilities, New Mexico State University, 
Best Practices in an Era of Renewables and Reduced Emissions 
through EUCI as well as Benchmarking the Performance of Electric 
and Gas Distribution Utilities also through EUCI.  I’ve also attended 
the Advanced Regulatory Studies Program through the Institute of 
Public Utilities at Michigan State University. 

 
    From July 2005 to November 2009, I worked as a Tax Auditor for the 

Oregon Department of Revenue.  In enforcement of tax laws, rules and 
regulations, I performed income tax audits of individual tax payers and 
small businesses.  Additionally I prepared cost analysis of tax credits 
and measures.  I also represented the department before the Oregon 
Tax Court for tax deficiency appeals.      
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Q. PLEASE STATE YOUR NAME, OCCUPATION, AND BUSINESS 1 

ADDRESS. 2 

A. My name is Brian Bahr.  I am a Senior Utility Analyst in the Energy - Rates, 3 

Finance, & Audit Section of the Oregon Public Utility Commission.  My 4 

business address is 550 Capitol Street NE Suite 215, Salem, Oregon 97301.   5 

Q. PLEASE DESCRIBE YOUR EDUCATIONAL BACKGROUND AND WORK 6 

EXPERIENCE. 7 

A. My Witness Qualification Statement is found in Exhibit Staff/201. 8 

Q. WHAT IS THE PURPOSE OF YOUR TESTIMONY? 9 

A. The purpose of my testimony is to address PGE’s request for authorization to 10 

set up a balancing account to track differences between forecasted and actual 11 

pension expenses and return on cash contributions made in excess of those 12 

recognized by Statement of Financial Accounting Standard No. 87 (FAS 87).1  13 

Since 1986, the Commission has allowed each utility to recover in rates its 14 

forecasted pension expense based on actuarial calculations of the utility’s “Net 15 

Periodic Pension Cost,” using the standards established by FAS 87.2  PGE is 16 

now asking to recover in rates, in addition to its FAS 87 expense, the financing 17 

costs of cash contributions PGE has made in excess of its pension expense.   18 

Q. WHAT EFFECT DOES THE COMPANY’S PROPOSED PENSION COST 19 

BALANCING ACCOUNT HAVE ON RATES IN THIS CASE? 20 

A. PGE asserts that under the FAS 87 methodology, the 2014 test year pension 21 

expense included in revenue requirement would be $36.5 million 22 

                                            
1 See PGE/500, Barnett-Bell-Jaramillo/30-32. 
2 See Order No. 12-437 at 14. 
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(approximately $23.6 million after capitalization).3  The pension cost balancing 1 

account PGE is proposing would include recovery of $19.8 million, amortized 2 

over a 15-year period.  If the Commission approves the proposed pension cost 3 

balancing account, PGE asserts its revenue requirement in the 2014 test year 4 

would decrease by $14.5 million.4  Regarding PGE’s contributions to pensions 5 

in excess of recoverable FAS 87 expense, PGE is not requesting a return of 6 

this amount.5       7 

Q. IS THERE ANOTHER DOCKET CURRENTLY OPEN THAT ADDRESSES 8 

THE TREATMENT OF PENSION COSTS? 9 

A. Yes, Docket No. UM 1633, which is an investigation into the treatment of 10 

pension costs in utility rates, is currently open.  This docket resulted from Order 11 

No. 12-408, issued by the Commission in a recent general rate case, Docket 12 

No. UG 221.  Docket No. UM 1633 is a generic investigation intended to 13 

address the treatment of pension expenses in utility rates for all energy 14 

companies in Oregon.    15 

Q. DOES PGE RECOGNIZE THAT ITS PROPOSAL FOR TREATMENT OF 16 

PENSION COSTS IN THIS CASE MAY BE AFFECTED BY THE 17 

PROGRESS AND RESULTS OF DOCKET NO. UM 1633? 18 

A. Yes, the Company states in its opening testimony: 19 

Q:  Will the generic pension proceeding (Docket No. UM 1633) 20 
inform the type of recovery PGE will receive in this general rate 21 
case proceeding? 22 
 23 

                                            
3 See lines 14-15 of UE 262/PGE/500, Barnett-Bell-Jaramillo/28. 
4 See lines 12-21 of UE 262/PGE/500, Barnett-Bell-Jaramillo/30. 
5 See lines 18-22 of UE 262/PGE/500, Barnett-Bell-Jaramillo/31. 
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A:  Possibly.  In NW Natural’s most recent rate case, the 1 
Commission called for a generic proceeding for Oregon utilities to 2 
evaluate pension cost recovery (Order No. 12-408, p. 5).  Should 3 
the generic proceeding be completed during this proceeding its 4 
outcome could be incorporated.6 5 
 6 

Q. WHAT IS STAFF’S POSITION REGARDING THE COMPANY’S 7 

PROPOSED PENSION COST BALANCING ACCOUNT? 8 

A. Staff is currently working with the Company, intervenors, and other Oregon 9 

utilities to determine the potential effects of various ratemaking methodologies 10 

for pension costs.  As the analysis is still incomplete, Staff does not have any 11 

recommendations at this time regarding recovery of pension costs.      12 

Q. IS STAFF PROPOSING THAT CURRENT COMMISSION TREATMENT OF 13 

PENSION COSTS BE CONTINUED UNTIL COMPLETION OF DOCKET 14 

NO. UM 1633? 15 

A. No, Staff may be amenable to a change in the treatment of recovery of pension 16 

costs in this docket.  However, as this complex issue is still under analysis, 17 

Staff does not have a recommendation at this time.      18 

Q. DOES STAFF PROPOSE AN ADJUSTMENT AT THIS TIME REGARDING 19 

PGE’S PROPOSED PENSION COST BALANCING ACCOUNT? 20 

A. No, Staff does not propose an adjustment at this time, but emphasizes that an 21 

adjustment may be proposed in later rounds of testimony.   22 

Q. DOES THIS CONCLUDE YOUR DIRECT TESTIMONY? 23 

A. Yes. 24 

                                            
6 See lines 1-6 of UE 262/PGE/500, Barnett-Bell-Jaramillo/32. 
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WITNESS QUALIFICATION STATEMENT 
 

 
NAME:  BRIAN BAHR 
 
EMPLOYER:  PUBLIC UTILITY COMMISSION OF OREGON 
 
TITLE: FINANCIAL ANALYST, CORPORATE ANALYSIS AND WATER 

REGULATION 
 
ADDRESS: 550 CAPITOL ST. NE SUITE 215, SALEM, OR  97308-2115 
 
EDUCATION: Bachelor of Science, Accountancy, Brigham Young University, 

Provo UT   
 
EXPERIENCE: Employed with the Oregon Public Utility Commission from March 

2011 to present, currently serving as Senior Utility Analyst in the 
Rates, Finance, & Audit Section of the Energy Division.  

 
 Employed by Modern Seouf Plastics in Alexandria, Egypt as a 

Managerial Intern from January 2010 to June 2010.  Assisted in 
variety of duties including supervision of production facilities and 
staff, market analysis, budget forecasting, sales, and office 
administration. 

 
Employed by PricewaterhouseCoopers LLP in New York City as a 
Financial Assurance Associate from October 2007 to November 
2009.  Performed audits of various financial institutions, including 
investment banks, hedge funds, and insurance companies. 

 
 Employed by TESRA, SA in Antofagasta, Chile as a Project 

Management Assistant from September 2005 to April 2006.  
Assisted in design process and implementation of rail road crossing 
and other civil engineering projects. 
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DIRECTTESTIMONY.6.07 

INTRODUCTION AND SUMMARY 1 

Q. PLEASE STATE YOUR NAME, OCCUPATION, AND BUSINESS 2 

ADDRESS. 3 

A. My name is George R. Compton.  I am a Senior Economist, employed in the 4 

Rates, Finance, and Audit Section of the Energy Division of the Public Utility 5 

Commission of Oregon (OPUC or Commission).  My business address is 550 6 

Capitol Street NE Suite 215, Salem, Oregon 97301-2551.  I represent the 7 

OPUC staff (Staff) in this docket regarding the subjects of rate spread and rate 8 

design.1 9 

Q. PLEASE DESCRIBE YOUR EDUCATIONAL BACKGROUND AND WORK 10 

EXPERIENCE. 11 

A. My Witness Qualification Statement is found as Exhibit Staff/301. 12 

Q. WHAT IS THE PURPOSE OF YOUR TESTIMONY? 13 

A. I will be presenting Staff’s position on the single topic related to rate-14 

spread/rate-design that was not settled by the parties at the conference held 15 

for that purpose on June 6, 2013. 16 

Q. WHAT IS THAT TOPIC? 17 

A. It has to do with the pricing and other key policies relating to the “Minimum Five 18 

Year Opt-Out” segment of PGE’s large customer Long-Term Direct Access 19 

program.  20 

                                            
1 “Rate spread” refers to the assignment of respective portions of the overall utility revenue 
requirement to the various customer schedules.  “Rate design” refers to the individual tariff pricing 
components which combine to recover the customer schedules’ assigned revenue targets. 
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DIRECTTESTIMONY.6.07 

Q. PLEASE BRIEFLY DESCRIBE PGE’S LARGE CUSTOMER LONG-TERM 1 

DIRECT ACCESS PROGRAM? 2 

A. In our regulated utility context, direct access customers are those who arrange 3 

to take a specified portion of their generation from some third-party source(s).  4 

Because the utility delivers that power to these customers, they continue to pay 5 

standard-tariff customer and distribution charges.  Direct access customers 6 

also make payments, labeled the “Transition Cost Adjustment,” under Schedule 7 

129.   The primary role of that “adjustment” is to make up for the fixed 8 

generation revenues that are lost owing to the direct access customers’ 9 

departure from standard, cost-of-service status. The goal of the latter charge is 10 

to prevent the direct access service from being a burden to the other customers 11 

of PGE owing to the Company’s having taken on fixed cost obligations under 12 

the expectation of being required to serve loads at a level including what came 13 

to be lost due to direct access. Full cost recovery would entail the remaining 14 

customers’ having to bear costs that otherwise would have been borne by the 15 

direct access loads.    16 

Q. YOU MENTIONED THE “MINIMUM FIVE YEAR OPT-OUT” SEGMENT OF 17 

THE SUBJECT DIRECT ACCESS PROGRAM.  WHAT IS ITS RELEVANCE?  18 

A. Under the “Minimum Five Year Opt-Out” program, for five full years the 19 

customer pays the transition adjustment fees as applicable to the loads being 20 

supplied by the third-party provider.  The five year transition period is to allow 21 

PGE to adjust its generation portfolio to reflect the reduction in generation 22 

sales.  After the period of five years from having given notice of its intention to 23 
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DIRECTTESTIMONY.6.07 

fully withdraw as a generation customer, the direct access customer no longer 1 

is charged any transition fees.   2 

Q. IN REVIEWING PGE’S DIRECT TESTIMONY IN THIS DOCKET I DON’T 3 

RECALL DIRECT ACCESS BEING MENTIONED AS A MATTER OF 4 

INTEREST OR CONCERN.   IS THAT CORRECT?  5 

A. Yes.  Staff is raising the issue due to some concerns on our part with PGE’s 6 

direct access policies2 and tariff.  In as much as PGE’s rates are now being 7 

reviewed pursuant to the general rate case, this is an appropriate time to be 8 

considering how the direct access transition fees should be set in the future, and 9 

how the revenues from those fees should be spread among the various 10 

customer schedules.  I also note that UE-267, a PacifiCorp docket, is also 11 

addressing this topic, motivated by the fact that PacifiCorp does not currently 12 

have the equivalent of PGE’s long-term opt out tariff.  Not surprisingly, Staff is, 13 

or will be, proposing sound and consistent direct access policies for both 14 

companies.   15 

Q. HOW DO YOU PROPOSE TRANSITION CHARGES BE ESTABLISHED 16 

DURING THE FIVE YEAR OPT-OUT/NOTIFICATION PERIOD PRIOR TO 17 

CUSTOMERS LEAVING PGE GENERATION SERVICES ALTOGETHER? 18 

 A. The transition charges would be based on a comparison of market prices with 19 

rates based upon the then-current Commission-approved generation revenue 20 

requirement.  The rationale and explanation for how this departs from the 21 

current PGE practice will be explained later in this testimony. 22 

                                            
2   The policies were a product of negotiation.  As indicated later in this testimony, PGE also has 
concerns regarding its direct access tariff and underlying policies,  
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Q. WOULD YOU PLEASE SUMMARIZE YOUR CONCERNS AND 1 

RECOMMENDATIONS REGARDING THE FIVE-YEAR OPT-OUT SEGMENT 2 

OF PGE’S LONG-TERM DIRECT ACCESS PROGRAM? 3 

A. They are as follows: 4 

1.  It is questionable whether Schedule 129, the long-term Direct Access tariff  5 

that is now in effect, fully captures the fixed generation costs that are 6 

“stranded” owing to the departure of the direct access loads. Staff is asking 7 

that Schedule 129 be revised. 8 

2.  Given that the burden or benefits of direct access are borne across the 9 

entire range of customer schedules, the Schedule 129 revenues, be they 10 

positive or negative, should be spread across all schedules, not just to 11 

Schedules 85 and 89 as per the current practice. 12 

 3.  Schedule 129, is overly complex and cumbersome. Rather than rate 13 

uniformity, the direct access customers pay different rates depending upon 14 

when they enrolled in the five-year opt-out program.  Staff believes that 15 

direct access customers on the minimum five-year program, i.e., regardless 16 

of when they enrolled, should pay the same loss-adjusted transition fees 17 

applicable for that year.   18 

4.  The current practice of setting the Schedule 129 rates five years in advance 19 

necessarily entails a loss of accuracy in projecting the market price 20 

component of the transition fees.  Staff proposes that the market price 21 

component be updated annually, with the fixed-cost component being 22 

updated in conjunction with general rate cases.   23 
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5.  The current required number of years of advanced return notification – two – 1 

seems inordinately small in view of the lead times required for a utility to 2 

most efficiently acquire the resources necessary to accommodate 3 

substantially increased loads.  Staff is recommending a minimum of five 4 

years advanced notification by a direct access customer prior to its being 5 

allowed to return to full cost-of-service status. 6 

6.  The limits, both annual and cumulative, that are now placed upon how much 7 

load may be converted to direct access status may, conservatively, be too 8 

low. 9 

Q. YOUR FIRST SUMMARY ITEM INDICATED THAT IT IS “QUESTIONABLE 10 

WHETHER THE LONG-TERM DIRECT ACCESS TARIFF, SCHEDULE 129, 11 

FULLY CAPTURES THE FIXED GENERATION COSTS THAT ARE 12 

‘STRANDED’ OWING TO THE DEPARTURE OF THE DIRECT ACCESS 13 

LOADS.”  UPON WHAT BASIS DO YOU MAKE THAT CLAIM?  14 

A. PGE’s response to Staff Data Request No. 310, which asked for PGE to 15 

estimate its “stranded fixed generation costs” for the five years following 2014, 16 

showed a levelized five-year figure of $33/MWh.   That amount is considerably 17 

above the values contained in PGE’s Schedule 129. 18 

Q. I NOTE FROM THE SECOND PARAGRAPH OF PGE’S RESPONSE TO THE 19 

JUST-CITED DATA REQUEST THAT: 1) THE COMPANY INTENDS TO ADD 20 

EXPENSIVE NEW RESOURCES TO ITS PORTFOLIO SOON AFTER THE 21 

END OF THE TEST PERIOD FOR THIS CASE, AND THAT: 2) THOSE 22 

RESOURCES ARE INCLUDED AS PART OF PGE’S $33/MWh STRANDED 23 
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COST ESTIMATE.  WHAT IF THOSE RESOURCES WERE NOT BROUGHT 1 

ON BOARD, PARTLY DUE TO A SHIFT OF LOAD AWAY FROM COST-OF-2 

SERVICE AND OVER TO DIRECT ACCESS.  WHAT WOULD HAPPEN TO 3 

THE FIXED GENERATION COST ESTIMATE IN THAT EVENT? 4 

A. Leaving the fixed generation revenue requirement at the indicated UE 262 level 5 

of $438.4 million leaves the estimate still above $22/MWh, which again is well 6 

above the average of the values shown in the current Schedule 129 tariff.  And 7 

I must add that given the standard lead times and long-term commitments for 8 

major generation units, and given the requirement of the utility to meet all 9 

qualifying demands on a cost-of-service basis, one can’t arbitrarily drop 10 

resources from a cost estimate based upon speculation regarding what loads 11 

may or may not materialize.   12 

Q. YOUR SECOND SUMMARY POINT WAS TO SAY THAT THE SCHEDULE 13 

129 REVENUES, BE THEY POSITIVE OR NEGATIVE, SHOULD BE 14 

SPREAD ACROSS ALL SCHEDULES, NOT JUST SCHEDULES 85 AND 89 15 

– BECAUSE THE BURDEN OR BENEFITS OF DIRECT ACCESS ARE 16 

BORNE ACROSS THE ENTIRE RANGE OF CUSTOMER SCHEDULES.  ON 17 

WHAT BASIS DO YOU MAKE THE CLAIM ABOUT THE BURDEN/BENEFIT 18 

NOT BEING LIMITED TO SCHEDULES 85 AND 89?  19 

A. I make that claim on the basis of the way PGE’s generation costs are initially 20 

allocated – i.e., on the basis of the cost-of-service schedules’ respective 21 

proportional shares of the total of the cost-of-service loads.  The direct access 22 
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loads receive none of this initial allocation.3  If, due to direct access, the sum of 1 

the cost-of-service loads goes down while costs (i.e., fixed generation costs) 2 

remain the same, then all the cost-of-service rate schedules’ will see an 3 

increase in their generation revenue requirement commensurate with their 4 

increased proportional share of the loads.4  The revenue requirement increases 5 

translate to price/rate increases. 6 

         PGE makes a similar point regarding the general nature of the cost shifts 7 

on page Cody–Macfarlane/6, lines 4-10 of UE262/PGE/1500.  Also, the 8 

response to part b) of Staff’s Data Request No. 311 is as follows: 9 

From PGE’s perspective, the opportunity for customers to permanently 10 
leave COS [i.e., cost-of-service] on an annual basis gives participants the 11 
opportunity to shift costs to non-participants.  This cost shift is 12 
accomplished by the re-spreading of fixed generation costs to non-13 
participants…. 14 
 15 

       To reiterate this second point, it is Staff’s proposal to spread the Schedule 16 

129 revenues across all cost-of-service schedules so as to attempt to 17 

neutralize the noted price increases.5 18 

Q. YOUR THIRD SUMMARY POINT REFERS TO SCHEDULE 129 BEING 19 

OVERLY COMPLEX AND CUMBERSOME.  WHAT DO YOU HAVE IN MIND?  20 

A. Please refer to Exhibit Staff/302, which is a copy of page two of Schedule 129. 21 

Note mainly that every enrollment year in which a customer/load enters direct 22 

access gets its own set of five-year “Transition Cost Adjustments.”   23 

                                            
3   A de facto allocation comes through Schedule 129. 
4   The numerator component of each of the cost-of-service schedule’s proportion will have remained 
the same while the denominator will have shrunk. 
5   The same outcome can be accomplished by allocating fixed costs to the direct access customers 
at the outset – in the manner currently done by PacifiCorp pursuant to its Schedule 100. 
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Q. DOES PGE RECOGNIZE THIS “COMPLEX AND CUMBERSOME” 1 

PROBLEM?  2 

A. It does.  PGE’s response to part b) of Staff’s Data Request No. 311 contained 3 

the following paragraph: 4 

Other drawbacks include the administrative burden of segregating 5 
customers by the numerous enrollment window vintages for the purpose 6 
of billing and rate determination, and the necessity of adopting complex 7 
true-ups to fixed generation charges and transition adjustments between 8 
rate cases. 9 
 10 

Q. HOW MIGHT THE “DRAWBACK” OF SEGREGATING DIRECT ACCESS 11 

CUSTOMERS BY ENROLLMENT VINTAGE BE REMEDIED? 12 

A. If one adopts the view that stranded fixed generation costs and avoided/ 13 

 increased variable generation costs are based upon the magnitude of the direct 14 

access loads and not on how recently the particular loads left cost-of-service 15 

status, then all those loads would be assigned the same unit transition fees 16 

(adjusted perhaps for differential line losses) without regard for when they 17 

enrolled in direct access.  That is Staff’s recommendation – that the rates 18 

vintaging be eliminated.  The unit transition fees paid by the direct access 19 

customers would not be affected by when they enrolled in the five-year opt-out 20 

program. 21 

Q.  IF THE ENROLLMENT YEAR IS NOT TO AFFECT THE TRANSITION FEES 22 

PAID BY THE VARIOUS DIRECT ACCESS CUSTOMERS IN A GIVEN 23 

YEAR, DOES THAT REQUIRE THOSE FEES TO BE ADJUSTED FOR 24 

ACCURACY OVER TIME SO AS TO TAKE INTO CONSIDERATION 25 
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CHANGING MARKET PRICES AND GENERATION REVENUE 1 

REQUIREMENTS? 2 

A. Yes.  It is our recommendation that the market price projection be updated 3 

annually and that the fixed generation values be adjusted coincident with any 4 

related Commission-ordered change to rates related to PGE generation costs.  5 

That is how we would resolve the fourth issue outlined early in this testimony.  6 

Note that the fixed costs portion would be the standard one year, per-unit 7 

revenue requirement, not some figure that collects some number of years of 8 

fixed costs. 9 

Q. YOUR FIFTH DIRECT ACCESS-RELATED CONCERN WAS REGARDING 10 

THE SUFFICIENCY OF A TWO-YEAR NOTIFICATION PERIOD PRIOR TO 11 

REVERTING BACK TO COST-OF-SERVICE STATUS.  WHAT IS STAFF’S 12 

POSITION ON THIS SUBJECT, AND WHAT IS ITS BASIS?   13 

A. Staff Data Request No. 270 asked, “how much advanced notification is required 14 

to allow PGE to adjust its resource supply to accommodate the [50 MW] 15 

increased load in its long-term generation supply portfolio?”  PGE’s response 16 

is:  17 

“It takes roughly two to six years to adjust the long-term supply to 18 
accommodate the increased load, depending upon whether the 19 
assumed acquisition is for an existing resource, an under-20 
construction resource, or a proposed new resource.”    21 
 22 

 On that basis, Staff, somewhat conservatively, is recommending a five-year 23 

minimum notification period before a customer can return to a standard cost-of-24 

service basis. 25 
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Q. A PACIFICORP POLICY PROPOSAL, AS PRESENTED IN A WORKSHOP 1 

ON THE SUBJECT HELD EARLIER THIS YEAR, MAKES THE LONG-TERM 2 

OPT-OUT PERMANENT.   ACCORDINGLY PRIOR NOTIFICATION WOULD 3 

BE MOOT BECAUSE THERE WOULD BE NO POSSIBLE RETURN TO 4 

COST-OF-SERVICE STATUS.  DOES STAFF SUPPORT A POLICY OF 5 

PRECLUDING CUSTOMER RETURN TO STANDARD GENERATION COST 6 

OF SERVICE RATES? 7 

A. No.  We do not support precluding customers from returning to cost of service 8 

generation rates as long as customers have paid the five years of transition 9 

charges to exit the utility generation service and have given the indicated five 10 

years advanced notice of their desire to so return.  Consider a situation in the 11 

future where non-utility energy service becomes very expensive, making direct 12 

access cost-prohibitive in terms of a number of large customers’ ability to stay 13 

in business.  As a practical matter, one can imagine the pressure that would be 14 

brought to bear – in the interest of saving jobs, etc. – to allow the at-risk 15 

customers back into cost-of-service status.  And from a legal point of view, what 16 

if the customer had actually gone out of business for a spell and then been 17 

acquired by a different owner?  Could the associated load then be treated as 18 

that of a new customer rather than a permanently non-qualifying customer?   19 

 Also, if the non-direct-access customers had been held harmless by the direct 20 

access customers’ departure from cost-of-service status, why shouldn’t they be 21 

treated at some future date on the same terms as any other large new 22 
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customer – having served notification sufficient for the utility to most efficiently 1 

serve the returning loads? 2 

Q. GIVEN THE RISKS TO THE UTILITY ASSOCIATED WITH DIRECT ACCESS, 3 

HAVE LIMITATIONS BEEN PLACED UPON ANNUAL AND CUMULATIVE 4 

DIRECT ACCESS ENROLLMENTS? 5 

A. Yes.  Respectively they are 30 MWs and 300 MWs. 6 

Q. IN LIGHT OF THE REDUCTION IN RISK TO THE UTILITY ASSOCIATED 7 

WITH STAFF’S RECOMMENDED INCLINING FIXED-COST TRANSITION 8 

FEES AND THE EXTENDED NOTIFICATION PERIOD PRIOR TO A RETURN 9 

TO COST-OF-SERVICE STATUS,  MIGHT IT BE APPROPRIATE (I.E., 10 

ADDRESSING YOUR SIXTH AND FINAL DIRECT ACCESS ISSUE) TO 11 

INCREASE THE ENROLLMENT LIMITS WHICH YOU JUST DESCRIBED?   12 

A. My answer is “yes,” but Staff has no specific recommendation at this time 13 

regarding how much those increases might be.  14 

Q. DOES THIS CONCLUDE YOUR OPENING TESTIMONY? 15 

 A. Yes. 16 
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NAME: George R. Compton 

EMPLOYER: Public Utility Commission of Oregon 
 
TITLE: Senior Economist  
 Rates, Finance & Audit 
 
ADDRESS: 550 Capital Street NE, Suite 215 

Salem, OR 97301-2551 
 
EDUCATION: Doctor of Philosophy, Economics (1976) 

University of California, Los Angeles (UCLA) – Westwood, CA 
 

Master of Science, Statistics (1968) 
Brigham Young University (BYU) – Provo, UT 

 
Bachelor of Science, Mathematics and Psychology (1963) 
Brigham Young University – Provo, UT 

 
EXPERIENCE: I have been employed in utility regulation since receiving my 

Ph.D. in 1976. My primary employer was the Division of Public 
Utilities, within Utah’s Department of Commerce (formerly 
Business Regulation). I also consulted for a couple of years, 
early in that period. I testified frequently during my career on 
rate design, cost-of-service, cost-of-equity, and various policy 
matters affecting electric, gas, and telephone utilities. While in 
Utah, I also taught Economics part-time for about ten years at 
BYU.  

 
 Prior to my utility regulatory career, I worked in aerospace for 

eleven years at McDonnell Douglas (now Boeing) in Southern 
California.  

 
 I joined the OPUC staff soon after “retiring” to Oregon at the end 

of 2006. Principal cases of my involvement here have included 
the IRP/CO2 Risk Guideline (UM 1302), an Avista General  

 Rate Case (UG 181), the 2008 and 2008 PGE General Rate 
Cases (UE 197 and UE 215), the 2009 PacifiCorp General Rate 
Cases (UE210 and UE 246), and the 2011Idaho Power General 
Rate Case (UE 233). 
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Q. PLEASE STATE YOUR NAME, OCCUPATION, AND BUSINESS 1 

ADDRESS. 2 

A. My name is Lance Kaufman.  I am a Utility Economist employed by the Public 3 

Utility Commission of Oregon.  My business address is 550 Capitol Street NE 4 

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. My testimony assesses Portland General Electric’s (PGE or Company) Sales 10 

and Load Forecast for this proceeding’s 2014 test year.  My testimony also 11 

provides analysis of PGE’s decoupling mechanism and marginal cost studies. 12 

Q. DID YOU PREPARE AN EXHIBIT FOR THIS DOCKET? 13 

A. Yes. I prepared Exhibit Staff/401, consisting of 1 page.  I prepared Exhibit 14 

Staff/402, consisting of 72 pages. I prepared Exhibit Staff/403, consisting of 2 15 

pages. 16 

Q. HOW IS YOUR TESTIMONY ORGANIZED? 17 

A. My testimony is organized as follows: 18 

Issue 1, Load Forecast ............................................................................... 2 19 
Issue 2, Decoupling .................................................................................... 5 20 
Issue 3, Marginal Customer Costs ............................................................ 14 21 
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ISSUE 1, LOAD FORECAST 1 

Q. PLEASE DESCRIBE THE SALES AND LOAD FORECAST PROVIDED BY 2 

THE COMPANY 3 

A. The Company’s sales and load forecast is presented in PGE/1300.  The 4 

Company forecasts total normal weather sales of 19,233 million kWh for test 5 

year 2014.  This forecast is a 0.3% decrease from 2012 weather adjusted 6 

sales. 7 

Q. PLEASE IDENTIFY THE SALES AND LOAD FORECASTS CONDUCTED BY 8 

THE COMPANY THAT DIRECTLY IMPACT RATES. 9 

A. The Company estimates numerous models in the process of creating the sales 10 

and load forecast.  The models generate two functional sets of forecasts.  The 11 

rate schedule sales forecasts provide expected monthly sales for each month 12 

in the test year.  The monthly peak MW and annual peak MW forecasts provide 13 

expected demand for each customer class during monthly and annual peak 14 

demand. 15 

Q.  WHAT PORTIONS OF THE RATE SETTING PROCESS ARE IMPACTED BY 16 

THE MONTHLY RATE SCHEDULE SALES FORECAST? 17 

A. The monthly rate schedule sales forecasts are used to inform power costs, 18 

expected revenues, and decoupling adjustment calculations.  The accuracy of 19 

the monthly rate schedule sales forecasts directly impact the extent to which 20 

the Company over or under collects revenue in the years following the rate 21 

case.  The monthly rate schedule sales forecasts are also used to inform the 22 
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monthly and annual peak MW forecasts.  Any error in the sales forecasts will 1 

also flow through to the monthly and annual peak MW forecast. 2 

Q. WHAT PORTIONS OF THE RATE SETTING PROCESS ARE IMPACTED BY 3 

THE MONTHLY AND ANNUAL PEAK MW FORECASTS? 4 

A. The peak MW forecasts are important in allocating demand related costs to 5 

each rate schedule.   The correct allocation of costs is necessary to achieve 6 

efficient and fair rates.   7 

Q. PLEASE SUMMARIZE YOUR ANALYSIS OF THE COMPANY’S 8 

FORECASTS. 9 

A. I have reviewed the Company’s modeling methodology and replicated the 10 

Company’s forecast results using data and statistical programs provided by the 11 

Company.  I have performed a partial audit of the Company’s programming 12 

code.  The Company’s data and programming used for their sales forecast 13 

were provided in responses to Staff DR Nos.  128-134, 200-202, and 306-308.  14 

The Company’s results and methodology are consistent with the descriptions 15 

provided in PGE/1300.  In reviewing the Company’s methodology I have 16 

identified a number of opportunities to reduce bias and variance of the 17 

Company’s forecast.  These opportunities relate specifically to the Company’s 18 

model specification, demand side management shape, demand side 19 

management double counting, and price elasticity double counting. 20 

Q. WHAT IS FORECAST BIAS AND FORECAST VARIANCE? 21 

A. A forecast is biased if it is expected to under estimate or over estimate sales.  22 

Forecast variance refers to the magnitude of the difference between the 23 
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forecast and the actual values.  If a forecast has a high variance but no bias, 1 

the forecast is expected to have a large deviation from the actual values, but 2 

the sign of the deviation cannot be predicted. 3 

Q.  WHAT ADJUSTMENTS DO YOU PROPOSE TO THE COMPANY’S SALES 4 

AND LOAD FORECASTS? 5 

A. I do not have adjustments to the forecasts at this time.  However, PGE has 6 

agreed to work with staff and interested parties to discuss and identify any 7 

improvements to reduce bias in developing load forecasts.  These discussions 8 

will occur outside of this docket UE 262. 9 
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ISSUE 2, DECOUPLING 1 

Q. WHAT IS A DECUPLING MECHANISM? 2 

A. A decoupling mechanism is a method of removing an energy company’s 3 

incentive to increase or maintain energy sales.  This incentive is also known as 4 

the throughput incentive. 5 

Q. WHY DO COMPANIES HAVE AN INCENTIVE TO INCREASE SALES? 6 

A. Energy rates are calculated to ensure that, if actual sales equal forecasted 7 

sales, the company will receive the approved revenue requirement for the test 8 

year.  During off-peak hours and perhaps even most peak hours, the cost of 9 

generating and distributing additional energy is often less than the revenues 10 

received from the associated sale.  If sales exceed forecasted levels, the 11 

company will increase its profits.  The throughput incentive can inhibit firms 12 

from support of investing in least-cost energy resources.   13 

 14 

Q. WHAT REGULATORY MECHANISMS ADDRESS THE CONCERN THAT 15 

COMPANIES MAY BE INCENTED TO INCREASE KWH SALES TO THE 16 

DTERIMENT OF COST EFFECTIVE CONSERVATION RESOURCES? 17 

A. Decoupling mechanisms have been a tool to address what may be utility bias 18 

to increase sales.  A goal of decoupling mechanisms are to break the link 19 

between utility profits and its sales levels.  As with any regulatory mechanism, 20 

however, decoupling mechanisms provide utilities a different set of incentives.   21 
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Q. ARE THERE ANY BENEFITS ASSOCIATED WITH DECOUPLING 1 

MECHANISMS BESIDES BREAKINGTHE LINK BETWEEN A UTILITY  2 

SALES LEVEL AND ITS PROFITS? 3 

A. Yes.  Decoupling mechanisms have a number of additional benefits to both 4 

customers and the Company.  The Sales Normalization Adjustment (SNA) 5 

used by PGE reduces the variance of a firm’s average profit.  Because the 6 

SNA stabilizes average profit the SNA can reduce some types of market risk.  7 

If this reduction in market risk reduces the Company’s cost of debt and equity, 8 

customers will realize a cost savings to the extent such effects are captured in 9 

rates.  A decoupling mechanism can also shift the burden of regulatory lag 10 

from the company to the customer with respect to resetting allowed revenues 11 

through establishing a margin per customer benchmark that is used to annually 12 

adjust allowed revenues for the utility.  This can decrease the frequency that a 13 

company submits rate cases, and as a result reduce the associated costs for 14 

all parties. 15 

. 16 

Q. DOES THE SNA MECHANISM TREAT ALL REVENUE EQUALLY? 17 

A.  No, the SNA decouples revenues associated with the fixed costs of generation, 18 

transmission, and distribution.  The SNA does not address costs that increase 19 

and decrease with energy sales.  20 

Q WHY IS THE DECOUPLING MECHANISM BEING ADDRESSED IN THIS 21 

RATE CASE? 22 
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A. The decoupling mechanism does not have a clear and uncontested net benefit 1 

for customers. Several parties, including Staff, Kroger, and the Citizens’ Utility 2 

Board of Oregon, have previously objected to the design and implementation of 3 

the decoupling mechanism.  The Commission approved temporary 4 

implementation of the decoupling mechanisms in Order No. 09-020, and 5 

extended the implementation to the end of 2013 with Order 10-478.  If no 6 

action is taken in this rate case Schedule 123 will expire.  One condition of 7 

extending the mechanism was that the Company had to initiate an independent 8 

evaluation of the decoupling policy in 2013. 9 

Q. HAS THE INDEPENDENT EVALUATION BEEN COMPLETED? 10 

A. Yes, the report is included as Exhibit Staff/402. 11 

Q. WHAT ARE THE CONTENTS OF THE DECOUPLING EVALUATION 12 

REPORT? 13 

A. The report answers questions identified by the Commission in Order No. 10-14 

487.  The report also responds to additional concerns raised by stakeholders.  15 

The report addresses program mechanics, PGE risk, PGE behavior, and 16 

provides a number of recommendations regarding the PGE decoupling 17 

mechanisms. 18 

Q. WHAT CONCLUSIONS DO THE REPORT PROVIDE CONCERNING THE 19 

EFFECT OF THE DECOUPLING MECHANISM ON PGE BEHAVIOR AND 20 

PGE’S FINANCIAL RISK? 21 

A. The report does “not find compelling evidence that the change in incentives led 22 

to significant changes in PGE’s corporate behavior, though some actions were 23 
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reported.”  (Staff/402 at p 69.)  The report does “not find any evidence that the 1 

introduction of Schedule 123 reduced PGE’s capital risk by a material amount.”  2 

(Staff/402 at p 69.) 3 

Q. WHAT IS YOUR ASSESMENT OF THE REPORT’S CAPITAL RISK 4 

ANALYSIS? 5 

A. The report uses three approaches to identify the impact of the decoupling 6 

mechanism on risk.  The first is a statistical analysis of the standard deviation 7 

of normalized operating income for a 20 year panel of 40 utilities.  The second 8 

is a review of the available literature regarding the relationship between 9 

decoupling and risk.  The third is a review of PGE’s credit agency reports. 10 

   The panel of 40 utilities in the first analysis includes15 firms that had 11 

decoupling mechanisms.  Three firms had decoupling mechanism in place for 12 

the entire time period.  The remaining firms had decoupling mechanisms in the 13 

final 3-5 years of the data set.  The report’s calculation for the effect of 14 

decoupling on risk does not account for selection bias.  The three firms that 15 

operated with a decoupling mechanism for the entire period cannot contribute 16 

useful information to the model.  This is because there are many firm specific 17 

factors that affect risk.  Without observing the firms before they adopted a 18 

decoupling mechanism it is impossible to identify a causal relationship between 19 

the decoupling mechanism and capital risk.  20 

For the firms that do adopt decoupling during the sample period there 21 

are insufficient observations subsequent to adoption to draw a statistical 22 

conclusion. 23 
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The second analysis does not provide any information specifically 1 

generated using PGE data.  The literature review identifies four publications.  2 

Two report no statistically significant finding relating decoupling to risk.  Two 3 

find that decoupling reduces cost of capital as a result of reduced revenue 4 

volatility.  5 

Table 5.4.1 summarizes PGE credit reports by three agencies.  6 

Moody’s and Standard & Poor’s report on PGE’s credit annually.  Both 7 

Moody’s and Standard & Poor’s reports have a higher average rating for 8 

secured debt following the adoption of the decoupling mechanism in 2009.  9 

PGE’s outlook is more often given a stable or positive outlook following 2009.   10 

The Report’s finding that the decoupling mechanisms do not impact 11 

PGE’s risk decreases the value of decoupling as a regulatory tool.  However, 12 

this finding is not concrete.  The proactive efforts by utility companies to 13 

institute decoupling mechanisms and the promotion of such mechanism in 14 

annual shareholder reports suggest that decoupling provides some benefit to 15 

shareholders.  The lack of statistical evidence is likely related to either model 16 

misspecification or insufficient data. 17 

Q. WHAT CONCLUSION DOES THE REPORT PROVIDE CONCERNING THE 18 

EFFECT OF THE SNA ON CUSTOMER ECONOMIC RISK? 19 

A. The report finds evidence that the SNA shifts economic risk from PGE to the 20 

customer. 21 

Q. WHAT RECOMMENDATION DOES THE REPORT PROVIDE ABOUT  22 

CONTINUING THE DECOUPLING MECHANISM? 23 
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A. The report finds no “compelling reason to support the continuation or 1 

termination of Schedule 123.”  (Staff/402 at p 70.) The report recommends 2 

continuing Schedule 123 based on the Energy Trust of Oregon’s (“ETO’s”) 3 

general support for PGE and the finding that Schedule 123 has caused minimal 4 

harm. 5 

Q. WHAT HARM DOES THE REPORT IDENTIFY THAT IS ASSOCIATED WITH 6 

SCHEDULE 123? 7 

A. The report identifies several areas of harm.  Table 4.3.3b of Exhibit 402 8 

demonstrates that under declining use per customer and an increased number 9 

of customers the SNA mechanism causes significant over-collection of fixed 10 

generation revenue.  Residential customers have had declining use per 11 

customer and an increasing number of customers.  The SNA has also resulted 12 

in additional collections from residential customers of $3,176,000 over the four 13 

years that Schedule 123 has been in effect. 14 

   The Lost Revenue Rate Adjustment (“LRRA”) results in a flat rate for 15 

all applicable schedules.  However, not all schedules have an equal impact on 16 

the company’s recovery of fixed costs.  The report finds that because each rate 17 

schedule experiences a variable level of energy efficiency installations and 18 

because each schedule imposes different fixed costs on the system the LRRA 19 

causes a cross subsidy of rate schedules. 20 

   The SNA appears to shift economic risk from PGE to customers.  This 21 

is demonstrated in the report through regression analysis of Use per Customer 22 

(UPC).  UPC is related to economic conditions.  When the economy improves 23 
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customers tend to respond by increasing energy use.  However, after 1 

accounting for decoupling, customers do not respond significantly to changes 2 

in the economy. 3 

   One potential area of harm raised by the report but not specifically 4 

analyzed is the distributional affects of SNA deferrals.  The SNA charge affects 5 

rates of all customers.  It is possible that customers who reduce energy 6 

consumption will shift the burden of the fixed costs of generation, transmission 7 

and distribution to customers who don’t reduce energy consumption.  8 

“Wealthier customers are more able to engage in conservation than low-9 

income customers, with the result being an SNA induced shift in cost of cost 10 

recovery from high- to low-income customers.”  (Staff/402 p 68)The magnitude 11 

of such a shift has not been investigated. 12 

Q. WHAT EVIDENCE CAN YOU PROVIDE REGARDING THE 13 

OVERCOLLECTION OF FIXED COST REVENUES? 14 

A. The study finds that use per customer is decreasing over time.  This is evident 15 

in tables 4.4.2 and 4.4.3.  The decline in use per customer has two sources.  16 

The first is decreased use by existing buildings.  The second is decreased use 17 

by new construction.  Exhibit 403 demonstrates that use per customer is lower 18 

for newly constructed connections.  Additionally, the high vacancy rates of first 19 

year connections results in very low use per customer costs for current year 20 

connections.  New connections are more likely to have natural gas heating and 21 

appliances.  Because Oregon experiences a winter coincident peak, natural 22 

gas heated homes represent a lower contribution to annual coincident peak.  23 
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The incremental generation, transmission and distribution costs for new 1 

construction is likely lower than the fixed generation costs attributed to existing 2 

customers.  3 

Q. DOES THE REPORT PROVIDE ANY ADDITIONAL RECOMMENDATIONS 4 

CONCERNING THE DECOUPLING MECHANISMS? 5 

A. Yes, the report provides two recommendations regarding the LRRA and three 6 

recommendations regarding the SNA.  The report recommends removing the 7 

generation portion of the decoupling charge paid by Schedules 485 and 489.  8 

Staff supports this recommendation.  The report also recommends the use of 9 

Schedule specific Lost Revenue Rates.  Staff conversations with PGE and 10 

ETO indicate that at this time, Schedule specific rates may not be feasible.  11 

However, ETO is actively working on improving its energy efficiency tracking 12 

methodology and hopes to be able to provide schedule specific energy 13 

efficiency data.  I recommend revisiting this issue when such data become 14 

available. 15 

   The report suggests considering the effect of removing weather 16 

normalization of sales from the actual data.  Staff does not have sufficient data 17 

at this time to assess the feasibility of this recommendation.  This process 18 

would significantly affect consumer incentives. 19 

   The report suggests modifying the SNA to reduce PGE’s over 20 

collection of fixed costs.  The report proposes a bifurcation of generation and 21 

transmission costs from distribution costs. 22 
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Q. WHAT IS STAFF’S ASSESMENT OF THE PROPOSED BIFURCATION OF 1 

GENERATION AND TRANSMISSION COSTS? 2 

A. PGE’s pattern of customer and energy growth are consistent with the over 3 

collection of fixed generation and transmission costs.  The report’s proposed 4 

bifurcation does not provide a clear methodology for calculating the decoupling 5 

adjustments.  Staff proposes a simpler approach to correct for over-collection.  6 

Staff’s approach is to calculate two distinct Monthly Fixed Charges Per 7 

Customer.  The Base Monthly Fixed Charge should be calculated in the current 8 

manner and amounts to $56.77.  The Secondary Monthly Fixed Charge should 9 

be calculated to reflect the observation that new connections place significantly 10 

less burden on the existing system than preexisting connections.  The 11 

Secondary Monthly Fixed Charge is calculated by scaling the Base Monthly 12 

Fixed Charge by the relative size of new connections.  This results in a 13 

Secondary Monthly Fixed Charge of $31.011. 14 

                                            
1 Both the Base Monthly Fixed Charge and the Secondary Monthly Fixed Charge are dependent on 
the final sales forecast, revenue requirement, and embedded cost analysis. Secondary Monthly Fixed 
Charge is calculated by dividing Base Montlhy Fixed Charge by average annual residential energy 
use and multiplying by average annualized energy use for customers connected within the previous 
year. 
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ISSUE 3, MARGINAL CUSTOMER COSTS 1 

Q. PLEASE DESCRIBE THE ROLES THAT THE CALCULATION OF 2 

MARGINAL CUSTOMER COSTS PLAY IN THE CURRENT RATE CASE. 3 

A. Marginal customer costs are used to allocate the customer related portion of 4 

the test year costs to each rate schedule.  Marginal cost calculations inform 5 

both the rate spread and the rate design.  The rate spread consists of 6 

identifying rate schedule specific revenue requirements.  The rate design 7 

consists of designing a rate structure that provides customers with efficient 8 

incentives and collects the schedule specific revenue requirements. 9 

Q. HAVE YOU IDENTIFIED ANY AREAS WHERE THE MARGIAL CUSTOMER 10 

COST CALCULATIONS CAN BE IMPROVED? 11 

A. Yes.  The Company makes a number of allocation assumptions that can be 12 

improved.  Subsequent to the initial filing the Company has corrected several 13 

errors in the marginal cost calculations.  The Company has agreed that the 14 

allocation of Key Customer Management (KCM) costs may be an area where 15 

further analysis could be useful for informing future general rate filings. 16 

   17 

Q. DOES THIS CONCLUDE YOUR DIRECT TESTIMONY? 18 

A. Yes. 19 
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NAME: Lance Kaufman 
 
EMPLOYER: PUBLIC UTIILTY COMMISSION OF OREGON 
 
TITLE: Utility Economist  
 
ADDRESS: 550 CAPITOL STREET NE SUITE 215, SALEM, 

OREGON 97301-2115. 
 
EDUCATION: Bachelor of Business Administration, Economics, 

University of Alaska Anchorage 2005 
  

 Masters of Science, Economics, 
 University of Oregon, 2009 
 
 Philosophical Doctorate, Economics,  
 University of Oregon, 2013 
   
EXPERIENCE: I have been employed as a Utility Economist at the  
  Public Utility Commission since February, 2013.  My 

current responsibilities include analysis and technical 
support for rate, finance, and audit related proceedings, 
with an emphasis on forecasting and marginal cost 
studies.   

 
    Prior to working for the OPUC I was an Economics 

instructor at the University of Oregon.  I have taught 
courses in Public Finance and Public Economics, Urban 
and Regional Economics, and Microeconomics.   

 
 Previous to working for the University of Oregon, I worked 

as a Research Assistant for Impact Assessment Inc. 
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Year of initial 

connection

Average annualized 

energy use per 

account

1959 8765.279

1960 8575.307

1961 9197.233

1962 9037.533

1963 10084.19

1964 10550.33

1965 10400.13

1966 10273.69

1967 10207.51

1968 10028.87

1969 10424.45

1970 10881.42

1971 11099.56

1972 10069.2

1973 10845.91

1974 11591.83

1975 11718.84

1976 11884.59

1977 11539.94

1978 11533.05

1979 11164.48

1980 10978 541980 10978.54

1981 10416.78

1982 10334.24

1983 10051.31

1984 9911.399

1985 9453.327

1986 9593.744

1987 10168.31

1988 9947.373

1989 9712.564

1990 9598.046

1991 10320.52

1992 10517.86

1993 10418.38

1994 10310.32

1995 10052.9

1996 9428.313

1997 9207.797

1998 9330.319

1999 9103.902

2000 9258.722

2001 9273.33
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2002 8945.338

2003 8948.561

2004 9047.508

2005 9132.872

2006 9017.908

2007 9056.785

2008 8654.705

2009 8442.755

2010 7903.711

2011 7702.085

2012 5612.185
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