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I.  INTRODUCTION
PLEASE STATE YOUR NAME AND BUSINESS ADDRESS.

My name is Bradley G. Mullins, and my business address is 333 SW Taylor Street, Suite

400, Portland, Oregon 97204.

ARE YOU THE SAME BRADLEY G. MULLINS THAT PREVIOUSLY FILED
TESTIMONY IN THIS PROCEEDING?

Yes. | originally filed testimony on behalf of the Industrial Customers of Northwest
Utilities (“ICNU”) addressing several revenue requirement and policy issues in the initial
filing of Portland General Electric Company (“PGE” or the “Company”).

WHAT IS THE PURPOSE OF YOUR REBUTTAL TESTIMONY?

Parties in this proceeding have reached a settlement in principle on all issues with the
exception of four: 1) the energy efficiency proposal made by the Citizens’ Utility Board
(“CUB™); 2) my proposal to recalculate the level of production tax credit (“PTC”) carry-
forwards included in rate base; 3) the Company’s proposed Renewable Portfolio
Standards (“RPS”) carve-out mechanism; and, 4) the Company’s return on equity

(“ROE”). My testimony will address the first three of these remaining issues.

ARE ANY OTHER WITNESSES PROVIDING REBUTTAL TESTIMONY ON
BEHALF OF ICNU IN THIS PROCEEDING?

Yes. ICNU witness Mr. Ali Al-Jabir will also address, and present additional information
regarding, CUB’s energy efficiency proposal in the context of marginal cost pricing.

ICNU witness Mr. Michael P. Gorman will address the Company’s ROE.
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Q. PLEASE SUMMARIZE YOUR REBUTTAL TESTIMONY?

A. My rebuttal testimony is summarized and organized as follows:

1. CUB Energy Efficiency Proposal. The Commission should reject the
proposal made by CUB regarding energy efficiency. The proposal is a
violation of energy efficiency funding limitations mandated by Oregon
law and is not reasonable in light of the substantial investments being
made by industrial customers in energy efficiency in this state.

2. Direct Benefit Cap. | recommend that the limitation CUB identified
on Senate Bill (“SB”) 1149 incentive funding for large customers be
lifted, while still retaining the requirement that large customers receive
no incentive funding out of SB 838 funds.

3. Production Tax Credit Carry-Forwards. | continue to recommend
that the level of PTC carry-forwards included in rate base should be
calculated based on the level of taxes that ratepayers pay, not the level
of tax that the Company pays, which is often materially less than the
amounts included in rates. Additionally, errors in the Company’s
calculation of the PTC carry-forward balance should be corrected if
the Commission does not adopts my proposal.

4. Renewable Portfolio Standards Carve-Out. I continue to
recommend that the Company’s proposed RPS carve-out mechanism
be rejected. Not only would this proposal require the Commission to
set-aside the policies established in Docket No. UE 165, it is based on
unsound technical principles, which the Company did not adequately
address in its rebuttal filing.

Il. CUBENERGY EFFICIENCY PROPOSAL

Q. PLEASE PROVIDE AN OVERVIEW OF YOUR RESPONSE TO CUB’S
ENERGY EFFICIENCY PROPOSAL.

A. While CUB has framed its proposal as a technical matter of incorporating energy
efficiency into the Company’s marginal cost of energy,” the substance of what it has
proposed is to reallocate costs to industrial customer classes. On its face, the proposal—

which, as the Company recognized in its reply testimony, would result in double-digit

v CUB/100 at 20:4-43:4.
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rate increases for industrial customers?—is unreasonable. Not only does it violate
energy efficiency funding limitations established by Oregon law, this proposal would
work contrary to the Commission’s long-standing policy to encourage conservation, at a
time when the need for support from industrial customers to perform energy efficiency is
increasing.

WHAT WAS CUB TRYING TO ACCOMPLISH WITH ITS ENERGY
EFFICIENCY PROPOSAL?

The energy efficiency proposal made by CUB was premised on solving three general
problems. The first is that the Company’s marginal cost of energy is misstated because
energy efficiency, “as the go-to energy resource,” is not included.¥ The second is that
the Energy Trust of Oregon (“ETQO”) is in danger of not being able to acquire all cost-
effective energy efficiency from the Company’s largest customers in the coming years.
The third is that residential customers have been paying a disproportionate amount for
energy efficiency.

HOW DID CUB PROPOSE TO SOLVE THESE PROBLEMS?

CUB proposed a new cost of service methodology, ultimately reflected in the marginal
cost of energy, that would reallocate costs to industrial rate classes. The proposal would
increase the amount of costs allocated to Schedules 89 and 90 by 14.22% ($10.8 million)

and 17.93% ($15.1 million), respectively—a material shift in costs between rate classes.?

2/
3/
4/

PGE/1600 at 26:22-27:1.
CUB/100 at 20:19.
1d. at 36:1, Table 9.
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DOES THE CUB PROPOSAL SOLVE ANY OF THESE PROBLEMS?

No. As Mr. Al-Jabir points out, despite its detailed discussion explaining why energy
efficiency should be accounted for as a marginal energy resource, CUB does not, in fact,
include energy efficiency as a resource in the marginal cost of energy. Additionally, the
CUB proposal has no impact on the ability of the ETO to acquire additional energy
efficiency, nor does it properly account for the substantial investments that industrial

customers are making with their own funds to perform conservation.

WILL THE CUB PROPOSAL ENABLE THE ETO TO ACQUIRE ADDITIONAL
COST-EFFECTIVE CONSERVATION FROM LARGE INDUSTRIAL
CUSTOMERS?

No. The statutory limitations placed on the amount of incentives that the ETO can
provide to customers with loads in excess of one average megawatt (“aMW’) cannot be
bypassed as a result of a new cost of service methodology. Only action by the Oregon
Legislature can have the effect of changing the law limiting the incentive funding
provided to those customers. Therefore, the CUB proposal will have no impact on its
stated objective. On the contrary, it is my view that the CUB proposal, if adopted, will
send a message to large industrial customers that their efforts to pursue conservation are
now being penalized, discouraging those customers, whose participation in energy
efficiency is vital to the long-term policy objectives of this state,¥ from performing

energy efficiency in the future.

This is particularly true as a result of the Environmental Protection Agency’s proposed 111(d) regulations
(42 U.S.C. § 7411), which will require Oregon to meet a large portion of its carbon reduction targets from
energy efficiency measures.
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HOW DOES OREGON LAW LIMIT WHAT THE COMPANY IS PERMITTED
TO COLLECT FROM CUSTOMERS TO FUND ENERGY EFFICIENCY?

The Company collects money from customers in rates to fund energy efficiency pursuant
to SB 1149 and SB 838. SB 1149, the 1999 Oregon law that gave rise to the ETO,
established a 3 percent public purpose charge that applies to the unbundled rate elements
of all rate schedules, including costs paid by a direct access customer to an energy service
supplier.?  Of the total public purpose charge, 63% is earmarked for “new cost-effective
conservation ....”” SB 838, passed by the Oregon Legislature in 2007, allowed electric
companies to collect additional amounts in rates to fund energy conservation measures,
but prohibited the Company from collecting these additional amounts from customers
with loads over one aMW.¥ The customers with loads over one aMW, however, were
also prohibited from receiving any “direct benefit” from the funds collected pursuant to

SB 838.Y

WOULD THE CUB PROPOSAL LIKELY VIOLATE THE FUNDING
LIMITATIONS ESTABLISHED BY SB 838 AND SB 1149?

Yes. My understanding is that SB 838 not only limits the direct benefit to large
customers from SB 838 funds, it also prohibits them from paying in rates an amount
above the three percent SB 1149 public purpose charge to fund energy efficiency. Thus,
the substance of the CUB proposal, in requiring industrial customers to pay additional

amounts for energy efficiency, violates these funding limitations.

6/
7/
8/
9/

ORS § 757.612.
1d. § 757.612(3)(b)(A).
ORS § 757.689.

1d. § 757.689(2)(b).

UE 283 — Rebuttal Testimony of Bradley G. Mullins



©O© o0 ~NO>

10
11
12

13

14

ICNU/300
Mullins/6

Table 1, below, outlines the maximum amount of energy efficiency funding that
the Company is authorized to collect by rate class pursuant to limits established in SB
1149 and SB 838. Note that the funds collected from large industrial customers on
Schedules 89 and 90 are limited to the 3 percent public purpose charge established under
SB 1149.1Y

TABLE 1
MAXIMUM ENERGY EFFICIENCY FUNDING PERMITTED

UNDER SB 1149 AND SB 838 IN THE TEST PERIOD
($000)

(a) = Note 1 (b)=(a) *3% (c) = Note 2 (d) = (b) + (c) e)=()/(a)

Rev. % of Rev.

Req. SB 1149 SB 838 Total Req.
Schedule 7 $879,952 $26,399 $27,612 $54,011 6.1%
Schedule 15 3,751 113 96 208 5.6%
Schedule 32 168,185 5,046 5,323 10,368 6.2%
Schedule 38 5,715 171 173 345 6.0%
Schedule 47 5,046 151 82 233 4.6%
Schedule 49 15,835 475 219 694 4.4%
Schedule 83 235,923 7,078 7,609 14,687 6.2%
Schedule 85 238,833 7,165 7,249 14,414 6.0%
Schedule 89 75,906 2,277 - 2,277 3.0%
Schedule 90 84,247 2,527 - 2,527 3.0%
Schedule 91/95 17,260 518 527 1,045 6.1%
Schedule 92 247 7 9 16 6.4%
Note 1: Initial Filing
Note 2: Company's response to CUB Data Request 37A

Q WHAT AMOUNT WOULD BE COLLECTED FROM EACH CUSTOMER
CLASS TO FUND ENERGY EFFICIENCY IF THE CUB PROPOSAL IS
ADOPTED?

A. Table 2, below, details the total amount each customer class would pay in rates for

energy efficiency if the CUB proposal is adopted. The table demonstrates that the funds

This table does not account for customers who self-direct conservation projects. In addition, the energy
efficiency funds collected from certain customers on Schedule 85 with loads in excess of one aMW is also
limited to the 3 percent public purpose charge.
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collected from customers on Schedules 89 and 90 with loads in excess of one aMW
would exceed the 3 percent limit established under SB 1149. In addition, several other
customer classes will pay amounts less than the public purpose charge—with some rate
classes, such as street lighting Schedules 91 and 95, effectively receiving a rebate for
energy efficiency.

TABLE 2

ENERGY EFFICIENCY FUNDING UNDER
CUB PROPOSAL IN THE TEST PERIOD

($000)
@=Notel  (0)=(a)*3%  (c)=Note2 @=Note3 ()=(b)+(©)+(d) O=@©/@

Rev. CuB Total w/ % of Rev.

Req. SB 1149 SB838(c) Allocation CUB Alloc. Req.
Schedule 7 $ 879,952 $26,399 $27,612 $ (26,683) $27,328 3.1%
Schedule 15 3,751 113 9% (304) (96) -2.6%
Schedule 32 168,185 5,046 5,323 (4,200) 6,168 3.7%
Schedule 38 5,715 171 173 (240) 105 1.8%
Schedule 47 5,046 151 82 (179) 54 1.1%
Schedule 49 15,835 475 219 (191) 503 3.2%
Schedule 83 235,923 7,078 7,609 1,163 15,850 6.7%
Schedule 85 238,833 7,165 7,249 6,136 20,551 8.6%
Schedule 89 75,906 2,277 - 10,794 13,071 17.2%
Schedule 90 84,247 2,527 - 15,104 17,631 20.9%
Schedule 91/95 17,260 518 527 (1,405) (360) -2.1%
Schedule 92 247 7 9 4 20 8.1%
Note 1: Initial Filing
Note 2: Company's response to CUB Data Request 37A
Note 3: CUB/100 at 36:1, Table 9 (column 4 minus column 5)

A comparison of Table 1 and Table 2 demonstrates the absurdity of CUB’s proposal.
Rates for Schedule 89 and 90 customers would be nearly nine percent (or more) higher
than the next highest rate schedule to compensate for the fact that these customers pay, at
most, 3.4 percent less to the ETO than other rate schedules.

Moreover, as Table 2 shows, while the form of the CUB proposal is framed

within the context of cost of service, the economic substance of the proposal is to change
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the amount that each rate class pays to fund energy efficiency. The concept behind the
CUB proposal is to reallocate costs between rate classes based on the level of ETO
funding that each rate class contributes. Because the cost shifts resulting from CUB’s
proposal are directly attributable to energy efficiency acquired, as calculated by CUB,
these increases are amounts “included in rates” to fund energy efficiency, in violation of
the limits established in SB 1149 and SB 838.

IS CUB’S PROPOSAL JUSTIFIED BASED ON FAIRNESS ARGUMENTS?

No. Even if it did not violate Oregon law, the fairness arguments made by CUB do not
justify its proposal. CUB alleges that “residential customers buy half of all efficiency:
without reflection of this fact in the marginal cost of service study, residential customers

are effectively buying system resources.”*

Accordingly, CUB proposed to “give[]
credit where credit is due” by adjusting the loads used to allocate the marginal cost of
energy, allegedly to give residential and small commercial customers credit for the

energy efficiency they are funding.

WHAT IS THE FUNDAMENTAL PROBLEM WITH CUB’S FAIRNESS
ARGUMENTS?

CUB’s marginal cost model does not equitably reallocate costs based on a realistic level
of energy efficiency funding. As discussed in Mr. Al-Jabir’s testimony, CUB’s model
assumes an amount of energy efficiency in the test year—800 aMWs—that is many times

greater than what the ETO is likely to acquire. The ETO’s most recent draft strategic

CUB/100 at 28:11-13.
1d. at 34:3.
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plan sets a goal of acquiring 240 aMWSs between 2015 and 2019, in total.X¥ This is less
than one-third of the amount CUB’s model assumes will be acquired in 2015 alone. And
the ETO admits its goal is “ambitious.”** Thus, even if CUB’s equity arguments were
valid and its method for reflecting energy efficiency in the marginal cost study was an
appropriate way of addressing those arguments, CUB’s model assumes an unreasonable

amount of conservation, resulting in an unfair shift in costs to industrial customers.

NOTWITHSTANDING, DO YOU AGREE WITH CUB THAT RESIDENTIAL
CUSTOMERS ARE PAYING AN UNFAIR SHARE OF ENERGY EFFICIENCY?

No. The CUB proposal only reflects energy efficiency funding submitted directly to the
ETO and ignores the fact that industrial customers are paying substantial amounts of their
own money in order to perform conservation measures. For industrial customers, the
incentives received from the ETO often represent only a fraction of the actual capital
required to complete a large industrial energy efficiency project. The incentives provided
by the ETO for large capital projects, for example, are based on annual energy savings, at

a rate of $0.25 per kilowatt-hour saved, up to 50 percent of eligible project cost.

CAN YOU PROVIDE SOME EXAMPLES OF THE INDEPENDENT
INVESTMENTS THAT INDUSTRIAL CUSTOMERS ARE MAKING TO FUND
ENERGY EFFICIENCY?

Yes. Pacific Natural Foods, a Tualatin-based producer of natural and organic food

products, recently completed a number of projects in order to produce 1,757,132

Energy Trust of Oregon, Draft 2015-2019 Strategic Plan at 5 (July 25, 2014), available at:
http://energytrust.org/library/forms/Draft_Strategic_Plan_July-25-2014 for_public_comment.pdf.
Id.

Available at http://energytrust.org/industrial-and-ag/industry/
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kilowatt-hour savings annually.X¥ These energy efficiency projects cost a total of

$520,909, of which Pacific Natural Foods contributed $347,081 and the ETO contributed
$173,891 in incentives.t/

Another example, Maxim Integrated Products, a Beaverton-based integrated
circuit manufacturer, recently invested $75 million in order to upgrade its fabrication
facility and improve its overall efficiency.@’ As a part of this project, Maxim Integrated
Products installed a highly-efficient “fan-wall” composed of six small fans with variable
frequency drives, producing 3,725,224 in kilowatt-hour savings annually.ﬁl This fan-
wall, alone, cost approximately $1.5 million, of which Maxim Integrated Products
contributed approximately $1.0 million of its own capital and the ETO contributed
$533,760 in incentives. %

These are just two examples done in conjunction with the ETO. Not only are
there many more examples, many efficiency measures performed by industrial customers

are self-funded, with customers receiving no incentives from the ETO at all.

See Pacific Natural Foods Cooks up a Recipe for Savings, Energy Trust of Oregon at 1. A copy of this
report can be found online at http://energytrust.org/library/case-studies/PacificFoods_CS_PE_1201.pdf.

Id.

See Area Development Online News Desk (June 29, 2012), available at
http://areadevelopment.com/newsltems/6-29-2012/maxim-beaverton-oregon-fabrication-facility-expansion-
251816556.shtml; see also Chip Fabricator Crystallizes Commitment to Energy Efficiency, Energy Trust of
Oregon at 1, available at http://energytrust.org/library/case-studies/PE_MaximIntegrated CS.pdf.

Chip Fabricator Crystallizes Commitment to Energy Efficiency, Energy Trust of Oregon at 1, available at
http://energytrust.org/library/case-studies/PE_MaximIntegrated CS.pdf.

1d.; Green Smart, Sustainable Building in the Northwest at 30 (Feb-Mar 2010) (estimating an ETO
contribution of only about 30 percent of installation costs), available at
http://www.oregonairreps.com/downloads/files/GreenSmart_March_2010.pdf.
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IF THESE CUSTOMER FUNDS WERE REFLECTED IN CUB’S MODEL,
WOULD IT GENERATE THE SAME DEGREE OF COST SHIFTING?

No. If these customer funds were reflected in the CUB analysis, the results would likely

be different.

ARE THERE OTHER BENEFITS RESULTING FROM INDUSTRIAL
CONSERVATION THAT CUB DID NOT ADDRESS?

Yes. CUB’s equity arguments are limited in scope. Industrial projects reduce costs to
the system. Thus, as the ETO reports, “Although a larger proportion of funding goes to
large energy users than the portion of 1149 revenues contributed by that group, the cost
of savings acquired is much lower than other projects and therefore the savings per
ratepayer dollar invested are much higher. All ratepayers are benefiting from the higher
savings.”4

Further, there are benefits of large customer conservation projects that go beyond
mere energy savings and are not present to the same degree with residential conservation.
These projects improve product quality, lower emissions, enhance productivity, and
improve worker health and safety.2? By reducing costs, large customer projects make
Oregon’s most significant employers more competitive in a global marketplace.? They
also allow businesses to retain and hire more workers. A report for the ETO prepared by

Pinnacle Economics estimates that the net economic benefits from ETO programs in

2013 included $175.1 million in increased economic output, $60.4 million in increased

N
=
~

N
N
~

ICNU/301 at 22 (emphasis added).

ICNU/306 at 26-28, 46-47, 74-75 (State & Local Energy Efficiency Action Network. (Mar. 2014).
Industrial Energy Efficiency: Designing Effective State Programs for the Industrial Sector at 6-8, 26-27,
54-55. Prepared by A. Goldberg, R.P. Taylor, and B. Hedman, Institute for Industrial Productivity
(excerpt). The full report is available at:

http://energy.gov/sites/prod/files/2014/03/f13/industrial _energy efficiency.pdf.

1d. at 26-27.
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wages, and 1,091 new jobs.2¥ These benefits impact the economy as a whole, and thus

provide significant indirect benefits to residential customers.

WHAT IS THE LIKELY IMPACT ON LARGE PROJECTS IF THE CUB
PROPOSAL IS ADOPTED?

The theory behind CUB’s approach is that the rate class performing an energy efficiency
project should not receive the benefits of its project.? Rather, the benefits should be
reallocated based on the amount of funds that each rate class contributes to the ETO
(disregarding the substantial investments being made by industrial customers to achieve

these benefits).%/

Accordingly, CUB’s proposal is likely to disincentivize industrial
customers, knowing that the benefits of their projects are being reallocated to another rate

class, from investing in new conservation.

PLEASE SUMMARIZE WHY THE COMMISSION SHOULD REJECT THE
CUB ENERGY EFFICIENCY PROPOSAL.

Energy efficiency is a joint effort on behalf of the ETO and the utility customer, and
imposing what amounts to little more than a penalty on large industrial customers, at a
time when those customers are working aggressively to achieve Oregon’s energy
efficiency goals, is not good policy. Despite claiming that energy efficiency belongs in
the marginal cost study, CUB’s proposal does not model energy efficiency as a marginal
resource. Despite claiming that smaller customers are unfairly subsidizing larger
customer conservation projects, CUB’s proposal shifts a material amount of costs to

larger customers without any legitimate factual basis for doing so. And, despite claiming

ICNU/305 at 12 (Pinnacle Economics, Economic Impacts from Energy Trust of Oregon 2013 Program
Activities, Final Report at 7 (May 5, 2014)).
CUB/100 at 33:2-13.

Id.
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that funding limitations will soon inhibit the ETO’s ability to acquire all cost-effective
energy efficiency from industrial customers, CUB’s proposal has no impact on these
funding limitations and, as | understand, violates Oregon law. Accordingly, | recommend

that the Commission reject the CUB proposal.

I11.  DIRECT BENEFIT CAP

PLEASE RESTATE CUB’'S CONCERN OVER THE ETO’S ABILITY TO
ACHIEVE ALL COST-EFFECTIVE ENERGY EFFICIENCY.

As a justification for its energy efficiency proposal, CUB has testified that “under the
current legal interpretation, PGE’s industrial customers will very soon be restricted from
receiving additional industrial EE programs because of the “direct benefit’ cap in SB
838.72  CUB argues that its marginal cost proposal, coupled with its unique
interpretation of the phrase “direct benefits” in SB 838 discussed above, will solve this
problem.

HOW DO YOU PROPOSE TO RESOLVE CUB’S CONCERN?

While I recommend adherence to, and accounting for, the law prohibiting large industrial
customers from receiving incentives out of SB 838 funds, | propose that the “direct
benefit cap” referred to by CUB be lifted, enabling the ETO to utilize the entire amount

of SB 1149 funds in the manner it believes to be in the public interest.

CUB/100 at 38:8-10.
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EARLIER YOU PROVIDED AN OVERVIEW OF THE DIRECT BENEFIT CAP
IN SB 838. IS THIS CAP PREVENTING THE ETO FROM ACQUIRING ALL
COST-EFFECTIVE ENERGY EFFICIENCY IN THE COMPANY’S SERVICE
TERRITORY?

No. To date, the ETO has been able to acquire all cost-effective energy efficiency from
customers over 1 aMW and projects that it will be able to do so in 2014.2¢ More
importantly, to the extent the ETO is in danger of not being able to acquire cost-effective
energy efficiency from these customers, this is not because of the SB 838 direct benefit

cap, it is because of the “current legal interpretation” of this cap.%

WHAT IS THE “CURRENT LEGAL INTERPRETATION” OF THE SB 838
DIRECT BENEFIT CAP?

CUB states that the “current interpretation of [SB 838] is to maintain industrial programs
at the same percentage of funding as they were before [the passage of SB 838].”2% Thus,
under this interpretation, customers over one aMW are only allowed to receive a certain

percentage of SB 1149 conservation incentives from the public purpose charge.

WHAT IS THE PERCENTAGE CAP OF SB 1149 INCENTIVES THE ETO
STATES IT CAN PROVIDE TO CUSTOMERS OVER ONE aMW?

It is 18.4 percent.3¥ This percentage represents the average amount of incentives paid to

large customers between 2005 and 2007 relative to total energy efficiency funding in that

period.32 If the ETO exceeds the 18.4 percent industrial cap, it has two years to bring

N
©
=

[o8]
o
=

w
—
~

[o8]
N
~

Energy Trust of Oregon, Conservation Advisory Council Meeting Notes at 2 (July 23, 2014), available at:
http://energytrust.org/library/meetings/cac/CAC_Notes_140723.pdf; see also, ICNU/303 at 7 (PGE Resp.
to ICNU DR 145); PGE Advice No. 14-08, Staff Report at 1 (June 17, 2014) (noting that PGE requested $4
million reduction to SB 838 funding and despite this reduction, “Energy Trust estimates it can still achieve
its forecasted energy savings goals ... for the years 2014-2016").

CUBJ/100 at 38:8-10.

1d. at 27:15-16.

ICNU/304 at 2 (Energy Trust of Oregon, “Funding Limitations for Large Energy Users” (Apr. 16, 2014)).

Id.
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incentives back below the cap amount.®¥ The percentage cap for PacifiCorp is 27

percent.2

HOW WERE THESE PERCENTAGES ESTABLISHED?

ETO reports that they are the outcome of a “2008 informal multiparty agreement.”*¥

IS THE ETO IN DANGER OF EXCEEDING THE INFORMAL 18.4 PERCENT
INDUSTRIAL CAP FOR PGE?

Both the ETO and the Company indicate so. In an October 31, 2013 briefing paper, the
ETO noted that, if “in PGE territory we were to continue >1aMW incentive spending at a
rate equal to the average of the past 3 years (2010-2012, $5.9M), we would exceed the
current spending limit in 2015.7%¢ Additionally, in response to a CUB data request, the
Company stated that the 18.4 percent industrial cap could prevent the acquisition of all

cost-effective energy efficiency in the next five years.3”

DOES THIS CONCERN ICNU?

Yes. Like CUB, ICNU wants the ETO to be able to acquire all cost-effective energy
efficiency. As discussed above, industrial energy efficiency programs reduce system-

wide costs and provide broad economic and welfare benefits, for the good of all

38/

customers.= And, as CUB recognizes, industrial energy efficiency is often the cheapest

to acquire.® The ETO reports that “large site projects are 2.5 times more cost effective

[o8]
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I
1d. at 1.

ICNU/301 at 7.

ICNU/303 at 1 (PGE Resp. to CUB DR 27).
Supra at 11-12.

CUB/100 at 38:1.

o

UE 283 — Rebuttal Testimony of Bradley G. Mullins



10

11

12

13

14

15

16

17

18

ICNU/300
Mullins/16

than [smaller] site projects.”*¥ Thus, ICNU agrees that something should be done to
ensure the ETO can fund the most economic projects.

WHAT DO YOU PROPOSE?

I propose that the Commission remove the 18.4 percent industrial cap on SB 1149
funding.

WHAT IS THE BASIS FOR YOUR RECOMMENDATION?

The 18.4 percent cap is not a statutory requirement. It is nowhere to be found in SB 838
or SB 1149. As CUB states, it is an “artificial cap placed on industrial programs by the

current interpretation of the law.”*¥

Furthermore, the 2008 informal multiparty
agreement that established this “artificial cap” has no basis in the regulatory record. The
ETO notes that, with respect to this agreement, the “details of the discussions and
resulting methodology were not created within the formal regulatory docket process,
[thus] the history is sparse and largely undocumented.”# While various ETO briefing
papers refer to the 18.4 percent cap, they do not provide or refer to any document that
established this cap.*¥ The closest ICNU has come to locating this agreement is a straw
man proposal the ETO sent to various stakeholders in 2007 that outlines the process the

ETO planned to establish following passage of SB 838.% No final agreement appears to

exist. Thus, the ETO has stated that its process “is meant to reflect our best

40/
41/
42/
43/
44/

ICNU/301 at 16.

CUB/100 at 30:14-15.

ICNU/301 at 21.

See ICNU/301 at 7, 15, 21; ICNU/304 at 2.

ICNU/302 at 5-8 (attachment to CUB Resp. to ICNU DR 11 (note that this attachment was originally part
of a PGE response to a CUB data request in Advice No. 07-25 and is labeled accordingly)).
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understanding of the intent at the time” of the informal agreement.*¥ In sum, the cap was

not adopted in a regulatory proceeding and is not binding.

ARE THERE ANY OTHER REASONS TO REMOVE THE 18.4 PERCENT CAP?
Yes. This cap is arbitrary. As proof of this, just look at PacifiCorp. It is subject to the
same laws, yet the funding cap the ETO applies to PacifiCorp is 27 percent.®® This is
because the industrial cap is entirely dependent on the amount of funding PGE and
PacifiCorp provided to large customers between 2004 and 2007.2” Because PacifiCorp
had more industrial conservation activity during this period, its cap is higher and it is not
currently in danger of exceeding it.*®¥ This makes no sense, particularly given the
changed circumstances of the Company’s industrial load. When the informal cap was
implemented, “PGE activity was largely limited to one large paper mill. [Today, a]
larger proportion of PGE’s large customer loads are from the semiconductor industry.
Energy Trust programs were not as active in that industry until recently.”*® Thus, if the
Company’s service territory in 2005-2007 had an industrial profile similar to what it has

today, its informal cap would almost certainly be higher and the ETO would have no

problem acquiring all cost-effective conservation from large customers.

45/
46/
47/

48/
49/

ICNU/301 at 21.

1d. at 4.

Id. at 7. As further evidence of the arbitrariness of this cap, the baseline period is different for the
Company than it is for PacifiCorp. For PGE it is 2005-2007, while it is 2004-2007 for PacifiCorp.
1d. at 15.

1d. at 21.
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HAS THE COMMISSION QUESTIONED WHETHER IT REMAINS GOOD
POLICY TO MAINTAIN THE 18.4 PERCENT INFORMAL CAP?

I am unaware of any formal statement the Commission has issued. However, various
ETO papers indicate that the Commission “is aware of these issues and is questioning
whether the methodology used to set Energy Trust’s spending limit for >1aMW sites is

the best policy.”*%

WOULD YOUR PROPOSAL RESULT IN THE ETO SPENDING ALL SB 1149
DOLLARS ON INDUSTRIAL CUSTOMERS?

No. I am not suggesting that the ETO should spend all SB 1149 energy efficiency dollars
on industrial customers, just that it should have the freedom to pursue the most cost-
effective options. Currently, the ETO is acquiring all cost-effective conservation from
large customers even with the artificial 18.4 percent cap in place; thus, there is no reason
to think that removing the cap would materially increase incentives to these customers.
According to an October 2013 ETO briefing paper, “[i]f we assume the average incentive
demand for the past three years in PGE ($5.8M) increases by 25% ($7.25M) and is
sustained for the next three years, the cumulative % of incentives to total revenues from
PGE large customers would increase from 17% to 20%.”2Y Thus, even a significant and
unanticipated increase in incentive demand from industrial customers is not likely to
result in a material shift of dollars to this customer group.

HOW WOULD YOUR PROPOSAL COMPLY WITH SB 8387

| propose that the ETO be required to develop separate fund accounting for SB 1149 and

SB 838 receipts in order prevent any funds received pursuant to SB 838 from being used

1d. at 7.
1d. at 9.

UE 283 — Rebuttal Testimony of Bradley G. Mullins



10

11

12

13
14
15

16

17

18

19

20

21

ICNU/300
Mullins/19

to provide incentives to large customers. Under this proposal, large customers exceeding
one aMW could receive incentives out of the SB 1149 fund, with no limitation. They
would be prohibited, however, from receiving any incentive from the SB 838 fund, in

compliance with that law’s direct benefit limitation.>?

PLEASE SUMMARIZE HOW YOU PROPOSE TO ADDRESS THE ISSUE
RELATED TO THE DIRECT BENEFITS CAP.

To the extent the ETO is currently in danger of not being able to acquire all cost-effective
energy efficiency, the use of an 18.4 percent cap on SB 1149 funding, which is not part of
any formal agreement and has no basis in Oregon law, should be re-evaluated. | propose
that the cap be eliminated and that the ETO be required to develop fund accounting in

order to ensure that large industrial customers receive no incentives from SB 838 funds.

IV. PRODUCTION TAX CREDIT CARRY-FORWARDS

DO YOU HAVE ANY GENERAL COMMENTS REGARDING THE
COMPANY’S TAX CALCULATIONS BEFORE DISCUSSING PTC CARRY-
FORWARDS?

Reviewing the Company’s tax calculations in this proceeding has been difficult.
Throughout the course of this proceeding, numerous errors and inconsistencies have been
identified, the extent of which make it nearly impossible to have a clear understanding of
the appropriate level of tax expense and accumulated deferred income taxes (“ADIT”) to
assume in rates. On May 12th, for example, the Company identified a $32.7 million

error in its accumulated deferred income tax balance, which resulted in revenue

ORS § 757.689(2)(h).
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requirement being overstated by $3.8 million.®¥ On August 8" (only four business days

prior to the filing of this testimony), the Company identified another error that would
change the amount of deferred taxes associated with Tucannon River by approximately
$85 million.®¥ The Company claims that this material change in deferred tax expense
has no impact on revenue requirement, but there has not been adequate time to verify the
Company’s assertion or its calculations. Therefore, the following discussion regarding
PTC carry-forwards is premised on the Company’s tax calculations as of August 13,

2014, which have not been thoroughly reviewed at the time of this filing.

REGARDING PTC CARRY-FORWARDS, PLEASE RESTATE THE
FUNDAMENTAL ISSUE IDENTIFIED IN YOUR OPENING TESTIMONY.

While there is no argument over whether PTCs generated in the test period should be
reflected in income tax expense, the issue is the appropriate level of PTC carry-forwards

to include as a deferred tax asset in rate base, upon which the Company earns a return.

HOW DID YOU PROPOSE TO REFLECT PTC CARRY-FORWARDS IN RATE
BASE?

In my opening testimony | argued that the level of normalized income tax expense
included in revenue requirement, rather than the tax actually paid by the Company,
should be used to calculate the level of PTC carry-forwards included in rates. Because
normalized income tax expense was sufficient to utilize all PTCs generated in the period,
I recommended that $75.6 million in PTC carry-forwards be removed from rate base,

resulting in an $8.3 million reduction to revenue requirement.

53/
54/

PGE/1801 at 3.

Exhibit ICNU/303 at 10 (PGE Resp. to ICNU DR 169 (stating “The ‘Deferred Ms’ for Tucannon in PGE
Exhibit 1701 were inadvertently included as $71.7 million rather than $156.2 million™)).
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HAVE YOU UPDATED YOUR RECOMMENDATION AS A RESULT OF THE
COMPANY’S RESPONSE?

Yes. While the Company has not provided an explanation of the difference, it claims that
only $53.1 million of PTC carry-forwards were included in rate base,® rather than the
$75.6 million included in my opening testimony.®® Thus, | have updated my
recommendation to reflect this value, modifying my adjustment to a $53.127 million
reduction in rate base and a $6.069 million reduction to revenue requirement. In
addition, in reviewing the Company’s testimony, | have discovered several errors in the
Company’s calculation of PTC carry-forwards, which should be corrected if the

Commission disagrees with my proposal. Correcting for these errors result in a reduction

to rate base of $28.952 million and a reduction revenue requirement of $3.307 million.

PLEASE SUMMARIZE WHY YOU PROPOSED TO CALCULATE PTC
CARRY-FORWARDS BASED ON NORMALIZED TAX EXPENSE, RATHER
THAN CURRENT TAX.

In light of the substantial tax savings that the Company will receive when it files its tax
return, |1 have proposed that PTC carry-forwards be calculated in revenue requirement
based on the level of normalized income tax expense paid by customers, not the level of
current income taxes paid by the Company. The reason for this treatment is that the
amount of taxes customers must pay in revenue requirement far exceeds the amount that
the Company will actually pay. For example, in the test period customers are paying an
additional $69.2 million to compensate the Company for taxes, which will not ultimately

be paid when the Company files its tax return. This amount exceeds the entire revenue

PGE/1900 at 4, Table 2.
ICNU/100 at 14:15-17.
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requirement increase requested for Tucannon River. In recognition of these of cash
benefits, my proposal is that the Company should be responsible for the PTC carry-
forwards that arise as a result of the difference between the amount of taxes paid by

ratepayers and the amount of taxes that it pays.

CAN YOU DEMONSTRATE HOW YOUR PROPOSAL IS DIFFERENT FROM
THE METHODOLOGY PRESENTED BY THE COMPANY IN ITS REBUTTAL
FILING?

Yes. The amount of taxes that customers pay includes both current and deferred taxes.
As discussed in my opening testimony, much of the deferred taxes included in rates arise
as a result of the normalization requirements in IRC § 168(f)(2), which prohibit including
the benefits of accelerated depreciation in income tax expense for ratemaking purposes.
My proposal is to calculate PTC carry-forwards included in rates based on the amount of
tax that ratepayers are paying, including both current and deferred taxes. In contrast, the
Company’s methodology calculates the level of PTC carry-forwards in rates based on the
level of tax it pays, limiting the calculation only to current income tax. Table 3, below,

demonstrates the difference between these two methodologies.
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TABLE 3
COMPARISON OF PTC METHODOLOGIES
PROPOSED VERSUS COMPANY
($000)
Description Reference Proposed Company
(@) Current Taxes PGE/1701*, PGE/1900 53,810 34,315
(b) Deferred Taxes PGE/1701* 41,657
(c) Income TaxBefore Credits > (a), (b) 95,467 34,315
(d) TaxPayable In Excess of $25,000 (d) - $25k 95,442 34,290
(e) 25% of TaxPayable in Excess of $25,000 (e) * 25% 23,861 8,573
(f) PTC Credit Utilization Limit (1.R.C. § 45(c)(1)(B)) ©) - 71,607 25,743
(9) 2014 Carry Forward PGE/1701*t - 30,327
(h) Tucannon PTC PGE/1701* 19,757 19,757
(i) BiglowPTC PGE/1701* 28,929 28,785
() Total2015PTC > (2):0) 48,686 78,869
(k) Normalized Credit Utilized Min (f), (j) 48,686 25,743
() 2015 YE Credit Carry-forward @) -® - 53,126
* Based on corrected revenue requirement table provided informally in response to Data Request ICNU 169
t 2014 tax credit carry forwards are excluded fromthe proposed calculation because the Company's
income taxexpense included in UE 262 would have also been sufficient to utilize all tax credits generated,
and carried-forward into 2014.

Q. PLEASE PROVIDE AN OVERVIEW OF TABLE 3.

A. As can be seen from the table, the key difference between my proposal and the

calculation detailed in the Company’s rebuttal filing is line (c), the level of taxes before
credits. My calculation includes deferred taxes in the calculation, while the Company’s
calculation excludes them. My calculation also assumes that no 2014 production tax
credit carry-forwards should be included in the current year calculation. This assumption
was made because, in reviewing the Company’s 2014 revenue requirement calculations

in its previous rate case, UE 262, it appears that the level of income tax expense included
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in rates in 2014 would have been sufficient to utilize all PTCs from 2014, using the same
methodology detailed above.

This table also demonstrates a material error in the Company’s calculation, which
will be discussed further below: the level of current taxes included on line (a) by the
Company is inconsistent with the level of current tax that it has included in revenue
requirement.

HOW DID THE COMPANY RESPOND TO YOUR PROPOSAL?

The Company’s response was brief, reiterating that PTC carry-forwards “are based upon
the cash expended for federal income tax; they are not based on the total of current and
deferred tax expense as suggested by the ICNU model.”>”

DO YOU AGREE WITH THE COMPANY?

Yes. The issue is not how PTC carry-forwards are generated on the Company’s tax
return. The issue is the level of PTC carry-forwards that should be included in rates. |
agree that deferred taxes are not taken into account when the Company files its tax return.
The disagreement is that customers should only be responsible to pay for PTC carry-
forwards to the extent that those carry-forwards would have been generated based on

normalized income tax expense, the amount customers are paying in rates.

WHAT EVIDENCE DID THE COMPANY PROVIDE TO SUGGEST THAT PTC
CARRY-FORWARDS SHOULD NOT BE BASED ON NORMALIZED INCOME
TAX EXPENSE?

Its primary argument seems to be that the rate base reduction associated with ADIT

justifies the Company’s inclusion of PTC carry-forwards in rate base based on the level

PGE/1900 at 10:5-8.
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of current income tax.*® Because the Company is the beneficiary of the cash collected

through revenue requirement as a result of deferred taxes, however, it should be solely
responsible for any tax attributes, including PTC carry-forwards, that arise from the
deferred tax portion of income tax expense. Deferred taxes are essentially a loan to the
utility from its customers, and if, as a result of receiving that loan, the Company is unable
to utilize the full amount of tax credits generated in a period, it should bear the financial

burden of the ensuing credit carry-forward.

DO YOU AGREE THAT PTC CARRY-FORWARDS ARE ANALOGOUS TO
ADIT?

No. ADIT must be viewed separately from these particular PTC carry-forward tax
attributes. In contrast to ADIT, which arises as a result of temporary differences between
financial and tax accounting methods (for instance, straight-line versus accelerated
depreciation), a PTC carry-forward arises at a single point in time as a result of the level
of taxes included on the Company’s tax return. Unlike ADIT, PTCs have no bearing on
the level of taxable income that a company will report on its tax return, nor the level of
pre-tax income that will result on its books. They are simply an intangible right (or
“attribute”), established under the construct of the tax code, to reduce future taxes that an
entity must pay. Thus, the question becomes, why must ratepayers compensate the
Company for this intangible right, if their rates reflect a level of tax that would not have

established such a right in the first place?

PGE/1900 at 7:10-16 & n.7.
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ARE THERE OTHER PROBLEMS WITH INCLUDING PTC CARRY-
FORWARDS IN RATES BASED ON CURRENT TAXES?

Yes. As a result of the cumulative nature of these attributes, the inclusion of PTC carry-
forwards calculated based on non-normalized income tax expense also becomes
increasingly complicated over time. Unlike ADIT, which can be calculated by
comparing depreciation schedules and accounting methods, PTC utilization is entirely
dependent on the level of income taxes paid on a tax return, which can vary substantially
year to year. Because the credit carry-forwards accumulate, the level of income taxes
paid by the Company in prior years impacts the level of carry-forwards in later years.
For example, the level of income tax paid in 2013 had an impact on the level of PTC
carry-forwards included in 2014, which, in turn, impacts the level of PTC carry-forwards
that the Company has proposed to include in rates in this proceeding. Thus, the unique
hydro and market conditions from 2013 are implicitly reflected in the Company’s
calculation of PTC carry-forwards proposed in the test period. Similarly, if the
Company’s financial position in 2014 results in it being able to utilize more PTCs than it
had previously forecast, it will result in overstating the level of PTC carry-forwards
included in rates, a financial windfall to the Company. Not only does the cumulative
nature of PTCs call into question issues of retroactive ratemaking and deferred
accounting, the consequence of including PTC carry-forwards in rates based on non-
normalized taxes is that ratepayers are required to pay for amounts that are uncertain and

do not rise to the level of “known and measurable.”
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DO YOU AGREE WITH MR. GREENE THAT YOU HAVE MISINTERPRETED
AND MISAPPLIED IRC § 168(f)(2)?%

No. Under 26 CFR § 1.167(1)-1(a)(1), the normalization requirements of IRC 8
168(f)(2)%Y only apply to depreciation expenses, and not to other tax items, such as PTCs,
as follows:

The normalization requirements of section 167(l) with respect to public
utility property defined in section 167(1)(3)(A) pertain only to the deferral
of Federal income tax liability resulting from the use of an accelerated
method of depreciation for computing the allowance for depreciation under
section 167 and the use of straight line depreciation for computing tax
expense and depreciation expense for purposes of establishing cost of
services and for reflecting operating results in regulated books of account.
Regulations under section 167(1) do not pertain to other book-tax timing
differences with respect to State income taxes, F.I.C.A. taxes, construction
costs, or any other taxes and items.

It follows that the application of the IRC § 168(f)(2) normalization requirements are not
the issue. The issue is the level of PTC carry-forwards that should be included in rate
base, and unlike depreciation expense, IRC § 168(f)(2) does not restrict the

Commission’s ability to exclude PTC carry-forwards from rate base.

HAS THE IRS ISSUED ANY PRIVATE LETTER RULINGS TO CONFIRM THE
ABILITY OF THE COMMISSION TO EXCLUDE PTC CARRY-FORWARDS
FROM RATE BASE?

Yes. Private Letter Ruling (“PLR”) 201418024 discusses the requirements of IRC §
168(f)(2) with respect to the inclusion of alternative minimum tax (“AMT?”) credit carry-
61/

forwards from rate base,” an issue that is substantively similar to the PTC issue in this

case. The utility discussed in that ruling had accrued AMT credit carry-forwards related

[$2]
©
~
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=
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—
~

PGE/1900 at 2:3-4.
26 U.S.C. § 168.
PLR 201418024 can be found online at http://irs.gov/pub/irs-wd/1418024.pdf.
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to the cash tax payment of alternative minimum tax included on its tax return but which
was not reflected in the utility’s normalized income tax expense—a situation very similar
to what is being discussed with regards to PTC carry-forwards. Despite proposing to
include AMT credit carry-forwards in rate base, the utility’s regulator rejected the
utility’s proposal. The IRS determined that the commission, in declining to include the
AMT credit carry-forwards in rate base, did not violate the requirements of IRC §
168(f)(2).%

DO YOU AGREE WITH THE COMPANY’S TESTIMONY REGARDING HOW
IT WOULD “NORMALIZE” PTCs IN RATES?

No. The Company has suggested that normalizing PTCs would result in only $1.5
million in benefits to customers.®¥ It appears that the Company has applied the same, or
similar, methodology that the Commission has used in the past to normalize investment
tax credits. Unlike investment tax credits, however, PTCs accrue when energy is
generated, not as a result of the level of investment in qualified property. Thus, the

proposal to amortize PTCs over a resource’s life, in a manner similar to investment tax

credits, is inconsistent with when and how the benefits of PTCs are accrued.

NOTWITHSTANDING YOUR PROPOSAL, PLEASE BRIEFLY DESCRIBE THE
ERRORS YOU IDENTIFIED IN THE COMPANY’S CALCULATIONS.

In reviewing the Company’s rebuttal filing, I identified two corrections to the Company’s
methodology for calculating PTC carry-forwards in rate base. First, as noted above, the
Company’s calculations are based on a level of current taxes that is inconsistent with the

amount included in its most recent revenue requirement calculations. Second, the

1d. at 6.
PGE/1900 at 9:21-10:2.
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Company calculated the PTC carry-forwards based on the December 31, 2015 year-end

balance, rather than an average balance.

WHAT LEVEL OF CURRENT TAXES IS THE COMPANY FORECASTING IN
THE TEST PERIOD?

It is not clear. The Company’s latest filed revenue requirement calculations, an errata
correcting multiple numerical errors from the Company’s rebuttal filing, includes current
taxes of $81.1 million.®¥ In response to a data request provided four business days prior
to this filing, however, the Company indicated that the amount included in its errata filing
was wrong,® and informally provided a document suggesting that current taxes should
be $53.8 million. The Rebuttal Testimony of Mr. Greene, on the other hand, suggests an
entirely different number, indicating that a level of current taxes actually used to calculate
the production tax credit carry-forwards was $34.3 million.¥/

WHICH OF THESE CURRENT TAX CALCULATIONS SHOULD BE USED TO

CALCULATE PRODUCTION TAX CREDIT CARRY-FORWARDS IN RATE
BASE?

If my recommendation regarding the use of normalized income tax expense is not
adopted, | recommend that $81.1 million in current taxes be used. This value is the
amount included in the Company’s most recent revenue requirement table filed with the

Commission.

PGE/Errata 1701 at 2:65 (July 31, 2014).
Exhibit ICNU/303 at 10 (PGE Resp. to ICNU DR 169).
PGE/Exhibit 1900 at 4, Table 3.
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WHY DO YOU BELIEVE THE PTC CARRY-FORWARDS INCLUDED IN
RATE BASE SHOULD BE CALCULATED AS AN AVERAGE BALANCE?

The Company’s ADIT calculations for Tucannon River and Port Westward 11 appear to
have been based on an average, in contrast to a year-end, balance. Thus, for consistency
purposes the Company’s calculations should be corrected to reflect the average balance
for PTC carry-forwards, as well.

WHAT IS THE COMBINED IMPACT OF CORRECTING THESE ERRORS?
Exhibit ICNU/307 details the impact of these corrections. As detailed in the exhibit,
correcting for the level of current taxes included in the PGE/1701 errata filing and
adjusting to the average balance results in a $29.0 million reduction to rate base and a
$3.3 million reduction to revenue requirement. In addition, under the headings
“Alternative Correction #1” and “Alternative Correction #2”, | have detailed the rate base
and revenue requirement impact of using the differing current tax values detailed in the
Company’s response to ICNU Data Request 169 and in the Company’s rebuttal filing at

PGE/1900, respectively.

PLEASE SUMMARIZE YOUR RESPONSE REGARDING PTC CARRY-
FORWARDS.

I continue to recommend that the level of PTC carry-forwards included in rate base
should be calculated based on the level of taxes that ratepayers pay, not the level of tax
that the Company pays, which is often materially less than the amounts included in rates.
Thus, | propose that normalized income tax expense, rather than current taxes, be used to
calculate the PTC carry-forwards included in revenue requirement in this proceeding,

resulting in the adjustment detailed above. Notwithstanding this issue, | have identified
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several errors in the Company’s tax calculations that should be corrected if the

Commission decides to use the Company’s methodology.

V. RENEWABLE PORTFOLIO STANDARDS CARVE-OUT

PLEASE SUMMARIZE YOUR RESPONSE TO THE COMPANY’S REBUTTAL
TESTIMONY ON THE RPS CARVE-OUT.

In May of 2004, the Company initiated Docket No. UE 165 to develop a mechanism to
recover the power costs and benefits of variations in hydro generation.2” The result of
that proceeding was a comprehensive policy framework, through which the criteria for
designing power cost adjustment mechanisms (“PCAMs”) in this state was established.®
These criteria are: (1) the PCAM must be limited to unusual events; (2) no adjustments if
overall earnings are reasonable; (3) revenue neutrality; and (4) long-term operation.®
Now, the Company requests that the Commission disregard its long-standing PCAM

design criteria, which were recently affirmed in Docket No. UE 246,”

and approve a
mechanism that attempts to isolate the power cost variation related to RPS resources and
recover the associated costs through a dollar-for-dollar true-up mechanism that is not
subject to dead bands, sharing bands, or an earnings test. The Company’s rebuttal
testimony provides no compelling evidence to demonstrate why the Commission should

set-aside the principles established in UE 165, and, accordingly, I continue to recommend

that the Company’s proposal be rejected.

In Re PGE, Docket Nos. UE 165/UM 1187, Order No. 05-1261 at 1 (Dec. 21, 2005).
1d. at 8-13.
1d. at 8.

See In re PacifiCorp, dba Pacific Power, Request for a General Rate Revision, Docket UE 246, Order No.
12-493 at 13-15 (Dec. 20, 2012).
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DO YOU AGREE WITH THE COMPANY THAT THE COMMISSION’S
DECISION IN UE 246 DOES NOT APPLY TO ITS PROPOSED RPS CARVE-
ouT?
No. The Company claims that the Commission’s order in Docket No. UE 246, which
established PacifiCorp’s PCAM, has no bearing on its proposed RPS Carve-out
mechanism.”Y The Company argues that the Commission’s order in that docket applied
to the totality of power costs, not PacifiCorp’s attempt to isolate the impact of RPS
resources.”? | disagree with the Company’s interpretation. PacifiCorp’s Post-Hearing
Brief well summarized the issue decided in that proceeding as follows:

Staff, ICNU, and CUB argue that SB 838 does not require dollar-for-

dollar recovery of all NPC. The statute’s plain language, however, allows

the Company to recover “all prudently incurred costs associated with

compliance” with the law, including integrating, firming, and shaping
renewable energy sources.”

Thus, when the Commission rejected PacifiCorp’s request for dollar-for-dollar recovery
of its power costs and found that “the most prudent way to accomplish proper recovery is
through a well-designed PCAM that complies with the principles [outlined in UE
165]," it implicitly determined that the PCAM satisfies the recovery standard for RPS
resources established in SB 838, and that SB 838 does not mandate dollar-for-dollar

recovery of power costs associated with RPS resources.

PGE/1600 at 14.

1d.

Docket No. UE 246, PacifiCorp’s Post-Hearing Brief at 36 (Nov. 7, 2012).
Docket No. UE 246, Order No. 12-493 at 14.
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PLEASE SUMMARIZE THE TECHNICAL ISSUES RAISED IN YOUR
OPENING TESTIMONY.

In addition to the policy issues associated with a potential RPS carve-out mechanism, I
questioned three general aspects of the Company’s proposal—first, the influence of
market prices on the Company’s proposed mechanism; second, the portfolio
diversification benefits of renewable resources; and, third, the ability of the Company to
accurately calculate the costs and benefits associated with system re-dispatch in actual

operations.

DID THE COMPANY ADEQUATELY RESPOND TO YOUR CONCERN
REGARDING THE INFLUENCE OF MARKET PRICES IN ITS RPS
PROPOSAL?

No. My concern with market price had to do with the fact that changes in market prices
are unrelated to RPS compliance under SB 838, and accordingly have no place in a
deferral mechanism that is premised on achieving dollar-for-dollar power cost recovery
from SB 838 resources. | disagree with the Company that | have a misunderstanding of
how it operates its system,” as the issue is not how the Company operates its system,
but, rather, whether SB 838 requires the Commission to provide dollar-for-dollar
recovery of market price variances. | have not identified any language in SB 838
discussing the recovery of market price variance, and, accordingly, | do not believe that

market price variance should be reflected in any mechanism premised on the recovery

standard outlined SB 838.

PGE/1600 at 12:10-13.
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DOES THE COMPANY’S PROPOSED REMEDY ADEQUATELY RESOLVE
THE MARKET PRICE VARIANCE ISSUE?

No. The Company has proposed to modify its mechanism to exclude the impact of
market price variance when the actual hourly generation from the renewable resource is
exactly the same as generation forecast in rates.” As the Company testifies, however,
the actual hourly generation from its wind resources is the same as the forecast hourly
generation in only 0.2 percent of hours—practically never.”” Thus, this proposed remedy

has no practical impact on the level of market price variance reflected in the Company’s

RPS carve-out proposal.

WHY IS IT CRITICAL THAT MARKET PRICE VARIANCE BE EXCLUDED
FROM THE PROPOSAL?

To the extent market prices vary in actual operations relative to the forecast, it will result
in broader power cost implications than just those related to renewable resources,
impacting the dispatch, and associated cost, of the Company’s entire system. In addition,
the risks associated with market price variance are already captured in the Company’s
hedging policy. Thus, if the Company collects a deferral as a result of market price
variance, it will effectively be compensated twice—once through the RPS carve-out and

again through its hedging position.

-
(o2}
=

~
Ay
~

1d. at 13:4-13.
1d. at 13:7-8.
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HOW DID THE COMPANY RESPOND TO YOUR CONCERNS REGARDING
THE DIVERSIFICATION IMPACTS OF RPS RESOURCES ON ITS RESOURCE
PORTFOLIO?

The Company simply alleged that the stock portfolio analogy | used to illustrate this issue

nB/

was a “strained comparison. | disagree. Portfolio diversification is one of the

fundamental principles relied on by utilities in order to develop a least-cost, least-risk
resource portfolio. This was acknowledged by the Company in its Integrated Resource
Plan as follows:

One of the most common forms of hedging with respect to portfolio
construction and management is asset diversification. From the stand-
point of an electric utility, this can be accomplished by increasing the
number and type of resources (both technology and fuel types) used to
serve customer demand. By diversifying its portfolio of energy and
capacity resources, a utility is less likely to experience large, adverse
changgs in the cost to produce and deliver electricity to its customers over
time.™

Accordingly, the Company has no basis to claim that diversification benefits of RPS

resources are irrelevant to its proposal.

HOW DID THE COMPANY RESPOND TO YOUR CONCERNS REGARDING
ITS ABILITY TO ACCOUNT FOR THE SYSTEM RE-DISPATCH
ASSOCIATED WITH ISOLATING THE POWER COST VARIANCE OF RPS
RESOURCES?

The Company devotes one paragraph to this issue, claiming no evidence exists to support

the argument that system re-dispatch cost cannot be accurately measured in actual

operations.&

Id. at 14:1.
2013 Integrated Resource Plan, Portland General Electric, at 100 (Mar. 2014) (emphasis added).
PGE/1600 at 13:14-19.
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WAS THIS ISSUE REGARDING SYSTEM RE-DISPATCH A KEY FACTOR IN
THE DESIGN OF THE CURRENT PCAM?

Yes. In Docket No. UE 165, the Company originally requested a power cost mechanism
that would only track variances in hydro output, ignoring changes to other power cost
variables. Staff member, Maury Galbraith, testified that it was inappropriate to limit an
adjustment mechanism solely to a single resource type, noting as follows:

PGE operates its hydro resources as an integrated part of it overall supply
portfolio. The company manages its resource portfolio to be in
approximate load-resource balance on an expected hydro basis. If hydro
output is less than expected PGE rebalances its overall position by
increasing thermal resource output and/or making market purchases. If
hydro output is greater than expected PGE rebalances its overall position
by decreasing thermal resource output and/or making market sales. PGE
manages its overall supply portfolio to minimize power costs. It is
important to capture the complex, often offsetting interaction of resources
within the supply portfolio when setting supplemental adjustment rates.
Ignoring thermal plant optionality in the design of a hydro-only
adjustment mechanism produces an economic windfall to the utility. The
best way to address this issue is to use a PCA mechanism that tracks all
the components of NVPC .8

DOES THIS PASSAGE FROM MR. GALBRAITH’S TESTIMONY IN UE 165
APPLY EQUALLY TO RPS RESOURCES?

Yes. The PCAM in place today is the type Mr. Galbraith recommended then, and it
should not be changed to “carve out” RPS costs for the same reasons. In fact, PacifiCorp
appears to agree. As part of its argument in Docket No. UE 246 that dollar-for-dollar
recovery of all of its power costs was warranted, PacifiCorp stated: “The Company has

shown that it is impossible to isolate, quantify, and accurately forecast the NPC impacts

In re Portland General Electric Application for a Hydro Generation Power Cost Adjustment Mechanism,
Docket No. UE 165, Staff/100 at 16:9-20 (Feb. 14, 2005).
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of SB 838-¢eligible resources ....”8 If PacifiCorp thinks it is impossible to carve out RPS

costs from its resource portfolio, it is unclear why the Company thinks it can do so.

WILL SYSTEM RE-DISPATCH COSTS BECOME EVEN MORE DIFFICULT
TO QUANTIFY WHEN THE COMPANY BEGINS TO SELF-INTEGRATE
WIND?

Yes. As discussed by CUB, the Company’s proposed mechanism will not adequately
track the re-dispatch associated with integration resources, such as Port Westward 1l and
Carty, if the Company chooses to self-integrate.¥ The Company’s only response to
CUB’s observation was that it was not yet self-integrating and that it is “open to input
regarding how the mechanism should function when PGE self-integrates in whole or in

11%/

part. Needless to say, this is not a substantive response to this problem, as the

Company assumes it will self-integrate by the fourth quarter of the test year.

DID STAFF IDENTIFY ANY PROBLEMS WITH THE COMPANY’S RPS
CARVE-OUT PROPOSAL?

Yes. Staff’s witness, Ryan Bracken, provided a comprehensive evaluation of the
Company’s RPS carve-out proposal. One of the issues Mr. Bracken identified was the
effect of the Company’s proposal on its PCAM. In Confidential Table 2 on page 13 of
his testimony, Mr. Bracken shows that the Company’s proposal can lead to a situation
where it over-recovers total power costs, yet under-recovers RPS costs. This is a major
flaw in the Company’s proposal and its occurrence is not a speculative or remote
possibility. In 2012, if the Company’s RPS carve-out mechanism had been in place, it

would have refunded none of its over-collection to customers due to the dead bands,

Docket No. UE 246, PacifiCorp’s Post-Hearing Brief at 36 (emphasis added).
CUB/100 at 17:8-23.
PGE/1600 at 11:16-17.
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sharing bands, and earnings test in the PCAM, yet it would have collected a significant
amount of additional power costs associated with its RPS resources from customers.
Based on the Company’s response to ICNU DR 150, the same thing would have
happened in 2010. Thus, in two of the last four years, the Company would have over-
collected power costs, refunded none to customers, and nevertheless collected additional

RPS-related power costs. This is simply not just and reasonable.

DID STAFF PROPOSE ALTERNATIVES TO THE COMPANY’S RPS CARVE-
OUT PROPOSAL?

Yes. Mr. Bracken presented four alternatives that he argued were superior to the
Company’s proposal.&’

SHOULD THE COMMISSION ADOPT ONE OF STAFF’S ALTERNATIVES?

No. In fact, it is important to note that Staff doesn’t think the Commission should adopt
them either. Mr. Bracken made clear that, while he felt his alternatives were superior to

the Company’s proposal, none of them were superior to the status quo.®/

Moreover,
none of them fix the problem Staff identified with the Company’s PCAM if an RPS
carve-out is adopted.8 While Staff stated that it felt changes to the PCAM should be
“reserved for after an RPS carve-out mechanism is identified because recommendations
188/ I

for changes would be dependent upon the design of the RPS carve-out mechanism,

do not believe the Commission should authorize a mechanism that creates the real

[oe]
[
=

[oe]
o
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~
N
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2

Staff/1100 at 28-38.

ICNU/301 at 24 (Staff Resp. to ICNU DR 5).
Staff/1100 at 38, Table 11.

ICNU/301 at 26 (Staff Resp. to ICNU DR 7c).
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possibility for the Company to double-recover a portion of its power costs, even if it is

only temporary.

IS A SEPARATE REQUEST FOR INVESTIGATION RELATED TO
RECOVERY OF RPS COSTS OUTSIDE OF THE PCAM PENDING BEFORE
THE COMMISSION?

Yes. On March 21, 2014, the Company and PacifiCorp filed a joint supplemental
application in Docket No. UM 1662 asking the Commission to open an investigation to
consider whether RPS resource costs should be recovered outside of those utilities’
respective PCAMSs. Given that, as discussed above, the Commission’s policy on this
matter is well established, that the Company is requesting such a mechanism in this case,
and that PacifiCorp has already stated that its requested relief is “impossible,” |
recommend that the Commission decline to open an investigation to address this issue in

UM 1662.

PLEASE SUMMARIZE WHY THE COMMISSION SHOULD REJECT THE
COMPANY'S RPS CARVE-OUT PROPOSAL AND DECLINE TO
INVESTIGATE THIS MATTER FURTHER IN DOCKET NO. UM 1662.

Notwithstanding the fundamental technical flaws in its proposal, the Company has not
satisfied its burden to demonstrate that the Commission should set-aside its long-
established policy on power cost adjustment mechanisms. Accordingly, the Company’s
proposal should be rejected and the Commission should decline to open an investigation
to review this issue in a separate proceeding.

DOES THIS CONCLUDE YOUR REBUTTAL TESTIMONY?

Yes.
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Data Request ICNU 008:

008. Please provide all documents in Staff’s possession that refer to the 18.4% cap on
the Energy Trust of Oregon’s ability to provide industrial energy efficiency funding
in PGE’s service territory, referenced in CUB/100 at 27.

Staff Response to ICNU 008:

008. See Attachment A.


mailto:bvc@dvclaw.com
mailto:bvc@dvclaw.com
mailto:bvc@dvclaw.com
mailto:bvc@dvclaw.com
mailto:tcp@dvclaw.com
mailto:tcp@dvclaw.com
mailto:tcp@dvclaw.com
mailto:tcp@dvclaw.com
mailto:brmullins@mwanalytics.com
mailto:brmullins@mwanalytics.com
mailto:brmullins@mwanalytics.com
mailto:brmullins@mwanalytics.com

ICNU/301
Mulling/2

From: Fred Gordon [mailto:Fred.Gordon@energytrust.org]
Sent: Thursday, June 06, 2013 2:30 PM

To: JOHNSON Juliet
Cc: Steve Lacey; Peter West; Elaine Prause; Margie Harris; Debbie Goldberg Menashe
Subject: >1 aMW

Juliet, we convened after our meeting with PUC and weren’t 100% clear regarding what the PUC was
asking for. '

We came up with two versions of what the PUC staff is considering. Below, | describe both. It would be
good to clarify what you want before we start doing more analysis.

WE'RE PRETTY SURE ABOUT THIS PART

The 2008 informal multiparty agreement locks in a percentage of 1149 funding that should go to
customer over 1 aMw. PUC is questioning whether that is the best PUC policy. There may be a level of
funding for customers >1 aMW that is the proper balance between getting all cost-effective measures
and reasonable equity for funders. To determine this we need to look at the problem differently. The
solution should leave sufficient revenue for other customer classes, gets all cost-effective measures.

WE’RE NOT SO SURE ABOUT THIS PART.

There seem to be two ways to gauge equity that were discussed, sometimes in rapid succession. They
may be alternatives of complimentary perspectives. One is easy to do, one isn’t.

1. Assess whether large customer loads, as a share of all customer loads, grew. This would be an
indicator of whether perhaps funding from this class of customers grew, so it is reasonable to
increase funding to them beyond the percentage from the pre-838 period. We think we have
the data to look at this and will do so. This would inform analysis in any event. This analysis
would not factor in rate differentials or the influence of self-direct on revenues, as we’d simply
be looking at load trends. ' ’

2. Assess what percent of revenue to Energy Trust comes from large customers. PUC does not
consider this a “dollar in/dollar out = 1” criteria, but will consider the level of revenue in vs. out
from the large customers to assess the “right” level of funding for larger customers.

We can readily do #1, have explored how to do #2. If the PUC wants this information to proceed, we
suggest that the PUC request data from the utilities regarding how much of the revenue to the Energy
Trust came from customers over vs. under 1 aMW. We don’t think we have the information in hand,
and the task will require an understanding of rates which we’d need to build from scratch. In addition to
rates, we don’t have data in hand to gauge the impact of self-direct, and we know that it has changed
significantly over time, as fewer customers are self-directing. It may have a sizeable influence on the
trend. So we’d like to factor thatin. For this analysis, we suggest a three year historical period would
be enough to see whether there were trends that are meaningful or bumps to smooth out.

In either case, we're hearing that the PUC staff might want to:
e The amount of resource available from >1 aMw vs all customers,
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¢ The amount of that which might be impacted by a cap (this will be highly speculative).

* How levelized cost for large customer projects compare to costs for other customers. If you
agree that this is important, we’ll do the added analysis, which will be imprecise, but
meaningful.

So- Is the PUC staff currently thinking about the first option above, or the second, or both, considering
that the second will require added work by the utilities, or less ideally and less accurately, by Energy
Trust?

And, do we have it right that you also want us to take a cut at the three bullets below?

Fred Gordon

Director of Planning and Evaluation
Energy Trust of Oregon

421 SW Oak St., Suite 300
Portland, OR 97204

503.445.7602 DIRECT
503.546.6862 FAX
energytrust.org

- Follow us on Twitter @EnerayTrustOR

This email is intended for its addressee(s) and may contain confidential information.If you receive this email in error, please notify
me and delete it promptly. Thank you. :

+ Please consider the environment before'printing this email.
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EnergyTrust

of Oregon

Large Energy User Funding Analysis

September 6, 2013

Background

Through SB838, electric utility customer sites with usage less than or equal to 1aMW can be charged an
additional rate that is used to fund electric efficiency beyond the established public purpose charge from
SB 1149 to meet efficiency resource needs identified in utility integrated resource planning. Because not
all customers are paying in to the 838 fund, a 2008 informal multiparty agreement set a limit to the
percentage of 1149 incentive funding that Energy Trust can allocate to customers over 1 aMW.

The limits, established separately for each utility, are calculated as either 2004-2007 total >1aMW
incentives divided by 2004-2007 total 1149 efficiency funds directed to Energy Trust. For PacifiCorp this
value is 27% and for PGE it is 18%. Compliance with this spending limit is calculated on a cumulative
basis from 2008 forward, as an average of the % of 1149 incentives for >1aMW over that years 1149 total
energy efficiency revenue to Energy Trust. 2008-2012 for PacifiCorp is 22% and PGE is 17% (1% below
the limit of 18%)).

Today the OPUC is questioning whether the methodology used to set Energy Trust's spending limit for
>1aMW sites is the best policy. There may be a more appropriate level of funding for customers >1
aMW that brings the proper balance between getting all cost-effective measures and reasonable equity
for funders. To determine this we need to look at the problem differently. The solution should leave
sufficient revenue for other customer classes while not limiting the acquisition of all cost-effective
savings. This paper summarizes an analysis of key questions to help frame the issue and make
decisions.

Scope

To help inform the process to review the spending limit methodology, information that can provide the
ability the gauge the balance between funder equity and best benéefit for all ratepayers is needed.

Questions to be addressed:

1. How much are > 1aMW sites paying in to Energy Trust efficiency funding? How has this changed
over time?

How much is currently being spent on them?

How much savings is acquired with current cap?

How levelized cost for large customer projects compare to costs for other customers.

How does self-direct factor into the whole issue?

How has the ratio of revenues received from <1aMW customer to spending for <1aMW has
changed over time?

7. Whether the ratio of energy usage by > 1 aMW to other customers has grown or shrunk since
base period.

Estimate how much savings we could end up foregoing with the current cap to spending
Looking at how limiting spending on > 1 aMW might affect levelized cost

Do hLN

©
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Analysis

To help answer these questions, both utilities provided historical annual load and revenue data separated
by 838 exempt (>1aMW sites) and non-exempt (<=1aMW sites) customer categories. The exempt group

was further separated according to those that actively self-directing energy efficiency as well. Those sites
don't contribute to 838 but also don’t contribute to Energy Trust revenue.

This utility data was combined with Energy Trust's historical database of savings and incentives paid, also
separated by those >1aMW and those <=1aMW. Below are brief responses to each question by utility,
starting with PGE, based on the work attached in an excel file.

PGE

1. How much are > 1aMW sites paying in to Energy Trust efficiency funding? How has this changed
over time? :

Since 2005, they have contributed between $1.8 and $2.7million per year, equating to 6.5%-12% of the
total 1149 energy efficiency revenues to Energy Trust with a trend towards a decreased percentage in
more recent years. 2005-2007 averages 10.3%, 2008-2012 average is 8.1%.

2005 2006 2007 2008 2009 2010 2011 2012

$M- revenues to ETO $2.48 $2.74 $1.82 $1.76 $1.76 $2.44 $2.58 $2.62
EE >1laMW

%of total ETOEE 1149 | 1989 | 12.0% 7.1% 6.5% 6.6% 9.0% 9.0% 9.3%
S reported

2. How much is currently being spent on them?

Our current metric for limiting spending is measured by incentives spent on sites >1aMW as a percentage
of total 1149 efficiency funds received. For PGE this limit is the average of this annual calculation for
years 2005-2007, 18%. The cumulative average for 2008-2012 is 17% with specific years ranging from
9% to 27% in 2012. Actual incentives per year range from $1.3M to a high of $9.7M. 2012 incentives
totaled $7.5M.

To estimate total 1149 dollars spent on these sites, we applied the current ratio of incentives to total
budget for the Production Efficiency program, where most of the projects are seen, which is 64%. From
this perspective, >1aMW sites have received 25% of total funds.

3. How much savings is acquired with current cap?

Annual savings have ranged from 1.6aMW to 14.4aMW, with 7.1aMW in 2012 and total of 47.4aMW from
2005-2012. Going forward, assuming a 1% annual increase in total 1149 efficiency funds collected (to
represent load growth) and maintaining a cumulative average of 18% incentives vs. total collected, $5-
$5.5M per year can be directed in incentives to >1aMW sites. Assuming an average acquisition rate of
11.3 cents per kWh, escalating by 2% per year, about 5aMW can be acquired per year at the current cap.

Due to the uncertainty in each of the assumptions behind this estimate, there's likely a range around that
estimate of at least 25%.
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Levelized incentive costs for these projects have averaged just under 1cent’/kWh since 2005, with 2012

being 1.2 cents/kWh and seeing much year to year variability, no real trend in cost up or down through
time. This compares with levelized incentive costs for <=1aMW sites averaging 2.3cents/kWh.

5. How does self-direct factor into the whole issue?

Revenues to PGE from sites self-directing efficiency have increased over time from $16M in 2005 to

$41M in 2012. Although a small proportion of >1aMW revenues, the efficiency public purpose charge they
are self-directing is equal to 25% of the >1aMW efficiency revenues received by Energy Trust. Although
the energy use and utility revenues for efficiency self-directors has increased the number of sites has
declined. One large partial requirements self-director is mainly responsible for the large increase in load

seen in 2010.

6. How has the ratio of revenues received from <1aMW customer to spending for <1aMW has

changed over time?

The ratio of revenues received compared to spending has trended down over time reaching 35% of

incentive dollars in 2012.

2005 2006 2007 2008 ] 2009 2010 2011 2012
>1aMW revenues to ET0 | $ 2483367 |$ 2,735,959 % 1,824,171 1755651 1S 1,762,977|8 244341108 25780035 261579
>1aMW incentive spending| $ 9,742,145 | § 1,282,158 | § 1,762,765 2,421,817 |8 2,778,261 | § 4189900 |$ 5950,881|$  7,508,72
>1aMW total spending $ 15,222,102 | § 2,003,372 | $ 2,754,320 3,784,089 | $ 4,341,033 | $ 6,546,719 | $ 9,298,252 | §  11,732,38
Revs/incentives 25% 213% 103% 2% 63% 58% 43% 35
Revs/total §

16%

137%

66%

46%

41%

37%

28%

22

7. Whether the ratio of energy usage by > 1 aMW to other customers has grown or shrunk since

base period.

The ratio of energy use has remained very consistent over time, hovering around 19% of total load.

8. Estimate how much savings we could end up foregoing with the current cap to spending

Based on a high level estimate of ~ 5aMW acquired per year maintaining the cap of 18% incentives

budget to total 1149 revenues, over the next five years, we anticipate 8-12 aMW of savings could be lost,

or 32-48 aMW over a 20-year period. We may be able to “roll” projects forward in time and if funding

continues to be limited, the issue will remain. Furthermore, many large efficiency projects are scheduled
as part of other planned capital improvements, and might not be available if funding is not provided at the

right time.

From our current resource assessment, about 20% of the 20 year achievable potential is estimated to be

from industrial (~15%) and commercial (~5%) sites >1aMW.

9. Looking at how limiting spending on > 1 aMW might affect levelized cost

By limiting spending the ratio of lower levelized cost project spending would be maintained at roughly

30%. Using 2012 spending as an indicator of demand needing 40% of spending, the weighted average

levelized cost would increase approximately 6%.
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Background

Through SB838, electric utilities can add an additional amount to the bills of all customer sites with usage
less than or equal to 1aMW. The resulting funds are to be used to fund electric efficiency beyond the
established public purpose charge from SB 1149, to meet efficiency resource needs identified in utility
integrated resource planning. Because larger customers are not paying in to the 838 fund, they are
ineligible for efficiency program funding from 838. As a way of assuring that large customers are not
benefitting from this added funding, a 2008 informal multiparty agreement set a limit to the percentage of
1149 incentive funding that Energy Trust can allocate to customers over 1 aMW.

The limits, established separately for each utility, are based on large customer funding prior to SB 838
implementation. They are calculated as the total incentives paid to >1aMWV sites divided by total 1149
efficiency revenues directed to Energy Trust over a base pre-838 timeframe. For PacifiCorp the base
period is 2004-2007 and for PGE, the base period is 2005-2007. For PacifiCorp this value is 27% and for
PGE itis 18%.

Compliance with this spending limit is evaluated by comparing post-838 funding to these limits. The post
838 percentage for comparison to the humbers described above is calculated on a cumulative basis
starting in 2008. 1t is the sum of incentives for >1aMVWV over the sum of total 1149 energy efficiency
revenues to Energy Trust. 2008-2012 for PacifiCorp is 22% (five points beneath the limit of 27%) and for
PGE is 17% (1% point below the limit of 18%).

There are two types of issues to be addressed: 1) Strong program interest from large sites is expected to
continue, leading to the potential for the current funding cap methodology to limit Energy Trust's ability to
acquire all cost effective resources. If in PGE territory we were to continue >1aMW incentive spending at
a rate equal to the average of the past 3 years (2010-2012, $5.9M), we would exceed the current
spending limit in 2015, The cap may cause us to redirect funds above the cap to higher cost projects from
smaller, 838 eligible sites. It is also possible that as a consequence Energy Trust does not meet IRP
goals in some years. The result may mean lost opportunity of low cost resource, unmet demand and
unrealized savings.

2) Implementation of the spending limit is extremely challenging. A) Energy Trust still does not have
access to knowing which meters and sites are paying 838 and which are not- the estimates cited above
are based on the best available data. B) This is further complicated by the fact that the definition of a self-
direct eligible site and an 838 exempt site differs. Meters that are <1aMW yet are included with a self-
direct site definition totaling >1aMW pay 838 charges. Since they are meters within a self-direct site (total
meter load >1aMW) the programs are only reasonably able to treat them as an exempt, 1149 only site.
It's impossible to know which projects are on which meters and which ones are paying 838 or not paying
838. We run the risk of limiting program participation to sites which do have some meters paying 838.

Today the OPUC is aware of these issues and is questioning whether the methodology used to set
Energy Trust's spending limit for >1aMW sites is the best policy. There may be a more appropriate level
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of funding for customers >1 aMW that brings the proper balance between getting all cost-effective
measures and reasonable equity for funders. To determine this we need to look at the problem
differently. The solution should leave sufficient revenue for other customer classes while not limiting the
acquisition of all cost-effective savings. This paper summarizes an analysis of key questions to help frame
the issue and make decisions and offers some recommendations to address both categories of issues.

Scope

To help inform the review of the spending limit methodology, information is needed that can help
policymakers gauge the balance between funder equity and best benefit for all ratepayers.

Questions to be addressed:

1. How much are > 1aMW sites paying in to Energy Trust efficiency funding? How has this changed

over time?

How much is currently being spent on them?

How much savings is acquired with current cap?

How levelized cost for large customer projects compare to costs for other customers.

How does self-direct factor into the whole issue?

How has the ratio of revenues received from <1aMW customer to spending for <1aMW has

changed over time?

7. Whether the ratio of energy usage by > 1 aMW to other customers has grown-or shrunk since
base period.

RSN AN

8. Estimate how much savings we could end up foregoing with the current cap to spending
9. Looking at how limiting spending on > 1 aMW might affect levelized cost
Analysis

To answer these questions, both utilities provided historical annual load and revenue data separated by
838 exempt (>1aMW sites) and non-exempt (<=1aMW sites) customer categories. The exempt group
was further separated into those that are versus are not actively self-directing energy efficiency. Those
sites don’t contribute to 838 but also don't contribute to Energy Trust revenue.

This utility data was combined with Energy Trust's historical database of savings and incentives paid
(created by a third party contractor to date), also separated by those >1aMW and those <=1aMW. Below
is a brief summary of key takeaways, followed by responses to each question for each utility.

Summary of key findings

- Dollars provided to Energy Trust by sites with loads greater than 1aMW have remained
relatively steady over all years while non-exempt sites are contributing 36%--66% more per kWh
in 1149 funds than in 2004/2005. This reflects 838 charge increases plus other rate increases
over the years for the non-exempt meters.

- Demand for efficiency program spending from >1aMW sites has varied year to year but is
expected to maintain recent levels or increase over the next 5 years, just how much of an
increase is unknown.

- Inrecent years, >1aMW sites contribute 9% and 13% of total 1149 revenues (PGE/PAC) and
receive 18% and 24% of 1149 incentives.

- The utility cost of savings from >1aMW sites is less than half the cost of non-exempt site projects
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- Savings potential from >1aMW sites is estimated to be 20% of our current 20 year potential
assessment.

- Therisk of the current spending cap hindering acquisition is high'in PGE territory but low for PAC.

- Although Energy Trust has historically spent more on large sites than the revenue collected from
those sites, the value of the large site energy savings to the system has been significant and
benefits all ratepayers. .

Options

Option 1. Consider removing the exemption for >1aMW sites contributing to the 838 funds. This would
require a legislative act.

- Large sites have received significantly more incentive benefit per dollar contributed compared to non-
exempt sites as well as more savings per dollar received. However, the lower-cost savings benefit
both large users directly and nonexempt sites through a lower cost energy system.

- Ifthe large customer exemption were removed, the impact of removing the exemption would be an
overall increase in Energy Trust funding from large customers from an average of 0.09 cents/kWh to
0.31 cents/kWh,

Option 2. Align implementation of 838 charges to self-direct site definitions.

Individual meters within a self-directing site may be <1aMW and therefore charged 838 rates.
Administration of spending caps within a site is overly complex. For example, project eligibility would need
to be tied to an 838 eligible meter. That level of precision is not reasonable to assume is possible in
implementing a program. The risk to Energy Trust is that we would be limiting program participation for
sites that are paying 838 at some meters. By aligning definitions, meters within a self-direct eligible site
would not be charged 838, regardless of load and the risk of unnecessarily limited participation at some -
meters would be minimized.

Option 3. Revise the method for compliance with 838 from the current spending cap to some less
restrictive cap.

The cap will result in a resource acquisition constraint in PGE territory but is not estimated to have an
impact on acquisition in PAC. Removing the constraint ensures that all least cost resource can be
acquired and reactive program designh methods intended to comply with the cap don't result in damaging
participant interest/relationships for future projects.

Removing or adjusting the cap results in small incremental risk to equity. Large site demand varies
significantly by year. If we assume the average incentive demand for the past three years in PGE ($5.8M)
increases by 25% ($7.25M) and is sustained for the next three years, the cumulative % of incentives to
total revenues from PGE large customers would increase from 17% to 20%. This is still below the current
PAC spending cap. It would allow PGE's >1aMW customer to spend about twice the revenue collected
from them. That is roughly the limit for PacifiCorp.

There are several possible ways to set a different cap. The new cap for PGE might be set at a particular
ratio of revenue from and to larger customers or it might be set at the same level as PacifiCorp. There
might be a different way to assure compliance than the cap, but we do not recommend running separate
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programs for the same customer with 838 and 1149 funds as was suggested after SB 838 was passed.
From a customer relationships and program effectiveness strategy, this is not feasible.

Option 4. Apply the limit across both utilities as a single limit.
This would provide some additional headroom, but might not provide a permanent solution.

Option 5. Maintain current policy. Based on our current projections (which depend greatly on what
customers choose to do) this is likely to result in the need to limit funding to projects at >1aMW sites for
PGE in 2015. A review of options for limiting program activity was provided as part of the board retreat
packed for the June, 2012 retreat. All of the options would reduce acquisition of cost-effective savings.
There would also be some disruption of customer relationships and the ability to pursue additional
savings. The preferred options from that review might minimize this disruption.

DETAILED ANALYSIS OF UTILITY DATA

1. How much are > 1aMW sites paying in to Energy Trust efficiency funding? How has this
changed over time?

PGE

Since 2005, they have contributed between $1.8 and $2.7million per year, equating to 6.5%-12% of the
total 1149 energy efficiency revenues to Energy Trust with a trend towards a decreased percentage in
more recent years. 2005-2007 averages 10.3%, 2008-2012 average is 8.1%.

2005 2006 2007 2008 2009 2010 2011 2012

$M- revenues to ETO $2.48 $2.74 $1.82 $1.76 $1.76 $2.44 $2.58 $2.62
EE >1aMW

% of total ETO EE 1149 | 1989 | 12.0% 7.1% 6.5% 6.6% 9.0% 9.0% 9.3%
$ reported

The downward trend may be attributed to a few factors. Although load as a % of total load is not
decreasing, rates for non-exempt sites have increased more than for exempt sites, Although the |
calculation of efficiency funds to Energy Trust from SB 1149 has not changed (56.7% of 3% of rates), the
underlying $/kWh for non-exempt sites has increased due to SB 838 charges and other general rate case
increases allocated to these customer segments that are not impacting the >1aMW sites.
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PAC'

Since 2004, they have contributed between $1.9 and $2.9million per year, equating to 11%-22% of the

total 1149 energy efficiency revenues to Energy Trust with a trend towards a decreased percentage in
more recent years. 2004-2007 averages 18.5%, 2010-2012 average is 12.8%.

2004 2005 2006 2007 2010 2011 2012
$M- revenues to ETO $2.9 $2.9 $2.7 $1.9 $2.3 $2.1 $2.7
EE >laMW '

% of total ETO EE 1149 | 550, 21% 19% 12% 14% 11% 14%
S reported

Similar to PGE, 838 exempt revenues have not changed much over time but the revenues from non-
exempt have increased due to 838 charges and other larger rate increases over the years than large
customers have seen. These factors are leading to their revenues being a lower % of the total 1149 funds
received.

2. How much is currently being spent on them?
PGE

Our current metric for limiting spending is measured by incentives spent on sites >1aMW as a percentage
of total 1149 efficiency funds received. For PGE this limit is the average of this annual calculation for
years 2005-2007, 18%. The cumulative average for 2008-2012 is 17% with specific years ranging from
9% to 27% in 2012. Actual incentives per year range from $1.3M to a high of $9.7M. 2012 incentives
totaled $7.5M.

To estimate total 1149 dollars spent on these sites, we applied the current ratio of incentives to total
budget for the Production Efficiency program, where most of the projects are seen, which is 64%. From
this perspective, >1aMW sites have received 25% of total funds. Although more is being spent on these
sites, significantly more savings are being acquired per kWh of load, and per dollar spent via these sites
when viewed as a group than through smaller sites as a group.

PAC

For PAC our spending limit is the average of this annual calculation for years 2004-2007, 27%. The
cumulative average for 2008-2012 is 22% with most recent years at 20 and 22%. Actual incentives per
year range from $1.5M to a high of $9.2M. 2012 incentives totaled $3.8M, up from $3.6M in 2011.

! Our data analysis approach for PacifiCorp is slightly modified to work with the data provided by the utility which differs from what
PGE was able to provide. PAC provided 2004-2007 and 2010-2012. Load and revenue detail for efficiency self -directors was not
possible to distinguish from renewables only self-directors which make up the majority of PAC self-directors. The one exception is
for efficiency specific revenue data from 2011 and 2012 which was available through monthly revenue reports provided outside of
the data request for this study.
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3. How much savings is acquired with current cap?
PGE

Annual savings from <1aMW PGE customers have ranged from 1.6aMW to 14.4aMW, with 7.1aMW in

2012 and total of 47.4aMW from 2005-2012. On average, the 20% of Energy Trust efficiency spending

dedicated to this group is acquiring 34% of the savings. Going forward, assuming a 1% annual increase
in total 1149 efficiency funds collected (to represent load and rate growth) and maintaining a cumulative
average of 18% incentives vs. total 1149 PGE revenue collected, $5-$5.5M per year can be directed in

incentives to >1aMW sites. Assuming an average acquisition cost of 11.3 cents per annual kWh saved,
escalating by 2% per year, about 5aMW can be acquired per year at the current cap.

Due to the uncertainty in each of the assumptions behind this estimate, there’s likely a range around that
estimate of at least 25%.

PAC

Annual savings have ranged from 1.7aMW to 8.8aMW, with 4.9aMW in 2011 and 6.9aMW in 2012 for a
total of 42 aMW from 2004-2012, averaging 4.7 aMW/yr. Energy Trust spending in PAC territory (>1aMW
incentives / total revenues) has not yet reached the cumulative cap of 27%. Going forward, assuming a
1% annual increase in total 1149 efficiency funds collected (to represent load growth), to reach the 27%
spending cap in 2016, annual spending on PacifiCorp sites >1aMW would need to increase by 40% to
$6.5M per year (For reference the average of the past three years of spending has been $4.6M.) This
implies that there’s room within the PAC methodology to meet a 40% growth in demands from >1aMW
sites for the next 4 years. Assuming an average acquisition cost rate of 8 cents per annuai kWh (based
on the last 3 years of project acquisition and escalating by 2% per year) about 9aMW can be acquired per
year within the current cap.

Again, there is much uncertainty in each of the assumptions behind these estimates, there's likely a range
around that estimate of at least 25%.

4. How does levelized cost for large customer projects compare to costs for other
customers? ’

PGE

Levelized incentive costs for these projects have averaged just under 1cent/kWh since 2005, with 2012
being 1.2 cents/kWh. There is much year to year variability, and no real trend in cost up or down through
time. This compares with levelized incentive costs for <=1aMW sites averaging 2.3cents/kWh.

PAC

Levelized incentive costs for PAC projects have also averaged under 1 cent/kWh since 2005, with 2012
being just 0.6 cents/kWh . There is much year to year variability with no real trend in cost up or down
through time. This compares with levelized incentive costs for <=1aMW sites averaging 2.5 cents/kWh.

5. How does self-direct factor into the whole issue?
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PGE

Revenues to PGE from sites self-directing efficiency have increased over time from $16M in 2005 to

$41M in 2012. Although a small proportion of >1aMW revenues, the efficiency public purpose charge they
are self-directing is equal to 25% of the >1aMW efficiency revenues received by Energy Trust. Although
the energy use and utility revenues for efficiency self-directors has increased the number of sites has
declined. One large partial requirements self-director is mainly responsible for the large increase in load
seen in 2010.

PAC

PacifiCorp could not provide revenue, load and site data for efficiency self-directing sites. For 2011 and
2012, revenues but not loads from these sites were available. We do know that there are very few sites
self-directing efficiency (yet several are self-directing their renewable portion of the PPC) and that in
2012, >1aMW revenues to Energy Trust would have been just 5% greater had these customers not self-
directed. With current levels of self-direction, it really doesn’t factor into the issue other than noting that
over time the trend away from self-direct has helped maintain >1aMW revenue contributions to Energy
Trust at a sustained annual level.

6. How has the ratio of revenues received from >1aMW customer to spending for >1aMW
changed over time?

PGE
The ratio of 1149 revenues received compared to incentive spending has trended down over time
reaching 35% of incentive dollars in 2012. When considered on a total 1149 spending basis (includes

estimates for program management and administration costs), the ratio is now 22%.

2005 ; 2006 2007 2008 2009 2010 2011

. 2012

>1aMW revenuesto ETO | § 2,483,367 | S 2735959 1S  1,824171|$  1,755651(5 1,762,977 S  2,443,411|S  2578003|S$ 261579
>1aMW incentive spending| $ 9,742,145 | S 1,282,158 |$ 1,762,765 |$ 2,421,817 |S 2778261 S 4,189,900 |$ 5950881 |S$  7,508,72
>1aMW total spending S 15,222,102 | § 2,003,372 |S  2,754320|S 3784089 |$ 43410335 6546719 (S  9298252(5 1173238
Revs/incentives 25% 213% 103% 72% 63% 58% 43% 35
Revs/total $ 16% 137% 66% 46% 41% 37% 28% 22

PAC

The ratio of revenues received compared to spending has bounced up and down over time from a low of
36% to a high of 125%. In 2012, revenues were 68% of incentive $s spent on>1aMW.

7. Whether the ratio of energy usage by > 1 aMW to other customers has grown or shrunk
since base period.

PGE - The ratio of energy use has remained very consistent over time, hovering around 19% of total load.

PAC - The ratio of energy use has also remained very consistent over time, averaging around 19% of
total load. Since we were unable to pull out load from sites self-directing efficiency over the years, this
was calculation was done without adjusting load to reflect only those contributing to Energy Trust. We
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know that the number of sites self-directing efficiency has declined but can’t confidently reflect that trend
in load comparisons.

8. Estimate how much savings we could end up foregoing with the current cap to spending
PGE

Based on a high level estimate of ~ 5aMW acquired per year maintaining the cap of 18% incentives
budget to total 1149 revenues, over the next five years, we anticipate 8-12 aMW of savings could be lost,
or 32-48 aMW over a 20-year period. We may be able to “roll” projects forward in time if there are years
with fewer large projects, but that would not address the cumulative decrease. If funding continues to be
limited, the issue will remain. Furthermore, many large efficiency projects are scheduled as part of other
planned capital improvements, and might not be available if funding is not provided at the right time.

From our current resource assessment, sites <1aMW provide about 20% of the 20 year achievable
potential. Three quarters of that is from industrial sites, and one quarter from commercial and institutional
sites.

PAC

In PAC territory, we don’t foresee a short-term risk of needing to forego resource acquisition with the
current methodology and demand. Annual demand for funding for customers>1 aMW would need to
increase 40% and hold steady for the next 4 years to hit the spending cap.

9. Looking at how limiting spending on > 1 aMW might affect levelized cost
PGE

By limiting spending the ratio of lower levelized cost project spending would be maintained at roughly
30%. Using 2012 spending as an indicator of demand (40% of spending) and assuming that smaller
projects could be found to make up the different, 10% of spending would shift from sites >1aMW to
projects at smaller sites due to the current spending cap. This results in the weighted average levelized
cost increasing approximately 6%.

PAC

Any >1aMWw incentives dollars that are shifted to non-exempt projects result in fewer savings acquired.
(62% of what could have been acquired for >1aMW projects) The impact to levelized cost would depend
on how much of the dollars intended to meet >1aMW demand was shift to non-exempt projects. Since we
don’t anticipate enough large site demand to cause us to reach the spending cap we don't foresee and
impact to levelized cost for PAC.
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Background

Through SB838, electric utilities can add an additional amount to the bills of all customer sites with usage
less than or equal to 1aMW. The resulting funds are to be used to fund electric efficiency beyond the
established public purpose charge from SB 1149, to meet efficiency resource needs identified in utility
Integrated resource planning. Because larger customers are not paying in to the 838 fund, they are
Ineligible for efficiency program funding from 838. Language describing this efficiency funding mechanism
in legislation reads as follows;

SECTION 486.
(1) In addition to the public purpose charge established by ORS 757.612, the Public Utility Commission may
authorize an electric company to Include In lts rates the costs of funding or implementing cost-effective ’
energy conservation measures implemented on or after the effective date of this 2007 Act. The costs may
include amounts for weatherization programs that conserve energy.
(2) The commission shall ensure that a retail electricity consumer with a load greater than one average
megawatt:
(a) Is not required to pay an amount that is more than three percent of the consumers’ total cost of
electricity service for the public purpose charge under ORS 757.612 and any amounts included in
rates under this section; and
(b) Does not recsive any diract benefit from energy conservation measures if the costs of the
measures are included in rates under this section.

As a way of assuring that large customers are not benefitting from this added funding, a 2008 informal
multiparty agreement set a limit to the percentage of 1149 incentive funding that Energy Trust can
allocate to customers over 1 aMW.

The limits, established separately for each utility, are based on large customer furiding prior to SB 838
implementation. They are calculated as the total incentives paid to >1aMW sites divided by total 1149
efficiency revenues directed to Energy Trust over a base pre-838 timeframe. For PacifiCorp the base

~ period is 2004-2007 and for PGE, the base period is 2005-2007. For PacifiCorp this value is 27% and for
PGE it is 18%. The large difference in limits between utilities reflects differences in size and volume of
large customer projects during the base period years and Is out of alignment with current utility specific
large site activity. PGE activity for the past two years averaged 25%, incentives divided by total 1149
revenues.

Conformance with this spending limit is evaluated by comparing post-838 funding to these limits. The
post-838 percentage for comparison to the numbers described above is calculated on a cumulative basis
starting in 2008, Itis the sum of incentives for >1aMW over the sum of total 1149 energy efficiency
revenues to Energy Trust. For the years 2008-2012 for PacifiCorp this is 22% (five points beneath the
limit of 27%) and for PGE is 17% (1% point below the limit of 18%).
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Issue

Strong prodram interest from large sites is expected fo confinue, leading to the potential for the current
funding cap methodology to limit Energy Trust's ability to acquire all cost effective resources. If in PGE
territory we were to continue >1aMW incentive spending at a rate equal to the average of the past 3 years
(2010-2012, $5.9M/yr. in incentives), we would exceed the current spending limit in 2015, In PAC
territory, we don't foresee a short-term risk of needing to forego resource acquisition with the current
methodology and demand. Annual demand for funding for customers>1 aMW would need to increase
40% and hold steady for the next 4 years to hit the spending cap.

To maintain compliance with the cap for PGE will cause us to limit annual spending on customers > 1
aMW. To reach goals we wllf need to redirect funds above the cap to higher cost projects from 838
eligible sites. On average, large site projects are 2.5 times more cost effective than 838 eligible site
projects. Therefore directing funding away from large site projects wouid resuit in less savings at higher
cost. Itis also possible that as a consequence Energy Trust does not meet IRP goals in some years. The
result may mean lost opportunity of low cost resource, unmet demand and unrealized savings. In the
long run, some savings from larger sites will not be captured. This Is a particular threat for “lost
opportunity” savings that must be acquired during specific events, such as a major capital investment in a
process line upgrade or redesign or a building renovation. A significant share of Energy Trust savings
comes through such events,

Today the OPUC is aware of this issue and is questioning whether the current methodology used to set
Energy Trust's spending limit for >1aMW sites is an optimal approach. There may be a more appropriate
level of funding for customers >1 aMW that brings the proper balance between getting all cost-effective
measures and reasonable equity for funders, The solution should leave sufficient revenue for other
customer classes while not limiting the acquisition of all cost-effective savings. This paper summarizes an
analysls of key questions to help frame the issue

Scope

To help inform the review of the spending limit methodology, Information was gathered to help
policymakers gauge the balance between funder equity and best benefit for all ratepayers.

Summary of key findings

- Inrecent years (2010-2012), >1aMW sites contributed about 9% and 13% of total 1149 revenues
(PGE/PAC) and recelve project incentives 20% and 25% of 1149 total spending.

- Dollars provided to Energy Trust by sites with loads greater than 1aMW have remained
relatively steady over all years while non-exempt sites are contributing 2.5 times more per kWh in
1149 and 838 funds combined than they paid through 1149 only in 2004/2005 (prior to SB838),
This reflects 838 charge increases plus other rate increases over the years for the non-838-
exempt meters.

- Demand for efficiency program spending from >1aMW sites has varied year to year but is
expected to maintain recent levels or increase over the next 5 years, The size and likelihood of
an increase is unknown. Possible increases may come from deeper engagement with the
semiconductor Industry, possible increases in combined heat and power, accelerated capital
investment by larger commercial and industrial businesses, or other drivers.
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- On average, the cost to the utility system since 2010 for savings from >1aMW sites is 60% of the
cost of non-exempt site projects, n other words, large site projects provide 1.3-2.5 times the

savings per incentive of non-exempl sites on average.

< Savings potential from >1aMW sites is estimated to be 20% of our current 20 yéar potential

assessmant,

- The risk of the current spending cap hindering acquisition is high in PGE territory but low for PAC,

- Although Energy Trust has historically spent more on farge sites than the revenue collected from
those sites, the value of the large site energy savings to the system has been significant and
benefits all ratepayers.

PGE Annua) Statistics

2008

Total EE 1149 -

2005 2006 2007 2009 2010 2011 2012
>laMW EE 1149 $2.48 $2.74 $1.82 $1.76 $1.76 $2.44 $2.58 $2.62
revenues to ETO (SM) .

$21.07 | $22.72 | $25.67 | $26.89 | $26.67 | $27.07 | $2851 | $28.12

Total Incentive
spending for >laMW

$1.76

$2.42

$2.78

$4,19

$5.95

$7.51

Total EE 1149

spending (M)

spending for >1aMW $15.2 $2.0 $2.8 $3.8 $4.3 $6.5 $9.3 $11.7
($m)*
Total EF 1149 $27.8 $19.2 $21.9 $26.4 $26.7 $31.7 $30.2 $27.8

sites (S/kwh)

0,010

Total Savings from 14.4 1.6 7.8 2.4 3.0 57 53 7.1
>1aMW (aMW)

Levelized cost of

savings from >1laMW 0.008 0.009 - 0.003 0,011 0.008 0,012 0.012

* This is our current metric for compliance with funding limitations
% Although Energy Trust can track the incentive dollars that are paid to >1aMW sites knowing that only 1149 funds
are spent, all programs are delivered with the mix of 838 and 1149 funds, making the total 1149 dollars spent for
>1alMW sites a reasonable estimation only, To estimate total 1149 dollars spent on these sites, we applied the
current ratlo of incentives to total budget for the Production Efficiency programs, where most of the large site
projects are seen, which is 64%.



Levelized cost of
savings from <=laMW 0.012 0.010 0.015 0.012 0.017 0.016 0.016 0.016

sites ($/kWh)

2010-2012 averages:
o >laMW EE 1149 revenues as % of total EE 1149 revenues = 9.1%

o >laMW EF 1149 annual incentive spending as % of total annual EE 1149 revenues = 20%
(funding limit is set at cumulative incentives from customers >1aMW not exceeding 18%
of cumulative revenue, actual cumulative spending 2008-2012 = 17%)

o >laMW EE 1149 total spending as % of total EE 1149 spending= 31%

o Incentive cost/kWh of >1aMW site projects as % of <=1aMW site projects = 68%

PAC Annual Statistics

2004 2005 2006 2007 2008 2009 2010 2011 2012

>1laMW EE 1149

revenues to ETO $2.95 $2.90 $2.72 | $1.86 $2.31 $2.07 $2.71
{sM)

Total EE 1149

revenues to ETO $13.35 $13.58 | $14.6 $15.5 $ 16,1 $164 | $1625 | $1877 | $ 196
(SM)

Total Incentive
spending for $8.11 $3.40 | $2.19 | $1.87 $2.5 $2.4 $560 | $422 | $399

>laMW ($M)

Total EE 1149 T :

spending for $12.67 $531 | $3.43 $2.92 $3.9 $3.8 $8.74 $6.60 | $6.24
>1laMW (SM) .

Total EE 1149 $21.48 $17.13 | $16,66 | $1450 | $148 | $164 $20 $18,06 | $ 187

spending ($M_)

Total Savings from 7.3 4,2 1.7 3.1 3.3 2.4 8.4 4.9 6.9
>laMW (aMW)
Levelized cost of

savings from
>1laMW sites 0.012 0.009 0.014 0,007 0.009 0,012 0,007 0.010 0,006

($/kWh)




Levelized cost of
savings from
<=laMW sites
{S/kwh)

0.015
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0.013

-0,010

0.007

0.010

0.017

0.014

0.016

0.016

2010-2012 averages:

o >laMW EE 1149 revenues as % of total EE 1149 revenues = 13%

o >1aMW EE 1149 annual incentive spending as % of total annual EE 1149 revenues = 26%
(funding limit is set at cumulative incentives from customers >1aMW not exceeding 27%
of cumulative revenue, actual cumulative spending 2008-2012 = 22%)

o >1aMW EE 1149 total spending as % of total EE 1149 spending= 38%

o Incentive cost/kWh of >1aMW site projects as % of <=1aMW site projects = 51% .
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EnergyTrust

of Oregon

Large Energy User Funding Limit
History of the Methodology Used in Determining the Limit and Current Status

March 12, 2014

Issue Summary

The 1999 Oregon law that gave rise to Energy Trust, SB 1149, required the electric utilities to devote
three percent of their revenues to electric efficiency programs. The three-percent charge is collected from
all electric customers regardless of the amount of energy they use. A 2007 state law, SB 838, authorized
utilities, with OPUC approval, to collect additional electric efficiency funds from customers using less than
one average megawatt (aMW) or more per year. Large customers (those using more than 1 aMW) were
excluded from paying additional funding, and so are not supposed to receive direct benefit from SB 838
funding. The resulting funds are to be used to fund electric efficiency beyond the established public
purpose charge from SB 1149, to meet efficiency resource needs identified in utility integrated resource
planning. Because larger customers are not paying in to the 838 fund, they are ineligible for efficiency
program funding from 838. Language describing this efficiency funding mechanism in legislation reads as
follows;

SECTION 46.
(1) In addition to the public purpose charge established by ORS 757.612, the Public Utility Commission may
authorize an electric company to include in its rates the costs of funding or implementing cost-effective
energy conservation measures implemented on or after the effective date of this 2007 Act. The costs may
include amounts for weatherization programs that conserve energy.
(2) The commission shall ensure that a retail electricity consumer with a load greater than one average
megawatt:
(a) Is not required to pay an amount that is more than three percent of the consumers' total cost of
electricity service for the public purpose charge under ORS 757.612 and any amounts included in
rates under this section; and
(b) Does not receive any direct benefit from energy conservation measures if the costs of the
measures are included in rates under this section.

As a way of assuring that large customers are not benefitting from this added funding, a 2008 informal
multiparty agreement set a limit to the percentage of 1149 incentive funding that Energy Trust can
allocate to customers over 1 aMW.

Due to success of the programs serving them, savings from large customers and incentives going to them
have been increasing. Without a change, before 2015 Energy Trust will likely need to cap spending in
PGE's service territory for these customers. In the fairly near term and in the long run, the limitation in SB
838 funding means that Energy Trust will not be able to pursue all cost-effective efficiency from these
“customers. In PAC territory, we don’t foresee a short-term risk of needing to forego resource acquisition
with the current methodology and demand but PAC customers will be impacted by program designs
instituted to manage funding for PGE. ‘

Today the OPUC and stakeholders are questioning whether the methodology used to set Energy Trust's
spending limit for >1aMW sites is the best policy. There may be a more appropriate level of funding for
customers >1 aMW that brings the proper balance between getting all cost-effective measures and
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reasonable equity for funders. This paper documents the creation of the existing spending limit
methodology and documents current discussions by stakeholders related to next steps.

Methodology

One of the first steps in implementing 838 efficiency funding was to set up processes for ensuring that
large energy users were not charged and did not receive direct benefit from funds collected. Energy
Trust, OPUC staff and utilities met informally to work through details. Since the details of the discussions
and resulting methodology were not created within the formal regulatory docket process, the history is
sparse and largely undocumented. The following description documents the practice that Energy Trust
has followed since those discussions took place and is meant to reflect our best understanding of the
intent at the time.

¢ Exempting large energy users from contributing towards 838 was, with PUC knowledge,
addressed within specific customer billing systems at each utility, informed by site use and self-
direct certification status. Utilities worked through their process with OPUC staff to ensure large
energy users were not charged 838.

s The next step was to ensure that those that are not contributing are not directly benefiting. The
group interpreted the need to show no direct benefits are received as meaning that the current
spending practices should not be exceeded going forward. This could be shown by tracking what
proportion (%) of public purpose charge funding (SB1149 only) went, collectively, to large energy
users prior to the new 838 funding and limiting future spending (post 838) to not exceed that pre
838 baseline spending.

e Tracking project incentives paid to large energy users compared to total efficiency 1149 revenues
to Energy Trust was the agreed upon metric to characterize spending. Incentive spending was
thought to be a reasonable, but not perfect, indicator of spending to a specific customer class that
was relatively easy to separate from other program data. Funding spent on delivery and program
management is more challenging to separate between types of customers.

e To best represent current (pre-838) spending, Energy Trust efected to look at utility specific
spending, not a combined look.

o There are slight differences in the baseline years selected by Energy Trust for comparison
between utilities, 2005-2007 PGE and 2004-2007 for PAC. PGE had one very large
(“megaproject”) year and two small years in their baseline and PAC had four consistently high
activity years. The PGE range was likely limited to three years because there was not much of an
operational industrial program in 2004, and a significant proportion of large customer activity is
from industrial customers.

e The resulting methodology sets the baseline funding limit as the sum of incentives in base years,
divided by the sum of 1149 efficiency revenue to Energy Trust. This value is set as the funding
cap, not to be exceeded.

o The funding caps differ significantly by utility, PAC = 27%, PGE 18%

o The difference is representative of specific project activity that occurred during the base
period: PAC territory saw many forest products projects move forward while PGE activity
was largely limited to one large paper mill. A larger proportion of PGE’s large customer
loads are from the semiconductor industry. Energy Trust programs were not as active in

that industry until recently.

o Determining “compliance” against this funding limit was agreed to be calculated as a rolling,
cumulative look. Because large projects can have lumpy impacts on program incentive spending
with year by year variability, measuring compliance on a year to year basis did not seem



appropriate. The resulting methodology takes a broader perspective. The sum of all large energy
user post 838 incentives are divided by total 1149 revenues across the same time period. For
example, to determine compliance with funding limits at the close of 2012, by utility, all large user

incentives from2008-2012 were summed and divided by the total 1149 efficiency revenues for
each utility. PAC was 22% and PGE was 17%.

e The final step is to compare the “post 838" percentage to the baseline funding limit. Through 2012
activity, PAC is 5 percentage points below the limit and PGE is 1 percentage below their limit.

¢ [f cumulative spending reached or exceeded baseline spending, parties agreed that time would
be needed for “correction” to be able to adjust program spending below the limit within 2 years.

This development of a process to limit benefits was never a question of setting a dollar in (revenues from
large customers) to dollar out (expenditures on large customers) measure but rather to find a way to set a
reasonable level of spending for large users that made sure there was enough funding left for those who

were contributing to 838.

Current Situation

In anticipation of reaching the funding limit in PGE territory before 2015, Energy Trust staff raised the
topic of possible impacts on the program at the June 2013 board retreat. Program staff outlined possible
program tactics that could be employed if we were to reach the limit and need to take actions to adjust
program spending downward.,

Due to possible limitations to acquire cost effective savings that could result from Energy Trust managing
to the existing funding caps, OPUC staff asked Energy Trust to provide more information on the topic.
Because Energy Trust did not have complete data describing r how much of the 1149 revenue received is
from large energy users, OPUC staff issued a data request to utilities to provide that information. As a
result, the full picture of costs and benefits to large energy users and all ratepayers could be compared.
Although a larger portion of funding goes to large energy users than the portion of 1149 revenues
contributed by that group, the cost of savings acquired is much lower than other projects and therefore
the savings per ratepayer dollar invested are much higher. All ratepayers are benefiting from the higher
savings.

Strong program interest from large sites is expected to continue, leading to the potential for the current
funding cap methodology to limit Energy Trust's ability to acquire all cost effective resources. If in PGE
territory we were to continue >1aMW incentive spending at a rate equal to the average of the past 3 years
(2010-2012, $5.9M/yr. in incentives), we would exceed the current spending limit in 2015. In PAC
territory, we don't foresee a short-term risk of needing to forego resource acquisition with the current
methodology and demand. Annual demand for funding for customers>1 aMW would need to increase
40% and hold steady for the next 4 years to hit the spending cap.

To maintain compliance with the cap for PGE will cause us to limit annual spending on customers > 1
aMW. To reach goals we will need to redirect funds above the cap to higher cost projects from 838
eligible sites. On average, large site projects are 2.5 times more cost effective than 838 eligible site
projects. Therefore directing funding away from large site projects would result in less savings at higher
cost. It is also possible that as a consequence Energy Trust does not meet IRP goals in some years. The
result may mean lost opportunity of low cost resource, unmet demand and unrealized savings. In the
long run, some savings from larger sites will not be captured. This is a particular threat for “lost
opportunity” savings that must be acquired during specific events, such as a major capital investment in a
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process line upgrade or redesign or a building renovation. A significant share of Energy Trust large
customer savings comes through such events.

Outreach Efforts

Energy Trust convened a meeting of stakeholders January 31, 2014 to discuss the issue and current

situation. In attendance were representatives from utilities, OPUC staff, CUB, ICNU, NWFPA, NWEC,
NEEC, ODOE, and Energy Trust staff. A variety of views were heard. Stakeholders offered a range of
ideas to address the funding limitations including;

- Expand 838 charges to large energy users (would require legislative action)

- Reuvisit the methodology so that it's more reflective of current large energy user potential activity
and available cost effective resource

- Change the methodology to allow more funding to large users under the condition that those
paying to 838 see direct rate benefit from the low cost efficiency in which they are investing
(would require rate re-design)

No consensus was reached among attendees but Energy Trust did agree to keep the group fully informed
of the situation going forward.

Next Steps

Energy Trust plans to provide results of the 2013 analysis in April 2014. If we have met or exceeded the
funding limit in PGE territory, we plan to begin to take programmatic actions to lower funding and come
pack into compliance over a two year period. These actions will be worked through with our Conservation
Advisory Council.
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Date: July 18, 2014

TO: S.Bradley Van Cleve Michael P. Gorman
Tyler C. Pepple Brubaker & Associates, Inc.
Bradley G. Mullins P.O. Box 412000
Davison Van Cleve. P.C. St. Louis, MO 63141-2000
333 S.W. Taylor St., Ste. 400 mgorman@consultbai.com
Portland, Oregon 97204
bvc@dvclaw.com
tcp@dvclaw.com
brmullins@mwanalytics.com

FROM: Ryan Bracken

Senior Economist
Energy Resources and Planning

OREGON PUBLIC UTILITY COMMISSION
Docket No. UE 283 — ICNU Data Request Set 1 (001-006)

Data Request ICNU 005:

005.

Reference Staff/1100 at 28:4-5 where witness Bracken states that “a perfect
methodology to carve out RPS attributed variance is not possible.” Does Staff
consider any of its four alternative methodologies to be superior to the status quo
in which PGE recovers its RPS resource costs through the Annual Update Tariff
and Power Cost Adjustment Mechanism? If so, please explain in detail which
alternative is preferable and why.

Staff Response to ICNU 005:

005.

Staff does not consider any of its four alternative methodologies to be superior to
the status quo. The four alternative methodologies are developed for commission
consideration in the event the Commission decides to adopt an RPS carve out,
as is described at Staff/1100, 1:21: “if the Commission decides to adopt an RPS
carve out, a suitable calculation methodology is required. PGE's proposed
calculation methodology has major flaws and Staff recommends that an alternate
methodology be used in the event the Commission adopts an RPS carve out.
Staff proposes four alternative calculation methodologies that improve upon
PGE's methodology and recommends its preferred method.” (emphasis added)
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ICNU 2nd Set Data Request DR 007
Staff Response to ICNU DR 007
Page 1

Date: July 22, 2014

TO: S.Bradley Van Cleve
Tyler C. Pepple
Davison Van Cleve. P.C.
333 S.W. Taylor St., Ste. 400
Portland, Oregon 97204
bvc@dvclaw.com
tcp@dvclaw.com

FROM: Ryan Bracken
Senior Economist
Energy Resources and Planning

OREGON PUBLIC UTILITY COMMISSION
Docket No. UE 283 — ICNU Data Request Set 2 (007)

Data Request ICNU 007:

007. Reference Staff/1100 at 19:18-19, where witness Bracken indicates that it “may
be necessary to revisit the PCAM mechanism if an RPS carve out mechanism
were to be adopted.”

a) Does Staff have, or anticipate it will have, any proposals for how to
modify PGE’s PCAM in this case?

b) If your answer to a) is “yes”, please provide a detailed description of
such proposals along with all associated documents, data, and
workpapers.

C) If your answer to a) is “no”, does Staff believe that, if the

Commission were to create an RPS carve-out mechanism for PGE,
it should do so before it addresses the structural problems with the
PCAM that Staff, at Staff/1100 at 19-20, identified could occur as a
consequence? Please explain your answer in detail.

Staff Response to ICNU 007:

007. a)No
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Staff Response to ICNU DR 007
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b) N/A

c) Any needed changes to the PCAM are best reserved for after an RPS carve-
out mechanism is identified because recommendations for changes would be
dependent upon the design of the RPS carve-out mechanism.
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Citizens’ Utility Board of Oregon

610 SW Broadway, Suite 400
Portland, OR 97205
(503) 227-1984 = fax (503) 274-2956 = cub@oregoncub.org = www.oregoncub.org

August 4, 2014

Bradley Van Cleve Bradley Mullins Michael P. Gorman
Davison Van Cleve PC Mountain West Analytics 16690 Swingley Ridge Rd.,
Suite 400 333 SW Taylor Ste 400 Suite 140

333 SW Taylor Portland Or 97204 Chesterfield, MO 63017

Portland, OR 97204

RE: UE 283 CUB’s August 4, 2014 Data Responses to ICNU’s July 24, 2014 Data
Requests

Dear Brad, Brad and Michael:

The following are CUB’s Data Responses to ICNU’s Data Requests dated July 24, 2014.
L. DATA REQUESTS

0011 Please provide all documents in CUB’s possession that memorialize or in any way
refer to the 18.4% industrial cap on energy efficiency funding.

Response 0011: CUB has reviewed our archives and found the following
documents: PGE Advice Filing 07-25, dated October 26, 2007, and also one
attachment to a Data Response related to the Advice Filing. In the Advice Filing,
PGE references the requirement that there would be “no shift in the allocation of
Public Purpose Funding”, and in the attachment provides the methodology used to
prevent the shift in the allocation of the Public Purpose Funding.

0012 Please provide all documents in CUB’s possession that demonstrate that ICNU
agreed to the 18.4% industrial cap on energy efficiency funding.

Response 0012: CUB has no documents that demonstrate that ICNU agreed to
the 18.4 % cap beyond PGE’s Reply Testimony the UE 283 docket. ICNU
opposed SB 838 which included the prohibition on industrial customers receiving
a direct benefit from SB 838 energy efficiency programs.

PGE’s Reply testimony in the UE 283 docket states that:
“To ensure that customers with loads less than one average megawatt were not

subsidizing customers with over one average megawatt, PGE, PacifiCorp, the
ETO, Staff, CUB and ICNU reached an informal agreement that the ETO would

UE 283 - CUB Data Responses to ICNU
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not exceed a historical amount of energy efficiency funding for the larger
customers’ energy efficiency projects. PGE’s cap of 18% was an historical
average of the ETO energy efficiency payments (under SB 1149) to PGE’s
customers over one average megawatt, for the three years preceding the passage
of SB 838.”

In order to achieve all cost-effective energy efficiency, would CUB agree to
removing the 18.4% industrial cap on energy efficiency funding and limiting such
funding to customers over 1 aMW to the total energy efficiency funding derived
from SB 1149 funds? If not, please explain in detail why not.

Response 0013: Yes. Our proposal in the UE 283 rate case would remove the
18.4% cap on industrial energy efficiency programs by recognizing that the direct
benefits of SB 838 energy efficiency programs are lower costs for the utility
system. Energy efficiency is a system resource, just like a natural gas plant or a
wind farm. CUB would support increasing energy efficiency programs targeted at
large customers as long as it is done in a manner that does not require a significant
subsidy from customers with smaller loads. Our proposal accomplishes this
because it flows the benefits of energy efficiency back to the classes of customers
who fund that energy efficiency so the direct benefit from energy efficiency
programs is directed at the classes of customers who pay for those programs.

Please provide all data, documents, and other evidence relied on by CUB for its
statement that “EE is a cumulative resource.” CUB/100 at 21:7.

Response 0014: PGE' and The Energy Trust of Oregon” consider EE a
cumulative resource. In addition, logistically, once a conservation measure has
been adopted, and meets load for a particular structure, or appliance, that measure
continues to serve in its capacity for its useful life. Data abounds online testifying
to the useful life of conservation measures. The ETO provides analysis on
conservation measures.’

In CUB’s experience ratemaking has for at least 15 years treated energy
efficiency as an expense in the year the expenditure is made, but the benefits of
energy efficiency flow over the life of the measure. This means that in any
particular year, customers are benefiting from energy efficiency measures that
have been procured in previous years.

Reference CUB’s response to ICNU Data Request 3. Please provide all support
for CUB’s assertion that PGE “is unable to acquire all cost-effective energy
efficiency in its forecasted test year.”

"' LC 56 page 56 figure 4-2.
2 http://energytrust.org/library/reports/Brief-Energy Efficiency Programs.pdf, page 20, figure 16

3 http://energytrust.org/library/reports/resource assesment/etoresourceassessfinal.pdf
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Response 0015:

A. On January 31, 2014, CUB attended a meeting of stakeholders at the ETO
where this issue was discussed.

B. Inits UE 283 Response testimony, PGE stated that “spending will need to be
curtailed in 2015 or sooner.” 2015 is the current test year.

C. Inits LC 56 IRP Reply Comments, PGE suggests that “ETO is likely to reach
it funding limit for industrial customers this year” and that ETO has estimated
that 1.5 to 2 MWa of industrial EE measure will be missed annually.’

“With respect to the funding cap on industrial customers, CUB is correct;
the ETO's forecast presumes that the funding limitation on industrial
energy efficiency measures is removed or similarly resolved to allow
unfettered ongoing large customer EE funding. Should the funding
limitation not be resolved, the ETO has estimated that 1.5-2 MWa of
incremental industrial EE measures will be missed annually. The ETO is
likely to reach its funding limit for PGE's industrial customers this year.

PGE is advocating in its General Rate Case testimony for a resolution that
addresses the current large customer EE funding constraint. Losing cost
effective energy efficiency opportunities would ultimately require
acquisition of more expensive resource alternatives to meet long term
energy and capacity needs”.

D. The Energy Trust forecasts Conservation losses without a resolution to this
issue.

“If incentive funding for sites in PGE territory is capped over the next five
years, 8-12 aMW of savings could be lost, or 32-48 aMW over a 20-year
period. Energy Trust may be able to influence changes in project timing,
although if funding continues to be limited, the issue will remain.
Furthermore, many large efficiency projects are scheduled as part of other
planned capital improvements and might not be available if funding is not

provided at the right time”.°

0016 Reference CUB’s response to ICNU Data Request 3. Is it CUB’s position that the
18.4% cap on industrial energy efficiency in PGE’s service territory is the same as
the “direct benefit” cap established in SB 838?

* UE 283 PGE 1600 pg 25.
> LC 56 -PGE’s Reply Comments at page 20.
® http://energytrust.org/library/reports/Brief-Energy Efficiency Programs.pdf, page 27-28
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