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I. Background and Qualifications 1 

Q. Please state your name, address, and employment. 2 

A. My name is Ralph Cavanagh.  I am the Energy Co-Director for the Natural Resources 3 

Defense Council, 111 Sutter Street, 21st Floor, San Francisco, CA 94104. 4 

Q. Please outline your educational background and professional experience. 5 

A. I am a graduate of Yale College and Yale Law School, and I joined NRDC in 1979, with an 6 

initial focus on Northwest energy policy that has not wavered over the ensuing decades.  I 7 

have been a member of the faculty of the University of Idaho’s Energy Executive Course 8 

since 1996, and I have held appointments as a Visiting Professor of Law at Stanford and UC 9 

Berkeley and as a Lecturer on Law at Harvard, teaching a total of five full semester courses 10 

on energy law and policy.  From 1993 – 2003, I was a member of the U.S. Secretary of 11 

Energy’s Advisory Board, and from 2008 – 2012, I served on the U.S. Department of 12 

Energy’s Electricity Advisory Committee and the Executive Committee of the Northwest 13 

Energy Efficiency Taskforce (NEET).  Since 1998, I have been a board member (and former 14 

chair and vice chair) of the Portland-based Bonneville Environmental Foundation. I have 15 

received the Champion Award from the Women’s Council on Energy and the Environment 16 

(2022), the Charles Percy Award for Public Service from the Alliance to Save Energy 17 

(2019), the Art Rosenfeld Lifetime Achievement Award from the California Efficiency and 18 

Demand Management Council (2017), the Crystal Award for Distinguished Contribution  19 

from the University of Missouri’s Financial Research Institute (2015), the Mary Kilmarx 20 

Award for Good Governance, Clean Energy and the Environment from the National 21 

Association of Regulatory Utility Commissioners (2007), the Heinz Award for Public Policy 22 

(1996) and the Bonneville Power Administration’s Award for Exceptional Public Service 23 
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(1986).  I published my first article on ways to break the link between utilities’ financial 1 

health and their retail electricity sales more than three decades ago.1 My curriculum vitae is 2 

attached as Exhibit NRDC-NWEC/101.  3 

Q.  On whose behalf are you testifying? 4 

A. I am testifying on behalf of the Natural Resources Defense Council and the NW Energy 5 

Coalition as an expert on energy efficiency, affordable approaches to economy-wide 6 

electrification and decarbonization, and mechanisms for “decoupling” utilities’ recovery of 7 

authorized revenues from their retail energy sales volumes.  8 

Q. What is the purpose of your testimony in this proceeding? 9 

A. My testimony centers on the critical importance of energy efficiency to Oregon’s 10 

electrification and decarbonization initiatives, and the consequent need to reinstate a 11 

business model for PGE called “revenue decoupling,” which removes the linkage between 12 

the utility’s financial health and its electricity sales. I have reviewed the revenue decoupling 13 

proposal that PGE has advanced in this proceeding, and I recommend that the Commission 14 

accept the proposal, which is largely identical to the version that existed from 2009 – 2022, 15 

except for one significant improvement (replacing a “hard cap” on annual rate true ups with 16 

a “soft cap,” which provides the same insurance against volatility in rates while eliminating 17 

an anomaly that partially defeated the fundamental purpose of revenue decoupling and 18 

created an incentive for parties to game the forecast used in the rate case to predict PGE’s 19 

electricity sales). In addition, my testimony responds to the Commission’s finding a year 20 

ago that “continued examination is warranted to consider the role for decoupling as TE 21 

[transportation electrification] acceleration moves from the pilot phase to a larger scale, and 22 

 
1 R. Cavanagh, Responsible Power Marketing in an Increasingly Competitive Era , 5 Yale Journal on Regulation 
(1988). 



Docket No. UE-416  NRDC-NWEC/100 
  Cavanagh/5 

 

broader electrification initiatives are implemented in the context of continuing energy 1 

efficiency.”2  2 

Q. What materials have you reviewed in preparation for this testimony?  3 

A. The most important are the company’s Direct Testimony in support of its decoupling 4 

proposal (PGE Exh. 1300) and its proposed decoupling Tariff (PGE Exh. 1306), along with 5 

the record and decision from the company’s last General Rate Case (UE 394), in which 6 

NRDC and NWEC were intervenors. 7 

 8 
II. Summary of Testimony 9 

Q. Please summarize your testimony. 10 

A. In two lines buried deep in a Partial Stipulation filed in PGE’s 2022 General Rate Case,3 11 

seven parties proposed a fundamental change in PGE’s institutional incentive structure, 12 

reinstating a long-discredited commodity-based business model that the Commission had 13 

eliminated in 2009 after extensive testimony and deliberation. Pressed subsequently for a 14 

justification, the parties fell back on contentions previously rejected by the Commission or 15 

manifestly inconsistent with current Oregon law and policy.  16 

While the Commission ultimately accepted that Partial Stipulation, it expressly declined 17 

to reach a judgment on the continuing merits of “revenue decoupling,” which first emerged 18 

in Oregon a quarter century ago as a straightforward way to break the linkage between 19 

utilities’ financial health (reflected their recovery of Commission-authorized costs) and their 20 

retail sales of electricity and natural gas. Instead, the Commission looked ahead to a 21 

 
2 Oregon PUC, Order No. 22-129, p. 17 (April 25, 2022).  
3 https://edocs.puc.state.or.us/efdocs/HAR/ue394har142447.pdf. See p. 4, section 7a.  
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“meaningful opportunity for the Commission and other stakeholders to engage on important 1 

policy issues related to decoupling.”4 This proceeding creates that opportunity.  2 

I conclude that sustained and accelerating improvements in energy efficiency are critical 3 

to affordable decarbonization of Oregon’s economy, including its transportation sector. I 4 

also demonstrate that, without revenue decoupling, conservatively projected five-year 5 

energy efficiency investment programs and policies throughout PGE’s service territory 6 

would automatically yield more than $125 million in financial losses to the utility, 7 

regardless of the cost-effectiveness of the resulting electricity savings.5 Both annual and 8 

cumulative losses would increase significantly in future years as electrification accelerated 9 

across transportation and other end uses of energy. 10 

The Commission can close this unintended chasm between shareholder and customer 11 

interests by adopting an upgraded version of PGE’s previous decoupling mechanism. This 12 

action would reinstate a key feature that the Commission approved in 2009 (with support 13 

from NRDC and NWEC), before a subsequent amendment introduced a destabilizing flaw. 14 

The upgrade combines strong customer protections with improved assurances that PGE will 15 

ultimately be made whole for any shortfalls in authorized cost recovery caused by 16 

unanticipated downward fluctuations in electricity sales (even as customers will be made 17 

whole for any PGE windfalls resulting from unanticipated upward fluctuations in those 18 

sales).  19 

 20 

 
4 Oregon PUC, Order No. 22-129, p. 17 (April 25, 2022). 
5 In 2008, when I last performed this calculation, PGE’s projected five-year cumulative losses from the same level 
of annual electricity savings were $60 million. 
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III. Revenue Decoupling for Utilities: Structure, History, and Purpose 1 

Q.  What is revenue decoupling? 2 

A. Revenue decoupling is a simple system of periodic true-ups in electricity rates, designed to 3 

correct for any disparities between the company’s realized revenues and the revenue 4 

requirement approved by the Commission in a general rate case.  It is designed to ensure the 5 

utility receives that authorized revenue requirement: nothing more and nothing less. The 6 

true-ups either restore to the company or give back to customers the revenues that are under- 7 

or over-recovered as a result of unanticipated fluctuations in retail electricity sales.  The first 8 

revenue decoupling mechanism was proposed in rate case testimony more than four 9 

decades ago by a distinguished consumer advocate named William Marcus.6 10 

Q. Why is revenue decoupling needed? 11 

A. Affordable, equitable, and reliable electricity service in a decarbonizing economy depends 12 

vitally on harnessing the full capacity of cost-effective energy efficiency (likely half or more 13 

of the total solution in aggregate). Yet traditional state utility regulation typically has treated 14 

utilities as commodity providers whose financial health is tied directly to sustained growth 15 

in retail kilowatt-hour sales. Well-established regulatory principles accommodate a 16 

straightforward solution to this business model dilemma, which replaces rate caps with 17 

revenue caps through a “revenue decoupling” mechanism. The alternative is to create a 18 

conflict of interest between utilities and their customers, by guaranteeing that even the most 19 

cost-effective electricity savings inflict automatic financial penalties on utilities.   20 

Q.  How many U.S. states and utilities have instituted revenue decoupling? 21 

 
6 See W. Marcus, California Energy Commission Staff Report on PG&E’s Financial Needs, Application No. 
60153 (April 21, 1981, Revised July 1981), cited and summarized in R. Cavanagh, Graphs, Words and Deeds, 
MIT Innovations (Fall 2009), at 89, n. 14. 
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A.  The most recent survey results of which I am aware appear in my latest (2021) Electricity 1 

Journal article on energy efficiency and decarbonization:  2 

In total, 43 investor-owned electric utilities are now decoupled, accounting for 3 

about 36% of total revenues for the sector. They serve 41% of all IOU customers, 4 

up from a little less than 25% at the end of 2013. These decoupled electric utilities 5 

serve 42.3 million electric customers (i.e., accounts) and represent some $84.3 6 

billion in annual revenue and 815 terawatt hours of annual demand. Over 30 7 

publicly-owned utilities are also decoupled, including the Los Angeles 8 

Department of Water and Power and Long Island Power Authority, representing 9 

about 19% of public power customers and revenues.7  10 

Q.  Please summarize evidence that decoupling mechanisms are associated with improved 11 

energy efficiency results.  12 

A.  In a 2011 assessment by the Consortium for Energy Efficiency, seven of the ten states 13 

with the highest per-capita investment in electric energy efficiency programs8 and eight of 14 

the ten states with the highest per-capita investment in natural gas energy efficiency 15 

programs9 had decoupling mechanisms in place for at least some of their utilities or had 16 

adopted decoupling as state policy.  Four years later, the American Council for an 17 

Energy Efficient Economy (ACEEE) concluded in a nationwide assessment that utilities 18 

in states “with decoupling had much higher energy efficiency spending and savings” than 19 

 
7 See R. Cavanagh, Energy Efficiency and Decarbonization: Priorities for Regulated Utilities, The Electricity 
Journal (January 2021). These data were compiled by my colleague Amanda Levin, NRDC’s Policy Analysis 
Director, and the cited totals were current as of December 1, 2020. 
8 The states were California, Connecticut, Idaho, Massachusetts, New York, Oregon, and Vermont.  See 
Consortium for Energy Efficiency, State of Efficiency Program Industry Report, Table 6, January 12, 2011, 
http://www.cee1.org/ee-pe/docs/Table%206.pdf. 
9 The states were California, Massachusetts, Minnesota, New Jersey, New York, Oregon, Utah, and Wisconsin.   
See Consortium for Energy Efficiency, State of Efficiency Program Industry Report, Table 9, January 12, 2011, 
http://www.cee1.org/ee-pe/docs/Table%209.pdf. 
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those in the rest of the nation; the ratios were on the order of three to one, favoring 1 

decoupling, for both expenditures and savings.10 2 

 3 

IV. The History of Revenue Decoupling in Oregon 4 

Q.  Please review the history of revenue decoupling in Oregon.  5 

A.  “The [Oregon Public Utilities] Commission first considered decoupling [in the early1990s] 6 

as a means to make regulatory policy more compatible with least-cost planning,”11  and 7 

went on during that decade to experiment with revenue decoupling for both PGE and 8 

PacifiCorp.12  In 2002, the Commission adopted  the first decoupling mechanism for 9 

Northwest Natural Gas; an independent evaluation concluded, in March 2005, that the 10 

mechanism was “effective in altering Northwest Natural’s incentives to promote energy 11 

efficiency” and should be retained, although the authors recommended removing some 12 

complex features that were not relevant to the mechanism’s primary purpose.13  The 13 

Commission issued an order in August 2005 adopting a stipulation that simplified and 14 

extended the mechanism.14  Oregon’s other major gas distributor, Cascade Natural Gas, 15 

secured its first decoupling mechanism when the Oregon Commission approved a May 18, 16 

2006 tariff filing.15  The Commission approved a revenue decoupling mechanism for PGE in 17 

January 2009.16  18 

 
10 M. Molina & M. Kushler, Policies Matter: Creating a Foundation for an Energy Efficient Utility of the Future 
(June 2015), pp. 15 – 16 (utilities in states with decoupling dedicated an average of 3.8 percent of revenues to 
energy efficiency investment and achieved annual savings equivalent to 1.4 percent of retail sales; the comparable 
figures for utilities in states without decoupling were 1.4 percent and 0.5 percent, respectively. 
11 Oregon PUC, Order No. 02-633 (Sept. 12, 2002), p. 5. 
12 See id. and Oregon PUC, Order No. 98-191 (May 5, 1998).  . 
13 D. Hansen & S. Braithwait, A Review of Distribution Margin Normalization as Approved by the Oregon Public 
Utilities Commission for Northwest Natural (March 2005), pp. 67-68. 
14 Oregon PUC, Order No. 05-934 (UG 163, August 25, 2005). 
15 The filing, numbered CNG/O05-10-01, was approved by the Commission on May 23, 2006. 
16 https://apps.puc.state.or.us/orders/2009ords/09-020.pdf, (January 2009). 
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Q.  What was the basis for the Commission’s decision to adopt revenue decoupling for 1 

PGE in 2009, despite opposition from some parties? 2 

A.  The Commission’s 2009 decision summarized and resolved a debate similar in many 3 

respects to the one initiated by the Partial Stipulation in 2022: 4 

“[W]hile the parties do not disagree that relying on volumetric charges to recover fixed 5 

costs creates a disincentive to promote energy efficiency, they contend that decoupling is 6 

unnecessary because, with the ETO [Energy Trust of Oregon] running energy efficiency 7 

programs in PGE’s service territory, the Company has limited influence over customers’ 8 

energy efficiency decisions. We find this position unpersuasive, because PGE does have 9 

the ability to influence individual customers through direct contacts and referrals to the 10 

ETO. PGE is also able to affect usage in other ways, including how aggressively it 11 

pursues distributed generation and on-site solar installations; whether it supports 12 

improvements to building codes; or whether it provides timely, useful information to 13 

customers on energy efficiency programs. We expect energy efficiency and on-site power 14 

generation will have an increasing role in meeting energy needs, underscoring the need 15 

for appropriate incentives for PGE. 16 

Staff also argues that [revenue decoupling] would create a disincentive for customers to 17 

improve their energy efficiency because the SNA [annual true-up] would increase rates 18 

and reduce the bill savings. We believe that the opposite is true: an individual customer’s 19 

action to reduce usage will have no perceptible effect on the decoupling adjustment, and 20 

the prospect of a higher rate because of actions by others may actually provide more 21 

incentive for an individual customer to become more energy efficient.”17 22 

 
17  Id. at pp. 27-28. 
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V. The Continuing Public Interest in Revenue Decoupling for PGE 1 

Q.  Has anything changed that might alter the Commission’s 2009 conclusions about 2 

revenue decoupling for PGE? 3 

A. No. Oregon’s strengthened clean energy goals will require extensive electrification, but it 4 

would be wrong to assume that this removes the need to shift utilities away from a business 5 

model linked to commodity sales, or that the value of end-use efficiency is somehow 6 

diminished as electrification increases.18  For example, a recent assessment of untapped 7 

energy efficiency potential in electric vehicles demonstrates the cost-effective potential to 8 

more than triple fleet average miles/kWh.19 With revenue decoupling eliminated, PGE 9 

would lose money with every efficiency upgrade in its customers’ electric vehicles, or any 10 

other efficiency improvements in its service territory’s buildings or industry. By contrast, 11 

PGE would profit automatically from reductions in efficiency or slowdowns in the 12 

installation of cost-effective distributed generation. It is not in the public interest 13 

automatically to penalize cost-effective utility investment in (and other support for) reduced 14 

customer electricity needs, or to reintroduce a utility incentive to resist progress in 15 

efficiency and distributed generation.  16 

Q.  What underpins your conviction that energy efficiency is crucial to the success of 17 

affordable decarbonization and electrification? 18 

A. In a retrospective look at energy resource contributions to meeting the needs of a growing 19 

US economy since 1970, the Bipartisan Policy Center determined that energy efficiency had 20 

surpassed all other resources combined, including fossil fuels, nuclear power and renewable 21 

 
18 For an extensive rebuttal to such contentions, see https://www.nrdc.org/experts/max-baumhefner/are-efficiency-
and-electrification-policies-conflict. 
19 See AB Lovins, Reframing Automotive Fuel Efficiency, SAE Mobilius (April 16, 2020) 
[https://saemobilus.sae.org/content/13-01-01-0004] 



Docket No. UE-416  NRDC-NWEC/100 
  Cavanagh/12 

 

energy.20 This is consistent with decades of Northwest energy efficiency progress reports by 1 

the Northwest Power and Conservation Council.21 And forward-looking assessments are 2 

united in concluding that these energy efficiency advances, impressive by any measure, 3 

must accelerate dramatically to achieve decarbonization. For example: 4 

• The International Energy Agency’s June 2023 Energy Efficiency Report:   5 

The IEA’s latest findings reaffirm “the critical role that energy efficiency can play in 6 

improving living standards and energy security – and in accelerating the clean energy 7 

transition toward reaching net zero emissions by 2050. This means ramping up annual 8 

energy efficiency progress from 2.2% today to over 4% annually by 2030 in a move 9 

that would create jobs, expand energy access, reduce energy bills, decrease air 10 

pollution, and diminish countries’ reliance on fossil fuel imports – among other social 11 

and economic benefits.”22  12 

• The American Council for an Energy Efficiency Economy’s “Halfway There” 13 

Report: 14 

According to ACEEE, energy efficiency can slash US energy use and greenhouse gas 15 

emissions by about 50% by 2050, getting us halfway to our national climate goals. “We 16 

can achieve almost all these savings, worth more than $700 billion in 2050, by 17 

dramatically scaling up government policies and [utility] programs.”23  18 

• Evolved Energy’s 350 ppm Report for the United States: 19 

 
20 Bipartisan Policy Center, America’s Energy Resurgence (2013), p. VIII (“[O]ver the last four decades, energy 
savings achieved through improvements in energy productivity have exceeded the contribution from all new supply 
resources in meeting America’s growing energy needs.”) 
21 The relevant section of the Council’s website is at  https://www.nwcouncil.org/energy/energy-topics/energy-
efficiency/#:~:text=Through%20energy%20efficiency%2C%20the%20current,million%20tons%20less%20carbon
%20dioxide.&text=Includes%20all%20generating%20resources. 
22 The report is available at https://www.iea.org/reports/energy-efficiency-the-decade-for-action. 
23 American Council for an Energy Efficient Economy, Halfway There: Energy Efficiency Can Cut Energy Use and 
Greenhouse Gas Emissions in Half by 2050 (September 2019).  
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This report concludes that achieving decarbonization in line with 1.5-degree warming 1 

rests on four key strategies or “pillars”, including energy efficiency, with the energy 2 

intensity of the entire economy needing to drop 60% below today’s level by 2050.24  3 

Q. Is electrification a central part of decarbonization too?  4 

A.  Certainly.  Decarbonization requires extensive electrification, but this does not reduce the 5 

need to shift utilities away from a business model linked to commodity sales. Nor does it 6 

result in the value of end-use efficiency being diminished as electrification increases.25 The 7 

opposite is true. For example, the iconic energy efficiency expert Amory Lovins’s 8 

assessment of untapped potential in electric vehicles demonstrates that fleet average 9 

miles/kWh can more than triple through cost-effective design improvements, resulting in 10 

dramatic reductions in the need for costly grid upgrades to accommodate transportation 11 

electrification.26 In general, “energy efficiency gains create more headroom in the electricity 12 

system to electrify vehicles and buildings.”27 This further reinforces the case for revenue 13 

decoupling, given the importance of electricity’s affordability and reliability to Oregon’s 14 

clean energy transition.  15 

Q. Does eliminating revenue decoupling encourage utilities like PGE to press ahead faster 16 

with the displacement of polluting fuels with low-carbon electricity? 17 

 
24 Evolved Energy Research, 350 PPM Pathways for the United States (May 2019), available at 
https://docs.wixstatic.com/ugd/294abc_95dfdf602afe4e11a184ee65ba565e60.pdf   
25 For an extensive rebuttal to such contentions, see https://www.nrdc.org/experts/max-baumhefner/are-efficiency-
and-electrification-policies-conflict. 
26 See AB Lovins, Reframing Automotive Fuel Efficiency, SAE Mobilius (April 16, 2020) 
[https://saemobilus.sae.org/content/13-01-01-0004] concluding that “efficiency gains achievable by integrative 
design of whole light-duty vehicles can be severalfold larger, yet cheaper, than those predicted by canonical 
incremental technology-by-technology analyses. This means that US and international efficiency standards rest on 
overly conservative analyses; electrification can be cheaper and faster than conventionally assumed; and the 
efficiency potential predicted by groups like the US National Research Council and assumed in climate-mitigation 
assessments need major revision, aided by evaluation processes that better assess whole-vehicle design and early 
signals from concept vehicles.”]  
27 The quote is from my colleague Max Baumhefner, who heads NRDC’s vehicle electrification initiatives (source 
cited in note 25 above). 
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A. No. The most affordable and reliable ways to speed displacement of polluting fuels involve 1 

promoting efficient end uses of electricity, not trying to maximize retail electricity sales. 2 

PGE needs to stretch its clean electricity supplies to serve much more of Oregon’s economy 3 

without overstressing its grid and generation systems, and for that goal, eliminating revenue 4 

decoupling creates the wrong incentive.  5 

Q. What is the magnitude of the financial disincentives to energy efficiency gains that a 6 

restoration of decoupling would avoid for PGE?  7 

A. To illustrate the need to restore decoupling for PGE, consider a highly conservative estimate 8 

of efficiency gains from incentives and standards equivalent to one percent of residential 9 

electricity use annually. Without revenue decoupling, every lost kilowatt-hour of sales 10 

brings with it an automatic reduction in non-fuel cost recovery, since most of those costs are 11 

embedded in PGE’s volumetric electricity rates, as they should be.  By PGE’s own 12 

reckoning, lost margins associated with those reduced sales would equal about $8.5 million 13 

in the first year.28  14 

  And the losses get much worse in the context of multi-year programs.  Consider a five-15 

year effort that achieves annual savings equivalent to one percent of residential load in the 16 

initial year, with each subsequent year adding new electricity savings equivalent to the 17 

savings achieved during the previous year, and all savings persisting through at least the end 18 

 
28 For the data underlying this calculation, in PGE’s direct filing, see file named “2024 Ratespread Final for 
Filing.xlsx” in Exhibit 1300, non-confidential work papers. Methodological notes: 

• Locate the tab “SNA.”  Cell B24 in that worksheet is the total fixed price for residential. 
• Locate the tab “Table 1” and find cell I14.  It provides the annual MWh for residential. 
• Take 1% of the residential annual MWh. 
• Multiply that amount times the total fixed price above. The result provides the estimated lost margins for 

1% of residential load, (about $8.5 million). 
The calculation is conservative, since it is limited to the residential sector, and growing EV penetrations will 
continuously raise the annual MWh residential consumption base from which lost margins going forward should be 
calculated.  
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of the five-year period.  The first year impact on fixed cost recovery is then about $8.5 1 

million, followed by $17 million dollars in the second year (as an equal amount of savings is 2 

added), and so on:  after five years, the cumulative “lost margins” from these steady-3 

state residential efficiency gains would be some $127.5 million,29  with that total 4 

continuing to escalate in succeeding years as initial electricity savings persisted (with some 5 

gradual erosion) and more savings were added.  Note that the utility would absorb these 6 

losses even as customers collectively gained by substituting less costly energy efficiency for 7 

more costly electricity resources.  Even if PGE were to respond by filing more frequent rate 8 

cases, it could not recoup losses incurred in the interval between OPUC decisions, and the 9 

stream of losses would recommence as soon as each rate case order was issued.30 The result 10 

is a “throughput addiction” that creates a conflict of interests between utility shareholders 11 

and customers.  12 

Q. Why should PGE not be required to absorb the losses of efficiency gains when 13 

electrification provides a greater source of revenue in the first place?  14 

A. When utilities automatically suffer financial harms as a result of even the most cost-15 

effective end-use efficiency gains, the result is a conflict of interest between customers and 16 

shareholders that impedes clean energy progress. Customers are the primary losers when 17 

utilities add generation and grid assets that could have been avoided by less expensive 18 

energy efficiency improvements.    19 

Q. Are these conflicts of interest limited to cost-effective energy efficiency improvements? 20 

 
29 The cumulative minimum loss figure is the sum of $8.5 million + $17m + $25.5m + $34m + 42.5m = $127.5m.  
30 The Oregon Commission recognized as much in the 2009 order establishing revenue decoupling for PGE: 

Even with frequent rate cases, however, PGE would still lose the margins from energy conservation activities 
until rates could be reset, and the load forecast in a rate case does not include any savings beyond the test year. 
Even for savings recognized in the load forecast, the disincentive for energy efficiency remains because, once 
rates are set, the Company loses margin if those savings actually occur. 

See Order No. 09-020, note 16 above, at p. 28.  
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A. No.  Adding distributed generation, such as solar photovoltaic on the customer’s side of the 1 

meter, reduces retail kilowatt-hour sales and has adverse effects on utilities’ cost recovery 2 

that are identical (per kWh of lost retail sales) to those described above. The Commission 3 

recognized as much in its 2009 decoupling order for PGE.31   4 

Q. How does revenue decoupling remove these conflicts of interest? 5 

A. Revenue decoupling makes utilities financially indifferent to retail electricity sales, by 6 

ensuring that they recover authorized costs (no more and no less), regardless of any 7 

disparities between electricity sales predicted in the most recent rate case and those actually 8 

experienced. Efficiency gains and distributed generation additions no longer have any effect 9 

on utilities’ opportunity to recover authorized costs, even as customers are protected from 10 

paying for utility cost recoveries in excess of unauthorized levels as electrification 11 

accelerates.  12 

 13 

VI. The Unexpected 2022 Proposal to Eliminate PGE’s Revenue Decoupling Mechanism 14 

Q. Describe the origins of the 2022 proposal to eliminate revenue decoupling for PGE. 15 

A. In PGE’s 2022 General Rate Case filing, the utility initially proposed to extend its revenue 16 

decoupling mechanism with the same modification proposed in the pending rate case. When 17 

other parties balked at the modification, PGE offered termination instead. NRDC and 18 

NWEC were not parties to the proceeding at that point. The other parties (the “settling 19 

parties”) swiftly agreed to termination, which was unsurprising, since (as they 20 

acknowledged in their 2022 joint testimony) none of the settling parties had wanted PGE to 21 

have a revenue decoupling mechanism in the first place.  22 

 
31 See id. at p. 27.  
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Q. What rationales did the parties to the 2022 stipulation ultimately offer for eliminating 1 

revenue decoupling? 2 

A. Initially, the settling parties provided none. When pressed by NRDC and NWEC, which 3 

subsequently intervened to oppose the proposal to terminate PGE’s revenue decoupling 4 

mechanism, the settling parties offered three rationales.32  First, they argued that Oregon 5 

doesn’t need revenue decoupling because it has an independent Energy Trust of Oregon 6 

administering energy efficiency programs.33 But the Commission had squarely addressed 7 

that contention in its initial order adopting decoupling in 2009: 8 

We find this position unpersuasive, because PGE does have the ability to influence 9 

individual customers through direct contacts and referrals to the ETO. PGE is also 10 

able to affect usage in other ways, including how aggressively it pursues distributed 11 

generation and on-site solar installations; whether its supports improvements to 12 

building codes; or whether it provides timely, useful information to customers on 13 

energy efficiency programs. We expect energy efficiency and on-site power generation 14 

will have an increasing role in meeting energy needs, underscoring the need for 15 

appropriate incentives for PGE.34 16 

Without explaining how their Energy Trust of Oregon rationale is more compelling now 17 

than when the Commission decisively rejected it in 2009, the settling parties went on to 18 

contend that Oregon had recently strengthened its statutory mandate that PGE “plan for and 19 

pursue all available energy efficiency resources that are cost effective, reliable and 20 

feasible.”35although statutory mandates to prioritize “cost-effective energy efficiency” in 21 

 
32 UE 394, Supplemental Joint Testimony in Support of a Partial Stipulation (March 2022).  
33  Id. at p. 4: 20.  
34See Order No. 09-020 (Jan. 22, 2009), p. 27.    
35 Supplemental Joint Testimony, note 30 above, p. 4: 12-13. 
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Oregon date back to 1980.36 The settling parties also asserted, without explanation, that 1 

“[t]his binding language removes the disincentive to invest in energy efficiency that 2 

decoupling was meant to help eliminate.”37  3 

Q. Can a statutory mandate by itself “remove” a potent financial disincentive?  4 

A. No. While a statutory mandate is certainly important, its effectiveness depends on many 5 

other factors that influence utility and customer behavior, including the utility’s financial 6 

interests. A mandate to save energy combined with financial disincentives to succeed means 7 

that the utility is likely to do the bare minimum, drag its feet, and/or pursue less effective 8 

energy efficiency programs and investments. 9 

Q. What about the relationship between revenue decoupling and decarbonization of the 10 

transportation sector? 11 

A. The Oregon legislature made certain in SB 1547 that PGE would propose “programs to 12 

accelerate transportation electrification,”38 while also including provisions affording the 13 

utility a robust financial incentive to comply fully. The statute authorizes “a return of and a 14 

return on an investment made by an electric company” on programs to accelerate 15 

transportation electrification that “(s)hall be recovered from all customers of an electric 16 

company in a manner that is similar to the recovery of distribution system investments.”39 17 

CUB and PGE, along with NRDC and NWEC, were prominent supporters of SB 1547 prior 18 

to its enactment in 2016.40  19 

 
36 See, e.g., section 4 of the Pacific Northwest Electric Power Planning and Conservation Act of 1980, 16 USC 
839b. 
37Supplemental Joint Testimony, note 30 above, p. 4:14-15.   
38 SB 1547, section 20 (3). 
39 Id., section 20(5)(a).   
40 See, e.g., https://www.nrdc.org/experts/max-baumhefner/oregon-votes-plug-its-cars-renewable-energy. 
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Q. Do you believe that revenue decoupling would make it harder to achieve 1 

transportation electrification in PGE’s service territory? 2 

A. No. On the contrary, revenue decoupling would enhance PGE’s investment in transportation 3 

electrification, by helping to ensure that such investments benefit all customers. PGE and 4 

other utilities justify their transportation electrification initiatives partly on the grounds that 5 

widespread EV charging will put downward pressure on everyone’s rates and bills, 6 

regardless of whether they own EVs, and NRDC and NWEC agree.41 But decoupling is 7 

crucial to making that promise come true, by automatically returning revenues in excess of 8 

authorized levels to all utility customers in the form of lower rates and bills when electricity 9 

sales grow as electrification advances. The argument (from the settling parties in last year’s 10 

GRC record) that “[r]emoving decoupling is an administratively simple method of keeping 11 

the electric charging revenues with the company” in essence means that PGE should be 12 

permitted to keep throughput-related windfall gains that otherwise would be returned to all 13 

customers.42 In sum, maintaining decoupling allows PGE to push rates and bills down with 14 

transportation electrification, avoid automatic penalties if vehicle efficiency improves, and 15 

earn a return on prudent investments to accelerate transportation electrification. 16 

 17 

VII. The Commission’s Discussion of Revenue Decoupling in its 2022 Rate Case Order 18 

Q. As you noted earlier, the Commission approved a settlement eliminating the 19 

decoupling mechanism in PGE’s 2022 general rate case. In approving the settlement, 20 

did the Commission accept the rationales put forward by the settling parties?  21 

 
41 See, e.g., https://www.nrdc.org/bio/miles-muller/electric-vehicles-are-driving-rates-down (documenting that 
“[b]etween 2012 and 2021, in three of the utility service territories with the most EVs in the United States, EV 
customers have contributed more than $1.7 billion in net-revenue to the body of utility customers”). 
42 Supplemental Joint Testimony, note 30 above, p. 8: 5-6.  
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A. No.  The Commission accepted none of those rationales: “We reach this determination, 1 

however, without accepting the stipulating parties' arguments that decoupling mechanisms 2 

are ill-suited to provide incentives for electric utilities going forward.” 43 The Commission 3 

further noted its “disappointment at the lack of meaningful opportunity for the Commission 4 

and other stakeholders to engage on important policy issues related to decoupling before the 5 

stipulating parties agreed to terminate the mechanism.44 6 

The Commission then “direct[ed] PGE, in opening testimony in its next GRC, to more 7 

fully justify why the Commission should not implement a decoupling mechanism to incent 8 

electric efficiency even within a context of policy-driven electrification.”45 9 

 10 

VIII. PGE’s 2023 Decoupling Analysis and Proposal 11 

Q. Did PGE’s 2023 GRC testimony “more fully justify why the Commission should not 12 

implement a revenue decoupling mechanism to incent electric efficiency even within a 13 

context of policy-driven electrification,” as the Commission requested in its April 2022 14 

GRC order? 15 

A. PGE responded briefly through witness MacFarlane. First, he revived the observation that 16 

the Energy Trust of Oregon has extensive independent involvement in delivering electricity 17 

savings to Oregonians.46 I agree, but as noted above, the Commission considered and 18 

rejected that argument when it originally adopted revenue decoupling for PGE, for reasons 19 

that are at least equally valid today. Second, witness MacFarlane contended that 20 

“decoupling — in the form previously used with PGE — is not necessary to ensure policy-21 

 
43 Order No. 22-129 (April 25, 2022), p. 17. 
44 Id. 
45 Id. 
46 PGE Exh. 1300, p. 37. 
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driven beneficial electrification is pursued,” noting that PGE could use revenues generated 1 

by increasing electricity use to invest in transportation electrification in particular.47  2 

But that is not responsive to the Commission’s question, which was why it “should not 3 

implement a decoupling mechanism to incent efficiency, even within a context of policy-4 

driven electrification.”48 On that point, the most telling single sentence in the current record 5 

is witness MacFarlane’s acknowledgment that “if properly designed and compatible with 6 

other regulatory mechanisms, decoupling can be an effective tool, even in a state like 7 

Oregon, which has a unique third-party delivery structure and history of highly successful 8 

results.”49 On that point, he and I are in full accord. His testimony also indicates that PGE 9 

support for revenue decoupling in this proceeding would be contingent on adjustments in 10 

the company’s current power cost adjustment mechanism,50 a linkage on which I express no 11 

opinion in this testimony.  12 

Q. Do you agree with PGE witness MacFarlane that changes are needed in the decoupling 13 

mechanism that was in place for PGE from 2009 – 2022? 14 

A. Yes. Witness MacFarlane points out accurately that the Commission amended the original 15 

PGE mechanism (which PGE, NRDC, and NWEC had all supported) to provide a “hard 16 

cap” of two percent on the annual true-ups in rates that are needed to break the linkage 17 

between recovery of authorized costs and unanticipated fluctuations in sales. That two 18 

percent “hard cap” was and remains a disruptive anomaly in terms of national practice with 19 

decoupling, since it means that revenue losses in excess of that amount cannot be made up 20 

in future years, which partially restores the utility’s “throughput addiction.” A “hard cap” 21 

 
47Id., p. 38.  
48 Order No. 22-129 (April 25, 2022), p. 17.   
49 PGE Exh. 1300, p. 37: 10-13. 
50 Id.  
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also introduces incentives for parties in rate cases to manipulate the retail sales forecasts 1 

used to set rates.51 Witness MacFarlane contends, and I agree, that:   2 

A 2% limiter without a carryover creates an imbalance of risk and benefits 3 

between PGE and its customers. Good regulatory policy should provide a fair 4 

opportunity for PGE to recover prudently incurred fixed costs as approved by the 5 

Commission when it sets rates. In short, it should result in an alignment of 6 

interests on the key inputs in ratemaking. Instead, the asymmetric limiter creates 7 

an incentive for non-utility parties to propose increases to the load forecast in rate 8 

cases which, if adopted by the Commission, work in conjunction with the limiter 9 

to effectively deny recovery of the fixed cost portion of the Commission-10 

approved revenue requirement.52 11 

Q. For purpose of revenue decoupling, what is the difference between a “hard cap” and a 12 

“soft cap?” 13 

A. In the context of revenue decoupling, a “hard cap” means that any annual surcharges may 14 

not exceed a fixed percentage (the cap), and the utility loses the unrecovered balance (there 15 

is typically no cap on annual rebates to customers). A “soft cap,” on the other hand, allows 16 

any unrecovered amounts to be carried over to subsequent years for recovery, subject to the 17 

soft cap applicable to those years.  18 

Q. What changes to the revenue decoupling mechanism does PGE propose?  19 

A. Along with a change from a “hard cap” to a “soft cap,” PGE proposes to raise the annual 20 

limit on decoupling adjustments from two percent to three percent. Otherwise, PGE 21 

 
51 If the retail sales forecast is set at unrealistically high levels, the two percent hard cap means that the utility is less 
likely to recover its authorized costs in practice. By contrast, full decoupling under a “soft cap” makes the sales 
forecast essentially irrelevant to utility prospects for recovering authorized costs.  
52 PGE Exh. 1300, p. 35 (11-17). 
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proposes to leave the previously adopted mechanism unchanged, including its treatment of 1 

weather-related fluctuations in electricity sales, which the mechanism would continue to 2 

exclude.53 3 

Q. Do you support the PGE proposal, including those changes in the previously adopted 4 

mechanism? 5 

A. Yes. It is important to emphasize that raising the annual cap on true-ups, and converting it to 6 

a “soft cap,” does not by itself increase PGE’s authorized revenue requirement or rates; it 7 

simply reduces the likelihood that unrecovered balances of authorized costs will accumulate 8 

over time as a result of sales fluctuations. Revenue decoupling itself does not create a 9 

surcharge on utility bills, and annual true ups can go either up or down. Decoupling 10 

mechanisms often make provision for annual upward rate adjustments of at least three 11 

percent, and many have not capped annual true-ups.54  Even so, across the U.S., the 12 

overwhelming majority of upward adjustments associated with decoupling for electric 13 

utilities have been less than two percent.55  14 

Q. Please summarize your conclusions and recommendations. 15 

A. This testimony responds to the Commission’s recent invitation for assistance with a 16 

reassessment of the need for revenue decoupling in an era of economy-wide electrification 17 

and decarbonization. My aim has been to demonstrate that revenue decoupling, and the 18 

obstacles to energy efficiency progress that it removes, are more important now than ever. 19 

 
53 Id., p. 41. 
54 See Pamela Morgan, A Decade of Decoupling for US Energy Utilities: Rate Impacts, Designs and Observations 
(February 2013). Morgan’s comprehensive survey documents more than 270 annual true-ups in excess of 2 percent 
across the nation under decoupling mechanisms over a decade (p. 5), although most true-ups were either less than 
that or negative. Morgan notes (p. 12) that over the decade ending in 2013, very few electric revenue decoupling 
mechanisms (5) had any caps on annual true ups.  
55 Id. (85 percent of annual true-ups for electric utilities’ decoupling mechanisms were +/- 2 percent). 



Docket No. UE-416  NRDC-NWEC/100 
  Cavanagh/24 

 

The Commission should restore revenue decoupling for PGE in the manner described in the 1 

company’s testimony.  2 

Q. Does this conclude your opening testimony? 3 

A. Yes.  4 
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