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|. Introduction

Q. Please stateyour nameand position.

My name is Pamela G. Lesh. | am PGE's Vice President, Rates and Regulatory Affairs and

Strategic Planning. My qualifications were previously provided in PGE Exhibit 100.

My name is Jay Tinker. | am a project manager in the Regulatory Affairs department.

My qualifications were previously provided in PGE Exhibit 300.

Q. What isthe purpose of your rebuttal testimony?

Our rebuttal testimony responds to the reply testimony of the OPUC Staff, ICNU, and CUB

in UM 1234. Specifically, we address these parties’ issues regarding whether:

1)

2)

3)

4)

5)

UM 1234 -

A relationship exists between the Commission’s decision in this docket and
projections for Boardman’s availability in forecasting PGE’s net variable power
costs (NVPC). (Staff Exhibit 100, pgs. 21-22) (ICNU Exhibit 100, pg. 7)

The Boardman outage is a stochastic or scenario event, for the purpose of
applying the Commission’s guidance on approving deferrals as provided in
docket UM 1147. (Staff Exhibit 100, pg. 16) (ICNU Exhibit 100, pg. 14)

The Commission’s decision to approve deferral must or should impose a sharing
formula, in addition to specifying the method for calculating deferred amounts.
(Staff Exhibit 100, pg. 19) (ICNU Exhibit 100, pg. 4) (CUB Exhibit 100, pg. 9)
The Commission must consider the effects of SB 408 in applying any prior
decisions regarding appropriate sharing of deferred amounts. (CUB Exhibit 100,
Pg. 2)

PGE should have engaged in actions in advance of the Boardman outage to

mitigate its impact on PGE and our customers. (ICNU Exhibit 100, pg. 15)

PGE Rebuttal Testimony
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6) PGE’s application meets the requirements of ORS 757.259. (ICNU Exhibit 100,
pg. 4)

In general, what do the parties recommend with respect to Commission action on PGE’s
deferral request?
Staff and CUB both recommend that the Commission grant the deferral but, because of the
sharing formulathey apply to this deferral stage, PGE would have the opportunity to recover
only between .74% and 5.46%" of the $45.7 million we incurred providing power to our
customers, should we demonstrate such amounts were prudent during the amortization phase
of this case (ICNU Exhibit 100, pg. 18) (Staff Exhibit 100, pg. 20) (CUB Exhibit 100, pgs.
9-10). Staff further recommends that, for the days covered by the deferral period, PGE must
forecast Boardman's availability (using the longstanding four-year weighted rolling average
methodology) as if the outage never occurred and Boardman was 100% available on all days
(Staff Exhibit 100, pgs. 21-22). CUB does not take a position on forecasting. 1CNU
recommends that the Commission deny the deferra outright and is non-committal on how
PGE should forecast Boardman’s availability for NVPC (ICNU Exhibit 100, pgs. 4 and 7).

In essence, the parties recommend that PGE receive no compensation for meeting our
customers' power needs during Boardman's outage, now or in the future.
Please summarize PGE’s application in this case.
On November 18, 2005, 23 days after we took Boardman out of service because of serious

vibration issues that had arisen in the low pressure turbine, PGE applied to defer — pursuant

! Recovery at 5.46% may not represent parties’ latest position. The figureis based on CUB’s testimony which took
no position on recovery of Boardman's full versus de-rated capacity. Subsequent to filing of their testimony, an
article on CUB’ s website suggested, “afair amount would fall well under $1 million.” Using Staff’s suggested
recovery ($905,000) with CUB’s sharing percentage (70%) PGE would recover 1.4% of its replacement power
costs.

UM 1234 - PGE Rebuttal Testimony
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to ORS 757.259 — the costs we were incurring to replace the output of thislow variable cost
resource with much higher-priced market power. We believe our deferral application both
minimized the frequency of rate changes (ORS 757.259 (2)(e)) and appropriately matched
costs and benefits (ORS 757.259 (2)(e)). PGE Exhibit 300 estimated these excess costs at
$45.4 million for the deferral period, based on a specific identification of purchased power
to replace 100% of the base-load energy normally provided by Boardman. We stated that
we would exclude the portion of the outage for which we received recovery under the
deferral from the historical four-year rolling weighted average for determining plant
availability in NVPC forecasts, to prevent any “double recovery” of the excess costs. In
essence, we proposed to treat the plant as 100% available during the deferral period,

matching the 100% plant output we replaced with market purchases.

. Do you agree with the corrections Staff offered in response testimony regarding PGE's

deferral cost calculation?

A. Weagreewith al of Staff’s corrections except one. The following changes are appropriate:

« Removal of linelosses for both Boardman and replacement purchases
« Minimal changesfor daily energy allocation in November
« Removal of asingle December daily purchase
« Update of May market prices for forgone planned outage.
Applying these corrections slightly changes our estimate of the replacement costs from
$45.4 million to $45.7 million. This again assumes the full output of the Boardman plant,
along with a future forced outage rate calculation assumption that Boardman was 100%

available for al days of the deferral.

UM 1234 - PGE Rebuttal Testimony
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We do not agree with Staff’s proposal to calculate replacement costs based on a
Boardman availability of 93.5% because this does not match Staff’s proposal to treat the
plant as 100% available in future forecasts that use this period in the four-year weighted
rolling average. We could support using either 100% or 93.5% for both purposes; what is
important is that the calculations be consistent. If the Commission used 93.5% availability

for both purposes, the deferred replacement costs would be $42.8 million.

. Did PGE know that the 2006 water year would produce “good” hydro-electric production

when you filed the deferral application?

No. As noted above, we filed this application on November 18, 2005, early in the
August-July water year. Although CUB suggests (CUB Exhibit 100, pg. 6) that we may
have chosen the replacement cost methodology for the deferral, rather than a comprehensive
comparison of forecast to actual NVPC, based on anticipation of good hydro, we had no way

of knowing in November what the 2005-2006 winter, or water year would be.

. Do you agree with CUB’s suggestion that hydro was above average during the deferral

period?

No. While PGE is pleased to finally experience near average hydro flows after six years of
below normal hydro, we would not consider the November through February deferral period
one of “good hydro” as CUB contends. Over the entire four-month period, PGE hydro
resources produced approximately 17,000 MWh (about 1%) more than expected in the
relevant RVM filings. This additional output is very small, yielding basically normal hydro.
Interestingly, ICNU claims that 2005 was a bad hydro year (ICNU Exhibit 100, pg. 11).
Ultimately, the type of hydro conditions experienced was not a determinant of our decision

to filethis deferral.

UM 1234 - PGE Rebuttal Testimony
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The Treatment of this Deferral Application isInextricably Related to the Method Used
to Determine Boardman’s Availability for Future NVPC For ecasts

Q. Please review how PGE presently determines thermal plant availability for purposes of

NVPC forecasting.

. As we mentioned above, and have covered extensively in testimony in other dockets (see,

e.g., UE 180 PGE Exhibit 400, pgs. 19-21), the Commission has for many years used a
rolling, four-year weighted average of actual forced outage rates to determine thermal plant
availability for purposes of NVPC forecasts. This methodology dates back to the 1980s.
This methodology not only serves as an objective means to forecast what is otherwise an
unknown number, but also acts as a risk allocation mechanism. Thermal plant operations
better than expected benefit customers through future NVPC forecasts that are lower than
they would otherwise have been because of greater expected output from low variable cost
thermal resources. All else being equal, the utility islikely to spend more on NVPC in those
years than the forecast because of the forced outage rate assumption. Likewise, thermal
plant operations worse than expected compensate utilities in future NV PC forecasts that are
higher than they would otherwise have been because of lower expected output from low
variable cost resources. All else being equal, the utility is likely to spend less than the
NV PC forecast in those years.

For example, Boardman performed extraordinarily well in both 1998 and 2001 with
Equivaent Forced Outage Rates (EFOR) of 2.58% and 2.89% respectively. Both
performances were included in the rolling average. The 2.89% was included in the 2006
RVM as an input for the current 6.5% Boardman forced outage rate or 93.5% availability
factor. The annua Boardman EFORs comprising the current outage rate are below in

Table 1.

UM 1234 - PGE Rebuttal Testimony
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Table 1 2006 RVM Annual EFOR
Year 2004 2003 2002 2001

Modified EFOR  11.51% 4.21% 8.12% 2.89%

Q. Based on that explanation, how does a deferral application for a thermal plant outage

affect NVPC forecasting?

Because the rolling, four-year average methodology uses historical information, deferral
recovery for a period of thermal plant forced outage could result in a“double recovery” for
the utility, as the forced outage days depress the availability factor for the subsequent years.
Because of timing of data availability, the effect actually occurs during years two through
six after the outage. Thus, for Boardman, the 2005 outage days would affect NVPC
forecasts in 2007 through 2010; the 2006 forced outage days would affect NVPC forecasts
in 2008 through 2011.

Did PGE consider, in November 2005 as this outage unfolded, smply relying on this
methodology to “recover” thereplacement costsit wasincurring?

Yes. For the reasons explained in our opening testimony, we saw that the use of the
four-year average methodology as less desirable than a deferral (PGE Exhibit 100, pgs. 5-6).
Foremost of those reasons was the sizable effect of this outage on NVPC forecasts during
the yearsthat it is part of the four-year average. All else being equal, including an outage of
this duration in the forecasting methodology increases the chances that customers’ rates do
not actualy reflect cost of service for the period. It also means that customers end up
paying something more or less than the replacement cost, rather than the actual cost. We
also noted that relying on the outage forecasting methodology to handle risk alocation of

these kinds of costs could cause prolonged periods of mismatch between rates and cost of

UM 1234 - PGE Rebuttal Testimony
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serviceif the utility involved did not have aregular schedule to forecast NVPC, as PGE does
with the RVM and proposes to continue in UE 180.

In addition, at that time, we did not and could not know how the outage would unfold,
particularly its duration. Because of the constraints of the deferred accounting statute, PGE
had to file an application to preserve that regulatory treatment as an option. This decision
should not result in a “head’s we win, tails you lose” or “no recovery” situation that both

alternatives produce.

. Given that you now know the duration of the outage, would PGE consider continued use

of the rolling, four-year average methodology of determining plant availability for
Boardman areasonable alter native to Commission approval of thisdeferral application?

Yes, with a caveat. Because the forced outage spans two calendar years, the effect this
number of days would otherwise have on the forecasted availability is muted from what it
would be had an outage of this length occurred in a single calendar year. Assuming
Boardman availability at 93.5% over the next six years for illustration purposes, Table 2

below shows the availability factors that would result from this treatment.

Table2
Boardman Availability Factor
Year 2007 2008 2009 2010 2011 2012
Availability Factor 90.7 884 834 884 913 935

If the disconnect between our prices and cost of service that this difference will cause is
acceptable, we are willing to use this option. The caveat is the one we explained in our
testimony in docket UE 180 in connection with our proposed Variance Tariff. The risk
alocation feature of the traditional forced outage methodology works only if al years
reflected in a particular forecast are under the same regulatory framework; i.e., al with the

same adjustment for the difference between actual and forecast, whether that be none, al, or

UM 1234 - PGE Rebuttal Testimony
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some percentage. If the Commission were to deny this deferra in preference for using the
traditional risk allocation for thermal plant forced outages of the four-year average
methodology, and aso to adopt our proposed Variance Tariff, we would need to adjust
credits or charges to customers under that tariff to effectuate the Commission’s decisions.
Asexplained in UE 180, we prepared the tariff to accommodate this eventuality.

Isit clear that the parties believethe deferral and inclusion of thisforced outagein future
years NVPC forecastsare equally viable alter natives?

No. Staff’s position appears to be that PGE should receive virtually no recovery of the
actual replacement power costs incurred to serve customers under the deferral because
losses of this sort are “in the normal course of business” and, then, to effectuate this result,
preclude use of the risk allocation features of the forced outage rate methodology by
assuming Boardman was 100% available during the deferral period. In other words, by
requesting deferral, it appears Staff believes PGE has foregone the opportunity to use the
other risk allocation methodology.

During deposition, Staff essentially revised its historical position on applying the
four-year forced outage calculation. It appears Staff would now limit inclusion of events to
those that are expected to occur once every four years.

...the four-year average calculation implicitly assumes that, that the type
of event would occur once in every four years. (PGE Exhibit 404, pg. 14)

| mean, the purpose of normalizing forced outages in setting base rates
is to reflect a normal level of forced outages on a going-forward basis.
What I'm suggesting is that the four-year average calculation may not be
the best way of doing it. It's the way that we've traditionally done it and it's
the way that PGE has done it in recent cases.

What I'm suggesting is that this deferral application illustrates the
weaknesses in that approach. The weakness in that approach is that you
can't include -- that it -- one, it doesn't include -- it includes an assumption

that whatever goes into that four-year average calculation is going to occur
on a going-forward basis a a probability of onein every four years. And

UM 1234 - PGE Rebuttal Testimony
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what I'm suggesting is that that may not be appropriate. (PGE Exhibit
404, pg. 15)

CUB classifies this outage as abnormal and extraordinary and, accordingly, takes the
position that the forced outage rate methodology should exclude it, but also recommends
virtually no recovery because the loss is within the range of what CUB believes utilities
should normally bear. As noted above, ICNU questions whether it would be appropriate to

include this outage in the traditional forecasting methodology.

. Werethe alternatives of deferral or use of the forced outage rate methodology available

for PacifiCorp’s Hunter plant outage that is the basis of the parties recovery
recommendationsin this proceeding?

Not easily. At the time of the Hunter outage, PacifiCorp had aready requested a
comprehensive deferral of the difference between actual and forecasted NVPC because of
the Western power market crisis and drought conditions. Handling Hunter under the
traditional risk allocation of the forced outage rate methodology would have required

making outboard adjustments to the comparison of actual and forecast NV PC.

UM 1234 - PGE Rebuttal Testimony
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I. The Boardman Outageisa Scenario Event that Qualifiesfor Deferral with Material
Financial Impact.

Why is classification of Boardman’soutage as a scenario or stochastic event important?

The Commission’s guidance on deferred accounting in Docket UM 1147 uses this
distinction to identify the size of financial effect required for approval of deferred
accounting. The chart below from Staff’s testimony (Staff Exhibit 100, pg. 15) shows the

rel ationships between classification and deferral approva outcome.

Financial Effect Type of Event
Commission
Stochastic Risk Scenario Risk Approved
(1)@ (3@ (5)(6)

Deferral Considered Deferral Deferral
Substantial (7) Considered Considered

Deferral Not Deferral Deferral
Material Considered Considered Considered

Deferral Not Deferral Not Deferral
Immaterial Considered Considered Considered

Stochastic risk is defined as a risk that can be predicted as part of the normal course of events; it is quantifiable
and can be represented by a known statistical distribution (Order 04-108).

Examples of stochastic risk are hydro variability, normal plant outages, employee compensation, and weather.
Scenario risk is defined as arisk that is not susceptible to prediction and quantification; it is often represented
by abrupt changes in business factors or practices (Order 04-108).

Examples of scenario risk are catastrophic plant outages (Trojan), environmental costs, and material unexpected
changes to costs.

These events are either mandated, pursuant to Commission approval, or emerging from a rate case settlement.
Examples of these events are DSM costs, a PGA, and intervenor funding.

Event should be extraordinary.

Why do you consider the Boar dman outageto be properly classified asa scenariorisk?
PGE considers this outage, which Staff determined to have a likelihood of occurring
approximately once every hundred years (Staff Exhibit 100, pg. 16), much closer in nature
to the Trojan outages of the early 1990s than to the variation in water years. It isascenario
event that should qualify for deferral upon a showing of material financial effect.

What positions do the partiestake?

Staff and ICNU assert that the outage is a stochastic risk.

UM 1234 - PGE Rebuttal Testimony
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CUB does not characterize the outage (CUB Exhibit 100, pg. 3). CUB'’s testimony
does, however, state that the outage is “extraordinary” (CUB Exhibit 100, pg. 1) and refers
to it as a“ catastrophic outage” (CUB Exhibit 100, pg. 4). Similar to Staff and ICNU, CUB
believes it inappropriate to include the outage in the four-year forced outage rate, “as an
outage of this magnitude is unlikely to repeat itself” (CUB Exhibit 100, pg. 4). Thisimplies

that CUB might consider the outage a scenario event.

Q. Arethe Staff and ICNU positionsthat thisoutageis stochastic well supported?

No. During deposition, Staff characterized the outage as “Rare. Not normal.” (PGE Exhibit
404, pg. 3) and “it is not normal in the sense that it was an extreme -- it had an extreme
duration associated with it” (PGE Exhibit 404, pg. 2). Staff concludes that “an outage with
duration greater than 104 days occurs roughly once every 100 years’ (Staff Exhibit 100, pg.
16). Using Staff’s Table 3, these terms seem closer to the Trojan category than the “normal”
plant outages indicated as “ stochastic.”

The ICNU witness does not disagree that the outage was a rare occurrence and uses this
characteristic to question the appropriateness of including such a long outage in the
four-year average forced outage rate noting “there is also the question of whether it was an
event that is likely to re-occur in the future” (ICNU Exhibit 100, pg. 7). This position
appears inconsistent with ICNU’ s position that the outage was a stochastic event.

Does Staff offer concrete guidance on the difference between outages which are stochastic

versusthosethat are scenariorisks?

A. No, thefollowing exchangeisillustrative of Staff’s guidance:

Q. Page 16 of your Testimony. I'm sorry, | don't have a line. 4. It says,
"Staff considers generating plant forced outages to be a stochastic risk."
Right?

Isthat all generating plant outages?

UM 1234 - PGE Rebuttal Testimony
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A. Staff considers generating plant outages that occur during the normal
course of business to be a stochastic risk.

Q. Okay. So the question was whether that means all plant outages are a
stochastic risk.

A. No, not al plant outages are a stochastic risk.

Q. Okay. Which ones aren't?

A. Those that do not occur during the normal course of business. (PGE
Exhibit 404, pgs. 12-13)

Did Staff define” normal course of business’ ?
Yes. Under questioning it was defined as an event that occurs “On the order of once every

hundred years.” (PGE Exhibit 404, pg. 4)

. What istroubling about this definition?

Utilities do not plan for events that occur once every one hundred years. |RPs are not based
on 1-in 100-peak demands, hydro availability is not based on 1-in-100 water years. Staff’s
definition seems designed specifically to classify the Boardman outage as a stochastic risk,
not a scenario risk. One can see the falacy in the definition by simply examining the
lifetime of an asset such as Boardman. When built, Boardman's assumed useful life was 40
years. Itisunclear how an event occurring oncein every 2 ¥ lifetimesis “normal”.
Does Staff’ s conclusion that the Boardman outage is a stochastic risk fail on other criteria
that Staff hasused to distinguish the categoriesor scenario and stochastic risk?
Yes. Staff has explained that variations from stochastic risks should balance over time while
variations from scenario risks will not (Order 04-108, pg. 9).
Let me try and answer that by stating the question. | think the question

here is should there be a high likelihood that the swings of a stochastic risk

will balance out over time through rate making. Should there be a high --

should there be a — should we do rate making, should we design our rates

in such a way, that there is a high likelihood that for stochastic risks the

swings will balance out over time.
| would answer yes, we should. (PGE Exhibit 404, pg. 10)

UM 1234 - PGE Rebuttal Testimony
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Assuming continued use in Oregon of the traditional forced outage rate forecasting
methodology (and exclusion of this outage from the methodology as parties have suggested),
thereislittle to no possibility the loss from the Boardman outage will balance out over time.
There are no 'negative’ forced outage rates. The four-year forced outage rate incorporates
superior performance from any single year. Any company benefits from this superior
performance are short lived, accruing during the year, and passed to customers in the four
following years. Superior plant performance isincluded in the four year average through the
EFOR. Aswe indicated earlier, EFORs of less than 3% for Boardman have been reflected
in rates through the four-year average.

Even if Oregon adopted an entirely different methodology for determining availability
of thermal plants to forecast NVPC, it is still unlikely that a forced outage of this duration
would “balance out over time,” simply because a thermal plant cannot be more than 100%
available. Thermal plants differ significantly from hydro generation in this regard: thermal
plants cannot produce more than 100% of “average,” which hydro can, depending on water
conditions.

Does Staff suggest how such swings could balance over time?

Staff states there are many methods that the Commission could use to achieve balance over

the years:
But there's many methods available to the Commission to achieve that
balance over time. | just wanted to state that. They could use deferred
accounting, they could use normalized rate making. There's many
methods that the Commission could use to achieve that balance over time.

Using Staff’s recommendations, however, PGE will recover less than 1% through

deferral, and may never include this outage period in the rolling four-year average. Steff

makes no mention of other options.

UM 1234 - PGE Rebuttal Testimony
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Has Staff analyzed the balancing of these swingsover time?
No. The Staff witness stated that he had not analyzed how an outage of this duration might
balance out over time such that it fit within the definition of a stochastic risk:

| haven't, in this testimony, done any analysis of the balance over time.
(PGE Exhibit 404, pg. 11)

. Staff suggests events such as this outage could be modeed in forecasting NVPC for

purposes of setting rates. Would thisbe appropriate?

First, it should be clear that neither PGE’s current prices nor those in effect in 2005 include
the potential of this outage. Thereisno “forced outage adder to account for outages that are
more extreme than those reflected in a normal four-year rolling average” (Staff Exhibit 100,
pg. 23). As to the appropriateness of including extreme events in rates, no party has
demonstrated how such an event could be reasonably modeled in rates. Such a mechanism
would be problematic at best; extreme events cannot be modeled. An adder would need to
include all potential disruptive events, such as an earthquake, or a terrorist attack to name
two extreme events.

Such an adder would also violate a basic regulatory tenant - matching costs customers
pay with the benefits they receive. Staff suggests an outage of this duration occurs once
every one hundred years. If rates include costs related to such an extreme event, customers
in year one pay for something that may not happen until year 100. The converseis true as
well: customers in the future (one hundred years) would pay for current outages. While
there is no requirement that costs and benefits be matched perfectly in time, Staff's construct

would result in agreat tempora mismatch of costs and benefits.

Q. HasStaff demonstrated that the Boardman outageis* stochastic?’

UM 1234 - PGE Rebuttal Testimony
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A. No. Staff defines a stochastic risk as arisk that can be predicted as part of the normal course

of events; it is quantifiable and can be represented by a known statistical distribution (Order
04-108). However, Staff has not performed the necessary analysis to prove that the risk of
all possible Boardman outages is quantifiable and can be represented by a known statistical

distribution.

. Why do you contend that Staff hasnot donethisanalyss?

In deposition Staff witness admits that such an analysis would involve a histogram that
reflects the number of occurrences of a type of an event (PGE Exhibit 404, pg. 5). Staff
further admits that, “I have not created such a histogram...” (PGE Exhibit 404, pg. 5).
While Staff believes it is “likely possible” to create such a histogram, they are unsure of
even the data to use to construct it (PGE Exhibit 404, pg. 5). “l mean, you have to - - you
have to actualy do the analysis and start down the path before you’ re gonna know whether
or not at the end of the day it's a reasonable data set to use. You'd have to actualy do the
anaysis.” (PGE Exhibit 404, pg. 6) Further, Staff agrees that statistical testing may be
required to validate the model (PGE Exhibit 404, pg. 7). Staff has done no such analysis

and has run no statistical tests.

. Does the classification of this outage as stochastic or scenario matter, ultimately, to the

parties recommendationswhether the Commission should approve deferral?
No, not really. Staff finds the financial effect substantial and thus eligible for deferral. CUB

also recommends approving the deferral, albeit without characterization.
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V. The Commission’s Decision to Grant this Deferral Need Not and Should Not Impose a

Sharing M echanism.

Q. Did PGE’s application for the deferral propose a sharing mechanism in addition to the

method of calculating the amount to defer?

No.

. Why not?

Based on our experience with deferrals and our understanding of the deferral statute, we
believe that there is no requirement that authorizing a deferral include a sharing
methodology and that, in this instance, the earnings test is the best means to ensure that any
amount authorized for amortization is reasonable.

We conclude that the statute does not require sharing because many deferrals the
Commission authorizes include no sharing and good policy reasons support no sharing. For
example, the deferral of PGE’s anticipated 2005 Oregon State income tax kicker, the ISFSI
pollution control tax credits, Information Technology costs, Intervenor Funding, and
Advertising costs al required no sharing. Certainly, the statute does not say anything about
limiting the deferral of costs or revenues to some amount produced by sharing. We can
recollect no instances in which the deferral of a revenue increase or cost reduction included
any sharing. The only instances, in our recollection, of the deferral of a cost increase or
revenue decrease that included sharing are those that relate to power costs. Proper
regulatory policy would treat all deferrals the same.

We conclude that the earnings test is the best means to assure that the amount of
replacement costs PGE recovers from customers is reasonable for several reasons. Thistool,

provided for in the deferred accounting statute, has historically served to:
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(&) ensure that cost savings or revenue increases outside of the deferred items did
not offset their effect such that recovery or refund of the deferral produced an
unreasonabl e return for the utility;

(b) express the Commission’s discretion regarding how to share discrete cost or
revenue changes between customers and the utility.

The most complete Commission discussion on its use of the earnings test was in Order
No. 93-257.

In the future, the Commission intends to tailor earnings tests to fit the
type of deferral. For example, if the Commission authorized deferral of an
emergency increase in cost, the earnings test applied might allow a utility
to amortize the deferral to the extent that it brings the utility’s earnings for
the period up to the bottom of a reasonable range. This type of earnings
test could also apply to gas tracking cases. In this way, the Commission
could encourage the utility to control its costs. (pgs. 11-12)

In PGE’ s experience, inclusion of a sharing component in the calculation of the deferral
itself has occurred when one or both of the following circumstances are present:

1) aneed exists to align the short-term interest of the utility with that of customers
because utility decisions yet to be made will affect the size of the deferral. For
example, when the Commission granted PGE 90% recovery of the costs it
projected to incur to replace Trojan when it went off-line in 1991, the
Commission approved the deferral early in the replacement period using a
formula that compared actual to forecasted NVPC. Under this calculation
methodology, PGE’s purchasing decisions yet to come would affect the amount
of the deferral and sharing the total aligned interests.

2) an expectation exists that the earnings test will limit the amount deferred. This

situation occurred during the Trojan deferrals that followed its permanent closure
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(UM 594 and UM 692). The replacement power cost percentages chosen
reflected the expected reduction in O& M costs that accompanied plant closure.

Q. How does your experience reconcile with the Commission’s decision in UM 995, which
the parties cite extensively as the basis for recommending that the Commission impose a
sharing formula at the deferral stage?

A. We can only speculate regarding the circumstances that produced the UM 995 decision
because it was not a generic docket and PGE did not participate in the decison. The
decision concerned a specific set of circumstances for one utility and one time period. We
do know that a number of circumstances are different here:

1) The UM 995 deferral period was for aimost 12 months; our deferral request is
not quite three months.

2) The UM 995 deferra tracked the variance between forecast NVPC and actual
NVPC; ours tracks only specifically incurred Boardman replacement power
costs.

3) The Commission had not determined a forecast of NVPC for purposes of
PacifiCorp’s rates at the time of UM 995. The Commission last set PacifiCorp’s
NVPC forecast for rate setting purposes in UE 111 (filed in 1999). The UE 111
test period did not align with the UM 995 deferral period. By contrast, the
Commission set the PGE NVPC forecast for purposes of the period covered by
this deferral application in late 2004 and late 2005, respectively, for the portions
of the deferral in 2005 and 2006.

We do know that for the PGE deferral frequently cited as establishing a requirement of

a 250 basis point deadband — the 2001 power cost adjustment — PGE agreed to the deadband
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only a month into the deferral period when it was still equally probable that the mechanism
would produce a credit to customers as a charge. Of course, this application of a deadband
was in a settlement that specifically states that the parties agreed not to cite it as precedent.
We do not know if a positive outcome was possible for PacifiCorp at the time the
Commission imposed the deadband in UM 995. In the instance of this Boardman deferral
application, no range of outcomes is possible. A 250 basis point deadband would operate
simply as a 250 basis point reduction in the amount of cost PGE incurred to serve customers
that it could recover. Aswe explained in the previous section, little or no possibility exists
that PGE would ever have an opportunity to “balance out” this loss through better-than-
expected availability at Boardman.
Does the nature of the risk addressed by a deferral as stochastic or scenario matter in
terms of applying a sharing formulato theauthorization of the deferral?
We do not know. The Commission’s guidance in UM 1147 focused on the circumstances in
which it would authorize a utility to defer amounts; it did not address the formulas —
identification or sharing — by which utilities would calculate authorized deferrals. On
deposition, Staff explained its understanding of the effect of classification on sharing
requirements. For scenario risks, Staff suggested that no sharing may apply to the deferra
authorization:

WEell, you know, in theory, if the -- if the type of event was a scenario

event, one that was not expected to occur in the normal course of business,

and it resulted in one extradollar, then, you know, | think an argument can

be made that that would be a material effect.

Now whether or not we're going to go through the regulatory burden of,
you know, trying to recover that one extra dollar, | mean, there's some
lower threshold that just, in the normal course of regulation, doesn't rise to

the level of needing to be accounted for. But what I'm saying is that the
threshold for material is quitelow. (PGE Exhibit 404, pgs. 8-9)
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Q. Is a deadband necessary to account for cost offsets that may mitigate the excess costs

incurred under thedeferral?

A. No, thisis aconcern CUB expresses (CUB Exhibit 100, pg. 7). As noted above, however,

the statutory earnings test serves this purpose quite well. In 1995, Order No. 95-1216,
application of the earnings test to PGE’s deferral of Trojan replacement power from July, 1
1993, to March 31, 1994, resulted in PGE receiving approximately 20% of the authorized
deferral because O&M reductions at the plant offset the majority of the additional variable
power costs. The use of a deadband to capture such effects assumes cost offsets that may

not exist.
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V. TheCommission Must Consider the Effects of SB 408 in Deciding this Application

Q. Has the Commission indicated it will consder the impact of SB 408 when evaluating

issues?
Yes. In Order No. 06-400 the Commission indicated they would consider tax effects in
evaluating issues:

In response, we will consider the tax effects when evaluating issues in
other dockets, such as power cost adjustment mechanism. (pg. 9)

. Will SB 408 affect the financial impact of the Boar dman outage?

Yes. The replacement costs that PGE incurred during the 2006 portion of the requested
deferral period will affect PGE’s taxes paid for 2006, which is the first year of the income
tax true-up required by SB 408. All else being equal, this would trigger a credit to
customers, and thus a loss to PGE, of an additional 40% of the 2006 replacement cost PGE
incurred.

Please elabor ate.

Given the approach to deriving “taxes collected in rates’ currently supported by the
Commission in the AR 499 proceeding, actual variations in the stand-alone financid
performance of the utility will lead to refunds/surcharges. Thus, a requirement in a deferra
docket (such as UM 1234) that a utility absorb power costs will effectively require the utility
to refund to customers the tax benefit of the excess costs that the utility absorbed. As a
result, a 250 basis point deadband effectively imposes additional harm onto the utility,

which increases the effective size of the deadband.

. Can you provide an example?

Yes. For simplicity, assume that a utility has no parent, no subsidiaries, and no non-utility

operations. Effectively, the utility is a stand-alone utility. During a ratecase, the
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Commission authorizes rates with an expected ROE that translates into an expected tax
liability of $50 million. During the year, the utility experiences financia results that
perfectly mirror the rate case, except for an outage at amajor plant that results in additional
costs of $10 million, for which the utility has sought deferral. If the application of a
deadband in the deferral proceeding required the utility to absorb the entire excess costs,
then earnings will be lower by $10 million (pre-tax) relative to the rate case assumptions.
Since the utility costs were higher than in the test year it will have alower tax liability by $4
million (40% of $10 million). Under Staff’s proposed rules in AR 499, the utility would
refund this $4 million to customers. Thus, the application of a deadband in this example
deferral docket not only required the utility to absorb $10 million of higher power costs, but

effectively resulted in an additional $4 million refund through SB 408.

. Was SB 408 in effect at the time of UM 995 or the deferral in which PGE stipulated to a

250 basis point deadband?

No.

. What isthe effect of a 250 basis point deadband given SB 4087

Staff has characterized this amount as “normal variability between rate cases that would not
trigger arate filing by the company or a show cause request by other parties.” (Staff Exhibit
100, pg. 20) Assuming the deadband applies to an instance in which the actual result could
be either costs or savings of up to 250 basis points, applying SB 408 will produce credits or
charges to customers, depending whether the utility is in the positive or negative side of the

deadband. Thus, a positive 250 basis points would cause a charge to customers. Using
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Staff’s numbers as an example, customers would pay $16.5 million® for this “normal
variability.” A negative 250 basis points would cause a credit to customers. Again, using
Staff’s numbers as an example, the utility would bear $16.5 million for this “normal
variability.” Evenif UM 995 represents an inflexible Commission policy, rather than afact-
specific decision, that 250 basis points is variability that warrants no adjustment to rates
(unless it is for specific Commission-approved items such as the tax kicker), the
Commission must revisit that decision in light of the effects of SB 408.
Q. Did Staff or ICNU take SB 408 into account?

A. No. (PGE Exhibit 404, pgs. 16-17) (PGE Exhibit 405, pg. 1)

2 Staff presents $41.9 million as a 250 basis point deadband (Staff Exhibit 100, pg. 20). Applying a39.3%
composite tax rate to this figure yields $16.5 million.
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V1. The Commission Should Ignore Claimsthat PGE Should Have Known thiswas
Coming and Prepared in Advance.

ICNU claims that the Boardman outage was a foreseeable event and that PGE should
have taken action in advance of the outage (ICNU Exhibit 100, pg. 14). Do you agree?

No. Despite the rhetoric in this docket, these types of major outages cannot be predicted.
Staff has indicated that these types of eventsare “1 in 100.” We do not believe one can put
an exact frequency on the event. However, clearly it isavery infrequent event. If PGE was
to purchase power in advance of such outages, how much should we purchase? When? And
who should pay for that power? It would not make sense to purchase today for an infrequent
event that may not happen for years (or decades). ICNU seems to be concerned about
matching costs and benefits, yet their suggested scheme, in addition to being completely
unrealistic, would force costs to be incurred today for events that may not happen for

significant periods of timein the future.

Q. Arethereother optionsasidefrom purchasing in advance?

ICNU seems to suggest that other options exist, but proposes nothing specific. Such options
do not exist. For example, there are currently no counterparties providing replacement
power cost insurance.

Is there a common element between ICNU’s claims that advance actions should have
been taken and Staff’s claim that rates can be set in such a way asto balance these events
out over time?

Yes. We believe parties have a fundamentally mistaken notion that regulatory constructs
can be established that effectively remove any need for the Commission to take action when
significant unexpected events occur. Cost of service rates set on periodic forecasts cannot

handle al contingencies as utilities deliver upon their obligation to serve. Regulation’s
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strength is its flexibility to address events as they occur. The deferred accounting statute is
one tool the Commission has to do just that. The Commission’s statutory task of assuring
safe and adequate service at fair and reasonable rates is not limited to doing so only

periodically in rate cases.
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VII. PGE’sDeferral Meets ORS 757.259 Requirements.

ICNU’s witness states that PGE’s deferral does not minimize the frequency of rate
changes because PGE would have been unlikely to obtain interim rate reief (ICNU
Exhibit 100, pg. 10). Do you agree?
No. However, we believe this is a position regarding the legal standards for interim rate
relief and is inappropriate for inclusion in expert policy testimony. PGE will address
ICNU’ s argument regarding interim ratesin legal briefs.
I CNU testimony also assertsthat PGE’s deferral application fails to meet the standard of
appropriate matching costs and benefits (ICNU Exhibit 100, pg. 12). Do you agree?
No. ICNU has made this claim in other deferral proceedings as well, most recently in legal
comments in UM 1265/1257 (Grid West deferral). The requirement of matching costs and
benefits does not require exact tempora matching of costs and benefits. In fact, such a strict
standard would effectively be impossible to meet since the Commission must go through a
process of considering a deferral application before it approves amortization. The
requirement of matching costs and benefits requires that customers pay the costs for services
for which they benefit. Customers have benefited from the power provided by PGE to
replace Boardman's expected output. This deferral provides a mechanism for customers to
cover the costs of such power. The exchange below from the deposition of Staff witnesses
Galbraith and Owings illustrate that customers have received this benefit (PGE Exhibit 404,
pg. 1):

Q. So whatever demand customers put on it, PGE has to go find the power

and deliver it, right?

A. That's correct; yes.

Q. So that customers benefitted from this power that was used?
A.Yes
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1 Q. Doesthisconcludeyour testimony?

2 A. Yes

o:\ratecase\opuc\dockets\um-1234\testimony-pge\rebuttal\exhi bitooodraft_071006.doc
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Revised Boardman Excess Cost Calculations
Hydro Generation in Deferral Months
Intervenor Suggested Recovery

Referenced Staff Deposition Pages

Referenced ICNU Deposition Page

UM 1234 - PGE Rebuttal Testimony

UM 1234/ PGE / 400
Lesh —Tinker / 28



Excess Costs Start Date End Date
Nov 17 - Nov 30 11/18/2005 11/30/2005
December 12/1/2005 12/31/2005
January 1/1/2006 1/31/2006
Feb1l-Feb5 2/1/2006 2/5/2006

Boardman Excess Power Costs

Total Excess Power Costs - Deferral Period

Apr 29 - May 27 4/29/2006

Net Excess Power Costs - Deferral Period

5/27/2006

Exhibit / 401
Lesh - Tinker / 1

Initial Filing Revised Figures
Full Capacity Full Capacity De-rated Capacity
Dollars Dollars Dollars
$ 7,115,190 $ 6,987,053 $ 6,531,173
$ 19,768,532 $ 19,367,268 $ 17,988,091
$ 20,743,313 $ 20,355,062 $ 19,151,409
$ 2,520,441 $ 2,473,242 $ 2,372,888
$ 50,147,477 $ 49,182,626 $ 46,043,561
Avoided M aintenance Savings

$ 4,763,722 $ 3,468,019 $ 3,253,550
$ 45,383,755 $ 45,714,606 $ 42,790,012



Exhibit / 402
Lesh - Tinker / 1

Comparison of Hydro Generation (MWH) During the Boardman Deferral Period

November
Forecast 368,790
Actua 382,660
Actua - Forecast 13,870
% Increase (Decrease) 3.76

December
448,110
408,625

(39,485)
(8.81)

January
511,345
549,642

38,297
7.49

February
435,065
439,612

4,547
1.05

Total
1,763,310
1,780,539

17,229
0.98



Calculation of Suggested Recovery by Intervenors

PGE Actual Replacement Costs

Exhibit / 403
Lesh - Tinker / 1

$ 45,700,000

Replacement Sharing Percent of
Party Costs Basis Points $/Basis Point Shared Costs  Percent Recovery Replacement Costs
ICNU $ 42,600,000 254 $ 167,717 $ 670,866 50% $ 335,433 0.73%
Staff $ 905,000 50% $ 452,500 0.99%

CuB $ 45,700,000 271 $ 168635 $ 3,541,328

70% $ 2,478,930

5.42%
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Q So whatever demand customers put on i1t, PGE
has to go find the power and deliver it, right?

A That®"s correct; yes.

Q So that customers benefitted from this power
that was used?

A Yes.

Q And what"s your estimate of the iIncremental
cost of the power due to the Boardman outage?

A The 1ncremental cost of power. [I"m not sure
where you®re going with that there.

Q You came up with a number 1n your testimony
for what the deferral should be, right? What the cost
was. Didn"t you?

A Yes.

Q What was that number?

A For the deferral period, Staff estimated the
replacement power cost to be $54.2 million.

Q And then you made some adjustments to that?

A That"s correct. The amount that would be
eligible for deferral would be that $54.2 million
number minus the baseline costs that are included in
PGE"s rates.

Q Which are?

A $8.2 million. That results in what 1"ve

called an excess power cost of $46.1 million. And
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the Boardman outages is a stochastic event or a
stochastic risk, so 1t"s in the first column. And to
be eligible for deferred accounting, for the
Commission to exercise 1ts discretion to authorize
deferred accounting, the Commission has said that the
financial effect must be substantial.

Q So it 1s -- the box with footnote 7 in it, is
that the right box?

A That®"s correct.

Q Okay. So was the Boardman outage a normal
plant outage?

A I don"t know what you mean by normal, so
you"ll have to --

Q Well, that"s -- okay.

Footnote 2. "Examples of stochastic risk are
hydro variability, normal plant outages, employee
compensation, and weather."

Was this a normal plant outage?

A It*"s normal iIn the sense that i1t occurs in
the normal course of business. So i1t 1s not normal 1In
the sense that 1t was an extreme -- It had an extreme
duration associated with i1t.

Q Okay, so was i1t normal or not normal?

MS. ANDRUS: Objection; asked and

answered.

UM 1234
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occurs in the normal course of events. 1 would
consider 1t to be a normal plant outage.

Q But we just established that it was not
normal In duration, right?

A It is a -- 1t"s a very long plant outage
(nods head). 1t"s a hundred-and-five-day plant
outage, which is a rare plant outage duration.

Q Not -- not normal.

A Rare. Not normal. (Nods head.)

Q Okay. So if it"s not normal, the other
option on your chart is catastrophic, right?

A I"m not sure that there®s only two categories
of plant outages, normal and catastrophic. There
might be -- you know, one way of looking at this 1is,
is that it could be a normal outage that occurs in the
normal course of events, but 1t happens to be on the
long end of the duration scale.

I"m -- you know, I"m not sure that the only
two categories that -- I"m not sure that every single
plant outage can be put Into a normal category and/or
a catastrophic category, if that"s what you"re trying
to get me to do.

Q And you don"t think that can be done.

A I think 1t requires judgment. And, again,

I"ve said that I believe that this Boardman plant

UM 1234
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outage i1s the type of plant outage that occurs in the
normal course of events. It happens to be a long
plant outage, and so It -- 1t"s a rare event. But
it"s still an event that occurs 1n the normal course
of business.
Q What do you mean by occurs iIn the normal
course of business?
A It s one that can be expected to occur.
Q How often?
A Not, not very frequently.
Q Do you know how frequently?
A On the order of once every hundred years.
Q And that®s the normal course of events? Once
in a hundred years?
A Yes.
Q What gets included in the four-year rolling
average? For plant outages.
MS. ANDRUS: Did you say "what gets™"?
MR. TINGEY: Yes.
THE WITNESS: Outages that occurred in
the four-year period.
BY MR. TINGEY:
Q Like this one?
A Not necessarily.

Q Okay, why not?
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question?
THE WITNESS: No.
BY MR. TINGEY:

Q Okay. You used the phrase "frequency
distribution.”™ What does that mean?

A I"m thinking in terms of -- 1"m thinking 1in
terms of a histogram that reflects the number of
occurrences of a type of event.

Q Do you know that? (Indiscernible) Boardman?

(Reporter i1nquires.)
BY MR. TINGEY:

Q Do you know of such -- could you create such
a histogram? Do you have the information to do that?

A I have not created such a histogram; however,
I believe that i1t is likely possible that one could
create such a histogram using the type of data that --
that PGE got from the North American Reliability
Council: the NERC GADS data. It might be possible to
create such a histogram from that data center.

Q This requires some modeling of this data? |Is
that how you --

How do you do it?

A Well, you would get the NERC data, the NERC

GADS data, and you would do analysis similar to the

analysis that PGE has done in this case to look at the
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frequency of these types of events. And you®"d want to
look for units of similar fuel type and similar
capacity and simply look for the number of outages of
this duration over the period of time that"s covered
by that data set.

Q Is that a proper data set to use for this
analysis?

A As | stated, you know, 1 believe that one
could use the NERC data for this purpose. But that"s
my belief at this time. | mean, you have to -- you
have to actually do the analysis and start down the
path before you®"re gonna know whether or not at the
end of the day 1t"s a reasonable data set to use.
You"d have to actually do the analysis.

Q Okay. So how do you know at the end of the
day whether it was a reasonable data set?

A You"d want to look at how many -- how robust
that data set was. You"d want to look and see how
many units of similar fuel type and similar capacity
are iIn that data set, whether or not there®s
differences between the units that are included 1in
that data set and the unit that you"re trying to look
at, namely, Boardman. You"d want to see If there was
differences i1In there that matter.

ITf there"s differences that make a

UM 1234 - Depositions of Galbraith and Owings
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difference, then i1t may not be an appropriate data set
to use.

But if those -- but 1f there are no
differences, i1f the similarities are significant
enough, then i1t"s probably a data set that could be
used for that purpose.

Q Are there statistical tests you could run or
that such a model should meet?

A There may be.

Q Do you know of any?

A Not sitting here today, no.

Q And all you®re talking about i1s the duration
of such an outage, not -- that wouldn®"t have anything
to do with the financial impact; 1s that correct?

A The likelihood of that type of outage; that"s
correct.

Q Okay. So for the analysis we"ve just been
discussing, the financial impact didn"t enter iInto it.

A That"s correct.

Q IT you wanted to model the financial i1mpact,
what would you have to do?

MS. ANDRUS: Do you mean model 1t in
conjunction with the analysis that he just discussed?
MR. TINGEY: Yeah, yeah. Same kind of

deal.
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Q Okay. What"s the threshold for material?

A The threshold for material i1s pretty low. 1In
other words, to qualify for -- let"s go back to the
chart for one second.

MR. TINGEY: Page 15.

THE WITNESS: So the question was 1Is
what"s the threshold for material.
BY MR. TINGEY:

Q Yes.

A And so again I"m going to put it back In the
context of the Commission exercising its discretion,
and back in the context of this two-step, two-stage
test.

IT the type of event IS -- IS a scenario
event, one that i1s not expected to occur in the normal
course of business, and actually one of those types of
events occurs, then the financial impact need not be
substantial; 1t simply needs to be material. And so I
expect the threshold for material i1s quite a bit less
than substantial.

Q Do you know how much?

A Well, you know, in theory, 1f the -- 1If the
type of event was a scenario event, one that was not
expected to occur in the normal course of business,

and 1t resulted In one extra dollar, then, you know, I
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think an argument can be made that that would be a
material effect.

Now whether or not we"re going to go through
the regulatory burden of, you know, trying to recover
that one extra dollar, 1 mean, there®s some lower
threshold that just, in the normal course of
regulation, doesn"t rise to the level of needing to be
accounted for. But what 1"m saying i1s that the
threshold for material 1s quite low.

Q Okay. There®s no benchmark out there like

you found for substantial.

A That®"s correct.
Q Okay .
A Not that I"m aware of.

Q Okay. And with respect to "substantial,'™ you
used this 250-basis-points as the test to decide
whether i1t was substantial and then used i1t for the
deadband as well, correct?

A I used the 250 basis points of PGE ROE to --
as the standard for whether or not the financial
impact of the Boardman outage was substantial or not,
and concluded that the financial Impact was
substantial.

Q Then you imposed that 250 basis points as a

deadband as well, right?
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reading of that, do you agree with i1t.

A Let me try and answer that by stating the
question. 1 think the question here is should there
be a high likelihood that the swings of a stochastic
risk will balance out over time through rate making.
Should there be a high -- should there be a -- should
we do rate making, should we design our rates i1n such
a way, that there i1s a high likelihood that for

stochastic risks the swings will balance out over

time.
I would answer yes, we should.
Q Thanks.
A But there®"s many methods available to the
Commission to achieve that balance over time. 1 just

wanted to state that. They could use deferred
accounting, they could use normalized rate making.
There®s many methods that the Commission could use to
achieve that balance over time. Okay?

Good.

Thank you.

I don"t want to cut you off.

No, 1 know.

o O > LO

Okay. Will a major plant outage, like the
one iIn this docket, balance out over time?

A It depends on how you -- again, It"s a rate-
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A It might. Again, 1°d have to consider i1t. |
haven®"t, 1In this testimony, done any analysis of the
balance over time.

Q Okay. But is i1t fair to say that if i1t"s not
included 1n the four-year average then it can"t
balance out over time?

A Not necessarily. Again, I"m not convinced.

As we stated in our testimony, Staff is
currently looking at the way forced outages are
included 1n base rates. There"s other ways of doing
it other than simply using a historic four-year
rolling average that may be better than using
four-year rolling averages; there"s alternative ways
of doing i1it. And one of the considerations that you-"d
want to look at in weighing those alternative ways of
doing it is i1s 1t likely to achieve some sort of
balance over time?

It s an issue for a normalized rate making.
It"s a rate-case iIssue; It"s not a deferred-accounting
Issue.

Q And do you think there i1s some method out
there that would make i1t so that this particular
outage would balance out over time?

A Again, I"m not sure that this particular

outage -- again, you"d have to look back and look at
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likelihood that these types of events will balance out
over that period, yes, you would need to know -- you
would need to i1ncorporate knowledge about those types
of variables that you listed into the modeling on a
going-forward basis.

BY MR. TINGEY:

Q Okay. And that wasn"t all of the variables,
that was just some, right?

A There®s, there®s -- numerous variables that
impact that balancing over time, yeah. And you"d want
to pay attention to the ones that likely had the
strongest influence or the -- you wouldn®"t need to

account for every little one.

Q That®"s not how PGE®"s current rates were set,
correct?

A That®"s correct.

Q Page 16 of your Testimony. I"m sorry, I
don*"t have a line. 4. 1t says, "Staff considers

generating plant forced outages to be a stochastic
risk.” Right?
Is that all generating plant outages?
A Staff considers generating plant outages that
occur during the normal course of business to be a
stochastic risk.

Q Okay. So the question was whether that means
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all plant outages are a stochastic risk.

A No, not all plant outages are a stochastic
risk.

Q Okay. Which ones aren®t?

A Those that do not occur during the normal

course of business.

Q Which 1s where we started the discussion this
morning.

A Which 1s where we started the discussion this
morning.

Q Okay. Was there any discussion of a deadband

in the UM 1147 Order?

A I don"t know.

Q Why do we need a deadband? Why should there
be a deadband?

A Staff discusses the purpose of a deadband 1in
its testimony. That"s at page 20, lines 24 through, 1
guess, the end of the page. 24 through 28. And the
purpose of a deadband is to capture the normal
business risk that a company i1s generally exposed to

between rate cases.

Q Okay. Any other reasons?
A Not that are coming to mind right here.
Q The deferral statute doesn®"t require a

deadband, does 1t?
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issued In UM 1234.

Q Okay. Good. Then we"re back to where we
were. If there"s no deferral filed, would 1t be
appropriate to include all of those days in the
four-year average?

A And I, and I said no, 1t would not be
appropriate to include those i1n the four-year average
calculation, because the four-year average calculation
implicitly assumes that, that the type of event would
occur once 1In every four years. What I"m saying 1Is
that you"d want to adjust that outage to reflect its
extreme nature.

Q What 1f plant was out for one week each month
for a year?

MS. ANDRUS: Objection; i1t"s too vague.
MR. TINGEY: I don"t think so.
MS. ANDRUS: What are you asking? What
if --
MR. TINGEY: Let me finish.
BY MR. TINGEY:

Q What if 1t"s out for one week each month?
Would 1t be appropriate to include those outages 1In
the four-year rolling average?

A It would depend on the circumstances

underlying the fact that the plant was out a week
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every month for a year. | mean, the purpose of
normalizing forced outages in setting base rates is to
reflect a normal level of forced outages on a
going-forward basis. What I"m suggesting is that the
four-year average calculation may not be the best way
of doing 1t. 1It"s the way that we"ve traditionally
done 1t and 1t"s the way that PGE has done it in
recent cases.

What 1"m suggesting is is that this deferral
application illustrates the weaknesses in that
approach. The weakness in that approach is that you
can"t include -- that it -- one, i1t doesn"t include --
it includes an assumption that whatever goes into that
four-year average calculation 1s going to occur on a
going-forward basis at a probability of one iIn every
four years. And what 1°m suggesting is that that may
not be appropriate.

I think 1t"s pretty clear the last couple of
pages of the Testimony here indicates that Staff is
willing to consider alternative methods of normalizing
outages 1n base rates. Part of the reason we"re
willing to consider alternative methods i1s because of
the weaknesses that have been i1llustrated with using
the four-year average calculation.

Q That®"s not the way current rates were set
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A I did, as 1| discussed earlier, which was
speak with Ed Busch, who"s an expert on SB 408, and
ask him 1f he felt that our recommendation was
appropriate considering how the adjustment will work
for SB 408.

Q So how specifically did you include SB 408 in
your recommendation?

MS. ANDRUS: Asked and answered.
Objection.

MR. TINGEY: I don"t think 1t was
answered, so go ahead.

MR. PERKINS: 1°d just like to object on
the basis of relevance. 1 don"t see how the Senate
Bill 408 questions are relevant and 1*d just like that
noted for the record.

MR. TINGEY: Okay.

BY MR. TINGEY:

Q Go ahead.

A Well, again, 1 feel like 1 was pretty clear.
I discussed it with Ed. Ed i1s overseeing the
implementation of the SB 408 docket. He went over
what our testimony is and what our position i1s, and 1
would bow to his expertise In that area, so.

Q Okay. And how would your recommendation have

changed i1f SB 408 didn"t exist?
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A For this portion of the docket as far as the
deferral mechanism itself I don"t think that our
recommendation would have changed. In the
amortization phase of the docket our recommendation
for how this issue is handled may be different, 1
don*t know. Again, I would bow to Ed"s expertise in
that and we would consult with him on I1t.

Q But the recommendations In your Testimony as
filed would not have changed?

A I don"t think -- no, 1 don"t think they would
have.

Q I was discussing with Mr. Galbraith earlier
your Testimony, and he went into a portion about this
deadband. Page 20, 1f you want to look at it. That
the purpose of 1t was to capture the normal business
risk exposed -- the Company®"s exposed to during rate
cases, right?

A That"s correct.

Q And the effect of that deadband is now
significantly different in 2006 than 1t was in 2005,
right?

A On the hypothetical assumptions that you gave
me, they would be. Specifically to this docket and
how SB 408 gets implemented, 1t would just be a guess

on my part.
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years customers got higher rates and some years they
got lower rates.

In Oregon, at least, there isn"t that sort of
a history. The history is that power cost adjustment
mechanisms haven®t been in place typically in the
past, and when they have been used, whatever type they
are, they tended not to be iIn effect for very long, or
they tended to be done away with whenever any cost
that was concerning the Commission at the time went
away .

You heard of SB 408?

Q

A I"ve heard of 1t.

Q Do you know what 1t 1s?

A I understand i1t has to do with tax treatment
of utilities.

Q Okay. Do you know what the proposals on the
table are? That i1t would cause to happen?

A I don"t.

Q So 1 can guess the answer to this question,
but we"ll ask 1t anyway. Did you consider the impact
of SB 408 i1n your recommendations in this docket?

A No .

Q Let"s take a one-minute break and see i1f we

can get to the end of this real quick; iIs that okay?

THE WITNESS: That"s fine.
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