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Introduction

Q.
A.

O

Please state your name, business address and current position.
My name is Chery-MurrayKelly Francone. My business address is 160
East 300 South, Salt Lake City, Utah. | am a utility analyst for the

Committee of Consumer Services (Committee).

Have you previously presented testimony 2-testified—before this
Commission?

Yesi—+have. | have testified regarding the Home Electric Lifeline Plan
(HELP) for low-income customers (Docket No. 99-035-10), PacifiCorp’s

(Company) Hunter Unit 1 outage (Docket No. 01-035-23), Magnesium

Corporation’s avoided costs (Docket No. 02-035-02) and have filed

testimony before the Public Service Commission (Commission) on the Life

Support addition to the HELP program and Questar Gas Company’'s

weatherization and customer charge issues.’s {Coempany)reguest-fora
: : I i for " I Pl
dition_(Docl . j L , : -

What isf the purpose of your testimony?

The primary purpose of my testimony is to present the Committee’s
position regarding_specific issues in PacifiCorp’s reguestfora-certificate-of
. I . build_t | : E
Creek)—petition for an order approving avoided cost rates for over 1 MW.

These include the renewable energy credit (Green Tag) entitlement of

Qualifying Facilities (QFs) introduced by PacifiCorp Witness Mark Tallman
I} also address issues relating to—PacHiCorp's—projectedresource-load

certificate-and-build-Currant-Creek—to new accounting rules implemented
by the Financial Accounting Standards Board (FASB), that are introduced

in the direct testimonies of PacifiCorp withesses David Mendez and Bruce
Williams. Finally,—and-—te | introduce the testimony of Mr. Randal3d
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Falkenberg;Phil Hayet, a consultant retained by the Committee to examine
- reasonableness of PacifiCorp’s economic analysis of Currant Creek
I | wes. L  hig luati
precess-avoided cost methodology proposed by PacifiCorp for Schedule
38, —bwbobr o e —olbopmiens o soncnnl qc pobpieel snncee o

Please explain the Green Tag Issue.How—hHas—the—Company

. L that it il | | . |
i itx, defici s additional e

As stated by Mr. Tallman on page 6 of his direct testimony, Green Tags,

also known as renewable energy credits, are a marketable environmental

aspect of the renewable energy industry. n-effect—the-Green Tags were

developed to aid in the development of renewable energy resources and

exemplify aare—a valuable currency that can be traded or purchased—with

theultimate-intentionto-supportrenewableenergy—. Green Tags can be
sold to utilities in states that have a Renewable Portfolio Standard (RPS),

under which utilities are required to either produce power with a mix of

generation resources that include renewable energy, or to purchase

Green Tags as a substitute for such resources.

process?Who _determines the appropriate ownership of the Green

Tags?



© 00 N O O b~ W DN B

N NN RN NNDMNDNNNDNERRRRRR R R B
© ®© N o OO0 B W N RFP O © 0 ~N O 00 b W N R O

CCS —-1D Chery-MurrayKelly Francone  03-035-1429 Page 3 of 17

A.

Because Green Tags exist outside the confines of the Public Utility

Reqgulatory Policies Act (PURPA), their entitlement is not defined under

PURPA rules. This emerging issue is currently being addressed by State
Commissions, in—theUnitedStates—particularly those with Renewable
Portfolio-Standards {RPS)—RPS.

There are three general points of view about ownership. QFs arque that

they should retain the Green Tags because environmental risks for the

generator and environmental benefits to the public are not accounted for

in the avoided cost paid for electricity. Some utilities contend that

PURPA's intent was for utilities to purchase all of the components of the

OF power—that-wasproduced-by—theOF, including any environmental
attributes. Others suggest that because ratepaversutility customers are

paying the cost of the PURPA contracts, they should receive the benefits

of the Green Tags. Fhe-Committee-has-supported-the-acquisition-of-cost-

sl lene Lo oo L e L Mleeel 0D pop e s e pos s

timeframe? Does PacifiCorp have a specific recommendation?

Yes. On page 6 of his testimony, Mark Tallman recommends that

PacifiCorp customers should receive the benefits of the renewable
_ Asthetable below illustrates.- PacifiCorp will barely meet
. K load in_the f | Lin il _lin fiscal 5
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0. Has there been a ruling made at the national level on the ownership

of Green Tags?

PacifiCorp Capacity Adequacy Assessment

Difference Difference between
between Existing Capacity
Existing Existing and peak load
Installed Peak  Peak Load + 15% Capacity and +15% resene
Year Capacity Load reserve margin peak load margin
(MW) (MW) (MW) (MW) (MW)
2004 8,833 8,774 10,090 59 -1,257
2005 8,894 8,946 10,288 -52 -1,394
2006 8,893 8,849 10,176 44 -1,283
2007 8,800 9,025 10,379 -225 -1,579
2008 8,788 9,331 10,731 -543 -1,943
2009 8,335 9,157 10,531 -822 -2,196
2010 8,335 9,253 10,641 -918 -2,306
2011 8,299 9,472 10,893 -1,173 -2,594
2012 8,119 10,184 11,712 -2,065 -3,593
2013 7,820 10,321 11,869 -2,501 -4,049
2014 7,820 10,379 11,936 -2,559 -4,116

- Note: Source of data was from the IRP report page 33
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A.

Yes. On 1 October 2003 the Federal Energy Requlatory Commission

Q.

(FERC) granted a petition for declaratory order (CCS Exhibit 1.1) that
affirming: that “absent express provision in a contract to the contrary,”

Commission rule or State law, the Green Tag ownership remains with the
OF. The FERC noted that the issue is outside of PURPA and because

renewable enerqy credits were created by states, their designation is a

state issue. Thus, state commissions and state leqislatures have the

authority to determine Green Tag ownership.

Has the ownership issue been addressed by other states?Bid—the

. I bi I .
target?

A. Yes. Nevada has requlations in place that require the Green Tags

to remain with the QF. Idaho Power has recently filed a petition with the

Idaho Public Utilities Commission that also recommends OF retention.

The issue is also being examined in Maine, where the electricity market

has been restructured. The Maine Public Service Commission staff

recently recommended that the Green Tags transfer to the utility

purchasing QF power based on the consideration QF prices paid by

ratepayers sometimes unintentionally result in above-market prices. In

other words, the transfer of the renewable benefits would help to offset
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any evolvingpotential “stranded costs” paid by ratepayers.Fhe-Committee

a ala O0A N NE NN aYa A N AN allalal a N av¥a M alda' N a
-, Ci O o v A 4 \/

What What-is the Committee’s conclusion concerning the Green Tag

issue? PacifiCorp's needforcapacity?
While the Green Tag matter is an emerging issue, the Committee believes

that it is ultimately ratepayers who underwrite the avoided costs paid to

OFs. Thus, we recommend that the customers should receive the
associated benefits off the Green Tags. ewnership-be-transferred-to-Utah

Does the Committee have a recommendation on the value that

should be ascribed to the Green Tags?

Without further analysis of this emerging issue, the Committee does not

have a specific recommendation at this time. As can be seen from

PacifiCorp’s testimony, the Blue Sky program and prices paid in the

market (CCS Exhibit 1.2), there is a wide divergence in the value. On

page 7 of his direct testimony, Mr. Griswold recommends a value of $5 per

MWh for the first five years based on what is used in the IRP. However, in

PacifiCorp’s response to CCS DR 2.9, which asked for an adjustment for

Green Tags in a hypothetical example of a wind QOF, the Company
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demonstrates a renewable energy value of $1.69/MWh. In the Blue Sky

program, customers pay $1.95 per 100KWh to support renewable enerqy.

PacifiCorp spends the resulting $19.50/MWh in the market to buy Green

Tags. In addition, CCS Exhibit 1.2 indicates that renewable enerqgy credits

are selling in the eastern power markets between $45 and $55/MWh.

BFhere—is—a—vastrangebetween—$1.69and-$55/MWh—ecause a wide
range of prices are currently being paid for Green Tags, Fhus; the

Committee believes the value determination requires further study.

A. As noted by PacifiCorp witness David Mendez, two accounting

standards have recently been implemented, Emerging Issues Task Force
(EITF) 01-08 and Financial Interpretation No. 46R (FIN 46R). lnOctober
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Implemented 1 July 2003, EITF 01-08 affects how companies must review

power purchase contracts under lease accounting rules. For several

decades, FASB has required full disclosure of leasing transactions. This

recent decision affects what types of contracts, such as certain types of

Power Purchase Agreements (PPA), may be viewed as leases, and

therefore require disclosure on the Company’s balance sheet. According

to FASB standards, Aa QF contract qualifies for capital lease treatment if it

depends on a specific plant and the purchaser takes a majority of the

output.

The modification to FIN 46R became effective 31 March 2004. It provides

guidance for identifying the party with a controlling financial interest

resulting from contract arrangements. This clarification would apply if the

Company is considered the primary beneficiary of an entity. FIN 46
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defines the term “variable interest entity” (VIE) and is based on the

premise that if a business has a controlling financial interest in a VIE, then

the assets, liabilities, and other results from business activities should be

included in the financial statements of, in this case, PacifiCorp.

Q. Does PacifiCorp believe these standards will affect its OF contacts

and the resulting avoided costs?Are—there-steps—PacifiCorp—could
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AA.

I Shy | | " I :
Currant Creek?2

Yes. Starting on line 1, Mr. Williams notes on page 2 of his testimony, that

these standards will have impacts on both the Company's financial

commitments and credit quality. He also states that the recognition of the

additional debt will impose additional costs on both PacifiCorp and its

customers. Fhe CompanystRP Updateassertsthat-  a-31049- MW

+
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Whatis—yourconclusion-What does PacifiCorp recommend to remedy the

CNpEciPeseerdipe Ploe 0 e e oo ol e niel o
capacity?

A. On page 4 of his testimony, PacifiCorp witness Bruce Griswold

recommends that the debt-related cost be addressed as a defined term in

the PPA that would be applied as a monthly line-item adjustment to the

OF monthly payment. Mr. Williams also recommends on page 5 of his

testimony that PacifiCorp apply a 30% risk factor as the debt equivalent
for the QF obligation. Fhe Committee believes—that the 2003 1RP Report
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In its response to DPU’'s DR 1.47, PacifiCorp states that a line item

adjustment will be made to the total amount the QF will be paid. If the

Commission adopts PacifiCorp’s recommendations, therefore-the avoided
cost capacity payment to the OF would decrease. {beginconfidential-but

What conclusion did the Committee reach obased—oR—Mr

Falkenberg'sanalyses?n the impact of these financial standards?
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A.

A Based on the analysis of consultant Donna DeRonne, who-is

a Certified Public Accountant who- actively participated in PacifiCorp’s last

four Utah rate cases, the Committee does not believe PacifiCorp has

demonstrated that the FASB modifications will necessarily have a material

impact on its costs for QFs. Ms. DeRonne has indicated that FIN 46R

may be inapplicable if PacifiCorp is not at risk for losses or does not take

any residual profits from the QF. As noted previously, it may only have an

impact if the Company is considered the primary beneficiary of an entity,

or in this case, has a controlling interest in the OF.

Ms. DeRonne also notes that because FASB has required full disclosure

on the material impacts of PPAs for several decades, it is not clear how

the increased transparency would affect perceptions of investors or credit

ratings. Rating agencies like Standard & Poor’'s have already been

considering the impact on cash flows and will continue to do so. It is also

possible that the investment community may take a favorable view of the

increased transparency, which could have a positive effect on the
Company’s financial standing. Because-ofthe-concerns-with-PacifiCorp’s
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alternatives The staff of the Oregon Public Utility Commission provided
recommendations (CCS Exhibit 1.3) on 23 January 2004 to iisthe
Commission. The Oregon staff findings reflect those of Ms. DeRonne’s in
that they did not believe PacifiCorp had demonstrated that the FASB

changes will necessarily have a material impact on the Company. The

staff also noted that the investment community has required full disclosure

for decades, and thus, will most likely not impact PacifiCorp’s financial
health. -
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: he_bidd he_abil lovel listi

A. In its 18 February 2004 Order (CCS Exhibit 1.4), tFhe Oreqgon

Commission agreed that it was not persuaded that the new FASB

standards would have a negative impact on PacifiCorp. The Commission
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adopted the staff recommendation that PacifiCorp may consider the effect

of the FASB standards only after the Company performs a cost-

effectiveness analysis for each PPA. The Commission noted that if the

subsequent economic analysis properly identified increased cost or risk to

PacifiCorp, then the Company could provide such an analysis for

subsequent staff review and ultimately a Commission decision.

What does the Committee recommend?

The Committee believes that PacifiCorp should have to demonstrate that

any contract may have a negative impact on its financial standing by

assessing each OF’s potential burden to the Company. We therefore

recommend that the Utah Commission follow in the steps of the Oregon

Commission. Specifically, the Commission should direct PacifiCorp to

assess the financial risk on a case-by-case basis and present a detailed

analysis to the Commission to determine whether the avoided costs paid
to the OF should be impacireduced. sheouldrequire-the Company-to-file

Yes.
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