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| SSUE

On February 9, 2007, PacifiCorp (the Company) féedApplication for Approval of a Power
Purchase Agreement (PPA) with Tesoro Refining anarkigting Company (Tesoro). The
effective date of the agreement is February 5, 208i& contract replaces a contract that expired
on December 31, 2006. The Public Service Commis&ammission) issued an action request
on February 12, 2007 to the Division of Public ltlek (Division) requesting a response by April
13, 2007. On April 2, 2007, the Commission issuasd@plemental action request to the Division
requesting it comment on the consistency of the lliss adjustment as it relates to the Division’s
recommendation in the Wasatch Wind and Spanish Wdrid cases (Dockets 06-035-42 and
06-035-76). The following Recommendation and Analgse intended to serve as the response
to the aforementioned action requests.

RECOMMENDATION

The Division recommends that the Commission apprihee PPA between PacifiCorp and
Tesoro.
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ANALYSIS

The PPA is dated February 2, 2007 between Pacfii@od Tesoro. The agreement states that
Tesoro “has constructed, and intends to operatenzaidtain a natural gas-fired cogeneration
facility for the generation of electric power loedtin Salt Lake City..”* The Nameplate
Capacity Rating of the plant is 25.0 megawatts (MWWhe Tesoro facility is operated as a
qualifying facility (QF) as defined by 18 C.F.R P@92. Tesoro has previously provided its
FERC self-certification to PacifiCorp prior to timaplementation of the previous contract with
PacifiCorp which expired on December 31, 2006. iAlerconnection requirements have been
met and the Tesoro facility is fully integrated lwithe Company’s system.

Tesoro estimates it will sell about 24,000 megaWatirs (MWh) annually to PacifiCofp.

Tesoro has the option, but not the obligation, éliver approximately 12 MW per hour to
PacifiCorp during on-peak periods, and approxinyaleMW per hour during off-peak houts.

“On-peak” hours are defined in the PPA as from 7a0@. to 11:00 p.m. Monday through
Friday; “off-peak” hours are all other times incing holidays® Tesoro has indicated that it
tentatively plans for maintenance downtime to odouarch and Septembgr.

The Agreement before the Commission is expectedumofor less than one year beginning
February 5, 2007 and ending December 31, 2007. piéxvaous contract expired December 31,
2006. The Division understands that there will lbesales made by Tesoro to PacifiCorp after
December 31, 2006 and before February 5, 200&ftaetive date of this proposed PPA.

Under the terms of the Commission order in 03-085rbn-firm QF resources are not entitled to
a capacity payment. Therefore, this Agreement cosieenergy-only prices.

Under the PPA, Tesoro has contracted with PacifiGorpurchase standby and back-up power
pursuant to Utah Electric Service Schedule 31.

The general terms and conditions of the Agreemppear to be generic in nature and closely
mirror those in prior similar contracts. The maiffedences appear to be the price to be paid for
delivered energy which is based on on-peak/off-pbalrs without a seasonal adjustment,
whereas some other contracts may have seasonagpwithout on/off peak daily pricing. The
non-price related conditions within the Agreemeppiear to be generic and reasonable.

Avoided Energy Costs

This PPA with Tesoro is represented to comply lign Commission’s QF pricing methodology
ordered in Docket No. 03-035-14. The Division hasted the contract pricing for compliance

1 PPA, page 1.

% |bid.

% Op Cit. section 4.2.

* Op. Cit. section 1.20.

® PPA, Exhibit C. The expected duration of the domas is not specified.
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with the approved methodology by performing its 08RID run. The Division’s GRID run was
able to verify the contract pricing. Therefore, thevision determined that based upon the
conditions present at the time the PPA was negaljahe avoided costs are reasonable. The
spreadsheets showing the results of this GRID reraailable to the Commission upon request.

The PPA’s Avoided Transmission Losses

In Docket No. 03-035-14, the issue of avoided tnassion line loss adjustments was raised and
discussed by several parties. In the end the Cegmiom was not satisfied with any of the
proposed solutions and declined to adopt guidelfoesnon-wind QFS. In that Docket, the
Division argued that avoided cost transmission loss adjustments should not be given to QFs
with non-firm or “must-take” contracts in applyingpe methods that were proposed. The
Division indicated it would be open to considerigy QFs avoided transmission line loss
adjustments if ratepayer neutrality could be ass(férhe Division and Company proposals in
that Docket were similar in that they involved caripg distances from the QF and a proxy
plant to the load center (i.e. the Wasatch Frdh®,adjustment was to be calculated against the
Company’'s FERC approved Open Access Transmissianff T®ATT) percentage. The
Commission appears to have left the issue operetoubrently dealt with on a case-by-case
basis. The PPA provides for an avoided line logasthent which is made by increasing both
the on-peak and off-peak avoided costs by 3.58epérdhe 3.58 percent figure is based upon
the Company’s current FERC OATT effective April 2006, of 4.48 percent multiplied by 80
percent.

PacifiCorp explained to the Division its ration&be the avoided line loss adjustment as follows.
The Company assumed that during times when Tesasodelivering power to PacifiCorp and
the Gadsby plant in Salt Lake City was operatihg,Gadsby plant would be backed-down by an
amount equal to the Tesoro power delivery. Sindé btants are located within Salt Lake City,
the Company reasoned that there would be no avdidedosses during these periods. Gadsby
was assumed to be in operation 20 percent of the’tAn additional rationale given for the 20
percent figure was that on-peak summer hours duhiederm of the PPA was about 20 percent
of the total hours of the contract tetfhit was reasoned that during summer peak loadgmyst
resources would be operating at peak capacity $uathresoro’s contribution would be absorbed
in the local load and that no distant resource adngd backed down. If any resource would be
backed down, it would likely be the relatively erpave Gadsby plant in any case. PacifiCorp
concluded during its negotiations with Tesoro, dms$oro agreed, for 20 percent of the time
there would be no transmission line losses.

® See Order dated April 19, 2006, pp. 13-15, Doblk@t03-035-14.

’ Direct Testimony on Rehearing of Andrea Coon, Baby 10, 2006, lines 99-101, Docket No. 03-035-14.

8 pacifiCorp also recommended that no line losssardjant be given non-firm QFs. The agreement to §a&oro a
line loss adjustment appears to be at variancethlfCompany’s position. See Reconsideration Difestimony
of Bruce W. Griswold, February 10, 2006, lines 86-Bocket No. 03-035-14.

° In response to a data request, the Company sdpgie indicating that Gadsby units operated aragee14.45
percent of the hours in 2005, and 21.86 perce2006. The two-year average was 18.15 percent.

1%1n a response to a data request, the Companyla@dithe percentage to be 20.36 percent.
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For the remaining 80 percent of the time, it wasuased that some other, distant, system
resource would be backed off when Tesoro was gefiower. Power from these other system
resources normally would flow through major tramssion points to the Wasatch Front.
Therefore, use of the Company’'s OATT percentagecaygul to PacifiCorp (and implicitly
Tesoro) to be a reasonable estimate of transmisis@iosses applicable to the PPA. The OATT
percentage represents the estimate of the avaregtss for the entire PacifiCorp system. Use
of the OATT as the basis for a line loss adjustmentot without precedent; for example, the
U.S. Magnesium QF PPA incorporates line loss adjests based upon the then current
OATT.* There was no line loss adjustment in the negati®PA between PacifiCorp and
Kennecott approved by the Commission last December.

Without a detailed analysis and forecast of whitdn{s would be backed down, use of the
average is reasonable. Whether it would also h&esn lbeasonable to expect the Company to
perform a detailed line loss analysis, and wheskieh an analysis would have been a significant
improvement in information, are questions that@nasion cannot answer at this time.

The Division approaches this matter as followsstRive consider whether or not there should be
avoided transmission line losses. In Docket No0B3-14 there was discussion of avoided line
loss adjustments, for example whether the QF waratéd closer to the Wasatch Front than
some proxy resource, or from system resources giyné&f In this case the QF is located in the
midst of the Wasatch Front load. The Company’s Gggidant is, for practical purposes, in the
same location as Tesord. Relatively nearby is the West Valley plant, whistoperated by the
Company under a lease expiring in early 2008. Uamgther Proxy plant, such as West Valley,
when Gadsby wasn’'t operating was apparently notowsly considered. Other Company
controlled resources are outside the Salt LakeeyallThe use of Gadsby as a proxy plant
appears reasonable. The Division believes, howdvalr consideration could have been given to
backing down the West Valley plant during timesnéty have been operating and Gadsby was
not.

Ratepayer interests are served when they can paydetheir electric power and service, all else
being equal. Thus, conceptually the reduction irpasitive cost adjustment for avoided
transmission line losses through the use of thes®aglant appears reasonable and in the public
interest. However, how this conceptual benefit 8othrough to ratepayers is not clear, but
presumably (if the contract were of longer duratithe contract would perhaps result in lower
net-power costs in the future. It appears thatrder to receive the benefit a revised estimate of
the average system line loss would be requireccandidered in a rate case.

Next we consider the remaining portion of the lloes adjustment. It appears that a general
argument could be made by any QF that the syst@arage avoided transmission line loss--i.e.

! See Purchase Power Agreement dated November @8, 07 in Docket No. 03-035-38.

2 For example, see the Commission’s discussioneopties’ positions in its Order dated April 1908 pp 8-9,
Docket 03-035-14.

13 They are only about two miles apart, on a straliglet
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the OATT percentage--is the appropriate adjustrteentake in all cases, since PacifiCorp itself
generates its power based upon the average lirsg fbgs in the backing-off of any plant
anywhere avoids line losses at the system levels Tit could be argued that all QFs should be
given the average transmission system line lossmaaljustment. Based upon this argument, the
use of the full OATT percentage is reasonable. Aaidally, the lack at this time of an obvious
proxy that would be operating during the same timeshe Tesoro facilities, use of the OATT
percentage appears reasonable.

A further question can be raised regarding applimg line loss adjustment to the off-peak
hours. During some of the off-peak time it may battPacifiCorp already has surplus power,
and that the Company cannot back-down its base deaerating plants, presumably the only
ones operating at certain off-peak times. In sadtenario, Tesoro would simply add to the
surplus and there would be little or no avoidee liosses. The extent, if any, to which this type
of scenario might apply, is not known; however tiyise of issue was previously brought up in
testimony in Docket No. 03-035-14.

Based upon the foregoing, the Division believesab@ded line loss adjustment in this PPA has
a reasonable basis. The Division notes though, thate remain a number of questions
surrounding the practical implementation of theidgd transmission line loss adjustment. The
Division is also unconvinced at this point thatoaling an avoided transmission line loss
adjustment to QFs providing un-firm power is neae$gappropriate. The question the Division

raised regarding ratepayer indifference with respe®@Fs remains unresolved. Absent definite
Commission guidelines regarding the policy withpesd to non-wind QFs with a non-firm PPA

or the calculation of avoided transmission lossesQF contracts, various methods and
assumptions will be employed by PacifiCorp and dtainterparties as they negotiate their
contracts. Since this particular PPA will have mpact on rates, the Division is taking a neutral
position with respect to the avoided transmissioe loss adjustment, but the Division may
revisit the issue in the next rate case.

Wind-OF Avoided Transmission Line Loss Costs

In comparing this case with the Division’s positionthe wind-QF Dockets, the Division notes
that the foremost basis of the Division’s testimonythose Dockets was the principle that in
Docket No. 03-035-14, the Commission had sepa@teifying Facilities into two types: wind
and non-wind, each type with its separate methocatfulating avoided costs. With respect to
the avoided transmission losses issue, the Diviggamarily argued that the method for
computing avoided transmission line losses showdcbnsistent with the method used to
compute other avoided costs, i.e. with respedi¢cspecified proxy plant’ The specific method
for computing avoided line losses in those wind{Qekets is directly tied to this position.

1 Rebuttal Testimony of Andrea Coon, September 85200cket No. 03-035-14. The document was subrhitt
without page or line numbers; however the issulssussed on approximately page 4 and is the eflev@@: A
pair in the document.

15 See Direct Testimony of Abdinasir M. Abdulle, Ph.p 3, lines 10-22; Surrebuttal Testimony of Atadiin M.
Abdulle, Ph.D., p. 2, lines 14-19; both in DocketdN06-035-76 and 06-035-42.
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There are some points of contact between the metbpdused by the Division in the wind-QF
matters and the PPA here. In both instances, thexeleast the partial use of a proxy plant, and
distance enters in as a factor. In the wind-Qpegi§ic proxy plant was selected based upon the
guidance the Commission gave in Docket No. 03-085H1 the current case, the proxy plant
was selected based on judgment. Distances werdandgly defined, e.g. nearby vs. outside the
Salt Lake Valley. There was no attempt to tracerthute of the power to specific substations or
to calculate step-up or step-down voltages or otéfnements found in the wind-QF Dockets.
Given the physically close proximity of the Tes@®& plant and the Gadsby proxy plant both to
each other and to the load center, in this cuauket the lack of specific distance calculations
should not be a significant issue.

Because of the distinction made between wind amdwiad QFs in Docket No. 03-035-14, the
Division believes that the methods to determineidaa transmission line losses may differ
between the two groups.

CONCLUSION

Due to the stay-out provision in PacifiCorp’s latgeneral rate case, this Agreement will expire
prior to any new rate case. This Agreement waspadt of the deliberations affecting the rates
now going into effect, nor will it be part of thext rate case. Therefore, this particular contract
will have little effect on other ratepayers. Beaaws the lack of impact on ratepayers, and the
Commission declining to give guidance in the Dodket 03-035-14, the Division, at this time,
is taking a neutral position with respect to thelusion of an avoided transmission line loss
adjustment.

Assuming such adjustments are permissible in nom-@F contracts, the Division concludes
that there is a reasonable basis for the transonidsgie loss adjustment in this PPA. The other
contractual arrangements and facts in this maiteparticular the method for calculating the
avoided energy costs, have been previously founoetqust and reasonable and in the public
interest. Therefore, the Division recommends thatCommission approve the Power Purchase
Agreement between Tesoro and PacifiCorp.

cc: Committee of Consumer Services
Dave Taylor, PacifiCorp
Paul Clements, PacifiCorp
Dean Brockbank, PacifiCorp



