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Introduction

Please state your name, business address and title.
My name is Richard S. Hahn. I am employed by La Capra Associates, Inc. (“La Capra
Associates™) as a Principal Consultant. My business address is One Washington Mall,

Boston, Massachusetts, 02108.

On whose behalf are you testifying?

The Division of Public Utilities of the State of Utah (the “Division”).

Have you previously filed testimony in this proceeding?
Yes. On March 3, 2011, my direct testimony and exhibits were filed in this proceeding.

On March 17, 2011, my supplemental direct testimony was filed.

Purpose

What is the purpose of your surrebuttal testimony?

On March 17, 2011, the Company filed rebuttal testimony by Mssrs. Bird and Duvall.
The purpose of this surrebuttal testimony is to respond to the issues raised in that rebuttal
testimony and also in the supplemental rebuttal testimony filed by Mr. Duvall on March

21, 2011.
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Does the Company’s rebuttal testimony change any of the conclusions in your direct
and supplemental direct testimony?

No, it does not. After reviewing the Company’s rebuttal testimony, my conclusions are
unchanged. I have identified several concerns mainly with the process used by the
Company and also the results. I continue to believe that the Company prematurely
terminated the negotiations for the Apex plant, and that the Apex plant should have been
selected among the RFP bids in addition to the CH2M project. This is especially true
when consideration is given to the Company’s economic analysis provided in response to

Data Request DPU 4.23. When post-2016 resources are no longer fixed in the analysis

and Currant Creek II is an option after 2016, the savings with the Apex plant are |
[ 1t should be noted that in this analysis, Currant Creek II is not selected at any

time during the study period.

Issues Raised by Mr. Bird’s Rebuttal Testimony

What issues does Mr. Bird raise in his rebuttal testimony?

Mr. Bird’s rebuttal testimony states that the Company’s termination of negotiations for
the Apex plant was appropriate, and that Mr. Duvall’s errata filing analysis did not
change the Company’s position on the termination issue. In addition, Mr. Bird’s rebuttal

states that the Apex plant required significant investments in transmission over and above
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what was analyzed during due diligence. He also states that the acquisition of the Apex
plant will cause unacceptable near-term rate increases, and that the guarantee from LS
Power regarding near-term maintenance was not as good as a guarantee from an
operating utility. Mr. Bird provides a new description of the natural gas supply plan for
Apex, CH2M Project and Currant Creek II compared to what was described in the
Company’s due diligence analysis. Lastly, Mr. Bird refers to Currant Creek Il as a “2016
IRP Resource.” This is not correct. Currant Creek II is a 2018 resource in the IRP. As |
noted in my direct testimony, it was inappropriately changed to 2016 in the latter stages

of the Company’s analysis.

What does Mr. Bird’s rebuttal testimony state regarding the decision to terminate
negotiations with LS Power?

Mr. Bird states that the decision to terminate negotiations with LS Power was
appropriate. On lines 120-121, he states that “While the team completed the due
diligence on December 9, 2010, the resulting modeling updates were not completed until
December 12, 2010.” This statement implies that the Company did not fully complete its
analysis of the Apex plant until December 12", However, on December 9, 2010, the
Company issued a memorandum that recommended the acquisition of the Apex plant. I
have been informed that there was a conference call with the IEs on December 10, 2010
during which the Company announced its decision to acquire the Apex plant. Then on
December 12", three days after the December 9" memorandum and two days after the

conference call with the IEs, the Company issued a second memorandum recommending
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termination of negotiations. Thus, in assessing the appropriateness of the decision to
terminate negotiations, one must focus on what new information became available during
this three-day window, two of which were weekend days,' to reverse the December oth
recommendation. In the December 12™ memorandum that recommended termination of
the LS Power negotiations, the only major assumption that appeared to change was the
natural gas transportation costs for Apex and Currant Creek II. None of the new issues
raised in the Company’s rebuttal testimony, such as higher transmission costs, rate
impacts, the LS Power guarantee, seem to have been factors in the Company’s decision to
terminate the Apex negotiations. They weren’t discussed in the December 12
termination memorandum. Thus, the Company has not provided any new information in
its rebuttal testimony that factored into its December 12th decision to terminate
negotiations. I continue to believe that the action to terminate negotiations with LS
Power was hasty and premature, as also noted by the Utah IE. Any decision this
important should not have been made over a two-day weekend unless it was absolutely
necessary. That necessity did not exist here. According to the RFP schedule there was
an anticipated filing deadline of about January 17, 2011 in order for the Utah
Commission to issue an order approving a resource by May 17, 2011; and the Company
would not acquire the Apex plant until the end of 2011. If there were outstanding issues

to resolve, the Company had ample opportunity to address them.

What does Mr. Bird’s rebuttal testimony state regarding transmission?

December 9, 2010 was a Thursday. December 11" and 12" were Saturday and Sunday respectively.
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On lines 408 to 409, Mr. Bird states that “The cost of the PacifiCorp Transmission
upgrades if series compensation is not feasible could range [N o FH|
B 1hc final valuation model assumed (SIS, The issue of potential
additional transmission upgrade costs above SN Was raised in the December 2,
2010 Transmission Desk Due Diligence Memo. The referenced cost [

However, this memo also stated that the need for this additional expenditure would not be

known [ TEEEEE

Bl When the Company wrote the December oth

memorandum to acquire the Apex plant, it knew about this issue. The Company did not

appear to perform any economic analyses with more
transmission upgrades. And as noted earlier in this testimony, the December 2t
termination memorandum does not further discuss the need for additional transmission
upgrades beyond what was noted in the December 9™ memorandum. It seems as if the
Company is raising this issue only after several witnesses have opined that negotiations

with LS Power were prematurely ended.

What does Mr. Bird’s rebuttal testimony state regarding near-term rate increases?
On lines 239 to 241, Mr. Bird’s rebuttal testimony states that “the acquisition of the Apex
plant would have resulted in certain increases in rates for several years that would only be
potentially marginally offset many years in the future if highly uncertain conditions

materialize several years down the road.”
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Has this issue been raised previously in this proceeding?

It does not appear to have surfaced previously. It wasn’t mentioned as an issue in the
December 12™ termination memorandum. In DPU 3.73, the Division asked the Company
if it had performed any analyses of the rate impacts of any of the RFP bid projects. The

question and answer are provided below.

Has the Company provided any analysis or supporting information to support its
assertion the near-term rate impacts from the Apex acquisition will be problematic?
Not to my knowledge. Furthermore, it is quite possible that other projects, such as the
CH2M Project or Currant Creek II could also have similar short-term rate impacts as the
Company claims will occur with the Apex plant. The CH2M project, Apex, and Currant

Creek II are all natural gas combined cycle plants with similar operating costs. It is not
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credible to believe that only the Apex plant will have adverse near-term rate impacts
while the other projects will not. After all, Apex had the lowest capital costs, and a
portion of its output can address the Company’s short-term resource needs. And, near-
term rate impact was not one of the reasons cited in the December 12" memorandum for
terminating negotiations with LS Power. The Company’s rebuttal testimony on this issue

should be ignored.

What does Mr. Bird’s rebuttal testimony state regarding the guarantee from LS
Power for short-term maintenance at the Apex plant?

As noted previously, Mr. Bird’s rebuttal testimony states that a guarantee from LS Power

is not as good as a guarantee from an operating utility. What is apparently at stake is
B in maintenance costs over the next few years. It should be noted that the
Company has provided no analysis or assessment of LS Power’s ability to provide such a
guarantee. This issue was not mentioned in the December 12" memorandum as a reason
for terminating negotiations with LS Power. Even if the Company had to absorb -

B 2dditional maintenance costs, the Apex project, which saves [

would still be economical.

What information does Mr. Bird’s rebuttal provide regarding natural gas delivery
and supply?
In my direct testimony, I stated that it appeared that the Company had not included all of

the natural gas transportation costs for Currant Creek II. Specifically, in order to deliver
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natural gas from Goshen to Currant Creek II, transportation on the QPC system from
Goshen to the Currant Creek lateral would be required. The cost of this transport did not
appear to be included in the economic analysis of Currant Creek II. In response to Data
Request DPU 3.65.c, the Company stated that “The firm transportation costs for Apex
reflect capacity that would be purchased on the Questar system, which would allow
supply from various production basins to complement liquidity at the Goshen receipt
point.” This response confirms the need to include the cost of capacity on Questar
Pipeline in the economic analysis of Currant Creek II and raises the issue of liquidity at

the Goshen point.

Exhibit 1.1R of Mr. Bird’s rebuttal testimony provides a new schematic of the delivery
paths for Lake Side II, Currant Creek II, and Apex. This schematic shows that lateral tap
to Currant Creek as being different from Goshen, so it seems to confirm my original
observation. If the Goshen price curve was used as an input for Currant Creek II fuel

supply, then it seems appropriate to include transportation on the QPC system.

Does the inclusion or exclusion of additional transportation costs affect your
assessment of the Apex plant?

No, it does not. According to the economic analysis provided in response to Data request
DPU 4.23, the Apex plant is an economic resource even if no additional costs are added

to Currant Creek II.
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Issues Raised by Mr. Duvall’s Rebuttal Testimony

What issues does Mr. Duvall raise in his rebuttal testimony?

Mr. Duvall’s rebuttal testimony raises several issues. Mr. Duvall offers similar assertions
regarding the termination of the LS Power negotiations, the potential transmission
upgrades for the Apex plant, and the impact on near-term rates by Apex as does Mr. Bird.
I have already responded to these issues in the previous section of this testimony and will
not repeat that response here. Mr. Duvall’s rebuttal testimony states that certain planning
assumptions that were updated and used during the evaluation of the Apex plant are now
out of date, and implies that they can no longer be relied upon. He claims that my
testimony relies upon economic analyses that have been superseded by changes in
assumptions. Mr. Duvall disagrees that it is inappropriate to remove unmet energy costs.
He also disagrees with me that it is inappropriate to allow a generic or proxy resource
such as Currant Creek II to economically compete with or displace a RFP bid project.
Mr. Duvall states that it is appropriate to fix certain post-RFP resources in the evaluation
process. He recommends that the Commission dismiss my criticisms of the economic
comparisons between Apex and Currant Creek II because my testimony on this subject

matter is inconsistent.

Please respond to Mr. Duvall’s rebuttal testimony on the issue of out-of-date

assumptions.
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It is important to note that the same assumptions were used to evaluate all projects bid in
the RFP. Mr. Duvall’s rebuttal testimony suggests that these assumptions are out-of-date
only for the Apex plant. The Company has not proposed re-evaluating all projects,
including the CH2M project. This position suggests an inappropriate bias against the
Apex plant. Also, several of the analyses cited in my direct and supplemental testimony
which showed favorable economic benefits for Apex were based on the Company’s
assumptions that were updated during the evaluation process. The Commission should

reject the Company’s s argument regarding out of date assumptions.

Please respond to Mr. Duvall’s rebuttal testimony on the issue of unmet energy
costs.

Mr. Duvall’s rebuttal testimony claims that unmet energy costs “are intentionally set high
as a means to ensure the model behaves rationally by not choosing to fall short of load or
reserve obligations as a means to lower costs. The price premiums for unmet energy are
not necessarily derived from empirical market data, and thus they should not be used to
justify the acquisition of the Apex plant.” If the Company believes that its input
assumptions for unmet energy are too high, then it should propose alternative values and
provide the justification for them. But instead what the Company has done is completely
remove unmet energy costs from the economic evaluation of the Apex plant. This action
is tantamount to assuming that unmet energy costs are zero dollars per MWH. Clearly,

this would be an inappropriate assumption. The Company’s criticism of my testimony on

10
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unmet energy costs should be rejected, and the Commission should not rely upon any

economic evaluations that inherently assume zero dollars per MWH unmet energy costs.

Please respond to Mr. Duvall’s rebuttal testimony on the issues of fixing post-RFP
resources and economic comparisons between Apex and Currant Creek II.

Mr. Duvall’s rebuttal testimony that my position on these issues is inconsistent is
inaccurate and incorrect. As I stated in my direct testimony, the Company made two
assumptions in the evaluation process that are inappropriate. The first inappropriate
assumption was to change the in-service date of Currant Creek II to 2016 from 2018 in
the later stages of the analysis. This effectively allowed a generic or proxy resource,
whose cost and operating assumptions had not been vetted and which were not binding
on the Company, to directly compete with RFP bid projects. The second was to fix the
in-service dates of certain post-RFP resources and not allow RFP bid projects to displace
those resources. The Company’s response to DPU 4.23 demonstrates fixing post-RFP
resources reduces the value of the Apex plant. These assumptions made by the Company
are simply inappropriate for the reasons stated above and in my direct testimony. My
testimony on this subject is not inconsistent, as Mr. Duvall asserts. Rather, my testimony

is consistent and comports with sound utility planning practices.

Please respond to Mr. Duvall’s rebuttal testimony on the validity of the series of

four studies showing net PVRR results favorable to Apex ranging from ST

11
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Beginning at line 292, Mr. Duvall states that “the four studies referenced by Mr. Hahn
showing net PVRR results favorable to Apex ranging [ REG—GG o S
are also not valid as a means to support the acquisition of Apex.” I must conclude that the
studies he refers to are the analyses requested in DPU Data Request 2.7, which is

provided below:

It was the plain intent of the data request to have the Company perform the step 3a
stochastic analysis it would have performed during the approved RFP bid evaluation
process, using all the information it claims became apparent during the original and
revised due diligence process. I received the response to this data request on January 27,
2011, well after the time when the Company had finalized all assumption updates based

on its due diligence process and after the January 13, 2011 errata filing.

Assuming the Company performed the analysis as requested, Mr. Duvall is essentially
saying that Step 3a is not a valid way to compare portfolios in the RFP bid evaluation

process.

12
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Didn’t you critique some of the modeling procedures of the RFP process in your
direct testimony?

Yes, that is true. However, my suggestions were aimed at improving future RFP
processes. I did not suggest invalidating the approved bid evaluation methodology for the
current RFP in mid stream, as the Company now appears to be advocating. It is not
contradictory to assert that for this docket the bid evaluation methodology approved and
locked down when bids are submitted should be followed, while at the same time

asserting that the evaluation methodology can be improved for future RFPs.

The supplemental rebuttal testimony of Mr. Duvall asserts that |
savings with the Apex plant is based upon an inappropriate comparison. How do
you respond?

Mr. Duvall’s supplemental rebuttal testimony appears to make two points regarding the
B s inos. The first point is that the comparison of the two scenarios that
yielded the — figure is inappropriate because it compares one portfolio where
certain resources were fixed with another portfolio where resources were optimized. The
purpose of that data request was to determine whether “unfixing” certain resources would
increase the value of the Apex plant, so it would be reasonable to compare these two
portfolios. Mr. Duvall does not explain in any detail what, if any, revisions to these

portfolios would yield a more appropriate comparison.
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The second point appears to be that natural gas prices are now lower than the prices used
in the evaluation. Thus, it seems that the Company seeks to use assumptions that are
being updated now and applied only to the Apex plant. As stated previously, it is

inappropriate to use those updated assumptions only for the evaluation of the Apex plant.

If there is any question about the value of the Apex plant, then the Commission could

adopt Mr. Peterson’s recommendation to establish a new docket to determine the

appropriate amount.

Conclusion

Does this conclude your supplemental testimony?
At this time, yes, it does. Should additional or new information become available, I will

supplement my testimony as appropriate.

14
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