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·1· · · · · · · · · · P R O C E E D I N G S

·2· · · · · · ·THE HEARING OFFICER:· Good morning.· We are

·3· ·here in the matter of the Application of Rocky Mountain

·4· ·Power for Modification of Contract Term of PURPA Power

·5· ·Purchase Agreements with Qualifying Facilities.

·6· · · · · · ·This is Public Service Commission Docket Number

·7· ·15-035-53.· And why don't we start with appearances from

·8· ·the utility.

·9· · · · · · ·MS. HOGLE:· Good morning, commissioners,

10· ·parties and spectators.· My name is Yvonne Hogle.

11· ·I am here on behalf of Rocky Mountain Power.

12· ·With me here today is Mr. Paul Clements.· Thank you.

13· · · · · · ·THE HEARING OFFICER:· Okay.· Thank you.

14· · · · · · ·The Division?

15· · · · · · ·MR. JETTER:· Thank you.· I'm Justin Jetter

16· ·with the Utah Attorney General's Office.· I represent

17· ·the Utah Division of Public Utilities.· And with me at

18· ·counsel table is Charles Peterson with the Utah Division

19· ·of Publicly Utilities.

20· · · · · · ·MR. MOORE:· Bob Moore representing the Office

21· ·of Consumer Services.· With me is Bela Vastag, a utility

22· ·analyst at the Office of Consumer Services.

23· · · · · · ·THE HEARING OFFICER:· Okay.· Thank you.

24· · · · · · ·MS. DUTTON:· Good morning.· I'm Meghan Dutton

25· ·representing Utah Clean Energy.· And with me is our
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·1· ·expert Sarah Wright.

·2· · · · · · ·THE HEARING OFFICER:· Thank you.

·3· · · · · · ·MR. RITCHIE:· Good morning commissioners.

·4· ·Travis Ritchie representing the Sierra Club.· And with me

·5· ·in the audience is Tom Beach.

·6· · · · · · ·THE HEARING OFFICER:· Thank you.

·7· · · · · · ·MR. DODGE:· Thank you.· I'm Gary Dodge on

·8· ·behalf of the Rocky Mountain Coalition for Renewable

·9· ·Energy.

10· · · · · · ·THE HEARING OFFICER:· Okay.· Thank you.

11· · · · · · ·MR. SANGER:· Irion Sanger here on behalf of

12· ·Renewable Energy Coalition.· We have two people here

13· ·today.· One of them is here today, Nathan Rich,

14· ·and John Lowe will be joining us very shortly.

15· · · · · · ·THE HEARING OFFICER:· Okay.

16· · · · · · ·Is that all for the appearances?· No one else

17· ·in the room that wasn't able to fit at the tables?

18· · · · · · ·MR. LONG:· I'm Adam Long.· I'm local counsel

19· ·for the Renewable Energy Coalition.

20· · · · · · ·THE HEARING OFFICER:· Okay.

21· · · · · · ·MR. LONG:· Mr. Sanger will be essentially the

22· ·face of it today.

23· · · · · · ·THE HEARING OFFICER:· Thank you.· Anyone else?

24· ·Any other preliminary matters before we start?· I'm not

25· ·seeing any.· So, we'll turn to the utility.
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·1· · · · · · ·MS. HOGLE:· Thank you.· The Company calls

·2· ·Mr. Paul Clements.

·3· · · · · · ·THE HEARING OFFICER:· Mr. Clements, do you

·4· ·swear to tell the truth?

·5· · · · · · ·MR. CLEMENTS:· I do.

·6· · · · · · ·THE HEARING OFFICER:· Thank you.

·7· · · · · · · · · · · · PAUL CLEMENTS,

·8· · · · · · · ·having first been duly sworn, was

·9· · · · · · · ·examined and testified as follows:

10· · · · · · · · · · · DIRECT EXAMINATION

11· ·BY MS. HOGLE:

12· · · · Q.· ·Good morning, Mr. Clements.

13· · · · A.· ·Good morning.

14· · · · Q.· ·Can you please state and spell your name

15· ·for the record and your position?

16· · · · A.· ·Yes.· My name is Paul Clements,

17· ·C-l-e-m-e-n-t-s.· And I'm currently Director of

18· ·Commercial Services for Rocky Mountain Power.

19· · · · Q.· ·And can you provide a brief background for the

20· ·commissioners today?

21· · · · A.· ·Certainly.· I've worked for PacifiCorp

22· ·for over close to 11 years at this point.· Primary

23· ·responsibilities include negotiating qualifying facility

24· ·contracts and negotiating other wholesale energy supply

25· ·contracts in addition to negotiating large special
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·1· ·contracts with our large industrial customers.

·2· · · · · · ·(Direct, Rebuttal, Surrebuttal Testimony of

·3· ·Paul Clements Identified).

·4· ·BY MS. HOGLE:

·5· · · · Q.· ·In that capacity, did you prepare direct

·6· ·testimony with attached Exhibit-A, rebuttal testimony,

·7· ·and surrebuttal testimony in support of the Company's

·8· ·application in this case?

·9· · · · A.· ·Yes, I did.

10· · · · Q.· ·And do you have any changes or edits to that

11· ·testimony?

12· · · · A.· ·I do not.

13· · · · Q.· ·So, if I were to ask you the questions in those

14· ·pieces of testimony again here today, would your answers

15· ·be the same?

16· · · · A.· ·They would.

17· · · · · · ·MS. HOGLE:· I move for the admission into the

18· ·record of the Company's, specifically Mr. Clements'

19· ·direct testimony in Exhibit-A, rebuttal testimony,

20· ·and surrebuttal testimony.

21· · · · · · ·THE HEARING OFFICER:· I'll ask any party to

22· ·indicate if you have an objection to that.· And not

23· ·seeing any, that will be entered.· Thank you.

24· · · · · · ·(Direct, Rebuttal, Surrebuttal Testimony of

25· ·Paul Clements Admitted)
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·1· ·BY MS. HOGLE:

·2· · · · Q.· ·Thank you.· Mr. Clements, do you have a summary

·3· ·that you would like to provide today?

·4· · · · A.· ·I do.

·5· · · · Q.· ·Please proceed.

·6· · · · A.· ·Good morning.· I'll try to keep my summary

·7· ·brief while covering the important issues before us

·8· ·today.· So, the purpose of my testimony is to support

·9· ·and to present the Company's application to modify the

10· ·maximum allowable contract term for qualifying facility

11· ·or QF contracts that the Company must enter into under

12· ·the Public Utility Regulatory Policies Act of 1978 also

13· ·known as PURPA.

14· · · · · · ·The Company is seeking a modification to the

15· ·maximum contract term of QF contracts executed under both

16· ·Schedules 37 and 38.

17· · · · · · ·Specifically, the Company is requesting the

18· ·maximum contract term for PURPA contracts be reduced from

19· ·the current 20 years to three years.

20· · · · · · ·I'd like to talk a little bit about why this

21· ·change is needed at this time.· You may be thinking as

22· ·many of us have that the Commission has already addressed

23· ·just about every QF issue under the sun in the various

24· ·dockets that we've had over the past several years.

25· · · · · · ·And, in fact, the Commission addressed the
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·1· ·issue of a QF avoided cost or the price in Docket

·2· ·03-035-14 and Docket 12-035-100.

·3· · · · · · ·I personally used to be of the opinion that

·4· ·if the QF price is set correctly, then the contract term

·5· ·does not matter.

·6· · · · · · ·However, my opinion changed on that matter.

·7· ·When I further evaluated how QF contracts compared

·8· ·to non-QF contracts that the Company enters into,

·9· ·I determined that a 20-year QF contract term does not

10· ·meet the ratepayer indifference standard required by

11· ·PURPA because it exposes customers to risks that they

12· ·otherwise would not be exposed to absent the QF contract.

13· · · · · · ·Let's talk a bit about the ratepayer

14· ·indifference standard.

15· · · · · · ·So, the ratepayer indifference standard or the

16· ·avoided cost standard is intended to leave customers

17· ·economically indifferent to the source of the utility's

18· ·energy by ensuring that the cost to the utility of

19· ·purchasing from a QF does not exceed the cost the utility

20· ·would incur if it purchases from another source.

21· · · · · · ·The 20-year contract term does not meet this

22· ·ratepayer indifference test for the following three

23· ·reasons.· First, it is inconsistent with the Company's

24· ·hedging practices which were implemented after a careful

25· ·review by stakeholders through a recent collaborative.
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·1· · · · · · ·Second, it is inconsistent with resource

·2· ·acquisition policies and practices for non-PURPA energy

·3· ·purchases.

·4· · · · · · ·And third, it is not aligned with the Company's

·5· ·IRP or integrated resource plan, planning cycle, and

·6· ·action plan.

·7· · · · · · ·This is a critical issue to protect customers.

·8· ·At the time my testimony was prepared, PacifiCorp had

·9· ·1,041 megawatts of existing PURPA contracts in Utah

10· ·and 2,253 megawatts of proposed QF contracts in Utah.

11· · · · · · ·So, together, that's 3,294 megawatts of

12· ·existing and potential Utah QF contracts.· PacifiCorp's

13· ·average Utah retail load in 2014 was 2,959 megawatts.

14· · · · · · ·So, we have more existing and proposed,

15· ·at the time of the filing, more existing and proposed

16· ·QF contracts than the average Utah retail load.

17· ·We're talking about a lot of megawatts at stake.

18· · · · · · ·Now let's talk about the dollar impact.

19· · · · · · ·The expected system-wide costs or payments

20· ·to QFs over the next ten years just from the executed

21· ·QF contracts, so these are contracts that are already

22· ·signed, is $2.9 billion.

23· · · · · · ·So, that's $2.9 billion in QF payments over the

24· ·next ten years.· In 2015 alone, the projected payments

25· ·are 170.5 million and Utah's share of that is
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·1· ·$73.3 million.· So, Utah customers are projected

·2· ·to pay $73.3 million to QFs in 2015.

·3· · · · · · ·I highlight that to illustrate that QF

·4· ·contracts are a major factor in customers' rates.

·5· · · · · · ·Now, let's talk a minute about the first point

·6· ·which is the 20-year QF contract term is inconsistent

·7· ·with the Company's hedging practice and policy.

·8· · · · · · ·The Company modified its hedging horizon for

·9· ·natural gas and electricity trades and other commodities

10· ·as a result of a hedging collaborative and workshops

11· ·that were held in 2011 and 2012.

12· · · · · · ·That collaborative convened as a result of

13· ·concerns expressed by the DPU, the Office, and various

14· ·other parties about some hedges the Company had entered

15· ·into.· In its report on the collaborative, the DPU stated

16· ·the following in part:

17· · · · · · ·"Because of relative market illiquidity

18· · · · and potential inaccuracy of the forecasted demand

19· · · · requirements, hedges should normally be limited

20· · · · to 36 forward months."

21· · · · · · ·PacifiCorp's current practice which was

22· ·implemented as a result of the hedging workshops is to

23· ·actively manage electricity and natural gas positions

24· ·that are 36 months out and nearer, meaning from today

25· ·out three years.· What does that mean?

http://www.litigationservices.com


Page 16
·1· · · · · · ·That means that the Company would not and

·2· ·arguably could not under its existing policies enter

·3· ·into a 20-year contract to purchase electricity from a

·4· ·counterparty who is not a QF.· Our policy prohibits it.

·5· · · · · · ·And we do not enter into 20-year contracts

·6· ·to purchase natural gas.· Again, the policy prohibits

·7· ·it as a result of the hedging collaborative.

·8· · · · · · ·But the Company must enter into an unlimited

·9· ·amount of 20-year fixed-price contracts with QF

10· ·counterparties.· That is inconsistent with the hedging

11· ·practice and policy for non-QF contracts.

12· · · · · · ·I'd like to throw out an example of how this

13· ·inconsistency is occurring in practice.

14· · · · · · ·So, the Company cannot without extensive

15· ·stakeholder interest and review enter into a 20-year

16· ·hedge for natural gas at one of its power plants like

17· ·Lakeside.· Under the avoided cost method, a QF may

18· ·displace or avoid the operation of that very same

19· ·gas plant, Lakeside, let's call it.

20· · · · · · ·To calculate the avoided cost at Lakeside,

21· ·the Company utilizes its production dispatch model and

22· ·forecasts out the cost of gas for 20 years.

23· · · · · · ·So, if you have a seven heat rate at Lakeside

24· ·and the cost of gas is $3 per an MBTU, then the model

25· ·would say that the cost of production at Lakeside is
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·1· ·$21 plus some variable 0 and M.· So, seven heat rate

·2· ·times a $3 gas price.· If the QF avoids Lakeside over the

·3· ·entire 20 years, the QF would get a $21 plus the variable

·4· ·0 and M, $21 avoided cost price.· If the QF executes that

·5· ·20-year contract at that price, the Company is

·6· ·effectively locking in the cost of gas for 20 years.

·7· · · · · · ·In theory, Lakeside would not be operated and

·8· ·the Company would purchase the energy from the QF at that

·9· ·$21 price.· If gas prices were to drop to $2 per MMBTU,

10· ·without the QF, the Company would operate Lakeside at $14

11· ·per megawatt hour and achieve that difference in price.

12· · · · · · ·However, since a 20-year contract was signed

13· ·with the QF, the Company is locked into a gas price for

14· ·20 years.· So, under a normal hedging policy and

15· ·practice, the Company would not hedge the price of gas

16· ·for 20 years.

17· · · · · · ·However, under a QF contract, the Company

18· ·may be forced to do so.· The 20-year QF contract term

19· ·therefore introduces the Company's customers to long-term

20· ·fixed-price risk that it otherwise would not occur.

21· · · · · · ·Now, let's talk a little bit about what is

22· ·fixed-price risk and why does it matter.

23· · · · · · ·The Company and its customers are not commodity

24· ·traders.· The Company hedges to reduce or to eliminate

25· ·volatility in the near term.
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·1· · · · · · ·The Company does not engage in speculative

·2· ·trading.· Speculative trading attempts to profit from

·3· ·betting on the direction in which a market will move.

·4· ·The longer the time horizon, the more likely your bet

·5· ·will be wrong.

·6· · · · · · ·For example, you can probably forecast with

·7· ·relative accuracy the price of gasoline for next month.

·8· ·It will probably be $2, $2.20 per gallon.· I think we

·9· ·can feel somewhat confident about that.

10· · · · · · ·However, if we were to try to predict today

11· ·what the price of gasoline will be 20 years from now,

12· ·our prediction will likely be materially wrong.

13· ·This concept represents fixed-price risk.

14· · · · · · ·Here is an example of how the 20-year contract,

15· ·20-year QF contract has exposed customers to increased

16· ·fixed-price risk.

17· · · · · · ·The Company currently has 1,991 megawatts of

18· ·nameplate capacity QF contracts.· That was at the time I

19· ·prepared this filing.· It's changed slightly since then.

20· · · · · · ·Over the next ten years, the Company is under

21· ·contract to purchase 44.6 million megawatt hours under

22· ·these contracts.· The average price for these contracts

23· ·is $64.13 per megawatt hour.

24· · · · · · ·The average forward price curve for

25· ·mid-Columbia, a major trading hub in the Northwest over
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·1· ·this same ten-year time period $38.11 per megawatt hour.

·2· ·That is a difference of $26.02 per megawatt hour or that

·3· ·equates to $1.2 billion over this ten-year time period.

·4· · · · · · ·So, if you compare the price of the QF

·5· ·contracts that we've entered into recently to the price

·6· ·at Mid-Columbia over the next ten years, it's

·7· ·$1.2 billion out of the money.

·8· · · · · · ·Now, I acknowledge and completely agree that

·9· ·that could just as easily be $1.2 billion in the money.

10· ·The market could just as easily have moved in the

11· ·opposite direction.

12· · · · · · ·I'm not concerned about placing a bet and being

13· ·right or wrong.· The issue is fixed-price risk.· And that

14· ·example illustrates that once you enter into a long-term

15· ·contract, you are automatically exposed to a considerable

16· ·amount of fixed-price risk.· And our stakeholders made it

17· ·clear that we should manage that fixed-price risk by

18· ·limiting our contracts to 36 months or less in duration.

19· · · · · · ·Briefly touching upon my second point, and that

20· ·is, QF contracts do not go through the same rigorous

21· ·acquisition process as non-QF contracts, when the Company

22· ·determines that it needs to enter into a long-term

23· ·contract, it's usually the result of a need identified

24· ·in the Integrated Resource Plan.

25· · · · · · ·The Company then performs an extensive analysis
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·1· ·to compare the contemplated transaction to other

·2· ·available transactions and it does an extensive review

·3· ·of the credit terms, contract terms, and the needs

·4· ·assessment of the Company.

·5· · · · · · ·Most importantly, the Company utilizes a

·6· ·rigorous request for proposal or RFP process whenever

·7· ·it acquires a long-term resource.

·8· · · · · · ·PURPA contracts do not go through that same

·9· ·request for proposal process and the same rigorous review

10· ·process because the Company must execute the contract.

11· · · · · · ·On to my last point, and that is that the

12· ·20-year QF contract term is inconsistent with IRP

13· ·timelines.· So, some parties argue that my point that

14· ·we should look at our hedging policy as not relevant.

15· ·They argue that a QF contract is more like a Company

16· ·resource that we inquire through the IRP.· It is not.

17· · · · · · ·First of all, the Company does enter into a

18· ·long-term transaction unless there is a need identified

19· ·in the IRP.· Now, the IRP goes out 20-plus years and it

20· ·acknowledges that the planning uncertainties grow as

21· ·you get further out in time.

22· · · · · · ·It is for that reason that the IRP action plan

23· ·is focused only on the next two to four years.

24· · · · · · ·So, the IRP says, here's what we expect you

25· ·will need over the next 20-plus years.· But it says,
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·1· ·here's what you need to do over the next two to four

·2· ·years.· So, what does that mean?

·3· · · · · · ·Currently, the 2015 IRP has identified a need

·4· ·for a natural gas plant in 2028.· However, the IRP action

·5· ·plan does not have the Company go out and acquire that

·6· ·resource today because that resource is not needed for

·7· ·another 13 years.· The IRP action plan says, only take

·8· ·action that's needed in the next two to four years.

·9· · · · · · ·Now, why is that important?· Well, let's talk

10· ·about a real-world example.· The 2013 IRP which was just

11· ·two years ago had a gas plant in 2024.

12· · · · · · ·The 2013 IRP update which would have been a

13· ·year ago moved that gas plant out to 2027.· That was a

14· ·result of changes in load and other factors in the IRP.

15· · · · · · ·The 2015 IRP pushed that gas plan further out

16· ·to 2028.· So, there we see that over a two-year time

17· ·period, the Company's resource need changed by four

18· ·years.· Now, why does that matter to QF contracts?

19· · · · · · ·Had the Company entered into a 20-year contract

20· ·with a QF based on the assumption that a resource was

21· ·needed in 2024, the Company would be locked in to paying

22· ·that capacity payment starting in 2024.

23· · · · · · ·The Company wasn't planning to go out and build

24· ·that 2024 resource, but if it signed this QF contract,

25· ·it's now locked into paying that capacity payment.
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·1· · · · · · ·That's a mismatch.· Customers are exposed to

·2· ·locking in costs in the future that they otherwise would

·3· ·not be locked into under the current IRP action plan.

·4· · · · · · ·That mismatch does not meet the ratepayer

·5· ·indifference standard that's required by PURPA.

·6· · · · · · ·The Company's proposal to limit QF contract

·7· ·terms to three years is aligned with that two- to

·8· ·four-year action plan.

·9· · · · · · ·Now, I'll touch briefly -- I'm very close to

10· ·being done.· I'll touch briefly on a few of the comments

11· ·from the other parties in this docket.

12· · · · · · ·Many of the intervenors carry common themes

13· ·in their responses to the Company's application.

14· ·Many parties suggest that we're trying to eliminate

15· ·the must-purchase obligation.

16· · · · · · ·That's simply not true.· My testimony is clear

17· ·that the must-purchase obligation remains.· Many of these

18· ·parties suggest that a QF is not similar to a commodity

19· ·hedge but instead is more like a company resource.

20· · · · · · ·However, it's clear that a 20-year QF contract

21· ·is a purchase of energy at a fixed price.· That is a

22· ·commodity hedge.· These parties suggest as I mentioned

23· ·that a QF contract is similar to a company resource.

24· · · · · · ·But a company only acquires a resource if a

25· ·need is identified in the IRP and then the company goes

http://www.litigationservices.com


Page 23
·1· ·out and acquires just what is needed at the time it is

·2· ·needed.· Also, a company resource can be dispatched down.

·3· · · · · · ·So, if there is a more economic option,

·4· ·it'll dispatch the unit down and take advantage of that

·5· ·more economic option where a QF contract is a must-take

·6· ·for the Company.

·7· · · · · · ·Lastly, some of the parties have suggested that

·8· ·QFs are a good hedge because they can meet future

·9· ·environmental compliance obligations.

10· · · · · · ·Now, we don't know what those future

11· ·environmental obligations currently are.· They are not

12· ·known and measurable.· And more importantly, these

13· ·parties ignore the critical fact that the QF retains the

14· ·renewable energy credit or the environmental attribute

15· ·for their economic benefit.

16· · · · · · ·Those RECs represent the very environmental

17· ·benefits or attributes that these parties are touting as

18· ·being beneficial to the Company.· The Company doesn't

19· ·actually receive those.

20· · · · · · ·In summary, no party has provided credible

21· ·evidence to refute the three key points made the Company

22· ·in this proceeding.· First, the 20-year contract term

23· ·is inconsistent with the Company's hedging policy.

24· · · · · · ·Second, the 20-year contract term is

25· ·inconsistent with the Company's resource acquisition
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·1· ·practice for non-PURPA energy purchases.

·2· · · · · · ·And lastly, that the 20-year contract term

·3· ·is not aligned with the IRP action plan.

·4· · · · · · ·I continue to recommend that the Commission

·5· ·implement the three-year contract term for all QF

·6· ·contracts, again, both those executed under Schedule 37

·7· ·and Schedule 38.· And that concludes my summary.

·8· · · · · · ·MS. HOGLE:· Thank you, Mr. Clements.

·9· ·Mr. Clements is available for cross-examination.

10· · · · · · ·THE HEARING OFFICER:· Thank you.

11· · · · · · ·Before I go to the Division and then to the

12· ·Office, I do want to briefly ask Ms. Dutton, Mr. Ritchie,

13· ·Mr. Dodge, and Mr. Sanger if, when we get to this point,

14· ·do the four of you have a preference in terms of order of

15· ·cross-examination or should I just go in the order that

16· ·you're seated?

17· · · · · · ·(Discussion off the record)

18· · · · · · ·THE HEARING OFFICER:· Okay.· Thank you.

19· · · · · · ·Mr. Jetter?

20· · · · · · ·MR. JETTER:· Thank you.· The Division has no

21· ·cross-examination questions for Mr. Clements.

22· · · · · · ·THE HEARING OFFICER:· Thank you.· Mr. Moore.

23· · · · · · ·(OSC Exhibit-1 Identified)

24· · · · · · · · · · · CROSS-EXAMINATION

25· ·BY MR. MOORE:
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·1· · · · Q.· ·The Office has just two areas of inquiry.

·2· · · · · · ·Mr. Clements, two days ago last Tuesday, you

·3· ·participated in a hearing in Docket 15-305-70 concerning

·4· ·an application for approval of a PPA which has some

·5· ·overlap with this case; isn't that correct?

·6· ·Factual overlap.

·7· · · · A.· ·You'll have to expand on the overlap that

·8· ·you're referring to.

·9· · · · Q.· ·All right.· I'll get to that.

10· · · · · · ·During the hearing you submitted some comments

11· ·that you participated in preparing and adopted them

12· ·as your sworn testimony; wasn't that correct?

13· · · · A.· ·That's correct.

14· · · · · · ·MR. MOORE:· I have some copies of these

15· ·comments here.· Can I pass them out the now?

16· · · · · · ·THE HEARING OFFICER:· Any other party, let me

17· ·know if you have an objection.

18· · · · · · ·MS. HOGLE:· The Company has an objection.

19· ·And the objection is that I believe whatever he's going

20· ·to be introducing is probably outside the scope of this

21· ·docket.

22· · · · · · ·THE HEARING OFFICER:· Mr. Moore?

23· · · · · · ·MR. MOORE:· I'll connect that up.

24· · · · · · ·Mr. Clements spoke about -- one of the issues

25· ·in this docket is the threat of overwhelming QF contracts
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·1· ·in the future.· The discussion in the hearing on Tuesday

·2· ·touched upon that issue.

·3· · · · · · ·THE HEARING OFFICER:· Have you distributed this

·4· ·to the other parties?

·5· · · · · · ·MR. MOORE:· I have not yet but I have them

·6· ·right here.

·7· · · · · · ·THE HEARING OFFICER:· Why don't you do that.

·8· ·Why don't you distribute it to the other parties and

·9· ·then we'll deal with the objection and see if anyone

10· ·else wants to weigh in.

11· · · · · · ·(Document distribution by Mr. Moore)

12· · · · · · ·THE HEARING OFFICER:· Let me just ask,

13· ·Mr. Hogle, do you want to say anything else to your

14· ·objection after looking at that or are you familiar

15· ·enough with it to say anything you need to?

16· · · · · · ·MS. HOGLE:· I would like to add to the

17· ·objection that from Mr. Moore's response, he indicated

18· ·that it was -- I'm not sure he said it was relevant,

19· ·but he did indicate that the comments in the proceeding

20· ·two days ago had a bearing on the number of PPA contracts

21· ·that we were discussing in this case and the volume.

22· ·And I don't recall that being an issue in that case.

23· · · · · · ·MR. MOORE:· I would direct Ms. Hogle to

24· ·page four, the first full paragraph, and the first

25· ·two sentences.
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·1· · · · · · ·THE HEARING OFFICER:· Mr. Moore, I think

·2· ·I'm going to let you go ahead with this line of

·3· ·questioning and we'll see where it goes subject to

·4· ·more specific objection as you move forward.

·5· ·So, I think we'll just proceed that way.

·6· ·BY MR. MOORE:

·7· · · · Q.· ·Mr. Clements, you have a copy of these?

·8· · · · A.· ·I do, yes.

·9· · · · Q.· ·Could you please turn to page four?

10· · · · A.· ·Okay.

11· · · · Q.· ·The first two sentences in the first paragraph

12· ·three:· "The Company routinely manages between ten and

13· · · · 22 negotiations at any given time.· In the early and

14· · · · mid 2015, the Company was managing 170 different QF

15· · · · pricing requests and negotiation.

16· · · · · · ·"The large increase is primarily attributable

17· · · · to the solo projects attempting to execute a

18· · · · contract in the time to allow them to build a

19· · · · project by the end of 2016 in order to take

20· · · · advantage of expiring federal investment tax

21· · · · credit."

22· · · · · · ·Is that still your testimony today?

23· · · · A.· ·Yes.

24· · · · · · ·MR. MOORE:· I would like to enter these

25· ·comments into evidence at this time?
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·1· · · · · · ·THE HEARING OFFICER:· And your motion is for

·2· ·the entire document, not just the portion that was read?

·3· · · · · · ·MR. MOORE:· Well, I have the entire document,

·4· ·yes, but the portion as read is the only portion I'll be

·5· ·inquiring into.

·6· · · · · · ·THE HEARING OFFICER:· Okay.

·7· · · · · · ·Any objection to that motion?

·8· · · · · · ·MS. HOGLE:· The Company renews its objection.

·9· ·Thank you.

10· · · · · · ·THE HEARING OFFICER:· Any other party have any

11· ·position on that?

12· · · · · · ·MR. DODGE:· I believe you can take

13· ·administrative notice of testimony in the record before

14· ·you in another docket.

15· · · · · · ·So, it could be admitted, but either way,

16· ·I think you have the right to rely on it and look at it.

17· · · · · · ·THE HEARING OFFICER:· Any other comments?

18· · · · · · ·I think from a practical matter, the three of

19· ·us are pretty familiar with this other docket.· I think

20· ·the prudent course is to allow this in and we'll take

21· ·appropriate administrative notice of it considering that

22· ·they are two separate dockets but we'll continue forward.

23· ·Thank you.· Mr. Moore.

24· · · · · · ·(OCS Exhibit-1 Admitted)

25· ·BY MR. MOORE:
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·1· · · · Q.· ·Now, the 107 contract requests are only the

·2· ·ones active in the last six months.· There are more QF

·3· ·contract requests than the 107 in the last two years

·4· ·that's at issue in this case; isn't that correct?

·5· · · · A.· ·I wouldn't say that what's occurred over the

·6· ·past two years is what's at issue in this case, but the

·7· ·fact that there were 107 QF requests highlights the

·8· ·concerns that the Company had and partially why it

·9· ·made its application.

10· · · · Q.· ·But there were more ...

11· · · · A.· ·Maybe I can --

12· · · · Q.· ·Well --

13· · · · A.· ·-- help you out.· So, 107 was just a snapshot

14· ·in time.· They come and go over time.

15· · · · Q.· ·Correct.

16· · · · A.· ·You know, for example, when we made the filing

17· ·in this docket, there were 3700 megawatts of requests.

18· ·After we made this filing, that number grew to 42, 4300

19· ·megawatts of requests.· Since then, it's dropped down to

20· ·probably 2400 megawatts of requests.· So, it moves around

21· ·as projects come and go.

22· · · · Q.· ·Right.· So, there's been more requests in the

23· ·last two years where there's been -- in your testimony.

24· · · · · · ·Didn't you testify that in the last two years

25· ·there's been a dramatic increase in QF requests?
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·1· · · · A.· ·Yes.· I can point you to that part of my

·2· ·testimony if that would be helpful.· But yeah.

·3· · · · Q.· ·That's fine.

·4· · · · A.· ·It's actually on page ten of my testimony.

·5· ·In Utah alone, we've had 24 new QF projects totalling

·6· ·897 megawatts that we have executed in the last two

·7· ·years.· And again, that compares to the 2900 megawatts

·8· ·of average Utah load.

·9· · · · Q.· ·So, the 24 contracts that you signed in the

10· ·last two years is a considerably smaller amount than the

11· ·107 and more requests for contracts that you've

12· ·negotiated?

13· · · · A.· ·That's correct.· And again, that's a Utah

14· ·number, where the 107 was a system-wide number.

15· · · · Q.· ·It's also true that assigning of a PPA is no

16· ·guarantee that the project will be built.

17· · · · · · ·Applications can be withdrawn, in some cases

18· ·canceled; isn't that true?

19· · · · A.· ·Yes.· That occurs.

20· · · · Q.· ·Of the 24 new contracts that were signed in

21· ·Utah, have any of them been canceled or withdrawn or

22· ·presently being disputed?

23· · · · A.· ·I believe we have one small project that is

24· ·three megawatts or less that was terminated due to an

25· ·interconnection issue.· But I believe that's the only

http://www.litigationservices.com


Page 31
·1· ·one.

·2· · · · Q.· ·That's the only one of the 24?

·3· · · · A.· ·That's correct.

·4· · · · Q.· ·All right.· In preparing your testimony for

·5· ·this hearing, did you review the rebuttal testimony of

·6· ·Mr. Peterson from the Department of Utilities?

·7· · · · A.· ·Yes, I did.

·8· · · · Q.· ·Do you have a copy of his rebuttal testimony?

·9· · · · A.· ·I believe I do, yes.

10· · · · Q.· ·Could you turn to page seven of that rebuttal

11· ·testimony?

12· · · · A.· ·(Complying).

13· · · · Q.· ·On line 27, it states:· "Developers are hoping

14· ·to take advantage of the ITC" -- that's the investment

15· ·tax credit, "will likely have need to sign the purchase

16· ·agreements in place before the Commission is likely

17· ·to issue a decision in this docket."

18· · · · · · ·Is that a fair statement in your opinion?

19· · · · A.· ·Yes.· I agree with that.· The ITC in its

20· ·current form.· It may be extended or modified but it's

21· ·set to be reduced at the end of 2016.

22· · · · Q.· ·That's right.· And your testimony in the

23· ·other -- on Tuesday was that the large increase is

24· ·primarily attributable to -- so the project attempting

25· ·to be executed on contract in time to allow to build them
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·1· ·by the end of 2006 in order to take advantage of expiring

·2· ·federal income tax credit; correct?

·3· · · · A.· ·Yes, that's correct.

·4· · · · Q.· ·Given the history that an overwhelming majority

·5· ·of QF contract requests do not result in signed PPAs,

·6· ·your testimony that a primary reason for dramatic

·7· ·increase in contract requests to take advantage of

·8· ·expiring federal tax credit and Mr. Peterson's testimony,

·9· ·the opportunity to take advantage of the tax credits is

10· ·closing as we speak, isn't it extremely unlikely that a

11· ·significant number of the 40 outstanding contract

12· ·requests will result in projects being built?

13· · · · A.· ·Well, I'm not sure I can speculate on that.

14· ·We had a similar situation kind of in 2010, '11, and '12

15· ·with wind projects where we had a production tax credit

16· ·that was expiring.

17· · · · · · ·And so, it seemed like the rush on wind QFs was

18· ·over.· And then here came a lot of solar QFs.

19· · · · · · ·And so, it's difficult to speculate on how many

20· ·QF requests we'll get in the near future as panel prices

21· ·change, different financing vehicles come about.

22· · · · Q.· ·If it's too speculative to determine that there

23· ·won't be that many contract requests in the future, isn't

24· ·it too speculative to suggest that there will be?

25· · · · A.· ·No.· And it's not about a specific number.
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·1· ·And this is where I struggled a bit in preparing my

·2· ·testimony and forming an opinion on this matter.

·3· · · · · · ·The issue of fixed-price risk obviously grows

·4· ·with more megawatts.· So, if you have one or two

·5· ·contracts that come in with a 20-year contract term,

·6· ·while there is some fixed-price risk for customers,

·7· ·that fixed-price risk is not as significant as if you

·8· ·have 2,000 megawatts of QF contracts that come in.

·9· · · · · · ·And I look at that as, you know, similar

10· ·to diversification of a stock portfolio or a retirement

11· ·portfolio.· You may think natural gas stocks are quite

12· ·low today, which many of them are, and you would say,

13· ·I'm going to add some of those to my retirement

14· ·portfolio.· And you would add them in a percentage that

15· ·is appropriate for your allocation.

16· · · · · · ·You would not necessarily move your entire

17· ·portfolio to natural gas stocks.

18· · · · · · ·Now, what's challenging is, I don't know what

19· ·the appropriate allocation is for QF contracts.· Like

20· ·I said, one or two QF contracts, you know, a hundred

21· ·megawatts, perhaps, at a 20-year contract term,

22· ·that fixed-price risk is much smaller than a thousand

23· ·megawatts.· So, there is some degree of variability

24· ·depending on the size or the amount of QF contracts

25· ·that come through the door.
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·1· · · · Q.· ·So, as you sit here today, you cannot speculate

·2· ·to how many of the 40 outstanding contracts that are

·3· ·presently being negotiated will be built?

·4· · · · A.· ·Without knowing what the outcome of the ITC

·5· ·would be, no.· I would acknowledge that over the past two

·6· ·years, we've signed contracts in the $60 range and we

·7· ·thought that was the lowest it could go, and a lot of our

·8· ·developers said that's as low as it could go.

·9· · · · · · ·And then we signed some in the $50 range and

10· ·had that same discussion.· And then we signed a few

11· ·in the $40 range.· And so, every time I think that

12· ·we've hit the end, we move forward.

13· · · · Q.· ·I want to turn now to your testimony regarding

14· ·the ratepayer indifference standard.· In several places

15· ·in your written testimony, you argue that the 20-year

16· ·contract term violates the ratepayer indifference

17· ·standard.· And in your summary today, you've also made

18· ·that argument; isn't that true?

19· · · · A.· ·That's correct.

20· · · · Q.· ·On page nine and ten of your direct testimony,

21· ·you make the argument that a 20-year fixed-price contract

22· ·can be considered a subsidy to the QF in violation of the

23· ·ratepayer indifference standard.

24· · · · · · ·Am I reading your testimony correct?

25· · · · A.· ·That is correct.
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·1· · · · Q.· ·But at no point do you attempt to quantify or

·2· ·monetize the amount of the subsidy; do you?

·3· · · · A.· ·No.

·4· · · · Q.· ·Isn't it true for the last several years

·5· ·the Company, the Division, and the Office have been

·6· ·arguing for the Commission that an unquantifiable policy

·7· ·consideration should not be taken into account in avoided

·8· ·cost pricing cases involving the ratepayer indifference

·9· ·standard?

10· · · · A.· ·Yes.· When we're assigning costs and benefits.

11· ·And this would be considered a benefit in my opinion.

12· ·And if a QF is going to enjoy the benefit of a 20-year

13· ·contract term, arguably, they should get a reduction

14· ·in their price because of that but I don't know how to

15· ·quantify that.

16· · · · Q.· ·Well, the Company has taken the position in the

17· ·past few years that unquantifiable policy considerations

18· ·should not be taken into consideration in avoided cost

19· ·pricing cases involving the ratepayer indifference

20· ·standards; isn't that true?

21· · · · A.· ·Yeah, that's correct.· And I believe this is a

22· ·benefit that cannot be quantified.· So, it should not be

23· ·allowed.

24· · · · Q.· ·Can you identify any case from the Public

25· ·Service Commission or the Federal Energy Regulatory
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·1· ·Commission that apply to the ratepayer indifference

·2· ·standard outside the context of avoided cost pricing?

·3· · · · A.· ·I might need you to rephrase that or unpack it

·4· ·a little bit.

·5· · · · Q.· ·All right.· I'm looking here at two

·6· ·quasi-judicial bodies, the Utah Public Service Commission

·7· ·and the Federal Energy Regulatory Commission.· Do you

·8· ·understand that?

·9· · · · A.· ·Yeah.

10· · · · Q.· ·Those are the only two issues?

11· · · · A.· ·Judicial bodies.

12· · · · Q.· ·Right.

13· · · · A.· ·Not quasi.

14· · · · Q.· ·Can you in your experience point to any

15· ·decision or case or regulation from those two bodies

16· ·where the ratepayer indifference standard was applied

17· ·outside the context of specifically setting avoided cost

18· · pricing?

19· · · · A.· ·Certainly.· We've had -- first of all, there's

20· ·been other jurisdictions in which the Company operates

21· ·such as Idaho where the contract --

22· · · · · · ·MR. MOORE:· I'm going to object.· That's

23· ·nonresponsive.· I specifically asked about the Utah

24· ·Public Service Commission and Federal Regulatory

25· ·Commission.
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·1· · · · · · ·MS. HOGLE:· Mr. Clements, before you respond,

·2· ·can I ask counsel to please allow the witness to finish

·3· ·his testimony before he cuts him off?

·4· · · · · · ·THE HEARING OFFICER:· Thank you.

·5· · · · · · ·And with respect to the objection, I think if

·6· ·Mr. Clements wants to discuss Idaho a bit before he

·7· ·answers the question, I think that's reasonable, and

·8· ·I'll allow him to do that to an extent.

·9· · · · · · ·THE WITNESS:· Yeah, because the Idaho is

10· ·relevant to FERC.· So, I was getting to that point.

11· · · · · · ·So, in Idaho, there were multiple rulings where

12· ·there were issues other than the contract price.· One of

13· ·those was contract term.· Some credit terms were also at

14· ·issue, and parties even took the Idaho Commission to the

15· ·FERC and the FERC said that the state Commission can

16· ·opine and determine those particular things.

17· · · · · · ·In Utah in particular, we've had multiple

18· ·dockets that have addressed non-pricing issues, things

19· ·like credit terms, performance guarantees and other

20· ·contract terms that are significant but are not

21· ·associated with the price.

22· · · · · · ·And so, it's my position and I think the case

23· ·law supports this, that the Commission has the ability

24· ·to implement the ratepayer indifference standard across

25· ·everything from price to contract terms to contract term
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·1· ·meaning duration.

·2· ·BY MR. MOORE:

·3· · · · Q.· ·In your prefiled testimony, you've cited

·4· ·several cases, dockets both from this jurisdiction and

·5· ·other jurisdictions, statutes, federal and state.

·6· · · · · · ·But I don't believe, and correct me if I'm

·7· ·wrong, you cited to any case or precedent that applied

·8· ·the ratepayer indifference standard outside the context

·9· ·of the avoided cost pricing.

10· · · · · · ·Could you correct me if I'm wrong?

11· · · · A.· ·Without performing a thorough review of each

12· ·of those, many of those cases had issues beyond just the

13· ·price.· So, I'm not sure I would agree with that

14· ·generalization.

15· · · · Q.· ·Well, you prepared -- you made the argument

16· ·in your prefiled testimony, did you not, the ratepayer

17· ·indifference standard applies and you made the argument

18· ·here to terms outside the avoided cost pricing?

19· · · · A.· ·Yes.

20· · · · Q.· ·But you cannot cite to any case specifically

21· ·now with your testimony in front of you that stands for

22· ·that proposition.· You can only say generally that some

23· ·of these cases might make it?

24· · · · A.· ·Well, in general, I would refer to the two

25· ·significant portions which would be Section 210 of PURPA
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·1· ·and Section 292 of the federal regulations which

·2· ·encompass all of PURPA.· I mean, we can take the time

·3· ·if you want to go through each of those.

·4· · · · · · ·But it speaks specifically to the ratepayer

·5· ·indifference standard or to the fact that the -- and I'll

·6· ·quote from one of them if it would help.· "The

·7· ·incremental cost to an electric utility" --

·8· · · · · · ·"The incremental cost to an electric utility of

·9· · · · electric energy or capacity or both which, but for

10· · · · the purchase from the qualifying facility or

11· · · · qualifying facilities, such utility would generate

12· · · · itself or purchase from another source."

13· · · · · · ·And that's how they define avoided cost in

14· ·18 C.F.R. 292-101(b)(6).

15· · · · Q.· ·That's exactly my point.

16· · · · · · ·That's dealing specifically with avoided

17· ·costing pricing; isn't that correct?

18· · · · A.· ·No.· It doesn't specifically say avoided cost

19· ·pricing.· There's more that encompass avoided cost than

20· ·just the price.· I would refer you to the order in

21· ·03-035-14 or 12-035-100.· Those are two orders from this

22· ·particular Commission that addressed many issues besides

23· ·just the price.

24· · · · Q.· ·Avoided cost are a corollary of the federal

25· ·statute's incremental cost.· Would you agree with that?
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·1· · · · A.· ·I would say "avoided" and "incremental"

·2· ·would be similar, yes.

·3· · · · Q.· ·Would they refer to the same thing?

·4· · · · A.· ·In practice, yes.

·5· · · · Q.· ·And isn't the ratepayer indifference standard

·6· ·also a corollary to avoided cost?

·7· · · · A.· ·Yes.

·8· · · · Q.· ·And isn't that the only place that the

·9· ·ratepayer indifference standards exist in cases from the

10· ·Utah Public Service Commission and the Federal Regulatory

11· ·Commission?

12· · · · · · ·MS. HOGLE:· Objection.· I believe that question

13· ·has been asked and answered several times.

14· · · · · · ·THE WITNESS:· Yeah.· Oh.· Sorry.

15· · · · · · ·THE HEARING OFFICER:· I tend to agree that it

16· ·has been.

17· · · · · · ·MR. MOORE:· We have no further questions.

18· · · · · · ·THE HEARING OFFICER:· Thank you.· Ms. Dutton?

19· · · · · · · · · · · CROSS-EXAMINATION

20· ·BY MS. DUTTON:

21· · · · Q.· ·Thank you.· Mr. Clements, do QF sources provide

22· ·a capacity value?

23· · · · A.· ·Yes.· The capacity value was determined in

24· ·those two dockets I just referenced.· So, that would be

25· ·03-035-14 and 12-035-100 the Commission determined the
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·1· ·capacity payment for QFs.

·2· · · · Q.· ·And do commodity hedges provide the utility

·3· ·with a capacity value?

·4· · · · A.· ·Yes.· Certain commodity hedges would.

·5· · · · Q.· ·Could you explain that?

·6· · · · A.· ·Certainly.· When you purchase firm energy,

·7· ·it comes with liquidated damages.· And so, firm market

·8· ·purchases do have some capacity value.

·9· · · · Q.· ·Do you account for that in your IRP?

10· · · · A.· ·Yes.· I believe some market purchases are

11· ·in the IRP.

12· · · · Q.· ·Are the ratepayer indifference standard and the

13· ·must-purchase obligation of PURPA applicable to

14· ·QF resources?

15· · · · A.· ·Yes.· That's the very basis of PURPA.

16· · · · Q.· ·And is PURPA applicable to the commodity

17· ·hedges?

18· · · · A.· ·No.· PURPA has no bearing on commodity hedges.

19· · · · Q.· ·Okay.· Is it possible that at some point the

20· ·avoided cost price will be so low that it will be

21· ·uneconomical to build QF projects?

22· · · · A.· ·Again, I couldn't speculate on that because

23· ·every time I've tried to do that, I've been wrong.

24· ·So, I'm not going to guess on that one again.

25· · · · Q.· ·And did existing QF contracts contribute to the
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·1· ·decision in the recent IRP to push the next company

·2· ·resource acquisition out to 2028?

·3· · · · A.· ·I'm not entirely certain.· They probably did

·4· ·play a small role in that.· The capacity contribution

·5· ·of wind and solar which is the majority of the QFs that

·6· ·we have received is not a hundred percent.· And so, they

·7· ·may have contributed to that but I'm not certain.

·8· · · · · · ·MS. DUTTON:· Thank you.· No further questions.

·9· · · · · · ·THE HEARING OFFICER:· Thank you.· Mr. Ritchie?

10· · · · · · · · · · · CROSS-EXAMINATION

11· ·BY MR. RITCHIE:

12· · · · Q.· ·Thank you, commissioners.· Travis Ritchie with

13· ·the Sierra Club.· Good morning Mr. Clements.

14· · · · · · ·How are you?

15· · · · A.· ·Good morning.

16· · · · Q.· ·Mr. Clements, I'd like to start with a point

17· ·that you made in your summary and you also addressed

18· ·in your testimony.· If I could turn you to page three

19· ·of your rebuttal testimony, please.

20· · · · A.· ·(Complying).

21· · · · Q.· ·And starting on line 46 after the semi colon

22· ·there, you state:

23· · · · · · ·"A company resource can be dispatched and

24· · · · backed down when more economical alternatives are

25· · · · available passing through to customers the savings
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·1· · · · from lower fuel and other operating costs because

·2· · · · the total cost of energy is not locked in for

·3· · · · 20 years like it is in a QF contract."

·4· · · · · · ·Did I read that correctly?

·5· · · · A.· ·That's correct.

·6· · · · Q.· ·And is that the same point you were making in

·7· ·your summary about distinguishing a company resource from

·8· ·a QF contract?

·9· · · · A.· ·That's one of the things that distinguishes it.

10· · · · Q.· ·And if I could also turn you to page twelve of

11· ·your rebuttal testimony, please, and directing you to

12· ·lines 246, you say:

13· · · · · · ·"For example, if the marginal cost of a company

14· · · · gas plant is $40 per megawatt hour but another

15· · · · alternative such as a short-term firm market

16· · · · purchase costs only $30 per megawatt hour,

17· · · · the Company would dispatch down the gas plant

18· · · · and buy from the market saving customers

19· · · · $10 per megawatt hour."

20· · · · · · ·Did I read that correctly?

21· · · · A.· ·Yes.

22· · · · Q.· ·And does this example that you describe on

23· ·page twelve follow on the same point that I just read

24· ·on page three?

25· · · · A.· ·Yes, generally.

http://www.litigationservices.com


Page 44
·1· · · · Q.· ·Now, in this example here on page 12, you say

·2· ·that the Company could back down the gas plant when the

·3· ·marginal cost of the plant is higher than other

·4· ·alternatives.· And you specifically said marginal

·5· ·for a reason; right?

·6· · · · A.· ·Absolutely, yes.

·7· · · · Q.· ·So, for a company-owned resource like a gas

·8· ·plant or a coal plant, are there costs that ratepayers

·9· ·are responsible for covering other than the marginal

10· ·costs?

11· · · · A.· ·Yes.

12· · · · Q.· ·And so, if you back down a plant --

13· ·Well, let me back up a little bit.

14· · · · · · ·What are those costs that ratepayers would be

15· ·responsible for other than marginal costs?

16· · · · A.· ·Well, you primarily have capacity and energy

17· ·costs.· I mean, if you want to go line by line, we can

18· ·do that.· But with any generating resource, you typically

19· ·have a capacity cost and an energy cost.· And the energy

20· ·cost would be your marginal cost which would include

21· ·fuel, variable 0 and M, chemicals, things of that nature.

22· · · · · · ·And the point I was making here is with a

23· ·company resource, yes, you're capacity costs are fixed

24· ·and sunk if you want to call it that, but your marginal

25· ·costs or your energy costs could be dispatched in such
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·1· ·a manner that they are economic.

·2· · · · · · ·So, if there's another area where you can get

·3· ·a cheaper marginal cost, you can dispatch down your unit

·4· ·and acquire that.· With a QF contract, when we calculate

·5· ·the capacity and the energy cost, we lock that in for

·6· ·20 years, and the QF sells to us over the course of the

·7· ·20 years at that price.

·8· · · · · · ·And we don't have the ability to go to the QF

·9· ·and say, we'll keep paying you the capacity but we've got

10· ·a cheaper energy alternative, so back down.· We don't

11· ·have the ability to do that, and that was the point

12· ·I was making then.

13· · · · Q.· ·And so, the ability that you have is that

14· ·customers see savings from reduced fuel and operating

15· ·costs; correct?

16· · · · A.· ·That's correct, yes.

17· · · · Q.· ·So, are you aware of any company-owned

18· ·resources that currently have operating long-term fuel

19· ·supply agreements that include minimum take privileges?

20· · · · A.· ·I'm not aware of any but I'm not aware of all

21· ·of our long-term fuel agreements.· So, I wouldn't ...

22· · · · Q.· ·Were you familiar with the closure of the

23· ·Deer Creek Mine recently and the replacement coal supply

24· ·agreement?

25· · · · A.· ·I'm aware of it but not the details of the coal
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·1· ·agreement.

·2· · · · Q.· ·Would it surprise you to hear that the company

·3· ·entered into a 15-year coal supply agreement?

·4· · · · A.· ·No, it wouldn't surprise me.· Coal agreements

·5· ·are typically somewhat long term in nature.

·6· · · · Q.· ·And based on your experience in the industry,

·7· ·do fuel supply agreements often have minimum tank

·8· ·provisions as well?

·9· · · · A.· ·Gas do not, no.· Coal often does, yes.

10· · · · Q.· ·And so, for a fuel provision like that, just

11· ·understanding how a minimum take provision works, if you

12· ·back down a plant, you still have to pay for some of that

13· ·fuel even if you don't use it; is that correct?

14· · · · A.· ·Again, it depends what your minimum tank

15· ·provisions are and if they require you to run a certain

16· ·capacity level.· I'd have to look at the exact contract

17· ·on that.

18· · · · Q.· ·Fair enough.· I'll move on from that.

19· · · · A.· ·Sure.

20· · · · Q.· ·So, I'd like to talk now about the kind of

21· ·other category of costs for a company-owned resource that

22· ·customers are on the hook for paying regardless of

23· ·whether the plant has backed down.

24· · · · · · ·Isn't it true that ratepayers still have to pay

25· ·for the capital expenses at generating plants even if
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·1· ·those plants are backed down?

·2· · · · A.· ·Yes, that's correct.

·3· · · · Q.· ·So, when the Company is making a decision to

·4· ·justify whether or not a capital expense and a generating

·5· ·resource is prudent, the Company relies on the best

·6· ·estimates it has available for things like

·7· ·forward-looking fuel and power price forecasts to show

·8· ·that the capital expenditures are the least-cost,

·9· ·least-risk for the customer; is that correct?

10· · · · A.· ·Yes.· And without rehashing that entire IRP

11· ·process again, that's typically done within the two-

12· ·to four-year action plan in the IRP and through that

13· ·competitive bid process I discussed earlier in my

14· ·summary.

15· · · · Q.· ·And now, if you have, let's say, a major

16· ·capital addition at an existing generating resource.

17· · · · · · ·Does that go through a competitive bid process

18· ·like an RFP process comparing it to other generating

19· ·resources?

20· · · · A.· ·The IRP accounts for those major capital

21· ·improvements, and we'd have to talk about which ones

22· ·you're referring to exactly.

23· · · · Q.· ·Okay.· I'll take an example.

24· · · · · · ·Are you familiar with the proceeding that

25· ·occurred here a couple years ago discussing major capital
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·1· ·expenses at the Jim Bridger coal plant?

·2· · · · A.· ·No.· That's one I was not a part of.

·3· · · · Q.· ·Are you aware of any of the proceedings that

·4· ·the Company has pursued to get pre-approval for major

·5· ·capital expenses at its generating facility?

·6· · · · A.· ·Yes.

·7· · · · Q.· ·And with regard to a large capital expenditure

·8· ·at an existing facility, isn't it true that utilities

·9· ·actions are generally judged based on the information

10· ·available to the company at the time that it made the

11· ·decision to spend the money?

12· · · · A.· ·Yes, after careful stakeholder review.

13· ·And that's a critical point that I've made and I feel

14· ·is very relevant here.

15· · · · · · ·All of these major plant additions that you've

16· ·been talking about go through a rigorous review process.

17· ·And, in fact, some of these that you have discussed

18· ·actually came before the various commissions that we

19· ·have.· The Company was required to justify their need.

20· ·The Company was required to justify the expense and a

21· ·lot of times got pre-approval before making that expense.

22· · · · · · ·So, we went through a litigious process or

23· ·at least an evidentiary hearing before making those

24· ·expenditures.· And my point in my testimony is, that's

25· ·very different than what occurs with a QF contract
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·1· ·where we may sign a $200 million nominal-value

·2· ·transaction that gets very little commission oversight

·3· ·or review.· We're forced to execute that agreement.

·4· · · · Q.· ·I believe you gave the example during your

·5· ·summary that QFs effectively require the Company to lock

·6· ·in the price of gas for 20 years because the avoided cost

·7· ·of that QF is based off of the then current price

·8· ·forecast; isn't that correct?

·9· · · · A.· ·That's correct.

10· · · · Q.· ·But isn't it true that that same concept

11· ·applies in those proceedings that you were talking about

12· ·about capital expenditures where the Company comes

13· ·forward to makes its case based on the long-term

14· ·forward-looking price forecast available to the

15· ·Company at the time that the decision is made?

16· · · · A.· ·That is correct with a major difference being

17· ·need and the needs assessment.· If you look at the 2028

18· ·resource, we're not going to go out and acquire that

19· ·resource today because it's outside the IRP action plan.

20· · · · · · ·And that was the point I was trying to make is

21· ·with the QF contract, we don't go through that rigorous

22· ·review process to make sure we have the need.

23· · · · · · ·When we acquire these major plant additions,

24· ·when we build a new power plant, it's because a need has

25· ·been identified in the IRP, and that need shows up in
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·1· ·that two- to four-year action plan.· And at that point

·2· ·in time, we go out and acquire that resource.· And that's

·3· ·different again than the QF resource.

·4· · · · Q.· ·So, setting aside the Company's determination

·5· ·of its need for a minute, from the perspective of a

·6· ·utility scales, let's take a solar QF project, if you

·7· ·were in the shoes of that developer, isn't it true that

·8· ·the decision to spend the capital on the project has

·9· ·to be made up front?

10· · · · A.· ·Absolutely.

11· · · · Q.· ·And when the QF developer is considering

12· ·whether or not to build a project, they have to look

13· ·at the utilities current avoided costs to determine

14· ·whether or not their project pencils out at a given

15· ·price; is that correct?

16· · · · A.· ·That's correct.

17· · · · Q.· ·So, isn't it also correct that similar to a

18· ·utility's decision to deploy capital, the QF developer

19· ·should be provided with the same certainty that their

20· ·cost calculations will not be second guessed if price

21· ·forecasts and avoided cost calculations change three

22· ·years down the line?

23· · · · A.· ·And again, the difference there is the Company

24· ·only acquires those long-term resources when that need

25· ·is identified in the IRP.· And I know you said you want
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·1· ·to set aside the need issue but the need issue is the

·2· ·crux of the argument here and the need issue is why

·3· ·it is, in my opinion, a violation of the ratepayer

·4· ·indifference standard.

·5· · · · Q.· ·So, I'd like to turn you to page five of your

·6· ·rebuttal testimony right now, please, and on line 108.

·7· · · · · · ·Now, you state there -- are you there?

·8· · · · A.· ·Yes.· Go ahead.

·9· · · · Q.· ·"Limiting the term of the contract to three

10· · · · years simply means that the price Rocky Mountain

11· · · · Power and its customers will be required to pay

12· · · · to the QF will be subject to adjustment every

13· · · · three years and will be more closely aligned

14· · · · with the Company's current avoided costs."

15· · · · · · ·Is that correct?

16· · · · A.· ·That's correct.

17· · · · Q.· ·For the capital expense projects that we were

18· ·talking about before where the Company has sought

19· ·pre-approval for major capital expenses, would the

20· ·Company accept a requirement to come back to the

21· ·Commission every three years to prove that the capital

22· ·expenditures were still the least-cost, least-risk option

23· ·under updated power and fuel price forecasts?

24· · · · A.· ·Again, it depends on what capital costs you're

25· ·referring to.· The Company does have to come in and offer
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·1· ·evidence of prudence on any expense it makes.

·2· · · · Q.· ·But isn't it true that the Company, the

·3· ·original decision to deploy that capital is made based

·4· ·off of the best information available to the Company at

·5· ·the time that it made the decision to deploy the capital?

·6· · · · A.· ·Yeah, that's correct.

·7· · · · Q.· ·And so, would it be fair to ask the Company

·8· ·to come back in?· Let's say if a decision to deploy

·9· ·capital was made in 2010 and price forecasts have

10· ·changed since then.

11· · · · · · ·Would it be fair to bring the Company back in

12· ·today and say, you know what, if we rerun the numbers

13· ·from the case that you presented in 2010, would these new

14· ·numbers today -- that decision was wrong and it turns out

15· ·that was not the least-cost least-risk decision.

16· ·Would that be a fair thing to impose on the Company?

17· · · · A.· ·Well, from a capital standpoint, that doesn't

18· ·occur.· From an energy or marginal-cost standpoint, that

19· ·does occur.· The Company comes in in rate cases and

20· ·energy balancing account proceedings and all its marginal

21· ·costs, natural gas, chemicals, variable 0 and M are

22· ·subject to review at that point in time.

23· · · · · · ·And again, that's the difference between a

24· ·QF contract and these company resources where the Company

25· ·does lock in the capital piece through the lowest-cost
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·1· ·least-risk needs assessment in the IRP.

·2· · · · · · ·And then the marginal costs are subject

·3· ·to change over the life of that asset.· That's not the

·4· ·case for the QF contract.· The capacity and the marginal

·5· ·costs are locked in from day one.

·6· · · · Q.· ·But from the perspective of the QF as I think

·7· ·we just discussed a little bit more, the QF is making a

·8· ·decision of whether or not to pull the capital based

·9· ·on the then current avoided costs of the Company which

10· ·dictates that pricing; isn't that correct?

11· · · · A.· ·Well, it's hard to speculate what they base

12· ·their decision on.· Some do not.· I mean, that seems

13· ·to be very unique to renewable QFs who require

14· ·third-party financing to build the projects.

15· · · · · · ·All of our combined heat and power projects,

16· ·so, these are entities that have generation behind their

17· ·meter like Tessoro, U.S. Magnesium, Kennecott, those

18· ·entities typically elect to one- to two-year contract

19· ·terms.· And so, I don't know what they're basing their

20· ·analysis on, but they're not looking at a long-term

21· ·avoided cost as a justification for their project.

22· · · · Q.· ·Isn't it true that a lot of those facilities

23· ·with cogeneration products, producing energy is not their

24· ·core business; correct?

25· · · · A.· ·No.· It wouldn't be their core business and
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·1· ·that's the very reason why they -- and this is a very

·2· ·good point you bring up.· That's why they don't enter

·3· ·into these long-term fixed-price sales to the Company.

·4· · · · · · ·It's for the same reason the Company doesn't

·5· ·want to enter into the long-term fixed-price purchases.

·6· ·Those entities say, I have too much fixed-price risk.

·7· ·I'm not agreeing to sell to you for 20 years at a fixed

·8· ·price.· I'm only agreeing to sell to you for one or

·9· ·two years.· They are on the other end of that fixed-price

10· ·risk.

11· · · · · · ·MR. RITCHIE:· Thank you, Mr. Clements.· I have

12· ·no more questions.

13· · · · · · ·THE HEARING OFFICER:· Mr. Dodge?

14· · · · · · · · · · · CROSS-EXAMINATION

15· ·BY MR. DODGE:

16· · · · Q.· ·Thank you, Mr. Chairman.

17· · · · · · ·Good morning, Mr. Clements.

18· · · · A.· ·Good morning.

19· · · · Q.· ·You've made pretty clear your legal or other

20· ·opinion that reducing the contract term to three years

21· ·doesn't violate PURPA.

22· · · · · · ·You haven't cited any FERC cases that say that;

23· ·have you?· You said the opposite but you found no FERC

24· ·cases or regulations that say you have to offer long

25· ·term.· You've also offered nothing that says it is in
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·1· ·conformity with PURPA to restrict a PPA to three years;

·2· ·have you?

·3· · · · A.· ·I have said that it is consistent with the

·4· ·ratepayer indifference standard which is really at the

·5· ·heart of PURPA.· And I can say that --

·6· · · · Q.· ·Please answer my question which is:

·7· · · · · · ·Have you cited any case law or regulations

·8· ·that say it is consistent with PURPA to offer a

·9· ·three-year PPA to maximum?

10· · · · A.· ·Yes.· Again, I'd refer to the sections that

11· ·I referred to earlier when the Office was providing their

12· ·cross-examination.

13· · · · Q.· ·So, turn to that and show me where it talks

14· ·about the length of the PPA.

15· · · · A.· ·It does not specifically talk about the length

16· ·of the PPA but it does talk about avoided cost leading

17· ·the ratepayer or customer in --

18· · · · Q.· ·I understand that.· If you'll listen to the

19· ·question, we'll get through this a lot faster.

20· · · · · · ·I said, have you cited any regulation or case

21· ·from PURPA or FERC or this Commission that says a

22· ·three-year term is consistent with PURPA?

23· · · · · · ·The answer to that is no; is it not?

24· · · · A.· ·No.· That's correct.

25· · · · Q.· ·Okay.· That's all I wanted.· It's clear that
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·1· ·your company dislikes the must-buy obligation of PURPA.

·2· · · · · · ·That's a fair statement; isn't it?

·3· · · · A.· ·That's not a fair statement.

·4· · · · Q.· ·One of the executives of Berkshire Hathaway

·5· ·appeared before congress and asked that it be removed;

·6· ·did he not?

·7· · · · · · ·MS. HOGLE:· Objection.· Outside the scope.

·8· · · · · · ·MR. DODGE:· I don't think it's outside the

·9· ·scope.· If the Company's trying to eliminate the

10· ·must-purchase obligation and he's sitting here saying

11· ·that isn't their intent, I think it shows an

12· ·inconsistency.

13· · · · · · ·THE HEARING OFFICER:· I think I'm going to rule

14· ·that it's within the scope based on the previous answer

15· ·Mr. Clements gave to answer within his knowledge.

16· · · · · · ·THE WITNESS:· Yes.· And without getting into

17· ·the details because I'm not knowledgeable of some of

18· ·those that are current at the federal level, yes,

19· ·there has been some work done there.

20· · · · · · ·In fact, I was just reading this morning a

21· ·letter from Republican leadership to the FERC chairman

22· ·requesting they convene a technical conference to review

23· ·the applicability of PURPA now.· So, I believe there are

24· ·some efforts going on at the federal level.· I was

25· ·responding from a personal level.
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·1· ·BY MR. DODGE:

·2· · · · Q.· ·No.· I asked you, is it not true that

·3· ·Berkshire Hathaway has taken the position that the

·4· ·must-purchase obligation should be eliminated from PURPA?

·5· · · · A.· ·I believe they have taken that position.

·6· · · · Q.· ·Today at least that hasn't happened; has it?

·7· · · · A.· ·It has not.

·8· · · · · · ·MR. DODGE:· May I approach?

·9· · · · · · ·THE HEARING OFFICER:· Yes.

10· ·BY MR. DODGE:

11· · · · Q.· ·Mr. Clements, I'm going to hand you -- I notice

12· ·in your testimony in all three rounds, although you

13· ·provide extensive opinions on what PURPA requires and

14· ·your interpretation of what PURPA is, et cetera, you

15· ·don't once reference the Utah section that deals directly

16· ·with PURPA.· Is that a fair statement?

17· · · · A.· ·I don't believe I did reference it, no.

18· · · · Q.· ·Do you think it's relevant, should be relevant

19· ·to this Commission what Utah law mandates on this issue?

20· · · · A.· ·Sure.

21· · · · Q.· ·Let's look at that.· Before you I have an

22· ·excerpt from Utah Code Annotated Section 54-12-1.

23· ·The bold in there is mine.· It's not in the statute.

24· · · · · · ·Am I reading it correctly midway down at

25· ·subparagraph one:
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·1· · · · · · ·"It is desirable and necessary to encourage

·2· · · · independent energy producers to competitively

·3· · · · develop sources of electric energy not otherwise

·4· · · · available to Utah businesses," et cetera, "and to

·5· · · · remove unnecessary barriers to energy transactions

·6· · · · involving independent energy producers and

·7· · · · electrical corporations."

·8· · · · · · ·Did I read that correctly?

·9· · · · A.· ·Yes.

10· · · · Q.· ·It goes on in subparagraph two:

11· · · · · · ·"It is the policy of this state to encourage

12· · · · the development of independent and qualifying power

13· · · · production and cogeneration facilities ..."

14· · · · · · ·Now, it's a fair statement, is it not, that

15· ·nowhere in the Company's presentation to this Commission

16· ·in its testimony was any effort made to demonstrate or

17· ·even claim that reducing the PPA to three years

18· ·is consistent with this Utah statute?

19· · · · A.· ·No.· I did not reference this statute.

20· · · · Q.· ·You don't take the position, Mr. Clements,

21· ·do you, that a three-year PPA will allow companies to

22· ·continue to develop renewable energy, QFs, like the ones

23· ·that you have signed in the last two years.

24· · · · · · ·You don't take the position that will continue;

25· ·do you?
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·1· · · · A.· ·Based on my experience, some may be able to

·2· ·purchase it.· Some may be able to continue to build

·3· ·projects depending on what their financing options are.

·4· · · · Q.· ·And that experience wouldn't be with anyone

·5· ·who's done a large QF project and financed it with a

·6· ·short-term PPA; would it be?

·7· · · · · · ·It's based on your speculation?

·8· · · · A.· ·No.· There have been multiple projects -- oh.

·9· ·And you're speaking to renewable.· There's one renewable

10· ·project that I'm aware of that built and completed

11· ·construction without a long-term PPA.

12· · · · Q.· ·And you're talking about one you referenced

13· ·in a data request in Wyoming?

14· · · · · · ·Is that the one you're talking about?

15· · · · A.· ·Yes.

16· · · · Q.· ·And it's 19 megawatts?

17· · · · A.· ·I believe it's actually 17 and a half.

18· · · · Q.· ·17 and a half megawatts.· And are you aware

19· ·there was actually no financing involved in that, it was

20· ·completely company -- it's on a greenfield site of an

21· ·industrial customer; is it not?

22· · · · A.· ·Yeah.· I'm sure the term wasn't free.· I'm sure

23· ·there was some financing.· They didn't require

24· ·third-party financing.

25· · · · Q.· ·Did you know that there was outside financing?
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·1· · · · A.· ·No.· Like I said, obviously there was some

·2· ·financing.· Whether it was outside or inside, I don't

·3· ·know.

·4· · · · Q.· ·Well, when I say financing, I'm talking about

·5· ·going to the market to get it as opposed to using

·6· ·internal capital.· Are you aware that there was no

·7· ·outside financing involved in that?

·8· · · · · · ·MS. HOGLE:· Objection.· I believe he's answered

·9· ·that question.

10· ·BY MR. DODGE:

11· · · · Q.· ·Did he say he was not aware?· If so, I'd just

12· ·like to know the answer.· I didn't hear it.

13· · · · A.· ·I don't know.· The money came from somewhere.

14· ·And whether it was internal financing that then required

15· ·external financing, I don't know, but the project was

16· ·built with a shorter PPA.

17· · · · Q.· ·And in Wyoming, 20-year PPAs are now allowed;

18· ·right?

19· · · · A.· ·Yes.· They were allowed --

20· · · · Q.· ·So, for some reason, a five-year PPA was

21· ·negotiated, built by a company potentially with no

22· ·outside financing for reasons you may not even fully

23· ·understand or be free to disclose; right?

24· · · · A.· ·Well, I know the reason.· The reason was,

25· ·they didn't like how low the price was and they didn't
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·1· ·want to be locked into that price for 20 years.

·2· ·That's why they chose short term.

·3· · · · Q.· ·So, that's the totality of your experience that

·4· ·says maybe some companies can continue to develop large

·5· ·renewable projects with a short term?

·6· · · · · · ·MS. HOGLE:· Objection.· Argumentative.

·7· ·BY MR. DODGE:

·8· · · · Q.· ·Isn't the totality of your experience --

·9· · · · · · ·You said based on your experience you think

10· ·maybe some can and you gave me one example.· That's the

11· ·totality of your experience with large renewable energy

12· ·development projects being able potentially to be

13· ·developed with terms of less than 20 years?

14· · · · A.· ·Correct.· I would agree that it will become

15· ·much more difficult for these entities to obtain

16· ·financing based on my inexperience.· I'm not denying

17· ·that.

18· · · · Q.· ·Why don't you just admit it will stop it

19· ·completely?

20· · · · A.· ·Because I don't know if it will stop it

21· ·completely.

22· · · · Q.· ·But if it does, that's okay with you?

23· · · · · · ·MS. HOGLE:· Objection.· Argumentative.

24· ·BY MR. DODGE:

25· · · · Q.· ·Is it okay with you?· Is that the goal?
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·1· · · · · · ·Are you trying to hit a pause button here and

·2· ·say, look, we don't like PURPA, let's pause?

·3· · · · A.· ·Let me answer your first question.· If you're

·4· ·asking me personally or me as representing the Company,

·5· ·I'll provide the same answer to you.

·6· · · · · · ·We are indifferent.· The Company has never

·7· ·received a disallowance for a QF contract.· When we sign

·8· ·these QF contracts, they go into net power costs and we

·9· ·get full recovery.

10· · · · · · ·This proceeding will not impact the Company's

11· ·earnings or the Company's bottom line in any way.

12· ·This isn't about the Company versus QFs.· This is about

13· ·maintaining the ratepayer indifference standard.

14· · · · · · ·And so, I'm not okay with it.· I'm not okay

15· ·with it.· I'm ambivalent.· I've sat in this particular

16· ·chair, sometimes that one, sometimes arguing for QFs,

17· ·sometimes arguing against QFs, but always trying to do

18· ·what's fair.

19· · · · · · ·So, I'm a bit agnostic to the point of whether

20· ·they get built or not.· And I don't mean that in a

21· ·cold-hearted way.· I just say, I try to administer PURPA

22· ·in a fair manner for both the QF and the customer.

23· ·That's what the Company's trying to do.

24· · · · Q.· ·And it's touching that you're looking out for

25· ·the customers.· You recognize the only two customer reps
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·1· ·in this room oppose your attempt to change the term.

·2· · · · · · ·You understand that; don't you?

·3· · · · A.· ·I don't know which two customer reps --

·4· · · · Q.· ·The Office is statutorily obligated to look out

·5· ·for the interests of residential and small business

·6· ·customers; right?· UAE is a member of our coalition

·7· ·and it opposes it.

·8· · · · · · ·Is there any customer representative that you

·9· ·know of here supporting your approach?

10· · · · A.· ·No.· They don't typically do that.· Quite

11· ·honestly, I was surprised at the Office's position.

12· ·With some of the risks that they raised in their

13· ·testimony, I was surprised at the position they took.

14· · · · Q.· ·Maybe they know how to read a statute and

15· ·understand what Utah law requires in terms of encouraging

16· ·the development of independent power production that

17· ·perhaps you lack.· Do you think that --

18· · · · · · ·MS. HOGLE:· Objection.· Argumentative.

19· · · · · · ·THE HEARING OFFICER:· I'll sustain that

20· ·objection.

21· · · · · · ·MR. DODGE:· Mr. Clements --

22· · · · · · ·May I approach again, Mr. Chairman?

23· · · · · · ·THE HEARING OFFICER:· Yes.

24· · · · · · ·(RMCRE Cross Exhibit-1 Identified)

25· ·BY MR. DODGE:
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·1· · · · Q.· ·Mr. Clements, you also I think fail in your

·2· ·testimony to spend any time with the most recent Utah

·3· ·Public Service Commission ruling on the issue of the term

·4· ·of PPAs.· You referenced it this morning in a different

·5· ·context but I'm going to hand you -- and I haven't marked

·6· ·this or the last one, Mr. Chairman, because you can

·7· ·clearly take administrative notice of it.· I don't feel

·8· ·the need to get it introduced into the record, although

·9· ·I'm happy to if it would it be useful.

10· · · · · · ·I'll represent that this is an excerpt from the

11· ·Commission's order in Docket 03-035-14.

12· · · · · · ·You referenced that this morning, although in

13· ·your testimony I think, if at all, it was in response to

14· ·others.· You didn't go into a discussion of what the

15· ·Commission and even the Company decided in this 03

16· ·docket.· And it's the last time the Commission ever

17· ·looked at the length of QF PPAs; is it not?

18· · · · A.· ·I believe that was the last time, yeah.

19· · · · Q.· ·If you look at on page 28 of this, it says,

20· ·"CONTRACT ISSUES, Contract Term."· Right?

21· · · · · · ·And it starts with, "PacifiCorp testifies" --

22· ·and I'll skip down a little bit:

23· · · · · · ·"... the 20-year term represents an appropriate

24· · · · balance between a term that allows the QF to secure

25· · · · financing and limiting the risks that accompany
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·1· · · · long range price forecasting ..."

·2· · · · · · ·Did I read that correctly?

·3· · · · A.· ·That's correct.

·4· · · · Q.· ·And if you turn to page 29 at the bottom

·5· ·of that section before the section that begins,

·6· ·"Levelization," the Commission order says:

·7· · · · · · ·"We find reasonable and accept the parties'

·8· · · · common position providing for a standard term limit

·9· · · · of 20 years for QF contracts with the allowance for

10· · · · parties to petition the Commission for longer

11· · · · terms."

12· · · · · · ·So, the Commission was even willing to accept

13· ·potentially longer terms under circumstances if someone

14· ·could demonstrate the appropriateness of it; right?

15· · · · A.· ·That's correct.

16· · · · Q.· ·So, if that was a governing concern the last

17· ·time this Commission looked at it, don't you think the

18· ·ability of QF developers to obtain financing is still

19· ·a relevant consideration?

20· · · · A.· ·Well, I don't see in the order where they

21· ·specifically said that they were making that finding

22· ·based on the need to obtain financing.

23· · · · Q.· ·Were you in that docket?

24· · · · A.· ·Yes, I was at the tail end.

25· · · · Q.· ·And do you recall there was testimony from UAE
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·1· ·among others saying you need a long-term contract in

·2· ·order for it to be financeable, we support QFs?

·3· · · · · · ·And that was the whole discussion in the

·4· ·settlement, was it not, does it have to be 30 years

·5· ·versus 35 years versus 20 to be financeable.· Was that

·6· ·not the whole issue in that part of the docket?

·7· · · · · · ·MS. HOGLE:· Mr. Clements, if you cannot

·8· ·remember, you don't have to answer that.· That's ten

·9· ·years ago or longer.

10· · · · · · ·THE HEARING OFFICER:· Is that an objection?

11· · · · · · ·MS. HOGLE:· Objection.· Yes.

12· ·BY MR. DODGE:

13· · · · Q.· ·Well, let's see if he does remember.

14· · · · · · ·Do you remember?

15· · · · A.· ·Well, I wouldn't -- you would probably need to

16· ·talk about what occurred during the settlement meeting

17· ·which I think is how you phrased that.· This was the

18· ·issue during settlement.

19· · · · Q.· ·No.· In the testimony I said.· Did we not file

20· ·testimony to that effect, the parties not?

21· · · · A.· ·I believe you did, yes.

22· · · · Q.· ·And the parties ultimately settled on 20 with

23· ·the option to extend it to 35 with a filing with the

24· ·Commission in large part as the Company testified to try

25· ·and balance the long-term price risk against the need
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·1· ·of QF developers to have access to financing.

·2· · · · · · ·And my question is, is that not still a

·3· ·relevant consideration if it was in the Company's own

·4· ·testimony in the 03 docket?

·5· · · · A.· ·The Company's testimony did not speak to

·6· ·financing in that particular docket.· And the Company's

·7· ·testimony in support of the 20-year term at that point

·8· ·in time was a compromise to other parties' desire for

·9· ·a 35-year contract term.

10· · · · · · ·And again, as I mentioned in my testimony, and

11· ·that's what you're failing to recognize or acknowledge,

12· ·that things have changed since this original docket

13· ·kicked off in 2003.

14· · · · Q.· ·I understand that and I'm going to cut you off

15· ·and ask the chairman's permission to do so.· I know you

16· ·want to give a speech.· I'm just going at, is it not

17· ·still a relevant consideration?

18· · · · · · ·We know your testimony that you believe

19· ·circumstances have changed.· I'm not asking about that.

20· · · · · · ·Is it not still a relevant consideration?

21· · · · A.· ·Do you mean --

22· · · · Q.· ·The ability --

23· · · · A.· ·-- whether it can be financed --

24· · · · Q.· ·-- to obtain --

25· · · · A.· ·-- or not?
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·1· · · · Q.· ·-- financing for QF projects in order to

·2· ·encourage the development of such projects.

·3· · · · A.· ·Again, that was your testimony at that point in

·4· ·time that it was relevant.· I don't see in the Commission

·5· ·order where the Commission determined that was relevant

·6· ·and it wasn't the Company's position at that time that

·7· ·being able to finance a project is relevant.· And again,

·8· ·it's not the Company's position at this point in time

·9· ·that being able to finance is relevant.

10· · · · Q.· ·Let me read from the -- and I guess I will ask

11· ·that this be marked because maybe we need to have it in

12· ·the record, we know what we're referencing.· So, I'll ask

13· ·that this be marked as Coalition Cross Exhibit-1?

14· · · · · · ·THE HEARING OFFICER:· If any party objects

15· ·to that, please indicate.· Not seeing any, it will be

16· ·marked.

17· · · · · · ·(RMCRE Cross Exhibit-1 marked)

18· ·BY MR. DODGE:

19· · · · Q.· ·I'm going to read once again, Mr. Clements:

20· · · · · · ·"PacifiCorp testifies, contracts for the

21· · · · required purchase of power from QFs should be

22· · · · limited to a term of 20 years ..."

23· · · · · · ·It says:

24· · · · · · ·"... the longer the term, the greater the risk

25· · · · to the Company and ratepayers of incurring an
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·1· · · · uneconomic power purchase agreement; semi colon

·2· · · · the 20-year term represents an appropriate balance

·3· · · · between a term that allows the QF to secure

·4· · · · financing and limiting the risk that accompany

·5· · · · long range power price forecasting ..."

·6· · · · · · ·That is a reference to the Company's position

·7· ·in that docket.· So, the Company did take a position

·8· ·in that one, did it not, that balancing those two issues,

·9· ·long-term risk and the ability to obtain financing was

10· ·an appropriate consideration?

11· · · · · · ·MS. HOGLE:· Objection.· Asked and answered.

12· ·BY MR. DODGE:

13· · · · Q.· ·Well, he answered it wrong.· I think I'm

14· ·allowed to explore.· He said the Company didn't take a

15· ·position.· And I just read you that I believe they did

16· ·take a position; did they not?

17· · · · A.· ·Yes.· And the position was taken -- oh.

18· · · · · · ·THE HEARING OFFICER:· Well, yeah.· I think I'll

19· ·allow one more brief answer from Mr. Clements but then

20· ·ask the cross-examination to move on.

21· ·BY MR. DODGE:

22· · · · Q.· ·Okay.

23· · · · A.· ·Yeah.· At that point in time, the Company was

24· ·assessing a 35-year contract term and determined that

25· ·20 years was appropriate or something it could support
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·1· ·at that point in time.

·2· · · · Q.· ·Mr. Clements, you discuss in great detail

·3· ·ratepayer risk.· And again, it's touching that you care

·4· ·about it.· Ratepayers have a risk of variable price

·5· ·options, too; do they not?

·6· · · · A.· ·You'll have to expand on that question.

·7· · · · Q.· ·Is there no risk when ratepayers are left open

·8· ·to variable price or market price options as opposed to

·9· ·fixed price?

10· · · · A.· ·Yes.· There is some risk.· That's why you hedge

11· ·to avoid that risk.

12· · · · Q.· ·Well, that's one way you hedge.· Another way

13· ·you hedge that is you build resources when you determine

14· ·that that's the most cost-effective option; right?

15· · · · A.· ·That's correct.

16· · · · Q.· ·Another way that the Company has done for many

17· ·many years is enter into long-term PPAs; has it not?

18· · · · A.· ·Historically, yes.· Over the past ten-plus

19· ·years it has not.

20· · · · Q.· ·It still has some long-term power purchase

21· ·agreements; does it not?

22· · · · A.· ·I believe it does have a small amount.

23· ·The Company is prohibited by policy implemented as a

24· ·result of the hedging collaborative from doing that

25· ·today.
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·1· · · · · · ·MR. DODGE:· We'll get to that.· That's not a

·2· ·true statement, but we will get to that in a minute.

·3· · · · · · ·MS. HOGLE:· Mr. Dodge, objection.

·4· · · · · · ·Can you please let Mr. Clements finish his

·5· ·testimony before you cut him off?

·6· · · · · · ·MR. DODGE:· Is that a request or are you asking

·7· ·the Commission to rule --

·8· · · · · · ·MS. HOGLE:· I'm asking you on a professional

·9· ·level to please let my witness answer the question before

10· ·you cut him off.

11· · · · · · ·THE HEARING OFFICER:· And I think we're on

12· ·Mr. Clements' answer right now.

13· · · · · · ·THE WITNESS:· I think I may have been done.

14· ·BY MR. DODGE:

15· · · · Q.· ·I think you were probably done.· The risk,

16· ·the fixed-price risk, meaning once you've tied into an

17· ·agreement, a contract, you no longer have the right to go

18· ·try and get market resources if they're lower.· You no

19· ·longer have the risk of higher prices; right?

20· · · · · · ·That same risk is faced with any long-term

21· ·company resource; correct?

22· · · · A.· ·Any long-term fixed-price contract or

23· ·obligation carries that risk, yes.

24· · · · Q.· ·And so, you, for example, try and illustrate

25· ·the prices of some PPAs entered into a few years ago

http://www.litigationservices.com


Page 72
·1· ·in the last few years to what the current strip is.

·2· · · · · · ·First of all, the strip isn't guaranteed.

·3· · · · · · ·That's a projection; right?

·4· · · · A.· ·That's correct.

·5· · · · Q.· ·You can't go buy that ten-year strip today for

·6· ·that price?

·7· · · · A.· ·You potentially could.

·8· · · · Q.· ·An electric strip?

·9· · · · A.· ·Possibly.

10· · · · Q.· ·Possibly?

11· · · · A.· ·Yes.

12· · · · Q.· ·Not many customers are out there taking the

13· ·other side of that risk; are they?

14· · · · A.· ·That was my exact point earlier, that long-term

15· ·electricity contracts are not entered into anymore.

16· · · · Q.· ·But you could make the similar analogy.· You

17· ·use numbers in the range of 60 some-odd dollars for the

18· ·QFs and 40 some-odd dollars for this strip that isn't

19· ·tied down.· What was the comparable cost of the last

20· ·resource the Company built?

21· · · · · · ·Let's go to the Lakeside two project.

22· · · · · · ·If you looked at the 2015 price per megawatt

23· ·hour of that, would we not be in the $80 range?

24· · · · A.· ·I don't have information in front of me.

25· · · · Q.· ·Would that surprise you if it's in the $80
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·1· ·range?

·2· · · · A.· ·80 would surprise me, yes.

·3· · · · Q.· ·What would not surprise you?

·4· · · · A.· ·40, 50.· We'd have to look at that price but

·5· ·again, I don't speculate.

·6· · · · Q.· ·You think all-in costs, including the fixed

·7· ·costs of the Lakeside two power plant in 2015 is $40

·8· ·a megawatt hour?

·9· · · · A.· ·Oh, including capital?

10· · · · Q.· ·I'm talking the all-in cost.

11· · · · A.· ·Again, I don't have those numbers in front of

12· ·me.· So, I couldn't speculate on that.

13· · · · Q.· ·$80 there wouldn't surprise you; would it?

14· · · · A.· ·Again, I don't have the numbers.· So, I don't

15· ·want to speculate on that.

16· · · · Q.· ·So, if you wanted to show ratepayer risk,

17· ·you could say, well, that was a decision we made looking

18· ·at the exact same metrics shows we're $40 out of the

19· ·money on the other side with a Company resource; right?

20· · · · A.· ·Correct.· And again, in my summary today,

21· ·I said -- I agreed with that very very point, that it

22· ·could just as easily be $1.2 billion in the money.

23· ·It's not a matter of betting right or wrong.· It's the

24· ·fact that you're making a long-term bet that you

25· ·otherwise would not.
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·1· · · · Q.· ·But you do make that bet in other contexts?

·2· · · · A.· ·I would say it's not a bet in that context.

·3· ·And again, that gets back to the IRP.· You have an

·4· ·identified need that's gone through a rigorous review

·5· ·process that goes through a request for proposal process.

·6· ·You get exactly what you want, how much you want at the

·7· ·time you want.

·8· · · · Q.· ·I understand that's --

·9· · · · A.· ·And that's something that's of a material

10· ·difference.

11· · · · Q.· ·I understand that's your testimony.· We'll talk

12· ·about the IRP in just a moment.

13· · · · · · ·You claim that the hedging policy now prohibits

14· ·you from entering into long-term power purchase

15· ·agreements; is that correct?

16· · · · · · ·Is that your view of the hedging policy?

17· · · · A.· ·No.· The hedging policy prohibits traders from

18· ·doing that without stakeholder review.· So, long-term

19· ·contracts can be entered into but they require additional

20· ·review.

21· · · · Q.· ·Mr. Clements, were you a member of that hedging

22· ·collaborative?

23· · · · A.· ·No, I was not.

24· · · · Q.· ·I was.· Would it surprise you or would it be

25· ·inconsistent with your view that long-term PPAs for
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·1· ·electric power purchase agreements were never even

·2· ·discussed in that collaborative?

·3· · · · A.· ·That would surprise me.

·4· · · · Q.· ·Would it surprise you that in the Exhibit-A to

·5· ·that collaborative that shows the policy, the principles

·6· ·and the general guidelines adopted by the participants

·7· ·is never mentioned?· Would that surprise you?

·8· · · · A.· ·It would.

·9· · · · · · ·MR. DODGE:· Let me hand you that exhibit.

10· · · · · · ·May I approach, Mr. Chairman?

11· · · · · · ·THE HEARING OFFICER:· Yes.

12· · · · · · ·(RMCRE Cross Exhibit-2 Identified)

13· ·BY MR. DODGE:

14· · · · Q.· ·What I'm going to hand you is Exhibit-A.

15· ·I chose not to copy the entire hedging report because

16· ·it's somewhat voluminous, but I did copy the Exhibit-A

17· ·which was the document that was negotiated I'll represent

18· ·by the parties to that hedging collaborative and that

19· ·formed the basis for the stipulation to the Commission

20· ·to adopt these new hedging policies.

21· · · · · · ·Is that consistent with your understanding

22· ·of what went on in the hedging collaborative?

23· · · · A.· ·Again, I wasn't actively involved in it, no.

24· · · · Q.· ·So, I turn your attention and I'd invite you to

25· ·read this.· You weren't a participant in it and maybe you
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·1· ·have a different view of it than I do, but review this as

·2· ·much as you want.· I'll point out a few specific parts.

·3· · · · · · ·For example, in the paragraph one, it talks

·4· ·about PacifiCorp's expertise, blah, blah, blah.· And at

·5· ·the end it talks about, "... related to natural gas

·6· ·procurement, energy balancing, and hedging."

·7· · · · · · ·First of all, would it surprise you to learn

·8· ·that this whole collaborative came about because of

·9· ·complaints about natural gas hedging, short-term

10· ·financial natural gas hedges the Company was making out

11· ·four and five years for more than a hundred percent

12· ·of its natural gas needs?

13· · · · A.· ·I'm not sure about all those facts you just

14· ·listed, but I know it came about because of the natural

15· ·gas hedges.

16· · · · Q.· ·Let me turn your attention down to paragraph

17· ·seven of that in the, "Principles."

18· · · · · · ·"Voluntarily pre-approval procedures under Utah

19· · · · Code Section 54-17-402 may be used for long-term

20· · · · commitments that fall outside of the suggested

21· · · · guidelines."

22· · · · · · ·Did I read that correctly?

23· · · · A.· ·Yeah.

24· · · · Q.· ·So, you accept that part of the hedging

25· ·collaborative procedure was, if you're going to talk
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·1· ·long-term commitments --

·2· · · · · · ·Now, this doesn't say PPAs, but even if it

·3· ·included that, it contemplated that that would be dealt

·4· ·with outside of the hedging guidelines; did it not?

·5· · · · A.· ·Yes.· And I referenced that in my testimony.

·6· · · · Q.· ·And then we go down to paragraph nine of

·7· ·"Principles."

·8· · · · · · ·"All commonly used, available and effective

·9· · · · physical products and financial instruments may be

10· · · · utilized in Energy Planning and Procurement as

11· · · · appropriate."

12· · · · · · ·It specifically contemplates continuing to use

13· ·all commonly-available physical and financial products

14· ·including a PPA; would it not?

15· · · · A.· ·It doesn't prohibit the use of a PPA, no.

16· · · · Q.· ·Well, in fact, it says they should continue

17· ·to be used as appropriate; does it not?

18· · · · A.· ·Yes, "as appropriate" is pretty significant

19· ·there.

20· · · · Q.· ·And then under "General Guidelines" -- but

21· ·you're trying to claim that this hedging policy precludes

22· ·you or is inconsistent with what you're doing.

23· · · · · · ·And I'm saying, in here, show me where that

24· ·inconsistency shows up in the Exhibit-A that the parties

25· ·agreed to in that hedging collaborative.

http://www.litigationservices.com


Page 78
·1· · · · A.· ·Well, in, "General Guidelines" number one at

·2· ·the bottom of page 14:

·3· · · · · · ·"The forecast total requirement for natural gas

·4· · · · and electricity should not be fully hedged."

·5· · · · Q.· ·"Fully hedged" because the Company was 100

·6· ·percent, more than 100 percent hedging its natural gas

·7· ·requirements at the time.· "Fully hedged."· No one here

·8· ·is talking about fully hedging anything; are we?

·9· · · · A.· ·Well, I don't know if you were testifying to

10· ·that.· I mean --

11· · · · Q.· ·Are you?

12· · · · A.· ·You're speaking to things that occurred during

13· ·the negotiation of this document.

14· · · · Q.· ·No.· I'm reading what's in the exhibit that

15· ·went before the Commission.

16· · · · A.· ·Yes.· And it says:

17· · · · · · ·"The forecast total requirement for natural gas

18· · · · and electricity should not be fully hedged."

19· · · · Q.· ·"Fully hedged."

20· · · · A.· ·Yes.· And the point I made earlier -- and that

21· ·was my exact point and my exact concern with the PURPA

22· ·obligation.· There's nothing stopping us.· We can have

23· ·10,000 megawatts of QFs come through the door and we

24· ·would have to execute each one of those contracts.

25· · · · Q.· ·Let's get back to the Exhibit-A.· The next
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·1· ·sentence illustrates what the first sentence is talking

·2· ·about:· "A reasonable percentage of the natural gas

·3· · · · requirements should remain open to short-term market

·4· · · · price exposure and allow for operational

·5· · · · flexibility.· The percentage of natural gas

·6· · · · requirement .... is as follows:"

·7· · · · · · ·Now, that's blacked out because that's a

·8· ·confidential part of this document.

·9· · · · · · ·That's talking about fully hedging natural gas

10· ·and keeping some of it open; correct?

11· · · · A.· ·That's correct.

12· · · · Q.· ·It goes on in paragraph two that:

13· · · · · · ·"PacifiCorp should use Fundamental and

14· · · · technical analyses with consideration of the

15· · · · Company's risk management metrics, to determine

16· · · · timing and volume of electricity hedges."

17· · · · · · ·There we're talking about financial hedges;

18· ·are we not?

19· · · · A.· ·I don't read it that way.

20· · · · Q.· ·You weren't in the collaborative; were you?

21· · · · A.· ·No.· As I read the plain language of that,

22· ·it says:· "... Fundamental and technical analyses with

23· · · · consideration of the Company's risk management

24· · · · metrics to determine the timing and volume of

25· · · · electricity hedges."
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·1· · · · Q.· ·And "hedges" as described in this document is

·2· ·talking about the financial instruments the Company was

·3· ·using to hedge natural gas and electricity purchases.

·4· · · · A.· ·And I don't see a material difference between

·5· ·a financial hedge and a physical hedge when it comes to

·6· ·fixed-price risk.· The only difference is deliverability.

·7· · · · Q.· ·I understand that's your view.· My point is,

·8· ·you're trying to claim this document somehow requires the

·9· ·position you're talking here in this case.

10· · · · · · ·And I'm trying to find out where in this

11· ·document it does it because I was part of that

12· ·collaborative and I completely disagree.· So --

13· · · · · · ·MS. HOGLE:· Objection.· Assumes facts not in

14· ·evidence.

15· · · · · · ·MR. DODGE:· I'll tell you what, I'll withdraw

16· ·it.

17· · · · · · ·THE HEARING OFFICER:· Make sure we're not

18· ·crossing the line of you providing testimony on what

19· ·happened unless you're going to do that later.

20· ·BY MR. DODGE:

21· · · · Q.· ·Thank you, Mr. Chairman.· I will do that.

22· ·Paragraph five:· "Proposals for long-term natural gas

23· · · · supplies, transportation, storage and price hedges

24· · · · should be solicited and evaluated as part of an

25· · · · Energy Planning and Procurement process,
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·1· · · · particularly in an environment of favorable

·2· · · · Fundamentals."

·3· · · · · · ·Right?· Now, that's natural gas, but I read

·4· ·that correctly; did I not?

·5· · · · A.· ·That's correct.

·6· · · · Q.· ·"The 36-month guideline for financial hedges,"

·7· · · · financial hedges, "and the suggested annual

·8· · · · percentage guidelines should not limit opportunities

·9· · · · for longer term hedges, supply commitments, or

10· · · · storage contracts in a price environment

11· · · · advantageous to natural gas consumers as determined

12· · · · by Fundamental analyses."

13· · · · · · ·So again, that's natural gas.· It contemplated

14· ·longer term acquisition when financial conditions

15· ·contemplated it; did it not?

16· · · · A.· ·Yes.· And one of those actually occurred.

17· · · · Q.· ·My point comes back to, you tried to use this

18· ·hedging collaborative -- I understand if you're saying,

19· ·the principles as you read them of this hedging

20· ·collaborative you were not involved in somehow supports

21· ·your position.· But it's not a fair statement; is it,

22· ·Mr. Clements, to claim that this requires a shortening

23· ·of the PPA term before this Commission?

24· · · · · · ·MS. HOGLE:· Objection.· Asked and answered.

25· · · · · · ·MR. DODGE:· Well, if his answer was --
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·1· · · · · · ·MS. HOGLE:· Several times.· Asked and answered.

·2· · · · · · ·THE WITNESS:· I'll answer it.

·3· · · · · · ·THE HEARING OFFICER:· I think there's a

·4· ·discreet part of the question that's unique that I'll

·5· ·allow an answer to.

·6· · · · · · ·THE WITNESS:· I'd like to answer that because

·7· ·several times you've said what my opinion is.· You've

·8· ·never let me actually say what my opinion is.

·9· · · · · · ·This document -- so, the hedging collaborative

10· ·was around the fact, it got its basis around the fact

11· ·that the Company put on some multi-year gas hedges that

12· ·were in the money and then went out of the money.

13· · · · · · ·And the parties were concerned about the fact

14· ·that there were these long-term hedges that were put in

15· ·place and the impact that had on customer rates.

16· · · · · · ·The document, yes.· The plain language of the

17· ·document, one, applies to natural gas primarily; two,

18· ·says, if you want to do something long term which is

19· ·beyond 36 months, it needs to go through a fundamental

20· ·analysis and a long-term review process.

21· · · · · · ·Those principles are consistent with the

22· ·Company's application in this matter where we are

23· ·requesting that if a contract locks in a price for

24· ·20 years, it requires additional fundamental analysis

25· ·and stakeholder review before being executed.
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·1· · · · · · ·That is my position, that the fundamental

·2· ·principles behind the hedging collaborative say that

·3· ·if you're going to put on a long-term fixed-price bet,

·4· ·it needs additional review.· That's my testimony.

·5· ·BY MR. DODGE:

·6· · · · Q.· ·And does the avoided cost pricing at which

·7· ·QF contracts are executed not get significant review

·8· ·before this Commission?

·9· · · · A.· ·Again, the methodology does.· The price itself

10· ·does not.

11· · · · Q.· ·The price that comes out of the methodology;

12· ·right?

13· · · · A.· ·Yes.

14· · · · Q.· ·The methodology determines the price and in

15· ·light of changing information over time; correct?

16· · · · A.· ·That's correct.

17· · · · · · ·MR. DODGE:· Thank you.

18· · · · · · ·THE HEARING OFFICER:· Mr. Dodge, if I

19· ·could just -- I think it might be a good time to take a

20· ·short break unless you just have a little bit to do.

21· ·But it seems like you have a couple more topics you're

22· ·going to address.

23· · · · · · ·MR. DODGE:· A couple more.· It won't be

24· ·significantly longer but I'm happy to take a break.

25· · · · · · ·THE HEARING OFFICER:· Why don't we recess for
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·1· ·ten minutes.· Thank you.

·2· · · · · · ·(Recess taken from 10:36 a.m. to 10:47 a.m.)

·3· · · · · · ·THE HEARING OFFICER:· Okay.· It looks like we

·4· ·have all counsels present.

·5· · · · · · ·Mr. Clements, you're still under oath and we'll

·6· ·continue with Mr. Dodge's cross-examination.

·7· · · · · · ·MR. DODGE:· Thank you, Mr. Chairman, for that

·8· ·break, and as a result of it, I'll be much shorter.

·9· ·I just have a couple more issues to address with

10· ·Mr. Clements, but first I'd like to move the admission

11· ·of Cross-Examination Exhibit-2, the hedging --

12· · · · · · ·THE HEARING OFFICER:· I'll ask any party to

13· ·state their objection if they have one.· I'm not hearing

14· ·any.· So, it'll be admitted.· Thank you.

15· · · · · · ·(RMCRE Cross Exhibit-2 Admitted)

16· ·BY MR. DODGE:

17· · · · Q.· ·Mr. Clements, you discussed the IRP several

18· ·times.· I just want to ask you a few questions about your

19· ·understanding of the IRP.

20· · · · · · ·Is it a true statement that long-term QF PPAs

21· ·at avoided cost prices are not among the resource options

22· ·that the IRP chooses?

23· · · · A.· ·Yes.· That would not be a resource that it

24· ·could select.

25· · · · Q.· ·Long-term arrangements maybe but they're set
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·1· ·at cost and not at the utility's presumption of cost and

·2· ·not based on avoided cost pricing; correct?

·3· · · · A.· ·Yes.· Arguably, if the avoided cost reflects

·4· ·the IRP avoided cost for resource, then those should be

·5· ·the same in principle, yeah.

·6· · · · Q.· ·Secondly, although you talked about the two- to

·7· ·four-year action plan and in your view, the inconsistency

·8· ·with 20-year PPAs with that, it is true, is it not, that

·9· ·the IRP process, A, uses a 20-year planning horizon and,

10· ·B, based on that 20-year planning horizon results in

11· ·decisions that may be a 40- or 50-year resource

12· ·commitment?

13· · · · A.· ·Yes, that's correct.· It tells you what you

14· ·should do over the next 20 years.

15· · · · · · ·However, it doesn't have you do anything until

16· ·you get within two to four years of when you actually

17· ·need that.· But then when you do something, yes,

18· ·it often results in a 40- to 50-year asset life.

19· · · · Q.· ·And then let's talk just a minute about what

20· ·it says as the need.· The 2015 IRP, does it not identify

21· ·roughly a thousand megawatt, talking capacity now, need

22· ·or shortage between projected resources and projected

23· ·demands or loads throughout most of that 20-year planning

24· ·horizon?

25· · · · A.· ·Yeah.· I'm not sure I can confirm the thousand
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·1· ·megawatt number.· There are quite a few front-office

·2· ·transactions for the summer peak period.

·3· · · · Q.· ·And so, the summer peak period, you get

·4· ·short -- these transactions are under a year in the IRP;

·5· ·correct?· They assume contracts of under a year?

·6· · · · A.· ·Yes.· They assume you'll be able to go out

·7· ·and acquire those in one-year increments, yes.

·8· · · · Q.· ·So, isn't it a fair statement that under your

·9· ·current IRP, there is a demonstrated need both for energy

10· ·and capacity above the Company's committed resources in

11· ·every of the 20 years but that the IRP has selected as

12· ·the least-cost resource, for the most part, demand-side

13· ·management and front-office market transactions,

14· ·short-term less-than-a-year market transactions?

15· · · · A.· ·Yes.· And the primary reason for that is it's

16· ·selected primarily Q3 or summertime peak market

17· ·purchases.· So, that's when we have that deficiency

18· ·and it says go out and get market purchases just for that

19· ·time period.· So, that's a very unique product.

20· · · · Q.· ·Had the cost benefit analysis that the Company

21· ·engages in in the IRP said with that -- and I'm just

22· ·using thousand as a round number.· Maybe it's 800.

23· ·Maybe it's 11 some years, but had it said, in order to

24· ·meet that peek demand need -- and again, I'm talking

25· ·demand as opposed to energy, we're going to build another
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·1· ·Lakeside three if there were such a creature in the works

·2· ·or something like that.· If that had been the lower-cost

·3· ·assumption, damn the market resources, it would have

·4· ·picked that for now; correct?

·5· · · · A.· ·Yes.· It would have.

·6· · · · Q.· ·And when you do avoided cost pricing, you look

·7· ·at what your long-term projected energy and, if it defers

·8· ·something down the road, demand savings will be and that

·9· ·gets incorporated into the avoided cost pricing; correct?

10· · · · A.· ·Yes.· It looks at your long-term capacity need

11· ·and a forecasted long-term energy need; that's correct.

12· · · · Q.· ·And today, when you send out indicative pricing

13· ·today based on the current queue and your current

14· ·assumptions in the grid model, you're down in the $30 per

15· ·megawatt hour range; correct?

16· · · · A.· ·Sorry.· I'll need you to repeat that or

17· ·rephrase that.

18· · · · Q.· ·The most recent QF indicative pricing request

19· ·that you personally have responded to, that's been within

20· ·the last few months; correct?

21· · · · A.· ·Yes.

22· · · · Q.· ·And the indicative pricing, without getting

23· ·specific, the levelized 20-year pricing is in the $30

24· ·per megawatt hour range; correct?

25· · · · A.· ·30 to 40 depending on the project of course.
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·1· ·That's solar you're talking about.· Other projects might

·2· ·be higher.

·3· · · · Q.· ·I am talking solar.· Thank you.· And that

·4· ·represents primarily the displacement of front-office

·5· ·transactions over that 20-year planning horizon; correct?

·6· · · · A.· ·Correct.· It displaces some front-office

·7· ·transactions.· Why the IRP didn't select a solar project

·8· ·instead of those front-office transactions is because you

·9· ·have to take the solar year round and not just during the

10· ·summer on peak period.

11· · · · · · ·And the reason I'm well versed in that is

12· ·because I personally have looked at the front-office

13· ·transactions and the IRP and I said, is there a way for

14· ·us to build more renewables instead of having all these

15· ·market purchases.· And it's not economic to do so.

16· ·So, that's why I'm fairly well versed in that one.

17· · · · Q.· ·And in those hours, the hours where you're

18· ·taking the energy when you don't need the capacity --

19· · · · · · ·You still need the energy; correct?· It's not

20· ·forcing you to take energy you can't use?

21· · · · A.· ·Well, you can always use the energy.

22· ·It's just, what are you avoiding and what are your costs

23· ·to do that.

24· · · · Q.· ·And in the current grid model when you do

25· ·indicative pricing, primarily the energy that's being
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·1· ·displaced, the assumption of energy is the front-office

·2· ·transactions out through that 20-year term; correct?

·3· ·I'm talking --

·4· · · · A.· ·Again, the front-office transactions cover

·5· ·those on-peak summer periods and not the entire year.

·6· ·And I will -- if I can have one correction to one of the

·7· ·things I agreed with you earlier.

·8· · · · · · ·There will be times in the future where there

·9· ·will be energy that we cannot use and there are quite a

10· ·few studies that have talked about how there may be some

11· ·hours with the proliferation of solar that's coming on,

12· ·there may be some hours where you have some negative

13· ·energy pricing but we don't see that now.

14· · · · Q.· ·And if that were forecast, that would reduce

15· ·the avoided cost pricing.· In other words, the pricing

16· ·takes that into consideration; does it not?

17· · · · A.· ·Yes.· The model does take that into account.

18· · · · Q.· ·And when you say you looked at a solar project,

19· ·this would be a Company-sponsored project where all the

20· ·costs go in.· You take the energy, et cetera; right?

21· · · · A.· ·Yes.

22· · · · Q.· ·That's a utility model.· But with a QF model

23· ·where you're determining that long-term avoided-cost

24· ·pricing, it takes into consideration that energy in the

25· ·middle of the night in the shoulder months maybe almost

http://www.litigationservices.com


Page 90
·1· ·zero --

·2· · · · A.· ·Absolutely.

·3· · · · Q.· ·-- or very very low?

·4· · · · A.· ·Yes.

·5· · · · Q.· ·And that's all they're being paid for?

·6· · · · A.· ·Yes.

·7· · · · Q.· ·One last question.· You comment that Mr. --

·8· ·in your surrebuttal.· You don't need to turn to it unless

·9· ·you'd like to and I'll give you the cite.

10· · · · · · ·You commented in your view Mr. Harris and

11· ·Mr. Isern who are Coalition witnesses, other than their

12· ·own opinions, they haven't provided any evidence that the

13· ·three-year term would stop all renewable development.

14· · · · · · ·Is that a fair characterization of what you

15· ·testified to?

16· · · · A.· ·Correct.

17· · · · Q.· ·It's on lines 42 to 46 of your surrebuttal.

18· · · · A.· ·Yeah, that's correct.

19· · · · Q.· ·A, asking Mr. Harris and Mr. Isern to provide

20· ·evidence other than their own opinions that it would stop

21· ·development is asking them to approve a negative; right?

22· ·That it cannot be financed with a three-year term.

23· ·They said in their opinions it can be.

24· · · · · · ·You're saying, other than their opinions, they

25· ·haven't provided evidence.· That would be asking them
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·1· ·to prove a negative; would it not?

·2· · · · A.· ·Yeah.· It's difficult to prove a negative as we

·3· ·witnessed when you asked me to prove that PURPA doesn't

·4· ·say a three-year contract term.· So, yes, it's very

·5· ·difficult to prove a negative.

·6· · · · Q.· ·You understand, do you not, that Rocky Mountain

·7· ·has the burden of proof in this docket?

·8· · · · A.· ·Yes.

·9· · · · Q.· ·And you accept that part of that burden is to

10· ·show that its proposal is consistent with all aspects

11· ·of Utah law, not just the ratepayer indifference standard

12· ·but also the policy to encourage the development of these

13· ·resources.· You accept that; do you not?

14· · · · A.· ·I do, yes.

15· · · · · · ·MR. DODGE:· Thank you.· No further questions.

16· · · · · · ·THE HEARING OFFICER:· Thank you.· Before I go

17· ·to Mr. Sanger, to make sure we have the record clarified,

18· ·I want to ask Mr. Dodge earlier in his

19· ·cross-examination, were you making an appearance

20· ·on behalf of UAE?

21· · · · · · ·MR. DODGE:· No.· I don't remember, honestly,

22· ·if UAE intervened separately.· If so, then I guess I'm

23· ·appearing for them as a member of the Coalition.· And so,

24· ·they're a member of the Coalition and they support the

25· ·Coalition testimony.
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·1· · · · · · ·THE HEARING OFFICER:· Oh, okay.· That clarifies

·2· ·it.

·3· · · · · · ·MR. DODGE:· That was the point I meant to make,

·4· ·and I apologize if I said it in a different way.

·5· · · · · · ·THE HEARING OFFICER:· Thank you.· Mr. Sanger.

·6· · · · · · · · · · · CROSS-EXAMINATION

·7· ·BY MR. SANGER:

·8· · · · Q.· ·Thank you.· Good afternoon.

·9· · · · A.· ·Good afternoon.

10· · · · Q.· ·Or actually, good morning.

11· · · · A.· ·Good morning.

12· · · · Q.· ·I won't be quite as much fire and brimstone

13· ·as Mr. Dodge, but I'd like to move forward a little bit.

14· ·I wanted to ask you a couple of questions on the

15· ·testimony you gave a little bit earlier.

16· · · · · · ·You said that the Company or that you are

17· ·agnostic regarding the purchase of QF power;

18· ·is that correct?

19· · · · A.· ·That's correct, yes.

20· · · · Q.· ·And is that the Company's view, that they're

21· ·agnostic on the purchase of QF power as well?

22· · · · A.· ·Yes.· We try to implement the Commission orders

23· ·and make recommendations to the Commission that would

24· ·leave us in that position.

25· · · · · · ·Again, we're balancing customers and the
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·1· ·ratepayer indifference standard and the rights that QFs

·2· ·have under PURPA and state law.

·3· · · · Q.· ·And you get to recover all your costs of QF

·4· ·contracts and your power cost to adjustment mechanisms

·5· ·or rate cases or whatever; is that correct?

·6· · · · A.· ·Well, we have the opportunity to recover all of

·7· ·our costs in some circumstances, a portion of our costs

·8· ·in other circumstances.· And without elaborating on that

·9· ·too much, due to the sharing bands in the energy

10· ·balancing account, there are some QF costs that go

11· ·unrecovered.· So, maybe we're not agnostic.

12· · · · Q.· ·So, that means that you've moved from the

13· ·agnostic to the slightly opposed category?

14· · · · A.· ·No.· I guess I should revise my earlier

15· ·testimony where I said it doesn't impact our bottom line.

16· ·But the energy balancing account is short term in nature,

17· ·and so, most of those contracts would fall within that

18· ·anyway.· And so, our proposal would not affect the

19· ·financial impact to the Company.· And that's not our

20· ·objective here.

21· · · · Q.· ·Okay.· So, does the Company earn a return on

22· ·its QF contracts?

23· · · · A.· ·It does not unless it owns it which the Company

24· ·currently does not own a QF contract at the PacifiCorp

25· ·level.
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·1· · · · Q.· ·Okay.· And if the Company built a similar

·2· ·biomass or solar or wind or any other sort of QF project

·3· ·or any other renewable project, would the company earn

·4· ·a return on that investment?

·5· · · · A.· ·Presumably, yes, if we had the opportunity to.

·6· · · · Q.· ·So, if the Company builds its own resources

·7· ·rather than purchase QF power, there's a different impact

·8· ·on the Company?

·9· · · · A.· ·From an earning standpoint, yes.

10· · · · Q.· ·So, is Berkshire Hathaway, they're not

11· ·indifferent to whether the Company purchases QF power

12· ·or builds its own power?

13· · · · A.· ·Again, at the Berkshire level, they may have

14· ·a different opinion, but at the PacifiCorp level, we're

15· ·simply trying to balance customer interests and rights

16· ·of QFs.

17· · · · Q.· ·But the Company's shareholders aren't

18· ·indifferent?

19· · · · A.· ·Well, PacifiCorp doesn't have any plans to

20· ·develop QFs within its service territory to own and

21· ·operate them.

22· · · · Q.· ·But you have plans at some point to own and

23· ·operate renewable projects or at least nonrenewable

24· ·projects at some point?

25· · · · A.· ·Well, they are in the Integrated Source Plan
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·1· ·but when we go out and acquire those, it's through a

·2· ·request for proposal process and --

·3· · · · Q.· ·Well, I know we've gone through the process.

·4· ·Right now I'm just trying to get to the point about

·5· ·whether your shareholders are indifferent to whether you

·6· ·purchase QF power or you build a resource yourself.

·7· · · · · · ·MS. HOGLE:· Mr. Clements, I would advise you

·8· ·to only answer that question if you know for a fact that

·9· ·that's true or not.

10· · · · · · ·THE WITNESS:· Well, trying to finish my earlier

11· ·answer, when we go out and acquire renewable resources,

12· ·we do so through an RFP.· And sometimes the Company does

13· ·submit its own project, but the RFP selects the

14· ·lowest-cost least-risk project.· And in many of our wind

15· ·RFPs, that turned out to be a power purchase agreement.

16· · · · · · ·So, there's no -- in the Company's procurement

17· ·process, there's no additional desire or credit given to

18· ·a company project over a PPA.

19· ·BY MR. SANGER:

20· · · · Q.· ·But if the Company acquires a renewable

21· ·project, then it can earn a return on that project if it

22· ·builds it or purchase it for its own self?

23· · · · A.· ·Yes.

24· · · · Q.· ·And you said the Company always does an RFP for

25· ·its wind purchases?
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·1· · · · A.· ·Typically, yes.· I mean, there is statute in

·2· ·Utah and in Oregon that requires us to do so if the

·3· ·project's of a certain size.

·4· · · · Q.· ·And has the Company always done that?

·5· · · · A.· ·I would say that's the typical practice, yes.

·6· ·It's unusual for the Company to go out and acquire a

·7· ·project without that RFP.· In the last several years,

·8· ·there were some times the Company built projects that

·9· ·were economically sensitive from a timing standpoint.

10· · · · Q.· ·And did the Company do that for its

11· ·Rolling Hills project, did it have an RFP?

12· · · · A.· ·I believe that was one of those instances where

13· ·it was an economic timely opportunity.

14· · · · Q.· ·And by "economic timely opportunity," are you

15· ·aware that the Oregon Commission disallowed the Rolling

16· ·Hills and rates because they concluded it was not

17· ·economic?

18· · · · A.· ·I'm not certain of the exact reason.

19· ·That's not my understanding.

20· · · · Q.· ·Did the Oregon Commission disallow

21· ·Rolling Hills rates?

22· · · · A.· ·I'm not certain of the details around that.

23· ·I believe they did on a portion of it.

24· · · · Q.· ·Okay.· I'd like to move on to how Schedule 37

25· ·works.· Can you just give a brief one-minute overview
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·1· ·of how Schedule 37 prices are set?

·2· · · · A.· ·So, Schedule 37 prices are set in a similar

·3· ·manner to Schedule 38 where there is a production

·4· ·dispatch model run and there's an avoided capacity

·5· ·determination.· The difference between Schedule 37 and

·6· ·Schedule 38 is Schedule 37, the calculation's performed

·7· ·once and prices are set in the tariff and there's a cap

·8· ·on the tariff at 25 cumulative megawatts for that tariff

·9· ·and then any QF contract can be entered into under that

10· ·tariff at that pricing.

11· · · · Q.· ·And isn't there a difference between resource

12· ·sufficiency and resource deficiency in Schedule 37?

13· · · · A.· ·I don't believe so.

14· · · · Q.· ·And how are capacity payments paid in

15· ·Schedule 37?

16· · · · A.· ·They could be paid levelized over the term of

17· ·the agreement or unlevelized.

18· · · · Q.· ·Does the time of the Company's next resource,

19· ·thermal resource acquisition, have any impact on capacity

20· ·payments?

21· · · · A.· ·The timing would, yes.

22· · · · Q.· ·So, how does that work?

23· · · · A.· ·I believe in 37 now, it's calculated in a

24· ·similar manner to 38, but we've had so many 37 dockets

25· ·recently, I'd have to check on that one.
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·1· · · · Q.· ·So, wasn't there a recent proceeding here at

·2· ·the Utah Public Service Commission where certain capacity

·3· ·payments were removed during the early years out of

·4· ·Schedule 37?

·5· · · · A.· ·Yes.· There's no longer a simple cycle capacity

·6· ·payment during the sufficiency period.

·7· · · · Q.· ·Okay.· So, what is the sufficiency period?

·8· · · · · · ·MS. HOGLE:· Objection.· I've allowed Mr. Sanger

·9· ·to ask these questions, but I think it's getting a little

10· ·beyond the scope of the proceeding and Mr. Clements'

11· ·knowledge with respect to that particular proceeding.

12· ·And so, I'm wondering how much longer Mr. Sanger is going

13· ·to question or go beyond this line of questioning.

14· · · · · · ·THE HEARING OFFICER:· Mr. Sanger, would you

15· ·like to address the objection?

16· · · · · · ·MR. SANGER:· Yes.· So, this is an issue that

17· ·my witness John Lowe addressed, the resource

18· ·efficiency/deficiency determination.· I assume

19· ·Mr. Clements read that testimony.

20· · · · · · ·Did you, Mr. Clements?

21· · · · A.· ·Yes.

22· · · · · · ·MR. SANGER:· And his rebuttal testimony does

23· ·not respond to Mr. Lowe on this point.· So, I wanted to

24· ·inquire.· I'm laying the foundation for my questions.

25· ·I wanted to inquire about how those prices are determined
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·1· ·and how the three-year contract term impacts that

·2· ·determination.

·3· · · · · · ·THE HEARING OFFICER:· Okay.· And so, you know,

·4· ·I think we need to, as a general rule, limit

·5· ·cross-examination to issues that Mr. Clements addressed

·6· ·or doesn't address in his rebuttal or surrebuttal.

·7· ·I think there is some relevance of the manner in which

·8· ·Schedule 37 pricing is calculated, but that may be more

·9· ·appropriate to deal with with your witness if

10· ·Mr. Clements did not address that in his testimony.

11· ·BY MR. SANGER:

12· · · · Q.· ·Okay.· So, I will abbreviate things and try to

13· ·move on.· So, Mr. Clements you had proposed three-year

14· ·contract terms in this case; is that correct?

15· · · · A.· ·That's correct.

16· · · · Q.· ·So, during those three years, would a QF be

17· ·paid capacity payments based on a peaking resource?

18· · · · A.· ·It's possible depending on when they requested

19· ·pricing and whether there was a peaking resource included

20· ·in the Integrated Resource Plan.

21· · · · Q.· ·So, in the current IRP, is there a peaking

22· ·resource included in the resource sufficiency period?

23· · · · A.· ·No.· There's no deferrable resource included

24· ·until 2028.

25· · · · Q.· ·Okay.· So, there's nothing until 2028?
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·1· · · · A.· ·Yes.

·2· · · · Q.· ·So, if a QF entered into a 20-year contract,

·3· ·how many years out does 20 years ago?

·4· · · · A.· ·From today?

·5· · · · Q.· ·Yeah.

·6· · · · A.· ·20.

·7· · · · Q.· ·What's that?

·8· · · · A.· ·20.

·9· · · · Q.· ·And what year does that get us to?

10· ·Simple math here.

11· · · · A.· ·2035.

12· · · · Q.· ·Okay.· So, if a QF entered into a 20-year

13· ·contract, they would be paid some resources based on the

14· ·costs of a net, a new thermal resource acquisition

15· ·starting in 2027 or 2028?

16· · · · A.· ·That's correct, yes.

17· · · · Q.· ·And if a QF entered into a three-year contract,

18· ·they would not?

19· · · · A.· ·Under the current preferred portfolio, yes,

20· ·correct.

21· · · · Q.· ·So, in the past, has the portfolio included

22· ·a peaking resource, say, between a four- to seven-year

23· ·period out?

24· · · · A.· ·I'm not sure the preferred portfolio has ever

25· ·had a peaking resource in it, but there have been gas
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·1· ·plants that have been three to four years out.

·2· · · · Q.· ·Okay.

·3· · · · A.· ·In fact, back in the 2010, '11, '12 IRPs, we

·4· ·had gas plants stacked up in '14, '15, '16, '18.

·5· ·There was a whole line of combined central gas plants

·6· ·that were to be built that subsequently were deferred

·7· ·and not built.

·8· · · · Q.· ·And those were three, four, five years out?

·9· · · · A.· ·At the time, yes.

10· · · · Q.· ·So, if the QF had entered into -- if you had

11· ·three-year pricing in effect or three-year contract terms

12· ·in effect at that point and the QF entered into a

13· ·three-year contract, they would not be paid based on the

14· ·thermal resource because that's three to four years out.

15· · · · · · ·The contract only goes three years?

16· · · · A.· ·Correct.

17· · · · Q.· ·So, if that QF renewed its contract in three

18· ·years and the next thermal resource acquisition was out

19· ·again another three years, they again would not be paid

20· ·rates based on the thermal resource acquisition?

21· · · · A.· ·Yes, that's correct.· That's a concern that I

22· ·considered as well, that if you only have a three-year

23· ·contract term, you're never going to catch up to the

24· ·resource deficiency period because the Company will go

25· ·out and acquire that resource when it needs it.
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·1· · · · · · ·And I would agree with that issue.· I would

·2· ·agree that Mr. Peterson's proposal somewhat addresses

·3· ·that issue with how he calculated the capacity payment

·4· ·for five years.

·5· · · · Q.· ·Thank you.· I appreciate you agreeing to that

·6· ·issue.· Now, that cuts off the rest of my questions on

·7· ·that point.· Have you read the testimony, the rebuttal

·8· ·testimony of Nathan Rich on behalf of the Renewable

·9· ·Energy Coalition, REC?

10· · · · · · ·(Recess taken)

11· · · · · · ·THE HEARING OFFICER:· Okay.· We're back on the

12· ·record.· We'll continue with Mr. Sanger.

13· ·BY MR. SANGER:

14· · · · Q.· ·Thank you.· I think my last question was

15· ·whether you read the rebuttal testimony of Nathan Rich

16· ·on behalf of Renewable Energy Coalition; correct?

17· · · · A.· ·Yes.

18· · · · Q.· ·And does his company or his district sell power

19· ·to PacifiCorp?· Do they have a current contract with the

20· ·company?

21· · · · A.· ·I believe they do.· I'm not as familiar with

22· ·our smaller QF contracts but I believe they do.

23· · · · Q.· ·So, in his testimony he describes his project.

24· ·He describes it as a 300 kilowatt project.· So, you're

25· ·not familiar with that contract?· You don't remember it?

http://www.litigationservices.com


Page 103
·1· · · · A.· ·No.· I'm familiar with this project, though.

·2· · · · Q.· ·Okay.· Do you remember in his testimony where

·3· ·he talked about needing or entering into an 11-year PPA?

·4· · · · A.· ·Yes, I recall that.

·5· · · · Q.· ·And is this project a wind or solar project?

·6· · · · A.· ·No, it's not.

·7· · · · Q.· ·Now, can you refer to your rebuttal testimony

·8· ·on page 21?· In this rebuttal testimony, you discuss the

·9· ·difference between small and large QFs and you discuss

10· ·the Company's concern, the Company's more concerned with

11· ·larger QF contracts.· Is that still the case?

12· · · · A.· ·Yes, that's correct.

13· · · · Q.· ·So, what's the difference in your mind between

14· ·small and large QF contracts?· Why do you have a lower

15· ·concern for the smaller contracts?

16· · · · A.· ·The primary difference is that -- so, the

17· ·smaller contracts, if we're calling small less than three

18· ·megawatts, the smaller contracts are subject to Schedule

19· ·37.· And that particular tariff has a cumulative

20· ·25-megawatt cap in the tariff.

21· · · · · · ·And the Company files that tariff once per

22· ·year, typically.· And so, under that tariff, the Company

23· ·will receive no more than 25 megawatts worth of projects

24· ·each year.· And if there are requests exceed that amount,

25· ·then the Company would need to file another tariff.
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·1· · · · · · ·And i'm getting to the answer here.

·2· ·The primary concern with fixed-price risk is magnitude.

·3· ·And so, 25 megawatts worth of QFs do carry some

·4· ·fixed-price risk with a 20-year contract but that

·5· ·magnitude is reasonable.

·6· · · · · · ·Two thousand megawatts of fixed-price risk

·7· ·perhaps is not reasonable.· And that goes back to my

·8· ·earlier comments where I'm not sure what that number

·9· ·would be but the 25-megawatt cap in Schedule 37

10· ·significantly decreases the fixed-price risk for those

11· ·types of QFs.

12· · · · Q.· ·And that's even more so for a 300-kilowatt

13· ·project?

14· · · · A.· ·Yes.· That would be much less than the 25

15· ·megawatts.· So, that risk would be further diminished.

16· · · · Q.· ·And moving on to your testimony at the bottom

17· ·of the page 21, you talk about, you do not agree with the

18· ·recommendation that capacity payments would apply to

19· ·existing QFs even if the Company does not have a forecast

20· ·capacity need during the three-year term.

21· · · · · · ·And you then state that there's no guarantee

22· ·that a QF will sell power to the Company at the

23· ·expiration of any contract term.

24· · · · · · ·And that is your testimony; correct?

25· · · · A.· ·That's correct.
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·1· · · · Q.· ·Now, are you aware that in the Integrated

·2· ·Resource Plan that the Company plans on small QFs

·3· ·renewing their contracts?

·4· · · · A.· ·Yes.· I believe that has been the practice.

·5· ·I'm not sure if it continues to be the practice.

·6· · · · Q.· ·And at least historically, the Company has for

·7· ·the entire 20-year planning horizon assumed that the

·8· ·small QFs will continually renew their contracts?

·9· · · · A.· ·I believe that's correct.

10· · · · Q.· ·So, in, say, 2027 or 2028, the Company is

11· ·counting on a small QF being there and selling power

12· ·to it in the IRP for the entire 20-year horizon which

13· ·we determined would be out to year 2035?

14· · · · A.· ·Yes.· If that's the treatment, then yes,

15· ·it would.· And again, the magnitude plays a pretty

16· ·material role in that as the small QFs all added up

17· ·equate to a fairly small amount of megawatts.

18· · · · Q.· ·And you participated in the Idaho Public

19· ·Utilities Commission proceeding in which the Company

20· ·also requested a three-year contract term?

21· · · · A.· ·Yes, I did.

22· · · · Q.· ·And did the Idaho Public Utilities Commission

23· ·treat small base-load QFs differently than wind and solar

24· ·QFs?

25· · · · A.· ·They did.· They call it published-rate
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·1· ·contracts as opposed to small or Schedule 37.· That's

·2· ·their distinction.· But the published rate which are the

·3· ·small projects which I believe are ten average megawatts

·4· ·and below for hydro and base load and a hundred kilowatts

·5· ·and below for wind and solar, those projects continue to

·6· ·receive 20-year contract terms while the non-published

·7· ·rates which would be anything above that were limited to

·8· ·a two-year contract term.

·9· · · · Q.· ·And did the small projects also, are they also

10· ·entitled to capacity payments in their contract renewals?

11· · · · A.· ·Currently that's the methodology in Idaho, yes.

12· · · · Q.· ·And the resolution of that proceeding where

13· ·small QFs obtained 20-year contracts instead of the

14· ·shortened contract term, would that sort of distinction

15· ·between small and large QFs, would that be a reasonable

16· ·resolution?· I know that's not the Company's position

17· ·but is that within the zone of reasonableness that the

18· ·Company could accept?

19· · · · A.· ·Yes.· I would agree that's reasonable in that

20· ·the primary concern that the Company has in this docket

21· ·is protecting customers from fixed-price risk.

22· · · · · · ·And fixed-price risk really rose with the

23· ·magnitude of megawatts.· And with the small projects

24· ·being limited to 25 megawatts cumulative for each year,

25· ·that risk is much smaller.
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·1· · · · · · ·MR. SANGER:· No further questions.

·2· · · · · · ·THE HEARING OFFICER:· Thank you.· Ms. Hogle,

·3· ·any redirect?

·4· · · · · · · · · · ·REDIRECT EXAMINATION

·5· ·BY MS. HOGLE:

·6· · · · Q.· ·I just have a few.· Thank you.· Mr. Clements,

·7· ·Mr. Ritchie in earlier cross-examination asked you about

·8· ·the Company's forecast used to justify the acquisition

·9· ·of capital additions.· Do you recall that discussion?

10· · · · A.· ·I do, yes.

11· · · · Q.· ·So, when the Company purchases fuel for those

12· ·capital additions, does the Company execute long-term

13· ·contracts or does the Company execute short-term

14· ·contracts?

15· · · · A.· ·For the natural gas plants, typically the

16· ·contracts are short term in nature within the 36-month

17· ·hedging horizon that I spoke of unless there is a

18· ·specific economic opportunity that's well vetted before

19· ·all stakeholders which occurred.· The Company did go out

20· ·and acquire some ten-year fixed-price gas at a very small

21· ·volume.

22· · · · · · ·But typically the gas plants are not hedged

23· ·beyond the 36-month time period.· There are some coal

24· ·contracts that go longer in nature which is the nature

25· ·of most coal supply agreements.· But for gas, no.
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·1· · · · Q.· ·And in cross-examination, you were also asked

·2· ·whether you could quote a decision where a court or

·3· ·commission limited a QF term and found that this does not

·4· ·violate PURPA.· Do you recall that line of questioning?

·5· · · · A.· ·I do.

·6· · · · Q.· ·Is it your understanding that on

·7· ·reconsideration, the Idaho Commission just very recently

·8· ·affirmed its earlier order that PURPA in its implementing

·9· ·regulations do not require a specific number of years or

10· ·establish a certain time period for PURPA contracts?

11· · · · A.· ·Yes.· The Idaho decision which was upheld on

12· ·reconsideration by the Idaho Commission, they made it

13· ·clear that the Commission did have the legal right to

14· ·set the contract term.

15· · · · Q.· ·And do you recall another decision in the

16· ·country where that was found to be the case?

17· · · · A.· ·Yes.· I couldn't recall it previously and

18· ·didn't want to get the details wrong, but there was an

19· ·excellent wind case or a case involving Exelon Wind in

20· ·Texas where the 5th Circuit upheld a Texas Commission

21· ·decision which allowed the local utility there to limit

22· ·the contract term for firm sales.

23· · · · Q.· ·Okay.· Mr. Clements, you were also asked about

24· ·your position on the hedging guidelines and what ensued

25· ·as a result of the hedging collaborative.

http://www.litigationservices.com


Page 109
·1· · · · · · ·Do you recall that line of questioning?

·2· · · · A.· ·Yes.· Very much.

·3· · · · Q.· ·Do you know what the Company's current risk

·4· ·management and training policy is with respect to

·5· ·contract term?

·6· · · · A.· ·Yes.· So, the traders who manage our position

·7· ·on a daily basis are limited to 36 months for natural gas

·8· ·and electricity hedges, and they cannot exceed that

·9· ·amount without upper management approval or on the case

10· ·of natural gas, there's additional requirements.

11· · · · Q.· ·And why did the Company limit the term for

12· ·those hedges?

13· · · · A.· ·So, the Company had a similar term, it was

14· ·slightly longer, I believe 48 months, but they limited it

15· ·to 36 months primarily, again, in response to the hedging

16· ·collaborative.· And without getting into the weeds of

17· ·that discussion again, it was primarily in response to

18· ·stakeholders saying, we don't want you, Company, to take

19· ·long-term fixed-price positions because that introduces

20· ·price risk that we don't want customers to bear.

21· · · · · · ·And I know there are a lot of details that

22· ·Mr. Dodge and I discussed in that particular

23· ·collaborative, but that policy was put in place in

24· ·response to that stakeholder desire to limit the

25· ·fixed-price exposure to customers.

http://www.litigationservices.com


Page 110
·1· · · · Q.· ·Okay.· In cross-examination, you were also

·2· ·asked about the ratepayer indifference standard and

·3· ·Utah's policy to encourage the development of small

·4· ·power production.

·5· · · · · · ·Do you recall that line of questioning?

·6· · · · A.· ·I do.

·7· · · · Q.· ·Is it your understanding that the must-purchase

·8· ·obligation and the exemption of QFs from federal and most

·9· ·states, most federal and most state laws and regulations

10· ·are built-in provisions within PURPA that serve to

11· ·encourage the development of small power production?

12· · · · A.· ·Yes.· And that's where the Commission has the

13· ·ability to implement PURPA in a manner it sees fit and it

14· ·strikes a balance between encouraging the development

15· ·which is consistent with Utah statute and protecting

16· ·customers which is consistent with PURPA legislation

17· ·that requires ratepayer indifference.· And sometimes

18· ·that requires a policy decision.

19· · · · · · ·And an example of that is the ownership of

20· ·renewable energy credits.· I believe in the order in the

21· ·12-035-100 docket, the Commission actually referenced

22· ·that portion of code -- I may be wrong but that's my

23· ·recollection -- as one of the reasons why the RECs

24· ·should stay with the QF.

25· · · · · · ·And so, the Commission can determine what's
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·1· ·fair within its purview.· And in my opinion, it's not

·2· ·fair to customers to saddle them with a limitless amount

·3· ·of fixed-price risk.· And I believe that would be

·4· ·consistent with Utah statute and with PURPA.

·5· · · · Q.· ·One last question, Mr. Clements.

·6· · · · · · ·Would you agree with me that another policy

·7· ·of the state of Utah is to have a target amount of

·8· ·qualifying electricity?

·9· · · · A.· ·A target amount of renewable electricity?

10· · · · Q.· ·Yes.

11· · · · A.· ·Yes.· A renewable portfolio goal I guess you

12· ·would call it.· RPG.· I don't know what the official term

13· ·is.

14· · · · Q.· ·And would you agree with me that that goal,

15· ·pursuant to Utah statute and that the statute indicates

16· ·expressly that it should be met or it's a goal provided

17· ·that the renewable energy is cost effective?

18· · · · A.· ·Yes.· There is the customer protection that

19· ·that energy needs to be cost effective.· And it also

20· ·highlights the issue I raised earlier where, I'm not sure

21· ·that a QF would meet that requirement because we do not

22· ·get the renewable energy credit.

23· · · · · · ·And again, we don't know all the details about

24· ·how that's going to work out with the Utah clean power

25· ·act and some of the other environmental issues coming
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·1· ·down the road, but not getting the environmental

·2· ·attribute from QFs will certainly be an issue.

·3· · · · · · ·MS. HOGLE:· Thank you.

·4· · · · · · ·THE HEARING OFFICER:· Any recross from the

·5· ·Division, Mr. Jetter?

·6· · · · · · ·MR. JETTER:· No.· Thank you.

·7· · · · · · ·THE HEARING OFFICER:· Mr. Moore?

·8· · · · · · ·MR. MOORE:· No.

·9· · · · · · ·THE HEARING OFFICER:· Ms. Dutton?

10· · · · · · ·MS. DUTTON:· No.

11· · · · · · ·THE HEARING OFFICER:· Mr. Ritchie?

12· · · · · · ·MR. RITCHIE:· No.

13· · · · · · ·THE HEARING OFFICER:· Mr. Dodge?

14· · · · · · ·MR. DODGE:· No.

15· · · · · · ·THE HEARING OFFICER:· Could we have somebody

16· ·close that door in the back?

17· · · · · · ·(Brief break)

18· · · · · · ·THE HEARING OFFICER:· Mr. Sanger?

19· · · · · · ·MR. SANGER:· No.

20· · · · · · ·THE HEARING OFFICER:· Thank you, Mr. Clements.

21· ·You're excused.· Oh, yes.· Sorry.· Commissioner White?

22· · · · · · ·COMMISSIONER WHITE:· None for me, Chair Lavar.

23· · · · · · ·THE HEARING OFFICER:· Okay.

24· · · · · · ·Commissioner Clark?

25· · · · · · · · · · · · ·EXAMINATION
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·1· ·BY COMMISSIONER CLARK:

·2· · · · Q.· ·I want to take you back to your conversation

·3· ·with Mr. Sanger about IRP planning and QFs with

·4· ·short-term contracts.· And I'd like you to, rather than

·5· ·look historically to look prospectively, assuming that

·6· ·the application is granted and that the maximum term

·7· ·is adjusted to three years.

·8· · · · · · ·Has the Company determined how it would address

·9· ·the capacity related to QF projects under these

10· ·short-term contracts from an IRP perspective, how it

11· ·would address them in its planning?

12· · · · A.· ·In terms of whether the Company would assume

13· ·they would continue?

14· · · · Q.· ·Well, I think that's probably the fundamental

15· ·question, yes.

16· · · · A.· ·I think we would have to evaluate that on a

17· ·project-by-project basis.· Some projects have shown an

18· ·inclination to sell to other parties while some projects

19· ·have made it clear that they have no other market

20· ·alternatives.· So, we would have to look at that and

21· ·determine what's most appropriate in that scenario.

22· · · · Q.· ·Do you see any system reliability issues

23· ·related to this scenario from a planning perspective

24· ·going forward?

25· · · · A.· ·I do.· And without rehashing what ground we've
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·1· ·covered in the 12-035-100 docket, we allow this partial

·2· ·displacement method where we say that a solar or a wind

·3· ·project can partially displace the gas plant in 2028.

·4· · · · · · ·If we have enough QF projects come on, wind and

·5· ·solar let's say, arguably, you could displace that entire

·6· ·resource on paper through the method.· Yet, I'm not sure

·7· ·that three or four thousand megawatts worth of wind and

·8· ·solar are going to provide the capacity products that we

·9· ·would get from that from that gas plant such as operating

10· ·reservations, load following services, voltage control,

11· ·some of those things that might be required.

12· · · · · · ·And so, from a reliability standpoint, yes,

13· ·I do have concerns about replacing some of the base-load

14· ·dispatchable units with non base-load intermittent

15· ·resources, yes.· I apologize for the lengthy answer

16· ·there.

17· · · · · · ·COMMISSIONER CLARK:· That's all my questions.

18· ·Those are all my questions.

19· · · · · · ·THE HEARING OFFICER:· Thank you.· And I don't

20· ·have anymore.· So, thank you, Mr. Clements.

21· · · · · · ·THE WITNESS:· You're welcome.

22· · · · · · ·THE HEARING OFFICER:· Ms. Hogle?

23· · · · · · ·MS. HOGLE:· The Company rests.

24· · · · · · ·THE HEARING OFFICER:· Thank you.· Mr. Jetter?

25· · · · · · ·MR. JETTER:· Thank you.· The Division would
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·1· ·like to call Charles Peterson as its witness.

·2· · · · · · ·THE HEARING OFFICER:· Mr. Peterson, do you

·3· ·swear to tell the truth?

·4· · · · · · ·THE WITNESS:· Yes.

·5· · · · · · ·THE HEARING OFFICER:· Thank you.

·6· · · · · · · · · · · CHARLES PETERSON,

·7· · · · · · · ·having first been duly sworn, was

·8· · · · · · · ·examined and testified as follows:

·9· · · · · · · · · · · DIRECT EXAMINATION

10· ·BY MR. JETTER:

11· · · · Q.· ·Good morning, Mr. Peterson.· Would you please

12· ·state your name and occupation for the record today?

13· · · · A.· ·Yes.· Charles E. Peterson, P-e-t-e-r-s-o-n.

14· ·And I'm a technical consultant for the Division of

15· ·public Utilities.

16· · · · · · ·(DPU Direct, Rebuttal, and Surrebuttal

17· ·Testimony of Charles Peterson Identified)

18· ·BY MR. JETTER:

19· · · · Q.· ·Thank you.· And in the course of your

20· ·employment with the Division of Public Utilities,

21· ·have you had the opportunity to review the application

22· ·filed by the Company and after doing so, have you created

23· ·or caused to be created and filed with the Commission

24· ·direct, rebuttal, and surrebuttal testimony in this

25· ·docket?
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·1· · · · A.· ·Yes, I have.

·2· · · · Q.· ·Are there any corrections that you would like

·3· ·to make in any of those?

·4· · · · A.· ·None that I'm aware of.

·5· · · · Q.· ·And if you were asked the same questions today

·6· ·that are contained in those three prefiled testimony

·7· ·documents, would your answers be the same?

·8· · · · A.· ·Yes.

·9· · · · · · ·MR. JETTER:· Thank you.· With that,

10· ·the Division would move for the admission of Charles

11· ·Peterson's direct, rebuttal, and surrebuttal testimony

12· ·into the record in this hearing.

13· · · · · · ·THE HEARING OFFICER:· If any party objects to

14· ·that, please indicate.· Hearing no objection, that will

15· ·be entered.· Thank you.

16· · · · · · ·(DPU Direct, Rebuttal, and Surrebuttal

17· ·Testimony of Charles Peterson Admitted)

18· ·BY MR. JETTER:

19· · · · Q.· ·Thank you.· Mr. Peterson, have you prepared a

20· ·brief summarization of the position of the Division

21· ·of Public Utilities in this matter?

22· · · · A.· ·Yes, I have.

23· · · · Q.· ·Please go ahead.

24· · · · A.· ·I think it's still morning.· So, good morning

25· ·commissioners.· The Division generally supports
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·1· ·PacificCorp's request to reduce the maximum contract term

·2· ·for QF power purchase agreements.

·3· · · · · · ·As noted by Mr. Clements, the Company has

·4· ·experienced an extraordinary increase in QF applications

·5· ·in the last couple of years, something that was not

·6· ·foreseen by anyone a few years ago.

·7· · · · · · ·The problem is the potential to lock in

·8· ·substantial amounts of intermittent, nondispatchable

·9· ·resources at long-term prices while at the same time

10· ·holding dispatchable resources as backup.· The long-term

11· ·prices create risk to ratepayers, something that you've

12· ·heard a lot about so far.

13· · · · · · ·As a way to mitigate the problems that could

14· ·arise as a substantial portion of the QFs get built

15· ·including likely higher prices to ratepayers, PacificCorp

16· ·is proposing reducing the maximum QF contract term from

17· ·20 to three years.

18· · · · · · ·For reasons set forth in my direct testimony,

19· ·the Division is suggesting a modification of the

20· ·Company's proposal to a five-year term but also to allow

21· ·a QF to receive capacity contribution payments over the

22· ·five-year term as based upon the present value of the

23· ·capacity over 20 years similarly to the way it's done

24· ·now.

25· · · · · · ·Every five years the pricing would be updated
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·1· ·including the capacity payments.· Other parties in this

·2· ·docket have uniformly opposed making any change to the

·3· ·status quo.· However, in my opinion, none have proposed

·4· ·an alternative solution to the potential problems faced

·5· ·by the Company other than to suggest that low avoided

·6· ·cost pricing would eventually discourage developers.

·7· · · · · · ·The prediction of what that low avoided cost

·8· ·price level is by one intervenor expert witness has

·9· ·already failed.· Generally, the opponents of a change

10· ·make three arguments.

11· · · · · · ·One, PacificCorp and Utah generally needs all

12· ·the renewable generation resources it can get to mitigate

13· ·various environmental concerns and the federal and state

14· ·laws set a policy to support renewable resource

15· ·development.

16· · · · · · ·Two.· Renewable resources are substantially

17· ·just like Company-acquired resources in that the use of

18· ·avoided cost pricing and the Company's IRP to determine

19· ·the next deferrable resource makes it irrelevant whether

20· ·the resource is acquired today or in 2028 or later.

21· · · · · · ·And three, reducing the maximum contract term

22· ·will make it nearly impossible for QF developers to

23· ·obtain financing, thereby reducing QF developments

24· ·in Utah to essentially zero.

25· · · · · · ·The Division does not believe that federal and
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·1· ·state policies contemplated the occurrence of

·2· ·unrestrained limitless development of renewable

·3· ·resources.· You can get too much of even a good thing,

·4· ·and the Division is concerned that we may be heading down

·5· ·that road.· Proponents of the Company's proposal strain

·6· ·to show that QF development is just like Company-acquired

·7· ·resources.· They emphasize some similarities but largely

·8· ·ignore or downplay the differences.

·9· · · · · · ·For example, the Company has to pay power when

10· ·the QF generates it no matter whether or not the power

11· ·is needed on that day and hour and whether the cost is

12· ·economic.

13· · · · · · ·Company-acquired resources aside from the

14· ·Company's own renewable resources can generally be

15· ·dispatched when it is needed or when it is economic

16· ·to do so.

17· · · · · · ·As I've indicated in my testimony, the Division

18· ·believes that the financing issue is overstated; that is,

19· ·there are possibilities for financing if a developer

20· ·wants to pursue them.

21· · · · · · ·Of course a developer cannot be forced to

22· ·pursue alternative financing or do anything at all if it

23· ·doesn't want to.· The Division does recognize that the

24· ·20-year term is a benefit to developers and that reducing

25· ·that benefit will likely reduce development.
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·1· · · · · · ·In Docket Number 03-035-14, PacificCorp witness

·2· ·Bruce Griswold supported the 20-year contract term limit

·3· ·versus a request for 35 years as, quote:

·4· · · · · · ·"... an appropriate balance between a term that

·5· · · · allows the QF to secure financing and limiting the

·6· · · · risks that accompany long range power price

·7· · · · forecasting."

·8· · · · · · ·The Division believes that it may be time to

·9· ·reevaluate whether this balance between benefiting QF

10· ·developers with 20-year contracts and the risks assumed

11· ·by ratepayers that Mr. Griswold testified to ten years

12· ·ago is still intact.

13· · · · · · ·The Division's position can be questioned

14· ·regarding a couple of other issues.

15· · · · · · ·First, the Division has in the past not opposed

16· ·longer contract terms in an effort to be supportive of

17· ·the relatively few renewable QF projects that have come

18· ·through and focused on assuring that the contract pricing

19· ·appropriately reflected avoided costs and the methodology

20· ·that was approved by the Commission and, to a lesser

21· ·extent, other contract terms that seem to affect whether

22· ·or not ratepayers can rely on the projects being built

23· ·in a timely fashion.

24· · · · · · ·Second, the Division suggested an alternative

25· ·to a term of five years but with a capacity payment based
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·1· ·upon a 20-year forecast as is done today has been

·2· ·criticized for contradicting the ratepayer indifference

·3· ·standard since the developer could be paid for a capacity

·4· ·payment as if it were going to be in place for 20 years

·5· ·but then opt out after as few as five years.

·6· · · · · · ·This part of the Division's proposal is not

·7· ·consistent strictly speaking with ratepayer indifference.

·8· · · · · · ·However, if the Commission orders a reduction

·9· ·in the contract term, then ratepayers would still be

10· ·better off generally.

11· · · · · · ·And under that condition, the Division believes

12· ·that it is appropriate to give some additional

13· ·encouragement to renewable developers beyond the must-buy

14· ·requirement of PURPA which also is a benefit to

15· ·developers.

16· · · · · · ·At this time, the Division believes that the

17· ·risk of a QF developer opting out after five or 10 years

18· ·is small based upon the fact that the developer has

19· ·chosen the QF route to begin with as the best option

20· ·available to it.· But of course the future will likely

21· ·be different than anyone of us expects.

22· · · · · · ·And that concludes my statement.

23· · · · · · ·MR. JETTER:· I have no further questions for

24· ·Mr. Peterson.· He's available for the parties to

25· ·cross-examine.
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·1· · · · · · ·THE HEARING OFFICER:· Okay.· Thank you.

·2· · · · · · ·Ms. Hogle, do you have any cross-examination?

·3· · · · · · · · · · · CROSS-EXAMINATION

·4· ·BY MS. HOGLE:

·5· · · · Q.· ·Just a couple.· Mr. Peterson, you were in the

·6· ·room when Mr. Dodge was asking Mr. Clements about his

·7· ·recollection of the scope of the hedging collaborative

·8· ·workshops.· Do you recall that?

·9· · · · A.· ·Yes.

10· · · · Q.· ·Did you participate in those hedging

11· ·collaboratives?

12· · · · A.· ·Yes.

13· · · · Q.· ·Can you tell us what your recollection was with

14· ·respect to the scope of the hedging collaboratives?

15· · · · A.· ·My recollection is is that the intention of the

16· ·hedging collaborative was to limit the Company to

17· ·36-month contracts.· And these also included not only

18· ·financial contracts; swaps, typically, but also the

19· ·physical commodity contracts.

20· · · · · · ·And in fact, I've also participated in the

21· ·Division's review and audit of the Company's annual

22· ·energy balancing account filings, and the Division's

23· ·audit is consistent with the view I just stated.

24· · · · · · ·We look at the physical as well as the

25· ·financial transactions that the Company entered into
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·1· ·and we attempt to verify that they are consistent not

·2· ·only with the 36-month term limit but also with the

·3· ·percentages that the collaborative restricted the

·4· ·company to over that 36 months.

·5· · · · Q.· ·So, there's no distinction between gas and the

·6· ·electricity hedging contracts; is that correct?

·7· · · · A.· ·In the Division's view and in the way that

·8· ·we have applied it to the energy balancing account,

·9· ·the answer is no.

10· · · · · · ·MS. HOGLE:· Thank you.

11· · · · · · ·THE HEARING OFFICER:· Is that all?

12· · · · · · ·MS. HOGLE:· Yes.

13· · · · · · ·THE HEARING OFFICER:· Mr. Moore?

14· · · · · · ·MR. MOORE:· The Office has no questions.

15· ·Thank you.

16· · · · · · ·THE HEARING OFFICER:· Ms. Dutton?

17· · · · · · ·MS. DUTTON:· Utah Clean Energy has no

18· ·questions.

19· · · · · · ·THE HEARING OFFICER:· Mr. Ritchie?

20· · · · · · ·MR. RITCHIE:· No questions.· Thank you.

21· · · · · · ·THE HEARING OFFICER:· Mr. Dodge?

22· · · · · · ·MR. DODGE:· Sorry.· I do have some.

23· · · · · · ·THE WITNESS:· I'm not surprised.

24· · · · · · · · · · · CROSS-EXAMINATION

25· ·BY MR. DODGE:
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·1· · · · Q.· ·Mr. Peterson, first I'd like to clarify your

·2· ·testimony.· It is not your testimony here that reasonable

·3· ·financing terms are available to a developer of a

·4· ·renewable energy project with a five-year PPA;

·5· ·is that correct?

·6· · · · A.· ·It is correct, but I cannot specifically

·7· ·identify that those terms are available.

·8· · · · Q.· ·In fact, in response to a data request from the

·9· ·Coalition, you said we were mischaracterizing your

10· ·testimony because it's not your position, you haven't

11· ·taken the position whether reasonable financing would be

12· ·available on a five-year term; correct?

13· · · · A.· ·That's correct.· Specifically, I answered that

14· ·we think that the financing world has changed from where

15· ·it was ten years ago when the Commission previously

16· ·reviewed this issue.

17· · · · Q.· ·Right.· And I'd like to go through that with

18· ·you briefly, but first of all, you also complained that

19· ·there's been no hard evidence that there's not available

20· ·financing.· You said that in your testimony;

21· ·is that right?

22· · · · A.· ·I did say that but I also have subsequently

23· ·provided examples where such short-term contracts or

24· ·shorter term than 20-year contracts have been entered

25· ·into.

http://www.litigationservices.com


Page 125
·1· · · · Q.· ·And we'll talk about that in a minute.

·2· · · · · · ·You understand that asking intervenors to

·3· ·provide hard evidence that financing is available or that

·4· ·financing would not be available with a short-term PPA

·5· ·is asking them to prove, A, a negative and, B,

·6· ·a situation they haven't faced before.

·7· · · · · · ·Do you understand those two things?

·8· · · · A.· ·Well, in the sense that I'm asking them to

·9· ·approve a negative, it may be difficult for them to do

10· ·so, although I can conceive of a scenario in which they

11· ·might be able to demonstrate it with a high probability.

12· ·But then the alternative is is to show that they have

13· ·been financing less than 20 years.

14· · · · Q.· ·And we'll talk about that.

15· · · · · · ·You also understand that the proponents of the

16· ·change to a policy have the burden of proof.

17· · · · · · ·You understand that, too; do you not?

18· · · · A.· ·Yes.

19· · · · Q.· ·You said you believe that there is some

20· ·evidence that perhaps financing might be available to

21· ·short-term PPAs.· And I want to go through each of your

22· ·examples and let's talk about it.

23· · · · · · ·But let me start by saying, let's say that

24· ·you were persuaded that there will be zero QF renewable

25· ·projects done in Utah for so long as there were a three-
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·1· ·or a five-year term.· Let's pretend as a hypothetical.

·2· · · · A.· ·So, that's the sole reason that there would not

·3· ·be --

·4· · · · Q.· ·Because of the term.

·5· · · · A.· ·Okay.

·6· · · · Q.· ·Because of the three- or five-year term,

·7· ·the projects that are now being developed wouldn't have

·8· ·been developed and the projects that might come forward

·9· ·in the future won't be.

10· · · · · · ·Let's assume that as a fact, recognizing we

11· ·don't have that evidence one way or the other.

12· · · · · · ·If that were the case, would your view be that

13· ·the Company's proposal or the Division's proposal to

14· ·limit the term would be consistent with Utah statute that

15· ·states the state policy to encourage the development

16· ·of these types of projects?

17· · · · A.· ·I think that the Division or the Company's

18· ·burden of proof would be higher to show that it was still

19· ·consistent if -- solely because of the reduction in turn,

20· ·there would be exactly zero development made or that it

21· ·would even be possible for zero development to be made

22· ·or more than zero development.· I think that would be

23· ·concerning, yes.

24· · · · Q.· ·You complain that there's no hard evidence.

25· ·But I'd like to talk for a minute about the evidence that
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·1· ·is in the record.· First of all, you've seen evidence in

·2· ·the record that 20-year PPAs for QFs is the industry

·3· ·standard throughout the country.

·4· · · · · · ·You've seen that testimony?

·5· · · · A.· ·I believe I have seen that stated.· I don't

·6· ·dispute that that would be the common contract language.

·7· · · · Q.· ·We know from experience in Utah that a 20-year

·8· ·PPA, at least in the last two years, has been sufficient

·9· ·to encourage the development of renewable projects and

10· ·get projects financed and constructed; correct?

11· · · · A.· ·All the QFs that I have -- contracts that

12· ·I have reviewed are 20-year contracts.

13· · · · Q.· ·And so, that is working.· We know that 20 years

14· ·is working ing to encourage it.· But there's no evidence,

15· ·is there -- well, I'm not going to ask that question

16· ·because we're going to go through that now.

17· · · · · · ·You accept that -- you're not a financing

18· ·expert, is that right, of renewable energy projects?

19· · · · A.· ·I have not worked in that arena of financing

20· ·renewable energy projects.

21· · · · Q.· ·And you accept that every witness in this

22· ·docket who can claim to be an expert in actual financing

23· ·renewable projects has said they won't be able to get

24· ·them developed if the term is reduced to three or five

25· ·years.· You're aware of that testimony; right?
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·1· · · · A.· ·Well, I'm aware, yes.

·2· · · · Q.· ·Okay.· Now, you've indicated several times

·3· ·in your testimony here -- excuse me, in your prefiled

·4· ·testimony and in your summary that you think there's some

·5· ·evidence that the financing situation might be changing

·6· ·for renewable projects; right?

·7· · · · A.· ·Yes.

·8· · · · Q.· ·I'd like to walk through that evidence that you

·9· ·cited and talk about whether that does provide any

10· ·support for the notion that short-term PPAs are

11· ·financeable for renewable projects.

12· · · · · · ·First of all, you reference the concept of

13· ·yieldco; correct?

14· · · · A.· ·Yes.

15· · · · Q.· ·Do you understand that yieldcos are an

16· ·alternate form of sponsor equity in a project as opposed

17· ·to either tax equity or debt?

18· · · · A.· ·I understand that there are various flavors of

19· ·yieldcos and but, basically, the developer can sell his

20· ·project into a yieldco possibly making a profit on the

21· ·sale and then receive dividends back out from the

22· ·yieldco.

23· · · · Q.· ·I guess, let me ask my question more directly.

24· · · · · · ·Do you understand that an entity that uses a

25· ·yieldco to help finance a project typically also has to
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·1· ·obtain debt from more traditional debt sources?

·2· · · · A.· ·Yes.· I understand that there is debt and

·3· ·equity involved in both the developing company or

·4· ·sponsoring company and in the yieldco.

·5· · · · Q.· ·So, when you point to the fact that the yieldco

·6· ·may be a new financing option, you understand that a

·7· ·developer has to come up with a combination of debt and

·8· ·equity to make the project work, that will make the

·9· ·project work; correct?

10· · · · A.· ·Presumably, yes.

11· · · · Q.· ·You also understand, do you not, that an

12· ·investor or a lender would view a PPA with five years

13· ·as having greater risk than a PPA with 20 years fixed

14· ·prices?

15· · · · A.· ·Generally, yes.

16· · · · Q.· ·And with increased risk, investors or lenders

17· ·expect higher rates; do they not?

18· · · · A.· ·That would be the traditional financial theory.

19· · · · Q.· ·You specifically referenced one of the

20· ·participants in the Coalition that I represent,

21· ·SunEdison, and their use of yieldcos.

22· · · · · · ·And you reference to the fact that they were

23· ·going to maintain a portfolio of projects for a certain

24· ·period of time and then potentially drop it into a

25· ·yieldco; right?
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·1· · · · A.· ·Yes.

·2· · · · Q.· ·You understood, did you not, that the average

·3· ·remaining length of term for all of those PPAs that were

·4· ·involved in that particular transaction was 18 years?

·5· · · · A.· ·Yes.· That's what the news release said.

·6· · · · Q.· ·And that was remaining years presumably at the

·7· ·time the PPAs were entered -- did you understand these

·8· ·PPAs were entered into by a utility and they were being

·9· ·purchased from them?

10· · · · A.· ·Yes.· I understood that.· And the 18 years is a

11· ·weighted average.· So, there would have been contracts or

12· ·projects there that would have had presumably more or

13· ·less than the 18 years.

14· · · · Q.· ·Left; correct?

15· · · · A.· ·Left.

16· · · · Q.· ·You don't know whether every one of them, when

17· ·initially financed and built, was a 20-year or a 25 or

18· ·some other number?· What you know is what's left at the

19· ·time of the transaction according to the report was

20· ·18 years; right?

21· · · · A.· ·That's correct.

22· · · · Q.· ·And you pointed out that Sun Edison's CEO or

23· ·CFO, I forgot which, had indicated that maybe those would

24· ·be held within the Company for up to seven years and at

25· ·some point perhaps dropped into a yieldco; is that right?
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·1· · · · A.· ·It was the CEO as I understand it, to make that

·2· ·clarification.· Yes.· The Company Sun Edison has created

·3· ·yet another vehicle which contained a warehouse to hold

·4· ·the purchase of these assets and the financing is

·5· ·provided over a seven-year term.· I think JP Morgan was

·6· ·the funder of that financing.

·7· · · · · · ·And the intention certainly is is to drop those

·8· ·projects into the yieldco as the yieldco is able to

·9· ·purchase the amount of the warehouse.· That's my

10· ·understanding of what's going on there.

11· · · · Q.· ·But didn't you suggest that because they could

12· ·be held as long as seven years in that warehouse before

13· ·being dropped into the yieldco, meaning that there would

14· ·be a weighted average of 11 years left of that time,

15· ·that that somehow demonstrated that financing an

16· ·11-year PPA might be possible?

17· · · · A.· ·Yes.· And I'd be happy to explain my thinking

18· ·about that.· What that demonstrates is is that a yieldco,

19· ·when it receives a project, is not requiring that the

20· ·project already have or have a 20 years remaining which

21· ·also suggests to me that there is no magic number that

22· ·the yieldco has to have a 20-year contract when it first

23· ·acquires the project or even an 11-year contract when it

24· ·first acquires it.

25· · · · · · ·The idea is is that the yieldco acquires a
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·1· ·project with the remaining contract that may be just a

·2· ·remaining but it can be as low as 11 years or, depending

·3· ·on what the original contract term distribution was,

·4· ·it could be under ten years.

·5· · · · Q.· ·But you understand, do you not -- let's pretend

·6· ·for a moment, another hypothetical, that each of those

·7· ·projects that you're referencing was a 20-year PPA.

·8· ·Now it's sold with 18 years left, and then you're saying

·9· ·maybe with 11 years left it's dropped into a different

10· ·yieldco financing mechanism.

11· · · · · · ·You understand that the investment at year one

12· ·for a 20-year PPA -- I'm going to make up a number,

13· ·it may have been $100 million.· Two years later the

14· ·remaining investment that has to be recovered might be

15· ·lower than that, 18 -- you know I said a 100 million.

16· ·$90 million.· Let's just pretend.

17· · · · · · ·Seven years later when there's only 11 years

18· ·left, the remaining investment might only be $50 million;

19· ·right?· In other words, the amount that the investor

20· ·is putting at risk is going to change as the project

21· ·depreciates and that investment is already recovered;

22· ·correct?

23· · · · A.· ·Well, that depends on -- you're making a lot of

24· ·assumptions there.· But the value -- I'll go this far

25· ·with you.· The value of the project will be different
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·1· ·for a -- if it has a 20-year PPA than if it has an

·2· ·11-year PPA, but my point is is that the yieldco and its

·3· ·investors -- and the yieldco has a separate set of

·4· ·investors who financed it -- are willing to take in

·5· ·projects, apparently, with contract terms that are

·6· ·potentially much less than the 20 years that you're

·7· ·proposing.

·8· · · · Q.· ·But the risk is also half as much or almost

·9· ·half as much 11 years in.· The remaining amount to be

10· ·collected is reduced significantly.· The risk is reduced

11· ·significantly, and these are already constructed projects

12· ·that presumably required 18 or 20 years to get financed

13· ·and built in the first place; right?

14· · · · A.· ·Well, presumably, but you've said the risk is

15· ·reduced.· So, that would make the value higher again

16· ·under typical finance theory.

17· · · · Q.· ·But what we're dealing with is the

18· ·encouragement of the development of a QF resource.

19· ·Nothing about the fact that a depreciated resource

20· ·already built eleven, seven or eight years or nine years

21· ·into its life might be financeable or might be traded to

22· ·someone for the remaining risk, for the remaining life.

23· · · · · · ·Nothing about that speaks to what it takes to

24· ·get it built in the first place; does it?

25· · · · A.· ·I think that it does.· I think that it shows
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·1· ·that the yieldco as a financing vehicle for the

·2· ·sponsoring developer may be willing to accept, say,

·3· ·a ten-year contract as part of its portfolio.

·4· · · · Q.· ·You've seen testimony, have you not, in this

·5· ·docket that the average PPA length of yieldco is at

·6· ·least, that Mr. Isern knows about, 15 to 20 years and

·7· ·that's about what the average yieldco PPA remaining life

·8· ·is?· Do you remember reading that testimony?

·9· · · · A.· ·Not specifically, but if you want to represent

10· ·that that's what he said, then I won't dispute that.

11· · · · Q.· ·He can speak to that, but the point I'm trying

12· ·to get to, and you seem to be resisting me -- maybe we

13· ·need to go through some of this -- is that yieldcos are

14· ·viewed as a means to provide a different kind of equity

15· ·for long-term PPAs that are already there for investors

16· ·who want to invest in them.

17· · · · · · ·You haven't shown any testimony or any

18· ·evidence, have you, that a yieldco was willing to invest

19· ·in a short-term PPA from the get-go as opposed to buying

20· ·a depreciated set of assets years into the development

21· ·or into the development?

22· · · · A.· ·Well, yieldco's are relatively new and how they

23· ·may evolve into the future is anyone's guess at this

24· ·point.· My point in bringing up the subject of yieldcos

25· ·is that they are a new animal that did not exist ten
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·1· ·years ago when the Commission last reviewed this issue

·2· ·of term contract term limits.· And that a yieldco might

·3· ·in the future as part of its overall portfolio support

·4· ·a contract that has five or 10 years on it is something

·5· ·that I can at least conceive of.

·6· · · · Q.· ·As someone who's never done it; right?

·7· · · · · · ·You could conceive of it, but you don't have

·8· ·any experience that would suggest that's true; do you?

·9· · · · A.· ·Well, to the extent that there is evidence

10· ·available to this relatively new animal, I think I

11· ·presented evidence that yieldcos are not locked into

12· ·making 20-year contracts.

13· · · · Q.· ·Do you accept the notion that yieldcos are

14· ·premised upon the fact that there are long-term PPAs with

15· ·creditworthy utilities backing the return and therefore

16· ·they can be sold to these yieldcos, these individual

17· ·investors who buy into the yieldco at perceived low risk

18· ·and relatively low rates at least right now?

19· · · · · · ·Is that consistent with what you understand of

20· ·yieldcos?

21· · · · A.· ·Well, I think that's consistent with what some

22· ·yieldcos are aiming at, but I've read also where there's

23· ·been complaints already in the media where yieldcos have

24· ·taken in projects that maybe are not what -- or maybe not

25· ·the quality that have been expected.
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·1· · · · Q.· ·And indeed, if they started taking in five-year

·2· ·PPA projects, there would probably be a lot of

·3· ·complaining about lack of long-term stability and

·4· ·high risk; right?

·5· · · · A.· ·Well, it would depend on what portion of the

·6· ·portfolio it was.

·7· · · · · · ·MR. DODGE:· May I approach?

·8· · · · · · ·THE HEARING OFFICER:· Yes.

·9· ·BY MR. DODGE:

10· · · · Q.· ·I'd like to hand you -- and I have all of them

11· ·if you'd like to look at them.

12· · · · · · ·Mr. Peterson, in your testimony, you provided

13· ·web sites, links to web sites for five or six articles

14· ·describing this new yieldco entity; correct?

15· · · · A.· ·Yes, I did.

16· · · · Q.· ·This new yieldco concept?

17· · · · A.· ·Right, in order to provide some background

18· ·information.

19· · · · Q.· ·And I trust you read through those articles?

20· · · · A.· ·Yes.

21· · · · · · ·(RMCRE Cross Exhibit-3 Identified)

22· ·BY MR. DODGE:

23· · · · Q.· ·And I have the entire articles here if you'd

24· ·like to see them in context.· What I've done in this that

25· ·I'd ask to be marked Coalition Cross Exhibit-3 I believe,
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·1· ·what I've done is highlighted certain paragraphs from

·2· ·several of those articles.· And I'd like to see if you

·3· ·understood this as you talked about yieldcos.

·4· · · · · · ·And I turn to the first one which was in this

·5· ·Social CSP Today.· And in the highlighted part, I'd like

·6· ·to read it and you tell me if this is consistent with

·7· ·your understanding.

·8· · · · · · ·"Yieldcos are essentially publicly-traded

·9· · · · holding companies which bundle assets that produce

10· · · · a steady and predictable flow of income, such as

11· · · · energy plants, that have long-term distribution

12· · · · agreements."

13· · · · · · ·Did I read that correctly?

14· · · · A.· ·Yes.

15· · · · Q.· ·The next highlighted part:

16· · · · · · ·"While they can face many uncertainties during

17· · · · bidding, permitting and development, once they are

18· · · · connected to the grid their cash flows are low-risk,

19· · · · because they typically generate a steady income from

20· · · · 20 or 25-year PPAs or tariffs, once in operation."

21· · · · · · ·Now, is that consistent with your understanding

22· ·that yieldcos are viewed as low risk because they have

23· ·long-term PPAs?

24· · · · A.· ·I would agree that that's what the statement

25· ·says.
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·1· · · · Q.· ·And again, these are what you cited in your

·2· ·testimony to explain what yieldcos are; right?

·3· · · · A.· ·Right.

·4· · · · Q.· ·If you'll turn to the next highlighted part,

·5· ·this is a Bloomberg article, the highlighted part.· And I

·6· ·will read it.

·7· · · · · · ·"In thinking about how to value yieldcos,

·8· · · · it is vital to understand that they are, at the

·9· · · · end of the day, portfolios of projects.· Any yieldco

10· · · · valuation has to start with a valuation of its

11· · · · underlying projects, and any premium over that value

12· · · · needs to be carefully justified.

13· · · · · · ·"Most wind and solar projects have a life of

14· · · · 20 to 25 years.· Revenues over the first 15 or so

15· · · · years are often underpinned by feed-in tariffs,

16· · · · power purchase agreements, or long-term green

17· · · · certificate sales arrangements."

18· · · · · · ·Again, consistent with the notion that why

19· ·yieldcos have become popular is because they have

20· ·long-term sustainable power purchase agreements; right?

21· · · · A.· ·Right.· I'll just point out that this does

22· ·not -- this says revenues over the first 15 years or so.

23· ·So, again, it's a break from the 20 years.

24· · · · Q.· ·So, 15 years, they're saying at least 15 has a

25· ·guaranteed amount but it doesn't say anything about five
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·1· ·years; does it?

·2· · · · A.· ·No.

·3· · · · Q.· ·And we don't want to read all of these, but

·4· ·I'd invite you to look at the highlighted parts where

·5· ·they talk about the risks of yieldcos are when they drop

·6· ·off the end of the PPAs.· There's one here under UBS that

·7· ·talks about a contract tenor of ten to 20 years.

·8· ·They talk about significant expiration risk.

·9· · · · · · ·I guess my point is, isn't it inconsistent with

10· ·the whole concept of yieldcos as you understand them

11· ·based on your review of these articles that putting into

12· ·them short-term PPAs with high risk when the goal here is

13· ·long-term low-risk assets that investors can invest in

14· ·without as a high of a return expectation as another

15· ·equity investor might expect?

16· · · · A.· ·I would agree that the goal is to put in as

17· ·least risky assets as they can find and that a five-year

18· ·contract term is less risky or is, excuse me, is more

19· ·risky than a 20-year contract term.

20· · · · · · ·MR. DODGE:· Thank you.· I'd move the admission

21· ·of Cross Exhibit-3.

22· · · · · · ·THE HEARING OFFICER:· If any party objects to

23· ·that, please indicate.· It will be admitted.· Thank you.

24· · · · · · ·(RMCRE Cross Exhibit-3 Admitted)

25· ·BY MR. DODGE:
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·1· · · · Q.· ·One of the other pieces of evidence you

·2· ·referred to, Mr. Peterson, for the notion that financing

·3· ·might be changing is balance sheet financing, the

·4· ·possibility that a company might just choose to take

·5· ·a project on its own balance sheet.

·6· · · · · · ·What if Rocky Mountain Power came in here and

·7· ·said, we'd like to finance a hundred percent of our next

·8· ·power plant with equity, would you object?· Let me add,

·9· ·with the equity return that they are offering.

10· · · · A.· ·With the equity return that they are

11· ·authorized?· No, I don't think the regulatory -- I think

12· ·there would be objections to that and I would object to a

13· ·hundred percent, the equity financing as being imprudent

14· ·in the sense that it was not minimizing costs.

15· · · · Q.· ·And that's because equity is much more

16· ·expensive.· Most people expect more return when their

17· ·equity's at risk than a debt lender who's first in line

18· ·to be paid back; correct?

19· · · · A.· ·That's generally correct, yes.

20· · · · Q.· ·And so, it would be imprudent for a utility to

21· ·finance a hundred percent of its investment with equity.

22· · · · · · ·Would it not also be imprudent for a public

23· ·company or a privately-held company that has

24· ·shareholders, stakeholders, to not leverage its equity

25· ·in the manner you're suggesting by using balance sheet
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·1· ·financing?· In other words, it would be the exact same

·2· ·concept and would be using high-priced equity that

·3· ·would not allow the return that the Company's expect

·4· ·from thereafter.

·5· · · · A.· ·Well, a balance sheet financing to me means

·6· ·using both debt and equity components.· So, I would

·7· ·expect even a Sun Edison or a similar publicly-traded

·8· ·company or a privately-held company would use a mixture

·9· ·of debt and equity in any financing they would do.

10· · · · Q.· ·So, it gets back to, then, what do the debt and

11· ·equity markets expect in terms of financing this kind of

12· ·project; correct?

13· · · · A.· ·Yes.

14· · · · Q.· ·You also reference a few short-term PPAs and

15· ·I'd just like to make sure we're communicating correctly.

16· ·When you try and give examples of some PPAs that maybe

17· ·have been financed with shorter terms, you reference the

18· ·one in the testimony of the renewable energy Coalition

19· ·that you say has a 11-year contract; right?

20· · · · A.· ·Yes.

21· · · · Q.· ·You understand from the testimony here this

22· ·morning and your reading of the testimony of Mr. Rich

23· ·that that's a municipal solid waste combustion facility;

24· ·right?

25· · · · A.· ·Yes.
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·1· · · · Q.· ·And it was built in 1987 nearly 30 years ago?

·2· · · · A.· ·Yes.

·3· · · · Q.· ·And municipalities have different financing

·4· ·options than do private companies?

·5· · · · A.· ·I pointed that out in my testimony.

·6· · · · Q.· ·So, it doesn't go to show that a company trying

·7· ·to develop a renewable energy project can finance an

·8· ·eleven-year contract but it shows us one that's built

·9· ·and that's 30 years depreciated might be willing to sign

10· ·an 11-year contract; correct?

11· · · · A.· ·Well, I think that it goes to the issue that we

12· ·are dealing with or talking about QF contracts generally

13· ·and not specifically about whether a private developer

14· ·can come in and develop an 80-megawatt QF project.

15· ·So, to me, the financing available to a municipality

16· ·or some other not-for-profit company can be completely

17· ·different than what SunEdison requirements are.

18· · · · Q.· ·Exactly.· But it doesn't support the notion

19· ·than an 11-year PPA can be financed by projects that are

20· ·just now being constructed as opposed to one that's been

21· ·depreciated for 30 years, correct, this example, because

22· ·you used it --

23· · · · A.· ·I think I would accept that, but it doesn't

24· ·support the idea that a new greenfield project would be

25· ·11 years.
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·1· · · · Q.· ·You also referenced three projects in

·2· ·Washington that the Company referenced in a data

·3· ·response; correct?

·4· · · · A.· ·Yes.

·5· · · · Q.· ·You understand those are all under two-megawatt

·6· ·projects?

·7· · · · A.· ·I understood that they were what we call small

·8· ·QFs, yes.

·9· · · · Q.· ·And none was wind or solar?

10· · · · A.· ·I'm not familiar with what they were.· We just

11· ·asked them about QF projects.· Again, the issue is not

12· ·necessarily what type of technology is being used.

13· · · · Q.· ·Would you accept subject to check that DPU data

14· ·request 3.2 said how many renewable projects counted

15· ·under 3.2(a) above are wind or solar QF projects?

16· · · · A.· ·Okay.

17· · · · Q.· ·And the answer was none.

18· · · · · · ·So, the three projects they referenced in A,

19· ·none of them is wind or solar.

20· · · · A.· ·Okay.· I had forgotten that little tidbit.

21· · · · Q.· ·And so, you don't know who did those projects,

22· ·how they were developed, how they were financed, why they

23· ·were financeable with a five-year PPA.

24· · · · · · ·You didn't investigate any of that; correct?

25· · · · A.· ·No.· It didn't seem to be relevant.
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·1· · · · Q.· ·So, it doesn't really support the notion that a

·2· ·project, if the goal is to encourage the development of

·3· ·renewable projects in Utah, that three nonrenewable small

·4· ·QF projects in Washington that somehow got built would

·5· ·suggest that other projects in Utah could be built with

·6· ·just five-year PPAs; does it?

·7· · · · A.· ·Well, I think the original impetus to ask me

·8· ·that question about Washington was that we learned that

·9· ·Washington had already had a five-year limit on

10· ·contracts.· So --

11· · · · Q.· ·On which contracts?

12· · · · A.· ·On the QF contracts.

13· · · · Q.· ·On which QF contracts?· Under two megawatts?

14· · · · A.· ·Well, the under two megawatt but --

15· · · · Q.· ·They don't on large projects; do they?

16· · · · A.· ·I don't know what the Washington law is there,

17· ·but on small QFs, they are limited to five years, and

18· ·that seems to me to be the relevant point here.

19· ·So, those projects, whatever they are, biomass or

20· ·whatever, were developed under a five-year contract.

21· · · · Q.· ·But it's also relevant, is it not, that

22· ·Washington doesn't limit larger QFs to five years?

23· · · · A.· ·Well, the point is is that it gets back to this

24· ·issue of whether something is financeable or not as a QF

25· ·for a term that's less than 20 years.· And the answer is
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·1· ·yes.· There are possibilities to finance projects whether

·2· ·they are two megawatts or 80 megawatts or whatever.

·3· ·They are possibilities --

·4· · · · Q.· ·And they may all be municipal waste projects.

·5· · · · · · ·You don't know; correct?

·6· · · · A.· ·Well, if that's what they are --

·7· · · · Q.· ·I don't know.· I'm asking you, do you know?

·8· · · · A.· ·Well, I don't know.· And to me it's irrelevant.

·9· · · · Q.· ·You also reference, you said you did a quick

10· ·Internet search and came up with a First Solar project

11· ·in California that had 11 years on the PPA; right?

12· · · · A.· ·I said 11 --

13· · · · Q.· ·Or ten years?

14· · · · A.· ·Ten years.

15· · · · Q.· ·Did you also read in the article that you cite

16· ·that, in addition to a ten-year PPA with Roseville, the

17· ·municipality, that the owner of that also had a backup

18· ·PPA with Pacific Gas and Electric?

19· · · · A.· ·I remember reading something to that effect.

20· · · · Q.· ·Do you think that backup PPA would also go into

21· ·a financing entity's willingness to consider financing

22· ·that project?· Do you know if that PPA, for example,

23· ·is a 20-year contract?

24· · · · A.· ·I don't know.

25· · · · Q.· ·Or a ten-year at the end of the ten years?
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·1· · · · · · ·Without knowing that, you can't really cite it

·2· ·as an example of something that can be financed with just

·3· ·the 10-year PPA; can you?

·4· · · · A.· ·Well, I think it shows that there was a

·5· ·ten-year contract that was entered into and at the end

·6· ·of the ten years, it's up in the air what would happen

·7· ·after that.· So, there is a risk to any developer or

·8· ·whoever was financing that that the subsequent contract

·9· ·might not be available.

10· · · · Q.· ·But this article said there is a backup

11· ·contract.· I'll read it and I'll give it to you if you

12· ·like.· · "First Solar has an additional PPA for

13· · · · lost Hills' output with Pacific Gas and Electric

14· · · · which goes into effect in 2019."

15· · · · · · ·They have a backup contract with an

16· ·investor-owned utility.· You don't know the length of it.

17· ·Neither do I.· But it doesn't support the notion that

18· ·that ten-year contract with a municipality was sufficient

19· ·in and of itself to get this financed; does it?

20· · · · A.· ·Well, it may not have been sufficient in and of

21· ·itself, but there's still a risk about the 2019 contract.

22· · · · Q.· ·So, I guess my point is, you reference other

23· ·financing projects but you have not been able to point

24· ·to one greenfield renewable project that has been

25· ·financed with a short-term PPA despite whatever research
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·1· ·you've done; right?

·2· · · · · · ·You haven't shown us that there's even one?

·3· · · · A.· ·Well, I think the Washington PPAs.

·4· · · · Q.· ·Well, and you know nothing about them.· You

·5· ·know don't know if they're greenfield, brown field,

·6· ·municipal?

·7· · · · A.· ·Well, my understanding is is they would have

·8· ·had to have been developed under the five-year term,

·9· ·under the five-year contract.

10· · · · Q.· ·Mr. Peterson, you say that you're concerned

11· ·about ratepayer risk and you said in your testimony that

12· ·you assume there will likely be higher prices as a result

13· ·of these QFs.· Is that really your testimony?

14· · · · A.· ·The testimony is is that if we get this mass

15· ·of QFs that are potential, that that would likely raise

16· ·prices to ratepayers because the Company would have to

17· ·maintain its existing fleet, essentially, intact to

18· ·supply backup power and so on when the wind doesn't blow

19· ·or the sun doesn't shine.· And yet we'd have to pay the

20· ·contractual amounts of the PPAs.· That's when its

21· ·potential for ratepayers to pay higher prices.

22· · · · Q.· ·You use the word "likely."· It's equally likely

23· ·the price will be below what the then available price is;

24· ·is it not?

25· · · · A.· ·Well, if gas prices continue to plunge, I guess
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·1· ·it could be lower, but if you assume that they stay the

·2· ·same, again, it's the idea that the Company's going to

·3· ·have to maintain a certain amount of its existing fleet

·4· ·as backup to, you know, an additional 2,000 or 3,000

·5· ·megawatts of solar or PPAs.

·6· · · · Q.· ·That's factored into the price, the avoided

·7· ·cost pricing.

·8· · · · A.· ·Well, we can get into that if you'd like,

·9· ·but I'm saying, if that were to occur, there's going to

10· ·be reliability issues that Mr. Clements testified to and

11· ·I think there's potentially higher prices alternately to

12· ·ratepayers because of the intermittency and the fact that

13· ·you have to support, now essentially have to support two

14· ·electric generation systems, the QF generation system

15· ·and the backup system.

16· · · · · · ·Again, this is all under the assumption that

17· ·all of this two or 3,000 megawatts gets built.

18· · · · Q.· ·And do you believe that's going to happen?

19· · · · A.· ·I don't personally think it's going to happen.

20· · · · Q.· ·You heard what QF prices are today, in the 30s

21· ·you said or maybe 40s?

22· · · · A.· ·I think in the low 40s or upper 30s is correct.

23· · · · Q.· ·So, you're representing ratepayer interests

24· ·here in your concern, and you ask me as a ratepayer,

25· ·would you rather take a $30 fixed 20-year resource for
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·1· ·energy with no fuel-price risk and no environmental risk

·2· ·or go on the short-term market for that same amount of

·3· ·energy for the next 20 years, what do you think my

·4· ·reaction would be?

·5· · · · A.· ·Well, I know what your reaction would be.

·6· · · · Q.· ·And I'm here representing ratepayers who have

·7· ·the same reaction among others.· I mean, does that

·8· ·surprise you that the ratepayer advocates here are saying

·9· ·these are good deals if we can get them?

10· · · · A.· ·Well, I think it's more complicated than you're

11· ·making it sound because, again, if you're going to get

12· ·3,000 megawatts of generation at $30 a megawatt hour,

13· ·to follow on your hypothetical, you still have --

14· ·the ratepayers are still going to have to pay for

15· ·substantially all of the system that the Company

16· ·currently has.· And it may turn out that that will

17· ·increase the price to ratepayers.

18· · · · · · ·I don't know that for a fact but it seems like

19· ·a good possibility under my hypothetical.

20· · · · Q.· ·Does it not seem just as likely that the

21· ·opposite will be true, that gas prices will go up,

22· ·and so, by displacing market purchases at this 30 to

23· ·$40 range, you're saving money?

24· · · · · · ·Does that not seem as likely as the other?

25· · · · A.· ·Well, we're talking about risk.· And risk has
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·1· ·to do with the variability of prices, not whether they're

·2· ·higher or lower.· And the longer term -- the longer you

·3· ·go out, the greater the risk in terms of price

·4· ·volatility.

·5· · · · Q.· ·I understand that.· I was addressing your

·6· ·statement that prices would likely be higher but let's

·7· ·move on.

·8· · · · A.· ·And I think I explained what I intended with

·9· ·that statement.

10· · · · · · ·MR. DODGE:· Let's move on.

11· · · · · · ·THE HEARING OFFICER:· Mr. Dodge?

12· · · · · · ·MR. DODGE:· Yes.

13· · · · · · ·THE HEARING OFFICER:· I might suggest this

14· ·might be a good time for a break.

15· · · · · · ·MR. DODGE:· I'm down to one last couple of

16· ·questions if you would indulge me for just a minute.

17· · · · · · ·THE HEARING OFFICER:· Sure.

18· · · · · · ·MR. DODGE:· But I'm happy to break if you'd

19· ·rather.

20· · · · · · ·THE HEARING OFFICER:· If you have one or two

21· ·questions, then it's probably best to keep going.

22· · · · · · ·MR. DODGE:· It's the last area.

23· · · · · · ·THE HEARING OFFICER:· Okay.

24· ·BY MR. DODGE:

25· · · · Q.· ·Mr. Peterson, you testified at some length
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·1· ·about the Idaho order that reduced PPA terms to two

·2· ·years; right?

·3· · · · A.· ·I think I wrote a paragraph in my direct.

·4· · · · Q.· ·And I assume you viewed that as relevant to the

·5· ·Commission, let's see what the Idaho Commission did?

·6· · · · A.· ·Yes.

·7· · · · Q.· ·Did you also review the Oregon staff testimony

·8· ·on this exact same issue where PacifiCorp is asking to

·9· ·reduce the PPA term in Oregon?

10· · · · A.· ·No.

11· · · · Q.· ·Are you aware they opposed the reduction for

12· ·basically all the same reasons that my Coalition is

13· ·opposing it?

14· · · · A.· ·Well, since I didn't read it, again, I'm not

15· ·aware of it.

16· · · · · · ·MR. DODGE:· Thank you.· No further questions.

17· · · · · · ·THE HEARING OFFICER:· Okay.· Thank you.

18· ·Why don't we recess until 1:30 by that clock.

19· ·Thank you.

20· · · · · · ·(Lunch recess 12:25 p.m. to 1:35 p.m.)

21· · · · · · ·THE HEARING OFFICER:· Okay.· I think we're back

22· ·on.· Mr. Peterson, you're still under oath.· And I think

23· ·we're ready to move to Mr. Sanger; correct?

24· · · · · · · · · · · CROSS-EXAMINATION

25· ·BY MR. SANGER:
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·1· · · · Q.· ·Good afternoon, Mr. Peterson.

·2· · · · A.· ·Hello.

·3· · · · Q.· ·I'm not intimidating.· I'm not Mr. Dodge.

·4· ·I wanted to ask you some questions about your earlier

·5· ·testimony about the Washington QFs.

·6· · · · · · ·So, can you refresh for all of us what your

·7· ·testimony was on those?

·8· · · · A.· ·Essentially, the testimony is is that I asked

·9· ·data requests of the Company regarding Washington QFs.

10· ·They responded that they have three contracts.

11· · · · · · ·My understanding is, at least for small QFs,

12· ·Washington has a five-year term limit on contracts and

13· ·the Company responded that they have three PPAs that are

14· ·within that five-year limit.

15· · · · Q.· ·And did you investigate when those PPAs were

16· ·built or constructed?

17· · · · A.· ·No, I didn't.

18· · · · · · ·MR. SANGER:· May I approach the witness?

19· · · · · · ·THE HEARING OFFICER:· Yes.

20· · · · · · ·MR. SANGER:

21· ·BY MR. SANGER:

22· · · · Q.· ·(Document distribution)· So, my client is the

23· ·Renewable Energy Coalition who is a party in this

24· ·proceeding; correct?

25· · · · A.· ·That's my understanding.
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·1· · · · · · ·(REC Exhibit-1 Identified)

·2· ·BY MR. SANGER:

·3· · · · Q.· ·So, the Renewable Energy Coalition submitted

·4· ·testimony in a Washington avoided cost case earlier this

·5· ·year.· And two of the Coalition members or one of the

·6· ·coalition's members is Yakima Tieton Irritation District

·7· ·described on page two of the Declaration of John Lowe

·8· ·which is page five in terms of page numbers, in terms of

·9· ·numbers of actual pages, but it's page two of 13,

10· ·the Declaration of John Lowe.

11· · · · · · ·And I've highlighted in the middle of the

12· ·sentence there that Yakima Tieton is a Coalition member

13· ·and they sell their power to PacifiCorp from two

14· ·one-and-a-half megawatt hydroelectric projects and these

15· ·facilities have been operating since 1986.

16· · · · · · ·Do you have any reason to contradict that?

17· · · · A.· ·No.

18· · · · Q.· ·If you could turn to the next page of this.

19· ·And it's page three of the Declaration of John Lowe.

20· ·And there's a sentence in paragraph seven which states

21· ·that:· "The Deruyter Dairy methane facility is the only

22· · · · Washington QF that has been built in and currently

23· · · · selling power to PacifiCorp since 1990."

24· · · · · · ·Did you inquire into when this project was

25· ·constructed or built?
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·1· · · · A.· ·So, you're looking at paragraph seven?

·2· · · · Q.· ·Yeah.· Paragraph seven, the third sentence.

·3· ·It's talking about the third QF project that's in

·4· ·Washington.

·5· · · · A.· ·Okay.

·6· · · · Q.· ·The dairy methane facility, it was constructed

·7· ·in 1990?

·8· · · · A.· ·Well, in answer to your question which I

·9· ·believe was, did I inquire into that?· The answer is no.

10· · · · Q.· ·Okay.· Are you aware that the Washington

11· ·Commission adopted five-year contract terms sometime

12· ·after 1990?

13· · · · A.· ·I'm not familiar when they adopted that.

14· · · · Q.· ·So, you're not aware that there have been no

15· ·Washington QFs that have been built recently under the

16· ·five-year contract term?

17· · · · A.· ·I'm not aware one way or the other.

18· · · · Q.· ·Okay.· And are you aware that the four

19· ·operating megawatts of Washington QFs represents less

20· ·than 0.3 percent of PacifiCorp's total megawatts of QFs

21· ·on its system?

22· · · · A.· ·I see that's what it says there, but otherwise,

23· ·I'm not aware of that.

24· · · · Q.· ·Okay.· So, in terms of pointing to contracts

25· ·or QFs that might be able to operate under a five-year
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·1· ·contract, these projects may not be ones that would

·2· ·support your assertion that QFs can operate under

·3· ·five-year contracts or be financed under five-year

·4· ·contracts?

·5· · · · A.· ·Well, obviously they're operating under

·6· ·five-year contracts.· The question of whether they can be

·7· ·constructed or not, I don't have an opinion about these

·8· ·particular contracts.· I merely asked a data request of

·9· ·PacifiCorp and reported what the response was.

10· · · · Q.· ·Right.· But you used that information in the

11· ·portion of your testimony supporting the view that

12· ·projects can obtain financing in order to develop

13· ·with five-year contract terms; correct?

14· · · · A.· ·I think that's a fair characterization.

15· ·It was to obtain evidence of five-year contracts.· And

16· ·I knew that PacifiCorp or that Washington, rather, had

17· ·this limitation.· And PacifiCorp represented that they

18· ·had projects that were operating under those terms.

19· · · · Q.· ·But you did not investigate as to whether those

20· ·projects were constructed with five-year contracts,

21· ·only that they could continue to operate under

22· ·five-year contracts?

23· · · · A.· ·As I said earlier, I did not investigate

24· ·further.

25· · · · Q.· ·Okay.· Thank you.· Can you please refer to your
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·1· ·direct testimony on page twelve?

·2· · · · A.· ·Unfortunately, during the break ...

·3· · · · · · ·Which page?

·4· · · · Q.· ·Page twelve.· Sorry about that.

·5· · · · A.· ·Okay.· I have page twelve.

·6· · · · Q.· ·So, in the first full Q and A in the first full

·7· ·paragraph, there's the last sentence there.· It reads --

·8· ·well, could you read that last sentence that starts with

·9· ·the word, "Similarly"?

10· · · · A.· ·"Similarly, QF developments funded by

11· · · · municipalities will probably not be affected since

12· · · · they are doing QF projects presumably as a matter of

13· · · · the municipalities' public policy and without profit

14· · · · motive."

15· · · · Q.· ·Have you been able to identify any Utah

16· ·municipalities or other nonprofits that have been able

17· ·or I guess any municipalities or nonprofits that have

18· ·been able to develop under five-year contract terms?

19· · · · A.· ·I haven't specifically investigated that.

20· ·So, the answer is no.

21· · · · Q.· ·Did you inquire to potential municipalities

22· ·that might want to the develop QF projects as to whether

23· ·they can obtain financing?

24· · · · A.· ·I did not specifically investigate that.

25· · · · Q.· ·Are you aware that Mr. Nathan Rich who is a
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·1· ·Coalition member submitted testimony on behalf of Wasatch

·2· ·Integrated Waste Management?

·3· · · · A.· ·I've seen his testimony, yes.

·4· · · · Q.· ·And that's a waste management entity that's a

·5· ·nonprofit; correct?

·6· · · · A.· ·That would be my understanding.

·7· · · · Q.· ·And are you aware that he testified that his

·8· ·waste management service district would need to obtain

·9· ·financing and that under short-term contracts they could

10· ·not obtain financing to develop the QF project?

11· · · · A.· ·Well, you'd have to show me specifically.

12· ·I remember him saying something to that effect.

13· · · · Q.· ·Do you have any information to contradict

14· ·Mr. Rich's testimony?

15· · · · A.· ·No.

16· · · · · · ·MR. SANGER:· Okay.· I have no further

17· ·questions.

18· · · · · · ·THE HEARING OFFICER:· Thank you.

19· · · · · · ·Mr. Jetter, any redirect?

20· · · · · · ·MR. SANGER:· Your Honor?

21· · · · · · ·THE HEARING OFFICER:· Yes.

22· · · · · · ·MR. SANGER:· Can I move for the admission

23· ·of the exhibit that I crossed Mr. Peterson on?

24· · · · · · ·THE HEARING OFFICER:· Sure.· If any party

25· ·objects to that, please indicate.
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·1· · · · · · ·MR. JETTER:· I would just raise an objection

·2· ·that if it's entered to establish the facts that are

·3· ·referenced therein because we have no -- I have no

·4· ·knowledge of whether those facts or accurate or not.

·5· ·I've never seen this document before.

·6· · · · · · ·And so, I'm troubled by entering this into the

·7· ·record in its entirety especially for anything that might

·8· ·be in there that I don't believe most of the parties here

·9· ·have had an opportunity to vet in any way.

10· · · · · · ·THE HEARING OFFICER:· Mr. Sanger, do you have

11· ·any response to that concern?

12· · · · · · ·MR. SANGER:· Yes, your Honor.· Mr. Peterson

13· ·directly testified on this issue.· This is a

14· ·publicly-available document in another jurisdiction.

15· · · · · · ·If necessary, Mr. John Lowe who submitted this

16· ·testimony is in the chamber today and he's scheduled to

17· ·testify.· I could have him verify the truth and

18· ·authenticity of this document as well.

19· · · · · · ·THE HEARING OFFICER:· Does any other party have

20· ·any comment on this motion?

21· · · · · · ·MR. JETTER:· What I'd like to ask, maybe a

22· ·question if this is the case.· Mine also came with

23· ·testimony of Higgins attached to the back.

24· · · · · · ·MR. SANGER:· We can remove the last part,

25· ·the testimony of Mr. Higgins if that's a concern.
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·1· · · · · · ·MR. JETTER:· I think it would be appropriate

·2· ·to do that also if there's no other reason to enter that

·3· ·into the record.

·4· · · · · · ·THE HEARING OFFICER:· Mr. Jetter, you're still

·5· ·maintaining your objection to the entry of Mr. Lowe's

·6· ·testimony?

·7· · · · · · ·MR. JETTER:· I think at this point, yes,

·8· ·without some authenticity or authentication of it.

·9· · · · · · ·THE HEARING OFFICER:· Okay.· Let me ask you,

10· ·Mr. Sanger.· We have Mr. Peterson's testimony on the

11· ·record with respect to this issue, but you still would

12· ·like to enter the entire testimony into evidence?

13· · · · · · ·MR. SANGER:· I would like to enter the portions

14· ·that I cross-examined Mr. Peterson on.· I'm happy to

15· ·reduce the length of it so that the whole document does

16· ·not come into the record, but the portions that he --

17· ·I cross-examined him on, I would like to have that

18· ·in the record.

19· · · · · · ·THE HEARING OFFICER:· So, you're speaking of

20· ·just that -- well, paragraph four and paragraph seven?

21· · · · · · ·MR. SANGER:· Well, I would move for the

22· ·admission of up to page four because the rest of those

23· ·paragraphs in that section add light to that information.

24· ·But starting on page four, there's a new section.

25· · · · · · ·So, I would move for the admission of the first
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·1· ·four pages of the declaration.

·2· · · · · · ·THE HEARING OFFICER:· Okay.· I think we'll

·3· ·allow this to be admitted.· And again, we recognize that

·4· ·it doesn't have the same weight as other testimony.

·5· ·It's from a separate docket.· And we also have

·6· ·Mr. Peterson's testimony on the stand that pretty much

·7· ·establishes his position on the issues in these.

·8· ·So we'll allow that.· Thank you.

·9· · · · · · ·(REC Exhibit-1 Admitted)

10· · · · · · ·MR. SANGER:· Thank you.

11· · · · · · ·THE HEARING OFFICER:· Anything else,

12· ·Mr. Sanger?

13· · · · · · ·MR. SANGER:· No, your Honor.· Thank you.

14· · · · · · ·THE HEARING OFFICER:· Back to Mr. Jetter for

15· ·redirect.

16· · · · · · ·MR. JETTER:· I have no redirect for

17· ·Mr. Peterson.· He's available for questions from the

18· ·Commission.

19· · · · · · ·THE HEARING OFFICER:· Okay.

20· · · · · · ·Commissioner White?

21· · · · · · ·COMMISSIONER WHITE:· I have no questions,

22· ·Chair.

23· · · · · · ·THE HEARING OFFICER:· Commissioner Clark?

24· · · · · · ·COMMISSIONER CLARK:· No questions.

25· · · · · · ·THE HEARING OFFICER:· And I have none.
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·1· ·Thank you.

·2· · · · · · ·MR. PETERSON:· Thank you.

·3· · · · · · ·THE HEARING OFFICER:· Mr. Jetter?

·4· · · · · · ·MR. JETTER:· Thank you.· Charles Peterson

·5· ·is the Division's only witness.· And that is I guess the

·6· ·conclusion of our evidence we are going to present today.

·7· ·Thank you.

·8· · · · · · ·THE HEARING OFFICER:· Okay.· Thank you.

·9· ·And I think at this point Mr. Sanger had contacted our

10· ·office with a witness availability issue.

11· · · · · · ·So, why don't I let you address that at this

12· ·point and see where we should go with that.

13· · · · · · ·MR. SANGER:· Thank you.· I have two witnesses,

14· ·Mr. John Lowe and Mr. Nathan Rich.· I contacted the

15· ·Commission about the availability of Mr. John Lowe, that

16· ·I would strongly prefer to have him on the witness stand

17· ·today.· Mr. Nathan Rich has subsequently informed me that

18· ·he has scheduling issues and would also like to get on

19· ·the stand today.

20· · · · · · ·So, I would like to at some point schedule time

21· ·so that we can have them testify potentially the first

22· ·of the intervenors so we can get them on the stand today.

23· · · · · · ·THE HEARING OFFICER:· Okay.

24· · · · · · ·Does anyone have any comments or concerns

25· ·with that request?· And it probably doesn't matter
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·1· ·whether we go before or after the Office.· The Office

·2· ·and the remaining intervenors all have similar positions.

·3· · · · · · ·Would there be any rejection to going to those

·4· ·two first and then moving on with the Office?

·5· · · · · · ·MR. JETTER:· No.

·6· · · · · · ·MR. MOORE:· No objection.

·7· · · · · · ·THE HEARING OFFICER:· Any other objection?

·8· ·Why don't we go that way.· So, Mr. Sanger, why don't you

·9· ·go ahead with your first witness.

10· · · · · · ·MR. SANGER:· Thank you very much.· I call

11· ·Mr. John Lowe to the witness stand.

12· · · · · · ·THE HEARING OFFICER:· Mr. Lowe, do you swear to

13· ·tell the truth?

14· · · · · · ·THE WITNESS:· I do.

15· · · · · · · · · · · · · JOHN LOWE,

16· · · · · · · ·having first been duly sworn, was

17· · · · · · · ·examined and testified as follows:

18· · · · · · · · · · · DIRECT EXAMINATION

19· ·BY MR. SANGER:

20· · · · Q.· ·Mr. Lowe, did you prepare or have prepared on

21· ·your behalf testimony of Mr. John Lowe on behalf of the

22· ·Renewable Energy Coalition?

23· · · · A.· ·Yes.

24· · · · Q.· ·Do you have any corrections at this time to

25· ·your testimony?
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·1· · · · A.· ·No.

·2· · · · Q.· ·If you were asked the same questions today,

·3· ·would your answers be the same?

·4· · · · A.· ·Yes, they would.

·5· · · · · · ·MR. SANGER:· I respectfully move for the

·6· ·admission of the testimony of Mr. John Lowe.

·7· · · · · · ·THE HEARING OFFICER:· If any party objects,

·8· ·please indicate.· Seeing none, they will be entered.

·9· · · · · · ·(REC Testimony of John Lowe Admitted)

10· ·BY MR. SANGER:

11· · · · Q.· ·Mr. Lowe, do you have a short statement

12· ·prepared?

13· · · · A.· ·A few comments.· I don't know that it's much

14· ·of a preparation.· First of all, let me tell everyone

15· ·of the Commission what REC is.

16· · · · · · ·We are a Coalition of renewable energy projects

17· ·which are all base load in nature and all small, less

18· ·than ten megawatts except one which is 32 megawatts in

19· ·size.· And except for two projects which is the biomass

20· ·project I just mentioned which is in Oregon and Nathan

21· ·Rich's Wasatch project here in Utah, all of the other

22· ·projects which are close to 50 in the Northwest states;

23· ·Oregon, Idaho, Washington, Utah, Montana and Wyoming,

24· ·about 50 projects are included.· So, I think about 48

25· ·of those are hydroelectric projects.
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·1· · · · · · ·The other thing about these projects is that

·2· ·they are all existing projects unlike a lot of the

·3· ·conversation that takes place is in the context of new

·4· ·projects.· The coalition's main interest, not exclusive,

·5· ·but main interest is in protecting the interests and

·6· ·balancing the interests of these existing projects

·7· ·in that they would require new power purchase agreements

·8· ·or replacement agreements, whatever you want to refer to

·9· ·them as, interconnection agreements, so forth, as the

10· ·projects mature and continue on.

11· · · · · · ·And in addition to that, these projects will

12· ·likely require additional capital to make improvements,

13· ·repairs, replacements, efficiency changes,

14· ·interconnection redos, et cetera, et cetera.

15· · · · · · ·So, our concern is with these types of projects

16· ·and that fact that they will in fact need contracts that

17· ·are in excess of three years in order to meet their needs

18· ·similar to new projects.

19· · · · · · ·The other concern that we have in this

20· ·proceeding has to do with the capacity issue.· And we're

21· ·very concerned about existing projects that have been

22· ·paid capacity and typically treated as part of the

23· ·resource stack and the utility's IRP may not get capacity

24· ·payments.· And if the sufficiency period is always in

25· ·excess of the contract term, it's highly improbable they
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·1· ·would get capacity payments under the concepts that are

·2· ·going forward.· So, we're very concerned about that.

·3· · · · · · ·And the last thing I would mention is regarding

·4· ·some of the points that were discussed in the state of

·5· ·Washington because one of the projects that was being

·6· ·discussed as a member of the Coalition in the form of

·7· ·Yakima Tieton Irritation District.

·8· · · · · · ·And in my former role at 26 years dealing with

·9· ·PURPA issues for PacifiCorp, I have a long and deep

10· ·history with that particular entity, those two projects

11· ·as well as the third project that was referred to in the

12· ·previous conversation were projects that were all built

13· ·under long-term contracts that existed and were allowable

14· ·in the state of Washington.

15· · · · · · ·That was subsequently replaced by the five-year

16· ·contract term.· And so, these projects are under

17· ·short-term contracts, but in no way were they ever

18· ·built or financed under short-term contracts.

19· · · · · · ·I think that's really all I have to say to

20· ·summarize our testimony and position.

21· · · · · · ·THE HEARING OFFICER:· Okay.· Thank you.

22· · · · · · ·Anything further, Mr. Sanger, of this witness?

23· · · · · · ·MR. SANGER:· No.· Thank you.

24· · · · · · ·THE HEARING OFFICER:· Ms. Dutton, any

25· ·cross-examination?
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·1· · · · · · ·MS. DUTTON:· No.· Thank you.

·2· · · · · · ·THE HEARING OFFICER:· Thank you.· Mr. Ritchie?

·3· · · · · · ·MR. RITCHIE:· No cross.

·4· · · · · · ·THE HEARING OFFICER:· Mr. Dodge?

·5· · · · · · ·MR. DODGE:· No.· Thank you.

·6· · · · · · ·THE HEARING OFFICER:· Mr. Moore?

·7· · · · · · ·MR. MOORE:· No.· Thank you.

·8· · · · · · ·THE HEARING OFFICER:· Mr. Jetter?

·9· · · · · · ·MR. JETTER:· I have no questions.· Thank you.

10· · · · · · ·THE HEARING OFFICER:· Thank you.· Ms. Hogle?

11· · · · · · ·MS. HOGLE:· I have no questions.

12· · · · · · ·THE HEARING OFFICER:· Okay.· Thank you,

13· ·Mr. Lowe.· Commissioner White, do you have any questions?

14· · · · · · ·COMMISSIONER WHITE:· I have no questions.

15· ·Thanks.

16· · · · · · ·THE HEARING OFFICER:· Commissioner Clark?

17· · · · · · ·COMMISSIONER CLARK:· It's unanimous.

18· · · · · · ·THE HEARING OFFICER:· Mr. Sanger?

19· · · · · · ·MR. SANGER:· I would call to the witness stand

20· ·Mr. Nathan Rich.

21· · · · · · ·THE HEARING OFFICER:· Mr. Rich, do you swear to

22· ·tell the truth?

23· · · · · · ·THE WITNESS:· I do.

24· · · · · · ·(REC Rebuttal Testimony of Nathan Rich

25· ·Identified)
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·1· · · · · · · · · · · · NATHAN RICH,

·2· · · · · · · ·having first been duly sworn, was

·3· · · · · · · ·examined and testified as follows:

·4· · · · · · · · · · · DIRECT EXAMINATION

·5· ·BY MR. SANGER:

·6· · · · Q.· ·Mr. Rich, did you prepare or have prepared on

·7· ·your behalf rebuttal testimony of Mr. Nathan Rich on

·8· ·behalf of the Renewable Energy Coalition?

·9· · · · A.· ·I did.

10· · · · Q.· ·Do you have any corrections to that testimony

11· ·at this time?

12· · · · A.· ·No.

13· · · · Q.· ·If I asked you the same questions here today,

14· ·would your answers be the same?

15· · · · A.· ·Yes, they would.

16· · · · · · ·MR. SANGER:· I respectfully move for the

17· ·admission of Mr. Nathan Rich.

18· · · · · · ·THE HEARING OFFICER:· If any party objects,

19· ·please indicate.· Seeing no indication, it will be

20· ·entered.· Thank you.

21· · · · · · ·(REC Rebuttal Testimony of Nathan Rich

22· ·Admitted)

23· · · · · · ·MR. SANGER:· I tender Mr. Rich for

24· ·cross-examination.· And I believe he has a short

25· ·statement to start the process.
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·1· · · · · · ·THE HEARING OFFICER:· Okay.· We'll start with

·2· ·the statement.

·3· · · · · · ·MR. RICH:· Thank you.· I appreciate the

·4· ·opportunity to be heard by the Commission.· You have my

·5· ·testimony.· I won't spend a great deal of time going back

·6· ·over that.· But I think it's important and I understand

·7· ·the concern that 2,000 megawatts of new QF power would

·8· ·cause a problem to the Company.

·9· · · · · · ·But I think we need to be careful about

10· ·unintended consequences and I think our projects speak

11· ·directly to that.· We have two projects just to clarify

12· ·a little bit some of the earlier testimony.

13· · · · · · ·When our facility was built -- and it's a

14· ·municipal waste combustion facility.· So, we generate --

15· ·primarily our business is to generate renewable steam

16· ·which we sell to Hill Air Force Base and they use that

17· ·generally as heating on the other side of the base.

18· · · · · · ·So, as part of the construction of the

19· ·facility, it was constructed with 1.6 megawatt

20· ·back-pressure turbine.

21· · · · · · ·So, we take the high-pressure steam down

22· ·through our turbine.· The turbine is there to operate the

23· ·facility.· It was put there to operate the facility.

24· · · · · · ·We made an interconnection to the utility

25· ·in the 1993 time frame.· And that was our original power
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·1· ·purchase agreement was actually an open ended

·2· ·year-to-year agreement.

·3· · · · · · ·We were approached by PacifiCorp two or three

·4· ·years ago and they were cleaning up their old contracts.

·5· ·They wanted to enter into a new contract.· Hence, our

·6· ·current 11-year power purchase agreement.· The reason

·7· ·that that's an 11-year agreement is because that matches

·8· ·the timeframe of our current contract with Hill Air Force

·9· ·Base for the sale of steam.· So, we didn't want to firm

10· ·up our power beyond that.

11· · · · · · ·And to put this into perspective, we sell

12· ·between five and $6 million worth of steam to Hill Air

13· ·Force Base in a year, and we're currently generating

14· ·revenues of 30 to $40,000 on our power purchase agreement

15· ·with PacifiCorp.· So, it was really not the driving

16· ·factor.· And that turbine is there to power the facility.

17· · · · · · ·The second project, and this is really why

18· ·I felt it was important to be heard on the issue, Hill

19· ·Air Force Base uses 100 percent of our steam during the

20· ·winter months.· So, in the summer months --

21· · · · · · ·And we generate typically about 100,000 pounds

22· ·per hour of steam.· In the summer months, they are not

23· ·able to use our full load and we've looked a number of

24· ·times at adding additional generation capacity to capture

25· ·that unused summer steam.· And we've been through several
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·1· ·engineering cycles on that project.

·2· · · · · · ·Most recently, in fact, PacifiCorp just

·3· ·completed the first part of an interconnection study to

·4· ·help us understand our interconnection cost for that

·5· ·program.· It's about a $10 million project.· It's not

·6· ·something that we currently have equity on hand to

·7· ·finance.· We're old school.· We would finance that

·8· ·project typically through a revenue bond.

·9· · · · · · ·So, right now we're trying to understand

10· ·whether that project actually has economic viability,

11· ·but without the ability to contract at least for the

12· ·period that might represent a simple payback on the

13· ·project is not something, number one, that I believe

14· ·we would be able to receive favorable terms on financing.

15· · · · · · ·And beyond that, it wouldn't be something that

16· ·I would probably be able to convince our board that would

17· ·make good sense if we couldn't find the financing

18· ·at least to cover us during the payback period in that

19· ·project.

20· · · · · · ·So, you have my testimony.· And if there's

21· ·anything additional you'd like to add, that would be

22· ·great.· Thank you.

23· · · · · · ·MR. SANGER:· I have nothing further.

24· · · · · · ·THE HEARING OFFICER:· Okay.

25· · · · · · ·Ms. Dutton, any questions?
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·1· · · · · · ·MS. DUTTON:· No.· Thank you.

·2· · · · · · ·THE HEARING OFFICER:· Thank you.· Mr. Ritchie?

·3· · · · · · ·MR. RITCHIE:· No.· Thank you.

·4· · · · · · ·THE HEARING OFFICER:· Mr. Dodge?

·5· · · · · · ·MR. DODGE:· No.

·6· · · · · · ·THE HEARING OFFICER:· Mr. Moore?

·7· · · · · · ·MR. MOORE:· No.

·8· · · · · · ·THE HEARING OFFICER:· Mr. Jetter?

·9· · · · · · · · · · · CROSS-EXAMINATION

10· ·BY MR. JETTER:

11· · · · Q.· ·I do have a few questions.· Good afternoon.

12· · · · · · ·In your brief statement that you've just

13· ·discussed, did I understand you correctly that the

14· ·current project that you have, the first one, was built

15· ·and financed with year-to-year contracts with

16· ·Rocky Mountain Power?

17· · · · A.· ·It was built and financed as part of a $54

18· ·million bond issue in 1987 because that turbine is part

19· ·of the physical operation of the plant.

20· · · · · · ·The primary reason for the 1.6 megawatt turbine

21· ·is to power the plant.· Frankly, selling the power to

22· ·Rocky Mountain Power is an afterthought and that

23· ·interconnection was added seven years later.

24· · · · · · ·So, we're generating 1.6 megawatts and we're

25· ·selling, it's up and down, but typically three to 400
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·1· ·kilowatts is all that we're selling to PacifiCorp.

·2· · · · · · ·So, the contract is to help us continue with

·3· ·the ongoing maintenance and operation of the facility.

·4· · · · Q.· ·Okay.· And with respect to the current

·5· ·facility, the term of the contract was immaterial

·6· ·to whether it was built or not; is that correct?

·7· · · · A.· ·Absolutely because the project is a municipal

·8· ·waste incinerator selling steam to Hill Air Force Base,

·9· ·and the term of the contract with Hill Air Force Base

10· ·as the major power off-take of the project was critical

11· ·and that was also an open-ended contract with

12· ·Hill Air Force Base at the time.

13· · · · · · ·So, that's the contract that -- it's hard to

14· ·draw the parallel between our small electric contract and

15· ·the real power purchase agreement that built the facility

16· ·is the sale of steam to Hill Air Force Base.

17· · · · Q.· ·Thank you.· With respect to the second project,

18· ·the desire to add an additional turbine is my

19· ·understanding; is that correct?

20· · · · A.· ·That's correct.

21· · · · Q.· ·What is the payback period for that?

22· · · · A.· ·Well, it depends on the power off-taker and how

23· ·much they're willing to pay for the power.· Using current

24· ·Schedule 37 -- and in -- the project actually would

25· ·deliver about five and a half megawatts of power to the
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·1· ·grid.· So, Schedule 37 doesn't strictly apply.

·2· · · · · · ·But using Schedule 37 as a best case,

·3· ·the project is about a $10 million project.· And because

·4· ·the power is seasonal -- and that's one thing that makes

·5· ·it hard.· The steam is worth much more than the

·6· ·electricity.· So, in the winter we sell steam and then

·7· ·in the shoulder months, we would start to ramp all the

·8· ·electricity and then its base load power through the

·9· ·summer season.· The current simple payback on that

10· ·scenario selling to PacifiCorp under Schedule 37 is

11· ·about 24 years.

12· · · · Q.· ·And so, your testimony earlier, even in a

13· ·20-year term, you don't think that you could finance that

14· ·or convince your board because you wouldn't have a

15· ·contract, then, throughout that period?

16· · · · A.· ·Oh, I think a 20, with the possibility of a

17· ·20-year agreement would give me hope that we could work

18· ·toward finding a power off-taker or having actual

19· ·conversations which would be required contract

20· ·negotiations under Schedule 38.

21· · · · · · ·But it's a tough project, absolutely.

22· ·But a three-year contract slams the door.

23· · · · Q.· ·Okay.· But a three-year contract on your first

24· ·project wouldn't have mattered.· That would have actually

25· ·been three times as long as your --
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·1· · · · A.· ·Because the first project was a waste energy

·2· ·project selling steam to Hill Air Force Base.· You can't

·3· ·look at that as an electrical contract.· In fact, the

·4· ·interconnection to the utility wasn't made until the

·5· ·facility had been on line for five years.

·6· · · · · · ·MR. JETTER:· Okay.· That's all the questions

·7· ·I have.· Thank you.

·8· · · · · · ·THE HEARING OFFICER:· Thank you.· Ms. Hogle?

·9· · · · · · ·MS. HOGLE:· I have no questions.

10· · · · · · ·THE HEARING OFFICER:· Do you have any redirect,

11· ·Mr. Sanger?

12· · · · · · · · · · ·REDIRECT EXAMINATION

13· ·BY MR. SANGER:

14· · · · Q.· ·Yes, Your Honor.· One question.

15· · · · · · ·Just to clarify, your existing project, it was

16· ·not built as a qualifying facility project designed to

17· ·sell electricity.· It wasn't your intention in the reason

18· ·that you sold it because you didn't start selling it

19· ·until seven years after?

20· · · · A.· ·That is correct.

21· · · · Q.· ·And could you have financed that under a

22· ·three-year financing arrangement?

23· · · · A.· ·Well, no.· And again, you know, the original

24· ·bond issue on the waste energy facility was a 20 --

25· ·was financed several times, but I believe a 25-year
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·1· ·bond issue for the original facility which included

·2· ·the generation capacity that's currently on line.

·3· · · · · · ·MR. SANGER:· No further questions.

·4· · · · · · ·THE HEARING OFFICER:· Thank you.· Any recross?

·5· · · · · · ·If anyone wants recross, let me know.

·6· ·(No response)· Okay.· Thank you.· Mr. Sanger, anything

·7· ·else?· Oh, I'm sorry.· I forgot.

·8· · · · · · ·Commissioner White, do you have any questions?

·9· · · · · · ·COMMISSIONER WHITE:· I have no questions.

10· ·Thank you, Chair.

11· · · · · · ·THE HEARING OFFICER:· Mr. Clark?

12· · · · · · ·COMMISSIONER CLARK:· I don't have any.

13· · · · · · ·THE HEARING OFFICER:· I don't have any either.

14· ·Thank you.

15· · · · · · ·MR. SANGER:· Your Honor, may I excuse Mr. Rich

16· ·and Mr. Lowe for the rest of the hearing or at least from

17· ·participation tomorrow?

18· · · · · · ·THE HEARING OFFICER:· Is there any objection

19· ·from any party?· (No response).· Certainly.· Thank you.

20· · · · · · ·MR. SANGER:· Thank you.

21· · · · · · ·THE HEARING OFFICER:· Anything else from you,

22· ·Mr. Sanger?

23· · · · · · ·MR. SANGER:· No, your Honor.· Thank you.

24· · · · · · ·THE HEARING OFFICER:· Okay.· Thank you.

25· · · · · · ·Mr. Moore?

http://www.litigationservices.com


Page 176
·1· · · · · · ·MR. JETTER:· The Office calls Bella Vastag.

·2· · · · · · ·THE HEARING OFFICER:· Do you swear to tell the

·3· ·truth?

·4· · · · · · ·THE WITNESS:· Yes, I do.

·5· · · · · · ·THE HEARING OFFICER:· Thank you.

·6· · · · · · · · · · · · ·BELA VASTAG,

·7· · · · · · · ·having first been duly sworn, was

·8· · · · · · · ·examined and testified as follows:

·9· · · · · · · · · · · DIRECT EXAMINATION

10· ·BY MR. MOORE:

11· · · · Q.· ·Could you state and spell your name and

12· ·occupation for the record?

13· · · · A.· ·Yes.· My name is Bela, B-e-l-a, Vastag,

14· ·V-a-s-t-a-g.· I'm a utility analyst employed by the

15· ·Office of Consumer Services.

16· · · · Q.· ·Have you reviewed the Company's application

17· ·in this case?

18· · · · A.· ·Yes, I have.

19· · · · · · ·(Direct, Rebuttal, and Surrebuttal Testimony of

20· ·Bela Vastag Identified)

21· ·BY MR. MOORE:

22· · · · Q.· ·Have you prepared direct, rebuttal, and

23· ·surrebuttal testimony?

24· · · · A.· ·Yes.

25· · · · Q.· ·Do you have any corrections to that testimony?
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·1· · · · A.· ·No corrections.

·2· · · · Q.· ·If I were to examine you and ask you the

·3· ·questions in your testimony, would your answers be the

·4· ·same?

·5· · · · A.· ·Yes.

·6· · · · · · ·MR. MOORE:· The Office would move for admission

·7· ·of his testimony.

·8· · · · · · ·THE HEARING OFFICER:· If any party objects,

·9· ·please indicate.· Seeing none, thank you.· It'll be

10· ·entered.

11· · · · · · ·(Direct, Rebuttal, and Surrebuttal Testimony of

12· ·Bela Vastag Admitted)

13· ·BY MR. MOORE:

14· · · · Q.· ·Have you prepared a statement summarizing your

15· ·testimony?

16· · · · A.· ·Yes.· I have a brief statement.

17· · · · · · ·Good afternoon.· Federal and state laws have

18· ·been enacted to encourage the development of small power

19· ·producers such as qualifying facilities or QFs.

20· · · · · · ·The Company proposes in this docket to limit

21· ·the maximum contract length for a QF's power purchase

22· ·agreement or PPA to three years.

23· · · · · · ·The Office believes that this would be an

24· ·unnecessary barrier against QFs and would discourage the

25· ·development of these small power producers contrary
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·1· ·to the intent of laws to promote their development.

·2· · · · · · ·Therefore, the Office opposes the Company's

·3· ·request and recommends that the maximum PPA contract

·4· ·length remain at 20 years.

·5· · · · · · ·The Office also opposes some parties' proposals

·6· ·that the calculation of the compensation for capacity

·7· ·value in a QF contract be based on a longer term than the

·8· ·term of the PPA.

·9· · · · · · ·If this method was adopted and such a PPA was

10· ·not renewed at the end of its term, then ratepayers would

11· ·have paid for capacity that was never delivered which

12· ·would violate the PURPA standard of ratepayer

13· ·indifference.· The Commission should reject a capacity

14· ·value calculation that goes beyond the term of a

15· ·QF's PPA.

16· · · · · · ·The Office does agree with some of the concerns

17· ·that the Company and the Division have raised with

18· ·acquiring a large amount of power from QFs.

19· · · · · · ·These concerns include, A, resource acquisition

20· ·being done outside of the Company's system-wide

21· ·Integrated Resource Plan or IRP evaluation and planning

22· ·process;

23· · · · · · ·B, an increased risk to ratepayers with

24· ·carrying large amounts of long-term fixed-price contracts

25· ·for power.· The direction of power prices in the future
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·1· ·is uncertain.· And unlike a company-owned resource,

·2· ·QFs cannot be economically dispatched to take advantage

·3· ·of periods when low-priced market purchases of power are

·4· ·available.

·5· · · · · · ·The office believes that the best remedy

·6· ·for these concerns is the use in QF PPAs of avoided cost

·7· ·pricing that is properly modeled, accurately calculated,

·8· ·and timely updated.· We request that the Commission

·9· ·always insist on continual diligence and rigor in

10· ·establishing avoided cost prices under Schedule 37

11· ·and Schedule 38.· And that concludes my statement.

12· · · · · · ·THE HEARING OFFICER:· Anything else, Mr. Moore?

13· · · · · · ·MR. JETTER:· No, sir.

14· · · · · · ·THE HEARING OFFICER:· Okay.· Thank you.

15· · · · · · ·Ms. Dutton, any cross-examination?

16· · · · · · ·MS. DUTTON:· No.· Thank you.

17· · · · · · ·THE HEARING OFFICER:· Mr. Ritchie?

18· · · · · · ·MR. RITCHIE:· No cross.

19· · · · · · ·THE HEARING OFFICER:· Mr. Dodge?

20· · · · · · ·MR. DODGE:· No.· I have no questions.· Thanks.

21· · · · · · ·THE HEARING OFFICER:· Thank you.· Mr. Sanger?

22· · · · · · ·MR. SANGER:· No questions.

23· · · · · · ·THE HEARING OFFICER:· Mr. Jetter?

24· · · · · · ·MR. JETTER:· I have no questions.

25· · · · · · ·THE HEARING OFFICER:· Ms. Hogle?
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·1· · · · · · ·MS. HOGLE:· A few.

·2· · · · · · ·THE HEARING OFFICER:· Thank you.

·3· · · · · · · · · · · CROSS-EXAMINATION

·4· ·BY MS. HOGLE:

·5· · · · Q.· ·Good afternoon, Mr. Vastag.

·6· · · · A.· ·Good afternoon.

·7· · · · Q.· ·To your knowledge, was the OCS a participant

·8· ·in the hedging collaboratives?

·9· · · · A.· ·To my knowledge, yes.

10· · · · Q.· ·And is it your understanding and, more

11· ·importantly, the OCS's understanding that the principles

12· ·and guidelines that were entered into the record as

13· ·I believe Cross Exhibit-2 for the Coalition applied

14· ·to both gas and electricity hedges?

15· · · · A.· ·I was not involved in that docket.· So, I'm not

16· ·sure if that's correct.

17· · · · Q.· ·Okay.· But as a representative of the OCS,

18· ·is it true that the OCS supports the principles and

19· ·guidelines that resulted from that hedging collaborative?

20· · · · A.· ·Yes.· It's safe to say we were supportive of

21· ·the results.

22· · · · Q.· ·Okay.· Did you read Mr. Higgins' and Ms. Ferk's

23· ·testimony in this case?

24· · · · A.· ·Yes.

25· · · · Q.· ·And would you agree with me that both of them
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·1· ·being a 20-year PPA, a QF PPA has a risk mitigation or

·2· ·reduction of potential 111(d) requirements?

·3· · · · A.· ·I would agree with that, yes.

·4· · · · Q.· ·Okay.· You participated in the avoided cost

·5· ·Docket Number 12-035-100 where the current avoided cost

·6· ·methodology was approved; is that correct?

·7· · · · A.· ·That's correct.

·8· · · · Q.· ·And one of the issues in that case was whether

·9· ·the RECs would stay with the developer or with the

10· ·Company in the PPA transaction; right?

11· · · · A.· ·Yes.

12· · · · Q.· ·And do you recall what the Commission's

13· ·decision was on that issue in that case?

14· · · · A.· ·Yes, I do.

15· · · · Q.· ·So, you would agree with me that the Commission

16· ·decided that the RECs would be retained by the QF absent

17· ·an expressed negotiation for additional compensation

18· ·for those RECs; is that correct?

19· · · · A.· ·That's correct.

20· · · · Q.· ·And so, would you also agree with me that a

21· ·20-year PPA under current law would not, in fact,

22· ·mitigate any potential 111(d) requirements for the

23· ·Company?

24· · · · A.· ·That is uncertain whether or not the REC issue

25· ·would affect compliance but it is an issue.
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·1· · · · Q.· ·Okay.· I'd like you to turn to your direct

·2· ·testimony if you will, please, specifically page three.

·3· ·And actually, I believe that you said this in your

·4· ·summary.· So, at line A-1 you state that it is extremely

·5· ·important that avoided cost modeling be rigorously and

·6· ·maintained and updated; is that correct?

·7· · · · A.· ·Correct.· Uh-huh (affirmative).

·8· · · · Q.· ·And you would agree with me that current

·9· ·avoided cost prices reflect current or near term

10· ·conditions?

11· · · · A.· ·Well, they're calculated using current data --

12· · · · Q.· ·Okay.

13· · · · A.· ·-- but they reflect a 20-year time period.

14· · · · Q.· ·Okay.· So, would you agree with me that it's

15· ·much easier to forecast prices two to three years out

16· ·as compared to 20 years out?

17· · · · A.· ·It's probably easier to do a shorter term

18· ·forecast.

19· · · · Q.· ·Okay.· And so, isn't it true that all long-run

20· ·estimates, no matter how rigorous of avoided costs will

21· ·be prone to forecast inaccuracies?

22· · · · A.· ·Yes.· And I admitted in my surrebuttal that

23· ·forecast error is an issue, but there are other issues

24· ·with inaccurate avoided cost calculations, not just

25· ·forecasting of future prices.
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·1· · · · · · ·MS. HOGLE:· Okay.· Thank you.· That's all

·2· ·I have.

·3· · · · · · ·THE HEARING OFFICER:· Mr. Moore, any redirect?

·4· · · · · · ·MR. MOORE:· No redirect, sir.

·5· · · · · · ·THE HEARING OFFICER:· Okay.· Thank you.

·6· · · · · · ·Commissioner White?

·7· · · · · · ·COMMISSIONER WHITE:· No questions.· Thank you.

·8· · · · · · ·THE HEARING OFFICER:· Commissioner Clark?

·9· · · · · · ·COMMISSIONER CLARK:· Thank you.· I have no

10· ·questions.

11· · · · · · ·THE HEARING OFFICER:· I have none.· Thank you,

12· ·Mr. Vastag.· Anything further, Mr. Moore?

13· · · · · · ·MR. MOORE:· Nothing further.

14· · · · · · ·THE HEARING OFFICER:· We'll go to Ms. Dutton

15· ·next.

16· · · · · · ·MS. DUTTON:· Thank you.· Utah Clean Energy

17· ·calls Ms. Sarah Wright.

18· · · · · · ·THE HEARING OFFICER:· Do you swear to tell the

19· ·truth?

20· · · · · · ·THE WITNESS:· I do.· Good afternoon and thank

21· ·you.

22· · · · · · · · · · · · SARAH WRIGHT,

23· · · · · · · ·having first been duly sworn, was

24· · · · · · · ·examined and testified as follows:

25· · · · · · · · · · · DIRECT EXAMINATION
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·1· ·BY MS. DUTTON:

·2· · · · Q.· ·Please state your name, position, and business

·3· ·address for the record.

·4· · · · A.· ·My name is Sarah Wright and my business is

·5· ·Utah Clean Energy.· We're a nonprofit incorporation.

·6· ·And the address is 1014 Second Avenue, Salt Lake City,

·7· ·Utah 84103.

·8· · · · Q.· ·Have you reviewed the Company's application

·9· ·in this case?

10· · · · A.· ·Yes, I have.

11· · · · · · ·(UCE Exhibit-1 and Exhibit-2 Identified)

12· ·BY MS. DUTTON:

13· · · · Q.· ·And did you submit direct and surrebuttal

14· ·testimony in this docket marked as UCE Exhibits 1 and 2?

15· · · · A.· ·Yes, I did.

16· · · · Q.· ·Do you have any changes or corrections to make

17· ·to your written testimony?

18· · · · A.· ·No, I don't.

19· · · · Q.· ·If I asked you the same questions today as are

20· ·set forth in your written testimony, would your answers

21· ·be the same?

22· · · · A.· ·Yes, they would.

23· · · · · · ·MS. DUTTON:· Thank you.· Utah Clean Energy

24· ·moves to enter Ms. Wright's direct and surrebuttal

25· ·testimony into the record.
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·1· · · · · · ·THE HEARING OFFICER:· Okay.· If anyone objects,

·2· ·please indicate.· Seeing none, that will be entered.

·3· ·Thank you.

·4· · · · · · ·(UCE Exhibit-1 and Exhibit-2 Admitted)

·5· ·BY MS. DUTTON:

·6· · · · Q.· ·Did you prepare a summary of your written

·7· ·testimony to share with the Commission today?

·8· · · · A.· ·Yes, I did.

·9· · · · Q.· ·Please proceed.

10· · · · A.· ·As most of you know, Utah Clean Energy strives

11· ·to create safer, more efficient, cleaner, and a smarter

12· ·energy future.· And the Public Utility Regulatory Policy

13· ·Act, PURPA, is an important mechanism for influencing

14· ·renewable energy development in Utah and diversification

15· ·of our energy supply.

16· · · · · · ·It is in the best interest of ratepayers to

17· ·safeguard the proper implementation of PURPA.

18· · · · · · ·Rocky Mountain Power's proposal to reduce the

19· ·contract term to three years undermines PURPA and the

20· ·state policy by effectively making these projects

21· ·extremely expensive, extremely difficult, if not

22· ·possible to finance.

23· · · · · · ·It would ensure that projects will not be built

24· ·and it would therefore allow the utility to circumvent

25· ·PURPA and prevent ratepayers from benefiting from
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·1· ·QF resources.

·2· · · · · · ·In the Company's testimony, they incorrectly

·3· ·compared QFs to hedging practices.· Renewable QF projects

·4· ·are clearly not economic hedges and it is incorrect to

·5· ·apply the Company's hedging and trading practices to

·6· ·QF projects.· QF projects are steel in the ground

·7· ·resources that provide a capacity value to the system

·8· ·and this value is significant.

·9· · · · · · ·In contrast, hedging projects do not provide

10· ·the ratepayers with a long-term capacity value.

11· · · · · · ·And finally, further -- not finally, but

12· ·finally for this section, a QF project is not a commodity

13· ·hedge just because it provides incidental but significant

14· ·risk mitigating benefits to ratepayers.

15· · · · · · ·So, now we move to risk and protection from

16· ·risk.· Of course we know and it's been discussed quite a

17· ·bit today that there is always risk associated with all

18· ·resource decisions including short-term decisions.

19· · · · · · ·And FERC contemplated that prices would go up

20· ·and down and that this reality would be borne both ways.

21· ·The presence of risk does not alleviate the Utah Public

22· ·Service Commission of its duty to implement the policies

23· ·and requirements of PURPA and Utah statute which states

24· ·that it is the policy of this state to encourage the

25· ·development of independent and qualifying power
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·1· ·production and cogeneration facilities to produce a

·2· ·diverse array of economical and permanently sustainable

·3· ·resources in an environmentally acceptable manner.

·4· · · · · · ·QF projects do provide ratepayers with

·5· ·additional value by protecting ratepayers over the

·6· ·20-year contract for risk associated with fuel

·7· ·volatility, unanticipated O and M costs, environmental

·8· ·cost, and environmental compliance cost.· And I'm happy

·9· ·to address some of the issues around the clean power

10· ·plan.

11· · · · · · ·Regardless of REC ownership, these projects

12· ·will reduce the Company's emissions.· And in the long

13· ·run, the lower emissions that we have, especially if the

14· ·state chooses to go with a mass-based profile, it will

15· ·help with compliance.· The exact mechanisms of how the

16· ·clean power plan will operate we don't know yet or how

17· ·Utah will implement it.

18· · · · · · ·But there are benefits to reduced carbon

19· ·emissions, risk-mitigating benefits regardless of whether

20· ·you own the RECs.· And you have, as I understand, at

21· ·least for about 300 megawatts of the projects negotiated

22· ·ownership of the RECs.

23· · · · · · ·On contrast, company-owned resources and market

24· ·purchases do not provide the protection from these risks.

25· · · · · · ·In fact, the Company has an energy cost
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·1· ·adjustment mechanism that they can use to recoup costs

·2· ·if the future unfolds in a way that's different when they

·3· ·planned their resources.· They can recoup costs for

·4· ·planned O and M expenses and other environmental

·5· ·upgrades.

·6· · · · · · ·QF procurement is definitely aligned with the

·7· ·Company's Integrated Resource Plan.· Because the PDRR

·8· ·avoided cost pricing method is directly tied to the

·9· ·resources that are identified in the company's least-cost

10· ·least-risk portfolio and the type and timing of those

11· ·resources identified in their least-cost least-risk

12· ·portfolio, to the extent the capacity is not needed until

13· ·a date into the future or if there are a number of QFs

14· ·ahead of this resource in the queue, the pricing is

15· ·reduced.· The avoided cost pricing method is an iterative

16· ·and dynamic tool that was approved by the Commission to

17· ·align with the IRP and to meet the ratepayer indifference

18· ·standard.

19· · · · · · ·The final point I'd like to make is that the

20· ·20-year contract term allows viable QF projects to secure

21· ·financing.· And this pricing method, the avoided cost

22· ·pricing method, is what ensures the ratepayer

23· ·indifference standard is protected and only viable

24· ·projects that meet the ratepayer indifference standard

25· ·will be built.
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·1· · · · · · ·The Commission approved avoided cost method

·2· ·is the mechanism that the Commission approved to ensure

·3· ·that rates are just and reasonable to ratepayers and

·4· ·nondiscriminatory to QFs consistent to the requirements

·5· ·of the PURPA and state statute.

·6· · · · · · ·Both those requirements are equally important.

·7· ·The pricing method was built on the assumption of a QF

·8· ·that the QF may contract for 20 years.

·9· · · · · · ·The Commission's role based on PURPA and state

10· ·policy is to encourage the development of QF resources

11· ·while ensuring rates are just and reasonable to

12· ·ratepayers and nondiscriminatory to QFs.

13· · · · · · ·The current QF avoided cost method with a

14· ·20-year contract will do just that.· While a change to a

15· ·three-year contract would circumvent the intent of PURPA

16· ·and state statute and deny ratepayers the benefits of

17· ·QFs.· I recommend that the Public Service Commission

18· ·deny the Company's application to reduce the contract

19· ·term.· Thank you.

20· · · · · · ·THE HEARING OFFICER:· Anything else,

21· ·Ms. Dutton?

22· · · · · · ·MS. DUTTON:· No.· Ms. Wright is available for

23· ·cross-examination.

24· · · · · · ·THE HEARING OFFICER:· Thank you.

25· · · · · · ·Mr. Ritchie, any questions?
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·1· · · · · · ·MR. RITCHIE:· No questions.· Thank you.

·2· · · · · · ·THE HEARING OFFICER:· Mr. Dodge?

·3· · · · · · ·MR. DODGE:· No questions.

·4· · · · · · ·THE HEARING OFFICER:· Mr. Sanger?

·5· · · · · · ·MR. SANGER:· No questions.

·6· · · · · · ·THE HEARING OFFICER:· Mr. Moore?

·7· · · · · · ·MR. MOORE:· No questions.· Thank you.

·8· · · · · · ·THE HEARING OFFICER:· Mr. Jetter?

·9· · · · · · · · · · · CROSS-EXAMINATION

10· ·BY MR. JETTER:

11· · · · Q.· ·I do have a few questions.

12· · · · A.· ·Hello, Mr. Jetter.

13· · · · Q.· ·Good afternoon, Ms. Wright.· You testified

14· ·I believe both in direct and in your surrebuttal

15· ·testimony that shortening the term of these contracts

16· ·would make them difficult, if not impossible to finance;

17· ·is that correct?

18· · · · A.· ·Yes.

19· · · · Q.· ·And the reason for that, is it correct,

20· ·that the lenders, the market providing the financing,

21· ·is unwilling to take the risk of variation in price

22· ·into the future; is that correct?

23· · · · A.· ·They are unwilling to take the risk to build a

24· ·project that doesn't have a long-term off-taker.

25· · · · Q.· ·And do you believe that shortening the term
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·1· ·of the contract changes the obligation to purchase that

·2· ·energy in periods into the future?

·3· · · · A.· ·So, I guess maybe I will amend my first answer

·4· ·that it's the off-taker and it's the price.· They have

·5· ·to know that that project is financeable and that they

·6· ·are going to recoup enough through sales to finance and

·7· ·pay for the project.

·8· · · · Q.· ·Okay.· And you testified that you believe that

·9· ·the current future projections have significantly greater

10· ·risk.· And let me clarify this.· Current future forecasts

11· ·for energy prices you think have greater upside risk.

12· · · · · · ·And by that, I mean it's more likely than not

13· ·they will be higher than we predict rather than lower

14· ·than we predict; is that correct?

15· · · · A.· ·I tried to clarify that in my surrebuttal.

16· ·I talked a lot about asymmetrical risk.· So, you can

17· ·think of -- so, today prices are about $3 or whatever

18· ·they are a megawatt hour, I mean, $30 a megawatt hour.

19· · · · · · ·And so, and most of that is fuel cost, and that

20· ·price is bound by zero but it's actually bound by more

21· ·than that because you have to develop those risk.

22· · · · · · ·So, those prices, it's asymmetrical.

23· ·The magnitude that we can go lower is much smaller than

24· ·the magnitude that we can go higher.

25· · · · · · ·Any of us that were here in the year 2000 know
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·1· ·that prices could be much higher.· Plus, there are many

·2· ·environmental regs coming down.· So, yes, the magnitude

·3· ·of risk is more, the magnitude that they can go up is

·4· ·much greater than what's bound by zero.

·5· · · · Q.· ·Okay.· And so, it would seem financially

·6· ·foolish, then, to enter into a long-term contract today

·7· ·when you have greater potential for higher energy prices

·8· ·in the future; is that correct?

·9· · · · A.· ·No, because you have to -- you have to be able

10· ·to build those and finance those projects.· If you're a

11· ·financier, you're not someone that plays in the energy

12· ·markets.· You want to know that you have a project that

13· ·is financeable and that that is a locked in -- you know,

14· ·that that project is going to go.

15· · · · Q.· ·And so, you would say, then, that the contract

16· ·for the 20 years removing the risk of market fluctuations

17· ·and energy prices has a significant value.

18· · · · · · ·In fact, that value is so high that a project

19· ·cannot be completed without it; is that correct?

20· · · · A.· ·Well, it depends on what you mean by value.

21· ·It has a value to ratepayers, too because if we can lock

22· ·in that price.· The higher the risk, the higher the

23· ·financing cost.· And when you're dealing with a very

24· ·capital-intensive project, those projects would then

25· ·be much more expensive and then they would not be built
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·1· ·to the benefit of ratepayers.

·2· · · · Q.· ·And so, is it correct, then, that your

·3· ·testimony is that the risk has such a high cost I guess

·4· ·on the flip side of that, the risk has such a high cost

·5· ·that no lenders will lend on these projects?

·6· · · · A.· ·Well, I think that the developers should speak

·7· ·more to that, but from seminars and research that I've

·8· ·done that -- well, just think about if you bought a house

·9· ·and the cost of financing.

10· · · · · · ·If you had a very bad credit rating, it would

11· ·cost you a lot more to finance that house over the term

12· ·of the house over the 30-year mortgage than it would if

13· ·you were, you know, an A-plus credit rating.

14· · · · · · ·So, just, the higher the risk, the higher the

15· ·cost to finance that project which makes them more

16· ·expensive, which puts them out of the money for PURPA

17· ·which circumvents PURPA.

18· · · · Q.· ·Okay.· Let me use that analogy.· If you have

19· ·very bad credit -- and I believe your analogy is,

20· ·in that, probably intermittent nature of these resources

21· ·and the variability of market prices, you would probably

22· ·seek a cosigner maybe with better credit; is that

23· ·accurate?

24· · · · A.· ·I'm talking about the difference in pricing of

25· ·financing.· So, these projects, it's not that they're
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·1· ·variable that's a problem.· It's the fact that they need

·2· ·a long -- you know, you're buying 20 years of fuel up

·3· ·front when you build one of these projects.· So, you need

·4· ·long-term financing.

·5· · · · Q.· ·And you compared it to a person with bad

·6· ·credit; is that right?

·7· · · · A.· ·No.· I compared that with the risk is higher

·8· ·because you don't have a 20-year contract, then your

·9· ·interest rates and your finance costs will be higher.

10· · · · Q.· ·But if you could find somebody to take that

11· ·risk for you, so, to guarantee those payments for 20

12· ·years, then you can get the financing; is that correct?

13· · · · A.· ·Meaning if you have an off-taker for your

14· ·project?

15· · · · Q.· ·If you have any source of guaranteed funding

16· ·for your project.

17· · · · A.· ·I think these questions would probably be best

18· ·asked to the renewable energy developers.· But what I'm

19· ·saying is that the financiers, to give you good credit

20· ·that keeps the cost down so these projects can be built

21· ·within avoided cost pricing to the benefit ratepayers,

22· ·especially, I mean you've heard UAE talk about how these

23· ·projects are beneficial, you need low-cost financing.

24· ·You need a long-term power purchase agreement.

25· · · · Q.· ·Okay.· And so, the long-term financing is
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·1· ·conditioned upon the long-term -- excuse me.

·2· · · · · · ·The low-cost financing would be in your

·3· ·testimony conditioned upon long-term power purchase

·4· ·agreements?

·5· · · · A.· ·That's my understanding from talking to

·6· ·developers.

·7· · · · Q.· ·Okay.· And that reduction in the cost of

·8· ·financing is due to somewhat other than the developer

·9· ·taking that risk, removing the risk that you're worried

10· ·about in year-to-year or short-term contracts?

11· · · · A.· ·I think we're mixing different types of risks.

12· ·The risk that I talk about with the asymmetrical risk

13· ·in the project has to do with what's going to happen to

14· ·ratepayers in the future.

15· · · · · · ·And the risks that we're talking about

16· ·regarding financing is the risk associated with investing

17· ·millions of dollars in a project and being able to, as a

18· ·financier, having the assurance that you will get paid

19· ·back.

20· · · · Q.· ·And that's what I think I'm looking at here

21· ·is the risk of the insurance you'd be paid back.

22· · · · · · ·You need to put that risk on some other party

23· ·in order to have these projects achieve low-cost

24· ·financing; is that correct?

25· · · · A.· ·If you're trying to say that customers are
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·1· ·bearing them?· I mean, I'm not sure what you're getting

·2· ·at because they're two different types of risk, and if a

·3· ·long-term power purchase agreement, if it's your position

·4· ·that that's a risk at these low prices, then yes.

·5· · · · · · ·MR. JETTER:· Thank you.· I have no further

·6· ·questions.· Thank you, Ms. Wright.

·7· · · · · · ·THE WITNESS:· Thank you, Mr. Jetter.

·8· · · · · · ·THE HEARING OFFICER:· Thank you.· Ms. Hogle?

·9· · · · · · · · · · · CROSS-EXAMINATION

10· ·BY MS. HOGLE:

11· · · · Q.· ·I have a few.· Good afternoon.

12· · · · A.· ·Good afternoon, Ms. Hogle.

13· · · · Q.· ·Would you agree with me that some states have

14· ·RPS requirements?

15· · · · A.· ·Yes.

16· · · · Q.· ·And that Utah has a renewable energy target for

17· ·qualifying facilities?

18· · · · A.· ·It's actually a requirement, but the way that

19· ·this document was written, it allows RECs from 1995 to

20· ·qualify.· It says that they're cost effective, we need to

21· ·do it, but you guys have already complied because of the

22· ·way that the statute was influenced when it was passed.

23· · · · · · ·MS. HOGLE:· Okay.· May I approach the witness?

24· · · · · · ·THE HEARING OFFICER:· Yes.

25· · · · · · ·(RMP Exhibit-2 Identified)
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·1· ·BY MS. HOGLE:

·2· · · · Q.· ·Okay.· And you've already mentioned the cost

·3· ·effectiveness.· So, can you read for me 54-17-602(a)

·4· ·where it starts, "Cost-effectiveness" under subsection

·5· ·one, it is determined?

·6· · · · A.· ·Wait.· 54-17-602(a), (1)(a)?

·7· · · · Q.· ·54-17-602(2)(a) --

·8· · · · A.· ·Oh, (2)(a).· "Cost-effectiveness under

·9· · · · Subsection (1) for other than a cooperative

10· · · · association is determined in comparison to other

11· · · · viable resource options using the criteria provided

12· · · · by Subsection 54-17-201(2)(c)(ii)."

13· ·Do you want to let people know what I'm reading from?

14· · · · Q.· ·Well, I believe that I just mentioned --

15· · · · A.· ·Okay.· So, this is Utah state statute?

16· · · · Q.· ·Yes.· Utah state statute.· So, if you flip

17· ·to the next page that I handed to you?

18· · · · A.· ·Certainly.

19· · · · Q.· ·Can you read 54-17-201(2)(c)?

20· · · · A.· ·"In ruling on the request for approval of

21· · · · a solicitation process, the commission shall

22· · · · determine whether the solicitation process:" --

23· · · · Q.· ·And then can you skip to little numeral two?

24· · · · A.· ·"shall provide an opportunity for public

25· · · · comment."
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·1· · · · Q.· ·"is in the public interest taking into

·2· · · · consideration:"

·3· · · · A.· ·Wait.· I read the wrong two?· I did read the

·4· ·wrong two.

·5· · · · Q.· ·Yes.

·6· · · · A.· ·"is in the public interest taking into

·7· · · · consideration: (A), whether it will most likely

·8· · · · result in the acquisition, production and delivery

·9· · · · of electricity at the lowest reasonable cost to the

10· · · · retail customers of an affected electrical utility

11· · · · located in this state;"

12· · · · Q.· ·Continue.

13· · · · A.· ·"long-term and short-term impacts; (C) risk,

14· · · · (D) reliability; (E) financial impacts on the

15· · · · affected electrical utility; and (F), other factors

16· · · · determined by the commission to be relevant."

17· · · · Q.· ·Thank you.· Okay.· Can you now please go back

18· ·to 54-17-602(3)(b).· Can you start reading?

19· · · · A.· ·Wait, wait, wait.· 602(3)?

20· · · · Q.· ·602(3)(b).

21· · · · A.· ·Oh.· I thought you said E.

22· · · · Q.· ·"This section does not require ..."

23· · · · A.· ·Oh, three.

24· · · · Q.· ·(3)(b).· Excuse me.

25· · · · A.· ·"This section does not require an electrical
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·1· · · · corporation to: (b) enter into any additional

·2· · · · electrical sales commitment or any other arrangement

·3· · · · for the sale or other disposition of electricity

·4· · · · that is not already, or would not be, entered into

·5· · · · by the electrical corporation."

·6· · · · Q.· ·"or"

·7· · · · A.· ·"or (c) acquire qualifying electricity in

·8· · · · excess of its adjusted retail electric sales."

·9· · · · Q.· ·Okay.· Thank you.· So, is it a fair

10· ·characterization of your testimony that avoided cost

11· ·prices are very low right now?

12· · · · A.· ·Yes.

13· · · · Q.· ·Okay.· And you would agree with me, would you

14· ·not, that the Commission's decision in this case is not

15· ·a short-term decision?

16· · · · A.· ·Yes.

17· · · · Q.· ·And that you have testified that avoided costs

18· ·are, with your clarification today, more likely to go up

19· ·and down from this point?

20· · · · A.· ·The magnitude.

21· · · · Q.· ·Okay.· And so, you would agree with me that

22· ·higher avoided cost pricing will make PPAs more

23· ·attractive?

24· · · · A.· ·Yes, if all things are equal, if the extension

25· ·of the ITC.· There are a number of factors.
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·1· · · · Q.· ·And the higher avoided cost pricing for

·2· ·20 years will make them even more attractive?

·3· · · · A.· ·Yes.

·4· · · · · · ·MS. HOGLE:· Okay.· I have no further questions.

·5· ·Thank you.

·6· · · · · · ·THE HEARING OFFICER:· Thank you.

·7· · · · · · ·Ms. Dutton, any redirect?

·8· · · · · · · · · · ·REDIRECT EXAMINATION

·9· ·BY MS. DUTTON:

10· · · · Q.· ·Yes, please.· Just a couple.

11· · · · · · ·Does the fact that or the possibility that

12· ·avoided cost prices could go up alleviate the Commission

13· ·of its duty to implement PURPA?

14· · · · A.· ·No, it doesn't.· And it also doesn't mean that

15· ·they wouldn't be in the best interest of ratepayers.

16· · · · Q.· ·And in your analogy, you used two mortgages.

17· ·You were comparing a bad credit rating to an inability

18· ·to secure long-term financing; is that correct?

19· · · · A.· ·Yes, or to -- trying to finance something

20· ·without a long-term purchase commitment.

21· · · · Q.· ·Yes.· And one last question.· Why is it a good

22· ·idea to enter into QF contracts now?

23· · · · A.· ·You know, there are number of reasons.· One is

24· ·because, and I think it was brought up by the Office,

25· ·is that renewable projects, solar projects in particular
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·1· ·with the investment tax credit, these prices are likely

·2· ·as low as they're going to be for a while.· 30 percent

·3· ·reduction in cost to Utah ratepayers for these projects

·4· ·from the investment tax credit.

·5· · · · · · ·MS. DUTTON:· Thank you.

·6· · · · · · ·THE HEARING OFFICER:· Thank you.· Does any

·7· ·party desire recross?· Seeing none, Commissioner White?

·8· · · · · · ·COMMISSIONER WHITE:· I have no questions.

·9· ·Thank you.

10· · · · · · ·THE HEARING OFFICER:· Commissioner Clark?

11· · · · · · ·COMMISSIONER CLARK:· No questions.· Thank you.

12· · · · · · ·THE HEARING OFFICER:· Thank you.· I don't have

13· ·any.· Thank you, Ms. Wright.

14· · · · · · ·THE WITNESS:· Thank you.

15· · · · · · ·Anything further, Ms. Dutton?

16· · · · · · ·MS. DUTTON:· No.· Thank you.

17· · · · · · ·THE HEARING OFFICER:· Okay.· Mr. Ritchie?

18· · · · · · ·MR. RITCHIE:· Sierra Club calls Mr. Thomas

19· ·Beach, please.

20· · · · · · ·THE HEARING OFFICER:· Mr. Beach, do you swear

21· ·to tell the truth?

22· · · · · · ·THE WITNESS:· I do.

23· · · · · · ·THE HEARING OFFICER:· Thank you.

24· · · · · · · · · · · ·R. THOMAS BEACH,

25· · · · · · · ·having first been duly sworn, was
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·1· · · · · · · ·examined and testified as follows:

·2· · · · · · · · · · · DIRECT EXAMINATION

·3· ·BY MR. RITCHIE:

·4· · · · Q.· ·Can you make sure your microphone is on,

·5· ·please?

·6· · · · A.· ·It is.

·7· · · · Q.· ·And can you please state your name and business

·8· ·address for the record?

·9· · · · A.· ·My name is first initial R. Thomas Beach.

10· ·Business address, 2560 9th Street, Suite 213-A, Berkeley,

11· ·California 94710.

12· · · · Q.· ·And what is that business?

13· · · · A.· ·I have an energy consulting firm Crossborder

14· ·Energy.

15· · · · · · ·(Direct Testimony and Exhibits of

16· ·R. Thomas Beach Identified)

17· ·BY MR. RITCHIE:

18· · · · Q.· ·And did you prepare direct testimony and the

19· ·accompanying exhibits on behalf of Sierra Club in this

20· ·proceeding?

21· · · · A.· ·Yes, I did.

22· · · · Q.· ·And do you have any corrections to that

23· ·testimony here today?

24· · · · A.· ·Yes.· I just have one minor correction on

25· ·footnote -- on page 45 of testimony, footnote 60.
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·1· ·That footnote refers to footnote 29 above and the

·2· ·accurate reference is to footnote 43 above.

·3· · · · · · ·And then the one other correction is that in

·4· ·two places, first on page six, line 111 and again on

·5· ·Page ten in footnote eight, I reference California's

·6· ·increase in its renewable portfolio standard to 50

·7· ·percent by 2030.· And in those locations, I say that the

·8· ·legislature had passed that increase and the governor was

·9· ·expected to sign it.

10· · · · · · ·I just wanted to update the testimony that

11· ·he actually did sign it.

12· · · · Q.· ·Thank you, Mr. Beach.· And with those

13· ·corrections, is the testimony true and correct to the

14· ·best of your knowledge?

15· · · · A.· ·Yes, it is.

16· · · · Q.· ·And if asked those same questions today,

17· ·would your answers be the same?

18· · · · A.· ·Yes, they would.

19· · · · · · ·MR. RITCHIE:· Commissioners, with your leave,

20· ·I'd like to move into the record the direct testimony

21· ·and accompanying exhibits of Thomas Beach.

22· · · · · · ·THE HEARING OFFICER:· Does any party object

23· ·to that motion?· Okay.· The motion's granted.· Thank you.

24· · · · · · ·(Direct Testimony and Exhibits of

25· ·R. Thomas Beach Admitted)
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·1· ·BY MR. RITCHIE:

·2· · · · Q.· ·And, Mr. Beach, have you prepared a summary of

·3· ·your testimony here today?

·4· · · · A.· ·Yes, I have.

·5· · · · Q.· ·Please provide that summary?

·6· · · · A.· ·Thank you very much.· My name is Tom Beach and

·7· ·I appreciate the opportunity to address the Commission

·8· ·on behalf of the Sierra Club today.

·9· · · · · · ·The Sierra Club is here today to ask the

10· ·Commission to keep Utah open for business.· And by that,

11· ·I mean open for the business of developing new clean

12· ·energy infrastructure in Utah for the benefit of

13· ·Utah ratepayers and the environment in Utah.

14· · · · · · ·Rocky Mountain Power has asked the Commission

15· ·to reduce from 20 years to three years the maximum term

16· ·of power purchase contracts with new renewable generation

17· ·QFs developed in its service territory under PURPA.· The

18· ·Sierra Club opposes Rocky Mountain Power's application.

19· · · · · · ·The utility is essentially asking the

20· ·Commission to interfere with the functioning of a market

21· ·that was expressly designed to counter the monopoly power

22· ·of the utility.· Your role as commissioners of course

23· ·is to regulate the utility so that it doesn't exert that

24· ·power.

25· · · · · · ·I started my career 35 years ago in the early
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·1· ·1980s on the staff of the California Public Utilities

·2· ·Commission where I worked on the initial implementation

·3· ·of PURPA shortly after its passage by congress.

·4· · · · · · ·Since then, I have observed and I provide

·5· ·examples in my testimony from Idaho, North Carolina

·6· ·and California as well as from Utah that historically

·7· ·renewable QFs have not been developed successfully

·8· ·where only short-term contracts are available.

·9· · · · · · ·If you look on the PacifiCorp system, their

10· ·operating renewable QF contracts that obviously have been

11· ·successfully developed, the average contract length

12· ·is 19.7 years.

13· · · · · · ·It's clear to me that the intent of the

14· ·utility's request in this case is to make it impossible

15· ·to finance additional renewable projects in its service

16· ·territory.· Capital-intensive solar and wind projects

17· ·simply cannot be developed successfully with three-year

18· ·contracts, and there's no history of them being able

19· ·to be developed on that basis.

20· · · · · · ·The Rocky Mountain Power proposal is clearly

21· ·an effort to relieve the utility of its must-purchase

22· ·obligation under PURPA.

23· · · · · · ·The utility says that it would still be

24· ·required to purchase QF power under three-year contracts,

25· ·but there really is no must-purchase obligation if
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·1· ·there's nothing to purchase because projects cannot

·2· ·obtain financing to be built.

·3· · · · · · ·This step to reduce the contract term is of

·4· ·questionable legality under PURPA whose purpose is to

·5· ·encourage the development of qualifying renewable

·6· ·generation that can be developed at the utility's

·7· ·avoided cost.

·8· · · · · · ·If Rocky Mountain Power does not want to

·9· ·comply with its PURPA obligations, then there are

10· ·well-established ways under federal law, Section 210 and

11· ·PURPA, for the utility to replace its traditional PURPA

12· ·obligation and for the state of Utah to assume greater

13· ·control of over utility procurement of renewable

14· ·generation in the state.

15· · · · · · ·Many other states have followed this course.

16· ·And their procurement of renewable generation is now

17· ·under RFPs and under the same type of process that

18· ·Rocky Mountain Power now uses to procure other types

19· ·of resources.

20· · · · · · ·However, pursuing 210(m) of PURPA may require

21· ·other changes in the energy markets in Utah that

22· ·Rocky Mountain Power does not seem interested in.

23· · · · · · ·So, we are left with the utilities still being

24· ·under a traditional PURPA obligation, the traditional

25· ·PURPA must-purchase obligation.
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·1· · · · · · ·So, now I'd like to talk a little bit about the

·2· ·ratepayer indifference issue.· Prices in PURPA contracts

·3· ·are set based on the utility's avoided cost; that is, on

·4· ·the cost the utilities would incur for the same amount

·5· ·of power if it did not purchase the QF generation.

·6· · · · · · ·As a result, the utility's ratepayers will be

·7· ·indifferent on a forecast basis to the purchase of the

·8· ·additional solar or wind generation.

·9· · · · · · ·Rocky Mountain Power claims that this is too

10· ·risky.· However, it's no riskier than when a utility

11· ·makes a long-term commitment to a new generating plant

12· ·that the ratepayers will pay for through the rate base.

13· · · · · · ·When the utility makes such a proposal, whether

14· ·that plant is cost effective is decided using the same

15· ·types of long-term forecasts that the Commission uses to

16· ·set avoided cost prices for QFs using the same type of

17· ·information developed in Integrated Resource Plans.

18· · · · · · ·QF pricing is not like short-term hedging

19· ·of energy commodities such as natural gas, oil, or

20· ·short-term market power and should not be subject to the

21· ·Commission's short-term hedging programs and policies for

22· ·such commodities.

23· · · · · · ·Renewable QFs are new steel in the ground

24· ·generation projects.· And no one builds those new

25· ·generation projects on the basis of three-year contracts.
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·1· · · · · · ·The Sierra Club believes that the QF market

·2· ·that the Commission has established in Utah is working

·3· ·exactly the way you designed it.· There's simply no

·4· ·present crisis with an oversupply of renewable QFs

·5· ·in Utah such that the Commission needs to shorten

·6· ·the contract term that will no longer encourage

·7· ·the development of solar and wind QFs in Utah.

·8· · · · · · ·The Commission's method for setting avoided

·9· ·cost prices provides the utility with the ability to

10· ·update its forward price curb for avoided costs in order

11· ·to reflect changing loads and resources, changing natural

12· ·gas prices, and changes in the need for generation.

13· · · · · · ·As Rocky Mountain Power adds more renewable

14· ·QF generation, its avoided cost prices drop as this

15· ·generation replaces progressively less expensive power.

16· · · · · · ·And this could be seen in the declining

17· ·indicative prices that Rocky Mountain Power has provided

18· ·to solar projects in its pricing queue.

19· · · · · · ·These indicative prices, when compared on an

20· ·apples-to-apples basis with the lowest public power

21· ·purchase agreement prices for solar in the Western U.S.

22· ·show that it's likely that none of the solar QFs in

23· ·Rocky Mountain Power's queue are likely to be

24· ·successfully developed at the indicative prices.

25· · · · · · ·And even for those projects that have that in

http://www.litigationservices.com


Page 209
·1· ·the contract, time is running out for those projects

·2· ·to be developed before the end of 2016 when there's

·3· ·the stepdown of the federal investment tax credit.

·4· · · · · · ·So, in short, there's no crisis.· The market

·5· ·is working correctly and will be self limiting.

·6· · · · · · ·Finally, even if there are a few more QFs

·7· ·developed before the ITC stepdown, this fixed-price

·8· ·renewable generation offers significant benefits to

·9· ·Rocky Mountain Power's ratepayers.· And these benefits

10· ·are not included in the avoided cost price that the

11· ·utility will pay for the power.

12· · · · · · ·And Sierra Club's not suggesting that these

13· ·additional benefits be included in the price.· We're not

14· ·proposing to change the Commission's avoided cost pricing

15· ·methodology, but the existence of these additional

16· ·benefits means that if you can buy additional solar

17· ·and wind generation at these prices, it's going to be

18· ·a good deal for the ratepayers of Utah.

19· · · · · · ·First of all, there is -- the utility does

20· ·have the ability to negotiate for the RECs associated

21· ·with this generation.· In some instances, not all, they

22· ·have procured the RECs associated with QF generation, and

23· ·that's a direct and quantifiable benefit to ratepayers.

24· · · · · · ·The second benefit to ratepayers is avoiding

25· ·price spikes.· We've seen in 2000, 2001 with the
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·1· ·California energy crisis, we've seen natural gas price

·2· ·spikes in 2005 and 2007.· Fixed-price generation provides

·3· ·protection for customers against such run-ups in prices.

·4· · · · · · ·By bringing on more generation in the West that

·5· ·has zero marginal costs, it lowers the price of -- lowers

·6· ·the market prices generally across the whole market.· And

·7· ·since Rocky Mountain Power is short on power, these lower

·8· ·market prices are an additional benefit to customers.

·9· · · · · · ·And finally, there is an economic development

10· ·benefit for Utah.· These potential solar and wind

11· ·projects represent investment of potentially hundreds

12· ·of millions of dollars in clean energy infrastructure

13· ·in the state of Utah over the next several years.

14· · · · · · ·Even if only a fraction of them are developed,

15· ·they would provide Utah with economic benefits associated

16· ·with the construction of modern clean energy facilities.

17· · · · · · ·If these projects are not built in Utah, they

18· ·could be developed in one of the surrounding states

19· ·that also are rich in renewable resources.

20· · · · · · ·So, in conclusion, I ask again if Utah's open

21· ·for this business or is going to hang out a closed sign

22· ·similar to the unfortunate recent decision in Idaho

23· ·to shorten its QF contract term.

24· · · · · · ·Many states in the West are rich in renewable

25· ·resources and developers have options to take their
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·1· ·business elsewhere.· And so, the Sierra Club looks

·2· ·forward to how the Commission answers this question.

·3· · · · · · ·Thank you very much for your attention.

·4· · · · · · ·MR. RITCHIE:· Thank you, Mr. Beach.· Mr. Beach

·5· ·is available for cross-examination.

·6· · · · · · ·THE HEARING OFFICER:· Thank you.· Ms. Dutton?

·7· · · · · · ·MS. DUTTON:· No.· Thank you.

·8· · · · · · ·THE HEARING OFFICER:· Mr. Dodge?

·9· · · · · · ·MR. DODGE:· No questions.

10· · · · · · ·THE HEARING OFFICER:· Mr. Sanger?

11· · · · · · ·MR. SANGER:· No questions.

12· · · · · · ·THE HEARING OFFICER:· Thank you.· Mr. Moore?

13· · · · · · ·MR. MOORE:· No questions.

14· · · · · · ·THE HEARING OFFICER:· Mr. Jetter?

15· · · · · · · · · · · CROSS-EXAMINATION

16· ·BY MR. JETTER:

17· · · · Q.· ·I do have a few questions.· Good afternoon.

18· ·These are probably similar to what I asked Ms. Wright.

19· · · · · · ·Do you recognize or do you agree or maybe a

20· ·better question would be that a 20-year contract reduces

21· ·the risk of the income stream upon which financing for

22· ·these projects is based?

23· · · · A.· ·Yes.

24· · · · Q.· ·And do you agree that there is any value to the

25· ·reduction of that risk in income variation over the term
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·1· ·of that income stream?

·2· · · · A.· ·A value to who?

·3· · · · Q.· ·In this case, I suppose it would be, there's

·4· ·a value in that reduction in risk to the lenders on these

·5· ·projects?

·6· · · · A.· ·Yes.· Generally, lenders on a renewable energy

·7· ·project are only willing to take certain risks.· And

·8· ·generally they're not willing to take the price risk of

·9· ·fluctuating market prices for a new energy facility

10· ·that is going to have a useful life of 20 to 25 years.

11· · · · · · ·There are a lot of risks on these projects.

12· ·There are development risks.· There are construction

13· ·risks.· There are operating risks.· There's environmental

14· ·risks.· And developers are only willing to take a certain

15· ·amount of risk.· And one of the risks that it's clear

16· ·from the market for these projects that they're not

17· ·willing to take is the risk of price fluctuations.

18· · · · Q.· ·Thank you.· And so, the 20-year contract

19· ·at risk, those prices are ultimately passed through to

20· ·consumers and so that risk would also then be passed

21· ·on to customers of the utility; is that correct?

22· · · · A.· ·Yes.· And that's no different than when the

23· ·utility builds any kind of plant.· It's based on -- whose

24· ·economics are based on a long-term forecast of what fuel

25· ·prices and market prices are going to be in their service
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·1· ·territory.· Customers take that risk all the time and the

·2· ·Commission is here in part to make sure that those risks

·3· ·of evaluated fairly.

·4· · · · Q.· ·Are you familiar with how Utah calculates its

·5· ·QF pricing?

·6· · · · A.· ·I'm familiar in general terms.

·7· · · · Q.· ·Okay.· Do you know in the QF pricing

·8· ·calculation if there is anywhere in that formula where

·9· ·we include the value of this risk?

10· · · · A.· ·The value of this risk to who?

11· · · · Q.· ·To the customers or to the -- either way.

12· · · · A.· ·Well, I'm not aware that it's included either

13· ·in QF pricing or in the way that you would evaluate a

14· ·utility-owned resource.

15· · · · Q.· ·Okay.· And so, if we're estimating our best

16· ·guess of a 20-year future avoided cost rate and we want

17· ·to keep consumers in a position where they are

18· ·indifferent to these contracts, are they really

19· ·indifferent if we are placing the price risk upon

20· ·the customers when we're calculating it without any

21· ·evaluation of that price risk being placed on the

22· ·customers?

23· · · · A.· ·Well, I think you need to -- there certainly

24· ·is -- you know, there is a price risk there.· Market

25· ·prices can be higher or lower than what is forecasted
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·1· ·in the model used to set the avoided cost prices.

·2· · · · · · ·You have to evaluate whether that risk is

·3· ·worthwhile given, you know, some of the other benefits

·4· ·that ratepayers gain from these resources which I think

·5· ·are significant in terms of the fact that it's new clean

·6· ·energy infrastructure, that's it's going to drive down

·7· ·market prices generally, that it can help with future

·8· ·carbon compliance, and that it's economic development

·9· ·for the state of Utah.

10· · · · · · ·If you think that those benefits are worth this

11· ·risk, then I think you would say, let's keep our pricing

12· ·methodology in place and if more of these resources show

13· ·up, that'll be a good thing.

14· · · · Q.· ·Thank you.· I would just like to address one

15· ·other issue.· I believe you covered it briefly in your

16· ·opening statement, but you had testified in your direct

17· ·testimony that it was your understanding I think at the

18· ·time you had written that that in Utah the utility owned

19· ·the RECs for these projects?

20· · · · A.· ·I don't think so.· I think I testified that the

21· ·utility had acquired some RECs associated with some

22· ·contracts.· We did discovery on this and they provided,

23· ·you know, an amount of RECs that they had procured from

24· ·QFs in Utah.· So, it was my understanding that they

25· ·didn't get RECs associated with all of their QF contracts
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·1· ·but that they had negotiated the acquisition of some.

·2· · · · · · ·MR. JETTER:· Okay.· That's what I would like

·3· ·to clarify.· I have no further questions.· Thank you.

·4· · · · · · ·THE WITNESS:· Thank you.

·5· · · · · · ·THE HEARING OFFICER:· Thank you.· I think

·6· ·it might be a good time for a short break before your

·7· ·cross-examination.· Why don't we break until about 3:10.

·8· ·We're in recess.

·9· · · · · · ·(Recess taken 3:00 p.m. to 3:10 p.m.)

10· · · · · · ·THE HEARING OFFICER:· Okay.· Thank you.

11· ·Mr. Beach, you're still under oath.· Ms. Hogle?

12· · · · · · · · · · · CROSS-EXAMINATION

13· ·BY MS. HOGLE:

14· · · · Q.· ·Good afternoon, Mr. Beach.

15· · · · A.· ·Good afternoon.

16· · · · Q.· ·My name is Yvonne Hogle.· I don't think we have

17· ·met formally.· I'm in-house counsel for Rocky Mountain

18· ·Power.

19· · · · A.· ·Nice to meet you.

20· · · · Q.· ·Nice to meet you.

21· · · · · · ·You worked for the California Public Utilities

22· ·Commission in the '80s; is that correct?

23· · · · A.· ·That's correct.

24· · · · Q.· ·And you mentioned that you started your career

25· ·there working on the initial implementation of PURPA;
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·1· ·correct?

·2· · · · A.· ·Yes.

·3· · · · Q.· ·And so, you dealt directly with issues like

·4· ·avoided costs; is that correct?

·5· · · · A.· ·Yes.

·6· · · · Q.· ·Okay.· And so, when you first started, PURPA

·7· ·had just been enacted in 1978; is that correct?

·8· · · · A.· ·Yes.

·9· · · · Q.· ·Would you agree with me that PURPA was

10· ·instrumental in opening up wholesale power markets

11· ·by, one, including the must-buy obligation in its

12· ·provisions?

13· · · · A.· ·Yes.· I generally agree with that.· It opened

14· ·up the generation market to a lot of new actors other

15· ·than the utilities who had not been able to participate

16· ·in that market previously.

17· · · · Q.· ·Well, independent power producers just

18· ·multiplied in the '80s and into the '90s and into the

19· ·2000s; is that right?

20· · · · A.· ·Yes.

21· · · · Q.· ·Okay.· I'd like you to turn to page 14 of your

22· ·direct testimony.

23· · · · A.· ·Okay.

24· · · · Q.· ·So, on line 270, you state that California

25· ·offered 20- to 30-year PURPA contracts in the 1980s with
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·1· ·renewable QFs provided fixed energy and capacity prices

·2· ·for up to the initial 10 years of the contract and fixed

·3· ·capacity prices for the full contract term; right?

·4· · · · A.· ·Yes.

·5· · · · Q.· ·And when you say, "prices," do you mean

·6· ·payments?

·7· · · · A.· ·No.· I mean prices.· You only get -- if you're

·8· ·a QF, you only get paid if you actually produce the

·9· ·power.· So, the energy and capacity prices were fixed.

10· · · · Q.· ·Okay.· So, when they did enter into these

11· ·contracts, assuming they offered the power, they would

12· ·get these payments; is that correct?

13· · · · A.· ·They would get those prices used to calculate

14· ·their payments, yes.

15· · · · Q.· ·Okay.· And so, are these what are known as

16· ·standard-offer rates?· Could these be part of what you're

17· ·talking about here?

18· · · · A.· ·Yes.· Those -- well, that's what the

19· ·contracts -- they were called standard offer contracts.

20· · · · Q.· ·And so, is it fair to say that these energy

21· ·payments were established at a time of high oil and

22· ·natural gas prices and forecasts that assumed the price

23· ·of these fuels would increase significantly?

24· · · · · · ·Do you recall from the 1980s?

25· · · · A.· ·Yes.· That is what happened.· In 1986 the price
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·1· ·of oil went down.· So, for a number of years those prices

·2· ·were above what you would consider market prices.

·3· · · · Q.· ·And am I correct that the California PUC placed

·4· ·no limit on these rates initially when they started

·5· ·offering them; is that correct?

·6· · · · A.· ·Are you talking about no limits on the number

·7· ·of QFs that could be developed?

·8· · · · Q.· ·The number and volume of contracts.

·9· · · · A.· ·Yes.· There were no limits at that time.

10· ·I would say that when the program started, California

11· ·was in a dire straight in terms of electric generating

12· ·capacity.· The state desperately needed electric

13· ·generation.· And, basically, QFs were the only

14· ·alternative.· It was impossible to develop coal plants

15· ·in California because of air quality issues.

16· · · · · · ·The utilities were having great difficulty

17· ·developing nuclear plants.· It was actually prohibited to

18· ·burn natural gas in power plants at that time.

19· ·So, literally, the state's only option to meet a critical

20· ·shortage of electric generating capacity was QFs.

21· · · · Q.· ·Okay.· And then, but on line 275, you note that

22· ·the development of these rates ceased when the long-term

23· ·contracts were suspended in the late 1980s;

24· ·is that correct?

25· · · · A.· ·Yes.
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·1· · · · Q.· ·So, do you know the year when these SO,

·2· ·standard offer rates were first offered in California?

·3· · · · A.· ·I believe they were started in 1983.

·4· · · · Q.· ·And do you know approximately when they were

·5· ·suspended?

·6· · · · A.· ·Well, they were suspended over a period of

·7· ·time.· I think in the '85 to '87 timeframe was when they

·8· ·were suspended.· There were a number of different

·9· ·contracts and they were suspended at different times.

10· · · · Q.· ·And do you know why they were suspended?

11· · · · A.· ·At that time that there was a concern with the

12· ·drop in oil prices in 1986 and there was a concern with

13· ·an oversupply of QF capacity.

14· · · · Q.· ·So, they were widely successful?

15· · · · A.· ·They were successful, yes.

16· · · · Q.· ·Beyond regulators' expectations?

17· · · · A.· ·Yes.· And I think that was a learning

18· ·experience.· And I will say that although those prices

19· ·were above market for a number of years, those projects

20· ·ended up being an incredibly economic resource for the

21· ·state during the 2000-2001 California energy crisis.

22· · · · · · ·And the renewable QFs that were developed

23· ·in the 1980s are today the least-cost source of renewable

24· ·generation for California because many of those projects

25· ·are still generating, you know, 30 years after they were
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·1· ·developed.· So, they have been recontracted and those

·2· ·contracts are among the least cost source of renewable

·3· ·generation today in California.

·4· · · · · · ·So, yeah, those contracts were above market

·5· ·for a number of years but you need to look at the

·6· ·economics over the full life cycle of those projects.

·7· ·And I think over their full life cycle, they were a

·8· ·good deal for their ratepayers.

·9· · · · Q.· ·Do you feel what the California utility's

10· ·reactions were to the offering and the continuation

11· ·of the standard offer rates while they were valid?

12· · · · A.· ·They complained a lot.

13· · · · Q.· ·Okay.· Isn't it true that they filed comments

14· ·with FERC complaining, as you put it, that these and

15· ·other standard offers have forced them to purchase

16· ·too much capacity at too high of prices?

17· · · · A.· ·Yes, they did complain.· I think if you examine

18· ·what their alternatives were, their alternatives would

19· ·have been building more nuclear plants.· And if you look

20· ·at what they actually paid for the nuclear plants that

21· ·they actually built, the QF program was a much better

22· ·deal.

23· · · · Q.· ·Is it fair to say that California retail

24· ·customers in the '90s and maybe into the early 2000s

25· ·were paying a lot more for their electricity in part
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·1· ·due to these above-market rate PPAs?

·2· · · · A.· ·Well, again, you know, hindsight's always

·3· ·20-20.· And, yes, there was a period of time in the late

·4· ·'80s into the '90s where ratepayers in California paid

·5· ·above what they would have paid if -- for example, if

·6· ·they had not entered into those contracts and had waited

·7· ·for gas supplies to rebound and then they'd build gas

·8· ·plants.· But again, you know, hindsight's always 20-20.

·9· · · · · · ·And then it turned out that when we went

10· ·through the California energy crisis in 2000, 2001,

11· ·those fixed-prices resources turned out to be a

12· ·very good deal for those years for ratepayers.

13· · · · · · ·So, again, you have to look at it over the

14· ·entire history of those projects.

15· · · · Q.· ·But for probably 20 years, California suspended

16· ·long-term QF PPA contracts, is that correct, as a result

17· ·of these standard-offer contracts?

18· · · · A.· ·California did not offer -- in terms of

19· ·renewable contracts, they did not offer long-term

20· ·contracts to renewable QFs until they started the RPS

21· ·program in 2003.

22· · · · · · ·MS. HOGLE:· Okay.

23· · · · · · ·May I approach the witness, Your Honor?

24· · · · · · ·THE HEARING OFFICER:· Yes.

25· ·BY MS. HOGLE:
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·1· · · · Q.· ·So, this, Mr. Beach, is a background

·2· ·information from Southern Cal Edison's web site

·3· ·on Qualifying Facilities Background.

·4· · · · · · ·Do you have any reason to dispute that what I

·5· ·just handed you is just that?· If you look at the bottom

·6· ·of the address, the web site address, you can clearly see

·7· ·that it is from Southern Cal Edison's web site.

·8· · · · A.· ·Yes.· I see that.

·9· · · · Q.· ·Can you please read for me the highlighted

10· ·paragraphs?

11· · · · A.· ·"The California Public Utilities Commission

12· · · · decided to encourage QF development further

13· · · · by establishing generous 'Standard Offer' power

14· · · · purchase contracts that utilities were required

15· · · · to accept from QFs.

16· · · · · · ·"The CPUC also based avoided cost on the cost

17· · · · of owning and operating a natural gas-fired power

18· · · · plant, which, at the time, was the most costly

19· · · · of fossil fuel plants to run."

20· · · · · · ·"In 1983, the bottom fell out of international

21· · · · energy prices and the cost of oil and gas dropped

22· · · · precipitously, but the lucrative terms of the

23· · · · Standard Offer contracts did not change, producing

24· · · · a 'gold rush' of new applicants.

25· · · · · · ·"In response, the CPUC began to phase out the
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·1· · · · Standard Offer program.· By 1986, the CPUC had

·2· · · · suspended the availability of new power purchase

·3· · · · contracts for QF projects larger than 100 kW."

·4· · · · · · ·MS. HOGLE:· At this time, Your Honor, I would

·5· ·like to move for the admission of Rocky Mountain Power

·6· ·Cross Exhibit-1 into the record.

·7· · · · · · ·THE HEARING OFFICER:· If anybody party objects,

·8· ·please indicate.

·9· · · · · · ·MR. RITCHIE:· Mr. Chairman, I do object based

10· ·on what Ms. Hogle intends to introduce by this.

11· ·Mr. Beach has read that statement.· She's not asked him

12· ·to adopt that statement and I think she can fairly ask

13· ·questions about the statement read into the record.

14· · · · · · ·But I don't think we have any foundational

15· ·evidence or any support to authenticate this document

16· ·or to prove up this piece, this document as evidence.

17· · · · · · ·He's welcome to answer questions about it,

18· ·but the document itself, I don't think it's necessary

19· ·to go into evidence at this time.

20· · · · · · ·THE HEARING OFFICER:· Okay.· Thank you.

21· · · · · · ·Ms. Hogle, do you have any response to that?

22· · · · · · ·MS. HOGLE:· Sure.· I believe I established

23· ·foundation already.· I asked him if he believed that

24· ·I received or that I printed this off of the Southern

25· ·Cal Edison web site.
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·1· · · · · · ·And it goes directly to his testimony wherein

·2· ·he testifies about these very same 20, 30-year PURPA

·3· ·contracts in the 1980s.· And he was an employee of the

·4· ·California Public Utilities Commission.

·5· · · · · · ·So, I think it presents a full picture of his

·6· ·testimony that is not included in his testimony of the

·7· ·conditions and circumstances in California with QF

·8· ·contracts in the 1980s.

·9· · · · · · ·THE HEARING OFFICER:· Given that this is

10· ·basically a statement of a California utility that's not

11· ·a party to this, I think I'm going to grant the objection

12· ·to the motion to enter it but allow questions about the

13· ·statements and ask the witness whether he agrees with

14· ·them.· But I don't think I see an evidentiary biases

15· ·for putting this into evidence.

16· · · · · · ·MS. HOGLE:· Okay.

17· · · · · · ·THE HEARING OFFICER:· Thank you.

18· · · · · · ·MS. HOGLE:· I have no further questions.

19· ·Thank you.

20· · · · · · ·THE HEARING OFFICER:· Thank you.

21· · · · · · ·Any redirect?· Mr. Ritchie?

22· · · · · · · · · · ·REDIRECT EXAMINATION

23· ·BY MR. RITCHIE:

24· · · · Q.· ·Yes.· Thank you.

25· · · · · · ·Mr. Beach, Mr. Jetter of the Division asked you
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·1· ·a couple questions about ratepayers assuming the risks

·2· ·of long-term contracts.

·3· · · · · · ·Do you remember that line of questioning?

·4· · · · A.· ·Yes, I do.

·5· · · · Q.· ·What about short-term contracts?· If the

·6· ·Commission was to adopt three-year or five-year contracts

·7· ·that have been proposed today, would ratepayers be

·8· ·assuming any risks from those contracts?

·9· · · · A.· ·Yes, they would.· They would assume the market

10· ·pricing risk under those contracts because, you know,

11· ·market prices can fluctuate and they are very low today,

12· ·but we certainly have seen episodes in the past and I'm

13· ·sure we will see episodes in the future where market

14· ·prices are going to be much higher than they are today.

15· · · · · · ·So, under a short-term contract, ratepayers

16· ·bear the risk of those kinds of market price

17· ·fluctuations.· And, you know, if you live by the market,

18· ·you die by the market I guess is the way to put it.

19· · · · · · ·MR. RITCHIE:· I have no further questions

20· ·at this time.· Thank you.

21· · · · · · ·THE HEARING OFFICER:· Okay.· Thank you.

22· · · · · · ·Any desire for any recross from any party?

23· · · · · · ·MS. DUTTON:· Can I ask a recross question?

24· · · · · · ·THE HEARING OFFICER:· Sure.

25· · · · · · · · · · ·RECROSS-EXAMINATION
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·1· ·BY MS. DUTTON:

·2· · · · Q.· ·It's based on the document that Ms. Hogle asked

·3· ·the witness to read.

·4· · · · · · ·In the second paragraph, the highlighted

·5· ·section, could you read the first sentence again?

·6· · · · A.· ·"In 1983, the bottom fell out of international

·7· · · · energy prices and the cost of oil and gas dropped

·8· · · · precipitously, but the lucrative terms of the

·9· · · · Standard Offer contracts did not change, producing

10· · · · a 'gold rush' of new applicants."

11· · · · Q.· ·And under Utah's avoided cost method,

12· ·would that ever be the case in Utah that the prices

13· ·would not change?

14· · · · A.· ·Well, my understanding in Utah is that the

15· ·utility is able to update its avoided cost prices as

16· ·natural gas prices and forward electric market curves

17· ·change.

18· · · · Q.· ·And so, would you agree that the terms of the

19· ·contracts would change in Utah to adjust the avoided cost

20· ·price for QF projects?

21· · · · A.· ·Yes.· So, a QF that's developed this year might

22· ·not get the same price as a QF developed next year or the

23· ·year after that.

24· · · · · · ·MS. DUTTON:· Okay.· Thank you.

25· · · · · · ·THE HEARING OFFICER:· Commissioner White,

http://www.litigationservices.com


Page 227
·1· ·any questions for the witness?

·2· · · · · · ·COMMISSIONER WHITE:· No questions.· Thank you.

·3· · · · · · ·THE HEARING OFFICER:· Thank you.

·4· · · · · · ·Commissioner Clark?

·5· · · · · · · · · · · · ·EXAMINATION

·6· ·BY COMMISSIONER CLARK:

·7· · · · Q.· ·A couple of questions about this subject we've

·8· ·been discussing here.

·9· · · · · · ·First, the two paragraphs that you read into

10· ·the record, do you disagree in any essential way with

11· ·what's represented here as a description of the

12· ·historical events of this period?

13· · · · A.· ·Well, I actually do disagree with some of the

14· ·dates.· For example, the bottom fell out of international

15· ·energy prices in 1986, not 1983.· And, you know, I guess

16· ·I would quibble with some of the adjectives that the

17· ·utility used here.

18· · · · · · ·But, you know, otherwise, you know, generally,

19· ·I think that what is described here is pretty consistent

20· ·with what I described in my earlier testimony.

21· · · · · · ·You know, I think that we've learned a lot

22· ·since then in terms of updating avoided cost prices on a

23· ·regular basis so they keep track with the market.

24· ·We've also learned a lot about procuring resources.

25· · · · · · ·So, you know, utilities often have the ability
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·1· ·to negotiate with QFs to some extent, and so, certainly

·2· ·this experience has not been repeated in California

·3· ·nor in any other state.

·4· · · · · · ·And as I earlier testified, I think in the

·5· ·final analysis, what California got out of what was

·6· ·admittedly a flawed initial process was a set of

·7· ·resources that over the last 30 years has stood

·8· ·the test of time.

·9· · · · Q.· ·Did the standard-offer contracts specify a

10· ·price or a formula for deriving a price?

11· · · · A.· ·The standard-offer contracts that were

12· ·applicable to renewable QFs, they had ten years of fixed

13· ·prices similar to what contracts in Utah have today.

14· · · · · · ·But they were up to 30-year contracts but the

15· ·price was only fixed for the first ten years except for

16· ·the capacity price.· The capacity price was fixed for the

17· ·full 30 years.· The energy price was fixed for the first

18· ·ten years, and then after that first ten years of the

19· ·contract, the energy was priced back at the market

20· ·prices.

21· · · · · · ·So, in terms of the energy component of those

22· ·projects, they were really only above market for the

23· ·first ten years.· And because oil prices didn't crash

24· ·until '86, some of those projects, they were probably

25· ·at market for a number of -- for the first several years
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·1· ·of those projects.

·2· · · · Q.· ·How was PURPA administered, then, during the

·3· ·time period following the suspension of the

·4· ·standard-offer contracts?

·5· · · · A.· ·Well, following the suspension, there were

·6· ·shorter term contracts available, you know.· They were

·7· ·one-year contracts, basically, at avoided energy and

·8· ·capacity prices.

·9· · · · · · ·Initially, they did have longer term contracts

10· ·with fixed-capacity prices available but not fixed-energy

11· ·prices.· And then they went to just -- for a period of

12· ·time in the '90s, the only thing that was available was

13· ·a one-year contract at short-run prices.· And then

14· ·California launched into its deregulation experiment

15· ·which did not work out.

16· · · · · · ·COMMISSIONER CLARK:· Thank you.· That's all

17· ·my questions.

18· · · · · · ·THE HEARING OFFICER:· Thank you.· And I don't

19· ·have any.· Thank you.· Anything else, Mr. Ritchie?

20· · · · · · ·MR. RITCHIE:· No.· Thank you, commissioners.

21· · · · · · ·THE HEARING OFFICER:· Thank you.· We'll turn

22· ·to Mr. Dodge.

23· · · · · · ·MR. DODGE:· Thank you, Mr. Chairman.

24· ·The Rocky Mountain Coalition for Renewable Energy would

25· ·like to call Kevin Higgins.
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·1· · · · · · ·THE HEARING OFFICER:· Mr. Higgins, do you swear

·2· ·to tell the truth?

·3· · · · · · ·THE WITNESS:· Yes, I do.

·4· · · · · · ·THE HEARING OFFICER:· Thank you.

·5· · · · · · · · · · · ·KEVIN HIGGINS,

·6· · · · · · · ·having first been duly sworn, was

·7· · · · · · · ·examined and testified as follows:

·8· · · · · · · · · · · DIRECT EXAMINATION

·9· ·BY MR. DODGE:

10· · · · Q.· ·Would you please explain who you are and on

11· ·whose behalf you are testifying?

12· · · · A.· ·My name is Kevin Higgins.· I'm here on behalf

13· ·of the Rocky Mountain Coalition for Renewable Energy.

14· · · · · · ·(RMCRE Exhibit 1.0 and Exhibit 1.0SR

15· ·Identified)

16· ·BY MR. DODGE:

17· · · · Q.· ·And did you cause in this docket to be prepared

18· ·and filed direct testimony and surrebuttal testimony?

19· · · · A.· ·Yes, I did.

20· · · · Q.· ·And do you have any corrections to any of that

21· ·testimony?

22· · · · A.· ·I do not.

23· · · · Q.· ·And does that testimony represent your sworn

24· ·testimony here today?

25· · · · A.· ·Yes, it does.
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·1· · · · · · ·MR. DODGE:· I'd move the admission of

·2· ·Coalition Exhibit 1.0 and 1.0SR.

·3· · · · · · ·THE HEARING OFFICER:· If any party objects to

·4· ·that motion, please let me know.· Seeing none, the motion

·5· ·is granted.· Thank you.

·6· · · · · · ·(RMCRE Exhibit 1.0 and Exhibit 1.0SR Admitted)

·7· ·BY MR. DODGE:

·8· · · · Q.· ·Thank you.· Mr. Higgins, could you provide a

·9· ·summary of your testimony?

10· · · · A.· ·Yes, I will.· Thank you.· Good afternoon

11· ·commissioners.· While we're waxing nostalgic a little bit

12· ·about PURPA, maybe you'll indulge me and allow me to

13· ·point out that my very first experience as a witness

14· ·was in 1984 on behalf of the State of Utah Energy Office

15· ·before this Commission when the state of Utah was

16· ·attempting to implement PURPA for the very first time.

17· · · · · · ·And so, I now find myself 31 years later here

18· ·testifying before this Commission on essentially the same

19· ·topic.· And I will volunteer that if I show up 31 years

20· ·from now to discuss this topic, someone should encourage

21· ·me to get a hobby.· But you can look for me on public

22· ·witness day in 2046.

23· · · · · · ·Now, in my opinion, the Company's proposal to

24· ·reduce the maximum term for fixed-price contracts for QFs

25· ·from 20 years to three years is not reasonable nor is it
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·1· ·in the public interest and the proposal should be

·2· ·rejected by the Commission.

·3· · · · · · ·I believe that the Commission's current

·4· ·approach to contract terms is reasonable and it provides

·5· ·an appropriate framework for encouraging QF development

·6· ·while protecting customer interests.

·7· · · · · · ·The Company is asking the Commission to abandon

·8· ·its long-established policy of reasonably encouraging QF

·9· ·development by ensuring the availability of the long-term

10· ·power purchase contracts at avoided costs.· In its place,

11· ·the Company seeks adoption of a new policy that is

12· ·clearly designed to hinder further QF development

13· ·in Utah.

14· · · · · · ·In supporting it's argument, the Company relies

15· ·on inept comparisons to hedging and utility planning

16· ·criteria while ignoring the obvious fact that the Company

17· ·is compensated for its own resources in a fundamentally

18· ·different and far more favorable manner than QFs are.

19· · · · · · ·Take, for example, the unfavorable comparison

20· ·of long-term QF contracts to hedging practices.· In my

21· ·view, this is an apples-to-oranges comparison.

22· · · · · · ·Hedging contracts are simply an instrument

23· ·in pricing the Company's fuel supply and market

24· ·purchases, whereas the Company's generation assets that

25· ·are served by the fuel hedges are in fact long-term
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·1· ·obligations for which customers are bound for decades.

·2· · · · · · ·So, while the Company enjoys a long-term

·3· ·revenue security of earning returns from its assets in

·4· ·rate base, the Schedule 37 or 38 contract is the sole

·5· ·means by which a QF is compensated for its power.

·6· · · · · · ·The more apt comparison is not between the

·7· ·Company's hedging practices and long-term QF contracts

·8· ·but it is between long-term QF contracts and the

·9· ·Company's recovery of its generation investments

10· ·in the rate base.· In this comparison, the obligations

11· ·of customers are longer term and more open ended when it

12· ·comes to paying for utility-owned plant in contrast with

13· ·QF contracts because utility generation assets are

14· ·subject to ongoing environmental risks that are commonly

15· ·addressed through environmental upgrades which customers

16· ·are routinely required to fund pursuant to general rate

17· ·case decisions.

18· · · · · · ·You know, in the last three general rate cases

19· ·in Utah, the Company has requested and been granted

20· ·approval for hundreds of millions of dollars of

21· ·additional rate base for environmental upgrades.

22· · · · · · ·Customers are also at risk for future

23· ·accelerated depreciation of utility generation assets

24· ·to the extent that plant lives are shortened in response

25· ·to environmental pressures.· So, there are considerable
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·1· ·risks today for customers under the acquisition of power

·2· ·from utility-owned assets.

·3· · · · · · ·Mr. Clements argues that PURPA contracts do not

·4· ·go through the same extensive IRP process to determine if

·5· ·they are needed.· In making this argument, Mr. Clements

·6· ·overlooks the fact that the pricing methodology adopted

·7· ·in Utah by this Commission relies upon the Company's IRP

·8· ·least-cost plan.· And QF prices are tied directly to that

·9· ·least-cost IRP plan.· This is how ratepayer indifference

10· ·is accomplished.

11· · · · · · ·When Mr. Clements discusses the IRP and its

12· ·relationship to QF pricing, he limits his discussion to

13· ·the next planned thermal resource.

14· · · · · · ·He neglects to point out that the IRP calls

15· ·for the purchase of around one million megawatt hours per

16· ·year in front-office transactions from 2016 to 2024.

17· · · · · · ·And it is those anticipated purchases that a

18· ·long-term PPA with a QF would primarily be displacing,

19· ·and it is the displacement of those anticipated purchases

20· ·that drives the pricing in QF contracts in Utah today.

21· · · · · · ·In fact, the indicative price posted in

22· ·Appendix B of the Company's Q2 filing with this

23· ·Commission indicates a long-term 20-year price including

24· ·capacity of $33.12 per megawatt hour.· That's for 100

25· ·megawatts of displacement with an 85 percent capacity
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·1· ·factor.

·2· · · · · · ·So, with prices like those, it is difficult to

·3· ·understand the great alarm that is being expressed with

·4· ·regard to customer interests in protecting ratepayers.

·5· · · · · · ·Finally, the proposed change by the Company

·6· ·is likely to quash QF development in Utah at a time when

·7· ·implementation of the EPA's clean power plants is

·8· ·creating significant uncertainty with respect to the

·9· ·Company's long-term resource plan.

10· · · · · · ·It strikes me as unwise to be signaling to QFs,

11· ·particularly in light of their various renewable, zero

12· ·emitting and combined heat and power attributes that

13· ·their power is of little long-term value and consequently

14· ·discouraging their development at a time when new

15· ·environmental regulations are placing long-term resource

16· ·planning in a state of flux.

17· · · · · · ·This seems particularly unwise when we

18· ·understand that the development of renewable

19· ·zero-emitting and combined heat and power resources,

20· ·each of which has a nexus to QF generation, is encouraged

21· ·by the clean power plan as a means of gaining compliance.

22· · · · · · ·In countering my argument, the Company points

23· ·out that it's the QF, not Rocky Mountain Power, that owns

24· ·the renewable energy certificates.

25· · · · · · ·But this does not refute my argument.· If the
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·1· ·state of Utah, in complying with the clean power plan

·2· ·adopts a rate-based plan, then the availability of

·3· ·additional renewable energy in the state creates a

·4· ·marketplace from which renewable energy can be purchased

·5· ·or the credits or the certificates could be purchased for

·6· ·compliance.· So, it's a supply-and-demand situation.

·7· · · · · · ·Yes, the Company doesn't own the RECs or most

·8· ·of the RECs that the QFs provide, but renewable QFs will

·9· ·provide a ready supply of RECs that will be available for

10· ·sale for compliance.

11· · · · · · ·On the other hand, if Utah adopts a mass-based

12· ·plan to comply with the clean power plan, then the simple

13· ·displacement of the Company's thermal generation with

14· ·renewable energy will help the Company comply.

15· · · · · · ·So, that concludes my summary.· Thank you.

16· · · · · · ·MR. DODGE:· Mr. Higgins is available for cross.

17· · · · · · ·THE HEARING OFFICER:· Okay.· Thank you.

18· · · · · · ·Ms. Dutton, anything from you?

19· · · · · · ·MS. DUTTON:· No.· No questions.

20· · · · · · ·THE HEARING OFFICER:· Mr. Ritchie?

21· · · · · · ·MR. RITCHIE:· No questions.· Thank you.

22· · · · · · ·THE HEARING OFFICER:· Thank you.· Mr. Moore?

23· · · · · · ·MR. MOORE:· No questions.

24· · · · · · ·THE HEARING OFFICER:· Mr. Jetter?

25· · · · · · ·MR. JETTER:· I have no questions.· Thank you.
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·1· · · · · · ·THE HEARING OFFICER:· Okay.· Thank you.

·2· · · · · · ·Ms. Hogle?

·3· · · · · · ·MS. HOGLE:· I have no questions.

·4· · · · · · ·THE HEARING OFFICER:· Okay.

·5· · · · · · ·Commissioner White?

·6· · · · · · ·COMMISSIONER WHITE:· I have no questions.

·7· ·Thanks.

·8· · · · · · ·THE HEARING OFFICER:· Commissioner Clark?

·9· · · · · · ·COMMISSIONER CLARK:· No questions.· Thank you.

10· · · · · · ·THE HEARING OFFICER:· I have none.· Thank you,

11· ·Mr. Higgins.

12· · · · · · ·THE WITNESS:· Thank you.

13· · · · · · ·MR. DODGE:· Mr. Chairman, the Coalition would

14· ·also like to call Mr. Bryan Harris.

15· · · · · · ·THE HEARING OFFICER:· Mr. Harris, do you swear

16· ·to tell the truth?

17· · · · · · ·THE WITNESS:· Yes.

18· · · · · · · · · · · · BRYAN HARRIS,

19· · · · · · · ·having first been duly sworn, was

20· · · · · · · ·examined and testified as follows:

21· · · · · · · · · · · DIRECT EXAMINATION

22· ·BY MR. DODGE:

23· · · · Q.· ·Mr. Harris, could you tell us who you are and

24· ·for whom you work and on whose behalf you're testifying?

25· · · · A.· ·My name is Bryan Harris.· I am a project
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·1· ·development manager for SunEdison and I am testifying

·2· ·on their behalf.

·3· · · · Q.· ·And on behalf of the Rocky Mountain Coalition;

·4· ·is that correct?

·5· · · · A.· ·Yes, that's correct.

·6· · · · · · ·(RMCRE Exhibits 2.0R, 2.0SR, and 2.0

·7· ·Identified)

·8· ·BY MR. DODGE:

·9· · · · Q.· ·Thank you.· And under your direction,

10· ·Mr. Harris, what was direct testimony and rebuttal

11· ·testimony and surrebuttal testimony filed on your behalf?

12· · · · A.· ·Yes.

13· · · · Q.· ·And does that testimony represent your

14· ·testimony here today?

15· · · · A.· ·Yes, it does.

16· · · · · · ·MR. DODGE:· I'd move the admission of Coalition

17· ·Exhibits 2.0R, 2.0SR, and 2.0.

18· · · · · · ·THE HEARING OFFICER:· Okay.· If any party

19· ·objects to the motion, please let me know.· I'm not

20· ·seeing any.· So, the motion's granted.

21· · · · · · ·(RMCRE Exhibits 2.0R, 2.0SR, and 2.0 Admitted)

22· ·BY MR. DODGE:

23· · · · Q.· ·Mr. Harris, do you have a summary of your

24· ·testimony in this docket?

25· · · · A.· ·Yes.· I have a few comments I'd like to provide
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·1· ·to the Commission to start out.· SunEdison is a large

·2· ·independent power producer working to develop, build,

·3· ·and operate renewable energy projects around the world.

·4· · · · · · ·We are also very active in developing and

·5· ·constructing renewable energy projects in Utah.

·6· ·We've been working on quite a few projects in Utah

·7· ·over the last several years.

·8· · · · · · ·Currently, we have 22 QF power contracts

·9· ·in place with Rocky Mountain Power.· All of those

10· ·projects are either constructed or in construction.

11· · · · · · ·Those projects are all located in Beaver County

12· ·and in Iron County in southern Utah.· I believe nine

13· ·of the projects are completed with the remaining ones

14· ·in construction.· Those projects are currently employing

15· ·about 800 construction workers in southern Utah.

16· · · · · · ·The projects are an economic boon to southern

17· ·Utah.· They will pay a significant amount of property

18· ·taxes over the life of the project as well as about 25

19· ·full-time operations jobs.· I bring that up just to point

20· ·out that these projects are providing a significant

21· ·impact, a positive impact to the state of Utah to the

22· ·counties where they are.

23· · · · · · ·In addition, I believe the projects are great,

24· ·are a great asset for the ratepayers in Utah.

25· ·They provide a long-term contracted amount which
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·1· ·provides -- well, the projects are contracted and

·2· ·they have a steady rate for the ratepayers.

·3· · · · · · ·The main reason why I'm testifying today is to

·4· ·provide some information that if those projects were not

·5· ·open to having a 20-year contract, 20-year term in the

·6· ·contract, if it was a three-year term, those projects

·7· ·would not be built or would not be under construction

·8· ·today.· And moving forward, if the Commission changes the

·9· ·term to three years, we will not be able to build future

10· ·projects in the state of Utah.· And that's really the

11· ·crux of my testimony today and my opening statement.

12· · · · · · ·MR. DODGE:· Thank you.· Mr. Harris is available

13· ·for cross-examination.

14· · · · · · ·THE HEARING OFFICER:· Thank you.

15· · · · · · ·Ms. Dutton, anything?

16· · · · · · ·MS. DUTTON:· No.· No questions.

17· · · · · · ·THE HEARING OFFICER:· Thank you.· Mr. Ritchie?

18· · · · · · ·MR. RITCHIE:· No questions.

19· · · · · · ·THE HEARING OFFICER:· Mr. Sanger?

20· · · · · · ·MR. SANGER:· No questions.

21· · · · · · ·THE HEARING OFFICER:· Mr. Moore?

22· · · · · · ·MR. MOORE:· No questions.

23· · · · · · ·THE HEARING OFFICER:· Mr. Jetter?

24· · · · · · · · · · · CROSS-EXAMINATION

25· ·BY MR. JETTER:
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·1· · · · Q.· ·Yes.· Mr. Chairman, I do have a few questions.

·2· ·Good afternoon.· I'm Justin Jetter and I represent the

·3· ·Utah Division of Public Utilities.

·4· · · · · · ·You're an expert in financing qualifying

·5· ·facility projects; is that correct?

·6· · · · A.· ·I'm an expert in developing solar and wind

·7· ·projects.· And a critical part of that is the financing,

·8· ·although I would say that Sun Edison has a very

·9· ·sophisticated finance team that are the true experts

10· ·in project finance.· I work closely with them.

11· · · · Q.· ·You know enough about it to know that, at least

12· ·in your testimony, you testified that shortening the

13· ·contract term would make it impossible to finance these

14· ·projects; isn't that correct?

15· · · · A.· ·Shortening the term to three years or

16· ·five years, yes.

17· · · · Q.· ·Okay.· And that's because the variability is a

18· ·risk that investors are unwilling to take; isn't that

19· ·correct?

20· · · · A.· ·Yes.

21· · · · Q.· ·And that's based on two factors, is that right,

22· ·that if you were in an environment where you had higher

23· ·avoided cost rates, you could potentially have a shorter

24· ·contract term; is that accurate?

25· · · · A.· ·By shorter, you mean how many years?
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·1· · · · Q.· ·Yes.

·2· · · · A.· ·Yes, that's correct.· That's correct.· It would

·3· ·need to be significantly higher in order to meet a

·4· ·three-year or a five-year contract term.· I don't know

·5· ·how many times higher it would need to be but several

·6· ·fold higher I would imagine.

·7· · · · Q.· ·And so, is it accurate that the decision to

·8· ·finance these is based both on a rate of return of the

·9· ·project as well as the risk involved?

10· · · · A.· ·Could you clarify that a little bit?

11· ·I don't quite understand your question.

12· · · · Q.· ·Whether or not your financing department is

13· ·able to seek and secure financing for QF projects is both

14· ·based on the rate of return on the project that you're

15· ·offering to those investors as well as the risk that is

16· ·involved?

17· · · · A.· ·I would say those are two of the factors.

18· ·There are additional factors as well.

19· · · · Q.· ·Okay.· Thank you.· And a number of witnesses

20· ·today have compared QF projects to steel in the ground

21· ·resources as opposed to fuel price hedging.

22· · · · · · ·Do you know what the stockmarket price will be

23· ·in 2035 on August 5th?

24· · · · A.· ·No.

25· · · · Q.· ·I don't know either.· But is it possible that
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·1· ·if the Company has, let's say, a gas resource and the

·2· ·cost of running that gas resource is higher than the

·3· ·market price on that day, the Company could essentially

·4· ·shut off that gas resource and buy market purchases?

·5· · · · A.· ·I presume.

·6· · · · Q.· ·And in the alternative, if the market is

·7· ·considerably lower or at all lower than the cost of

·8· ·running that resource and there's excess capacity,

·9· ·the Company could run that resource at its capacity and

10· ·sell the additional into the market; is that correct?

11· · · · A.· ·I presume that that's correct as well.· I would

12· ·add that, you know, with a gas plant, obviously there's

13· ·more uncertainty what's going to happen 20 years from now

14· ·than with a solar project that has contracted terms for

15· ·20 years.· I think both the ratepayer and the developer

16· ·have certainty they know that price is going to much more

17· ·than the gas plant.

18· · · · Q.· ·Okay.· But the Company does have the

19· ·opportunity in the future to choose at what rate it's

20· ·going to run that gas plant and that would be based on

21· ·optimizing its economics with whatever the current market

22· ·prices are.

23· · · · · · ·Is that correct to the best of your knowledge?

24· · · · A.· ·So, I guess, so, could you clarify that a

25· ·little bit more as well?· So, you're asking me,
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·1· ·if the Company -- in 20 years if the Company will be

·2· ·able to run their natural gas plant or not?

·3· · · · Q.· ·I'm just asking that if the Company owns the

·4· ·gas plant, would it not have the ability in 20 years,

·5· ·whatever the market conditions are, to choose to run it

·6· ·in an optimal economic fashion, whether that be full

·7· ·output, no output or somewhere in between?

·8· · · · A.· ·Well, I guess I have a hard time answering that

·9· ·question, but I guess it's hard to predict whether it

10· ·would be able to run it economically or not because who

11· ·knows what the price of natural gas is going to be in

12· ·20 years.

13· · · · Q.· ·Okay.· But I guess if the gas price in 20 years

14· ·is too high to run economically, they could shut that

15· ·plant off and not produce any 20:52:30 hadn't proves any

16· ·energy?

17· · · · A.· ·I would assume that would be the case.

18· · · · Q.· ·Okay.

19· · · · A.· ·And with a renewable energy project that's

20· ·contracted for 20 years, they wouldn't even need to worry

21· ·about that because they know what the price is today

22· ·20 years in the future.

23· · · · Q.· ·Twenty years into the future, they are also

24· ·locked into purchasing every kilowatt hour that comes out

25· ·of that renewable project whether that's economic or not?

http://www.litigationservices.com


Page 245
·1· · · · A.· ·Right, but there is a huge benefit to the

·2· ·ratepayers to know what that certainty is in the future

·3· ·to date whether it's in the money or out of the money,

·4· ·correct.· But they do know what that is.

·5· · · · Q.· ·Okay.· I'm not saying the risk is the risk that

·6· ·your investors are unwilling to take; is that correct?

·7· · · · A.· ·I would say that the certainty that comes with

·8· ·that is required for our investors, whether that's debt

·9· ·or equity, but the same benefit is also enjoyed by the

10· ·ratepayers.

11· · · · Q.· ·And so, that's -- you're saying that that's a

12· ·risk that your investors are unwilling to take but that

13· ·that same risk is a benefit to ratepayers; is that

14· ·correct?

15· · · · A.· ·That the certainty of knowing what the price

16· ·is going to be paid and received is a benefit to both

17· ·parties in my opinion.

18· · · · Q.· ·And how would that differ from the certainty

19· ·in price of, say, a natural gas purchase in 20 years?

20· · · · · · ·Would that not also be a benefit to the natural

21· ·gas producer and the Company under that same reasoning?

22· · · · A.· ·I think it would if there was a contracted

23· ·price for that natural gas in 20 years, presuming that

24· ·it was a low price today.

25· · · · Q.· ·Okay.· Thank you.
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·1· · · · A.· ·And not taking into account the environmental

·2· ·risk and other things that go along with that.

·3· · · · Q.· ·Thank you.· It's really been compared today,

·4· ·and I'm asking you because you're more knowledgeable

·5· ·about the development side, it's been said that the

·6· ·Company and ultimately these costs generally passed to

·7· ·ratepayers are making similar long-term hedges when they

·8· ·construct a new generation facility; is that correct?

·9· · · · A.· ·It would seem so to me, yes.

10· · · · Q.· ·And it's also been argued that the Company does

11· ·so with limited risk because it seeks a pre-approval here

12· ·and --

13· · · · A.· ·Correct.

14· · · · Q.· ·-- and it recovers those through its rate base

15· ·through the period in which that plant is still being

16· ·used; isn't that correct?· And because of the lower risk,

17· ·would you expect that a rate of return on that would be

18· ·commensurately lower?

19· · · · A.· ·Which risk are you talking about?

20· · · · Q.· ·So, Company-owned generation facilities.

21· · · · A.· ·Okay.

22· · · · Q.· ·Because of their reduced risk, would it be a

23· ·fair assumption that their rate of return on that, then,

24· ·is lower because they are more assured of the return that

25· ·they'll get on that?

http://www.litigationservices.com


Page 247
·1· · · · A.· ·Their rate of return is lower than what?

·2· · · · Q.· ·Well, that was my next question.· What rate of

·3· ·return is SunEdison requiring to build these projects?

·4· · · · · · ·What's the return on equity on it?

·5· · · · · · ·MR. DODGE:· I'm going to object to that

·6· ·specific question.· I'm pretty sure that's considered

·7· ·confidential and proprietary and not something that could

·8· ·be disclosed in public.

·9· · · · · · ·THE WITNESS:· That is correct.

10· · · · · · ·MR. DODGE:· Nor do I think it's relevant.

11· · · · · · ·MR. JETTER:· I think it's directly relevant.

12· ·If you're going to compare, which has been done multiple

13· ·times by certain parties today, if we're going to compare

14· ·Company-owned resources in the long-term hedges and risk

15· ·involved with those, I think the rate of return on those

16· ·is important to evaluate whether financing those projects

17· ·is in fact similar to financing long-term QF projects.

18· · · · · · ·MR. DODGE:· And that could have been asked in

19· ·discovery and appropriate protections taken.· It was not

20· ·done.· It can be disclosed publicly.· If you're going

21· ·to insist upon clearing the room and trying to get an

22· ·answer, we'd have to go call the general counsel and see

23· ·whether he's allowed to testify.

24· · · · · · ·This could have been anticipated in advance.

25· ·That's very highly proprietary confidential information
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·1· ·to any developer or any company.· It's not something

·2· ·they disclose.

·3· · · · · · ·MR. JETTER:· Would you be able to answer

·4· ·whether it's higher than ten percent?

·5· · · · · · ·MR. DODGE:· I don't know that, but if you're

·6· ·going to ask, the Company's return is over 15 percent

·7· ·before tax.· So, let's get apples and apples and not

·8· ·oranges.· But I don't know if he can even answer that.

·9· ·I really do not know that.

10· · · · · · ·THE WITNESS:· I can't answer that.

11· · · · · · ·MS. HOGLE:· Your Honor, excuse me.· I'm sorry.

12· · · · · · ·THE HEARING OFFICER:· Yes.

13· · · · · · ·MS. HOGLE:· I think I heard Mr. Dodge testify

14· ·that the Company's return was 15 percent.· I'd like that

15· ·stricken from the record.· That may or may not be

16· ·confidential or what have you, but I think that needs

17· ·to be stricken from the record.

18· · · · · · ·MR. DODGE:· It isn't testimony.· It's just my

19· ·statement.· So, whether you strike it or not, it's

20· ·irrelevant.· Take 9.8 and gross it up by tax because it's

21· ·15 point something, but if she doesn't trust my math --

22· · · · · · ·THE HEARING OFFICER:· Okay.· Well, I think the

23· ·record should reflect that that was a statement not under

24· ·oath and not by a witness.· And I think that covers it.

25· · · · · · ·Back to Mr. Jetter.· I guess I'll ask you,
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·1· ·are you making a motion to close the hearing and take

·2· ·some time to deal with answering this question?

·3· ·BY MR. JETTER:

·4· · · · Q.· ·I'll withdraw the question.· I'm not sure the

·5· ·value of that would be persuasive in the outcome of this

·6· ·necessarily.· So, I'll withdraw the question, but I would

·7· ·like to ask kind of a corollary question with that.

·8· · · · · · ·If you're getting a guaranteed fixed-price

·9· ·payment for every kilowatt hour you deliver over the

10· ·course of 20 years, is it accurate to say that, at least

11· ·within that period, that your risk involved in that

12· ·project is as low as the Company's risk in one of its

13· ·resources?

14· · · · A.· ·I would say no, it is not.· And I am not an

15· ·expert in utility finance, but my understanding is,

16· ·their rate of return is guaranteed.· I don't know

17· ·if that's accurate or not, but I know that our rate

18· ·of return is not guaranteed.

19· · · · · · ·There's lots of factors that go into that.

20· ·If you build a wind farm and you miscalculated how much

21· ·the wind blows, you can end up with a much lower return

22· ·and there's no way to inflate that return.· It's going

23· ·to be what it is.· So, I would say our risk is not

24· ·comparable with a utility, with the Company.

25· · · · Q.· ·Would you say that that probably varies with
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·1· ·the type of resource that you're using?· So, for example,

·2· ·would you say that solar is significantly lower risk?

·3· · · · A.· ·It could be.· Solar resource is generally more

·4· ·consistent than a wind source.· So, it could be, but if a

·5· ·certain developer was not sophisticated enough to

·6· ·understand that, then they could take a lot of risk

·7· ·upon themselves.

·8· · · · Q.· ·Thank you.· You said that currently your

·9· ·projects employ about 800 construction workers;

10· ·is that correct?

11· · · · A.· ·That is correct.

12· · · · Q.· ·And there would be about 25 ongoing full-time

13· ·employees?

14· · · · A.· ·Yes.

15· · · · Q.· ·Do you know if that's more or less than there

16· ·would be had that same generation come from another

17· ·source like a natural gas plant?

18· · · · A.· ·I do not know on the construction side of that.

19· ·I would imagine that on the operation side it's less but

20· ·I do not know.· For a coal plant it would be less.

21· ·I don't know about a natural gas plant.

22· · · · · · ·MR. JETTER:· Okay.· Thank you.· Those are all

23· ·of my questions.

24· · · · · · ·THE HEARING OFFICER:· Thank you.· Ms. Hogle?

25· · · · · · · · · · · CROSS-EXAMINATION
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·1· ·BY MS. HOGLE:

·2· · · · Q.· ·Just a few questions.· Were you in the room

·3· ·when Mr. Beach testified that current avoided cost prices

·4· ·are about $30 per megawatt hour?

·5· · · · A.· ·I was.

·6· · · · Q.· ·Would it surprise you to know that the 20-year

·7· ·levelized price of some of SunEdison's contracts is

·8· ·around $100 per megawatt hour?

·9· · · · A.· ·It would not.

10· · · · Q.· ·Okay.· On cross-examination you testified that

11· ·it was a benefit for customers to have fixed-price

12· ·contracts because they know what it costs for 20 years

13· ·let's say; is that correct?

14· · · · A.· ·That is correct.

15· · · · Q.· ·How is that a benefit for ratepayers if current

16· ·market prices stay for 30 years -- for the 20 years,

17· ·how would that be a benefit?

18· · · · A.· ·At the time -- so, SunEdison has signed 22

19· ·power purchase agreements.· And first of all, maybe I

20· ·should back up a little bit.· So, the power purchase

21· ·contracts that you're referring to are the Schedule 37

22· ·power contracts; correct?

23· · · · Q.· ·Correct.

24· · · · A.· ·Okay.· So, those contracts make up a small

25· ·portion of SunEdison's portfolio of megawatts, probably
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·1· ·around 20 megawatts.· And so, those higher priced power

·2· ·purchase contracts were executed under a former avoided

·3· ·cost methodology which took into account a significant

·4· ·capacity cost, capacity payment which would be counted

·5· ·for about half of the energy of payments and the other

·6· ·half was energy payments.· So, the total of the project.

·7· ·So, probably about 20 megawatts is what you're referring

·8· ·to.· The larger contracts, and I would say 95 percent of

·9· ·contracts that SunEdison has signed is significantly

10· ·lower than that, less than half of that in general terms.

11· · · · · · ·So, I would say that the majority of our

12· ·contracts are significantly beneficial to ratepayers.

13· ·The first contracts that we signed were developed under

14· ·avoided cost methodology, they give a lot more benefit to

15· ·capacity and because solar projects do generate during

16· ·the day, they do receive a significant capacity payment.

17· · · · · · ·And I think that whole argument and discussion

18· ·that was discussed in one of the dockets whether that was

19· ·fair or not.· And I think since that was -- since the

20· ·capacity payment was removed from the avoided cost

21· ·methodology, I think it was determined that that

22· ·did not benefit the ratepayers.

23· · · · · · ·So, I would concede that on those approximately

24· ·20 megawatts, it probably wasn't a good deal for the

25· ·ratepayers, but I would say that the system is working
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·1· ·because after we sign those contracts, then that issue

·2· ·is brought before this Commission and they were able

·3· ·to remove that at their discretion.

·4· · · · · · ·And so, I believe that the current avoided cost

·5· ·methodology is very beneficial to ratepayers.

·6· ·Hence, the $33 that you mentioned earlier.

·7· · · · · · ·MS. HOGLE:· I have no further questions.

·8· ·Thank you.

·9· · · · · · ·THE HEARING OFFICER:· Thank you.· Any redirect?

10· · · · · · ·MR. DODGE:· No.· I have none.· Thanks.

11· · · · · · ·THE HEARING OFFICER:· And Commissioner Clark?

12· · · · · · · · · · · · ·EXAMINATION

13· ·BY COMMISSIONER CLARK:

14· · · · Q.· ·Good afternoon, Mr. Harris.· Thanks for being

15· ·here.· I have some questions for you about the projects

16· ·that you refer to early in your direct testimony.

17· · · · · · ·Were they all constructed on the strength

18· ·and financed on the strength of purchase power agreements

19· ·that the Commission approved?

20· · · · A.· ·Yes -- no, they were not.· So, the Schedule 38

21· ·projects were.· The Schedule 37 projects did not need

22· ·approval from the Commission.

23· · · · Q.· ·And as to the Schedule 38 projects, a number of

24· ·those aren't yet completed if I'm correct; is that right?

25· · · · A.· ·None of the Schedule 38 projects are completed.
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·1· · · · Q.· ·And what's the completion date that you're

·2· ·contemplating, the operations date for those?

·3· · · · A.· ·They will be completed between June and

·4· ·September of 2016.

·5· · · · Q.· ·Do you have experience in seeking financing

·6· ·for these sorts of projects that involves a stream

·7· ·of payments that's different than 20 years?

·8· · · · A.· ·I do not.

·9· · · · Q.· ·Do you know whether your company does?

10· · · · A.· ·Yes.· I believe they do.

11· · · · Q.· ·And do you have any knowledge of the Company's

12· ·experience in seeking financing?

13· · · · A.· ·I have general knowledge but not details.

14· ·But we do develop projects in different markets

15· ·in different parts of the country and --

16· · · · Q.· ·And can you put boundaries on the financing

17· ·arrangements that you're familiar with, the high side

18· ·and the low side in relation to the duration of the

19· ·payment streams or the pricing, the periods of time

20· ·over which the pricing is fixed?

21· · · · A.· ·Yeah.· So, generally, there are some parts

22· ·of the country where some markets that are more liquid

23· ·than Utah or the terms are less than 20 years.

24· · · · · · ·However, there are hedging instruments

25· ·available in those markets that are used in order to
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·1· ·contract out the power for a longer term.· And I don't

·2· ·understand the nuances of how that works because

·3· ·I haven't worked with them specifically.

·4· · · · · · ·But if you're in a liquid market and you can

·5· ·hedge that out further, then that creates the certainty

·6· ·that banks and investors need if that makes sense.

·7· · · · Q.· ·And when you say, "less," how much less?

·8· · · · A.· ·I believe 15 years in some of those markets.

·9· ·However, the caveat is at the end of the 15 years, the

10· ·projects are still located in a liquid market where they

11· ·can readily sell the power from those projects.

12· · · · Q.· ·In those arrangements or any others that you're

13· ·aware of -- well, before I ask that, actually, what's the

14· ·high side, in other words --

15· · · · A.· ·The longest term --

16· · · · Q.· ·Right.· Right.

17· · · · A.· ·We've done 25 years and I believe there are

18· ·some 30-year power purchase contracts.· And obviously,

19· ·from a developer, the longer the better.· The cost of

20· ·capital goes down with the longer terms and hence the

21· ·lower price of the PPAs that we can enter into.

22· · · · Q.· ·In any of these arrangements that you're aware

23· ·of, is there a provision for adjusting either the energy

24· ·or the capacity payment before the expiration of the

25· ·term?
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·1· · · · A.· ·I really don't know the answer to that.

·2· ·I presume that there may be, but I really don't know

·3· ·the answer to that.

·4· · · · Q.· ·Regarding your testimony that PacifiCorp's

·5· ·proposal would -- I don't want to mischaracterize it, but

·6· ·would either halt or significantly retard the development

·7· ·of QF projects, do you have a sense of where the tipping

·8· ·point is between three years and 20 years?

·9· · · · A.· ·You know, that's a good question and obviously

10· ·we've thought about that.· And we don't have a good

11· ·answer to that.· We know that we can finance a 20-year

12· ·project or a 20-year contract term.

13· · · · · · ·Could we contract a 19-year?· I would think we

14· ·probably could.· But where that starts stops, I don't

15· ·know.· But what I do know is that the shorter term, the

16· ·more difficult it becomes and the higher our cost of

17· ·capital becomes and it makes projects less financially

18· ·viable overall because the cost of capital increases

19· ·because there's more risk introduced.

20· · · · · · ·COMMISSIONER CLARK:· That's all.· Those were

21· ·all my questions.· Thank you, Mr. Harris.

22· · · · · · ·THE HEARING OFFICER:· Commissioner White?

23· · · · · · ·COMMISSIONER WHITE:· I have no questions.

24· ·Thanks.

25· · · · · · ·THE HEARING OFFICER:· I don't have any.
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·1· ·Thank you.· Mr. Dodge?

·2· · · · · · ·MR. DODGE:· As a final witness, the Coalition

·3· ·would like to call Hans Isern.

·4· · · · · · ·THE HEARING OFFICER:· Mr. Isern, do you swear

·5· ·to tell the truth?

·6· · · · · · ·THE WITNESS:· I do.

·7· · · · · · ·THE HEARING OFFICER:· Thank you.

·8· · · · · · · · · · · · ·HANS ISERN,

·9· · · · · · · ·having first been duly sworn, was

10· · · · · · · ·examined and testified as follows:

11· · · · · · · · · · · DIRECT EXAMINATION

12· ·BY MR. DODGE:

13· · · · Q.· ·Would you please state for the record who you

14· ·are, for whom you work, and on whose behalf you're

15· ·testifying?

16· · · · A.· ·Yes.· My name is Hans Isern.· It's spelled

17· ·H-a-n-s.· And the last name is I-s-e-r-n.

18· · · · · · ·I am the senior vice president of origination

19· ·for sPower.· sPower is a Utah-based IPP.

20· · · · Q.· ·I apologize, Mr. Isern.· I've been calling you

21· ·Isern.· You were too nice to correct me before.

22· · · · A.· ·That's fine.· Everybody does.

23· · · · · · ·(RMCRE Exhibit 3, 3.0R, and 3.0SR Identified)

24· ·BY MR. DODGE:

25· · · · Q.· ·Mr. Isern, did you cause to be developed and
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·1· ·filed in this docket direct testimony, rebuttal

·2· ·testimony, and surrebuttal testimony under your name?

·3· · · · A.· ·Yes.

·4· · · · Q.· ·And do you adopt that testimony here as your

·5· ·testimony in this proceeding?

·6· · · · A.· ·I do.

·7· · · · · · ·MR. DODGE:· Mr. Chairman, I'd move the

·8· ·admission of Coalition Exhibits 3, 3.0R and 3.0SR?

·9· · · · · · ·THE HEARING OFFICER:· If any party objects to

10· ·the motion, please let me know.· Seeing no objections,

11· ·the motion's granted.

12· · · · · · ·(RMCRE Exhibits 3, 3.0R, and 3.0SR Admitted)

13· ·BY MR. DODGE:

14· · · · Q.· ·Mr. Isern, would you provide a summary of your

15· ·testimony?

16· · · · A.· ·Absolutely.· sPower believes that the current

17· ·20-year PPA term is proper and should remain in place.

18· ·Anything less we believe will be a major blow to utility

19· ·scale renewable development.

20· · · · · · ·We further believe that capital and jobs

21· ·will leave Utah based on any decision of that sort.

22· ·And pricing under three-year PPA terms very well might

23· ·be higher than pricing under longer PPA terms due to the

24· ·risks involved and the requirement for capital providers

25· ·such as ourselves to invest in projects.
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·1· · · · · · ·Essentially, for three-year and five-year

·2· ·terms, we very likely just won't do.· We'll move our

·3· ·development efforts and dollars to another state for,

·4· ·you know, terms and the kind of, call it the 15- to

·5· ·20-year range, it would be very difficult for us to do

·6· ·and would severely impact our ability to arrange for

·7· ·low-cost financing.

·8· · · · · · ·We have discussed this both with our own board

·9· ·and investment committees as well as our tax, equity,

10· ·and debt providers.· And everyone had the same reaction

11· ·that we did.· One of the items that I don't think has

12· ·been covered well thus far is the categorization of

13· ·risks.· And our opinion, the benefits of a long-term

14· ·QF pricing are two ways.

15· · · · · · ·It does benefit developers who need long-term

16· ·price certainty for power sales, but we also believe that

17· ·it benefits ratepayers who likely intend to be in the

18· ·Utah market purchasing energy for long periods of time

19· ·who would like to not be exposed to risks of long-term

20· ·purchases.

21· · · · · · ·Furthermore, we think that the QF program is

22· ·working very well as of today as evidenced by the PPA

23· ·rates going from over $60 down to 60 to 50 to 40 to 30.

24· ·That's what should happen in competitive markets, and we

25· ·view that as a success, not as a reason for concern.

http://www.litigationservices.com


Page 260
·1· · · · · · ·We also believe that 20 years is the current

·2· ·industry standard.· It is the standard for reasons.

·3· ·That is the usual finance tenor of debt that gets put

·4· ·on the projects.· And I have found it interesting that,

·5· ·you know, Rocky Mountain Power might consider entering

·6· ·into a 15-year coal supply provision because that is

·7· ·standard for coal.· Our standard is 20 years.

·8· · · · · · ·So, we would ask not to have our standards

·9· ·significantly changed as well.· I think that concludes my

10· ·summary.

11· · · · · · ·MR. DODGE:· Thank you.· Mr. Isern is available

12· ·for cross-examination.

13· · · · · · ·THE HEARING OFFICER:· Thank you.

14· · · · · · ·Ms. Dutton, anything?

15· · · · · · ·MS. DUTTON:· No questions.

16· · · · · · ·THE HEARING OFFICER:· Mr. Ritchie?

17· · · · · · ·MR. RITCHIE:· No questions.

18· · · · · · ·THE HEARING OFFICER:· Mr. Sanger?

19· · · · · · ·MR. SANGER:· No questions.· Thank you.

20· · · · · · ·THE HEARING OFFICER:· Mr. Moore?

21· · · · · · ·MR. MOORE:· No questions.

22· · · · · · ·THE HEARING OFFICER:· Mr. Jetter?

23· · · · · · · · · · · CROSS-EXAMINATION

24· ·BY MR. JETTER:

25· · · · Q.· ·I do have a few questions.· Good afternoon.
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·1· ·Thank you for being here.

·2· · · · · · ·Is it correct that a big part of your job

·3· ·in evaluating the way in which you finance a project

·4· ·is evaluating the risk involved with that project?

·5· · · · A.· ·Absolutely.

·6· · · · Q.· ·And is it also -- generally, your testimony

·7· ·has been that, I believe you had said that you might be

·8· ·able to finance a 15- to 20-year project and then you

·9· ·generally only finance 20-year or longer projects;

10· ·is that correct?

11· · · · A.· ·That's correct.· We have financed 15-year

12· ·projects in states and markets where there are other

13· ·incentives.· For example, in North Carolina, there was

14· ·a large state tax credit that provided additional revenue

15· ·to offset the fact that it is a shorter term PPA.

16· · · · · · ·We've seen the same in certain Northeast states

17· ·such as Massachusetts which have very high prices.

18· ·Essentially, what that leads to is front loading of the

19· ·revenues.· So, we've been comfortable in certain

20· ·circumstances with shorter term PPAs, once again,

21· ·in the 15-year time range when there are other

22· ·significant revenue streams to help keep investors cool.

23· · · · Q.· ·Okay.· And so, really, that's just based

24· ·on a higher rate of return for that investment;

25· ·is that correct?
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·1· · · · A.· ·Not necessarily.· Think about the percentage

·2· ·of revenue that is contractually guaranteed.

·3· · · · Q.· ·Okay.· And the more percentage that's

·4· ·guaranteed, the more likely you are to lend on it;

·5· ·is that correct?

·6· · · · A.· ·Yes.· Not exactly lend but provide capital.

·7· · · · Q.· ·Okay.· And in that formula, do you compare --

·8· ·essentially, you would make money by having a variation

·9· ·or a difference between the cost of the capital to your

10· ·company and then the rate at which you seek return on

11· ·that capital when you lend it to one of these projects?

12· · · · A.· ·Somewhat, yes.· We're an equity provider.· So,

13· ·we would provide cash equity into the projects and then

14· ·earn a return over time.· Usually most of that return

15· ·comes from revenues under a long-term PPA.

16· · · · Q.· ·Okay.· And would you say, then, that the

17· ·ability to provide financing for a project, then,

18· ·is dynamic?· It changes with cost of capital in the

19· ·market or other resources?· It's not a fixed number

20· ·that's always going to be the same?

21· · · · A.· ·Well, I suppose that the ability to provide

22· ·capital or the availability of capital does change from

23· ·year to year.· That said, in my experience and in the

24· ·past multiple years of having renewable projects

25· ·financed, no one has been doing three- to five-year PPAs.
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·1· ·And the industry standard has been 20.

·2· ·We've seen a lot of 25-year PPAs as well.

·3· · · · Q.· ·I'd like you to change to a slightly different

·4· ·line of questioning here just briefly.

·5· · · · · · ·You had mentioned that you think that the Utah

·6· ·QF pricing mechanism, our method of calculating the price

·7· ·has been working appropriately because as each additional

·8· ·resource is added to the queue, the price is lower.

·9· ·Eventually that would presumably I guess reach zero.

10· · · · · · ·Is that ...

11· · · · A.· ·I don't know about reaching zero but having

12· ·your marginal costs decrease with increasing supply

13· ·is consistent with my understanding of the intent.

14· · · · Q.· ·Okay.· And so, you could have a perfectly

15· ·working-well market where you have a lot of QF

16· ·applications and a lot of QFs being built;

17· ·is that correct?

18· · · · A.· ·Yes.

19· · · · Q.· ·And you could also have a perfectly

20· ·working-well market where there are no QF applications

21· ·and none being built; is that correct?

22· · · · A.· ·Well, I don't think that would be a QF market,

23· ·then.· If there's no participants, I don't see how you

24· ·would have the existence of a market.

25· · · · Q.· ·Well, isn't it your testimony that as the
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·1· ·prices being paid decrease that your supply would

·2· ·decrease?

·3· · · · A.· ·Yes.· So, efficiently or effectively, you have

·4· ·a dynamic mechanism to ensure that the most economically

·5· ·viable projects get built and those that are not

·6· ·economically viable, they would not accept the QF price

·7· ·and would exit the queue.

·8· · · · Q.· ·Okay.· And At some point, you would reach a

·9· ·point where there is not another economically viable

10· ·project; is that correct?

11· · · · A.· ·Not necessarily because conditions will change

12· ·so that you might reach that point where you don't see

13· ·anything for a year or two years.

14· · · · · · ·But, you know, as there are fluctuations and

15· ·panel prices and other costs, as there are fluctuations

16· ·in natural gas prices, you might see it become more

17· ·viable to once again develop under the QF program.

18· · · · Q.· ·Thank you.· And so, following up on that,

19· ·it would be fair to say, then, that it's certainly

20· ·possible, then, to have a multi-year period with no

21· ·QFs being built and it would still qualify in your

22· ·opinion as a market that's working well?

23· · · · A.· ·I don't know if I would say it's working well

24· ·if you have multiple years where no QF projects are being

25· ·built.· It might be working well if you have low volume
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·1· ·for a couple of years, but without any specifics of the

·2· ·example, it's hard for me to opine.

·3· · · · Q.· ·Let's just assume everything stays equal,

·4· ·energy prices stay equal and each QF in the queue

·5· ·displaces a reduced value and so each QF subsequently

·6· ·receives a lower value.

·7· · · · · · ·In an efficient market, would you not expect

·8· ·that you would reach a point where there are no more

·9· ·efficient projects to be built and that would be the

10· ·optimum number of QFs?

11· · · · A.· ·I suppose, theoretically, if PacifiCorp is --

12· ·other supply stays statistic and their load stays static,

13· ·you know, and a lot of -- I think you said if all else

14· ·stays equal, then, yes, they would expect for there to be

15· ·a set number of QF projects developed unless, you know,

16· ·developers can somehow create more economically

17· ·attractive projects over time, but assuming that they

18· ·can't, then, yes, there would be a point where you would

19· ·fill up the abilities of QFs to provide a benefit

20· ·to ratepayers and to obtain contracts.

21· · · · Q.· ·Thank you.· And so, wouldn't that ultimately

22· ·reach the conclusion that the number of QFs being built

23· ·in a particular period is not necessarily indicative

24· ·of whether the market is working correctly?

25· · · · A.· ·Well, I don't know if your example is really
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·1· ·realistic because it assumes a lot of things that we

·2· ·don't see in practice.

·3· · · · · · ·In my opinion, a working QF market would see

·4· ·contracts being signed at declining marginal prices.

·5· ·Now, that might take time to get there.· I don't think

·6· ·anyone would expect, you know, your QF program to develop

·7· ·overnight.· I don't think anyone would expect it would,

·8· ·you know, fill up in a number of months.

·9· · · · · · ·But there would be period as projects are

10· ·developed and development cycles can range from I guess

11· ·six to 48 months depending on the size of the project.

12· · · · · · ·And during that time, you would start seeing

13· ·the marginal price decreasing as more and more projects

14· ·are brought on line, all else being equal.

15· · · · Q.· ·And let's say hypothetically you are in an

16· ·environment where you have a 30 percent tax credit and

17· ·that tax credit ends.

18· · · · A.· ·Yes.

19· · · · Q.· ·And in an efficient market, would you expect

20· ·that you would reach every QF or nearly every QF that

21· ·could be developed economically taking into account

22· ·the 30 percent tax credit.· Once that tax credit ends,

23· ·would you expect to see the need for QFs?

24· · · · A.· ·I think that it would take some time.· I think

25· ·that the ITC expiration at the end of '16 would
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·1· ·definitely hit the pause button on QF CODs.

·2· · · · Q.· ·And whether there are new QFs built in the

·3· ·subsequent years, would you say that that may or may not

·4· ·be a reflection -- may not be I guess a reflection of

·5· ·whether the market is working well or whether it's not

·6· ·working well?

·7· · · · A.· ·Well, the ITC would be an external factor that

·8· ·would effect the economic viability of the project.

·9· ·So, we're not asking for, you know, higher avoided cost

10· ·pricing because the ITC is expiring.· We're asking for

11· ·the PPA terms to remain unchanged at 20 years.

12· · · · Q.· ·And do you think -- I guess -- let's ask a

13· ·slightly different question.

14· · · · · · ·At the current avoided cost rates, without the

15· ·tax credit, is it likely that you would finance a 20-year

16· ·project based on the costs that you're seeing today for

17· ·those projects as well as the avoided cost rate of,

18· ·let's say, $40 a megawatt hour?

19· · · · A.· ·I think that would be difficult and we would

20· ·need to see significant movement in EPC costs that would

21· ·be essentially construction and then your equipment

22· ·costs.

23· · · · · · ·MR. JETTER:· Okay.· Thank you.· That's all the

24· ·questions that I have.· Thank you.

25· · · · · · ·THE HEARING OFFICER:· Thank you, Mr. Jetter.
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·1· · · · · · ·Ms. Hogle?

·2· · · · · · ·MS. HOGLE:· I have no questions.

·3· · · · · · ·THE HEARING OFFICER:· No questions?· Okay.

·4· · · · · · ·Mr. Dodge, any redirect?

·5· · · · · · ·MR. DODGE:· No.· Thank you.

·6· · · · · · ·THE HEARING OFFICER:· Okay.· Thank you.

·7· · · · · · ·Commissioner Clark?

·8· · · · · · · · · · · · ·EXAMINATION

·9· ·BY COMMISSIONER CLARK:

10· · · · Q.· ·Mr. Isern, in the descriptions that you've

11· ·given us of the kinds of arrangements, PPA arrangements

12· ·that are acceptable to the Company in terms of

13· ·development, do any of those or have any of those

14· ·involved some form of adjustment or adjustability either

15· ·to the energy component or the capacity component?

16· · · · A.· ·No, none that I can think of.· Everything is

17· ·under a fixed-price contract.· There may be escalation

18· ·built into the pricing but it's still fixed from day one

19· ·and then, you know, each year your contract price may

20· ·vary but it is a fixed price from the day you sign

21· ·through the delivery term of the PPA.

22· · · · · · ·COMMISSIONER CLARK:· Thank you.· That's my only

23· ·question.

24· · · · · · ·THE HEARING OFFICER:· Commissioner White?

25· · · · · · · · · · · · ·EXAMINATION
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·1· ·BY COMMISSIONER WHITE:

·2· · · · Q.· ·With respect to the ITC eligibility,

·3· ·I understand from the testimony given today that it's

·4· ·set to expire at the end of this year.

·5· · · · · · ·For eligibility purposes, does a QF have

·6· ·to reach the commercial operations day or is it a certain

·7· ·amount of construction or capital spent to be eligible

·8· ·for that ITC?

·9· · · · A.· ·Yeah.· I might have misspoken.· The ITC

10· ·deadline would be to have a project in service by the

11· ·end of 2016.· If you are not in service and delivering

12· ·energy and receiving revenue, then you would not qualify

13· ·for the ITC.

14· · · · · · ·There is some discussion about amending that

15· ·to have started construction language where developers

16· ·and financiers can invest a certain amount of money and

17· ·start work on a site to qualify it, but as of today,

18· ·the projects must be in service and delivering energy

19· ·and receiving revenue as of December 31st, 2016.

20· · · · · · ·COMMISSIONER WHITE:· I have no further

21· ·questions.

22· · · · · · ·THE HEARING OFFICER:· Okay.· Thank you.

23· ·I don't have any.· Thank you, Mr. Isern.

24· · · · · · ·MR. ISERN:· Thank you.

25· · · · · · ·THE HEARING OFFICER:· Mr. Dodge, anything
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·1· ·further from you?

·2· · · · · · ·MR. DODGE:· That's all.· Thank you.

·3· · · · · · ·THE HEARING OFFICER:· Okay.· Does any party

·4· ·have anything else before we adjourn?

·5· · · · · · ·MR. RITCHIE:· Mr. Chairman?

·6· · · · · · ·THE HEARING OFFICER:· Mr. Ritchie, yes.

·7· · · · · · ·MR. RITCHIE:· I did want to ask about whether

·8· ·a briefing schedule would be available here.· I would say

·9· ·from Sierra Club's standpoint, I think it could be

10· ·helpful in this case.

11· · · · · · ·In particular, I think there was some issues

12· ·addressed about the legality of some of the proposals

13· ·under PURPA.· And if that gets into some pretty

14· ·complicated legal questions, that we would like to brief.

15· · · · · · ·THE HEARING OFFICER:· Okay.· So, we have a

16· ·request from the Sierra Club for legal briefing.

17· · · · · · ·Let me ask all the parties to comment on that.

18· ·Why don't we start with the applicant.

19· · · · · · ·MS. HOGLE:· I would leave it up to the

20· ·Commission.· If the Sierra Club is going to brief, the

21· ·Company would then want the opportunity to do so as well.

22· · · · · · ·THE HEARING OFFICER:· Okay.· And, Mr. Jetter?

23· · · · · · ·MR. JETTER:· I think from the Division's

24· ·perspective, we're probably a little indifferent.· We're

25· ·happy to do it if the Commission thinks it's of value.
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·1· ·I guess that's probably my response.· Thanks.

·2· · · · · · ·THE HEARING OFFICER:· Okay.· And, you know

·3· ·what, to save time, why don't I go back and say,

·4· ·do you have thoughts on timing or length?

·5· · · · · · ·Why don't we go back to Mr. Ritchie.

·6· ·And I'll still get around to everybody, but I wanted

·7· ·to get those two issues out of the way.

·8· · · · · · ·MR. RITCHIE:· The immediate thing that comes

·9· ·to mind for me is Thanksgiving.· That's why I would maybe

10· ·say the week sometime after Thanksgiving.

11· · · · · · ·THE HEARING OFFICER:· Okay.· Ms. Hogle?

12· · · · · · ·MS. HOGLE:· So, that would mean next week and

13· ·then Thanksgiving week and then they would be due the

14· ·week after Thanksgiving.· Is that --

15· · · · · · ·MR. RITCHIE:· I would normally say two weeks

16· ·but two weeks puts us right there in that Thanksgiving

17· ·holiday.· So, I would say, you know, go to the following

18· ·week.

19· · · · · · ·MS. HOGLE:· And I think that would be

20· ·appropriate, and I would add that it would be one round

21· ·submitted by everybody at the same time.

22· · · · · · ·As far as length, I'm not sure.· I think there

23· ·should be a limit.· Again, I think I would leave it up to

24· ·the Commission to determine.

25· · · · · · ·THE HEARING OFFICER:· We stop reading after the
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·1· ·limit.· Thank you.· Mr. Jetter?

·2· · · · · · ·MR. JETTER:· That's a reasonable schedule for

·3· ·us.· I don't think anyone would need a lot of pages to

·4· ·cover it.· So, whatever page limit the other parties

·5· ·or the Commission would like.

·6· · · · · · ·THE HEARING OFFICER:· Okay.· Thank you.

·7· · · · · · ·Mr. Moore?

·8· · · · · · ·MR. MOORE:· The Office would be would be happy

·9· ·to go along with the Division's recommendation.

10· · · · · · ·THE HEARING OFFICER:· Okay.· Thank you.

11· · · · · · ·Ms. Dutton?

12· · · · · · ·MS. DUTTON:· I think that if the Commission

13· ·feels it's necessary, then we would definitely comply

14· ·and submit a brief.

15· · · · · · ·THE HEARING OFFICER:· Mr. Dodge?

16· · · · · · ·MR. DODGE:· Yeah.· I think maybe the

17· ·Commission's sort of practice is if someone feels it

18· ·would be useful unless the Commission feels otherwise

19· ·that that's been accommodated.· And I encourage you to do

20· ·that.· I guess I might suggest one additional as a

21· ·personal item.· And that is, it would be work better

22· ·for me if we went into the following week, the 11th of

23· ·December or something like that.· Kind of splitting the

24· ·holidays.

25· · · · · · ·THE HEARING OFFICER:· Okay.· Thank you.
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·1· · · · · · ·Mr. Sanger?

·2· · · · · · ·MR. SANGER:· If other parties believe that

·3· ·briefs are necessary, then we would support that.

·4· ·We're not asking for briefing, but if other parties

·5· ·believe it's necessary, we would support that.

·6· · · · · · ·As late as possible for the briefs given the

·7· ·holidays.· So, whatever the Commission wants but the

·8· ·later the better for us.

·9· · · · · · ·THE HEARING OFFICER:· Okay.· Should we

10· ·deliberate just for a moment or two and chat?· Why don't

11· ·we take a recess until about, I'm going to say 4:40.

12· · · · · · ·Thank you.

13· · · · · · ·(Recess taken from 4:36 p.m. to 4:40 p.m.)

14· · · · · · ·THE HEARING OFFICER:· Okay.· We're back on the

15· ·record to address the issue of legal briefing.

16· · · · · · ·Any party who desires to express to us their

17· ·position on legal issues with respect to interpretation

18· ·of federal or state PURPA may do so by Wednesday,

19· ·December 9th within a 10-page limit.· And we will

20· ·consider anything submitted by that date before we

21· ·finalize our order.· Anything further from anyone?

22· · · · · · ·(Discussion off the record)

23· · · · · · ·THE HEARING OFFICER:· The witnesses, if you

24· ·have your summary in writing, the court reporter would

25· ·appreciate having a copy of that if you have it here
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·1· ·with you.· And seeing nothing further from anybody --

·2· ·oh, sorry.

·3· · · · · · ·MR. SANGER:· Your Honor, I would just like to

·4· ·ask the question so I understand.· You said the legal

·5· ·issues on the interpretation of PURPA.· Do I read that

·6· ·as the legal brief should be limited to only those legal

·7· ·issues or whether it would be broader than that?

·8· · · · · · ·THE HEARING OFFICER:· Well, I think the request

·9· ·was for legal briefing, not for necessarily closing

10· ·statements or something to that effect.

11· · · · · · ·Since it wasn't a brief that the Commission

12· ·asked for, it was something requested by the parties,

13· ·I was, I think, just trying to be helpful in my

14· ·explanation, but I don't think we're limiting it to any

15· ·legal issues.· I think any legal issue that any party

16· ·wants to address is not off the table.

17· · · · · · ·MR. SANGER:· Okay.· I wanted to give you

18· ·whatever you want.· Okay.· Thank you.

19· · · · · · ·THE HEARING OFFICER:· And seeing nothing

20· ·further, we are adjourned.· Thank you.

21· · · · · · ·(Proceedings concluded at or about 4:42 p.m.)
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·1· · · · · · · · · · · · ·CERTIFICATE

·2

·3· · · · · · This is to certify that the foregoing

·4· proceedings were taken before me, CLARK L. EDWARDS, a

·5· Certified Shorthand Reporter and Notary Republic in and

·6· for the State of Utah, residing at West Jordan, Utah;

·7· · · · · · That the proceedings were reported by me in

·8· stenotype and thereafter caused by me to be transcribed

·9· into typewriting, and that a full, true, and correct

10· transcription of said proceedings so taken and transcribed

11· is set forth in the foregoing pages, inclusive.

12· · · · · · I further certify that I am not of kin or

13· otherwise associated with any of the parties to said cause

14· of action, and that I am not interested in the event

15· thereof.
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17· · · · · · · · · · ·____________________________________

18· · · · · · · · · · ·Clark L. Edwards, CSR
· · · · · · · · · · · ·Utah License No. 109221-7801
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BEFORE THE WASHINGTON 
UTILITIES AND TRANSPORTATION COMMISSION 


WASHINGTON UTILITIES AND 
TRANSPORTATION COMMISSION, 


Complainant, 


v. 


PACIFICORP D/B/A PACIFIC POWER & 
LIGHT COMPANY, 


Respondent. 


DOCKET NO. UE-144160 


DECLARATION OF JOHN R. LOWE 


John R. Lowe declares: 


1. My name is John R. Lowe. I am the Executive Director o f the Renewable 


Energy Coalition ("REC"). My business address is 12050 SW Trcmont Street, Portland, 


Oregon 97225. 


2. I am over the age of twenty-one, have personal knowledge of the facts set 


forth herein, and am competent to testify to those facts. 


3. The purpose of this declaration is to oppose Pacific Power & Light 


Company's ("PacifiCorp")1 Schedule 37 avoided cost update that was filed in this 


proceeding on December 29, 2014. REC recommends that the Washington Utilities and 


Transportation Commission (the "Commission") retain Schedule 37's current rate design 


with a monthly kilowatt ("kW") capacity payment, and a megawatt hour ("MWh") 


energy charge. REC also recommends that the Commission increase the monthly kW 


This declaration refers to Pacific Power & Light Co. as PacifiCorp for the sake of 
convenience because I discuss both the company's Washington operations (which 
arc under the name Pacific Power & Light Co.), and the company's other 
operations (which arc under the name PacifiCorp, or sometimes Rocky Mountain 
Power). 
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capacity payment, and/or MWh energy charge because they under compensate 


Washington qualifying facilities ("QF") for the capacity and energy they provide to 


PacifiCorp. 


Background 


4. REC was established in 2009, and is comprised of over thirty members 


who own and operate nearly forty non-intermittent QFs in Oregon, Idaho, Washington, 


Utah, and Wyoming. RECs members have power purchase agreements with Northwest 


utilities, including PacifiCorp. Yakima-Ticton Irrigation District has been a Coalition 


member since 2011, and sells its power to PacifiCorp from two about 1.5 MW 


hydroelectric projects (the Orchard and Cowiche projects). These facilities have been 


operating since 1986, and have been a consistent reliable source o f generation even in 


drought years due to their senior water rights. As an irrigation district, the power sales 


for these facilities are reinvested into the community, and providing significant benefits 


to the local economy. 


5. REC actively participates in utility rate proceedings and investigations in 


the Northwest regarding power purchase agreement terms and conditions including 


avoided cost prices, integrated resource planning, interconnection, and other matters 


relevant to QFs and independent power producers. REC also monitors and lobbies 


legislatures on energy policy matters. In addition, REC provides consulting services to 


individual members on contractual, operational, interconnection, and other issues related 


to their electric generation facilities and the interface with the purchasing utility. 


6. PacifiCorp has 141 existing QFs representing 1,732 MW of installed 


capacity in all six o f its state jurisdictions. 
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7. In contrast, PacifiCorp currently has only three Washington QFs selling 


power to the company. These are the Yakima-Tieton Irrigation District's Orchard and 


Cowiche projects, and Dcruyter Dairy's 1.2 MW methane facility. The Deruyter Dairy 


methane facility is the only Washington QF that has been built in and currently selling 


power to PacifiCorp since 1990. To my knowledge, the only other QF to have sold to 


PacifiCorp since 1990 in Washington was the City o f Walla Walla. The City has since 


decided to terminate sales to PacifiCorp after the original purchase power agreement 


expired and the prices dramatically dropped in accordance with recent Schedule 37 prices. 


The total MWs of all three operating projects selling power to PacifiCorp in Washington 


is about 4 MWs. which represents less than 0.3% o f all PacifiCorp's MWs of QF 


contracts. 


8. In its other states, PacifiCorp has 816 M W o f newly executed wind and 


solar qualifying facility power purchase agreements from 36 projects having in-service 


dates by the end o f 2016. PacifiCorp 2015 Integrated Resource Plan ("IRP") at 4. As o f 


March 2015, PacifiCorp had about 89 requests for new QF contracts in its other states, all 


but two of which arc wind and solar. 


9. In my experience based upon 35-ycars plus of implementing the Public 


Utility Regulatory Policies Act ("PURPA") in the Northwest, it is highly unlikely that all 


requests for new contracts or even all QFs that sign contracts with the utility wil l result in 


a constructed QF that sells electricity to the utility. In other words, many QFs request 


contracts or enter into contracts, but are unable to complete financing and construction of 


their facility. Regardless, the requests for contracts and the number o f new contracts in 


PacifiCorp's non-Washington service territory arc significant. 
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10. PacifiCorp has zero newly executed QF power purchase agreements in 


Washington. PacifiCorp has no interconnection or power purchase agreement requests 


from any QFs in Washington. It is significant that there are no requests for contracts or 


new contracts in Washington, especially given the requests and new contracts in other 


states. 


11. The numbers o f PacifiCorp's Washington QFs and MWs has been and 


continues to be significantly lower than PacifiCorp's other states. This indicates that 


PacifiCorp's Washington implementation of the Public Utility Regulatory Policies Act 


has not been, and is currently not, favorable to the development of QFs. Favorable 


contract terms, including length of contract and prices, are necessary to encourage the 


development of QFs. Washington has a number of significant untapped renewable 


energy resources that could be developed to benefit utility customers and the local 


economy with proper implementation o f PURPA. The need for expansion of the 


Washington renewable portfolio standard, compliance with the Environmental Protection 


Agencies ("EPA") Section 111(d) rules or other regulator requirements could also be 


reduced with the development and retention of cost effective QFs. 


PacifiCorp Schedule 37 


12. PacifiCorp purchases power from QFs two MWs or smaller in 


Washington pursuant to its Schedule 37 Cogcncration and Small Power Production rate 


schedule. QFs above 2 MWs must negotiate contracts with PacifiCorp. No QFs larger 


than 2 MWs have been built in Washington and sold their power to PacifiCorp. A l l of 


PacifiCorp's other states have larger QFs, and every state but Washington has at least one 


QF 20 MWs or larger. Even the recently built 15 MW Ticton Dam project in 


Docket No. UE-144160 - Declaration o f John R. Lowe 


Page 4 o f 13 







PacifiCorp's service territory northwest o f Yakima had to sell its output out of state. The 


fact that PacifiCorp's avoided cost rates and contract terms were less favorable than 


transmitting the power out of state is illustrative o f the problems facing local energy 


developers in PacifiCorp's Washington service territory. 


13. Avoided cost rates under Schedule 37 include capacity and energy 


payments. The capacity payment is based on a fixed dollar per kW month rate. Under 


the currently effective Schedule 37, the fixed dollar per kW month capacity rates for the 


five-year period o f 2015-2019 start at $2.49 and rise to $2.66. The energy payment is a 


fixed dollar per MW hour rate. Under the currently effective Schedule 37, the fixed 


dollar per MW hour energy rates for the five-year period of 2015-2019 start at $31.92 and 


rise to $40.22. 


14. Fixed energy and capacity rates arc only available to QFs for the first five 


years of any contract. 


15. PacifiCorp's avoided cost rates in Schedule 37 are significantly lower than 


the avoided cost rates for Pugct Sound Energy ("PSE") and Avista. Also, PacifiCorp 


files Schedule 37 in all other states except California, and the rates and/or terms arc more 


favorable in all of those states compared to Washington. This indicates that PacifiCorp's 


avoided cost rates and/or terms need improvement rather than further degradation in the 


form of eliminating capacity payments 


PacifiCorp's Proposed Revision to Schedule 37 Avoided Cost Rates 


16. PacifiCorp has proposed to eliminate the dollar per kW month capacity 


rate. 
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17. PacifiCorp supports its proposal because its 2013 integrated resource plan 


("IRP") Update indicates that its next major thermal resource wi l l be acquired in 2027. 


PacifiCorp claims that QFs wi l l not cause the company to avoid capacity costs because 


the company may not need to acquire a new thermal resource until 2027. 


18. Prior to 2027, PacifiCorp has a significant energy and capacity resource 


need. In this proceeding, PacifiCorp states that it wi l l rely upon market purchases, or 


front office transactions for both its energy and capacity needs. PacifiCorp proposes that 


Schedule 37 only include the company's estimates of the market purchase prices. The 


value of these market purchases would be estimated using PacifiCorp's Generation and 


Regulation Initiative Decision computer model. 


19. PacifiCorp has proposed an alternative rate design. PacifiCorp proposes 


to differentiate the fixed dollar per MWh energy rate into a heavy load hour and a light 


load hour rate. This docs not change the effective value of sales from consistent 24-7 


producer like Yakima-Tieton's irrigation system hydro projects, but could change the 


compensation paid to wind and solar projects. 


Renewable Energy Coalition Proposed Schedule 37 Avoided Cost Rates 


20. REC recommends that the kW month capacity rate should at a minimum 


be retained because QFs arc providing the company with capacity. REC further 


recommends that the: 1) the dollar per kW month capacity rate be increased to better 


reflect the capacity resources the company plans to acquire; and/or 2) the dollar per kWh 


energy rate be increased because it does not accurately reflect expected energy costs. 
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A. The Commission Should Retain a kW Month Capacity Rate 


21. PacifiCorp needs both energy and capacity that can be avoided by QF 


purchases. In its 2015 IRP, PacifiCorp plans to meet its energy and capacity needs over 


its twenty-year planning horizon with short-term market purchases, demand side 


management, coal plant conversions, and almost 3,000 MWs of new natural gas facilities. 


PacifiCorp is also planning on significant investments in its existing coal fleet to maintain 


its existing energy and capacity resources that wi l l be made before the acquisition o f its 


next thermal resource. QFs that sell power to PacifiCorp wi l l help the company avoid its 


need for these energy and capacity resources, including coal plant investments and new 


gas generation facilities. 


22. PacifiCorp's IRP plans on acquiring a new combined cycle combustion 


turbine in 2027 or 2028 (2013 IRP Update and 2015 IRP). PacifiCorp's planned resource 


acquisitions have historically been inaccurate, especially during the longer-term. For 


example, in 2008 PacifiCorp did not "plan" on acquiring a new thermal resource until 


2012. However, PacifiCorp acquired the 520 MW Chchalis plant in 2008. PacifiCorp's 


resource needs identified in its current IRPs may be even more inaccurate. PacifiCorp's 


actual resource acquisitions could significant change i f its IRP assumptions prove 


inaccurate, including but not limited to: 1) changes in Washington's RPS; 2) PacifiCorp 


joining the California Independent System Operator; 3) the adoption of a federal RPS; 4) 


adoption of a state or federal carbon tax; 5) the adoption o f EPA's Section 111(d) rules; 


6) closure of part or all o f the Colstrip or other coal generation facilities; 7) the inability 


to capture the high levels of demand side management; and 8) the lack o f availability of 


power in the wholesale market. A l l o f these policies could result in a reduction in coal 
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generation, and an increase in renewablcs, bascload gas, and peaking gas generation well 


before 2027. 


23. In the past, PacifiCorp's IRPs planned to acquire a new thermal resource 


in about four or five years. As each subsequent IRP was released, the four to five year 


time period remained constant, but the actual date for the company's planned thermal 


resource acquisition moved further out in time. For example, in 2005 the next planned 


thermal resource acquisition was 2010, in 2007 the planned next thermal resource 


acquisition was 2012, in 2009 the next planned thermal resource acquisition was 2014, 


etc. 


24. The next planned thermal resource acquisition in PacifiCorp's most recent 


IRPs is now much longer than five years. Specifically, PacifiCorp claims that it wi l l not 


build a new thermal resource until 2028, which is in 12 or 13 years. Under PacifiCorp's 


approach, this wi l l result in much longer and historically unprecedented "sufficiency" 


periods. 


25. PacifiCorp's proposal to not make capacity payments until the acquisition 


o f a planned thermal resource acquisition could mean that there wi l l always be a period 


of resource "sufficiency" and no capacity payments. I f the resource sufficiency period is 


short and the contract term length is limited to five years, projects wi l l receive no or only 


a year or two of capacity payments. With longer sufficiency periods, as is the case now, 


projects wil l no longer receive capacity payments. This means that existing Washington 


projects that have always received capacity payments wi l l no longer be paid for the 


capacity they provide to PacifiCorp. 
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26. Under PacifiCorp's proposal, Washington QFs w i l l not be paid for 


capacity i f they enter into a contract when the next thermal resource acquisition is in six 


years (2021) or longer. For example, assume that PacifiCorp is planning its next thermal 


resource acquisition in six years (2021). Under PacifiCorp's proposal, a QF that enters 


into a new five-year contract in 2015 wi l l not be paid for capacity during the entire 


contract term. In 2021, PacifiCorp wi l l have a new IRP, which w i l l likely not be 


planning on a new thermal resource for more than five years, and its new Schedule 37 


wi l l not have any capacity payments. I f the QF renews its contract and enters into a new 


five-year contract in 2021, then the QF wi l l again not be paid for capacity. The QF wi l l 


have caused PacifiCorp to reduce both its energy and capacity needs (including the 


capacity related to the next planned thermal resource), however, the QF wil l not be paid 


for capacity under the company's approach. 


27. A l l QFs provide capacity during all years, including the years before the 


next acquisition of a new thermal resource. For example, QFs can reduce PacifiCorp's 


need to re-invest in its coal fleet. In addition, PacifiCorp plans on QFs as capacity 


resources. In its 2015 IRP, PacifiCorp is planning on the availability of 255 MWs o f QFs 


to meet its system peak. PacifiCorp 2015 IRP at 62. These QFs have been causing, and 


those that renew their contracts wi l l continue to cause, PacifiCorp to avoid capacity costs. 


28. It is particularly inappropriate to not pay QFs that PacifiCorp plans on 


entering into follow-on contract extensions a full capacity payment. A QF that is seeking 


renewal and/or extension o f its contract should receive a capacity payment because the 


capacity that it provides has already been included in the utility's IRP load resource 


balance. In other words, PacifiCorp's IRP assumes these QFs renew their contracts. 
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Without including these QFs in its resource plans, the company would have would need 


to acquire new capacity and energy resources. 


B PacifiCorp's Current Schedule 37 Fails to Fully Compensate QFs 


29. PacifiCorp's avoided cost rates under compensate QFs because they do 


not fully account for the potential availability of market purchases. Over the twenty-year 


planning period, PacifiCorp's 2015 IRP assumes that it w i l l be able to purchase between 


727 and 1,411 MWs from the market, or front office transactions. My understanding is 


that PacifiCorp has not conducted an analysis in its IRP to determine i f there wi l l be 


sufficient market liquidity to enter into these market purchases. The Northwest Power 


Planning and Conservation Council has estimated an overall Northwest market shortfall, 


and PSE's current IRP is studying the impact of a market shortfall on its operations. The 


acquisition of electricity from QFs would reduce the need for PacifiCorp to rely upon an 


uncertain wholesale market. I do not have a specific adjustment to PacifiCorp's Schedule 


37 to compensate for the potential market illiquidity; however, this supports increasing 


the PacifiCorp's avoided cost rates to reduce this risk. The Commission could also direct 


PacifiCorp to develop an adder to the energy or capacity rate to account for the risk 


reduction associated with QFs. 


30. PacifiCorp's kW per month capacity rate under compensates QFs for 


capacity because its past approach was based on the fixed costs of simple cycle 


combustion turbine ("SCCT") for only three months out o f year. This means that only 


one fourth of the fixed costs of a SCCT have been used to calculate the capacity payment. 


I f PacifiCorp acquires a SCCT peaking resource, then it w i l l incur its fixed costs for all 


twelve months out of the year. In other words, PacifiCorp is unlikely to acquire a SCCT 
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for only those months for which it has peak capacity need. Therefore, it is more 


appropriate to include the full costs o f a SCCT in the capacity payment for QFs. 


31. PacifiCorp's avoided cost rates also under compensate QFs because they 


do not account for the costs associated with the company's significant planned 


investments in environmental upgrades to retain its existing coal facilities. These arc 


actual and planned investments that arc not included in the company's current Schedule 


37 avoided cost rates. Without these upgrades, PacifiCorp would have to secure a large 


amount of new capacity and energy resources, thereby significantly reducing its period of 


resource sufficiency. PacifiCorp has identified a number of environmental upgrades at its 


existing coal facilities in its 2015 IRP that it plans to make before the acquisition of its 


next thermal resource, including: 


• Hayden 1 SCR by Jun 2015 


• Jim Bridgcr 3 SCR by Dec 2015 


• Hayden 2 SCR by Jun 2016 


• Jim Bridgcr 4 SCR by Dec 2016 


• Craig 2 SCR by Jan 2018 


• Naughton 3 Conversion by Jun 2018 


• Craig 1 SCR by Aug 2021 


• Hunter 1 SCR by Dec 2021 


• Jim Bridgcr 2 SCR by Dec 2021 


• Jim Bridgcr 1 SCR by Dec 2022 


• Colstrip 4 SCR by Dec 2022 


• Huntington 1 SCR by Dec 2022 


• Colstrip 3 SCR by Dec 2023 


• Hunter 3 SCR by Dec 2024 


• Cholla 4 Conversion by Jun 2025 


2015 IRP, Vol . I I at 298-299. 


32. Similarly, PacifiCorp's proposed extraordinarily long sufficiency period is 


sending a price signal to prospective QFs that the long-term value of their capacity is 


worth very little. At the same time, the Company is facing the challenge of compliance 
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with EPA's proposed Section 111(d) rules and other greenhouse gas regulations, which 


propose significant reductions in carbon emissions. The proposed rules are creating 


significant uncertainty with respect to the Company's long-term resource plan. An 


important policy question that the Commission should consider is whether it is wise to be 


signaling to QFs, particularly renewable QFs, that their capacity is o f little long-term 


value, and consequently discouraging their development, at this critical time of changing 


environmental regulations. 


33. In an Oregon Public Utility Commission ("OPUC") investigation into 


PURPA and QF policies Docket No. UM 1610, the Renewable Energy Coalition and 


other QF parties have sponsored the testimony of expert witness Kevin Higgins o f 


Energy Strategies. Mr. Higgins estimated the capacity value o f only the first six listed 


environmental upgrades, which resulted in a capacity value o f $47.11 per kW-year. 1 


have attached Mr. Higgins testimony from the OPUC proceeding, which explains how 


the capacity value with these environmental upgrades was calculated. It would be 


appropriate to include these capacity costs in PacifiCorp's Schedule 37 rates. 


Conclusion 


34. PacifiCorp's current Schedule 37 docs not fully compensate QFs for the 


capacity and energy they provide to the company. This is illustrated by the extremely 


low level of existing QFs and the lack of any interest in QF development in PacifiCorp's 


Washington service territory. 


35. At a minimum, the Commission should retain the current kilowatt month 


capacity payment in PacifiCorp's Schedule 37. I recommend, however, that the 


Commission increase the current kW capacity payment. Options to increase the capacity 
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payment arc: 1) including the entire annual fixed costs o f a SCCT rather than only three 


months; and 2) including the costs o f PacifiCorp's planned environmental upgrades at its 


existing coal facilities. The Commission could direct PacifiCorp to make other changes, 


including a market risk adder to reflect the potential market illiquidity associated with 


relying upon short-term market purchases. 


36. I f the Commission does not retain or increase the current kW month 


capacity payment for all QFs, then REC recommends that the Commission consider other 


solutions to more accurately compensate QFs. These could include maintaining the 


capacity payment for already operating QFs that PacifiCorp is relying upon in its IRP, 


and increasing the contract term for all QFs. 


I declare that under the laws o f the State o f Washington that the foregoing is true and 


correct. Signed at Portland, Oregon on July 12,2015. 


John R. Lowe 
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OPENING T E S T I M O N Y O F K E V I N C . HIGGINS 


Introduction 


Q. Please state your name and business address. 


A. Kevin C. Higgins, 215 South State Street, Suite 200, Salt Lake City, Utah, 


84111. 


Q. By whom are you employed and in what capacity? 


A. I am a Principal with Energy Strategies, LLC. Energy Strategies is a 


private consulting firm specializing in economic and policy analysis applicable to 


energy production, transportation, and consumption. 


Q. On whose behalf are you testifying in this proceeding? 


A. My testimony is being sponsored by the Renewable Energy Coalition 


("REC"), the Community Renewable Energy Association ("CREA"), OneEnergy. 


and Obsidian Rcnewablcs, LLC ("Joint QF Parties"). 


Q. Please describe your professional experience and qualifications. 


A. My academic background is in economics, and I have completed all 


coursework and field examinations toward a Ph.D. in Economics at the University 


of Utah. In addition, I have served on the adjunct faculties o f both the University 


o f Utah and Westminster College, where I taught undergraduate and graduate 


courses in economics. I joined Energy Strategies in 1995, where I assist private 


and public sector clients in the areas o f energy-related economic and policy 


analysis, including evaluation of electric and gas utility rate matters. 
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1 Prior to joining Energy Strategics, I held policy positions in state and local 


2 government. From 1983 to 1990,1 was economist, then assistant director, for the 


3 Utah Energy Office, where I helped develop and implement state energy policy. 


4 From 1991 to 1994,1 was chief of staff to the chairman o f the Salt Lake County 


5 Commission, where I was responsible for development and implementation of a 


6 broad spectrum of public policy at the local government level. 


7 Q. Have you ever testified before this Commission? 


8 A. Yes. 1 have testified in twenty prior proceedings in Oregon, including five 


9 PGE general rate cases, UE 283 (2014), UE 262 (2013), UE 215 (2010), UE 197 


10 (2008) and UE 180 (2006), the PGE Opt-Out case, UE 236 (2012), and the PGE 


11 restructuring proceeding, UE 115 (2001). 


12 I have also testified in six PacifiCorp general rate cases, UE 263 (2013), 


13 UE246(20I2) ,UE210(2009) ,UE 179 (2006), UE 170 (2005), and UE 147 


14 (2003) and six PacifiCorp Transition Adjustment Mechanism (*TAM") 


15 proceedings, UE 264 (2014 TAM) , UE 245 (2013 TAM) , UE 227 (2012 TAM) , 


16 UE 216 (2011 TAM) , UE 207 (2010 TAM) , and UE 199 (2009 TAM) , as well as 


17 the PacifiCorp Five-Ycar Opt-Out case, UE 267 (2013). 


18 Q. Have you testified before utility regulatory commissions in other states? 


19 A. Yes. I have testified in approximately 180 proceedings on the subjects o f 


20 utility rates and regulatory policy before state utility regulators in Alaska, 


21 Arizona, Arkansas, Georgia, Idaho, Illinois, Indiana, Kansas, Kentucky, 


22 Michigan, Minnesota, Missouri, Montana, Nevada, New Mexico, New York, 


23 North Carolina, Ohio, Oklahoma, Pennsylvania, South Carolina, Texas, Utah, 
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1 Virginia, Washington, West Virginia, and Wyoming. I have also prepared 


2 affidavits that have been filed with the Federal Energy Regulatory Commission 


3 and prepared expert reports in state and federal court proceedings involving utility 


4 matters. My involvement in the determination of avoided costs dates back to the 


5 initial Qualifying Facility ("QF") buyback rates established for the Utah Power & 


6 Light Company in 1984. 


7 


8 Overview and Conclusions 


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


10 A. My testimony addresses Question 6 in the UM 1610 Phase I I Issues List: 


11 "Do the market prices used during the Resource Sufficiency Period sufficiently 


12 compensate for capacity?" I am not testifying regarding any other issues in Phase 


13 I I . 


14 Q. Could you briefly explain the Commission's current implementation scheme 


15 for avoided cost compensation during the Resource Sufficiency Period and 


16 the Resource Deficiency Period? 


17 A. As explained in Order No. 14-058, the Commission requires electric utilities 


18 to set rates based on the cost of a proxy resource during periods of resource 


19 deficiency and on monthly market prices during periods of resource sufficiency. The 


20 Resource Deficiency Period is determined in each utility's Integrated Resource Plan 


21 ("IRP") and it is the period for which a deferrable planned resource is identified. The 


22 proxy resource is a natural gas combined-cycle combustion turbine proxy resource 


23 for standard avoided cost prices, and the next avoidable renewable resource identified 


24 in the electric company's IRP for renewable avoided cost prices. The total fixed costs 
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1 of the avoided proxy resource are allocated to on- and off-peak prices. Non-standard 


2 avoided cost rates for large QFs are negotiated between the utility and the individual 


3 QF using the standard avoided cost rates as a starting point, with specific guidelines 


4 and methodologies approved by the Commission.1 


5 In the PacifiCorp service territory, rates for avoided cost purchases for 


6 QFs that are 10 MW or less are presented in Schedule 37, which contains pricing 


provisions for both standard avoided cost rates and renewable avoided cost rates. 


8 For Portland General Electric, the analogous rate schedule is Schedule 201, and 


9 for Idaho Power Company, it is Schedule 85. 


10 Q. What is your primary conclusion and recommendation to the Commission on 


11 the question of whether market prices used during the Resource Sufficiency 


12 Period sufficiently compensate for capacity? 


13 A. I have concluded that the market prices used during the Resource 


14 Sufficiency Period do not sufficiently compensate for capacity in the PacifiCorp 


15 territory. There are two fundamental reasons for this conclusion. 


16 The first is that there is a structural problem in the way the PacifiCorp IRP 


17 is interpreted for determining QF pricing. Specifically, in the IRP, small QFs are 


18 presumed to extend their contracts upon expiration - and this very assumption is 


19 then embedded in determining the value of QF capacity, resulting in a logical 


20 circularity. To remedy this problem, the assumption in the IRP that small QFs 


21 extend their contracts upon expiration should be eliminated for the purpose o f 


22 determining QF pricing. This would require the development o f an Alternative 


23 IRP scenario that rc-detcrmincd the preferred resource portfolio absent the 


'Order No. 14-058 at 8. 
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1 (assumed) renewing QFs in order to properly value the capacity that QFs would 


2 avoid. I want to be clear that I am not challenging how PacifiCorp plans for how 


3 QFs renew their contracts, as it is my understanding that most small QFs enter 


4 into PURPA contracts when their current contracts expire. While it is appropriate 


5 to assume that small QFs renew their contracts for planning purposes, this is not 


6 an appropriate assumption for QF pricing. 


7 The second reason is that the extraordinarily long sufficiency period 


8 indicated by the 2015 PacifiCorp IRP is sending a price signal to prospective QFs 


9 that the long-term value of their capacity has no value except for the relatively 


10 small premium that may be included in the price o f firm energy based on 


11 projected market prices. This price signal is sent despite the fact that: I) the 


12 development o f rules by the Environmental Protection Agency ("EPA") under the 


13 auspices of Section 111 (d) of the Clean Air Act is creating significant uncertainty 


14 with respect to the Company's long-term resource plan; and 2) PacifiCorp itself is 


15 planning on a scries of significant investments in environmental upgrades to 


16 retain its coal capacity. I find this dichotomy to be a source of concern. It strikes 


17 me as unwise to be signaling to QFs, particularly renewable QFs and zcro-


18 emitting QFs, that their capacity is o f little long-term value, and consequently 


19 discouraging their development, at a time when new environmental regulations 


20 arc placing long-term resource planning in a state o f flux. This seems particularly 


21 unwise when it is understood that development of renewable QFs and zcro-


22 emitting QFs is encouraged by the pending environmental rules as a means o f 


23 gaining compliance. Meanwhile, far from eschewing investment in capacity as 
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1 suggested nominally by the designation of a sufficiency period based on the next 


2 deferrable resource in the IRP, PacifiCorp is in reality planning on making 


3 significant investments in capacity retention that the Company wi l l ask customers 


4 to pay for. 


5 In light of these circumstances, I recommend that the Commission adopt 


6 an interim capacity pricing mechanism for Schedule 37 sales by renewable QFs 


7 and zero-emitting QFs until the uncertainty surrounding implementation o f 


8 Section 111(d) is resolved. This approach would be used until the state plans 


9 implementing the Section 111(d) rules arc binding upon PacifiCorp. Under this 


10 interim approach, the value o f capacity from renewable QFs and zero-emitting 


11 QFs would be determined by the net present value o f the revenue requirement 


12 associated with environmental upgrades that arc planned for the sufficiency 


13 period. For a renewable QF or zero-emitting QF entering a contract during the 


14 interim period, the capacity value would be added to the energy price until the 


15 pricing in the contract was governed either by the displaceablc renewable IRP 


16 resource or displaceablc IRP thermal resource, whichever is applicable to that 


17 contract. In other words, this adjustment to the capacity value only applies during 


18 the resource sufficiency period prices. 


19 The mechanics for performing this calculation arc presented in detail later 


20 in my testimony. 


* 
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1 Assumed Renewal of Small Q F Contracts 


2 Q. What docs PacifiCorp assume with respect to the continuation of small Q F 


3 contracts after contract terms expire? 


4 A. According to the 2015 IRP, PacifiCorp assumes that these contracts arc 


5 extended when they expire.2 


6 Q. Do you have any concerns or objections to this assumption? 


A. I do not object to this assumption in the context of the IRP being used in 


8 its traditional role as a planning tool. That is, for planning purposes, it is 


9 reasonable to assume these contracts arc extended, so as to avoid planning to 


10 construct or acquire duplicative facilities. REC witness John Lowe addresses in 


11 more detail contract renewals by existing QFs. 


12 However, it is important to make a distinction when it comes to using the 


13 IRP for determining QF prices. In that limited context, it is not reasonable to 


14 assume that small QF contracts arc extended when contracts expire because that 


15 assumption produces a logically circular result. That is, when the purpose of the 


16 exercise is to determine the value of QF capacity, the act of assuming that all or a 


17 portion of the QF capacity that is being valued simply "shows up" via contract 


18 extension improperly predetermines the answer to the valuation question - and 


19 wil l understate the value of the QF capacity. 


20 Q. Do you have a simple example to illustrate this point? 


21 A. Yes. Assume for illustrative purposes that a utility has 300 MW of small 


22 power QF generation selling power under standard fixed avoided cost contracts 


23 and that all of these contracts expire five years from now. For simplicity, further 


2 PacifiCorp 2015 IRP. Vol. I, p. 75. 
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1 assume that front-office transactions are near their planning maximum, load 


2 growth is flat, and there arc no planned changes regarding other resources over 


3 the IRP time horizon. Under the assumptions used by PacifiCorp to value QF 


4 capacity, all 300 MW of small power QF capacity wi l l be assumed to extend their 


5 contracts and continue to be in service from Year 6 through the end of the IRP 


6 planning horizon. Under the current method, the IRP would indicate that the 


7 Company was in a sufficiency period throughout the remainder of the time 


8 horizon and that no capacity payment (other than what is attributed to purchases 


9 of firm energy based on projected market prices) was required. 


10 Yet it is easy to comprehend that, but for the assumption that small QF 


11 contracts were extended, the utility would require 300 M W of capacity at the end 


12 of Year 5. Properly done, the pricing method should be crediting QFs with the 


13 value of this avoided capacity. This would occur if, for the purpose of 


14 determining the value of QF capacity, the analysis assumed that QF contracts 


15 were not renewed at expiration. But as it is, the method yields no credit to the 


16 QFs for avoiding this capacity due to the logical circularity of the analysis that 


17 assumes that the QFs (whose value the analysis is supposed to determine) are 


18 providing this capacity, effectively for free, through their assumed contract 


19 renewals. 


20 Q. Does the assumption that small Q F contracts are renewed upon expiration 


21 have a material impact on the valuation of Q F capacity? 


22 A. According to PacifiCorp's Response to Data Request REC 8.5, 


23 Confidential Attachment REC 8.5, 122 M W o f QF contracts that expire prior to 
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1 


2 


3 


2028 arc assumed to be extended in the 2015 IRP. In certain circumstances, 


relaxing this assumption could potentially move the deficiency period for thermal 


capacity up by a year, perhaps, depending on the amount o f capacity attributed to 


4 the renewing QFs and how close front-office transactions arc to their maximum 


5 levels. However, relaxing this assumption is not likely to have a material impact 


6 in the current IRP, for which the next thermal resource is strongly driven by the 


7 planned retirement of the Dave Johnson units in 2027, rather than the projected 


8 level of front-office transactions. 


9 Q. What is your recommendation to the Commission on this issue? 


10 A. I recommend that for the limited purpose o f determining the capacity 


11 value of QF pricing under Schedule 37, the Commission require PacifiCorp to 


12 identify an Alternative IRP scenario that removes the assumption that small QFs 


13 wil l extend their contracts upon expiration. This Alternative IRP scenario would 


14 be used to help determine the year o f the next deferrable resource for the purpose 


15 of valuing QF capacity. 


16 Q. Are you taking a position on the Phase II issue regarding the appropriate 


17 forum for disputed avoided cost inputs and assumptions? 


18 A. No. My recommendation would apply i f the Commission takes up 


19 avoided cost input and assumptions in an expanded IRP process or in an avoided 


20 cost review after the utilities file their avoided cost rates. The analysis regarding 


21 the capacity value of small renewing QFs wi l l be necessary regardless of the 


22 specific forum that the Commission decides to use when addressing the inputs and 


23 assumptions used to set avoided cost rates. 
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1 


2 Uncertainty Surrounding Compliance with Proposed Section 111(d) Rules 


3 Q. Please explain your concerns regarding the pricing of Q F capacity in the 


4 context of the uncertainty surrounding PacifiCorp's compliance with EPA's 


5 proposed Section 111(d) rules. 


6 A. Currently, PacifiCorp's Schedule 37 indicates that the sufficiency period 


7 for which no thermal resource deferrals wi l l be recognized in QF capacity prices 


8 extends until the end of 2023, a very long period. The preferred portfolio in the 


9 Company's 2015 IRP indicates that the sufficiency period wil l extend even 


10 further - until the end of 2027. This extraordinarily long sufficiency period is 


11 sending a price signal to prospective QFs that the long-term value of their 


12 capacity is worth very little. At the same time, the Company is facing the 


13 challenge of compliance with EPA's proposed Section 111(d) rules, which 


14 propose significant reductions in greenhouse gas emissions. The proposed rules 


15 arc creating significant uncertainty with respect to the Company's long-term 


16 resource plan. An important policy question that the Commission should consider 


17 is whether it is wise to be signaling to QFs, particularly renewable QFs and zero-


18 emitting QFs, that their capacity is of little long-term value, and consequently 


19 


20 


discouraging their development, at this critical time o f changing environmental 


regulations. This question is particularly important when it is understood that 


21 development of renewable QFs and zero-emitting QFs arc encouraged by the 


22 pending environmental rules as a means o f gaining compliance. 


23 Q. Please describe EPA's proposed Section 111(d) rules. 
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1 A. EPA's proposed Section 111(d) rules arc intended to limit carbon dioxide 


2 emissions from existing power plants. The proposed rules, which arc being 


3 promulgated under Section 111(d) o f the Clean Air Act, require states to submit a 


4 111(d) compliance plan to the EPA in the 2016 to 2018 timeframe. Subject to 


5 EPA approval of these plans, states w i l l be required to submit interim reports to 


6 the EPA beginning in 2022 to demonstrate interim goals arc being met before 


7 achieving full compliance by 2030. 


8 In the proposed rule, the EPA identified emission reduction goals for each 


9 state based on its formulation of best system of emission reduction, which is made 


10 up of four building blocks: (1) heat rate improvements at existing coal-fuclcd 


11 resources; (2) increased utilization of natural gas resources; (3) increased 


12 deployment of renewable resource and zero-emitting resources; and (4) increased 


13 end-use energy efficiency. The EPA applied the four building blocks to the loads 


14 and resources in each state as a whole. Each state may propose how to meet its 


15 goal and is not required to achieve emission reductions in the same manner as that 


16 used by the EPA to calculate the goal. 


17 The proposed rule is currently in the midst of a comment period and a 


18 final rule is expected later in 2015. States wi l l be required to submit compliance 


19 plans by 2016, although extensions arc possible. The rule is likely to be subject to 


20 extensive litigation. 


21 Q. Does PacifiCorp's 2015 IRP take compliance with Section 111(d) into 


22 account? 
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1 A. Yes. However, as the rule is not final and is the focus o f extensive 


2 commentary and criticism, for planning purposes, compliance planning 


3 necessarily must consider a range of rule outcomes and interpretations. As 


4 PacifiCorp states in its IRP: 


5 In this IRP, the Company provides extensive analysis o f potential 
6 future resource portfolios under a variety of compliance approaches 
7 to the EPA's proposed Clean Power Plan. However, significant 
8 uncertainty regarding the implementation of this program continues 
9 to exist. Once final, the rule is likely to be subject to litigation, the 


10 outcome of which may not be known for many years. In addition, 
I I the makeup of the final rule and the manner in which states choose 
12 to implement the program wil l have a significant impact on ultimate 
13 compliance approaches and similarly may not be known for some 
14 years.3 


15 Q. How does the uncertainty surrounding implementation of Section 111(d) 


16 impact the formulation of the 2015 IRP? 


17 A. To develop a preferred portfolio in the 2015 IRP, PacifiCorp necessarily 


18 had to make certain assumptions regarding implementation o f the final rule. For 


19 example, all 2015 IRP cases defined as having a 111(d) emission rate target 


20 assume, for compliance purposes, that the Company can allocate system 


21 renewable energy toward meeting emission rate targets in any given state. The 


22 2015 IRP also assumes that a flexible allocation of "111(d) attributes" from 


23 renewable resources is applied to cumulative Class 2 DSM energy efficiency 


24 savings from Idaho and California, where PacifiCorp docs not have a 111(d) 


25 compliance obligation. Further, this Company's base case compliance approach 


26 assumes that two distinct attributes (RPS attributes and I 11(d) attributes) can be 


27 used for compliance independent o f one another. I f the final rule permits a 


3 Id., Vol. 1, p. 28. Emphasis added. 
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1 flexible allocation of renewable energy and select Class 2 DSM energy efficiency 


2 savings, as well as independence o f attributes, as PacifiCorp assumes, the 


3 Company wil l benefit because this approach does not lead to any incremental 


4 system costs from adding resources for the purpose of meeting 111(d) 


5 requirements and results in the lowest cost compliance action.4 


6 However, not all versions of the final rule wi l l produce lowest-cost 


outcomes for the Company. For example, PacifiCorp has prepared a sensitivity 


8 case S-l 5, which assumes that state renewable portfolio standard 0*RPS")-eligiblc 


9 RECs and 111 (d) attributes must be surrendered at the same time. As explained 


10 in the 2015 IRP: 


11 Linking the Washington RPS program to 111(d) would force 


12 PacifiCorp to meet its share of the state 111(d) emission rate target 
13 with situs assigned renewable resources, or alternatively, 
14 PacifiCorp could eliminate its Washington 111(d) compliance 
15 obligation by retiring Chehalis at the end o f 2019. Considering the 
16 low emission rate targets proposed by EPA in its 111(d) rule for 
17 Washington, a significant amount of situs assigned rcnewables 
18 would be required to offset emissions from Chehalis. For this 
19 sensitivity, PacifiCorp assumes a lower cost alternative would be to 
20 retire Chehalis at the end of 2019. With this early retirement, 
21 sensitivity case S-l5 includes incremental FOTs and DSM 
22 resources, along with a 2020 west side natural gas peaking 
23 resource.5 


24 Obviously, sensitivity case S-15 produces a different thermal sufficiency 


25 period for QF pricing than docs the preferred portfolio. And while PacifiCorp 


26 may advocate for adoption o f a final rule that incorporates the flexibility assumed 


27 in the preferred portfolio, the disposition of this issue is yet to be determined. 


4 Id., Vol. I, pp. 140, 154. 
5 Id., Vol. I, p. 207. Emphasis added. 
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1 Q. What are the implications for Oregon Q F pricing of the resource planning 


2 uncertainty engendered by 111(d)? 


3 A. With the final rule yet to be decided, and with litigation certain to follow, 


4 the Commission should reflect on whether it is in the public interest to send a 


5 price signal to Oregon QFs that for an extended upcoming period, capacity from 


6 renewable QFs and zero-emitting QFs has virtually no value, particularly since 


increased output from renewable resources and zero-emitting resources constitute 


8 one of EPA's four building blocks. In my opinion, in light of these 


9 considerations, it would be reasonable to recognize some capacity value for 


10 renewable QFs and zero-emitting QFs in Schedule 37, at least on an interim basis, 


1 I while the uncertainty surrounding the implications of 11 1(d) on the Company's 


12 resource planning is being sorted out. 6 


13 Q. On what basis should a capacity value be derived during this interim period? 


14 A. PacifiCorp is planning a scries o f environmental upgrades to keep its coal 


15 plants operating. These upgrades represent planned investment in capacity 


16 retention. As such, the planned expenditures are indicative o f the valuation the 


17 Company is placing on capacity during the IRP sufficiency period. I believe it is 


18 reasonable to use the projected pcr-kW revenue requirement associated with these 


19 investments in capacity retention to value the capacity contribution from 


20 renewable QFs and zero-emitting QFs while the implications from 111(d) are 


21 being determined. 


6 While certain resources arc both renewable and zero-emitting, others, such as certain hydro resources, 
may not be classified as "renewable" for purposes of Schedule 37, but are nonetheless zero-emitting. Other 
resources may be renewable, but arc not necessarily zero-emitting. My recommendation is directed to QFs 
that demonstrate cither one of the characteristics of being renewable or zero-emitting (or of course both). 
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1 Q. What environmental upgrades is PacifiCorp planning? 


2 A. According to the 2015 IRP, 7 the Company has the following 


3 environmental upgrade projects identified for planning purposes, recognizing that 


4 agency, regulator, and joint owner perspectives on acceptability have not 


5 necessarily been determined: 


6 • Hayden I Selective Catalytic Reduction ("SCR") by Jun 2015 


7 • Jim Bridgcr 3 SCR by Dec 2015 


8 • I Iaydcn2SCRbyJun2016 


9 • Jim Bridgcr 4 SCR by Dec 2016 


10 • Craig 2 SCR by Jan 2018 


I I • Naughton 3 Conversion by Jun 2018 


12 • Craig 1 SCR by Aug 2021 


13 • Hunter 1 SCR by Dec 2021 


14 • Jim Bridgcr 2 SCR by Dec 2021 


15 • Jim Bridgcr 1 SCR by Dec 2022 


16 • Colstrip 4 SCR by Dec 2022 


17 • 1 luntington 1 SCR by Dec 2022 


18 • Colstrip 3 SCR by Dec 2023 


19 • Hunter 3 SCR by Dec 2024 


20 • Cholla 4 Conversion by Jun 2025 


21 Q. How can this information be used to derive a capacity value for renewable 


22 QFs and zero-emitting QFs during your proposed interim period? 


23 A. The cost information for these projects can be used to calculate the 


24 weighted average per-kW revenue requirement (on a present value basis) for the 


25 portfolio of environmental upgrades that the Company has planned during the 


26 Schedule 37 thermal sufficiency period. This value represents the planned cost o f 


27 capacity retention. 


28 Q. How should this value be calculated? 


7 Id., Vol. II, pp. 298-299. 
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1 A. I have prepared a sample calculation consisting o f the first six 


2 environmental upgrades listed above using information provided by PacifiCorp in 


3 its Confidential Response to REC 5.7. For the purpose of determining the 


4 capacity value, I recommend using all o f the projects that arc identified in the IRP 


5 during the sufficiency period. My sample calculation is summarized in 


6 Confidential Exhibit Joint QF Parties/101. Step 1 of the calculation is to identify 


7 the projected stream of annual revenue requirements for each project. For this 


8 purpose I used an approach that is comparable to what PacifiCorp uses for 


9 determining the revenue requirement of a deferrable thermal plant in calculating 


10 Schedule 37 rates. This stream of revenue requirements is then converted into a 


11 nominal levelized annual value over the remaining Oregon depreciable life of the 


12 facility and expressed on a pcr-kW basis for each project.8 A blended capacity 


13 value for the entire portfolio is then determined by taking an average o f the 


14 individual project pcr-kW revenue requirements, weighted by installed capacity. 


15 The blending occurs on a net present value basis, i.e., after discounting the 


16 revenue requirements calculated over disparate time periods to a common starting 


17 date. 


18 The resulting pcr-kW capacity value then can be converted into on-pcak 


19 energy prices consistent with the Schedule 37 method. For a renewable QF 


20 entering a contract during the interim period, this capacity component would be 


21 added to the market energy price until the pricing in the contract was governed 


8 Conceptually, this is comparable to the nominal levelized prices calculated by PacifiCorp in its Schedule 
37 workpapers, except that I am expressing the value on a per-kW basis rather than on a per-MWh basis as 
PacifiCorp docs. 
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1 either by the displaceablc renewable IRP resource or displaceablc IRP thermal 


2 resource, whichever is applicable to that contract. 


3 Q. As a reference point, what is the capacity value that results from the sample 


4 calculation you performed? 


5 A. The capacity value that results is $47.00 per kW-year. Using the Schedule 


6 37 method for converting capacity values into on-pcak energy charges, this value 


translates into an on-pcak capacity price o f $10.25/MWH for a baseload resource, 


8 $0.43/MWH for a wind resource, and $ 1.39/MWH for a solar resource, using the 


9 capacity contribution assumptions currently incorporated in Schedule 37. In 


10 using the current Schedule 37 capacity contribution assumptions I am not 


11 endorsing these assumptions, which I understand are being addressed separately. 


12 Also, for purposes of this proceeding, I have treated these prices as confidential 


13 because the underlying projected costs o f the individual projects are deemed to be 


14 confidential by the Company. However, I do not believe that a composite 


15 capacity valuation or corresponding composite energy prices should ultimately be 


16 viewed as confidential. 


17 Q. Please summarize your recommendation to the Commission regarding the 


18 use of environmental upgrade costs to derive a Q F capacity value. 


19 A. I recommend that the Commission adopt an interim capacity pricing 


20 mechanism for renewable QFs and zero-emitting QFs selling power to PacifiCorp 


21 under the Schedule 37 until the uncertainty surrounding implementation of 


22 Section 111(d) is resolved. Under this interim approach, the value o f QF capacity 


23 would be determined by the net present value o f the revenue requirement 
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1 associated with environmental upgrades that PacifiCorp is planning for the 


2 sufficiency period. For a renewable QF or zero-emitting QF entering a contract 


3 during the interim period, the capacity value would be added to the market energy 


4 price until the pricing in the contract was governed cither by the displaceablc 


5 renewable IRP resource or displaceablc IRP thermal resource, whichever is 


6 applicable to that contract. 


7 Q. Is your recommendation limited just to PacifiCorp or does it have more 


8 general applicability? 


9 A. My proposal is limited to PacifiCorp at this time because of its 


10 extraordinarily extended sufficiency period. However, my recommendation 


11 would have more generic applicability i f the sufficiency periods for other utilities 


12 became greatly extended while the uncertainty surrounding implementation o f 


13 111 (d) remained. 


14 Q. Does this conclude your opening testimony? 


15 A. Yes, it does. 
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(v) geothermal energy located outside the state; 
(vi) waste gas and waste heat capture or recovery 


whether or not it is renewable, including methane gas 
from: 


(A) an abandoned coal mine; or 
(B) a coal degassing operation associated with a 


state-approved mine permit; 
(vii) efficiency upgrades to a hydroelectric facility, 


without regard to the date upon which the facility 
became operational, i f the upgrades become operational 
on or after January 1, 1995; 


(viii) compressed air, if: 
(A) the compressed air is taken from compressed 


air energy storage; and 
(B) the energy used to compress the air is a renew


able energy source; or 
(ix) municipal solid waste; 


(b) any of the following: 
(i) up to 50 average megawatts of electricity per year 


per electrical corporation from a certified low-impact 
hydroelectric fatality, without regard to the date upon 
which the facility becomes operational, i f the facility is 
certified as a low-impact hydroelectric facility on or 
after January 1, 1995, by a national certification orga
nization; 


(ii) geothermal energy i f located within the state, 
without regard to the date upon which the facility 
becomes operational; or 


(iii) hydroelectric energy i f located within the state, 
without regard to the date upon which the facility 
becomes operational; 
(c) hydrogen gas derived from any source of energy 


described in Subsection (10Xa) or (b); 
(d) i f an electric generation facility employs multiple 


energy sources, that portion of the electricity generated 
that is attributable to energy sources described in Sub
sections (lOXa) through (c); and 


(e) any of the following located in the state and owned 
by a user of energy: 


(i) a demand side management measure, as defined 
by Subsection 54-7-12.8(1), with the quantity of renew
able energy certificates to which the user is entitled 
determined by the equivalent energy saved by the 
measure; 


(ii) a solar thermal system that reduces the con
sumption of fossil fuels, with the quantity of renewable 
energy certificates to which the user is entitled deter
mined by the equivalent kilowatt-hours saved, except to 
the extent the commission determines otherwise with 
respect to net-metered energy; 


(iii) a solar photovoltaic system that reduces the 
consumption of fossil fuels with the quantity of renew
able energy certificates to which the user is entitled 
determined by the total production of the system, 
except to the extent the commission determines other
wise with respect to net-metered energy; 


(iv) a hydroelectric or geothermal facility with the 
quantity of renewable energy certificates to which the 
user is entitled determined by the total production of 
the facility, except to the extent the commission deter
mines otherwise with respect to net-metered energy; 


(v) a waste gas or waste heat capture or recovery 
system, other than from a combined cycle combustion 
turbine that does not use waste gas or waste heat, with 
the quantity of renewable energy certificates to which 
the user is entitled determined by the total production 
of the system, except to the extent the commission 
determines otherwise with respect to net-metered en
ergy; and 


(vi) the station use of solar thermal energy, solar 
photovoltaic energy, hydroelectric energy, geothermal 
energy, waste gas, or waste heat capture and recovery. 


(11) "Unbundled renewable energy certificate" means a 
renewable energy certificate associated with: 


(a) qualifying electricity that is acquired by an electri
cal corporation or other person by trade, purchase, or 
other transfer without acquiring the electricity for which 
the certificate was issued; or 


(b) activities listed in Subsection (10Xe). 


HISTORY! 
C. 1963, 64-17-601, enacted by L. 2008. ch. 374, 5 16; 2010, cb. 119, 


ft 2; 2010, ch. 126, ft 2; 2010, cb. 268, ft 2. 


Effective Date*. — 
Laws 2008, cb. 874, ft 23 make* the act effective on March 18, 2008. 


Amendment Note*. — 
Tbe 2010 amendment by ch. 110, effective May 11, 2010, added the 


language beginning "whether or not it is renewable" in (lOXaXvi). 
The 2010 amendment by ch. 126, effective May 11, 2010. added 


municipal aolid waate to the hit of renewable energy eourcee. 
Tbe 2010 amendment by ch. 268, effective May 11, 2010, added 


compressed air to tbe hit of renewable energy sources. 
Thii section hai been reconciled by the Office of Legislative Research 


and General Counsel. 


64-17-602. Target amount o f qual i fying e lectr ic i ty — 
Renewable energy certificate — Cost-effec
tiveness — Cooperatives. 


(lXa) To the extent that i t is cost effective to do so, begin
ning in 2025 the annual retail electric sales in this state of 
each electrical corporation shall consist of quahfying elec
tricity or renewable energy certificates in an amount equal 
to at least 20% of adjusted retail electric sales. 


(b) The amount under Subsection (lXa) is computed 
baaed upon adjusted retail electric sales for the calendar 
year commencing 36 months before the first day of the year 
for which the target calculated under Subsection (lXa) 
applies. 


(c) Notwithstanding Subsections (lXa) and (b), an in
crease in the annual target from one year to the next may 
not exceed the greater of: 


(i) 17,600 megawatt-hours; or 
(ii) 20% of the prior year's amount under Subsections 


( lXa) and (b). 
(2Xa) Cost-effectiveness under Subsection (1) for other than 
a cooperative association is determined in comparison to 
other viable resource options using the criteria provided by 
Subsection 54-17-201(2XcXii). 


(b) For an electrical corporation that is a cooperative 
association, cost-effectiveness is determined using criteria 
applicable to the cooperative association's acquisition of a 
significant energy resource established by the cooperative 
association's board of directors. 
(3) This section does not require an electrical corporation 


to: 
(a) substitute qualifying electricity for electricity from a 


generation source owned or contractually committed, or 
from a contractual commitment for a power purchase; 


(b) enter into any additional electric sales commitment or 
any other arrangement for the sale or other disposition of 
electricity that is not already, or would not be, entered into 
by the electrical corporation; or 


(c) acquire qualifying electricity in excess of its adjusted 
retail electric sales. 
(4) For the purpose of Subsection (1), an electrical corpora


tion may combine the following: 
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'"•ource under Section 
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(d) approving an energy resource under Section 54-17-


403; or 
( e) Issuing an order under Section 54-17-404 regarding 


whether an energy utili ty should proceed wi th implement
ing a resource decision. 


ĉ'SS?64-17-103, enacted by L. 2006, ch. 11, 5 6; 2008. ch. 882, 


_ M 4 0 e n t Note*.— 
•fbe 2008 amendment, effective May 6, 2008, updated references to 


g e f K B to the recodification of Title 68. 


P A R T S 


SOLICITATION P R O C E S S 


54-17-201. Solicitation process required — Exception. 


(lXa) An affected electrical ut i l i ty shall comply with this 
chapter to acquire or construct a significant energy resource 
after February 26, 2006. 


(b) Notwithstanding Subsection (lXa), this chapter does 
not apply to a significant energy resource fin* which the 
affected electrical util i ty has issued a solicitation before 
February 26, 2005. 
(2Xa) Except as provided i n Subsection (3), to acquire or 
construct a significant energy resource, an affected electri
cal utility shall conduct a solicitation process that is ap
proved by the commission. 


(b) To obtain the approval of the commission of a solici
tation process, the affected electrical utility shall file with 
the commission a request for approval that includes: 


(i) a description of the solicitation process the affected 
electrical ut i l i ty w i l l use; 


(ii) a complete proposed solicitation; and 
(iii) any other information the commission requires by 


row made i n accordance wi th Title 63Q, Chapter 3, Utah 
Administrative Rulemaking Ac t 
(c) In rating on the request for approval of a solicitation 


process, the commission shall determine whether the solici
tation process: 


(i) complies wi th this chapter and rules made in accor
dance with Title 63G, Chapter 3, Utah Administrative 
Rulemaking Act; and 


(ii) is in the public interest taking into consideration: 
(A) whether i t w i l l moat likely result i n the acquisi


tion, production, and delivery of electricity a t the lowest 
reasonable cost to the retail customers of an affected 
electrical u t i l i ty located in this state;. 


(B) long-term and short-term impacts; 
(C) risk; 
(D) reliability; 
(E) financial impacts on the affected electrical utility; 


and 
(F) other factors determined by the commission to be 


relevant. 
(d) Before approving a solicitation process under this 


Action the commission: 
(i) may hold a public hearing; and 
(ii) shall provide an opportunity for public comment 


(e) As part of i ts review o f a solicitation process, the 
commission may provide the affected electrical u t i l i ty guid
ance on any additions or changes to its proposed solicitation 
Process. 


U) Unless the commission determines that additional 
time to analyze a solicitation process is warranted and is in 
the public interest, within 60 days of the day on which the 


affected electrical utility files a request for approval of the 
solicitation process, the commission shall: 


(i) approve a proposed solicitation process; 
(ii) suggest modifications to a proposed solicitation 


process; or 
(iii) reject a proposed solicitation process. 


(3) Notwithstanding Subsection (2), an affected electrical 
ut i l i ty may acquire or construct a significant energy resource 
without conducting a solicitation process i f i t obtains a waiver 
of the solicitation requirement i n accordance with Section 
64-17-601. 


(4) I n accordance wi th the commission's authority under 
Subsection 64-12-2(2), the commission shall determine: 


(a) whether this chapter or another competitive bidding 
procedure shall apply to a purchase of a significant energy 
reeource by an affected electrical util i ty from a small power 
producer or cogenerator; and 


(b) i f this chapter applies as provided i n Subsection (4Xa), 
the manner in which this chapter applies to a purchase of a 
significant energy resource by an affected electrical u t i l i ty 
from a small power producer or cogenerator. 


HISTORY: 
C. 1968, 64-17-201, enacted by L. 2006, ch. 11, ft 6; 2007. ch. 289, 


ft 1; 2008, ch. 874, ft 11; 8008, ch. 882, ft 802. 


Amendment Notee.— 
Tbe 2007 amendment, effective March 14,2007, rewrote Subsection 


(8), substituting tbe waiver requirement for a hat of conditions justi
fying waiver and procedure* for approving waiver that are similar to 
precisions in ft 64-17-601. 


The 2008 amendment by ch. 874, effective March 18, 2008, substi
tuted -60 days" for "90 days* in (2X0-


The 2008 amendment by ch. 882, effective May 6, 2008, updated 
references to conform to the recodification of Title 63. 


This section has been reconciled by the Office of Legialative Research 
and General Counsel. 


64-17-202. Requirements for solici tat ion. 


(1) The commission shall make rules, in accordance wi th 
Title 63G, Chapter 3, Utah Administrative Rulemaking Act, 
outlining the requirements for a solicitation process. The rules 
required by this Subsection (1) shall include: 


(a) the type of screening criteria an affected electrical 
ut i l i ty may use i n a solicitation process including the risks 
an affected electrical util i ty may consider; 


(b) the required disclosures by an affected electrical u t i l 
i ty i f a solicitation includes a benchmark option; 


(c) the required disclosures by an affected electrical u t i l 
i ty related to the methodology the affected electrical u t i l i ty 
usee to evaluate hide; and 


(d) the participation of an independent evaluator i n a 
manner consistent with Section 64-17-203. 
(2) I f an affected electrical util i ty is subject to regulation in 


more than one state regarding the acquisition, construction, or 
cost recovery of a significant energy reeource, i n making the 
rules required by Subsection (1), the commission may consider 
the impact of the multistate regulation including require
ments imposed by other states as to: 


(a) the solicitation process; 
(b) coat recovery of resources; and 
(c) methods by which the affected electrical util i ty may be 


able to mitigate the potential for cost disallowances. 


HISTORY: 
C. 1968, 64-17-202. enacted by L. 2006, cb. U , ft 7; 2008. ch. 882, 


ft 808. 


Amendment Motes. — 
The 2008 amendment, effective May 6, 2008, updated references to 


conform to tbe recodification of Title 63. 
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should allow the Company greater assurance of cost recovery from resource acquisitions, 


Standard & Poor's states in its May 5, 2005 credit rating report on PacifiCorp that SB 26 "should 


substantially increase the utility's prospects for cost recovery", the Oregon Commission stated in 


its February 18, 2004 order it was not persuaded that the new FASB standards would have a 


negative effect on PacifiCorp, it would be a deterrent to Utah QF development, and states that 


power purchase obligations is but one of 88 cited factors considered by rating agencies such as 


Standard and Poor's and Moody's in determining the credit rating for PacifiCorp and utilities. 


We arc persuaded by UAE's evidence o f 88 factors considered by rating agencies in 


the determination of a utility's credit rating, the potential impact of SB 26 on the Company's 


credit rating, the Division's reference to the insufficient empirical evidence to support the debt 


equivalence hypothesis and the unsupportive (of debt adjustments) findings of the studies 


mentioned on this record, and that it is unclear how individual QF contracts may affect 


PaeifiCorp's credit rating and therefore cost. 


F. CONTRACT ISSUES 


1. Contract Term 


PacifiCorp testifies contracts for the required purchase of power from QFs should be 


limited to a term of 20 years since the longer the term, the greater the risk to the Company and 


ratepayers of incurring an uneconomic power purchase agreement; the 20 year term represents 


an appropriate balance between a term that allows the QF to secure financing and limiting the 


risks that accompany long range power price forecasting; the QF may continue to sell power to 


the Company under PURPA requirements after the initial contract term; the contract term does 


not limit the period in which a QF may recoup its investment, it merely limits the period for 
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which pricing is based on a snapshot projection of avoided costs; and the QF may petition the 


Commission for an exception to the 20 year contract term limit. 


The Division and the Committee testify they support the Company's proposed 


standard limit of 20 years for a QF contract and allowing the QF to petition the Commission for 


an exception to the 20 year contract term limit. 


UAE testifies the 20 year contract limit for QF penalizes the QF and creates 


uncertainty as to whether the QF will receive the real levelized capacity payment over the 


remaining 15 years of a plant with a 35 year life. UAE, US Mag and Wasatch Wind support a 


standard term of 20 years for QF contracts i f the tariff allows QFs to petition the Commission for 


longer term contracts. 


We find reasonable and accept the parties' common position providing for a standard 


term limit of 20 years for QF contracts with the allowance for parties to petition the Commission 


for longer terms. 


2. Levelization 


UAE testifies QF capacity payments for a 20 year contract should be levelized over 


the 20 year term even i f the early years do not include avoided capacity costs and short-term QF 


capacity payments should be based on a Simple Cycle Combustion Turbine ("SCCT") for 


shorter term contracts. The Company opposes this adjustment arguing that the avoided front 


office transactions already address avoided capacity and to add SCCT avoided costs would 


double count avoided capacity costs. 


PacifiCorp, the Division and Committee support levclizing QF capacity payments 


over the term of a 20 year contract given sufficient security to protect ratepayers in the event of 








Results of the Collaborative Process - PacifiCorp's Hedging Practices 


E X H I B I T A 


U T A H HEDGING C O L L A B O R A T I V E R E P O R T 
Principles: 


1. PacifiCorp has experience in determining the specific price, physical delivery, and 


operational risk management policies, procedures and strategies (Energy Planning and 


Procurement) necessary for reliable deliver)' and price risk management related to natural 


gas procurement, energy balancing, and hedging. 


2. As with other aspects o f its business, PacifiCorp's Energy Planning and Procurement 


activities should be evaluated against a "prudency" standard in general rate eases and 


energy balancing account (EBA) adjustment cases. 


3. These principles and guidelines should be used as a general starting point for prudency 


analysis, but should not relieve PacifiCorp's burden to demonstrate the prudence o f all 


Energy Planning and Procurement activities. 


4. "Value at risk" metrics may provide PacifiCorp with useful risk management 


information, and can be considered in combination with Fundamental analysis for Energy 


Planning and Procurement. 


5. Energy Planning and Procurement requires constant evaluation, monitoring and updating 


o f all relevant supply, demand, and pricing (Fundamental analysis). The Company 


should use Fundamental analyses and risk management guidelines in combination with 


other techniques such as dollar cost averaging to determine timing and volume o f hedges. 


The combined analysis should be used to assist the Company in developing a price view 


for informed market timing o f hedges and opportunistic purchases. 


6. Reliability o f commodity supplies, deliver)' risks, and operational issues along with 


storage and transportation options should be evaluated and may be used as part o f the 


Energy Planning and Procurement plan. 


7. Voluntary pre-approval procedures under Utah Code § 54-17-402 may be used for long-


term commitments that fall outside o f the suggested guidelines. 


8. Transparency and regular reporting o f PacifiCorp's Energy Planning and Procurement 


policies, practices and positions are critical to enable regulators and customers to 


understand and evaluate prudence. Transparency and regular feedback w i l l also help 


inform all stakeholders o f customer risk management tolerances. 


9. A l l commonly used, available and effective physical products and financial instruments 


may be utilized in Energy Planning and Procurement as appropriate. Costs incurred in 


prudent Energy Planning (including premiums on options and storage) may be included 


in the EBA. 


General Guidelines: 
1. The forecast total requirement for natural gas and electricity should not be fully hedged. 


A reasonable percentage o f the natural gas requirements should remain open to short-


term market price exposure and allow for operational flexibility. The percentage o f 
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natural gas requirement that should typically be maintained open to short term market 


price exposure and for operational flexibility is as follows: 


mmm mm 
i i M i i i i Minimum m m m i n un n ii m m m n i i i m m m mmm m 


inn mi m i n i m m i t m i m m immmmi 


In the event o f a conflict, these guidelines take precedence over the Company's value at 


risk metrics. 


2. PacifiCorp should use Fundamental and technical analyses with consideration o f the 


Company's risk management metrics, to determine t iming and volume o f electricity 


hedges. 


3. Interactions between natural gas and electricity open positions, inclusive o f hedges, may 


be identified and accounted for in analyzing value at risk metrics. 


4. Because of relative market illiquidity and potential inaccuracy of forecasted 


requirements, hedges should normally be limited to 36 forward months, except to the 


extent Fundamental market analyses, including liquidity, support longer-term purchases 


and acquisitions. 


5. Proposals for long-term natural gas supplies, transportation, storage and price hedges 


should be solicited and evaluated as part o f an Fnergy Planning and Procurement process, 


particularly in an environment o f favorable Fundamentals. The 36 month guideline for 


financial hedges and the suggested annual percentage guidelines should not l imit 


opportunities for longer lerm hedges, supply commitments or storage contracts in a price 


environment advantageous to natural gas consumers as determined by Fundamentals 


analyses. 


6. Energy Planning and Procurement should be constantly reviewed and updated to reflect 


current conditions and should include solicitation o f stakeholder input. 


7. PacifiCorp should prepare a comprehensive Energy Plan at least biannually, and more 


often upon the occurrence o f any significant market event or condition that can 


reasonably be expected to have a long-term or significant impact on any Fundamental 


analysis. 


8. Reports related to Energy Planning and Procurement should be filed in March and 


September and should be developed in the context o f the EBA tariff. The reports should 


explain why PacifiCorp executed hedges in the prior six month period with specific 


volumes, price and timing (and why it did not hedge more volume or different timing), 


and should include at a minimum: 


a. Current and planned natural gas and electricity requirements! storage and hedged 


positions 


b. Description o f electric transmission and natural gas transportation arrangements 


as well as existing and emerging related risks 


c. Update on Fundamentals evaluation as described above 


d. Description o f deliverability, operational, financial and other risks 
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Explanation o f changes/deviations from Energy Plan and prior filings 


Summary graphs depicting key internally used value at risk metrics and how they 


are changing over time 


Description and explanation o f and changes to PacifiCorp's current risk 


management policies 
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What yieldco finance can do for 
the solar industry 
Posted on Apr 17,2015 
As the solar industry matures, reducing financing cost is now becoming 
big news, and not just for PV, but now for CSP as well. 
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By Susan Kraemer 


For years, the big news in solar has been coming out of research and development, from technical innovation. But in 


what appears to be a sign of the maturing of the industry, this year it seems that the bigger news is coming from the 


development of new methods of project finance that hold the promise of cutting financing costs. 


The biggest of these driving forces in cutting financing costs is the yieldco. Yieldcos are essentially publicly traded 


holding companies which bundle assets that produce a steady and predictable flow of income, such as energy plants, 


that have long-term distribution agreements. The cash flow is distributed among investors in the vehicle as 


dividends. 


Perfect for utility-scale solar PPAs 
Yieldcos are almost perfectly suited to capturing the value of renewable projects. While they can face many 


uncertainties during bidding, permitting and development, once they are connected to the grid their cash flows are 


low-risk, because they typically generate a steady income from 20 or 25-year PPAs or tariffs, once in operation. 


Yieldco financing has spread rapidly, with renewable energy giants Abengoa, ACS, NextEra Energy, NRG Energy, 


and SunEdison all setting up yieldcos to raise millions of dollars through initial public offerings within the last years. 


Recently, Canadian Solar has followed suit, whereas First Solar and SunPower are on the verge of joining the race to 


cheap finance. 


Among CSP developers, Abengoa has been first out of the gate to use a yieldco to include CSP projects under 


construction in its yieldco Abengoa Projects Warehouse 1 (APWi), to gain access to what it calls "the cheapest 


equity" in the market. 


The company's yieldco, APWi will acquire a portfolio of Abengoa projects in Mexico, Brazil and Chile. The total 


investment by APWi will be over $2 billion. 
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YIELDCOS - TWO 
BIG QUESTIONS 
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One of the big stories in clean energy in recent times 


has been the emergence of the "yieldco". In the past 30 


months. 15 quoted US and European renewable power 


ownership vehicles have raised a total of $12bn - one 


third of new public equity funding for all clean energy 


companies - and they have jumped to an aggregate 


market capitalisation of $27.6bn. 


The fundamental logic behind the yieldco is strong. In an 


era of very low interest rates, infrastructure assets can 


offer stable returns above corporate bonds of a similar 


term, while bearing relatively low risk. Many asset 


managers find investing directly in individual projects 


impossible: they may not have the managerial skills or 


technical knowledge; they may not be able to hold a 


large enough portfolio to spread their risk; or they may 


be prohibited from holding unquoted investments, for 


instance by pension or insurance legislation. 


Yieldcos therefore meet a real need: a quoted portfolio 


of assets, offering risk diversification and liquidity, with 


operational management of the constituent projects 


Ihrown In. 


Clean energy yieldcos were just starting to be talked 


about before the financial crisis put capital market 


innovation on hold. Conditions have been friendly for the 


last few years, and a broad range of investors - moms 


and pops in the US. wealth managers, pension funds, 


insurers and even a few hedge funds - have warmed to 


the proposition they offer. 


At the Bloomberg New Energy Finance Summit in New 


York in April. Jeff McDermott. managing partner of 


Greentech Capital Advisors, argued that yieldcos had 


the potential to grow in the same spectacular way that 


master limited partnerships have done. "I think this will 


be a SlOObn market in the future." he said. 


Others, however, have raised important caveats. On the 


sidelines of the same Summit. Francesco Venturing chief 


executive of Enel Green Power, a company that had 


been rumoured to be thinking of setting up a yieldco. 


said that he saw yieldcos as nothing more than "financial 


arbitrage", with very little value creation. "Enel Green 


Power." he said, "will not be setting up a yieldco". 


The truth is that yieldcos face two searching questions if 


they are to gain a permanent and sizeable place in the 


armoury of clean energy finance. First, the markets must 


reach a sensible consensus on how they should be 


valued. Second, their managers and promoters need to 


explain how they will work when the current low interest 


rate environment eventually comes to an end. as it 


inevitably will. 


On the question of valuation, there has been a big 


difference on the two sides of the Atlantic. In North 


America yieldcos have been seen as growth stocks, 


rather than a simple aggregation of projects. Investors' 


perception has been that, as they build their project 


portfolio through acquisitions, they pay an escalating 


stream of dividends per ' hare. 


On the European side of the Atlantic, by contrast, 


yieldcos (or quoted project funds as they are known in 


the UK) are seen as sedate vehicles for risk-averse 


investors. They pay a steady yield of 6% or so and their 


shares trade close to net asset value. 


Over-hypod, overvalued and over there? 


On the American side, the yieldco pioneer was NRG 


Yield, which was spun out of US generator NRG Energy 


in July 2013. It has raised a total of $1 7bn and saw its 


shares more than double to a peak early this year before 


slipping to stand 45% up. with a market capitalisation of 


$3.5bn. It has been joined in the ranks of quoted 


companies by TransAlta Renewables. Pattern Energy 


Group. Abengoa Yield. NextEra Energy Partners. 


TerraForm Power and, most recently. 8Point3 Energy 


Partners, an asset-owning creation of First Solar and 


SunPower. 







In the European corner, the pioneer was Greencoat UK 


Wind, an independent fund floated in March 2013 with 


backing from the UK Department for Business. 


Greencoat has raised a total of GBP 520m, and is 


capitalised at $812m at the current sterling-dollar 


exchange rate. Greencoat shares have risen 13% since 


IPO. It has since been joined by fellow UK entities 


Bluefield Solar Income Fund, The Renewables 


Infrastructure Group. Foresight Solar Fund, John Laing 


Environmental Assets Group and NextEnergy Solar 


Fund. 


There are also two continental entities with their own 


characteristics. Capital Stage is a German fund that 


listed in a very small way in 1998 and has raised 


substantial additional capital since 2013. Saeta Yield, 


the subject of a E U R 441m initial public offering In 


Madrid in February 2015, was born out of Spanish 


infrastructure company ACS . 


The first thing to note is that the North Americans were 


all formed by spinning a bundle of assets out of large 


energy companies that develop their own projects. By 


contrast, the Europeans, with the exceptions of the John 


Laing fund and Saeta Yield, bought their assets from 


third parties in competition with other bidders, in some 


cases also from developers via bilateral agreements. 


Generally, the US and Canadian yieldcos pay some"80-


90% of cash flow out as dividends - 80% for Pattern. 80-


85% for TransAlta. 85% for TerraForm, 80-90% for NRG 


Yield. Some of the UK funds retain a bigger proportion of 


their cash flow - Greencoat says it aims to pay out 60%, 


the John Laing fund says 70%, TRIG cites in its 


prospectus the equivalent of 77%. There is an exception, 


Bluefield, which styles itself a "full distribution fund". In 


Spain, Saeta Yield says it aims to pay out 90% of cash 


flow. 


There is also a difference in funds' appetite for debt with, 


once again, the UK funds on the conservative side. 


Foresight Solar, for instance, has no asset-level 


borrowings, and fund-level leverage is capped at 30% of 


gross assets. In the US. NRG Yield has debt equivalent 


to 70% of total assets. 


This combination of market perception and financing 


strategy has led to big differences in share price 


behaviour. The six North American yieldcos floated in 


2013 or 2014 have been on a rollercoaster, with a 


powerful upswing last year giving way to a 30% average 


setback in the last few weeks. Despite that, they still 


remain 34% on average above their IPO prices. By 


contrast, the six UK funds have seen average gains of 


just 6%. 


The US yieldcos have often traded at large (40% to \ \ 


100%) premia to book value, while the Europeans have \ 


traded at premia of just a few percentage points. Can 


both valuation approaches be correct? 


At heart, a yieldco is just a collection of projects 


In thinking about how to value yieldcos. it is vital to 


understand that they are, at the end of the day, portfolios 


of projects Any yieldco valuation has to start with a 


valuation of its underlying projects, and any premium 


over that value needs to be carefully justified. 


Most wind and solar projects have a life of 20 to 25 


years. Revenues over the first 15 or so years are often 


underpinned by feed-in tariffs, power purchase 


agreements or long-term green certificate sales 


arrangements. Revenue variations due to weather 


conditions are well understood (and can be insured 


against), and terminal values are generally understood 


to be negligible. 


A yieldco that floats today with a static portfolio of 


operating-stage assets could pay out all of its cash flows 


as dividends, and there would be nothing left for 


Investors in two decades' time. Financially, therefore, 


this simplified yieldco would look similar to a serial bond, 


by which interest and principal are repaid simultaneously 


over time, or a fixed-term annuity, and should be valued 


as such. 


What confuses the picture is that over time real-world 


yieldcos can add to their portfolios, enabling them to 


increase their dividends and giving the impression of 


growth. Most have a stated target return for assets they 


buy, and have been active in the market: a UK quoted 


project fund might say it pays 7-8% unlevered for a solar 


park, a US yieldco might say 9% "levered cash-on-cash 


return*. 


Yieldcos can fund acquisitions by holding back some 


proportion of the cash flow from existing projects, or by 


raising new equity and debt. Either way. it is vital to note 


that this is not organic growth, it is acquired growth. It 


should only serve to increase the value of the yieldco if 


the projects are acquired below their market value, or if 


the yieldco can generate some sort of extra value in the 


portfolio. 


Added value, but how much? 


Yieldcos may provide some extra sources of added 


value, over and above the financial arbitrage described 


above, which could justify a premium over their 


underlying asset value: 


• They may have long-term options to buy 


projects from former parent companies, dubbed 


right of first offer (ROFO). These agreements, 







which are particularly common among US 


yieldcos, mean that the yieldco has access to 


an assured pipeline of projects. 


• Management may be able to add some value to 


the portfolio that was not present when projects 


were acquired, for instance by arranging lower-


cost debt, bulk-buying operation and 


maintenance services, or improving the prices 


achieved for power or green certificate sales. 


• Revenues may offer an element of inflation 


protection, on top of the static yield on each 


asset. In some jurisdictions feed-in tariffs. PPAs 


or green certificate prices are adjusted for 


inflation over time. 


• There may be some terminal value to be 


realised, although this possibility has yet to be 


tested, as a result repowering - replacing the 


original equipment with more powerful or 


efficient models - retrofitting improved 


components, or negotiating with landowners an 


extension to the project life or through land 


sales. 


While each of these factors might justify some level of 


premium over the value of the underlying projects, the 


question is how much? Taken together, could they justify 


a 20% premium? A 40% premium? 


A look at the list of holders of yieldco shares does 


provides some grounds for caution. Soaring valuations 


have attracted investment from hedge funds, which are 


likely to have return expectations higher than the yields 


available from the underlying clean energy projects held 


by the yieldco, even on a levered basis. 


It's all about risk 


Recent events have suggested the market is taking a 


closer look at the risk of investing in yieldcos. Existing 


yieldcos have succeeded in raising new money 


(TerraForm raising $688m in June being just the largest 


issue), and 8Point3 Energy completed a $420m IPO. 


also last month. There are also some new IPOs being 


marketed - including a second TerraForm yieldco. this 


time concentrating on assets in emerging markets, and a 


second NextEnergy vehicle, aimed at solar in Spain and 


Italy. 


However, two other attempts to float continental 


European asset-owning vehicles have hit turbulence, 


with Solairedirect of France postponing its $242m IPO in 


April because of insufficient interest and Chorus Clean 


Energy of Germany putting its $142m IPO on ice this 


month, blaming "the sharpened economic situation in 


Greece and the impact on global financial markets". 


Investors have also received a reminder that these 


entities can be exposed to regulatory risk. On July 8. UK 


Chancellor George Osborne surprised the renewable 


energy sector in his country by removing the exemption 


of renewable electricity from the country's Climate 


Change Levy. Our BNEF colleagues estimate that this 


move will reduce revenues for existing wind and solar 


projects by about 2% over the next 20 years. The move 


was unexpected and led to next-day falls of 3% or more 


in the share prices of UK quoted funds such as 


Greencoat. TRIG and Foresight Solar. 


Shifts in regulation and policy support are. of course, not 


the only hazard that yieldcos face. Electricity price risk is 


an important one. whether it relates to the period after 


the expiry of a power purchase agreement or that part of 


revenues not covered by a green certificate or feed-in 


tariff. 


In all, US yieldco TerraForm Power lists no fewer than 


27 pages of "risk factors" in its 2014 annual report, 


ranging from the mundane "wind plants located in Maine 


have experienced curtailment issues which may 


adversely affect revenues" to the zoological "harming of 


protected species can result in curtailment of wind 


project operations". 


Biggest risk of all 


However, perhaps the biggest risk of all inhabits just a 


single paragraph on page 48 of the TerraForm report. It 


states: "Market interest rates may have an effect on the 


value of our class A common stock". 


Investors' enthusiasm for yieldcos has been driven partly 


by their increasing confidence in wind and solar projects 


as an asset class to compare to traditional infrastructure 


such as roads and hospitals. But it has also reflected the 


hunger of pension funds, insurance companies and 


wealth managers for dividend income at a time of 


record-low interest rates. 


A yieldco paying 6%, or even 5%, with the chance of that 


rising over time, has a relatively low bar to overcome in 


investors' minds when US 10-year government bond 


yields are at 2.4%. those in Germany at 0.9% and in the 


UK. 2%. That bar, however, would look much more 


daunting if US 10-year rates return to 5.25% as they 


were in 2007. or even to 4% as they were in early 2010. 


If that happens, the market would expect yieldcos also to 


offer higher yields than they do now. That does not 


mean the model ceases to function, as the underlying 


sources of value it provides would still be there. As Mike 


Garland, chief executive of Pattern Energy, said at the 


BNEF Summit in April, if interest rates go up. his yieldco 
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Renewable Energy Project Finance EfNREL 
MARKET I N S I G H T A R T I C L E S N R E L F I N A N C E TEAM R E P O R T S A B O U T U S C O N T A C T U S S A P C 


A Deeper Look into Yieldco Structuring 


Submitted by Anonymous on Wed, 09 /03/2014 - 1:29pm 


By: Martey Urdanick 


Yieldcos seem to be the renewable energy financing mechanism in vogue lately. As the newest 2014 headliners, TerraForm Power and 


NextEra Energy attract media attention, and NRG Yield continues to exceed expectations, many industry stakeholders are asking: what is 


a yieldco and why Is it attractive from an Investment and finance perspective? To answer these questions, this article summarizes key 


elements of the yieldco structure and provides an overview of the current U.S. market. 


The Basics 


A yieldco is a dividend growth-oriented public company, created by a parent company (e.g., SunEdison), that bundles renewable and/or 


conventional long-term contracted operating assets in order to generate predictable cash flows. Yieldcos allocate cash available for 


distribution (CAFO) each year or quarter to shareholders in the form of dividends. This Investment can be attractive to shareholders 


because they can expect low-risk returns (or yields) that are projected to increase over time. The capital raised can be used to pay off 


expensive debt or finance new projects at rates lower than those available through tax equity finance, which can exceed 8%. 


The case for yieldcos can be compelling, especially as an alternative to master limited partnerships (MLPs) and real estate investment 


trusts (REITs) . Yieldcos, sometimes referred to as "synthetic MLPs," are structured to simulate the avoided double-taxation benefit of 


MLPs and REITs. This means that rather than taxation taking place twice (once at the corporate level and again at the shareholder level), 


the yieldco is able to pass its untaxed earnings through to investors [1] . This is achieved by matching strong positive cash flows (income 


from assets) with losses that exceed taxable income ( losses due to renewable asset depreciation and expenses) . These "net operating 


losses" reduce the company's taxable income so that the company is taxed on lower annual earnings, or may not even owe taxes at all. 


Net operating losses can "carry forward" for future taxable events and therefore, many yieldcos do not expect to pay significant income 


tax for a period of years. Additionally, dividends may also receive favorable tax treatment at the shareholder level if the returns are 


treated as return of the original investment, as opposed to return on investment. When earnings are taxed at only one level, the 


company is able to raise capital from shareholders more affordably [ 2 ] . C lass A Common Stock shareholders typically receive a 1099-DIV 


form for tax purposes, rather than the K - l form associated with MLPs. This is good news for many investors accustomed to the K - l , 


which can be cumbersome across multiple states and have limitations on utilization in a tax return [3 ] . 


Below is a general representation of the yieldco organizational structure, adapted from NRG Yield. The parent company must own a 


majority share of the yieldco (Class B Common Stock), while public shareholders are entitled to a minority share (Class A Common 


Stock). The revenue generated from projects owned and/or operated by "operating subsidiaries" is passed through this structure to 


deliver returns to shareholders. 







MAKE A DONATION 


Subscr ibe > 


Text Size A A A 


JUL 17.2013 1 COMMENT AUTHORS 


A Rock that Churns out Cash: Solar YieldCos 


L!k» {23J Tweet 32 


Own a piece of the rock. For years 
the slogan served Prudential 
Financial, whose logo is a rendering 
of the Rock of Gibraltar. The 
Implications were clear—if you want 
investments that are solid and 
reliable, go with Prudential. 


Not to take anything away from 
Prudential, but there's a new "rock" 
In town: solar. We're talking 
photovoltalcs (I.e.. slabs of. most 
often, silicon rock), which have 
been called, "a rock that makes 
electricity " Think about rt: no 
moving parts, no fuel, with 20-


years-or-more of contract-able electricity production. Like Inventor and marketing personality 
Ron Popell's famous rotisserle, you basically "set it and forget it* In other words, solar PV is a 
rock ... that produces electricity. (Granted, It does so with some minor, yet caring and 
Intelligent. O&M over the years.) 


And now. with the July 16th initial public offering (IPO) of NRG Yield (NYSE: NYLD) It looks like 
solar can now take a page out of Prudential's playbook and be a rock that can also provide 
you. as the individual investor, steady and solid yields. 


NRG Energy, the largest independent power producer in the nation, created NRG Yield, Inc.. a 
subsidiary that owns, operates, and acquires renewable and conventional electricity 
generation projects, primarily solar, wind, and natural gas. NRG Yield's initial profile is an 
aggregation of eleven renewable and conventional utility-scale (i.e.. big) power plants and two 
distributed solar project portfolios (think lots of solar PV projects on commercial building 
rooftops). The NRG Yield public offering will let NRG sell off a portion of its ownership of these 
power-generating assets to the new NRG Yield shareholders, thereby raising additional capital 
to fund more solar. 


SOLAR FINANCING STILL TOO PRICEY 


Substantial decreases In the cost of solar panels as well as the advancement of third-party 
financing has made solar pricing—paid as a financed monthly bill instead of tens of thousands 
of dollars upfront—more affordable than utility rates for hundreds of thousands of customers. 
While third-party financing has opened up the solar market, it has limits to Its own growth. Solar 
panels might be cheap, and financing attractive for some individual residential customers 
(when compared to utility rates), but larger-scale financing for distributed solar projects Is 
expensive, largely due to two major costs: 


• high cost of capital, comparable to credit card lending rates 
• very high upfront financial transactional costs 


Bringing down costs in both categories by applying cheaper money (capital with lower 
required rates of return) and more standardized, mainstream financing vehicles that have lower 
transactional costs. Is critical for moving the economic viability of solar from some customers to 
most customers. 
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THE ROLE OF YIELDCOS 


Over the-past year, momentum has been 
growing for the use of master limited 
partnerships (MLPs) or real estate 
investment trusts (REITs) to fund renewable 
energy and encourage institutional 
Investors to consider solar. Both MLPs and 
REITs are yield-oriented Investments, where 
a high percent of earnings are passed to 
shareholders (called "unit holders" for an 
MLP). But some of the interest in MLPs and 
REITs has waned as industry pundits have 
espoused the trickiness of using these 
entity types while capturing tax benefits, which Is a big part of financing solar these days. They 
also face governmental hurdles (MLPs require legislation while REITs require IRS rule 
clarifications or new legislation). 


But MLPs and REITs aren't the only games in town. Another type of yield-producing entity, the 
"YieldCo" lets solar developers shift their renewable generation to a pure-play dividend-
oriented company that's not bound by the investment and income rules of MLPs or REITs and 
needs no new governmental actions. Sometimes the term "YieldCo" Is used as a catch-all for 
these yield-oriented Investments, and sometimes YleldCo are specifically meant to be only 
*C" corporations designed to pass through dividends. 


A "C* corp. solar YieldCo can take tax benefits if it has a tax bill, and likely NRG Yield will do so 
by balancing Its liability-heavier fossil-based assets with Its benefits-heavier renewable assets. 
That mix might be tougher for YleldCos focused entirely on solar, so more financial 
engineering might be needed to bring them forth. Solar pure-play YleldCos will likely find it a 
bit easier when solar tax benefits get smaller in 2017 with the Investment tax credit decrease 
from 30 percent to 10 percent. In addition, there might be an opportunity to mix older solar 
assets that've aged past their tax benefit period and now have tax liabilities with newer solar 
assets which have significant tax benefits. 


ARE YIELDCO STOCKS AN INTERESTING BUY? 


Similar to how the exciting promise of solar recuritization mixes with the discomfort of 
securities' mental association with real estate securities and their contribution to the 2008 
financial crisis. YleldCos are not without some concerns. For example, while YleldCo losses 
should be public with normal SEC reporting rules, you have to look at the prospectus to see if 
you're getting a fair shake between the YieldCo's management (In this case NRG) and you the 
potential shareholder. However. YieldCos formed from reliable, long-term, power-generating 
assets that have signed agreements with well-mixed, high-credit buyers (e.g.. utilities) should 
be reasonably safe bets. 


This YieldCo model enables individual and Institutional Investors pure-play access power 
generation cash flows, not possible when buying stock in solar developers (e.g., SolarCity) or 
vertically Integrated solar companies (e.g.. First Solar), where there is more to those 
businesses than cash flows from operating solar projects. Granted, crowdsourced funding also 
provides focused investment on solar asset cash flows, and we at RMI find this crowdsourcing 
compelling. In the near term, however, crowdfunding Is unlikely to provide the scale of solar 
financing available through NRG Yield and follow-on YleldCos. 


NRG YIELD'S SPECIFICS 


In total about 29 percent of NRG Yield's generation is renewable (wind and solar). So Indeed. 
NRG Yield Is not a solar-only Investment, and Indeed Is a notable contrast to Mosaic's 
crowdsourced platform which does offer pure-play solar cash-flow-based returns. However. 
NRG Yield Intends to use the proceeds from the IPO to fully fund the remaining 123 MW of the 
250-MW California Valley Solar Ranch project. 


The price for NRG Yield and its 1.324 MW of Initial capacity sold for $431 million, a bit over 
announced expectations of $410 million. Industry experts expect dividend returns in the range 
of 5-7 percent, paid annually to shareholders. That's quite an Improvement over the 8-15 
percent cost of capital that generally sits behind distributed solar financing. 


YIELDCOS AN IMPORTANT FINANCING TOOL FOR SOLAR'S ECONOMIC COMPETITIVENESS 


YieldCos are designed to provide stable, long-term cash flows, similar to annuities, and be as 
easy as buying stocks or bonds. This means folks like you and us can buy In. which is a lot 
different than the normal private cabal of solar finance consisting of venture capital, private 







m 
equity, and tax equity from big banks and insurance companies. Long-term contracted solar, 
insulated from commodity prices, is a great offering for yield-oriented inves'ors and we think 
demand exists for much more. YieldCos also make solar cheaper In cents per kWh (the 
levelized cost of ownership), because the financing cost of capital Is lower. In short, they're 
likely a scalable and dependable (like a rock) solution of which we're hoping to see more. 
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The yield will reach 4.25 percent by the end of next year, according to Bloomberg projections 
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 1                    P R O C E E D I N G S
 2             THE HEARING OFFICER:  Good morning.  We are
 3   here in the matter of the Application of Rocky Mountain
 4   Power for Modification of Contract Term of PURPA Power
 5   Purchase Agreements with Qualifying Facilities.
 6             This is Public Service Commission Docket Number
 7   15-035-53.  And why don't we start with appearances from
 8   the utility.
 9             MS. HOGLE:  Good morning, commissioners,
10   parties and spectators.  My name is Yvonne Hogle.
11   I am here on behalf of Rocky Mountain Power.
12   With me here today is Mr. Paul Clements.  Thank you.
13             THE HEARING OFFICER:  Okay.  Thank you.
14             The Division?
15             MR. JETTER:  Thank you.  I'm Justin Jetter
16   with the Utah Attorney General's Office.  I represent
17   the Utah Division of Public Utilities.  And with me at
18   counsel table is Charles Peterson with the Utah Division
19   of Publicly Utilities.
20             MR. MOORE:  Bob Moore representing the Office
21   of Consumer Services.  With me is Bela Vastag, a utility
22   analyst at the Office of Consumer Services.
23             THE HEARING OFFICER:  Okay.  Thank you.
24             MS. DUTTON:  Good morning.  I'm Meghan Dutton
25   representing Utah Clean Energy.  And with me is our
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 1   expert Sarah Wright.
 2             THE HEARING OFFICER:  Thank you.
 3             MR. RITCHIE:  Good morning commissioners.
 4   Travis Ritchie representing the Sierra Club.  And with me
 5   in the audience is Tom Beach.
 6             THE HEARING OFFICER:  Thank you.
 7             MR. DODGE:  Thank you.  I'm Gary Dodge on
 8   behalf of the Rocky Mountain Coalition for Renewable
 9   Energy.
10             THE HEARING OFFICER:  Okay.  Thank you.
11             MR. SANGER:  Irion Sanger here on behalf of
12   Renewable Energy Coalition.  We have two people here
13   today.  One of them is here today, Nathan Rich,
14   and John Lowe will be joining us very shortly.
15             THE HEARING OFFICER:  Okay.
16             Is that all for the appearances?  No one else
17   in the room that wasn't able to fit at the tables?
18             MR. LONG:  I'm Adam Long.  I'm local counsel
19   for the Renewable Energy Coalition.
20             THE HEARING OFFICER:  Okay.
21             MR. LONG:  Mr. Sanger will be essentially the
22   face of it today.
23             THE HEARING OFFICER:  Thank you.  Anyone else?
24   Any other preliminary matters before we start?  I'm not
25   seeing any.  So, we'll turn to the utility.
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 1             MS. HOGLE:  Thank you.  The Company calls
 2   Mr. Paul Clements.
 3             THE HEARING OFFICER:  Mr. Clements, do you
 4   swear to tell the truth?
 5             MR. CLEMENTS:  I do.
 6             THE HEARING OFFICER:  Thank you.
 7                        PAUL CLEMENTS,
 8               having first been duly sworn, was
 9               examined and testified as follows:
10                      DIRECT EXAMINATION
11   BY MS. HOGLE:
12        Q.   Good morning, Mr. Clements.
13        A.   Good morning.
14        Q.   Can you please state and spell your name
15   for the record and your position?
16        A.   Yes.  My name is Paul Clements,
17   C-l-e-m-e-n-t-s.  And I'm currently Director of
18   Commercial Services for Rocky Mountain Power.
19        Q.   And can you provide a brief background for the
20   commissioners today?
21        A.   Certainly.  I've worked for PacifiCorp
22   for over close to 11 years at this point.  Primary
23   responsibilities include negotiating qualifying facility
24   contracts and negotiating other wholesale energy supply
25   contracts in addition to negotiating large special
0011
 1   contracts with our large industrial customers.
 2             (Direct, Rebuttal, Surrebuttal Testimony of
 3   Paul Clements Identified).
 4   BY MS. HOGLE:
 5        Q.   In that capacity, did you prepare direct
 6   testimony with attached Exhibit-A, rebuttal testimony,
 7   and surrebuttal testimony in support of the Company's
 8   application in this case?
 9        A.   Yes, I did.
10        Q.   And do you have any changes or edits to that
11   testimony?
12        A.   I do not.
13        Q.   So, if I were to ask you the questions in those
14   pieces of testimony again here today, would your answers
15   be the same?
16        A.   They would.
17             MS. HOGLE:  I move for the admission into the
18   record of the Company's, specifically Mr. Clements'
19   direct testimony in Exhibit-A, rebuttal testimony,
20   and surrebuttal testimony.
21             THE HEARING OFFICER:  I'll ask any party to
22   indicate if you have an objection to that.  And not
23   seeing any, that will be entered.  Thank you.
24             (Direct, Rebuttal, Surrebuttal Testimony of
25   Paul Clements Admitted)
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 1   BY MS. HOGLE:
 2        Q.   Thank you.  Mr. Clements, do you have a summary
 3   that you would like to provide today?
 4        A.   I do.
 5        Q.   Please proceed.
 6        A.   Good morning.  I'll try to keep my summary
 7   brief while covering the important issues before us
 8   today.  So, the purpose of my testimony is to support
 9   and to present the Company's application to modify the
10   maximum allowable contract term for qualifying facility
11   or QF contracts that the Company must enter into under
12   the Public Utility Regulatory Policies Act of 1978 also
13   known as PURPA.
14             The Company is seeking a modification to the
15   maximum contract term of QF contracts executed under both
16   Schedules 37 and 38.
17             Specifically, the Company is requesting the
18   maximum contract term for PURPA contracts be reduced from
19   the current 20 years to three years.
20             I'd like to talk a little bit about why this
21   change is needed at this time.  You may be thinking as
22   many of us have that the Commission has already addressed
23   just about every QF issue under the sun in the various
24   dockets that we've had over the past several years.
25             And, in fact, the Commission addressed the
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 1   issue of a QF avoided cost or the price in Docket
 2   03-035-14 and Docket 12-035-100.
 3             I personally used to be of the opinion that
 4   if the QF price is set correctly, then the contract term
 5   does not matter.
 6             However, my opinion changed on that matter.
 7   When I further evaluated how QF contracts compared
 8   to non-QF contracts that the Company enters into,
 9   I determined that a 20-year QF contract term does not
10   meet the ratepayer indifference standard required by
11   PURPA because it exposes customers to risks that they
12   otherwise would not be exposed to absent the QF contract.
13             Let's talk a bit about the ratepayer
14   indifference standard.
15             So, the ratepayer indifference standard or the
16   avoided cost standard is intended to leave customers
17   economically indifferent to the source of the utility's
18   energy by ensuring that the cost to the utility of
19   purchasing from a QF does not exceed the cost the utility
20   would incur if it purchases from another source.
21             The 20-year contract term does not meet this
22   ratepayer indifference test for the following three
23   reasons.  First, it is inconsistent with the Company's
24   hedging practices which were implemented after a careful
25   review by stakeholders through a recent collaborative.
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 1             Second, it is inconsistent with resource
 2   acquisition policies and practices for non-PURPA energy
 3   purchases.
 4             And third, it is not aligned with the Company's
 5   IRP or integrated resource plan, planning cycle, and
 6   action plan.
 7             This is a critical issue to protect customers.
 8   At the time my testimony was prepared, PacifiCorp had
 9   1,041 megawatts of existing PURPA contracts in Utah
10   and 2,253 megawatts of proposed QF contracts in Utah.
11             So, together, that's 3,294 megawatts of
12   existing and potential Utah QF contracts.  PacifiCorp's
13   average Utah retail load in 2014 was 2,959 megawatts.
14             So, we have more existing and proposed,
15   at the time of the filing, more existing and proposed
16   QF contracts than the average Utah retail load.
17   We're talking about a lot of megawatts at stake.
18             Now let's talk about the dollar impact.
19             The expected system-wide costs or payments
20   to QFs over the next ten years just from the executed
21   QF contracts, so these are contracts that are already
22   signed, is $2.9 billion.
23             So, that's $2.9 billion in QF payments over the
24   next ten years.  In 2015 alone, the projected payments
25   are 170.5 million and Utah's share of that is
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 1   $73.3 million.  So, Utah customers are projected
 2   to pay $73.3 million to QFs in 2015.
 3             I highlight that to illustrate that QF
 4   contracts are a major factor in customers' rates.
 5             Now, let's talk a minute about the first point
 6   which is the 20-year QF contract term is inconsistent
 7   with the Company's hedging practice and policy.
 8             The Company modified its hedging horizon for
 9   natural gas and electricity trades and other commodities
10   as a result of a hedging collaborative and workshops
11   that were held in 2011 and 2012.
12             That collaborative convened as a result of
13   concerns expressed by the DPU, the Office, and various
14   other parties about some hedges the Company had entered
15   into.  In its report on the collaborative, the DPU stated
16   the following in part:
17             "Because of relative market illiquidity
18        and potential inaccuracy of the forecasted demand
19        requirements, hedges should normally be limited
20        to 36 forward months."
21             PacifiCorp's current practice which was
22   implemented as a result of the hedging workshops is to
23   actively manage electricity and natural gas positions
24   that are 36 months out and nearer, meaning from today
25   out three years.  What does that mean?
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 1             That means that the Company would not and
 2   arguably could not under its existing policies enter
 3   into a 20-year contract to purchase electricity from a
 4   counterparty who is not a QF.  Our policy prohibits it.
 5             And we do not enter into 20-year contracts
 6   to purchase natural gas.  Again, the policy prohibits
 7   it as a result of the hedging collaborative.
 8             But the Company must enter into an unlimited
 9   amount of 20-year fixed-price contracts with QF
10   counterparties.  That is inconsistent with the hedging
11   practice and policy for non-QF contracts.
12             I'd like to throw out an example of how this
13   inconsistency is occurring in practice.
14             So, the Company cannot without extensive
15   stakeholder interest and review enter into a 20-year
16   hedge for natural gas at one of its power plants like
17   Lakeside.  Under the avoided cost method, a QF may
18   displace or avoid the operation of that very same
19   gas plant, Lakeside, let's call it.
20             To calculate the avoided cost at Lakeside,
21   the Company utilizes its production dispatch model and
22   forecasts out the cost of gas for 20 years.
23             So, if you have a seven heat rate at Lakeside
24   and the cost of gas is $3 per an MBTU, then the model
25   would say that the cost of production at Lakeside is
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 1   $21 plus some variable 0 and M.  So, seven heat rate
 2   times a $3 gas price.  If the QF avoids Lakeside over the
 3   entire 20 years, the QF would get a $21 plus the variable
 4   0 and M, $21 avoided cost price.  If the QF executes that
 5   20-year contract at that price, the Company is
 6   effectively locking in the cost of gas for 20 years.
 7             In theory, Lakeside would not be operated and
 8   the Company would purchase the energy from the QF at that
 9   $21 price.  If gas prices were to drop to $2 per MMBTU,
10   without the QF, the Company would operate Lakeside at $14
11   per megawatt hour and achieve that difference in price.
12             However, since a 20-year contract was signed
13   with the QF, the Company is locked into a gas price for
14   20 years.  So, under a normal hedging policy and
15   practice, the Company would not hedge the price of gas
16   for 20 years.
17             However, under a QF contract, the Company
18   may be forced to do so.  The 20-year QF contract term
19   therefore introduces the Company's customers to long-term
20   fixed-price risk that it otherwise would not occur.
21             Now, let's talk a little bit about what is
22   fixed-price risk and why does it matter.
23             The Company and its customers are not commodity
24   traders.  The Company hedges to reduce or to eliminate
25   volatility in the near term.
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 1             The Company does not engage in speculative
 2   trading.  Speculative trading attempts to profit from
 3   betting on the direction in which a market will move.
 4   The longer the time horizon, the more likely your bet
 5   will be wrong.
 6             For example, you can probably forecast with
 7   relative accuracy the price of gasoline for next month.
 8   It will probably be $2, $2.20 per gallon.  I think we
 9   can feel somewhat confident about that.
10             However, if we were to try to predict today
11   what the price of gasoline will be 20 years from now,
12   our prediction will likely be materially wrong.
13   This concept represents fixed-price risk.
14             Here is an example of how the 20-year contract,
15   20-year QF contract has exposed customers to increased
16   fixed-price risk.
17             The Company currently has 1,991 megawatts of
18   nameplate capacity QF contracts.  That was at the time I
19   prepared this filing.  It's changed slightly since then.
20             Over the next ten years, the Company is under
21   contract to purchase 44.6 million megawatt hours under
22   these contracts.  The average price for these contracts
23   is $64.13 per megawatt hour.
24             The average forward price curve for
25   mid-Columbia, a major trading hub in the Northwest over
0019
 1   this same ten-year time period $38.11 per megawatt hour.
 2   That is a difference of $26.02 per megawatt hour or that
 3   equates to $1.2 billion over this ten-year time period.
 4             So, if you compare the price of the QF
 5   contracts that we've entered into recently to the price
 6   at Mid-Columbia over the next ten years, it's
 7   $1.2 billion out of the money.
 8             Now, I acknowledge and completely agree that
 9   that could just as easily be $1.2 billion in the money.
10   The market could just as easily have moved in the
11   opposite direction.
12             I'm not concerned about placing a bet and being
13   right or wrong.  The issue is fixed-price risk.  And that
14   example illustrates that once you enter into a long-term
15   contract, you are automatically exposed to a considerable
16   amount of fixed-price risk.  And our stakeholders made it
17   clear that we should manage that fixed-price risk by
18   limiting our contracts to 36 months or less in duration.
19             Briefly touching upon my second point, and that
20   is, QF contracts do not go through the same rigorous
21   acquisition process as non-QF contracts, when the Company
22   determines that it needs to enter into a long-term
23   contract, it's usually the result of a need identified
24   in the Integrated Resource Plan.
25             The Company then performs an extensive analysis
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 1   to compare the contemplated transaction to other
 2   available transactions and it does an extensive review
 3   of the credit terms, contract terms, and the needs
 4   assessment of the Company.
 5             Most importantly, the Company utilizes a
 6   rigorous request for proposal or RFP process whenever
 7   it acquires a long-term resource.
 8             PURPA contracts do not go through that same
 9   request for proposal process and the same rigorous review
10   process because the Company must execute the contract.
11             On to my last point, and that is that the
12   20-year QF contract term is inconsistent with IRP
13   timelines.  So, some parties argue that my point that
14   we should look at our hedging policy as not relevant.
15   They argue that a QF contract is more like a Company
16   resource that we inquire through the IRP.  It is not.
17             First of all, the Company does enter into a
18   long-term transaction unless there is a need identified
19   in the IRP.  Now, the IRP goes out 20-plus years and it
20   acknowledges that the planning uncertainties grow as
21   you get further out in time.
22             It is for that reason that the IRP action plan
23   is focused only on the next two to four years.
24             So, the IRP says, here's what we expect you
25   will need over the next 20-plus years.  But it says,
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 1   here's what you need to do over the next two to four
 2   years.  So, what does that mean?
 3             Currently, the 2015 IRP has identified a need
 4   for a natural gas plant in 2028.  However, the IRP action
 5   plan does not have the Company go out and acquire that
 6   resource today because that resource is not needed for
 7   another 13 years.  The IRP action plan says, only take
 8   action that's needed in the next two to four years.
 9             Now, why is that important?  Well, let's talk
10   about a real-world example.  The 2013 IRP which was just
11   two years ago had a gas plant in 2024.
12             The 2013 IRP update which would have been a
13   year ago moved that gas plant out to 2027.  That was a
14   result of changes in load and other factors in the IRP.
15             The 2015 IRP pushed that gas plan further out
16   to 2028.  So, there we see that over a two-year time
17   period, the Company's resource need changed by four
18   years.  Now, why does that matter to QF contracts?
19             Had the Company entered into a 20-year contract
20   with a QF based on the assumption that a resource was
21   needed in 2024, the Company would be locked in to paying
22   that capacity payment starting in 2024.
23             The Company wasn't planning to go out and build
24   that 2024 resource, but if it signed this QF contract,
25   it's now locked into paying that capacity payment.
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 1             That's a mismatch.  Customers are exposed to
 2   locking in costs in the future that they otherwise would
 3   not be locked into under the current IRP action plan.
 4             That mismatch does not meet the ratepayer
 5   indifference standard that's required by PURPA.
 6             The Company's proposal to limit QF contract
 7   terms to three years is aligned with that two- to
 8   four-year action plan.
 9             Now, I'll touch briefly -- I'm very close to
10   being done.  I'll touch briefly on a few of the comments
11   from the other parties in this docket.
12             Many of the intervenors carry common themes
13   in their responses to the Company's application.
14   Many parties suggest that we're trying to eliminate
15   the must-purchase obligation.
16             That's simply not true.  My testimony is clear
17   that the must-purchase obligation remains.  Many of these
18   parties suggest that a QF is not similar to a commodity
19   hedge but instead is more like a company resource.
20             However, it's clear that a 20-year QF contract
21   is a purchase of energy at a fixed price.  That is a
22   commodity hedge.  These parties suggest as I mentioned
23   that a QF contract is similar to a company resource.
24             But a company only acquires a resource if a
25   need is identified in the IRP and then the company goes
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 1   out and acquires just what is needed at the time it is
 2   needed.  Also, a company resource can be dispatched down.
 3             So, if there is a more economic option,
 4   it'll dispatch the unit down and take advantage of that
 5   more economic option where a QF contract is a must-take
 6   for the Company.
 7             Lastly, some of the parties have suggested that
 8   QFs are a good hedge because they can meet future
 9   environmental compliance obligations.
10             Now, we don't know what those future
11   environmental obligations currently are.  They are not
12   known and measurable.  And more importantly, these
13   parties ignore the critical fact that the QF retains the
14   renewable energy credit or the environmental attribute
15   for their economic benefit.
16             Those RECs represent the very environmental
17   benefits or attributes that these parties are touting as
18   being beneficial to the Company.  The Company doesn't
19   actually receive those.
20             In summary, no party has provided credible
21   evidence to refute the three key points made the Company
22   in this proceeding.  First, the 20-year contract term
23   is inconsistent with the Company's hedging policy.
24             Second, the 20-year contract term is
25   inconsistent with the Company's resource acquisition
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 1   practice for non-PURPA energy purchases.
 2             And lastly, that the 20-year contract term
 3   is not aligned with the IRP action plan.
 4             I continue to recommend that the Commission
 5   implement the three-year contract term for all QF
 6   contracts, again, both those executed under Schedule 37
 7   and Schedule 38.  And that concludes my summary.
 8             MS. HOGLE:  Thank you, Mr. Clements.
 9   Mr. Clements is available for cross-examination.
10             THE HEARING OFFICER:  Thank you.
11             Before I go to the Division and then to the
12   Office, I do want to briefly ask Ms. Dutton, Mr. Ritchie,
13   Mr. Dodge, and Mr. Sanger if, when we get to this point,
14   do the four of you have a preference in terms of order of
15   cross-examination or should I just go in the order that
16   you're seated?
17             (Discussion off the record)
18             THE HEARING OFFICER:  Okay.  Thank you.
19             Mr. Jetter?
20             MR. JETTER:  Thank you.  The Division has no
21   cross-examination questions for Mr. Clements.
22             THE HEARING OFFICER:  Thank you.  Mr. Moore.
23             (OSC Exhibit-1 Identified)
24                      CROSS-EXAMINATION
25   BY MR. MOORE:
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 1        Q.   The Office has just two areas of inquiry.
 2             Mr. Clements, two days ago last Tuesday, you
 3   participated in a hearing in Docket 15-305-70 concerning
 4   an application for approval of a PPA which has some
 5   overlap with this case; isn't that correct?
 6   Factual overlap.
 7        A.   You'll have to expand on the overlap that
 8   you're referring to.
 9        Q.   All right.  I'll get to that.
10             During the hearing you submitted some comments
11   that you participated in preparing and adopted them
12   as your sworn testimony; wasn't that correct?
13        A.   That's correct.
14             MR. MOORE:  I have some copies of these
15   comments here.  Can I pass them out the now?
16             THE HEARING OFFICER:  Any other party, let me
17   know if you have an objection.
18             MS. HOGLE:  The Company has an objection.
19   And the objection is that I believe whatever he's going
20   to be introducing is probably outside the scope of this
21   docket.
22             THE HEARING OFFICER:  Mr. Moore?
23             MR. MOORE:  I'll connect that up.
24             Mr. Clements spoke about -- one of the issues
25   in this docket is the threat of overwhelming QF contracts
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 1   in the future.  The discussion in the hearing on Tuesday
 2   touched upon that issue.
 3             THE HEARING OFFICER:  Have you distributed this
 4   to the other parties?
 5             MR. MOORE:  I have not yet but I have them
 6   right here.
 7             THE HEARING OFFICER:  Why don't you do that.
 8   Why don't you distribute it to the other parties and
 9   then we'll deal with the objection and see if anyone
10   else wants to weigh in.
11             (Document distribution by Mr. Moore)
12             THE HEARING OFFICER:  Let me just ask,
13   Mr. Hogle, do you want to say anything else to your
14   objection after looking at that or are you familiar
15   enough with it to say anything you need to?
16             MS. HOGLE:  I would like to add to the
17   objection that from Mr. Moore's response, he indicated
18   that it was -- I'm not sure he said it was relevant,
19   but he did indicate that the comments in the proceeding
20   two days ago had a bearing on the number of PPA contracts
21   that we were discussing in this case and the volume.
22   And I don't recall that being an issue in that case.
23             MR. MOORE:  I would direct Ms. Hogle to
24   page four, the first full paragraph, and the first
25   two sentences.
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 1             THE HEARING OFFICER:  Mr. Moore, I think
 2   I'm going to let you go ahead with this line of
 3   questioning and we'll see where it goes subject to
 4   more specific objection as you move forward.
 5   So, I think we'll just proceed that way.
 6   BY MR. MOORE:
 7        Q.   Mr. Clements, you have a copy of these?
 8        A.   I do, yes.
 9        Q.   Could you please turn to page four?
10        A.   Okay.
11        Q.   The first two sentences in the first paragraph
12   three:  "The Company routinely manages between ten and
13        22 negotiations at any given time.  In the early and
14        mid 2015, the Company was managing 170 different QF
15        pricing requests and negotiation.
16             "The large increase is primarily attributable
17        to the solo projects attempting to execute a
18        contract in the time to allow them to build a
19        project by the end of 2016 in order to take
20        advantage of expiring federal investment tax
21        credit."
22             Is that still your testimony today?
23        A.   Yes.
24             MR. MOORE:  I would like to enter these
25   comments into evidence at this time?
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 1             THE HEARING OFFICER:  And your motion is for
 2   the entire document, not just the portion that was read?
 3             MR. MOORE:  Well, I have the entire document,
 4   yes, but the portion as read is the only portion I'll be
 5   inquiring into.
 6             THE HEARING OFFICER:  Okay.
 7             Any objection to that motion?
 8             MS. HOGLE:  The Company renews its objection.
 9   Thank you.
10             THE HEARING OFFICER:  Any other party have any
11   position on that?
12             MR. DODGE:  I believe you can take
13   administrative notice of testimony in the record before
14   you in another docket.
15             So, it could be admitted, but either way,
16   I think you have the right to rely on it and look at it.
17             THE HEARING OFFICER:  Any other comments?
18             I think from a practical matter, the three of
19   us are pretty familiar with this other docket.  I think
20   the prudent course is to allow this in and we'll take
21   appropriate administrative notice of it considering that
22   they are two separate dockets but we'll continue forward.
23   Thank you.  Mr. Moore.
24             (OCS Exhibit-1 Admitted)
25   BY MR. MOORE:
0029
 1        Q.   Now, the 107 contract requests are only the
 2   ones active in the last six months.  There are more QF
 3   contract requests than the 107 in the last two years
 4   that's at issue in this case; isn't that correct?
 5        A.   I wouldn't say that what's occurred over the
 6   past two years is what's at issue in this case, but the
 7   fact that there were 107 QF requests highlights the
 8   concerns that the Company had and partially why it
 9   made its application.
10        Q.   But there were more ...
11        A.   Maybe I can --
12        Q.   Well --
13        A.   -- help you out.  So, 107 was just a snapshot
14   in time.  They come and go over time.
15        Q.   Correct.
16        A.   You know, for example, when we made the filing
17   in this docket, there were 3700 megawatts of requests.
18   After we made this filing, that number grew to 42, 4300
19   megawatts of requests.  Since then, it's dropped down to
20   probably 2400 megawatts of requests.  So, it moves around
21   as projects come and go.
22        Q.   Right.  So, there's been more requests in the
23   last two years where there's been -- in your testimony.
24             Didn't you testify that in the last two years
25   there's been a dramatic increase in QF requests?
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 1        A.   Yes.  I can point you to that part of my
 2   testimony if that would be helpful.  But yeah.
 3        Q.   That's fine.
 4        A.   It's actually on page ten of my testimony.
 5   In Utah alone, we've had 24 new QF projects totalling
 6   897 megawatts that we have executed in the last two
 7   years.  And again, that compares to the 2900 megawatts
 8   of average Utah load.
 9        Q.   So, the 24 contracts that you signed in the
10   last two years is a considerably smaller amount than the
11   107 and more requests for contracts that you've
12   negotiated?
13        A.   That's correct.  And again, that's a Utah
14   number, where the 107 was a system-wide number.
15        Q.   It's also true that assigning of a PPA is no
16   guarantee that the project will be built.
17             Applications can be withdrawn, in some cases
18   canceled; isn't that true?
19        A.   Yes.  That occurs.
20        Q.   Of the 24 new contracts that were signed in
21   Utah, have any of them been canceled or withdrawn or
22   presently being disputed?
23        A.   I believe we have one small project that is
24   three megawatts or less that was terminated due to an
25   interconnection issue.  But I believe that's the only
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 1   one.
 2        Q.   That's the only one of the 24?
 3        A.   That's correct.
 4        Q.   All right.  In preparing your testimony for
 5   this hearing, did you review the rebuttal testimony of
 6   Mr. Peterson from the Department of Utilities?
 7        A.   Yes, I did.
 8        Q.   Do you have a copy of his rebuttal testimony?
 9        A.   I believe I do, yes.
10        Q.   Could you turn to page seven of that rebuttal
11   testimony?
12        A.   (Complying).
13        Q.   On line 27, it states:  "Developers are hoping
14   to take advantage of the ITC" -- that's the investment
15   tax credit, "will likely have need to sign the purchase
16   agreements in place before the Commission is likely
17   to issue a decision in this docket."
18             Is that a fair statement in your opinion?
19        A.   Yes.  I agree with that.  The ITC in its
20   current form.  It may be extended or modified but it's
21   set to be reduced at the end of 2016.
22        Q.   That's right.  And your testimony in the
23   other -- on Tuesday was that the large increase is
24   primarily attributable to -- so the project attempting
25   to be executed on contract in time to allow to build them
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 1   by the end of 2006 in order to take advantage of expiring
 2   federal income tax credit; correct?
 3        A.   Yes, that's correct.
 4        Q.   Given the history that an overwhelming majority
 5   of QF contract requests do not result in signed PPAs,
 6   your testimony that a primary reason for dramatic
 7   increase in contract requests to take advantage of
 8   expiring federal tax credit and Mr. Peterson's testimony,
 9   the opportunity to take advantage of the tax credits is
10   closing as we speak, isn't it extremely unlikely that a
11   significant number of the 40 outstanding contract
12   requests will result in projects being built?
13        A.   Well, I'm not sure I can speculate on that.
14   We had a similar situation kind of in 2010, '11, and '12
15   with wind projects where we had a production tax credit
16   that was expiring.
17             And so, it seemed like the rush on wind QFs was
18   over.  And then here came a lot of solar QFs.
19             And so, it's difficult to speculate on how many
20   QF requests we'll get in the near future as panel prices
21   change, different financing vehicles come about.
22        Q.   If it's too speculative to determine that there
23   won't be that many contract requests in the future, isn't
24   it too speculative to suggest that there will be?
25        A.   No.  And it's not about a specific number.
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 1   And this is where I struggled a bit in preparing my
 2   testimony and forming an opinion on this matter.
 3             The issue of fixed-price risk obviously grows
 4   with more megawatts.  So, if you have one or two
 5   contracts that come in with a 20-year contract term,
 6   while there is some fixed-price risk for customers,
 7   that fixed-price risk is not as significant as if you
 8   have 2,000 megawatts of QF contracts that come in.
 9             And I look at that as, you know, similar
10   to diversification of a stock portfolio or a retirement
11   portfolio.  You may think natural gas stocks are quite
12   low today, which many of them are, and you would say,
13   I'm going to add some of those to my retirement
14   portfolio.  And you would add them in a percentage that
15   is appropriate for your allocation.
16             You would not necessarily move your entire
17   portfolio to natural gas stocks.
18             Now, what's challenging is, I don't know what
19   the appropriate allocation is for QF contracts.  Like
20   I said, one or two QF contracts, you know, a hundred
21   megawatts, perhaps, at a 20-year contract term,
22   that fixed-price risk is much smaller than a thousand
23   megawatts.  So, there is some degree of variability
24   depending on the size or the amount of QF contracts
25   that come through the door.
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 1        Q.   So, as you sit here today, you cannot speculate
 2   to how many of the 40 outstanding contracts that are
 3   presently being negotiated will be built?
 4        A.   Without knowing what the outcome of the ITC
 5   would be, no.  I would acknowledge that over the past two
 6   years, we've signed contracts in the $60 range and we
 7   thought that was the lowest it could go, and a lot of our
 8   developers said that's as low as it could go.
 9             And then we signed some in the $50 range and
10   had that same discussion.  And then we signed a few
11   in the $40 range.  And so, every time I think that
12   we've hit the end, we move forward.
13        Q.   I want to turn now to your testimony regarding
14   the ratepayer indifference standard.  In several places
15   in your written testimony, you argue that the 20-year
16   contract term violates the ratepayer indifference
17   standard.  And in your summary today, you've also made
18   that argument; isn't that true?
19        A.   That's correct.
20        Q.   On page nine and ten of your direct testimony,
21   you make the argument that a 20-year fixed-price contract
22   can be considered a subsidy to the QF in violation of the
23   ratepayer indifference standard.
24             Am I reading your testimony correct?
25        A.   That is correct.
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 1        Q.   But at no point do you attempt to quantify or
 2   monetize the amount of the subsidy; do you?
 3        A.   No.
 4        Q.   Isn't it true for the last several years
 5   the Company, the Division, and the Office have been
 6   arguing for the Commission that an unquantifiable policy
 7   consideration should not be taken into account in avoided
 8   cost pricing cases involving the ratepayer indifference
 9   standard?
10        A.   Yes.  When we're assigning costs and benefits.
11   And this would be considered a benefit in my opinion.
12   And if a QF is going to enjoy the benefit of a 20-year
13   contract term, arguably, they should get a reduction
14   in their price because of that but I don't know how to
15   quantify that.
16        Q.   Well, the Company has taken the position in the
17   past few years that unquantifiable policy considerations
18   should not be taken into consideration in avoided cost
19   pricing cases involving the ratepayer indifference
20   standards; isn't that true?
21        A.   Yeah, that's correct.  And I believe this is a
22   benefit that cannot be quantified.  So, it should not be
23   allowed.
24        Q.   Can you identify any case from the Public
25   Service Commission or the Federal Energy Regulatory
0036
 1   Commission that apply to the ratepayer indifference
 2   standard outside the context of avoided cost pricing?
 3        A.   I might need you to rephrase that or unpack it
 4   a little bit.
 5        Q.   All right.  I'm looking here at two
 6   quasi-judicial bodies, the Utah Public Service Commission
 7   and the Federal Energy Regulatory Commission.  Do you
 8   understand that?
 9        A.   Yeah.
10        Q.   Those are the only two issues?
11        A.   Judicial bodies.
12        Q.   Right.
13        A.   Not quasi.
14        Q.   Can you in your experience point to any
15   decision or case or regulation from those two bodies
16   where the ratepayer indifference standard was applied
17   outside the context of specifically setting avoided cost
18    pricing?
19        A.   Certainly.  We've had -- first of all, there's
20   been other jurisdictions in which the Company operates
21   such as Idaho where the contract --
22             MR. MOORE:  I'm going to object.  That's
23   nonresponsive.  I specifically asked about the Utah
24   Public Service Commission and Federal Regulatory
25   Commission.
0037
 1             MS. HOGLE:  Mr. Clements, before you respond,
 2   can I ask counsel to please allow the witness to finish
 3   his testimony before he cuts him off?
 4             THE HEARING OFFICER:  Thank you.
 5             And with respect to the objection, I think if
 6   Mr. Clements wants to discuss Idaho a bit before he
 7   answers the question, I think that's reasonable, and
 8   I'll allow him to do that to an extent.
 9             THE WITNESS:  Yeah, because the Idaho is
10   relevant to FERC.  So, I was getting to that point.
11             So, in Idaho, there were multiple rulings where
12   there were issues other than the contract price.  One of
13   those was contract term.  Some credit terms were also at
14   issue, and parties even took the Idaho Commission to the
15   FERC and the FERC said that the state Commission can
16   opine and determine those particular things.
17             In Utah in particular, we've had multiple
18   dockets that have addressed non-pricing issues, things
19   like credit terms, performance guarantees and other
20   contract terms that are significant but are not
21   associated with the price.
22             And so, it's my position and I think the case
23   law supports this, that the Commission has the ability
24   to implement the ratepayer indifference standard across
25   everything from price to contract terms to contract term
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 1   meaning duration.
 2   BY MR. MOORE:
 3        Q.   In your prefiled testimony, you've cited
 4   several cases, dockets both from this jurisdiction and
 5   other jurisdictions, statutes, federal and state.
 6             But I don't believe, and correct me if I'm
 7   wrong, you cited to any case or precedent that applied
 8   the ratepayer indifference standard outside the context
 9   of the avoided cost pricing.
10             Could you correct me if I'm wrong?
11        A.   Without performing a thorough review of each
12   of those, many of those cases had issues beyond just the
13   price.  So, I'm not sure I would agree with that
14   generalization.
15        Q.   Well, you prepared -- you made the argument
16   in your prefiled testimony, did you not, the ratepayer
17   indifference standard applies and you made the argument
18   here to terms outside the avoided cost pricing?
19        A.   Yes.
20        Q.   But you cannot cite to any case specifically
21   now with your testimony in front of you that stands for
22   that proposition.  You can only say generally that some
23   of these cases might make it?
24        A.   Well, in general, I would refer to the two
25   significant portions which would be Section 210 of PURPA
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 1   and Section 292 of the federal regulations which
 2   encompass all of PURPA.  I mean, we can take the time
 3   if you want to go through each of those.
 4             But it speaks specifically to the ratepayer
 5   indifference standard or to the fact that the -- and I'll
 6   quote from one of them if it would help.  "The
 7   incremental cost to an electric utility" --
 8             "The incremental cost to an electric utility of
 9        electric energy or capacity or both which, but for
10        the purchase from the qualifying facility or
11        qualifying facilities, such utility would generate
12        itself or purchase from another source."
13             And that's how they define avoided cost in
14   18 C.F.R. 292-101(b)(6).
15        Q.   That's exactly my point.
16             That's dealing specifically with avoided
17   costing pricing; isn't that correct?
18        A.   No.  It doesn't specifically say avoided cost
19   pricing.  There's more that encompass avoided cost than
20   just the price.  I would refer you to the order in
21   03-035-14 or 12-035-100.  Those are two orders from this
22   particular Commission that addressed many issues besides
23   just the price.
24        Q.   Avoided cost are a corollary of the federal
25   statute's incremental cost.  Would you agree with that?
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 1        A.   I would say "avoided" and "incremental"
 2   would be similar, yes.
 3        Q.   Would they refer to the same thing?
 4        A.   In practice, yes.
 5        Q.   And isn't the ratepayer indifference standard
 6   also a corollary to avoided cost?
 7        A.   Yes.
 8        Q.   And isn't that the only place that the
 9   ratepayer indifference standards exist in cases from the
10   Utah Public Service Commission and the Federal Regulatory
11   Commission?
12             MS. HOGLE:  Objection.  I believe that question
13   has been asked and answered several times.
14             THE WITNESS:  Yeah.  Oh.  Sorry.
15             THE HEARING OFFICER:  I tend to agree that it
16   has been.
17             MR. MOORE:  We have no further questions.
18             THE HEARING OFFICER:  Thank you.  Ms. Dutton?
19                      CROSS-EXAMINATION
20   BY MS. DUTTON:
21        Q.   Thank you.  Mr. Clements, do QF sources provide
22   a capacity value?
23        A.   Yes.  The capacity value was determined in
24   those two dockets I just referenced.  So, that would be
25   03-035-14 and 12-035-100 the Commission determined the
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 1   capacity payment for QFs.
 2        Q.   And do commodity hedges provide the utility
 3   with a capacity value?
 4        A.   Yes.  Certain commodity hedges would.
 5        Q.   Could you explain that?
 6        A.   Certainly.  When you purchase firm energy,
 7   it comes with liquidated damages.  And so, firm market
 8   purchases do have some capacity value.
 9        Q.   Do you account for that in your IRP?
10        A.   Yes.  I believe some market purchases are
11   in the IRP.
12        Q.   Are the ratepayer indifference standard and the
13   must-purchase obligation of PURPA applicable to
14   QF resources?
15        A.   Yes.  That's the very basis of PURPA.
16        Q.   And is PURPA applicable to the commodity
17   hedges?
18        A.   No.  PURPA has no bearing on commodity hedges.
19        Q.   Okay.  Is it possible that at some point the
20   avoided cost price will be so low that it will be
21   uneconomical to build QF projects?
22        A.   Again, I couldn't speculate on that because
23   every time I've tried to do that, I've been wrong.
24   So, I'm not going to guess on that one again.
25        Q.   And did existing QF contracts contribute to the
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 1   decision in the recent IRP to push the next company
 2   resource acquisition out to 2028?
 3        A.   I'm not entirely certain.  They probably did
 4   play a small role in that.  The capacity contribution
 5   of wind and solar which is the majority of the QFs that
 6   we have received is not a hundred percent.  And so, they
 7   may have contributed to that but I'm not certain.
 8             MS. DUTTON:  Thank you.  No further questions.
 9             THE HEARING OFFICER:  Thank you.  Mr. Ritchie?
10                      CROSS-EXAMINATION
11   BY MR. RITCHIE:
12        Q.   Thank you, commissioners.  Travis Ritchie with
13   the Sierra Club.  Good morning Mr. Clements.
14             How are you?
15        A.   Good morning.
16        Q.   Mr. Clements, I'd like to start with a point
17   that you made in your summary and you also addressed
18   in your testimony.  If I could turn you to page three
19   of your rebuttal testimony, please.
20        A.   (Complying).
21        Q.   And starting on line 46 after the semi colon
22   there, you state:
23             "A company resource can be dispatched and
24        backed down when more economical alternatives are
25        available passing through to customers the savings
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 1        from lower fuel and other operating costs because
 2        the total cost of energy is not locked in for
 3        20 years like it is in a QF contract."
 4             Did I read that correctly?
 5        A.   That's correct.
 6        Q.   And is that the same point you were making in
 7   your summary about distinguishing a company resource from
 8   a QF contract?
 9        A.   That's one of the things that distinguishes it.
10        Q.   And if I could also turn you to page twelve of
11   your rebuttal testimony, please, and directing you to
12   lines 246, you say:
13             "For example, if the marginal cost of a company
14        gas plant is $40 per megawatt hour but another
15        alternative such as a short-term firm market
16        purchase costs only $30 per megawatt hour,
17        the Company would dispatch down the gas plant
18        and buy from the market saving customers
19        $10 per megawatt hour."
20             Did I read that correctly?
21        A.   Yes.
22        Q.   And does this example that you describe on
23   page twelve follow on the same point that I just read
24   on page three?
25        A.   Yes, generally.
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 1        Q.   Now, in this example here on page 12, you say
 2   that the Company could back down the gas plant when the
 3   marginal cost of the plant is higher than other
 4   alternatives.  And you specifically said marginal
 5   for a reason; right?
 6        A.   Absolutely, yes.
 7        Q.   So, for a company-owned resource like a gas
 8   plant or a coal plant, are there costs that ratepayers
 9   are responsible for covering other than the marginal
10   costs?
11        A.   Yes.
12        Q.   And so, if you back down a plant --
13   Well, let me back up a little bit.
14             What are those costs that ratepayers would be
15   responsible for other than marginal costs?
16        A.   Well, you primarily have capacity and energy
17   costs.  I mean, if you want to go line by line, we can
18   do that.  But with any generating resource, you typically
19   have a capacity cost and an energy cost.  And the energy
20   cost would be your marginal cost which would include
21   fuel, variable 0 and M, chemicals, things of that nature.
22             And the point I was making here is with a
23   company resource, yes, you're capacity costs are fixed
24   and sunk if you want to call it that, but your marginal
25   costs or your energy costs could be dispatched in such
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 1   a manner that they are economic.
 2             So, if there's another area where you can get
 3   a cheaper marginal cost, you can dispatch down your unit
 4   and acquire that.  With a QF contract, when we calculate
 5   the capacity and the energy cost, we lock that in for
 6   20 years, and the QF sells to us over the course of the
 7   20 years at that price.
 8             And we don't have the ability to go to the QF
 9   and say, we'll keep paying you the capacity but we've got
10   a cheaper energy alternative, so back down.  We don't
11   have the ability to do that, and that was the point
12   I was making then.
13        Q.   And so, the ability that you have is that
14   customers see savings from reduced fuel and operating
15   costs; correct?
16        A.   That's correct, yes.
17        Q.   So, are you aware of any company-owned
18   resources that currently have operating long-term fuel
19   supply agreements that include minimum take privileges?
20        A.   I'm not aware of any but I'm not aware of all
21   of our long-term fuel agreements.  So, I wouldn't ...
22        Q.   Were you familiar with the closure of the
23   Deer Creek Mine recently and the replacement coal supply
24   agreement?
25        A.   I'm aware of it but not the details of the coal
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 1   agreement.
 2        Q.   Would it surprise you to hear that the company
 3   entered into a 15-year coal supply agreement?
 4        A.   No, it wouldn't surprise me.  Coal agreements
 5   are typically somewhat long term in nature.
 6        Q.   And based on your experience in the industry,
 7   do fuel supply agreements often have minimum tank
 8   provisions as well?
 9        A.   Gas do not, no.  Coal often does, yes.
10        Q.   And so, for a fuel provision like that, just
11   understanding how a minimum take provision works, if you
12   back down a plant, you still have to pay for some of that
13   fuel even if you don't use it; is that correct?
14        A.   Again, it depends what your minimum tank
15   provisions are and if they require you to run a certain
16   capacity level.  I'd have to look at the exact contract
17   on that.
18        Q.   Fair enough.  I'll move on from that.
19        A.   Sure.
20        Q.   So, I'd like to talk now about the kind of
21   other category of costs for a company-owned resource that
22   customers are on the hook for paying regardless of
23   whether the plant has backed down.
24             Isn't it true that ratepayers still have to pay
25   for the capital expenses at generating plants even if
0047
 1   those plants are backed down?
 2        A.   Yes, that's correct.
 3        Q.   So, when the Company is making a decision to
 4   justify whether or not a capital expense and a generating
 5   resource is prudent, the Company relies on the best
 6   estimates it has available for things like
 7   forward-looking fuel and power price forecasts to show
 8   that the capital expenditures are the least-cost,
 9   least-risk for the customer; is that correct?
10        A.   Yes.  And without rehashing that entire IRP
11   process again, that's typically done within the two-
12   to four-year action plan in the IRP and through that
13   competitive bid process I discussed earlier in my
14   summary.
15        Q.   And now, if you have, let's say, a major
16   capital addition at an existing generating resource.
17             Does that go through a competitive bid process
18   like an RFP process comparing it to other generating
19   resources?
20        A.   The IRP accounts for those major capital
21   improvements, and we'd have to talk about which ones
22   you're referring to exactly.
23        Q.   Okay.  I'll take an example.
24             Are you familiar with the proceeding that
25   occurred here a couple years ago discussing major capital
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 1   expenses at the Jim Bridger coal plant?
 2        A.   No.  That's one I was not a part of.
 3        Q.   Are you aware of any of the proceedings that
 4   the Company has pursued to get pre-approval for major
 5   capital expenses at its generating facility?
 6        A.   Yes.
 7        Q.   And with regard to a large capital expenditure
 8   at an existing facility, isn't it true that utilities
 9   actions are generally judged based on the information
10   available to the company at the time that it made the
11   decision to spend the money?
12        A.   Yes, after careful stakeholder review.
13   And that's a critical point that I've made and I feel
14   is very relevant here.
15             All of these major plant additions that you've
16   been talking about go through a rigorous review process.
17   And, in fact, some of these that you have discussed
18   actually came before the various commissions that we
19   have.  The Company was required to justify their need.
20   The Company was required to justify the expense and a
21   lot of times got pre-approval before making that expense.
22             So, we went through a litigious process or
23   at least an evidentiary hearing before making those
24   expenditures.  And my point in my testimony is, that's
25   very different than what occurs with a QF contract
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 1   where we may sign a $200 million nominal-value
 2   transaction that gets very little commission oversight
 3   or review.  We're forced to execute that agreement.
 4        Q.   I believe you gave the example during your
 5   summary that QFs effectively require the Company to lock
 6   in the price of gas for 20 years because the avoided cost
 7   of that QF is based off of the then current price
 8   forecast; isn't that correct?
 9        A.   That's correct.
10        Q.   But isn't it true that that same concept
11   applies in those proceedings that you were talking about
12   about capital expenditures where the Company comes
13   forward to makes its case based on the long-term
14   forward-looking price forecast available to the
15   Company at the time that the decision is made?
16        A.   That is correct with a major difference being
17   need and the needs assessment.  If you look at the 2028
18   resource, we're not going to go out and acquire that
19   resource today because it's outside the IRP action plan.
20             And that was the point I was trying to make is
21   with the QF contract, we don't go through that rigorous
22   review process to make sure we have the need.
23             When we acquire these major plant additions,
24   when we build a new power plant, it's because a need has
25   been identified in the IRP, and that need shows up in
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 1   that two- to four-year action plan.  And at that point
 2   in time, we go out and acquire that resource.  And that's
 3   different again than the QF resource.
 4        Q.   So, setting aside the Company's determination
 5   of its need for a minute, from the perspective of a
 6   utility scales, let's take a solar QF project, if you
 7   were in the shoes of that developer, isn't it true that
 8   the decision to spend the capital on the project has
 9   to be made up front?
10        A.   Absolutely.
11        Q.   And when the QF developer is considering
12   whether or not to build a project, they have to look
13   at the utilities current avoided costs to determine
14   whether or not their project pencils out at a given
15   price; is that correct?
16        A.   That's correct.
17        Q.   So, isn't it also correct that similar to a
18   utility's decision to deploy capital, the QF developer
19   should be provided with the same certainty that their
20   cost calculations will not be second guessed if price
21   forecasts and avoided cost calculations change three
22   years down the line?
23        A.   And again, the difference there is the Company
24   only acquires those long-term resources when that need
25   is identified in the IRP.  And I know you said you want
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 1   to set aside the need issue but the need issue is the
 2   crux of the argument here and the need issue is why
 3   it is, in my opinion, a violation of the ratepayer
 4   indifference standard.
 5        Q.   So, I'd like to turn you to page five of your
 6   rebuttal testimony right now, please, and on line 108.
 7             Now, you state there -- are you there?
 8        A.   Yes.  Go ahead.
 9        Q.   "Limiting the term of the contract to three
10        years simply means that the price Rocky Mountain
11        Power and its customers will be required to pay
12        to the QF will be subject to adjustment every
13        three years and will be more closely aligned
14        with the Company's current avoided costs."
15             Is that correct?
16        A.   That's correct.
17        Q.   For the capital expense projects that we were
18   talking about before where the Company has sought
19   pre-approval for major capital expenses, would the
20   Company accept a requirement to come back to the
21   Commission every three years to prove that the capital
22   expenditures were still the least-cost, least-risk option
23   under updated power and fuel price forecasts?
24        A.   Again, it depends on what capital costs you're
25   referring to.  The Company does have to come in and offer
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 1   evidence of prudence on any expense it makes.
 2        Q.   But isn't it true that the Company, the
 3   original decision to deploy that capital is made based
 4   off of the best information available to the Company at
 5   the time that it made the decision to deploy the capital?
 6        A.   Yeah, that's correct.
 7        Q.   And so, would it be fair to ask the Company
 8   to come back in?  Let's say if a decision to deploy
 9   capital was made in 2010 and price forecasts have
10   changed since then.
11             Would it be fair to bring the Company back in
12   today and say, you know what, if we rerun the numbers
13   from the case that you presented in 2010, would these new
14   numbers today -- that decision was wrong and it turns out
15   that was not the least-cost least-risk decision.
16   Would that be a fair thing to impose on the Company?
17        A.   Well, from a capital standpoint, that doesn't
18   occur.  From an energy or marginal-cost standpoint, that
19   does occur.  The Company comes in in rate cases and
20   energy balancing account proceedings and all its marginal
21   costs, natural gas, chemicals, variable 0 and M are
22   subject to review at that point in time.
23             And again, that's the difference between a
24   QF contract and these company resources where the Company
25   does lock in the capital piece through the lowest-cost
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 1   least-risk needs assessment in the IRP.
 2             And then the marginal costs are subject
 3   to change over the life of that asset.  That's not the
 4   case for the QF contract.  The capacity and the marginal
 5   costs are locked in from day one.
 6        Q.   But from the perspective of the QF as I think
 7   we just discussed a little bit more, the QF is making a
 8   decision of whether or not to pull the capital based
 9   on the then current avoided costs of the Company which
10   dictates that pricing; isn't that correct?
11        A.   Well, it's hard to speculate what they base
12   their decision on.  Some do not.  I mean, that seems
13   to be very unique to renewable QFs who require
14   third-party financing to build the projects.
15             All of our combined heat and power projects,
16   so, these are entities that have generation behind their
17   meter like Tessoro, U.S. Magnesium, Kennecott, those
18   entities typically elect to one- to two-year contract
19   terms.  And so, I don't know what they're basing their
20   analysis on, but they're not looking at a long-term
21   avoided cost as a justification for their project.
22        Q.   Isn't it true that a lot of those facilities
23   with cogeneration products, producing energy is not their
24   core business; correct?
25        A.   No.  It wouldn't be their core business and
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 1   that's the very reason why they -- and this is a very
 2   good point you bring up.  That's why they don't enter
 3   into these long-term fixed-price sales to the Company.
 4             It's for the same reason the Company doesn't
 5   want to enter into the long-term fixed-price purchases.
 6   Those entities say, I have too much fixed-price risk.
 7   I'm not agreeing to sell to you for 20 years at a fixed
 8   price.  I'm only agreeing to sell to you for one or
 9   two years.  They are on the other end of that fixed-price
10   risk.
11             MR. RITCHIE:  Thank you, Mr. Clements.  I have
12   no more questions.
13             THE HEARING OFFICER:  Mr. Dodge?
14                      CROSS-EXAMINATION
15   BY MR. DODGE:
16        Q.   Thank you, Mr. Chairman.
17             Good morning, Mr. Clements.
18        A.   Good morning.
19        Q.   You've made pretty clear your legal or other
20   opinion that reducing the contract term to three years
21   doesn't violate PURPA.
22             You haven't cited any FERC cases that say that;
23   have you?  You said the opposite but you found no FERC
24   cases or regulations that say you have to offer long
25   term.  You've also offered nothing that says it is in
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 1   conformity with PURPA to restrict a PPA to three years;
 2   have you?
 3        A.   I have said that it is consistent with the
 4   ratepayer indifference standard which is really at the
 5   heart of PURPA.  And I can say that --
 6        Q.   Please answer my question which is:
 7             Have you cited any case law or regulations
 8   that say it is consistent with PURPA to offer a
 9   three-year PPA to maximum?
10        A.   Yes.  Again, I'd refer to the sections that
11   I referred to earlier when the Office was providing their
12   cross-examination.
13        Q.   So, turn to that and show me where it talks
14   about the length of the PPA.
15        A.   It does not specifically talk about the length
16   of the PPA but it does talk about avoided cost leading
17   the ratepayer or customer in --
18        Q.   I understand that.  If you'll listen to the
19   question, we'll get through this a lot faster.
20             I said, have you cited any regulation or case
21   from PURPA or FERC or this Commission that says a
22   three-year term is consistent with PURPA?
23             The answer to that is no; is it not?
24        A.   No.  That's correct.
25        Q.   Okay.  That's all I wanted.  It's clear that
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 1   your company dislikes the must-buy obligation of PURPA.
 2             That's a fair statement; isn't it?
 3        A.   That's not a fair statement.
 4        Q.   One of the executives of Berkshire Hathaway
 5   appeared before congress and asked that it be removed;
 6   did he not?
 7             MS. HOGLE:  Objection.  Outside the scope.
 8             MR. DODGE:  I don't think it's outside the
 9   scope.  If the Company's trying to eliminate the
10   must-purchase obligation and he's sitting here saying
11   that isn't their intent, I think it shows an
12   inconsistency.
13             THE HEARING OFFICER:  I think I'm going to rule
14   that it's within the scope based on the previous answer
15   Mr. Clements gave to answer within his knowledge.
16             THE WITNESS:  Yes.  And without getting into
17   the details because I'm not knowledgeable of some of
18   those that are current at the federal level, yes,
19   there has been some work done there.
20             In fact, I was just reading this morning a
21   letter from Republican leadership to the FERC chairman
22   requesting they convene a technical conference to review
23   the applicability of PURPA now.  So, I believe there are
24   some efforts going on at the federal level.  I was
25   responding from a personal level.
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 1   BY MR. DODGE:
 2        Q.   No.  I asked you, is it not true that
 3   Berkshire Hathaway has taken the position that the
 4   must-purchase obligation should be eliminated from PURPA?
 5        A.   I believe they have taken that position.
 6        Q.   Today at least that hasn't happened; has it?
 7        A.   It has not.
 8             MR. DODGE:  May I approach?
 9             THE HEARING OFFICER:  Yes.
10   BY MR. DODGE:
11        Q.   Mr. Clements, I'm going to hand you -- I notice
12   in your testimony in all three rounds, although you
13   provide extensive opinions on what PURPA requires and
14   your interpretation of what PURPA is, et cetera, you
15   don't once reference the Utah section that deals directly
16   with PURPA.  Is that a fair statement?
17        A.   I don't believe I did reference it, no.
18        Q.   Do you think it's relevant, should be relevant
19   to this Commission what Utah law mandates on this issue?
20        A.   Sure.
21        Q.   Let's look at that.  Before you I have an
22   excerpt from Utah Code Annotated Section 54-12-1.
23   The bold in there is mine.  It's not in the statute.
24             Am I reading it correctly midway down at
25   subparagraph one:
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 1             "It is desirable and necessary to encourage
 2        independent energy producers to competitively
 3        develop sources of electric energy not otherwise
 4        available to Utah businesses," et cetera, "and to
 5        remove unnecessary barriers to energy transactions
 6        involving independent energy producers and
 7        electrical corporations."
 8             Did I read that correctly?
 9        A.   Yes.
10        Q.   It goes on in subparagraph two:
11             "It is the policy of this state to encourage
12        the development of independent and qualifying power
13        production and cogeneration facilities ..."
14             Now, it's a fair statement, is it not, that
15   nowhere in the Company's presentation to this Commission
16   in its testimony was any effort made to demonstrate or
17   even claim that reducing the PPA to three years
18   is consistent with this Utah statute?
19        A.   No.  I did not reference this statute.
20        Q.   You don't take the position, Mr. Clements,
21   do you, that a three-year PPA will allow companies to
22   continue to develop renewable energy, QFs, like the ones
23   that you have signed in the last two years.
24             You don't take the position that will continue;
25   do you?
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 1        A.   Based on my experience, some may be able to
 2   purchase it.  Some may be able to continue to build
 3   projects depending on what their financing options are.
 4        Q.   And that experience wouldn't be with anyone
 5   who's done a large QF project and financed it with a
 6   short-term PPA; would it be?
 7             It's based on your speculation?
 8        A.   No.  There have been multiple projects -- oh.
 9   And you're speaking to renewable.  There's one renewable
10   project that I'm aware of that built and completed
11   construction without a long-term PPA.
12        Q.   And you're talking about one you referenced
13   in a data request in Wyoming?
14             Is that the one you're talking about?
15        A.   Yes.
16        Q.   And it's 19 megawatts?
17        A.   I believe it's actually 17 and a half.
18        Q.   17 and a half megawatts.  And are you aware
19   there was actually no financing involved in that, it was
20   completely company -- it's on a greenfield site of an
21   industrial customer; is it not?
22        A.   Yeah.  I'm sure the term wasn't free.  I'm sure
23   there was some financing.  They didn't require
24   third-party financing.
25        Q.   Did you know that there was outside financing?
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 1        A.   No.  Like I said, obviously there was some
 2   financing.  Whether it was outside or inside, I don't
 3   know.
 4        Q.   Well, when I say financing, I'm talking about
 5   going to the market to get it as opposed to using
 6   internal capital.  Are you aware that there was no
 7   outside financing involved in that?
 8             MS. HOGLE:  Objection.  I believe he's answered
 9   that question.
10   BY MR. DODGE:
11        Q.   Did he say he was not aware?  If so, I'd just
12   like to know the answer.  I didn't hear it.
13        A.   I don't know.  The money came from somewhere.
14   And whether it was internal financing that then required
15   external financing, I don't know, but the project was
16   built with a shorter PPA.
17        Q.   And in Wyoming, 20-year PPAs are now allowed;
18   right?
19        A.   Yes.  They were allowed --
20        Q.   So, for some reason, a five-year PPA was
21   negotiated, built by a company potentially with no
22   outside financing for reasons you may not even fully
23   understand or be free to disclose; right?
24        A.   Well, I know the reason.  The reason was,
25   they didn't like how low the price was and they didn't
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 1   want to be locked into that price for 20 years.
 2   That's why they chose short term.
 3        Q.   So, that's the totality of your experience that
 4   says maybe some companies can continue to develop large
 5   renewable projects with a short term?
 6             MS. HOGLE:  Objection.  Argumentative.
 7   BY MR. DODGE:
 8        Q.   Isn't the totality of your experience --
 9             You said based on your experience you think
10   maybe some can and you gave me one example.  That's the
11   totality of your experience with large renewable energy
12   development projects being able potentially to be
13   developed with terms of less than 20 years?
14        A.   Correct.  I would agree that it will become
15   much more difficult for these entities to obtain
16   financing based on my inexperience.  I'm not denying
17   that.
18        Q.   Why don't you just admit it will stop it
19   completely?
20        A.   Because I don't know if it will stop it
21   completely.
22        Q.   But if it does, that's okay with you?
23             MS. HOGLE:  Objection.  Argumentative.
24   BY MR. DODGE:
25        Q.   Is it okay with you?  Is that the goal?
0062
 1             Are you trying to hit a pause button here and
 2   say, look, we don't like PURPA, let's pause?
 3        A.   Let me answer your first question.  If you're
 4   asking me personally or me as representing the Company,
 5   I'll provide the same answer to you.
 6             We are indifferent.  The Company has never
 7   received a disallowance for a QF contract.  When we sign
 8   these QF contracts, they go into net power costs and we
 9   get full recovery.
10             This proceeding will not impact the Company's
11   earnings or the Company's bottom line in any way.
12   This isn't about the Company versus QFs.  This is about
13   maintaining the ratepayer indifference standard.
14             And so, I'm not okay with it.  I'm not okay
15   with it.  I'm ambivalent.  I've sat in this particular
16   chair, sometimes that one, sometimes arguing for QFs,
17   sometimes arguing against QFs, but always trying to do
18   what's fair.
19             So, I'm a bit agnostic to the point of whether
20   they get built or not.  And I don't mean that in a
21   cold-hearted way.  I just say, I try to administer PURPA
22   in a fair manner for both the QF and the customer.
23   That's what the Company's trying to do.
24        Q.   And it's touching that you're looking out for
25   the customers.  You recognize the only two customer reps
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 1   in this room oppose your attempt to change the term.
 2             You understand that; don't you?
 3        A.   I don't know which two customer reps --
 4        Q.   The Office is statutorily obligated to look out
 5   for the interests of residential and small business
 6   customers; right?  UAE is a member of our coalition
 7   and it opposes it.
 8             Is there any customer representative that you
 9   know of here supporting your approach?
10        A.   No.  They don't typically do that.  Quite
11   honestly, I was surprised at the Office's position.
12   With some of the risks that they raised in their
13   testimony, I was surprised at the position they took.
14        Q.   Maybe they know how to read a statute and
15   understand what Utah law requires in terms of encouraging
16   the development of independent power production that
17   perhaps you lack.  Do you think that --
18             MS. HOGLE:  Objection.  Argumentative.
19             THE HEARING OFFICER:  I'll sustain that
20   objection.
21             MR. DODGE:  Mr. Clements --
22             May I approach again, Mr. Chairman?
23             THE HEARING OFFICER:  Yes.
24             (RMCRE Cross Exhibit-1 Identified)
25   BY MR. DODGE:
0064
 1        Q.   Mr. Clements, you also I think fail in your
 2   testimony to spend any time with the most recent Utah
 3   Public Service Commission ruling on the issue of the term
 4   of PPAs.  You referenced it this morning in a different
 5   context but I'm going to hand you -- and I haven't marked
 6   this or the last one, Mr. Chairman, because you can
 7   clearly take administrative notice of it.  I don't feel
 8   the need to get it introduced into the record, although
 9   I'm happy to if it would it be useful.
10             I'll represent that this is an excerpt from the
11   Commission's order in Docket 03-035-14.
12             You referenced that this morning, although in
13   your testimony I think, if at all, it was in response to
14   others.  You didn't go into a discussion of what the
15   Commission and even the Company decided in this 03
16   docket.  And it's the last time the Commission ever
17   looked at the length of QF PPAs; is it not?
18        A.   I believe that was the last time, yeah.
19        Q.   If you look at on page 28 of this, it says,
20   "CONTRACT ISSUES, Contract Term."  Right?
21             And it starts with, "PacifiCorp testifies" --
22   and I'll skip down a little bit:
23             "... the 20-year term represents an appropriate
24        balance between a term that allows the QF to secure
25        financing and limiting the risks that accompany
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 1        long range price forecasting ..."
 2             Did I read that correctly?
 3        A.   That's correct.
 4        Q.   And if you turn to page 29 at the bottom
 5   of that section before the section that begins,
 6   "Levelization," the Commission order says:
 7             "We find reasonable and accept the parties'
 8        common position providing for a standard term limit
 9        of 20 years for QF contracts with the allowance for
10        parties to petition the Commission for longer
11        terms."
12             So, the Commission was even willing to accept
13   potentially longer terms under circumstances if someone
14   could demonstrate the appropriateness of it; right?
15        A.   That's correct.
16        Q.   So, if that was a governing concern the last
17   time this Commission looked at it, don't you think the
18   ability of QF developers to obtain financing is still
19   a relevant consideration?
20        A.   Well, I don't see in the order where they
21   specifically said that they were making that finding
22   based on the need to obtain financing.
23        Q.   Were you in that docket?
24        A.   Yes, I was at the tail end.
25        Q.   And do you recall there was testimony from UAE
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 1   among others saying you need a long-term contract in
 2   order for it to be financeable, we support QFs?
 3             And that was the whole discussion in the
 4   settlement, was it not, does it have to be 30 years
 5   versus 35 years versus 20 to be financeable.  Was that
 6   not the whole issue in that part of the docket?
 7             MS. HOGLE:  Mr. Clements, if you cannot
 8   remember, you don't have to answer that.  That's ten
 9   years ago or longer.
10             THE HEARING OFFICER:  Is that an objection?
11             MS. HOGLE:  Objection.  Yes.
12   BY MR. DODGE:
13        Q.   Well, let's see if he does remember.
14             Do you remember?
15        A.   Well, I wouldn't -- you would probably need to
16   talk about what occurred during the settlement meeting
17   which I think is how you phrased that.  This was the
18   issue during settlement.
19        Q.   No.  In the testimony I said.  Did we not file
20   testimony to that effect, the parties not?
21        A.   I believe you did, yes.
22        Q.   And the parties ultimately settled on 20 with
23   the option to extend it to 35 with a filing with the
24   Commission in large part as the Company testified to try
25   and balance the long-term price risk against the need
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 1   of QF developers to have access to financing.
 2             And my question is, is that not still a
 3   relevant consideration if it was in the Company's own
 4   testimony in the 03 docket?
 5        A.   The Company's testimony did not speak to
 6   financing in that particular docket.  And the Company's
 7   testimony in support of the 20-year term at that point
 8   in time was a compromise to other parties' desire for
 9   a 35-year contract term.
10             And again, as I mentioned in my testimony, and
11   that's what you're failing to recognize or acknowledge,
12   that things have changed since this original docket
13   kicked off in 2003.
14        Q.   I understand that and I'm going to cut you off
15   and ask the chairman's permission to do so.  I know you
16   want to give a speech.  I'm just going at, is it not
17   still a relevant consideration?
18             We know your testimony that you believe
19   circumstances have changed.  I'm not asking about that.
20             Is it not still a relevant consideration?
21        A.   Do you mean --
22        Q.   The ability --
23        A.   -- whether it can be financed --
24        Q.   -- to obtain --
25        A.   -- or not?
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 1        Q.   -- financing for QF projects in order to
 2   encourage the development of such projects.
 3        A.   Again, that was your testimony at that point in
 4   time that it was relevant.  I don't see in the Commission
 5   order where the Commission determined that was relevant
 6   and it wasn't the Company's position at that time that
 7   being able to finance a project is relevant.  And again,
 8   it's not the Company's position at this point in time
 9   that being able to finance is relevant.
10        Q.   Let me read from the -- and I guess I will ask
11   that this be marked because maybe we need to have it in
12   the record, we know what we're referencing.  So, I'll ask
13   that this be marked as Coalition Cross Exhibit-1?
14             THE HEARING OFFICER:  If any party objects
15   to that, please indicate.  Not seeing any, it will be
16   marked.
17             (RMCRE Cross Exhibit-1 marked)
18   BY MR. DODGE:
19        Q.   I'm going to read once again, Mr. Clements:
20             "PacifiCorp testifies, contracts for the
21        required purchase of power from QFs should be
22        limited to a term of 20 years ..."
23             It says:
24             "... the longer the term, the greater the risk
25        to the Company and ratepayers of incurring an
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 1        uneconomic power purchase agreement; semi colon
 2        the 20-year term represents an appropriate balance
 3        between a term that allows the QF to secure
 4        financing and limiting the risk that accompany
 5        long range power price forecasting ..."
 6             That is a reference to the Company's position
 7   in that docket.  So, the Company did take a position
 8   in that one, did it not, that balancing those two issues,
 9   long-term risk and the ability to obtain financing was
10   an appropriate consideration?
11             MS. HOGLE:  Objection.  Asked and answered.
12   BY MR. DODGE:
13        Q.   Well, he answered it wrong.  I think I'm
14   allowed to explore.  He said the Company didn't take a
15   position.  And I just read you that I believe they did
16   take a position; did they not?
17        A.   Yes.  And the position was taken -- oh.
18             THE HEARING OFFICER:  Well, yeah.  I think I'll
19   allow one more brief answer from Mr. Clements but then
20   ask the cross-examination to move on.
21   BY MR. DODGE:
22        Q.   Okay.
23        A.   Yeah.  At that point in time, the Company was
24   assessing a 35-year contract term and determined that
25   20 years was appropriate or something it could support
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 1   at that point in time.
 2        Q.   Mr. Clements, you discuss in great detail
 3   ratepayer risk.  And again, it's touching that you care
 4   about it.  Ratepayers have a risk of variable price
 5   options, too; do they not?
 6        A.   You'll have to expand on that question.
 7        Q.   Is there no risk when ratepayers are left open
 8   to variable price or market price options as opposed to
 9   fixed price?
10        A.   Yes.  There is some risk.  That's why you hedge
11   to avoid that risk.
12        Q.   Well, that's one way you hedge.  Another way
13   you hedge that is you build resources when you determine
14   that that's the most cost-effective option; right?
15        A.   That's correct.
16        Q.   Another way that the Company has done for many
17   many years is enter into long-term PPAs; has it not?
18        A.   Historically, yes.  Over the past ten-plus
19   years it has not.
20        Q.   It still has some long-term power purchase
21   agreements; does it not?
22        A.   I believe it does have a small amount.
23   The Company is prohibited by policy implemented as a
24   result of the hedging collaborative from doing that
25   today.
0071
 1             MR. DODGE:  We'll get to that.  That's not a
 2   true statement, but we will get to that in a minute.
 3             MS. HOGLE:  Mr. Dodge, objection.
 4             Can you please let Mr. Clements finish his
 5   testimony before you cut him off?
 6             MR. DODGE:  Is that a request or are you asking
 7   the Commission to rule --
 8             MS. HOGLE:  I'm asking you on a professional
 9   level to please let my witness answer the question before
10   you cut him off.
11             THE HEARING OFFICER:  And I think we're on
12   Mr. Clements' answer right now.
13             THE WITNESS:  I think I may have been done.
14   BY MR. DODGE:
15        Q.   I think you were probably done.  The risk,
16   the fixed-price risk, meaning once you've tied into an
17   agreement, a contract, you no longer have the right to go
18   try and get market resources if they're lower.  You no
19   longer have the risk of higher prices; right?
20             That same risk is faced with any long-term
21   company resource; correct?
22        A.   Any long-term fixed-price contract or
23   obligation carries that risk, yes.
24        Q.   And so, you, for example, try and illustrate
25   the prices of some PPAs entered into a few years ago
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 1   in the last few years to what the current strip is.
 2             First of all, the strip isn't guaranteed.
 3             That's a projection; right?
 4        A.   That's correct.
 5        Q.   You can't go buy that ten-year strip today for
 6   that price?
 7        A.   You potentially could.
 8        Q.   An electric strip?
 9        A.   Possibly.
10        Q.   Possibly?
11        A.   Yes.
12        Q.   Not many customers are out there taking the
13   other side of that risk; are they?
14        A.   That was my exact point earlier, that long-term
15   electricity contracts are not entered into anymore.
16        Q.   But you could make the similar analogy.  You
17   use numbers in the range of 60 some-odd dollars for the
18   QFs and 40 some-odd dollars for this strip that isn't
19   tied down.  What was the comparable cost of the last
20   resource the Company built?
21             Let's go to the Lakeside two project.
22             If you looked at the 2015 price per megawatt
23   hour of that, would we not be in the $80 range?
24        A.   I don't have information in front of me.
25        Q.   Would that surprise you if it's in the $80
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 1   range?
 2        A.   80 would surprise me, yes.
 3        Q.   What would not surprise you?
 4        A.   40, 50.  We'd have to look at that price but
 5   again, I don't speculate.
 6        Q.   You think all-in costs, including the fixed
 7   costs of the Lakeside two power plant in 2015 is $40
 8   a megawatt hour?
 9        A.   Oh, including capital?
10        Q.   I'm talking the all-in cost.
11        A.   Again, I don't have those numbers in front of
12   me.  So, I couldn't speculate on that.
13        Q.   $80 there wouldn't surprise you; would it?
14        A.   Again, I don't have the numbers.  So, I don't
15   want to speculate on that.
16        Q.   So, if you wanted to show ratepayer risk,
17   you could say, well, that was a decision we made looking
18   at the exact same metrics shows we're $40 out of the
19   money on the other side with a Company resource; right?
20        A.   Correct.  And again, in my summary today,
21   I said -- I agreed with that very very point, that it
22   could just as easily be $1.2 billion in the money.
23   It's not a matter of betting right or wrong.  It's the
24   fact that you're making a long-term bet that you
25   otherwise would not.
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 1        Q.   But you do make that bet in other contexts?
 2        A.   I would say it's not a bet in that context.
 3   And again, that gets back to the IRP.  You have an
 4   identified need that's gone through a rigorous review
 5   process that goes through a request for proposal process.
 6   You get exactly what you want, how much you want at the
 7   time you want.
 8        Q.   I understand that's --
 9        A.   And that's something that's of a material
10   difference.
11        Q.   I understand that's your testimony.  We'll talk
12   about the IRP in just a moment.
13             You claim that the hedging policy now prohibits
14   you from entering into long-term power purchase
15   agreements; is that correct?
16             Is that your view of the hedging policy?
17        A.   No.  The hedging policy prohibits traders from
18   doing that without stakeholder review.  So, long-term
19   contracts can be entered into but they require additional
20   review.
21        Q.   Mr. Clements, were you a member of that hedging
22   collaborative?
23        A.   No, I was not.
24        Q.   I was.  Would it surprise you or would it be
25   inconsistent with your view that long-term PPAs for
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 1   electric power purchase agreements were never even
 2   discussed in that collaborative?
 3        A.   That would surprise me.
 4        Q.   Would it surprise you that in the Exhibit-A to
 5   that collaborative that shows the policy, the principles
 6   and the general guidelines adopted by the participants
 7   is never mentioned?  Would that surprise you?
 8        A.   It would.
 9             MR. DODGE:  Let me hand you that exhibit.
10             May I approach, Mr. Chairman?
11             THE HEARING OFFICER:  Yes.
12             (RMCRE Cross Exhibit-2 Identified)
13   BY MR. DODGE:
14        Q.   What I'm going to hand you is Exhibit-A.
15   I chose not to copy the entire hedging report because
16   it's somewhat voluminous, but I did copy the Exhibit-A
17   which was the document that was negotiated I'll represent
18   by the parties to that hedging collaborative and that
19   formed the basis for the stipulation to the Commission
20   to adopt these new hedging policies.
21             Is that consistent with your understanding
22   of what went on in the hedging collaborative?
23        A.   Again, I wasn't actively involved in it, no.
24        Q.   So, I turn your attention and I'd invite you to
25   read this.  You weren't a participant in it and maybe you
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 1   have a different view of it than I do, but review this as
 2   much as you want.  I'll point out a few specific parts.
 3             For example, in the paragraph one, it talks
 4   about PacifiCorp's expertise, blah, blah, blah.  And at
 5   the end it talks about, "... related to natural gas
 6   procurement, energy balancing, and hedging."
 7             First of all, would it surprise you to learn
 8   that this whole collaborative came about because of
 9   complaints about natural gas hedging, short-term
10   financial natural gas hedges the Company was making out
11   four and five years for more than a hundred percent
12   of its natural gas needs?
13        A.   I'm not sure about all those facts you just
14   listed, but I know it came about because of the natural
15   gas hedges.
16        Q.   Let me turn your attention down to paragraph
17   seven of that in the, "Principles."
18             "Voluntarily pre-approval procedures under Utah
19        Code Section 54-17-402 may be used for long-term
20        commitments that fall outside of the suggested
21        guidelines."
22             Did I read that correctly?
23        A.   Yeah.
24        Q.   So, you accept that part of the hedging
25   collaborative procedure was, if you're going to talk
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 1   long-term commitments --
 2             Now, this doesn't say PPAs, but even if it
 3   included that, it contemplated that that would be dealt
 4   with outside of the hedging guidelines; did it not?
 5        A.   Yes.  And I referenced that in my testimony.
 6        Q.   And then we go down to paragraph nine of
 7   "Principles."
 8             "All commonly used, available and effective
 9        physical products and financial instruments may be
10        utilized in Energy Planning and Procurement as
11        appropriate."
12             It specifically contemplates continuing to use
13   all commonly-available physical and financial products
14   including a PPA; would it not?
15        A.   It doesn't prohibit the use of a PPA, no.
16        Q.   Well, in fact, it says they should continue
17   to be used as appropriate; does it not?
18        A.   Yes, "as appropriate" is pretty significant
19   there.
20        Q.   And then under "General Guidelines" -- but
21   you're trying to claim that this hedging policy precludes
22   you or is inconsistent with what you're doing.
23             And I'm saying, in here, show me where that
24   inconsistency shows up in the Exhibit-A that the parties
25   agreed to in that hedging collaborative.
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 1        A.   Well, in, "General Guidelines" number one at
 2   the bottom of page 14:
 3             "The forecast total requirement for natural gas
 4        and electricity should not be fully hedged."
 5        Q.   "Fully hedged" because the Company was 100
 6   percent, more than 100 percent hedging its natural gas
 7   requirements at the time.  "Fully hedged."  No one here
 8   is talking about fully hedging anything; are we?
 9        A.   Well, I don't know if you were testifying to
10   that.  I mean --
11        Q.   Are you?
12        A.   You're speaking to things that occurred during
13   the negotiation of this document.
14        Q.   No.  I'm reading what's in the exhibit that
15   went before the Commission.
16        A.   Yes.  And it says:
17             "The forecast total requirement for natural gas
18        and electricity should not be fully hedged."
19        Q.   "Fully hedged."
20        A.   Yes.  And the point I made earlier -- and that
21   was my exact point and my exact concern with the PURPA
22   obligation.  There's nothing stopping us.  We can have
23   10,000 megawatts of QFs come through the door and we
24   would have to execute each one of those contracts.
25        Q.   Let's get back to the Exhibit-A.  The next
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 1   sentence illustrates what the first sentence is talking
 2   about:  "A reasonable percentage of the natural gas
 3        requirements should remain open to short-term market
 4        price exposure and allow for operational
 5        flexibility.  The percentage of natural gas
 6        requirement .... is as follows:"
 7             Now, that's blacked out because that's a
 8   confidential part of this document.
 9             That's talking about fully hedging natural gas
10   and keeping some of it open; correct?
11        A.   That's correct.
12        Q.   It goes on in paragraph two that:
13             "PacifiCorp should use Fundamental and
14        technical analyses with consideration of the
15        Company's risk management metrics, to determine
16        timing and volume of electricity hedges."
17             There we're talking about financial hedges;
18   are we not?
19        A.   I don't read it that way.
20        Q.   You weren't in the collaborative; were you?
21        A.   No.  As I read the plain language of that,
22   it says:  "... Fundamental and technical analyses with
23        consideration of the Company's risk management
24        metrics to determine the timing and volume of
25        electricity hedges."
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 1        Q.   And "hedges" as described in this document is
 2   talking about the financial instruments the Company was
 3   using to hedge natural gas and electricity purchases.
 4        A.   And I don't see a material difference between
 5   a financial hedge and a physical hedge when it comes to
 6   fixed-price risk.  The only difference is deliverability.
 7        Q.   I understand that's your view.  My point is,
 8   you're trying to claim this document somehow requires the
 9   position you're talking here in this case.
10             And I'm trying to find out where in this
11   document it does it because I was part of that
12   collaborative and I completely disagree.  So --
13             MS. HOGLE:  Objection.  Assumes facts not in
14   evidence.
15             MR. DODGE:  I'll tell you what, I'll withdraw
16   it.
17             THE HEARING OFFICER:  Make sure we're not
18   crossing the line of you providing testimony on what
19   happened unless you're going to do that later.
20   BY MR. DODGE:
21        Q.   Thank you, Mr. Chairman.  I will do that.
22   Paragraph five:  "Proposals for long-term natural gas
23        supplies, transportation, storage and price hedges
24        should be solicited and evaluated as part of an
25        Energy Planning and Procurement process,
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 1        particularly in an environment of favorable
 2        Fundamentals."
 3             Right?  Now, that's natural gas, but I read
 4   that correctly; did I not?
 5        A.   That's correct.
 6        Q.   "The 36-month guideline for financial hedges,"
 7        financial hedges, "and the suggested annual
 8        percentage guidelines should not limit opportunities
 9        for longer term hedges, supply commitments, or
10        storage contracts in a price environment
11        advantageous to natural gas consumers as determined
12        by Fundamental analyses."
13             So again, that's natural gas.  It contemplated
14   longer term acquisition when financial conditions
15   contemplated it; did it not?
16        A.   Yes.  And one of those actually occurred.
17        Q.   My point comes back to, you tried to use this
18   hedging collaborative -- I understand if you're saying,
19   the principles as you read them of this hedging
20   collaborative you were not involved in somehow supports
21   your position.  But it's not a fair statement; is it,
22   Mr. Clements, to claim that this requires a shortening
23   of the PPA term before this Commission?
24             MS. HOGLE:  Objection.  Asked and answered.
25             MR. DODGE:  Well, if his answer was --
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 1             MS. HOGLE:  Several times.  Asked and answered.
 2             THE WITNESS:  I'll answer it.
 3             THE HEARING OFFICER:  I think there's a
 4   discreet part of the question that's unique that I'll
 5   allow an answer to.
 6             THE WITNESS:  I'd like to answer that because
 7   several times you've said what my opinion is.  You've
 8   never let me actually say what my opinion is.
 9             This document -- so, the hedging collaborative
10   was around the fact, it got its basis around the fact
11   that the Company put on some multi-year gas hedges that
12   were in the money and then went out of the money.
13             And the parties were concerned about the fact
14   that there were these long-term hedges that were put in
15   place and the impact that had on customer rates.
16             The document, yes.  The plain language of the
17   document, one, applies to natural gas primarily; two,
18   says, if you want to do something long term which is
19   beyond 36 months, it needs to go through a fundamental
20   analysis and a long-term review process.
21             Those principles are consistent with the
22   Company's application in this matter where we are
23   requesting that if a contract locks in a price for
24   20 years, it requires additional fundamental analysis
25   and stakeholder review before being executed.
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 1             That is my position, that the fundamental
 2   principles behind the hedging collaborative say that
 3   if you're going to put on a long-term fixed-price bet,
 4   it needs additional review.  That's my testimony.
 5   BY MR. DODGE:
 6        Q.   And does the avoided cost pricing at which
 7   QF contracts are executed not get significant review
 8   before this Commission?
 9        A.   Again, the methodology does.  The price itself
10   does not.
11        Q.   The price that comes out of the methodology;
12   right?
13        A.   Yes.
14        Q.   The methodology determines the price and in
15   light of changing information over time; correct?
16        A.   That's correct.
17             MR. DODGE:  Thank you.
18             THE HEARING OFFICER:  Mr. Dodge, if I
19   could just -- I think it might be a good time to take a
20   short break unless you just have a little bit to do.
21   But it seems like you have a couple more topics you're
22   going to address.
23             MR. DODGE:  A couple more.  It won't be
24   significantly longer but I'm happy to take a break.
25             THE HEARING OFFICER:  Why don't we recess for
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 1   ten minutes.  Thank you.
 2             (Recess taken from 10:36 a.m. to 10:47 a.m.)
 3             THE HEARING OFFICER:  Okay.  It looks like we
 4   have all counsels present.
 5             Mr. Clements, you're still under oath and we'll
 6   continue with Mr. Dodge's cross-examination.
 7             MR. DODGE:  Thank you, Mr. Chairman, for that
 8   break, and as a result of it, I'll be much shorter.
 9   I just have a couple more issues to address with
10   Mr. Clements, but first I'd like to move the admission
11   of Cross-Examination Exhibit-2, the hedging --
12             THE HEARING OFFICER:  I'll ask any party to
13   state their objection if they have one.  I'm not hearing
14   any.  So, it'll be admitted.  Thank you.
15             (RMCRE Cross Exhibit-2 Admitted)
16   BY MR. DODGE:
17        Q.   Mr. Clements, you discussed the IRP several
18   times.  I just want to ask you a few questions about your
19   understanding of the IRP.
20             Is it a true statement that long-term QF PPAs
21   at avoided cost prices are not among the resource options
22   that the IRP chooses?
23        A.   Yes.  That would not be a resource that it
24   could select.
25        Q.   Long-term arrangements maybe but they're set
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 1   at cost and not at the utility's presumption of cost and
 2   not based on avoided cost pricing; correct?
 3        A.   Yes.  Arguably, if the avoided cost reflects
 4   the IRP avoided cost for resource, then those should be
 5   the same in principle, yeah.
 6        Q.   Secondly, although you talked about the two- to
 7   four-year action plan and in your view, the inconsistency
 8   with 20-year PPAs with that, it is true, is it not, that
 9   the IRP process, A, uses a 20-year planning horizon and,
10   B, based on that 20-year planning horizon results in
11   decisions that may be a 40- or 50-year resource
12   commitment?
13        A.   Yes, that's correct.  It tells you what you
14   should do over the next 20 years.
15             However, it doesn't have you do anything until
16   you get within two to four years of when you actually
17   need that.  But then when you do something, yes,
18   it often results in a 40- to 50-year asset life.
19        Q.   And then let's talk just a minute about what
20   it says as the need.  The 2015 IRP, does it not identify
21   roughly a thousand megawatt, talking capacity now, need
22   or shortage between projected resources and projected
23   demands or loads throughout most of that 20-year planning
24   horizon?
25        A.   Yeah.  I'm not sure I can confirm the thousand
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 1   megawatt number.  There are quite a few front-office
 2   transactions for the summer peak period.
 3        Q.   And so, the summer peak period, you get
 4   short -- these transactions are under a year in the IRP;
 5   correct?  They assume contracts of under a year?
 6        A.   Yes.  They assume you'll be able to go out
 7   and acquire those in one-year increments, yes.
 8        Q.   So, isn't it a fair statement that under your
 9   current IRP, there is a demonstrated need both for energy
10   and capacity above the Company's committed resources in
11   every of the 20 years but that the IRP has selected as
12   the least-cost resource, for the most part, demand-side
13   management and front-office market transactions,
14   short-term less-than-a-year market transactions?
15        A.   Yes.  And the primary reason for that is it's
16   selected primarily Q3 or summertime peak market
17   purchases.  So, that's when we have that deficiency
18   and it says go out and get market purchases just for that
19   time period.  So, that's a very unique product.
20        Q.   Had the cost benefit analysis that the Company
21   engages in in the IRP said with that -- and I'm just
22   using thousand as a round number.  Maybe it's 800.
23   Maybe it's 11 some years, but had it said, in order to
24   meet that peek demand need -- and again, I'm talking
25   demand as opposed to energy, we're going to build another
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 1   Lakeside three if there were such a creature in the works
 2   or something like that.  If that had been the lower-cost
 3   assumption, damn the market resources, it would have
 4   picked that for now; correct?
 5        A.   Yes.  It would have.
 6        Q.   And when you do avoided cost pricing, you look
 7   at what your long-term projected energy and, if it defers
 8   something down the road, demand savings will be and that
 9   gets incorporated into the avoided cost pricing; correct?
10        A.   Yes.  It looks at your long-term capacity need
11   and a forecasted long-term energy need; that's correct.
12        Q.   And today, when you send out indicative pricing
13   today based on the current queue and your current
14   assumptions in the grid model, you're down in the $30 per
15   megawatt hour range; correct?
16        A.   Sorry.  I'll need you to repeat that or
17   rephrase that.
18        Q.   The most recent QF indicative pricing request
19   that you personally have responded to, that's been within
20   the last few months; correct?
21        A.   Yes.
22        Q.   And the indicative pricing, without getting
23   specific, the levelized 20-year pricing is in the $30
24   per megawatt hour range; correct?
25        A.   30 to 40 depending on the project of course.
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 1   That's solar you're talking about.  Other projects might
 2   be higher.
 3        Q.   I am talking solar.  Thank you.  And that
 4   represents primarily the displacement of front-office
 5   transactions over that 20-year planning horizon; correct?
 6        A.   Correct.  It displaces some front-office
 7   transactions.  Why the IRP didn't select a solar project
 8   instead of those front-office transactions is because you
 9   have to take the solar year round and not just during the
10   summer on peak period.
11             And the reason I'm well versed in that is
12   because I personally have looked at the front-office
13   transactions and the IRP and I said, is there a way for
14   us to build more renewables instead of having all these
15   market purchases.  And it's not economic to do so.
16   So, that's why I'm fairly well versed in that one.
17        Q.   And in those hours, the hours where you're
18   taking the energy when you don't need the capacity --
19             You still need the energy; correct?  It's not
20   forcing you to take energy you can't use?
21        A.   Well, you can always use the energy.
22   It's just, what are you avoiding and what are your costs
23   to do that.
24        Q.   And in the current grid model when you do
25   indicative pricing, primarily the energy that's being
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 1   displaced, the assumption of energy is the front-office
 2   transactions out through that 20-year term; correct?
 3   I'm talking --
 4        A.   Again, the front-office transactions cover
 5   those on-peak summer periods and not the entire year.
 6   And I will -- if I can have one correction to one of the
 7   things I agreed with you earlier.
 8             There will be times in the future where there
 9   will be energy that we cannot use and there are quite a
10   few studies that have talked about how there may be some
11   hours with the proliferation of solar that's coming on,
12   there may be some hours where you have some negative
13   energy pricing but we don't see that now.
14        Q.   And if that were forecast, that would reduce
15   the avoided cost pricing.  In other words, the pricing
16   takes that into consideration; does it not?
17        A.   Yes.  The model does take that into account.
18        Q.   And when you say you looked at a solar project,
19   this would be a Company-sponsored project where all the
20   costs go in.  You take the energy, et cetera; right?
21        A.   Yes.
22        Q.   That's a utility model.  But with a QF model
23   where you're determining that long-term avoided-cost
24   pricing, it takes into consideration that energy in the
25   middle of the night in the shoulder months maybe almost
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 1   zero --
 2        A.   Absolutely.
 3        Q.   -- or very very low?
 4        A.   Yes.
 5        Q.   And that's all they're being paid for?
 6        A.   Yes.
 7        Q.   One last question.  You comment that Mr. --
 8   in your surrebuttal.  You don't need to turn to it unless
 9   you'd like to and I'll give you the cite.
10             You commented in your view Mr. Harris and
11   Mr. Isern who are Coalition witnesses, other than their
12   own opinions, they haven't provided any evidence that the
13   three-year term would stop all renewable development.
14             Is that a fair characterization of what you
15   testified to?
16        A.   Correct.
17        Q.   It's on lines 42 to 46 of your surrebuttal.
18        A.   Yeah, that's correct.
19        Q.   A, asking Mr. Harris and Mr. Isern to provide
20   evidence other than their own opinions that it would stop
21   development is asking them to approve a negative; right?
22   That it cannot be financed with a three-year term.
23   They said in their opinions it can be.
24             You're saying, other than their opinions, they
25   haven't provided evidence.  That would be asking them
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 1   to prove a negative; would it not?
 2        A.   Yeah.  It's difficult to prove a negative as we
 3   witnessed when you asked me to prove that PURPA doesn't
 4   say a three-year contract term.  So, yes, it's very
 5   difficult to prove a negative.
 6        Q.   You understand, do you not, that Rocky Mountain
 7   has the burden of proof in this docket?
 8        A.   Yes.
 9        Q.   And you accept that part of that burden is to
10   show that its proposal is consistent with all aspects
11   of Utah law, not just the ratepayer indifference standard
12   but also the policy to encourage the development of these
13   resources.  You accept that; do you not?
14        A.   I do, yes.
15             MR. DODGE:  Thank you.  No further questions.
16             THE HEARING OFFICER:  Thank you.  Before I go
17   to Mr. Sanger, to make sure we have the record clarified,
18   I want to ask Mr. Dodge earlier in his
19   cross-examination, were you making an appearance
20   on behalf of UAE?
21             MR. DODGE:  No.  I don't remember, honestly,
22   if UAE intervened separately.  If so, then I guess I'm
23   appearing for them as a member of the Coalition.  And so,
24   they're a member of the Coalition and they support the
25   Coalition testimony.
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 1             THE HEARING OFFICER:  Oh, okay.  That clarifies
 2   it.
 3             MR. DODGE:  That was the point I meant to make,
 4   and I apologize if I said it in a different way.
 5             THE HEARING OFFICER:  Thank you.  Mr. Sanger.
 6                      CROSS-EXAMINATION
 7   BY MR. SANGER:
 8        Q.   Thank you.  Good afternoon.
 9        A.   Good afternoon.
10        Q.   Or actually, good morning.
11        A.   Good morning.
12        Q.   I won't be quite as much fire and brimstone
13   as Mr. Dodge, but I'd like to move forward a little bit.
14   I wanted to ask you a couple of questions on the
15   testimony you gave a little bit earlier.
16             You said that the Company or that you are
17   agnostic regarding the purchase of QF power;
18   is that correct?
19        A.   That's correct, yes.
20        Q.   And is that the Company's view, that they're
21   agnostic on the purchase of QF power as well?
22        A.   Yes.  We try to implement the Commission orders
23   and make recommendations to the Commission that would
24   leave us in that position.
25             Again, we're balancing customers and the
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 1   ratepayer indifference standard and the rights that QFs
 2   have under PURPA and state law.
 3        Q.   And you get to recover all your costs of QF
 4   contracts and your power cost to adjustment mechanisms
 5   or rate cases or whatever; is that correct?
 6        A.   Well, we have the opportunity to recover all of
 7   our costs in some circumstances, a portion of our costs
 8   in other circumstances.  And without elaborating on that
 9   too much, due to the sharing bands in the energy
10   balancing account, there are some QF costs that go
11   unrecovered.  So, maybe we're not agnostic.
12        Q.   So, that means that you've moved from the
13   agnostic to the slightly opposed category?
14        A.   No.  I guess I should revise my earlier
15   testimony where I said it doesn't impact our bottom line.
16   But the energy balancing account is short term in nature,
17   and so, most of those contracts would fall within that
18   anyway.  And so, our proposal would not affect the
19   financial impact to the Company.  And that's not our
20   objective here.
21        Q.   Okay.  So, does the Company earn a return on
22   its QF contracts?
23        A.   It does not unless it owns it which the Company
24   currently does not own a QF contract at the PacifiCorp
25   level.
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 1        Q.   Okay.  And if the Company built a similar
 2   biomass or solar or wind or any other sort of QF project
 3   or any other renewable project, would the company earn
 4   a return on that investment?
 5        A.   Presumably, yes, if we had the opportunity to.
 6        Q.   So, if the Company builds its own resources
 7   rather than purchase QF power, there's a different impact
 8   on the Company?
 9        A.   From an earning standpoint, yes.
10        Q.   So, is Berkshire Hathaway, they're not
11   indifferent to whether the Company purchases QF power
12   or builds its own power?
13        A.   Again, at the Berkshire level, they may have
14   a different opinion, but at the PacifiCorp level, we're
15   simply trying to balance customer interests and rights
16   of QFs.
17        Q.   But the Company's shareholders aren't
18   indifferent?
19        A.   Well, PacifiCorp doesn't have any plans to
20   develop QFs within its service territory to own and
21   operate them.
22        Q.   But you have plans at some point to own and
23   operate renewable projects or at least nonrenewable
24   projects at some point?
25        A.   Well, they are in the Integrated Source Plan
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 1   but when we go out and acquire those, it's through a
 2   request for proposal process and --
 3        Q.   Well, I know we've gone through the process.
 4   Right now I'm just trying to get to the point about
 5   whether your shareholders are indifferent to whether you
 6   purchase QF power or you build a resource yourself.
 7             MS. HOGLE:  Mr. Clements, I would advise you
 8   to only answer that question if you know for a fact that
 9   that's true or not.
10             THE WITNESS:  Well, trying to finish my earlier
11   answer, when we go out and acquire renewable resources,
12   we do so through an RFP.  And sometimes the Company does
13   submit its own project, but the RFP selects the
14   lowest-cost least-risk project.  And in many of our wind
15   RFPs, that turned out to be a power purchase agreement.
16             So, there's no -- in the Company's procurement
17   process, there's no additional desire or credit given to
18   a company project over a PPA.
19   BY MR. SANGER:
20        Q.   But if the Company acquires a renewable
21   project, then it can earn a return on that project if it
22   builds it or purchase it for its own self?
23        A.   Yes.
24        Q.   And you said the Company always does an RFP for
25   its wind purchases?
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 1        A.   Typically, yes.  I mean, there is statute in
 2   Utah and in Oregon that requires us to do so if the
 3   project's of a certain size.
 4        Q.   And has the Company always done that?
 5        A.   I would say that's the typical practice, yes.
 6   It's unusual for the Company to go out and acquire a
 7   project without that RFP.  In the last several years,
 8   there were some times the Company built projects that
 9   were economically sensitive from a timing standpoint.
10        Q.   And did the Company do that for its
11   Rolling Hills project, did it have an RFP?
12        A.   I believe that was one of those instances where
13   it was an economic timely opportunity.
14        Q.   And by "economic timely opportunity," are you
15   aware that the Oregon Commission disallowed the Rolling
16   Hills and rates because they concluded it was not
17   economic?
18        A.   I'm not certain of the exact reason.
19   That's not my understanding.
20        Q.   Did the Oregon Commission disallow
21   Rolling Hills rates?
22        A.   I'm not certain of the details around that.
23   I believe they did on a portion of it.
24        Q.   Okay.  I'd like to move on to how Schedule 37
25   works.  Can you just give a brief one-minute overview
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 1   of how Schedule 37 prices are set?
 2        A.   So, Schedule 37 prices are set in a similar
 3   manner to Schedule 38 where there is a production
 4   dispatch model run and there's an avoided capacity
 5   determination.  The difference between Schedule 37 and
 6   Schedule 38 is Schedule 37, the calculation's performed
 7   once and prices are set in the tariff and there's a cap
 8   on the tariff at 25 cumulative megawatts for that tariff
 9   and then any QF contract can be entered into under that
10   tariff at that pricing.
11        Q.   And isn't there a difference between resource
12   sufficiency and resource deficiency in Schedule 37?
13        A.   I don't believe so.
14        Q.   And how are capacity payments paid in
15   Schedule 37?
16        A.   They could be paid levelized over the term of
17   the agreement or unlevelized.
18        Q.   Does the time of the Company's next resource,
19   thermal resource acquisition, have any impact on capacity
20   payments?
21        A.   The timing would, yes.
22        Q.   So, how does that work?
23        A.   I believe in 37 now, it's calculated in a
24   similar manner to 38, but we've had so many 37 dockets
25   recently, I'd have to check on that one.
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 1        Q.   So, wasn't there a recent proceeding here at
 2   the Utah Public Service Commission where certain capacity
 3   payments were removed during the early years out of
 4   Schedule 37?
 5        A.   Yes.  There's no longer a simple cycle capacity
 6   payment during the sufficiency period.
 7        Q.   Okay.  So, what is the sufficiency period?
 8             MS. HOGLE:  Objection.  I've allowed Mr. Sanger
 9   to ask these questions, but I think it's getting a little
10   beyond the scope of the proceeding and Mr. Clements'
11   knowledge with respect to that particular proceeding.
12   And so, I'm wondering how much longer Mr. Sanger is going
13   to question or go beyond this line of questioning.
14             THE HEARING OFFICER:  Mr. Sanger, would you
15   like to address the objection?
16             MR. SANGER:  Yes.  So, this is an issue that
17   my witness John Lowe addressed, the resource
18   efficiency/deficiency determination.  I assume
19   Mr. Clements read that testimony.
20             Did you, Mr. Clements?
21        A.   Yes.
22             MR. SANGER:  And his rebuttal testimony does
23   not respond to Mr. Lowe on this point.  So, I wanted to
24   inquire.  I'm laying the foundation for my questions.
25   I wanted to inquire about how those prices are determined
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 1   and how the three-year contract term impacts that
 2   determination.
 3             THE HEARING OFFICER:  Okay.  And so, you know,
 4   I think we need to, as a general rule, limit
 5   cross-examination to issues that Mr. Clements addressed
 6   or doesn't address in his rebuttal or surrebuttal.
 7   I think there is some relevance of the manner in which
 8   Schedule 37 pricing is calculated, but that may be more
 9   appropriate to deal with with your witness if
10   Mr. Clements did not address that in his testimony.
11   BY MR. SANGER:
12        Q.   Okay.  So, I will abbreviate things and try to
13   move on.  So, Mr. Clements you had proposed three-year
14   contract terms in this case; is that correct?
15        A.   That's correct.
16        Q.   So, during those three years, would a QF be
17   paid capacity payments based on a peaking resource?
18        A.   It's possible depending on when they requested
19   pricing and whether there was a peaking resource included
20   in the Integrated Resource Plan.
21        Q.   So, in the current IRP, is there a peaking
22   resource included in the resource sufficiency period?
23        A.   No.  There's no deferrable resource included
24   until 2028.
25        Q.   Okay.  So, there's nothing until 2028?
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 1        A.   Yes.
 2        Q.   So, if a QF entered into a 20-year contract,
 3   how many years out does 20 years ago?
 4        A.   From today?
 5        Q.   Yeah.
 6        A.   20.
 7        Q.   What's that?
 8        A.   20.
 9        Q.   And what year does that get us to?
10   Simple math here.
11        A.   2035.
12        Q.   Okay.  So, if a QF entered into a 20-year
13   contract, they would be paid some resources based on the
14   costs of a net, a new thermal resource acquisition
15   starting in 2027 or 2028?
16        A.   That's correct, yes.
17        Q.   And if a QF entered into a three-year contract,
18   they would not?
19        A.   Under the current preferred portfolio, yes,
20   correct.
21        Q.   So, in the past, has the portfolio included
22   a peaking resource, say, between a four- to seven-year
23   period out?
24        A.   I'm not sure the preferred portfolio has ever
25   had a peaking resource in it, but there have been gas
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 1   plants that have been three to four years out.
 2        Q.   Okay.
 3        A.   In fact, back in the 2010, '11, '12 IRPs, we
 4   had gas plants stacked up in '14, '15, '16, '18.
 5   There was a whole line of combined central gas plants
 6   that were to be built that subsequently were deferred
 7   and not built.
 8        Q.   And those were three, four, five years out?
 9        A.   At the time, yes.
10        Q.   So, if the QF had entered into -- if you had
11   three-year pricing in effect or three-year contract terms
12   in effect at that point and the QF entered into a
13   three-year contract, they would not be paid based on the
14   thermal resource because that's three to four years out.
15             The contract only goes three years?
16        A.   Correct.
17        Q.   So, if that QF renewed its contract in three
18   years and the next thermal resource acquisition was out
19   again another three years, they again would not be paid
20   rates based on the thermal resource acquisition?
21        A.   Yes, that's correct.  That's a concern that I
22   considered as well, that if you only have a three-year
23   contract term, you're never going to catch up to the
24   resource deficiency period because the Company will go
25   out and acquire that resource when it needs it.
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 1             And I would agree with that issue.  I would
 2   agree that Mr. Peterson's proposal somewhat addresses
 3   that issue with how he calculated the capacity payment
 4   for five years.
 5        Q.   Thank you.  I appreciate you agreeing to that
 6   issue.  Now, that cuts off the rest of my questions on
 7   that point.  Have you read the testimony, the rebuttal
 8   testimony of Nathan Rich on behalf of the Renewable
 9   Energy Coalition, REC?
10             (Recess taken)
11             THE HEARING OFFICER:  Okay.  We're back on the
12   record.  We'll continue with Mr. Sanger.
13   BY MR. SANGER:
14        Q.   Thank you.  I think my last question was
15   whether you read the rebuttal testimony of Nathan Rich
16   on behalf of Renewable Energy Coalition; correct?
17        A.   Yes.
18        Q.   And does his company or his district sell power
19   to PacifiCorp?  Do they have a current contract with the
20   company?
21        A.   I believe they do.  I'm not as familiar with
22   our smaller QF contracts but I believe they do.
23        Q.   So, in his testimony he describes his project.
24   He describes it as a 300 kilowatt project.  So, you're
25   not familiar with that contract?  You don't remember it?
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 1        A.   No.  I'm familiar with this project, though.
 2        Q.   Okay.  Do you remember in his testimony where
 3   he talked about needing or entering into an 11-year PPA?
 4        A.   Yes, I recall that.
 5        Q.   And is this project a wind or solar project?
 6        A.   No, it's not.
 7        Q.   Now, can you refer to your rebuttal testimony
 8   on page 21?  In this rebuttal testimony, you discuss the
 9   difference between small and large QFs and you discuss
10   the Company's concern, the Company's more concerned with
11   larger QF contracts.  Is that still the case?
12        A.   Yes, that's correct.
13        Q.   So, what's the difference in your mind between
14   small and large QF contracts?  Why do you have a lower
15   concern for the smaller contracts?
16        A.   The primary difference is that -- so, the
17   smaller contracts, if we're calling small less than three
18   megawatts, the smaller contracts are subject to Schedule
19   37.  And that particular tariff has a cumulative
20   25-megawatt cap in the tariff.
21             And the Company files that tariff once per
22   year, typically.  And so, under that tariff, the Company
23   will receive no more than 25 megawatts worth of projects
24   each year.  And if there are requests exceed that amount,
25   then the Company would need to file another tariff.
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 1             And i'm getting to the answer here.
 2   The primary concern with fixed-price risk is magnitude.
 3   And so, 25 megawatts worth of QFs do carry some
 4   fixed-price risk with a 20-year contract but that
 5   magnitude is reasonable.
 6             Two thousand megawatts of fixed-price risk
 7   perhaps is not reasonable.  And that goes back to my
 8   earlier comments where I'm not sure what that number
 9   would be but the 25-megawatt cap in Schedule 37
10   significantly decreases the fixed-price risk for those
11   types of QFs.
12        Q.   And that's even more so for a 300-kilowatt
13   project?
14        A.   Yes.  That would be much less than the 25
15   megawatts.  So, that risk would be further diminished.
16        Q.   And moving on to your testimony at the bottom
17   of the page 21, you talk about, you do not agree with the
18   recommendation that capacity payments would apply to
19   existing QFs even if the Company does not have a forecast
20   capacity need during the three-year term.
21             And you then state that there's no guarantee
22   that a QF will sell power to the Company at the
23   expiration of any contract term.
24             And that is your testimony; correct?
25        A.   That's correct.
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 1        Q.   Now, are you aware that in the Integrated
 2   Resource Plan that the Company plans on small QFs
 3   renewing their contracts?
 4        A.   Yes.  I believe that has been the practice.
 5   I'm not sure if it continues to be the practice.
 6        Q.   And at least historically, the Company has for
 7   the entire 20-year planning horizon assumed that the
 8   small QFs will continually renew their contracts?
 9        A.   I believe that's correct.
10        Q.   So, in, say, 2027 or 2028, the Company is
11   counting on a small QF being there and selling power
12   to it in the IRP for the entire 20-year horizon which
13   we determined would be out to year 2035?
14        A.   Yes.  If that's the treatment, then yes,
15   it would.  And again, the magnitude plays a pretty
16   material role in that as the small QFs all added up
17   equate to a fairly small amount of megawatts.
18        Q.   And you participated in the Idaho Public
19   Utilities Commission proceeding in which the Company
20   also requested a three-year contract term?
21        A.   Yes, I did.
22        Q.   And did the Idaho Public Utilities Commission
23   treat small base-load QFs differently than wind and solar
24   QFs?
25        A.   They did.  They call it published-rate
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 1   contracts as opposed to small or Schedule 37.  That's
 2   their distinction.  But the published rate which are the
 3   small projects which I believe are ten average megawatts
 4   and below for hydro and base load and a hundred kilowatts
 5   and below for wind and solar, those projects continue to
 6   receive 20-year contract terms while the non-published
 7   rates which would be anything above that were limited to
 8   a two-year contract term.
 9        Q.   And did the small projects also, are they also
10   entitled to capacity payments in their contract renewals?
11        A.   Currently that's the methodology in Idaho, yes.
12        Q.   And the resolution of that proceeding where
13   small QFs obtained 20-year contracts instead of the
14   shortened contract term, would that sort of distinction
15   between small and large QFs, would that be a reasonable
16   resolution?  I know that's not the Company's position
17   but is that within the zone of reasonableness that the
18   Company could accept?
19        A.   Yes.  I would agree that's reasonable in that
20   the primary concern that the Company has in this docket
21   is protecting customers from fixed-price risk.
22             And fixed-price risk really rose with the
23   magnitude of megawatts.  And with the small projects
24   being limited to 25 megawatts cumulative for each year,
25   that risk is much smaller.
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 1             MR. SANGER:  No further questions.
 2             THE HEARING OFFICER:  Thank you.  Ms. Hogle,
 3   any redirect?
 4                     REDIRECT EXAMINATION
 5   BY MS. HOGLE:
 6        Q.   I just have a few.  Thank you.  Mr. Clements,
 7   Mr. Ritchie in earlier cross-examination asked you about
 8   the Company's forecast used to justify the acquisition
 9   of capital additions.  Do you recall that discussion?
10        A.   I do, yes.
11        Q.   So, when the Company purchases fuel for those
12   capital additions, does the Company execute long-term
13   contracts or does the Company execute short-term
14   contracts?
15        A.   For the natural gas plants, typically the
16   contracts are short term in nature within the 36-month
17   hedging horizon that I spoke of unless there is a
18   specific economic opportunity that's well vetted before
19   all stakeholders which occurred.  The Company did go out
20   and acquire some ten-year fixed-price gas at a very small
21   volume.
22             But typically the gas plants are not hedged
23   beyond the 36-month time period.  There are some coal
24   contracts that go longer in nature which is the nature
25   of most coal supply agreements.  But for gas, no.
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 1        Q.   And in cross-examination, you were also asked
 2   whether you could quote a decision where a court or
 3   commission limited a QF term and found that this does not
 4   violate PURPA.  Do you recall that line of questioning?
 5        A.   I do.
 6        Q.   Is it your understanding that on
 7   reconsideration, the Idaho Commission just very recently
 8   affirmed its earlier order that PURPA in its implementing
 9   regulations do not require a specific number of years or
10   establish a certain time period for PURPA contracts?
11        A.   Yes.  The Idaho decision which was upheld on
12   reconsideration by the Idaho Commission, they made it
13   clear that the Commission did have the legal right to
14   set the contract term.
15        Q.   And do you recall another decision in the
16   country where that was found to be the case?
17        A.   Yes.  I couldn't recall it previously and
18   didn't want to get the details wrong, but there was an
19   excellent wind case or a case involving Exelon Wind in
20   Texas where the 5th Circuit upheld a Texas Commission
21   decision which allowed the local utility there to limit
22   the contract term for firm sales.
23        Q.   Okay.  Mr. Clements, you were also asked about
24   your position on the hedging guidelines and what ensued
25   as a result of the hedging collaborative.
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 1             Do you recall that line of questioning?
 2        A.   Yes.  Very much.
 3        Q.   Do you know what the Company's current risk
 4   management and training policy is with respect to
 5   contract term?
 6        A.   Yes.  So, the traders who manage our position
 7   on a daily basis are limited to 36 months for natural gas
 8   and electricity hedges, and they cannot exceed that
 9   amount without upper management approval or on the case
10   of natural gas, there's additional requirements.
11        Q.   And why did the Company limit the term for
12   those hedges?
13        A.   So, the Company had a similar term, it was
14   slightly longer, I believe 48 months, but they limited it
15   to 36 months primarily, again, in response to the hedging
16   collaborative.  And without getting into the weeds of
17   that discussion again, it was primarily in response to
18   stakeholders saying, we don't want you, Company, to take
19   long-term fixed-price positions because that introduces
20   price risk that we don't want customers to bear.
21             And I know there are a lot of details that
22   Mr. Dodge and I discussed in that particular
23   collaborative, but that policy was put in place in
24   response to that stakeholder desire to limit the
25   fixed-price exposure to customers.
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 1        Q.   Okay.  In cross-examination, you were also
 2   asked about the ratepayer indifference standard and
 3   Utah's policy to encourage the development of small
 4   power production.
 5             Do you recall that line of questioning?
 6        A.   I do.
 7        Q.   Is it your understanding that the must-purchase
 8   obligation and the exemption of QFs from federal and most
 9   states, most federal and most state laws and regulations
10   are built-in provisions within PURPA that serve to
11   encourage the development of small power production?
12        A.   Yes.  And that's where the Commission has the
13   ability to implement PURPA in a manner it sees fit and it
14   strikes a balance between encouraging the development
15   which is consistent with Utah statute and protecting
16   customers which is consistent with PURPA legislation
17   that requires ratepayer indifference.  And sometimes
18   that requires a policy decision.
19             And an example of that is the ownership of
20   renewable energy credits.  I believe in the order in the
21   12-035-100 docket, the Commission actually referenced
22   that portion of code -- I may be wrong but that's my
23   recollection -- as one of the reasons why the RECs
24   should stay with the QF.
25             And so, the Commission can determine what's
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 1   fair within its purview.  And in my opinion, it's not
 2   fair to customers to saddle them with a limitless amount
 3   of fixed-price risk.  And I believe that would be
 4   consistent with Utah statute and with PURPA.
 5        Q.   One last question, Mr. Clements.
 6             Would you agree with me that another policy
 7   of the state of Utah is to have a target amount of
 8   qualifying electricity?
 9        A.   A target amount of renewable electricity?
10        Q.   Yes.
11        A.   Yes.  A renewable portfolio goal I guess you
12   would call it.  RPG.  I don't know what the official term
13   is.
14        Q.   And would you agree with me that that goal,
15   pursuant to Utah statute and that the statute indicates
16   expressly that it should be met or it's a goal provided
17   that the renewable energy is cost effective?
18        A.   Yes.  There is the customer protection that
19   that energy needs to be cost effective.  And it also
20   highlights the issue I raised earlier where, I'm not sure
21   that a QF would meet that requirement because we do not
22   get the renewable energy credit.
23             And again, we don't know all the details about
24   how that's going to work out with the Utah clean power
25   act and some of the other environmental issues coming
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 1   down the road, but not getting the environmental
 2   attribute from QFs will certainly be an issue.
 3             MS. HOGLE:  Thank you.
 4             THE HEARING OFFICER:  Any recross from the
 5   Division, Mr. Jetter?
 6             MR. JETTER:  No.  Thank you.
 7             THE HEARING OFFICER:  Mr. Moore?
 8             MR. MOORE:  No.
 9             THE HEARING OFFICER:  Ms. Dutton?
10             MS. DUTTON:  No.
11             THE HEARING OFFICER:  Mr. Ritchie?
12             MR. RITCHIE:  No.
13             THE HEARING OFFICER:  Mr. Dodge?
14             MR. DODGE:  No.
15             THE HEARING OFFICER:  Could we have somebody
16   close that door in the back?
17             (Brief break)
18             THE HEARING OFFICER:  Mr. Sanger?
19             MR. SANGER:  No.
20             THE HEARING OFFICER:  Thank you, Mr. Clements.
21   You're excused.  Oh, yes.  Sorry.  Commissioner White?
22             COMMISSIONER WHITE:  None for me, Chair Lavar.
23             THE HEARING OFFICER:  Okay.
24             Commissioner Clark?
25                         EXAMINATION
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 1   BY COMMISSIONER CLARK:
 2        Q.   I want to take you back to your conversation
 3   with Mr. Sanger about IRP planning and QFs with
 4   short-term contracts.  And I'd like you to, rather than
 5   look historically to look prospectively, assuming that
 6   the application is granted and that the maximum term
 7   is adjusted to three years.
 8             Has the Company determined how it would address
 9   the capacity related to QF projects under these
10   short-term contracts from an IRP perspective, how it
11   would address them in its planning?
12        A.   In terms of whether the Company would assume
13   they would continue?
14        Q.   Well, I think that's probably the fundamental
15   question, yes.
16        A.   I think we would have to evaluate that on a
17   project-by-project basis.  Some projects have shown an
18   inclination to sell to other parties while some projects
19   have made it clear that they have no other market
20   alternatives.  So, we would have to look at that and
21   determine what's most appropriate in that scenario.
22        Q.   Do you see any system reliability issues
23   related to this scenario from a planning perspective
24   going forward?
25        A.   I do.  And without rehashing what ground we've
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 1   covered in the 12-035-100 docket, we allow this partial
 2   displacement method where we say that a solar or a wind
 3   project can partially displace the gas plant in 2028.
 4             If we have enough QF projects come on, wind and
 5   solar let's say, arguably, you could displace that entire
 6   resource on paper through the method.  Yet, I'm not sure
 7   that three or four thousand megawatts worth of wind and
 8   solar are going to provide the capacity products that we
 9   would get from that from that gas plant such as operating
10   reservations, load following services, voltage control,
11   some of those things that might be required.
12             And so, from a reliability standpoint, yes,
13   I do have concerns about replacing some of the base-load
14   dispatchable units with non base-load intermittent
15   resources, yes.  I apologize for the lengthy answer
16   there.
17             COMMISSIONER CLARK:  That's all my questions.
18   Those are all my questions.
19             THE HEARING OFFICER:  Thank you.  And I don't
20   have anymore.  So, thank you, Mr. Clements.
21             THE WITNESS:  You're welcome.
22             THE HEARING OFFICER:  Ms. Hogle?
23             MS. HOGLE:  The Company rests.
24             THE HEARING OFFICER:  Thank you.  Mr. Jetter?
25             MR. JETTER:  Thank you.  The Division would
0115
 1   like to call Charles Peterson as its witness.
 2             THE HEARING OFFICER:  Mr. Peterson, do you
 3   swear to tell the truth?
 4             THE WITNESS:  Yes.
 5             THE HEARING OFFICER:  Thank you.
 6                      CHARLES PETERSON,
 7               having first been duly sworn, was
 8               examined and testified as follows:
 9                      DIRECT EXAMINATION
10   BY MR. JETTER:
11        Q.   Good morning, Mr. Peterson.  Would you please
12   state your name and occupation for the record today?
13        A.   Yes.  Charles E. Peterson, P-e-t-e-r-s-o-n.
14   And I'm a technical consultant for the Division of
15   public Utilities.
16             (DPU Direct, Rebuttal, and Surrebuttal
17   Testimony of Charles Peterson Identified)
18   BY MR. JETTER:
19        Q.   Thank you.  And in the course of your
20   employment with the Division of Public Utilities,
21   have you had the opportunity to review the application
22   filed by the Company and after doing so, have you created
23   or caused to be created and filed with the Commission
24   direct, rebuttal, and surrebuttal testimony in this
25   docket?
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 1        A.   Yes, I have.
 2        Q.   Are there any corrections that you would like
 3   to make in any of those?
 4        A.   None that I'm aware of.
 5        Q.   And if you were asked the same questions today
 6   that are contained in those three prefiled testimony
 7   documents, would your answers be the same?
 8        A.   Yes.
 9             MR. JETTER:  Thank you.  With that,
10   the Division would move for the admission of Charles
11   Peterson's direct, rebuttal, and surrebuttal testimony
12   into the record in this hearing.
13             THE HEARING OFFICER:  If any party objects to
14   that, please indicate.  Hearing no objection, that will
15   be entered.  Thank you.
16             (DPU Direct, Rebuttal, and Surrebuttal
17   Testimony of Charles Peterson Admitted)
18   BY MR. JETTER:
19        Q.   Thank you.  Mr. Peterson, have you prepared a
20   brief summarization of the position of the Division
21   of Public Utilities in this matter?
22        A.   Yes, I have.
23        Q.   Please go ahead.
24        A.   I think it's still morning.  So, good morning
25   commissioners.  The Division generally supports
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 1   PacificCorp's request to reduce the maximum contract term
 2   for QF power purchase agreements.
 3             As noted by Mr. Clements, the Company has
 4   experienced an extraordinary increase in QF applications
 5   in the last couple of years, something that was not
 6   foreseen by anyone a few years ago.
 7             The problem is the potential to lock in
 8   substantial amounts of intermittent, nondispatchable
 9   resources at long-term prices while at the same time
10   holding dispatchable resources as backup.  The long-term
11   prices create risk to ratepayers, something that you've
12   heard a lot about so far.
13             As a way to mitigate the problems that could
14   arise as a substantial portion of the QFs get built
15   including likely higher prices to ratepayers, PacificCorp
16   is proposing reducing the maximum QF contract term from
17   20 to three years.
18             For reasons set forth in my direct testimony,
19   the Division is suggesting a modification of the
20   Company's proposal to a five-year term but also to allow
21   a QF to receive capacity contribution payments over the
22   five-year term as based upon the present value of the
23   capacity over 20 years similarly to the way it's done
24   now.
25             Every five years the pricing would be updated
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 1   including the capacity payments.  Other parties in this
 2   docket have uniformly opposed making any change to the
 3   status quo.  However, in my opinion, none have proposed
 4   an alternative solution to the potential problems faced
 5   by the Company other than to suggest that low avoided
 6   cost pricing would eventually discourage developers.
 7             The prediction of what that low avoided cost
 8   price level is by one intervenor expert witness has
 9   already failed.  Generally, the opponents of a change
10   make three arguments.
11             One, PacificCorp and Utah generally needs all
12   the renewable generation resources it can get to mitigate
13   various environmental concerns and the federal and state
14   laws set a policy to support renewable resource
15   development.
16             Two.  Renewable resources are substantially
17   just like Company-acquired resources in that the use of
18   avoided cost pricing and the Company's IRP to determine
19   the next deferrable resource makes it irrelevant whether
20   the resource is acquired today or in 2028 or later.
21             And three, reducing the maximum contract term
22   will make it nearly impossible for QF developers to
23   obtain financing, thereby reducing QF developments
24   in Utah to essentially zero.
25             The Division does not believe that federal and
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 1   state policies contemplated the occurrence of
 2   unrestrained limitless development of renewable
 3   resources.  You can get too much of even a good thing,
 4   and the Division is concerned that we may be heading down
 5   that road.  Proponents of the Company's proposal strain
 6   to show that QF development is just like Company-acquired
 7   resources.  They emphasize some similarities but largely
 8   ignore or downplay the differences.
 9             For example, the Company has to pay power when
10   the QF generates it no matter whether or not the power
11   is needed on that day and hour and whether the cost is
12   economic.
13             Company-acquired resources aside from the
14   Company's own renewable resources can generally be
15   dispatched when it is needed or when it is economic
16   to do so.
17             As I've indicated in my testimony, the Division
18   believes that the financing issue is overstated; that is,
19   there are possibilities for financing if a developer
20   wants to pursue them.
21             Of course a developer cannot be forced to
22   pursue alternative financing or do anything at all if it
23   doesn't want to.  The Division does recognize that the
24   20-year term is a benefit to developers and that reducing
25   that benefit will likely reduce development.
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 1             In Docket Number 03-035-14, PacificCorp witness
 2   Bruce Griswold supported the 20-year contract term limit
 3   versus a request for 35 years as, quote:
 4             "... an appropriate balance between a term that
 5        allows the QF to secure financing and limiting the
 6        risks that accompany long range power price
 7        forecasting."
 8             The Division believes that it may be time to
 9   reevaluate whether this balance between benefiting QF
10   developers with 20-year contracts and the risks assumed
11   by ratepayers that Mr. Griswold testified to ten years
12   ago is still intact.
13             The Division's position can be questioned
14   regarding a couple of other issues.
15             First, the Division has in the past not opposed
16   longer contract terms in an effort to be supportive of
17   the relatively few renewable QF projects that have come
18   through and focused on assuring that the contract pricing
19   appropriately reflected avoided costs and the methodology
20   that was approved by the Commission and, to a lesser
21   extent, other contract terms that seem to affect whether
22   or not ratepayers can rely on the projects being built
23   in a timely fashion.
24             Second, the Division suggested an alternative
25   to a term of five years but with a capacity payment based
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 1   upon a 20-year forecast as is done today has been
 2   criticized for contradicting the ratepayer indifference
 3   standard since the developer could be paid for a capacity
 4   payment as if it were going to be in place for 20 years
 5   but then opt out after as few as five years.
 6             This part of the Division's proposal is not
 7   consistent strictly speaking with ratepayer indifference.
 8             However, if the Commission orders a reduction
 9   in the contract term, then ratepayers would still be
10   better off generally.
11             And under that condition, the Division believes
12   that it is appropriate to give some additional
13   encouragement to renewable developers beyond the must-buy
14   requirement of PURPA which also is a benefit to
15   developers.
16             At this time, the Division believes that the
17   risk of a QF developer opting out after five or 10 years
18   is small based upon the fact that the developer has
19   chosen the QF route to begin with as the best option
20   available to it.  But of course the future will likely
21   be different than anyone of us expects.
22             And that concludes my statement.
23             MR. JETTER:  I have no further questions for
24   Mr. Peterson.  He's available for the parties to
25   cross-examine.
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 1             THE HEARING OFFICER:  Okay.  Thank you.
 2             Ms. Hogle, do you have any cross-examination?
 3                      CROSS-EXAMINATION
 4   BY MS. HOGLE:
 5        Q.   Just a couple.  Mr. Peterson, you were in the
 6   room when Mr. Dodge was asking Mr. Clements about his
 7   recollection of the scope of the hedging collaborative
 8   workshops.  Do you recall that?
 9        A.   Yes.
10        Q.   Did you participate in those hedging
11   collaboratives?
12        A.   Yes.
13        Q.   Can you tell us what your recollection was with
14   respect to the scope of the hedging collaboratives?
15        A.   My recollection is is that the intention of the
16   hedging collaborative was to limit the Company to
17   36-month contracts.  And these also included not only
18   financial contracts; swaps, typically, but also the
19   physical commodity contracts.
20             And in fact, I've also participated in the
21   Division's review and audit of the Company's annual
22   energy balancing account filings, and the Division's
23   audit is consistent with the view I just stated.
24             We look at the physical as well as the
25   financial transactions that the Company entered into
0123
 1   and we attempt to verify that they are consistent not
 2   only with the 36-month term limit but also with the
 3   percentages that the collaborative restricted the
 4   company to over that 36 months.
 5        Q.   So, there's no distinction between gas and the
 6   electricity hedging contracts; is that correct?
 7        A.   In the Division's view and in the way that
 8   we have applied it to the energy balancing account,
 9   the answer is no.
10             MS. HOGLE:  Thank you.
11             THE HEARING OFFICER:  Is that all?
12             MS. HOGLE:  Yes.
13             THE HEARING OFFICER:  Mr. Moore?
14             MR. MOORE:  The Office has no questions.
15   Thank you.
16             THE HEARING OFFICER:  Ms. Dutton?
17             MS. DUTTON:  Utah Clean Energy has no
18   questions.
19             THE HEARING OFFICER:  Mr. Ritchie?
20             MR. RITCHIE:  No questions.  Thank you.
21             THE HEARING OFFICER:  Mr. Dodge?
22             MR. DODGE:  Sorry.  I do have some.
23             THE WITNESS:  I'm not surprised.
24                      CROSS-EXAMINATION
25   BY MR. DODGE:
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 1        Q.   Mr. Peterson, first I'd like to clarify your
 2   testimony.  It is not your testimony here that reasonable
 3   financing terms are available to a developer of a
 4   renewable energy project with a five-year PPA;
 5   is that correct?
 6        A.   It is correct, but I cannot specifically
 7   identify that those terms are available.
 8        Q.   In fact, in response to a data request from the
 9   Coalition, you said we were mischaracterizing your
10   testimony because it's not your position, you haven't
11   taken the position whether reasonable financing would be
12   available on a five-year term; correct?
13        A.   That's correct.  Specifically, I answered that
14   we think that the financing world has changed from where
15   it was ten years ago when the Commission previously
16   reviewed this issue.
17        Q.   Right.  And I'd like to go through that with
18   you briefly, but first of all, you also complained that
19   there's been no hard evidence that there's not available
20   financing.  You said that in your testimony;
21   is that right?
22        A.   I did say that but I also have subsequently
23   provided examples where such short-term contracts or
24   shorter term than 20-year contracts have been entered
25   into.
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 1        Q.   And we'll talk about that in a minute.
 2             You understand that asking intervenors to
 3   provide hard evidence that financing is available or that
 4   financing would not be available with a short-term PPA
 5   is asking them to prove, A, a negative and, B,
 6   a situation they haven't faced before.
 7             Do you understand those two things?
 8        A.   Well, in the sense that I'm asking them to
 9   approve a negative, it may be difficult for them to do
10   so, although I can conceive of a scenario in which they
11   might be able to demonstrate it with a high probability.
12   But then the alternative is is to show that they have
13   been financing less than 20 years.
14        Q.   And we'll talk about that.
15             You also understand that the proponents of the
16   change to a policy have the burden of proof.
17             You understand that, too; do you not?
18        A.   Yes.
19        Q.   You said you believe that there is some
20   evidence that perhaps financing might be available to
21   short-term PPAs.  And I want to go through each of your
22   examples and let's talk about it.
23             But let me start by saying, let's say that
24   you were persuaded that there will be zero QF renewable
25   projects done in Utah for so long as there were a three-
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 1   or a five-year term.  Let's pretend as a hypothetical.
 2        A.   So, that's the sole reason that there would not
 3   be --
 4        Q.   Because of the term.
 5        A.   Okay.
 6        Q.   Because of the three- or five-year term,
 7   the projects that are now being developed wouldn't have
 8   been developed and the projects that might come forward
 9   in the future won't be.
10             Let's assume that as a fact, recognizing we
11   don't have that evidence one way or the other.
12             If that were the case, would your view be that
13   the Company's proposal or the Division's proposal to
14   limit the term would be consistent with Utah statute that
15   states the state policy to encourage the development
16   of these types of projects?
17        A.   I think that the Division or the Company's
18   burden of proof would be higher to show that it was still
19   consistent if -- solely because of the reduction in turn,
20   there would be exactly zero development made or that it
21   would even be possible for zero development to be made
22   or more than zero development.  I think that would be
23   concerning, yes.
24        Q.   You complain that there's no hard evidence.
25   But I'd like to talk for a minute about the evidence that
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 1   is in the record.  First of all, you've seen evidence in
 2   the record that 20-year PPAs for QFs is the industry
 3   standard throughout the country.
 4             You've seen that testimony?
 5        A.   I believe I have seen that stated.  I don't
 6   dispute that that would be the common contract language.
 7        Q.   We know from experience in Utah that a 20-year
 8   PPA, at least in the last two years, has been sufficient
 9   to encourage the development of renewable projects and
10   get projects financed and constructed; correct?
11        A.   All the QFs that I have -- contracts that
12   I have reviewed are 20-year contracts.
13        Q.   And so, that is working.  We know that 20 years
14   is working ing to encourage it.  But there's no evidence,
15   is there -- well, I'm not going to ask that question
16   because we're going to go through that now.
17             You accept that -- you're not a financing
18   expert, is that right, of renewable energy projects?
19        A.   I have not worked in that arena of financing
20   renewable energy projects.
21        Q.   And you accept that every witness in this
22   docket who can claim to be an expert in actual financing
23   renewable projects has said they won't be able to get
24   them developed if the term is reduced to three or five
25   years.  You're aware of that testimony; right?
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 1        A.   Well, I'm aware, yes.
 2        Q.   Okay.  Now, you've indicated several times
 3   in your testimony here -- excuse me, in your prefiled
 4   testimony and in your summary that you think there's some
 5   evidence that the financing situation might be changing
 6   for renewable projects; right?
 7        A.   Yes.
 8        Q.   I'd like to walk through that evidence that you
 9   cited and talk about whether that does provide any
10   support for the notion that short-term PPAs are
11   financeable for renewable projects.
12             First of all, you reference the concept of
13   yieldco; correct?
14        A.   Yes.
15        Q.   Do you understand that yieldcos are an
16   alternate form of sponsor equity in a project as opposed
17   to either tax equity or debt?
18        A.   I understand that there are various flavors of
19   yieldcos and but, basically, the developer can sell his
20   project into a yieldco possibly making a profit on the
21   sale and then receive dividends back out from the
22   yieldco.
23        Q.   I guess, let me ask my question more directly.
24             Do you understand that an entity that uses a
25   yieldco to help finance a project typically also has to
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 1   obtain debt from more traditional debt sources?
 2        A.   Yes.  I understand that there is debt and
 3   equity involved in both the developing company or
 4   sponsoring company and in the yieldco.
 5        Q.   So, when you point to the fact that the yieldco
 6   may be a new financing option, you understand that a
 7   developer has to come up with a combination of debt and
 8   equity to make the project work, that will make the
 9   project work; correct?
10        A.   Presumably, yes.
11        Q.   You also understand, do you not, that an
12   investor or a lender would view a PPA with five years
13   as having greater risk than a PPA with 20 years fixed
14   prices?
15        A.   Generally, yes.
16        Q.   And with increased risk, investors or lenders
17   expect higher rates; do they not?
18        A.   That would be the traditional financial theory.
19        Q.   You specifically referenced one of the
20   participants in the Coalition that I represent,
21   SunEdison, and their use of yieldcos.
22             And you reference to the fact that they were
23   going to maintain a portfolio of projects for a certain
24   period of time and then potentially drop it into a
25   yieldco; right?
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 1        A.   Yes.
 2        Q.   You understood, did you not, that the average
 3   remaining length of term for all of those PPAs that were
 4   involved in that particular transaction was 18 years?
 5        A.   Yes.  That's what the news release said.
 6        Q.   And that was remaining years presumably at the
 7   time the PPAs were entered -- did you understand these
 8   PPAs were entered into by a utility and they were being
 9   purchased from them?
10        A.   Yes.  I understood that.  And the 18 years is a
11   weighted average.  So, there would have been contracts or
12   projects there that would have had presumably more or
13   less than the 18 years.
14        Q.   Left; correct?
15        A.   Left.
16        Q.   You don't know whether every one of them, when
17   initially financed and built, was a 20-year or a 25 or
18   some other number?  What you know is what's left at the
19   time of the transaction according to the report was
20   18 years; right?
21        A.   That's correct.
22        Q.   And you pointed out that Sun Edison's CEO or
23   CFO, I forgot which, had indicated that maybe those would
24   be held within the Company for up to seven years and at
25   some point perhaps dropped into a yieldco; is that right?
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 1        A.   It was the CEO as I understand it, to make that
 2   clarification.  Yes.  The Company Sun Edison has created
 3   yet another vehicle which contained a warehouse to hold
 4   the purchase of these assets and the financing is
 5   provided over a seven-year term.  I think JP Morgan was
 6   the funder of that financing.
 7             And the intention certainly is is to drop those
 8   projects into the yieldco as the yieldco is able to
 9   purchase the amount of the warehouse.  That's my
10   understanding of what's going on there.
11        Q.   But didn't you suggest that because they could
12   be held as long as seven years in that warehouse before
13   being dropped into the yieldco, meaning that there would
14   be a weighted average of 11 years left of that time,
15   that that somehow demonstrated that financing an
16   11-year PPA might be possible?
17        A.   Yes.  And I'd be happy to explain my thinking
18   about that.  What that demonstrates is is that a yieldco,
19   when it receives a project, is not requiring that the
20   project already have or have a 20 years remaining which
21   also suggests to me that there is no magic number that
22   the yieldco has to have a 20-year contract when it first
23   acquires the project or even an 11-year contract when it
24   first acquires it.
25             The idea is is that the yieldco acquires a
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 1   project with the remaining contract that may be just a
 2   remaining but it can be as low as 11 years or, depending
 3   on what the original contract term distribution was,
 4   it could be under ten years.
 5        Q.   But you understand, do you not -- let's pretend
 6   for a moment, another hypothetical, that each of those
 7   projects that you're referencing was a 20-year PPA.
 8   Now it's sold with 18 years left, and then you're saying
 9   maybe with 11 years left it's dropped into a different
10   yieldco financing mechanism.
11             You understand that the investment at year one
12   for a 20-year PPA -- I'm going to make up a number,
13   it may have been $100 million.  Two years later the
14   remaining investment that has to be recovered might be
15   lower than that, 18 -- you know I said a 100 million.
16   $90 million.  Let's just pretend.
17             Seven years later when there's only 11 years
18   left, the remaining investment might only be $50 million;
19   right?  In other words, the amount that the investor
20   is putting at risk is going to change as the project
21   depreciates and that investment is already recovered;
22   correct?
23        A.   Well, that depends on -- you're making a lot of
24   assumptions there.  But the value -- I'll go this far
25   with you.  The value of the project will be different
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 1   for a -- if it has a 20-year PPA than if it has an
 2   11-year PPA, but my point is is that the yieldco and its
 3   investors -- and the yieldco has a separate set of
 4   investors who financed it -- are willing to take in
 5   projects, apparently, with contract terms that are
 6   potentially much less than the 20 years that you're
 7   proposing.
 8        Q.   But the risk is also half as much or almost
 9   half as much 11 years in.  The remaining amount to be
10   collected is reduced significantly.  The risk is reduced
11   significantly, and these are already constructed projects
12   that presumably required 18 or 20 years to get financed
13   and built in the first place; right?
14        A.   Well, presumably, but you've said the risk is
15   reduced.  So, that would make the value higher again
16   under typical finance theory.
17        Q.   But what we're dealing with is the
18   encouragement of the development of a QF resource.
19   Nothing about the fact that a depreciated resource
20   already built eleven, seven or eight years or nine years
21   into its life might be financeable or might be traded to
22   someone for the remaining risk, for the remaining life.
23             Nothing about that speaks to what it takes to
24   get it built in the first place; does it?
25        A.   I think that it does.  I think that it shows
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 1   that the yieldco as a financing vehicle for the
 2   sponsoring developer may be willing to accept, say,
 3   a ten-year contract as part of its portfolio.
 4        Q.   You've seen testimony, have you not, in this
 5   docket that the average PPA length of yieldco is at
 6   least, that Mr. Isern knows about, 15 to 20 years and
 7   that's about what the average yieldco PPA remaining life
 8   is?  Do you remember reading that testimony?
 9        A.   Not specifically, but if you want to represent
10   that that's what he said, then I won't dispute that.
11        Q.   He can speak to that, but the point I'm trying
12   to get to, and you seem to be resisting me -- maybe we
13   need to go through some of this -- is that yieldcos are
14   viewed as a means to provide a different kind of equity
15   for long-term PPAs that are already there for investors
16   who want to invest in them.
17             You haven't shown any testimony or any
18   evidence, have you, that a yieldco was willing to invest
19   in a short-term PPA from the get-go as opposed to buying
20   a depreciated set of assets years into the development
21   or into the development?
22        A.   Well, yieldco's are relatively new and how they
23   may evolve into the future is anyone's guess at this
24   point.  My point in bringing up the subject of yieldcos
25   is that they are a new animal that did not exist ten
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 1   years ago when the Commission last reviewed this issue
 2   of term contract term limits.  And that a yieldco might
 3   in the future as part of its overall portfolio support
 4   a contract that has five or 10 years on it is something
 5   that I can at least conceive of.
 6        Q.   As someone who's never done it; right?
 7             You could conceive of it, but you don't have
 8   any experience that would suggest that's true; do you?
 9        A.   Well, to the extent that there is evidence
10   available to this relatively new animal, I think I
11   presented evidence that yieldcos are not locked into
12   making 20-year contracts.
13        Q.   Do you accept the notion that yieldcos are
14   premised upon the fact that there are long-term PPAs with
15   creditworthy utilities backing the return and therefore
16   they can be sold to these yieldcos, these individual
17   investors who buy into the yieldco at perceived low risk
18   and relatively low rates at least right now?
19             Is that consistent with what you understand of
20   yieldcos?
21        A.   Well, I think that's consistent with what some
22   yieldcos are aiming at, but I've read also where there's
23   been complaints already in the media where yieldcos have
24   taken in projects that maybe are not what -- or maybe not
25   the quality that have been expected.
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 1        Q.   And indeed, if they started taking in five-year
 2   PPA projects, there would probably be a lot of
 3   complaining about lack of long-term stability and
 4   high risk; right?
 5        A.   Well, it would depend on what portion of the
 6   portfolio it was.
 7             MR. DODGE:  May I approach?
 8             THE HEARING OFFICER:  Yes.
 9   BY MR. DODGE:
10        Q.   I'd like to hand you -- and I have all of them
11   if you'd like to look at them.
12             Mr. Peterson, in your testimony, you provided
13   web sites, links to web sites for five or six articles
14   describing this new yieldco entity; correct?
15        A.   Yes, I did.
16        Q.   This new yieldco concept?
17        A.   Right, in order to provide some background
18   information.
19        Q.   And I trust you read through those articles?
20        A.   Yes.
21             (RMCRE Cross Exhibit-3 Identified)
22   BY MR. DODGE:
23        Q.   And I have the entire articles here if you'd
24   like to see them in context.  What I've done in this that
25   I'd ask to be marked Coalition Cross Exhibit-3 I believe,
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 1   what I've done is highlighted certain paragraphs from
 2   several of those articles.  And I'd like to see if you
 3   understood this as you talked about yieldcos.
 4             And I turn to the first one which was in this
 5   Social CSP Today.  And in the highlighted part, I'd like
 6   to read it and you tell me if this is consistent with
 7   your understanding.
 8             "Yieldcos are essentially publicly-traded
 9        holding companies which bundle assets that produce
10        a steady and predictable flow of income, such as
11        energy plants, that have long-term distribution
12        agreements."
13             Did I read that correctly?
14        A.   Yes.
15        Q.   The next highlighted part:
16             "While they can face many uncertainties during
17        bidding, permitting and development, once they are
18        connected to the grid their cash flows are low-risk,
19        because they typically generate a steady income from
20        20 or 25-year PPAs or tariffs, once in operation."
21             Now, is that consistent with your understanding
22   that yieldcos are viewed as low risk because they have
23   long-term PPAs?
24        A.   I would agree that that's what the statement
25   says.
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 1        Q.   And again, these are what you cited in your
 2   testimony to explain what yieldcos are; right?
 3        A.   Right.
 4        Q.   If you'll turn to the next highlighted part,
 5   this is a Bloomberg article, the highlighted part.  And I
 6   will read it.
 7             "In thinking about how to value yieldcos,
 8        it is vital to understand that they are, at the
 9        end of the day, portfolios of projects.  Any yieldco
10        valuation has to start with a valuation of its
11        underlying projects, and any premium over that value
12        needs to be carefully justified.
13             "Most wind and solar projects have a life of
14        20 to 25 years.  Revenues over the first 15 or so
15        years are often underpinned by feed-in tariffs,
16        power purchase agreements, or long-term green
17        certificate sales arrangements."
18             Again, consistent with the notion that why
19   yieldcos have become popular is because they have
20   long-term sustainable power purchase agreements; right?
21        A.   Right.  I'll just point out that this does
22   not -- this says revenues over the first 15 years or so.
23   So, again, it's a break from the 20 years.
24        Q.   So, 15 years, they're saying at least 15 has a
25   guaranteed amount but it doesn't say anything about five
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 1   years; does it?
 2        A.   No.
 3        Q.   And we don't want to read all of these, but
 4   I'd invite you to look at the highlighted parts where
 5   they talk about the risks of yieldcos are when they drop
 6   off the end of the PPAs.  There's one here under UBS that
 7   talks about a contract tenor of ten to 20 years.
 8   They talk about significant expiration risk.
 9             I guess my point is, isn't it inconsistent with
10   the whole concept of yieldcos as you understand them
11   based on your review of these articles that putting into
12   them short-term PPAs with high risk when the goal here is
13   long-term low-risk assets that investors can invest in
14   without as a high of a return expectation as another
15   equity investor might expect?
16        A.   I would agree that the goal is to put in as
17   least risky assets as they can find and that a five-year
18   contract term is less risky or is, excuse me, is more
19   risky than a 20-year contract term.
20             MR. DODGE:  Thank you.  I'd move the admission
21   of Cross Exhibit-3.
22             THE HEARING OFFICER:  If any party objects to
23   that, please indicate.  It will be admitted.  Thank you.
24             (RMCRE Cross Exhibit-3 Admitted)
25   BY MR. DODGE:
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 1        Q.   One of the other pieces of evidence you
 2   referred to, Mr. Peterson, for the notion that financing
 3   might be changing is balance sheet financing, the
 4   possibility that a company might just choose to take
 5   a project on its own balance sheet.
 6             What if Rocky Mountain Power came in here and
 7   said, we'd like to finance a hundred percent of our next
 8   power plant with equity, would you object?  Let me add,
 9   with the equity return that they are offering.
10        A.   With the equity return that they are
11   authorized?  No, I don't think the regulatory -- I think
12   there would be objections to that and I would object to a
13   hundred percent, the equity financing as being imprudent
14   in the sense that it was not minimizing costs.
15        Q.   And that's because equity is much more
16   expensive.  Most people expect more return when their
17   equity's at risk than a debt lender who's first in line
18   to be paid back; correct?
19        A.   That's generally correct, yes.
20        Q.   And so, it would be imprudent for a utility to
21   finance a hundred percent of its investment with equity.
22             Would it not also be imprudent for a public
23   company or a privately-held company that has
24   shareholders, stakeholders, to not leverage its equity
25   in the manner you're suggesting by using balance sheet
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 1   financing?  In other words, it would be the exact same
 2   concept and would be using high-priced equity that
 3   would not allow the return that the Company's expect
 4   from thereafter.
 5        A.   Well, a balance sheet financing to me means
 6   using both debt and equity components.  So, I would
 7   expect even a Sun Edison or a similar publicly-traded
 8   company or a privately-held company would use a mixture
 9   of debt and equity in any financing they would do.
10        Q.   So, it gets back to, then, what do the debt and
11   equity markets expect in terms of financing this kind of
12   project; correct?
13        A.   Yes.
14        Q.   You also reference a few short-term PPAs and
15   I'd just like to make sure we're communicating correctly.
16   When you try and give examples of some PPAs that maybe
17   have been financed with shorter terms, you reference the
18   one in the testimony of the renewable energy Coalition
19   that you say has a 11-year contract; right?
20        A.   Yes.
21        Q.   You understand from the testimony here this
22   morning and your reading of the testimony of Mr. Rich
23   that that's a municipal solid waste combustion facility;
24   right?
25        A.   Yes.
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 1        Q.   And it was built in 1987 nearly 30 years ago?
 2        A.   Yes.
 3        Q.   And municipalities have different financing
 4   options than do private companies?
 5        A.   I pointed that out in my testimony.
 6        Q.   So, it doesn't go to show that a company trying
 7   to develop a renewable energy project can finance an
 8   eleven-year contract but it shows us one that's built
 9   and that's 30 years depreciated might be willing to sign
10   an 11-year contract; correct?
11        A.   Well, I think that it goes to the issue that we
12   are dealing with or talking about QF contracts generally
13   and not specifically about whether a private developer
14   can come in and develop an 80-megawatt QF project.
15   So, to me, the financing available to a municipality
16   or some other not-for-profit company can be completely
17   different than what SunEdison requirements are.
18        Q.   Exactly.  But it doesn't support the notion
19   than an 11-year PPA can be financed by projects that are
20   just now being constructed as opposed to one that's been
21   depreciated for 30 years, correct, this example, because
22   you used it --
23        A.   I think I would accept that, but it doesn't
24   support the idea that a new greenfield project would be
25   11 years.
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 1        Q.   You also referenced three projects in
 2   Washington that the Company referenced in a data
 3   response; correct?
 4        A.   Yes.
 5        Q.   You understand those are all under two-megawatt
 6   projects?
 7        A.   I understood that they were what we call small
 8   QFs, yes.
 9        Q.   And none was wind or solar?
10        A.   I'm not familiar with what they were.  We just
11   asked them about QF projects.  Again, the issue is not
12   necessarily what type of technology is being used.
13        Q.   Would you accept subject to check that DPU data
14   request 3.2 said how many renewable projects counted
15   under 3.2(a) above are wind or solar QF projects?
16        A.   Okay.
17        Q.   And the answer was none.
18             So, the three projects they referenced in A,
19   none of them is wind or solar.
20        A.   Okay.  I had forgotten that little tidbit.
21        Q.   And so, you don't know who did those projects,
22   how they were developed, how they were financed, why they
23   were financeable with a five-year PPA.
24             You didn't investigate any of that; correct?
25        A.   No.  It didn't seem to be relevant.
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 1        Q.   So, it doesn't really support the notion that a
 2   project, if the goal is to encourage the development of
 3   renewable projects in Utah, that three nonrenewable small
 4   QF projects in Washington that somehow got built would
 5   suggest that other projects in Utah could be built with
 6   just five-year PPAs; does it?
 7        A.   Well, I think the original impetus to ask me
 8   that question about Washington was that we learned that
 9   Washington had already had a five-year limit on
10   contracts.  So --
11        Q.   On which contracts?
12        A.   On the QF contracts.
13        Q.   On which QF contracts?  Under two megawatts?
14        A.   Well, the under two megawatt but --
15        Q.   They don't on large projects; do they?
16        A.   I don't know what the Washington law is there,
17   but on small QFs, they are limited to five years, and
18   that seems to me to be the relevant point here.
19   So, those projects, whatever they are, biomass or
20   whatever, were developed under a five-year contract.
21        Q.   But it's also relevant, is it not, that
22   Washington doesn't limit larger QFs to five years?
23        A.   Well, the point is is that it gets back to this
24   issue of whether something is financeable or not as a QF
25   for a term that's less than 20 years.  And the answer is
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 1   yes.  There are possibilities to finance projects whether
 2   they are two megawatts or 80 megawatts or whatever.
 3   They are possibilities --
 4        Q.   And they may all be municipal waste projects.
 5             You don't know; correct?
 6        A.   Well, if that's what they are --
 7        Q.   I don't know.  I'm asking you, do you know?
 8        A.   Well, I don't know.  And to me it's irrelevant.
 9        Q.   You also reference, you said you did a quick
10   Internet search and came up with a First Solar project
11   in California that had 11 years on the PPA; right?
12        A.   I said 11 --
13        Q.   Or ten years?
14        A.   Ten years.
15        Q.   Did you also read in the article that you cite
16   that, in addition to a ten-year PPA with Roseville, the
17   municipality, that the owner of that also had a backup
18   PPA with Pacific Gas and Electric?
19        A.   I remember reading something to that effect.
20        Q.   Do you think that backup PPA would also go into
21   a financing entity's willingness to consider financing
22   that project?  Do you know if that PPA, for example,
23   is a 20-year contract?
24        A.   I don't know.
25        Q.   Or a ten-year at the end of the ten years?
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 1             Without knowing that, you can't really cite it
 2   as an example of something that can be financed with just
 3   the 10-year PPA; can you?
 4        A.   Well, I think it shows that there was a
 5   ten-year contract that was entered into and at the end
 6   of the ten years, it's up in the air what would happen
 7   after that.  So, there is a risk to any developer or
 8   whoever was financing that that the subsequent contract
 9   might not be available.
10        Q.   But this article said there is a backup
11   contract.  I'll read it and I'll give it to you if you
12   like.    "First Solar has an additional PPA for
13        lost Hills' output with Pacific Gas and Electric
14        which goes into effect in 2019."
15             They have a backup contract with an
16   investor-owned utility.  You don't know the length of it.
17   Neither do I.  But it doesn't support the notion that
18   that ten-year contract with a municipality was sufficient
19   in and of itself to get this financed; does it?
20        A.   Well, it may not have been sufficient in and of
21   itself, but there's still a risk about the 2019 contract.
22        Q.   So, I guess my point is, you reference other
23   financing projects but you have not been able to point
24   to one greenfield renewable project that has been
25   financed with a short-term PPA despite whatever research
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 1   you've done; right?
 2             You haven't shown us that there's even one?
 3        A.   Well, I think the Washington PPAs.
 4        Q.   Well, and you know nothing about them.  You
 5   know don't know if they're greenfield, brown field,
 6   municipal?
 7        A.   Well, my understanding is is they would have
 8   had to have been developed under the five-year term,
 9   under the five-year contract.
10        Q.   Mr. Peterson, you say that you're concerned
11   about ratepayer risk and you said in your testimony that
12   you assume there will likely be higher prices as a result
13   of these QFs.  Is that really your testimony?
14        A.   The testimony is is that if we get this mass
15   of QFs that are potential, that that would likely raise
16   prices to ratepayers because the Company would have to
17   maintain its existing fleet, essentially, intact to
18   supply backup power and so on when the wind doesn't blow
19   or the sun doesn't shine.  And yet we'd have to pay the
20   contractual amounts of the PPAs.  That's when its
21   potential for ratepayers to pay higher prices.
22        Q.   You use the word "likely."  It's equally likely
23   the price will be below what the then available price is;
24   is it not?
25        A.   Well, if gas prices continue to plunge, I guess
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 1   it could be lower, but if you assume that they stay the
 2   same, again, it's the idea that the Company's going to
 3   have to maintain a certain amount of its existing fleet
 4   as backup to, you know, an additional 2,000 or 3,000
 5   megawatts of solar or PPAs.
 6        Q.   That's factored into the price, the avoided
 7   cost pricing.
 8        A.   Well, we can get into that if you'd like,
 9   but I'm saying, if that were to occur, there's going to
10   be reliability issues that Mr. Clements testified to and
11   I think there's potentially higher prices alternately to
12   ratepayers because of the intermittency and the fact that
13   you have to support, now essentially have to support two
14   electric generation systems, the QF generation system
15   and the backup system.
16             Again, this is all under the assumption that
17   all of this two or 3,000 megawatts gets built.
18        Q.   And do you believe that's going to happen?
19        A.   I don't personally think it's going to happen.
20        Q.   You heard what QF prices are today, in the 30s
21   you said or maybe 40s?
22        A.   I think in the low 40s or upper 30s is correct.
23        Q.   So, you're representing ratepayer interests
24   here in your concern, and you ask me as a ratepayer,
25   would you rather take a $30 fixed 20-year resource for
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 1   energy with no fuel-price risk and no environmental risk
 2   or go on the short-term market for that same amount of
 3   energy for the next 20 years, what do you think my
 4   reaction would be?
 5        A.   Well, I know what your reaction would be.
 6        Q.   And I'm here representing ratepayers who have
 7   the same reaction among others.  I mean, does that
 8   surprise you that the ratepayer advocates here are saying
 9   these are good deals if we can get them?
10        A.   Well, I think it's more complicated than you're
11   making it sound because, again, if you're going to get
12   3,000 megawatts of generation at $30 a megawatt hour,
13   to follow on your hypothetical, you still have --
14   the ratepayers are still going to have to pay for
15   substantially all of the system that the Company
16   currently has.  And it may turn out that that will
17   increase the price to ratepayers.
18             I don't know that for a fact but it seems like
19   a good possibility under my hypothetical.
20        Q.   Does it not seem just as likely that the
21   opposite will be true, that gas prices will go up,
22   and so, by displacing market purchases at this 30 to
23   $40 range, you're saving money?
24             Does that not seem as likely as the other?
25        A.   Well, we're talking about risk.  And risk has
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 1   to do with the variability of prices, not whether they're
 2   higher or lower.  And the longer term -- the longer you
 3   go out, the greater the risk in terms of price
 4   volatility.
 5        Q.   I understand that.  I was addressing your
 6   statement that prices would likely be higher but let's
 7   move on.
 8        A.   And I think I explained what I intended with
 9   that statement.
10             MR. DODGE:  Let's move on.
11             THE HEARING OFFICER:  Mr. Dodge?
12             MR. DODGE:  Yes.
13             THE HEARING OFFICER:  I might suggest this
14   might be a good time for a break.
15             MR. DODGE:  I'm down to one last couple of
16   questions if you would indulge me for just a minute.
17             THE HEARING OFFICER:  Sure.
18             MR. DODGE:  But I'm happy to break if you'd
19   rather.
20             THE HEARING OFFICER:  If you have one or two
21   questions, then it's probably best to keep going.
22             MR. DODGE:  It's the last area.
23             THE HEARING OFFICER:  Okay.
24   BY MR. DODGE:
25        Q.   Mr. Peterson, you testified at some length
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 1   about the Idaho order that reduced PPA terms to two
 2   years; right?
 3        A.   I think I wrote a paragraph in my direct.
 4        Q.   And I assume you viewed that as relevant to the
 5   Commission, let's see what the Idaho Commission did?
 6        A.   Yes.
 7        Q.   Did you also review the Oregon staff testimony
 8   on this exact same issue where PacifiCorp is asking to
 9   reduce the PPA term in Oregon?
10        A.   No.
11        Q.   Are you aware they opposed the reduction for
12   basically all the same reasons that my Coalition is
13   opposing it?
14        A.   Well, since I didn't read it, again, I'm not
15   aware of it.
16             MR. DODGE:  Thank you.  No further questions.
17             THE HEARING OFFICER:  Okay.  Thank you.
18   Why don't we recess until 1:30 by that clock.
19   Thank you.
20             (Lunch recess 12:25 p.m. to 1:35 p.m.)
21             THE HEARING OFFICER:  Okay.  I think we're back
22   on.  Mr. Peterson, you're still under oath.  And I think
23   we're ready to move to Mr. Sanger; correct?
24                      CROSS-EXAMINATION
25   BY MR. SANGER:
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 1        Q.   Good afternoon, Mr. Peterson.
 2        A.   Hello.
 3        Q.   I'm not intimidating.  I'm not Mr. Dodge.
 4   I wanted to ask you some questions about your earlier
 5   testimony about the Washington QFs.
 6             So, can you refresh for all of us what your
 7   testimony was on those?
 8        A.   Essentially, the testimony is is that I asked
 9   data requests of the Company regarding Washington QFs.
10   They responded that they have three contracts.
11             My understanding is, at least for small QFs,
12   Washington has a five-year term limit on contracts and
13   the Company responded that they have three PPAs that are
14   within that five-year limit.
15        Q.   And did you investigate when those PPAs were
16   built or constructed?
17        A.   No, I didn't.
18             MR. SANGER:  May I approach the witness?
19             THE HEARING OFFICER:  Yes.
20             MR. SANGER:
21   BY MR. SANGER:
22        Q.   (Document distribution)  So, my client is the
23   Renewable Energy Coalition who is a party in this
24   proceeding; correct?
25        A.   That's my understanding.
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 1             (REC Exhibit-1 Identified)
 2   BY MR. SANGER:
 3        Q.   So, the Renewable Energy Coalition submitted
 4   testimony in a Washington avoided cost case earlier this
 5   year.  And two of the Coalition members or one of the
 6   coalition's members is Yakima Tieton Irritation District
 7   described on page two of the Declaration of John Lowe
 8   which is page five in terms of page numbers, in terms of
 9   numbers of actual pages, but it's page two of 13,
10   the Declaration of John Lowe.
11             And I've highlighted in the middle of the
12   sentence there that Yakima Tieton is a Coalition member
13   and they sell their power to PacifiCorp from two
14   one-and-a-half megawatt hydroelectric projects and these
15   facilities have been operating since 1986.
16             Do you have any reason to contradict that?
17        A.   No.
18        Q.   If you could turn to the next page of this.
19   And it's page three of the Declaration of John Lowe.
20   And there's a sentence in paragraph seven which states
21   that:  "The Deruyter Dairy methane facility is the only
22        Washington QF that has been built in and currently
23        selling power to PacifiCorp since 1990."
24             Did you inquire into when this project was
25   constructed or built?
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 1        A.   So, you're looking at paragraph seven?
 2        Q.   Yeah.  Paragraph seven, the third sentence.
 3   It's talking about the third QF project that's in
 4   Washington.
 5        A.   Okay.
 6        Q.   The dairy methane facility, it was constructed
 7   in 1990?
 8        A.   Well, in answer to your question which I
 9   believe was, did I inquire into that?  The answer is no.
10        Q.   Okay.  Are you aware that the Washington
11   Commission adopted five-year contract terms sometime
12   after 1990?
13        A.   I'm not familiar when they adopted that.
14        Q.   So, you're not aware that there have been no
15   Washington QFs that have been built recently under the
16   five-year contract term?
17        A.   I'm not aware one way or the other.
18        Q.   Okay.  And are you aware that the four
19   operating megawatts of Washington QFs represents less
20   than 0.3 percent of PacifiCorp's total megawatts of QFs
21   on its system?
22        A.   I see that's what it says there, but otherwise,
23   I'm not aware of that.
24        Q.   Okay.  So, in terms of pointing to contracts
25   or QFs that might be able to operate under a five-year
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 1   contract, these projects may not be ones that would
 2   support your assertion that QFs can operate under
 3   five-year contracts or be financed under five-year
 4   contracts?
 5        A.   Well, obviously they're operating under
 6   five-year contracts.  The question of whether they can be
 7   constructed or not, I don't have an opinion about these
 8   particular contracts.  I merely asked a data request of
 9   PacifiCorp and reported what the response was.
10        Q.   Right.  But you used that information in the
11   portion of your testimony supporting the view that
12   projects can obtain financing in order to develop
13   with five-year contract terms; correct?
14        A.   I think that's a fair characterization.
15   It was to obtain evidence of five-year contracts.  And
16   I knew that PacifiCorp or that Washington, rather, had
17   this limitation.  And PacifiCorp represented that they
18   had projects that were operating under those terms.
19        Q.   But you did not investigate as to whether those
20   projects were constructed with five-year contracts,
21   only that they could continue to operate under
22   five-year contracts?
23        A.   As I said earlier, I did not investigate
24   further.
25        Q.   Okay.  Thank you.  Can you please refer to your
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 1   direct testimony on page twelve?
 2        A.   Unfortunately, during the break ...
 3             Which page?
 4        Q.   Page twelve.  Sorry about that.
 5        A.   Okay.  I have page twelve.
 6        Q.   So, in the first full Q and A in the first full
 7   paragraph, there's the last sentence there.  It reads --
 8   well, could you read that last sentence that starts with
 9   the word, "Similarly"?
10        A.   "Similarly, QF developments funded by
11        municipalities will probably not be affected since
12        they are doing QF projects presumably as a matter of
13        the municipalities' public policy and without profit
14        motive."
15        Q.   Have you been able to identify any Utah
16   municipalities or other nonprofits that have been able
17   or I guess any municipalities or nonprofits that have
18   been able to develop under five-year contract terms?
19        A.   I haven't specifically investigated that.
20   So, the answer is no.
21        Q.   Did you inquire to potential municipalities
22   that might want to the develop QF projects as to whether
23   they can obtain financing?
24        A.   I did not specifically investigate that.
25        Q.   Are you aware that Mr. Nathan Rich who is a
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 1   Coalition member submitted testimony on behalf of Wasatch
 2   Integrated Waste Management?
 3        A.   I've seen his testimony, yes.
 4        Q.   And that's a waste management entity that's a
 5   nonprofit; correct?
 6        A.   That would be my understanding.
 7        Q.   And are you aware that he testified that his
 8   waste management service district would need to obtain
 9   financing and that under short-term contracts they could
10   not obtain financing to develop the QF project?
11        A.   Well, you'd have to show me specifically.
12   I remember him saying something to that effect.
13        Q.   Do you have any information to contradict
14   Mr. Rich's testimony?
15        A.   No.
16             MR. SANGER:  Okay.  I have no further
17   questions.
18             THE HEARING OFFICER:  Thank you.
19             Mr. Jetter, any redirect?
20             MR. SANGER:  Your Honor?
21             THE HEARING OFFICER:  Yes.
22             MR. SANGER:  Can I move for the admission
23   of the exhibit that I crossed Mr. Peterson on?
24             THE HEARING OFFICER:  Sure.  If any party
25   objects to that, please indicate.
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 1             MR. JETTER:  I would just raise an objection
 2   that if it's entered to establish the facts that are
 3   referenced therein because we have no -- I have no
 4   knowledge of whether those facts or accurate or not.
 5   I've never seen this document before.
 6             And so, I'm troubled by entering this into the
 7   record in its entirety especially for anything that might
 8   be in there that I don't believe most of the parties here
 9   have had an opportunity to vet in any way.
10             THE HEARING OFFICER:  Mr. Sanger, do you have
11   any response to that concern?
12             MR. SANGER:  Yes, your Honor.  Mr. Peterson
13   directly testified on this issue.  This is a
14   publicly-available document in another jurisdiction.
15             If necessary, Mr. John Lowe who submitted this
16   testimony is in the chamber today and he's scheduled to
17   testify.  I could have him verify the truth and
18   authenticity of this document as well.
19             THE HEARING OFFICER:  Does any other party have
20   any comment on this motion?
21             MR. JETTER:  What I'd like to ask, maybe a
22   question if this is the case.  Mine also came with
23   testimony of Higgins attached to the back.
24             MR. SANGER:  We can remove the last part,
25   the testimony of Mr. Higgins if that's a concern.
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 1             MR. JETTER:  I think it would be appropriate
 2   to do that also if there's no other reason to enter that
 3   into the record.
 4             THE HEARING OFFICER:  Mr. Jetter, you're still
 5   maintaining your objection to the entry of Mr. Lowe's
 6   testimony?
 7             MR. JETTER:  I think at this point, yes,
 8   without some authenticity or authentication of it.
 9             THE HEARING OFFICER:  Okay.  Let me ask you,
10   Mr. Sanger.  We have Mr. Peterson's testimony on the
11   record with respect to this issue, but you still would
12   like to enter the entire testimony into evidence?
13             MR. SANGER:  I would like to enter the portions
14   that I cross-examined Mr. Peterson on.  I'm happy to
15   reduce the length of it so that the whole document does
16   not come into the record, but the portions that he --
17   I cross-examined him on, I would like to have that
18   in the record.
19             THE HEARING OFFICER:  So, you're speaking of
20   just that -- well, paragraph four and paragraph seven?
21             MR. SANGER:  Well, I would move for the
22   admission of up to page four because the rest of those
23   paragraphs in that section add light to that information.
24   But starting on page four, there's a new section.
25             So, I would move for the admission of the first
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 1   four pages of the declaration.
 2             THE HEARING OFFICER:  Okay.  I think we'll
 3   allow this to be admitted.  And again, we recognize that
 4   it doesn't have the same weight as other testimony.
 5   It's from a separate docket.  And we also have
 6   Mr. Peterson's testimony on the stand that pretty much
 7   establishes his position on the issues in these.
 8   So we'll allow that.  Thank you.
 9             (REC Exhibit-1 Admitted)
10             MR. SANGER:  Thank you.
11             THE HEARING OFFICER:  Anything else,
12   Mr. Sanger?
13             MR. SANGER:  No, your Honor.  Thank you.
14             THE HEARING OFFICER:  Back to Mr. Jetter for
15   redirect.
16             MR. JETTER:  I have no redirect for
17   Mr. Peterson.  He's available for questions from the
18   Commission.
19             THE HEARING OFFICER:  Okay.
20             Commissioner White?
21             COMMISSIONER WHITE:  I have no questions,
22   Chair.
23             THE HEARING OFFICER:  Commissioner Clark?
24             COMMISSIONER CLARK:  No questions.
25             THE HEARING OFFICER:  And I have none.
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 1   Thank you.
 2             MR. PETERSON:  Thank you.
 3             THE HEARING OFFICER:  Mr. Jetter?
 4             MR. JETTER:  Thank you.  Charles Peterson
 5   is the Division's only witness.  And that is I guess the
 6   conclusion of our evidence we are going to present today.
 7   Thank you.
 8             THE HEARING OFFICER:  Okay.  Thank you.
 9   And I think at this point Mr. Sanger had contacted our
10   office with a witness availability issue.
11             So, why don't I let you address that at this
12   point and see where we should go with that.
13             MR. SANGER:  Thank you.  I have two witnesses,
14   Mr. John Lowe and Mr. Nathan Rich.  I contacted the
15   Commission about the availability of Mr. John Lowe, that
16   I would strongly prefer to have him on the witness stand
17   today.  Mr. Nathan Rich has subsequently informed me that
18   he has scheduling issues and would also like to get on
19   the stand today.
20             So, I would like to at some point schedule time
21   so that we can have them testify potentially the first
22   of the intervenors so we can get them on the stand today.
23             THE HEARING OFFICER:  Okay.
24             Does anyone have any comments or concerns
25   with that request?  And it probably doesn't matter
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 1   whether we go before or after the Office.  The Office
 2   and the remaining intervenors all have similar positions.
 3             Would there be any rejection to going to those
 4   two first and then moving on with the Office?
 5             MR. JETTER:  No.
 6             MR. MOORE:  No objection.
 7             THE HEARING OFFICER:  Any other objection?
 8   Why don't we go that way.  So, Mr. Sanger, why don't you
 9   go ahead with your first witness.
10             MR. SANGER:  Thank you very much.  I call
11   Mr. John Lowe to the witness stand.
12             THE HEARING OFFICER:  Mr. Lowe, do you swear to
13   tell the truth?
14             THE WITNESS:  I do.
15                          JOHN LOWE,
16               having first been duly sworn, was
17               examined and testified as follows:
18                      DIRECT EXAMINATION
19   BY MR. SANGER:
20        Q.   Mr. Lowe, did you prepare or have prepared on
21   your behalf testimony of Mr. John Lowe on behalf of the
22   Renewable Energy Coalition?
23        A.   Yes.
24        Q.   Do you have any corrections at this time to
25   your testimony?
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 1        A.   No.
 2        Q.   If you were asked the same questions today,
 3   would your answers be the same?
 4        A.   Yes, they would.
 5             MR. SANGER:  I respectfully move for the
 6   admission of the testimony of Mr. John Lowe.
 7             THE HEARING OFFICER:  If any party objects,
 8   please indicate.  Seeing none, they will be entered.
 9             (REC Testimony of John Lowe Admitted)
10   BY MR. SANGER:
11        Q.   Mr. Lowe, do you have a short statement
12   prepared?
13        A.   A few comments.  I don't know that it's much
14   of a preparation.  First of all, let me tell everyone
15   of the Commission what REC is.
16             We are a Coalition of renewable energy projects
17   which are all base load in nature and all small, less
18   than ten megawatts except one which is 32 megawatts in
19   size.  And except for two projects which is the biomass
20   project I just mentioned which is in Oregon and Nathan
21   Rich's Wasatch project here in Utah, all of the other
22   projects which are close to 50 in the Northwest states;
23   Oregon, Idaho, Washington, Utah, Montana and Wyoming,
24   about 50 projects are included.  So, I think about 48
25   of those are hydroelectric projects.
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 1             The other thing about these projects is that
 2   they are all existing projects unlike a lot of the
 3   conversation that takes place is in the context of new
 4   projects.  The coalition's main interest, not exclusive,
 5   but main interest is in protecting the interests and
 6   balancing the interests of these existing projects
 7   in that they would require new power purchase agreements
 8   or replacement agreements, whatever you want to refer to
 9   them as, interconnection agreements, so forth, as the
10   projects mature and continue on.
11             And in addition to that, these projects will
12   likely require additional capital to make improvements,
13   repairs, replacements, efficiency changes,
14   interconnection redos, et cetera, et cetera.
15             So, our concern is with these types of projects
16   and that fact that they will in fact need contracts that
17   are in excess of three years in order to meet their needs
18   similar to new projects.
19             The other concern that we have in this
20   proceeding has to do with the capacity issue.  And we're
21   very concerned about existing projects that have been
22   paid capacity and typically treated as part of the
23   resource stack and the utility's IRP may not get capacity
24   payments.  And if the sufficiency period is always in
25   excess of the contract term, it's highly improbable they
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 1   would get capacity payments under the concepts that are
 2   going forward.  So, we're very concerned about that.
 3             And the last thing I would mention is regarding
 4   some of the points that were discussed in the state of
 5   Washington because one of the projects that was being
 6   discussed as a member of the Coalition in the form of
 7   Yakima Tieton Irritation District.
 8             And in my former role at 26 years dealing with
 9   PURPA issues for PacifiCorp, I have a long and deep
10   history with that particular entity, those two projects
11   as well as the third project that was referred to in the
12   previous conversation were projects that were all built
13   under long-term contracts that existed and were allowable
14   in the state of Washington.
15             That was subsequently replaced by the five-year
16   contract term.  And so, these projects are under
17   short-term contracts, but in no way were they ever
18   built or financed under short-term contracts.
19             I think that's really all I have to say to
20   summarize our testimony and position.
21             THE HEARING OFFICER:  Okay.  Thank you.
22             Anything further, Mr. Sanger, of this witness?
23             MR. SANGER:  No.  Thank you.
24             THE HEARING OFFICER:  Ms. Dutton, any
25   cross-examination?
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 1             MS. DUTTON:  No.  Thank you.
 2             THE HEARING OFFICER:  Thank you.  Mr. Ritchie?
 3             MR. RITCHIE:  No cross.
 4             THE HEARING OFFICER:  Mr. Dodge?
 5             MR. DODGE:  No.  Thank you.
 6             THE HEARING OFFICER:  Mr. Moore?
 7             MR. MOORE:  No.  Thank you.
 8             THE HEARING OFFICER:  Mr. Jetter?
 9             MR. JETTER:  I have no questions.  Thank you.
10             THE HEARING OFFICER:  Thank you.  Ms. Hogle?
11             MS. HOGLE:  I have no questions.
12             THE HEARING OFFICER:  Okay.  Thank you,
13   Mr. Lowe.  Commissioner White, do you have any questions?
14             COMMISSIONER WHITE:  I have no questions.
15   Thanks.
16             THE HEARING OFFICER:  Commissioner Clark?
17             COMMISSIONER CLARK:  It's unanimous.
18             THE HEARING OFFICER:  Mr. Sanger?
19             MR. SANGER:  I would call to the witness stand
20   Mr. Nathan Rich.
21             THE HEARING OFFICER:  Mr. Rich, do you swear to
22   tell the truth?
23             THE WITNESS:  I do.
24             (REC Rebuttal Testimony of Nathan Rich
25   Identified)
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 1                        NATHAN RICH,
 2               having first been duly sworn, was
 3               examined and testified as follows:
 4                      DIRECT EXAMINATION
 5   BY MR. SANGER:
 6        Q.   Mr. Rich, did you prepare or have prepared on
 7   your behalf rebuttal testimony of Mr. Nathan Rich on
 8   behalf of the Renewable Energy Coalition?
 9        A.   I did.
10        Q.   Do you have any corrections to that testimony
11   at this time?
12        A.   No.
13        Q.   If I asked you the same questions here today,
14   would your answers be the same?
15        A.   Yes, they would.
16             MR. SANGER:  I respectfully move for the
17   admission of Mr. Nathan Rich.
18             THE HEARING OFFICER:  If any party objects,
19   please indicate.  Seeing no indication, it will be
20   entered.  Thank you.
21             (REC Rebuttal Testimony of Nathan Rich
22   Admitted)
23             MR. SANGER:  I tender Mr. Rich for
24   cross-examination.  And I believe he has a short
25   statement to start the process.
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 1             THE HEARING OFFICER:  Okay.  We'll start with
 2   the statement.
 3             MR. RICH:  Thank you.  I appreciate the
 4   opportunity to be heard by the Commission.  You have my
 5   testimony.  I won't spend a great deal of time going back
 6   over that.  But I think it's important and I understand
 7   the concern that 2,000 megawatts of new QF power would
 8   cause a problem to the Company.
 9             But I think we need to be careful about
10   unintended consequences and I think our projects speak
11   directly to that.  We have two projects just to clarify
12   a little bit some of the earlier testimony.
13             When our facility was built -- and it's a
14   municipal waste combustion facility.  So, we generate --
15   primarily our business is to generate renewable steam
16   which we sell to Hill Air Force Base and they use that
17   generally as heating on the other side of the base.
18             So, as part of the construction of the
19   facility, it was constructed with 1.6 megawatt
20   back-pressure turbine.
21             So, we take the high-pressure steam down
22   through our turbine.  The turbine is there to operate the
23   facility.  It was put there to operate the facility.
24             We made an interconnection to the utility
25   in the 1993 time frame.  And that was our original power
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 1   purchase agreement was actually an open ended
 2   year-to-year agreement.
 3             We were approached by PacifiCorp two or three
 4   years ago and they were cleaning up their old contracts.
 5   They wanted to enter into a new contract.  Hence, our
 6   current 11-year power purchase agreement.  The reason
 7   that that's an 11-year agreement is because that matches
 8   the timeframe of our current contract with Hill Air Force
 9   Base for the sale of steam.  So, we didn't want to firm
10   up our power beyond that.
11             And to put this into perspective, we sell
12   between five and $6 million worth of steam to Hill Air
13   Force Base in a year, and we're currently generating
14   revenues of 30 to $40,000 on our power purchase agreement
15   with PacifiCorp.  So, it was really not the driving
16   factor.  And that turbine is there to power the facility.
17             The second project, and this is really why
18   I felt it was important to be heard on the issue, Hill
19   Air Force Base uses 100 percent of our steam during the
20   winter months.  So, in the summer months --
21             And we generate typically about 100,000 pounds
22   per hour of steam.  In the summer months, they are not
23   able to use our full load and we've looked a number of
24   times at adding additional generation capacity to capture
25   that unused summer steam.  And we've been through several
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 1   engineering cycles on that project.
 2             Most recently, in fact, PacifiCorp just
 3   completed the first part of an interconnection study to
 4   help us understand our interconnection cost for that
 5   program.  It's about a $10 million project.  It's not
 6   something that we currently have equity on hand to
 7   finance.  We're old school.  We would finance that
 8   project typically through a revenue bond.
 9             So, right now we're trying to understand
10   whether that project actually has economic viability,
11   but without the ability to contract at least for the
12   period that might represent a simple payback on the
13   project is not something, number one, that I believe
14   we would be able to receive favorable terms on financing.
15             And beyond that, it wouldn't be something that
16   I would probably be able to convince our board that would
17   make good sense if we couldn't find the financing
18   at least to cover us during the payback period in that
19   project.
20             So, you have my testimony.  And if there's
21   anything additional you'd like to add, that would be
22   great.  Thank you.
23             MR. SANGER:  I have nothing further.
24             THE HEARING OFFICER:  Okay.
25             Ms. Dutton, any questions?
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 1             MS. DUTTON:  No.  Thank you.
 2             THE HEARING OFFICER:  Thank you.  Mr. Ritchie?
 3             MR. RITCHIE:  No.  Thank you.
 4             THE HEARING OFFICER:  Mr. Dodge?
 5             MR. DODGE:  No.
 6             THE HEARING OFFICER:  Mr. Moore?
 7             MR. MOORE:  No.
 8             THE HEARING OFFICER:  Mr. Jetter?
 9                      CROSS-EXAMINATION
10   BY MR. JETTER:
11        Q.   I do have a few questions.  Good afternoon.
12             In your brief statement that you've just
13   discussed, did I understand you correctly that the
14   current project that you have, the first one, was built
15   and financed with year-to-year contracts with
16   Rocky Mountain Power?
17        A.   It was built and financed as part of a $54
18   million bond issue in 1987 because that turbine is part
19   of the physical operation of the plant.
20             The primary reason for the 1.6 megawatt turbine
21   is to power the plant.  Frankly, selling the power to
22   Rocky Mountain Power is an afterthought and that
23   interconnection was added seven years later.
24             So, we're generating 1.6 megawatts and we're
25   selling, it's up and down, but typically three to 400
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 1   kilowatts is all that we're selling to PacifiCorp.
 2             So, the contract is to help us continue with
 3   the ongoing maintenance and operation of the facility.
 4        Q.   Okay.  And with respect to the current
 5   facility, the term of the contract was immaterial
 6   to whether it was built or not; is that correct?
 7        A.   Absolutely because the project is a municipal
 8   waste incinerator selling steam to Hill Air Force Base,
 9   and the term of the contract with Hill Air Force Base
10   as the major power off-take of the project was critical
11   and that was also an open-ended contract with
12   Hill Air Force Base at the time.
13             So, that's the contract that -- it's hard to
14   draw the parallel between our small electric contract and
15   the real power purchase agreement that built the facility
16   is the sale of steam to Hill Air Force Base.
17        Q.   Thank you.  With respect to the second project,
18   the desire to add an additional turbine is my
19   understanding; is that correct?
20        A.   That's correct.
21        Q.   What is the payback period for that?
22        A.   Well, it depends on the power off-taker and how
23   much they're willing to pay for the power.  Using current
24   Schedule 37 -- and in -- the project actually would
25   deliver about five and a half megawatts of power to the
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 1   grid.  So, Schedule 37 doesn't strictly apply.
 2             But using Schedule 37 as a best case,
 3   the project is about a $10 million project.  And because
 4   the power is seasonal -- and that's one thing that makes
 5   it hard.  The steam is worth much more than the
 6   electricity.  So, in the winter we sell steam and then
 7   in the shoulder months, we would start to ramp all the
 8   electricity and then its base load power through the
 9   summer season.  The current simple payback on that
10   scenario selling to PacifiCorp under Schedule 37 is
11   about 24 years.
12        Q.   And so, your testimony earlier, even in a
13   20-year term, you don't think that you could finance that
14   or convince your board because you wouldn't have a
15   contract, then, throughout that period?
16        A.   Oh, I think a 20, with the possibility of a
17   20-year agreement would give me hope that we could work
18   toward finding a power off-taker or having actual
19   conversations which would be required contract
20   negotiations under Schedule 38.
21             But it's a tough project, absolutely.
22   But a three-year contract slams the door.
23        Q.   Okay.  But a three-year contract on your first
24   project wouldn't have mattered.  That would have actually
25   been three times as long as your --
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 1        A.   Because the first project was a waste energy
 2   project selling steam to Hill Air Force Base.  You can't
 3   look at that as an electrical contract.  In fact, the
 4   interconnection to the utility wasn't made until the
 5   facility had been on line for five years.
 6             MR. JETTER:  Okay.  That's all the questions
 7   I have.  Thank you.
 8             THE HEARING OFFICER:  Thank you.  Ms. Hogle?
 9             MS. HOGLE:  I have no questions.
10             THE HEARING OFFICER:  Do you have any redirect,
11   Mr. Sanger?
12                     REDIRECT EXAMINATION
13   BY MR. SANGER:
14        Q.   Yes, Your Honor.  One question.
15             Just to clarify, your existing project, it was
16   not built as a qualifying facility project designed to
17   sell electricity.  It wasn't your intention in the reason
18   that you sold it because you didn't start selling it
19   until seven years after?
20        A.   That is correct.
21        Q.   And could you have financed that under a
22   three-year financing arrangement?
23        A.   Well, no.  And again, you know, the original
24   bond issue on the waste energy facility was a 20 --
25   was financed several times, but I believe a 25-year
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 1   bond issue for the original facility which included
 2   the generation capacity that's currently on line.
 3             MR. SANGER:  No further questions.
 4             THE HEARING OFFICER:  Thank you.  Any recross?
 5             If anyone wants recross, let me know.
 6   (No response)  Okay.  Thank you.  Mr. Sanger, anything
 7   else?  Oh, I'm sorry.  I forgot.
 8             Commissioner White, do you have any questions?
 9             COMMISSIONER WHITE:  I have no questions.
10   Thank you, Chair.
11             THE HEARING OFFICER:  Mr. Clark?
12             COMMISSIONER CLARK:  I don't have any.
13             THE HEARING OFFICER:  I don't have any either.
14   Thank you.
15             MR. SANGER:  Your Honor, may I excuse Mr. Rich
16   and Mr. Lowe for the rest of the hearing or at least from
17   participation tomorrow?
18             THE HEARING OFFICER:  Is there any objection
19   from any party?  (No response).  Certainly.  Thank you.
20             MR. SANGER:  Thank you.
21             THE HEARING OFFICER:  Anything else from you,
22   Mr. Sanger?
23             MR. SANGER:  No, your Honor.  Thank you.
24             THE HEARING OFFICER:  Okay.  Thank you.
25             Mr. Moore?
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 1             MR. JETTER:  The Office calls Bella Vastag.
 2             THE HEARING OFFICER:  Do you swear to tell the
 3   truth?
 4             THE WITNESS:  Yes, I do.
 5             THE HEARING OFFICER:  Thank you.
 6                         BELA VASTAG,
 7               having first been duly sworn, was
 8               examined and testified as follows:
 9                      DIRECT EXAMINATION
10   BY MR. MOORE:
11        Q.   Could you state and spell your name and
12   occupation for the record?
13        A.   Yes.  My name is Bela, B-e-l-a, Vastag,
14   V-a-s-t-a-g.  I'm a utility analyst employed by the
15   Office of Consumer Services.
16        Q.   Have you reviewed the Company's application
17   in this case?
18        A.   Yes, I have.
19             (Direct, Rebuttal, and Surrebuttal Testimony of
20   Bela Vastag Identified)
21   BY MR. MOORE:
22        Q.   Have you prepared direct, rebuttal, and
23   surrebuttal testimony?
24        A.   Yes.
25        Q.   Do you have any corrections to that testimony?
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 1        A.   No corrections.
 2        Q.   If I were to examine you and ask you the
 3   questions in your testimony, would your answers be the
 4   same?
 5        A.   Yes.
 6             MR. MOORE:  The Office would move for admission
 7   of his testimony.
 8             THE HEARING OFFICER:  If any party objects,
 9   please indicate.  Seeing none, thank you.  It'll be
10   entered.
11             (Direct, Rebuttal, and Surrebuttal Testimony of
12   Bela Vastag Admitted)
13   BY MR. MOORE:
14        Q.   Have you prepared a statement summarizing your
15   testimony?
16        A.   Yes.  I have a brief statement.
17             Good afternoon.  Federal and state laws have
18   been enacted to encourage the development of small power
19   producers such as qualifying facilities or QFs.
20             The Company proposes in this docket to limit
21   the maximum contract length for a QF's power purchase
22   agreement or PPA to three years.
23             The Office believes that this would be an
24   unnecessary barrier against QFs and would discourage the
25   development of these small power producers contrary
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 1   to the intent of laws to promote their development.
 2             Therefore, the Office opposes the Company's
 3   request and recommends that the maximum PPA contract
 4   length remain at 20 years.
 5             The Office also opposes some parties' proposals
 6   that the calculation of the compensation for capacity
 7   value in a QF contract be based on a longer term than the
 8   term of the PPA.
 9             If this method was adopted and such a PPA was
10   not renewed at the end of its term, then ratepayers would
11   have paid for capacity that was never delivered which
12   would violate the PURPA standard of ratepayer
13   indifference.  The Commission should reject a capacity
14   value calculation that goes beyond the term of a
15   QF's PPA.
16             The Office does agree with some of the concerns
17   that the Company and the Division have raised with
18   acquiring a large amount of power from QFs.
19             These concerns include, A, resource acquisition
20   being done outside of the Company's system-wide
21   Integrated Resource Plan or IRP evaluation and planning
22   process;
23             B, an increased risk to ratepayers with
24   carrying large amounts of long-term fixed-price contracts
25   for power.  The direction of power prices in the future
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 1   is uncertain.  And unlike a company-owned resource,
 2   QFs cannot be economically dispatched to take advantage
 3   of periods when low-priced market purchases of power are
 4   available.
 5             The office believes that the best remedy
 6   for these concerns is the use in QF PPAs of avoided cost
 7   pricing that is properly modeled, accurately calculated,
 8   and timely updated.  We request that the Commission
 9   always insist on continual diligence and rigor in
10   establishing avoided cost prices under Schedule 37
11   and Schedule 38.  And that concludes my statement.
12             THE HEARING OFFICER:  Anything else, Mr. Moore?
13             MR. JETTER:  No, sir.
14             THE HEARING OFFICER:  Okay.  Thank you.
15             Ms. Dutton, any cross-examination?
16             MS. DUTTON:  No.  Thank you.
17             THE HEARING OFFICER:  Mr. Ritchie?
18             MR. RITCHIE:  No cross.
19             THE HEARING OFFICER:  Mr. Dodge?
20             MR. DODGE:  No.  I have no questions.  Thanks.
21             THE HEARING OFFICER:  Thank you.  Mr. Sanger?
22             MR. SANGER:  No questions.
23             THE HEARING OFFICER:  Mr. Jetter?
24             MR. JETTER:  I have no questions.
25             THE HEARING OFFICER:  Ms. Hogle?
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 1             MS. HOGLE:  A few.
 2             THE HEARING OFFICER:  Thank you.
 3                      CROSS-EXAMINATION
 4   BY MS. HOGLE:
 5        Q.   Good afternoon, Mr. Vastag.
 6        A.   Good afternoon.
 7        Q.   To your knowledge, was the OCS a participant
 8   in the hedging collaboratives?
 9        A.   To my knowledge, yes.
10        Q.   And is it your understanding and, more
11   importantly, the OCS's understanding that the principles
12   and guidelines that were entered into the record as
13   I believe Cross Exhibit-2 for the Coalition applied
14   to both gas and electricity hedges?
15        A.   I was not involved in that docket.  So, I'm not
16   sure if that's correct.
17        Q.   Okay.  But as a representative of the OCS,
18   is it true that the OCS supports the principles and
19   guidelines that resulted from that hedging collaborative?
20        A.   Yes.  It's safe to say we were supportive of
21   the results.
22        Q.   Okay.  Did you read Mr. Higgins' and Ms. Ferk's
23   testimony in this case?
24        A.   Yes.
25        Q.   And would you agree with me that both of them
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 1   being a 20-year PPA, a QF PPA has a risk mitigation or
 2   reduction of potential 111(d) requirements?
 3        A.   I would agree with that, yes.
 4        Q.   Okay.  You participated in the avoided cost
 5   Docket Number 12-035-100 where the current avoided cost
 6   methodology was approved; is that correct?
 7        A.   That's correct.
 8        Q.   And one of the issues in that case was whether
 9   the RECs would stay with the developer or with the
10   Company in the PPA transaction; right?
11        A.   Yes.
12        Q.   And do you recall what the Commission's
13   decision was on that issue in that case?
14        A.   Yes, I do.
15        Q.   So, you would agree with me that the Commission
16   decided that the RECs would be retained by the QF absent
17   an expressed negotiation for additional compensation
18   for those RECs; is that correct?
19        A.   That's correct.
20        Q.   And so, would you also agree with me that a
21   20-year PPA under current law would not, in fact,
22   mitigate any potential 111(d) requirements for the
23   Company?
24        A.   That is uncertain whether or not the REC issue
25   would affect compliance but it is an issue.
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 1        Q.   Okay.  I'd like you to turn to your direct
 2   testimony if you will, please, specifically page three.
 3   And actually, I believe that you said this in your
 4   summary.  So, at line A-1 you state that it is extremely
 5   important that avoided cost modeling be rigorously and
 6   maintained and updated; is that correct?
 7        A.   Correct.  Uh-huh (affirmative).
 8        Q.   And you would agree with me that current
 9   avoided cost prices reflect current or near term
10   conditions?
11        A.   Well, they're calculated using current data --
12        Q.   Okay.
13        A.   -- but they reflect a 20-year time period.
14        Q.   Okay.  So, would you agree with me that it's
15   much easier to forecast prices two to three years out
16   as compared to 20 years out?
17        A.   It's probably easier to do a shorter term
18   forecast.
19        Q.   Okay.  And so, isn't it true that all long-run
20   estimates, no matter how rigorous of avoided costs will
21   be prone to forecast inaccuracies?
22        A.   Yes.  And I admitted in my surrebuttal that
23   forecast error is an issue, but there are other issues
24   with inaccurate avoided cost calculations, not just
25   forecasting of future prices.
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 1             MS. HOGLE:  Okay.  Thank you.  That's all
 2   I have.
 3             THE HEARING OFFICER:  Mr. Moore, any redirect?
 4             MR. MOORE:  No redirect, sir.
 5             THE HEARING OFFICER:  Okay.  Thank you.
 6             Commissioner White?
 7             COMMISSIONER WHITE:  No questions.  Thank you.
 8             THE HEARING OFFICER:  Commissioner Clark?
 9             COMMISSIONER CLARK:  Thank you.  I have no
10   questions.
11             THE HEARING OFFICER:  I have none.  Thank you,
12   Mr. Vastag.  Anything further, Mr. Moore?
13             MR. MOORE:  Nothing further.
14             THE HEARING OFFICER:  We'll go to Ms. Dutton
15   next.
16             MS. DUTTON:  Thank you.  Utah Clean Energy
17   calls Ms. Sarah Wright.
18             THE HEARING OFFICER:  Do you swear to tell the
19   truth?
20             THE WITNESS:  I do.  Good afternoon and thank
21   you.
22                        SARAH WRIGHT,
23               having first been duly sworn, was
24               examined and testified as follows:
25                      DIRECT EXAMINATION
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 1   BY MS. DUTTON:
 2        Q.   Please state your name, position, and business
 3   address for the record.
 4        A.   My name is Sarah Wright and my business is
 5   Utah Clean Energy.  We're a nonprofit incorporation.
 6   And the address is 1014 Second Avenue, Salt Lake City,
 7   Utah 84103.
 8        Q.   Have you reviewed the Company's application
 9   in this case?
10        A.   Yes, I have.
11             (UCE Exhibit-1 and Exhibit-2 Identified)
12   BY MS. DUTTON:
13        Q.   And did you submit direct and surrebuttal
14   testimony in this docket marked as UCE Exhibits 1 and 2?
15        A.   Yes, I did.
16        Q.   Do you have any changes or corrections to make
17   to your written testimony?
18        A.   No, I don't.
19        Q.   If I asked you the same questions today as are
20   set forth in your written testimony, would your answers
21   be the same?
22        A.   Yes, they would.
23             MS. DUTTON:  Thank you.  Utah Clean Energy
24   moves to enter Ms. Wright's direct and surrebuttal
25   testimony into the record.
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 1             THE HEARING OFFICER:  Okay.  If anyone objects,
 2   please indicate.  Seeing none, that will be entered.
 3   Thank you.
 4             (UCE Exhibit-1 and Exhibit-2 Admitted)
 5   BY MS. DUTTON:
 6        Q.   Did you prepare a summary of your written
 7   testimony to share with the Commission today?
 8        A.   Yes, I did.
 9        Q.   Please proceed.
10        A.   As most of you know, Utah Clean Energy strives
11   to create safer, more efficient, cleaner, and a smarter
12   energy future.  And the Public Utility Regulatory Policy
13   Act, PURPA, is an important mechanism for influencing
14   renewable energy development in Utah and diversification
15   of our energy supply.
16             It is in the best interest of ratepayers to
17   safeguard the proper implementation of PURPA.
18             Rocky Mountain Power's proposal to reduce the
19   contract term to three years undermines PURPA and the
20   state policy by effectively making these projects
21   extremely expensive, extremely difficult, if not
22   possible to finance.
23             It would ensure that projects will not be built
24   and it would therefore allow the utility to circumvent
25   PURPA and prevent ratepayers from benefiting from
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 1   QF resources.
 2             In the Company's testimony, they incorrectly
 3   compared QFs to hedging practices.  Renewable QF projects
 4   are clearly not economic hedges and it is incorrect to
 5   apply the Company's hedging and trading practices to
 6   QF projects.  QF projects are steel in the ground
 7   resources that provide a capacity value to the system
 8   and this value is significant.
 9             In contrast, hedging projects do not provide
10   the ratepayers with a long-term capacity value.
11             And finally, further -- not finally, but
12   finally for this section, a QF project is not a commodity
13   hedge just because it provides incidental but significant
14   risk mitigating benefits to ratepayers.
15             So, now we move to risk and protection from
16   risk.  Of course we know and it's been discussed quite a
17   bit today that there is always risk associated with all
18   resource decisions including short-term decisions.
19             And FERC contemplated that prices would go up
20   and down and that this reality would be borne both ways.
21   The presence of risk does not alleviate the Utah Public
22   Service Commission of its duty to implement the policies
23   and requirements of PURPA and Utah statute which states
24   that it is the policy of this state to encourage the
25   development of independent and qualifying power
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 1   production and cogeneration facilities to produce a
 2   diverse array of economical and permanently sustainable
 3   resources in an environmentally acceptable manner.
 4             QF projects do provide ratepayers with
 5   additional value by protecting ratepayers over the
 6   20-year contract for risk associated with fuel
 7   volatility, unanticipated O and M costs, environmental
 8   cost, and environmental compliance cost.  And I'm happy
 9   to address some of the issues around the clean power
10   plan.
11             Regardless of REC ownership, these projects
12   will reduce the Company's emissions.  And in the long
13   run, the lower emissions that we have, especially if the
14   state chooses to go with a mass-based profile, it will
15   help with compliance.  The exact mechanisms of how the
16   clean power plan will operate we don't know yet or how
17   Utah will implement it.
18             But there are benefits to reduced carbon
19   emissions, risk-mitigating benefits regardless of whether
20   you own the RECs.  And you have, as I understand, at
21   least for about 300 megawatts of the projects negotiated
22   ownership of the RECs.
23             On contrast, company-owned resources and market
24   purchases do not provide the protection from these risks.
25             In fact, the Company has an energy cost
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 1   adjustment mechanism that they can use to recoup costs
 2   if the future unfolds in a way that's different when they
 3   planned their resources.  They can recoup costs for
 4   planned O and M expenses and other environmental
 5   upgrades.
 6             QF procurement is definitely aligned with the
 7   Company's Integrated Resource Plan.  Because the PDRR
 8   avoided cost pricing method is directly tied to the
 9   resources that are identified in the company's least-cost
10   least-risk portfolio and the type and timing of those
11   resources identified in their least-cost least-risk
12   portfolio, to the extent the capacity is not needed until
13   a date into the future or if there are a number of QFs
14   ahead of this resource in the queue, the pricing is
15   reduced.  The avoided cost pricing method is an iterative
16   and dynamic tool that was approved by the Commission to
17   align with the IRP and to meet the ratepayer indifference
18   standard.
19             The final point I'd like to make is that the
20   20-year contract term allows viable QF projects to secure
21   financing.  And this pricing method, the avoided cost
22   pricing method, is what ensures the ratepayer
23   indifference standard is protected and only viable
24   projects that meet the ratepayer indifference standard
25   will be built.
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 1             The Commission approved avoided cost method
 2   is the mechanism that the Commission approved to ensure
 3   that rates are just and reasonable to ratepayers and
 4   nondiscriminatory to QFs consistent to the requirements
 5   of the PURPA and state statute.
 6             Both those requirements are equally important.
 7   The pricing method was built on the assumption of a QF
 8   that the QF may contract for 20 years.
 9             The Commission's role based on PURPA and state
10   policy is to encourage the development of QF resources
11   while ensuring rates are just and reasonable to
12   ratepayers and nondiscriminatory to QFs.
13             The current QF avoided cost method with a
14   20-year contract will do just that.  While a change to a
15   three-year contract would circumvent the intent of PURPA
16   and state statute and deny ratepayers the benefits of
17   QFs.  I recommend that the Public Service Commission
18   deny the Company's application to reduce the contract
19   term.  Thank you.
20             THE HEARING OFFICER:  Anything else,
21   Ms. Dutton?
22             MS. DUTTON:  No.  Ms. Wright is available for
23   cross-examination.
24             THE HEARING OFFICER:  Thank you.
25             Mr. Ritchie, any questions?
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 1             MR. RITCHIE:  No questions.  Thank you.
 2             THE HEARING OFFICER:  Mr. Dodge?
 3             MR. DODGE:  No questions.
 4             THE HEARING OFFICER:  Mr. Sanger?
 5             MR. SANGER:  No questions.
 6             THE HEARING OFFICER:  Mr. Moore?
 7             MR. MOORE:  No questions.  Thank you.
 8             THE HEARING OFFICER:  Mr. Jetter?
 9                      CROSS-EXAMINATION
10   BY MR. JETTER:
11        Q.   I do have a few questions.
12        A.   Hello, Mr. Jetter.
13        Q.   Good afternoon, Ms. Wright.  You testified
14   I believe both in direct and in your surrebuttal
15   testimony that shortening the term of these contracts
16   would make them difficult, if not impossible to finance;
17   is that correct?
18        A.   Yes.
19        Q.   And the reason for that, is it correct,
20   that the lenders, the market providing the financing,
21   is unwilling to take the risk of variation in price
22   into the future; is that correct?
23        A.   They are unwilling to take the risk to build a
24   project that doesn't have a long-term off-taker.
25        Q.   And do you believe that shortening the term
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 1   of the contract changes the obligation to purchase that
 2   energy in periods into the future?
 3        A.   So, I guess maybe I will amend my first answer
 4   that it's the off-taker and it's the price.  They have
 5   to know that that project is financeable and that they
 6   are going to recoup enough through sales to finance and
 7   pay for the project.
 8        Q.   Okay.  And you testified that you believe that
 9   the current future projections have significantly greater
10   risk.  And let me clarify this.  Current future forecasts
11   for energy prices you think have greater upside risk.
12             And by that, I mean it's more likely than not
13   they will be higher than we predict rather than lower
14   than we predict; is that correct?
15        A.   I tried to clarify that in my surrebuttal.
16   I talked a lot about asymmetrical risk.  So, you can
17   think of -- so, today prices are about $3 or whatever
18   they are a megawatt hour, I mean, $30 a megawatt hour.
19             And so, and most of that is fuel cost, and that
20   price is bound by zero but it's actually bound by more
21   than that because you have to develop those risk.
22             So, those prices, it's asymmetrical.
23   The magnitude that we can go lower is much smaller than
24   the magnitude that we can go higher.
25             Any of us that were here in the year 2000 know
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 1   that prices could be much higher.  Plus, there are many
 2   environmental regs coming down.  So, yes, the magnitude
 3   of risk is more, the magnitude that they can go up is
 4   much greater than what's bound by zero.
 5        Q.   Okay.  And so, it would seem financially
 6   foolish, then, to enter into a long-term contract today
 7   when you have greater potential for higher energy prices
 8   in the future; is that correct?
 9        A.   No, because you have to -- you have to be able
10   to build those and finance those projects.  If you're a
11   financier, you're not someone that plays in the energy
12   markets.  You want to know that you have a project that
13   is financeable and that that is a locked in -- you know,
14   that that project is going to go.
15        Q.   And so, you would say, then, that the contract
16   for the 20 years removing the risk of market fluctuations
17   and energy prices has a significant value.
18             In fact, that value is so high that a project
19   cannot be completed without it; is that correct?
20        A.   Well, it depends on what you mean by value.
21   It has a value to ratepayers, too because if we can lock
22   in that price.  The higher the risk, the higher the
23   financing cost.  And when you're dealing with a very
24   capital-intensive project, those projects would then
25   be much more expensive and then they would not be built
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 1   to the benefit of ratepayers.
 2        Q.   And so, is it correct, then, that your
 3   testimony is that the risk has such a high cost I guess
 4   on the flip side of that, the risk has such a high cost
 5   that no lenders will lend on these projects?
 6        A.   Well, I think that the developers should speak
 7   more to that, but from seminars and research that I've
 8   done that -- well, just think about if you bought a house
 9   and the cost of financing.
10             If you had a very bad credit rating, it would
11   cost you a lot more to finance that house over the term
12   of the house over the 30-year mortgage than it would if
13   you were, you know, an A-plus credit rating.
14             So, just, the higher the risk, the higher the
15   cost to finance that project which makes them more
16   expensive, which puts them out of the money for PURPA
17   which circumvents PURPA.
18        Q.   Okay.  Let me use that analogy.  If you have
19   very bad credit -- and I believe your analogy is,
20   in that, probably intermittent nature of these resources
21   and the variability of market prices, you would probably
22   seek a cosigner maybe with better credit; is that
23   accurate?
24        A.   I'm talking about the difference in pricing of
25   financing.  So, these projects, it's not that they're
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 1   variable that's a problem.  It's the fact that they need
 2   a long -- you know, you're buying 20 years of fuel up
 3   front when you build one of these projects.  So, you need
 4   long-term financing.
 5        Q.   And you compared it to a person with bad
 6   credit; is that right?
 7        A.   No.  I compared that with the risk is higher
 8   because you don't have a 20-year contract, then your
 9   interest rates and your finance costs will be higher.
10        Q.   But if you could find somebody to take that
11   risk for you, so, to guarantee those payments for 20
12   years, then you can get the financing; is that correct?
13        A.   Meaning if you have an off-taker for your
14   project?
15        Q.   If you have any source of guaranteed funding
16   for your project.
17        A.   I think these questions would probably be best
18   asked to the renewable energy developers.  But what I'm
19   saying is that the financiers, to give you good credit
20   that keeps the cost down so these projects can be built
21   within avoided cost pricing to the benefit ratepayers,
22   especially, I mean you've heard UAE talk about how these
23   projects are beneficial, you need low-cost financing.
24   You need a long-term power purchase agreement.
25        Q.   Okay.  And so, the long-term financing is
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 1   conditioned upon the long-term -- excuse me.
 2             The low-cost financing would be in your
 3   testimony conditioned upon long-term power purchase
 4   agreements?
 5        A.   That's my understanding from talking to
 6   developers.
 7        Q.   Okay.  And that reduction in the cost of
 8   financing is due to somewhat other than the developer
 9   taking that risk, removing the risk that you're worried
10   about in year-to-year or short-term contracts?
11        A.   I think we're mixing different types of risks.
12   The risk that I talk about with the asymmetrical risk
13   in the project has to do with what's going to happen to
14   ratepayers in the future.
15             And the risks that we're talking about
16   regarding financing is the risk associated with investing
17   millions of dollars in a project and being able to, as a
18   financier, having the assurance that you will get paid
19   back.
20        Q.   And that's what I think I'm looking at here
21   is the risk of the insurance you'd be paid back.
22             You need to put that risk on some other party
23   in order to have these projects achieve low-cost
24   financing; is that correct?
25        A.   If you're trying to say that customers are
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 1   bearing them?  I mean, I'm not sure what you're getting
 2   at because they're two different types of risk, and if a
 3   long-term power purchase agreement, if it's your position
 4   that that's a risk at these low prices, then yes.
 5             MR. JETTER:  Thank you.  I have no further
 6   questions.  Thank you, Ms. Wright.
 7             THE WITNESS:  Thank you, Mr. Jetter.
 8             THE HEARING OFFICER:  Thank you.  Ms. Hogle?
 9                      CROSS-EXAMINATION
10   BY MS. HOGLE:
11        Q.   I have a few.  Good afternoon.
12        A.   Good afternoon, Ms. Hogle.
13        Q.   Would you agree with me that some states have
14   RPS requirements?
15        A.   Yes.
16        Q.   And that Utah has a renewable energy target for
17   qualifying facilities?
18        A.   It's actually a requirement, but the way that
19   this document was written, it allows RECs from 1995 to
20   qualify.  It says that they're cost effective, we need to
21   do it, but you guys have already complied because of the
22   way that the statute was influenced when it was passed.
23             MS. HOGLE:  Okay.  May I approach the witness?
24             THE HEARING OFFICER:  Yes.
25             (RMP Exhibit-2 Identified)
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 1   BY MS. HOGLE:
 2        Q.   Okay.  And you've already mentioned the cost
 3   effectiveness.  So, can you read for me 54-17-602(a)
 4   where it starts, "Cost-effectiveness" under subsection
 5   one, it is determined?
 6        A.   Wait.  54-17-602(a), (1)(a)?
 7        Q.   54-17-602(2)(a) --
 8        A.   Oh, (2)(a).  "Cost-effectiveness under
 9        Subsection (1) for other than a cooperative
10        association is determined in comparison to other
11        viable resource options using the criteria provided
12        by Subsection 54-17-201(2)(c)(ii)."
13   Do you want to let people know what I'm reading from?
14        Q.   Well, I believe that I just mentioned --
15        A.   Okay.  So, this is Utah state statute?
16        Q.   Yes.  Utah state statute.  So, if you flip
17   to the next page that I handed to you?
18        A.   Certainly.
19        Q.   Can you read 54-17-201(2)(c)?
20        A.   "In ruling on the request for approval of
21        a solicitation process, the commission shall
22        determine whether the solicitation process:" --
23        Q.   And then can you skip to little numeral two?
24        A.   "shall provide an opportunity for public
25        comment."
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 1        Q.   "is in the public interest taking into
 2        consideration:"
 3        A.   Wait.  I read the wrong two?  I did read the
 4   wrong two.
 5        Q.   Yes.
 6        A.   "is in the public interest taking into
 7        consideration: (A), whether it will most likely
 8        result in the acquisition, production and delivery
 9        of electricity at the lowest reasonable cost to the
10        retail customers of an affected electrical utility
11        located in this state;"
12        Q.   Continue.
13        A.   "long-term and short-term impacts; (C) risk,
14        (D) reliability; (E) financial impacts on the
15        affected electrical utility; and (F), other factors
16        determined by the commission to be relevant."
17        Q.   Thank you.  Okay.  Can you now please go back
18   to 54-17-602(3)(b).  Can you start reading?
19        A.   Wait, wait, wait.  602(3)?
20        Q.   602(3)(b).
21        A.   Oh.  I thought you said E.
22        Q.   "This section does not require ..."
23        A.   Oh, three.
24        Q.   (3)(b).  Excuse me.
25        A.   "This section does not require an electrical
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 1        corporation to: (b) enter into any additional
 2        electrical sales commitment or any other arrangement
 3        for the sale or other disposition of electricity
 4        that is not already, or would not be, entered into
 5        by the electrical corporation."
 6        Q.   "or"
 7        A.   "or (c) acquire qualifying electricity in
 8        excess of its adjusted retail electric sales."
 9        Q.   Okay.  Thank you.  So, is it a fair
10   characterization of your testimony that avoided cost
11   prices are very low right now?
12        A.   Yes.
13        Q.   Okay.  And you would agree with me, would you
14   not, that the Commission's decision in this case is not
15   a short-term decision?
16        A.   Yes.
17        Q.   And that you have testified that avoided costs
18   are, with your clarification today, more likely to go up
19   and down from this point?
20        A.   The magnitude.
21        Q.   Okay.  And so, you would agree with me that
22   higher avoided cost pricing will make PPAs more
23   attractive?
24        A.   Yes, if all things are equal, if the extension
25   of the ITC.  There are a number of factors.
0200
 1        Q.   And the higher avoided cost pricing for
 2   20 years will make them even more attractive?
 3        A.   Yes.
 4             MS. HOGLE:  Okay.  I have no further questions.
 5   Thank you.
 6             THE HEARING OFFICER:  Thank you.
 7             Ms. Dutton, any redirect?
 8                     REDIRECT EXAMINATION
 9   BY MS. DUTTON:
10        Q.   Yes, please.  Just a couple.
11             Does the fact that or the possibility that
12   avoided cost prices could go up alleviate the Commission
13   of its duty to implement PURPA?
14        A.   No, it doesn't.  And it also doesn't mean that
15   they wouldn't be in the best interest of ratepayers.
16        Q.   And in your analogy, you used two mortgages.
17   You were comparing a bad credit rating to an inability
18   to secure long-term financing; is that correct?
19        A.   Yes, or to -- trying to finance something
20   without a long-term purchase commitment.
21        Q.   Yes.  And one last question.  Why is it a good
22   idea to enter into QF contracts now?
23        A.   You know, there are number of reasons.  One is
24   because, and I think it was brought up by the Office,
25   is that renewable projects, solar projects in particular
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 1   with the investment tax credit, these prices are likely
 2   as low as they're going to be for a while.  30 percent
 3   reduction in cost to Utah ratepayers for these projects
 4   from the investment tax credit.
 5             MS. DUTTON:  Thank you.
 6             THE HEARING OFFICER:  Thank you.  Does any
 7   party desire recross?  Seeing none, Commissioner White?
 8             COMMISSIONER WHITE:  I have no questions.
 9   Thank you.
10             THE HEARING OFFICER:  Commissioner Clark?
11             COMMISSIONER CLARK:  No questions.  Thank you.
12             THE HEARING OFFICER:  Thank you.  I don't have
13   any.  Thank you, Ms. Wright.
14             THE WITNESS:  Thank you.
15             Anything further, Ms. Dutton?
16             MS. DUTTON:  No.  Thank you.
17             THE HEARING OFFICER:  Okay.  Mr. Ritchie?
18             MR. RITCHIE:  Sierra Club calls Mr. Thomas
19   Beach, please.
20             THE HEARING OFFICER:  Mr. Beach, do you swear
21   to tell the truth?
22             THE WITNESS:  I do.
23             THE HEARING OFFICER:  Thank you.
24                       R. THOMAS BEACH,
25               having first been duly sworn, was
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 1               examined and testified as follows:
 2                      DIRECT EXAMINATION
 3   BY MR. RITCHIE:
 4        Q.   Can you make sure your microphone is on,
 5   please?
 6        A.   It is.
 7        Q.   And can you please state your name and business
 8   address for the record?
 9        A.   My name is first initial R. Thomas Beach.
10   Business address, 2560 9th Street, Suite 213-A, Berkeley,
11   California 94710.
12        Q.   And what is that business?
13        A.   I have an energy consulting firm Crossborder
14   Energy.
15             (Direct Testimony and Exhibits of
16   R. Thomas Beach Identified)
17   BY MR. RITCHIE:
18        Q.   And did you prepare direct testimony and the
19   accompanying exhibits on behalf of Sierra Club in this
20   proceeding?
21        A.   Yes, I did.
22        Q.   And do you have any corrections to that
23   testimony here today?
24        A.   Yes.  I just have one minor correction on
25   footnote -- on page 45 of testimony, footnote 60.
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 1   That footnote refers to footnote 29 above and the
 2   accurate reference is to footnote 43 above.
 3             And then the one other correction is that in
 4   two places, first on page six, line 111 and again on
 5   Page ten in footnote eight, I reference California's
 6   increase in its renewable portfolio standard to 50
 7   percent by 2030.  And in those locations, I say that the
 8   legislature had passed that increase and the governor was
 9   expected to sign it.
10             I just wanted to update the testimony that
11   he actually did sign it.
12        Q.   Thank you, Mr. Beach.  And with those
13   corrections, is the testimony true and correct to the
14   best of your knowledge?
15        A.   Yes, it is.
16        Q.   And if asked those same questions today,
17   would your answers be the same?
18        A.   Yes, they would.
19             MR. RITCHIE:  Commissioners, with your leave,
20   I'd like to move into the record the direct testimony
21   and accompanying exhibits of Thomas Beach.
22             THE HEARING OFFICER:  Does any party object
23   to that motion?  Okay.  The motion's granted.  Thank you.
24             (Direct Testimony and Exhibits of
25   R. Thomas Beach Admitted)
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 1   BY MR. RITCHIE:
 2        Q.   And, Mr. Beach, have you prepared a summary of
 3   your testimony here today?
 4        A.   Yes, I have.
 5        Q.   Please provide that summary?
 6        A.   Thank you very much.  My name is Tom Beach and
 7   I appreciate the opportunity to address the Commission
 8   on behalf of the Sierra Club today.
 9             The Sierra Club is here today to ask the
10   Commission to keep Utah open for business.  And by that,
11   I mean open for the business of developing new clean
12   energy infrastructure in Utah for the benefit of
13   Utah ratepayers and the environment in Utah.
14             Rocky Mountain Power has asked the Commission
15   to reduce from 20 years to three years the maximum term
16   of power purchase contracts with new renewable generation
17   QFs developed in its service territory under PURPA.  The
18   Sierra Club opposes Rocky Mountain Power's application.
19             The utility is essentially asking the
20   Commission to interfere with the functioning of a market
21   that was expressly designed to counter the monopoly power
22   of the utility.  Your role as commissioners of course
23   is to regulate the utility so that it doesn't exert that
24   power.
25             I started my career 35 years ago in the early
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 1   1980s on the staff of the California Public Utilities
 2   Commission where I worked on the initial implementation
 3   of PURPA shortly after its passage by congress.
 4             Since then, I have observed and I provide
 5   examples in my testimony from Idaho, North Carolina
 6   and California as well as from Utah that historically
 7   renewable QFs have not been developed successfully
 8   where only short-term contracts are available.
 9             If you look on the PacifiCorp system, their
10   operating renewable QF contracts that obviously have been
11   successfully developed, the average contract length
12   is 19.7 years.
13             It's clear to me that the intent of the
14   utility's request in this case is to make it impossible
15   to finance additional renewable projects in its service
16   territory.  Capital-intensive solar and wind projects
17   simply cannot be developed successfully with three-year
18   contracts, and there's no history of them being able
19   to be developed on that basis.
20             The Rocky Mountain Power proposal is clearly
21   an effort to relieve the utility of its must-purchase
22   obligation under PURPA.
23             The utility says that it would still be
24   required to purchase QF power under three-year contracts,
25   but there really is no must-purchase obligation if
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 1   there's nothing to purchase because projects cannot
 2   obtain financing to be built.
 3             This step to reduce the contract term is of
 4   questionable legality under PURPA whose purpose is to
 5   encourage the development of qualifying renewable
 6   generation that can be developed at the utility's
 7   avoided cost.
 8             If Rocky Mountain Power does not want to
 9   comply with its PURPA obligations, then there are
10   well-established ways under federal law, Section 210 and
11   PURPA, for the utility to replace its traditional PURPA
12   obligation and for the state of Utah to assume greater
13   control of over utility procurement of renewable
14   generation in the state.
15             Many other states have followed this course.
16   And their procurement of renewable generation is now
17   under RFPs and under the same type of process that
18   Rocky Mountain Power now uses to procure other types
19   of resources.
20             However, pursuing 210(m) of PURPA may require
21   other changes in the energy markets in Utah that
22   Rocky Mountain Power does not seem interested in.
23             So, we are left with the utilities still being
24   under a traditional PURPA obligation, the traditional
25   PURPA must-purchase obligation.
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 1             So, now I'd like to talk a little bit about the
 2   ratepayer indifference issue.  Prices in PURPA contracts
 3   are set based on the utility's avoided cost; that is, on
 4   the cost the utilities would incur for the same amount
 5   of power if it did not purchase the QF generation.
 6             As a result, the utility's ratepayers will be
 7   indifferent on a forecast basis to the purchase of the
 8   additional solar or wind generation.
 9             Rocky Mountain Power claims that this is too
10   risky.  However, it's no riskier than when a utility
11   makes a long-term commitment to a new generating plant
12   that the ratepayers will pay for through the rate base.
13             When the utility makes such a proposal, whether
14   that plant is cost effective is decided using the same
15   types of long-term forecasts that the Commission uses to
16   set avoided cost prices for QFs using the same type of
17   information developed in Integrated Resource Plans.
18             QF pricing is not like short-term hedging
19   of energy commodities such as natural gas, oil, or
20   short-term market power and should not be subject to the
21   Commission's short-term hedging programs and policies for
22   such commodities.
23             Renewable QFs are new steel in the ground
24   generation projects.  And no one builds those new
25   generation projects on the basis of three-year contracts.
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 1             The Sierra Club believes that the QF market
 2   that the Commission has established in Utah is working
 3   exactly the way you designed it.  There's simply no
 4   present crisis with an oversupply of renewable QFs
 5   in Utah such that the Commission needs to shorten
 6   the contract term that will no longer encourage
 7   the development of solar and wind QFs in Utah.
 8             The Commission's method for setting avoided
 9   cost prices provides the utility with the ability to
10   update its forward price curb for avoided costs in order
11   to reflect changing loads and resources, changing natural
12   gas prices, and changes in the need for generation.
13             As Rocky Mountain Power adds more renewable
14   QF generation, its avoided cost prices drop as this
15   generation replaces progressively less expensive power.
16             And this could be seen in the declining
17   indicative prices that Rocky Mountain Power has provided
18   to solar projects in its pricing queue.
19             These indicative prices, when compared on an
20   apples-to-apples basis with the lowest public power
21   purchase agreement prices for solar in the Western U.S.
22   show that it's likely that none of the solar QFs in
23   Rocky Mountain Power's queue are likely to be
24   successfully developed at the indicative prices.
25             And even for those projects that have that in
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 1   the contract, time is running out for those projects
 2   to be developed before the end of 2016 when there's
 3   the stepdown of the federal investment tax credit.
 4             So, in short, there's no crisis.  The market
 5   is working correctly and will be self limiting.
 6             Finally, even if there are a few more QFs
 7   developed before the ITC stepdown, this fixed-price
 8   renewable generation offers significant benefits to
 9   Rocky Mountain Power's ratepayers.  And these benefits
10   are not included in the avoided cost price that the
11   utility will pay for the power.
12             And Sierra Club's not suggesting that these
13   additional benefits be included in the price.  We're not
14   proposing to change the Commission's avoided cost pricing
15   methodology, but the existence of these additional
16   benefits means that if you can buy additional solar
17   and wind generation at these prices, it's going to be
18   a good deal for the ratepayers of Utah.
19             First of all, there is -- the utility does
20   have the ability to negotiate for the RECs associated
21   with this generation.  In some instances, not all, they
22   have procured the RECs associated with QF generation, and
23   that's a direct and quantifiable benefit to ratepayers.
24             The second benefit to ratepayers is avoiding
25   price spikes.  We've seen in 2000, 2001 with the
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 1   California energy crisis, we've seen natural gas price
 2   spikes in 2005 and 2007.  Fixed-price generation provides
 3   protection for customers against such run-ups in prices.
 4             By bringing on more generation in the West that
 5   has zero marginal costs, it lowers the price of -- lowers
 6   the market prices generally across the whole market.  And
 7   since Rocky Mountain Power is short on power, these lower
 8   market prices are an additional benefit to customers.
 9             And finally, there is an economic development
10   benefit for Utah.  These potential solar and wind
11   projects represent investment of potentially hundreds
12   of millions of dollars in clean energy infrastructure
13   in the state of Utah over the next several years.
14             Even if only a fraction of them are developed,
15   they would provide Utah with economic benefits associated
16   with the construction of modern clean energy facilities.
17             If these projects are not built in Utah, they
18   could be developed in one of the surrounding states
19   that also are rich in renewable resources.
20             So, in conclusion, I ask again if Utah's open
21   for this business or is going to hang out a closed sign
22   similar to the unfortunate recent decision in Idaho
23   to shorten its QF contract term.
24             Many states in the West are rich in renewable
25   resources and developers have options to take their
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 1   business elsewhere.  And so, the Sierra Club looks
 2   forward to how the Commission answers this question.
 3             Thank you very much for your attention.
 4             MR. RITCHIE:  Thank you, Mr. Beach.  Mr. Beach
 5   is available for cross-examination.
 6             THE HEARING OFFICER:  Thank you.  Ms. Dutton?
 7             MS. DUTTON:  No.  Thank you.
 8             THE HEARING OFFICER:  Mr. Dodge?
 9             MR. DODGE:  No questions.
10             THE HEARING OFFICER:  Mr. Sanger?
11             MR. SANGER:  No questions.
12             THE HEARING OFFICER:  Thank you.  Mr. Moore?
13             MR. MOORE:  No questions.
14             THE HEARING OFFICER:  Mr. Jetter?
15                      CROSS-EXAMINATION
16   BY MR. JETTER:
17        Q.   I do have a few questions.  Good afternoon.
18   These are probably similar to what I asked Ms. Wright.
19             Do you recognize or do you agree or maybe a
20   better question would be that a 20-year contract reduces
21   the risk of the income stream upon which financing for
22   these projects is based?
23        A.   Yes.
24        Q.   And do you agree that there is any value to the
25   reduction of that risk in income variation over the term
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 1   of that income stream?
 2        A.   A value to who?
 3        Q.   In this case, I suppose it would be, there's
 4   a value in that reduction in risk to the lenders on these
 5   projects?
 6        A.   Yes.  Generally, lenders on a renewable energy
 7   project are only willing to take certain risks.  And
 8   generally they're not willing to take the price risk of
 9   fluctuating market prices for a new energy facility
10   that is going to have a useful life of 20 to 25 years.
11             There are a lot of risks on these projects.
12   There are development risks.  There are construction
13   risks.  There are operating risks.  There's environmental
14   risks.  And developers are only willing to take a certain
15   amount of risk.  And one of the risks that it's clear
16   from the market for these projects that they're not
17   willing to take is the risk of price fluctuations.
18        Q.   Thank you.  And so, the 20-year contract
19   at risk, those prices are ultimately passed through to
20   consumers and so that risk would also then be passed
21   on to customers of the utility; is that correct?
22        A.   Yes.  And that's no different than when the
23   utility builds any kind of plant.  It's based on -- whose
24   economics are based on a long-term forecast of what fuel
25   prices and market prices are going to be in their service
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 1   territory.  Customers take that risk all the time and the
 2   Commission is here in part to make sure that those risks
 3   of evaluated fairly.
 4        Q.   Are you familiar with how Utah calculates its
 5   QF pricing?
 6        A.   I'm familiar in general terms.
 7        Q.   Okay.  Do you know in the QF pricing
 8   calculation if there is anywhere in that formula where
 9   we include the value of this risk?
10        A.   The value of this risk to who?
11        Q.   To the customers or to the -- either way.
12        A.   Well, I'm not aware that it's included either
13   in QF pricing or in the way that you would evaluate a
14   utility-owned resource.
15        Q.   Okay.  And so, if we're estimating our best
16   guess of a 20-year future avoided cost rate and we want
17   to keep consumers in a position where they are
18   indifferent to these contracts, are they really
19   indifferent if we are placing the price risk upon
20   the customers when we're calculating it without any
21   evaluation of that price risk being placed on the
22   customers?
23        A.   Well, I think you need to -- there certainly
24   is -- you know, there is a price risk there.  Market
25   prices can be higher or lower than what is forecasted
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 1   in the model used to set the avoided cost prices.
 2             You have to evaluate whether that risk is
 3   worthwhile given, you know, some of the other benefits
 4   that ratepayers gain from these resources which I think
 5   are significant in terms of the fact that it's new clean
 6   energy infrastructure, that's it's going to drive down
 7   market prices generally, that it can help with future
 8   carbon compliance, and that it's economic development
 9   for the state of Utah.
10             If you think that those benefits are worth this
11   risk, then I think you would say, let's keep our pricing
12   methodology in place and if more of these resources show
13   up, that'll be a good thing.
14        Q.   Thank you.  I would just like to address one
15   other issue.  I believe you covered it briefly in your
16   opening statement, but you had testified in your direct
17   testimony that it was your understanding I think at the
18   time you had written that that in Utah the utility owned
19   the RECs for these projects?
20        A.   I don't think so.  I think I testified that the
21   utility had acquired some RECs associated with some
22   contracts.  We did discovery on this and they provided,
23   you know, an amount of RECs that they had procured from
24   QFs in Utah.  So, it was my understanding that they
25   didn't get RECs associated with all of their QF contracts
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 1   but that they had negotiated the acquisition of some.
 2             MR. JETTER:  Okay.  That's what I would like
 3   to clarify.  I have no further questions.  Thank you.
 4             THE WITNESS:  Thank you.
 5             THE HEARING OFFICER:  Thank you.  I think
 6   it might be a good time for a short break before your
 7   cross-examination.  Why don't we break until about 3:10.
 8   We're in recess.
 9             (Recess taken 3:00 p.m. to 3:10 p.m.)
10             THE HEARING OFFICER:  Okay.  Thank you.
11   Mr. Beach, you're still under oath.  Ms. Hogle?
12                      CROSS-EXAMINATION
13   BY MS. HOGLE:
14        Q.   Good afternoon, Mr. Beach.
15        A.   Good afternoon.
16        Q.   My name is Yvonne Hogle.  I don't think we have
17   met formally.  I'm in-house counsel for Rocky Mountain
18   Power.
19        A.   Nice to meet you.
20        Q.   Nice to meet you.
21             You worked for the California Public Utilities
22   Commission in the '80s; is that correct?
23        A.   That's correct.
24        Q.   And you mentioned that you started your career
25   there working on the initial implementation of PURPA;
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 1   correct?
 2        A.   Yes.
 3        Q.   And so, you dealt directly with issues like
 4   avoided costs; is that correct?
 5        A.   Yes.
 6        Q.   Okay.  And so, when you first started, PURPA
 7   had just been enacted in 1978; is that correct?
 8        A.   Yes.
 9        Q.   Would you agree with me that PURPA was
10   instrumental in opening up wholesale power markets
11   by, one, including the must-buy obligation in its
12   provisions?
13        A.   Yes.  I generally agree with that.  It opened
14   up the generation market to a lot of new actors other
15   than the utilities who had not been able to participate
16   in that market previously.
17        Q.   Well, independent power producers just
18   multiplied in the '80s and into the '90s and into the
19   2000s; is that right?
20        A.   Yes.
21        Q.   Okay.  I'd like you to turn to page 14 of your
22   direct testimony.
23        A.   Okay.
24        Q.   So, on line 270, you state that California
25   offered 20- to 30-year PURPA contracts in the 1980s with
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 1   renewable QFs provided fixed energy and capacity prices
 2   for up to the initial 10 years of the contract and fixed
 3   capacity prices for the full contract term; right?
 4        A.   Yes.
 5        Q.   And when you say, "prices," do you mean
 6   payments?
 7        A.   No.  I mean prices.  You only get -- if you're
 8   a QF, you only get paid if you actually produce the
 9   power.  So, the energy and capacity prices were fixed.
10        Q.   Okay.  So, when they did enter into these
11   contracts, assuming they offered the power, they would
12   get these payments; is that correct?
13        A.   They would get those prices used to calculate
14   their payments, yes.
15        Q.   Okay.  And so, are these what are known as
16   standard-offer rates?  Could these be part of what you're
17   talking about here?
18        A.   Yes.  Those -- well, that's what the
19   contracts -- they were called standard offer contracts.
20        Q.   And so, is it fair to say that these energy
21   payments were established at a time of high oil and
22   natural gas prices and forecasts that assumed the price
23   of these fuels would increase significantly?
24             Do you recall from the 1980s?
25        A.   Yes.  That is what happened.  In 1986 the price
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 1   of oil went down.  So, for a number of years those prices
 2   were above what you would consider market prices.
 3        Q.   And am I correct that the California PUC placed
 4   no limit on these rates initially when they started
 5   offering them; is that correct?
 6        A.   Are you talking about no limits on the number
 7   of QFs that could be developed?
 8        Q.   The number and volume of contracts.
 9        A.   Yes.  There were no limits at that time.
10   I would say that when the program started, California
11   was in a dire straight in terms of electric generating
12   capacity.  The state desperately needed electric
13   generation.  And, basically, QFs were the only
14   alternative.  It was impossible to develop coal plants
15   in California because of air quality issues.
16             The utilities were having great difficulty
17   developing nuclear plants.  It was actually prohibited to
18   burn natural gas in power plants at that time.
19   So, literally, the state's only option to meet a critical
20   shortage of electric generating capacity was QFs.
21        Q.   Okay.  And then, but on line 275, you note that
22   the development of these rates ceased when the long-term
23   contracts were suspended in the late 1980s;
24   is that correct?
25        A.   Yes.
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 1        Q.   So, do you know the year when these SO,
 2   standard offer rates were first offered in California?
 3        A.   I believe they were started in 1983.
 4        Q.   And do you know approximately when they were
 5   suspended?
 6        A.   Well, they were suspended over a period of
 7   time.  I think in the '85 to '87 timeframe was when they
 8   were suspended.  There were a number of different
 9   contracts and they were suspended at different times.
10        Q.   And do you know why they were suspended?
11        A.   At that time that there was a concern with the
12   drop in oil prices in 1986 and there was a concern with
13   an oversupply of QF capacity.
14        Q.   So, they were widely successful?
15        A.   They were successful, yes.
16        Q.   Beyond regulators' expectations?
17        A.   Yes.  And I think that was a learning
18   experience.  And I will say that although those prices
19   were above market for a number of years, those projects
20   ended up being an incredibly economic resource for the
21   state during the 2000-2001 California energy crisis.
22             And the renewable QFs that were developed
23   in the 1980s are today the least-cost source of renewable
24   generation for California because many of those projects
25   are still generating, you know, 30 years after they were
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 1   developed.  So, they have been recontracted and those
 2   contracts are among the least cost source of renewable
 3   generation today in California.
 4             So, yeah, those contracts were above market
 5   for a number of years but you need to look at the
 6   economics over the full life cycle of those projects.
 7   And I think over their full life cycle, they were a
 8   good deal for their ratepayers.
 9        Q.   Do you feel what the California utility's
10   reactions were to the offering and the continuation
11   of the standard offer rates while they were valid?
12        A.   They complained a lot.
13        Q.   Okay.  Isn't it true that they filed comments
14   with FERC complaining, as you put it, that these and
15   other standard offers have forced them to purchase
16   too much capacity at too high of prices?
17        A.   Yes, they did complain.  I think if you examine
18   what their alternatives were, their alternatives would
19   have been building more nuclear plants.  And if you look
20   at what they actually paid for the nuclear plants that
21   they actually built, the QF program was a much better
22   deal.
23        Q.   Is it fair to say that California retail
24   customers in the '90s and maybe into the early 2000s
25   were paying a lot more for their electricity in part
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 1   due to these above-market rate PPAs?
 2        A.   Well, again, you know, hindsight's always
 3   20-20.  And, yes, there was a period of time in the late
 4   '80s into the '90s where ratepayers in California paid
 5   above what they would have paid if -- for example, if
 6   they had not entered into those contracts and had waited
 7   for gas supplies to rebound and then they'd build gas
 8   plants.  But again, you know, hindsight's always 20-20.
 9             And then it turned out that when we went
10   through the California energy crisis in 2000, 2001,
11   those fixed-prices resources turned out to be a
12   very good deal for those years for ratepayers.
13             So, again, you have to look at it over the
14   entire history of those projects.
15        Q.   But for probably 20 years, California suspended
16   long-term QF PPA contracts, is that correct, as a result
17   of these standard-offer contracts?
18        A.   California did not offer -- in terms of
19   renewable contracts, they did not offer long-term
20   contracts to renewable QFs until they started the RPS
21   program in 2003.
22             MS. HOGLE:  Okay.
23             May I approach the witness, Your Honor?
24             THE HEARING OFFICER:  Yes.
25   BY MS. HOGLE:
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 1        Q.   So, this, Mr. Beach, is a background
 2   information from Southern Cal Edison's web site
 3   on Qualifying Facilities Background.
 4             Do you have any reason to dispute that what I
 5   just handed you is just that?  If you look at the bottom
 6   of the address, the web site address, you can clearly see
 7   that it is from Southern Cal Edison's web site.
 8        A.   Yes.  I see that.
 9        Q.   Can you please read for me the highlighted
10   paragraphs?
11        A.   "The California Public Utilities Commission
12        decided to encourage QF development further
13        by establishing generous 'Standard Offer' power
14        purchase contracts that utilities were required
15        to accept from QFs.
16             "The CPUC also based avoided cost on the cost
17        of owning and operating a natural gas-fired power
18        plant, which, at the time, was the most costly
19        of fossil fuel plants to run."
20             "In 1983, the bottom fell out of international
21        energy prices and the cost of oil and gas dropped
22        precipitously, but the lucrative terms of the
23        Standard Offer contracts did not change, producing
24        a 'gold rush' of new applicants.
25             "In response, the CPUC began to phase out the
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 1        Standard Offer program.  By 1986, the CPUC had
 2        suspended the availability of new power purchase
 3        contracts for QF projects larger than 100 kW."
 4             MS. HOGLE:  At this time, Your Honor, I would
 5   like to move for the admission of Rocky Mountain Power
 6   Cross Exhibit-1 into the record.
 7             THE HEARING OFFICER:  If anybody party objects,
 8   please indicate.
 9             MR. RITCHIE:  Mr. Chairman, I do object based
10   on what Ms. Hogle intends to introduce by this.
11   Mr. Beach has read that statement.  She's not asked him
12   to adopt that statement and I think she can fairly ask
13   questions about the statement read into the record.
14             But I don't think we have any foundational
15   evidence or any support to authenticate this document
16   or to prove up this piece, this document as evidence.
17             He's welcome to answer questions about it,
18   but the document itself, I don't think it's necessary
19   to go into evidence at this time.
20             THE HEARING OFFICER:  Okay.  Thank you.
21             Ms. Hogle, do you have any response to that?
22             MS. HOGLE:  Sure.  I believe I established
23   foundation already.  I asked him if he believed that
24   I received or that I printed this off of the Southern
25   Cal Edison web site.
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 1             And it goes directly to his testimony wherein
 2   he testifies about these very same 20, 30-year PURPA
 3   contracts in the 1980s.  And he was an employee of the
 4   California Public Utilities Commission.
 5             So, I think it presents a full picture of his
 6   testimony that is not included in his testimony of the
 7   conditions and circumstances in California with QF
 8   contracts in the 1980s.
 9             THE HEARING OFFICER:  Given that this is
10   basically a statement of a California utility that's not
11   a party to this, I think I'm going to grant the objection
12   to the motion to enter it but allow questions about the
13   statements and ask the witness whether he agrees with
14   them.  But I don't think I see an evidentiary biases
15   for putting this into evidence.
16             MS. HOGLE:  Okay.
17             THE HEARING OFFICER:  Thank you.
18             MS. HOGLE:  I have no further questions.
19   Thank you.
20             THE HEARING OFFICER:  Thank you.
21             Any redirect?  Mr. Ritchie?
22                     REDIRECT EXAMINATION
23   BY MR. RITCHIE:
24        Q.   Yes.  Thank you.
25             Mr. Beach, Mr. Jetter of the Division asked you
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 1   a couple questions about ratepayers assuming the risks
 2   of long-term contracts.
 3             Do you remember that line of questioning?
 4        A.   Yes, I do.
 5        Q.   What about short-term contracts?  If the
 6   Commission was to adopt three-year or five-year contracts
 7   that have been proposed today, would ratepayers be
 8   assuming any risks from those contracts?
 9        A.   Yes, they would.  They would assume the market
10   pricing risk under those contracts because, you know,
11   market prices can fluctuate and they are very low today,
12   but we certainly have seen episodes in the past and I'm
13   sure we will see episodes in the future where market
14   prices are going to be much higher than they are today.
15             So, under a short-term contract, ratepayers
16   bear the risk of those kinds of market price
17   fluctuations.  And, you know, if you live by the market,
18   you die by the market I guess is the way to put it.
19             MR. RITCHIE:  I have no further questions
20   at this time.  Thank you.
21             THE HEARING OFFICER:  Okay.  Thank you.
22             Any desire for any recross from any party?
23             MS. DUTTON:  Can I ask a recross question?
24             THE HEARING OFFICER:  Sure.
25                     RECROSS-EXAMINATION
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 1   BY MS. DUTTON:
 2        Q.   It's based on the document that Ms. Hogle asked
 3   the witness to read.
 4             In the second paragraph, the highlighted
 5   section, could you read the first sentence again?
 6        A.   "In 1983, the bottom fell out of international
 7        energy prices and the cost of oil and gas dropped
 8        precipitously, but the lucrative terms of the
 9        Standard Offer contracts did not change, producing
10        a 'gold rush' of new applicants."
11        Q.   And under Utah's avoided cost method,
12   would that ever be the case in Utah that the prices
13   would not change?
14        A.   Well, my understanding in Utah is that the
15   utility is able to update its avoided cost prices as
16   natural gas prices and forward electric market curves
17   change.
18        Q.   And so, would you agree that the terms of the
19   contracts would change in Utah to adjust the avoided cost
20   price for QF projects?
21        A.   Yes.  So, a QF that's developed this year might
22   not get the same price as a QF developed next year or the
23   year after that.
24             MS. DUTTON:  Okay.  Thank you.
25             THE HEARING OFFICER:  Commissioner White,
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 1   any questions for the witness?
 2             COMMISSIONER WHITE:  No questions.  Thank you.
 3             THE HEARING OFFICER:  Thank you.
 4             Commissioner Clark?
 5                         EXAMINATION
 6   BY COMMISSIONER CLARK:
 7        Q.   A couple of questions about this subject we've
 8   been discussing here.
 9             First, the two paragraphs that you read into
10   the record, do you disagree in any essential way with
11   what's represented here as a description of the
12   historical events of this period?
13        A.   Well, I actually do disagree with some of the
14   dates.  For example, the bottom fell out of international
15   energy prices in 1986, not 1983.  And, you know, I guess
16   I would quibble with some of the adjectives that the
17   utility used here.
18             But, you know, otherwise, you know, generally,
19   I think that what is described here is pretty consistent
20   with what I described in my earlier testimony.
21             You know, I think that we've learned a lot
22   since then in terms of updating avoided cost prices on a
23   regular basis so they keep track with the market.
24   We've also learned a lot about procuring resources.
25             So, you know, utilities often have the ability
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 1   to negotiate with QFs to some extent, and so, certainly
 2   this experience has not been repeated in California
 3   nor in any other state.
 4             And as I earlier testified, I think in the
 5   final analysis, what California got out of what was
 6   admittedly a flawed initial process was a set of
 7   resources that over the last 30 years has stood
 8   the test of time.
 9        Q.   Did the standard-offer contracts specify a
10   price or a formula for deriving a price?
11        A.   The standard-offer contracts that were
12   applicable to renewable QFs, they had ten years of fixed
13   prices similar to what contracts in Utah have today.
14             But they were up to 30-year contracts but the
15   price was only fixed for the first ten years except for
16   the capacity price.  The capacity price was fixed for the
17   full 30 years.  The energy price was fixed for the first
18   ten years, and then after that first ten years of the
19   contract, the energy was priced back at the market
20   prices.
21             So, in terms of the energy component of those
22   projects, they were really only above market for the
23   first ten years.  And because oil prices didn't crash
24   until '86, some of those projects, they were probably
25   at market for a number of -- for the first several years
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 1   of those projects.
 2        Q.   How was PURPA administered, then, during the
 3   time period following the suspension of the
 4   standard-offer contracts?
 5        A.   Well, following the suspension, there were
 6   shorter term contracts available, you know.  They were
 7   one-year contracts, basically, at avoided energy and
 8   capacity prices.
 9             Initially, they did have longer term contracts
10   with fixed-capacity prices available but not fixed-energy
11   prices.  And then they went to just -- for a period of
12   time in the '90s, the only thing that was available was
13   a one-year contract at short-run prices.  And then
14   California launched into its deregulation experiment
15   which did not work out.
16             COMMISSIONER CLARK:  Thank you.  That's all
17   my questions.
18             THE HEARING OFFICER:  Thank you.  And I don't
19   have any.  Thank you.  Anything else, Mr. Ritchie?
20             MR. RITCHIE:  No.  Thank you, commissioners.
21             THE HEARING OFFICER:  Thank you.  We'll turn
22   to Mr. Dodge.
23             MR. DODGE:  Thank you, Mr. Chairman.
24   The Rocky Mountain Coalition for Renewable Energy would
25   like to call Kevin Higgins.
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 1             THE HEARING OFFICER:  Mr. Higgins, do you swear
 2   to tell the truth?
 3             THE WITNESS:  Yes, I do.
 4             THE HEARING OFFICER:  Thank you.
 5                       KEVIN HIGGINS,
 6               having first been duly sworn, was
 7               examined and testified as follows:
 8                      DIRECT EXAMINATION
 9   BY MR. DODGE:
10        Q.   Would you please explain who you are and on
11   whose behalf you are testifying?
12        A.   My name is Kevin Higgins.  I'm here on behalf
13   of the Rocky Mountain Coalition for Renewable Energy.
14             (RMCRE Exhibit 1.0 and Exhibit 1.0SR
15   Identified)
16   BY MR. DODGE:
17        Q.   And did you cause in this docket to be prepared
18   and filed direct testimony and surrebuttal testimony?
19        A.   Yes, I did.
20        Q.   And do you have any corrections to any of that
21   testimony?
22        A.   I do not.
23        Q.   And does that testimony represent your sworn
24   testimony here today?
25        A.   Yes, it does.
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 1             MR. DODGE:  I'd move the admission of
 2   Coalition Exhibit 1.0 and 1.0SR.
 3             THE HEARING OFFICER:  If any party objects to
 4   that motion, please let me know.  Seeing none, the motion
 5   is granted.  Thank you.
 6             (RMCRE Exhibit 1.0 and Exhibit 1.0SR Admitted)
 7   BY MR. DODGE:
 8        Q.   Thank you.  Mr. Higgins, could you provide a
 9   summary of your testimony?
10        A.   Yes, I will.  Thank you.  Good afternoon
11   commissioners.  While we're waxing nostalgic a little bit
12   about PURPA, maybe you'll indulge me and allow me to
13   point out that my very first experience as a witness
14   was in 1984 on behalf of the State of Utah Energy Office
15   before this Commission when the state of Utah was
16   attempting to implement PURPA for the very first time.
17             And so, I now find myself 31 years later here
18   testifying before this Commission on essentially the same
19   topic.  And I will volunteer that if I show up 31 years
20   from now to discuss this topic, someone should encourage
21   me to get a hobby.  But you can look for me on public
22   witness day in 2046.
23             Now, in my opinion, the Company's proposal to
24   reduce the maximum term for fixed-price contracts for QFs
25   from 20 years to three years is not reasonable nor is it
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 1   in the public interest and the proposal should be
 2   rejected by the Commission.
 3             I believe that the Commission's current
 4   approach to contract terms is reasonable and it provides
 5   an appropriate framework for encouraging QF development
 6   while protecting customer interests.
 7             The Company is asking the Commission to abandon
 8   its long-established policy of reasonably encouraging QF
 9   development by ensuring the availability of the long-term
10   power purchase contracts at avoided costs.  In its place,
11   the Company seeks adoption of a new policy that is
12   clearly designed to hinder further QF development
13   in Utah.
14             In supporting it's argument, the Company relies
15   on inept comparisons to hedging and utility planning
16   criteria while ignoring the obvious fact that the Company
17   is compensated for its own resources in a fundamentally
18   different and far more favorable manner than QFs are.
19             Take, for example, the unfavorable comparison
20   of long-term QF contracts to hedging practices.  In my
21   view, this is an apples-to-oranges comparison.
22             Hedging contracts are simply an instrument
23   in pricing the Company's fuel supply and market
24   purchases, whereas the Company's generation assets that
25   are served by the fuel hedges are in fact long-term
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 1   obligations for which customers are bound for decades.
 2             So, while the Company enjoys a long-term
 3   revenue security of earning returns from its assets in
 4   rate base, the Schedule 37 or 38 contract is the sole
 5   means by which a QF is compensated for its power.
 6             The more apt comparison is not between the
 7   Company's hedging practices and long-term QF contracts
 8   but it is between long-term QF contracts and the
 9   Company's recovery of its generation investments
10   in the rate base.  In this comparison, the obligations
11   of customers are longer term and more open ended when it
12   comes to paying for utility-owned plant in contrast with
13   QF contracts because utility generation assets are
14   subject to ongoing environmental risks that are commonly
15   addressed through environmental upgrades which customers
16   are routinely required to fund pursuant to general rate
17   case decisions.
18             You know, in the last three general rate cases
19   in Utah, the Company has requested and been granted
20   approval for hundreds of millions of dollars of
21   additional rate base for environmental upgrades.
22             Customers are also at risk for future
23   accelerated depreciation of utility generation assets
24   to the extent that plant lives are shortened in response
25   to environmental pressures.  So, there are considerable
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 1   risks today for customers under the acquisition of power
 2   from utility-owned assets.
 3             Mr. Clements argues that PURPA contracts do not
 4   go through the same extensive IRP process to determine if
 5   they are needed.  In making this argument, Mr. Clements
 6   overlooks the fact that the pricing methodology adopted
 7   in Utah by this Commission relies upon the Company's IRP
 8   least-cost plan.  And QF prices are tied directly to that
 9   least-cost IRP plan.  This is how ratepayer indifference
10   is accomplished.
11             When Mr. Clements discusses the IRP and its
12   relationship to QF pricing, he limits his discussion to
13   the next planned thermal resource.
14             He neglects to point out that the IRP calls
15   for the purchase of around one million megawatt hours per
16   year in front-office transactions from 2016 to 2024.
17             And it is those anticipated purchases that a
18   long-term PPA with a QF would primarily be displacing,
19   and it is the displacement of those anticipated purchases
20   that drives the pricing in QF contracts in Utah today.
21             In fact, the indicative price posted in
22   Appendix B of the Company's Q2 filing with this
23   Commission indicates a long-term 20-year price including
24   capacity of $33.12 per megawatt hour.  That's for 100
25   megawatts of displacement with an 85 percent capacity
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 1   factor.
 2             So, with prices like those, it is difficult to
 3   understand the great alarm that is being expressed with
 4   regard to customer interests in protecting ratepayers.
 5             Finally, the proposed change by the Company
 6   is likely to quash QF development in Utah at a time when
 7   implementation of the EPA's clean power plants is
 8   creating significant uncertainty with respect to the
 9   Company's long-term resource plan.
10             It strikes me as unwise to be signaling to QFs,
11   particularly in light of their various renewable, zero
12   emitting and combined heat and power attributes that
13   their power is of little long-term value and consequently
14   discouraging their development at a time when new
15   environmental regulations are placing long-term resource
16   planning in a state of flux.
17             This seems particularly unwise when we
18   understand that the development of renewable
19   zero-emitting and combined heat and power resources,
20   each of which has a nexus to QF generation, is encouraged
21   by the clean power plan as a means of gaining compliance.
22             In countering my argument, the Company points
23   out that it's the QF, not Rocky Mountain Power, that owns
24   the renewable energy certificates.
25             But this does not refute my argument.  If the
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 1   state of Utah, in complying with the clean power plan
 2   adopts a rate-based plan, then the availability of
 3   additional renewable energy in the state creates a
 4   marketplace from which renewable energy can be purchased
 5   or the credits or the certificates could be purchased for
 6   compliance.  So, it's a supply-and-demand situation.
 7             Yes, the Company doesn't own the RECs or most
 8   of the RECs that the QFs provide, but renewable QFs will
 9   provide a ready supply of RECs that will be available for
10   sale for compliance.
11             On the other hand, if Utah adopts a mass-based
12   plan to comply with the clean power plan, then the simple
13   displacement of the Company's thermal generation with
14   renewable energy will help the Company comply.
15             So, that concludes my summary.  Thank you.
16             MR. DODGE:  Mr. Higgins is available for cross.
17             THE HEARING OFFICER:  Okay.  Thank you.
18             Ms. Dutton, anything from you?
19             MS. DUTTON:  No.  No questions.
20             THE HEARING OFFICER:  Mr. Ritchie?
21             MR. RITCHIE:  No questions.  Thank you.
22             THE HEARING OFFICER:  Thank you.  Mr. Moore?
23             MR. MOORE:  No questions.
24             THE HEARING OFFICER:  Mr. Jetter?
25             MR. JETTER:  I have no questions.  Thank you.
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 1             THE HEARING OFFICER:  Okay.  Thank you.
 2             Ms. Hogle?
 3             MS. HOGLE:  I have no questions.
 4             THE HEARING OFFICER:  Okay.
 5             Commissioner White?
 6             COMMISSIONER WHITE:  I have no questions.
 7   Thanks.
 8             THE HEARING OFFICER:  Commissioner Clark?
 9             COMMISSIONER CLARK:  No questions.  Thank you.
10             THE HEARING OFFICER:  I have none.  Thank you,
11   Mr. Higgins.
12             THE WITNESS:  Thank you.
13             MR. DODGE:  Mr. Chairman, the Coalition would
14   also like to call Mr. Bryan Harris.
15             THE HEARING OFFICER:  Mr. Harris, do you swear
16   to tell the truth?
17             THE WITNESS:  Yes.
18                        BRYAN HARRIS,
19               having first been duly sworn, was
20               examined and testified as follows:
21                      DIRECT EXAMINATION
22   BY MR. DODGE:
23        Q.   Mr. Harris, could you tell us who you are and
24   for whom you work and on whose behalf you're testifying?
25        A.   My name is Bryan Harris.  I am a project
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 1   development manager for SunEdison and I am testifying
 2   on their behalf.
 3        Q.   And on behalf of the Rocky Mountain Coalition;
 4   is that correct?
 5        A.   Yes, that's correct.
 6             (RMCRE Exhibits 2.0R, 2.0SR, and 2.0
 7   Identified)
 8   BY MR. DODGE:
 9        Q.   Thank you.  And under your direction,
10   Mr. Harris, what was direct testimony and rebuttal
11   testimony and surrebuttal testimony filed on your behalf?
12        A.   Yes.
13        Q.   And does that testimony represent your
14   testimony here today?
15        A.   Yes, it does.
16             MR. DODGE:  I'd move the admission of Coalition
17   Exhibits 2.0R, 2.0SR, and 2.0.
18             THE HEARING OFFICER:  Okay.  If any party
19   objects to the motion, please let me know.  I'm not
20   seeing any.  So, the motion's granted.
21             (RMCRE Exhibits 2.0R, 2.0SR, and 2.0 Admitted)
22   BY MR. DODGE:
23        Q.   Mr. Harris, do you have a summary of your
24   testimony in this docket?
25        A.   Yes.  I have a few comments I'd like to provide
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 1   to the Commission to start out.  SunEdison is a large
 2   independent power producer working to develop, build,
 3   and operate renewable energy projects around the world.
 4             We are also very active in developing and
 5   constructing renewable energy projects in Utah.
 6   We've been working on quite a few projects in Utah
 7   over the last several years.
 8             Currently, we have 22 QF power contracts
 9   in place with Rocky Mountain Power.  All of those
10   projects are either constructed or in construction.
11             Those projects are all located in Beaver County
12   and in Iron County in southern Utah.  I believe nine
13   of the projects are completed with the remaining ones
14   in construction.  Those projects are currently employing
15   about 800 construction workers in southern Utah.
16             The projects are an economic boon to southern
17   Utah.  They will pay a significant amount of property
18   taxes over the life of the project as well as about 25
19   full-time operations jobs.  I bring that up just to point
20   out that these projects are providing a significant
21   impact, a positive impact to the state of Utah to the
22   counties where they are.
23             In addition, I believe the projects are great,
24   are a great asset for the ratepayers in Utah.
25   They provide a long-term contracted amount which
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 1   provides -- well, the projects are contracted and
 2   they have a steady rate for the ratepayers.
 3             The main reason why I'm testifying today is to
 4   provide some information that if those projects were not
 5   open to having a 20-year contract, 20-year term in the
 6   contract, if it was a three-year term, those projects
 7   would not be built or would not be under construction
 8   today.  And moving forward, if the Commission changes the
 9   term to three years, we will not be able to build future
10   projects in the state of Utah.  And that's really the
11   crux of my testimony today and my opening statement.
12             MR. DODGE:  Thank you.  Mr. Harris is available
13   for cross-examination.
14             THE HEARING OFFICER:  Thank you.
15             Ms. Dutton, anything?
16             MS. DUTTON:  No.  No questions.
17             THE HEARING OFFICER:  Thank you.  Mr. Ritchie?
18             MR. RITCHIE:  No questions.
19             THE HEARING OFFICER:  Mr. Sanger?
20             MR. SANGER:  No questions.
21             THE HEARING OFFICER:  Mr. Moore?
22             MR. MOORE:  No questions.
23             THE HEARING OFFICER:  Mr. Jetter?
24                      CROSS-EXAMINATION
25   BY MR. JETTER:
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 1        Q.   Yes.  Mr. Chairman, I do have a few questions.
 2   Good afternoon.  I'm Justin Jetter and I represent the
 3   Utah Division of Public Utilities.
 4             You're an expert in financing qualifying
 5   facility projects; is that correct?
 6        A.   I'm an expert in developing solar and wind
 7   projects.  And a critical part of that is the financing,
 8   although I would say that Sun Edison has a very
 9   sophisticated finance team that are the true experts
10   in project finance.  I work closely with them.
11        Q.   You know enough about it to know that, at least
12   in your testimony, you testified that shortening the
13   contract term would make it impossible to finance these
14   projects; isn't that correct?
15        A.   Shortening the term to three years or
16   five years, yes.
17        Q.   Okay.  And that's because the variability is a
18   risk that investors are unwilling to take; isn't that
19   correct?
20        A.   Yes.
21        Q.   And that's based on two factors, is that right,
22   that if you were in an environment where you had higher
23   avoided cost rates, you could potentially have a shorter
24   contract term; is that accurate?
25        A.   By shorter, you mean how many years?
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 1        Q.   Yes.
 2        A.   Yes, that's correct.  That's correct.  It would
 3   need to be significantly higher in order to meet a
 4   three-year or a five-year contract term.  I don't know
 5   how many times higher it would need to be but several
 6   fold higher I would imagine.
 7        Q.   And so, is it accurate that the decision to
 8   finance these is based both on a rate of return of the
 9   project as well as the risk involved?
10        A.   Could you clarify that a little bit?
11   I don't quite understand your question.
12        Q.   Whether or not your financing department is
13   able to seek and secure financing for QF projects is both
14   based on the rate of return on the project that you're
15   offering to those investors as well as the risk that is
16   involved?
17        A.   I would say those are two of the factors.
18   There are additional factors as well.
19        Q.   Okay.  Thank you.  And a number of witnesses
20   today have compared QF projects to steel in the ground
21   resources as opposed to fuel price hedging.
22             Do you know what the stockmarket price will be
23   in 2035 on August 5th?
24        A.   No.
25        Q.   I don't know either.  But is it possible that
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 1   if the Company has, let's say, a gas resource and the
 2   cost of running that gas resource is higher than the
 3   market price on that day, the Company could essentially
 4   shut off that gas resource and buy market purchases?
 5        A.   I presume.
 6        Q.   And in the alternative, if the market is
 7   considerably lower or at all lower than the cost of
 8   running that resource and there's excess capacity,
 9   the Company could run that resource at its capacity and
10   sell the additional into the market; is that correct?
11        A.   I presume that that's correct as well.  I would
12   add that, you know, with a gas plant, obviously there's
13   more uncertainty what's going to happen 20 years from now
14   than with a solar project that has contracted terms for
15   20 years.  I think both the ratepayer and the developer
16   have certainty they know that price is going to much more
17   than the gas plant.
18        Q.   Okay.  But the Company does have the
19   opportunity in the future to choose at what rate it's
20   going to run that gas plant and that would be based on
21   optimizing its economics with whatever the current market
22   prices are.
23             Is that correct to the best of your knowledge?
24        A.   So, I guess, so, could you clarify that a
25   little bit more as well?  So, you're asking me,
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 1   if the Company -- in 20 years if the Company will be
 2   able to run their natural gas plant or not?
 3        Q.   I'm just asking that if the Company owns the
 4   gas plant, would it not have the ability in 20 years,
 5   whatever the market conditions are, to choose to run it
 6   in an optimal economic fashion, whether that be full
 7   output, no output or somewhere in between?
 8        A.   Well, I guess I have a hard time answering that
 9   question, but I guess it's hard to predict whether it
10   would be able to run it economically or not because who
11   knows what the price of natural gas is going to be in
12   20 years.
13        Q.   Okay.  But I guess if the gas price in 20 years
14   is too high to run economically, they could shut that
15   plant off and not produce any 20:52:30 hadn't proves any
16   energy?
17        A.   I would assume that would be the case.
18        Q.   Okay.
19        A.   And with a renewable energy project that's
20   contracted for 20 years, they wouldn't even need to worry
21   about that because they know what the price is today
22   20 years in the future.
23        Q.   Twenty years into the future, they are also
24   locked into purchasing every kilowatt hour that comes out
25   of that renewable project whether that's economic or not?
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 1        A.   Right, but there is a huge benefit to the
 2   ratepayers to know what that certainty is in the future
 3   to date whether it's in the money or out of the money,
 4   correct.  But they do know what that is.
 5        Q.   Okay.  I'm not saying the risk is the risk that
 6   your investors are unwilling to take; is that correct?
 7        A.   I would say that the certainty that comes with
 8   that is required for our investors, whether that's debt
 9   or equity, but the same benefit is also enjoyed by the
10   ratepayers.
11        Q.   And so, that's -- you're saying that that's a
12   risk that your investors are unwilling to take but that
13   that same risk is a benefit to ratepayers; is that
14   correct?
15        A.   That the certainty of knowing what the price
16   is going to be paid and received is a benefit to both
17   parties in my opinion.
18        Q.   And how would that differ from the certainty
19   in price of, say, a natural gas purchase in 20 years?
20             Would that not also be a benefit to the natural
21   gas producer and the Company under that same reasoning?
22        A.   I think it would if there was a contracted
23   price for that natural gas in 20 years, presuming that
24   it was a low price today.
25        Q.   Okay.  Thank you.
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 1        A.   And not taking into account the environmental
 2   risk and other things that go along with that.
 3        Q.   Thank you.  It's really been compared today,
 4   and I'm asking you because you're more knowledgeable
 5   about the development side, it's been said that the
 6   Company and ultimately these costs generally passed to
 7   ratepayers are making similar long-term hedges when they
 8   construct a new generation facility; is that correct?
 9        A.   It would seem so to me, yes.
10        Q.   And it's also been argued that the Company does
11   so with limited risk because it seeks a pre-approval here
12   and --
13        A.   Correct.
14        Q.   -- and it recovers those through its rate base
15   through the period in which that plant is still being
16   used; isn't that correct?  And because of the lower risk,
17   would you expect that a rate of return on that would be
18   commensurately lower?
19        A.   Which risk are you talking about?
20        Q.   So, Company-owned generation facilities.
21        A.   Okay.
22        Q.   Because of their reduced risk, would it be a
23   fair assumption that their rate of return on that, then,
24   is lower because they are more assured of the return that
25   they'll get on that?
0247
 1        A.   Their rate of return is lower than what?
 2        Q.   Well, that was my next question.  What rate of
 3   return is SunEdison requiring to build these projects?
 4             What's the return on equity on it?
 5             MR. DODGE:  I'm going to object to that
 6   specific question.  I'm pretty sure that's considered
 7   confidential and proprietary and not something that could
 8   be disclosed in public.
 9             THE WITNESS:  That is correct.
10             MR. DODGE:  Nor do I think it's relevant.
11             MR. JETTER:  I think it's directly relevant.
12   If you're going to compare, which has been done multiple
13   times by certain parties today, if we're going to compare
14   Company-owned resources in the long-term hedges and risk
15   involved with those, I think the rate of return on those
16   is important to evaluate whether financing those projects
17   is in fact similar to financing long-term QF projects.
18             MR. DODGE:  And that could have been asked in
19   discovery and appropriate protections taken.  It was not
20   done.  It can be disclosed publicly.  If you're going
21   to insist upon clearing the room and trying to get an
22   answer, we'd have to go call the general counsel and see
23   whether he's allowed to testify.
24             This could have been anticipated in advance.
25   That's very highly proprietary confidential information
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 1   to any developer or any company.  It's not something
 2   they disclose.
 3             MR. JETTER:  Would you be able to answer
 4   whether it's higher than ten percent?
 5             MR. DODGE:  I don't know that, but if you're
 6   going to ask, the Company's return is over 15 percent
 7   before tax.  So, let's get apples and apples and not
 8   oranges.  But I don't know if he can even answer that.
 9   I really do not know that.
10             THE WITNESS:  I can't answer that.
11             MS. HOGLE:  Your Honor, excuse me.  I'm sorry.
12             THE HEARING OFFICER:  Yes.
13             MS. HOGLE:  I think I heard Mr. Dodge testify
14   that the Company's return was 15 percent.  I'd like that
15   stricken from the record.  That may or may not be
16   confidential or what have you, but I think that needs
17   to be stricken from the record.
18             MR. DODGE:  It isn't testimony.  It's just my
19   statement.  So, whether you strike it or not, it's
20   irrelevant.  Take 9.8 and gross it up by tax because it's
21   15 point something, but if she doesn't trust my math --
22             THE HEARING OFFICER:  Okay.  Well, I think the
23   record should reflect that that was a statement not under
24   oath and not by a witness.  And I think that covers it.
25             Back to Mr. Jetter.  I guess I'll ask you,
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 1   are you making a motion to close the hearing and take
 2   some time to deal with answering this question?
 3   BY MR. JETTER:
 4        Q.   I'll withdraw the question.  I'm not sure the
 5   value of that would be persuasive in the outcome of this
 6   necessarily.  So, I'll withdraw the question, but I would
 7   like to ask kind of a corollary question with that.
 8             If you're getting a guaranteed fixed-price
 9   payment for every kilowatt hour you deliver over the
10   course of 20 years, is it accurate to say that, at least
11   within that period, that your risk involved in that
12   project is as low as the Company's risk in one of its
13   resources?
14        A.   I would say no, it is not.  And I am not an
15   expert in utility finance, but my understanding is,
16   their rate of return is guaranteed.  I don't know
17   if that's accurate or not, but I know that our rate
18   of return is not guaranteed.
19             There's lots of factors that go into that.
20   If you build a wind farm and you miscalculated how much
21   the wind blows, you can end up with a much lower return
22   and there's no way to inflate that return.  It's going
23   to be what it is.  So, I would say our risk is not
24   comparable with a utility, with the Company.
25        Q.   Would you say that that probably varies with
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 1   the type of resource that you're using?  So, for example,
 2   would you say that solar is significantly lower risk?
 3        A.   It could be.  Solar resource is generally more
 4   consistent than a wind source.  So, it could be, but if a
 5   certain developer was not sophisticated enough to
 6   understand that, then they could take a lot of risk
 7   upon themselves.
 8        Q.   Thank you.  You said that currently your
 9   projects employ about 800 construction workers;
10   is that correct?
11        A.   That is correct.
12        Q.   And there would be about 25 ongoing full-time
13   employees?
14        A.   Yes.
15        Q.   Do you know if that's more or less than there
16   would be had that same generation come from another
17   source like a natural gas plant?
18        A.   I do not know on the construction side of that.
19   I would imagine that on the operation side it's less but
20   I do not know.  For a coal plant it would be less.
21   I don't know about a natural gas plant.
22             MR. JETTER:  Okay.  Thank you.  Those are all
23   of my questions.
24             THE HEARING OFFICER:  Thank you.  Ms. Hogle?
25                      CROSS-EXAMINATION
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 1   BY MS. HOGLE:
 2        Q.   Just a few questions.  Were you in the room
 3   when Mr. Beach testified that current avoided cost prices
 4   are about $30 per megawatt hour?
 5        A.   I was.
 6        Q.   Would it surprise you to know that the 20-year
 7   levelized price of some of SunEdison's contracts is
 8   around $100 per megawatt hour?
 9        A.   It would not.
10        Q.   Okay.  On cross-examination you testified that
11   it was a benefit for customers to have fixed-price
12   contracts because they know what it costs for 20 years
13   let's say; is that correct?
14        A.   That is correct.
15        Q.   How is that a benefit for ratepayers if current
16   market prices stay for 30 years -- for the 20 years,
17   how would that be a benefit?
18        A.   At the time -- so, SunEdison has signed 22
19   power purchase agreements.  And first of all, maybe I
20   should back up a little bit.  So, the power purchase
21   contracts that you're referring to are the Schedule 37
22   power contracts; correct?
23        Q.   Correct.
24        A.   Okay.  So, those contracts make up a small
25   portion of SunEdison's portfolio of megawatts, probably
0252
 1   around 20 megawatts.  And so, those higher priced power
 2   purchase contracts were executed under a former avoided
 3   cost methodology which took into account a significant
 4   capacity cost, capacity payment which would be counted
 5   for about half of the energy of payments and the other
 6   half was energy payments.  So, the total of the project.
 7   So, probably about 20 megawatts is what you're referring
 8   to.  The larger contracts, and I would say 95 percent of
 9   contracts that SunEdison has signed is significantly
10   lower than that, less than half of that in general terms.
11             So, I would say that the majority of our
12   contracts are significantly beneficial to ratepayers.
13   The first contracts that we signed were developed under
14   avoided cost methodology, they give a lot more benefit to
15   capacity and because solar projects do generate during
16   the day, they do receive a significant capacity payment.
17             And I think that whole argument and discussion
18   that was discussed in one of the dockets whether that was
19   fair or not.  And I think since that was -- since the
20   capacity payment was removed from the avoided cost
21   methodology, I think it was determined that that
22   did not benefit the ratepayers.
23             So, I would concede that on those approximately
24   20 megawatts, it probably wasn't a good deal for the
25   ratepayers, but I would say that the system is working
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 1   because after we sign those contracts, then that issue
 2   is brought before this Commission and they were able
 3   to remove that at their discretion.
 4             And so, I believe that the current avoided cost
 5   methodology is very beneficial to ratepayers.
 6   Hence, the $33 that you mentioned earlier.
 7             MS. HOGLE:  I have no further questions.
 8   Thank you.
 9             THE HEARING OFFICER:  Thank you.  Any redirect?
10             MR. DODGE:  No.  I have none.  Thanks.
11             THE HEARING OFFICER:  And Commissioner Clark?
12                         EXAMINATION
13   BY COMMISSIONER CLARK:
14        Q.   Good afternoon, Mr. Harris.  Thanks for being
15   here.  I have some questions for you about the projects
16   that you refer to early in your direct testimony.
17             Were they all constructed on the strength
18   and financed on the strength of purchase power agreements
19   that the Commission approved?
20        A.   Yes -- no, they were not.  So, the Schedule 38
21   projects were.  The Schedule 37 projects did not need
22   approval from the Commission.
23        Q.   And as to the Schedule 38 projects, a number of
24   those aren't yet completed if I'm correct; is that right?
25        A.   None of the Schedule 38 projects are completed.
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 1        Q.   And what's the completion date that you're
 2   contemplating, the operations date for those?
 3        A.   They will be completed between June and
 4   September of 2016.
 5        Q.   Do you have experience in seeking financing
 6   for these sorts of projects that involves a stream
 7   of payments that's different than 20 years?
 8        A.   I do not.
 9        Q.   Do you know whether your company does?
10        A.   Yes.  I believe they do.
11        Q.   And do you have any knowledge of the Company's
12   experience in seeking financing?
13        A.   I have general knowledge but not details.
14   But we do develop projects in different markets
15   in different parts of the country and --
16        Q.   And can you put boundaries on the financing
17   arrangements that you're familiar with, the high side
18   and the low side in relation to the duration of the
19   payment streams or the pricing, the periods of time
20   over which the pricing is fixed?
21        A.   Yeah.  So, generally, there are some parts
22   of the country where some markets that are more liquid
23   than Utah or the terms are less than 20 years.
24             However, there are hedging instruments
25   available in those markets that are used in order to
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 1   contract out the power for a longer term.  And I don't
 2   understand the nuances of how that works because
 3   I haven't worked with them specifically.
 4             But if you're in a liquid market and you can
 5   hedge that out further, then that creates the certainty
 6   that banks and investors need if that makes sense.
 7        Q.   And when you say, "less," how much less?
 8        A.   I believe 15 years in some of those markets.
 9   However, the caveat is at the end of the 15 years, the
10   projects are still located in a liquid market where they
11   can readily sell the power from those projects.
12        Q.   In those arrangements or any others that you're
13   aware of -- well, before I ask that, actually, what's the
14   high side, in other words --
15        A.   The longest term --
16        Q.   Right.  Right.
17        A.   We've done 25 years and I believe there are
18   some 30-year power purchase contracts.  And obviously,
19   from a developer, the longer the better.  The cost of
20   capital goes down with the longer terms and hence the
21   lower price of the PPAs that we can enter into.
22        Q.   In any of these arrangements that you're aware
23   of, is there a provision for adjusting either the energy
24   or the capacity payment before the expiration of the
25   term?
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 1        A.   I really don't know the answer to that.
 2   I presume that there may be, but I really don't know
 3   the answer to that.
 4        Q.   Regarding your testimony that PacifiCorp's
 5   proposal would -- I don't want to mischaracterize it, but
 6   would either halt or significantly retard the development
 7   of QF projects, do you have a sense of where the tipping
 8   point is between three years and 20 years?
 9        A.   You know, that's a good question and obviously
10   we've thought about that.  And we don't have a good
11   answer to that.  We know that we can finance a 20-year
12   project or a 20-year contract term.
13             Could we contract a 19-year?  I would think we
14   probably could.  But where that starts stops, I don't
15   know.  But what I do know is that the shorter term, the
16   more difficult it becomes and the higher our cost of
17   capital becomes and it makes projects less financially
18   viable overall because the cost of capital increases
19   because there's more risk introduced.
20             COMMISSIONER CLARK:  That's all.  Those were
21   all my questions.  Thank you, Mr. Harris.
22             THE HEARING OFFICER:  Commissioner White?
23             COMMISSIONER WHITE:  I have no questions.
24   Thanks.
25             THE HEARING OFFICER:  I don't have any.
0257
 1   Thank you.  Mr. Dodge?
 2             MR. DODGE:  As a final witness, the Coalition
 3   would like to call Hans Isern.
 4             THE HEARING OFFICER:  Mr. Isern, do you swear
 5   to tell the truth?
 6             THE WITNESS:  I do.
 7             THE HEARING OFFICER:  Thank you.
 8                         HANS ISERN,
 9               having first been duly sworn, was
10               examined and testified as follows:
11                      DIRECT EXAMINATION
12   BY MR. DODGE:
13        Q.   Would you please state for the record who you
14   are, for whom you work, and on whose behalf you're
15   testifying?
16        A.   Yes.  My name is Hans Isern.  It's spelled
17   H-a-n-s.  And the last name is I-s-e-r-n.
18             I am the senior vice president of origination
19   for sPower.  sPower is a Utah-based IPP.
20        Q.   I apologize, Mr. Isern.  I've been calling you
21   Isern.  You were too nice to correct me before.
22        A.   That's fine.  Everybody does.
23             (RMCRE Exhibit 3, 3.0R, and 3.0SR Identified)
24   BY MR. DODGE:
25        Q.   Mr. Isern, did you cause to be developed and
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 1   filed in this docket direct testimony, rebuttal
 2   testimony, and surrebuttal testimony under your name?
 3        A.   Yes.
 4        Q.   And do you adopt that testimony here as your
 5   testimony in this proceeding?
 6        A.   I do.
 7             MR. DODGE:  Mr. Chairman, I'd move the
 8   admission of Coalition Exhibits 3, 3.0R and 3.0SR?
 9             THE HEARING OFFICER:  If any party objects to
10   the motion, please let me know.  Seeing no objections,
11   the motion's granted.
12             (RMCRE Exhibits 3, 3.0R, and 3.0SR Admitted)
13   BY MR. DODGE:
14        Q.   Mr. Isern, would you provide a summary of your
15   testimony?
16        A.   Absolutely.  sPower believes that the current
17   20-year PPA term is proper and should remain in place.
18   Anything less we believe will be a major blow to utility
19   scale renewable development.
20             We further believe that capital and jobs
21   will leave Utah based on any decision of that sort.
22   And pricing under three-year PPA terms very well might
23   be higher than pricing under longer PPA terms due to the
24   risks involved and the requirement for capital providers
25   such as ourselves to invest in projects.
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 1             Essentially, for three-year and five-year
 2   terms, we very likely just won't do.  We'll move our
 3   development efforts and dollars to another state for,
 4   you know, terms and the kind of, call it the 15- to
 5   20-year range, it would be very difficult for us to do
 6   and would severely impact our ability to arrange for
 7   low-cost financing.
 8             We have discussed this both with our own board
 9   and investment committees as well as our tax, equity,
10   and debt providers.  And everyone had the same reaction
11   that we did.  One of the items that I don't think has
12   been covered well thus far is the categorization of
13   risks.  And our opinion, the benefits of a long-term
14   QF pricing are two ways.
15             It does benefit developers who need long-term
16   price certainty for power sales, but we also believe that
17   it benefits ratepayers who likely intend to be in the
18   Utah market purchasing energy for long periods of time
19   who would like to not be exposed to risks of long-term
20   purchases.
21             Furthermore, we think that the QF program is
22   working very well as of today as evidenced by the PPA
23   rates going from over $60 down to 60 to 50 to 40 to 30.
24   That's what should happen in competitive markets, and we
25   view that as a success, not as a reason for concern.
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 1             We also believe that 20 years is the current
 2   industry standard.  It is the standard for reasons.
 3   That is the usual finance tenor of debt that gets put
 4   on the projects.  And I have found it interesting that,
 5   you know, Rocky Mountain Power might consider entering
 6   into a 15-year coal supply provision because that is
 7   standard for coal.  Our standard is 20 years.
 8             So, we would ask not to have our standards
 9   significantly changed as well.  I think that concludes my
10   summary.
11             MR. DODGE:  Thank you.  Mr. Isern is available
12   for cross-examination.
13             THE HEARING OFFICER:  Thank you.
14             Ms. Dutton, anything?
15             MS. DUTTON:  No questions.
16             THE HEARING OFFICER:  Mr. Ritchie?
17             MR. RITCHIE:  No questions.
18             THE HEARING OFFICER:  Mr. Sanger?
19             MR. SANGER:  No questions.  Thank you.
20             THE HEARING OFFICER:  Mr. Moore?
21             MR. MOORE:  No questions.
22             THE HEARING OFFICER:  Mr. Jetter?
23                      CROSS-EXAMINATION
24   BY MR. JETTER:
25        Q.   I do have a few questions.  Good afternoon.
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 1   Thank you for being here.
 2             Is it correct that a big part of your job
 3   in evaluating the way in which you finance a project
 4   is evaluating the risk involved with that project?
 5        A.   Absolutely.
 6        Q.   And is it also -- generally, your testimony
 7   has been that, I believe you had said that you might be
 8   able to finance a 15- to 20-year project and then you
 9   generally only finance 20-year or longer projects;
10   is that correct?
11        A.   That's correct.  We have financed 15-year
12   projects in states and markets where there are other
13   incentives.  For example, in North Carolina, there was
14   a large state tax credit that provided additional revenue
15   to offset the fact that it is a shorter term PPA.
16             We've seen the same in certain Northeast states
17   such as Massachusetts which have very high prices.
18   Essentially, what that leads to is front loading of the
19   revenues.  So, we've been comfortable in certain
20   circumstances with shorter term PPAs, once again,
21   in the 15-year time range when there are other
22   significant revenue streams to help keep investors cool.
23        Q.   Okay.  And so, really, that's just based
24   on a higher rate of return for that investment;
25   is that correct?
0262
 1        A.   Not necessarily.  Think about the percentage
 2   of revenue that is contractually guaranteed.
 3        Q.   Okay.  And the more percentage that's
 4   guaranteed, the more likely you are to lend on it;
 5   is that correct?
 6        A.   Yes.  Not exactly lend but provide capital.
 7        Q.   Okay.  And in that formula, do you compare --
 8   essentially, you would make money by having a variation
 9   or a difference between the cost of the capital to your
10   company and then the rate at which you seek return on
11   that capital when you lend it to one of these projects?
12        A.   Somewhat, yes.  We're an equity provider.  So,
13   we would provide cash equity into the projects and then
14   earn a return over time.  Usually most of that return
15   comes from revenues under a long-term PPA.
16        Q.   Okay.  And would you say, then, that the
17   ability to provide financing for a project, then,
18   is dynamic?  It changes with cost of capital in the
19   market or other resources?  It's not a fixed number
20   that's always going to be the same?
21        A.   Well, I suppose that the ability to provide
22   capital or the availability of capital does change from
23   year to year.  That said, in my experience and in the
24   past multiple years of having renewable projects
25   financed, no one has been doing three- to five-year PPAs.
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 1   And the industry standard has been 20.
 2   We've seen a lot of 25-year PPAs as well.
 3        Q.   I'd like you to change to a slightly different
 4   line of questioning here just briefly.
 5             You had mentioned that you think that the Utah
 6   QF pricing mechanism, our method of calculating the price
 7   has been working appropriately because as each additional
 8   resource is added to the queue, the price is lower.
 9   Eventually that would presumably I guess reach zero.
10             Is that ...
11        A.   I don't know about reaching zero but having
12   your marginal costs decrease with increasing supply
13   is consistent with my understanding of the intent.
14        Q.   Okay.  And so, you could have a perfectly
15   working-well market where you have a lot of QF
16   applications and a lot of QFs being built;
17   is that correct?
18        A.   Yes.
19        Q.   And you could also have a perfectly
20   working-well market where there are no QF applications
21   and none being built; is that correct?
22        A.   Well, I don't think that would be a QF market,
23   then.  If there's no participants, I don't see how you
24   would have the existence of a market.
25        Q.   Well, isn't it your testimony that as the
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 1   prices being paid decrease that your supply would
 2   decrease?
 3        A.   Yes.  So, efficiently or effectively, you have
 4   a dynamic mechanism to ensure that the most economically
 5   viable projects get built and those that are not
 6   economically viable, they would not accept the QF price
 7   and would exit the queue.
 8        Q.   Okay.  And At some point, you would reach a
 9   point where there is not another economically viable
10   project; is that correct?
11        A.   Not necessarily because conditions will change
12   so that you might reach that point where you don't see
13   anything for a year or two years.
14             But, you know, as there are fluctuations and
15   panel prices and other costs, as there are fluctuations
16   in natural gas prices, you might see it become more
17   viable to once again develop under the QF program.
18        Q.   Thank you.  And so, following up on that,
19   it would be fair to say, then, that it's certainly
20   possible, then, to have a multi-year period with no
21   QFs being built and it would still qualify in your
22   opinion as a market that's working well?
23        A.   I don't know if I would say it's working well
24   if you have multiple years where no QF projects are being
25   built.  It might be working well if you have low volume
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 1   for a couple of years, but without any specifics of the
 2   example, it's hard for me to opine.
 3        Q.   Let's just assume everything stays equal,
 4   energy prices stay equal and each QF in the queue
 5   displaces a reduced value and so each QF subsequently
 6   receives a lower value.
 7             In an efficient market, would you not expect
 8   that you would reach a point where there are no more
 9   efficient projects to be built and that would be the
10   optimum number of QFs?
11        A.   I suppose, theoretically, if PacifiCorp is --
12   other supply stays statistic and their load stays static,
13   you know, and a lot of -- I think you said if all else
14   stays equal, then, yes, they would expect for there to be
15   a set number of QF projects developed unless, you know,
16   developers can somehow create more economically
17   attractive projects over time, but assuming that they
18   can't, then, yes, there would be a point where you would
19   fill up the abilities of QFs to provide a benefit
20   to ratepayers and to obtain contracts.
21        Q.   Thank you.  And so, wouldn't that ultimately
22   reach the conclusion that the number of QFs being built
23   in a particular period is not necessarily indicative
24   of whether the market is working correctly?
25        A.   Well, I don't know if your example is really
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 1   realistic because it assumes a lot of things that we
 2   don't see in practice.
 3             In my opinion, a working QF market would see
 4   contracts being signed at declining marginal prices.
 5   Now, that might take time to get there.  I don't think
 6   anyone would expect, you know, your QF program to develop
 7   overnight.  I don't think anyone would expect it would,
 8   you know, fill up in a number of months.
 9             But there would be period as projects are
10   developed and development cycles can range from I guess
11   six to 48 months depending on the size of the project.
12             And during that time, you would start seeing
13   the marginal price decreasing as more and more projects
14   are brought on line, all else being equal.
15        Q.   And let's say hypothetically you are in an
16   environment where you have a 30 percent tax credit and
17   that tax credit ends.
18        A.   Yes.
19        Q.   And in an efficient market, would you expect
20   that you would reach every QF or nearly every QF that
21   could be developed economically taking into account
22   the 30 percent tax credit.  Once that tax credit ends,
23   would you expect to see the need for QFs?
24        A.   I think that it would take some time.  I think
25   that the ITC expiration at the end of '16 would
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 1   definitely hit the pause button on QF CODs.
 2        Q.   And whether there are new QFs built in the
 3   subsequent years, would you say that that may or may not
 4   be a reflection -- may not be I guess a reflection of
 5   whether the market is working well or whether it's not
 6   working well?
 7        A.   Well, the ITC would be an external factor that
 8   would effect the economic viability of the project.
 9   So, we're not asking for, you know, higher avoided cost
10   pricing because the ITC is expiring.  We're asking for
11   the PPA terms to remain unchanged at 20 years.
12        Q.   And do you think -- I guess -- let's ask a
13   slightly different question.
14             At the current avoided cost rates, without the
15   tax credit, is it likely that you would finance a 20-year
16   project based on the costs that you're seeing today for
17   those projects as well as the avoided cost rate of,
18   let's say, $40 a megawatt hour?
19        A.   I think that would be difficult and we would
20   need to see significant movement in EPC costs that would
21   be essentially construction and then your equipment
22   costs.
23             MR. JETTER:  Okay.  Thank you.  That's all the
24   questions that I have.  Thank you.
25             THE HEARING OFFICER:  Thank you, Mr. Jetter.
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 1             Ms. Hogle?
 2             MS. HOGLE:  I have no questions.
 3             THE HEARING OFFICER:  No questions?  Okay.
 4             Mr. Dodge, any redirect?
 5             MR. DODGE:  No.  Thank you.
 6             THE HEARING OFFICER:  Okay.  Thank you.
 7             Commissioner Clark?
 8                         EXAMINATION
 9   BY COMMISSIONER CLARK:
10        Q.   Mr. Isern, in the descriptions that you've
11   given us of the kinds of arrangements, PPA arrangements
12   that are acceptable to the Company in terms of
13   development, do any of those or have any of those
14   involved some form of adjustment or adjustability either
15   to the energy component or the capacity component?
16        A.   No, none that I can think of.  Everything is
17   under a fixed-price contract.  There may be escalation
18   built into the pricing but it's still fixed from day one
19   and then, you know, each year your contract price may
20   vary but it is a fixed price from the day you sign
21   through the delivery term of the PPA.
22             COMMISSIONER CLARK:  Thank you.  That's my only
23   question.
24             THE HEARING OFFICER:  Commissioner White?
25                         EXAMINATION
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 1   BY COMMISSIONER WHITE:
 2        Q.   With respect to the ITC eligibility,
 3   I understand from the testimony given today that it's
 4   set to expire at the end of this year.
 5             For eligibility purposes, does a QF have
 6   to reach the commercial operations day or is it a certain
 7   amount of construction or capital spent to be eligible
 8   for that ITC?
 9        A.   Yeah.  I might have misspoken.  The ITC
10   deadline would be to have a project in service by the
11   end of 2016.  If you are not in service and delivering
12   energy and receiving revenue, then you would not qualify
13   for the ITC.
14             There is some discussion about amending that
15   to have started construction language where developers
16   and financiers can invest a certain amount of money and
17   start work on a site to qualify it, but as of today,
18   the projects must be in service and delivering energy
19   and receiving revenue as of December 31st, 2016.
20             COMMISSIONER WHITE:  I have no further
21   questions.
22             THE HEARING OFFICER:  Okay.  Thank you.
23   I don't have any.  Thank you, Mr. Isern.
24             MR. ISERN:  Thank you.
25             THE HEARING OFFICER:  Mr. Dodge, anything
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 1   further from you?
 2             MR. DODGE:  That's all.  Thank you.
 3             THE HEARING OFFICER:  Okay.  Does any party
 4   have anything else before we adjourn?
 5             MR. RITCHIE:  Mr. Chairman?
 6             THE HEARING OFFICER:  Mr. Ritchie, yes.
 7             MR. RITCHIE:  I did want to ask about whether
 8   a briefing schedule would be available here.  I would say
 9   from Sierra Club's standpoint, I think it could be
10   helpful in this case.
11             In particular, I think there was some issues
12   addressed about the legality of some of the proposals
13   under PURPA.  And if that gets into some pretty
14   complicated legal questions, that we would like to brief.
15             THE HEARING OFFICER:  Okay.  So, we have a
16   request from the Sierra Club for legal briefing.
17             Let me ask all the parties to comment on that.
18   Why don't we start with the applicant.
19             MS. HOGLE:  I would leave it up to the
20   Commission.  If the Sierra Club is going to brief, the
21   Company would then want the opportunity to do so as well.
22             THE HEARING OFFICER:  Okay.  And, Mr. Jetter?
23             MR. JETTER:  I think from the Division's
24   perspective, we're probably a little indifferent.  We're
25   happy to do it if the Commission thinks it's of value.
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 1   I guess that's probably my response.  Thanks.
 2             THE HEARING OFFICER:  Okay.  And, you know
 3   what, to save time, why don't I go back and say,
 4   do you have thoughts on timing or length?
 5             Why don't we go back to Mr. Ritchie.
 6   And I'll still get around to everybody, but I wanted
 7   to get those two issues out of the way.
 8             MR. RITCHIE:  The immediate thing that comes
 9   to mind for me is Thanksgiving.  That's why I would maybe
10   say the week sometime after Thanksgiving.
11             THE HEARING OFFICER:  Okay.  Ms. Hogle?
12             MS. HOGLE:  So, that would mean next week and
13   then Thanksgiving week and then they would be due the
14   week after Thanksgiving.  Is that --
15             MR. RITCHIE:  I would normally say two weeks
16   but two weeks puts us right there in that Thanksgiving
17   holiday.  So, I would say, you know, go to the following
18   week.
19             MS. HOGLE:  And I think that would be
20   appropriate, and I would add that it would be one round
21   submitted by everybody at the same time.
22             As far as length, I'm not sure.  I think there
23   should be a limit.  Again, I think I would leave it up to
24   the Commission to determine.
25             THE HEARING OFFICER:  We stop reading after the
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 1   limit.  Thank you.  Mr. Jetter?
 2             MR. JETTER:  That's a reasonable schedule for
 3   us.  I don't think anyone would need a lot of pages to
 4   cover it.  So, whatever page limit the other parties
 5   or the Commission would like.
 6             THE HEARING OFFICER:  Okay.  Thank you.
 7             Mr. Moore?
 8             MR. MOORE:  The Office would be would be happy
 9   to go along with the Division's recommendation.
10             THE HEARING OFFICER:  Okay.  Thank you.
11             Ms. Dutton?
12             MS. DUTTON:  I think that if the Commission
13   feels it's necessary, then we would definitely comply
14   and submit a brief.
15             THE HEARING OFFICER:  Mr. Dodge?
16             MR. DODGE:  Yeah.  I think maybe the
17   Commission's sort of practice is if someone feels it
18   would be useful unless the Commission feels otherwise
19   that that's been accommodated.  And I encourage you to do
20   that.  I guess I might suggest one additional as a
21   personal item.  And that is, it would be work better
22   for me if we went into the following week, the 11th of
23   December or something like that.  Kind of splitting the
24   holidays.
25             THE HEARING OFFICER:  Okay.  Thank you.
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 1             Mr. Sanger?
 2             MR. SANGER:  If other parties believe that
 3   briefs are necessary, then we would support that.
 4   We're not asking for briefing, but if other parties
 5   believe it's necessary, we would support that.
 6             As late as possible for the briefs given the
 7   holidays.  So, whatever the Commission wants but the
 8   later the better for us.
 9             THE HEARING OFFICER:  Okay.  Should we
10   deliberate just for a moment or two and chat?  Why don't
11   we take a recess until about, I'm going to say 4:40.
12             Thank you.
13             (Recess taken from 4:36 p.m. to 4:40 p.m.)
14             THE HEARING OFFICER:  Okay.  We're back on the
15   record to address the issue of legal briefing.
16             Any party who desires to express to us their
17   position on legal issues with respect to interpretation
18   of federal or state PURPA may do so by Wednesday,
19   December 9th within a 10-page limit.  And we will
20   consider anything submitted by that date before we
21   finalize our order.  Anything further from anyone?
22             (Discussion off the record)
23             THE HEARING OFFICER:  The witnesses, if you
24   have your summary in writing, the court reporter would
25   appreciate having a copy of that if you have it here
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 1   with you.  And seeing nothing further from anybody --
 2   oh, sorry.
 3             MR. SANGER:  Your Honor, I would just like to
 4   ask the question so I understand.  You said the legal
 5   issues on the interpretation of PURPA.  Do I read that
 6   as the legal brief should be limited to only those legal
 7   issues or whether it would be broader than that?
 8             THE HEARING OFFICER:  Well, I think the request
 9   was for legal briefing, not for necessarily closing
10   statements or something to that effect.
11             Since it wasn't a brief that the Commission
12   asked for, it was something requested by the parties,
13   I was, I think, just trying to be helpful in my
14   explanation, but I don't think we're limiting it to any
15   legal issues.  I think any legal issue that any party
16   wants to address is not off the table.
17             MR. SANGER:  Okay.  I wanted to give you
18   whatever you want.  Okay.  Thank you.
19             THE HEARING OFFICER:  And seeing nothing
20   further, we are adjourned.  Thank you.
21             (Proceedings concluded at or about 4:42 p.m.)
22
23
24
25
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		306						LN		10		9		false		            9               examined and testified as follows:				false

		307						LN		10		10		false		           10                      DIRECT EXAMINATION				false

		308						LN		10		11		false		           11   BY MS. HOGLE:				false

		309						LN		10		12		false		           12        Q.   Good morning, Mr. Clements.				false

		310						LN		10		13		false		           13        A.   Good morning.				false

		311						LN		10		14		false		           14        Q.   Can you please state and spell your name				false

		312						LN		10		15		false		           15   for the record and your position?				false

		313						LN		10		16		false		           16        A.   Yes.  My name is Paul Clements,				false

		314						LN		10		17		false		           17   C-l-e-m-e-n-t-s.  And I'm currently Director of				false

		315						LN		10		18		false		           18   Commercial Services for Rocky Mountain Power.				false

		316						LN		10		19		false		           19        Q.   And can you provide a brief background for the				false

		317						LN		10		20		false		           20   commissioners today?				false

		318						LN		10		21		false		           21        A.   Certainly.  I've worked for PacifiCorp				false

		319						LN		10		22		false		           22   for over close to 11 years at this point.  Primary				false

		320						LN		10		23		false		           23   responsibilities include negotiating qualifying facility				false

		321						LN		10		24		false		           24   contracts and negotiating other wholesale energy supply				false

		322						LN		10		25		false		           25   contracts in addition to negotiating large special				false

		323						PG		11		0		false		page 11				false

		324						LN		11		1		false		            1   contracts with our large industrial customers.				false

		325						LN		11		2		false		            2             (Direct, Rebuttal, Surrebuttal Testimony of				false

		326						LN		11		3		false		            3   Paul Clements Identified).				false

		327						LN		11		4		false		            4   BY MS. HOGLE:				false

		328						LN		11		5		false		            5        Q.   In that capacity, did you prepare direct				false

		329						LN		11		6		false		            6   testimony with attached Exhibit-A, rebuttal testimony,				false

		330						LN		11		7		false		            7   and surrebuttal testimony in support of the Company's				false

		331						LN		11		8		false		            8   application in this case?				false

		332						LN		11		9		false		            9        A.   Yes, I did.				false

		333						LN		11		10		false		           10        Q.   And do you have any changes or edits to that				false

		334						LN		11		11		false		           11   testimony?				false

		335						LN		11		12		false		           12        A.   I do not.				false

		336						LN		11		13		false		           13        Q.   So, if I were to ask you the questions in those				false

		337						LN		11		14		false		           14   pieces of testimony again here today, would your answers				false

		338						LN		11		15		false		           15   be the same?				false

		339						LN		11		16		false		           16        A.   They would.				false

		340						LN		11		17		false		           17             MS. HOGLE:  I move for the admission into the				false

		341						LN		11		18		false		           18   record of the Company's, specifically Mr. Clements'				false

		342						LN		11		19		false		           19   direct testimony in Exhibit-A, rebuttal testimony,				false

		343						LN		11		20		false		           20   and surrebuttal testimony.				false

		344						LN		11		21		false		           21             THE HEARING OFFICER:  I'll ask any party to				false

		345						LN		11		22		false		           22   indicate if you have an objection to that.  And not				false

		346						LN		11		23		false		           23   seeing any, that will be entered.  Thank you.				false

		347						LN		11		24		false		           24             (Direct, Rebuttal, Surrebuttal Testimony of				false

		348						LN		11		25		false		           25   Paul Clements Admitted)				false

		349						PG		12		0		false		page 12				false

		350						LN		12		1		false		            1   BY MS. HOGLE:				false

		351						LN		12		2		false		            2        Q.   Thank you.  Mr. Clements, do you have a summary				false

		352						LN		12		3		false		            3   that you would like to provide today?				false

		353						LN		12		4		false		            4        A.   I do.				false

		354						LN		12		5		false		            5        Q.   Please proceed.				false

		355						LN		12		6		false		            6        A.   Good morning.  I'll try to keep my summary				false

		356						LN		12		7		false		            7   brief while covering the important issues before us				false

		357						LN		12		8		false		            8   today.  So, the purpose of my testimony is to support				false

		358						LN		12		9		false		            9   and to present the Company's application to modify the				false

		359						LN		12		10		false		           10   maximum allowable contract term for qualifying facility				false

		360						LN		12		11		false		           11   or QF contracts that the Company must enter into under				false

		361						LN		12		12		false		           12   the Public Utility Regulatory Policies Act of 1978 also				false

		362						LN		12		13		false		           13   known as PURPA.				false

		363						LN		12		14		false		           14             The Company is seeking a modification to the				false

		364						LN		12		15		false		           15   maximum contract term of QF contracts executed under both				false

		365						LN		12		16		false		           16   Schedules 37 and 38.				false

		366						LN		12		17		false		           17             Specifically, the Company is requesting the				false

		367						LN		12		18		false		           18   maximum contract term for PURPA contracts be reduced from				false

		368						LN		12		19		false		           19   the current 20 years to three years.				false

		369						LN		12		20		false		           20             I'd like to talk a little bit about why this				false

		370						LN		12		21		false		           21   change is needed at this time.  You may be thinking as				false

		371						LN		12		22		false		           22   many of us have that the Commission has already addressed				false

		372						LN		12		23		false		           23   just about every QF issue under the sun in the various				false

		373						LN		12		24		false		           24   dockets that we've had over the past several years.				false

		374						LN		12		25		false		           25             And, in fact, the Commission addressed the				false

		375						PG		13		0		false		page 13				false

		376						LN		13		1		false		            1   issue of a QF avoided cost or the price in Docket				false

		377						LN		13		2		false		            2   03-035-14 and Docket 12-035-100.				false

		378						LN		13		3		false		            3             I personally used to be of the opinion that				false

		379						LN		13		4		false		            4   if the QF price is set correctly, then the contract term				false

		380						LN		13		5		false		            5   does not matter.				false

		381						LN		13		6		false		            6             However, my opinion changed on that matter.				false

		382						LN		13		7		false		            7   When I further evaluated how QF contracts compared				false

		383						LN		13		8		false		            8   to non-QF contracts that the Company enters into,				false

		384						LN		13		9		false		            9   I determined that a 20-year QF contract term does not				false

		385						LN		13		10		false		           10   meet the ratepayer indifference standard required by				false

		386						LN		13		11		false		           11   PURPA because it exposes customers to risks that they				false

		387						LN		13		12		false		           12   otherwise would not be exposed to absent the QF contract.				false

		388						LN		13		13		false		           13             Let's talk a bit about the ratepayer				false

		389						LN		13		14		false		           14   indifference standard.				false

		390						LN		13		15		false		           15             So, the ratepayer indifference standard or the				false

		391						LN		13		16		false		           16   avoided cost standard is intended to leave customers				false

		392						LN		13		17		false		           17   economically indifferent to the source of the utility's				false

		393						LN		13		18		false		           18   energy by ensuring that the cost to the utility of				false

		394						LN		13		19		false		           19   purchasing from a QF does not exceed the cost the utility				false

		395						LN		13		20		false		           20   would incur if it purchases from another source.				false

		396						LN		13		21		false		           21             The 20-year contract term does not meet this				false

		397						LN		13		22		false		           22   ratepayer indifference test for the following three				false

		398						LN		13		23		false		           23   reasons.  First, it is inconsistent with the Company's				false

		399						LN		13		24		false		           24   hedging practices which were implemented after a careful				false

		400						LN		13		25		false		           25   review by stakeholders through a recent collaborative.				false

		401						PG		14		0		false		page 14				false

		402						LN		14		1		false		            1             Second, it is inconsistent with resource				false

		403						LN		14		2		false		            2   acquisition policies and practices for non-PURPA energy				false

		404						LN		14		3		false		            3   purchases.				false

		405						LN		14		4		false		            4             And third, it is not aligned with the Company's				false

		406						LN		14		5		false		            5   IRP or integrated resource plan, planning cycle, and				false

		407						LN		14		6		false		            6   action plan.				false

		408						LN		14		7		false		            7             This is a critical issue to protect customers.				false

		409						LN		14		8		false		            8   At the time my testimony was prepared, PacifiCorp had				false

		410						LN		14		9		false		            9   1,041 megawatts of existing PURPA contracts in Utah				false

		411						LN		14		10		false		           10   and 2,253 megawatts of proposed QF contracts in Utah.				false

		412						LN		14		11		false		           11             So, together, that's 3,294 megawatts of				false

		413						LN		14		12		false		           12   existing and potential Utah QF contracts.  PacifiCorp's				false

		414						LN		14		13		false		           13   average Utah retail load in 2014 was 2,959 megawatts.				false

		415						LN		14		14		false		           14             So, we have more existing and proposed,				false

		416						LN		14		15		false		           15   at the time of the filing, more existing and proposed				false

		417						LN		14		16		false		           16   QF contracts than the average Utah retail load.				false

		418						LN		14		17		false		           17   We're talking about a lot of megawatts at stake.				false

		419						LN		14		18		false		           18             Now let's talk about the dollar impact.				false

		420						LN		14		19		false		           19             The expected system-wide costs or payments				false

		421						LN		14		20		false		           20   to QFs over the next ten years just from the executed				false

		422						LN		14		21		false		           21   QF contracts, so these are contracts that are already				false

		423						LN		14		22		false		           22   signed, is $2.9 billion.				false

		424						LN		14		23		false		           23             So, that's $2.9 billion in QF payments over the				false

		425						LN		14		24		false		           24   next ten years.  In 2015 alone, the projected payments				false

		426						LN		14		25		false		           25   are 170.5 million and Utah's share of that is				false

		427						PG		15		0		false		page 15				false

		428						LN		15		1		false		            1   $73.3 million.  So, Utah customers are projected				false

		429						LN		15		2		false		            2   to pay $73.3 million to QFs in 2015.				false

		430						LN		15		3		false		            3             I highlight that to illustrate that QF				false

		431						LN		15		4		false		            4   contracts are a major factor in customers' rates.				false

		432						LN		15		5		false		            5             Now, let's talk a minute about the first point				false

		433						LN		15		6		false		            6   which is the 20-year QF contract term is inconsistent				false

		434						LN		15		7		false		            7   with the Company's hedging practice and policy.				false

		435						LN		15		8		false		            8             The Company modified its hedging horizon for				false

		436						LN		15		9		false		            9   natural gas and electricity trades and other commodities				false

		437						LN		15		10		false		           10   as a result of a hedging collaborative and workshops				false

		438						LN		15		11		false		           11   that were held in 2011 and 2012.				false

		439						LN		15		12		false		           12             That collaborative convened as a result of				false

		440						LN		15		13		false		           13   concerns expressed by the DPU, the Office, and various				false

		441						LN		15		14		false		           14   other parties about some hedges the Company had entered				false

		442						LN		15		15		false		           15   into.  In its report on the collaborative, the DPU stated				false

		443						LN		15		16		false		           16   the following in part:				false

		444						LN		15		17		false		           17             "Because of relative market illiquidity				false

		445						LN		15		18		false		           18        and potential inaccuracy of the forecasted demand				false

		446						LN		15		19		false		           19        requirements, hedges should normally be limited				false

		447						LN		15		20		false		           20        to 36 forward months."				false

		448						LN		15		21		false		           21             PacifiCorp's current practice which was				false

		449						LN		15		22		false		           22   implemented as a result of the hedging workshops is to				false

		450						LN		15		23		false		           23   actively manage electricity and natural gas positions				false

		451						LN		15		24		false		           24   that are 36 months out and nearer, meaning from today				false

		452						LN		15		25		false		           25   out three years.  What does that mean?				false

		453						PG		16		0		false		page 16				false

		454						LN		16		1		false		            1             That means that the Company would not and				false

		455						LN		16		2		false		            2   arguably could not under its existing policies enter				false

		456						LN		16		3		false		            3   into a 20-year contract to purchase electricity from a				false

		457						LN		16		4		false		            4   counterparty who is not a QF.  Our policy prohibits it.				false

		458						LN		16		5		false		            5             And we do not enter into 20-year contracts				false

		459						LN		16		6		false		            6   to purchase natural gas.  Again, the policy prohibits				false

		460						LN		16		7		false		            7   it as a result of the hedging collaborative.				false

		461						LN		16		8		false		            8             But the Company must enter into an unlimited				false

		462						LN		16		9		false		            9   amount of 20-year fixed-price contracts with QF				false

		463						LN		16		10		false		           10   counterparties.  That is inconsistent with the hedging				false

		464						LN		16		11		false		           11   practice and policy for non-QF contracts.				false

		465						LN		16		12		false		           12             I'd like to throw out an example of how this				false

		466						LN		16		13		false		           13   inconsistency is occurring in practice.				false

		467						LN		16		14		false		           14             So, the Company cannot without extensive				false

		468						LN		16		15		false		           15   stakeholder interest and review enter into a 20-year				false

		469						LN		16		16		false		           16   hedge for natural gas at one of its power plants like				false

		470						LN		16		17		false		           17   Lakeside.  Under the avoided cost method, a QF may				false

		471						LN		16		18		false		           18   displace or avoid the operation of that very same				false

		472						LN		16		19		false		           19   gas plant, Lakeside, let's call it.				false

		473						LN		16		20		false		           20             To calculate the avoided cost at Lakeside,				false

		474						LN		16		21		false		           21   the Company utilizes its production dispatch model and				false

		475						LN		16		22		false		           22   forecasts out the cost of gas for 20 years.				false

		476						LN		16		23		false		           23             So, if you have a seven heat rate at Lakeside				false

		477						LN		16		24		false		           24   and the cost of gas is $3 per an MBTU, then the model				false

		478						LN		16		25		false		           25   would say that the cost of production at Lakeside is				false

		479						PG		17		0		false		page 17				false

		480						LN		17		1		false		            1   $21 plus some variable 0 and M.  So, seven heat rate				false

		481						LN		17		2		false		            2   times a $3 gas price.  If the QF avoids Lakeside over the				false

		482						LN		17		3		false		            3   entire 20 years, the QF would get a $21 plus the variable				false

		483						LN		17		4		false		            4   0 and M, $21 avoided cost price.  If the QF executes that				false

		484						LN		17		5		false		            5   20-year contract at that price, the Company is				false

		485						LN		17		6		false		            6   effectively locking in the cost of gas for 20 years.				false

		486						LN		17		7		false		            7             In theory, Lakeside would not be operated and				false

		487						LN		17		8		false		            8   the Company would purchase the energy from the QF at that				false

		488						LN		17		9		false		            9   $21 price.  If gas prices were to drop to $2 per MMBTU,				false

		489						LN		17		10		false		           10   without the QF, the Company would operate Lakeside at $14				false

		490						LN		17		11		false		           11   per megawatt hour and achieve that difference in price.				false

		491						LN		17		12		false		           12             However, since a 20-year contract was signed				false

		492						LN		17		13		false		           13   with the QF, the Company is locked into a gas price for				false

		493						LN		17		14		false		           14   20 years.  So, under a normal hedging policy and				false

		494						LN		17		15		false		           15   practice, the Company would not hedge the price of gas				false

		495						LN		17		16		false		           16   for 20 years.				false

		496						LN		17		17		false		           17             However, under a QF contract, the Company				false

		497						LN		17		18		false		           18   may be forced to do so.  The 20-year QF contract term				false

		498						LN		17		19		false		           19   therefore introduces the Company's customers to long-term				false

		499						LN		17		20		false		           20   fixed-price risk that it otherwise would not occur.				false

		500						LN		17		21		false		           21             Now, let's talk a little bit about what is				false

		501						LN		17		22		false		           22   fixed-price risk and why does it matter.				false

		502						LN		17		23		false		           23             The Company and its customers are not commodity				false

		503						LN		17		24		false		           24   traders.  The Company hedges to reduce or to eliminate				false

		504						LN		17		25		false		           25   volatility in the near term.				false

		505						PG		18		0		false		page 18				false

		506						LN		18		1		false		            1             The Company does not engage in speculative				false

		507						LN		18		2		false		            2   trading.  Speculative trading attempts to profit from				false

		508						LN		18		3		false		            3   betting on the direction in which a market will move.				false

		509						LN		18		4		false		            4   The longer the time horizon, the more likely your bet				false

		510						LN		18		5		false		            5   will be wrong.				false

		511						LN		18		6		false		            6             For example, you can probably forecast with				false

		512						LN		18		7		false		            7   relative accuracy the price of gasoline for next month.				false

		513						LN		18		8		false		            8   It will probably be $2, $2.20 per gallon.  I think we				false

		514						LN		18		9		false		            9   can feel somewhat confident about that.				false

		515						LN		18		10		false		           10             However, if we were to try to predict today				false

		516						LN		18		11		false		           11   what the price of gasoline will be 20 years from now,				false

		517						LN		18		12		false		           12   our prediction will likely be materially wrong.				false

		518						LN		18		13		false		           13   This concept represents fixed-price risk.				false

		519						LN		18		14		false		           14             Here is an example of how the 20-year contract,				false

		520						LN		18		15		false		           15   20-year QF contract has exposed customers to increased				false

		521						LN		18		16		false		           16   fixed-price risk.				false

		522						LN		18		17		false		           17             The Company currently has 1,991 megawatts of				false

		523						LN		18		18		false		           18   nameplate capacity QF contracts.  That was at the time I				false

		524						LN		18		19		false		           19   prepared this filing.  It's changed slightly since then.				false

		525						LN		18		20		false		           20             Over the next ten years, the Company is under				false

		526						LN		18		21		false		           21   contract to purchase 44.6 million megawatt hours under				false

		527						LN		18		22		false		           22   these contracts.  The average price for these contracts				false

		528						LN		18		23		false		           23   is $64.13 per megawatt hour.				false

		529						LN		18		24		false		           24             The average forward price curve for				false

		530						LN		18		25		false		           25   mid-Columbia, a major trading hub in the Northwest over				false

		531						PG		19		0		false		page 19				false

		532						LN		19		1		false		            1   this same ten-year time period $38.11 per megawatt hour.				false

		533						LN		19		2		false		            2   That is a difference of $26.02 per megawatt hour or that				false

		534						LN		19		3		false		            3   equates to $1.2 billion over this ten-year time period.				false

		535						LN		19		4		false		            4             So, if you compare the price of the QF				false

		536						LN		19		5		false		            5   contracts that we've entered into recently to the price				false

		537						LN		19		6		false		            6   at Mid-Columbia over the next ten years, it's				false

		538						LN		19		7		false		            7   $1.2 billion out of the money.				false

		539						LN		19		8		false		            8             Now, I acknowledge and completely agree that				false

		540						LN		19		9		false		            9   that could just as easily be $1.2 billion in the money.				false

		541						LN		19		10		false		           10   The market could just as easily have moved in the				false

		542						LN		19		11		false		           11   opposite direction.				false

		543						LN		19		12		false		           12             I'm not concerned about placing a bet and being				false

		544						LN		19		13		false		           13   right or wrong.  The issue is fixed-price risk.  And that				false

		545						LN		19		14		false		           14   example illustrates that once you enter into a long-term				false

		546						LN		19		15		false		           15   contract, you are automatically exposed to a considerable				false

		547						LN		19		16		false		           16   amount of fixed-price risk.  And our stakeholders made it				false

		548						LN		19		17		false		           17   clear that we should manage that fixed-price risk by				false

		549						LN		19		18		false		           18   limiting our contracts to 36 months or less in duration.				false

		550						LN		19		19		false		           19             Briefly touching upon my second point, and that				false

		551						LN		19		20		false		           20   is, QF contracts do not go through the same rigorous				false

		552						LN		19		21		false		           21   acquisition process as non-QF contracts, when the Company				false

		553						LN		19		22		false		           22   determines that it needs to enter into a long-term				false

		554						LN		19		23		false		           23   contract, it's usually the result of a need identified				false

		555						LN		19		24		false		           24   in the Integrated Resource Plan.				false

		556						LN		19		25		false		           25             The Company then performs an extensive analysis				false

		557						PG		20		0		false		page 20				false

		558						LN		20		1		false		            1   to compare the contemplated transaction to other				false

		559						LN		20		2		false		            2   available transactions and it does an extensive review				false

		560						LN		20		3		false		            3   of the credit terms, contract terms, and the needs				false

		561						LN		20		4		false		            4   assessment of the Company.				false

		562						LN		20		5		false		            5             Most importantly, the Company utilizes a				false

		563						LN		20		6		false		            6   rigorous request for proposal or RFP process whenever				false

		564						LN		20		7		false		            7   it acquires a long-term resource.				false

		565						LN		20		8		false		            8             PURPA contracts do not go through that same				false

		566						LN		20		9		false		            9   request for proposal process and the same rigorous review				false

		567						LN		20		10		false		           10   process because the Company must execute the contract.				false

		568						LN		20		11		false		           11             On to my last point, and that is that the				false

		569						LN		20		12		false		           12   20-year QF contract term is inconsistent with IRP				false

		570						LN		20		13		false		           13   timelines.  So, some parties argue that my point that				false

		571						LN		20		14		false		           14   we should look at our hedging policy as not relevant.				false

		572						LN		20		15		false		           15   They argue that a QF contract is more like a Company				false

		573						LN		20		16		false		           16   resource that we inquire through the IRP.  It is not.				false

		574						LN		20		17		false		           17             First of all, the Company does enter into a				false

		575						LN		20		18		false		           18   long-term transaction unless there is a need identified				false

		576						LN		20		19		false		           19   in the IRP.  Now, the IRP goes out 20-plus years and it				false

		577						LN		20		20		false		           20   acknowledges that the planning uncertainties grow as				false

		578						LN		20		21		false		           21   you get further out in time.				false

		579						LN		20		22		false		           22             It is for that reason that the IRP action plan				false

		580						LN		20		23		false		           23   is focused only on the next two to four years.				false

		581						LN		20		24		false		           24             So, the IRP says, here's what we expect you				false

		582						LN		20		25		false		           25   will need over the next 20-plus years.  But it says,				false

		583						PG		21		0		false		page 21				false

		584						LN		21		1		false		            1   here's what you need to do over the next two to four				false

		585						LN		21		2		false		            2   years.  So, what does that mean?				false

		586						LN		21		3		false		            3             Currently, the 2015 IRP has identified a need				false

		587						LN		21		4		false		            4   for a natural gas plant in 2028.  However, the IRP action				false

		588						LN		21		5		false		            5   plan does not have the Company go out and acquire that				false

		589						LN		21		6		false		            6   resource today because that resource is not needed for				false

		590						LN		21		7		false		            7   another 13 years.  The IRP action plan says, only take				false

		591						LN		21		8		false		            8   action that's needed in the next two to four years.				false

		592						LN		21		9		false		            9             Now, why is that important?  Well, let's talk				false

		593						LN		21		10		false		           10   about a real-world example.  The 2013 IRP which was just				false

		594						LN		21		11		false		           11   two years ago had a gas plant in 2024.				false

		595						LN		21		12		false		           12             The 2013 IRP update which would have been a				false

		596						LN		21		13		false		           13   year ago moved that gas plant out to 2027.  That was a				false

		597						LN		21		14		false		           14   result of changes in load and other factors in the IRP.				false

		598						LN		21		15		false		           15             The 2015 IRP pushed that gas plan further out				false

		599						LN		21		16		false		           16   to 2028.  So, there we see that over a two-year time				false

		600						LN		21		17		false		           17   period, the Company's resource need changed by four				false

		601						LN		21		18		false		           18   years.  Now, why does that matter to QF contracts?				false

		602						LN		21		19		false		           19             Had the Company entered into a 20-year contract				false

		603						LN		21		20		false		           20   with a QF based on the assumption that a resource was				false

		604						LN		21		21		false		           21   needed in 2024, the Company would be locked in to paying				false

		605						LN		21		22		false		           22   that capacity payment starting in 2024.				false

		606						LN		21		23		false		           23             The Company wasn't planning to go out and build				false

		607						LN		21		24		false		           24   that 2024 resource, but if it signed this QF contract,				false

		608						LN		21		25		false		           25   it's now locked into paying that capacity payment.				false

		609						PG		22		0		false		page 22				false

		610						LN		22		1		false		            1             That's a mismatch.  Customers are exposed to				false

		611						LN		22		2		false		            2   locking in costs in the future that they otherwise would				false

		612						LN		22		3		false		            3   not be locked into under the current IRP action plan.				false

		613						LN		22		4		false		            4             That mismatch does not meet the ratepayer				false

		614						LN		22		5		false		            5   indifference standard that's required by PURPA.				false

		615						LN		22		6		false		            6             The Company's proposal to limit QF contract				false

		616						LN		22		7		false		            7   terms to three years is aligned with that two- to				false

		617						LN		22		8		false		            8   four-year action plan.				false

		618						LN		22		9		false		            9             Now, I'll touch briefly -- I'm very close to				false

		619						LN		22		10		false		           10   being done.  I'll touch briefly on a few of the comments				false

		620						LN		22		11		false		           11   from the other parties in this docket.				false

		621						LN		22		12		false		           12             Many of the intervenors carry common themes				false

		622						LN		22		13		false		           13   in their responses to the Company's application.				false

		623						LN		22		14		false		           14   Many parties suggest that we're trying to eliminate				false

		624						LN		22		15		false		           15   the must-purchase obligation.				false

		625						LN		22		16		false		           16             That's simply not true.  My testimony is clear				false

		626						LN		22		17		false		           17   that the must-purchase obligation remains.  Many of these				false

		627						LN		22		18		false		           18   parties suggest that a QF is not similar to a commodity				false

		628						LN		22		19		false		           19   hedge but instead is more like a company resource.				false

		629						LN		22		20		false		           20             However, it's clear that a 20-year QF contract				false

		630						LN		22		21		false		           21   is a purchase of energy at a fixed price.  That is a				false

		631						LN		22		22		false		           22   commodity hedge.  These parties suggest as I mentioned				false

		632						LN		22		23		false		           23   that a QF contract is similar to a company resource.				false

		633						LN		22		24		false		           24             But a company only acquires a resource if a				false

		634						LN		22		25		false		           25   need is identified in the IRP and then the company goes				false

		635						PG		23		0		false		page 23				false

		636						LN		23		1		false		            1   out and acquires just what is needed at the time it is				false

		637						LN		23		2		false		            2   needed.  Also, a company resource can be dispatched down.				false

		638						LN		23		3		false		            3             So, if there is a more economic option,				false

		639						LN		23		4		false		            4   it'll dispatch the unit down and take advantage of that				false

		640						LN		23		5		false		            5   more economic option where a QF contract is a must-take				false

		641						LN		23		6		false		            6   for the Company.				false

		642						LN		23		7		false		            7             Lastly, some of the parties have suggested that				false

		643						LN		23		8		false		            8   QFs are a good hedge because they can meet future				false

		644						LN		23		9		false		            9   environmental compliance obligations.				false

		645						LN		23		10		false		           10             Now, we don't know what those future				false

		646						LN		23		11		false		           11   environmental obligations currently are.  They are not				false

		647						LN		23		12		false		           12   known and measurable.  And more importantly, these				false

		648						LN		23		13		false		           13   parties ignore the critical fact that the QF retains the				false

		649						LN		23		14		false		           14   renewable energy credit or the environmental attribute				false

		650						LN		23		15		false		           15   for their economic benefit.				false

		651						LN		23		16		false		           16             Those RECs represent the very environmental				false

		652						LN		23		17		false		           17   benefits or attributes that these parties are touting as				false

		653						LN		23		18		false		           18   being beneficial to the Company.  The Company doesn't				false

		654						LN		23		19		false		           19   actually receive those.				false

		655						LN		23		20		false		           20             In summary, no party has provided credible				false

		656						LN		23		21		false		           21   evidence to refute the three key points made the Company				false

		657						LN		23		22		false		           22   in this proceeding.  First, the 20-year contract term				false

		658						LN		23		23		false		           23   is inconsistent with the Company's hedging policy.				false

		659						LN		23		24		false		           24             Second, the 20-year contract term is				false

		660						LN		23		25		false		           25   inconsistent with the Company's resource acquisition				false

		661						PG		24		0		false		page 24				false

		662						LN		24		1		false		            1   practice for non-PURPA energy purchases.				false

		663						LN		24		2		false		            2             And lastly, that the 20-year contract term				false

		664						LN		24		3		false		            3   is not aligned with the IRP action plan.				false

		665						LN		24		4		false		            4             I continue to recommend that the Commission				false

		666						LN		24		5		false		            5   implement the three-year contract term for all QF				false

		667						LN		24		6		false		            6   contracts, again, both those executed under Schedule 37				false

		668						LN		24		7		false		            7   and Schedule 38.  And that concludes my summary.				false

		669						LN		24		8		false		            8             MS. HOGLE:  Thank you, Mr. Clements.				false

		670						LN		24		9		false		            9   Mr. Clements is available for cross-examination.				false

		671						LN		24		10		false		           10             THE HEARING OFFICER:  Thank you.				false

		672						LN		24		11		false		           11             Before I go to the Division and then to the				false

		673						LN		24		12		false		           12   Office, I do want to briefly ask Ms. Dutton, Mr. Ritchie,				false

		674						LN		24		13		false		           13   Mr. Dodge, and Mr. Sanger if, when we get to this point,				false

		675						LN		24		14		false		           14   do the four of you have a preference in terms of order of				false

		676						LN		24		15		false		           15   cross-examination or should I just go in the order that				false

		677						LN		24		16		false		           16   you're seated?				false

		678						LN		24		17		false		           17             (Discussion off the record)				false

		679						LN		24		18		false		           18             THE HEARING OFFICER:  Okay.  Thank you.				false

		680						LN		24		19		false		           19             Mr. Jetter?				false

		681						LN		24		20		false		           20             MR. JETTER:  Thank you.  The Division has no				false

		682						LN		24		21		false		           21   cross-examination questions for Mr. Clements.				false

		683						LN		24		22		false		           22             THE HEARING OFFICER:  Thank you.  Mr. Moore.				false

		684						LN		24		23		false		           23             (OSC Exhibit-1 Identified)				false

		685						LN		24		24		false		           24                      CROSS-EXAMINATION				false

		686						LN		24		25		false		           25   BY MR. MOORE:				false

		687						PG		25		0		false		page 25				false

		688						LN		25		1		false		            1        Q.   The Office has just two areas of inquiry.				false

		689						LN		25		2		false		            2             Mr. Clements, two days ago last Tuesday, you				false

		690						LN		25		3		false		            3   participated in a hearing in Docket 15-305-70 concerning				false

		691						LN		25		4		false		            4   an application for approval of a PPA which has some				false

		692						LN		25		5		false		            5   overlap with this case; isn't that correct?				false

		693						LN		25		6		false		            6   Factual overlap.				false

		694						LN		25		7		false		            7        A.   You'll have to expand on the overlap that				false

		695						LN		25		8		false		            8   you're referring to.				false

		696						LN		25		9		false		            9        Q.   All right.  I'll get to that.				false

		697						LN		25		10		false		           10             During the hearing you submitted some comments				false

		698						LN		25		11		false		           11   that you participated in preparing and adopted them				false

		699						LN		25		12		false		           12   as your sworn testimony; wasn't that correct?				false

		700						LN		25		13		false		           13        A.   That's correct.				false

		701						LN		25		14		false		           14             MR. MOORE:  I have some copies of these				false

		702						LN		25		15		false		           15   comments here.  Can I pass them out the now?				false

		703						LN		25		16		false		           16             THE HEARING OFFICER:  Any other party, let me				false

		704						LN		25		17		false		           17   know if you have an objection.				false

		705						LN		25		18		false		           18             MS. HOGLE:  The Company has an objection.				false

		706						LN		25		19		false		           19   And the objection is that I believe whatever he's going				false

		707						LN		25		20		false		           20   to be introducing is probably outside the scope of this				false

		708						LN		25		21		false		           21   docket.				false

		709						LN		25		22		false		           22             THE HEARING OFFICER:  Mr. Moore?				false

		710						LN		25		23		false		           23             MR. MOORE:  I'll connect that up.				false

		711						LN		25		24		false		           24             Mr. Clements spoke about -- one of the issues				false

		712						LN		25		25		false		           25   in this docket is the threat of overwhelming QF contracts				false

		713						PG		26		0		false		page 26				false

		714						LN		26		1		false		            1   in the future.  The discussion in the hearing on Tuesday				false

		715						LN		26		2		false		            2   touched upon that issue.				false

		716						LN		26		3		false		            3             THE HEARING OFFICER:  Have you distributed this				false

		717						LN		26		4		false		            4   to the other parties?				false

		718						LN		26		5		false		            5             MR. MOORE:  I have not yet but I have them				false

		719						LN		26		6		false		            6   right here.				false

		720						LN		26		7		false		            7             THE HEARING OFFICER:  Why don't you do that.				false

		721						LN		26		8		false		            8   Why don't you distribute it to the other parties and				false

		722						LN		26		9		false		            9   then we'll deal with the objection and see if anyone				false

		723						LN		26		10		false		           10   else wants to weigh in.				false

		724						LN		26		11		false		           11             (Document distribution by Mr. Moore)				false

		725						LN		26		12		false		           12             THE HEARING OFFICER:  Let me just ask,				false

		726						LN		26		13		false		           13   Mr. Hogle, do you want to say anything else to your				false

		727						LN		26		14		false		           14   objection after looking at that or are you familiar				false

		728						LN		26		15		false		           15   enough with it to say anything you need to?				false

		729						LN		26		16		false		           16             MS. HOGLE:  I would like to add to the				false

		730						LN		26		17		false		           17   objection that from Mr. Moore's response, he indicated				false

		731						LN		26		18		false		           18   that it was -- I'm not sure he said it was relevant,				false

		732						LN		26		19		false		           19   but he did indicate that the comments in the proceeding				false

		733						LN		26		20		false		           20   two days ago had a bearing on the number of PPA contracts				false

		734						LN		26		21		false		           21   that we were discussing in this case and the volume.				false

		735						LN		26		22		false		           22   And I don't recall that being an issue in that case.				false

		736						LN		26		23		false		           23             MR. MOORE:  I would direct Ms. Hogle to				false

		737						LN		26		24		false		           24   page four, the first full paragraph, and the first				false

		738						LN		26		25		false		           25   two sentences.				false

		739						PG		27		0		false		page 27				false

		740						LN		27		1		false		            1             THE HEARING OFFICER:  Mr. Moore, I think				false

		741						LN		27		2		false		            2   I'm going to let you go ahead with this line of				false

		742						LN		27		3		false		            3   questioning and we'll see where it goes subject to				false

		743						LN		27		4		false		            4   more specific objection as you move forward.				false

		744						LN		27		5		false		            5   So, I think we'll just proceed that way.				false

		745						LN		27		6		false		            6   BY MR. MOORE:				false

		746						LN		27		7		false		            7        Q.   Mr. Clements, you have a copy of these?				false

		747						LN		27		8		false		            8        A.   I do, yes.				false

		748						LN		27		9		false		            9        Q.   Could you please turn to page four?				false

		749						LN		27		10		false		           10        A.   Okay.				false

		750						LN		27		11		false		           11        Q.   The first two sentences in the first paragraph				false

		751						LN		27		12		false		           12   three:  "The Company routinely manages between ten and				false

		752						LN		27		13		false		           13        22 negotiations at any given time.  In the early and				false

		753						LN		27		14		false		           14        mid 2015, the Company was managing 170 different QF				false

		754						LN		27		15		false		           15        pricing requests and negotiation.				false

		755						LN		27		16		false		           16             "The large increase is primarily attributable				false

		756						LN		27		17		false		           17        to the solo projects attempting to execute a				false

		757						LN		27		18		false		           18        contract in the time to allow them to build a				false

		758						LN		27		19		false		           19        project by the end of 2016 in order to take				false

		759						LN		27		20		false		           20        advantage of expiring federal investment tax				false

		760						LN		27		21		false		           21        credit."				false

		761						LN		27		22		false		           22             Is that still your testimony today?				false

		762						LN		27		23		false		           23        A.   Yes.				false

		763						LN		27		24		false		           24             MR. MOORE:  I would like to enter these				false

		764						LN		27		25		false		           25   comments into evidence at this time?				false

		765						PG		28		0		false		page 28				false

		766						LN		28		1		false		            1             THE HEARING OFFICER:  And your motion is for				false

		767						LN		28		2		false		            2   the entire document, not just the portion that was read?				false

		768						LN		28		3		false		            3             MR. MOORE:  Well, I have the entire document,				false

		769						LN		28		4		false		            4   yes, but the portion as read is the only portion I'll be				false

		770						LN		28		5		false		            5   inquiring into.				false

		771						LN		28		6		false		            6             THE HEARING OFFICER:  Okay.				false

		772						LN		28		7		false		            7             Any objection to that motion?				false

		773						LN		28		8		false		            8             MS. HOGLE:  The Company renews its objection.				false

		774						LN		28		9		false		            9   Thank you.				false

		775						LN		28		10		false		           10             THE HEARING OFFICER:  Any other party have any				false

		776						LN		28		11		false		           11   position on that?				false

		777						LN		28		12		false		           12             MR. DODGE:  I believe you can take				false

		778						LN		28		13		false		           13   administrative notice of testimony in the record before				false

		779						LN		28		14		false		           14   you in another docket.				false

		780						LN		28		15		false		           15             So, it could be admitted, but either way,				false

		781						LN		28		16		false		           16   I think you have the right to rely on it and look at it.				false

		782						LN		28		17		false		           17             THE HEARING OFFICER:  Any other comments?				false

		783						LN		28		18		false		           18             I think from a practical matter, the three of				false

		784						LN		28		19		false		           19   us are pretty familiar with this other docket.  I think				false

		785						LN		28		20		false		           20   the prudent course is to allow this in and we'll take				false

		786						LN		28		21		false		           21   appropriate administrative notice of it considering that				false

		787						LN		28		22		false		           22   they are two separate dockets but we'll continue forward.				false

		788						LN		28		23		false		           23   Thank you.  Mr. Moore.				false

		789						LN		28		24		false		           24             (OCS Exhibit-1 Admitted)				false

		790						LN		28		25		false		           25   BY MR. MOORE:				false

		791						PG		29		0		false		page 29				false

		792						LN		29		1		false		            1        Q.   Now, the 107 contract requests are only the				false

		793						LN		29		2		false		            2   ones active in the last six months.  There are more QF				false

		794						LN		29		3		false		            3   contract requests than the 107 in the last two years				false

		795						LN		29		4		false		            4   that's at issue in this case; isn't that correct?				false

		796						LN		29		5		false		            5        A.   I wouldn't say that what's occurred over the				false

		797						LN		29		6		false		            6   past two years is what's at issue in this case, but the				false

		798						LN		29		7		false		            7   fact that there were 107 QF requests highlights the				false

		799						LN		29		8		false		            8   concerns that the Company had and partially why it				false
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		1053						LN		39		2		false		            2   encompass all of PURPA.  I mean, we can take the time				false
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		1057						LN		39		6		false		            6   quote from one of them if it would help.  "The				false
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		1083						LN		40		6		false		            6   also a corollary to avoided cost?				false
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		1107						LN		41		4		false		            4        A.   Yes.  Certain commodity hedges would.				false
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		1112						LN		41		9		false		            9        Q.   Do you account for that in your IRP?				false
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		1128						LN		41		25		false		           25        Q.   And did existing QF contracts contribute to the				false
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		1196						LN		44		15		false		           15   responsible for other than marginal costs?				false
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		1218						LN		45		11		false		           11   have the ability to do that, and that was the point				false
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		1226						LN		45		19		false		           19   supply agreements that include minimum take privileges?				false
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		1228						LN		45		21		false		           21   of our long-term fuel agreements.  So, I wouldn't ...				false
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		1230						LN		45		23		false		           23   Deer Creek Mine recently and the replacement coal supply				false
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		1242						LN		46		9		false		            9        A.   Gas do not, no.  Coal often does, yes.				false

		1243						LN		46		10		false		           10        Q.   And so, for a fuel provision like that, just				false

		1244						LN		46		11		false		           11   understanding how a minimum take provision works, if you				false

		1245						LN		46		12		false		           12   back down a plant, you still have to pay for some of that				false

		1246						LN		46		13		false		           13   fuel even if you don't use it; is that correct?				false

		1247						LN		46		14		false		           14        A.   Again, it depends what your minimum tank				false

		1248						LN		46		15		false		           15   provisions are and if they require you to run a certain				false

		1249						LN		46		16		false		           16   capacity level.  I'd have to look at the exact contract				false
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		1251						LN		46		18		false		           18        Q.   Fair enough.  I'll move on from that.				false
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		1254						LN		46		21		false		           21   other category of costs for a company-owned resource that				false
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		1266						LN		47		7		false		            7   forward-looking fuel and power price forecasts to show				false

		1267						LN		47		8		false		            8   that the capital expenditures are the least-cost,				false
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		1273						LN		47		14		false		           14   summary.				false
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		1764						LN		66		11		false		           11             MS. HOGLE:  Objection.  Yes.				false

		1765						LN		66		12		false		           12   BY MR. DODGE:				false

		1766						LN		66		13		false		           13        Q.   Well, let's see if he does remember.				false

		1767						LN		66		14		false		           14             Do you remember?				false

		1768						LN		66		15		false		           15        A.   Well, I wouldn't -- you would probably need to				false

		1769						LN		66		16		false		           16   talk about what occurred during the settlement meeting				false

		1770						LN		66		17		false		           17   which I think is how you phrased that.  This was the				false

		1771						LN		66		18		false		           18   issue during settlement.				false

		1772						LN		66		19		false		           19        Q.   No.  In the testimony I said.  Did we not file				false

		1773						LN		66		20		false		           20   testimony to that effect, the parties not?				false

		1774						LN		66		21		false		           21        A.   I believe you did, yes.				false

		1775						LN		66		22		false		           22        Q.   And the parties ultimately settled on 20 with				false

		1776						LN		66		23		false		           23   the option to extend it to 35 with a filing with the				false

		1777						LN		66		24		false		           24   Commission in large part as the Company testified to try				false

		1778						LN		66		25		false		           25   and balance the long-term price risk against the need				false

		1779						PG		67		0		false		page 67				false

		1780						LN		67		1		false		            1   of QF developers to have access to financing.				false

		1781						LN		67		2		false		            2             And my question is, is that not still a				false

		1782						LN		67		3		false		            3   relevant consideration if it was in the Company's own				false

		1783						LN		67		4		false		            4   testimony in the 03 docket?				false

		1784						LN		67		5		false		            5        A.   The Company's testimony did not speak to				false

		1785						LN		67		6		false		            6   financing in that particular docket.  And the Company's				false

		1786						LN		67		7		false		            7   testimony in support of the 20-year term at that point				false

		1787						LN		67		8		false		            8   in time was a compromise to other parties' desire for				false

		1788						LN		67		9		false		            9   a 35-year contract term.				false

		1789						LN		67		10		false		           10             And again, as I mentioned in my testimony, and				false

		1790						LN		67		11		false		           11   that's what you're failing to recognize or acknowledge,				false

		1791						LN		67		12		false		           12   that things have changed since this original docket				false

		1792						LN		67		13		false		           13   kicked off in 2003.				false

		1793						LN		67		14		false		           14        Q.   I understand that and I'm going to cut you off				false

		1794						LN		67		15		false		           15   and ask the chairman's permission to do so.  I know you				false

		1795						LN		67		16		false		           16   want to give a speech.  I'm just going at, is it not				false

		1796						LN		67		17		false		           17   still a relevant consideration?				false

		1797						LN		67		18		false		           18             We know your testimony that you believe				false

		1798						LN		67		19		false		           19   circumstances have changed.  I'm not asking about that.				false

		1799						LN		67		20		false		           20             Is it not still a relevant consideration?				false

		1800						LN		67		21		false		           21        A.   Do you mean --				false

		1801						LN		67		22		false		           22        Q.   The ability --				false

		1802						LN		67		23		false		           23        A.   -- whether it can be financed --				false

		1803						LN		67		24		false		           24        Q.   -- to obtain --				false

		1804						LN		67		25		false		           25        A.   -- or not?				false

		1805						PG		68		0		false		page 68				false

		1806						LN		68		1		false		            1        Q.   -- financing for QF projects in order to				false

		1807						LN		68		2		false		            2   encourage the development of such projects.				false

		1808						LN		68		3		false		            3        A.   Again, that was your testimony at that point in				false

		1809						LN		68		4		false		            4   time that it was relevant.  I don't see in the Commission				false

		1810						LN		68		5		false		            5   order where the Commission determined that was relevant				false

		1811						LN		68		6		false		            6   and it wasn't the Company's position at that time that				false

		1812						LN		68		7		false		            7   being able to finance a project is relevant.  And again,				false

		1813						LN		68		8		false		            8   it's not the Company's position at this point in time				false

		1814						LN		68		9		false		            9   that being able to finance is relevant.				false

		1815						LN		68		10		false		           10        Q.   Let me read from the -- and I guess I will ask				false

		1816						LN		68		11		false		           11   that this be marked because maybe we need to have it in				false

		1817						LN		68		12		false		           12   the record, we know what we're referencing.  So, I'll ask				false

		1818						LN		68		13		false		           13   that this be marked as Coalition Cross Exhibit-1?				false

		1819						LN		68		14		false		           14             THE HEARING OFFICER:  If any party objects				false

		1820						LN		68		15		false		           15   to that, please indicate.  Not seeing any, it will be				false

		1821						LN		68		16		false		           16   marked.				false

		1822						LN		68		17		false		           17             (RMCRE Cross Exhibit-1 marked)				false

		1823						LN		68		18		false		           18   BY MR. DODGE:				false

		1824						LN		68		19		false		           19        Q.   I'm going to read once again, Mr. Clements:				false

		1825						LN		68		20		false		           20             "PacifiCorp testifies, contracts for the				false

		1826						LN		68		21		false		           21        required purchase of power from QFs should be				false

		1827						LN		68		22		false		           22        limited to a term of 20 years ..."				false

		1828						LN		68		23		false		           23             It says:				false

		1829						LN		68		24		false		           24             "... the longer the term, the greater the risk				false

		1830						LN		68		25		false		           25        to the Company and ratepayers of incurring an				false

		1831						PG		69		0		false		page 69				false

		1832						LN		69		1		false		            1        uneconomic power purchase agreement; semi colon				false

		1833						LN		69		2		false		            2        the 20-year term represents an appropriate balance				false

		1834						LN		69		3		false		            3        between a term that allows the QF to secure				false

		1835						LN		69		4		false		            4        financing and limiting the risk that accompany				false

		1836						LN		69		5		false		            5        long range power price forecasting ..."				false

		1837						LN		69		6		false		            6             That is a reference to the Company's position				false

		1838						LN		69		7		false		            7   in that docket.  So, the Company did take a position				false

		1839						LN		69		8		false		            8   in that one, did it not, that balancing those two issues,				false

		1840						LN		69		9		false		            9   long-term risk and the ability to obtain financing was				false

		1841						LN		69		10		false		           10   an appropriate consideration?				false

		1842						LN		69		11		false		           11             MS. HOGLE:  Objection.  Asked and answered.				false

		1843						LN		69		12		false		           12   BY MR. DODGE:				false

		1844						LN		69		13		false		           13        Q.   Well, he answered it wrong.  I think I'm				false

		1845						LN		69		14		false		           14   allowed to explore.  He said the Company didn't take a				false

		1846						LN		69		15		false		           15   position.  And I just read you that I believe they did				false

		1847						LN		69		16		false		           16   take a position; did they not?				false

		1848						LN		69		17		false		           17        A.   Yes.  And the position was taken -- oh.				false

		1849						LN		69		18		false		           18             THE HEARING OFFICER:  Well, yeah.  I think I'll				false

		1850						LN		69		19		false		           19   allow one more brief answer from Mr. Clements but then				false

		1851						LN		69		20		false		           20   ask the cross-examination to move on.				false

		1852						LN		69		21		false		           21   BY MR. DODGE:				false

		1853						LN		69		22		false		           22        Q.   Okay.				false

		1854						LN		69		23		false		           23        A.   Yeah.  At that point in time, the Company was				false

		1855						LN		69		24		false		           24   assessing a 35-year contract term and determined that				false

		1856						LN		69		25		false		           25   20 years was appropriate or something it could support				false

		1857						PG		70		0		false		page 70				false

		1858						LN		70		1		false		            1   at that point in time.				false

		1859						LN		70		2		false		            2        Q.   Mr. Clements, you discuss in great detail				false

		1860						LN		70		3		false		            3   ratepayer risk.  And again, it's touching that you care				false

		1861						LN		70		4		false		            4   about it.  Ratepayers have a risk of variable price				false

		1862						LN		70		5		false		            5   options, too; do they not?				false

		1863						LN		70		6		false		            6        A.   You'll have to expand on that question.				false

		1864						LN		70		7		false		            7        Q.   Is there no risk when ratepayers are left open				false

		1865						LN		70		8		false		            8   to variable price or market price options as opposed to				false

		1866						LN		70		9		false		            9   fixed price?				false

		1867						LN		70		10		false		           10        A.   Yes.  There is some risk.  That's why you hedge				false

		1868						LN		70		11		false		           11   to avoid that risk.				false

		1869						LN		70		12		false		           12        Q.   Well, that's one way you hedge.  Another way				false

		1870						LN		70		13		false		           13   you hedge that is you build resources when you determine				false

		1871						LN		70		14		false		           14   that that's the most cost-effective option; right?				false

		1872						LN		70		15		false		           15        A.   That's correct.				false

		1873						LN		70		16		false		           16        Q.   Another way that the Company has done for many				false

		1874						LN		70		17		false		           17   many years is enter into long-term PPAs; has it not?				false

		1875						LN		70		18		false		           18        A.   Historically, yes.  Over the past ten-plus				false

		1876						LN		70		19		false		           19   years it has not.				false

		1877						LN		70		20		false		           20        Q.   It still has some long-term power purchase				false

		1878						LN		70		21		false		           21   agreements; does it not?				false

		1879						LN		70		22		false		           22        A.   I believe it does have a small amount.				false

		1880						LN		70		23		false		           23   The Company is prohibited by policy implemented as a				false

		1881						LN		70		24		false		           24   result of the hedging collaborative from doing that				false

		1882						LN		70		25		false		           25   today.				false

		1883						PG		71		0		false		page 71				false

		1884						LN		71		1		false		            1             MR. DODGE:  We'll get to that.  That's not a				false

		1885						LN		71		2		false		            2   true statement, but we will get to that in a minute.				false

		1886						LN		71		3		false		            3             MS. HOGLE:  Mr. Dodge, objection.				false

		1887						LN		71		4		false		            4             Can you please let Mr. Clements finish his				false

		1888						LN		71		5		false		            5   testimony before you cut him off?				false

		1889						LN		71		6		false		            6             MR. DODGE:  Is that a request or are you asking				false

		1890						LN		71		7		false		            7   the Commission to rule --				false

		1891						LN		71		8		false		            8             MS. HOGLE:  I'm asking you on a professional				false

		1892						LN		71		9		false		            9   level to please let my witness answer the question before				false

		1893						LN		71		10		false		           10   you cut him off.				false

		1894						LN		71		11		false		           11             THE HEARING OFFICER:  And I think we're on				false

		1895						LN		71		12		false		           12   Mr. Clements' answer right now.				false

		1896						LN		71		13		false		           13             THE WITNESS:  I think I may have been done.				false

		1897						LN		71		14		false		           14   BY MR. DODGE:				false

		1898						LN		71		15		false		           15        Q.   I think you were probably done.  The risk,				false

		1899						LN		71		16		false		           16   the fixed-price risk, meaning once you've tied into an				false

		1900						LN		71		17		false		           17   agreement, a contract, you no longer have the right to go				false

		1901						LN		71		18		false		           18   try and get market resources if they're lower.  You no				false

		1902						LN		71		19		false		           19   longer have the risk of higher prices; right?				false

		1903						LN		71		20		false		           20             That same risk is faced with any long-term				false

		1904						LN		71		21		false		           21   company resource; correct?				false

		1905						LN		71		22		false		           22        A.   Any long-term fixed-price contract or				false

		1906						LN		71		23		false		           23   obligation carries that risk, yes.				false

		1907						LN		71		24		false		           24        Q.   And so, you, for example, try and illustrate				false

		1908						LN		71		25		false		           25   the prices of some PPAs entered into a few years ago				false

		1909						PG		72		0		false		page 72				false

		1910						LN		72		1		false		            1   in the last few years to what the current strip is.				false

		1911						LN		72		2		false		            2             First of all, the strip isn't guaranteed.				false

		1912						LN		72		3		false		            3             That's a projection; right?				false

		1913						LN		72		4		false		            4        A.   That's correct.				false

		1914						LN		72		5		false		            5        Q.   You can't go buy that ten-year strip today for				false

		1915						LN		72		6		false		            6   that price?				false

		1916						LN		72		7		false		            7        A.   You potentially could.				false

		1917						LN		72		8		false		            8        Q.   An electric strip?				false

		1918						LN		72		9		false		            9        A.   Possibly.				false

		1919						LN		72		10		false		           10        Q.   Possibly?				false

		1920						LN		72		11		false		           11        A.   Yes.				false

		1921						LN		72		12		false		           12        Q.   Not many customers are out there taking the				false

		1922						LN		72		13		false		           13   other side of that risk; are they?				false

		1923						LN		72		14		false		           14        A.   That was my exact point earlier, that long-term				false

		1924						LN		72		15		false		           15   electricity contracts are not entered into anymore.				false

		1925						LN		72		16		false		           16        Q.   But you could make the similar analogy.  You				false

		1926						LN		72		17		false		           17   use numbers in the range of 60 some-odd dollars for the				false

		1927						LN		72		18		false		           18   QFs and 40 some-odd dollars for this strip that isn't				false

		1928						LN		72		19		false		           19   tied down.  What was the comparable cost of the last				false

		1929						LN		72		20		false		           20   resource the Company built?				false

		1930						LN		72		21		false		           21             Let's go to the Lakeside two project.				false

		1931						LN		72		22		false		           22             If you looked at the 2015 price per megawatt				false

		1932						LN		72		23		false		           23   hour of that, would we not be in the $80 range?				false

		1933						LN		72		24		false		           24        A.   I don't have information in front of me.				false

		1934						LN		72		25		false		           25        Q.   Would that surprise you if it's in the $80				false

		1935						PG		73		0		false		page 73				false

		1936						LN		73		1		false		            1   range?				false

		1937						LN		73		2		false		            2        A.   80 would surprise me, yes.				false

		1938						LN		73		3		false		            3        Q.   What would not surprise you?				false

		1939						LN		73		4		false		            4        A.   40, 50.  We'd have to look at that price but				false

		1940						LN		73		5		false		            5   again, I don't speculate.				false

		1941						LN		73		6		false		            6        Q.   You think all-in costs, including the fixed				false

		1942						LN		73		7		false		            7   costs of the Lakeside two power plant in 2015 is $40				false

		1943						LN		73		8		false		            8   a megawatt hour?				false

		1944						LN		73		9		false		            9        A.   Oh, including capital?				false

		1945						LN		73		10		false		           10        Q.   I'm talking the all-in cost.				false

		1946						LN		73		11		false		           11        A.   Again, I don't have those numbers in front of				false

		1947						LN		73		12		false		           12   me.  So, I couldn't speculate on that.				false

		1948						LN		73		13		false		           13        Q.   $80 there wouldn't surprise you; would it?				false

		1949						LN		73		14		false		           14        A.   Again, I don't have the numbers.  So, I don't				false

		1950						LN		73		15		false		           15   want to speculate on that.				false

		1951						LN		73		16		false		           16        Q.   So, if you wanted to show ratepayer risk,				false

		1952						LN		73		17		false		           17   you could say, well, that was a decision we made looking				false

		1953						LN		73		18		false		           18   at the exact same metrics shows we're $40 out of the				false

		1954						LN		73		19		false		           19   money on the other side with a Company resource; right?				false

		1955						LN		73		20		false		           20        A.   Correct.  And again, in my summary today,				false

		1956						LN		73		21		false		           21   I said -- I agreed with that very very point, that it				false

		1957						LN		73		22		false		           22   could just as easily be $1.2 billion in the money.				false

		1958						LN		73		23		false		           23   It's not a matter of betting right or wrong.  It's the				false

		1959						LN		73		24		false		           24   fact that you're making a long-term bet that you				false

		1960						LN		73		25		false		           25   otherwise would not.				false

		1961						PG		74		0		false		page 74				false

		1962						LN		74		1		false		            1        Q.   But you do make that bet in other contexts?				false

		1963						LN		74		2		false		            2        A.   I would say it's not a bet in that context.				false

		1964						LN		74		3		false		            3   And again, that gets back to the IRP.  You have an				false

		1965						LN		74		4		false		            4   identified need that's gone through a rigorous review				false

		1966						LN		74		5		false		            5   process that goes through a request for proposal process.				false

		1967						LN		74		6		false		            6   You get exactly what you want, how much you want at the				false

		1968						LN		74		7		false		            7   time you want.				false

		1969						LN		74		8		false		            8        Q.   I understand that's --				false

		1970						LN		74		9		false		            9        A.   And that's something that's of a material				false

		1971						LN		74		10		false		           10   difference.				false

		1972						LN		74		11		false		           11        Q.   I understand that's your testimony.  We'll talk				false

		1973						LN		74		12		false		           12   about the IRP in just a moment.				false

		1974						LN		74		13		false		           13             You claim that the hedging policy now prohibits				false

		1975						LN		74		14		false		           14   you from entering into long-term power purchase				false

		1976						LN		74		15		false		           15   agreements; is that correct?				false

		1977						LN		74		16		false		           16             Is that your view of the hedging policy?				false

		1978						LN		74		17		false		           17        A.   No.  The hedging policy prohibits traders from				false

		1979						LN		74		18		false		           18   doing that without stakeholder review.  So, long-term				false

		1980						LN		74		19		false		           19   contracts can be entered into but they require additional				false

		1981						LN		74		20		false		           20   review.				false

		1982						LN		74		21		false		           21        Q.   Mr. Clements, were you a member of that hedging				false

		1983						LN		74		22		false		           22   collaborative?				false

		1984						LN		74		23		false		           23        A.   No, I was not.				false

		1985						LN		74		24		false		           24        Q.   I was.  Would it surprise you or would it be				false

		1986						LN		74		25		false		           25   inconsistent with your view that long-term PPAs for				false

		1987						PG		75		0		false		page 75				false

		1988						LN		75		1		false		            1   electric power purchase agreements were never even				false

		1989						LN		75		2		false		            2   discussed in that collaborative?				false

		1990						LN		75		3		false		            3        A.   That would surprise me.				false

		1991						LN		75		4		false		            4        Q.   Would it surprise you that in the Exhibit-A to				false

		1992						LN		75		5		false		            5   that collaborative that shows the policy, the principles				false

		1993						LN		75		6		false		            6   and the general guidelines adopted by the participants				false

		1994						LN		75		7		false		            7   is never mentioned?  Would that surprise you?				false

		1995						LN		75		8		false		            8        A.   It would.				false

		1996						LN		75		9		false		            9             MR. DODGE:  Let me hand you that exhibit.				false

		1997						LN		75		10		false		           10             May I approach, Mr. Chairman?				false

		1998						LN		75		11		false		           11             THE HEARING OFFICER:  Yes.				false

		1999						LN		75		12		false		           12             (RMCRE Cross Exhibit-2 Identified)				false

		2000						LN		75		13		false		           13   BY MR. DODGE:				false

		2001						LN		75		14		false		           14        Q.   What I'm going to hand you is Exhibit-A.				false

		2002						LN		75		15		false		           15   I chose not to copy the entire hedging report because				false

		2003						LN		75		16		false		           16   it's somewhat voluminous, but I did copy the Exhibit-A				false

		2004						LN		75		17		false		           17   which was the document that was negotiated I'll represent				false

		2005						LN		75		18		false		           18   by the parties to that hedging collaborative and that				false

		2006						LN		75		19		false		           19   formed the basis for the stipulation to the Commission				false
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		2053						LN		77		14		false		           14   including a PPA; would it not?				false

		2054						LN		77		15		false		           15        A.   It doesn't prohibit the use of a PPA, no.				false

		2055						LN		77		16		false		           16        Q.   Well, in fact, it says they should continue				false

		2056						LN		77		17		false		           17   to be used as appropriate; does it not?				false
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		2059						LN		77		20		false		           20        Q.   And then under "General Guidelines" -- but				false
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		2071						LN		78		6		false		            6   percent, more than 100 percent hedging its natural gas				false
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		2088						LN		78		23		false		           23   10,000 megawatts of QFs come through the door and we				false
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		2184						LN		82		15		false		           15   place and the impact that had on customer rates.				false

		2185						LN		82		16		false		           16             The document, yes.  The plain language of the				false

		2186						LN		82		17		false		           17   document, one, applies to natural gas primarily; two,				false

		2187						LN		82		18		false		           18   says, if you want to do something long term which is				false

		2188						LN		82		19		false		           19   beyond 36 months, it needs to go through a fundamental				false

		2189						LN		82		20		false		           20   analysis and a long-term review process.				false

		2190						LN		82		21		false		           21             Those principles are consistent with the				false

		2191						LN		82		22		false		           22   Company's application in this matter where we are				false

		2192						LN		82		23		false		           23   requesting that if a contract locks in a price for				false

		2193						LN		82		24		false		           24   20 years, it requires additional fundamental analysis				false

		2194						LN		82		25		false		           25   and stakeholder review before being executed.				false

		2195						PG		83		0		false		page 83				false

		2196						LN		83		1		false		            1             That is my position, that the fundamental				false

		2197						LN		83		2		false		            2   principles behind the hedging collaborative say that				false
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		2964						LN		112		15		false		           15             THE HEARING OFFICER:  Could we have somebody				false

		2965						LN		112		16		false		           16   close that door in the back?				false

		2966						LN		112		17		false		           17             (Brief break)				false

		2967						LN		112		18		false		           18             THE HEARING OFFICER:  Mr. Sanger?				false

		2968						LN		112		19		false		           19             MR. SANGER:  No.				false

		2969						LN		112		20		false		           20             THE HEARING OFFICER:  Thank you, Mr. Clements.				false

		2970						LN		112		21		false		           21   You're excused.  Oh, yes.  Sorry.  Commissioner White?				false

		2971						LN		112		22		false		           22             COMMISSIONER WHITE:  None for me, Chair Lavar.				false

		2972						LN		112		23		false		           23             THE HEARING OFFICER:  Okay.				false

		2973						LN		112		24		false		           24             Commissioner Clark?				false

		2974						LN		112		25		false		           25                         EXAMINATION				false

		2975						PG		113		0		false		page 113				false

		2976						LN		113		1		false		            1   BY COMMISSIONER CLARK:				false

		2977						LN		113		2		false		            2        Q.   I want to take you back to your conversation				false

		2978						LN		113		3		false		            3   with Mr. Sanger about IRP planning and QFs with				false

		2979						LN		113		4		false		            4   short-term contracts.  And I'd like you to, rather than				false

		2980						LN		113		5		false		            5   look historically to look prospectively, assuming that				false

		2981						LN		113		6		false		            6   the application is granted and that the maximum term				false

		2982						LN		113		7		false		            7   is adjusted to three years.				false

		2983						LN		113		8		false		            8             Has the Company determined how it would address				false

		2984						LN		113		9		false		            9   the capacity related to QF projects under these				false

		2985						LN		113		10		false		           10   short-term contracts from an IRP perspective, how it				false

		2986						LN		113		11		false		           11   would address them in its planning?				false

		2987						LN		113		12		false		           12        A.   In terms of whether the Company would assume				false

		2988						LN		113		13		false		           13   they would continue?				false

		2989						LN		113		14		false		           14        Q.   Well, I think that's probably the fundamental				false

		2990						LN		113		15		false		           15   question, yes.				false

		2991						LN		113		16		false		           16        A.   I think we would have to evaluate that on a				false

		2992						LN		113		17		false		           17   project-by-project basis.  Some projects have shown an				false

		2993						LN		113		18		false		           18   inclination to sell to other parties while some projects				false

		2994						LN		113		19		false		           19   have made it clear that they have no other market				false

		2995						LN		113		20		false		           20   alternatives.  So, we would have to look at that and				false

		2996						LN		113		21		false		           21   determine what's most appropriate in that scenario.				false

		2997						LN		113		22		false		           22        Q.   Do you see any system reliability issues				false

		2998						LN		113		23		false		           23   related to this scenario from a planning perspective				false

		2999						LN		113		24		false		           24   going forward?				false

		3000						LN		113		25		false		           25        A.   I do.  And without rehashing what ground we've				false

		3001						PG		114		0		false		page 114				false

		3002						LN		114		1		false		            1   covered in the 12-035-100 docket, we allow this partial				false

		3003						LN		114		2		false		            2   displacement method where we say that a solar or a wind				false

		3004						LN		114		3		false		            3   project can partially displace the gas plant in 2028.				false

		3005						LN		114		4		false		            4             If we have enough QF projects come on, wind and				false

		3006						LN		114		5		false		            5   solar let's say, arguably, you could displace that entire				false

		3007						LN		114		6		false		            6   resource on paper through the method.  Yet, I'm not sure				false

		3008						LN		114		7		false		            7   that three or four thousand megawatts worth of wind and				false

		3009						LN		114		8		false		            8   solar are going to provide the capacity products that we				false

		3010						LN		114		9		false		            9   would get from that from that gas plant such as operating				false

		3011						LN		114		10		false		           10   reservations, load following services, voltage control,				false

		3012						LN		114		11		false		           11   some of those things that might be required.				false

		3013						LN		114		12		false		           12             And so, from a reliability standpoint, yes,				false

		3014						LN		114		13		false		           13   I do have concerns about replacing some of the base-load				false

		3015						LN		114		14		false		           14   dispatchable units with non base-load intermittent				false

		3016						LN		114		15		false		           15   resources, yes.  I apologize for the lengthy answer				false

		3017						LN		114		16		false		           16   there.				false

		3018						LN		114		17		false		           17             COMMISSIONER CLARK:  That's all my questions.				false

		3019						LN		114		18		false		           18   Those are all my questions.				false

		3020						LN		114		19		false		           19             THE HEARING OFFICER:  Thank you.  And I don't				false

		3021						LN		114		20		false		           20   have anymore.  So, thank you, Mr. Clements.				false

		3022						LN		114		21		false		           21             THE WITNESS:  You're welcome.				false

		3023						LN		114		22		false		           22             THE HEARING OFFICER:  Ms. Hogle?				false

		3024						LN		114		23		false		           23             MS. HOGLE:  The Company rests.				false

		3025						LN		114		24		false		           24             THE HEARING OFFICER:  Thank you.  Mr. Jetter?				false

		3026						LN		114		25		false		           25             MR. JETTER:  Thank you.  The Division would				false

		3027						PG		115		0		false		page 115				false

		3028						LN		115		1		false		            1   like to call Charles Peterson as its witness.				false

		3029						LN		115		2		false		            2             THE HEARING OFFICER:  Mr. Peterson, do you				false

		3030						LN		115		3		false		            3   swear to tell the truth?				false

		3031						LN		115		4		false		            4             THE WITNESS:  Yes.				false

		3032						LN		115		5		false		            5             THE HEARING OFFICER:  Thank you.				false

		3033						LN		115		6		false		            6                      CHARLES PETERSON,				false

		3034						LN		115		7		false		            7               having first been duly sworn, was				false

		3035						LN		115		8		false		            8               examined and testified as follows:				false

		3036						LN		115		9		false		            9                      DIRECT EXAMINATION				false

		3037						LN		115		10		false		           10   BY MR. JETTER:				false

		3038						LN		115		11		false		           11        Q.   Good morning, Mr. Peterson.  Would you please				false

		3039						LN		115		12		false		           12   state your name and occupation for the record today?				false

		3040						LN		115		13		false		           13        A.   Yes.  Charles E. Peterson, P-e-t-e-r-s-o-n.				false

		3041						LN		115		14		false		           14   And I'm a technical consultant for the Division of				false

		3042						LN		115		15		false		           15   public Utilities.				false

		3043						LN		115		16		false		           16             (DPU Direct, Rebuttal, and Surrebuttal				false

		3044						LN		115		17		false		           17   Testimony of Charles Peterson Identified)				false

		3045						LN		115		18		false		           18   BY MR. JETTER:				false

		3046						LN		115		19		false		           19        Q.   Thank you.  And in the course of your				false

		3047						LN		115		20		false		           20   employment with the Division of Public Utilities,				false

		3048						LN		115		21		false		           21   have you had the opportunity to review the application				false

		3049						LN		115		22		false		           22   filed by the Company and after doing so, have you created				false

		3050						LN		115		23		false		           23   or caused to be created and filed with the Commission				false

		3051						LN		115		24		false		           24   direct, rebuttal, and surrebuttal testimony in this				false

		3052						LN		115		25		false		           25   docket?				false

		3053						PG		116		0		false		page 116				false

		3054						LN		116		1		false		            1        A.   Yes, I have.				false

		3055						LN		116		2		false		            2        Q.   Are there any corrections that you would like				false

		3056						LN		116		3		false		            3   to make in any of those?				false

		3057						LN		116		4		false		            4        A.   None that I'm aware of.				false

		3058						LN		116		5		false		            5        Q.   And if you were asked the same questions today				false

		3059						LN		116		6		false		            6   that are contained in those three prefiled testimony				false

		3060						LN		116		7		false		            7   documents, would your answers be the same?				false

		3061						LN		116		8		false		            8        A.   Yes.				false

		3062						LN		116		9		false		            9             MR. JETTER:  Thank you.  With that,				false

		3063						LN		116		10		false		           10   the Division would move for the admission of Charles				false

		3064						LN		116		11		false		           11   Peterson's direct, rebuttal, and surrebuttal testimony				false

		3065						LN		116		12		false		           12   into the record in this hearing.				false

		3066						LN		116		13		false		           13             THE HEARING OFFICER:  If any party objects to				false

		3067						LN		116		14		false		           14   that, please indicate.  Hearing no objection, that will				false

		3068						LN		116		15		false		           15   be entered.  Thank you.				false

		3069						LN		116		16		false		           16             (DPU Direct, Rebuttal, and Surrebuttal				false

		3070						LN		116		17		false		           17   Testimony of Charles Peterson Admitted)				false

		3071						LN		116		18		false		           18   BY MR. JETTER:				false

		3072						LN		116		19		false		           19        Q.   Thank you.  Mr. Peterson, have you prepared a				false

		3073						LN		116		20		false		           20   brief summarization of the position of the Division				false

		3074						LN		116		21		false		           21   of Public Utilities in this matter?				false

		3075						LN		116		22		false		           22        A.   Yes, I have.				false

		3076						LN		116		23		false		           23        Q.   Please go ahead.				false

		3077						LN		116		24		false		           24        A.   I think it's still morning.  So, good morning				false

		3078						LN		116		25		false		           25   commissioners.  The Division generally supports				false

		3079						PG		117		0		false		page 117				false

		3080						LN		117		1		false		            1   PacificCorp's request to reduce the maximum contract term				false

		3081						LN		117		2		false		            2   for QF power purchase agreements.				false

		3082						LN		117		3		false		            3             As noted by Mr. Clements, the Company has				false

		3083						LN		117		4		false		            4   experienced an extraordinary increase in QF applications				false

		3084						LN		117		5		false		            5   in the last couple of years, something that was not				false

		3085						LN		117		6		false		            6   foreseen by anyone a few years ago.				false

		3086						LN		117		7		false		            7             The problem is the potential to lock in				false

		3087						LN		117		8		false		            8   substantial amounts of intermittent, nondispatchable				false

		3088						LN		117		9		false		            9   resources at long-term prices while at the same time				false

		3089						LN		117		10		false		           10   holding dispatchable resources as backup.  The long-term				false

		3090						LN		117		11		false		           11   prices create risk to ratepayers, something that you've				false

		3091						LN		117		12		false		           12   heard a lot about so far.				false

		3092						LN		117		13		false		           13             As a way to mitigate the problems that could				false

		3093						LN		117		14		false		           14   arise as a substantial portion of the QFs get built				false

		3094						LN		117		15		false		           15   including likely higher prices to ratepayers, PacificCorp				false

		3095						LN		117		16		false		           16   is proposing reducing the maximum QF contract term from				false

		3096						LN		117		17		false		           17   20 to three years.				false

		3097						LN		117		18		false		           18             For reasons set forth in my direct testimony,				false

		3098						LN		117		19		false		           19   the Division is suggesting a modification of the				false

		3099						LN		117		20		false		           20   Company's proposal to a five-year term but also to allow				false

		3100						LN		117		21		false		           21   a QF to receive capacity contribution payments over the				false

		3101						LN		117		22		false		           22   five-year term as based upon the present value of the				false

		3102						LN		117		23		false		           23   capacity over 20 years similarly to the way it's done				false

		3103						LN		117		24		false		           24   now.				false

		3104						LN		117		25		false		           25             Every five years the pricing would be updated				false

		3105						PG		118		0		false		page 118				false

		3106						LN		118		1		false		            1   including the capacity payments.  Other parties in this				false

		3107						LN		118		2		false		            2   docket have uniformly opposed making any change to the				false

		3108						LN		118		3		false		            3   status quo.  However, in my opinion, none have proposed				false

		3109						LN		118		4		false		            4   an alternative solution to the potential problems faced				false

		3110						LN		118		5		false		            5   by the Company other than to suggest that low avoided				false

		3111						LN		118		6		false		            6   cost pricing would eventually discourage developers.				false

		3112						LN		118		7		false		            7             The prediction of what that low avoided cost				false

		3113						LN		118		8		false		            8   price level is by one intervenor expert witness has				false

		3114						LN		118		9		false		            9   already failed.  Generally, the opponents of a change				false

		3115						LN		118		10		false		           10   make three arguments.				false

		3116						LN		118		11		false		           11             One, PacificCorp and Utah generally needs all				false

		3117						LN		118		12		false		           12   the renewable generation resources it can get to mitigate				false

		3118						LN		118		13		false		           13   various environmental concerns and the federal and state				false

		3119						LN		118		14		false		           14   laws set a policy to support renewable resource				false

		3120						LN		118		15		false		           15   development.				false

		3121						LN		118		16		false		           16             Two.  Renewable resources are substantially				false

		3122						LN		118		17		false		           17   just like Company-acquired resources in that the use of				false

		3123						LN		118		18		false		           18   avoided cost pricing and the Company's IRP to determine				false

		3124						LN		118		19		false		           19   the next deferrable resource makes it irrelevant whether				false

		3125						LN		118		20		false		           20   the resource is acquired today or in 2028 or later.				false

		3126						LN		118		21		false		           21             And three, reducing the maximum contract term				false

		3127						LN		118		22		false		           22   will make it nearly impossible for QF developers to				false

		3128						LN		118		23		false		           23   obtain financing, thereby reducing QF developments				false

		3129						LN		118		24		false		           24   in Utah to essentially zero.				false

		3130						LN		118		25		false		           25             The Division does not believe that federal and				false

		3131						PG		119		0		false		page 119				false

		3132						LN		119		1		false		            1   state policies contemplated the occurrence of				false

		3133						LN		119		2		false		            2   unrestrained limitless development of renewable				false

		3134						LN		119		3		false		            3   resources.  You can get too much of even a good thing,				false

		3135						LN		119		4		false		            4   and the Division is concerned that we may be heading down				false

		3136						LN		119		5		false		            5   that road.  Proponents of the Company's proposal strain				false

		3137						LN		119		6		false		            6   to show that QF development is just like Company-acquired				false

		3138						LN		119		7		false		            7   resources.  They emphasize some similarities but largely				false

		3139						LN		119		8		false		            8   ignore or downplay the differences.				false

		3140						LN		119		9		false		            9             For example, the Company has to pay power when				false

		3141						LN		119		10		false		           10   the QF generates it no matter whether or not the power				false

		3142						LN		119		11		false		           11   is needed on that day and hour and whether the cost is				false

		3143						LN		119		12		false		           12   economic.				false

		3144						LN		119		13		false		           13             Company-acquired resources aside from the				false

		3145						LN		119		14		false		           14   Company's own renewable resources can generally be				false

		3146						LN		119		15		false		           15   dispatched when it is needed or when it is economic				false

		3147						LN		119		16		false		           16   to do so.				false

		3148						LN		119		17		false		           17             As I've indicated in my testimony, the Division				false

		3149						LN		119		18		false		           18   believes that the financing issue is overstated; that is,				false

		3150						LN		119		19		false		           19   there are possibilities for financing if a developer				false

		3151						LN		119		20		false		           20   wants to pursue them.				false

		3152						LN		119		21		false		           21             Of course a developer cannot be forced to				false

		3153						LN		119		22		false		           22   pursue alternative financing or do anything at all if it				false

		3154						LN		119		23		false		           23   doesn't want to.  The Division does recognize that the				false

		3155						LN		119		24		false		           24   20-year term is a benefit to developers and that reducing				false

		3156						LN		119		25		false		           25   that benefit will likely reduce development.				false

		3157						PG		120		0		false		page 120				false

		3158						LN		120		1		false		            1             In Docket Number 03-035-14, PacificCorp witness				false

		3159						LN		120		2		false		            2   Bruce Griswold supported the 20-year contract term limit				false

		3160						LN		120		3		false		            3   versus a request for 35 years as, quote:				false

		3161						LN		120		4		false		            4             "... an appropriate balance between a term that				false

		3162						LN		120		5		false		            5        allows the QF to secure financing and limiting the				false

		3163						LN		120		6		false		            6        risks that accompany long range power price				false

		3164						LN		120		7		false		            7        forecasting."				false

		3165						LN		120		8		false		            8             The Division believes that it may be time to				false

		3166						LN		120		9		false		            9   reevaluate whether this balance between benefiting QF				false

		3167						LN		120		10		false		           10   developers with 20-year contracts and the risks assumed				false

		3168						LN		120		11		false		           11   by ratepayers that Mr. Griswold testified to ten years				false

		3169						LN		120		12		false		           12   ago is still intact.				false

		3170						LN		120		13		false		           13             The Division's position can be questioned				false

		3171						LN		120		14		false		           14   regarding a couple of other issues.				false

		3172						LN		120		15		false		           15             First, the Division has in the past not opposed				false

		3173						LN		120		16		false		           16   longer contract terms in an effort to be supportive of				false

		3174						LN		120		17		false		           17   the relatively few renewable QF projects that have come				false

		3175						LN		120		18		false		           18   through and focused on assuring that the contract pricing				false

		3176						LN		120		19		false		           19   appropriately reflected avoided costs and the methodology				false

		3177						LN		120		20		false		           20   that was approved by the Commission and, to a lesser				false

		3178						LN		120		21		false		           21   extent, other contract terms that seem to affect whether				false

		3179						LN		120		22		false		           22   or not ratepayers can rely on the projects being built				false

		3180						LN		120		23		false		           23   in a timely fashion.				false

		3181						LN		120		24		false		           24             Second, the Division suggested an alternative				false

		3182						LN		120		25		false		           25   to a term of five years but with a capacity payment based				false

		3183						PG		121		0		false		page 121				false

		3184						LN		121		1		false		            1   upon a 20-year forecast as is done today has been				false

		3185						LN		121		2		false		            2   criticized for contradicting the ratepayer indifference				false

		3186						LN		121		3		false		            3   standard since the developer could be paid for a capacity				false

		3187						LN		121		4		false		            4   payment as if it were going to be in place for 20 years				false

		3188						LN		121		5		false		            5   but then opt out after as few as five years.				false

		3189						LN		121		6		false		            6             This part of the Division's proposal is not				false

		3190						LN		121		7		false		            7   consistent strictly speaking with ratepayer indifference.				false

		3191						LN		121		8		false		            8             However, if the Commission orders a reduction				false

		3192						LN		121		9		false		            9   in the contract term, then ratepayers would still be				false

		3193						LN		121		10		false		           10   better off generally.				false

		3194						LN		121		11		false		           11             And under that condition, the Division believes				false

		3195						LN		121		12		false		           12   that it is appropriate to give some additional				false

		3196						LN		121		13		false		           13   encouragement to renewable developers beyond the must-buy				false

		3197						LN		121		14		false		           14   requirement of PURPA which also is a benefit to				false

		3198						LN		121		15		false		           15   developers.				false

		3199						LN		121		16		false		           16             At this time, the Division believes that the				false

		3200						LN		121		17		false		           17   risk of a QF developer opting out after five or 10 years				false

		3201						LN		121		18		false		           18   is small based upon the fact that the developer has				false

		3202						LN		121		19		false		           19   chosen the QF route to begin with as the best option				false

		3203						LN		121		20		false		           20   available to it.  But of course the future will likely				false

		3204						LN		121		21		false		           21   be different than anyone of us expects.				false

		3205						LN		121		22		false		           22             And that concludes my statement.				false

		3206						LN		121		23		false		           23             MR. JETTER:  I have no further questions for				false
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		4166						LN		158		21		false		           21             MR. JETTER:  What I'd like to ask, maybe a				false

		4167						LN		158		22		false		           22   question if this is the case.  Mine also came with				false

		4168						LN		158		23		false		           23   testimony of Higgins attached to the back.				false

		4169						LN		158		24		false		           24             MR. SANGER:  We can remove the last part,				false

		4170						LN		158		25		false		           25   the testimony of Mr. Higgins if that's a concern.				false

		4171						PG		159		0		false		page 159				false

		4172						LN		159		1		false		            1             MR. JETTER:  I think it would be appropriate				false

		4173						LN		159		2		false		            2   to do that also if there's no other reason to enter that				false

		4174						LN		159		3		false		            3   into the record.				false

		4175						LN		159		4		false		            4             THE HEARING OFFICER:  Mr. Jetter, you're still				false

		4176						LN		159		5		false		            5   maintaining your objection to the entry of Mr. Lowe's				false

		4177						LN		159		6		false		            6   testimony?				false

		4178						LN		159		7		false		            7             MR. JETTER:  I think at this point, yes,				false

		4179						LN		159		8		false		            8   without some authenticity or authentication of it.				false

		4180						LN		159		9		false		            9             THE HEARING OFFICER:  Okay.  Let me ask you,				false

		4181						LN		159		10		false		           10   Mr. Sanger.  We have Mr. Peterson's testimony on the				false

		4182						LN		159		11		false		           11   record with respect to this issue, but you still would				false

		4183						LN		159		12		false		           12   like to enter the entire testimony into evidence?				false

		4184						LN		159		13		false		           13             MR. SANGER:  I would like to enter the portions				false

		4185						LN		159		14		false		           14   that I cross-examined Mr. Peterson on.  I'm happy to				false

		4186						LN		159		15		false		           15   reduce the length of it so that the whole document does				false

		4187						LN		159		16		false		           16   not come into the record, but the portions that he --				false

		4188						LN		159		17		false		           17   I cross-examined him on, I would like to have that				false

		4189						LN		159		18		false		           18   in the record.				false

		4190						LN		159		19		false		           19             THE HEARING OFFICER:  So, you're speaking of				false

		4191						LN		159		20		false		           20   just that -- well, paragraph four and paragraph seven?				false

		4192						LN		159		21		false		           21             MR. SANGER:  Well, I would move for the				false

		4193						LN		159		22		false		           22   admission of up to page four because the rest of those				false

		4194						LN		159		23		false		           23   paragraphs in that section add light to that information.				false

		4195						LN		159		24		false		           24   But starting on page four, there's a new section.				false

		4196						LN		159		25		false		           25             So, I would move for the admission of the first				false

		4197						PG		160		0		false		page 160				false

		4198						LN		160		1		false		            1   four pages of the declaration.				false

		4199						LN		160		2		false		            2             THE HEARING OFFICER:  Okay.  I think we'll				false

		4200						LN		160		3		false		            3   allow this to be admitted.  And again, we recognize that				false

		4201						LN		160		4		false		            4   it doesn't have the same weight as other testimony.				false

		4202						LN		160		5		false		            5   It's from a separate docket.  And we also have				false

		4203						LN		160		6		false		            6   Mr. Peterson's testimony on the stand that pretty much				false

		4204						LN		160		7		false		            7   establishes his position on the issues in these.				false

		4205						LN		160		8		false		            8   So we'll allow that.  Thank you.				false

		4206						LN		160		9		false		            9             (REC Exhibit-1 Admitted)				false

		4207						LN		160		10		false		           10             MR. SANGER:  Thank you.				false

		4208						LN		160		11		false		           11             THE HEARING OFFICER:  Anything else,				false

		4209						LN		160		12		false		           12   Mr. Sanger?				false

		4210						LN		160		13		false		           13             MR. SANGER:  No, your Honor.  Thank you.				false

		4211						LN		160		14		false		           14             THE HEARING OFFICER:  Back to Mr. Jetter for				false

		4212						LN		160		15		false		           15   redirect.				false

		4213						LN		160		16		false		           16             MR. JETTER:  I have no redirect for				false

		4214						LN		160		17		false		           17   Mr. Peterson.  He's available for questions from the				false

		4215						LN		160		18		false		           18   Commission.				false

		4216						LN		160		19		false		           19             THE HEARING OFFICER:  Okay.				false

		4217						LN		160		20		false		           20             Commissioner White?				false

		4218						LN		160		21		false		           21             COMMISSIONER WHITE:  I have no questions,				false

		4219						LN		160		22		false		           22   Chair.				false

		4220						LN		160		23		false		           23             THE HEARING OFFICER:  Commissioner Clark?				false

		4221						LN		160		24		false		           24             COMMISSIONER CLARK:  No questions.				false

		4222						LN		160		25		false		           25             THE HEARING OFFICER:  And I have none.				false

		4223						PG		161		0		false		page 161				false

		4224						LN		161		1		false		            1   Thank you.				false

		4225						LN		161		2		false		            2             MR. PETERSON:  Thank you.				false

		4226						LN		161		3		false		            3             THE HEARING OFFICER:  Mr. Jetter?				false

		4227						LN		161		4		false		            4             MR. JETTER:  Thank you.  Charles Peterson				false

		4228						LN		161		5		false		            5   is the Division's only witness.  And that is I guess the				false

		4229						LN		161		6		false		            6   conclusion of our evidence we are going to present today.				false

		4230						LN		161		7		false		            7   Thank you.				false

		4231						LN		161		8		false		            8             THE HEARING OFFICER:  Okay.  Thank you.				false

		4232						LN		161		9		false		            9   And I think at this point Mr. Sanger had contacted our				false

		4233						LN		161		10		false		           10   office with a witness availability issue.				false

		4234						LN		161		11		false		           11             So, why don't I let you address that at this				false

		4235						LN		161		12		false		           12   point and see where we should go with that.				false

		4236						LN		161		13		false		           13             MR. SANGER:  Thank you.  I have two witnesses,				false

		4237						LN		161		14		false		           14   Mr. John Lowe and Mr. Nathan Rich.  I contacted the				false

		4238						LN		161		15		false		           15   Commission about the availability of Mr. John Lowe, that				false

		4239						LN		161		16		false		           16   I would strongly prefer to have him on the witness stand				false

		4240						LN		161		17		false		           17   today.  Mr. Nathan Rich has subsequently informed me that				false

		4241						LN		161		18		false		           18   he has scheduling issues and would also like to get on				false

		4242						LN		161		19		false		           19   the stand today.				false

		4243						LN		161		20		false		           20             So, I would like to at some point schedule time				false

		4244						LN		161		21		false		           21   so that we can have them testify potentially the first				false

		4245						LN		161		22		false		           22   of the intervenors so we can get them on the stand today.				false

		4246						LN		161		23		false		           23             THE HEARING OFFICER:  Okay.				false

		4247						LN		161		24		false		           24             Does anyone have any comments or concerns				false

		4248						LN		161		25		false		           25   with that request?  And it probably doesn't matter				false

		4249						PG		162		0		false		page 162				false

		4250						LN		162		1		false		            1   whether we go before or after the Office.  The Office				false

		4251						LN		162		2		false		            2   and the remaining intervenors all have similar positions.				false

		4252						LN		162		3		false		            3             Would there be any rejection to going to those				false

		4253						LN		162		4		false		            4   two first and then moving on with the Office?				false

		4254						LN		162		5		false		            5             MR. JETTER:  No.				false

		4255						LN		162		6		false		            6             MR. MOORE:  No objection.				false

		4256						LN		162		7		false		            7             THE HEARING OFFICER:  Any other objection?				false

		4257						LN		162		8		false		            8   Why don't we go that way.  So, Mr. Sanger, why don't you				false

		4258						LN		162		9		false		            9   go ahead with your first witness.				false

		4259						LN		162		10		false		           10             MR. SANGER:  Thank you very much.  I call				false

		4260						LN		162		11		false		           11   Mr. John Lowe to the witness stand.				false

		4261						LN		162		12		false		           12             THE HEARING OFFICER:  Mr. Lowe, do you swear to				false

		4262						LN		162		13		false		           13   tell the truth?				false

		4263						LN		162		14		false		           14             THE WITNESS:  I do.				false

		4264						LN		162		15		false		           15                          JOHN LOWE,				false

		4265						LN		162		16		false		           16               having first been duly sworn, was				false

		4266						LN		162		17		false		           17               examined and testified as follows:				false

		4267						LN		162		18		false		           18                      DIRECT EXAMINATION				false

		4268						LN		162		19		false		           19   BY MR. SANGER:				false

		4269						LN		162		20		false		           20        Q.   Mr. Lowe, did you prepare or have prepared on				false

		4270						LN		162		21		false		           21   your behalf testimony of Mr. John Lowe on behalf of the				false

		4271						LN		162		22		false		           22   Renewable Energy Coalition?				false

		4272						LN		162		23		false		           23        A.   Yes.				false

		4273						LN		162		24		false		           24        Q.   Do you have any corrections at this time to				false

		4274						LN		162		25		false		           25   your testimony?				false
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		4276						LN		163		1		false		            1        A.   No.				false

		4277						LN		163		2		false		            2        Q.   If you were asked the same questions today,				false

		4278						LN		163		3		false		            3   would your answers be the same?				false

		4279						LN		163		4		false		            4        A.   Yes, they would.				false

		4280						LN		163		5		false		            5             MR. SANGER:  I respectfully move for the				false

		4281						LN		163		6		false		            6   admission of the testimony of Mr. John Lowe.				false

		4282						LN		163		7		false		            7             THE HEARING OFFICER:  If any party objects,				false

		4283						LN		163		8		false		            8   please indicate.  Seeing none, they will be entered.				false

		4284						LN		163		9		false		            9             (REC Testimony of John Lowe Admitted)				false

		4285						LN		163		10		false		           10   BY MR. SANGER:				false

		4286						LN		163		11		false		           11        Q.   Mr. Lowe, do you have a short statement				false

		4287						LN		163		12		false		           12   prepared?				false

		4288						LN		163		13		false		           13        A.   A few comments.  I don't know that it's much				false

		4289						LN		163		14		false		           14   of a preparation.  First of all, let me tell everyone				false

		4290						LN		163		15		false		           15   of the Commission what REC is.				false

		4291						LN		163		16		false		           16             We are a Coalition of renewable energy projects				false

		4292						LN		163		17		false		           17   which are all base load in nature and all small, less				false

		4293						LN		163		18		false		           18   than ten megawatts except one which is 32 megawatts in				false

		4294						LN		163		19		false		           19   size.  And except for two projects which is the biomass				false

		4295						LN		163		20		false		           20   project I just mentioned which is in Oregon and Nathan				false

		4296						LN		163		21		false		           21   Rich's Wasatch project here in Utah, all of the other				false

		4297						LN		163		22		false		           22   projects which are close to 50 in the Northwest states;				false

		4298						LN		163		23		false		           23   Oregon, Idaho, Washington, Utah, Montana and Wyoming,				false

		4299						LN		163		24		false		           24   about 50 projects are included.  So, I think about 48				false

		4300						LN		163		25		false		           25   of those are hydroelectric projects.				false
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		4303						LN		164		2		false		            2   they are all existing projects unlike a lot of the				false

		4304						LN		164		3		false		            3   conversation that takes place is in the context of new				false

		4305						LN		164		4		false		            4   projects.  The coalition's main interest, not exclusive,				false

		4306						LN		164		5		false		            5   but main interest is in protecting the interests and				false

		4307						LN		164		6		false		            6   balancing the interests of these existing projects				false

		4308						LN		164		7		false		            7   in that they would require new power purchase agreements				false

		4309						LN		164		8		false		            8   or replacement agreements, whatever you want to refer to				false

		4310						LN		164		9		false		            9   them as, interconnection agreements, so forth, as the				false

		4311						LN		164		10		false		           10   projects mature and continue on.				false

		4312						LN		164		11		false		           11             And in addition to that, these projects will				false

		4313						LN		164		12		false		           12   likely require additional capital to make improvements,				false

		4314						LN		164		13		false		           13   repairs, replacements, efficiency changes,				false

		4315						LN		164		14		false		           14   interconnection redos, et cetera, et cetera.				false

		4316						LN		164		15		false		           15             So, our concern is with these types of projects				false

		4317						LN		164		16		false		           16   and that fact that they will in fact need contracts that				false

		4318						LN		164		17		false		           17   are in excess of three years in order to meet their needs				false

		4319						LN		164		18		false		           18   similar to new projects.				false

		4320						LN		164		19		false		           19             The other concern that we have in this				false

		4321						LN		164		20		false		           20   proceeding has to do with the capacity issue.  And we're				false

		4322						LN		164		21		false		           21   very concerned about existing projects that have been				false

		4323						LN		164		22		false		           22   paid capacity and typically treated as part of the				false

		4324						LN		164		23		false		           23   resource stack and the utility's IRP may not get capacity				false

		4325						LN		164		24		false		           24   payments.  And if the sufficiency period is always in				false

		4326						LN		164		25		false		           25   excess of the contract term, it's highly improbable they				false

		4327						PG		165		0		false		page 165				false
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		4330						LN		165		3		false		            3             And the last thing I would mention is regarding				false

		4331						LN		165		4		false		            4   some of the points that were discussed in the state of				false

		4332						LN		165		5		false		            5   Washington because one of the projects that was being				false

		4333						LN		165		6		false		            6   discussed as a member of the Coalition in the form of				false

		4334						LN		165		7		false		            7   Yakima Tieton Irritation District.				false

		4335						LN		165		8		false		            8             And in my former role at 26 years dealing with				false

		4336						LN		165		9		false		            9   PURPA issues for PacifiCorp, I have a long and deep				false

		4337						LN		165		10		false		           10   history with that particular entity, those two projects				false

		4338						LN		165		11		false		           11   as well as the third project that was referred to in the				false

		4339						LN		165		12		false		           12   previous conversation were projects that were all built				false

		4340						LN		165		13		false		           13   under long-term contracts that existed and were allowable				false

		4341						LN		165		14		false		           14   in the state of Washington.				false

		4342						LN		165		15		false		           15             That was subsequently replaced by the five-year				false

		4343						LN		165		16		false		           16   contract term.  And so, these projects are under				false

		4344						LN		165		17		false		           17   short-term contracts, but in no way were they ever				false
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		4350						LN		165		23		false		           23             MR. SANGER:  No.  Thank you.				false
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		4354						LN		166		1		false		            1             MS. DUTTON:  No.  Thank you.				false

		4355						LN		166		2		false		            2             THE HEARING OFFICER:  Thank you.  Mr. Ritchie?				false

		4356						LN		166		3		false		            3             MR. RITCHIE:  No cross.				false

		4357						LN		166		4		false		            4             THE HEARING OFFICER:  Mr. Dodge?				false

		4358						LN		166		5		false		            5             MR. DODGE:  No.  Thank you.				false
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		4392						LN		167		13		false		           13        Q.   If I asked you the same questions here today,				false
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		4406						LN		168		1		false		            1             THE HEARING OFFICER:  Okay.  We'll start with				false

		4407						LN		168		2		false		            2   the statement.				false

		4408						LN		168		3		false		            3             MR. RICH:  Thank you.  I appreciate the				false

		4409						LN		168		4		false		            4   opportunity to be heard by the Commission.  You have my				false

		4410						LN		168		5		false		            5   testimony.  I won't spend a great deal of time going back				false

		4411						LN		168		6		false		            6   over that.  But I think it's important and I understand				false

		4412						LN		168		7		false		            7   the concern that 2,000 megawatts of new QF power would				false

		4413						LN		168		8		false		            8   cause a problem to the Company.				false

		4414						LN		168		9		false		            9             But I think we need to be careful about				false

		4415						LN		168		10		false		           10   unintended consequences and I think our projects speak				false

		4416						LN		168		11		false		           11   directly to that.  We have two projects just to clarify				false

		4417						LN		168		12		false		           12   a little bit some of the earlier testimony.				false

		4418						LN		168		13		false		           13             When our facility was built -- and it's a				false

		4419						LN		168		14		false		           14   municipal waste combustion facility.  So, we generate --				false

		4420						LN		168		15		false		           15   primarily our business is to generate renewable steam				false

		4421						LN		168		16		false		           16   which we sell to Hill Air Force Base and they use that				false

		4422						LN		168		17		false		           17   generally as heating on the other side of the base.				false

		4423						LN		168		18		false		           18             So, as part of the construction of the				false

		4424						LN		168		19		false		           19   facility, it was constructed with 1.6 megawatt				false

		4425						LN		168		20		false		           20   back-pressure turbine.				false

		4426						LN		168		21		false		           21             So, we take the high-pressure steam down				false

		4427						LN		168		22		false		           22   through our turbine.  The turbine is there to operate the				false

		4428						LN		168		23		false		           23   facility.  It was put there to operate the facility.				false

		4429						LN		168		24		false		           24             We made an interconnection to the utility				false

		4430						LN		168		25		false		           25   in the 1993 time frame.  And that was our original power				false

		4431						PG		169		0		false		page 169				false

		4432						LN		169		1		false		            1   purchase agreement was actually an open ended				false

		4433						LN		169		2		false		            2   year-to-year agreement.				false

		4434						LN		169		3		false		            3             We were approached by PacifiCorp two or three				false

		4435						LN		169		4		false		            4   years ago and they were cleaning up their old contracts.				false

		4436						LN		169		5		false		            5   They wanted to enter into a new contract.  Hence, our				false

		4437						LN		169		6		false		            6   current 11-year power purchase agreement.  The reason				false

		4438						LN		169		7		false		            7   that that's an 11-year agreement is because that matches				false

		4439						LN		169		8		false		            8   the timeframe of our current contract with Hill Air Force				false

		4440						LN		169		9		false		            9   Base for the sale of steam.  So, we didn't want to firm				false

		4441						LN		169		10		false		           10   up our power beyond that.				false

		4442						LN		169		11		false		           11             And to put this into perspective, we sell				false

		4443						LN		169		12		false		           12   between five and $6 million worth of steam to Hill Air				false

		4444						LN		169		13		false		           13   Force Base in a year, and we're currently generating				false

		4445						LN		169		14		false		           14   revenues of 30 to $40,000 on our power purchase agreement				false

		4446						LN		169		15		false		           15   with PacifiCorp.  So, it was really not the driving				false

		4447						LN		169		16		false		           16   factor.  And that turbine is there to power the facility.				false

		4448						LN		169		17		false		           17             The second project, and this is really why				false

		4449						LN		169		18		false		           18   I felt it was important to be heard on the issue, Hill				false

		4450						LN		169		19		false		           19   Air Force Base uses 100 percent of our steam during the				false

		4451						LN		169		20		false		           20   winter months.  So, in the summer months --				false

		4452						LN		169		21		false		           21             And we generate typically about 100,000 pounds				false

		4453						LN		169		22		false		           22   per hour of steam.  In the summer months, they are not				false

		4454						LN		169		23		false		           23   able to use our full load and we've looked a number of				false

		4455						LN		169		24		false		           24   times at adding additional generation capacity to capture				false

		4456						LN		169		25		false		           25   that unused summer steam.  And we've been through several				false

		4457						PG		170		0		false		page 170				false

		4458						LN		170		1		false		            1   engineering cycles on that project.				false

		4459						LN		170		2		false		            2             Most recently, in fact, PacifiCorp just				false

		4460						LN		170		3		false		            3   completed the first part of an interconnection study to				false

		4461						LN		170		4		false		            4   help us understand our interconnection cost for that				false

		4462						LN		170		5		false		            5   program.  It's about a $10 million project.  It's not				false

		4463						LN		170		6		false		            6   something that we currently have equity on hand to				false

		4464						LN		170		7		false		            7   finance.  We're old school.  We would finance that				false

		4465						LN		170		8		false		            8   project typically through a revenue bond.				false

		4466						LN		170		9		false		            9             So, right now we're trying to understand				false

		4467						LN		170		10		false		           10   whether that project actually has economic viability,				false

		4468						LN		170		11		false		           11   but without the ability to contract at least for the				false

		4469						LN		170		12		false		           12   period that might represent a simple payback on the				false

		4470						LN		170		13		false		           13   project is not something, number one, that I believe				false

		4471						LN		170		14		false		           14   we would be able to receive favorable terms on financing.				false

		4472						LN		170		15		false		           15             And beyond that, it wouldn't be something that				false

		4473						LN		170		16		false		           16   I would probably be able to convince our board that would				false

		4474						LN		170		17		false		           17   make good sense if we couldn't find the financing				false

		4475						LN		170		18		false		           18   at least to cover us during the payback period in that				false

		4476						LN		170		19		false		           19   project.				false

		4477						LN		170		20		false		           20             So, you have my testimony.  And if there's				false

		4478						LN		170		21		false		           21   anything additional you'd like to add, that would be				false

		4479						LN		170		22		false		           22   great.  Thank you.				false

		4480						LN		170		23		false		           23             MR. SANGER:  I have nothing further.				false

		4481						LN		170		24		false		           24             THE HEARING OFFICER:  Okay.				false

		4482						LN		170		25		false		           25             Ms. Dutton, any questions?				false

		4483						PG		171		0		false		page 171				false

		4484						LN		171		1		false		            1             MS. DUTTON:  No.  Thank you.				false

		4485						LN		171		2		false		            2             THE HEARING OFFICER:  Thank you.  Mr. Ritchie?				false

		4486						LN		171		3		false		            3             MR. RITCHIE:  No.  Thank you.				false

		4487						LN		171		4		false		            4             THE HEARING OFFICER:  Mr. Dodge?				false

		4488						LN		171		5		false		            5             MR. DODGE:  No.				false

		4489						LN		171		6		false		            6             THE HEARING OFFICER:  Mr. Moore?				false

		4490						LN		171		7		false		            7             MR. MOORE:  No.				false

		4491						LN		171		8		false		            8             THE HEARING OFFICER:  Mr. Jetter?				false

		4492						LN		171		9		false		            9                      CROSS-EXAMINATION				false

		4493						LN		171		10		false		           10   BY MR. JETTER:				false

		4494						LN		171		11		false		           11        Q.   I do have a few questions.  Good afternoon.				false

		4495						LN		171		12		false		           12             In your brief statement that you've just				false

		4496						LN		171		13		false		           13   discussed, did I understand you correctly that the				false

		4497						LN		171		14		false		           14   current project that you have, the first one, was built				false

		4498						LN		171		15		false		           15   and financed with year-to-year contracts with				false

		4499						LN		171		16		false		           16   Rocky Mountain Power?				false

		4500						LN		171		17		false		           17        A.   It was built and financed as part of a $54				false

		4501						LN		171		18		false		           18   million bond issue in 1987 because that turbine is part				false

		4502						LN		171		19		false		           19   of the physical operation of the plant.				false

		4503						LN		171		20		false		           20             The primary reason for the 1.6 megawatt turbine				false

		4504						LN		171		21		false		           21   is to power the plant.  Frankly, selling the power to				false

		4505						LN		171		22		false		           22   Rocky Mountain Power is an afterthought and that				false

		4506						LN		171		23		false		           23   interconnection was added seven years later.				false

		4507						LN		171		24		false		           24             So, we're generating 1.6 megawatts and we're				false

		4508						LN		171		25		false		           25   selling, it's up and down, but typically three to 400				false

		4509						PG		172		0		false		page 172				false

		4510						LN		172		1		false		            1   kilowatts is all that we're selling to PacifiCorp.				false

		4511						LN		172		2		false		            2             So, the contract is to help us continue with				false

		4512						LN		172		3		false		            3   the ongoing maintenance and operation of the facility.				false

		4513						LN		172		4		false		            4        Q.   Okay.  And with respect to the current				false

		4514						LN		172		5		false		            5   facility, the term of the contract was immaterial				false

		4515						LN		172		6		false		            6   to whether it was built or not; is that correct?				false

		4516						LN		172		7		false		            7        A.   Absolutely because the project is a municipal				false

		4517						LN		172		8		false		            8   waste incinerator selling steam to Hill Air Force Base,				false

		4518						LN		172		9		false		            9   and the term of the contract with Hill Air Force Base				false

		4519						LN		172		10		false		           10   as the major power off-take of the project was critical				false

		4520						LN		172		11		false		           11   and that was also an open-ended contract with				false

		4521						LN		172		12		false		           12   Hill Air Force Base at the time.				false

		4522						LN		172		13		false		           13             So, that's the contract that -- it's hard to				false

		4523						LN		172		14		false		           14   draw the parallel between our small electric contract and				false

		4524						LN		172		15		false		           15   the real power purchase agreement that built the facility				false

		4525						LN		172		16		false		           16   is the sale of steam to Hill Air Force Base.				false

		4526						LN		172		17		false		           17        Q.   Thank you.  With respect to the second project,				false

		4527						LN		172		18		false		           18   the desire to add an additional turbine is my				false

		4528						LN		172		19		false		           19   understanding; is that correct?				false

		4529						LN		172		20		false		           20        A.   That's correct.				false

		4530						LN		172		21		false		           21        Q.   What is the payback period for that?				false

		4531						LN		172		22		false		           22        A.   Well, it depends on the power off-taker and how				false

		4532						LN		172		23		false		           23   much they're willing to pay for the power.  Using current				false

		4533						LN		172		24		false		           24   Schedule 37 -- and in -- the project actually would				false

		4534						LN		172		25		false		           25   deliver about five and a half megawatts of power to the				false

		4535						PG		173		0		false		page 173				false

		4536						LN		173		1		false		            1   grid.  So, Schedule 37 doesn't strictly apply.				false

		4537						LN		173		2		false		            2             But using Schedule 37 as a best case,				false

		4538						LN		173		3		false		            3   the project is about a $10 million project.  And because				false

		4539						LN		173		4		false		            4   the power is seasonal -- and that's one thing that makes				false

		4540						LN		173		5		false		            5   it hard.  The steam is worth much more than the				false

		4541						LN		173		6		false		            6   electricity.  So, in the winter we sell steam and then				false

		4542						LN		173		7		false		            7   in the shoulder months, we would start to ramp all the				false

		4543						LN		173		8		false		            8   electricity and then its base load power through the				false

		4544						LN		173		9		false		            9   summer season.  The current simple payback on that				false

		4545						LN		173		10		false		           10   scenario selling to PacifiCorp under Schedule 37 is				false

		4546						LN		173		11		false		           11   about 24 years.				false

		4547						LN		173		12		false		           12        Q.   And so, your testimony earlier, even in a				false

		4548						LN		173		13		false		           13   20-year term, you don't think that you could finance that				false

		4549						LN		173		14		false		           14   or convince your board because you wouldn't have a				false

		4550						LN		173		15		false		           15   contract, then, throughout that period?				false

		4551						LN		173		16		false		           16        A.   Oh, I think a 20, with the possibility of a				false

		4552						LN		173		17		false		           17   20-year agreement would give me hope that we could work				false

		4553						LN		173		18		false		           18   toward finding a power off-taker or having actual				false

		4554						LN		173		19		false		           19   conversations which would be required contract				false

		4555						LN		173		20		false		           20   negotiations under Schedule 38.				false

		4556						LN		173		21		false		           21             But it's a tough project, absolutely.				false

		4557						LN		173		22		false		           22   But a three-year contract slams the door.				false

		4558						LN		173		23		false		           23        Q.   Okay.  But a three-year contract on your first				false

		4559						LN		173		24		false		           24   project wouldn't have mattered.  That would have actually				false

		4560						LN		173		25		false		           25   been three times as long as your --				false

		4561						PG		174		0		false		page 174				false

		4562						LN		174		1		false		            1        A.   Because the first project was a waste energy				false

		4563						LN		174		2		false		            2   project selling steam to Hill Air Force Base.  You can't				false

		4564						LN		174		3		false		            3   look at that as an electrical contract.  In fact, the				false

		4565						LN		174		4		false		            4   interconnection to the utility wasn't made until the				false

		4566						LN		174		5		false		            5   facility had been on line for five years.				false

		4567						LN		174		6		false		            6             MR. JETTER:  Okay.  That's all the questions				false

		4568						LN		174		7		false		            7   I have.  Thank you.				false

		4569						LN		174		8		false		            8             THE HEARING OFFICER:  Thank you.  Ms. Hogle?				false

		4570						LN		174		9		false		            9             MS. HOGLE:  I have no questions.				false

		4571						LN		174		10		false		           10             THE HEARING OFFICER:  Do you have any redirect,				false

		4572						LN		174		11		false		           11   Mr. Sanger?				false

		4573						LN		174		12		false		           12                     REDIRECT EXAMINATION				false

		4574						LN		174		13		false		           13   BY MR. SANGER:				false

		4575						LN		174		14		false		           14        Q.   Yes, Your Honor.  One question.				false

		4576						LN		174		15		false		           15             Just to clarify, your existing project, it was				false

		4577						LN		174		16		false		           16   not built as a qualifying facility project designed to				false

		4578						LN		174		17		false		           17   sell electricity.  It wasn't your intention in the reason				false

		4579						LN		174		18		false		           18   that you sold it because you didn't start selling it				false

		4580						LN		174		19		false		           19   until seven years after?				false

		4581						LN		174		20		false		           20        A.   That is correct.				false

		4582						LN		174		21		false		           21        Q.   And could you have financed that under a				false

		4583						LN		174		22		false		           22   three-year financing arrangement?				false

		4584						LN		174		23		false		           23        A.   Well, no.  And again, you know, the original				false

		4585						LN		174		24		false		           24   bond issue on the waste energy facility was a 20 --				false

		4586						LN		174		25		false		           25   was financed several times, but I believe a 25-year				false

		4587						PG		175		0		false		page 175				false

		4588						LN		175		1		false		            1   bond issue for the original facility which included				false

		4589						LN		175		2		false		            2   the generation capacity that's currently on line.				false

		4590						LN		175		3		false		            3             MR. SANGER:  No further questions.				false

		4591						LN		175		4		false		            4             THE HEARING OFFICER:  Thank you.  Any recross?				false

		4592						LN		175		5		false		            5             If anyone wants recross, let me know.				false

		4593						LN		175		6		false		            6   (No response)  Okay.  Thank you.  Mr. Sanger, anything				false

		4594						LN		175		7		false		            7   else?  Oh, I'm sorry.  I forgot.				false

		4595						LN		175		8		false		            8             Commissioner White, do you have any questions?				false

		4596						LN		175		9		false		            9             COMMISSIONER WHITE:  I have no questions.				false

		4597						LN		175		10		false		           10   Thank you, Chair.				false

		4598						LN		175		11		false		           11             THE HEARING OFFICER:  Mr. Clark?				false

		4599						LN		175		12		false		           12             COMMISSIONER CLARK:  I don't have any.				false

		4600						LN		175		13		false		           13             THE HEARING OFFICER:  I don't have any either.				false

		4601						LN		175		14		false		           14   Thank you.				false

		4602						LN		175		15		false		           15             MR. SANGER:  Your Honor, may I excuse Mr. Rich				false

		4603						LN		175		16		false		           16   and Mr. Lowe for the rest of the hearing or at least from				false

		4604						LN		175		17		false		           17   participation tomorrow?				false

		4605						LN		175		18		false		           18             THE HEARING OFFICER:  Is there any objection				false

		4606						LN		175		19		false		           19   from any party?  (No response).  Certainly.  Thank you.				false

		4607						LN		175		20		false		           20             MR. SANGER:  Thank you.				false

		4608						LN		175		21		false		           21             THE HEARING OFFICER:  Anything else from you,				false

		4609						LN		175		22		false		           22   Mr. Sanger?				false

		4610						LN		175		23		false		           23             MR. SANGER:  No, your Honor.  Thank you.				false

		4611						LN		175		24		false		           24             THE HEARING OFFICER:  Okay.  Thank you.				false

		4612						LN		175		25		false		           25             Mr. Moore?				false

		4613						PG		176		0		false		page 176				false

		4614						LN		176		1		false		            1             MR. JETTER:  The Office calls Bella Vastag.				false

		4615						LN		176		2		false		            2             THE HEARING OFFICER:  Do you swear to tell the				false

		4616						LN		176		3		false		            3   truth?				false

		4617						LN		176		4		false		            4             THE WITNESS:  Yes, I do.				false

		4618						LN		176		5		false		            5             THE HEARING OFFICER:  Thank you.				false

		4619						LN		176		6		false		            6                         BELA VASTAG,				false

		4620						LN		176		7		false		            7               having first been duly sworn, was				false

		4621						LN		176		8		false		            8               examined and testified as follows:				false

		4622						LN		176		9		false		            9                      DIRECT EXAMINATION				false

		4623						LN		176		10		false		           10   BY MR. MOORE:				false

		4624						LN		176		11		false		           11        Q.   Could you state and spell your name and				false

		4625						LN		176		12		false		           12   occupation for the record?				false

		4626						LN		176		13		false		           13        A.   Yes.  My name is Bela, B-e-l-a, Vastag,				false

		4627						LN		176		14		false		           14   V-a-s-t-a-g.  I'm a utility analyst employed by the				false

		4628						LN		176		15		false		           15   Office of Consumer Services.				false

		4629						LN		176		16		false		           16        Q.   Have you reviewed the Company's application				false

		4630						LN		176		17		false		           17   in this case?				false

		4631						LN		176		18		false		           18        A.   Yes, I have.				false

		4632						LN		176		19		false		           19             (Direct, Rebuttal, and Surrebuttal Testimony of				false

		4633						LN		176		20		false		           20   Bela Vastag Identified)				false

		4634						LN		176		21		false		           21   BY MR. MOORE:				false

		4635						LN		176		22		false		           22        Q.   Have you prepared direct, rebuttal, and				false

		4636						LN		176		23		false		           23   surrebuttal testimony?				false

		4637						LN		176		24		false		           24        A.   Yes.				false

		4638						LN		176		25		false		           25        Q.   Do you have any corrections to that testimony?				false

		4639						PG		177		0		false		page 177				false

		4640						LN		177		1		false		            1        A.   No corrections.				false

		4641						LN		177		2		false		            2        Q.   If I were to examine you and ask you the				false

		4642						LN		177		3		false		            3   questions in your testimony, would your answers be the				false

		4643						LN		177		4		false		            4   same?				false

		4644						LN		177		5		false		            5        A.   Yes.				false

		4645						LN		177		6		false		            6             MR. MOORE:  The Office would move for admission				false

		4646						LN		177		7		false		            7   of his testimony.				false

		4647						LN		177		8		false		            8             THE HEARING OFFICER:  If any party objects,				false

		4648						LN		177		9		false		            9   please indicate.  Seeing none, thank you.  It'll be				false

		4649						LN		177		10		false		           10   entered.				false

		4650						LN		177		11		false		           11             (Direct, Rebuttal, and Surrebuttal Testimony of				false

		4651						LN		177		12		false		           12   Bela Vastag Admitted)				false

		4652						LN		177		13		false		           13   BY MR. MOORE:				false

		4653						LN		177		14		false		           14        Q.   Have you prepared a statement summarizing your				false

		4654						LN		177		15		false		           15   testimony?				false

		4655						LN		177		16		false		           16        A.   Yes.  I have a brief statement.				false

		4656						LN		177		17		false		           17             Good afternoon.  Federal and state laws have				false

		4657						LN		177		18		false		           18   been enacted to encourage the development of small power				false

		4658						LN		177		19		false		           19   producers such as qualifying facilities or QFs.				false

		4659						LN		177		20		false		           20             The Company proposes in this docket to limit				false

		4660						LN		177		21		false		           21   the maximum contract length for a QF's power purchase				false

		4661						LN		177		22		false		           22   agreement or PPA to three years.				false

		4662						LN		177		23		false		           23             The Office believes that this would be an				false

		4663						LN		177		24		false		           24   unnecessary barrier against QFs and would discourage the				false

		4664						LN		177		25		false		           25   development of these small power producers contrary				false

		4665						PG		178		0		false		page 178				false

		4666						LN		178		1		false		            1   to the intent of laws to promote their development.				false

		4667						LN		178		2		false		            2             Therefore, the Office opposes the Company's				false

		4668						LN		178		3		false		            3   request and recommends that the maximum PPA contract				false

		4669						LN		178		4		false		            4   length remain at 20 years.				false

		4670						LN		178		5		false		            5             The Office also opposes some parties' proposals				false

		4671						LN		178		6		false		            6   that the calculation of the compensation for capacity				false

		4672						LN		178		7		false		            7   value in a QF contract be based on a longer term than the				false

		4673						LN		178		8		false		            8   term of the PPA.				false

		4674						LN		178		9		false		            9             If this method was adopted and such a PPA was				false

		4675						LN		178		10		false		           10   not renewed at the end of its term, then ratepayers would				false

		4676						LN		178		11		false		           11   have paid for capacity that was never delivered which				false

		4677						LN		178		12		false		           12   would violate the PURPA standard of ratepayer				false

		4678						LN		178		13		false		           13   indifference.  The Commission should reject a capacity				false

		4679						LN		178		14		false		           14   value calculation that goes beyond the term of a				false

		4680						LN		178		15		false		           15   QF's PPA.				false

		4681						LN		178		16		false		           16             The Office does agree with some of the concerns				false

		4682						LN		178		17		false		           17   that the Company and the Division have raised with				false

		4683						LN		178		18		false		           18   acquiring a large amount of power from QFs.				false

		4684						LN		178		19		false		           19             These concerns include, A, resource acquisition				false

		4685						LN		178		20		false		           20   being done outside of the Company's system-wide				false

		4686						LN		178		21		false		           21   Integrated Resource Plan or IRP evaluation and planning				false

		4687						LN		178		22		false		           22   process;				false

		4688						LN		178		23		false		           23             B, an increased risk to ratepayers with				false

		4689						LN		178		24		false		           24   carrying large amounts of long-term fixed-price contracts				false

		4690						LN		178		25		false		           25   for power.  The direction of power prices in the future				false

		4691						PG		179		0		false		page 179				false

		4692						LN		179		1		false		            1   is uncertain.  And unlike a company-owned resource,				false

		4693						LN		179		2		false		            2   QFs cannot be economically dispatched to take advantage				false

		4694						LN		179		3		false		            3   of periods when low-priced market purchases of power are				false

		4695						LN		179		4		false		            4   available.				false

		4696						LN		179		5		false		            5             The office believes that the best remedy				false

		4697						LN		179		6		false		            6   for these concerns is the use in QF PPAs of avoided cost				false

		4698						LN		179		7		false		            7   pricing that is properly modeled, accurately calculated,				false

		4699						LN		179		8		false		            8   and timely updated.  We request that the Commission				false

		4700						LN		179		9		false		            9   always insist on continual diligence and rigor in				false

		4701						LN		179		10		false		           10   establishing avoided cost prices under Schedule 37				false

		4702						LN		179		11		false		           11   and Schedule 38.  And that concludes my statement.				false

		4703						LN		179		12		false		           12             THE HEARING OFFICER:  Anything else, Mr. Moore?				false

		4704						LN		179		13		false		           13             MR. JETTER:  No, sir.				false

		4705						LN		179		14		false		           14             THE HEARING OFFICER:  Okay.  Thank you.				false

		4706						LN		179		15		false		           15             Ms. Dutton, any cross-examination?				false

		4707						LN		179		16		false		           16             MS. DUTTON:  No.  Thank you.				false

		4708						LN		179		17		false		           17             THE HEARING OFFICER:  Mr. Ritchie?				false

		4709						LN		179		18		false		           18             MR. RITCHIE:  No cross.				false

		4710						LN		179		19		false		           19             THE HEARING OFFICER:  Mr. Dodge?				false

		4711						LN		179		20		false		           20             MR. DODGE:  No.  I have no questions.  Thanks.				false

		4712						LN		179		21		false		           21             THE HEARING OFFICER:  Thank you.  Mr. Sanger?				false

		4713						LN		179		22		false		           22             MR. SANGER:  No questions.				false

		4714						LN		179		23		false		           23             THE HEARING OFFICER:  Mr. Jetter?				false

		4715						LN		179		24		false		           24             MR. JETTER:  I have no questions.				false

		4716						LN		179		25		false		           25             THE HEARING OFFICER:  Ms. Hogle?				false

		4717						PG		180		0		false		page 180				false

		4718						LN		180		1		false		            1             MS. HOGLE:  A few.				false

		4719						LN		180		2		false		            2             THE HEARING OFFICER:  Thank you.				false

		4720						LN		180		3		false		            3                      CROSS-EXAMINATION				false

		4721						LN		180		4		false		            4   BY MS. HOGLE:				false

		4722						LN		180		5		false		            5        Q.   Good afternoon, Mr. Vastag.				false

		4723						LN		180		6		false		            6        A.   Good afternoon.				false

		4724						LN		180		7		false		            7        Q.   To your knowledge, was the OCS a participant				false

		4725						LN		180		8		false		            8   in the hedging collaboratives?				false

		4726						LN		180		9		false		            9        A.   To my knowledge, yes.				false

		4727						LN		180		10		false		           10        Q.   And is it your understanding and, more				false

		4728						LN		180		11		false		           11   importantly, the OCS's understanding that the principles				false

		4729						LN		180		12		false		           12   and guidelines that were entered into the record as				false

		4730						LN		180		13		false		           13   I believe Cross Exhibit-2 for the Coalition applied				false

		4731						LN		180		14		false		           14   to both gas and electricity hedges?				false

		4732						LN		180		15		false		           15        A.   I was not involved in that docket.  So, I'm not				false

		4733						LN		180		16		false		           16   sure if that's correct.				false

		4734						LN		180		17		false		           17        Q.   Okay.  But as a representative of the OCS,				false

		4735						LN		180		18		false		           18   is it true that the OCS supports the principles and				false

		4736						LN		180		19		false		           19   guidelines that resulted from that hedging collaborative?				false

		4737						LN		180		20		false		           20        A.   Yes.  It's safe to say we were supportive of				false

		4738						LN		180		21		false		           21   the results.				false

		4739						LN		180		22		false		           22        Q.   Okay.  Did you read Mr. Higgins' and Ms. Ferk's				false

		4740						LN		180		23		false		           23   testimony in this case?				false

		4741						LN		180		24		false		           24        A.   Yes.				false

		4742						LN		180		25		false		           25        Q.   And would you agree with me that both of them				false

		4743						PG		181		0		false		page 181				false

		4744						LN		181		1		false		            1   being a 20-year PPA, a QF PPA has a risk mitigation or				false

		4745						LN		181		2		false		            2   reduction of potential 111(d) requirements?				false

		4746						LN		181		3		false		            3        A.   I would agree with that, yes.				false

		4747						LN		181		4		false		            4        Q.   Okay.  You participated in the avoided cost				false

		4748						LN		181		5		false		            5   Docket Number 12-035-100 where the current avoided cost				false

		4749						LN		181		6		false		            6   methodology was approved; is that correct?				false

		4750						LN		181		7		false		            7        A.   That's correct.				false

		4751						LN		181		8		false		            8        Q.   And one of the issues in that case was whether				false

		4752						LN		181		9		false		            9   the RECs would stay with the developer or with the				false

		4753						LN		181		10		false		           10   Company in the PPA transaction; right?				false

		4754						LN		181		11		false		           11        A.   Yes.				false

		4755						LN		181		12		false		           12        Q.   And do you recall what the Commission's				false

		4756						LN		181		13		false		           13   decision was on that issue in that case?				false

		4757						LN		181		14		false		           14        A.   Yes, I do.				false

		4758						LN		181		15		false		           15        Q.   So, you would agree with me that the Commission				false

		4759						LN		181		16		false		           16   decided that the RECs would be retained by the QF absent				false

		4760						LN		181		17		false		           17   an expressed negotiation for additional compensation				false

		4761						LN		181		18		false		           18   for those RECs; is that correct?				false

		4762						LN		181		19		false		           19        A.   That's correct.				false

		4763						LN		181		20		false		           20        Q.   And so, would you also agree with me that a				false

		4764						LN		181		21		false		           21   20-year PPA under current law would not, in fact,				false

		4765						LN		181		22		false		           22   mitigate any potential 111(d) requirements for the				false

		4766						LN		181		23		false		           23   Company?				false

		4767						LN		181		24		false		           24        A.   That is uncertain whether or not the REC issue				false

		4768						LN		181		25		false		           25   would affect compliance but it is an issue.				false

		4769						PG		182		0		false		page 182				false

		4770						LN		182		1		false		            1        Q.   Okay.  I'd like you to turn to your direct				false

		4771						LN		182		2		false		            2   testimony if you will, please, specifically page three.				false

		4772						LN		182		3		false		            3   And actually, I believe that you said this in your				false

		4773						LN		182		4		false		            4   summary.  So, at line A-1 you state that it is extremely				false

		4774						LN		182		5		false		            5   important that avoided cost modeling be rigorously and				false

		4775						LN		182		6		false		            6   maintained and updated; is that correct?				false

		4776						LN		182		7		false		            7        A.   Correct.  Uh-huh (affirmative).				false

		4777						LN		182		8		false		            8        Q.   And you would agree with me that current				false

		4778						LN		182		9		false		            9   avoided cost prices reflect current or near term				false

		4779						LN		182		10		false		           10   conditions?				false

		4780						LN		182		11		false		           11        A.   Well, they're calculated using current data --				false

		4781						LN		182		12		false		           12        Q.   Okay.				false

		4782						LN		182		13		false		           13        A.   -- but they reflect a 20-year time period.				false

		4783						LN		182		14		false		           14        Q.   Okay.  So, would you agree with me that it's				false

		4784						LN		182		15		false		           15   much easier to forecast prices two to three years out				false

		4785						LN		182		16		false		           16   as compared to 20 years out?				false

		4786						LN		182		17		false		           17        A.   It's probably easier to do a shorter term				false

		4787						LN		182		18		false		           18   forecast.				false

		4788						LN		182		19		false		           19        Q.   Okay.  And so, isn't it true that all long-run				false

		4789						LN		182		20		false		           20   estimates, no matter how rigorous of avoided costs will				false

		4790						LN		182		21		false		           21   be prone to forecast inaccuracies?				false

		4791						LN		182		22		false		           22        A.   Yes.  And I admitted in my surrebuttal that				false

		4792						LN		182		23		false		           23   forecast error is an issue, but there are other issues				false

		4793						LN		182		24		false		           24   with inaccurate avoided cost calculations, not just				false

		4794						LN		182		25		false		           25   forecasting of future prices.				false

		4795						PG		183		0		false		page 183				false

		4796						LN		183		1		false		            1             MS. HOGLE:  Okay.  Thank you.  That's all				false

		4797						LN		183		2		false		            2   I have.				false

		4798						LN		183		3		false		            3             THE HEARING OFFICER:  Mr. Moore, any redirect?				false

		4799						LN		183		4		false		            4             MR. MOORE:  No redirect, sir.				false

		4800						LN		183		5		false		            5             THE HEARING OFFICER:  Okay.  Thank you.				false

		4801						LN		183		6		false		            6             Commissioner White?				false

		4802						LN		183		7		false		            7             COMMISSIONER WHITE:  No questions.  Thank you.				false

		4803						LN		183		8		false		            8             THE HEARING OFFICER:  Commissioner Clark?				false

		4804						LN		183		9		false		            9             COMMISSIONER CLARK:  Thank you.  I have no				false

		4805						LN		183		10		false		           10   questions.				false

		4806						LN		183		11		false		           11             THE HEARING OFFICER:  I have none.  Thank you,				false

		4807						LN		183		12		false		           12   Mr. Vastag.  Anything further, Mr. Moore?				false

		4808						LN		183		13		false		           13             MR. MOORE:  Nothing further.				false

		4809						LN		183		14		false		           14             THE HEARING OFFICER:  We'll go to Ms. Dutton				false

		4810						LN		183		15		false		           15   next.				false

		4811						LN		183		16		false		           16             MS. DUTTON:  Thank you.  Utah Clean Energy				false

		4812						LN		183		17		false		           17   calls Ms. Sarah Wright.				false

		4813						LN		183		18		false		           18             THE HEARING OFFICER:  Do you swear to tell the				false

		4814						LN		183		19		false		           19   truth?				false

		4815						LN		183		20		false		           20             THE WITNESS:  I do.  Good afternoon and thank				false

		4816						LN		183		21		false		           21   you.				false

		4817						LN		183		22		false		           22                        SARAH WRIGHT,				false

		4818						LN		183		23		false		           23               having first been duly sworn, was				false

		4819						LN		183		24		false		           24               examined and testified as follows:				false

		4820						LN		183		25		false		           25                      DIRECT EXAMINATION				false

		4821						PG		184		0		false		page 184				false

		4822						LN		184		1		false		            1   BY MS. DUTTON:				false

		4823						LN		184		2		false		            2        Q.   Please state your name, position, and business				false

		4824						LN		184		3		false		            3   address for the record.				false

		4825						LN		184		4		false		            4        A.   My name is Sarah Wright and my business is				false

		4826						LN		184		5		false		            5   Utah Clean Energy.  We're a nonprofit incorporation.				false

		4827						LN		184		6		false		            6   And the address is 1014 Second Avenue, Salt Lake City,				false

		4828						LN		184		7		false		            7   Utah 84103.				false

		4829						LN		184		8		false		            8        Q.   Have you reviewed the Company's application				false

		4830						LN		184		9		false		            9   in this case?				false

		4831						LN		184		10		false		           10        A.   Yes, I have.				false

		4832						LN		184		11		false		           11             (UCE Exhibit-1 and Exhibit-2 Identified)				false

		4833						LN		184		12		false		           12   BY MS. DUTTON:				false

		4834						LN		184		13		false		           13        Q.   And did you submit direct and surrebuttal				false

		4835						LN		184		14		false		           14   testimony in this docket marked as UCE Exhibits 1 and 2?				false

		4836						LN		184		15		false		           15        A.   Yes, I did.				false

		4837						LN		184		16		false		           16        Q.   Do you have any changes or corrections to make				false

		4838						LN		184		17		false		           17   to your written testimony?				false

		4839						LN		184		18		false		           18        A.   No, I don't.				false

		4840						LN		184		19		false		           19        Q.   If I asked you the same questions today as are				false

		4841						LN		184		20		false		           20   set forth in your written testimony, would your answers				false

		4842						LN		184		21		false		           21   be the same?				false

		4843						LN		184		22		false		           22        A.   Yes, they would.				false

		4844						LN		184		23		false		           23             MS. DUTTON:  Thank you.  Utah Clean Energy				false

		4845						LN		184		24		false		           24   moves to enter Ms. Wright's direct and surrebuttal				false

		4846						LN		184		25		false		           25   testimony into the record.				false

		4847						PG		185		0		false		page 185				false

		4848						LN		185		1		false		            1             THE HEARING OFFICER:  Okay.  If anyone objects,				false

		4849						LN		185		2		false		            2   please indicate.  Seeing none, that will be entered.				false

		4850						LN		185		3		false		            3   Thank you.				false

		4851						LN		185		4		false		            4             (UCE Exhibit-1 and Exhibit-2 Admitted)				false

		4852						LN		185		5		false		            5   BY MS. DUTTON:				false

		4853						LN		185		6		false		            6        Q.   Did you prepare a summary of your written				false

		4854						LN		185		7		false		            7   testimony to share with the Commission today?				false

		4855						LN		185		8		false		            8        A.   Yes, I did.				false

		4856						LN		185		9		false		            9        Q.   Please proceed.				false

		4857						LN		185		10		false		           10        A.   As most of you know, Utah Clean Energy strives				false

		4858						LN		185		11		false		           11   to create safer, more efficient, cleaner, and a smarter				false

		4859						LN		185		12		false		           12   energy future.  And the Public Utility Regulatory Policy				false

		4860						LN		185		13		false		           13   Act, PURPA, is an important mechanism for influencing				false

		4861						LN		185		14		false		           14   renewable energy development in Utah and diversification				false

		4862						LN		185		15		false		           15   of our energy supply.				false

		4863						LN		185		16		false		           16             It is in the best interest of ratepayers to				false

		4864						LN		185		17		false		           17   safeguard the proper implementation of PURPA.				false

		4865						LN		185		18		false		           18             Rocky Mountain Power's proposal to reduce the				false

		4866						LN		185		19		false		           19   contract term to three years undermines PURPA and the				false

		4867						LN		185		20		false		           20   state policy by effectively making these projects				false

		4868						LN		185		21		false		           21   extremely expensive, extremely difficult, if not				false

		4869						LN		185		22		false		           22   possible to finance.				false

		4870						LN		185		23		false		           23             It would ensure that projects will not be built				false

		4871						LN		185		24		false		           24   and it would therefore allow the utility to circumvent				false

		4872						LN		185		25		false		           25   PURPA and prevent ratepayers from benefiting from				false

		4873						PG		186		0		false		page 186				false

		4874						LN		186		1		false		            1   QF resources.				false

		4875						LN		186		2		false		            2             In the Company's testimony, they incorrectly				false

		4876						LN		186		3		false		            3   compared QFs to hedging practices.  Renewable QF projects				false

		4877						LN		186		4		false		            4   are clearly not economic hedges and it is incorrect to				false

		4878						LN		186		5		false		            5   apply the Company's hedging and trading practices to				false

		4879						LN		186		6		false		            6   QF projects.  QF projects are steel in the ground				false

		4880						LN		186		7		false		            7   resources that provide a capacity value to the system				false

		4881						LN		186		8		false		            8   and this value is significant.				false

		4882						LN		186		9		false		            9             In contrast, hedging projects do not provide				false

		4883						LN		186		10		false		           10   the ratepayers with a long-term capacity value.				false

		4884						LN		186		11		false		           11             And finally, further -- not finally, but				false

		4885						LN		186		12		false		           12   finally for this section, a QF project is not a commodity				false

		4886						LN		186		13		false		           13   hedge just because it provides incidental but significant				false

		4887						LN		186		14		false		           14   risk mitigating benefits to ratepayers.				false
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		5657						LN		216		4		false		            4   avoided costs; is that correct?				false
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		5662						LN		216		9		false		            9        Q.   Would you agree with me that PURPA was				false
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		5683						LN		217		4		false		            4        A.   Yes.				false
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		5851						LN		223		16		false		           16   or to prove up this piece, this document as evidence.				false

		5852						LN		223		17		false		           17             He's welcome to answer questions about it,				false

		5853						LN		223		18		false		           18   but the document itself, I don't think it's necessary				false

		5854						LN		223		19		false		           19   to go into evidence at this time.				false

		5855						LN		223		20		false		           20             THE HEARING OFFICER:  Okay.  Thank you.				false

		5856						LN		223		21		false		           21             Ms. Hogle, do you have any response to that?				false

		5857						LN		223		22		false		           22             MS. HOGLE:  Sure.  I believe I established				false

		5858						LN		223		23		false		           23   foundation already.  I asked him if he believed that				false

		5859						LN		223		24		false		           24   I received or that I printed this off of the Southern				false

		5860						LN		223		25		false		           25   Cal Edison web site.				false

		5861						PG		224		0		false		page 224				false

		5862						LN		224		1		false		            1             And it goes directly to his testimony wherein				false

		5863						LN		224		2		false		            2   he testifies about these very same 20, 30-year PURPA				false

		5864						LN		224		3		false		            3   contracts in the 1980s.  And he was an employee of the				false

		5865						LN		224		4		false		            4   California Public Utilities Commission.				false

		5866						LN		224		5		false		            5             So, I think it presents a full picture of his				false

		5867						LN		224		6		false		            6   testimony that is not included in his testimony of the				false

		5868						LN		224		7		false		            7   conditions and circumstances in California with QF				false

		5869						LN		224		8		false		            8   contracts in the 1980s.				false

		5870						LN		224		9		false		            9             THE HEARING OFFICER:  Given that this is				false

		5871						LN		224		10		false		           10   basically a statement of a California utility that's not				false

		5872						LN		224		11		false		           11   a party to this, I think I'm going to grant the objection				false

		5873						LN		224		12		false		           12   to the motion to enter it but allow questions about the				false

		5874						LN		224		13		false		           13   statements and ask the witness whether he agrees with				false

		5875						LN		224		14		false		           14   them.  But I don't think I see an evidentiary biases				false

		5876						LN		224		15		false		           15   for putting this into evidence.				false

		5877						LN		224		16		false		           16             MS. HOGLE:  Okay.				false

		5878						LN		224		17		false		           17             THE HEARING OFFICER:  Thank you.				false

		5879						LN		224		18		false		           18             MS. HOGLE:  I have no further questions.				false

		5880						LN		224		19		false		           19   Thank you.				false

		5881						LN		224		20		false		           20             THE HEARING OFFICER:  Thank you.				false

		5882						LN		224		21		false		           21             Any redirect?  Mr. Ritchie?				false

		5883						LN		224		22		false		           22                     REDIRECT EXAMINATION				false

		5884						LN		224		23		false		           23   BY MR. RITCHIE:				false

		5885						LN		224		24		false		           24        Q.   Yes.  Thank you.				false

		5886						LN		224		25		false		           25             Mr. Beach, Mr. Jetter of the Division asked you				false

		5887						PG		225		0		false		page 225				false

		5888						LN		225		1		false		            1   a couple questions about ratepayers assuming the risks				false

		5889						LN		225		2		false		            2   of long-term contracts.				false

		5890						LN		225		3		false		            3             Do you remember that line of questioning?				false

		5891						LN		225		4		false		            4        A.   Yes, I do.				false

		5892						LN		225		5		false		            5        Q.   What about short-term contracts?  If the				false

		5893						LN		225		6		false		            6   Commission was to adopt three-year or five-year contracts				false

		5894						LN		225		7		false		            7   that have been proposed today, would ratepayers be				false

		5895						LN		225		8		false		            8   assuming any risks from those contracts?				false

		5896						LN		225		9		false		            9        A.   Yes, they would.  They would assume the market				false

		5897						LN		225		10		false		           10   pricing risk under those contracts because, you know,				false

		5898						LN		225		11		false		           11   market prices can fluctuate and they are very low today,				false

		5899						LN		225		12		false		           12   but we certainly have seen episodes in the past and I'm				false

		5900						LN		225		13		false		           13   sure we will see episodes in the future where market				false

		5901						LN		225		14		false		           14   prices are going to be much higher than they are today.				false

		5902						LN		225		15		false		           15             So, under a short-term contract, ratepayers				false

		5903						LN		225		16		false		           16   bear the risk of those kinds of market price				false

		5904						LN		225		17		false		           17   fluctuations.  And, you know, if you live by the market,				false

		5905						LN		225		18		false		           18   you die by the market I guess is the way to put it.				false

		5906						LN		225		19		false		           19             MR. RITCHIE:  I have no further questions				false

		5907						LN		225		20		false		           20   at this time.  Thank you.				false

		5908						LN		225		21		false		           21             THE HEARING OFFICER:  Okay.  Thank you.				false

		5909						LN		225		22		false		           22             Any desire for any recross from any party?				false

		5910						LN		225		23		false		           23             MS. DUTTON:  Can I ask a recross question?				false

		5911						LN		225		24		false		           24             THE HEARING OFFICER:  Sure.				false

		5912						LN		225		25		false		           25                     RECROSS-EXAMINATION				false

		5913						PG		226		0		false		page 226				false

		5914						LN		226		1		false		            1   BY MS. DUTTON:				false

		5915						LN		226		2		false		            2        Q.   It's based on the document that Ms. Hogle asked				false

		5916						LN		226		3		false		            3   the witness to read.				false

		5917						LN		226		4		false		            4             In the second paragraph, the highlighted				false

		5918						LN		226		5		false		            5   section, could you read the first sentence again?				false

		5919						LN		226		6		false		            6        A.   "In 1983, the bottom fell out of international				false

		5920						LN		226		7		false		            7        energy prices and the cost of oil and gas dropped				false

		5921						LN		226		8		false		            8        precipitously, but the lucrative terms of the				false

		5922						LN		226		9		false		            9        Standard Offer contracts did not change, producing				false

		5923						LN		226		10		false		           10        a 'gold rush' of new applicants."				false

		5924						LN		226		11		false		           11        Q.   And under Utah's avoided cost method,				false

		5925						LN		226		12		false		           12   would that ever be the case in Utah that the prices				false

		5926						LN		226		13		false		           13   would not change?				false

		5927						LN		226		14		false		           14        A.   Well, my understanding in Utah is that the				false

		5928						LN		226		15		false		           15   utility is able to update its avoided cost prices as				false

		5929						LN		226		16		false		           16   natural gas prices and forward electric market curves				false

		5930						LN		226		17		false		           17   change.				false

		5931						LN		226		18		false		           18        Q.   And so, would you agree that the terms of the				false

		5932						LN		226		19		false		           19   contracts would change in Utah to adjust the avoided cost				false

		5933						LN		226		20		false		           20   price for QF projects?				false

		5934						LN		226		21		false		           21        A.   Yes.  So, a QF that's developed this year might				false

		5935						LN		226		22		false		           22   not get the same price as a QF developed next year or the				false

		5936						LN		226		23		false		           23   year after that.				false

		5937						LN		226		24		false		           24             MS. DUTTON:  Okay.  Thank you.				false

		5938						LN		226		25		false		           25             THE HEARING OFFICER:  Commissioner White,				false
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		5940						LN		227		1		false		            1   any questions for the witness?				false

		5941						LN		227		2		false		            2             COMMISSIONER WHITE:  No questions.  Thank you.				false

		5942						LN		227		3		false		            3             THE HEARING OFFICER:  Thank you.				false

		5943						LN		227		4		false		            4             Commissioner Clark?				false

		5944						LN		227		5		false		            5                         EXAMINATION				false

		5945						LN		227		6		false		            6   BY COMMISSIONER CLARK:				false

		5946						LN		227		7		false		            7        Q.   A couple of questions about this subject we've				false

		5947						LN		227		8		false		            8   been discussing here.				false

		5948						LN		227		9		false		            9             First, the two paragraphs that you read into				false

		5949						LN		227		10		false		           10   the record, do you disagree in any essential way with				false

		5950						LN		227		11		false		           11   what's represented here as a description of the				false

		5951						LN		227		12		false		           12   historical events of this period?				false

		5952						LN		227		13		false		           13        A.   Well, I actually do disagree with some of the				false

		5953						LN		227		14		false		           14   dates.  For example, the bottom fell out of international				false

		5954						LN		227		15		false		           15   energy prices in 1986, not 1983.  And, you know, I guess				false

		5955						LN		227		16		false		           16   I would quibble with some of the adjectives that the				false

		5956						LN		227		17		false		           17   utility used here.				false

		5957						LN		227		18		false		           18             But, you know, otherwise, you know, generally,				false

		5958						LN		227		19		false		           19   I think that what is described here is pretty consistent				false

		5959						LN		227		20		false		           20   with what I described in my earlier testimony.				false

		5960						LN		227		21		false		           21             You know, I think that we've learned a lot				false

		5961						LN		227		22		false		           22   since then in terms of updating avoided cost prices on a				false

		5962						LN		227		23		false		           23   regular basis so they keep track with the market.				false

		5963						LN		227		24		false		           24   We've also learned a lot about procuring resources.				false

		5964						LN		227		25		false		           25             So, you know, utilities often have the ability				false
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		5966						LN		228		1		false		            1   to negotiate with QFs to some extent, and so, certainly				false

		5967						LN		228		2		false		            2   this experience has not been repeated in California				false

		5968						LN		228		3		false		            3   nor in any other state.				false

		5969						LN		228		4		false		            4             And as I earlier testified, I think in the				false

		5970						LN		228		5		false		            5   final analysis, what California got out of what was				false

		5971						LN		228		6		false		            6   admittedly a flawed initial process was a set of				false

		5972						LN		228		7		false		            7   resources that over the last 30 years has stood				false

		5973						LN		228		8		false		            8   the test of time.				false

		5974						LN		228		9		false		            9        Q.   Did the standard-offer contracts specify a				false

		5975						LN		228		10		false		           10   price or a formula for deriving a price?				false

		5976						LN		228		11		false		           11        A.   The standard-offer contracts that were				false

		5977						LN		228		12		false		           12   applicable to renewable QFs, they had ten years of fixed				false

		5978						LN		228		13		false		           13   prices similar to what contracts in Utah have today.				false

		5979						LN		228		14		false		           14             But they were up to 30-year contracts but the				false

		5980						LN		228		15		false		           15   price was only fixed for the first ten years except for				false

		5981						LN		228		16		false		           16   the capacity price.  The capacity price was fixed for the				false

		5982						LN		228		17		false		           17   full 30 years.  The energy price was fixed for the first				false

		5983						LN		228		18		false		           18   ten years, and then after that first ten years of the				false

		5984						LN		228		19		false		           19   contract, the energy was priced back at the market				false

		5985						LN		228		20		false		           20   prices.				false

		5986						LN		228		21		false		           21             So, in terms of the energy component of those				false

		5987						LN		228		22		false		           22   projects, they were really only above market for the				false

		5988						LN		228		23		false		           23   first ten years.  And because oil prices didn't crash				false

		5989						LN		228		24		false		           24   until '86, some of those projects, they were probably				false

		5990						LN		228		25		false		           25   at market for a number of -- for the first several years				false

		5991						PG		229		0		false		page 229				false

		5992						LN		229		1		false		            1   of those projects.				false

		5993						LN		229		2		false		            2        Q.   How was PURPA administered, then, during the				false

		5994						LN		229		3		false		            3   time period following the suspension of the				false

		5995						LN		229		4		false		            4   standard-offer contracts?				false

		5996						LN		229		5		false		            5        A.   Well, following the suspension, there were				false

		5997						LN		229		6		false		            6   shorter term contracts available, you know.  They were				false

		5998						LN		229		7		false		            7   one-year contracts, basically, at avoided energy and				false

		5999						LN		229		8		false		            8   capacity prices.				false

		6000						LN		229		9		false		            9             Initially, they did have longer term contracts				false

		6001						LN		229		10		false		           10   with fixed-capacity prices available but not fixed-energy				false

		6002						LN		229		11		false		           11   prices.  And then they went to just -- for a period of				false

		6003						LN		229		12		false		           12   time in the '90s, the only thing that was available was				false

		6004						LN		229		13		false		           13   a one-year contract at short-run prices.  And then				false

		6005						LN		229		14		false		           14   California launched into its deregulation experiment				false

		6006						LN		229		15		false		           15   which did not work out.				false

		6007						LN		229		16		false		           16             COMMISSIONER CLARK:  Thank you.  That's all				false

		6008						LN		229		17		false		           17   my questions.				false

		6009						LN		229		18		false		           18             THE HEARING OFFICER:  Thank you.  And I don't				false

		6010						LN		229		19		false		           19   have any.  Thank you.  Anything else, Mr. Ritchie?				false

		6011						LN		229		20		false		           20             MR. RITCHIE:  No.  Thank you, commissioners.				false

		6012						LN		229		21		false		           21             THE HEARING OFFICER:  Thank you.  We'll turn				false

		6013						LN		229		22		false		           22   to Mr. Dodge.				false

		6014						LN		229		23		false		           23             MR. DODGE:  Thank you, Mr. Chairman.				false

		6015						LN		229		24		false		           24   The Rocky Mountain Coalition for Renewable Energy would				false

		6016						LN		229		25		false		           25   like to call Kevin Higgins.				false

		6017						PG		230		0		false		page 230				false

		6018						LN		230		1		false		            1             THE HEARING OFFICER:  Mr. Higgins, do you swear				false

		6019						LN		230		2		false		            2   to tell the truth?				false

		6020						LN		230		3		false		            3             THE WITNESS:  Yes, I do.				false

		6021						LN		230		4		false		            4             THE HEARING OFFICER:  Thank you.				false

		6022						LN		230		5		false		            5                       KEVIN HIGGINS,				false

		6023						LN		230		6		false		            6               having first been duly sworn, was				false

		6024						LN		230		7		false		            7               examined and testified as follows:				false

		6025						LN		230		8		false		            8                      DIRECT EXAMINATION				false

		6026						LN		230		9		false		            9   BY MR. DODGE:				false

		6027						LN		230		10		false		           10        Q.   Would you please explain who you are and on				false

		6028						LN		230		11		false		           11   whose behalf you are testifying?				false

		6029						LN		230		12		false		           12        A.   My name is Kevin Higgins.  I'm here on behalf				false

		6030						LN		230		13		false		           13   of the Rocky Mountain Coalition for Renewable Energy.				false

		6031						LN		230		14		false		           14             (RMCRE Exhibit 1.0 and Exhibit 1.0SR				false

		6032						LN		230		15		false		           15   Identified)				false

		6033						LN		230		16		false		           16   BY MR. DODGE:				false

		6034						LN		230		17		false		           17        Q.   And did you cause in this docket to be prepared				false

		6035						LN		230		18		false		           18   and filed direct testimony and surrebuttal testimony?				false

		6036						LN		230		19		false		           19        A.   Yes, I did.				false

		6037						LN		230		20		false		           20        Q.   And do you have any corrections to any of that				false

		6038						LN		230		21		false		           21   testimony?				false
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		6044						LN		231		1		false		            1             MR. DODGE:  I'd move the admission of				false
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		6046						LN		231		3		false		            3             THE HEARING OFFICER:  If any party objects to				false

		6047						LN		231		4		false		            4   that motion, please let me know.  Seeing none, the motion				false

		6048						LN		231		5		false		            5   is granted.  Thank you.				false
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		6051						LN		231		8		false		            8        Q.   Thank you.  Mr. Higgins, could you provide a				false
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		6054						LN		231		11		false		           11   commissioners.  While we're waxing nostalgic a little bit				false

		6055						LN		231		12		false		           12   about PURPA, maybe you'll indulge me and allow me to				false

		6056						LN		231		13		false		           13   point out that my very first experience as a witness				false
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		6061						LN		231		18		false		           18   testifying before this Commission on essentially the same				false
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		6063						LN		231		20		false		           20   from now to discuss this topic, someone should encourage				false

		6064						LN		231		21		false		           21   me to get a hobby.  But you can look for me on public				false
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		6092						LN		232		23		false		           23   in pricing the Company's fuel supply and market				false

		6093						LN		232		24		false		           24   purchases, whereas the Company's generation assets that				false

		6094						LN		232		25		false		           25   are served by the fuel hedges are in fact long-term				false

		6095						PG		233		0		false		page 233				false

		6096						LN		233		1		false		            1   obligations for which customers are bound for decades.				false

		6097						LN		233		2		false		            2             So, while the Company enjoys a long-term				false

		6098						LN		233		3		false		            3   revenue security of earning returns from its assets in				false

		6099						LN		233		4		false		            4   rate base, the Schedule 37 or 38 contract is the sole				false

		6100						LN		233		5		false		            5   means by which a QF is compensated for its power.				false

		6101						LN		233		6		false		            6             The more apt comparison is not between the				false

		6102						LN		233		7		false		            7   Company's hedging practices and long-term QF contracts				false

		6103						LN		233		8		false		            8   but it is between long-term QF contracts and the				false

		6104						LN		233		9		false		            9   Company's recovery of its generation investments				false

		6105						LN		233		10		false		           10   in the rate base.  In this comparison, the obligations				false

		6106						LN		233		11		false		           11   of customers are longer term and more open ended when it				false

		6107						LN		233		12		false		           12   comes to paying for utility-owned plant in contrast with				false

		6108						LN		233		13		false		           13   QF contracts because utility generation assets are				false

		6109						LN		233		14		false		           14   subject to ongoing environmental risks that are commonly				false

		6110						LN		233		15		false		           15   addressed through environmental upgrades which customers				false

		6111						LN		233		16		false		           16   are routinely required to fund pursuant to general rate				false

		6112						LN		233		17		false		           17   case decisions.				false

		6113						LN		233		18		false		           18             You know, in the last three general rate cases				false

		6114						LN		233		19		false		           19   in Utah, the Company has requested and been granted				false

		6115						LN		233		20		false		           20   approval for hundreds of millions of dollars of				false

		6116						LN		233		21		false		           21   additional rate base for environmental upgrades.				false

		6117						LN		233		22		false		           22             Customers are also at risk for future				false

		6118						LN		233		23		false		           23   accelerated depreciation of utility generation assets				false

		6119						LN		233		24		false		           24   to the extent that plant lives are shortened in response				false

		6120						LN		233		25		false		           25   to environmental pressures.  So, there are considerable				false

		6121						PG		234		0		false		page 234				false

		6122						LN		234		1		false		            1   risks today for customers under the acquisition of power				false

		6123						LN		234		2		false		            2   from utility-owned assets.				false

		6124						LN		234		3		false		            3             Mr. Clements argues that PURPA contracts do not				false

		6125						LN		234		4		false		            4   go through the same extensive IRP process to determine if				false

		6126						LN		234		5		false		            5   they are needed.  In making this argument, Mr. Clements				false

		6127						LN		234		6		false		            6   overlooks the fact that the pricing methodology adopted				false

		6128						LN		234		7		false		            7   in Utah by this Commission relies upon the Company's IRP				false

		6129						LN		234		8		false		            8   least-cost plan.  And QF prices are tied directly to that				false

		6130						LN		234		9		false		            9   least-cost IRP plan.  This is how ratepayer indifference				false

		6131						LN		234		10		false		           10   is accomplished.				false

		6132						LN		234		11		false		           11             When Mr. Clements discusses the IRP and its				false

		6133						LN		234		12		false		           12   relationship to QF pricing, he limits his discussion to				false

		6134						LN		234		13		false		           13   the next planned thermal resource.				false

		6135						LN		234		14		false		           14             He neglects to point out that the IRP calls				false

		6136						LN		234		15		false		           15   for the purchase of around one million megawatt hours per				false

		6137						LN		234		16		false		           16   year in front-office transactions from 2016 to 2024.				false

		6138						LN		234		17		false		           17             And it is those anticipated purchases that a				false

		6139						LN		234		18		false		           18   long-term PPA with a QF would primarily be displacing,				false

		6140						LN		234		19		false		           19   and it is the displacement of those anticipated purchases				false

		6141						LN		234		20		false		           20   that drives the pricing in QF contracts in Utah today.				false

		6142						LN		234		21		false		           21             In fact, the indicative price posted in				false

		6143						LN		234		22		false		           22   Appendix B of the Company's Q2 filing with this				false

		6144						LN		234		23		false		           23   Commission indicates a long-term 20-year price including				false

		6145						LN		234		24		false		           24   capacity of $33.12 per megawatt hour.  That's for 100				false

		6146						LN		234		25		false		           25   megawatts of displacement with an 85 percent capacity				false

		6147						PG		235		0		false		page 235				false

		6148						LN		235		1		false		            1   factor.				false

		6149						LN		235		2		false		            2             So, with prices like those, it is difficult to				false

		6150						LN		235		3		false		            3   understand the great alarm that is being expressed with				false

		6151						LN		235		4		false		            4   regard to customer interests in protecting ratepayers.				false

		6152						LN		235		5		false		            5             Finally, the proposed change by the Company				false

		6153						LN		235		6		false		            6   is likely to quash QF development in Utah at a time when				false

		6154						LN		235		7		false		            7   implementation of the EPA's clean power plants is				false

		6155						LN		235		8		false		            8   creating significant uncertainty with respect to the				false

		6156						LN		235		9		false		            9   Company's long-term resource plan.				false

		6157						LN		235		10		false		           10             It strikes me as unwise to be signaling to QFs,				false

		6158						LN		235		11		false		           11   particularly in light of their various renewable, zero				false

		6159						LN		235		12		false		           12   emitting and combined heat and power attributes that				false

		6160						LN		235		13		false		           13   their power is of little long-term value and consequently				false

		6161						LN		235		14		false		           14   discouraging their development at a time when new				false

		6162						LN		235		15		false		           15   environmental regulations are placing long-term resource				false

		6163						LN		235		16		false		           16   planning in a state of flux.				false

		6164						LN		235		17		false		           17             This seems particularly unwise when we				false

		6165						LN		235		18		false		           18   understand that the development of renewable				false

		6166						LN		235		19		false		           19   zero-emitting and combined heat and power resources,				false

		6167						LN		235		20		false		           20   each of which has a nexus to QF generation, is encouraged				false

		6168						LN		235		21		false		           21   by the clean power plan as a means of gaining compliance.				false

		6169						LN		235		22		false		           22             In countering my argument, the Company points				false

		6170						LN		235		23		false		           23   out that it's the QF, not Rocky Mountain Power, that owns				false

		6171						LN		235		24		false		           24   the renewable energy certificates.				false

		6172						LN		235		25		false		           25             But this does not refute my argument.  If the				false

		6173						PG		236		0		false		page 236				false

		6174						LN		236		1		false		            1   state of Utah, in complying with the clean power plan				false

		6175						LN		236		2		false		            2   adopts a rate-based plan, then the availability of				false

		6176						LN		236		3		false		            3   additional renewable energy in the state creates a				false

		6177						LN		236		4		false		            4   marketplace from which renewable energy can be purchased				false

		6178						LN		236		5		false		            5   or the credits or the certificates could be purchased for				false

		6179						LN		236		6		false		            6   compliance.  So, it's a supply-and-demand situation.				false

		6180						LN		236		7		false		            7             Yes, the Company doesn't own the RECs or most				false

		6181						LN		236		8		false		            8   of the RECs that the QFs provide, but renewable QFs will				false

		6182						LN		236		9		false		            9   provide a ready supply of RECs that will be available for				false

		6183						LN		236		10		false		           10   sale for compliance.				false

		6184						LN		236		11		false		           11             On the other hand, if Utah adopts a mass-based				false

		6185						LN		236		12		false		           12   plan to comply with the clean power plan, then the simple				false

		6186						LN		236		13		false		           13   displacement of the Company's thermal generation with				false

		6187						LN		236		14		false		           14   renewable energy will help the Company comply.				false

		6188						LN		236		15		false		           15             So, that concludes my summary.  Thank you.				false

		6189						LN		236		16		false		           16             MR. DODGE:  Mr. Higgins is available for cross.				false

		6190						LN		236		17		false		           17             THE HEARING OFFICER:  Okay.  Thank you.				false

		6191						LN		236		18		false		           18             Ms. Dutton, anything from you?				false

		6192						LN		236		19		false		           19             MS. DUTTON:  No.  No questions.				false

		6193						LN		236		20		false		           20             THE HEARING OFFICER:  Mr. Ritchie?				false

		6194						LN		236		21		false		           21             MR. RITCHIE:  No questions.  Thank you.				false

		6195						LN		236		22		false		           22             THE HEARING OFFICER:  Thank you.  Mr. Moore?				false

		6196						LN		236		23		false		           23             MR. MOORE:  No questions.				false

		6197						LN		236		24		false		           24             THE HEARING OFFICER:  Mr. Jetter?				false

		6198						LN		236		25		false		           25             MR. JETTER:  I have no questions.  Thank you.				false

		6199						PG		237		0		false		page 237				false

		6200						LN		237		1		false		            1             THE HEARING OFFICER:  Okay.  Thank you.				false

		6201						LN		237		2		false		            2             Ms. Hogle?				false

		6202						LN		237		3		false		            3             MS. HOGLE:  I have no questions.				false

		6203						LN		237		4		false		            4             THE HEARING OFFICER:  Okay.				false

		6204						LN		237		5		false		            5             Commissioner White?				false

		6205						LN		237		6		false		            6             COMMISSIONER WHITE:  I have no questions.				false

		6206						LN		237		7		false		            7   Thanks.				false

		6207						LN		237		8		false		            8             THE HEARING OFFICER:  Commissioner Clark?				false

		6208						LN		237		9		false		            9             COMMISSIONER CLARK:  No questions.  Thank you.				false

		6209						LN		237		10		false		           10             THE HEARING OFFICER:  I have none.  Thank you,				false

		6210						LN		237		11		false		           11   Mr. Higgins.				false

		6211						LN		237		12		false		           12             THE WITNESS:  Thank you.				false

		6212						LN		237		13		false		           13             MR. DODGE:  Mr. Chairman, the Coalition would				false

		6213						LN		237		14		false		           14   also like to call Mr. Bryan Harris.				false

		6214						LN		237		15		false		           15             THE HEARING OFFICER:  Mr. Harris, do you swear				false

		6215						LN		237		16		false		           16   to tell the truth?				false

		6216						LN		237		17		false		           17             THE WITNESS:  Yes.				false

		6217						LN		237		18		false		           18                        BRYAN HARRIS,				false

		6218						LN		237		19		false		           19               having first been duly sworn, was				false

		6219						LN		237		20		false		           20               examined and testified as follows:				false

		6220						LN		237		21		false		           21                      DIRECT EXAMINATION				false

		6221						LN		237		22		false		           22   BY MR. DODGE:				false

		6222						LN		237		23		false		           23        Q.   Mr. Harris, could you tell us who you are and				false

		6223						LN		237		24		false		           24   for whom you work and on whose behalf you're testifying?				false

		6224						LN		237		25		false		           25        A.   My name is Bryan Harris.  I am a project				false

		6225						PG		238		0		false		page 238				false

		6226						LN		238		1		false		            1   development manager for SunEdison and I am testifying				false

		6227						LN		238		2		false		            2   on their behalf.				false

		6228						LN		238		3		false		            3        Q.   And on behalf of the Rocky Mountain Coalition;				false

		6229						LN		238		4		false		            4   is that correct?				false

		6230						LN		238		5		false		            5        A.   Yes, that's correct.				false

		6231						LN		238		6		false		            6             (RMCRE Exhibits 2.0R, 2.0SR, and 2.0				false

		6232						LN		238		7		false		            7   Identified)				false

		6233						LN		238		8		false		            8   BY MR. DODGE:				false

		6234						LN		238		9		false		            9        Q.   Thank you.  And under your direction,				false

		6235						LN		238		10		false		           10   Mr. Harris, what was direct testimony and rebuttal				false

		6236						LN		238		11		false		           11   testimony and surrebuttal testimony filed on your behalf?				false

		6237						LN		238		12		false		           12        A.   Yes.				false

		6238						LN		238		13		false		           13        Q.   And does that testimony represent your				false

		6239						LN		238		14		false		           14   testimony here today?				false

		6240						LN		238		15		false		           15        A.   Yes, it does.				false

		6241						LN		238		16		false		           16             MR. DODGE:  I'd move the admission of Coalition				false

		6242						LN		238		17		false		           17   Exhibits 2.0R, 2.0SR, and 2.0.				false

		6243						LN		238		18		false		           18             THE HEARING OFFICER:  Okay.  If any party				false

		6244						LN		238		19		false		           19   objects to the motion, please let me know.  I'm not				false

		6245						LN		238		20		false		           20   seeing any.  So, the motion's granted.				false

		6246						LN		238		21		false		           21             (RMCRE Exhibits 2.0R, 2.0SR, and 2.0 Admitted)				false

		6247						LN		238		22		false		           22   BY MR. DODGE:				false

		6248						LN		238		23		false		           23        Q.   Mr. Harris, do you have a summary of your				false

		6249						LN		238		24		false		           24   testimony in this docket?				false

		6250						LN		238		25		false		           25        A.   Yes.  I have a few comments I'd like to provide				false

		6251						PG		239		0		false		page 239				false

		6252						LN		239		1		false		            1   to the Commission to start out.  SunEdison is a large				false

		6253						LN		239		2		false		            2   independent power producer working to develop, build,				false

		6254						LN		239		3		false		            3   and operate renewable energy projects around the world.				false

		6255						LN		239		4		false		            4             We are also very active in developing and				false

		6256						LN		239		5		false		            5   constructing renewable energy projects in Utah.				false

		6257						LN		239		6		false		            6   We've been working on quite a few projects in Utah				false

		6258						LN		239		7		false		            7   over the last several years.				false

		6259						LN		239		8		false		            8             Currently, we have 22 QF power contracts				false

		6260						LN		239		9		false		            9   in place with Rocky Mountain Power.  All of those				false

		6261						LN		239		10		false		           10   projects are either constructed or in construction.				false

		6262						LN		239		11		false		           11             Those projects are all located in Beaver County				false

		6263						LN		239		12		false		           12   and in Iron County in southern Utah.  I believe nine				false

		6264						LN		239		13		false		           13   of the projects are completed with the remaining ones				false

		6265						LN		239		14		false		           14   in construction.  Those projects are currently employing				false

		6266						LN		239		15		false		           15   about 800 construction workers in southern Utah.				false

		6267						LN		239		16		false		           16             The projects are an economic boon to southern				false

		6268						LN		239		17		false		           17   Utah.  They will pay a significant amount of property				false

		6269						LN		239		18		false		           18   taxes over the life of the project as well as about 25				false

		6270						LN		239		19		false		           19   full-time operations jobs.  I bring that up just to point				false

		6271						LN		239		20		false		           20   out that these projects are providing a significant				false

		6272						LN		239		21		false		           21   impact, a positive impact to the state of Utah to the				false

		6273						LN		239		22		false		           22   counties where they are.				false

		6274						LN		239		23		false		           23             In addition, I believe the projects are great,				false

		6275						LN		239		24		false		           24   are a great asset for the ratepayers in Utah.				false

		6276						LN		239		25		false		           25   They provide a long-term contracted amount which				false

		6277						PG		240		0		false		page 240				false

		6278						LN		240		1		false		            1   provides -- well, the projects are contracted and				false

		6279						LN		240		2		false		            2   they have a steady rate for the ratepayers.				false

		6280						LN		240		3		false		            3             The main reason why I'm testifying today is to				false

		6281						LN		240		4		false		            4   provide some information that if those projects were not				false

		6282						LN		240		5		false		            5   open to having a 20-year contract, 20-year term in the				false

		6283						LN		240		6		false		            6   contract, if it was a three-year term, those projects				false

		6284						LN		240		7		false		            7   would not be built or would not be under construction				false

		6285						LN		240		8		false		            8   today.  And moving forward, if the Commission changes the				false

		6286						LN		240		9		false		            9   term to three years, we will not be able to build future				false

		6287						LN		240		10		false		           10   projects in the state of Utah.  And that's really the				false

		6288						LN		240		11		false		           11   crux of my testimony today and my opening statement.				false

		6289						LN		240		12		false		           12             MR. DODGE:  Thank you.  Mr. Harris is available				false

		6290						LN		240		13		false		           13   for cross-examination.				false

		6291						LN		240		14		false		           14             THE HEARING OFFICER:  Thank you.				false

		6292						LN		240		15		false		           15             Ms. Dutton, anything?				false

		6293						LN		240		16		false		           16             MS. DUTTON:  No.  No questions.				false

		6294						LN		240		17		false		           17             THE HEARING OFFICER:  Thank you.  Mr. Ritchie?				false

		6295						LN		240		18		false		           18             MR. RITCHIE:  No questions.				false

		6296						LN		240		19		false		           19             THE HEARING OFFICER:  Mr. Sanger?				false

		6297						LN		240		20		false		           20             MR. SANGER:  No questions.				false

		6298						LN		240		21		false		           21             THE HEARING OFFICER:  Mr. Moore?				false

		6299						LN		240		22		false		           22             MR. MOORE:  No questions.				false

		6300						LN		240		23		false		           23             THE HEARING OFFICER:  Mr. Jetter?				false

		6301						LN		240		24		false		           24                      CROSS-EXAMINATION				false

		6302						LN		240		25		false		           25   BY MR. JETTER:				false

		6303						PG		241		0		false		page 241				false

		6304						LN		241		1		false		            1        Q.   Yes.  Mr. Chairman, I do have a few questions.				false

		6305						LN		241		2		false		            2   Good afternoon.  I'm Justin Jetter and I represent the				false

		6306						LN		241		3		false		            3   Utah Division of Public Utilities.				false

		6307						LN		241		4		false		            4             You're an expert in financing qualifying				false

		6308						LN		241		5		false		            5   facility projects; is that correct?				false

		6309						LN		241		6		false		            6        A.   I'm an expert in developing solar and wind				false

		6310						LN		241		7		false		            7   projects.  And a critical part of that is the financing,				false

		6311						LN		241		8		false		            8   although I would say that Sun Edison has a very				false

		6312						LN		241		9		false		            9   sophisticated finance team that are the true experts				false

		6313						LN		241		10		false		           10   in project finance.  I work closely with them.				false

		6314						LN		241		11		false		           11        Q.   You know enough about it to know that, at least				false

		6315						LN		241		12		false		           12   in your testimony, you testified that shortening the				false

		6316						LN		241		13		false		           13   contract term would make it impossible to finance these				false

		6317						LN		241		14		false		           14   projects; isn't that correct?				false

		6318						LN		241		15		false		           15        A.   Shortening the term to three years or				false

		6319						LN		241		16		false		           16   five years, yes.				false

		6320						LN		241		17		false		           17        Q.   Okay.  And that's because the variability is a				false

		6321						LN		241		18		false		           18   risk that investors are unwilling to take; isn't that				false

		6322						LN		241		19		false		           19   correct?				false

		6323						LN		241		20		false		           20        A.   Yes.				false

		6324						LN		241		21		false		           21        Q.   And that's based on two factors, is that right,				false

		6325						LN		241		22		false		           22   that if you were in an environment where you had higher				false

		6326						LN		241		23		false		           23   avoided cost rates, you could potentially have a shorter				false

		6327						LN		241		24		false		           24   contract term; is that accurate?				false

		6328						LN		241		25		false		           25        A.   By shorter, you mean how many years?				false

		6329						PG		242		0		false		page 242				false

		6330						LN		242		1		false		            1        Q.   Yes.				false

		6331						LN		242		2		false		            2        A.   Yes, that's correct.  That's correct.  It would				false

		6332						LN		242		3		false		            3   need to be significantly higher in order to meet a				false

		6333						LN		242		4		false		            4   three-year or a five-year contract term.  I don't know				false

		6334						LN		242		5		false		            5   how many times higher it would need to be but several				false

		6335						LN		242		6		false		            6   fold higher I would imagine.				false

		6336						LN		242		7		false		            7        Q.   And so, is it accurate that the decision to				false

		6337						LN		242		8		false		            8   finance these is based both on a rate of return of the				false

		6338						LN		242		9		false		            9   project as well as the risk involved?				false

		6339						LN		242		10		false		           10        A.   Could you clarify that a little bit?				false

		6340						LN		242		11		false		           11   I don't quite understand your question.				false

		6341						LN		242		12		false		           12        Q.   Whether or not your financing department is				false

		6342						LN		242		13		false		           13   able to seek and secure financing for QF projects is both				false

		6343						LN		242		14		false		           14   based on the rate of return on the project that you're				false

		6344						LN		242		15		false		           15   offering to those investors as well as the risk that is				false

		6345						LN		242		16		false		           16   involved?				false

		6346						LN		242		17		false		           17        A.   I would say those are two of the factors.				false

		6347						LN		242		18		false		           18   There are additional factors as well.				false

		6348						LN		242		19		false		           19        Q.   Okay.  Thank you.  And a number of witnesses				false

		6349						LN		242		20		false		           20   today have compared QF projects to steel in the ground				false

		6350						LN		242		21		false		           21   resources as opposed to fuel price hedging.				false

		6351						LN		242		22		false		           22             Do you know what the stockmarket price will be				false

		6352						LN		242		23		false		           23   in 2035 on August 5th?				false

		6353						LN		242		24		false		           24        A.   No.				false

		6354						LN		242		25		false		           25        Q.   I don't know either.  But is it possible that				false

		6355						PG		243		0		false		page 243				false

		6356						LN		243		1		false		            1   if the Company has, let's say, a gas resource and the				false

		6357						LN		243		2		false		            2   cost of running that gas resource is higher than the				false

		6358						LN		243		3		false		            3   market price on that day, the Company could essentially				false

		6359						LN		243		4		false		            4   shut off that gas resource and buy market purchases?				false

		6360						LN		243		5		false		            5        A.   I presume.				false

		6361						LN		243		6		false		            6        Q.   And in the alternative, if the market is				false

		6362						LN		243		7		false		            7   considerably lower or at all lower than the cost of				false

		6363						LN		243		8		false		            8   running that resource and there's excess capacity,				false

		6364						LN		243		9		false		            9   the Company could run that resource at its capacity and				false

		6365						LN		243		10		false		           10   sell the additional into the market; is that correct?				false

		6366						LN		243		11		false		           11        A.   I presume that that's correct as well.  I would				false

		6367						LN		243		12		false		           12   add that, you know, with a gas plant, obviously there's				false

		6368						LN		243		13		false		           13   more uncertainty what's going to happen 20 years from now				false

		6369						LN		243		14		false		           14   than with a solar project that has contracted terms for				false

		6370						LN		243		15		false		           15   20 years.  I think both the ratepayer and the developer				false

		6371						LN		243		16		false		           16   have certainty they know that price is going to much more				false

		6372						LN		243		17		false		           17   than the gas plant.				false

		6373						LN		243		18		false		           18        Q.   Okay.  But the Company does have the				false

		6374						LN		243		19		false		           19   opportunity in the future to choose at what rate it's				false

		6375						LN		243		20		false		           20   going to run that gas plant and that would be based on				false

		6376						LN		243		21		false		           21   optimizing its economics with whatever the current market				false

		6377						LN		243		22		false		           22   prices are.				false

		6378						LN		243		23		false		           23             Is that correct to the best of your knowledge?				false

		6379						LN		243		24		false		           24        A.   So, I guess, so, could you clarify that a				false

		6380						LN		243		25		false		           25   little bit more as well?  So, you're asking me,				false

		6381						PG		244		0		false		page 244				false

		6382						LN		244		1		false		            1   if the Company -- in 20 years if the Company will be				false

		6383						LN		244		2		false		            2   able to run their natural gas plant or not?				false

		6384						LN		244		3		false		            3        Q.   I'm just asking that if the Company owns the				false

		6385						LN		244		4		false		            4   gas plant, would it not have the ability in 20 years,				false

		6386						LN		244		5		false		            5   whatever the market conditions are, to choose to run it				false

		6387						LN		244		6		false		            6   in an optimal economic fashion, whether that be full				false

		6388						LN		244		7		false		            7   output, no output or somewhere in between?				false

		6389						LN		244		8		false		            8        A.   Well, I guess I have a hard time answering that				false

		6390						LN		244		9		false		            9   question, but I guess it's hard to predict whether it				false

		6391						LN		244		10		false		           10   would be able to run it economically or not because who				false

		6392						LN		244		11		false		           11   knows what the price of natural gas is going to be in				false

		6393						LN		244		12		false		           12   20 years.				false

		6394						LN		244		13		false		           13        Q.   Okay.  But I guess if the gas price in 20 years				false

		6395						LN		244		14		false		           14   is too high to run economically, they could shut that				false

		6396						LN		244		15		false		           15   plant off and not produce any 20:52:30 hadn't proves any				false

		6397						LN		244		16		false		           16   energy?				false

		6398						LN		244		17		false		           17        A.   I would assume that would be the case.				false

		6399						LN		244		18		false		           18        Q.   Okay.				false

		6400						LN		244		19		false		           19        A.   And with a renewable energy project that's				false

		6401						LN		244		20		false		           20   contracted for 20 years, they wouldn't even need to worry				false

		6402						LN		244		21		false		           21   about that because they know what the price is today				false

		6403						LN		244		22		false		           22   20 years in the future.				false

		6404						LN		244		23		false		           23        Q.   Twenty years into the future, they are also				false

		6405						LN		244		24		false		           24   locked into purchasing every kilowatt hour that comes out				false

		6406						LN		244		25		false		           25   of that renewable project whether that's economic or not?				false
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		6408						LN		245		1		false		            1        A.   Right, but there is a huge benefit to the				false

		6409						LN		245		2		false		            2   ratepayers to know what that certainty is in the future				false

		6410						LN		245		3		false		            3   to date whether it's in the money or out of the money,				false

		6411						LN		245		4		false		            4   correct.  But they do know what that is.				false

		6412						LN		245		5		false		            5        Q.   Okay.  I'm not saying the risk is the risk that				false

		6413						LN		245		6		false		            6   your investors are unwilling to take; is that correct?				false

		6414						LN		245		7		false		            7        A.   I would say that the certainty that comes with				false

		6415						LN		245		8		false		            8   that is required for our investors, whether that's debt				false

		6416						LN		245		9		false		            9   or equity, but the same benefit is also enjoyed by the				false

		6417						LN		245		10		false		           10   ratepayers.				false

		6418						LN		245		11		false		           11        Q.   And so, that's -- you're saying that that's a				false

		6419						LN		245		12		false		           12   risk that your investors are unwilling to take but that				false

		6420						LN		245		13		false		           13   that same risk is a benefit to ratepayers; is that				false

		6421						LN		245		14		false		           14   correct?				false

		6422						LN		245		15		false		           15        A.   That the certainty of knowing what the price				false

		6423						LN		245		16		false		           16   is going to be paid and received is a benefit to both				false

		6424						LN		245		17		false		           17   parties in my opinion.				false

		6425						LN		245		18		false		           18        Q.   And how would that differ from the certainty				false

		6426						LN		245		19		false		           19   in price of, say, a natural gas purchase in 20 years?				false

		6427						LN		245		20		false		           20             Would that not also be a benefit to the natural				false

		6428						LN		245		21		false		           21   gas producer and the Company under that same reasoning?				false

		6429						LN		245		22		false		           22        A.   I think it would if there was a contracted				false

		6430						LN		245		23		false		           23   price for that natural gas in 20 years, presuming that				false

		6431						LN		245		24		false		           24   it was a low price today.				false

		6432						LN		245		25		false		           25        Q.   Okay.  Thank you.				false
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		6434						LN		246		1		false		            1        A.   And not taking into account the environmental				false

		6435						LN		246		2		false		            2   risk and other things that go along with that.				false

		6436						LN		246		3		false		            3        Q.   Thank you.  It's really been compared today,				false

		6437						LN		246		4		false		            4   and I'm asking you because you're more knowledgeable				false

		6438						LN		246		5		false		            5   about the development side, it's been said that the				false

		6439						LN		246		6		false		            6   Company and ultimately these costs generally passed to				false

		6440						LN		246		7		false		            7   ratepayers are making similar long-term hedges when they				false

		6441						LN		246		8		false		            8   construct a new generation facility; is that correct?				false

		6442						LN		246		9		false		            9        A.   It would seem so to me, yes.				false

		6443						LN		246		10		false		           10        Q.   And it's also been argued that the Company does				false

		6444						LN		246		11		false		           11   so with limited risk because it seeks a pre-approval here				false

		6445						LN		246		12		false		           12   and --				false

		6446						LN		246		13		false		           13        A.   Correct.				false

		6447						LN		246		14		false		           14        Q.   -- and it recovers those through its rate base				false

		6448						LN		246		15		false		           15   through the period in which that plant is still being				false

		6449						LN		246		16		false		           16   used; isn't that correct?  And because of the lower risk,				false

		6450						LN		246		17		false		           17   would you expect that a rate of return on that would be				false

		6451						LN		246		18		false		           18   commensurately lower?				false

		6452						LN		246		19		false		           19        A.   Which risk are you talking about?				false

		6453						LN		246		20		false		           20        Q.   So, Company-owned generation facilities.				false

		6454						LN		246		21		false		           21        A.   Okay.				false

		6455						LN		246		22		false		           22        Q.   Because of their reduced risk, would it be a				false

		6456						LN		246		23		false		           23   fair assumption that their rate of return on that, then,				false

		6457						LN		246		24		false		           24   is lower because they are more assured of the return that				false

		6458						LN		246		25		false		           25   they'll get on that?				false
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		6460						LN		247		1		false		            1        A.   Their rate of return is lower than what?				false

		6461						LN		247		2		false		            2        Q.   Well, that was my next question.  What rate of				false

		6462						LN		247		3		false		            3   return is SunEdison requiring to build these projects?				false

		6463						LN		247		4		false		            4             What's the return on equity on it?				false

		6464						LN		247		5		false		            5             MR. DODGE:  I'm going to object to that				false

		6465						LN		247		6		false		            6   specific question.  I'm pretty sure that's considered				false

		6466						LN		247		7		false		            7   confidential and proprietary and not something that could				false

		6467						LN		247		8		false		            8   be disclosed in public.				false

		6468						LN		247		9		false		            9             THE WITNESS:  That is correct.				false

		6469						LN		247		10		false		           10             MR. DODGE:  Nor do I think it's relevant.				false

		6470						LN		247		11		false		           11             MR. JETTER:  I think it's directly relevant.				false

		6471						LN		247		12		false		           12   If you're going to compare, which has been done multiple				false

		6472						LN		247		13		false		           13   times by certain parties today, if we're going to compare				false

		6473						LN		247		14		false		           14   Company-owned resources in the long-term hedges and risk				false

		6474						LN		247		15		false		           15   involved with those, I think the rate of return on those				false

		6475						LN		247		16		false		           16   is important to evaluate whether financing those projects				false

		6476						LN		247		17		false		           17   is in fact similar to financing long-term QF projects.				false

		6477						LN		247		18		false		           18             MR. DODGE:  And that could have been asked in				false

		6478						LN		247		19		false		           19   discovery and appropriate protections taken.  It was not				false

		6479						LN		247		20		false		           20   done.  It can be disclosed publicly.  If you're going				false

		6480						LN		247		21		false		           21   to insist upon clearing the room and trying to get an				false

		6481						LN		247		22		false		           22   answer, we'd have to go call the general counsel and see				false

		6482						LN		247		23		false		           23   whether he's allowed to testify.				false

		6483						LN		247		24		false		           24             This could have been anticipated in advance.				false

		6484						LN		247		25		false		           25   That's very highly proprietary confidential information				false
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		6486						LN		248		1		false		            1   to any developer or any company.  It's not something				false

		6487						LN		248		2		false		            2   they disclose.				false

		6488						LN		248		3		false		            3             MR. JETTER:  Would you be able to answer				false

		6489						LN		248		4		false		            4   whether it's higher than ten percent?				false

		6490						LN		248		5		false		            5             MR. DODGE:  I don't know that, but if you're				false

		6491						LN		248		6		false		            6   going to ask, the Company's return is over 15 percent				false

		6492						LN		248		7		false		            7   before tax.  So, let's get apples and apples and not				false

		6493						LN		248		8		false		            8   oranges.  But I don't know if he can even answer that.				false

		6494						LN		248		9		false		            9   I really do not know that.				false

		6495						LN		248		10		false		           10             THE WITNESS:  I can't answer that.				false

		6496						LN		248		11		false		           11             MS. HOGLE:  Your Honor, excuse me.  I'm sorry.				false

		6497						LN		248		12		false		           12             THE HEARING OFFICER:  Yes.				false

		6498						LN		248		13		false		           13             MS. HOGLE:  I think I heard Mr. Dodge testify				false

		6499						LN		248		14		false		           14   that the Company's return was 15 percent.  I'd like that				false

		6500						LN		248		15		false		           15   stricken from the record.  That may or may not be				false

		6501						LN		248		16		false		           16   confidential or what have you, but I think that needs				false

		6502						LN		248		17		false		           17   to be stricken from the record.				false

		6503						LN		248		18		false		           18             MR. DODGE:  It isn't testimony.  It's just my				false

		6504						LN		248		19		false		           19   statement.  So, whether you strike it or not, it's				false

		6505						LN		248		20		false		           20   irrelevant.  Take 9.8 and gross it up by tax because it's				false

		6506						LN		248		21		false		           21   15 point something, but if she doesn't trust my math --				false

		6507						LN		248		22		false		           22             THE HEARING OFFICER:  Okay.  Well, I think the				false

		6508						LN		248		23		false		           23   record should reflect that that was a statement not under				false

		6509						LN		248		24		false		           24   oath and not by a witness.  And I think that covers it.				false

		6510						LN		248		25		false		           25             Back to Mr. Jetter.  I guess I'll ask you,				false
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		6512						LN		249		1		false		            1   are you making a motion to close the hearing and take				false

		6513						LN		249		2		false		            2   some time to deal with answering this question?				false

		6514						LN		249		3		false		            3   BY MR. JETTER:				false

		6515						LN		249		4		false		            4        Q.   I'll withdraw the question.  I'm not sure the				false

		6516						LN		249		5		false		            5   value of that would be persuasive in the outcome of this				false

		6517						LN		249		6		false		            6   necessarily.  So, I'll withdraw the question, but I would				false

		6518						LN		249		7		false		            7   like to ask kind of a corollary question with that.				false

		6519						LN		249		8		false		            8             If you're getting a guaranteed fixed-price				false

		6520						LN		249		9		false		            9   payment for every kilowatt hour you deliver over the				false

		6521						LN		249		10		false		           10   course of 20 years, is it accurate to say that, at least				false

		6522						LN		249		11		false		           11   within that period, that your risk involved in that				false

		6523						LN		249		12		false		           12   project is as low as the Company's risk in one of its				false

		6524						LN		249		13		false		           13   resources?				false

		6525						LN		249		14		false		           14        A.   I would say no, it is not.  And I am not an				false

		6526						LN		249		15		false		           15   expert in utility finance, but my understanding is,				false

		6527						LN		249		16		false		           16   their rate of return is guaranteed.  I don't know				false

		6528						LN		249		17		false		           17   if that's accurate or not, but I know that our rate				false

		6529						LN		249		18		false		           18   of return is not guaranteed.				false

		6530						LN		249		19		false		           19             There's lots of factors that go into that.				false

		6531						LN		249		20		false		           20   If you build a wind farm and you miscalculated how much				false

		6532						LN		249		21		false		           21   the wind blows, you can end up with a much lower return				false

		6533						LN		249		22		false		           22   and there's no way to inflate that return.  It's going				false

		6534						LN		249		23		false		           23   to be what it is.  So, I would say our risk is not				false

		6535						LN		249		24		false		           24   comparable with a utility, with the Company.				false

		6536						LN		249		25		false		           25        Q.   Would you say that that probably varies with				false
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		6538						LN		250		1		false		            1   the type of resource that you're using?  So, for example,				false

		6539						LN		250		2		false		            2   would you say that solar is significantly lower risk?				false

		6540						LN		250		3		false		            3        A.   It could be.  Solar resource is generally more				false

		6541						LN		250		4		false		            4   consistent than a wind source.  So, it could be, but if a				false

		6542						LN		250		5		false		            5   certain developer was not sophisticated enough to				false

		6543						LN		250		6		false		            6   understand that, then they could take a lot of risk				false

		6544						LN		250		7		false		            7   upon themselves.				false

		6545						LN		250		8		false		            8        Q.   Thank you.  You said that currently your				false

		6546						LN		250		9		false		            9   projects employ about 800 construction workers;				false

		6547						LN		250		10		false		           10   is that correct?				false

		6548						LN		250		11		false		           11        A.   That is correct.				false

		6549						LN		250		12		false		           12        Q.   And there would be about 25 ongoing full-time				false

		6550						LN		250		13		false		           13   employees?				false

		6551						LN		250		14		false		           14        A.   Yes.				false

		6552						LN		250		15		false		           15        Q.   Do you know if that's more or less than there				false

		6553						LN		250		16		false		           16   would be had that same generation come from another				false

		6554						LN		250		17		false		           17   source like a natural gas plant?				false

		6555						LN		250		18		false		           18        A.   I do not know on the construction side of that.				false

		6556						LN		250		19		false		           19   I would imagine that on the operation side it's less but				false

		6557						LN		250		20		false		           20   I do not know.  For a coal plant it would be less.				false

		6558						LN		250		21		false		           21   I don't know about a natural gas plant.				false

		6559						LN		250		22		false		           22             MR. JETTER:  Okay.  Thank you.  Those are all				false

		6560						LN		250		23		false		           23   of my questions.				false

		6561						LN		250		24		false		           24             THE HEARING OFFICER:  Thank you.  Ms. Hogle?				false
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		6564						LN		251		1		false		            1   BY MS. HOGLE:				false

		6565						LN		251		2		false		            2        Q.   Just a few questions.  Were you in the room				false

		6566						LN		251		3		false		            3   when Mr. Beach testified that current avoided cost prices				false

		6567						LN		251		4		false		            4   are about $30 per megawatt hour?				false

		6568						LN		251		5		false		            5        A.   I was.				false

		6569						LN		251		6		false		            6        Q.   Would it surprise you to know that the 20-year				false
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            1                    P R O C E E D I N G S

            2             THE HEARING OFFICER:  Good morning.  We are

            3   here in the matter of the Application of Rocky Mountain

            4   Power for Modification of Contract Term of PURPA Power

            5   Purchase Agreements with Qualifying Facilities.

            6             This is Public Service Commission Docket Number

            7   15-035-53.  And why don't we start with appearances from

            8   the utility.

            9             MS. HOGLE:  Good morning, commissioners,

           10   parties and spectators.  My name is Yvonne Hogle.

           11   I am here on behalf of Rocky Mountain Power.

           12   With me here today is Mr. Paul Clements.  Thank you.

           13             THE HEARING OFFICER:  Okay.  Thank you.

           14             The Division?

           15             MR. JETTER:  Thank you.  I'm Justin Jetter

           16   with the Utah Attorney General's Office.  I represent

           17   the Utah Division of Public Utilities.  And with me at

           18   counsel table is Charles Peterson with the Utah Division

           19   of Publicly Utilities.

           20             MR. MOORE:  Bob Moore representing the Office

           21   of Consumer Services.  With me is Bela Vastag, a utility

           22   analyst at the Office of Consumer Services.

           23             THE HEARING OFFICER:  Okay.  Thank you.

           24             MS. DUTTON:  Good morning.  I'm Meghan Dutton

           25   representing Utah Clean Energy.  And with me is our
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            1   expert Sarah Wright.

            2             THE HEARING OFFICER:  Thank you.

            3             MR. RITCHIE:  Good morning commissioners.

            4   Travis Ritchie representing the Sierra Club.  And with me

            5   in the audience is Tom Beach.

            6             THE HEARING OFFICER:  Thank you.

            7             MR. DODGE:  Thank you.  I'm Gary Dodge on

            8   behalf of the Rocky Mountain Coalition for Renewable

            9   Energy.

           10             THE HEARING OFFICER:  Okay.  Thank you.

           11             MR. SANGER:  Irion Sanger here on behalf of

           12   Renewable Energy Coalition.  We have two people here

           13   today.  One of them is here today, Nathan Rich,

           14   and John Lowe will be joining us very shortly.

           15             THE HEARING OFFICER:  Okay.

           16             Is that all for the appearances?  No one else

           17   in the room that wasn't able to fit at the tables?

           18             MR. LONG:  I'm Adam Long.  I'm local counsel

           19   for the Renewable Energy Coalition.

           20             THE HEARING OFFICER:  Okay.

           21             MR. LONG:  Mr. Sanger will be essentially the

           22   face of it today.

           23             THE HEARING OFFICER:  Thank you.  Anyone else?

           24   Any other preliminary matters before we start?  I'm not

           25   seeing any.  So, we'll turn to the utility.
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            1             MS. HOGLE:  Thank you.  The Company calls

            2   Mr. Paul Clements.

            3             THE HEARING OFFICER:  Mr. Clements, do you

            4   swear to tell the truth?

            5             MR. CLEMENTS:  I do.

            6             THE HEARING OFFICER:  Thank you.

            7                        PAUL CLEMENTS,

            8               having first been duly sworn, was

            9               examined and testified as follows:

           10                      DIRECT EXAMINATION

           11   BY MS. HOGLE:

           12        Q.   Good morning, Mr. Clements.

           13        A.   Good morning.

           14        Q.   Can you please state and spell your name

           15   for the record and your position?

           16        A.   Yes.  My name is Paul Clements,

           17   C-l-e-m-e-n-t-s.  And I'm currently Director of

           18   Commercial Services for Rocky Mountain Power.

           19        Q.   And can you provide a brief background for the

           20   commissioners today?

           21        A.   Certainly.  I've worked for PacifiCorp

           22   for over close to 11 years at this point.  Primary

           23   responsibilities include negotiating qualifying facility

           24   contracts and negotiating other wholesale energy supply

           25   contracts in addition to negotiating large special
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            1   contracts with our large industrial customers.

            2             (Direct, Rebuttal, Surrebuttal Testimony of

            3   Paul Clements Identified).

            4   BY MS. HOGLE:

            5        Q.   In that capacity, did you prepare direct

            6   testimony with attached Exhibit-A, rebuttal testimony,

            7   and surrebuttal testimony in support of the Company's

            8   application in this case?

            9        A.   Yes, I did.

           10        Q.   And do you have any changes or edits to that

           11   testimony?

           12        A.   I do not.

           13        Q.   So, if I were to ask you the questions in those

           14   pieces of testimony again here today, would your answers

           15   be the same?

           16        A.   They would.

           17             MS. HOGLE:  I move for the admission into the

           18   record of the Company's, specifically Mr. Clements'

           19   direct testimony in Exhibit-A, rebuttal testimony,

           20   and surrebuttal testimony.

           21             THE HEARING OFFICER:  I'll ask any party to

           22   indicate if you have an objection to that.  And not

           23   seeing any, that will be entered.  Thank you.

           24             (Direct, Rebuttal, Surrebuttal Testimony of

           25   Paul Clements Admitted)
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            1   BY MS. HOGLE:

            2        Q.   Thank you.  Mr. Clements, do you have a summary

            3   that you would like to provide today?

            4        A.   I do.

            5        Q.   Please proceed.

            6        A.   Good morning.  I'll try to keep my summary

            7   brief while covering the important issues before us

            8   today.  So, the purpose of my testimony is to support

            9   and to present the Company's application to modify the

           10   maximum allowable contract term for qualifying facility

           11   or QF contracts that the Company must enter into under

           12   the Public Utility Regulatory Policies Act of 1978 also

           13   known as PURPA.

           14             The Company is seeking a modification to the

           15   maximum contract term of QF contracts executed under both

           16   Schedules 37 and 38.

           17             Specifically, the Company is requesting the

           18   maximum contract term for PURPA contracts be reduced from

           19   the current 20 years to three years.

           20             I'd like to talk a little bit about why this

           21   change is needed at this time.  You may be thinking as

           22   many of us have that the Commission has already addressed

           23   just about every QF issue under the sun in the various

           24   dockets that we've had over the past several years.

           25             And, in fact, the Commission addressed the
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            1   issue of a QF avoided cost or the price in Docket

            2   03-035-14 and Docket 12-035-100.

            3             I personally used to be of the opinion that

            4   if the QF price is set correctly, then the contract term

            5   does not matter.

            6             However, my opinion changed on that matter.

            7   When I further evaluated how QF contracts compared

            8   to non-QF contracts that the Company enters into,

            9   I determined that a 20-year QF contract term does not

           10   meet the ratepayer indifference standard required by

           11   PURPA because it exposes customers to risks that they

           12   otherwise would not be exposed to absent the QF contract.

           13             Let's talk a bit about the ratepayer

           14   indifference standard.

           15             So, the ratepayer indifference standard or the

           16   avoided cost standard is intended to leave customers

           17   economically indifferent to the source of the utility's

           18   energy by ensuring that the cost to the utility of

           19   purchasing from a QF does not exceed the cost the utility

           20   would incur if it purchases from another source.

           21             The 20-year contract term does not meet this

           22   ratepayer indifference test for the following three

           23   reasons.  First, it is inconsistent with the Company's

           24   hedging practices which were implemented after a careful

           25   review by stakeholders through a recent collaborative.


                                                                       13
�




            1             Second, it is inconsistent with resource

            2   acquisition policies and practices for non-PURPA energy

            3   purchases.

            4             And third, it is not aligned with the Company's

            5   IRP or integrated resource plan, planning cycle, and

            6   action plan.

            7             This is a critical issue to protect customers.

            8   At the time my testimony was prepared, PacifiCorp had

            9   1,041 megawatts of existing PURPA contracts in Utah

           10   and 2,253 megawatts of proposed QF contracts in Utah.

           11             So, together, that's 3,294 megawatts of

           12   existing and potential Utah QF contracts.  PacifiCorp's

           13   average Utah retail load in 2014 was 2,959 megawatts.

           14             So, we have more existing and proposed,

           15   at the time of the filing, more existing and proposed

           16   QF contracts than the average Utah retail load.

           17   We're talking about a lot of megawatts at stake.

           18             Now let's talk about the dollar impact.

           19             The expected system-wide costs or payments

           20   to QFs over the next ten years just from the executed

           21   QF contracts, so these are contracts that are already

           22   signed, is $2.9 billion.

           23             So, that's $2.9 billion in QF payments over the

           24   next ten years.  In 2015 alone, the projected payments

           25   are 170.5 million and Utah's share of that is
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            1   $73.3 million.  So, Utah customers are projected

            2   to pay $73.3 million to QFs in 2015.

            3             I highlight that to illustrate that QF

            4   contracts are a major factor in customers' rates.

            5             Now, let's talk a minute about the first point

            6   which is the 20-year QF contract term is inconsistent

            7   with the Company's hedging practice and policy.

            8             The Company modified its hedging horizon for

            9   natural gas and electricity trades and other commodities

           10   as a result of a hedging collaborative and workshops

           11   that were held in 2011 and 2012.

           12             That collaborative convened as a result of

           13   concerns expressed by the DPU, the Office, and various

           14   other parties about some hedges the Company had entered

           15   into.  In its report on the collaborative, the DPU stated

           16   the following in part:

           17             "Because of relative market illiquidity

           18        and potential inaccuracy of the forecasted demand

           19        requirements, hedges should normally be limited

           20        to 36 forward months."

           21             PacifiCorp's current practice which was

           22   implemented as a result of the hedging workshops is to

           23   actively manage electricity and natural gas positions

           24   that are 36 months out and nearer, meaning from today

           25   out three years.  What does that mean?
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            1             That means that the Company would not and

            2   arguably could not under its existing policies enter

            3   into a 20-year contract to purchase electricity from a

            4   counterparty who is not a QF.  Our policy prohibits it.

            5             And we do not enter into 20-year contracts

            6   to purchase natural gas.  Again, the policy prohibits

            7   it as a result of the hedging collaborative.

            8             But the Company must enter into an unlimited

            9   amount of 20-year fixed-price contracts with QF

           10   counterparties.  That is inconsistent with the hedging

           11   practice and policy for non-QF contracts.

           12             I'd like to throw out an example of how this

           13   inconsistency is occurring in practice.

           14             So, the Company cannot without extensive

           15   stakeholder interest and review enter into a 20-year

           16   hedge for natural gas at one of its power plants like

           17   Lakeside.  Under the avoided cost method, a QF may

           18   displace or avoid the operation of that very same

           19   gas plant, Lakeside, let's call it.

           20             To calculate the avoided cost at Lakeside,

           21   the Company utilizes its production dispatch model and

           22   forecasts out the cost of gas for 20 years.

           23             So, if you have a seven heat rate at Lakeside

           24   and the cost of gas is $3 per an MBTU, then the model

           25   would say that the cost of production at Lakeside is
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            1   $21 plus some variable 0 and M.  So, seven heat rate

            2   times a $3 gas price.  If the QF avoids Lakeside over the

            3   entire 20 years, the QF would get a $21 plus the variable

            4   0 and M, $21 avoided cost price.  If the QF executes that

            5   20-year contract at that price, the Company is

            6   effectively locking in the cost of gas for 20 years.

            7             In theory, Lakeside would not be operated and

            8   the Company would purchase the energy from the QF at that

            9   $21 price.  If gas prices were to drop to $2 per MMBTU,

           10   without the QF, the Company would operate Lakeside at $14

           11   per megawatt hour and achieve that difference in price.

           12             However, since a 20-year contract was signed

           13   with the QF, the Company is locked into a gas price for

           14   20 years.  So, under a normal hedging policy and

           15   practice, the Company would not hedge the price of gas

           16   for 20 years.

           17             However, under a QF contract, the Company

           18   may be forced to do so.  The 20-year QF contract term

           19   therefore introduces the Company's customers to long-term

           20   fixed-price risk that it otherwise would not occur.

           21             Now, let's talk a little bit about what is

           22   fixed-price risk and why does it matter.

           23             The Company and its customers are not commodity

           24   traders.  The Company hedges to reduce or to eliminate

           25   volatility in the near term.
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            1             The Company does not engage in speculative

            2   trading.  Speculative trading attempts to profit from

            3   betting on the direction in which a market will move.

            4   The longer the time horizon, the more likely your bet

            5   will be wrong.

            6             For example, you can probably forecast with

            7   relative accuracy the price of gasoline for next month.

            8   It will probably be $2, $2.20 per gallon.  I think we

            9   can feel somewhat confident about that.

           10             However, if we were to try to predict today

           11   what the price of gasoline will be 20 years from now,

           12   our prediction will likely be materially wrong.

           13   This concept represents fixed-price risk.

           14             Here is an example of how the 20-year contract,

           15   20-year QF contract has exposed customers to increased

           16   fixed-price risk.

           17             The Company currently has 1,991 megawatts of

           18   nameplate capacity QF contracts.  That was at the time I

           19   prepared this filing.  It's changed slightly since then.

           20             Over the next ten years, the Company is under

           21   contract to purchase 44.6 million megawatt hours under

           22   these contracts.  The average price for these contracts

           23   is $64.13 per megawatt hour.

           24             The average forward price curve for

           25   mid-Columbia, a major trading hub in the Northwest over
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            1   this same ten-year time period $38.11 per megawatt hour.

            2   That is a difference of $26.02 per megawatt hour or that

            3   equates to $1.2 billion over this ten-year time period.

            4             So, if you compare the price of the QF

            5   contracts that we've entered into recently to the price

            6   at Mid-Columbia over the next ten years, it's

            7   $1.2 billion out of the money.

            8             Now, I acknowledge and completely agree that

            9   that could just as easily be $1.2 billion in the money.

           10   The market could just as easily have moved in the

           11   opposite direction.

           12             I'm not concerned about placing a bet and being

           13   right or wrong.  The issue is fixed-price risk.  And that

           14   example illustrates that once you enter into a long-term

           15   contract, you are automatically exposed to a considerable

           16   amount of fixed-price risk.  And our stakeholders made it

           17   clear that we should manage that fixed-price risk by

           18   limiting our contracts to 36 months or less in duration.

           19             Briefly touching upon my second point, and that

           20   is, QF contracts do not go through the same rigorous

           21   acquisition process as non-QF contracts, when the Company

           22   determines that it needs to enter into a long-term

           23   contract, it's usually the result of a need identified

           24   in the Integrated Resource Plan.

           25             The Company then performs an extensive analysis
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            1   to compare the contemplated transaction to other

            2   available transactions and it does an extensive review

            3   of the credit terms, contract terms, and the needs

            4   assessment of the Company.

            5             Most importantly, the Company utilizes a

            6   rigorous request for proposal or RFP process whenever

            7   it acquires a long-term resource.

            8             PURPA contracts do not go through that same

            9   request for proposal process and the same rigorous review

           10   process because the Company must execute the contract.

           11             On to my last point, and that is that the

           12   20-year QF contract term is inconsistent with IRP

           13   timelines.  So, some parties argue that my point that

           14   we should look at our hedging policy as not relevant.

           15   They argue that a QF contract is more like a Company

           16   resource that we inquire through the IRP.  It is not.

           17             First of all, the Company does enter into a

           18   long-term transaction unless there is a need identified

           19   in the IRP.  Now, the IRP goes out 20-plus years and it

           20   acknowledges that the planning uncertainties grow as

           21   you get further out in time.

           22             It is for that reason that the IRP action plan

           23   is focused only on the next two to four years.

           24             So, the IRP says, here's what we expect you

           25   will need over the next 20-plus years.  But it says,
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            1   here's what you need to do over the next two to four

            2   years.  So, what does that mean?

            3             Currently, the 2015 IRP has identified a need

            4   for a natural gas plant in 2028.  However, the IRP action

            5   plan does not have the Company go out and acquire that

            6   resource today because that resource is not needed for

            7   another 13 years.  The IRP action plan says, only take

            8   action that's needed in the next two to four years.

            9             Now, why is that important?  Well, let's talk

           10   about a real-world example.  The 2013 IRP which was just

           11   two years ago had a gas plant in 2024.

           12             The 2013 IRP update which would have been a

           13   year ago moved that gas plant out to 2027.  That was a

           14   result of changes in load and other factors in the IRP.

           15             The 2015 IRP pushed that gas plan further out

           16   to 2028.  So, there we see that over a two-year time

           17   period, the Company's resource need changed by four

           18   years.  Now, why does that matter to QF contracts?

           19             Had the Company entered into a 20-year contract

           20   with a QF based on the assumption that a resource was

           21   needed in 2024, the Company would be locked in to paying

           22   that capacity payment starting in 2024.

           23             The Company wasn't planning to go out and build

           24   that 2024 resource, but if it signed this QF contract,

           25   it's now locked into paying that capacity payment.


                                                                       21
�




            1             That's a mismatch.  Customers are exposed to

            2   locking in costs in the future that they otherwise would

            3   not be locked into under the current IRP action plan.

            4             That mismatch does not meet the ratepayer

            5   indifference standard that's required by PURPA.

            6             The Company's proposal to limit QF contract

            7   terms to three years is aligned with that two- to

            8   four-year action plan.

            9             Now, I'll touch briefly -- I'm very close to

           10   being done.  I'll touch briefly on a few of the comments

           11   from the other parties in this docket.

           12             Many of the intervenors carry common themes

           13   in their responses to the Company's application.

           14   Many parties suggest that we're trying to eliminate

           15   the must-purchase obligation.

           16             That's simply not true.  My testimony is clear

           17   that the must-purchase obligation remains.  Many of these

           18   parties suggest that a QF is not similar to a commodity

           19   hedge but instead is more like a company resource.

           20             However, it's clear that a 20-year QF contract

           21   is a purchase of energy at a fixed price.  That is a

           22   commodity hedge.  These parties suggest as I mentioned

           23   that a QF contract is similar to a company resource.

           24             But a company only acquires a resource if a

           25   need is identified in the IRP and then the company goes
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            1   out and acquires just what is needed at the time it is

            2   needed.  Also, a company resource can be dispatched down.

            3             So, if there is a more economic option,

            4   it'll dispatch the unit down and take advantage of that

            5   more economic option where a QF contract is a must-take

            6   for the Company.

            7             Lastly, some of the parties have suggested that

            8   QFs are a good hedge because they can meet future

            9   environmental compliance obligations.

           10             Now, we don't know what those future

           11   environmental obligations currently are.  They are not

           12   known and measurable.  And more importantly, these

           13   parties ignore the critical fact that the QF retains the

           14   renewable energy credit or the environmental attribute

           15   for their economic benefit.

           16             Those RECs represent the very environmental

           17   benefits or attributes that these parties are touting as

           18   being beneficial to the Company.  The Company doesn't

           19   actually receive those.

           20             In summary, no party has provided credible

           21   evidence to refute the three key points made the Company

           22   in this proceeding.  First, the 20-year contract term

           23   is inconsistent with the Company's hedging policy.

           24             Second, the 20-year contract term is

           25   inconsistent with the Company's resource acquisition
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            1   practice for non-PURPA energy purchases.

            2             And lastly, that the 20-year contract term

            3   is not aligned with the IRP action plan.

            4             I continue to recommend that the Commission

            5   implement the three-year contract term for all QF

            6   contracts, again, both those executed under Schedule 37

            7   and Schedule 38.  And that concludes my summary.

            8             MS. HOGLE:  Thank you, Mr. Clements.

            9   Mr. Clements is available for cross-examination.

           10             THE HEARING OFFICER:  Thank you.

           11             Before I go to the Division and then to the

           12   Office, I do want to briefly ask Ms. Dutton, Mr. Ritchie,

           13   Mr. Dodge, and Mr. Sanger if, when we get to this point,

           14   do the four of you have a preference in terms of order of

           15   cross-examination or should I just go in the order that

           16   you're seated?

           17             (Discussion off the record)

           18             THE HEARING OFFICER:  Okay.  Thank you.

           19             Mr. Jetter?

           20             MR. JETTER:  Thank you.  The Division has no

           21   cross-examination questions for Mr. Clements.

           22             THE HEARING OFFICER:  Thank you.  Mr. Moore.

           23             (OSC Exhibit-1 Identified)

           24                      CROSS-EXAMINATION

           25   BY MR. MOORE:
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            1        Q.   The Office has just two areas of inquiry.

            2             Mr. Clements, two days ago last Tuesday, you

            3   participated in a hearing in Docket 15-305-70 concerning

            4   an application for approval of a PPA which has some

            5   overlap with this case; isn't that correct?

            6   Factual overlap.

            7        A.   You'll have to expand on the overlap that

            8   you're referring to.

            9        Q.   All right.  I'll get to that.

           10             During the hearing you submitted some comments

           11   that you participated in preparing and adopted them

           12   as your sworn testimony; wasn't that correct?

           13        A.   That's correct.

           14             MR. MOORE:  I have some copies of these

           15   comments here.  Can I pass them out the now?

           16             THE HEARING OFFICER:  Any other party, let me

           17   know if you have an objection.

           18             MS. HOGLE:  The Company has an objection.

           19   And the objection is that I believe whatever he's going

           20   to be introducing is probably outside the scope of this

           21   docket.

           22             THE HEARING OFFICER:  Mr. Moore?

           23             MR. MOORE:  I'll connect that up.

           24             Mr. Clements spoke about -- one of the issues

           25   in this docket is the threat of overwhelming QF contracts
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            1   in the future.  The discussion in the hearing on Tuesday

            2   touched upon that issue.

            3             THE HEARING OFFICER:  Have you distributed this

            4   to the other parties?

            5             MR. MOORE:  I have not yet but I have them

            6   right here.

            7             THE HEARING OFFICER:  Why don't you do that.

            8   Why don't you distribute it to the other parties and

            9   then we'll deal with the objection and see if anyone

           10   else wants to weigh in.

           11             (Document distribution by Mr. Moore)

           12             THE HEARING OFFICER:  Let me just ask,

           13   Mr. Hogle, do you want to say anything else to your

           14   objection after looking at that or are you familiar

           15   enough with it to say anything you need to?

           16             MS. HOGLE:  I would like to add to the

           17   objection that from Mr. Moore's response, he indicated

           18   that it was -- I'm not sure he said it was relevant,

           19   but he did indicate that the comments in the proceeding

           20   two days ago had a bearing on the number of PPA contracts

           21   that we were discussing in this case and the volume.

           22   And I don't recall that being an issue in that case.

           23             MR. MOORE:  I would direct Ms. Hogle to

           24   page four, the first full paragraph, and the first

           25   two sentences.
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            1             THE HEARING OFFICER:  Mr. Moore, I think

            2   I'm going to let you go ahead with this line of

            3   questioning and we'll see where it goes subject to

            4   more specific objection as you move forward.

            5   So, I think we'll just proceed that way.

            6   BY MR. MOORE:

            7        Q.   Mr. Clements, you have a copy of these?

            8        A.   I do, yes.

            9        Q.   Could you please turn to page four?

           10        A.   Okay.

           11        Q.   The first two sentences in the first paragraph

           12   three:  "The Company routinely manages between ten and

           13        22 negotiations at any given time.  In the early and

           14        mid 2015, the Company was managing 170 different QF

           15        pricing requests and negotiation.

           16             "The large increase is primarily attributable

           17        to the solo projects attempting to execute a

           18        contract in the time to allow them to build a

           19        project by the end of 2016 in order to take

           20        advantage of expiring federal investment tax

           21        credit."

           22             Is that still your testimony today?

           23        A.   Yes.

           24             MR. MOORE:  I would like to enter these

           25   comments into evidence at this time?
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            1             THE HEARING OFFICER:  And your motion is for

            2   the entire document, not just the portion that was read?

            3             MR. MOORE:  Well, I have the entire document,

            4   yes, but the portion as read is the only portion I'll be

            5   inquiring into.

            6             THE HEARING OFFICER:  Okay.

            7             Any objection to that motion?

            8             MS. HOGLE:  The Company renews its objection.

            9   Thank you.

           10             THE HEARING OFFICER:  Any other party have any

           11   position on that?

           12             MR. DODGE:  I believe you can take

           13   administrative notice of testimony in the record before

           14   you in another docket.

           15             So, it could be admitted, but either way,

           16   I think you have the right to rely on it and look at it.

           17             THE HEARING OFFICER:  Any other comments?

           18             I think from a practical matter, the three of

           19   us are pretty familiar with this other docket.  I think

           20   the prudent course is to allow this in and we'll take

           21   appropriate administrative notice of it considering that

           22   they are two separate dockets but we'll continue forward.

           23   Thank you.  Mr. Moore.

           24             (OCS Exhibit-1 Admitted)

           25   BY MR. MOORE:
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            1        Q.   Now, the 107 contract requests are only the

            2   ones active in the last six months.  There are more QF

            3   contract requests than the 107 in the last two years

            4   that's at issue in this case; isn't that correct?

            5        A.   I wouldn't say that what's occurred over the

            6   past two years is what's at issue in this case, but the

            7   fact that there were 107 QF requests highlights the

            8   concerns that the Company had and partially why it

            9   made its application.

           10        Q.   But there were more ...

           11        A.   Maybe I can --

           12        Q.   Well --

           13        A.   -- help you out.  So, 107 was just a snapshot

           14   in time.  They come and go over time.

           15        Q.   Correct.

           16        A.   You know, for example, when we made the filing

           17   in this docket, there were 3700 megawatts of requests.

           18   After we made this filing, that number grew to 42, 4300

           19   megawatts of requests.  Since then, it's dropped down to

           20   probably 2400 megawatts of requests.  So, it moves around

           21   as projects come and go.

           22        Q.   Right.  So, there's been more requests in the

           23   last two years where there's been -- in your testimony.

           24             Didn't you testify that in the last two years

           25   there's been a dramatic increase in QF requests?
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            1        A.   Yes.  I can point you to that part of my

            2   testimony if that would be helpful.  But yeah.

            3        Q.   That's fine.

            4        A.   It's actually on page ten of my testimony.

            5   In Utah alone, we've had 24 new QF projects totalling

            6   897 megawatts that we have executed in the last two

            7   years.  And again, that compares to the 2900 megawatts

            8   of average Utah load.

            9        Q.   So, the 24 contracts that you signed in the

           10   last two years is a considerably smaller amount than the

           11   107 and more requests for contracts that you've

           12   negotiated?

           13        A.   That's correct.  And again, that's a Utah

           14   number, where the 107 was a system-wide number.

           15        Q.   It's also true that assigning of a PPA is no

           16   guarantee that the project will be built.

           17             Applications can be withdrawn, in some cases

           18   canceled; isn't that true?

           19        A.   Yes.  That occurs.

           20        Q.   Of the 24 new contracts that were signed in

           21   Utah, have any of them been canceled or withdrawn or

           22   presently being disputed?

           23        A.   I believe we have one small project that is

           24   three megawatts or less that was terminated due to an

           25   interconnection issue.  But I believe that's the only
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            1   one.

            2        Q.   That's the only one of the 24?

            3        A.   That's correct.

            4        Q.   All right.  In preparing your testimony for

            5   this hearing, did you review the rebuttal testimony of

            6   Mr. Peterson from the Department of Utilities?

            7        A.   Yes, I did.

            8        Q.   Do you have a copy of his rebuttal testimony?

            9        A.   I believe I do, yes.

           10        Q.   Could you turn to page seven of that rebuttal

           11   testimony?

           12        A.   (Complying).

           13        Q.   On line 27, it states:  "Developers are hoping

           14   to take advantage of the ITC" -- that's the investment

           15   tax credit, "will likely have need to sign the purchase

           16   agreements in place before the Commission is likely

           17   to issue a decision in this docket."

           18             Is that a fair statement in your opinion?

           19        A.   Yes.  I agree with that.  The ITC in its

           20   current form.  It may be extended or modified but it's

           21   set to be reduced at the end of 2016.

           22        Q.   That's right.  And your testimony in the

           23   other -- on Tuesday was that the large increase is

           24   primarily attributable to -- so the project attempting

           25   to be executed on contract in time to allow to build them
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            1   by the end of 2006 in order to take advantage of expiring

            2   federal income tax credit; correct?

            3        A.   Yes, that's correct.

            4        Q.   Given the history that an overwhelming majority

            5   of QF contract requests do not result in signed PPAs,

            6   your testimony that a primary reason for dramatic

            7   increase in contract requests to take advantage of

            8   expiring federal tax credit and Mr. Peterson's testimony,

            9   the opportunity to take advantage of the tax credits is

           10   closing as we speak, isn't it extremely unlikely that a

           11   significant number of the 40 outstanding contract

           12   requests will result in projects being built?

           13        A.   Well, I'm not sure I can speculate on that.

           14   We had a similar situation kind of in 2010, '11, and '12

           15   with wind projects where we had a production tax credit

           16   that was expiring.

           17             And so, it seemed like the rush on wind QFs was

           18   over.  And then here came a lot of solar QFs.

           19             And so, it's difficult to speculate on how many

           20   QF requests we'll get in the near future as panel prices

           21   change, different financing vehicles come about.

           22        Q.   If it's too speculative to determine that there

           23   won't be that many contract requests in the future, isn't

           24   it too speculative to suggest that there will be?

           25        A.   No.  And it's not about a specific number.
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            1   And this is where I struggled a bit in preparing my

            2   testimony and forming an opinion on this matter.

            3             The issue of fixed-price risk obviously grows

            4   with more megawatts.  So, if you have one or two

            5   contracts that come in with a 20-year contract term,

            6   while there is some fixed-price risk for customers,

            7   that fixed-price risk is not as significant as if you

            8   have 2,000 megawatts of QF contracts that come in.

            9             And I look at that as, you know, similar

           10   to diversification of a stock portfolio or a retirement

           11   portfolio.  You may think natural gas stocks are quite

           12   low today, which many of them are, and you would say,

           13   I'm going to add some of those to my retirement

           14   portfolio.  And you would add them in a percentage that

           15   is appropriate for your allocation.

           16             You would not necessarily move your entire

           17   portfolio to natural gas stocks.

           18             Now, what's challenging is, I don't know what

           19   the appropriate allocation is for QF contracts.  Like

           20   I said, one or two QF contracts, you know, a hundred

           21   megawatts, perhaps, at a 20-year contract term,

           22   that fixed-price risk is much smaller than a thousand

           23   megawatts.  So, there is some degree of variability

           24   depending on the size or the amount of QF contracts

           25   that come through the door.
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            1        Q.   So, as you sit here today, you cannot speculate

            2   to how many of the 40 outstanding contracts that are

            3   presently being negotiated will be built?

            4        A.   Without knowing what the outcome of the ITC

            5   would be, no.  I would acknowledge that over the past two

            6   years, we've signed contracts in the $60 range and we

            7   thought that was the lowest it could go, and a lot of our

            8   developers said that's as low as it could go.

            9             And then we signed some in the $50 range and

           10   had that same discussion.  And then we signed a few

           11   in the $40 range.  And so, every time I think that

           12   we've hit the end, we move forward.

           13        Q.   I want to turn now to your testimony regarding

           14   the ratepayer indifference standard.  In several places

           15   in your written testimony, you argue that the 20-year

           16   contract term violates the ratepayer indifference

           17   standard.  And in your summary today, you've also made

           18   that argument; isn't that true?

           19        A.   That's correct.

           20        Q.   On page nine and ten of your direct testimony,

           21   you make the argument that a 20-year fixed-price contract

           22   can be considered a subsidy to the QF in violation of the

           23   ratepayer indifference standard.

           24             Am I reading your testimony correct?

           25        A.   That is correct.
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            1        Q.   But at no point do you attempt to quantify or

            2   monetize the amount of the subsidy; do you?

            3        A.   No.

            4        Q.   Isn't it true for the last several years

            5   the Company, the Division, and the Office have been

            6   arguing for the Commission that an unquantifiable policy

            7   consideration should not be taken into account in avoided

            8   cost pricing cases involving the ratepayer indifference

            9   standard?

           10        A.   Yes.  When we're assigning costs and benefits.

           11   And this would be considered a benefit in my opinion.

           12   And if a QF is going to enjoy the benefit of a 20-year

           13   contract term, arguably, they should get a reduction

           14   in their price because of that but I don't know how to

           15   quantify that.

           16        Q.   Well, the Company has taken the position in the

           17   past few years that unquantifiable policy considerations

           18   should not be taken into consideration in avoided cost

           19   pricing cases involving the ratepayer indifference

           20   standards; isn't that true?

           21        A.   Yeah, that's correct.  And I believe this is a

           22   benefit that cannot be quantified.  So, it should not be

           23   allowed.

           24        Q.   Can you identify any case from the Public

           25   Service Commission or the Federal Energy Regulatory
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            1   Commission that apply to the ratepayer indifference

            2   standard outside the context of avoided cost pricing?

            3        A.   I might need you to rephrase that or unpack it

            4   a little bit.

            5        Q.   All right.  I'm looking here at two

            6   quasi-judicial bodies, the Utah Public Service Commission

            7   and the Federal Energy Regulatory Commission.  Do you

            8   understand that?

            9        A.   Yeah.

           10        Q.   Those are the only two issues?

           11        A.   Judicial bodies.

           12        Q.   Right.

           13        A.   Not quasi.

           14        Q.   Can you in your experience point to any

           15   decision or case or regulation from those two bodies

           16   where the ratepayer indifference standard was applied

           17   outside the context of specifically setting avoided cost

           18    pricing?

           19        A.   Certainly.  We've had -- first of all, there's

           20   been other jurisdictions in which the Company operates

           21   such as Idaho where the contract --

           22             MR. MOORE:  I'm going to object.  That's

           23   nonresponsive.  I specifically asked about the Utah

           24   Public Service Commission and Federal Regulatory

           25   Commission.
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            1             MS. HOGLE:  Mr. Clements, before you respond,

            2   can I ask counsel to please allow the witness to finish

            3   his testimony before he cuts him off?

            4             THE HEARING OFFICER:  Thank you.

            5             And with respect to the objection, I think if

            6   Mr. Clements wants to discuss Idaho a bit before he

            7   answers the question, I think that's reasonable, and

            8   I'll allow him to do that to an extent.

            9             THE WITNESS:  Yeah, because the Idaho is

           10   relevant to FERC.  So, I was getting to that point.

           11             So, in Idaho, there were multiple rulings where

           12   there were issues other than the contract price.  One of

           13   those was contract term.  Some credit terms were also at

           14   issue, and parties even took the Idaho Commission to the

           15   FERC and the FERC said that the state Commission can

           16   opine and determine those particular things.

           17             In Utah in particular, we've had multiple

           18   dockets that have addressed non-pricing issues, things

           19   like credit terms, performance guarantees and other

           20   contract terms that are significant but are not

           21   associated with the price.

           22             And so, it's my position and I think the case

           23   law supports this, that the Commission has the ability

           24   to implement the ratepayer indifference standard across

           25   everything from price to contract terms to contract term
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            1   meaning duration.

            2   BY MR. MOORE:

            3        Q.   In your prefiled testimony, you've cited

            4   several cases, dockets both from this jurisdiction and

            5   other jurisdictions, statutes, federal and state.

            6             But I don't believe, and correct me if I'm

            7   wrong, you cited to any case or precedent that applied

            8   the ratepayer indifference standard outside the context

            9   of the avoided cost pricing.

           10             Could you correct me if I'm wrong?

           11        A.   Without performing a thorough review of each

           12   of those, many of those cases had issues beyond just the

           13   price.  So, I'm not sure I would agree with that

           14   generalization.

           15        Q.   Well, you prepared -- you made the argument

           16   in your prefiled testimony, did you not, the ratepayer

           17   indifference standard applies and you made the argument

           18   here to terms outside the avoided cost pricing?

           19        A.   Yes.

           20        Q.   But you cannot cite to any case specifically

           21   now with your testimony in front of you that stands for

           22   that proposition.  You can only say generally that some

           23   of these cases might make it?

           24        A.   Well, in general, I would refer to the two

           25   significant portions which would be Section 210 of PURPA
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            1   and Section 292 of the federal regulations which

            2   encompass all of PURPA.  I mean, we can take the time

            3   if you want to go through each of those.

            4             But it speaks specifically to the ratepayer

            5   indifference standard or to the fact that the -- and I'll

            6   quote from one of them if it would help.  "The

            7   incremental cost to an electric utility" --

            8             "The incremental cost to an electric utility of

            9        electric energy or capacity or both which, but for

           10        the purchase from the qualifying facility or

           11        qualifying facilities, such utility would generate

           12        itself or purchase from another source."

           13             And that's how they define avoided cost in

           14   18 C.F.R. 292-101(b)(6).

           15        Q.   That's exactly my point.

           16             That's dealing specifically with avoided

           17   costing pricing; isn't that correct?

           18        A.   No.  It doesn't specifically say avoided cost

           19   pricing.  There's more that encompass avoided cost than

           20   just the price.  I would refer you to the order in

           21   03-035-14 or 12-035-100.  Those are two orders from this

           22   particular Commission that addressed many issues besides

           23   just the price.

           24        Q.   Avoided cost are a corollary of the federal

           25   statute's incremental cost.  Would you agree with that?
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            1        A.   I would say "avoided" and "incremental"

            2   would be similar, yes.

            3        Q.   Would they refer to the same thing?

            4        A.   In practice, yes.

            5        Q.   And isn't the ratepayer indifference standard

            6   also a corollary to avoided cost?

            7        A.   Yes.

            8        Q.   And isn't that the only place that the

            9   ratepayer indifference standards exist in cases from the

           10   Utah Public Service Commission and the Federal Regulatory

           11   Commission?

           12             MS. HOGLE:  Objection.  I believe that question

           13   has been asked and answered several times.

           14             THE WITNESS:  Yeah.  Oh.  Sorry.

           15             THE HEARING OFFICER:  I tend to agree that it

           16   has been.

           17             MR. MOORE:  We have no further questions.

           18             THE HEARING OFFICER:  Thank you.  Ms. Dutton?

           19                      CROSS-EXAMINATION

           20   BY MS. DUTTON:

           21        Q.   Thank you.  Mr. Clements, do QF sources provide

           22   a capacity value?

           23        A.   Yes.  The capacity value was determined in

           24   those two dockets I just referenced.  So, that would be

           25   03-035-14 and 12-035-100 the Commission determined the
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            1   capacity payment for QFs.

            2        Q.   And do commodity hedges provide the utility

            3   with a capacity value?

            4        A.   Yes.  Certain commodity hedges would.

            5        Q.   Could you explain that?

            6        A.   Certainly.  When you purchase firm energy,

            7   it comes with liquidated damages.  And so, firm market

            8   purchases do have some capacity value.

            9        Q.   Do you account for that in your IRP?

           10        A.   Yes.  I believe some market purchases are

           11   in the IRP.

           12        Q.   Are the ratepayer indifference standard and the

           13   must-purchase obligation of PURPA applicable to

           14   QF resources?

           15        A.   Yes.  That's the very basis of PURPA.

           16        Q.   And is PURPA applicable to the commodity

           17   hedges?

           18        A.   No.  PURPA has no bearing on commodity hedges.

           19        Q.   Okay.  Is it possible that at some point the

           20   avoided cost price will be so low that it will be

           21   uneconomical to build QF projects?

           22        A.   Again, I couldn't speculate on that because

           23   every time I've tried to do that, I've been wrong.

           24   So, I'm not going to guess on that one again.

           25        Q.   And did existing QF contracts contribute to the
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            1   decision in the recent IRP to push the next company

            2   resource acquisition out to 2028?

            3        A.   I'm not entirely certain.  They probably did

            4   play a small role in that.  The capacity contribution

            5   of wind and solar which is the majority of the QFs that

            6   we have received is not a hundred percent.  And so, they

            7   may have contributed to that but I'm not certain.

            8             MS. DUTTON:  Thank you.  No further questions.

            9             THE HEARING OFFICER:  Thank you.  Mr. Ritchie?

           10                      CROSS-EXAMINATION

           11   BY MR. RITCHIE:

           12        Q.   Thank you, commissioners.  Travis Ritchie with

           13   the Sierra Club.  Good morning Mr. Clements.

           14             How are you?

           15        A.   Good morning.

           16        Q.   Mr. Clements, I'd like to start with a point

           17   that you made in your summary and you also addressed

           18   in your testimony.  If I could turn you to page three

           19   of your rebuttal testimony, please.

           20        A.   (Complying).

           21        Q.   And starting on line 46 after the semi colon

           22   there, you state:

           23             "A company resource can be dispatched and

           24        backed down when more economical alternatives are

           25        available passing through to customers the savings
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            1        from lower fuel and other operating costs because

            2        the total cost of energy is not locked in for

            3        20 years like it is in a QF contract."

            4             Did I read that correctly?

            5        A.   That's correct.

            6        Q.   And is that the same point you were making in

            7   your summary about distinguishing a company resource from

            8   a QF contract?

            9        A.   That's one of the things that distinguishes it.

           10        Q.   And if I could also turn you to page twelve of

           11   your rebuttal testimony, please, and directing you to

           12   lines 246, you say:

           13             "For example, if the marginal cost of a company

           14        gas plant is $40 per megawatt hour but another

           15        alternative such as a short-term firm market

           16        purchase costs only $30 per megawatt hour,

           17        the Company would dispatch down the gas plant

           18        and buy from the market saving customers

           19        $10 per megawatt hour."

           20             Did I read that correctly?

           21        A.   Yes.

           22        Q.   And does this example that you describe on

           23   page twelve follow on the same point that I just read

           24   on page three?

           25        A.   Yes, generally.


                                                                       43
�




            1        Q.   Now, in this example here on page 12, you say

            2   that the Company could back down the gas plant when the

            3   marginal cost of the plant is higher than other

            4   alternatives.  And you specifically said marginal

            5   for a reason; right?

            6        A.   Absolutely, yes.

            7        Q.   So, for a company-owned resource like a gas

            8   plant or a coal plant, are there costs that ratepayers

            9   are responsible for covering other than the marginal

           10   costs?

           11        A.   Yes.

           12        Q.   And so, if you back down a plant --

           13   Well, let me back up a little bit.

           14             What are those costs that ratepayers would be

           15   responsible for other than marginal costs?

           16        A.   Well, you primarily have capacity and energy

           17   costs.  I mean, if you want to go line by line, we can

           18   do that.  But with any generating resource, you typically

           19   have a capacity cost and an energy cost.  And the energy

           20   cost would be your marginal cost which would include

           21   fuel, variable 0 and M, chemicals, things of that nature.

           22             And the point I was making here is with a

           23   company resource, yes, you're capacity costs are fixed

           24   and sunk if you want to call it that, but your marginal

           25   costs or your energy costs could be dispatched in such
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            1   a manner that they are economic.

            2             So, if there's another area where you can get

            3   a cheaper marginal cost, you can dispatch down your unit

            4   and acquire that.  With a QF contract, when we calculate

            5   the capacity and the energy cost, we lock that in for

            6   20 years, and the QF sells to us over the course of the

            7   20 years at that price.

            8             And we don't have the ability to go to the QF

            9   and say, we'll keep paying you the capacity but we've got

           10   a cheaper energy alternative, so back down.  We don't

           11   have the ability to do that, and that was the point

           12   I was making then.

           13        Q.   And so, the ability that you have is that

           14   customers see savings from reduced fuel and operating

           15   costs; correct?

           16        A.   That's correct, yes.

           17        Q.   So, are you aware of any company-owned

           18   resources that currently have operating long-term fuel

           19   supply agreements that include minimum take privileges?

           20        A.   I'm not aware of any but I'm not aware of all

           21   of our long-term fuel agreements.  So, I wouldn't ...

           22        Q.   Were you familiar with the closure of the

           23   Deer Creek Mine recently and the replacement coal supply

           24   agreement?

           25        A.   I'm aware of it but not the details of the coal
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            1   agreement.

            2        Q.   Would it surprise you to hear that the company

            3   entered into a 15-year coal supply agreement?

            4        A.   No, it wouldn't surprise me.  Coal agreements

            5   are typically somewhat long term in nature.

            6        Q.   And based on your experience in the industry,

            7   do fuel supply agreements often have minimum tank

            8   provisions as well?

            9        A.   Gas do not, no.  Coal often does, yes.

           10        Q.   And so, for a fuel provision like that, just

           11   understanding how a minimum take provision works, if you

           12   back down a plant, you still have to pay for some of that

           13   fuel even if you don't use it; is that correct?

           14        A.   Again, it depends what your minimum tank

           15   provisions are and if they require you to run a certain

           16   capacity level.  I'd have to look at the exact contract

           17   on that.

           18        Q.   Fair enough.  I'll move on from that.

           19        A.   Sure.

           20        Q.   So, I'd like to talk now about the kind of

           21   other category of costs for a company-owned resource that

           22   customers are on the hook for paying regardless of

           23   whether the plant has backed down.

           24             Isn't it true that ratepayers still have to pay

           25   for the capital expenses at generating plants even if
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            1   those plants are backed down?

            2        A.   Yes, that's correct.

            3        Q.   So, when the Company is making a decision to

            4   justify whether or not a capital expense and a generating

            5   resource is prudent, the Company relies on the best

            6   estimates it has available for things like

            7   forward-looking fuel and power price forecasts to show

            8   that the capital expenditures are the least-cost,

            9   least-risk for the customer; is that correct?

           10        A.   Yes.  And without rehashing that entire IRP

           11   process again, that's typically done within the two-

           12   to four-year action plan in the IRP and through that

           13   competitive bid process I discussed earlier in my

           14   summary.

           15        Q.   And now, if you have, let's say, a major

           16   capital addition at an existing generating resource.

           17             Does that go through a competitive bid process

           18   like an RFP process comparing it to other generating

           19   resources?

           20        A.   The IRP accounts for those major capital

           21   improvements, and we'd have to talk about which ones

           22   you're referring to exactly.

           23        Q.   Okay.  I'll take an example.

           24             Are you familiar with the proceeding that

           25   occurred here a couple years ago discussing major capital
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            1   expenses at the Jim Bridger coal plant?

            2        A.   No.  That's one I was not a part of.

            3        Q.   Are you aware of any of the proceedings that

            4   the Company has pursued to get pre-approval for major

            5   capital expenses at its generating facility?

            6        A.   Yes.

            7        Q.   And with regard to a large capital expenditure

            8   at an existing facility, isn't it true that utilities

            9   actions are generally judged based on the information

           10   available to the company at the time that it made the

           11   decision to spend the money?

           12        A.   Yes, after careful stakeholder review.

           13   And that's a critical point that I've made and I feel

           14   is very relevant here.

           15             All of these major plant additions that you've

           16   been talking about go through a rigorous review process.

           17   And, in fact, some of these that you have discussed

           18   actually came before the various commissions that we

           19   have.  The Company was required to justify their need.

           20   The Company was required to justify the expense and a

           21   lot of times got pre-approval before making that expense.

           22             So, we went through a litigious process or

           23   at least an evidentiary hearing before making those

           24   expenditures.  And my point in my testimony is, that's

           25   very different than what occurs with a QF contract
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            1   where we may sign a $200 million nominal-value

            2   transaction that gets very little commission oversight

            3   or review.  We're forced to execute that agreement.

            4        Q.   I believe you gave the example during your

            5   summary that QFs effectively require the Company to lock

            6   in the price of gas for 20 years because the avoided cost

            7   of that QF is based off of the then current price

            8   forecast; isn't that correct?

            9        A.   That's correct.

           10        Q.   But isn't it true that that same concept

           11   applies in those proceedings that you were talking about

           12   about capital expenditures where the Company comes

           13   forward to makes its case based on the long-term

           14   forward-looking price forecast available to the

           15   Company at the time that the decision is made?

           16        A.   That is correct with a major difference being

           17   need and the needs assessment.  If you look at the 2028

           18   resource, we're not going to go out and acquire that

           19   resource today because it's outside the IRP action plan.

           20             And that was the point I was trying to make is

           21   with the QF contract, we don't go through that rigorous

           22   review process to make sure we have the need.

           23             When we acquire these major plant additions,

           24   when we build a new power plant, it's because a need has

           25   been identified in the IRP, and that need shows up in
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            1   that two- to four-year action plan.  And at that point

            2   in time, we go out and acquire that resource.  And that's

            3   different again than the QF resource.

            4        Q.   So, setting aside the Company's determination

            5   of its need for a minute, from the perspective of a

            6   utility scales, let's take a solar QF project, if you

            7   were in the shoes of that developer, isn't it true that

            8   the decision to spend the capital on the project has

            9   to be made up front?

           10        A.   Absolutely.

           11        Q.   And when the QF developer is considering

           12   whether or not to build a project, they have to look

           13   at the utilities current avoided costs to determine

           14   whether or not their project pencils out at a given

           15   price; is that correct?

           16        A.   That's correct.

           17        Q.   So, isn't it also correct that similar to a

           18   utility's decision to deploy capital, the QF developer

           19   should be provided with the same certainty that their

           20   cost calculations will not be second guessed if price

           21   forecasts and avoided cost calculations change three

           22   years down the line?

           23        A.   And again, the difference there is the Company

           24   only acquires those long-term resources when that need

           25   is identified in the IRP.  And I know you said you want
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            1   to set aside the need issue but the need issue is the

            2   crux of the argument here and the need issue is why

            3   it is, in my opinion, a violation of the ratepayer

            4   indifference standard.

            5        Q.   So, I'd like to turn you to page five of your

            6   rebuttal testimony right now, please, and on line 108.

            7             Now, you state there -- are you there?

            8        A.   Yes.  Go ahead.

            9        Q.   "Limiting the term of the contract to three

           10        years simply means that the price Rocky Mountain

           11        Power and its customers will be required to pay

           12        to the QF will be subject to adjustment every

           13        three years and will be more closely aligned

           14        with the Company's current avoided costs."

           15             Is that correct?

           16        A.   That's correct.

           17        Q.   For the capital expense projects that we were

           18   talking about before where the Company has sought

           19   pre-approval for major capital expenses, would the

           20   Company accept a requirement to come back to the

           21   Commission every three years to prove that the capital

           22   expenditures were still the least-cost, least-risk option

           23   under updated power and fuel price forecasts?

           24        A.   Again, it depends on what capital costs you're

           25   referring to.  The Company does have to come in and offer
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            1   evidence of prudence on any expense it makes.

            2        Q.   But isn't it true that the Company, the

            3   original decision to deploy that capital is made based

            4   off of the best information available to the Company at

            5   the time that it made the decision to deploy the capital?

            6        A.   Yeah, that's correct.

            7        Q.   And so, would it be fair to ask the Company

            8   to come back in?  Let's say if a decision to deploy

            9   capital was made in 2010 and price forecasts have

           10   changed since then.

           11             Would it be fair to bring the Company back in

           12   today and say, you know what, if we rerun the numbers

           13   from the case that you presented in 2010, would these new

           14   numbers today -- that decision was wrong and it turns out

           15   that was not the least-cost least-risk decision.

           16   Would that be a fair thing to impose on the Company?

           17        A.   Well, from a capital standpoint, that doesn't

           18   occur.  From an energy or marginal-cost standpoint, that

           19   does occur.  The Company comes in in rate cases and

           20   energy balancing account proceedings and all its marginal

           21   costs, natural gas, chemicals, variable 0 and M are

           22   subject to review at that point in time.

           23             And again, that's the difference between a

           24   QF contract and these company resources where the Company

           25   does lock in the capital piece through the lowest-cost
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            1   least-risk needs assessment in the IRP.

            2             And then the marginal costs are subject

            3   to change over the life of that asset.  That's not the

            4   case for the QF contract.  The capacity and the marginal

            5   costs are locked in from day one.

            6        Q.   But from the perspective of the QF as I think

            7   we just discussed a little bit more, the QF is making a

            8   decision of whether or not to pull the capital based

            9   on the then current avoided costs of the Company which

           10   dictates that pricing; isn't that correct?

           11        A.   Well, it's hard to speculate what they base

           12   their decision on.  Some do not.  I mean, that seems

           13   to be very unique to renewable QFs who require

           14   third-party financing to build the projects.

           15             All of our combined heat and power projects,

           16   so, these are entities that have generation behind their

           17   meter like Tessoro, U.S. Magnesium, Kennecott, those

           18   entities typically elect to one- to two-year contract

           19   terms.  And so, I don't know what they're basing their

           20   analysis on, but they're not looking at a long-term

           21   avoided cost as a justification for their project.

           22        Q.   Isn't it true that a lot of those facilities

           23   with cogeneration products, producing energy is not their

           24   core business; correct?

           25        A.   No.  It wouldn't be their core business and
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            1   that's the very reason why they -- and this is a very

            2   good point you bring up.  That's why they don't enter

            3   into these long-term fixed-price sales to the Company.

            4             It's for the same reason the Company doesn't

            5   want to enter into the long-term fixed-price purchases.

            6   Those entities say, I have too much fixed-price risk.

            7   I'm not agreeing to sell to you for 20 years at a fixed

            8   price.  I'm only agreeing to sell to you for one or

            9   two years.  They are on the other end of that fixed-price

           10   risk.

           11             MR. RITCHIE:  Thank you, Mr. Clements.  I have

           12   no more questions.

           13             THE HEARING OFFICER:  Mr. Dodge?

           14                      CROSS-EXAMINATION

           15   BY MR. DODGE:

           16        Q.   Thank you, Mr. Chairman.

           17             Good morning, Mr. Clements.

           18        A.   Good morning.

           19        Q.   You've made pretty clear your legal or other

           20   opinion that reducing the contract term to three years

           21   doesn't violate PURPA.

           22             You haven't cited any FERC cases that say that;

           23   have you?  You said the opposite but you found no FERC

           24   cases or regulations that say you have to offer long

           25   term.  You've also offered nothing that says it is in
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            1   conformity with PURPA to restrict a PPA to three years;

            2   have you?

            3        A.   I have said that it is consistent with the

            4   ratepayer indifference standard which is really at the

            5   heart of PURPA.  And I can say that --

            6        Q.   Please answer my question which is:

            7             Have you cited any case law or regulations

            8   that say it is consistent with PURPA to offer a

            9   three-year PPA to maximum?

           10        A.   Yes.  Again, I'd refer to the sections that

           11   I referred to earlier when the Office was providing their

           12   cross-examination.

           13        Q.   So, turn to that and show me where it talks

           14   about the length of the PPA.

           15        A.   It does not specifically talk about the length

           16   of the PPA but it does talk about avoided cost leading

           17   the ratepayer or customer in --

           18        Q.   I understand that.  If you'll listen to the

           19   question, we'll get through this a lot faster.

           20             I said, have you cited any regulation or case

           21   from PURPA or FERC or this Commission that says a

           22   three-year term is consistent with PURPA?

           23             The answer to that is no; is it not?

           24        A.   No.  That's correct.

           25        Q.   Okay.  That's all I wanted.  It's clear that
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            1   your company dislikes the must-buy obligation of PURPA.

            2             That's a fair statement; isn't it?

            3        A.   That's not a fair statement.

            4        Q.   One of the executives of Berkshire Hathaway

            5   appeared before congress and asked that it be removed;

            6   did he not?

            7             MS. HOGLE:  Objection.  Outside the scope.

            8             MR. DODGE:  I don't think it's outside the

            9   scope.  If the Company's trying to eliminate the

           10   must-purchase obligation and he's sitting here saying

           11   that isn't their intent, I think it shows an

           12   inconsistency.

           13             THE HEARING OFFICER:  I think I'm going to rule

           14   that it's within the scope based on the previous answer

           15   Mr. Clements gave to answer within his knowledge.

           16             THE WITNESS:  Yes.  And without getting into

           17   the details because I'm not knowledgeable of some of

           18   those that are current at the federal level, yes,

           19   there has been some work done there.

           20             In fact, I was just reading this morning a

           21   letter from Republican leadership to the FERC chairman

           22   requesting they convene a technical conference to review

           23   the applicability of PURPA now.  So, I believe there are

           24   some efforts going on at the federal level.  I was

           25   responding from a personal level.
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            1   BY MR. DODGE:

            2        Q.   No.  I asked you, is it not true that

            3   Berkshire Hathaway has taken the position that the

            4   must-purchase obligation should be eliminated from PURPA?

            5        A.   I believe they have taken that position.

            6        Q.   Today at least that hasn't happened; has it?

            7        A.   It has not.

            8             MR. DODGE:  May I approach?

            9             THE HEARING OFFICER:  Yes.

           10   BY MR. DODGE:

           11        Q.   Mr. Clements, I'm going to hand you -- I notice

           12   in your testimony in all three rounds, although you

           13   provide extensive opinions on what PURPA requires and

           14   your interpretation of what PURPA is, et cetera, you

           15   don't once reference the Utah section that deals directly

           16   with PURPA.  Is that a fair statement?

           17        A.   I don't believe I did reference it, no.

           18        Q.   Do you think it's relevant, should be relevant

           19   to this Commission what Utah law mandates on this issue?

           20        A.   Sure.

           21        Q.   Let's look at that.  Before you I have an

           22   excerpt from Utah Code Annotated Section 54-12-1.

           23   The bold in there is mine.  It's not in the statute.

           24             Am I reading it correctly midway down at

           25   subparagraph one:
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            1             "It is desirable and necessary to encourage

            2        independent energy producers to competitively

            3        develop sources of electric energy not otherwise

            4        available to Utah businesses," et cetera, "and to

            5        remove unnecessary barriers to energy transactions

            6        involving independent energy producers and

            7        electrical corporations."

            8             Did I read that correctly?

            9        A.   Yes.

           10        Q.   It goes on in subparagraph two:

           11             "It is the policy of this state to encourage

           12        the development of independent and qualifying power

           13        production and cogeneration facilities ..."

           14             Now, it's a fair statement, is it not, that

           15   nowhere in the Company's presentation to this Commission

           16   in its testimony was any effort made to demonstrate or

           17   even claim that reducing the PPA to three years

           18   is consistent with this Utah statute?

           19        A.   No.  I did not reference this statute.

           20        Q.   You don't take the position, Mr. Clements,

           21   do you, that a three-year PPA will allow companies to

           22   continue to develop renewable energy, QFs, like the ones

           23   that you have signed in the last two years.

           24             You don't take the position that will continue;

           25   do you?
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            1        A.   Based on my experience, some may be able to

            2   purchase it.  Some may be able to continue to build

            3   projects depending on what their financing options are.

            4        Q.   And that experience wouldn't be with anyone

            5   who's done a large QF project and financed it with a

            6   short-term PPA; would it be?

            7             It's based on your speculation?

            8        A.   No.  There have been multiple projects -- oh.

            9   And you're speaking to renewable.  There's one renewable

           10   project that I'm aware of that built and completed

           11   construction without a long-term PPA.

           12        Q.   And you're talking about one you referenced

           13   in a data request in Wyoming?

           14             Is that the one you're talking about?

           15        A.   Yes.

           16        Q.   And it's 19 megawatts?

           17        A.   I believe it's actually 17 and a half.

           18        Q.   17 and a half megawatts.  And are you aware

           19   there was actually no financing involved in that, it was

           20   completely company -- it's on a greenfield site of an

           21   industrial customer; is it not?

           22        A.   Yeah.  I'm sure the term wasn't free.  I'm sure

           23   there was some financing.  They didn't require

           24   third-party financing.

           25        Q.   Did you know that there was outside financing?
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            1        A.   No.  Like I said, obviously there was some

            2   financing.  Whether it was outside or inside, I don't

            3   know.

            4        Q.   Well, when I say financing, I'm talking about

            5   going to the market to get it as opposed to using

            6   internal capital.  Are you aware that there was no

            7   outside financing involved in that?

            8             MS. HOGLE:  Objection.  I believe he's answered

            9   that question.

           10   BY MR. DODGE:

           11        Q.   Did he say he was not aware?  If so, I'd just

           12   like to know the answer.  I didn't hear it.

           13        A.   I don't know.  The money came from somewhere.

           14   And whether it was internal financing that then required

           15   external financing, I don't know, but the project was

           16   built with a shorter PPA.

           17        Q.   And in Wyoming, 20-year PPAs are now allowed;

           18   right?

           19        A.   Yes.  They were allowed --

           20        Q.   So, for some reason, a five-year PPA was

           21   negotiated, built by a company potentially with no

           22   outside financing for reasons you may not even fully

           23   understand or be free to disclose; right?

           24        A.   Well, I know the reason.  The reason was,

           25   they didn't like how low the price was and they didn't
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            1   want to be locked into that price for 20 years.

            2   That's why they chose short term.

            3        Q.   So, that's the totality of your experience that

            4   says maybe some companies can continue to develop large

            5   renewable projects with a short term?

            6             MS. HOGLE:  Objection.  Argumentative.

            7   BY MR. DODGE:

            8        Q.   Isn't the totality of your experience --

            9             You said based on your experience you think

           10   maybe some can and you gave me one example.  That's the

           11   totality of your experience with large renewable energy

           12   development projects being able potentially to be

           13   developed with terms of less than 20 years?

           14        A.   Correct.  I would agree that it will become

           15   much more difficult for these entities to obtain

           16   financing based on my inexperience.  I'm not denying

           17   that.

           18        Q.   Why don't you just admit it will stop it

           19   completely?

           20        A.   Because I don't know if it will stop it

           21   completely.

           22        Q.   But if it does, that's okay with you?

           23             MS. HOGLE:  Objection.  Argumentative.

           24   BY MR. DODGE:

           25        Q.   Is it okay with you?  Is that the goal?
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            1             Are you trying to hit a pause button here and

            2   say, look, we don't like PURPA, let's pause?

            3        A.   Let me answer your first question.  If you're

            4   asking me personally or me as representing the Company,

            5   I'll provide the same answer to you.

            6             We are indifferent.  The Company has never

            7   received a disallowance for a QF contract.  When we sign

            8   these QF contracts, they go into net power costs and we

            9   get full recovery.

           10             This proceeding will not impact the Company's

           11   earnings or the Company's bottom line in any way.

           12   This isn't about the Company versus QFs.  This is about

           13   maintaining the ratepayer indifference standard.

           14             And so, I'm not okay with it.  I'm not okay

           15   with it.  I'm ambivalent.  I've sat in this particular

           16   chair, sometimes that one, sometimes arguing for QFs,

           17   sometimes arguing against QFs, but always trying to do

           18   what's fair.

           19             So, I'm a bit agnostic to the point of whether

           20   they get built or not.  And I don't mean that in a

           21   cold-hearted way.  I just say, I try to administer PURPA

           22   in a fair manner for both the QF and the customer.

           23   That's what the Company's trying to do.

           24        Q.   And it's touching that you're looking out for

           25   the customers.  You recognize the only two customer reps
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            1   in this room oppose your attempt to change the term.

            2             You understand that; don't you?

            3        A.   I don't know which two customer reps --

            4        Q.   The Office is statutorily obligated to look out

            5   for the interests of residential and small business

            6   customers; right?  UAE is a member of our coalition

            7   and it opposes it.

            8             Is there any customer representative that you

            9   know of here supporting your approach?

           10        A.   No.  They don't typically do that.  Quite

           11   honestly, I was surprised at the Office's position.

           12   With some of the risks that they raised in their

           13   testimony, I was surprised at the position they took.

           14        Q.   Maybe they know how to read a statute and

           15   understand what Utah law requires in terms of encouraging

           16   the development of independent power production that

           17   perhaps you lack.  Do you think that --

           18             MS. HOGLE:  Objection.  Argumentative.

           19             THE HEARING OFFICER:  I'll sustain that

           20   objection.

           21             MR. DODGE:  Mr. Clements --

           22             May I approach again, Mr. Chairman?

           23             THE HEARING OFFICER:  Yes.

           24             (RMCRE Cross Exhibit-1 Identified)

           25   BY MR. DODGE:
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            1        Q.   Mr. Clements, you also I think fail in your

            2   testimony to spend any time with the most recent Utah

            3   Public Service Commission ruling on the issue of the term

            4   of PPAs.  You referenced it this morning in a different

            5   context but I'm going to hand you -- and I haven't marked

            6   this or the last one, Mr. Chairman, because you can

            7   clearly take administrative notice of it.  I don't feel

            8   the need to get it introduced into the record, although

            9   I'm happy to if it would it be useful.

           10             I'll represent that this is an excerpt from the

           11   Commission's order in Docket 03-035-14.

           12             You referenced that this morning, although in

           13   your testimony I think, if at all, it was in response to

           14   others.  You didn't go into a discussion of what the

           15   Commission and even the Company decided in this 03

           16   docket.  And it's the last time the Commission ever

           17   looked at the length of QF PPAs; is it not?

           18        A.   I believe that was the last time, yeah.

           19        Q.   If you look at on page 28 of this, it says,

           20   "CONTRACT ISSUES, Contract Term."  Right?

           21             And it starts with, "PacifiCorp testifies" --

           22   and I'll skip down a little bit:

           23             "... the 20-year term represents an appropriate

           24        balance between a term that allows the QF to secure

           25        financing and limiting the risks that accompany
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            1        long range price forecasting ..."

            2             Did I read that correctly?

            3        A.   That's correct.

            4        Q.   And if you turn to page 29 at the bottom

            5   of that section before the section that begins,

            6   "Levelization," the Commission order says:

            7             "We find reasonable and accept the parties'

            8        common position providing for a standard term limit

            9        of 20 years for QF contracts with the allowance for

           10        parties to petition the Commission for longer

           11        terms."

           12             So, the Commission was even willing to accept

           13   potentially longer terms under circumstances if someone

           14   could demonstrate the appropriateness of it; right?

           15        A.   That's correct.

           16        Q.   So, if that was a governing concern the last

           17   time this Commission looked at it, don't you think the

           18   ability of QF developers to obtain financing is still

           19   a relevant consideration?

           20        A.   Well, I don't see in the order where they

           21   specifically said that they were making that finding

           22   based on the need to obtain financing.

           23        Q.   Were you in that docket?

           24        A.   Yes, I was at the tail end.

           25        Q.   And do you recall there was testimony from UAE
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            1   among others saying you need a long-term contract in

            2   order for it to be financeable, we support QFs?

            3             And that was the whole discussion in the

            4   settlement, was it not, does it have to be 30 years

            5   versus 35 years versus 20 to be financeable.  Was that

            6   not the whole issue in that part of the docket?

            7             MS. HOGLE:  Mr. Clements, if you cannot

            8   remember, you don't have to answer that.  That's ten

            9   years ago or longer.

           10             THE HEARING OFFICER:  Is that an objection?

           11             MS. HOGLE:  Objection.  Yes.

           12   BY MR. DODGE:

           13        Q.   Well, let's see if he does remember.

           14             Do you remember?

           15        A.   Well, I wouldn't -- you would probably need to

           16   talk about what occurred during the settlement meeting

           17   which I think is how you phrased that.  This was the

           18   issue during settlement.

           19        Q.   No.  In the testimony I said.  Did we not file

           20   testimony to that effect, the parties not?

           21        A.   I believe you did, yes.

           22        Q.   And the parties ultimately settled on 20 with

           23   the option to extend it to 35 with a filing with the

           24   Commission in large part as the Company testified to try

           25   and balance the long-term price risk against the need
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            1   of QF developers to have access to financing.

            2             And my question is, is that not still a

            3   relevant consideration if it was in the Company's own

            4   testimony in the 03 docket?

            5        A.   The Company's testimony did not speak to

            6   financing in that particular docket.  And the Company's

            7   testimony in support of the 20-year term at that point

            8   in time was a compromise to other parties' desire for

            9   a 35-year contract term.

           10             And again, as I mentioned in my testimony, and

           11   that's what you're failing to recognize or acknowledge,

           12   that things have changed since this original docket

           13   kicked off in 2003.

           14        Q.   I understand that and I'm going to cut you off

           15   and ask the chairman's permission to do so.  I know you

           16   want to give a speech.  I'm just going at, is it not

           17   still a relevant consideration?

           18             We know your testimony that you believe

           19   circumstances have changed.  I'm not asking about that.

           20             Is it not still a relevant consideration?

           21        A.   Do you mean --

           22        Q.   The ability --

           23        A.   -- whether it can be financed --

           24        Q.   -- to obtain --

           25        A.   -- or not?
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            1        Q.   -- financing for QF projects in order to

            2   encourage the development of such projects.

            3        A.   Again, that was your testimony at that point in

            4   time that it was relevant.  I don't see in the Commission

            5   order where the Commission determined that was relevant

            6   and it wasn't the Company's position at that time that

            7   being able to finance a project is relevant.  And again,

            8   it's not the Company's position at this point in time

            9   that being able to finance is relevant.

           10        Q.   Let me read from the -- and I guess I will ask

           11   that this be marked because maybe we need to have it in

           12   the record, we know what we're referencing.  So, I'll ask

           13   that this be marked as Coalition Cross Exhibit-1?

           14             THE HEARING OFFICER:  If any party objects

           15   to that, please indicate.  Not seeing any, it will be

           16   marked.

           17             (RMCRE Cross Exhibit-1 marked)

           18   BY MR. DODGE:

           19        Q.   I'm going to read once again, Mr. Clements:

           20             "PacifiCorp testifies, contracts for the

           21        required purchase of power from QFs should be

           22        limited to a term of 20 years ..."

           23             It says:

           24             "... the longer the term, the greater the risk

           25        to the Company and ratepayers of incurring an
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            1        uneconomic power purchase agreement; semi colon

            2        the 20-year term represents an appropriate balance

            3        between a term that allows the QF to secure

            4        financing and limiting the risk that accompany

            5        long range power price forecasting ..."

            6             That is a reference to the Company's position

            7   in that docket.  So, the Company did take a position

            8   in that one, did it not, that balancing those two issues,

            9   long-term risk and the ability to obtain financing was

           10   an appropriate consideration?

           11             MS. HOGLE:  Objection.  Asked and answered.

           12   BY MR. DODGE:

           13        Q.   Well, he answered it wrong.  I think I'm

           14   allowed to explore.  He said the Company didn't take a

           15   position.  And I just read you that I believe they did

           16   take a position; did they not?

           17        A.   Yes.  And the position was taken -- oh.

           18             THE HEARING OFFICER:  Well, yeah.  I think I'll

           19   allow one more brief answer from Mr. Clements but then

           20   ask the cross-examination to move on.

           21   BY MR. DODGE:

           22        Q.   Okay.

           23        A.   Yeah.  At that point in time, the Company was

           24   assessing a 35-year contract term and determined that

           25   20 years was appropriate or something it could support
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            1   at that point in time.

            2        Q.   Mr. Clements, you discuss in great detail

            3   ratepayer risk.  And again, it's touching that you care

            4   about it.  Ratepayers have a risk of variable price

            5   options, too; do they not?

            6        A.   You'll have to expand on that question.

            7        Q.   Is there no risk when ratepayers are left open

            8   to variable price or market price options as opposed to

            9   fixed price?

           10        A.   Yes.  There is some risk.  That's why you hedge

           11   to avoid that risk.

           12        Q.   Well, that's one way you hedge.  Another way

           13   you hedge that is you build resources when you determine

           14   that that's the most cost-effective option; right?

           15        A.   That's correct.

           16        Q.   Another way that the Company has done for many

           17   many years is enter into long-term PPAs; has it not?

           18        A.   Historically, yes.  Over the past ten-plus

           19   years it has not.

           20        Q.   It still has some long-term power purchase

           21   agreements; does it not?

           22        A.   I believe it does have a small amount.

           23   The Company is prohibited by policy implemented as a

           24   result of the hedging collaborative from doing that

           25   today.
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            1             MR. DODGE:  We'll get to that.  That's not a

            2   true statement, but we will get to that in a minute.

            3             MS. HOGLE:  Mr. Dodge, objection.

            4             Can you please let Mr. Clements finish his

            5   testimony before you cut him off?

            6             MR. DODGE:  Is that a request or are you asking

            7   the Commission to rule --

            8             MS. HOGLE:  I'm asking you on a professional

            9   level to please let my witness answer the question before

           10   you cut him off.

           11             THE HEARING OFFICER:  And I think we're on

           12   Mr. Clements' answer right now.

           13             THE WITNESS:  I think I may have been done.

           14   BY MR. DODGE:

           15        Q.   I think you were probably done.  The risk,

           16   the fixed-price risk, meaning once you've tied into an

           17   agreement, a contract, you no longer have the right to go

           18   try and get market resources if they're lower.  You no

           19   longer have the risk of higher prices; right?

           20             That same risk is faced with any long-term

           21   company resource; correct?

           22        A.   Any long-term fixed-price contract or

           23   obligation carries that risk, yes.

           24        Q.   And so, you, for example, try and illustrate

           25   the prices of some PPAs entered into a few years ago
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            1   in the last few years to what the current strip is.

            2             First of all, the strip isn't guaranteed.

            3             That's a projection; right?

            4        A.   That's correct.

            5        Q.   You can't go buy that ten-year strip today for

            6   that price?

            7        A.   You potentially could.

            8        Q.   An electric strip?

            9        A.   Possibly.

           10        Q.   Possibly?

           11        A.   Yes.

           12        Q.   Not many customers are out there taking the

           13   other side of that risk; are they?

           14        A.   That was my exact point earlier, that long-term

           15   electricity contracts are not entered into anymore.

           16        Q.   But you could make the similar analogy.  You

           17   use numbers in the range of 60 some-odd dollars for the

           18   QFs and 40 some-odd dollars for this strip that isn't

           19   tied down.  What was the comparable cost of the last

           20   resource the Company built?

           21             Let's go to the Lakeside two project.

           22             If you looked at the 2015 price per megawatt

           23   hour of that, would we not be in the $80 range?

           24        A.   I don't have information in front of me.

           25        Q.   Would that surprise you if it's in the $80
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            1   range?

            2        A.   80 would surprise me, yes.

            3        Q.   What would not surprise you?

            4        A.   40, 50.  We'd have to look at that price but

            5   again, I don't speculate.

            6        Q.   You think all-in costs, including the fixed

            7   costs of the Lakeside two power plant in 2015 is $40

            8   a megawatt hour?

            9        A.   Oh, including capital?

           10        Q.   I'm talking the all-in cost.

           11        A.   Again, I don't have those numbers in front of

           12   me.  So, I couldn't speculate on that.

           13        Q.   $80 there wouldn't surprise you; would it?

           14        A.   Again, I don't have the numbers.  So, I don't

           15   want to speculate on that.

           16        Q.   So, if you wanted to show ratepayer risk,

           17   you could say, well, that was a decision we made looking

           18   at the exact same metrics shows we're $40 out of the

           19   money on the other side with a Company resource; right?

           20        A.   Correct.  And again, in my summary today,

           21   I said -- I agreed with that very very point, that it

           22   could just as easily be $1.2 billion in the money.

           23   It's not a matter of betting right or wrong.  It's the

           24   fact that you're making a long-term bet that you

           25   otherwise would not.
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            1        Q.   But you do make that bet in other contexts?

            2        A.   I would say it's not a bet in that context.

            3   And again, that gets back to the IRP.  You have an

            4   identified need that's gone through a rigorous review

            5   process that goes through a request for proposal process.

            6   You get exactly what you want, how much you want at the

            7   time you want.

            8        Q.   I understand that's --

            9        A.   And that's something that's of a material

           10   difference.

           11        Q.   I understand that's your testimony.  We'll talk

           12   about the IRP in just a moment.

           13             You claim that the hedging policy now prohibits

           14   you from entering into long-term power purchase

           15   agreements; is that correct?

           16             Is that your view of the hedging policy?

           17        A.   No.  The hedging policy prohibits traders from

           18   doing that without stakeholder review.  So, long-term

           19   contracts can be entered into but they require additional

           20   review.

           21        Q.   Mr. Clements, were you a member of that hedging

           22   collaborative?

           23        A.   No, I was not.

           24        Q.   I was.  Would it surprise you or would it be

           25   inconsistent with your view that long-term PPAs for
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            1   electric power purchase agreements were never even

            2   discussed in that collaborative?

            3        A.   That would surprise me.

            4        Q.   Would it surprise you that in the Exhibit-A to

            5   that collaborative that shows the policy, the principles

            6   and the general guidelines adopted by the participants

            7   is never mentioned?  Would that surprise you?

            8        A.   It would.

            9             MR. DODGE:  Let me hand you that exhibit.

           10             May I approach, Mr. Chairman?

           11             THE HEARING OFFICER:  Yes.

           12             (RMCRE Cross Exhibit-2 Identified)

           13   BY MR. DODGE:

           14        Q.   What I'm going to hand you is Exhibit-A.

           15   I chose not to copy the entire hedging report because

           16   it's somewhat voluminous, but I did copy the Exhibit-A

           17   which was the document that was negotiated I'll represent

           18   by the parties to that hedging collaborative and that

           19   formed the basis for the stipulation to the Commission

           20   to adopt these new hedging policies.

           21             Is that consistent with your understanding

           22   of what went on in the hedging collaborative?

           23        A.   Again, I wasn't actively involved in it, no.

           24        Q.   So, I turn your attention and I'd invite you to

           25   read this.  You weren't a participant in it and maybe you
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            1   have a different view of it than I do, but review this as

            2   much as you want.  I'll point out a few specific parts.

            3             For example, in the paragraph one, it talks

            4   about PacifiCorp's expertise, blah, blah, blah.  And at

            5   the end it talks about, "... related to natural gas

            6   procurement, energy balancing, and hedging."

            7             First of all, would it surprise you to learn

            8   that this whole collaborative came about because of

            9   complaints about natural gas hedging, short-term

           10   financial natural gas hedges the Company was making out

           11   four and five years for more than a hundred percent

           12   of its natural gas needs?

           13        A.   I'm not sure about all those facts you just

           14   listed, but I know it came about because of the natural

           15   gas hedges.

           16        Q.   Let me turn your attention down to paragraph

           17   seven of that in the, "Principles."

           18             "Voluntarily pre-approval procedures under Utah

           19        Code Section 54-17-402 may be used for long-term

           20        commitments that fall outside of the suggested

           21        guidelines."

           22             Did I read that correctly?

           23        A.   Yeah.

           24        Q.   So, you accept that part of the hedging

           25   collaborative procedure was, if you're going to talk
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            1   long-term commitments --

            2             Now, this doesn't say PPAs, but even if it

            3   included that, it contemplated that that would be dealt

            4   with outside of the hedging guidelines; did it not?

            5        A.   Yes.  And I referenced that in my testimony.

            6        Q.   And then we go down to paragraph nine of

            7   "Principles."

            8             "All commonly used, available and effective

            9        physical products and financial instruments may be

           10        utilized in Energy Planning and Procurement as

           11        appropriate."

           12             It specifically contemplates continuing to use

           13   all commonly-available physical and financial products

           14   including a PPA; would it not?

           15        A.   It doesn't prohibit the use of a PPA, no.

           16        Q.   Well, in fact, it says they should continue

           17   to be used as appropriate; does it not?

           18        A.   Yes, "as appropriate" is pretty significant

           19   there.

           20        Q.   And then under "General Guidelines" -- but

           21   you're trying to claim that this hedging policy precludes

           22   you or is inconsistent with what you're doing.

           23             And I'm saying, in here, show me where that

           24   inconsistency shows up in the Exhibit-A that the parties

           25   agreed to in that hedging collaborative.
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            1        A.   Well, in, "General Guidelines" number one at

            2   the bottom of page 14:

            3             "The forecast total requirement for natural gas

            4        and electricity should not be fully hedged."

            5        Q.   "Fully hedged" because the Company was 100

            6   percent, more than 100 percent hedging its natural gas

            7   requirements at the time.  "Fully hedged."  No one here

            8   is talking about fully hedging anything; are we?

            9        A.   Well, I don't know if you were testifying to

           10   that.  I mean --

           11        Q.   Are you?

           12        A.   You're speaking to things that occurred during

           13   the negotiation of this document.

           14        Q.   No.  I'm reading what's in the exhibit that

           15   went before the Commission.

           16        A.   Yes.  And it says:

           17             "The forecast total requirement for natural gas

           18        and electricity should not be fully hedged."

           19        Q.   "Fully hedged."

           20        A.   Yes.  And the point I made earlier -- and that

           21   was my exact point and my exact concern with the PURPA

           22   obligation.  There's nothing stopping us.  We can have

           23   10,000 megawatts of QFs come through the door and we

           24   would have to execute each one of those contracts.

           25        Q.   Let's get back to the Exhibit-A.  The next
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            1   sentence illustrates what the first sentence is talking

            2   about:  "A reasonable percentage of the natural gas

            3        requirements should remain open to short-term market

            4        price exposure and allow for operational

            5        flexibility.  The percentage of natural gas

            6        requirement .... is as follows:"

            7             Now, that's blacked out because that's a

            8   confidential part of this document.

            9             That's talking about fully hedging natural gas

           10   and keeping some of it open; correct?

           11        A.   That's correct.

           12        Q.   It goes on in paragraph two that:

           13             "PacifiCorp should use Fundamental and

           14        technical analyses with consideration of the

           15        Company's risk management metrics, to determine

           16        timing and volume of electricity hedges."

           17             There we're talking about financial hedges;

           18   are we not?

           19        A.   I don't read it that way.

           20        Q.   You weren't in the collaborative; were you?

           21        A.   No.  As I read the plain language of that,

           22   it says:  "... Fundamental and technical analyses with

           23        consideration of the Company's risk management

           24        metrics to determine the timing and volume of

           25        electricity hedges."
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            1        Q.   And "hedges" as described in this document is

            2   talking about the financial instruments the Company was

            3   using to hedge natural gas and electricity purchases.

            4        A.   And I don't see a material difference between

            5   a financial hedge and a physical hedge when it comes to

            6   fixed-price risk.  The only difference is deliverability.

            7        Q.   I understand that's your view.  My point is,

            8   you're trying to claim this document somehow requires the

            9   position you're talking here in this case.

           10             And I'm trying to find out where in this

           11   document it does it because I was part of that

           12   collaborative and I completely disagree.  So --

           13             MS. HOGLE:  Objection.  Assumes facts not in

           14   evidence.

           15             MR. DODGE:  I'll tell you what, I'll withdraw

           16   it.

           17             THE HEARING OFFICER:  Make sure we're not

           18   crossing the line of you providing testimony on what

           19   happened unless you're going to do that later.

           20   BY MR. DODGE:

           21        Q.   Thank you, Mr. Chairman.  I will do that.

           22   Paragraph five:  "Proposals for long-term natural gas

           23        supplies, transportation, storage and price hedges

           24        should be solicited and evaluated as part of an

           25        Energy Planning and Procurement process,
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            1        particularly in an environment of favorable

            2        Fundamentals."

            3             Right?  Now, that's natural gas, but I read

            4   that correctly; did I not?

            5        A.   That's correct.

            6        Q.   "The 36-month guideline for financial hedges,"

            7        financial hedges, "and the suggested annual

            8        percentage guidelines should not limit opportunities

            9        for longer term hedges, supply commitments, or

           10        storage contracts in a price environment

           11        advantageous to natural gas consumers as determined

           12        by Fundamental analyses."

           13             So again, that's natural gas.  It contemplated

           14   longer term acquisition when financial conditions

           15   contemplated it; did it not?

           16        A.   Yes.  And one of those actually occurred.

           17        Q.   My point comes back to, you tried to use this

           18   hedging collaborative -- I understand if you're saying,

           19   the principles as you read them of this hedging

           20   collaborative you were not involved in somehow supports

           21   your position.  But it's not a fair statement; is it,

           22   Mr. Clements, to claim that this requires a shortening

           23   of the PPA term before this Commission?

           24             MS. HOGLE:  Objection.  Asked and answered.

           25             MR. DODGE:  Well, if his answer was --
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            1             MS. HOGLE:  Several times.  Asked and answered.

            2             THE WITNESS:  I'll answer it.

            3             THE HEARING OFFICER:  I think there's a

            4   discreet part of the question that's unique that I'll

            5   allow an answer to.

            6             THE WITNESS:  I'd like to answer that because

            7   several times you've said what my opinion is.  You've

            8   never let me actually say what my opinion is.

            9             This document -- so, the hedging collaborative

           10   was around the fact, it got its basis around the fact

           11   that the Company put on some multi-year gas hedges that

           12   were in the money and then went out of the money.

           13             And the parties were concerned about the fact

           14   that there were these long-term hedges that were put in

           15   place and the impact that had on customer rates.

           16             The document, yes.  The plain language of the

           17   document, one, applies to natural gas primarily; two,

           18   says, if you want to do something long term which is

           19   beyond 36 months, it needs to go through a fundamental

           20   analysis and a long-term review process.

           21             Those principles are consistent with the

           22   Company's application in this matter where we are

           23   requesting that if a contract locks in a price for

           24   20 years, it requires additional fundamental analysis

           25   and stakeholder review before being executed.
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            1             That is my position, that the fundamental

            2   principles behind the hedging collaborative say that

            3   if you're going to put on a long-term fixed-price bet,

            4   it needs additional review.  That's my testimony.

            5   BY MR. DODGE:

            6        Q.   And does the avoided cost pricing at which

            7   QF contracts are executed not get significant review

            8   before this Commission?

            9        A.   Again, the methodology does.  The price itself

           10   does not.

           11        Q.   The price that comes out of the methodology;

           12   right?

           13        A.   Yes.

           14        Q.   The methodology determines the price and in

           15   light of changing information over time; correct?

           16        A.   That's correct.

           17             MR. DODGE:  Thank you.

           18             THE HEARING OFFICER:  Mr. Dodge, if I

           19   could just -- I think it might be a good time to take a

           20   short break unless you just have a little bit to do.

           21   But it seems like you have a couple more topics you're

           22   going to address.

           23             MR. DODGE:  A couple more.  It won't be

           24   significantly longer but I'm happy to take a break.

           25             THE HEARING OFFICER:  Why don't we recess for
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            1   ten minutes.  Thank you.

            2             (Recess taken from 10:36 a.m. to 10:47 a.m.)

            3             THE HEARING OFFICER:  Okay.  It looks like we

            4   have all counsels present.

            5             Mr. Clements, you're still under oath and we'll

            6   continue with Mr. Dodge's cross-examination.

            7             MR. DODGE:  Thank you, Mr. Chairman, for that

            8   break, and as a result of it, I'll be much shorter.

            9   I just have a couple more issues to address with

           10   Mr. Clements, but first I'd like to move the admission

           11   of Cross-Examination Exhibit-2, the hedging --

           12             THE HEARING OFFICER:  I'll ask any party to

           13   state their objection if they have one.  I'm not hearing

           14   any.  So, it'll be admitted.  Thank you.

           15             (RMCRE Cross Exhibit-2 Admitted)

           16   BY MR. DODGE:

           17        Q.   Mr. Clements, you discussed the IRP several

           18   times.  I just want to ask you a few questions about your

           19   understanding of the IRP.

           20             Is it a true statement that long-term QF PPAs

           21   at avoided cost prices are not among the resource options

           22   that the IRP chooses?

           23        A.   Yes.  That would not be a resource that it

           24   could select.

           25        Q.   Long-term arrangements maybe but they're set
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            1   at cost and not at the utility's presumption of cost and

            2   not based on avoided cost pricing; correct?

            3        A.   Yes.  Arguably, if the avoided cost reflects

            4   the IRP avoided cost for resource, then those should be

            5   the same in principle, yeah.

            6        Q.   Secondly, although you talked about the two- to

            7   four-year action plan and in your view, the inconsistency

            8   with 20-year PPAs with that, it is true, is it not, that

            9   the IRP process, A, uses a 20-year planning horizon and,

           10   B, based on that 20-year planning horizon results in

           11   decisions that may be a 40- or 50-year resource

           12   commitment?

           13        A.   Yes, that's correct.  It tells you what you

           14   should do over the next 20 years.

           15             However, it doesn't have you do anything until

           16   you get within two to four years of when you actually

           17   need that.  But then when you do something, yes,

           18   it often results in a 40- to 50-year asset life.

           19        Q.   And then let's talk just a minute about what

           20   it says as the need.  The 2015 IRP, does it not identify

           21   roughly a thousand megawatt, talking capacity now, need

           22   or shortage between projected resources and projected

           23   demands or loads throughout most of that 20-year planning

           24   horizon?

           25        A.   Yeah.  I'm not sure I can confirm the thousand
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            1   megawatt number.  There are quite a few front-office

            2   transactions for the summer peak period.

            3        Q.   And so, the summer peak period, you get

            4   short -- these transactions are under a year in the IRP;

            5   correct?  They assume contracts of under a year?

            6        A.   Yes.  They assume you'll be able to go out

            7   and acquire those in one-year increments, yes.

            8        Q.   So, isn't it a fair statement that under your

            9   current IRP, there is a demonstrated need both for energy

           10   and capacity above the Company's committed resources in

           11   every of the 20 years but that the IRP has selected as

           12   the least-cost resource, for the most part, demand-side

           13   management and front-office market transactions,

           14   short-term less-than-a-year market transactions?

           15        A.   Yes.  And the primary reason for that is it's

           16   selected primarily Q3 or summertime peak market

           17   purchases.  So, that's when we have that deficiency

           18   and it says go out and get market purchases just for that

           19   time period.  So, that's a very unique product.

           20        Q.   Had the cost benefit analysis that the Company

           21   engages in in the IRP said with that -- and I'm just

           22   using thousand as a round number.  Maybe it's 800.

           23   Maybe it's 11 some years, but had it said, in order to

           24   meet that peek demand need -- and again, I'm talking

           25   demand as opposed to energy, we're going to build another
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            1   Lakeside three if there were such a creature in the works

            2   or something like that.  If that had been the lower-cost

            3   assumption, damn the market resources, it would have

            4   picked that for now; correct?

            5        A.   Yes.  It would have.

            6        Q.   And when you do avoided cost pricing, you look

            7   at what your long-term projected energy and, if it defers

            8   something down the road, demand savings will be and that

            9   gets incorporated into the avoided cost pricing; correct?

           10        A.   Yes.  It looks at your long-term capacity need

           11   and a forecasted long-term energy need; that's correct.

           12        Q.   And today, when you send out indicative pricing

           13   today based on the current queue and your current

           14   assumptions in the grid model, you're down in the $30 per

           15   megawatt hour range; correct?

           16        A.   Sorry.  I'll need you to repeat that or

           17   rephrase that.

           18        Q.   The most recent QF indicative pricing request

           19   that you personally have responded to, that's been within

           20   the last few months; correct?

           21        A.   Yes.

           22        Q.   And the indicative pricing, without getting

           23   specific, the levelized 20-year pricing is in the $30

           24   per megawatt hour range; correct?

           25        A.   30 to 40 depending on the project of course.
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            1   That's solar you're talking about.  Other projects might

            2   be higher.

            3        Q.   I am talking solar.  Thank you.  And that

            4   represents primarily the displacement of front-office

            5   transactions over that 20-year planning horizon; correct?

            6        A.   Correct.  It displaces some front-office

            7   transactions.  Why the IRP didn't select a solar project

            8   instead of those front-office transactions is because you

            9   have to take the solar year round and not just during the

           10   summer on peak period.

           11             And the reason I'm well versed in that is

           12   because I personally have looked at the front-office

           13   transactions and the IRP and I said, is there a way for

           14   us to build more renewables instead of having all these

           15   market purchases.  And it's not economic to do so.

           16   So, that's why I'm fairly well versed in that one.

           17        Q.   And in those hours, the hours where you're

           18   taking the energy when you don't need the capacity --

           19             You still need the energy; correct?  It's not

           20   forcing you to take energy you can't use?

           21        A.   Well, you can always use the energy.

           22   It's just, what are you avoiding and what are your costs

           23   to do that.

           24        Q.   And in the current grid model when you do

           25   indicative pricing, primarily the energy that's being
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            1   displaced, the assumption of energy is the front-office

            2   transactions out through that 20-year term; correct?

            3   I'm talking --

            4        A.   Again, the front-office transactions cover

            5   those on-peak summer periods and not the entire year.

            6   And I will -- if I can have one correction to one of the

            7   things I agreed with you earlier.

            8             There will be times in the future where there

            9   will be energy that we cannot use and there are quite a

           10   few studies that have talked about how there may be some

           11   hours with the proliferation of solar that's coming on,

           12   there may be some hours where you have some negative

           13   energy pricing but we don't see that now.

           14        Q.   And if that were forecast, that would reduce

           15   the avoided cost pricing.  In other words, the pricing

           16   takes that into consideration; does it not?

           17        A.   Yes.  The model does take that into account.

           18        Q.   And when you say you looked at a solar project,

           19   this would be a Company-sponsored project where all the

           20   costs go in.  You take the energy, et cetera; right?

           21        A.   Yes.

           22        Q.   That's a utility model.  But with a QF model

           23   where you're determining that long-term avoided-cost

           24   pricing, it takes into consideration that energy in the

           25   middle of the night in the shoulder months maybe almost
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            1   zero --

            2        A.   Absolutely.

            3        Q.   -- or very very low?

            4        A.   Yes.

            5        Q.   And that's all they're being paid for?

            6        A.   Yes.

            7        Q.   One last question.  You comment that Mr. --

            8   in your surrebuttal.  You don't need to turn to it unless

            9   you'd like to and I'll give you the cite.

           10             You commented in your view Mr. Harris and

           11   Mr. Isern who are Coalition witnesses, other than their

           12   own opinions, they haven't provided any evidence that the

           13   three-year term would stop all renewable development.

           14             Is that a fair characterization of what you

           15   testified to?

           16        A.   Correct.

           17        Q.   It's on lines 42 to 46 of your surrebuttal.

           18        A.   Yeah, that's correct.

           19        Q.   A, asking Mr. Harris and Mr. Isern to provide

           20   evidence other than their own opinions that it would stop

           21   development is asking them to approve a negative; right?

           22   That it cannot be financed with a three-year term.

           23   They said in their opinions it can be.

           24             You're saying, other than their opinions, they

           25   haven't provided evidence.  That would be asking them
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            1   to prove a negative; would it not?

            2        A.   Yeah.  It's difficult to prove a negative as we

            3   witnessed when you asked me to prove that PURPA doesn't

            4   say a three-year contract term.  So, yes, it's very

            5   difficult to prove a negative.

            6        Q.   You understand, do you not, that Rocky Mountain

            7   has the burden of proof in this docket?

            8        A.   Yes.

            9        Q.   And you accept that part of that burden is to

           10   show that its proposal is consistent with all aspects

           11   of Utah law, not just the ratepayer indifference standard

           12   but also the policy to encourage the development of these

           13   resources.  You accept that; do you not?

           14        A.   I do, yes.

           15             MR. DODGE:  Thank you.  No further questions.

           16             THE HEARING OFFICER:  Thank you.  Before I go

           17   to Mr. Sanger, to make sure we have the record clarified,

           18   I want to ask Mr. Dodge earlier in his

           19   cross-examination, were you making an appearance

           20   on behalf of UAE?

           21             MR. DODGE:  No.  I don't remember, honestly,

           22   if UAE intervened separately.  If so, then I guess I'm

           23   appearing for them as a member of the Coalition.  And so,

           24   they're a member of the Coalition and they support the

           25   Coalition testimony.
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            1             THE HEARING OFFICER:  Oh, okay.  That clarifies

            2   it.

            3             MR. DODGE:  That was the point I meant to make,

            4   and I apologize if I said it in a different way.

            5             THE HEARING OFFICER:  Thank you.  Mr. Sanger.

            6                      CROSS-EXAMINATION

            7   BY MR. SANGER:

            8        Q.   Thank you.  Good afternoon.

            9        A.   Good afternoon.

           10        Q.   Or actually, good morning.

           11        A.   Good morning.

           12        Q.   I won't be quite as much fire and brimstone

           13   as Mr. Dodge, but I'd like to move forward a little bit.

           14   I wanted to ask you a couple of questions on the

           15   testimony you gave a little bit earlier.

           16             You said that the Company or that you are

           17   agnostic regarding the purchase of QF power;

           18   is that correct?

           19        A.   That's correct, yes.

           20        Q.   And is that the Company's view, that they're

           21   agnostic on the purchase of QF power as well?

           22        A.   Yes.  We try to implement the Commission orders

           23   and make recommendations to the Commission that would

           24   leave us in that position.

           25             Again, we're balancing customers and the
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            1   ratepayer indifference standard and the rights that QFs

            2   have under PURPA and state law.

            3        Q.   And you get to recover all your costs of QF

            4   contracts and your power cost to adjustment mechanisms

            5   or rate cases or whatever; is that correct?

            6        A.   Well, we have the opportunity to recover all of

            7   our costs in some circumstances, a portion of our costs

            8   in other circumstances.  And without elaborating on that

            9   too much, due to the sharing bands in the energy

           10   balancing account, there are some QF costs that go

           11   unrecovered.  So, maybe we're not agnostic.

           12        Q.   So, that means that you've moved from the

           13   agnostic to the slightly opposed category?

           14        A.   No.  I guess I should revise my earlier

           15   testimony where I said it doesn't impact our bottom line.

           16   But the energy balancing account is short term in nature,

           17   and so, most of those contracts would fall within that

           18   anyway.  And so, our proposal would not affect the

           19   financial impact to the Company.  And that's not our

           20   objective here.

           21        Q.   Okay.  So, does the Company earn a return on

           22   its QF contracts?

           23        A.   It does not unless it owns it which the Company

           24   currently does not own a QF contract at the PacifiCorp

           25   level.
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            1        Q.   Okay.  And if the Company built a similar

            2   biomass or solar or wind or any other sort of QF project

            3   or any other renewable project, would the company earn

            4   a return on that investment?

            5        A.   Presumably, yes, if we had the opportunity to.

            6        Q.   So, if the Company builds its own resources

            7   rather than purchase QF power, there's a different impact

            8   on the Company?

            9        A.   From an earning standpoint, yes.

           10        Q.   So, is Berkshire Hathaway, they're not

           11   indifferent to whether the Company purchases QF power

           12   or builds its own power?

           13        A.   Again, at the Berkshire level, they may have

           14   a different opinion, but at the PacifiCorp level, we're

           15   simply trying to balance customer interests and rights

           16   of QFs.

           17        Q.   But the Company's shareholders aren't

           18   indifferent?

           19        A.   Well, PacifiCorp doesn't have any plans to

           20   develop QFs within its service territory to own and

           21   operate them.

           22        Q.   But you have plans at some point to own and

           23   operate renewable projects or at least nonrenewable

           24   projects at some point?

           25        A.   Well, they are in the Integrated Source Plan
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            1   but when we go out and acquire those, it's through a

            2   request for proposal process and --

            3        Q.   Well, I know we've gone through the process.

            4   Right now I'm just trying to get to the point about

            5   whether your shareholders are indifferent to whether you

            6   purchase QF power or you build a resource yourself.

            7             MS. HOGLE:  Mr. Clements, I would advise you

            8   to only answer that question if you know for a fact that

            9   that's true or not.

           10             THE WITNESS:  Well, trying to finish my earlier

           11   answer, when we go out and acquire renewable resources,

           12   we do so through an RFP.  And sometimes the Company does

           13   submit its own project, but the RFP selects the

           14   lowest-cost least-risk project.  And in many of our wind

           15   RFPs, that turned out to be a power purchase agreement.

           16             So, there's no -- in the Company's procurement

           17   process, there's no additional desire or credit given to

           18   a company project over a PPA.

           19   BY MR. SANGER:

           20        Q.   But if the Company acquires a renewable

           21   project, then it can earn a return on that project if it

           22   builds it or purchase it for its own self?

           23        A.   Yes.

           24        Q.   And you said the Company always does an RFP for

           25   its wind purchases?
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            1        A.   Typically, yes.  I mean, there is statute in

            2   Utah and in Oregon that requires us to do so if the

            3   project's of a certain size.

            4        Q.   And has the Company always done that?

            5        A.   I would say that's the typical practice, yes.

            6   It's unusual for the Company to go out and acquire a

            7   project without that RFP.  In the last several years,

            8   there were some times the Company built projects that

            9   were economically sensitive from a timing standpoint.

           10        Q.   And did the Company do that for its

           11   Rolling Hills project, did it have an RFP?

           12        A.   I believe that was one of those instances where

           13   it was an economic timely opportunity.

           14        Q.   And by "economic timely opportunity," are you

           15   aware that the Oregon Commission disallowed the Rolling

           16   Hills and rates because they concluded it was not

           17   economic?

           18        A.   I'm not certain of the exact reason.

           19   That's not my understanding.

           20        Q.   Did the Oregon Commission disallow

           21   Rolling Hills rates?

           22        A.   I'm not certain of the details around that.

           23   I believe they did on a portion of it.

           24        Q.   Okay.  I'd like to move on to how Schedule 37

           25   works.  Can you just give a brief one-minute overview
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            1   of how Schedule 37 prices are set?

            2        A.   So, Schedule 37 prices are set in a similar

            3   manner to Schedule 38 where there is a production

            4   dispatch model run and there's an avoided capacity

            5   determination.  The difference between Schedule 37 and

            6   Schedule 38 is Schedule 37, the calculation's performed

            7   once and prices are set in the tariff and there's a cap

            8   on the tariff at 25 cumulative megawatts for that tariff

            9   and then any QF contract can be entered into under that

           10   tariff at that pricing.

           11        Q.   And isn't there a difference between resource

           12   sufficiency and resource deficiency in Schedule 37?

           13        A.   I don't believe so.

           14        Q.   And how are capacity payments paid in

           15   Schedule 37?

           16        A.   They could be paid levelized over the term of

           17   the agreement or unlevelized.

           18        Q.   Does the time of the Company's next resource,

           19   thermal resource acquisition, have any impact on capacity

           20   payments?

           21        A.   The timing would, yes.

           22        Q.   So, how does that work?

           23        A.   I believe in 37 now, it's calculated in a

           24   similar manner to 38, but we've had so many 37 dockets

           25   recently, I'd have to check on that one.
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            1        Q.   So, wasn't there a recent proceeding here at

            2   the Utah Public Service Commission where certain capacity

            3   payments were removed during the early years out of

            4   Schedule 37?

            5        A.   Yes.  There's no longer a simple cycle capacity

            6   payment during the sufficiency period.

            7        Q.   Okay.  So, what is the sufficiency period?

            8             MS. HOGLE:  Objection.  I've allowed Mr. Sanger

            9   to ask these questions, but I think it's getting a little

           10   beyond the scope of the proceeding and Mr. Clements'

           11   knowledge with respect to that particular proceeding.

           12   And so, I'm wondering how much longer Mr. Sanger is going

           13   to question or go beyond this line of questioning.

           14             THE HEARING OFFICER:  Mr. Sanger, would you

           15   like to address the objection?

           16             MR. SANGER:  Yes.  So, this is an issue that

           17   my witness John Lowe addressed, the resource

           18   efficiency/deficiency determination.  I assume

           19   Mr. Clements read that testimony.

           20             Did you, Mr. Clements?

           21        A.   Yes.

           22             MR. SANGER:  And his rebuttal testimony does

           23   not respond to Mr. Lowe on this point.  So, I wanted to

           24   inquire.  I'm laying the foundation for my questions.

           25   I wanted to inquire about how those prices are determined
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            1   and how the three-year contract term impacts that

            2   determination.

            3             THE HEARING OFFICER:  Okay.  And so, you know,

            4   I think we need to, as a general rule, limit

            5   cross-examination to issues that Mr. Clements addressed

            6   or doesn't address in his rebuttal or surrebuttal.

            7   I think there is some relevance of the manner in which

            8   Schedule 37 pricing is calculated, but that may be more

            9   appropriate to deal with with your witness if

           10   Mr. Clements did not address that in his testimony.

           11   BY MR. SANGER:

           12        Q.   Okay.  So, I will abbreviate things and try to

           13   move on.  So, Mr. Clements you had proposed three-year

           14   contract terms in this case; is that correct?

           15        A.   That's correct.

           16        Q.   So, during those three years, would a QF be

           17   paid capacity payments based on a peaking resource?

           18        A.   It's possible depending on when they requested

           19   pricing and whether there was a peaking resource included

           20   in the Integrated Resource Plan.

           21        Q.   So, in the current IRP, is there a peaking

           22   resource included in the resource sufficiency period?

           23        A.   No.  There's no deferrable resource included

           24   until 2028.

           25        Q.   Okay.  So, there's nothing until 2028?
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            1        A.   Yes.

            2        Q.   So, if a QF entered into a 20-year contract,

            3   how many years out does 20 years ago?

            4        A.   From today?

            5        Q.   Yeah.

            6        A.   20.

            7        Q.   What's that?

            8        A.   20.

            9        Q.   And what year does that get us to?

           10   Simple math here.

           11        A.   2035.

           12        Q.   Okay.  So, if a QF entered into a 20-year

           13   contract, they would be paid some resources based on the

           14   costs of a net, a new thermal resource acquisition

           15   starting in 2027 or 2028?

           16        A.   That's correct, yes.

           17        Q.   And if a QF entered into a three-year contract,

           18   they would not?

           19        A.   Under the current preferred portfolio, yes,

           20   correct.

           21        Q.   So, in the past, has the portfolio included

           22   a peaking resource, say, between a four- to seven-year

           23   period out?

           24        A.   I'm not sure the preferred portfolio has ever

           25   had a peaking resource in it, but there have been gas


                                                                      100
�




            1   plants that have been three to four years out.

            2        Q.   Okay.

            3        A.   In fact, back in the 2010, '11, '12 IRPs, we

            4   had gas plants stacked up in '14, '15, '16, '18.

            5   There was a whole line of combined central gas plants

            6   that were to be built that subsequently were deferred

            7   and not built.

            8        Q.   And those were three, four, five years out?

            9        A.   At the time, yes.

           10        Q.   So, if the QF had entered into -- if you had

           11   three-year pricing in effect or three-year contract terms

           12   in effect at that point and the QF entered into a

           13   three-year contract, they would not be paid based on the

           14   thermal resource because that's three to four years out.

           15             The contract only goes three years?

           16        A.   Correct.

           17        Q.   So, if that QF renewed its contract in three

           18   years and the next thermal resource acquisition was out

           19   again another three years, they again would not be paid

           20   rates based on the thermal resource acquisition?

           21        A.   Yes, that's correct.  That's a concern that I

           22   considered as well, that if you only have a three-year

           23   contract term, you're never going to catch up to the

           24   resource deficiency period because the Company will go

           25   out and acquire that resource when it needs it.
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            1             And I would agree with that issue.  I would

            2   agree that Mr. Peterson's proposal somewhat addresses

            3   that issue with how he calculated the capacity payment

            4   for five years.

            5        Q.   Thank you.  I appreciate you agreeing to that

            6   issue.  Now, that cuts off the rest of my questions on

            7   that point.  Have you read the testimony, the rebuttal

            8   testimony of Nathan Rich on behalf of the Renewable

            9   Energy Coalition, REC?

           10             (Recess taken)

           11             THE HEARING OFFICER:  Okay.  We're back on the

           12   record.  We'll continue with Mr. Sanger.

           13   BY MR. SANGER:

           14        Q.   Thank you.  I think my last question was

           15   whether you read the rebuttal testimony of Nathan Rich

           16   on behalf of Renewable Energy Coalition; correct?

           17        A.   Yes.

           18        Q.   And does his company or his district sell power

           19   to PacifiCorp?  Do they have a current contract with the

           20   company?

           21        A.   I believe they do.  I'm not as familiar with

           22   our smaller QF contracts but I believe they do.

           23        Q.   So, in his testimony he describes his project.

           24   He describes it as a 300 kilowatt project.  So, you're

           25   not familiar with that contract?  You don't remember it?
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            1        A.   No.  I'm familiar with this project, though.

            2        Q.   Okay.  Do you remember in his testimony where

            3   he talked about needing or entering into an 11-year PPA?

            4        A.   Yes, I recall that.

            5        Q.   And is this project a wind or solar project?

            6        A.   No, it's not.

            7        Q.   Now, can you refer to your rebuttal testimony

            8   on page 21?  In this rebuttal testimony, you discuss the

            9   difference between small and large QFs and you discuss

           10   the Company's concern, the Company's more concerned with

           11   larger QF contracts.  Is that still the case?

           12        A.   Yes, that's correct.

           13        Q.   So, what's the difference in your mind between

           14   small and large QF contracts?  Why do you have a lower

           15   concern for the smaller contracts?

           16        A.   The primary difference is that -- so, the

           17   smaller contracts, if we're calling small less than three

           18   megawatts, the smaller contracts are subject to Schedule

           19   37.  And that particular tariff has a cumulative

           20   25-megawatt cap in the tariff.

           21             And the Company files that tariff once per

           22   year, typically.  And so, under that tariff, the Company

           23   will receive no more than 25 megawatts worth of projects

           24   each year.  And if there are requests exceed that amount,

           25   then the Company would need to file another tariff.
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            1             And i'm getting to the answer here.

            2   The primary concern with fixed-price risk is magnitude.

            3   And so, 25 megawatts worth of QFs do carry some

            4   fixed-price risk with a 20-year contract but that

            5   magnitude is reasonable.

            6             Two thousand megawatts of fixed-price risk

            7   perhaps is not reasonable.  And that goes back to my

            8   earlier comments where I'm not sure what that number

            9   would be but the 25-megawatt cap in Schedule 37

           10   significantly decreases the fixed-price risk for those

           11   types of QFs.

           12        Q.   And that's even more so for a 300-kilowatt

           13   project?

           14        A.   Yes.  That would be much less than the 25

           15   megawatts.  So, that risk would be further diminished.

           16        Q.   And moving on to your testimony at the bottom

           17   of the page 21, you talk about, you do not agree with the

           18   recommendation that capacity payments would apply to

           19   existing QFs even if the Company does not have a forecast

           20   capacity need during the three-year term.

           21             And you then state that there's no guarantee

           22   that a QF will sell power to the Company at the

           23   expiration of any contract term.

           24             And that is your testimony; correct?

           25        A.   That's correct.
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            1        Q.   Now, are you aware that in the Integrated

            2   Resource Plan that the Company plans on small QFs

            3   renewing their contracts?

            4        A.   Yes.  I believe that has been the practice.

            5   I'm not sure if it continues to be the practice.

            6        Q.   And at least historically, the Company has for

            7   the entire 20-year planning horizon assumed that the

            8   small QFs will continually renew their contracts?

            9        A.   I believe that's correct.

           10        Q.   So, in, say, 2027 or 2028, the Company is

           11   counting on a small QF being there and selling power

           12   to it in the IRP for the entire 20-year horizon which

           13   we determined would be out to year 2035?

           14        A.   Yes.  If that's the treatment, then yes,

           15   it would.  And again, the magnitude plays a pretty

           16   material role in that as the small QFs all added up

           17   equate to a fairly small amount of megawatts.

           18        Q.   And you participated in the Idaho Public

           19   Utilities Commission proceeding in which the Company

           20   also requested a three-year contract term?

           21        A.   Yes, I did.

           22        Q.   And did the Idaho Public Utilities Commission

           23   treat small base-load QFs differently than wind and solar

           24   QFs?

           25        A.   They did.  They call it published-rate
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            1   contracts as opposed to small or Schedule 37.  That's

            2   their distinction.  But the published rate which are the

            3   small projects which I believe are ten average megawatts

            4   and below for hydro and base load and a hundred kilowatts

            5   and below for wind and solar, those projects continue to

            6   receive 20-year contract terms while the non-published

            7   rates which would be anything above that were limited to

            8   a two-year contract term.

            9        Q.   And did the small projects also, are they also

           10   entitled to capacity payments in their contract renewals?

           11        A.   Currently that's the methodology in Idaho, yes.

           12        Q.   And the resolution of that proceeding where

           13   small QFs obtained 20-year contracts instead of the

           14   shortened contract term, would that sort of distinction

           15   between small and large QFs, would that be a reasonable

           16   resolution?  I know that's not the Company's position

           17   but is that within the zone of reasonableness that the

           18   Company could accept?

           19        A.   Yes.  I would agree that's reasonable in that

           20   the primary concern that the Company has in this docket

           21   is protecting customers from fixed-price risk.

           22             And fixed-price risk really rose with the

           23   magnitude of megawatts.  And with the small projects

           24   being limited to 25 megawatts cumulative for each year,

           25   that risk is much smaller.
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            1             MR. SANGER:  No further questions.

            2             THE HEARING OFFICER:  Thank you.  Ms. Hogle,

            3   any redirect?

            4                     REDIRECT EXAMINATION

            5   BY MS. HOGLE:

            6        Q.   I just have a few.  Thank you.  Mr. Clements,

            7   Mr. Ritchie in earlier cross-examination asked you about

            8   the Company's forecast used to justify the acquisition

            9   of capital additions.  Do you recall that discussion?

           10        A.   I do, yes.

           11        Q.   So, when the Company purchases fuel for those

           12   capital additions, does the Company execute long-term

           13   contracts or does the Company execute short-term

           14   contracts?

           15        A.   For the natural gas plants, typically the

           16   contracts are short term in nature within the 36-month

           17   hedging horizon that I spoke of unless there is a

           18   specific economic opportunity that's well vetted before

           19   all stakeholders which occurred.  The Company did go out

           20   and acquire some ten-year fixed-price gas at a very small

           21   volume.

           22             But typically the gas plants are not hedged

           23   beyond the 36-month time period.  There are some coal

           24   contracts that go longer in nature which is the nature

           25   of most coal supply agreements.  But for gas, no.
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            1        Q.   And in cross-examination, you were also asked

            2   whether you could quote a decision where a court or

            3   commission limited a QF term and found that this does not

            4   violate PURPA.  Do you recall that line of questioning?

            5        A.   I do.

            6        Q.   Is it your understanding that on

            7   reconsideration, the Idaho Commission just very recently

            8   affirmed its earlier order that PURPA in its implementing

            9   regulations do not require a specific number of years or

           10   establish a certain time period for PURPA contracts?

           11        A.   Yes.  The Idaho decision which was upheld on

           12   reconsideration by the Idaho Commission, they made it

           13   clear that the Commission did have the legal right to

           14   set the contract term.

           15        Q.   And do you recall another decision in the

           16   country where that was found to be the case?

           17        A.   Yes.  I couldn't recall it previously and

           18   didn't want to get the details wrong, but there was an

           19   excellent wind case or a case involving Exelon Wind in

           20   Texas where the 5th Circuit upheld a Texas Commission

           21   decision which allowed the local utility there to limit

           22   the contract term for firm sales.

           23        Q.   Okay.  Mr. Clements, you were also asked about

           24   your position on the hedging guidelines and what ensued

           25   as a result of the hedging collaborative.


                                                                      108
�




            1             Do you recall that line of questioning?

            2        A.   Yes.  Very much.

            3        Q.   Do you know what the Company's current risk

            4   management and training policy is with respect to

            5   contract term?

            6        A.   Yes.  So, the traders who manage our position

            7   on a daily basis are limited to 36 months for natural gas

            8   and electricity hedges, and they cannot exceed that

            9   amount without upper management approval or on the case

           10   of natural gas, there's additional requirements.

           11        Q.   And why did the Company limit the term for

           12   those hedges?

           13        A.   So, the Company had a similar term, it was

           14   slightly longer, I believe 48 months, but they limited it

           15   to 36 months primarily, again, in response to the hedging

           16   collaborative.  And without getting into the weeds of

           17   that discussion again, it was primarily in response to

           18   stakeholders saying, we don't want you, Company, to take

           19   long-term fixed-price positions because that introduces

           20   price risk that we don't want customers to bear.

           21             And I know there are a lot of details that

           22   Mr. Dodge and I discussed in that particular

           23   collaborative, but that policy was put in place in

           24   response to that stakeholder desire to limit the

           25   fixed-price exposure to customers.
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            1        Q.   Okay.  In cross-examination, you were also

            2   asked about the ratepayer indifference standard and

            3   Utah's policy to encourage the development of small

            4   power production.

            5             Do you recall that line of questioning?

            6        A.   I do.

            7        Q.   Is it your understanding that the must-purchase

            8   obligation and the exemption of QFs from federal and most

            9   states, most federal and most state laws and regulations

           10   are built-in provisions within PURPA that serve to

           11   encourage the development of small power production?

           12        A.   Yes.  And that's where the Commission has the

           13   ability to implement PURPA in a manner it sees fit and it

           14   strikes a balance between encouraging the development

           15   which is consistent with Utah statute and protecting

           16   customers which is consistent with PURPA legislation

           17   that requires ratepayer indifference.  And sometimes

           18   that requires a policy decision.

           19             And an example of that is the ownership of

           20   renewable energy credits.  I believe in the order in the

           21   12-035-100 docket, the Commission actually referenced

           22   that portion of code -- I may be wrong but that's my

           23   recollection -- as one of the reasons why the RECs

           24   should stay with the QF.

           25             And so, the Commission can determine what's
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            1   fair within its purview.  And in my opinion, it's not

            2   fair to customers to saddle them with a limitless amount

            3   of fixed-price risk.  And I believe that would be

            4   consistent with Utah statute and with PURPA.

            5        Q.   One last question, Mr. Clements.

            6             Would you agree with me that another policy

            7   of the state of Utah is to have a target amount of

            8   qualifying electricity?

            9        A.   A target amount of renewable electricity?

           10        Q.   Yes.

           11        A.   Yes.  A renewable portfolio goal I guess you

           12   would call it.  RPG.  I don't know what the official term

           13   is.

           14        Q.   And would you agree with me that that goal,

           15   pursuant to Utah statute and that the statute indicates

           16   expressly that it should be met or it's a goal provided

           17   that the renewable energy is cost effective?

           18        A.   Yes.  There is the customer protection that

           19   that energy needs to be cost effective.  And it also

           20   highlights the issue I raised earlier where, I'm not sure

           21   that a QF would meet that requirement because we do not

           22   get the renewable energy credit.

           23             And again, we don't know all the details about

           24   how that's going to work out with the Utah clean power

           25   act and some of the other environmental issues coming
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            1   down the road, but not getting the environmental

            2   attribute from QFs will certainly be an issue.

            3             MS. HOGLE:  Thank you.

            4             THE HEARING OFFICER:  Any recross from the

            5   Division, Mr. Jetter?

            6             MR. JETTER:  No.  Thank you.

            7             THE HEARING OFFICER:  Mr. Moore?

            8             MR. MOORE:  No.

            9             THE HEARING OFFICER:  Ms. Dutton?

           10             MS. DUTTON:  No.

           11             THE HEARING OFFICER:  Mr. Ritchie?

           12             MR. RITCHIE:  No.

           13             THE HEARING OFFICER:  Mr. Dodge?

           14             MR. DODGE:  No.

           15             THE HEARING OFFICER:  Could we have somebody

           16   close that door in the back?

           17             (Brief break)

           18             THE HEARING OFFICER:  Mr. Sanger?

           19             MR. SANGER:  No.

           20             THE HEARING OFFICER:  Thank you, Mr. Clements.

           21   You're excused.  Oh, yes.  Sorry.  Commissioner White?

           22             COMMISSIONER WHITE:  None for me, Chair Lavar.

           23             THE HEARING OFFICER:  Okay.

           24             Commissioner Clark?

           25                         EXAMINATION
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            1   BY COMMISSIONER CLARK:

            2        Q.   I want to take you back to your conversation

            3   with Mr. Sanger about IRP planning and QFs with

            4   short-term contracts.  And I'd like you to, rather than

            5   look historically to look prospectively, assuming that

            6   the application is granted and that the maximum term

            7   is adjusted to three years.

            8             Has the Company determined how it would address

            9   the capacity related to QF projects under these

           10   short-term contracts from an IRP perspective, how it

           11   would address them in its planning?

           12        A.   In terms of whether the Company would assume

           13   they would continue?

           14        Q.   Well, I think that's probably the fundamental

           15   question, yes.

           16        A.   I think we would have to evaluate that on a

           17   project-by-project basis.  Some projects have shown an

           18   inclination to sell to other parties while some projects

           19   have made it clear that they have no other market

           20   alternatives.  So, we would have to look at that and

           21   determine what's most appropriate in that scenario.

           22        Q.   Do you see any system reliability issues

           23   related to this scenario from a planning perspective

           24   going forward?

           25        A.   I do.  And without rehashing what ground we've
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            1   covered in the 12-035-100 docket, we allow this partial

            2   displacement method where we say that a solar or a wind

            3   project can partially displace the gas plant in 2028.

            4             If we have enough QF projects come on, wind and

            5   solar let's say, arguably, you could displace that entire

            6   resource on paper through the method.  Yet, I'm not sure

            7   that three or four thousand megawatts worth of wind and

            8   solar are going to provide the capacity products that we

            9   would get from that from that gas plant such as operating

           10   reservations, load following services, voltage control,

           11   some of those things that might be required.

           12             And so, from a reliability standpoint, yes,

           13   I do have concerns about replacing some of the base-load

           14   dispatchable units with non base-load intermittent

           15   resources, yes.  I apologize for the lengthy answer

           16   there.

           17             COMMISSIONER CLARK:  That's all my questions.

           18   Those are all my questions.

           19             THE HEARING OFFICER:  Thank you.  And I don't

           20   have anymore.  So, thank you, Mr. Clements.

           21             THE WITNESS:  You're welcome.

           22             THE HEARING OFFICER:  Ms. Hogle?

           23             MS. HOGLE:  The Company rests.

           24             THE HEARING OFFICER:  Thank you.  Mr. Jetter?

           25             MR. JETTER:  Thank you.  The Division would
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            1   like to call Charles Peterson as its witness.

            2             THE HEARING OFFICER:  Mr. Peterson, do you

            3   swear to tell the truth?

            4             THE WITNESS:  Yes.

            5             THE HEARING OFFICER:  Thank you.

            6                      CHARLES PETERSON,

            7               having first been duly sworn, was

            8               examined and testified as follows:

            9                      DIRECT EXAMINATION

           10   BY MR. JETTER:

           11        Q.   Good morning, Mr. Peterson.  Would you please

           12   state your name and occupation for the record today?

           13        A.   Yes.  Charles E. Peterson, P-e-t-e-r-s-o-n.

           14   And I'm a technical consultant for the Division of

           15   public Utilities.

           16             (DPU Direct, Rebuttal, and Surrebuttal

           17   Testimony of Charles Peterson Identified)

           18   BY MR. JETTER:

           19        Q.   Thank you.  And in the course of your

           20   employment with the Division of Public Utilities,

           21   have you had the opportunity to review the application

           22   filed by the Company and after doing so, have you created

           23   or caused to be created and filed with the Commission

           24   direct, rebuttal, and surrebuttal testimony in this

           25   docket?
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            1        A.   Yes, I have.

            2        Q.   Are there any corrections that you would like

            3   to make in any of those?

            4        A.   None that I'm aware of.

            5        Q.   And if you were asked the same questions today

            6   that are contained in those three prefiled testimony

            7   documents, would your answers be the same?

            8        A.   Yes.

            9             MR. JETTER:  Thank you.  With that,

           10   the Division would move for the admission of Charles

           11   Peterson's direct, rebuttal, and surrebuttal testimony

           12   into the record in this hearing.

           13             THE HEARING OFFICER:  If any party objects to

           14   that, please indicate.  Hearing no objection, that will

           15   be entered.  Thank you.

           16             (DPU Direct, Rebuttal, and Surrebuttal

           17   Testimony of Charles Peterson Admitted)

           18   BY MR. JETTER:

           19        Q.   Thank you.  Mr. Peterson, have you prepared a

           20   brief summarization of the position of the Division

           21   of Public Utilities in this matter?

           22        A.   Yes, I have.

           23        Q.   Please go ahead.

           24        A.   I think it's still morning.  So, good morning

           25   commissioners.  The Division generally supports
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            1   PacificCorp's request to reduce the maximum contract term

            2   for QF power purchase agreements.

            3             As noted by Mr. Clements, the Company has

            4   experienced an extraordinary increase in QF applications

            5   in the last couple of years, something that was not

            6   foreseen by anyone a few years ago.

            7             The problem is the potential to lock in

            8   substantial amounts of intermittent, nondispatchable

            9   resources at long-term prices while at the same time

           10   holding dispatchable resources as backup.  The long-term

           11   prices create risk to ratepayers, something that you've

           12   heard a lot about so far.

           13             As a way to mitigate the problems that could

           14   arise as a substantial portion of the QFs get built

           15   including likely higher prices to ratepayers, PacificCorp

           16   is proposing reducing the maximum QF contract term from

           17   20 to three years.

           18             For reasons set forth in my direct testimony,

           19   the Division is suggesting a modification of the

           20   Company's proposal to a five-year term but also to allow

           21   a QF to receive capacity contribution payments over the

           22   five-year term as based upon the present value of the

           23   capacity over 20 years similarly to the way it's done

           24   now.

           25             Every five years the pricing would be updated
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            1   including the capacity payments.  Other parties in this

            2   docket have uniformly opposed making any change to the

            3   status quo.  However, in my opinion, none have proposed

            4   an alternative solution to the potential problems faced

            5   by the Company other than to suggest that low avoided

            6   cost pricing would eventually discourage developers.

            7             The prediction of what that low avoided cost

            8   price level is by one intervenor expert witness has

            9   already failed.  Generally, the opponents of a change

           10   make three arguments.

           11             One, PacificCorp and Utah generally needs all

           12   the renewable generation resources it can get to mitigate

           13   various environmental concerns and the federal and state

           14   laws set a policy to support renewable resource

           15   development.

           16             Two.  Renewable resources are substantially

           17   just like Company-acquired resources in that the use of

           18   avoided cost pricing and the Company's IRP to determine

           19   the next deferrable resource makes it irrelevant whether

           20   the resource is acquired today or in 2028 or later.

           21             And three, reducing the maximum contract term

           22   will make it nearly impossible for QF developers to

           23   obtain financing, thereby reducing QF developments

           24   in Utah to essentially zero.

           25             The Division does not believe that federal and
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            1   state policies contemplated the occurrence of

            2   unrestrained limitless development of renewable

            3   resources.  You can get too much of even a good thing,

            4   and the Division is concerned that we may be heading down

            5   that road.  Proponents of the Company's proposal strain

            6   to show that QF development is just like Company-acquired

            7   resources.  They emphasize some similarities but largely

            8   ignore or downplay the differences.

            9             For example, the Company has to pay power when

           10   the QF generates it no matter whether or not the power

           11   is needed on that day and hour and whether the cost is

           12   economic.

           13             Company-acquired resources aside from the

           14   Company's own renewable resources can generally be

           15   dispatched when it is needed or when it is economic

           16   to do so.

           17             As I've indicated in my testimony, the Division

           18   believes that the financing issue is overstated; that is,

           19   there are possibilities for financing if a developer

           20   wants to pursue them.

           21             Of course a developer cannot be forced to

           22   pursue alternative financing or do anything at all if it

           23   doesn't want to.  The Division does recognize that the

           24   20-year term is a benefit to developers and that reducing

           25   that benefit will likely reduce development.
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            1             In Docket Number 03-035-14, PacificCorp witness

            2   Bruce Griswold supported the 20-year contract term limit

            3   versus a request for 35 years as, quote:

            4             "... an appropriate balance between a term that

            5        allows the QF to secure financing and limiting the

            6        risks that accompany long range power price

            7        forecasting."

            8             The Division believes that it may be time to

            9   reevaluate whether this balance between benefiting QF

           10   developers with 20-year contracts and the risks assumed

           11   by ratepayers that Mr. Griswold testified to ten years

           12   ago is still intact.

           13             The Division's position can be questioned

           14   regarding a couple of other issues.

           15             First, the Division has in the past not opposed

           16   longer contract terms in an effort to be supportive of

           17   the relatively few renewable QF projects that have come

           18   through and focused on assuring that the contract pricing

           19   appropriately reflected avoided costs and the methodology

           20   that was approved by the Commission and, to a lesser

           21   extent, other contract terms that seem to affect whether

           22   or not ratepayers can rely on the projects being built

           23   in a timely fashion.

           24             Second, the Division suggested an alternative

           25   to a term of five years but with a capacity payment based
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            1   upon a 20-year forecast as is done today has been

            2   criticized for contradicting the ratepayer indifference

            3   standard since the developer could be paid for a capacity

            4   payment as if it were going to be in place for 20 years

            5   but then opt out after as few as five years.

            6             This part of the Division's proposal is not

            7   consistent strictly speaking with ratepayer indifference.

            8             However, if the Commission orders a reduction

            9   in the contract term, then ratepayers would still be

           10   better off generally.

           11             And under that condition, the Division believes

           12   that it is appropriate to give some additional

           13   encouragement to renewable developers beyond the must-buy

           14   requirement of PURPA which also is a benefit to

           15   developers.

           16             At this time, the Division believes that the

           17   risk of a QF developer opting out after five or 10 years

           18   is small based upon the fact that the developer has

           19   chosen the QF route to begin with as the best option

           20   available to it.  But of course the future will likely

           21   be different than anyone of us expects.

           22             And that concludes my statement.

           23             MR. JETTER:  I have no further questions for

           24   Mr. Peterson.  He's available for the parties to

           25   cross-examine.
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            1             THE HEARING OFFICER:  Okay.  Thank you.

            2             Ms. Hogle, do you have any cross-examination?

            3                      CROSS-EXAMINATION

            4   BY MS. HOGLE:

            5        Q.   Just a couple.  Mr. Peterson, you were in the

            6   room when Mr. Dodge was asking Mr. Clements about his

            7   recollection of the scope of the hedging collaborative

            8   workshops.  Do you recall that?

            9        A.   Yes.

           10        Q.   Did you participate in those hedging

           11   collaboratives?

           12        A.   Yes.

           13        Q.   Can you tell us what your recollection was with

           14   respect to the scope of the hedging collaboratives?

           15        A.   My recollection is is that the intention of the

           16   hedging collaborative was to limit the Company to

           17   36-month contracts.  And these also included not only

           18   financial contracts; swaps, typically, but also the

           19   physical commodity contracts.

           20             And in fact, I've also participated in the

           21   Division's review and audit of the Company's annual

           22   energy balancing account filings, and the Division's

           23   audit is consistent with the view I just stated.

           24             We look at the physical as well as the

           25   financial transactions that the Company entered into
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            1   and we attempt to verify that they are consistent not

            2   only with the 36-month term limit but also with the

            3   percentages that the collaborative restricted the

            4   company to over that 36 months.

            5        Q.   So, there's no distinction between gas and the

            6   electricity hedging contracts; is that correct?

            7        A.   In the Division's view and in the way that

            8   we have applied it to the energy balancing account,

            9   the answer is no.

           10             MS. HOGLE:  Thank you.

           11             THE HEARING OFFICER:  Is that all?

           12             MS. HOGLE:  Yes.

           13             THE HEARING OFFICER:  Mr. Moore?

           14             MR. MOORE:  The Office has no questions.

           15   Thank you.

           16             THE HEARING OFFICER:  Ms. Dutton?

           17             MS. DUTTON:  Utah Clean Energy has no

           18   questions.

           19             THE HEARING OFFICER:  Mr. Ritchie?

           20             MR. RITCHIE:  No questions.  Thank you.

           21             THE HEARING OFFICER:  Mr. Dodge?

           22             MR. DODGE:  Sorry.  I do have some.

           23             THE WITNESS:  I'm not surprised.

           24                      CROSS-EXAMINATION

           25   BY MR. DODGE:
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            1        Q.   Mr. Peterson, first I'd like to clarify your

            2   testimony.  It is not your testimony here that reasonable

            3   financing terms are available to a developer of a

            4   renewable energy project with a five-year PPA;

            5   is that correct?

            6        A.   It is correct, but I cannot specifically

            7   identify that those terms are available.

            8        Q.   In fact, in response to a data request from the

            9   Coalition, you said we were mischaracterizing your

           10   testimony because it's not your position, you haven't

           11   taken the position whether reasonable financing would be

           12   available on a five-year term; correct?

           13        A.   That's correct.  Specifically, I answered that

           14   we think that the financing world has changed from where

           15   it was ten years ago when the Commission previously

           16   reviewed this issue.

           17        Q.   Right.  And I'd like to go through that with

           18   you briefly, but first of all, you also complained that

           19   there's been no hard evidence that there's not available

           20   financing.  You said that in your testimony;

           21   is that right?

           22        A.   I did say that but I also have subsequently

           23   provided examples where such short-term contracts or

           24   shorter term than 20-year contracts have been entered

           25   into.
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            1        Q.   And we'll talk about that in a minute.

            2             You understand that asking intervenors to

            3   provide hard evidence that financing is available or that

            4   financing would not be available with a short-term PPA

            5   is asking them to prove, A, a negative and, B,

            6   a situation they haven't faced before.

            7             Do you understand those two things?

            8        A.   Well, in the sense that I'm asking them to

            9   approve a negative, it may be difficult for them to do

           10   so, although I can conceive of a scenario in which they

           11   might be able to demonstrate it with a high probability.

           12   But then the alternative is is to show that they have

           13   been financing less than 20 years.

           14        Q.   And we'll talk about that.

           15             You also understand that the proponents of the

           16   change to a policy have the burden of proof.

           17             You understand that, too; do you not?

           18        A.   Yes.

           19        Q.   You said you believe that there is some

           20   evidence that perhaps financing might be available to

           21   short-term PPAs.  And I want to go through each of your

           22   examples and let's talk about it.

           23             But let me start by saying, let's say that

           24   you were persuaded that there will be zero QF renewable

           25   projects done in Utah for so long as there were a three-
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            1   or a five-year term.  Let's pretend as a hypothetical.

            2        A.   So, that's the sole reason that there would not

            3   be --

            4        Q.   Because of the term.

            5        A.   Okay.

            6        Q.   Because of the three- or five-year term,

            7   the projects that are now being developed wouldn't have

            8   been developed and the projects that might come forward

            9   in the future won't be.

           10             Let's assume that as a fact, recognizing we

           11   don't have that evidence one way or the other.

           12             If that were the case, would your view be that

           13   the Company's proposal or the Division's proposal to

           14   limit the term would be consistent with Utah statute that

           15   states the state policy to encourage the development

           16   of these types of projects?

           17        A.   I think that the Division or the Company's

           18   burden of proof would be higher to show that it was still

           19   consistent if -- solely because of the reduction in turn,

           20   there would be exactly zero development made or that it

           21   would even be possible for zero development to be made

           22   or more than zero development.  I think that would be

           23   concerning, yes.

           24        Q.   You complain that there's no hard evidence.

           25   But I'd like to talk for a minute about the evidence that
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            1   is in the record.  First of all, you've seen evidence in

            2   the record that 20-year PPAs for QFs is the industry

            3   standard throughout the country.

            4             You've seen that testimony?

            5        A.   I believe I have seen that stated.  I don't

            6   dispute that that would be the common contract language.

            7        Q.   We know from experience in Utah that a 20-year

            8   PPA, at least in the last two years, has been sufficient

            9   to encourage the development of renewable projects and

           10   get projects financed and constructed; correct?

           11        A.   All the QFs that I have -- contracts that

           12   I have reviewed are 20-year contracts.

           13        Q.   And so, that is working.  We know that 20 years

           14   is working ing to encourage it.  But there's no evidence,

           15   is there -- well, I'm not going to ask that question

           16   because we're going to go through that now.

           17             You accept that -- you're not a financing

           18   expert, is that right, of renewable energy projects?

           19        A.   I have not worked in that arena of financing

           20   renewable energy projects.

           21        Q.   And you accept that every witness in this

           22   docket who can claim to be an expert in actual financing

           23   renewable projects has said they won't be able to get

           24   them developed if the term is reduced to three or five

           25   years.  You're aware of that testimony; right?
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            1        A.   Well, I'm aware, yes.

            2        Q.   Okay.  Now, you've indicated several times

            3   in your testimony here -- excuse me, in your prefiled

            4   testimony and in your summary that you think there's some

            5   evidence that the financing situation might be changing

            6   for renewable projects; right?

            7        A.   Yes.

            8        Q.   I'd like to walk through that evidence that you

            9   cited and talk about whether that does provide any

           10   support for the notion that short-term PPAs are

           11   financeable for renewable projects.

           12             First of all, you reference the concept of

           13   yieldco; correct?

           14        A.   Yes.

           15        Q.   Do you understand that yieldcos are an

           16   alternate form of sponsor equity in a project as opposed

           17   to either tax equity or debt?

           18        A.   I understand that there are various flavors of

           19   yieldcos and but, basically, the developer can sell his

           20   project into a yieldco possibly making a profit on the

           21   sale and then receive dividends back out from the

           22   yieldco.

           23        Q.   I guess, let me ask my question more directly.

           24             Do you understand that an entity that uses a

           25   yieldco to help finance a project typically also has to
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            1   obtain debt from more traditional debt sources?

            2        A.   Yes.  I understand that there is debt and

            3   equity involved in both the developing company or

            4   sponsoring company and in the yieldco.

            5        Q.   So, when you point to the fact that the yieldco

            6   may be a new financing option, you understand that a

            7   developer has to come up with a combination of debt and

            8   equity to make the project work, that will make the

            9   project work; correct?

           10        A.   Presumably, yes.

           11        Q.   You also understand, do you not, that an

           12   investor or a lender would view a PPA with five years

           13   as having greater risk than a PPA with 20 years fixed

           14   prices?

           15        A.   Generally, yes.

           16        Q.   And with increased risk, investors or lenders

           17   expect higher rates; do they not?

           18        A.   That would be the traditional financial theory.

           19        Q.   You specifically referenced one of the

           20   participants in the Coalition that I represent,

           21   SunEdison, and their use of yieldcos.

           22             And you reference to the fact that they were

           23   going to maintain a portfolio of projects for a certain

           24   period of time and then potentially drop it into a

           25   yieldco; right?
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            1        A.   Yes.

            2        Q.   You understood, did you not, that the average

            3   remaining length of term for all of those PPAs that were

            4   involved in that particular transaction was 18 years?

            5        A.   Yes.  That's what the news release said.

            6        Q.   And that was remaining years presumably at the

            7   time the PPAs were entered -- did you understand these

            8   PPAs were entered into by a utility and they were being

            9   purchased from them?

           10        A.   Yes.  I understood that.  And the 18 years is a

           11   weighted average.  So, there would have been contracts or

           12   projects there that would have had presumably more or

           13   less than the 18 years.

           14        Q.   Left; correct?

           15        A.   Left.

           16        Q.   You don't know whether every one of them, when

           17   initially financed and built, was a 20-year or a 25 or

           18   some other number?  What you know is what's left at the

           19   time of the transaction according to the report was

           20   18 years; right?

           21        A.   That's correct.

           22        Q.   And you pointed out that Sun Edison's CEO or

           23   CFO, I forgot which, had indicated that maybe those would

           24   be held within the Company for up to seven years and at

           25   some point perhaps dropped into a yieldco; is that right?
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            1        A.   It was the CEO as I understand it, to make that

            2   clarification.  Yes.  The Company Sun Edison has created

            3   yet another vehicle which contained a warehouse to hold

            4   the purchase of these assets and the financing is

            5   provided over a seven-year term.  I think JP Morgan was

            6   the funder of that financing.

            7             And the intention certainly is is to drop those

            8   projects into the yieldco as the yieldco is able to

            9   purchase the amount of the warehouse.  That's my

           10   understanding of what's going on there.

           11        Q.   But didn't you suggest that because they could

           12   be held as long as seven years in that warehouse before

           13   being dropped into the yieldco, meaning that there would

           14   be a weighted average of 11 years left of that time,

           15   that that somehow demonstrated that financing an

           16   11-year PPA might be possible?

           17        A.   Yes.  And I'd be happy to explain my thinking

           18   about that.  What that demonstrates is is that a yieldco,

           19   when it receives a project, is not requiring that the

           20   project already have or have a 20 years remaining which

           21   also suggests to me that there is no magic number that

           22   the yieldco has to have a 20-year contract when it first

           23   acquires the project or even an 11-year contract when it

           24   first acquires it.

           25             The idea is is that the yieldco acquires a
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            1   project with the remaining contract that may be just a

            2   remaining but it can be as low as 11 years or, depending

            3   on what the original contract term distribution was,

            4   it could be under ten years.

            5        Q.   But you understand, do you not -- let's pretend

            6   for a moment, another hypothetical, that each of those

            7   projects that you're referencing was a 20-year PPA.

            8   Now it's sold with 18 years left, and then you're saying

            9   maybe with 11 years left it's dropped into a different

           10   yieldco financing mechanism.

           11             You understand that the investment at year one

           12   for a 20-year PPA -- I'm going to make up a number,

           13   it may have been $100 million.  Two years later the

           14   remaining investment that has to be recovered might be

           15   lower than that, 18 -- you know I said a 100 million.

           16   $90 million.  Let's just pretend.

           17             Seven years later when there's only 11 years

           18   left, the remaining investment might only be $50 million;

           19   right?  In other words, the amount that the investor

           20   is putting at risk is going to change as the project

           21   depreciates and that investment is already recovered;

           22   correct?

           23        A.   Well, that depends on -- you're making a lot of

           24   assumptions there.  But the value -- I'll go this far

           25   with you.  The value of the project will be different
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            1   for a -- if it has a 20-year PPA than if it has an

            2   11-year PPA, but my point is is that the yieldco and its

            3   investors -- and the yieldco has a separate set of

            4   investors who financed it -- are willing to take in

            5   projects, apparently, with contract terms that are

            6   potentially much less than the 20 years that you're

            7   proposing.

            8        Q.   But the risk is also half as much or almost

            9   half as much 11 years in.  The remaining amount to be

           10   collected is reduced significantly.  The risk is reduced

           11   significantly, and these are already constructed projects

           12   that presumably required 18 or 20 years to get financed

           13   and built in the first place; right?

           14        A.   Well, presumably, but you've said the risk is

           15   reduced.  So, that would make the value higher again

           16   under typical finance theory.

           17        Q.   But what we're dealing with is the

           18   encouragement of the development of a QF resource.

           19   Nothing about the fact that a depreciated resource

           20   already built eleven, seven or eight years or nine years

           21   into its life might be financeable or might be traded to

           22   someone for the remaining risk, for the remaining life.

           23             Nothing about that speaks to what it takes to

           24   get it built in the first place; does it?

           25        A.   I think that it does.  I think that it shows
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            1   that the yieldco as a financing vehicle for the

            2   sponsoring developer may be willing to accept, say,

            3   a ten-year contract as part of its portfolio.

            4        Q.   You've seen testimony, have you not, in this

            5   docket that the average PPA length of yieldco is at

            6   least, that Mr. Isern knows about, 15 to 20 years and

            7   that's about what the average yieldco PPA remaining life

            8   is?  Do you remember reading that testimony?

            9        A.   Not specifically, but if you want to represent

           10   that that's what he said, then I won't dispute that.

           11        Q.   He can speak to that, but the point I'm trying

           12   to get to, and you seem to be resisting me -- maybe we

           13   need to go through some of this -- is that yieldcos are

           14   viewed as a means to provide a different kind of equity

           15   for long-term PPAs that are already there for investors

           16   who want to invest in them.

           17             You haven't shown any testimony or any

           18   evidence, have you, that a yieldco was willing to invest

           19   in a short-term PPA from the get-go as opposed to buying

           20   a depreciated set of assets years into the development

           21   or into the development?

           22        A.   Well, yieldco's are relatively new and how they

           23   may evolve into the future is anyone's guess at this

           24   point.  My point in bringing up the subject of yieldcos

           25   is that they are a new animal that did not exist ten
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            1   years ago when the Commission last reviewed this issue

            2   of term contract term limits.  And that a yieldco might

            3   in the future as part of its overall portfolio support

            4   a contract that has five or 10 years on it is something

            5   that I can at least conceive of.

            6        Q.   As someone who's never done it; right?

            7             You could conceive of it, but you don't have

            8   any experience that would suggest that's true; do you?

            9        A.   Well, to the extent that there is evidence

           10   available to this relatively new animal, I think I

           11   presented evidence that yieldcos are not locked into

           12   making 20-year contracts.

           13        Q.   Do you accept the notion that yieldcos are

           14   premised upon the fact that there are long-term PPAs with

           15   creditworthy utilities backing the return and therefore

           16   they can be sold to these yieldcos, these individual

           17   investors who buy into the yieldco at perceived low risk

           18   and relatively low rates at least right now?

           19             Is that consistent with what you understand of

           20   yieldcos?

           21        A.   Well, I think that's consistent with what some

           22   yieldcos are aiming at, but I've read also where there's

           23   been complaints already in the media where yieldcos have

           24   taken in projects that maybe are not what -- or maybe not

           25   the quality that have been expected.
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            1        Q.   And indeed, if they started taking in five-year

            2   PPA projects, there would probably be a lot of

            3   complaining about lack of long-term stability and

            4   high risk; right?

            5        A.   Well, it would depend on what portion of the

            6   portfolio it was.

            7             MR. DODGE:  May I approach?

            8             THE HEARING OFFICER:  Yes.

            9   BY MR. DODGE:

           10        Q.   I'd like to hand you -- and I have all of them

           11   if you'd like to look at them.

           12             Mr. Peterson, in your testimony, you provided

           13   web sites, links to web sites for five or six articles

           14   describing this new yieldco entity; correct?

           15        A.   Yes, I did.

           16        Q.   This new yieldco concept?

           17        A.   Right, in order to provide some background

           18   information.

           19        Q.   And I trust you read through those articles?

           20        A.   Yes.

           21             (RMCRE Cross Exhibit-3 Identified)

           22   BY MR. DODGE:

           23        Q.   And I have the entire articles here if you'd

           24   like to see them in context.  What I've done in this that

           25   I'd ask to be marked Coalition Cross Exhibit-3 I believe,
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            1   what I've done is highlighted certain paragraphs from

            2   several of those articles.  And I'd like to see if you

            3   understood this as you talked about yieldcos.

            4             And I turn to the first one which was in this

            5   Social CSP Today.  And in the highlighted part, I'd like

            6   to read it and you tell me if this is consistent with

            7   your understanding.

            8             "Yieldcos are essentially publicly-traded

            9        holding companies which bundle assets that produce

           10        a steady and predictable flow of income, such as

           11        energy plants, that have long-term distribution

           12        agreements."

           13             Did I read that correctly?

           14        A.   Yes.

           15        Q.   The next highlighted part:

           16             "While they can face many uncertainties during

           17        bidding, permitting and development, once they are

           18        connected to the grid their cash flows are low-risk,

           19        because they typically generate a steady income from

           20        20 or 25-year PPAs or tariffs, once in operation."

           21             Now, is that consistent with your understanding

           22   that yieldcos are viewed as low risk because they have

           23   long-term PPAs?

           24        A.   I would agree that that's what the statement

           25   says.
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            1        Q.   And again, these are what you cited in your

            2   testimony to explain what yieldcos are; right?

            3        A.   Right.

            4        Q.   If you'll turn to the next highlighted part,

            5   this is a Bloomberg article, the highlighted part.  And I

            6   will read it.

            7             "In thinking about how to value yieldcos,

            8        it is vital to understand that they are, at the

            9        end of the day, portfolios of projects.  Any yieldco

           10        valuation has to start with a valuation of its

           11        underlying projects, and any premium over that value

           12        needs to be carefully justified.

           13             "Most wind and solar projects have a life of

           14        20 to 25 years.  Revenues over the first 15 or so

           15        years are often underpinned by feed-in tariffs,

           16        power purchase agreements, or long-term green

           17        certificate sales arrangements."

           18             Again, consistent with the notion that why

           19   yieldcos have become popular is because they have

           20   long-term sustainable power purchase agreements; right?

           21        A.   Right.  I'll just point out that this does

           22   not -- this says revenues over the first 15 years or so.

           23   So, again, it's a break from the 20 years.

           24        Q.   So, 15 years, they're saying at least 15 has a

           25   guaranteed amount but it doesn't say anything about five
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            1   years; does it?

            2        A.   No.

            3        Q.   And we don't want to read all of these, but

            4   I'd invite you to look at the highlighted parts where

            5   they talk about the risks of yieldcos are when they drop

            6   off the end of the PPAs.  There's one here under UBS that

            7   talks about a contract tenor of ten to 20 years.

            8   They talk about significant expiration risk.

            9             I guess my point is, isn't it inconsistent with

           10   the whole concept of yieldcos as you understand them

           11   based on your review of these articles that putting into

           12   them short-term PPAs with high risk when the goal here is

           13   long-term low-risk assets that investors can invest in

           14   without as a high of a return expectation as another

           15   equity investor might expect?

           16        A.   I would agree that the goal is to put in as

           17   least risky assets as they can find and that a five-year

           18   contract term is less risky or is, excuse me, is more

           19   risky than a 20-year contract term.

           20             MR. DODGE:  Thank you.  I'd move the admission

           21   of Cross Exhibit-3.

           22             THE HEARING OFFICER:  If any party objects to

           23   that, please indicate.  It will be admitted.  Thank you.

           24             (RMCRE Cross Exhibit-3 Admitted)

           25   BY MR. DODGE:
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            1        Q.   One of the other pieces of evidence you

            2   referred to, Mr. Peterson, for the notion that financing

            3   might be changing is balance sheet financing, the

            4   possibility that a company might just choose to take

            5   a project on its own balance sheet.

            6             What if Rocky Mountain Power came in here and

            7   said, we'd like to finance a hundred percent of our next

            8   power plant with equity, would you object?  Let me add,

            9   with the equity return that they are offering.

           10        A.   With the equity return that they are

           11   authorized?  No, I don't think the regulatory -- I think

           12   there would be objections to that and I would object to a

           13   hundred percent, the equity financing as being imprudent

           14   in the sense that it was not minimizing costs.

           15        Q.   And that's because equity is much more

           16   expensive.  Most people expect more return when their

           17   equity's at risk than a debt lender who's first in line

           18   to be paid back; correct?

           19        A.   That's generally correct, yes.

           20        Q.   And so, it would be imprudent for a utility to

           21   finance a hundred percent of its investment with equity.

           22             Would it not also be imprudent for a public

           23   company or a privately-held company that has

           24   shareholders, stakeholders, to not leverage its equity

           25   in the manner you're suggesting by using balance sheet
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            1   financing?  In other words, it would be the exact same

            2   concept and would be using high-priced equity that

            3   would not allow the return that the Company's expect

            4   from thereafter.

            5        A.   Well, a balance sheet financing to me means

            6   using both debt and equity components.  So, I would

            7   expect even a Sun Edison or a similar publicly-traded

            8   company or a privately-held company would use a mixture

            9   of debt and equity in any financing they would do.

           10        Q.   So, it gets back to, then, what do the debt and

           11   equity markets expect in terms of financing this kind of

           12   project; correct?

           13        A.   Yes.

           14        Q.   You also reference a few short-term PPAs and

           15   I'd just like to make sure we're communicating correctly.

           16   When you try and give examples of some PPAs that maybe

           17   have been financed with shorter terms, you reference the

           18   one in the testimony of the renewable energy Coalition

           19   that you say has a 11-year contract; right?

           20        A.   Yes.

           21        Q.   You understand from the testimony here this

           22   morning and your reading of the testimony of Mr. Rich

           23   that that's a municipal solid waste combustion facility;

           24   right?

           25        A.   Yes.
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            1        Q.   And it was built in 1987 nearly 30 years ago?

            2        A.   Yes.

            3        Q.   And municipalities have different financing

            4   options than do private companies?

            5        A.   I pointed that out in my testimony.

            6        Q.   So, it doesn't go to show that a company trying

            7   to develop a renewable energy project can finance an

            8   eleven-year contract but it shows us one that's built

            9   and that's 30 years depreciated might be willing to sign

           10   an 11-year contract; correct?

           11        A.   Well, I think that it goes to the issue that we

           12   are dealing with or talking about QF contracts generally

           13   and not specifically about whether a private developer

           14   can come in and develop an 80-megawatt QF project.

           15   So, to me, the financing available to a municipality

           16   or some other not-for-profit company can be completely

           17   different than what SunEdison requirements are.

           18        Q.   Exactly.  But it doesn't support the notion

           19   than an 11-year PPA can be financed by projects that are

           20   just now being constructed as opposed to one that's been

           21   depreciated for 30 years, correct, this example, because

           22   you used it --

           23        A.   I think I would accept that, but it doesn't

           24   support the idea that a new greenfield project would be

           25   11 years.
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            1        Q.   You also referenced three projects in

            2   Washington that the Company referenced in a data

            3   response; correct?

            4        A.   Yes.

            5        Q.   You understand those are all under two-megawatt

            6   projects?

            7        A.   I understood that they were what we call small

            8   QFs, yes.

            9        Q.   And none was wind or solar?

           10        A.   I'm not familiar with what they were.  We just

           11   asked them about QF projects.  Again, the issue is not

           12   necessarily what type of technology is being used.

           13        Q.   Would you accept subject to check that DPU data

           14   request 3.2 said how many renewable projects counted

           15   under 3.2(a) above are wind or solar QF projects?

           16        A.   Okay.

           17        Q.   And the answer was none.

           18             So, the three projects they referenced in A,

           19   none of them is wind or solar.

           20        A.   Okay.  I had forgotten that little tidbit.

           21        Q.   And so, you don't know who did those projects,

           22   how they were developed, how they were financed, why they

           23   were financeable with a five-year PPA.

           24             You didn't investigate any of that; correct?

           25        A.   No.  It didn't seem to be relevant.
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            1        Q.   So, it doesn't really support the notion that a

            2   project, if the goal is to encourage the development of

            3   renewable projects in Utah, that three nonrenewable small

            4   QF projects in Washington that somehow got built would

            5   suggest that other projects in Utah could be built with

            6   just five-year PPAs; does it?

            7        A.   Well, I think the original impetus to ask me

            8   that question about Washington was that we learned that

            9   Washington had already had a five-year limit on

           10   contracts.  So --

           11        Q.   On which contracts?

           12        A.   On the QF contracts.

           13        Q.   On which QF contracts?  Under two megawatts?

           14        A.   Well, the under two megawatt but --

           15        Q.   They don't on large projects; do they?

           16        A.   I don't know what the Washington law is there,

           17   but on small QFs, they are limited to five years, and

           18   that seems to me to be the relevant point here.

           19   So, those projects, whatever they are, biomass or

           20   whatever, were developed under a five-year contract.

           21        Q.   But it's also relevant, is it not, that

           22   Washington doesn't limit larger QFs to five years?

           23        A.   Well, the point is is that it gets back to this

           24   issue of whether something is financeable or not as a QF

           25   for a term that's less than 20 years.  And the answer is
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            1   yes.  There are possibilities to finance projects whether

            2   they are two megawatts or 80 megawatts or whatever.

            3   They are possibilities --

            4        Q.   And they may all be municipal waste projects.

            5             You don't know; correct?

            6        A.   Well, if that's what they are --

            7        Q.   I don't know.  I'm asking you, do you know?

            8        A.   Well, I don't know.  And to me it's irrelevant.

            9        Q.   You also reference, you said you did a quick

           10   Internet search and came up with a First Solar project

           11   in California that had 11 years on the PPA; right?

           12        A.   I said 11 --

           13        Q.   Or ten years?

           14        A.   Ten years.

           15        Q.   Did you also read in the article that you cite

           16   that, in addition to a ten-year PPA with Roseville, the

           17   municipality, that the owner of that also had a backup

           18   PPA with Pacific Gas and Electric?

           19        A.   I remember reading something to that effect.

           20        Q.   Do you think that backup PPA would also go into

           21   a financing entity's willingness to consider financing

           22   that project?  Do you know if that PPA, for example,

           23   is a 20-year contract?

           24        A.   I don't know.

           25        Q.   Or a ten-year at the end of the ten years?
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            1             Without knowing that, you can't really cite it

            2   as an example of something that can be financed with just

            3   the 10-year PPA; can you?

            4        A.   Well, I think it shows that there was a

            5   ten-year contract that was entered into and at the end

            6   of the ten years, it's up in the air what would happen

            7   after that.  So, there is a risk to any developer or

            8   whoever was financing that that the subsequent contract

            9   might not be available.

           10        Q.   But this article said there is a backup

           11   contract.  I'll read it and I'll give it to you if you

           12   like.    "First Solar has an additional PPA for

           13        lost Hills' output with Pacific Gas and Electric

           14        which goes into effect in 2019."

           15             They have a backup contract with an

           16   investor-owned utility.  You don't know the length of it.

           17   Neither do I.  But it doesn't support the notion that

           18   that ten-year contract with a municipality was sufficient

           19   in and of itself to get this financed; does it?

           20        A.   Well, it may not have been sufficient in and of

           21   itself, but there's still a risk about the 2019 contract.

           22        Q.   So, I guess my point is, you reference other

           23   financing projects but you have not been able to point

           24   to one greenfield renewable project that has been

           25   financed with a short-term PPA despite whatever research
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            1   you've done; right?

            2             You haven't shown us that there's even one?

            3        A.   Well, I think the Washington PPAs.

            4        Q.   Well, and you know nothing about them.  You

            5   know don't know if they're greenfield, brown field,

            6   municipal?

            7        A.   Well, my understanding is is they would have

            8   had to have been developed under the five-year term,

            9   under the five-year contract.

           10        Q.   Mr. Peterson, you say that you're concerned

           11   about ratepayer risk and you said in your testimony that

           12   you assume there will likely be higher prices as a result

           13   of these QFs.  Is that really your testimony?

           14        A.   The testimony is is that if we get this mass

           15   of QFs that are potential, that that would likely raise

           16   prices to ratepayers because the Company would have to

           17   maintain its existing fleet, essentially, intact to

           18   supply backup power and so on when the wind doesn't blow

           19   or the sun doesn't shine.  And yet we'd have to pay the

           20   contractual amounts of the PPAs.  That's when its

           21   potential for ratepayers to pay higher prices.

           22        Q.   You use the word "likely."  It's equally likely

           23   the price will be below what the then available price is;

           24   is it not?

           25        A.   Well, if gas prices continue to plunge, I guess
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            1   it could be lower, but if you assume that they stay the

            2   same, again, it's the idea that the Company's going to

            3   have to maintain a certain amount of its existing fleet

            4   as backup to, you know, an additional 2,000 or 3,000

            5   megawatts of solar or PPAs.

            6        Q.   That's factored into the price, the avoided

            7   cost pricing.

            8        A.   Well, we can get into that if you'd like,

            9   but I'm saying, if that were to occur, there's going to

           10   be reliability issues that Mr. Clements testified to and

           11   I think there's potentially higher prices alternately to

           12   ratepayers because of the intermittency and the fact that

           13   you have to support, now essentially have to support two

           14   electric generation systems, the QF generation system

           15   and the backup system.

           16             Again, this is all under the assumption that

           17   all of this two or 3,000 megawatts gets built.

           18        Q.   And do you believe that's going to happen?

           19        A.   I don't personally think it's going to happen.

           20        Q.   You heard what QF prices are today, in the 30s

           21   you said or maybe 40s?

           22        A.   I think in the low 40s or upper 30s is correct.

           23        Q.   So, you're representing ratepayer interests

           24   here in your concern, and you ask me as a ratepayer,

           25   would you rather take a $30 fixed 20-year resource for
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            1   energy with no fuel-price risk and no environmental risk

            2   or go on the short-term market for that same amount of

            3   energy for the next 20 years, what do you think my

            4   reaction would be?

            5        A.   Well, I know what your reaction would be.

            6        Q.   And I'm here representing ratepayers who have

            7   the same reaction among others.  I mean, does that

            8   surprise you that the ratepayer advocates here are saying

            9   these are good deals if we can get them?

           10        A.   Well, I think it's more complicated than you're

           11   making it sound because, again, if you're going to get

           12   3,000 megawatts of generation at $30 a megawatt hour,

           13   to follow on your hypothetical, you still have --

           14   the ratepayers are still going to have to pay for

           15   substantially all of the system that the Company

           16   currently has.  And it may turn out that that will

           17   increase the price to ratepayers.

           18             I don't know that for a fact but it seems like

           19   a good possibility under my hypothetical.

           20        Q.   Does it not seem just as likely that the

           21   opposite will be true, that gas prices will go up,

           22   and so, by displacing market purchases at this 30 to

           23   $40 range, you're saving money?

           24             Does that not seem as likely as the other?

           25        A.   Well, we're talking about risk.  And risk has
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            1   to do with the variability of prices, not whether they're

            2   higher or lower.  And the longer term -- the longer you

            3   go out, the greater the risk in terms of price

            4   volatility.

            5        Q.   I understand that.  I was addressing your

            6   statement that prices would likely be higher but let's

            7   move on.

            8        A.   And I think I explained what I intended with

            9   that statement.

           10             MR. DODGE:  Let's move on.

           11             THE HEARING OFFICER:  Mr. Dodge?

           12             MR. DODGE:  Yes.

           13             THE HEARING OFFICER:  I might suggest this

           14   might be a good time for a break.

           15             MR. DODGE:  I'm down to one last couple of

           16   questions if you would indulge me for just a minute.

           17             THE HEARING OFFICER:  Sure.

           18             MR. DODGE:  But I'm happy to break if you'd

           19   rather.

           20             THE HEARING OFFICER:  If you have one or two

           21   questions, then it's probably best to keep going.

           22             MR. DODGE:  It's the last area.

           23             THE HEARING OFFICER:  Okay.

           24   BY MR. DODGE:

           25        Q.   Mr. Peterson, you testified at some length
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            1   about the Idaho order that reduced PPA terms to two

            2   years; right?

            3        A.   I think I wrote a paragraph in my direct.

            4        Q.   And I assume you viewed that as relevant to the

            5   Commission, let's see what the Idaho Commission did?

            6        A.   Yes.

            7        Q.   Did you also review the Oregon staff testimony

            8   on this exact same issue where PacifiCorp is asking to

            9   reduce the PPA term in Oregon?

           10        A.   No.

           11        Q.   Are you aware they opposed the reduction for

           12   basically all the same reasons that my Coalition is

           13   opposing it?

           14        A.   Well, since I didn't read it, again, I'm not

           15   aware of it.

           16             MR. DODGE:  Thank you.  No further questions.

           17             THE HEARING OFFICER:  Okay.  Thank you.

           18   Why don't we recess until 1:30 by that clock.

           19   Thank you.

           20             (Lunch recess 12:25 p.m. to 1:35 p.m.)

           21             THE HEARING OFFICER:  Okay.  I think we're back

           22   on.  Mr. Peterson, you're still under oath.  And I think

           23   we're ready to move to Mr. Sanger; correct?

           24                      CROSS-EXAMINATION

           25   BY MR. SANGER:
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            1        Q.   Good afternoon, Mr. Peterson.

            2        A.   Hello.

            3        Q.   I'm not intimidating.  I'm not Mr. Dodge.

            4   I wanted to ask you some questions about your earlier

            5   testimony about the Washington QFs.

            6             So, can you refresh for all of us what your

            7   testimony was on those?

            8        A.   Essentially, the testimony is is that I asked

            9   data requests of the Company regarding Washington QFs.

           10   They responded that they have three contracts.

           11             My understanding is, at least for small QFs,

           12   Washington has a five-year term limit on contracts and

           13   the Company responded that they have three PPAs that are

           14   within that five-year limit.

           15        Q.   And did you investigate when those PPAs were

           16   built or constructed?

           17        A.   No, I didn't.

           18             MR. SANGER:  May I approach the witness?

           19             THE HEARING OFFICER:  Yes.

           20             MR. SANGER:

           21   BY MR. SANGER:

           22        Q.   (Document distribution)  So, my client is the

           23   Renewable Energy Coalition who is a party in this

           24   proceeding; correct?

           25        A.   That's my understanding.
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            1             (REC Exhibit-1 Identified)

            2   BY MR. SANGER:

            3        Q.   So, the Renewable Energy Coalition submitted

            4   testimony in a Washington avoided cost case earlier this

            5   year.  And two of the Coalition members or one of the

            6   coalition's members is Yakima Tieton Irritation District

            7   described on page two of the Declaration of John Lowe

            8   which is page five in terms of page numbers, in terms of

            9   numbers of actual pages, but it's page two of 13,

           10   the Declaration of John Lowe.

           11             And I've highlighted in the middle of the

           12   sentence there that Yakima Tieton is a Coalition member

           13   and they sell their power to PacifiCorp from two

           14   one-and-a-half megawatt hydroelectric projects and these

           15   facilities have been operating since 1986.

           16             Do you have any reason to contradict that?

           17        A.   No.

           18        Q.   If you could turn to the next page of this.

           19   And it's page three of the Declaration of John Lowe.

           20   And there's a sentence in paragraph seven which states

           21   that:  "The Deruyter Dairy methane facility is the only

           22        Washington QF that has been built in and currently

           23        selling power to PacifiCorp since 1990."

           24             Did you inquire into when this project was

           25   constructed or built?
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            1        A.   So, you're looking at paragraph seven?

            2        Q.   Yeah.  Paragraph seven, the third sentence.

            3   It's talking about the third QF project that's in

            4   Washington.

            5        A.   Okay.

            6        Q.   The dairy methane facility, it was constructed

            7   in 1990?

            8        A.   Well, in answer to your question which I

            9   believe was, did I inquire into that?  The answer is no.

           10        Q.   Okay.  Are you aware that the Washington

           11   Commission adopted five-year contract terms sometime

           12   after 1990?

           13        A.   I'm not familiar when they adopted that.

           14        Q.   So, you're not aware that there have been no

           15   Washington QFs that have been built recently under the

           16   five-year contract term?

           17        A.   I'm not aware one way or the other.

           18        Q.   Okay.  And are you aware that the four

           19   operating megawatts of Washington QFs represents less

           20   than 0.3 percent of PacifiCorp's total megawatts of QFs

           21   on its system?

           22        A.   I see that's what it says there, but otherwise,

           23   I'm not aware of that.

           24        Q.   Okay.  So, in terms of pointing to contracts

           25   or QFs that might be able to operate under a five-year
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            1   contract, these projects may not be ones that would

            2   support your assertion that QFs can operate under

            3   five-year contracts or be financed under five-year

            4   contracts?

            5        A.   Well, obviously they're operating under

            6   five-year contracts.  The question of whether they can be

            7   constructed or not, I don't have an opinion about these

            8   particular contracts.  I merely asked a data request of

            9   PacifiCorp and reported what the response was.

           10        Q.   Right.  But you used that information in the

           11   portion of your testimony supporting the view that

           12   projects can obtain financing in order to develop

           13   with five-year contract terms; correct?

           14        A.   I think that's a fair characterization.

           15   It was to obtain evidence of five-year contracts.  And

           16   I knew that PacifiCorp or that Washington, rather, had

           17   this limitation.  And PacifiCorp represented that they

           18   had projects that were operating under those terms.

           19        Q.   But you did not investigate as to whether those

           20   projects were constructed with five-year contracts,

           21   only that they could continue to operate under

           22   five-year contracts?

           23        A.   As I said earlier, I did not investigate

           24   further.

           25        Q.   Okay.  Thank you.  Can you please refer to your
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            1   direct testimony on page twelve?

            2        A.   Unfortunately, during the break ...

            3             Which page?

            4        Q.   Page twelve.  Sorry about that.

            5        A.   Okay.  I have page twelve.

            6        Q.   So, in the first full Q and A in the first full

            7   paragraph, there's the last sentence there.  It reads --

            8   well, could you read that last sentence that starts with

            9   the word, "Similarly"?

           10        A.   "Similarly, QF developments funded by

           11        municipalities will probably not be affected since

           12        they are doing QF projects presumably as a matter of

           13        the municipalities' public policy and without profit

           14        motive."

           15        Q.   Have you been able to identify any Utah

           16   municipalities or other nonprofits that have been able

           17   or I guess any municipalities or nonprofits that have

           18   been able to develop under five-year contract terms?

           19        A.   I haven't specifically investigated that.

           20   So, the answer is no.

           21        Q.   Did you inquire to potential municipalities

           22   that might want to the develop QF projects as to whether

           23   they can obtain financing?

           24        A.   I did not specifically investigate that.

           25        Q.   Are you aware that Mr. Nathan Rich who is a
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            1   Coalition member submitted testimony on behalf of Wasatch

            2   Integrated Waste Management?

            3        A.   I've seen his testimony, yes.

            4        Q.   And that's a waste management entity that's a

            5   nonprofit; correct?

            6        A.   That would be my understanding.

            7        Q.   And are you aware that he testified that his

            8   waste management service district would need to obtain

            9   financing and that under short-term contracts they could

           10   not obtain financing to develop the QF project?

           11        A.   Well, you'd have to show me specifically.

           12   I remember him saying something to that effect.

           13        Q.   Do you have any information to contradict

           14   Mr. Rich's testimony?

           15        A.   No.

           16             MR. SANGER:  Okay.  I have no further

           17   questions.

           18             THE HEARING OFFICER:  Thank you.

           19             Mr. Jetter, any redirect?

           20             MR. SANGER:  Your Honor?

           21             THE HEARING OFFICER:  Yes.

           22             MR. SANGER:  Can I move for the admission

           23   of the exhibit that I crossed Mr. Peterson on?

           24             THE HEARING OFFICER:  Sure.  If any party

           25   objects to that, please indicate.
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            1             MR. JETTER:  I would just raise an objection

            2   that if it's entered to establish the facts that are

            3   referenced therein because we have no -- I have no

            4   knowledge of whether those facts or accurate or not.

            5   I've never seen this document before.

            6             And so, I'm troubled by entering this into the

            7   record in its entirety especially for anything that might

            8   be in there that I don't believe most of the parties here

            9   have had an opportunity to vet in any way.

           10             THE HEARING OFFICER:  Mr. Sanger, do you have

           11   any response to that concern?

           12             MR. SANGER:  Yes, your Honor.  Mr. Peterson

           13   directly testified on this issue.  This is a

           14   publicly-available document in another jurisdiction.

           15             If necessary, Mr. John Lowe who submitted this

           16   testimony is in the chamber today and he's scheduled to

           17   testify.  I could have him verify the truth and

           18   authenticity of this document as well.

           19             THE HEARING OFFICER:  Does any other party have

           20   any comment on this motion?

           21             MR. JETTER:  What I'd like to ask, maybe a

           22   question if this is the case.  Mine also came with

           23   testimony of Higgins attached to the back.

           24             MR. SANGER:  We can remove the last part,

           25   the testimony of Mr. Higgins if that's a concern.
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            1             MR. JETTER:  I think it would be appropriate

            2   to do that also if there's no other reason to enter that

            3   into the record.

            4             THE HEARING OFFICER:  Mr. Jetter, you're still

            5   maintaining your objection to the entry of Mr. Lowe's

            6   testimony?

            7             MR. JETTER:  I think at this point, yes,

            8   without some authenticity or authentication of it.

            9             THE HEARING OFFICER:  Okay.  Let me ask you,

           10   Mr. Sanger.  We have Mr. Peterson's testimony on the

           11   record with respect to this issue, but you still would

           12   like to enter the entire testimony into evidence?

           13             MR. SANGER:  I would like to enter the portions

           14   that I cross-examined Mr. Peterson on.  I'm happy to

           15   reduce the length of it so that the whole document does

           16   not come into the record, but the portions that he --

           17   I cross-examined him on, I would like to have that

           18   in the record.

           19             THE HEARING OFFICER:  So, you're speaking of

           20   just that -- well, paragraph four and paragraph seven?

           21             MR. SANGER:  Well, I would move for the

           22   admission of up to page four because the rest of those

           23   paragraphs in that section add light to that information.

           24   But starting on page four, there's a new section.

           25             So, I would move for the admission of the first


                                                                      159
�




            1   four pages of the declaration.

            2             THE HEARING OFFICER:  Okay.  I think we'll

            3   allow this to be admitted.  And again, we recognize that

            4   it doesn't have the same weight as other testimony.

            5   It's from a separate docket.  And we also have

            6   Mr. Peterson's testimony on the stand that pretty much

            7   establishes his position on the issues in these.

            8   So we'll allow that.  Thank you.

            9             (REC Exhibit-1 Admitted)

           10             MR. SANGER:  Thank you.

           11             THE HEARING OFFICER:  Anything else,

           12   Mr. Sanger?

           13             MR. SANGER:  No, your Honor.  Thank you.

           14             THE HEARING OFFICER:  Back to Mr. Jetter for

           15   redirect.

           16             MR. JETTER:  I have no redirect for

           17   Mr. Peterson.  He's available for questions from the

           18   Commission.

           19             THE HEARING OFFICER:  Okay.

           20             Commissioner White?

           21             COMMISSIONER WHITE:  I have no questions,

           22   Chair.

           23             THE HEARING OFFICER:  Commissioner Clark?

           24             COMMISSIONER CLARK:  No questions.

           25             THE HEARING OFFICER:  And I have none.
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            1   Thank you.

            2             MR. PETERSON:  Thank you.

            3             THE HEARING OFFICER:  Mr. Jetter?

            4             MR. JETTER:  Thank you.  Charles Peterson

            5   is the Division's only witness.  And that is I guess the

            6   conclusion of our evidence we are going to present today.

            7   Thank you.

            8             THE HEARING OFFICER:  Okay.  Thank you.

            9   And I think at this point Mr. Sanger had contacted our

           10   office with a witness availability issue.

           11             So, why don't I let you address that at this

           12   point and see where we should go with that.

           13             MR. SANGER:  Thank you.  I have two witnesses,

           14   Mr. John Lowe and Mr. Nathan Rich.  I contacted the

           15   Commission about the availability of Mr. John Lowe, that

           16   I would strongly prefer to have him on the witness stand

           17   today.  Mr. Nathan Rich has subsequently informed me that

           18   he has scheduling issues and would also like to get on

           19   the stand today.

           20             So, I would like to at some point schedule time

           21   so that we can have them testify potentially the first

           22   of the intervenors so we can get them on the stand today.

           23             THE HEARING OFFICER:  Okay.

           24             Does anyone have any comments or concerns

           25   with that request?  And it probably doesn't matter
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            1   whether we go before or after the Office.  The Office

            2   and the remaining intervenors all have similar positions.

            3             Would there be any rejection to going to those

            4   two first and then moving on with the Office?

            5             MR. JETTER:  No.

            6             MR. MOORE:  No objection.

            7             THE HEARING OFFICER:  Any other objection?

            8   Why don't we go that way.  So, Mr. Sanger, why don't you

            9   go ahead with your first witness.

           10             MR. SANGER:  Thank you very much.  I call

           11   Mr. John Lowe to the witness stand.

           12             THE HEARING OFFICER:  Mr. Lowe, do you swear to

           13   tell the truth?

           14             THE WITNESS:  I do.

           15                          JOHN LOWE,

           16               having first been duly sworn, was

           17               examined and testified as follows:

           18                      DIRECT EXAMINATION

           19   BY MR. SANGER:

           20        Q.   Mr. Lowe, did you prepare or have prepared on

           21   your behalf testimony of Mr. John Lowe on behalf of the

           22   Renewable Energy Coalition?

           23        A.   Yes.

           24        Q.   Do you have any corrections at this time to

           25   your testimony?
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            1        A.   No.

            2        Q.   If you were asked the same questions today,

            3   would your answers be the same?

            4        A.   Yes, they would.

            5             MR. SANGER:  I respectfully move for the

            6   admission of the testimony of Mr. John Lowe.

            7             THE HEARING OFFICER:  If any party objects,

            8   please indicate.  Seeing none, they will be entered.

            9             (REC Testimony of John Lowe Admitted)

           10   BY MR. SANGER:

           11        Q.   Mr. Lowe, do you have a short statement

           12   prepared?

           13        A.   A few comments.  I don't know that it's much

           14   of a preparation.  First of all, let me tell everyone

           15   of the Commission what REC is.

           16             We are a Coalition of renewable energy projects

           17   which are all base load in nature and all small, less

           18   than ten megawatts except one which is 32 megawatts in

           19   size.  And except for two projects which is the biomass

           20   project I just mentioned which is in Oregon and Nathan

           21   Rich's Wasatch project here in Utah, all of the other

           22   projects which are close to 50 in the Northwest states;

           23   Oregon, Idaho, Washington, Utah, Montana and Wyoming,

           24   about 50 projects are included.  So, I think about 48

           25   of those are hydroelectric projects.
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            1             The other thing about these projects is that

            2   they are all existing projects unlike a lot of the

            3   conversation that takes place is in the context of new

            4   projects.  The coalition's main interest, not exclusive,

            5   but main interest is in protecting the interests and

            6   balancing the interests of these existing projects

            7   in that they would require new power purchase agreements

            8   or replacement agreements, whatever you want to refer to

            9   them as, interconnection agreements, so forth, as the

           10   projects mature and continue on.

           11             And in addition to that, these projects will

           12   likely require additional capital to make improvements,

           13   repairs, replacements, efficiency changes,

           14   interconnection redos, et cetera, et cetera.

           15             So, our concern is with these types of projects

           16   and that fact that they will in fact need contracts that

           17   are in excess of three years in order to meet their needs

           18   similar to new projects.

           19             The other concern that we have in this

           20   proceeding has to do with the capacity issue.  And we're

           21   very concerned about existing projects that have been

           22   paid capacity and typically treated as part of the

           23   resource stack and the utility's IRP may not get capacity

           24   payments.  And if the sufficiency period is always in

           25   excess of the contract term, it's highly improbable they
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            1   would get capacity payments under the concepts that are

            2   going forward.  So, we're very concerned about that.

            3             And the last thing I would mention is regarding

            4   some of the points that were discussed in the state of

            5   Washington because one of the projects that was being

            6   discussed as a member of the Coalition in the form of

            7   Yakima Tieton Irritation District.

            8             And in my former role at 26 years dealing with

            9   PURPA issues for PacifiCorp, I have a long and deep

           10   history with that particular entity, those two projects

           11   as well as the third project that was referred to in the

           12   previous conversation were projects that were all built

           13   under long-term contracts that existed and were allowable

           14   in the state of Washington.

           15             That was subsequently replaced by the five-year

           16   contract term.  And so, these projects are under

           17   short-term contracts, but in no way were they ever

           18   built or financed under short-term contracts.

           19             I think that's really all I have to say to

           20   summarize our testimony and position.

           21             THE HEARING OFFICER:  Okay.  Thank you.

           22             Anything further, Mr. Sanger, of this witness?

           23             MR. SANGER:  No.  Thank you.

           24             THE HEARING OFFICER:  Ms. Dutton, any

           25   cross-examination?
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            1             MS. DUTTON:  No.  Thank you.

            2             THE HEARING OFFICER:  Thank you.  Mr. Ritchie?

            3             MR. RITCHIE:  No cross.

            4             THE HEARING OFFICER:  Mr. Dodge?

            5             MR. DODGE:  No.  Thank you.

            6             THE HEARING OFFICER:  Mr. Moore?

            7             MR. MOORE:  No.  Thank you.

            8             THE HEARING OFFICER:  Mr. Jetter?

            9             MR. JETTER:  I have no questions.  Thank you.

           10             THE HEARING OFFICER:  Thank you.  Ms. Hogle?

           11             MS. HOGLE:  I have no questions.

           12             THE HEARING OFFICER:  Okay.  Thank you,

           13   Mr. Lowe.  Commissioner White, do you have any questions?

           14             COMMISSIONER WHITE:  I have no questions.

           15   Thanks.

           16             THE HEARING OFFICER:  Commissioner Clark?

           17             COMMISSIONER CLARK:  It's unanimous.

           18             THE HEARING OFFICER:  Mr. Sanger?

           19             MR. SANGER:  I would call to the witness stand

           20   Mr. Nathan Rich.

           21             THE HEARING OFFICER:  Mr. Rich, do you swear to

           22   tell the truth?

           23             THE WITNESS:  I do.

           24             (REC Rebuttal Testimony of Nathan Rich

           25   Identified)
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            1                        NATHAN RICH,

            2               having first been duly sworn, was

            3               examined and testified as follows:

            4                      DIRECT EXAMINATION

            5   BY MR. SANGER:

            6        Q.   Mr. Rich, did you prepare or have prepared on

            7   your behalf rebuttal testimony of Mr. Nathan Rich on

            8   behalf of the Renewable Energy Coalition?

            9        A.   I did.

           10        Q.   Do you have any corrections to that testimony

           11   at this time?

           12        A.   No.

           13        Q.   If I asked you the same questions here today,

           14   would your answers be the same?

           15        A.   Yes, they would.

           16             MR. SANGER:  I respectfully move for the

           17   admission of Mr. Nathan Rich.

           18             THE HEARING OFFICER:  If any party objects,

           19   please indicate.  Seeing no indication, it will be

           20   entered.  Thank you.

           21             (REC Rebuttal Testimony of Nathan Rich

           22   Admitted)

           23             MR. SANGER:  I tender Mr. Rich for

           24   cross-examination.  And I believe he has a short

           25   statement to start the process.
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            1             THE HEARING OFFICER:  Okay.  We'll start with

            2   the statement.

            3             MR. RICH:  Thank you.  I appreciate the

            4   opportunity to be heard by the Commission.  You have my

            5   testimony.  I won't spend a great deal of time going back

            6   over that.  But I think it's important and I understand

            7   the concern that 2,000 megawatts of new QF power would

            8   cause a problem to the Company.

            9             But I think we need to be careful about

           10   unintended consequences and I think our projects speak

           11   directly to that.  We have two projects just to clarify

           12   a little bit some of the earlier testimony.

           13             When our facility was built -- and it's a

           14   municipal waste combustion facility.  So, we generate --

           15   primarily our business is to generate renewable steam

           16   which we sell to Hill Air Force Base and they use that

           17   generally as heating on the other side of the base.

           18             So, as part of the construction of the

           19   facility, it was constructed with 1.6 megawatt

           20   back-pressure turbine.

           21             So, we take the high-pressure steam down

           22   through our turbine.  The turbine is there to operate the

           23   facility.  It was put there to operate the facility.

           24             We made an interconnection to the utility

           25   in the 1993 time frame.  And that was our original power
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            1   purchase agreement was actually an open ended

            2   year-to-year agreement.

            3             We were approached by PacifiCorp two or three

            4   years ago and they were cleaning up their old contracts.

            5   They wanted to enter into a new contract.  Hence, our

            6   current 11-year power purchase agreement.  The reason

            7   that that's an 11-year agreement is because that matches

            8   the timeframe of our current contract with Hill Air Force

            9   Base for the sale of steam.  So, we didn't want to firm

           10   up our power beyond that.

           11             And to put this into perspective, we sell

           12   between five and $6 million worth of steam to Hill Air

           13   Force Base in a year, and we're currently generating

           14   revenues of 30 to $40,000 on our power purchase agreement

           15   with PacifiCorp.  So, it was really not the driving

           16   factor.  And that turbine is there to power the facility.

           17             The second project, and this is really why

           18   I felt it was important to be heard on the issue, Hill

           19   Air Force Base uses 100 percent of our steam during the

           20   winter months.  So, in the summer months --

           21             And we generate typically about 100,000 pounds

           22   per hour of steam.  In the summer months, they are not

           23   able to use our full load and we've looked a number of

           24   times at adding additional generation capacity to capture

           25   that unused summer steam.  And we've been through several
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            1   engineering cycles on that project.

            2             Most recently, in fact, PacifiCorp just

            3   completed the first part of an interconnection study to

            4   help us understand our interconnection cost for that

            5   program.  It's about a $10 million project.  It's not

            6   something that we currently have equity on hand to

            7   finance.  We're old school.  We would finance that

            8   project typically through a revenue bond.

            9             So, right now we're trying to understand

           10   whether that project actually has economic viability,

           11   but without the ability to contract at least for the

           12   period that might represent a simple payback on the

           13   project is not something, number one, that I believe

           14   we would be able to receive favorable terms on financing.

           15             And beyond that, it wouldn't be something that

           16   I would probably be able to convince our board that would

           17   make good sense if we couldn't find the financing

           18   at least to cover us during the payback period in that

           19   project.

           20             So, you have my testimony.  And if there's

           21   anything additional you'd like to add, that would be

           22   great.  Thank you.

           23             MR. SANGER:  I have nothing further.

           24             THE HEARING OFFICER:  Okay.

           25             Ms. Dutton, any questions?
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            1             MS. DUTTON:  No.  Thank you.

            2             THE HEARING OFFICER:  Thank you.  Mr. Ritchie?

            3             MR. RITCHIE:  No.  Thank you.

            4             THE HEARING OFFICER:  Mr. Dodge?

            5             MR. DODGE:  No.

            6             THE HEARING OFFICER:  Mr. Moore?

            7             MR. MOORE:  No.

            8             THE HEARING OFFICER:  Mr. Jetter?

            9                      CROSS-EXAMINATION

           10   BY MR. JETTER:

           11        Q.   I do have a few questions.  Good afternoon.

           12             In your brief statement that you've just

           13   discussed, did I understand you correctly that the

           14   current project that you have, the first one, was built

           15   and financed with year-to-year contracts with

           16   Rocky Mountain Power?

           17        A.   It was built and financed as part of a $54

           18   million bond issue in 1987 because that turbine is part

           19   of the physical operation of the plant.

           20             The primary reason for the 1.6 megawatt turbine

           21   is to power the plant.  Frankly, selling the power to

           22   Rocky Mountain Power is an afterthought and that

           23   interconnection was added seven years later.

           24             So, we're generating 1.6 megawatts and we're

           25   selling, it's up and down, but typically three to 400
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            1   kilowatts is all that we're selling to PacifiCorp.

            2             So, the contract is to help us continue with

            3   the ongoing maintenance and operation of the facility.

            4        Q.   Okay.  And with respect to the current

            5   facility, the term of the contract was immaterial

            6   to whether it was built or not; is that correct?

            7        A.   Absolutely because the project is a municipal

            8   waste incinerator selling steam to Hill Air Force Base,

            9   and the term of the contract with Hill Air Force Base

           10   as the major power off-take of the project was critical

           11   and that was also an open-ended contract with

           12   Hill Air Force Base at the time.

           13             So, that's the contract that -- it's hard to

           14   draw the parallel between our small electric contract and

           15   the real power purchase agreement that built the facility

           16   is the sale of steam to Hill Air Force Base.

           17        Q.   Thank you.  With respect to the second project,

           18   the desire to add an additional turbine is my

           19   understanding; is that correct?

           20        A.   That's correct.

           21        Q.   What is the payback period for that?

           22        A.   Well, it depends on the power off-taker and how

           23   much they're willing to pay for the power.  Using current

           24   Schedule 37 -- and in -- the project actually would

           25   deliver about five and a half megawatts of power to the
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            1   grid.  So, Schedule 37 doesn't strictly apply.

            2             But using Schedule 37 as a best case,

            3   the project is about a $10 million project.  And because

            4   the power is seasonal -- and that's one thing that makes

            5   it hard.  The steam is worth much more than the

            6   electricity.  So, in the winter we sell steam and then

            7   in the shoulder months, we would start to ramp all the

            8   electricity and then its base load power through the

            9   summer season.  The current simple payback on that

           10   scenario selling to PacifiCorp under Schedule 37 is

           11   about 24 years.

           12        Q.   And so, your testimony earlier, even in a

           13   20-year term, you don't think that you could finance that

           14   or convince your board because you wouldn't have a

           15   contract, then, throughout that period?

           16        A.   Oh, I think a 20, with the possibility of a

           17   20-year agreement would give me hope that we could work

           18   toward finding a power off-taker or having actual

           19   conversations which would be required contract

           20   negotiations under Schedule 38.

           21             But it's a tough project, absolutely.

           22   But a three-year contract slams the door.

           23        Q.   Okay.  But a three-year contract on your first

           24   project wouldn't have mattered.  That would have actually

           25   been three times as long as your --
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            1        A.   Because the first project was a waste energy

            2   project selling steam to Hill Air Force Base.  You can't

            3   look at that as an electrical contract.  In fact, the

            4   interconnection to the utility wasn't made until the

            5   facility had been on line for five years.

            6             MR. JETTER:  Okay.  That's all the questions

            7   I have.  Thank you.

            8             THE HEARING OFFICER:  Thank you.  Ms. Hogle?

            9             MS. HOGLE:  I have no questions.

           10             THE HEARING OFFICER:  Do you have any redirect,

           11   Mr. Sanger?

           12                     REDIRECT EXAMINATION

           13   BY MR. SANGER:

           14        Q.   Yes, Your Honor.  One question.

           15             Just to clarify, your existing project, it was

           16   not built as a qualifying facility project designed to

           17   sell electricity.  It wasn't your intention in the reason

           18   that you sold it because you didn't start selling it

           19   until seven years after?

           20        A.   That is correct.

           21        Q.   And could you have financed that under a

           22   three-year financing arrangement?

           23        A.   Well, no.  And again, you know, the original

           24   bond issue on the waste energy facility was a 20 --

           25   was financed several times, but I believe a 25-year
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            1   bond issue for the original facility which included

            2   the generation capacity that's currently on line.

            3             MR. SANGER:  No further questions.

            4             THE HEARING OFFICER:  Thank you.  Any recross?

            5             If anyone wants recross, let me know.

            6   (No response)  Okay.  Thank you.  Mr. Sanger, anything

            7   else?  Oh, I'm sorry.  I forgot.

            8             Commissioner White, do you have any questions?

            9             COMMISSIONER WHITE:  I have no questions.

           10   Thank you, Chair.

           11             THE HEARING OFFICER:  Mr. Clark?

           12             COMMISSIONER CLARK:  I don't have any.

           13             THE HEARING OFFICER:  I don't have any either.

           14   Thank you.

           15             MR. SANGER:  Your Honor, may I excuse Mr. Rich

           16   and Mr. Lowe for the rest of the hearing or at least from

           17   participation tomorrow?

           18             THE HEARING OFFICER:  Is there any objection

           19   from any party?  (No response).  Certainly.  Thank you.

           20             MR. SANGER:  Thank you.

           21             THE HEARING OFFICER:  Anything else from you,

           22   Mr. Sanger?

           23             MR. SANGER:  No, your Honor.  Thank you.

           24             THE HEARING OFFICER:  Okay.  Thank you.

           25             Mr. Moore?
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            1             MR. JETTER:  The Office calls Bella Vastag.

            2             THE HEARING OFFICER:  Do you swear to tell the

            3   truth?

            4             THE WITNESS:  Yes, I do.

            5             THE HEARING OFFICER:  Thank you.

            6                         BELA VASTAG,

            7               having first been duly sworn, was

            8               examined and testified as follows:

            9                      DIRECT EXAMINATION

           10   BY MR. MOORE:

           11        Q.   Could you state and spell your name and

           12   occupation for the record?

           13        A.   Yes.  My name is Bela, B-e-l-a, Vastag,

           14   V-a-s-t-a-g.  I'm a utility analyst employed by the

           15   Office of Consumer Services.

           16        Q.   Have you reviewed the Company's application

           17   in this case?

           18        A.   Yes, I have.

           19             (Direct, Rebuttal, and Surrebuttal Testimony of

           20   Bela Vastag Identified)

           21   BY MR. MOORE:

           22        Q.   Have you prepared direct, rebuttal, and

           23   surrebuttal testimony?

           24        A.   Yes.

           25        Q.   Do you have any corrections to that testimony?
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            1        A.   No corrections.

            2        Q.   If I were to examine you and ask you the

            3   questions in your testimony, would your answers be the

            4   same?

            5        A.   Yes.

            6             MR. MOORE:  The Office would move for admission

            7   of his testimony.

            8             THE HEARING OFFICER:  If any party objects,

            9   please indicate.  Seeing none, thank you.  It'll be

           10   entered.

           11             (Direct, Rebuttal, and Surrebuttal Testimony of

           12   Bela Vastag Admitted)

           13   BY MR. MOORE:

           14        Q.   Have you prepared a statement summarizing your

           15   testimony?

           16        A.   Yes.  I have a brief statement.

           17             Good afternoon.  Federal and state laws have

           18   been enacted to encourage the development of small power

           19   producers such as qualifying facilities or QFs.

           20             The Company proposes in this docket to limit

           21   the maximum contract length for a QF's power purchase

           22   agreement or PPA to three years.

           23             The Office believes that this would be an

           24   unnecessary barrier against QFs and would discourage the

           25   development of these small power producers contrary
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            1   to the intent of laws to promote their development.

            2             Therefore, the Office opposes the Company's

            3   request and recommends that the maximum PPA contract

            4   length remain at 20 years.

            5             The Office also opposes some parties' proposals

            6   that the calculation of the compensation for capacity

            7   value in a QF contract be based on a longer term than the

            8   term of the PPA.

            9             If this method was adopted and such a PPA was

           10   not renewed at the end of its term, then ratepayers would

           11   have paid for capacity that was never delivered which

           12   would violate the PURPA standard of ratepayer

           13   indifference.  The Commission should reject a capacity

           14   value calculation that goes beyond the term of a

           15   QF's PPA.

           16             The Office does agree with some of the concerns

           17   that the Company and the Division have raised with

           18   acquiring a large amount of power from QFs.

           19             These concerns include, A, resource acquisition

           20   being done outside of the Company's system-wide

           21   Integrated Resource Plan or IRP evaluation and planning

           22   process;

           23             B, an increased risk to ratepayers with

           24   carrying large amounts of long-term fixed-price contracts

           25   for power.  The direction of power prices in the future
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            1   is uncertain.  And unlike a company-owned resource,

            2   QFs cannot be economically dispatched to take advantage

            3   of periods when low-priced market purchases of power are

            4   available.

            5             The office believes that the best remedy

            6   for these concerns is the use in QF PPAs of avoided cost

            7   pricing that is properly modeled, accurately calculated,

            8   and timely updated.  We request that the Commission

            9   always insist on continual diligence and rigor in

           10   establishing avoided cost prices under Schedule 37

           11   and Schedule 38.  And that concludes my statement.

           12             THE HEARING OFFICER:  Anything else, Mr. Moore?

           13             MR. JETTER:  No, sir.

           14             THE HEARING OFFICER:  Okay.  Thank you.

           15             Ms. Dutton, any cross-examination?

           16             MS. DUTTON:  No.  Thank you.

           17             THE HEARING OFFICER:  Mr. Ritchie?

           18             MR. RITCHIE:  No cross.

           19             THE HEARING OFFICER:  Mr. Dodge?

           20             MR. DODGE:  No.  I have no questions.  Thanks.

           21             THE HEARING OFFICER:  Thank you.  Mr. Sanger?

           22             MR. SANGER:  No questions.

           23             THE HEARING OFFICER:  Mr. Jetter?

           24             MR. JETTER:  I have no questions.

           25             THE HEARING OFFICER:  Ms. Hogle?
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            1             MS. HOGLE:  A few.

            2             THE HEARING OFFICER:  Thank you.

            3                      CROSS-EXAMINATION

            4   BY MS. HOGLE:

            5        Q.   Good afternoon, Mr. Vastag.

            6        A.   Good afternoon.

            7        Q.   To your knowledge, was the OCS a participant

            8   in the hedging collaboratives?

            9        A.   To my knowledge, yes.

           10        Q.   And is it your understanding and, more

           11   importantly, the OCS's understanding that the principles

           12   and guidelines that were entered into the record as

           13   I believe Cross Exhibit-2 for the Coalition applied

           14   to both gas and electricity hedges?

           15        A.   I was not involved in that docket.  So, I'm not

           16   sure if that's correct.

           17        Q.   Okay.  But as a representative of the OCS,

           18   is it true that the OCS supports the principles and

           19   guidelines that resulted from that hedging collaborative?

           20        A.   Yes.  It's safe to say we were supportive of

           21   the results.

           22        Q.   Okay.  Did you read Mr. Higgins' and Ms. Ferk's

           23   testimony in this case?

           24        A.   Yes.

           25        Q.   And would you agree with me that both of them
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            1   being a 20-year PPA, a QF PPA has a risk mitigation or

            2   reduction of potential 111(d) requirements?

            3        A.   I would agree with that, yes.

            4        Q.   Okay.  You participated in the avoided cost

            5   Docket Number 12-035-100 where the current avoided cost

            6   methodology was approved; is that correct?

            7        A.   That's correct.

            8        Q.   And one of the issues in that case was whether

            9   the RECs would stay with the developer or with the

           10   Company in the PPA transaction; right?

           11        A.   Yes.

           12        Q.   And do you recall what the Commission's

           13   decision was on that issue in that case?

           14        A.   Yes, I do.

           15        Q.   So, you would agree with me that the Commission

           16   decided that the RECs would be retained by the QF absent

           17   an expressed negotiation for additional compensation

           18   for those RECs; is that correct?

           19        A.   That's correct.

           20        Q.   And so, would you also agree with me that a

           21   20-year PPA under current law would not, in fact,

           22   mitigate any potential 111(d) requirements for the

           23   Company?

           24        A.   That is uncertain whether or not the REC issue

           25   would affect compliance but it is an issue.
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            1        Q.   Okay.  I'd like you to turn to your direct

            2   testimony if you will, please, specifically page three.

            3   And actually, I believe that you said this in your

            4   summary.  So, at line A-1 you state that it is extremely

            5   important that avoided cost modeling be rigorously and

            6   maintained and updated; is that correct?

            7        A.   Correct.  Uh-huh (affirmative).

            8        Q.   And you would agree with me that current

            9   avoided cost prices reflect current or near term

           10   conditions?

           11        A.   Well, they're calculated using current data --

           12        Q.   Okay.

           13        A.   -- but they reflect a 20-year time period.

           14        Q.   Okay.  So, would you agree with me that it's

           15   much easier to forecast prices two to three years out

           16   as compared to 20 years out?

           17        A.   It's probably easier to do a shorter term

           18   forecast.

           19        Q.   Okay.  And so, isn't it true that all long-run

           20   estimates, no matter how rigorous of avoided costs will

           21   be prone to forecast inaccuracies?

           22        A.   Yes.  And I admitted in my surrebuttal that

           23   forecast error is an issue, but there are other issues

           24   with inaccurate avoided cost calculations, not just

           25   forecasting of future prices.
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            1             MS. HOGLE:  Okay.  Thank you.  That's all

            2   I have.

            3             THE HEARING OFFICER:  Mr. Moore, any redirect?

            4             MR. MOORE:  No redirect, sir.

            5             THE HEARING OFFICER:  Okay.  Thank you.

            6             Commissioner White?

            7             COMMISSIONER WHITE:  No questions.  Thank you.

            8             THE HEARING OFFICER:  Commissioner Clark?

            9             COMMISSIONER CLARK:  Thank you.  I have no

           10   questions.

           11             THE HEARING OFFICER:  I have none.  Thank you,

           12   Mr. Vastag.  Anything further, Mr. Moore?

           13             MR. MOORE:  Nothing further.

           14             THE HEARING OFFICER:  We'll go to Ms. Dutton

           15   next.

           16             MS. DUTTON:  Thank you.  Utah Clean Energy

           17   calls Ms. Sarah Wright.

           18             THE HEARING OFFICER:  Do you swear to tell the

           19   truth?

           20             THE WITNESS:  I do.  Good afternoon and thank

           21   you.

           22                        SARAH WRIGHT,

           23               having first been duly sworn, was

           24               examined and testified as follows:

           25                      DIRECT EXAMINATION
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            1   BY MS. DUTTON:

            2        Q.   Please state your name, position, and business

            3   address for the record.

            4        A.   My name is Sarah Wright and my business is

            5   Utah Clean Energy.  We're a nonprofit incorporation.

            6   And the address is 1014 Second Avenue, Salt Lake City,

            7   Utah 84103.

            8        Q.   Have you reviewed the Company's application

            9   in this case?

           10        A.   Yes, I have.

           11             (UCE Exhibit-1 and Exhibit-2 Identified)

           12   BY MS. DUTTON:

           13        Q.   And did you submit direct and surrebuttal

           14   testimony in this docket marked as UCE Exhibits 1 and 2?

           15        A.   Yes, I did.

           16        Q.   Do you have any changes or corrections to make

           17   to your written testimony?

           18        A.   No, I don't.

           19        Q.   If I asked you the same questions today as are

           20   set forth in your written testimony, would your answers

           21   be the same?

           22        A.   Yes, they would.

           23             MS. DUTTON:  Thank you.  Utah Clean Energy

           24   moves to enter Ms. Wright's direct and surrebuttal

           25   testimony into the record.
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            1             THE HEARING OFFICER:  Okay.  If anyone objects,

            2   please indicate.  Seeing none, that will be entered.

            3   Thank you.

            4             (UCE Exhibit-1 and Exhibit-2 Admitted)

            5   BY MS. DUTTON:

            6        Q.   Did you prepare a summary of your written

            7   testimony to share with the Commission today?

            8        A.   Yes, I did.

            9        Q.   Please proceed.

           10        A.   As most of you know, Utah Clean Energy strives

           11   to create safer, more efficient, cleaner, and a smarter

           12   energy future.  And the Public Utility Regulatory Policy

           13   Act, PURPA, is an important mechanism for influencing

           14   renewable energy development in Utah and diversification

           15   of our energy supply.

           16             It is in the best interest of ratepayers to

           17   safeguard the proper implementation of PURPA.

           18             Rocky Mountain Power's proposal to reduce the

           19   contract term to three years undermines PURPA and the

           20   state policy by effectively making these projects

           21   extremely expensive, extremely difficult, if not

           22   possible to finance.

           23             It would ensure that projects will not be built

           24   and it would therefore allow the utility to circumvent

           25   PURPA and prevent ratepayers from benefiting from
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            1   QF resources.

            2             In the Company's testimony, they incorrectly

            3   compared QFs to hedging practices.  Renewable QF projects

            4   are clearly not economic hedges and it is incorrect to

            5   apply the Company's hedging and trading practices to

            6   QF projects.  QF projects are steel in the ground

            7   resources that provide a capacity value to the system

            8   and this value is significant.

            9             In contrast, hedging projects do not provide

           10   the ratepayers with a long-term capacity value.

           11             And finally, further -- not finally, but

           12   finally for this section, a QF project is not a commodity

           13   hedge just because it provides incidental but significant

           14   risk mitigating benefits to ratepayers.

           15             So, now we move to risk and protection from

           16   risk.  Of course we know and it's been discussed quite a

           17   bit today that there is always risk associated with all

           18   resource decisions including short-term decisions.

           19             And FERC contemplated that prices would go up

           20   and down and that this reality would be borne both ways.

           21   The presence of risk does not alleviate the Utah Public

           22   Service Commission of its duty to implement the policies

           23   and requirements of PURPA and Utah statute which states

           24   that it is the policy of this state to encourage the

           25   development of independent and qualifying power
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            1   production and cogeneration facilities to produce a

            2   diverse array of economical and permanently sustainable

            3   resources in an environmentally acceptable manner.

            4             QF projects do provide ratepayers with

            5   additional value by protecting ratepayers over the

            6   20-year contract for risk associated with fuel

            7   volatility, unanticipated O and M costs, environmental

            8   cost, and environmental compliance cost.  And I'm happy

            9   to address some of the issues around the clean power

           10   plan.

           11             Regardless of REC ownership, these projects

           12   will reduce the Company's emissions.  And in the long

           13   run, the lower emissions that we have, especially if the

           14   state chooses to go with a mass-based profile, it will

           15   help with compliance.  The exact mechanisms of how the

           16   clean power plan will operate we don't know yet or how

           17   Utah will implement it.

           18             But there are benefits to reduced carbon

           19   emissions, risk-mitigating benefits regardless of whether

           20   you own the RECs.  And you have, as I understand, at

           21   least for about 300 megawatts of the projects negotiated

           22   ownership of the RECs.

           23             On contrast, company-owned resources and market

           24   purchases do not provide the protection from these risks.

           25             In fact, the Company has an energy cost
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            1   adjustment mechanism that they can use to recoup costs

            2   if the future unfolds in a way that's different when they

            3   planned their resources.  They can recoup costs for

            4   planned O and M expenses and other environmental

            5   upgrades.

            6             QF procurement is definitely aligned with the

            7   Company's Integrated Resource Plan.  Because the PDRR

            8   avoided cost pricing method is directly tied to the

            9   resources that are identified in the company's least-cost

           10   least-risk portfolio and the type and timing of those

           11   resources identified in their least-cost least-risk

           12   portfolio, to the extent the capacity is not needed until

           13   a date into the future or if there are a number of QFs

           14   ahead of this resource in the queue, the pricing is

           15   reduced.  The avoided cost pricing method is an iterative

           16   and dynamic tool that was approved by the Commission to

           17   align with the IRP and to meet the ratepayer indifference

           18   standard.

           19             The final point I'd like to make is that the

           20   20-year contract term allows viable QF projects to secure

           21   financing.  And this pricing method, the avoided cost

           22   pricing method, is what ensures the ratepayer

           23   indifference standard is protected and only viable

           24   projects that meet the ratepayer indifference standard

           25   will be built.
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            1             The Commission approved avoided cost method

            2   is the mechanism that the Commission approved to ensure

            3   that rates are just and reasonable to ratepayers and

            4   nondiscriminatory to QFs consistent to the requirements

            5   of the PURPA and state statute.

            6             Both those requirements are equally important.

            7   The pricing method was built on the assumption of a QF

            8   that the QF may contract for 20 years.

            9             The Commission's role based on PURPA and state

           10   policy is to encourage the development of QF resources

           11   while ensuring rates are just and reasonable to

           12   ratepayers and nondiscriminatory to QFs.

           13             The current QF avoided cost method with a

           14   20-year contract will do just that.  While a change to a

           15   three-year contract would circumvent the intent of PURPA

           16   and state statute and deny ratepayers the benefits of

           17   QFs.  I recommend that the Public Service Commission

           18   deny the Company's application to reduce the contract

           19   term.  Thank you.

           20             THE HEARING OFFICER:  Anything else,

           21   Ms. Dutton?

           22             MS. DUTTON:  No.  Ms. Wright is available for

           23   cross-examination.

           24             THE HEARING OFFICER:  Thank you.

           25             Mr. Ritchie, any questions?
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            1             MR. RITCHIE:  No questions.  Thank you.

            2             THE HEARING OFFICER:  Mr. Dodge?

            3             MR. DODGE:  No questions.

            4             THE HEARING OFFICER:  Mr. Sanger?

            5             MR. SANGER:  No questions.

            6             THE HEARING OFFICER:  Mr. Moore?

            7             MR. MOORE:  No questions.  Thank you.

            8             THE HEARING OFFICER:  Mr. Jetter?

            9                      CROSS-EXAMINATION

           10   BY MR. JETTER:

           11        Q.   I do have a few questions.

           12        A.   Hello, Mr. Jetter.

           13        Q.   Good afternoon, Ms. Wright.  You testified

           14   I believe both in direct and in your surrebuttal

           15   testimony that shortening the term of these contracts

           16   would make them difficult, if not impossible to finance;

           17   is that correct?

           18        A.   Yes.

           19        Q.   And the reason for that, is it correct,

           20   that the lenders, the market providing the financing,

           21   is unwilling to take the risk of variation in price

           22   into the future; is that correct?

           23        A.   They are unwilling to take the risk to build a

           24   project that doesn't have a long-term off-taker.

           25        Q.   And do you believe that shortening the term
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            1   of the contract changes the obligation to purchase that

            2   energy in periods into the future?

            3        A.   So, I guess maybe I will amend my first answer

            4   that it's the off-taker and it's the price.  They have

            5   to know that that project is financeable and that they

            6   are going to recoup enough through sales to finance and

            7   pay for the project.

            8        Q.   Okay.  And you testified that you believe that

            9   the current future projections have significantly greater

           10   risk.  And let me clarify this.  Current future forecasts

           11   for energy prices you think have greater upside risk.

           12             And by that, I mean it's more likely than not

           13   they will be higher than we predict rather than lower

           14   than we predict; is that correct?

           15        A.   I tried to clarify that in my surrebuttal.

           16   I talked a lot about asymmetrical risk.  So, you can

           17   think of -- so, today prices are about $3 or whatever

           18   they are a megawatt hour, I mean, $30 a megawatt hour.

           19             And so, and most of that is fuel cost, and that

           20   price is bound by zero but it's actually bound by more

           21   than that because you have to develop those risk.

           22             So, those prices, it's asymmetrical.

           23   The magnitude that we can go lower is much smaller than

           24   the magnitude that we can go higher.

           25             Any of us that were here in the year 2000 know
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            1   that prices could be much higher.  Plus, there are many

            2   environmental regs coming down.  So, yes, the magnitude

            3   of risk is more, the magnitude that they can go up is

            4   much greater than what's bound by zero.

            5        Q.   Okay.  And so, it would seem financially

            6   foolish, then, to enter into a long-term contract today

            7   when you have greater potential for higher energy prices

            8   in the future; is that correct?

            9        A.   No, because you have to -- you have to be able

           10   to build those and finance those projects.  If you're a

           11   financier, you're not someone that plays in the energy

           12   markets.  You want to know that you have a project that

           13   is financeable and that that is a locked in -- you know,

           14   that that project is going to go.

           15        Q.   And so, you would say, then, that the contract

           16   for the 20 years removing the risk of market fluctuations

           17   and energy prices has a significant value.

           18             In fact, that value is so high that a project

           19   cannot be completed without it; is that correct?

           20        A.   Well, it depends on what you mean by value.

           21   It has a value to ratepayers, too because if we can lock

           22   in that price.  The higher the risk, the higher the

           23   financing cost.  And when you're dealing with a very

           24   capital-intensive project, those projects would then

           25   be much more expensive and then they would not be built
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            1   to the benefit of ratepayers.

            2        Q.   And so, is it correct, then, that your

            3   testimony is that the risk has such a high cost I guess

            4   on the flip side of that, the risk has such a high cost

            5   that no lenders will lend on these projects?

            6        A.   Well, I think that the developers should speak

            7   more to that, but from seminars and research that I've

            8   done that -- well, just think about if you bought a house

            9   and the cost of financing.

           10             If you had a very bad credit rating, it would

           11   cost you a lot more to finance that house over the term

           12   of the house over the 30-year mortgage than it would if

           13   you were, you know, an A-plus credit rating.

           14             So, just, the higher the risk, the higher the

           15   cost to finance that project which makes them more

           16   expensive, which puts them out of the money for PURPA

           17   which circumvents PURPA.

           18        Q.   Okay.  Let me use that analogy.  If you have

           19   very bad credit -- and I believe your analogy is,

           20   in that, probably intermittent nature of these resources

           21   and the variability of market prices, you would probably

           22   seek a cosigner maybe with better credit; is that

           23   accurate?

           24        A.   I'm talking about the difference in pricing of

           25   financing.  So, these projects, it's not that they're
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            1   variable that's a problem.  It's the fact that they need

            2   a long -- you know, you're buying 20 years of fuel up

            3   front when you build one of these projects.  So, you need

            4   long-term financing.

            5        Q.   And you compared it to a person with bad

            6   credit; is that right?

            7        A.   No.  I compared that with the risk is higher

            8   because you don't have a 20-year contract, then your

            9   interest rates and your finance costs will be higher.

           10        Q.   But if you could find somebody to take that

           11   risk for you, so, to guarantee those payments for 20

           12   years, then you can get the financing; is that correct?

           13        A.   Meaning if you have an off-taker for your

           14   project?

           15        Q.   If you have any source of guaranteed funding

           16   for your project.

           17        A.   I think these questions would probably be best

           18   asked to the renewable energy developers.  But what I'm

           19   saying is that the financiers, to give you good credit

           20   that keeps the cost down so these projects can be built

           21   within avoided cost pricing to the benefit ratepayers,

           22   especially, I mean you've heard UAE talk about how these

           23   projects are beneficial, you need low-cost financing.

           24   You need a long-term power purchase agreement.

           25        Q.   Okay.  And so, the long-term financing is
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            1   conditioned upon the long-term -- excuse me.

            2             The low-cost financing would be in your

            3   testimony conditioned upon long-term power purchase

            4   agreements?

            5        A.   That's my understanding from talking to

            6   developers.

            7        Q.   Okay.  And that reduction in the cost of

            8   financing is due to somewhat other than the developer

            9   taking that risk, removing the risk that you're worried

           10   about in year-to-year or short-term contracts?

           11        A.   I think we're mixing different types of risks.

           12   The risk that I talk about with the asymmetrical risk

           13   in the project has to do with what's going to happen to

           14   ratepayers in the future.

           15             And the risks that we're talking about

           16   regarding financing is the risk associated with investing

           17   millions of dollars in a project and being able to, as a

           18   financier, having the assurance that you will get paid

           19   back.

           20        Q.   And that's what I think I'm looking at here

           21   is the risk of the insurance you'd be paid back.

           22             You need to put that risk on some other party

           23   in order to have these projects achieve low-cost

           24   financing; is that correct?

           25        A.   If you're trying to say that customers are
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            1   bearing them?  I mean, I'm not sure what you're getting

            2   at because they're two different types of risk, and if a

            3   long-term power purchase agreement, if it's your position

            4   that that's a risk at these low prices, then yes.

            5             MR. JETTER:  Thank you.  I have no further

            6   questions.  Thank you, Ms. Wright.

            7             THE WITNESS:  Thank you, Mr. Jetter.

            8             THE HEARING OFFICER:  Thank you.  Ms. Hogle?

            9                      CROSS-EXAMINATION

           10   BY MS. HOGLE:

           11        Q.   I have a few.  Good afternoon.

           12        A.   Good afternoon, Ms. Hogle.

           13        Q.   Would you agree with me that some states have

           14   RPS requirements?

           15        A.   Yes.

           16        Q.   And that Utah has a renewable energy target for

           17   qualifying facilities?

           18        A.   It's actually a requirement, but the way that

           19   this document was written, it allows RECs from 1995 to

           20   qualify.  It says that they're cost effective, we need to

           21   do it, but you guys have already complied because of the

           22   way that the statute was influenced when it was passed.

           23             MS. HOGLE:  Okay.  May I approach the witness?

           24             THE HEARING OFFICER:  Yes.

           25             (RMP Exhibit-2 Identified)
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            1   BY MS. HOGLE:

            2        Q.   Okay.  And you've already mentioned the cost

            3   effectiveness.  So, can you read for me 54-17-602(a)

            4   where it starts, "Cost-effectiveness" under subsection

            5   one, it is determined?

            6        A.   Wait.  54-17-602(a), (1)(a)?

            7        Q.   54-17-602(2)(a) --

            8        A.   Oh, (2)(a).  "Cost-effectiveness under

            9        Subsection (1) for other than a cooperative

           10        association is determined in comparison to other

           11        viable resource options using the criteria provided

           12        by Subsection 54-17-201(2)(c)(ii)."

           13   Do you want to let people know what I'm reading from?

           14        Q.   Well, I believe that I just mentioned --

           15        A.   Okay.  So, this is Utah state statute?

           16        Q.   Yes.  Utah state statute.  So, if you flip

           17   to the next page that I handed to you?

           18        A.   Certainly.

           19        Q.   Can you read 54-17-201(2)(c)?

           20        A.   "In ruling on the request for approval of

           21        a solicitation process, the commission shall

           22        determine whether the solicitation process:" --

           23        Q.   And then can you skip to little numeral two?

           24        A.   "shall provide an opportunity for public

           25        comment."
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            1        Q.   "is in the public interest taking into

            2        consideration:"

            3        A.   Wait.  I read the wrong two?  I did read the

            4   wrong two.

            5        Q.   Yes.

            6        A.   "is in the public interest taking into

            7        consideration: (A), whether it will most likely

            8        result in the acquisition, production and delivery

            9        of electricity at the lowest reasonable cost to the

           10        retail customers of an affected electrical utility

           11        located in this state;"

           12        Q.   Continue.

           13        A.   "long-term and short-term impacts; (C) risk,

           14        (D) reliability; (E) financial impacts on the

           15        affected electrical utility; and (F), other factors

           16        determined by the commission to be relevant."

           17        Q.   Thank you.  Okay.  Can you now please go back

           18   to 54-17-602(3)(b).  Can you start reading?

           19        A.   Wait, wait, wait.  602(3)?

           20        Q.   602(3)(b).

           21        A.   Oh.  I thought you said E.

           22        Q.   "This section does not require ..."

           23        A.   Oh, three.

           24        Q.   (3)(b).  Excuse me.

           25        A.   "This section does not require an electrical
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            1        corporation to: (b) enter into any additional

            2        electrical sales commitment or any other arrangement

            3        for the sale or other disposition of electricity

            4        that is not already, or would not be, entered into

            5        by the electrical corporation."

            6        Q.   "or"

            7        A.   "or (c) acquire qualifying electricity in

            8        excess of its adjusted retail electric sales."

            9        Q.   Okay.  Thank you.  So, is it a fair

           10   characterization of your testimony that avoided cost

           11   prices are very low right now?

           12        A.   Yes.

           13        Q.   Okay.  And you would agree with me, would you

           14   not, that the Commission's decision in this case is not

           15   a short-term decision?

           16        A.   Yes.

           17        Q.   And that you have testified that avoided costs

           18   are, with your clarification today, more likely to go up

           19   and down from this point?

           20        A.   The magnitude.

           21        Q.   Okay.  And so, you would agree with me that

           22   higher avoided cost pricing will make PPAs more

           23   attractive?

           24        A.   Yes, if all things are equal, if the extension

           25   of the ITC.  There are a number of factors.
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            1        Q.   And the higher avoided cost pricing for

            2   20 years will make them even more attractive?

            3        A.   Yes.

            4             MS. HOGLE:  Okay.  I have no further questions.

            5   Thank you.

            6             THE HEARING OFFICER:  Thank you.

            7             Ms. Dutton, any redirect?

            8                     REDIRECT EXAMINATION

            9   BY MS. DUTTON:

           10        Q.   Yes, please.  Just a couple.

           11             Does the fact that or the possibility that

           12   avoided cost prices could go up alleviate the Commission

           13   of its duty to implement PURPA?

           14        A.   No, it doesn't.  And it also doesn't mean that

           15   they wouldn't be in the best interest of ratepayers.

           16        Q.   And in your analogy, you used two mortgages.

           17   You were comparing a bad credit rating to an inability

           18   to secure long-term financing; is that correct?

           19        A.   Yes, or to -- trying to finance something

           20   without a long-term purchase commitment.

           21        Q.   Yes.  And one last question.  Why is it a good

           22   idea to enter into QF contracts now?

           23        A.   You know, there are number of reasons.  One is

           24   because, and I think it was brought up by the Office,

           25   is that renewable projects, solar projects in particular
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            1   with the investment tax credit, these prices are likely

            2   as low as they're going to be for a while.  30 percent

            3   reduction in cost to Utah ratepayers for these projects

            4   from the investment tax credit.

            5             MS. DUTTON:  Thank you.

            6             THE HEARING OFFICER:  Thank you.  Does any

            7   party desire recross?  Seeing none, Commissioner White?

            8             COMMISSIONER WHITE:  I have no questions.

            9   Thank you.

           10             THE HEARING OFFICER:  Commissioner Clark?

           11             COMMISSIONER CLARK:  No questions.  Thank you.

           12             THE HEARING OFFICER:  Thank you.  I don't have

           13   any.  Thank you, Ms. Wright.

           14             THE WITNESS:  Thank you.

           15             Anything further, Ms. Dutton?

           16             MS. DUTTON:  No.  Thank you.

           17             THE HEARING OFFICER:  Okay.  Mr. Ritchie?

           18             MR. RITCHIE:  Sierra Club calls Mr. Thomas

           19   Beach, please.

           20             THE HEARING OFFICER:  Mr. Beach, do you swear

           21   to tell the truth?

           22             THE WITNESS:  I do.

           23             THE HEARING OFFICER:  Thank you.

           24                       R. THOMAS BEACH,

           25               having first been duly sworn, was
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            1               examined and testified as follows:

            2                      DIRECT EXAMINATION

            3   BY MR. RITCHIE:

            4        Q.   Can you make sure your microphone is on,

            5   please?

            6        A.   It is.

            7        Q.   And can you please state your name and business

            8   address for the record?

            9        A.   My name is first initial R. Thomas Beach.

           10   Business address, 2560 9th Street, Suite 213-A, Berkeley,

           11   California 94710.

           12        Q.   And what is that business?

           13        A.   I have an energy consulting firm Crossborder

           14   Energy.

           15             (Direct Testimony and Exhibits of

           16   R. Thomas Beach Identified)

           17   BY MR. RITCHIE:

           18        Q.   And did you prepare direct testimony and the

           19   accompanying exhibits on behalf of Sierra Club in this

           20   proceeding?

           21        A.   Yes, I did.

           22        Q.   And do you have any corrections to that

           23   testimony here today?

           24        A.   Yes.  I just have one minor correction on

           25   footnote -- on page 45 of testimony, footnote 60.
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            1   That footnote refers to footnote 29 above and the

            2   accurate reference is to footnote 43 above.

            3             And then the one other correction is that in

            4   two places, first on page six, line 111 and again on

            5   Page ten in footnote eight, I reference California's

            6   increase in its renewable portfolio standard to 50

            7   percent by 2030.  And in those locations, I say that the

            8   legislature had passed that increase and the governor was

            9   expected to sign it.

           10             I just wanted to update the testimony that

           11   he actually did sign it.

           12        Q.   Thank you, Mr. Beach.  And with those

           13   corrections, is the testimony true and correct to the

           14   best of your knowledge?

           15        A.   Yes, it is.

           16        Q.   And if asked those same questions today,

           17   would your answers be the same?

           18        A.   Yes, they would.

           19             MR. RITCHIE:  Commissioners, with your leave,

           20   I'd like to move into the record the direct testimony

           21   and accompanying exhibits of Thomas Beach.

           22             THE HEARING OFFICER:  Does any party object

           23   to that motion?  Okay.  The motion's granted.  Thank you.

           24             (Direct Testimony and Exhibits of

           25   R. Thomas Beach Admitted)
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            1   BY MR. RITCHIE:

            2        Q.   And, Mr. Beach, have you prepared a summary of

            3   your testimony here today?

            4        A.   Yes, I have.

            5        Q.   Please provide that summary?

            6        A.   Thank you very much.  My name is Tom Beach and

            7   I appreciate the opportunity to address the Commission

            8   on behalf of the Sierra Club today.

            9             The Sierra Club is here today to ask the

           10   Commission to keep Utah open for business.  And by that,

           11   I mean open for the business of developing new clean

           12   energy infrastructure in Utah for the benefit of

           13   Utah ratepayers and the environment in Utah.

           14             Rocky Mountain Power has asked the Commission

           15   to reduce from 20 years to three years the maximum term

           16   of power purchase contracts with new renewable generation

           17   QFs developed in its service territory under PURPA.  The

           18   Sierra Club opposes Rocky Mountain Power's application.

           19             The utility is essentially asking the

           20   Commission to interfere with the functioning of a market

           21   that was expressly designed to counter the monopoly power

           22   of the utility.  Your role as commissioners of course

           23   is to regulate the utility so that it doesn't exert that

           24   power.

           25             I started my career 35 years ago in the early


                                                                      204
�




            1   1980s on the staff of the California Public Utilities

            2   Commission where I worked on the initial implementation

            3   of PURPA shortly after its passage by congress.

            4             Since then, I have observed and I provide

            5   examples in my testimony from Idaho, North Carolina

            6   and California as well as from Utah that historically

            7   renewable QFs have not been developed successfully

            8   where only short-term contracts are available.

            9             If you look on the PacifiCorp system, their

           10   operating renewable QF contracts that obviously have been

           11   successfully developed, the average contract length

           12   is 19.7 years.

           13             It's clear to me that the intent of the

           14   utility's request in this case is to make it impossible

           15   to finance additional renewable projects in its service

           16   territory.  Capital-intensive solar and wind projects

           17   simply cannot be developed successfully with three-year

           18   contracts, and there's no history of them being able

           19   to be developed on that basis.

           20             The Rocky Mountain Power proposal is clearly

           21   an effort to relieve the utility of its must-purchase

           22   obligation under PURPA.

           23             The utility says that it would still be

           24   required to purchase QF power under three-year contracts,

           25   but there really is no must-purchase obligation if
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            1   there's nothing to purchase because projects cannot

            2   obtain financing to be built.

            3             This step to reduce the contract term is of

            4   questionable legality under PURPA whose purpose is to

            5   encourage the development of qualifying renewable

            6   generation that can be developed at the utility's

            7   avoided cost.

            8             If Rocky Mountain Power does not want to

            9   comply with its PURPA obligations, then there are

           10   well-established ways under federal law, Section 210 and

           11   PURPA, for the utility to replace its traditional PURPA

           12   obligation and for the state of Utah to assume greater

           13   control of over utility procurement of renewable

           14   generation in the state.

           15             Many other states have followed this course.

           16   And their procurement of renewable generation is now

           17   under RFPs and under the same type of process that

           18   Rocky Mountain Power now uses to procure other types

           19   of resources.

           20             However, pursuing 210(m) of PURPA may require

           21   other changes in the energy markets in Utah that

           22   Rocky Mountain Power does not seem interested in.

           23             So, we are left with the utilities still being

           24   under a traditional PURPA obligation, the traditional

           25   PURPA must-purchase obligation.
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            1             So, now I'd like to talk a little bit about the

            2   ratepayer indifference issue.  Prices in PURPA contracts

            3   are set based on the utility's avoided cost; that is, on

            4   the cost the utilities would incur for the same amount

            5   of power if it did not purchase the QF generation.

            6             As a result, the utility's ratepayers will be

            7   indifferent on a forecast basis to the purchase of the

            8   additional solar or wind generation.

            9             Rocky Mountain Power claims that this is too

           10   risky.  However, it's no riskier than when a utility

           11   makes a long-term commitment to a new generating plant

           12   that the ratepayers will pay for through the rate base.

           13             When the utility makes such a proposal, whether

           14   that plant is cost effective is decided using the same

           15   types of long-term forecasts that the Commission uses to

           16   set avoided cost prices for QFs using the same type of

           17   information developed in Integrated Resource Plans.

           18             QF pricing is not like short-term hedging

           19   of energy commodities such as natural gas, oil, or

           20   short-term market power and should not be subject to the

           21   Commission's short-term hedging programs and policies for

           22   such commodities.

           23             Renewable QFs are new steel in the ground

           24   generation projects.  And no one builds those new

           25   generation projects on the basis of three-year contracts.
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            1             The Sierra Club believes that the QF market

            2   that the Commission has established in Utah is working

            3   exactly the way you designed it.  There's simply no

            4   present crisis with an oversupply of renewable QFs

            5   in Utah such that the Commission needs to shorten

            6   the contract term that will no longer encourage

            7   the development of solar and wind QFs in Utah.

            8             The Commission's method for setting avoided

            9   cost prices provides the utility with the ability to

           10   update its forward price curb for avoided costs in order

           11   to reflect changing loads and resources, changing natural

           12   gas prices, and changes in the need for generation.

           13             As Rocky Mountain Power adds more renewable

           14   QF generation, its avoided cost prices drop as this

           15   generation replaces progressively less expensive power.

           16             And this could be seen in the declining

           17   indicative prices that Rocky Mountain Power has provided

           18   to solar projects in its pricing queue.

           19             These indicative prices, when compared on an

           20   apples-to-apples basis with the lowest public power

           21   purchase agreement prices for solar in the Western U.S.

           22   show that it's likely that none of the solar QFs in

           23   Rocky Mountain Power's queue are likely to be

           24   successfully developed at the indicative prices.

           25             And even for those projects that have that in
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            1   the contract, time is running out for those projects

            2   to be developed before the end of 2016 when there's

            3   the stepdown of the federal investment tax credit.

            4             So, in short, there's no crisis.  The market

            5   is working correctly and will be self limiting.

            6             Finally, even if there are a few more QFs

            7   developed before the ITC stepdown, this fixed-price

            8   renewable generation offers significant benefits to

            9   Rocky Mountain Power's ratepayers.  And these benefits

           10   are not included in the avoided cost price that the

           11   utility will pay for the power.

           12             And Sierra Club's not suggesting that these

           13   additional benefits be included in the price.  We're not

           14   proposing to change the Commission's avoided cost pricing

           15   methodology, but the existence of these additional

           16   benefits means that if you can buy additional solar

           17   and wind generation at these prices, it's going to be

           18   a good deal for the ratepayers of Utah.

           19             First of all, there is -- the utility does

           20   have the ability to negotiate for the RECs associated

           21   with this generation.  In some instances, not all, they

           22   have procured the RECs associated with QF generation, and

           23   that's a direct and quantifiable benefit to ratepayers.

           24             The second benefit to ratepayers is avoiding

           25   price spikes.  We've seen in 2000, 2001 with the
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            1   California energy crisis, we've seen natural gas price

            2   spikes in 2005 and 2007.  Fixed-price generation provides

            3   protection for customers against such run-ups in prices.

            4             By bringing on more generation in the West that

            5   has zero marginal costs, it lowers the price of -- lowers

            6   the market prices generally across the whole market.  And

            7   since Rocky Mountain Power is short on power, these lower

            8   market prices are an additional benefit to customers.

            9             And finally, there is an economic development

           10   benefit for Utah.  These potential solar and wind

           11   projects represent investment of potentially hundreds

           12   of millions of dollars in clean energy infrastructure

           13   in the state of Utah over the next several years.

           14             Even if only a fraction of them are developed,

           15   they would provide Utah with economic benefits associated

           16   with the construction of modern clean energy facilities.

           17             If these projects are not built in Utah, they

           18   could be developed in one of the surrounding states

           19   that also are rich in renewable resources.

           20             So, in conclusion, I ask again if Utah's open

           21   for this business or is going to hang out a closed sign

           22   similar to the unfortunate recent decision in Idaho

           23   to shorten its QF contract term.

           24             Many states in the West are rich in renewable

           25   resources and developers have options to take their
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            1   business elsewhere.  And so, the Sierra Club looks

            2   forward to how the Commission answers this question.

            3             Thank you very much for your attention.

            4             MR. RITCHIE:  Thank you, Mr. Beach.  Mr. Beach

            5   is available for cross-examination.

            6             THE HEARING OFFICER:  Thank you.  Ms. Dutton?

            7             MS. DUTTON:  No.  Thank you.

            8             THE HEARING OFFICER:  Mr. Dodge?

            9             MR. DODGE:  No questions.

           10             THE HEARING OFFICER:  Mr. Sanger?

           11             MR. SANGER:  No questions.

           12             THE HEARING OFFICER:  Thank you.  Mr. Moore?

           13             MR. MOORE:  No questions.

           14             THE HEARING OFFICER:  Mr. Jetter?

           15                      CROSS-EXAMINATION

           16   BY MR. JETTER:

           17        Q.   I do have a few questions.  Good afternoon.

           18   These are probably similar to what I asked Ms. Wright.

           19             Do you recognize or do you agree or maybe a

           20   better question would be that a 20-year contract reduces

           21   the risk of the income stream upon which financing for

           22   these projects is based?

           23        A.   Yes.

           24        Q.   And do you agree that there is any value to the

           25   reduction of that risk in income variation over the term
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            1   of that income stream?

            2        A.   A value to who?

            3        Q.   In this case, I suppose it would be, there's

            4   a value in that reduction in risk to the lenders on these

            5   projects?

            6        A.   Yes.  Generally, lenders on a renewable energy

            7   project are only willing to take certain risks.  And

            8   generally they're not willing to take the price risk of

            9   fluctuating market prices for a new energy facility

           10   that is going to have a useful life of 20 to 25 years.

           11             There are a lot of risks on these projects.

           12   There are development risks.  There are construction

           13   risks.  There are operating risks.  There's environmental

           14   risks.  And developers are only willing to take a certain

           15   amount of risk.  And one of the risks that it's clear

           16   from the market for these projects that they're not

           17   willing to take is the risk of price fluctuations.

           18        Q.   Thank you.  And so, the 20-year contract

           19   at risk, those prices are ultimately passed through to

           20   consumers and so that risk would also then be passed

           21   on to customers of the utility; is that correct?

           22        A.   Yes.  And that's no different than when the

           23   utility builds any kind of plant.  It's based on -- whose

           24   economics are based on a long-term forecast of what fuel

           25   prices and market prices are going to be in their service
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            1   territory.  Customers take that risk all the time and the

            2   Commission is here in part to make sure that those risks

            3   of evaluated fairly.

            4        Q.   Are you familiar with how Utah calculates its

            5   QF pricing?

            6        A.   I'm familiar in general terms.

            7        Q.   Okay.  Do you know in the QF pricing

            8   calculation if there is anywhere in that formula where

            9   we include the value of this risk?

           10        A.   The value of this risk to who?

           11        Q.   To the customers or to the -- either way.

           12        A.   Well, I'm not aware that it's included either

           13   in QF pricing or in the way that you would evaluate a

           14   utility-owned resource.

           15        Q.   Okay.  And so, if we're estimating our best

           16   guess of a 20-year future avoided cost rate and we want

           17   to keep consumers in a position where they are

           18   indifferent to these contracts, are they really

           19   indifferent if we are placing the price risk upon

           20   the customers when we're calculating it without any

           21   evaluation of that price risk being placed on the

           22   customers?

           23        A.   Well, I think you need to -- there certainly

           24   is -- you know, there is a price risk there.  Market

           25   prices can be higher or lower than what is forecasted
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            1   in the model used to set the avoided cost prices.

            2             You have to evaluate whether that risk is

            3   worthwhile given, you know, some of the other benefits

            4   that ratepayers gain from these resources which I think

            5   are significant in terms of the fact that it's new clean

            6   energy infrastructure, that's it's going to drive down

            7   market prices generally, that it can help with future

            8   carbon compliance, and that it's economic development

            9   for the state of Utah.

           10             If you think that those benefits are worth this

           11   risk, then I think you would say, let's keep our pricing

           12   methodology in place and if more of these resources show

           13   up, that'll be a good thing.

           14        Q.   Thank you.  I would just like to address one

           15   other issue.  I believe you covered it briefly in your

           16   opening statement, but you had testified in your direct

           17   testimony that it was your understanding I think at the

           18   time you had written that that in Utah the utility owned

           19   the RECs for these projects?

           20        A.   I don't think so.  I think I testified that the

           21   utility had acquired some RECs associated with some

           22   contracts.  We did discovery on this and they provided,

           23   you know, an amount of RECs that they had procured from

           24   QFs in Utah.  So, it was my understanding that they

           25   didn't get RECs associated with all of their QF contracts
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            1   but that they had negotiated the acquisition of some.

            2             MR. JETTER:  Okay.  That's what I would like

            3   to clarify.  I have no further questions.  Thank you.

            4             THE WITNESS:  Thank you.

            5             THE HEARING OFFICER:  Thank you.  I think

            6   it might be a good time for a short break before your

            7   cross-examination.  Why don't we break until about 3:10.

            8   We're in recess.

            9             (Recess taken 3:00 p.m. to 3:10 p.m.)

           10             THE HEARING OFFICER:  Okay.  Thank you.

           11   Mr. Beach, you're still under oath.  Ms. Hogle?

           12                      CROSS-EXAMINATION

           13   BY MS. HOGLE:

           14        Q.   Good afternoon, Mr. Beach.

           15        A.   Good afternoon.

           16        Q.   My name is Yvonne Hogle.  I don't think we have

           17   met formally.  I'm in-house counsel for Rocky Mountain

           18   Power.

           19        A.   Nice to meet you.

           20        Q.   Nice to meet you.

           21             You worked for the California Public Utilities

           22   Commission in the '80s; is that correct?

           23        A.   That's correct.

           24        Q.   And you mentioned that you started your career

           25   there working on the initial implementation of PURPA;
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            1   correct?

            2        A.   Yes.

            3        Q.   And so, you dealt directly with issues like

            4   avoided costs; is that correct?

            5        A.   Yes.

            6        Q.   Okay.  And so, when you first started, PURPA

            7   had just been enacted in 1978; is that correct?

            8        A.   Yes.

            9        Q.   Would you agree with me that PURPA was

           10   instrumental in opening up wholesale power markets

           11   by, one, including the must-buy obligation in its

           12   provisions?

           13        A.   Yes.  I generally agree with that.  It opened

           14   up the generation market to a lot of new actors other

           15   than the utilities who had not been able to participate

           16   in that market previously.

           17        Q.   Well, independent power producers just

           18   multiplied in the '80s and into the '90s and into the

           19   2000s; is that right?

           20        A.   Yes.

           21        Q.   Okay.  I'd like you to turn to page 14 of your

           22   direct testimony.

           23        A.   Okay.

           24        Q.   So, on line 270, you state that California

           25   offered 20- to 30-year PURPA contracts in the 1980s with


                                                                      216
�




            1   renewable QFs provided fixed energy and capacity prices

            2   for up to the initial 10 years of the contract and fixed

            3   capacity prices for the full contract term; right?

            4        A.   Yes.

            5        Q.   And when you say, "prices," do you mean

            6   payments?

            7        A.   No.  I mean prices.  You only get -- if you're

            8   a QF, you only get paid if you actually produce the

            9   power.  So, the energy and capacity prices were fixed.

           10        Q.   Okay.  So, when they did enter into these

           11   contracts, assuming they offered the power, they would

           12   get these payments; is that correct?

           13        A.   They would get those prices used to calculate

           14   their payments, yes.

           15        Q.   Okay.  And so, are these what are known as

           16   standard-offer rates?  Could these be part of what you're

           17   talking about here?

           18        A.   Yes.  Those -- well, that's what the

           19   contracts -- they were called standard offer contracts.

           20        Q.   And so, is it fair to say that these energy

           21   payments were established at a time of high oil and

           22   natural gas prices and forecasts that assumed the price

           23   of these fuels would increase significantly?

           24             Do you recall from the 1980s?

           25        A.   Yes.  That is what happened.  In 1986 the price
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            1   of oil went down.  So, for a number of years those prices

            2   were above what you would consider market prices.

            3        Q.   And am I correct that the California PUC placed

            4   no limit on these rates initially when they started

            5   offering them; is that correct?

            6        A.   Are you talking about no limits on the number

            7   of QFs that could be developed?

            8        Q.   The number and volume of contracts.

            9        A.   Yes.  There were no limits at that time.

           10   I would say that when the program started, California

           11   was in a dire straight in terms of electric generating

           12   capacity.  The state desperately needed electric

           13   generation.  And, basically, QFs were the only

           14   alternative.  It was impossible to develop coal plants

           15   in California because of air quality issues.

           16             The utilities were having great difficulty

           17   developing nuclear plants.  It was actually prohibited to

           18   burn natural gas in power plants at that time.

           19   So, literally, the state's only option to meet a critical

           20   shortage of electric generating capacity was QFs.

           21        Q.   Okay.  And then, but on line 275, you note that

           22   the development of these rates ceased when the long-term

           23   contracts were suspended in the late 1980s;

           24   is that correct?

           25        A.   Yes.
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            1        Q.   So, do you know the year when these SO,

            2   standard offer rates were first offered in California?

            3        A.   I believe they were started in 1983.

            4        Q.   And do you know approximately when they were

            5   suspended?

            6        A.   Well, they were suspended over a period of

            7   time.  I think in the '85 to '87 timeframe was when they

            8   were suspended.  There were a number of different

            9   contracts and they were suspended at different times.

           10        Q.   And do you know why they were suspended?

           11        A.   At that time that there was a concern with the

           12   drop in oil prices in 1986 and there was a concern with

           13   an oversupply of QF capacity.

           14        Q.   So, they were widely successful?

           15        A.   They were successful, yes.

           16        Q.   Beyond regulators' expectations?

           17        A.   Yes.  And I think that was a learning

           18   experience.  And I will say that although those prices

           19   were above market for a number of years, those projects

           20   ended up being an incredibly economic resource for the

           21   state during the 2000-2001 California energy crisis.

           22             And the renewable QFs that were developed

           23   in the 1980s are today the least-cost source of renewable

           24   generation for California because many of those projects

           25   are still generating, you know, 30 years after they were
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            1   developed.  So, they have been recontracted and those

            2   contracts are among the least cost source of renewable

            3   generation today in California.

            4             So, yeah, those contracts were above market

            5   for a number of years but you need to look at the

            6   economics over the full life cycle of those projects.

            7   And I think over their full life cycle, they were a

            8   good deal for their ratepayers.

            9        Q.   Do you feel what the California utility's

           10   reactions were to the offering and the continuation

           11   of the standard offer rates while they were valid?

           12        A.   They complained a lot.

           13        Q.   Okay.  Isn't it true that they filed comments

           14   with FERC complaining, as you put it, that these and

           15   other standard offers have forced them to purchase

           16   too much capacity at too high of prices?

           17        A.   Yes, they did complain.  I think if you examine

           18   what their alternatives were, their alternatives would

           19   have been building more nuclear plants.  And if you look

           20   at what they actually paid for the nuclear plants that

           21   they actually built, the QF program was a much better

           22   deal.

           23        Q.   Is it fair to say that California retail

           24   customers in the '90s and maybe into the early 2000s

           25   were paying a lot more for their electricity in part
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            1   due to these above-market rate PPAs?

            2        A.   Well, again, you know, hindsight's always

            3   20-20.  And, yes, there was a period of time in the late

            4   '80s into the '90s where ratepayers in California paid

            5   above what they would have paid if -- for example, if

            6   they had not entered into those contracts and had waited

            7   for gas supplies to rebound and then they'd build gas

            8   plants.  But again, you know, hindsight's always 20-20.

            9             And then it turned out that when we went

           10   through the California energy crisis in 2000, 2001,

           11   those fixed-prices resources turned out to be a

           12   very good deal for those years for ratepayers.

           13             So, again, you have to look at it over the

           14   entire history of those projects.

           15        Q.   But for probably 20 years, California suspended

           16   long-term QF PPA contracts, is that correct, as a result

           17   of these standard-offer contracts?

           18        A.   California did not offer -- in terms of

           19   renewable contracts, they did not offer long-term

           20   contracts to renewable QFs until they started the RPS

           21   program in 2003.

           22             MS. HOGLE:  Okay.

           23             May I approach the witness, Your Honor?

           24             THE HEARING OFFICER:  Yes.

           25   BY MS. HOGLE:
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            1        Q.   So, this, Mr. Beach, is a background

            2   information from Southern Cal Edison's web site

            3   on Qualifying Facilities Background.

            4             Do you have any reason to dispute that what I

            5   just handed you is just that?  If you look at the bottom

            6   of the address, the web site address, you can clearly see

            7   that it is from Southern Cal Edison's web site.

            8        A.   Yes.  I see that.

            9        Q.   Can you please read for me the highlighted

           10   paragraphs?

           11        A.   "The California Public Utilities Commission

           12        decided to encourage QF development further

           13        by establishing generous 'Standard Offer' power

           14        purchase contracts that utilities were required

           15        to accept from QFs.

           16             "The CPUC also based avoided cost on the cost

           17        of owning and operating a natural gas-fired power

           18        plant, which, at the time, was the most costly

           19        of fossil fuel plants to run."

           20             "In 1983, the bottom fell out of international

           21        energy prices and the cost of oil and gas dropped

           22        precipitously, but the lucrative terms of the

           23        Standard Offer contracts did not change, producing

           24        a 'gold rush' of new applicants.

           25             "In response, the CPUC began to phase out the
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            1        Standard Offer program.  By 1986, the CPUC had

            2        suspended the availability of new power purchase

            3        contracts for QF projects larger than 100 kW."

            4             MS. HOGLE:  At this time, Your Honor, I would

            5   like to move for the admission of Rocky Mountain Power

            6   Cross Exhibit-1 into the record.

            7             THE HEARING OFFICER:  If anybody party objects,

            8   please indicate.

            9             MR. RITCHIE:  Mr. Chairman, I do object based

           10   on what Ms. Hogle intends to introduce by this.

           11   Mr. Beach has read that statement.  She's not asked him

           12   to adopt that statement and I think she can fairly ask

           13   questions about the statement read into the record.

           14             But I don't think we have any foundational

           15   evidence or any support to authenticate this document

           16   or to prove up this piece, this document as evidence.

           17             He's welcome to answer questions about it,

           18   but the document itself, I don't think it's necessary

           19   to go into evidence at this time.

           20             THE HEARING OFFICER:  Okay.  Thank you.

           21             Ms. Hogle, do you have any response to that?

           22             MS. HOGLE:  Sure.  I believe I established

           23   foundation already.  I asked him if he believed that

           24   I received or that I printed this off of the Southern

           25   Cal Edison web site.
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            1             And it goes directly to his testimony wherein

            2   he testifies about these very same 20, 30-year PURPA

            3   contracts in the 1980s.  And he was an employee of the

            4   California Public Utilities Commission.

            5             So, I think it presents a full picture of his

            6   testimony that is not included in his testimony of the

            7   conditions and circumstances in California with QF

            8   contracts in the 1980s.

            9             THE HEARING OFFICER:  Given that this is

           10   basically a statement of a California utility that's not

           11   a party to this, I think I'm going to grant the objection

           12   to the motion to enter it but allow questions about the

           13   statements and ask the witness whether he agrees with

           14   them.  But I don't think I see an evidentiary biases

           15   for putting this into evidence.

           16             MS. HOGLE:  Okay.

           17             THE HEARING OFFICER:  Thank you.

           18             MS. HOGLE:  I have no further questions.

           19   Thank you.

           20             THE HEARING OFFICER:  Thank you.

           21             Any redirect?  Mr. Ritchie?

           22                     REDIRECT EXAMINATION

           23   BY MR. RITCHIE:

           24        Q.   Yes.  Thank you.

           25             Mr. Beach, Mr. Jetter of the Division asked you
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            1   a couple questions about ratepayers assuming the risks

            2   of long-term contracts.

            3             Do you remember that line of questioning?

            4        A.   Yes, I do.

            5        Q.   What about short-term contracts?  If the

            6   Commission was to adopt three-year or five-year contracts

            7   that have been proposed today, would ratepayers be

            8   assuming any risks from those contracts?

            9        A.   Yes, they would.  They would assume the market

           10   pricing risk under those contracts because, you know,

           11   market prices can fluctuate and they are very low today,

           12   but we certainly have seen episodes in the past and I'm

           13   sure we will see episodes in the future where market

           14   prices are going to be much higher than they are today.

           15             So, under a short-term contract, ratepayers

           16   bear the risk of those kinds of market price

           17   fluctuations.  And, you know, if you live by the market,

           18   you die by the market I guess is the way to put it.

           19             MR. RITCHIE:  I have no further questions

           20   at this time.  Thank you.

           21             THE HEARING OFFICER:  Okay.  Thank you.

           22             Any desire for any recross from any party?

           23             MS. DUTTON:  Can I ask a recross question?

           24             THE HEARING OFFICER:  Sure.

           25                     RECROSS-EXAMINATION


                                                                      225
�




            1   BY MS. DUTTON:

            2        Q.   It's based on the document that Ms. Hogle asked

            3   the witness to read.

            4             In the second paragraph, the highlighted

            5   section, could you read the first sentence again?

            6        A.   "In 1983, the bottom fell out of international

            7        energy prices and the cost of oil and gas dropped

            8        precipitously, but the lucrative terms of the

            9        Standard Offer contracts did not change, producing

           10        a 'gold rush' of new applicants."

           11        Q.   And under Utah's avoided cost method,

           12   would that ever be the case in Utah that the prices

           13   would not change?

           14        A.   Well, my understanding in Utah is that the

           15   utility is able to update its avoided cost prices as

           16   natural gas prices and forward electric market curves

           17   change.

           18        Q.   And so, would you agree that the terms of the

           19   contracts would change in Utah to adjust the avoided cost

           20   price for QF projects?

           21        A.   Yes.  So, a QF that's developed this year might

           22   not get the same price as a QF developed next year or the

           23   year after that.

           24             MS. DUTTON:  Okay.  Thank you.

           25             THE HEARING OFFICER:  Commissioner White,
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            1   any questions for the witness?

            2             COMMISSIONER WHITE:  No questions.  Thank you.

            3             THE HEARING OFFICER:  Thank you.

            4             Commissioner Clark?

            5                         EXAMINATION

            6   BY COMMISSIONER CLARK:

            7        Q.   A couple of questions about this subject we've

            8   been discussing here.

            9             First, the two paragraphs that you read into

           10   the record, do you disagree in any essential way with

           11   what's represented here as a description of the

           12   historical events of this period?

           13        A.   Well, I actually do disagree with some of the

           14   dates.  For example, the bottom fell out of international

           15   energy prices in 1986, not 1983.  And, you know, I guess

           16   I would quibble with some of the adjectives that the

           17   utility used here.

           18             But, you know, otherwise, you know, generally,

           19   I think that what is described here is pretty consistent

           20   with what I described in my earlier testimony.

           21             You know, I think that we've learned a lot

           22   since then in terms of updating avoided cost prices on a

           23   regular basis so they keep track with the market.

           24   We've also learned a lot about procuring resources.

           25             So, you know, utilities often have the ability
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            1   to negotiate with QFs to some extent, and so, certainly

            2   this experience has not been repeated in California

            3   nor in any other state.

            4             And as I earlier testified, I think in the

            5   final analysis, what California got out of what was

            6   admittedly a flawed initial process was a set of

            7   resources that over the last 30 years has stood

            8   the test of time.

            9        Q.   Did the standard-offer contracts specify a

           10   price or a formula for deriving a price?

           11        A.   The standard-offer contracts that were

           12   applicable to renewable QFs, they had ten years of fixed

           13   prices similar to what contracts in Utah have today.

           14             But they were up to 30-year contracts but the

           15   price was only fixed for the first ten years except for

           16   the capacity price.  The capacity price was fixed for the

           17   full 30 years.  The energy price was fixed for the first

           18   ten years, and then after that first ten years of the

           19   contract, the energy was priced back at the market

           20   prices.

           21             So, in terms of the energy component of those

           22   projects, they were really only above market for the

           23   first ten years.  And because oil prices didn't crash

           24   until '86, some of those projects, they were probably

           25   at market for a number of -- for the first several years
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            1   of those projects.

            2        Q.   How was PURPA administered, then, during the

            3   time period following the suspension of the

            4   standard-offer contracts?

            5        A.   Well, following the suspension, there were

            6   shorter term contracts available, you know.  They were

            7   one-year contracts, basically, at avoided energy and

            8   capacity prices.

            9             Initially, they did have longer term contracts

           10   with fixed-capacity prices available but not fixed-energy

           11   prices.  And then they went to just -- for a period of

           12   time in the '90s, the only thing that was available was

           13   a one-year contract at short-run prices.  And then

           14   California launched into its deregulation experiment

           15   which did not work out.

           16             COMMISSIONER CLARK:  Thank you.  That's all

           17   my questions.

           18             THE HEARING OFFICER:  Thank you.  And I don't

           19   have any.  Thank you.  Anything else, Mr. Ritchie?

           20             MR. RITCHIE:  No.  Thank you, commissioners.

           21             THE HEARING OFFICER:  Thank you.  We'll turn

           22   to Mr. Dodge.

           23             MR. DODGE:  Thank you, Mr. Chairman.

           24   The Rocky Mountain Coalition for Renewable Energy would

           25   like to call Kevin Higgins.
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            1             THE HEARING OFFICER:  Mr. Higgins, do you swear

            2   to tell the truth?

            3             THE WITNESS:  Yes, I do.

            4             THE HEARING OFFICER:  Thank you.

            5                       KEVIN HIGGINS,

            6               having first been duly sworn, was

            7               examined and testified as follows:

            8                      DIRECT EXAMINATION

            9   BY MR. DODGE:

           10        Q.   Would you please explain who you are and on

           11   whose behalf you are testifying?

           12        A.   My name is Kevin Higgins.  I'm here on behalf

           13   of the Rocky Mountain Coalition for Renewable Energy.

           14             (RMCRE Exhibit 1.0 and Exhibit 1.0SR

           15   Identified)

           16   BY MR. DODGE:

           17        Q.   And did you cause in this docket to be prepared

           18   and filed direct testimony and surrebuttal testimony?

           19        A.   Yes, I did.

           20        Q.   And do you have any corrections to any of that

           21   testimony?

           22        A.   I do not.

           23        Q.   And does that testimony represent your sworn

           24   testimony here today?

           25        A.   Yes, it does.


                                                                      230
�




            1             MR. DODGE:  I'd move the admission of

            2   Coalition Exhibit 1.0 and 1.0SR.

            3             THE HEARING OFFICER:  If any party objects to

            4   that motion, please let me know.  Seeing none, the motion

            5   is granted.  Thank you.

            6             (RMCRE Exhibit 1.0 and Exhibit 1.0SR Admitted)

            7   BY MR. DODGE:

            8        Q.   Thank you.  Mr. Higgins, could you provide a

            9   summary of your testimony?

           10        A.   Yes, I will.  Thank you.  Good afternoon

           11   commissioners.  While we're waxing nostalgic a little bit

           12   about PURPA, maybe you'll indulge me and allow me to

           13   point out that my very first experience as a witness

           14   was in 1984 on behalf of the State of Utah Energy Office

           15   before this Commission when the state of Utah was

           16   attempting to implement PURPA for the very first time.

           17             And so, I now find myself 31 years later here

           18   testifying before this Commission on essentially the same

           19   topic.  And I will volunteer that if I show up 31 years

           20   from now to discuss this topic, someone should encourage

           21   me to get a hobby.  But you can look for me on public

           22   witness day in 2046.

           23             Now, in my opinion, the Company's proposal to

           24   reduce the maximum term for fixed-price contracts for QFs

           25   from 20 years to three years is not reasonable nor is it
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            1   in the public interest and the proposal should be

            2   rejected by the Commission.

            3             I believe that the Commission's current

            4   approach to contract terms is reasonable and it provides

            5   an appropriate framework for encouraging QF development

            6   while protecting customer interests.

            7             The Company is asking the Commission to abandon

            8   its long-established policy of reasonably encouraging QF

            9   development by ensuring the availability of the long-term

           10   power purchase contracts at avoided costs.  In its place,

           11   the Company seeks adoption of a new policy that is

           12   clearly designed to hinder further QF development

           13   in Utah.

           14             In supporting it's argument, the Company relies

           15   on inept comparisons to hedging and utility planning

           16   criteria while ignoring the obvious fact that the Company

           17   is compensated for its own resources in a fundamentally

           18   different and far more favorable manner than QFs are.

           19             Take, for example, the unfavorable comparison

           20   of long-term QF contracts to hedging practices.  In my

           21   view, this is an apples-to-oranges comparison.

           22             Hedging contracts are simply an instrument

           23   in pricing the Company's fuel supply and market

           24   purchases, whereas the Company's generation assets that

           25   are served by the fuel hedges are in fact long-term
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            1   obligations for which customers are bound for decades.

            2             So, while the Company enjoys a long-term

            3   revenue security of earning returns from its assets in

            4   rate base, the Schedule 37 or 38 contract is the sole

            5   means by which a QF is compensated for its power.

            6             The more apt comparison is not between the

            7   Company's hedging practices and long-term QF contracts

            8   but it is between long-term QF contracts and the

            9   Company's recovery of its generation investments

           10   in the rate base.  In this comparison, the obligations

           11   of customers are longer term and more open ended when it

           12   comes to paying for utility-owned plant in contrast with

           13   QF contracts because utility generation assets are

           14   subject to ongoing environmental risks that are commonly

           15   addressed through environmental upgrades which customers

           16   are routinely required to fund pursuant to general rate

           17   case decisions.

           18             You know, in the last three general rate cases

           19   in Utah, the Company has requested and been granted

           20   approval for hundreds of millions of dollars of

           21   additional rate base for environmental upgrades.

           22             Customers are also at risk for future

           23   accelerated depreciation of utility generation assets

           24   to the extent that plant lives are shortened in response

           25   to environmental pressures.  So, there are considerable
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            1   risks today for customers under the acquisition of power

            2   from utility-owned assets.

            3             Mr. Clements argues that PURPA contracts do not

            4   go through the same extensive IRP process to determine if

            5   they are needed.  In making this argument, Mr. Clements

            6   overlooks the fact that the pricing methodology adopted

            7   in Utah by this Commission relies upon the Company's IRP

            8   least-cost plan.  And QF prices are tied directly to that

            9   least-cost IRP plan.  This is how ratepayer indifference

           10   is accomplished.

           11             When Mr. Clements discusses the IRP and its

           12   relationship to QF pricing, he limits his discussion to

           13   the next planned thermal resource.

           14             He neglects to point out that the IRP calls

           15   for the purchase of around one million megawatt hours per

           16   year in front-office transactions from 2016 to 2024.

           17             And it is those anticipated purchases that a

           18   long-term PPA with a QF would primarily be displacing,

           19   and it is the displacement of those anticipated purchases

           20   that drives the pricing in QF contracts in Utah today.

           21             In fact, the indicative price posted in

           22   Appendix B of the Company's Q2 filing with this

           23   Commission indicates a long-term 20-year price including

           24   capacity of $33.12 per megawatt hour.  That's for 100

           25   megawatts of displacement with an 85 percent capacity
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            1   factor.

            2             So, with prices like those, it is difficult to

            3   understand the great alarm that is being expressed with

            4   regard to customer interests in protecting ratepayers.

            5             Finally, the proposed change by the Company

            6   is likely to quash QF development in Utah at a time when

            7   implementation of the EPA's clean power plants is

            8   creating significant uncertainty with respect to the

            9   Company's long-term resource plan.

           10             It strikes me as unwise to be signaling to QFs,

           11   particularly in light of their various renewable, zero

           12   emitting and combined heat and power attributes that

           13   their power is of little long-term value and consequently

           14   discouraging their development at a time when new

           15   environmental regulations are placing long-term resource

           16   planning in a state of flux.

           17             This seems particularly unwise when we

           18   understand that the development of renewable

           19   zero-emitting and combined heat and power resources,

           20   each of which has a nexus to QF generation, is encouraged

           21   by the clean power plan as a means of gaining compliance.

           22             In countering my argument, the Company points

           23   out that it's the QF, not Rocky Mountain Power, that owns

           24   the renewable energy certificates.

           25             But this does not refute my argument.  If the
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            1   state of Utah, in complying with the clean power plan

            2   adopts a rate-based plan, then the availability of

            3   additional renewable energy in the state creates a

            4   marketplace from which renewable energy can be purchased

            5   or the credits or the certificates could be purchased for

            6   compliance.  So, it's a supply-and-demand situation.

            7             Yes, the Company doesn't own the RECs or most

            8   of the RECs that the QFs provide, but renewable QFs will

            9   provide a ready supply of RECs that will be available for

           10   sale for compliance.

           11             On the other hand, if Utah adopts a mass-based

           12   plan to comply with the clean power plan, then the simple

           13   displacement of the Company's thermal generation with

           14   renewable energy will help the Company comply.

           15             So, that concludes my summary.  Thank you.

           16             MR. DODGE:  Mr. Higgins is available for cross.

           17             THE HEARING OFFICER:  Okay.  Thank you.

           18             Ms. Dutton, anything from you?

           19             MS. DUTTON:  No.  No questions.

           20             THE HEARING OFFICER:  Mr. Ritchie?

           21             MR. RITCHIE:  No questions.  Thank you.

           22             THE HEARING OFFICER:  Thank you.  Mr. Moore?

           23             MR. MOORE:  No questions.

           24             THE HEARING OFFICER:  Mr. Jetter?

           25             MR. JETTER:  I have no questions.  Thank you.
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            1             THE HEARING OFFICER:  Okay.  Thank you.

            2             Ms. Hogle?

            3             MS. HOGLE:  I have no questions.

            4             THE HEARING OFFICER:  Okay.

            5             Commissioner White?

            6             COMMISSIONER WHITE:  I have no questions.

            7   Thanks.

            8             THE HEARING OFFICER:  Commissioner Clark?

            9             COMMISSIONER CLARK:  No questions.  Thank you.

           10             THE HEARING OFFICER:  I have none.  Thank you,

           11   Mr. Higgins.

           12             THE WITNESS:  Thank you.

           13             MR. DODGE:  Mr. Chairman, the Coalition would

           14   also like to call Mr. Bryan Harris.

           15             THE HEARING OFFICER:  Mr. Harris, do you swear

           16   to tell the truth?

           17             THE WITNESS:  Yes.

           18                        BRYAN HARRIS,

           19               having first been duly sworn, was

           20               examined and testified as follows:

           21                      DIRECT EXAMINATION

           22   BY MR. DODGE:

           23        Q.   Mr. Harris, could you tell us who you are and

           24   for whom you work and on whose behalf you're testifying?

           25        A.   My name is Bryan Harris.  I am a project
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            1   development manager for SunEdison and I am testifying

            2   on their behalf.

            3        Q.   And on behalf of the Rocky Mountain Coalition;

            4   is that correct?

            5        A.   Yes, that's correct.

            6             (RMCRE Exhibits 2.0R, 2.0SR, and 2.0

            7   Identified)

            8   BY MR. DODGE:

            9        Q.   Thank you.  And under your direction,

           10   Mr. Harris, what was direct testimony and rebuttal

           11   testimony and surrebuttal testimony filed on your behalf?

           12        A.   Yes.

           13        Q.   And does that testimony represent your

           14   testimony here today?

           15        A.   Yes, it does.

           16             MR. DODGE:  I'd move the admission of Coalition

           17   Exhibits 2.0R, 2.0SR, and 2.0.

           18             THE HEARING OFFICER:  Okay.  If any party

           19   objects to the motion, please let me know.  I'm not

           20   seeing any.  So, the motion's granted.

           21             (RMCRE Exhibits 2.0R, 2.0SR, and 2.0 Admitted)

           22   BY MR. DODGE:

           23        Q.   Mr. Harris, do you have a summary of your

           24   testimony in this docket?

           25        A.   Yes.  I have a few comments I'd like to provide
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            1   to the Commission to start out.  SunEdison is a large

            2   independent power producer working to develop, build,

            3   and operate renewable energy projects around the world.

            4             We are also very active in developing and

            5   constructing renewable energy projects in Utah.

            6   We've been working on quite a few projects in Utah

            7   over the last several years.

            8             Currently, we have 22 QF power contracts

            9   in place with Rocky Mountain Power.  All of those

           10   projects are either constructed or in construction.

           11             Those projects are all located in Beaver County

           12   and in Iron County in southern Utah.  I believe nine

           13   of the projects are completed with the remaining ones

           14   in construction.  Those projects are currently employing

           15   about 800 construction workers in southern Utah.

           16             The projects are an economic boon to southern

           17   Utah.  They will pay a significant amount of property

           18   taxes over the life of the project as well as about 25

           19   full-time operations jobs.  I bring that up just to point

           20   out that these projects are providing a significant

           21   impact, a positive impact to the state of Utah to the

           22   counties where they are.

           23             In addition, I believe the projects are great,

           24   are a great asset for the ratepayers in Utah.

           25   They provide a long-term contracted amount which
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            1   provides -- well, the projects are contracted and

            2   they have a steady rate for the ratepayers.

            3             The main reason why I'm testifying today is to

            4   provide some information that if those projects were not

            5   open to having a 20-year contract, 20-year term in the

            6   contract, if it was a three-year term, those projects

            7   would not be built or would not be under construction

            8   today.  And moving forward, if the Commission changes the

            9   term to three years, we will not be able to build future

           10   projects in the state of Utah.  And that's really the

           11   crux of my testimony today and my opening statement.

           12             MR. DODGE:  Thank you.  Mr. Harris is available

           13   for cross-examination.

           14             THE HEARING OFFICER:  Thank you.

           15             Ms. Dutton, anything?

           16             MS. DUTTON:  No.  No questions.

           17             THE HEARING OFFICER:  Thank you.  Mr. Ritchie?

           18             MR. RITCHIE:  No questions.

           19             THE HEARING OFFICER:  Mr. Sanger?

           20             MR. SANGER:  No questions.

           21             THE HEARING OFFICER:  Mr. Moore?

           22             MR. MOORE:  No questions.

           23             THE HEARING OFFICER:  Mr. Jetter?

           24                      CROSS-EXAMINATION

           25   BY MR. JETTER:
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            1        Q.   Yes.  Mr. Chairman, I do have a few questions.

            2   Good afternoon.  I'm Justin Jetter and I represent the

            3   Utah Division of Public Utilities.

            4             You're an expert in financing qualifying

            5   facility projects; is that correct?

            6        A.   I'm an expert in developing solar and wind

            7   projects.  And a critical part of that is the financing,

            8   although I would say that Sun Edison has a very

            9   sophisticated finance team that are the true experts

           10   in project finance.  I work closely with them.

           11        Q.   You know enough about it to know that, at least

           12   in your testimony, you testified that shortening the

           13   contract term would make it impossible to finance these

           14   projects; isn't that correct?

           15        A.   Shortening the term to three years or

           16   five years, yes.

           17        Q.   Okay.  And that's because the variability is a

           18   risk that investors are unwilling to take; isn't that

           19   correct?

           20        A.   Yes.

           21        Q.   And that's based on two factors, is that right,

           22   that if you were in an environment where you had higher

           23   avoided cost rates, you could potentially have a shorter

           24   contract term; is that accurate?

           25        A.   By shorter, you mean how many years?
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            1        Q.   Yes.

            2        A.   Yes, that's correct.  That's correct.  It would

            3   need to be significantly higher in order to meet a

            4   three-year or a five-year contract term.  I don't know

            5   how many times higher it would need to be but several

            6   fold higher I would imagine.

            7        Q.   And so, is it accurate that the decision to

            8   finance these is based both on a rate of return of the

            9   project as well as the risk involved?

           10        A.   Could you clarify that a little bit?

           11   I don't quite understand your question.

           12        Q.   Whether or not your financing department is

           13   able to seek and secure financing for QF projects is both

           14   based on the rate of return on the project that you're

           15   offering to those investors as well as the risk that is

           16   involved?

           17        A.   I would say those are two of the factors.

           18   There are additional factors as well.

           19        Q.   Okay.  Thank you.  And a number of witnesses

           20   today have compared QF projects to steel in the ground

           21   resources as opposed to fuel price hedging.

           22             Do you know what the stockmarket price will be

           23   in 2035 on August 5th?

           24        A.   No.

           25        Q.   I don't know either.  But is it possible that
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            1   if the Company has, let's say, a gas resource and the

            2   cost of running that gas resource is higher than the

            3   market price on that day, the Company could essentially

            4   shut off that gas resource and buy market purchases?

            5        A.   I presume.

            6        Q.   And in the alternative, if the market is

            7   considerably lower or at all lower than the cost of

            8   running that resource and there's excess capacity,

            9   the Company could run that resource at its capacity and

           10   sell the additional into the market; is that correct?

           11        A.   I presume that that's correct as well.  I would

           12   add that, you know, with a gas plant, obviously there's

           13   more uncertainty what's going to happen 20 years from now

           14   than with a solar project that has contracted terms for

           15   20 years.  I think both the ratepayer and the developer

           16   have certainty they know that price is going to much more

           17   than the gas plant.

           18        Q.   Okay.  But the Company does have the

           19   opportunity in the future to choose at what rate it's

           20   going to run that gas plant and that would be based on

           21   optimizing its economics with whatever the current market

           22   prices are.

           23             Is that correct to the best of your knowledge?

           24        A.   So, I guess, so, could you clarify that a

           25   little bit more as well?  So, you're asking me,
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            1   if the Company -- in 20 years if the Company will be

            2   able to run their natural gas plant or not?

            3        Q.   I'm just asking that if the Company owns the

            4   gas plant, would it not have the ability in 20 years,

            5   whatever the market conditions are, to choose to run it

            6   in an optimal economic fashion, whether that be full

            7   output, no output or somewhere in between?

            8        A.   Well, I guess I have a hard time answering that

            9   question, but I guess it's hard to predict whether it

           10   would be able to run it economically or not because who

           11   knows what the price of natural gas is going to be in

           12   20 years.

           13        Q.   Okay.  But I guess if the gas price in 20 years

           14   is too high to run economically, they could shut that

           15   plant off and not produce any 20:52:30 hadn't proves any

           16   energy?

           17        A.   I would assume that would be the case.

           18        Q.   Okay.

           19        A.   And with a renewable energy project that's

           20   contracted for 20 years, they wouldn't even need to worry

           21   about that because they know what the price is today

           22   20 years in the future.

           23        Q.   Twenty years into the future, they are also

           24   locked into purchasing every kilowatt hour that comes out

           25   of that renewable project whether that's economic or not?
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            1        A.   Right, but there is a huge benefit to the

            2   ratepayers to know what that certainty is in the future

            3   to date whether it's in the money or out of the money,

            4   correct.  But they do know what that is.

            5        Q.   Okay.  I'm not saying the risk is the risk that

            6   your investors are unwilling to take; is that correct?

            7        A.   I would say that the certainty that comes with

            8   that is required for our investors, whether that's debt

            9   or equity, but the same benefit is also enjoyed by the

           10   ratepayers.

           11        Q.   And so, that's -- you're saying that that's a

           12   risk that your investors are unwilling to take but that

           13   that same risk is a benefit to ratepayers; is that

           14   correct?

           15        A.   That the certainty of knowing what the price

           16   is going to be paid and received is a benefit to both

           17   parties in my opinion.

           18        Q.   And how would that differ from the certainty

           19   in price of, say, a natural gas purchase in 20 years?

           20             Would that not also be a benefit to the natural

           21   gas producer and the Company under that same reasoning?

           22        A.   I think it would if there was a contracted

           23   price for that natural gas in 20 years, presuming that

           24   it was a low price today.

           25        Q.   Okay.  Thank you.
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            1        A.   And not taking into account the environmental

            2   risk and other things that go along with that.

            3        Q.   Thank you.  It's really been compared today,

            4   and I'm asking you because you're more knowledgeable

            5   about the development side, it's been said that the

            6   Company and ultimately these costs generally passed to

            7   ratepayers are making similar long-term hedges when they

            8   construct a new generation facility; is that correct?

            9        A.   It would seem so to me, yes.

           10        Q.   And it's also been argued that the Company does

           11   so with limited risk because it seeks a pre-approval here

           12   and --

           13        A.   Correct.

           14        Q.   -- and it recovers those through its rate base

           15   through the period in which that plant is still being

           16   used; isn't that correct?  And because of the lower risk,

           17   would you expect that a rate of return on that would be

           18   commensurately lower?

           19        A.   Which risk are you talking about?

           20        Q.   So, Company-owned generation facilities.

           21        A.   Okay.

           22        Q.   Because of their reduced risk, would it be a

           23   fair assumption that their rate of return on that, then,

           24   is lower because they are more assured of the return that

           25   they'll get on that?
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            1        A.   Their rate of return is lower than what?

            2        Q.   Well, that was my next question.  What rate of

            3   return is SunEdison requiring to build these projects?

            4             What's the return on equity on it?

            5             MR. DODGE:  I'm going to object to that

            6   specific question.  I'm pretty sure that's considered

            7   confidential and proprietary and not something that could

            8   be disclosed in public.

            9             THE WITNESS:  That is correct.

           10             MR. DODGE:  Nor do I think it's relevant.

           11             MR. JETTER:  I think it's directly relevant.

           12   If you're going to compare, which has been done multiple

           13   times by certain parties today, if we're going to compare

           14   Company-owned resources in the long-term hedges and risk

           15   involved with those, I think the rate of return on those

           16   is important to evaluate whether financing those projects

           17   is in fact similar to financing long-term QF projects.

           18             MR. DODGE:  And that could have been asked in

           19   discovery and appropriate protections taken.  It was not

           20   done.  It can be disclosed publicly.  If you're going

           21   to insist upon clearing the room and trying to get an

           22   answer, we'd have to go call the general counsel and see

           23   whether he's allowed to testify.

           24             This could have been anticipated in advance.

           25   That's very highly proprietary confidential information
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            1   to any developer or any company.  It's not something

            2   they disclose.

            3             MR. JETTER:  Would you be able to answer

            4   whether it's higher than ten percent?

            5             MR. DODGE:  I don't know that, but if you're

            6   going to ask, the Company's return is over 15 percent

            7   before tax.  So, let's get apples and apples and not

            8   oranges.  But I don't know if he can even answer that.

            9   I really do not know that.

           10             THE WITNESS:  I can't answer that.

           11             MS. HOGLE:  Your Honor, excuse me.  I'm sorry.

           12             THE HEARING OFFICER:  Yes.

           13             MS. HOGLE:  I think I heard Mr. Dodge testify

           14   that the Company's return was 15 percent.  I'd like that

           15   stricken from the record.  That may or may not be

           16   confidential or what have you, but I think that needs

           17   to be stricken from the record.

           18             MR. DODGE:  It isn't testimony.  It's just my

           19   statement.  So, whether you strike it or not, it's

           20   irrelevant.  Take 9.8 and gross it up by tax because it's

           21   15 point something, but if she doesn't trust my math --

           22             THE HEARING OFFICER:  Okay.  Well, I think the

           23   record should reflect that that was a statement not under

           24   oath and not by a witness.  And I think that covers it.

           25             Back to Mr. Jetter.  I guess I'll ask you,
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            1   are you making a motion to close the hearing and take

            2   some time to deal with answering this question?

            3   BY MR. JETTER:

            4        Q.   I'll withdraw the question.  I'm not sure the

            5   value of that would be persuasive in the outcome of this

            6   necessarily.  So, I'll withdraw the question, but I would

            7   like to ask kind of a corollary question with that.

            8             If you're getting a guaranteed fixed-price

            9   payment for every kilowatt hour you deliver over the

           10   course of 20 years, is it accurate to say that, at least

           11   within that period, that your risk involved in that

           12   project is as low as the Company's risk in one of its

           13   resources?

           14        A.   I would say no, it is not.  And I am not an

           15   expert in utility finance, but my understanding is,

           16   their rate of return is guaranteed.  I don't know

           17   if that's accurate or not, but I know that our rate

           18   of return is not guaranteed.

           19             There's lots of factors that go into that.

           20   If you build a wind farm and you miscalculated how much

           21   the wind blows, you can end up with a much lower return

           22   and there's no way to inflate that return.  It's going

           23   to be what it is.  So, I would say our risk is not

           24   comparable with a utility, with the Company.

           25        Q.   Would you say that that probably varies with


                                                                      249
�




            1   the type of resource that you're using?  So, for example,

            2   would you say that solar is significantly lower risk?

            3        A.   It could be.  Solar resource is generally more

            4   consistent than a wind source.  So, it could be, but if a

            5   certain developer was not sophisticated enough to

            6   understand that, then they could take a lot of risk

            7   upon themselves.

            8        Q.   Thank you.  You said that currently your

            9   projects employ about 800 construction workers;

           10   is that correct?

           11        A.   That is correct.

           12        Q.   And there would be about 25 ongoing full-time

           13   employees?

           14        A.   Yes.

           15        Q.   Do you know if that's more or less than there

           16   would be had that same generation come from another

           17   source like a natural gas plant?

           18        A.   I do not know on the construction side of that.

           19   I would imagine that on the operation side it's less but

           20   I do not know.  For a coal plant it would be less.

           21   I don't know about a natural gas plant.

           22             MR. JETTER:  Okay.  Thank you.  Those are all

           23   of my questions.

           24             THE HEARING OFFICER:  Thank you.  Ms. Hogle?

           25                      CROSS-EXAMINATION
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            1   BY MS. HOGLE:

            2        Q.   Just a few questions.  Were you in the room

            3   when Mr. Beach testified that current avoided cost prices

            4   are about $30 per megawatt hour?

            5        A.   I was.

            6        Q.   Would it surprise you to know that the 20-year

            7   levelized price of some of SunEdison's contracts is

            8   around $100 per megawatt hour?

            9        A.   It would not.

           10        Q.   Okay.  On cross-examination you testified that

           11   it was a benefit for customers to have fixed-price

           12   contracts because they know what it costs for 20 years

           13   let's say; is that correct?

           14        A.   That is correct.

           15        Q.   How is that a benefit for ratepayers if current

           16   market prices stay for 30 years -- for the 20 years,

           17   how would that be a benefit?

           18        A.   At the time -- so, SunEdison has signed 22

           19   power purchase agreements.  And first of all, maybe I

           20   should back up a little bit.  So, the power purchase

           21   contracts that you're referring to are the Schedule 37

           22   power contracts; correct?

           23        Q.   Correct.

           24        A.   Okay.  So, those contracts make up a small

           25   portion of SunEdison's portfolio of megawatts, probably
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            1   around 20 megawatts.  And so, those higher priced power

            2   purchase contracts were executed under a former avoided

            3   cost methodology which took into account a significant

            4   capacity cost, capacity payment which would be counted

            5   for about half of the energy of payments and the other

            6   half was energy payments.  So, the total of the project.

            7   So, probably about 20 megawatts is what you're referring

            8   to.  The larger contracts, and I would say 95 percent of

            9   contracts that SunEdison has signed is significantly

           10   lower than that, less than half of that in general terms.

           11             So, I would say that the majority of our

           12   contracts are significantly beneficial to ratepayers.

           13   The first contracts that we signed were developed under

           14   avoided cost methodology, they give a lot more benefit to

           15   capacity and because solar projects do generate during

           16   the day, they do receive a significant capacity payment.

           17             And I think that whole argument and discussion

           18   that was discussed in one of the dockets whether that was

           19   fair or not.  And I think since that was -- since the

           20   capacity payment was removed from the avoided cost

           21   methodology, I think it was determined that that

           22   did not benefit the ratepayers.

           23             So, I would concede that on those approximately

           24   20 megawatts, it probably wasn't a good deal for the

           25   ratepayers, but I would say that the system is working


                                                                      252
�




            1   because after we sign those contracts, then that issue

            2   is brought before this Commission and they were able

            3   to remove that at their discretion.

            4             And so, I believe that the current avoided cost

            5   methodology is very beneficial to ratepayers.

            6   Hence, the $33 that you mentioned earlier.

            7             MS. HOGLE:  I have no further questions.

            8   Thank you.

            9             THE HEARING OFFICER:  Thank you.  Any redirect?

           10             MR. DODGE:  No.  I have none.  Thanks.

           11             THE HEARING OFFICER:  And Commissioner Clark?

           12                         EXAMINATION

           13   BY COMMISSIONER CLARK:

           14        Q.   Good afternoon, Mr. Harris.  Thanks for being

           15   here.  I have some questions for you about the projects

           16   that you refer to early in your direct testimony.

           17             Were they all constructed on the strength

           18   and financed on the strength of purchase power agreements

           19   that the Commission approved?

           20        A.   Yes -- no, they were not.  So, the Schedule 38

           21   projects were.  The Schedule 37 projects did not need

           22   approval from the Commission.

           23        Q.   And as to the Schedule 38 projects, a number of

           24   those aren't yet completed if I'm correct; is that right?

           25        A.   None of the Schedule 38 projects are completed.
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            1        Q.   And what's the completion date that you're

            2   contemplating, the operations date for those?

            3        A.   They will be completed between June and

            4   September of 2016.

            5        Q.   Do you have experience in seeking financing

            6   for these sorts of projects that involves a stream

            7   of payments that's different than 20 years?

            8        A.   I do not.

            9        Q.   Do you know whether your company does?

           10        A.   Yes.  I believe they do.

           11        Q.   And do you have any knowledge of the Company's

           12   experience in seeking financing?

           13        A.   I have general knowledge but not details.

           14   But we do develop projects in different markets

           15   in different parts of the country and --

           16        Q.   And can you put boundaries on the financing

           17   arrangements that you're familiar with, the high side

           18   and the low side in relation to the duration of the

           19   payment streams or the pricing, the periods of time

           20   over which the pricing is fixed?

           21        A.   Yeah.  So, generally, there are some parts

           22   of the country where some markets that are more liquid

           23   than Utah or the terms are less than 20 years.

           24             However, there are hedging instruments

           25   available in those markets that are used in order to
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            1   contract out the power for a longer term.  And I don't

            2   understand the nuances of how that works because

            3   I haven't worked with them specifically.

            4             But if you're in a liquid market and you can

            5   hedge that out further, then that creates the certainty

            6   that banks and investors need if that makes sense.

            7        Q.   And when you say, "less," how much less?

            8        A.   I believe 15 years in some of those markets.

            9   However, the caveat is at the end of the 15 years, the

           10   projects are still located in a liquid market where they

           11   can readily sell the power from those projects.

           12        Q.   In those arrangements or any others that you're

           13   aware of -- well, before I ask that, actually, what's the

           14   high side, in other words --

           15        A.   The longest term --

           16        Q.   Right.  Right.

           17        A.   We've done 25 years and I believe there are

           18   some 30-year power purchase contracts.  And obviously,

           19   from a developer, the longer the better.  The cost of

           20   capital goes down with the longer terms and hence the

           21   lower price of the PPAs that we can enter into.

           22        Q.   In any of these arrangements that you're aware

           23   of, is there a provision for adjusting either the energy

           24   or the capacity payment before the expiration of the

           25   term?
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            1        A.   I really don't know the answer to that.

            2   I presume that there may be, but I really don't know

            3   the answer to that.

            4        Q.   Regarding your testimony that PacifiCorp's

            5   proposal would -- I don't want to mischaracterize it, but

            6   would either halt or significantly retard the development

            7   of QF projects, do you have a sense of where the tipping

            8   point is between three years and 20 years?

            9        A.   You know, that's a good question and obviously

           10   we've thought about that.  And we don't have a good

           11   answer to that.  We know that we can finance a 20-year

           12   project or a 20-year contract term.

           13             Could we contract a 19-year?  I would think we

           14   probably could.  But where that starts stops, I don't

           15   know.  But what I do know is that the shorter term, the

           16   more difficult it becomes and the higher our cost of

           17   capital becomes and it makes projects less financially

           18   viable overall because the cost of capital increases

           19   because there's more risk introduced.

           20             COMMISSIONER CLARK:  That's all.  Those were

           21   all my questions.  Thank you, Mr. Harris.

           22             THE HEARING OFFICER:  Commissioner White?

           23             COMMISSIONER WHITE:  I have no questions.

           24   Thanks.

           25             THE HEARING OFFICER:  I don't have any.
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            1   Thank you.  Mr. Dodge?

            2             MR. DODGE:  As a final witness, the Coalition

            3   would like to call Hans Isern.

            4             THE HEARING OFFICER:  Mr. Isern, do you swear

            5   to tell the truth?

            6             THE WITNESS:  I do.

            7             THE HEARING OFFICER:  Thank you.

            8                         HANS ISERN,

            9               having first been duly sworn, was

           10               examined and testified as follows:

           11                      DIRECT EXAMINATION

           12   BY MR. DODGE:

           13        Q.   Would you please state for the record who you

           14   are, for whom you work, and on whose behalf you're

           15   testifying?

           16        A.   Yes.  My name is Hans Isern.  It's spelled

           17   H-a-n-s.  And the last name is I-s-e-r-n.

           18             I am the senior vice president of origination

           19   for sPower.  sPower is a Utah-based IPP.

           20        Q.   I apologize, Mr. Isern.  I've been calling you

           21   Isern.  You were too nice to correct me before.

           22        A.   That's fine.  Everybody does.

           23             (RMCRE Exhibit 3, 3.0R, and 3.0SR Identified)

           24   BY MR. DODGE:

           25        Q.   Mr. Isern, did you cause to be developed and
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            1   filed in this docket direct testimony, rebuttal

            2   testimony, and surrebuttal testimony under your name?

            3        A.   Yes.

            4        Q.   And do you adopt that testimony here as your

            5   testimony in this proceeding?

            6        A.   I do.

            7             MR. DODGE:  Mr. Chairman, I'd move the

            8   admission of Coalition Exhibits 3, 3.0R and 3.0SR?

            9             THE HEARING OFFICER:  If any party objects to

           10   the motion, please let me know.  Seeing no objections,

           11   the motion's granted.

           12             (RMCRE Exhibits 3, 3.0R, and 3.0SR Admitted)

           13   BY MR. DODGE:

           14        Q.   Mr. Isern, would you provide a summary of your

           15   testimony?

           16        A.   Absolutely.  sPower believes that the current

           17   20-year PPA term is proper and should remain in place.

           18   Anything less we believe will be a major blow to utility

           19   scale renewable development.

           20             We further believe that capital and jobs

           21   will leave Utah based on any decision of that sort.

           22   And pricing under three-year PPA terms very well might

           23   be higher than pricing under longer PPA terms due to the

           24   risks involved and the requirement for capital providers

           25   such as ourselves to invest in projects.
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            1             Essentially, for three-year and five-year

            2   terms, we very likely just won't do.  We'll move our

            3   development efforts and dollars to another state for,

            4   you know, terms and the kind of, call it the 15- to

            5   20-year range, it would be very difficult for us to do

            6   and would severely impact our ability to arrange for

            7   low-cost financing.

            8             We have discussed this both with our own board

            9   and investment committees as well as our tax, equity,

           10   and debt providers.  And everyone had the same reaction

           11   that we did.  One of the items that I don't think has

           12   been covered well thus far is the categorization of

           13   risks.  And our opinion, the benefits of a long-term

           14   QF pricing are two ways.

           15             It does benefit developers who need long-term

           16   price certainty for power sales, but we also believe that

           17   it benefits ratepayers who likely intend to be in the

           18   Utah market purchasing energy for long periods of time

           19   who would like to not be exposed to risks of long-term

           20   purchases.

           21             Furthermore, we think that the QF program is

           22   working very well as of today as evidenced by the PPA

           23   rates going from over $60 down to 60 to 50 to 40 to 30.

           24   That's what should happen in competitive markets, and we

           25   view that as a success, not as a reason for concern.
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            1             We also believe that 20 years is the current

            2   industry standard.  It is the standard for reasons.

            3   That is the usual finance tenor of debt that gets put

            4   on the projects.  And I have found it interesting that,

            5   you know, Rocky Mountain Power might consider entering

            6   into a 15-year coal supply provision because that is

            7   standard for coal.  Our standard is 20 years.

            8             So, we would ask not to have our standards

            9   significantly changed as well.  I think that concludes my

           10   summary.

           11             MR. DODGE:  Thank you.  Mr. Isern is available

           12   for cross-examination.

           13             THE HEARING OFFICER:  Thank you.

           14             Ms. Dutton, anything?

           15             MS. DUTTON:  No questions.

           16             THE HEARING OFFICER:  Mr. Ritchie?

           17             MR. RITCHIE:  No questions.

           18             THE HEARING OFFICER:  Mr. Sanger?

           19             MR. SANGER:  No questions.  Thank you.

           20             THE HEARING OFFICER:  Mr. Moore?

           21             MR. MOORE:  No questions.

           22             THE HEARING OFFICER:  Mr. Jetter?

           23                      CROSS-EXAMINATION

           24   BY MR. JETTER:

           25        Q.   I do have a few questions.  Good afternoon.


                                                                      260
�




            1   Thank you for being here.

            2             Is it correct that a big part of your job

            3   in evaluating the way in which you finance a project

            4   is evaluating the risk involved with that project?

            5        A.   Absolutely.

            6        Q.   And is it also -- generally, your testimony

            7   has been that, I believe you had said that you might be

            8   able to finance a 15- to 20-year project and then you

            9   generally only finance 20-year or longer projects;

           10   is that correct?

           11        A.   That's correct.  We have financed 15-year

           12   projects in states and markets where there are other

           13   incentives.  For example, in North Carolina, there was

           14   a large state tax credit that provided additional revenue

           15   to offset the fact that it is a shorter term PPA.

           16             We've seen the same in certain Northeast states

           17   such as Massachusetts which have very high prices.

           18   Essentially, what that leads to is front loading of the

           19   revenues.  So, we've been comfortable in certain

           20   circumstances with shorter term PPAs, once again,

           21   in the 15-year time range when there are other

           22   significant revenue streams to help keep investors cool.

           23        Q.   Okay.  And so, really, that's just based

           24   on a higher rate of return for that investment;

           25   is that correct?
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            1        A.   Not necessarily.  Think about the percentage

            2   of revenue that is contractually guaranteed.

            3        Q.   Okay.  And the more percentage that's

            4   guaranteed, the more likely you are to lend on it;

            5   is that correct?

            6        A.   Yes.  Not exactly lend but provide capital.

            7        Q.   Okay.  And in that formula, do you compare --

            8   essentially, you would make money by having a variation

            9   or a difference between the cost of the capital to your

           10   company and then the rate at which you seek return on

           11   that capital when you lend it to one of these projects?

           12        A.   Somewhat, yes.  We're an equity provider.  So,

           13   we would provide cash equity into the projects and then

           14   earn a return over time.  Usually most of that return

           15   comes from revenues under a long-term PPA.

           16        Q.   Okay.  And would you say, then, that the

           17   ability to provide financing for a project, then,

           18   is dynamic?  It changes with cost of capital in the

           19   market or other resources?  It's not a fixed number

           20   that's always going to be the same?

           21        A.   Well, I suppose that the ability to provide

           22   capital or the availability of capital does change from

           23   year to year.  That said, in my experience and in the

           24   past multiple years of having renewable projects

           25   financed, no one has been doing three- to five-year PPAs.
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            1   And the industry standard has been 20.

            2   We've seen a lot of 25-year PPAs as well.

            3        Q.   I'd like you to change to a slightly different

            4   line of questioning here just briefly.

            5             You had mentioned that you think that the Utah

            6   QF pricing mechanism, our method of calculating the price

            7   has been working appropriately because as each additional

            8   resource is added to the queue, the price is lower.

            9   Eventually that would presumably I guess reach zero.

           10             Is that ...

           11        A.   I don't know about reaching zero but having

           12   your marginal costs decrease with increasing supply

           13   is consistent with my understanding of the intent.

           14        Q.   Okay.  And so, you could have a perfectly

           15   working-well market where you have a lot of QF

           16   applications and a lot of QFs being built;

           17   is that correct?

           18        A.   Yes.

           19        Q.   And you could also have a perfectly

           20   working-well market where there are no QF applications

           21   and none being built; is that correct?

           22        A.   Well, I don't think that would be a QF market,

           23   then.  If there's no participants, I don't see how you

           24   would have the existence of a market.

           25        Q.   Well, isn't it your testimony that as the
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            1   prices being paid decrease that your supply would

            2   decrease?

            3        A.   Yes.  So, efficiently or effectively, you have

            4   a dynamic mechanism to ensure that the most economically

            5   viable projects get built and those that are not

            6   economically viable, they would not accept the QF price

            7   and would exit the queue.

            8        Q.   Okay.  And At some point, you would reach a

            9   point where there is not another economically viable

           10   project; is that correct?

           11        A.   Not necessarily because conditions will change

           12   so that you might reach that point where you don't see

           13   anything for a year or two years.

           14             But, you know, as there are fluctuations and

           15   panel prices and other costs, as there are fluctuations

           16   in natural gas prices, you might see it become more

           17   viable to once again develop under the QF program.

           18        Q.   Thank you.  And so, following up on that,

           19   it would be fair to say, then, that it's certainly

           20   possible, then, to have a multi-year period with no

           21   QFs being built and it would still qualify in your

           22   opinion as a market that's working well?

           23        A.   I don't know if I would say it's working well

           24   if you have multiple years where no QF projects are being

           25   built.  It might be working well if you have low volume
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            1   for a couple of years, but without any specifics of the

            2   example, it's hard for me to opine.

            3        Q.   Let's just assume everything stays equal,

            4   energy prices stay equal and each QF in the queue

            5   displaces a reduced value and so each QF subsequently

            6   receives a lower value.

            7             In an efficient market, would you not expect

            8   that you would reach a point where there are no more

            9   efficient projects to be built and that would be the

           10   optimum number of QFs?

           11        A.   I suppose, theoretically, if PacifiCorp is --

           12   other supply stays statistic and their load stays static,

           13   you know, and a lot of -- I think you said if all else

           14   stays equal, then, yes, they would expect for there to be

           15   a set number of QF projects developed unless, you know,

           16   developers can somehow create more economically

           17   attractive projects over time, but assuming that they

           18   can't, then, yes, there would be a point where you would

           19   fill up the abilities of QFs to provide a benefit

           20   to ratepayers and to obtain contracts.

           21        Q.   Thank you.  And so, wouldn't that ultimately

           22   reach the conclusion that the number of QFs being built

           23   in a particular period is not necessarily indicative

           24   of whether the market is working correctly?

           25        A.   Well, I don't know if your example is really
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            1   realistic because it assumes a lot of things that we

            2   don't see in practice.

            3             In my opinion, a working QF market would see

            4   contracts being signed at declining marginal prices.

            5   Now, that might take time to get there.  I don't think

            6   anyone would expect, you know, your QF program to develop

            7   overnight.  I don't think anyone would expect it would,

            8   you know, fill up in a number of months.

            9             But there would be period as projects are

           10   developed and development cycles can range from I guess

           11   six to 48 months depending on the size of the project.

           12             And during that time, you would start seeing

           13   the marginal price decreasing as more and more projects

           14   are brought on line, all else being equal.

           15        Q.   And let's say hypothetically you are in an

           16   environment where you have a 30 percent tax credit and

           17   that tax credit ends.

           18        A.   Yes.

           19        Q.   And in an efficient market, would you expect

           20   that you would reach every QF or nearly every QF that

           21   could be developed economically taking into account

           22   the 30 percent tax credit.  Once that tax credit ends,

           23   would you expect to see the need for QFs?

           24        A.   I think that it would take some time.  I think

           25   that the ITC expiration at the end of '16 would
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            1   definitely hit the pause button on QF CODs.

            2        Q.   And whether there are new QFs built in the

            3   subsequent years, would you say that that may or may not

            4   be a reflection -- may not be I guess a reflection of

            5   whether the market is working well or whether it's not

            6   working well?

            7        A.   Well, the ITC would be an external factor that

            8   would effect the economic viability of the project.

            9   So, we're not asking for, you know, higher avoided cost

           10   pricing because the ITC is expiring.  We're asking for

           11   the PPA terms to remain unchanged at 20 years.

           12        Q.   And do you think -- I guess -- let's ask a

           13   slightly different question.

           14             At the current avoided cost rates, without the

           15   tax credit, is it likely that you would finance a 20-year

           16   project based on the costs that you're seeing today for

           17   those projects as well as the avoided cost rate of,

           18   let's say, $40 a megawatt hour?

           19        A.   I think that would be difficult and we would

           20   need to see significant movement in EPC costs that would

           21   be essentially construction and then your equipment

           22   costs.

           23             MR. JETTER:  Okay.  Thank you.  That's all the

           24   questions that I have.  Thank you.

           25             THE HEARING OFFICER:  Thank you, Mr. Jetter.
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            1             Ms. Hogle?

            2             MS. HOGLE:  I have no questions.

            3             THE HEARING OFFICER:  No questions?  Okay.

            4             Mr. Dodge, any redirect?

            5             MR. DODGE:  No.  Thank you.

            6             THE HEARING OFFICER:  Okay.  Thank you.

            7             Commissioner Clark?

            8                         EXAMINATION

            9   BY COMMISSIONER CLARK:

           10        Q.   Mr. Isern, in the descriptions that you've

           11   given us of the kinds of arrangements, PPA arrangements

           12   that are acceptable to the Company in terms of

           13   development, do any of those or have any of those

           14   involved some form of adjustment or adjustability either

           15   to the energy component or the capacity component?

           16        A.   No, none that I can think of.  Everything is

           17   under a fixed-price contract.  There may be escalation

           18   built into the pricing but it's still fixed from day one

           19   and then, you know, each year your contract price may

           20   vary but it is a fixed price from the day you sign

           21   through the delivery term of the PPA.

           22             COMMISSIONER CLARK:  Thank you.  That's my only

           23   question.

           24             THE HEARING OFFICER:  Commissioner White?

           25                         EXAMINATION
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            1   BY COMMISSIONER WHITE:

            2        Q.   With respect to the ITC eligibility,

            3   I understand from the testimony given today that it's

            4   set to expire at the end of this year.

            5             For eligibility purposes, does a QF have

            6   to reach the commercial operations day or is it a certain

            7   amount of construction or capital spent to be eligible

            8   for that ITC?

            9        A.   Yeah.  I might have misspoken.  The ITC

           10   deadline would be to have a project in service by the

           11   end of 2016.  If you are not in service and delivering

           12   energy and receiving revenue, then you would not qualify

           13   for the ITC.

           14             There is some discussion about amending that

           15   to have started construction language where developers

           16   and financiers can invest a certain amount of money and

           17   start work on a site to qualify it, but as of today,

           18   the projects must be in service and delivering energy

           19   and receiving revenue as of December 31st, 2016.

           20             COMMISSIONER WHITE:  I have no further

           21   questions.

           22             THE HEARING OFFICER:  Okay.  Thank you.

           23   I don't have any.  Thank you, Mr. Isern.

           24             MR. ISERN:  Thank you.

           25             THE HEARING OFFICER:  Mr. Dodge, anything
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            1   further from you?

            2             MR. DODGE:  That's all.  Thank you.

            3             THE HEARING OFFICER:  Okay.  Does any party

            4   have anything else before we adjourn?

            5             MR. RITCHIE:  Mr. Chairman?

            6             THE HEARING OFFICER:  Mr. Ritchie, yes.

            7             MR. RITCHIE:  I did want to ask about whether

            8   a briefing schedule would be available here.  I would say

            9   from Sierra Club's standpoint, I think it could be

           10   helpful in this case.

           11             In particular, I think there was some issues

           12   addressed about the legality of some of the proposals

           13   under PURPA.  And if that gets into some pretty

           14   complicated legal questions, that we would like to brief.

           15             THE HEARING OFFICER:  Okay.  So, we have a

           16   request from the Sierra Club for legal briefing.

           17             Let me ask all the parties to comment on that.

           18   Why don't we start with the applicant.

           19             MS. HOGLE:  I would leave it up to the

           20   Commission.  If the Sierra Club is going to brief, the

           21   Company would then want the opportunity to do so as well.

           22             THE HEARING OFFICER:  Okay.  And, Mr. Jetter?

           23             MR. JETTER:  I think from the Division's

           24   perspective, we're probably a little indifferent.  We're

           25   happy to do it if the Commission thinks it's of value.
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            1   I guess that's probably my response.  Thanks.

            2             THE HEARING OFFICER:  Okay.  And, you know

            3   what, to save time, why don't I go back and say,

            4   do you have thoughts on timing or length?

            5             Why don't we go back to Mr. Ritchie.

            6   And I'll still get around to everybody, but I wanted

            7   to get those two issues out of the way.

            8             MR. RITCHIE:  The immediate thing that comes

            9   to mind for me is Thanksgiving.  That's why I would maybe

           10   say the week sometime after Thanksgiving.

           11             THE HEARING OFFICER:  Okay.  Ms. Hogle?

           12             MS. HOGLE:  So, that would mean next week and

           13   then Thanksgiving week and then they would be due the

           14   week after Thanksgiving.  Is that --

           15             MR. RITCHIE:  I would normally say two weeks

           16   but two weeks puts us right there in that Thanksgiving

           17   holiday.  So, I would say, you know, go to the following

           18   week.

           19             MS. HOGLE:  And I think that would be

           20   appropriate, and I would add that it would be one round

           21   submitted by everybody at the same time.

           22             As far as length, I'm not sure.  I think there

           23   should be a limit.  Again, I think I would leave it up to

           24   the Commission to determine.

           25             THE HEARING OFFICER:  We stop reading after the
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            1   limit.  Thank you.  Mr. Jetter?

            2             MR. JETTER:  That's a reasonable schedule for

            3   us.  I don't think anyone would need a lot of pages to

            4   cover it.  So, whatever page limit the other parties

            5   or the Commission would like.

            6             THE HEARING OFFICER:  Okay.  Thank you.

            7             Mr. Moore?

            8             MR. MOORE:  The Office would be would be happy

            9   to go along with the Division's recommendation.

           10             THE HEARING OFFICER:  Okay.  Thank you.

           11             Ms. Dutton?

           12             MS. DUTTON:  I think that if the Commission

           13   feels it's necessary, then we would definitely comply

           14   and submit a brief.

           15             THE HEARING OFFICER:  Mr. Dodge?

           16             MR. DODGE:  Yeah.  I think maybe the

           17   Commission's sort of practice is if someone feels it

           18   would be useful unless the Commission feels otherwise

           19   that that's been accommodated.  And I encourage you to do

           20   that.  I guess I might suggest one additional as a

           21   personal item.  And that is, it would be work better

           22   for me if we went into the following week, the 11th of

           23   December or something like that.  Kind of splitting the

           24   holidays.

           25             THE HEARING OFFICER:  Okay.  Thank you.
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            1             Mr. Sanger?

            2             MR. SANGER:  If other parties believe that

            3   briefs are necessary, then we would support that.

            4   We're not asking for briefing, but if other parties

            5   believe it's necessary, we would support that.

            6             As late as possible for the briefs given the

            7   holidays.  So, whatever the Commission wants but the

            8   later the better for us.

            9             THE HEARING OFFICER:  Okay.  Should we

           10   deliberate just for a moment or two and chat?  Why don't

           11   we take a recess until about, I'm going to say 4:40.

           12             Thank you.

           13             (Recess taken from 4:36 p.m. to 4:40 p.m.)

           14             THE HEARING OFFICER:  Okay.  We're back on the

           15   record to address the issue of legal briefing.

           16             Any party who desires to express to us their

           17   position on legal issues with respect to interpretation

           18   of federal or state PURPA may do so by Wednesday,

           19   December 9th within a 10-page limit.  And we will

           20   consider anything submitted by that date before we

           21   finalize our order.  Anything further from anyone?

           22             (Discussion off the record)

           23             THE HEARING OFFICER:  The witnesses, if you

           24   have your summary in writing, the court reporter would

           25   appreciate having a copy of that if you have it here
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            1   with you.  And seeing nothing further from anybody --

            2   oh, sorry.

            3             MR. SANGER:  Your Honor, I would just like to

            4   ask the question so I understand.  You said the legal

            5   issues on the interpretation of PURPA.  Do I read that

            6   as the legal brief should be limited to only those legal

            7   issues or whether it would be broader than that?

            8             THE HEARING OFFICER:  Well, I think the request

            9   was for legal briefing, not for necessarily closing

           10   statements or something to that effect.

           11             Since it wasn't a brief that the Commission

           12   asked for, it was something requested by the parties,

           13   I was, I think, just trying to be helpful in my

           14   explanation, but I don't think we're limiting it to any

           15   legal issues.  I think any legal issue that any party

           16   wants to address is not off the table.

           17             MR. SANGER:  Okay.  I wanted to give you

           18   whatever you want.  Okay.  Thank you.

           19             THE HEARING OFFICER:  And seeing nothing

           20   further, we are adjourned.  Thank you.

           21             (Proceedings concluded at or about 4:42 p.m.)

           22

           23
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