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PROCEEDI NGS

THE HEARI NG OFFI CER.  Good norning. W are
here in the matter of the Application of Rocky Mountain
Power for Modification of Contract Term of PURPA Power
Purchase Agreenents with Qualifying Facilities.

This is Public Service Conm ssion Docket Number
15-035-53. And why don't we start w th appearances from
the utility.

M5. HOGLE: (Good norning, conm ssioners,
parties and spectators. M nane is Yvonne Hogl e.
| am here on behal f of Rocky Muntain Power.

Wth me here today is M. Paul Cenents. Thank you.

THE HEARI NG OFFI CER.  Ckay. Thank you.

The Division?

MR, JETTER  Thank you. |'mJustin Jetter
with the UWah Attorney General's Ofice. | represent
the Utah Division of Public UWilities. And with ne at
counsel table is Charles Peterson with the Uah Division
of Publicly Utilities.

MR MOORE: Bob More representing the Ofice
of Consuner Services. Wth ne is Bela Vastag, a utility
analyst at the O fice of Consuner Services.

THE HEARI NG OFFI CER.  Ckay. Thank you.

MS. DUTTON. Good nmorning. |'m Meghan Dutton

representing Utah C ean Energy. And with ne is our

Litigation Services | 800-330-1112
www. | i tigationservices.com
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1 expert Sarah Wi ght.

2 THE HEARI NG OFFI CER  Thank you.

3 MR RITCH E: Good norning conm ssioners.

4 Travis Rtchie representing the Sierra Club. And with ne
5 in the audience is Tom Beach.

6 THE HEARI NG OFFI CER  Thank you.

7 MR, DODGE: Thank you. |'m Gary Dodge on

8 behalf of the Rocky Mountain Coalition for Renewabl e

9 Ener gy.

10 THE HEARI NG OFFI CER.  (Ckay. Thank you.

11 MR. SANGER: Irion Sanger here on behal f of
12 Renewabl e Energy Coalition. W have two people here

13 today. One of themis here today, Nathan Rich,

14  and John Lowe will be joining us very shortly.

15 THE HEARI NG OFFI CER.  Ckay.

16 Is that all for the appearances? No one el se
17 in the roomthat wasn't able to fit at the tables?

18 MR LONG |'m Adam Long. |'mlocal counsel
19 for the Renewabl e Energy Coalition.
20 THE HEARI NG OFFI CER  kay.
21 MR LONG M. Sanger will be essentially the
22 face of it today.
23 THE HEARI NG OFFI CER:  Thank you. Anyone el se?
24  Any other prelimnary matters before we start? |'m not
25 seeing any. So, we'll turn to the utility.

Litigation Services | 800-330-1112
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M5. HOGLE: Thank you. The Conpany calls

M. Paul denents.
THE HEARI NG OFFICER: M. denents, do you
swear to tell the truth?
MR CLEMENTS: | do.
THE HEARI NG OFFI CER:  Thank you.
PAUL CLEMENTS,
having first been duly sworn, was
exam ned and testified as follows:
DI RECT EXAM NATI ON
BY M5. HOGLE:

Q Good norning, M. Cenents

A Good nor ni ng.

Q Can you please state and spell your nane
for the record and your position?

A Yes. My nane is Paul d enents,
Cl-e-me-n-t-s. And |I'mcurrently Director of
Commercial Services for Rocky Mountain Power.

Q And can you provide a brief background for the
conmm ssi oners today?

A Certainly. 1've worked for PacifiCorp
for over close to 11 years at this point. Primary
responsi bilities include negotiating qualifying facility
contracts and negoti ati ng ot her whol esal e energy supply

contracts in addition to negotiating |arge speci al

Litigation Services | 800-330-1112
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] . . Page 11
contracts with our large industrial custoners.

(Direct, Rebuttal, Surrebuttal Testinmony of
Paul C enents ldentified).

BY M5. HOGLE:

Q In that capacity, did you prepare direct
testinmony with attached Exhibit-A, rebuttal testinony,
and surrebuttal testinony in support of the Conpany's
application in this case?

A Yes, | did.

Q And do you have any changes or edits to that
testimony?

A | do not.

Q So, if | were to ask you the questions in those
pi eces of testinony again here today, would your answers
be the sane?

A They woul d.

M5. HOGLE: | nove for the admission into the
record of the Company's, specifically M. Cenents’
direct testinmony in Exhibit-A rebuttal testinony,
and surrebuttal testinony.

THE HEARING OFFICER  |'Il ask any party to
indicate if you have an objection to that. And not
seeing any, that will be entered. Thank you.

(Direct, Rebuttal, Surrebuttal Testinmony of

Paul C enments Adm tted)

Litigation Services | 800-330-1112
www. | i tigationservices.com
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BY M5. HOGLE:

Q Thank you. M. Cenents, do you have a summary
that you would |like to provide today?

A | do.

Q Pl ease proceed

A Good norning. 1'Il try to keep ny sunmary
brief while covering the inportant issues before us
today. So, the purpose of ny testinony is to support
and to present the Conpany's application to nodify the
maxi mum al | owabl e contract termfor qualifying facility
or QF contracts that the Conpany nust enter into under
the Public Uility Regulatory Policies Act of 1978 al so
known as PURPA.

The Conpany is seeking a nodification to the
maxi mum contract term of QF contracts executed under both
Schedul es 37 and 38.

Specifically, the Company is requesting the
mexi mum contract termfor PURPA contracts be reduced from
the current 20 years to three years.

I'd like to talk a little bit about why this
change is needed at this tine. You may be thinking as
many of us have that the Comm ssion has al ready addressed
just about every QF issue under the sun in the various
dockets that we've had over the past several years.

And, in fact, the Conm ssion addressed the

Litigation Services | 800-330-1112
www. | i tigationservices.com
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I ssue of a QF avoided cost or the price in Docket

03-035-14 and Docket 12-035-100.

| personally used to be of the opinion that
if the QF price is set correctly, then the contract term
does not natter.

However, my opi nion changed on that matter.
When | further eval uated how QF contracts conpared
to non-QF contracts that the Conpany enters into,
| determ ned that a 20-year QF contract term does not
nmeet the ratepayer indifference standard required by
PURPA because it exposes custonmers to risks that they
ot herwi se woul d not be exposed to absent the QF contract.

Let's talk a bit about the ratepayer
I ndi fference standard.

So, the ratepayer indifference standard or the
avoi ded cost standard is intended to | eave customners
economcally indifferent to the source of the utility's
energy by ensuring that the cost to the utility of
purchasing froma QF does not exceed the cost the utility
woul d incur if it purchases from another source.

The 20-year contract term does not neet this
ratepayer indifference test for the following three
reasons. First, it is inconsistent with the Conpany's
hedgi ng practices which were inplenented after a carefu

revi ew by stakehol ders through a recent collaborative.

Litigation Services | 800-330-1112
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Second, it is inconsistent with resource

acqui sition policies and practices for non- PURPA energy
pur chases.
And third, it is not aligned with the Conpany's
IRP or integrated resource plan, planning cycle, and
action plan.
This is a critical issue to protect custoners.
At the time ny testinony was prepared, Pacifi Corp had
1,041 nmegawatts of existing PURPA contracts in Utah
and 2,253 negawatts of proposed QF contracts in Utah.
So, together, that's 3,294 nmegawatts of
exi sting and potential Uah QF contracts. PacifiCorp's
average Utah retail load in 2014 was 2,959 nmegawatts.
So, we have nore existing and proposed,
at the tine of the filing, nore existing and proposed
QF contracts than the average Uah retail [|oad.
We're tal king about a | ot of negawatts at stake.
Now |l et's tal k about the dollar inpact.
The expected system w de costs or paynments
to QFs over the next ten years just fromthe executed
@QF contracts, so these are contracts that are al ready
signed, is $2.9 billion.
So, that's $2.9 billion in QF paynents over the
next ten years. |In 2015 alone, the projected paynents

are 170.5 mllion and Utah's share of that is

Litigation Services | 800-330-1112
www. | i tigationservices.com
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$73.3 million. So, Utah custoners are projected

to pay $73.3 million to QFs in 2015.

| highlight that to illustrate that QF
contracts are a major factor in custoners' rates.

Now, let's talk a mnute about the first point
which is the 20-year QF contract termis inconsistent
wi th the Conpany's hedgi ng practice and policy.

The Conpany nodified its hedging horizon for
natural gas and electricity trades and other comodities
as a result of a hedging collaborative and workshops
that were held in 2011 and 2012.

That col | aborative convened as a result of
concerns expressed by the DPU, the Ofice, and various
ot her parties about some hedges the Conpany had entered
into. Inits report on the collaborative, the DPU stated
the followng in part:

"Because of relative market illiquidity

and potential inaccuracy of the forecasted denmand
requi rements, hedges should normally be limted
to 36 forward nonths."

Pacifi Corp's current practice which was
I mpl emented as a result of the hedging workshops is to
actively manage electricity and natural gas positions
that are 36 nonths out and nearer, neaning fromtoday

out three years. \Wat does that nean?

Litigation Services | 800-330-1112
www. | i tigationservices.com
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That neans that the Conpany woul d not and

arguably could not under its existing policies enter
into a 20-year contract to purchase electricity froma
counterparty who is not a Q. Qur policy prohibits it.

And we do not enter into 20-year contracts
to purchase natural gas. Again, the policy prohibits
it as a result of the hedging coll aborative.

But the Conpany nust enter into an unlimted
anount of 20-year fixed-price contracts with QF
counterparties. That is inconsistent with the hedging
practice and policy for non-QF contracts.

|'"d like to throw out an exanple of how this
I nconsi stency is occurring in practice.

So, the Conpany cannot w thout extensive
st akehol der interest and review enter into a 20-year
hedge for natural gas at one of its power plants like
Lakesi de. Under the avoided cost nethod, a QF may
di spl ace or avoid the operation of that very sane
gas plant, Lakeside, let's call it.

To cal cul ate the avoi ded cost at Lakesi de,
the Conpany utilizes its production dispatch nodel and
forecasts out the cost of gas for 20 years.

So, if you have a seven heat rate at Lakeside
and the cost of gas is $3 per an MBTU, then the nodel

woul d say that the cost of production at Lakeside is

Litigation Services | 800-330-1112
www. | i tigationservices.com
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$21 plus some variable 0 and M So, seven heat rate

times a $3 gas price. |If the QF avoids Lakeside over the
entire 20 years, the Q- would get a $21 plus the variable
0 and M $21 avoided cost price. |If the QF executes that
20-year contract at that price, the Conmpany is
effectively locking in the cost of gas for 20 years.

In theory, Lakeside would not be operated and
t he Conpany woul d purchase the energy fromthe QF at that
$21 price. |If gas prices were to drop to $2 per MVBTU
wi t hout the QF, the Company woul d operate Lakeside at $14
per megawatt hour and achieve that difference in price.

However, since a 20-year contract was signed
wth the Qf, the Conpany is |ocked into a gas price for
20 years. So, under a nornmal hedging policy and
practice, the Conmpany woul d not hedge the price of gas
for 20 years.

However, under a QF contract, the Conpany
may be forced to do so. The 20-year QF contract term
therefore introduces the Company's custoners to long-term
fixed-price risk that it otherw se would not occur.

Now, let's talk a little bit about what is
fixed-price risk and why does it matter.

The Conpany and its custonmers are not comuodity
traders. The Conpany hedges to reduce or to elimnate

volatility in the near term

Litigation Services | 800-330-1112
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The Conpany does not engage in specul ative

trading. Speculative trading attenpts to profit from
betting on the direction in which a market will nove.
The longer the tine horizon, the nore |ikely your bet
wi |l be wrong.

For example, you can probably forecast with
rel ati ve accuracy the price of gasoline for next nonth.
It will probably be $2, $2.20 per gallon. | think we
can feel somewhat confident about that.

However, if we were to try to predict today
what the price of gasoline will be 20 years from now,
our prediction will likely be materially wong.

This concept represents fixed-price risk.

Here is an exanple of how the 20-year contract,
20-year QF contract has exposed custoners to increased
fixed-price risk

The Conpany currently has 1,991 negawatts of
namepl ate capacity QF contracts. That was at the tine |
prepared this filing. |It's changed slightly since then.

Over the next ten years, the Conpany is under
contract to purchase 44.6 mllion megawatt hours under
these contracts. The average price for these contracts
is $64.13 per megawatt hour.

The average forward price curve for

m d- Col unbi a, a major trading hub in the Northwest over

Litigation Services | 800-330-1112
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this same ten-year tinme period $38.11 per negawatt hour.

That is a difference of $26.02 per nmegawatt hour or that
equates to $1.2 billion over this ten-year tinme period.

So, if you conpare the price of the QF
contracts that we've entered into recently to the price
at M d-Colunmbi a over the next ten years, it's
$1.2 billion out of the noney.

Now, | acknow edge and conpl etely agree that
that could just as easily be $1.2 billion in the noney.
The market could just as easily have noved in the
opposite direction.

' m not concerned about placing a bet and being
right or wong. The issue is fixed-price risk. And that
exanple illustrates that once you enter into a long-term
contract, you are automatically exposed to a considerable
amount of fixed-price risk. And our stakeholders nade it
clear that we should manage that fixed-price risk by
limting our contracts to 36 nonths or less in duration.

Briefly touching upon nmy second point, and that
I's, QF contracts do not go through the sane rigorous
acqui sition process as non-QF contracts, when the Conpany
determnes that it needs to enter into a long-term
contract, it's usually the result of a need identified
in the Integrated Resource Pl an

The Conpany then perfornms an extensive anal ysis

Litigation Services | 800-330-1112
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to conpare the contenplated transaction to ot her

avail abl e transactions and it does an extensive review
of the credit terns, contract terns, and the needs
assessment of the Conmpany.

Most inportantly, the Conpany utilizes a
ri gorous request for proposal or RFP process whenever
It acquires a long-termresource.

PURPA contracts do not go through that sane
request for proposal process and the sanme rigorous review
process because the Conpany nust execute the contract.

On to ny last point, and that is that the
20-year QF contract termis inconsistent wwth IRP
tinelines. So, some parties argue that ny point that
we shoul d | ook at our hedging policy as not rel evant.
They argue that a QF contract is nore |ike a Conpany
resource that we inquire through the IRP. It is not.

First of all, the Conpany does enter into a
| ong-termtransaction unless there is a need identified
inthe IRP. Now, the IRP goes out 20-plus years and it
acknowl edges that the planning uncertainties grow as
you get further out in tine.

It is for that reason that the IRP action plan
Is focused only on the next two to four years.

So, the I RP says, here's what we expect you

wi || need over the next 20-plus years. But it says,
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here's what you need to do over the next two to four

years. So, what does that mnmean?

Currently, the 2015 IRP has identified a need
for a natural gas plant in 2028. However, the | RP action
pl an does not have the Conpany go out and acquire that
resource today because that resource is not needed for
anot her 13 years. The IRP action plan says, only take
action that's needed in the next two to four years.

Now, why is that inportant? Well, let's talk
about a real-world exanple. The 2013 I RP which was j ust
two years ago had a gas plant in 2024.

The 2013 | RP update which woul d have been a
year ago noved that gas plant out to 2027. That was a
result of changes in |oad and other factors in the |IRP.

The 2015 I RP pushed that gas plan further out
to 2028. So, there we see that over a two-year tine
period, the Conpany's resource need changed by four
years. Now, why does that matter to QF contracts?

Had t he Conpany entered into a 20-year contract
wth a QF based on the assunption that a resource was
needed in 2024, the Conpany woul d be | ocked in to paying
that capacity paynent starting in 2024.

The Conmpany wasn't planning to go out and build
that 2024 resource, but if it signed this QF contract,

it's now | ocked into paying that capacity paynent.
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That's a msmatch. Custoners are exposed to

| ocking in costs in the future that they otherw se woul d
not be | ocked into under the current IRP action plan.

That m smatch does not neet the ratepayer
indifference standard that's required by PURPA

The Conpany's proposal to limt QF contract
ternms to three years is aligned with that tw- to
four-year action plan.

Now, |I'Il touch briefly -- I'"mvery close to
being done. 1'll touch briefly on a few of the coments
fromthe other parties in this docket.

Many of the intervenors carry common thenes
in their responses to the Conpany's application.

Many parties suggest that we're trying to elimnate
t he nust - purchase obligation

That's sinmply not true. M testinony is clear
that the nust-purchase obligation remains. Mny of these
parties suggest that a QF is not simlar to a conmodity
hedge but instead is nore |ike a conpany resource.

However, it's clear that a 20-year QF contract
Is a purchase of energy at a fixed price. That is a
comodity hedge. These parties suggest as | nentioned
that a QF contract is simlar to a conpany resource.

But a conpany only acquires a resource if a

need is identified in the |RP and then the conpany goes
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out and acquires just what is needed at the tine it is

needed. Also, a conpany resource can be dispatched down.

So, if there is a nore econom c option,
it'"ll dispatch the unit down and take advantage of that
nore econom c option where a QF contract is a nust-take
for the Conpany.

Lastly, sone of the parties have suggested that
QFs are a good hedge because they can neet future
envi ronnment al conpliance obligations.

Now, we don't know what those future
environmental obligations currently are. They are not
known and neasurable. And nore inportantly, these
parties ignore the critical fact that the QF retains the
renewabl e energy credit or the environnental attribute
for their econom c benefit.

Those RECs represent the very environmnental
benefits or attributes that these parties are touting as
bei ng beneficial to the Conpany. The Conpany doesn't
actual ly receive those.

In summary, no party has provided credible
evidence to refute the three key points made the Conpany
in this proceeding. First, the 20-year contract term
I's inconsistent with the Conmpany's hedgi ng policy.

Second, the 20-year contract termis

I nconsi stent with the Conpany'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 | continue to recomrend that the Conm ssion
5 inplenent the three-year contract termfor all QF
6 contracts, again, both those executed under Schedul e 37
7 and Schedule 38. And that concludes ny sunmary.
8 M5. HOGE: Thank you, M. denents.
9 M. Cdenents is available for cross-exam nation.
10 THE HEARI NG OFFI CER  Thank you.
11 Before | go to the Division and then to the
12 Ofice, | do want to briefly ask Ms. Dutton, M. Ritchie,
13 M. Dodge, and M. Sanger if, when we get to this point,
14 do the four of you have a preference in terns of order of
15 cross-examnation or should I just go in the order that
16 you're seated?
17 (Di scussion off the record)
18 THE HEARI NG OFFI CER.  Ckay. Thank you.
19 M. Jetter?
20 MR JETTER  Thank you. The Division has no
21  cross-exam nation questions for M. C enents.
22 THE HEARI NG OFFI CER:  Thank you. M. Mbore.
23 (OSC Exhibit-1 Identified)
24 CROSS- EXAM NATI ON
25 BY MR MOORE:
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Q The O fice has just two areas of inquiry.

M. Cenments, tw days ago | ast Tuesday, you
participated in a hearing in Docket 15-305-70 concerning
an application for approval of a PPA which has sone
overlap with this case; isn't that correct?

Factual overl ap.

A You'll have to expand on the overlap that
you' re referring to.

Q All right. 1'Il get to that.

During the hearing you submtted sone coments
that you participated in preparing and adopted them
as your sworn testinony; wasn't that correct?

A That's correct.

MR MOORE: | have sone copies of these
comments here. Can | pass them out the now?

THE HEARI NG OFFI CER.  Any ot her party, let nme
know i f you have an objecti on.

MS. HOG.E: The Conpany has an objecti on.

And the objection is that | believe whatever he's going
to be introducing is probably outside the scope of this
docket .

THE HEARI NG OFFI CER: M. Mbore?

MR MOORE: |'ll connect that up

M. O enments spoke about -- one of the issues

in this docket is the threat of overwhel m ng QF contracts
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in the future. The discussion in the hearing on Tuesday

touched upon that issue.

THE HEARI NG OFFI CER°  Have you distributed this
to the other parties?

MR MOORE: | have not yet but | have them
ri ght here.

THE HEARI NG OFFI CER. Wy don't you do that.
Way don't you distribute it to the other parties and
then we'll deal with the objection and see if anyone
el se wants to weigh in.

(Docunent distribution by M. Moore)

THE HEARI NG OFFI CER.  Let ne just ask,

M. Hogle, do you want to say anything else to your
obj ection after looking at that or are you famliar
enough with it to say anything you need to?

M5. HOGLE: | would like to add to the
objection that from M. More's response, he indicated
that it was -- |'"'mnot sure he said it was rel evant,
but he did indicate that the comrents in the proceeding
two days ago had a bearing on the nunber of PPA contracts
that we were discussing in this case and the vol une.
And | don't recall that being an issue in that case.

MR MOORE: | would direct Ms. Hogle to
page four, the first full paragraph, and the first

two sentences.
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THE HEARI NG OFFICER. M. More, | think

I'mgoing to let you go ahead with this |ine of
questioning and we'll see where it goes subject to

nore specific objection as you nove forward.

So, | think we'll just proceed that way.
BY MR MOCRE

Q M. Cdenents, you have a copy of these?

A | do, yes.

Q Coul d you please turn to page four?

A Ckay.

Q The first two sentences in the first paragraph
three: "The Conpany routinely nanages between ten and

22 negotiations at any given time. In the early and

m d 2015, the Conpany was managi ng 170 different CF
pricing requests and negoti ation.

"The large increase is primarily attributable
to the solo projects attenpting to execute a
contract in the tine to allowthemto build a
project by the end of 2016 in order to take

advant age of expiring federal investnent tax

credit.”
I's that still your testinony today?
A Yes.
MR MOORE: | would like to enter these

conmments into evidence at this tinme?
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1 THE HEARI NG OFFI CER.  And your notion is for

2 the entire docunent, not just the portion that was read?
3 MR MOORE: Well, | have the entire docunent,
4 yes, but the portion as read is the only portion I'lIl be
5 inquiring into.

6 THE HEARI NG OFFI CER:  (kay.

7 Any objection to that notion?

8 MS. HOGE: The Conpany renews its objection.
9 Thank you.

10 THE HEARI NG OFFI CER.  Any ot her party have any
11  position on that?

12 MR DODGE: | believe you can take

13 admnistrative notice of testinony in the record before
14  you in another docket.

15 So, it could be admtted, but either way,

16 | think you have the right torely on it and look at it.
17 THE HEARI NG OFFI CER  Any ot her comments?

18 | think froma practical matter, the three of
19 us are pretty famliar with this other docket. | think
20 the prudent course is to allowthis in and we'll take
21 appropriate admnistrative notice of it considering that
22 they are two separate dockets but we'll continue forward.
23  Thank you. M. Mbore.
24 (OCS Exhibit-1 Admitted)
25 BY MR MOORE:
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Q Now, the 107 contract requests are only the

ones active in the last six nonths. There are nmore QF
contract requests than the 107 in the last two years
that's at issue in this case; isn't that correct?

A | wouldn't say that what's occurred over the
past two years is what's at issue in this case, but the
fact that there were 107 QF requests highlights the
concerns that the Conpany had and partially why it
made its application.

Q But there were nore ...

A Maybe | can --

Q well --

A -- help you out. So, 107 was just a snapshot
in tinme. They conme and go over tine.

Q Correct.

A You know, for exanple, when we nade the filing
in this docket, there were 3700 nmegawatts of requests.
After we made this filing, that nunber grew to 42, 4300
nmegawatts of requests. Since then, it's dropped down to
probably 2400 negawatts of requests. So, it noves around
as projects conme and go.

Q Right. So, there's been nore requests in the
| ast two years where there's been -- in your testinony.

Didn't you testify that in the last two years

there's been a dramatic increase in QF requests?
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1 A Yes. | can point you to that part of nypage >

2 testinony if that would be hel pful. But yeah.

3 Q That's fine.

4 A It's actually on page ten of ny testinony.

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

6 897 negawatts that we have executed in the last two

7 years. And again, that conpares to the 2900 negawatts

8 of average U ah | oad.

9 Q So, the 24 contracts that you signed in the
10 |ast two years is a considerably smaller anmount than the
11 107 and nore requests for contracts that you' ve
12 negoti at ed?

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

14  nunber, where the 107 was a systemw de nunber.

15 Q It's also true that assigning of a PPAis no
16 guarantee that the project will be built.

17 Applications can be withdrawn, in sone cases
18 canceled; isn't that true?

19 A Yes. That occurs.

20 Q O the 24 new contracts that were signed in
21 Utah, have any of them been canceled or w thdrawn or
22 presently being disputed?

23 A | believe we have one snall project that is
24  three negawatts or less that was term nated due to an
25 interconnection issue. But | believe that's the only
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one.

Q That's the only one of the 24?

A That's correct.

Q All right. In preparing your testinony for
this hearing, did you review the rebuttal testinony of
M. Peterson fromthe Departrment of Uilities?

A Yes, | did.

Q Do you have a copy of his rebuttal testinony?

A | believe I do, yes.

Q Coul d you turn to page seven of that rebutta
testimony?

A (Conpl yi ng) .

Q On line 27, it states: "Developers are hoping
to take advantage of the ITC' -- that's the investnent
tax credit, "will likely have need to sign the purchase
agreenents in place before the Comm ssion is likely
to issue a decision in this docket."

Is that a fair statenent in your opinion?

A Yes. | agree with that. The ITCin its
current form It may be extended or nodified but it's
set to be reduced at the end of 2016.

Q That's right. And your testinony in the
other -- on Tuesday was that the large increase is
primarily attributable to -- so the project attenpting

to be executed on contract intinme to allowto build them
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by the end of 2006 in order to take advantage of expiring

federal inconme tax credit; correct?

A Yes, that's correct.

Q G ven the history that an overwhelmng majority
of QF contract requests do not result in signed PPAs,
your testinmony that a primary reason for dramatic
increase in contract requests to take advantage of
expiring federal tax credit and M. Peterson's testinony,
the opportunity to take advantage of the tax credits is
closing as we speak, isn't it extrenely unlikely that a
significant nunber of the 40 outstanding contract
requests will result in projects being built?

A Vll, I"'mnot sure | can specul ate on that.

We had a simlar situation kind of in 2010, '11, and '12
with wind projects where we had a production tax credit
that was expiring.

And so, it seened |ike the rush on wind QFs was
over. And then here came a |lot of solar OFs.

And so, it's difficult to speculate on how nmany
QF requests we'll get in the near future as panel prices
change, different financing vehicles come about.

Q If it's too speculative to determne that there
won't be that many contract requests in the future, isn't
It too speculative to suggest that there will be?

A No. And it's not about a specific nunber.
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And this is where | struggled a bit in preparing ny

testinony and formng an opinion on this matter.

The issue of fixed-price risk obviously grows
with nore negawatts. So, if you have one or two
contracts that conme in with a 20-year contract term
while there is sone fixed-price risk for custoners,
that fixed-price risk is not as significant as if you
have 2,000 negawatts of QF contracts that cone in.

And | ook at that as, you know, simlar
to diversification of a stock portfolio or a retirenent
portfolio. You may think natural gas stocks are quite
| ow t oday, which many of themare, and you woul d say,
|"mgoing to add sone of those to ny retirenent
portfolio. And you would add themin a percentage that
I's appropriate for your allocation.

You woul d not necessarily nove your entire
portfolio to natural gas stocks.

Now, what's challenging is, | don't know what
the appropriate allocation is for QF contracts. Like
| said, one or two QF contracts, you know, a hundred
megawatts, perhaps, at a 20-year contract term
that fixed-price risk is much smaller than a thousand
megawatts. So, there is sone degree of variability
dependi ng on the size or the anount of QF contracts

that cone through the door.
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Q So, as you sit here today, you cannot speculate

to how many of the 40 outstanding contracts that are
presently being negotiated will be built?

A W t hout knowi ng what the outcone of the ITC
woul d be, no. | would acknow edge that over the past two
years, we've signed contracts in the $60 range and we
t hought that was the lowest it could go, and a | ot of our
devel opers said that's as low as it could go.

And then we signed sonme in the $50 range and
had that sane discussion. And then we signed a few
in the $40 range. And so, every tinme | think that
we've hit the end, we nove forward.

Q | want to turn now to your testinony regarding
the ratepayer indifference standard. In several places
in your witten testinony, you argue that the 20-year
contract termviolates the ratepayer indifference
standard. And in your sumuary today, you've al so nade
that argument; isn't that true?

A That's correct.

Q On page nine and ten of your direct testinony,
you nake the argunent that a 20-year fixed-price contract
can be considered a subsidy to the QF in violation of the
rat epayer indifference standard.

Am | reading your testinony correct?

A. That is correct.
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Q But at no point do you attenpt to quantify or

noneti ze the anount of the subsidy; do you?

A No.

Q Isn"t it true for the |ast several years
t he Conpany, the Division, and the Ofice have been
arguing for the Conm ssion that an unquantifiable policy
consi deration should not be taken into account in avoided
cost pricing cases involving the ratepayer indifference
st andar d?

A Yes. Wen we're assigning costs and benefits.
And this would be considered a benefit in nmy opinion.
And if a QF is going to enjoy the benefit of a 20-year
contract term arguably, they should get a reduction
in their price because of that but | don't know how to
quantify that.

Q Vel |, the Conpany has taken the position in the
past few years that unquantifiable policy considerations
shoul d not be taken into consideration in avoi ded cost
pricing cases involving the ratepayer indifference
standards; isn't that true?

A Yeah, that's correct. And | believe this is a
benefit that cannot be quantified. So, it should not be
al | owned.

Q Can you identify any case fromthe Public

Service Commi ssion or the Federal Energy Regul atory
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1 Conmission that apply to the ratepayer indifferencePage %
2 standard outside the context of avoided cost pricing?
3 A | mght need you to rephrase that or unpack it
4 alittle bit.
5 Q All right. 1'mlooking here at two
6 quasi-judicial bodies, the Uah Public Service Comm ssion
7 and the Federal Energy Regul atory Conm ssion. Do you
8 understand that?
9 A Yeah.
10 Those are the only two issues?
11 A Judi ci al bodi es.
12 Q Ri ght .
13 A Not quasi .
14 Q Can you in your experience point to any
15 decision or case or regulation fromthose two bodies
16 where the ratepayer indifference standard was applied
17 outside the context of specifically setting avoi ded cost
18 pricing?
19 A Certainly. W've had -- first of all, there's
20 been other jurisdictions in which the Conpany operates
21  such as Idaho where the contract --
22 MR MOORE: I|I'mgoing to object. That's
23 nonresponsive. | specifically asked about the Utah
24  Public Service Conm ssion and Federal Regul atory
25  Conmi ssi on.
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M5. HOGLE: M. denents, before you respon

can | ask counsel to please allow the witness to finish
his testinony before he cuts himoff?

THE HEARI NG OFFI CER.  Thank you.

And with respect to the objection, | think if
M. Cenments wants to discuss Idaho a bit before he
answers the question, | think that's reasonable, and
['I'l allow himto do that to an extent.

THE W TNESS: Yeah, because the Idaho is
relevant to FERC. So, | was getting to that point.

So, in ldaho, there were multiple rulings where
there were issues other than the contract price. One of
those was contract term Sonme credit terns were also at
I ssue, and parties even took the |daho Conm ssion to the
FERC and the FERC said that the state Conm ssion can
opi ne and determ ne those particul ar things.

In Utah in particular, we've had multiple
dockets that have addressed non-pricing issues, things
like credit terms, performance guarantees and ot her
contract terns that are significant but are not
associated with the price.

And so, it's ny position and | think the case
| aw supports this, that the Conm ssion has the ability
to inplement the ratepayer indifference standard across

everything fromprice to contract terns to contract term
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1 meani ng durati on. rage S8
2 BY MR MOXORE:

3 Q In your prefiled testinony, you' ve cited

4 several cases, dockets both fromthis jurisdiction and

5 other jurisdictions, statutes, federal and state.

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

7 wong, 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'mwong?

11 A Wthout performi ng a thorough review of each
12 of those, many of those cases had issues beyond just the
13 price. So, I'"'mnot sure | would agree with that

14  generalization.

15 Q Vel |, you prepared -- you nade the argunent

16 in your prefiled testinony, did you not, the ratepayer
17 indifference standard applies and you nmade the argunent
18 here to terns outside the avoi ded cost pricing?

19 A Yes.

20 Q But you cannot cite to any case specifically
21 now wi th your testinony in front of you that stands for
22 that proposition. You can only say generally that sone
23 of these cases m ght nake it?

24 A Vll, in general, | 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 rage Y
2 enconpass all of PURPA. | nmean, we can take the tine

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 |'|
6 quote fromone of themif it would help. "The

7 increnental cost to an electric utility" --

8 "The incremental cost to an electric utility of
9 el ectric energy or capacity or both which, but for
10 the purchase fromthe qualifying facility or

11 qualifying facilities, such utility would generate
12 Itself or purchase from another source.”

13 And that's how they define avoi ded cost in

14 18 C.F.R 292-101(b)(6).

15 Q That's exactly my point.

16 That's dealing specifically with avoi ded

17 costing pricing; isn't that correct?

18 A No. It doesn't specifically say avoi ded cost
19 pricing. There's nore that enconpass avoi ded cost than
20 just the price. | would refer you to the order in
21  03-035-14 or 12-035-100. Those are two orders fromthis
22 particular Conm ssion that addressed many issues besides
23 just the price.
24 Q Avoi ded cost are a corollary of the federal
25 statute's increnental cost. Wuld you agree with that?
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A | woul d say "avoi ded" and "increnental"

woul d be simlar, yes.

Q Wuld they refer to the sanme thing?

A In practice, yes.

Q And isn't the ratepayer indifference standard
also a corollary to avoi ded cost?

A Yes.

Q And isn't that the only place that the
ratepayer indifference standards exist in cases fromthe
Ut ah Public Service Conm ssion and the Federal Regul atory
Commi ssi on?

M5. HOGLE: (Cbjection. | believe that question
has been asked and answered several tines.

THE WTNESS: Yeah. OCh. Sorry.

THE HEARING OFFICER. | tend to agree that it
has been.

MR MOORE: We have no further questions.

THE HEARI NG OFFI CER.  Thank you. Ms. Dutton?

CROSS- EXAM NATI ON

BY MS. DUTTON:

Q Thank you. M. Cenents, do QF sources provide
a capacity val ue?

A Yes. The capacity value was determned in
those two dockets | just referenced. So, that woul d be

03-035-14 and 12-035-100 the Conm ssion determ ned the
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capacity payment for OFs.

Q And do commodity hedges provide the utility
with a capacity val ue?

A Yes. Certain comodity hedges woul d.

Q Coul d you explain that?

A Certainly. Wen you purchase firm energy,
it conmes with |iquidated damages. And so, firm market
pur chases do have some capacity val ue.

Q Do you account for that in your |RP?

A Yes. | believe sone nmarket purchases are
in the |RP.

Q Are the ratepayer indifference standard and the
nmust - pur chase obligation of PURPA applicable to
QF resources?

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

Q And is PURPA applicable to the commodity

A No. PURPA has no bearing on commodity hedges.
Q Ckay. |Is it possible that at sone point the
avoi ded cost price will be so lowthat it will be

uneconom cal to build QF projects?

A Again, | couldn't speculate on that because
every tine |'ve tried to do that, I've been wong.
So, I'mnot going to guess on that one again.

Q And did existing QF contracts contribute to the
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decision in the recent IRP to push the next conpany

resource acquisition out to 2028?
A |'mnot entirely certain. They probably did
play a small role in that. The capacity contribution
of wind and solar which is the mayjority of the QFs that
we have received is not a hundred percent. And so, they
may have contributed to that but I'mnot certain.
MS. DUTTON. Thank you. No further questions.
THE HEARI NG OFFI CER:  Thank you. M. Ritchie?
CROSS- EXAM NATI ON
BY MR RI TCH E:
Q Thank you, comm ssioners. Travis Ritchie with
the Sierra Cub. Good norning M. C enents.
How are you?
A Good nor ni ng.
Q M. Cements, |'d like to start with a point
that you nmade in your summary and you al so addressed
in your testinmony. |If | could turn you to page three
of your rebuttal testinony, please.
A (Conpl yi ng) .
Q And starting on line 46 after the sem colon
t here, you state:
“A conpany resource can be di spatched and
backed down when nore econom cal alternatives are

avai | abl e passing through to custoners the savings
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fromlower fuel and other operating costs because

the total cost of energy is not |ocked in for

20 years like it is in a QF contract."

Did | read that correctly?

A That's correct.

Q And is that the same point you were making in
your summary about distingui shing a conpany resource from
a QF contract?

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

Q And if | could also turn you to page twel ve of
your rebuttal testinony, please, and directing you to
i nes 246, you say:

"For exanple, if the marginal cost of a conpany
gas plant is $40 per nmegawatt hour but anot her
alternative such as a short-termfirm market
purchase costs only $30 per nmegawatt hour,

t he Conmpany woul d di spatch down the gas pl ant

and buy fromthe market saving custoners

$10 per negawatt hour."

Did | read that correctly?

A Yes.

Q And does this exanple that you describe on
page twelve follow on the sane point that | just read
on page three?

A Yes, generally.
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Q Now, in this exanple here on page 12, you say

that the Conpany coul d back down the gas plant when the
mar gi nal cost of the plant is higher than other
alternatives. And you specifically said nargi na

for a reason; right?

A Absol utely, yes.

Q So, for a conpany-owned resource |like a gas
plant or a coal plant, are there costs that ratepayers
are responsible for covering other than the narginal
costs?

A Yes.

Q And so, if you back down a plant --

Vell, let me back up a little bit.
What are those costs that ratepayers woul d be
responsi bl e for other than marginal costs?

A Vell, you primarily have capacity and energy
costs. | nean, if you want to go line by line, we can
do that. But with any generating resource, you typically
have a capacity cost and an energy cost. And the energy
cost would be your margi nal cost which would include
fuel, variable 0 and M chem cals, things of that nature.

And the point | was nmaking here is with a
conpany resource, yes, you're capacity costs are fixed
and sunk if you want to call it that, but your margina

costs or your energy costs could be dispatched in such
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1 a manner that they are econonic

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. Wth a QF contract, when we cal cul ate
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. W don't

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

12 I was maki ng then.

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

14  custoners see savings fromreduced 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 |ong-term fuel
19 supply agreenments that include m ninmumtake privil eges?
20 A |''mnot aware of any but |'mnot aware of all
21 of our long-termfuel agreements. So, | wouldn't
22 Q Were you famliar with the closure of the
23 Deer Creek Mne recently and the replacenent coal supply
24  agreenment ?
25 A |'maware of it but not the details of the coa
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agr eenent .

Q Wuld it surprise you to hear that the company
entered into a 15-year coal supply agreenent?

A No, it wouldn't surprise ne. Coal agreenments
are typically sonmewhat long termin nature.

Q And based on your experience in the industry,
do fuel supply agreements often have m ni mum tank
provi sions as well?

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

Q And so, for a fuel provision |ike that, just
under st andi ng how a m ni nrum take provisi on works, if you
back down a plant, you still have to pay for sone of that
fuel even if you don't use it; is that correct?

A Again, it depends what your m ninmum tank

provisions are and if they require you to run a certain

capacity level. [1'd have to |ook at the exact contract
on that.

Q Fair enough. [|'ll nove on fromthat.

A Sure.

Q So, I1'd like to talk now about the kind of
ot her category of costs for a conpany-owned resource that
custoners are on the hook for paying regardl ess of
whet her the plant has backed down.
Isn"t it true that ratepayers still have to pay

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

A Yes, that's correct.

Q So, when the Conpany is making a decision to
justify whether or not a capital expense and a generating
resource is prudent, the Conpany relies on the best
estimates it has available for things Iike
forward-1ooking fuel and power price forecasts to show
that the capital expenditures are the |east-cost,
| east-risk for the custoner; is that correct?

A Yes. And wthout rehashing that entire IRP
process again, that's typically done within the two-
to four-year action plan in the IRP and through that
conpetitive bid process | discussed earlier in ny
sunmary.

Q And now, if you have, let's say, a mmjor
capital addition at an existing generating resource.

Does that go through a conpetitive bid process
l'i ke an RFP process conparing it to other generating
resources?

A The I RP accounts for those major capital
I mprovenents, and we'd have to tal k about which ones
you're referring to exactly.

Q Ckay. |'Il take an exanple.

Are you famliar with the proceedi ng that

occurred here a couple years ago di scussing nmajor capita
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expenses at the JimBridger coal plant?

A No. That's one | was not a part of.

Q Are you aware of any of the proceedings that
t he Conpany has pursued to get pre-approval for namjor
capital expenses at its generating facility?

A Yes.

Q And with regard to a |arge capital expenditure
at an existing facility, isn't it true that utilities
actions are generally judged based on the information
available to the conpany at the time that it made the
deci sion to spend the noney?

A. Yes, after careful stakehol der review.

And that's a critical point that |'ve nade and | fee
Is very relevant here.

All of these major plant additions that you' ve
been tal ki ng about go through a rigorous review process.
And, in fact, sone of these that you have di scussed
actual ly came before the various conm ssions that we
have. The Conpany was required to justify their need.
The Conpany was required to justify the expense and a
| ot of tines got pre-approval before naking that expense.

So, we went through a litigious process or
at |l east an evidentiary hearing before making those
expenditures. And nmy point in ny testinony is, that's

very different than what occurs with a QF contract
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where we may sign a $200 million nom nal -val ue

transaction that gets very little conm ssion oversi ght
or review W're forced to execute that agreenent.

Q | believe you gave the exanple during your
summary that QFs effectively require the Conpany to | ock
in the price of gas for 20 years because the avoi ded cost
of that QF is based off of the then current price
forecast; isn't that correct?

A That's correct.

Q But isn't it true that that sanme concept
applies in those proceedings that you were tal king about
about capital expenditures where the Conpany cones
forward to makes its case based on the |long-term
forward-1ooking price forecast available to the
Conpany at the tine that the decision is nade?

A That is correct with a major difference being
need and the needs assessment. |If you |ook at the 2028
resource, we're not going to go out and acquire that
resource today because it's outside the IRP action plan.

And that was the point | was trying to nake is
wth the QF contract, we don't go through that rigorous
revi ew process to make sure we have the need.

When we acquire these major plant additions,
when we build a new power plant, it's because a need has

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

in tinme, we go out and acquire that resource. And that's
different again than the QF resource.

Q So, setting aside the Conpany's determnation
of its need for a mnute, fromthe perspective of a
utility scales, let's take a solar QF project, if you
were in the shoes of that developer, isn't it true that
the decision to spend the capital on the project has
to be made up front?

A Absol utely.

Q And when the CQF devel oper is considering
whet her or not to build a project, they have to | ook
at the utilities current avoided costs to determ ne
whet her or not their project pencils out at a given
price; is that correct?

A That's correct.

Q So, isn't it also correct that simlar to a
utility's decision to deploy capital, the QF devel oper
shoul d be provided with the same certainty that their
cost calculations will not be second guessed if price
forecasts and avoi ded cost cal cul ati ons change three
years down the |ine?

A And again, the difference there is the Company
only acquires those |ong-termresources when that need

is identified in the IRP. And | know you said you want
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to set aside the need issue but the need issue is the

crux of the argunment here and the need issue is why
it is, inny opinion, a violation of the ratepayer
i ndi fference standard.

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

rebuttal testinony right now, please, and on |ine 108.
Now, you state there -- are you there?

A Yes. (o ahead.

Q "Limting the termof the contract to three

years sinply nmeans that the price Rocky Mountain

Power and its custoners will be required to pay

to the QF will be subject to adjustnent every

three years and will be nore closely aligned

wth the Conpany's current avoided costs."

I's that correct?

A That's correct.

Q For the capital expense projects that we were
tal ki ng about before where the Conpany has sought
pre-approval for major capital expenses, would the
Conpany accept a requirenent to cone back to the
Conmi ssion every three years to prove that the capital
expenditures were still the |east-cost, |east-risk option
under updated power and fuel price forecasts?

A Again, it depends on what capital costs you're

referring to. The Conpany does have to cone in and offer

Litigation Services | 800-330-1112
www. | i tigationservices.com



http://www.litigationservices.com

HEARI NG PROCEEDI NGS DOCKET NO. 15-035-53 - 11/12/2015

© 00 ~N oo o b~ w N Bk

O R N R O R S T N N e e o N N N
g A W N P O © W N O o M W N PP O

. , Page 52
evi dence of prudence on any expense it nakes.

Q But isn't it true that the Conpany, the
original decision to deploy that capital is nade based
off of the best information available to the Conpany at
the tine that it made the decision to deploy the capital ?

A Yeah, that's correct.

Q And so, would it be fair to ask the Conpany
to conme back in? Let's say if a decision to deploy
capital was nmade in 2010 and price forecasts have
changed since then

Wuld it be fair to bring the Conpany back in
today and say, you know what, if we rerun the nunbers
fromthe case that you presented in 2010, would these new
nunbers today -- that decision was wong and it turns out
that was not the |east-cost |east-risk decision.

Wul d that be a fair thing to i npose on the Conpany?

A Vell, froma capital standpoint, that doesn't
occur. Froman energy or marginal -cost standpoint, that
does occur. The Conpany cones in in rate cases and
energy bal anci ng account proceedings and all its marginal
costs, natural gas, chemcals, variable 0 and M are
subject to review at that point in tine.

And again, that's the difference between a
QF contract and these conpany resources where the Conpany

does lock in the capital piece through the | owest-cost
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1 least-risk needs assessnment 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 margina
5 costs are locked in fromday one.

6 Q But fromthe perspective of the QF as | think
7 we just discussed a little bit nore, the QF is naking a
8 decision of whether or not to pull the capital based

9 on the then current avoi ded costs of the Conpany which
10 dictates that pricing; isn't that correct?

11 A Wll, it's hard to specul ate what they base
12 their decision on. Sone do not. | nean, that seens

13 to be very unique to renewable QFs who require

14 third-party financing to build the projects.

15 Al'l of our conbined heat and power projects,
16 so, these are entities that have generation behind their
17 neter |like Tessoro, U S. Mgnesium Kennecott, those

18 entities typically elect to one- to two-year contract
19 ternms. And so, | don't know what they're basing their
20 analysis on, but they're not |ooking 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 veF)a/lge >
2 good point you bring up. That's why they don't enter

3 into these long-termfixed-price sales to the Conpany.

4 It's for the sane reason the Conpany doesn't

5 want to enter into the long-termfixed-price purchases.
6 Those entities say, | have too nuch fixed-price risk.

7 |I'mnot agreeing to sell to you for 20 years at a fixed
8 price. I'monly 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 RITCH E: Thank you, M. Cenents. | have
12 no nore questions.

13 THE HEARI NG OFFI CER. M. Dodge?

14 CROSS- EXAM NATI ON

15 BY MR DODGE:

16 Q Thank you, M. Chairnman.

17 Good norning, M. Cdenents.

18 A Good nor ni ng.

19 Q You' ve made pretty clear your |egal or other
20 opinion that reducing the contract termto 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 |ong

25 term You've also offered nothing that says it is in
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1 conformty with PURPA to restrict a PPAto three yeg?g? >

2 have you?

3 A | have said that it is consistent with the

4 ratepayer indifference standard which is really at the

5 heart of PURPA. And | can say that --

6 Q Pl ease answer ny question which is:

7 Have you cited any case |aw or regul ations

8 that say it is consistent with PURPA to offer a

9 three-year PPA to maxi nmunf

10 A. Yes. Again, |I'd refer to the sections that

11 | referred to earlier when the Ofice was providing their

12  cross-exam nation.

13 Q So, turn to that and show me where it tal ks

14  about the length of the PPA

15 A It does not specifically talk about the length

16 of the PPA but it does tal k about avoi ded cost | eading

17 the ratepayer or custoner in --

18 Q | understand that. |If you'll listen to the

19 question, we'll get through this a lot faster.

20 | said, have you cited any regulation or case

21  from PURPA or FERC or this Conm ssion that says a

22 three-year termis consistent with PURPA?

23 The answer to that is no; is it not?

24 A No. That's correct.

25 Q Ckay. That's all | wanted. It's clear that
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your conpany dislikes the nust-buy obligation of PURPA.

That's a fair statement; isn't it?

A That's not a fair statenent.

Q One of the executives of Berkshire Hat haway
appeared before congress and asked that it be renoved,;
did he not?

MS. HOGLE: Objection. Qutside the scope.

MR DODGE: | don't think it's outside the
scope. |If the Conpany's trying to elimnate the
must - pur chase obligation and he's sitting here saying
that isn't their intent, I think it shows an
I nconsi stency.

THE HEARING CFFICER | think I'mgoing to rule
that it's wthin the scope based on the previ ous answer
M. Cenments gave to answer within his know edge.

THE WTNESS: Yes. And without getting into
the details because I'm not know edgeabl e of sone of
those that are current at the federal |evel, yes,
there has been some work done there.

In fact, | was just reading this norning a
letter from Republican | eadership to the FERC chairman
requesting they convene a technical conference to review
the applicability of PURPA now. So, | believe there are
sone efforts going on at the federal level. | was

responding froma personal |evel.
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BY MR DODGE;

Q No. | asked you, is it not true that
Ber kshi re Hat haway has taken the position that the
nmust - pur chase obligation should be elimnated from PURPA?
A | believe they have taken that position.
Q Today at |east that hasn't happened; has it?
A It has not.
MR. DODGE: May | approach?
THE HEARI NG OFFI CER  Yes.
BY MR. DODCE
Q M. Cenents, I'"'mgoing to hand you -- | notice
in your testinony in all three rounds, although you
provi de extensive opinions on what PURPA requires and
your interpretation of what PURPA is, et cetera, you
don't once reference the Utah section that deals directly
with PURPA. Is that a fair statenent?
A | don't believe | did reference it, no.
Q Do you think it's relevant, should be rel evant
to this Conm ssion what Utah | aw nandates on this issue?
A Sure.
Q Let's look at that. Before you | have an
excerpt from U ah Code Annotated Section 54-12-1.
The bold in there is mne. 1t's not in the statute.
Am| reading it correctly m dway down at

subpar agr aph one:
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"It is desirable and necessary to encourage

I ndependent energy producers to conpetitively
devel op sources of electric energy not otherw se
avai lable to U ah businesses," et cetera, "and to
remove unnecessary barriers to energy transactions
i nvol vi ng i ndependent energy producers and
el ectrical corporations.”

Did | read that correctly?
A Yes.

It goes on in subparagraph two:

"It is the policy of this state to encourage
t he devel opnent of independent and qualifying power
producti on and cogeneration facilities ..."

Now, it's a fair statenent, is it not, that
nowhere in the Conpany's presentation to this Conm ssion
inits testinmony was any effort nade to denonstrate or
even claimthat reducing the PPA to three years
Is consistent with this Uah statute?

A No. | did not reference this statute.

Q You don't take the position, M. Cdenents,
do you, that a three-year PPA will allow conpanies to
continue to devel op renewabl e energy, QFs, |ike the ones
that you have signed in the |last two years.

You don't take the position that will continue;

do you?
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A Based on ny experience, some may be able to

purchase it. Some may be able to continue to build
proj ects depending on what their financing options are.

Q And that experience wouldn't be with anyone
who's done a large QF project and financed it with a
short-term PPA; would it be?

It's based on your specul ation?

A No. There have been multiple projects -- oh.
And you're speaking to renewable. There's one renewabl e
project that |I'maware of that built and conpl eted
construction without a |ong-term PPA

Q And you're tal king about one you referenced
in a data request in Wom ng?
I's that the one you're tal king about?
Yes.
And it's 19 negawatts?

| believe it's actually 17 and a half.

o > O »

17 and a half negawatts. And are you aware
there was actually no financing involved in that, it was
conpletely conpany -- it's on a greenfield site of an
i ndustrial customer; is it not?

A Yeah. [|'msure the termwasn't free. |'msure
there was some financing. They didn't require
third-party financing.

Q Did you know that there was outside financing?
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A No. Like | said, obviously there was sone

financing. Wether it was outside or inside, | don't
know.

Q Vell, when | say financing, |'mtalking about
going to the narket to get it as opposed to using
internal capital. Are you aware that there was no
outsi de financing involved in that?

M5. HOGLE: njection. | believe he's answered

t hat question

BY MR. DODCE:

Q Did he say he was not aware? |If so, |'d just
like to know the answer. | didn't hear it.

A | don't know. The noney cane from sonmewhere.

And whether it was internal financing that then required
external financing, | don't know, but the project was
built wth a shorter PPA

Q And in Wom ng, 20-year PPAs are now al | owed,
right?

A Yes. They were allowed --

Q So, for some reason, a five-year PPA was
negotiated, built by a conpany potentially with no
outside financing for reasons you may not even fully
understand or be free to disclose; right?

A Well, | know the reason. The reason was,

they didn't [ike how |ow 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 sone conpani es can continue to develop |arge

5 renewable projects with a short ternf

6 M5. HOGLE: njection. Argunentative.

7 BY MR DODGE:

8 Q Isn"t the totality of your experience --

9 You sai d based on your experience you think
10 maybe sone can and you gave ne one exanple. That's the
11 totality of your experience with |arge renewabl e energy
12  devel opnent projects being able potentially to be
13 developed with terms of less than 20 years?

14 A Correct. | would agree that it will becone

15 much nore difficult for these entities to obtain

16 financing based on ny inexperience. |'mnot denying

17  that.

18 Q Why don't you just admt it will stop it

19 conpletely?

20 A Because | don't knowif it wll stop it

21 completely.

22 Q But if it does, that's okay with you?

23 MS. HOGLE: (Objection. Argunentative.

24 BY MR DODGE:

25 Q Is it okay with you? 1Is that the goal?
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Are you trying to hit a pause button here and

say, |ook, we don't |ike PURPA, let's pause?

A Let me answer your first question. If you're
asking nme personally or nme as representing the Conpany,
"Il provide the sane answer to you.

We are indifferent. The Conpany has never
received a disallowance for a QF contract. Wen we sign
these QF contracts, they go into net power costs and we
get full recovery.

This proceeding will not inpact the Conpany's
earnings or the Conpany's bottomline in any way.

This isn't about the Conpany versus QFs. This is about
mai ntai ni ng the ratepayer indifference standard.

And so, I'mnot okay with it. [|'mnot okay
withit. I'manbivalent. |'ve sat in this particular
chair, sometinmes that one, sonetines arguing for QFs,
sonetimes arguing agai nst QFs, but always trying to do
what's fair.

So, I'ma bit agnostic to the point of whether
they get built or not. And | don't nean that in a
cold-hearted way. | just say, | try to adm ni ster PURPA
ina fair manner for both the QF and the custoner.
That's what the Conpany's trying to do.

Q And it's touching that you're | ooking out for

the custoners. You recognize the only two custoner reps
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1 in this roomoppose your attenpt to change the term
2 You understand that; don't you?
3 A | don't know which two custoner reps --
4 Q The Ofice is statutorily obligated to | ook out
5 for the interests of residential and small business
6 custoners; right? UAE is a nenber of our coalition
7 and it opposes it.
8 I's 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, | was surprised at the Ofice's position.
12 Wth sonme of the risks that they raised in their
13 testinony, | 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 ternms of encouraging
16 the devel opnent of independent power production that
17  perhaps you lack. Do you think that --
18 MS. HOGLE: nbjection. Argunentative.
19 THE HEARING OFFICER  I'Il sustain that
20 objection.
21 MR DODGE: M. Cenents --
22 May | approach again, M. Chairnman?
23 THE HEARI NG OFFI CER  Yes.
24 (RMCRE Cross Exhibit-1 Identified)
25 BY MR DODGE:
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1 Q M. Cenments, you also | think fail in yoﬁsge >
2 testinony to spend any tinme with the nost recent U ah
3 Public Service Commi ssion ruling on the issue of the term
4 of PPAs. You referenced it this norning in a different
5 context but I'mgoing to hand you -- and | haven't marked
6 this or the last one, M. Chairnman, because you can
7 clearly take adm nistrative notice of it. | don't fee
8 the need to get it introduced into the record, although
9 ["mhappy to if it would it be useful.
10 "Il represent that this is an excerpt fromthe
11  Commi ssion's order in Docket 03-035-14.
12 You referenced that this norning, although in
13 your testinmony | think, if at all, it was in response to
14 others. You didn't go into a discussion of what the
15 Comm ssion and even the Conpany decided in this 03
16 docket. And it's the last tine the Conm ssion ever
17 looked at the length of QF PPAs; is it not?
18 A | believe that was the last tine, yeah.
19 Q If you ook at on page 28 of this, it says,
20 " CONTRACT | SSUES, Contract Term" Right?
21 And it starts with, "PacifiCorp testifies" --
22 and I'Il skip down a little bit:
23 " the 20-year termrepresents an appropriate
24 bal ance between a termthat allows the QF to secure
25 financing and limting the risks that acconpany
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| ong range price forecasting ..
Did | read that correctly?
A That's correct.
Q And if you turn to page 29 at the bottom
of that section before the section that begins,

“Levelization," the Conm ssion order says:

“"We find reasonabl e and accept the parties’
conmon position providing for a standard termlimt
of 20 years for QF contracts with the allowance for
parties to petition the Conm ssion for |onger
terns.”

So, the Conm ssion was even willing to accept
potentially | onger ternms under circunstances if someone
coul d denonstrate the appropriateness of it; right?

A That's correct.

Q So, if that was a governing concern the | ast
tinme this Conmm ssion | ooked at it, don't you think the
ability of QF developers to obtain financing is still
a relevant consideration?

A. Wll, | don't see in the order where they
specifically said that they were nmaking that finding
based on the need to obtain financing.

Q Were you in that docket?

A Yes, | was at the tail end.

Q And do you recall there was testinony from UAE
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anong others saying you need a long-termcontract in

order for it to be financeable, we support QFs?

And that was the whole discussion in the
settlement, was it not, does it have to be 30 years
versus 35 years versus 20 to be financeable. WAs that
not the whole issue in that part of the docket?

M5. HOGLE: M. Cenents, if you cannot
remenber, you don't have to answer that. That's ten
years ago or |onger.

THE HEARI NG OFFI CER: |s that an objection?

M5. HOGLE: (njection. Yes.

BY MR DODGE:

Q Vell, let's see if he does renenber.

Do you renenber?

A Vell, | wouldn't -- you would probably need to
tal k about what occurred during the settlenent neeting
which | think is how you phrased that. This was the
i ssue during settlenent.

Q No. In the testinmony | said. Dd we not file
testinony to that effect, the parties not?

A | believe you did, yes.

Q And the parties ultimtely settled on 20 wth
the option to extend it to 35 wth a filing with the
Commission in |large part as the Conpany testified to try

and bal ance the long-termprice risk against the need
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1 of QF developers to have access to financing.

2 And ny question is, is that not still a

3 relevant consideration if it was in the Conpany's own

4 testinmony in the 03 docket?

5 A The Conpany's testinony did not speak to

6 financing in that particular docket. And the Conpany's
7 testinony in support of the 20-year termat that point
8 intime was a conprom se to other parties' desire for

9 a 35-year contract term

10 And again, as | nentioned in ny testinony, and
11 that's what you're failing to recogni ze or acknow edge,
12 that things have changed since this original docket

13 ki cked off in 2003.

14 Q | understand that and |'mgoing to cut you off
15 and ask the chairman's permssion to do so. | know you
16 want to give a speech. |I'mjust going at, is it not

17 still a relevant consideration?

18 W know your testinony that you believe

19 circunstances have changed. |'m not asking about that.
20 Is it not still a relevant consideration?
21 A Do you nean --
22 Q The ability --
23 A -- whether it can be financed --
24 Q -- to obtain --
25 A -- or not?
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Q -- financing for QF projects in order to

encour age the devel opnent of such projects.

A Agai n, that was your testinony at that point in
time that it was relevant. | don't see in the Conmi ssion
order where the Conm ssion determ ned that was rel evant
and it wasn't the Conpany's position at that tinme that
being able to finance a project is relevant. And again,
it's not the Conpany's position at this point in tine
that being able to finance is rel evant.

Q Let nme read fromthe -- and | guess | will ask
that this be marked because nmaybe we need to have it in
the record, we know what we're referencing. So, I'll ask
that this be marked as Coalition Cross Exhibit-17?

THE HEARI NG OFFICER | f any party objects

to that, please indicate. Not seeing any, it wll be

mar ked.
(RMCRE [Cross Exhi bit-1 marked)
BY MR DODGE
Q |'mgoing to read once again, M. Cenents:

"PacifiCorp testifies, contracts for the
requi red purchase of power from QFs shoul d be
limted to a termof 20 years ...

It says:

the longer the term the greater the risk

to the Conpany and ratepayers of incurring an
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unecononi ¢ power purchase agreenent; sem col on

the 20-year termrepresents an appropriate bal ance
between a termthat allows the QF to secure
financing and limting the risk that acconpany

| ong range power price forecasting ..."

That is a reference to the Conpany's position
in that docket. So, the Conmpany did take a position
in that one, did it not, that bal ancing those two issues,
long-termrisk and the ability to obtain financing was
an appropriate consi deration?

M5. HOGLE: (bjection. Asked and answer ed.
BY MR. DODCE

Q Well, he answered it wong. | think I'm
allowed to explore. He said the Conpany didn't take a
position. And | just read you that | believe they did
take a position; did they not?

A Yes. And the position was taken -- oh.

THE HEARI NG OFFI CER. Well, yeah. | think I'l
allow one nore brief answer fromM. Cenments but then
ask the cross-exam nation to nove on
BY MR DODGE:

Q Ckay.

A Yeah. At that point in time, the Conpany was
assessing a 35-year contract term and determ ned that

20 years was appropriate or sonmething it could support
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at that point in tinme.

Q M. Cenments, you discuss in great detai
ratepayer risk. And again, it's touching that you care
about it. Ratepayers have a risk of variable price
options, too; do they not?

A You' Il have to expand on that question.

Q I's there no risk when ratepayers are |left open
to variable price or market price options as opposed to
fixed price?

A Yes. There is sone risk. That's why you hedge
to avoid that risk.

Q Well, that's one way you hedge. Another way
you hedge that is you build resources when you determ ne
that that's the nost cost-effective option; right?

A That's correct.

Q Anot her way that the Conpany has done for many
many years is enter into long-termPPAs; has it not?

A Historically, yes. Over the past ten-plus
years it has not.

Q It still has sone |ong-term power purchase
agreenents; does it not?

A | believe it does have a snmall anount.

The Conpany is prohibited by policy inplenented as a
result of the hedging collaborative from doing that

t oday.
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MR DODGE: W'Il get to that. That's not a

true statement, but we will get to that in a mnute.

MS. HOGLE: M. Dodge, objection

Can you please let M. Cenments finish his
testinony before you cut himoff?

MR DODGE: |Is that a request or are you asking
the Conmi ssion to rule --

M5. HOGE: |'m asking you on a professional
level to please et my witness answer the question before
you cut himoff.

THE HEARING OFFICER  And | think we're on

M. Cenents' answer right now.

THE WTNESS: | think I may have been done.
BY MR DODCE
Q | think you were probably done. The ri sk,

the fixed-price risk, meaning once you' ve tied into an
agreenent, a contract, you no |longer have the right to go
try and get market resources if they're lower. You no
| onger have the risk of higher prices; right?
That sanme risk is faced with any long-term

conpany resource; correct?

A Any |ong-termfixed-price contract or
obligation carries that risk, yes.

Q And so, you, for exanple, try and illustrate

the prices of sone PPAs entered into a few years ago
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in the last few years to what the current strip is.

First of all, the strip isn't guaranteed.
That's a projection; right?
A That's correct.
Q You can't go buy that ten-year strip today for
that price?
A You potentially could.

An electric strip?

A Possi bl y.

Q Possi bl y?

A Yes.

Q Not many custoners are out there taking the

ot her side of that risk; are they?

A That was nmy exact point earlier, that long-term
electricity contracts are not entered into anynore.

Q But you could make the simlar analogy. You
use nunbers in the range of 60 sone-odd dollars for the
QFs and 40 sone-odd dollars for this strip that isn't
tied down. Wat was the conparable cost of the |ast
resource the Conpany built?

Let's go to the Lakeside two project.
If you | ooked at the 2015 price per negawatt
hour of that, would we not be in the $80 range?

A | don't have information in front of ne.

Q Wul d that surprise you if it's in the $80
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range?

A 80 woul d surprise ne, yes.

Q What woul d not surprise you?

A 40, 50. We'd have to look at that price but
again, | don't specul ate.

Q You think all-in costs, including the fixed
costs of the Lakeside two power plant in 2015 is $40
a negawatt hour?

A Onh, including capital ?

Q I"mtalking the all-in cost.
A Again, | don't have those nunmbers in front of
me. So, | couldn't speculate on that.

Q $80 there wouldn't surprise you; would it?

A Again, | don't have the nunbers. So, | don't
want to specul ate on that.

Q So, if you wanted to show ratepayer risk
you coul d say, well, that was a deci sion we nade | ooki ng
at the exact same netrics shows we're $40 out of the
noney on the other side with a Conpany resource; right?

A Correct. And again, in ny sunmary today,

| said -- | agreed with that very very point, that it
could just as easily be $1.2 billion in the noney.
It's not a matter of betting right or wong. |It's the

fact that you' re making a long-term bet that you

ot herw se woul d not .
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Q But you do make that bet in other contexts?

A | would say it's not a bet in that context.

And again, that gets back to the IRP. You have an
identified need that's gone through a rigorous review
process that goes through a request for proposal process.
You get exactly what you want, how nuch you want at the
tinme you want.

Q | understand that's --

A And that's sonmething that's of a materi al
di fference.

Q | understand that's your testinmony. W'l talk
about the IRP in just a nonent.

You claimthat the hedging policy now prohibits
you fromentering into | ong-term power purchase
agreenents; is that correct?

I's that your view of the hedging policy?

A No. The hedging policy prohibits traders from
doing that w thout stakeholder review. So, long-term
contracts can be entered into but they require additional
revi ew.

Q M. Cenents, were you a nenber of that hedging
col | aborative?

A No, | was not.

Q | was. Wuld it surprise you or would it be

I nconsi stent with your view that |ong-term PPAs for
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el ectric power purchase agreenents were never even

di scussed in that collaborative?

A That woul d surprise ne.

Q Wuld it surprise you that in the Exhibit-Ato
that collaborative that shows the policy, the principles
and the general guidelines adopted by the participants
I's never nentioned? Wuld that surprise you?

A It woul d.

MR DODGE: Let me hand you that exhibit.
May | approach, M. Chairnman?
THE HEARI NG OFFI CER  Yes.
(RMCRE Cross Exhibit-2 ldentified)
BY MR DODGE:

Q What |'mgoing to hand you is Exhibit-A
| chose not to copy the entire hedging report because
it's somewhat vol um nous, but | did copy the Exhibit-A
whi ch was the document that was negotiated I'Il represent
by the parties to that hedging coll aborative and that
formed the basis for the stipulation to the Comm ssion
to adopt these new hedging policies.

I's that consistent with your understanding
of what went on in the hedging coll aborative?
A Again, | wasn't actively involved in it, no.
Q So, | turn your attention and I'd invite you to

read this. You weren't a participant in it and maybe you
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have a different viewof it than | do, but review this as

much as you want. |'Il point out a few specific parts.
For example, in the paragraph one, it talks
about Pacifi Corp's expertise, blah, blah, blah. And at

the end it tal ks about, related to natural gas
procurement, energy bal ancing, and hedgi ng. "

First of all, would it surprise you to learn
that this whole collaborative cane about because of
conpl ai nts about natural gas hedging, short-term
financial natural gas hedges the Conpany was naki ng out
four and five years for nore than a hundred percent
of its natural gas needs?

A I''mnot sure about all those facts you just
listed, but | know it cane about because of the natural
gas hedges.

Q Let me turn your attention down to paragraph

seven of that in the, "Principles."”

“Voluntarily pre-approval procedures under U ah

Code Section 54-17-402 may be used for long-term
commtnents that fall outside of the suggested
gui del i nes. "

Did | read that correctly?
A Yeah.
Q So, you accept that part of the hedging

col | aborative procedure was, if you're going to talk
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| ong-termcomm tnents --

Now, this doesn't say PPAs, but even if it
included that, it contenplated that that woul d be dealt
wi th outside of the hedging guidelines; did it not?

A Yes. And | referenced that in ny testinony.

Q And then we go down to paragraph nine of
"Principles.”

“"All comonly used, available and effective
physi cal products and financial instrunents may be
utilized in Energy Planning and Procurenent as
appropriate.”

It specifically contenplates continuing to use
all commonl y- avai | abl e physical and financial products
including a PPA; would it not?

A It doesn't prohibit the use of a PPA, no.

Q Vell, in fact, it says they should continue
to be used as appropriate; does it not?

A Yes, "as appropriate" is pretty significant
t here.

Q And then under "CGeneral Guidelines" -- but
you're trying to claimthat this hedging policy precludes
you or is inconsistent with what you're doing.

And |'m saying, in here, show ne where that
I nconsi stency shows up in the Exhibit-A that the parties

agreed to in that hedging collaborative.
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1 A Well, in, "General Guidelines" nunber onepg?e ®
2 the bottom of page 14:

3 "The forecast total requirenent for natural gas
4 and el ectricity should not be fully hedged."

5 Q "Ful 'y hedged" because the Conpany was 100

6 percent, nore 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 Vll, | don't know if you were testifying to

10 that. | nean --

11 Q Are you?

12 A You' re speaking to things that occurred during
13 the negotiation of this docunent.

14 Q No. I'mreading what's in the exhibit that

15 went before the Conm ssion.

16 A Yes. And it says:

17 "The forecast total requirenent for natural gas
18 and el ectricity should not be fully hedged."

19 Q "Ful Iy hedged."
20 A Yes. And the point | nmade earlier -- and that
21 was ny exact point and ny exact concern with the PURPA
22 obligation. There's nothing stopping us. W can have
23 10,000 negawatts of QFs cone through the door and we
24 woul d 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 talﬁfgg I
2 about: "A reasonable percentage of the natural gas

3 requi rements should remain open to short-term nmarket
4 price exposure and allow for operationa

5 flexibility. The percentage of natural gas

6 requirement .... is as follows:"

7 Now, that's bl acked out because that's a

8 confidential part of this docunent.

9 That's tal king about fully hedging natural gas
10 and keeping sone of it open; correct?

11 A That's correct.

12 Q It goes on in paragraph two that:

13 "Pacifi Corp should use Fundanental and

14 techni cal anal yses with consideration of the

15 Conpany's risk managenment netrics, to determ ne

16 timng and vol ume of electricity hedges."

17 There we're tal king about financial hedges;

18 are we not?

19 A | don't read it that way.

20 Q You weren't in the collaborative; were you?

21 A No. As | read the plain | anguage of that,

22 it says: "... Fundanental and technical analyses wth
23 consi deration of the Conpany's risk nmanagenent

24 metrics to determne the timng and vol une of

25 el ectricity hedges."
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Q And "hedges" as described in this docunent i1s

tal ki ng about the financial instrunents the Conpany was
using to hedge natural gas and electricity purchases.
A And | don't see a material difference between
a financial hedge and a physical hedge when it cones to
fixed-price risk. The only difference is deliverability.
Q | understand that's your view. M point is,
you're trying to claimthis docunment sonehow requires the
position you're talking here in this case.
And I'mtrying to find out where in this
docunment it does it because | was part of that
col l aborative and | conpletely disagree. So --
M5. HOGLE: (bjection. Assumes facts not in
evi dence.

MR DODGE: I'Il tell you what, I'll wthdraw

THE HEARI NG OFFI CER.  Make sure we're not
crossing the line of you providing testinmony on what

happened unl ess you're going to do that |ater.

BY MR DODCE
Q Thank you, M. Chairman. | wll do that.
Paragraph five: "Proposals for long-termnatural gas

supplies, transportation, storage and price hedges
shoul d be solicited and evaluated as part of an

Energy Pl anning and Procurenment process,
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1 particularly in an environnment of favorable

2 Fundanental s. "

3 Right? Now, that's natural gas, but | read

4 that correctly; did | not?

5 A That's correct.

6 Q "The 36-nonth guideline for financial hedges,"”

7 financi al hedges, "and the suggested annual

8 percent age gui delines should not limt opportunities

9 for |onger term hedges, supply commtnents, or

10 storage contracts in a price environnent

11 advant ageous to natural gas consunmers as determ ned

12 by Fundanental anal yses."

13 So again, that's natural gas. It contenpl ated

14  longer termacquisition when financial conditions

15 contenplated it; did it not?

16 A Yes. And one of those actually occurred.

17 Q My point conmes back to, you tried to use this

18 hedging collaborative -- | understand if you're saying,

19 the principles as you read them of this hedging

20 col |l aborative you were not involved in sonmehow supports

21 your position. But it's not a fair statement; is it,

22 M. Cenents, toclaimthat this requires a shortening

23 of the PPA term before this Conm ssion?

24 M5. HOGLE: (bjection. Asked and answered.

25 MR DODGE: Well, if his answer was --
Litigation Services | 800-330-1112
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MS. HOGLE: Several times. Asked and answer ed.

THE WTNESS: |'Il answer it.

THE HEARING OFFICER | think there's a
di screet part of the question that's unique that |1l
all ow an answer to.

THE WTNESS: |1'd like to answer that because
several times you've said what nmy opinion is. You' ve
never let ne actually say what my opinion is.

Thi s docunent -- so, the hedging coll aborative
was around the fact, it got its basis around the fact
that the Conpany put on sone nulti-year gas hedges that
were in the noney and then went out of the noney.

And the parties were concerned about the fact
that there were these long-termhedges that were put in
pl ace and the inpact that had on custoner rates.

The docunent, yes. The plain | anguage of the
docunent, one, applies to natural gas primarily; two,
says, if you want to do sonething long termwhich is
beyond 36 nonths, it needs to go through a fundanental
anal ysis and a long-termreview process.

Those principles are consistent with the
Conpany's application in this mtter where we are
requesting that if a contract locks in a price for
20 years, it requires additional fundanental analysis

and st akehol der review before being executed.
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That is nmy position, that the fundanental

princi pl es behind the hedging coll aborative say that
if you're going to put on a long-termfixed-price bet,
it needs additional review That's ny testinony.
BY MR DODCE:
Q And does the avoided cost pricing at which
QF contracts are executed not get significant review
before this Comm ssion?
A Agai n, the nethodol ogy does. The price itself
does not .
Q The price that comes out of the nethodol ogy;
right?
A Yes.
Q The net hodol ogy determnes the price and in
i ght of changing information over tine;, correct?
A That's correct.
MR DODGE: Thank you.
THE HEARI NG OFFI CER: M. Dodge, if |
could just -- | think it mght be a good tine to take a
short break unless you just have a little bit to do.
But it seens |ike you have a couple nore topics you're
goi ng to address.
MR DODGE: A couple nore. It won't be
significantly longer but |I'm happy to take a break.

THE HEARI NG OFFI CER: Wiy don't we recess for
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ten mnutes. Thank you.

(Recess taken from 10:36 a.m to 10:47 a.m)

THE HEARI NG OFFI CER  Ckay. It looks |ike we
have all counsels present.

M. Cenments, you re still under oath and we'll
continue with M. Dodge's cross-exam nation.

MR, DODGE: Thank you, M. Chairman, for that
break, and as a result of it, I'll be nmuch shorter.
| just have a couple nore issues to address with
M. Cdements, but first I'd like to nove the adm ssion
of Cross-Exam nation Exhibit-2, the hedging --

THE HEARING OFFICER  |'Il ask any party to
state their objection if they have one. |'mnot hearing
any. So, it'll be admtted. Thank you.

(RMCRE |Cross Exhibit-2 Admitted)

BY MR. DODCE

Q M. denments, you discussed the | RP severa
tines. | just want to ask you a few questions about your
under st andi ng of the |IRP.

Is it a true statenent that |ong-term QF PPAs
at avoided cost prices are not anong the resource options
that the | RP chooses?

A Yes. That would not be a resource that it
coul d sel ect.

Q Long-term arrangenents maybe but they're set
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1 at cost and not at the utility's presunption 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 sane in principle, yeah

6 Q Secondly, although you tal ked 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 comm tnent ?

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 unti

16 you get within tw to four years of when you actually

17 need that. But then when you do sonething, yes,

18 it often results in a 40- to 50-year asset life.

19 Q And then let's talk just a m nute about what

20 it says as the need. The 2015 IRP, does it not identify

21 roughly a thousand negawatt, talking capacity now, need

22 or shortage between projected resources and projected

23 demands or | oads throughout nost of that 20-year planning

24  horizon?

25 A Yeah. [|'mnot sure | can confirmthe thousand
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megawatt nunber. There are quite a few front-office

transactions for the summer peak period.

Q And so, the summer peak period, you get
short -- these transactions are under a year in the IRP
correct? They assune contracts of under a year?

A Yes. They assune you'll be able to go out
and acquire those in one-year increnents, yes.

Q So, isn't it a fair statement that under your
current IRP, there is a denonstrated need both for energy
and capacity above the Conpany's conmmtted resources in
every of the 20 years but that the |IRP has selected as
the | east-cost resource, for the nost part, demand-side
managenent and front-office narket transactions,
short-term | ess-than-a-year market transactions?

A Yes. And the primary reason for that is it's
selected primarily @ or sunmertinme peak market
purchases. So, that's when we have that deficiency
and it says go out and get narket purchases just for that
tine period. So, that's a very uni que product.

Q Had the cost benefit analysis that the Conpany
engages inin the IRP said with that -- and |'mjust
usi ng thousand as a round nunber. Maybe it's 800.

Maybe it's 11 sone years, but had it said, in order to
nmeet that peek demand need -- and again, |'mtalking

demand as opposed to energy, we're going to build another
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Lakeside three if there were such a creature in the works

or sonething like that. |If that had been the | ower-cost
assunption, damm the nmarket resources, it would have
pi cked that for now, correct?

A Yes. It would have.

Q And when you do avoi ded cost pricing, you | ook
at what your long-termprojected energy and, if it defers
sonet hi ng down the road, demand savings will be and that
gets incorporated into the avoi ded cost pricing; correct?

A Yes. It looks at your |long-term capacity need
and a forecasted |ong-termenergy need; that's correct.

Q And today, when you send out indicative pricing
t oday based on the current queue and your current
assunptions in the grid nodel, you're down in the $30 per
megawatt hour range; correct?

A Sorry. I'll need you to repeat that or
rephrase that.

Q The nmost recent QF indicative pricing request
that you personally have responded to, that's been within
the | ast few nonths; correct?

A Yes.

Q And the indicative pricing, wthout getting
specific, the levelized 20-year pricing is in the $30
per megawatt hour range; correct?

A 30 to 40 depending on the project of course.

Litigation Services | 800-330-1112
www. | i tigationservices.com



http://www.litigationservices.com

HEARI NG PROCEEDI NGS DOCKET NO. 15-035-53 - 11/12/2015

© 00 ~N oo o b~ w N Bk

O R N R O R S T N N e e o N N N
g A W N P O © W N O o M W N PP O

. : Page o8
That's solar you're talking about. QO her projects m ght
be hi gher.
Q | amtal king solar. Thank you. And that

represents primarily the displacenent of front-office
transactions over that 20-year planning horizon; correct?

A Correct. It displaces some front-office
transactions. Wiy the IRP didn't select a solar project
instead of those front-office transactions is because you
have to take the solar year round and not just during the
sunmer on peak period.

And the reason I"'mwell versed in that is
because | personally have | ooked at the front-office
transactions and the IRP and | said, is there a way for
us to build nore renewabl es instead of having all these
mar ket purchases. And it's not economc to do so.

So, that's why I'mfairly well versed in that one.
Q And in those hours, the hours where you're
taki ng the energy when you don't need the capacity --

You still need the energy; correct? 1t's not
forcing you to take energy you can't use?

A Vel |, you can al ways use the energy.
It's just, what are you avoi ding and what are your costs
to do that.

Q And in the current grid nodel when you do

indicative pricing, primarily the energy that's being
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di spl aced, the assunption of energy is the front-office

transactions out through that 20-year term correct?
['mtal king --

A Again, the front-office transactions cover
t hose on-peak summer periods and not the entire year.
And I will -- if | can have one correction to one of the
things | agreed with you earlier.

There will be tines in the future where there
w |l be energy that we cannot use and there are quite a
few studies that have tal ked about how there may be sone
hours with the proliferation of solar that's com ng on,
there may be sonme hours where you have sone negative
energy pricing but we don't see that now.

Q And if that were forecast, that would reduce
the avoi ded cost pricing. |In other words, the pricing
takes that into consideration; does it not?

A Yes. The nodel does take that into account.

Q And when you say you | ooked at a solar project,
this woul d be a Conpany-sponsored project where all the
costs go in. You take the energy, et cetera; right?

A Yes.

Q That's a utility nodel. But with a QF node
where you're determ ning that |ong-term avoi ded- cost
pricing, it takes into consideration that energy in the

m ddl e of the night in the shoul der nmonths maybe al nost
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2 A Absol utely.

3 Q -- or very very |ow?

4 A Yes.

5 Q And that's all they're being paid for?

6 A Yes.

7 Q One | ast question. You comment that M. --

8 in your surrebuttal. You don't need to turn to it unless
9 wyou'dliketoand I'lIl give you the cite.

10 You commented in your view M. Harris and

11 M. Isern who are Coalition w tnesses, other than their
12 own opinions, they haven't provided any evidence that the
13 three-year termwuld stop all renewabl e devel opnent.

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 M. Harris and M. Isern to provide
20 evidence other than their own opinions that it would stop
21 devel opnent is asking themto 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 woul d be asking them
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1 to prove a negative; would it not? rage S
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 showthat its proposal is consistent wwth all aspects

11 of Uah law, not just the ratepayer indifference standard
12 but also the policy to encourage the devel opnent of these
13 resources. You accept that; do you not?

14 A | do, yes.

15 MR, DODGE: Thank you. No further questions.
16 THE HEARI NG OFFI CER.  Thank you. Before | go
17 to M. Sanger, to make sure we have the record clarified,
18 | want to ask M. Dodge earlier in his

19 cross-exam nation, were you naking an appearance
20 on behal f of UAE?
21 MR DODGE: No. | don't renenber, honestly,
22 if UAE intervened separately. |If so, then | guess I'm
23 appearing for themas a nenber of the Coalition. And so,
24 they're a nenber of the Coalition and they support the
25 Coalition testinony.
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THE HEARI NG OFFI CER.  Oh, okay. That clarifies

MR DODGE: That was the point | neant to nake,
and | apologize if | said it in a different way.
THE HEARI NG OFFI CER  Thank you. M. Sanger.
CROSS- EXAM NATI ON
BY MR SANGER
Thank you. Good afternoon.
Good afternoon.
Or actual Iy, good norning.

Good nor ni ng.

O >» O > O

| won't be quite as nuch fire and brinstone
as M. Dodge, but I1'd like to nove forward a little bit.
| wanted to ask you a couple of questions on the
testinmony you gave a little bit earlier.
You said that the Conpany or that you are

agnostic regardi ng the purchase of QF power;
Is that correct?

A That's correct, yes.

Q And is that the Conpany's view, that they're
agnostic on the purchase of QF power as well?

A Yes. We try to inplenent the Conmm ssion orders
and make recomendations to the Conmm ssion that woul d
| eave us in that position.

Agai n, we're bal ancing custoners and the
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ratepayer indifference standard and the rights that S

have under PURPA and state |aw

Q And you get to recover all your costs of QF
contracts and your power cost to adjustnment mechani sns
or rate cases or whatever; is that correct?

A Vell, we have the opportunity to recover all of
our costs in some circunstances, a portion of our costs
in other circunstances. And without elaborating on that
too much, due to the sharing bands in the energy
bal anci ng account, there are sone QF costs that go
unrecovered. So, maybe we're not agnosti c.

Q So, that neans that you' ve noved fromthe
agnostic to the slightly opposed category?

A No. | guess | should revise ny earlier
testinmony where | said it doesn't inpact our bottomline.
But the energy bal anci ng account is short termin nature,
and so, nost of those contracts would fall w thin that
anyway. And so, our proposal would not affect the
financial inpact to the Conpany. And that's not our
obj ective here.

Q Ckay. So, does the Conpany earn a return on
its QF contracts?

A It does not unless it owns it which the Conpany
currently does not own a QF contract at the Pacifi Corp

| evel .
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Q Ckay. And if the Conpany built a simlar

bi omass or solar or wind or any other sort of QF project
or any other renewable project, would the conpany earn
a return on that investment?

A Presumably, yes, if we had the opportunity to.

Q So, if the Conpany builds its own resources
rat her than purchase QF power, there's a different inpact
on the Conpany?

A From an earni ng standpoint, yes.

Q So, is Berkshire Hat haway, they're not
indifferent to whether the Conpany purchases QF power
or builds its own power?

A Again, at the Berkshire |level, they may have
a different opinion, but at the PacifiCorp level, we're
sinply trying to bal ance custoner interests and rights
of QFs.

Q But the Conpany's sharehol ders aren't
i ndi fferent?

A Vel |, PacifiCorp doesn't have any plans to
develop QFs within its service territory to own and
operate them

Q But you have plans at sone point to own and
operate renewabl e projects or at |east nonrenewabl e
projects at sonme point?

A Well, they are in the Integrated Source Plan
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but when we go out and acquire those, it's through a

request for proposal process and --

Q Vell, | know we've gone through the process.
Right now I'mjust trying to get to the point about
whet her your sharehol ders are indifferent to whether you
purchase QF power or you build a resource yourself.

M5. HOGLE: M. Cenents, | would advise you
to only answer that question if you know for a fact that
that's true or not.

THE WTNESS: Well, trying to finish nmy earlier
answer, when we go out and acquire renewabl e resources,
we do so through an RFP. And sonetinmes the Conpany does
submt its own project, but the RFP selects the
| owest-cost |east-risk project. And in many of our w nd
RFPs, that turned out to be a power purchase agreenent.

So, there's no -- in the Conpany's procurenent
process, there's no additional desire or credit given to
a conpany project over a PPA
BY MR, SANGER

Q But if the Conpany acquires a renewabl e
project, then it can earn a return on that project if it
builds it or purchase it for its own self?

A Yes.

Q And you said the Conpany al ways does an RFP for

its wind purchases?
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1 A Typically, yes. | nmean, there is statutepfge o
2 Uah and in Oregon that requires us to do so if the

3 project's of a certain size.

4 Q And has the Company al ways done that?

5 A | would say that's the typical practice, yes.
6 It's unusual for the Conpany to go out and acquire a

7 project without that RFP. In the |ast several years,

8 there were sone tines the Conpany built projects that

9 were economcally sensitive froma timng standpoint.
10 Q And did the Conpany do that for its

11 Rolling Hills project, did it have an RFP?

12 A | believe that was one of those instances where
13 it was an economc tinmely opportunity.

14 Q And by "economc tinely opportunity,” are you
15 aware that the Oregon Conm ssion disallowed the Rolling
16 Hills and rates because they concluded it was not

17  econom c?

18 A |'mnot certain of the exact reason.

19 That's not ny understandi ng.
20 Q Did the Oregon Comm ssion disallow
21 Rolling Hills rates?
22 A |'mnot certain of the details around that.
23 | believe they did on a portion of it.
24 Q Ckay. |1'd like to nove on to how Schedul e 37
25 works. Can you just give a brief one-mnute overview
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1 of how Schedule 37 prices are set?
2 A So, Schedule 37 prices are set in a simlar
3 manner to Schedul e 38 where there is a production
4  dispatch nodel run and there's an avoi ded capacity
5 determnation. The difference between Schedule 37 and
6 Schedule 38 is Schedule 37, the calculation's perforned
7 once and prices are set in the tariff and there's a cap
8 on the tariff at 25 cumul ative nmegawatts 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 | don't believe so.
14 Q And how are capacity paynments paid in
15 Schedul e 37?
16 A They could be paid | evelized over the term of
17 the agreenment or unlevelized.
18 Q Does the tinme of the Conpany's next resource,
19 thermal resource acquisition, have any inpact on capacity
20 payment s?
21 A The tim ng woul d, yes.
22 Q So, how does that work?
23 A | believe in 37 now, it's calculated in a
24 simlar manner to 38, but we've had so many 37 dockets
25 recently, 1'd have to check on that one.
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Q So, wasn't there a recent proceeding here at

the U ah Public Service Conm ssion where certain capacity
paynments were renoved during the early years out of
Schedul e 37?

A Yes. There's no longer a sinple cycle capacity
paynment during the sufficiency period.

Q Ckay. So, what is the sufficiency period?

M5. HOGLE: nbjection. |'ve allowed M. Sanger
to ask these questions, but | think it's getting a little
beyond the scope of the proceeding and M. Cenents
knowl edge with respect to that particul ar proceedi ng.

And so, |'mwondering how nuch |onger M. Sanger is going
to question or go beyond this line of questioning.

THE HEARI NG OFFI CER° M. Sanger, woul d you
li ke to address the objection?

MR. SANCER: Yes. So, this is an issue that
ny witness John Lowe addressed, the resource
efficiency/deficiency determ nation. | assume
M. Cenents read that testinony.

Did you, M. denents?

A Yes.

MR SANGER: And his rebuttal testinony does
not respond to M. Lowe on this point. So, | wanted to
inquire. 1'mlaying the foundation for my questions.

| wanted to inquire about how those prices are determ ned
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and how the three-year contract terminpacts that

determ nation

THE HEARI NG OFFI CER.  Ckay. And so, you know,
| think we need to, as a general rule, limt
cross-examnation to issues that M. Cenents addressed
or doesn't address in his rebuttal or surrebuttal
| think there is sone relevance of the manner in which
Schedul e 37 pricing is calculated, but that may be nore
appropriate to deal with with your witness if
M. Cenents did not address that in his testinony.
BY MR SANGER

Q Ckay. So, | will abbreviate things and try to
nmove on. So, M. Cenents you had proposed three-year
contract terms in this case; is that correct?

A That's correct.

Q So, during those three years, would a QF be
pai d capacity paynents based on a peaking resource?

A It's possible depending on when they requested
pricing and whet her there was a peaking resource included
in the Integrated Resource Pl an

Q So, in the current IRP, is there a peaking
resource included in the resource sufficiency period?

A No. There's no deferrable resource included
until 2028.

Q Ckay. So, there's nothing until 2028?
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A Yes.
Q So, if a QF entered into a 20-year contract,
how many years out does 20 years ago?

A From t oday?

Q Yeabh.

A 20.

Q What's that?
A 20.

Q And what year does that get us to?
Sinple math here.

A 2035.

Q Ckay. So, if a QF entered into a 20-year
contract, they would be paid sone resources based on the
costs of a net, a new thermal resource acquisition
starting in 2027 or 2028?

A That's correct, yes.

Q And if a QF entered into a three-year contract,
t hey woul d not ?

A Under the current preferred portfolio, yes,
correct.

Q So, in the past, has the portfolio included
a peaking resource, say, between a four- to seven-year
period out?

A |'mnot sure the preferred portfolio has ever

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. rage 102
2 Q Ckay.

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 conbined 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 tinme, vyes.

10 Q So, if the QF had entered into -- if you had
11 three-year pricing in effect or three-year contract terns
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 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 |
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 Conpany wll go
25 out and acquire that resource when it needs it.
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1 And | would agree with that issue. | woul
2 agree that M. Peterson's proposal sonewhat addresses
3 that issue with how he cal culated the capacity paynent
4 for five years.
5 Q Thank you. | appreciate you agreeing to that
6 issue. Now, that cuts off the rest of ny questions on
7 that point. Have you read the testinmony, the rebuttal
8 testinony of Nathan Rich on behal f of the Renewabl e
9 Energy Coalition, REC?
10 (Recess taken)
11 THE HEARI NG OFFI CER.  (Ckay. We're back on the
12 record. We'Ill continue with M. Sanger.
13 BY MR SANGER
14 Q Thank you. | think ny |last question was
15 whether you read the rebuttal testinony of Nathan Rich
16 on behalf of Renewabl e Energy Coalition; correct?
17 A Yes.
18 Q And does his conmpany or his district sell power
19 to PacifiCorp? Do they have a current contract with the
20  conpany?
21 A | believe they do. I'mnot as famliar with
22 our smaller QF contracts but | believe they do.
23 Q So, in his testinony he describes his project.
24  He describes it as a 300 kilowatt project. So, you're
25 not famliar with that contract? You don't remenber it?
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1 A No. I'mfamliar with this project, thoﬁg ? e
2 Q Ckay. Do you renenber in his testinony where
3 he tal ked about needing or entering into an 11-year PPA?
4 A Yes, | 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 testinony
8 on page 21? In this rebuttal testinony, you discuss the
9 difference between small and | arge QFs and you di scuss
10 the Conpany's concern, the Conpany's nore 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 mnd between
14 small and large QF contracts? Wy do you have a | ower

15 concern for the snmaller contracts?

16 A The primary difference is that -- so, the

17 smaller contracts, if we're calling small |ess than three
18 negawatts, the smaller contracts are subject to Schedul e
19 37. And that particular tariff has a cunul ative

20  25-nmegawatt cap in the tariff.

21 And the Conpany files that tariff once per

22 year, typically. And so, under that tariff, the Conpany
23 will receive no nore than 25 nmegawatts worth of projects
24  each year. And if there are requests exceed that anount,
25 then the Company woul d need to file another tariff.
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And i'mgetting to the answer here.

The primary concern with fixed-price risk i s magnitude.
And so, 25 negawatts worth of QFs do carry sone
fixed-price risk with a 20-year contract but that

magni tude i s reasonabl e.

Two thousand negawatts of fixed-price risk
perhaps is not reasonable. And that goes back to ny
earlier conments where |'mnot sure what that nunber
woul d be but the 25-negawatt cap in Schedul e 37
significantly decreases the fixed-price risk for those
types of QFs.

Q And that's even nore so for a 300-kil owatt
proj ect?

A Yes. That would be nuch |l ess than the 25
megawatts. So, that risk would be further di m nished.

Q And nmoving on to your testinony at the bottom
of the page 21, you tal k about, you do not agree with the
recomendati on that capacity paynents would apply to
existing QFs even if the Conpany does not have a forecast
capacity need during the three-year term

And you then state that there's no guarantee
that a QF will sell power to the Conpany at the
expiration of any contract term

And that is your testinony; correct?

A. That's correct.
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Q Now, are you aware that in the Integrated

Resource Pl an that the Conpany plans on small OFs
renewi ng their contracts?

A Yes. | believe that has been the practice.
["mnot sure if it continues to be the practice.

Q And at |east historically, the Conpany has for
the entire 20-year planning horizon assuned that the
small QFs will continually renew their contracts?

A | believe that's correct.

Q So, in, say, 2027 or 2028, the Conpany is
counting on a small QF being there and selling power
toit inthe IRP for the entire 20-year horizon which
we determ ned woul d be out to year 20357

A Yes. |If that's the treatnment, then yes,
it would. And again, the nmagnitude plays a pretty
material role in that as the small QFs all added up
equate to a fairly small anmount of negawatts.

Q And you participated in the Idaho Public
Utilities Conmm ssion proceeding in which the Conpany
al so requested a three-year contract ternf

A Yes, | did.

Q And did the Idaho Public UWilities Conmm ssion
treat small base-load QFs differently than wi nd and sol ar
QFs?

A They did. They call it published-rate
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contracts as opposed to small or Schedule 37. That's

their distinction. But the published rate which are the
smal | projects which | believe are ten average negawatts
and bel ow for hydro and base | oad and a hundred kil owatts
and bel ow for wind and solar, those projects continue to
recei ve 20-year contract terns while the non-published
rates which woul d be anything above that were limted to
a two-year contract term

Q And did the small projects also, are they also
entitled to capacity paynents in their contract renewal s?

A Currently that's the nmethodol ogy in |Idaho, yes.

Q And the resolution of that proceedi ng where
smal | QFs obtained 20-year contracts instead of the
shortened contract term would that sort of distinction
between snal|l and | arge QFs, would that be a reasonable
resolution? | knowthat's not the Conpany's position
but is that within the zone of reasonabl eness that the
Conpany coul d accept ?

A Yes. | would agree that's reasonable in that
the primary concern that the Conpany has in this docket
Is protecting custoners fromfixed-price risk.

And fixed-price risk really rose with the
magni t ude of megawatts. And with the small projects
being limted to 25 nmegawatts cumnul ative for each year,

that risk is nmuch snaller.
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MR SANGER: No further questions.

THE HEARI NG OFFI CER:  Thank you. Ms. Hogle,
any redirect?
REDI RECT EXAM NATI ON
BY M5. HOGLE

Q | just have a few. Thank you. M. Cenents,
M. Ritchie in earlier cross-exam nati on asked you about
the Conpany's forecast used to justify the acquisition
of capital additions. Do you recall that discussion?

A. | do, yes.

Q So, when the Conpany purchases fuel for those
capital additions, does the Conpany execute |ong-term
contracts or does the Conmpany execute short-term
contracts?

A For the natural gas plants, typically the
contracts are short termin nature within the 36-nonth
hedgi ng horizon that | spoke of unless there is a
specific econom c opportunity that's well vetted before
al | stakehol ders which occurred. The Conpany did go out
and acquire sone ten-year fixed-price gas at a very snal
vol une.

But typically the gas plants are not hedged
beyond the 36-nonth time period. There are sone coa
contracts that go longer in nature which is the nature

of nmost coal supply agreenments. But for gas, no.
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Q And in cross-exam nation, you were al so asked

whet her you coul d quote a decision where a court or
commission limted a QF termand found that this does not
violate PURPA. Do you recall that Iine of questioning?

A | do.

Q I's it your understanding that on
reconsi deration, the lIdaho Conm ssion just very recently
affirmed its earlier order that PURPA in its inplenenting
regul ati ons do not require a specific nunber of years or
establish a certain time period for PURPA contracts?

A Yes. The | daho decision which was upheld on
reconsi deration by the Idaho Conm ssion, they nade it
clear that the Comm ssion did have the legal right to
set the contract term

Q And do you recall another decision in the
country where that was found to be the case?

A Yes. | couldn't recall it previously and
didn't want to get the details wong, but there was an
excel l ent wind case or a case involving Exelon Wnd in
Texas where the 5th Grcuit upheld a Texas Conm ssion
deci sion which allowed the local utility there to limt
the contract termfor firmsales.

Q Ckay. M. Cenents, you were al so asked about
your position on the hedging guidelines and what ensued

as a result of the hedging collaborative.
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Do you recall that |line of questioning?

A Yes. Very nuch.

Q Do you know what the Conpany's current risk
managenent and training policy is with respect to
contract ternf

A Yes. So, the traders who manage our position
on a daily basis are limted to 36 nonths for natural gas
and el ectricity hedges, and they cannot exceed that
anmount w t hout upper nmanagenent approval or on the case
of natural gas, there's additional requirenents.

Q And why did the Company Iimt the termfor
t hose hedges?

A So, the Conpany had a simlar term it was
slightly longer, | believe 48 nonths, but they limted it
to 36 nonths primarily, again, in response to the hedging
col | aborative. And wi thout getting into the weeds of
that discussion again, it was primarily in response to
st akehol ders saying, we don't want you, Conpany, to take
| ong-term fixed-price positions because that introduces
price risk that we don't want custoners to bear.

And | know there are a |ot of details that
M. Dodge and | discussed in that particular
col | aborative, but that policy was put in place in
response to that stakeholder desire to limt the

fixed-price exposure to customners.
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1 Q Ckay. In cross-exam nation, you were alggge P
2 asked about the ratepayer indifference standard and

3 Uah's policy to encourage the devel opnent of snall

4  power production.

5 Do you recall that |ine of questioning?

6 A | do.

7 Q I's it your understanding that the nust-purchase
8 obligation and the exenption of QFs fromfederal and nost
9 states, nost federal and nost state |laws and regul ations
10 are built-in provisions within PURPA that serve to

11  encourage the devel opment of small power production?

12 A Yes. And that's where the Conmm ssion has the
13 ability to inplenment PURPA in a manner it sees fit and it
14  strikes a bal ance between encouragi ng the devel opnent

15 which is consistent with Utah statute and protecting

16  custoners which is consistent with PURPA | egi sl ation

17 that requires ratepayer indifference. And sonetines

18 that requires a policy decision.

19 And an exanple of that is the ownership of

20 renewabl e energy credits. | believe in the order in the
21 12- 035- 100 docket, the Conmi ssion actually referenced

22 that portion of code -- | may be wong but that's ny

23 recollection -- as one of the reasons why the RECs

24  should stay wth the QF.

25 And so, the Conm ssion can determ ne what's
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fair within its purview And in ny opinion, it's not

fair to custoners to saddle themwith a limtless anount
of fixed-price risk. And | believe that would be
consistent with Utah statute and w th PURPA.
Q One | ast question, M. Cdenents.
Wul d you agree with ne that another policy
of the state of Utah is to have a target anount of
qualifying electricity?

A A target amount of renewable electricity?

Q Yes.
A Yes. A renewable portfolio goal | guess you
would call it. RPG | don't know what the official term

i s.

Q And woul d you agree with ne that that goal
pursuant to Uah statute and that the statute indicates
expressly that it should be net or it's a goal provided
that the renewabl e energy is cost effective?

A Yes. There is the customer protection that
that energy needs to be cost effective. And it also
hi ghlights the issue | raised earlier where, |I'mnot sure
that a QF would neet that requirenent because we do not
get the renewabl e energy credit.

And again, we don't know all the details about
how that's going to work out with the Utah clean power

act and sone of the other environnmental issues com ng

Litigation Services | 800-330-1112
www. | i tigationservices.com



http://www.litigationservices.com

HEARI NG PROCEEDI NGS DOCKET NO. 15-035-53 -

11/ 12/ 2015

Page 112

down the road, but not getting the environnental

attribute fromQFs will certainly be an issue.
MS. HOGLE: Thank you.
THE HEARI NG OFFI CER:  Any recross fromthe
Division, M. Jetter?
MR JETTER No. Thank you.
THE HEARI NG OFFI CER: M. Moore?
MR. MOORE: No.
THE HEARI NG OFFI CER: Ms. Dutton?
M5. DUTTON:  No.
THE HEARING OFFICER: M. Ritchie?
MR RITCH E: No.
THE HEARI NG OFFI CER: M. Dodge?

MR DODGE: No.
THE HEARI NG OFFI CER
cl ose that door in the back?

(Brief break)

Coul d we have sonebody

THE HEARI NG OFFI CER: M. Sanger?

MR. SANGER:  No.

THE HEARI NG OFFI CER:  Thank you, M. denents.
You' re excused. On, yes. Sorry. Comm ssioner Wite?

COW SSI ONER VWHI TE:  None for ne, Chair Lavar.

THE HEARI NG OFFI CER:  Ckay.

Commi ssi oner Cl ark?

EXAM NATI ON
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1 BY COW SSI ONER CLARK: rage LS
2 Q | want to take you back to your conversation

3 wth M. Sanger about IRP planning and QFs with

4 short-termcontracts. And I'd |like you to, rather than
5 look historically to | ook prospectively, assum ng that

6 the application is granted and that the maxi mumterm

7 is adjusted to three years.

8 Has the Conpany determ ned how it woul d address
9 the capacity related to QF projects under these

10 short-termcontracts froman | RP perspective, how it

11  would address themin its planning?

12 A In terms of whether the Conpany woul d assume
13 they would continue?

14 Q Vell, | think that's probably the fundanental
15 question, yes.

16 A | think we would have to evaluate that on a

17  project-by-project basis. Sone projects have shown an
18 inclination to sell to other parties while sonme projects
19 have nade it clear that they have no ot her narket
20 alternatives. So, we would have to | ook at that and
21 determ ne what's nost appropriate in that scenario.
22 Q Do you see any systemreliability issues
23 related to this scenario froma planning perspective
24  going forward?
25 A | do. And without rehashing what ground we've
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covered in the 12-035-100 docket, we allow this partia

di spl acenent nethod where we say that a solar or a w nd
project can partially displace the gas plant in 2028.

If we have enough QF projects come on, w nd and
solar let's say, arguably, you could displace that entire
resource on paper through the method. Yet, |I'mnot sure
that three or four thousand negawatts worth of w nd and
solar are going to provide the capacity products that we
woul d get fromthat fromthat gas plant such as operating
reservations, |oad follow ng services, voltage control
some of those things that m ght be required.

And so, froma reliability standpoint, yes,
| do have concerns about replacing some of the base-|oad
di spatchabl e units with non base-load intermttent
resources, yes. | apologize for the |engthy answer
t here.

COW SSI ONER CLARK:  That's all my questions.
Those are all my questions.

THE HEARI NG OFFI CER:  Thank you. And | don't
have anynore. So, thank you, M. C enents.

THE WTNESS: You're wel cone.

THE HEARI NG OFFI CER. M. Hogl e?

MS. HOGLE: The Conpany rests.

THE HEARI NG OFFI CER°  Thank you. M. Jetter?

MR, JETTER  Thank you. The Division would
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like to call Charles Peterson as its wtness.

THE HEARI NG OFFI CER M. Peterson, do you
swear to tell the truth?
THE W TNESS: Yes.
THE HEARI NG OFFI CER  Thank you.
CHARLES PETERSOQN,
having first been duly sworn, was
exam ned and testified as follows:
DI RECT EXAM NATI ON
BY MR JETTER
Q Good norning, M. Peterson. Wuld you pl ease
state your nane and occupation for the record today?
A Yes. Charles E. Peterson, P-e-t-e-r-s-o-n.
And |I'ma technical consultant for the D vision of
public Uilities.
(DPU Direct, Rebuttal, and Surrebuttal
Testimony of Charles Peterson Identified)
BY MR JETTER
Q Thank you. And in the course of your
enpl oynent with the Division of Public Utilities,
have you had the opportunity to review the application
filed by the Conpany and after doing so, have you created
or caused to be created and filed with the Comm ssion
direct, rebuttal, and surrebuttal testinony in this

docket ?
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A Yes, | have.

Q Are there any corrections that you would I|ike
to make in any of those?

A None that |I'm aware of.

Q And if you were asked the same questions today
that are contained in those three prefiled testinony
docunents, would your answers be the sane?

A Yes.

MR JETTER  Thank you. Wth that,
the Division would nove for the adm ssion of Charles
Peterson's direct, rebuttal, and surrebuttal testinony
into the record in this hearing.

THE HEARI NG OFFI CER:  If any party objects to
that, please indicate. Hearing no objection, that wll
be entered. Thank you.

(DPU Direct, Rebuttal, and Surrebuttal
Testi nony of Charles Peterson Admtted)

BY MR JETTER

Q Thank you. M. Peterson, have you prepared a
brief summarization of the position of the Division
of Public Utilities in this matter?

A. Yes, | have.

Q Pl ease go ahead.

A | think it's still nmorning. So, good norning

conmm ssioners. The Division generally supports
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Paci ficCorp's request to reduce the maxi mum contract term

for QF power purchase agreenents.

As noted by M. Cenents, the Conpany has
experienced an extraordinary increase in QF applications
in the last couple of years, sonething that was not
foreseen by anyone a few years ago.

The problemis the potential to lock in
substantial anmpbunts of intermttent, nondispatchable
resources at long-termprices while at the same tine
hol di ng di spat chabl e resources as backup. The long-term
prices create risk to ratepayers, sonmething that you' ve
heard a | ot about so far

As a way to mtigate the problens that could
arise as a substantial portion of the QFs get built
including likely higher prices to ratepayers, PacificCorp
I's proposing reducing the maxi mum QF contract termfrom
20 to three years.

For reasons set forth in ny direct testinony,
the Division is suggesting a nodification of the
Conpany's proposal to a five-year termbut also to allow
a QF to receive capacity contribution paynments over the
five-year termas based upon the present value of the
capacity over 20 years simlarly to the way it's done
NOWw.

Every five years the pricing would be updated
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including the capacity paynments. Qher parties in this

docket have uniformy opposed nmaking any change to the
status quo. However, in my opinion, none have proposed
an alternative solution to the potential problens faced
by the Conpany other than to suggest that | ow avoi ded
cost pricing woul d eventual | y di scourage devel opers.

The prediction of what that |ow avoi ded cost
price level is by one intervenor expert w tness has
already failed. GCenerally, the opponents of a change
make three argunents.

One, PacificCorp and Utah generally needs al
t he renewabl e generation resources it can get to mtigate
various environnental concerns and the federal and state
| aws set a policy to support renewabl e resource
devel opnent .

Two. Renewabl e resources are substantially
just |ike Conpany-acquired resources in that the use of
avoi ded cost pricing and the Conmpany's I RP to determ ne
the next deferrable resource nmakes it irrelevant whet her
the resource is acquired today or in 2028 or |ater.

And three, reducing the maxi mum contract term
wll make it nearly inpossible for QF devel opers to
obtain financing, thereby reducing QF devel opnents
in Uah to essentially zero.

The Division does not believe that federal and
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1 state policies contenplated the occurrence of
2 unrestrained limtless devel opment of renewable
3 resources. You can get too nuch of even a good thing,
4 and the Division is concerned that we may be headi ng down
5 that road. Proponents of the Conpany's proposal strain
6 to show that QF developnent is just |ike Conpany-acquired
7 resources. They enphasize sonme simlarities but |argely
8 ignore or downplay the differences.
9 For exanple, the Conpany 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  economi c.
13 Conpany-acqui red resources aside fromthe
14  Conmpany's own renewabl e resources can generally be
15 dispatched when it is needed or when it is economc
16 to do so.
17 As |'ve indicated in nmy testinony, the D vision
18 bel i eves that the financing issue is overstated; that is,
19 there are possibilities for financing if a devel oper
20 wants to pursue them
21 O course a devel oper 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 termis a benefit to devel opers and that reducing
25 that benefit will likely reduce devel opnent.
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I n Docket Nunber 03-035-14, PacificCorp W tness

Bruce Giswold supported the 20-year contract termlimt
versus a request for 35 years as, quote:

" an appropriate bal ance between a termthat
allows the QF to secure financing and limting the
ri sks that acconpany |ong range power price
forecasting."”

The Division believes that it may be tine to
reeval uate whether this bal ance between benefiting QF
devel opers with 20-year contracts and the risks assuned
by ratepayers that M. Giswold testified to ten years
ago is still intact.

The Division's position can be questioned
regardi ng a couple of other issues.

First, the Division has in the past not opposed
| onger contract terns in an effort to be supportive of
the relatively few renewabl e QF projects that have cone
t hrough and focused on assuring that the contract pricing
appropriately reflected avoi ded costs and the nethodol ogy
t hat was approved by the Comm ssion and, to a |esser
extent, other contract terns that seemto affect whether
or not ratepayers can rely on the projects being built
inatimely fashion.

Second, the Division suggested an alternative

to atermof five years but wwth a capacity paynent based
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upon a 20-year forecast as is done today has been

criticized for contradicting the ratepayer indifference
standard since the devel oper could be paid for a capacity
payment as if it were going to be in place for 20 years
but then opt out after as few as five years.

This part of the Division's proposal is not
consistent strictly speaking with ratepayer indifference.

However, if the Conm ssion orders a reduction
in the contract term then ratepayers would still be
better off generally.

And under that condition, the Division believes
that it is appropriate to give sone additiona
encour agenent to renewabl e devel opers beyond the nust - buy
requi rement of PURPA which also is a benefit to
devel opers.

At this time, the Division believes that the
risk of a QF devel oper opting out after five or 10 years
is small based upon the fact that the devel oper has
chosen the QF route to begin with as the best option
available to it. But of course the future will likely
be different than anyone of us expects.

And that concl udes ny statenent.

MR JETTER | have no further questions for
M. Peterson. He's available for the parties to

Cr oss-exam ne.
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THE HEARI NG OFFI CER.  Ckay. Thank you.

Ms. Hogl e, do you have any cross-exam nation?
CROSS- EXAM NATI ON
BY MS. HOGLE

Q Just a couple. M. Peterson, you were in the
room when M. Dodge was asking M. Cenents about his
recol l ection of the scope of the hedging collaborative
wor kshops. Do you recall that?

A Yes.

Q Did you participate in those hedgi ng
col | aboratives?

A Yes.

Q Can you tell us what your recollection was with
respect to the scope of the hedging collaboratives?

A My recollection is is that the intention of the
hedgi ng col | aborative was to limt the Conpany to
36-month contracts. And these also included not only
financial contracts; swaps, typically, but also the
physi cal commodity contracts.

And in fact, |'ve also participated in the
Division's review and audit of the Conpany's annual
energy bal anci ng account filings, and the Division's
audit is consistent with the view | just stated.

W | ook at the physical as well as the

financial transactions that the Conpany entered into
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1 and we attenpt to verify that they are consistentpﬁ%? hes
2 only with the 36-nmonth termlimt but also with the
3 percentages that the collaborative restricted the
4  conpany to over that 36 nonths.
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 bal anci ng account,
9 the answer is no.
10 M5. HOGLE: Thank you.
11 THE HEARING OFFICER: |Is that all?
12 M5. HOGLE: Yes.
13 THE HEARI NG OFFI CER: M. Moore?
14 MR MOORE: The Ofice has no questions.
15  Thank you.
16 THE HEARI NG OFFI CER:  Ms. Dutton?
17 M5. DUTTON. U ah C ean Energy has no
18 questi ons.
19 THE HEARI NG OFFI CER: M. Ritchie?
20 MR. RITCH E: No questions. Thank you.
21 THE HEARI NG OFFI CER: M. Dodge?
22 MR. DODGE: Sorry. | do have sone.
23 THE WTNESS: |'m not surprised.
24 CROSS- EXAM NATI ON
25 BY MR DCDCE:
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Q M. Peterson, first 1'd like to clarify your

testinmony. It is not your testinony here that reasonable
financing terns are available to a devel oper of a
renewabl e energy project with a five-year PPA

Is that correct?

A It is correct, but | cannot specifically
identify that those terns are avail able.

Q In fact, in response to a data request fromthe
Coalition, you said we were m scharacterizing your
testinony because it's not your position, you haven't
taken the position whether reasonable financing would be
avail able on a five-year terny correct?

A That's correct. Specifically, | answered that
we think that the financing world has changed from where
It was ten years ago when the Comm ssion previously
reviewed this issue.

Q Right. And 1'd like to go through that with
you briefly, but first of all, you also conplained that
there's been no hard evidence that there's not avail able
financing. You said that in your testinony;
is that right?

A | did say that but | also have subsequently
provi ded exanpl es where such short-termcontracts or
shorter termthan 20-year contracts have been entered

i nto.
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Q And we'l | talk about that in a mnute.

You understand that asking intervenors to
provi de hard evidence that financing is available or that
financi ng woul d not be available with a short-term PPA
Is asking themto prove, A a negative and, B,

a situation they haven't faced before.

Do you understand those two things?

A Vell, in the sense that |'masking themto
approve a negative, it may be difficult for themto do
so, although | can conceive of a scenario in which they
m ght be able to denonstrate it with a high probability.
But then the alternative is is to show that they have
been financing | ess than 20 years.

Q And we' ||l tal k about that.

You al so understand that the proponents of the
change to a policy have the burden of proof.

You understand that, too; do you not?

A Yes.

Q You said you believe that there is sone
evi dence that perhaps financing mght be available to
short-term PPAs. And | want to go through each of your
exanples and let's talk about it.

But let nme start by saying, let's say that
you were persuaded that there will be zero QF renewabl e

projects done in Uah for so long as there were a three-

Litigation Services | 800-330-1112
www. | i tigationservices.com



http://www.litigationservices.com

HEARI NG PROCEEDI NGS DOCKET NO. 15-035-53 - 11/12/2015

© 00 ~N oo o b~ w N Bk

O R N R O R S T N N e e o N N N
g A W N P O © W N O o M W N PP O

Page 120

or a five-year term Let's pretend as a hypothetica

A So, that's the sole reason that there woul d not
be --

Q Because of the term

A Ckay.

Q Because of the three- or five-year term
the projects that are now being devel oped woul dn't have
been devel oped and the projects that m ght come forward
in the future won't be.

Let's assune that as a fact, recognizing we
don't have that evidence one way or the other.

If that were the case, would your view be that
t he Conpany's proposal or the Division's proposal to
limt the termwould be consistent wwth Uah statute that
states the state policy to encourage the devel opnent
of these types of projects?

A | think that the Division or the Conpany's
burden of proof would be higher to showthat it was stil
consistent if -- solely because of the reduction in turn,
there woul d be exactly zero devel opnent nade or that it
woul d even be possible for zero devel opnent to be made
or nore than zero devel opment. | think that would be
concerni ng, Yyes.

Q You conplain that there's no hard evidence.

But I1'd like to talk for a mnute about the evidence that
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isin the record. First of all, you' ve seen evidence in

the record that 20-year PPAs for QFs is the industry
standard t hroughout the country.
You' ve seen that testinony?

A | believe | have seen that stated. | don't
di spute that that would be the common contract |anguage.

Q We know from experience in Uah that a 20-year
PPA, at least in the last two years, has been sufficient
to encourage the devel opnment of renewabl e projects and
get projects financed and constructed; correct?

A All the QFs that | have -- contracts that
| have reviewed are 20-year contracts.

Q And so, that is working. W know that 20 years
I's working ing to encourage it. But there's no evidence,
Is there -- well, I"'mnot going to ask that question
because we're going to go through that now.

You accept that -- you're not a financing
expert, is that right, of renewabl e energy projects?

A | have not worked in that arena of financing
renewabl e energy projects.

Q And you accept that every witness in this
docket who can claimto be an expert in actual financing
renewabl e projects has said they won't be able to get
them devel oped if the termis reduced to three or five

years. You're aware of that testinony; right?
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A Vell, I'"maware, yes.

Q Ckay. Now, you've indicated several tines
In your testinmony here -- excuse ne, in your prefiled
testinmony and in your sumary that you think there's some
evi dence that the financing situation m ght be changi ng
for renewabl e projects; right?

A Yes.

Q I'd like to wal k through that evidence that you
cited and tal k about whether that does provide any
support for the notion that short-term PPAs are
financeabl e for renewabl e projects.

First of all, you reference the concept of
yi el dco; correct?

A Yes.

Q Do you understand that yieldcos are an
alternate formof sponsor equity in a project as opposed
to either tax equity or debt?

A | understand that there are various flavors of
yi el dcos and but, basically, the devel oper can sell his
project into a yieldco possibly making a profit on the
sal e and then receive dividends back out fromthe
yi el dco.

Q | guess, let nme ask ny question nore directly.

Do you understand that an entity that uses a

yieldco to help finance a project typically also has to
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1 obtain debt fromnore traditional debt sources? rage 227
2 A Yes. | understand that there is debt and
3 equity involved in both the devel opi ng conpany or
4  sponsoring conpany 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 devel oper has to cone up with a conbi nati on of debt and
8 equity to nake the project work, that will nmake the
9 project work; correct?
10 A Presumabl y, vyes.
11 Q You al so understand, do you not, that an
12 investor or a |lender would view a PPAwth five years
13 as having greater risk than a PPA with 20 years fi xed
14  prices?
15 A Ceneral |y, yes.
16 Q And with increased risk, investors or |enders
17  expect higher rates; do they not?
18 A That woul d be the traditional financial theory.
19 Q You specifically referenced one of the
20 participants in the Coalition that | represent,
21  SunEdi son, and their use of vyieldcos.
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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A. Yes.

Q You understood, did you not, that the average
remaining length of termfor all of those PPAs that were
involved in that particular transaction was 18 years?

A Yes. That's what the news rel ease said.

Q And that was remaining years presumably at the
tine the PPAs were entered -- did you understand these
PPAs were entered into by a utility and they were being
pur chased from t henf

A Yes. | understood that. And the 18 years is a
wei ghted average. So, there woul d have been contracts or
projects there that woul d have had presunmably nore or
| ess than the 18 years.

Q Left; correct?

A Left.

Q You don't know whet her every one of them when
initially financed and built, was a 20-year or a 25 or
sonme ot her nunber? Wat you know is what's left at the
tine of the transaction according to the report was
18 years; right?

A That's correct.

Q And you pointed out that Sun Edison's CEO or
CFO, | forgot which, had indicated that maybe those woul d
be held wthin the Conpany for up to seven years and at

sonme poi nt perhaps dropped into a yieldco; is that right?
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1 A It was the CEO as | understand it, to naEggfhégl
2 clarification. Yes. The Conpany Sun Edi son 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 | think JP Mrgan 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 anount of the warehouse. That's ny

10 understandi ng 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  Dbeing dropped into the yieldco, meaning that there would
14  be a weighted average of 11 years left of that tine,

15 that that somehow denonstrated that financing an

16 11-year PPA m ght be possible?

17 A Yes. And |I'd be happy to explain ny thinking
18 about that. What that denonstrates 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 remai ni ng which
21 also suggests to nme that there is no magi ¢ nunmber that

22 the yieldco has to have a 20-year contract when it first
23 acquires the project or even an 1ll-year contract when it
24  first acquires it.

25 The idea is is that the yieldco acquires a
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project with the remaining contract that nmay be just a

remai ning but it can be as low as 11 years or, depending
on what the original contract termdistribution was,
it could be under ten years.

Q But you understand, do you not -- let's pretend
for a noment, another hypothetical, that each of those
projects that you' re referencing was a 20-year PPA
Now it's sold with 18 years left, and then you' re saying
maybe with 11 years left it's dropped into a different
yi el dco financing nmechani sm

You understand that the investnent at year one
for a 20-year PPA -- I'mgoing to nmake up a nunber,
it may have been $100 nmillion. Two years later the
remai ni ng i nvestnment that has to be recovered m ght be
| ower than that, 18 -- you know I said a 100 m|lion.
$90 million. Let's just pretend.

Seven years | ater when there's only 11 years
left, the remaining investment mght only be $50 mllion;
right? |In other words, the anobunt that the investor
IS putting at risk is going to change as the project

depreciates and that investnent is already recovered;

correct?
A Vel |, that depends on -- you're making a | ot of
assunptions there. But the value -- I'Il go this far

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 anPage e
2 1ll-year PPA, but ny 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, wth contract terns that are

6 potentially nmuch less than the 20 years that you're

7  proposing.

8 Q But the risk is also half as much or al nost

9 half as much 11 years in. The remaining anount 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 Vel |, presumably, but you've said the risk is
15 reduced. So, that woul d nake the val ue hi gher again

16 under typical finance theory.

17 Q But what we're dealing with is the

18 encouragenent of the devel opnent 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 intoits life mght be financeable or m ght be traded to
22 someone for the remaining risk, for the remaining life.
23 Not hi ng about that speaks to what it takes to
24 get it built in the first place; does it?
25 A | think that it does. | think that it shows
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that the yieldco as a financing vehicle for the

sponsoring devel oper may be willing to accept, say,
a ten-year contract as part of its portfolio.

Q You' ve seen testinony, have you not, in this
docket that the average PPA | ength of yieldco is at
| east, that M. Isern knows about, 15 to 20 years and
that's about what the average yieldco PPA remaining life
is? Do you renenber reading that testinony?

A Not specifically, but if you want to represent
that that's what he said, then | won't dispute that.

Q He can speak to that, but the point I'mtrying
to get to, and you seemto be resisting nme -- nmaybe we
need to go through some of this -- is that yieldcos are
viewed as a neans to provide a different kind of equity
for long-term PPAs that are already there for investors
who want to invest in them

You haven't shown any testinony or any
evi dence, have you, that a yieldco was willing to invest
in a short-term PPA fromthe get-go as opposed to buying
a depreciated set of assets years into the devel opnent
or into the devel opnent ?

A Well, yieldco's are relatively new and how t hey
may evolve into the future is anyone's guess at this
point. M point in bringing up the subject of yieldcos

Is that they are a new animal that did not exist ten
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years ago when the Comm ssion | ast reviewed this issue

of termcontract termlimts. And that a yieldco m ght
in the future as part of its overall portfolio support
a contract that has five or 10 years on it is sonething
that | can at |east conceive of.

Q As sonmeone who's never done it; right?

You coul d conceive of it, but you don't have
any experience that would suggest that's true; do you?

A Vell, to the extent that there is evidence
available to this relatively new animal, | think I
presented evi dence that yieldcos are not |ocked into
maki ng 20-year contracts.

Q Do you accept the notion that yieldcos are
prem sed upon the fact that there are long-term PPAs with
creditworthy utilities backing the return and therefore
they can be sold to these yieldcos, these individual
i nvestors who buy into the yieldco at perceived | ow risk
and relatively lowrates at |east right now?

I's that consistent with what you understand of
yi el dcos?

A Vell, | think that's consistent with what sone
yi el dcos are aimng at, but |'ve read also where there's
been conplaints already in the nedia where yieldcos have
taken in projects that nmaybe are not what -- or nmaybe not

the quality that have been expected.
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Q And indeed, if they started taking in five-year

PPA projects, there would probably be a | ot of
conpl ai ni ng about lack of long-termstability and
high risk; right?
A Vell, it would depend on what portion of the
portfolio it was.
MR, DODGE: May | approach?
THE HEARI NG OFFI CER:  Yes.
BY MR DODGE:
Q I'd like to hand you -- and | have all of them
if you'd like to | ook at them
M. Peterson, in your testinony, you provided
web sites, links to web sites for five or six articles
describing this new yieldco entity; correct?
A Yes, | did.
Q This new yi el dco concept ?
A Right, in order to provide sone background
i nformation.

Q And | trust you read through those articles?

A Yes.
(RMCRE Cross Exhibit-3 Identified)
BY MR DODCE:

Q And | have the entire articles here if you'd
[ike to see themin context. Wat |'ve done in this that

|"d ask to be marked Coalition Cross Exhibit-3 1 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 tal ked about vyiel dcos.
4 And | turn to the first one which was in this
5 Social CSP Today. And in the highlighted part, I'd like
6 toread it and you tell ne if this is consistent with
7 your under st andi ng.
8 "Yieldcos are essentially publicly-traded
9 hol di ng conpani es which bundl e assets that produce
10 a steady and predictable flow of incone, such as
11 energy plants, that have long-termdistribution
12 agreenments. "
13 Did | read that correctly?
14 A Yes.
15 Q The next highlighted part:
16 “Whil e they can face many uncertainties during
17 bi ddi ng, permtting and devel opnment, once they are
18 connected to the grid their cash flows are | owri sk,
19 because they typically generate a steady inconme from
20 20 or 25-year PPAs or tariffs, once in operation.”
21 Now, is that consistent with your understandi ng
22 that yieldcos are viewed as | ow risk because they have
23 long-term PPAs?
24 A | would agree that that's what the statenent
25  says.
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Q And again, these are what you cited in your

testinmony to explain what yieldcos are; right?
A R ght.
Q If you'll turn to the next highlighted part,
this is a Bloonberg article, the highlighted part. And I
will read it.
“In thinking about how to val ue yi el dcos,
it is vital to understand that they are, at the
end of the day, portfolios of projects. Any yieldco
valuation has to start wth a valuation of its
underlying projects, and any prem um over that val ue
needs to be carefully justified.
"Most wind and sol ar 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 agreenents, or long-termgreen
certificate sales arrangenents.”
Agai n, consistent with the notion that why
yi el dcos have become popul ar is because they have
| ong-term sust ai nabl e power purchase agreenents; right?
A Right. I'lIl just point out that this does
not -- this says revenues over the first 15 years or so.
So, again, it's a break fromthe 20 years.
Q So, 15 years, they're saying at |least 15 has a

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 1'dinvite you to ook 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 tal ks about a contract tenor of ten to 20 years.

8 They tal k about significant expiration risk.

9 | guess ny point is, isn't it inconsistent wth
10 the whol e concept of yieldcos as you understand them

11  based on your review of these articles that putting into
12 themshort-term PPAs with high risk when the goal here is
13 long-termlowrisk assets that investors can invest in
14 without as a high of a return expectation as another

15 equity investor m ght expect?

16 A | 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 termis less risky or is, excuse ne, is nore

19 risky than a 20-year contract term
20 MR DODGE: Thank you. |'d nove the adm ssion
21  of Cross Exhibit-3.
22 THE HEARI NG OFFICER |If any party objects to
23 that, please indicate. It wll be admtted. Thank you.
24 (RMCRE Cross Exhibit-3 Adm tted)
25 BY MR DODGE:

Litigation Services | 800-330-1112

www. | i tigationservices.com



http://www.litigationservices.com

HEARI NG PROCEEDI NGS DOCKET NO. 15-035-53 - 11/12/2015

© 00 ~N oo o b~ w N Bk

O R N R O R S T N N e e o N N N
g A W N P O © W N O o M W N PP O

. . Page 140
Q One of the other pieces of evidence you

referred to, M. Peterson, for the notion that financing
m ght be changing is bal ance sheet financing, the

possi bility that a conpany m ght just choose to take

a project on its own bal ance sheet.

What if Rocky Mountain Power cane in here and
said, we'd like to finance a hundred percent of our next
power plant with equity, would you object? Let ne add,
wth the equity return that they are offering.

A Wth the equity return that they are
authorized? No, | don't think the regulatory -- | think
there woul d be objections to that and | would object to a
hundred percent, the equity financing as being inprudent
Iin the sense that it was not mnimzing costs.

Q And that's because equity is nuch nore
expensive. Most peopl e expect nmore return when their
equity's at risk than a debt |ender who's first in line
to be paid back; correct?

A That's generally correct, yes.

Q And so, it would be inprudent for a utility to
finance a hundred percent of its investnent with equity.

Wuld it not also be inprudent for a public
conpany or a privately-held conpany that has
sharehol ders, stakeholders, to not |everage its equity

in the manner you're suggesting by using bal ance sheet
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financing? In other words, it would be the exact sane

concept and woul d be using high-priced equity that
woul d not allow the return that the Conpany's expect
fromthereafter.

A Vel |, a balance sheet financing to ne neans
usi ng both debt and equity conponents. So, | would
expect even a Sun Edison or a simlar publicly-traded
conpany or a privately-held conpany woul d use a m xture
of debt and equity in any financing they would do.

Q So, it gets back to, then, what do the debt and
equity markets expect in terns of financing this kind of
project; correct?

A Yes.

Q You al so reference a few short-term PPAs and
I'd just like to make sure we're communicating correctly.
When you try and give exanples of some PPAs that maybe
have been financed with shorter terns, you reference the
one in the testinony of the renewable energy Coalition
that you say has a 1l1-year contract; right?

A Yes.

Q You understand fromthe testinony here this
norni ng and your reading of the testinony of M. R ch
that that's a nunicipal solid waste combustion facility;
right?

A Yes.
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Q And it was built in 1987 nearly 30 years ago?

A Yes.

Q And nunici palities have different financing
options than do private conpani es?

A | pointed that out in ny testinony.

Q So, it doesn't go to show that a conpany trying
to develop a renewabl e energy project can finance an
el even-year contract but it shows us one that's built
and that's 30 years depreciated mght be willing to sign
an 11-year contract; correct?

A VWll, | think that it goes to the issue that we
are dealing with or tal king about QF contracts generally
and not specifically about whether a private devel oper
can conme in and devel op an 80-nmegawatt QF project.

So, to me, the financing available to a municipality
or sonme other not-for-profit conpany can be conpletely
di fferent than what SunEdi son requirenents are.

Q Exactly. But it doesn't support the notion
than an 11-year PPA can be financed by projects that are
just now being constructed as opposed to one that's been
depreciated for 30 years, correct, this exanple, because
you used it --

A | think I would accept that, but it doesn't
support the idea that a new greenfield project would be

11 years.
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1 Q You al so referenced three projects in
2 Washington that the Conpany referenced in a data
3 response; correct?
4 A Yes.
5 Q You understand those are all under two-negawatt
6 projects?
7 A | understood that they were what we call small
8 QFs, yes.
9 Q And none was wi nd or solar?
10 A 'mnot famliar with what they were. W just
11  asked them about QF projects. Again, the issue is not
12 necessarily what type of technology is being used.
13 Q Woul d you accept subject to check that DPU data
14  request 3.2 said how many renewabl e projects counted
15 under 3.2(a) above are wind or solar QF projects?
16 A Ckay.
17 Q And the answer was none.
18 So, the three projects they referenced in A
19 none of themis wind or solar.
20 A Ckay. | had forgotten that little tidbit.
21 Q And so, you don't know who did those projects,
22 how they were devel oped, 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 seemto be relevant.
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Q So, it doesn't really support the notion that a

project, if the goal is to encourage the devel opnent of
renewabl e projects in Uah, that three nonrenewabl e small
QF projects in Washington that somehow got built woul d
suggest that other projects in Uah could be built with
just five-year PPAs; does it?

A Vell, | think the original inpetus to ask nme
that question about \WAshington was that we | earned that
Washi ngton had already had a five-year Iimt on
contracts. So --

Q On which contracts?

A On the QF contracts.

Q On which QF contracts? Under two negawatts?
A Vel l, the under two negawatt but --

Q They don't on large projects; do they?

A | don't know what the Washington law is there,

but on small QFs, they are limted to five years, and
that seens to nme to be the rel evant point here.
So, those projects, whatever they are, biomass or
what ever, were devel oped under a five-year contract.

Q But it's also relevant, is it not, that
Washi ngton doesn't limt larger QFs to five years?

A Well, the point isis that it gets back to this
I ssue of whether sonething is financeable or not as a QF

for atermthat's less than 20 years. And the answer is
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yes. There are possibilities to finance projects whether

they are two nmegawatts or 80 nmegawatts or whatever.
They are possibilities --
Q And they may all be municipal waste projects.

You don't know, correct?

A Vell, if that's what they are --
Q | don't know. I'm asking you, do you know?
A Vell, | don't know And to ne it's irrelevant.

Q You al so reference, you said you did a quick
Internet search and cane up with a First Sol ar project
in California that had 11 years on the PPA; right?

A | said 11 --

Q O ten years?

A Ten years.

Q Did you also read in the article that you cite
that, in addition to a ten-year PPA with Roseville, the
muni ci pality, that the owner of that also had a backup
PPA with Pacific Gas and El ectric?

A | remenber reading sonething to that effect.

Q Do you think that backup PPA would also go into
a financing entity's wllingness to consider financing
that project? Do you know if that PPA, for exanple,

Is a 20-year contract?

A | don't know.

Q O a ten-year at the end of the ten years?
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Wt hout knowi ng that, you can't really cite it

as an exanple of sonething that can be financed with just
the 10-year PPA; can you?

A Well, | think it shows that there was a
ten-year contract that was entered into and at the end
of the ten years, it's up in the air what woul d happen
after that. So, there is a risk to any devel oper or
whoever was financing that that the subsequent contract
m ght not be avail abl e.

Q But this article said there is a backup
contract. I'Il read it and I'll give it to you if you
l'ike. "First Solar has an additional PPA for

lost Hlls'" output with Pacific Gas and El ectric

whi ch goes into effect in 2019."

They have a backup contract with an
investor-owned utility. You don't know the length of it.
Neither do I. But it doesn't support the notion that
that ten-year contract with a nunicipality was sufficient

in and of itself to get this financed; does it?

A. Well, it may not have been sufficient in and of
itself, but there's still a risk about the 2019 contract.
Q So, | guess ny point is, you reference other

financing projects but you have not been able to point
to one greenfield renewabl e project that has been

financed with a short-term PPA despite whatever research
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1 vyou've done; right?

2 You haven't shown us that there's even one?

3 A Well, | think the Washi ngton PPAs.

4 Q Vel |, and you know not hi ng about them You

5 know don't know if they're greenfield, brown field,

6 nunicipal?

7 A Vell, nmy understanding is is they woul d have

8 had to have been devel oped under the five-year term

9 under the five-year contract.

10 Q M. Peterson, you say that you're concerned

11 about ratepayer risk and you said in your testinony that
12 you assune there will likely be higher prices as a result
13 of these QFs. Is that really your testinony?

14 A The testinmony is is that if we get this nmass
15 of QFs that are potential, that that would |ikely raise
16 prices to ratepayers because the Conpany woul d have to
17 maintain its existing fleet, essentially, intact to

18  supply backup power and so on when the wi nd doesn't bl ow
19 or the sun doesn't shine. And yet we'd have to pay the
20 contractual anounts 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 bel ow what the then available price is;
24 is it not?
25 A Vell, if gas prices continue to plunge, | guess
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it could be |ower, but if you assune that they stay the

same, again, it's the idea that the Conpany's going to
have to maintain a certain anount of its existing fleet
as backup to, you know, an additional 2,000 or 3,000
megawatts of solar or PPAs.

Q That's factored into the price, the avoided
cost pricing.

A Vell, we can get into that if you'd Iike,
but 1'msaying, if that were to occur, there's going to
be reliability issues that M. Cenents testified to and
| think there's potentially higher prices alternately to
rat epayers because of the intermttency and the fact that
you have to support, now essentially have to support two
el ectric generation systens, the QF generation system
and t he backup system

Again, this is all under the assunption that

all of this two or 3,000 negawatts gets built.

Q And do you believe that's going to happen?

A | don't personally think it's going to happen.

Q You heard what QF prices are today, in the 30s
you said or maybe 40s?

A | think in the | ow 40s or upper 30s is correct.

Q So, you're representing ratepayer interests
here in your concern, and you ask ne as a ratepayer,

woul d you rather take a $30 fixed 20-year resource for
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energy with no fuel-price risk and no environnmental risk

or go on the short-termmarket for that sane anount of
energy for the next 20 years, what do you think ny
reacti on woul d be?

A Vell, | know what your reaction would be.

Q And |'m here representing ratepayers who have
the sane reaction anong others. | nean, does that
surprise you that the ratepayer advocates here are saying
these are good deals if we can get thenf

A VWll, | think it's nore conplicated than you're
maki ng it sound because, again, if you're going to get
3,000 nmegawatts of generation at $30 a megawatt hour,
to follow on your hypothetical, you still have --
the ratepayers are still going to have to pay for
substantially all of the systemthat the Conpany
currently has. And it may turn out that that wll
increase the price to ratepayers.

| don't know that for a fact but it seenms |ike
a good possibility under nmy hypothetical.

Q Does it not seemjust as likely that the
opposite will be true, that gas prices wll go up,
and so, by displacing market purchases at this 30 to
$40 range, you're saving noney?

Does that not seemas |likely as the other?

A Wll, we're tal king about risk. And risk has
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to do with the variability of prices, not whether they're

hi gher or lower. And the longer term-- the |onger you
go out, the greater the risk in terms of price
volatility.

Q | understand that. | was addressing your
statement that prices would likely be higher but let's
nmove on.

A And | think |I explained what | intended with
that statenent.

MR DODGE: Let's nove on.

THE HEARI NG OFFI CER. M. Dodge?

MR DODGE:  Yes.

THE HEARI NG OFFI CER° | m ght suggest this
m ght be a good time for a break.

MR DODGE: |'mdown to one |ast couple of
questions if you would indulge nme for just a mnute.

THE HEARI NG OFFI CER:  Sur e.

MR. DODGE: But |'mhappy to break if you'd
rat her.

THE HEARI NG OFFICER.  |If you have one or two
questions, then it's probably best to keep going.

MR DODGE: It's the last area.

THE HEARI NG OFFI CER.  Ckay.
BY MR DODGE:

Q M. Peterson, you testified at sone |ength
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about the Idaho order that reduced PPA terns to two

years; right?

A | think | wote a paragraph in nmy direct.

Q And | assune you viewed that as relevant to the
Conmi ssion, let's see what the |Idaho Conm ssion did?

A Yes.

Q Did you also review the Oregon staff testinony
on this exact sane issue where PacifiCorp is asking to
reduce the PPA termin O egon?

A No.

Q Are you aware they opposed the reduction for
basically all the same reasons that nmy Coalition is
opposing it?

A Well, since |l didn't read it, again, |'mnot
aware of it.

MR. DODGE: Thank you. No further questions.
THE HEARI NG OFFI CER.  Ckay. Thank you.
Way don't we recess until 1:30 by that clock

Thank you.

(Lunch recess 12:25 p.m to 1:35 p.m)

THE HEARI NG OFFI CER  Ckay. | think we're back
on. M. Peterson, you're still under oath. And I think

we're ready to nove to M. Sanger; correct?
CROSS- EXAM NATI ON
BY MR SANGER
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1 Q Good afternoon, M. Peterson. rage 152
2 A Hel | o.

3 Q |'"'mnot intimdating. |'mnot M. Dodge.

4 | wanted to ask you sone questions about your earlier

5 testinony about the Washi ngton QFs.

6 So, can you refresh for all of us what your

7 testinony was on those?

8 A Essentially, the testinmony is is that | asked
9 data requests of the Conpany regardi ng Washi ngt on QFs.
10 They responded that they have three contracts.

11 My understanding is, at least for small CFs,
12  Washington has a five-year termlimt on contracts and
13 the Conpany responded that they have three PPAs that are
14 wthin that five-year [imt.

15 Q And did you investigate when those PPAs were
16  built or constructed?

17 A No, | didn't.

18 MR. SANGER: May | approach the witness?

19 THE HEARI NG OFFI CER:  Yes.
20 MR, SANGER
21 BY MR SANGER
22 Q (Docunent distribution) So, nmy client is the
23  Renewabl e Energy Coalition who is a party in this
24 proceedi ng; correct?
25 A That's ny under st andi ng.
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(IREC Exhi bit-1] I denti fi ed)

BY MR SANGER

Q So, the Renewabl e Energy Coalition submtted
testinony in a WAshington avoi ded cost case earlier this
year. And two of the Coalition nmenbers or one of the
coalition's nmenbers is Yakinma Tieton Irritation District
descri bed on page two of the Declaration of John Lowe
which is page five in ternms of page nunbers, in terns of
nunbers of actual pages, but it's page two of 13,
t he Decl aration of John Lowe.

And 1've highlighted in the mddle of the
sentence there that Yakima Tieton is a Coalition nmenber
and they sell their power to PacifiCorp fromtwo
one-and- a-hal f nmegawatt hydroel ectric projects and these
facilities have been operating since 1986.

Do you have any reason to contradict that?

A No.

Q | f you could turn to the next page of this.
And it's page three of the Declaration of John Lowe.
And there's a sentence in paragraph seven which states
that: "The Deruyter Dairy nethane facility is the only

Washi ngton QF that has been built in and currently

selling power to PacifiCorp since 1990."

Did you inquire into when this project was

constructed or built?
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A So, you're | ooking at paragraph seven?
Q Yeah. Paragraph seven, the third sentence.

It's tal king about the third QF project that's in

Washi ngt on.

A Ckay.

Q The dairy nmethane facility, it was constructed
in 19907

A Vell, in answer to your question which I
believe was, did | inquire into that? The answer is no.

Q Ckay. Are you aware that the Washi ngton
Conmi ssi on adopted five-year contract terns sonetinme
after 19907?

A I'mnot famliar when they adopted that.

Q So, you're not aware that there have been no
Washi ngton QFs that have been built recently under the
five-year contract ternf

A |''mnot aware one way or the other

Q Ckay. And are you aware that the four
operating megawatts of Washington QFs represents |ess
than 0.3 percent of PacifiCorp's total negawatts of QFs
on its systen?

A. | see that's what it says there, but otherw se,
[*'mnot aware of that.

Q Ckay. So, in ternms of pointing to contracts

or QFs that mght be able to operate under a five-year
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contract, these projects may not be ones that would

support your assertion that QFs can operate under
five-year contracts or be financed under five-year
contracts?

A Vel |, obviously they' re operating under
five-year contracts. The question of whether they can be
constructed or not, | don't have an opinion about these
particular contracts. | nerely asked a data request of
Paci fi Corp and reported what the response was.

Q Right. But you used that information in the
portion of your testinmony supporting the viewthat
projects can obtain financing in order to devel op
with five-year contract ternms; correct?

A | think that's a fair characterization.

It was to obtain evidence of five-year contracts. And
| knew that PacifiCorp or that Washington, rather, had
this limtation. And PacifiCorp represented that they
had projects that were operating under those terns.

Q But you did not investigate as to whether those
projects were constructed with five-year contracts,
only that they could continue to operate under
five-year contracts?

A As | said earlier, | did not investigate
further.

Q Ckay. Thank you. Can you please refer to your
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direct testinony on page twelve?

A Unfortunately, during the break ..
Whi ch page?

Q Page twelve. Sorry about that.

A Ckay. | have page twel ve.

Q So, inthe first full Qand Ain the first ful
paragraph, there's the |last sentence there. It reads --
wel I, could you read that | ast sentence that starts with
the word, "Simlarly"?

A "Simlarly, QF devel opments funded by

municipalities will probably not be affected since

they are doing QF projects presunably as a matter of
the municipalities' public policy and w thout profit
motive. "

Q Have you been able to identify any Ut ah
muni ci palities or other nonprofits that have been able
or | guess any nunicipalities or nonprofits that have
been able to devel op under five-year contract terns?

A | haven't specifically investigated that.

So, the answer i s no.

Q Did you inquire to potential municipalities
that m ght want to the devel op QF projects as to whether
they can obtain financing?

A | did not specifically investigate that.

Q Are you aware that M. Nathan Rich who is a
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Coalition menber submtted testinony on behalf of Wasatch

I nt egrat ed Waste Managenent ?

A |'ve seen his testinony, yes.

Q And that's a waste nmanagenent entity that's a
nonprofit; correct?

A That woul d be my under st andi ng.

Q And are you aware that he testified that his
wast e managenent service district would need to obtain
financing and that under short-termcontracts they could
not obtain financing to develop the QF project?

A Vell, you' d have to show ne specifically.

I remenber him saying sonething to that effect.

Q Do you have any information to contradict
M. R ch's testinony?

A No.

MR. SANGER. kay. | have no further
questi ons.

THE HEARI NG OFFI CER.  Thank you.

M. Jetter, any redirect?

MR SANGER:  Your Honor?

THE HEARI NG OFFI CER.  Yes.

MR SANGER: Can | nove for the adm ssion
of the exhibit that | crossed M. Peterson on?

THE HEARI NG OFFI CER  Sure. |f any party

objects to that, please indicate.
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1 MR JETTER | would just raise an objecf?gﬁ e
2 that if it's entered to establish the facts that are

3 referenced therein because we have no -- | have no

4  know edge of whether those facts or accurate or not.

5 |'ve never seen this docunent before.

6 And so, I'mtroubled by entering this into the
7 record inits entirety especially for anything that m ght
8 beinthere that | don't believe nost of the parties here
9 have had an opportunity to vet in any way.

10 THE HEARI NG OFFI CER° M. Sanger, do you have
11 any response to that concern?

12 MR. SANGER:  Yes, your Honor. M. Peterson

13 directly testified on this issue. This is a

14  publicly-avail abl e docunment in another jurisdiction.

15 If necessary, M. John Lowe who submitted this
16 testinony is in the chamber today and he's scheduled to
17 testify. | could have himverify the truth and

18 authenticity of this docunent as well.

19 THE HEARI NG OFFI CER. Does any other party have
20 any comment on this notion?

21 MR JETTER What |I'd like to ask, maybe a

22 question if this is the case. Mne also cane with

23 testinony of Hi ggins attached to the back.

24 MR SANGER: W can renove the |ast part,

25 the testinony of M. Hggins if that's a concern.
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1 MR JETTER | think it would be approprrggg 0
2 todothat also if there's no other reason to enter that
3 into the record.
4 THE HEARI NG OFFI CER M. Jetter, you're stil
5 mintaining your objection to the entry of M. Lowe's
6 testinony?
7 MR JETTER | think at this point, yes,
8 without sone authenticity or authentication of it.
9 THE HEARI NG OFFI CER.  (Ckay. Let ne ask you,
10 M. Sanger. W have M. Peterson's testinmony on the
11 record with respect to this issue, but you still would
12 like to enter the entire testinony into evidence?
13 MR SANGER: | would like to enter the portions
14 that | cross-examned M. Peterson on. |'mhappy to
15 reduce the length of it so that the whol e docunent does
16 not cone into the record, but the portions that he --
17 | cross-examned himon, | wuld like to have that
18 in the record.
19 THE HEARI NG OFFI CER.  So, you're speaki ng of
20 just that -- well, paragraph four and paragraph seven?
21 MR SANGER: Well, | would nove for the
22 adm ssion 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, | would nove for the admi ssion of the first
Litigation Services | 800-330-1112
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1 four pages of the declaration. rage 190
2 THE HEARI NG OFFI CER:  Ckay. | think we'll

3 allowthis to be admtted. And again, we recognize that
4 it doesn't have the sane wei ght as other testinony.

5 It's froma separate docket. And we al so have

6 M. Peterson's testinony on the stand that pretty nuch
7 establishes his position on the issues in these.

8 So we'll allowthat. Thank you.

9 (REC Exhibit-1 Admitted)

10 MR. SANGER:  Thank you.

11 THE HEARI NG OFFI CER:  Anyt hi ng el se,

12 M. Sanger?

13 MR SANGER: No, your Honor. Thank you.

14 THE HEARI NG OFFI CER:  Back to M. Jetter for
15 redirect.

16 MR, JETTER | have no redirect for

17 M. Peterson. He's available for questions fromthe
18  Commi ssi on.

19 THE HEARI NG OFFI CER:  Ckay.

20 Comm ssi oner Wi te?

21 COW SSIONER WHI TE: | have no questions,

22  Chair.

23 THE HEARI NG OFFI CER:  Conmi ssi oner C ark?

24 COW SSI ONER CLARK:  No questi ons.

25 THE HEARI NG OFFI CER:  And | have none.
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Thank you.

MR, PETERSON. Thank you.

THE HEARI NG OFFI CER: M. Jetter?

MR, JETTER  Thank you. Charles Peterson
Is the Division's only witness. And that is | guess the
concl usi on of our evidence we are going to present today.
Thank you.

THE HEARI NG OFFI CER.  Ckay. Thank you.
And | think at this point M. Sanger had contacted our
office wwth a witness availability issue.

So, why don't | let you address that at this
poi nt and see where we should go with that.

MR. SANGER: Thank you. | have two W tnesses,
M. John Lowe and M. Nathan Rich. | contacted the
Conmi ssi on about the availability of M. John Lowe, that
| would strongly prefer to have himon the witness stand
today. M. Nathan R ch has subsequently informed me that
he has scheduling issues and would also like to get on
the stand today.

So, | would like to at sone point schedule tine
so that we can have themtestify potentially the first
of the intervenors so we can get themon the stand today.

THE HEARI NG OFFI CER.  Ckay.

Does anyone have any comments or concerns

with that request? And it probably doesn't natter
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whet her we go before or after the Ofice. The Ofice

and the remaining intervenors all have simlar positions.
Wul d there be any rejection to going to those
two first and then noving on with the Ofice?
MR. JETTER  No.
MR. MOORE: No objection.
THE HEARI NG OFFI CER.  Any ot her objection?
Wiy don't we go that way. So, M. Sanger, why don't you
go ahead with your first wtness.
MR. SANGER: Thank you very nuch. | cal
M. John Lowe to the w tness stand.
THE HEARI NG OFFICER° M. Lowe, do you swear to
tell the truth?
THE WTNESS: | do.
JOHN LOVE,
having first been duly sworn, was
exam ned and testified as follows:
DI RECT EXAM NATI ON
BY MR SANGER
Q M. Lowe, did you prepare or have prepared on
your behalf testinony of M. John Lowe on behalf of the
Renewabl e Energy Coalition?
A Yes.
Q Do you have any corrections at this tinme to

your testinmony?
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2 Q If you were asked the sane questions today,

3 would your answers be the sane?

4 A Yes, they woul d.

5 MR, SANGER: | respectfully nove for the

6 adm ssion of the testinony of M. John Lowe.

7 THE HEARI NG OFFICER If any party objects,

8 please indicate. Seeing none, they will be entered.

9 (REC Testinony of John Lowe Admi tted)

10 BY MR SANGER

11 Q M. Lowe, do you have a short statenent

12  prepared?

13 A A few comments. | don't know that it's nuch
14  of a preparation. First of all, let ne tell everyone
15 of the Conmm ssion what REC is.

16 We are a Coalition of renewabl e energy projects
17 which are all base load in nature and all snall, |ess
18 than ten nmegawatts except one which is 32 negawatts in
19 size. And except for two projects which is the bionass
20 project | just nmentioned which is in Oegon and Nat han
21 Rich's Wasatch project here in Uah, all of the other
22 projects which are close to 50 in the Northwest states;
23  Oegon, |daho, Washington, Uah, Mntana and Wom ng,
24  about 50 projects are included. So, | think about 48
25 of those are hydroelectric projects.
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The ot her thing about these projects is that

they are all existing projects unlike a lot of the
conversation that takes place is in the context of new
projects. The coalition's main interest, not exclusive,
but main interest is in protecting the interests and

bal ancing the interests of these existing projects

in that they woul d require new power purchase agreenents
or replacenent agreenents, whatever you want to refer to
them as, interconnection agreenents, so forth, as the
projects mature and conti nue on.

And in addition to that, these projects wll
likely require additional capital to nake inprovenents,
repairs, replacenents, efficiency changes,

I nterconnection redos, et cetera, et cetera.

So, our concern is with these types of projects
and that fact that they will in fact need contracts that
are in excess of three years in order to neet their needs
simlar to new projects.

The ot her concern that we have in this
proceeding has to do with the capacity issue. And we're
very concerned about existing projects that have been
paid capacity and typically treated as part of the
resource stack and the utility's IRP may not get capacity
payments. And if the sufficiency period is always in

excess of the contract term it's highly inprobable they
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woul d get capacity paynments under the concepts that are

going forward. So, we're very concerned about that.

And the last thing | would nmention is regarding
sonme of the points that were discussed in the state of
Washi ngt on because one of the projects that was being
di scussed as a nmenber of the Coalition in the form of
Yakima Tieton Irritation District.

And in ny former role at 26 years dealing with
PURPA issues for PacifiCorp, | have a | ong and deep
history wth that particular entity, those two projects
as well as the third project that was referred to in the
previ ous conversation were projects that were all built
under long-termcontracts that existed and were allowabl e
in the state of Washi ngton.

That was subsequently replaced by the five-year
contract term And so, these projects are under
short-termcontracts, but in no way were they ever
built or financed under short-term contracts.

| think that's really all | have to say to
sunmari ze our testinony and position.

THE HEARI NG OFFI CER.  Ckay. Thank you.

Anything further, M. Sanger, of this w tness?

MR SANGER: No. Thank you.

THE HEARI NG OFFI CER:  Ms. Dutton, any

Cross-exam nati on?
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MS. DUTTON: No. Thank you.

THE HEARI NG OFFI CER.  Thank you. M. Ritchie?

MR RITCH E: No cross.

THE HEARI NG OFFI CER. M. Dodge?

MR, DODGE: No. Thank you.

THE HEARI NG OFFI CER° M. Mbore?

MR MOORE: No. Thank you.

THE HEARI NG OFFI CER M. Jetter?

MR JETTER | have no questions. Thank you.

THE HEARI NG OFFI CER.  Thank you. Ms. Hogl e?

M5. HOGLE: | have no questions.

THE HEARI NG OFFI CER.  (Ckay. Thank you,
M. Lowe. Conm ssioner Wite, do you have any questions?

COMWM SSI ONER WHI TE: | have no questi ons.
Thanks.

THE HEARI NG OFFI CER. Conmi ssi oner Cl ark?

COW SSI ONER CLARK: It's unani nous.

THE HEARI NG OFFI CER: M. Sanger ?

MR. SANGCER: | would call to the witness stand
M. Nathan Rich.

THE HEARING OFFICER M. Rich, do you swear to
tell the truth?

THE WTNESS: | do.

(REC Rebuttal Testinony of Nathan Rich
[ dentified)
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NATHAN RI CH,

having first been duly sworn, was
exam ned and testified as foll ows:
DI RECT EXAM NATI ON
BY MR SANGER
Q M. Rich, did you prepare or have prepared on
your behal f rebuttal testinony of M. Nathan Rich on
behal f of the Renewabl e Energy Coalition?
A | did.
Q Do you have any corrections to that testinony
at this tinme?
A No.
Q If | asked you the sane questions here today,
woul d your answers be the sane?
A Yes, they woul d.

MR. SANGER | respectfully nmove for the
adm ssion of M. Nathan Rich.

THE HEARI NG OFFI CER.  If any party objects,
pl ease indicate. Seeing no indication, it wll be
entered. Thank you.

(REC Rebuttal Testinony of Nathan Rich
Admi tt ed)

MR SANGER | tender M. Rich for
cross-examnation. And | believe he has a short

statenent to start the process.
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THE HEARI NG OFFI CER:  (kay. We'll start with

the statenent.

MR RICH Thank you. | appreciate the
opportunity to be heard by the Conm ssion. You have ny
testimony. | won't spend a great deal of tine going back
over that. But | think it's inportant and | understand
the concern that 2,000 negawatts of new QF power woul d
cause a problemto the Conpany.

But | think we need to be careful about
uni nt ended consequences and | think our projects speak
directly to that. W have two projects just to clarify
alittle bit sone of the earlier testinony.

When our facility was built -- and it's a
muni ci pal waste conbustion facility. So, we generate --
primarily our business is to generate renewabl e steam
which we sell to H Il Air Force Base and they use that
general ly as heating on the other side of the base.

So, as part of the construction of the
facility, it was constructed with 1.6 nmegawatt
back- pressure turbine.

So, we take the high-pressure steam down
t hrough our turbine. The turbine is there to operate the
facility. It was put there to operate the facility.

We made an interconnection to the utility

in the 1993 tine frame. And that was our original power
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pur chase agreenent was actually an open ended

year-to-year agreemnent.

We were approached by Pacifi Corp two or three
years ago and they were cleaning up their old contracts.
They wanted to enter into a new contract. Hence, our
current 11-year power purchase agreenent. The reason
that that's an 11-year agreenent is because that matches
the tineframe of our current contract with H Il Ar Force
Base for the sale of steam So, we didn't want to firm
up our power beyond that.

And to put this into perspective, we sel
between five and $6 mllion worth of steamto H Il Air
Force Base in a year, and we're currently generating
revenues of 30 to $40, 000 on our power purchase agreenent
with PacifiCorp. So, it was really not the driving
factor. And that turbine is there to power the facility.

The second project, and this is really why
| felt it was inportant to be heard on the issue, Hil
Air Force Base uses 100 percent of our steamduring the
wnter nonths. So, in the sunmer nonths --

And we generate typically about 100,000 pounds
per hour of steam |In the sumrer nonths, they are not
able to use our full |oad and we've | ooked a nunber of
times at addi ng additional generation capacity to capture

t hat unused summer steam And we've been through severa
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engi neering cycles on that project.

Most recently, in fact, PacifiCorp just
conpleted the first part of an interconnection study to
hel p us understand our interconnection cost for that
program It's about a $10 million project. [It's not
sonmething that we currently have equity on hand to
finance. W're old school. W would finance that
project typically through a revenue bond.

So, right now we're trying to understand
whet her that project actually has economc viability,
but without the ability to contract at |east for the
period that mght represent a sinple payback on the
project is not sonething, nunber one, that | believe
we woul d be able to receive favorable terns on financing.

And beyond that, it wouldn't be sonething that
| woul d probably be able to convince our board that woul d
make good sense if we couldn't find the financing
at least to cover us during the payback period in that
proj ect.

So, you have ny testinony. And if there's
anything additional you'd like to add, that would be
great. Thank you.

MR SANGER: | have nothing further.

THE HEARI NG OFFI CER.  Ckay.

Ms. Dutton, any questions?
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MS. DUTTON: No. Thank you.

THE HEARI NG OFFI CER.  Thank you. M. Ritchie?

MR RITCHE No. Thank you.

THE HEARI NG OFFI CER. M. Dodge?

MR, DODGE: No.

THE HEARI NG OFFI CER° M. Mbore?

MR. MOORE: No.

THE HEARI NG OFFI CER M. Jetter?

CROSS- EXAM NATI ON
BY MR JETTER

Q | do have a few questions. Good afternoon

In your brief statenment that you' ve just
di scussed, did | understand you correctly that the
current project that you have, the first one, was built
and financed with year-to-year contracts with
Rocky Mountai n Power ?

A It was built and financed as part of a $54
mllion bond issue in 1987 because that turbine is part
of the physical operation of the plant.

The primary reason for the 1.6 negawatt turbine
is to power the plant. Frankly, selling the power to
Rocky Mountain Power is an afterthought and that
I nterconnecti on was added seven years |ater.

So, we're generating 1.6 negawatts and we're

selling, it's up and down, but typically three to 400
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kilowatts is all that we're selling to Pacifi Corp.

So, the contract is to help us continue with
t he ongoi ng nmai ntenance and operation of the facility.

Q Ckay. And with respect to the current
facility, the termof the contract was imuateri al
to whether it was built or not; is that correct?

A Absol utely because the project is a nunicipa
waste incinerator selling steamto H Il Air Force Base,
and the termof the contract with H Il Ar Force Base
as the major power off-take of the project was critica
and that was al so an open-ended contract with
H Il Ar Force Base at the tine.

So, that's the contract that -- it's hard to
draw the parallel between our small electric contract and
the real power purchase agreenment that built the facility
is the sale of steamto H Il Air Force Base.

Q Thank you. Wth respect to the second project,
the desire to add an additional turbine is ny
understanding; is that correct?

A That's correct.

Q What is the payback period for that?

A Well, it depends on the power off-taker and how
much they're willing to pay for the power. Using current
Schedule 37 -- and in -- the project actually woul d

deliver about five and a half negawatts of power to the
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grid. So, Schedule 37 doesn't strictly apply.

But using Schedul e 37 as a best case,
the project is about a $10 million project. And because
the power is seasonal -- and that's one thing that nakes
it hard. The steamis worth nuch nore than the
electricity. So, in the wwinter we sell steam and then
in the shoul der nmonths, we would start to ranp all the
electricity and then its base | oad power through the
sumer season. The current sinple payback on that
scenario selling to Pacifi Corp under Schedule 37 is
about 24 years.

Q And so, your testinony earlier, even in a
20-year term you don't think that you could finance that
or convince your board because you woul dn't have a
contract, then, throughout that period?

A Ch, | think a 20, with the possibility of a
20-year agreenent would give me hope that we coul d work
toward finding a power off-taker or having actual
conversations which woul d be required contract
negoti ati ons under Schedul e 38.

But it's a tough project, absolutely.
But a three-year contract slans the door

Q Ckay. But a three-year contract on your first

project wouldn't have mattered. That woul d have actually

been three times as long as your --
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A Because the first project was a waste energy

project selling steamto H Il Ar Force Base. You can't
| ook at that as an electrical contract. |In fact, the
interconnection to the utility wasn't made until the
facility had been on line for five years.

MR JETTER (Ckay. That's all the questions
| have. Thank you.

THE HEARI NG OFFI CER.  Thank you. Ms. Hogl e?

M5. HOGLE: | have no questions.

THE HEARI NG OFFI CER: Do you have any redirect,
M. Sanger?

REDI RECT EXAM NATI ON
BY MR SANGER
Q Yes, Your Honor. One question.

Just to clarify, your existing project, it was
not built as a qualifying facility project designed to
sell electricity. It wasn't your intention in the reason
that you sold it because you didn't start selling it
until seven years after?

A That is correct.

Q And coul d you have financed that under a
t hree-year financing arrangenent?

A Well, no. And again, you know, the original
bond issue on the waste energy facility was a 20 --

was financed several tinmes, but | 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 |ine.

3 MR, SANGER: No further questions.

4 THE HEARI NG OFFI CER.  Thank you. Any recross?
5 | f anyone wants recross, |let nme know.

6 (No response) GCkay. Thank you. M. Sanger, anything

7 else? Oh, I'msorry. | forgot.

8 Commi ssi oner Wiite, do you have any questions?
9 COMWM SSI ONER WHI TE: | have no questi ons.

10 Thank you, Chair.

11 THE HEARI NG OFFICER° M. O ark?

12 COW SSI ONER CLARK: | don't have any.

13 THE HEARI NG OFFICER | don't have any either.
14  Thank you.

15 MR, SANGER:  Your Honor, may | excuse M. Rich
16 and M. Lowe for the rest of the hearing or at |east from
17  participation tonorrow?

18 THE HEARI NG OFFI CER  |s there any objection
19 fromany party? (No response). Certainly. Thank you.
20 MR. SANGER: Thank you.
21 THE HEARI NG OFFI CER  Anyt hing el se from you,
22 M. Sanger?
23 MR. SANGER: No, your Honor. Thank you.
24 THE HEARI NG OFFI CER°  Ckay. Thank you.
25 M. Moore?
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MR JETTER. The Ofice calls Bella Vastag.

THE HEARI NG OFFI CER. Do you swear to tell the

truth?
THE WTNESS: Yes, | do.
THE HEARI NG OFFI CER  Thank you.
BELA VASTAG
having first been duly sworn, was
exam ned and testified as follows:
DI RECT EXAM NATI ON
BY MR MOORE

Q Coul d you state and spell your nanme and
occupation for the record?

A Yes. M nane is Bela, B-e-l-a, Vastag,
V-a-s-t-a-g. I'ma utility analyst enployed by the
O fice of Consumer Services.

Q Have you revi ewed the Conpany's application
inthis case?

A Yes, | have.

(Direct, Rebuttal, and Surrebuttal Testinony of
Bel a Vastag | dentified)
BY MR MOORE

Q Have you prepared direct, rebuttal, and
surrebuttal testinony?

A Yes.

Q Do you have any corrections to that testinony?
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1 A No corrections. rage 2
2 Q If I were to exam ne you and ask you the

3 questions in your testinony, wuld your answers be the

4  same?

5 A Yes.

6 MR MOORE: The Ofice would nove for adm ssion
7 of his testinony.

8 THE HEARI NG OFFICER If any party objects,

9 please indicate. Seeing none, thank you. It'll be

10 entered.

11 (Direct, Rebuttal, and Surrebuttal Testinony of
12 Bel a Vastag Admitted)

13 BY MR MOORE:

14 Q Have you prepared a statenent sunmmarizing your
15 testinony?

16 A Yes. | have a brief statenent.

17 Good afternoon. Federal and state | aws have
18 been enacted to encourage the devel opnent of small power
19 producers such as qualifying facilities or QFs.
20 The Conpany proposes in this docket to limt
21 the maximumcontract length for a QF' s power purchase
22 agreenent or PPA to three years.
23 The O fice believes that this would be an
24  unnecessary barrier against QFs and woul d di scourage the
25 devel opnent of these small power producers contrary
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tothe intent of laws to pronote their devel opnent.

Therefore, the Ofice opposes the Conpany's
request and reconmmends that the maxi mum PPA contract
length remain at 20 years.

The O fice al so opposes sone parties' proposals
that the cal culation of the conpensation for capacity
value in a QF contract be based on a longer termthan the
termof the PPA

If this method was adopted and such a PPA was
not renewed at the end of its term then ratepayers would
have paid for capacity that was never delivered which
woul d vi ol ate the PURPA standard of ratepayer
indifference. The Comm ssion should reject a capacity
val ue cal culation that goes beyond the termof a
QF' s PPA.

The O fice does agree with sonme of the concerns
that the Conpany and the Division have raised with
acquiring a |large anount of power from QFs.

These concerns include, A resource acquisition
bei ng done outside of the Conpany's systemw de
I nt egrated Resource Plan or |RP evaluation and pl anning
process;

B, an increased risk to ratepayers with
carrying large anmounts of long-termfixed-price contracts

for power. The direction of power prices in the future

Litigation Services | 800-330-1112
www. | i tigationservices.com



http://www.litigationservices.com

HEARI NG PROCEEDI NGS DOCKET NO. 15-035-53 - 11/12/2015

© 00 ~N oo o b~ w N Bk

O R N R O R S T N N e e o N N N
g A W N P O © W N O o M W N PP O

_ . _ Page 179
Is uncertain. And unlike a conpany-owned resource,

QFs cannot be economically dispatched to take advantage
of periods when | ow priced market purchases of power are
avai |l abl e.

The office believes that the best renedy
for these concerns is the use in Q- PPAs of avoi ded cost
pricing that is properly nodel ed, accurately cal cul at ed,
and timely updated. W request that the Comm ssion
al ways insist on continual diligence and rigor in
establ i shing avoi ded cost prices under Schedule 37
and Schedul e 38. And that concludes ny statenent.

THE HEARI NG OFFI CER.  Anything el se, M. Moore?

MR JETTER  No, sir.

THE HEARI NG OFFI CER°  Ckay. Thank you.

Ms. Dutton, any cross-exam nation?

MS. DUTTON:. No. Thank you.

THE HEARING OFFICER. M. Ritchie?

MR RITCH E: No cross.

THE HEARI NG OFFI CER° M. Dodge?

MR DODGE: No. | have no questions. Thanks.

THE HEARI NG OFFI CER°  Thank you. M. Sanger?

MR. SANGER: No questions.

THE HEARI NG OFFI CER: M. Jetter?

MR JETTER | have no questions.

THE HEARI NG OFFI CER.  Ms. Hogl e?
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MS. HOGLE: A few.

THE HEARI NG OFFI CER  Thank you.
CROSS- EXAM NATI ON
BY M5. HOGLE:

Q Good afternoon, M. Vastag.

A CGood afternoon.

Q To your know edge, was the OCS a partici pant
in the hedgi ng col | aboratives?

A To ny know edge, yes.

Q And is it your understanding and, nore
importantly, the OCS s understanding that the principles
and guidelines that were entered into the record as
| believe Cross Exhibit-2 for the Coalition applied
to both gas and electricity hedges?

A | was not involved in that docket. So, |'m not
sure if that's correct.

Q Ckay. But as a representative of the OCS,
is it true that the OCS supports the principles and
guidelines that resulted fromthat hedging collaborative?

A Yes. It's safe to say we were supportive of
the results.

Q Ckay. Did you read M. Higgins' and Ms. Ferk's
testinmony in this case?

A Yes.

Q And woul d you agree with ne that both of them
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being a 20-year PPA, a QF PPA has a risk mtigation or

reduction of potential 111(d) requirenents?

A | would agree with that, yes.

Q Ckay. You participated in the avoi ded cost
Docket Number 12-035-100 where the current avoi ded cost
nmet hodol ogy was approved; is that correct?

A That's correct.

Q And one of the issues in that case was whet her
the RECs would stay with the devel oper or with the
Conpany in the PPA transaction; right?

A Yes.

Q And do you recall what the Conm ssion's
deci sion was on that issue in that case?

A Yes, | do.

Q So, you would agree with me that the Comm ssion
deci ded that the RECs woul d be retained by the QF absent
an expressed negotiation for additional conpensation
for those RECs; is that correct?

A That's correct.

Q And so, would you also agree with ne that a
20-year PPA under current |law would not, in fact,
mtigate any potential 111(d) requirenents for the
Conpany?

A That is uncertain whether or not the REC issue

woul d af fect conpliance but it is an issue.
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1 Q kay. |1'd like you to turn to your dirg%?e ol
2 testinony if you wll, please, specifically page three.
3 And actually, | believe that you said this in your

4 summary. So, at line A-1l you state that it is extrenely
5 inportant that avoi ded cost nodeling be rigorously and

6 rmaintained and updated; is that correct?

7 A Correct. Un-huh (affirmative).

8 Q And you woul d agree with me that current

9 avoided cost prices reflect current or near term

10 conditions?

11 A Wll, they're calculated using current data --
12 Q Ckay.

13 A -- but they reflect a 20-year time period.

14 Q kay. So, would you agree with ne that it's
15 nmuch 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 Ckay. And so, isn't it true that all |ong-run
20 estimates, no matter how rigorous of avoided costs wl|
21 be prone to forecast inaccuracies?

22 A Yes. And | admtted in nmy surrebuttal that

23 forecast error is an issue, but there are other issues
24 wth inaccurate avoi ded cost cal cul ati ons, not just

25 forecasting of future prices.
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M5. HOGLE: Gkay. Thank you. That's ar?ge e
| have.

THE HEARI NG OFFI CER: M. Mbore, any redirect?

MR MOORE: No redirect, sir.

THE HEARI NG OFFI CER.  Okay. Thank you.

Conmi ssi oner \Wite?

COMWM SSI ONER WHI TE:  No questions. Thank you.

THE HEARI NG OFFI CER:  Conmi ssi oner Cl ark?

COW SSI ONER CLARK:  Thank you. | have no
guesti ons.

THE HEARI NG OFFI CER: | have none. Thank you,

M. Vastag. Anything further, M. Mbore?
MR. MOORE: Nothing further.
THE HEARI NG OFFICER:  We'll go to Ms. Dutton
next .
M5. DUTTON: Thank you. Utah C ean Energy
calls Ms. Sarah Wi ght.
THE HEARI NG OFFI CER: Do you swear to tell the
truth?
THE WTNESS: | do. Good afternoon and thank
you.
SARAH V\RI GHT
having first been duly sworn, was
exam ned and testified as foll ows:

DI RECT EXAM NATI ON
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BY MS. DUTTON:

Q Pl ease state your nane, position, and business
address for the record.

A My nane is Sarah Wight and my business is
Utah C ean Energy. W' re a nonprofit incorporation.

And the address is 1014 Second Avenue, Salt Lake City,
Ut ah 841083.

Q Have you reviewed the Conpany's application
in this case?

A. Yes, | have.

(UCE Exhibit-1 and Exhibit-2 ldentified)
BY MS. DUTTON:

Q And did you submt direct and surrebuttal
testinony in this docket marked as UCE Exhibits 1 and 2?

A Yes, | did.

Q Do you have any changes or corrections to nake
to your witten testinony?

A No, | don't.

Q If | asked you the sane questions today as are
set forth in your witten testinony, would your answers
be the sane?

A. Yes, they woul d.

MS. DUTTON. Thank you. Utah C ean Energy
noves to enter Ms. Wight's direct and surrebuttal

testinony into the record.
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THE HEARI NG OFFI CER.  (Ckay. |If anyone objects,

pl ease indicate. Seeing none, that will be entered.
Thank you.
(UCE Exhibit-1 and Exhibit-2 Admtted)

BY M5. DUTTON:

Q Did you prepare a sunmary of your witten
testinony to share with the Conmi ssion today?

A Yes, | did.

Q Pl ease proceed

A As nost of you know, U ah C ean Energy strives
to create safer, nore efficient, cleaner, and a smarter
energy future. And the Public Uility Regulatory Policy
Act, PURPA, is an inportant mechani smfor influencing
renewabl e energy devel opnent in Uah and diversification
of our energy supply.

It is in the best interest of ratepayers to
saf eguard the proper inplenentation of PURPA.

Rocky Mountain Power's proposal to reduce the
contract termto three years underm nes PURPA and the
state policy by effectively making these projects
extrenely expensive, extrenely difficult, if not
possi ble to finance.

It would ensure that projects will not be built
and it would therefore allowthe utility to circunvent

PURPA and prevent ratepayers from benefiting from
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QF resources.

In the Conpany's testinony, they incorrectly
conpared QFs to hedging practices. Renewable QF projects
are clearly not econom c hedges and it is incorrect to
apply the Conpany's hedging and trading practices to
QF projects. QF projects are steel in the ground
resources that provide a capacity value to the system
and this value is significant.

In contrast, hedging projects do not provide
the ratepayers with a long-term capacity val ue.

And finally, further -- not finally, but
finally for this section, a QF project is not a commodity
hedge just because it provides incidental but significant
risk mtigating benefits to ratepayers.

So, now we nove to risk and protection from
risk. O course we know and it's been discussed quite a
bit today that there is always risk associated with all
resource decisions including short-term deci sions.

And FERC contenpl ated that prices would go up
and down and that this reality would be borne both ways.
The presence of risk does not alleviate the Utah Public
Service Comm ssion of its duty to inplenent the policies
and requirenments of PURPA and Utah statute which states
that it is the policy of this state to encourage the

devel opnent of independent and qualifying power
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production and cogeneration facilities to produce a

di verse array of econom cal and pernmanently sustai nable
resources in an environnmental |y acceptabl e manner.

QF projects do provide ratepayers with
addi tional value by protecting ratepayers over the
20-year contract for risk associated with fue
volatility, unanticipated O and M costs, environnental
cost, and environnmental conpliance cost. And |I'm happy
to address some of the issues around the clean power
pl an.

Regar dl ess of REC ownership, these projects
w Il reduce the Conpany's emssions. And in the |ong
run, the |ower em ssions that we have, especially if the
state chooses to go wth a nass-based profile, it wll
help with conpliance. The exact nechani snms of how the
cl ean power plan will operate we don't know yet or how
Uah will inplement it.

But there are benefits to reduced carbon
em ssions, risk-mtigating benefits regardl ess of whether
you own the RECs. And you have, as | understand, at
| east for about 300 megawatts of the projects negotiated
ownership of the RECs.

On contrast, conpany-owned resources and narket
pur chases do not provide the protection fromthese risks.

In fact, the Conpany has an energy cost
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adj ust ment nmechani smthat they can use to recoup costs

if the future unfolds in a way that's different when they
pl anned their resources. They can recoup costs for

pl anned O and M expenses and ot her environnent al

upgr ades.

QF procurenent is definitely aligned with the
Conpany's Integrated Resource Plan. Because the PDRR
avoi ded cost pricing nmethod is directly tied to the
resources that are identified in the conpany's | east-cost
| east-risk portfolio and the type and timng of those
resources identified in their |east-cost |east-risk
portfolio, to the extent the capacity is not needed unti
a date into the future or if there are a nunber of QFs
ahead of this resource in the queue, the pricing is
reduced. The avoided cost pricing nethod is an iterative
and dynam c tool that was approved by the Comm ssion to
align with the IRP and to neet the ratepayer indifference
st andard.

The final point I'd like to make is that the
20-year contract termallows viable QF projects to secure
financing. And this pricing nmethod, the avoi ded cost
pricing nethod, is what ensures the ratepayer
indifference standard is protected and only viable
projects that neet the ratepayer indifference standard

wll be built.
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The Comm ssion approved avoi ded cost net hod

is the mechani smthat the Comm ssion approved to ensure
that rates are just and reasonable to ratepayers and
nondi scrimnatory to QFs consistent to the requirements
of the PURPA and state statute.

Both those requirenents are equally inportant.
The pricing method was built on the assunption of a QF
that the QF may contract for 20 years.

The Conmi ssion's role based on PURPA and state
policy is to encourage the devel opnment of QF resources
while ensuring rates are just and reasonable to
rat epayers and nondi scrimnatory to OFs.

The current QF avoided cost nmethod with a
20-year contract will do just that. Wile a change to a
t hree-year contract would circunvent the intent of PURPA
and state statute and deny ratepayers the benefits of
QFs. | recommend that the Public Service Comm ssion
deny the Conpany's application to reduce the contract
term Thank you.

THE HEARI NG OFFI CER:  Anyt hi ng el se,

Ms. Dutton?

M5. DUTTON: No. M. Wight is available for
Cross-exam nation

THE HEARI NG OFFI CER:  Thank you.

M. Ritchie, any questions?
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MR RITCH E: No questions. Thank you.

THE HEARI NG OFFI CER: M. Dodge?

MR DODGE: No questions.

THE HEARI NG OFFI CER: M. Sanger?

MR SANGER: No questi ons.

THE HEARI NG OFFI CER: M. Moore?

MR MOORE: No questions. Thank you.

THE HEARI NG OFFI CER: M. Jetter?
CROSS- EXAM NATI ON

BY MR JETTER

Q | do have a few questions.

A. Hell o, M. Jetter.

Q Good afternoon, Ms. Wight. You testified
| believe both in direct and in your surrebuttal
testinony that shortening the termof these contracts
woul d make themdifficult, if not inpossible to finance;
is that correct?

A Yes.

Q And the reason for that, is it correct,
that the |l enders, the market providing the financing,
isunwilling to take the risk of variation in price
into the future; is that correct?

A They are unwilling to take the risk to build a
project that doesn't have a long-term of f-taker.

Q And do you believe that shortening the term
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of the contract changes the obligation to purchase that

energy in periods into the future?

A So, | guess maybe | will anmend ny first answer
that it's the off-taker and it's the price. They have
to know that that project is financeable and that they
are going to recoup enough through sales to finance and
pay for the project.

Q Ckay. And you testified that you believe that
the current future projections have significantly greater
risk. And let nme clarify this. Current future forecasts
for energy prices you think have greater upside risk.

And by that, | mean it's nore likely than not
they will be higher than we predict rather than | ower
than we predict; is that correct?

A | tried to clarify that in nmy surrebuttal
| talked a | ot about asymetrical risk. So, you can
think of -- so, today prices are about $3 or whatever
they are a negawatt hour, | nean, $30 a negawatt hour

And so, and nost of that is fuel cost, and that
price is bound by zero but it's actually bound by nore
than that because you have to devel op those ri sk.

So, those prices, it's asymetrical.

The magnitude that we can go lower is nuch snaller than
t he magni tude that we can go higher.

Any of us that were here in the year 2000 know

Litigation Services | 800-330-1112
www. | i tigationservices.com



http://www.litigationservices.com

HEARI NG PROCEEDI NGS DOCKET NO. 15-035-53 - 11/12/2015

© 00 ~N oo o b~ w N Bk

O R N R O R S T N N e e o N N N
g A W N P O © W N O o M W N PP O

. , Page 192
that prices could be nmuch higher. Plus, there are nmany

envi ronmental regs com ng down. So, yes, the nagnitude
of risk is nore, the nmagnitude that they can go up is
much greater than what's bound by zero.

Q Ckay. And so, it would seemfinancially
foolish, then, to enter into a long-termcontract today
when you have greater potential for higher energy prices
in the future; is that correct?

A No, because you have to -- you have to be able
to build those and finance those projects. |If you're a
financier, you' re not soneone that plays in the energy
markets. You want to know that you have a project that
I's financeable and that that is a locked in -- you know,
that that project is going to go.

Q And so, you would say, then, that the contract
for the 20 years renoving the risk of market fluctuations
and energy prices has a significant val ue.

In fact, that value is so high that a project
cannot be conpleted without it; is that correct?

A Well, it depends on what you nean by val ue.

It has a value to ratepayers, too because if we can | ock
in that price. The higher the risk, the higher the
financing cost. And when you're dealing with a very
capital -intensive project, those projects would then

be nmuch nore expensive and then they woul d not be built
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to the benefit of ratepayers.

Q And so, is it correct, then, that your
testinmony is that the risk has such a high cost | guess
on the flip side of that, the risk has such a high cost
that no lenders will lend on these projects?

A Vell, | think that the devel opers shoul d speak
more to that, but fromsem nars and research that |'ve
done that -- well, just think about if you bought a house
and the cost of financing.

If you had a very bad credit rating, it would
cost you a lot nore to finance that house over the term
of the house over the 30-year nortgage than it would if
you were, you know, an A-plus credit rating.

So, just, the higher the risk, the higher the
cost to finance that project which nmakes them nore
expensi ve, which puts themout of the noney for PURPA
whi ch ci rcumvents PURPA

Q Ckay. Let me use that analogy. |If you have
very bad credit -- and | believe your anal ogy is,
in that, probably intermttent nature of these resources
and the variability of market prices, you would probably
seek a cosigner nmaybe with better credit; is that
accurate?

A ' mtal king about the difference in pricing of

financing. So, these projects, it's not that they're
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variable that's a problem |It's the fact that they need

a long -- you know, you're buying 20 years of fuel up
front when you build one of these projects. So, you need
| ong-term financing.

Q And you conpared it to a person with bad
credit; is that right?

A No. | conpared that with the risk is higher
because you don't have a 20-year contract, then your
interest rates and your finance costs will be higher.

Q But if you could find sonebody to take that
risk for you, so, to guarantee those paynments for 20
years, then you can get the financing; is that correct?

A Meaning if you have an off-taker for your
proj ect ?

Q If you have any source of guaranteed fundi ng
for your project.

A | think these questions woul d probably be best
asked to the renewabl e energy devel opers. But what |I'm
saying is that the financiers, to give you good credit
t hat keeps the cost down so these projects can be built
wi thin avoi ded cost pricing to the benefit ratepayers,
especially, | nmean you've heard UAE tal k about how t hese
projects are beneficial, you need | ow cost financing.
You need a | ong-term power purchase agreenent.

Q Ckay. And so, the long-termfinancing is
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1 conditioned upon the long-term-- excuse ne.

2 The | owcost financing would be in your

3 testinony conditioned upon |ong-term power purchase

4  agreements?

5 A That's ny understanding fromtalking to

6 devel opers.

7 Q Ckay. And that reduction in the cost of

8 financing is due to somewhat other than the devel oper

9 taking that risk, renmoving the risk that you' re worried
10 about in year-to-year or short-termcontracts?

11 A | think we're mxing different types of risks.
12 The risk that | talk about with the asymetrical 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 tal ki ng about

16 regarding financing is the risk associated with investing
17 mllions 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 | think I'm|ooking 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 achi eve | ow cost
24 financing; is that correct?
25 A If you're trying to say that custoners are
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1 bearing then? | nmean, |'mnot sure what you're gef??ﬁglgG
2 at because they're two different types of risk, and if a
3 long-termpower purchase agreement, if it's your position
4 that that's a risk at these |ow prices, then yes.

5 MR, JETTER  Thank you. | have no further

6 questions. Thank you, Ms. Wi ght.

7 THE W TNESS: Thank you, M. Jetter.

8 THE HEARI NG OFFI CER.  Thank you. Ms. Hogl e?

9 CROSS- EXAM NATI ON

10 BY M5. HOGLE

11 Q | have a few. Good afternoon.

12 A. Good afternoon, Ms. Hogle.

13 Q Wul d you agree with ne that sone states have
14  RPS requirenents?

15 A Yes.

16 Q And that Uah has a renewabl e energy target for
17 qualifying facilities?

18 A It's actually a requirenment, but the way that
19 this document was witten, 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 conplied because of the
22 way that the statute was influenced when it was passed.
23 M5. HOGLE: Okay. May | approach the witness?
24 THE HEARI NG OFFI CER:  Yes.

25 (RVP_Exhi bit-2 Identified)
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1 BY M5. HOGLE:

2 Q Ckay. And you've already nentioned the cost
3 effectiveness. $So, can you read for nme 54-17-602(a)

4 where it starts, "Cost-effectiveness" under subsection
5 one, it is determ ned?

6 A Wait. 54-17-602(a), (1)(a)?

7 Q  54-17-602(2)(a) --

8 A OCh, (2)(a). "Cost-effectiveness under

9 Subsection (1) for other than a cooperative

10 association is determned in conparison to other
11 vi abl e resource options using the criteria provided
12 by Subsection 54-17-201(2)(c)(ii)."

13 Do you want to |et people know what |'mreading fronf
14 Q Vell, | believe that | just nentioned --

15 A Ckay. So, this is Utah state statute?

16 Q Yes. Uah state statute. So, if you flip
17 to the next page that | handed to you?

18 A Certainly.

19 Q Can you read 54-17-201(2)(c)?
20 A “I'n ruling on the request for approval of
21 a solicitation process, the conm ssion shall
22 determ ne whether the solicitation process:" --
23 Q And then can you skip to little nunmeral two?
24 A "“shal | provide an opportunity for public
25 comment . "
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1 Q "is in the public interest takingintopage e
2 consi deration:"

3 A Wait. | read the wong two? | did read the
4 wrong two.

5 Q Yes.

6 A “is in the public interest taking into

7 consideration: (A), whether it wll nost |ikely

8 result in the acquisition, production and delivery
9 of electricity at the | owest reasonable cost to the
10 retail custoners of an affected electrical utility
11 located in this state;"

12 Q Cont i nue.

13 A "“long-termand short-terminpacts; (C risk,
14 (D) reliability; (E) financial inpacts on the

15 affected electrical utility; and (F), other factors
16 determ ned by the conm ssion to be relevant.”

17 Q Thank you. Ckay. Can you now pl ease go back
18 to 54-17-602(3)(b). Can you start reading?

19 A Vit, wait, wait. 602(3)?

20 Q  602(3)(h).

21 A Oh. | thought you said E

22 Q "This section does not require ..."

23 A Ch, three.

24 Q (3)(b). Excuse ne.

25 A "This section does not require an electrical
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corporation to: (b) enter into any additional

el ectrical sales conmtnent or any other arrangenent

for the sale or other disposition of electricity

that is not already, or would not be, entered into
by the electrical corporation.”

Q "or"

A "or (c) acquire qualifying electricity in

excess of its adjusted retail electric sales.”

Q Ckay. Thank you. So, is it a fair
characterization of your testinony that avoi ded cost
prices are very |low right now?

A Yes.

Q Ckay. And you would agree with nme, would you
not, that the Comm ssion's decision in this case is not
a short-term deci sion?

A Yes.

Q And that you have testified that avoi ded costs
are, with your clarification today, nore likely to go up
and down fromthis point?

A The magni t ude.

Q Ckay. And so, you would agree with ne that
hi gher avoi ded cost pricing will nake PPAs nore
attractive?

A Yes, if all things are equal, if the extension

of the ITC. There are a nunber of factors.
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1 Q And the higher avoided cost pricing for rage <o
2 20 years will nake them even nore attractive?

3 A Yes.

4 M5. HOGLE: kay. | have no further questions.
5 Thank you.

6 THE HEARI NG OFFI CER.  Thank you.

7 Ms. Dutton, any redirect?

8 REDI RECT EXAM NATI ON

9 BY M5. DUTTON

10 Q Yes, please. Just a couple.

11 Does the fact that or the possibility that

12 avoi ded cost prices could go up alleviate the Conm ssion
13 of its duty to inplenent PURPA?

14 A No, it doesn't. And it also doesn't nean that
15 they wouldn't be in the best interest of ratepayers.

16 Q And in your anal ogy, you used two nortgages.
17  You were conparing a bad credit rating to an inability
18 to secure long-termfinancing;, is that correct?

19 A Yes, or to -- trying to finance sonething
20 wthout a |ong-term purchase conmm tnent.
21 Q Yes. And one |ast question. Wy is it a good
22 idea to enter into QF contracts now?
23 A You know, there are nunber of reasons. One is
24  because, and | think it was brought up by the Ofice,
25 is that renewabl e projects, solar projects in particular
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1 wththe investnent tax credit, these prices are |ikely
2 as lowas they're going to be for a while. 30 percent

3 reduction in cost to Uah ratepayers for these projects
4 fromthe investnent tax credit.

5 MS. DUTTON. Thank you

6 THE HEARI NG OFFI CER:  Thank you. Does any

7 party desire recross? Seeing none, Conm ssioner Wite?
8 COW SSI ONER WHI TE: | have no questions.

9 Thank you.

10 THE HEARI NG OFFI CER:  Conmmi ssi oner O ark?

11 COW SSI ONER CLARK:  No questions. Thank you.
12 THE HEARI NG OFFI CER:  Thank you. | don't have
13 any. Thank you, Ms. Wight.

14 THE W TNESS: Thank you

15 Anything further, M. Dutton?

16 MS. DUTTON: No. Thank you.

17 THE HEARI NG OFFI CER:  Ckay. M. Ritchie?

18 MR RITCHE Sierra Club calls M. Thonas

19 Beach, please.
20 THE HEARI NG OFFI CER: M. Beach, do you swear
21 to tell the truth?
22 THE WTNESS:. | do.
23 THE HEARI NG OFFI CER:  Thank you.
24 R THOVAS BEACH,
25 having first been duly sworn, was
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1 exam ned and testified as follows:

2 DI RECT EXAM NATI ON

3 BY MR R TCH E:

4 Q Can you make sure your m crophone is on,

5 please?

6 A It is.

7 Q And can you pl ease state your name and busi ness

8 address for the record?

9 A My nane is first initial R Thomas Beach.

10 Busi ness address, 2560 9th Street, Suite 213-A, Berkel ey,

11  California 94710.

12 Q And what is that business?

13 A | have an energy consulting firm Crossborder

14 Ener gy.

15 (Direct Testinony and Exhibits of

16 R Thomas Beach ldentified)

17 BY MR RI TCH E:

18 Q And did you prepare direct testinmony and the

19 acconpanyi ng exhibits on behalf of Sierra Club in this

20  proceedi ng?

21 A Yes, | did.

22 Q And do you have any corrections to that

23 testinony here today?

24 A Yes. | just have one mnor correction on

25 footnote -- on page 45 of testinony, footnote 60.
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That footnote refers to footnote 29 above and the

accurate reference is to footnote 43 above.

And then the one other correction is that in
two places, first on page six, line 111 and again on
Page ten in footnote eight, | reference California's
increase in its renewable portfolio standard to 50
percent by 2030. And in those locations, | say that the
| egi sl ature had passed that increase and the governor was
expected to sign it.

| just wanted to update the testinony that
he actually did signit.

Q Thank you, M. Beach. And with those
corrections, is the testinony true and correct to the
best of your know edge?

A Yes, it is.

Q And i f asked those sane questions today,
woul d your answers be the sanme?

A Yes, they woul d.

MR RITCH E: Comm ssioners, with your |eave,
I"d like to nove into the record the direct testinony
and acconpanyi ng exhi bits of Thomas Beach.

THE HEARI NG OFFI CER.  Does any party obj ect
to that notion? GCkay. The notion's granted. Thank you.

(Direct Testinmony and Exhibits of
R. Thomas Beach Admitted)
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BY MR RITCH E:

Q And, M. Beach, have you prepared a summary of
your testinmony here today?

A Yes, | have.

Q Pl ease provide that summary?

A Thank you very much. M name is Tom Beach and
| appreciate the opportunity to address the Conmm ssion
on behalf of the Sierra C ub today.

The Sierra Cub is here today to ask the
Conmi ssion to keep U ah open for business. And by that,
| nmean open for the business of devel oping new cl ean
energy infrastructure in Uah for the benefit of
Ut ah ratepayers and the environment in Ut ah.

Rocky Mountai n Power has asked the Comm ssion
to reduce from20 years to three years the maxi mumterm
of power purchase contracts with new renewabl e generation
QFs developed in its service territory under PURPA. The
Sierra C ub opposes Rocky Mountain Power's application.

The utility is essentially asking the
Commission to interfere with the functioning of a market
that was expressly designed to counter the nonopoly power
of the utility. Your role as conm ssioners of course
Is to regulate the utility so that it doesn't exert that
power .

| started ny career 35 years ago in the early
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1980s on the staff of the California Public Utilities

Conmi ssion where | worked on the initial inplenentation
of PURPA shortly after its passage by congress.

Since then, | have observed and | provide
exanples in ny testinony fromldaho, North Carolina
and California as well as from Utah that historically
renewabl e QFs have not been devel oped successfully
where only short-termcontracts are avail abl e.

If you | ook on the Pacifi Corp system their
operating renewable QF contracts that obviously have been
successful ly devel oped, the average contract |ength
Is 19.7 years.

It's clear to ne that the intent of the
utility's request in this case is to nake it inpossible
to finance additional renewable projects in its service
territory. Capital-intensive solar and wi nd projects
simply cannot be devel oped successfully with three-year
contracts, and there's no history of them being able
to be devel oped on that basis.

The Rocky Mountain Power proposal is clearly
an effort torelieve the utility of its nust-purchase
obl i gati on under PURPA.

The utility says that it would still be
required to purchase QF power under three-year contracts,

but there really is no nust-purchase obligation if
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there's nothing to purchase because projects cannot

obtain financing to be built.

This step to reduce the contract termis of
questionable |l egality under PURPA whose purpose is to
encour age the devel opnent of qualifying renewabl e
generation that can be devel oped at the utility's
avoi ded cost.

| f Rocky Mountain Power does not want to
comply with its PURPA obligations, then there are
wel | - establ i shed ways under federal |aw, Section 210 and
PURPA, for the utility to replace its traditional PURPA
obligation and for the state of Utah to assune greater
control of over utility procurenent of renewabl e
generation in the state.

Many ot her states have followed this course.
And their procurenent of renewable generation is now
under RFPs and under the same type of process that
Rocky Munt ain Power now uses to procure other types
of resources.

However, pursuing 210(nm) of PURPA nmay require
ot her changes in the energy markets in Utah that
Rocky Mountai n Power does not seeminterested in.

So, we are left with the utilities still being
under a traditional PURPA obligation, the traditional

PURPA nust - pur chase obl i gation.
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So, nowl'd like to talk a little bit about the

rat epayer indifference issue. Prices in PURPA contracts
are set based on the utility's avoided cost; that is, on
the cost the utilities would incur for the same anount
of power if it did not purchase the QF generation.

As a result, the utility's ratepayers wll be
indifferent on a forecast basis to the purchase of the
addi tional solar or w nd generation.

Rocky Mountain Power clains that this is too
ri sky. However, it's no riskier than when a utility
makes a long-termconmtnent to a new generating plant
that the ratepayers will pay for through the rate base.

When the utility makes such a proposal, whether
that plant is cost effective is decided using the sane
types of long-termforecasts that the Conm ssion uses to
set avoi ded cost prices for QFs using the sane type of
i nformati on devel oped in Integrated Resource Pl ans.

QF pricing is not |ike short-term hedging
of energy comodities such as natural gas, oil, or
short-term market power and should not be subject to the
Conmi ssion's short-term hedgi ng prograns and policies for
such comuoditi es.

Renewabl e QFs are new steel in the ground
generation projects. And no one builds those new

generation projects on the basis of three-year contracts.

Litigation Services | 800-330-1112
www. | i tigationservices.com



http://www.litigationservices.com

HEARI NG PROCEEDI NGS DOCKET NO. 15-035-53 - 11/12/2015

© 00 ~N oo o b~ w N Bk

O R N R O R S T N N e e o N N N
g A W N P O © W N O o M W N PP O

_ _ Page 208
The Sierra Club believes that the QF market

that the Conm ssion has established in Uah is working
exactly the way you designed it. There's sinply no
present crisis with an oversupply of renewable QFs

in Uah such that the Conm ssion needs to shorten

the contract termthat will no | onger encourage

t he devel opnent of solar and wind QFs in Ut ah.

The Commi ssion's nethod for setting avoi ded
cost prices provides the utility with the ability to
update its forward price curb for avoided costs in order
to reflect changing | oads and resources, changi ng natural
gas prices, and changes in the need for generation.

As Rocky Mountain Power adds nore renewabl e
QF generation, its avoided cost prices drop as this
generation replaces progressively | ess expensive power.

And this could be seen in the declining
i ndicative prices that Rocky Muntain Power has provided
to solar projects in its pricing queue.

These indicative prices, when conpared on an
appl es-to-apples basis wth the | owest public power
purchase agreenent prices for solar in the Wstern U S.
show that it's likely that none of the solar QFs in
Rocky Mountain Power's queue are likely to be
successfully devel oped at the indicative prices.

And even for those projects that have that in
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the contract, time is running out for those projects

to be devel oped before the end of 2016 when there's
the stepdown of the federal investnent tax credit.

So, in short, there's no crisis. The market
Is working correctly and will be self limting.

Finally, even if there are a few nore QFs
devel oped before the | TC stepdown, this fixed-price
renewabl e generation offers significant benefits to
Rocky Mountain Power's ratepayers. And these benefits
are not included in the avoided cost price that the
utility wll pay for the power.

And Sierra Cub's not suggesting that these
addi ti onal benefits be included in the price. W're not
proposing to change the Conmm ssion's avoi ded cost pricing
met hodol ogy, but the existence of these additional
benefits neans that if you can buy additional solar
and wi nd generation at these prices, it's going to be
a good deal for the ratepayers of U ah

First of all, thereis -- the utility does
have the ability to negotiate for the RECs associ at ed
wth this generation. |In sone instances, not all, they
have procured the RECs associated with QF generation, and
that's a direct and quantifiable benefit to ratepayers.

The second benefit to ratepayers is avoiding

price spikes. W' ve seen in 2000, 2001 with the
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California energy crisis, we've seen natural gas price

spi kes in 2005 and 2007. Fixed-price generation provides
protection for custoners against such run-ups in prices.

By bringing on nore generation in the Wst that
has zero marginal costs, it lowers the price of -- |owers
the market prices generally across the whole market. And
since Rocky Mountain Power is short on power, these |ower
market prices are an additional benefit to custoners.

And finally, there is an econom c devel opnent
benefit for Utah. These potential solar and w nd
projects represent investnment of potentially hundreds
of mllions of dollars in clean energy infrastructure
in the state of Uah over the next several years.

Even if only a fraction of them are devel oped,
they woul d provide Uah with econom c benefits associ ated
with the construction of nodern clean energy facilities.

If these projects are not built in Uah, they
coul d be devel oped in one of the surrounding states
that also are rich in renewabl e resources.

So, in conclusion, | ask again if Uah's open
for this business or is going to hang out a closed sign
simlar to the unfortunate recent decision in |Idaho
to shorten its QF contract term

Many states in the West are rich in renewabl e

resources and devel opers have options to take their
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busi ness el sewhere. And so, the Sierra C ub | ooks

forward to how the Conm ssion answers this question
Thank you very much for your attention.
MR RITCH E: Thank you, M. Beach. M. Beach
Is available for cross-exam nation.
THE HEARI NG OFFI CER.  Thank you. Ms. Dutton?
MS. DUTTON: No. Thank you.
THE HEARI NG OFFI CER. M. Dodge?
MR DODGE: No questions.
THE HEARI NG OFFI CER:. M. Sanger ?
MR SANGER: No questions.
THE HEARI NG OFFI CER.  Thank you. M. Mbore?
MR MOORE: No questions.
THE HEARI NG OFFICER° M. Jetter?
CROSS- EXAM NATI ON
BY MR JETTER
Q | do have a few questions. Good afternoon
These are probably simlar to what | asked Ms. Wi ght.
Do you recogni ze or do you agree or naybe a
better question would be that a 20-year contract reduces
the risk of the incone stream upon which financing for
these projects is based?
A Yes.
Q And do you agree that there is any value to the

reduction of that risk in incone variation over the term
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2 A A val ue to who?

3 Q In this case, | suppose it would be, there's

4 avalue in that reduction in risk to the | enders on these
5 projects?

6 A Yes. CGenerally, lenders on a renewabl e 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 ot of risks on these projects.

12 There are devel opnent risks. There are construction

13 risks. There are operating risks. There's environnental
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 fromthe market for these projects that they're not

17 wlling to take is the risk of price fluctuations.

18 Q Thank you. And so, the 20-year contract

19 at risk, those prices are ultimtely passed through to

20 consunmers and so that risk would also then be passed

21 on to custoners 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  econom cs are based on a long-termforecast of what fue
25 prices and market prices are going to be in their service
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territory. Custoners take that risk all the time and the

Conmmission is here in part to make sure that those risks
of evaluated fairly.

Q Are you famliar with how Utah calculates its
QF pricing?

A I'mfamliar in general terns.

Q Ckay. Do you know in the QF pricing
calculation if there is anywhere in that formula where
we include the value of this risk?

A The value of this risk to who?

Q To the custonmers or to the -- either way.

A. Vell, I"'mnot aware that it's included either
in QF pricing or in the way that you woul d eval uate a
utility-owned resource.

Q Ckay. And so, if we're estimating our best
guess of a 20-year future avoided cost rate and we want
to keep consunmers in a position where they are
indifferent to these contracts, are they really
indifferent if we are placing the price risk upon
the custoners when we're calculating it wthout any
eval uation of that price risk being placed on the
cust oners?

A Well, | think you need to -- there certainly
IS -- you know, there is a price risk there. Market

prices can be higher or |ower than what is forecasted
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in the nodel used to set the avoided cost prices.

You have to evaluate whether that risk is
wor t hwhi | e given, you know, sone of the other benefits
that ratepayers gain fromthese resources which I think
are significant in terns of the fact that it's new cl ean
energy infrastructure, that's it's going to drive down
mar ket prices generally, that it can help with future
carbon conpliance, and that it's econom c devel opnent
for the state of U ah.

If you think that those benefits are worth this
risk, then | think you woul d say, let's keep our pricing
met hodol ogy in place and if nore of these resources show
up, that'll be a good thing.

Q Thank you. | would just like to address one
other issue. | believe you covered it briefly in your
openi ng statenent, but you had testified in your direct
testinmony that it was your understanding | think at the
tinme you had witten that that in Uah the utility owned
the RECs for these projects?

A | don't think so. | think | testified that the
utility had acquired sone RECs associated with sone
contracts. W did discovery on this and they provided,
you know, an anount of RECs that they had procured from
QFs in Uah. So, it was ny understandi ng that they
didn't get RECs associated with all of their QF contracts
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but that they had negotiated the acquisition of sone.

MR JETTER Ckay. That's what | would Iike

toclarify. | have no further questions. Thank you.
THE W TNESS: Thank you
THE HEARI NG OFFI CER  Thank you. | think

it mght be a good tinme for a short break before your
cross-exam nation. Wy don't we break until about 3:10.
We're in recess.

(Recess taken 3:00 p.m to 3:10 p.m)

THE HEARI NG OFFI CER.  (Ckay. Thank you.
M. Beach, you're still under oath. M. Hogle?

CROSS- EXAM NATI ON

BY M5. HOGLE:

Q Good afternoon, M. Beach

A Good afternoon.

Q My nane is Yvonne Hogle. | don't think we have
met formally. |'min-house counsel for Rocky Muntain
Power .

A Nice to neet you

Q Nice to neet you

You worked for the California Public Uilities
Conmission in the "80s; is that correct?
A That's correct.
Q And you nentioned that you started your career

there working on the initial inplenentation of PURPA
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correct?

A Yes.

Q And so, you dealt directly with issues |ike
avoi ded costs; is that correct?

A Yes.

Q Ckay. And so, when you first started, PURPA
had just been enacted in 1978; is that correct?

A Yes.

Q Wul d you agree with me that PURPA was
instrunental in opening up whol esal e power markets
by, one, including the nust-buy obligation in its
provi si ons?

A Yes. | generally agree with that. It opened
up the generation market to a | ot of new actors other
than the utilities who had not been able to participate
in that market previously.

Q Vel |, independent power producers just
multiplied in the '80s and into the '90s and into the
2000s; is that right?

A Yes.

Q kay. |1'd like you to turn to page 14 of your
di rect testinony.

A Ckay.

Q So, on line 270, you state that California
offered 20- to 30-year PURPA contracts in the 1980s wth
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renewabl e QFs provided fixed energy and capacity prices

for up to the initial 10 years of the contract and fixed
capacity prices for the full contract term right?
A Yes.

Q And when you say, "prices," do you nean
payment s?

A No. | mean prices. You only get -- if you're
a QF, you only get paid if you actually produce the
power. So, the energy and capacity prices were fixed.

Q Ckay. So, when they did enter into these
contracts, assumng they offered the power, they would
get these paynments; is that correct?

A They woul d get those prices used to calcul ate
their paynents, yes.

Q Ckay. And so, are these what are known as
standard-offer rates? Could these be part of what you're
tal ki ng about here?

A Yes. Those -- well, that's what the
contracts -- they were called standard offer contracts.

Q And so, is it fair to say that these energy
paynents were established at a tinme of high oil and
natural gas prices and forecasts that assunmed the price
of these fuels would increase significantly?

Do you recall fromthe 1980s?
A Yes. That is what happened. |In 1986 the price

Litigation Services | 800-330-1112
www. | i tigationservices.com



http://www.litigationservices.com

HEARI NG PROCEEDI NGS DOCKET NO. 15-035-53 - 11/12/2015

Page 218

1 of oil went down. So, for a nunber of years those prices
2 were above what you woul d consider market prices.
3 Q And am | correct that the California PUC placed
4 nolimt on these rates initially when they started
5 offering them is that correct?
6 A Are you tal king about no limts on the nunber
7 of QFs that could be devel oped?
8 Q The nunber and vol ume of contracts.
9 A Yes. There were no limts at that tine.
10 | would say that when the programstarted, California
11 was in a dire straight in terns of electric generating
12 capacity. The state desperately needed electric
13 generation. And, basically, QFs were the only
14 alternative. It was inpossible to develop coal plants
15 in California because of air quality issues.
16 The utilities were having great difficulty
17  devel oping nuclear plants. It was actually prohibited to
18 burn natural gas in power plants at that tine.
19 So, literally, the state's only option to neet a critica
20 shortage of electric generating capacity was QFs.
21 Q Ckay. And then, but on line 275, you note that
22 the devel opnent of these rates ceased when the |ong-term
23 contracts were suspended in the |ate 1980s;
24 is that correct?
25 A Yes.
Litigation Services | 800-330-1112

www. | i tigationservices.com



http://www.litigationservices.com

HEARI NG PROCEEDI NGS DOCKET NO. 15-035-53 - 11/12/2015

Page 219

1 Q So, do you know the year when these SO

2 standard offer rates were first offered in California?

3 A | believe they were started in 1983.

4 Q And do you know approxi mately when they were

5 suspended?

6 A Vel |, they were suspended over a period of

7 time. | think inthe "85 to '87 timeframe was when they

8 were suspended. There were a nunmber of different

9 contracts and they were suspended at different tines.

10 Q And do you know why they were suspended?

11 A At that tinme that there was a concern with the

12 drop in oil prices in 1986 and there was a concern wth

13 an oversupply of QF capacity.

14 Q So, they were w dely successful ?

15 A They were successful, yes.

16 Q Beyond regul ators' expectations?

17 A Yes. And | think that was a | earning

18 experience. And | will say that although those prices

19 were above market for a nunber of years, those projects

20 ended up being an incredibly economc resource for the

21 state during the 2000-2001 California energy crisis.

22 And the renewabl e QFs that were devel oped

23 in the 1980s are today the | east-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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devel oped. So, they have been recontracted and those

contracts are anong the | east cost source of renewabl e
generation today in California.

So, yeah, those contracts were above market
for a nunber of years but you need to | ook at the
econonmi cs over the full life cycle of those projects.
And | think over their full life cycle, they were a
good deal for their ratepayers.

Q Do you feel what the California utility's
reactions were to the offering and the continuation
of the standard offer rates while they were valid?

A They conpl ained a | ot.

Q Ckay. Isn't it true that they filed coments
w th FERC conpl aining, as you put it, that these and
ot her standard offers have forced themto purchase
too much capacity at too high of prices?

A Yes, they did conplain. | think if you exam ne
what their alternatives were, their alternatives would
have been building nore nuclear plants. And if you | ook
at what they actually paid for the nuclear plants that
they actually built, the QF programwas a nuch better
deal

Q Is it fair to say that California retail
custoners in the '90s and nmaybe into the early 2000s

were paying a lot nore for their electricity in part
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1 due to these above-narket rate PPAsS?
2 A Vel |, again, you know, hindsight's always
3 20-20. And, yes, there was a period of tine in the late
4 '80s into the '90s where ratepayers in California paid
5 above what they would have paid if -- for exanple, 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 |ook 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 renewabl e contracts, they did not offer |ong-term
20 contracts to renewable QFs until they started the RPS
21  programin 2003.
22 M5. HOGLE: (kay.
23 May | approach the witness, Your Honor?
24 THE HEARI NG OFFI CER:  Yes.
25 BY M5. HOGLE:
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Q So, this, M. Beach, is a background
i nformation from Southern Cal Edison's web site
on Qualifying Facilities Background.

Do you have any reason to dispute that what |
just handed you is just that? |If you ook at the bottom
of the address, the web site address, you can clearly see
that it is from Southern Cal Edison's web site.

A Yes. | see that.

Q Can you please read for nme the highlighted
par agr aphs?

A "The California Public UWilities Conm ssion

deci ded to encourage QF devel opnent further

by establishing generous 'Standard O fer' power

purchase contracts that utilities were required

to accept from CFs.

"The CPUC al so based avoi ded cost on the cost
of owning and operating a natural gas-fired power
pl ant, which, at the tine, was the nost costly
of fossil fuel plants to run."

"In 1983, the bottomfell out of internationa
energy prices and the cost of oil and gas dropped
precipitously, but the lucrative ternms of the
Standard Offer contracts did not change, producing
a 'gold rush' of new applicants.

"“In response, the CPUC began to phase out the
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Standard O fer program By 1986, the CPUC had

suspended the availability of new power purchase
contracts for QF projects larger than 100 kW"

M5. HOGLE: At this tinme, Your Honor, | would
i ke to nmove for the adm ssion of Rocky Mountain Power
Cross Exhibit-1 into the record.

THE HEARI NG OFFI CER. I f anybody party objects,
pl ease indicate.

MR RITCHE M. Chairman, | do object based
on what Ms. Hogle intends to introduce by this.
M. Beach has read that statenent. She's not asked him
to adopt that statement and | think she can fairly ask
questions about the statenment read into the record.

But | don't think we have any foundati onal
evi dence or any support to authenticate this docunent
or to prove up this piece, this docunent as evidence.

He's wel cone to answer questions about it,
but the docunment itself, | don't think it's necessary
to go into evidence at this tine.

THE HEARI NG OFFI CER.  (Ckay. Thank you.

Ms. Hogle, do you have any response to that?

M5. HOGLE: Sure. | believe | established
foundation already. | asked himif he believed that
| received or that | printed this off of the Southern

Cal Edi son web site.
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And it goes directly to his testinony wherein

he testifies about these very sane 20, 30-year PURPA
contracts in the 1980s. And he was an enpl oyee of the
California Public Uilities Conmm ssion.

So, | think it presents a full picture of his
testinmony that is not included in his testinony of the
conditions and circunstances in California with QF
contracts in the 1980s.

THE HEARING OFFICER. G ven that this is
basically a statenent of a California utility that's not
a party to this, I think 1'mgoing to grant the objection
to the notion to enter it but allow questions about the
statenents and ask the w tness whether he agrees wth
them But | don't think | see an evidentiary biases
for putting this into evidence.

MS. HOGLE: kay.

THE HEARI NG OFFI CER.  Thank you.

M5. HOGE: | have no further questions.

Thank you.
THE HEARI NG OFFI CER.  Thank you.
Any redirect? M. Ritchie?
REDI RECT EXAM NATI ON
BY MR RI TCHI E:
Q Yes. Thank you
M. Beach, M. Jetter of the Division asked you
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a coupl e questions about ratepayers assuning the risks

of long-term contracts.
Do you renmenber that |ine of questioning?

A Yes, | do.

Q What about short-termcontracts? |If the
Conmi ssion was to adopt three-year or five-year contracts
t hat have been proposed today, would ratepayers be
assum ng any risks fromthose contracts?

A Yes, they would. They would assunme the market
pricing risk under those contracts because, you know,
mar ket prices can fluctuate and they are very | ow today,
but we certainly have seen episodes in the past and I'm
sure we will see episodes in the future where nmarket
prices are going to be nmuch higher than they are today.

So, under a short-termcontract, ratepayers
bear the risk of those kinds of market price
fluctuations. And, you know, if you live by the nmarket,
you die by the market | guess is the way to put it.

MR RITCHE | have no further questions
at this tinme. Thank you.

THE HEARI NG OFFI CER.  Ckay. Thank you.

Any desire for any recross fromany party?

MS. DUTTON. Can | ask a recross question?

THE HEARI NG OFFI CER:  Sure.

RECROSS- EXAM NATI ON
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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 bottomfell out of internationa

7 energy prices and the cost of oil and gas dropped

8 preci pitously, but the lucrative terns of the

9 Standard Offer contracts did not change, producing
10 a 'gold rush' of new applicants.”

11 Q And under Utah's avoi ded cost nethod,

12 would that ever be the case in Uah that the prices

13  woul d not change?

14 A Vel l, nmy understanding in Utah is that the

15 utility is able to update its avoi ded cost prices as

16 natural gas prices and forward el ectric market curves

17  change.

18 Q And so, would you agree that the terns of the
19 contracts would change in Uah to adjust the avoi ded cost
20 price for QF projects?
21 A Yes. So, a QF that's devel oped this year m ght
22 not get the sane price as a QF devel oped next year or the
23 year after that.
24 MS. DUTTON. Ckay. Thank you.
25 THE HEARI NG OFFI CER Conmi ssi oner Wi te,
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any questions for the wtness?

COMWM SSI ONER WHI TE:  No questions. Thank you.

THE HEARI NG OFFI CER  Thank you.

Conmi ssi oner C ark?

EXAM NATI ON
BY COMM SSI ONER CLARK:

Q A coupl e of questions about this subject we've
been di scussi ng here.

First, the two paragraphs that you read into
the record, do you disagree in any essential way with
what's represented here as a description of the
hi storical events of this period?

A Vell, | actually do disagree with sone of the
dates. For exanple, the bottomfell out of internationa
energy prices in 1986, not 1983. And, you know, | guess
| would quibble with some of the adjectives that the
utility used here.

But, you know, otherw se, you know, generally,
| think that what is described here is pretty consistent
wth what | described in ny earlier testinony.

You know, | think that we've |learned a | ot
since then in terns of updating avoi ded cost prices on a
regul ar basis so they keep track with the nmarket.

We've al so learned a | ot about procuring resources.

So, you know, utilities often have the ability
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1 to negotiate with QFs to sone extent, and so, certainly
2 this experience has not been repeated in California

3 nor in any other state.

4 And as | earlier testified, | think in the

5 final analysis, what California got out of what was

6 admttedly a flawed initial process was a set of

7 resources that over the last 30 years has stood

8 the test of tine.

9 Q Did the standard-offer contracts specify a

10 price or a fornula 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 simlar to what contracts in Uah 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 terns of the energy conponent 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, sone of those projects, they were probably
25 at market for a nunber of -- for the first several years
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of those projects.

Q How was PURPA admi ni stered, then, during the
tinme period follow ng the suspension of the
standard-of fer contracts?

A Vel |, follow ng the suspension, there were
shorter termcontracts available, you know. They were
one-year contracts, basically, at avoided energy and
capacity prices.

Initially, they did have |onger termcontracts
wth fixed-capacity prices avail able but not fixed-energy
prices. And then they went to just -- for a period of
time in the "90s, the only thing that was avail abl e was
a one-year contract at short-run prices. And then
California launched into its deregul ati on experi nent
whi ch did not work out.

COW SSI ONER CLARK:  Thank you. That's al
ny questions.

THE HEARI NG OFFI CER.  Thank you. And | don't
have any. Thank you. Anything else, M. Ritchie?

MR RITCH E: No. Thank you, conm ssioners.

THE HEARI NG OFFI CER  Thank you. We'll turn
to M. Dodge.

MR DODGE: Thank you, M. Chairman.

The Rocky Mountain Coalition for Renewabl e Energy woul d

like to call Kevin Higgins.
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THE HEARI NG OFFI CER° M. Higgins, do you swear

to tell the truth?
THE WTNESS: Yes, | do.
THE HEARI NG OFFI CER  Thank you.
KEVI N H G4 NS,
having first been duly sworn, was
exam ned and testified as follows:
DI RECT EXAM NATI ON
BY MR DODGE:
Q Wul d you pl ease explain who you are and on
whose behal f you are testifying?
A My nane is Kevin Higgins. |'mhere on behalf
of the Rocky Muwuntain Coalition for Renewabl e Energy.
(RMCRE Exhibit 1.0 and Exhibit 1.0SR
[ dentified)
BY MR DODGE:
Q And did you cause in this docket to be prepared
and filed direct testinony and surrebuttal testinony?
A Yes, | did.
Q And do you have any corrections to any of that
testimony?
A | do not.
Q And does that testinony represent your sworn
testimony here today?

A. Yes, it does.
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MR DODGE: |'d nove the adm ssion of

Coalition Exhibit 1.0 and 1.0SR

THE HEARING OFFICER If any party objects to
that notion, please |let me know. Seeing none, the notion
Is granted. Thank you.

(RMCRE Exhibit 1.0 and Exhibit 1.0SR Adnitted)
BY MR DODGE:

Q Thank you. M. Higgins, could you provide a
sunmary of your testinony?
A. Yes, | wll. Thank you. Good afternoon

conmm ssioners. Wile we're waxing nostalgic a little bit
about PURPA, maybe you'll indulge ne and allow nme to
point out that my very first experience as a wtness
was in 1984 on behalf of the State of Utah Energy O fice
before this Conm ssion when the state of Utah was
attenpting to inplenment PURPA for the very first tine.

And so, | now find nyself 31 years later here
testifying before this Conm ssion on essentially the same
topic. And | wll volunteer that if | show up 31 years
fromnow to discuss this topic, soneone shoul d encourage
me to get a hobby. But you can | ook for me on public
W tness day in 2046.

Now, in my opinion, the Conpany's proposal to
reduce the maximumterm for fixed-price contracts for QFs

from20 years to three years is not reasonable nor is it
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in the public interest and the proposal should be

rej ected by the Conm ssion.

| believe that the Conm ssion's current
approach to contract ternms is reasonable and it provides
an appropriate franework for encouragi ng QF devel opnent
whil e protecting custoner interests.

The Conpany is asking the Conm ssion to abandon
its long-established policy of reasonably encouragi ng QF
devel opnent by ensuring the availability of the long-term
power purchase contracts at avoided costs. In its place,
t he Conpany seeks adoption of a new policy that is
clearly designed to hinder further QF devel opnent
in Uah.

I n supporting it's argunent, the Conpany relies
on inept conparisons to hedging and utility planning
criteria while ignoring the obvious fact that the Conpany
I's conpensated for its own resources in a fundanentally
different and far nore favorabl e nmanner than QFs are.

Take, for exanple, the unfavorabl e conparison
of long-term QF contracts to hedging practices. In ny
view, this is an appl es-to-oranges conpari son.

Hedgi ng contracts are sinply an instrunent
in pricing the Conpany's fuel supply and market
pur chases, whereas the Conpany's generation assets that

are served by the fuel hedges are in fact long-term
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obligations for which custoners are bound for decades.

So, while the Conpany enjoys a long-term
revenue security of earning returns fromits assets in
rate base, the Schedule 37 or 38 contract is the sole
means by which a QF is conpensated for its power.

The nore apt conparison is not between the
Conpany' s hedgi ng practices and long-term QF contracts
but it is between long-term QF contracts and the
Conpany's recovery of its generation investnents
inthe rate base. In this conparison, the obligations
of custoners are longer termand nore open ended when it
comes to paying for utility-owned plant in contrast with
QF contracts because utility generation assets are
subj ect to ongoing environnental risks that are conmonly
addressed through environnmental upgrades which custoners
are routinely required to fund pursuant to general rate
case deci si ons.

You know, in the last three general rate cases
in Uah, the Conpany has requested and been granted
approval for hundreds of mllions of dollars of
addi tional rate base for environmental upgrades.

Custoners are also at risk for future
accel erated depreciation of utility generation assets
to the extent that plant |ives are shortened in response

to environnental pressures. So, there are considerable
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ri sks today for custonmers under the acquisition of power

fromutility-owned assets.

M. Cenments argues that PURPA contracts do not
go through the same extensive |RP process to determne if
they are needed. In making this argunment, M. Cenents
overl ooks the fact that the pricing nethodol ogy adopted
in Uah by this Comm ssion relies upon the Conpany's |IRP
| east-cost plan. And QF prices are tied directly to that
| east-cost IRP plan. This is how ratepayer indifference
I's acconpli shed.

When M. Cenents discusses the IRP and its
relationship to QF pricing, he limts his discussion to
the next planned thermal resource.

He neglects to point out that the IRP calls
for the purchase of around one mllion negawatt hours per
year in front-office transactions from 2016 to 2024.

And it is those anticipated purchases that a
long-term PPA with a QF would primarily be displacing,
and it is the displacenent of those anticipated purchases
that drives the pricing in QF contracts in U ah today.

In fact, the indicative price posted in
Appendi x B of the Conpany's @ filing with this
Commi ssion indicates a | ong-term 20-year price including
capacity of $33.12 per negawatt hour. That's for 100

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 alarmthat is being expressed with

4 regard to customer interests in protecting ratepayers.

5 Finally, the proposed change by the Conpany

6 is likely to quash QF devel opnent in Utah at a time when

7 inplenentation of the EPA's clean power plants is

8 creating significant uncertainty with respect to the

9 Conpany's | ong-termresource plan.

10 It strikes me as unwise to be signaling to QFs,

11 particularly in light of their various renewable, zero

12 emtting and conbi ned heat and power attributes that

13 their power is of little long-termvalue and consequently

14  discouraging their devel opnment at a tinme when new

15 environnmental regulations are placing |ong-termresource

16 planning in a state of fl ux.

17 This seens particularly unwi se when we

18 understand that the devel opment of renewabl e

19 zero-emtting and conbi ned heat and power resources,

20 each of which has a nexus to QF generation, is encouraged

21 by the clean power plan as a nmeans of gaining conpliance.

22 In countering ny argunent, the Conpany points

23 out that it's the QF, not Rocky Mountain Power, that owns

24  the renewabl e energy certificates.

25 But this does not refute ny argument. |If the
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1 state of Uah, in conplying 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 fromwhich renewabl e 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 Conpany doesn't own the RECs or nost
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 conpliance.
11 On the other hand, if Utah adopts a nass-based
12 plan to conply with the clean power plan, then the sinple
13 displacenent of the Conpany's thermal generation with
14  renewabl e energy will help the Conpany conply.
15 So, that concludes ny sunmary. Thank you
16 MR DODGE: M. Higgins is available for cross.
17 THE HEARI NG OFFI CER.  Ckay. Thank you.
18 Ms. Dutton, anything fromyou?
19 MS. DUTTON. No. No questions.
20 THE HEARING OFFICER. M. Ritchie?
21 MR RITCH E No questions. Thank you.
22 THE HEARI NG OFFI CER.  Thank you. M. Mbore?
23 MR MOORE: No questions.
24 THE HEARI NG OFFICER° M. Jetter?
25 MR, JETTER | have no questions. Thank you.
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1 THE HEARI NG OFFI CER: Ckay. Thank you. rage e3

2 Ms. Hogl e?

3 MS. HOGLE: | have no questions.

4 THE HEARI NG OFFI CER:  Ckay.

5 Conmi ssi oner \Wite?

6 COW SSI ONER WHI TE: | have no questions.

7  Thanks.

8 THE HEARI NG OFFI CER:  Conmi ssi oner Cl ark?

9 COW SSI ONER CLARK:  No questions. Thank you.
10 THE HEARI NG OFFI CER: | have none. Thank you,
11 M. Higgins.

12 THE WTNESS:. Thank you.

13 MR DODGE: M. Chairman, the Coalition would

14 also like to call M. Bryan Harris.

15 THE HEARI NG OFFICER: M. Harris, do you swear

16 to tell the truth?

17 THE W TNESS: Yes.

18 BRYAN HARRI S,

19 having first been duly sworn, was

20 exam ned and testified as fol |l ows:

21 DI RECT EXAM NATI ON

22 BY MR DODGE:

23 Q M. Harris, could you tell us who you are and

24  for whomyou work and on whose behal f you're testifying?

25 A My nane is Bryan Harris. | ama project
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1 devel opment manager for SunEdison and | amtestifying

2 on their behalf.

3 Q And on behal f of the Rocky Muntain Coalition;

4 is that correct?

5 A Yes, that's correct.

6 (RMCRE Exhibits 2.0R 2.0SR, and 2.0

7 ldentified)

8 BY MR DODGE:

9 Q Thank you. And under your direction,

10 M. Harris, what was direct testinony and rebuttal

11 testinony and surrebuttal testinony filed on your behal f?

12 A Yes.

13 Q And does that testinony represent your

14  testinony here today?

15 A Yes, it does.

16 MR. DODCE: |'d nove the adm ssion of Coalition

17 Exhibits 2.0R 2.0SR, and 2.0.

18 THE HEARI NG OFFI CER  Ckay. |If any party

19 objects to the notion, please |let ne know. |'m not

20 seeing any. So, the notion's granted.

21 (RMCRE Exhibits 2.0R, 2.0SR, and 2.0 Adnmitted)

22 BY MR DODGE:

23 Q M. Harris, do you have a summary of your

24  testinony in this docket?

25 A Yes. | have a few coments |I'd |ike to provide
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to the Commssion to start out. SunEdison is a |arge

I ndependent power producer working to devel op, build,
and operate renewabl e energy projects around the worl d.
We are also very active in devel opi ng and
constructing renewabl e energy projects in U ah.
W' ve been working on quite a few projects in Uah
over the last several years.
Currently, we have 22 QF power contracts
in place with Rocky Mountain Power. All of those
projects are either constructed or in construction.
Those projects are all |ocated in Beaver County
and in Iron County in southern Utah. | believe nine
of the projects are conpleted with the renai ning ones
In construction. Those projects are currently enpl oyi ng
about 800 construction workers in southern U ah.
The projects are an econom ¢ boon to southern
Utah. They will pay a significant anount of property
taxes over the life of the project as well as about 25
full-tinme operations jobs. | bring that up just to point
out that these projects are providing a significant
I npact, a positive inpact to the state of Uah to the
counties where they are.
In addition, | believe the projects are great,
are a great asset for the ratepayers in U ah

They provide a long-term contracted anmount which
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provides -- well, the projects are contracted and

they have a steady rate for the ratepayers.

The main reason why I'mtestifying today is to
provi de sone information that if those projects were not
open to having a 20-year contract, 20-year termin the
contract, if it was a three-year term those projects
woul d not be built or would not be under construction
today. And noving forward, if the Conm ssion changes the
termto three years, we wll not be able to build future
projects in the state of Uah. And that's really the
crux of ny testinony today and ny openi ng statenent.

MR DODGE: Thank you. M. Harris is available
for cross-exam nation.

THE HEARI NG OFFI CER  Thank you.

Ms. Dutton, anything?

MS. DUTTON. No. No questions.

THE HEARI NG OFFI CER.  Thank you. M. Ritchie?

MR RITCH E No questions.

THE HEARI NG OFFI CER. M. Sanger?

MR. SANGER: No questions.

THE HEARI NG OFFI CER: M. Mbore?

MR MOORE: No questi ons.

THE HEARI NG OFFI CER: M. Jetter?

CROSS- EXAM NATI ON
BY MR JETTER
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1 Q Yes. M. Chairman, | do have a feM/quesF?gﬁs?4l
2 (Good afternoon. [|'mJustin Jetter and | represent the

3 Uah Division of Public Uilities.

4 You're an expert in financing qualifying

5 facility projects; is that correct?

6 A I''man expert in devel oping solar and w nd

7 projects. And a critical part of that is the financing,
8 although I would say that Sun Edi son has a very

9 sophisticated finance teamthat are the true experts

10 in project finance. | work closely with them

11 Q You know enough about it to know that, at |east
12 in your testinony, you testified that shortening the

13 contract termwould nake it inpossible to finance these
14  projects; isn't that correct?

15 A Shortening the termto three years or

16 five years, yes.

17 Q Ckay. 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 environnment where you had hi gher
23 avoided cost rates, you could potentially have a shorter
24  contract term is that accurate?

25 A By shorter, you nean how many years?
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2 A Yes, that's correct. That's correct. It would

3 need to be significantly higher in order to neet a

4 three-year or a five-year contract term | don't know

5 how nany tinmes higher it would need to be but severa

6 fold higher | would inmagine.

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 | don't quite understand your question.

12 Q Whet her or not your financing departnent 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  invol ved?

17 A | would say those are two of the factors.

18 There are additional factors as well.

19 Q Ckay. Thank you. And a number of w tnesses

20 today have conpared 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 | don't know either. But is it possible that
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I f the Conpany has, let's say, a gas resource and the

cost of running that gas resource is higher than the
mar ket price on that day, the Conpany could essentially
shut off that gas resource and buy narket purchases?

A | presune.

Q And in the alternative, if the market is
consi derably lower or at all |ower than the cost of
runni ng that resource and there's excess capacity,

t he Conpany could run that resource at its capacity and
sell the additional into the market: is that correct?

A | presune that that's correct as well. | would
add that, you know, with a gas plant, obviously there's
nmore uncertainty what's going to happen 20 years from now
than wth a solar project that has contracted terns for
20 years. | think both the ratepayer and the devel oper
have certainty they know that price is going to nuch nore
than the gas plant.

Q Ckay. But the Company does have the
opportunity in the future to choose at what rate it's
going to run that gas plant and that woul d be based on
optimzing its economcs wth whatever the current market
prices are.

I's that correct to the best of your know edge?

A So, | guess, so, could you clarify that a

little bit nore as well? So, you're asking ne,
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1 if the Conpany -- in 20 years if the Conpany w || Egge “as
2 able to run their natural gas plant or not?

3 Q |'mjust asking that if the Conpany 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 econom c fashion, whether that be ful

7 output, no output or sonewhere in between?

8 A Vell, | guess | have a hard tine answering that
9 question, but | guess it's hard to predict whether it

10 would be able to run it economcally or not because who
11  knows what the price of natural gas is going to be in

12 20 years.

13 Q Ckay. But | guess if the gas price in 20 years
14 is too high to run economcally, they could shut that

15 plant off and not produce any 20:52:30 hadn't proves any
16 energy?

17 A | woul d assume that woul d be the case.

18 Q Ckay.

19 A And with a renewabl e 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 al so
24 |l ocked into purchasing every kilowatt hour that cones out
25 of that renewabl e project whether that's economc or not?
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A Right, but there is a huge benefit to the

ratepayers to know what that certainty is in the future
to date whether it's in the noney or out of the noney,
correct. But they do know what that is.

Q Ckay. [I'mnot saying the risk is the risk that
your investors are unwilling to take; is that correct?

A | would say that the certainty that comes with
that is required for our investors, whether that's debt
or equity, but the sane benefit is also enjoyed by the
r at epayers.

Q And so, that's -- you're saying that that's a
risk that your investors are unwilling to take but that
that sane risk is a benefit to ratepayers; is that
correct?

A That the certainty of knowi ng what the price
is going to be paid and received is a benefit to both
parties in ny opinion.

Q And how woul d that differ fromthe certainty
in price of, say, a natural gas purchase in 20 years?

Wul d that not also be a benefit to the natura
gas producer and the Conpany under that same reasoni ng?

A | think it would if there was a contracted
price for that natural gas in 20 years, presum ng that
It was a | ow price today.

Q Ckay. Thank you.
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A And not taking into account the environmental

risk and other things that go along with that.

Q Thank you. It's really been conpared today,
and |'m aski ng you because you're nore know edgeabl e
about the devel opment side, it's been said that the
Conpany and ultimately these costs generally passed to
ratepayers are making simlar |ong-term hedges when they
construct a new generation facility; is that correct?

A It would seemso to ne, yes.

Q And it's also been argued that the Conpany does
sowth limted risk because it seeks a pre-approval here
and --

A Correct.

Q -- and it recovers those through its rate base
through the period in which that plant is still being
used; isn't that correct? And because of the |ower risk,
woul d you expect that a rate of return on that would be
conmensurately | ower?

A Which risk are you tal king about ?

Q So, Conpany-owned generation facilities.

A Ckay.

Q Because of their reduced risk, would it be a
fair assunption that their rate of return on that, then,
Is | ower because they are nore assured of the return that

they' Il get on that?
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A. Their rate of return is |ower than what?

Q Vell, that was my next question. What rate of
return i s SunEdison requiring to build these projects?

What's the return on equity on it?

MR DODGE: |'mgoing to object to that
specific question. |'mpretty sure that's considered
confidential and proprietary and not something that could
be disclosed in public.

THE WTNESS: That is correct.

MR DODGE: Nor do I think it's relevant.

MR JETTER | think it's directly rel evant.

If you're going to conpare, which has been done nultiple

tinmes by certain parties today, if we're going to conpare
Conpany- owned resources in the |ong-term hedges and risk

involved with those, | think the rate of return on those

is inmportant to eval uate whether financing those projects
is in fact simlar to financing |ong-term QF projects.

MR, DODGE: And that could have been asked in
di scovery and appropriate protections taken. It was not
done. It can be disclosed publicly. |If you're going
to insist upon clearing the roomand trying to get an
answer, we'd have to go call the general counsel and see
whet her he's allowed to testify.

This coul d have been anticipated in advance.

That's very highly proprietary confidential information
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2 they disclose.

3 MR JETTER  Wul d you be able to answer

4  whether it's higher than ten percent?

5 MR DODGE: | 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 | don't know if he can even answer that.

9 | really do not know that.

10 THE WTNESS: | can't answer that.

11 M5. HOGLE: Your Honor, excuse ne. |'msorry.
12 THE HEARI NG OFFI CER  Yes.

13 MS5. HOGLE: | think | heard M. Dodge testify
14  that the Conpany's return was 15 percent. |1'd |ike that
15 stricken fromthe record. That may or may not be

16 confidential or what have you, but | think that needs

17 to be stricken fromthe record.

18 MR DODGE: It isn't testimony. |It's just ny
19 statenent. 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 ny math --
22 THE HEARI NG OFFI CER.  Ckay. Well, | think the
23 record should reflect that that was a statenent not under
24 oath and not by a witness. And | think that covers it.
25 Back to M. Jetter. | guess I'll ask you
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are you making a notion to close the hearing and take

some tinme to deal with answering this question?
BY MR JETTER

Q "Il withdraw the question. [|'mnot sure the
val ue of that woul d be persuasive in the outconme of this
necessarily. So, I'll withdraw the question, but | would
like to ask kind of a corollary question with that.

If you're getting a guaranteed fixed-price
paynent for every kilowatt hour you deliver over the
course of 20 years, is it accurate to say that, at |east
wi thin that period, that your risk involved in that
project is as low as the Conpany's risk in one of its
resources?

A | would say no, it is not. And | amnot an
expert in utility finance, but ny understanding is,
their rate of return is guaranteed. | don't know
If that's accurate or not, but | know that our rate
of return i s not guaranteed.

There's lots of factors that go into that.

If you build a wnd farmand you m scal cul ated how nmuch
the wind blows, you can end up with a nuch |ower return
and there's no way to inflate that return. |It's going
to be what it is. So, | would say our risk is not
conparable with a utility, with the Conpany.

Q Wul d you say that that probably varies with
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the type of resource that you're using? So, for exanple,

woul d you say that solar is significantly |lower risk?

A It could be. Solar resource is generally nore
consistent than a wind source. So, it could be, but if a
certain devel oper was not sophisticated enough to
understand that, then they could take a lot of risk
upon t hensel ves.

Q Thank you. You said that currently your
proj ects enpl oy about 800 construction workers;

Is that correct?

A That is correct.

Q And there woul d be about 25 ongoing full-time
enpl oyees?

A Yes.

Q Do you know if that's nore or less than there
woul d be had that same generation cone from anot her
source like a natural gas plant?

A | do not know on the construction side of that.
| would imagine that on the operation side it's |ess but
| do not know. For a coal plant it would be Iess.
| don't know about a natural gas plant.

MR JETTER Ckay. Thank you. Those are al
of nmy questions.
THE HEARI NG OFFI CER°  Thank you. Ms. Hogl e?
CROSS- EXAM NATI ON
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BY M5. HOGLE:

Q Just a few questions. Were you in the room
when M. Beach testified that current avoi ded cost prices
are about $30 per negawatt hour?

A | was.

Q Would it surprise you to know that the 20-year
| evel i zed price of some of SunEdison's contracts is
around $100 per negawatt hour?

A It would not.

Q Ckay. On cross-exam nation you testified that
it was a benefit for custonmers to have fixed-price
contracts because they know what it costs for 20 years
let's say; is that correct?

A That is correct.

Q How is that a benefit for ratepayers if current
mar ket prices stay for 30 years -- for the 20 years,
how woul d that be a benefit?

A At the time -- so, SunEdison has signed 22
power purchase agreenents. And first of all, maybe |
should back up a little bit. So, the power purchase
contracts that you're referring to are the Schedul e 37
power contracts; correct?

Q Correct.

A Ckay. So, those contracts make up a snall

portion of SunEdison's portfolio of nmegawatts, probably
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around 20 nmegawatts. And so, those higher priced power

pur chase contracts were executed under a forner avoided
cost nmet hodol ogy which took into account a significant
capacity cost, capacity paynent which would be counted
for about half of the energy of paynents and the other
hal f was energy paynents. So, the total of the project.
So, probably about 20 negawatts is what you're referring
to. The larger contracts, and | would say 95 percent of
contracts that SunEdi son has signed is significantly
| ower than that, less than half of that in general terns.
So, | would say that the majority of our
contracts are significantly beneficial to ratepayers.
The first contracts that we signed were devel oped under
avoi ded cost net hodol ogy, they give a lot nore benefit to
capacity and because solar projects do generate during
the day, they do receive a significant capacity payment.
And | think that whol e argument and di scussion
that was discussed in one of the dockets whether that was
fair or not. And | think since that was -- since the
capacity paynent was renoved fromthe avoi ded cost
met hodol ogy, | think it was determ ned that that
did not benefit the ratepayers.
So, | would concede that on those approximately
20 nmegawatts, it probably wasn't a good deal for the

ratepayers, but | would say that the systemis working
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because after we sign those contracts, then that issue

I's brought before this Comm ssion and they were able
to renove that at their discretion
And so, | believe that the current avoi ded cost
nmet hodol ogy is very beneficial to ratepayers.
Hence, the $33 that you nentioned earlier.
M5. HOGLE: | have no further questions.
Thank you.
THE HEARI NG OFFI CER  Thank you. Any redirect?

MR DODGE: No. | have none. Thanks.
THE HEARI NG OFFI CER:  And Conm ssi oner O ark?
EXAM NATI ON

BY COWM SSI ONER CLARK:

Q Good afternoon, M. Harris. Thanks for being
here. | have some questions for you about the projects
that you refer to early in your direct testinony.

Were they all constructed on the strength
and financed on the strength of purchase power agreements
that the Conm ssion approved?

A. Yes -- no, they were not. So, the Schedule 38
projects were. The Schedule 37 projects did not need
approval fromthe Comm ssion.

Q And as to the Schedul e 38 projects, a nunber of
those aren't yet conpleted if I'"mcorrect; is that right?

A None of the Schedul e 38 projects are conpl et ed.
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Q And what's the conpletion date that you're

contenpl ating, the operations date for those?

A They w Il be conpl eted between June and
Sept enber of 2016.

Q Do you have experience in seeking financing
for these sorts of projects that involves a stream
of payments that's different than 20 years?

A | do not.

Q Do you know whet her your conpany does?

A Yes. | believe they do.

Q And do you have any know edge of the Conpany's
experience in seeking financing?

A | have general know edge but not details.
But we do devel op projects in different markets
in different parts of the country and --

Q And can you put boundaries on the financing
arrangenents that you're famliar with, the high side
and the low side in relation to the duration of the
paynent streans or the pricing, the periods of tine
over which the pricing is fixed?

A Yeah. So, generally, there are sone parts
of the country where sone markets that are nore liquid
than Utah or the terns are | ess than 20 years.

However, there are hedging instruments

available in those markets that are used in order to
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contract out the power for a longer term And | don't

under stand t he nuances of how that works because
| haven't worked with them specifically.

But if you're in a liquid market and you can
hedge that out further, then that creates the certainty
t hat banks and investors need if that nmakes sense.

Q And when you say, "less," how much | ess?

A | believe 15 years in some of those markets.
However, the caveat is at the end of the 15 years, the
projects are still located in a liquid nmarket where they
can readily sell the power fromthose projects.

Q In those arrangenents or any others that you're
aware of -- well, before | ask that, actually, what's the
high side, in other words --

A The | ongest term --

Q Right. Right.

A We' ve done 25 years and | believe there are
some 30-year power purchase contracts. And obviously,
froma devel oper, the longer the better. The cost of
capital goes down with the |onger terns and hence the
| ower price of the PPAs that we can enter into.

Q In any of these arrangenents that you're aware
of, is there a provision for adjusting either the energy
or the capacity paynment before the expiration of the

ternf
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A | really don't know the answer to that.

| presume that there may be, but | really don't know
the answer to that.

Q Regardi ng your testinony that PacifiCorp's
proposal would -- | don't want to m scharacterize it, but
woul d either halt or significantly retard the devel opnent
of QF projects, do you have a sense of where the tipping
point is between three years and 20 years?

A You know, that's a good question and obviously
we' ve thought about that. And we don't have a good
answer to that. W know that we can finance a 20-year
project or a 20-year contract term

Could we contract a 19-year? | would think we
probably could. But where that starts stops, | don't
know. But what | do know is that the shorter term the
nore difficult it beconmes and the higher our cost of
capital beconmes and it nakes projects less financially
vi abl e overall because the cost of capital increases
because there's nore risk introduced.

COMW SSI ONER CLARK: That's all. Those were
all ny questions. Thank you, M. Harris.

THE HEARI NG OFFI CER°  Conm ssi oner \Wite?

COW SSIONER WHI TE: | have no questi ons.
Thanks.

THE HEARI NG OFFICER. | don't have any.
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Thank you. M. Dodge?

MR DODGE: As a final witness, the Coalition
woul d I'i ke to call Hans Isern.
THE HEARI NG OFFICER: M. Isern, do you swear
to tell the truth?
THE WTNESS: | do.
THE HEARI NG OFFI CER:  Thank you.
HANS | SERN,
having first been duly sworn, was
exam ned and testified as foll ows:
DI RECT EXAM NATI ON
BY MR DODGE:

Q Wul d you pl ease state for the record who you
are, for whomyou work, and on whose behalf you're
testifying?

A Yes. My nane is Hans Isern. |It's spelled
H-a-n-s. And the last nane is |-s-e-r-n.

| amthe senior vice president of origination
for sPower. sPower is a Utah-based |PP.

Q | apol ogize, M. Isern. 1've been calling you
| sern. You were too nice to correct me before.

A That's fine. Everybody does.

(RMCRE Exhibit 3, 3.0R and 3.0SR Identified)
BY MR DODCE:

Q M. Isern, did you cause to be devel oped and
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filed in this docket direct testinony, rebuttal

testi nony, and surrebuttal testinony under your nane?

A Yes.

Q And do you adopt that testinony here as your
testinmony in this proceedi ng?

A | do.

MR DODGE: M. Chairman, |'d nove the
adm ssion of Coalition Exhibits 3, 3.0R and 3. 0SR?

THE HEARING OFFICER: |If any party objects to
the notion, please et ne know. Seeing no objections,
the notion's granted.

(RMCRE Exhibits 3, 3.0R and 3.0SR Admitted)
BY MR DCODCE:

Q M. Isern, would you provide a sunmary of your
testinony?

A Absol utely. sPower believes that the current
20-year PPA termis proper and should remain in place.
Anything less we believe will be a major blowto utility
scal e renewabl e devel opnent.

We further believe that capital and jobs
will |eave Utah based on any decision of that sort.

And pricing under three-year PPA terns very well m ght
be hi gher than pricing under |onger PPA terns due to the
ri sks involved and the requirenent for capital providers

such as ourselves to invest in projects.
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Essentially, for three-year and five-year

terms, we very likely just won't do. We'Il nove our
devel opnent efforts and dollars to another state for,
you know, terms and the kind of, call it the 15- to
20-year range, it would be very difficult for us to do
and woul d severely inpact our ability to arrange for

| ow- cost financi ng.

We have discussed this both with our own board
and investnment commttees as well as our tax, equity,
and debt providers. And everyone had the sanme reaction
that we did. One of the items that | don't think has
been covered well thus far is the categorization of
risks. And our opinion, the benefits of a |long-term
QF pricing are two ways.

It does benefit devel opers who need | ong-term
price certainty for power sales, but we also believe that
it benefits ratepayers who likely intend to be in the
Ut ah mar ket purchasing energy for |ong periods of tine
who would like to not be exposed to risks of long-term
pur chases.

Furthernmore, we think that the QF programis
wor ki ng very well as of today as evidenced by the PPA
rates going fromover $60 down to 60 to 50 to 40 to 30.
That's what shoul d happen in conpetitive markets, and we

view that as a success, not as a reason for concern
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1 We al so 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 | have found it interesting that,

5 you know, Rocky Muntain Power m ght consider entering

6 into a 15-year coal supply provision because that is

7 standard for coal. Qur standard is 20 years.

8 So, we woul d ask not to have our standards

9 significantly changed as well. | think that concludes ny

10 summary.

11 MR DODGE: Thank you. M. Isern is available

12 for cross-exam nation.

13 THE HEARI NG OFFI CER  Thank you.

14 Ms. Dutton, anything?

15 MS. DUTTON. No questions.

16 THE HEARING OFFI CER M. Ritchie?

17 MR RITCH E No questions.

18 THE HEARI NG OFFI CER: M. Sanger?

19 MR. SANGER: No questions. Thank you.

20 THE HEARI NG OFFI CER: M. Mbore?

21 MR MOORE: No questions.

22 THE HEARI NG OFFI CER: M. Jetter?

23 CROSS- EXAM NATI ON

24 BY MR JETTER

25 Q | do have a few questions. Good afternoon.
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Thank you for being here.

Is it correct that a big part of your job
in evaluating the way in which you finance a project
is evaluating the risk involved with that project?

A Absol utely.

Q And is it also -- generally, your testinony
has been that, | believe you had said that you m ght be
able to finance a 15- to 20-year project and then you
generally only finance 20-year or |onger projects;

Is that correct?

A That's correct. W have financed 15-year
projects in states and markets where there are other
I ncentives. For exanple, in North Carolina, there was
a large state tax credit that provided additional revenue
to offset the fact that it is a shorter term PPA

W' ve seen the same in certain Northeast states
such as Massachusetts which have very high prices.
Essentially, what that leads to is front |oading of the
revenues. So, we've been confortable in certain
circunstances with shorter term PPAs, once again,
in the 15-year tinme range when there are other
significant revenue streans to help keep investors cool.

Q Ckay. And so, really, that's just based
on a higher rate of return for that investnent;

is that correct?
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A Not necessarily. Think about the percentage

of revenue that is contractually guaranteed.

Q Ckay. And the nore percentage that's
guaranteed, the nore likely you are to lend on it;
Is that correct?

A Yes. Not exactly lend but provide capital.

Q Ckay. And in that formula, do you conpare --
essentially, you woul d nake noney by having a variation
or a difference between the cost of the capital to your
conpany and then the rate at which you seek return on
that capital when you lend it to one of these projects?

A Somewhat, yes. W're an equity provider. So,
we woul d provide cash equity into the projects and then
earn a return over tinme. Usually nost of that return
comes fromrevenues under a |ong-term PPA

Q Ckay. And would you say, then, that the
ability to provide financing for a project, then,
is dynam c? It changes with cost of capital in the
mar ket or other resources? It's not a fixed nunber
that's always going to be the sane?

A Well, | suppose that the ability to provide
capital or the availability of capital does change from
year to year. That said, in ny experience and in the
past nultiple years of having renewabl e projects

financed, no one has been doing three- to five-year PPAs.

Litigation Services | 800-330-1112
www. | i tigationservices.com



http://www.litigationservices.com

HEARI NG PROCEEDI NGS DOCKET NO. 15-035-53 - 11/12/2015

1 And the industry standard has been 20. rage o3

2 W'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 nentioned that you think that the Utah

6 QF pricing mechanism our nethod of calculating the price

7 has been working appropriately because as each additional

8 resource is added to the queue, the price is |ower.

9 Eventual Iy that woul d presumably | guess reach zero.

10 I's that

11 A | don't know about reaching zero but having

12  your marginal costs decrease with increasing supply

13 is consistent with ny understanding of the intent.

14 Q Ckay. And so, you could have a perfectly

15 working-well market where you have a lot of QF

16 applications and a | ot of QFs being built;

17 is that correct?

18 A Yes.

19 Q And you could al so have a perfectly

20  working-well market where there are no QF applications

21 and none being built; is that correct?

22 A. Vell, | don't think that would be a QF market,

23 then. |If there's no participants, | don't see how you

24  woul d have the existence of a market.

25 Q Vell, isn't it your testinony that as the
Litigation Services | 800-330-1112

www. | i tigationservices.com



http://www.litigationservices.com

HEARI NG PROCEEDI NGS DOCKET NO. 15-035-53 - 11/12/2015

Page 264

1 prices being paid decrease that your supply would

2 decrease?

3 A Yes. So, efficiently or effectively, you have

4 a dynam c mechanismto ensure that the nost economcally

5 viable projects get built and those that are not

6 economcally viable, they would not accept the QF price

7 and woul d exit the queue.

8 Q Ckay. And At sone point, you would reach a

9 point where there is not another economcally viable

10 project; is that correct?

11 A Not necessarily because conditions wi |l change

12 so that you m ght 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 mght see it becone nore

17 viable to once again devel op 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 nulti-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 | don't knowif | would say it's working well

24 if you have nmultiple years where no QF projects are being

25 built. It mght be working well if you have | ow vol unme
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1 for a couple of years, but wi thout any specifics of the

2 exanple, it's hard for ne to opine.

3 Q Let's just assune 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 | ower val ue.

7 In an efficient market, woul d you not expect

8 that you would reach a point where there are no nore

9 efficient projects to be built and that woul d be the

10  optimum nunber of QFs?

11 A | suppose, theoretically, if PacifiCorpis --

12 other supply stays statistic and their |oad stays static,

13  you know, and a lot of -- | think you said if all else

14  stays equal, then, yes, they would expect for there to be

15 a set nunber of QF projects devel oped unless, you know,

16  devel opers can sonmehow create nore economcally

17 attractive projects over tinme, but assum ng that they

18 can't, then, yes, there would be a point where you woul d

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 ultinmately

22 reach the conclusion that the nunber of QFs being built

23 in a particular period is not necessarily indicative

24  of whether the market is working correctly?

25 A Well, | don't know if your exanple is really
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realistic because it assunes a |ot of things that we

don't see in practice.

In ny opinion, a working QF market would see
contracts being signed at declining marginal prices.
Now, that might take time to get there. | don't think
anyone woul d expect, you know, your QF programto devel op
overnight. | don't think anyone woul d expect it woul d,
you know, fill up in a nunber of nonths.

But there would be period as projects are
devel oped and devel opnent cycles can range from| guess
six to 48 nont hs depending on the size of the project.

And during that tinme, you would start seeing
the marginal price decreasing as nore and nore projects
are brought on line, all else being equal.

Q And let's say hypothetically you are in an
envi ronment where you have a 30 percent tax credit and
that tax credit ends.

A Yes.

Q And in an efficient market, would you expect
that you woul d reach every QF or nearly every QF that
coul d be devel oped econom cally taking into account
the 30 percent tax credit. Once that tax credit ends,
woul d you expect to see the need for QFs?

A | think that it would take sone tine. | think

that the I TC expiration at the end of '16 would
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definitely hit the pause button on QF CODs.

Q And whet her there are new QFs built in the
subsequent years, would you say that that may or may not
be a reflection -- may not be | guess a reflection of
whet her the market is working well or whether it's not
wor ki ng wel | ?

A Vell, the I TC woul d be an external factor that
woul d effect the economc viability of the project.

So, we're not asking for, you know, higher avoided cost
pricing because the ITCis expiring. W're asking for
the PPA terns to remai n unchanged at 20 years.

Q And do you think -- | guess -- let's ask a
slightly different question.

At the current avoided cost rates, without the
tax credit, is it likely that you would finance a 20-year
proj ect based on the costs that you' re seeing today for
those projects as well as the avoided cost rate of,
let's say, $40 a negawatt hour?

A | think that would be difficult and we would
need to see significant novenent in EPC costs that would
be essentially construction and then your equi pnent
costs.

MR JETTER  Ckay. Thank you. That's all the
questions that | have. Thank you

THE HEARI NG OFFI CER  Thank you, M. Jetter.
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1 Ms. Hogl e? rage o8
2 MS. HOGLE: | have no questions.

3 THE HEARI NG OFFI CER°  No questions? Ckay.

4 M. Dodge, any redirect?

5 MR, DODGE: No. Thank you.

6 THE HEARI NG OFFI CER.  Ckay. Thank you.

7 Conmi ssi oner C ark?

8 EXAM NATI ON

9 BY COVWM SSI ONER CLARK:

10 Q M. Isern, in the descriptions that you've

11 given us of the kinds of arrangenents, PPA arrangenents
12 that are acceptable to the Conpany in ternms of

13 devel opment, do any of those or have any of those

14 I nvol ved sone form of adjustnent or adjustability either
15 to the energy conponent or the capacity conponent?

16 A No, none that | can think of. Everything is
17 under a fixed-price contract. There may be escal ation
18 built into the pricing but it's still fixed fromday one
19 and then, you know, each year your contract price may
20 vary but it is a fixed price fromthe day you sign
21  through the delivery termof the PPA
22 COW SSI ONER CLARK:  Thank you. That's ny only
23  question.
24 THE HEARI NG OFFI CER: Conmi ssi oner \WWite?
25 EXAM NATI ON
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BY COWM SSI ONER WHI TE:

Q Wth respect to the ITCeligibility,
| understand fromthe testinony given today that it's
set to expire at the end of this year.

For eligibility purposes, does a QF have
to reach the comercial operations day or is it a certain
amount of construction or capital spent to be eligible
for that ITC?

A Yeah. | mght have m sspoken. The ITC
deadl i ne woul d be to have a project in service by the
end of 2016. If you are not in service and delivering
energy and receiving revenue, then you would not qualify
for the ITC

There is sone di scussion about anmendi ng that
to have started construction | anguage where devel opers
and financiers can invest a certain anount of noney and
start work on a site to qualify it, but as of today,
the projects nmust be in service and delivering energy
and receiving revenue as of Decenber 31st, 2016.

COMWM SSI ONER WHI TE: | have no further
questi ons.

THE HEARI NG OFFI CER.  (Ckay. Thank you.
| don't have any. Thank you, M. Isern.

MR | SERN. Thank you.

THE HEARI NG OFFI CER° M. Dodge, anything
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further fromyou?

MR DODGE: That's all. Thank you.

THE HEARI NG OFFI CER.  Ckay. Does any party
have anything el se before we adjourn?

MR RITCHE M. Chairman?

THE HEARING OFFICER° M. Ritchie, yes.

MR RITCHE | did want to ask about whether
a briefing schedule woul d be available here. | would say
fromSierra Club's standpoint, | think it could be
hel pful in this case.

In particular, I think there was sone issues
addressed about the legality of sone of the proposals
under PURPA. And if that gets into sone pretty
conplicated | egal questions, that we would like to brief.

THE HEARI NG OFFI CER.  Ckay. So, we have a
request fromthe Sierra Cub for legal briefing.

Let me ask all the parties to coment on that.
Wiy don't we start with the applicant.

M5. HOGLE: | would leave it up to the
Commission. |If the Sierra Cub is going to brief, the
Conpany woul d then want the opportunity to do so as well.

THE HEARI NG OFFI CER  (Ckay. And, M. Jetter?

MR JETTER | think fromthe Division's
perspective, we're probably a little indifferent. W're

happy to do it if the Conm ssion thinks it's of val ue.
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| guess that's probably nmy response. Thanks.

THE HEARI NG OFFI CER  Ckay. And, you know
what, to save tine, why don't | go back and say,
do you have thoughts on timng or |ength?

Wiy don't we go back to M. Ritchie.

And 1'II still get around to everybody, but | wanted
to get those two issues out of the way.

MR RITCH E The imedi ate thing that comnes
to mnd for nme is Thanksgiving. That's why | would maybe
say the week sonetine after Thanksgi ving.

THE HEARI NG OFFI CER.  (Okay. Ms. Hogl e?

MS. HOGLE: So, that woul d nean next week and
t hen Thanksgi ving week and then they would be due the
week after Thanksgiving. |Is that --

MR RITCHE | wuld normally say two weeks
but two weeks puts us right there in that Thanksgi ving
holiday. So, | would say, you know, go to the follow ng
week.

MS. HOGLE: And | think that would be
appropriate, and | would add that it would be one round
submtted by everybody at the sane tine.

As far as length, I'mnot sure. | think there
should be alimt. Again, | think | wuld |leave it up to
the Commi ssion to determ ne

THE HEARI NG OFFI CER. W stop reading after the
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limt. Thank you. M. Jetter?

MR, JETTER That's a reasonabl e schedul e for
us. | don't think anyone would need a | ot of pages to
cover it. So, whatever page limt the other parties
or the Conm ssion would |ike.

THE HEARI NG OFFI CER.  Ckay. Thank you.

M. Moore?

MR MOORE: The O fice would be woul d be happy
to go along with the Division's reconmendati on.

THE HEARI NG OFFI CER.  (Ckay. Thank you.

Ms. Dutton?

M5. DUTTON: | think that if the Conmm ssion
feels it's necessary, then we would definitely conply
and submt a brief.

THE HEARI NG OFFI CER. M. Dodge?

MR. DODGE: Yeah. | think nmaybe the
Conmmi ssion's sort of practice is if someone feels it
woul d be useful unless the Comm ssion feels otherw se
that that's been accommpdated. And | encourage you to do
that. | guess | mght suggest one additional as a
personal item And that is, it would be work better
for ne if we went into the foll owi ng week, the 11th of
Decenber or sonmething like that. Kind of splitting the
hol i days.

THE HEARI NG OFFI CER: Ckay. Thank you.
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M. Sanger? ?

MR SANGER: If other parties believe that
briefs are necessary, then we woul d support that.

We're not asking for briefing, but if other parties
believe it's necessary, we would support that.

As | ate as possible for the briefs given the
hol i days. So, whatever the Conm ssion wants but the
| ater the better for us.

THE HEARI NG OFFI CER:  Ckay. Should we
del i berate just for a nonment or two and chat? Wy don't
we take a recess until about, |1'mgoing to say 4:40.

Thank you.

(Recess taken from4:36 p.m to 4:40 p.m)

THE HEARI NG OFFI CER:  Ckay. We're back on the
record to address the issue of |egal briefing.

Any party who desires to express to us their
position on legal issues with respect to interpretation
of federal or state PURPA may do so by Wednesday,
Decenber 9th within a 10-page Iimt. And we wl]l
consi der anything submtted by that date before we
finalize our order. Anything further from anyone?

(Discussion off the record)

THE HEARI NG OFFI CER:  The wi tnesses, if you
have your summary in witing, the court reporter would

appreci ate having a copy of that if you have it here
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wi th you. And seeing nothing further from anybody --

oh, sorry.

MR, SANGER:  Your Honor, | would just like to
ask the question so | understand. You said the |egal
I ssues on the interpretation of PURPA. Do | read that
as the legal brief should be limted to only those | ega
I ssues or whether it would be broader than that?

THE HEARI NG OFFICER.  Well, | think the request
was for legal briefing, not for necessarily closing
statenents or sonething to that effect.

Since it wasn't a brief that the Comm ssion
asked for, it was sonething requested by the parties,
| was, | think, just trying to be helpful in ny
explanation, but | don't think we're [imting it to any
| egal issues. | think any |legal issue that any party
wants to address is not off the table.

MR SANGER: Ckay. | wanted to give you
what ever you want. Ckay. Thank you.

THE HEARI NG OFFI CER.  And seei ng not hi ng
further, we are adjourned. Thank you.

(Proceedi ngs concl uded at or about 4:42 p.m)
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CERTI FI CATE

This is to certify that the foregoing
proceedi ngs were taken before nme, CLARK L. EDWARDS, a
Certified Shorthand Reporter and Notary Republic in and
for the State of Utah, residing at West Jordan, Ut ah;

That the proceedings were reported by nme in
stenotype and thereafter caused by ne to be transcri bed
into typewiting, and that a full, true, and correct
transcription of said proceedings so taken and transcri bed
is set forth in the foregoi ng pages, inclusive.

| further certify that I amnot of kin or
ot herwi se associated with any of the parties to said cause
of action, and that I amnot interested in the event

t her eof .

Clark L. Edwards, CSR
Ut ah Li cense No. 109221-7801
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BEFORE THE WASHINGTON
UTILITIES AND TRANSPORTATION COMMISSION

WASHINGTON UTILITIES AND ) DOCKET NO. UE-144160
TRANSPORTATION COMMISSION, )
)
Complainant, )
) DECLARATION OF JOHN R. LOWE
V. )
)
PACIFICORP D/B/A PACIFIC POWER & )
LIGHT COMPANY, )
)
Respondent. )

John R. Lowe declares:

1. My name is John R. Lowe. I am the Executive Director of the Renewable
Energy Coalition (“REC™). My business address is 12050 SW Tremont 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™)' 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 | discuss both the company’s Washington operations (which
arc under the name Pacific Power & Light Co.), and the company’s other
operations (which are 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. REC’s members have power purchase agreements with Northwest
utilities, including PacifiCorp. Yakima-Tieton 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 of 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.

3. REC actively participates in utility rate proceedings and investigations in
the Northwest regarding power purchase agreement terms and conditions including
avoided cost prices, intcgraicd 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 of its state jurisdictions.
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(! 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 Deruyter 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 of 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% of all PacifiCorp’s MWs of QF
contracts.

8. In its other states, PacifiCorp has 816 MW of newly executed wind and
solar qualifying facility power purchase agreements from 36 projects having in-service
dates by the end of 2016. PacifiCorp 2015 Integrated Resource Plan (“IRP”) at 4. As of
March 2015, PacifiCorp had about 89 requests for new QF contracts in its other states, all
but two of which are wind and solar.

9. In my experience based upon 35-years 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 will 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 of new contracts in

PacifiCorp’s non-Washington service territory are significant.
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10.  PacifiCorp has zero newly exccuted 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.

I1.  The numbers of 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
cconomy with proper implementation of 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 Cogeneration 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. All 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 Tieton Dam project in
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PacifiCorp’s service territory northwest of 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 of 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 of 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 are 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 Puget Sound Energy (“PSE”) and Avista. Also, PacifiCorp
files Schedule 37 in all other states except California, and the rates and/or terms are 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 will be acquired in 2027.
PacifiCorp claims that QFs will 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 will 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 does 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 are 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 will be made before the acquisition of its
next thermal resource. QFs that sell power to PacifiCorp will 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 Chehalis 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 if 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 of EPA’s Section 111(d) rules;
6) closure of part or all of the Colstrip or other coal generation facilities; 7) the inability
to capture the high levels of demand side management; and 8) the lack of availability of

power in the wholesale market. All of these policies could result in a reduction in coal
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generation, and an increase in renewables, baseload gas, and peaking gas generation well
before 2027.

23.  Inthe 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 will not
build a new thermal resource until 2028, which is in 12 or 13 years. Under PacifiCorp’s
approach, this will result in much longer and historically unprecedented “sufficiency”
periods.

25.  PacifiCorp’s proposal to not make capacity payments until the acquisition
of a planned thermal resource acquisition could mean that there will always be a period
of resource “sufficiency™ and no capacity payments. If the resource sufficiency period is
short and the contract term length is limited to five years, projects will receive no or only
a year or two of capacity payments. With longer sufficiency periods, as is the case now,
projects will no longer receive capacity payments. This means that existing Washington
projects that have always received capacity payments will no longer be paid for the

capacity they provide to PacifiCorp.
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26.  Under PacifiCorp’s proposal, Washington QFs will not be paid for
capacity if 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 will not be paid for capacity during the entire
contract term. In 2021, PacifiCorp will have a new IRP, which will likely not be
planning on a new thermal resource for more than five years, and its new Schedule 37
will not have any capacity payments. If the QF renews its contract and enters into a new
five-year contract in 2021, then the QF will again not be paid for capacity. The QF will
have caused PacifiCorp to reduce both its energy and capacity needs (including the
capacity related to the next planned thermal resource), however, the QF will not be paid
for capacity under the company’s approach.

27.  All 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. Inits 2015 IRP, PacifiCorp is planning on the availability of 255 MWs of QFs
to meet its system peak. PacifiCorp 2015 IRP at 62. These QFs have been causing, and
those that renew their contracts will continue to cause, PacifiCorp to avoid capacity costs.

28.  Itis 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 of 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 will 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 if there will 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. 1 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 of year. This means that only
one fourth of the fixed costs of a SCCT have been used to calculate the capacity payment.
If PacifiCorp acquires a SCCT peaking resource, then it will 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 of 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 are
actual and planned investments that are 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 | SCR by Jun 2015

* Jim Bridger 3 SCR by Dec 2015
Hayden 2 SCR by Jun 2016

Jim Bridger 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 Bridger 2 SCR by Dec 2021
¢ Jim Bridger 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

L] L L] L L]

2015 IRP, Vol. II 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 of little long-term
value, and consequently discouraging their development, at this critical time of changing
environmental regulations.

33.  Inan 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 of
Energy Strategies. Mr. Higgins estimated the capacity value of only the first six listed
environmental upgrades, which resulted in a capacity value of $47.11 per kW-year. |
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 does 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.  Ata 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 are: 1) including the entire annual fixed costs of a SCCT rather than only three
months; and 2) including the costs of 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.  If 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 of the State of Washington that the foregoing is true and

correct. Signed at Portland, Oregon on July 12, 2015.

Q)\;lﬁ_s\_

John R. Lowe

Docket No. UE-144160 — Declaration of John R. Lowe





ATTACHMENT A

Kevin Higgins Testimony
Docket No. UM 1610





BEFORE THE PUBLIC UTILITY COMMISSION
OF THE STATE OF OREGON
UM 1610

Phase I1

In the Matter of

PUBLIC UTILITY COMMISSION
OF OREGON

Investigation into Qualifying Facility
Contracting and Pricing.

OPENING TESTIMONY OF

KEVIN C. HIGGINS

ON BEHALF OF
RENEWABLE ENERGY COALITION (“REC"),
COMMUNITY RENEWABLE ENERGY ASSOCIATION (“CREA"),
ONEENERGY and

OBSIDIAN RENEWABLES, LLC

REDACTED

MAY 22,2015





9

10

11

12

15

16

17

18

20

21

22

Joint QF Parties/100
Higgins/1

OPENING TESTIMONY OF KEVIN 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?

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
("RECT), the Community Renewable Energy Association (“CREA™), OneEnergy.
and Obsidian Renewables, 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 of both the University
of 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 of energy-related economic and policy

analysis, including evaluation of electric and gas utility rate matters,
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Prior to joining Energy Strategies, 1 held policy positions in state and local
government. From 1983 to 1990, I was economist, then assistant director, for the
Utah Energy Office, where I helped develop and implement state energy policy.
From 1991 to 1994, I was chief of staff to the chairman of the Salt Lake County
Commission, where I was responsible for development and implementation of a
broad spectrum of public policy at the local government level.

Have you ever testified before this Commission?

Yes. I have testified in twenty prior proceedings in Oregon, including five
PGE general rate cases, UE 283 (2014), UE 262 (2013), UE 215 (2010), UE 197
(2008) and UE 180 (2006), the PGE Opt-Out case, UE 236 (2012), and the PGE
restructuring proceeding, UE 115 (2001).

I have also testified in six PacifiCorp general rate cases, UE 263 (2013),
UE 246 (2012), UE 210 (2009), UE 179 (2006), UE 170 (2005), and UE 147
(2003) and six PacifiCorp Transition Adjustment Mechanism (“TAM"™)
proceedings, UE 264 (2014 TAM), UE 245 (2013 TAM), UE 227 (2012 TAM),
UE 216 (2011 TAM), UE 207 (2010 TAM), and UE 199 (2009 TAM), as well as
the PacifiCorp Five-Year Opt-Out case, UE 267 (2013).

Have you testified before utility regulatory commissions in other states?

Yes. I have testified in approximately 180 proceedings on the subjects of
utility rates and regulatory policy before state utility regulators in Alaska,
Arizona, Arkansas, Georgia, Idaho, Illinois, Indiana, Kansas, Kentucky,
Michigan, Minnesota, Missouri, Montana, Nevada, New Mexico, New York,

North Carolina, Ohio, Oklahoma, Pennsylvania, South Carolina, Texas, Utah,
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Virginia, Washington, West Virginia, and Wyoming. I have also prepared
affidavits that have been filed with the Federal Energy Regulatory Commission
and prepared expert reports in state and federal court proceedings involving utility
matters. My involvement in the determination of avoided costs dates back to the
initial Qualifying Facility (“QF") buyback rates established for the Utah Power &

Light Company in 1984,

Overview and Conclusions

Q.
A.

What is the purpose of your opening testimony in this proceeding?

My testimony addresses Question 6 in the UM 1610 Phase I1 Issues List:
“Do the market prices used during the Resource Sufficiency Period sufficiently
compensate for capacity?” 1 am not testifying regarding any other issues in Phase
I1.

Could you briefly explain the Commission’s current implementation scheme
for avoided cost compensation during the Resource Sufficiency Period and
the Resource Deficiency Period?

As explained in Order No. 14-058, the Commission requires electric utilities
to set rates based on the cost of a proxy resource during periods of resource
deficiency and on monthly market prices during periods of resource sufficiency. The
Resource Deficiency Period is determined in each utility’s Integrated Resource Plan
(*IRP™) and it is the period for which a deferrable planned resource is identified. The
proxy resource is a natural gas combined-cycle combustion turbine proxy resource
for standard avoided cost prices, and the next avoidable renewable resource identified

in the electric company's IRP for renewable avoided cost prices. The total fixed costs
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of the avoided proxy resource are allocated to on- and off-peak prices. Non-standard
avoided cost rates for large QFs are negotiated between the utility and the individual
QF using the standard avoided cost rates as a starting point, with specific guidelines
and methodologies approved by the Commission.'

In the PacifiCorp service territory, rates for avoided cost purchases for
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.
For Portland General Electric, the analogous rate schedule is Schedule 201, and
for Idaho Power Company, it is Schedule 85.

What is your primary conclusion and recommendation to the Commission on
the question of whether market prices used during the Resource Sufficiency
Period sufficiently compensate for capacity?

I have concluded that the market prices used during the Resource
Sufficiency Period do not sufficiently compensate for capacity in the PacifiCorp
territory. There are two fundamental reasons for this conclusion.

The first is that there is a structural problem in the way the PacifiCorp IRP
is interpreted for determining QF pricing. Specifically, in the IRP, small QFs are
presumed to extend their contracts upon expiration — and this very assumption is
then embedded in determining the value of QF capacity, resulting in a logical
circularity. To remedy this problem, the assumption in the IRP that small QFs
extend their contracts upon expiration should be eliminated for the purpose of
determining QF pricing. This would require the development of an Alternative

IRP scenario that re-determined the preferred resource portfolio absent the

! Order No. 14-058 at 8.
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(assumed) renewing QFs in order to properly value the capacity that QFs would
avoid. 1 want to be clear that I am not challenging how PacifiCorp plans for how
QFs renew their contracts, as it is my understanding that most small QFs enter
into PURPA contracts when their current contracts expire. While it is appropriate
to assume that small QFs renew their contracts for planning purposes, this is not
an appropriate assumption for QF pricing.

The second reason is that the extraordinarily long sufficiency period
indicated by the 2015 PacifiCorp IRP is sending a price signal to prospective QFs
that the long-term value of their capacity has no value except for the relatively
small premium that may be included in the price of firm energy based on
projected market prices. This price signal is sent despite the fact that: 1) the
development of rules by the Environmental Protection Agency ("EPA™) under the
auspices of Section 111(d) of the Clean Air Act is creating significant uncertainty
with respect to the Company’s long-term resource plan; and 2) PacifiCorp itself is
planning on a series of significant investments in environmental upgrades to
retain its coal capacity. | find this dichotomy to be a source of concern. It strikes
me as unwise to be signaling to QFs, particularly renewable QFs and zero-
emitting QFs, that their capacity is of little long-term value, and consequently
discouraging their development, at a time when new environmental regulations
are placing long-term resource planning in a state of flux. This seems particularly
unwise when it is understood that development of renewable QFs and zero-
emitting QFs is encouraged by the pending environmental rules as a means of

gaining compliance. Meanwhile, far from eschewing investment in capacity as
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suggested nominally by the designation of a sufficiency period based on the next
deferrable resource in the IRP, PacifiCorp is in reality planning on making
significant investments in capacity retention that the Company will ask customers
to pay for.

In light of these circumstances, | recommend that the Commission adopt
an interim capacity pricing mechanism for Schedule 37 sales by renewable QFs
and zero-emitting QFs until the uncertainty surrounding implementation of
Section 111(d) is resolved. This approach would be used until the state plans
implementing the Section 111(d) rules are binding upon PacifiCorp. Under this
interim approach, the value of capacity from renewable QFs and zero-emitting
QFs would be determined by the net present value of the revenue requirement
associated with environmental upgrades that are planned for the sufficiency
period. For a rencwable QF or zero-emitting QF entering a contract during the
interim period, the capacity value would be added to the energy price until the
pricing in the contract was governed either by the displaceable renewable IRP
resource or displaceable IRP thermal resource, whichever is applicable to that
contract. In other words, this adjustment to the capacity value only applies during
the resource sufficiency period prices.

The mechanics for performing this calculation are presented in detail later

in my testimony.
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Assumed Renewal of Small OF Contracts

Q.

What does PacifiCorp assume with respect to the continuation of small QF
contracts after contract terms expire?

According to the 2015 IRP, PacifiCorp assumes that these contracts are
extended when they expire.?

Do you have any concerns or objections to this assumption?

I do not object to this assumption in the context of the IRP being used in
its traditional role as a planning tool. That is, for planning purposes, it is
reasonable to assume these contracts are extended, so as to avoid planning to
construct or acquire duplicative facilities. REC witness John Lowe addresses in
more detail contract renewals by existing QFs.

However, it is important to make a distinction when it comes to using the
IRP for determining QF prices. In that limited context, it is not reasonable to
assume that small QF contracts are extended when contracts expire because that
assumption produces a logically circular result. That is, when the purpose of the
exercise is to determine the value of QF capacity, the act of assuming that all or a
portion of the QF capacity that is being valued simply “shows up” via contract
extension improperly predetermines the answer to the valuation question — and
will understate the value of the QF capacity.

Do you have a simple example to illustrate this point?

Yes. Assume for illustrative purposes that a utility has 300 MW of small

power QF generation selling power under standard fixed avoided cost contracts

and that all of these contracts expire five years from now. For simplicity, further

? PacifiCorp 2015 IRP, Vol. I, p. 75.
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assume that front-office transactions are near their planning maximum, load
growth is flat, and there are no planned changes regarding other resources over
the IRP time horizon. Under the assumptions used by PacifiCorp to value QF
capacity, all 300 MW of small power QF capacity will be assumed to extend their
contracts and continue to be in service from Year 6 through the end of the IRP
planning horizon. Under the current method, the IRP would indicate that the
Company was in a sufficiency period throughout the remainder of the time
horizon and that no capacity payment (other than what is attributed to purchases
of firm energy based on projected market prices) was required.

Yet it is easy to comprehend that, but for the assumption that small QF
contracts were extended, the utility would require 300 MW of capacity at the end
of Year 5. Properly done, the pricing method should be crediting QFs with the
value of this avoided capacity. This would occur if, for the purpose of
determining the value of QF capacity, the analysis assumed that QF contracts
were not renewed at expiration. But as it is, the method yields no credit to the
QFs for avoiding this capacity due to the logical circularity of the analysis that
assumes that the QFs (whose value the analysis is supposed to determine) are
providing this capacity, effectively for free, through their assumed contract
rencwals.

Does the assumption that small QF contracts are renewed upon expiration
have a material impact on the valuation of QF capacity?

According to PacifiCorp’s Response to Data Request REC 8.5,

Confidential Attachment REC 8.5, 122 MW of QF contracts that expire prior to
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2028 are 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 of capacity attributed to
the renewing QFs and how close front-office transactions are to their maximum
levels. However, relaxing this assumption is not likely to have a material impact
in the current IRP, for which the next thermal resource is strongly driven by the
planned retirement of the Dave Johnson units in 2027, rather than the projected
level of front-office transactions.

What is your recommendation to the Commission on this issue?

I recommend that for the limited purpose of determining the capacity
value of QF pricing under Schedule 37, the Commission require PacifiCorp to
identify an Alternative IRP scenario that removes the assumption that small QFs
will extend their contracts upon expiration. This Alternative IRP scenario would
be used to help determine the year of the next deferrable resource for the purpose
of valuing QF capacity.

Are you taking a position on the Phase II issue regarding the appropriate
forum for disputed avoided cost inputs and assumptions?

No. My recommendation would apply if the Commission takes up
avoided cost input and assumptions in an expanded IRP process or in an avoided
cost review after the utilities file their avoided cost rates. The analysis regarding
the capacity value of small renewing QFs will be necessary regardless of the
specific forum that the Commission decides to use when addressing the inputs and

assumptions used to set avoided cost rates.
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Uncertainty Surrounding Compliance with Pro Section 111(d) Rules
Q. Please explain your concerns regarding the pricing of QF capacity in the
context of the uncertainty surrounding PacifiCorp’s compliance with EPA’s
proposed Section 111(d) rules.
A. Currently, PacifiCorp’s Schedule 37 indicates that the sufficiency period

for which no thermal resource deferrals will be recognized in QF capacity prices
extends until the end of 2023, a very long period. The preferred portfolio in the
Company’s 2015 IRP indicates that the sufficiency period will extend even
further — until the end of 2027. This 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 with EPA’s proposed Section 111(d) rules, which
propose significant reductions in greenhouse gas 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 and zero-
emitting QFs, that their capacity is of little long-term value, and consequently
discouraging their development, at this critical time of changing environmental
regulations. This question is particularly important when it is understood that
development of renewable QFs and zero-emitting QFs are encouraged by the
pending environmental rules as a means of gaining compliance.

Please describe EPA’s proposed Section 111(d) rules.
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EPA’s proposed Section 111(d) rules are intended to limit carbon dioxide
emissions from existing power plants. The proposed rules, which are being
promulgated under Section 111(d) of the Clean Air Act, require states to submit a
111(d) compliance plan to the EPA in the 2016 to 2018 timeframe. Subject to
EPA approval of these plans, states will be required to submit interim reports to
the EPA beginning in 2022 to demonstrate interim goals are being met before
achieving full compliance by 2030.

In the proposed rule, the EPA identified emission reduction goals for each
state based on its formulation of best system of emission reduction, which is made
up of four building blocks: (1) heat rate improvements at existing coal-fueled
resources; (2) increased utilization of natural gas resources; (3) increased
deployment of renewable resource and zero-emitting resources; and (4) increased
end-use energy efficiency. The EPA applied the four building blocks to the loads
and resources in each state as a whole. Each state may propose how to meet its
goal and is not required to achieve emission reductions in the same manner as that
used by the EPA to calculate the goal.

The proposed rule is currently in the midst of a comment period and a
final rule is expected later in 2015. States will be required to submit compliance
plans by 2016, although extensions are possible. The rule is likely to be subject to
extensive litigation.

Does PacifiCorp’s 2015 IRP take compliance with Section 111(d) into

account?
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Yes. However, as the rule is not final and is the focus of extensive
commentary and criticism, for planning purposes, compliance planning
necessarily must consider a range of rule outcomes and interpretations. As
PacifiCorp states in its IRP:

In this IRP, the Company provides extensive analysis of potential
future resource portfolios under a variety of compliance approaches
to the EPA’s proposed Clean Power Plan. However, significant
uncertainty regarding the implementation of this program continues
to exist. Once final, the rule is likely to be subject to litigation, the
outcome of which may not be known for many years. In addition,
the makeup of the final rule and the manner in which states choose
to implement the program will have a significant impact on ultimate

compliance approaches and similarly may not be known for some
years.’

How does the uncertainty surrounding implementation of Section 111(d)
impact the formulation of the 2015 IRP?

To develop a preferred portfolio in the 2015 IRP, PacifiCorp necessarily
had to make certain assumptions regarding implementation of the final rule. For
example, all 2015 IRP cases defined as having a 111(d) emission rate target
assume, for compliance purposes, that the Company can allocate system
renewable energy toward meeting emission rate targets in any given state. The
2015 IRP also assumes that a flexible allocation of *111(d) attributes” from
renewable resources is applied to cumulative Class 2 DSM energy efficiency
savings from Idaho and California, where PacifiCorp does not have a 111(d)
compliance obligation. Further, this Company’s base case compliance approach
assumes that two distinct attributes (RPS attributes and 111(d) attributes) can be

used for compliance independent of one another. If the final rule permits a

*1d., Vol. 1, p. 28. Emphasis added.
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flexible allocation of renewable energy and select Class 2 DSM energy efficiency
savings, as well as independence of attributes, as PacifiCorp assumes, the
Company will benefit because this approach does not lead to any incremental
system costs from adding resources for the purpose of meeting 111(d)
requirements and results in the lowest cost compliance action.

However, not all versions of the final rule will produce lowest-cost
outcomes for the Company. For example, PacifiCorp has prepared a sensitivity
case S-15, which assumes that state renewable portfolio standard (“RPS”)-eligible
RECs and 111(d) attributes must be surrendered at the same time. As explained
in the 2015 IRP:

Linking the Washington RPS program to 111(d) would force

PacifiCorp to meet its share of the state 111(d) emission rate target

with situs assigned renewable resources, or alternatively,

PacifiCorp could eliminate its Washington 111(d) compliance

obligation by retiring Chehalis at the end of 2019. Considering the

low emission rate targets proposed by EPA in its 111(d) rule for

Washington, a significant amount of situs assigned rencwables

would be required to offset emissions from Chehalis. For this

sensitivity, PacifiCorp assumes a lower cost alternative would be to
retire Chehalis at the end of 2019. With this early retirement,
sensitivity case S-15 includes incremental FOTs and DSM

resources, along with a 2020 west side natural gas peaking
resource.’

Obviously, sensitivity case S-15 produces a different thermal sufficiency
period for QF pricing than does the preferred portfolio. And while PacifiCorp

may advocate for adoption of a final rule that incorporates the flexibility assumed

in the preferred portfolio, the disposition of this issue is yet to be determined.

“1d., Vol. I, pp. 140, 154.
“Id., Vol. 1, p. 207. Emphasis added.
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What are the implications for Oregon QF pricing of the resource planning
uncertainty engendered by 111(d)?

With the final rule yet to be decided, and with litigation certain to follow,
the Commission should reflect on whether it is in the public interest to send a
price signal to Oregon QFs that for an extended upcoming period, capacity from
renewable QFs and zero-emitting QFs has virtually no value, particularly since
increased output from renewable resources and zero-emitting resources constitute
one of EPA’s four building blocks. In my opinion, in light of these
considerations, it would be reasonable to recognize some capacity value for
renewable QFs and zero-emitting QFs in Schedule 37, at least on an interim basis,
while the uncertainty surrounding the implications of 111(d) on the Company’s
resource planning is being sorted out.”
On what basis should a capacity value be derived during this interim period?

PacifiCorp is planning a series of environmental upgrades to keep its coal
plants operating. These upgrades represent planned investment in capacity
retention. As such, the planned expenditures are indicative of the valuation the
Company is placing on capacity during the IRP sufficiency period. I believe it is
reasonable to use the projected per-kW revenue requirement associated with these
investments in capacity retention to value the capacity contribution from
renewable QFs and zero-emitting QFs while the implications from 111(d) are

being determined.

® While certain resources are 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 are 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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What environmental upgrades is PacifiCorp planning?

According to the 2015 IRP,” the Company has the following
environmental upgrade projects identified for planning purposes, recognizing that
agency, regulator, and joint owner perspectives on acceptability have not

necessarily been determined:

Hayden 1 Selective Catalytic Reduction (“SCR™) by Jun 2015
Jim Bridger 3 SCR by Dec 2015
Hayden 2 SCR by Jun 2016

Jim Bridger 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 Bridger 2 SCR by Dec 2021

Jim Bridger 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

How can this information be used to derive a capacity value for renewable
QFs and zero-emitting QFs during your proposed interim period?

The cost information for these projects can be used to calculate the
weighted average per-kW revenue requirement (on a present value basis) for the
portfolio of environmental upgrades that the Company has planned during the
Schedule 37 thermal sufficiency period. This value represents the planned cost of
capacity retention.

How should this value be calculated?

71d., Vol. I1, pp. 298-299.
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I have prepared a sample calculation consisting of the first six
environmental upgrades listed above using information provided by PacifiCorp in
its Confidential Response to REC 5.7. For the purpose of determining the
capacity value, | recommend using all of the projects that are identified in the IRP
during the sufficiency period. My sample calculation is summarized in
Confidential Exhibit Joint QF Parties/101. Step 1 of the calculation is to identify
the projected stream of annual revenue requirements for each project. For this
purpose I used an approach that is comparable to what PacifiCorp uses for
determining the revenue requirement of a deferrable thermal plant in calculating
Schedule 37 rates. This stream of revenue requirements is then converted into a
nominal levelized annual value over the remaining Oregon depreciable life of the
facility and expressed on a per-kW basis for each project.® A blended capacity
value for the entire portfolio is then determined by taking an average of the
individual project per-kW revenue requirements, weighted by installed capacity.
The blending occurs on a net present value basis, i.e., after discounting the
revenuce requirements calculated over disparate time periods to a common starting
date.

The resulting per-kW capacity value then can be converted into on-peak
cnergy prices consistent with the Schedule 37 method. For a renewable QF
entering a contract during the interim period, this capacity component would be

added to the market energy price until the pricing in the contract was governed

¥ Conceptually, this is comparable to the nominal levelized prices calculated by PacifiCorp in its Schedule
37 workpapers, except that [ am expressing the value on a per-kW basis rather than on a per-MWh basis as
PacifiCorp does.
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either by the displaceable renewable IRP resource or displaceable IRP thermal
resource, whichever is applicable to that contract.

As a reference point, what is the capacity value that results from the sample
calculation you performed?

The capacity value that results is $47.00 per kW-year. Using the Schedule
37 method for converting capacity values into on-peak energy charges, this value
translates into an on-peak capacity price of $10.25/MWH for a baseload resource,
$0.43/MWH for a wind resource, and $1.39/MWH for a solar resource, using the
capacity contribution assumptions currently incorporated in Schedule 37. In
using the current Schedule 37 capacity contribution assumptions I am not
endorsing these assumptions, which I understand are being addressed separately.
Also, for purposes of this proceeding, I have treated these prices as confidential
because the underlying projected costs of the individual projects are deemed to be
confidential by the Company. However, I do not believe that a composite
capacity valuation or corresponding composite energy prices should ultimately be
viewed as confidential.

Please summarize your recommendation to the Commission regarding the
use of environmental upgrade costs to derive a QF capacity value.

I recommend that the Commission adopt an interim capacity pricing
mechanism for renewable QFs and zero-emitting QFs selling power to PacifiCorp
under the Schedule 37 until the uncertainty surrounding implementation of
Section 111(d) is resolved. Under this interim approach, the value of QF capacity

would be determined by the net present value of the revenue requirement
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associated with environmental upgrades that PacifiCorp is planning for the
sufficiency period. For a renewable QF or zero-emitting QF entering a contract
during the interim period, the capacity value would be added to the market energy
price until the pricing in the contract was governed either by the displaceable
renewable IRP resource or displaceable IRP thermal resource, whichever is
applicable to that contract.

Is your recommendation limited just to PacifiCorp or does it have more
general applicability?

My proposal is limited to PacifiCorp at this time because of its
extraordinarily extended sufficiency period. However, my recommendation
would have more generic applicability if the sufficiency periods for other utilities
became greatly extended while the uncertainty surrounding implementation of
111(d) remained.

Does this conclude your opening testimony?

Yes, it does.
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E 135 {187 ENERGY RESOURCE PROCUREMENT ACT 54-17-602
¢ a trade, purchu.,'“ (v) geothermal energy located outside the state; (vi) the station use of solar thermal energy, solar
des the renewap), (vi) waste gas and waste heat capture or recovery photovoltaic energy, hydroelectric energy, geothermal
iailmedﬁn-,nh whether or not it is renewable, including methane gas energy, waste gas, or waste heat capture and recovery.
5 A from: (11) “Unbundled renewable energy certificate” means a
: gene! tingth..b_ (A) an abandoned coal mine; or renewable energy certificate associated with:
TED mﬁﬂcatoi.h_ : (B) a coal degassing operation associated with a (a) qualifying electricity that is acquired by an electri-
k. state-approved mine permit; cal corporation or other person by trade, purchase, or
(vii) efficiency upgrades to a hydroelectric facility, other transfer without acquiring the electricity for which
without regard to the date upon which the facility the certificate was issued; or
tin elect:icityght became operational, if the upgrades become operational (b) activities listed in Subsection (10)e).
¥ on or after January 1, 1995;
eneration” meang 5 (viii) compressed air, if: HISTORY:
d within the geq (A) the compressed air is taken from compressed C. 1963, 54-17-601, enacted by L. 2008, ch. 374, § 16; 2010, ch. 119,
ety CWl'dinlh'q air energy storage; and § 2; 2010, ch. 126, § 2; 2010, ch. 268, § 2.
b (B) the energy used to compress the air is a renew- b Tt
ofitted . vo -
e o or. s 3:;° s '-“-pd' el wasts: Laws 2008, ch. 874, § 23 makes the act effective on March 18, 2008,
08 into the atme. (b) any of the following:
1 Amendment Notes. —
: "q""“l:“n or D wp 600 average seguwatis of eloctrisity poc yoor gy Son iy et by dh. 110, effbckive May 11, 3030, added the
reduction in carbon per electrical corporation from a certified low-impact | o oo sinning “whether or not it is renewable” in (10)aXvi).
painology. hydroelectric facility, without regard to the date upon  “7y,4 9910 amendment by ch. 125, effoctive May 11, 2010, added
gricity generated on which the facility becomes operational, if the facility is municipal solid waste to the list of renewable energy sources.
lé energy source if: certified as a low-impact hydroelectric facility on or  The 2010 amendment by ch. 268, effective May 11, 2010, added
plocated within the after January 1, 1995, by a national certification orga- compressed air to the list of renewable energy sources.
| Ele city Coordj nization; This section has been reconciled by the Office of Legislative Research
’ (ii) geothermal energy if located within the state, and General Counsel.
d to the trans- without regard to the date upon which the facility
n or a delivery becomes operational; or 64-17-802. Target amount of qualifying electricity —
oration for the (iii) hydroelectric energy if located within the state, Renewable onu'yqoeﬂlﬂuto e ca.t,:{r.c
¢ corpo- without regard to the date upon which the facility tiveness — Cooperatives.
i becomes operational;
of the electricity (c) hydrogen gas derived from any source of energy (1Xa) To the extent that it is cost effective to do so, begin-
therwise used tp described in Subsection (10)a) or (b); ning in 2025 the annual retail electric sales in this state of
[y program. (d) if an electric generation facility employs multiple each electrical corporation shall consist of qualifying elec-
jeneration”: energy sources, that portion of the electricity generated tricity or renewable energy certificates in an amount equal
wi‘thinthom that is attributable to energy sources described in Sub- to at least 20% of adjusted retail electric sales.
Com'dinaﬁn' sections (10Xa) through (c); and (b) The amount under Subsection (1)a) is computed
) (e) any of the following located in the state and owned based upon adjusted retail electric sales for the calendar
1, 2008; by a user of energy: year commencing 36 months before the first day of the year
(i) a demand side t measure, as defined for whneh the target calculated under Subsection (1Xa)
yproduct of the by Subsection 54-7-12.8(1), with the quantity of renew- applies.
o able energy certificates to which the user is entitled (c) Notwithstanding Subsections (1)(a) and (b), an in-
iclear fuel; and determined by the equivalent energy saved by the crease in the annual target from one year to the next may
Bources used to measure; not exceed the greater of:
Bder Subsection (ii) a solar thermal system that reduces the con- (i) 17,600 megawatt-hours; or
sumption of fossil fuels, with the quantity of renewable (ii) 20% of the prior year’s amount under Subsections
a certificate energy certificates to which the user is entitled deter- (1Xa) and (b).
] mined by the equivalent kilowatt-hours saved, except to (2)(a) Cost-effectiveness under Subsection (1) for other than
4 the extent the commission determines otherwise with a cooperative association is determined in comparison to
fration capabil- respect to net-metered energy; other viable resource options using the criteria provided by
Al on or after (iii) a solar photovoltaic system that reduces the Subsection 54-17-201(2)e)ii).
one or more consumption of fossil fuels with the quantity of renew- (b) For an electrical corporation that is a cooperative

8 able energy certificates to which the user is entitled association, cost-effectiveness is determined using criteria

determined by the total production of the system, applicable to the cooperative association’s acquisition of a
Gnetgy; except to the extent the commission determines other- significant energy resource established by the cooperative
wise with respect to net-metered energy; association's board of directors.

'hthubeon (iv) a hydroelectric or geothermal facility with the (3) This section does not require an electrical corporation

88 creosote, quantity of renewable energy certificates to which the to:

' Arsenate, bio- user is entitled determined by the total production of (a) substitute qualifying electricity for electricity from a
the facility, except to the extent the commission deter- generation source owned or contractually committed, or
mines otherwise with respect to net-metered energy; from a contractual commitment for a power purchase;

from harvest- (v) a waste gas or waste heat capture or recovery (b) enter into any additional electric sales commitment or

8t or range- system, other than from a combined cycle combustion any other arrangement for the sale or other disposition of
fire risk; i turbine that does not use waste gas or waste heat, with electricity that is not already, or would not be, entered into
the quantity of renewable energy certificates to which by the electrical corporation; or
i the user is entitled determined by the total production (c) aoqumqunhfym.gelectmtymmoﬁuwmd
from organic )‘: of the system, except to the extent the commission retail electric sales.
S, or munici- ; determines otherwise with respect to net-metered en- (4) For the pmrpoaa of Subsection (1), an electrical corpora-
§ tion may combine the following:

% CE EXHIBIT

: RMP

2298






129
(d) approving an energy resource under Section 54-17-

-%mmmmmummm
Wanmrgyuﬂ!itylhouldpmoeedwithimphmmb-

Notes. —
2008 amendment, effective May 5, 2008, updated reforences to
m to the recodification of Title 63.

PART 2
SOLICITATION PROCESS

il-l'l-”l. Solicitation proocess required — Exception.

(1Xs) An affected electrical utility shall comply with this
Wbmmoreumtmctnsmﬂmtwmwm
after February 25, 2006.

~ (b) Notwithstanding Subsection (1)a), this chapter does
spply to a significant energy resource for which the
electrical utility hae issued a solicitation before
26, 2006.
'mwuwuvidedmsuhucbon(&.tanumor
copstruct a significant energy resource, an affected electri-
cal utility shall conduct a solicitation process that is ap-
pwdbylhowmmuim

- (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
~ (il) a complete proposed solicitation; and

(iii) any other information the commission requires by
rule made in accordance with Title 653G, Chapter 3, Utah
- Administrative Rulemaking Act.
(c)hruﬁn(mthomtﬁrappuwﬂdanﬁuuﬁm
ms. mmmnhllldﬁtemim'hetborthe»lim-

ﬁ)mp&amththucbaphrmdmhsmdomm
mmmm Chapter 3, Utah Administrative

reliability;
(E) financial impacts on the affected electrical utility;

m&mﬁm T R
t.
~ (d) Before approving a solicitation process under this
Section the commission:

(i) may hold a public hearing; and

(ii) shall provide an opportunity for public comment.

(O)Alpcrtafmmiuwd'nuhdhmlnmu,the

Cmmission may provide the affected electrical utility guid-
on any additions or changes to its proposed solicitation

()] Unlelu 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

EE

ENERGY RESOURCE PROCUREMENT ACT

654-17-202

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

(3) Notwithstanding Subsection (2), an nﬂ'od«l electrical
utility may acquire or construct a significant energy resource
wﬂhouteunduchngaoolmtahonpmxﬁtobhmnuwm
oft.t;p-sosohdtabon requirement in accordance with Bection
54-17-501

(4) In accordance with the commission’s authority under
Subsection 54-12-2(2), the commission shall determine:

(a) whether this chapter or another competitive bidding
pmcadunahnllapplytoapurchmdnnmﬂuntmrgy
resource by an affected electrical utility from a small power
producer or cogenerator; and

(b) if this chapter applies as provided in Subsection (4)(a),
the manner in which this chapter applies to a purchase of a
significant energy resource by an affected electrical utility
from a small power producer or cogenerator.

HISTORY:

C. 1968, 64-17-201, enacted by L. 2008, ch. 11, § 6; 2007, ch. 289,
§ 1; 2008, ch. 374, § 11; 2008, ch. 882, § 802.
Amendment Notes. —

The 2007 amendment, effective March 14, 2007, rewrote Bubsection
(3, mhﬁmﬁuﬂnwdurmmtﬁwabﬂdemdiﬁmljm
fying waiver and for approving waiver that are similar to
provisions in § 64-17-501.

The 2008 amendment by ch. 374, effective March 18, 2008, subeti-
tuted “60 days” for 900 days” in (2)X{).

The 2008 amendment by ch. 382, effective May 5, 2008, updated
references to conform to the recodification of Title 63.

This section has been reconciled by the Office of Legislative Research
and General Counsel.

654-17-202. Requirements for solicitation.

(1) The commission shall make rules, in accordance with
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
utility may use in a solicitation process including the risks

an affected electrical may s
(b) the required by an affected electrical util-
ity if a solicitation includes a

(d) the participation of an independent evaluator in a

manner consistent with Section 64-17-208.

(2) If an affected electrical utility is subject to regulation in
more than one state regarding the construction, or
cost recovery of a significant energy resource, in 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) cost recovery of resources; and

(c) methods by which the affected electrical utility may be
able to mitigate the potential for cost disallowances.

HISTORY:
“co.am.u-x-r-m.mmdbyu 2006, ch. 11, § 7; 2008, ch. 382,

Amendment Notes. —
The 2008 amendment, effective May 6, 2008, updated references to
conform to the 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 are persuaded by UAE’s evidence of 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
PacifiCorp’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 if 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 if 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 levelizing 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

EXHIBIT A

UTAH HEDGING COLLABORATIVE REPORT

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 delivery and price risk management related to natural

gas procurement, energy balancing, and hedging.

As with other aspects of its business, PacifiCorp’s Energy Planning and Procurement

activities should be evaluated against a “prudency” standard in general rate cases 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 of 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.

Energy Planning and Procurement requires constant evaluation, monitoring and updating

of 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 of hedges.

The combined analysis should be used to assist the Company in developing a price view

for informed market timing of hedges and opportunistic purchases.

6. Reliability of commodity supplies, delivery risks, and operational issues along with
storage and transportation options should be evaluated and may be used as part of 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 of the suggested guidelines.

8. Transparency and regular reporting of 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 will also help
inform all stakeholders of customer risk management tolerances.

9. All 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.

I

W

General Guidelines:
1. The forecast total requirement for natural gas and electricity should not be fully hedged.

A reasonable percentage of the natural gas requirements should remain open to short-
term market price exposure and allow for operational flexibility. The percentage of

14 ;CE’EXHIBIT ‘6;\0
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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:
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In the event of a conflict, these guidelines take precedence over the Company’s value at
risk metrics.
PacifiCorp should use Fundamental and technical analyses with consideration of the
Company’s risk management metrics, to determine timing and volume of electricity
hedges.
Interactions between natural gas and electricity open positions, inclusive of hedges, may
be identified and accounted for in analyzing value at risk metrics.
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.
Proposals for long-term natural gas supplies, transportation, storage and price hedges
should be solicited and evaluated as part of an Energy Planning and Procurement process.
particularly in an environment of favorable 'undamentals. The 36 month guideline for
financial hedges and the suggested annual percentage guidelines should not limit
opportunities for longer term hedges, supply commitments or storage contracts in a price
environment advantageous to natural gas consumers as determined by Fundamentals
analyses.
Energy Planning and Procurement should be constantly reviewed and updated to reflect
current conditions and should include solicitation of stakeholder input.
PacifiCorp should prepare a comprehensive Energy Plan at least biannually, and more
often upon the occurrence of any significant market event or condition that can
reasonably be expected to have a long-term or significant impact on any Fundamental
analysis.
Reports related to Energy Planning and Procurement should be filed in March and
September and should be developed in the context of 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 of electric transmission and natural gas transportation arrangements
as well as existing and emerging related risks
¢. Update on Fundamentals evaluation as described above
d. Description of deliverability, operational, financial and other risks
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Explanation of 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 of 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 (APW1), to gain access to what it calls “the cheapest
equity” in the market.

The company’s yieldco, APW1 will acquire a portfolio of Abengoa projects in Mexico, Brazil and Chile. The total
investment by APW1 will be over $2 billion.
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YIELDCOS - TWO
BIG QUESTIONS

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
thrown in.

Clean energy yieldcos were just starting to be lalked
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. “l think this will
be a $100bn market in the future,” he said.

Others, however, have raised important caveats. On the
sidelines of the same Summit, Francesco Venturini, chief

By Angus McCrone
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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 share.

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-hyped, 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.
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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.
Greancoal 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 EUR 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 bundie 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 Pattem, 80-
85% for TransAlta, 85% for TerraForm, 80-90% for NRG
Yield. Some of the UK fundis retain a bigger proportion of
their cash flow — Greencoal 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
operaling-stage assets could pay out all of its cash fiows
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 retum 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,

A\





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 — refrofitting 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 returmn 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 assels 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 i\
Chancellor George Osbome 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 curtallment of wind
project operations”.

Biggest risk of all

However, perhaps the biggest risk of all inhabits justa
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 assel 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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MARKET INSIGHT ARTICLES NREL FINANCE TEAM REPORTS ABOUT US CONTACT US SAPC
A Deeper Look into Yieldco Structuring
Submitted by Anonymous on Wed, 09/03/2014 - 1:29pm
By: Marley 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 s 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 (CAFD) 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]. Class A Common Stock shareholders typically receive a 1099-DIV
form for tax purposes, rather than the K-1 form associated with MLPs. This is good news for many investors accustomed to the K-1,
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.
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A Rock that Churns out Cash: Solar YieldCos
Like {23] 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
photovoltaics (i.e., slabs of, most
often, silicon rock), which have
been called, “a rock that makes
electricity.” Think about it: no
moving parts, no fuel, with 20-
years-or-more of contract-able electricity production. Like inventor and marketing personality
Ron Popeil's famous rotisserie, you basically “set it and forgel 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 inveslor, 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-generaling 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
maost 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 N A
REITs has waned as industry pundits have . N
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 YieldCos 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 assels with its benefils-heavier renewable assets.
That mix might be tougher for YieldCos focused entirely on solar, so more financial
engineering might be needed to bring them forth. Solar pure-play YieldCos will likely find it a
bit easier when solar tax benefits get smaller in 2017 with the Investment lax credit decrease
from 30 percent to 10 percent. In addition, there might be an opportunity to mix older solar
assets that've aged paslt 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 securitization mixes with the discomfort of
securities’ mental association with real estate securities and their contribution to the 2008
financial crisis, YieldCos are not without some concermns. For example, while YieldCo losses
should be public with normal SEC reporting rules, you have 1o look at the prospectus to see if
you're gelling 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-credil 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 assel 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 YieldCos.

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
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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 investors 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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 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?
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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.
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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:
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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

0041

 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
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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:

0058

 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

0070

 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
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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
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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:

0124

 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."

0198

 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

0199

 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
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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.

0224

 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?
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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
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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.
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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

0274

 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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		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
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		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
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		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
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		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
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		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
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		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
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		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

		800						LN		29		9		false		            9   made its application.				false

		801						LN		29		10		false		           10        Q.   But there were more ...				false

		802						LN		29		11		false		           11        A.   Maybe I can --				false

		803						LN		29		12		false		           12        Q.   Well --				false

		804						LN		29		13		false		           13        A.   -- help you out.  So, 107 was just a snapshot				false

		805						LN		29		14		false		           14   in time.  They come and go over time.				false

		806						LN		29		15		false		           15        Q.   Correct.				false

		807						LN		29		16		false		           16        A.   You know, for example, when we made the filing				false

		808						LN		29		17		false		           17   in this docket, there were 3700 megawatts of requests.				false

		809						LN		29		18		false		           18   After we made this filing, that number grew to 42, 4300				false

		810						LN		29		19		false		           19   megawatts of requests.  Since then, it's dropped down to				false

		811						LN		29		20		false		           20   probably 2400 megawatts of requests.  So, it moves around				false

		812						LN		29		21		false		           21   as projects come and go.				false

		813						LN		29		22		false		           22        Q.   Right.  So, there's been more requests in the				false

		814						LN		29		23		false		           23   last two years where there's been -- in your testimony.				false

		815						LN		29		24		false		           24             Didn't you testify that in the last two years				false

		816						LN		29		25		false		           25   there's been a dramatic increase in QF requests?				false

		817						PG		30		0		false		page 30				false

		818						LN		30		1		false		            1        A.   Yes.  I can point you to that part of my				false

		819						LN		30		2		false		            2   testimony if that would be helpful.  But yeah.				false

		820						LN		30		3		false		            3        Q.   That's fine.				false

		821						LN		30		4		false		            4        A.   It's actually on page ten of my testimony.				false

		822						LN		30		5		false		            5   In Utah alone, we've had 24 new QF projects totalling				false

		823						LN		30		6		false		            6   897 megawatts that we have executed in the last two				false

		824						LN		30		7		false		            7   years.  And again, that compares to the 2900 megawatts				false

		825						LN		30		8		false		            8   of average Utah load.				false

		826						LN		30		9		false		            9        Q.   So, the 24 contracts that you signed in the				false

		827						LN		30		10		false		           10   last two years is a considerably smaller amount than the				false

		828						LN		30		11		false		           11   107 and more requests for contracts that you've				false

		829						LN		30		12		false		           12   negotiated?				false

		830						LN		30		13		false		           13        A.   That's correct.  And again, that's a Utah				false

		831						LN		30		14		false		           14   number, where the 107 was a system-wide number.				false

		832						LN		30		15		false		           15        Q.   It's also true that assigning of a PPA is no				false

		833						LN		30		16		false		           16   guarantee that the project will be built.				false

		834						LN		30		17		false		           17             Applications can be withdrawn, in some cases				false

		835						LN		30		18		false		           18   canceled; isn't that true?				false

		836						LN		30		19		false		           19        A.   Yes.  That occurs.				false

		837						LN		30		20		false		           20        Q.   Of the 24 new contracts that were signed in				false

		838						LN		30		21		false		           21   Utah, have any of them been canceled or withdrawn or				false

		839						LN		30		22		false		           22   presently being disputed?				false

		840						LN		30		23		false		           23        A.   I believe we have one small project that is				false

		841						LN		30		24		false		           24   three megawatts or less that was terminated due to an				false

		842						LN		30		25		false		           25   interconnection issue.  But I believe that's the only				false

		843						PG		31		0		false		page 31				false

		844						LN		31		1		false		            1   one.				false

		845						LN		31		2		false		            2        Q.   That's the only one of the 24?				false

		846						LN		31		3		false		            3        A.   That's correct.				false

		847						LN		31		4		false		            4        Q.   All right.  In preparing your testimony for				false

		848						LN		31		5		false		            5   this hearing, did you review the rebuttal testimony of				false

		849						LN		31		6		false		            6   Mr. Peterson from the Department of Utilities?				false

		850						LN		31		7		false		            7        A.   Yes, I did.				false

		851						LN		31		8		false		            8        Q.   Do you have a copy of his rebuttal testimony?				false

		852						LN		31		9		false		            9        A.   I believe I do, yes.				false

		853						LN		31		10		false		           10        Q.   Could you turn to page seven of that rebuttal				false

		854						LN		31		11		false		           11   testimony?				false

		855						LN		31		12		false		           12        A.   (Complying).				false

		856						LN		31		13		false		           13        Q.   On line 27, it states:  "Developers are hoping				false

		857						LN		31		14		false		           14   to take advantage of the ITC" -- that's the investment				false

		858						LN		31		15		false		           15   tax credit, "will likely have need to sign the purchase				false

		859						LN		31		16		false		           16   agreements in place before the Commission is likely				false

		860						LN		31		17		false		           17   to issue a decision in this docket."				false

		861						LN		31		18		false		           18             Is that a fair statement in your opinion?				false

		862						LN		31		19		false		           19        A.   Yes.  I agree with that.  The ITC in its				false

		863						LN		31		20		false		           20   current form.  It may be extended or modified but it's				false

		864						LN		31		21		false		           21   set to be reduced at the end of 2016.				false

		865						LN		31		22		false		           22        Q.   That's right.  And your testimony in the				false

		866						LN		31		23		false		           23   other -- on Tuesday was that the large increase is				false

		867						LN		31		24		false		           24   primarily attributable to -- so the project attempting				false

		868						LN		31		25		false		           25   to be executed on contract in time to allow to build them				false

		869						PG		32		0		false		page 32				false

		870						LN		32		1		false		            1   by the end of 2006 in order to take advantage of expiring				false

		871						LN		32		2		false		            2   federal income tax credit; correct?				false

		872						LN		32		3		false		            3        A.   Yes, that's correct.				false

		873						LN		32		4		false		            4        Q.   Given the history that an overwhelming majority				false

		874						LN		32		5		false		            5   of QF contract requests do not result in signed PPAs,				false

		875						LN		32		6		false		            6   your testimony that a primary reason for dramatic				false

		876						LN		32		7		false		            7   increase in contract requests to take advantage of				false

		877						LN		32		8		false		            8   expiring federal tax credit and Mr. Peterson's testimony,				false

		878						LN		32		9		false		            9   the opportunity to take advantage of the tax credits is				false

		879						LN		32		10		false		           10   closing as we speak, isn't it extremely unlikely that a				false

		880						LN		32		11		false		           11   significant number of the 40 outstanding contract				false

		881						LN		32		12		false		           12   requests will result in projects being built?				false

		882						LN		32		13		false		           13        A.   Well, I'm not sure I can speculate on that.				false

		883						LN		32		14		false		           14   We had a similar situation kind of in 2010, '11, and '12				false

		884						LN		32		15		false		           15   with wind projects where we had a production tax credit				false

		885						LN		32		16		false		           16   that was expiring.				false

		886						LN		32		17		false		           17             And so, it seemed like the rush on wind QFs was				false

		887						LN		32		18		false		           18   over.  And then here came a lot of solar QFs.				false

		888						LN		32		19		false		           19             And so, it's difficult to speculate on how many				false

		889						LN		32		20		false		           20   QF requests we'll get in the near future as panel prices				false

		890						LN		32		21		false		           21   change, different financing vehicles come about.				false

		891						LN		32		22		false		           22        Q.   If it's too speculative to determine that there				false

		892						LN		32		23		false		           23   won't be that many contract requests in the future, isn't				false

		893						LN		32		24		false		           24   it too speculative to suggest that there will be?				false

		894						LN		32		25		false		           25        A.   No.  And it's not about a specific number.				false

		895						PG		33		0		false		page 33				false

		896						LN		33		1		false		            1   And this is where I struggled a bit in preparing my				false

		897						LN		33		2		false		            2   testimony and forming an opinion on this matter.				false

		898						LN		33		3		false		            3             The issue of fixed-price risk obviously grows				false

		899						LN		33		4		false		            4   with more megawatts.  So, if you have one or two				false

		900						LN		33		5		false		            5   contracts that come in with a 20-year contract term,				false

		901						LN		33		6		false		            6   while there is some fixed-price risk for customers,				false

		902						LN		33		7		false		            7   that fixed-price risk is not as significant as if you				false

		903						LN		33		8		false		            8   have 2,000 megawatts of QF contracts that come in.				false

		904						LN		33		9		false		            9             And I look at that as, you know, similar				false

		905						LN		33		10		false		           10   to diversification of a stock portfolio or a retirement				false

		906						LN		33		11		false		           11   portfolio.  You may think natural gas stocks are quite				false

		907						LN		33		12		false		           12   low today, which many of them are, and you would say,				false

		908						LN		33		13		false		           13   I'm going to add some of those to my retirement				false

		909						LN		33		14		false		           14   portfolio.  And you would add them in a percentage that				false

		910						LN		33		15		false		           15   is appropriate for your allocation.				false

		911						LN		33		16		false		           16             You would not necessarily move your entire				false

		912						LN		33		17		false		           17   portfolio to natural gas stocks.				false

		913						LN		33		18		false		           18             Now, what's challenging is, I don't know what				false

		914						LN		33		19		false		           19   the appropriate allocation is for QF contracts.  Like				false

		915						LN		33		20		false		           20   I said, one or two QF contracts, you know, a hundred				false

		916						LN		33		21		false		           21   megawatts, perhaps, at a 20-year contract term,				false

		917						LN		33		22		false		           22   that fixed-price risk is much smaller than a thousand				false

		918						LN		33		23		false		           23   megawatts.  So, there is some degree of variability				false

		919						LN		33		24		false		           24   depending on the size or the amount of QF contracts				false
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		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

		2007						LN		75		20		false		           20   to adopt these new hedging policies.				false

		2008						LN		75		21		false		           21             Is that consistent with your understanding				false

		2009						LN		75		22		false		           22   of what went on in the hedging collaborative?				false

		2010						LN		75		23		false		           23        A.   Again, I wasn't actively involved in it, no.				false

		2011						LN		75		24		false		           24        Q.   So, I turn your attention and I'd invite you to				false

		2012						LN		75		25		false		           25   read this.  You weren't a participant in it and maybe you				false

		2013						PG		76		0		false		page 76				false

		2014						LN		76		1		false		            1   have a different view of it than I do, but review this as				false

		2015						LN		76		2		false		            2   much as you want.  I'll point out a few specific parts.				false

		2016						LN		76		3		false		            3             For example, in the paragraph one, it talks				false

		2017						LN		76		4		false		            4   about PacifiCorp's expertise, blah, blah, blah.  And at				false

		2018						LN		76		5		false		            5   the end it talks about, "... related to natural gas				false

		2019						LN		76		6		false		            6   procurement, energy balancing, and hedging."				false

		2020						LN		76		7		false		            7             First of all, would it surprise you to learn				false

		2021						LN		76		8		false		            8   that this whole collaborative came about because of				false

		2022						LN		76		9		false		            9   complaints about natural gas hedging, short-term				false

		2023						LN		76		10		false		           10   financial natural gas hedges the Company was making out				false

		2024						LN		76		11		false		           11   four and five years for more than a hundred percent				false

		2025						LN		76		12		false		           12   of its natural gas needs?				false

		2026						LN		76		13		false		           13        A.   I'm not sure about all those facts you just				false

		2027						LN		76		14		false		           14   listed, but I know it came about because of the natural				false

		2028						LN		76		15		false		           15   gas hedges.				false

		2029						LN		76		16		false		           16        Q.   Let me turn your attention down to paragraph				false

		2030						LN		76		17		false		           17   seven of that in the, "Principles."				false

		2031						LN		76		18		false		           18             "Voluntarily pre-approval procedures under Utah				false

		2032						LN		76		19		false		           19        Code Section 54-17-402 may be used for long-term				false

		2033						LN		76		20		false		           20        commitments that fall outside of the suggested				false

		2034						LN		76		21		false		           21        guidelines."				false

		2035						LN		76		22		false		           22             Did I read that correctly?				false

		2036						LN		76		23		false		           23        A.   Yeah.				false

		2037						LN		76		24		false		           24        Q.   So, you accept that part of the hedging				false

		2038						LN		76		25		false		           25   collaborative procedure was, if you're going to talk				false

		2039						PG		77		0		false		page 77				false

		2040						LN		77		1		false		            1   long-term commitments --				false

		2041						LN		77		2		false		            2             Now, this doesn't say PPAs, but even if it				false

		2042						LN		77		3		false		            3   included that, it contemplated that that would be dealt				false

		2043						LN		77		4		false		            4   with outside of the hedging guidelines; did it not?				false

		2044						LN		77		5		false		            5        A.   Yes.  And I referenced that in my testimony.				false

		2045						LN		77		6		false		            6        Q.   And then we go down to paragraph nine of				false

		2046						LN		77		7		false		            7   "Principles."				false

		2047						LN		77		8		false		            8             "All commonly used, available and effective				false

		2048						LN		77		9		false		            9        physical products and financial instruments may be				false

		2049						LN		77		10		false		           10        utilized in Energy Planning and Procurement as				false

		2050						LN		77		11		false		           11        appropriate."				false

		2051						LN		77		12		false		           12             It specifically contemplates continuing to use				false

		2052						LN		77		13		false		           13   all commonly-available physical and financial products				false

		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

		2057						LN		77		18		false		           18        A.   Yes, "as appropriate" is pretty significant				false

		2058						LN		77		19		false		           19   there.				false

		2059						LN		77		20		false		           20        Q.   And then under "General Guidelines" -- but				false

		2060						LN		77		21		false		           21   you're trying to claim that this hedging policy precludes				false

		2061						LN		77		22		false		           22   you or is inconsistent with what you're doing.				false

		2062						LN		77		23		false		           23             And I'm saying, in here, show me where that				false

		2063						LN		77		24		false		           24   inconsistency shows up in the Exhibit-A that the parties				false

		2064						LN		77		25		false		           25   agreed to in that hedging collaborative.				false

		2065						PG		78		0		false		page 78				false

		2066						LN		78		1		false		            1        A.   Well, in, "General Guidelines" number one at				false

		2067						LN		78		2		false		            2   the bottom of page 14:				false

		2068						LN		78		3		false		            3             "The forecast total requirement for natural gas				false

		2069						LN		78		4		false		            4        and electricity should not be fully hedged."				false

		2070						LN		78		5		false		            5        Q.   "Fully hedged" because the Company was 100				false

		2071						LN		78		6		false		            6   percent, more than 100 percent hedging its natural gas				false

		2072						LN		78		7		false		            7   requirements at the time.  "Fully hedged."  No one here				false

		2073						LN		78		8		false		            8   is talking about fully hedging anything; are we?				false

		2074						LN		78		9		false		            9        A.   Well, I don't know if you were testifying to				false

		2075						LN		78		10		false		           10   that.  I mean --				false

		2076						LN		78		11		false		           11        Q.   Are you?				false

		2077						LN		78		12		false		           12        A.   You're speaking to things that occurred during				false

		2078						LN		78		13		false		           13   the negotiation of this document.				false

		2079						LN		78		14		false		           14        Q.   No.  I'm reading what's in the exhibit that				false

		2080						LN		78		15		false		           15   went before the Commission.				false

		2081						LN		78		16		false		           16        A.   Yes.  And it says:				false

		2082						LN		78		17		false		           17             "The forecast total requirement for natural gas				false

		2083						LN		78		18		false		           18        and electricity should not be fully hedged."				false

		2084						LN		78		19		false		           19        Q.   "Fully hedged."				false

		2085						LN		78		20		false		           20        A.   Yes.  And the point I made earlier -- and that				false

		2086						LN		78		21		false		           21   was my exact point and my exact concern with the PURPA				false

		2087						LN		78		22		false		           22   obligation.  There's nothing stopping us.  We can have				false

		2088						LN		78		23		false		           23   10,000 megawatts of QFs come through the door and we				false

		2089						LN		78		24		false		           24   would have to execute each one of those contracts.				false

		2090						LN		78		25		false		           25        Q.   Let's get back to the Exhibit-A.  The next				false

		2091						PG		79		0		false		page 79				false

		2092						LN		79		1		false		            1   sentence illustrates what the first sentence is talking				false

		2093						LN		79		2		false		            2   about:  "A reasonable percentage of the natural gas				false

		2094						LN		79		3		false		            3        requirements should remain open to short-term market				false

		2095						LN		79		4		false		            4        price exposure and allow for operational				false

		2096						LN		79		5		false		            5        flexibility.  The percentage of natural gas				false

		2097						LN		79		6		false		            6        requirement .... is as follows:"				false

		2098						LN		79		7		false		            7             Now, that's blacked out because that's a				false

		2099						LN		79		8		false		            8   confidential part of this document.				false

		2100						LN		79		9		false		            9             That's talking about fully hedging natural gas				false

		2101						LN		79		10		false		           10   and keeping some of it open; correct?				false

		2102						LN		79		11		false		           11        A.   That's correct.				false

		2103						LN		79		12		false		           12        Q.   It goes on in paragraph two that:				false

		2104						LN		79		13		false		           13             "PacifiCorp should use Fundamental and				false

		2105						LN		79		14		false		           14        technical analyses with consideration of the				false

		2106						LN		79		15		false		           15        Company's risk management metrics, to determine				false

		2107						LN		79		16		false		           16        timing and volume of electricity hedges."				false

		2108						LN		79		17		false		           17             There we're talking about financial hedges;				false

		2109						LN		79		18		false		           18   are we not?				false

		2110						LN		79		19		false		           19        A.   I don't read it that way.				false

		2111						LN		79		20		false		           20        Q.   You weren't in the collaborative; were you?				false

		2112						LN		79		21		false		           21        A.   No.  As I read the plain language of that,				false

		2113						LN		79		22		false		           22   it says:  "... Fundamental and technical analyses with				false

		2114						LN		79		23		false		           23        consideration of the Company's risk management				false

		2115						LN		79		24		false		           24        metrics to determine the timing and volume of				false

		2116						LN		79		25		false		           25        electricity hedges."				false

		2117						PG		80		0		false		page 80				false

		2118						LN		80		1		false		            1        Q.   And "hedges" as described in this document is				false

		2119						LN		80		2		false		            2   talking about the financial instruments the Company was				false

		2120						LN		80		3		false		            3   using to hedge natural gas and electricity purchases.				false

		2121						LN		80		4		false		            4        A.   And I don't see a material difference between				false

		2122						LN		80		5		false		            5   a financial hedge and a physical hedge when it comes to				false

		2123						LN		80		6		false		            6   fixed-price risk.  The only difference is deliverability.				false

		2124						LN		80		7		false		            7        Q.   I understand that's your view.  My point is,				false

		2125						LN		80		8		false		            8   you're trying to claim this document somehow requires the				false

		2126						LN		80		9		false		            9   position you're talking here in this case.				false

		2127						LN		80		10		false		           10             And I'm trying to find out where in this				false
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		2890						LN		109		19		false		           19   long-term fixed-price positions because that introduces				false

		2891						LN		109		20		false		           20   price risk that we don't want customers to bear.				false

		2892						LN		109		21		false		           21             And I know there are a lot of details that				false
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		2933						LN		111		10		false		           10        Q.   Yes.				false
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		3040						LN		115		13		false		           13        A.   Yes.  Charles E. Peterson, P-e-t-e-r-s-o-n.				false
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		4044						LN		154		3		false		            3   It's talking about the third QF project that's in				false

		4045						LN		154		4		false		            4   Washington.				false

		4046						LN		154		5		false		            5        A.   Okay.				false

		4047						LN		154		6		false		            6        Q.   The dairy methane facility, it was constructed				false

		4048						LN		154		7		false		            7   in 1990?				false

		4049						LN		154		8		false		            8        A.   Well, in answer to your question which I				false

		4050						LN		154		9		false		            9   believe was, did I inquire into that?  The answer is no.				false

		4051						LN		154		10		false		           10        Q.   Okay.  Are you aware that the Washington				false

		4052						LN		154		11		false		           11   Commission adopted five-year contract terms sometime				false

		4053						LN		154		12		false		           12   after 1990?				false

		4054						LN		154		13		false		           13        A.   I'm not familiar when they adopted that.				false

		4055						LN		154		14		false		           14        Q.   So, you're not aware that there have been no				false

		4056						LN		154		15		false		           15   Washington QFs that have been built recently under the				false

		4057						LN		154		16		false		           16   five-year contract term?				false

		4058						LN		154		17		false		           17        A.   I'm not aware one way or the other.				false

		4059						LN		154		18		false		           18        Q.   Okay.  And are you aware that the four				false

		4060						LN		154		19		false		           19   operating megawatts of Washington QFs represents less				false

		4061						LN		154		20		false		           20   than 0.3 percent of PacifiCorp's total megawatts of QFs				false

		4062						LN		154		21		false		           21   on its system?				false

		4063						LN		154		22		false		           22        A.   I see that's what it says there, but otherwise,				false

		4064						LN		154		23		false		           23   I'm not aware of that.				false

		4065						LN		154		24		false		           24        Q.   Okay.  So, in terms of pointing to contracts				false

		4066						LN		154		25		false		           25   or QFs that might be able to operate under a five-year				false

		4067						PG		155		0		false		page 155				false

		4068						LN		155		1		false		            1   contract, these projects may not be ones that would				false

		4069						LN		155		2		false		            2   support your assertion that QFs can operate under				false

		4070						LN		155		3		false		            3   five-year contracts or be financed under five-year				false

		4071						LN		155		4		false		            4   contracts?				false

		4072						LN		155		5		false		            5        A.   Well, obviously they're operating under				false

		4073						LN		155		6		false		            6   five-year contracts.  The question of whether they can be				false

		4074						LN		155		7		false		            7   constructed or not, I don't have an opinion about these				false

		4075						LN		155		8		false		            8   particular contracts.  I merely asked a data request of				false

		4076						LN		155		9		false		            9   PacifiCorp and reported what the response was.				false

		4077						LN		155		10		false		           10        Q.   Right.  But you used that information in the				false

		4078						LN		155		11		false		           11   portion of your testimony supporting the view that				false

		4079						LN		155		12		false		           12   projects can obtain financing in order to develop				false

		4080						LN		155		13		false		           13   with five-year contract terms; correct?				false

		4081						LN		155		14		false		           14        A.   I think that's a fair characterization.				false

		4082						LN		155		15		false		           15   It was to obtain evidence of five-year contracts.  And				false

		4083						LN		155		16		false		           16   I knew that PacifiCorp or that Washington, rather, had				false

		4084						LN		155		17		false		           17   this limitation.  And PacifiCorp represented that they				false

		4085						LN		155		18		false		           18   had projects that were operating under those terms.				false

		4086						LN		155		19		false		           19        Q.   But you did not investigate as to whether those				false

		4087						LN		155		20		false		           20   projects were constructed with five-year contracts,				false

		4088						LN		155		21		false		           21   only that they could continue to operate under				false

		4089						LN		155		22		false		           22   five-year contracts?				false

		4090						LN		155		23		false		           23        A.   As I said earlier, I did not investigate				false

		4091						LN		155		24		false		           24   further.				false

		4092						LN		155		25		false		           25        Q.   Okay.  Thank you.  Can you please refer to your				false

		4093						PG		156		0		false		page 156				false

		4094						LN		156		1		false		            1   direct testimony on page twelve?				false

		4095						LN		156		2		false		            2        A.   Unfortunately, during the break ...				false

		4096						LN		156		3		false		            3             Which page?				false

		4097						LN		156		4		false		            4        Q.   Page twelve.  Sorry about that.				false

		4098						LN		156		5		false		            5        A.   Okay.  I have page twelve.				false

		4099						LN		156		6		false		            6        Q.   So, in the first full Q and A in the first full				false

		4100						LN		156		7		false		            7   paragraph, there's the last sentence there.  It reads --				false

		4101						LN		156		8		false		            8   well, could you read that last sentence that starts with				false

		4102						LN		156		9		false		            9   the word, "Similarly"?				false

		4103						LN		156		10		false		           10        A.   "Similarly, QF developments funded by				false

		4104						LN		156		11		false		           11        municipalities will probably not be affected since				false

		4105						LN		156		12		false		           12        they are doing QF projects presumably as a matter of				false

		4106						LN		156		13		false		           13        the municipalities' public policy and without profit				false

		4107						LN		156		14		false		           14        motive."				false

		4108						LN		156		15		false		           15        Q.   Have you been able to identify any Utah				false

		4109						LN		156		16		false		           16   municipalities or other nonprofits that have been able				false

		4110						LN		156		17		false		           17   or I guess any municipalities or nonprofits that have				false

		4111						LN		156		18		false		           18   been able to develop under five-year contract terms?				false

		4112						LN		156		19		false		           19        A.   I haven't specifically investigated that.				false

		4113						LN		156		20		false		           20   So, the answer is no.				false

		4114						LN		156		21		false		           21        Q.   Did you inquire to potential municipalities				false

		4115						LN		156		22		false		           22   that might want to the develop QF projects as to whether				false

		4116						LN		156		23		false		           23   they can obtain financing?				false

		4117						LN		156		24		false		           24        A.   I did not specifically investigate that.				false

		4118						LN		156		25		false		           25        Q.   Are you aware that Mr. Nathan Rich who is a				false

		4119						PG		157		0		false		page 157				false

		4120						LN		157		1		false		            1   Coalition member submitted testimony on behalf of Wasatch				false

		4121						LN		157		2		false		            2   Integrated Waste Management?				false

		4122						LN		157		3		false		            3        A.   I've seen his testimony, yes.				false

		4123						LN		157		4		false		            4        Q.   And that's a waste management entity that's a				false

		4124						LN		157		5		false		            5   nonprofit; correct?				false

		4125						LN		157		6		false		            6        A.   That would be my understanding.				false

		4126						LN		157		7		false		            7        Q.   And are you aware that he testified that his				false

		4127						LN		157		8		false		            8   waste management service district would need to obtain				false

		4128						LN		157		9		false		            9   financing and that under short-term contracts they could				false

		4129						LN		157		10		false		           10   not obtain financing to develop the QF project?				false

		4130						LN		157		11		false		           11        A.   Well, you'd have to show me specifically.				false

		4131						LN		157		12		false		           12   I remember him saying something to that effect.				false

		4132						LN		157		13		false		           13        Q.   Do you have any information to contradict				false

		4133						LN		157		14		false		           14   Mr. Rich's testimony?				false

		4134						LN		157		15		false		           15        A.   No.				false

		4135						LN		157		16		false		           16             MR. SANGER:  Okay.  I have no further				false

		4136						LN		157		17		false		           17   questions.				false

		4137						LN		157		18		false		           18             THE HEARING OFFICER:  Thank you.				false

		4138						LN		157		19		false		           19             Mr. Jetter, any redirect?				false

		4139						LN		157		20		false		           20             MR. SANGER:  Your Honor?				false

		4140						LN		157		21		false		           21             THE HEARING OFFICER:  Yes.				false

		4141						LN		157		22		false		           22             MR. SANGER:  Can I move for the admission				false

		4142						LN		157		23		false		           23   of the exhibit that I crossed Mr. Peterson on?				false

		4143						LN		157		24		false		           24             THE HEARING OFFICER:  Sure.  If any party				false

		4144						LN		157		25		false		           25   objects to that, please indicate.				false

		4145						PG		158		0		false		page 158				false

		4146						LN		158		1		false		            1             MR. JETTER:  I would just raise an objection				false

		4147						LN		158		2		false		            2   that if it's entered to establish the facts that are				false

		4148						LN		158		3		false		            3   referenced therein because we have no -- I have no				false

		4149						LN		158		4		false		            4   knowledge of whether those facts or accurate or not.				false

		4150						LN		158		5		false		            5   I've never seen this document before.				false

		4151						LN		158		6		false		            6             And so, I'm troubled by entering this into the				false

		4152						LN		158		7		false		            7   record in its entirety especially for anything that might				false

		4153						LN		158		8		false		            8   be in there that I don't believe most of the parties here				false

		4154						LN		158		9		false		            9   have had an opportunity to vet in any way.				false

		4155						LN		158		10		false		           10             THE HEARING OFFICER:  Mr. Sanger, do you have				false

		4156						LN		158		11		false		           11   any response to that concern?				false

		4157						LN		158		12		false		           12             MR. SANGER:  Yes, your Honor.  Mr. Peterson				false

		4158						LN		158		13		false		           13   directly testified on this issue.  This is a				false

		4159						LN		158		14		false		           14   publicly-available document in another jurisdiction.				false

		4160						LN		158		15		false		           15             If necessary, Mr. John Lowe who submitted this				false

		4161						LN		158		16		false		           16   testimony is in the chamber today and he's scheduled to				false

		4162						LN		158		17		false		           17   testify.  I could have him verify the truth and				false

		4163						LN		158		18		false		           18   authenticity of this document as well.				false

		4164						LN		158		19		false		           19             THE HEARING OFFICER:  Does any other party have				false

		4165						LN		158		20		false		           20   any comment on this motion?				false

		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

		4275						PG		163		0		false		page 163				false

		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
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		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
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		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

		4888						LN		186		15		false		           15             So, now we move to risk and protection from				false

		4889						LN		186		16		false		           16   risk.  Of course we know and it's been discussed quite a				false

		4890						LN		186		17		false		           17   bit today that there is always risk associated with all				false

		4891						LN		186		18		false		           18   resource decisions including short-term decisions.				false

		4892						LN		186		19		false		           19             And FERC contemplated that prices would go up				false

		4893						LN		186		20		false		           20   and down and that this reality would be borne both ways.				false

		4894						LN		186		21		false		           21   The presence of risk does not alleviate the Utah Public				false

		4895						LN		186		22		false		           22   Service Commission of its duty to implement the policies				false

		4896						LN		186		23		false		           23   and requirements of PURPA and Utah statute which states				false

		4897						LN		186		24		false		           24   that it is the policy of this state to encourage the				false

		4898						LN		186		25		false		           25   development of independent and qualifying power				false
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		4900						LN		187		1		false		            1   production and cogeneration facilities to produce a				false

		4901						LN		187		2		false		            2   diverse array of economical and permanently sustainable				false

		4902						LN		187		3		false		            3   resources in an environmentally acceptable manner.				false

		4903						LN		187		4		false		            4             QF projects do provide ratepayers with				false

		4904						LN		187		5		false		            5   additional value by protecting ratepayers over the				false

		4905						LN		187		6		false		            6   20-year contract for risk associated with fuel				false

		4906						LN		187		7		false		            7   volatility, unanticipated O and M costs, environmental				false

		4907						LN		187		8		false		            8   cost, and environmental compliance cost.  And I'm happy				false

		4908						LN		187		9		false		            9   to address some of the issues around the clean power				false

		4909						LN		187		10		false		           10   plan.				false

		4910						LN		187		11		false		           11             Regardless of REC ownership, these projects				false

		4911						LN		187		12		false		           12   will reduce the Company's emissions.  And in the long				false

		4912						LN		187		13		false		           13   run, the lower emissions that we have, especially if the				false

		4913						LN		187		14		false		           14   state chooses to go with a mass-based profile, it will				false

		4914						LN		187		15		false		           15   help with compliance.  The exact mechanisms of how the				false

		4915						LN		187		16		false		           16   clean power plan will operate we don't know yet or how				false

		4916						LN		187		17		false		           17   Utah will implement it.				false

		4917						LN		187		18		false		           18             But there are benefits to reduced carbon				false

		4918						LN		187		19		false		           19   emissions, risk-mitigating benefits regardless of whether				false

		4919						LN		187		20		false		           20   you own the RECs.  And you have, as I understand, at				false

		4920						LN		187		21		false		           21   least for about 300 megawatts of the projects negotiated				false
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		4927						LN		188		2		false		            2   if the future unfolds in a way that's different when they				false

		4928						LN		188		3		false		            3   planned their resources.  They can recoup costs for				false
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		4931						LN		188		6		false		            6             QF procurement is definitely aligned with the				false

		4932						LN		188		7		false		            7   Company's Integrated Resource Plan.  Because the PDRR				false
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		4935						LN		188		10		false		           10   least-risk portfolio and the type and timing of those				false

		4936						LN		188		11		false		           11   resources identified in their least-cost least-risk				false
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		4941						LN		188		16		false		           16   and dynamic tool that was approved by the Commission to				false

		4942						LN		188		17		false		           17   align with the IRP and to meet the ratepayer indifference				false
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		4944						LN		188		19		false		           19             The final point I'd like to make is that the				false

		4945						LN		188		20		false		           20   20-year contract term allows viable QF projects to secure				false
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		4948						LN		188		23		false		           23   indifference standard is protected and only viable				false

		4949						LN		188		24		false		           24   projects that meet the ratepayer indifference standard				false
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		4952						LN		189		1		false		            1             The Commission approved avoided cost method				false

		4953						LN		189		2		false		            2   is the mechanism that the Commission approved to ensure				false

		4954						LN		189		3		false		            3   that rates are just and reasonable to ratepayers and				false

		4955						LN		189		4		false		            4   nondiscriminatory to QFs consistent to the requirements				false

		4956						LN		189		5		false		            5   of the PURPA and state statute.				false

		4957						LN		189		6		false		            6             Both those requirements are equally important.				false

		4958						LN		189		7		false		            7   The pricing method was built on the assumption of a QF				false

		4959						LN		189		8		false		            8   that the QF may contract for 20 years.				false

		4960						LN		189		9		false		            9             The Commission's role based on PURPA and state				false

		4961						LN		189		10		false		           10   policy is to encourage the development of QF resources				false

		4962						LN		189		11		false		           11   while ensuring rates are just and reasonable to				false

		4963						LN		189		12		false		           12   ratepayers and nondiscriminatory to QFs.				false

		4964						LN		189		13		false		           13             The current QF avoided cost method with a				false

		4965						LN		189		14		false		           14   20-year contract will do just that.  While a change to a				false

		4966						LN		189		15		false		           15   three-year contract would circumvent the intent of PURPA				false

		4967						LN		189		16		false		           16   and state statute and deny ratepayers the benefits of				false

		4968						LN		189		17		false		           17   QFs.  I recommend that the Public Service Commission				false

		4969						LN		189		18		false		           18   deny the Company's application to reduce the contract				false

		4970						LN		189		19		false		           19   term.  Thank you.				false
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		4973						LN		189		22		false		           22             MS. DUTTON:  No.  Ms. Wright is available for				false
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		4984						LN		190		7		false		            7             MR. MOORE:  No questions.  Thank you.				false
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		5730						LN		218		25		false		           25        A.   Yes.				false

		5731						PG		219		0		false		page 219				false

		5732						LN		219		1		false		            1        Q.   So, do you know the year when these SO,				false

		5733						LN		219		2		false		            2   standard offer rates were first offered in California?				false

		5734						LN		219		3		false		            3        A.   I believe they were started in 1983.				false

		5735						LN		219		4		false		            4        Q.   And do you know approximately when they were				false

		5736						LN		219		5		false		            5   suspended?				false

		5737						LN		219		6		false		            6        A.   Well, they were suspended over a period of				false

		5738						LN		219		7		false		            7   time.  I think in the '85 to '87 timeframe was when they				false

		5739						LN		219		8		false		            8   were suspended.  There were a number of different				false

		5740						LN		219		9		false		            9   contracts and they were suspended at different times.				false

		5741						LN		219		10		false		           10        Q.   And do you know why they were suspended?				false

		5742						LN		219		11		false		           11        A.   At that time that there was a concern with the				false

		5743						LN		219		12		false		           12   drop in oil prices in 1986 and there was a concern with				false

		5744						LN		219		13		false		           13   an oversupply of QF capacity.				false

		5745						LN		219		14		false		           14        Q.   So, they were widely successful?				false

		5746						LN		219		15		false		           15        A.   They were successful, yes.				false

		5747						LN		219		16		false		           16        Q.   Beyond regulators' expectations?				false

		5748						LN		219		17		false		           17        A.   Yes.  And I think that was a learning				false

		5749						LN		219		18		false		           18   experience.  And I will say that although those prices				false

		5750						LN		219		19		false		           19   were above market for a number of years, those projects				false

		5751						LN		219		20		false		           20   ended up being an incredibly economic resource for the				false

		5752						LN		219		21		false		           21   state during the 2000-2001 California energy crisis.				false

		5753						LN		219		22		false		           22             And the renewable QFs that were developed				false

		5754						LN		219		23		false		           23   in the 1980s are today the least-cost source of renewable				false

		5755						LN		219		24		false		           24   generation for California because many of those projects				false
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		5758						LN		220		1		false		            1   developed.  So, they have been recontracted and those				false

		5759						LN		220		2		false		            2   contracts are among the least cost source of renewable				false

		5760						LN		220		3		false		            3   generation today in California.				false

		5761						LN		220		4		false		            4             So, yeah, those contracts were above market				false

		5762						LN		220		5		false		            5   for a number of years but you need to look at the				false

		5763						LN		220		6		false		            6   economics over the full life cycle of those projects.				false

		5764						LN		220		7		false		            7   And I think over their full life cycle, they were a				false

		5765						LN		220		8		false		            8   good deal for their ratepayers.				false

		5766						LN		220		9		false		            9        Q.   Do you feel what the California utility's				false

		5767						LN		220		10		false		           10   reactions were to the offering and the continuation				false

		5768						LN		220		11		false		           11   of the standard offer rates while they were valid?				false

		5769						LN		220		12		false		           12        A.   They complained a lot.				false

		5770						LN		220		13		false		           13        Q.   Okay.  Isn't it true that they filed comments				false

		5771						LN		220		14		false		           14   with FERC complaining, as you put it, that these and				false

		5772						LN		220		15		false		           15   other standard offers have forced them to purchase				false

		5773						LN		220		16		false		           16   too much capacity at too high of prices?				false

		5774						LN		220		17		false		           17        A.   Yes, they did complain.  I think if you examine				false

		5775						LN		220		18		false		           18   what their alternatives were, their alternatives would				false

		5776						LN		220		19		false		           19   have been building more nuclear plants.  And if you look				false

		5777						LN		220		20		false		           20   at what they actually paid for the nuclear plants that				false

		5778						LN		220		21		false		           21   they actually built, the QF program was a much better				false

		5779						LN		220		22		false		           22   deal.				false

		5780						LN		220		23		false		           23        Q.   Is it fair to say that California retail				false

		5781						LN		220		24		false		           24   customers in the '90s and maybe into the early 2000s				false

		5782						LN		220		25		false		           25   were paying a lot more for their electricity in part				false
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		5784						LN		221		1		false		            1   due to these above-market rate PPAs?				false

		5785						LN		221		2		false		            2        A.   Well, again, you know, hindsight's always				false

		5786						LN		221		3		false		            3   20-20.  And, yes, there was a period of time in the late				false

		5787						LN		221		4		false		            4   '80s into the '90s where ratepayers in California paid				false

		5788						LN		221		5		false		            5   above what they would have paid if -- for example, if				false

		5789						LN		221		6		false		            6   they had not entered into those contracts and had waited				false

		5790						LN		221		7		false		            7   for gas supplies to rebound and then they'd build gas				false

		5791						LN		221		8		false		            8   plants.  But again, you know, hindsight's always 20-20.				false

		5792						LN		221		9		false		            9             And then it turned out that when we went				false

		5793						LN		221		10		false		           10   through the California energy crisis in 2000, 2001,				false

		5794						LN		221		11		false		           11   those fixed-prices resources turned out to be a				false

		5795						LN		221		12		false		           12   very good deal for those years for ratepayers.				false

		5796						LN		221		13		false		           13             So, again, you have to look at it over the				false

		5797						LN		221		14		false		           14   entire history of those projects.				false

		5798						LN		221		15		false		           15        Q.   But for probably 20 years, California suspended				false

		5799						LN		221		16		false		           16   long-term QF PPA contracts, is that correct, as a result				false

		5800						LN		221		17		false		           17   of these standard-offer contracts?				false

		5801						LN		221		18		false		           18        A.   California did not offer -- in terms of				false

		5802						LN		221		19		false		           19   renewable contracts, they did not offer long-term				false

		5803						LN		221		20		false		           20   contracts to renewable QFs until they started the RPS				false

		5804						LN		221		21		false		           21   program in 2003.				false

		5805						LN		221		22		false		           22             MS. HOGLE:  Okay.				false

		5806						LN		221		23		false		           23             May I approach the witness, Your Honor?				false

		5807						LN		221		24		false		           24             THE HEARING OFFICER:  Yes.				false
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		5810						LN		222		1		false		            1        Q.   So, this, Mr. Beach, is a background				false

		5811						LN		222		2		false		            2   information from Southern Cal Edison's web site				false

		5812						LN		222		3		false		            3   on Qualifying Facilities Background.				false

		5813						LN		222		4		false		            4             Do you have any reason to dispute that what I				false

		5814						LN		222		5		false		            5   just handed you is just that?  If you look at the bottom				false

		5815						LN		222		6		false		            6   of the address, the web site address, you can clearly see				false

		5816						LN		222		7		false		            7   that it is from Southern Cal Edison's web site.				false

		5817						LN		222		8		false		            8        A.   Yes.  I see that.				false

		5818						LN		222		9		false		            9        Q.   Can you please read for me the highlighted				false

		5819						LN		222		10		false		           10   paragraphs?				false

		5820						LN		222		11		false		           11        A.   "The California Public Utilities Commission				false

		5821						LN		222		12		false		           12        decided to encourage QF development further				false
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		5823						LN		222		14		false		           14        purchase contracts that utilities were required				false
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		5826						LN		222		17		false		           17        of owning and operating a natural gas-fired power				false

		5827						LN		222		18		false		           18        plant, which, at the time, was the most costly				false

		5828						LN		222		19		false		           19        of fossil fuel plants to run."				false

		5829						LN		222		20		false		           20             "In 1983, the bottom fell out of international				false

		5830						LN		222		21		false		           21        energy prices and the cost of oil and gas dropped				false

		5831						LN		222		22		false		           22        precipitously, but the lucrative terms of the				false
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		5838						LN		223		3		false		            3        contracts for QF projects larger than 100 kW."				false

		5839						LN		223		4		false		            4             MS. HOGLE:  At this time, Your Honor, I would				false
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		5844						LN		223		9		false		            9             MR. RITCHIE:  Mr. Chairman, I do object based				false
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		5853						LN		223		18		false		           18   but the document itself, I don't think it's necessary				false
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		5857						LN		223		22		false		           22             MS. HOGLE:  Sure.  I believe I established				false
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		5869						LN		224		8		false		            8   contracts in the 1980s.				false
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		5879						LN		224		18		false		           18             MS. HOGLE:  I have no further questions.				false
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		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
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		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
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		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
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		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
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		6014						LN		229		23		false		           23             MR. DODGE:  Thank you, Mr. Chairman.				false
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		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
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		6032						LN		230		15		false		           15   Identified)				false

		6033						LN		230		16		false		           16   BY MR. DODGE:				false
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		6037						LN		230		20		false		           20        Q.   And do you have any corrections to any of that				false
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		6040						LN		230		23		false		           23        Q.   And does that testimony represent your sworn				false

		6041						LN		230		24		false		           24   testimony here today?				false
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		6046						LN		231		3		false		            3             THE HEARING OFFICER:  If any party objects to				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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		6088						LN		232		19		false		           19             Take, for example, the unfavorable comparison				false

		6089						LN		232		20		false		           20   of long-term QF contracts to hedging practices.  In my				false
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		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
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		6142						LN		234		21		false		           21             In fact, the indicative price posted in				false
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		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
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		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
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		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
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		6178						LN		236		5		false		            5   or the credits or the certificates could be purchased for				false
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		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
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		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
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		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
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		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
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		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
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		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
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		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
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		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
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		6348						LN		242		19		false		           19        Q.   Okay.  Thank you.  And a number of witnesses				false
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		6352						LN		242		23		false		           23   in 2035 on August 5th?				false
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		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
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		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
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		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
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		6402						LN		244		21		false		           21   about that because they know what the price is today				false
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		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
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		6418						LN		245		11		false		           11        Q.   And so, that's -- you're saying that that's a				false
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		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
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		6428						LN		245		21		false		           21   gas producer and the Company under that same reasoning?				false
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		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
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		6449						LN		246		16		false		           16   used; isn't that correct?  And because of the lower risk,				false
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		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

		6459						PG		247		0		false		page 247				false

		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

		6485						PG		248		0		false		page 248				false

		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

		6511						PG		249		0		false		page 249				false

		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

		6537						PG		250		0		false		page 250				false

		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

		6562						LN		250		25		false		           25                      CROSS-EXAMINATION				false

		6563						PG		251		0		false		page 251				false

		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

		6570						LN		251		7		false		            7   levelized price of some of SunEdison's contracts is				false

		6571						LN		251		8		false		            8   around $100 per megawatt hour?				false

		6572						LN		251		9		false		            9        A.   It would not.				false

		6573						LN		251		10		false		           10        Q.   Okay.  On cross-examination you testified that				false

		6574						LN		251		11		false		           11   it was a benefit for customers to have fixed-price				false

		6575						LN		251		12		false		           12   contracts because they know what it costs for 20 years				false

		6576						LN		251		13		false		           13   let's say; is that correct?				false

		6577						LN		251		14		false		           14        A.   That is correct.				false

		6578						LN		251		15		false		           15        Q.   How is that a benefit for ratepayers if current				false

		6579						LN		251		16		false		           16   market prices stay for 30 years -- for the 20 years,				false

		6580						LN		251		17		false		           17   how would that be a benefit?				false

		6581						LN		251		18		false		           18        A.   At the time -- so, SunEdison has signed 22				false

		6582						LN		251		19		false		           19   power purchase agreements.  And first of all, maybe I				false

		6583						LN		251		20		false		           20   should back up a little bit.  So, the power purchase				false

		6584						LN		251		21		false		           21   contracts that you're referring to are the Schedule 37				false

		6585						LN		251		22		false		           22   power contracts; correct?				false

		6586						LN		251		23		false		           23        Q.   Correct.				false

		6587						LN		251		24		false		           24        A.   Okay.  So, those contracts make up a small				false

		6588						LN		251		25		false		           25   portion of SunEdison's portfolio of megawatts, probably				false

		6589						PG		252		0		false		page 252				false

		6590						LN		252		1		false		            1   around 20 megawatts.  And so, those higher priced power				false

		6591						LN		252		2		false		            2   purchase contracts were executed under a former avoided				false

		6592						LN		252		3		false		            3   cost methodology which took into account a significant				false

		6593						LN		252		4		false		            4   capacity cost, capacity payment which would be counted				false

		6594						LN		252		5		false		            5   for about half of the energy of payments and the other				false

		6595						LN		252		6		false		            6   half was energy payments.  So, the total of the project.				false

		6596						LN		252		7		false		            7   So, probably about 20 megawatts is what you're referring				false

		6597						LN		252		8		false		            8   to.  The larger contracts, and I would say 95 percent of				false

		6598						LN		252		9		false		            9   contracts that SunEdison has signed is significantly				false

		6599						LN		252		10		false		           10   lower than that, less than half of that in general terms.				false

		6600						LN		252		11		false		           11             So, I would say that the majority of our				false

		6601						LN		252		12		false		           12   contracts are significantly beneficial to ratepayers.				false

		6602						LN		252		13		false		           13   The first contracts that we signed were developed under				false

		6603						LN		252		14		false		           14   avoided cost methodology, they give a lot more benefit to				false

		6604						LN		252		15		false		           15   capacity and because solar projects do generate during				false

		6605						LN		252		16		false		           16   the day, they do receive a significant capacity payment.				false

		6606						LN		252		17		false		           17             And I think that whole argument and discussion				false

		6607						LN		252		18		false		           18   that was discussed in one of the dockets whether that was				false

		6608						LN		252		19		false		           19   fair or not.  And I think since that was -- since the				false

		6609						LN		252		20		false		           20   capacity payment was removed from the avoided cost				false

		6610						LN		252		21		false		           21   methodology, I think it was determined that that				false

		6611						LN		252		22		false		           22   did not benefit the ratepayers.				false

		6612						LN		252		23		false		           23             So, I would concede that on those approximately				false

		6613						LN		252		24		false		           24   20 megawatts, it probably wasn't a good deal for the				false

		6614						LN		252		25		false		           25   ratepayers, but I would say that the system is working				false

		6615						PG		253		0		false		page 253				false

		6616						LN		253		1		false		            1   because after we sign those contracts, then that issue				false

		6617						LN		253		2		false		            2   is brought before this Commission and they were able				false

		6618						LN		253		3		false		            3   to remove that at their discretion.				false

		6619						LN		253		4		false		            4             And so, I believe that the current avoided cost				false

		6620						LN		253		5		false		            5   methodology is very beneficial to ratepayers.				false

		6621						LN		253		6		false		            6   Hence, the $33 that you mentioned earlier.				false

		6622						LN		253		7		false		            7             MS. HOGLE:  I have no further questions.				false

		6623						LN		253		8		false		            8   Thank you.				false

		6624						LN		253		9		false		            9             THE HEARING OFFICER:  Thank you.  Any redirect?				false

		6625						LN		253		10		false		           10             MR. DODGE:  No.  I have none.  Thanks.				false

		6626						LN		253		11		false		           11             THE HEARING OFFICER:  And Commissioner Clark?				false

		6627						LN		253		12		false		           12                         EXAMINATION				false

		6628						LN		253		13		false		           13   BY COMMISSIONER CLARK:				false

		6629						LN		253		14		false		           14        Q.   Good afternoon, Mr. Harris.  Thanks for being				false

		6630						LN		253		15		false		           15   here.  I have some questions for you about the projects				false

		6631						LN		253		16		false		           16   that you refer to early in your direct testimony.				false

		6632						LN		253		17		false		           17             Were they all constructed on the strength				false

		6633						LN		253		18		false		           18   and financed on the strength of purchase power agreements				false

		6634						LN		253		19		false		           19   that the Commission approved?				false

		6635						LN		253		20		false		           20        A.   Yes -- no, they were not.  So, the Schedule 38				false

		6636						LN		253		21		false		           21   projects were.  The Schedule 37 projects did not need				false

		6637						LN		253		22		false		           22   approval from the Commission.				false

		6638						LN		253		23		false		           23        Q.   And as to the Schedule 38 projects, a number of				false

		6639						LN		253		24		false		           24   those aren't yet completed if I'm correct; is that right?				false

		6640						LN		253		25		false		           25        A.   None of the Schedule 38 projects are completed.				false

		6641						PG		254		0		false		page 254				false

		6642						LN		254		1		false		            1        Q.   And what's the completion date that you're				false

		6643						LN		254		2		false		            2   contemplating, the operations date for those?				false

		6644						LN		254		3		false		            3        A.   They will be completed between June and				false

		6645						LN		254		4		false		            4   September of 2016.				false

		6646						LN		254		5		false		            5        Q.   Do you have experience in seeking financing				false

		6647						LN		254		6		false		            6   for these sorts of projects that involves a stream				false

		6648						LN		254		7		false		            7   of payments that's different than 20 years?				false

		6649						LN		254		8		false		            8        A.   I do not.				false

		6650						LN		254		9		false		            9        Q.   Do you know whether your company does?				false

		6651						LN		254		10		false		           10        A.   Yes.  I believe they do.				false

		6652						LN		254		11		false		           11        Q.   And do you have any knowledge of the Company's				false

		6653						LN		254		12		false		           12   experience in seeking financing?				false

		6654						LN		254		13		false		           13        A.   I have general knowledge but not details.				false

		6655						LN		254		14		false		           14   But we do develop projects in different markets				false

		6656						LN		254		15		false		           15   in different parts of the country and --				false

		6657						LN		254		16		false		           16        Q.   And can you put boundaries on the financing				false

		6658						LN		254		17		false		           17   arrangements that you're familiar with, the high side				false

		6659						LN		254		18		false		           18   and the low side in relation to the duration of the				false

		6660						LN		254		19		false		           19   payment streams or the pricing, the periods of time				false

		6661						LN		254		20		false		           20   over which the pricing is fixed?				false

		6662						LN		254		21		false		           21        A.   Yeah.  So, generally, there are some parts				false

		6663						LN		254		22		false		           22   of the country where some markets that are more liquid				false

		6664						LN		254		23		false		           23   than Utah or the terms are less than 20 years.				false

		6665						LN		254		24		false		           24             However, there are hedging instruments				false

		6666						LN		254		25		false		           25   available in those markets that are used in order to				false

		6667						PG		255		0		false		page 255				false

		6668						LN		255		1		false		            1   contract out the power for a longer term.  And I don't				false

		6669						LN		255		2		false		            2   understand the nuances of how that works because				false

		6670						LN		255		3		false		            3   I haven't worked with them specifically.				false

		6671						LN		255		4		false		            4             But if you're in a liquid market and you can				false

		6672						LN		255		5		false		            5   hedge that out further, then that creates the certainty				false

		6673						LN		255		6		false		            6   that banks and investors need if that makes sense.				false

		6674						LN		255		7		false		            7        Q.   And when you say, "less," how much less?				false

		6675						LN		255		8		false		            8        A.   I believe 15 years in some of those markets.				false

		6676						LN		255		9		false		            9   However, the caveat is at the end of the 15 years, the				false

		6677						LN		255		10		false		           10   projects are still located in a liquid market where they				false

		6678						LN		255		11		false		           11   can readily sell the power from those projects.				false

		6679						LN		255		12		false		           12        Q.   In those arrangements or any others that you're				false

		6680						LN		255		13		false		           13   aware of -- well, before I ask that, actually, what's the				false

		6681						LN		255		14		false		           14   high side, in other words --				false

		6682						LN		255		15		false		           15        A.   The longest term --				false

		6683						LN		255		16		false		           16        Q.   Right.  Right.				false

		6684						LN		255		17		false		           17        A.   We've done 25 years and I believe there are				false

		6685						LN		255		18		false		           18   some 30-year power purchase contracts.  And obviously,				false

		6686						LN		255		19		false		           19   from a developer, the longer the better.  The cost of				false

		6687						LN		255		20		false		           20   capital goes down with the longer terms and hence the				false

		6688						LN		255		21		false		           21   lower price of the PPAs that we can enter into.				false
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		7113						LN		272		4		false		            4   cover it.  So, whatever page limit the other parties				false

		7114						LN		272		5		false		            5   or the Commission would like.				false

		7115						LN		272		6		false		            6             THE HEARING OFFICER:  Okay.  Thank you.				false

		7116						LN		272		7		false		            7             Mr. Moore?				false

		7117						LN		272		8		false		            8             MR. MOORE:  The Office would be would be happy				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.
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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
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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
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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





                                                                       30

�









            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.
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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
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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





                                                                       86

�









            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
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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:





                                                                      123

�









            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





                                                                      178

�









            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
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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.





                                                                      223

�









            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?
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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
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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.
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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?
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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
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