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I. INTRODUCTION AND SUMMARY 1 

Q. Please state your name and business address. 2 

A. My name is Kevin C. Higgins.  My business address is 215 South State Street, 3 

Suite 200, Salt Lake City, Utah, 84111. 4 

Q. By whom are you employed and in what capacity? 5 

A. I am a Principal in the firm of Energy Strategies, LLC.  Energy Strategies is a 6 

private consulting firm specializing in economic and policy analysis applicable to 7 

energy production, transportation, and consumption. 8 

Q. Are you the same Kevin C. Higgins who previously filed direct, rebuttal, and 9 

surrebuttal testimony in this proceeding on behalf of the Utah Association of 10 

Energy Users (“UAE”)? 11 

A. Yes, I am. 12 

Q. What is the purpose of your response testimony? 13 

A. My response testimony augments the testimony I filed previously in this case, 14 

taking into account both the rebuttal and supplemental filings made by Rocky 15 

Mountain Power (“RMP”), as well as additional developments and analysis that 16 

have occurred since the filing of my original testimony.  Specifically, my 17 

response testimony addresses the request by RMP for the Commission to (a) 18 

determine that the Company’s decision to replace or “repower” existing wind 19 

resources is prudent, (b) approve the Company’s continued recovery of the 20 
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replaced wind plant equipment, and (c) approve the Company’s proposed 21 

ratemaking treatment.1 22 

Q. Please provide a summary of your primary conclusions and 23 

recommendations. 24 

A. I recommend against approval of the repowering project.  RMP’s wind 25 

repowering proposal is not a typical utility investment proposition.  The wind 26 

repowering project might best be described as an “opportunity” investment in that 27 

it seeks to take advantage of the availability of full Production Tax Credits 28 

(“PTCs”) before the federal tax credit program begins to phase out.  Since it is an 29 

opportunity investment, the relative benefits to customers, taking account of the 30 

range of risks to customers, in relation to the benefits to RMP, should be 31 

considered as part of the Commission’s review. 32 

The magnitude of the claimed benefits to customers identified by RMP in 33 

relation to the certain benefits to the Company does not make a compelling case 34 

for UAE’s endorsement of this project, particularly in light of the large capital 35 

cost required, the lack of public necessity for this project, the ad hoc deviation 36 

from the Integrated Resource Plan (“IRP”) process surrounding this project, and 37 

the uncertainties that may impair the realization of projected customer benefits.  38 

Additional risks that could further affect customer benefits include deviations in 39 

the actual performance, maintenance costs, or durability of the new assets as 40 

compared to the Company’s assumptions. 41 

                                                           
1 RMP Application, p. 1. 
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In its supplemental filing, RMP has changed the valuation method it uses 42 

to project claimed customer benefits for the 20-year period, 2017-2036.  I have 43 

three serious concerns with this change.  First, it is highly problematic and 44 

troubling for RMP to change a key measurement method at this juncture of the 45 

proceeding – after three rounds of prior Company testimony2 – particularly given 46 

that, without this change in method, the Company would not be able to show 47 

claimed net benefits for multiple scenarios.  The change thus appears to be aimed 48 

at supporting the Company’s desired result.  Second, the changed valuation 49 

approach for PTCs is inconsistent with the valuation method that has long been 50 

used for PTCs in the Company’s IRP.  And third, the changed valuation approach 51 

for PTCs is inconsistent with RMP’s treatment of capital costs for the repowering 52 

projects, which RMP continues to measure on a real levelized basis in its 20-year 53 

benefits analysis.  By changing the method for valuing PTCs without also 54 

changing the method of valuing capital costs, the Company is effectively “cherry-55 

picking” the combination of valuation methods that achieves the most favorable 56 

optics for the projects. 57 

If, these concerns notwithstanding, the Commission considers approval of 58 

RMP’s proposal, I offer some recommendations for better aligning risks and 59 

benefits of the proposal between RMP and its ratepayers. 60 

First, I recommend the Commission expressly condition the Company’s 61 

future cost recovery associated with the wind repowering project on the 62 

                                                           
2 RMP filed direct testimony on June 30, 2017, rebuttal testimony on October 19, 2017, and surrebuttal 

testimony on November 15, 2017. 
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Company’s ability to demonstrate that construction costs have come in at or 63 

below its estimated costs in this case, and that, measured over a reasonable period 64 

of time, the megawatt-hours produced by the repowered facilities are equal to or 65 

greater than the forecasted production provided in this proceeding.  If those 66 

conditions are not satisfied, notwithstanding any determination of prudence in this 67 

proceeding, I recommend that the Commission expressly reserve the right in a 68 

future rate case to reduce the Company’s recovery of costs associated with the 69 

repowering project to allow for a reasonable sharing of the risks and benefits of 70 

the project between the Company and customers. 71 

Second, I am concerned that when measured over the 20-year period used 72 

in the Company’s 2017 IRP, the benefits from this opportunity investment are 73 

significantly weighted in favor of the Company.  To address this concern, if the 74 

Commission approves the wind repowering project, I recommend that it be made 75 

conditional on a reduction of 200 basis points to the authorized rate of return on 76 

common equity applicable to the un-depreciated balance of the retired plant 77 

(inclusive of associated accumulated deferred income taxes [“ADIT”]).  This 78 

adjustment would have the effect of better balancing the benefits between 79 

customers and the Company.  I note that although my recommended 80 

modifications would improve the terms of the proposal for customers, they will 81 

not, by themselves, overcome UAE’s overall objections to this project.  82 

Therefore, they should not be viewed as an overall “cure” to the shortcomings in 83 
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the Company’s proposal, but rather as an improvement to the balancing of 84 

equities should the project be approved. 85 

Third, if the repowering project is allowed to proceed, then in addition to 86 

my other recommended actions, the overall project should clearly be scaled back 87 

to exclude at least Leaning Juniper, as this project fails to provide net benefits 88 

over a 20-year period even when measured using nominal PTCs and nominal 89 

capital costs in either the Medium Gas/Medium CO2 or the Low Gas/Zero CO2 90 

scenarios.  Moreover, the Commission should also consider excluding Glenrock 91 

3, High Plains, McFadden Ridge, Dunlap Ranch, Rolling Hills, Leaning Juniper, 92 

Marengo I, Marengo II, and Goodnoe Hills from any preapproval because these 93 

projects fail to provide net benefits over a 20-year period using the measurement 94 

metrics in the IRP, i.e., real levelized PTC values, for one or both of the gas/CO2 95 

scenarios. 96 

Fourth, the Resource Tracking Mechanism (“RTM”) proposed by RMP to 97 

defer and recover project costs should not be approved.  The proposed mechanism 98 

is quite complex.  This departure from conventional ratemaking practice is not 99 

necessary and, taken as a whole, is not desirable.  Because the RTM is an exercise 100 

in single-issue ratemaking, it brings with it attendant concerns about the efficacy 101 

of identifying costs and setting rates in isolation.  Rather than adopting the RTM, 102 

I believe it would be preferable for RMP to instead file a general rate case at the 103 

appropriate time to recover its repowering costs in the context of the Company’s 104 

overall costs and revenues. 105 
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However, if the RTM is approved, it should be modified.  In particular, the 106 

Company’s proposed long-term continuation of the RTM as a PTC tracking 107 

mechanism should be eliminated.  PTCs are not tracked today in the manner 108 

proposed by the Company, nor is it necessary to track PTCs going forward to 109 

ensure just and reasonable rates.  Therefore, I recommend that if the RTM is 110 

approved, the Company’s proposal for a long-term PTC tracker be rejected.  In 111 

addition, the Company’s original proposal to cap the surcharge at the amount of 112 

incremental net power cost benefits should be retained, with no deferral of costs 113 

exceeding the cap, as proposed in RMP’s supplemental filing. 114 

Finally, if a form of an RTM is adopted, the treatment of property tax 115 

expense should be modified to take into account the expected reduction in 116 

property tax on existing plant that would occur as the repowering project is 117 

implemented and existing plant is retired. 118 

II. UPDATES TO RMP’S WIND REPOWERING PROPOSAL 119 

Q. What updates has RMP made to the repowering project in its supplemental 120 

filing? 121 

A. The projected capital cost of the wind repowering project now stands at $1.101 122 

billion.3  In addition, RMP anticipates $36 million in transmission interconnection 123 

upgrade costs for a total cost of $1.137 billion.4  All together, this represents a 124 

$17.6 million increase over RMP’s rebuttal filing.5  In total, the proposed 125 

repowering project consists of 1,123.6 MW of new nameplate capacity after 126 

                                                           
3 Supplemental Direct Testimony of Rick T. Link, p. 4. 
4 Supplemental Direct Testimony of Timothy Hemstreet, p. 7. 
5 Id. 
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repowering 999.1 MW of existing nameplate capacity on wind sites located in 127 

Wyoming, Oregon, and Washington.6  On average, the repowering project is now 128 

projected to increase wind energy production at the repowered sites by around 129 

25.7%.7 130 

III. ANALYSIS OF RMP’S PROPOSED CHANGES TO PROJECTED NET 131 

BENEFIT/COST CALCULATIONS 132 

Q. How have the forecasted benefits of the project changed since the Company’s 133 

direct filing? 134 

A. The forecasted benefits of the repowering project increased significantly in 135 

RMP’s rebuttal filing relative to its direct filing, but then declined even more 136 

significantly in the supplemental filing relative to the rebuttal filing.  Indeed, 137 

measured on an apples-to-apples basis, the current projected net benefits for the 138 

project measured over 20 years (2017-2036) are lower than the benefits calculated 139 

in RMP’s direct filing for 24 out of 27 gas-price/CO2 scenarios (as discussed 140 

further below).  Measured over 34 years (2017-2050) the net benefits are now 141 

lower compared to the direct filing for most scenarios presented by the Company. 142 

However, the decline in claimed 20-year benefits is not apparent by 143 

reviewing the tables in the Company’s supplemental filing, which I have 144 

replicated below.  Table KCH-1-RE8 replicates Table 5-SD from the 145 

Supplemental Direct Testimony of Rick T. Link, reflecting claimed ratepayer 146 

                                                           
6 Supplemental Direct Testimony of Rick T. Link, Exhibit RMP__(RTL-1SD), p. 1. After accounting for 

LGIA limitations, the effective capacity is 1,022.5 MW. 
7 Supplemental Direct Testimony of Rick T. Link, p. 4. 
8 Unless otherwise indicated, all measurements of benefits discussed in my testimony are on a total 

Company basis. 
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benefits ranging from $139 million to $273 million, depending upon the scenario. 147 

Table KCH-1-RE 148 

Net Benefits of Wind Repowering Projected by RMP ($ millions) 149 

2017-2036, as Calculated by RMP 150 

RMP Feb. 1, 2018 Supplemental Direct Filing 151 

Price-Policy Scenario 
SO Model  

PVRR(d) 

PaR Stochastic-

Mean 

PVRR(d) 

PaR Risk Adjusted 

PVRR(d) 

Low Gas, Zero CO2 ($159) ($141) ($148) 

Low Gas, Medium CO2 ($158) ($139) ($146) 

Low Gas, High CO2 ($183) ($165) ($173) 

Medium Gas, Zero CO2 ($201) ($171) ($180) 

Medium Gas, Medium CO2 ($204) ($180) ($189) 

Medium Gas, High CO2 ($215) ($193) ($203)  

High Gas, Zero CO2 ($257) ($234) ($246) 

High Gas, Medium CO2 ($260) ($248) ($260) 

High Gas, High CO2 ($273) ($240) ($252) 

       Data Source:  Supplemental Direct Testimony of Rick T. Link, Table 5-SD, p. 20. 

   Note: Projected customer benefits are shown as negative entries. 

On the surface, the repowering benefits actually appear to increase when 152 

comparing Table 5-SD in Mr. Link’s supplemental testimony, replicated above, to 153 

Table 1 in his rebuttal testimony, which I have also replicated below as Table 154 

KCH-2-RE, reflecting claimed ratepayer benefits ranging from $90 million to 155 

$214 million, depending on the scenario. 156 
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Table KCH-2-RE 157 

Net Benefits of Wind Repowering Projected by RMP ($ millions) 158 

2017-2036, as Calculated by RMP 159 

RMP October 19, 2017 Rebuttal Filing 160 

Price-Policy Scenario 
SO Model  

PVRR(d) 

PaR Stochastic-

Mean 

PVRR(d) 

PaR Risk Adjusted 

PVRR(d) 

Low Gas, Zero CO2 ($110) ($90) ($95) 

Low Gas, Medium CO2 ($125) ($108) ($113) 

Low Gas, High CO2 ($133) ($114) ($119) 

Medium Gas, Zero CO2 ($137) ($116) ($122) 

Medium Gas, Medium CO2 ($138) ($115) ($121) 

Medium Gas, High CO2 ($157) ($131) ($137) 

High Gas, Zero CO2 ($196) ($152) ($160) 

High Gas, Medium CO2 ($204) ($167) ($175) 

High Gas, High CO2 ($214) ($167) ($176) 

       Data Source:  Rebuttal Testimony of Rick T. Link, Table 1, p. 12. 

   Note: Projected customer benefits are shown as negative entries. 

 This appearance of an increase only occurs because RMP made a key 161 

change in the method it used for measuring PTC benefits over the 20-year period, 162 

2017-2036.  As noted by Mr. Link in his Supplemental Direct Testimony, his 163 

most recent analysis reflects nominal federal PTC benefits, whereas the analysis 164 

in his prior rebuttal and direct testimonies used real levelized federal PTC 165 

benefits.  As I will discuss in greater detail below, this change in measurement 166 

method is very significant: it makes the 20-year net benefits results presented in 167 

the Company’s supplemental filing non-comparable to the 20-year net benefits 168 

results in its rebuttal or direct filings.  In order to understand the directional 169 

changes in RMP’s supplemental 20-year analysis relative to the Company’s 170 

previous iterations, it is necessary that the supplemental analysis use the same 171 
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PTC measurement method used in RMP’s direct and rebuttal filings; this 172 

conversion will allow the claimed benefit results to be compared across the 173 

different phases of the case on an apples-to-apples basis. 174 

Q. Have you prepared such an analysis? 175 

A. Yes.  I have prepared a summary that uses the Company’s original PTC 176 

measurement method to forecast the 20-year repowering benefits using all of the 177 

same assumptions the Company used in its supplemental filing.  This summary is 178 

presented in Table KCH-3-RE, below, which shows impacts ranging from a 179 

negative $58 million in ratepayer detriment to a positive $77 million in claimed 180 

ratepayer benefits. 181 
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Table KCH-3-RE 182 

Net Benefits of Wind Repowering Projected by RMP ($ millions) 183 

2017-2036, Recalculated by UAE Using Real Levelized PTC Values 184 

Based on RMP Supplemental Filing 185 

Price-Policy Scenario 
SO Model  

PVRR(d) 

PaR Stochastic-

Mean 

PVRR(d) 

PaR Risk Adjusted 

PVRR(d) 

Low Gas, Zero CO2 $38 $56 $49 

Low Gas, Medium CO2 $39 $58 $51 

Low Gas, High CO2 $14 $32 $24 

Medium Gas, Zero CO2 ($4) $26 $16 

Medium Gas, Medium CO2 ($7) $16 $8 

Medium Gas, High CO2 ($18) $3 ($6)  

High Gas, Zero CO2 ($60) ($37) ($49) 

High Gas, Medium CO2 ($63) ($51) ($63) 

High Gas, High CO2 ($77) ($43) ($55) 

       Data Source:  UAE workpaper. 

   Note: Projected customer benefits are shown as negative entries. 

The results in Table KCH-3-RE are comparable to RMP’s original 20-year 186 

estimate of ratepayer benefits/detriments in its direct filing, which is replicated in 187 

Table KCH-4-RE, below, reflecting a range from a projected ratepayer detriment 188 

of $44 million to a projected ratepayer benefit of $103 million.  Note that the 189 

projected benefits in Table KCH-3-RE are lower than the values in Table KCH-1-190 

RE by $197 million in each scenario.  That is, using the PTC valuation method 191 

originally filed by RMP (consistent with the IRP) produces projected net benefits 192 

that are $197 million lower (across the board) than the PTC valuation method 193 

used by RMP in its supplemental filing.9 194 

                                                           
9 In RMP’s Response to UAE 9.2(e), the Company maintains that this difference is $170 million.  

However, the difference in this number from the $197 million in my testimony is attributable to the fact 

that, in that data response, RMP has failed to fully replicate the structure of the analysis used by RMP in its 
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Table KCH-4-RE 195 

Net Benefits of Wind Repowering Projected by RMP ($ millions) 196 

2017-2036 as Calculated by RMP 197 

RMP Direct Filing 198 

Price-Policy Scenario 
SO Model  

PVRR(d) 

PaR Stochastic-Mean 

PVRR(d) 

PaR Risk Adjusted 

PVRR(d) 

Low Gas, Zero CO2 $33  $43  $44  

Low Gas, Medium CO2 $0  $9  $8  

Low Gas, High CO2 ($18) ($17) ($19) 

Medium Gas, Zero CO2 ($33) ($24) ($25) 

Medium Gas, Medium CO2 ($22) ($13) ($15) 

Medium Gas, High CO2 ($41) ($35) ($36) 

High Gas, Zero CO2 ($75) ($40) ($43) 

High Gas, Medium CO2 ($64) ($34) ($37) 

High Gas, High CO2 ($103) ($80) ($85) 

       Data Source: Direct Testimony of Rick T. Link, Table 2, p. 28. 

   Note: Projected customer benefits are shown as negative entries. 

In comparing the above tables, it is clear that the 20-year claimed benefits 199 

of repowering have declined relative to the Company’s original filing for 24 out 200 

of 27 price-policy scenarios.  Also, the 20-year claimed benefits from repowering 201 

in the supplemental filing have declined compared to the Company’s rebuttal 202 

filing by between $111 million and $166 million, depending on the scenario.10 203 

Q. In what direction have the projected 34-year benefits moved in the 204 

supplemental filing? 205 

A. The 34-year benefit projections have declined in the Company’s supplemental 206 

filing (February 1, 2018) compared to its rebuttal filing (October 19, 2017) for all 207 

nine scenarios.  The declines range between $153 million and $359 million, 208 

depending on the scenario.  These declines can be seen in Mr. Link’s Table 6-SD 209 

                                                                                                                                                                              

direct filing.  This disagreement is the subject of continuing discovery. 
10 This is derived by comparing Tables KCH-3-RE to Table KCH-2-RE. 



Response Testimony of Kevin C. Higgins 

UAE Exhibit No. 1.0-RE 

Docket No. 17-035-39 

Page 13 of 62 

on page 22 of his supplemental direct testimony.  For ease of reference, I have 210 

replicated that table below in Table KCH-5-RE.  Note that RMP has not changed 211 

the PTC measurement method used in the 34-year analysis relative to its direct 212 

and rebuttal filings.  Consequently, unlike the 20-year analysis, the 34-year 213 

benefit projections in RMP’s supplemental filing can be directly compared to the 214 

34-year benefit projections in its direct and rebuttal filings. 215 

Table KCH-5-RE 216 

Net Benefits of Wind Repowering Projected by RMP ($ millions) 217 

2017-2050 as Calculated by RMP 218 

RMP Supplemental Filing vs. RMP Rebuttal Filing 219 

Price-Policy Scenario 

Updated Annual 

Revenue Requirement 

PVRR(d) 

Rebuttal Annual Revenue 

Requirement PVRR(d) 

Low Gas, Zero CO2 ($127) ($360) 

Low Gas, Medium CO2 ($121) ($480) 

Low Gas, High CO2 ($223) ($473) 

Medium Gas, Zero CO2 ($224) ($483) 

Medium Gas, Medium CO2 ($273) ($471) 

Medium Gas, High CO2 ($321) ($534) 

High Gas, Zero CO2 ($389) ($555) 

High Gas, Medium CO2 ($386) ($635) 

High Gas, High CO2 ($466) ($619) 

      Data Source: Supplemental Direct Testimony of Rick T. Link, Table 6-SD, p. 22. 

   Note: Projected customer benefits are shown as negative entries. 

The 34-year net benefits in the supplemental filing are also lower than the 220 

34-year net benefits projected by the Company in its direct filing for seven out of 221 

nine scenarios.  This can be seen by comparing the supplemental results in Table 222 

KCH-5-RE above to the results presented in the Company’s direct filing, which is 223 

replicated in Table KCH-6-RE, below. 224 
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Table KCH-6-RE 225 

Net Benefits of Wind Repowering Projected by RMP ($ millions) 226 

2017-2050, as calculated by RMP 227 

RMP Direct Filing 228 

Price-Policy Scenario 
PaR Stochastic-Mean 

PVRR(d) 

Low Gas, Zero CO2 ($41) 

Low Gas, Medium CO2 ($245) 

Low Gas, High CO2 ($344) 

Medium Gas, Zero CO2 ($362) 

Medium Gas, Medium CO2 ($359) 

Medium Gas, High CO2 ($401) 

High Gas, Zero CO2 ($400) 

High Gas, Medium CO2 ($274) 

High Gas, High CO2 ($589) 

     Data Source: Direct Testimony of Rick T. Link, Table 3, p. 32. 

   Note: Projected customer benefits are shown as negative entries. 

Q. What has driven the changes in forecasted repowering benefits among the 229 

various RMP filings? 230 

A. In the Company’s rebuttal filing, claimed net benefits increased relative to its 231 

direct filing due in part to a projected increase in energy output from the planned 232 

use of longer rotors.  This combined change increased projected net benefits by 233 

$63.9 million in the 20-year Medium Gas/Medium CO2 scenario.  Forecasted net 234 

benefits were also increased $70.2 million in that scenario as a result of an 235 

updated Official Forward Price Curve (“OFPC”), which, despite lower gas price 236 

projections, forecasted higher wholesale power prices relative to the Company’s 237 

direct case.  At the same time, these increases were partially offset by a lower 238 
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load forecast, primarily caused by a projected reduction in Utah and Wyoming 239 

load, which reduced projected net benefits by $18.5 million.11 240 

In RMP’s supplemental filing, the projected increase in benefits in the 241 

rebuttal filing was largely reversed by the reduction in the corporate tax rate from 242 

35% to 21%.  Although the lower tax rate reduces the income tax expense on the 243 

return on rate base from the repowered projects, which, in isolation, improves 244 

benefits, it simultaneously reduces the tax gross up benefit from the PTCs, which 245 

is the more powerful impact.  The net effect is that the tax rate cut causes the 246 

projected net benefits from repowering to be significantly reduced.  As I 247 

discussed above, the forecasted benefits in the supplemental filing are now lower 248 

than the benefits forecasted in the Company’s direct filing for 24 of the 27 249 

scenarios in the 20-year analysis and for seven out of the nine scenarios in the 34-250 

year analysis. 251 

Q. What are the forecasted 20-year net benefits of the repowering project using 252 

the Company’s original method for valuing PTCs? 253 

A. These values are summarized in Table KCH-3-RE, above.  As shown in the table, 254 

using the Company’s original method for valuing PTCs, the repowering project 255 

results in net costs to customers over the 20-year measurement period under all 256 

low-gas-cost scenarios, ranging from net costs of $14 million to $58 million.  257 

Moreover, it also results in net costs to customers for 5 out of 9 medium-gas-cost 258 

scenarios, with net costs as high as $26 million in the Zero CO2 scenario.  Even 259 

under RMP’s “middle scenario” – Medium Gas/Medium CO2 – the repowering 260 

                                                           
11 These impacts were discussed in my surrebuttal testimony, pp. 6-7.  
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project results in net costs to customers over the 20-year measurement period of 261 

$16 million using the PaR Stochastic-Mean metric when applying the Company’s 262 

original method for valuing PTCs.  Consequently, had RMP not changed its 263 

method for valuing PTCs, the Company would no longer have been able to claim 264 

that the repowering project produces net benefits for customers in the first 20 265 

years of its life for this scenario. 266 

Q. Do you believe the company’s new valuation approach is appropriate? 267 

A. No.  I have three serious concerns with the change in valuation method that RMP 268 

is using in its supplemental testimony.  First, it is highly problematic and 269 

troubling for RMP to change a key measurement method at this juncture of the 270 

proceeding – after three rounds of prior Company testimony – particularly when 271 

the change in method is essential for the Company to be able to continue to claim 272 

projected net benefits for the Company’s desired outcome.  This type of result-273 

driven change in method should be viewed by the Commission with great 274 

skepticism.  Second, the changed valuation approach for PTCs is inconsistent 275 

with the valuation method that has been used for many years for PTCs and capital 276 

costs in the context of the IRP.  RMP’s departure from the IRP valuation method 277 

for PTCs undermines the Company’s already tenuous claim that the repowering 278 

project is a legitimate product of the IRP process.  And third, the changed 279 

valuation approach for PTCs is inconsistent with RMP’s treatment of capital costs 280 

for the repowering projects, which RMP continues to measure on a real levelized 281 

basis in its 20-year benefits analysis.  By changing the method for valuing PTCs 282 
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without also changing the method of valuing capital costs, the Company is 283 

effectively “cherry-picking” the combination of valuation methods that achieves 284 

the most favorable optics for the projects that it wishes to pursue.  I will address 285 

each of these concerns in turn. 286 

Q. Before explaining your concerns with RMP’s change in PTC valuation 287 

method, please describe the mechanics of the PTC valuation change made by 288 

the Company. 289 

A. For at least the last 15 years, RMP has used a real levelization technique to value 290 

both the capital costs of new resources as well as PTCs for prospective wind 291 

projects in the Company’s IRPs.  (I will discuss the rationale for using this 292 

technique a little later in my testimony.) 293 

As described in the Company’s IRP documentation, real levelization is a 294 

method for converting a nominal stream of year-by-year revenue requirements 295 

into an alternative stream of revenue requirements that has the same present value 296 

as the nominal stream over a given measurement period.  By construction, the real 297 

levelized revenue requirement has a starting value, which when escalated over the 298 

measurement period, will result in a revenue requirement projection that has the 299 

same present value as the nominal year-by-year revenue requirement over that 300 

same period.  By construction, a real levelized revenue requirement starts out at 301 

its lowest value in the initial year of the analysis and then increases at the rate of 302 

inflation. 303 
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By way of comparison, in normal ratemaking, the nominal revenue 304 

requirement for a new capital investment is “front-end loaded,” in that revenue 305 

requirement (or annual cost to customers) is greatest in the initial years after the 306 

new plant has come into service; over time, the effects of accumulated 307 

depreciation will reduce the rate base on which the Company earns a return on the 308 

new plant, gradually reducing the annual revenue requirement in subsequent rate 309 

cases, all other things being equal.  In contrast, the shape of a real levelized 310 

revenue requirement for capital costs is the opposite of this.  As I stated above, 311 

the real levelized revenue requirement starts out at its lowest point in Year 1 of 312 

the analysis and then is assumed to increase at the rate of inflation.  The 313 

connection between the nominal revenue requirement and the real levelized 314 

revenue requirement is that (by construction) they both have the same present 315 

value over the measurement period, which is typically the life of an asset being 316 

evaluated. 317 

As I stated above, PTCs are also measured on a real levelized basis in the 318 

IRP, consistent with the treatment of capital costs.  Whereas the nominal revenue 319 

requirement benefit of PTCs will be experienced over the ten-year statutory life of 320 

any set of PTCs, in the IRP the real levelized value is assumed to occur 321 

throughout the expected life of the asset, and therefore has a lower starting value 322 

than the nominal value (and is assumed to grow at the rate of inflation over the 323 

asset’s life consistent with the discussion above).  By definition, the present value 324 
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of the PTCs is the same under both the nominal and real levelized approaches 325 

when measured over the life of the wind asset. 326 

In evaluating the net benefits of the repowering projects in this 327 

proceeding, Mr. Link has prepared workpapers showing both nominal revenue 328 

requirements and real levelized revenue requirements for each repowering project.  329 

In his 20-year analyses, in both his direct and rebuttal testimony, Mr. Link used 330 

the real levelized value of both capital costs and PTCs in calculating project 331 

benefits, consistent with the technique used in the IRP.  However, in his 332 

supplemental testimony, Mr. Link switched to measuring PTC benefits using the 333 

nominal value rather than the real levelized value, while continuing to measure 334 

capital costs on a real levelized basis. 335 

Q. Please address your concerns about changing the PTC valuation method in 336 

the middle of the case. 337 

A. It is highly problematic and troubling for RMP to change a key measurement 338 

method at this juncture of the proceeding – after three rounds of prior Company 339 

testimony.  First, as I stated above, the change in method makes the Company’s 340 

20-year benefit analysis non-comparable to the 20-year benefit analyses presented 341 

by RMP in prior rounds of testimony and in its 2017 IRP.  Whereas, superficially, 342 

the 20-year benefits to customers presented by RMP in its supplemental filing 343 

appear to be improving relative to the Company’s prior rounds of testimony, they 344 

are, in fact, getting much worse.  Thus, the change in method obscures the 345 

directional changes in benefits that have occurred.  It also impairs analytical 346 
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transparency and makes it more difficult to fairly evaluate the special regulatory 347 

treatment requested by the Company.  Secondly, such a mid-stream change 348 

undermines the credibility of the analysis, particularly when the change in method 349 

is essential for the calculation of net benefits to produce the Company’s desired 350 

result. 351 

Q. But couldn’t the change in PTC valuation method simply be viewed as an 352 

update similar to the other updates that were made in the supplemental 353 

filing? 354 

A. No.  There is a fundamental difference between updating inputs into the net 355 

benefit calculation, such as gas prices or the load forecast, versus changing the 356 

methodology for valuing PTCs.  As demonstrated in the discussion below, RMP 357 

considers real levelization to be a valuation methodology – and the change in 358 

methodology is what is problematic and troubling here. 359 

Q. Please further describe RMP’s use of real levelization in the IRP. 360 

A. RMP uses real levelization in its IRP because it is a useful technique for 361 

comparing various resources that may have different service lives and different 362 

in-service dates.  Since at least 2003, RMP has extolled the virtues of real 363 

levelization as a comparative measurement tool in several iterations of its IRP.  364 

For example, in 2003, the Company explained: 365 

The advantage of using real levelized revenue requirements is also 366 

extended to an analysis that compares various resources with 367 

various lives and various in-service dates. Real levelized revenue 368 

requirements will capture the comparative economic costs with 369 
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respect to one set of resources being compared against another, 370 

without the need for end effects adjustments.12 371 

In that same 2003 IRP, the Company indicated that real levelization was used for 372 

valuing PTCs.13  The levelization of PTCs and their equivalent treatment to 373 

resource capital costs was explained more explicitly in the 2008 IRP: 374 

The current tax credit of $21/MWh, which applies to the first 10 375 

years of commercial operation, is converted to a levelized net 376 

present value and added to the resource capital cost for entry into 377 

the System Optimizer model. The renewable PTC, or an equivalent 378 

federal financial incentive, is assumed to be available for all years 379 

in the study period.14 380 

By the time of the 2013 IRP, RMP was describing real levelization as an 381 

“established and preferred” methodology: 382 

All capital costs evaluated in the IRP are converted to real 383 

levelized revenue requirement costs. Use of real levelized revenue 384 

requirement costs is an established and preferred methodology to 385 

account for analysis of capital investment decisions that have 386 

unequal lives and/or when it is not feasible to capture operating 387 

costs and benefits over the entire life of any given investment 388 

decision.15 389 

PacifiCorp used this same language emphasizing real levelization, including the 390 

real levelization of PTCs, in the 2017 IRP.16 391 

 392 

 393 

 394 

                                                           
12 PacifiCorp 2003 IRP, Appendix J, p. 355-356. 
13 Appendix L to the 2003 IRP reports wind PTC values on a real levelized basis. See Table L.1, p. 371. 
14 PacifiCorp 2008 IRP, p. 136. 
15 PacifiCorp 2013 IRP, p. 160. 
16 See 2017 IRP, p. 150. 
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Q. Why is it a problem for the method of measuring PTC benefits to be 395 

inconsistent with the method RMP used in the IRP? 396 

A. From the outset of this case, RMP has maintained that the repowering projects 397 

were a product of the 2017 IRP process.  For example, in its Application, RMP 398 

states: 399 

The wind repowering project increases the energy generation of the 400 

Company’s existing wind facilities, while saving customers money by 401 

reducing operating costs and requalifying the facilities for PTCs. The 402 

substantial customer benefits exist across all market price and Clean 403 

Power Plan scenarios modeled in the 2017 IRP – demonstrating that the 404 

wind repowering project is not only least cost, it is also least risk. Utah 405 

Code Ann. § 54-17-402(3)(b)(iii).17 406 

To maintain any reasonable nexus with the IRP process, the benefits of the 407 

repowering project should be measured using the same valuation methods that 408 

were applied in the IRP.  And, consistent with this expectation, RMP did just that 409 

in its direct and rebuttal testimony in this case by using the same real levelization 410 

method for capital costs and PTCs as was used in the 2017 IRP.  But now, with 411 

the reduction in corporate tax rates causing the 20-year net benefits of the 412 

repowering project to decline appreciably or disappear altogether using the IRP 413 

measurement metrics, RMP has changed its method for measuring PTC benefits.  414 

This change creates an obvious and troubling inconsistency with the measurement 415 

method used in the IRP. 416 

The connection between the repowering project and the 2017 IRP is 417 

already very tenuous.  In my previous testimony, I noted that the repowering 418 

project was not presented to IRP stakeholders until very late in the process, 419 

                                                           
17 RMP Application, p. 9. 
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essentially after the analytics in the draft IRP (which did not include the 420 

repowering project) had been completed.  I also noted that the specific portfolio of 421 

repowering sites proposed by the Company did not receive the benefit of the 422 

vetting through the IRP stakeholder process that might have otherwise considered 423 

whether alternative repowering portfolios would be more cost effective.  These 424 

concerns were later underscored by the Commission in its acknowledgement of 425 

the Company’s IRP: 426 

We acknowledge that the 2017 IRP substantially complies with the 427 

Guidelines. We also recognize that PacifiCorp’s timing in 428 

completing and making available to parties its Energy Vision 2020 429 

analysis deprived parties of a reasonable opportunity to evaluate 430 

that substantial element of its IRP. Accordingly, we view Energy 431 

Vision 2020, including its effects on other aspects of the plan, to be 432 

less credible for IRP purposes than the remaining IRP 433 

components.18 434 

Now, by proposing a change in PTC valuation method in the supplemental 435 

filing, RMP seeks to cause the repowering proposal to depart even further from 436 

the IRP framework.  This undermines the Company’s already tenuous claim that 437 

the repowering project is a legitimate product of the IRP process.  It is difficult to 438 

fathom that a project such as this, which is not even needed for providing reliable 439 

service, would emerge as part of the IRP preferred portfolio under the updated 440 

assumptions (in particular, lower corporate tax rates) when the project now fails 441 

to provide positive 20-year customer benefits in a majority of gas/CO2 scenarios 442 

using the longstanding IRP measurement metrics. 443 

 444 

                                                           
18 Docket No. 17-035-16, March 2, 2018 Report and Order at 45. 
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Q. Has the Commission previously addressed any attempts by RMP to 445 

selectively deviate from IRP practices in the measurement of PTC benefits? 446 

A. Yes.  In RMP’s recent Qualify Facility (“QF”) pricing proceeding, Docket Nos. 447 

17-035-T07 and 17-035-37, RMP proposed to value “avoided PTCs” using 448 

nominal values rather than the real levelized values used in the IRP in an attempt 449 

to drive down avoided cost pricing for QFs.  The Commission appropriately 450 

rejected that proposed change.  In rejecting the Company’s proposal, the 451 

Commission stated: 452 

No party disputes the Coalition’s testimony that the capacity 453 

payment a QF receives is calculated on a real levelized basis. 454 

Furthermore, the total resource costs for supply-side resource 455 

options represent real levelized values that are inputs for 456 

PacifiCorp’s IRP modeling in determining the preferred portfolio. 457 

These costs include PTC values for wind resources. At hearing, 458 

PacifiCorp testified: “[T]o the extent we want to acquire 459 

resources…we use the same models that we use in the IRP.” 460 

 

Since the Proxy/PDDRR methodology draws upon the optimized 461 

IRP preferred portfolio, established on the basis of levelized input 462 

values, we find such values should be consistently applied in the 463 

determination of avoided cost prices. No party rebuts the 464 

Coalition’s argument that if real levelization is to be used for 465 

avoided capacity cost pricing, then it should likewise be used for 466 

avoided PTC valuation, consistent with the IRP. We therefore 467 

reject PacifiCorp’s proposed removal of PTCs from the calculation 468 

of real levelized avoided cost prices.19 469 

The Commission’s reasoning regarding the importance of using a valuation 470 

approach that is consistent with the IRP is equally applicable to the repowering 471 

proposal. 472 

                                                           
19 Docket Nos. 17-035-T07 and 17-035-37, January 23, 2018 Order at 32-33. Footnotes omitted. 



Response Testimony of Kevin C. Higgins 

UAE Exhibit No. 1.0-RE 

Docket No. 17-035-39 

Page 25 of 62 

Q. Please explain the problems that occur when RMP evaluates PTCs on a 473 

nominal basis while measuring capital costs on a real levelized basis. 474 

A. As I explained above, real levelization depicts capital-cost-related revenue 475 

requirements as being lower than they actually are in the initial years after a 476 

project comes into service.  This holds true for the repowering capital costs in the 477 

Company’s 20-year analysis.  That is, the 20-year real levelized capital cost 478 

understates the true revenue requirement – and thus customer rate impacts – 479 

associated with the repowering capital cost during the first 20 years.  However, I 480 

accepted RMP’s treatment of capital costs in this manner in the Company’s 481 

previous benefit analyses in this case because the approach used by the Company 482 

(i.e., real levelization) is used in the IRP and because PTC benefits were being 483 

treated in a consistent (i.e., real levelized) manner.  Yet, if PTC benefits are to be 484 

measured on a nominal basis instead, as occurs in RMP’s supplemental filing, 485 

then it would be necessary for analytical consistency to also measure 20-year 486 

capital costs on a nominal basis.  With the change in PTC measurement method 487 

in its supplemental filing, RMP has already abandoned any credible claim to be 488 

using an IRP framework in advocating for the repowering project.  If the new 489 

purpose of the 20-year analysis is simply to isolate the revenue requirement 490 

impacts of the proposal, outside of any IRP context, then the analysis should treat 491 

capital costs on a nominal basis to be consistent with the treatment of PTCs.  492 

Otherwise, changing the method for valuing PTCs without also changing the 493 

method of valuing capital costs results in a hybrid “cherry-picked” combination of 494 
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valuation methods that achieves the most favorable optics for the repowering 495 

project from RMP’s advocacy perspective. 496 

Q. Have you recalculated the 20-year benefits for the projects using nominal 497 

capital costs along with nominal PTCs? 498 

A. Yes, I have.  This analysis is summarized in Table KCH-7-RE below. 499 

Table KCH-7-RE 500 

Net Benefits of Wind Repowering Projected by RMP ($ millions) 501 

2017-2036, Recalculated by UAE Using Nominal Capital Costs 502 

Price-Policy Scenario 
SO Model  

PVRR(d) 

PaR Stochastic-

Mean 

PVRR(d) 

PaR Risk Adjusted 

PVRR(d) 

Low Gas, Zero CO2 ($121) ($103) ($109) 

Low Gas, Medium CO2 ($119) ($100) ($107) 

Low Gas, High CO2 ($145) ($127) ($135) 

Medium Gas, Zero CO2 ($162) ($133) ($142) 

Medium Gas, Medium CO2 ($165) ($142) ($150) 

Medium Gas, High CO2 ($177) ($155) ($164)  

High Gas, Zero CO2 ($218) ($195) ($207) 

High Gas, Medium CO2 ($221) ($209) ($221) 

High Gas, High CO2 ($235) ($201) ($213) 

    * Data Source:  UAE workpaper. 

   Note: Projected customer benefits are shown as negative entries. 

As shown by comparing Table KCH-7-RE to Table KCH-1-RE, 503 

recalculating the 20-year benefits for the projects using nominal capital costs 504 

(along with nominal PTCs) shows that the 20-year benefits are lower than what is 505 

presented in RMP’s supplemental filing by approximately $39 million in each 506 

scenario.  If nominal PTCs are to be used in the 20-year benefit calculation, then 507 

the adjusted values in Table KCH-7-RE should be used rather than the values 508 

calculated by RMP shown in Table KCH-1-RE. 509 
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IV. PROJECT-BY-PROJECT ANALYSIS 510 

Q. In your rebuttal testimony, you agreed with other witnesses that projected 511 

customer benefits should be analyzed on a project-by-project basis to identify 512 

the most cost-effective package of repowering sites for customers.  Has RMP 513 

performed such an analysis? 514 

A. Yes.  RMP presented a project-by-project analysis in both its rebuttal testimony 515 

and its supplemental testimony.  In its rebuttal filing, RMP contended that each of 516 

the repowering sites was cost effective measured over the 2017-2050 period for 517 

the Medium Gas/Medium CO2 scenario.20  In the 20-year analysis, for this same 518 

scenario, each of the sites provided projected net benefits in the System Optimizer 519 

(SO) analysis, but in PaR analyses, the McFadden Ridge project produced 520 

projected net benefits near zero.21 521 

In RMP’s supplemental filing, the Leaning Juniper project produces 522 

projected benefits equal to costs in the 20-year analysis in the Medium 523 

Gas/Medium CO2 scenario,22 and results in projected net costs in the Low 524 

Gas/Zero CO2 scenario,23 with both analyses using the Company’s modification 525 

to PTC valuation I discussed at length above.  Both summaries are replicated in 526 

Tables KCH-8-RE and KCH-9-RE for ease of reference. 527 

                                                           
20 Rebuttal Testimony of Rick T. Link, Table 5, p. 29. 
21 Id., Table 4, p. 28. 
22 Supplemental Testimony of Rick T. Link, Table 1-SD, p. 13. 
23 Id., Table 2-SD, p. 14. 
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Table KCH-8-RE 528 

Net Benefits of Wind Repowering Projected by RMP ($ millions) 529 

2017-2036, as Calculated by RMP on a Project-by-Project Basis 530 

Medium Gas/Medium CO2 Scenario 531 

RMP Supplemental Filing 532 

Wind Facility 
SO Model  

PVRR(d) 

PaR Stochastic-Mean 

PVRR(d) 

PaR Risk-Adjusted 

PVRR(d) 

Glenrock 1 ($25) ($21) ($23) 

Glenrock 3 ($8) ($7) ($7) 

Seven Mile Hill 1 ($33) ($28) ($29) 

Seven Mile Hill 2 ($7) ($7) ($7) 

High Plains ($17) ($13) ($13) 

McFadden Ridge ($5) ($4) ($4) 

Dunlap Ranch ($30) ($26) ($27) 

Rolling Hills ($12) ($9) ($10) 

Leaning Juniper ($0) ($0) ($0) 

Marengo 1 ($35) ($33) ($34) 

Marengo 2 ($15) ($14) ($15) 

Goodnoe Hills ($18) ($18) ($19) 

Total ($205) ($180) ($189) 

       Data Source:  Supplemental Direct Testimony of Rick T. Link, Table 1-SD, p. 13. 

   Note: Projected customer benefits are shown as negative entries 
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Table KCH-9-RE 533 

Net Benefits of Wind Repowering Projected by RMP ($ millions) 534 

2017-2036 as Calculated by RMP on a Project-by-Project Basis 535 

Low Gas/Zero CO2 Scenario 536 

RMP Supplemental Filing 537 

Wind Facility 
SO Model  

PVRR(d) 

PaR Stochastic-Mean 

PVRR(d) 

PaR Risk-Adjusted 

PVRR(d) 

Glenrock 1 ($21) ($21) ($22) 

Glenrock 3 ($7) ($6) ($6) 

Seven Mile Hill 1 ($28) ($28) ($29) 

Seven Mile Hill 2 ($6) ($6) ($6) 

High Plains ($12) ($9) ($10) 

McFadden Ridge ($4) ($3) ($3) 

Dunlap Ranch ($25) ($22) ($24) 

Rolling Hills ($9) ($7) ($7) 

Leaning Juniper $6 $3 $4 

Marengo 1 ($27) ($25) ($26) 

Marengo 2 ($11) ($10) ($11) 

Goodnoe Hills ($13) ($15) ($15) 

Total ($157) ($149) ($156) 

       Data Source:  Supplemental Direct Testimony of Rick T. Link, Table 2-SD, p. 14. 

   Note: Projected customer benefits are shown as negative entries. 

Q. How does Leaning Juniper fare in the 34-year analysis? 538 

A. In the 34-year analysis prepared by RMP, Leaning Juniper produces a relatively 539 

small projected net benefit of $8 million in the Medium Gas/Medium CO2 540 

scenario and zero net benefits in the Low Gas/Zero CO2 scenario using the 541 

PVRR(d) metric.24  These results are replicated in Table KCH-10-RE, below. 542 

                                                           
24 Id., Table 3-SD, p. 15. 
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Table KCH-10-RE 543 

Net Benefits of Wind Repowering Projected by RMP ($ millions) 544 

2017-2050, as Calculated by RMP on a Project-by-Project Basis 545 

RMP Supplemental Filing 546 

Wind Facility 
Medium Natural Gas 

and Medium CO2 

Low Natural Gas and 

Zero CO2 

Glenrock 1 ($33) ($33) 

Glenrock 3 ($11) ($6) 

Seven Mile Hill 1 ($41) ($40) 

Seven Mile Hill 2 ($10) ($6) 

High Plains ($22) ($6) 

McFadden Ridge ($7) ($2) 

Dunlap Ranch ($39) ($23) 

Rolling Hills ($15) ($5) 

Leaning Juniper ($8) ($0) 

Marengo 1 ($75) ($46) 

Marengo 2 ($20) ($7) 

Goodnoe Hills ($26) ($19) 

Total ($306) ($194) 

      Data Source:  Supplemental Direct Testimony of Rick T. Link, Table 3-SD, p. 15. 

   Note: Projected customer benefits are shown as negative entries 

Q. In light of these results, what does RMP recommend regarding the Leaning 547 

Juniper project? 548 

A. RMP recommends moving ahead with the Leaning Juniper project, as well as the 549 

other eleven repowering projects.25 550 

Q. Do you agree with RMP’s recommendation to proceed with the Leaning 551 

Juniper project? 552 

A. No.  The Leaning Juniper project does not produce projected net benefits in the 553 

20-year analysis in Medium Gas/Medium CO2 scenario and results in projected 554 

net costs in the Low Gas/Zero CO2 scenario over 20 years – even using RMP’s 555 

                                                           
25 Id., pp. 16-19. 
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favorable measurement metric for PTC valuation.  It is difficult to justify 556 

obligating customers to pay for this project in light of such meager expected 557 

results.  Further, as I will discuss below, Leaning Juniper fails to provide 558 

projected net benefits over a 20-year period when measured using nominal PTCs 559 

and nominal capital costs in either the Medium Gas/Medium CO2 or the Low 560 

Gas/Zero CO2 scenarios.  As I stated above, if nominal PTCs are to be used in the 561 

20-year benefit calculation, then the more appropriate way to view 20-year 562 

revenue requirement impacts is to use nominal capital costs (rather than real 563 

levelized capital costs) in the analysis.  As I will demonstrate below, when this is 564 

done, Leaning Juniper unambiguously fails the 20-year benefits test. 565 

Q. How do the individual repowering projects fare when PTC benefits are 566 

measured on a real levelized basis, consistent with the IRP? 567 

A. If PTC benefits are measured in a manner consistent with the IRP (i.e., on a real 568 

levelized basis) then several projects fail to produce 20-year projected benefits in 569 

the Medium Gas/Medium CO2 scenario and most projects fail to produce 570 

projected benefits in the Low Gas/Zero CO2 scenarios.  This is shown in Tables 571 

KCH-11-RE and KCH-12-RE, below, which are summaries of 20-year projected 572 

benefits on a project-by-project basis, for the Medium Gas/Medium CO2 and Low 573 

Gas/Zero CO2 scenarios, respectively, recalculated using real levelized capital 574 

costs and PTC values (i.e., consistent with RMP’s direct and rebuttal filings and 575 

the IRP). 576 
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Table KCH-11-RE 577 

Net Benefits of Wind Repowering Projected by RMP ($ millions) 578 

2017-2036, Recalculated by UAE on a Project-by-Project Basis 579 

Using Real Levelized PTC Values 580 

Medium Gas/Medium CO2 Scenario 581 

Based on RMP Supplemental Filing 582 

Wind Facility 
SO Model  

PVRR(d) 

PaR Stochastic-Mean 

PVRR(d) 

PaR Risk-Adjusted 

PVRR(d) 

Glenrock 1 ($5) ($2) ($4) 

Glenrock 3 ($1) $0 ($0) 

Seven Mile Hill 1 ($9) ($4) ($5) 

Seven Mile Hill 2 ($2) ($2) ($2) 

High Plains $6 $10 $10 

McFadden Ridge $2 $3 $3 

Dunlap Ranch ($1) $3 $2 

Rolling Hills $3 $5 $4 

Leaning Juniper $14 $15 $15 

Marengo 1 ($10) ($7) ($8) 

Marengo 2 ($3) ($2) ($3) 

Goodnoe Hills ($3) ($2) ($3) 

Total ($9) $17 $8 

       Data Source:  UAE workpaper. 

   Note: Projected customer benefits are shown as negative entries. 
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Table KCH-12-RE 583 

Net Benefits of Wind Repowering Projected by RMP ($ millions) 584 

2017-2036, Recalculated by UAE on a Project-by-Project Basis 585 

Using Real Levelized PTC Values 586 

Low Gas/Zero CO2 Scenario 587 

Based on RMP Supplemental Filing 588 

Wind Facility 
SO Model  

PVRR(d) 

PaR Stochastic-Mean 

PVRR(d) 

PaR Risk-Adjusted 

PVRR(d) 

Glenrock 1 ($1) ($1) ($3) 

Glenrock 3 $0 $1 $1 

Seven Mile Hill 1 ($4) ($4) ($5) 

Seven Mile Hill 2 ($1) ($1) ($1) 

High Plains $10 $13 $12 

McFadden Ridge $3 $4 $4 

Dunlap Ranch $4 $6 $4 

Rolling Hills $6 $8 $8 

Leaning Juniper $20 $18 $19 

Marengo 1 ($2) $1 $0 

Marengo 2 $1 $2 $1 

Goodnoe Hills $3 $1 $1 

Total $39 $48 $41 

       Data Source:  UAE workpaper. 

   Note: Projected customer benefits are shown as negative entries. 

As shown in Table KCH-11-RE, High Plains, McFadden Ridge, Dunlap 589 

Ranch, Rolling Hills, and Leaning Juniper generally result in net projected 590 

detriments or costs to customers in the 20-year measurement period, for the 591 

Medium Gas/Medium CO2 scenario, using the PTC valuation method employed 592 

in the IRP (as well as in RMP’s direct and rebuttal filings).  In addition, as shown 593 

in Table KCH-12-RE, most of the individual repowering projects fail the 20-year 594 

benefits test using real levelized PTCs in the Low Gas/Zero CO2 scenario. 595 

Specifically, Glenrock 3, High Plains, McFadden Ridge, Dunlap Ranch, Rolling 596 
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Hills, Leaning Juniper, Marengo I, Marengo II, and Goodnoe Hills each generally 597 

result in net costs to customers under this scenario using the PTC valuation 598 

method employed in the IRP. 599 

Q. What conclusions do you draw from this analysis? 600 

A. It is important for the Commission to recognize that many of the individual 601 

repowering projects would fail to provide 20-year projected benefits to customers 602 

if PTC benefits are measured using the same method employed in the IRP and in 603 

the Company’s direct and rebuttal filings.  Although RMP has now “repackaged” 604 

the PTC benefit stream in a way that improves the optics of the 20-year analysis, 605 

this repackaging requires a departure from the IRP valuation method for PTCs 606 

that has been in place for at least the past 15 years.  The failure of so many 607 

individual projects to provide net benefits over the 20-year measurement period 608 

using the original PTC valuation method should give the Commission significant 609 

pause. 610 

Q. You said that you also prepared a 20-year project-by-project analysis using 611 

nominal PTCs and nominal capital costs.  Please describe the results of this 612 

analysis. 613 

A. A summary of this analysis is shown in Tables KCH-13-RE and KCH-14-RE, 614 

below, which are summaries of 20-year benefits on a project-by-project basis, for 615 

the Medium Gas/Medium CO2 and Low Gas/Zero CO2 scenarios, respectively, 616 

recalculated using nominal PTCs and nominal capital costs. 617 
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As I noted above, the Leaning Juniper project results in net projected costs 618 

to customers under both the Medium Gas/Medium CO2 and Low Gas/Zero CO2 619 

scenarios.  In addition, the benefits projected for McFadden Ridge are relatively 620 

small in both scenarios ($1 million to $3 million). 621 

Table KCH-13-RE 622 

Net Benefits of Wind Repowering Projected by RMP ($ millions) 623 

2017-2036, Recalculated by UAE on a Project-by-Project Basis 624 

Using Nominal PTC Values and Nominal Capital Costs 625 

Medium Gas/Medium CO2 Scenario 626 

Based on RMP Supplemental Filing 627 

Wind Facility 
SO Model  

PVRR(d) 

PaR Stochastic-Mean 

PVRR(d) 

PaR Risk-Adjusted 

PVRR(d) 

Glenrock 1 ($22) ($18) ($20) 

Glenrock 3 ($7) ($6) ($6) 

Seven Mile Hill 1 ($28) ($24) ($25) 

Seven Mile Hill 2 ($6) ($6) ($6) 

High Plains ($12) ($8) ($8) 

McFadden Ridge ($3) ($2) ($2) 

Dunlap Ranch ($24) ($20) ($21) 

Rolling Hills ($9) ($7) ($8) 

Leaning Juniper $1 $2 $2 

Marengo 1 ($31) ($28) ($29) 

Marengo 2 ($13) ($11) ($12) 

Goodnoe Hills ($15) ($14) ($15) 

Total ($169) ($142) ($151) 

       Data Source:  UAE workpaper. 

   Note: Projected customer benefits are shown as negative entries. 
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Table KCH-14-RE 628 

Net Benefits of Wind Repowering Projected by RMP ($ millions) 629 

2017-2036, Recalculated by UAE on a Project-by-Project Basis 630 

Using Nominal PTC Values and Nominal Capital Costs 631 

 

Low Gas/Zero CO2 Scenario 632 

 

Based on RMP Supplemental Filing 633 

Wind Facility 
SO Model  

PVRR(d) 

PaR Stochastic-Mean 

PVRR(d) 

PaR Risk-Adjusted 

PVRR(d) 

Glenrock 1 ($18) ($18) ($19) 

Glenrock 3 ($6) ($5) ($5) 

Seven Mile Hill 1 ($24) ($23) ($25) 

Seven Mile Hill 2 ($5) ($5) ($5) 

High Plains ($7) ($4) ($5) 

McFadden Ridge ($2) ($1) ($1) 

Dunlap Ranch ($19) ($16) ($18) 

Rolling Hills ($6) ($4) ($4) 

Leaning Juniper $7 $5 $6 

Marengo 1 ($23) ($20) ($21) 

Marengo 2 ($8) ($7) ($8) 

Goodnoe Hills ($9) ($11) ($11) 

Total ($120) ($109) ($117) 

       Data Source:  UAE workpaper. 

   Note: Projected customer benefits are shown as negative entries. 

Q. What are your recommendations to the Commission regarding the project-634 

by-project analysis? 635 

A. If, notwithstanding my recommendation that the repowering project be rejected in 636 

total, if any portion of it is allowed to proceed, then, in addition to my other 637 

recommended actions, I recommend that the overall project be scaled back to 638 

exclude Leaning Juniper, as this project fails to provide projected net benefits 639 

over a 20-year period measured using nominal PTCs and nominal capital costs in 640 

either the Medium Gas/Medium CO2 or the Low Gas/Zero CO2 scenarios.  641 
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Moreover, the Commission should also consider excluding Glenrock 3, High 642 

Plains, McFadden Ridge, Dunlap Ranch, Rolling Hills, Leaning Juniper, Marengo 643 

I, Marengo II, and Goodnoe Hills from any preapproval because these projects 644 

fail to provide net benefits over a 20-year period using the measurement metrics 645 

in the IRP, i.e., real levelized PTC values, for one or both of the gas/CO2 646 

scenarios. 647 

V. OTHER RECOMMENDATIONS 648 

Q. In your direct testimony you recommended against adoption of the 649 

Company’s repowering proposal.  Is that still your position? 650 

A. Yes.  In my direct testimony I stated that the magnitude of the customer benefits 651 

from the repowering project in relation to the benefits to the Company over the 652 

next 20 years did not make a compelling case for UAE’s endorsement of this 653 

project.  Since I made that statement, tax reform has been enacted and the 654 

economics of this project have only gotten worse for customers (notwithstanding 655 

the fact that RMP is depicting the economics more favorably). 656 

As I stated in my direct testimony, RMP’s wind repowering proposal is 657 

not a typical utility investment proposition.  Utility generation projects are 658 

typically driven by the need to meet reliability requirements, load growth, and/or 659 

to replace retired plant that has come to the end of its useful life.  That is not the 660 

case here.  I have described the wind repowering project as an “opportunity” 661 

investment that seeks to take advantage of the availability of PTCs before federal 662 

tax credits begin to phase out. 663 
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If approval of the repowering project is based on public necessity, then 664 

clearly it should be rejected because the project is simply not needed to meet 665 

utility service requirements.  Not even RMP, the chief advocate for the project, 666 

has ventured to make the claim that the project is needed to serve customer load 667 

requirements.  Indeed, in some respects, the project is the antithesis of need, in 668 

that its core activity involves taking an action that, but for an expiring tax policy, 669 

would not make economic sense in the first place: namely, prematurely replacing 670 

10-year-old wind generating equipment that has 20 years remaining on its useful 671 

life. 672 

If public necessity cannot reasonably be the basis for approval of this 673 

project, then what should be considered – if it is to be considered beyond that 674 

threshold?  In my direct testimony, I addressed that question by recommending 675 

that the relative benefits to customers, taking account of the range of risks to 676 

customers, in relation to the benefits to RMP, should be considered as part of the 677 

Commission’s review.  My conclusion at this juncture of the proceeding is that 678 

the overall equities are not sufficiently balanced or reasonable to support approval 679 

– particularly in light of the large capital cost required, the lack of public 680 

necessity for this project, the ad hoc deviation from the IRP process surrounding 681 

this project, and the uncertainties that may impair the realization of projected 682 

customer benefits. 683 

 684 

 685 
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Q. How do the relative equities stack up after RMP’s supplemental filing? 686 

A. One of the challenges in answering this question is that the framework for 687 

measuring projected 20-year benefits has changed with the Company’s 688 

supplemental filing, as I discussed above.  In my opinion, RMP’s new “hybrid” 689 

measurement – nominal PTCs paired with real levelized capital costs – is not a 690 

valid framework.  Twenty-year benefits should either be measured using the 691 

original IRP framework, or, if the IRP treatment of PTCs is to be abandoned, 692 

through a consistent pairing of nominal PTCs and nominal capital costs. 693 

The 20-year projection of customer benefits (and costs) using the original 694 

analytical framework in this case (real levelized PTCs and real levelized capital 695 

costs) was  presented in Table KCH-3-RE, earlier in my testimony.  The estimate 696 

of customer benefits over this period ranges from a net cost to customers of $58 697 

million to a net benefit of $77 million.  The middle case, the Medium Gas, 698 

Medium CO2 scenario, yields a range of net costs of $16 million to net benefits of 699 

$7 million. 700 

Yet, over this same period, the net present value of the projected return to 701 

the Company on the repowering investment is $320 million, measured on a real 702 

levelized basis (the same basis used by RMP to measure capital costs over this 703 

period).  If, conservatively, we only consider the after-tax equity return over this 704 

period, the benefit to the Company is projected to be $212 million.  This 705 

calculation is shown in UAE Exhibit No. 1.1RE.26  Thus, over the 20-year 706 

                                                           
26 See Line Nos. 32-34 of the “20 Year NPV” column on page 1 of UAE Exhibit No. 1.1RE. 
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measurement period, the benefits from this opportunity investment are 707 

significantly weighted in favor of the Company. 708 

Alternatively, if we measure 20-year projected customer benefits and 709 

Company returns entirely on a nominal basis (e.g., nominal PTCs and nominal 710 

capital costs) the estimate of customer benefits over this period ranges from a 711 

projected net benefit of $100 million to $235 million, as shown in Table KCH-7-712 

RE.  The middle case, the Medium Gas, Medium CO2 scenario, yields a range of 713 

projected net benefits of $150 million to $165 million. 714 

Meanwhile, the 20-year benefit to the Company is projected to be $247 715 

million.27  This benefit (or equity return to the Company) is greater than the 716 

benefit measured using the IRP metric, because the former is calculated using the 717 

real levelized capital costs rather than the nominal capital costs.  Yet, even though 718 

abandoning the IRP framework for measuring 20-year projected customer 719 

benefits results in more favorable-looking results for customers, the projected 720 

benefits from the repowering investment remain significantly weighted in favor of 721 

the Company. 722 

Q. What are the relative equities between the parties over the longer 723 

measurement period? 724 

A. For the longer measurement period, 2017-2050, RMP calculates projected 725 

benefits to customers ranging from $121 million to $466 million, with a net 726 

customer benefit of $273 million in the Medium Gas, Medium CO2 scenario.  727 

These projections are shown in Table KCH-5-RE, presented earlier in my 728 

                                                           
27 See Line Nos. 15-17 in “20 Year NPV” column in the top section of page 1 in UAE Exhibit No. 1.1RE. 
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testimony.  Over this same period, the net present value of the projected return to 729 

the Company on the repowering investment is $418 million.  If, conservatively, 730 

we only consider the after-tax equity return over this period, the benefit to the 731 

Company is projected to be $277 million.  This calculation is also shown in UAE 732 

No. 1.1-RE.28 733 

Q. Why do the benefits to customers appear over a range, whereas the benefits 734 

to the company are expressed as a single value? 735 

A. The benefits to customers appear as a range because the repowering proposal is 736 

structured such that the fuel price and CO2 risk is borne entirely by customers.  In 737 

addition, there are other risks to customers that are not captured in the Company’s 738 

analysis, such as deviations in the performance, maintenance costs, or durability 739 

of the new assets.  In contrast, if the project is approved as proposed by RMP, 740 

then the Company would be expected to earn its return on investment, subject to 741 

the normal variations that may occur in between rate cases.  In terms of expected 742 

benefits, the repowering proposal is a much more stable proposition for the 743 

Company than it is for customers. 744 

Q. In your previous testimony you made several recommendations in the event 745 

that the Commission considers approval of RMP’s proposal.  Please 746 

summarize those recommendations. 747 

A. If the Commission considers approval of this project notwithstanding my 748 

recommendation to the contrary, I previously recommended that the Commission 749 

expressly condition the Company’s future cost recovery associated with the wind 750 

                                                           
28 See Line Nos. 15-17 or 32-34 of the “Lifecycle NPV” column on page 1 of UAE Exhibit No. 1.1RE. 
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repowering project on the Company’s ability to demonstrate that construction 751 

costs have come in at or below its estimated costs in this case, that the projects 752 

were completed as scheduled, and that, measured over a reasonable period of 753 

time, the megawatt-hours produced by the repowered facilities are equal to or 754 

greater than the forecasted production provided in this proceeding. 755 

In RMP’s rebuttal filing, the Company provided evidence that it has taken 756 

steps to ensure completion of the projects within the necessary schedule to qualify 757 

for the PTCs under the current statutes and to provide financial remedies if the 758 

schedule is not met.  Consequently, in my surrebuttal testimony, I modified my 759 

recommendation to remove the condition that projects are completed as 760 

scheduled.  However, since this project is being justified by the Company solely 761 

on the grounds of potential customer benefits, I continue to believe it is important 762 

that there be a reasonable nexus between future cost recovery and the actual 763 

provision of net benefits.  For that reason, I continue to recommend that the future 764 

cost recovery associated with the wind repowering project be conditioned on the 765 

Company’s ability to demonstrate that construction costs have come in at or 766 

below its estimated costs in this case, and that, measured over a reasonable period 767 

of time, the megawatt-hours produced by the repowered facilities are equal to or 768 

greater than the forecasted production provided in this proceeding.  I note that in 769 

the case of the latter, I am recommending that the output of the facilities be 770 

measured over a reasonable period of time in order to capture the long-term 771 

output trends to avoid penalizing the Company for adverse short-term results.  If 772 
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those conditions are not satisfied, notwithstanding any determination in this 773 

proceeding, I recommend that the Commission expressly reserve the right in a 774 

future rate case to reduce the Company’s recovery of costs associated with the 775 

repowering project to allow for a reasonable sharing of the risks and benefits of 776 

the project between the Company and customers. 777 

Q. In your previous testimony you also recommended a reduction of 200 basis 778 

points to the authorized rate of return on common equity applied to the un-779 

depreciated balance of the plant that RMP would retire to install the 780 

repowering investment.  Is this still your recommendation? 781 

A. Yes, it is.  To ensure that the Company and customers are reasonably sharing the 782 

risks and benefits of the proposed project even if the project comes in on budget, 783 

on time, and produces the anticipated generation output, I continue to recommend 784 

that a reasonable adjustment be made to the allowed return on the retired plant.  785 

As I discussed in my direct testimony, RMP plans to retire the replaced assets, but 786 

still recover the cost of these assets while earning the Company’s authorized rate 787 

of return on the un-depreciated balance.  RMP has made it clear that recovering 788 

the cost (and earning a return) on the retired assets is an integral part of its 789 

proposal.29 790 

Since the retired plant would no longer be used and useful, there is a 791 

greater degree of discretion that can be applied to the allowed return on it 792 

compared to the allowed return on plant in service.  This can range all the way 793 

from no return on the retired plant to a full return, depending on the merits of the 794 

                                                           
29 Direct Testimony of Jeffrey K. Larsen, p. 17. 
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situation.  The adjustment I am recommending is intended to better balance, 795 

upfront, the potential benefits from this proposition for both customers and the 796 

Company. 797 

Q. Have you updated the impact of your 200 basis point adjustment? 798 

A. Yes.  The impact differs based on the benefit measurement parameters.  The 799 

impacts using real levelized values consistent with the IRP valuation method are 800 

summarized in Table KCH-15-RE, below.  That table shows that a reduction of 801 

200 basis points to the authorized rate of return on common equity applied to the 802 

un-depreciated balance of the retired plant (taking into account associated ADIT) 803 

would increase the benefits to customers in the 20-year measurement period, 804 

2017-2036, by $34 million, while reducing the projected benefits to the Company 805 

by $25 million.  These calculations are shown in UAE Exhibit No. 1.2RE.30  The 806 

reason for the difference between these two values is that customer benefits are 807 

measured on a pre-tax basis (i.e., the measurement takes into account income tax 808 

expense paid by customers) whereas Company benefits are measured on an after-809 

tax basis.  If this 200 basis point adjustment to the return on common equity is 810 

made, the resulting 20-year benefit for the Company would be reduced to $187 811 

million,31 while the projected benefits to customers would range from a cost of 812 

$24 million to a net benefit of $110 million,32 using the same assumptions 813 

incorporated in the summary in Table KCH-3-RE. 814 

                                                           
30 See UAE Exhibit No. 1.2RE, p. 1, column b, lines 14-15. 
31 Derivation: $212.414 million - $25.472 million ≈ $186.941 million. 
32 This is derived by adding $34 million in customer benefits to the projected range of $58 million in net 

costs to $77 million in net benefits shown in Table KCH-3-RE. 
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Over the 2017-2050 period, a reduction of 200 basis points to the return on 815 

common equity on the retired plant would increase the projected benefits to 816 

customers by $45 million, while reducing the benefits to the Company by $34 817 

million.  These calculations are also shown in UAE Exhibit No. 1.2RE.33  The 818 

resulting benefit from the project for the Company would be reduced to $244 819 

million,34 while the projected benefits to customers would range from $166 820 

million to $511 million,35 using the same assumptions embedded in the summary 821 

in Table KCH-5-RE. 822 

                                                           
33 See UAE Exhibit No. 1.2RE, p. 1, column d, lines 11-12 or 14-15. 

34 Derivation: $277.436 million - $33.650 million = $243.787 million. 
35 This is derived by adding $45 million in customer benefits to the RMP projected range of $121 million to 

$466 million in net benefits shown in Table KCH-5-RE. 
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Table KCH-15-RE 823 

Summary of Benefits After 200 BP Adjustment to ROE on Retired Plant 824 

Total Company 

Projected Net Benefits to Customers and RMP Based on IRP Method 

(Real Levelized PTCs and Capital Costs) 

Timeframe 
Customer Benefit Range 

(Millions) 

RMP Benefit  

(Millions) 

2017-2036 $58 ($77) $212 

2017-2050 ($121) ($466) $277 

     

Projected Net Benefits to Customers and RMP Based on 200 BP 

Adjustment to ROE on Retired Plant 

Timeframe 
Customer Benefit Range 

(Millions) 

RMP Benefit  

(Millions) 

2017-2036 $24 ($110) $187 

2017-2050 ($166) ($511) $244 

Note: Projected customer benefits are shown as negative entries.  RMP benefits are shown as 825 

positive entries. 826 

Q. Your comparison of net benefits to customers and the Company is on a total 827 

Company basis.  Have you prepared any calculations on a Utah-allocated 828 

basis? 829 

A. Yes.  I convert the benefit measurements shown in Table KCH-15-RE into a 830 

Utah-allocated basis in Table KCH-16-RE, below. 831 
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Table KCH-16-RE 832 

Summary of Benefits After 200 BP Adjustment to ROE on Retired Plant 833 

Utah Allocated 

Projected Net Benefits to Customers and RMP Based on IRP Method 

(Real Levelized PTCs and Capital Costs) 

Timeframe 
Customer Benefit Range 

(Millions) 

RMP Benefit  

(Millions) 

2017-2036 $25 ($33) $93 

2017-2050 ($53) ($204) $121 

     

Projected Net Benefits to Customers and RMP Based on 200 BP 

Adjustment to ROE on Retired Plant 

Timeframe 
Customer Benefit Range 

(Millions) 

RMP Benefit  

(Millions) 

2017-2036 $11 ($48) $82 

2017-2050 ($73) ($223) $106 

Note: Projected customer benefits are shown as negative entries.  RMP benefits are shown as 834 

positive entries. 835 

Q. What is the impact of your 200 basis point adjustment using nominal PTCs 836 

and nominal capital costs to measure benefits? 837 

A. The impact is summarized in Table KCH-17-RE, below.  That table shows that a 838 

reduction of 200 basis points to the authorized rate of return on common equity 839 

applied to the un-depreciated balance of the retired plant (taking into account 840 

associated ADIT) would increase the projected benefits to customers in the 20-841 

year measurement period, 2017-2036, by $41 million, while reducing the benefits 842 

to the Company by $31 million.  These calculations are also shown in UAE 843 

Exhibit No. 1.2RE.36  If this 200 basis point adjustment to the return on common 844 

                                                           
36 See UAE Exhibit No. 1.2RE, p. 1, column b, lines 11-12. 
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equity is made, the resulting 20-year benefit for the Company would be reduced 845 

to $216 million,37 while the projected benefits to customers would range from 846 

$141 million to $276 million,38 using the same assumptions incorporated in the 847 

summary in Table KCH-7-RE. 848 

I note that the impacts for the 2017-2050 timeframe are the same as shown 849 

in Table KCH-15-RE, because the 2017-2050 analysis is not affected by the 850 

change in measurement methodology. 851 

                                                           
37 Derivation: $246.718 million - $30.995 million = $215.723 million. 
38 This is derived by adding $41 million in customer benefits to the projected range of $100 million to $235 

million in net benefits shown in Table KCH-7-RE. 
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Table KCH-17-RE 852 

Summary of Benefits After 200 BP Adjustment to ROE on Retired Plant 853 

Total Company 

Projected Net Benefits to Customers and RMP Measured Using 

Nominal  PTCs and Nominal Capital Costs 

Timeframe 
Customer Benefit Range 

(Millions) 

RMP Benefit  

(Millions) 

2017-2036 ($100) ($235) $247 

2017-2050 ($121) ($466) $277 

     

Projected Net Benefits to Customers and RMP Based on 200 BP 

Adjustment to ROE on Retired Plant 

Timeframe 
Customer Benefit Range 

(Millions) 

RMP Benefit  

(Millions) 

2017-2036 ($141) ($276) $216 

2017-2050 ($166) ($511) $244 

Note: Projected customer benefits are shown as negative entries.  RMP benefits are shown as 854 

positive entries. 855 

Q. If the project moves forward, why are the impacts from your recommended 856 

200 basis point adjustment reasonable? 857 

A. In the 20-year measurement, absent this adjustment, the benefit to RMP exceeds 858 

even the upper-end projected benefit to customers under the High Gas/High CO2 859 

scenario.  This is simply not a reasonable packaging of risk and reward.  Further, 860 

for the purpose of evaluating the repowering proposal from a customer 861 

perspective, it is wise to be conservative.  Therefore, the “high end” outcomes 862 

(e.g., High Gas/High CO2) should not be given much, if any, weight in the context 863 

of this “opportunity” investment.  The projected benefits under the Medium 864 

Gas/Medium CO2 scenario are in the $150 million to $165 million range, and 865 
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under the Low Gas/Medium CO2 scenario, the projected benefits are in the range 866 

of $100 million to $119 million.  I believe that a 200 basis point adjustment 867 

produces a more reasonable balancing of projected benefits between customers 868 

and the Company. 869 

Q. Have you converted the Total Company values in Table KCH-17-RE into 870 

Utah-allocated values? 871 

A. Yes. The values in Table KCH-17-RE are converted into Utah-allocated values in 872 

Table KCH-18-RE, below. 873 

Table KCH-18-RE 874 

Summary of Benefits After 200 BP Adjustment to ROE on Retired Plant 875 

Utah Allocated 

Projected Net Benefits to Customers and RMP Measured Using 

Nominal  PTCs and Nominal Capital Costs 

Timeframe 
Customer Benefit Range 

(Millions) 

RMP Benefit  

(Millions) 

2017-2036 ($44) ($102) $108 

2017-2050 ($53) ($204) $121 

     

Projected Net Benefits to Customers and RMP Based on 200 BP 

Adjustment to ROE on Retired Plant 

Timeframe 
Customer Benefit Range 

(Millions) 

RMP Benefit  

(Millions) 

2017-2036 ($62) ($120) $94 

2017-2050 ($73) ($223) $106 

Note: Projected customer benefits are shown as negative entries.  RMP benefits are shown as 876 

positive entries. 877 



Response Testimony of Kevin C. Higgins 

UAE Exhibit No. 1.0-RE 

Docket No. 17-035-39 

Page 51 of 62 

VI. SUMMARY OF RECOMMENDATIONS 878 

Q. Please summarize your recommendation to the Commission regarding 879 

RMP’s request for approval of the wind repowering project. 880 

A. I recommend against approval of the repowering project.  The magnitude of 881 

projected benefits to customers does not make a compelling case for UAE’s 882 

endorsement of this project in light of the large capital cost required, the lack of 883 

public necessity for this project, the ad hoc deviation from the IRP process 884 

surrounding this project, and the uncertainties that may impair the realization of 885 

projected customer benefits. 886 

If the repowering project is nevertheless approved, I recommend the 887 

Commission expressly condition the Company’s future cost recovery associated 888 

with the wind repowering project on the Company’s ability to demonstrate that 889 

construction costs have come in at or below those estimated, and that, measured 890 

over a reasonable period of time, the megawatt-hours produced by the repowered 891 

facilities are equal to or greater than the forecasted production provided in this 892 

proceeding.  I further recommend that any approval be made conditional on a 893 

reduction of 200 basis points to the authorized rate of return on common equity 894 

applied to the un-depreciated balance of the retired plant (inclusive of associated 895 

ADIT).  Since the Company’s cost of capital will change over time, the allowed 896 

return on the unamortized balance of the retired plant should be reset as a part of 897 

subsequent general rate cases by maintaining this differential relative to the return 898 

on equity approved in those cases.  Further, because the retired assets would be 899 
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subject to a lower rate of return under my proposal, it may be more appropriate to 900 

convert them to a regulatory asset, to better track them over time, rather than 901 

simply rebooking them into the Accumulated Depreciation Reserve (“ADR”) as 902 

proposed by RMP. 903 

I further recommend that if the repowering project is allowed to proceed, 904 

then in addition to my other recommended actions, the overall project should be 905 

scaled back to exclude at least Leaning Juniper, as this project fails to provide net 906 

benefits over a 20-year period even when measured using nominal PTCs and 907 

nominal capital costs in either the Medium Gas/Medium CO2 or the Low 908 

Gas/Zero CO2 scenarios.  Moreover, the Commission should also consider 909 

excluding Glenrock 3, High Plains, McFadden Ridge, Dunlap Ranch, Rolling 910 

Hills, Leaning Juniper, Marengo I, Marengo II, and Goodnoe Hills from any 911 

preapproval because these projects fail to provide net benefits over a 20-year 912 

period using the measurement metrics in the IRP, i.e., real levelized PTC values, 913 

for one or both of the gas/CO2 scenarios. 914 

VII. RESOURCE TRACKING MECHANISM 915 

Q. Please briefly describe the resource tracking mechanism that RMP is 916 

proposing. 917 

A. As I discussed in my previous testimony, the Company is proposing a new 918 

deferral and cost recovery mechanism, called the Resource Tracking Mechanism 919 

or RTM.  The Company is asking for the RTM to be in place until the incremental 920 
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costs and benefits of the repowering project are fully reflected in base rates.39  921 

Once the full costs are reflected in base rates in a general rate case, RMP proposes 922 

that the RTM stay in place for the purpose of tracking year-to-year changes in the 923 

PTCs from the repowered facilities.  RMP proposes that the deferral for each of 924 

the repowered wind resources include the following revenue requirement 925 

components: 926 

• A return on capital investment, net of ADR and ADIT 927 

• Operations & Maintenance (“O&M”) Expense 928 

• Depreciation expense 929 

• Property taxes 930 

• Wyoming Wind Tax 931 

• Net Power Cost (“NPC”) impacts  932 

• PTCs 933 

RMP proposes to calculate the RTM deferral as the difference between the 934 

value included in base rates for these items and the new value, taking into account 935 

the costs and benefits of repowered wind facilities as they come into service. 936 

Q. How would NPC savings attributable to incremental wind production be 937 

captured in rates?  938 

A. NPC savings are captured in the Energy Balancing Account (“EBA”), through 939 

which the benefit from incremental NPC savings would be flowed though to 940 

customers.  To the extent the EBA is modified or eliminated, the Company 941 

proposes to use the RTM to pass back any incremental NPC savings not captured 942 

in the EBA.40 943 

 944 

                                                           
39 RMP Application, pp. 7-8. 
40  Direct Testimony of Jeffrey K. Larsen, p. 5. 
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Q. Did the Company update its RTM calculation in its supplemental filing? 945 

A. Yes.  According to the Supplemental Direct Testimony of Joelle R. Steward, the 946 

Company updated the expected costs and benefits proposed to be recovered 947 

through the RTM to reflect Mr. Link’s updated economic analysis and the effects 948 

of federal tax reform.41  Unlike the Company’s direct filing, which showed a net 949 

revenue requirement decrease as a result of the wind repowering project in 2019, 950 

2021, and 2022,42 and the Company’s rebuttal analysis, which showed a revenue 951 

requirement decrease in each year from 2019-2022,43 the supplemental filing now 952 

shows a revenue requirement increase in 2019-2021.44  Net customer benefits are 953 

not projected to materialize until 2022.  These changes demonstrate the potential 954 

impact of material risks in this case, as I noted in my previous testimony. 955 

Q. In what ways do the results of RMP’s supplemental RTM analysis differ 956 

from its direct filing?  957 

A. Compared to RMP’s direct filing, the wind repowering project rate base is higher 958 

in the supplemental filing, largely due to a lower ADIT balance as a result of the 959 

lower corporate tax rate.  However, the pre-tax return on rate base is lower in each 960 

year 2020 through 2022 due to the lower tax-gross up.  O&M expense increased 961 

in the supplemental filing compared to the direct filing, and there were modest 962 

changes in depreciation expense, property taxes, and wind taxes.  For the years 963 

                                                           
41  Supplemental Direct Testimony of Joelle R. Steward, p. 2. 
42 See Exhibit RMP___(JKL-2). In RMP’s direct filing, a revenue requirement increase of $2.735 million 

(UT) was projected in 2020 due to the repowering project. However, $0 customer benefit or cost was 

projected in 2020, due to the cap which limited customer cost responsibility to the EBA pass-through 

amount. 
43 See Exhibit RMP___(JKL-2R). 
44 Supplemental Direct Testimony of Joelle R. Steward, p. 2. 
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2019 through 2021, there were modest changes to incremental NPC savings, with 964 

a larger decrease in projected NPC savings in 2022 compared to the direct filing, 965 

of $4.195 million on a Total Company basis ($1.788 million Utah).45  The gross-966 

up of the PTC benefit for taxes was significantly impacted by the lower tax rate, 967 

resulting in a decreased PTC revenue requirement benefit compared to the direct 968 

filing in each year 2019 through 2022, despite the fact that the amount of the PTC 969 

benefit before the gross-up is actually higher in the supplemental filing. 970 

In total, the Company is now projecting a net increase in Utah-allocated 971 

costs of $952 thousand in 2019, $9.132 million in 2020, and $3.664 million in 972 

2021, with a benefit of $978 thousand occurring in 2022 as a result of the wind 973 

repowering project. 974 

Q. What is your assessment of the RTM proposed by the Company? 975 

A. In my direct and rebuttal testimony, I explained that the RTM would add 976 

complexity to the ratemaking process, and expressed that I was unconvinced that 977 

such a mechanism should be adopted in lieu of RMP simply filing a general rate 978 

case at the appropriate time.  I continue to believe that conventional ratemaking is 979 

preferable to the adoption of a single-issue tracking mechanism, and would 980 

provide a reasonable path forward for cost recovery if RMP proceeds with the 981 

repowering project.  Utilities routinely make significant investments in the normal 982 

course of business without seeking or obtaining special ratemaking treatment.  983 

Instead, utilities must evaluate whether the current level of rates is compensatory 984 

                                                           
45 Like RMP’s direct filing, the NPC impacts used in the supplemental RTM calculations are based on the 

Medium Gas, Medium CO2 scenario. 
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in light of their overall costs and revenues. 985 

Conventional ratemaking is not intended to be a “cost reimbursement” 986 

exercise.  Rather, it is an exercise in price setting, with the expectation that the 987 

utility management will be incentivized to operate efficiently within the 988 

established pricing framework.  The “fixed price” paradigm of conventional 989 

ratemaking in effect “stands in” for the pressures of competition that a non-990 

monopoly firm would otherwise face.  In between rate cases, with adept 991 

management, the utility is able to earn above its authorized return; conversely, the 992 

utility must also bear the risk of under-earning its authorized return.  The 993 

importance of maintaining these incentives in utility regulation was expressed by 994 

Alfred E. Kahn in his seminal work, The Economics of Regulation: Principles and 995 

Institutions: 996 

Indeed, if effectiveness were defined, as it obviously ought to be, 997 

with an eye to the institutional requirements for efficiency and 998 

innovation, public utility commissions ought not even to try 999 

continuously and instantaneously to adjust rate levels in such a 1000 

way as to hold companies continually to some fixed rate of return; 1001 

and they probably ought not to try either to hold the rate of return 1002 

down to the bare cost of capital. The regulatory lag—the 1003 

inevitable delay that regulation imposes in the downward 1004 

adjustment of rate levels that produce excessive rates of return and 1005 

in the upward adjustments ordinarily called for if profits are too 1006 

low—is thus to be regarded not as a deplorable imperfection of 1007 

regulation but as a positive advantage. Freezing rates for the period 1008 

of the lag imposes penalties for inefficiency, excessive 1009 

conservatism, and wrong guesses, and offers rewards for their 1010 

opposites: companies can for a time keep the higher profits they 1011 

reap from a superior performance and to suffer the losses from a 1012 

poor one. A similar function is served by the Commission’s 1013 

following the explicit policy of holding permitted profits not to a 1014 

fixed percentage, but within a range or “zone of reasonableness,” 1015 
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with adjustments in rates permitted or imposed only when returns 1016 

fall outside that range.46 1017 

The adoption of a single-issue tracker mechanism like the RTM erodes the 1018 

economic incentive of a utility to manage its costs and operate as efficiently as 1019 

possible, and undermines the balanced operation of conventional ratemaking as 1020 

described by Dr. Kahn. 1021 

I recommend against approval of the RTM because it is an example of 1022 

single-issue ratemaking and, as such, suffers from the shortcomings of identifying 1023 

costs and setting rates in isolation.  Further, when all net costs are flowed through 1024 

such a mechanism, it potentially undermines the incentive for a utility to perform 1025 

as efficiently as it might otherwise do.  The Company’s supplemental filing 1026 

provides no new evidence or policy argument that suggests to me that the RTM is 1027 

necessary or desirable. 1028 

Q. In light of the concerns you have identified with respect to single-issue 1029 

ratemaking and reduced incentive to manage costs, what factors should the 1030 

Commission consider when asked to approve a single-issue tracking 1031 

mechanism such as the RTM? 1032 

A. I recommend that the Commission consider at least the following three basic 1033 

questions before adopting a single-issue tracking mechanism: 1034 

1. Are the costs that would be recovered through the mechanism subject to 1035 

significant volatility from year to year? 1036 

2. Are the costs in question largely beyond the control of management? 1037 

                                                           
46 Alfred E. Kahn, The Economics of Regulation: Principles and Institutions (New York: John Wiley & 

Sons, 1970) Vol. II, p. 48. Footnote omitted. 
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3. Are the costs that could be recovered through the mechanism substantial 1038 

enough to have a material impact on the utility’s revenue requirement and 1039 

financial health between rate cases if they were to go unrecovered? 1040 

A single-issue tracking mechanism should be evaluated in the context of these 1041 

three questions.  Even if the answer to each question is “yes,” the adoption of 1042 

such a mechanism should be weighed against the disadvantages of single-issue 1043 

ratemaking and disincentives to manage costs. 1044 

Q. If development of the wind repowering project goes forward, what are the 1045 

implications for the issues identified in these three questions? 1046 

A. The repowering project costs do not appear to be subject to significant volatility.  1047 

According to the Supplemental Direct Testimony of Cindy A. Crane, the expected 1048 

investment costs of the repowering project are now less uncertain, as the contract 1049 

negotiations and technical studies are nearing completion.47  Neither these 1050 

expenditures nor the going-forward operations costs are beyond the control of 1051 

management.  While the PTC benefit is largely dependent on wind conditions, it 1052 

is also dependent on the locations of the repowered wind turbines, and partially 1053 

dependent as well on the Company’s operation and maintenance practices and the 1054 

corresponding generator availability.  Thus, while the PTC benefit is variable and 1055 

not entirely controlled by the Company, the Utah ratemaking treatment of PTCs is 1056 

to include them in base rates at test period levels, i.e., PTC variability does not 1057 

warrant special ratemaking treatment today.  There is nothing unique about the 1058 

proposed repowering project that justifies changing this policy by adopting the 1059 

                                                           
47 Supplemental Direct Testimony of Cindy A. Crane, p. 1. 
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RTM on the basis of concerns about PTC variability or lack of management 1060 

control over the PTCs for the repowered plants. 1061 

Moreover, the continued applicability of PTCs to the existing wind plants 1062 

would be a direct result of moving ahead with the proposed repowering project, 1063 

and thus would derive from a conscious choice by Company management to re-1064 

qualify the Company’s existing wind resources for PTCs.  Accordingly, it is 1065 

reasonable for any incremental PTC variability risk, due to requalification of these 1066 

investments, to be borne by RMP as project proponent and investor. 1067 

Finally RMP’s Utah earnings are currently reasonably healthy, and give 1068 

no indication that special ratemaking treatment is needed for the Company to 1069 

carry out its investment activities.  For example, the Company’s most recent 1070 

available Results of Operations for the period ending June 2017 indicates that the 1071 

Company’s normalized return on equity in Utah was 9.632%, and its overall 1072 

return on rate base was 7.498%.  This overall rate of return is comparable to the 1073 

rate of return of 7.57% authorized by the Commission in Docket No. 13-034-184. 1074 

Q. In its direct testimony, RMP proposed to cap the RTM until the next general 1075 

rate case so that, after taking into account the NPC benefits that will flow 1076 

through the EBA, it would not result in a net charge to customers.  Has the 1077 

Company modified its proposal in light of the projected increase in net costs? 1078 

A. Yes.  In its direct filing, the Company proposed that customers would be subject 1079 

to a surcharge if the wind repowering project results in a net cost to RMP in a 1080 

measurement year.  However, the surcharge would be capped at the amount of the 1081 
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incremental NPC benefits that would have flowed back through the EBA without 1082 

the RTM.48  In such a situation, the surcharge would act to “claw back” the 1083 

incremental NPC benefit from the repowering projects that would have been 1084 

passed through to customers through the EBA.  The cap was designed to limit 1085 

customers’ downside risk during the RTM effective period by capping customers’ 1086 

cost responsibility at a level that would be entirely offset by the incremental NPC 1087 

benefits that flow through the EBA. 1088 

RMP continues to propose a cap on the amount of net repowering costs 1089 

subject to the RTM, so there will be no net rate increase to customers, absent a 1090 

rate case.  However, the Company now proposes to separately defer the net costs 1091 

in excess of the cap associated with tax law changes, and seek recovery through 1092 

an offset to the deferral for the impacts from tax reform, which the Commission is 1093 

addressing in Docket No. 17-035-69.49  As I understand it, RMP would seek to 1094 

recoup from Utah customers $10.339 million in projected increased costs 1095 

resulting from the project in 2019-2021 that it attributes to the reduced tax rate by 1096 

debiting its tax reform deferral.50 1097 

Q. What is your response to the Company’s new proposal to separately defer 1098 

and recover net costs in excess of the cap associated with tax law changes? 1099 

A. In its direct and rebuttal filings, RMP touted the customer protections afforded by 1100 

its proposed RTM cap, claiming that the Company would bear the risk of costs 1101 

                                                           
48 Direct Testimony of Jeffrey K. Larsen, pp. 14-15. 
49 Supplemental Direct Testimony of Joelle R. Steward, p. 6.  
50 See RMP Response to OCS Data Request 13.10, Attach OCS 13.10, the pertinent portion of which is 

included in UAE Exhibit No. 1.3RE. 
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exceeding benefits in any given year until the project is fully reflected in base 1102 

rates.51  The Company’s new proposal to defer and recover net costs in excess of 1103 

the cap would undermine the customer risk mitigation originally intended by the 1104 

cap, by exposing customers to net revenue requirement increases resulting from 1105 

repowering, to the extent such increases can be attributed to tax law changes.  1106 

RMP’s proposal to recoup these projected revenue requirement increases from 1107 

customers through an offset to its tax reform deferral would further shift the near-1108 

term benefits of this opportunity investment in favor of the Company compared to 1109 

the original cap proposal.  My primary recommendation to reject the RTM 1110 

notwithstanding, if some version of the RTM is approved, I recommend that the 1111 

Company’s original proposal to cap the surcharge at the amount of incremental 1112 

NPC benefits be retained, with no deferral of costs exceeding the cap. 1113 

Q. Please summarize your overall recommendation concerning the RTM. 1114 

A. The RTM should not be approved.  The proposed mechanism is quite complex.  1115 

This departure from conventional ratemaking practice is not necessary and, taken 1116 

as a whole, is not desirable.  Because the RTM is an exercise in single-issue 1117 

ratemaking, it brings with it attendant concerns about the efficacy of identifying 1118 

costs and setting rates in isolation.  Rather than adopting the RTM, I believe it 1119 

would be preferable for RMP to instead file a general rate case at the appropriate 1120 

time to recover its repowering costs in the context of the Company’s overall costs 1121 

and revenues. 1122 

 1123 

                                                           
51 Direct Testimony of Jeffrey K. Larsen, p. 2; Rebuttal Testimony of Jeffrey K. Larsen, p. 9. 
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However, if the RTM is approved, it should be modified.  In particular, the 1124 

Company’s proposed long-term continuation of the RTM as a PTC tracking 1125 

mechanism should be eliminated.  PTCs are not tracked today in the manner 1126 

proposed by the Company, nor is it necessary to track PTCs going forward to 1127 

ensure just and reasonable rates.  Therefore, I recommend that if the RTM is 1128 

approved, the Company’s proposal for a long-term PTC tracker be rejected.  In 1129 

addition, the Company’s original proposal to cap the surcharge at the amount of 1130 

incremental NPC benefits should be retained, with no deferral of costs exceeding 1131 

the cap. 1132 

Finally, if a form of an RTM is adopted, the treatment of property tax 1133 

expense should be modified to take into account the expected reduction in 1134 

property tax on existing plant that would occur as the repowering project is 1135 

implemented and existing plant is retired, as I discussed in my rebuttal testimony. 1136 

Q. Does this conclude your response testimony? 1137 

A. Yes, it does. 1138 
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