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Introduction

Please state your name and business address.

My name is Roger Swenson. My business address is 1592 East 3350 South, Salt Lake
City, Utah.

Did you file testimony previously in this matter?

Yes. | provided direct testimony that was filed with US Magnesium’s application in this
docket.

What is the purpose of your rebuttal testimony?

My rebuttal testimony responds to the testimony filed by Rocky Mountain Power (“RMP”
or “Company”) witness Craig Eller, the testimony filed by Division of Public Utilities
(“Division”) witness Casey Colman, and the testimony filed by Office of Consumer
Services (“Office”) witness Bela Vastag. My rebuttal testimony also revises US
Magnesium’s proposal in this matter from the proposal submitted with my direct testimony
in September 2021. A draft ESA with proposed rates, terms, and conditions setting forth
my proposal is attached hereto as CONF USMag Exhibit 2.1. My rebuttal testimony

discusses various provisions of US Magnesium’s current proposal.

Nature of this Proceeding

Q.

Each of the other witnesses offer testimony regarding the unique nature of this
proceeding. Please respond.
I will respond to Mr. Colman for the Division, Mr. Vastag for the Office, and Mr. Eller for

the Company, each of whom offer perspectives about the validity of this proceeding.

Rebuttal Testimony of Roger Swenson
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Mr. Eller bluntly states that public utility customers should not be permitted to file
an application seeking a special contract with the Company.! Mr. Eller’s opinion is
contradicted by the history of Commission proceedings involving US Magnesium and the
Company as outlined in my direct testimony. As discussed in my direct testimony, this
Commission has adjudicated numerous disputes regarding the provision of electric service
by the Company to US Magnesium since 1968. This docket does not differ in its nature
from the previous disputes that this Commission has addressed when the parties have been
unable to reach agreement on the rates, terms, and conditions of electric service. Mr.
Eller’s claim that a utility customer cannot petition the Commission as US Magnesium has
done in this proceeding is troubling. The Company has been granted a state-sanctioned
monopoly to provide electric service. US Magnesium is a captive customer with no option
to obtain electric service from other market participants. The Commission, as the regulator,
is empowered to act in the absence of market forces to ensure that rates, terms, and
conditions of service are just and reasonable. The Commission has acted in this capacity
since US Magnesium first petitioned for interruptible service in 1968. Mr. Eller’s position,
if adopted, would empower the Company to dictate terms and conditions to US
Magnesium, which would have no power to bargain. The Commission should reject Mr.
Eller’s assertion that the Commission has no role to play in addressing disputes such as the
one in this docket.

US Magnesium generally agrees with the testimony of Mr. Colman and Mr. Vastag
on this point. Mr. Vastag notes that, pursuant to Utah Code 8§ 54-4-4, the Commission has

the authority to order new rates and terms between the Company and US Magnesium.? US

! January 2022 Response Testimony of Craig Eller at lines 35-37.
2 Direct Testimony of Bela Vastag (OCS) at lines 20-26.
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Magnesium agrees with this discussion. US Magnesium also agrees with Mr. Colman that
this docket is unusual, in that the Commission is typically asked to consider a negotiated
agreement, whereas this docket asks the Commission to resolve disputes that prevent the
parties from reaching an agreement.® | would prefer that US Magnesium and the Company
had been able to reach a negotiated agreement. That has not happened here, but this
Commission must be available to bridge gaps in such negotiations or customers like US
Magnesium will have no ability to negotiate. As Mr. Colman states: “Simply casting a
long-time customer off its expiring contract and onto schedule rates in these circumstances
is not likely in the public interest, particularly if that result gives the utility too much
bargaining power in its contract negotiations with the customer that has long had contracts

recognizing specific customer attributes and potential value to the system.”*

The Major Focus of the Company’s Testimony

Q.

A.

Please provide a summary of the Company’s position as you see it?

Mr. Eller’s testimony on behalf of the Company identified several main points. First, the
Company argues that curtailment should no longer be based on a day-ahead temperature
forecast. Second, the Company argues that the buy-through provisions of the existing
contract is not working because there is no physical curtailment of load. Third, the
Company asserts that removing US Magnesium’s load at the time of system coincident
peak from the cost-of-service model that allocates cost for the six months in which US
Magnesium is subject to curtailment to avoid those system coincident peaks should no
longer be allowed. Finally, the Company asserts that US Magnesium should no longer be

able to buy-through during a curtailment and that US Magnesium should become a firm

3 Direct Testimony of Casey Colman (DPU) at lines 92-133.
41d. at lines 122-126.
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customer under Schedule 31 arrangements and only have an operating reserve contract
offsetting the Schedule 31 costs.

What is your response to the Company’s first argument that curtailment should no
longer be based on a temperature forecast as it is in the existing contract?

US Magnesium agrees that basing curtailment decisions on high temperature forecasts is
not the optimal method for the Company to curtail US Magnesium’s load. My direct
testimony proposed an alternative mechanism for curtailment that was not based on the
temperature triggers set forth in the existing contract. | believe there are better approaches
to achieving the desired result of load reduction during system coincident peaks that
reduces the costs allocated to Utah. Other parties have also indicated that the temperature-
based trigger is not something that should be continued. | agree.

Have the temperature-based curtailment provisions in the contract been successful in
resulting in curtailments that coincide with system coincident peaks?

Yes. Confidential Table 2 in Mr. Eller’s January 2022 Response Testimony demonstrates

that |
I
O

Does the current contract address what happens when a system coincident peak
occurs at a time when the forecasted temperature did not allow the Company to call

for curtailment during one of the summer curtailment months?

Rebuttal Testimony of Roger Swenson
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If the temperature trigger has successfully resulted in the Company calling for
curtailment during system peak hours, why do you agree that it is no longer
necessary?

From US Magnesium’s perspective, the temperature trigger has resulted in the Company

calling for more curtailments than has been necessary to avoid system coincident peaks.

The Company has simply called for a curtailment |
I, This is
unnecessary. While the temperature trigger has been a useful tool in the Company’s
decision to call for curtailments, it need not be a limitation or a requirement in the contract.
The Company can still utilize forecasted temperatures as one of many data points to decide
whether or not to require curtailment, but it need not be a contract requirement that it be

the only data point available to the Company in this regard.
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How do you respond to the Company’s second argument that the buy-through
provisions of the existing contract do not result in physical curtailment of load and
should be discontinued?

The Company is incorrect when it claims that the existing contractual provisions, and how
US Magnesium operates during curtailments, results in no curtailment benefits to the
Company. As an initial matter, the testimony offered by the Company strongly suggests
that US Magnesium has somehow acted improperly in buying through during curtailment
periods. Any such suggestion should be rejected. US Magnesium curtails load when called
upon to do so and, consistent with the provisions of its contract, it has bought through at
market prices when it has needed to operate at a level above what is possible with its on-

site generation resources during curtailment periods. When US Magnesium buys through

during curtailment periods,
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Does US Magnesium ever elect to physically curtail load, or does it always buy
through to its full capacity during curtailment periods?

Contrary to the testimony of Mr. Eller, US Magnesium does physically curtail load when
requested to curtail by the Company. US Magnesium elects not to buy through at full
capacity when it makes economic sense to do so, as any rational commercial operator
would do. The curtailments as directed by the Company are typically for the 4-hour period
during the summer months between the hours ending 1800-2100. US Magnesium has
recently often physically curtailed load and elected not to buy through during the hours
ending 2000 and 2100.°

Why does US Magnesium curtail load during the hours ending 2000 and 2100.

These hours are the highest cost hours in the contractual arrangement when called on by

the Company to curtail usage. Pursuant to the existing contract, |GGG

US Magnesium elects to reduce its load

requirements and not to buy through during these hours where market prices and scalars

5 See CONF USMag Exhibit 2.5.
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are too high to justify continuing operations at that level. The market pricing and scalars
are price signals to which US Magnesium responds and adjusts operations.

Are the scalars developed by the Company typically highest at times of system
coincident peak?

No. The Company provided information in response to a data request showing the hours
that system peak loads occurred in each of the contract curtailment months from 2016

through 2021. Confidential Table 1 below summarizes those results. As Confidential

Table 1 shows, |
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CONFIDENTIAL Table 1

What does the information in Confidential Table 1 show?

As noted above, Confidential Table 1 shows the hours during which system coincident

peaks occurred during the curtailment months of
.
| K

How do you respond to RMP’s claim that the buy-through basis of the approved
contract provisions and the temperature derived curtailment trigger is not working?
| agree with the testimony of Division witness Casey Colman, who testified that the
Company was not administering the contract properly and certainly not in a way that
gave US Magnesium encouragement to physically curtail and elect not to buy through in
the system peak hours. If the goal of reducing Utah load during system coincident peaks

has not been achieved during the contract by the Company’s now after-the-fact

& A workpaper showing calculations associated with Confidential Table 1 is included herewith in CONF USMag
Exhibit 2.7.
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determination, the question must be asked whether that is the result of the contract
provisions or whether this is the result of the manner in which the Company administered
the contract. If RMP did not properly administer the curtailment provisions of the
contract to incentivize US Magnesium to physically curtail rather than buy through from
market resources, as Mr. Colman concludes, then the Company’s assertion that the
contract provisions must be radically changed to achieve those results are drawn into
serious question.

Why doesn’t US Magnesium just physically curtail and decline to buy through during
all four hours of a curtailment period when the Company calls for a curtailment?
US Magnesium prefers to curtail its operations for not more than two hours to keep high
temperature molten salt in its manufacturing process from cooling to levels that can cause
problems in US Magnesium’s operations. Therefore, when the Company calls for a 4-hour
curtailment, the best option available to US Magnesium’s operations is usually to always
buy-through if costs are reasonable for market sourced resources. If costs are
extraordinarily high then US Magnesium will choose to reduce load for the two highest-
cost hours out of the 4-hour period and buy-through for the two lower-cost hours.

How do you respond to Mr. Eller’s third main argument that US Magnesium’s load
during system coincident peaks when it is buying through should be included in the
cost-of-service allocation model in the months that US Magnesium is subject to
curtailment?

The current contract does not serve as a basis for including US Magnesium’s load in the
cost of service allocation model during curtailment months. The buy through provision is

a mechanism put in place to enable US Magnesium to be curtailed for a four-hour

10
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duration to give a greater chance of being curtailed during a system coincident peak to
meet the objective of reducing Utah’s peak load allocation during system peak times. It is
a condition applied to US Magnesium as part of the contract basis so as to confidently
drop load during the system coincident peak. The Company indicated that a four-hour
curtailment duration was necessary to ensure that curtailment occurred during system
peak, and US Magnesium responded that it did not want to regularly physically curtail for
four-hour time blocks since it would cause the production process to be less efficient.
Buy-through allowed both parties to achieve their objectives. Because US Magnesium
did not want to subject the operations to 4-hour duration curtailments it was a reasoned
basis to meet the curtailment goal. All parties have agreed to these provisions for multiple
contract extensions and the Commission has approved the contracts as such. It is hard to
understand the Company’s assertion that it should not be allowed now just because US
Magnesium is the only customer to request such treatment.
Given the nature of how the Company has been administering the contract do you
agree that US Magnesium should not be permitted to buy-through because it is the
only customer to currently have that contractual right?
No. The Company has called for curtailments in hours that clearly would not have
included the system coincident peak, resulting in US Magnesium being curtailed more
than was contemplated to meet the contract’s purpose of curtailments to avoid system
coincident peak, and US Magnesium has elected to buy-through from the market
regularly as a result.

Also, the Company’s argument that US Magnesium should not be permitted to

buy-through because it is the only interruptible special contract customer that currently

11
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has that contract right is not a valid basis to eliminate the right in the next contract. There
are only three interruptible special contract customers on PacifiCorp’s system. There are
likely unique provisions in each of those special contracts. Extended to its logical
conclusion, the Company’s argument is that there should be no unique provisions in these
contracts and that each special contract customer must be treated the same.

Finally, US Magnesium is not now and has never suggested that other customers
not be allowed to buy through during a curtailment. If a buy-through makes sense for
another customer based on the terms of that customer’s contract and its operations, US
Magnesium does not object to another customer having the contractual right to buy-
through.

Would US Magnesium have taken different actions if it had known that the
Company would shift course and claim that interruptible value can only be derived
from physical load curtailments during system coincident peaks?

Yes. US Magnesium would have pushed to use data and operational knowledge gained to
continue to reduce physical load in as many of the system coincident peaks as possible,
using the fewest hours possible to do so. If, as the Company proposes, cost of service is
determined only by physical curtailment—if curtailments with buy-through no longer
“count”—then US Magnesium would have been watching how the time period of
monthly system coincident peaks were changing in regards to what hours they would
occur and looking for patterns that would help it best project when they would occur to
take action itself to miss coincident system peaks. US Magnesium would have requested
the Company’s daily peak forecasts and determined a better curtailment protocol to

achieve the desired goal of peak reductions and cost minimization for US Magnesium

12
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with physical curtailment if we would have known what the new rules were going to
become. But we were not provided that guidance until the position of the Company was
filed in this docket.

How do you respond to the Company’s proposal to push US Magnesium to be a firm
full load customer using its historical buy-through levels of load during system
coincident peaks as the cost basis for the new firm service it is proposing?

The Company’s proposal should be rejected for numerous reasons. First, US Magnesium
has never been a firm service customer of the Company and RMP has not provided any
valid explanation as to why it should be forced to be one now. The proposal should be
rejected for the additional reason that the peak loads the Company wants to use to set US
Magnesium’s costs are based on how US Magnesium was encouraged, pursuant to the
terms of the existing contract (which would no longer apply) and the Company’s own
mis-interpretation of that contract, that resulted in US Magnesium electing to buy-
through during the system coincident peak load hours and to physically curtail loads in
other hours, as discussed above. If US Magnesium would have known that by following
the terms of the approved agreement and buying though for certain periods in the 12
months in the test period for its rate determination was going to cause it to pay an
additional | rer year’ it would have made different decisions as how to reduce
load during coincident peaks without a buy-through option to minimize its allocated cost
basis for something like the Company is proposing. US Magnesium’s actions were

consistent with the price signals in its existing contract. Those actions should not result

" This number is derived from a comparison of numbers in the “Exhibit CME-2 Bill Comparison” tab in CONF
Exhibit__RMP (CME-2).
e
|
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in US Magnesium paying higher costs using a different rate structure. That is, however,
what the Company is now, after the fact, proposing to impose on US Magnesium.

The Company also has proposed a higher price for operating reserves to keep US
Magnesium’s overall rate at what the Company suggests is a Jjjjij discount to firm
industrial rates.2 What do you say to that proposal?

US Magnesium appreciates that the company did not propose to just leave the operating
reserve payment at the existing level, but it is difficult to assess whether the new
proposed price is appropriate because there is no clear transparent market to know
whether the value is appropriate or not. Electric markets and most other energy markets
are facing substantial volatility with much higher costs right now. These changes in value
under these conditions should make operating reserves more valuable. Operating
reserves from non-generation based resources also should be more valuable as
intermittent resources make up a larger and larger share of the resource mix and as more
and more baseload fossil-based generation is retired. However, it is difficult to determine
the full value of US Magnesium as an operating reserve resource as a percentage discount
to an industrial firm rate that US Magnesium has never paid. The increase in costs that
the Company proposes to impose on US Magnesium represents an overall increase of
I (0 US Magnesium’s electric bill under the assumptions used by Mr.
Eller in CONF Exhibit__ RMP (CME-2). We appreciate the comments from other
stakeholders in this case have suggested cost increase gradualism in some way, and agree

that gradualism should be applied to prevent rate shock to US Magnesium.

8 See Confidential Direct Testimony of Craig Eller (RMP) at lines 93-95.
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Other Issues Identified in Company Direct Testimony

Q.

Mr. Eller commented on a list of items related to US Magnesium’s proposal
submitted with your direct testimony. Can you respond?

In lines 97-126 of his Direct Testimony, Mr. Eller provided a number of critiques to the
proposal included with my direct testimony. As noted above, and as explained more
thoroughly below, I have submitted a revised proposal that seeks to address the concerns
raised in the testimony of Mr. Eller, as well as issues raised by Mr. Colman and Mr.
Vastag. As such, I don’t respond to each of Mr. Eller’s critiques of my initial proposal.
On pages 10-11 of his Direct Testimony, Mr. Eller responds to your request for
forecasted peak load information and states that it is not possible for the Company
to provide a projection of the system coincident peak for a month. Can you
respond?

Yes. | was not asking the Company to state in advance what its monthly system
coincident peak will be. Every day the Company must forecast its peak load so that it
knows how much power to arrange from the daily front office trades or to nominate gas
supplies for its gas-fueled generation and to decide how it will operate its baseload plants.
US Magnesium requests to see the ongoing data containing these daily forecasts of the
system peak for the following day and perhaps two days ahead. US Magnesium does not
expect that the company can forecast the actual system coincident peak ahead of time.
The actual monthly system coincident peak is determined by looking back at the highest
actual usage of the combined jurisdictions once reliable data is available. My intent was
that US Magnesium be responsible for the curtailment determination since we are the

party that has a strong interest in missing the system coincident peak and the daily system

15
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321 peak forecast information would provide us the information available from the experts at

322 the Company as they prepare to be able coordinate resources on an ongoing basis to serve
323 daily system peak loads. We would also require the after-the-fact actual measured daily
324 system coincident peak loads to measure how well the forecast mechanism is working so
325 that we can know how much variability to expect around forecasts vs. actuals and can
326 plan accordingly.
327 Q. The Company asserts that excluding US Magnesium’s load from the cost of service
328 study in the coincident peaks for the six months of curtailment is not justified
329 because it now believes that the buy-through mechanism does not count as a
330 curtailment and that, as a result, US Magnesium should become a firm customer.
331 Do you agree with their conclusion?
332 A No. The contract did not require US Magnesium to physically curtail, and in most
333 instances, it elected to buy through in order for its load not to be included in the system
334 coincident peak during the six curtailment months. Put another way, when the contract
335 was negotiated by the parties and approved by this Commission (and extended), the buy-
336 through mechanism counted as curtailment for purposes of the cost-of-service model
337 decisions. The Company has apparently changed its mind about this, but the Company’s
338 about-face does not justify the result it seeks to impose on US Magnesium.
339 US Magnesium complied with the terms and conditions of the contract when it
340 elected either to physically curtail its operations or to buy through during a curtailment.
341 The Company’s claim that US Magnesium failed to reduce loads during curtailments is
342 blatantly wrong and should be rejected. The evidence shows that US Magnesium did
343 reduce its load during curtailment hours in which market prices and the scalars

16
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determined by the Company incentivized US Magnesium not to buy through.® If the
Company failed to properly incentivize US Magnesium to physically curtail during hours
in which system coincident peaks were most likely to occur, the result should be to
correct the incentives, rather than to conclude that curtailment and buy-through is not
working. US Magnesium did what it did in reliance on the approved terms and
conditions and the Company is using that reliance to now assert that US Magnesium did
not reduce load during system coincident peaks, and that US Magnesium’s ability to do
so should not be considered in the cost of service study and that US Magnesium should
be assigned full loads for those periods. The Company’s argument is directly contradicted
by the evidence, which shows that the Company’s application of the hourly index
adjustment scalar incentivized US Magnesium buy through during times of coincident

peak demand and to curtail load at times in very high priced periods.

Discussion of State Policy Considerations

Q.

A significant portion of the Company’s testimony addresses state policy
considerations in setting rates. Can you comment?

Yes. | brought up the discussion in my direct testimony to help frame the basis for the
thousands of hours of time people have put into the determination of a basis for an
interruptible rate. | know that there has been much turnover of the executive team at the
Company, and I think there are few people in the Company’s staff that now remain that
were closely involved in that effort. However, | tried to be very careful in my direct
testimony not to ask for an economic development-based rate or a rate based on some

sort of policy perspective. The work that went into the task force groups and reports gave

9 See CONF USMag Exhibit 2.5.
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us a clear direction to proceed and that was to look at a value derived from being an
operating reserve resource and also a means to avoid cost allocation to the state.

The Company’s testimony includes a lengthy discussion regarding rooftop solar
credits and the order stating that “we do not set policy for the state of Utah on carbon,
environmental regulations, social policy, or economic development.” Are you asking
that the basis of any part of the Commission determination in this matter on any of
those elements?

No. We are asking that the interruptible rate determination be based on the existing
methodology with an operating reserve value and the value of the missed coincident
system peaks and the value that provides should continue to be used as part of the
determination of the rate.

The Company seems to suggest that after 54 years there has been enough
consideration. Do you agree with the Company’s characterization?

No. As | stated above very good technical people from a wide variety of stakeholders
have weighed in on the most reasonable basis for setting an interruptible rate for US
Magnesium (and other interruptible customers) and the Commission has approved the
rates based on the two metrics—operating reserve value and load reduction during
coincident peaks to affect cost allocation to Utah —in many dockets without suggesting
that there are policy-based subsidies taking place. What | have strenuously argued for is
an interruptible rate such that there are no subsidies required from other ratepayers and
US Magnesium has consistently over time moved to a cost-of-service basis because that
metric was important and was based on the requirements in the approved contract. As a

result, US Magnesium’s rates are in line with the current cost of service.
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Have policy makers for the State of Utah weighed in recently on the importance of
the mineral extraction industry in Utah?

Yes. During the 2022 General Legislative Session the Utah Legislature adopted S.C.R. 3,
titled “Concurrent Resolution Highlighting Utah’s Rare Earth Mineral Position.” S.C.R.
3 states, in relevant part, as follows:

NOW, THEREFORE, BE IT RESOLVED that the Legislature of the state of Utah, the
Governor concurring therein, expresses through this resolution the necessity of ensuring
access to public lands, the continuation of the mineral extraction industry in Utah, and
sustainable development of renewable energy on public lands and through the state of
Utah....

BE IT FURTHER RESOLVED that the Legislature and the Governor find that the state
of Utah is a public land state that stands able and willing to promote mineral extraction
and the development of energy resources, including renewable energy resources, for the
citizens of Utah and other Americans.

S.C.R. 3 specifically mentions US Magnesium’s production of minerals, stating:

WHEREAS, Utah is the primary global provider of beryllium, the only domestic
producer of magnesium metal, and one of only two states producing lithium.©

As noted above, US Magnesium is not seeking an economic-development based
rate in this proceeding. | highlight S.C.R. 3 to indicate the importance of correctly
assessing the cost of service to US Magnesium to determine pricing and value of US

Magnesium’s interruptible electric service.

10 A copy of S.C.R. 3 is attached hereto as USMag Exhibit 2.8.
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Issues Associated with Burden of Proof

Q.

The Company states that US Magnesium, as the party that initiated the docket, bears
the burden of proof to demonstrate why rates other than standard retail rates (i.e.,
Schedule 31/9) are just and reasonable. Do you agree with this assertion?

No. US Magnesium initiated this proceeding because the Company had issued to US
Magnesium a letter terminating its service on December 31, 2021. With only 4 months
remaining to have a proceeding for a new contract approval we had to take some form of
action to make sure we were not calling for an emergency docket in December to deal
with this matter. Also, our filing was an attempt to propose to make the curtailment
process better by eliminating the temperature derived curtailment periods for all the
reasons discussed in my direct testimony. To now state that US Magnesium, by taking
such action, must offer proof for the non-standard special contract that has been in place
for 54 years is incomprehensible. With 54 years of service under special interruptible
contract conditions the special contract is in essence a standard rate for US Magnesium,
and | would suggest that it is the Company that should bear the burden of proof that
something other than the standard 2-part value interruptible rate determination is in the
public interest. Mr. Eller certainly cannot demonstrate that it would be in the public
interest for US Magnesium to take service pursuant to Schedule 31.

Like Mr. Eller, I am not an attorney. Nonetheless, this proceeding is clearly
different than civil litigation in state or federal court where, as | understand it, a plaintiff
must prove that a defendant has breached a contract or a standard of care. US Magnesium
filed the application in this docket to make sure it had a contract for power it could rely
on. US Magnesium—a captive customer of a monopoly utility that has no alternative but

to obtain electric service from the Company—~had to take such action.
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How do you respond to Mr. Eller’s proposal to require US Magnesium to take
electric service consistent with Schedule 31?

Mr. Eller’s proposal to require US Magnesium to pay Schedule 31 rates is inconsistent
with the terms of Schedule 31 itself. Schedule 31 applies to commercial and industrial
customers that have on-site generation capacity of more than 1 MW but that does not

exceed 15 MW. US Magnesium’s on-site generation capacity is approximately 32 MW

and), |
1

Schedule 31 states that “Partial requirements service from the Company for customers
with more than 15,000 kW of on-site generation shall be provided under contractual
arrangements to be negotiated on a case-by-case basis.” That is, Schedule 31 was not
designed for a customer like US Magnesium.

Do you have concerns regarding the Company’s proposal as it relates to the
operating reserve contract?

Yes. | also have concerns regarding a change the Company is now demanding
concerning the operating reserve contract component of the interruptible rate
determination. They are now stating that US Magnesium should be required to bid into a
demand side management RFP that will occur in the future. US Magnesium has never
been required to bid into an RFP to provide operating reserves. | understand the
Company agreed to grant to Nucor a 10-year operating reserve agreement without the
requirement that it bid into a RFP. The Company’s proposal to require US Magnesium to
bid into a RFP represents a change to the “standard rate determination” that has been in

place between the Company and with US Magnesium for many years. It would be
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discriminatory to require US Magnesium to bid into the DSM RFP while the other
interruptible special contracts are not required to do so.

US Magnesium has issued data requests to the Company in an effort to evaluate
this proposal by the Company. In response, the Company has asserted that it would not
provide additional information other than to say that if US Magnesium is not a successful
bidder in the RFP it would just be out of luck and would transition to a full firm service
tariff rate. Pursuant to the calculations in CONF Exhibit RMP__ (CME-3) attached to
Mr. Eller’s January 2022 response testimony, such a move would result in an increase of

over | per Year to US Magnesium.* That proposal should be rejected.

Response to the Direct Testimony of Bela Vastag (Office)

Q.
A.

Can you comment on the filing provided by Mr. Vastag of the Office in this docket?
Yes. We very much appreciate the time and effort put in by the Office personnel to
understand the issues surrounding this matter. Mr. Vastag concludes that the current
temperature-based trigger for curtailment needs to be redesigned. As noted above, |
agree. Mr. Vastag asserts that the Commission should reject the proposals offered by US
Magnesium and by the Company and states that the Commission should adhere to certain
principles in determining a just and reasonable rate for US Magnesium. Specifically, Mr.
Vastag states that the rate US Magnesium pays for electric service must include some
contribution to system fixed costs and that the rate determined should reflect how the
system is used. Importantly, Mr. Vastag also states that the allocation of costs to US
Magnesium should consider the value US Magnesium provides by reducing Utah’s

contribution to system peaks. US Magnesium agrees with these principles.

11 See CONF Exhibit___ RMP (CME-2), Tab “Exhibit CME-2 Bill Comparison”, Cell R39.
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Mr. Vastag also proposes that the Commission require the Company to harmonize
DSM resources. Do you agree?

Generally, yes, US Magnesium agrees with the position that DSM resources should be
harmonized with each other and with generation and load. The Company’s 2021 IRP
identifies significant reliance on DSM resources in the planning horizon and some kind
of harmonizing of those resources makes perfect sense. It is not clear what that
specifically means, but | expect that a much more transparent plan needs to be developed
to see how the Company intends to move forward. We do not expect that this
harmonization of resources can or will occur in this docket and will require work in
future dockets. For this docket, it is important to keep options available including both
operating reserves and system peak load reduction, so that both can be utilized in this
harmonization effort.

Mr. Vastag suggests that any service provided to a customer in a special contract
should be open to all customers. How do you respond?

US Magnesium agrees that any customer that can provide value to the system by taking
interruptible service and curtailing to reduce load during system peaks should have that
opportunity. There are very few customers that are willing and able to do so, particularly
at the scale offered by US Magnesium. | noted in direct testimony the various task forces
that have been convened to determine when a special contract is warranted. US
Magnesium meets the criteria set by those task forces. Put simply, its use of the system is
qualitatively and quantitatively different than that of other customers. The Company
should provide opportunities for other customers that can provide DSM resources to do

so and receive credit for doing so. Providing those opportunities to other customers can
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work in concert with a special contract for US Magnesium. Those two goals need not be
in conflict.

Mr. Vastag proposes that the ESA be continued for two years to study how to
revamp the arrangement. Do you have any comments on that suggestion?

In my direct testimony | suggested a transition period for any substantive changes to the
existing contract structure and Mr. Vastag’s testimony in this regard is very similar to my
proposal. While | would prefer the certainty of a longer contract term similar to the one
offered to Nucor, | acknowledge that the terms of the agreement between the parties must
be modified and agree that a short transition period will likely be necessary to land on a
final arrangement that can satisfy stakeholder needs and balance the value US
Magnesium can bring to the system in return for a lower cost of power. A transition
agreement such as the one Mr. Vastag proposes makes sense if it includes a gradualistic
approach to costs while we determine the best use of the interruptible arrangement.

Does Mr. Vastag take a position as to the appropriate length of the Operating
Reserve Agreement?

The Office does not seem to take a position regarding the length of the term of the
Operating Reserve Agreement. The Office’s perspective regarding how dynamic energy
markets are at the moment suggests that the Office would assert a preference for shorter
term arrangements rather than lock down contracts for longer terms. My perspective is
somewhat different. More flexible fossil fueled generation is being retired in the west
and very few new fossil-fuel plants are being announced. There have even been
announcements by prominent members of government that natural gas now has a 10-year

expiration date. Natural gas prices have recently tripled, and fewer gas production
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companies are focusing free cash into drilling programs since investors are demanding
low carbon investments now more than ever. This suggests to me that non-generation
types of Operating Reserve resources will have more value going forward. That is, while
| agree with the Office that energy markets are changing rapidly, my view is that this is
likely to drive the market higher for the Operating Reserve agreements in the future and
that locking in Operating Reserve resources for longer terms would be in the best
interests of ratepayers. US Magnesium suggests that a period of | i
appropriate for the ESA to provide a transition period to a longer-term deal. | suggest
that a longer term Operating Reserve agreement be established to provide better planning
for both the utility and for US Magnesium. We understand that Nucor has requested a 10-
year term for their agreement and we would expect the same timeline agreement for the
US Magnesium Operating Reserve agreement using the same basis as the Company has
proposed with the pricing as adjusted by US Magnesium of | for the

period until December 31, 2024 and then adjusted by some agreed upon factor.

Response to the Direct Testimony of Casey Colman (Division)

Q.

Mr. Colman suggests that neither the Division nor the Commission is in a position to
negotiate a special contract between US Magnesium and the Company. Did you
expect that the DPU or Commission would negotiate our agreement?

No. | want to first thank the Division personnel for all the time it spent getting to
understand the issues at hand in this matter and the well-reasoned and insightful response
to the application. We certainly did not intend for the Division or the Commission to
negotiate an agreement between US Magnesium and the Company. As noted above, US

Magnesium was in the unfortunate position of having to file the application in this docket
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because insufficient progress was being made in negotiations with the Company and time
was running out on an expiring contract.

US Magnesium has benefitted from getting insight from the Division from
discussions and from Mr. Colman’s direct testimony, which may prove to be very
important in finding a solution to the current impasse between US Magnesium and the
Company.

The DPU suggests that special contract terms should allow for flexibility as market
conditions change. Do you agree with that proposition?

| do, and I would suggest that flexibility must be incorporated in the specific times we are
heading into in the energy business. In over 30 years in the energy business, | have not
seen a more dynamic time for change coming at every aspect of the energy space. Every
aspect seems to be in upheaval. Now is not the time to foreclose any kind of resource
that can be brought to bear on helping find solutions. US Magnesium seeks to be a part
of the solution, whatever it may be at any given time.

Does that mean we should not consider making changes such as dropping the
temperature-based curtailment?

No, we should always look for better solutions that help meet the intended results and
revise efforts that are rigid and cause unwanted outcomes. The temperature-based
curtailment as administered by the Company resulted in unintended consequences and, as
such, US Magnesium and every other party seems to agree its time has passed and should

be scrapped. We should be looking for better ways to achieve desired results.
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Mr. Colman states in lines 532-533 of his direct testimony that “every time a
curtailment has been called US Magnesium has opted to buy-through.” Do you
agree with this statement?

US Magnesium nearly always buys through at some level during a curtailment, but Mr.
Colman’s testimony in this regard leaves out some nuance that I want to highlight. First,
as noted above and as shown in CONF USMag Exhibit 2.5, US Magnesium very often
has opted to buy through during curtailments, but has physically curtailed load in the very

high price hours of the four-hour curtailment periods. As | stated earlier in my rebuttal

testimony , |

Second, US Magnesium has elected to buy through at very low levels even during
periods of very high market prices. The decision to not to curtail all the way to zero
during some of those periods reflected some production related issues that made not
going completely to zero load more rational with the buy through option for the much-
reduced remaining load.

Finally, and to Mr. Coleman’s point, | agree that the Company has called for
curtailments as a matter of course when the temperature was above the contract

curtailment trigger point, and that the Company has not sought to target curtailments to
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system coincident peaks. As Mr. Colman states in lines 543-546 of his direct testimony,
curtailment decisions were not strictly tied to system needs, and there seems to be a
divergence between the stated goal of reducing load during peaks and to how that goal
was sought to be achieved.
What recommendation does the Mr. Colman make regarding a reasonable path
forward as a goal and how do you respond to it?
Mr. Colman suggests that US Magnesium and the Company should work in a
collaborative manner to reach a new agreement. Specifically, he states that the new
agreement should include ““a physical curtailment option and a buy through option that
could aid USMag when the system is not physically constrained,” and that “a contract might
help RMP build a portfolio more in line with WECC’s thinking in its resource assessment
and still satisfy RMPs resource adequacy needs.”*? | could not agree more.
Does Mr. Colman offer some suggestions for the path forward now to try and
achieve the goal?
Yes. He provides some suggestions for modified agreement terms for a transition period.
Can you comment on his suggestions for modifications?
Yes. | will comment on each as listed below.

e Mr. Colman suggests an extension to the current contract, with modifications

| agree that we should modify the existing contract as a starting point for the

transition basis.

e Mr. Colman suggests that the new contract permit temporary use of the

temperature trigger for summer curtailments as a threshold for the buy through
curtailment option.

L2 Direct Testimony of Casey Colman (Division) at lines 958-961.
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US Magnesium proposes to eliminate the temperature-based curtailment, as it
seems to result in the Company calling for curtailments when they are unnecessary to
reduce load during system peaks. US Magnesium believes that buy-through will be less

of a factor if and when curtailment is more targeted and shorter in duration. US

Magnesium proposes that, during this transition period,
e
I [his will reduce US Magnesium’s need for buy-through during
many of those curtailments. The data in Confidential Table 1, above, provides a solid
basis for being able to achieve load reduction during system coincident peaks using only
two-hour curtailments.

e Mr. Colman suggests a revision to the agreement that would require US
Magnesium to pay the “actual” price paid for by the Company for replacement
power supplied to US Magnesium, whatever the source.

I have some concern with this proposal because US Magnesium will likely not
know what the “actual” price is until after the fact. As such, US Magnesium cannot make
an economic decision regarding replacement power during a curtailment and must instead
make decisions based on an “estimate” of what the Company will state was the price of
replacement power. However, if curtailment duration is reduced as | suggest, US
Magnesium will not need to rely on replacement power as much as it has in the past and
my concerns about the cost of buy-through could be addressed by minimizing the need
for buy-through. US Magnesium’s goal by year two of the transition period would be to
try and not use any or just minor amounts of replacement power. For the first year of a

transition period we will be modifying the operational procedures to help push the

curtailments to be more directed to physical load drop. If US Magnesium is not meeting
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operational needs with just physical curtailment without the buy through application, then
we may need to find reasonable ways to utilize a buy-through option where and when it
makes sense for all parties.

e Mr. Colman suggests that the Company be required to use discretion when
invoking the reformed temperature-based curtailment, only acting when there is
an actual short position to cover, not merely the existence of the temperature
conditions.
| agree that, if the curtailment is to be based on temperature forecasts, the

Company should be required to use discretion in calling for a curtailment with an
agreement for the transition period. | think a better approach would be to use historical
data to try and project what the average peak load for a month will be from recent 12
months history and then to try and limit the curtailment trigger to roughly the 25%
highest load days. The data in Confidential Table 1, above, shows that |
.
I This data, along with the Company’s forecasted system peak load data, should
allow for more targeted curtailments to reduce load during system peak periods.

e Mr. Colman suggests that the extension of the ESA be limited to 2-3 years.

US Magnesium suggests that the transition period run through the end of 2024 for
a term of N | suooest that US Magnesium and the Company use the
interim period to negotiate new rates, terms, and conditions of interruptible service and
that, if an agreement cannot be reached, that a new docket be filed in mid-2024 to set the
pricing basis according to the US Magnesium loads during the coincident system peak

hours being used in the cost of service cost allocation model for the most recent and

available actual 12 month period.
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Mr. Colman asks the Commission to provide guidance to the parties regarding the
circumstances in which a special contract is warranted and how it should be
evaluated. Can you respond?

Yes. On lines 47-77 of his direct testimony, Mr. Colman outlines the Division’s
positions in this matter and asks the Commission to provide guidance to the parties
regarding special contracts. Below, I’ll repeat Mr. Colman’s statements and respond.

e “Aspecial contract may be warranted when a customer has unique
characteristics not reflected in current rate structures.”

US Magnesium has 32 MW of on-site generation | 2d the
plant was built specifically to receive interruptible electric service and, as a result, can
drastically reduce load on very short notice. Its on-site generation far exceeds the upper
limit of 15 MW contemplated for Schedule 31 and there is no rate structure that currently
contemplates an industrial customer being able to provide the volume of interruptible
service that US Magnesium is capable of providing. As such, US Magnesium believes a
special contract is warranted.

e “A special contract should cover the actual costs of serving that customer and
provide meaningful contributions to overall system costs so other customers are
not harmed by the contract.”

The rates in US Magnesium’s current contract are in line with cost of service and
US Magnesium’s proposal in this docket seek to ensure that US Magnesium stays in line
with its cost of service. In Docket No. 20-035-47, the Company filed an application
seeking approval of a one-year extension to the current ESA, which this Commission
approved. In that application, the Company stated that the extension agreement “keeps in

place the existing rates to US Mag for electric service, which are in line with the current

cost of service, as demonstrated in the Company’s cost of service filing in the recent
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general rate case in Docket No. 20-035-04.”'3 The Company now proposes to change the
manner in which US Magnesium’s cost of service is measured, and US Magnesium
opposes such a change. But US Magnesium does not oppose that its rates reflect its
actual cost of service with a meaningful contribution to overall system costs and its
proposal in this docket reflects that.

o “An interruptible contract may have value to the system beyond what is available
in tariffed rates.”

All parties in this docket acknowledge that US Magnesium’s ability to curtail
service provides value to the system.'* The disagreement between the parties is how to
define and place a price on that value.

e  “Load and supply curtailments at times of physical or supply constraint can
mitigate RMP’s needs for other resources and provide value that warrants
recognition in a special contract or other rate mechanism.”

The current contract between the parties, and US Magnesium’s proposal in this
docket, are designed to reduce US Magnesium’s load during system coincident peaks.
This results in a reduction of load during system peak, which should reduce the need to
acquire new generation resources. US Magnesium’s reduction in load also reduces the
allocation of system costs to Utah. This warrants recognition in a special contract.

e  “When a customer can provide meaningful value to the utility through
curtailment provisions, it may be in the public interest to sell that customer excess
supply at rates advantageous to the customer.”

As noted above, all parties to the docket acknowledge that US Magnesium’s

ability to curtail service provides value to the system. US Magnesium agrees that it is in

13 See Docket No. 20-035-47, In the Matter of the Application of Rocky Mountain Power for Approval of Electric
Service Agreement and Operating Reserves Agreement Between PacifiCorp and US Magnesium LLC, Application
of Rocky Mountain Power, | 6.

14 See, e.g., Direct Testimony of Craig Eller at lines 528-533; Direct Testimony of Casey Colman at lines 563-575;
Direct Testimony of Bela Vastag at lines 41-43 & 156-160.
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the public interest to incentivize US Magnesium to utilize excess supply at advantageous
rates, but at rates which cover US Magnesium’s cost of service.

e “Cost of service measurements should appropriately recognize value provided by
the customer. If coincident peaks are used to evaluate that value, their use should
reflect the contract’s mechanisms, not adhere to rigid cost of service measures
used for other purposes. Special terms, including the length of the contract,
should allow sufficient flexibility to adapt to changing markets, allocation
mechanisms, and the like.”

US Magnesium agrees that if its interruptible contract contemplates that it will be
curtailed during system coincident peaks, then the cost of service measurement for US
Magnesium should account for the fact that US Magnesium is not contributing to the
system coincident peak. US Magnesium notes that it can be flexible by curtailing at other
times that provide value to the system, so long as the number and duration of curtailments
take into account US Magnesium’s operational needs.

Mr. Colman and Mr. Vastag both suggest that the focus on curtailment to reduce
load during system coincident peaks may not be the optimal way to address
resource adequacy issues. How do you respond?

Mr. Vastag and Mr. Colman raise useful and interesting points about whether the best
system constraints to target are those that occur during periods of system peak load or
during periods when system loads are high relative to system generation. From US
Magnesium’s perspective, it is willing to curtail at the times when reduction of load
provides the most value to the system. So long as costs are allocated based on load
during system coincident peak, however, US Magnesium will be incentivized to curtail at
system coincident peak periods. If US Magnesium is asked to curtail at times other than

system coincident peak load periods because that provides greater value to the system,

US Magnesium should not be penalized with higher prices to meet a higher cost of
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service metric after the fact simply because it was not asked to curtail during system peak

load periods.

US Magnesium’s Revised Proposal

Q.

Have you modified the proposal for rates, terms, and conditions of interruptible
electric service from the proposal you submitted with your direct testimony?

Yes. | have considered the testimony submitted by the parties in this docket and have
made several changes to the proposal I initially submitted in September of 2021 with my
direct testimony. | drafted an ESA containing the modified proposal, which is attached
hereto as CONF USMag Exhibit 2.1.

Please discuss some of the rates, terms, and conditions of your modified proposal?

I will highlight some of the terms and conditions that have been the subject of testimony

in this docket.
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Can you explain what you are trying to accomplish with your proposal?

Yes. | have tried to take into account many of the inputs from the stakeholders in this
matter. My proposal here no longer seeks the sort of long-term deal | had initially
proposed. Instead, the proposal is for a shorter-term deal that will act as a transition
period while US Magnesium and the Company negotiate a longer-term contract with
stakeholder input. We will be focused in this | of transition in
adapting to more targeted curtailment periods with more physical curtailment to reduce
load during system coincident peaks. We have also added a flexible DSM provision as
suggested by the Division to have some flexibility to deal with issues we can’t
contemplate now but that the circumstance may present to us in the future. | have not
tried to price or value that flexibility but to just say if there is a circumstance that requires
more curtailment then the Company can offer some value for US Mag to consider.

What three-month period are you proposing for the curtailments to be targeted to?

| believe the best three-month period would be from N
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What assumptions did you make to derive a pricing basis for the ESA you have
provided?
My proposed pricing is included in the proposed ESA attached as CONF USMag Exhibit
2.1. My proposal includes | \Vhich are not included
in US Magnesium’s current agreement but were included in the Company’s proposal.

| based the numbers on the allocation of costs from the reduced coincident peak
loads in the cost of service allocation model. The current approved method is for US
Magnesium’s loads to be removed from the cost of service model for the system peaks in

three curtailment months identified in the agreement. We have proposed to use |
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I My workpapers showing the calculation of the revenue requirement based on
these changes are attached as CONF USMag Exhibit 2.3.

We know that US Magnesium can achieve physical reductions and that il

|
e
I | Dclieve this is much more reasonable than just saying, US
Magnesium did not achieve any load reduction even though the existing approved
contractual agreement process was followed to achieve full load reduction.

Can you walk through the steps of the calculation you used to come up with the
rates you propose?

I used Mr. Eller’s cost comparison model (CME-3) and reworked that model to use i

I 'y vork is shown in CONF
USMag Exhibit 2.3 filed herewith. To make the change to GGG

I | took the base billing for US Magnesium with the existing

contract structure before the addition of market energy costs (which were [N "
and then subtracted that amount from the new Company-proposed base billing revenue of

I (o obtain the difference of I ! then multiplied that difference by
T
T

This gives an amount equal to | for the revenue requirement difference. | then

15 This figure is derived from CONF Exhibit___ RMP (CME-2), Tab “Exhibit CME-2 Bill Comparison.” It is the
amount that US Magnesium paid to RMP for On- and Off-Peak kWh for system energy at the current contract price,
before the addition of amounts paid for buy-through market energy.
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subtracted that amount from the Company-proposed full revenue requirement shown
above, giving a revenue requirement of | ! then used the Company billing
factors but with the Power Charge adjusted by a uniform percentage until the revenue
requirement of | has been recovered at the assumed loads. The values are then
used in the draft agreement attached. The resulting billing factors shown in the workpaper
are then used in the attached draft agreement.
Do you also propose a revised Operating Reserve price?
Yes. | propose an operating reserve price of | MY proposal is derived
from Mr. Eller’s methodology set forth in CONF Exhibit RMP (CME-3) to set the
operating reserve price in the Company’s proposal. Mr. Eller proposed an operating
reserve price of | ' discuss how and why my price differs from Mr.
Eller’s below.

Mr. Eller’s operating reserve pricing assumed that US Magnesium would be a

Schedule 31 customer and would no longer receive interruptible service. As such, i

.
.
I V'Y proposal revises the curtailments to which
the Company will be subject, which revises the potential days in which the Company can
call on US Magnesium to provide Operating Reserves. My proposal is based on a

projection that US Magnesium will be subject to curtailment during |
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I 'y calculations are shown in CONF USMag

Exhibit 2.4, and | have included a draft Operating Reserve Interruption Agreement

showing the proposed change in price. The draft ORIA reflecting my proposal is attached

hereto as CONF USMag Exhibit 2.6.

You propose that in mid-2024 the stakeholders review the arrangement and look at

the results that we have seen with your draft agreement. What should stakeholders

look at as a basis to provide a cost in that contract?

I am hopeful that we will have met or exceeded the assumed reduction in loads during

system coincident peak times in the three summer months using physical curtailments.

During the course of this interim agreement, the parties can evaluate the success of these

modifications to the existing curtailment structure. My hope is that the parties can

continue to iterate as necessary to achieve the goal of reducing load during system

coincident peak and reach a longer-term deal on that basis.

What will happen if the cost allocation methodology between the state jurisdictions

changes?

| expect that any change we will likely see will still have some tie to coincident peak

loads and if the 12 CP becomes 8 CP or 6 CP or 1 CP there will still be some value in

reducing load during coincident peaks.

Do you have further suggestions to offer?

Yes, in addition to the foregoing, | offer the following suggestions:

1. US Magnesium requests that the Company provide a) daily forecasts for projected
peak loads to create an effective basis for target days for curtailment, and b) reports of

actual system peak loads when they become available to measure the effectiveness of
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Q.

the efforts to curtail to reduce load during system peaks.

. With respect to pricing for Replacement Power, the Company has suggested using the

highest cost of power for the value of Replacement Power in the contract. It is unclear
how the Company might make this calculation and how long after the fact this price
would be determined. US Magnesium proposes to continue to use the existing method
of pricing for Replacement Power, which uses the premium Palo Verde day-ahead
index on-peak power price shaped by the scalars developed by the Company. If the
Commission adopts the Company’s proposal, US Magnesium requests that the
Commission require the Company to specifically identify how it will determine its
actual price it would charge to US Magnesium and to provide that price for
comparison to the market price used in the proposed Agreement during the term of
the agreement so that US Magnesium can make decisions about whether or not to use
Replacement Power prior to a curtailment.

US Magnesium requests that RMP provide actual US Magnesium hourly loads in
monthly report so that feedback can be given to operations personnel on meeting the

objectives of reducing load during system peaks.

Does the conclude your rebuttal testimony?

Yes.
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