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The Citizens’ Utility Board, the NW Energy Coalition, the Renewable Northwest
Project submit these opening comments jointly in UM 1056. We strongly support Staff’s
straw proposal in this docket and applaud Staff's thorough analysis of these complex
issues. We would like to offer additional comments on some specific issues including,
carbon values, action plan implementation, evaluation of resources, transmission, utility
ownership vs. “rental”, tenure and optionality, the planning margin and the frequency of
IRPs.

Global Warming and Carbon Compliance Costs

Global warming could impose significant costs on customers and shareholders.
IRPs can result in decisions to invest in power plants with an expected life of forty or
more years. The financial risk of who pays for carbon dioxide emissions (due to
subsequent legislation, regulation or court order) is something that the Commission must
address.

Global warming represents a real and substantial threat to Oregon. Governor
Kulongoski’s Advisory Group on Global Warming details some of these risks.

“The impacts of such changes on Oregon citizens, businesses and
environmental values are likely to be extensive and destructive. Coastal
and river flooding, snowpack declines, lower summer river flows, impacts
to farm and forest productivity, energy cost increases, public health
effects, and increased pressures on many fish and wildlife species are
some of the effects anticipated by scientists at Oregon and Washington
universities.”"!

Electricity generation is one of the primary sources of CO2 emissions and
contributors to global warming. In 2000, Oregon’s greenhouse gas (GHG) emissions
were 67.7 million metric tons of carbon dioxide equivalent. This represents a 15 percent

' “Oregon Strategy for Greenhouse Gas Reductions” Page i — Executive Summary.
http://egov.oregon.gov/ENERGY/GBLWRM/Strategy.shtml



increase over the state’s 1990 GHG emissions of 58.7 million metric tons of carbon
dioxide equivalent. According to its worst case forecast, the U.S. Department of Energy
estimates that GHG emissions from Oregon will be 61 percent higher by 2025. In 2002,
electricity sources as a whole in Oregon emitted 1.05 pounds of CO2 per kilowatt-hour.
Oregon gets 42% of its electricity from the most carbon-intense source — coal. In this
same year, Oregonians emitted almost 17 metric tons of CO2 per capita, compared to the
worldwide average of about 4 metric tons.>

PacifiCorp, PGE and Idaho Power have all analyzed the risk of future carbon
regulation in some manner in their IRPs. PacifiCorp was a regional leader for being the
first to assign a value for CO2 emissions to its base case in 2003. While these are
important first steps to addressing the impacts of global warming on utilities and their
customers, we believe this issue requires more consistency in the analysis and
assumptions used in the IRP.*

Staff directs utilities to “analyze the effect of potential compliance costs related to
global warming on costs and risks for the resource portfolios under consideration, as well
as risk mitigation strategies. They further recommend that “[u]tilities should include in
their base-case analyses, the regulatory compliance costs they expect for carbon dioxide
(CO2) emissions.” We agree with Staff’s position but we recommend that the
Commission go further. Rather then deferring to the utilities to select the compliance
costs they expect, we believe the Commission should: (1) require the utilities to include
an imputed CO2 cost in their base-case analyses; and, (2) open an investigation at the
conclusion of this docket into the appropriate value for CO2 that utilities should use in
their IRPs. We believe that the Commission must formally recognize the risk associated
with greenhouse gas emissions and take steps to reduce that risk. The PUC ultimately has
the responsibility for judging utility resource acquisition decisions, so it is appropriate for
the Commission to formally recognize these risks and to assign them appropriately.

We believe, at this point, that a carbon adder is the best proxy for anticipating the
impact of future carbon regulation. The California Public Utilities Commission’s
(CPUC) new global warming policy, adopted in December 2004, provides a good
example of assigning carbon values. The decision requires the state’s utilities to begin
accounting explicitly for the financial risk associated with greenhouse gas emissions in
developing long term resource plans and in making new power plant investments.” The
CPUC adopted an interim range of $8 - $25 per ton of CO2 for utilities to use pending a
subsequent Order that would adopt a single value. In April 2005, the CPUC adopted the
final costs of the greenhouse gas adder: an escalating cost of $5/ton of CO2 in the near
term, $12.50/ton by 2008 and $17.50 by 2013.° These imputed costs were developed by

% Ibid. Appendix B.

* Ibid. Page 6

* “Balancing Cost and Risk: The Treatment of Renewable Energy in Western Utility Resource Plans,”
Bolinger, Mark and Ryan Wiser. Lawrence Berkeley National Laboratory, Environmental Energy
Technologies Division, August 2005. http:/wwtd.Ibl.gcov/EA/EMP. pg. 62.
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the Rocky Mountain Institute and Energy and Environmental Economics (E3) as part of
the new avoided costs for use in evaluating energy efficiency programs.’

While we believe the 1993 Order (No. 93-695) was ahead of its time and has
provided the Commission some important information, it doesn’t go far enough. We
believe that utilities should continue to analyze the range of regulatory costs prescribed in
this Order, but the resulting data should actually influence the type of resource the utility
chooses. Carbon regulation must be considered seriously in the portfolio selection
process and the best way to ensure that is to include it in the base-case analysis, instead of
simply running separate scenarios as the 1993 Order currently requires. Actual CO2
costs may be different from the base case, so it is in the risk analysis that varied CO2
costs can be weighed. We believe the different scenarios in the 1993 Order should be
given probability weightings in the risk analysis, not just included separately for
informational purposes.

Implementation of Plans

The recent IRPs of Oregon utilities represent a significant improvement over
previous plans. They are robust and sophisticated analyses resulting in Action Plans. In
its proposed guidelines for this docket, staff has outlined procedural and substantive
requirements that will further improve on this progress. For the utilities, PUC staff, and
other interested parties, the IRP process will continue to be an important and time
intensive process.

However, at the end of the day the plan must be acted upon. The plan must be
taken as a whole, with its different resources making up a package of elements that
together provide customers with the best combination of cost and risk. Thus any single
resource acquisition cannot be seen as prudent. The Commission should make it clear
that its acknowledgment of the plan is not an acknowledgment of separate elements of the
plan.

We agree with Staff’s recommendation that utilities submit a yearly update on the

IRP action plan, providing insight for the Commission and intervenors into any progress
towards meeting the IRP goals. But we also support the Commission taking a more
active role in closely following the utility’s progress on the IRP action items. The PUC
has done this during the past year by requiring updates from PGE and PacifiCorp on
renewables acquisition. While rate cases are ultimately the venue for determining if
utility acquisition decisions were prudent, they don’t necessarily provide relief if the
utility didn’t follow through on all of its IRP action items in a timely manner.

" “Methodology and Forecast of Long Term Avoided Costs for the Evaluation of California Energy
Efficiency Programs,” Prepared by Energy and Environmental Economics, Inc. and Rocky Mountain
Institute for the California Public Utilities Commission, October 25, 2004,
www.ethree.com/cpuc_avoidedcosts.html.



Evaluation of Resources

We support Staff’s direction that all resources must be “evaluated on a consistent
and comparable basis.” We think it is particularly important in the case of renewable
resources because the amounts of renewables considered in portfolio analyses are often
subject to artificial limitations. Bolinger and Wiser note that, “Though one would
generally expect the extent to which renewable resources are included within candidate
portfolios to be a direct function of their cost and performance as well as their ability to
mitigate certain risks, this is not always the case. Instead, utilities often establish
exogenous limits to the amount of renewable sources that can be selected.®

Utilities often impose such limits due to unfamiliarity with wind or other
renewable resources. Fortunately, utilities are gaining more experience with renewables
and a lot of good analysis has gone into the areas of integration and capacity value of
wind power. As this experience grows, we urge utilities to: (1) consider the full range of
renewable resources available, not just wind: and, (2) not artificially impose caps on the
amount of renewables a model considers. For example, a better way to model limits on
the amount of a resource is with a cost curve based on evidence of increasing costs for
larger amounts due to increased transmission or integration costs.

Transmission

The ALJ’s June 6 memorandum specifically requested input on the “extent to
which the IRP should address transmission issues, including the construction of new
transmission lines.” We agree with Staff on page 8 of its comments where it states:

“Portfolio analysis should include costs to the utility for the fuel transportation
and electric transmission required for each resource being considered. In addition,
utilities should consider fuel transportation and electric transmission system
development as resource options. Such analysis should consider the value of such
development for additional short-term purchases, additional sales, accessing less
costly resources in remote locations, and acquiring alternative fuel supplies.
Potential savings in distribution system costs should be identified in the plan for
resources that can significantly reduce such costs, including conservation, demand
response, combined heat and power facilities, customer standby generation, solar
resources, liquefied natural gas and gas storage.”

Most IRPs at least qualitatively address the issue of transmission planning and
expansion to meet growing resource needs. A significant issue for all resources, but
especially location-dependent resources like renewables, is the availability of capacity on
existing lines as well as the need for expansion of the transmission system to access more
remote resources and bring it to load centers. As wind power expands in the region, IRPs
will need to include updated analysis of transmission costs for accessing growing
quantities of wind generation.” When assessing the cost of upgrades, it is also critical to

® Bolinger and Wiser, page 14.
? Bolinger and Wiser. Pages 29-30.



estimate the value that these improvements may have on increasing the reliability of the
transmission system.

Non-Wires Alternatives

We also agree with Staff that the Commission should develop guidelines for electric
utilities to evaluate during transmission system planning whether distributed generation,
targeted energy efficiency and demand response can cost-effectively and reliably defer or
avoid certain types of transmission investments.

Utility Ownership vs. “Rental” of Resources

There has been an increasing focus in recent years on the issue of utility
ownership of new resources (either self-build or purchase after construction). Ownership
carries with it significant risks, costs and benefits to customers compared to non-
ownership, making a direct comparison difficult. While the RFP is the venue for making
the selection between ownership vs. rental, we recommend that utilities include a
discussion in its IRP of this issue. The results of this discussion should be reflected in the
scoring used in the RFP to compare owned vs. non-owned resources if the RFP will
ultimately make the decision. Ultilities should indicate in the IRP if they plan to consider
ownership of any of the new resources identified in their preferred strategy and include
the “pros and cons” of this decision in their IRP analysis. If a utility owned resource is
contemplated, the IRP should identify the transmission arrangements for that resource
and where the resource will be sited.

Tenure and Optionality

The previous discussion regarding owned vs. non-owned resources is one
example of a resource characteristic that has not previously been adequately addressed in
utilities' IRPs or RFP scoring. The treatment of the tenure and optionality characteristics
of various resource choices has also been missing, or discussed only qualitatively.

Resources with shorter lead times and tenure have an optionality value, since they
can be adjusted or changed depending upon future circumstances. This value is
considerable in the face of large uncertainties in future technology breakthroughs, carbon
regulation and price volatility of fuels. The IRP must develop tools to measure this
value, and the RFP needs to reflect this factor in its scoring criteria.

The NW Power and Conservation Council's modeling effort would be a good
place to start. The Council's model allows future resource choices to change depending
on future scenarios. Thus portfolios that contain resources with more optionality may
end up costing less as the model tests it against hundreds of possible futures. The
Council's model is public, so it might be possible to come to a reasonable "optionality
adder" by using it to run portfolios that are exactly the same except for containing a
resource with different tenure.



Planning Margin

We support the Staff's treatment of planning margin with one additional note.
The Staff draft states: "The optimal level for reliability metrics is a function of the
resource makeup of the system." The draft's discussion then makes it clear that by
"system," the Staff was referring only to the utility's system. However, one must take a
larger view. The optimum level depends also on other utilities' planning margins. It is
the actions of the whole interconnection that determine both reliability and market prices.
We have often seen what seems like a "herd mentality" when it comes to utility actions--
and it is this herd action of all taking the same general approach to resource acquisition
that, in our opinion, has led the region over the cliff on multiple occasions. Therefore,
each utility's IRP analysis should take note of regional adequacy efforts and what other
utilities are planning in order to properly measure its own risk. (And a healthy dose of
contrariness may be in order.)

Frequency of IRPs

Staff recommends in its draft that the utilities should file IRPs every two years.
We believe that this should be clarified to mean two years from the date of the previous
IRP's acknowledgment.

Summary

We appreciate the PUC Staff’s thorough analysis of the issues in this docket. We urge the
Commission to require the utilities to include an imputed CO2 cost in their base-case
analyses and open an investigation at the conclusion of this docket into the appropriate
value for CO?2 for utilities to use in their IRPs. We also support the Commission taking a
more active role in closely following the utility’s progress on the IRP action items.
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