BEFORE THE PUBLIC UTILITY COMMISSION
OF OREGON
UM 1182 — PHASE I

In the Matter of

PUBLIC UTILITY COMMISSION OF ,
OREGON STAFF'S REPLY COMMENTS
Investigation Regarding Competitive
Bidding.

In its Order No. 11-001, the Commission re-opened Docket UM 1182 to, in relevant part,
explore methods to aid the “independent evaluator” (IE) in the evaluation of the risks and
advantages of utility “benchmark” (Benchmark) resources. More specifically, the
Commission invited parties’ comments on the analytic framework and methodologies that
the IE should use under Guideline 10(d), set forth in Order No. 06-446, to evaluate and
compare a utility’s ownership of a generating resource to a utility’s purchase of power
from an “independent power producer” (IPP).*

The Commission resolved four risk items (Cost Over-runs, Wind Capacity Factors, Heat
Rate Degradation, and Counterparty Risk) in Order No. 13-204% and stated its belief that
the risks and benefits associated with a comparative risk item should be evaluated based
on the individual characteristics of each resource.® The Commission ordered the parties
to address the eight remaining risk factors through simultaneous opening and reply
comments. On August 5, 2013, the Administrative Law Judge held a prehearing
conference and issued a procedural schedule establishing opening comments on
September 30, 2013, and reply comments on November 1, 2013.*

In this phase of the investigation, there are eight remaining comparative risk items:

* Changes in Forced Outage Rates

» End Effect

* Environmental Regulatory Risk

* Increases in Fixed Operations & Maintenance (O&M) Costs
» Capital Additions

» Changes in Allowed Return on Equity

» Verify Output, Heat Rate and Power Curve

» Construction Delays

! Order No. 11-001 at 6 (Docket UM 1276).

% Order No. 13-204 at 8-9 (Docket UM 1182).

* Order No. 13-204 at 10 (Docket UM 1182).

* Prehearing Conference Memorandum (Docket UM 1182).
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The Commission instructed that the parties' comments should follow the framework
used bysthe Commission in Order No. 13-204 (pp. 8-9) to analyze each risk item as
follows:

(1) Parties should initially address whether the risk factor is related to resource
ownership and provide support for any conclusion reached. If a party believes the
risk factor is related to ownership, the party should provide recommendations to
help the IE' s comparative analysis of that risk item for utility benchmark
resources and other resource options.

(2) The parties should focus on qualitative recommendations, rather than propose
guantitative adjustments.

At the conclusion of this phase, the Commission will make any necessary changes to
Guideline 10(d) to incorporate the resolutions reached in all the phases of this docket.

Summary Description of Initial Comments on the Remaining Issues®

Reply Comments were filed by Idaho Power Company, Pacific Power, Portland General
Electric Company (collectively, the utilities), and Northwest and Intermountain Power
Producers Coalition (NIPPC).

Most comments addressed the remaining eight risk factors. However, NIPPC chose not
to address these factors, and focused instead on the structure of the Request For
Proposal (RFP) process, contending as follows:

“The IE [Independent Evaluator] cannot properly utilize qualitative adjustments or
perform adequate comparative analyses unless the RFP process is changed” to
“either (1) [rlequire mandatory Commission acknowledgment of the utilities’ RFP
short list; or, (2) [r]lequire utilities procure certain resources through RFPs that do
not include a utility ownership option and where IPPs will exclusively compete
with one another.” See NIPPC Comments at 3.

At the conclusion of the original workshops in earlier phase of this proceeding to discuss
the Commission’s directives in this docket, the parties identified a list of 12 comparative
risks or advantages for the Commission to consider (Order No. 12-324 at 2). Commission
Order No. 13-204 resolved four risk factors and established “an abbreviated schedule to
address the remaining eight potential risk factors identified in this proceeding.”’ Staff
believes that NIPPC's Initial Comments is an improper attempt to expand the scope of
this docket beyond the issues agreed to by all the parties, including NIPPC, and approved
by the Commission. Therefore, Staff recommends that the Commission reject NIPPC’s
recommendations to “either (1) [rlequire mandatory Commission acknowledgment of the
utilities’ RFP short list; or, (2) [rlequire utilities procure certain resources through RFPs

® Order No. 13-204 at 11 (Docket UM 1182; numbering added).

® Staff provided summary descriptions of the issues in its Initial Comments filed in this docket on
September 30, 2013.

” Order No. 13-204 at 1 (Docket UM 1182).



that do not include a utility ownership option and where IPPs will exclusively compete with
one another.”

Further, as explained herein, Staff will recommend that the Commission open another
phase of this docket to consider NIPPC’s new Issue (1) but not to give any further
consideration to NIPPC’s new Issue (2).

1. Changes in Forced Outage Rates (FOR)

Staff and the utilities do not recommend any changes to the current bid evaluation
process with respect to this FOR risk. In addition, Staff agrees with PGE’s comment that
the Commission’s conclusion with respect to heat rate degradation (See Order 13-204,
p.10, Section C 2) also applies to FOR:

"[W]e believe that the risks and benefits associated with heat rate degradation
should be evaluated based on the individual characteristics of each resource."

Therefore, Staff believes that there is no need to change the current FOR evaluation
methods and that no changes should be made to the IE's comparative analysis of utility-
ownership bids versus PPA bids for this risk factor.

2. End Effect

Staff and the utilities agree that the risk and reward of terminal value is related to
resource ownership, more specifically to the utility benchmark resource.

Staff did not recommend using an adder to reflect the end effect of the benchmark
resource. However, Staff stated that “we may recommend on a case-by-case basis to
invite PPA bidders to offer an option to renew the PPA at the end of the initial term. Were
the utility to execute the PPA renewal then the cost or benefit provided by a PPA would
be passed on to ratepayers thus equalizing a utility owned resource and PPAs. Receiving
bid adders for PPA renewal would allow parties and the IE to consider bids with and
without end effect adders which will aid in determining which resource is in the best
interest of ratepayers.” See Staff Initial Comments at 6.

The utilities believe that the utility benchmark resources offer greater customer benefits
than PPAs when PPAS’ terms do not provide options for a utility to obtain similar value at
the end of the PPA’s term. The utilities recommend the Commission direct the IEs to
consider terminal value where appropriate during the bid evaluation process, either as
part of the initial bid analysis or as part of a scenario analysis.

Idaho Power maintains that "high value" renewable resource locations are often scarce or
unique in their suitability for generation permitting, construction and proximity to
transmission facilities. Terminal value can also include the value of continuing to operate
the generator beyond the originally projected useful life of the asset. The terminal value of
UOG is retained by the utility for the benefit of customers. For PPAs, on the other hand,
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the independent power producer ("IPP") retains all of the value associated with continued
generation and all other value related to the site at the end of the contract term.” See
Idaho Power Reply Comments at 3.

PGE maintains that End Effects are specific to utility-ownership bids and that the criteria
for considering this factor should be revised because “the competitive bidding guidelines
and criteria do not include the option value (benefits) of repowering the site or extending
the life of the plant through upgrades, component replacement, and capital
improvements.” See PGE Initial Comments at 3.

For that reason, “PGE recommends that the economic value associated with the option to
repower a site or extending the life of the plant should be included in the evaluation of
competitive bids. Including this option into the RFP bid evaluation process would yield
results that more accurately reflect each bid's value to our customers.” See PGE Reply
Comments at 4. Pacific Power is also of the same opinion that “the Commission [should]
direct the IEs to consider terminal value where appropriate during the bid evaluation
process, either as part of the initial bid analysis or as part of a scenario analysis.” See
Pacific Power Reply Comments at 5.

Staff maintains that a PPA offering an option to renew it at the end of its term equalizes
the benefits from a utility-owned resource and PPA resources and recommends that the
Commission direct the IEs to consider terminal value where appropriate during the bid
evaluation process.

3. Environmental Regulatory Risk

Staff and the utilities agree that environmental regulations are a risk associated with
resource ownership.

Staff recommended in its initial comments that expected environmental risks be included
in PPAs as a possible “change in law” and that the IE should review and evaluate any
“change in law” clause associated with the IPP resource. The utilities agree with Staff
that no adder should be used to account for this risk factor and that the IE’'s comparative
analysis should make sure that the bids reasonably account for anticipated future
environmental regulations.

4. Increases in Fixed O&M Costs

Staff and the utilities agree that this risk factor is associated with resource ownership.
Staff recommended in its initial comments that no adder be included in the evaluation of
this factor but that IEs should make sure that the fixed O&M costs included in the PPAs
and the utility benchmark resources are in agreement with the escalation factor for O&M
costs recently used in utility Integrated Resource Plans and general rate cases.

The utilities maintain that this risk is not material or significantly different enough between
utility benchmark resources and PPAs. Therefore, the utilities agree that no changes to



current competitive bidding scoring criteria of bids for fixed O&M expenses but that the IE
should verify that fixed and variable operation and maintenance values are reasonable.

5. Capital Additions

Staff believes this risk factor is related to the IPP and the utility benchmark resource.
While Idaho Power does not consider capital additions to be a factor that differs
significantly between utilities and independent generators (See Idaho Power Comments
at 7), PacifiCorp maintains that “it is important to ensure that benchmark resource
proposals include any planned capital additions that are part of a long-term maintenance
program for major equipment.” See PacifiCorp Comments at 13.

Staff and PGE point out that this risk factor has been sufficiently addressed in Order
No. 13-204 when the Commission directed the IE “to provide a more comprehensive
accounting of the risks and benefits to ratepayers for construction cost over-runs and
under-runs.”® Therefore, no further action is needed to address this risk factor.

6. Changes in Allowed Return on Equity (ROE)

Staff believes that this risk is tied to resource ownership. Idaho Power and PacifiCorp
argued that it is impossible to accurately predict a return on equity over the life of a
resource and that there is no basis to compare a future utility ROE to the ROE included in
an IPP's bid. See Idaho Power Comments at 7 and PacifiCorp Comments at 16. PGE and
PacifiCorp maintained that Staff has previously resolved this issue when it determined
based on historical ROE data that customer impacts were not expected to be material.
The utilities recommended that the Commission take no further action for this risk factor.
Likewise, Staff is of the opinion that no adjustment is necessary to address this risk factor.

7. Verify Output, Heat Rate and Power Curve

Staff recommended in its initial comments that the IE verify that the RFP includes the
same performance measures in terms of total annual output, average annual output,
minimum and maximum net output to be produced by the IPP and the utility benchmark
resource. PacifiCorp maintained that “The most effective way to ensure that the output,
heat rate, and power curve at the start of resource life are appropriately established as
part of the bid evaluation process is to require the IE to review and validate that the long-
term performance assumptions are reasonable.” See PacifiCorp Comments at 19.

Idaho Power Company maintained that “the actual resource performance will not be
known until the in service date and therefore cannot be a basis by which the IE can
compare an IPP bid to a benchmark resource.” See Idaho Power Comments at 7.

Idaho Power and PGE recommended against the inclusion of this risk factor in the IE's
comparative analysis. Staff disagrees and continues to support its initial recommendation.

® Order No. 13-204 at 1 (Docket UM 1182).



8. Construction Delays

Staff and the utilities agree that this risk factor applies to both utility-owned and to IPP-bid
PPA resources. Staff and the utilities also are in agreement that the presence of contract
negotiations and liquidated damages in the contracts are important mitigation factors
against this risk and recommended no further adjustment to the price bid for this risk
factor.

NIPPC’s Recommendations for a Short-List Acknowledgment and Resource Set
Aside for IPPs.

As stated earlier, NIPPC addressed two issues that were outside the scope of the
Commission’s directive in its Order No. 13-204. Accordingly, Staff asks that the
Commission deny NIPPC'’s request to broaden the current phase of this docket to
consider either of its two newly-raised issues. However, as stated earlier, Staff
recommends that the Commission open another phase of this docket to consider NIPPC’s
new Issue (1) but not to provide further consideration to NIPPC’s new Issue (2). Staff
reaches its recommendation for the following reasons.

Regarding NIPPC’s recommendation for utilities to set aside certain resources for IPPs’
exclusive bids [i.e., its new issue (2)], Staff does not believe that this recommendation
could be implemented without a significant investigation into the impacts of such drastic
policy change on rates and analysis of how resources acquired under such policy would
fit in the utilities’ integrated resource plans. Therefore, Staff recommends the Commission
reject NIPPC’s proposal to require utilities procure certain resources through RFPs that
do not include a utility ownership option and where IPPs will exclusively compete with one
another.

As for NIPPC'’s first recommendation to require mandatory Commission acknowledgment
of the utilities’ RFP short list [i.e., its new issue (1)], NIPPC claims that the lack of
acknowledgment of the bidders’ short list “has eroded the integrity of the entire process
and omits an important opportunity for the IE to demonstrate to the Commission and Staff
how short-listed companies compare with the Benchmark Resource and with one another
and whether they are all being evaluated evenly.” See NIPPC Comments at 4. NIPPC
also contends that “the enhanced transparency would ...increase the credibility of the
overall process.” Finally, NIPPC alleges that “requiring acknowledgment of the short list
would provide the Commission with important information by which to assess the
progress of the RFP and the quality of resources being offered to the utilities.” See NIPPC
Comments at 5.

Staff reviewed the history of this issue and found that Staff and the utilities have in the
past strongly recommended the Commission to acknowledge the utilities’ short-list of
bidders.® However, Guideline 13 as approved in Commission Order No. 06-446 gives the
utilities discretion to seek Commission’s acknowledgment of the their short-list.

° To the extent Staff's following comments rely upon prior Commission dockets and filings, Staff requests
the Commission take official notice of such dockets, Orders and filings. See OAR 860-001-0460.
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Staff believes that NIPPC’s request to require mandatory Commission acknowledgment
of the utilities’ RFP short list of resources is not unreasonable given the background of
this issue explained above and the recent history surrounding this issue. In recent cases
related to PGE’s 2012 RFP for energy and capacity resources, some parties made
allegations that had PGE sought acknowledgment of its final short list, “it would have
provided information to the Commission, ratepayers, and other interested parties about
the process that PGE had followed in selecting its short list and that it was likely to
apply in making its final selection. Seeking acknowledgement would have allowed the
Commission, ratepayers, and other interested parties to give input that would have been
beneficial to everyone concerned, and it would have increased the level of satisfaction
with PGE’s RFP process.” See Calpine Comments at 5."%,"

Because acknowledgment of a utility’s selection of its final short-list is an issue that was
hotly debated by the parties in this docket before Order No. 06-446 and given the recent
revival of the issue described above, Staff is of the opinion that NIPPC’s recommendation
to require utilities to seek Commission’s acknowledgment of their short list of resources is
not unreasonable. Therefore, Staff recommends that the Commission set an additional
procedural schedule for all the parties to provide comments on the issue of whether or not
the Commission should require utilities to seek its acknowledgment of the short list of
resources.

This concludes Staff's Reply Comments.
Dated at Salem, Oregon, this 15t day of November, 2013.
Aster R. Adams, Ph.D.

Program Manager
Energy Resources & Planning

1 Case No. DR 46: In the Matter of TROUTDALE ENERGY CENTER, LLC, Petition for Declaratory
Ruling. Comments of Calpine Corporation. See also similar claims in Docket No. UM 1535, Request for
Investigation of Grays Harbor Energy, LLC at pp. 27-28.

' To the extent Staff's following comments rely upon prior Commission dockets and filings, Staff requests
the Commission take official notice of such dockets, Orders and filings. See OAR 860-001-0460.
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