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Are you the same Stacey J. Kusters who previously submitted testimony in
this proceeding on behalf of PacifiCorp d/b/a Pacific Power (the Company)?

Yes.

Purpose of Testimony

Q.
A.

What is the purpose of your testimony?

My testimony includes a rebuttal of the parties’ direct testimony regarding the
Guideline 10(d) analytic framework (Guideline 10(d) Analysis) used to compare
bids for power supply contracts between the Company and third parties to a cost-
based benchmark alternative (Benchmark Resource) during a competitive
resource solicitation. My rebuttal is limited to a discussion of competitive
bidding Guideline 10(d) and to the items identified by the Public Utility
Commission of Oregon (Commission) in Order No. 12-324 to be addressed in this
phase of the docket: 1) construction cost over- and under-runs; 2) heat rate
degradation; 3) wind capacity factor; and 4) counterparty risk. I respond to the
proposals and analysis presented by Mr. Procter on behalf of Commission Staff
(Staff), and Mr. Monsen and Ms. Collins on behalf of the Northwest and
Intermountain Power Producers Coalition (NIPPC).

How is your testimony organized?

My testimony has five parts. The first part addresses the Guideline 10(d)
Analysis and specifically responds to Staff’s recommendations regarding the
conceptual framework for this Phase I, as well as provides a response to NIPPC’s
proposals. The remaining four parts include rebuttal and further

recommendations associated with each of the items to be initially addressed in

REDACTED Reply Testimony of Stacey J. Kusters
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this phase of the docket: 1) construction cost over- and under-runs; 2) heat rate
degradation; 3) wind capacity factor; and 4) counterparty risk. For each item, I
compare the risks and benefits associated with a Benchmark Resource and bids
for third-party owned resources by applying the conceptual framework discussed
in the first part of my testimony. In addition, for each item, I specifically rebut
the analysis presented by NIPPC witnesses Mr. Monsen and Ms. Collins.

Please summarize your testimony.

My testimony explains why it is important to focus Phase II of this docket on
improving the Guideline 10(d) Analysis process and reducing the potential for
bias rather than on the development of generic bid adjustments to be applied to
future bid solicitations, as NIPPC proposes. With respect to construction cost
over- and under-runs, heat rate degradation, and wind capacity factor, I describe
in detail why generic bid adjustments are not in the best interest of customers and
explain the flaws with the analysis presented by NIPPC witness Mr. Monsen.
With respect to counterparty risk, I reiterate my position in direct testimony that
the probability of default should be incorporated into the bid review process as
well as describe why the testimony presented by NIPPC witness Ms. Collins is

largely irrelevant.

Recommendations for a Guideline 10(d) Analysis

Please summarize the recommendation made in your direct testimony.
[ recommended improving the Guideline 10(d) Analysis process, which involves
the independent evaluation of the Benchmark Resource (ifany) and all or a

sample of the bids to determine whether the selections for the initial and final

REDACTED Reply Testimony of Stacey J. Kusters
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shortlists are fair and reasonable, rather than focusing on the development of
generic pre-determined bid adjustments. In addition, I recommended that
compliance with Guideline 10(d) also include an evaluation of the unique risks
and advantages associated with the Benchmark Resource (if used). I noted that
the Company does not believe that focusing on the development of generic pre-
determined bid adjustments will achieve the stated goal of developing a more
comprehensive accounting and comparison of a/l the relevant risks.'

Q. Has your recommendation changed?

A. No. The Company continues to believe that generic pre-determined bid
adjustments are neither advisable as a policy matter nor necessary as a means to
fairly evaluate the risks and benefits of third-party owned resources with a
Benchmark Resource. As will be described in more detail below, the flaws in the
analysis and conclusions presented by NIPPC witness Mr. Monsen only serve to
highlight the futility of attempting to generically pre-determine and pre-judge
certain types of risks and benefits associated with different types of resources and
acquisition structures. | continue to believe that the introduction of any level of
generic bid scoring adjustments based on ownership structure is likely to distort
the bid ranking process, introduce bias, and potentially increase cost and/or risk to

customers.

! See In the Matter of An Investigation Regarding Performance Based Ratemaking Mechanisms to Address
Potential Build-vs.-Buy Bias, Docket UM 1276, Order No. 11-001 at 6 (January 3, 2011) (“Order No. 11-
0017).
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In Staff’s testimony, Mr. Procter concludes that the Commission’s directive
in Order No. 11-001 for Phase II was to develop a more in-depth analysis of
risks that arise from selecting a utility’s benchmark resource versus buying
the output from an Independent Power Producer (IPP). 2 Do you agree with
this conclusion?

Yes. The focus of Phase II should be solely on the development of a more in-
depth analysis of the comparative risks and advantages that arise from selecting a
utility’s Benchmark Resource versus buying output from an IPP. I note that there
is a multitude of different contractual structures to acquire power supply from
third parties which adds complexity to such an analysis. For example, contract
structures could include fixed or variable price power purchase agreements
(PPAs), tolling agreements, or lease agreements, all of which will have different
terms and conditions that create different types and degrees of risk to customers.
Staff’s testimony includes a proposed conceptual framework for Phase II.
Do you agree that a conceptual framework for Phase II would be helpful?
Yes. Given the complexity of issues addressed in Phase II, a conceptual
framework would aid the parties in both gaining a clear understanding of any
future potential for bias to be addressed in Phase II and guiding the development
of an appropriate response.

What is Staff’s proposed conceptual framework?

Mr. Procter recommends a conceptual framework for Phase I that is designed to
address each of the three goals of Phase II, which Mr. Procter defines as: “(1)

determine how the risks are addressed in bid evaluation, (2) determine what bias

2 Staff/100, Procter/3.
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exists, and (3) recommend adjustments to guideline 10(d) to account for that

»3 M. Procter also notes that the focus of the risk analysis in Phase II should

bias.
be on risk to ratepayers.

Do you agree with Staff’s goals for Phase I1?

Yes, in part. The Company agrees with Staff’s goals in that the first and third
goals seek to determine whether any adjustments to Guideline 10(d) in the
competitive bidding guidelines are ultimately necessary, and to more clearly
understand the risks and benefits associated with any proposal, whether they be
Benchmark Resources or third-party owned resources. The key point is that only
once the comparative risks are understood can appropriate evaluation criteria be
developed for the Guideline 10(d) Analyses performed in future requests for
proposals (RFPs). Therefore, the Company agrees with Staff that a goal of Phase
IT is to determine how the risks are addressed in Guideline 10(d) of the bid
evaluation process. The Company also agrees with Staff that the focus of the risk
analysis should be on risk to customers.

Do you propose any modifications to Staff’s goals for Phase II?

Yes. The second goal is not necessary. It will not be helpful or constructive to
focus on determining what bias exists, if any, in the current evaluation process.
This is because the focus need only be on ensuring that the process is fair and
robust and eliminates, or reduces to the extent possible, the potential for bias in
future RFPs. For instance, if there is concern that utilities will deliberately
underestimate project construction costs for a Benchmark Resource—any actual

occurrence of which has not been established and which I vigorously argue does

31d.
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not occur—the way to remedy this concern is to enhance the process to eliminate
or minimize this possibility on a going forward basis.
How does Staff propose determining what bias exists?
Mr. Procter states that the Commission is interested in Phase II in “systematically
evaluating if the current bid evaluation criteria itself is structured in such a way as
to result in bias.”* Mr. Procter goes on to state:

[f it turns out that the existing bid evaluation criteria

reasonably accounts for differences in risk between two

bids, then that is evidence that the bid evaluation criteria

are free of bias. In that case, changes to guideline 10(d) are

not warranted. In contrast, if there are two bids that leave

ratepayers exposed in substantively different ways to at

least one of the four risks under investigation, and the bid

evaluation criteria does not accurately account for this

difference, then that is evidence that the bid evaluation

criteria contains bias. In this case, changes in the guideline

10(d) are warranted.’
Do you agree with this?
No, I do not agree with this to the extent it requires mining historical information
and attempting to establish whether or not bias existed in prior RFPs. Focusing
on arguments that attempt to establish the existence of bias in prior RFPs is not
constructive because: 1) the potential for future bias is relevant, and, as such, the
potential for future bias is not demonstrated by allegations of prior bias; and 2) it
would involve a burdensome post hoc evaluation of historical resource selections,
many of which have already been reviewed and approved by Independent

Evaluators (“IE”) and the Commission in a ratemaking proceeding. As I explain

in greater detail below, the comparative risks associated with different resource

‘_‘ Staff/100, Procter/7
> Id.

REDACTED Reply Testimony of Stacey J. Kusters
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options are highly dependent on the facts specific to a particular bid solicitation
and the nature of the bids received in response to that solicitation. Furthermore,
the risks faced by both utilities and third parties in developing new resources can
change significantly given external factors that include economic conditions,
natural gas prices, commodity prices, materials costs, global supply/demand for
major components, lead time on critical path equipment, labor costs,
technological advancements, and general supply and demand for engineer,
procure and construct (EPC) contractors.

Do you believe the Guideline 10(d) Analysis could improve?

Yes. Efforts could be made to continuously improve the RFP process. It is also
critical that any Guideline 10(d) Analysis be flexible enough to account for RFP-
specific requirements as well as changes in industry trends. For the reasons more
fully described below, requiring the IE to apply generic pre-determined bid
adjustments to all future RFPs could result in resource selections that are not in
customers’ best interests.

What is your recommendation for establishing a revised Guideline 10(d)
Analysis?

Rather than instituting a Guideline 10(d) analytic framework that calls for the
application of generic pre-determined bid adjustments to all RFPs (even where
they may not be relevant), the processes set forth in the current competitive
bidding guidelines can be utilized to develop an appropriate 10(d) evaluation for
each individual RFP. The Commission’s competitive bidding guidelines,

specifically Guidelines 6 and 7, already provide a process whereby a Guideline

REDACTED Reply Testimony of Stacey J. Kusters
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10(d) Analysis may be developed for each RFP. Guideline 6 requires the utility
to, among other things, prepare a draft RFP and provide it to all parties and
conduct workshops on the draft RFP.® Guideline 7 requires the solicitation of
public comments on the utility’s final draft RFP.’

Why is it important to develop a Guideline 10(d) Analysis on an RFP-specific
basis?

Each RFP is unique. For example, the evaluation of a renewable Benchmark
Resource is different than the evaluation of a Benchmark Resource submitted as
part of an all-source RFP. Exhibit PAC/201 is an example of a renewable RFP.
Exhibit PAC/202 is an example of an all-source RFP. A comparison of these two
exhibits demonstrates that the evaluation process used in each of these two RFPs
is unique and establishing general pre-determined adjustments would not be
applicable to each of the RFPs. An RFP-specific Guideline 10(d) Analysis can
take into account the facts and circumstances of each individual RFP, including
the market and available technologies at the time the RFP is issued.

What is the purpose of Phase II if the Guideline 10(d) analytical framework
should be developed on an RFP-specific basis?

The focus of Phase II should be on the Guideline 10(d) Analysis process. The
outcome of Phase II can provide an outline and parameters for the development of
RFP-specific analyses.

In light of the foregoing, what is the fundamental flaw in NIPPC’s approach?

NIPPC’s proposed bid adjustments skip the important first step of assessing the

8 See In the Matter of an Investigation Regarding Competitive Bidding, Docket UM 1182, Order No. 06-
446 at Appendix A, p.2 (August 10, 2006) (“Order No. 06-446”).
B

Id.
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comparative risks associated with both the Benchmark Resource and third-party
owned resources and determining whether any potential for bias exists. In other
words, NIPPC proposes asymmetric bid adjustments to only Benchmark
Resources without first demonstrating that such an approach is necessary or
reasonable.

Are there other basic problems with NIPPC’s approach?

Yes, there are a number of erroneous facts and questionable assumptions included
in Mr. Monsen’s analysis that I describe in more detail below. In addition, a
fundamental flaw with Mr. Monsen’s analysis is that it is solely based on utility-
owned resources. NIPPC simply fails to present any comparative evidence
demonstrating that third-party bids associated with third-party owned resources
do not also carry the potential for bias. Mr. Monsen fails to provide any evidence
that third-party procurement practices and contractual requirements are more
rigorous than a utility’s. Considering only the risks of utility-owned resources
without comparing them to risks of third-party owned resources captures only half
the picture, and it also distorts bid rankings by introducing a pre-determined and
guaranteed bias as matter of policy. Rather than evaluate the risks associated with
Benchmark Resources and third-party owned resources, NIPPC assumes, without
analysis or support, that Benchmark Resources pose higher risks to customers.
What appears to be the basis for NIPPC’s approach?

NIPPC appears to be leveraging the Commission’s acceptance of the premise that

a bias exists in the utility resource procurement process that favors Benchmark

REDACTED Reply Testimony of Stacey J. Kusters
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Resources over entering into PPAs® as a means to conclude that a bias exists with
respect to the four factors examined herein. NIPPC argues that the way to
improve the evaluation process is to produce a Guideline 10(d) Analysis that is
intentionally biased in favor of third-party owned resources. As a result, NIPPC’s
proposal introduces a bias against Benchmark Resources.

Does this approach have the potential to harm customers?

Yes. NIPPC’s approach assumes that a Benchmark Resource always has more
risk than a PPA. If, however, this assumption is incorrect, customers are likely to
pay more than what they would otherwise if a PPA is selected via an RFP process.
Even if one accepts the unsupported premise that third-party owned projects are
less risky to utility customers, generic bid adjustments do not act to ensure that
the least cost, least risk resource is selected. Instead, as discussed further below,
imposing bid adjustments on one group of alternatives may harm customers
because the remaining bidders are then incented to increase their bid price.

Does Mr. Monsen suggest an alternative to using bid adjustments?

Yes. Mr. Monsen suggests that if a particular bid adjustment is not used for a bid,

the utility will bear the burden of demonstrating to the Commission (after

opportunity for comment by the IE, Commission Staff, and non-bidding
stakeholders) that the Benchmark Resource properly takes into account the
potential cost increase addressed by a prospective bid adjustment.

How do you respond?

Mr. Monsen’s proposal is unworkable, for a number of reasons. This proposal

would hinder an already lengthy and burdensome RFP process. To ensure a RFP

8 OrderNo. 11-011 at 5.
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is fair and equitable for all bidders, the bid adjustments would need to be removed
from each bid for the analysis to evaluate the baseline and then reevaluate using
any adjustments. It is hard to imagine that the process of having the IE review the
Company’s arguments against each adjustment could be completed expeditiously
and not be without controversy from the bidders because the rules are not well
defined and may change in the evaluation process. More fundamentally, any
adjustments to the bid scoring should originate and be supported by the IE and be
symmetrical. The current method of establishing a bid scoring methodology for a
Benchmark Resource, which currently includes price and non-price factors as
applicable, is before market bids are received. This effectively yields a fair and
open RFP, which is vital for a robust response. Bidders would likely have
concern—and reasonably so—over the prospect that the Company would be
proposing lists of bid-specific adjustments after all bids were received. This may
lead to a lack of participation and limited options for any future RFP. Finally, Mr.
Monsen’s suggestion does not appear to address the potential for a conflict of
interest in situations where a non-bidder stakeholder is also an organization with
members who may themselves be a bidder in the RFP process.

Does this conclude the first part of your testimony?

Yes. 1turn now to a discussion of each of the four factors at issue in this phase of

the docket.
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Construction Cost Over- and Under-Runs

Q.

Please summarize your testimony regarding construction cost over- and
under-runs.

NIPPC witness Mr. Monsen’s analysis regarding empirical construction cost over-
runs is based on inaccurate facts or misinterpreted assumptions, and further
highlights why the attempt to develop generic pre-determined bid adjustments
applicable in future RFPs is not advisable.

What are the comparative risks associated with construction cost over- and
under-runs for Benchmark Resources and third-party owned resources?
When the utility is able to negotiate a fixed price contract associated with a third-
party owned resource or its output (which, as noted in my direct testimony, should
not be considered a foregone conclusion), the difference between a Benchmark
Resource and a third-party owned resource is that the Benchmark Resource is
cost-based while the third-party owned resource is a fixed price. A utility may
seek recovery of construction cost over-runs from utility customers (though the
utility must demonstrate that the costs are prudent) but may not retain any
construction cost under-runs as profit if the resource is under budget. Assuming a
third-party owned resource is negotiated for a fixed price, the third-party proposal
for a PPA may not seek recovery of construction cost over-runs; however,
customers do not receive the benefit of construction cost under-runs.
Furthermore, construction cost over-runs associated with a Benchmark Resource
may be specifically due to enhancements or modifications that result in improved

resource availability or performance and overall reduction in costs to customers.
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Isit possible to have a truly fixed price contract?

[ am advised by counsel that it depends on the negotiated terms and conditions,
contract law and other applicable laws. For example, it is typical for contracts to
have force majeure provisions. Depending on the given situation, claims of force
majeure may result in an increased cost or risk to customers. Also, by way of
example, bankruptcy laws may result in contracts being abrogated.

Should the bid evaluation process be designed around past construction cost
over- or under-runs for utility-owned projects?

No. In his testimony, Mr. Monsen points to what he claims to be a recent history
of construction cost over-runs for power projects. Mr. Monsen then appears to
formulate a conclusion that future utility project construction cost over-runs will
occur and warrant generic bid adjustments aimed at increasing the evaluated costs
of Benchmark Resources.” To support this conclusion, Mr. Monsen cites a 2007
Edison Foundation study prepared by The Brattle Group finding that utility
infrastructure construction costs were on the rise at that time, in large part due to
dramatic increases to prices of steel, cement, and other raw materials.

Are the findings of the 2007 Edison Foundation study relevant to future
construction cost over- and under-runs?

No. Mr. Monsen fails to note how many of the referenced projects were
performed under a fixed price EPC contract. Mr. Monsen also fails to note that
since this study was published, demand for electricity has fallen sharply and has
continued to decline, impacting the relevance of the findings contained in the

study. For example, one of the findings in the 2007 Edison Foundation study

® NIPPC/100, Monsen/7, 33.
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cited by Mr. Monsen is that labor costs were increasing due to a backlog of
contracts at large EPC firms.'® However, since demand has fallen, there is no
longer such a backlog or accompanying pressure on labor costs (overtime,
premium pay, etc.), major equipment and other commodities. Since construction
costs are comprised of labor and materials costs, falling labor and materials costs
imply a reduction in overall construction costs. This only highlights the fact that
past trends in construction costs are not necessarily reliable predictors of future
construction costs. Further, under no circumstances should a generic bid
adjustment be developed, to be applied to all future bid solicitations, based on
past trends or anecdotal evidence of utility project construction cost over-runs.
Rather, the bid evaluation process should be flexible enough to account for

shifting trends in construction costs and the ability of the EPC market to submit

fixed price bids.

Q. Does Mr. Monsen describe any other instances of construction cost over-
runs?

A. Yes. Mr. Monsen describes two instances of utility construction cost over-runs:

one with Southern California Edison Company (SCE)"! and one with Otter Tail
Power Company.'?> Mr. Monsen concludes that had appropriate bid adjustments

been applied to the utility alternative, an IPP bid may have been selected instead

1O NIPPC/100, Monsen/8.
"' NIPPC/100, Monsen/10.
12 NIPPC/100, Monsen/8.
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and this would have saved customers from higher costs on the assumption that an

IPP would have been obligated to absorb the construction cost over-runs. '

Q. Do you agree with this conclusion?
No, this is a gross over-simplification. As Inoted in my direct testimony, in the
face of uncertain or volatile prices for materials, IPP bidders become less willing
to make fixed-price bids.'* Further, in the event price volatility was not
anticipated and an IPP experiences significant construction cost over-runs, there is
nothing to prevent an IPP from abandoning a project if it becomes economic to do
so. In the event the utility is required to step into the project or otherwise
purchase replacement power, " costs to customers may increase even more than
the construction cost-over-run the original developer would have experienced. In
this way, the potential for unforeseen increases in construction costs as presented
by NIPPC may increase the risk associated with an IPP bid. Also, if the IPP uses
the utility’s credit to support the contract and the IPP fails, it would seem unlikely
that the IPP would bear the costs.'®

Q. How might the generic bid adjustments proposed by NIPPC impact
customers?

A. Under NIPPC’s proposed generic bid adjustments, the selection of an IPP bid

would guarantee that customers would always pay the construction cost over-run

adjustment, but never benefit if construction cost under-runs materialized. This is

'3 NIPPC/100, Monsen/11.

"* PAC/100, Kusters/18-19.

' Note that in the case of SCE, market purchases of replacement power may not have been a feasible
solution. SCE was directed to acquire summer peaking capacity for reliability purposes. If no such capacity
were available in the market, they might have missed their reliability goal completely.

'® The Company selected a geothermal resource in Utah in the 2003B renewable RFP where the bidder
abandoned the project after it determined it could not construct the project at the cost it had submitted in the
RFP.
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because IPPs will rationally attempt to avoid absorbing construction cost over-
runs. If one assumes that construction costs are always on average higher than
initial cost estimates, then presumably IPPs would increase their bid prices in
order to account for this trend or enter into fixed price EPC contracts. Further, if
generic bid adjustments are applied only to a Benchmark Resource, as applicable,
[PP bids could increase their bid prices by slightly less than the amount of the
adjustment, and their bids would still be competitive, even if the Benchmark
Resource was itself subject to a fixed price EPC contract. If an IPP project is
selected, customers may ultimately bear a much higher cost than if a Benchmark
Resource were selected because of the application of generic bid adjustments.
Are there other errors or inaccuracies in Mr. Monsen’s analysis?

Yes, Mr. Monsen reaches conclusions based on inaccurate facts or misinterpreted
assumptions. Irebut each of these below. These errors further highlight why the
attempt to develop a generic pre-determined quantitative adjustments to apply to
future resource solicitations is not advisable.

How does NIPPC witness Mr. Monsen describe changes in price for the

Dunlap project?

Do you agree with this finding?

No. This conclusion is erroneous in three ways. First, Mr. Monsen misinterprets
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the documents presented to support his claim. Mr. Monsen presents two
documents in support of his conclusion. One is a memorandum dated September
11, 2009 from the IE to Commission Staff that includes an analysis of the
PacifiCorp benchmark bid in the 2009R RFP. This document is designated in this
docket as NIPPC Confidential Exhibit 114. The second document is dated July
24,2009 and is a filing with the Wyoming Public Service Commission regarding
confidential cost information related to the CPCN application for the Dunlap
project. This document is designated in this docket as NIPPC Confidential
Exhibit 115. In Mr. Monsen’s testimony, he notes that there was a price increase
during the time of the bid solicitation to the time of the CPCN application.
However, the CPCN application was filed July 24, 2009, while the cost for the
Dunlap project cost was submitted and reviewed by the IE in the 2009R RFP in
September 2009. The CPCN was filed first; therefore, the price actually
decreased from the CPCN application to the solicitation bid.

Mr. Monsen’s second error was to inappropriately compare the estimated
costs submitted to the IE and the full costs included in the CPCN application as
including all of the same cost categories. Appropriately, the cost submitted to the
[E did not include allowance for funds used during construction (AFUDC)
because the bid evaluation team adds the cost of AFUDC during the evaluation

process. Indeed, the IE stated in its report, the same confidential report referenced

by Mr. Monsen in his testimony, tha |
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I V(. Monsen compared the cost estimate, without AFUDC,

submitted to the [E, with a cost estimate included in the Company’s Wyoming
CPCN filing, which includes AFUDC. Correcting for this second error would
result in a five percent cost decrease using Mr. Monsen’s comparison logic.

Mr. Monsen’s third error is to misinterpret the purpose of the CPCN
application, which does not in this case represent the Company’s Benchmark
Resource cost estimate for RFP 2009R. The Company did not make a formal
decision to construct Dunlap until afier the IE determined in its RFP 2009R report
that Dunlap was the most cost effective alternative. The variance between the
Company’s cost estimate in the RFP 2009R Benchmark Resource and the cost
assumption at the point of decision was zero. Both cost estimates were for the
same cost without AFUDC.

Why would the Company file a CPCN application in Wyoming prior to its
Benchmark Resource being selected from the final shortlist?

As noted, the CPCN application is conducted to demonstrate that there is a need
for the resource. In testimony, the Company disclosed that it was making the
Dunlap project available in RFP 2009R as a cost-based alternative to bids
received from market participants for PPAs, build own transfer arrangements or
the sale of existing assets. The Company also disclosed that, once bids are
received and analyzed in RFP 2009R, the Company would make a determination
as to whether the Dunlap project was in the Company’s customers’ best interest as
compared to other alternatives. If so, the Company would move to construct the

Dunlap project as soon as possible.
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Did Customers benefit from the actual construction costs for the Dunlap
project?
Yes. Customers benefited from the actual construction cost because it was [Jjj

percent below its estimate.'’

Mr. Monsen also concludes tha ¢ |
N 1 you agree with

the conclusion regarding the Lake Side project?

No. In support of his conclusion, Mr. Monsen relies on testimony submitted by
the Company in a CPCN application filed with the Public Service Commission of
Utah. This document is designated in this docket as NIPPC Confidential Exhibit
118. Mr. Monsen also relies on an exhibit accompanying the direct testimony
submitted by the Company in Docket No. UE 217, a general rate case. This
document is designated in this docket as NIPPC Confidential Exhibit 119. The
projected cost included in the Utah CPCN application was for a proposed 534
MW Lake Side project proposed by a bidder in RFP 2003A. The bidder’s cost
projection did not include a subsequent decision by the Company to upgrade the
combustion turbines and control systems that resulted in the Lake Side project
being rated 558 MW. The costs included in Docket No. UE 217 represented the
costs associated with the larger project. The Lake Side project, as constructed,

included a prudent turbine and control upgrade as well as other upgrades that

17 Confidential Exhibit PAC/204
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improved the overall operating performance of the resource as well as the
expected reliability and availability of the plant.

Did Customers benefit from the actual construction costs for the Lake Side
project?

Yes. Customers benefited from the actual construction cost because it was [JJJjj
percent below its estimate.'®

Do you agree with Mr. Monsen’s conclusion regarding the Seven Mile Hill
project?

No. In support of this conclusion, Mr. Monsen relies on a Wyoming CPCN
application for Seven Mile Hill dated August 31, 2007. This document is
designated as NIPPC Confidential Exhibit 120. Mr. Monsen also relies on a
Wyoming Section 109 Permit Application, made on June 15, 2009, for the Dunlap
project. This document is designated as NIPPC Confidential Exhibit 121.
Comparing cost references in these two documents is not an appropriate
comparison. The cost reference included in the Dunlap permit application was for
the projects constructed at Seven Mile Hill in 2008. The purpose of the cost
statement in the Dunlap permitting application was to conservatively demonstrate
that ad valorem taxes in Carbon County, Wyoming would increase as a result of
the wind projects constructed in the county at the Seven Mile Hill site during
2008. Mr. Monsen’s comparison is erroneous because he compares the estimated

cost of one project with a tax-related cost reference for two wind projects.

'® Confidential Exhibit PAC/204.
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Did Customers benefit from the actual construction costs for the Seven Mile
Hill project?

Yes. Customers benefited from the actual construction cost because it was [JJj
percent below its estimate. '’

Do you agree with conclusions made by Mr. Monsen regarding the Goodnoe
Hills project?

No. Mr. Monsen’s analysis is flawed as discussed below, and, as a result, the
conclusion that the actual cost of Goodnoe Hills was 29 percent higher than the
estimated cost is not accurate.

How is Mr. Monsen’s analysis flawed?

In support of his conclusion, Mr. Monsen relies on two documents: 1) an excerpt
from the direct testimony of the Company in a 2007 rate case before the Idaho
Public Utilities Commission designated as NIPPC Exhibit 116; and 2) an excerpt
from the direct testimony of the Company in a 2008 rate case before the
Commission designated as NIPPC Exhibit 117. Mr. Monsen compares a cost
reference of $151.9 million in the Idaho testimony and a cost reference of $196.6
million in the Oregon testimony. From this, Mr. Monsen erroneously concludes
that the actual construction cost of Goodnoe Hills increased by 29 percent.
However, comparing these numbers does not result in an accurate comparison
because the cost referenced in the Idaho testimony excluded $44.7 million of
accrued construction work in progress costs. The project was under construction
at the time of the Idaho testimony and was subject to an EPC agreement that

included milestone payments. Exhibit PAC/203, an exhibit included in the Idaho

¥ Confidential Exhibit PAC/204.
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rate case reference by NIPPC, shows $196.6 million of total estimated costs for
Goodnoe Hills. Therefore, a correct analysis would have concluded ||| | [ GzB
construction cost over-run and |||  lconstruction cost under-run.

Did Customers benefit from the actual construction costs for the Goodnoe
Hills project?

Yes. The Goodnoe Hills project was acquired from a third-party joint venture that
primarily consisted of a NIPPC member. The third-party joint venture
constructed the project under an EPC contract. Customers benefited from the
actual construction cost because it was || ||| | ||| | jjlilil]oc 0w its estimate.”

Mr. Monsen refers to 11 utility-owned projects located in California for
support of its proposed seven percent bid adjustment. What is your overall
assessment of this analysis?

This is not a robust analysis. First, because Mr. Monsen presents no comparable
information about the history of construction cost over-runs (and associated
impact on utility customers) for IPP projects, it is impossible to conclude from
this data set that utility-owned projects pose more risks to customers resulting
from construction cost over-runs. Second, a sample of eleven projects in one state
over the last ten years should not be used to extrapolate future trends and apply
those trends to future RFPs issued by an Oregon utility. Third, NIPPC does not
perform any analysis or review of the underlying procurement methodology and
EPC market that was then in place to design and construct the resources.

Are there other problems with Mr. Monsen’s analysis?

Yes. Mr. Monsen’s example of SCE’s project is inapt. Further review of the

20 Confidential Exhibit PAC/204.
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relevant California Public Utilities Commission (CPUC) proceeding reveals that
this project was unique: it was a directive from the CPUC to SCE to develop and
construct black-start reliability “must-run” resources in a very short time period.
The reason that SCE’s original estimates were low was because, as SCE noted in
its testimony, it did not have adequate time to scope the project.”' SCE did not
have adequate time to scope the project because it was given less than a year to
develop and install up to 250 MW of black-start, dispatchable generation
capacity.” This unique circumstance involving a “fast track” project should not
be used to extrapolate a trend that informs the evaluation process of future RFPs
in Oregon.

Q. What has been the Company’s experience with respect to construction cost-
over-runs on utility-owned resources?

A. The Company’s analysis shows that there has been an average cost under-run of
- percent associated with the Company’s owned wind projects. Confidential
Exhibit PAC/204 shows the costs used for evaluation purposes and the actual
costs for the Company’s owned thermal and wind projects. The highest
construction cost under-run was - percent whereas the highest construction cost
over-run was [JJJj percent.

Q. What do you conclude from this?

A corrected analysis supports the following conclusions: 1) construction cost

over-runs are a not a demonstrable past or current trend; 2) the Company has

*! NIPPC/100, Monsen/10.

2 NIPPC/102, Monsen/1-2 (“On August 15, 2006, in Rulemakings 05-12-013 and 06-02-013, an Assigned
Commissioner’s Ruling (ACR) “Addressing Electric Reliability Needs in Southern California For Summer
2007 directed Southern California Edison Company (SCE) to, among other thing, pursue the development
and installation of up to 250 MW of black-start dispatchable generation capacity within its service territory
for 2007 operation.”)
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estimated its utility Benchmark Resource costs in good faith; and 3) there is no
need to impute a prescriptive construction cost over-run bid adjustment to
Benchmark Resources.

Mr. Monsen recommends that construction cost over-runs during the first
five years of plant operations should be included in the calculation of the
final construction cost over-run adjustment. Do you agree?

No. As an initial matter, this aspect of Mr. Monsen’s testimony is beyond the
scope of the current proceeding. As noted in the May 30, 2012 Administrative
Law Judge (ALJ) Ruling, one of the issues the parties discussed was capital
additions over the resource life.” This issue was not selected as part of Phase II,
which is limited to the four items noted above and listed in Order No. 12-324. As
such, this aspect of Mr. Monsen’s testimony should not be considered. Mr.
Monsen asserts that the fact that a utility could plan to upgrade a plant after
commissioning but not include those costs in the evaluation of the project
approval stage warrants a generic bid adjustment for construction cost over-runs
related to deferred capital expenditures. This again illustrates my points regarding
the conceptual framework for this docket. If there is a concern regarding the
potential for utilities to exclude planned upgrades from the initial Benchmark
Resource cost estimate, the focus should be on designing a bid evaluation process
that reduces or eliminates this possibility.

Does this conclude your testimony on construction cost over- and under-
runs?

Yes.

23 ALJ Ruling, p. 2 (Item 8 — Capital Additions Over the Resource Life).

REDACTED Reply Testimony of Stacey J. Kusters



13

14

15

16

18

19

20

21

PAC/200
Kusters/25

Heat Rate Degradation

Please summarize your testimony as it relates to heat rate degradation.

I first describe the framework through which heat rate degradation should be
evaluated in this phase of the docket by applying the conceptual framework
described in part one of my testimony. I then discuss in detail the flaws
associated with NIPPC witness Mr. Monsen’s analysis. [ explain that his analysis
supporting generic bid adjustments associated with heat rate degradation is
deficient in a number of ways with respect to the relevance of the data set used
and the logic of the analysis itself.

Under your conceptual framework, what should be the focus of this effort on
heat rate degradation?

The focus should be on ensuring that heats rates are forecasted as accurately as
possible for all proposals, including a Benchmark Resource (if any), during the
bid evaluation process. This is accomplished by the IE verifying that degradation
values are consistent with those provided from the Original Equipment
Manufacturer (OEM), which is the best source of this data. Again, the focus
should be on reducing the potential for bias in the evaluation of the Benchmark
Resource by ensuring that assumptions underlying the proposal are reasonable.
What are the comparative risks associated with heat rate degradation for
utility and third-party owned resources?

Assuming that the utility is able to negotiate a contractual financial heat rate

REDACTED Reply Testimony of Stacey J. Kusters
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What are the comparative risks associated with heat rate degradation for
utility and third-party owned resources?

Assuming that the utility is able to negotiate a contractual financial heat rate
guarantee in the contract with the third-party owned resource (which as noted in
my direct testimony should not be considered a foregone conclusion), the
difference between a Benchmark Resource and a third-party owned resource is
that the energy from a utility resource is cost-of-fuel-based while the third-party
owned resource is a fixed per-unit price. Exhibit PAC/205 provides an example
of how a guaranteed heat rate compares on an economic basis to the heat rate
curve from a Benchmark Resource where the Company has included a heat rate
degradation curve. The exhibit illustrates that any benefit to customers of the
guaranteed heat rate is highly dependent on what the guarantee is as it compares
to the heat rate degradation curve. If the bid evaluation process includes the heat
rate degradation curve from a Benchmark Resource and a heat rate guarantee
from third-party bidders, then no adjustment is required because the evaluation
process already takes this into account.

Are these differences currently addressed in PacifiCorp’s bid evaluation
process?

Yes. As explained in detail in my direct testimony,** bids that are subject to
degradation and part-load heat rate impacts are analyzed as such, using
information provided by the OEM data. Bids that are not subject to such variation

are modeled as having constant heat rates.

24 PAC/100, Kusters/11-17.
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Should the bid evaluation process be designed around past or current trends
of heat rate degradation in utility-owned projects?

No. In his testimony, Mr. Monsen points to a database of annual cost and
operating characteristics of utility-owned generation for the years 1981 to 1999 to
support a conclusion that certain trends in heat rate supports the use of generic bid
adjustments.” As will be described more fully below, there are flaws in Mr.
Monsen’s analysis. Further, given heat rate variability and the number of factors
that can ultimately influence heat rates over time, a generic bid adjustment would
still not be appropriate to be applied to future bid solicitations, even if the analysis
were robust. Rather, the bid evaluation process should be designed to be flexible
enough to account for changing heat rates over time.

Please describe the dataset Mr. Monsen uses to derive a heat rate adder.

The Wolfram dataset is a public dataset containing actual operating experience of
generation plants across the United States over the period 1981-1999. The
earliest commercial operation date (COD) in the dataset is 1915.

Is this dataset useful to extrapolate future heat rate degradation trends?

No. Heat rate variation is caused most significantly by variation in operation.
The variation seen in this dataset is likely due to a variety of factors including
ambient conditions, plants operating at partial load, level of duct firing, starting
and stopping, and actual heat rate degradation. The Company is not aware of any
statistically defensible methodology to measure the amount of heat rate variation

attributable to each contributing factor based solely on the data in this dataset.

2 NIPPC/100, Monser/25
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Thus, it is inaccurate to say that all differences in heat rates result from or
constitute heat rate degradation.

Please describe the filters Mr. Monsen applies to the dataset.

Mr. Monsen excludes fuels other than natural gas. The first natural gas-fueled
plant to appear in Mr. Monsen’s analysis is the Lakeside, Wisconsin plant, with a
COD of 1920. Because generation plants pre-dating 1999 are unlikely to be able
to achieve heat rates below 7,000 Btu/kWh he also excludes low heat-rate plants
as data errors.

Are these filters appropriate?

Yes. However the low heat-rate exclusion highlights the second critical
deficiency of Mr. Monsen’s analysis. Mr. Monsen rightly notes that the
technologies being constructed pre-1999 cannot produce sub-7,000 Btu/kWh
performance that is expected from current natural gas-fired technology. In
response to NIPPC Data Request 4.12, the Company provided a typical
combined-cycle combustion turbine (CCCT) heat rate curve with an average “new
and clean” maximum load heatrate of 6,657 Btu/kWh, and fully-degraded
maximum-load heat rate of 6,771 Btu/kWh. Therefore none of the generation
plants retained by Mr. Monsen for analysis are relevant for technologies that will
be built in the future. Neither magnitude of heat rate degradation nor partial load
performance could reasonably be inferred from the obsolete technologies

represented in the Wolfram dataset.
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Please describe the calculation Mr. Monsen performs on the filtered dataset
to derive what he describes as “heat rate degradation.”

For a given plant, the best (lowest) heat rate is compared to all other heat rates
available. The average deviation from the best heat rate is called “heat rate
degradation.” The overall adder is a capacity-weighted average of the
“degradation” of each plant.

Is this approach reasonable?

Absolutely not. Mr. Monsen makes no attempt to separate the effects of partial
load operation from heat rate degradation, so what the Wolfram dataset reports as
degradation is really the conflation of the two effects. Additionally, selecting the
lowest heat rate as a proxy for new and clean heat rate is problematic: In the
example Mr. Monsen highlights, the AB Hopkins plant runs during the years
1984-1985 and 1996-1999. In the interim, the plant capacity changes, and this
could suggest upgrades. As it happens, the lowest heat rate occurs in the second
period, in 1997. Mr. Monsen then calculates a “degradation” value versus all
other years, including 1984 and 1985. Intuitively, one would have expected the
lowest heat rate to come from one of the earliest years, and the fact that it doesn’t
again suggests the plant may have been upgraded in the 11 years for which data is
not available or that there was a material change in how the plant was operated.
What is the result of Mr. Monsen’s calculation?

Mr. Monsen determines that the average deviation from lowest heat rate is eight

percent.
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What insights can reasonably be taken from this eight percent number?

It is not possible to draw any reasonable conclusions from the eight percent
number. For the reasons set forth above, the figure has no meaning whatsoever in
the context of heat rate degradation.

Do you agree with Mr. Monsen’s proposed heat rate bid adjustment?

No. Mr. Monsen derived observed differences from what are assumed to be full-
load heat rates that are, in reality, influenced by part-load operation, start-ups and
shut-downs, duct firing, 1x1 operation, etc. These activities are necessary to
maintain system reliability and can result from carrying operating reserves,
integrating variable wind generation, and following net system load. Any
variation between actual heat rates and full load heat rates can result from a
resource providing these types of essential reliability services, and any
incremental “cost” of these activities are at least offset by the value of the
flexibility provided.

Does this conclude your testimony on heat rate degradation?

Yes.

Wind Capacity Factor

Q.

A.

Please summarize your testimony with respect to wind capacity factors?

As with heat rate degradation and construction cost over- and under-runs, I first
describe the framework through which wind capacity factors should be evaluated
in Phase II. Tagain conclude that the focus should be on ensuring that wind
capacity factors are forecasted consistently for a// alternatives during the final

shortlist stage of the bid evaluation process.
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Is a capacity factor adjustment necessary to improve the current process
when a Benchmark Resource is part of an RFP?

No. Such an adjustment is not necessary because the Company already uses a
third-party technical expert (the Capacity Factor Expert) to assess the capacity
factor estimates associated with all alternatives on the final short list. The
Capacity Factor Expert makes adjustments to eac/ alternative on a non-
discriminatory basis.

Does NIPPC’s proposal to implement a capacity factor adjustment for all
utility-owned wind alternatives reduce the potential for bias during an RFP
process?

No. In fact, just the opposite is true. NIPPC’s recommendation introduces a bias
that distorts the economic evaluation of a Benchmark Resource and potentially
increases costs for customers.

Please explain.

NIPPC argues that a wind capacity factor adjustment for all utility-owned
alternatives is necessary to remove an alleged bias. NIPPC argues for an
asymmetrical capacity factor reduction that would only apply to utility-owned
alternatives. Accepting NIPPC’s recommendation introduces an arbitrary bias
into the RFP process rather than removing the potential for bias. NIPPC’s
recommendation is nonsensical and contrary to the purpose of this docket because
it would result in an unwarranted and artificial inflation of the analyzed value
associated with PPA bids as compared to a Benchmark Resource (if present). The

use of a Capacity Factor Expert by the Company renders NIPPC’s
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recommendation moot. A bid adjustment in any form is simply not necessary to
fairly evaluate the estimated capacity factor of a wind resource during the
Company’s future RFP processes. There is no standard process in the wind
industry for estimating wind capacity factors. Regardless of ownership, the
Company relies on the Capacity Factor Expert to review and provide an unbiased
capacity factor estimate for each alternative on the final shortlist. This benefits
customers because the Capacity Factor Expert provides a non-biased adjustment
to each capacity factor estimate, regardless of ownership status, resulting in a fair
analysis during the RFP process without the potential for bias.

Will the use of a Capacity Factor Expert inform the final resource decisions
made by the Company in future RFPs that include a Benchmark Resource?
Yes. The wind capacity factor adjustments made by the Capacity Factor Expert to
all alternatives on the final shortlist is then utilized by the Company to perform
analyses to determine the resource selected.

What should be the basis for making improvements in future RFPs?

As it relates to estimating wind capacity factors, the Company considers its
current use of a Capacity Factor Expert to be a best practice based on information
known at this time.

What other benefit does a Capacity Factor Expert provide?

As mentioned above, there is not an industry standard methodology for estimating
wind capacity factors. A Capacity Factor Expert brings consistency to the
process. In addition, the technology of forecasting capacity factors for wind

resources will continue to evolve. Using a Capacity Factor Expert will assure that
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the most up-to-date information is incorporated into future RFP processes. Wind
capacity factor forecasts are based on properties specific to the resource (location,
turbine type, etc.), and are unrelated to whether the bid is a third-party proposal or
a Benchmark Resource. A Capacity Factor Expert can incorporate resource
specific considerations into the review.

Mr. Monsen proposes a capacity factor adjustment that would apply to all
future utility-owned bids. Is Mr. Monsen’s analysis based on a correct
comparison?

No. Aside from the basic flaw that Mr. Monsen’s proposal introduces an
asymmetrical bias into the RFP process, Mr. Monsen’s analysis is also flawed
because it is based on a methodology that compares his observations of past
performance to capacity factors originally anticipated for the plants.

Is Mr. Monsen’s wind capacity factor comparison methodology consistent
with the Commission’s policy?

No. Mr. Monsen’s comparison methodology is inconsistent with Commission
policy because it does not compare observation of performance against the
capacity factor utilized at the time of decision. The Commission stated in UE 200
that the capacity factor at the time of the decision is the key metric. The
Commission stated as follows: “[a]lthough the estimated capacity factor at the
time of project approval is dispositive for purposes of prudency review, it is not

dispositive for purposes of forecasting resource availability for ratemaking
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purposes.”*® Because of this fundamental flaw, NIPPC has utilized incorrect data
in its analysis.

How else is NIPPC’s wind capacity factor analysis flawed?

NIPPC’s analysis is flawed because it fails to take into consideration that an
inadequate history exists for the Company’s wind fleet to reach broad and
precedent-setting conclusions of policy.

What wind project does the Company own that has the longest history?

Foote Creek I has been in service the longest. As Confidential Exhibit PAC/206

shows, the actual Foote Creek I capacity factor _

At the time of decision, what is the capacity factor estimate based on?

When the Company makes a decision to acquire a weather-dependent variable
energy resource, the decision is based on the estimated long-term annual capacity
factor as represented through third-party technical experts on an annual 50 percent
probability (P50) basis; meaning there is a reasonable expectation that the actual
calendar year production will be equally likely to be higher or lower during any
given calendar year.

How does the Company’s use of a Capacity Factor Expert in the RFP process
compare to NIPPC’s comparison analysis?

As described above, the current RFP process used by the Company utilizes a
Capacity Factor Expert to provide an unbiased review of the P50 estimate

provided by all bidders and a Benchmark Resource (if any) on the final shortlist.

% In the Matter PacifiCorp, dba Pacific Power 2009 Renewable Adjustment Clause Schedule 202, Docket
UE 200, Order No. 08-548 at 21 (November 14, 2008).
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This practice compares the P50 estimate for third-party bids and the Benchmark
Resource (if any) on a consistent basis. NIPPC’s analysis did not perform any
comparison of actual PPA performance to the P50 assumption used by the owner
of a PPA resource at the time of their decision.

Has the Company compared the observed performance of PPA contracts in
its portfolio against the P50 estimate used by the owner of a PPA resource at
the time of their decision?

No. Historically, third-party owners have not provided the necessary information
to the Company to complete such a comparison. Specifically, the owners of the
PPA wind resources have not provided demonstrable evidence of the capacity
factor they relied on in making their decision. Notwithstanding that some third-
party owners provided a capacity factor estimate during the acquisition process,
the Company has no clear evidence that the capacity factor estimate provided was
indeed the capacity factor relied on by the asset owner when making their
decision. It is for this reason the Company now requires RFP bidders to provide
documentation of the source of their capacity factor analysis at the time the
proposals are submitted. The Company then provides that analysis to the
Capacity Factor Expert to ensure a consistent comparison for all bids on the final
shortlist (including PPA bids and a Benchmark Resource, if any).

How else is NIPPC’s capacity factor analysis misleading?

As Confidential Exhibit PAC/206 demonstrates, the Company’s wind assets do
not have a long history of operations. NIPPC’s analysis is misleading because it

focuses heavily on capacity weighted averages and fails to take into account that
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the majority of actual generation data obtained to date occurred during two non-
normal wind years (2009 and 2010).
Q. Why were 2009 and 2010 not normal wind years?
Certain parts of the United States experienced winds for the 12-month period
ending March 31, 2010 that were far below average. AWS Truepower, a global
leader in wind energy forecasting services, 'issued a press release on June 9,
2010% that stated:
This past quarter had a noticeable impact on the wind climate for the 12
months ending 31 March, 2010, (Q1 2010). The northern plains, northern
Rockies, and entire Midwest experienced below-normal winds, while
much of the southeastern United States was above average. This one-year
period is sharply different than the previous year (ending 31 March, 2009;
Q12009), when over 80 percent of the United States experienced above
average-wind speeds.
This low wind phenomenon widely affected wind capacity factors in 2009 and
2010, especially given the fact that the winter months typically account for the
greatest share of the Company’s annual wind energy production. The Foote
Creek I chart in Confidential Exhibit PAC/206 demonstrates this phenomenon due
to the greater number of years in which data is available.
Q. Does the Company have data associated with the use of a wind Capacity
Factor Expert during a RFP process?
A. Yes. The data shows that the capacity factor estimates for bidder proposals are

subject to adjustment to a greater extent than the Company’s Benchmark

Resource. Indeed, as Confidential Exhibit PAC/207 shows, the average

z AWS Truepower press release June 9, 2010. Wind speed anomaly for Q1 2009 through Q2 2010.
https/www . awstruenower.conywr-content/mediag/ 201 0/06/AWE Dowind Trends-Bulletin (31~

2010 Final.pdf
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adjustment made by the Capacity Factor Expert to bidder estimates was -
B o pared to the |- djustment the Capacity Factor Expert
made to the Company’s estimate. This demonstrates that Mr. Monsen’s
recommendation is moot because the Capacity Factor Expert can reasonably be
expected to adjust all alternatives, regardless of ownership.

Does this conclude your testimony with respect to heat rate degradation?

Yes.

Counterpartyv Risk

Please summarize your testimony regarding counterparty risk.

[ reiterate and further clarify the recommendation made in my direct testimony
that a third-party bidder’s credit evaluation should be conducted at the initial
shortlist phase of the RFP, and again evaluated as part of the final shortlist along
with the probability of default, if any, due to the lapse in time to conduct an RFP
in addition to the non-negotiable terms and conditions in the underlying
agreements. [ also explain briefly how NIPPC witness Ms. Collins’ testimony
does not include information or analysis that is useful or necessary for answering
the question at hand namely, how counterparty risk should be evaluated during
the bid solicitation process.

What was the recommendation you made in your direct testimony with
respect to counterparty risk?

[ recommended that the Commission approve template agreements with non-

negotiable terms.
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Please provide an example of the types of terms and conditions you would
recommend be non-negotiable.

Examples of the non-negotiable terms include security, credit support, default and
remedies, compliance and audit requirements, standard operation requirements
and third-party sales and purchase obligations. Exhibit PAC/208 is a template
PPA where potential non-negotiable terms are highlighted.

Is your recommendation that the probability of default be assessed as part of
the bid evaluation process consistent with the conceptual framework applied
to the other three factors?

Yes. The quantification of credit and probability of default would be calculated
and applied on an RFP-specific and resource-specific basis. For all of the reasons
[ have described, the Company is not proposing a generic counterparty risk bid
adjustment to be applied to all third-party bidders. Rather, the evaluation process
is and should be designed to fairly and reasonably assess the risks associated with
the specific bid and counterparty.

Looked at in this light, what is the fundamental issue with Ms. Collins’
testimony.

Though she is not explicit, Ms. Collins’ testimony seems to be aimed at drawing
general conclusions regarding the financial performance risk associated with IPPs.
However, the fundamental problem with this approach is similar to the
fundamental issues pointed out with respect to Mr. Monsen’s testimony: that
empirical evidence regarding past performance may be informative and useful for

guiding process improvement but should not be used to reach generalized
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conclusions regarding future performance of all IPPs. The energy industry is
dynamic, and not all IPPs are created equal. As such, the focus should be
ensuring that each bidder is fairly and equitably evaluated.

NIPPC witness Ms. Collins states that during the years 1992 through 1997,
she only could recall one pre-operational bankruptcy.28 What relevant
conclusions, if any, can be drawn from this?

None. Since the 1990s, significant shifts have occurred in the energy industry
that renders Ms. Collins’ observations irrelevant to a valid assessment of current
counterparty risk. Since the 1990s, the Federal Energy Regulatory Commission
(FERC) began regulating the wholesale electric power markets, which
significantly changed the landscape of those markets. Further, highly significant
events have occurred that include the rise and fall of Enron, the collapse of the
California electricity markets, and the bankruptcies of Calpine, Mirant and Edison
Mission Energy, to name a few. These events so changed the wholesale energy
markets that any observations concerning them made in the 1990s are irrelevant to
an analysis of their state in the 2010s. This is even more the case with respect to
Ms. Collins’ observations on generator bankruptcies pre-1995, prior to FERC
Order No. 888, which mandated the functional separation of utilities companies
into merchant and transmission functions.

Do you agree that the creditworthiness of a special purpose entity (SPE)
depends on the terms of the PPA?

Yes, the PPA and the associated creditworthiness of the utility buyer would be

one of the key determinants of an SPE’s creditworthiness. Indeed, this creates a

B NIPPC/200, Collins/2
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bias for the SPE to seek to transfer risk to the utility’s customers through the PPA
so that it can attain creditworthiness to attract financing and reduce earnings risk
to its shareholders. It is the responsibility of a prudent utility to require
appropriate credit support in the PPA to mitigate customer exposure related to
credit risk posed by an SPE. This is particularly important in the case of an SPE
where the third-party owner/developer is a non-creditworthy entity.

Ms. Collins states that it would be incorrect to say that access to capital,
which will always be more limited than a regulated utility's, is the cause of a
project's inability to correct a management, operations, or fuel supply
problem.29 Do you agree?

[ agree that access to capital is only one of several ways individual projects can
fail.

Ms. Collins states that she monitored and participated in bankruptcy cases
“to curb adverse changes to a PPA by a bankruptcy judge, and in no case did
that actually occur.” Is this even possible?

No. A bankrupt company can either assume as-is, assume as-is and assign, or
reject a contract. | have been advised by counsel that there is no process by which
a bankruptcy judge may make changes to a contract as a condition to the debtor
assuming it.

Ms. Collins defines “credit” as “loan or loans the IPE or SPE obtains to fund
its business.”*' Do you agree with this definition?

No. Credit includes not only amounts advanced, but also the capacity to obtain

2 NIPPC/200, Collins/5.
39 NIPPC/200, Coilins/3

M d.
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advances. Credit also includes the amount of security permitted by counterparties
not to be delivered to secure out-of-market positions. Credit as “amount
borrowed” is a shallow and incomplete definition; under Ms. Collins’ definition,
the more one owes on one’s credit cards, the more credit one has.

Q. Ms. Collins defines “creditworthiness” as “the initial issuance of credit
extended by a lender, and its terms and conditions. If the business gets a
loan, it is said to be credit worthy; the loan is the evidence of that
worthiness.”**> Do you agree with this definition?

A. No. Perhaps the initial making of a loan by a financial institution indicates that
the financial institution believes that the borrower is creditworthy, but that is not
always the case; the lender may be an affiliate or an equity investor. Many other
factors must be analyzed to determine whether an entity is creditworthy.
Additionally, different lenders have different standards. Large companies may
borrow from major financial institutions without providing any security. For
example, if an individual were lent money by a pawnbroker on the pledged
security of her grandfather’s pocket watch, that individual will not be able to
prove his or her creditworthiness on the basis of that loan. As we saw in 2008, all
subprime home borrowers did not become creditworthy simply because they had

been able to obtain a home mortgage.

Q. Do you agree with Ms. Collins’ statement that creditors “can and do” “take
over operating IPP’s [sic] and keep them operating”?*

A. No, it would be more accurate to say that creditors structure their documents so

2 Jd.

33 NIPPC/200, Collins/6.
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that they can take over operating but will only do so as an absolute last resort.
This is an important distinction. Ms. Collins’ testimony creates the incorrect
impression that solvent lenders are standing ready to move in and protect their
collateral and perform the PPA. In reality, the lenders generally do all they can to
avoid and delay taking over non-performing assets, and generally seek from off-
takers limitations of liability were they to do so, exposing off-takers to at the very
least sustained periods of non-performance during a loan default.

Ms. Collins posits a scenario where “a bidder with an investment grade
rating could win, transfer the asset to an SPE and hold the asset at the lowest
possible grade, beating another bidder that sat in between highest and lowest
grades.”34 Is this possible?

Not in a PPA entered into by the Company. All of the Company’s PPAs have
assignment clauses that protect the Company from this risk.

Ms. Collins characterizes being concerned with IPP credit as “hostile.” Do
you agree?

No. I would characterize it as a rational protection for the best interests of
customers.

Does this conclude your reply testimony?

Yes, it does.

34 NIPPC/200, Collins/9.
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SECTION 1. INTRODUCTION

The purpose of this document is to prescribe the process by which PacifiCorp
(the Company) will request and evaluate proposals from Bidders to fulfill a portion of the
Renewable Resource generation identified in the Company’s 2008 Integrated Resource
Plan (IRP) as filed with and pending acknowledgement before the Oregon Commission.
Action 1 of PacifiCorp’s 2007 and 2008 IRP identifies 2,000 MW of cost effective
renewable resources to be acquired by 2013, including 1,400 MW of renewable resources
outlined in PacifiCorp’s Renewable Energy Action Plan. Under this plan, the Company
seeks to acquire 1,400 MW of new renewable resources by 2010, with an additional 600
MW inplace by 2013.

This Renewable Request for Proposal (2009R RFP) will request renewable resources
limited in size to no more than 300 MW that are compliant with existing or anticipated
renewable portfolio standards and that are new to the Company’s resource portfolio. In
addition, each renewable resource must have an expected annual output of at least 25,000
megawatt hours after accounting for planned and unplanned outages. The 2009R RFP
will require renewable resources located within the Western Electricity Coordinating
Council and capable of delivering energy, within the prescribed timeframe, in or into the
Company’s Network Transmission system” (www.oasis.pacificorp.com).

In addition to bidding in renewable resources, Bidders will have the option to bid in
renewable resources coupled with energy storage. Energy storage has the distinct
advantage of potentially enabling higher penetrations of intermittent renewable energy in
the Company’s portfolio. Pumped water, compressed air, battery storage, or other
contractual forms can firm intermittent renewable resources and therefore create an
energy resource that can be scheduled to better match customer demand or result in a
higher degree of dependability throughout a prescribed time period. If the same resource
is bid in the 2008R-1 RFP and the 2009R RFP, each bid will be considered under the
terms of the RFP under which the bid is submitted. Qualifying facilities with a name plate
of 10 megawatts or greater may participate as a qualified bidder.

The 2009R RFP will allow the Company to react effectively and competitively, and stay
current with the competitive nature of the renewable energy resource construction and
equipment market. The 2009R is for Renewable Resources which can reach commercial
operation during the 2010 through 2012 time period. The purpose of this RFP is to
comply with current regulatory rules, orders, and any applicable resource procurement
state laws. This RFP may be used to comply with any specific state Renewable Portfolio
Standard requirement.

This introductory Section 1 describes the type, timing and amount of resources sought.
Section 2 addresses the procedural items. Section 3 covers logistics such as where and
when proposals must be submitted, bid fees, success fees and minimum requirements, as
well as important conditions and procedures. Section 4 outlines the required content and

300 MW is the nameplate capacity or quantity of capacity and is the upper limit permitted by Utah Senate
Bill 202.
? Company’s Eastern Control Area (PACE) and/or the Company’s Western Control Area (PACW).
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format.  Section 5 outlines resource information including price and non-price
information, integration, interconnection and transmission services. Section 6 outlines
the bid evaluation and selection process. Section 7 outlines the awarding of contracts.
All of the required Appendices which arerequired are included.

As discussed above, the 2008 IRP’ identifies up to 2,000 megawatts of renewable
resources by 2013. Under the 2007 IRP plan, the company will seek to acquire up to
1,400 megawatts of new cost effective renewable resources by 2010, with an additional
600 megawatts in its portfolio by 2013. The 2,000 megawatts of renewable resources is
inclusive of the 1,400 megawatts of cost-effective renewable resources identified in the
company’s 2004 IRP.

The potential acquisition quantity for this 2009R RFP will be up to 500 MW

CHART 1- RESOURCE POTENTIAL QUANTITY

Commercial Operation Date | Potential Quantity
2010 Up to 200 MW
2011 Up to 100 MW
2012 Up to 200 MW

Renewable Resources are defined as:

An electric generation facility or generation capability or upgrade that becomes
operational on or after January 1, 1995 that derives its energy from one or more of the
following:

(A) wind energy;
(B) solar photovoltaic and solar thermal energy (i.e., concentrated solar),
(C) wave, tidal and ocean thermal energy;
(D) except for combustion of wood that has been treated with chemical preservatives
such as creosote, pentachlorophenol or chromated copper arsenate, biomass and
biomass byproducts, including
(I) organic human or animal waste;
(IT) spent pulping liquor;
(III) forest or rangeland woody debris from harvesting or thinning conducted to
improve forest or rangeland ecological health and to reduce wildfire risk;
(IV) agricultural residues;
(V) dedicated energy crops; and
(VD) landfill gas or biogas produced from organic matter, wastewater, anaerobic
digesters or municipal solid waste;
(E) geothermal energy;

More information on the IRP can be found at www, pacificorp.com/MNavigation/NavieationZ 3807,
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(F) certified low-impact hydro-electric energy with a nameplate capacity less than
fifty megawatts, without regard to the date upon which the facility becomes
operational, if the facility is certified as a low-impact hydroelectric facility on or after
January 1, 1995, by a national certification organization;

(G) waste gas and waste heat capture or recovery;”

(H) efficiency upgrades to a hydroelectric facility, without regard to the date upon
which the facility became operational, if the upgrades become operational on or after
January 1, 1995;

(I) geothermal energy if located within the state of Utah, without regard to the date
upon which the facility becomes operational; or

(J) hydroelectric energy if located within the state of Utah, without regard to the date
upon which the facility becomes operational.

Bidders have the option to also bid Renewable Resources coupled with energy storage.

The Company may opt to contract for more or less renewable resources, depending
among other things, bids received in response to the ongoing 2008R-1 RFP, quality of
bids received in response to this RFP, updates to the Company’s forecasts, regional
transmission availability and timing, and changes in the power supply market conditions.

The Renewable Resource must have a commercial operation date no later than December
31, 2012. Bidders may only bid in Renewable Resources in the form of a Power
Purchase Agreement (PPA), an Asset Acquisition and Sale Agreement or a Build Own
Transfer (BOT),4 To the extent that Bidders bid in variations of an asset acquisition of an
existing project, a PPA or BOT, such proposals will be considered at the Company’s
discretion and the Company reserves the right to reject non-compliant bids’. PacifiCorp
generation will submit a benchmark resource(s) which are further described in

Appendix L

The Company benchmark will be received by the Independent Evaluator (IE) no later
than one week prior to the receipt of market bids. The market bids will not be opened
until such time as the Company benchmark is reviewed and validated by the IE.

In order to provide for a transparent and fair process, the RFP will be conducted under
the oversight of IE. An IE has been retained by the Company on behalf of the Oregon
Public Utility Commission, which will be involved in ensuring the RFP is conducted in a
fair and reasonable manner.® Potential Bidders are invited and encouraged to contact the
Oregon IE with questions or concerns. More information concerning the role of the IE is
provided in Appendix K.

* PacifiCorp reserves the right to reject waste gas and waste heat capture or recovery resources if the
resource is not eligible for existing or anticipated renewable portfolio standard compliance.

* Form of Power Purchase Agreement is set forth in Appendix E and the Build Own Transfer, and Asset
Acquisition and Sale Agreement is set forth in Appendix F.

> Ifbids are rejected on the basis of non compliance the bid fee will be returned to the bidder.

®A Bidder may request the appointment of an independent third-party to assist the Washington Utilities &
Transportation staff with review of any utility bids at the expense of the Bidder requesting the appointment.
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Contact information for the IE is as follows:

Oregon Independent Evaluators: Boston Pacific Company, Inc.
Craig Roach: croach@bostonpacific.com
Frank Mossburg: fmossburg@bostonpacific.com

The Company has the option of seeking regulatory acknowledgement of the Final
Shortlist consistent with Oregon Order No. 06-446. PacifiCorp will seek rate recovery
consistent with standard rate making practices in its six state jurisdictions.

SECTION 2. PROCEDURAL ITEMS

PacifiCorp is seeking proposals for renewable