Decision No. C98-516

BEFORE THE PUBLIC UTILITIES COMMISSION OF THE STATE OF COLORADO

DOCKET NO. 97A-521E

in the matter of the application of public service company of colorado for a determination that no certificate of public convnience and necessity is required for the valmont unit 5 turbine blade project, or in the alternative for a grant of a certificate of public conenience and necessity.

Order denying exceptions
and providing clarification

Mailed Date:  May 22, 1998

Adopted Date:  May 20, 1998

I. BY THE COMMISSION

A. Statement

1. This matter comes before the Commission for ruling on exceptions filed by Public Service Company of Colorado (“Pub-lic Service” or the “Company”) to Recommended Decision No. R98-248.  In that decision, the Administrative Law Judge (“ALJ”) found that the proposed upgrade of the Valmont Unit No. 5 (the “Project”) is subject to the competitive resource acquisition process contained in the Commission’s Integrated Resource Plan-ning (“IRP”) Rules, 4 Code of Colorado Regulations (“CCR”) 723-21. Furthermore, the ALJ found that since the IRP Rules apply, it would be inappropriate, in this proceeding, to make an inde-pendent determination of whether a Certificate of Public Conven-ience and Necessity (“CPCN”) is required or whether to grant a CPCN.

2. The Company’s exceptions allege six points of errors.  They are:  1) the ALJ erred in denying the application in its entirety; 2) the ALJ erred in finding that the term “modification”, in 4 CCR 723-9.1.4, deals with the entire Project and not only the incremental portion thereof; 3) while the ALJ did not reach the second prong of the exemption in Rule 9.1.4, the Company’s evidence established that the improvement to the Valmont Plant changes production by less than 87,600 megawatt hours per year; 4) the ALJ erred in finding that Public Service failed to carry its burden of establishing that a waiver should be granted; 5) the ALJ erred in finding that it is inappropriate to determine in this proceeding whether a CPCN is required or whether to grant the CPCN; and 6) the Commission erred in denying the Company’s Motion to Strike or in the alternative, denying Public Service the opportunity to present evidence and argument in response to Staff of the Commission’s (“Staff”) suggested “ratepayer protections.”  Both the Colorado Independent Energy Association and the Staff filed responses.  Now being duly advised on this matter we will deny the exceptions and affirm the ALJ with clarification.

B. Discussion

 
 
1.
The instant case involves a retrofit overhaul of an existing generating station turbine and accompanying steam path components at Valmont Unit 5 as part of a scheduled main-tenance outage.  According to the Company, it must perform an overhaul of the steam path components in 1999 in order to con-tinue to operate the turbine on a safe and reliable basis.  The proposed project improves upon this overhaul by upgrading the turbine blades to 1990s technology and providing certain effi-ciency improvements.  These efficiency improvements include improved sustained performance, lengthened time between turbine overhauls, improved overall design heat rate by 3.3 percent, and increased capacity of 11 megawatts (“MW”).  The total cost of the project is $11.3 million.  The portion of the total cost for the new blade technology is $6.8 million, while the portion con-sidered routine maintenance is $4.5 million.

 
 
2.
The Commission’s current IRP Rules became effec-tive on July 30, 1996.  Public Service entered into a binding commitment with Siemens Power Corporation for the Project after this date.  Therefore, the current IRP Rules do apply.

 
 
3.
Under Rule 9.1.4, certain improvements or modifi-cations to existing generation facilities are exempt from the competitive resource acquisition requirements of the IRP Rules.  Specifically, changes to existing facilities are exempt if the improvements or modifications change generation by less than 10 MW or 87,600 megawatt hours per year and have an estimated cost of less than $10,000,000.

 
 
4.
The Company argues that since the overhaul is being conducted as part of routine maintenance, it will be able to change the turbine blades to take advantage of efficiency gains by using 1990’s technology rather than exchanging like-for-like components.  The Company states that it must replace the Valmont blades during the 1999 scheduled outage in order to con-tinue to operate the plant on a safe and reliable basis.  Public Service contrasts this application to the recent Pawnee Turbine Blade Project (“Pawnee”).  See Decision No. C97-684.  In the Pawnee case, the Commission found that replacement of turbine blades prior to the end of their useful life was not in the ordinary course of business. 

 
 
5.
Public Service argues that it makes no sense to require it to install less efficient blades at Valmont because of a perceived technical impediment created by the IRP Rules.  Therefore, according to the Company, the Commission should either interpret its rule in a manner that allows this project to go forward or, alternatively, the Commission should grant a waiver.  Likewise, the Company notes that the IRP Rule is silent as to the distinction between “modification” and “improvement.”  

 
 
6.
As for the requirement for competitive bidding, Public Service submits that it does not make sense to competi-tively bid efficiency improvements.  Furthermore, the Company argues that the proper basis to consider an exemption under Rule 9.1.4 is to examine the incremental costs of the project—that is, $6.8 million, not the total project costs of $11.3 million.  Under this analysis, the project is less than the $10,000,000 threshold contained in the rule.  As for the second prong of the IRP Rule, the Company contends that when the expected capacity factor is applied to the estimated 11 MW increase in capacity, it is less than 87,600 megawatt hours.

C. Conclusion

 
 
1.
We agree with Public Service that it makes no sense to install less efficient turbine blades at Valmont.  As stated in our Pawnee decision, we believe improvements in heat rates and generation efficiencies generally are in the public interest, but this has to be balanced against requirements in the IRP Rules.  The rules would not require either a CPCN or com-petitive bidding for routine maintenance done in the “normal course of business”, so long as an improvement is less than $10,000,000 and does not increase generation by 10 MW.  Effi-ciency improvement projects which increase the generation capac-ity by greater than 10 MW or cost more than $10,000,000 are sub-ject to competitive bidding requirements under our IRP Rules.

 
 
2.
Therefore, we will require that $6.8 million of the total project cost for modification of the Valmont Plant be subject to competitive bidding in the Company’s upcoming IRP process.  We affirm the ALJ’s finding that the issuance of a CPCN will occur if this Project is approved as part of the IRP process.  Consequently, it is inappropriate in this proceeding to make an independent determination of whether a CPCN is required or whether to grant a CPCN.

 
 
3.
As for the non-incremental portion of the project costs (i.e., $4.5 million), these shall be considered as expen-ditures made in the normal course of business and not subject to competitive resource bidding under our IRP Rules, nor to a CPCN requirement.  

 
 
4.
Furthermore, we observe that Staff was correct in its explanation that the 87,600 megawatt hour cap in Rule 9.1.4 was intended for renewable generation like hydroelectric and wind facilities whose ability to generate electricity varies due to river flows or wind conditions.  Thus, we find Public Service’s argument that the expected capacity factor should be applied to the incremental generation capacity for projects with a “steady” fuel supply is incorrect.

 
 
5.
We also affirm the ALJ that Public Service failed to carry its burden to establish that a waiver should be granted.  We disagree with the Company’s assertion that the installation of the more efficient steam path components was additional capacity at no cost.  The record shows the incremental costs of the new turbine blades is $6.8 million not zero.  Moreover, although the Company stated that on a net present value basis this Project results in savings of $1.424 million over ten years, we are unaware as to whether other projects could offer the same or better savings for $6.8 million worth of expenditures.

 
 
6.
In light of our ruling here, the Company’s final exception regarding the Commission’s denial of the Motion to Strike is moot.

II. order

A. The Commission Orders That:

 
 
1.
The exceptions filed by Public Service Company of Colorado are denied consistent with the above discussion.

 
 
2.
This Order is effective upon its Mailed Date.

B. ADOPTED IN COMMISSIONERS’ WEEKLY MEETING May 27, 1998.
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