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I. BY THE COMMISSION
A. Statement

1. On November 26, 2014, Black Hills/Colorado Electric Utility Company, LP (Black Hills or the Company) filed a 120-Day Report under Rule 3613(d) of the Commission’s Electric Resource Planning (ERP) Rules, 4 Code of Colorado Regulations (CCR) 723-3-3600, et seq.  Black Hills presented for the Commission’s consideration three alternative portfolios of new utility generation resources bid into the Company’s recent all-source solicitation.

2. Under Rule 3613(h), the Commission issues a “Phase II” ERP decision upon review of a utility’s 120-Day Report.  The Phase II Decision approves, conditions, modifies, or rejects the utility’s preferred cost-effective resource plan.  A cost-effective resource plan is defined under Rule 3602(c) as “a designated combination of new resources that the Commission determines can be acquired at a reasonable cost and rate impact.”  When making a Phase II ERP decision, the Commission also considers potential acquisition of renewable energy resources in accordance with § 40-2-124, C.R.S., the Renewable Energy Standard (RES).

3. By this Decision, we find that none of the eligible energy resources presented in the 120-Day Report is a cost-effective resource plan.  Consistent with Rules 3617(c) and (d), Black Hills will not have a presumption of prudence for cost recovery if it elects to acquire any of these resources. 

B. Background

4. On January 6, 2014, the Commission issued its Phase I Decision in this proceeding, which approved a comprehensive Settlement Agreement concerning the Company’s ERP and its 2013-2014 RES Compliance Plan. 

5. By approving the Settlement Agreement, the Commission authorized Black Hills to conduct an all-source competitive solicitation to fill its projected resource needs during the Resource Acquisition Period extending from 2013 to 2019.  The Company was also permitted to consider the acquisition of up to 60 megawatt (MW) of eligible energy resources as part of the competitive bidding, because Black Hills was projected not to have sufficient eligible energy resources or renewable energy credits (RECs) to meet the 20 percent RES starting in 2015.

6. The Phase I Decision also granted Black Hills a Certificate of Public Convenience and Necessity to construct and own a 40 MW LM6000 unit at its Pueblo Airport Generating Station (PAGS) facility in accordance with the Clean Air Clean Jobs Act.

7. The Phase I Decision required Black Hills to submit, as a compliance filing, the modeling inputs and assumptions and the final bid criteria to be used in Phase II.  Black Hills made this compliance filing on June 19, 2014.

8. As part of its all-source solicitation, Black Hills issued three requests for proposal (RFPs) on May 1, 2014: (1) a dispatchable resource RFP; (2) an intermittent RFP for energy-only resources, including eligible energy resources; and (3) a semi-dispatchable RFP, which included seasonal firm market purchases.  

9. Black Hills received more than 40 bids on July 31, 2014, including: 2 bids for firm market purchases; 31 bids for eligible energy resources (28 solar photo-voltaic (PV) bids and 3 wind bids); and 1 bid for a Section 123
 resource (a waste-to-energy facility).
  Because of alternative pricing and sizing options presented by the bidders, Black Hills evaluated 42 bids for PV and 7 wind bids in addition to the bid for a Section 123 resource and the bids for market purchases. 

10. The Phase I Decision also directed Black Hills to present to the Commission a set of resources that could be acquired within the limits of the 2 percent retail rate impact cap under the RES statute, § 40-2-124(1)(g), C.R.S.  According to the Company, no set of eligible energy resources can be acquired within the 2 percent cap and acquiring any eligible energy would add to the existing deficit in its Renewable Energy Standard Adjustment (RESA) deferred balance account. 

11. Black Hills timely filed its 120-Day Report under Rule 3613(d), on November 26, 2014. 

12. On December 23, 2014, Accion Group, serving as an Independent Auditor, filed a report on Black Hills’s competitive solicitation and bid evaluation.
  

13. On January 12, 2015, Staff of the Colorado Public Utilities Commission (Staff), Office of Consumer Counsel (OCC), and Western Resource Advocates (WRA) each timely filed comments to the 120-Day Report under Rule 3613(f). 

14. On January 23, 2015, Black Hills filed a response to the comments under Rule 3613(g). 

C. Black Hills’s Preferred Portfolios

15. Black Hills states that the primary focus of its 120-Day Report was to identify “the most cost effective and actionable alternatives” that would help the Company to meet the 20 percent RES.  Consistent with that goal, Black Hills presented three eligible energy resource portfolios for Commission consideration.  Portfolio 1 includes a 46.4 MW Solar PV facility (Bid 253-1) and a 10 MW waste-to-energy facility (Bid 191-1).  Portfolio 2 is a 60 MW Solar PV facility (Bid 207-3). Portfolio 3 is a 60 MW wind project (Bid 236-3A).  

16. Black Hills also suggests two different approaches for determining the 
cost-effectiveness of the portfolios.  Under the Company’s preferred method, the Commission would consider the Net Present Value of Revenue Requirement (NPVRR) of the overall cost of the system’s resources over the Resource Planning Period from 2013 to 2037.  The Company states that Portfolio 1 (46.4 MW solar + 10 MW waste-to-energy) has the lowest NPVRR, and it argues that the Commission should thus provide a presumption of prudence for the Company to enter into contracts to acquire those resources.  Alternatively, Black Hills offers a “cost of compliance” standard for determining the cost effectiveness of resources, where the Commission considers the number of RECs generated and the associated costs, including the impacts on the Company’s RESA deferred balance.  Black Hills recommends that, if the Commission adopts the cost of compliance approach, it should select Portfolio 3 (60 MW wind). 
D. Comments of the Parties on Resource Acquisition 

17. OCC states that it agrees with Black Hills that acquiring 60 MW of wind provides the Company with more RECs at a lower cost than the other portfolios.  OCC recommends that the Commission direct Black Hills to acquire the lowest cost wind bid.
 

18. WRA argues that, while the Phase II all-source solicitation was intended to select 42 MW of new generation to meet a resource need starting in 2017, the results of the solicitation as shown in the 120-Day Report demonstrate that acquiring at least 60 MW of renewable resources is financially viable. WRA recommends that the Commission direct Black Hills to acquire the lowest cost wind resource because it will provide the most RECs for RES compliance.   

19. WRA further asserts that acquisition of new solar resources in addition to the 60 MW wind resource provides sufficient capacity to offset the need to acquire a new 42 MW combustion turbine in 2017.  Consistent with this view, WRA recommends that the Commission direct Black Hills to acquire both the lowest cost 60 MW wind bid and also 46.4 MW of solar (Bid No. 253-1). 

20. WRA recommends that the Commission direct Black Hills to acquire roughly 100 MW of new eligible energy resources now (46.4 MW of solar + 60 MW of wind) because the existing federal incentives for renewable energy resources may expire soon.  WRA notes that even with its proposed resource acquisition, Black Hills would still need to acquire RECs in 2015 to comply with the 20 percent RES standard.  

21. WRA also recommends that the Commission authorize Black Hills to advance funds to the RESA deferred account, arguing that the advance will be repaid quickly, perhaps as soon as 2017, because of the net benefits provided to the RESA by the wind resources.

22. Staff states that the Black Hills’s RESA deferred account has been overdrawn since 2009 and argues that acquiring any of the portfolios presented in the 120-Day Report would likely extend that deficit through at least 2020.  Staff asserts that Black Hills’s ratepayers are better off if the Company reduces the RESA deficit sooner and thus recommends the Commission find that now is not the appropriate time to acquire new eligible energy resources that will result in further rate increases through long-term contracts. 

23. Staff also argues that, because the 120-Day Report demonstrates that RECs are readily available at a low cost, the Commission should direct Black Hills to acquire standalone RECs to comply with the RES in 2015, 2016, and 2017. 

24. In its response, Black Hills disputes Staff’s argument that purchasing standalone RECs represents a more cost effective and reasonable approach to RES compliance for 2016 and 2017.  Black Hills states that the full cost of purchased RECs comes from the RESA deferred account and would thus increase the existing deficit.  In addition, the Company argues that its model demonstrates that acquiring Portfolio 3 (60 MW wind) and the associated RECs will have a smaller impact on the RESA deferred account than acquiring standalone RECs.  According to Black Hills, Staff’s recommendation that the Company use RECs for compliance through 2017 is inconsistent with the intent of the Settlement Agreement approved in Phase I, where the parties agreed that Black Hills would consider standalone REC purchases as part of the Company’s 2015-2017 RES Compliance Plan filing and not in this proceeding. 

25. Black Hills opposes WRA’s recommendation that the Commission direct the Company to acquire 46.4 MW of solar in addition to 60 MW of wind, arguing that it violates the Commission’s order that the Company consider up to 60 MW of new resources in Phase II.  

26. Finally, Black Hills states that it provided additional analysis of wind bids to the OCC, that the OCC now agrees with the Company that Portfolio 3 (Bid 236-3A for 60 MW of wind) has the lowest NPVRR of the wind bids, and that Portfolio 3 is now the preferred bid. 

E. Findings and Conclusions

27. The question before us is whether Black Hills should have a presumption of prudence to acquire new utility resources bid into its competitive solicitation.  While Black Hills has demonstrated a need to acquire additional eligible energy resources for RES compliance, our broader interest is to ensure the Company pursues a cost-effective resource plan.

28. In determining whether any of the proposed resource portfolios is cost-effective, we must consider near and long-term costs and rate impacts including the impacts on the Company’s RESA deferred account.  We must also consider potential rate increases from the total cost of the resources proposed in the 120-Day Report in the context of recent and anticipated rate increases. 

29. In our decision addressing an application for rehearing, reargument, or reconsideration of our Phase I Decision, we stated that rate impacts associated with the projected costs of the Company’s LM6000 at PAGS would be a factor in our consideration of resources proposed in Phase II of this proceeding.
  We stated:  
Black Hills is authorized to evaluate and present bids for eligible energy resources with an in-service date prior to 2017.  However, we reiterate our concerns about the rate impacts Black Hills’ customers will face from the Company’s acquisition of new generation resources, including the LM6000.  Rate impact during the resource acquisition period of the ERP will be an important and necessary consideration as we review the Company’s bid evaluation and selection in Phase II.
  

30. We acknowledge WRA’s and Black Hills’s positions that the acquisition of the proposed wind resources may reduce the deficit in the RESA deferred account in the future.  However, we balance this potential for savings against an immediate increase in the negative RESA balance and increases in rates during the Resource Acquisition Period. We agree with Staff that the RESA deferred account covers only part of the cost of eligible energy resources and 
thus is only part of the cost Black Hills’s ratepayers will pay in their bills.  In sum, the 
cost-effectiveness of a particular portfolio depends upon the full cost of the resources, recognizing present and future rate impacts even when there is no change in the RESA surcharge of 2 percent.

31. Black Hills projects that Portfolio 1 (46.4 MW solar + 10 MW waste-to-energy) is the lowest cost portfolio under an NPVRR analysis and will cost $256.2 million between 2017 and 2038. The Company forecasts that it will need to advance approximately $1.9 million to the RESA deferred account to acquire these resources and that the RESA deferred account will not become positive until 2023.  The Company projects that Portfolio 3 (60 MW of wind) will cost ratepayers $232.2 million over the expected life of the contract and require advancing $1.4 million to the RESA account in 2016.  Under this scenario, the RESA account is projected to become positive in 2019. 
32. However, the 120-Day Report shows that none of the three proffered portfolios substantially addresses the 42 MW need approved as part of the Settlement in Phase I.  Instead, Black Hills’s planning shows that the capacity need during the Resource Acquisition Period will be met largely through market purchases (Appendix I of Black Hills’s 120-Day Report). 

33. The Company states that it needs 402,573 RECs to comply with the 20 percent RES in 2017.  However, none of the three portfolios produce enough eligible energy for Black Hills to meet the 20 percent RES requirement.  The 120-Day Report shows that the acquisition of Portfolio 3 (60 MW wind) will provide 218,900 RECs or meet about 54.4 percent of that RES requirement.  The 120-Day Report also shows that only combinations of portfolios will enable Black Hills to satisfy the RES.  For example, the combination of Portfolio 1 (46.4 MW solar + 10 MW waste-to-energy) and Portfolio 3 (60 MW wind) provides 430,400 RECs or approximately 107 percent of what the Company needs for compliance.

34. Primarily due to the associated costs and rate impacts during the Resource Acquisition Period, we find that no portfolio presented in the 120-Day Report is cost-effective, especially in light of the projected rate increase expected from the LM6000.  Therefore, we do not authorize Black Hills to acquire any of the resources in the portfolios presented for our consideration in the 120-Day Report and, consistent with Rules 3617(c) and (d), the Company will not have a presumption of prudence at the time of cost recovery if it acquires any of those resources. 

F. Additional Issues

1. Acquisition of RECs for RES Compliance

35. The Settlement Agreement approved by the Phase I Decision required Black Hills to consider the purchase of standalone RECs as a RES compliance tool in the Company’s 
2015-2017 RES Compliance Plan filing.
  The Company’s 2015-2017 RES Compliance Plan is pending before the Commission for an initial decision in Proceeding No. 14A-0535E.

36. In its 120-Day Report, Black Hills states that pursuant to the Phase I Decision, it issued an RFP for the standalone RECs for 2015, 2016, and 2017 for the purpose of evaluating different alternative approaches to meeting the 20 RES standard.  As noted above, Staff argues the Company’s RES solicitation shows that RECs are readily available and that they present a reasonable option for Black Hills to achieve RES compliance. Staff thus recommends that the Commission direct Black Hills to purchase standalone RECs to meet any RES compliance obligations through 2020.

37. Because the issue of whether Black Hills should acquire RECs for the purpose of meeting the RES in 2015, 2016, or 2017 is being considered in Proceeding No. 14A-0535E, we decline to address this issue here. 

2. Additional Risk Evaluation at PAGS

38. Staff recommends the Commission direct Black Hills to supplement its study of the risks of additional generation resources using the facilities at PAGS.  Staff argues that the study included with the Company’s 120-Day Report does not provide enough detail for the Commission to reach conclusions about the reliability of the Company’s system if additional resources utilize the infrastructure at PAGS. 

39. In its response, Black Hills argues the concerns Staff raises are not essential to the Company’s recommendations in the 120-Day Report.  

40. Because we direct Black Hills not to acquire any new resources, at PAGS or elsewhere, we find that additional study of the risks associated with expanding the use of PAGS is not necessary at this time. 

3. Determination of Greenhouse Gas Neutrality of the Waste-to-Energy Proposal

41. Staff, OCC, WRA, and Black Hills raise concerns about the carbon neutrality of the waste-to-energy project (Bid 253-1) put forward in the 120-Day Report.  

42. Staff argues that the 120-Day Report does not provide enough information to determine if the specific waste-to-energy proposal included as part of Portfolio 1 is carbon or greenhouse gas neutral under the Commission’s rules.  Staff also questions whether the project would qualify as an eligible energy resource for RES compliance.  Staff recommends that the Commission seek additional information from the developer and defer making a carbon neutral and or greenhouse gas neutral determination until it has those details. 

43. The OCC raises concerns about the fuel stock for the waste-to-energy project and asserts that burning tires may result in significant CO2 emissions. 

44. WRA argues that the proposal does not properly identify project-specific data on greenhouse gas emissions from the waste sources in landfill and therefore does not demonstrate the greenhouse gas neutrality of the project. 

45. Pursuant to Rule 3668(d), the Commission considers the carbon neutrality of projects on a case-by-case basis.  Here, we have directed Black Hills not to acquire any additional resources, and therefore we need not address whether the waste-to-energy facility presented in the 120-Day Report is carbon neutral.  

II. ORDER

A. The Commission Orders That:

1. Approval of the acquisition of the new utility resources in the preferred resource plan presented by Black Hills/Colorado Electric Utility Company, LP (Black Hills) in its 
120-Day Report filed on November 26, 2014, is denied, consistent with the discussion above.  Black Hills is not authorized to acquire any of the resources in the portfolios presented in the 120-Day Report and will not have a presumption of prudence at the time of cost recovery if it elects to acquire any of these resources.
2. The 20-day time period provided by § 40-6-114, C.R.S., to file an application for rehearing, reargument, or reconsideration shall begin on the first day after the effective date of this Decision.

3. This Decision is effective upon its Mailed Date.

B. ADOPTED IN COMMISSIONERS’ WEEKLY MEETING
February 11, 2015.
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� Decision No. C14-0007.


� The Commission denied the Colorado Independent Energy Association’s motion to modify the Settlement Agreement that would allow the Company to evaluate bids greater than 60 MW. Decision No. C14-1054-I, issued September 3, 2014.


�  See § 40-2-123, C.R.S.


� Black Hills states that it received one bid for a dispatchable resource, but it did not advance the bid because the bidder did not pay the bid fee. 


� Rule 3656(h) of the Commission’s RES Rules, 4 CCR 723-3-3650, et seq., requires a utility to hire an independent auditor to report on its views of whether the utility conducted a fair bid solicitation and bid evaluation process in the event that the utility intends to accept bids and proposals from itself or an affiliate.


� The OCC raises concerns about Black Hills’s analysis of Bid Nos. 236-3A and 230-2.  However, in Black Hills’s Reply Comments, the Company states that the OCC supports the Company’s analysis that Bid 236-3A provides more RECs at a lower cost and RESA impact than Bid 230-2 and is therefore a better value. See Reply Comments at page 16.


� Comments of WRA at page 4. 


� Decision No. C14-0204 issued on February 25, 2014.


� Id., ¶ 5.


� Decision No. C14-0007, ¶ 52.





13

_1219490348.doc
[image: image1.png]Lo




[image: image2.png]





 












