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BY THE COW SSI ON
St at enent
1. This matter cones before the Conmission for
consideration of Phase Il of the 1999 Integrated Resource Pl an

(“I'RP") filed by Public Service Conpany of Colorado (“PSCo” or
“Conpany”) . PSCo filed its proposed IRP for Conm ssion review
and approval as required by the Comm ssion’s Electric Integrated
Resource Planning Rules, 4 CCR 723-21. This Phase Il proceeding
concerns the final portion of PSCo’s 1999 IRP to be reviewed by
the Comm ssion. |In accordance with prior orders, the Comm ssion
has al ready conducted proceedings to review the Conpany’s plans
to obtain w nd-powered renewable and denand-side managenent

resources under its 1999 |IRP (Docket No. O0O0A-008E); the



Conpany’s electric energy and demand forecast initially used in
its 1999 IRP (Docket No. O0O0A-007E); and, the Conmpany’s planning
Wth respect to its transm ssion system especially as related
to its 1999 IRP (Docket No. OOA-067E). The Conmmi ssion has
i ssued decisions in those dockets.

2. This proceeding concerns PSCo’s proposed Final
1999 IRP and its plans to acquire a nunber of new generation
resources to neet demand for electricity in the planning period
2002 through 2005. The Conpany selected the proposed new
generation resources through a conpetitive bidding process. The
Conpany intends to acquire the entire output of these selected
generation facilities, which will be built by independent power
producers. The Conpany followed the IRP rule in conducting the
bi ddi ng process. PSCo filed its Final 1999 IRP on Septenber 13,
2000. In accordance wth the request of the Conpany, we
reviewed on an expedited basis those proposed new generation
resources with in-service dates in 2001-2002, and Tri-State
resources with an in-service date of 2003. Phase | of this
docket reviewed and approved those resources. See Decision No
C00- 1464. The renai ni ng new generation resources proposed in the
1999 IRP are reviewed here in this Phase II.

3. PSCo filed its Phase Il testinony on Cctober 23,
2000. Intervenors, including Conm ssion Staff, (“Staff”) the
Ofice of Consuner Counsel (“0OCC’), the Gty and County of
Denver (“Denver”), The Land and Water Fund of the Rockies (“LAW
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Fund), and the Col orado Renewabl e Energy Society (“CRES’) filed
their Answer Testinony on Decenber 20, 2000. The Conpany
submtted its rebuttal testinony on January 29, 2001, In
addi ti on, on January 24, 2001, the Conpany filed its
Suppl enent al Direct Testinony and a Confidential Updat e
Concerning Public Service Conpany of Colorado’s January 2000
Resource Solicitation. That filing contains a load and
resources table (Exhibit 101) that reflects the Conpany’s nost
recent proposed resource acquisitions for the 1999 |RP.

4. Hearing Conm ssioner Hi x conducted hearings from
January 29 through February 2, 2001. Six intervenors actively
participated in the hearings: Staff; OCC, Denver; LAW Fund;
CRES, and Col orado | ndependent Energy Associ ation. The OCC and
Denver presented w tnesses who testified in opposition to the
Conpany’s proposal to select the Phase Il resources. Staff, the
LAW Fund, and CRES wtnesses did not oppose the Conpany’s
proposed Phase Il resources, but did recomend that the
Comm ssion add Enron’s Lamar Wnd bid to the preferred
portfolio. Staff also raised concerns about the relationship
bet ween the generation resources being approved in this Phase 1|1
and transm ssion issues addressed in Docket No. O0O0A-067E, and
forecasting i ssues addressed in Docket No. 00A-O0O07E.

5. The parties submtted their St at enent s of

Position on February 14, 2001. PSCo requests expedited ruling



from the Comm ssion to ensure that resources necessary to neet
el ectric demand in the near-

6. future wll be tinely conpleted. Now being duly
advised, and in accordance with 8 40-6-109(6), CRS., we find
that due and tinmely execution of our functions inperatively and
unavoi dably requires that we make the initial decision in this
case. We now enter our decision with respect to Phase Il of the

Conpany’s Final 1999 |RP.

1. DI SCUSSI ON

We first address the reasonabl eness of PSCo’s proposed
Phase 11 portfolio of generation resources and then consider
whether Enron’s Lamar Wnd bid should be added to that
portfolio. Finally we address Staff’s concerns.
A Reasonabl eness of Phase Il Portfolio
In this case the Comm ssion nust decide if PSCo has
met its burden to denonstrate that its Phase Il portfolio is a
reasonable, least-cost plan conporting wth the Integrated
Resource Pl anni ng Rul es.
1. Party Positions
a. oCcC
(1) The OCC filed Answer Testinony by Dr.
P.B. Schechter. Dr. Schechter nakes the sanme argunents he made
in Phase I. See, Decision No. C00- 1464 at T I.C 3. The OCC

asserts that the conpetitive resource acquisition process used



by the Conpany is fatally flawed because it omts a self-build
plan. The OCC contends that such a self-build plan would serve
as a point of reference to determ ne whether the bid proposals
received from independent power producers (IPPs) represent the
| east cost resources. According to the OCC, wthout a self-
build plan there can be no assurance that the conpetitive
bi dding process anong the [PPs has produced a |east-cost
portfolio of resources. In Phase |, the OCC provided its own
estimate of PSCo’'s cost to build new generation. In this Phase
1, however, the OCC sinply recomends that we order PSCo to
create its own least-cost self-build plan for acquiring all
resources during the 2002-2005 tinme period.

(2) According to Dr. Schechter, a proper
| east-cost plan created by the Conpany would likely be able to
capture significant econom es of scale that an analysis such as
the one provided by the OCC for Phase | cannot and did not
capture. He described two such economes of scale, within a
single generating station and anong nultiple generating
stations. Dr. Schechter contended that the economes of scale
possible within a single generating station occur when a conpany
constructs a single generating station that consists of, for
exanple, two identical conbustion turbines (“CT"). He cl ai ned
that such a generation station does not cost twce as nuch as a
generating station consisting of a single turbine of the sane
make and nodel. As for economes of scale possible across
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mul ti ple generating stations, Dr. Schechter contended that these
could energe from constructing a single large generating station
rather than several snaller generating stations. He also
suggested that economes of scale from peaking resources were
attainable frominstalling fewer |arger CTs, and from conbi ning
CTs at nultiple sites into peaking plants at single sites.

(3) After the Conpany produces its |east-
cost self-build plan, Dr. Schechter suggests, PSCo should et
the Phase Il bids received in response to its RFP conpete with
the resources identified in its self-build plan. This wll
allow the Conpany to determ ne whether it should provide sone,
all, or none of the new capacity required for 2002-2005. The
OCC suggests that if PSCo cannot acquire self-build generation
in a timely manner, custoners should be held harmess for the
difference between the least-cost plan that includes self-built

generation and the |east-cost plan proposed by the Conpany in

its 1999 |RP. As in Phase |, the OCC contends that the
Commi ssion’s evaluation of PSCo's 1999 |IRP for the Phase Il bid
requires that we Ilook to nore than the |IRP rules. I n

particular, the OCC urges the Commission to consider the
statutory mandate enbodied in 8 40-3-101, C R S. (Conm ssion
must ensure that rates for wutility services are just and
reasonabl e) .

b. St af f



Staff filed Answer Testinony by Messrs.
Saeed Barhaghi, Wndell Wnger, and Bruce Mtchell. \V/ g
Bar haghi provided Staff’'s review and recomendations wth
respect to the reasonableness of PSCo's Phase 1|1 proposed
portfolio of resources. He testified that PSCo has properly
represented and eval uated nost of the bids received for the 1999
| RP—the one exception being the Enron wnd project. M.
Bar haghi explained that Staff worked wth the Conpany to
under st and its nodel i ng phi | osophy and the assunptions
underlying the various nodeling exercises. M. Bar haghi
reported that as part of its review Staff requested the Conpany
to perform certain sensitivity runs. The Conpany did perform
those runs and M. Bar haghi checked wvariations from the
Conpany’s base plan with regard to assunptions used in the Base
Plan and the Preferred Portfolio. In addition, he perfornmed his
own nodeling runs to examne the inpact of various resource
selections on the Conpany’s production cost and the systems
reliability. M. Barhaghi testified that, after reviewi ng the
various nodel runs and after discussing the various scenarios
and assunptions with PSCo, the Conpany has properly represented
and evaluated the bids received wwth the exception of the Enron
W nd Project.

C. Denver



Denver filed Answer Testinmony by Dr. Carl

Hunt. According to Dr. Hunt, PSCo failed to neet its burden of

proving that the bid prices will result in fair, reasonable, and
low prices for electricity. Dr. Hunt makes basically the sane
argunents as he did in Phase |, contending that ratepayers wll

be forced to pay higher rates as a result of the Conpany’s
failure to consider self-generation. Dr. Hunt argues that
currently PSCo has no incentive to offer a |least-cost plan
because, under the IRP rules, it can pass on to custoners all
costs of purchased power. For these reasons, Dr. Hunt
recoomends that the Commssion change the |IRP incentive
structure by establishing a sharing nechanism and a base to
exam ne the purchased power bids.
d. PSCo

(1) PSCo filed Direct Testinmony by David
Eves, Karen Hyde, Kurtis Haeger, John Fulton and Al an Taylor on
Cct ober 23, 2000. In addition, the Conpany filed rebuttal
testinony by David Eves, Kurtis Haeger, John Fulton, Al an
Tayl or, Eugene Meehan, Janelle WMarks, Daniel Ahreas Henry
Kl ai man, Janmes HiIl, and Susan Goodrich on January 19, 2001. In
general, PSCo contends that it properly conducted a conpetitive
resource acquisition process to obtain all |ong-term supply-side
resources for the years 2000-2005, in full conpliance with the

Commi ssion’s Electric Integrated Resource Planning Rules, 4 CCR



723-21. According to the Conpany , its solicitation for supply-
side resources was successful, attracting 30 bidders who
submtted 300 separate bid proposals for over 9000 negawatts of
power . As part of its conpetitive acquisition process, PSCo
used a sophisticated conputer nodeling program (PROSCREEN) to
eval uate each of the bids and its interaction with the Conpany’s
existing system of Conpany-owned supply-side resources and
purchase power agreenents. This investigation allowed the
Conmpany to select those bids resulting in a portfolio of the
| onest cost resources conpatible with the Conpany’s system The
Conpany provided the Comm ssion with an estimate of the class
rate inpacts of its preferred plan. Specifically, Table U3
(Exhibit 121 provided by wtness M. Ahrens) projects that the
average system electric rates resulting from the January 2001
preferred portfolio will increase at a rate less than inflation

thereby reducing the real cost of electricity over the twenty-
year planni ng peri od.

(2) PSCo ar gues t hat it successful ly
solicited conpetitively priced power to neet its resource needs
over the resource acquisition period. According to the Conpany,
its RFP denonstrates that the resources selected are the best
that the market has to offer. The Conpany argues that virtually
all objections to its Phase |l preferred plan were issues raised

and rejected by the Conm ssion in Phase |
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(3) Wtnesses. Eves,. Taylor, and. Meehan
presented testinony in rebuttal to Dr. Schechter and Dr. Hunt.
For exanple, M. Eves contended that the OCC s and Denver’s
requests for a self-build plan are dianetrically opposed to the
conpetitive policies contained in the IRP rules. Furt her nor e,
he stated that the tinme constraints of this Phase Il (e.g., the
necessity of obtaining new generation beginning in 2002) render
conpletely infeasible any suggestion to start the |IRP process
over with a new set of ground rules. Requiring the Conpany to
develop its own self-build plan and conducting necessary
regul atory hearings to decide the matter, would result in nine
to twel ve nont hs of del ay.

(4) M. Taylor had several disagreenents
with Dr. Schechter. He disagreed wth Dr. Schechter’s
suggestion that larger generating facilities are |ess expensive
to build than the sanme nunber of MM acquired from a |arger set
of smaller facilities. According to M. Taylor, Dr. Schechter
overl ooked three inportant factors that can offset the econony
of scale benefits of a larger facility. First, significant
transm ssion constraints currently limt where new facilities
can inject power into the transm ssion system w thout nmajor
transm ssion investnent. The bid evaluation team anal yzed | arge
and small facilities; the smaller facilities won because they
were | ess expensive or had better operating paraneters than the
| arger facilities. Second, the devel opnent of large facilities
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may neke nore sense outside of non-attai nnent areas. However,
such devel opnent nust be acconpanied by concurrent permtting
and construction of large transm ssion |ines. The bid team
eval uated numerous proposals for nore distant power plants and
i ncorporated estimtes of the transm ssion investnents that such
pl ants woul d necessitate. Third, there is increased risk in
putting “all of one’'s eggs in one basket.” M. Tayl or argued
that if PSCo were to select one or tw large facilities to
satisfy its entire resource need over the 2002-2005 period, it
woul d expose its custoners to significant cost and reliability
risks in the wevent the project(s) encountered permtting,
financi ng, or devel opnent probl ens.

(5 M. Taylor concluded that Dr. Schechter
was incorrect in arguing that PSCo should develop a self-build
plan of |arge generating plants because of supposed econony-of -
scale benefits of large facilities. According to M. Taylor,
Dr. Schechter failed to recognize countervailing factors: air
permtting issues, increased transm ssion costs, and increased
devel opnment ri sks. The evaluation team conducted a bal anced
evaluation that yielded a resource plan that includes the best

conbination of small and |large resources that the market had to

of fer.

(6) M. Taylor also disagreed wth Dr.
Schechter’s recommendation that Phase Il projects be put on hold
whil e PSCo develops estimates for self-build facilities. Such
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action, M. Taylor suggest, would jeopardize the tinely and
successful devel opnent of the selected resources and harm PSCo’ s
credibility in future power supply bidding. In addition, M.
Tayl or disagreed with Dr. Schechter’s suggestion that the Phase
Il bids, which had to conply wth the ten-year contract |imt,
should conpete with thirty-year self-build facilities. Thi s
conparison would be wunfair and would also conpromse PSCo’ s
credibility in future bidding proceedi ngs.

(7) As for Dr. Hunt’'s testinony, M. Taylor
di sagreed with the suggestion that PSCo’s resource plan should
be nore heavily or conpletely conprised of baseload facilities.
M. Taylor noted that the evaluation team did perform
optim zations in which PROSCREEN considered resource plans that
were nore heavily or conpletely conprised of conbined cycle
proposal s. These portfolios were not determned to be |east-
cost .

(8 In his rebuttal testinmony, M. Meehan
al so opposed the argunents by the OCC and Denver. M. Meehan
contends that, in essence, Drs. Schechter and Hunt argue that
the process followed by the Conpany is incapable of determ ning
the best plan because it did not include a conparison to a
conprehensive utility self-build, rate-base plan. According to
M. Meehan, the wtnesses identified an alternative excluded
fromthe optimzation analysis and used that exclusion to assert
that it is inpossible to know if the resulting optimzed plan is
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the best plan. However, this assertion assunes certain
conditions that do not apply here. For exanple, the first
condition that it nust obtain is that it nust be feasible to
definitively conpare the cost of the alternative plan that was
not examned to the cost of the IRP plan. This does not apply
here because the plan that was considered is a rate-base plan
and the IRP plan is a fixed-price plan. This difference nakes
it difficult to conpare the two options.

(9) A second condition lacking in the OCC s
and Denver’s analyses, according to M. Mehan, is that the
devel opnent and use of the optinum self-build, rate-base plan
shoul d have no effect on the offers nmade by |IPP bidders in the
conpetitive bid process. A third condition is that the
conpari son of plans incorporate all costs, including the cost to
the utility of developing the self-build plan and keeping the
option open. A fourth condition necessary to the OCCs and
Denver’s analyses, is an accurate conparison of the potential
benefits of diversified ownership versus the increased risk to
PSCo of relying on a large plant that my be delayed or
cancel | ed. M. Meehan concluded that none of these conditions
exist, and, therefore, the fundanental prem se advanced by Drs.
Schechter and Hunt does not hold in Ilight of the actual
ci rcunst ances appl yi ng here.

(10) M. Meehan finally argued that if PSCo
had developed a self-build, rate-base plan as part of the
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conpetitive acquisition process, t hat process could not
necessarily be denonstrated to result in the best plan. He
contends that had such a plan been filed, parties could assert
that the existence of that self-build plan precluded bids from
| PPs that may have been | ower cost.

2. Conmmi ssi on Deci si on

a. The issue before the Comm ssion is whether
the Conpany adequately denonstrated that its proposed Phase I
portfolio for the 1999 Integrated Resource Plan is a reasonabl e,
| east-cost plan conporting with the IRP Rules. Except for the
Company’s exclusion of the Lamar wind project fromthe portfolio
of winning bids (see discussion infra),we find that PSCo has net
its burden of denonstrating that the Phase Il portfolio is
consistent with the Commssion’s |IRP rules. Specifically, we
approve PSCo’s final 1999 IRP to include all resources listed on
Table U2 (Exhibit 116) as the January 2001 Preferred Pl an. W
reject the proposals by the OCC and Denver that the Conm ssion
order PSCo to create its own self-build plan for purposes of
conparing to it to the winning bids in the preferred portfolio.

b. W rejected simlar self-build suggestions
proposed by the OCC and Denver in Phase | based on a nunber of
gr ounds. These included: a lack of credible evidence that a
self-build option would likely be cheaper; a finding that the
Conmpany conplied with the IRP rules by obtaining conpetitive
bids; a lack of any evidence of collusion anong the bidders; a

15



finding that a PSCo self-build bid would have discouraged sone
bi dders from participating in the RFP, and a finding that
because of the differing risks it is difficult to conpare a self
build plan with the preferred portfolio. Based on the evidence
in this Phase 1I, we again reject the OCCs and Denver’'s
argunents and find that PSCo’s Phase 1l portfolio is a
reasonabl e | east cost plan for the sane reasons.

C. This is not to say that we disagree, in
principle, with the Schechter-Hunt |ine of reasoning. Both the
OCC and Denver wtness present a conpelling case, but it falls
apart in practice. The IRP rules--whatever their nerit--are in
effect, and PSCo has followed them here. That the rules allow
excluding one of the potentially nost efficient, |east cost
generators, PSCo, is a flaw in their structure. G ven the
exi genci es of neeting custoners' generation needs, the Comm ssion
cannot double back to start the process over again. Because
this is the least cost portfolio under existing IRP rules, we
approve it.

d. In O her evidence in this proceeding
supports our finding that the Conpany’s preferred portfolio is
r easonabl e. First, Staff wtness Barhaghi conducted his own
i ndependent review and nodeling runs of PSCo's bid eval uation.
He testified that the Conpany properly represented and eval uated
the bids (wth the exception of the Lamar wnd project).
Second, we are persuaded by the testinony of PSCo w tnesses Eves
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and Taylor that ordering the Conpany to produce and evaluate a
self-build option at this time would jeopardize the tinmely and
successf ul devel opnent of necessary resources. This 1is
i nadvi sabl e especially in light of credible evidence that the
proposed portfolio is reasonable. Third, the argunent that
PSCo’s resource plan should be nore heavily or conpletely
conprised of baseload facilities was successfully rebutted in
the testinony of wtnesses Tayl or and Meehan. They pointed out
that the economes of scale of large size facilities could be
offset by a nunber of factors including transm ssion costs,
environnental considerations, siting disadvantages, and the
increased risks of relying on one or tw large facilities to
meet future needs.

e. Turning to the Cty and County of Denver’s
proposals, in Phase | we rejected Dr. Hunt’s recomendation to
change the |IRP incentive structure by establishing a sharing
mechani sm and a base to which the Comm ssion could conpare the
purchased power bids. As in Phase I, Dr. Hunt’'s Phase |II
proposed baseline relies on Dr. Schechter’s cost estimates. CQur
rejection of Dr. Hunt's proposal in the Phase | decision was
grounded, in part, on our finding that Dr. Schechter’s estimates
of a PSCo self-build baseline were flawed. | nherent in Dr.
Hunt’s proposal is the question of what baseline costs the
Commi ssion would enploy for purposes of constructing his
recommended shari ng nmechani sm Since we reject Dr. Schechter’s
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Phase 11 suggestion that the Conpany create its own self-build
plan, even if we were interested in inplenmenting Dr. Hunt’s
sharing nechanism we would once again face the problem of what
base cost to use in examning the bids. There is sinply not
enough evidence in this proceeding to establish such a baseline.
f. W also reject Dr. Hunt’s proposal for
changing the structure of incentives within the IRP rules by
constructing a sharing nechanism To the extent such a proposal
is even advisable, a rulemaking docket would be the necessary
pl ace to consider that suggestion. Dr. Hunt raises interesting
gquestions about the potential for perverse incentives in the
current |IRP rules and the present Colorado electric market
structure. However, even though Dr. Hunt recommended that we
change the incentives in the IRP rules, he hinself acknow edged
that it would be difficult for PSCo to build necessary
generation to neet the 2003 and 2004 additional power
requirenents if we were to order the Conpany to submt a self-
build option at this tine. For all these reasons, we reject the
suggestions by the OCC and Denver, and approve the resources
proposed by the Conpany in its Phase Il portfolio.
B. Lamar Wnd Energy Bid
We now consider whether to order PSCo to add the Lamar
Wnd Energy Bid to the Conpany’s preferred resource plan. Sonme
of the parties advocated that the Conpany be directed to acquire
the Lamar project in addition to those projects included in the
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preferred portfolio (i.e., the Lamar bid would not replace any
ot her wi nning bid).
1. Party Positions
e. CRES

(1) CRES filed Answer Testinony by Messrs.
Steve Andrews and Ron Larson. M. Andrews testified that
PSCo’ s adjusted “base case” natural gas price scenario has a | ow
probability of being achieved. He contended that, |ong-term gas
prices will be at or above PSCo’ s “super high” fuel scenario.
VWiile one wnd project is not the solution to controlling gas
prices, M. Andrews states, it is the only proposal in this
docket that w Il help. Simlarly, M. Larson testified that it
is in the interest of all PSCo' s ratepayers to add the Lamar bid
to the preferred portfolio.

(2) CRES contends that the proposed w nd
project will |ower custoners’ rates and should be included in
the preferred portfolio for a nunber of reasons. First, the
addition of the wind bid to the electric generation portfolio
will have positive rate inpacts as shown by Exhibit 102. That
docunent, CRES suggests, shows wind resulting in total benefits
of $8-%45 mllion dollars in 1999 net present value anounts.
Second, CRES argues that adding the wind bid has a positive
i npact as a hedge against gas price risks. CRES nmaintains that
PSCo has seriously underesti mted future gas prices. A high gas
price forecast, the nost likely scenario in CRES Vview, means
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the wind plant is cost effective even under PSCo’'s assunptions
about ancillary service charges. Third, CRES argues that PSCo’ s
addition of ancillary service costs to the wind bid is unfair
and arbitrary; there is no basis for attributing these costs to
the bid, particularly at the |evel suggested by the Conpany.
CRES contends that ancillary service costs are system costs, not
properly attributable to a single generation facility. Finally,
CRES clainms that the Conpany’'s nethod of estimating ancillary
costs was inproper for a variety of reasons. These i ncl ude:
Conpany witness Hi Il based his analysis on a single anenoneter
readi ng, which could not account for the danpening effects of a
diversity of reactions of individual turbines within the wnd
farm PSCo’s ancillary service <cost analysis ignored the
predictability of wnd; PSCo's analysis of ancillary service
costs inproperly used coal plant cycling costs when gas plant
cycling would be standard operating procedure; and PSCo’' s

ancillary cost nethod does not grant extra capacity factor to

the fully backed up wnd plant. In general, CRES supports
Staff’s analysis of ancillary service costs. See discussion
bel ow.

(3) CRES notes that the IRP Rules call for
bal ancing eight diverse criteria to achieve a portfolio of
electric generation to nmeet future electric loads in the public
interest. CRES suggests that we consider five kinds of benefits
that PSCo’'s analysis of wnd ignored: wind provides a hedge
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against the risk of future gas price increases; wnd helps
manage environmental risks and pronotes sustainability; wnd
offers generation technology and geographic diversity; the
siting of wind plants is less risky than fossil fuel plants; and
the Lamar plant, in particular, provides an opportunity for
econom ¢ devel opnent in rural Southeast Col orado.

(4) In general, CRES requests that we order
the Conpany to negotiate in good faith for the Lamar w nd
project, instead of directly ordering PSCo to enter into a
contract with Enron. CRES suggests that a contract on the terns
proposed in the bid would be in the public interest. As such,
CRES contends, we should approve the Phase Il portfolio proposed
by PSCo, but direct the Conpany to negotiate in good faith for
the acquisition of the 162 MVNw nd project in Lamar.

f. Law Fund

(1) The LAW Fund filed Answer Testinony by
Messrs. John N elsen and Jim Caldwell, and Dr. M chael MIIigan.
The LAW Fund argues that the Lamar wind project would be a cost-
effective addition to the Conpany's preferred plan of supply-
side resources as neasured on a capacity and energy basis.
Based on the Conpany’s npbst recent estinmates, the LAW Fund
contends, the addition of the Lamar project to the Conpany’s
preferred plan would result in an estimated $45 nillion in net
benefits (present value 1999 dollars) to the PSCo system on a
capacity and energy basis under the Conpany’s high gas price
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scenari o. According to the LAW Fund, even assunmng the
Conpany’s optimstic base gas price scenario, the addition of
the Lamar bid to the Conpany’ s preferred plan would still result
in an estimated $8 million in net benefits on a capacity and
energy basis to the Conpany’s system And, additional benefits
such as diversity of generation mx; no air emssions, and
econom ¢  devel opnent make the Lamar proj ect even nore
conpel |'i ng.

(2) The LAW Fund further maintains: The
Conpany ignored these additional benefits and instead focused on
the potential for additional ancillary service and transm ssion
costs as the basis for rejecting a cost-effective bid. The
evi dence denonstrates that the Conpany’'s estinmate of $41-48
mllion in increased ancillary service costs resulting from the
addition of the Lamar project to the PSCo system are
dramatically overstated. PSCo’s estimate fails to recognize
that neteorological forecasting and persistence nodeling can
increase the predictability of the output of a wind plant by as
much as 80 to 90 percent. O the remaining variability in
out put that cannot be predicted, PSCo fails to acknow edge that
roughly fifty percent of that wvariability wll never be
experienced due to the netwirk danpening effect of other
uncorrelated variability in generation and |load on the system
PSCo predicts that, as part of its ancillary services cost
estimate, its existing inventory of predomnantly forty to fifty
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year-old coal-fired plants would incur an estimated $17 mllion
in cycling costs to provide regulation service for the Lamar
w nd project. However, the record denonstrates that the
incurrence of these cycling costs would be unnecessary and
i nprudent, because, as a result of this IRP, thousands of MA of
new state-of-the-art gas-fired generation owned by third parties
wll be available on the Conpany’s system That generation wll
provide regulation service nuch nore efficiently and at a
fraction of the cost, as conpared to PSCo’s aging coal-fired
plants. According to the LAW Fund, the record establishes that
the ancillary service costs associated with the Lamar bid would
be in the range of $5-6 mllion, not the $41-48 million estinmate
proposed by the Conpany. As such, the Lamar bid remains cost-
effective under PSCo’ s base and high fuel price scenarios, even
if ancillary service costs are attributed to the project and
even when the additional benefits of the project are not
consi der ed.

(3) PSCo W t ness Goodri ch provi ded a
separate estimate of ancillary costs for Lamar anounting to $38
mllion. The LAW Fund, however, notes that $35.6 mllion of
that amount is the result of Ms. Goodrich' s inposition of energy
i nhal ance charges on the project. According to the LAW Fund
Ms. Goodrich created a hypothetical exanple of what the Federa
Ener gy Regul at ory Comm ssi on (“FERC), pur suant to the
transm ssion tariff of the Wstern Area Power Admnistration
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(“WAPA”), would allow a transm ssion provider to recover for
ancillary services from the Lamar facility, if such a facility
attenpted to deliver power into the transm ssion provider’s
service territory. In response, the LAW Fund enphasizes that
WAPA's tariffs are acknowl edged not to be cost-based, but,
rather, are intended to be punitive. The LAW Fund states that
in Order 2000 FERC signaled that the power industry should nove
towards real -tinme balancing markets and away from the anti quated
and punitive notion of energy inbalance charges. The LAW Fund
further notes that during cross-exam nation M. Goodri ch
conceded that, had she wused nore sophisticated nodeling
techni ques (other than naive persistence nodeling), even her
energy inbalance charges would <certainly have been |ess.
According to the LAW Fund, M. Goodrich’ s analysis, when franed
in the context of the nost recent regulatory decisions, also
supports an ancillary service cost estimate in the range of $5-6
mllion.

(4) In his Answer Testinony, LAW Fund
W tness Cal dwel | argues that PSCo proposes to “charge” the Lamar
pr oj ect for its allegedly extraordinary contribution to
ancillary service costs; however, the Conpany is not charging
any extraordinary ancillary service costs to other specific
resour ces. He contends that it is not common industry practice
to allocate a portion of systemw de ancillary service costs to
a particular generator or a particular l|load in either a
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resource-planning context or in actual operations. M. Caldwell
mai ntains that historically ancillary service costs have been
generally considered to be network costs, shared by all, and not
associated with individual resources. For exanple, M. Caldwell
asserts, nuclear plants contribute disproportionately to need
for spinning reserves, but are rarely charged for this service.
Simlarly, certain industrial |oads, such as arc steel mlls,
can have sudden, l|large changes in demand that tax the ancillary
service resources in a local control area. Nevert hel ess, such
| oads are rarely charged for their contribution to ancillary
service costs. M. Caldwell also clainms that PSCo used an
unrealistically low network danpening effect of 15% which
overstated the need for ancillary services.

(5 The LAW Fund states that sever al
Conmpany w tnesses have suggested that the assignnent of a $36
mllion capacity benefit to the Lamar wi nd project may have been
overly generous. Yet, according to the LAW Fund, that $36
mllion capacity benefit was PSCo's own calculation based on
PSCo’ s own net hod. The LAW Fund clains that PSCo w tness M.
Eves acknow edged during cross-examnation that PSCo had
devel oped the nethod in response to a stipulation in the 1996
| RP settlenent, and that the other parties to the settlenent had
accepted the nethod.

(6) As for the Conpany’' s concerns about
Lamar’s potential inpacts on the transm ssion infrastructure,
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the LAW Fund points out that PSCo did not raise these concerns
until its rebuttal testinony. According to the LAW Fund, the
Conpany’s concerns appear to focus on the potential for
transm ssion constraints south of Denver, from Mdway to Daniels
Park, during the 2003-2004 tinme frane. However, Conpany W tness
Eves testified that transmssion constraints would not be a
problem in 2002, and that such constraints would disappear
beginning in 2005 once the Mdway-Daniels Park transm ssion
project is conpleted. The LAW Fund contends that within the
t wo-year period 2003-2004 transmi ssion constraints would be an
issue only a fraction of the tinme. Such constraints would only
arise if the output of Lamar is greater than 48.6 MV (projected
to occur roughly half the tine) and other generation sources
south of Denver are running at or near full capacity. The LAW
Fund suggests that these transm ssion constraints could be
mtigated (e.qg., by wrking wth Tri-State and ot her
transm ssion providers or generators in the area) during the
2003- 2004 tine frame.

(7) The Law Fund requests that we order
PSCo to negotiate in good faith with Enron on the terns and
conditions for bringing the Lamar facility on-line by the end of
2001 or early 2002, subject to receipt of federal production tax
credits and required regulatory approvals. The Law Fund
contends that as part of that negotiation process, we should
direct PSCo and Enron to identify strategies for mtigating any
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potential ancillary service and transm ssion cost inpacts
properly associated with the Lamar facility.
g. St af f

M . Bar haghi presented Staff’s general
observation that the Conpany properly represented and eval uated
nost of the bids received for the 1999 IRP, the exception being
the Lamar bid. M. Barhaghi contended that PSCo used an extrene
approach in evaluating the Lamar project, especially in its
assignment of additional <costs to the wnd resource. In
analyzing the levelized cost (stated in $/ MM), M. Barhaghi
found the wind project to be the |owest cost resource in the
entire proposed portfolio (except for the proposed 0.7 MN
hydroel ectric project). He clainmed that the wi nd project becane
non-conpetitive, according to the Conpany, only when PSCo added
additional cycling and regulating costs to the bid. \V/ g
Bar haghi was unaware of such additional ancillary service costs
being attributed to wind resources in any other jurisdiction.
Additionally, M. Barhaghi was unaware of any theoretical or
experinmental basis supporting the level of ancillary costs
attributed to the Lamar project. To put PSCo’s proposed |evel
of ancillary costs into perspective, M. Barhaghi calculated the
Rocky Mountain Reserve Goup (“RVRG) call requirenents for
PSCo’s system  Those criteria require 7.0% of load for primary
spinning reserve and 3.5% of load for secondary spinning
reserve. Under these requirenents the Lamar project would

27



require 11MA and 5.5MA8, respectively of additional regul ation.
M . Barhaghi’s PROSYM cal cul ation of the cost of this additional
regulation was $3.6 mllion (NPV in 1999 dollars). He
recommended that we order the Conpany to add the Lamar bid to
the preferred portfolio, provided the resource could be in-

service in time to qualify for the federal production tax

credit.
h. PSCo
(1) PSCo opposes contracting for the Lamar
wind facility, contending that the bid will add approximtely
$33 million (1999 NPV $) to its revenue requirenment. Wtnesses
Eves and Hill both testified that the evaluation team was
generous to the Lamar bid in assigning capacity credit. They

contended that PSCo’s assignnment of a credit of 48.6 MM on a
162 MM naneplate rating (30% of naneplate rating) is high
considering that other utilities in the Wstern Systens
Coordi nati ng Counsel (“WSCC') credit wind with capacity of 17%
to 20% only. The Conpany then notes that it gave this
intermttent resource a credit of $7 per kWNMnth, the sane
value it gave to controllable dispatchable gas turbines.
According to M. Eves, there is a real possibility that WCC
would treat the wind project as providing significantly |ess
effective firmcapacity.

(2) In its portfolio optimzations PSCo
al so assuned that the Lamar facility would need only 49 MM of
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transm ssion capacity, rather than the 162MM it would actually
need when all the wind turbines were turning. The Conpany
contends that had it assuned 162 MAé of transm ssion capacity
woul d be necessary, the bid would have exceeded contract path
limtations and would Ilikely trigger expensive transm ssion
infrastructure inprovenents.

(3) According to PSCo, intervenors in this
docket ignored the favorable assunptions the Conpany afforded
the Lamar bid. Moreover, PSCo maintains, keeping sufficient
unl oaded generation available to follow variations in output
from the wind facility has real costs, for fuel and other
production costs and for additional wear and tear on equi pnent.
These regul ation and cycling costs are real and significant.

(4) According to the Conpany, only two
parties offered quantification of these costs, the Conpany
itself and Staff. PSCo witness Hill refined his analysis of
these costs in response to criticisns raised by the LAW Fund.
See Exhibit AA. M. HIl estimted regulation and cycling costs
to be in the range of $41 to $48 mllion (1999 NPV $).
Regul ation costs ranged from $23.6 mllion to $30.8 mllion
(1999 NPV $) depending upon the fuel cost assunptions; cycling
costs (costs of wear and tear on facilities used for spinning
reserves) were estimted at approximately $17 mllion (1999
NPV $) . According to the Conpany, these cycling cost estinates
are conservative because: (1) they were expressed in 1996
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dollars and were not escalated; and (2) the replacenent power
cost assuned in the analysis was significantly |ower than
today’s prices. When the costs for regulation and cycling are
added to the portfolio containing the Lamar facility, PSCo
asserts, the additional cost of the preferred portfolio wth
Lamar included anmpbunts to $33 mllion (1999 NPV $) using base
case fuel assunptions.

(5) The Conpany contends that M. Barhaghi
did not properly estimate regulating reserve costs. \V/ g
Bar haghi performed a calculation unrelated to regulating
reserve, but rather related to contingency reserves (i.e.,
reserves intended to cover the unexpected loss of an entire
facility, not for variations in output from a facility). M.
Bar haghi cal culated the additional contingency reserve required
if the Lamar facility were added to PSCo system | oad. However,
he ignored the hour-to-hour variation in output from the
facility. Fur t her nore, M. Bar haghi (itn Exhibit 118)
i nappropriately applied the RVRG contingency reserve criteria to
estimate the level of regulating reserves needed. Thus, M.
Bar haghi’s PROSYM estimate of $3.5 million is a function of his
i naccurate assunption that only 5.5 MM of regulating reserve
would be required. This contrasts to the Conpany’s analysis in
which 56 MAs of regulating reserve is required for the Lamar
facility. In his analysis, M. Barhaghi ignored that the
Conmpany nust conply with WSCC mninmum operating criteria for
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both contingency reserves and regulating reserves, and these
reserve requirenents are additive. For these reasons, the
Comm ssion should not rely on M. Barhaghi’s regulation cost
estimates in considering the Lamar bid.

(6) PSCo witness Goodrich responded to the
testimony of M. Caldwell. Her separate evaluation of ancillary
costs attributable to Lamar purports to quantify the costs that
FERC would allow a transmssion provider to collect for the
ancillary services resulting from the intermttent nature of a
wi nd resource. She determ ned that PSCo woul d be charged $37 to
$38 mllion (1999 NPV) by a transm ssion provider for delivery
of power fromthis resource.

(7) As for witness M. N elsen s (LAW Fund)
spreadsheet analysis, the Conpany responded that M. N elsen
assuned that the energy froman intermttent wind facility would
command the sane nmarket price at Four Corners or in the
Sout hwest Power Pool (“SPP') as would firm energy. However,
had M. N elsen used PSCo's marginal cost, a nore appropriate
anal ysis, instead of the market price for energy at Four Corners
and SPP as a proxy for Lamar’s energy val ue, M. N elsen would
have derived a negative value for the wind resource under all
fuel sensitivities considered by PSCo. PSCo clains that when
all quantifiable costs and benefits are taken into account, the
wind project is not a good bargain even under M. Nelsen's
anal yti cal approach.
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(8) Cenerally, PSCo argues that none of the
quantitative objections to the Conpany’s analysis of a wnd
resource have any nerit. Furthernore, the Conpany suggests that
any consideration of non-quantifiable benefits takes this issue
out of the realm of an econom c decision and places it into the
realmof a policy “set-aside,” essentially a reopening of Docket
No. OOA- O08E (demand-si de managenent and renewabl es docket).

(9) Wth respect to the argunent that it is
not fair to assign regulation costs to a particular resource
because they should be considered as system costs, the Conpany
responds that it does consider regulation costs to be system
costs. However, this does not nean that these costs should be
ignored in this docket. Simlarly, the Conpany argues that it
is irrelevant that currently large fluctuating loads (e.g., the
CF&l arc furnace) are not specifically charged for the
regul ation costs they inpose on the system The i ncrenental
regul ation cost created by a large wind farm such as Lamar still
exi st, and all parties, including the wnd proponents,
acknowl edge that these costs wuld affect electric rate
custoners.

(10) Wtness Haeger’s rebuttal t esti nony
addressed CRES clains that the gas price forecasts used by PSCo
in the Phase Il bid evaluation are too |ow He contends that
the forecasts used by the Conpany to eval uate Phase Il resources
are well within the range of expected gas prices for the next
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ten to fifteen years. In fact, with the futures market, PSCo
could now fix the price of gas to be used in the generation for
the bids in question. As a result, even with the recent market
run-up in prices, PSCo is still in a position today to acquire
the gas necessary for the proposed generation at a price below
the high gas price scenario in the early years, and near the
adj usted base case scenario in the later years of the proposed
pur chase power contracts.

(11) If the Commssion favors additional
wi nd resources, the Conpany suggests, it should be allowed to
issue a new RFP. The existing Lamar bid is now stale.
Moreover, the Conpany maintains that Enron’s bid internalized
the cost of a thirty-two mle transmssion line to connect to a
PSCo substation. There is a strong probability that conpetition
anong suppliers using different sites could reduce the cost of
w nd power. PSCo points to a recent wind solicitation by
Sout hwest Power that resulted in prices substantially |ower than
the Lamar bid. Addi tionally, PSCo contends that a Conmi ssion
order directing it to buy from a specific wind supplier would
significantly inpair its bargaining |everage in negotiating many
conpl ex terns.

(12) The Conpany finally requests that the
Comm ssion assure full ~cost recovery for any mandated w nd
pur chase. According to PSCo, we are usurping nmanagenent
prerogative by ordering it to acquire a specific resource.
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Moreover, normal rate nechanisns will not achieve full cost
recovery for power purchases from Lanmar. Presently, the
Conpany’s electric rates are frozen and since the Lamar bid is
not cost effective, PSCo asserts, that purchase will erode its
ear ni ngs. Therefore, the Conpany contends that if we nandate
this purchase, we should do so only with a dollar-for-dollar
recovery of the amounts paid to Lamar (e.g., by adopting a
special wind rider such as that suggested in Docket No.
00A- 008E) .
2. Comm ssi on Deci si on

a. W find that adding Enron’s Lamar w nd
energy bid to PSCo's preferred resource plan is in the public
interest and conports with the IRP rules. This determnation is
based solely on our finding that the acquisition of the Lamar
facility wll likely lower the cost of electricity for
Col orado’ s ratepayers. After a careful analysis of the
economcs of the wnd bid, we find that it is justified on
purely econom c grounds, w thout weighing other benefits of w nd
generation that could be considered under the IRP rules.

b. The parties presented argunents about a
nunber of factors that we consider in analysis of the Lamar
facility. CGenerally, the economc analysis centered on the
proper neasurenent of economc costs and benefits. Di sput ed
issues included: energy and capacity benefits, gas price
forecasts, additional ancillary service costs, and possible
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transm ssion constraints. The nost significant factors for our
decision related to ancillary service costs and the gas price
f orecasts. Ancillary cost estimtes ranged from approxi mately
$3 million to approximately $48 mllion. The Conpany’s final
(January 2001) gas price forecast contained a base case gas
price scenario and a high gas price scenario. The conbi nation
of these tw factors presented the Commssion wth four
estimates of the total dollar benefit of adding Lamar to the
preferred portfolio. In general, the results of this analysis
suggest that the economc benefit is positive, except under the
conbi nation of high estimated ancillary costs and |ow estinmated
future gas prices. Thus, a conbination that contains either |ow
ancillary costs or a higher estimate of future gas prices
results in a wind bid that is economcally justifiable. e
conclude that the likely level of ancillary costs is toward the
| ower end of the range of estimates in evidence. Additionally,
we conclude that there is a substantial probability that future
gas prices will be higher than the Conpany’s base gas forecast.

C. In order to nore systematically explain our
decision we specifically address each of the disputed issues:
ancillary service costs, gas price forecasts, energy benefits,
capacity benefits, transmssion constraints, and other IRP
criteria. The parties raised two other practical considerations
whi ch we address. These include: How will the Conpany recover
the costs of the Lamar facility; and should we order PSCo to
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i ssue another wind RFP, or direct it to engage in good faith
negoti ations with Enron W nd?
C. Ancil lary Service Costs
1. The particular ancillary services at issue here
are the increnental ancillary services attributable to the Lamar
bi d. LAW Fund witness Caldwell described ancillary services as

those services related to maintaining real tinme balance between

generation and |oad services. These include regulation, |oad
follow ng, and spinning reserve services. To conpensate for
fluctuations in delivery of power from nondi spatchabl e

generating wunits such as wnd turbines, the Conpany nust
regul ate the system by adding generation. The Conpany asserts
that the increnmental ancillary services attributable to the
Lamar facility will cost $41 to $48 nmillion over the fifteen-
year life of the contract. Staff and the LAW Fund estimted
t hese costs to be in the range of $3 to $6 nillion.

2. We determne that the level of ancillary services
costs is in the lower ranges of these estimtes is based on
several findings. The record indicates that PSCo’'s nethod of
calculating ancillary costs for a wind project is not required
or mandated by the North Anerican Electric Reliability Council
(“NERC’), the Wstern Systenms Coordinating Council (PSCo’s
reliability council), or RVMRG (the power pool of which PSCo is a
menber) . See February 2 Transcript, pages 70-71. That net hod
is not used by any other wutility, not even PSCo s sister
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operating conpanies in Xcel. See February 2, Transcript, pages
256 and 260-261. Consequently, the Conm ssion has no industry
or reqgqulatory standard with which to evaluate the validity of
PSCo’ s net hod. W agree with the LAW Fund and other parties
that PSCo’s nethod does not adequately account for the ability
of meteorol ogi cal forecasting and persistence nodeling to
increase the predictability of the output of a wnd plant,
t hereby reducing the need for regulation service. W also agree
with LAW Fund witness Caldwell that the Conpany’ s assunption of
a fifteen percent network danpening effect is less than is
likely to be experienced. In addition, we agree with Staff, the
LAW Fund, and CRES that PSCo’'s $17 mllion estimate for cycling
costs (wear and tear) to provide regulation services for Lamar
IS excessive. PSCo’s method assuned regulation and | oad
followng would be provided by existing coal-fired basel oad
facilities, even though gas-fired plants could provide these
services at |ower costs.

3. PSCo attenpted to bolster its estimte of
ancillary cost estimates in the rebuttal testinony of M.
Goodri ch. Her testinony purported to neasure the costs that
FERC would allow a transmssion provider to collect for
ancillary services associated with the intermttent nature of a
wi nd resource. According to her analysis, PSCo would be charged
$37 to $38 million (1999 NPV) by a transm ssion provider for
delivery of power from Lanmar. However, we discount this
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testinony because M. Goodrich’s estimate was nostly based on
energy i nbal ance charges derived froma WAPA tariff that is not
cost based, but rather is intended to be punitive.

4. In the absence of any other industry standard, we
find M. Barhaghi’s testinony persuasive. He testified (Answer
Testi nony, page 10) that, to put PSCo’ s proposed ancillary costs
into perspective, under RVMRG call requirenents for PSCo s
system which require 7.0% of load for primary and 3.5% of |oad
for secondary spinning reserve, the Lamar facility would require
11MN¢ and 5.5MM of additional regulation. Usi ng these val ues
as a proxy for regulating costs, his PROSYM cal cul ati on of these
cost is $3.6 mllion (NPV in 1999 dollars). This is $3.6
mllion over a fifteen-year period in a system with over $1.0
billion in annual production costs, a relatively mniscule
amount . W note M. Barhaghi’s testinony that, in terns of
| evelized cost stated in $/ MM, the wind project was the | owest
cost resource in the entire portfolio (except for one small (0.7
MA  hydroel ectric project). As M. Barhaghi pointed out, the
Lamar bid appears non-conpetitive only when the Conpany
attributes significant cycling and regulation costs to the
proj ect .

5. PSCo points out that FERC Orders 888 and 2000
move the industry in the direction of unbundling and separately
charging ancillary service <costs for transm ssion service.
However, as LAW Fund witness Ni elsen noted (Answer Testinony |,
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pages 4-5), PSCo proposes to charge the Lamar project for its
purported contribution to ancillary service costs, but does not
directly attribute any such costs to other resources. PSCo
witness Klaiman agreed that it has not been comon industry
practice to allocate systemw de ancillary service costs to a
particul ar generator or a particular load in either a resource-
pl anning context or in actual operations. For exanple, M.
Kl ai man agreed that certain industrial loads like electric arc
furnaces inpose ancillary service costs on the system but
traditionally these costs have not been allocated to such | oads.
Hi storically, ancillary service costs have been considered to be
system costs shared by all conponents of the system

6. W agree that, as an intermttent resource, w nd
does inpose increnental ancillary service costs on the system
However, we decline to adopt any particular nethod for
determning such costs based on this record.? VWile sone
ancillary service costs, in excess of costs for conventional
generation, are attributable to the wind bid, we do not agree
wth the estimates provided by the Conpany. Rat her, we find
that a reasonable estimate of ancillary costs is likely to be

closer to that offered by Staff and the LAW fund. Pursuant to

! Indeed, we are hopeful that projects such as this one will allow us

to better know and quantify the ancillary costs that should be attributed to
wi nd projects.
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these estimates, the Lamar project will be cost effective under
t he Conpany’s base case and high gas price scenario’s.
D. Natural Gas Price Forecasts

1. The natural gas price forecast is another
significant factor in our analysis because higher prices drive
up the marginal cost of producing electricity from natural-gas-
fired generators. Under these circunstances, the value of wnd
to the PSCo system increases conparatively, as the energy from
the wind plant is valued at the Conpany’s narginal cost of
provi di ng power. Under PSCo’s high gas price forecast, the
total benefits of the wind plant are positive for all but the
very highest estimate of ancillary service costs.

2. As expl ai ned above, the Conmm ssion concl udes that
there is a substantial probability that future gas prices wll
be higher than the Conpany’s base gas forecast. It is obviously
difficult to predict natural gas prices. The Conpany itself
adjusted its own forecast upwards twice in the last six nonths.
W note that even the Conpany’s nobst recent base forecast
(confidential Exhibit 105) still begins several dollars |ower

than current natural gas prices. W also face the prospect that

t he unpr ecedent ed growt h in nat ural - gas-fired electric
generation nationwide wll likely result in the natural gas
3. mar ket being driven by demand-side factors nore

than in the past. Based on the record here, we conclude that it
is prudent to lean toward the higher range of the gas forecast
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to protect Colorado’s ratepayers against the substantial
possibility that natural gas prices will rise above PSCo' s base
case. W note that even if the Conpany’s base forecast of
natural gas prices turns out to be accurate the Lamar bid is
still econom c unless ancillary costs are at the high end of the
esti mat es.
E. Energy Benefits

Energy Dbenefits are calculated by multiplying the
quantity of electricity produced by a neasure of the value of
each unit of that energy to the Conpany. Initially LAW Fund
witness Neilsen and PSCo witness Hill disagreed as to whether
the appropriate neasure of that value is the market price for
energy or the Conpany’s avoided marginal cost of generation.
M. N elsen (Exhibit 102) eventually agreed to the Conpany’s
mar gi nal cost neasure; therefore, the dispute as to the dollar
value (1999 NPV) of the wnd energy benefits to PSCo was
essentially settled. In Exhibit 102 the energy benefits are
calculated as a negative $28 nmillion in the base gas price
scenario and a positive $9 mllion in the high gas price
scenari o.

F. Capacity Benefit Cal cul ati ons

1. Capacity benefits are another conponent to
determining the overall benefits of the wind bid to PSCo’ s
system Cenerally, the capacity benefit 1is <calculated by

mul tiplying the quantity of capacity credited to a generation
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resource by the dollars per kW nonth assigned to that capacity.
The record does not contain a thorough analysis of the anount of
the capacity credit attributable to Lamar because, as various
parties pointed out, it is derived by a nmethod created by PSCo
that no other party objects to. PSCo did not provide information
related to its existing Ponnequin wind farm We expect the
Conpany to include an analysis of Ponnequin, Lamar, and its
other wind resources in future cases where wind capacity and
ancillary services are considered. Further, we expect such
analysis to consider the conbined effect of nmultiple wind farns
operating together to better wunderstand the reliability and
system inpacts of nultiple wind sources in diverse |ocations,
and conpared to conventional resources. Based on the limted
evidence in this record, we accept PSCo's estimated capacity
credit of 48MAM as attributable to the Lamar project.

2. The Conpany priced the capacity for Lamar at $7
per Kw no. M. Barhaghi suggested adding $1 to the Conpany’s
price because of the zero em ssions characteristic of w nd.
Since the Commission is interested in determning whether the
wind bid is justifiable on a strictly economc basis, we
considered the $7 price in our analysis. This results in our
finding that the capacity benefit attributable to Lamar is
approximately $36 mllion (1999 NPV as calculated in

Exhi bit 102.
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G Transm ssi on Constraints

We conclude that potential transm ssion infrastructure
inpacts of the Lamar facility should be given mniml weight in
our deci sion. The Conpany introduced this concern in its
rebuttal testinony. At the hearing, witness Eves testified that
the Conpany’s concerns regarding transm ssion constraints are
focused on the two-year period 2003-2004, and for the area south
of Denver from Mdway to Daniels Park. Those constraints wll
be relieved beginning in 2005 once the M dway-Daniels Park
transm ssion project is conpleted. Thus, the Conpany’ s concerns
are effectively limted to a two-year period during the fifteen-
year life of the proposed Lamar contract. Even for this two-
year period, the evidence provided by the Conpany does not give
us a good basis for determning the actual I|ikelihood of a
transm ssi on constraint occurring.

H. O her IRP Criterion

W stated earlier that our decision is justified
solely by the economcs of Enron’s wnd bid. As expl ai ned
above, our decision is based on our findings regarding the
likely level of ancillary service costs and probable natural gas
price |evels. The fuel diversity and environnental advantages
of the Lamar Wnd resource may provide additional economc

benefits, but we did not weigh them here..
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PSCo’ s Recovery of Wnd Costs

1. In cross-exam nation, M. Barhaghi agreed that
the energy price in the Lamar bid is in excess of the Incentive
Coast Adjustnment (“ICA’) baseline. Consequently, if PSCo buys
power from Lamar it will be able to recover only one-half of the
di fference through the |1CA M. Barhaghi believed that the
Comm ssion could treat Lamar costs differently from other costs
recovered in the 1CA. The Conpany specifically requests that it
be granted full cost recovery, if it is directed to acquire the
Lamar project. It suggests adoption of a special wind rider to
ensure full cost recovery.

2. W agree with the Conpany that it should be
granted an opportunity to recover all of the costs associated
with power purchases from Lamar, especially since this purchase
is pursuant to our directive in this decision. However, there
is no need for us to specify the cost recovery nmechani sm here.
This decision directs the Conpany to attenpt to acquire the
Lamar facility as part of its 1999 I|IRP. W now confirm that
PSCo is entitled to an opportunity to recover the costs
associated with any power purchases from Lanar. After the
Conpany enters into a contract wth Enron for the Lamar
facility, it may propose a specific cost recovery nechanism to

t he Conm ssion by an appropriate filing.
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J. Good Faith Negotiation Versus Rebi dding of Wnd

1. The Conpany asserts that it is uncertain at this
juncture whether Enron is wlling to proceed under the terns of
its original bid. If the Comm ssion favors acquisition of a
wind resource for this IRP, PSCo suggests that it be permtted
to solicit new bids for additional wind power. According to the
Conpany, there is a strong probability that conpetition anong
wi nd suppliers using different sites than Lamar could reduce the
cost of this power (e.g., due to transm ssion costs associated
with the Lamar facility). PSCo refers to the testinony of
w tness Eves concerning a recent wind solicitation by Southwest
Power that resulted in prices substantially |Iower than the Lamar
bi d. Furthernmore, PSCo contends that a Comm ssion order to buy
from a specific wind supplier would significantly inpair the
Conpany’s bargaining |everage in negotiating many conplex
contractual terns. PSCo urges us to permt it to issue a new
RFP conditioned on the extension of the federal production tax
credits.

2. In contrast, the Law Fund requests that we order
PSCo to negotiate in good faith with Enron on the terns and
conditions for bringing the Lamar facility on-line by the end of
2001 or early 2002, subject to receipt of federal production tax
credits and required regul atory approvals.

3. W reject the Conpany’s suggestion to authorize
another bid for w nd power. In the first place, we note that
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PSCo itself vehenently opposed suggestions by parties such as
the OCC and Denver that appeared to reopen the conpetitive
bi ddi ng process conducted by the Conpany (e.g., the suggestion
that we order the Conpany to prepare a self-build plan and
conpare those results to the bid results). PSCo stressed the
i nportance of preserving the integrity and credibility of the
conpetitive bidding process. As is the case with the other
bi dders who participated in PSCo's RFP, all interested wnd

bi dders had a fair and full opportunity to submt proposals to

the Conpany. It would be unfair to Enron to now authorize a new
RFP on the hope and speculation that better proposals wll be
forthcom ng. Second, we note that the evidence here indicates

that the Lamar proposal is economcally sound in conparison to
other bids received by the Conpany and now being considered by
the Comm ssion. There is no acceptable reason for sinply
ignoring that evidence and authorizing a new RFP. Third, part
of what nmakes the wind bid economc, is the availability of
federal tax credits due to expire on Decenber 31, 2001. To
rebid, would jeopardize the availability of those credits and
thus the economc viability of the project.

4. As for the Conpany’s concern that its bargaining
position with Enron would be conpromsed by a directive that it
acquire the Lamar facility, we respond: Critical conponents of
Enron’ s proposal should have been established in its response to
the Conmpany’ s RFP, including elenents such as price. Not hing in
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this order suggests that Enron is now permtted to change any
part of its bid w thout consent of the Conpany. Mor eover, we
are not mandating that PSCo acquire the Lamar proposal.
| nstead, as suggested by CRES and the LAW Fund, we direct that
the Conpany enter into good faith negotiations with Enron to
attenpt to bring the Lamar facility online in a tinmely manner.
PSCo will be directed to file a report regarding the status of
those negotiations within sixty days followng the effective
date of this order. | f negotiations wth Enron are
unsuccessful, we expect the Conpany to provide good and full
explanation for that failure. (The Comm ssion may request a
response from interested persons, including Enron, to confirm
t hat negotiations were unsuccessful for valid reasons.)
K. O her PUC Trial Staff |ssues
1. For ecasti ng Concerns
a. Parties’ Positions

(1) In his Answer Testinony, Staff w tness
Wnger raised concerns with the Conpany’s use of its August
Forecast Scenario in determning its needs for capacity in the
years 2003-2005. Staff recommends that the Conmm ssion approve
the acquisition of resources based on the August 2000 denand
forecast. However, Staff also recomends that the Conm ssion
not approve the nethod used by the Conpany to produce the August
Forecast Scenari o. Staff claims this is wholly consistent with
PSCo witness Mark’s testinony that the Conpany is not asking the
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Comm ssion to approve the nethod used to develop the August
forecast.

(2) Staff requests that we direct PSCo to
i npl emrent the Comm ssion’s forecasting suggestions in Decision
No. CO00-590 (Mniled Date of June 1, 2000). Staff clains that in
view of PSCo’' s inaction since that decision was issued, nore
definitive direction 1is needed. Additionally, M. Wnger
recoonmended that we order PSCo to obtain expert consulting
assistance to advise the Conpany wth respect to changes
necessary to inprove its forecasting nethod and to assist it
with the inplenentation of reconmended i nprovenents. However,
in light of PSCo’'s testinmony that it had already retained an
outside expert, Staff now believes that this recomendati on has
al ready been addressed, at least in part. Staff states that it
remai ns concerned about PSCo’'s use of the consultant. For that
reason, Staff requests that we require PSCo to inform the
Comm ssion, by notice filed in this docket, of its decision with
respect to retaining the consultant for the inplenentation
phase.

(3) Finally, Staff reconmmended that we
direct PSCo to file a new demand forecast on or before March 15,
2001, so that the forecasting nethod can be investigated and
exam ned by the Conmission and interested parties. This new
forecast could be filed in this docket or by an application
seeking Conm ssion approval of the forecasting nethod. I n
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Staff’s view, the Comm ssion should make it <clear that the
i nvestigation and exam nation will occur separate and apart from
consi deration of any other issue.

(4) Denver also expressed concerned about
the accuracy of PSCo's current |oad forecast. According to
Denver, the Conpany has under-forecast future | oad. Denver
supports Staff’s recommendation that PSCo develop a new | oad
forecast and present it to the Comm ssion.

(5 In her rebuttal testinmony PSCo w tness
Mar ks di scussed the devel opnent of the August Forecast Scenario
submtted in PSCo's 1999 I|IRP Annual Update and Supplenental
Anal ysis (filed in October 2000). She responded to M. Wnger’s
assertion that the August Forecast Scenario is inproper and that
it supported a preconceived increase in the forecasted peak
demand. Ms. Marks opposes Staff’s reconmmendations that we order
PSCo to redo the forecast by Mirch 15, 2001, and that the new
forecast be submtted for Conm ssion review and approval .

(6) Cenerally, PSCo contends that t he

August Forecast Scenario represents an attenpt to develop a

| ogi cal interim forecast adjustnment to wuse for resource
selection, wuntil such tinme as the forecast can be formally
revi sed. The Conpany anticipates having a new forecast
conpleted, incorporating the results of this assessnent, by

April 30, 2001. The Conpany states that it i1s not asking the
Comm ssion to approve the nethod used in the August Forecast
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Scenario as the proper nethod for wuse in future Conpany
f orecasts. However, the Conpany is asking the Conm ssion to
approve a resource acquisition plan, as set forth in Exhibit
116, that is based upon the peak denmand projections derived from
t he August forecast.
b. Conmmi ssi on Deci si on

(1) Staff and the Conpany now agree that we
shoul d approve a resource acquisition plan based upon the peak
demand projections derived from the August forecast scenario.
Staff and the Conpany also agree that we should not approve

PSCo’ s August forecast scenario as the proper nethod for use in

future forecasts. Therefore, we wll approve the Conpany’s
Phase Il resource acquisition plan based upon the peak demand
projection derived from the August forecast. W are not

approving PSCo’s August forecast scenario as the proper nethod
to be used in the future.

(2) we wi | not adopt Staff’s
recomendation to order the Conpany to inplenment our suggestions
in Decision No. @00-590. In that decision, we encouraged the
Conpany to address certain criticisns of its forecasts in the

future. We did not direct that future forecasts be performed in

a specific manner. Based on the evidence presented here, there
is still no reason for us to mandate a specific forecasting
met hod. PSCo is examning its forecasting procedures. The

Conpany has now retained an outside consultant to assist it in
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inproving its forecasting nethod. Staff will be able to review
the new forecast in the near future. At that tinme, Staff can
make further recomendations to the Commssion if it still has
concerns with the new forecast. Additionally, in view of PSCo’ s
testinony that it has already retained an outside expert to
assi st it in inmproving its forecasting nethods, it IS
unnecessary at this point to order the Conpany to obtain such
consul ting services.

(3) Based on the Conpany’s representations
inits Statenment of Position, it appears that April 30, 2001 is
an acceptable date for the Conpany for the filing of the new
forecast. Gven the timng of the instant decision, we direct
PSCo to file its new forecast within 60 days of the mailed date
of this order. The new forecast will be filed in this docket,

and interested parties may request a hearing wthin 30 days of

that filing.
2. Transm ssi on Concerns
a. Parties’ Positions
(1) In his Answer Testinony, Staff w tness
M tchel | reports on his review of available information

regarding PSCo's transmssion system during 2000-2005 |IRP
period. As a general matter, M. Mtchell was dissatisfied with
the information available from the Conpany and could not
determ ne whether PSCo had adequately planned and budgeted for
its transm ssion needs through 2005. After M. Mtchell filed
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his testinmony , two events occurred that affect Staff’s
reconmendat i ons. First, on January 24, 2001, PSCo announced a
new preferred portfolio. PSCo wi tness Fulton acknow edged t hat
t he Conpany has not conducted necessary analyses and studies to
determne the inpact of the January portfolio on PSCo’' s
transm ssion system Simlarly, PSCo also states that it has
not conpleted the necessary tests, studies, and analyses to
determine the inpact of the entire 1999 resource acquisition
portfolio on PSCo’'s transm ssion system Consequent |y,
according to Staff, there is insufficient evidence on the record
to determ ne whether PSCo’s transm ssion systemw || be adequate
in the period through 2005. A second factor post-dating M.
Mtchell’s testinmony is the Conmm ssion’s decision in Docket No.
O0OA-O67E. There the Commssion ordered PSCo to file certain
reports, tests results, analyses, and other information relating
to its transm ssion system within 60 days of the final decision
in this docket. As a result of these devel opnents, Staff now
recommends that we defer consideration of transm ssion-related
i ssues to Docket No. OOA-067E. Staff further recomrends that we
retain the option of holding an evidentiary hearing on the
future adequacy of PSCo’ s transm ssion system after the required
reports are filed, and after Staff and other interested parties
have had the opportunity to examne and to investigate PSCo’ s

reports.
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(2) The Conpany also suggests that since
the Comm ssion has shifted all transm ssion issues to Docket No.
O00A- O67E, no further argunent on transmssion issues 1S
war r ant ed here.

b. Comm ssi on Deci si on

G ven our decision in Docket No. O0O0A-067E
and in light of the Conpany’s and Staff’s recognition that
transm ssion issues are being considered in that docket, no
further action on such nmatters is necessary here. We adopt
Staff’s recomendat i on and def er consi deration of | RP
transm ssion-related issues to Docket No. OOA-067E. W wll
retain the option of holding an evidentiary hearing on the
future adequacy of PSCo’s transm ssion system after the reports
are filed in Docket No. OOA-067E, and after Staff and other
interested parties have had the opportunity to examne and to

i nvestigate PSCo’s reports.

A The Comm ssion Orders That:
1. The Mdtion for Variation from Page Limts on
Statenent of Position filed by Public Service Conpany of
Col orado on February 14, 2001 is granted.
2. Phase Il of Public Service Conpany of Col orado’s
Final 1999 Integrated Resource Plan, as reflected in Exhibit

101, is approved consistent with the above discussion. Publ i c
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Service is directed to negotiate in good faith with Enron Wnd
for the purpose of attenpting to enter into a contract for the
Lamar wind facility consistent wth the above discussion.
Wthin sixty days of the effective date of this decision, Public
Service shall file a report in this docket regarding the status
of its contract negotiations with Enron.

3. The twenty day period provided for in 8 40-6-114,
CRS., wthin which to file applications for rehearing,
reargunment, or reconsideration begins on the first day follow ng
the Mailed Date of this decision.

4. This Oder is effective imediately wupon its
Mai | ed Dat e.

B. ADOPTED I N COW SSI ONERS' DELI BERATI ONS MEETI NG
February 23, 2001.
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