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I. INTRODUCTION 
 

Q. PLEASE STATE FOR THE RECORD YOUR NAME, POSITION, AND 
BUSINESS ADDRESS. 

A. My name is R. Thomas Beach. I am principal consultant with the firm Crossborder 

Energy.  My business address is 2560 Ninth Street, Suite 316, Berkeley, California 

94710. 

Q. HAVE YOU TESTIFIED PREVIOUSLY BEFORE THIS COMMISSION IN THIS 
PHASE OF THE UM 1129 DOCKET? 

A. Yes, I have.  On February 27, 2006, I served testimony in Phase II of UM 1129 on behalf 

of Weyerhaeuser Company (“Weyerhaeuser”) and the Industrial Customers of Northwest 

Utilities (“ICNU”).  My experience and qualifications are described in Exhibit 

Weyerhaeuser-ICNU/301.  Both Weyerhaeuser and ICNU have participated actively in 

the prior phases of the UM 1129 proceeding. 

Q. WHAT IS THE PURPOSE OF THIS REBUTTAL TESTIMONY? 

A. In this rebuttal testimony I respond to the testimony of the investor-owned utilities 

(“IOUs”)—PacifiCorp, Portland General Electric Company (“PGE”), and Idaho Power—

on issues concerning the negotiating parameters and guidelines that the Commission 

should adopt in Phase II for negotiations between the IOUs and Qualifying Facilities 

(“QFs”) that are larger than the 10 megawatt (“MW”) size threshold for eligibility for a 

standard, tariffed QF contract adopted by the Oregon Public Utility Commission 

(“OPUC” or the “Commission”).  
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Q. THE COMMISSION CONCLUDED THAT “SIGNIFICANT BARRIERS EXIST 
TO THE NEGOTIATION OF NON-STANDARD CONTRACTS AND THAT THE 
DETAILED NEGOTIATION PARAMETERS AND GUIDELINES, AS WELL AS 
OTHER MEASURES, MAY OVERCOME THESE BARRIERS.”1/  THE ORDER 
CONCLUDED THAT THE INITIAL PHASE OF THIS CASE FAILED TO 
ADEQUATELY FRAME OR ADDRESS THE ISSUES CONCERNING 
BARRIERS TO NON-STANDARD CONTRACTING.  AS A RESULT, SUCH 
ISSUES WERE DEFERRED TO THIS PHASE.

4 
5 
6 
7 

2  HAS THE IOU TESTIMONY 
PROVIDED THE “DETAILED NEGOTIATION PARAMETERS AND 
GUIDELINES” REQUESTED IN THE ORDER? 

8 
9 

10 

11 

12 

13 

14 

A. In general, the utility testimony lacks the detailed guidelines that Order No. 05-584 

requested.  For example, PGE’s testimony again simply lists the Federal Energy 

Regulatory Commission (“FERC”) pricing factors, with no details on how PGE proposes 

to incorporate the factors into its negotiations with large QFs, except for a brief 

discussion of “firm” versus “as-available” contracts.3/  PacifiCorp’s testimony offers 

some discussion of the FERC pricing factors, but only in general terms concerning how 

payments should reflect the firmness, dispatchability, and reliability of the QF’s 

generation.

15 

16 

17 

4/   18 

19 

20 

Weyerhaeuser/ICNU sought to obtain greater specificity from PGE and 

PacifiCorp in the discovery process.  PacifiCorp has listed 13 factors that it will use to 

adjust the avoided costs offered to large QFs.5/  PacifiCorp has stated that it will apply 

each factor on a “case-by-case basis.”

21 

6/  PacifiCorp provided a description or example of 22 

                                                 
1/ Re Elec. Util. Purchases from QFs, OPUC Docket No. UM 1129, Order No. 05-584 at 11 

(May 13, 2005) (“Order No. 05-584”). 
2/ See id. 
3/ PGE/400, Kuns-Sims/11-14. 
4/ PPL/404, Griswold/5-6. 
5/ Weyerhaeuser-ICNU/305, Beach/3 (PacifiCorp Response to Weyerhaeuser-ICNU Data 

Request (“DR”) No. 11.7).   
6/ Id. at Beach/4 (PacifiCorp Response to Weyerhaeuser-ICNU DR No. 11.8).   
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1 how the avoided costs would be adjusted for only a few factors, such as line losses and 

debt imputation.7/  PGE provided even less information to Weyerhaeuser/ICNU 

regarding how it would adjust the avoided costs for large QFs.  Essentially, PGE stated 

that it would not provide any information and would adjust the avoided costs on a case-

by-case basis, based on the attributes of the QF with which it is negotiating.

2 

3 

4 

8/  There is no 

way that the Commission or a QF can understand how PacifiCorp or PGE would adjust 

their avoided costs for large QFs based on the information they have submitted in the 

record. 
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PGE’s and PacifiCorp’s responses and the continued lack of clarity regarding how 

they would adjust the avoided costs for large QFs is evidence of why the Commission 

needs to establish firm guidelines.  In this proceeding, PGE and PacifiCorp have refused 

to provide the parties or the Commission with the information necessary to understand 

how they have adjusted, or would adjust in the future, the avoided costs for large QFs.   

Fortunately, the filed testimonies of Staff and Weyerhaeuser/ICNU provide a 

significant level of detail on guidelines for how the FERC pricing factors should be 

applied to negotiated contracts with large QFs.  Weyerhaeuser/ICNU continues to believe 

that this is an area in which the more guidance that the Commission can provide, the 

more artificial barriers to QF development will be eliminated.  More specific guidelines 

will reduce the potential for QF-utility negotiations to reach impasses that either will 

frustrate QF development or require significant Commission resources to resolve through 

 
7/ Id. at Beach/6-9 (PacifiCorp Responses to Weyerhaeuser-ICNU DR Nos. 11.10, 11.11, 

11.12, and 11.13).   
8/ Weyerhaeuser-ICNU/306, Beach/3-5 (PGE Responses to Weyerhaeuser-ICNU DR Nos. 

7.4, 7.5, and 7.6).   
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the complaint process.  I comment below on specific issues concerning the guidelines.  

Since PGE and PacifiCorp have failed to provide this information, in order to fulfill the 

Commission’s goal of establishing detailed negotiating parameters and guidelines, the 

Commission is left to choose between the proposals offered by Staff and 

Weyerhaeuser/ICNU, or having no greater transparency and guidelines than currently 

exist.  The latter alternative does not satisfy the Commission’s goals for this phase. 

II. SPECIFIC GUIDELINES 

Q. PACIFICORP PROPOSES THAT, IF A QF IS LESS DISPATCHABLE THAN 
THE PROXY PLANT, THE QF SHOULD RECEIVE A LOWER CAPACITY 
PAYMENT, AND THAT “THIS DEDUCTION SHOULD BE BASED ON THE 
DIFFERENCE BETWEEN THE AVAILABILITY OF THE QF AND THE 
PROXY RESOURCE.”9/  PLEASE COMMENT. 12 

13 

14 

15 

16 

17 

18 

A. I agree with PacifiCorp that the key metric for the reliability and dispatchability of a QF 

is its availability during the utility’s peak period.  However, it is unclear how 

PacifiCorp’s proposal would actually work to adjust the avoided costs of large QFs.  

PacifiCorp’s proposal raises problems and is confusing because dispatchability and 

reliability have different meanings and are not always the same.  More substantively, I 

disagree that a QF will only be less reliable than the proxy resource.  CHP QFs often 

demonstrate very high levels of peak period availability.10/  To the extent that a QF 

demonstrates peak period availability

19 

11/ that is superior to what is reasonable for the 

proxy resource, the QF should be rewarded with higher capacity payments than those 

20 

21 

                                                 
9/ PPL/404, Griswold/6. 
10/  For example, the CHP unit at Weyerhaeuser’s Albany Mill has achieved availabilities in 

excess of 99%.  
11/ The best measure of peak period availability is the QF’s actual generation and achieved 

capacity factor during the peak period. 
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based on the costs of the proxy resource.  Thus, I have proposed, for example, that if the 

proxy resource’s allowance for on-peak forced outages is 8% (based on industry-standard 

data), the QF would earn a monthly capacity payment of 100% of the utility’s avoided 

capacity costs if it achieved a 92% capacity factor during the on-peak period of the peak 

months.  As an incentive, the QF could earn an additional 1% bonus capacity payment for 

each percent by which its capacity factor exceeds 92%.  Similarly, the QF’s capacity 

payments would be reduced proportionately to the extent that its capacity factor falls 

below the 92% standard.  The FERC pricing factors should not be a one-way street that 

only serve to reduce avoided costs for large QFs; QFs also should have the ability to earn 

additional payments for performance superior to the proxy plant. 

Q. STAFF WITNESS SCHWARTZ FINDS TIME-OF-USE ENERGY RATES “A 
POOR SUBSTITUTE FOR REAL-TIME ECONOMIC DISPATCH,” AND 
SUGGESTS THAT A POTENTIAL ALTERNATIVE FOR ASSESSING THE 
VALUE OF DISPATCHABILITY IS “STOCHASTIC IRP-TYPE MODELING.”12/  
DO YOU AGREE? 

14 
15 

16 

17 

18 

19 

20 

21 

22 

23 

                                                

A. No.  Ms. Schwartz observes that the full value of dispatchability would require avoided 

cost rates that are tied to real-time prices.  This obviously is not practical for a CHP QF, 

because real-time prices are not transparent to such a facility, which also may have 

limited operating flexibility due to the thermal requirements of its host.  However, this 

value can be approached if avoided cost rates during the sufficiency period are not based 

on forward market prices fixed at the time when the IOU files its avoided costs (as is the 

case today), but instead are time-differentiated and are either: (1) indexed to the natural 

gas prices that are the key driver of electric market prices (as Weyerhaeuser/ICNU has 

 
12/ Staff/1800, Schwartz/11. 
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recommended); or (2) indexed to day-ahead on- and off-peak electric market indices (as 

in the PGE market pricing option, which provides a close approximation of real-time 

dispatch and which Staff proposes to extend to PacifiCorp).  Either of these market-based 

options would increase the accuracy of the IOUs’ avoided cost rates, by more closely 

aligning them with actual market values.  Either of these market options certainly is 

preferable to the use of fixed forward prices or to the complex modeling exercise that 

Staff suggests as an alternative. 

Q. PLEASE COMMENT ON MS. SCHWARTZ’S CONCERN THAT 
“DISPATCHABILITY FOR ON-PEAK HOURS ALSO WOULD NEED TO BE 
ADDRESSED.”13/ 10 

11 

12 

13 

14 

15 

16 

17 
18 
19 
20 
21 

22 

23 

24 

                                                

A. Further down on the same page, she addresses her own question, in agreeing with 

Weyerhaeuser/ICNU that “QF contracts for firm power can provide strong incentives for 

high reliability through fixed capacity payments (in dollars per kilowatt-year) that are tied 

to performance during the utility’s peak period.”  If a QF is given a strong financial 

incentive to produce during peak periods, the QF will dispatch itself to be on-line at the 

times when the utility most needs the QF’s generation. 

Q. STAFF AGREES WITH WEYERHAEUSER/ICNU THAT QF GENERATION 
MAY HAVE AN AGGREGATE VALUE DUE TO ITS DIVERSITY, AND THAT 
THE SMALLER INCREMENTS AND SHORTER LEAD TIMES OF QF 
PROJECTS ALSO PROVIDE VALUE TO THE SYSTEM.  DO YOU AGREE 
WITH STAFF THAT THESE VALUES COULD BE MODELED? 

A. Yes, I do.  It is easy to understand how the small size and geographic diversity of QF 

generation adds to system reliability.  Compare two utility systems that are identical, 

except that one has a 500 MW proxy combined cycle gas turbine (“CCGT”) plant, while 

 
13/ Id. 
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the second has ten 50 MW QFs.  Assume that each plant has an 8% on-peak forced 

outage rate.  At the time of the system peak, the first system faces an 8% chance of not 

having the 500 MW CCGT on-line.  In contrast, the likelihood that all ten 50 MW QFs 

will be out at the time of system peak are infinitesimal – one chance in a hundred billion.  

Given the increasing importance of energy security and reliability to our society, the 

reliability benefits of smaller-scale, distributed generation must not be ignored.   

Q. STAFF ALSO NOTES THAT THE COMMISSION IS ADDRESSING THE 
VALUE OF RENEWABLE RESOURCES IN MITIGATING FOSSIL FUEL 
(NATURAL GAS) PRICE RISKS IN DOCKET NOS. UM 1056 AND UM 1182.14/  
DO CHP QFS ALSO MITIGATE NATURAL GAS PRICE RISKS? 

9 
10 

11 

12 

13 

14 

15 

16 

17 

18 
19 
20 

21 

22 

23 

24 

                                                

A. Yes, they do, to the extent that CHP results in the more efficient use of natural gas than if 

CHP’s two products—electricity and useful thermal energy—were produced separately.  

To the extent that a CHP project can demonstrate that it uses natural gas more efficiently 

than the proxy CCGT plant (to produce the CHP plant’s electric output) plus a stand-

alone boiler (to produce the CHP plant’s useful thermal output), the CHP project should 

receive the same natural gas price mitigation value (if any) as a renewable generator that 

conserves an equal amount of natural gas. 

Q. WHAT IS A REASONABLE VALUE FOR THE AVOIDED NATURAL GAS 
PRICE RISKS THAT RESULT FROM THE DEVELOPMENT OF RENEWABLE 
QFS AND EFFICIENT CHP QFS?  

A.  The natural gas savings from renewable or CHP QFs can benefit all gas consumers by 

reducing the price of gas across the entire market.  A 2005 study by the Lawrence 

Berkeley National Laboratory (“LBNL”) examined a wide range of studies on the natural 

gas consumer benefits resulting from renewable electric generation and energy efficiency 

 
14/ Id. at Schwartz/14. 
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programs.15/  LBNL concluded that the regional benefits for gas consumers in the western 

U.S. gas market from renewable energy and energy efficiency are roughly $5 per MWh 

of renewable energy production, or, for CHP projects and natural gas conservation 

programs, $1 per MMBtu of conserved natural gas.  Thus, if a CHP project has a net heat 

rate

1 

2 

3 

4 

16/ for electric production of 5,600 Btu per kWh (5.6 MMBtu per MWh) and the heat 

rate of the avoided resource is 7,600 Btu per kWh (7.6 MMBtu per MWh), then each 

MWh produced by the CHP unit will save 2 MMBtus of gas use, with a price mitigation 

benefit of $2, based on the LBNL work.  Thus, the natural gas price mitigation benefits of 

this CHP project amount to $2 per MWh.    

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 
16 

Although Weyerhaeuser/ICNU does not take a position in this proceeding on the 

benefits of renewable energy, these studies demonstrate that if natural gas price 

mitigation benefits are ascribed to renewable resources, then CHP projects should be 

recognized as providing similar benefits to the extent that they also conserve scarce gas 

resources. 

Q. DO YOU AGREE WITH PACIFICORP THAT A NEW QF’S IMPACT ON THE 
UTILITY’S TRANSMISSION SYSTEM SHOULD BE A FACTOR IN 
NEGOTIATIONS?17/ 17 

18 

19 

                                                

A. Generally, I do, and such impacts typically are identified in the interconnection studies 

for a particular QF project.  My first concern with PacifiCorp’s discussion of this issue in 

 
15/ R. Wiser, M. Bolinger, M. St. Clair, Easing the Natural Gas Crisis: Reducing Natural Gas 

Prices through Increased Deployment of Renewable Energy and Energy Efficiency, 
LBNL-56756, Jan. 2005; available at http://eetd.lbl.gov/EA/EMP/reports/56756.pdf. 

16/  The net heat rate for electric production is the QF’s input fuel use for electric production 
divided by electric output.  The input fuel use for electric production is the total fuel use 
less the fuel used to produce the CHP project’s useful thermal output. 

17/ PPL/404, Griswold/7-8. 
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its testimony is that it is entirely one-sided—the only discussion is of circumstances in 

which a QF in a transmission-constrained area avoids resources that are less expensive 

than the proxy resource, or triggers the need for a major transmission upgrade.  The 

converse also can be true—a QF sited in a load packet can displace local generation that 

is more expensive than the proxy plant but that must run for reliability reasons, or the QF 

can avoid the need for new transmission into the area.  To the extent that a CHP QF 

serves a large on-site load, the QF will avoid the line losses and transmission costs 

associated with bringing utility power into the area to serve that load.  In such 

circumstances, the QF should be compensated in a negotiated contract at a rate that 

exceeds the standard avoided cost rate.  The Commission also should provide guidance to 

the utilities and QF developers by specifically rejecting PacifiCorp’s position and 

recognizing that transmission impacts can increase or decrease the avoided costs. 

My second concern is that QF developers often lack the means or expertise to 

review or challenge such transmission studies.  To ensure some degree of impartiality, 

the utility’s studies should be based on transmission plans and load flow studies that 

recently have been reviewed and approved by state regulators or by a regional 

transmission or reliability organization. 

Q. PACIFICORP’S TESTIMONY INCLUDES TWO WITNESSES (MESSRS. 
STUVER AND SHAH) THAT ADDRESS THE ISSUE OF DEBT IMPUTATION.  
DO YOU HAVE FURTHER COMMENTS ON THE DEBT IMPUTATION ISSUE 
IN RESPONSE TO THEIR TESTIMONY? 

A. Yes.  Messrs. Stuver and Shah testify that debt imputation can be a factor for avoided 

costs under two possible circumstances: (1) a QF contract is treated as a capital lease 
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1 under new financial accounting rules; or (2) debt rating agencies impute debt to a utility’s 

capital structure as a consequence of its QF power purchase agreements.18/   2 

3 

4 

5 

Mr. Stuver testifies that a QF contract will be analyzed as a lease if: (a) the 

contract allows the purchaser the right to operate the plant; (b) the contract gives the 

purchaser physical control over the plant; or (c) it is unlikely that other purchasers will 

buy more than a minor amount (10% or less) of the plant’s output.19/  None of these are 

likely to occur in typical QF contracts with CHP projects.  I am not aware of any CHP 

QFs in the western U.S. whose projects are physically operated or controlled by the 

purchasing utility.  Furthermore, even CHP projects that just barely meet the FERC QF 

efficiency standard of 42.5% must, under FERC rules, sell more than 15% of their Btu 

output in the form of useful thermal energy.

6 

7 

8 

9 

10 

20/  Thermal energy is not sold to the electric 

utility, and most CHP QFs also sell a portion of their electric production to their on-site 

host.  Thus, it is extremely unlikely that a CHP QF’s sales to the utility will amount to 

more than 90% of its output.  Accordingly, based on the criteria that Mr. Stuver presents, 

it is highly unlikely that a QF contract will be treated as a lease for accounting purposes.  

11 

12 

13 

14 

15 

16 

17 

18 
19 

                                                

I have the following observations on Mr. Shah’s testimony on how Standard & 

Poors (“S&P”) imputes debt to QF contracts: 

• PacifiCorp’s cost of capital is impacted by the opinions of a number of ratings 
agencies, not just by S&P, whose debt imputation methodology PacifiCorp cites 

 
18/ PPL/404, Shah/1-2. 
19/ PPL/700, Stuver/3. 
20/ See 18 CFR § 292.205(a)(2). 
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1 because it is the most transparent and quantitative.  PacifiCorp did not present the 
opinions of other agencies.21/ 2 

3 
4 
5 
6 
7 
8 
9 

10 

 
• S&P’s most recent Research Report on PacifiCorp indicates that S&P has 

imputed $570 million to the utility’s balance sheet “that predominantly reflects 
long-term power purchase agreements.”  There is no indication that this includes 
all of PacifiCorp’s long-term PPAs, or that it includes QF contracts at all.  QF 
contracts are nowhere mentioned in the rating agency reports attached to Mr. 
Shah’s testimony.  As I noted in my opening testimony, there are reasons to view 
QF contracts as less risky than utility-owned resources. 

 
• Mr. Shah attaches to his testimony a Fitch Ratings Special Report on commodity 

cost recovery at U.S. electric utilities.22/  Although the report identifies PacifiCorp 
as having “low protection” for the recovery of its power costs, the attached table 
correctly notes that Oregon is the one state in which PacifiCorp operates that 
provides a cost recovery mechanism, and that the utility has applied for such 
protection in its other jurisdictions.  In fact, in Oregon PacifiCorp has been 
allowed to update its power costs on an annual basis through its Resource 
Valuation Mechanism (“RVM”).  PacifiCorp can and has used the deferred 
accounting statute to recover its excess net power costs in Oregon.  S&P has 
considered PGE’s RVM and ability to defer power costs as “quasi” fuel and 
purchased power adjustment mechanism.

11 
12 
13 
14 
15 
16 
17 
18 
19 

23/  A utility also has the ability to obtain 
authorization from the Commission to implement a power cost adjustment 
(“PCA”) mechanism that includes appropriate deadbands, sharing mechanisms, 
and earnings adjustments.  As PacifiCorp undoubtedly is aware, the Company has 
requested a PCA in Docket No. UE 173 and a decision is pending.  Further, as 
discussed on page 38 of Order No. 05-584, the Commission has invited 
PacifiCorp to propose means to hedge its QF costs to the extent that they are 
based on market prices for natural gas or electricity that can be hedged.  Finally, 
this proceeding is developing Commission-approved policies and guidelines for 
both standard and negotiated QF contracts; this detailed guidance will assist the 
utilities in signing QF contracts for which they will be able to recover their costs.  

20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 

31 

32 

33 

                                                

 
These observations are consistent with the conclusions of my opening testimony 

on this issue: (1) there is no single formula for calculating the financial impacts of the 

debt equivalence of QF PPAs; (2) significant judgment is involved in these calculations, 

 
21/ When asked by Weyerhaeuser/ICNU in discovery, PacifiCorp could not identify any 

other rating agencies that impute debt related to QFs.  See Weyerhaeuser-ICNU/305, 
Beach/12-14 (PacifiCorp Response to Weyerhaeuser-ICNU DR No. 11.27). 

22/ PacifiCorp/805. 
23/ Weyerhaeuser-ICNU/307, Beach/2 (S&P Report). 
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14 

15 

16 

even under S&P’s quantitative method; and, most important, (3) regulatory commissions 

can take significant steps to minimize or even eliminate the alleged debt equivalence 

issue. 
 
Q. IS THERE ANY INDICATION IN PACIFICORP’S TESTIMONY THAT THE 

RATING AGENCIES VIEW SMALL AND LARGE QFS DIFFERENTLY ON 
THE ISSUE OF DEBT IMPUTATION?  

A. No, there is not.  If the ratings agencies consider QF contracts in imputing debt to a utility 

(a fact which the utilities have not established), that consideration is in the context of the 

utility’s entire portfolio of power purchase agreements, presumably including agreements 

both above and below 10 MW.  As a result, large QFs alone should not bear the costs of 

debt imputation.  If the Commission believes that debt imputation represents a real and 

measurable cost to the utility from QF contracts, that cost should be reflected in the 

utility’s filed avoided cost calculations, which apply directly to small QFs and are the 

starting point for negotiations with large QFs.  However, the IOUs’ avoided cost filings 

that the Commission is reviewing in Track I of Phase II do not include debt imputation.24/  

The IOUs have not provided any legitimate reason to treat large QFs differently.  In 

addition, it does not appear that existing QF contracts include an offset for debt 

imputation.

17 

18 

19 

25/  Finally, because the debt equivalency issue involves the utility’s capital 

structure and the overall risks of its resource portfolio, it is best considered in utility 

general rate cases, cost-of-capital proceedings, or other cost recovery cases where the 

20 

21 

22 

                                                 
24/ Weyerhaeuser-ICNU/305, Beach/11 (PacifiCorp Response to Weyerhaeuser-ICNU DR 

No. 11.25).   
25/ Id. at Beach/15-16 (PacifiCorp Responses to Weyerhaeuser-ICNU DR Nos. 11.30 and 

11.31).   
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Commission looks most broadly at the utility’s overall risk profile.  The Commission 

should not let the IOUs use debt imputation as a tool to harm large QFs. 
 
Q. PACIFICORP HAS PROPOSED THAT QFS LARGER THAN 100 MW SHOULD 

BE ABLE TO OBTAIN LONG-TERM CONTRACTS (FIVE YEARS OR 
LONGER) ONLY THROUGH AN ALL-SOURCE COMPETITIVE BIDDING 
PROCESS.  THE ONLY OTHER OPTION PACIFICORP WOULD OFFER TO 
SUCH QFS IS ENERGY SALES AT OFF-PEAK PRICES.  PLEASE COMMENT.  

A. As I discussed in my opening testimony, the key question on this issue is whether the 

utility solicitations will provide CHP projects and other QFs with a meaningful 

opportunity to participate.  Utility solicitations often are not tailored to the products that 

QF resources offer.  For example, base load CHP projects and intermittent wind farms 

both have difficulty meeting the dispatch or other operational requirements that utilities 

typically seek in their solicitations.  To be frank, in my experience, utilities are very 

reluctant to consider CHP projects as a desirable resource to seek in their procurement 

solicitations.  Perhaps that is because CHP projects often serve substantial on-site loads 

that were previously served by the utility itself.  CHP projects thus represent competition 

for utility services, and the utilities are unlikely to facilitate such competition by 

purchasing excess power from their market rivals.  

Q. STAFF AND PGE SUGGEST THAT THE RESULTS FROM A UTILITY’S RFPS 
COULD INFORM THE DETERMINATION OF THAT UTILITY’S AVOIDED 
COSTS.  WHAT ARE YOUR OBSERVATIONS ON THE USE OF RFP RESULTS 
IN THIS WAY? 

A. I generally agree with Staff’s testimony that RFP results are useful as an input to avoided 

costs only if the RFP was recently completed and solicited a resource or power product 

comparable to what QFs avoid.  However, Staff also testifies that RFP results only should 

impact avoided costs during the deficiency period and that QFs may not be able to avoid 
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1 a large new resource acquired through an RFP.  Staff suggests that the results of an RFP 

may best represent the costs of the next resource that the utility could avoid, presumably 

after another lengthy sufficiency period.

2 

26/  This testimony raises the difficult issue of the 

timing of avoided cost filings, an issue on which Staff had a different perspective in the 

initial phase of UM 1129.  If the utilities are allowed and encouraged to use RFP results 

as the basis for updated avoided costs, these updates will occur immediately after the 

utility has acquired new resources, and the utility undoubtedly will show a lengthy 

sufficiency period.  Thus, the use of RFP results as the basis for avoided costs has the 

potential to perpetuate the problem of avoided costs that tend to show lengthy sufficiency 

periods, even if the utility is acquiring, or recently has acquired, new non-QF resources.  

In the initial phase of this case, Staff objected to a PacifiCorp proposal to allow such 

updates to avoided costs when new resources are added.  As summarized in Order No. 

05-584: 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 

Three parties commented on how often avoided cost rates should be filed 
with the Commission and reviewed and approved. PacifiCorp 
recommends that electric utilities be allowed to update avoided costs more 
frequently than every two years in order to reflect new resources being 
added to a utility’s system. Both Staff and ODOE support maintaining the 
current filing schedule which requires each utility to make an avoided cost 
filing every two years coincident with the IRP process. Staff objects to 
PacifiCorp’s proposal, calling it “unbalanced” as it would allow a utility to 
update avoided costs when a change in circumstances causes the utility to 
be in a resource sufficient position, but would fail to direct a utility to 
update avoided costs when a change in circumstances causes the utility to 
be in a deficit resource position.27/ 25 

                                                 
26/ Staff/1800, Schwartz/40-41. 
27/ Order No. 05-584 at 29. 
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Order No. 05-584 acknowledged Staff's and the Oregon Department of Energy’s 

concern by encouraging parties to notify the Commission when it may be appropriate to 

review avoided costs between the IRP-based, biennial filing deadlines.  The Order also 

noted that this issue may be addressed in the future.  Weyerhaeuser and ICNU suggest 

that, if Oregon desires a robust QF program that makes a significant contribution to the 

state’s resource needs, the utilities should be required to update their avoided costs 

whenever they determine that they need new long-term supply-side resources, and take 

an action (such as issuing an RFP) to procure such resources.  If such a requirement is in 

place, then to be fair the utilities also could be authorized to file to revise their avoided 

costs after an RFP or at the end of a procurement cycle, once their need for new resources 

has been met. 

Q. DOES THIS COMPLETE YOUR REBUTTAL TESTIMONY? 

A. Yes, it does. 
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Standard&Poor’s Research Report: 
Fuel and Power Adjusters Underpin Post-
Crisis Credit Quality of Western Utilities 
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