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Idaho Power/100
Stokes/5

1 COST OVER- AND UNDER-RUNS

2 Q. Please describe the Cost Over- and Under-Run issue.

3 A. In response to this issue, the parties have been asked to account for the difference in

4 risk between a utility self-build bid and an IPP bid related to the possibility that the

5 ultimate costs of either project will be over or under the estimated costs used to

6 develop the bid. The assumption underlying this issue is that an IPP contractually

7 guarantees a construction cost for a project and therefore customers are insulated

8 from the risk of a cost over-run. On the other hand, for utility self-build resources, the

9 assumption is that the actual costs, rather than the bid costs, are included in rates.

10 Thus, the assumption is that customers bear the risk that a utility self-build project

11 will exceed the estimate that was used to develop the winning bid.

12 Q. Are the assumptions that you described valid?

13 A. Not necessarily. It is important to note that the actual costs that are incurred by a

14 utility to acquire autility-owned resource are included in rates only if the investment

15 was determined to be prudently incurred. Thus, if construction of the utility-owned

16 resource results in a cost over-run, the utility will be required to justify and defend

17 that cost over-run before the full costs of the resource are included in rates. It is

18 incorrect to assume that customers will always bear cost over-runs.

19 Q. Are there any other ways to mitigate the customer risk associated with a cost

20 over-run?

21 A. Yes, through contracting with the Engineering, Procurement, and Construction

22 ("EPC") contractors that will be retained to construct the utility-owned resource. It is

23 not uncommon for EPC contracts to include fixed-price terms that limit the utility and

24 customer risk of construction cost variances. Thus, the contracting process that is

25 used to construct the utility-owned resource often provides protections for both the

26 utility and

DIRECT TESTIMONY OF M. MARK STOKES
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