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1 Q. Please state your name, address, and affiliation.

2 A. My name is Don Reading. I am Vice President and Consulting Economist for

3 Ben Johnson Associates, 6070 Hil Road, Boise Idaho. My resume is attached as Exhbit 201.

5

Q. On whose behalf are you testifying?

A. The Industrial Customers of Idaho Power (ICIP) have asked me to examine

4

6 Idaho Power's (Company, IPCo) fiing for a certificate of public convenience and necessity

7 (CPCN) for its proposed Langley Gulch power plant. I am filing separate testimony for the

8 Northwest & Intermountain Power Producers Coalition (NIPPC) that is focused on the

9 competitive bidding aspects of the Request for Proposals (RFP) process the Company used that

i a resulted in the selection of the Langley Gulch facility.

11 Q. What is the purpose of your testimony?

A. My testimony wil focus on the competitive bidding process that Idaho Power12

13 used in its most recent Request for Proposals (RFP) for a new supply-side resource. The end

14 result of that competitively bid RFP was that Idaho Power selected itself as the winnng bidder.

15 Idaho Power issued its RFP on April 1, 2008 for competitive proposals for up to 600 MW of

16 energy. In June 2008, the amount was reduced to approximately 300 MW.

17 Q. How is your testimony organized?

18 A. My testimony addresses several aspects of the company's filing. I address the

19 load projections used by the Company to evaluate the four short-listed bids. I examine the

2 a change, made in the middle of the RFP process, that the company made in its natual gas forecast

21 used in developing the net present value (NPV) estimates used to value the short-listed projects. I

22 analyze the scoring procedures used that resulted in Langley Gulch being selected as the winner

23 from the four short-listed projects. I examine the company's integrated resource plans (IRPs)
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1 and how they were used by the company in issuing its RFP. I discuss the $8.7 milion the

2 company has paid to reserve the Siemens equipment and how that may have affected the

3 selection of Langley Gulch. I wil also testify regarding the Company's refusal to allow a bid

4 and transfer (BAT) option other than their own. I discuss financial considerations because of

5 diffculties the Company may face in raising capital for the plant and point out that a tollng

6 agreement or power purchase agreement may solve that problem.

7 Q. Dr. Reading could you briefly review the four projects that were short

8 listed as the result of Idaho Power's RFP process that resulted in the selection of the self-

9 build Langley Gulch project.

10 A. Company witness Bokenkamp's Exhbit Nos. 2 and 3 present the Company's

11 NPV analysis for "each of the three short-listed projects". The Benchmark Resource is Project

12 D. (Bokenkamp, pg 12). The other two projects displayed in his Exhibits are B and E3.

13 ***************START CONFIDENTIAL ****************

14
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1 Q. What load forecast did the Company use in its RFP analysis?

2 A. According to a computer fie in Idaho Power's Discovery Room titled, "Idaho

3 Power Assumptions Scenarios Worksheet.xls" the load forecast used was completed in

4 September of 2008. The forecast to be used in the 2009 IRP will be an updated forecast to be

5 completed later this summer. However, the Company has asked the Commission that its 2009

6 IRP be delayed from June 2009 until December 2009 (IPC-E-09-03). This delay in the filing of

7 the IRP was in par due to:

8 "Substantial changes in economic conditons have occurred since September of 2008

9 when the load forecast currently being used for the 2009 IRP was completed Slowed locan and

1 a national economic growth may impact the future growth of Idaho Power's customers' electric

11 loads and the Company believes it would be prudent to update the sales and load forecast prior

12 to completing the 2009 IRP. Idaho Power expects to complete the new sales and loadforecast in

13 August 2009. "

14 IPC-E-09-13, Application at pp. 2 - 3.

15 And:
16 "Unquestionably, the current recession has temporarily slowed economic growth and

1 7 correspondingly affected Idaho Power's customers and their electric loads. Because Idaho

18 Power wil have completed a new loadforecast in August 2009, the Company has concluded that

19 the data from the August 2009 forecast should be considered in the development of the 2009

20 IRP"

21 Id. at p 6.
22 Idaho has not been immune from the curent economic downtur. According to the

23 U.S. Bureau of Labor Statistics, after being among the national leaders in job growth over the
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1 past decade, the state's non-far jobs declined in 2008 for the first time since 1986. The decline

2 was one percent, and the loss has accelerated in the curent year. Job losses in Idaho were over

3 33,000 between March 2008 and March 2009. Idaho's unemployment rate hit 7.1 percent in

4 March, up three percentage points from a year earlier to its highest level in 21 years.

5 Q. What impact does the economic slowdown and Idaho Power's revising its

6 sales and load forecast have on the Langley Gulch proposal?

7 A. The need for the resource called for in the RFP and the evaluation of the

8 proposals are not based on the Company's current needs. That the Company has asked the

9 Commission for a ruling on the CPCN by September 1 st, coupled with the new lower forecast,

10 means the resource may not be needed in the time frame curently proposed by the Company.

11 This is not to say the resources are not needed, just that they may not be needed as soon as the

12 Company thought when it started the RFP process. The economy is stil in a state of flux. For

13 example, just last week it was anounced by Hoku that they may not have financing to finish the

14 construction of their Pocatello facility. This would mean a delay or reduction of 80 MW in new

15 load that Idaho Power currently expects to have to meet.

16 Q. What natural gas forecast was used in the RFP evaluation process?

17 A. When the RFP was issued in April 2008 it stated the gas assumption to be used

18 in the evaluation process would be the NWPCC forecast normalized with a 2.5% escalation rate

19 (the NWPCC forecast is done in real terms). However, on October 17,2008, the due date for the

2 a proposals to be submitted, the Company revised its natural gas forecast. The revised forecast

21 was significantly higher. The revised forecast and the original forecast are shown on my Exhibit

22 203. It is significant that the April 2008 forecast was relatively low despite the fact that actul
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1 prices in April 2008 were comparatively high. When the Company revised its forecast in

2 October 2008 prices had fallen, but the forecast went up.

3 Q. Why is this signifcant?

4 A. This means the evaluation of the various proposals was undertaken with a

5 higher fuel forecast than the bidders were led to believe would be used. A higher gas forecast

6 may have led some bidders to propose alternative generation configurations. With a lower gas

7 forecast, the resource bid may have been less efficient than one with lower capital costs but

8 higher ruing costs. A costing factor as important as the natural gas forecast should not be

9 changed in the middle of the process. This fact may have led to some potentially lower cost

1 a facilities to be eliminated from bidding.

11 Q, Did you examine the scoring of the price and non-price items?

12 A. Yes. I have questions about both. The evaluation process assigned 60 points

13 for price based on a five year, an eight year and a twenty year NPV analysis. It assigned 20

14 points for each period. The RFP does list the non-price factors that were considered for the

15 scoring of each short-listed proposal. The seven categories of non-price variables that were

16 scored were: (1) project development; (2) project characteristics; (3) product characteristics; (4)

17 project location; (5) environmental; (6) credit factors; and (7) financial strength. These non-price

18 factors account for forty percent of the total with price varables accounting for the remaining

19 sixty percent. In the RFP there were additional explanations of what would make up the scoring

2 a for each factor along with their respective weightings.

21 Q. What questions do you have on the price scoring?

22 *******START CONFIDENTIAL*******

23
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1 Q. Dr. Reading, the Company in Mr. Gale's testimony, states its preferred

2 method for the Commission issuing the CPCN is under the provisions of the newly passed

3 Senate Bil 1123. Does SB 1123 address the need for a Commission approved generating

4 unit meeting the utilty's resource plan?

5 A. Yes. Mr. Gale states at page 4 in his supplemental testimony that:

6 "The construction of the Langley GulchPower Plant is consistent with Idaho Power's

7 resource plans and is an appropriate resource to supplement the Idaho Power system. The

8 December 2012 on-line date is consistent with Idaho Power's resource plans and the anticipated

9 load requirements of Idaho Power's retail customers. "

10 Q. Do you agree with Mr. Gale's assessment of Langley Gulch meeting the

11 Company Integrated Resource Plan (lRP)?

12 A. Only in par. Idaho Power's resource plan has been evolving since it fied its

13 IRP with the Commission in 2006. According to Mr. Bokenkamp's testimony:

14 "The preferred portfolio in the 2006 IRP refined this resource need to a 225 MW

15 power purchase faciltated from what we called a McNary to Boise transmission upgrade in

16 2012, a 250 MW pulverized coal baseload resource in 2013 and a 250 MW regional IGCC (or

17 "clean coal'') project in 2017. Since the 2006 IRP was published, escalating concerns

18 regarding climate change, C02 emissions and the publics perception of coal-fired resources has

19 made coal-fired resource development an unrealistic alternative. These concerns coupled with

2 a the possibilty of new large loads locating in our service territory and the anticipated shif of

21 flow augmentation releases of water from the federal dams on the Snake River above Brownlee

22 Dam from July and August to May and June, have prompted the Company to (1) revise the 250

23 MW coal-fred resource to a natural gas-fred baseload resource, (2) increase the size of the
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1 base load resource to approximately 300 MW and (3) accelerate the on-line date of the base

2 load resource to 2012. "

3 The Company fied an update of its 2006 IRP 2008. The Updated Preferred Portfolio

4 calls for the 250 MW Boardman to Hemingway (B2H) transmission line and 250 MW Southwest

5 Idaho CCCT both in 2012. When the Company issued its RFP for a baseload generation

6 resource in April 2008 it requested bids on a resource from 250 to 600 MW. The unit size

7 request was lowered to 300 MW two months after the issuance of the original RFP. Idaho Power

8 is curently in the process of developing its 2009 IRP that is to be fied by the end of the year.

9 The Company has asked the Commission for a six month delay in filing its 2009 IRP because:

1 a "Since the completion of the 2008 update, several major events have occurred that

11 make it desirable to delay the filing date of the 2009 IRP until the end of 2009 to allow the

12 Company to include the following in the 2009 IRP: (a) Recent permitting delays have pushed the

13 completion of the Boardman to Hemingway 500 kV transmission project beyond 2012, as stated

14 in Idaho Power's 2008 Update. With this delay, the Company plans to treat the Boardman to

15 Hemingway project as an uncommitted resource in the 2009 IRP. As an uncommitted resource,

16 the 2009 wil address whether the Boardman to Hemingway project continues to merit inclusion

1 7 in the Company's near-term action plan;" (IPC-E-09-l3, Petition at p. 2)

18 In addition, there have been substantial changes in economic conditions since

19 September 2008 when the load forecast currently being used for the 2009 IRP was conducted.

2 a Therefore, the Langley Gulch facilty may be the 250 MW Southwest Idaho CCCT called for in

21 the 2008 Updated Plan, however, as the 2009 IRP delay Petition states, there have been two

22 major changes that have occurred that can significantly alter the Company's resource needs. As
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1 pointed out above, economic conditions in Idaho Power's service terrtory are curently as least

2 as bad as they have been in the past two decades.

3 The 2008 Updated IRP was issued in June of last year. The 2009 IRP, with an

4 updated load forecast and new estimates of fossil fuel prices, will be issued by the end of 2009.

5 These changes can have a significant impact on the size and tye of resource needed by the

6 Company. The environment in Idaho Power's service territory has changed significantly over

7 the last eighteen months. It is unkown what impact that wil have on the 2009 IRP. In addition,

8 Idaho Power's shareholders have asked the Company to develop a resource strategy that will

9 lead to a reduction in greenhouse gas emissions. The Company is asking the Commission to

10 issue aCPCN for Langley Gulch by September 1 of this year, despite the fact that there wil be a

11 new forecast the following month and a new IRP four months later. With the downtur in the

12 economy, both firm loads and the expected influx of industrial demand wil surely be muted, by

13 how much we don't know - but it makes sense to wait and see what differences these updates

14 could make. As pointed out above, the Hoku load may well be delayed or even fail to occur.

15 Q. Doesn't the Company say that the Commission delaying the CPCN would

16 increase the cost of the project?

17 A. It would for Idaho Power. Idaho Power has paid Siemens $8.7 millon to

18 reserve the gas turbine and steam turbine for the Langley Gulch self-build option. The reason

19 they paid this reserve, according to Company witness Porter at pp 8 - 9:

2 a "Due to global high demand and long manufacturing lead times for gas steam

21 turbines, in 2008 Idaho Power entered into reservation agreements with Siemens for combustion

22 and steam turbines to assure their delivering in time to permit completion of construction and

23 commercial operation of the plant in 2012. Idaho Power and Siemens have since executedfinal
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1 contracts relating to the purchase of the equipment. Idaho Power has paid Siemens a total of

2 $8,721,701 to reserve the equipment. This sum is creditable against the final purchase price of

3 the equipment. No further payments on the equipment are required before September 1, 2009. If

4 Idaho Power terminates the contracts, the payments made to date wil be largely non-refundable.

5 The contracts are, however, potentially assignable subject to certain conditions.

6 Therefore Idaho Power has a compellng reason to want the CPCN to be issued by

7 September 1, 2009. Due to its down-payment on the turbine, it has an incentive to select the

8 self-build option.

9 Q. But doesn't the Company say it could potentially assign the reservation of

1 a the Siemens combustion and steam turbines to another part?

11 ******* START CONFIDENTIAL *********

12
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1 Q. Has the Company made other expenditures for the Langley Gulch project?

A. In addition to the $8.7 milion reservation fee to Siemens, Idaho Power has paid2

3 non-refudable costs in the amount of $3.1 milion for a variety of services and equipment such

4 as air-shed modeling, water purchase costs, land options, etc. (Invenergy Data Request No. 19).

5 It has also paid the EPC contractor $548,529. (Invenergy Data Request No. 15). These EPC

6 services included developing specifications, competitive bidding long-lead time equipment, and

7 staing contract negotiations with potential vendors. Equipment included items such as the heat

8 recovery steam generator, condenser, cooling tower, and step-up transformers. Therefore, the

9 Company has already committed over $12 milion toward the construction of the Langley Gulch

1 a plant, much of which is non-refudable, before it has received a CPCN from this Commission.

11 Q. Are you saying due to the previous financial commitments the Company

12 has made for Langley Gulch, they should be allowed to continue building the plant?

13 A. No. Economists are fond of saying "sun costs are sunk". This simply means

14 'don't spend good money after bad'. The important decision is what is best for the Company and

15 ratepayers going forward from this point in time. Delaying the on-line date for the plant or

16 reopening the bidding for a resource that would fit within the updated IRP and economic

1 7 forecast, along with the greenhouse plan could, in the long ru, reduce costs for both

18 shareholders and ratepayers. The unprecedented changes that have occured in the past year all

19 call for reassessment before one can be sure this is a needed and least cost resource.

20 Q. Are you recommending, should the Commission reject the Company's

21 request for a CPCN, or that if the Company fails to obtain financing, that Idaho Power

22 would lose its investment to date and thereby penalize the shareholders?
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1 A. Not necessarily. As pointed out above, the most rational course of action is to

2 look forward and not be guided by what costs have been sun to this point in time. The

3 Commission has the power to allocate these sunk costs in a variety of ways among shareholders

4 and ratepayers. It would not be unreasonable for the Commission to allow these costs to be

5 shared between the shareholders and ratepayers in some fashion. From a ratepayer perspective,

6 it would be better to shoulder these costs rather than have a resource built that would cost more

7 in the long ru.

8 Q It appears the Company has a running head start relative to the other

9 bidders; that is, unless the other bidders have made similar commitments. Do you feel this

1 a has given the Company an advantage other bidders do not have?

11 A. I, of course, don't know what financial commitments other bidders may have

12 made prior to bidding. It is certinly not a prudent business practice for a potential bidder to

13 purchase the equipment prior to knowing whether or not it would be successfuL. If they did, a

14 prudent business person would build an off ramp from the obligation, like a right to assign or

15 refud. However, as pointed out by Idaho Power, there is a world wide high demand and long

16 manufacturing lead times for combined cycle generating equipment. The Company now has

17 already delayed the on-line date until December 2012. (However, apparently the Company is

18 now attempting to move the project's on-line date back up into the sumer of 2012. See the

19 Affidavit of Vernon Porter, attachment NO.3 in Response to Intervenor's Joint Motion to Stay.)

2 a This decision to delay the project was "not made until early 2009 (after project selection was

21 made), well after the RFP had been issued and the period for bid submission had closed." (Idaho

22 Power Response to Staff Data Request No. 26). The other bidders were required to meet the

23 June deadline. With the extended six months, other bidders may have been able to option less
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1 costly equipment commitments from manufacturers. Given how close the bids were for both

2 price and non-price variables, pre-purchase of equipment and an extended deadline may have

3 changed the results of the prices in the bidding process.

4 Q. Idaho Power did not allow build-and-transfer (BAT) proposals to be

5 considered in the RFP selection process. Why did the Company reject this type of project?

6 A. The Company states the reason it did not allow BAT bidders is:

7 "When the Company made the decision to pursue a combined cycle project, Company

8 employees visited a number of combined cycle projects. During these site visits, Company

9 employees observed signifcant difrences between similar sized projects. Simply put, some

1 a designs were much better than others. If build-and-transfer option was permitted, and projects

11 with signifcant design diferences were proposed, the evaluation process could become

12 extremely complicated and somewhat subjective. The Company concluded that the best way to

13 eliminate signifcant design diferences between the proposals and assure an effective evaluation

14 process was to prepare and issue a detailed specifcation with the RFP to ensure uniform design

15 criteria between projects. Given the decision to accelerate the on-line date to 2012, information

16 obtained regarding critical equipment manufacturing lead times, and the aforementioned

17 diferences in project design, in the Company's opinion, it did not have enough time to meet the

18 2012 on-line date. (Bokenkamp, Di. pp 7 - 8.)

19 When asked by Staf in discovery how long it would take to develop the detaled

2 a design specifications that would be necessary for a build-and-transfer bid, the Company stated it

21 would be four to six months. (Idaho Power Response to Staff Data Request No. 24.) Given the

22 six month delay in the on-line date, preparng detailed specifications could have been undertaken

23 without impacting the Company's currently specified on-line date.
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1 Q. The Company is saying a major reason that BAT projects were not allowed

2 in the bidding process is that the differences in design would make the evaluation process

3 "extremely complicated and somewhat subjective". Do you see this as a compellng reason

4 to disallow a BAT project from bidding?

5 A. Allowing projects to be bid as different as a self-build unt, PPAs, and TAs is

6 also an evaluation process that is complicated and subjective. These vared projects can have,

7 for example, very different financial implications for the Company (discussed below) that

8 require subjective judgments in the bidding process. The projects are in different locations that

9 can impact their probability of being permitted. They can have significant non-price differences.

10 Not allowing BAT projects to bid narows the field of potential projects and may have

11 eliminated a least cost project.

12 Q. How different is a build-and-transfer project from the Company building a

13 resource 'independently' and turning the project over to itself?

14 A. The Company claims it did not submit a build-and-transfer proposal:

15 "Idaho Power did not submit a build-and-transfer proposal..Idaho Power had no

16 guarantee that any proposals would be submitted in response to the RFP, or that they would be

1 7 competitively priced. With this in mind, and Idaho Power's need for the additional resources,

18 the Company prepared and submitted the Benchmark Resource as an independent bid in the RFP

19 process. (Idaho Power Response to ICIP Data Request No. 10.)

2 a It is prudent behavior for a utility to develop a Benchmark Resource when acquiring

21 resources through a bidding process in order to create a baseline to judge the other projects that

22 may be bid. However, it is conceptually the same as a build-and-transfer project, just that it is

23 the Company building the unit and turing it over to itself. The fact that BATs were not allowed
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1 skewed the number of potential bidders and may have led to a potential least cost resource not

2 being selected.

3 Q. Why does the Company say the Benchmark Resource is not a build-and-

4 transfer project?

5 A. The Company's position is that there are conceptual differences between a BAT

6 and self-build project:

7 "Under a build-and-transfer approach, Idaho Power would (1) most likely not have a

8 direct contractual relationship with the project engineers, construction contractors, or the

9 equipment suppliers, (2) would have taken ownership of the plant only upon completion, and (3)

1 a would not have been in a position to have direct control of the initial project design, as the initial

11 design would have been determined by the bidder -- Idaho Power may be able to request design

12 changes at a later date, likely at additional cost. (Idaho Power Response to ICIP Data Request

13 No.9.)

14 These points are also discussed in the Company's response to Staffs Data Requests

15 Nos. 19 and 20. Idaho Power goes on to say that "a utility should not be required to operate a

16 plant unless the utility paricipates integrally in the design and constrction of the plant." (Idaho

17 Power Response to Staff Data Request No. 20.) I do not believe there is really a significant

18 conceptual difference. The Benchmark team assembled the Company's bid that had to meet the

19 same requirements as the other bidders independently from the evaluation team. What the

2 a Company seems to be saying is either that they do not trust any other part to build a project or

21 that they don't feel they can properly manage a build-and-take project. This is a curious position

22 considering the Company has never built or operated a combined cycle unit and potential bidders

23 may have extensive experience in both building and operating CCCTs.
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1 Q. What are your conclusions about the Company not allowing BATs to be

2 bid?

3 A. I do not believe the Company's reason for not allowing BATs to be bid are

4 valid. Their reasons were that they did not have time to develop detail specifications because of

5 the need for the project, yet the on-line date has been delayed by six months. The Company

6 expressed concern about the complexity and subjectivity of the evaluation process if BATs were

7 allowed to bid, yet a variety of different types of projects were allowed to be bid that also require

8 significant subjectivity in assigning scores. The Company's reasoning all but eliminates the

9 possibility of operating any facility they do not build themselves. However, on the other hand,

10 they do say, "The Company will give careful consideration to using build-and-transfer proposals

11 in the future." (Idaho Power Response to Staff Data Request No. 23.) Ths is reason enough for

12 the Commission to deny the CPCN and instruct the Company to re-bid its resource need after the

13 2009 IRP along with the greenhouse emissions report have been completed.

14 Q. The Company has filed testimony discussing potential problems it

15 may have in financing the Langley Gulch plant due to the current credit crisis in the capital

16 markets, the drought in six of the last seven years, and higher historical capital

17 requirements. How does the Company propose to deal with these financing issues facing

18 Langley Gulch?

19 A. The Company proposes two non-traditional ratemaking approaches the

2 a Commission can use. The first non-traditional ratemaking approach is the use of construction

21 work in progress (CWIP) which is now legal in Idaho and was awarded by this Commission in

22 the recent case for Hells Canyon relicensing:
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1 "As Ms. Smith notes in her testimony in this proceeding, current financing conditions

2 are extremely difcult. Issuing large amounts of equity a tthis time is simply not prudent. The

3 authorization of CWIP for this project would provide a strong signal of regulatory support for

4 capital projects to the financial community and provide increased cash jlow throughout the

5 construction of the projects, thus decreasing the needfor equity issuances. (Gale, Di. p.12)

6 The second non-traditional ratemaking approach is to use the recently passed Senate

7 Bil 1123, referenced above, that adds ratemaking certinty and thus may help convince lenders

8 to finance the project. Again quoting Mr. Gale:

9 "Q. Turning to the second regulatory alternative described earlier. How would the

1 a inclusion of specifc ratemaking determinations in the CPCN order be helpful in financing the

11 Project?

12 A. A Commission order that adds certainty to ratemaking treatment the Company

13 could expect to receive if it proceeds with the Langley Gulch Power Plant would, in the

14 Company's opinion, enhance its abilty to obtain financing. This type of ratemaking

15 commitment is currently being discussed in the Idaho Legislature in Senate Bil 1123. (Gale, Di.

16 p.8.)

17 Q. Mr. Gale referenced Ms. Smith's direct testimony in this proceeding. What

18 did she say about the Company's abilty to finance Langley Gulch?

19 A. Ms. Smith's direct testimony focuses on the current difficulties in the capital

2 a markets and the impact of increased borrowing and debt on the Company for the Langley Gulch

21 project. She echo's Mr. Gale's testimony and states:

22 "Q. What is the impact of inadequate cashjlows?
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1 A. Inadequate cash flows cause credit rating agencies to be concerned. The credit

2 rating community uses cash flow and other financial ratios with more subjective evaluations,

3 such as perceived regulatory support, to assess the financial health and prospects for a utilty. If

4 changes in such measures exceed a rating agency's thresholds, such changes can affect bond

5 ratings. Bond ratings, in turn, directly affect both the cost and the availabilty of debt, which are

6 both important components in determining the utility cost of capital. (Smith, Di. pp. 5 - 6.)

7 Given the melt down in the capital markets and the general state of the economy, the

8 Company's concerns about borrowing fuds for Langley Gulch are legitimate and financing

9 problems could stall the project.

10 Q. What does the Company say about its ultimate abilty to build the project

11 given today's economic crisis?

12 A. In Mr. Gale's last Q&A of his direct testimony he states:

13 "Q. Can Idaho Power assure this Commission that if the Commission authorizes

14 either of the alternatives requested, that the Company has the abilty tofinance the Project?

15 A. No it cannot. Providing the regulatory assurances would give Idaho Power a

16 better chance to obtain financing, but in today's environment, we simply do not know ifit can be

1 7 done. The Company wil be reviewing its financing alternatives for the Project throughout this

18 spring and, if necessary, may supplement or amend this request based on its findings ". (Gale, Di.

19 p. 12.)

20 Q. If the Company cannot fmance the Project, or if the Commission did not

21 issue the CPCN, do you know what plans the Company has to meet its loads?

22 A. In response to discovery on this issue the Company stated:
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1 "If financing for the Langley Gulch project cannot be obtained either with or without

2 the Company's proposed ratemaking treatments, the Company would have to assess how it

3 would proceed to add a new base load resource. In the interim, until such resource could be

4 added, the Company would attempt to meet its most critical summertime loads through a

5 combination of the following: (1) short-tem demand management programs, (2) market

6 purchases delivered to the east side of Idaho Power's system, (3) market purchases delivered at

7 Mona or Red Butte (both in Utah) and delivered to Idaho Power's system via Idaho Power's firm

8 transmission rights from Red Butte to Boarh/Brady, (4) reductions in deliveries to Hoku during

9 the summer of 2012, or (5) purchases delivered to Jim Bridger for loss repayment. Market

1 a purchases from othe Pacifc Northwest are also a possibilty when transmission is not

11 constrained; P PAs from generation resources are another possibilty. (Idaho Power Response to

12 ICIP Data Request No.2.)

13 Among the possible sources of power the Company could pursue are various forms of

14 purchase agreements.

15 ****** START CONFIDENTIAL*******

16
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1 Q. How did the RFP evaluation team consider different projects' effect on the

2 Company's abilty to finance the Langley Gulch project?

3 A. The selection process did not differentiate between the self-build project and

4 either PPAs or TAs. Project evaluations assumed the self-build project would be financed and

5 the consequences on the Company's financial position from different types of projects was not

6 par of the scoring and selection of the winning bid. As the Company stated:

7 "fTJhe RFP team did not assign a dollar amount to either case flow or imputed debt

8 that would impact the Company's financial ratings. The RFP team worked under the

9 assumption that Idaho Power was capable of financing the project and meeting the associated

1 a case flow requirements.. (Idaho Power Response to ICIP Data Request No.6.)

11 It is incongrous that the Company would stress the need for the Commission to issue

12 its CPCN under non-traditional ratemaking methods in order to finance the project and yet not to

13 have considered financial implications in the scoring and selection process. This is especially

14 true when the financing methods are so different between a self-build project and either a PPA or

15 a TA.

16 Q. Ms. Smith's testimony discusses the impact on the Company's financial

1 7 situation from imputed debt should the Company enter into either a PP A or a T A. Do you

18 agree with her statements?

19 A. Only parly. I believe Ms. Smith overstates the impact of imputed debt on the

2 a Company's financial situation and the impact on its credit ratings. In response to the question:

21 "In the event the Commission selected a diferent alternative to the Project, do credit

22 rating agencies view credit risk for purchase power agreements or tollng agreements diferently

23 than a plant built by a utilty?
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1 Her answer was:

2 "No. When a company decides to buy generation thru a long-term purchase

3 agreement or a tollng arrangement there is a risk transfer from the seller of the energy to the

4 buyer of the energy and its customers and shareholders in the form of imputed debt. Imputed

5 debt is a measure of financial risk shifed to a utility when it enters into a purchase power

6 agreement ("PPA ") or tollng agreement ("TA ").

7 The implication of her answer is that imputed debt and the Company's debt are

8 equivalent. To the extent they are both debt, her statements are true. However, when it comes to

9 imputed debt, all debt is not created equally in the eyes of rating agencies. Todd Shipman of

1 a Standard & Poors described how his rating agency considered the meaning of imputed debt:

11 "And then the final-the point I'd like to make on purchase power adjustments is that

12 they're often or sometimes referred to as being a debt equivalent or something like that. And we

13 certainly don't see it that way. All of the adjustments that we make to bring something onto the

14 balance sheet because we view it as being a debt-like obligation is recognized by our analysts

15 and by the rating committees as being-that adjustment is not the same thing as the actual debt

16 that companies have and that they need to payoff over time, hopefully. And so the real impact of

1 7 the adjustment on the credit ratings of utilities can very by utilty and by the jurisdiction that

18 they're in and it encompasses a whole-the credit analysis encompasses a whole lot more than

19 just throwing $500 milion onto their balance sheet as debt equivalent or something like that.

2 a The overall impact of a utilty's and the regulatory commission that regulates them-

21 their policies and their conduct of the competitive procurement process among other things-all

22 wil get factored into the rating. And the true impact is a whole lot more than just a simple

23 mathematical exercise in coming up with some sore of debt-like obligation that we put onto the
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1 balance sheet. (July 18,2007 NARUC FERC Competitive Procurement Dialogue Meeting, Panel

2 2: 'Supply Financing Procurement Perspectives. Transcribed from podcast at

3 hrcp://naa.ore;ferc/7 18 2007podcast/default.html, excerpt below from pages 20-21, Todd

4 Shipman, Director, Utilities and Infrastrcture Group, Standard and Poors.)

5 It is clear the rating agencies do not consider the debt from utilities' borrowings and

6 imputed debt equally.

7 Q. How do the credit rating agencies treat imputed debt and utilties

8 borrowings differently?

9 A. The EEl white paper, at page 12, by the Brattle Group attached to Ms. Smith's

1 a testimony states:

11 "Under current F ASB standards, these obligations are not reported on the company's

12 balance sheet although the accompanying notes do disclose these arrangements. However, these

13 contracts have debt-like characteristics because they commit the utilty to pay periodically a

14 fixed amount to an outside party. Because these obligations have features similar to debt, they

15 are treated as such to some degree by the credit rating agencies. S&P has developed and

16 publicized a standard procedure for calculating the amount of imputed debt resulting from

17 signing a long-term PPA contract andfor determining its impact on a utilty's creditworthiness.

18 Other credit rating agencies, such as Moody's or Fitch Ratings, have been less forthcoming in

19 how they evaluate the effect of a long-term P P A contract on a utilty's credit rating.

2 a Note the quote states that imputed debt has 'debt-like characteristics' -- not that it is

21 the same as debt. The Brattle Group White Paper goes on to discuss mitigating factors that

22 regulatory agencies can use to reduce or eliminate the financial risk to a utility from a rating

23 agency's calculation of imputed debt.
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1 Q. Please provide an example of the type of mitigation regulatory authorities

2 could undertake to lessen the financial risk of imputed debt.

3 A. One of the most important is the certinty that the utility wil be able to recover

4 payments to the PPA or TA through rates. The Brattle Group Report provides at page 25:

5 "The overall goals of mitigating the negative effects of imputed debt should be to

6 insure that investors, bondholders and equity holders are treated fairly, while at the same time

7 ensuring that the utility's customers are not overcharged. Although these goals are not

8 controversial, the implementation of mechanisms that achieve them requires balancing the needs

9 of investors and customers.

1 a On method by which regulators can reduce the amount of imputed debt that results

11 from a PPA is by adopting automatic cost recovery options that may infuence S&P (and

12 perhaps the other credit rating agencies) to reduce the riskfactor assigned to a utility.

13 I am sure the Brattle White Paper's reference to an automatic cost recovery option is

14 describing something like Idaho Power's Power Cost Adjustment (PCA) which automatically

15 allows the Company to recovery 95% of the cost of any power purchase or tolling agreement

16 through rates on an anual basis. This factor alone, wil reduce financial risk to Idaho Power and

17 wil help assure the rating agencies of cost recovery by the Company.

18 Q. You have described the potential financing problems described in Ms.

19 Smith's testimony and the statements of Mr. Gale that the Company can not guarantee

2 a financing its self-build project. How do you reconcile the fact that the Company's RFP

21 team did not consider the important issues of cash flow and imputed debt in scoring the

22 bids?
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1 A. I canot square the importce of the impact on the Company's finances with a

2 project of this magnitude and the fact that it had no impact on the scoring of the bids. The

3 Company's RFP scoring team simply proceeded "under the assumption that Idaho Power was

4 capable of financing the project and meeting the associated cash flow requirement" while the

5 testimony of Ms. Smith and Mr. Gale indicate that is simply not the fact. As discussed above,

6 the impact on the Company's financial structure is quite different for borrowing for a self-build

7 project and the debt implications from a power purchase or tollng agreement. As shown above,

8 the closeness of the scores indicate differing financial impacts on the Company may well have

9 changed the winning bid.

10 Q. Idaho Power shareholders, at their most recent annual meeting, passed a

11 resolution directing the Company to develop a plan for reducing greenhouse emissions --

12 how do you see that vote affecting the construction of Langley Gulch?

13 A. Idaho Power shareholders passed, over the objections of IDA CORP

14 management, an advisory resolution directing the Company to develop a future resource

15 portfolio that would reduce its greenhouse emissions. The Company's management has agreed

16 to be bound by the resolution and have a report prepared for the shareholders by September 30 of

17 this year. Idaho Power CEO, LaMont Keen is quoted in the IDACORP transcript of its anual

18 meeting as having said, "The Company takes this vote, an expression of shareowner interest

19 seriously and wil consider adopting carbon initiative disclosure and/or goals this year." Granting

2 a a CPCN now, before the Company has developed its greenhouse strategy, is premature and

21 possibly a costly mistake that may well conflict with the Company's anounced plans to reduce

22 greenhouse emissions. How the greenhouse emission plan wil fit with the Company's 2009 IRP

23 that is due to be fied with the Commission by the end of the year is also unown. Until the IRP
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1 is developed with the greenhouse strategy incorporated, any new signficant resource additions

2 should be delayed.

3 Q. Dr. Reading, what recommendations do you have for the Commission?

4 A. I recommend denial of the CPCN. Idaho Power should re-examine the need for

5 a new generating resource after the 2009 IRP is updated with a curent load forecast. Then it can

6 determine, if a new resources is needed and if so. what kind of a new resource is needed. If one

7 is needed a new RFP should be issued with competitive bidding guidelines from the Commission

8 on the procedure the RFP should follow. Those guidelines should include a truly independent

9 evaluator who should be involved in the process from start to finish. The new RFP should allow

1 a a build and transfer option and scoring should include the potential financial impact of each

11 option on the Company's financial structue and credit rating.

12 Q. Does this complete your direct testimony as of June 19, 2009?

13 A. Yes, it does.

14

15

16

17
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Dr. Reading provides expert testimony concerning economic and regulatory issues.
He has testified on more than 35 occasions before utility regulatory commissions in
Alaska, California, Colorado, the District of Columbia, Hawaii, Idaho, Nevada,
North Dakota, Texas, Utah, Wyoming, and Washington.

Dr. Reading has more than 30 years experience in the field of economics. He has
participated in the development of indices reflecting economic trends, GNP growth
rates, foreign exchange markets, the money supply, stock market levels, and
inflation. He has analyzed such pub lic policy issues as the minimum wage, fe deral
spending and taxation, and import/ export balances. Dr. Reading is one of four
economists providing yearly forecasts of statewide personalincome to the State of
Idaho fo r purposes 0 f establishing state per sonal incom e tax rates.

In the field of telecommunications, Dr. Reading has provided expert testimony on
the issues of maiginal cost, price elasticity, and measured service. Dr. Reading
prepared a state-specifc study of the price elasticity of demand for local telephone
service in Idaho and recently conducted research for, and directed the preparation
of, a report to the Idaho legislature regarding the status of telecommunications
competition in that state.



Don C. Reading

Dr. Readings areas of expertise in the field of electric power include demand
forecasting, long-range planning, price elasticity, marginal and average cost pricing,
production-simulation modeling, and econometric modeling. Among his recent
cases was an electric rate design analysis for the Industrial Customers of Idaho
Power. Dr. Reading is currently a consuItant to the Idaho Legislature's Committee
on Electric Restructuring.

Since 1999 Dr. Reading has been affiiated with the Climate Impact Gro up (CIG) at
the University of Washington. His work with the CIG has involved an analysis of
the impact of Global Warming on the hydo facilities on the Snake River. It also
includes an investigaton into water markets in the Northwest and Florida. In
addition he has analyzed the economics of snowmaking for ski area's impacted by
Global Warming.

Among Dr. Readings recent projects are a FERC hydropower relicensing study (for
the Skokomish Indian Tribe) and an analysis of Northern States Power's North
Dakota rate design proposals affecting large industrial customers (for J .R. Simplot
Company). Dr. Reading has also performed analysis for the Idaho Governor's
Offce 0 f the impact on the Northwest Power Grid of various plans to increase
salmon runs in the Columbia River Basin.

Dr. Reading has prepared econometric forecasts for the Southeast Idaho Council of
Governments and the Revenue Projection Committee of the Idaho State Legislallre.
He has also been a me mber of several Northwest Power Plann ing Council Statistical
Advisory Committees and was vice chairman of the Governor's Economic Research
Council in Idaho

While at Idaho State University, Dr. Reading performed demographic studies using a
cohort/ survival model and several economic impact studies using input/ output
analysis. He has also provided expert testimony in cases concerning loss of income
resulting from wrongful death, injury, or employment discrimination. He is
currently a adjunct professor of economics at Boise State University (Idaho
economic history, urban/regional economics and labor economic.)

Dr. Reading has recently completed a public interest wa ter righ ts transfer case. He is
currently a member of the Boise City Public Works Commission.
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Idaho Power Scoring Summary - IPUC-updated,
Group Non-Price Scores

I 0 I B I E3 I E2
5-yr Price Score 20.0 21.6 17.8 23.4
8-yr Price Score 20.0 19.2 15.7 21.5
20-yr Price Score 20.0 14.5 8.8 16.5
Total Price Score 60.0 55.3 42.3 61.4
Non-Price 29.7 30.3 28.8 28.6
Total Score 89.7 85.6 71.1 90.0

20090303-Score-IPUC; SUMMARY -updated.xlsx
Group_Evaluation KB edits.xls
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CERTIFICATE OF SERVICE

I HEREBY CERTIFY that on the 19th day of June, 2009, a tre and correct copy of the within and
foregohig TESTIMONY OF DON READING ON BEHALF OF THE INDUSTRIAL CUSTOMERS
OF IDAHO POWER was served in the maner shown to:

Ms. Jean Jewell (C)
Commission Secreta

Idaho Public Utilities Commission
472 W. Washington (83702)
PO Box 83720

Bpise, ID 83720-0074

.lL Hand Delivery
_U.S. Mail, postage pre-paid

Facsimile
Electronic Mail

Lisa Nordstrom (C)
Baron L. Kline
Idaho Power Company
PO Box 70
Boise, Idaho 83707-0070
Inordstrom(ßidahopower .com
bkline(ßidahopower .com

lL Hand Delivery
_U.S. Mail, postage pre-paid

Facsimile
Electronic Mail

Scott Woodbur (C)
Deputy Attorney General
Idaho Public Utilties Commssion
472 W. Washington
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Scott. woodbury(fl1puc.idaho. gov

L Hand Delivery
_U.S. Mail, postage pre-paid

Facsimile
Electronic Mail

Eric L. Olsen (C)
Racine, Olson, Nye, Budge & Bailey, Chtd.
201 E. Center
PO Box 1391

Pocatello,ID 83204-1391
elo(ßracinelaw.net

_ Hand Delivery

lU.S. Mail, postage pre-paid
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Electronic Mail

Anthony Yanel
29814 Lake Road
Bay Vilage, OH 44140
tony(ßyaneLnet
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lU.S. Mail, postage pre-paid
Facsimile
Electronic Mail

Ken Miler
Clean Energy Program Director
Snake River Allance
PO Box 1731

Boise, ID 83701
kmiller(Øsnakeri verallance. org

_ Hand Delivery

lU.S. Mail, postage pre-paid
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