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HB 15-1250

Performance Based Utility Regulation

Testimony of Leslie Glustrom
lglustrom (at] gmail.com 303-245-8637
Colorade House Committee on Transportation and Energy
March 25, 2015

Good afternoon Mr. Chairman and Members of the Committee:

Thank you for this opportunity to testify on HB15-1250, related to Performance Based
Regulation for Investor Owned Electric Utilities. | have entered my testimony as being
“neutral” on this bill because Coloradans are facing a very important task and the Legislature
has a very important role to play as we move forward. In order to do this task well, | believe
the bill should be strengthened in several key ways which | will discuss below.

I. Introduction

| know several Committee members, but for those that don’t know me, | am Leslie
Glustrom. I have spent the last decade intervening at the Public Utilities Commission (PUC) on
electric utility dockets as a citizen intervenor. | have been granted full intervenor status in the
following PUC dockets:

05A-072E PSCo Comanche-Daniels Park Transmission
07A-107E/07A-196E PSCo® 2013 Contingency Plan/Tri-State Gas Contracts
07A-421E PSCo Pawnee Smoky Hill Transmission

07A-521E PSCo Interruptible Service Option Credit

07A-447E PSCo 2007 Resource Plan

07A-469E PSCo Fort 5t. Vrain Turbines

085-520FE PSCo 2009 Rate Increase

0SAL-299E P5Co 2010 Rate Increase

09A-772E PSCo 2010 Renewable Energy Compliance Plan and Windsource
10A-124E PSCo Smart Grid CPCN

10A-377E PSCo Amendment to 2007 Resource Plan

10M-245E PSCo Clean Air Clean Jobs Plan

11A-135E PSCo Solar Rebate Program Restart

11A-325E PSCo Pawnee Emissions Control CPCN

11A-418E PSCo 2012 Renewable Energy Standard Compliance Plan
11A-869E PSCo 2011 Resource Plan

11A-917E PSCo Hayden Emissions Control CPCN

11A-1001E PSCo Smart Grid City Cost Recovery

11A-869E PSCo 2011 Resource Plan

' PSCo stands for Public Service Company of Colorado—the branch of Xcel Energy that operates in Colorado.
1






From 2005-2011, my intervention in PUC dockets was granted under Colorado laws
C.R.S. § 40-6-109 (1)* and 40-6.5-104(2).> However, when Chairman Epel took over as the
Chairman of the PUC he began an effort to block my intervention and my requests for
intervention have been largely denied since 2012. These intervention denials have occurred
even though the Legislature did not change the laws governing PUC intervention.

As a result of many years of full participation in PUC dockets, | strongly support the need
to review Colorado’s electric utility regulatory practices to prepare our state to remain an
economic leader in this century.

Ensuring adequate and affordable electricity supplies is obviously key to the economic
vitality of our state and country and this is a great opportunity to practice the bipartisan
partnerships that have made our state a great place to live and do business.

There are several regulatory practices currently used at the Public Utilities Commission
that are not leading to wise investment decisions for our state and which should be reviewed
carefully by the Legislature and the Colorado Energy Office, but before reviewing those, there
is an issue of over-riding concern that | implore all of you to take with the utmost
seriousness—that is the need to begin planning for possible coal supply constraints in the
coming decade.

The issue of ensuring adequate coal supplies is an issue that has largely snuck up on us
and | am begging you, as our elected officials, to begin to take a hard look at what is
happening with the dominant fuel that powers Colorado’s electric system.

? C,R.S. § 40-6-109 {1} states in pertinent part:
(1) At the time fixed for any hearing before the commission, any commissicner, or an administrative law judge, or, at the time to which

the same may have been continued, the applicant, petitioner, complainant, the person, firm, or corporation eemplained of
fi - h o i

3 C.R.S. § 40-6,5-104 (2) states:
{2} In exercising his discretion whether or not to appear in a proceeding, the consumer counsel shal consider the importance and the
extent of the public interest involved. in evaluating the public interest, the consumer counsel shali give due consideration to the short-

and long-term impact of the proceedings upon various classes of consumers, 56 as not to jeopardize the interest of one class inan action

by ancther. If the consumer counse! determines that there may be inconsistent interests among the various classes of the consumers he
represents in a particular matter, he may choose teo represent one of the interests or to represent no interest [







1. Urgent Need to Ensure Adequate and Affordable

Electricity Supplies in the 2020s and Beyond

Colorado is a state that has had a strong reliance on coal based generation of electricity
for many decades. Currently, over 50% of Xcel’s Colorado generation comes from coal® and
approximately 70% of Tri-State’s generation comes from coal.’

The US coal industry is in dire financial condition, and as a result, there are serious cost
and supply issues looming for any utility that is currently heavily dependent on coal.

If we want our state and country’s economies to have an adequate and affordable
supply of electricity in the 2020s and beyond, we need to begin taking a hard look at the
current financial state of the US coal industry and begin discussing the implications for grid
stability in Colorado--and in every state that relies on coal for their electricity.

Net Losses by Top 3 US Coal Companies
2012-2014

#1 Peabb&y #2 Arch Coal
("BTU"} (IIACIII)

Millions of Dollars

e A S s e i

#3 Alpha Natural
Resources ("ANR")

2012 2013 @ 2014

Source: 2014 10-K Reports of Coal Companies. Peabody p F-2, Arch p 61, Alpha p 58

A review of the Annual 10-K statements for the top 3 US coal companies, as shown
above, indicates that these companies have all lost well over $500 million a year for each of
the last 3 years. Each of these companies is an important supplier to Colorado’s coal plants.

4 See http://www.xcelenergy.com/Company/Operations/Power_Generation_Stations/Power Generation Fuel Mix - PSCo
® For Tri State’s coal reliance, see slide 25 in the PPT found at
http://www.tristategt.org/ResourcePlanning/documents/2015%20ER P%20First%20Public%20M eeting%20Combined%20Presentation%20Final. pdf
Note that Tri State’s purchases from “Basin” (Basin Electric Coop based in Nebraska) are largely generated with coal.
' i)







If coal can no longer be mined at a profit, then we must ask how much longer the coal
companies will continue to mine coal—and what are the implications for the economy of a
state like Colorado that gets a large share of its electricity from coal.

Note that this concern is driven by the geology of coal and the resulting financial
condition of the coal companies—not by concerns about carbon dioxide, climate change,
water use, toxic emissions, various regulations issued by the Environmental Protection Agency
(EPA) or the availability of “cheap” natural gas.

A key misconception underlying this current situation arises because the US Energy
Information Administration has been misreporting US coal reserves for many decades and has
misled the country into thinking that we had a “200 year” supply of coal. The EIA has begun to
acknowledge that what they have been calling coal “reserves” are not reserves, but few in the
country have noticed this change.®

A careful review of the geology of coal and the financial state of the top US coal
companies leads to the conclusion that we have largely depleted coal that can be mined at a
profit. If coal can’t be mined at a profit, it is uncliear who will continue to mine coal.

Currently the coal plants in Colorado {and in many states) are key to maintaining
balanced power flows in the transmission system that is the foundation of the electrical grid.

If coal supply constraints materialize in the coming years, it will not necessarily be
adequate to just replace coal capacity with natural gas or renewable capacity at a different
location because power flows may not be balanced properly. As a result, each state needs to
review their current grid configuration and begin to make plans to ensure grid stability in the
coming years and decades.

The most pressing need facing Colorado’s leaders is to begin to
examine the adequacy and affordability of future electric
supplies and potential threats to the stability of the electrical
grid in Colorado (and elsewhere) in light of the non-profitability
of the largest US coal companies and the potential for coal
supply constraints in the not-too-distant future.

Sstarting with the 2012 Annual Coal Report, the EiA began noting in a footnote to Table 15—in approximately 6 point fort—that what the EiA has

termed Estimatad Recoverable Reserves of coal did not “cantain any specific economic feasibility criteria.” The lack of ecanomic analysis was also

acknowledged in a 1997 EIA coal reserve update and in a 2009 Wall Street Journal article. Nonetheless, old ideas about the US having a “200 year”
supply of cheap coal have persisted despite the numerous signs that we are largely beyond economically profitable coal in the US.

Pl






il. Strengthening Amendments Needed for HB 15-1250 to Ensure Adeguate
Performance and Consumer Protection

While | appreciate the intentions of Chairman Tyler and the other bill sponsors, it is
important for the Legislature to not enter into this next era of electric utility regulation naively.

The PUC regulatory system for the monopoly enterprises known as Investor Owned
Utilities (or “10Us...."} is very complex. Whenever you enter a complex situation, it is wise to
take the time to understand at least some of that complexity before moving forward.

In general, the Legislature may be hoping to achieve various “performance” goals while
the utilities are seeing the $S$ represented by the words “cost recovery.” If care is not
exercised, the people of Colorado may be providing a lot of “cost recovery” for only minimal
“performance.”

Colorado’s investor-owned utilities, have been able to use their monopoly status to
accrue tremendous political, regulatory and financial power over the last century. Any
legislation that attempts to address this system must be very carefully crafted to ensure that
Colorado residents aren’t on the hook for large amounts of “cost recovery” without getting
excellent “performance” by the utilities in exchange.

Many of the current electric utility regulatory practices originated in the last century
when fossil fuel supplies were plentiful, all of their deleterious effects were not well
understood and renewable energy was not cost competitive. All of that has now changed and
it is time to review the components of Colorado’s current regulatory system that are all too
often leading to poorinvestment decisions for the people of Colorado.’

" Examples of poor investment decisions allowed by the Colorado Public Utilities Commission include:

¢  Allowing Xcel to spend over 51 billion on the Comanche 3 project without a thoughtful consideration of whether there will
be reasonably priced coal supplies available until the projected retirement date of 2069 for the plant. (See Colorado PUC
dockets 04A-214E, 065-234EG, 085-520E and 09AL-299E)

s Allowing Xcel to invest over 5400 million in old coal plants at a time when it is clear that coal supplies are likely to become
strained and renewable energy costs are dropping dramatically. (See Colorado PUC Docket 14AL-0660E)

e AHowing Xcel to cut off Black Hills leading to large rate increases for both Black Hilis and Xcel and the creation of excess
natural gas turbine capacity in the state. (See Colorado PUC dockets 11AL-382E and 11AL-947E)

e  Approving 570 million for a new gas peaking turbine that Black Hills acknowledges will likely be operating less than 1% of
the time in the first five years and then later failing to approve the acquisition of a 60 MW wind project that was projected
to save ratepayers $113 million over the life of the project. (See Colorado PUC docket 13A-0445E).
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Before beginning, | want to acknowledge the fine progress that Xcel Energy in particular
has made in integrating wind and solar resources onto their system. This has been a non-trivial
undertaking and the entire Xcel team deserves recognition for learning how to operate their
system as we increasingly rely on Colorado’s abundant wind and solar resources.

I would also like to acknowledge what Xcel has done in the conversion of the North
Denver coal plant known as “Cherokee.” Over the last several years, Xcel has undertaken the
very challenging process of retiring the first three units of the Cherokee coal plant and
replacing them with a modern combined cycle facility. This has been done under very site
restrained conditions and of course they have had to “keep the lights”—and everything else—
on in Denver and throughout their system during this process. | want to particularly
acknowledge Xcel Energy’s engineering and operations staff that is now close to completing
this very delicate operation—with no adverse effects in Denver or elsewhere!! Kudos to those
Xcel employees on a job very well done!

Now, examples of current procedures that need to be reviewed to ensure prudent
financial decision making for Colorado businesses and residents served by our Investor Owned
Utilities. These procedures incliude:

1) Fossil Fuel Cost Pass Through

Currently the Investor Owned Utilities (i.e. Xcel and Black Hills) bear little or no
risk for future fossil fuel costs since these are all passed through to their customers
under the Electric Commodity Adjustment (“ECA”) mechanism.®

Recently, the Colorado PUC approved Xcel’s 2013 ECA expenses which totaled
over $980 million with essentially no oversight.® Utilities” profits typically increase when
they invest in fossil fuel generation assets and yet they bear no risk around rising fossil
fuel costs. As a result, the incentive for I0Us to make prudent long-term choices for the
good of their ratepayers is severely diminished by the current practice of passing 100%
of fossil fuel costs through to their ratepayers.

% The design of the Electric Commodity Adjustment is different for Xcel and Black Hills, but the outcome is essentially the same.
Ratepayers have 100% of the risk for rising fossil fuel costs while the utility has little or no risk. In Xcel's case, the ECA includes both
the pass through of fossil fuel (i.e. coal and natural gas) costs as well as several other accounting adjustments. See for example,
Colorado PUC docket 14A-0818E. '
¥ See Colorado PUC Docket 14A-0818E—Xcel's 2013 ECA Prudence Review. The OCC intervened and then withdrew. Ms. Glustrom’s
intervention was denied and no other party intervened, so there was essentially no public review of clase to 51 billion of Xcel's 2013
ECA expenditures.
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2} Discounting of Future Fuel Costs

Both Xcel and Black Hills “discount” future fuel and operating costs at the utility’s
“Weighted Average Cost of Capital” (“WACC”)'° which is typically between 7 and 8%.

Money that earns 7% will double in about a decade.* Conversely, future costs
that are “discounted” at a rate of 7% will be halved for every decade they are
discounted.

Apparent Size of
Future Cost at the
Time of Discounting | Rate Discounted Rate

1 decade 7% 1/2
2 Decades 7% 1/4
3 Decades 7% 1/8
4 Decades 7% 1/16

Through the use of discounting, Xcel and Black Hills are modeling future fuel and
operating costs at a rate that is much lower than they are likely to actually be, distorting
their models in favor of investments in fossil fuel generation.

Investing in fossil fuel generation tends to drive up utility profits while leaving the
risk for future fuel and operating costs to ratepayers. Discounting future fuel and
operating costs tilts the utilities” models towards investments that increase profits for
the utility, while leaving all the fuel and operating risk for ratepayers.

Importantly, it doesn’t make sense to discount fuel and operating costs at the
utility’s cost of capital since these costs are borne by ratepayers {(not the utility) and
most ratepayers are not setting aside money to pay their {or their children and
grandchildren’s...) utility bills. Moreover, most people do not make over 7% on their
investments. That is a privilege that only utilities and a few others experience.

19 For confirmation that Xcel discounts future fuel and operating costs at their WACC see Discovery Response LWG 5-5 in Colorado
PUC docket 11A-869E. For confirmation that Black Hills discounts future fuel and operating costs at their WACC, see Discovery
Response SCSC 3-22 in Colorado PUC dacket 13A-0445E, These discovery responses are available from Ms. Glustroem,

i1 See for example http://www.investopedia.com/terms/r/rule-of-70.asp (Divide 70 by the interest rate to get doubling time. 70
divided by 7 is 10, so at an interest rate of 7%, money will double in about a decade.)
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A graph of how discounting at a typical utility discount rate (7.609%) makes future
fuel and operating costs look very diminished is below.?

. PV of future dollar discounted at 7.609%

present value

3) Failure to Recognize the External Costs of Energy Sources

While it is difficult to fully account for the external costs of our energy use, the
Colorado PUC is currently making most of its decisions assuming the external costs of
fossil fuel investments are $S0. While we could argue over what the external costs of
everything from train noise, to mercury emissions, to forest mortality, to increased
asthma rates, to water consumption, to climate change are--it is abundantly clear that
S0 is not the right answer.

4) Approving Rate Increases Essentially Every Time They Are Requested

In recent years, Xcel and Black Hills have applied for numerous rate increases*?
and while the PUC typically reduces these requests, some amount of rate increase has
always been granted. Indeed, the pattern is often to grant about 60% of what is asked
for. Knowing this, the utility can ask for an inflated amount and then have room to
“deal” and still get a healthy rate increase. This is a system that works well for the utility
and the attorneys that get paid to participate, but it isn’t a great system for ratepayers,
our state or the planet.

*2 Graph courtesy of Dr. Zane Selvans, Director of Research and Policy for Clean Energy Action.
™ For Xcel's rate increase requests, see Colorado PUC dockets 065-234EG, 085-520E, 09AL-299E, 11AL-947E and 14AL-0660E. For
Black Hills rate increase request, see Colorado PUC docket 11AL-382E.
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As a result of PUC decisions issued over the last decade which have largely been
driven by investments in fossil fuel generation, Colorado’s electricity rates are now
beginning to look more like those of California and the Northeast as shown in the map
below from the National Renewable Energy Lab. |

In particular, it is important to compare Colorado’s rates to Minnesota’s since the
urban areas of Minnesota are also served by Xcel. It can be seen that Minnesota’s rates
have generally been staying lower than Colorado’s.

Those observing the Colorado and Minnesota PUC processes have noticed distinct
differences in the way Xcel’s rate increases are handled in the two states and although
Minnesota has a bigger electrical system, more employees and more capital investment,
over the last decade, Colorado has consistently contributed more to Xcel’s Earnings per
Share as reported in their financial reports.*

1% For example, in 2014, PSCo (Xcel in Colorado) contributed 90 cents of Xcel’s Earnings per Share, while NSP-Minn (Xcel in
Minnesota) only contributed 80 cents to Xcel’s Earnings Per Share, despite Xcel in Minnesota having a bigger system, more
employees and more capital investment than PSCo. (See page 4, Xcel Energy’s 2014 Q4 report, available from Xcel Energy.com under
Investor Information. ) This pattern of Colorado contributing more to Xcel’s Earnings per Share has been consistent since about 2007
and can be tracked in Xcel's quarterly financial reports.
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5) Setting Rates Using 20" Century Concepts:

Utility rate making has become a very complex subject, but underlying the
complexity are assumptions that were developed in the last century. It is time to
recognize the monumental energy transition that is underway and begm to design rates
with 21* century realities in mind.

As just one example of the new realities of the 21% century, below is a recent
Deutsche Bank analysis™ of the relative costs of US grid electricity and solar over the
2014-2021 time frame. The black line shows the projected declining cost* of solar. The
colored lines show projected costs of grid electricity. It is clear that assumptions from
the last century about the “high” cost of renewable energy are no longer adequate to
reflect the new technological and cost realities. As a result, new rate structures and
assumptions will be needed as we move forward.

" Cost of US Electricity |

Cost of Solar
= —

. 2021

6) Ensuring Adequate Transmission

One key to ensuring adequate and affordable electricity for Colorado residents in
the 21*° century will be to ensure that we have adequate transmission to bring wind,
solar and other clean energy resources to the load centers. While Colorado made good
progress on this front over the last decade (and it has helped Xcel bring on wind

15 Graph from page 82 of “Crossing the Chasm” by the Deutsche Bank. Available from https://www.db.com/cr/en/concrate-
deutsche-bank-report-solar-grid-parity-in-a-low-cil-price-era.htm7kid=responsibility.inter-ghpen.headline
% | COE stands for Levelized Cost of Energy as calculated over the life of the solar investment.
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resources that have saved their ratepayers many tens of millions of dollars), progress
has slowed down and the Legislature should once again ensure that we are taking the
steps needed to prepare for the coming energy transition.

7) Allowing Citizens Full Intervention Rights at the PUC

Throughout the last decade, the PUC recognized that Colorado law provided for
citizens to have full intervention rights at the PUC and that they had the right to “be
heard in person or by attorney.” (C.R.S. §40-6-109 (1))

In recent years, the Colorado PUC has begun denying citizens {and in some cases
other parties) the right to intervene—even though the Legislature has not changed the
applicable statutes. Citizens bring a unique and critical perspective to the Commission
since they can volunteer their time and analytical talents while others are paying
attorneys (often $300 an hour or more) and experts who need to limit the time they
spend on a case in order to keep the cost of intervening at the PUC manageable for their
clients.

Citizens that volunteer their time (as | have) are not operating under these cost
constraints and can often figure out things that highly paid attorneys and experts don’t
have the time to.

IV. Conclusion

The list above details some of the practices that need to be addressed if Colorado
residents are to have adequate and affordable supplies of electricity to keep our homes
and businesses powered in the 21% century.

Unfortunately, the Colorado PUC has not shown a strong willingness to
understand and adjust to the facts of this century.

| believe that the Colorado Energy Office, in conjunction with Colorado’s citizens
and business and elected leaders, can do a more thoughtful and thorough job of
preparing us for the new realities of this century. Consequently, | hope the bill will be
amended to direct that this study be conducted by the Colorado Energy Office and not
the Public Utilities Commission.

In addition, the bill should be amended to specifically direct the Colorado Energy
Office and identified stakeholders to review the practices listed above and provide
policy recommendations that will help prepare Colorado for a vibrant economy in this
21% century.
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State of Colorado - Public Utillties Commission - Consumer Contact Tracking System (CCTS)

Comment Information For

Contact For: 112037

Participant: Mr. Kevin J. Grantham How Received: WER
200 E. Colfax Ave.
Denver, CO 80203
Personatl:

kevin.grantham.senate@state.co.us
Comment

Related To:

Comment To Whom It May Concern,
Details:
As an elected official with constituents that live in the Biack Hills Energy (BHE) electric
service area, | am very disappointed in the Colorado Public Utilities Commission
(PUC) recent initial decision denying BHESs request to procure 60 MW of renewable
energy.

In 2014, a Settlement Agreement was reached between Black Hills Energy (BHE) and
the Colorado Public Utilities Commission (PUC) regarding BHE issuing a Request for
Proposals (RFP) to procure an additional 60MW of renewable generation. BHE
s invested significant time and effort and released an RFP in May 2014. They received
S a total of 49 bids at the end of July 2014 to meet the terms of the Settlement
ol Agreement.
&
Following procedure, including independent auditing and evaluation of those bids,
BHE released its 120 Day Report with three eligible projects and a 60 MW wind
project meeting the lowest cost of compliance out of the three. After reviewing the
projects and evaluating project merits, BHE, the Office of Consumer Counsel (OCC),
and Western Resource Advocates (WRA) all agreed that acquiring the 60 MW wind
project would be the most advantageous for the company and its customers. The PUC
5 and its staff disagreed and recommended BHE acquire standalone renewable energy
credits (RECs).

I am disappainted with this decision made by the PUC to deny BHEs request to
purchase power from, and eventually take ownership of, the wind project.

Although not always the case with renewable projects, this project if approved by the
PUC, would actually provide a cost-benefit to BHEs customers. After two years of
increased deficit, the project would boost BHESs renewable energy standard (RESA)
fund, which could lead to additional renewable investments, both large scale, like the
wind farms, and smali scale, such as rooftop solar. And those benefits could
eventually funnel directly back to BHEs customers, even when the ownership of the
wind farm is transferred to BHE.

Golarade PUL E-Filinos Svust

It is my hope that the PUC will reconsider their decision and allow this wind project to
move forward for the benefit of all of BHEs electric customers in my district and in
Southem Colorado.

Sincerely,

Senator Kevin J. Grantham
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