Carole Washburn

Secretary

WA Utilities and Transportation Commission
PO Box 47250

1300 S. Evergreen Park Dr SW

Olympia, WA 98504-7250

July 18, 2003

Re: NW Energy Coalition Comments on Puget Sound Energy Least Cost Plan, Docket
Nos. UE-030594 & UG-030595

Dear Ms. Washburn,

Thank you for the opportunity to provide written comments on Puget Sound Energy’s (PSE) least cost
plan submitted on April 30, 2003. The Codlition wants to take this opportunity to commend PSE on
the rigorous supply-sde analys's conducted for this least cost plan as well asthe utility’ s effortsto
engage stakeholdersin the development process.

PSE plans to submit a supplementd least cost plan at the end of August to address demand-side
resource availability and options. We recommend the Commission wait for that document before
issuing afina acknowledgement letter to PSE with regard to its overdl 20-year plan. We believeitis
imperative to examine the supply and demand side analyses together as a comprehensive sngpshot of
PSE’ s resource outlook and plan for meeting customer needs. WA C 480-100- 238 specifiesthat an
electric least cost plan describe “the mix of generating resources and improvementsin the efficient use of
electricity that will meet current and future needs at the lowest cogt to the utility and its ratepayers.”
Further, the plan must include * an assessment of technicdly feesble improvementsin the efficient use of
electricity, including load management, aswell as currently employed and new policies and programs
needed to obtain the efficiency improvements.” Similarly, WAC 480-90-238 specifiesthat a gas least
cost plan describe “the dtrategies for purchasing gas and improving the efficiencies of gas use that will
meet current and future needs at the lowest cost to the utility and its ratepayers cons stent with needs for
security of supply.” Further, the plan must include “an assessment for each customer class of the
technicaly feasble improvementsin the efficient use of gas, including load management, as wdll asthe
policies and programs needed to obtain the efficiency improvements” Waiting until the demand-side
andysisis completed and submitted to the Commission prior to issuing aletter of acknowledgement
reflects the intent of the rules to ensure a comprehensive 20-year plan.

The August demand-side plan deadline is fast-approaching - waiting to receive that plan before issuing
an acknowledgement letter would not significantly delay Commission action. We aso recommend that
the Commission provide PSE with preliminary comments on the April plan as soon as possble to enable
the utility an opportunity to address those comments in its August report and make modifications as
needed.



Our specific comments and recommendations with regard to the April plan follow.
Support PSE’sgoal of serving 10% of load by 2013 with *renewabl€e’ resour ces

Initsleast cost plan, PSE sets atarget of meeting 5% of its cusomers needs (125-133 aMW) and a
goal of meeting 10% of its customers needs (250-266 aMW) with renewable energy by 2013. The
Cadltion strongly supports a minimum god of serving 10% of customer needs with clean new
renewable resources by 2013. Non-hydro renewable resources like wind and biomass will mitigate
risks faced by the utility and its customers, particularly those related to fud price, human hedth and the
environment. For example, renewables promote power price stability by avoiding risks associated with
the volatile naturd gas market. A recent anadyss assgned a proxy for the vaue of the physica hedge
provided by renewables at $5.50/MWh.*

The Telus Indtitute recently anayzed the potentia for wind, biomass and geothermd resourcesin the
Pacific Northwest.? The study found that up to 35% of regiona demand could be met with these
renewable resources available in the region, and further that “sgnificant increases in the contribution of
renewable resources ...should be possble without major dectricity priceincreases’ (p. 45). Potentid
for new renewable resources exists within PSE’ s service territory as well as esawhere in Washington
and the region. New renewabl e resources provide additional benefits to Washington State through local
economic development opportunities and job creation.

PSE aso proposes to acquire renewable energy for haf of its own needs next year and for al of itsown
needs starting in 2006. Further, PSE plansto set gods and develop a 5-year plan for the use of
renewable resources by its employees. We fully support these efforts by PSE to lead by example.

We recommend that the Commission encourage PSE to meet its god of serving at least 10% of
customer needs by 2013 with new renewable resources, and meet dl of its own needs with renewable
resources starting in 2006.

Encourage PSE to meet load growth with ener gy efficiency and new renewable ener gy

The April plan indicates that PSE can meet load growth through 2013 with renewabl e resources that
grow to 10% and energy efficiency at 15 aMW/year. During that time period, PSE expects load to
grow by approximatdly 1.2% (not accounting for new conservation). PSE’s need for both near-term
and long-term resources is driven more by resource expirations than load growth. The Tdlus andyss
shows that the region can more than meet load growth through 2020 with efficiency and renewables. At
aminimum, we believe PSE should pursue agod of meeting dl future load growth with these clean
energy resources. We encourage PSE aso to congder replacing expiring resources with efficiency and
renewables to the extent practicable over the long-term.

! Owens, B. “Renewables as a hedge against gas price movement: An effective tool for policy-makers, utilities and
stakeholders.” Public Utilities Fortnightly. March 15, 2003.

% Lazarus, M., D. von Hippel, & S. Bernow. Clean Electricity Options for the Pacific Northwest: An Assessment of
Efficiency and Renewabl e Potential s through the Y ear 2020. Tellus Institute. October 2002.






Urge PSE to acquire all cost-effective, achievable energy efficiency in itsserviceterritory

The April plan includes a placeholder for 150 aMW of new conservation over the next 10 years. PSE
currently is conducting a rigorous analyss of the conservation potentid in its service territory, to be
reflected inits August plan. The utility will then work with the Conservation Resource Advisory Group
to develop programs to achieve its proposed annua conservation targets. The opportunity exists now
for the Commission to send PSE a positive message of support for acquiring dl achievable, cost-
effective conservation identified through its market assessments and analyses, consistent with regiona
and state energy policies® Further, we urge the Commission to darify that financing energy efficiency
up front with cash rather than as a capita expense over time should not act as a barrier to acquiring
avalable energy efficiency.

PSE aso should examine other demand-side opportunities such as fud-switching and buy-back
programs as options to meet its energy and peak needs. The August plan should include analysis and
discusson of these options. PSE currently is conducting a pilot fuel-switching program. We
recommend that the early results of that program be incorporated into the December plan. Both the
eectric and gasimplications of arobust fud-switching program should be andyzed and discussed.

Findly, the plan indicates that “a decison by PSE to acquire a new generation resource will not come a
the expense of its corporate commitment to conservation” (p. 13-2). We commend PSE for its
renewed commitment to conservation. We expect PSE to maintain that corporate commitment, and ask
the Commission to support the utility in prioritizing cost-effective conservation above other resources.

Request PSE to remove municipal solid waste and qualified hydropower from its definition of
“renewable energy”

The term “renewable energy” generdly implies clean resources that can provide diversty benefitsto a
utility’s sysem mix. The April plan defines “renewable energy” as the eectricity, gas or mechanica
energy produced at facilities that are fueled by: () wind, (b) solar energy, (c) geotherma energy, (d)
landfill gas, (€) municipa solid waste, (f) gas recovered from waste trestment facilities, (g) biomass, (h)
wave or tidd action and, (i) qudified hydropower (as defined in RCW 19.29A.090). This definition

% According to RCW 43.21F.010, “ The legislature finds and declares that it is the continuing purpose of state
government, consistent with other essential considerations of state policy, to foster wise and efficient energy use
and to promote energy self-sufficiency through the use of indigenous and renewabl e energy sources, consistent with
the promotion of reliable energy sources, the general welfare, and the protection of environmental quality.” Further,
“it isthe policy of the state of Washington that: (1) The development and use of adiverse array of energy resources
with emphasis on renewabl e energy resources shall be encouraged; ...(3) The development and use of energy
resources shall be consistent with the statutory environmental policies of the state; [and] (4) Energy conservation
and elimination of wasteful and uneconomic uses of energy and materials shall be encouraged, and this conservation
should include, but is not limited to, resource recovery and materialsrecycling.” (RCW 43.21F.015) The Pecific
Northwest Electric Power Planning and Conservation Act of 1980 requires the Northwest Power Planning Council to
prepare and adopt aregional conservation and electric power plan that gives “ priority to resources which the Council
determines to be cost-effective. Priority shall be given: first, to conservation; second, to renewabl e resources; third,
to generating resources utilizing waste heat or generating resources of high fuel conversion efficiency; and fourth, to
all other resources.” [84(e)(1) of the Act, 94 Stat. 2705.]



includes municipa solid waste (MSW), which is not consdered under Washington State statute asa
renewable resource or aqudified aternative energy resource (RCW 19.29A.010; 19.29A.090).
MSW generdly is not considered an environmentaly preferred resource due to the air emissons from
incinerating trash as well asthe potentialy toxic ash that is produced.

The generd public associates the term “ renewable energy” with clean resources. To avoid the potentia
for confusion, we strongly recommend that PSE remove MSW from its definition of renewable energy.
PSE till could pursue this resource e sewhere in its acquisition strategy.

We dso recommend that PSE remove qudified hydropower from its definition of renewable resources.
While hydropower clearly is arenewable resource, and is recognized as such in satute, we believe the
focus of the 10% god should be on diversfying PSE’ s resources. In 2002, hydropower served
46.42% of PSE’sload.* The April plan indicates PSE’s expectation that hydropower will serve 39% of
load in 2003, and at least 32% in 2013. Clearly, hydropower will continue to comprise a significant
portion of PSE’s resource mix. We encourage PSE to acquire low-impact hydropower and increase
efficiency at existing hydropower facilities to serve customers needs, but we recommend that resource
acquistion occur independently of the 10% renewables godl.

Urge PSE to look beyond expensive, polluting, inefficient single-cycle natural gas plants
(SCT) and identify cleaner alter nativesfor backing up wind power

Initsanadyss, PSE modeed wind power as the proxy for new renewable resources. In so doing, PSE
assumed that angle-cycle natural gas plants would be used to back-up intermittent energy output from
wind power. The andysis aso seemsto have assigned no capacity vaue to wind energy.® Asaresult,
the modd shows that serving more than 5% of customer needs with new renewables increases both
cost and risk. We believe an SCT should be the resource of last resort to firmwind. Using gasto firm
wind not only undercuts the environmenta benefits of using wind power, but dso diminishes the vadue of
wind power as a hedge againgt volatile gas prices. Further, we recommend assigning a specific capacity
vauetowind energy. Typicdly, that cgpacity vaueis consdered to be gpproximately one-third of the
maximum potentia output of awind facility.

We support PSE’s plan to include a more robust analysis of wind power integration in its December
2003 plan. Examples of other resources that could provide firming capabilities for wind power include
hydropower, other renewable resources such as biomass that typically have higher production factors,
and wind facilities located in different geographic areas. With regard to firming wind with hydropower,
we recommend PSE congider in its andyss the amount of hydropower storage available aswell asfish
and wildlife condraints that may prevent use of hydropower under different circumstances.

* PSE’ s fuel mix disclosure report, as issued by CTED Energy Policy Group on 6/25/03.
® We note that an annual capacity factor of 30% for wind power is assumed in Chapter 11-30 for the analysis of the
impact of CO2 credit prices on generation technologies.



We a0 are optimigtic that PSE’ s recent contract for output from the Stateline wind facility will enable
the utility to gain direct experience with integrating wind into its syssem. That experience dso should be
discussed in the December plan.

Urge PSE toincludein its December plan an examination of other renewable resour ces
beyond wind power

Inits April plan, PSE used wind power as a proxy for new renewable resources. We support PSE's
intent to expand the scope of its andysis to include other renewable resources such as biomass and
geotherma power, and recommend that analysis be reflected in the December plan. Distributed
biomass opportunitiesin particular are available within PSE' s service territory, and could provide
system benefits by reducing the need for additiond transmission capacity over the long-term.

Dissuade PSE from pursuing new coal resources

PSE’ s least cost plan suggests that more than one-hdf of energy demand will be met with foss| fues by
2013. Cogs to human hedlth and the environment, including respiratory problems and globa warming,
make gas- and coal-fired eectricity even more expensive than existing projections suggest. Over-
relying on foss| fuelsisarisky propostion (in part because PSE's other Significant resource,
hydropower, is cost-correlated with natura gas).

Inits recently submitted least cost plan, PacifiCorp assumed that any new fossl fud plant will have to
pay a least $8/ton for carbon dioxide (CO2) emissions. The Regiona Technica Forum assigned a
vaue of $15/ton for CO2. The Climate Trugt in Oregon and Serttle City Light (SCL) recently have
received project proposals for CO2 emissions mitigation at an average cost of $2-3/ton. Exhibit 11-26
in PSE's April plan shows a“tipping point” at which naturd gasis cost-desirable over coa (appx.
$3/ton), and separately a point at which wind is cost-desirable over coal (appx. $8/ton)®. Thistipping
point clearly falswithin the reelm of likelihood and must be considered when making resource
acquisition decisons.

PSE did not include emissons assumptions regarding mercury in its screening mode (p. 11-31). Cod
plants emit significant quantities of mercury, and the likeihood is increasing that mercury emissions will
be regulated on anationd level. The cost of addressing these emissons aso pointsto cod asarisky
acquigtion.

We recognize that PSE’ s plan indicates no near-term acquisition of new coal resources, but it does refer
to the potentid for exploring new cod post-2006. Exhibit 2-10 shows PSE acquiring approximeatey
375 aMW of new cod between 2006 to 2013. We recommend the Commission send PSE a strong

®|t' simportant to note that the analysis assumed 100 MW of SCT added to wind for capacity reasons. The cost of
SCT’saswell asthefact that they release CO2 likely resulted in a higher tipping point than would have been the case
if adifferent source of back-up power had been assumed for wind.



sgnd to avoid pursuing new cod asthis resource isrisky for ratepayers and bad for human hedth and
the environment.

Encourage PSE to account for CO2 emissions mitigation in itsresour ce plan and mitigate a
meaningful amount of CO2 emissions from newly acquired foss|-fuel facilities

Chapter 11 of the April plan accurately states that power plantsin the U.S. are not currently subject to
CO2 regulations. Appendix L refersto the Oregon CO2 standard enacted in 1997. However, the plan
fails to acknowledge current activity in Washington. The Energy Facility Site Evauation Council
(EFSEC) has required CO2 emissions mitigation for plants Sted or amended in the past few years
(Sumas 2, Chehdlis, Satsop 1, Wallula) and isin the process of developing a standard rule for CO2
mitigation for future natural gas power plants greater than 350 MW. On Thursday July 17, 2003,
EFSEC held apublic hearing asits fina step prior to releasing adraft CO2 rule that will apply to future
natural gas power plants. The Department of Ecology announced at that hearing that it plansto initiate a
process thisfall to develop a CO2 standard for power plants smaler than 350 aMW. The Puget Sound
Clean Air Agency (PSCAA) is utilizing its authority under the State Environmental Policy Act to require
CO2 emissons mitigation for new facilities under its regulatory purview (eg., PSCAA assumes that it
will address permits for at least three gas plants this year). PSE should account for existing and
expected CO2 mitigation requirementsin its resource acquisition strategy’, as well as address additional
future potentia requirements under state and/or federa laws and rules.

On a broader scae, on February 20, Washington State' s Attorney Generd Christine Gregoire joined
the Attorneys Generd from six other states in announcing plans to sue the Bush Adminigration over its
failure to regulate CO2 emissions from the nation’s power plants, claming that the adminigtration’s
current policy regarding CO2 emissions violates the federd Clean Air Act and contributes sgnificantly
to globa warming. Their intention isto compe the federd Environmental Protection Agency (EPA) to
revise nationd regulations governing power plant emissons. A Galup pall conducted March 3-5 found
that 75% of Americans favor “imposing mandatory controls on carbon dioxide emissons and other
greenhouse gases.” These are additional indicators of the strong potential for broader CO2 emissions
mitigation requirements for new power plants in the foreseesble future.

Chapter 2-11 shows PSE’ s dectric resource addition strategy leading to acquisition of approximately
800 aMW of new natura gas power from 2004-2013, as well as gpproximately 375 aMW of new cod
from 2006-2013. We urge the Commission to encourage PSE to commit to mitigating CO2 emissons
from itsfossil fuel resources even in the absence of a tate or federd standard. In so doing, PSE can
help address ared threet to our environment and way of life (e.g., the University of Washington climate
team is projecting temperature increases in Washington of roughly 1 degree F. per decade and loss of
roughly 80% of snow pack in this century), while aso positioning itself for economic successin the low-

"PNW cities such as Olympia, Spokane, Seattle, Portland, and Missoula also are reducing greenhouse gases under
the Citiesfor Climate Protection Program. Whileit is unlikely that PSE would pursue a new fossil fuel power plant
within any of these city limits, it’simportant to keep in mind that local action to reduce emissionsis occurring in the
absence of consistent federal and statewide standards.



carbon, high-efficdency economy of the future. With the ratification of the Kyoto tregty in most
advanced economies, much of the world is preparing to operate under binding congraints on
greenhouse gas emissions with the right to emit CO2 becoming an increesingly scarce and vauable
commodity. Recognizing this risk, a consortium of indtitutiona investors representing over $4 trillion in
assets announced in February that they are revaluing the world' s 500 largest corporations based on
their exposure to climate-related damages, carbon risk, and their position with respect to fossi| fud and
clean energy markets. Increasingly, cleaner power will be worth more in the dectricity marketplace.
By assuming zero carbon mitigation in its least cost plan, PSE clearly misses the mark from arisk
assessment and an economic opportunity perspective.

Addressng CO2 emissions up front represents an appropriate risk mitigation strategy for the utility and
its customers. To the extent that thisisignored, the risk should be borne by the utility and its
shareholders rather than the ratepayers.

Ask PSE to updateits natural gas price forecast

PSE obtained its natural gas price forecast from the PIRA Energy Group in January 2003 (Chapter 11-
10). PIRA’slong-term forecast of market prices for naturd gas at Sumas rises to $4.25/MMBtu by
2023 while the Northwest Power and Conservation Council’s medium forecast rises to amost $6.50 by
2023.° Cambridge Energy Resources also has forecast higher gas prices over time than PIRA. We
understand that PSE plansto include in its August plan an updated forecast of naturd gas prices. We
support that intention, and ask the Commission to request this update.

Thank you again for the opportunity to offer these written comments on PSE' s April least cost plan.
Cadition Policy Director Nancy Hirsh will attend the public hearing in Bellevue on July 21 to offer the
Codlition’s perspective on the least cost plan and answer questions from the Commission.

Sincerdly,

Danielle Dixon
Senior Policy Asociate

8 See http://www.climatesol utions.org/pages/eNewsbul | etins/M arch2003/Money Talks.htm
° Based on materials distributed at PSE’s CRAG meeting on July 16, 2003.



