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WASHINGTON UTILITIES AND TRANSPORTATION COMMISSION STAFF
RESPONSE TO DATA REQUEST

DATE PREPARED: January 31,2011 WITNESS: David Nightingale
DOCKETS: ~ UE-111048/UG-111049 RESPONDER: David Nightingale

. TELEPHONE: - (360) 664-1188
REQUESTER: Public Counsel

PC-6 Please identify the data requests issued by Mr. Nightingale that address PSE's
~ economic analysis supporting the Company's decision to construct LSR 1 early.

RESPONSE:

Please see Staff Data Request Nos. 155, 156, 200, 202, and 203. Mr. Nightingale also
reviewed the Company’s responses to data requests from other parties that addressed PSE's
economic analysis supporting the decision to construct LSR Phase 1 early, as well as the
direct and rebuttal testimony of witnesses Norwood, Seelig, and Garratt.
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- WASHINGTON UTILITIES AND TRANSPORTATION COMMISSION STAFF
RESPONSE TO DATA REQUEST
DATE PREPARED: January 31, 2011 WITNESS: David Nightingale
DOCKETS: UE-111048/UG-111049 ‘ RESPONDER: David Nightingale

: TELEPHONE: (360) 664-1188
REQUESTER: Public Counsel .

PC-9 RE: Exhibit No. DN-2T, p. 6, lines 2-3. ,

. Please confirm that Mr. Nightingale believes that an error which overstates total
expected portfolio cost by approximately $600 million (NPV), and overstates
the net portfolio benefit of adding wind early by approximately $163 million
(NPV) is “inconsequential.” '

RESPONSE:

As explained by Mr. Nightingale at Exhibit No. DN-2T at 12:12-13:2, “inconsequential”,
refers to the fact that the modeling error, when corrected in a subsequent modeling run, did
not significantly change the results of the analysis regarding the most beneficial options.
Furthermore, as explained throughout Mr. Nightingale’s Exhibit No. DN-2T, Mr.
Norwood’s analysis relies inappropriately upon estimates made during the more theoretical
IRP planning process and modeling exercises leading up to but not including the RFP
analysis of actual proposed resources. Evaluating the financial analysis from the RFP
decision-making process, where real options are offered from the marketplace, is more
important than projections estimated during the IRP planning process. Mr. Norwood’s
testimony and the dollar values he suggests are based on the IRP analysis and largely ignores
the results of the RFP analysis and decision-making process. :
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WASHINGTON UTILITIES AND TRANSPORTATION COMMIS SION STAFF
RESPONSE TO DATA REQUEST
'DATE PREPARED: January 31,2011 WITNESS: David Nightingale
DOCKETS: UE-111048/UG-111049 RESPONDER: David Nightingale
TELEPHONE: (360) 664-1188

REQUESTER: Public Counsel

PC-10 RE: Exhibit No. DN-2T, p. 6. A
Does Mr. Nightingale believe, based on his review of PSE's economic analyses
‘provided in this case in support of constructing LSR 1 early, that there were no
other significant errors in the in these analyses.

RESPONSE:

Yes.
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WASHINGTON UTILITIES AND TRANSPORTATION COMMISSION STAFF
' RESPONSE TO DATA REQUEST
DATE PREPARED: January 31,2011 WITNESS: David Nightingale
DOCKETS: UE-111048/UG-111049 RESPONDER: David Nightingale
TELEPHONE: (360) 664-1188

REQUESTER: Public Counsel

PC-11 Does Mr. Nightingale believe that, in light of the market, regulatory and economic
uncertainty that existed in April, 2010, it was possible to model PSE's system
production costs within a margin of 1% or less over a 50-year study period? If so,
provide the basis for this belief..

RESPONSE:

No.
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WASHINGTON UTILITIES AND TRANSPORTATION COMMISSION STAFF
RESPONSE TO DATA REQUEST

DATE PREPARED: January 31,2011 WITNESS: David Nightingale
DOCKETS: UE-111048/UG-111049 RESPONDER: - David Nightingale

TELEPHONE: (360) 664-1188
REQUESTER: ~ Public Counsel

PC-12 Has Mr. Nightingale reviewed any benchmarking studies performed by PSE to
~ establish the accuracy of its PSM I, PSM II or PSM III models, including the end -
 effects algorithms of these models? If not, please explain how Mr. Nightingale is
confident that these models accurately predict production costs of PSE's system.
If so, please provide any such benchmarking analyses.

'RESPONSE:

No, because the PSM model inputs are not based on formally published benchmarking
studies, but rather on a large combination of factors brought together into a simulation of the
PSE system and its interaction with the Jarger western grid. This information is extensive
and includes inputs from the Aurora dispatch modeling software, transmission constraints,
economic forecasts, and recent market intelligence on equipment, construction, and fuel

- prices. In providing inputs to the model, the Company applies professional judgment of
recent, current and projected market conditions as well as PSE’s unique mix of existing
generation resources, energy market forecasts including emission costs, and projections of
conservation portfolios under various scenarios.

Many of the key inputs are reviewed by the IRP Advisory group. To the extent market
information is available from reliable industry sources, it is incorporated by the Company
into the model, but other inputs rely on recent trend data and analysis of econometric
consultants, for instance, for gas price forecasts.

A drawback of over-reliance on benchmarking studies is that they involve looking outside
the electric system of the Company to find comparable prices and resources. Benchmarking
includes estimates that reflect systems that differ from PSE’s service territory and therefore
the results are limited in application to the PSE system. That said, PSE does consider
available information in constructing the inputs to the PSM model. For example, during this
acquisition process the Company used updated heat rate values for thermal resources,
updated market costs for generic resources, as well as evaluating wind production claims of
proposals with third party engineering firms. '

Mr. Nightingale did review the end effects calculations used by the Company. The end
effects calculations are typical and allow accounting for the net present value of cumulative
cash flows that exceed end of planning horizon period remaining book value. '
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WASHINGTON UTILITIES AND TRANSPORTATION COMMISSION STAFF
RESPONSE TO DATA REQUEST

DATE PREPARED: January 31, 2011 WITNESS: David Nightingale
DOCKETS: UE-111048/UG-111049 RESPONDER: David Nightingale
: : TELEPHONE: (360) 664-1188

REQUESTER: Public Counsel :

PC-13 RE: Exhibit No. DN-2T, p. 6, lines 15-18.
Is it Mr. Nightingale's understanding that the estimate of the net portfolio benefit of
adding LSR 1 early, which was presented in the May 5, 2010, Board Meeting, was
derived using the "very detailed optimization analyses™? If so, please identify and
provide the PSE model that was used to derive the LSR net portfolio benefit that was
presented at the May 5, 2010 board meeting.

RESPONSE:
No. The portfolio benefit metric is an output of the screening modeling PSM I'and is less

detailed than the system optimization analyses in the PSM II modeling tool. The more
detailed optimization analysis is performed in Phase 2 during the RFP evaluation process.

" Please see Exhibit No. DN-3.
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WASHINGTON UTILITIES AND TRANSPORTATION COMMISSION STAFF |
' RESPONSE TO DATA REQUEST

DATE PREPARED: January 31,2011 WITNESS: David Nighﬁngale

"DOCKETS: UE-111048/UG-111049 RESPONDER: David Nightingale .
: TELEPHONE: (360) 664-1188
REQUESTER: Public Counsel :

PC-14 RE: Exhibit No. DN-2T, p. 7. : :
Is it Mr. Nightingale's understanding that PSE relied upon up-to-date
" information and modeling methods in support of its request to construct LSR 1
early in this case? If so, please identify the specific data and models reviewed by
Mr. Nightingale in reaching this conclusion.

RESPONSE:

Yes. The up-to-date information and modeling results are explained mainly in the testimony

of Company witnesses Garratt and Seelig, but are not limited to data and financial models.

As stated in Staff’s response to Public Counsel Data Request PC-12, the Company did use
“updated data from various sources, internal and external, to provide up-to-date inputs in the
 final modeling runs (PSM I v.13.6 and 13.9) during the RFP process.

Numerical data and financial modeling is only part of what led Mr. Nightingale to conclude
that the acquisition of LSR Phase 1 was prudent. In addition, the Company’s qualitative
analysis was also critical. For instance, a project that has no likely prospect of obtaining a
large generator interconnect agreement to transmit power to the PSE system would be
evaluated less favorably on a qualitative basis, regardless of its cost of acquisition.
Qualitative limiting factors are summarized by Mr. Garratt’s Exhibit No. RG-13HC, page
183. Furthermore, examining only specific data and modeling analysis is not the more
comprehensive approach required to evaluate proposed resources per WAC 480-107-035.
This comprehensive and up-to-date analysis was used by PSE as shown at Exhibit No. RG-
13HC, pages 28 and 187-235. : '
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WASHINGTON UTILITIES AND TRANSPORTATION COMMISSION STAFF
' RESPONSE TO DATA REQUEST

DATE PREPARED: J anuéry 31,2011 WITNESS: David Nightirigale

DOCKETS: UE-111048/UG-111049 RESPONDER: David Nightingale
‘ TELEPHONE: (360) 664-1188

REQUESTER: . Public Counsel

PC-15 RE: Exhibit No. DN-2T, p. 7. - ‘
Is it Mir. Nightingale's testimony that the data and methods used by PSE for
calculating end effects associated with LSR 1 and other resources were
reasonable and consistent? If so, please identify the specific data and models
reviewed by Mr. Nightingale in reaching this conclusion regarding PSE's end
effects calculations. '

RESPONSE:

Yes. In PSM I version 14.2, PSM TIA, and PSM HII versions 13.6 and 13.9, each model
contains an EndEffects tab where the calculations occur. This method and these calculations
are reasonable and consistent. For instance, in PSM III version 13.6 the end effects
calculation for LSR Phase 1 is performed in cells W897 through W927. This same set of
caleulations is shown in column W of the EndEffects tab for any new selected resource"
added to the portfolio by the PSM III optimization model runs. ' '
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WASH]NGTON UTILITIES AND TRANSPORTATION COMMISSION STAFF
RESPONSE TO DATA REQUEST

DATE PREPARED: January 31, 2011 WITNESS: David Nightingale
DOCKETS: UE-111048/UG-111049 RESPONDER: David Nightingale

TELEPHONE: (360) 664-1188
REQUESTER: Public Counsel '

PC-16 Has Mr. Nightingale ever performed an end effects calculation? If so, prov1de
documentation supporting such calculatlons and claimed expertise.

RESPONSE:

Mr. Nightingale has not independently'perfonned an end effects calculation.
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WASHINGTON UTILITIES AND TRANSPORTATION COMMISSION STAFF
RESPONSE TO DATA REQUEST

DATE PREPARED: January 31, 2011 WITNESS: David Nightingale
DOCKETS: UE-111048/UG-111049 RESPONDER: David Nightingale

o TELEPHONE: (360) 664-1188 -
REQUESTER: ‘Public Counsel

PC-20 RE: Exhibit No. DN-2T, p. 13, lines 11-14.
Does Mr. Nightingale agree that under the PSE/SCE REC sale contract, PSE
was not obligated to sell RECs to SCE and SCE was not obligated to buy RECs
from PSE, until the CPUC approved the contract, and such approval had not
been obtained before the May 5, 2010, Board Meeting. If not, please explain.

RESPONSE:

Yes. However, it is Mr. Nightingale’s expectation that the REC sales agreement was |
executed in good faith by PSE, which could believe reasonably that the contract would not

be denied by CPUC. Therefore, it was reasonable for the Company to assume that the sale
would be approved and that the associated RECs would not be available for other purposes.
This is consistent with the Commission’s test that prudence is determined in part by what a
reasonable management and board would be expected to do. Furthermore, the value of
potential RECs sales to another party would still provide benefits to ratepayers.
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WASHINGTON UTILITIES AND TRANSPORTATION-COMMISSION STAFF
RESPONSE TO DATA REQUEST

DATE PREPARED: J anuary 31, 2011 WITNESS: David Nightingale

DOCKETS: UE-111048/UG-111049 RESPONDER: David Nightingale
TELEPHONE: (360) 664-1188

REQUESTER: Public Counsel

PC-21 RE: Exhlblt No. DN-ZT, p. 13, lines 19-22.
- Was PSE's decision to invest in LSR 1 not prudent because it was based on
speculation regarding anticipated future carbon taxes, which at the time of the
2010 RFP analysis, had not been enacted by law?

. RESPONSE:

No. The Company and IRP Advisory Group discussed various approaches to accounting for
the prospect of carbon prices to capture the range of future possibilities. Page 8 of the -
August 19, 2008 IRP Advisory Group Meeting (Attachment) shows the range of projected
CO2 prices. From that discussion, the Company modeled a range of CO2 prices to examine
the possible impact on the portfolio choices. These modeling assumptions were carried '
through the RFP process, as seen on Exhibit No._ (AS-3HC), page 165, including the
Business As Usual (BAU) scenario. The BAU scenario modeled no significant carbon price,
but other scenarios modeled a number of different price curves for carbon. Even with
minimal carbon prices assumed in the 2010 BAU run, the RFP optimization model chose
LSR Phase 1 as soon as it was available, in 2012. See also Attachment, pages 6, 12 and 13.

The context under which the IRP Advisory Group and the Company’s RFP process existed
also needs to be considered, as chronicled by the cross-answering testimony of NWEC
witness Decker at pages 14-15. At the time of the IRP and RFP, it was widely assumed that
a carbon bill would be passed by Congress. Modeling is always context sensitive. The
Company worked with its advisory group and made reasonable choices in modeling future
scenarios and later used the same modeling decisions in the subsequent RFP analyses.
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WASHINGTON UTILITIES AND TRANSPORTATION COMMISSION STAFF
RESPONSE TO DATA REQUEST -
DATE PREPARED: January 31, 2011 WITNESS: David Nightingale
DOCKETS: UE-111048/UG-111049 RESPONDER: David Nightingale
‘ : TELEPHONE: (360) 664-1188
REQUESTER: Public Counsel : ‘

PC-23 Does Mr. Nightingale agree that in the only two scenarios that assumed low
carbon taxes in PSE’s evaluation for the 2010 RFP, LSR 1 was not selected as an
optimal resource? If not, please explain.

RESPONSE:

No. In the final results of the 2010 RFP optimization, LSR Phase 1 was selected by the
model in four of the five scenarios. See Exhibit No. RG-13HC page 203 and PSE’s
response to PC Data Request 345. Also, low carbon prices were assumed in three of the
scenarios during the RFP process, Business As Usual, Low Growth and Low Growth with
2010 Trends Capital Costs. See Exhibit No. AS-3HC, page 31, Figure 17.
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WASHINGTON UTILITIES AND TRANSPORTATION COMMISSION STAFF
RESPONSE TO DATA REQUEST -
DATE PREPARED: January 31, 2011 WITNESS: David Nightingale
DOCKETS: UE-111048/UG-111049 RESPONDER: David Nightingale
TELEPHONE: (360) 664-1188
- REQUESTER: Public Counsel - :

PC-25 RE: Exhibit No. DN-2T, p. 15, lines 10-11.
Please provide any independent analysis performed by Mr. Nightingale of the
information on page 410 of Exhibit No. AS-3HC that he has cited as support for his
testimony that, even with LSR Phase 1, PSE will still need to acquire additional
renewables or RECs beginning in 2020.

RESPONSE:

Mr. Nightingale did not perform independent analys1s but did examine the PSM IIT model to
verify values and calculations that support page 410 of Exhibit No. AS-3HC. The details of
the RFP 2010 Trends PSM III version 13.6 verifies the chart on page 410. Specifically, in

the LPProblem tab, starting at cell AV43, a chart that shows a large acquisition of new wind
in 2012, representing the acquisition of LSR Phase 1 (343 MW Capacity) plus additional
renewable resources. LSR represents about two-thirds of the total selection of optimal
renewables acquisition in 2012. The total RECs generated from those new resources plus
the existing renewable resources amounts to about 3.1 million RECs in 2012 as shown on
the chart and at cell AZ13 in the LPProblem tab. The chart also shows a line representing
the REC need per year to be in compliance with the RPS. The REC need line exceeds 3.5
million RECs in the year 2020, which is significantly above the RECs provided by all the
2012 renewable resources, existing and newly acquired in 2012.
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WASHINGTON UTILITIES AND TRANSPORTATION COMMISSION STAFF
' RESPONSE TO DATA REQUEST
DATE PREPARED: January 31,2011 WITNESS: B David Nightingale
DOCKETS: UE-111048/UG-111049 RESPONDER: David Nightingale

TELEPHONE: (360) 664-1188
REQUESTER: Public Counsel :

PC-26 RE: Exhibit No. DN-2T, p. 15, lines 19-22. .
Please identify the specific PSM I and PSM III model runs and results that Mr.
Nightingale reviewed to support his testimony, which states “that there were no
more cost-effective and less risky resource options available at the time the
decision was made to commence construction of LSR Phase 1.”

RESPONSE:

Model runs reviewed by Mr. Nightingale were PSM 11l versions, 13.6 and 13.9, PSM IIA -
and PSM I version 14.2 to review the qualitative analyses. An important additional
evaluation of the qualitative analysis performed by the Company was needed to examine the
risk of available options.
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WASHINGTON UTILITIES AND TRANSPORTATION COMMISSION STAFF
‘ RESPONSE TO DATA REQUEST :

DATE PREPARED: February 6, 2012 - WITNESS: David Nightingale
DOCKETS: UE-111048/UG-111049 RESPONDER: David Nightingale

TELEPHONE: (360) 664-1188
REQUESTER: . Public Counsel-

PC-27 Reference Exhibit Nos. DN-2T and Exhibit No. DN-3T :
Please provide Mr. Nightingale’s workpapers for his cross-answering testimony,
Exhibit Nos. DN-2T and DN-3T. :

RESPONSE:

There are no workpapers for Mr. Nightingale’s Exhibit Nos. DN-2T and DN-3.



