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Chief Counsel

Wyoming Public Service Commission
2515 Warren Avenue, Suite 300
Cheyenne, WY 82002

Subject: Informational filing of Generation Pool Study Report for Black Hills Power, Inc. and
Cheyenne, Light, Fuel and Power Company

Dear Mr. Petrie:

Under the terms of the settlement agreement with the Wyoming Office of Consumer Advocate approved
by the Commission in Docket No. 20003-123-ET-12 and 20002-84-ET-12 application for a Certificate of Public
Convenience and Necessity for the Cheyenne Prairie Generating Station, our utilities with Wyoming
customers agreed to assess and prepare a report regarding the possibilities for continuing to optimize joint
operations and planning of the two utilities’ power supply resources. A little more than a year ago a
collaboration was formed to study ways to create additional benefits for customers through increased
interaction and cooperation by Black Hills Power, Inc. and Cheyenne Light, Fuel and Power Company in their
power supply activities. The parties that actively engaged in this effort included representatives of the
Wyoming Office of Consumer Advocate, the staff of the South Dakota Public Utilities Commission and each
utilities’ largest customers.

Enclosed is the result of the collaborative which details the efforts, assessments and conclusions
reached. As is typical for such an effort, there was not always complete consensus regarding all aspects of
the report. Therefore, the report should be considered the views of the utilities. We are pleased to state,
however, that the report’s findings and conclusions are substantially supported by the parties to the
collaborative.

We found the effort to be worthwhile and have made or are making changes to our efforts that will
provide benefits for customers. We also appreciated the spirit and commitment that our collaborative partners
brought to the endeavor. We have a better work product because of their engagement and participation.

The informational filing of this report with you fulfills our obligations under the settlement agreement. If
you would like an in-person presentation and discussion of the efforts and findings, please contact me and we
can arrange a meeting to accomplish this.

If you have any questions regarding the process, the report or its findings, please feel free to contact me
or Lisa Seaman at (605)-721-2278.

Sincerely,

. ) Erx

yle D. White

c: Todd Brink
Lisa Seaman
Parties to the collaboration
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ES.1 Executive Summary

As part of the Order through which the Wyoming Public Service Commission
(WPSC) issued a Certificate of Public Convenience and Necessity (CPCN) for the
Cheyenne Prairie Generating Station, the WPSC approved the Stipulation and
Agreement between Black Hills Power (BHP); Cheyenne Light, Fuel and Power
(Cheyenne Light); and the Wyoming Office of Consumer Advocate (OCA). This
Stipulation and Agreement provided, among other provisions, that BHP and
Cheyenne Light would conduct a Generation Pool Study.

The generation pool study was conducted and, in accordance with the Stipulation
and Agreement, a collaboration was formed between BHP, Cheyenne Light and the
OCA. In addition, the Staff of the South Dakota Public Utilities Commission and
consultants representing a group of interveners in Black Hills Power’s rate case,
Black Hills Industrial Interveners, participated in this collaboration. The
stakeholders oversaw the conduct of the study commenting on the process, the
analysis conducted, and drafts of this report.

At the outset of this generation pool study effort, the collaborative believed that the
study would evaluate three generation pool alternatives:

1) Continue current operation but with the addition of a planning reserve
capacity agreement and a joint planning process

2) Create a generation holding company that would own the BHP and Cheyenne
Light generation assets with allocation of the cost of generation to each of the
utilities

3) Merging BHP and Cheyenne Light into one utility

As the effort progressed, however, it was decided to examine only the first two
alternatives. In addition, the collaborative decided that it made sense to initially
examine the existing system costs for each of the two utilities. Therefore, a system
cost analysis was conducted comparing the projected system costs, on a dollars per
MWh basis, expected to be incurred for the Cheyenne Light and BHP customers for
the next five years on a standalone basis.

The system cost analysis showed that the costs for BHP were lower in all years that
were analyzed than Cheyenne Light. This analysis led to the following conclusions:

e The system costs for Cheyenne Light and BHP remain significantly different
in the early years of the planning period.

e BHP’s total system cost is lower than Cheyenne Light’s primarily due to the
vintage of its resources.

e Ifageneration pool were developed, historical power supply cost differences
will need to be addressed to ensure future pricing equity.



e Over just the first five years, equalizing production costs between BHP and
Cheyenne Light would result in higher costs to BHP of more than $50 million.

The first generation pool alternative examined reflects the current independent
operation of BHP and Cheyenne Light, but with the addition of a planning reserve
capacity agreement and joint resource planning process. Under current
independent operation, there are four agreements between the two utilities. These
include the Generation Dispatch and Energy Management Agreement (GDEMA), the
Spinning Reserve Sharing Agreement, the Economy Energy Service Agreement, and
the Shared Facilities Agreement. The benefits of the Economy Energy Agreement
were examined in the course of evaluating current operation. In addition, BHP and
Cheyenne Light have contemplated the addition of a planning reserve capacity
agreement that would allow BHP and Cheyenne Light to share firm capacity for
planning reserves and conducting joint resource planning to allow the entities to
take advantage of economies of scale, to construct larger units than might otherwise
be the case relative to standalone planning and other potential benefits.

The anticipated savings from the planning reserve capacity agreement and the joint
planning process over the 20-year planning horizon for the base load scenario is
$51.40 million. The anticipated savings due to the economy energy service
agreement over the 20-year planning horizon for the base load scenario is $16.19
million. The planning reserve capacity agreement and joint planning process
benefits include:

¢ Providing an economic option for meeting planning reserve requirements
rather than purchasing firm energy for short-term contingencies on the
market at a higher price.

The selling party benefits by receiving a capacity payment.

The procuring party can purchase economy energy to meet its energy needs.
The agreement does not obligate utilities to sell capacity to each other.

The agreement expands both parties’ ability to acquire needed capacity.
Future resource acquisitions may “fit” the resource need because resources
are sized for a larger system.

The primary incremental potential benefit of creating a generation holding company
is to combine the loads of BHP and Cheyenne Light into one forecast, thus creating
potential for diversity benefits in addition to the benefits of reserve sharing and
joint planning. In addition to an examination of the benefits of a generation holding
company, the issues related to its creation were examined. Issues include numerous
financial, legal, and regulatory steps which could impose substantial additional costs
and uncertainty as to when such a process might be completed. The projected
savings for a combined system (combined dispatch and joint planning) over the 20-
year planning period for the base load scenario is $105.89 million.



The analysis shows that existing operation with the addition of a planning reserve
capacity agreement and a joint planning process captures a significant portion of the
possible savings that would be realized through a generation holding company
without the legal and financial obstacles that would need to be overcome in order to
form that generation pool (see Table ES-1).

Table ES-1
Base Load Scenario - Combined System Savings Versus Savings from
Agreements (PVRR - $ millions)

Base Load Source of Number
Scenario

Combined System Savings $105.89 Table 3-10

Savings from Planning Reserve $51.40 Table 3-4

Capacity Agreement and Joint
Planning Process

Savings from Economy Energy $16.19 Table 3-9
Service Agreement
Savings not realized from pooling | $38.3 or less than
$2 million per year.
About 1% of the
total PVRR over the
20-year period.




1.0 Introduction
1.1 Generation Pool Study Background

Black Hills Corporation (BHC) acquired Cheyenne Light, Fuel and Power (Cheyenne
Light) in 2005 and since that time Cheyenne Light and Black Hills Power (BHP) have
entered into contracts that allow the two utilities to benefit from efficiencies gained
through the sharing of spinning reserves, economy energy purchases, power plant
operations, and generation dispatch and power marketing. In addition, many
common operational functions have been centralized allowing the utilities to
achieve further efficiencies and cost savings.

Resource planning for BHP and Cheyenne Light has been conducted jointly as well
as independent of one another. Most recently, in 2011, BHP and Cheyenne Light
conducted independent resource plans that resulted in the utilities jointly applying
for and receiving a Certificate of Public Convenience and Necessity (CPCN) from the
Wyoming Public Service Commission (WPSC) to construct the jointly-owned
Cheyenne Prairie Generating Station in Cheyenne, Wyoming. As part of the Order
through which the WPSC issued a CPCN for the Cheyenne Prairie Generating Station,
the WPSC approved the Stipulation and Agreement between BHP, Cheyenne Light
and the Office of Consumer Advocate (OCA). This Stipulation and Agreement
provided, among other provisions, that BHP and Cheyenne Light conduct a
Generation Pool Study. The Stipulation and Agreement reads in part:

The Parties agree that with the construction of the Cheyenne Prairie
Generating Station it is an appropriate time to seriously evaluate the
potential costs and benefits of a combined generation pool for the
Utilities. The potential benefits of such a pool arrangement could
include among other things, more efficient and comprehensive resource
planning and acquisition and the potential for more efficient and
transparent operation of the combined system. Therefore, a
collaboration will be formed between Black Hills Power, Cheyenne Light,
the OCA and the Staff of the South Dakota Public Utilities Commission...
for the purpose of thoughtfully evaluating the creation of a generation
pool. .. the parties to the collaborative will begin to jointly develop the
study scope. [the collaborative will] meet thereafter as necessary to
complete the study. .. The Applicant shall be principally responsible for
conducting the study with periodic review and comment by the other
collaborators.

Possible considerations for the study include:
e Existing power supply costs

Expected power supply costs

Off-system sales opportunities

Transmission requirements



e Load characteristics

Planning and operating reserves

State and federal regulatory considerations and restrictions
Structure of generation pool and related agreements
Timing of implementation (if appropriate)

e Balancing purchases and sales

e Increased market access

e Plant dispatch

e Plant fuel requirements

e Other considerations as necessary

...The parties to the collaborative will endeavor to reach agreements
regarding the development of a power pool or other mechanisms to promote
the efficient planning and operation of the Companies’ electric generation
resources and will identify, in the report, any agreements reached. . . .

The stipulation requires that the study be completed by September 30, 2013,
and that the members of the collaborative be able to review and comment on
the study report prior to final publication of the report. The final report will
be provided to each utility’s respective state regulatory bodies on an
informational basis. BHP and Cheyenne Light agreed to spend up to
$100,000 for outside expertise such as consulting or legal support costs at
shareholder expense.

1.2 Description of BHP and Cheyenne Light

1.2.1 Black Hills Power

Black Hills Power (BHP) serves approximately 68,500 customers in 25 communities
located in Western South Dakota, Northern Wyoming, and Southeastern Montana.
In 2012, BHP sold more than 3,311 GWh of electricity through retail sales, contract
wholesale sales and off-system wholesale sales. BHP’s 2012 summer system peak

was 449 MW and its winter peak in 2012 was 362 MW. BHP currently meets

electric demand through purchases from the open market and from the following

power purchase agreements (PPA) and generation assets:

e PacifiCorp PPA expiring in 2023, which provides for the purchase of 50 MW

of coal-fired baseload power;

e Cheyenne Light's and BHP’s Generation Dispatch Agreement that requires

BHP to purchase all of Cheyenne Light’s excess energy (Cheyenne Put);
e Happy Jack and Silver Sage Wind Farm PPAs expiring in 2028 and 2029,
respectively, for an accredited capacity of 3.5 MW;

e Four coal-fired power plants with a total net capacity of 232 MW (the Neil

Simpson 1 coal-fired plant will be retired in March 2014);
e One diesel station with a net capacity of 10 MW;



e Three natural gas-fired combustion turbine stations with a combined net
capacity of 160 MW.

BHP’s power delivery system consists of approximately 592 miles of transmission
lines (greater than 69 kV) and 3,059 miles of distribution lines (69 kV or lower).
BHP also owns 35% of a DC transmission tie that interconnects the Western and
Eastern transmission grids, which are independently-operated transmission grids.
This transmission tie provides transmission access to both the Western Electricity
Coordinating Council (WECC) region in the West and the Mid-Continent Area Power
Pool (MAPP) region in the East.

BHP has firm point-to-point transmission access to deliver up to 50 MW of power on
PacifiCorp’s transmission system to wholesale customers in the Western region
through 2023. BHP also has firm network transmission access to deliver power on
PacifiCorp’s system to Sheridan, Wyoming to serve its power sales contract with
Montana-Dakota Utilities (MDU) through 2017, with the right to renew pursuant to
the terms of PacifiCorp’s transmission tariff.

In addition, BHP has entered into four long-term power sales agreements:

¢ In conjunction with MDU’s April 2009 purchase of a 25% ownership interest
in Wygen II], an agreement to supply 74 MW of capacity and energy through
2016 was modified. Sales to MDU have been integrated into BHP’s control
area and are considered part of its firm native load. Capacity from the Wygen
[II unit is deemed to supply a portion of the required 74 MW. During periods
of reduced production at Wygen III, or during periods when Wygen III is off-
line, MDU will be provided with 25 MW from BHP’s other generation
facilities or from system purchases with reimbursement of costs by MDU;

e BHP’s agreement with the City of Gillette is to dispatch the City’s 23% of
Wygen III's net generating capacity for the life of the plant. Upon the City of
Gillette’s July 2010 purchase of a 23% ownership interest in Wygen I, a
seven-year PPA with the City of Gillette that went into effect in April 2010,
was terminated. The City of Gillette's 23 MW of Wygen III capacity has been
integrated into BHP’s control area and is considered part of its firm native
load. During periods of reduced production at Wygen IlI, or during periods
when Wygen IIl is off line, BHP will provide the City of Gillette with its first
23 MW from BHP’s other generation facilities or from system purchases with
reimbursement of costs by the City of Gillette. Under this agreement, BHP
will also provide the City of Gillette its operating component of spinning
reserves;

e BHP has an agreement to supply 20 MW of energy and capacity to the
Municipal Energy Agency of Nebraska (MEAN). This contract is unit-
contingent based on the availability of the Neil Simpson Il and Wygen III
plants, with capacity purchases decreasing to 15 MW in 2018, 12 MW in
2020 and 10 MW in 2022. This contract expires in 2023



e BHP’s five-year PPA with MEAN which commenced in May 2010 whereby
MEAN will purchase 5 MW of unit-contingent capacity from Neil Simpson II
and 5 MW of unit-contingent capacity from Wygen III.

1.2.2 Cheyenne Light, Fuel and Power

Cheyenne Light serves approximately 40,000 electric customers and 35,000 natural
gas customers in Cheyenne and a large portion of Laramie County, Wyoming,
including natural gas service to Pine Bluffs, Burns, and Carpenter in eastern Laramie
County, Wyoming. Cheyenne Light’s 2012 system summer peak was 187 MW and
its winter peak in 2012 was 174 MW.

Cheyenne Light currently meets electric demand through purchases from the open
market and from the following PPAs and generation assets:

¢ One coal-fired power plant with a total net capacity of 90 MW;

e A PPA with Black Hills Wyoming for 40 MW from CT2 which expires in
August 2014;

e Two PPAs with Duke Energy for the energy from the Happy Jack and Silver
Sage wind facilities in Cheyenne, Wyoming. These PPAs expire in 2028 and
2029, respectively;

e A PPA with BH Wyoming for 60 MW from Wygen [ which expires in 2022;
this PPA includes an option for Cheyenne Light to purchase Black Hills’
Wyoming’s ownership share of the Wygen I facility.

In addition, Cheyenne Light has entered into agreements with Basin Electric for the
purchase and sale of 40 MW of capacity and energy. Cheyenne Light purchases 40
MW of capacity and energy from Basin Electric that is delivered at the Ault
Substation and sells 40 MW of capacity and energy to Basin Electric that is delivered
to one of the substations on the Black Hills Basin Electric (BHBE) Transmission
System. These agreements expire on September 30, 2014.

Cheyenne Light's power delivery system consists of approximately 25 miles of
transmission lines (greater than 69 kV) and 1,229 miles of distribution lines (69 kV
or lower).

1.3 Stakeholder Meetings and Education

Per the Stipulation and Agreement, a collaborative was established with the
Wyoming OCA, the Staff of the South Dakota Public Utilities Commission (SDPUC),
BHP, Cheyenne Light, and other parties whose interests could be affected by the
outcome of the generation pool study. The first stakeholder meeting was held in
September 2012. At this meeting, BHP and Cheyenne Light provided information
related to current operation of both utility’s generation assets and stakeholders
discussed the scope of the generation pool study. Subsequent meetings were held



throughout 2012 and 2013 to further inform stakeholders about transmission,
environmental regulations and generation dispatch operations. Notes from
stakeholder meetings can be found in Volume III along with copies of the
presentations made to the stakeholders at those meetings. The stakeholders jointly
developed the study scope, reviewed the analysis and results, and reviewed the
report prior to its completion.

At the first stakeholder meeting, the collaborative agreed upon the objective of the
generation pool study: “To assess costs/benefits of utility power supply integration
for an uncertain future.” The parties also agreed that production cost modeling
would identify if pooling the generation resources of the two utilities would provide
cost savings. At subsequent meetings, the stakeholders discussed and agreed on a
modeling approach and associated assumptions. The assumptions are contained in
Volume II.




2.0 Utilities Overview

Since the acquisition of Cheyenne Light by BHC in 2005, various levels of joint
operation and resource planning between Cheyenne Light and BHP have occurred.
The most recent, in 2011, was the joint application for a CPCN for the Cheyenne
Prairie Generating Station.

This chapter provides an overview of the resource planning and operations for each
utility and the joint activities that have taken place to date.

2.1 BHP and Cheyenne Light Resource Planning History

On January 21, 2005, BHC closed its purchase of Cheyenne Light from Xcel Energy.
An Integrated Resource Plan (IRP) for 2005-2016 was filed with the Wyoming
Commission in March 2005 that evaluated Cheyenne Light as a standalone system,
BHP as a standalone system, and a BHP/Cheyenne Light combined system. For the
BHP/Cheyenne Light combined system, this IRP identified that a coal-fired resource
(Wygen II) was required in the 2008 time frame and that a resource would also be
required in the 2009-2011 time period. This IRP concluded that combining the
systems on an operational (dispatch) and planning basis provided benefits.

Subsequently, in 2007, a joint BHP/Cheyenne Light IRP for 2008-2027 was filed that
evaluated the resource requirements of the combined BHP/Cheyenne Light system.
A combined system was examined as the 2005 IRP had shown that combined
operations and planning provided benefits. This IRP identified the addition of a
coal-fired resource (Wygen III) in 2010. No cost or resource allocation between
BHP and Cheyenne Light was performed as part of the IRP. The results of this IRP
were consistent with the IRP completed in 2005.

During certification and rate case hearings associated with Wygen Il and Wygen III,
the WPSC and SDPUC expressed concern that combined IRPs had been conducted
for the two utilities, but the assets identified in the IRPs were built and owned by a
single utility. Thus, in 2011, when BHP and Cheyenne Light each identified a need to
conduct IRPs, these IRPs were completed on a standalone basis. The Cheyenne
Light IRP was completed first which resulted in Cheyenne Light filing an application
for a CPCN for the addition of three combustion turbines (CT). During the process of
performing the BHP IRP, it became apparent that a combined cycle unit jointly-
owned by BHP and CLFP might best meet the resource needs of the two systems.
Therefore, Cheyenne Light withdrew its request for a CPCN for three CTs and filed a
joint CPCN with BHP for the installation of a jointly-owned combined cycle and a
Cheyenne Light-owned CT (the Cheyenne Prairie Generating Station). A joint
resource plan was not completed to support the request for the joint CPCN;
however, BHP and Cheyenne Light did complete additional analysis to determine
the financial impact on the individual resource plans.



2.2 BHC/BHP/Cheyenne Light Operations Background

Shortly after BHC acquired Cheyenne Light in 2005, a number of operational
changes were implemented to increase efficiency and reduce costs for BHP and
Cheyenne Light customers. The creation of Black Hills Service Company provides
for reduced overhead and shared information systems. Through the service
company, departments have been consolidated to provide common services for each
of the company’s utilities. The consolidated departments include engineering,
regulatory/resource planning, human resources, accounting, finance, customer
service, and outage management. In addition, common software systems have been
put in place for the customer information system, the geographical information
system, human resources, outage management, and financial software. Through this
effort, redundant systems were eliminated, resulting in seven core systems that are
utilized for the majority of the company’s employees’ and customers’ needs.

2.3  Existing Agreements for Operational Cost Savings

Four agreements are currently in place that allow BHP and Cheyenne Light to take
advantage of operational cost savings. These include the Generation Dispatch and
Energy Management Agreement (GDEMA), the Spinning Reserve Sharing
Agreement, the Economy Energy Service Agreement, and the Shared Facilities
Agreement.

2.3.1 Generation Dispatch and Energy Management Agreement (GDEMA).

The parties to this agreement are BHP and Cheyenne Light. The agreement allows
BHP to utilize its capabilities, systems, and staff to manage the dispatch of BHP’s and
Cheyenne Light’s generating facilities and other power resources on a system-wide
least cost basis taking into consideration the cost and reliability of resources and
transmission services. Under the agreement, BHP manages the BHP and Cheyenne
Light systems in a coordinated manner to allow BHP and Cheyenne Light to serve
their customers using the least cost mix of both parties’ energy resources. These
resources are comprised of each party’s generating facilities, long-term capacity and
energy purchases, and short-term economy energy purchases regardless of
ownership or control of those resources by BHP or Cheyenne Light. The GDEMA
allows Cheyenne Light to rely on BHP’s generation dispatch and energy
management capabilities and experienced personnel on an at-cost basis, freeing
Cheyenne Light from the need to develop duplicative capabilities.

BHP and Cheyenne Light each own generating facilities which are located in western
South Dakota and northeastern Wyoming; however, the Cheyenne Light service area
is not directly interconnected to those generating facilities. The GDEMA includes a
provision that allows BHP to arrange transmission service on the Western Area
Power Administration, Colorado-Missouri Region (WACM) system on behalf of itself
and Cheyenne Light. The agreement also includes the provision that BHP buys



surplus energy from Cheyenne Light to facilitate service to customers on a least-cost
basis.

2.3.2 Spinning Reserve Sharing Agreement

The three parties to this agreement are BHP, Cheyenne Light, and Black Hills
Colorado Electric. This agreement allows any of the three parties to rely on another
of the parties’ resources when a party needs to procure spinning reserves but is
unable to procure spinning reserves from an unaffiliated third-party supplier.
Under the terms of this agreement, a party that supplies spinning reserves may
recover its actual cost of providing the spinning reserve service.

2.3.3 Economy Energy Service Agreement

The three parties to this agreement are BHP, Cheyenne Light, and Black Hills
Colorado Electric. This agreement allows the three parties to voluntarily sell and
buy economy energy services among themselves. Under the terms of this
agreement, the purchasing party may only purchase Economy Energy Service from
another party to this agreement when the purchaser is unable to procure reliable
energy from an unaffiliated supplier at a price lower than the price for the Economy
Energy Service. In addition, the agreement only allows the supplying party to make
energy available to another party if the sale does not displace an opportunity to sell
that energy at a higher price.

2.3.4 Shared Facilities Agreement

This agreement is between BHP and Cheyenne Light. The agreement allows that
certain capital assets located at the Neil Simpson Complex in Gillette, Wyoming and
owned by one of the parties may be used to support the operations of one or more
of the plants not directly owned by the party owning the shared capital asset. The
parties pay a fee as consideration for the benefit from their use of the shared capital
assets plus a share of the operating and maintenance and expenses of the shared
capital assets.

2.4 Operational Efficiencies Already Implemented

BHP and Cheyenne Light both own generation facilities at the Gillette Energy
Complex located near Gillette, Wyoming. The utilities, through existing agreements,
share land ownership, infrastructure, facilities and staff for the operation of their
generation facilities at the Gillette Energy Complex. In addition, BHP and Cheyenne
Light are constructing the jointly-owned natural gas-fired generation in Cheyenne,
Wyoming (the Cheyenne Prairie Generating Station) and will establish similar
agreements to share common facilities, infrastructure and staff at this plant.



3.0 Generation Pool Alternatives

At the outset of this generation pool study effort, the collaborative believed that the
study would evaluate three generation pool alternatives:

1. Continue current operation but with the addition of a planning reserve
capacity agreement and a joint planning agreement

2. Create a generation holding company that would own the BHP and Cheyenne
Light generation assets with allocation of the cost of generation to each of the
utilities

3. Merging BHP and Cheyenne Light into one utility.

As the effort progressed, however, it was decided to examine only two of the
alternatives:

1) Current operation with the addition of a Planning Reserve Capacity
Agreement and joint resource planning, and
2) A generation holding company with combined dispatch and joint planning.

The collaborative decided that for the purposes of this generation pool study and
report, the third alternative, merging BHP and Cheyenne Light into one utility,
would be limited to identifying all of the efforts and issues associated with this
option. Those efforts and issues are summarized in Appendix A.

As the study progressed, the collaborative also decided that it made sense to initially
examine the existing system costs for each of the two utilities. A system cost
analysis was conducted comparing the projected system costs expected to be
incurred for Cheyenne Light and BHP for the next five years on a standalone basis.
This analysis is described first, followed by a description of the analysis that was
conducted to quantify the potential benefits of current operation with the addition
of agreements, and then the potential benefits and issues related to the formation of
a generation holding company.

3.1 System Cost Analysis

System costs were calculated for Cheyenne Light and BHP for the years 2013
through 2017 based on BHC'’s five-year strategic plan assumptions. Values were
determined on a $/MWh basis and included owned, contracted and short-term
purchased resources. Key assumptions include Cheyenne Light’s purchase of
Wygen I in October 2014 and the retirement of two of BHP’s coal-fired units, Ben
French Steam unit in 2012 and Neil Simpson [ in March of 2014.



Table 3-1
System Cost Analysis ($/MWh)

Year BHP Cheyenne | Average
Light System
2013 4491 51.74 47.33
2014 48.92 60.00 52.96
2015 53.78 68.01 59.18
2016 55.96 69.78 61.22
2017 55.50 68.20 60.34

As shown in Table 3-1, the system costs for BHP are lower than the system costs for
Cheyenne Light in all years that were analyzed. The spread between the system
costs is $6.83/MWh in 2013 and increases in 2014 and 2015. In 2014, the Cheyenne
Prairie Generating Station (with ownership shares for each of Cheyenne Light and
BHP) will begin commercial operation. In 2015, the system costs increase for both
companies, and the difference also increases to over $14/MWh. In 2016 and 2017,
the spread in the system costs begins to decline. Although the system cost analysis
did not extend for the entire 20-year planning period used for the generation pool
study, the short-term analysis shows a continuing system cost disparity between the
two utilities.

The conclusions of the system cost analysis include:

e The system costs for Cheyenne Light and BHP remain significantly different
in the early years of the planning period.

e BHP’s total system cost is lower than Cheyenne Light’s primarily due to the
vintage of its resources.

e Ifageneration pool were developed, historical power supply cost differences
will need to be addressed to ensure future pricing equity.

e Over just the first five years, equalizing production costs between BHP and
Cheyenne Light would result in higher costs to BHP of more than $50 million.

Figure 3-1 shows the difference in cost between BHP and Cheyenne Light and the
average system cost for 2013-2017. This figure shows that equalizing production
costs in 2013 would raise costs to BHP customers by $6 million, while lowering
costs to Cheyenne Light customers by the same amount.




Figure 3-1
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3.2 Current Operation with Addition of Planning Reserve Capacity Agreement
and Joint Resource Planning

The first generation pool alternative to be examined reflects the current
independent operation of both BHP and Cheyenne Light, but with the addition of a
planning reserve capacity agreement and a joint resource planning process. Under
current independent operation, there is an existing Economy Energy Service
Agreement between the two utilities. The potential benefits of this agreement were
also examined in the course of evaluating current operation.

3.2.1 Planning Reserve Capacity Agreement

BHP and Cheyenne Light each have an obligation to maintain planning reserves and
on occasion have a need to procure this planning reserve capacity from the market
to fulfill capacity requirements. A planning reserve capacity agreement would allow
BHP and Cheyenne Light to share firm capacity for planning reserves. Under this
proposed agreement, one of the parties would be able to purchase planning reserve
capacity from the other party when the procuring party cannot satisfy its entire
reserve obligation using its own resources due to a short-term contingency. A
short-term contingency, as defined in the proposed agreement, means an event or
condition causing a procuring party to require additional planning reserve capacity
for a period not to exceed 30 days. In addition, the agreement would be system
contingent. This means that if the supplying party needed to recall its capacity to
satisfy its own system needs, the procuring party would need to find an alternative
source of planning reserve capacity.
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The terms of this agreement are similar to the agreement that BHP has with the City
of Gillette for planning reserve services. The price structure stipulates that the
selling party will recover its cost of providing the planning reserve service taking
into account both the firm capacity itself and associated energy. The capacity charge
would take into account fixed costs including insurance, interest expenses, return on
equity, property taxes, and federal income taxes. The variable and fuel costs would
be recovered based on actual costs incurred to provide the planning reserve service.

As currently drafted, the agreement would contain no requirement for evaluating
other sources (third-party) of capacity prior to purchasing capacity from the other
party. In addition, neither party would be obligated to provide planning reserve
capacity to another party

The intent of this agreement is to allow BHP and Cheyenne Light to provide a
beneficial service to the other that will allow them to economically satisfy their
planning reserve requirements and help maintain system reliability. This type of
agreement particularly makes sense within the market that BHP and Cheyenne
Light operate. Capacity markets have not developed in the West, as has been the
case in many of the North American Electric Reliability Corporation (NERC) regions
in the Eastern Interconnection. In the West, transactions are usually energy
transactions such as 6 x 16 sales. In addition, the agreement would provide the
benefit to both BHP and Cheyenne Light that procuring the planning capacity
through the agreement then allows the purchaser to buy economy energy in the
market to meet energy needs.

The primary issues to be examined with a planning reserve capacity agreement are
financial and legal. With the addition of a planning reserve capacity agreement, off-
system sales opportunities might be reduced, reducing the benefit to customers that
are gained through those off-system sales opportunities. Outside legal review is
required and an application may need to be filed with the FERC for approval of the
Planning Reserve Capacity Agreement. State regulatory filings may also be required.

3.2.1.1 Planning Reserve Capacity Agreement Analysis

The intent of this agreement is to allow BHP and Cheyenne Light to provide a
beneficial service to the other that will allow them to economically satisfy their
planning reserve requirements and help maintain system reliability. To determine
the potential benefits associated with the planning reserve capacity agreement, two
scenarios were examined:

1. Capacity shortfall due to load growth and unit retirement (Table 3-2)
2. Capacity shortfall due to short-term unit outage (Table 3-3)



For both scenarios, the following assumptions apply:

e The cost structure includes two cost components: capacity and energy. The
capacity charge used in the analysis is the same capacity charge as is found in
the planning reserve capacity agreement already in place with the City of
Gillette. The energy charge is 75% of the forward market price. An
assumption is made that any needed energy would be purchased in order to
avoid calling on the capacity.

e The forward market pricing used is the Palo Verde Price. The values are
based on the Argus U.S. Electricity Forecast and prices are from the June 10,
2013 forward market information.

e The capacity requirements occur for 6 days per week, 8 hours per day.

The examples shown in Table 3-21 and 3-3 are demonstrative of the benefits and
costs that would be expected through the implementation of the planning reserve
capacity agreement.

1 This example shows approximately $1.2 million in savings primarily based on the assumption that
in 2014 Cheyenne Light will have capacity deficits in several months due to load forecast
assumptions and expiration of a purchase power agreement. This example does not necessarily
represent expected annual savings.

ﬂ




Table 3-2

Planning Reserve Capacity Analysis - Load Growth and Unit Retirement (2014)

Item

Jan

Feb

Mar

Apr

May

Sep

Oct

Nov

Dec

2014

BHP Capacity
Excess/(Deficit)

(MW)

39

46

76

88

75

44

134

95

54

Cheyenne Light
Capacity Excess
(Deficit) (MW)

(36)

(B1)

(21)

(11)

(17)

(66)

23

(3)

Planning Reserve
Capacity that can be
supplied by BHP
(MW)

30

29

21

11

17

44

Cost of Capacity

Cheyenne Light
Capacity Cost paid
to BHP ($)

$74,730

$72,239

$52,311

$27,401

$42,347

$109,604

$7,473

$386,105

Cheyenne Light
Energy Cost ($)

$179,820

$154,512

$121,212

$64,865

$104,101

$321,098

$18,018

$963,636

Total Cost

$254,550

$226,751

$173,523

$92,266

$146,448

$430,702

$25,491

$1,349,731

Cheyenne Light Cost
to Purchase Firm

Energy ($/MW)

$479,520

$412,032

$323,2323

$172,973

$277,603

$856,261

$48,048

$2,569,669

Benefit/(Cost) to
Cheyenne Light

$224,970

$185,281

$149,709

$80,707

$131,155

$425,559

$22,557

$1,219,938

Benefit/(Cost) to
BHP

$74,730

$72,239

$52,311

$27,401

$42,347

$109,604

$7,472

$386,105




For 2014, as shown in Table 3-2, BHP is expected to have a capacity excess in all
months of the year except June, July, and August. That capacity excess ranges from a
low of 39 MW to a high of 134 MW. During those same nine months, Cheyenne Light
is expected to have a capacity deficit in every month except October and November.
The value that is shown on the third line of Table 3-2, the amount of planning
reserve capacity that can be supplied by BHP, is the lower of 1) the planning reserve
requirement (January and February), 2) the actual deficit (March, April, May, and
December), or 3) the amount of BHP capacity excess (September).

Using January as an example, Cheyenne Light pays a capacity cost to BHP ($74,730)
and the actual cost of energy ($179,820) which sum to a total cost ($254,550). If
Cheyenne Light had purchased these services from a third party, the costs are
estimated to have totaled $479,520. Thus, Cheyenne Light received a benefit of
$224,970 ($479,520 - $254,550). BHP was compensated at cost for the energy
produced and received a benefit for the cost of capacity of $74,730. For the year
2014 as a whole, the estimated benefits for Cheyenne Light for the planning reserve
capacity agreement are $1,219,938. BHP’s expected benefits for the year total
$386,105.

The second example involves a two-day outage in March 2014 of Neil Simpson 1], a
unit owned by BHP. As shown on Table 3-3, Neil Simpson II is an 80 MW unit and
the entire unit is out for maintenance. In March, Cheyenne Light has excess capacity
of 45 MW. The capacity charge used in this analysis, $3.35/MWh, equates to the
capacity charge in the planning reserve capacity agreement already in place with the
City of Gillette. For this example, the capacity charge was reduced to a $/MWh basis
because the outage was only for two days. In addition, it was assumed that BHP
would only need the capacity for on-peak hours (16 hours).

BHP pays Cheyenne Light $4,824 for capacity and $29,970 for energy for a total cost
of $34,794. If that service had been purchased in the market, BHP would have paid
$53,280. Thus the benefit to BHP is $18,486 and the benefit to Cheyenne Light is
$4,824.

Table 3-3
Planning Reserve Capacity Analysis - Unit Outage

2-Day Unit Outage Example March 2014
Loss of Neil Simpson Il (MW) -80
Cheyenne Light Excess Capacity (MW) 45
BHP Capacity Cost ($/MW)

Paid to Cheyenne Light ($) ($3.35/MWh) $4,824

BHP Energy Cost ($) (Market Price — 10%) $29,970
Total Cost (3$) $34,794
Cost to Purchase Firm Energy ($) $53,280
Benefit to BHP ($) $18,486
Benefit to Cheyenne Light ($) $4,824




3.2.2 Joint Resource Planning

At present, there is no draft joint planning agreement. The potential benefits of such
an agreement (in conjunction with the other existing agreements and proposed
planning reserve capacity agreement) would be to allow the entities to take
advantage of economies of scale, to construct larger units than might be the case
relative to standalone planning and potentially other benefits. The implementation
of joint planning, in conjunction with the planning reserve capacity agreement,
would allow for potential benefits in deferring the need for additional capacity by
allowing reserves to be shared among the operating units.

South Dakota regulators have previously expressed some preference for a
standalone planning process. Joint planning gives rise to concerns regarding the
allocation of new capacity between affiliated companies, which has been a source of
controversy within the utility industry over the years. Examples where such issues
have arisen include the Middle South Utilities (now Entergy) Grand Gulf case? and
the American Electric Power Rockport case3. Further, the PacifiCorp states have
struggled with the issue of allocation of resources among their six jurisdictions for
decades*.

Developing a complete Joint Planning Agreement would entail trying to anticipate a
wide range of possible issues and circumstances. It would be very unlikely that one
could anticipate and resolve all potential problems or issues in advance. For
example, a large customer load addition in one utility’s service territory may require
the completion of a resource plan and acquisition of resources to supply the new

2 Grand Gulf dealt with allocation of a nuclear plant between Middle South Utilities operating units in
Louisiana, Arkansas, and Mississippi. Grand Gulf was owned by a FERC-regulated subsidiary and
sold power under a contract to the operating units. The allocation of power to the states was a highly
contentious issue and ended up in the U.S. Supreme Court. Mississippi Power v. Miss. Ex Rel. Moore,
487 U.S. 354 (1988) 487 U.S. 354 Mississippi Power & Light CO. v. Mississippi Ex Rel. Moore, Attorney
General of Mississippi, et al Appeal from the Surpreme Court of Mississippi No. 86-1970.

3 The Rockport Case had similarities to the Grand Gulf case in that it involved allocation of power
sales contract for 15% of output of the Rockport coal plant located in Indiana to Kentucky Power, the
AEP operating unit in Kentucky. The Kentucky Public Service Commission disallowed recovery of
Rockport costs for KU through a series of orders including Kentucky Public Service Commission
Docket Nos. 8721,9061, 9325 and 9732-B. The Kentucky Commission found it would be less costly
for Kentucky Power to purchase power from the AEP Pool, which was its right under the pooling
agreement than to buy power from Rockport, thus invoking a disallowance.

4 The PacifiCorp states have struggled with the issue of allocation of resources among their six
jurisdictions. In the case of PacifiCorp, the problem can be traced back to decisions made by Pacific
Power & Light (PP&L) and Utah Power & Light (UP&L) at the time of their merger in 1988. The two
utilities did not resolve this difficult issue when approval of the merger was being sought in the
various states. Rather, they offered to convene a jurisdictional allocation committee with all of the
involved states after approval of the merger was obtained. Re PacifiCorp, OPUC Docket No. UF 4000,
Order No. 88-767 at 5 (July 15, 1988). A major concern of regulators in Oregon and Washington was
the impact of the higher cost UP&L system on the lower cost PP&L system. Re PacifiCorp, WUTC
Docket No. U-87-1338-AT Second Supplemental Order Approving Merger with Requirements at 14



load. If the other utility continues to grow at a typical rate and does not need
additional resources, it should not be required to participate in the resource plan.
Consequently, a more productive approach would be to develop a set of principles
to guide the joint planning process. Some possible principles are set forth below:

1. Joint resource planning has the potential to provide benefits to both BHP and
Cheyenne Light customers, and should be evaluated as part of the IRP
process or when a new resource addition is being considered by either
utility. The joint resource planning process will identify any benefit of load
diversity.

2. Owing to the unique nature of the BHP and Cheyenne Light systems, there
may be instances where joint resource planning is not feasible, appropriate,
or could fail to result in equitable allocation of costs and benefits of resources
among BHP and Cheyenne Light. Consequently, standalone resource
planning results should also be considered in relation to joint resource
planning results.

3. Ideally, there would be agreement among stakeholders as to how jointly-
owned resources should be assigned to affiliated companies prior to
construction.

4. Resource Planning will be conducted to support the recommended resource
addition. If jointly-owned resources are recommended this
recommendation will be supported by a joint resource plan. Independent
resource plans will be conducted to support standalone resource additions.

5. BHP has committed to improving its internal modeling and forecasting
capabilities for purposes of conducting its future planning activities.

a. Use weather-normalized load projections for both energy and demand
forecasts.

b. Use an econometric or similar analysis for basis of low, mid and high
load scenarios.

c. Provide separate retail load and wholesale load data and projections.

3.2.3 Planning Reserve Capacity Agreement and Joint Resource Planning
Process Analysis

Capacity expansion and production costing analyses were conducted to evaluate the
potential benefits of a Planning Reserve Capacity Agreement and a joint planning
process. Three cases were examined along with three scenarios to examine the risk
associated with varying levels of load growth, high load, low load and step load
growth:

e BHP Standalone case;
e Cheyenne Light Standalone case;
e Combined System with Independent Company Peaks case



o In this case, although the loads for the two systems were combined,
the load forecast for each utility was kept in a respective zone and a
reserve margin was calculated for each zone as well as a reserve
margin for the entire system (taking into account both zones). For
this analysis, the entire system is required to meet the 15% reserve
margin but each zone’s reserve margin could fall below the 15%
reserve margin requirement essentially allowing the zones to share

capacity.

o Future resources were added based on the combined system.

Table 3-4 shows that for the base load case, the anticipated savings from the
planning reserve capacity agreement and the joint planning process over the 20-
year planning horizon is $51.40 million. Table 3-4 shows the savings under the
other load scenarios as well. Table 3-5 shows the resource portfolios for the BHP
Standalone, Cheyenne Light Standalone and the Combined System with Independent

Company Peaks cases.

Table 3-4
Scenario Results - Benefits of Planning Reserve Capacity Agreement and Joint
Planning Process
(PVRR - $ millions)

Base Load | High Load | Low Load | Step Load
BHP Standalone $1,845.28 $2,056.64 $1,632.86 | $2,033.02
Cheyenne Light Standalone $1,115.68 $1,196.86 $1,037.13 | $1,466.55
BHP plus Cheyenne Light $2,960.96 $3,253.50 $2,669.99 | $3,499.57
Standalone Sum
Independent Company Peaks | $2,909.56 $3,194.82 $2,639.21 | $3,412.97
Benefits of Planning Reserve | $51.40 $58.68 $30.78 $86.60

Capacity Agreement and
Joint Planning




Table 3-5
Resource Portfolios for Planning Reserve Capacity Agreement and Joint

Planning Cases (Base Load Scenario)

Year BHP Standalone Cheyenne Light Combined System
Standalone with Independent
Peaks
2015 Market - 25 MW Market - 25 MW Market - 50 MW
2016 Market - 25 MW Market - 50 MW Market - 50 MW
2017 Market - 25 MW Market - 50 MW Market - 75 MW
2018 Market - 25 MW Market - 50 MW Market - 75 MW
2019 Market - 50 MW Market - 50 MW Market - 75 MW
2020 Market - 50 MW Market - 50 MW Market - 75 MW
2021 Market - 50 MW 36 MW CT Market - 100 MW
Market - 25 MW
2022 Market - 50 MW Market - 25 MW Market - 100 MW
2023 Market - 50 MW Market - 25 MW Market - 100 MW
2024 100 MW Coal Market - 25 MW 180 MW CT
30 MW Wind
2025 Market - 25 MW
2026 Market - 25 MW Market - 50 MW Market - 25 MW
2027 Market - 25 MW Market - 50 MW Market - 25 MW
2028 Market - 25 MW Market - 50 MW Market - 50 MW
2029 Market - 25 MW Market - 50 MW Market - 50 MW
2030 Market - 50 MW 36 MW CT Market - 75 MW
Market - 25 MW
2031 Market - 50 MW Market - 25 MW Market - 75 MW
2032 Market - 50 MW Market - 25 MW Market - 75 MW
2033 Market - 50 MW Market - 50 MW Market - 100 MW
2034 Market - 75 MW Market - 50 MW Market - 100 MW
PVRR $1,845.28 $1,115.68 $2,909.56

The resource portfolios for the other three scenarios are shown in Tables 3-6

through 3-8.




Table 3-6
Resource Portfolios for Planning Reserve Capacity Agreement and Joint

Planning Cases (High Load Scenario)

Year BHP Standalone Cheyenne Light Combined System
Standalone with Independent
Peaks
2015 Market - 50 MW Market - 50 MW Market - 75MW
2016 Market - 50 MW Market - 50 MW Market - 75MW
2017 36 MW CT Market - 50 MW Market - 100MW
Market - 25 MW
2018 Market - 25 MW Market - 50 MW Market - 100MW
2019 Market - 50 MW 36 MW CT Market - 125MW
Market - 25 MW
2020 Market - 50 MW Market - 25 MW Market - 100MW
36 MW Simple
Cycle
2021 Market - 50 MW Market - 25 MW Market - 125MW
2022 Market - 75 MW Market - 50 MW Market - 125MW
2023 Market - 75 MW Market - 50 MW 30 MW Wind
Market - 125 MW
2024 100 MW Coal Market - 50 MW 180 MW CT
Market - 25 MW Market -50MW
2025 Market - 25 MW Market - 50 MW Market - 50MW
2026 Market - 50 MW 36 MW CT Market - 75MW
Market - 25 MW
2027 Market - 50 MW Market - 25 MW Market - 100MW
2028 36 MW CT Market - 50 MW Market - 100MW
Market - 25 MW
2029 Market - 50 MW Market - 50 MW Market - 25MW
Coal - 100 MW
2030 Market - 50 MW Market - 50 MW Market - 50MW
2031 Market - 75 MW 36 MW CT Market - 75MW
Market - 25 MW 30 MW Wind
2032 36 MW CT Market - 25 MW Market - 100MW
Market - 50 MW
2033 Market - 50 MW Market - 50 MW Market - 100MW
2034 Market - 75 MW Market - 50 MW Market - 125MW
PVRR $2,056.64 $1,196.86 $3,194.82




Table 3-7
Resource Portfolios for Planning Reserve Capacity Agreement and Joint

Planning Cases (Low Load Scenario)

Year BHP Standalone Cheyenne Light Combined System
Standalone with Independent
Peaks
2015 Market - 25 MW Market - 25MW
2016 Market - 25 MW Market - 25MW
2017 Market - 25 MW Market - 25MW
2018 Market - 25 MW Market - 25MW
2019 Market - 25 MW Market - 25MW
2020 Market - 50 MW Market - 25MW
2021 Market - 50 MW Market - 2MW
2022 Market - 50 MW Market - 50MW
2023 Market - 50 MW Market - 25MW
2024 Market - 50 MW Market - 50 MW Market - 75MW
2025 Market - 50 MW Market - 50 MW Market - 100MW
2026 Market - 50 MW Market - 50 MW Market - 100MW
2027 Market - 50 MW 36 MW CT Market - 100MW
Market - 25 MW
2028 Market - 50 MW Market - 25 MW Market - 100MW
30 MW Wind
2029 Market - 50 MW Market - 25 MW Market - 100MW
2030 Market - 50 MW Market - 25 MW Market - 125MW
2031 36 MW CT Market - 25 MW Market - 125MW
Market - 25 MW
2032 Market - 25 MW Market - 50 MW Market - 125MW
2033 Market - 25 MW Market - 50 MW Market - 125MW
2034 Market - 25 MW Market - 50 MW Market - 125MW
PVRR $1,632.86 $1,037.13 $2,639.21




Table 3-8
Resource Portfolios for Planning Reserve Capacity Agreement and Joint

Planning Cases (Step Load Scenario)

Year BHP Standalone Cheyenne Light Combined System
Standalone with Independent
Peaks
2015 36 MW CT 36 MW CT 180 MW CT
Market - 25 MW Market - 50 MW
2016 Market - 50 MW Market - 50 MW
2017 Market - 50 MW 36 MW CT
Market - 25 MW
2018 Market - 50 MW Market - 25 MW Market - 25MW
2019 Market - 50 MW Market - 25 MW Market - 25MW
2020 Market - 50 MW Market - 50 MW 30 MW Wind
Market - 25MW
2021 Market - 50 MW Market - 50 MW Market - 50MW
2022 Market - 75 MW Market - 50 MW Market - 50MW
2023 Market - 50 MW Market - 50 MW Market - 50MW
2024 100 MW Coal 100 MW Coal Market - 125MW
Market - 25 MW
2025 Market - 25 MW Market - 125MW
2026 Market - 25 MW Market - 125MW
2027 Market - 25 MW Market - 50MW
Coal - 100MW
2028 Market - 50 MW Market - 50MW
2029 Market - 50 MW Market - 75MW
2030 Market - 50 MW Market - 100 MW
30 MW Wind
2031 Market - 75 MW Market - 100MW
2032 36 MW CT Market - 125MW
Market - 25 MW
2033 Market - 50 MW Market - 25 MW Market - 125MW
2034 Market - 50 MW Market - 25 MW 36 MW Simple
Cycle Market -
100MW
PVRR $2,033.02 $1,466.55 $3,412.97

In summary, the potential planning reserve capacity agreement and joint resource
planning benefits include:

Providing an economic option for meeting planning reserve requirements
rather than purchasing firm energy for short-term contingencies on the
market at a higher price.
The selling party benefits by receiving a capacity payment.

The procuring party can purchase economy energy to meet its energy needs.




e The agreement does not obligate utilities to sell capacity to each other.

e The agreement expands both parties’ ability to acquire needed capacity.

e Future resource acquisitions may “fit” the resource need because resources
are sized for a larger system.

3.2.4 Economy Energy Service Agreement Analysis

The existing Economy Energy Service Agreement allows BHP and Cheyenne Light to
voluntarily sell and buy economy energy services among themselves. To determine
the benefits of this agreement, three cases were compared in production cost
modeling. These three cases were:

e BHP standalone system;
e Cheyenne Light standalone system;
e (Combined System with Independent Company Peaks case
o The combined system resource portfolio included the future
resources included in the BHP standalone portfolio plus the future
resources included in the Cheyenne Light standalone portfolio.

In order to determine the savings from the existing Economy Energy Service
Agreement, the difference in the purchased power costs as well as the differences
incurred in fuel expense and variable 0&M expense were calculated. The total
savings due to the agreement can be expressed as shown in the formula below:

Savings due to Economy Energy Service Agreement = Total difference in
purchased power cost minus (the sum of the difference in variable 0&M
expense plus the difference in fuel expense).

The savings in the base load scenario are expected to be $16.19 million. The savings
for each of the load scenarios are shown in Table 3-9.

Table 3-9
Scenario Results - Benefits of Economy Energy Service Agreement
(PVRR - $ millions)

Base Load | High Load | Low Load | Step Load
Purchased Power Savings for | $121.36 $141.11 $111.69 $111.91
Combined System
Additional Fuel Costs for ($75.63) ($90.07) ($71.40) ($70.96)
Combined System
Additional Variable O&M ($29.54) ($26.59) ($21.72) ($22.76)
Costs for Combined System
Benefits of Economy Energy | $16.19 $24.45 $18.57 $18.19
Service Agreement




3.3 Generation Holding Company

The primary incremental benefit of creating a generation holding company is to
combine the loads of BHP and Cheyenne Light into one forecast, thus creating
potential for diversity benefits in addition to the benefits of reserve sharing and
joint planning. Studies were performed to evaluate the potential benefits of a
seamless combination of BHP and Cheyenne Light. In addition, the issues related to
the creation of a generation holding company were examined and discussed in
depth in the stakeholder process and a list of potential implementation
requirements was presented. This list of issues involves numerous financial, legal
and regulatory steps which could impose substantial additional costs and
uncertainty as to when such a process might be completed. In light of the concerns
related to the cost differential between BHP and Cheyenne Light, it was determined
that the collaborative’s efforts should focus on quantifying the potential benefits of
joint planning and the reserve sharing agreement. However, the sections below
document what the company expects are issues that will need to be addressed to
create a generation holding company.

A generation holding company (GenCo) would own the BHP and Cheyenne Light
generation assets and jointly operate them for the benefit of both companies.

Such a GenCo could be structured in one of two ways:

1. Partially owned by each utility based on the value of contributed assets.
2. An affiliate of BHP and Cheyenne Light.

Both companies would enter into an arrangement whereby they make a capital
contribution to a newly formed entity (GenCo) in exchange for an equity interest.
The new entity would most likely be in the form of a limited liability company (LLC).
The formation of GenCo would be accomplished by a cash contribution as its initial
equity capital. However, the lion’s share of equity capital would come in the form of
the generation assets being contributed. This property contribution would be
treated for income tax purposes as a contribution to capital and as a result there is
no tax consequence. Forming a GenCo in this manner is the most efficient approach
from both a business and tax perspective. The initial ownership share would most
likely be determined based on the net book value of the assets contributed. An
agreement would be entered into that, among other things, would govern operation
of the plant facilities and allocate plant capacity and energy produced. All relevant
existing contracts (e.g., fuel contracts) would be assigned to the GenCo or consents
obtained where necessary from all applicable parties agreeing to such assignment.
The time and cost associated with the formation of a GenCo including determining
the appropriate ownership structure, drafting agreements and completing the
necessary transactions and filings with FERC and state regulatory agencies is
expected to take a significant amount of time and be costly.



A myriad of issues need to be examined for the generation holding company
alternative including legal and tax, financial, regulatory, power marketing (including
existing contracts), transmission, environmental, and operational.

3.3.1 Legal and Federal Tax Issues

Prior to establishing a GenCo, a comprehensive review of all existing contracts and
agreements would be required to ensure that transferring the generation assets to a
GenCo did not violate any of the terms of these agreements or contracts. In the
event that a contract or agreement precluded the transfer of an asset, the risk
associated with opening the contract and re-establishing terms with the GenCo
would need to be evaluated. It is estimated that this review would take a significant
amount of time and require legal resources to complete the review.

As mentioned above, the transfer of assets to a GenCo could be made on a tax-free
basis for federal income tax purposes. Tax basis original cost of the assets
contributed and accumulated depreciation including any prior bonus depreciation
would carry over to GenCo along with the prescribed depreciable lives and methods.
In essence, GenCo would be “stepping into the shoes” of BHP and Cheyenne Light.
Bonus depreciation is simply an acceleration of tax depreciation that would have
otherwise occurred over the tax life of the property. Recently, 50% bonus
depreciation was extended by Congress and signed into law by the President for
qualified plant investments placed in service by December 31, 2013, with certain
exceptions applicable to qualified projects that are placed in service by December
31, 2014. Thus, 50% of the cost of qualified projects can be deducted for tax
purposes in 2013 when they are placed in service. The other 50% is depreciated
over the life of the property as prescribed under tax law.

Accelerated tax depreciation including bonus depreciation will exceed depreciation
recorded for book/regulatory purposes producing a temporary difference to which
the federal income tax rate is applied, resulting in deferred income taxes. The
cumulative effect of these deferred income taxes results in accumulated deferred
income taxes (ADIT). ADIT would follow the related assets as a result of the tax-free
transfer and be carried over to the books and records of GenCo. Thus, there would
be no re-setting of the applicable ADIT.

From a tax perspective, the cost to complete the transfer of assets would not be
significant.

3.3.2 Financial Issues
One of the many decisions that would need to be made for the GenCo is the manner

in which capacity and energy would be priced. One alternative is the Generation
Company