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1 	is successful. This testimony concerns my review of the assumptions incorporated in 

	

2 	and the results from the Company's production cost modeling analyses, and in 

	

3 	particular, I evaluate the economics of the Wilson and Coleman plants, the risk of 

	

4 	CO2 and other environmental costs, and the Company's replacement load 

	

5 	assumptions.' 

6 

	

7 	Q. 	Please summarize your conclusions and recommendations. 

	

8 	A. 	My conclusions and recommendations are: 

	

9 	1. The Company's Load Mitigation Plan is premised on unrealistic or clearly 

	

10 	 erroneous assumptions, including: 

	

11 	 A. The addition of 800 MW and 5,256,000 MWH of unsubstantiated 

	

12 	 replacement load over a six year period in addition to its native load and 

	

13 	 MISO market sales; 

	

14 	 B. The failure to consider CO2 impacts stemming from regulatory requirements, 

	

15 	 which will increase coal generation costs and market sales revenues. The 

	

16 	 impact on coal generation costs will far exceed the benefit of increased 

	

17 	 market sales revenues; 

	

18 	 C. The failure to consider other costs, including environmental capital and 

	

19 	 operating costs, in its modeling decision of whether it is economic to restart 

	

20 	 either Wilson or Coleman; and, 

	

21 	 D. The failure to consider selling Coleman or Wilson for fair market value, and 

	

22 	 instead requiring that the units be sold at 

	

23 	 This decision has artificially constrained the sales process by refusing to 

	

24 	 recognize that fair market value for these units 

	

25 	2. Big Rivers' Load Mitigation Plan is based on nothing more than unfounded hope 

	

26 	 and speculation. It needs to be fundamentally reevaluated to consider other 

	

27 	 business options in order to right-size the Company and to avoid a complete 

	

28 	 bailout by the customers, who can ill afford to pay higher and higher rates. The 

1  While the Company supplied numerous production cost results spreadsheets, no written report summarizing 
input data, output results, findings or conclusions was developed and produced. 
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1 	that the high rates will be temporary and will ultimately decline when replacement 

	

2 	load or market sales come through as the solution to all of the Company's problems. 

3 

	

4 	IV. LOAD MITIGATION PLAN — UNREALISTIC AND ERRONEOUS  

	

5 	 ASSUMPTIONS  
6 

	

7 Q. 	What unrealistic or erroneous assumptions does the Company include in its 

	

8 	Load Mitigation Plan? 

	

9 A. 	They are as follows: 

	

10 	 A. The addition of 800 MW and 5,256,000 MWH of unsubstantiated 

	

11 	 replacement load over a six year period in addition to its native load and 

	

12 	 MISO market sales; 

	

13 	 B. The failure to consider CO2 impacts stemming from regulatory 

	

14 	 requirements, which will increase coal generation costs and market sales 

	

15 	 revenues. The impact on coal generation costs will far exceed the benefit 

	

16 	 of increased market sales revenues; 

	

17 	 C. The failure to consider other costs, including environmental capital and 

	

18 	 operating costs, in its modeling decision of whether it is economic to restart 

	

19 	 either Wilson or Coleman; and, 

	

20 	 D. The failure to consider selling Coleman or Wilson for fair market value, 

	

21 	 and instead requiring that the units be sold at 

	

22 	 . This decision has artificially constrained the sales process by 

	

23 	 refusing to recognize that fair market value for these units 
24 

25 

	

26 	 A. UNSUBSTANTIATED REPLACEMENT LOAD  
27 

	

28 Q. 	Please explain the assumptions the Company used in its modeling to study its 

	

29 	Load Mitigation Plan. 

	

30 A. 	In the Company's production cost analysis, it assumed that the Century and Alcan 

	

31 	loads would be removed beginning September 1, 2013 and February 1, 2014, 
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1 	Q. 	What results did you develop? 

2 A. 	Based on the Company's production cost model analysis, I developed a production 

3 	cost summary for the Company's base case, and for each sensitivity case, which 

4 	appears below. 

5 
6 
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1 	Sensitivity 1 demonstrates that with CO2  costs, Big Rivers production costs increase 

	

2 	on average about IIII million dollars per year, whereas market and replacement 

	

3 	load revenues increase on average by only about II million per year. The net 

	

4 	impact is an increase on average of about 1111 million per year. Sensitivity 2 

	

5 	indicates that if less onerous CO2 regulations are implemented, and utilities only 

	

6 	have to pay for allowances based on a portion of the total CO2  produced, then Big 

	

7 	Rivers' production costs would increase on average about IN million per year, 

	

8 	whereas market and replacement load revenues would increase on average by only 

	

9 	about Im million per year. The net impact is an increase on average of about Ns 

	

10 	million per year. The results show that the impact of CO2 costs on the cost of 

	

11 	operating Big Rivers' generating units is significantly greater than the added benefit 

	

12 	derived from higher market priced revenues. 

13 

	

14 	Q. 	How does the efficiency of a unit affect the CO2 impact? 

	

15 	A. 	The amount of CO2 emitted by a unit is influenced by the unit's efficiency (heat rate). 

	

16 	The more efficient a unit is, the less CO2 will be emitted for each MWH of 

	

17 	generation. The Coleman units are smaller and less efficient than the Wilson unit, 

	

18 	and therefore, the CO2 allowance cost impact at Coleman will be greater than at 

	

19 	Wilson. The chart below compares coal unit heat rates at a selection of coal units 
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1 	has greatly understated the costs that will be incurred once it re-starts the Coleman 

	

2 	and Wilson units. In 2020, Sensitivity 1 indicates that total production costs will 

	

3 	increase by 	million with CO2  impacts included. Of this 	million 

	

4 
	

increase, the Coleman and Wilson units are responsible for 	million or about 

	

5 	Hof the total impact caused by inclusion of CO2  costs. Given the magnitude of 

	

6 	these impacts, CO2 should have been considered in the Company's analysis. 

7 
8 

	

9 
	

C. OTHER EXCLUDED COSTS 
10 

	

11 	Q. 	What is the third unrealistic or erroneous assumption that the Company 

	

12 	included in its Load Mitigation Plan Analysis? 

	

13 	A. 	The Company's third erroneous assumption was that certain capital and operating 

	

14 	costs would not be incorporated in the Load Mitigation Plan analysis of when to 

	

15 	restart the idled Wilson or Coleman plants. Before either plant can be restarted 

	

16 	major capital investments must be made, and after they are restarted ongoing capital 

	

17 	investments and increased operating costs for enviromnental compliance and other 

	

18 	reasons will be incurred. Assuming that Big Rivers will be able to find lenders 

	

19 	willing to fund its merchant generation business (which is questionable given its 

	

20 	inability to access the private debt markets), ignoring the return of and return on the 

	

21 	increased capital investments in its financial modeling is erroneous. 

22 

	

23 	Q. 	What was the basis for the Company's modeling decision to re-start Wilson and 

	

24 	Coleman in 2018 and 2019, respectively? 
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1 
	

Load Mitigation Plan modeling analyses. The following table contains variable cost 

2 
	

gross margin results that were derived from the Company's production cost results. 

3 

4 
5 

	

6 	 According to the Company's explanation in KIUC 2-14 included above, the 

	

7 	gross margin would have to exceed the fixed cost savings, which for each plant is 

	

8 	approximately $111 million. The Company's assumption that this would occur in 

	

9 	2018 for Wilson and 2019 for Coleman appears to be erroneous. The first year that 

	

10 	the net margin exceeds $11111 million is not until 2021 for each unit. The Company's 

	

11 	analysis does not justify the earlier restart dates. If there is an explanation, the 

	

12 	Company should supplement its various discovery responses and address the issue 

	

13 	when it files its next round of testimony. 

14 

	

15 	Q. 	You also indicated that the Company's analysis of when to re-start the units is 

	

16 	flawed because it has excluded other costs that you believe should have been 

	

17 	captured in the analysis. What are those costs? 

	

18 	A. 	In addition to the variable production costs associated with operating the units, there 

	

19 	are also other revenue requirements that are avoidable as long as the units are not re- 

	

20 	started. Once the units re-start, then additional costs will have to be incurred at 
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1 
	

D. ARTIFICIAL CONSTRAINTS ON THE SALES PROCESS 
2 

	

3 	Q. 	What is the final unrealistic or erroneous assumption that the Company 

	

4 	included in its Load Mitigation Plan? 

	

5 	A. 	The final unrealistic assumption is the Company's refusal to consider selling 

	

6 	Coleman or Wilson for fair market value, and instead requiring that the units to be 

	

7 
	

sold at 	 . This decision has artificially constrained the 

	

8 	sales process by refusing to recognize that market value for these 11111111.11111.1 

	

9 	 This is an unrealistic assumption because an arm's length buyer 

	

10 	would only be willing to pay market value, 

11 

	

12 	Q. 	Would customers be better off if the Company were able to sell at 

13 

	

14 	A. 	Certainly they would be, if there was a reasonable chance that the Company could 

	

15 	sell the units above fair market value. But just as it would not be realistic to attempt 

	

16 	to sell a house for more than fair market value, it would not be reasonable to insist on 

	

17 	receiving more than fair market value for the idled plants. Furthermore, the longer 

	

18 	the units sit idle, the less value they will likely have because as time goes by CO2  

	

19 	and other environmental regulations will be imposed, and coal units will be hardest 

	

20 	hit by the regulations. Furthermore, there is a cost to ratepayers just to keep the units 

	

21 	off-line. As Mr. Kollen discusses, it will cost the Company and its customers more 

	

22 	than $111 million per year in fixed costs if the Company retains the Wilson and 

	

23 	Coleman power plants rather than selling them or otherwise divesting them. 








































