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1. INTRODUCTION AND PURPOSE OF TESTIMONY 1 

Q Please state your name, business address, and position. 2 

A My name is Tyler Comings. I am a Senior Researcher at Applied Economics 3 

Clinic, located at 44 Teele Avenue, Somerville, Massachusetts.  4 

Q Please describe Applied Economics Clinic. 5 

A The Applied Economics Clinic is a 501(c)(3) non-profit consulting group housed 6 

at Tufts University's Global Development and Environment Institute. Founded in 7 

February 2017, the Clinic provides expert testimony, analysis, modeling, policy 8 

briefs, and reports for public interest groups on the topics of energy, environment, 9 

consumer protection, and equity, while providing on-the-job training to a new 10 

generation of technical experts.  11 

Q Please summarize your work experience and educational background. 12 

A I have 12 years of experience in economic research and consulting. At Applied 13 

Economics Clinic, I focus on energy system planning, costs of regulatory 14 

compliance, wholesale electricity markets, utility finance, and economic impact 15 

analyses. I have provided testimony on these topics in the District of Columbia, 16 

Hawaii, Indiana, Kentucky, Maryland, New Jersey, Ohio, Oklahoma, West 17 

Virginia, and Nova Scotia (Canada). I am also a Certified Rate of Return Analyst 18 

(CRRA) and member of the Society of Utility and Regulatory Financial Analysts 19 

(SURFA). 20 
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I have provided expertise for many public-interest clients including: American 1 

Association of Retired Persons, Appalachian Regional Commission, Citizens 2 

Action Coalition of Indiana, City of Atlanta, Consumers Union, District of 3 

Columbia Office of the People’s Counsel, District of Columbia Government, 4 

Earthjustice, Energy Future Coalition, Hawaii Division of Consumer Advocacy, 5 

Illinois Attorney General, Maryland Office of the People’s Counsel, 6 

Massachusetts Energy Efficiency Advisory Council, Michigan Agency for 7 

Energy, Mountain Association for Community Economic Development, Nevada 8 

State Office of Energy, New Jersey Division of Rate Counsel, New York State 9 

Energy Research and Development (NYSERDA), Nova Scotia Utility and 10 

Review Board, Rhode Island Office of Energy Resources, Sierra Club, Southern 11 

Environmental Law Center, U.S. Department of Justice, Vermont Department of 12 

Public Service, West Virginia Consumer Advocate Division, and Wisconsin 13 

Department of Administration.  14 

I was previously employed at Synapse Energy Economics, where I provided 15 

expert testimony and reports on coal plant economics and utility system planning. 16 

Prior to that, I performed research on consumer finance and behavioral economics 17 

at Ideas42. Prior to that, I conducted economic impact and benefit-cost analysis of 18 

energy and transportation investments at Economic Development Research 19 

Group. 20 

I hold a B.A. in Mathematics and Economics from Boston University and an 21 

M.A. in Economics from Tufts University. 22 

My full resume is attached as Exhibit TFC-1. 23 
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Q On whose behalf are you testifying in this case? 1 

A I am testifying on behalf of Sierra Club. 2 

Q Have you testified in front of the Colorado Public Utilities Commission 3 

previously?  4 

A No. 5 

Q Have you testified in other jurisdictions?  6 

A Yes. I have testified before public utility commissions in the District of Columbia, 7 

Hawaii, Indiana, Kentucky, Maryland, New Jersey, Ohio, Oklahoma, West 8 

Virginia, and Nova Scotia (Canada).  9 

Q What is the purpose of your testimony? 10 

A My testimony addresses the proposal filed by Public Service Company of 11 

Colorado (the “Company”) to accelerate the depreciation of Comanche Units 1 12 

and 2 and the associated rate plan to offset this expense.  13 

Q Please summarize your testimony? 14 

A Based on my review of the Company’s proposal, I find the following: 15 

1. The accelerated depreciation of Comanche Units 1 and 2 and offsetting 16 

mechanism is in the public interest.  17 

2. The success of the RESA program has afforded the Company the 18 

opportunity to offset the accelerated depreciation.  19 

3. The Company’s proposal is a reasonable one. However, the Company and 20 

the Commission should consider other options for future stranded assets. 21 
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Q What are your recommendations? 1 

A First, I recommend that the Commission approve the Company’s request to 2 

accelerate the depreciation of Comanche Units 1 and 2 to 2022 and 2025, 3 

respectively. Where possible, depreciation schedules should align with the 4 

expected retirement date of the underlying asset.  5 

Second, given the proactive plan put forward by the Company with the support of 6 

multiple stakeholders, I recommend that the Commission approve the other 7 

aspects of the Company’s plan to create a regulatory asset to collect the 8 

incremental depreciation from the early retirement of Comanche 1 and 2 and to 9 

offset near term rate impacts from accelerated depreciation by temporarily 10 

reducing the Renewable Energy Standard Adjustment (“RESA”). This plan 11 

reasonably falls within the spectrum of alternatives that public utility 12 

commissions have employed to address early coal plant retirements.  13 

Third, I recommend that the Commission direct the Company to undertake a more 14 

comprehensive review of its approach to undepreciated plant balances at its other 15 

coal units. The proposal put forward by the Company in this docket is insufficient 16 

to cover the full extent of potentially stranded assets across the Company’s coal 17 

fleet. Therefore, the Commission should caution the Company not to assume that 18 

full recovery of undepreciated plant balances will be allowed for other coal units 19 

that are likely to retire before their currently estimated depreciable lives.  20 
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2. SUMMARY OF THE COMPANY’S PROPOSAL 1 

Q Is the Company proposing to recover costs of Comanche Units 1 and 2 over a 2 

different timeframe?  3 

A Yes. The Company is proposing to expedite the retirement of Comanche Units 1 4 

and 2, two coal units located in Pueblo, Colorado. The Company proposes to 5 

move up the retirement dates for Unit 1 to 2022 and Unit 2 to 2025. The previous 6 

retirement dates for these units were set at 2033 and 2035, respectively.  7 

The Company proposes to recover the capital it has invested in the plant, or 8 

“return of” the investment. In what the Company calls “Step 1” it is proposing to 9 

adjust the depreciation schedule for these units to match their respective 10 

retirement dates. Typically, assets are depreciated over their useful lives; meaning 11 

the owner is approximately “made whole” for the capital they have invested in the 12 

plant by the time it is taken out of service. Given that the Company now plans to 13 

retire Comanche 1 and 2 earlier, it proposes to change how and when it recovers 14 

its investment in these units.   15 

Q Is the Company asking to increase rates immediately to recover incremental 16 

depreciation expenses?  17 

A No. The Company is not asking for an increase in rate recovery for these 18 

incremental costs until the units start to come off-line. Instead, in what it calls 19 

“Step 2,” the Company will set up a regulatory asset that collects the incremental 20 

expense—which is equal to the accelerated depreciation schedule relative to the 21 

existing schedule (i.e. later retirement) in each year—leading up to each unit’s 22 
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retirement. This account will hold the cumulative amount of the incremental cost 1 

of acceleration. This is roughly similar to the manner in which a new plant gets 2 

built but is not recovered in rates until after it comes on-line. In this case, 3 

however, the asset would accumulate over several years and the Company would 4 

start to recover its value in rates “most likely” beginning in 2022, when 5 

Comanche 1 is off-line.1 The Company is also seeking a “return on” this asset, at 6 

its allowed weighted average cost of capital (“WACC”).  7 

Q How does the Company plan to offset the recovery of this new regulatory 8 

asset?  9 

A The regulatory asset will be offset by simultaneously reducing collection of 10 

RESA revenues and redirecting those funds into another account called the 11 

General Rate Schedule Adjustment (“GRSA”).  This is the final step “Step 3” in 12 

the Company’s proposal.  13 

The Company anticipates that the RESA account will have a surplus of funds that 14 

could be used to “extinguish” the costs of the regulatory asset. Thus, ratepayers 15 

would not experience rate shock as the result of the units depreciating earlier. The 16 

creation of a regulatory asset delays the recovery of incremental depreciation 17 

costs and the redirection of RESA funds offsets the recovery from rates for these 18 

costs.   19 

                                                           
1 Supplemental Direct and Attachment of Marci A. McKoane, p. 23, lines 16-18. 
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Q Do you believe that the Company’s proposal is reasonable?  1 

A Yes. As I discuss later in my testimony, expediting the retirement of Comanche 1 2 

and 2 is in the public interest and the Company taking advantage of the success of 3 

the RESA program to counterbalance the earlier recovery of its investment is a 4 

reasonable approach given the circumstances.  5 

3. THE COMPANY’S PLAN TO RETIRE COMANCHE UNITS 1 AND 2 IS BENEFICIAL FOR 6 

RATEPAYERS 7 

Q Do you believe it is beneficial to accelerate the depreciation of Comanche 1 8 

and 2 as the Company has proposed?  9 

A Yes. Comanche 1 and 2 are clearly uneconomic when compared to other options 10 

available to the Company. Expediting their retirement frees up the Company to 11 

pursue these less expensive options.  12 

Q Do you agree with the Company’s claim that the Comanche units were 13 

retired for environmental reasons?  14 

A Not entirely. The two units are being retired mainly for economic reasons. While 15 

it is true that the retirement of Comanche 1 and 2 will result in substantial 16 

environmental benefits for Colorado, and in particular the community in Pueblo, 17 

it is important to note that the proposal to close Comanche 1 and 2 early will 18 

result in a reduction in present value costs to customers even without considering 19 

those environmental benefits.  20 
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Q Why do you conclude that there is an economic benefit from retiring the 1 

Comanche units?  2 

A In discussing the requested rate of return on the incremental depreciation for 3 

Comanche 1 and 2, the Company states that: “These assets were prudently 4 

incurred and approved by the Commission and retired early for environmental 5 

benefit purposes.”2 6 

However, in the 2016 Electric Resource Plan (“ERP”) proceeding, the Company 7 

produced an analysis that showed that retiring Comanche 1 and 2 earlier and 8 

replacing it primarily with new renewable resources would save ratepayers 9 

money.3 The Company compared the present value revenue requirement 10 

(“PVRR”) of several portfolios, including: 11 

1. “Portfolio 1” in which Comanche 1 and 2 are retired in 2033 and 2035, 12 

respectively; the Company acquires 500 MW of new natural gas and no 13 

new renewable resources. 14 

2. “Portfolio 2” in which Comanche 1 and 2 were retired in 2033 and 2035, 15 

respectively; the Company acquires 400 MW of new natural gas, 750 MW 16 

of new wind (at a levelized cost of $20/MWh), and 200 MW of new solar 17 

resources (at a levelized cost of $30/MWh).  18 

3. “Portfolio 3” in which Comanche 1 and 2 are retired in 2022 and 2025, 19 

respectively; the Company acquires 600 MW of new natural gas, 1,250 20 

                                                           
2 Supplemental Direct and Attachment of Marci A. McKoane, p. 40, lines 9-11. 
3 Proceeding No. 16A-0396E, Rebuttal Testimony and Attachments of James F. Hill, p. 38, Table JFH-12 
(Annuity Method) 
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MW of new wind (at a levelized cost of $20/MWh), and 600 MW of new 1 

solar resources (at a levelized cost of $30/MWh).  2 

The Company found that each successive portfolio was less expensive than the 3 

one before it. Procuring significant amounts of new renewable resources 4 

(Portfolio 2) saved $705 million compared to procuring none (Portfolio 1). When 5 

Comanche 1 and 2 are retired early and even more renewable resources are 6 

acquired (Portfolio 3), ratepayers save an additional $285 million. Relative to 7 

Portfolio 1, procuring 1,850 MW of combined wind and solar, 100 MW of 8 

additional natural gas, and retiring Comanche 1 and 2 saves ratepayers $989 9 

million, according to the Company. 10 

Q Is it likely that the savings from retiring Comanche 1 and 2 earlier are 11 

underestimated?  12 

A Yes. The modeling done in the ERP docket was described by the Company as 13 

“illustrative” in part because it did not yet incorporate actual costs for new 14 

renewable resources; nor did they account for additional environmental 15 

compliance costs for continuing to operate Comanche 1 and 2.4  16 

The Company solicited bids for new renewable resources but had not selected 17 

projects at the time modeling was done. On March 1, 2018, the Company issued a 18 

notice with the median bids, with the result being approximately, $19.30/MWh 19 

                                                           
4 Proceeding No. 16A-0396E, CORRECTED Supplemental Direct Testimony and Attachments of James F. 
Hill, p. 17, lines 9-12. 
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for wind and $30.96/MWh for solar. 5 However, by definition, half of the bids 1 

were cheaper than the median price. The costs assumed in the illustrative 2 

modeling for wind were close to the median bid received by the Company: 3 

$20/MWh for wind and $30/MWh for solar. Thus, it is likely that ratepayers will 4 

save more once actual bids are chosen by the Company. 5 

Company witness James F. Hill stated that future environmental compliance, in 6 

the form of carbon regulation or additional emission controls needed for 7 

Comanche 1 and 2 had not been accounted for in the analysis: 8 

Either outcome would raise the cost of continuing to run 9 
Comanche 1 and 2, and thus result in greater cost savings from 10 
their retirements under the CEPP. Accordingly, we have taken a 11 
conservative approach in this supplemental direct case and even 12 
under this approach it shows the CEPP can work.6 13 

Clearly the modeling exercise shows that early retirement of Comanche 1 14 

and 2 is in ratepayers’ best interest—even under conservative assumptions 15 

that would favor continuing operation of the coal units. 16 

Q Did the Company conduct an analysis of the impact of its proposal on 17 

revenue requirements, in this docket?  18 

A Yes. The Company conducted an analysis of adopting its proposal compared to 19 

continuing to operate Comanche 1 and 2. It found that ratepayers would save 20 

$222.9 million in PVRR with its proposal.7  21 

                                                           
5 Proceeding No.16A-0396E, 2017 All Source Solicitation 30-Day Report Update, Updated Attachment A 
(Public Version). 
6 Proceeding No. 16A-0396E, CORRECTED Supplemental Testimony Direct Testimony and Attachments 
of James F. Hill, p. 17, lines 17-21.  
7 Supplemental Direct Testimony of Alexander G, Trowbridge, p. 20, lines 16-17. 
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Q Are these savings from retiring Comanche 1 and 2 likely understated in this 1 

docket?  2 

A Yes. In the case where Comanche 1 and 2 continued to operate, the Company 3 

assumed that there were no operations and maintenance or fuel costs. 8 This 4 

essentially means that the units were assumed to be “mothballed” or not as 5 

available as they are now. If Comanche 1 and 2 continued to operate as they do 6 

now, they would incur more costs to keep them available for use—even if they 7 

were not dispatched. Thus, the Company is being conservative in estimating the 8 

costs of continuing to operate the units. All else equal, this means the savings 9 

from retiring the units and adopting the Company’s proposal is likely understated.  10 

Q Is the savings of adopting the proposal comparable to the savings estimates 11 

from the ERP proceeding that you discussed previously?  12 

A No. The analysis in this current docket does not account for savings of operating 13 

Comanche relative to other resource options. In the ERP analysis, the Company 14 

modeled the savings from: 1) adopting a clean energy portfolio compared and 15 

retiring Comanche 1 and 2, compared to 2) continuing to operate the Comanche 16 

units. In this current docket, the Company modeled the savings from: 1) adopting 17 

its proposal to accelerate depreciation, create a regulatory asset, and offset the 18 

shift of costs by redirecting funds from RESA to the GRSA, compared to 2) 19 

continuing to depreciate Comanche 1 and 2 through 2033 and 2035, respectively, 20 

with limited availability for operation.  21 

                                                           
8 Attachment MAM-1. 
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Q Does the use of RESA funds provide most of the savings generated by the 1 

Company’s proposal? 2 

A Yes. Figure 1 below shows the breakdown of the impact on each year’s revenue 3 

requirements of the use of RESA funds compared to the regulatory asset proposed 4 

by the Company. The redirection of RESA funds to the GRSA provides more than 5 

two thirds of the total savings ($151 million in savings) compared to the creation 6 

of the regulatory asset ($72 million in savings).  7 

 8 

Figure 1: Revenue Requirement Impact of Company’s Proposal ($mil)9 9 

                                                           
9 Id. 
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Q Is the RESA/GRSA adjustment necessary for the proposal to save ratepayers 1 

money from accelerating depreciation at Comanche 1 and 2?  2 

A No. On a net present value basis looking out several years, accelerating the 3 

depreciation of Comanche 1 and 2 will save customers money. However, as 4 

shown in the figure above, without the presence of the RESA/GRSA adjustment 5 

there would be higher revenue requirements in the early years (2022-2025) 6 

leading up to the retirement of Comanche 1 and 2. Therefore, the inclusion of the 7 

RESA/GRSA adjustment prevents rate shock from occurring as the units come 8 

off-line. 9 

Q Is the success of the RESA program a separate issue from the poor 10 

economics of Comanche 1 and 2?  11 

A Yes. The Company expects the RESA program to run at a significant surplus, due 12 

in part due to declining costs in renewable energy.10 Assuming the Company is 13 

correct about a surplus, it would be a testament to the success of the program and 14 

the economics of renewable energy. The Company is harnessing this success to 15 

offset the front-loading of costs for Comanche 1 and 2, which are retiring earlier 16 

for economic reasons.  17 

                                                           
10 Direct Testimony of Marci A. McKoane, p. 25, lines 10-12. 
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4. OTHER OPTIONS FOR HANDLING OF FUTURE STRANDED ASSETS 1 

Q Are Comanche 1 and 2 in a unique position being uneconomic coal units that 2 

would become stranded assets?  3 

A No. Many coal units in the U.S. are uneconomic and many of those units are 4 

retiring earlier than originally planned. Owners are struggling with how to handle 5 

assets that are no longer providing sufficient value to justify operation.   6 

Q Why has coal been struggling to compete in recent years?  7 

A Coal has struggled to compete in the face of lower-cost renewables (which 8 

continue to decline further in costs), low natural gas prices since 2012, and 9 

regulatory compliance costs. These are detrimental to the economics of operating 10 

coal units in the following ways: 11 

• Once renewable resources are built, their marginal operating costs are often 12 
close to zero. This displaces the need for coal generation to operate (i.e. 13 
dispatch) 14 

• The costs of operating natural gas generation can be lower than operating 15 
coal units. When this is the case, the former are dispatched more often than 16 
coal. 17 

• The costs of installing emissions controls adds to the operating costs of coal 18 
units, making it harder for coal to compete with resources that do not require 19 
these investments. Capital investments in emission controls also contribute to 20 
higher stranded costs should the plant retire. 21 

Q How do merchant coal owners handle stranded assets?  22 

A Merchant coal owners are profit-seeking entities. They need to be able to sell the 23 

energy and capacity generated by the plant and more than cover the costs of 24 

owning the plant—including the book value. If the economics of the units are no 25 

longer sustainable, they can write-off all or part of the book value (also called an 26 
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“asset impairment”), sell the asset for a low value or retire the unit. All have been 1 

common occurrences in recent years. For instance, American Electric Power 2 

(AEP) had valued its merchant coal fleet at over $2 billion but wrote off the entire 3 

value of the fleet. This followed from a forward-looking analysis of the plants 4 

which, as the Company states:  5 

[R]esulted in projected negative cash flows. Based on this result, 6 
coupled with the significant capital investments necessary to 7 
comply with environmental rules to allow the Merchant Coal-Fired 8 
Generation Assets to operate to the end of their currently estimated 9 
depreciable lives and the joint-ownership structure of these 10 
facilities, management determined the fair value of these assets 11 
was $0.11 12 

The Stuart and Killen plants (part of the assets mentioned above) co-owned by 13 

AEP, Dynegy and AES are slated to retire this year. Before that, Dynegy wrote 14 

off the entire value of the Stuart plant after conducting a cash flow analysis and 15 

concluding that: 16 

…the facility will not recover its book value, thereby failing the 17 
recoverability step of an impairment analysis. Due to the recurring 18 
nature of the forecasted negative cash flows, we fair valued the 19 
asset at zero.12 (emphasis added)  20 

Q Are regulated utilities at risk for stranded assets in the same way that 21 

merchants are? 22 

A Not in practice. Regulated utilities have had partial protection from market forces, 23 

which is not available to merchant owners. While there is no guarantee that a 24 

                                                           
11 AEP, SEC Form 10-Q, 2016 Third Quarter, p.150, available at: 
https://www.aep.com/investors/FinancialFilingsAndReports/Filings/docs/AEP10-Q-3rd-2016.pdf (last 
access March 28, 2018). 
12 Dynegy, SEC Form 10-Q, 2016 Third Quarter, p. 20 (November 2, 2016), available at: 
http://www.dynegy.com/investors/sec-filings (last accessed March 28, 2018) 
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regulated utility will be able to recover all its assets book value in rates, this is 1 

more of a risk for merchant owners. Regulated utilities can also sell uneconomic 2 

assets but it is likely at a discount (relative to its remaining book value) if the 3 

buyer does its due diligence. In this event, the seller is still left with stranded costs 4 

on its books. 5 

Q Is the issue of stranded power plant assets going away soon?  6 

A No. This is an important issue today and will continue to be important in the 7 

coming years.  8 

Q Did you review the prudence of the investments in Comanche 1 and 2?  9 

No. I have not reviewed the prudence of investments previously made in 10 

Comanche 1 and 2. My recommendation applies only to balances that the 11 

Commission has previously authorized to be included in rate base. Whether 12 

ongoing capital expenditures at Comanche 1 and 2 should be included in rate base 13 

in the future is a separate question not addressed here.  14 

Q Is the Company’s proposal going to be available for other stranded assets in 15 

the future? 16 

A The Company’s plan to offset near term rate increases with reductions to the 17 

RESA is unlikely to be sufficient to cover future stranded assets. The Company 18 

claims that there will remain a surplus in RESA revenues. However, even 19 

assuming the Company did not overestimate RESA revenues, it will likely need to 20 

address stranded assets in the future through a different mechanism. Excluding 21 
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Comanche Units 1 and 2 as well as the common plant, the Company still has $1.7 1 

billion in undepreciated plant balance amongst its coal fleet. 13  2 

Q Is it your testimony that all the Company’s units are going to retire earlier 3 

than currently planned? 4 

A I cannot say that definitively. However, it is highly likely that some or all of the 5 

Company’s coal units will retire earlier than currently planned. The Company has 6 

proposed early retirement with Comanche Units 1 and 2, which it plans to retire 7 

11 and 10 years earlier (respectively) than originally planned. Craig Unit 1 also 8 

recently adjusted its expected retirement date to 2025—15 years earlier than 9 

planned. Apart from these units, five other coal units owned by the Company 10 

have retirement dates of 2030 or later.14 For instance, Pawnee Unit 1 has a 11 

planned retirement date of 2041 and a current undepreciated plant balance of $583 12 

million.15 The unit began operation in 1981 and is assumed to have a 60-year life 13 

span.16 The newest coal unit, Comanche Unit 3, was built in 2010 has an 14 

anticipated retirement date of 2070 and a current undepreciated plant balance of 15 

$817 million.17 16 

Q Have you reviewed other methods for handling stranded coal assets? 17 

A Yes. I have reviewed several examples of how to handle stranded assets. There is 18 

no clear recipe for dealing with this issue, as evidenced by the wide spectrum of 19 

                                                           
13 Proceeding No. 17AL-0649E,  Discovery Request SC 1-5.A1, Attachment TFC-2  
14 Proceeding No. 17AL-0649E,  Discovery Request SC 1-5.A2, Attachment TFC-2 
15 Proceeding No. 17AL-0649E,  Discovery Request SC 1-5.A1, Attachment TFC-2  
16 Proceeding No. 17AL-0649E,  Discovery Request SC 1-5.A2, Attachment TFC-2 
17 Proceeding No. 17AL-0649E,  Discovery Request SC 1-5.A1, Attachment TFC-2  
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methods that have been adopted and by the fact the solution is often worked out 1 

through a settlement agreement between parties. 2 

Q Given your support for the Company’s proposal to accelerate depreciation in 3 

this docket, why do you address those other alternatives in your testimony? 4 

A I reviewed several examples of how other public utilities commissions have 5 

addressed stranded assets to better understand whether the Company’s proposal in 6 

this proceeding is reasonable compared to those other options. I concluded that 7 

the approach is reasonable, given the proactive approach taken by the Company 8 

and the support from numerous intervenors. However, as discussed above, I also 9 

concluded that the Company’s proposal is not sufficient to address undepreciated 10 

plant balances at other coal units that are likely to retire early. I therefore included 11 

the following examples to provide options that the Commission can consider in 12 

future dockets to address early coal plant retirements.     13 

Q Please discuss some of the options that other Commissions have addressed 14 

regarding undepreciated plant balances at coal units.  15 

A There are several categories of treatment that I have reviewed, which are not 16 

mutually exclusive, including: 17 

1. In a similar manner to what the Company has proposed in this proceeding, 18 

other coal unit owners have used revenue streams unrelated to coal 19 

operations to offset the costs from having coal units on their books. In one 20 

case, a utility used Treasury Grants from hydroelectric operations and 21 
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Production Tax Credits (“PTC’s”) from wind and in another case, excess 1 

distribution revenue was used as an offset.  2 

2. The utility accelerates the depreciable life of the unit but it did not match 3 

the retirement date. In one case, this was done to mitigate rate shock and 4 

in another to prepare for earlier retirement without setting a firm date. 5 

3. The utility is not allowed to collect its full rate of return for the stranded 6 

costs. This has happened for several assets in California. 7 

4. The utility is not allowed to collect the full stranded cost amount. For 8 

instance, a co-owner of the San Juan coal plant was only allowed to 9 

recover half of the remaining balance. 10 

5. The utility issues a ratepayer-backed bond to immediately recover the full 11 

expense and the value is financed and recovered as a separate line item on 12 

customers’ bills—this is called “securitization.” Legislation was recently 13 

drafted in Colorado to allow for this policy. It is also being considered by 14 

other jurisdictions, including by the Minnesota Public Utilities 15 

Commission.  16 

Q Please discuss the tax credit example. 17 

A Puget Sound Energy (PSE), a co-owner of the Colstrip coal plant in Colstrip, 18 

Montana, had previously been carrying forward PTC’s and unable to monetize 19 

them because of net operating losses. At the same time, they faced stranded costs 20 

for Colstrip Units 1 and 2. These units were set to retire no later than 2022. After 21 

Colstrip units 1 and 2 were to shut down, the PTC’s would be used to offset any 22 
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unrecovered plant balances for the units. PSE then agreed to create a regulatory 1 

asset until either the PTC’s covered the total plant balance or December 31, 2029 2 

(whichever comes first). Thus, PSE would assume the risk if this book value was 3 

not recovered by 2029.18  4 

PSE also agreed to accelerate the depreciation of Colstrip Units 3 and 4 to better 5 

prepare for earlier retirement of these units. According to PSE:  6 

This use of PTCs, along with the realignment of the depreciation life for 7 
Colstrip Units 3 and 4 to December 31, 2027, is a way to minimize any 8 
future intergenerational inequities that could occur should circumstances 9 
change that further shorten the life of any of the Colstrip units.19  10 

Q Please discuss the use of excess depreciation reserves.  11 

A In another case, Tucson Electric Power (TEP) agreed to accelerate depreciation of 12 

San Juan Unit 1 to 2022 (instead of its originally proposed 2027). TEP agreed to 13 

use additional funds from distribution reserves to offset the earlier depreciation 14 

expense.20 TEP stated that: 15 

Utilizing excess distribution depreciation reserves will mitigate the 16 
rate impact of the San Juan Unit l accelerated depreciation 17 
resulting from shortening the life to 6 years. 21  18 

In both cases, the utilities paired disparate elements together to mitigate 19 

the impact of accelerated depreciation of coal units.  20 

                                                           
18 Washington Utilities and Transportation Commission, Dockets UE-170033 & UG-170034, Multiparty 
Settlement, Stipulation and Agreement, p. 8 (September 15, 2017). 
19 Washington Utilities and Transportation Commission, Dockets UE-170033 & UG-170034, PSE Joint 
Testimony, p. 6, line 19 through p. 7, line 3 (September 15, 2017).  
20 Arizona Corporation Commission (“ACC”), Settlement Agreement regarding Revenue Requirement, 
Docket No. E-01933A-15-0239 and E-01933A-15-0322, p. 4 (August 15, 2016). 
21 ACC, Docket No. E-01933A-15-0239 and E-01933A-15-0322, Testimony of Dallas J. Dukes, In Support 
of Settlement Agreement on Revenue Requirement, p. 6, lines 14-16  (August 25, 2016). 
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Q Does the depreciation schedule always match the plant’s expected life? 1 

A No. It is good utility practice to match the depreciation schedule to an asset’s 2 

useful life so that those customers who pay for the asset are the same customers 3 

who receive the power. However, this balance of intergenerational equity does not 4 

always occur. For instance, Idaho Power Company (IPC) agreed to depreciate the 5 

Valmy coal plant through 2028 but cease burning coal at Unit 1 by 2019 and Unit 6 

2 by 2025.22 IPC acknowledged that the plant was no longer economically viable, 7 

and that the agreement would provide:  8 

…a reasonable balance between the Company's need for timely 9 
cost recovery associated with the accelerated depreciation of 10 
Valmy while mitigating the rate impact to customers.23 (emphasis 11 
added) 12 

If there are not excess funds available elsewhere (as in the case of PSE and TEP), 13 

then preventing rate shock could require that the asset is not depreciated as 14 

quickly. 15 

Q Do utilities always recover their full rate of return on the stranded asset? 16 

A No. California has a long record of not allowing for full rate of return on stranded 17 

assets. In the case of the San Onofre Nuclear Generation Station (“SONGS”), the 18 

state allowed for a lower rate of return and in other cases none at all.  19 

Southern California Edison (“SCE”) and San Diego Gas and Electric (“SDG&E”) 20 

co-owned SONGS, which retired in 2013 after a tube leak related to a failed 21 

replacement. The California Public Utilities Commission (“CPUC”) ruled that 22 

                                                           
22 Idaho Public Utilities Commission (“IPUC”), Case No. IPC-E-16-24, Order No. 33771, 2017 WL 
2418681 (May 31, 2017).  
23 IPUC, Case No. IPC-E-16-24, Idaho Power Company’s Comments in Support of Stipulation, p. 5 (May 
18, 2017). 
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ratepayers still had to pay for the undepreciated plant balance (excluding one 1 

capital replacement project) and replacement power after the plant’s outage.24 The 2 

settlement agreement allowed for a lower rate of return based on the cost of debt 3 

and half of the cost of preferred stock instead of the full rate of return. For 2013 4 

and 2014, this rate was below 3% for both SCE and SDG&E.25  5 

In other instances, CPUC has not allowed any rate of return on undepreciated 6 

plant balance, post-retirement. This precedent was set in the Humboldt 3 (a 7 

nuclear unit) by that Commission: 8 

We agree with staff that Unit 3 is no longer “used and useful” and 9 
should be excluded from rate base. While Unit 3 did operate for 13 10 
years, it will never operate again and can no longer be considered 11 
“useful” utility plant. Unit 3 was entered into rate base under the 12 
assumption that it would serve customers for 30 years. 13 
Shareholders were entitled to a return and ratepayers were liable 14 
for the full ownership cost as long as Unit 3 operated as expected. 15 
Once the plant was closed in 1976, Unit 3 no longer qualified for 16 
inclusion in rate base and was eventually and properly removed 17 
from rate base in 1979. We will not deviate from the Commission's 18 
well-established principle that only “used and useful” utility plant 19 
shall be concluded in rate base.  20 

With respect to PG&E's equity argument, we observe that plants 21 
which have exceeded their estimated useful lives have been fully 22 
depreciated. Thus, the shareholder already has recovered his entire 23 
investment and a fair return on that investment from the ratepayer. 24 
The ratepayer who has paid for the entire plant is entitled to 25 
receive any additional benefit from the plant's continued operation. 26 
In the case of a premature retirement, the ratepayer typically still 27 
pays for all of the plant's direct cost even though the plant did not 28 
operate as long as was expected. The shareholder recovers his 29 
investment but should not receive any return on the undepreciated 30 
plant. This is a fair division of risks and benefits.26  31 

                                                           
24 California Public Utilities Commission (“CPUC”), Proceeding No. I. 12-10-013, Decision 14-11-040, 
2014 WL 6791600, at *1 (November 20, 2014).  
25 Id. 
26 California Public Utilities Commission (“CPUC”),  Decision 85-08-046,  
18 CPUC 2d 592 (August 21, 1985).  
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This precedent was applied in other cases, such as SCE’s Mohave plant (a retired 1 

coal plant), where the Commission stated that:  2 

We agree that SCE should be allowed to recover its remaining net 3 
investment and decommissioning costs for Mohave and view our 4 
analysis of risks and benefits for HBPP [Humboldt Bay] to be 5 
generally applicable. Shareholders should not receive a rate of 6 
return on the undepreciated, non-operational plant or 7 
decommissioning expenses.27 (emphasis added) 8 

Q Do utilities always recover the entire undepreciated plant balance? 9 

A No. In most cases I have reviewed, the full book value is recovered. However, in 10 

one case that was also related to the San Juan plant, another owner was not 11 

allowed to recover the full undepreciated plant balance. As ordered by the New 12 

Mexico Public Regulation Commission (“PRC”), Public Service Company of 13 

New Mexico (“PNM”) was required to write-off half of its undepreciated plant 14 

balance when it abandoned its ownership in San Juan Units 2 and 3. At the same 15 

time, the PRC established a regulatory asset with the other half of the 16 

undepreciated plant balances to be recovered from ratepayers over a 20-year 17 

period. Also, as part of the settlement, PNM was not allowed to recover the 18 

undepreciated balance from San Juan 4 should it be abandoned by the company at 19 

a later time.28  20 

                                                           
27 CPUC, Proceeding No. A. 10-11-015, Decision 12-11-051, p. 652-3. 2012 WL 6641483 (November 29, 
2012). 
28 New Mexico Public Regulation Commission (“PRC”), Case No. 13-00390-UT, Testimony in Support of 
Supplemental Stipulation of Gerald T. Ortiz, Attachment GTO-2, p. 8 (August 28, 2015). 
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Q Do you have any concerns about the approach the PRC took in the San Juan 1 

case?  2 

A The PRC was faced with a difficult problem that had no easy solution. In that 3 

case, PNM had depreciation schedules at San Juan Units 2 and 3 that extended to 4 

2053 – 36 years after their actual retirement in 2017.29 The Company had failed to 5 

recognize the poor economic performance and the risk of incurring potential costs 6 

for environmental upgrades that were required to bring the plant into compliance 7 

with modern air quality laws. This failure to properly plan resulted in huge 8 

undepreciated plant balance. As a result, both the utility and its customers 9 

suffered. On one hand, the utility’s shareholders were required to absorb a 10 

substantial write-down of their investment. On the other hand, New Mexico 11 

ratepayers will be forced to pay for an asset they are not getting any benefit from 12 

for 20 years.  13 

Q Does Public Service Company of Colorado face similar risks?  14 

A Yes. I think the San Juan example provides a cautionary tale to Public Service 15 

Company. Depreciation schedules that overestimate the useful lives of coal units 16 

have the potential to result in large stranded assets. The longer the Company 17 

ignores the problem, the harder it can be to address. This is because the “tail” of 18 

undepreciated plant balances must be recovered over a shorter and shorter period 19 

if adjustments are not made sooner.  20 

                                                           
29 PRC, Case No. 13-00390-UT, PNM Filing, Executive Summary, New Mexico Public Regulation 
Commission. 
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Q Is there another option for financing the undepreciated plant balance? 1 

A Yes. Another option that I have not discussed is securitization. This process 2 

allows for a company to recover the full plant balance immediately. Separately, 3 

this amount is financed through bonds at a low rate. The recovery of the asset 4 

would show up as an additional line item on customers’ bills. Currently, about 5 

half of the states in the U.S. allow for this policy—some of which implemented it 6 

as a transition mechanism for utility restructuring.30 7 

The policy was recently proposed in legislation in Colorado in House Bill (“HB”) 8 

17-1339, which was not made into law: 9 

The bill, known as the "Colorado Energy Impact Assistance Act", 10 
authorizes any investor-owned electric utility (utility) to apply to 11 
the public utilities commission (PUC) for a financing order that 12 
will authorize the utility to issue low-cost Colorado energy impact 13 
assistance bonds (bonds) to lower the cost to electric utility 14 
customers (ratepayers) when the retirement of a power plant 15 
occurs. A portion of bond proceeds will provide transition 16 
assistance for Colorado workers and communities directly affected 17 
by the retirement of the facilities (transition assistance).To repay 18 
the bonds at the lowest cost to ratepayers, the PUC is authorized to 19 
review and approve a financing order and authorize a special 20 
energy impact assistance charge that is separate and apart from the 21 
utility's base rates on all ratepayer bills. The establishment and 22 
ongoing adjustment of the separate charge will allow bonds to 23 
achieve the highest possible credit rating, at least AA/Aa2, from 24 
the national independent credit rating agencies and will therefore 25 
allow bonds to be issued at the lowest possible interest rate and 26 
lowest subsequent cost to ratepayers.31 27 

Some utilities are in favor of this policy, including AEP which claims that:  28 

                                                           
30 Los Angeles Department of Water and Power (LADWP), Water System AB 850 Securitization Energy 
and Environment Committee Presentation (May 18, 2016), available at: 
http://clkrep.lacity.org/onlinedocs/2015/15-0148 misc 5-18-16.pdf (last accessed March 28, 2018). 
31 State of Colorado, House Bill 17-1339.  
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Securitization financing, when structured appropriately, to recover 1 
non-bypassable incremental costs is a win-win for customers, the 2 
state and distribution utilities.32 3 

This policy provides recovery for a longer period but at low costs to consumers. 4 

One concern is that the prolonged recovery creates intergenerational equity issues 5 

since customers are still paying long after the asset is retired. However, this 6 

should be weighed against the savings afforded by the policy.  7 

Q Has another commission recently asked a utility to consider securitization? 8 

A Yes. The Minnesota Commission did not adopt the policy but in a recent order 9 

asked Minnesota Power to: 10 

…develop a securitization plan for the Boswell units to address 11 
any depreciation expenses that will remain unrecovered at the end 12 
of Unit 3 and 4’s expected service lives, and to file it within two 13 
years of the final order in this case. 14 

The Commission looks forward to receiving the Company’s 15 
proposal, informed by the input of stakeholders including the OAG 16 
and CEO, and to working with the parties to find a solution to the 17 
problem of stranded fossil-fuel investments.33 (emphasis added)  18 

In this current case, the Commission could set expectations for handling future 19 

stranded assets in a similar manner.  20 

Q Should this Commission consider securitization in the future? 21 

A I am not an attorney and have not reviewed the legal requirements that would be 22 

necessary for the Commission to pursue that option without authorization 23 

legislation. However, from a policy perspective, securitization can be an effective 24 

                                                           
32 AEP on securitization: 
https://www.aep.com/about/IssuesAndPositions/Financial/Regulatory/AlternativeRegulation/Securitization.
aspx (last accessed March, 28, 2018).  
33 Minnesota Public Utilities Commission (“MPUC”),Docket No. E-015/GR-16-664, Findings of Fact, 
Conclusions, and Order,  pp. 14-15 (March, 12, 2018) 
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tool for dealing with the difficult position of having a stranded asset of significant 1 

value.  2 

Q What are your conclusions regarding these options for addressing stranded 3 

coal plant assets?  4 

A Stranded assets can be avoided or mitigated by reasonable, forward-looking utility 5 

planning. Recognizing uneconomic assets further ahead of time and adjusting 6 

depreciation schedules accordingly will help avoid the issue altogether.  7 

In the current situation regarding Comanche 1 and 2, the Company’s proposal is a 8 

reasonable one that fits within the spectrum of alternatives adopted by other 9 

jurisdictions. However, the advantage of having surplus RESA funds will not 10 

always be available. It is a good band-aid for the current problem, but the 11 

underlying issue of stranded assets is not going away after this docket is over. I 12 

encourage the Commission to explore other options, like securitization, in the 13 

future so that future stranded costs can be handled more systematically.  14 

5. FINDINGS AND RECOMMENDATIONS  15 

Q What are your key findings? 16 

A Based on my review of the Company’s proposal, I find it to be reasonable. 17 

However, I urge the Company and Commission to consider other options for 18 

handling stranded assets in the future as this issue will keep recurring.  19 

Q What do you recommend? 20 

A I recommend the Commission take the following actions: 21 
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• Approve the Company’s request to accelerate the depreciation of 1 
Comanche Units 1 and 2 to 2022 and 2025, respectively.  2 

• Approve the other aspects of the Company’s plan to create a regulatory 3 
asset to collect the incremental depreciation from the early retirement of 4 
Comanche 1 and 2 and to offset near term rate impacts from accelerated 5 
depreciation by temporarily reducing the RESA.  6 

• Direct the Company to undertake a more comprehensive review of its 7 
approach to undepreciated plant balances at its other coal units. The 8 
Commission should caution the Company not to assume that full recovery 9 
of undepreciated plant balances will be allowed for other coal units that 10 
are likely to retire before their currently estimated depreciable lives. 11 

Q Does this conclude your testimony? 12 

A It does. 13 
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