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Preface

The Tri-State Generation and Transmission Association, Inc. is an important wholesale electric
power supplier in Colorado, Nebraska, New Mexico, and Wyoming. Tri-State provides power to
44 member electric cooperatives that together distribute this power to nearly one million people.
Tri-State has proposed investing $5 billion in three new coal-fired power plants along with
associated transmission lines. If Tri-State proceeds with this plan, it will come at great cost to the
customers served by its members as well as to the environment.

The objective of thisreport isto critique Tri-Statels proposal as presented in its October 2005
Electric Least-Cost Resource Plan Annual Progress Report, and a presentation made to the
Colorado Public Utilities Commission on February 1, 2006. These sources of information, along
with information on its website and el sewhere, present Tri-Statels rational e for building three
new power plants and why conventional coal-fired plants are the preferred alternative.

The primary authors of thisreport are Rick Gilliam of Western Resource Advocates (WRA) and
Howard Geller of the Southwest Energy Efficiency Project (SWEEP), two public interest
organizations based in Boulder, Colorado. The authors would like to thank Penny Anderson,
Matt Baker, David Berry, Eric Guidry, Susan Innis, Ron Lehr, John Nielsen, and Anita Schwartz
for their comments and editing of drafts of this report.

WRA and SWEEP intend to update this report periodically as feedback is provided and
additional information becomes available. The authors would appreciate receiving any comments
or suggestions via email, to Rick Gilliam (rgilliam@westernresources.org) and Howard Geller
(hgeller@swenergy.org).

About SWEEP: The Southwest Energy Efficiency Project is a public interest organization
dedicated to advancing energy efficiency in Arizona, Colorado, Nevada, New Mexico, Utah, and
Wyoming. For more information, visit the SWEEP website at http://www.swenergy.org.

About Western Resource Advocates: Founded in 1989, Western Resource Advocates is a non-
profit conservation organization dedicated to protecting the Interior West(s land, air, and water.
Working in collaboration with other environmental and community groups, WRA develops
solutions that are appropriate to the unique environmental, economic, and cultural framework of
this region. For more information, visit the WRA website at
http://www.westernresourceadvocates.org.
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Executive Summary

Tri-State Generation and Transmission Association is awholesale el ectric power supplier
owned by the 44 electric distribution cooperatives that it serves. Tri-State generates and transmits
electricity through 5,096 miles of linesto its member systems throughout a 250,000-square-mile
service territory across Colorado, Nebraska, New Mexico, and Wyoming, providing e ectricity
for over amillion people.

The customers of the cooperatives that Tri-State serves will bear the consequences of Tri-
Statels electric resource choices [0 good or bad [1 for decades to come. They are entitled to a
thorough and honest analysis of all potential costs, risks, and liabilities associated with these
choices, and to afull and honest assessment and comparison of different resource options.

Duein large part to the increased cost of fuel, fuel transportation, and purchased power,
Tri-Statels operating expenses in 2006 are projected to be nearly $90 million higher than in
2005. As aresult, Tri-State increased rates to members by 4% effective January 1, 2006. This
comes on the heels of a 7% increase effective January 1, 2003 and a 13.8% increase effective
January 1, 2005. All told, Tri-State[$ members are paying some 27% more for wholesae
electricity now than they were paying only four years ago.

The demand for electricity among the 44 cooperatives served by Tri-State grew by 3.3%
annually in recent years, and Tri-State projects that electricity demand will continue to grow
rapidly over the next two decades. As aresult, Tri-State[$ Board of Directors [authorized a
comprehensive resource development plan to include 1,800 MW (net) of new coal-based
generation, and up to 1,000 miles of new transmission linelJat its August 2005 meeting. It
proposes to build two 600-megawatt (MW) conventional coal-fired units at the Holcomb plant
sitein Kansas and athird 600 MW generator in southeast Colorado. The estimated cost of these
three new power plants, along with new transmission lines, is awhopping $5 billion.

If completed, these projects will increase Tri-Statels assets by 238%. In total, this
resource expansion by itself will put each man, woman, and child in Tri-Statels service territory
into debt for over $5,000. In addition, interest payments, depreciation, and other costs associated
with this proposed $5 billion investment will add some $500 million to Tri-Statels$ annual
revenue requirement. The end result will be additional rate increases in excess of 3.0¢ per
kilowatt hour (kWh) [0 more than a 50% increase over today[s wholesale rates.

Customers in Tri-Statels service territory are growing concerned. For example, the New
Mexico legislature passed two memorias, HM 40 and HM 49. The former requests [the New
Mexico legislative council to direct the appropriate legislative interim committee to conduct a
study of the adequacy of the protection of New Mexico consumer interests with respect to
current regulation of generation and transmission cooperativeslwhile the | atter requests [that the
Energy, Minerals and Natural Resources Department create a task force to study the use of
renewabl e energy within the service territories of electric cooperatives.[]



Tri-State s Flawed Resource Plan

Does Tri-State really need to build three large power plants over the next 15 years? We
believe the answer to this question is no. It appears that Tri-Statels anticipated |oad growth
outpaces its ability to provide energy (with adequate reserves) in only three years (2008[2010)
out of the 20 years considered in the company[$ | ast resource plan. The shortfalls in those years
are modest and can be resolved in avariety of ways. In any event, the construction of three large
basel oad power plants does not appear to be reasonable in the context of Tri-Statels$ own forecast.

A review of recent growth on the Tri-State system reveal s that the three members serving
suburban areas along the Front Range in Colorado comprise nearly two-thirds of Tri-Statels
growth between 2002 and 2004.* These suburban areas are experiencing considerable home
construction, meaning that air conditioning is driving up peak demand. The load profiles of these
[bedroom communitiesCllend themselves to alternative resources, such as rooftop solar, energy
efficiency, and load management programs.

In addition to the apparent lack of load growth to support such a massive coal generation
build-out, factors such as financial risk, technology risk, the risks of future carbon dioxide
regulation and regulation of other emissions, coal price increases and volatility, and coal
deliverability have not been addressed by Tri-State in its Resource Plan (see chart). Thereis
considerable risk that costs could escalate well beyond the $5 hillion level if coa prices continue
torise, if new environmental regulations are adopted on coal-fired power plants or on
greenhouse gas emissions, or if other factors do not [go Tri-Statels way.[]

Tri-State s Resource Planning Risks

Questionable load forecast Dependence on off-system sales

__> Impacts on Tri-State members <__-
*  Excess generating capacity

Reduced creditworthiness

Loan Default

Bankruptcy
Huge rate increases

\ 4

Impacts on citizens of
the region and beyond

! The three members are Poudre Valley REA, United Power, and Mountain View Electric Association



Decisions to build major power plants should not be made lightly. Tri-State members and
their customer-owners must ask themselves the following important high-level questions:

e Isinvesting $5 hillion to construct 1,800 megawatts of coal-based generation and
associated transmission lines absolutely essential ?

e |If new resources are needed, are these the right resources?
» Do the benefits exceed the costs?
e Aretheriskslimited and manageabl e?

Tri-Statels proposed expansion plan places enormous financial burdens and
responsibilities on rural Westerners [0 those in the worst position to shoulder them. At the very
least, due diligence would dictate additional scrutiny in a public forum and in an open process
prior to embarking on such a massive capital commitment.

Prior to making such amassive investment, Tri-State and its member cooperatives should
ask, and respond to, the following specific questions:

e HasTri-State overestimated future resource needs by preparing a biased and poorly
justified load forecast?

e Could Tri-State save its member cooperatives and their customers considerable dollars by
investing instead in energy efficiency and load management to reduce, delay, or possibly
eliminate Tri-Statels projected need for additional high-cost conventional coal-fired
generation?

e |If infact Tri-State needs new electricity supply facilities, are there better aternatives than
conventional coal-fired power plants? Can wind and solar resources, on-site combined
heat and power systems, and/or advanced coal-based facilities provide equivaent or
lower-cost electricity at reduced risk?

Alternative Resource Opportunities

While we question whether Tri-State really needs large-scale new sources of power, there
are lower-cost and more desirable alternatives to building three conventional coal-fired power
plants. First, there is considerable opportunity to increase the efficiency of electricity use by
customers served by Tri-Statels Wyoming, Colorado, and New Mexico members.

Utility-sponsored demand-side management (DSM) programs that focus on well-proven
and cost-effective measures can acquire significant amounts of the energy efficiency resource.
Beginning in 2007 with a small surcharge of 0.06¢ per kWh (about 1.1% of 2006 wholesale
rates) that grows to 0.15¢ per kWh (about 2.8% of 2006 wholesale rates) in 2009, sufficient
funding is raised to support comprehensive DSM programs across the Tri-State service area. We
estimate that these programs could achieve 736 MW of peak demand reduction in 2024 along
with 1,931 gigawatt-hours (GWh) per year of energy savings, resulting in $760 million in net
economic savings for consumers and businesses in the Tri-State service area. Such savings far
outpace the need for new resources, even if high economic growth occursin the Tri-State service
area over the next 20 years.

Second, renewabl e resources provide opportunities to help meet energy demand while
reducing some of the financial, environmental, and regulatory risks associated with coal-fired



generation. While other utilities, such as Xcel Energy and Public Service Company of New
Mexico, are moving ahead with the addition of hundreds of megawatts of wind power to their
utility systems, Tri-State has no plansto do so. Tri-State has overlooked or inadequately
examined wind resources in its resource assessment and plan.

In addition, there is considerable potential for developing solar electric, bioenergy-based
power generation, and combined heat and power systems in the Tri-State service area. These
distributed resource options reduce the need for transmission and distribution grid investment, as
well asrely on renewable, environmentally friendly resources. But Tri-State did not consider
these options in its resource assessment and plan.

In summary, Tri-Statel$ most recent resource plan, and its proposal to invest $5 billionin
new coal-fired power plants and associated transmission lines, is flawed for the following
reasons:

e Tri-Statels load forecast istoo high and is not supported by sufficient analysis.
e Tri-Statels resource plan ignores many significant costs, risks, and liabilities.

e Energy efficiency improvements stimulated by DSM programs have great potential for
addressing Tri-State membersigrowing resource needs, but were ignored by Tri-State.

e Tri-State has overlooked and improperly analyzed opportunities for wind power, solar
energy, and other renewable resource development in its service area.

Tri-Statels proposal to build three new large coal -fired power plants and related
transmission is very costly and risky, and in our view is unnecessary. When it comestimeto sign
onto this multi-billion-dollar boondoggle, Tri-Statel$ member cooperatives should say, [Try
again, Tri-State.[]



Background

Tri-State Generation and Transmission Association is awholesale el ectric power supplier
owned by the 44 electric cooperatives that it serves. Tri-State generates and transmits electricity
through 5,096 miles of linesto its member systems throughout a 250,000-sgquare-mile service
territory across Colorado, Nebraska, New Mexico, and Wyoming, providing e ectricity for more
than amillion people and employing more than 1,000 throughout its four-state service area. Tri-
Statels 3,126 MW generation portfolio consists of a combination of owned baseload and peaking
power plants that use coal and natural gas as their primary fuels, supplemented by purchased
power, and federal hydroelectricity alocations provided through the Western Area Power
Administration.

Tri-State was formed in 1952 by 26 rura electric cooperatives and public power districts
as a central source for new wholesale power as the cooperatives grew beyond their federal
hydropower allocations. The member systems served a combined total of 41,000 end-use
consumers. By the mid 1980s, Tri-State and its sister generation and transmission (G&T)
company, Colorado-Ute Electric Association (CUEA), had built coal-fired generation in excess
of distribution cooperatives needs. In 1984, Tri-State signed its first long-term surplus energy
sales contracts with Public Service Company of Colorado for energy sales continuing into 2001.
Following afour-year legal dispute over the right of a Tri-State member to sell its assetsto
another utility and discontinue purchasing power from the association,? Tri-State reached a
precedent-setting agreement in 1989 that resulted in long-term full requirements contracts for all
members.

The bankruptcy reorganization of CUEA culminated in 1992 with Tri-Statels$ acquisition
of the lease of Craig Station Unit 3 and ownership of the 100 MW Nucla Station in southwestern
Colorado. Approximately 675 former Colorado-Ute employees and 10 new member systems
joined Tri-State. In addition, Tri-State completed a merger with Plains Electric Generation and
Transmission Cooperative of Albuquerque, N.M., in 2000, adding another 12 cooperatives from
New Mexico to itsroster. With the New Mexico merger, Tri-State became owner and operator of
the 250 MW Escalante Generating Station located near Prewitt, N.M. In 2001, Tri-State required
al 44 member systems sign new, all-requirements contracts that extended their continued
exclusive electricity service® from Tri-State through the year 2040. More recently, Tri-State and
Tucson Electric Power Company closed on a $939 million transaction in 2003 to finance the
construction of the 400 MW Unit 3 at TEPLS Springerville Generating Station in eastern Arizona.

2 The Court of Appeals for the Tenth Circuit found that a buyer, which had agreed to buy all its electrical power
requirements from a seller for 33 years, had an implied duty not to sell its assets during the term of the contract,
wherethe seller O Tri-State 0  built new facilities and incurred substantial debt on federal loans obtained in
expectation of the continuation of business. However, the court there noted that such a duty arisesin limited
situations, in exception to the general rule that "a seller assumes the risk of all good faith variations in a buyer's
requirements, even to the extent of a determination to liquidate or discontinue the business." Tri-State Generation &
Transmission Assn, Inc., 874 F.2d at 1359.

3 [Cementing the long-term obligationOwith its members, according to its website.
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Tri-Statels 44 member distribution systems® directly supply electricity to rural residences,
farms and ranches, cities, towns, and suburban communities, as well as large and small
commercia businesses and industries. Combined, they serve more than one million consumersin
a250,000-square-mile area.

“ See Appendix B for lists of member cooperatives by state.



Structurally, cooperatives are governed by their members, who make decisions through
voting. Tri-Statel$ Board of Directorsis made up of one representative from each of its member
distribution systems, operating on a one-member/one-vote system.

Table 1. Financial and Operating Statistics 2004 and 2005

Statistics 2004° 2005°
Sales to members 12,000 GWh 12,500 GWh
Sales growth vs. prior year 2.4% 4.2%
Sales to non-members 3,200 GWh 2,800 GWh
Revenue from non-member sales  $151.7 million N/A
Total operating revenue $673 million $758 million
Total assets $2.1 billion N/A
Total member consumer meters 543,260 550,000
Meter growth vs. prior year 2.7% 1.2%
Member peak demand 2,091 MW 2,299 MW
Demand growth vs. prior year - 1% 9.9%

Generation Resources

Tri-Statel$ owned and contracted portfolio of electric energy is derived from coal, natural
gas, and ail-fired and combustion turbine generation facilities located throughout its four-state
member serviceterritory. The G& T owns and operates plants in Colorado and New Mexico, and
it receives a share of power from plantsin Arizona, New Mexico, and Wyoming.

The association also W Coal - 68%
purchases subsidized federal B Gas & Oil - 0.4%
hydropower from the Western Area BWAPA Firm - 15% Tri-State s Energy Resource
BEEEPC - 10 % Breakdown in 2004

Power Administration, accounting
for 15% of its energy in 2004. Tri-
State also purchases 10% of its
electricity from Basin Electric Power
Cooperative in Wyoming, of which
it isamember, and small amounts of
renewable energy including wind,
small hydropower, and biomass.

At an informational
presentation given by Tri-State to the Colorado Public Utilities Commission (PUC) on February
1, 2006, it was explained that purchases could be made on the open market for less than the cost
of running its own turbines, thus explaining the 0.4% diver for gas and oil.

B Other PP - 6%

® Source: Tri-State 2004 Annual Report.
® Source: Tri-State presentation to Colorado Public Utilities Commission, February 1, 2006.



Costs and Rates

In its 2004 annual report, Tri-State reported that it expected to purchase up to one million
megawatt-hours of power priced by the market at two to three times the cost of hydropower it is
replacing due to the prolonged drought in the West (Annual Report, page 6). Moreover, it more
recently reported that because of hot, dry weather in the summer of 2005, it hit a new peak of
2,400 megawatts [0 nearly 13% above the 2004 peak (press release in September 2005).

Duein large part to the
increased cost of fuel, fuel
transportation, and purchased
power, its operating expenses are
projected to be nearly $90 million
higher in 2006 than in 2005. Asa
result, Tri-Statel$ 2006 operating
budget includes a4% increasein
wholesale rates effective January
1, 2006 (pressreleasein
September 2005).

This comes on the heels of
a 7% increase effective January 1,
2003 and a 13.8% increase
effective January 1, 2005. All told,
Tri-State[$ members are paying
some 27% more for wholesale
electricity now than they were
paying only four years ago. More
recently, Tri-State indicated that
the [35 billion project path [for its
new coal plants and associated
transmission] will put pressure on
rates in the near-term.

It should be noted that Tri-

Rate Concerns in New Mexico

The concern over rate increases led New Mexico state
representative Roberto [Bobby[1Gonzales to introduce a bill that
would have enhanced the ability of his statel$ co-ops to self-regulate
by requiring Tri-State to:

1) Provide thorough [tost of service studiesito their members.

2) Allow member co-ops more time (two months instead of 20
days) to analyze rate increase proposals and decide whether
to protest them.

3) Exercisetheir contractual allowances for self-generation
under their contracts with Tri-State to obtain some of their
power from non-Tri-State sources [Without penalty.[]

Moreover, the New Mexico Public Regulation Commission adopted
aresolution in January 2006 supporting passage of legidation that
increases Commission oversight of Tri-State Generation and
Transmission Association (see Appendix C). The 2006 shortened
New Mexico legislative session ended without action on this bill.
However, the legislature did pass two memorials, HM 40 and HM
49. HM 40 requests [the New Mexico legidative council to direct the
appropriate legidlative interim committee to conduct a study of the
adequacy of the protection of New Mexico consumer interests with
respect to current regulation of generation and transmission
cooperatives](see Appendix D). HM 49 requests [that the Energy,
Minerals and Natural Resources Department create a task force to
study the use of renewable energy within the service territories of
electric cooperatives](see Appendix E).

Statels policy for ratesis to spread its costs evenly among all members, regardless of the source
of the growth that creates the need for generation expansion. Itsterm for this practiceis a
[postage stamplrate. The rate in 2005 was about 5.1¢ per kWh for wholesal e electricity
delivered to its members, representing about two-thirds of the ultimate retail cost of e ectricity

sold by its members.®

Critique: Are costs truly spread evenly?

Thereality isthat [§preading costs evenlyllisin the eye of the beholder. With Tri-Statels
emphasis on highly capital-intensive coa generation, the methods used to spread, or allocate,
these fixed costs between members and non-members can significantly impact rates. In addition,

" Source: Mac McLennon, Tri-State presentation to Colorado Public Utilities Commission, February 1, 2006.
8 Source: Tri-State presentation to Colorado Public Utilities Commission, February 1, 2006.




Tri-State members in suburban growth areas are likely to be experiencing more and [peakier(]
growth, that is, lower load factor growth. Rate designs that place more emphasis on the single or
seasonal peak contribution to overall system demand would tend to have those member
cooperatives paying a greater share of the costs (on a cent per kWh basis). Such methods might
result in rural members with little or no growth bearing less of the brunt of recent and planned
price increases. The choice of rate designs for devel oping future wholesal e tariffs will be critical
as Tri-State attemptsto triple its asset base in arelatively short period of time, resulting in huge
new rate increase requirements.

The combination of Tri-Statels rising costs and the significant distribution and related
costs of local cooperatives resultsin relatively high retail eectricity prices charged by many Tri-
State member cooperatives. The following table shows the average retail electricity price
charged by the 12 largest member cooperatives based on number of customers.

Table 2. Average and Projected Retail Prices for Tri-State s 12 Largest Members

Member Cooperative No. of Average 2004 Estimated 2006
Customers  Retail Price Retail Price®
United Power 52,900 8.1¢ 8.9¢
Mountain View 38,200 8.4¢ 9.2¢
La Plata 36,000 6.8¢ 7.6¢
Poudre Valley 33,600 6.4¢ 7.2¢
Jemez Mountains 29,900 8.8¢ 9.6¢
Delta-Montrose 29,000 7.5¢ 8.3¢
Kit Carson 26,300 8.7¢ 9.5¢
Continental Divide 23,000 6.1¢ 6.9¢
San Isabel 21,300 9.1¢ 9.9¢
Mountain Parks 17,100 7.4¢ 8.2¢
Central New Mexico 16,400 10.3¢ 11.1¢
Otero County 16,200 10.1¢ 10.9¢

Load Growth

Tri-State executive vice president and general manager J.M. Shafer cited the consistent
increase in demand for electricity among the 44 member systems O which has averaged 4%
annually in recent years and is projected to continue at that pace in future years [1 among the
factors that are putting pressure on rates. [System-wide welile growing by about 100 megawatts a
year and that means we have to continually find ways to meet the increased demand. Although
we are working toward devel oping new generation resources, right now our primary option isto
purchase very expensive power on the open market in order to fulfill our obligations on the high
demand days,[IShafer said (press release in September 2005). Justification of the 100 MW
annual growth is open to review and is analyzed in more detail below.™

® Based on the current Tri-State rate to its members of 5.3¢, or roughly 0.8¢ higher than the wholesale rate
embedded in the 2004 retail rates.

19 Actual recent increases have averaged 3.3% according to Tri-StatelS presentation to the Colorado Public Utilities
Commission.

11t should be noted that Tri-State increased its near-term growth rate to 7% (for the next six years) at its annual
meeting in April 2006. This change will be addressed in a subsequent update to this document.



Critique: Suburban areas are significant growth drivers for Tri-State.

A review of recent growth on the Tri-State system reveals that nearly two-thirds of the
growth in salesisrelated to the growth of suburban areas aong the Front Range in Colorado.
Three of the fastest growing members are United Power, serving the north metro Denver area;
Mountain View, serving the suburban area north and east of Colorado Springs; and Poudre
Valley REA, serving the suburban area around Fort Collins. The nature of the high growth areas
will thus be higher density territory, which should mean both lower costs for the distribution
cooperative to serve and loads that resemble more those of investor-owned utilities like X cel
Energy O that is, alower load factor, or [peakier(load.

In planning to meet the projected load growth of its members, Tri-Stateis required to
perform integrated resource planning (IRP) by the Western Area Power Administration, the
federal power marketing agency from which it receives subsidized hydropower. This
requirement and Tri-Statels resource plan are discussed in detail in the next section.
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Integrated Resource Planning Requirements

Tri-State is currently constructing an addition to its resource portfolio, the 400 MW
Springerville Unit 3 in Arizona, which is among the most expensive coa plants ever built in the
West, costing an estimated $939 million or $2,348 per kilowatt (kW) of installed capacity.* It
has been financed through a leveraged |ease agreement with Tri-State as |easeholder and is
anticipated to be brought on-line in the third quarter of 2006.

Critique: Tri-State s resource evaluation process is flawed.

Many Colorado, New Mexico, and Wyoming ratepayers will bear the consequences of
Tri-Statels resource choices [1 good or bad [ for decades to come. Equally important, residents
of this region who are not Tri-State members will be subject to the related land-use and air- and
water-quality impacts. These citizens have no opportunity to provide input into Tri-Statel[$
resource planning process. The Springerville unit(s capital cost estimate does not reflect the risks
and liabilities of future cost increases associated with the regulation of CO, emissions and other
environmental requirements.’® The importance of an effective and inclusive resource planning
process cannot be over-emphasized.

Tri-State files its resource plan and associated updates with the Colorado Public
Utilities Commission under CFR Title 42, Chapter 84, Subchapter V1, Section 7276b (c) Use of
other integrated resource plans, which states in pertinent part:

Where a customer or group of customers are implementing integrated resource planning under a
program responding to Federal, State, or other initiatives, O in evaluating that customer(s
integrated resource plan under sections 7275 to 7276c of thistitle, the Administrator shall accept
such plan as fulfillment of the requirements of sections 7275 to 7276¢ of thistitle to the extent
such plan substantially complies with the requirements of sections 7275 to 7276c of thistitle.
[emphasis added]

Critique: Tri-State s planning process does not meet federal or state requirements.

Our analysis, set forth below, indicates that Tri-State is not in compliance with either
the Western Area Power Administration ((Westernl) Resource Planning requirements or the
Colorado PUCIS Least-Cost Planning (LCP) requirements. It is important to note that
compliance with the Colorado L CP requirements would not necessarily assure compliance with
Western[s resource planning requirements as, in our view, the Federal rules contain more
extensive requirements than those of the State.

12 Source: Tri-State website. The $2,348 includes $90 million of emission control equipment costs for Unit 1 and
Unit 2 necessary to meet permitting requirements. Exclusive of these costs, Unit 3[$ capital costs are reduced to
$2,123 per kW.

3 During the 2002 LCP rulemaking proceeding, the Colorado Public Utilities Commission relied on the existence of
Rural Utilities Service (RUS) oversight over Tri-State, in part, asjustification for why it declined to exercise
jurisdiction over Tri-Statels resource procurement decisions. Y et, Tri-State did not utilize RUS funding for its
Springerville Unit 3 investment. It used private capital in aleveraged-lease arrangement.
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Tri-State is not in compliance with Western s resource plan
requirements

Section 7276b(b), Criteriafor Approval of Integrated Resource Plans, sets forth the
following requirements.'* The underlined segments are those with which we believe Tri-Statels
2005 update does not comply.

The Administrator shall approve an integrated resource plan submitted as required under subsection (a) of
this section if, in developing the plan, the customer has:

(1) Identified and accurately compared all practicable energy efficiency and energy supply resource
options available to the customer.

(2) Included a 2-year action plan and a 5-year action plan which describe specific actions the customer will
take to implement its integrated resource plan.

(3) Designated [east-cost optionsto be utilized by the customer for the purpose of providing reliable
electric serviceto itsretail consumers and explained the reasons why such options were selected.

(4) To the extent practicable, minimized adverse environmental effects of new resource acquisitions.

(5) In preparation and development of the plan (and each revision or amendment of the plan) has provided
for full public participation, including participation by governing boards.

(6) Included load forecasting.

(7) Provided methods of validating predicted performance in order to determine whether objectivesin the
plan are being met.

(8) Met such other criteria as the Administrator shall require.

Tri-Statels failure to meet the underlined requirementsis discussed in detail below.
Whether it has met the remainder of these requirementsis open to question.

Tri-State is not in compliance with the Colorado PUC LCP
requirements

There are anumber of key areas in Coloradols LCP rules that Tri-State has either failed
to address or inadequately addressed in its filing with the PUC.

Load Forecasting

Commission LCP Rule 3606 provides an extensive list of requirements for utilities to
develop and support demand and energy forecasts. For example, Rule 3606(b) requires:

Range of forecasts. The utility shall develop and justify a range of forecasts of coincident summer
and winter peak demand and energy sales that its system may reasonably be required to serve
during the planning period. The range shall include base case, high, and low forecast scenarios of
coincident summer and winter peak demand and energy sales, based on alternative assumptions
about the determinants of coincident summer and winter peak demand and energy sales during the
planning period.

In response, Tri-State states that its base case forecast assumes normal weather and
economic activity, and that it also prepares high and low economic activity forecasts. It usesthe

14 Western(s planning requirements are found in sections 7275 to 7276c of CFR Title 42, Chapter 84, Subchapter V1.
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base case forecast primarily for revenue projections, claiming that it would be imprudent to
estimate revenues based on abnormally high or low load forecasts. However, it goes on to use the
Cabnormally highCiforecast for planning resource requirements.*

Moreover, Tri-Statels |oad forecast determination is unclear and provides insufficient
detail to comply with the LCP rules. For example, Rule 3606(e) requires the following:

Description and Justification. The utility shall fully explain, justify, and document the data,

assumptions, methodologies, models, determinants, and any other inputs upon which it relied to

develop its coincident peak demand and energy sales forecasts pursuant to thisrule, as well asthe
forecasts themsel ves.

According to Tri-State[$ 2005 Progress Report, load forecasts are prepared jointly by Tri-
State and each of its members.™® Tri-State points in a very general way to data that it gathers and
uses related to economic activity, demographics, and weather I without documentation or
justification in its report.*” But then, Tri-State makes the claim that Cfecent member load
forecasts have been consistently short of actual loads primarily due to new large industrial and
commercial load with an on-line lead time of two years or less from facility announcement.}®
Based on thisinability to adequately forecast future growth, Tri-State raises the member-
forecasted growth, which is closer to 2.5%, to an assumed 4% annual growth rate over the
planning period.

In addition, it also indicates that projected energy deficits are converted to capacity needs
at an 80% capacity factor (pages 6 and 19), effectively assuming, without explanation or
supporting evidence, that all growth is of a baseload nature. This assumption is clearly not
supported by the recent growth of peak demand at twice the rate of energy consumption. The
higher rate of consumption during peak hours indicates greater air-conditioning penetration and
use, most likely in suburban growth areas. Thisis borne out by the fact that the members whose
growth contributes most to the increase in the system peak are along the Front Range of
Colorado in suburban areas.

Tri-Statels$ 2005 Progress Report |eaves quite unclear whether it or its members develop
the base forecast and the justification for the increased base forecast. In combination with use of
[abnormally highUforecasts and the assumption that all system growth is baseload, the
forecasting procedures certainly do not meet the requirements of the LCP rule.

Moving on to the reserve margin requirements in the Colorado LCP, Rule 3608(b) states
in relevant part:

The utility shall develop and justify planning reserve margins for each year of the resource
acquisition period for the base case, high, and low forecast scenarios established under rule 3606,
to include risks associated with: 1) the development of generation, 2) losses of generation capacity,
3) purchase of power, 4) losses of transmission capability, 5) risks due to known or reasonably
expected changesin environmental regulatory requirements, and 6) other risks. The utility shall
develop planning reserve margins for its system for each year of the planning period outside of the
resource acquisition period for the base case forecast scenario.

15 Tri-Statels Electric Least-Cost Resource Plan Annual Progress Report, October 2005, page 24.
16 Tri-Statels Electric Least-Cost Resource Plan Annual Progress Report, October 2005, page 24.
Y Tri-State[s Electric Least-Cost Resource Plan Annual Progress Report, October 2005, page 54055.
18 Tri-State[s Electric Least-Cost Resource Plan Annual Progress Report, October 2005, page 19[P1.

13



Tri-State indicates in its 2005 Progress Report (page 84) that its present reserve
obligations produce operating reserves in the range of 5% to 7% of member load. However, it
goes on to say that it [has determined that the combination of described operating reserve
requirements, forecasting based on a high economic basis, and the described planning margin
resultsin an overall long-range planning reserve margin which is both adequate for reliability
and economical for Tri-Statels member systems.[If it is Tri-Statels intent to set its resource
needs to match the sum of these three el ements, then we might agree that it results in adequate
reliability, but would strongly disagree that such aresource plan would be economical for its
members. Thisissue will be addressed in more detail later on in this paper.

Clean Energy and Energy Efficiency Technologies

- From Commission Decision No. C91-1729
in the Colorado-Ute Bankruptcy proceeding™

During the 2002 rulemaking docket resulting in the Colorado LCP rules, the Commission
determined that Senate Bill 01-144 (enacted by the Colorado General Assembly in 2001 and
codified at C.R.S. § 40-2-123) applies to cooperative electric generation and transmission
associations.® The Commission developed Rule 3614(a)(V 1) to impose the following reporting
reguirements on cooperative e ectric generation and transmission associations:

[Clooperative el ectric generation and transmission associations shall include in their annual report
afull explanation of how its future resource acquisition plans will give the fullest possible
consideration to the cost-effective implementation of new clean energy and energy-efficient
technologiesin its consideration of generation acquisitions for electric utilities, bearing in mind
the beneficia contributions such technol ogies make to Coloradols energy security, economic
prosperity, environmental protection and insulation from fuel price increases.

¥ Docket No. 91A-589E, January 27, 1992.
% See Decision No. C02-991, page 26.
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Clean Energy Technologies

In its 2005 Progress Report, Tri-State provides only four conclusory bullet points™ (up
from threein 2004) to justify itslack of consideration of integrated gasification combined cycle
(IGCC) technology. In the end, it dismisses new clean technologies (page 104) as follows:

Alternative technologies, such as those addressed above® and for example |GCC and wind, either

are too experimental in Tri-Statels resource acquisition time frame, or are not cost-effective, or do
not fulfill baseload generation requirements.

Energy Efficiency Technologies
In addition to C.R.S. 8 40-2-123, Commission Rule 3606(c)(11) requires the following:

The utility shall explain the effect on its energy and coincident peak demand forecast of all
existing energy efficiency and energy conservation programs for each major customer class, as
well as any such measures that have been approved by the Commission but are not included in the
forecasts.

In its October 2005 Electric Least-Cost Resource Plan Annual Progress Report,? Tri-
Statels demand-si de management®* discussion amounts to the following:

e Tri-State cannot dictate a demand response program to its members (page 5).

0 Response: Tri-State, as the power supplier, isin theideal position to assemble
aportfolio of efficiency programs for its membersto utilize, aswell asto
educate them about the benefits and assist them in energy efficiency program
implementation. Below we present our proposal for arobust energy efficiency
effort on the part of Tri-State and its members.

e Because DSM [focuses on shaving peak usage,it is not an option due to Tri-State
load characteristics, which are [ery high daily load factor(J(page 11).

0 Response: As discussed above, the percentage increase in the peak demand of
Tri-Statel$ members in 2005 was over twice the percentage increase in energy
consumption. Thisismost likely dueto increased air conditioning penetration
in growing suburban areas. There are opportunities to limit growth in peak
demand, as evidenced by the DSM programs of many utilities in the region,
including Xcel Energy in Colorado.

0 Response: DSM programs do not necessarily need to focus on peak shaving,
but can focus on broader reductionsin energy consumption that result in fuel
cost savings.

e Initssection directly responding to rule 3606(c)(I1), Tri-State contends that [Jt]here
is not sufficient data to explicitly model these impactsCl(page 48). It goes on,
however, to note that [Tri-State sponsors [Energy Efficiency Creditsprograms,
which encourage certain levels of building insulation efficiency and/or provide
incentives for the purchase of high-efficiency motors.CIHowever, it concludes that it

2 Tri-Statels Electric Least-Cost Resource Plan Annual Progress Report, October 2005, page 17.

2 Reference is to intermittent resources and demand-side management.

2 Tri-Statels October 2004 Electric Least-Cost Resource Plan Annual Progress Report provides a cursory two
paragraphs suggesting that Tri-State has given these new technology options virtually no consideration at all.
4 Demand-side management is the broad term meaning generally utility-sponsored conservation and energy
efficiency programs made available to end-use electricity consumers.
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(s not possible to quantify with confidence the amount of load reduction as a result
of these programs, which are used by retail customers of Tri-State members.[]

0 Response: Tri-State makes no attempt to quantify these programs in any way.
These comments about DSM options and energy efficiency are woefully
inadequate with respect to both the federal and state analytical requirements.

Furthermore, this superficial approach to the DSM resource is not consistent with Tri-
Statels own internal policies:

Tri-State Policy 100:%
Subject: Conservation, Load Management, and Renewable Resource Policy.

Objective: To provide for the conservation of natural resources through the
efficient use of electrical energy; to further the purposes and intent of the Western
Area Power Administration (Western) policy on conservation and renewable
energy and the Rural Utilities Service (RUS) policy on load management and
energy conservation; and to provide Tri-State the opportunity to participate in
renewabl e resource studies.

Tri-Statels dismissal of new clean electric generation technologies, such as IGCC and
wind, along with its lack of consideration of energy conservation and load management
resources, is contrary to Commission LCP rules and Colorado state law.

Contingency Plans

Commission LCP Rule 3608(c) states as follows:

[Bince actual circumstances may differ from the most likely
estimate of future resource needs, the utility shall develop
contingency plans for each year of the resource acquisition period.[]

Tri-State has simply ignored this requirement.

The Colorado PUC LCP requirements do not satisfy Western s
resource plan requirements

Even if Tri-State had filed documents that met the requirements of the PUCIS planning
rules, compliance with these state requirements would not [substantially complyOwith the
requirements of Western(s planning under sections 7275 to 7276¢ of CFR Title 42, Chapter 84,
Subchapter V1. The Colorado PUC Least-Cost Planning requirements are insufficient to pass the
test set forth in federal regulations for the following reasons:

e Federal regulations require Tri-State to accurately compare all practicable energy
efficiency and energy supply resource options available to the customer. As discussed
above, Tri-State failed to fulfill this requirement.

e Federal regulations require Tri-State to minimize adverse environmental effects of new
resource acquisitions, to the extent practicable. Based upon the information available,

% Source: http://www.tristategt.org/greenpower/tspolicies.cfm.
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Tri-State performed no analysis of the adverse environmental effects nor mitigation
measures.

e Federal regulations require Tri-State to provide for full public participation in preparing
and developing the plan and each revision or amendment of the plan. Tri-State ignored
this requirement.

Conclusion: Tri-State s resource planning does not justify its decision to build large amounts
of new coal-fired generation.

Tri-Statels failure to comply with state and federal requirements, lack of public
disclosure, and failure to alow for public participation in the process of making multi-billion-
dollar decisions about new generating plants leads to several important questions:

1. Has Tri-State overestimated future resource needs by preparing biased and poorly
justified load forecasts? This certainly appears to be the case.

2. Could Tri-State save its Colorado members and their customers, and its members and
customers in other states, considerable dollars by investing instead in energy efficiency
and load management resources to reduce, delay, or possibly eliminate Tri-Statels
purported need for additional high cost conventional coal-fired generation? Thereis no
way of knowing. Tri-State did not analyze energy efficiency and demand management
options.

3. If, infact, Tri-State needs new electricity supply facilities (which is highly questionable
in our view), are there better alternatives than conventional coal-fired power plants?
What about wind turbines, on-site combined heat and power systems, or advanced coal-
based facilities such as those which use IGCC technology? Once again, there is no way of
knowing, because Tri-State failed to do this analysis.
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Analysis of Tri-State s Resource Needs

At its August 2005 Board meeting, Tri-Statels Board of Directors [authorized a
comprehensive resource development plan to include 1,800 MW (net) of new coal-based
generation, and up to 1,000 miles of new transmission line.(¥° Tri-State proposes to build two
600 MW subcritical pulverized coa units at the Holcomb, Kansas plant site of its Western Fuels
Association (WFA)?’ partner Sunflower Electric Power Corporation. The third 600 MW unit is
planned for southeast Colorado.

While access to the information Tri-State utilized to develop its member load forecastsis
extremely limited, we can use the information provided in the October 2005 Progress Report to
compare loads and resources over the 20-year planning horizon. It isimportant to note that Tri-
Statels resource plan does not address its |oads in Nebraska, as these are served by long-term
contracted resources and it has no need for additional resources for its Nebraska membersin the
20-year planning horizon.®

The case presented by Tri-State for new baseload coa generation shows an energy deficit
in the very first year (2005), with the energy deficits continuing and growing throughout the
planning period.? Tri-State then converts the estimated sales [eleficitsto capacity needs using
an 80% capacity factor. The end result is a series of projected [fesource deficitsllbeginning in
2005 at about 400 MW and reaching 850 MW by 2024.%

Critique: Tri-State s methods and conclusions are faulty.

First, the [Total Load ObligationJ(a misnomer) levelsindicated in Chart 1 of the 2005
Progress Report are not supported anywhere in the report. While purporting to include both
member [loadsJand non-member contracts, the figures cannot be reconciled with other
information in the report. Second, there is no supporting documentation or information for the
level of generation indicated on Chart 1. It, too, is inconsistent with the remainder of the report.
Third, Tri-State provides neither basis nor support for the legitimacy of calculating capacity
needs by working backwards from energy needs using an 80% capacity factor. Finally, the
results of these questionable calculations do not result in a capacity need growing at 100 MW per
year.

Inits February 1, 2006 presentation to the Colorado PUC, Tri-State used a somewhat
different approach to justify an annual 100 MW resource need through 2021. It first repeated
claims that its historical forecasts have been too low, indicating, without providing any detail,
that new industrial and resource development loads are driving its growth. It then went on to
portray its growth using the following slide.

% Source: Tri-State presentation to the Colorado Public Utilities Commission, February 1, 2006.

2 WFA is a not-for-profit cooperative that supplies coal and transportation services to consumer-owned electric
utilities. Itsthree Class A members are Tri-State, Basin Electric, and Sunflower. Tri-State is also Basin Electric[$
largest member and holds four of twelve seats on the WFA Board.

% Tri-Statels Electric Least-Cost Resource Plan Annual Progress Report, October 2005, page 1.

2 Tri-State[s Electric Least-Cost Resource Plan Annual Progress Report, October 2005, Chart 1, page 7.

% Tri-Statels Electric Least-Cost Resource Plan Annual Progress Report, October 2005, Chart 3, page 8.
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Tri-State s 44-member historical growth
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Critique: There are problems with this representation.

1. The chart does not represent the member load that Tri-State must serve. Thetitle indicates
that the growth rates are the sum of non-coincident peak demands. By definition, these
demands occur at different times, creating diversity and more efficient use of resources. Tri-
State is required to meet the sum of its memberslicoincident peak loads. The difference
between the two can be as much as 10% to 20%.

2. Evenif the chart is mislabeled, exclusive of individual year variability, none of the historic
average growth rates since 1978 come close to the 4% Tri-State currently claims. Recent
history indicates a growth rate of 3.3%, while the average growth rate for the last 30 years
has been 3%.

3. AsTri-Statels chart indicates, growth rates can change significantly over time and can be

impacted by exogenous factors such as drought in rural areas and mortgage rates in suburban
aress.

4. The chart includes the six member cooperatives in Nebraska, whose load is served by
contract with Basin Electric. Tri-State does not include these cooperativesin its resource
planning.

Neither Tri-Statels Progress Report nor its presentation to the PUC provided any analysis
of the source of the load growth. Load growth due to broad expansion of irrigation loadsin rural
areas will have very different characteristics than that due to residential and small commercial
development in suburban areas.
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Tri-State also showed a cumulative “ TCP”*! summer peak increase averaging 75 MW per
year since 1996, although thisis somewhat skewed by a 200 MW increase in 2005 alone —
presumably due to the extraordinarily hot summer. Based on this information, Tri-State then
assumed annual growth of 100 MW and presented the following slide.

Generation deficit projections based on
historic load growth
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In addition to the problems delineated above with respect to its load growth assumptions,
this dlide fails to account for the more than 700 MW of capacity sold to other utilities through
contracts that will begin expiring in 2007.% Clearly, Tri-State could provide this power to its
own members rather than sell it to other utilities, once the contracts expire. Virtually all of the
current wholesale contracts will terminate by 2021.

Alternative Load and Resource Comparisons

Tolook at Tri-State’ sload and resource situation in amore traditional fashion utilizing
the information presented in the October 2005 Progress Report, we start with total Tri-State
capacity as reported. Wefirst exclude all capacity utilized to provide energy to non-members as
reported on page 31.%* We then add capacity from resources that have come to light subsequent
to the filing of the report. These include the five-year 100 MW sale to TEP from Springerville 3,
which Tri-State represented (presentation to the PUC on February 1, 2006) can be “bought back”
at any time, 75 MW from Basin Electric’s planned 376 MW Dry Fork Station, and an additional

3L TCPis not defined, but clearly it does not mean twelve coincident peaks. It may be “total.”

% See Appendix A.

% |t should be noted that a small adjustment has been made based to Springerville 3. According to its website, Tri-
State will have access to the full 400 MW for the summer of 2006 due to the TEP and SRP sales beginning in 2007.
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