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Q. Please state your name and occupation.

A. 

My name is Douglas R. Thomas, and I am a Utility Economic Analyst for the Vermont Department of Public Service (“Department” or “DPS”).  My business address is 112 State Street, Montpelier, Vermont.

Q.
Please summarize your professional background and experience.

A.

I have worked for the Department since 2005.  I am primarily responsible for evaluating power/transmission costs in rate cases, load forecasting and evaluating the economic impact of utility projects and government policies in the electric sector.   Prior to working for the State of Vermont I worked as an economist concentrating on regional economic development matters.   

Q.
Have you ever testified before the Vermont Public Service Board before?

 A.

No.

 Q.
What is the purpose of your testimony?

 A.

I will be offering comments on behalf of the Department on the following criteria under 30 V.S.A. § 248(b): 



(2)
whether the proposed project is required to meet the need for present and future demand for service which could not otherwise be provided in a more cost effective manner through energy conservation programs and measures and energy‑efficiency and load management measures, including but not limited to those developed pursuant to the provisions of sections 209(d), 218c, and 218(b) of Title 30; 



(4)
whether the proposed project will result in an economic benefit to the state and its residents; and, 



(7)
whether the proposed project is in compliance with the electric energy plan approved by the Department under section 202 of Title 30, or that there exists good cause to permit the proposed action.

30 V.S.A. § 248(b)(2) 
Q.
Is the project required to meet the need for present or future demand for electric energy?

 A.

Yes.  Many states, including Vermont and other states in New England, have established various types of programs designed to encourage the development of renewable energy sources through the payment of incentives.  These incentives are paid to developers of qualifying renewable energy projects through the sale of Renewable Energy Certificates (“RECs”).  It is the belief of policymakers in those states that renewable energy offers benefits which exceed the incentives offered to developers of renewable projects



Entities serving load in these states are required to have a specified portion of their load served with renewable energy.  Ownership of RECs is the vehicle to meet that requirement.  A qualifying renewable energy facility earns RECs by producing electricity.  These RECs are then traded bilaterally or through brokers.  Currently, prices for RECs have settled at a moderate level. This indicates to me that there remains a healthy demand for renewable energy.  The proposed project would help meet that demand. 



In Vermont, the legislature has adopted an analogous standard for the energy from renewable projects known as the “SPEED” Program.  Subject to certain conditions, SPEED requires each Vermont retail electric utility to supply an amount of energy equal to its total incremental energy growth between January 1, 2005 and January 1, 2012 through the use of electricity generated by in-state new renewable resources.  The Vermont legislature obviously believes that there is value in obtaining power from renewable energy resources in the state and has directed the utilities to do so.  A wind project, such as this, could qualify under this program.

Q.
Have you looked at the developer’s testimony regarding avoided emissions from the project?

A.

Yes.  Attributing a direct and specific reduction in certain emissions to this project, as the developer has done, is problematic.  Recently, Vermont ratified an agreement among the New England states, New York, New Jersey, Maryland and Delaware, called the Regional Greenhouse Gas Initiative, or “RGGI.”  Under this agreement, CO2 emissions from the electric sector are capped (“cap”) at a certain amount.  In order to emit CO2, a fuel burning facility will have to purchase a certificate allowing it to do so.  Under RGGI, a fixed number of certificates will be issued each year.  Certificates may be traded or carried over for later use.  Owners of fossil-fueled facilities are free to make decisions about the operation of their facilities based on the costs of these emission certificates.  For example, if prices for emission certificates were high, an operator may choose to increase the efficiency of a unit rather than pay for additional certificates.  A decision could be made to retire a unit as well.



However, since carbon emissions are capped, we cannot directly attribute specific reductions to specific projects.  In other words, because of the cap, reductions in CO2 emissions will occur not because of any specific project, like Deerfield, but rather as a result of changes in the “cap.”   The developer attempts to attach a dollar value to the reduced CO2 emissions from the project, but given that the project cannot claim reduced CO2 emissions because of RGGI, the dollar values they propose are not realistic.
Q.
Is there any other way to think about how this project could contribute to lower CO2 emissions?

A.

Yes there is.  Operation of a non-emitting unit like Deerfield will lower the price for emissions certificates, since the demand for them will be reduced.  The real benefit of a non-emitting source, in terms of carbon emissions, is that it can be expected to lower the price for emissions certificates, which will make it easier to meet targets and may result, in the long run, in policy makers reacting more favorably to lowering the number of certificates issued within the region.  But here again, it is the “cap” that would produce lower emissions.
30 V.S.A. § 248(b)(4)

Q.
Have you looked at the developer’s testimony regarding economic benefits from the project?
A.

Yes.  I have reviewed the original pre-filed testimony (dated January 8, 2007), the accompanying Exhibit DFLD-EH2 and the supplemental pre-filed testimony (dated July 30, 2007).  

Q. 
Do you agree with the developer’s findings regarding economic benefits from the project? 
A.

I agree with some of the conclusions, but find others to be tenuous.  

Q. 
Which benefits do you agree with?

A.  

The project will provide an increased source of property tax revenue and several jobs.  

Q.
Do you consider these to be major benefits?

A.

No.  While the Board has recognized new jobs to be an economic benefit, as well as increases in funds available for education or municipal services, these benefits have not been viewed as sufficiently significant in their own right to warrant approval of a project like this.  For instance, in the UPC case (Docket 7156), the Board concluded that the project would satisfy the economic benefit standard, but only after imposing a condition requiring the developer to use its best efforts to enter into a stably priced power purchase agreement with Vermont utilities.  The fact that the project would produce new jobs and increased tax revenues was acknowledged to be beneficial, but not sufficiently so.
Q.
But this project has the potential to offer Vermont significant economic benefits, correct? 
A.

Potentially, yes, but at the present, this project’s ability to deliver those benefits has not been established.  
Q. 
Could you elaborate on this point?

A.

The Petitioner’s prefiled testimony assumes that Deerfield will enter into some form of stably priced contracts with Vermont utilities.  Currently, the developer has not actually entered into any stably priced contracts with any Vermont utility.  In fact, at present, Deerfield has no power purchase contracts on any terms with a Vermont utility.  I therefore cannot say that approval of this project is in the public good.
Q.
Could you explain what you mean by the term “stably priced contracts?”

A.

Yes.  I think of such contracts as having some feature or mechanism that prevents the purchase price from having the same degree of variability as market prices do.  In other words, the price is not necessarily fixed for the life of the contract (although it can be) , it can be set to some index, have a collar, or other things of that nature, but at a minimum it provides some smoothing or tempering of the peaks and valleys often associated with market price movements over time.  Additionally, this mechanism or feature is in-place for a meaningful period of time—a period of time long enough for the contract to provide stability to the buyer and seller.  The intent of stably priced contracts is to provide some degree of price certainty for both the buyer and the seller.  The Board refers to this type of power purchase agreement as a “stably priced” contract.  Such contracts can take several forms, as described by the Board in its order in the UPC case. 
Q.
Do you think it is important for Deerfield to enter into stably priced contracts with Vermont utilities as part of this project?

A.

Yes.  Section 248 requires that a project promote the public good of the state in order to receive a CPG.  Just because a particular project satisfies all ten criteria under 30 V.S.A. ( 248(b) does not necessarily mean that the project would promote the public good.  As I understand it, Section 248 was created with an eye toward facilities that would be owned and operated by Vermont(s utilities, thus ensuring that the benefits associated with ownership and operation of a facility would be shared with Vermont(s ratepayers.  



I believe a substantial economic benefit would be present if Deerfield could show that it has in fact entered into a stably priced power purchase contract with a Vermont utility.  Such a substantial economic benefit is necessary, in my view, because Vermont is bearing the burden of hosting the project.  If Vermont is going to allow a merchant generation facility to utilize one of the state(s valuable resources, its natural environment, then the state should receive something of comparable value in return, before a project is found to promote the public good.
Q.
What are the economic benefits that result from stably priced contracts with Vermont utilities?

A.

Those benefits include protection from: high fuel prices, volatile fuel prices and escalating emission costs.  Other cited benefits, such as compliance with the SPEED program need to be reconsidered as well.



As a wind project, Deerfield would have no fuel costs so essentially, it is a fixed cost resource.  Furthermore, without any fuel costs, it is immune to rising and fluctuating fuel prices, especially in regard to fossil fuels.  These are benefits that accrue to the owner but can only be shared by Vermont ratepayers if there is some kind of purchase agreement that allows this stability to be passed on to Vermont ratepayers.  The alternative is contracts based on market prices.  However, these contracts do not transfer the benefits of stability to Vermont.  This does not necessarily mean that stably priced contracts will always be the preferred purchase method, but these instruments do offer Vermont an excellent method for capturing the economic benefits of a fixed-cost resource like Deerfield.  And of course, to the extent Deerfield does not contract with Vermont utilities for either energy or potentially RECS, while there may be benefits to the region, there would not be, effectively, any direct benefit to Vermont.  



Similarly, protection from escalating emission costs is also dependent on the project having stably priced contracts with Vermont utilities.  Without these contracts, there may be benefits to the region but there would not, effectively be any direct benefits to Vermont.  Finally, the SPEED program requires Vermont utilities to contract for power with in-state renewable sources. These contracts do not necessarily have to be stably priced to derive the SPEED benefit, but without some kind of contract with Vermont utilities, the project cannot contribute to the SPEED program as intended by the legislature.
Q. 
Did you consider the developer’s testimony regarding this project’s financial viability?

A.

I did review that as well.  
Q.
Do you have any comment to make about the project’s financial viability?

A.

Yes.  I think it is important to note that the project costs Deerfield presented are based on a generic project—not specific to this proposed project.  In any event, unless they are proposing some kind of cost of service arrangement for purchasers, the developer’s costs are largely irrelevant.

Q.
Are there any other issues in the developer’s testimony that need to be clarified?  

Q. 
Yes, there are.  In describing the potential revenues from a wind project, the developer  presents a forecast that shows increasing future prices, but then states that “electricity prices could be much higher” than this forecast.  I believe it is also important to recognize that future prices could be “much lower” as well.  We have been through times before, such as the early 1980s, in which a period of high energy prices led to speculation about continued high prices, only to be followed by a sustained period of much lower prices.  The only certainty regarding future power prices is that they are subject to significant uncertainty.    

30 V.S.A. § 248(b)(7)
Q.
Is the project consistent with the 20 Year Electric Plan?

 A.

Yes.  There are numerous references in the plan citing the benefits and desirability of renewable generation sources.  The plan discusses the necessity of looking at the long term benefits derived from renewable energy and not just the short term costs.

Q.
Does that conclude your testimony at this time?

A.

Yes, but I would like to emphasize the critical role of contracts in determining economic benefits from this project.   Without some form of stably priced contracts with Vermont utilities, the state will not reap the most significant benefits of a fixed cost resource—insulation from volatile fuel prices, escalating fuel prices and emissions costs.  Thus, it is the Department’s position that without stably priced contracts, the remaining economic benefits provided by this project do not outweigh the burden it places on Vermont.    
