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other time period) during which it is the marginal unit. Meanwhile, long-term contracted 

_ resources or utility-owned, "rate-based" resources recover their costs through structured 

payments of some kind that inevitably recover both the run cost and the fixed cost of any given 

asset. In the case of utility-owned assets, these costs are subject to depreciation; they decline 

over time. In the current QF rate-setting, the price paid in the power purchase agreement is 

levelized; the cost is averaged over time, based on short-term market prices and long-term fixed 

costs of a gas generator. Those market prices are lower and the gas-plant prices are higher; they 

result in an average price that is, unsurprisingly, higher than the market prices of first years, but 

lower than the gas-plant prices in later years. QF rates could be styled after utility-owned 

"depreciating" payments-although that would be disadvantageous to the ratepayer, who would 

have to pay more up front-or through escalating payments, pegged to inflation or another 

metric. But for a long-term committed asset that has a depreciating or levelized price, the first 

. years of its price will always te'nd to be higher priced than current market prices, and in future 

years it will tend to be lower priced than market prices-assuming market prices are rising to 

some degree, whether in line with inflation, fuel costs, labor or some other factor. The risk of 

long-term prices turning out to be wrong, moreover, is a risk that utility customers must bear 

whether the asset in question is a utility-owned or a utility-contracted resource. The periodic 

higher cost of long-term contracted assets is nothing new, nothing exceptional, and is instead 

entirely routine. 

The argument that the avoided cost is set too high if it is higher than current market 

prices defies the basic logic of market economics. Besides the utter wrongness of the argument, 

its having been inveigled into a discussion on this Motion is evidence that the Commission 

misunderstands what this proceeding actually concerns. No party has challenged the rates in the 

. QF -1 Tariff as being unjust or unreasonable. That is not a matter before the District Court upon 

judicial review of Order 7199d. Indeed, if it were, more current evidence would in all likelihood 

demonstrate that, since natural gas prices have recently inclined, so too has the avoided-cost rate 

QFs should be paid. That is, the roughly $48 per megawatt-hour avoided cost for wind QFs is 

likely an underestimate of the avoided resource cost, not an overestimate. Given that reality, the 

Commission should be cheering QFs to take the avoided-cost rate and make a project happen, 

although as Mr. Pascoe testified, the economics of the rate and a QF project are very hard to 
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make pencil out.8 Transcr. 164:8-165:17. In any event, reasoning that a stay is warranted 

because of the supposedly high avoided cost of the QF-l tariff is a misdirection. 

18 

Another red herring surfaced during the Commission's deliberations is that the federal 

government's wind production tax credit (PTC) should somehow play into our decision-making 

on this matter. This opinion is flawed in several ways. First, and most fundamentally, the PTC 

has no influence on the Commission's avoided cost, which, again, is based on market purchases 

and the cost of a natural gas-fired generator. This issue is a spontaneous invention of the 

Commission that undermines the rule of law and the evidence-based nature of the Commission's 

.. proceedings. Second, even if avoided cost were at issue, and one pretended that the PTC should 

factor into an avoided-cost determination, the Commission has previously approved a utility

owned wind project, Spion Kop, that used the PTC to reduce its cost to North Western's 

ratepayers, just as this state's Department of TranspOltation doubtless would take into account 

the generous interstate transpOltation revenues from the federal government to buy down the cost 

.. of highway projects. 

The notion that North Western should benefit in our calculations regarding the PTe while 

the effect of the PTC should be discounted for private developers building QFs is an 

impermissible act of discrimination under PURP A and contrary to what little competitive 

enterprise exists in the electric energy industry in the West. Finally, the PTC, while a distortive 

and poorly thought-out policy, is nonetheless a fact of life. It is, as much as the mortgage or 

student-loan interest deductions, a reality of economics that the federal government has 

created-notwithstanding the potential and real economic illogic of such policies. It would be 

ridiculous for the PSC to discard one such tax policy as being politically undesirable even while 

it accepts, in an unquestioning manner, a slew of others, from the accelerated depreciation to 

deferred accounting policies of the Congress and the Internal Revenue Service. 

Conclusion 

Montana is obtaining a poor reputation, becoming marked as inhospitable to independent 

development because of the persistent favoritism shown to the incumbent utility, to the ultimate 

disadvantage of ratepayers. This is an important public policy consideration in deciding any 

docket of this nature. Independents' active participation in QF proceedings is healthy because it 

8 It is not the Commission's job to make wind energy work-only to offer QFs a rate, which the utility would be 
paid for its own project, to allow them to compete laterally against the avoided resource. 
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establishes a price point that the incumbent utility must consider, and compete against, when 

developing its own projects. This price transparency is crucial for the Commission to do its job 

of questioning the utility when it comes in for pre-approval of generating assets, or for purchases 

of electric power under contract. 

Utility generating projects and independently owned generating projects should compete 

on an equal footing with one another. But the Commission, in this action, seems determined to 

shut the door on what little independent development exists in Montana, even though the utility, 

who has its opponents outgunned and outmatched in every way in terms of legal resources, put 

on a truly miserable demonstration in support of its motion for a stay. The Commission, in its 

-Order, has gone out of its way to protect N 011h Western Energy from competition. Ratepayers 

and the public interest generally will suffer because of it. 

Therefore, I respectfully DISSENT, 

-Travis Kavulla, Commissioner (dissenting) 


