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Generation

In the early 1970s, Idaho Power Company was investigating various resource options to meet growing retail load in its service area. The options considered included a wide array of hydroelectric alternatives, geothermal, solar, nuclear and other coal/gas fueled thermal generating projects. At the time, thermal generation with coal as a fuel source was the most economical option and a joint venture with Sierra Pacific Power Company to construct a 500 Mw coal fired plant at Valmy, Nevada was the chosen alternative. The joint venture allowed some economy of scale and manageable construction costs without creating unreasonable generation surplus for either company. The plant cost and generation was to be split 50/50.

The Valmy coal plant was constructed in two phases, a 250 Mw unit (Valmy I) completed in 1981 and another 250 Mw unit (Valmy II) completed in 1984. A Certificate of Public Convenience and Necessity (CPCN) was requested from the Idaho Commission by Idaho Power Company and granted in1979. The CPCN authorized but did not require construction and did not guarantee cost recovery. The cost of Valmy I was rolled into Idaho Power Company rates in 1982 without significant opposition. Cost recovery for Valmy II was requested in 1985 and partially rejected by the Commission on the grounds that customer load growth used to originally justify the project had not materialized and the second unit was deemed not fully used and useful. The Company did not begin receiving a return on shareholder equity in the second unit until 1995.

Transmission 

Construction of transmission facilities necessary to deliver Valmy generation to Idaho Power load centers began in the 1970s as part of an energy purchase agreement between Sierra Pacific Power Company and Utah Power and Light Company (UPL). Due to transmission constraints, energy delivered from Utah to Nevada was required to move from UPLs system through Idaho Power’s system to Sierra’s system via the Midpoint to Valmy transmission pathway.  The transmission line was also needed for Sierra to take advantage of excess hydro generation available in the northwest including surplus produced by Idaho Power facilities. In order to accommodate the purchase agreement, to take advantage of low cost excess hydro generation and in anticipation of Valmy coal plant construction, Idaho Power and Sierra joined together to construct the 345 kV transmission line from Valmy, Nevada to Midpoint, Idaho, a distance of about 250 miles. 

The cost of the transmission line was to be split 50/50, as was the case with the coal plant costs. Actual ownership of the transmission facilities and capital cost originally incurred by each utility to construct the project was based upon facility location within each state. Transmission facilities located in Nevada were the property of Sierra while facilities located in Idaho were the property of Idaho Power. The result was that Sierra constructed, paid for and owned 150 miles of transmission line (Valmy to Stateline) and Idaho Power constructed, paid for and owned 80 miles of transmission line (Stateline to Midpoint). 

To assure a 50/50 split in transmission costs, the agreement between the two companies required that Idaho Power provide annual revenue to Sierra to offset the additional revenue requirement associated with the longer portion of the line located and owned by Sierra in Nevada.  The agreement also provided that Sierra own all southbound transmission rights from Midpoint to Valmy and Idaho Power own all northbound rights. The transmission agreement specifying the annual payments and the transfer ownership rights had a term equal to the expected life of the Valmy coal plant.

A document review of Idaho Power’s request for a Certificate of Convenience and Necessity, and Idaho Power’s two general rate proceedings to incorporate the costs of Valmy I and II, failed to provide any information regarding the transmission line. It seems that although the transmission project was completed in 1980 (a year before completion of Valmy I), it was assumed to be part and parcel of the Valmy generation project and included for cost recovery along with Valmy I. While a portion of Valmy II costs were originally rejected for cost recovery by the Commission, none of the costs associated with Valmy transmission facilities were included in the disallowance.

Conclusion

Based on available information, it appears that the 345 kV Valmy to Midpoint transmission line was constructed for at least three reason, 1) Sierra access to a firm power purchased from UPL, 2) opportunities for mutually beneficial purchase/sale of excess hydro generation between Sierra and Idaho Power and 3) the ability to construct and share the cost and output of the Valmy coal plant with economies of scale. 

While not explicitly discussed in any of the rate proceedings before the Idaho Commission at the time, cost recovery of Idaho Power’s portion of the transmission facilities was closely linked to construction of the Valmy coal plant. The fact that transmission cost recovery was never an issue in any of the cases before the Commission indicates that it was approved as an integral part of the generation project. Although completed prior to completion of the coal plant, it is unlikely that the transmission facilities would have been constructed (at least at current capacity) without construction of the coal resource.

Based on Idaho Power’s most recent Integrated Resource Plan (IRP), the Company’s next major transmission project will also be part and parcel of a new generation resource and cost justified on that basis. Similar participation by multiple utilities in future projects will require similar unique timing of need, resource characteristics and geographic siting.

