Oregon Renewable Portfolio Standard Rulemaking

Docket AR 518

Proposed Rule on Cost Off Ramp (Section 12)

Proposed Purpose:  To provide consumer protection from unaffordable costs for overall compliance by an electric utility or electric service supplier (ESS) with the renewable portfolio standard by not requiring compliance in a compliance year if the total incremental compliance costs, the costs of unbundled renewable energy certificates (REC) and the cost of alternative compliance payments (ACP) exceed four percent of the electric utility’s annual revenue requirement for the compliance year. In establishing the electric utility’s revenue requirement for each compliance year, the Commission will rely on a consistent methodology based on Commission-approved rates and will seek to minimize administrative complexity and process. 
Annual Revenue Requirement: 
Annual revenue requirement is to be calculated based only on the operations of the utility relating to electricity and includes: all operating expenses of the utility during the compliance year (including depreciation and taxes) and an amount equal to the total rate base of the company for the compliance year multiplied by the rate of return established by the Commission for debt and equity of the company.  See Section 12(3)(a) and (b).  The annual revenue requirement does not include any amount expended by the electric utility for energy efficiency programs for customers of the electric utility, low income energy assistance, the incremental cost of compliance with a renewable portfolio standard, the cost of unbundled renewable energy certificates or the cost of alternative compliance payments. See Section 12(3).
Proposed Definition: Annual revenue requirement means the total revenue the commission authorizes a utility an opportunity to recover in Oregon rates pursuant to a general rate proceeding, including any adjustments relating to automatic adjustment clauses, and excluding amounts identified in Section 12(3).

The annual revenue requirement could be calculated by one of the following methods.

Calculation Method A

The annual revenue requirement approved by the Commission in the Company’s most recently completed General Rate Case (GRC), provided the test year is the same as the compliance year.
Proposed timing:

· By March 1, a GRC filing would be made with an effective date of January 1 of the following compliance year.  The annual revenue requirement approved in the GRC would be used for purposes of compliance reporting on Section 12 of SB 838 until the Company’s next GRC.

· By January 1, the Commission will acknowledge this annual revenue requirement for the compliance year.

Calculation Method B

The annual revenue requirement approved by the Commission in the Company’s most recently completed GRC, updated with the costs approved in the Company’s annual power cost update and Renewable Adjustment Clause (RAC) proceedings since the most recent GRC. The annual revenue requirement will also be updated by any other changes approved by the Commission that update base revenue requirement outside a GRC proceeding.
Proposed timing:

· Beginning in 2010, by September 1 each year, each utility will file its preliminary annual revenue requirement for the following compliance year.  This filing may include an estimate of the incremental compliance costs for the following compliance year.

· By November 15 each year, each utility will file an updated final annual revenue requirement for the following compliance year. This filing will incorporate any general rate changes approved by the Commission subsequent to the preliminary filing.

· By January 1, the Commission will establish the annual revenue requirement for the compliance year.

Calculation Method C

The forecasted annual revenue requirement based on the Company’s Annual Results of Operations filing from the year prior to the compliance year using Type 4 adjustments to reflect the compliance year.  “Type 4” adjustments would be based on Type 3 adjustments but extend another year into the future. 
Proposed timing:

· Beginning in 2010, by May 1 each year, each utility will file its Annual Results of Operations which includes Type 4 adjustments to establish the annual revenue requirement for the following compliance year. 
· By August 1, Commission Staff will make a recommendation to the Commission on the proposed annual revenue requirement based on its review of the filing.

· By September 1, the utility may submit comments, or otherwise respond, to Staff’s recommendation.

· By January 1, the Commission will establish the annual revenue requirement for the compliance year.

Incremental Cost of Compliance:

The incremental cost of compliance with the renewable portfolio standard is the difference between the levelized annual delivered cost of qualifying electricity and the levelized annual delivered cost of an equivalent amount of reasonably available electricity that is not qualifying electricity (non-qualifying electricity). See Section 12(4). 
The delivered cost of qualifying and non-qualifying electricity could be calculated with some combination of the following methods. The incremental costs will be calculated for each resource based on the information available at the time it is acquired. 
Calculation Methods for Levelized Annual Delivered Cost of Qualifying Electricity
A. Annual Commission-determined market price referent (for example, California’s Market Price Referent).

B. Annual utility filing of a cost-based determination of the levelized annual delivered costs based on the annual revenue requirement for resources included in the RAC and in base rates.
Calculation Methods for Levelized Annual Delivered Cost of Non-Qualifying Electricity

A. A forward price curve for natural gas and/or electricity.  For example a pre-defined power market index (i.e., Dow Jones firm flat index for COB).
B. Utilities’ filed avoided costs.

C. Results from the Company’s most recently completed non-renewable (all source) request for proposals.
Proposed Reporting
In the Company’s Compliance Report proposed to be filed June 1, the Company will report the incremental costs of compliance for the previous compliance year.  The Compliance Report will also indicate whether the incremental compliance costs, the cost of unbundled RECs and the ACP exceed four percent of the Company’s annual revenue requirement.  In the event that these costs exceed four percent of the Company’s annual revenue requirement, the Company may include supporting documentation for the Commission to determine the prudence of the investments.
Proposed Rule on Alternative Compliance Payments (Section 20)
Proposed Purpose:  To provide consumer protection from unaffordable costs associated with individual resources used for compliance by electric utilities or ESS with the renewable portfolio standard by allowing the electric utilities or ESSs to make an ACP to be set by the Commission.  The ACP will allow the electric utility or ESS to comply with the renewable portfolio standard for a given year in a manner that will contribute to future investments in renewable energy and/or energy efficiency on behalf of consumers. The rate to be set by the Commission each year will be based on relevant publicly-available information and will provide adequate incentives for the electric utility or ESS to purchase or generate qualifying electricity in lieu of using ACPs.
Alternative Compliance Rate 
Alternative compliance rate (ACR) means a rate expressed in dollars per megawatt-hour based on the cost of Qualifying Electricity, contracts that the electric company or ESS has acquired for future delivery of qualifying electricity and the number of unbundled RECs that the company or supplier anticipates using in the compliance year to meet the renewable portfolio standard.  See Section 20(1) and (2).
Threshold questions:

· Is a separate ACR set for each utility or ESS, or will one rate be calculated to apply to all utilities and ESSs?

· Will the ACR be a levelized amount or an annual amount?
Calculation Method A

The ACR would be equal to 110 percent of an annual Commission-determined market price referent for qualifying electricity.
Calculation Method B

The ACR would be based on the results of a utility’s request for proposals for qualifying electricity issued within one year of the compliance year.  The ACR would be equal to the weighted mean of the bid results (i.e., $ per megawatt of bid nameplate capacity). 
Calculation Method C

The ACR would be based on the results of a utility’s request for proposals for unbundled RECs issued within one year of the compliance year.  The ACR would be equal to the mean of the bid results (i.e., $ per unbundled REC).  
Proposed Reporting
Utilities and ESSs will include in their annual Compliance Report, proposed to be filed June 1 following the compliance year, the ACP intended to be used, if any, to comply with the renewable portfolio standard.
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