RNP “Strawman” Proposal for Section 15 Alternative Compliance Payment

I. Design Objectives: RNP notes that the statute provides explicit direction as to one design
objective of the Alternative Compliance Payment (ACP) mechanism prescribed by Section 20 of
SB 838:

“In establishing the alternative compliance rate, the commission shall set the rate to
provide adequate incentive for the electric company or electricity service supplier to

conditions.

2. The ACP sho
alternative to

pressed divergent opinions about whether or not the ACP should be
ndled RECs and the incremental cost of bundled renewable electricity,

We present thg”tollowing two different scenarios and the options for compliance under each to
explain why. In both scenarios, we make the following assumptions for illustrative purposes
about the expected cost of RECs and power:

e Unbundled RECs are valued at $10/MWh
e Bundled renewable electricity is valued at $70/MWh
e Non-qualifying electricity is valued at $60/MWh



Scenario 1: the utility is resource sufficient.
Under this scenario, the utility has three options for compliance:

1) Purchase unbundled RECs at a cost of $10/MWh
2) Purchase bundled RECs and power at a cost of $70/MWh and sell the underlying

power at a value of $60/MWh for a net cost of $10/MWh;
3) Pay an ACP.

In this scenario, in order for the ACP to serve as the compliance option of lag#fesort, it should be
set at a value higher than compliance options 1) and 2), or given these ass dons, at a value
greater than $10/MWh. Note that in this case, the ACP value does not g€ et at a value
higher than the full cost of bundled renewable electricity, only at a va i
incremental cost of renewable electricity compared to non-qualifydiag electricity.

Scenario 2: the utility is resource deficient.
Under this scenario, the utility has three options for cofpl

1) Purchase unbundled RECs at a cost of $10/MWHh and
cost of $60/MWh for a total cost @b

2) Purchase bundled renewable electi€

3) Pay an ACP and purchase non-qua

qualifying electricity at a

In this scenario, in order for the ACP to serve a
set at a value such that the sum g

he compliance option of last resort, it should be
drthe cost of non-qualifying electricity exceeds

the total cost of complian gain, given these assumptions, that would
dictate a value greater th a value higher than $10/MWh, the total cost of
compliance option 3) ompliance options 1) and 2) and the ACP would
serve as the compliahce G of last resort. Note that in this case, as in Scenario 1, the ACP
value does not need to be se higher than the full cost of bundled renewable electricity,

electricity, a *number of unbundled renewable energy credits that the company or supplier
anticipates usptg in the compliance year to meet the renewable portfolio standard...” (Section
20(2)). We therefore propose the following methodology, which we believe is consistent with
the direction in the statute:

e The utility files an Implementation Plan on January 1% of each calendar year after 2010
containing a plan for at least the next compliance year. The plan contains, as per statute,
“the estimated cost of meeting the annual targets, including the cost of ... qualifying
electricity ... and the cost of acquiring renewable energy certificates” (Section 11(1)(b)).



e The Commission establishes the ACP rate for each utility for the following compliance
year by July 1% of each calendar year after 2010. The Commission utilizes the
information provided in the Implementation Plan to determine an two ACP rates for each
utility as follows:

0 An unbundled-REC-based ACP rate set at an increment of X% above the
expected cost of unbundled RECs as filed in the utility’s Implementation Plan. A
utility may elect to use this unbundled-REC-based ACP rate to the gxtent that the

of the utility’s compliance obligation for that year.

o0 A qualifying-electricity-based ACP rate set at an incre
expected incremental cost of qualifying electricity co

Implementation Plan.

This methodology is consistent with the statute and pr

the utility may elect to pay the ACP instead a
per Section 20(5)).

RNP is not ready at this time to propose a spe nt (the X% and Y% above) that would
make the ACP function as an appropriate hedg@against market volatility while also adequately

incentivizing the other compliagegsopti ai.nprmal market conditions.
However, in the absence o iqutl market for RECs, we would propose basing the
increment for the unb g ( P rate (and perhaps for consistency, the qualifying-

\ the observed volatility of the electricity spot market. Utilities
frequently deal with a certai punj-of volatility in the electricity market and observing

an appro ayge divergences from average or expected values (rather than
simple pflli rement “out of thin air”).

To’ amined a data set of daily average market prices at the Mid-Columbia
Trading H¥ alife from IntercontinentalExchange, Inc.! We examined daily averages prices
for day-ahea8@B¥t purchases from January 1% 2005-January 1% 2008, for both on-peak and off-

peak power. Phe first two tables below present the percentile of daily prices that fall below, or
are “captured” by various premium levels (expressed as percentages above average prices for the
period). The second two tables present the converse, the various premium levels necessary to
capture a given percentile of daily prices. We suggest using this data as a starting point for
discussion among stakeholders to determine an appropriate increment or premium at which to set
the ACP.

! See https://www.theice.com/marketdata/naPower/naPowerHistory.jsp



Table 1: Mid-Cs On-Peak Price Volatility — Percentile “Captured” by Various Premium Levels

Average
Year Price | 10% Premium Percentile* | 20% Premium Percentile* | 30% Premium Percentile*
2005 $62.73 $69.00 67.5 $75.28 76.7 $81.55 81.0
2006 $50.63 $55.69 63.3 $60.75 77.5 $65.81 87.0
2007 $56.97 $62.67 7.7 $68.36 91.3 $74.06 95.8
2005-2007 | $55.66 $61.22 69.2 $66.79 80.3 $72.36 86.7
Range 63.3-77.7 77.5-91.3 81.0-86.7
*Refers to percentile of price volatility that falls below or is “captured” by price ium.

Table 2: Mid-Cs Off-Peak Price Volatility — Percentile “Captured” by Vagj

ium Levels

Average
Year Price 10% Premium Percentile* | 209 Premium mium Percentile*
2005 $51.12 $56.24 67.8 . 78.1
2006 $38.29 $42.12 46.7 $49.78 78.5
2007 $43.68 $48.04 63.9 77.2 $56.78 90.1
2005-2007 | $44.46 $48.91 67.1 77.4 $57.80 84.0
Range 545-71.3 78.1-90.1

Table 3: Mid-Cs On-Peak Price Volatility — Pr’

y price premium.

Percentiles
Average

Year Price | 70" Percentile Percent Bfemium | 80" Percentile Percent Premium | 90" Percentile Per

2005 $62.73 $80.19 27.3% $88.72

2006 $50.63 $61.35 21.2% $68.22

2007 $56.97 $63.71 11.8% $67.65
2005-2007 | $55.66 $66.51 19.5% $76.08

Range 6.8%-15.3% 11.8%-27.3% 18.7%-40.

Table 4: Mid

olatility — Premium Level Needed to “Capture” Various

Average
" Percentile Percent Premium | 80" Percentile Percent Premium | 90" Percentile Per
$58.39 14.2% $68.07 33.1% $80.24
$47.63 24.4% $51.32 34.0% $55.82
$49.78 14.0% $53.28 22.0% $56.67
2005-2007 $50.29 13.1% $54.86 23.4% $63.03
Range 13.1%-24.4% 22.0%-34.0% 29.8%-57.




