BEFORE THE PUBLIC UTILITY COMMISSION
OF OREGON

UM 1610

In the Matter of Closing Brief of Renewable Northwest -
Solar

PUBLIC UTILITY COMMISSION OF
OREGON

Investigation into Qualifying Facility
Contracting and Pricing.

Renewable Northwest (“Renewable NW”) respectfully submits this Brief in support
of testimony by Oregon Public Utility Commission Staff (“Staff”), the Oregon Department of
Energy (“ODOE”), and various qualifying facility (“QF”) parties. In order to accomplish the
intent of the Oregon Public Utility Commission’s (“Commission”) Order No. 14-058—i.e., to
accurately reflect capacity value differences among resource types in avoided cost
payments!—the Commission must clarify that its new approach to capacity value
adjustments is not complete or accurate without additional, downstream changes in the
avoided cost payment mechanics.

To correct this “unintended double-discounting of a solar qualifying facility’s
capacity payment,”2 Renewable NW recommends that the Commission adopt the simplest of
the several solutions that Staff offers (Option 1).3 All of Staff’s solutions would accurately
adjust for capacity value,* but the more complicated options do not offer sufficient
advantages to justify their added complexity. In addition to adopting this solution for the

renewable avoided cost, Renewable NW agrees with Staff and ODOE that there is a need to

1 Order No. 14-058, at 15; ODOE/700, Brockman/2
20DOE/600, Brockman/1

3 See Staff/300, Andrus/11-12

4 Obsidian/300, Brown/9
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modify the methodology for calculating capacity contribution adjustment for the standard
avoided cost as well.>

The Problem

Avoided cost rates compensate a QF not only for energy, but also for capacity that the
QF brings to the system and thereby allows the utility to avoid procuring during deficiency
periods.® Depending on the QF’s resource type, a QF may avoid more or less capacity than
the proxy resource—in the standard avoided cost, a combined cycle combustion turbine
(“CCCT”) and in the renewable avoided cost, a utility-scale wind resource.” Avoided cost
rates should reflect these differences in QFs’ capacity contributions. The question is where
in the rate calculation to reflect these differences—and, importantly here, how to avoid
reflecting them twice.

As background, avoided cost rates traditionally have been designed to compensate
QFs for avoided capacity on a per MWh basis (despite capacity being a concept normally
expressed and paid for per MW). This means that the avoided cost rate design must first
calculate the per MW avoided cost of capacity, based on the fixed cost per MW of a single-
cycle combustion turbine (“SCCT”).8 Then, the avoided capacity cost is distributed to QFs by
spreading the avoided capacity cost across all on-peak hours to create a per-MWh capacity
adder that QFs earn by generating during on-peak hours.? By producing energy during all
on-peak hours, a baseload QF would recover 100% of the per MW cost of a SCCT. Before

Order 14-058, a variable energy QF would produce energy during some, but not all, on-peak

5 Staff/300, Andrus /13; ODOE/600, Brockman/2
6 Staff/400, Andrus/4

7 Staff/400, Andrus/4-5

8 Staff/300, Andrus/4

9 Staff/300, Andrus/4-5
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hours and therefore would earn less than 100% of that total per MW cost of capacity. The
amount that a variable QF earned before Order No. 14-058 would depend not on its
calculated capacity value, but rather on how often it generated during on-peak hours.

In Order No. 14-058, the Commission adopted a new capacity payment adjustment
approach that is based explicitly on the calculation of capacity value from the utility’s IRP.
However, in its Order, the Commission did not complete the transition to the new approach
by adjusting the old method to accommodate the new approach. Without clarifying that the
per MWh compensation methodology needs be adjusted to work with the new approach, the
Commission will be left applying two duplicative methods of adjusting for differences in
capacity contribution, creating a double-discount and an inaccurate assessment of resource
capacity value.l® We agree with Staff that without further adjusting the per MWh payment
structure, “solar QFs would be undercompensated for the value of capacity”1! because
“spreading a discounted rate to all on-peak hours, and only paying the QF in the hours it
generates, will undercompensate the solar QF for its capacity contribution.”12

Under the approach adopted in Order 14-058, the avoided capacity cost is discounted
to reflect resource capacity value calculated in the IRP.13 For example, if an IRP concludes
solar’s capacity value is 25%, then solar resources avoid only 25% of the capacity thata MW
of SCCT would bring to the system—and thus should be paid 25% of the SCCT’s fixed cost.
The problem is this: if the discounted avoided capacity cost (i.e., 25% of the SCCT’s cost) is
paid out as a per MWh premium during all on-peak hours, then a solar resource would only

be able to earn that discounted amount if it operated during 100% of the on-peak hours, like

10 Obsidian/200, Brown/3; ODOE/600, Brockman/1
11 Staff/300, Andrus/7

12 Staff/400, Andrus/6-7

13 Staff/300, Andrus/5
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a baseload resource.* This is double discounting, because the solar QF’s reduced availability
during on-peak hours has already been captured—by definition—through the capacity
value discount derived from the IRP, which produced the discount in the first place. Failing
to clarify needed changes to the per MWh payment methodology would result in a solar QF
receiving compensation for significantly less than its discounted proportion of the per MW
SCCT capacity cost.15

This was not the intended outcome. As ODOE points out, one of the aims of Order No.
14-058 was to “produce more accurate avoided cost estimates.”1¢ In prior phases of this
docket, Staff may have recommended that the Commission take into account explicit
resource capacity value determinations in setting rates, but their testimony here
demonstrates that they did not intend to recommend a methodology that significantly
undercompensated variable QFs for their capacity contribution.?

The Solution

Staff’s response testimony correctly points out that “using a volumetric rate based on
an assumed production level for a thermal resource is not the correct starting point for
calculating an adjusted capacity payment.”18 Instead, “the correct starting point is the value
of capacity brought to the utilities’ systems for the QF technology type.”1° In other words,

the dollar per unit of capacity per year, or the “target capacity dollars.”20

14 See ODOE/600, Brockman/3
15 See, e.g., Staff/300, Andrus/8
16 Order No. 14-058, at 15

17 Obsidian/200, Brown/3

18 Staff/400, Andrus 9

19 Staff/400, Andrus 9

20 Staff/300, Andrus 12
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Thus, Staff’s proposed solution starts by determining the value of capacity on a
dollars-per-MW basis.2! This value represents the annual fixed costs per MW per year of an
SCCT—$140,320 per MW-year, according to Exhibit 302. This is then multiplied by the QF
resource type’s “CTP” (aka, capacity value identified in the IRP), relative to the proxy’s, to
obtain the “target capacity dollars” figure. (Again, this figure reflects the cost of the capacity
that the solar QF avoids over the course of a year.) Normally, in the standard avoided cost,
the “target capacity dollars” figure would be derived by multiplying the full SCCT fixed cost
by solar’s capacity value. For the renewable avoided cost, in Staff’s example, a solar resource
delivers 9.4% more capacity contribution than the proxy wind resource.?? If solar’s
incremental contribution to capacity over wind'’s is 9.4%, then the “target capacity dollars”
figure is $13,190 per MW ($140,320 [the full SCCT fixed cost per MW-year]*9.4% [the
incremental capacity contribution]).23 Calculating this “target capacity dollars” figure
appropriately reflects the difference between the proxy’s capacity contribution and the QF’s.

Staff’s proposal for converting this “target capacity dollars” figure to a per-MWh
adder ensures that the capacity value difference is not reflected twice—once in the initial
discounting described in the last paragraph, and again in the design of the per-MWh adder.
To avoid double-discounting in designing the per-MWh adder, Staff creates the per-MWh
premium by spreading the “target capacity dollars” figure over a set number of on-peak

hours during which the QF could be expected to generate, rather than over all on-peak

21 Staff/300, Andrus/9
2z Staff/300, Exhibit 302
23]d.
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hours.24 This way, if the QF generates as expected, the QF will be paid the full value of the
capacity it avoids—which, again, has already been adjusted relative to the proxy.

Staff suggests two options for accomplishing this.2> Staff’'s “Option 1” calculates an
“on-peak capacity factor.”26 This is a measure of how much on average the resource is
expected to produce, compared to its nameplate capacity, during the 4,912 NERC designated
on-peak hours.2? Staff determines that, in general, a solar QF could be expected to achieve a
27.5% capacity factor during on-peak hours.?8 In other words, a solar QF can be expected to
operate for approximately 1,351 hours out of the 4,912 on-peak hours (4,912 hours*27.5%).
The target capacity dollars for the solar QF ($13,190 per MW) is converted to a per-MWh
premium by spreading it across those 1,351 hours, resulting in a capacity adder of $9.76 per
MWh ($13,190 per MW/1,351 hours).2 In Option 1, that adder is applied to all on-peak
hours.30 If the solar QF operates during the expected number of on-peak hours, it will be
able to recover the full “target capacity dollars” assigned to its resource type relative to the
proxy.

Renewable NW supports Option 1, which Staff acknowledges would be
administratively simpler.31 We do not believe that Option 2 offers significant advantages

over Option 1. It calculates a higher per-MWh adder (i.e., spreads the target avoided capacity

cost over fewer hours) and also pays the adder during fewer hours (i.e., during some peak

24 Staff/300, Andrus/10-11
25 Staff/300, Andrus/10-11
26 Staff/300, Andrus/11

27 Staff/300, Andrus/11-12
28 Staff/300, Exhibit 302

29 See id.

30 Staff/300, Andrus/11-12
31 Staff/300, Andrus/12
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months).32 Staff argues that Option 2 would provide “an incentive for the QF to perform in
the most valued months, which better matches the hours in which capacity will be likely
needed.”33 This is not a significant advantage over Option 1. A variable solar resource will
have little ability to control its seasonal production in order to respond to such an incentive
to generate during particular months. (Orientation, tracking, and storage could all allow a
solar QF to adjust its hourly shape, but less so its seasonal shape.) If a solar resource were
able to respond to such a seasonal incentive, the IRP would have identified a higher capacity
value for solar. The IRP-derived discount used to produce the “target capacity dollars” figure
already accomplishes the Commission’s goal, and the simpler Option 1 is an acceptable way
to design the avoided cost rate to allow solar QFs the opportunity to recover this avoided
capacity value.
Conclusion
When the Commission adopted a new approach to recognizing differences in peak
contribution/capacity value in Order No. 14-058, it did not clarify that its old approach to
calculating the per-MWh capacity adder would also have to change to accommodate the new
approach. Staff offers a simple solution to this problem in Option 1, and Renewable NW
recommends that the Commission adopt it.
RESPECTFULLY SUBMITTED this 18th day of December, 2014.
RENEWABLE NORTHWEST
/s/ Megan Decker
Megan W. Decker (OSB No. 034878)
421 SW 6th Avenue, Ste. 1125
Portland, OR 97204

(503) 223-4544
megan@renewablenw.org

32 Staff/300, Andrus/12
33 Staff/300, Andrus/13
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