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Description of NWN Draft Changes 9.22.14.docx

In preparation for tomorrow’s AR 580 workshop, NW Natural is providing its current draft of
 proposed edits to Staff’s draft rule and a document describing its suggested changes.  The Company
 is providing this now to facilitate conversation tomorrow to the extent participants would like to
 discuss the rule at this level of detail. 
 
Most of our suggested changes do not revise the substance of the rules, but seek to clarify their
 intent.  Where definitions are ambiguous, future compliance to the rules will be difficult, and so we
 have tried to clarify several parts of the rule now so that our successors ---those who will be
 interpreting these rules in years to come-- will be able to comply without question.
 
A few of our suggested changes involve removing requirements which may prove unintentionally
 burdensome or may create barriers for program development.  In AR 580 workshops, all parties,
 including the utilities, have stated that it is difficult to fully know or understand what SB 844
 projects will look like.  So, we believe it would be a mistake to draft rules that are overly prescriptive
 on certain issues where there currently is not clarity.  Some of our edits are meant to address or call
 out situations like that, such as the provisions on ownership and transferability of carbon credits or
 reporting requirements, which we believe may be better addressed on a case-by-case basis. 
 
We have suggested one edit on the substance of the rule, and that is to the section on utility
 earnings tests (OAR 860-085-0950).  We believe that an incentive should not be calculated as
 revenue in a utility’s earnings test.  As we have discussed at the workshops, NW Natural believes
 that the effectiveness of an incentive is undermined if its collection is subject to the results of an
 earning test. We have revised 860-085-0950 to be aligned with our understanding of the intent of
 SB 844, which is to provide utilities an incentive to invest in carbon reduction programs.
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Revisions to Draft Rule

September 2322, 2014 



860-085-0500

Definitions

VOLUNTARY EMISSION REDUCTION PROGRAM

As used in OAR 860-085-0500 through 860-085-1000:



 (1) "Ordinary course of business" means the set of conditions reasonably expected to occur within the Emission Reduction Project Boundary in the absence of the financial incentives and other inducements provided by this program, taking into account all current laws and regulations, as well as current economic and technological trends.

(2) "Direct emission reduction" means emissionsemission reductions resulting from project emission sources that are controlled by the proposed activity or activitiessubject to the Emission Reduction Project.

(32) "Emission Reduction Project" or “Project” means a single measure or a set of interrelated measures, including all labor, equipment, materials, items or actions that comprise a voluntary coordinated action which lead toare undertaken in order to achieve anthropogenic greenhouse house gas emission reductions within the projecta defined boundary that are additional to any emission reductions that would occur in the absence of the emission reduction projectmeasure or interrelated measures. 

( 4) "Emission Reduction Project Plan" sets forth the specific details of a proposed Emission Reduction Project meeting the requirements set forth in these rules.

 (5) "Emission Reduction Project Report" means the report prepared by the utility each year that provides the information and documentation required under OAR 860-085-0800 .

(6) "Emission reduction verification" means a systematicthe evaluation process for calculating and reporting project baseline emissions, project emissions, and emissions reductions.

(76) "Indirect emission reduction" means emissions reductions from sources not directly controlled by or subject to the proposed activity butEmission Reduction Project but that are a related consequence of the emission reduction project activities..   

(87) "Leakage" means the net change of anthropogenic emissions by sources of greenhouse gases which occurs outsidefrom sources other than those that are directly controlled by or subject to the project boundary, andEmission Reduction Project, but which isare measurable and attributablecan be attributed to the project activity.

(98) "Monitoring" means the ongoing collection and archiving of all relevant and required data for determining the project baseline, project emissions, and quantifying emissions reductions or that are attributable to the emission reduction project.

(9) "Ordinary course of business" means the set of conditions reasonably expected to occur within the defined boundary and scope of an Emission Reduction Project in the absence of the Emission Reduction Project, taking into account all current laws and regulations, as well as current economic and technological trends.

(10) "Project baseline" means an estimate of the emissions that would occur under the ordinary course of business emission reductions.. 

(11) "Project benefits" means those quantifiable benefits that accrue to the ratepayers of the utility conducting the Emission Reduction Project when such benefits can reasonably be attributed to the emissions reduction workEmission Reduction Project.

(12) "Project boundary" includes a projects geographical implementation area encompassing all anthropogenic emission by sources of greenhouse gases under the control of the project participants that are significant and reasonable to the project activity during its duration.

 (13) "Project costs" means the sum total of all costs incurred in the pursuit and implementation of a voluntary emission reduction project. When a project is undertaken as additive to an existing project because an emission reduction opportunity is present, project costs are all those associated costs incurred specifically to capture emission reductions opportunities.

(14) "Project emissions" means any emissions attributable to the implementation of an Emission Reduction Project that must be accounted for in the Emission Reduction Project.

Report.



860-08X-0550

Project Eligibility Criteria

To be eligible for a Commission determinationapproval, the project must satisfy the following minimum criteria set forth in ORS 757.539(3)(:



(a)-(f) ) The public utility requesting the emissions reduction project must be a public utility that furnishes natural gas and the project must be related by similarinvolve the provision of natural gas;

(b) The emissions reduction project must directly or indirectly reduce emissions;

      (c) The emissions reduction project must benefit customers of the public utility;

      (d) The project must be of such a type of measurethat absent approval under this rule, the public utility would not invest in the project in the ordinary course of business; and emission

      (e) The public utility, prior to submitting a filing with the Commission, must involve stakeholders; 

      (f) The rate impact of the aggregate of all emissions reduction strategyprojects undertaken within the project boundary.by a public utility under this section must not exceed the project cap established in OAR 860-08X-0700; 







860-085-0600

Project Application Requirements

The utility must submitfile with the Commission an Emission Reduction Project Plan which includes:

(1) The information required by ORS 757.539(4)(a)- (k) and:

(2) A description of how the project satisfies the minimum criteria set forth in the OAR 860-085-0550;

(3) A showing of the project benefits received and of the apportionment of benefits by the each type of ratepayer; andcustomer; 

(4) A discussion of all project measures being employed to reduce emissions;

(5) Project measure life;

(6) The project boundary (only one project boundary may be included in the application);;

(7) A discussion of the emission reduction strategy being utilized, why the approach is appropriate, timely and merits approval;

(8) Any tariffs, if necessary; and

(9) An Emissions Reduction Verification Plan that satisfies the criteria set forth in OAR 860-085-0750;.





860-085-0650

Project Threshold

For the purpose of determining whether the Company’s application will be subjected to the procedural process described in either ORS 757.539(6) or (7), tiers 1 and 2 are defined as follows:  

(1) A Tier 1 project is one that has projected costs that would be borne by the customers of the utility proposing the project that are equal to or less than one million dollars and has an overall project cost per metric ton of reduced emissions of less than $85.

(2) A Tier 2 project is one that has projected costs that would be borne by the customers of the utility proposing the project that are greater than one million dollars or has an overall project cost per metric ton of reduced emissions greater than $85.





860-085-0700

Project Cap

Projected costs to ratepayers of an Emission Reduction Project, when combined with a utility's previously authorized Emission Reduction Projects must not exceed four percent of the utility's last approved retail revenue requirement at the time a project application is filed, inclusive of all revenue collected under adjustment schedules (e.g. the Purchased Gas Adjustment). The costs of incentives the utility proposes to recover under this rule will be included in the determination of the costs to ratepayers under this cap.





860-085-0750

Emission Reduction Verification Plan

(1) Each project application must be accompanied by an Emission Reduction Verification Plan, tailored to the size and other characteristics of each project, that must include;

(a) The methodology used by the utility to calculate the projected emission reductions, which include:

(A) A project baseline,

(B) Identification of emission leakage, which must be deducted from the emission reductions generated by the project activity;

(C) A description of how the emission reduction verification methodology was developed,

(b) A monitoring plan, which includes:

(A) A description of the monitoring methods employed,

(B) Monitoring equipment used; and

(C) Anticipated costs of monitoring and emission reduction verification.

(2) The Commission may require third party emission reduction verification as it determines necessary.





860-085-0800

Emission Reduction Project Report

(I) Each year after the utility has commenced work on Emission Reduction Projects approved by the Commission, the utility must submit to the Commission an Emission Reduction Report which includes information on all currently approved emissions reduction projects:

(a) Updated information contained in the project application and OAR 860-085-0600 and

OAR 860-085-0750; and

(b) Updated information on emission reductions achieved and anticipated.

( c) Updated information regarding how the aggregate of all project costs, including incentives received by the utility will affect the project cap outlined in OAR 860-085-0700.

(2) The Commission, upon acknowledgement of the utility's first Emission Reduction Project Report, may modify the interval for the submission of future Emission Reduction Project Reports

for that utility.



860-085-0850	Comment by Gross, Jennifer: NW Natural will work with The Climate Trust on drafting new language. 

Ownership and Transferability of Emission Credits When Realized

In instances when a utility participates in an emission reduction credit market related to its

Emission Reduction Project:

(I) The utility must retain for the benefit of its ratepayers the emission reduction credits

realized through emission reduction project activity.

(2) The utility must retire the emission reduction credits it owns or of which it retains control.

(3) The utility must ensure an unbroken chain of ownership of emission reduction credits.

(4) If split ownership arises, such that the ratepayer or project owner or project participant may be owner of some of or all of the emissions reduction credits, the utility must work with the ratepayer or project owner/participant to ensure proper retirement, registration and an unbroken chain of custody.





860-085-0900

Ineligibility Due to Noncompliance

If an Emission Reduction Project is, or has been, out of compliance with the requirements of

OAR 860-085-0500 through 860-085-8500850, the Commission may discontinue or reduce the

incentives to be paid to the utility.



860-085-0950

Treatment of Emission Reduction Project for Purpose of the Utility Earnings Test

(1) The utility must include the costs, revenues and incentives associated with an emission reduction project in its annual Results of Operation Report. The Commission maywill exclude incentives received from an Emission Reduction Project in anfrom any earnings test associated with the Purchased Gas Adjustment, deferrals andor any other mechanism.

(2) The utility must include all incentives earned from emissions reduction projects in their year annual results of operations report to the Commission.



860-085-1000

Utility Incentives for Applicable Projects

(1) The utility may propose a method to recover costs and incentives through the methods provided in accordance with ORS 757.539(8)(b)(A) 􀀁 (D);), or any other method deemed reasonable by the Commission;

(2) Incentives received by a utility under this rule mustmay be in part tied to the unit of emissions reduced;

(3) The costs to ratepayers of incentives received by the utility conductingrelated to an emission reduction projectEmission Reduction Project or projects may not exceed 25 percent of the project cap as outlinedspecified in 860-085-0700;

(4) One half of the net present value of the incentive amount projected to be allowed for the proposed emission reduction project is recoverable within a year of project implementation;

(5) The remainder of the incentive will be recoverable within five years of full project implementation at such time as the emissions reductions are confirmed through appropriate monitoring and verification, consistent with the projectsproject’s approved Emission Reduction Reports and projected emission reductions.

(6) The commission may structure incentives based such that the amounts allowed vary depending on whether a project'sproject is rate base capital intensity; a based capital intensive project may receive a lower incentive then those projects that require less rate base capital.or relies more on amounts that are expensed.  

(7) A utility may propose an incentive structure with its initial project proposal that can then be applied to all subsequent approved proposed projects.
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860-085-0500

The definition of “Ordinary Course of Business” is moved so that the list of definitions is alphabetical. The entire list is also renumbered accordingly.  



"Direct emission reduction" is revised to state that the emission reductions come from the Emission Reduction Project as this is a more descriptive term that “proposed activity or activities” and is meaningful both before and after a project is approved by the Commission.  It is also revised to state that direct emissions reductions include emission reductions from sources “subject to” the Emission Reduction Project, instead of only those that are “controlled by” the project.  This is important because some of the proposed utility projects may not be able to claim that they “control” emissions sources, and instead are aimed at reducing emissions through means other than “controlling” the source, such as inducing different behaviors by those that control them.  



"Emission Reduction Project” is revised to include “project” as a synonymous defined term. The definition is helpful but the word “project” is used more often in the rule where it would be clearer to use a defined term.  Rather than adding Emissions Reduction before each instance of the term “project,” it is simpler to clarify that “project” carries the same and full meaning as Emission Reduction Project. Emission Reduction Project is also revised to include all labor costs as labor may be a significant factor in offering a project under these rules. It is also revised so that the term is not used in its own definition.   It is further revised to not include the term “program boundary.” 



“Emission Reduction Project Plan” and “Emission Reduction Project Report” are both removed since they are used once in the rule and seem better defined within the context where they are used. 



"Emission reduction verification" is revised to remove the word “systematic” which is unnecessary and potentially confusing. 



"Indirect emission reduction" is reworded for clarification. 



"Leakage" is reworded to remove the term “emission reduction project boundary.”



“Ordinary Course of Business” is revised to rely less on the definition of “project boundary,” which seems confusing in the context of the definition.  It is also edited to make clear that the ordinary course of business is the circumstances that exist without the proposed project, as opposed to without SB 844.  



"Project baseline" is revised to clarify the meaning of the term.  



"Project benefits" is reworked to remove the requirement that benefits must be quantifiable.  We believe project benefits may be significant and yet, not always quantifiable.  



“Project Boundary” is removed because the term is confusing and seems unnecessary. The rules are clearer when this term is replaced with clarifying language in each instance it is used. 

“Project costs” and “Project emissions” are edited slightly to clarify their meanings.



860-08X-0550

This section references the criteria established in ORS 757.539 for carbon reduction projects.  NW Natural understands that the Commission does not make a practice of reiterating statutory language in rules but in this instance, it seems that restating the statute is necessary for clarity.  The criteria referenced in ORS 757.539(e) and (f) both state that further definition will be provided in commission rule or order.  The statute points to the rule and the draft rule to the statute.  For unambiguous future compliance to this rule, it would be best to clearly state the criteria within the rule as contemplated in the statutory language.  The Company has added draft language that accomplishes this. 



Also, the requirement added by Staff that projects must be related by similar type of measure or emission reduction strategy undertaken within a program boundary is removed as it seems confusing and unnecessary.    



860-08X-0600

Language is added to clarify that the required submission is a filing.  Submissions can be informally made whereas filings are formally received through the Commission’s Records Center.  



In section (3), the term “ratepayer” is revised to “customer.”



In section (6), the requirement to have only one project boundary is removed as this seems unnecessary and overly prescriptive. 



860-08X-0650

This section defines tiers 1 and 2 without explaining why a definition is necessary.  It would be helpful for the rule to either lay out the process for tiers 1 and 2 or reference that Statute that explains why tiers are being defined.  The Company has proposed language that does the latter. 



Language is added to clarify that the dollar amounts used for defining tiers 1 and 2 refers only to the costs that are subject to recovery from customers. 



860-08X-0700

Language is added to this section to clarify that a utility’s compliance to the requirement that projected costs shall not exceed four percent of its last approved retail revenue requirement is measured at the time a filing is submitted.  Projected project costs may change. 



860-08X-0750

The Company suggests that this section be moved to 860-085-0600(9) where the requirement to file an Emission Reduction Verification Plan is stated. The rule could be simplified by defining the plan in the context where the plan is required. 



860-08X-0800

The Company recommends removing this section which details required reporting.  The requirements as put forth are unnecessarily burdensome; for instance the requirement to update information provided in accordance with 860-085-0600, is a requirement for the program description, measure life, tariffs, project justification---a number of items that are truly unnecessary after a project has been approved.   Also, the nature and timeframe of a project is unique—for instance a project may have upfront development costs but may not produce emission reductions for a period of time, or verification may not be possible within a strict 12-month period.  The Company believes reporting requirements should be included in the tariff and, or the Commission’s order authorizing the project as opposed to establishing a blanket requirement that might create more process than meaningful information.  OAR 860-085-0600(1) requires specific reporting requirements by stating that utilities must comply with ORS 757.539(4)(k).



860-08X-0850

[bookmark: _GoBack]The Company will work with The Climate Trust to draft new language for this section.  



860-085-0950

We have revised the language requiring incentives be included in the calculation of a utility’s earnings test.  We believe this is contrary to the intent of the legislation which authorizes utilities to collect incentives for offering carbon reduction programs.  Other edits are made to section (2) to remove redundancy. 



860-085-1000

The Company suggests some clarifying edits. 





 



NW Natural appreciates the opportunity to share these draft comments with you ahead of our

 September 23rd workshop and would be happy to discuss them either at the workshop, or at any
 other time.  The attached documents are not NW Natural’s formal comments.  The Company
 intends to file formal comments by October 7, 2014, and they may differ from the draft comments
 we’re sharing at this time. 
 
Thank you.


