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Type of Mechanism: Utility incentive for eligible power purchase agreements
(PPAS)

Incentive Level: 10 percent pre-tax adder on Oregon’s share of forecasted
costs of the PPA excluding fuel-related costs, with an annual true-up of the
incentive for differences between forecasted and actual costs of the PPA for
the previous year

Basis: As in PacifiCorp’s and NIPPC’s proposals, staff's incentive proposal is
based on prior Commission decisions related to incentives for conservation.
The 10 percent adder recognizes the risk mitigation value of PPAs, based on
a similar value applied to conservation for determining cost-effectiveness.*
The Commission explicitly recognized that the 10 percent adder accounts for
the value of conservation in reducing risk and uncertainty.> However, as in
PacifiCorp’s proposal, the utility will receive an incentive in rates.

Eligibility Criteria:

e Only new PPAs and renewals as of the date of the Commission’s
authorization of the incentive are eligible. The PPA may be for energy,
capacity, or both.

e The PPA must be selected under a competitive bidding process that
conforms to the Commission’s guidelines (Order No. 06-446),® and the
PPA must be in lieu of a utility ownership option.*

e The PPA counter-party must absorb certain risks during project
development (if the PPA is for a facility not yet completed), as well as
explicit performance and operational risks.”

e Only contracts 25 MW or greater with a delivery term of three years or
longer are eligible.®

! See ORS 469.649(3).

% See Order No. 94-590 (UM 551) at 14. Other benefits of acquiring PPAs include resource
diversity (e.g., type and term), flexibility for resource planning and acquisition, and
maintaining a competitive market.

% The Commission may consider requirements imposed by other states for the RFP process.
See Order No. 06-446 at 9.

* The utility will not receive an incentive on turnkey projects. Staff is reviewing whether a self-
build option should be required in order to compare relative costs and benefits of PPAs.

®> See NIPPC's version of the CIM/pp proposal filed September 13, 2007, at 2.

® The Commission’s competitive bidding guidelines do not preclude the utilities from
specifying contract sizes and terms less than 100 MW and five years.



Only PPAs contractually associated with specific assets by unit when in
operation are eligible. Contracts may allow for economic displacement and
include replacement power provisions.

Contracts that utilities must enter into by law, including mandatory
contracts under the Public Utility Regulatory Policies Act with Qualifying
Facilities (QFs), are not eligible. However, FERC qualification of the
counter-party as an exempt wholesale generator or a QF does not make
the PPA ineligible for the proposed incentive.

Other Elements of the Proposal:

1)

2)

3)

4)

5)

The utility will not consider the incentive in determining the RFP initial or
final short-lists. To allow for consideration of risk mitigation benefits of
PPAs, at a minimum the utility will include in the final short-list evaluation
all PPAs whose price does not exceed 110 percent of the forward price
curve and which otherwise qualify.”® The Commission will consider the
incentive in any acknowledgment proceeding for the final RFP short-list.
The Independent Evaluator will provide a formal recommendation on the
eligibility of the PPA for the incentive based on an evaluation of costs and
benefits compared to utility ownership options. Regarding the extent to
which the PPA absorbs asset ownership risks, the utility may demonstrate
that Financial Accounting Standards Board Financial Interpretation 46(R),
Consolidation of Variable Interest Entities, does not require consolidation
of the PPA on the utility’s balance sheet.

Any utility engaged in one or more PPAs under the incentive must report
annually on its financial metrics and provide documentation demonstrating
discernible effects on any imputed debt calculations and credit ratings.
The total incentive payments for any year under this mechanism will be
limited to 1 percent of the utility’s authorized retail revenues for the
previous calendar year. After total incentive payments reach this level, the
Commission will review the incentive mechanism for potential extension
and modifications. The mechanism will continue up to the 1 percent cap
while the Commission completes its review. At a minimum, the
Commission will review the incentive within three years of the date the
incentive is first included in the utility's rates.

The utility may seek recovery of the incentive through a rate case or
annual net variable power cost update. Unless otherwise allowed by law
or Commission order, PPAs are subject to a prudence review before PPA
expenditures and incentives can be reflected in rates.

" A utility already may include bids above this threshold in its final short-list evaluation to
ensure a sufficient number of bids, resource amounts and resource diversity. The utility also
should consider how its Benchmark Resources compare to the forward price curve.

8 Staff's proposed incentive should not be combined with NIPPC’s proposed mechanism to
discount PPAs in the competitive bidding process.
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