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Incentives for New PPAs Based Upon Oregon Conservation Incentive Model
CIM/pp (Conservation Incentive Model for purchased power)

Concept: Incent Oregon utility acquisition of new PPAs by applying Oregon’s
model for conservation incentives, treating PPA expenditures similarly to DSM
expenditures.

Background: The Commission issued a series of orders in the late 1980°s and early
1990’s designed to encourage utility DSM expenditures by allowing demand-side
expenditures to be treated as comparable to supply-side expenditures applicable
toward rate base. The goal of PPA incentives is similar, in that they are designed to
allow comparable regulatory treatment of two types of resources.

To remove the disincentive to invest in new DSM, the Commission allowed
capitalization of all DSM expenditures (both capital and expense). The Commission
also allowed amortization of these expenditures, with a return, over the life of the
DSM program. See In re PacifiCorp and PGE Conservation Program Expenses,
Order No. 89-1700 (1989). In this manner, the Commission established
comparability between utility expenditures in DSM and utility investment in new
generation plant.

- The Commission recognized, however, that eliminating the disincentive to invest in
DSM was insufficient to incent utility behavior because this, at best, left utilities
indifferent. Thus, the Commission also allowed utilities to seek additional incentives
to make DSM expenditures more attractive than traditional supply-side investment.
The Commission decided that these incentive mechanisms should be, at least to some
degree, utility specific because a mechanism can only function as an incentive if the
entity sought to be encouraged views it as such.

The Commission gave five specific policy goals for these additional incentive
mechanisms: (1) symmetrical rewards and penalties; (2) specific benchmarks; (3)
proportionate rewards/penalties; (4) significant but not excessive incentives; and (5)
savings should be based on best estimates and not subject to after-the-fact true-up
adjustments. In re Electric Utility Incentives for Acquisition of Conservation
Resources, UM 409, Order No. 92-1673 (1992).

In UM 1056, the Commission adopted Guideline 13(a), which requires utilities to
assess in their integrated resource plans (IRPs) the advantages and disadvantages of
owning a resource instead of purchasing power. In re Investigation into Integrated
Resource Planning Requirements, Order No. 07-022 (2007).

In UM 1182, the Commission adopted a requirement that resources with a duration of

5 years or longer, and 100 MW or greater, referred to as “major resources,” be
acquired through an RFP. In re Investigation Regarding Competitive Bidding, Order




No. 06-446 (2006). In determining the short-list in an RFP, the order precludes
consideration of imputed debt costs for PPAs. Id. at 12.

Proposal:

e Provide utilities an incentive for PPAs calculated by capitalizing expenditures
associated with PPAs executed after January 1, 2008 (including PPA renewals
or option exercises) that are 25 MW or greater and have a delivery term of
three-years or longer. To be eligible for this incentive, the PPA must be
prudent and its acquisition must be consistent with the utility’s general
analysis of PPAs in its IRP under UM 1056, Guideline 13(a). If a specific
asset is contractually defined in the PPA, the seller or another third party is the
owner of the asset associated with the PPA.

e The delivery term of a PPA is the time period between the date that capacity
and/or energy is first made available, delivered, or received to the date that
capacity and/or energy is last made available, delivered, or received.

e The term of a PPA is the time period between the first date that the PPA is
contractually effective until the date that the PPA is terminated.

e Utilities will derive the capitalized amount from which the incentive is
calculated by determining the net present value (NPV) of Pre-determined
Expenditures (defined broadly as the capacity payments or fixed payments in
the PPA) during the PPA term using the utility’s average cost of debt.
Utilities should use the same NPV calculation that S&P now uses in imputing
debt related to PPAs, which applies a discount rate based on the utility’s
average cost of debt.

e Where a PPA does not have Pre-determined Expenditures, the capitalized
amount will be determined by using the S&P method for determining a proxy
capacity component. Except for PPAs associated with wind resources, the
capitalized amount of a PPA shall be capped at 50% of the total of PPA
expenditures.

e Capitalization capped at 50% of PPA expenditures is poorly suited to PPAs
associated with wind resources since such resources have costs that are largely
fixed. Therefore, for a PPA associated with wind resources, the CIM/pp will
capitalize 95% of the NPV of the PPA’s expenditures.

e The incentive calculation should recognize AFPPA (Allowance for Funds
used for PPAs), from the beginning of the term of the PPA, using the utility’s
AFUDC rate as of the execution date and calculated on a post-tax basis, for
capitalized portion of new PPAs before costs are reflected in rates.




¢ Inrate case or annual net variable power cost update, allow utilities to recover
the incentive, calculated by: (1) amortizing the capitalized portion of PPA
expenditures, plus AFPPA, over the term of the PPA; and (2) allowing utilities
to earn a return on the unamortized balance of the capitalized portion of PPA
expenditures at the utility’s allowed ROR, calculated on a pre-tax basis. See
Attachments: Standard PPA, Columns 1-8; Tolling Example, Columns 1-9.

¢ Once the total incentive amount is calculated, to reduce risk and complexity,
utilities shall recover the incentive amortized on a straight line, nominal basis
for the term of the PPA, along with the actual energy and capacity payments
made under the PPA. See Attachments: Standard PPA, Column 9; Tolling
Example, Column 10.

® 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.

e For PPAs that are major resources: (1) preclude consideration of the costs of
the CIM/pp incentives in determining the short-list in an RFP; but (2) include
consideration of the costs of CIM/pp incentives in Commission
acknowledgement of the RFP short-list.

e Allow utilities to propose additional utility-specific PBR mechanisms for
PPAs using policy goals for incentive mechanisms from UM 409. This could
incorporate other proposals developed in this docket.

e The Commission will review the CIM/pp mechanism after three years.

Benefits: The CIM/pp benefits customers by incenting utilities to acquire prudent
PPAs. Utility acquisition of new PPAs can contribute to the development and
maintenance of a robust competitive wholesale market, which ultimately may provide
customers greater resource choices.

The CIM/pp is limited in scope in that it only applies to: (1) new PPAs; (2) PPAs for
25 MW or more and with a delivery term of three years or more; and (3) the
capitalization of the portion of PPA expenditures associated with fixed costs of the
PPA, capped at 50% of the total except for wind PPAs. These limitations moderate
the rate impact of the CIM/pp. At the same time, CIM/pp can reasonably be expected
to be effective in reducing future imputed debt and associated costs because S&P
imputes debt on the portion of PPA expenditures that S&P associates with debt (ie.,
the Pre-determined Expenditures). From a qualitative standpoint, the CIM/pp should
allow for the maintenance of the credit quality of Oregon utilities and lower the
potential costs of capital for new utility investment.

Under the CIM/pp, PPA expenditures and incentives will not be reflected in rates
until a prudence review is conducted or otherwise allowed per law or Commission




order. Thus, the CIM/pp maintains the regulatory discipline of the risk of a prudence
disallowance.

This approach uses a tried and tested framework to incent Oregon utilities to invest in
supply-side alternatives to rate based generation resources. The CIM/pp is
straightforward, easily implemented for all utilities, and allows for utility-specific
tailoring of incentives beyond those designed to treat PPAs and rate base generation
comparably for regulatory purposes.
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Long-Term Tolling Example (With AFPPA)

Allowed Earnings Rate:

Pre-Tax: 13.38%
After-Tax: 8.16%
AFPPA Rate: 7.80%
Debt Rate: 6.00%
MW: 100

Demand Charge ($/kW-mo.): $ 9.00
Does not escalate, but also payable
during project construction

All $000
Start of
Demand Year
Year Payments Balance
(€} @
1 $10,800 $148,660
2 $10,800 $160,256
3 $10,800 $172,756
4 $10,800 $186,231
5 $10,800 $179,333
6 $10,800 $172,436
7 $10,800 $165,538
8 $10,800 $158,641
9 $10,800 $151,743
10 $10,800 $144,846
11 $10,800 $137,949
12 $10,800 $131,051
13 $10,800 $124,154
14 $10,800 $117,256
15 $10,800 $110,359
16 $10,800 $103,461
17 $10,800 $96,564
18 $10,800 $89,667
19 $10,800 $82,769
20 $10,800 $75,872
21 $10,800 $68,974
22 $10,800 $62,077
23 $10,800 $55,179
24 $10,800 $48,282
25 $10,800 $41,385
26 $10,800 $34,487
27 $10,800 $27,590
28 $10,800 $20,692
29 $10,800 $13,795
30 $10,800 $6,897
Sum $324,000
NPV @8.16% $119,771

NPV @6.00% $148,660

AFPPA
®)
$11,595

$12,500
$13,475

End of
Year
Balance

4

$160,256
$172,756
$186,231
$179,333
$172,436
$165,538
$158,641
$151,743
$144,846
$137,949
$131,051
$124,154
$117,256
$110,359
$103,461
$96,564
$89,667
$82,769
$75,872
$68,974
$62,077
$55,179
$48,282
$41,385
$34,487
$27,590
$20,692
$13,795
$6,897
$0

Principal
Receipts

®)

$0

$0

$0
$6,897
$6,897
$6,897
$6,897
$6,897
$6,897
$6,897
$6,897
$6,897
$6,897
$6,897
$6,897
$6,897
$6,897
$6,897
$6,897
$6,897
$6,897
$6,897
$6,897
$6,897
$6,897
$6,897
$6,897
$6,897
$6,897
$6,897

$186,231

$58,768

Gross

Return
@13.38%
Receipts

(6)

$0

$0

$0
$24,451
$23,528
$22,605
$21,683
$20,760
$19,837
$18,915
$17,992
$17,069
$16,147
$15,224
$14,301
$13,379
$12,456
$11,533
$10,611
$9,688
$8,765
$7,843
$6,920
$5,997
$5,075
$4,152
$3,229
$2,307
$1,384
$461

$336,314

$141,008

Net
Return
@8.16%

Receipts

U]

$0

$0

$0
$14,015
$14,352
$13,789
$13,227
$12,664
$12,101
$11,538
$10,975
$10,412
$9,850
$9,287
$8,724
$8,161
$7,508
$7,035
$6,473
$5,910
$5,347
$4,784
$4,221
$3,658
$3,006
$2,533
$1,970
$1,407
$844
$281

$205,152

$86,015

Total
Pre-Tax
Receipts

Pre-Tax
Incentive
Receipt vs.
Payment
Difference

@=0G)+® ©=©)-(1)

$0

$0

$0
$31,348
$30,426
$29,503
$28,580
$27,658
$26,735
$25,812
$24,890
$23,967
$23,044
$22,122
$21,199
$20,276
$19,354
$18,431
$17,508
$16,585
$15,663
$14,740
$13,817
$12,895
$11,972
$11,049
$10,127
$9,204
$8,281
$7,359

$522,545

$199,776

($10,800)
($10,800)
($10,800)
$20,548
$19,626
$18,703
$17,780
$16,858
$15,935
$15,012
$14,090
$13,167
$12,244
$11,322
$10,399
$9,476
$8,554
$7,631
$6,708
$5,785
$4,863
$3,940
$3,017
$2,095
$1,172
$249
($673)
($1,596)
($2,519)
($3,441)

$198,545

$80,005

Levelized
Pre-Tax
Incentive

(10)

$7,214
$7,214
$7,214
$7,214
$7,214
$7,214
$7,214
$7,214
$7,214
$7,214
$7,214
$7,214
$7,214
$7,214
$7,214
$7,214
$7,214
$7,214
$7,214
$7,214
$7,214
$7,214
$7,214
$7,214
$7,214
$7,214
$7,214
$7,214
$7,214
$7,214

$216,426

$80,005



Standard PPA

Allowed Earnings Rate:
Pre-Tax: 13.38%
After-Tax: 8.16%
Debt Rate: 6.00%
MWa: 50
Cost ($/MWh):
Year 1: $ 75.00
Percentage Eligibility Factor: 50%
All $000
Pre-Tax
Start of End of Gross Net Incentive
Total Eligible Year Year Principal Return Return Total Receipt vs. Levelized
Year Payments Payments Balance Balance Receipts @13.38% @8.16% Pre-Tax Payment Pre-Tax
Receipts Receipts Receipts Difference Incentive
0) (€] 2 (©)] 4 (5) (6) MN=@+B ©=Mm-@0) 9
1 $32,850 $16,425 $188,393 $178,974 $9,420 $24,571 $14,989 $33,991 $17,566 $8,754
2 $32,850 $16,425 $178,974 $169,554 $9,420 $23,311 $14,220 $32,731 $16,306 $8,754
3 $32,850 $16,425 $169,554 $160,134 $9,420 $22,051 $13,451 $31,471 $15,046 $8,754
4 $32,850 $16,425 $160,134 $150,715 $9,420 $20,791 $12,683 $30,211 $13,786 $8,754
5 $32,850 $16,425 $150,715 $141,295 $9,420 $19,531 $11,914 $28,951 $12,526 $8,754
6 $32,850 $16,425 $141,295 $131,875 $9,420 $18,271 $11,145 $27,691 $11,266 $8,754
7 $32,850 $16,425 $131,875 $122,456 $9,420 $17,011 $10,377 $26,431 $10,006 $8,754
8 $32,850 $16,425 $122,456 $113,036 $9,420 $15,751 $9,608 $25,171 $8,746 $8,754
9 $32,850 $16,425 $113,036 $103,616 $9,420 $14,491 $8,839 $23,911 $7,486 $8,754
10 $32,850 $16,425 $103,616 $94,197 $9,420 $13,231 $8,071 $22,650 $6,225 $8,754
11 $32,850 $16,425 $94,197 $84,777 $9,420 $11,971 $7,302 $21,390 $4,965 $8,754
12 $32,850 $16,425 $84,777 $75,357 $9,420 $10,711 $6,533 $20,130 $3,705 $8,754
13 $32,850 $16,425 $75,357 $65,938 $9,420 $9,451 $5,765 $18,870 $2,445 $8,754
14 $32,850 $16,425 $65,938 $56,518 $9,420 $8,190 $4,996 $17,610 $1,185 $8,754
15 $32,850 $16,425 $56,518 $47,098 $9,420 $6,930 $4,228 $16,350 ($75) $8,754
16 $32,850 $16,425 $47,098 $37,679 $9,420 $5,670 $3,459 $15,090 ($1,335) $8,754
17 $32,850 $16,425 $37,679 $28,259 $9,420 $4,410 $2,690 $13,830 ($2,595) $8,754
18 $32,850 $16,425 $28,259 $18,839 $9,420 $3,150 $1,922 $12,570 ($3,855) $8,754
19 $32,850 $16,425 $18,839 $9,420 $9,420 $1,890 $1,153 $11,310 ($5,115) $8,754
20 $32,850 $16,425 $9,420 ($0) $9,420 $630 $384 $10,050 ($6,375) $8,754
Sum $328,500 $188,393 $252,015 $153,729 $440,408 $111,908 $175,084
NPV @8.16% $159,361 $91,393 $152,905 $93,272 $244,297 $84,936 $84,936

NPV @6.00% $188,393



Long-Term Tolling Example (With AFPPA}

Altowed Eamings Rate:

Pre-Tax: 13.38%
After-Tax: 8.16%
AFPPA Rate: 7.80%
Debt Rate: 6.00%
M 100

Demand Charge {$/&W-mo.); $ 9.00
Does nof escalate, buf also payable
during project construction

All 5000 Pre-Tax
Gross Net Incentive
Start of Enrd of Return Return Total Receiptvs.  Levelized
: Demand Year Year Principal @13.38% @8.16% Pre-Tax Payment Pre-Tax
> . Year Payments Balance AFPPA Balance Receipts Receipts Receipts Receipts Difference  Incentive
| : (1 (2} (3 (43 (5) {6} (7} (8)=(5)+(B) (9)={(8)-(1) {10
1 $10,800 $148,660 $11,595  $160,256.- $0 $0 $0 $0 {510,800} $7,214
2 $10,800 $160,256 $12,500 $172,756 $0 $0 $0 $0 {810,800} $7.214
3 $10,800 $172,756 $13475  $188,231 $0 $0 $0 $0 {810,800) $7.214 .
4 $10,800 $186,231 $179,333 $6,897 $24,451 $14,815 $31,348 $20,548 $7.214
- B $10,800 $179,333 - $172,438 $6,897 $23,528 $14,352 $30,426 $19,626 $7.214
6 $16,800 $172,436 $165,538 $6,807 $22,605 $13,789 $29,503 $18,703 $7.214
o7 $10,800 $165,538 $158,641 36,897 $21,683 $13,227 $28,580 $17,780 $7.214
8 $10,800 $158,641 $151,743 $6,897 $20,760 $12,664 $27,658 $16,858 $7.214
g $10,800 $151,743 $144,846 $6,897 $19,837 $12,101 $26,735 $15,935 $7,214
10 $10,800 $144,846 i $137,942 $6,897 $18,915 $11,538 $25,812 $15,012 $7,214
11 $10,800 $137,949 $131,051 $6,897 $17,992 $10.975 $24,820 $14,090 $7,214
12 $10,800 $131,051 $124,154 $6,897 $17,069 510,412 $23,967 $13,167 $7.214
" 13 $10,800 $124,154 $117,256 $6,897 $16,147 $9,850 $23,044 $12.244 $7.214
14 $10,800 $117,256 $110,359 $6,897 $15,224 $9,287 522,122 $11,322 $7.214
15 $10,800 $110,359 $103,461 . $6,897 $14,301 $8,724 $21,198 $10,399 §7,214
16 $10,800 $103,461 $96,564 - $6,897 $13,379 $8,161 $20,276 $9,476 $7,214
7 $10,800 $96,564 : $89,667 $6,897 $12,456 57,598 $19,354 $8,554 $7,214
18 $10,800 $89,667 $82,769 $6,897 $11,533 $7.035 $18,431 $7.631 $7,214
18 $10,800 $82,769 $75,872 $6.897 $10,611 $6,473 $17,508 $6,708 $7.214
20 $10,800 $75,872 $68,974 $6,897 $9,688 $5,910 $16,585 $5,785 $7.214
21 $10,800 $68,974 §$62,077 $6,897 $8,765 $5,347 $15,663 $4,863 $7.214
22 $10,800 $62,077 $55,179 $6,897 - $7,843 $4,784 $14,740 $3,940 $7,.214
23 $10,800 $55,179 C $48,282 $6,897 $6,920 $4,221 $13,817 $3.017 $7.214
24 $10,800 $48,282 $41,385 56,897 $5,997 $3,658 $12,895 $2,095 $7.214
25 $10,800 $41,385 $34,487 $6,897 $5,075 $3,006 $11,972 $1.172 $7.214
.26 $10,800 $34,487 $27.590 $6,897 $4,152 $2,533 511,049 $249 $7.214
27 $10.800 $27.590 ) 520,692 $6,897 $3,229 $1,970 $10,127 {5673} $7.214
28 $10,800 $20,692 : $13,795° = $6,897 $2,307 $1,407 $9,204 {51,588} 7,214
29 $10,800 $13,795 $6,897 $6,897 $1,384 5844 $8,281 (52,518} $7,214
30 $10,800 $6,897 : $6 - $6,897 $461 $281 $7,359 ($3.441} $7.214
Sum $324,000 : - $186,231 $336,314 $205,152 $522,545 $198,545 $216,426

R R il T 1

NPV @8.16%
NPV @6.00%




Standard PPA

Allowed Eamings Rate:
Pre-Tax: 13.38%
After-Tax: 8.16%
Debt Rate: 6.00%
MWa; 50
Cost {($/MWh):
Year 1; $ 75.00
Percentage Eligibility Factor: ~ 50%
All $000
Pre-Tax
Start of £nd of Gross Net Incentive
Total Eligible Year Year Principat Return Return Total Receipt vs. Levelized
Year Payments Payments Balance Balance Receipts @13.38% @8.16% Pre-Tax Payment Pre-Tax
Receipts Receipts Receipts Difference Incentive
{0} .M 4] 3 (4) (5 : (6) (M=@+E) @={7-1 (@
1 $32,850 ' $16,425 $188,393 $178,974 $9,420 $24,571 $14,989 $33,991 $17,566 $8,754
2 $32,850 $16,425 $178,974 $169,554 $9,420 $23,311 $14,220 $32,731 $16,306 $6,754
3 $32,850 $16,425 $169,554 $160,134 $9,420 $22,051 $13,451 $31,471 $15,046 $8,764
4 $32,850 $16,425 $160,134 $150,715 $9,420 $20,791 $12,683 $30,211 $13,786 $8,754
5 $32,850 $16,425 $150,715 $141,295 $9,420 $19,531 $11,914 $28,951 $12,528 $8,754
8 $32,850 $16,425 $141,295 $131,875 $9,420 $18,271 $11,145 $27,691 $11,268 $8,754
7 $32,850 $16,425 $131,875 $122,456 $9,420 $17,011 $10,377 $26,431 $10,008 88,754
8 $32,850 $16,425 $122,456 $113,036 $9,420 $15,751 $9,608 $25,171 $8,746 $8,754
9 $32,850 $16,425 $113,036 $103,616 $9,420 $14,491 $8,839 $23,911 $7.488 $8,754
10 $32,850 $16,425 $103,616 $94,197 $9,420 $13,231 38,071 $22,650 $6,225 $8,754
11 $32,850 $16,425 $94,197 $84,777 $9,420 $11,971 $7,302 $21,390 $4,965 $8,754
12 $32,860 $16,425 $84,777 $75,357 $9,420 310,711 $6,5633 $20,130 $3,705 $8,754
13 $32,850 $16,425 §$75,3567 $65,038 $9,420 $9,451 $5,765 $18,870 $2,445 $8,754
14 $32,850 $16,425 $65,938 $56,618 $9,420 $8,190 $4,998 $17,610 $1,185 $8,754
15 $32,850 $16,425 $56,518 347,098 $9,420 $6,930 $4,228 $16,350 (875) $8,754
16 $32,850 $16,425 $47,098 $37,679 $9,420 $5,670 $3,459 $15,000 ($1.338) $8,754
17 $32,850 $16,425 $37,679 $28,259 $9,420 $4,410 $2,620 $13,830 ($2,595) $8,754
18 $32,850 $16,425 $28,259 $18,838 $9,420 $3,150 $1,922 $12,870 ($3,855) $8,754
19 $32,850 $16,425 $18,839 $9,420 $9,420 $1,890 $1,153 $11,310 (856,115) $8,754
20 $32,850 516,425 $9,420 {309 $9,420 3630 $384 $10,050 {$6.3746) $8,754
Sum $328,500 $188,393 $252,015 $163,728 $440,408 $111,908 $175,084

NPV @8.16%
NPV @8.00%
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