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Incremental Cost of Compliance for Electric Companies 
and Electricity Service Suppliers [ORS 469A.100(4)]
[Note: Staff expects this rule to apply to implementation plans under ORS 469A.075, filings for proposed rate changes for qualifying electricity, and compliance reports under ORS 469A.170. This rule applies to the incremental cost of compliance under ORS 469A.100(6) in compliance reports by electricity service suppliers as required under ORS 469A.170.]
[Definitions to be added to OAR 860-083-0005]
“Aggregate costs” means all costs included in ORS 469A.100(4)(d) and (e) and those transmission costs included in 469A.100(4)(c) that can reasonably serve more than one generating facility. Aggregate costs also include physical or financial costs for assets to replace interruptions of generation or deliveries from qualifying electricity, electricity that is not qualifying electricity, or proxy plants. 
“Amortization” means spreading the initial capital costs of long-term qualifying electricity or of a proxy plant at the discount rate over an initial amortization period. For replacement or upgrade costs, amortization means spreading the capital costs at the discount rate over the remainder of the current amortization period or an extended amortization period for long-term qualifying electricity or for a proxy plant. 

“Applicable filing” means an implementation plan under ORS 469A.075, a filing for a rate change that includes costs of qualifying electricity in rates for the first time, or a compliance report under ORS 469A.170. Applicable filing does not include filings to change rates before 2011.

“Commission” means the Public Utility Commission of Oregon.

“Discount rate” means the nominal after-tax marginal weighted-average cost of capital from the most recent integrated resource plan for which the commission has issued a final order. The electric company should use the discount rate set forth in the most recently issued commission order for the electric company’s integrated resource plan if the order specified such a rate. An electric service supplier should use the discount rate of the electric company subject to ORS 469A.052 in whose service area it has made the largest retail sales over the five years that preceded the compliance report filing date. . 
“Extended amortization period” means the period or periods after the initial amortization period where a facility continues to provide qualifying electricity and the corresponding period or periods for the proxy plant.
“Initial amortization period” means the amortization period for long-term qualifying electricity or a corresponding proxy plant established when qualifying electricity is first included in rates. The length of the amortization period must be based on the contract term if the qualifying electricity is acquired through a contract. For facilities owned by an electric company, the amortization period must be based on the electric company’s depreciation study most recently approved by the commission for the type of generating facility or proxy plant. For facilities owned by an electric service supplier, the amortization period should be based on the expected lifetime of the facility.
“Interruptions of generation or deliveries” include but are not limited to: planned and unplanned generating and transmission facility outages, natural gas delivery interruptions, or reduced generation due to weather.

“Levelized cost” means the present value of amortized capital costs and all other costs for qualifying electricity and proxy plants amortized at the discount rate over the time horizon. Levelized cost also includes an estimate of the net present value of costs and benefits likely to occur after the end of the time horizon, amortized over the time horizon at the discount rate. 

“Long-term qualifying electricity” means electricity from facilities owned by an electric company or electricity service supplier that generate qualifying electricity and from contracts of five years or more to purchase qualifying electricity.

“New qualifying electricity” for an electric company means qualifying electricity from generating facilities or contracts that are first included in rates in a compliance year. For an electricity service supplier it means qualifying electricity from generating facilities or contracts that the supplier plans to use to serve customers of electric companies subject to ORS 469A.052 and are first operational in a compliance year. 

“Proxy plant” means a base-load combined-cycle natural gas-fired generating facility that is used to estimate the costs of non-qualifying electricity corresponding to long-term qualifying electricity placed in rates each year. 

“Qualifying electricity” has the meaning given that term in ORS 469A.005(9). 

“Replacement costs” means capital costs that have the effect of replacing initial capital costs for long-term qualifying electricity or proxy plants. 

“Short-term qualifying electricity” means electricity from contracts of less than five years to purchase qualifying electricity. 
“Specific costs” means the costs for qualifying electricity plus the costs for transmission delivery and substations that can reasonably serve only a single generating facility or contract for qualifying electricity. 
“Time horizon” means the period beginning June 6, 2007, through at least 20 years beyond the date the applicable filing was made. 
“Upgrade costs” means capital costs that increase the efficiency, capacity or available energy of a generating facility. 

(1)(a) The incremental cost of compliance under ORS 469A.100(4) for long-term qualifying electricity is the difference between the levelized annual delivered cost of qualifying electricity and an equivalent amount of electricity delivered from the corresponding proxy plant. 

(b)
The incremental cost of compliance under ORS 469A.100(4) for short-term qualifying electricity is the difference between the levelized annual delivered cost of qualifying electricity and an equivalent amount of delivered market purchases of electricity that is not qualifying electricity.
(c) Levelized annual delivered costs are specific costs plus the qualifying electricity’s applicable share of aggregate costs. 

(d) Incremental costs are deemed zero for qualifying electricity from generating facilities or contracts that became operational before June 6, 2007. 

(2) The costs of qualifying electricity must forecast for the time horizon in the following manner:
(a) The electric company must make an initial estimate of levelized annual delivered costs of new qualifying electricity for each compliance year. Initial capital costs must be amortized.

(b) For an electric company the levelized annual delivered cost of qualifying electricity for the compliance year must be based on all qualifying electricity whose costs are or will be included in rates from June 6, 2007 through the compliance year, and in proposed additions to rates in the compliance year.

(c) For an electric company aggregate costs must be estimated as the incremental cost to the utility system for all qualifying electricity. 

(d) For an electric company aggregate transmission costs must be allocated proportionately to existing and planned generating facilities that will reasonably be served by the transmission facilities. 

(e) An electricity service supplier must forecast the cost of qualifying electricity consistent with subsections (a) to (d) this section for contracts, facilities or facility upgrades that it plans to use to serve the service areas of an electric company subject to ORS 469A.052.
(3) Qualifying electricity upgrades and amortization periods must be updated in the following manner:

(a) When an electric company includes in rates the costs for an upgrade to a facility producing qualifying electricity, the facility’s amortization period and forecasts of qualifying electricity costs must be updated in the next applicable filing by the electric company.

(b) If a facility produces qualifying electricity after all initial capital costs have been amortized, the electric company must establish an extended amortization period. Forecasts of costs, annual energy and other cost elements for the qualifying electricity must be updated in the next applicable filing by the electric company. Additional extended amortization periods may be added. 
(c) An electricity service supplier must update incremental costs consistent with sections 3(a) and 3(b) of rule section for facilities or facility upgrades that it plans to use to serve the service area of an electric company subject to ORS 469A.052.
(4)
For each compliance year the costs of a proxy plant corresponding to new long-term qualifying electricity must be provided as a estimate of non-qualifying electricity in the following manner:

(a)
An electric company must provide the estimated heat rate, availability factor, operation and maintenance costs per megawatt-hour, annualized replacement costs per megawatt-hour, and initial capital costs per megawatt for the proxy plant based on recently built combined-cycle plants. Adjustments must be made for price escalation or de-escalation based on the year costs for the corresponding long-term qualifying electricity are first included in rates. Planned replacement capital costs for proxy plants must be represented as an equivalent annual operation and maintenance cost. Initial capital costs must be amortized.

(b)
An electric company must estimate the amortized initial capital costs, operation and maintenance costs including fuel and annualized replacement costs, capacity factor, heat rate and other elements of the proxy plant that affect its costs for each year through the time horizon. Estimates must account for expected degradation of the heat rate, capacity and other elements affecting costs. Forecasts of fuel prices must include cost adders based on current greenhouse gas regulations or on greenhouse gas regulations that are reasonably expected to be implemented in the relevant time frame. 
(c) An electric company must allocate aggregate costs for proxy plants in a manner consistent with the allocation of aggregate costs for qualifying electricity. 
(d) The average cost per megawatt-hour for each year of a proxy plant’s amortization period is the sum of the costs in subsections (b) and (c) of this rule divided by the expected base-load energy of the proxy plant for that year. 

(e) The cost of equivalent non-qualifying electricity is the estimated average cost per megawatt-hour of the proxy plant for each year multiplied by the amount of corresponding long-term qualifying electricity that was produced or is expected to be produced in each year of the time horizon. 

(f) If corresponding long-term qualifying electricity is produced or is planned to be produced after a proxy plant’s initial amortization period, an extended amortization period for the proxy plant must be established that encompasses the term of the qualifying electricity. Forecasts of proxy plant fuel, operation and maintenance costs, and annual replacement costs must be updated for the extended amortization period through the end of the time horizon at the next applicable filing.

(g) An electricity service supplier must forecast the cost of proxy plants consistent with subsections (a) to (f) this section for plants corresponding to qualifying electricity for contracts, facilities or facility upgrades that it plans to use to serve the service area of an electric company subject to ORS 469A.052.
(5) Forecasts of fuel costs for proxy plants must be based on financially-firm long-term fixed prices for natural gas or include estimates of equivalent hedging costs for mitigating fuel price risk. Fuel costs for qualifying electricity from biomass sources specified in ORS 469A.025(2) must be forecast in a consistent manner. 

(6)(a) An electric company must update cost estimates, estimated annual energy, and other elements that affect cost estimates for qualifying electricity, the equivalent cost of market purchases that are not qualifying electricity, and proxy plants upon discovery of a significant error. 

(b) An electric company must update the proxy plant costs for actual fuel prices in previous compliance years. 

(c) An electric company must update the cost estimates of qualifying energy in previous compliance years for actual annual energy. 

(d) Updates for sections 7(a) through 7(c) of this rule must be made at the next applicable filing. 
(e) An electricity service supplier must update costs of proxy plants and the corresponding qualifying electricity consistent with subsections (a) to (c) this section for contracts, facilities and facility upgrades that it plans to use to serve customers of electric companies subject to ORS 469A.052. The updates would be made in the next compliance report filing.

(7) (a) If the incremental cost of compliance plus the cost of unbundled renewable energy certificates needed for compliance in calendar year is estimated to equal at least four percent of the annual revenue requirement of an electric company as defined in OAR 860-083-XXX, the electric company must update for rate filings and compliance reports all cost estimates, estimated annual energy, and other elements that affect cost estimates of qualifying projects and proxy plants for all years in the time horizon.

(b) If the incremental cost of compliance plus the cost of unbundled renewable energy certificates needed for compliance in a calendar year is estimated to equal at least four percent of the retail revenue of an electricity service supplier from the service areas of electric companies subject to ORS 469A.052, the electricity service supplier must update for the compliance report all cost estimates, estimated annual energy, and other elements that affect cost estimates of qualifying projects and proxy plants for all years in the time horizon
(8) If an electric company’s implementation plan under ORS 469A.075 demonstrates that within [four] years the incremental cost of compliance may equal at least four percent of the annual revenue requirement of the electric company as defined in OAR 860-083-XXX, the electric company must update all cost estimates, estimated annual energy, and other elements that affect cost estimates, except for operation and maintenance costs and replacement capital costs, for qualifying projects and proxy plants for all years in the time horizon for that implementation plan. 

(9) If the electric company’s implementation plan under ORS 469A.075 demonstrates that within [four] years the incremental cost of compliance may equal between three percent and four percent of the annual revenue requirement of an electric company as defined in OAR 860-083-XXX, the electric company must update fuel price forecasts for qualifying projects and proxy plants for that implementation plan. 
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