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On October 27, 2015, the Michigan Public Service Commission (Commission) directed the Electric Reliability Division to form a Technical Advisory Committee to consider the Public Utility Regulatory Policies Act of 1978, Pub L No. 95-617, 92 Stat 3117 (PURPA). 
The Director of the Commission’s Electric Reliability Division is directed to commence the process of forming a Technical Advisory Committee to assess the continuing appropriateness of the Commission’s current regulatory implementation regarding the Public Utility Regulatory Policies Act of 1978, and to report its findings and recommendations to the Commission by filing a report in this docket no later than April 8, 2016.  
MPSC Case No. U-17973, Order issued on October 27, 2015
PURPA Technical Advisory Committee (PURPA TAC) participants provided a wide range of backgrounds and perspectives.  Participation was welcomed from all who volunteered and included utilities, environmental groups, current and potential future qualifying facilities (QF), industry PURPA experts and MPSC Staff.  

The PURPA TAC met five times at MPSC offices from December 2015 to March 2016.  Agendas, presentations and related documents recommended by PURPA TAC participants are posted on the MPSC’s PURPA TAC website.  

PURPA TAC goals were discussed at the first meeting on December 8, 2015:

· Develop an on-going, routine Commission administrative process for determining avoided cost for 20 MW and smaller PURPA projects

· Research avoided cost methodologies

· Present recommendations for each of the above tasks in the PURPA TAC report

· If there is not consensus, each recommendation will be included in the PURPA TAC report  

There was general consensus within the group regarding the goals.  Summaries of the five in-person meetings are included in Appendix A.

MPSC PURPA Implementation – 1978 to the Present
In MPSC Case No. U-6798, the Commission initiated proceedings on March 17, 1981 (Initial Order) to implement the provisions of Section 210 of PURPA (16 USC 824a–3).  Five additional orders were issued under the U-6798 docket.  In the Initial Order, the Commission identified the following state regulatory authority obligations under PURPA and the federal regulations implementing it:
· File a report with FERC describing implementation

· Set avoided cost rates

· Set a standard rate for QFs of 100 kW or less

· Set rates for standby service

· Address interconnection costs

· Establish a procedure for handling complaints

The utility obligations are described below:
· Purchase at avoided cost

· Provide standby service

· Provide interconnections to QF
· File data

The Initial Order established interim rates for both purchased and standby power and required utilities to offer interconnections to QFs.  A contested case process provided an in-depth review of PURPA implementation which culminated in an Order issued on August 27, 1982.  The August 27, 1982 Order approved a series of settlement agreements with varying avoided cost methodologies and directed utilities to file tariffs with the Commission and make their assumptions, data and the calculation methodology available to the public upon request.  
A significant case related to Consumers Energy Company’s (Consumers Energy) avoided cost determination involved a PURPA contract between the Midland Cogeneration Venture and Consumers Energy, MPSC Case No. U-8871.  The Commission consolidated more than 40 cases to undertake a comprehensive proceeding to consider this contract and many others.  The case included a series of 20 Orders from 1987 – 1993 and resulted in many QF contracts with rates based on a proxy coal plant’s avoided cost. 
Act 81 of 1987 (MCL 460.6j, as amended) was enacted to address capacity payments for PURPA contracts among other things.
  

Act 81 says in part:

 (b) Disallow any capacity charges associated with power purchased for periods in excess of 6 months unless the utility has obtained the prior approval of the commission. If the commission has approved capacity charges in a contract with a qualifying facility, as defined by the federal energy regulatory commission pursuant to the public utilities regulatory policies act of 1978, Public Law 95-617, 92 Stat. 3117, the commission shall not disallow the capacity charges for the facility in the power supply cost reconciliation unless the commission has ordered revised capacity charges upon reconsideration pursuant to this subsection. A contract shall be valid and binding in accordance with its terms and capacity charges paid pursuant to such a contract shall be recoverable costs of the utility for rate-making purposes notwithstanding that the order approving such a contract is later vacated, modified, or otherwise held to be invalid in whole or in part if the order approving the contract has not been stayed or suspended by a competent court within 30 days after the date of the order, or within 30 days of the effective date of the 1987 amendatory act that added subsection (19) if the order was issued after September 1, 1986, and before the effective date of the 1987 amendatory act that added subsection (19). The scope and manner of the review of capacity charges for a qualifying facility shall be determined by the commission. Except as to approvals for qualifying facilities granted by the commission prior to June 1, 1987, proceedings before the commission seeking such approvals shall be conducted as a contested case pursuant to chapter 4 of the administrative procedures act of 1969, Act No. 306 of the Public Acts of 1969. The commission, upon its own motion or upon application of any person, may reconsider its approval of capacity charges in a contested case hearing after passage of a period necessary for financing the qualifying facility, provided that:

(i) The commission has first issued an order making a finding based on evidence presented in a contested case that there has been a substantial change in circumstances since the commission's initial approval; and

(ii) Such a commission finding shall be set forth in a commission order subject to immediate judicial review.

The financing period for a qualifying facility during which previously approved capacity charges shall not be subject to commission reconsideration shall be 17.5 years, beginning with the date of commercial operation, for all qualifying facilities, except that the minimum financing period before reconsideration of the previously approved capacity charges shall be for the duration of the financing for a qualifying facility which produces electric energy by the use of biomass, waste, wood, hydroelectric, wind, and other renewable resources, or any combination of renewable resources, as the primary energy source. [MCL 460.6j(13)(b).]
Act 2 of 1989 (MCL 460.6o, as amended) was enacted to address utility purchases from certain landfill gas and solid waste QFs.  

Act 2 says in part:

(2) Public utilities with more than 500,000 customers in this state shall enter into power purchase agreements for the purchase of capacity and energy from resource recovery facilities that incinerate qualified landfill gas; that incinerate qualified solid waste, at least 50.1% of which is generated within the service areas of the public utility; or, subject to the provisions of this section, that incinerate scrap tires, under rates, charges, terms, and conditions of service that, for these facilities, may differ from those negotiated, authorized, or prescribed for purchases from qualifying facilities that are not resource recovery facilities. If a resource recovery facility incinerates scrap tires, or any other tires that are obtained from outside the state, or if more than 50.1% of the scrap tires or other tires are obtained outside the public utility service area, the public utility may in partial satisfaction of its obligation under this subsection purchase capacity and energy from the facility but is not obligated by this act to purchase the facility's capacity and energy. A resource recovery facility that incinerates at least 90% of its total annual fuel input in the form of scrap tires shall accept all scrap tires that first became scrap tires in the state and that are delivered to the facility by a scrap tire processor or a scrap tire hauler. The first 6,000,000 of these scrap tires delivered to the resource recovery facility each year shall be charged a rate not greater than an amount equal to $34.50 per ton, increased each calendar quarter beginning July 1, 1990, by an amount equal to the increase in the all items version of the consumer price index for urban wage earners and clerical workers during the prior calendar quarter. Including power purchase agreements executed prior to June 30, 1989, this section does not apply after 120 megawatts of electric resource recovery facility capacity in a utility's service territory have been contracted and entered in commercial operation. Additionally, this section does not apply to more than the first 30 megawatts of scrap tire fueled resource recovery facility capacity in the state that has been contracted and entered in commercial operation. Excluding rate provisions, if 1 or more provisions of a purchase agreement remain in dispute, each party shall submit to the commission all of the purchase agreement provisions of their last best offer and a supporting brief. On each disputed provision, the commission shall within 60 days either select or reject with recommendation the offers submitted by either party.

(3) A power purchase agreement entered into by a public utility for the purchase of capacity and energy from a resource recovery facility shall be filed with the commission and a contested case proceeding shall commence immediately pursuant to chapter 4 of the administrative procedures act of 1969, Act No. 306 of the Public Acts of 1969, being sections 24.271 to 24.287 of the Michigan Compiled Laws. Notwithstanding section 6j, a power purchase agreement shall be considered approved if the commission does not approve or disapprove the agreement within 6 months of the date of the filing of the agreement. Approval pursuant to this subsection constitutes prior approval under section 6j(13)(b).

(4) The energy rate component of all power sales contracts for resource recovery facilities shall be equal to the avoided energy cost of the purchasing utility.

(5) When averaged over the term of the contract, the capacity rate component of all power sales contracts for resource recovery facilities may be equal to but not less than the full avoided cost of the utility as determined by the commission. In determining the capacity rate, the commission may assume that the utility needs capacity.

(6) Capacity purchased by a utility prior to January 1, 2000 under a power sales contract with a resource recovery facility shall not be considered directly or indirectly in determining the utility's reserve margin, reserve capacity, or other resource capability measurement. To insure compliance with this act, a resource recovery facility that incinerates scrap tires shall provide an annual accounting to the legislature and the commission. The annual accounting shall include the total amount of scrap tires incinerated at the resource recovery facility and the percentage of those scrap tires that prior to incineration were used within this state for their original intended purpose. [MCL 460.6o(2-6).]
A number of PURPA contracts were executed and approved by the Commission either ex parte or as part of a contested case.  
The Energy Policy Act of 2005 (42 USC 15801, et seq.) allowed utilities to terminate mandatory purchase obligations if QFs have non-discriminatory access to competitive markets. DTE Electric Company (DTE Electric) was relieved, on a service territory basis, of the mandatory purchase obligation requirement to enter into new purchase obligations for QFs with a net capacity greater than 20 MW effective October 26, 2009.
  FERC granted a similar request to Consumers effective January 25, 2012.
  Since there is no purchase obligation for larger projects, PURPA TAC focused its efforts on 20 MW and smaller QFs.
As a result of some existing PURPA contracts expiring and potential new QFs inquiring about avoided cost rates and other factors, the Commission issued its October 27, 2015 Order establishing the PURPA TAC.

PURPA contracts currently in effect for Consumers Energy and DTE Electric are listed in Appendix B.  There are currently 45 contracts with expiration dates ranging from May 2017 to 2039.
  Figure 1 depicts the number of contracts by technology type.  Figure 2 shows the breakdown of QFs by technology type.  PURPA contract capacity ranges from 80 kW (Michiana Hydro – Bellevue) to 1,240 MW (Midland Cogeneration Venture Limited Partnership - Cogen).  

Figure 1:
PURPA Contracts by Technology Type (45 Contracts in Total)
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Figure 2:
PURPA Contract Capacity (MW) by Technology Type (1,794 MW in Total)
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Appendix B lists details about each contract and shows the structure of payments for the Consumers Energy PURPA contracts.  Most of the contracts have separate payments for energy and capacity.  For the majority of its contracts, the energy payment is based on Consumers Energy’s twelve-month rolling average cost of coal generation.  The capacity payment is typically broken down into on- and off-peak time periods to recognize the added value of on-peak generation.  

Proposed MPSC PURPA Administrative Process

The Commission’s avoided cost methodology based on a proxy coal plant (in general) has been in place for several decades. One of the goals of the PURPA TAC was to develop a process for the Commission to consider when updating this methodology. Staff presented its administrative process strawman at the January 13, 2016 meeting and a revised proposal at the February 10, 2016 meeting.  The revisions incorporated both written comments and discussions from the PURPA TAC meetings.     
Staff recommends that modifying the overall avoided cost methodology can be accomplished through an initial process focusing on the methodology.  This process will likely be a one-time event unless there is a compelling reason for revising the avoided cost calculation methodology.  Section 292.302 of the federal regulations implementing PURPA, entitled “Availability of Electric Utility System Cost Data,” requires utilities to file avoided cost data with the state regulatory authority every two years.  18 CFR 292.302(b).   
Going forward, a biennial process that is aligned with the utility data reporting requirements could be used to refresh the avoided cost calculation.
  
Figure 3 shows the Staff’s Proposed Administrative Process for Establishing a New Avoided Cost Calculation Methodology.  The Staff’s proposed process assumes a full contested case proceeding to determine the methodology and allows an opportunity for all parties to provide expert testimony about avoided cost calculation methodologies and inputs.  If the parties were to reach a settlement agreement at any time during the process, the timing to obtain a Commission order could be shortened.
During PURPA TAC discussions, QFs and potential QFs were concerned that having separate docketed cases for each utility would create unnecessary expense by requiring them to participate in separate proceedings.  Consolidating the cases into three groups will provide consistency for similarly situated utilities, provide a means to group the cases between administrative law judges (ALJ) and limit the number of separate proceedings in which QFs participate.  Some utilities have “all-requirements” purchase contracts with a supplier who provides all of the electricity that is provided to retail customers.  According to PURPA, the avoided cost for these utilities would be based on the utility’s all-requirements contract with their supplier.  Utilities who serve only customers located in-state without all-requirements purchase obligations are likely to have similar avoided cost methodologies.  For multi-state utilities, the Commission may choose to consider the avoided cost methodology established by other jurisdictions.  Member-regulated cooperatives will have their avoided cost determined by their governing boards and Staff has not included them as a utility type here.
Figure 3:  
Staff Recommendation – Administrative Process for Establishing a New Avoided Cost Calculation Methodology
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There was significant discussion around whether each PURPA contract required Commission approval through a contested case process.  Staff initially recommended contested case approval as part of a power supply cost recovery (PSCR) case.  For administrative efficiency, Consumers Energy preferred an ex parte approval process that is outside of the PSCR process.    Consumers Energy pointed out that waiting for a PSCR order could add significant time to the PURPA contract approval process.  Staff revised its proposal so that PURPA contracts would be approved separately from the PSCR process.  Several QFs expressed concern with the legality and binding nature of approving these contracts outside of a contested case process.  During the PURPA TAC meeting discussions, several participants involved with developing QFs in the past mentioned that they had experience with financing banks wanting the PURPA contract approved in a contested case instead of ex parte approval.  
The PURPA TAC discussion centered around whether the Commission could approve the capacity charges as part of the overall avoided cost methodology in a contested case and then any contracts incorporating the previously approved capacity charges could be approved on an ex parte basis.  Approving each PURPA contract in a contested case process requires the utility to meet MPSC case noticing requirements and for the Commission to have a hearing with an ALJ and lawyers representing the parties.  A contested case is also an opportunity for intervenors to participate, which could lead to an extended approval period.  If an ex parte approval were used, the utility would file the application requesting approval of the PURPA contract and the Commission would review the filing and issue an order without a contested hearing.  There are significant administrative and timing efficiencies if an ex parte process is used.  
The PURPA TAC discussed the meaning of the Act 81 language addressing Commission approval of contracts with capacity payments for periods in excess of six months.
Act 81 says in part:  

(b) Disallow any capacity charges associated with power purchased for periods in excess of 6 months unless the utility has obtained the prior approval of the commission. If the commission has approved capacity charges in a contract with a qualifying facility, as defined by the federal energy regulatory commission pursuant to the public utilities regulatory policies act of 1978, Public Law 95-617, 92 Stat. 3117, the commission shall not disallow the capacity charges for the facility in the power supply cost reconciliation unless the commission has ordered revised capacity charges upon reconsideration pursuant to this subsection. 
***

 The scope and manner of the review of capacity charges for a qualifying facility shall be determined by the commission. Except as to approvals for qualifying facilities granted by the commission prior to June 1, 1987, proceedings before the commission seeking such approvals shall be conducted as a contested case pursuant to chapter 4 of the administrative procedures act of 1969, Act No. 306 of the Public Acts of 1969. [460.6j(13)(b).]
Another concern discussed during PURPA TAC meetings was the length of time needed to complete Staff’s proposed administrative process; however, a shorter process was not identified.

Another goal of the PURPA TAC was to develop a routine administrative process to update avoided cost data on a regular basis.  Staff proposes a biennial process in Figure 4 below.  
The purpose of the biennial process is to update the numbers (natural gas price forecast and market prices) used in the calculations.  Once the utility files its updated avoided cost data in the docket, a party may request a contested case process.  If no party requests a hearing, the updated avoided cost data can be approved through an ex parte process as quickly as two to three months./
Figure 4:  Staff Recommendation –Administrative Process for Biennial Avoided Cost Calculation Updates
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Avoided Cost
PURPA Regulations (18 CFR 292.101(b)(6) ) define “avoided costs” as the following:
(6) Avoided costs means the incremental costs to an electric utility of electric energy or capacity or both which, but for the purchase from the qualifying facility or qualifying facilities, such utility would generate itself or purchase from another source.

Figures 5 and 6 describe the factors that may be considered in determining avoided cost and common avoided cost methodologies.
Figure 5:
Factors that may be Considered in Determining Avoided Cost 

FERC Rules:   (18 CFR 292.304(e))
	Availability of capacity or energy from a qualifying facility during the system daily and seasonal peak periods

	Dispatchability and reliability

	The relationship of the availability of energy or capacity from the qualifying facility to the ability of the electric utility to avoid costs, including the deferral of capacity additions and the reduction of fossil fuel use; and

	The costs or savings resulting from variations in line losses from those that would have existed in the absence of purchases from a qualifying facility, if the purchasing electric utility generated an equivalent amount of energy itself or purchased an equivalent amount of electric energy or capacity.

	Source:  Carolyn Elefant presentation to NARUC, March 2014
  


Figure 6:  Common Avoided Cost Methodologies
	Proxy Unit Methodology:  Assumes that the utility is avoiding building a proxy generating unit itself by utilizing the QF’s power. The fixed costs of this hypothetical proxy unit set the avoided capacity cost and the variable costs set the energy payment.

	Peaker Unit Methodology which assumes that a QF allows the utility to avoid paying for a marginal generating unit on its system, usually a combustion turbine. The capacity payment is based on the fixed costs of the utility’s least cost peaker unit and the energy payments are forecast payments for a peaker unit over the lifetime of the contract.

	Differential Revenue Requirement Calculates the difference in cost for a utility with and without the QF contribution to generating capacity.

	IRP Based Avoided Cost Methodology Relies on state integrated resource planning to predict future needs and costs that will be avoided by QF generation; based on IRP, may then apply proxy, DRR or other methodologies.

	Market Based Pricing: QFs with access to competitive markets receive energy and capacity payments at market rates.

	Competitive Bidding Allows states to utilize open, bidding processes. The winning bids are regarded as equivalent to the utility’s avoided cost.

	Source:  Carolyn Elefant presentation to NARUC, March 2014
  


The above FERC-accepted methods for determining avoided cost can result in a wide range of avoided costs. This report discusses several of the common avoided cost methodologies and describes Staff’s recommended avoided cost methodology which utilizes a combination of the proxy unit and market based pricing methodologies.

Proxy Unit Methodology / Natural Gas Combined Cycle Plant (Staff Transfer Price)
One option for calculating avoided cost is the proxy plant method.  Staff has performed a similar calculation for purposes of its Act 295 of 2008 (MCL 460.1001 et seq.) transfer price determination based on the levelized cost of a 400 MW proxy natural gas combined cycle (NGCC) plant.


This cost is projected in each year based on inflation rates, projections for materials and labor costs and natural gas price forecasts.  An NGCC plant is assumed to be the most logical marginal plant.  Since QFs would be offsetting the need for new capacity, some PURPA TAC participants argued that QFs should be compensated at this avoided cost rate.  

Staff’s transfer price schedule methodology is updated annually and covers the remaining time frame of the Act 295 renewable energy planning period (ending in 2029).  Staff describes the transfer price schedules as representative of what a Michigan utility would pay had it obtained energy and capacity through a long term power purchase agreement for traditional fossil fuel electric generation. 

The transfer price methodology is a function of Act 295.  If the transfer price were to become the new avoided cost methodology, any modifications to the statute could also require modifications to the avoided cost methodology.  
Market Based Pricing Methodology
This methodology values the QF’s energy at the Locational Marginal Price (LMP) calculated by the Midcontinent Independent System Operator (MISO) and capacity at the ISO capacity market price determined by the MISO Planning Reserve auction (PRA).  For illustrative purposes, Staff included Figure 7 below which shows average monthly LMPs from January 2014 through December 2015.  Figure 8 illustrates MISO’s PRA
 clearing price at the Michigan Hub in Zone 7 for 2015/2016 and Consumers Energy’s Zonal Resource Credit Reverse Auction results for zonal resource credits (ZRC)
 in years 2015/2016 through 2020/2021.  
Figure 7:  MISO Market Energy Pricing (Michigan Hub)
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Figure 8:  Market Capacity Pricing
	Market Capacity Value Description
	Capacity Value
$ per MW-Year

	MISO Zone 7 Planning Resource        Auction
	$1,270


	Consumers Energy’s Zonal Resource Credit Reverse Auction Results
	$31,105 - $59,900




MISO holds a two-month one-year-out Planning Resource Auction.  An overview of the capacity market is provided by a recent ICF white paper:  

MISO’s resource adequacy construct provides compensation for resources not under a fixed resource adequacy plan (FRAP) for the value of having available energy in a particular geographic location. This construct aims to improve the reliability of the MISO electricity grid, especially during peak times when supply can be scarce. The capacity auction is prompt rather than forward looking like the ISO New England Inc. (ISO-NE) and PJM markets, meaning that capacity for the June–May annual planning period is procured in April of that same year. Participants bid into the auction for zonal resource credits (ZRCs) that are equivalent to one MW of capacity. ZRCs are for one-year obligations. The bids are cleared through a single, sealed-bid clearing price auction against a vertical demand curve, unlike PJM and ISO-NE where bids are cleared against sloping demand curves. The RA construct began with the 2013–2014 auction period. Previously, MISO conducted a voluntary capacity market with significantly low capacity prices and no incentives for localization.


The MISO footprint has grown with the addition of Entergy.  When Entergy is fully integrated into MISO, more access to capacity resources including the possibility to purchase capacity from the Southwest Power Pool will exist.  The MISO auction covers one planning year; and the PJM base reliability auction covers three years.  The capacity prices from these auctions represent the incremental cost of capacity, not the long-term cost that could be equivalent to the capacity added to a utility’s system by a QF.  

Staff’s Modified Proxy Plant Methodology – Staff’s Strawman 
Staff’s recommended avoided cost methodology utilizes a combination of the proxy unit and market based pricing methodologies.  As presented in this report, Staff proposes a Modified Proxy Plant Methodology to mitigate the risk of re-evaluation of PURPA avoided cost rates.  Utilizing components from both the proxy plant methodology and the market based methodology; Staff developed a “modified proxy plant methodology.” 
Capacity Component

For capacity, Staff utilizes a natural gas combustion turbine (CT) value, similar to MISO’s calculation of the Cost of New Entry (CONE).
 Staff recommends that capacity payments would be paid to the QF on a monthly basis.  Below is an example of the Staff-proposed calculation methodology.  Each utility would provide inputs to the methodology that would reflect its actual economic outlook and experience with the operating characteristics of the specific generation type or conversely, the ISO average.  
	Figure 9: Levelized Cost Calculation Simple Cycle Gas Turbine
	

	
	
	
	

	 
	CT No Variable
	notes
	

	Capacity MW
	210
	MW
	

	Loading Factor
	13.00%
	The % of time the unit would be dispatched if available
	

	Equivalent Avail.
	90.00%
	The % of time the unit would be available for dispatch.  
	

	Capacity Factor
	11.70%
	(Loading Factor)(Equivalent Availability)
	

	Heat Rate Btu/kWh
	9750
	BTU/kWh
	

	Fuel Cost $/MMBtu
	$0.00
	$ per Million BTU
	

	Total Cost MM no AFUDC
	$160.049
	MM
	

	AFUDC
	$20.34 
	MM
	

	Total Cost MM
	$180.388
	MM
	

	Fixed Charge Rate
	9.30%
	% used to calculate fixed cost recovery component
	

	Fixed O&M $/kW
	$14.62
	$/kW
	

	Annual Lev. Fixed Cost MM
	$16.78
	MM
	

	Total Annual Lev. Fixed Cost MM
	$19.85
	MM
	

	Fixed Cost $/kWh
	0.0922
	$/kWh
	

	Fuel Cost $/kWh
	0.0000
	$/kWh
	

	Var. O&M $/kWh
	0.0000
	$/kWh
	

	Total Var. Cost
	0.0000
	$/kWh
	

	Total Cost $/kWh
	0.09221
	$/kWh
	

	Total Cost (MM)
	 
	 
	

	Overnight Cost (MM) Inflated 
	 
	 
	

	Total Cost ($/kW)
	$94,505.94
	This price represents the cost of capacity
	

	$/MW-year 
	
	
	


To accurately value the capacity of a variety of differing generation types, such as intermittent generators, a ratio is applied based on the Effective Load Carrying Capability (ELCC) of the QF.  The ELCC recognizes the historical availability of the generation type during on-peak periods.  MISO provides ELCC estimates for most new generation types based on system averages.  After a period of actual generation characteristics have been analyzed, individual units are assigned an ELCC. The ELCC is multiplied by the yearly capacity value to accurately account for actual availability and is especially critical for intermittent resources such as solar and wind QFs.  Staff recommends that MISO’s ELCC ratios be applied to intermittent generator resources.  
Capacity Payments and Planning Horizon

Under PURPA, utilities have a must-purchase obligation for QFs 20 MW and smaller.  One of the complexities of PURPA is determining the value of capacity under different capacity need circumstances.  The capacity landscape in Michigan and across MISO and neighboring PJM is changing dramatically due to the planned retirement of coal plants and the expected increased utilization of natural gas plants.  Also, pending legislation in the Michigan legislature includes an integrated resource planning process that could significantly influence how capacity is added in the future.  
Forward capacity markets in MISO and PJM are based on one year or three year forward auctions.  To the extent capacity prices spike, due to large retirements of coal units, the reflective cost of capacity would be an undue risk to utilities.  Due to the data requirements for capacity plans outlined in PURPA, Staff recommends the utilities utilize a ten year capacity planning horizon.
While Michigan has not seen growth in the amount of QF capacity, other states are experiencing tremendous amounts of new PURPA contract capacity – especially solar QFs.  The situation in the State of Idaho in which the total capacity of QFs seeking contracts under PURPA was approaching the utility’s full load poses significant concern.
  The Idaho PUC reduced PURPA contract lengths to two years in response.  
Michigan utilities in the lower peninsula are strongly interconnected.   For this reason, Staff suggests that zonal capacity need as opposed to utility-specific capacity need be a primary consideration in the initiation of a capacity payment requirement when considering the 10 year PURPA planning horizon.  If there is a need for capacity in a utility’s local resource zone (LRZ) it would be advantageous for the utility to secure QF capacity in that zone.  One complicating factor is that utilities can currently buy ZRCs at prices that are less than the capacity payment that is likely to be made to a QF. If an LRZ has an excess quantity of ZRCs, then a utility in that zone may opt to purchase ZRCs and defer constructing capacity to provide the benefit of the cheaper ZRCs to its customers.  Conversely, the price of ZRCs over a 20 year (PURPA contract length) or 30 or 40 year (expected life of an NGCC plant) period might be more expensive than QF or utility built capacity.

One option might be that the PURPA capacity purchase obligation be capped at a percentage of total peak ZRC demand. The MISO Zone 7 peak demand projection for the 2016-2017 planning year is 21.8 GW.
  Consumers Energy and DTE Electric have a combined total of 1,794 MW of PURPA contracts which is about 8% of the Zone 7 peak demand.  To determine the appropriate cap, the Commission and utilities could utilize the MISO capacity forecast.  This activity could be a combination of the filings and orders in each utility’s biennial avoided cost filing at the Commission and the Commission’s annual resource adequacy self-assessment.  

Staff supports a standard rate for QFs that are 5 MW and smaller which includes the full avoided cost capacity rate.  Out of the 37 PURPA contracts with QFs 20 MW or smaller in Consumers Energy’s and DTE’s portfolios, 26 are 5 MW and smaller.  The 5 MW and smaller standard offer would be available to 70% of Consumers Energy’s and DTE’s 20 MW and smaller existing PURPA contracts.  QFs with PURPA contracts under the standard offer would be included in the percentage cap described above. 


Though no consensus was reached during the PURPA TAC meetings with respect to how capacity payments would be determined.
  Staff proposes three capacity payment options for the Commission to consider for QFs larger than 5 MW and no larger than 20 MW:  

Option 1 – Capacity payments to the QF at the full avoided cost capacity rate shown in Figure 9 discounted for the ELCC for intermittent resources regardless of the utility or LRZ capacity needs.  


Option 2 – Capacity payments to the QF at the full avoided cost capacity rate discounted for the ELCC for intermittent resources until the utility demonstrates to the Commission that capacity additions are not necessary for itself or its LRZ.  The capacity needs of the utility and LRZ would be examined by the Commission.  If capacity is not required in the PURPA 10 year planning horizon, the capacity payment would be zero.  If capacity is needed, then the full avoided capacity cost would be paid for the term of the contract.   


Option 3 - During the PURPA TAC meetings, Staff presented the concept of establishing a fixed capacity payment based on a fraction of a full capacity payment.  This concept accounts for lumpy investments in capacity that cause the capacity auction market to have “boom and bust” capacity cycles.  In its Solar Gardens filing in MPSC Case No. U-17752, Consumers Energy requested and received Commission approval to use 75% of MISO’s CONE for the capacity payment component of the Solar Gardens solar energy credit.
  This calculation is based on Consumers Energy’s capacity forecast and accounts for the long term value of capacity in MISO’s planning reserve auction.   Under this option, the QF would receive capacity payments, regardless of LRZ capacity needs, at 75% of the avoided capacity rate determined through Staff’s strawman and discounted for the appropriate ELCC for intermittent resources.  Note, QFs at or below 5 MW would receive the full capacity payment with the ELCC applied for intermittent QFs.
Energy Component 
Staff’s strawman also offers three options for determining the energy component payment.  Staff proposes that the QF have the opportunity to select the option that most effectively suits their needs:  
Option 1 -  Utilize LMP market based rates.  This rate would be the actual LMP on an hourly or monthly average basis and is considered the “…avoided cost at the time of delivery.” 18 CFR 292.304(b)(5)  
Option 2 -  The utility forecasts LMPs over the contract period and pays for energy on an hourly or monthly average basis according to the forecast.  292.304(b)(5) provides that “…rates for purchases are based upon estimates of avoided costs over the specific term of the contract or other legally enforceable obligation, the rates for such purchases do not violate this subpart if the rates for such purchases differ from avoided costs at the time of delivery.”  
Option 3 - The utility pays for energy based on the forecasted variable costs of an NGCC as calculated in the Staff Transfer Price.  Figure 10 shows Staff’s estimate of NGCC variable costs through 2045. 
Figure 10: Natural Gas Combined Cycle Variable Costs

	Year
	Staff Projection

NGCC Variable Cost

	2016
	$36.79

	2017
	$38.22

	2018
	$38.88

	2019
	$40.16

	2020
	$41.47

	2021
	$43.30

	2022
	$45.35

	2023
	$45.94

	2024
	$47.01

	2025
	$48.26

	2026
	$48.74

	2027
	$49.78

	2028
	$52.17

	2029
	$54.00

	2030
	$55.34

	2031
	$57.61

	2032
	$58.70

	2033
	$59.53

	2034
	$61.13

	2035
	$62.14

	2036
	$63.72

	2037
	$65.44

	2038
	$67.05

	2039
	$68.46

	2040
	$70.23

	2041
	$72.25

	2042
	$74.36

	2043
	$76.54

	2044
	$78.80

	2045
	$81.12


Fixed Investment Cost Attributable to Energy
Staff’s strawman energy payment to the QF includes a fixed investment cost attributable to energy (ICE) in addition to the LMP.  The rationale is that to obtain cheaper energy from an NGCC (as opposed to a CT), the additional capacity costs to build an NGCC are incurred over and above the cost to build a CT. This shifted “capacity” cost should be added to the energy payment. 
An NGCC has lower energy cost, but higher capacity cost.  The NGCC fixed ICE is calculated using the fixed capacity cost difference between an NGCC and a CT.  Staff calculates this value by subtracting the fixed costs to construct a CT from the fixed costs to construct an NGCC. This difference in cost is paid on a volumetric basis and is added to the energy payment to accurately represent a true energy value. 
Some commenters said that using a CT for capacity payments, NGCC variable costs or LMP for the energy payment and adding a fixed ICE creates complexity.  There is strong justification for valuing capacity at a CT because it is the unit that would be built if pure capacity were needed.  Where energy is needed, an NGCC would be selected.  The fixed ICE is needed to achieve the full value of a new plant.  

Figure 11:  Fixed Investment Cost Attributable to Energy
	
	

	
	
	

	 
	NGCC
	notes

	Capacity MW
	400
	MW

	Loading Factor
	71.00%
	The % of time the unit would be dispatched if available

	Equivalent Avail.
	87.00%
	The % of time the unit would be available for dispatch.  

	Capacity Factor
	61.77%
	(Loading Factor)(Equivalent Availability)

	Heat Rate Btu/kWh
	6719
	BTU/kWh

	Fuel Cost $/MMBtu
	$5.01
	$ per Million BTU

	Total Cost MM no AFUDC
	$460.065
	MM

	AFUDC
	$62.91 
	MM

	Total Cost MM
	$522.972
	MM

	Fixed Charge Rate
	9.30%
	% used to calculate fixed cost recovery component

	Fixed O&M $/kW
	$14.62
	$/kW

	Annual Lev. Fixed Cost MM
	$48.64
	MM

	Total Annual Lev. Fixed Cost MM
	$54.48
	MM

	Fixed Cost $/kWh
	0.0252
	$/kWh

	Fuel Cost $/kWh
	0.0337
	$/kWh

	Var. O&M $/kWh
	0.0031
	$/kWh

	Total Var. Cost
	0.0368
	$/kWh

	Total Cost $/kWh
	0.06196
	$/kWh

	Overnight Cost (MM) Inflated
	434.3215745
	 

	Total Cost ($/kW)
	$1,085.80
	 

	$/MW-year 
	$335,259.05
	 

	$/MW-year no variable
	$136,211.05
	 

	CC-CT $/MW-year
	$41,705.11
	 

	Total Annual Lev. Fixed Cost MM Difference
	$16.68
	 

	Capitol Difference MM
	$354.08
	 

	Fixed Cost $/kWh
	0.0077
	$/kWh  represents the fixed ICE


Examples of how the avoided cost elements discussed above are applied to specific types of QFs are presented in Figure 12.  

Figure 12:  Staff Strawman – 20 MW Qualifying Facility Example
	Staff Strawman 
Example - 20 MW Qualifying Facility

	
	Capacity
Factor 
%
(Estimate)
	ELCC
%
(Estimate)
	Capacity
Annual $
	Energy
$/MWh
(MISO LMP December 2015 Average)
	NGCC fixed ICE
$/MWh
	Total
Energy
$/MWh

	Hydro
	60%
	N/A
	$1,838,560
	$22.63
	$7.71
	$30.34

	Biomass
	80%
	N/A
	$1,838,560
	$22.63
	$7.71
	$30.34

	Landfill Gas
	85%
	N/A
	$1,838,560
	$22.63
	$7.71
	$30.34

	Solar
	20%
	43%
	$790,581
	$22.63
	$7.71
	$30.34

	Wind
	35%
	15%
	$275,784
	$22.63
	$7.71
	$30.34


Alternative Avoided Cost Proposals and Comments

Staff asked for comments to its strawman by Wednesday, February 24, 2016.   Staff received Comments from Consumers Energy, Varnum Law Firm, on behalf of the Independent Power Producer Coalition (IPPC), and jointly filed comments from the Environmental Law and Policy Center (ELPC) and 5 Lakes Energy.   This section will summarize those comments.  Copies of the written comments received are provided in Appendix C.  

Consumers Energy 


Consumers Energy provided a proposal that utilized four QF capacity payments based on the utility’s capacity need (resource adequacy) in the form of MISO ZRCs.
1. For zero capacity need, the utility would pay no capacity component and the energy payment should equal LMP.
2. For less than 200 ZRCs, the avoided capacity should be based on MISO’s PRA, and the energy payment should equal LMP.
3. For 200 ZRCs but less than 1000 ZRCs, the capacity payment should be the combustion turbine fixed costs and the energy payment should equal LMP.

4. For a capacity need over 1000 ZRCs, the capacity payment should be based on a natural gas combined cycle plant and the energy payment should equal LMP.

Consumers Energy was concerned with the use of a levelized cost for determining Staff’s avoided cost methodology.  The company stated that levelizing the plant costs front-loads a disproportionate amount of plant costs over the term of the contract since the contract term would be a much shorter duration than the term used in the levelization calculation (typically 20 to 40 years).   Instead, Consumers Energy proposed using an economic carrying charge, which would account for this and provide a capacity calculation that would escalate at a rate equal to inflation or similar index.  

Consumers Energy supported paying for energy based on the actual LMP (price at delivery).  However, if there is a legally enforceable obligation, PURPA may give the QF an option to be paid according to a forecast. Consumers Energy also explained that the energy payment should be the lesser of the LMP or the avoided plant variable costs.  This, Consumers Energy stated, assures that the QF would receive the correct economic signals similar to the way Consumers Energy’s plants are dispatched by MISO.  If cheaper forms of energy are available, the less expensive energy plant is dispatched first.  Consumers Energy did not support Staff’s proposal to include a fixed ICE in the energy payment.
Independent Power Producers Coalition

The IPPC comments primarily supported Staff’s transfer price methodology.  The IPPC stated that the transfer price is the best representation of what a true avoided cost template is: “(t)ransfer price schedules are representative of what a Michigan electric provider would pay had it obtained the energy and capacity (the non-renewable market price component) through a new long term power purchase agreement for traditional fossil fuel generation.  To best determine the value of the non-renewable component of Act 295 compliant generation, Commission Staff determined for purposes of developing a uniform Transfer Price Schedule that the levelized cost of a new natural gas combined cycle (NGCC) would likely be analogous to the market price mentioned above.”

The IPPC stated that the actual LMP, even a levelized forecast, does not accurately account for the long term contract value of the energy and favors the levelized variable costs of a NGCC for the energy component.  It states that utilities look at long-term trends related to fuel cost, load growth and other factors in its planning horizon and spot markets prices do not reflect these values. 
Environmental Law and Policy Center / 5 Lakes Energy

ELPC and 5 Lakes Energy support Staff’s strawman.  Additionally, ELPC and 5 Lakes Energy are supportive of a technology specific capacity credit that is more detailed than simply average ELCC.  They support a generator specific ELCC to account for technological and location specific benefits such as solar tracking and higher wind speed areas.  ELCP and 5 Lakes also support the addition of certain cost adders to the avoided cost that account for the nature of QF generation.  These adders are:

1. Avoided Transmission Costs – the distributed nature of the sub-transmission voltage interconnected generation, at least, partially reduces the need for transmission costs to the utility. 

2. Avoided Line Losses – again, distributed generation that serves load in the local area avoid line and transformer loses.

3.  Hedge Value – long term contracts reduce the Company’s fuel price uncertainty.
4. Avoided Emissions and Environmental Compliance Costs – While renewable energy credits can accrue to the QF, carbon credits or allowances may be allocated elsewhere.

PURPA Regulations, Section 292.302, Filing Requirements
To develop an on-going, routine Commission administrative process for determining avoided cost for 20 MW and smaller PURPA projects, Staff recommends the Commission order the following minimum biennial data collection and reporting requirements for each electric utility regulated by the Commission.

1. The requirements listed in 292.302 of Title 18 of the Code of Federal Regulations:

a. To provide to the State regulatory authority and maintain for public inspection the following:

i. The estimated avoided cost on the electric utility’s system, solely with respect to the energy component, for various levels of purchases from qualifying facilities. Such levels of purchases shall be stated in blocks of not more than 100 megawatts for systems with peak demand of 1000 megawatts or more, and in blocks equivalent to not more than 10 percent of the system peak demand for systems of less than 1000 megawatts. The avoided costs shall be stated on a cents per kilowatt-hour basis, during daily and seasonal peak and off-peak periods, by year, for the current calendar year and each of the following five years.

ii. The electric utility's plan for the addition of capacity by amount and type, for purchases of firm energy and capacity, and for capacity retirements for each year during the succeeding 10 years.

iii. The estimated capacity costs at completion of the planned capacity additions and planned capacity firm purchases, on the basis of dollars per kilowatt, and the associated energy costs of each unit, expressed in cents per kilowatt hour. These costs shall be expressed in terms of individual generating units and of individual planned firm purchases.  [18 CFR 292.302(b)(1)–(3).]
iv. With regard to an electric utility which is legally obligated to obtain all its requirements for electric energy and capacity from another electric utility, provide the data of its supplying utility and the rates at which it currently purchases such energy and capacity.  [18 CFR 292.302(c)(1)(ii).]
2. Additional biennial filing requirements as recommended by Staff: 

a. The complete and detailed calculation of the avoided costs to be paid to a qualifying facility based on energy and capacity forecasts. 
i. The capacity cost portion of the avoided cost is to be based on the fixed cost component capacity cost associated with CT. 

ii. The energy cost portion of the avoided cost is to be a result of an energy fixed ICE in addition to either LMP, as determined by MISO or PJM, at the electric utilities’ node, forecasted LMP or levelized NGCC plant variable costs. The electric utility shall provide the above data to calculate all three options within its biennial filing to the Commission. Such data will include a 17.5 year forecast of LMP.
iii. The utility will file its standard offer for QFs with nameplate capacity equal to or less than 5 MW.

iv. The effective load carrying capability for intermittent renewable generation such as solar and wind energy.
Additional Considerations

Market Changes Since the Passage of PURPA
 
Since the passage of PURPA, RTOs and ISOs have come into existence.  The open access provided by these organizations spawned the creation of markets for electricity, including capacity and other energy products.  Michigan energy entities belong to two, and sometimes both of these organizations, PJM and MISO.  While the calculation and formulation of an energy price is similar in the two organizations, the constructs to determine capacity prices are quite different.  If the Commission decides to use wholesale markets for guidance, it will need to decide the best of PJM and MISO processes when considering and devising alternatives for determining the capacity component of a new avoided cost methodology.  


There are barriers to QF participation in the RTO/ISO markets.  In addition to administrative costs and technical requirements to become a market participant, for QFs connected to the utility’s distribution system, it would be necessary to use the utility’s distribution system to reach wholesale markets.  This activity would almost certainly be cost prohibitive and would represent a barrier to the QF’s ability to participate in the markets.  
Presence of Alternate Electric Suppliers (AES)

The presence of AESs presents complications when discussing PURPA, as they are not subject to mandatory purchase obligations.   In Michigan’s customer choice program, AESs are limited to supplying up to 10% of a utility’s load.  If PURPA were to cause the cost of a utility’s electricity to increase, then it is possible that the utility could be susceptible to losing additional load to an AES.  

If the avoided cost methodology is done correctly, and other variables are equal, the electricity supply market should have no preference between AES, utility owned supply or utility contracted PURPA generation.  
The two major Michigan utilities are already at the statutory cap for customer choice so the utilities could be at-risk for losing additional load if legislative changes were to adjust the customer choice cap upward without requiring AESs, and others who wish to serve Michigan retail customers, to have the same obligation to show that they hold and can provide capacity similar to utilities.  Without an appropriately set avoided cost methodology, AESs could attract more of the utility’s load while only the utility retains a mandatory purchase obligation for PURPA.  This situation could result in premature retirement of generation assets and potentially stranded cost.  The Commission may want to consider passing some costs paid by utilities under PURPA’s mandatory purchase obligation onto AESs.  
Ancillary Services 
PJM has additional generator payments that do not exist in MISO.  Some of these are for performance criteria, black start capability and the ability to ramp back to parasitic load.   Staff believes that the capabilities of QFs could be compensated if the services they provide are not already included in the cost of the selected proxy plant.   In the case of Staff’s proposed modified proxy plant methodology, it can be assumed that the proxy provides some items such as voltage support and quick ramping capability.  It cannot be assumed that the proxy plant has black start capability unless the costs of the proxy plant include a battery bank or diesel generator to black start the combustion turbine.   The Commission has the latitude to consider compensating QFs for these generation services even if the utility and QF are located in MISO and there is no market in MISO for these services.  
Renewable Energy Credits and Environmental Attributes

Renewable Energy Credits (RECs) and the related market were created in Michigan as part of Act 295.  Since the original PURPA contracts did not foresee the creation of a REC value, it was determined through the legislative process that 80% of the RECs would belong to the utility and 20% would belong to the QF.  At least one utility has recommended that all RECs should be provided to the utility at no cost as compensation for the utility must purchase obligation.  


On the other hand, the choice of a natural gas proxy plant results in a proxy that generates no RECs.  Therefore the benefits of renewable energy are not included in the avoided cost calculated by the natural gas proxy plant.  Staff recommends that all RECs belong to the QF when the choice of proxy plant does not generate RECs and that the sale of RECs to the utility can be negotiated and included in the price of the contract if both the QF and the utility mutually decide to do so.  

Carbon benefits are difficult to quantify using information that is currently known.  It is possible in the future that such information will become more developed and will influence the calculation of PURPA avoided cost.  Staff recommends that carbon benefit compensation be considered at a later time, possibly when Michigan finalizes its State Implementation Plan under the Clean Power Plan or at a time when carbon benefits are more clearly understood and dependably quantifiable.
Avoided Transmission Costs and Avoided Line Loss


Distributed generation has the potential to reduce transmission costs, and can help to mitigate line losses.  This benefit is location specific because it depends on the unique supply and load characteristics of the local area.   Requiring the utility to calculate line losses and transmission costs specific to each QF could result in a time consuming and possibly contentious process that may delay approval of QF contracts. 

To keep the process more streamlined, Staff recommends that transmission costs and line loss mitigation not be included in the avoided cost calculation at this time.  Staff advocates a balanced approach with the QF and the utility sharing benefits that are created through their relationship.   

Standard Offer

PURPA Regulations, Section 292.304, require utilities to offer a standard rate for purchases:

(c) Standard rates for purchases. 
(1) There shall be put into effect (with respect to each electric utility) standard rates for purchases from qualifying facilities with a design capacity of 100 kilowatts or less.

(2) There may be put into effect standard rates for purchases from qualifying facilities with a design capacity of more than 100 kilowatts.

(3) The standard rates for purchases under this paragraph:

(i) Shall be consistent with paragraphs (a) and (e) of this section; and

(ii) May differentiate among qualifying facilities using various technologies on the basis of the supply characteristics of the different technologies.
Staff supports a standard rate for QFs that are 5 MW and smaller which includes the full avoided cost capacity rate, one of Staff’s proposed energy options and the fixed ICE.  The 5 MW QF size aligns with Staff’s Option 1 for capacity purchases.  Out of the 37 PURPA contracts with QFs 20 MW or smaller in Consumers Energy’s and DTE’s portfolios, 26 are 5 MW and smaller.  The 5 MW and smaller standard offer would be available to 70% of Consumers Energy’s and DTE’s 20 MW and less PURPA contracts.
Contract Length

Historically, PURPA contracts in Michigan have been long term, with some more than 30 years.  Due to a provision in Michigan Statute, Staff recommends a contract term that spans the shorter of either the QF financing period or 17.5 years for new QFs as provided in Act 81.
Act 81 says in part:
The financing period for a qualifying facility during which previously approved capacity charges shall not be subject to commission reconsideration shall be 17.5 years, beginning with the date of commercial operation, for all qualifying facilities, except that the minimum financing period before reconsideration of the previously approved capacity charges shall be for the duration of the financing for a qualifying facility which produces electric energy by the use of biomass, waste, wood, hydroelectric, wind, and other renewable resources, or any combination of renewable resources, as the primary energy source.  [MCL 460.6j(13)(b)(ii).]
Standby Service and Interconnection

The PURPA law includes two additional major areas of regulation: standby service and interconnection.   While establishing the goals of PURPA TAC, Staff asked the group to forgo both topics to keep the focus on developing a workable administrative process and investigate avoided cost methodologies.  
In the case of standby service, there is currently a separate Staff working group addressing that issue with a report due in August 2016.  Regarding interconnection, the Commission has established Electric Utility Interconnection & Net Metering Standards.
  Interconnection Procedures for smaller projects that are 150 kW and less are in place and working well.
  Staff recommends that a workgroup be started where the goal would be to develop Interconnection Procedures for larger projects.
FERC PURPA Technical Conference

Several members of the Senate and House of Representatives in Washington, DC have called for FERC to re-examine the current need for PURPA.  FERC has announced that it will hold a technical conference on June 29, 2016.    The focus of the conference will be on two items: the mandatory purchase obligation and the determination of avoided costs.  On March 4, 2016 FERC put out a “call for speakers” for the technical conference.   

It is likely that the speakers who are selected will have a variety of opinions.  A consensus understanding of the two issues being discussed seems unlikely.  What seems more likely is that this FERC conference will be a catalyst for more conferences, or a FERC response, which in turn, could lead to more discussion and possibly shaping of a FERC rulemaking or draft legislation in Congress.

While the discussion of PURPA at FERC and the federal level is helpful and should be monitored, it is unlikely to be timely enough for Michigan to wait for the federal government to act.  Once Michigan puts in place a routine for examining PURPA, it is likely that any changes made to PURPA can be incorporated into future contested cases in Michigan.   
Conclusion
Staff would like to thank all PURPA TAC participants for their contributions to the group’s efforts.  The input helped shape Staff’s recommendations in this report.  

Staff recommends the use of its modified proxy plant methodology and supports a standard rate which includes the full avoided cost capacity rate, one of Staff’s proposed energy options and the fixed ICE for QFs that are 5 MW and smaller.  
Appendix A- PURPA TAC Meeting Summaries

A series of five in-person PURPA TAC meetings were held from December 2015 through March 2016.  All meetings were available in-person or via webinar.  Meeting attendance was between 30 and 40 in-person attendees and approximately 20 webinar participants.  Presentations from each meeting are available at the Staff’s PURPA website.  A brief summary of each meeting is included below.  
December 8, 2015

The initial PURPA TAC meeting was held on December 8, 2015.  Carolyn Elefant, J.D., a noted PURPA expert, provided an overview of PURPA.  She outlined the goals, requirements and state and federal responsibilities.  She explained six common avoided cost methodologies; Proxy Unit Methodology, Peaker Unit, Differential Revenue Requirement, IRP based avoided cost methodology, market based pricing and competitive bidding.  She also described PURPA implementation examples from select states: North Carolina, Montana, Utah, Idaho, Oregon and Vermont. Staff presented the timing for future meetings and proposed PURPA TAC goals.

January 13, 2016
Staff gave an overview of the original U-6798 implementation process and discussed U-8871.  Staff presented its administrative process strawman.
February 3, 2016
The February 3 meeting was added at the request of the Independent Power Producers Coalition (IPPC) of Michigan to present their thoughts on PURPA and describe the varying characteristics of each type of QF. Ken Rose, Independent Consultant, presented an overview of PURPA. Tim Lundgren from Varnum Law described the overall benefit of having small QF’s on the power grid. Bill Stockhausen of Elk Rapids Hydro explained the benefits of hydroelectric facilities. Darwin Baas of Kent County presented the benefits of having an integrated solid waste management system. Marc Pauley of Granger presented the benefits of utilizing landfill gas. Thomas Vine of Viking Energy presented the benefits of biomass.  Douglas Jester of 5 Lakes Energy discussed combined heat and power and solar.
February 10, 2016

Jesse Harlow, Staff Engineer, presented the Staff’s avoided cost methodology strawman. Julie Baldwin, Staff Manager of the Renewable Energy Section, outlined a revised and updated PURPA administrative process.  Written comments on both proposals were requested by Staff.
March 3, 2016
The final meeting provided an opportunity to discuss the written comments that were provided by Consumers Energy, IPPC and the Environmental Law and Policy Center/5 Lakes Energy. 
PURPA TAC Report Issued


April 2016





Commission issues Order directing Utilities to file avoided cost calculations and Section 292.302 avoided cost data according to the Staff Recommended Proposal and any additional calculation methodology requested by the utility.  





Estimated June 2016





A separate case number is assigned to each utility.  Cases are consolidated into three groups.





Utilities with All-Requirements Purchase Obligations








Multi-State Utilities





In State Utilities w/o All-Requirements Purchase Obligations





Cases follow contested case administrative process.  Intervenors may recommend alternate calculation methodologies.





Commission issues Order approving a new avoided cost methodology and calculation.  Utilities are directed to file tariff sheets with the standard offer rates.  Utilities are directed to file updated avoided cost data and calculations every two years.





Estimated April 2017





Qualifying Facilities select Standard Offer if applicable or negotiate agreement with the utility.





Utility files contract with the Commission for approval.  Standard Offer Contracts may not need approval.  The Commission will determine whether ex parte or contested case processing is appropriate.





Commission issues Order directing Utilities to file updated avoided cost calculations and Section 292.302 avoided cost data in the docket.





Utility files contract with the Commission for approval.  Standard Offer Contracts may not need approval.  The Commission will determine whether ex parte or contested case processing is appropriate.





Qualifying Facilities select Standard Offer if applicable or negotiate agreement with the utility.





Commission issues Order approving updated avoided cost data and calculation.  Utilities are directed to file tariff sheets with the standard offer rates.  





If no party requests a hearing, the avoided cost data may be approved through an ex parte process.








� Act 81 amended Act 304 of 1982, which established power supply cost recovery proceedings and incorporated these proceedings into Act 3 of 1939 (MPSC Act).


� � HYPERLINK "https://www.ferc.gov/whats-new/comm-meet/2010/041510/E-12.pdf" �https://www.ferc.gov/whats-new/comm-meet/2010/041510/E-12.pdf� 


� � HYPERLINK "http://www.ferc.gov/EventCalendar/Files/20120424160511-QM12-3-000.pdf" �http://www.ferc.gov/EventCalendar/Files/20120424160511-QM12-3-000.pdf� 


� Consumers Energy filed an application on January 27, 2016 requesting approval of amendments to continue contracts with Hillman Power Company, L.L.C., Thornapple Association, Inc. and White’s Bridge Hydro Company under existing terms through May 31, 2017.  


� � HYPERLINK "http://www.michigan.gov/documents/mpsc/PURPA_MPSC_Strawman_-_AC_Administrative_Process_509173_7.pdf" �http://www.michigan.gov/documents/mpsc/PURPA_MPSC_Strawman_-_AC_Administrative_Process_509173_7.pdf�


� See � HYPERLINK "http://www.narucmeetings.org/Presentations/25%20PURPA%20Avoided%20Cost%20Calculation%20Differences%20Across%20States-Carolyn%20Elefant.pdf" \h �http://www.narucmeetings.org/Presentations/25%20PURPA%20Avoided%20Cost%20Calculati� � HYPERLINK "http://www.narucmeetings.org/Presentations/25%20PURPA%20Avoided%20Cost%20Calculation%20Differences%20Across%20States-Carolyn%20Elefant.pdf" \h �  on%20Differences%20Across%20States-Carolyn%20Elefant.pdf�


� See � HYPERLINK "http://www.narucmeetings.org/Presentations/25%20PURPA%20Avoided%20Cost%20Calculation%20Differences%20Across%20States-Carolyn%20Elefant.pdf" \h �http://www.narucmeetings.org/Presentations/25%20PURPA%20Avoided%20Cost%20Calculati� � HYPERLINK "http://www.narucmeetings.org/Presentations/25%20PURPA%20Avoided%20Cost%20Calculation%20Differences%20Across%20States-Carolyn%20Elefant.pdf" \h �  on%20Differences%20Across%20States-Carolyn%20Elefant.pdf�.


� � HYPERLINK "https://www.misoenergy.org/Library/Repository/Report/Resource%20Adequacy/AuctionResults/2015-2016%20PRA%20Results.pdf" �https://www.misoenergy.org/Library/Repository/Report/Resource%20Adequacy/AuctionResults/2015-2016%20PRA%20Results.pdf� 


� � HYPERLINK "https://www.misoenergy.org/Planning/ResourceAdequacy/Pages/ResourceAdequacy.aspx" �https://www.misoenergy.org/Planning/ResourceAdequacy/Pages/ResourceAdequacy.aspx� A zonal resource credit is equal to one megawatt discounted by the resources actual ability to deliver capacity when needed similar to the ELCC concept provided in Staff’s proposal.  


� The Michigan Hub only includes prices from nodes in Michigan’s Lower Peninsula.


� � HYPERLINK "https://www.misoenergy.org/Library/Repository/Report/Resource%20Adequacy/AuctionResults/2015-2016%20PRA%20Results.pdf" �https://www.misoenergy.org/Library/Repository/Report/Resource%20Adequacy/AuctionResults/2015-2016%20PRA%20Results.pdf� 


� � HYPERLINK "http://efile.mpsc.state.mi.us/efile/docs/17725/0001.pdf" �http://efile.mpsc.state.mi.us/efile/docs/17725/0001.pdf� 


� See �HYPERLINK "C:\\Users\\HarlowJ\\AppData\\Local\\Microsoft\\Windows\\Temporary Internet Files\\Content.Outlook\\MP2GM0CG\\icfi.com"��icfi.com�, MISO’s Capacity Auction: Uncertainty Going Forward, By Himanshu Pande and Rachel Green, 2015





� � HYPERLINK "https://www.misoenergy.org/Library/Repository/Meeting%20Material/Stakeholder/SAWG/2015/20151029/20151029%20SAWG%20Item%2004%20CONE%20PY%202016-2017.pdf" �https://www.misoenergy.org/Library/Repository/Meeting%20Material/Stakeholder/SAWG/2015/20151029/20151029%20SAWG%20Item%2004%20CONE%20PY%202016-2017.pdf� 


� � HYPERLINK "http://www.puc.idaho.gov/press/150820_PURPAfinal_files.pdf" �http://www.puc.idaho.gov/press/150820_PURPAfinal_files.pdf� 


� � HYPERLINK "https://www.misoenergy.org/Library/Repository/Study/LOLE/2016%20LOLE%20Study%20Report.pdf" �https://www.misoenergy.org/Library/Repository/Study/LOLE/2016%20LOLE%20Study%20Report.pdf�  


� See Appendix C for Consumers Energy’s proposal which includes criteria for determining capacity payments under four different ZRC need scenarios.  A brief description of the proposal is also included in the Alternative Avoided Cost Proposals and Comments section of this report.


� � HYPERLINK "http://efile.mpsc.state.mi.us/efile/docs/17752/0043.pdf" �http://efile.mpsc.state.mi.us/efile/docs/17752/0043.pdf� 


� Staff’s projection is based on the natural gas forecast in the EIA 2015 Annual Energy Outlook and indices from Global Insight.  


� See � HYPERLINK "http://w3.lara.state.mi.us/orrsearch/107_97_AdminCode.pdf" �http://w3.lara.state.mi.us/orrsearch/107_97_AdminCode.pdf� 


� See � HYPERLINK "http://www.michigan.gov/mpsc/0,4639,7-159-16393_48212---,00.html" �http://www.michigan.gov/mpsc/0,4639,7-159-16393_48212---,00.html� 
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				PURPA Generator Breakdown

						No. of Projects		Total MW						Total MW

				Biomass		7		206				Biomass		206

				Hydro		17		24				Hydro		24

				Landfill Gas		15		75				Landfill Gas		75

				MSW		2		88				MSW		88

				Co-Gen		4		1395				Co-Gen		1,395
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				Consumers Energy
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				PURPA Generator Breakdown

						No. of Projects		Total MW						Total MW

				Biomass		7		206				Biomass		206

				Hydro		17		24				Hydro		24

				Landfill Gas		15		81				Landfill Gas		81

				MSW		2		88				MSW		88

				Co-Gen		4		1395				Co-Gen		1,395

				Totals		45		1794				Totals		1,794

				Consumers Energy

				Biomass		Hydro		Landfill Gas		MSW		Co-Gen

				18		1.4		1		18		0

				16.3		0.75		1.5				1240
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2009

				Day Ahead On Peak		Day Ahead Off Peak

		January		$   46.20		$   34.40

		February		$   42.80		$   30.30

		March		$   37.40		$   27.00

		April		$   34.10		$   23.10

		May		$   23.80		$   21.70

		June		$   36.60		$   20.50

		July		$   31.50		$   18.90

		August		$   35.60		$   21.90

		September		$   33.20		$   18.40

		October		$   41.10		$   28.70

		November		$   36.61		$   22.97

		December		$   43.16		$   27.75





2010

				Day Ahead On Peak		Day Ahead Off Peak

		January		$   48.86		$   33.59

		February		$   44.79		$   31.91

		March		$   37.58		$   27.16

		April		$   38.12		$   26.38

		May		$   44.89		$   32.60

		June		$   52.48		$   33.68

		July		$   57.72		$   34.09

		August		$   53.70		$   31.24

		September		$   40.57		$   23.78

		October		$   36.52		$   27.18

		November		$   39.11		$   28.18

		December		$   45.40		$   32.18





2011

				Day Ahead On Peak		Day Ahead Off Peak

		January		$   45.65		$   34.03

		February		$   43.39		$   32.63

		March		$   39.46		$   31.64

		April		$   40.60		$   29.57

		May		$   44.01		$   28.07

		June		$   46.83		$   25.90

		July		$   62.38		$   37.55

		August		$   47.23		$   30.93

		September		$   37.35		$   26.99

		October		$   36.80		$   28.31

		November		$   35.72		$   27.26

		December		$   36.07		$   28.02





2012

				Day Ahead On Peak		Day Ahead Off Peak

		January		$   31.84		$   26.38

		February		$   29.97		$   25.32

		March		$   30.42		$   23.90

		April		$   29.46		$   24.47

		May		$   35.19		$   27.22

		June		$   39.64		$   26.23

		July		$   60.36		$   32.91

		August		$   35.57		$   24.38

		September		$   34.65		$   24.10

		October		$   35.37		$   26.34

		November		$   38.44		$   27.13

		December		$   33.63		$   26.26





2013

				MISO Calculation								MISO Calculation

				Day Ahead On Peak		Day Ahead Off Peak						Real Time Pricing Peak		Real Time Pricing Off Peak

		January		$   33.73		$   26.00				January		$   33.21		$   25.81

		February		$   32.84		$   27.10				February		$   31.75		$   26.96

		March		$   39.29		$   30.80				March		$   35.99		$   30.44

		April		$   41.03		$   31.88				April		$   43.38		$   33.20

		May		$   44.08		$   30.84				May		$   42.24		$   31.73

		June		$   38.30		$   28.14				June		$   35.84		$   26.49

		July		$   42.60		$   27.61				July		$   42.48		$   28.33

		August		$   37.78		$   26.02				August		$   37.85		$   25.93

		September		$   38.01		$   25.95				September		$   40.49		$   24.88

		October		$   37.39		$   27.11				October		$   37.73		$   26.51

		November		$   34.46		$   27.59				November		$   30.54		$   28.09

		December		$   40.53		$   31.03				December		$   36.62		$   29.82





MISO Real Time

		January		January		January		January

		February		February		February		February

		March		March		March		March

		April		April		April		April

		May		May		May		May

		June		June		June		June

		July		July		July		July

		August		August		August		August

		September		September		September		September

		October		October		October		October

		November		November		November		November

		December		December		December		December



Day Ahead On Peak

Day Ahead Off Peak

Real Time Pricing Peak

Real Time Pricing Off Peak

2013 MISO Data

33.73

26

33.21

25.81

32.84

27.1

31.75

26.96

39.29

30.8

35.99

30.44

41.03

31.88

43.38

33.2

44.08

30.84

42.24

31.73

38.3

28.14

35.84

26.49

42.6

27.61

42.48

28.33

37.78

26.02

37.85

25.93

38.01

25.95

40.49

24.88

37.39

27.11

37.73

26.51

34.46

27.59

30.54

28.09

40.53

31.03

36.62

29.82



MISO 2013 Chart
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2014

				MISO Calculation						MPSC Calculation

				Day Ahead On Peak		Day Ahead Off Peak				Day Ahead On Peak		Day Ahead Off Peak

		January		$   85.07		$   49.15		January		$   85.07		$   49.15

		February		$   98.72		$   68.97		February		$   98.62		$   68.97

		March		$   77.76		$   64.36		March		$   77.76		$   64.36

		April		$   46.83		$   34.72		April		$   46.83		$   34.72

		May		$   48.82		$   33.01		May		$   48.82		$   33.65

		June		$   47.74		$   30.84		June		$   47.74		$   30.84

		July		$   39.18		$   27.77		July		$   39.18		$   27.77

		August		$   38.35		$   28.22		August		$   38.35		$   28.82

		September		$   39.33		$   29.03		September		$   39.33		$   29.44

		October		$   38.24		$   28.66		October		$   38.24		$   28.66

		November		$   41.89		$   32.14		November		$   41.89		$   32.14

		December		$   37.24		$   29.00		December		$   36.52		$   29.92

				MISO Calculation

				Real Time Pricing Peak		Real Time Pricing Off Peak

		January		$   66.27		$   40.37

		February		$   84.81		$   67.14

		March		$   58.60		$   48.43

		April		$   48.80		$   33.74

		May		$   48.63		$   36.55

		June		$   49.00		$   32.73

		July		$   37.96		$   26.38

		August		$   36.10		$   28.18

		September		$   40.30		$   29.20

		October		$   42.71		$   27.41

		November		$   37.00		$   30.90

		December		$   37.47		$   27.41





Sheet1

				MISO Calculation

				Day Ahead On Peak		Day Ahead Off Peak

		Jan-14		$   85.07		$   49.15

		Feb-14		$   98.72		$   68.97

		Mar-14		$   77.76		$   64.36

		Apr-14		$   46.83		$   34.72

		May-14		$   48.82		$   33.01

		Jun-14		$   47.74		$   30.84

		Jul-14		$   39.18		$   27.77

		Aug-14		$   38.35		$   28.22

		Sep-14		$   39.33		$   29.03

		Oct-14		$   38.24		$   28.66

		Nov-14		$   41.89		$   32.14

		Dec-14		$   37.24		$   29.00

		Jan-15		$   36.09		$   27.38

		Feb-15		$   46.92		$   32.33

		Mar-15		$   33.88		$   26.95

		Apr-15		$   30.01		$   23.36

		May-15		$   34.50		$   24.67

		Jun-15		$   32.43		$   22.29

		Jul-15		$   33.25		$   24.41

		Aug-15		$   32.46		$   24.02

		Sep-15		$   35.01		$   23.50

		Oct-15		$   31.48		$   23.58

		Nov-15		$   27.88		$   22.79

		Dec-15		$   25.39		$   19.86
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2014 MISO Real Time 
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2014 MISO Chart
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 Graph

				2009				2010				2011				2012				2013				Q1 2014

				DA On Peak		DA Off Peak		DA On Peak		DA Off Peak		DA On Peak		DA Off Peak		DA On Peak		DA Off Peak		DA On Peak		DA Off Peak		DA On Peak		DA Off Peak

		January		$   46.20		$   34.40		$   48.86		$   33.59		$   45.65		$   34.03		$   31.84		$   26.38		$   33.73		$   26.00		$   85.07		$   49.15

		February		$   42.80		$   30.30		$   44.79		$   31.91		$   43.39		$   32.63		$   29.97		$   25.32		$   32.84		$   27.10		$   98.72		$   68.97

		March		$   37.40		$   27.00		$   37.58		$   27.16		$   39.46		$   31.64		$   30.42		$   23.90		$   39.29		$   30.80		$   77.76		$   64.36

		April		$   34.10		$   23.10		$   38.12		$   26.38		$   40.60		$   29.57		$   29.46		$   24.47		$   41.03		$   31.88		$   46.83		$   34.72

		May		$   23.80		$   21.70		$   44.89		$   32.60		$   44.01		$   28.07		$   35.19		$   27.22		$   44.08		$   30.84		$   48.82		$   33.01

		June		$   36.60		$   20.50		$   52.48		$   33.68		$   46.83		$   25.90		$   39.64		$   26.23		$   38.30		$   28.14

		July		$   31.50		$   18.90		$   57.72		$   34.09		$   62.38		$   37.55		$   60.36		$   32.91		$   42.60		$   27.61

		August		$   35.60		$   21.90		$   53.70		$   31.24		$   47.23		$   30.93		$   35.57		$   24.38		$   37.78		$   26.02

		September		$   33.20		$   18.40		$   40.57		$   23.78		$   37.35		$   26.99		$   34.65		$   24.10		$   38.01		$   25.95

		October		$   41.10		$   28.70		$   36.52		$   27.18		$   36.80		$   28.31		$   35.37		$   26.34		$   37.39		$   27.11

		November		$   36.61		$   22.97		$   39.11		$   28.18		$   35.72		$   27.26		$   38.44		$   27.13		$   34.46		$   27.59

		December		$   43.16		$   27.75		$   45.40		$   32.18		$   36.07		$   28.02		$   33.63		$   26.26		$   40.53		$   31.03

		Year Total		$   442.07		$   295.62		$   539.74		$   361.97		$   515.49		$   360.90		$   434.54		$   314.64		$   460.04		$   340.07		$   357.20		$   250.21

		Year Average		$   36.84		$   24.64		$   44.98		$   30.16		$   42.96		$   30.08		$   36.21		$   26.22		$   38.34		$   28.34		$   71.44		$   50.04

				2009		2010		2011		2012		2013		Q1 2014

		DA On Peak		$   36.84		$   44.98		$   42.96		$   36.21		$   38.34		$   87.18

		DA Off Peak		$   24.64		$   30.16		$   30.08		$   26.22		$   28.34		$   60.83
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2015

				MISO Calculation						MPSC Calculation

				Day Ahead On Peak		Day Ahead Off Peak				Day Ahead On Peak		Day Ahead Off Peak

		January		$   36.09		$   27.38		January		$   36.09		$   27.39

		February		$   46.92		$   32.33		February		$   46.92		$   32.33

		March		$   33.88		$   26.95		March		$   33.08		$   26.95

		April		$   30.01		$   23.36		April		$   30.01		$   23.36

		May		$   34.50		$   24.67		May		$   34.50		$   24.58

		June		$   32.43		$   22.29		June		$   32.43		$   22.29

		July		$   33.25		$   24.41		July		$   33.58		$   24.57

		August		$   32.46		$   24.02		August		$   31.99		$   24.41

		September		$   35.01		$   23.50		September		$   35.01		$   23.50

		October		$   31.48		$   23.58		October		$   31.48		$   23.58

		November		$   27.88		$   22.79		November		$   27.88		$   22.79

		December		$   25.39		$   19.86		December		$   25.39		$   19.86

				MISO Calculation

				Real Time Pricing Peak		Real Time Pricing Off Peak

		January		$   32.68		$   26.17

		February		$   42.02		$   31.77

		March		$   33.45		$   27.02

		April		$   29.20		$   23.12

		May		$   33.85		$   25.04

		June		$   31.59		$   22.33

		July		$   33.37		$   23.34

		August		$   32.95		$   22.94

		September		$   35.12		$   23.70

		October		$   29.96		$   23.16

		November		$   27.08		$   21.69

		December		$   26.26		$   19.66
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2016

				MISO Calculation						MPSC Calculation
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