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Jeg,, e Is based upon the U.S. regulatory experience

arrci IS a guasi-judicial agency charged with the

[Ion ofi the electricity, gas, telecommunications, cable
£Lf) cJ ater companies in our state. It has been in practice
._'ur O\ er one hundred years.

?-ﬁe Board regulates twenty-two electric distribution utilities

'1’"-.. in the state. The Board oversees both the rates and the

- quality of service of these utilities.
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® This lecture will NOT dwell on the role of the government
other than as a regulatory body — we have had investor-
owned utilities for decades and central government
ownership of utilities in the U.S. is limited

Jr-lf [CUlar e exXperence o Vermont Public



Bolitext of Regulatory.Actions:

ENiliE0ld paradigmasverticallysintegrated utilities
= Olvned generation
= brovided power to customers

=RREgulators set rates based on cost of service including
o6} wer production costs

== -79' hew paradigm: independent power
= _p_roducers
=~ — Generation unbundled from transmission/distribution

— IPPs Insulate ratepayers from investment choices of
generation owners

— Vehicle for cost recovery is most often a PPA



'_'..—.-— ...---

hen a utility’s actions are challenged, the regulator must
g hear evidence and make legal findings before determining
*'that the costs of a utility investment should no longer be
Included In rates

* A final regulatory judgment requires balancing the interests
of both consumers and the regulated company



lis|aneyiesponsibleJorieviewingicosts of the regulated. .

— USually’ the distroution companles servmg captlve

G ~areas of the world, purchase power costs are the
er argest cost for distribution utilities.
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__:_J_f_r'\Tess a country or state has adopted retail choice,
- consumers have no other option than to purchase power from

—
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a regulated distribution utility

® Regulators have an important role in deciding issues related to
the pass-through of purchase power costs to captive end-use
customers.
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rggq atory review in a number of
Qm. | exts

= EX Ante (prior) or Ex Post (after-the-fact)
e rewews
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= '-—=.~2 Admlnlstratlvely set benchmarks
3. Market-based benchmarks
4. Mandated competitive procurement
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RegU dtory Treatment ofi PRPAs
~inithe U.Sc
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Sbiilities are supposed to choose the least-cost
PEILolIo of resources; many states require utilities
IOFsUbmIt comprehensive plans for their portfolios

——— — e——
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s -Often states require up-front regulatory approval of

— -

= PPAs

®* \When reviewing a PPA regulators look at the terms
of the PPA itself and the overall portfolio of the
utility
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_ ~ Review
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o Posggle)le! ff‘(b Atory actions' taken on PPAS

SCle=approval

BBridence determination
Uf'é and-Useful Analysis
allowance

1 HH :

me frame
— Pre—approval IS an Ex-Ante review

— Prudence and Used-and-Useful determinations, and any
consequent disallowance that may result, are Ex-Post
reviews
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Pre-Ap pf,a\w
SNENGT a pruggqcmr-

—_—

PP OESHIOL shield the Uity fromrstidsequent pruder o

ysed=and-useful reviews

SAGRIeval can only be based upon what is known at the time
ire Contra t IS signed

-_

_.—-

=1t cannot presume any facts or actions (including
gement actions) that might occur in the future
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= } Ob jlgatlons of management continue after pre-approval



_ Pre- pprov‘al (cont
S|dered ﬁ%@approval.
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Jainst demand that could more cost-effectively be met with energy
rvrl rJr 1 and! energy efficiency

"._'

St Any fo ms oft consideration provided in the contract are examined
-~ (comr tments to buy future output, for example). Other contract terms
—are taken into account
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4_.The_' standard of review is set out in statute. A number of economic,
~ environmental and other criteria must be met before approval is granted.

5. Standard for approval = whether the proposed purchase “will promote
the general good of the state.”
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SyAplitident utility entering into a PPA must
CONSIC J I:

— The 2 range of risks presented by the PPA

e full range of costs and benefits of the
= PA
""": == The length and terms of the PPA including
e p055|b|I|t|es for renegotiation

— All alternative sources to meet demand,
Including demand-side management
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SR AN JJF/frl;Fl opllgationN to contiue

gieERreview its participation in a PPA

Sliimust consider the range of all possible alternatives to the
J_)ng = =
-J: m ust reasonably manage its participation in the project

It must prudently exercise any rights that the contract may
3= prowde

~® It must pursue options to improve the cost-effectiveness of the
-~  contract and its overall portfolio

®* Holds management accountable for its actions
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. Prudence (cow
A lJrJJJr/ holds a rebut’%mﬂew

mption that 1ts expenditure
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IESUCCESST uIIy challenged, then those costs are not allowed
hliates
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=SSP dence review occurs once sufficient evidence is
{910} ztrced to challenge the actions of utility management and
?‘-:7_;50 #thIS presumption

n—"' p— " e
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~ = A prudence review

— Is based on what the utility knew (or should have known at
the time)

— Is not based on hindsight

— Is simply an inquiry into the reasonableness of utility
management’s past decision-making
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fiesUsed-and-Useful Stamndarid-
SieUsed-and-UsefuliStandard. is a two-pronged. .

{est prongs must be met

Inforder to be allowed recovery in rates, an asset or
purchase must be “used”

B It must actually be providing service to ratepayers

It must be necessary for the provision of service
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e
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= 2-.' In order to be allowed recovery in rates, an asset or
purchase must be “useful”

® |t must be economically sound

e |t must be cost-effective over the life of the contract after
evaluation against market-based alternatives



Used-and-Useful (cont.) «

SNENmPNES application of the Used-and-Useful test:

ARNVEStment or purchase decision Is not used-and-useful whenit is
HeEXpPected to yield net present benefits, after consideration of

IBREPIICE benefits, over its lifetime.”

JApower purchase contract that substantially exceeds projected
[oewer costs over its lifetime, under a range of expected power

-

&= Cost estimates, is not used and useful”

2 A
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> *"The test remains a safeguard so that ratepayers do not
- have to pay for expenditures for which they receive no

- discernable benefit

— The portion of the investment which is determined to be above
market is that portion that is uneconomic

® The Board rejected a year-by-year market test for a PPA
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SNisyathisistandandvsiansmperiant regulateny teol:
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— Fel]UfE to apply the used-and-useful standard to
PUchase power contracts (as it Is applied to other utility
]nvg ents) would create perverse incentives

. =

e --E- 1|t|es would fill portfolios with PPAs simply because
— f-ﬂus practice would make them less risky, even if
- alternative resources were available to fill the demand at
- lower total cost

’._——-

— Ratepayers should not have to bear the entire risk of
failed investments
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‘reatment of Disall nce

alprudence or used- eful determination has been made, the
ule_ O then has to turn%%ﬁatter ofi disallewance

JJrlFOr MUSNEIZRCE arsrand these ofi

t

HENRERESTIS GIRthe ratepay

|t must strike a balance between

— Fnleeft _-and purden ofi responsibility of utility management to operate in a
oftje ﬂt~ manner

— =he rlght of a utility to earn rates and a return on investment that are

e s ufficient to sustain the utility in business (not confiscatory)

'.'—'L The rights of rate payers to service at prices that are just and reasonable

. Often a disallowance Is apportioned to both ratepayers and
shareholders in equal weight

* However, the contract itself Is inviolate - it Is not
directly affected by a disallowance
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Venmont’s Experlence WWS_Q,_

Povvé!EGentracts

SV ETGNTS TWC c Utilities
10%) c" thelr portfolio In PPAS

U\VGMGVG.IIUV 'AG

r'r = mont Regulatory Commission approved
[E PA contracts for these regulated distribution
— _.theS

-
—

"j"'"_o e
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.,Applied “prudence” and “used-and-useful”
determinations to some of those contracts

-_—
o

¢ Balanced the interests of utilities, investors,
ratepayers, and the public in all cases
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724 Y SO AP plIea a pPridence  review
deck-1n” of the HQ contract

zass\/ermont applied a used-and-useful
S determination for the remainder of the above-
= market portion of the HQ contract

=
- =
R
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#3  Vermont approved a recent PPA with
market-based benchmarks



E) Aple 71 — Prudence Re
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SNITI98Y, a group of veﬂﬁm-utmnes entered into a thirty-
PRA for [ rch se of power from Hydro-Quebec (a

Y f
Czirlzicllzlp) GO CLeLilv Artersolicrtimaoronas
" |

Lf)el

SIENRRANWAS approved in 1990
ra '/e r pay’” for up to 340 MW

s

rr;g;-' A was a large, long-term, “all or nothing” contract
-—?-.f_:-;'::" hrsignificant fixed cost components

- ;._..-'

= = |n 1991, a number of utllltles gave up their right to back
- out of the contract; some “locked-Iin” - some did not

® Upon review, the Board found that some utilities were not
prudent in making the early “lock-in” decision

® A portion of the contract was disallowed Iin rates
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Example #2 — Used—aTld-Lis-ef,ulﬁga%

Sieruised and usefulne the HQ contract became an
[SSHENIREE NUNIDEN Of) [Ale) CASE PIOCEEaINgS

5 frame was 1998, approximately mid-way through

2 e tim
HIENS(C /m contract

)

irja 50

\IEeﬁ-i earlng evidence and applying the “used and useful”
g Standard, the Board found that the above-market portion of
==~—the %ntract was not “used and useful”

T
= _’_-n.

E— - .
—— S

= The Board made a disallowance in one rate case (1998)

® |t did not make any disallowance in a second rate case ; It
determined that the interests of ratepayers and the
Interests of the utilities were better served with no
disallowance (2001)
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10 MWW, of the output of EN plant is for 10

o

SRINEVWIREA 0
YRS (ZOOr 20

- Phase-i #a the market risk to the generator
— Trar ‘period for both investors and ratepayers
-

— G _-;-tor IS Insulated from the market for 3 years
S =iPhase 1 (2002-2005) provides fixed annual prices

-‘-3_:.: __ijfice off power Is capped, thus limiting exposure of ratepayers

-;-;'_A'fter 3 years (2005) a Low Market Adjuster is applied

= ~_* The Low Market Adjuster is triggered if the market price of power is 5%

= below the PPA prices

® Beginning in 2005, ratepayers pay the lower of market price (plus
15%) or the fixed price under contract

® Terms to negotiate the purchase of additional power are
Included should the plant be allowed to increase its output
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SRINEWTApproach to PPAS In Vermor
PrayY; r"r“:I
= DENETILS

S Ratepayers are protected from market risk as
- a result of cap

*..—-

= __ _.—ﬁatepayers can benefit if the market price of
- power falls
— The distribution utilities (Green Mountain and

Central Vermont) are shielded against high
market prices
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Vermont utilities a -',-ﬁg,o- ter than o
HUIIIES ]_r the U.S.

Er

itral \Vermont Public Serwce has the highest overall
rns to investors of all U.S. 10Us over the last 5 years

—"Green Mountain Power has the third highest overall
j' - returns in the past 5 years

'||

. Application of the prudence and “used and useful”
standards have not harmed the utilities’ financial
strength
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EEI Index Rankings for 1/1/99 through 12/31/03, 5-year Total Return
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SVERmoent: experlence\—/\MPAs
— A lenginy PPA (S0 Vi) i) n/ed Orlces [eicls oo ityrandiincreases risk.

SN GRENECan' Predict future events: that fiar i’ advance

SRELIdingfin adjustments for future events — through benchmarking —
PIOLECLS DO ratepayers and Investors

CONSIOEY Jm_lt_lng the term, building in renegotiation options, or including
PUYEUIL PIOVISIONS
= ;er' eflly review and: limit step-up provisions

-

= &L -fthe PPA with ongoing market activities as much as
= essrﬁle

= ~— Consider all values of IPP output — energy, capacity, and
~~ ancillary services

— Consider any required scheduling or transportation rights

e Balance risks between shareholders and ratepayers
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REgllatory oversight o LBPE__S IS common in U.S.

teols incitde (1) pre-approval,
nd-useful standards

prudence, and

ANStiong _eegulatory regime protects both rate payers and
Sh?lr@.'m-
— ;ny dvantage of these reqgulatory tools is that utilities will

—
' J_J
"

— sfructure PPA contracts with great care since potentially

-","':* they could bear some of the risk

-—

~ Transparency, credibility, & predictability of the regulatory
process Is critical

® Equitably balancing risk, and the interests of rate payers and
Investors, is the key to success



o Jff uc nt Vermont decisions on PPAs:
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1D£waww state.vt.us/psb/orders/2001/files/6107final.pdf

-
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= ?1 tp://www.state.vt.us/psb/orders/2001/files/6460final june.pdf

- http://www.state.vt.us/psb/orders/2002/jun.htm
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