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LEecisLATIVE CONCEPT
September 23, 2008

Concept Subject/Title: Pilot Program for Production-Based Incentives for Solar Photovoltaic Projects
Contact Person Suzanne Leta Liou, Renewable Northwest Project Phone No. 503-223-4544
¢ Brier DescriptiON OF THIS CONCEPT:

The legislation would direct the Oregon PUC (“OPUC”) to conduct a proceeding to establish a pilot
demonstration program to be offered by Oregon Investor Owned Ultilities (IOUs) in order to evaluate the
efficacy and effectiveness of a production-based incentive (tariff) for solar photovoltaic projects, as well as
diversify Oregon utilities’ renewables generation portfolios with regard to renewable fuel type, technology
and project size.

The legislation could also direct public, municipal and co-op utilities to establish a similar demonstration
program. We have not yet had the opportunity to discuss the concept of a pilot demonstration project with
representatives from public, municipal or co-op utilities.

¢ Purroske oF tHiS CONCEPT (DESCRIBE PROBLEM YOU ARE TRYING TO SOLVE AND SUGGESTED SOLUTION)Z

The cost of solar photovoltaic technology measured on a dollar per kilowatt-hour basis is prohibitive
compared to other renewable technologies and as a result cannot satisfy the existing OPUC least-cost, least
risk cost recovery criteria without significant subsidies. Existing incentives and subsidies, including the
Business Energy Tax Credit (“BETC”) and Residential Energy Tax Credit (“RETC”), as well as Energy
Trust of Oregon funding and programs have been successful tools for expanding solar photovoltaic
generation in the state, but each continues to have limitations.

Production-based incentives (or subsidies that are paid only after energy is delivered to the grid) for solar
photovoltaic projects can be a critical tool for expanding and diversifying markets for renewable energy
generation. Renewable Northwest Project, the solar industry, Oregon Department of Energy, the Energy
Trust of Oregon, the Oregon Public Utilities Commission, the Citizens’ Utility Board of Oregon, Pacific
Power and Portland General Electric are currently discussing additional details of a possible pilot
demonstration. Some of these details are to be included within the legislation, while other details will be
part of a subsequent OPUC proceeding process. Details currently being discussed include:

- Reconciliation with existing OPUC least-cost, least-risk cost recovery criteria

- Overall nameplate capacity enrollment limit for the pilot demonstration program

- Customer type (tariff) eligibility criteria

- Maximum individual project size and project location eligibility criteria

- Production-based incentive rate cap and duration of payments

- Incentive rate valuation/methodology, including but not limited to avoided energy costs, renewable
energy certificates, and utility transmission and distribution system benefits

- Availability of existing funding sources for production-based incentives

- Utility ownership of renewable energy certificates

- Reporting and/or final report requirements to the OPUC and legislature

¢ Poricy IMPLICATIONS:

The pilot program will allow Oregon to evaluate the efficacy and effectiveness of a production-based
incentive (tariff) for solar photovoltaic projects, as well as diversify Oregon utilities’ renewables generation
portfolios with regard to both renewable fuel type, technology and project size.

¢ PARTNERS OR OTHER AGENCIES AFFECTED:
Agency: Person you talked to about concept: Phone:

2009-11 107BF19






Oregon Department of Energy Christopher Dymond 503-378-8325
Oregon Public Utilities Commission Lisa Schwartz 503-378-8718

¢ KxNown SupporT

RENEWABLE NORTHWEST PrOJECT, OREGON DEPARTMENT OF ENERGY

¢  Kxown OPPOSITION:

¢ This ConcepT: (Do not skip answers. Enter none or N/A as needed.)
Revises or repeals ORS [insert reference to the OPUC least-cost, least-risk cost recovery statutes]
Adds new sections to ORS Chapter TBD
Check one: L1Major program change X Minor program change [ Technical correction/housekeeping only
Was previously proposed in: Year N/A as Bill No. N/A
Why are you proposing it again (what changed)? N/A
Is a PLACEHOLDER? No [ Yes X Expected date of completion: 12/31/2008
Reason not completed: Discussion is ongoing between interested stakeholder groups and agencies
Is due to legal decision: N/A Case cite: N/A or AGO No./date N/A (attach copy)
Raises fees or assessments? No L1 Yes [ (attach Fiscal Impact Estimate and form 107BF22)

This concept may rely in part on support from the Business Energy Tax Credit/state revenue

Imposes or adds to unfunded mandate on local governments? No X Yes U (attach Fiscal Impact Estimate)
Has other fiscal, revenue, or position impacts? No [ Yes L (attach Fiscal Impact Estimate)

This concept may rely in part on support from the Business Energy Tax Credit/state revenue

Have you discussed this Concept with your Attorney General liaison? No [ Yes X

The OPUC has discussed this concept with the AG liaison.

APPROVED FOR DRAFTING

Department of Administrative Services Date Governor’s Office Date

2009-11 107BF19





InsTRUCTIONS FOR COMPLETING LEGISLATIVE CONCEPTS

Use one form for each concept. You may photocopy this form or use the interactive form available online at
http://www.das.state.or.us/DAS/BAM/forms.shtml. Leave no section or question blank; enter "none" or "not applicable".

ArtracH DETAILED EXPLANATION AND DRAFT LANGUAGE (IF APPLICABLE)

Send an original and six copies of this form, draft language, any fiscal impact estimate, and any supporting material, to
the Department of Administrative Services, Director's Office, 155 Cottage Street NE U20, Salem, OR 97301-3966, no
later than April 4, 2008. Do not delay. It is to your benefit to submit concepts early.

Concept NumBer: This number is just for tracking; not priority. Combine your agency number and your own sequential
concept numbers. For example, DAS would use 107-1, 107-2, 107-3 . . . Do not skip numbers in the series. Reviewers
always wonder where it went.

AGENCY NAME & Date: Name of the agency is needed, but include any division or program name. Date the concept is
delivered to DAS.

Susiect/Tirie: A brief descriptive working title for each concept.

Contact Person: The person in your agency who knows the concept well -- the person to call in case of questions. Your
legislative coordinator is a back-up contact.

Descrirtion: Briefly describe the concept. Attach additional detailed explanation of the problem and your proposed
solution. Proposed statutory language does not substitute for a clear explanation of the problem and solution.

Purrose: Describe the need solved by the concept. Describe any clear ties to Oregon Benchmarks. Explain clearly,
concisely, and completely. Ifitis a placeholder, explain why you have to have it.

Poricy Imprications: Cover the issues that will arise in the Capitol. How will the concept affect other programs? Will it
change or replace a program? How and why? What happens if the concept is enacted? What if it is not?

PartnERs Or OTHER AGENciEs AFrecTED: List all the state and local agencies and other key players affected by the concept.
Show the names (and numbers) of the people you contacted about the concept (necessary information). Briefly describe
their position on it. This is critical information; please do your homework.

K~own supporT: List stakeholders, interest groups, federal, local, or state agencies who may support the concept and
why.

Known Orposirion: List stakeholders, interest groups, federal, local, or state agencies who may oppose this concept and
why.

Last Section, “Tris Concept:”  Check or enter all that apply. A concept cannot be accepted if this section is not

completed.

Housekeeping: This means purely technical adjustments and corrections with no policy issues and options.

Fees: If the concept would increase a fee or assessment, attach a Fiscal Impact Estimate and form 107BF22 providing
details on the fee increase.

UnrunpeDp ManpaTEs: Legislation (and rules) must comply with Article XI, Section 15 of the Oregon Constitution. It
requires the state pay costs of new or added tasks that the state requires of local governments (or must make the tasks
optional or provide for a local fee). If this concept triggers that law, attach a Fiscal Impact Estimate form and explain
how you propose to meet this law.

2009-11 107BF19
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A
EnergyTrust

of Oregon, Inc.

Renewable Energy Advisory Council
Wednesday, October 22, 2008 9:30 am. 12:00 p.m.
http://energytrust.org/meetings/index.html

Energy Trust Conference Rooms
851 SW Sixth Ave., Suite 1200
Portland, Oregon 97204

AGENDA

9:30

9:45

10:15

10:30

11:45

12:00

Welcome and Introductions
Action

=  Review agenda
= Approve September meeting notes

Renewable Energy Working Group Information
Cylvia Hayes will summarize legislative proposals from the group convened by
the Governor, which she co-chairs.

Break

Draft Budgets 2009-2010 Review
Staff will outline the proposed budgets for the renewable energy programs for

the next two-years, solicit initial reactions. Draft materials will not be available

prior to the meeting.

Other Public Comments

Meeting Adjourned

The next scheduled meeting will be on December 3, 2008 -- the first Wednesday of that month.
You can view this agenda and other RAC materials at www.energytrust.org/meetings/index.html.




http://www.energytrust.org/meetings/index.html

http://energytrust.org/meetings/index.html




Oregon Renewable Energy Working Group

September 8, 2008

The Honorable Ted Kulongoski
Governor of the State of Oregon
160 State Capitol

900 Court Street

Salem, Oregon 97301

Dear Governor Kulongoski:

Over the past three years, the Renewable Energy Working Group (REWG) has been meeting to
help develop strategies for implementing Oregon’s Renewable Energy Action Plan (REAP).
Some of their past work included developing proposals for consideration in the 2007 legislative
session. As you know, many of these concepts, such as Oregon’s Renewable Portfolio Standard,
have now become laws to help encourage the development of renewable energy resources in
Oregon. The REWG now has new proposals for renewable energy legislation in 2009 which
they would like you to review and consider supporting.

Since spring 2008, the REWG has been meeting to learn about further challenges and
opportunities for renewable energy in Oregon. The group worked in subcommittees to discuss
and develop potential legislative concepts for 2009. Experts from the various topic areas were
brought in to the committee process so the groups could make informed decisions on which
concepts were the best ones to move forward to the REWG. Finally the REWG decided to
survey their membership (which includes nearly 50 members and alternates) so that they could
present their concepts for consideration with an indication of the level of support from the group.
Survey responses were received from 21 members.

Each of the REWG’s proposed legislative concepts is summarized in the attached report. They
are listed in order of highest to lowest backing among the members. Please note that some of the
concepts are listed with a relatively “low” level of support due to the need for further refinements
of the conceptual details rather than due to opposition of the concept. The committees will
complete additional fine-tuning work on any of the concepts that you would like to see move
forward. Additionally, the committees have developed more detailed language for each
legislative concept that can be supplied upon request.

Thank you for your time and attention to this matter.

Sincerely,
Mike W. McArthur, Co-Chair Cylvia Hayes, Co-Chair
Executive Director Executive Director

Association of Oregon Counties 3E Strategies





Renewable Energy Working Group (REWG)
Proposed Concepts for the 2009 Oregon Legislative Session
- Submitted for Governor’s consideration on September 8, 2008 -

1. Oregon Green Jobs Initiative

This initiative will establish a comprehensive program to create family wage jobs in the clean
energy industry and in the process establish strategies that can be used to promote job growth in
other clean technology sectors. Steps in implementing this initiative should include identifying
the top clean energy positions on which to focus, establishing a baseline assessment of those key
positions and opportunities in Oregon, developing programs to increase the number of trained
workers in those key positions (i.e. building on existing apprenticeship programs, creating
programs to train low-income and challenged populations for clean tech jobs), identifying career
ladders for key sectors, and establishing a green jobs certificate of readiness. Collaboration
among all stakeholders from both the public and private sector should be emphasized throughout
the drafting and implementation of the Oregon Green Jobs Initiative.

The agencies affected by this concept are Oregon Department of Energy, Oregon Economic and
Community Development Department, Oregon University System, and Oregon Community
Colleges. While there will not be any large fiscal impacts at this point, agencies will need to
devote staff time and resources to this effort and should create an appropriate budget line item
for such purposes. This concept might also be addressed as an Executive Order rather than
legislation.

A large majority (85%) of the survey respondents strongly support or support this concept
15% of the members are on non-committal (may or may not support) regarding this concept and
no members object to this concept.

2. Renewable Energy Research & Development, Commercialization, and Manufacturing
Tax Credit Program

This concept is focused on supporting the development and improvement of renewable energy
technologies in Oregon; above and beyond what is currently available via the Business Energy
Tax Credit. The concept would establish a corporate income and excise tax credit for certain
facility costs of business firms within the renewable energy sector that construct facilities and
engage in business operations in which average annual gross payroll and increase in number of
employees meet specified requirements. This would require interested firms to obtain
certification from Oregon Department of Energy. The credit allowed is based on the annual
gross payroll at the facility and shall equal 3% of the increase in annual gross payroll at the
facility or 6% in distressed areas. The concept would establish business firm and biennial caps on
amount of credit. The concept authorizes Oregon Department of Energy to certify business
firms on or after October 1, 2009, and on or before December 31, 2014.

Affected agencies include Oregon Department of Energy, Oregon Economic and Community
Development Department, and Oregon Department of Revenue. There would be some fiscal
impact; the proposal is similar to HB 2779 from the 2007 session but restricted to renewable

energy sector. The Legislature could set caps on amount of possible credits issued.





The majority of the survey respondents (76%) strongly supports or supports this concept. 24%
are non-committal due to concerns about potential fiscal impact and no members object to the
concept.

3. Business Energy Tax Credit (BETC) Transferability

This concept would be to revise ORS 469.206 to:

(1) clarify that a facility tax credit may be transferred to a partnership, corporation, limited
liability company, trust or other entity, and

(2) permit the transferee of a facility tax credit to further transfer the credit to another person or
entity, including a shareholder, member or partner of the transferee, and

(3) direct the Oregon Department of Energy to establish by rule procedures for the further
transfer of facility tax credits.

The Department of Energy's BETC regulations implement ORS 469.206 by creating a "Pass-
through Partner" program. The regulations define a "Pass-through Partner" as a "person or
business." See OAR 330-090-0110(49). It is unclear whether an entity — such as a corporation,
partnership, limited liability company or trust — that is not engaged in business may become a
Pass-through Partner. This concept would amend ORS 469.206 to provide that a facility tax
credit may be transferred to "a person" and to provide a definition of "person" that includes
corporations, partnerships, limited liability companies, trusts and other entities.

ORS 469.206 permits the transfer of a facility tax credit, but it is unclear whether the credit may
be further transferred by the transferee. This concept would revise ORS 469.206 to clarify that a
facility tax credit may be further transferred, whether by sale or by allocation/distribution to the
owners of an entity that holds the credit, subject to rules established by the Oregon Department
of Energy. It is unclear from ORS 469.206 and the BETC regulations whether a facility tax
credit held by an individual terminates upon death. This concept would amend ORS 469.206 to
confirm that a facility tax credit is transferable to heirs and designated beneficiaries. This
concept would affect Oregon Department of Energy and Oregon Department of Revenue and the
fiscal impact is unknown.

The majority of the survey respondents (76%) strongly supports or supports this concept. 19%
are non-committal and 5% of members do not support the concept.

4. Renewable Energy Research & Development, Commercialization, and Manufacturing
Grant Program

The concept would establish a grant program to incent new investment and job creation for
renewable energy firms conducting research, development, commercialization and
manufacturing of products used in the generation of renewable energy. The proposal is to
designate a fund of $10,000,000 for distribution over the next 4 years. This requires interested
firms to obtain certification from Oregon Department of Energy. The funds would be used to
assist firms in the renewable energy sector providing traded sector jobs. Funds could be used for
facilities, equipment, training and other startup related costs associated with expanding or new
businesses. A set aside for rural areas Authorizes Oregon Department of Energy to certify
business firms on or after October 1, 2009, and on or before December 31, 2014.





Affected agencies include Oregon Department of Energy, Oregon Economic and Community
Development Department, and Oregon Department of Revenue. The estimated fiscal impact
would be $10,000,000.

The majority of the survey respondents (71%) strongly supports or supports this concept. 24%
are non-committal, primarily because it would need an adequate funding source, and 5% of
members do not support the concept.

5. Third-Party Ownership of Net Metering Facilities

This concept involves amending provisions of ORS 757 and ORS 758 to ensure that all third-
parties that own net metering facilities are excluded from the definition of “public utility” in
ORS 757.005 and that third-party financing arrangements for net metering facilities are excluded
under ORS 758.450(4) from the regulation of allocated utility service territory.

ORS 757.300 allows a “net metering facility” to connect to an electric utility, and offset part or
all of the customer-generator’s requirements for electricity. By definition (ORS 757.300(d)), a
“net metering facility” generates electricity using renewable energy sources. A common means
of financing the installation of net metering facilities is for an investor to pay the up-front cost of
installing the generating facility. The investor retains ownership of the facility, and benefits
from multiple subsidies available under state and federal law. The investor sells electricity
generated from the facility to its customer, who is the owner or occupant of the premises on
which the facilities are located. The customer enters into a net-metering agreement with an
electric utility, using the electricity from the generating facility to offset all or part of the load it
would otherwise purchase from the electric utility. The arrangement makes the development of
the net metering facility affordable for both the investor and the customer.

In Order No. 08-388 (DR 40), the Oregon Public Utility Commission (OPUC) addressed whether
a third-party entering into such an arrangement with a customer of an electric utility is an
“electricity service supplier” under ORS 757.600(16) or a “public utility” as defined in ORS
757.005(1). Although the OPUC held that the third party is neither an “electricity service
supplier” nor a “public utility,” the OPUC’s ruling involved only solar-powered net metering
facilities and, with respect to the definition of a “public utility”, relied on an exclusion in ORS
757.005(1)(b) that applies to generation of electricity only from “solar or wind resources.” That
raises a question regarding whether third-party ownership of net metering facilities that generate
electricity from other renewable energy sources recognized under ORS 757.300(d) would fall
within the definition a “public utility.” Also unresolved is whether such arrangements would
violate restrictions regarding exclusive allocation of utility service territory, because ORS
758.450(4)(c) includes an exception that also is limited to “solar or wind resources.”

The suggested solution is to amend ORS 757.005 and ORS 758.450(4) to ensure that the owner
of a “net metering facility” as defined in ORS 757.300(d) is not a “public utility” as defined in
ORS 757.005 and is not subject to territory allocation restrictions in ORS 758.400 to 758.475 by
virtue of selling electricity to the “customer-generator” as defined in ORS 757.300(a).





This legislative concept will provide greater certainty with respect to the regulatory treatment of
net metering facilities that are owned by third parties, and will promote generation of electricity
from the renewable energy sources included within the definition of “net metering facility.”
This legislative concept primarily involves issues under the jurisdiction of the Oregon Public
Utility Commission. This legislative concept is not expected to have a revenue impact or an
impact on the budget of the PUC or any other state agency.

The majority of the survey respondents (62%) strongly supports or supports this concept. 38%
of the members are non-committal, based on what the final concept language would include, and
no members oppose this concept.

6. Business Energy Tax Credit (BETC) Energy Fund

The Oregon Department of Energy would establish a fund that would serve as a “pass-through-
partner pool” for BETC projects. The pool would be used to pay project owners their pass-
through tax credit amounts. Individual or corporate taxpayers would fund the pool by making
voluntary contributions to the fund. In return, the taxpayer would receive a state tax credit equal
to their contribution. This tax credit could be carried forward for up to three years. Similar to
the current pass-through program, participation would be cash neutral to the taxpayer, but they
would be able to support the cause of renewable energy.

The state will not guarantee that sufficient pool funds will be available to BETC projects, but as
projects are approved, the project owners could place a “claim” on the pool, or go on a waiting
list if the pool is short. This will provide the critical certainty needed by BETC program
participants in working with their lenders and investors — and that is lacking now. If necessary,
the pool program could be capped by limiting the tax credit available to a single taxpayer (e.g.,
$100,000) or by limiting the contributions made to the pool in any one year (contributions will
be accepted on a first-come basis).

This concept is modeled after the state Individual Development Accounts program established in
1999 by the legislature. The program is operated by Housing and Community Services and
allows contributions to be exchanged for state tax credits.

The agencies affected by this concept include Oregon Department of Energy to manage the fund
and Oregon Department of Revenue to manage the tax credits. There would be no overall state
revenue impact. The cost of administration of the fund would be included in the calculation of
the pass-through amount. In fact, the discount rate could likely be lowered, making more money
available to the project owner and possibly reducing program costs. For the amount funneled
through the pool, the 5-year BETC revenue impact would now occur in first year — over time this
will level out and be lower than the 5-year approach.

The majority of the survey respondents (61%) strongly supports or supports this concept. 34%
are non-committal and 5% of members do not support the concept.

7. Insurance for Renewable Energy Projects
This concept could take the form of a government-supported program to assist renewable energy
projects that have difficulty obtaining affordable insurance. Problems are often encountered by





third-part ownership projects where insurance can be prohibitive because of a relatively small
project size, a relatively new technology, or unrealistic bonding requirements. The Department
of Consumer and Business Services Oregon Insurance Division has a Market Assistance Plan
program that is funded to study and analyze these types of issues and make recommendations.
They are prepared to engage on this issue. A placeholder could be submitted to the Legislature to
address this issue in the event the outcome of the Oregon Insurance Division analysis requires
action. The REWG would provide support and guidance to the Insurance Division in identifying
the problem and possible solutions. Additional research and refinement is needed to produce a
final legislative concept.

Affected agencies include Department of Consumer and Business Services - Insurance Division,
Oregon Department of Energy, Oregon Economic and Community Development Department,
and Oregon Department of Revenue. There would be a fiscal impact; however, the level is
unknown at this time.

The majority of the survey respondents (52%) strongly supports or supports this concept. 38%
are non-committal and 10% of members do not support the concept.

8. Production-Based Incentive Pilot

This concept would authorize the OPUC to establish a pilot production based incentive program.
A portion of the cost of the production payment would be paid by rate payers, and the remainder
be paid by the state to the participating utility via a BETC pass-through payment. This pilot
would begin in 2010 and be limited to 20-megawatts per year. Customers that participate would
be excluded from claiming the BETC for themselves. This would modify ODOE administrative
rules to allow utilities to receive a tax credit equal to half of the production incentive value.
Public utilities could “opt-in” if they provide a production based incentive to their customers.

The graph shows the cost of a 5-year 100MW pilot program compared with the current BETC
approach. The area under the two curves (total cost) are roughly equal based on a 2.5% annual
rate increase.
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Assumed financial impact from this concept: Largest homeowner bill increase: $.29 per month.
Total invested in solar: $550 million. Federal dollars leveraged: $220 million. State revenue
savings: $57 million during first 5 years (assuming a 50% BETC, 50% rate payer split). This
concept would affect Oregon Department of Energy and Oregon Department of Revenue.

43% of the survey respondents strongly support or support this concept. Another 43% are non-
committal and 14% of members do not support the concept.

9. Business Energy Tax Credit (BETC) Changes for Fuel Cells

This concept would amend BETC standards to provide for a 50% tax credit for all fuel cell
systems. Fuel cells that run on renewable fuels currently qualify for a 50% BETC, however
those that run on non-renewable fuels qualify for the 35% BETC. The recommendation is that
fuel cells should be eligible for a larger BETC because they are such an efficient technology and
their use should be encouraged. While this is not specifically a renewable energy issue, the
REWG felt like it was a viable concept.

The primary agencies impacted include Oregon Department of Energy and Oregon Department
of Revenue. The fiscal impact is estimated to be approximately $300,000 or slightly more
annually.

43% of the survey respondents strongly support or support this concept. Another 43% are non-
committal and 14% of members do not support the concept.





