NWE Business Practice

Cost Allocation and Refund Methodology

Purpose

This Business Practice describes NorthWestern Energy’s (“NWE”) procedure to allocate and refund the cost for required network system upgrades that are caused by multiple customer requests.  The cost to upgrade the system must be borne by customers whose requests cause the upgrade.  

Scope

NWE’s Cost Allocation and Refund Methodology describes how the allocation of the investment in transmission system network upgrades or improvements is determined and how the customer receives credit for their upfront payment.  Customer requests that trigger network system upgrades or improvements may include requests for new generation interconnection, existing generation capacity upgrades, transmission service or new transmission line interconnection. 

Methodology

NWE’s cost allocation and refund methodology will apply to network system upgrades that are needed by multiple customer requests.  NWE’s methodology follows FERC’s requirements defined in the LGIA, Sections 5.17 and 11.4.  The principle for allocation of cost is cost-causation based.  The costs that are allocated to customers are the costs for the system mitigation (i.e., upgrades, enhancements, etc), including tax gross-up or other tax-related payments, which eliminate the unacceptable degradation in system reliability.  The customer requests causing the unacceptable degradation in reliability are the customers that benefit through the elimination of the degradation and the allocation is based on the relative contribution to the degradation being eliminated.  Accordingly, each cost allocation calculation is based on the particular assumptions used to determine whether or not an unacceptable degradation exists for a particular criterion.

A customer shall be entitled to a cash repayment, equal to the total amount paid to NWE for the network system upgrades, including tax gross-up or other tax-related payments, if any.  These repayment amounts will be based on actual transmission system usage and will be provided to the customer after interconnection on a dollar-for-dollar basis for the non-usage sensitive portion of the transmission charge as transmission service is scheduled and e-tagged by the transmission customer or from the interconnected parties system to the NorthWestern transmission system.  All transmission reservations must be completed in accordance with NWE’s Open Access Transmission Tariff.  The time period to repay the total amount paid to NWE for the network system upgrades shall not exceed 20 years.  The customer and NWE will negotiate an alternative payment schedule (discussed below) if the time period to repay the total amount paid to NWE will exceed 20 years.  Any repayment shall include interest calculated in accordance with the methodology set forth in FERC’s regulations at 18 C.F.R. (35.19a(a)(2)(iii) from the date of any payment for network upgrades through the date on which the customer receives a repayment of such payment.  Customer may assign such repayment rights to any person.
Customer and NWE may adopt any alternative repayment schedule that is mutually agreeable so long as NWE take one of the following actions no later than five years from the commercial operation date of the upgrade:  (1) return to customer any amounts advanced for network upgrades not previously repaid, or (2) declare in writing that NWE will continue to provide payments to customer on a dollar-for-dollar basis for the non-usage sensitive portion of transmission charges, or develop an alternative schedule that is mutually agreeable and provides for the return of all amounts advanced for network upgrades not previously repaid; however, full reimbursement shall not extend beyond twenty (20) years from the commercial operation date of the upgrade.

If customer 1 request fails to achieve commercial operation, but it or another customer request is later constructed and makes use of the network upgrades, NWE shall, at that time, reimburse customer 1 for the amounts advanced for the network upgrades. 

The planning (modeling) assumptions associated with each reliability criterion are prescriptive, such that discretion cannot be applied to manipulate the determination that degradation does or does not exist.  Once it is determined that an inappropriate degradation in system reliability will occur, the extent to which the customer request contributes to that degradation is determined.  That relative contribution establishes the appropriate, proportional allocation ratio for each customer request.  This allocation ratio times the cost to mitigate this unacceptable degradation equals the customer’s original allocated cost.

The steps to NWE’s procedure are described below.

1. Customer requests are studied individually in queue order or grouped within a cluster study window.

2. Network system mitigation requirements that maintain system reliability are identified by study.

a. The customer request that causes the mitigation requirement and the junior queue customer requests that contribute to the need for the network system upgrades are identified.

i. To minimize the opportunity for a customer taking advantage of a previously installed network system upgrade (i.e., free-rider opportunity), a customer request that has a queue date within 5 years after the network system upgrade commercial operation
 date will be responsible for an allocated share of the network system upgrade cost if the customer’s request requires use of the network system upgrade.  

3. Allocation Ratio is computed. 

a. The customer Allocation Ratio will be based on the load and resource dispatch condition that causes the unacceptable system reliability degradation, which establishes the need for the network system upgrade.

b. The customer’s contribution to the unacceptable degradation to system reliability will be computed with existing generation transmission commitments and new customer requests that cause the unacceptable degradation to system reliability.

i. Use of “latent” system capability, if any, will be allowed and will not be included in the system mitigation requirement.

ii. The system mitigation requirements that eliminate the reliability criteria degradation are determined by study.

iii. The impact that each customer request contributes to the system reliability problem will be expressed in appropriate units (e.g., MW, MVA, MVAr, etc.).  The units depend on the system problem and the type of mitigation required to eliminate the degradation (e.g., new transmission line, new transformer, additional reactive requirements, etc.). 

iv. The customer requests causing the unacceptable degradation to system reliability are the customers that benefit through the elimination of the degradation and the quantification of impact is based on the relative contribution to the unacceptable system reliability degradation being eliminated.

c. The Allocation Ratio is the percentage contribution to the impact as displayed in the following example.

	Example – Allocation Ratio

	Customer
	Impact
	Allocation Ratio

	1
	100
	57.1%

	2
	75
	42.9%

	Total
	175
	


d. If customer’s commercial operation dates are not within the same calendar month, then the customer that has the earliest commercial operation date will have an Allocation Ratio of 100% until other customer’s commercial operation dates.

i. The Allocation Ratio will be re-established as requests with later commercial operation dates become effective.

4. Network system upgrade cost is the actual cost for the network system mitigation requirements.  

a. The costs that are allocated to customers are the actual costs, including any tax gross-up or other tax-related payments associated with the upgrade, for the system mitigation that eliminate the inappropriate degradation in system reliability.  

b. These costs of the mitigation requirements may include engineering, design, construction, permitting, etc.

5. The customer Original Allocated Cost is equal to the Allocation Ratio times the Cost.

6. Once the customers’ Original Allocated Cost has been defined, a contractual Funding Agreement will be established to define cost responsibilities for the customer requests requiring the network system upgrade. 

7. The Refund to a customer will be based on MWh and NWE’s Transmission Service Tariff.

a. For customer request’s that increase an existing facility MW capability, the MWh used to calculate the credit will base on the MWh’s delivered from the incremental addition only.

b. The time to refund the cost may be up 20 years from the commercial operation date of the upgrades determined by NWE.  

Example

The following example demonstrates NWE’s Cost Allocation and Refund Methodology applied to a $35,000,000 transmission network upgrade required for two projects.  The second project’s commercial operation date is in the 17 months following the first.
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 2 Customer Coincident Allocated Cost

Allocation

Orig.Allocated

Customer

Month

Impact

Ratio

Cost

Cost

1

1

100

57.1%

20,000,000

    

 

2

1

75

42.9%

15,000,000

    

 

Total

175

35,000,000

    

 

1st Customer Cost Allocation

Allocation

Orig.Allocated

Customer

Month

Impact

Ratio

Cost

Cost

1

1

100

100%

35,000,000

35,000,000

Allocated Cost When 2nd Customer In-Service

Customer 1 Reconciliation Month 17

Allocation

Orig.Allocated

Adj Allocated

Cost

35,000,000

Customer

Month

Impact

Ratio

Cost

Cost

Cost

Refund

-15,000,000

1

17

100

57.1%

20,000,000

13,408,763

Cumulative Credit

-6,591,237

2

17

75

42.9%

15,000,000

15,000,000

Adjusted Allocated Cost

13,408,763

Total

175

35,000,000

28,408,763

EXAMPLE - NWE'S REFUND METHODOLOGY

Interest

$/MWh

Annual

5.1%

Monthly Tariff

$4.66

Per Month

0.43%

TOTAL

Cumulative

Cumulative

SUM

Month

BOM $

MWh

Refund (1)

Interest (2)

EOM $ (3)

Credit (4)

BOM

MWh

Refund (1)

Interest (2)

EOM (3)

Credit (4)

EOM

1

35,000,000

22,320

104,011

148,750

35,044,739

252,761

0

35,044,739

2

35,044,739

22,320

104,011

148,940

35,089,668

505,713

0

35,089,668

3

35,089,668

66,960

312,034

149,131

34,926,765

966,877

0

34,926,765

4

34,926,765

66,960

312,034

148,439

34,763,170

1,427,350

0

34,763,170

5

34,763,170

66,960

312,034

147,743

34,598,880

1,887,127

0

34,598,880

6

34,598,880

66,960

312,034

147,045

34,433,892

2,346,205

0

34,433,892

7

34,433,892

66,960

312,034

146,344

34,268,202

2,804,583

0

34,268,202

8

34,268,202

66,960

312,034

145,640

34,101,809

3,262,257

0

34,101,809

9

34,101,809

66,960

312,034

144,933

33,934,708

3,719,223

0

33,934,708

10

33,934,708

66,960

312,034

144,223

33,766,897

4,175,479

0

33,766,897

11

33,766,897

66,960

312,034

143,509

33,598,372

4,631,022

0

33,598,372

12

33,598,372

0

0

142,793

33,741,165

4,773,815

0

33,741,165

13

33,741,165

66,960

312,034

143,400

33,572,532

5,229,249

0

33,572,532

14

33,572,532

66,960

312,034

142,683

33,403,181

5,683,965

0

33,403,181

15

33,403,181

66,960

312,034

141,964

33,233,111

6,137,963

0

33,233,111

16

33,233,111

66,960

312,034

141,241

33,062,318

6,591,237

0

33,062,318

17

13,408,763

66,960

312,034

56,987

13,153,717

6,960,258

15,000,000

44,640

208,022

63,750

14,855,728

271,772

28,009,444

18

13,153,717

66,960

312,034

55,903

12,897,587

7,328,195

14,855,728

43,200

201,312

63,137

14,717,552

536,221

27,615,139

19

12,897,587

66,960

312,034

54,815

12,640,368

7,695,043

14,717,552

44,640

208,022

62,550

14,572,080

806,793

27,212,447

20

12,640,368

66,960

312,034

53,722

12,382,056

8,060,798

14,572,080

44,640

208,022

61,931

14,425,989

1,076,747

26,808,044

etc.

etc.

etc.

etc.

etc.

etc.

etc.

etc.

etc.

etc.

etc.

etc.

etc.

etc.

NOTES

1. Refund = MWh * $4.66 /Mth

2. Interest = BOM * 0.43% /Mth

3. EOM = BOM - Refund + Interest

4. Cumulative Credit = Refund + Interest

PROJECT 2 Monthly Refund - EXAMPLE

35,000,000

35,000,000

PROJECT 1 Monthly Refund - EXAMPLE

6,591,237

Credit

Cumulative

0





All data is hypothetical










� Commercial operation date shall mean the date on which the facility commences commercial operation.
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