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On November 21, 2017, the Michigan Public Service Commission (MI PSC) finalized a formula to determine the 
avoided cost that Consumers Energy Co. must pay to buy power from qualifying facilities under the federal 
Public Utilities Regulatory Policies Act (PURPA) of 1978. The new methodology extends the power purchase contract 
period to up to 20 years, and boosts the capacity of eligible projects to 2 megawatts (MW), up from 100 
kilowatts (kW). While current contracts are based on the costs of running a coal plant, new contracts will be based 
on the energy and capacity costs of natural gas-fueled plants.
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BOTTOM LINE

        Overhaul Needed
While the avoided cost was too low for renewable projects to benefit during 
the first few decades after the enactment of PURPA, significant cost declines 
in recent years have changed the situation. PURPA is becoming more relevant 
in recent years, bringing about significant clean energy growth, especially in 
states that do not have ambitious renewable portfolio standards or targets. A 
standing example is North Carolina which has a modest target of 12.5 
percent by 2021. Long-term contracts under PURPA have helped North 
Carolina become the nation’s second-largest solar market after California. 
The methodical approach of Michigan in addressing its utilities’ PURPA issues 
could be an example for other states grappling with PURPA reforms.

        Good for Solar
Increasing the threshold from 100 kw to 2 MW and extending 
the contract length to 20 years will help increase certainty for 
distributed energy resources, such as solar. The new 
contracts could also lower the utility costs that are passed on 
to customers. At the same time, some smaller QFs may need 
to adjust their cost structures to remain competitive. Coupled 
with last year's changes in Michigan’s renewable portfolio 
standards – the requirement to procure 15 percent of energy 
from renewable sources by 2021 – the PURPA overhaul 
provides strong opportunities for solar in the state.
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Solar Set to Grow under Michigan's New Avoided Cost Rules for Consumers Energy
PURPA Reforms Reflect Broader Shift from Coal to Natural Gas and Renewables
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Alternative Energy

Solar Power

MT

In October, the Montana Public Service Commission (MT PSC) increased the term of PURPA 
contracts from ten to 15 years and affirmed that the 15-year limit applies to all new power 
plants, regardless of ownership or resource type, not just the small renewable generators. In June, 
the MT PSC reduced the contract length to ten years – down from 25 – with rates to be 
recalculated after five years. The commission declined other proposed changes including 
modifications to the capacity payment given to solar and whether to include a hypothetical 
carbon price adder to payments to renewable generators. The June order came a year after the 
MT PSC temporarily suspended PURPA (Docket No. D2016.5.39), placing several projects in 
regulatory limbo and impeding solar development in the state. Among other things, the MT PSC 
decided to update the QF standard biannually to reflect recent market information and for set 
separate payment rates based on high and low demand periods for solar QFs up to 3 MW in size.

ID

In August, the Idaho Public Utilities Commission 
denied a request (IPC-E-17-01) by energy 
storage company Franklin Energy to reconsider 
the commission’s PURPA contract terms for 
battery storage projects. While the commission’s 
PURPA methodology grants only two-year 
contracts for intermittent resources, Franklin 
Energy contended that its proposed battery 
projects capable of dispatching 2.5 MW to Idaho 
Power should qualify for 20-year contracts. In 
February 2017, Idaho Power requested the ID 
PUC to address the terms of battery storage 
omitted in a 2015 decision saying they should be 
considered the same as a solar, which is the 
ultimate source of energy for battery storage. In 
July, the commission ruled that the proposed 
battery projects used solar as the primary energy 
source and, therefore, would only be eligible for 
two-year negotiated contracts.
In August 2015, the ID PUC granted a request by 
the state’s three major electric utilities 
(IPC-E-15-01, AVU-E-15-01, PAC-E-15-03) to 
reduce the length of PURPA contracts to two 
years from the previous 20 years. The ID PSC 
found that the previous contract length made 
utilities and customers pay unreasonable costs 
for renewable generation.

NC

In October, the North Carolina Utilities Commission issued an order in its biennial review of PURPA avoided cost rates 
incorporating changes brought by HB 589 enacted in July. HB 589 requires utilities to offer standard ten-year contracts for 
renewable energy projects up to 1 MW, a significant change from the previous requirement of 15-year contracts for 
projects up to 5 MW. The order also requires avoided capacity rates to be based on the specified method that provides 
payment for capacity in years that the utility’s IRP forecast period demonstrates a capacity need. Utilities are required to 
recalculate their avoided energy rates using forward natural gas prices for up to eight years and fundamental forecasts for 
the remaining planning period.

Michigan initially established avoided cost rates for utilities (Case No. U-6798) in the 1980s based on the 
rates of a proxy coal plant. In October 2015, the MI PSC initiated a proceeding (U-17973) to examine how 
much a utility is obligated to pay QFs under PURPA establishing a technical advisory committee to assess 
the implementation of PURPA. The technical committee concluded its investigation in April 2016 and 
reported that there are currently 45 contracts with expiration dates ranging from May 2017 to 2039 for 
Consumers Energy and DTE Electric.

Although PURPA is a federal law, it is interpreted differently across states, which set the details including the 
methodology for avoided costs and the minimum capacity threshold.

U-18090: 
main changes

Avoided 
costs 
threshold

Design 
capacity

Avoided costs based 
on a coal plant

100 kW 2 MW

Avoided costs based on natural gas plants
Capacity: combustion turbine / Energy: combined-cycle

Capacity
payments

Contracted rate 
per kWh

Fixed monthly payments based on zonal resource credits 
Per kWh price for the utility’s energy purchase

Contract
terms 5 years 5, 10, 15, and 20 years

2022
2037

PURPA proceedings for other Michigan utilities:
Upper Peninsula Power Co (U-18094): the MI PSC ruled that the company’s current contract prices for 
capacity are a reasonable proxy for avoided capacity cost until May 31, 2020, and that they would be 
reexamined by 2019. Northern States Power Company (U-18093): the MI PSC issued a proposed decision 
on November 21 that would establish up to 20 year contract terms for size threshold of up to 5 MW a 
marked overhaul of the utility’s proposed 5-year contract length for facilities with 100 kilowatts of capacity 
or less. Cases for DTE Electric Co. (U-18091), Alpena Power Co. (U-18089), Indiana Michigan Power Co. 
(U-18092) are still pending before the commission.
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Utilities have long complained that PURPA requirements compel them to purchase electricity they do not need at uneconomic prices 
that will be ultimately be borne by ratepayers. Prompted by such discussions, in June 2016, FERC held a technical conference (Docket 
No. AD16-16-000) on the rates and terms that QFs are paid under PURPA and the proper size of QFs.

California's implementation of PURPA significantly contributed to the growth of renewable electricity generation capacity by 
independent power producers in 1980s and early 1990s. After that, PURPA’s influence decreased as declining fuel prices made 
renewables less competitive, and several states revised their PURPA rules to reduce avoided-cost rates and contract lengths. 
Furthermore, the Energy Policy Act of 2005 allowed states with competitive electricity markets to opt out of PURPA altogether, and 
many of them did so. However, PURPA has remained relevant in the Southeast and Northwest where states do not participate in 
regional wholesale markets.
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