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This paper proposes a new way to offer "Economic Development Rates' by public utilities. The fact
that the analysis below sets forth a new structure for Economic Development Rates, however, should
not be construed as an endorsement of such rates. In generd, Economic Development Rates are
perceived to be an ingppropriate activity for a public utility to pursue.

This paper first reviews arguments against Economic Development Rates. It then discusses, should
such a program be adopted, the recommended structure for such rates.

THE CASE AGAINST ECONOMIC DEVELOPMENT RATES

Economic Development Rates should generally be opposed on both conceptual and administrative
grounds.

Conceptual problems.  The conceptual bass of Economic Development Rates is faulty. It
erroneoudy assumes that because some generation capacity is currently "surplus,” the dedication of
such capacity to an Economic Development Rate is costlessto existing and future ratepayers.
Thiswould only be the case, of course, were the Economic Development Rate load to disappear when
the surplusis required for non-Economic Development Rate consumers. Thisis, however, not likely to
occur. The assertion, therefore, that the program will only utilize "surplus’ power is mideading.
Clearly, the expectation isthat the attracted load will be permanent.

Accordingly, Economic Development Rates will, if "successful,” impose sgnificant costs on other
ratepayers. Such rateswill result in changesin the utilities load forecasts and will cause the demand for
new generation to arise sooner. To the extent that the need for new and more expensive plant
congruction is brought nearer in time, non-Economic Development Rate consumers thus face
congderable increasesin rates. The causal connection to the Economic Development Rate is apparent:
the increase in firm demand would not have arisen on the system "but for" the offer of rates
subgtantially lower than tariffed rates.

Adminidrative Problems  Administrative problems with Economic Development Rates involve
targeting rates only to those entities who will bring benefits to the system, and then monitoring those
entities to ensure that the performance promised in consderation of the rates in fact is delivered.




There is no reliable way to limit participation in the program to firms which are not free riders. To the
extent that free riders dominate the program, rates to other customers will be higher than they would
have been otherwise. Since rates will only not be higher than otherwise if the free rider problem can be
controlled, proponents of Economic Development Rates have a heavy burden in producing a positive
mechanism, with a high degree of verifigble religbility, for sorting out the free riders. Such a
mechanism has yet to be developed.

Whether the program works or not depends on its ability to sort out the free riders. Anayticaly, in
order for other ratepayers to be better off in terms of their monthly payments, it is necessary for the
sum of the contributions to fixed costs of al the non-free rider participants to exceed the dollar sum
total of the discounts to free rider firms participating in the program. To determine if this is so, there
needs to be a sure way of determining how many free riders there are in the program.

It is not clear how this is to be accomplished in a verifiably reliable way. The process of evauating
locational choices is a largely subjective process not readily susceptible to objective determination.
Moreover, the factors and data influencing the decision are likely to be highly "proprietary,” which will
complicate review. Findly, if the economic development discounts are substantial, gpplicants have an
incentive to create or arrange "facts" and game the decison process so as to produce "evidentiary
products’ to support their applications.

Cases of digibility based on plant expansion may be even more difficult to verify.

Performance verification: The second primary administrative problem involves the difficulty in
determining the number of jobs created as a result of the Economic Development Rates. It is
unrealigtic to assume that both the will and the resources exist to monitor and enforce the benefitting
corporation's job and wage promises on an ongoing basis.

However, any Economic Development Rate should emphasize or require that:

1 All cogt effective DSM be completed before applicant firms are eligible for Economic
Development Rate incentives in order to take advantage of DSM's superior job
creation attributes compared to power generation;

2. The jobs created should be in those distressed areas of the state most in need of new
employment opportunities,

3. Full time employment should be defined as 2000-hours per year jobs. Half time (1000-
hour per year) jobs, especidly those without benefits, should not be counted as
qudifying full time employment;

4, To be digible under the program jobs should be family-wage, benefitted, postions.



Notwithstanding this principled opposition to Economic Development Rates, it might be useful to set
forth how such a program, were one to be adopted, could be desgned with the best safeguards
available under the circumstances to defend againgt the objections listed above.

STRUCTURE OF AN ECONOMIC DEVELOPMENT " RATE" PROGRAM
The Economic Devel opment Rate Budget

Should a utility wish to provide economic development incentives, the utility should create an
economic development "budget.” An Economic Development Rate is then merely the mechanism for
distributing the dollars that are included in that economic development budget. If an applicant is
granted an economic development incentive of $1.0 million, in other words, that $1.0 million is
distributed viaa discount applied to the applicant's energy bills.™

By creating an economic development "budget,” which is merely delivered via an Economic
Development Rate, the utility is placed in the Stuation of having a specific line item in its revenue
requirement that must be presented and justified in a traditional ratesetting review. In arate case, in
other words, the utility must present its budget of, say, $5.0 million and demonstrate that that budget
has generated benefits of at least that amount of money.

Economic development incentives, from the perspective of ratemaking, should aways be a revenue
requirement issue, not arate desgn issue? The guestion is not one of cogt alocation. Ingtead, it isa
question of "how much does the utility wish to invest in economic development, and what return does
it wish to receive?' The return should be more than passing a benefit-cost ratio test (i.e., generating a
benefit-cost ratio of more than 1.0). Instead, the return should provide a return commensurate with
investments of similar risk and term. Only in this fashion will ratepayers be ensured that they will not
be harmed by incentives provided to economic development ventures that do not succeed. Hence, the
benefit-cost calculation must demand a return sufficient to account for the risk of the economic
development venture, either on an individual applicant basis or on an aggregate basis.>

By budgeting an amount available for the utility to invest in economic development, the Economic
Development Rate is placed on the same playing field as any other budget item. A utility that wishesto

o In some sense, doing this creates a self-enforcing mechanism to assure that the development actually

occurs. If a company receiving a benefit, in other words, either ceases operations, or reduces operations,
or some such action, the extent of the "incentive" will be lowered as the corresponding energy use
declines.
2 Rate discounts are only the means of delivering the investment; they do not reflect cost alocation
decisions.
& The Commission must decide, as with DSM investments, whether it wants each assisted project to provide
the required return, or merely whether the investment in the economic development rate program as a
whole must provide the requisite return.



spend $5.0 million on a DSM program, must cost-justify that expenditure. A utility that spends $5.0
million on insurance policies must cost-justify that expenditure. A utility that spends $5.0 million on
management bonuses must cod-justify that expenditure. A utility expenditure on economic
development should be no different than any other utility expenditure. The mere fact of the
expenditure, unto itsdf, is insufficient to judtify the expenditure. The utility must affirmetively
demongtrate that it received adequate vaue for its dollars of investment.

Justifying the Budget

In seeking to judtify its expenditure of a designated amount of money on economic development
incentives, a utility should be required to address particular factors. Those factors should include, but
not necessarily be limited to, the following:

Cogt-Efficient Jobs It is possble to assess the reasonableness of investment per job through an
economic development incentive. For example, the regulations setting the selection criteria for the
federa Rura Business Enterprise Grants provide that the creation of one job per $10,000 or less in
grant funds expended will be given twice the consideration of the creation of one job per each $25,000
to $10,000 in grant funds. The creation of one job per more than $25,000 in grant funds would not be
considered.”

Adeguate employment: A utility should invest in those economic development activities that return
the greatest number of full time, family wage/benefitted jobsto the service territory. To require suchin
return for economic development assstance is not unreasonable.  For example, in 1992, Congress
enacted as Section 806(d) of Public Law 102-550 a requirement regarding federa economic
development efforts that:

not later than one year after the date of the enactment of this Act [October 28, 1992],
the Comptroller Genera shall submit to the Congress a report on the types and quality
of jobs creasted or retained through assstance provided pursuant to title |1 of the
Housing and Community Development Act of 1974 and the extent to which projects
and activities asssted under that title enhance the upward mobility and future earning
capacity of low- and moderate-income persons who are benefitted by such projects and
activities.

Clearly, it is not unreasonable for a public utility providing substantial sums of dollars to economic
development activities to smilarly consder "the types and qudlity of jobs created" and whether such
jobs "enhance the upward mobility and future earning capacity" of the persons purported to be
benefitted.

Didressed areas  Economic development should be targeted to "distressed areas’ of the state. As
with DSM expenditures, a utility should be concerned with "non-participants.” It makes little sense,

\‘“ 7 C.F.R. § 1942.305(b)(3)(iv)(D) (1993).



from an equity perspective, to have the utility act as a financid intermediary --aggregating public funds
and then investing those funds in non-distressed areas. The impact of such investments in non-
distressed areas would effectively represent an income transfer in the wrong direction. It would require
low- and moderate-income households to contribute to economic development activities that return no
benefit to them. Condder the indghtful comments of the Colorado Public Utility Commisson
regarding utility-financed DSM in that sate:

When some households pay al or part of the coss of a DSM (Demand Side
Management) measure but, due to the nature of the capturing and distributing the
benefits, receive none of those benefits, a digtribution problem arises. (footnote
omitted). This result has particular implications for low-income households. Assume
for the moment that low-income households tend to be non-participants in utility-
financed conservation programs* * *If that is true, when a utility uses ratepayer
money to finance DSM measures, there is a direct income transfer from low-income
households to households with moderate and upper incomes. The income transfer
from an equity viewpoint is clearly in the wrong direction.”

The same statement could be made if low-income households paid for al or part of the costs of an
economic development package but then received none of the benefits from that package.

This targeting of "distressed areas' is the focus both of federal and state economic development
funding. "Distressed areas' can be defined by reference to income levels, unemployment rates, type
and qudlity of jobs, housing quality, and other socio-economic factors.

Local impact assessment: A utility's cost-benefit calculation should consider the extent to which the
enterprise will "take back™ inimpact costs (e.g., police, fire, water/sewer, and the like) what is given in
economic development incentives. The fiscal impact on the affected community must be positive for
the economic development to be consdered cost-beneficid to the utility.

Moreover, a utility's cost-benefit assessment should congder the distribution of adverse environmental
impacts. Adverse air, water, and toxic impacts, as well as land use and neighborhood disruptions
asociated with new commercia or industrid developments, should not fal primarily on low-income
and minority populations.

Digributing the Devel opment | ncentives
One of the measures that may hold some potentia for controlling, at least indirectly, the free rider

problem as well as the "favoritism," large versus small bias, and related abuses, isto define a "budget”
for each utility reflecting the tota dollar amount of economic development investment that the utility

- Generic Inquiry Concerning Demand Sde Management Issues, Docket No. 901-227EG, Policy Statement

(issued December 1990), quoting, National Consumer Law Center, A Regulatory Response to Low-
Income Energy Needs in Colorado (Sept. 1990).



wishes to make in any given period.

Applicant industries wishing to take advantage of the economic development incentive would then
compete for a share of the discount. The competition would be on the basis of the volume and qudity
of the benefits offered to the public, and the decison would take into consderation the qudity of the
proof offered.

Since the resources available for the Economic Development Rate are limited, it is important to ensure
that the public is deriving not merely adequate, but rather the maximum, measurable benefit from its
Economic Development Rate investment. A competitive award process, in the context of a
Commission docket, would facilitate the creation of ranking criteria, and would require decisonsto be
made on the record on the basis of evidence-quality proof. Competing firms would tend to control
each other through the process of competition.

The totd investment in economic development should be closed-ended. Accordingly, given the
amount of money to be committed to economic development in a particular year, no firm would be
ipso facto "digible" for assstance, but rather dl firms would compete for the limited incentive funds
available.

Through the competitive process, the available budget of discounts should be distributed to applicant
firms meeting the basic criteria of the program so as to maximize the overadl benefits to the state. This
would mean that the best proposal would be funded completely before the next best proposal, and so
on. The amount going to individua firms might vary substantialy.

To illugtrate, if the proposal with the highest ratio of benefits-to-discount value was from a small firm
requesting only a relatively small dollar value of discounts, that proposal would be funded completely
before taking on the second best, which might involve alarge firm with alarge request, and o forth.

In sum, there should be a competitive process to rank and choose the entities to receive the Economic
Development Rate, with the limited benefits going to the firms providing the greatest ratio of benefits
per dollar of incentive. A utility should be required to distribute incentives through a competitive
bidding process through which a sum certain will be invested in the economic development activities
providing the greatest return per dollar of investment. The sum certain is distributed as a per unit
discount on each "winning" applicant's utility bill.

ELIGIBILITY FOR AN ECONOMIC DEVELOPMENT RATE

In order for a business to qualify for Economic Development Rates provided by a utility, the business
should be required to meet designated digibility criteria. These criteria should reflect the recognition
that the utility is stepping outsde of its traditiona role of providing energy services. Instead, by
providing Economic Development Rates, the utility is serving as a community financid intermediary,
aggregating the funds of its ratepayers and using those funds as a means to enhance the wellbeing of
the utility and its ratepayers through the encouragement of economic development. The utility can thus
draw upon the experience of others who have engaged in like enterprise for guidance on the type of



eligibility criteriathat are appropriate. Eligibility criteria should include:
I mplementation of All Cost-Effective DSM Measures

Before a commitment is made to provide benefits through an Economic Development Rate, the uitility
should require that the applicant for the rate demonstrate that the business has implemented dl cost-
effective Demand Side Management (DSM) measures which would lower the cost of production for
the business. The utility might commit to helging finance and provide the audit to identify the DSM
measures, but if found to be cost-effective,” the applicant should be willing to implement such
measures on its own as a precondition to receipt of the Economic Development Rate.

It is reasonable to make the implementation of al cogt-effective DSM measures a prerequisite for
receipt of an economic development incentive for severa reasons.

Firdt, anx utility providing economic development incentives has an obligation to do so in a least cost
fashion.” Therefore, if high energy costs pose a barrier to an economic development endeavor, the
utility should first assist the gpplicant in identifying al cost-effective means for the applicant to reduce
energy consumption (and thus energy bills) on its own, without commitment of utility financia
resources. Each dollar of savings obtained through the DSM measures will be a dollar less that would
be needed through an Economic Development Rate.

Second, a utility should not be required to subsdize inefficiencies in an applicant's operating costs at
the expense of ratepayers. To the extent that the gpplicant has cost-effective DSM that is available but
unimplemented, there is inefficiency (or waste) in the applicant's operations. Akin to the requirement
that the applicant gpply for dl avallable public and private assstance before applying for the utility
Economic Development Rate, the requirement that the applicant undertake al cost-effective DSM calls
forth the "ded" that is being made. That ded is that the utility will provide financia assstance for the
economic development endeavor, but only after the applicant has done everything it can do for itself.
There is no reason for ratepayers to take on afinancia responsibility until the applicant has undertaken
all available means of providing saf-assstancein the first instance.

Findly, the utility should not interfere with the market enforcement of efficiency in business operations.
Assume two competitors (let's cleverly cdl them A and B). Competitor A has squeezed all possible
cog-effective energy savings out of its operation and Competitor B has not. In this Stuation,
Competitor A, who has undertaken al cogt-effective energy efficiency improvements, will have a
competitive advantage in prices offered to consumers. That is as it should be. If, however, the utility
then steps in to provide Competitor B with an Economic Development Rate, that subsidy will deny
Competitor A the competitive advantage that the free market would have provided due to Competitor
A's efficient operations. Economic Development Rates should not "undo™ existing market incentivesto

"Cost-effective” would be defined as meaning saving more dollars than they cost.

i This is inherent in its legal obligation to operate in an efficient and economical fashion under Hope and

Bluefield.



pursue all cost-effective improvements in efficiencies, especialy the ingtalation of cost-effective DSM.
Economic Development Rates as L everaging Resources

In serving the function of a community financid intermediary, the utility should not act aone.

Economic Development Rates should be provided if and only if, and then only to the extent that, the
rates will leverage additional public and private resources in the pursuit of the economic development
activity. Federa grant programs promoting economic development have such leveraging requirements.

An Economic Development Rate should adopt a grant selection criteria which, like the federal Urban
Development Action Grant (UDAG) program, sates that a grant may be made only where the utility
determines that there is a strong possibility that: (1) the non-utility investment in the project would not
be made without the grant; and (2) the grant would not substitute for non-utility funds which are
otherwise available to the project (42 U.SC. 85318(j) (1993)). Indeed, again akin to UDAG, it would
be reasonable to adopt a provison stating that in making grants, the utility shall take such steps as it
deems gppropriate "to assure that the amount of the grant provided is the least necessary to make the
project feasble" (42 U.SC. § 5318(k) (1993)).

Application for All Available Public Assstance

In the same vein as leveraging requirements, utility Economic Development Rates should only be
provided in those instances where the applicant industry has applied for al available public and private
assgtance. Several reasons support this digibility criterion.

First, presumably, a utility adopting an Economic Development Rate seeks to provide meaningful
assstance through Economic Development Rates. "Meaningful assstance’ means that the rate
discount will not involve wasting money ether by providing Economic Development Rates where
unnecessary or by providing Economic Development Rates where unworkable.

Utilities, however, are not inherently designed to assess elther the need for, or the viability of, economic
development projects. Hence, they would either need to give up the goa of providing "meaningful
assstance” as defined above, or undertake to develop an entirely new in-house expertise. In lieu of
these responses, the utility should piggy-back its Economic Development Rate on top of existing public
economic development efforts.  Where assstance is provided elsewhere, and a need exists
notwithstanding this other assstance, as determined by those skilled in making such assessments, a
utility might step in.

Second, there is no inherent reason why utility ratepayers should have to bear the entire risk of
economic development ventures by themselves. By requiring applicants for Economic Development
Rates to gpply and be found digible for al available public and private economic development
assgtance funds, the utility ensures that there is adequate public commitment to the economic
development project. If abusiness cannot convince other public and private entities of the need for (or



viahility of) its economic development venture, to the point of garnering financia supgort for such
venture, no reason exists for ratepayersto undertake the burden so rgiected by the public. \

Findly, there is a basic equity inherent in the "ded" that is offered by a utility through its Economic
Development Rate. This ded is smple: "we (the utility as agent for the public) will help promote
economic development that will benefit you as a company and us as a community, but you (the
beneficiary), in return, must seek out available public and private assstance to minimize the need for
our financid commitment.” Again, if a busness is unwilling or unable to convince existing public
programs to provide supplementa financial support to the economic development venture, there is no
reason for the utility and its ratepayers to go where othersfear to tread.

In sum, an Economic Development Rate should require from applicants information akin to that
required of UDAG applicants, including: "a summary of the public and private resources which are
expected to be made available in connection with the activities, including how the activities will take
advantage of unique opportunitiesto attract private investment” (42 U.SC. § 5318(¢)(2)(b) (1993)).

Moreover, the "mandatory sdlection criterid’ for UDAG grants includes "(1) the extent to which the
grant will gimulate economic recovery by leveraging private invesment” (42 U.SC. 8
5318(d)(1)(C)(i) (1993)). Findly, UDAG's mandatory sdlection criteria include: "(7) the extent to
which State or loca Government funding or specid economic incentives have been committed” (42
U.SC. § 5318(d)(1)(C)(iii) (1993)).

Similarly, the federa funds provided through the "rura business enterprise grants' are made contingent
upon "evidence of subgtantid commitment of funds from nonfedera sources for (the) proposed
project” (42 U.SC. 8§ 5318(d)(1)(C)(ii)) (1993)). The program provides that "an authorized
representative of the source organization of the nonfedera funds must provide evidence that the funds
are available and will be used for the proposed project” (1d.).

Targeting Distressed Areas

A utility seeking to deliver economic development incentives should demongtrate that those incentives
are being ddivered to areas most in need of economic development. Again, an Economic
Development Rate should take its lessons from the corresponding economic development incentive
programs provided by the government. The federa Urban Development Action Grant (UDAG)
program is the primary federa economic development program.\g\ The statutorily-created "criteria and
gandards' for UDAG "digibility" state in relevant part that there must be "minimum standards for

8 Again, this is particularly true when others are skilled at making these detailed determinations, but the

utility is not.
9 The inclusion of the word "urban” in this program should not be misconstrued. There is a specific sub-
part of the program directed toward communities of less than 50,000. Moreover, there is a different
specific program directed toward rural development. This rural program has similar requirements.



determining the level of economic distress of cities and urban counties for digibility for such grants.™**

Limitations on Industrial or Commercial Relocations

The redigtribution of economic activity should not be conddered a "benefit" of an Economic
Development Rate. Thus, for example, within the UDAG development scheme, the statute provides
that "no assstance may be provided for projects intended to facilitate the relocation of industria or
commercia plants or facilities from one area to another, unlessthe Secretaw\”\ finds that the relocation
does not ggnificantly and adversdly affect the unemployment or economic base of the area from which
the industrial or commercid plant or facility is to be relocated" (42 U.SC. § 5318(h) (1993)). A

smilar requirement should be implemented for the Economic Development Rate selection criteria
ACCOUNTABILITY OF ASSISTED ENTERPRISE

Previous economic development programs have faced serious problems with enforcing the "promises’
made by the industry receiving the grants-in-aid.*> The issue raised here involves what recourse a
utility might have againg a recipient of utility-financed economic development incentives if the
promises made to induce the grant of such incentives are subsequently breached. In short, the issue
involves how to enforce the agreement underlying the provision of utility-financed aid.

In this sense, the means of conceptualizing the grant of Economic Development Rates in this proposal
provides advantages in seeking to congtruct enforcement mechanisms. If the economic development
incentives are conceptualized as line item incentive grants, and that rate discounts are merely the means
of delivering the incentives,™ it is not alarge step forward to create an enforcement mechanism.

o The UDAG dtatute states that "these standards shall take into account factors such as the age of housing;

the extent of poverty; the extent of population lag, growth of per capita income; and the extent of
unemployment, job lag, or surplus labor" (42 U.S.C. § 5318(b)(1) (1993)). Moreover, the "mandatory
selection criterid’ for UDAG grants include: the proportion of permanent jobs accessible to lower income
persons and minorities, including persons who are unemployed, and the extent to which the project will
relieve the most pressing employment or residential needs of the applicant (42 U.S.C. § 5318(d)(1)(C)
(1993)). Finaly, the "mandatory selection criteria® must include "the comparative degree of economic
distress among applicants, as measured* * *by the differences in the extent of growth lag, the extent of
poverty, and the adjusted age of housing in the metropolitan city or urban county." 42 U.SC. §
5318(d)(1)(A) (1993)).

b Thiswould be the utility or the Commission in a utility-based economic development rate scheme.

2 See generally, Fisher, Sheehan and Colton. (1986). Public/Private Enterprise as an Economic
Development Strategy for States and Cities. Prepared under contract to the United States Department of
Commerce, Economic Development Administration. January.

s See, notes Error! Bookmark not defined. - Error! Bookmark not defined., supra, and accompanying

text.
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This proposal encourages policymakers to conceptuaize an Economic Development Rate in a different
way than perhaps has been done in the past. Rather than viewing the Economic Development Rate as
a "rate discount,” perhaps it should be viewed as a utility "investment” in economic development. |If
viewed in that way, the utility can seek to enforce the promised economic development performance
which induced the grant of the investment in a number of ways asfollows.

The primary enforcement mechanism should be the reservation of aright, by the utility, to recoup the
economic development incentive should promised performance standards not be met. After the period
of time during which the incentive is provided, the amount of the investment could be "forgiven" in
increments over time so long as the designated performance sandards are met.

Thus, for example, for each quarter the benefitted enterprise maintained certain employment levels, a
pro rata portion of the incentive would be forgiven. For each quarter the benefitted enterprise
maintained certain favorable load characteristics, a pro rata portion of the incentive would be forgiven.
If, however, the performance standards were not met, a Smilar pro rata amount of the incentive
would be due and repayable to the utility for that quarter. If the benefitted enterprise meets its
performance standards for some period of time (say five years), it will have earned the forgiveness of
the entire amount of the incentive payment.

In sum, conceptualizing a utility-financed economic development program as an "investment” delivered
through rates, rather than as a rate discount, alows the utility to enforce the promises made by the
enterprise, which promises induce the grant of the economic development aid. The investment could
be made subject either to (1) repayment after atime certain, or to (2) "forgiveness' over atime certain.
Under the latter circumstances, after a number of years --say five-- if the company meets certain
performance sandards --these might be jobs created, load factor, etc.-- the incentive would be forgiven
in pro rata fashion based upon the extent to which the performance standards are met. If the
performance sandards are not met, the incentives would be subject to repayment.

SUMMARY AND CONCLUSIONS

Economic Development Rates should be reconceptualized and reconfigured if they are to be offered by
public utilities. Such rates should not be viewed as a rate discount program. Instead, through the offer
of Economic Development Rates, a utility is acting as a financial intermediary, pooling the funds of
ratepayers and investing them in projects that will presumably bring benefits to the utility, to the
grantee business, and to the public at large. As such, however, a utility should recognize the rate for
what it is an investment in economic development and should treet it as such. In this light, a rate
discount would serve only as the mechanism for ddlivering the economic development incentive.

Should a utility wish to provide economic development incentives, the utility should create an
economic development "budget." By creating an economic development "budget,” which is merely
ddivered via an Economic Development Rate, the utility is placed in the Stuation of having a specific
line item in its revenue requirement that must be presented and judtified in a traditional ratesetting
review.
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Under this proposd, a utility would define a "budget” for that utility reflecting the tota dollar amount
of economic development investment that the utility wishes to make in any given period. Applicant
industries wishing to take advantage of the economic development incentive would then compete for a
ghare of the discount. The competition would be on the basis of the volume and quality of the benefits
offered to the public, and the decision would take into consideration the qudity of the proof offered.

Since the resources available for the Economic Development Rate would be limited, it is important to
ensure that the public is deriving not merely adequate, but rather the maximum, measurable benefit
from its Economic Development Rate investment. The totd investment in economic development
should be closed-ended. Accordingly, given the amount of money to be committed to economic
development in a particular year, no firm would be ipso facto "dligible’ for assstance, but rather all
firmswould compete for the limited incentive funds available.

Findly, this proposa explicitly deals with what recourse a utility might have againgt a recipient of
utility-financed economic development incentives if the promises made to induce the grant of such
incentives are subsequently breached. The primary enforcement mechanism should be the reservation
of aright, by the utility, to recoup the economic development incentive should promised performance
gandards not be met. After the period of time during which the incentive is provided, the amount of
the investment could be "forgiven”" in increments over time 0 long as the designated performance
gandards are met.
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