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INTRODUCTION

These comments ("Initial Comments") are submitted on behalf of Consolidated Edison
Company of New York, Inc. ("Con Edison"), New Y ork State Electric & Gas Corporation
("NYSEG"), Orange and Rockland Utilities, Inc. ("O&R"), Niagara Mohawk Power Corporation
("Niagara Mohawk"), and Rochester Gas and Electric Corporation ("RG&E") (collectively, the
“Joint Utilities")! in response to the Ruling Establishing Comment Procedures? and the Ruling
Granting, in Part, Motions to Amend the Comment Schedule.® A summary of the complete
procedural history of this proceeding is set forth in Appendix "A".

Central Hudson Gas & Electric Corporation ("Central Hudson™) joins in and supports
Section | (insofar as stating that reliability must be the paramount regulatory objective), Sections 1
(A) and (B), Section VI, and Section VI of these Initial Comments. Central Hudson will be

submitting individual comments.

Several utilities have previously filed individual company comments. Consistent with the Ruling
Establishing Comment Procedures (fn. 2infra), the Joint Utilities have attempted to avoid repeating
arguments made in these other filings.

Case 03-E-0188 — Proceeding on Motion of the Commission Regarding a Retail Renewable Portfolio
Standard, Ruling Establishing Comment Procedures (issued June 19, 2003) (“June 19, 2003 Ruling”).

Case 03-E-0188 — Proceeding on Moation of the Commission Regarding a Retail Renewable Portfolio
Standard, Ruling Granting, in Part, Motions to Amend the Comment Schedule (issued August 18, 2003)

("August 18, 2003 Ruling").



The State of New Y ork Public Service Commission ("Commission”) instituted this
proceeding® to develop and implement a Renewable Portfolio Standard ("RPS") for electric energy
retailed in New York State  The Joint Utilities support the efficient use of energy and natural
resources to protect and enhance the environment, economy and health of New Y ork State and its
citizens. To these ends, the Joint Utilities have been active participants in this proceeding to
design an RPS program. The Joint Utilities believe that an RPS that is designed and implemented
consistent with the comments contained herein can achieve the important policy goals of
controlling costs to consumers, improving environmental quality, supporting fuel diversity and
system reliability, and minimizing inconsistencies with retail and wholesale electricity marketsin
New York State and regionaly.

The Joint Utilities have limited these Initial Comments to the most appropriate method to
implement an RPS program. Asdescribed in these Initial Comments, the Joint Utilities
recommend the adoption of a Central Procurement Model. The Central Procurement Model is not
dependent upon any specific target level of renewable generation, and can therefore be applied to
virtually any anticipated range of RPS targets. The method of commercializing new renewable
resources that is recommended herein can be applied to essentially any quantity of new renewable
generation.

In addition to presenting a proposed Central Procurement Model, and within the
framework of the proposed Central Procurement Model, these Initial Comments also address the

baseline measure of existing renewable resources, the propriety of tiers, the necessity for

Case 03-E-0188 — Proceeding on Motion of the Commission Regarding a Retail Renewable Portfolio
Standard, Order Instituting Proceeding (issued February 19, 2003) ("Instituting Order”).



certificates® trading, and the absence of any need for contracting standards The Joint Utilities also
address the RPS cost studies prepared by various parties and a methodology for full cost recovery
by regulated utilities.
SUMMARY

As discussed in Section | hereafter, the Joint Utilities believe that, while all the Working
Objectives developed in this proceeding are important, the reliability of the State's transmission
system should be recognized as paramount. Without it, other Working Objectives may not be
achievable. The Joint Utilities recommend that a sensible balancing of the other Working
Objectives be undertaken.

As detailed in Section |1 hereafter, the Joint Utilities believe that the Central Procurement
Moddl is preferable to the Individual Compliance Model and should be adopted as the RPS
implementation mechanism. The Central Procurement Model better maximizes value, minimizes
cost, assures fairness and promotes other important benefits as compared to the Individual
Compliance Model. Perhaps most importantly, it affords maximum flexibility to the Commission
in its administration of the RPS, alowing for adjustments and corrections, where appropriate, in
the event of future technology and economic developments or other changed conditions. The Joint
Utilities describe herein a specific approach to the Central Procurement Model: the Commission
would retain oversight over the RPS and establish guidelines regarding its implementation, and a
Commission designee, such asthe New Y ork Independent System Operator ("NY[SO"), pursuant

to agreement with the Commission, would administer a certificates market in accordance with

These Initial Comments utilize the term "certificates," in lieu of the term "renewabl e energy credits," or
RECs, which has been used informally in this proceeding. We prefer the term "certificates' becauseitis
used in both New England and PIM to represent all the attributes associated with one MWh of energy. It
thusimplies an interest in regional compatibility, which the Joint Utilities favor. In contrast, we understand
that "REC" is aspecific type of credit that is sometimes used (e.g., in Texas) to refer to the situation in which
credits are granted only to renewabl e resources.



such guidelines. The Joint Utilities suggested approach would permit renewable resource
generators to obtain financing of their projects and achieve the maximum spreading of costs
among New Y ork State consumers, thereby reducing RPS per-unit costs.

In Section 111 the Joint Utilities discuss the issue of eigibility, and propose a baseline that
contemplates participation by a large, diverse group of resources. The Joint Utilities also discuss
the importance of expansive and flexible eligibility criteria, so that competition and energy
diversity can be maximized while RPS goals are met and costs are minimized. Qualifying
renewabl e resources should include "imports' and upgrades or additions to existing qualifying
resources. Because of the associated costs and administrative complexity, the Joint Utilities
recommend against adoption of any tier system.

Section |1V sets forth the Joint Utilities endorsement of a certificates trading system that
would allow imports and exports and be compatible with other regions. A market-based trading
system is important to assure that the correct price signals are sent to renewabl e resource
generators for the management of their costs, which will help to mitigate RPS premium costs that
otherwise would be borne by consumers. Compatibility with other regions would minimize RPS
start-up costs and facilitate the coordination of certificates tracking and verification in New Y ork
and elsawhere. Allowing imports and exports would help reduce overall RPS costs and would
recognize that the environmental and other benefits are regional.

As described in Section V, mandatory power purchase agreements are not a part of the
Central Procurement Model. There is thus no need to establish contracting standards To the
extent parties enter into bilateral agreements for the purchase and sale of certificates, the Joint
Utilitiesalso believe that no Commission-prescribed contracting standards are necessary for these

arrangements.



As discussed in Section V1, two analyses — one by upstate utilities and one by the State of
New Y ork Department of Public Service ("DPS") Staff and the New Y ork State Energy Research
and Development Authority ("NY SERDA") — have been developed in this proceeding aimed at
quantifying RPS costs. Significant differences exist between them. The Joint Utilities believe that
on-going cost analyses should be performed in this proceeding as the RPS is devel oped.

Finally, Section VII discusses the Joint Utilities methodology for ensuring full cost
recovery for al costs associated with implementation of an RPS.

DISCUSSION

WORKING TARGET AND OBJECTIVES

In the June 19, 2003 Ruling, ALJ Stein endorsed a Working Target and revised Working
Objectives. The June 19, 2003 Ruling reflects a Working Target that by 2013 at least 25% of the
electricity retailed in New York State will be generated from renewable resources. The Joint
Utilities will not be addressing the merits of a particular target goal in these Initial Comments.®

The Working Objectives reflect revisions to the objectives ALJ Stein initially developed
and discussed informally with the parties. In her May 2, 2003 Status Report to Chairman William
M. Flynn, ALJ Stein stated that

[t]he purpose of defining objectives reflects that an RPS can be crafted in any
number of ways depending upon what the state is trying to achieve. By defining a
working set of objectives, based upon parties own comments and with the parties
contributions, we create a yardstick to measure the policy choices.’

The revised Working Objectives appear to be comprehensive and, to that extent, can be said to

provide areasonable "yardstick” related to the formulation of an RPS. But they should be

6 Asdiscussed in Sections 11 (B) (9) and 11 (C) (2), any RPS program should flexibly provide for the periodic
evaluation of forecasted and/or specified annual, incremental target goals for renewable resources, and should
appropriately reflect changed economic circumstances or differences between experience and assumptions.

Status Report to William M. Flynn, Chairman from Eleanor Stein, Administrative Law Judge, dated May 2,
2003 (" Status Report"), mimeo p. 2.



clarified, so their usefulness can be maximized. The Joint Utilities have two recommendationsin
this regard.

Firgt, the Joint Utilities firmly believe that reliability of the State's transmission system,
which is subsumed within Working Objective 2 (" Generation Diversity"), should be recognized as
the paramount policy consideration in this proceeding. Since before the Competitive
Opportunities Proceeding, which commenced in 1993,8 the Commission has clearly and
emphatically enunciated its desire to ensure system reliability in the State of New York. The
NYI1SO similarly has expressed its strong commitment to and desire for ensuring system reliability
inits letter of June 9, 2003 to ALJ Stein in response to Multiple Intervenors Motion for Schedule
Amendment and a Meeting on Impacts on System Reliability ("NY SO Letter"), stating that the
“reliability implications of an RPS, both positive and negative, should be addressed."® The New
York State Reliability Council ("NY SRC") has stated that "the design of the [RPS] may have
significant impacts on the reliability of the New Y ork State bulk power system" and has urged the
Commission to "ensure that the design adopted is consistent with, and preferably enhances, the
continued reliability of the New York State bulk power system" 1° The NY SRC has specifically
recommended that careful evaluation be made of the impacts of interconnected renewable
resources on capacity reserves, transmission system design, and transmission operations.** In

recognition of the importance of reliability matters, the NY1SO has commenced the design of a

8 Case 93-M-0229, renumbered, Case 94-E-0952.

o NYISO Letter, p. 1.

10 NY SRC Letters dated August 20, 2003, p. 1 and September 8, 2003, p. 1.
1 NY SRC Letter dated September 8, 2003, pp. 2-3.



study to evaluate the effects of intermittent generating resources'? on system operation and
reliability.

The Joint Utilities believe that a thorough examination should be undertaken of the impacts
of the RPS on transmission system reliability. The results of such an examination need to be
studied and considered in the formulation of the RPS. If the NY1SO can undertake such an
examination, then the NY I SO results can be evaluated by the Commission. If the NY1SO cannot
undertake such an examination, then the Commission should direct that such an examination be
undertaken in this proceeding.

Without assuring appropriate system reliability, the other Working Objectives may not be
realized to the extent of their full potential. Furthermore, if sufficient reliability, at a reasonable
cost and expense, is not properly addressed, RPS-necessitated transmission system operating
reguirements could have a cascading negative impact by deterring traditional needed generation
from being constructed because of potential uncertainty regarding these requirements and the
potentially adverse impacts of renewable generation resources on reliability, notwithstanding
specified operating requirements. As aresult, the Commission, by prematurely adopting an RPS,
could undermine full achievement of the goals expressed in Working Objectives 1 ("New Y ork's
Environment"), 2 ("Generation Diversity"), 3 ("Economic Benefits"), and 4 ("Equity and
Economic Efficiency”). Accordingly, although the safe, reliable, and cost-effective operation of
the State's transmission system isacritical issue to the Commission, the NY1SO, and the NY SRC,
the listing of reliability as merely one of many objectives, without any recognition of its

paramount importance, should be rectified.

12 Intermittent generating resources are resources that cannot produce energy "on-demand,” but produce energy

only when environmental conditions are favorable.



Second, the Joint Utilities recommend that a sensible balancing be made of the remaining
Working Objectives, in order to assure that none are sacrificed at the expense of the others. For
example, the accomplishment of Working Objectives 1 ("New Y ork's Environment") and 3
("Economic Benefits") clearly require consideration of Working Objective 4 ("Equity and
Economic Efficiency”).

In summary, the Joint Utilities recommend that the safe, reliable, and cost-effective
operation of the State's transmission system be established as the primary Working Objective, and

that a sensible balancing be undertaken with respect to the remaining Working Objectives.

. CENTRAL PROCUREMENT MODEL

Two general models have emerged in this proceeding — the Individual Compliance Model
and the Central Procurement Model.*® The Individual Compliance Model would require each
Load Serving Entity ("LSE") to make individualized arrangements to provide for the delivery of a
specified portion of an overall, State-determined RPS requirement. The L SE, presumably, could
meet its obligations through bilateral contracts with eligible renewable generation facilities.
Alternatively, assuming that a certificates trading market is developed, an L SE would also have
the option of utilizing purchases from a centralized, yet to be developed statewide market to meet
al or part of its obligations.**

In contrast to the Individual Compliance Model, the Central Procurement Model would

establish an overall RPS "target” for the State, set up a mechanism for paying the "eligible”

13 Neither model should prevent New Y ork State customers from also participating in "green marketing"

programs, such as “Catch the Wind,” should certain customers wish to purchase additional green energy
products.

In addition, an Alternative Compliance Mechanism ("ACM") has been advocated by some parties. The ACM
would allow an L SE to make a payment to satisfy its obligations (in the event of market failure, for example).
Additionally, the ACM would require the L SE to make the payment if it could not satisfy its obligation due
to the failure of a project with which it had entered into afirm delivery contract. The Joint Utilities do not
support an ACM for the RPS program.

14



renewabl e resources the appropriate premiums for the renewable power they produce, and then
fund those payments through a collection mechanism applied to all KWhs delivered.

In this Section 11, the Joint Utilities will discuss in greater detail the recommended Central
Procurement Model, address its various advantages, and recommend a specific approach to the
Central Procurement Model design. While we recognize that the Central Procurement Model can
be implemented in various manners, we believe that our proposed design is preferable because of
its harmony with existing market structures, its cost- mitigating features and its compatibility with
a competitive retail model. The Joint Utilities believe, however, that any reasonable approach to
the implementation of a Central Procurement Model is superior to the Individual Compliance
Modd!.

A. Description of a Central Procurement M odel
As developed in Working Group 2, a Central Procurement Model has the following key
attributes:

() afocus on a single commodity (certificates) from new
renewable resources or from expansions of existing qualifying
resources,

(i)  theincorporation of a planning horizon, to assist in meeting
the required lead-times needed for the development and
construction of renewable resources generation;

(i)  thecreation of a market process that would provide market price discovery
of long run marginal costs for certificates from new renewable
resources, while minimizing potential market power concerns; and

(iv)  theaccommodation of market entry and retail load switching for LSEs.

With respect to (iii) above, the Central Procurement Model contemplates that the funding

of qualifying renewable resources would be accomplished through market-based payments for

power and for extra- market-based payments for certificates representing the premiums above



market-based prices that are required by the renewable generation resources. Under the Central
Procurement Model, the Commission, either through its customary designee (i.e., the DPS), or
through some other designee (such as the NY 1SO), would oversee the forecasting, procurement,
trading, and payment of premiums on certificates that would be delivered during a future period to
meet Commission-specified RPS target levels.

The key criteria of any designee would be that it be "qualified" (i.e., knowledgeable about
energy matters, including environmental considerations); that it be representative (i.e., accountable
for its decisions); that it be independent from market participants; that it have specific charter-like
requirements to act in ways that seek to attain the RPS "targets" while minimizing costs to
consumers; and that it be obliged to serve the public interest. While the Commission, drawing
upon the resources and expertise of the DPS and NY SERDA, would clearly be qualified for this
function, other options exist. As discussed hereafter, the Joint Utilities favor the NYI1SO as a
designee, because of its independence and its experience in the administration of markets and in
the collection and payment of associated sums of money. Furthermore, the NY1SO has a market
monitoring unit that could (i) assure that market power does not exist; or (ii) assure that market
power is not being exercised; or, if exercised, (iii) seek appropriate remedies for the exercise of
market power. Other designees could aso be viable, provided they meet the above-stated criteria.
Several existing state agencies and public authorities would be qualified to serve as designees, for
example. Alternatively, arepresentative State body akin to an Article X Siting Board could be
established, to assure broad representation of affected interests.

Under a Central Procurement Model, certificates would be solicited by the designated
entity either via a Request for Proposals ("RFP") process or via an auction process. The Joint

Utilities favor the use of auctions. Properly using auctions can provide price transparency, will

10



generate the lowest cost to meet the target renewable energy production, and will provide
assurances to investors and developers of a future revenue stream to fund projects. Examples of
successful auctions are prevalent. For example, the State of New Jersey holds a forward auction to
purchase basic generation services ("BGS Auction"); the NY1SO holds capacity auctions for all
New York State electricity consumers.

Many auction designs could meet RPS objectivesunder a Central Procurement Model.
One such design, a so-called Descending Clock Auction, is discussed hereafter. But whatever the
specific design, any auction process would allow certificates to be procured for New York State
consumers at the most competitive price. Such an auction process would not be to the exclusion
of bilateral contractsfor the purchase of certificates for hedging purposes. Holders of such
purchased certificates would be able to participate in the centralized procurement process, just like
renewabl e resource generators.
B. Advantages of a Central Procurement Model

The Joint Utilities believe that a Central Procurement Model provides for an efficient,
competitive certificates market that has the following benefits over an Individual Compliance
Model:

1. Maximizes Value: The Central Procurement Modd would maximize the value of the RPS

program by having one ertity coordinate all RPS certificate purchases, as opposed to having every
LSE st up itsown process. Benefiting smaller LSES, central procurement would eliminate
numerous duplicative costs associated with individual compliance. It would also promote price
transparency and help to move the market to an efficient market clearing price. A basic intention
of the proposed Central Procurement Model is to spread the costs of the certificates over the

broadest base possible.

11



2. Assures Fairness to All Participants: The Central Procurement Model would allow small

market participants access to certificates to the same extent as large L SEs and on the same cost
terms. Thus, it would avoid undue barriers to entry for Energy Services Companies ("ESCOs").
Thismodel would also ensure that all participants, large and small, would be treated equally on a
load-weighted share basis. No entity, or group of entities, would be expected to carry a
disproportionate share of the RPS compliance responsibility. A Central Procurement Model
would ensure that all participating L SEs are treated equally and fairly, without resorting to
penalties, enforcement mechanisms and expensive or time consuming oversight measures. |t
would also ensure that all renewable generators are treated equally and fairly while facilitating
program implementation and improvements.

3. Equitably Matches Coststo all Loads: The benefits of an RPS would be realized by all

residents and businesses in the State. The Central Procurement Model would ensure that &l loads
in the State pay their fair share, since the objective of the RPS is to benefit all New York State
consumers. The Central Procurement Model makes it possible for all LSEsto have equal accessto
certificates on equivalent cost terms and assures equitable financial support by al New Y ork State
electricity consumers.

4, Minimizes Administrative Costs One central procurement market, with one set of rules,

would be more cost effective than a market where each L SE, regardless of size, is expected to
issue RFPs, evaluate bids, negotiate contracts and manage those contracts A Central Procurement
Model would provide a significant benefit to smaller ESCOs and municipal utilities In contrast,
different rules for different groups would hinder the development of an efficient market and would

add to administrative costs. Additionally, compliance filings by L SEs, the tracking of those filings

12



by the Commission, and other administrative tasks would not be necessary under a Central
Procurement Model.

5. Provides Lowest Cost Financing: A Central Procurement Model would meet suppliers

credit requirements, provide suppliers assurances of payments, and result in al parties receiving
the same treatment. It also would eiminate the need for each L SE to establish credit with each
potential supplier.

0. Avoids the Need for an Alternative Compliance Mechanism ("ACM"): Since the

Commission would oversee the Central Procurement Model processes, and administer the
processes either directly or through a designee, the Commission would be in a position to detect
and decide what to do if insufficient renewables are being built, or if they exist but their
certificates are not being sold, or if premium prices are too high. This direct approach to assuring
progress towards goals is preferable to an ACM. Implementation of a Central Procurement Model
would avoid the administrative burdens and the costs associated with an ACM.

7. Reduces the Risk of Market Power Abuses: Under the Central Procurement Model, the

existing market monitor could extend its responsibilities to ensure a competitive and efficient
market for certificates. The NYISO has a market monitoring unit and expertise that could develop
an automated monitoring procedure ("AMP") for this certificates market similar to the AMP used
for the NY1SO's energy markets. Price transparency would exist under the Central Procurement
Model that cannot exist under an Individual Compliance Model.

8. Avoids Load Shifting Financial Problems; The Central Procurement Model would

eliminate the financial problems associated with load shifting. Larger than expected load shifting

13



could leave an L SE exceptionally long or short of RPS resources if the I ndividua Compliance
Model is used.'®

9. Affords Flexibility and Adaptability: The Central Procurement Model would be extremely

flexible and adaptable. It would still allow for bilateral transactions if desired by some L SEs for
hedging purposes. LSEs that procure certificates in bilateral transactions could sell them as part of
the auction process. The Central Procurement Model also would alow for a certificates trading
system just like the Individual Compliance Model. Formal price caps could be adopted, or the
soliciting entity/administrator could determine prudent limitsat the time of solicitation The
Central Procurement Model would allow the Commission to facilitate the development of
sufficient renewable resources in New Y ork State and would be flexible enough to handle
disruptions in the process, such as inadequate construction or reliability issues that may arise once
the program begins. With a Central Procurement Model, the Commission would be able to make
appropriate adjustments to the annual glide path, taking into account resource availability and bid
prices, as well as annual load growth. Thisflexibility afforded by a Central Procurement Model
clearly is much more desirable than a process which forces commitments on individual LSES that
could be overly burdensome and locks in future targets that may not be realistic and which cannot
be forecast with certainty.

10. Avoids Imposition of Utility Electricity Procurement Obligations in Excess of Supply

Requirements Adoption of an Individual Compliance Model could impose on utilities obligations
to purchase "norteconomic” resources without any criteria to guide those decisions and potentially
place on them purchase obligations that extend beyond their obligations as LSEs or place them in

excess supply situations as retail access continues to develop, because an LSE, using prudent

» Evidence of existing retail load shifting between ESCOs can be tracked on the Commission website, "Electric

Retail Migration Data," http://www.dps.state.ny.us/Electric RA_Migration.htm

14



business judgment, may use long-term contracts for the purchase of certificates. The Central
Procurement Model could accomplish the Commission’s objectives in this proceeding without
these potentially adverse effects.
C. Joint Utilities Proposed Central Procurement M odel

As described heregafter, the Central Procurement Model that the Joint Utilities support
would establish the NY SO as the centralized entity that, acting pursuant to Commission
prescribed guidelines and to an agreement between the NY SO and the Commission, would solicit
for the entire state-determined incremental RPS premium requirement and then charge each LSE
based on an energy-weighted load-ratio share for these purchases. Certificates would follow the
load. Financial settlements would take place after the renewable certificates are delivered and
retired.

1 NYISO AsRecommended Designee

The Central Procurement Model principles discussed herein would apply irrespective of
whether the Commission or a designee is the soliciting entity. The Joint Utilities recommend,
however, that while the Commission should retain oversight of the RPS, the NY SO should be the
administrator of the certificates auctionand the payment and collection processes described
hereafter. The Commission would specify guidelines for the NY1SO to observein its
implementation of these processes.

There are several reasons the Joint Utilities urge adoption of this approach:

1 Because the NY SO is the entity responsible for maintaining the reliability of the

transmission grid and for operating existing energy markets, its administration of
the certificates auctionand the payment and collection processesis a natural

extension of the NY1SO's critical role in the energy markets in New Y ork State.

15



Administration by the NY1SO would assure that RPS costs are spread over al LSEs
state-wide, thereby reducing the per-unit cost of the RPS program All New Y ork
State L SEs — regulated investor-owned utilities, public authorities, municipal
utilities, cooperatives and ESCOs — would participate in the RPS, ensuring that all
New York State consumers who benefit from the RPS pay an equal share of its
costs. It is uncertain the extent to which administration by an alternative designee
would accomplish the same.

The NY1SO has extensive experience with the administration of numerous markets
(i.e., energy, installed capacity, ancillary services, transmission congestion) and
with market monitoring. The NY1SO's administration of an RPS procurement
process would harmonize nicely with the NY 1SO's administration of existing
wholesale energy and capacity markets. There would be no need to create a
separate market operating outside the bounds of these wholesale markets. Because
aternative Central Procurement Model designs, in contrast, may require the
creation of a new entity or new units within existing entities to administer a
certificates procurement mechanism, the proposed NY I SO approach would be
more cost-effective.

L SEs are dready accustomed to, and are set up for, making payments to the
NY1SO based upon load and a $/MWh fee. Moreover, the NY1SO aready hasin
place mechanisms for the collection of payments from an array of market
participants. Again, because alternative Central Procurement Model approaches

may require the creation of a new entity or new units within existing entities to
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perform these functions, the proposed NY I SO approach would be more cost-
effective.

Assuming the NY SO is the administrating entity, the NY ISO's Open Access Transmission
Tariff (“OATT”) currently allows the NYISO to charge for participation in NY | SO-administered
markets. If certificates were to become another NY | SO-administered market under the NY1SO
OATT, LSE certificates payments would provide market transparency by being recovered either in
alineitemin Rate Schedule 1 uplift chargesor in a new Rate Schedule.

2. Auction Process

Under the proposed Central Procurement Model, within three months ahead of a
centralized auction described in detail hereafter, or within some other reasonable time frame, the
Commission would issue a two-year forward forecast of future incremental MW h resource
requirements. The forecast would be of the first increment of MWhs required for each year of a
designated time period; the quantity would be the same for each year within this time period. The
designated forecast period should be of sufficient duration to afford suppliers a reliable revenue
stream to support financing. The Joint Utilities believe that five years would be a sufficient
forecast period. Thus, for example, in 2004 the Commission would specify the first increment of
MWhs required to be met in each of the five years from 2006 to 2010. In 2005, the Commission
would specify the second incremental renewable resource requirement to be met in each of the five
years from 2007 to 2011. Appendix "B," entitled "Certificates Ladder," depicts how the
incremental resource requirements will continue to increase even as the suppliers five-year
commitments end.

The NY1SO would take the two-year forward forecast and conduct an annual centralized

forward auction to solicit bid prices for qualified certificates that would be delivered for each year
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of the specified five-year period. The certificates represent the renewabl e attributes associated
with physical energy production; devel opers would recover the value of the energy through the
various energy markets. As proposed, the centralized forward auction would be a Descending
Clock Auction which would establish a price that will attract excess certificates and continually
decrease the price until the price corresponds to the quantity of certificates needed. In other
words, each successive price decrease would result in suppliers of certificates withdrawing from
the auction until the quantity of certificates from those suppliers who are willing to accept the
auction price corresponds to the five-year commitment level established by the Commission or its
designee. If the centralized forward auction does not elicit enough certificates to meet the
requirements, then the NY1SO, with Commission approval, can elect either to accept a reduced
number of certificates for the five-year forward auction period, or to re-run the auction soliciting
the same number of certificates and starting the auction at a higher price. From a cost perspective,
flexibility in the number of certificates solicited would seem preferable. Particularly in the early
periods, it may be desirable to alow future technologies to develop and improve rather than to
adjust market price signals.

The two-year forecast, along with the five-year centralized forward auction, would be
conducted annually. From a planning perspective, this design would establish a succession of
rolling sevenyear windows.

Additionally, a series of monthly forward *“reconfiguration” auctions would be held among
interested suppliers of certificates. These reconfiguration auctions would be held between the time
of the five-year centralized forward auction and the start of the actual five-year period. The
purpose of the reconfiguration auctions would be to allow suppliersto cover changesin their

positions, e.g., resulting from unit cancellations or project delays, that could impair their ability to
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deliver in accordance with their obligations flowing from the five-year centralized forward
auction. These forward reconfiguration auctions would continue to be conducted throughout the
years for which certificates have been committed, and would allow suppliers to make timely
adjustments and corrections with other suppliers who may be "long.” The availability and price of
certificates in these reconfiguration auctions would provide market intelligence that would also
allow the Commission or the NY1SO, with Commission approval, to make timely corrections and
adjustments to subsequent RPS incremental targetsin future centralized forward auctions.

To the extent that these forward-1ooking auctions do not fully meet suppliers needs an
after-the- fact auction could also be held to allow certificate suppliers to true up any discrepancies
between their previous sales of certificates in the five-year centralized forward auctiors or in the
reconfigurationauctions and their actual production of certificates. Such discrepancies could
result from variations in the projected forced outage rates or in the availability of the subject
renewable resource. This after-the-fact auction could be held shortly after the completion of the
target year.

In terms of auction participants, both new renewable resources that eventually come into
existence, and planned new renewable resources that are not yet fully developed, can participate in
the auctiors, provided that the resource owners meet guidelines established by the Commission
and the NY1SO for testing, credit, and security, as applicable. Specific auction activity rules
governing the involvement of participants may also be necessary to prevent potential gaming
situations. Such ruleswould likely include controlling (i) the rate at which auction prices would
“tick down” (i.e., decrease) until supply and demand are balanced; and (ii) the quantity of

certificates from new renewable resources that each supplier could submit in each auction.
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Following the auctions, the NY I SO would advise the winning suppliers in writing of the
quantity, delivery, and pricing terms. This written notice, supported by appropriate regul atory
orders or tariffs, would suffice for suppliers to obtain the necessary financing to develop any new
projects or expansions based on the certificate revenue stream. As s the case with other market
auctions, neither the Commission nor the NY1SO would take legal title to the certificates. Rather,
the Commission or the NY SO would ssimply be the auction administrator pairing supply and
demand.

The Joint Utilitiesbelieve that procurement for afive-year period that commences two-
years forward would be sufficient to allow for the financing and development of new renewable
generation. It also would alow for the future decreases in technology costs that may help reduce
overal RPS costs. In addition, the rolling sevenyear window, along with reconfiguration and
after-the- fact auctions, would provide an opportunity for periodic Commission evaluations of the
forecasted and/or specified annual RPS target levels, and thereby allow corrections and
adjustments, where necessary, for policy purposes or based on facts or data that were unavailable
at the time, such as current economic conditions, reliability or operating consequences of the RPS,
national RPS legidation, real-time premium or market- place data, technological developments, or
other factors.

3. Certificate Products

Products that resource providers can bid into the auctions would include (i) certificates
from qualifying renewable resources directly supplied by generators; and (ii) certificates from
qualifying renewable resources under bilateral contracts supplied by the entity holding legal title to
the certificates, whether an L SE or a third party. Voluntary bilateral transactions for the purchase

of certificates are intended to be anintegral part of the certificates market to permit LSEs to
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procure their own certificates as a hedge against potentially higher market clearing pricesin the
centralized forward auctiors.

The proposed design of the Central Procurement Model requiresthat all certificates to be
solicited by the NY SO from qualifying renewable resources, including those reflected in a
bilateral transaction, be bid into the annual centralized forward auction This requirement assures
market visibility and accurate price discovery. LSEsthat procure certificates in a bilateral
transaction could ride the Descending Clock Auction to the market-clearing price, ensuring their
se.

4, Certificates Pricing and Payments

The clearing price of the annual centralized forward auction, would set the $/MWh price to
be charged to all L SEs serving load during the term covered by the auction. Because of this, the
$MWh pricing would not be impacted by any reconfiguration auctions. The clearing price is thus
straightforward and known at least two years before the month in which the supply of certificates
commences.

The LSEs would be billed after the certificates are produced and delivered. Revenue
requirements would be established by the Commission or the NY 1SO (or some other designee)
based upon:

() the weighted average $/MWh clearing price for certificates from suppliers
in al of the five-year annual centralized auctions that include the month in

which the certificates are delivered.

(i)  theenergy delivered to LSES customersin New Y ork State during the
billing period; and

(i)  theindirect costs for the RPS (as discussed in Section VII).
L SEs, in turn, would pass through these costs to their respective retail customers on a current

bass.
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If, as discussed above, an L SE, acting as asupplier of certificates, commits its own
bilaterally-procured certificates through the auction as a hedge against higher prices, it would in
turn receive equal financial credits for any procurement charges from the NY1SO at no
incremental cost to the LSE.

In either case, an L SE would make payments to the NY I SO based upon its MWh usage and
the ¥MWh fee for the period, net of credits received for bilaterally-procured certificates. The
L SEswould collect these payment s from their customers each month and remit them to the
NYISO.

Upon receipt of the payment by the LSEs, the NY 1SO would then remit payment to the
suppliersof certificates. Paymentsfor certificates thus would not be made at the time of the
auction, but would instead be made no earlier than the month after the certificates have been
produced by the supplier and delivered to the NY 1SO for assignment to L SEs.

The Central Procurement Model properly minimizes financial risk. Although suppliers of
certificates still have the risk that they would not be paid for certificates they fail to deliver, they
have the opportunity to cover any potential non-delivery through the reconfiguration and after-the-
fact auctions. In addition, with a central entity operating the certificates market subject to rules for
L SES creditworthiness, the risk of nonpayment to suppliersis minimal. Thiswill help to attract
investment, ensure that RPS objectives are met and negate the need for the adoption of penalties or
other measures, which could needlessly increase the overall costs of the RPS. At thistime it does
not appear to be necessary to include liquidated damages for suppliers who fail to meet their
delivery obligations in the design of the Central Procurement Model, but that option should be

kept available should experience demonstrate otherwise.
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1. ELIGIBILITY

In furtherance of the proposed Central Procurement Model, the Joint Utilities offer in this
Section |11 an aternative baseline proposal designed to permit participation by a diverse group of
renewable resources and to facilitate RPS program administration. 1°

The Joint Utilities also recommend in this Section |11 that the RPS be compatible with the
ongoing efforts of the Commission to support a competitive marketplace. Competition among
RPS resources can be achieved by following three general guidelines. First, areasonable range of
qualifying eligible resources should be selected as suppliers of qualifying certificates. A robust
portfolio of renewable resources, including imports, will be most likely to achieve the objectives
of the RPS at the most reasonable cost possible. Thus, the Joint Utilities generally endorse the list
of renewable generation technologies distributed by DPS Staff in its letter dated March 17, 2003
("March 17, 2003 Letter"), as discussed and modified during Working Group 1 ("Eligibility
Working Group") sessions.!’ Second, the Joint Utilities urge the Commission to avoid tiers, set-
asides or secondary incentives. Third, the Joint Utilities propose that certain existing renewable
resources should continue to be allowed to participate in the competitive green market, but should
not be authorized to be suppliers of qualifying certificates to the annual centralized forward

auctionunder the proposed Central Procurement Model.

16 The Joint Utilities also believe that New Y ork State authorities and other State governmental agencies should

take alead role in the implementation of the RPS program. This can be acconplished by the issuance of an
executive order that requires such entities to purchase their electric energy requirements from renewable
technologies. Under Executive Order No. 111, New Y ork State governmental authorities and agencies are
only required to purchase, by 2010, 20% of their energy needs from renewable resources. The Joint Utilities
believe that state government and agencies should purchase a significantly higher percentage of their electric
energy requirements from renewable resources. Such arequirement could be a significant step toward
meeting the State’s RPS goal.

It should be noted that certain utilities would support an expanded list of eligible resources. Those resources
areidentified in prior individual company filings.

17
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As a general matter, the Joint Utilities envision the success of the RPS program through a
combination of resource adequacy, program clarity, administrative simplicity, and cost control.
As detailed in Section VI, various factors interact with one another in the two cost studies
submitted in this proceeding to produce the forecasts of premiumsthat customers would be
expected to pay to support qualifying eligible resources under the RPS program. Some of these
factors are effectively beyond our control in this proceeding: the current cost of technologies and
how quickly those costs will drop over time, for example, or how receptive communities will be to
theinstallation of particular facilities, or the cost to interconnect facilities at specific locations.
Other factors are within our control: the design of the resource acquisition mechanism, the level of
over- market price risk transferred from the renewable generator to the purchaser of certificates (or
in the case of the DPS Staff/NY SERDA-sponsored cost study (" Staff Analysis'), as discussed in
Section V1 hereafter, the bundled power purchase agreement), the selection of resources
determined to be eligible, acceptance of imports and deliverability criteria, and so forth.

Customers and others who wish to do so will be able to measure the cost of premiums.
They will not, however, be able to make such a determination about the energy savings, because
those savings will not be measurable. Inevitably, this will focus attention on the cost of the
premiums.

More importantly, the intent of the RPS is to provide temporary market support for the
development of renewable resources with minimal impact on end-use consumers. Although it is
certainly more desirable that the premiums be offset with savings than not, it would be highly
undesirable for the premiums to become permanent. The RPS should be designed, then, to

decrease future dependence on premiums over time, to interrupt and intervene in the natural
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market behaviors and incentives to the smallest degree necessary to achieve its goals, and to
encourage a diverse base of renewable resources that is able to compete over the long term.
A. TheBasdline

The Joint Utilities advocate the establishment of broadly defined resource eligibility
criteria, including a baseline measure, and an equitable program that is easy to understand and
implement. Resources included within the baseline measure should be limited to those renewable
resources that are, or were, in operation (or have a start-up date within a pre-determined short-term
timeframe) as of a date certain (e.g., the date a Commission order adopting an RPS is issued).

In this regard, the Joint Utilities recognize the difficulty of achieving group consensus on
the baseline issue, particularly given the large number of active participants in this proceeding.
The Joint Utilities applaud the diligent efforts of DPS Staff to develop the 28,896,189 MWhs
baseline that was proposed in conjunction with the April 29, 2003 Working Group 1 (Eligibility
Working Group) meeting. If the 2002 State Energy Plan forecast of load growth over the next ten
years proves to be correct, thiswill produce a requirement for a 9.2% increase in generation from
renewables over the next decade to achieve a 25% goal. The following is the specific
"compromise proposal” presented by DPS Staff at this meeting:

For the purposes of setting an incremental target to reach the 25% goadl, it
will be assumed that the incremental target is 25% of projected statewide
electricity usage in NY Sin 2013 less a baseline of 28,896,189 MWHSs.
The collaborative will not make attribution as to the specific sources that
make up the basdline. Any future adjustments to targets will be made in
the context of designated ‘eligible’ resources without attribution back to
the effect, if any, on the makeup of the baseline.*®

This compromise proposal may be neither easy to understand nor easy to implement. The

Joint Utilities fear the proposal will confuse consumers and program participants alike. Moreover,

18 Working Group 1 April 29, 2003 Meeting Notes (posted on the Commission web site).
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the “compromise proposal” will be extremely difficult to implement since, as drafted, it is virtualy
impossible to determine whether or not a specific unit is “existing” or “new” and therefore eligible
for participation in the RPS programas a supplier of certificates, or if the purchase of its
certificates to meet the needs of the new RPS increment will result in a double counting of units.
Accordingly, the Joint Utilities submit an alternative baseline proposal.

The Joint Utilities recommend, as originally proposed by DPS Staff's March 17, 2003
Letter, that a baseline of 29,650,404 MWh or 19.34% of 2001-2002 load, be approved. If the 2002
Sate Energy Plan forecast of load growth over the next ten years proves to be correct, this will
produce arequirement for an 8.8% increase in renewable generation over the next decade to
achieve a 25% goal. As also discussed by DPS Staff in its March 17, 2003 Letter, included in this
baseline would be all biomass, fuel cell, hydro, solar, solid waste, *°and wind resources operational
during the period April 2001-March 2002, both within New Y ork State and within regions outside
New York State that provided renewable energy exportsto New Y ork State.

Setting a baseline in which all the individual contributing units can be explicitly identified
and listed, asis the case with the Joint Utilities proposed baseline, will make the qualifying
suppliersof certificates in the RPS program transparent, reducing the potential for double
counting. By specifically identifying and listing baseline units, participants will be able to
ascertain which specific resources are eligible to supply qualifying certificates under the RPS

program

19 Including municipal solid waste in the baselineis fully compatible with the inclusion of landfill gas, which is

produced from solid waste.
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B. Target Resour ce Eligibility

As set forth in The Renewables Portfolio Sandard — A Practical Guide,? “[i]n deciding
which renewables will be eligible to satisfy the RPS. . . policy makers need to match their goas
with the characteristics of different renewable resources.””* Because the stated intent of the
Commission’s RPS program is to promote a broad spectrum of Working Objectives goals —
which range from environmental preservation to improved security and fuel supply diversification
— the resources that must be considered “renewable” must similarly be broadly defined.
According to the NARUC Guide, “[a]ll renewables have significant benefits in several
environmental categories. This feature could argue for extending dligibility to every renewable
type.”?? Further, as noted in the NARUC Guide, “[i]f policy makers are interested in renewable
energy to obtain related resource diversity benefits, they should define eligibility broadly.”®

Consistent with the Commission’s goals and the guidance provided by NARUC, the Joint
Utilities propose that eligibility under the RPS be expansive and include a wide variety of
renewabl e resources and renewabl e generation technologies. The renewable resources should
include “imports’ and upgrades or additions to existing resources currently in the proposed

baseline.?* As for renewable generation technologies, a very broad mix would maximize

competition in the marketplace, maximize energy diversity, and potentially minimize the cost of

20 Nancy Rader and Scott Hempling, National Association of Regulatory Utility Commissioners, The

Renewables Portfolio Standard -- A Practical Guide (2001) ( “NARUC Guide").

2 NARUC Guide, p. 15.
2 Id.
= Id. p. 16.

2 For example, improvementsin either efficiency or availability of existing New Y ork State run-of-river hydro

facilitieswill add to the overall MW production of the facilities, either by better enabling them to utilize the
existing renewable resource or enabling them to utilize the renewabl e resource on a more consistent basis.
Also, there are limited opportunities remaining in New Y ork State for new hydro plant additions. If we
consider the modernization and improvement of our existing fleet as acceptable optionsin the RPS, we have
expanded our opportunities for better utilizing this renewable resource. Improvements would be measured in
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the program to energy consumers. |t isimportant to recognize that we are planning today for
certificate acquisitions that will occur as many as ten years from now. Asexplained in Appendix
"C", entitled "Forecasting Winners', we should design sufficient flexibility into the RPS program
to allow for the possibility that the “best” portfolio of technologies eligible to provide qualifying
certificates may prove to be somewhat different than what we now expect. Each technology
should be evaluated by the Commission, or a designee, on the environmental attributes and
economic efficiency of the technology as it emerges. In thisway, new and marginal technologies
would not be excluded by the RPS in future years, thus exparding the renewables supply and
therefore potentially lowering costs. Such a broad generation technology mix would result in a
secure and diverse, "eco-friendly" base of renewable generation that would position New Y ork
State to aleviate future over-dependence on natural gas and fossil fuels, in furtherance of Working
Objectives 1 ("New Y ork's Environment") and 2 ("Generation Diversity").
C. Tiers

The Joint Utilities do not support the inclusion of atier system under the proposed Central
Procurement Model.?® Tiers force policy to be set based on potentially inaccurate forecasts, such
as forecasts of the change in costs and benefits of the advantaged technol ogies over time, forecasts
of the costs and benefits of desirable aternative technologies, forecasts of the availability of
materials, equipment and sites, and forecasts of favored geographic locations. Tiers increase both

the costs and the complexity of any RPS program Tier systems also adversely impact the ease

terms of increased MWh generated per yearly water flow through the station in cubic feet per second
compared to their baseline capability.

The Joint Upstate Utilities cost study ("Utility Analysis") evaluated tiers, but, as noted in the study, the
evaluated scenarios were not intended to endorse particular policy decisions. For example, two tierswere
added to one scenario because this option had been extensively discussed within the Working Groups. It
therefore seemed inappropriate to conduct an analysis without exploring the potential impacts of a version of
the tiers concept.

25
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with which an RPS program can be implemented and can unnecessarily duplicate RPS program
incentives.

A tier system imposes today’ s priorities upon tomorrow’s New York State, and either
implicitly or explicitly locks in a vaue or ranking system, which may well be obsolete years
before the end of the RPS program The Joint Utilities oppose a tier system because it will likely
result in artificial discrimination between different types of generation technologies. Depending
on the tier design, the overall effectiveness of the RPS program may be compromised since some
resources may receive more of a premium than is economically appropriate.

A tier system also unnecessarily increases costs and adds administrative complexity to an
RPS program. Tiers essentially select and subsidize certain generation technologies that, without
such subsidization, would presumably be too expensive to succeed in a competitive market. Tiers
make the administration of a Central Procurement Model much more complex and expensive, and
add an additional and unnecessary layer of oversight to the RPS program. 2°

Tier systems may also inappropriately duplicate existing incentives. For example, if tiers
are proposed to encourage the development of renewable generation downstate, this will duplicate
the energy and capacity market pricing that already encourages investment in such downstate

facilities.?” Also, NY SERDA funding, and State and federal tax credits, as well as other sources

% This complexity manifestsitself in different ways. A credit multiplier, for example, will increase the numb er

of certificates that must be acquired in total to achieve the ultimate RPS target, and therefore the total cost to
consumers to achieve that target. It will aso make the number of certificates necessary to achieve the target
unpredictable, since the incentive effect will matter only in the case of those facilities that win in the
auctions.

z If generators receive the market clearing price for renewabl e premiums and the market clearing price from

the energy market, they will have an incentive to locate their units where the value of both these revenue
streams will be maximized: in downstate New Y ork. The Utility Analysisdemonstrates the effect of this
behavior. With no additional siting incentive, renewable facilities tended to locate where the price of energy
was highest, to the degree modeling constraints allowed. If tiers are designed specifically to pay an extra
premium for renewable generation to |ocate downstate, if a Central Procurement Model is designed to pay all
generators the market clearing price for their certificates, and if the LBMP market already offers a premium
for such downstate locations, then the locational tier may pay downstate generators an excessive premium.
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of support, are already available for emerging technologies. The American Wind Association
published a paper last year that found: “Wind Energy currently receives a direct subsidy, the
Production Tax Credit (“PTC”). The PTC provides atax credit of 1.5 cents per kilowatt-hour
(adjusted for inflation, currently 1.7 cents/kWHh) to producers of electricity from wind energy.”?®
According to that paper, other “subsidies come in various forms, including payment for
production, tax deductions, guarantees, and leasing of public lands at below market rates.
Subsidies can aso be provided indirectly, for example, through federal research and development
programs, and provisions in federal legislation and regulations.”?° The American Wind
Association cited a detailed 1993 study of energy subsidies by the Alliance to Save Energy, which
concluded that in 1989 $900 Million was channeled to al renewable energy sources, including
wind.*® It would be unnecessary to duplicate this assistance through an RPS program.

On the specific question of a so-called maintenance tier, the Joint Utilities believe that it
would be very difficult to decide which units would and would not qualify for funding under such
atier. Most importantly, "free-ridership” is a compelling objection Although a small number of
renewable generators in the baseline might be kept fromretirement were they to receive
premiums, it seems likely that most of the renewable energy in the baseline would continue to be
available through 2013 without the need for premium payments, as the generation which supplies
such energy continues to rely on the existing wholesale market for revenues. These generators,

much like existing non-renewable generators, are competitive today in the existing marketplace. It

is unclear how we would distinguish such free-riders from units genuinely in need of premiums

2 “The Most Frequently Asked Questions About Wind Energy”, American Wind Association, in cooperation

with the U.S. Department of Energy and the National Renewable Energy Laboratory, Copyright 2002, at
page 25. See http://www.awea.org/pubs/documents/FA Q2002%20-%20web.PDFE.

2 Id.
30 Id.
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were New Y ork State to pursue a maintenancetier. It is quite clear that the cost of energy to New
Y ork State consumers would rise unnecessarily to pay the free-rider premiums. A reasonable
compromise resolution of thisissue may lie in the voluntary green market, as discussed hereafter
in Section IV (D).

For the reasons discussed above, the Joint Utilities do not support the inclusion of tiers
under the proposed Central Procurement Model.

IV. CERTIFICATES TRADING

The Summary of Working Group Discussions®® provides that “[t] he charge of Working
Group Four was to devise aNew Y ork trading system to enable trading of [certificates] separately
from energy contracts or transactions.”®? The “appropriateness of a ‘renewable attributes trading’
system, and the components of any such system that might be developed,” is Threshold Issue
Number 10 of the Instituting Order.>3

As discussed heresfter,>* the Joint Utilities share the view that the Commission should
include a certificates trading system as part of a Central Procurement Model. Such a system
should be compatible with any similar systems in place in neighboring regions, and should
accommodate imports and exports. Further, the Commission should carefully consider existing

New York State renewable initiatives (including the Environmental Disclosure Compliance

3 Case 03-E-0188 — Proceeding on Motion of the Commission Regarding a Retail Renewable Portfolio

Standard, Summary of Working Group Discussion, issued by ALJ Stein on June 25, 2003.
% Id. at p. 8.
3 Instituting Order p. 4.

34 The Joint Utilities would note the pendency of American Ref-Fuel Company, et al., Docket No. EL03-133-
000 before the Federal Energy Regulatory Commission ("FERC"). Inthat case, FERC is being requested to
rule that contracts under the Public Utility Regulatory Policies Act of 1978 ("PURPA") do not convey to the
purchasing utility any renewable energy credits or similar tradable certificates. In commentsfiled in that
proceeding, Central Maine Power Company has argued that, under existing PURPA power purchase
agreements, the energy and capacity being generated by the qualifying facility and sold to the utility must
include any and all environmental attributes, including renewable energy credits, associated with such energy
and capacity. American Ref-Fuel Company, et al., Docket No. EL03-133-000, Comments of Central Maine
Power Company dated July 21, 2003, p. 7. The Joint Utilities support this view.
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Program), and determine the extent to which they should be incorporated in full, or as modified, in
the proposed Central Procurement Model. Finally, given the lead-time necessary for the
development of supporting hardware and infrastructure, including software, it is essential that a
decision be made on the open issues related to the design and implementation of a certificate
system. On this point, as part of the collaborative process Working Group 4 agreed that additional
time would be useful to further the discussions on development of a certificates trading system.
For Working Group 4's consideration, the Joint Utilities have provided as Appendix "D" adraft of
aproposed PIM GATS program and an associated timeline.
A. Need for Certificates Trading

There was a consensus among the parties in this proceeding that the Commission should
include a certificates trading system as a part of any RPS program. As noted in the Summary of
Working Group Discussions, the parties agreed that “New Y ork should move ahead and design a
New York trading system so long asit is compatible with neighboring systems.”*®

Professional industry groups and coalitions also agree that there is a need to include a
certificates trading system as part of arenewables program. In areport entitled “Plugging In
Renewable Energy: Grading The States,” the Union of Concerned Scientists also supports the use
of tradable certificates to enable electricity suppliersto comply with an RPS program “at the
lowest cost.” *® Further, the NARUC Guide supports the use of certificates in an RPS program *’

According to both the Scientist Report and the NARUC Guide, tradable certificates reduce

the costs of compliance with a renewables prog-am and promote a competitive renewables

3 Summary of Working Group Discussion p. 9.

3 “Plugging In Renewable Energy: Grading The States’, by Jeff Deyette, Steve Clemmer, and Deborah
Donovan, Union of Concerned Scientists, May 2003 ( “ Scientist Report”), p. 7.
3 NARUC Guide, Chapter Six, at 55-71.
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market.®® The Scientist Report asserts that a“ market-based approach [to price certificates] is
designed to provide the greatest amount of clean power for the lowest price and create an ongoing
incentive to drive costs down.”%

A certificates trading system may also be necessary to support voluntary green market
programs, as discussed in Section 1V (D) hereafter. Such a system would also provide a
framework for future policy initiatives and would be compatible with the competitive policy
structure supported by New Y ork State.

Accordingly, based upon the consensus position of the parties to the RPS proceeding, as
well as the recommendations of professional industry groups and coalitions, the Joint Utilities urge
the Commission to adopt a certificates trading system as part of the proposed Central Procurement
Model — and to do so sufficiently early such that the design of the Central Procurement Model
can proceed and developers can rely on the system when financing their projects.

B. Compatibility with Neighboring Regions

The consensus in the RPS proceeding was to establish a certificates trading system that is
compatible with similar systems in neighboring regions, in the sense of issuing equivalent attribute
certificates.*® The importance of coordination and compatibility with neighboring regions
systems was properly emphasized by the ALJin this proceeding when she established Working
Group 4 ("Regiona Trading”).** The need for regional trading of certificates was subsequently
reinforced by the ALJwhen she issued the final version of the description of the tasks and agenda

for Working Group 4 on May 5, 2003. This document was entitled “Regional Trading of

Renewable Energy Credits — Working Group No. 4” and listed nine issues to be addressed in

38 Id. at 56; Scientist Report p. 7.
39 Scientist Report p. 7.
40 Summary of Working Group Discussion, pp. 8 and 9.

33



exploring options for implementing certificate trading. These issues focus on the need for
coordination and compatibility with neighboring control areas.

According to the NARUC Guide, coordination of RPS compliance efforts with
neighboring states on aregional basis is necessary because:

the market for electric generation is regional, and generators and retailers
operate in more than one state. Without such compatibility and
coordination, it will be difficult to properly track [ certificates] among
multi-state market participants. Additionally, the RPS will be vulnerable
to double-counting, both intentional and unintentional. Last, regional
coordination is necessary to verify retailers claims regarding the attributes
of their power products so that the same [certificate] is not used in two
different states or regions, as could occur without aregional coordination
effort.*?

The existence of proposed federal legislation*® which includes a national RPS, also makes
the need for a compatible regional certificates system all the more important. If afederal law
instituting a national RPS is enacted, the New Y ork certificates system will need to be compatible
with the national RPS. Regiona compatibility is a necessary and logical first step toward
achieving national compatibility.

Further, the principle of cost efficiency dictates that a certificates trading system be
regionaly if not nationally compatible. If New York State develops a certificates trading system
which is not compatible with neighboring regions, New Y ork State would not be able to take
advantage of existing computer systems already in place in those regions. Thus, the administrative

cost of implementing New Y ork State' s certificates trading system would be unnecessarily

increased. It islikely that taking advantage of these existing systems will aso shorten

4 Letter to Active Parties dated April 11, 2003, from ALJ Stein.
42 NARUC Guide, pp. 66-67.
a3 S.14 and H.R.6, Energy Policy Act of 2003.
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implementation time and reduce the occurrence of errors and problems otherwise attributable to
new and untesed software.

In summary, to facilitate competitive regional markets and reduce administrative costs, the
Joint Utilities believe that a New Y ork State certificates system must be compatible with similar
systems in neighboring regions. The Joint Utilities urge the Commission to so conclude. A
compatible energy trading system facilitates the competitive regional renewables market clearly
envisioned by the Commission as part of the RPS program.**
C. Allowance of Imports and Exports

Integral to any certificates trading system that is compatible with neighboring regions are
imports and exports. Without imports and exports, there can be no regional market for
renewables. Further, the consensus position of the partiesto this proceeding supports the inclusion
of imported and exported certificates. The Summary of Working Group Discussions
acknowledges the parties agreement “that imports into New Y ork should be alowed to be traded.
As New York appears likely to be a net importer of renewables, there was consensus that eligible
imports should be allowed to be traded here.”* In addition, “[m]ost, but not al, parties concluded
that the creation of a New Y ork trading system accommodating imports and exports was
critical .”®
The principle of cost efficiency also dictates that imports and exports be included in any

certificates trading system adopted as part of the New Y ork State RPS program. The failure of the

RPS program to accommodate imports and exports would lead to higher program costs.*” This

a4 Letter to Active Parties, dated April 11, 2003, from ALJ Stein.
45 Summary of Working Group Discussion p. 9.
46

Id.

47 Exclusion of imports from the Utility Analysiswas a simplifying assumption, and certainly not a statement of

principle. The Joint Utilities agree, for example, that Canadian hydro might offer certificates at alower
premium than a New Y ork State wind farm.
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would be completely counter to the Working Objectives and, in particular, to Working Objectives
4 (“Equity and Economic Efficiency”) and 5 ("Competitive Neutrality”).*®

Finally, the parties are in agreement that whether deliverability of energy should be
required isakey issue to be decided by the Commission in its RPS policy statement. The ability
of retailers to use imported certificates to meet the New Y ork State RPS requirements without a
deliverability requirement may be more, or may be less, expensive than if only certificates
associated with energy actually delivered into New York State were eligible to meet the RPS
targets. In addition, while meeting environmental and air quality goals may sometimes be limited
to the larger air shed region without the imposition of a deliverability requirement, thereis aso the
question whether an intermittent resource would sign a contract to deliver energy. Scheduling an
intermittent resource in the day-ahead market and then failing to deliver in real-time could result in
substantial economic losses to that intermittent resource. To date, these matters have not been
carefully evaluated in the RPS proceeding.

For the reasons discussed above, the Commission should ensure that the RPS program
adopted in New Y ork State includes a regionally-compatible certificates trading system that allows
for the importing and exporting of certificates from neighboring regions. On the question of
deliverability, if an RPS is developed which allows the Commission or its designee to coordinate
programs with other regions, deliverability is not necessary. If the region from which a renewable
resource delivers certificates to New Y ork State has an RPS system that alows for tracking the
production of certificates in that region and verificationof delivery of those certificates to an entity
in New York State, then deliverability of energy with the certificates will not be necessary.

However, if the other region does not have a compatible RPS system that allows New Y ork State

48 June 19, 2003 Ruling, Revised Working Objectives at 3-4.
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to verify and track the certificates, then deliverability may be necessary to verify and track the
certificates produced outside of New Y ork State. The Commission may find that under some
circumstances, such as where another region is still in the process of developing its tracking
system, legally binding attestations by entities producing and delivering certificates may suffice.
D. Existing Certificate Programs

The only source for over- market premiumstoday in New York State is a form of
certificate available nationwide. Products or credits certified by the Center for Resource Solutions
in San Francisco, California*® are being sold by certified Green-e retail marketers or LSEs®® ina
number of utility serviceterritories in New York State. Under all these programs, qualifying
generators may sell their attributes directly to Green-e retail marketers or LSES, who in turn sell
them to retail customers as Green-e products or Tradable Renewable Credits ("TRCs").
Alternatively, qualifying generators may sell their attributes to wholesale marketers, who
aggregate the attributes from one or more generators for resale to the retail marketers or LSEs as
Greene products or TRCs. In either case, Green-e products and TRCs are retired when they are
sold to retail customers or upon their expiration date, whichever comes first.

Asdiscussed in Section 111 (C), the Joint Utilities support continuation of the voluntary
green market, both as a matter of policy and as a potential source of revenue for (i) renewable

generators currently in the RPS baseline that now qualify for the Green-e program, and for (ii) new

49 For more information on the Center and its credit certification programs, see http://www.green-e.org/. The

Green-e standard for electricity products sold in New Y ork can be found at http://www.green-
e.org/ipp/standard_for_marketers.html; for the requirements placed on the marketers themselves that includes
abrief discussion of the Green-e environmental disclosure requirements and true-up period, see
http://www.green-e.org/ipp/marketer_requirements.html . For information about Tradable Renewable Credits
(TRCs), which are aslightly different nationwide product certified by the Center that can also be sold in New
Y ork, see http://www.green-e.org/ipp/trc_marketers.html .

A retail marketer may sell only the Green-e credits to the end-use retail customer, or an LSE may sell an end-
useretail customer both energy and Green-e credits, or an L SE qualified to sell an end-use retail customer
both products may sell aparticular customer only one product or the other.
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renewable generators. In order to make this possible, consideration must be given to the
appropriate procedures and practices to be put into place in New Y ork which will allow both the
voluntary green market and the RPS to function effectively side by side without double-counting
attributes, with appropriate product labeling and environmental disclosure, and without placing a
discouraging administrative burden on market participants.

In New Y ork State the current transfer of attributes (without the use of a certificate
mechanism) is tracked as part of the Commission's Environmental Disclosure Compliance
Program ("EDCP")®! and its associated conversion transactions ("CTs"). Under the EDCP, all
energy generated and sold in New York State energy markets is reported to the DPS for purposes
of environmental disclosure reporting. Generators report bilateral transactionsto the NY1SO. The
NY SO reports both bilateral transactions and spot market transactions to the DPS, while LSEs
report load modifiers. It isassumed that each transaction has involved the sale and purchase of
both the energy and its associated attributes from a particular generator: the attributes are not
unbundled from the energy and separately sold.

After historical spot market sales are reported by the NY1SO to the DPS, the DPS reports
to each generator those attributes which may be used for CTs. LSES may negotiate an exchange
(or “conversion”) of attributes with interested generators, should they wish to do so. Thisisthe
only point in the process where attributes may be unlinked from their energy source. Asarule,
generators trade their “cleaner” attributes for the “less clean” characteristics of the average spot

market profile. Inthe case of Green-e retail vendors, if such vendors inform the retail customers

51 Case 94-E-0952 - In the Matter of Competitive Opportunities Regarding Electric Service, filed in C 93-M-
0229, Opinion No. 98-19, Opinion and Order Adopting Environmental Disclosure Requirements and

Establishing a Tracking Mechanism (issued and effective December 15, 1998).
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L SE of the CTs, the certificate sales can be matched with equivalent CTs, ensuring consistent New
York State environmental disclosure forms.

CTs cannot be based on bilateral transactions or load modifiers; conversions may only be
based on spot market transactions. Money may or may not change hands as part of a CT when
"cleaner" attributes are exchanged for "less clean" attributes because financial transactions are not
tracked. The potential exists, however, for a market for CTs; indeed, this potential was one of the
reasons to create the CT transaction concept in the first place. Finally, in the case of imports,
deliverability of energy isarequirement: attributes alone cannot be imported.

As presently designed, the EDCP is not compatible with other regional market designs,
which permit the transfer of certificates alone. In addition, it is unclear whether New York State
wishes to permit trading systems for three different attribute mechanisms: Greene credits, CTs,
and New York State certificates. New Y ork State thus would appear to have four options: (i)
create a third form of New Y ork State RPS certificates, in addition to Green-e credits and CTs; (ii)
maintain CTs but replace Greene creditswith New Y ork State RPS certificates, (iii) eliminate
both GreenE creditsand CTs, and have only New Y ork State RPS certificates to serve all
purposes (RPS, voluntary green retail products, and product conversion and environmental
disclosure); or (iv) retain the existing configuration, and meet the needs of the voluntary green
market with Green-e credits while meeting the needs of the RPS with bundled energy and CT
arrangements.

Given the important role existing renewable energy initiatives have played in New Y ork
State, the Joint Utilities recommend that Working Group 4 be charged with evaluating the various

options and making appropriate recommendatiors.
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E. Certificates Banking and Borrowing

One of the advantages of the Central Procurement Model is that it mitigates the need for
banking and borrowing of certificates. Thisis because the purchase requirement is shifted from
individual LSEsto a statewide level. A centralized solicitation process would make ramp rate
adjustments possible. Reconfiguration and after-the- fact auctions would further reduce the risk of
an insufficient statewide supply of certificates.

However, where suppliers have an excess or shortfall of certificates for any given year, the
Central Procurement Model would permit them to utilize banking and borrowing of certificates to
meet their commitments for a stated period. The Joint Utilities recommend that this period be one
year in advance for banking and one year past for borrowing. The quantity of certificatesto be
banked or borrowed could be limited by rules developed by the Commission or its designee. For
example, constraints may be placed on the ability to borrow more certificates that a generator is
likely to produce in a given period. Suppliers could resell and repurchase such certificates in the
reconfiguration and after-the-fact auctions, subject to appropriate rules to be developed by the
Commission or its designee.

As discussed in Section 11, the Central Procurement Model would also permit LSESs to
enter into bilateral agreements to purchase certificates for hedging purposes. The LSE would then
be required to bid those certificates into the central procurement auction.

Because many details would have to be developed in order to implement banking and
borrowing, the Joint Utilities recommend that Working Group 4 be charged with adding certificate

banking and borrowing to its scope of analysis.
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V. CONTRACTING STANDARDS

Asdiscussed in Section 11 (A) above, under the Central Procurement Model the buying and
selling of certificates would be conducted through a centralized market administered by an entity
independent from market participants and/or through voluntary bilateral agreements. At thistime,
the Joint Utilities see no need for the development of contracting standards to govern voluntary
bilateral agreements for the purchase of such certificates.

The Central Procurement Model does not contemplate that L SEs would be required to
enter into long-term power purchase agreements. The Joint Utilities believe that any such
requirement would be inconsistent with the energy markets in New Y ork State and would,
therefore, be inconsistent with Working Objectives 4 (“Equity and Economic Efficiency") and 5
("Competitive Neutrality"). Long-term power purchase agreements may foster problems from
conditions that could not be foreseen at the time of contract execution. Furthermore, reliable
energy at a reasonable cost might be impacted negatively.

Certainly voluntary bilateral agreements between L SEs and generators for the purchase and
sale of electricity are permitted under the Central Procurement Model. A generator of renewable
resources would be permitted, but not required, to participate in the spot market administered by
the NY SO, and L SEs would be permitted, but not required, to enter into long-term power
purchase agreements for hedging purposes.

For these reasons, the Joint Utilities believe that the decision making processes and
business strategies of LSES, renewable resource providers, and the NY 1SO should not be restricted

by Commission mandated long-term power purchase agreements.
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VI. COSTSAND BENEFITS

The costs of implementing an RPS were estimated in an Initial Analysis performed by ICF
Consulting on behalf of the Joint Upstate Utilities® (“Utility Analysis’), and in a Cost Study
Report prepared by DPS Staff, NY SERDA, Sustainable Energy Advantage, LLC, and La Capra
Associates (“ Staff Analysis’).*®

Both studies rely on the 2002 Sate Energy Plan for projections of long-term load growth
and energy sales. Both studies make similar assumptions as to the incremental growth in
renewable power to be obtained between 2006 and 2013; > the Joint Upstate Utilities assumed 1%
growth per year and DPS Staff assumed 0.94% growth per year.>® Both studies assumed
continuation of the existing federal production tax credit.>®

As discussed hereafter, despite the similarities in the basic load projections and RPS
“targets,” the studies differ in several respects.

A. Utility Analysis

The intention of the Utility Analysisis to depict, from a system production perspective, the

potential costs, cost savings, and emissions improvements that could result from funding

commercialization of new renewable sources of gereration. The premise of this perspective is that

52 The utilities sponsoring this study are Central Hudson, NY SEG, Niagara Mohawk and RG& E.

The Joint Utilities are continuing discussions with DPS Staff related to the assumptions, methods, data
sources and other aspects of the Staff Analysis.

The Joint Upstate Utilities continued their study beyond 2013, to 2020, and, in the letter transmitting the
PowerPoint summary of the Utility Analysis, also reported on the costs (and potential savings) after 2013
shown by carrying the analysis out beyond 2013.

As noted by the Joint Utilities previously, the Utility Analysis assumed the 8% incremental new renewable
growth criterion and the Staff 2013 phase-in target only for purposes of the Utility Analysis; the use of those
criteriain the Utility Analysis does not imply any endorsement or acceptance of either the growth target or
DPS Staff’ s phase-in.

DPS Staff’s Responses to Joint Utilities' Question 24 confirm that DPS Staff’ s position is that the RPS
premium would be increased to offset the economic effect of termination of the federal PTC. Those costs
were not included in the Staff Analysis (or in the Utility Analysis). If the federal tax credit terminates at
some future date, and if the devel opers are presumed to “need” the level of financial returns assumed

53

54
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allocation of the financial resources of consumers and businesses of the State for the purpose of
aiding development of renewable generation is a societal choice among competing uses for the
essentially private funds. Therefore, the most fundamental assessment of the costs and benefits of
adecision must be made from a societal perspective.

The Utility Analysis was performed using | CF Consulting’ s well-known electric power
sector model, the Integrated Planning Model® (“IPM”).>” IPM has a demonstrated record of
extensive use by federal and state agencies for medium to long-term policy analyses.>®

The Utility Analysis analyzed two different cases, both of which assumed technol ogical
improvements in the performance of renewables and improvements in capital and operating costs
as compared to existing renewable resources. Two alternative sets of assumptions were used to
characterize the availability of natural resources (specifically, wind) to "fuel" operetion of the new
renewable resources. The intention of the two cases studies was to “bound” the range of costs that

could result from implementing an RPS having the “targets’ identified in the Instituting Order.

elsewherein the analysis so that the loss of the tax credit is additive to the premium, the effect would be to
increase the direct cost of the RPS.

57 The Joint Upstate Utilities’ submission consists of atransmittal letter, a 63 page series of PowerPoint Slides

entitled “Report of Initial Analysis of proposed New Y ork RPS’ (including Appendices) ("Report"), and five

pages of spreadsheet summaries of certain model results. The study was called an Initial Analysis because

there has been no consensus developed as to the design elements of aprogram (e.g., level of “targets,” kinds

or extent of “tiers,” restriction, or absence thereof, for geographical location, level of profit to be allowed to

developers, etc.).

The advantages of an integrated model are many:
IPM provides true integration of wholesale power, system reliability, environmental constraints, fuel
choice, transmission, capacity expansion, and all key operational elements of generators on the
power grid in alinear optimization framework. The model utilizes a Windows™-based database
platform and interface that captures a detailed representation of every electric boiler and generator in
the. . .North American . . . regions. The fundamental logic behind the model determines the |east-
cost means of meeting electric generation energy and capacity requirements while complying with
specified constraints including air pollution regulations, transmission constraints, and plant-specific
operational constraints. The versatility of IPM allows usersto specify which constraints to exercise
and populate IPM with their own datasets.

See www.icfconsulting.com/markets/energy/imp.asp
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The first study case (“ Scenario 1) represents performance characteristics (costs and
output) for renewables technol ogies and resource availability (wind resource characteristics) that
the Joint Upstate Utilities believed were attainable with a high degree of likelihood. In this
scenario, the Utility Analysis also specified that 5% of the incremental targets in Scenario 1 be met
by solar PV and 5% by fuel cells, on the explicitly stated premise that it was plausible that New
York State would establish “set asides’ for those technologies. The second study case (“ Scenario
2") was developed by the Joint Upstate Utilities to reflect relatively more optimistic assumptions,
relating primarily to future technological improvements, wind facility cost and performance data
and wind resource availability.

Under both scenarios, al new renewable resources were assumed to be built in New Y ork
State.®® It must be emphasized that the Joint Utilities strongly favor the inclusion of imports as
eligible resources in the RPS program, as discussed in Section IV (C) above. However, in
designing the parameters of the Utility Analysis, the Joint Upstate Utilities realized that it would
be quite difficult to reliably model the larger regional market for certificates during the coming
yearsin the time available. The possible adoption of a federal RPS, the possible strengthening of
existing RPS requirements in other states and in Canadian provinces, and the uncertain draw upon
renewabl e resources by the voluntary green market could combine and interact in a manner that
makes the larger market hard to predict. Further, it isfar from clear to what extent renewable
resources built outside New Y ork State will find the New Y ork State RPS their most profitable or
convenient market, or to what extent developers who build in New Y ork State will find it desirable

to sell their output either outside New Y ork State or on the voluntary market rather than in the

%9 Details of the assumptions made in the Utility Analysis are summarized at pp. 9-16 and 49-56 of the Report.



RPS. Accordingly, the Utility Analysis simply assumed under both Scenario 1 and Scenario 2 that
al RPS resources would be constructed in New Y ork State.

Under each scenario, the Utility Analysis calculated the costs of an RPS in two ways:
direct RPS premiums, and total state-wide production costs including recognizing savingsin fuel
costs resulting from reductions in in-state generation. The results of each of these ways were
presented for the 2006 - 2013 time period and for the 2006 - 2020 time period. The Utility
Analysis places reliance upon the results reported for the 2006 - 2020 time period and specifically
states that the results through 2013 had been calculated and reported for the specific and limited
purpose of facilitating comparison to the Staff Analysis calculations for this time period.®® The
2020 date represents a time period sufficiently long to capture most of the costs, on a net present
value basis,®* of the 2006 through 2013 incremental RPS “target.” In calculating the costs through
2020, the Utility Analysis assumed continuation of the 25% RPS (incremental 8%) “target,” which
had the effect of continuing the program through the study period.

The Utility Analysis found that under Scenario 1, the direct, out-of-pocket, coststo
consumers and businesses in New Y ork of the RPS premiums required to “incentivize’ the
production of 14 million KWh by 2013 from new renewable generation, and continue at the
incremental 8% of in-state sales thereafter, could exceed $6 Billion in year 2000 dollars by 2020.
If the more optimistic assumptions of Scenario 2 prevail, the direct RPS premium costs would be

reduced to about $2 Billion in year 2000 dollars by 2020.°?

60 See Joint Upstate Utilities July 27, 2003 transmittal |etter.

61 The Utility Analysis IPM modeling assumed 20-year book lives for the renewables. Thus, the analysis

should have extended through 2033 to capture the full costs of the last cohort of facilities added in 2013. The
additional cost of carrying out the modeling runs to 2033 was judged to be unnecessary, particularly in light
of the uncertainties as to loads and resources that far into the future, as discussed.

Both the $6 Billion and the $2 Billion amounts represent the net present value of the revenues that would be
paid by New York State consumers as premiums to the new renewabl e generators between 2006 and 2020.
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Slide 27 of the Utility Analysisillustrates a vital distinction between these two scenario
results: one produced rising, and the other declining, spot certificate prices depending on the input
assumptions regarding advancements in the costs and performance of available renewable
technologies. Under Scenario 1, devel opers assume that in the future they will compete against
more costly renewable resources for premiums as growth in certificate demand outpaces the cost
and performance of available renewable technologies, thus yielding steady increases in certificate
prices. Under Scenario 2, developers assume that in the future they will compete against less
costly renewables resources for premiums because of advances in the costs and performance of
technologies, thus yielding steady decreases in certificate prices.

In the second cost metric used in the Utility Analysis, the costs were expressed as “total in
state production costs.” This metric summarizes the cost of producing power by New Y ork State-
based generators (conventional and renewable), including going forward capital, fuel and
operations and maintenance ("O&M") expenditures. Included in this metric are the costs of
building new renewable resources to comply with the RPS, along with the offsetting effect of
savings resulting from avoided conventional capacity that did not need to be built and in avoided
fuel expenditures. Using this metric, the net present value of Scenario 1 was reduced to about $5
Billion, but that of Scenario 2 increased® to over $2 Billion; in both cases as aresult of the

changesin the cost of producing power by in-state generators.

&3 Theincrease is the result of the need for incremental operation of additional peaking generation to meet

reserve margins under the assumptions of Scenario 2, principally as aresult of the increased operation of
intermittent resources.
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B. Staff Analysis

The Staff Analysis employed two different analyses. a production costing model (GE
MAPS),* and a“supply curve spreadsheet.”®® GE MAPS is awell-known model that was
developed during the period when generation was priced on the basis of embedded utility costs,
for the purpose of production costing simulations. It has since been modified for application to
competitive markets. The supply curve spreadsheet was constructed for purposes of the present
analysis and contains separate supply curves for 2006, 2009 and 2013.%¢ The procedures that were
employed are described in the DPS Staff Response to Joint Utilities Question 22.

The stated intention of the Staff Analysis was to determine the “Direct RPS cost premium
over time” and to offset that amount by reductions in “commodity market prices,” and by “indirect
electric price suppression” effects.®’ From that information, the Staff Analysis sought to
determine electric consumer rate effects.®®

The Staff Analysis consisted of one study case with several “sengitivities.” The study case
includes a number of design elements that distinguish it from the studies performed by the Joint
Utilities. For example, while the Utility Analysis, as noted, assumed all RPS resources would be
constructed in New Y ork State, the Staff Analysis assumed approximately 2,000 MWSs, or almost

one-half of the RPS incremental tier demand, would be met through renewable resources

64 The DPS Staff/NY SERDA decision to employ GE MAPS required that the date, capacity and specific “node”
of each capacity addition be specified asan input. This is because while M APS has a tremendous amount of
transmission and substation level detail, it doesnot predict entry or exit decisions. It meant that each new
renewable, aswell as any other new generation source and all retirements, were required to be located by
year and nodein MAPS.

& An additional element estimated the customer cost impacts on adelivery utility by delivery utility basis.

66 The Staff supply curve for the new renewable generators was devel oped by LaCapra Associates and

Sustainable Energy Advantage. See DPS Staff Response to Joint Utilities' Question 22b.

See Sustainable energy Advantage LL C June 27, 2003 PowerPoint presentation Modeling the Impacts of a
NY Renewable Portfolio Sandard, p. 13.

68 Id.
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constructed outside of New Y ork State.®® Low cost wind resourcesin PIM and low cost hydro
resources in Canada alone provided 43.7% of the 2013 requirement.’® The Staff Analysisalso
assumed highly favorable wind resource parameters, tending to allow wind facilities both to lower
their levelized costs (minimizing the needed premium) and improve their capacity factors (which
serves both to minimize the levelized cost and therefore premium, and to increase the ICAP which
also serves to reduce the premium).

The Staff Analysis calculated costs through 2013 only, ”* again unlike the Utility Analysis,
which calculated costs through 2020. The method used in the Staff Analysis to calculate the
"direct RPS cost premium” was based on a "long-term contract-for-differences’ approach in which
the RPS premium payment essentially makes up the difference between the revenues available
from the market and the notiona total revenue “needs’ of the developers, as assumed in the supply
curve spreadsheet component of the Staff Analysis. Asthe DPS Staff Response to Joint Utilities
Question 26 shows, the direct RPS cost premiums are a very significant source of revenue in the
Staff Analysis. In the 2013 “increment” of new renewable resources, virtualy all of the facilities
will be economically dependent upon the RPS premiums.’®> About half will receive almost
equivalent revenues from the RPS premium and from the markets.

The Staff Analysis calculations found that the total direct RPS premium costs through 2013
would be $772 Million (20033$), offset partially by wholesale market price reductions of $450

Million (2003$) as determined by the GE MAPS modeling, leaving a net cost to electric

69 Staff Analysis Section V-B, Table 5B-1.

70 DPS Staff Response to Joint Utilities Question 19.

n With the minor exception of the SBC-like tier for which life-cycle costs were calcul ated.

The dependence of the facilities on non-market sources of funds may be greater, because the Staff Analysis
percentages "do not include other revenue sources such astax incentives or development grants.”
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consumers of $322 Million (2003$).”® The Staff Analysis did not report any direct RPS premium
costs or reductions in wholesale prices after 2013.7
C. Utility and Staff Analyses Cost Modeling

The cost modeling utilized in the Utility Analysis and in the Staff Analysisdiffer in the
following key respects.

1 Contracts

With respect to the annual costs of the RPS premiums during the 2006 — 2013 time period
considered in the Staff Analysis, a“levelized” contract for differences approachwas utilized. ”®
The “levelized” term connotes that a single value is calculated to represent the economic
equivalent of the varying annual revenues from the RPS premium that a given kind of facility,
assumed to be developed, or “reached” in the Staff Analysis's supply curve, would receive. While
the Staff Analysis limited recognition of costs to only the 2006 through 2013 time period, the Staff
Anaysis calculated the levelized value of contracts for differences apparently using longer time
periods approximating the book lives of the various technologies.”® That approach necessarily
assumes that each facility would operate over its entire book life — an additioral twelve to
nineteen years beyond 2013 — and receive RPS premium revenues over the entire book life period

of the facility pursuant to long-term contracts for differences.””

& If the results from the Utility Analysis were restated to the same approach (annuity) used in the Staff

Analysis and truncated to 2013, the Utility Analysis would show net costs almost 50% greater than those
calculated by the Staff Analysis.

“ DPS Staff Responses to Joint Utilities' Question 25.

& In the June 27 meeting this was described as “ aggregate compliance costs cal culated as weighted average of

commitments made over time” Sustainable Energy Advantage LLC June 27, 2003 PowerPoint Presentation,
Modeling the Impact of a NY Renewable Portfolio Standard, p. 5.

6 Seeld. at p. 14; DPS Staff Responses to Joint Utilities' Question 26.

" DPS Staff Responses to the Joint Utilities' Question 25 confirms that the Staff Analysis entailslong term
contracts over the book lives of the renewabl e assets.
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In the long-term contract for differences approach used in the Staff Analysis, the levelized
cost of the marginal renewable resource necessary to meet the RPS requirement is frozen for that
particular year (e.g., 2006), referred to in the Staff Analysis spreadsheet as an “increment.” The
Staff Analysis calculated the renewable premium necessary to support that specific “increment” of
renewable generation going forward as the difference between the levelized cost of that resource
and the wholesale energy price in the year that increment is “reached.” This contract for
differences calculation is done for each marginal renewable resource “reached” in each of the Staff
Analysis's three study years, with the total RPS premium then being summed, leading to an energy
weighted RPS premium. As noted, this approach assumes long-term contracts for the book life of
the renewable facility. If the facility did not know that it would recover its costs over the time
period needed to recover the invested capital, there would be no reason for it to accept a
“levelized” RPS value.

It is important to understand the allocation of risk inherent in the vision of the RPS set
forth in the Staff Analysis. If RPS premium prices fall in the future due to improved wind
technology, for example, the counter-party to the contract for differences would then have an
“above- market” obligation, as compared to the “market price” of RPS premium required by the
newer, more efficient, facility. Conversely, if RPS premium prices rise due to resource
degradation issues, the entity that signed the contract for differences would be in arelatively
advantageous situation, having locked in a lower price. The Staff Analysis reliance on long-term
contracts thus shifts the risk of future changes in the value of the RPS premium from the
renewabl e resource generator to the counter party, i.e., the LSE, and ultimately to New Y ork State

electricity consumers. One of the reasons, then, why long-term contracts may appear to lower
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prices is because risk is transferred from the seller to the buyer, in this case, from the renewable
resource generator to the New Y ork State consumers, who are the ultimate RPS purchasers. "8

In contrast to the Staff Analysis’ “levelized” approach to calculating the RPS premium, the
Utility Analysis determined the RPS premium based on the annual spot price necessary in that
year to support the aggregate required amount of incremental renewable generation. This
approach selects the renewabl e resources needed to meet the “target” for a given year through the
economic minimization logic of 1PM, and then values all incremental renewable generation in
each year studied at the spot price in that year defined by the difference between the margind
renewable and the wholesale price. An effect of this approach is to place renewable generatorsin
a position more like that of conventional generators, which have cash flows based upon the prices
in the energy markets. For purposes of the cost analysis, IPM forecasts the future prices (with
"perfect foresight"’®) taking into account both future technology improvements as well as the
resource degradation assumptions to calculate the price necessary in each modeled year to support
the incremental renewable generator coming on line to meet “targeted” renewable demand.
Because of this foresight, near term payments to renewable generators may exceed the difference
between their book life levelized costs (as calculated by the Staff Analsyis) and the commaodity

prices of energy. Thisis due to the need for project developers to recoup their investments in the

& Staff Analysis' use of long-term contracts-for-differences rai ses other additional concerns, including: () the

difficulty of conducting an acquisition process in the real world in which different resources produce
contracts of different duration; (b) future recovery of the cost of these long-term contracts, particularly after
2013, and particularly if the price of these premiums proves to be significantly higher than the price of
premiums during that future time; and (c) the impact of bidder behavior in an acquisition process in which
bidders are paid their bid price rather than a market clearing price. It isfar from clear whether renewable
resource generators will bid their cost under these circumstances, as opposed to devel oping a bid price
strategy based on market intelligence concerning their competition and the current and forward price of
attribute certificates.

& IPM isdynamicin that it has the capability to use forecasts of future conditions, requirements, and option

characteristics to make decisions for the present. This capability replicates, as much as possible, the
perspective of power plant developers, regulatory personnel, and the public in reviewing important
investment options for the electric power industry and electricity consumers.
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short-term in the face of falling projected future spot certificate prices. If for example, a
renewable developer knows that wind technology will be improving in the future and that, as a
result, the certificate market price will be driven lower in the future, he will demand higher
payments today in order to weather the lower payments that will be coming. If, on the other hand,
he expects higher certificate price payments in the future as aresult of renewables being more
expensive due to resource degradation, he would be willing to accept certificate prices today that
are lower than his levelized cost. In the study, the model “knows™ al of this with perfect foresight
and the results are determined on an economic optimum basis using the cost minimization
functions built into IPM. Under the approach relied upon in the Utility Analysis, price risk thus
remains with the renewabl e resource generator.

2. Market Entry and Exit
GE MAPS was originally designed to simulate the expected decisions of operators during

real-time operations. For near-term operations, entry and exit issues are relatively unimportant as
compared to other variables such as transmission, therefore MAPS is not equipped to predict
economic entry and exit. Hence, MAPS is more properly used for analyses geared to the short-
term. The Staff Analysis use of GE MAPS in three short-term (one year), separate studies does not
rigorously depict atenyear time horizon because each of the years studied are independent, not
“linked.”

The Staff Analysisdid not “model” market entry or exit; it made assumptions about what
facilities would close down and what facilities would start up during the time horizon extending
through 2013. These assumptions are subjective, not driven by economics. Because of the
detailed, node by node structure of GE MAPS, the “load modifiers’ and the “generators’ were
required to be located in order to be modeled on specific nodes. Thisallocation of renewable

resources was a subjective, norquantitative judgmental process, not the economically-driven
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expansion inherent in IPM. Moreover, because of the range of node pricesin GE MAPS, the
analysts assignment of resources to nodes could significantly affect the results for example, by
preferentially selecting the nodes with the highest prices in the base case.
3. Wholesale Price Trajectory
The Staff Analysis Base Case statewide average wholesale price was forecast to increase
from 31.80 mills’kwh in 2006 to 32.56 mills’kwh in 2009 and then to 36.63 millskwh in 2013. In
contrast, the SEP2002 forecasts much more modest price increases (page 3-130, Table 21) of
approximately 1% per year between 2008 and 2012 and 2% per year between 2012 and 2016.%°
Between 2009 and 2013, the Staff Analysis statewide average prices are forecast to increase by
over 12%, or almost 3% per year.8! One consequence of the higher 2013 wholesale price is that
lower premium prices are therefore required to support the needed level of renewable generation,
greatly reducing the cost of the program. In addition, the Staff Analysis also predicts greater
savings in wholesale power costs, to offset the direct costs of the RPS, than the Utility Analysis.®
The results of the Staff Analysis depend greatly on DPS Staff’s “supply curve.” As
disclosed by the DPS Staff Response to Joint Utilities Question 22a:
The available amounts of each resource were phased in on an annual
basis to represent a combination of factors such as evolving market
barriers, delivery and manufacturing infrastructure limitations,

development lead time, permitting constraints, market acceptance
and technology availability.

8 The Utility Analysis forecast essentially flat statewide average wholesale prices from 2009 (32.56 mills/kwh;

interestingly, the same value as the Staff Analysis) through 2013 (32.51 mills/kwh).

It thus seems unlikely that the 2002 State Energy Plan fuel forecast assumptions created the anomaly, as
suggested in DPS Staff’ s Response to Joint Utilities’ Question 12.

82 The Staff Analysis predicts savings of 1.54 mills’kwh, over 60% higher than the 0.96 mills’/kwh in wholesale
power savings predicted by the Utility Analysis.

81
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DPS Staff’ s description points out the subjective nature of the three explicit supply curves
utilized in the Staff Analysis. Each of the curvesis controlled by the nontransparent “phasing in”
of many subjective features.

D. Costs, Benefits and RPS Design

Both the Utility Analysis and the Staff Analysis shed light upon the important RPS design

decisions that must be made in this proceeding. Consider, for example, the following table:

Cost Methodology Comparison in Billions of Dollars

Spot Price Premium Contract for Differences
ﬁfgn?ﬂﬁﬁf Joint Joint Joint Joint
2003 for Period Utilities Utilities Utilities Utilities Staff
Scenario 1 Scenario 2 Scenario 1 Scenario 2
Stated
NPV of Costs
through 2013 | Year $2.24 $1.24 $1.69 $0.46 | $0.74
NPV of costs | 2000 $
through 2020 $6.74 $1.88 $4.09 $0.89 | $1.49

Note: Thetable valuesrely on the "net" costs reported by the Staff Analysis; all NPVs
were calculated using a 6.97% discount rate; the Staff Analysis 2020 NPV assumes
costs are held constant at 2013 level s through 2020.
Setting aside any discussion of inputs assumptions, and methodologies that vary between the
Utility Analysis and Staff Analysis, all of which must be addressed to understand and properly use
these numbers, several important preliminary observations can be made based on this data.

First, the RPS has the potential to be costly to New Y ork State consumers. Regardless of
the extent to which it may be offset by savings in the wholesale energy market, the premium itself
is an important number that should be minimized as a matter of policy as a contributing factor to
the customer’ s electric bill both (i) during the 2006 - 2013 RPS ramping-up period and (ii) at least

equally importantly, during the subsequent end-state period, as New Y ork State eliminates the

premium and returns the New Y ork State energy market to its normal condition where generators
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are no longer dependent upon this extra- market source of revenue. If the Commission is not
careful in itsdesign of the RPS program, it is clearly possible not only that the RPS program will
be costly, but aso that premiums may rise significantly over time, or customers many years from
now may find themselves committed to pay prices for certificates that are substantially greater
than the prices equivalent certificates command on the market of that day. At a minimum, the
Commission should examine the issue of premium payments in 2013, and develop a schedule for
the phasing out and/or cessation of premium payments.

Second, boththe Utility Analysis and the Staff Analysis include assumptions concerning
available renewable resources. Although the implicit “supply curve’” employed in IPM and the
explicit supply curves employed in the Staff Analysisdiffer in many ways, in principle both reflect
(more or less completely and rigorowsly) the addition of new resources on an economic “least
cost” basis. Unless the ability of new renewable facilities to receive an RPS premium is
constrained to match the “supply curves’ (implicit or explicit in the two differing analyses), the
actual addition of new facilities will not be the economically minimum scenario. For example, the
Staff Analysis (Table 5B-1) shows RPS premiums ranging from $2.40/MWH (Unicode 62) to
$27.30/MWH (Unicode 33), for afactor of 100. If facilities like those contemplated by Unicode
33 (PIM coal bio- mass co-firing) are permitted to receive RPS premium payments in 2006, the
actual costs imposed on New Y ork State consumers and businesses will be many times those
suggested by the Staff Analysis. Given the essentially positive slope of the Staff Analysis supply
curve, each year’'s incremental RPS requirement is met by lower cost resources than the next
year’s requirement. In effect, only certain kinds of “eligible’ resources are “reached” in satisfying
any given year’s incremental requirement, and the costs of the “reached” resources increases over

time. One effect of thisisto reduce the NPV of the indicated costs.

55



As apractical matter, this will never happen. There isno way to design an acquisition
process that will guarantee that devel opers will develop al the least-cost technologies at the least-
cost sites before they move on to the next most expensive, develop them with universal success,
and dedicate the output of those facilitiesto New Y ork State's RPS program rather than to the
voluntary green market or to the renewables market in some other state or province.® In that
sense, therefore, al the estimates of premium costs on the table above may underestimate the
actual near-term program cost.

On the other hand, this also means that it is not inevitable that the prices of renewable
resources will rise over time, in part because it is not ordained that the least-cost resources will be
bid in the early years of the RPS program. It is also possible that over the life of the RPS,
renewable facilities will come down in cost; indeed, the underlying purpose of the RPS is to
facilitate a transition to a state whereby these technologies will no longer require subsidies.
Implicit in this concept is the idea that technology costs will continue to decline and developers
will continue to improve their ability to reduce expenses associated with these facilities over time.

This critical source of uncertainty in the cost of the RPS program cannot be resolved by
modeling or theory, as discussed above in Section VI (A). None of us has any way to know today
which of these model outcomes summarized in the table above will prove to be true in red life,
because unlike the foresight of the generators assumed in these models, our real life foresight is
“imperfect.” Y et the consequences of these two outcomes are substantial, because the two will
burden consumers quite differently. Certificate prices that drop over time will position New Y ork

State for the eventual elimination of the RPS program, while prices that rise will make the

8 A fourth possible outlet for renewable facilities sales is Executive Order 111. It is unclear whether the

renewables purchase requirement under this executive order in New Y ork State will be superseded by the
RPS, will be added to the RPS requirement within the RPS program, will be considered avoluntary green
market purchase, or will constitute a unique purchase classification of its own.
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program increasingly expensive on areal-time basis. Particularly in the out years after 2013,
consumers may question commitments made on their behalf years ago, for technologies long
obsolete, requiring outsize subsidy payments. This argues strongly in favor of designing an RPS
program with “circuit-breaker" capabilities and with a focus on encouraging low certificate prices.
The Joint Utilities have proposed such an RPS program in these Initial Comments.

Third, as noted, the Utility Analysis and Staff Analysis handled imports in very different
ways. Asapractica matter, however, any RPS design should seek to minimize the transaction
costs for renewable resource generators to participate in the New Y ork State RPS. Adoption of the
Centra Procurement Model design proposed in these Initial Comments would achieve this goal
quite effectively. Compared to a traditional RFP, the proposed auction mechanism would be
relatively transparent, requirements are quite clear-cut, and participation in the program should be
less complex. Compared to the Individual Compliance Model, developers would not need to
accommodate a multiplicity of acquisition mechanisms, either on simultaneous schedules
(imposing an enormous burden on personnel) or on different schedules (imposing high levels of
outcome and planning uncertainty), on different scales, with potentially different approval criteria.
Nor would they need to run the risk of being approved by some L SEs, rejected by other L SEs, and
left with commitments but without adequate funding to achieve them. The appeal of the Central
Procurement Model itself may help attract and retain renewables to the New Y ork State RPS
market.

Fourth, the differing forms of contracts between the Utility Analysis and the Staff Analysis
are at opposite ends of the spectrum in terms of who bears the price risk — the LSE or the
renewabl e resource generator. The Central Procurement Model proposed by the Joint Utilitiesin

these Initial Comments places that risk on the entity who can best manage it, namely, the
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renewabl e resource generator. The auction process under the Central Procurement Model would
provide an extended period of revenue certainty for generators, plus a well-designed market
sructure that will give early units in particular future opportunities to repeat those locked- in sales
commitments, without a requirement for long-term contracts that expose New Y ork State LSES
and consumers to an unacceptable level of risk.

Fifth, it is clearly possible to design the RPS in such away asto increase its cost. Various
forms of tiers, set-asides, or carve-outs to ensure that special needs are met would accomplish this
undesirable result. Designing an acquisition process that met needs other than cost minimization
within a set of eligible resources would do the same, particularly if this process increased
generator transaction costs, created gaming opportunities, caused confusion, or encouraged low-
cost generators to pursue other markets.

Finally, the magnitude of the wholesale energy price reductions due to the impact of the
RPS is unclear, reinforcing the importance of a focus on premiums, while the impact of the RPS
on the price of natural gas will be negligible. As discussed above, although the Joint Utilities fully
support inclusion of importsin the list of eigible resources, the Joint Utilities do not believe that
the level of imports that will ultimately make up the RPS can be accurately predicted; once again,
it will need to be experienced. DPS Staff, in responding to Joint Utilities Question 20,

acknowledged the sengitivity of the price reductions calculated in the Staff Analysis:

Because the supply curve is generally broad and flat, imports eliminated
from the table of reached resources would be replaced by additional,
dightly higher-priced domestic resources. In other words, the supply curve
contains a number of new renewable resources that were available but not
selected to meet the RPS requirements, and which feature significant
volumes at prices only moderately above the estimated contract pricesin
Staff’sanalysis. This suggests that potential changes to the supply or
demand for new renewabl e resources (such as limitation or exclusion of
imports) would not change the cost of RPS compliance "dramatically”.
While this would not dramatically increase the cost of the premium, it
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would have a large impact on wholesale price suppression. The

calculations are cumbersome. We will provide a quantification of our

answer as soon as the calculations are compl eted.
(emphasis supplied). In contrast, there has been no study of demand elasticity to provide abasis
for concluding that the decremental changes in gas usage shown by the cost studies are sufficient
to produce any measurable elastic response. The Utility Analysis found reductions of 4% to 5% in
the use of natural gas for power production purposes in New Y ork State, as new renewable
projects displaced conventional generation, but reductions of this magnitude are insufficient to
produce price elasticity at the state or national level. In light of these uncertainties, adoption of the
Central Procurement Model, and its associated cost- and risk- minimization features, would be
appropriate and warranted.

What has clearly emerged as aresult of the Staff Analysis and the Utility Analysisisthe
need for further analysis of costs and benefits. Pending formulation of an RPS, or at |east
resolution of important issues such astiers and deliverability, the development of appropriate
assumptions and input cannot be undertaken in any meaningful respect. For this reason, the Joint
Utilities recommend that the Commission direct ongoing cost evaluations as this proceeding

develops.

VIl. COST RECOVERYMETHODOLOGY

In its Instituting Order, the Commission requested that the AL J solicit comments on
fourteen "Threshold Issues.” Threshold Issue 6 concerns “Methodologies for the recovery of costs
by regulated utilities” In setting forth Threshold Issue 6, the Commission recognized that there
are costs that utilities will incur as aresult of implementation of the RPSin New York State and
that those costs should be recovered by regulated utilities. The Joint Utilities agreethat regulated

utilities must be permitted cost recovery.
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In order to achieve such cost recovery, RPS-related costs should be charged, on an
equitable basis, to all electric energy consumers. To do otherwise would unduly burden regulated
utilities and other participating L SEs and create inequities among consumers. The Commission
must assure that the full cost of the RPS is assessed on the consumers of New Y ork State and that,
consistent with applicable laws, no provision of the RPS would adversely impact the revenues of

the regulated utilities.

The full costs of the RPS include, but would not be limited to, premium costs, program
implementation costs, ongoing administrative costs and reporting costs. The Joint Utilities
recommend that the following methodology be adopted (or endorsed, as applicable) by the
Commission to assure full cost recovery by regulated utilities:

1 All costs, direct (premium) costs and indirect (program implementation,

administrative and reporting) costswould be collected from all LSEs and

passed through to the end use consumers.

a Premium costs: Costs to support renewable technologies that are not yet
cost competitive would be established during the Central Procurement
Model solicitation process and separately accounted for. Premium costs
would be paid to the renewable generator. As discussed in Section Il
(©) (4), under the Joint Utilities' proposed Central Procurement Model such
costs would be included in the existing NY SO Rate Schedule 1 or some

new rate schedule, so that the costs are separately accounted for.

b. Program implementation, administrative and reporting costs: Costs of a
central administrator, including system development, implementation costs,

and costs of credit tracking and procurement, as well as any costs relating to
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reporting on progress of the renewable target, would be forecast annually,
applied to the premium cost charged the L SEs, passed through to the end-

use consumers, and reconciled annually.

2. All costs that are identified in the final NY SERDA/NY SO RFP Study on
Reliability, “ Study the Effects of Integrating Wind Power on Transmission System
Planning, Reliability and Operations’®* would be recovered. Those costs would

include:

a Costs of required Transmission/Distribution system upgrades for integration

of renewable generation.

b. Cost impacts related to ancillary services, operating reserves, regulation

requirements and response rates.
C. Costs relating to any additional services of the NY1SO.
d. Any costs from potential impacts on congestion.

3. All other costs identified by subsequent information relating to the RPS would be

recoverable by the regulated utility incurring such additional costs.

The Joint Utilities support a cost recovery mechanism that ensures that regulated utilities
recover above- market costs in a competitively- neutral manner on an as-incurred basis from all
customers receiving retail electric service. All costs would be recovered on a current basis

(monthly, quarterly, or annually), irrespective of existing rate plan provisions.

84 A draft of this RFP Study was issued on August 11, 2003.
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CONCLUSION

In these Initial Comments, the Joint Utilities have discussed the many advantages of a
Central Procurement Model, and have proposed a specific approach for the Commission's
consideration. This approach, in the judgment of the Joint Utilities, will result in the full
achievement of the RPS at the lowest costs to New Y ork State consumers. The Joint Utilities have
also made a number of recommendations regarding eligibility and certificates trading. The Joint
Utilities have discussed how the Working Objectives should be applied to a consideration of all
these matters. Finally, the Joint Utilities have addressed cost issues raised by the Utility Analysis
and the Staff Analysis, along with an appropriate Cost Recovery Methodology.

The Joint Utilities recognize that the design of an RPS will require the evaluation of many
important issues, including market design, eligibility and reliability, and a balancing of these
issues with important Working Objectives. In these Initiadl Comments, the Joint Utilities have
offered suggestions on how these matters could be resolved, and urge their adoption by the
Commission. To the extent any Recommended Decision or Commission order in this proceeding
leaves one or more of these matters open, the Joint Utilities look forward to continuation of the
collaborative Working Group process.

Respectfully submitted,

/s/ Robert J. Glasser

Robert J. Glasser

THOMPSON HINE LLP

Attorneys for Central Hudson Gas & Electric Corporation
One Chase Manhattan Plaza

New York, New York 10005-1401

(212) 344-5680
E-Mail: Bob.Glasser@thompsonhine.com
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/s Seven R. Pincus

Steven R. Pincus

Attorney for Consolidated Edison Company of New Y ork, Inc. and
Orange and Rockland Utilities, Inc.

Consolidated Edison Company of New Y ork, Inc.

4 |rving Place

New York, New York 10003

(212) 460-6699

E-Mail: pincuss@coned.com

/sl Amy A. Davis

Amy A. Davis

HUBER LAWRENCE & ABELL

Attorneys for New York State Gas & Electric Corporation and
Rochester Gas and Electric Corporation

605 Third Avenue

New York, New York 10158-0076

(212) 661-5759

E-Mail: adavis@huberlaw.com

/s Lisa Gayle Bradley

Lisa Gayle Bradley

Attorney for Niagara Mohawk Power Corporation
Niagara Mohawk Power Corporation

300 Erie Blvd. West

Syracuse, New Y ork 13202

(315) 428-3421

E-Mail: lisa.bradley@us.ngrid.com

Dated: September 26, 2003
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APPENDIX " A" - PROCEDURAL HISTORY

By its Instituting Order, the Commission announced the initiation of a proceeding to
develop and implement an RPS in New Y ork State. According to the Commission, the goals of its
RPS efforts, as set forth in the Instituting Order, are to address “the effects on our climate of
fossil-fired generation and the security implications of importing much of the fuel needed to
supply our eectricity needs.” * An additional goal is to rectify the State’s vulnerability to price
spikes and possible supply disruptions as a result of its over-dependence on afinite supply of
natural gas and other fossil fuels.?

In the Instituting Order, the Commission directed that an Administrative Law Judge
("ALJ") be appointed and that the ALJ facilitate a collaborative process with the goal of
developing a draft policy statement.® The Commission also required the ALJ to provide periodic
reports to the Commission Chairman concerning the status of the proceeding.* Additionally, the
Commission directed the ALJ to obtain comments on a number of threshold issues identified in the
Instituting Order.®

ALJ Eleanor Stein was assigned to this proceeding. On February 20, 2003, ALJ Stein
issued a Ruling Concerning Procedure and Schedule,® in which she commenced the process for
establishing the procedures and schedule for the proceeding. A Notice of Procedural Conference

scheduling a March 4, 2003 procedural conference was issued on the same day. At the ensuing

Instituting Order, mimeo p. 1.

2
Id.
Instituting Order, mimeo p. 5, Ordering Paragraph 1.

Instituting Order, mimeo p. 5, Ordering Paragraph 2.
Instituting Order, mimeo pp. 3-4.

Case 03-E-0188, Proceeding on Motion of the Commission Regarding a Retail Renewable Portfolio
Standard, Ruling Concerning Procedure and Schedule (issued February 20, 2003) (the “February 2003
Order”) mimeo p. 1.
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conference, ALJ Stein explained the collaborative process she intended to follow in thiscase. ALJ
Stein stated that she planned to schedule a series of educational seminars, followed by
collaborative RPS design sessions.

Subsequently, ALJ Stein issued a Ruling Revising Schedule on March 6, 2003. In that
Ruling, she extended the time for filing comments addressing the threshold issues identified in the
Ingtituting Order to March 28, 2003. Numerous parties submitted comments.

Following the submission of the comments referenced above, ALJ Stein convened several
educational seminar sessions on April 7 and 8, 2003. ALJ Stein also facilitated a series of
collaborative meetings in accordance with the schedule set forth in a Notice of Collaborative
Meetings. © During these collaborative meetings, participating parties organized into various
workgroups to address such issues as resource eligibility and the model to be implemented. The
product of these workgroups was posted on the Commission's web site.

On June 9, 2003, a Notice of Workshop on Cost Benefit Analysis Methodology was issued.
The purpose of the June 27, 2003 workshop conducted pursuant to that Notice was to discuss the
scope of the appropriate methodologies for assessing the costs and benefits of various renewable
portfolio designs. The meeting focused exclusively on the cost study prepared by Staff of the
DPS.

A Ruling on Motion to Amend Comment Schedule and Convene Reliability Impacts
Meeting was issued on June 13, 2003. In that Ruling, ALJ Stein modified the schedule so that
comments concerning RPS design and cost issues would be done in the same set of comments. In
the June 19, 2003 Ruling, ALJ Stein outlined the process parties are to follow for their comments.

Additionally, ALJ Stein issued revised working objectives.

Case 03-E-03-E-0188 - Proceeding on Motion of the Commission Regarding a Retail Renewable Portfolio
Standard, Notice of Collaborative Meeting (issued March 27, 2003) (the “March 27, 2003 Ruling”).
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By letter dated July 21, 2003, the schedule for the submission of cost studies and initial and
reply comments was extended to July 28, August 20 and 29, respectively. Thereafter, on August
12, 2003, a technical conference was held to review various cost analysesprepared by several
parties to this proceeding. Recognizing the complexity of the cost and benefit studies and the
importance of a studied RPS plan, ALJ Stein issued the August 18, 2003 Ruling extending the
time for the filing of initial comments until September 22, 2003. The ALJs August 18 Ruling also
instructed parties to file "any additional motions concerning schedule process, further meetings, or
added procedure steps, no later than September 22, 2003."®

In aNotice issued on September 18, 2003, the parties were advised of the scheduling of a
conference concerning reliability on October 10, 2003. The purpose of the conferenceis a
presentation by the NY SO and discussion concerning the impact of additional renewable
generation on the reliability of the bulk power system.

In aFurther Ruling Concerning Schedule and Procedure, issued September 19, 2003, the
ALJ extended the schedule for submission of initial comments until September 26, and for the

submission of reply comments until October 31, 2003.

August 18, 2003 Ruling, mimeo p. 2. The ALJ also noted that working groups still intending to file further
reports may do so until September 15, 2003. The ALJreserved decision on as to the appropriate filing date
for reply comments.
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APPENDIX "B" - CERTIFICATESLADDER
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D) Starting with Auction No. 6 in 2009, the Quantity sought will include the Annual Increment plus an
additional amount to reflect the Quantity that is no longer committed at the end of each 5 year strip.

(2) This certificates |adder is a conceptual illustration. As stated in Section 1V (D), the Joint Utilities recommend
that, at aminimum, in 2013 the Commission should develop a schedule for the phasing out and/or cessation
of premium payments.



APPENDIX "C" - FORECASTING WINNERS

A simple comparison of the two cost studies produced in this proceeding is quite
illuminating: we can't really be certain what kind of facilities will be used to meet the
requirements of the RPS between now and 2013. We are even less sure where any particular plant
will be located, who will own it, how much each facility will cost, and what price each generator
owner will bid into a certificate auction.

In the Joint Upstate Utilities cost study, wind, biomass, landfill gas, and even fuel cells
(under one scenario) were found to be relatively cost-competitive. The study was conservatively
designed to assume that qualifying imports would be balanced by qualifying exports. In the DPS
Staff/NY SERDA -sponsored cost study, wind, hydro, biomass, landfill gas, and manure digestion
were found economic, with almost forty percent of the resources on a capacity basis imported
from Canada or PIM.

It becomes clear that these individual resources are far from identical: a wind facility under
one scenario is not necessarily the same as awind plant under another. Moreover, neither study
intended the choice of studied resources to be dispositive. Both studies agreed that renewable
resource technologies not on either list might prove to be economical options in practice.

In the real world, the resources that will actually be built will depend on many factors: the
state of development of particular technologies, exogenous subsidies (e.g., the federal wind
production tax credit), the interests and capabilities of individual developers, and perhaps
especially important for renewables, local siting opportunities and support. These are not factors
that lend themselves to simulation modeling. They can also be expected to have different impacts
over time on different technologies in different locations throughout New Y ork State and the

region.
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The RPS will require a very substantial commitment by New Y ork in new renewable
generation and will cause the new installation or modification of quite a number of generating
facilities. 1t makes sense to avoid constraining decisions about eligible resources based on the
results of the cost simulation models. Instead, the range of results should be used as an indication
that we cannot be certain in advance what choices will be in the best interests of the consumers of

New York State.



APPENDIX "D" - PIM GATSPROGRAM AND TIMELINE

GATS Concept
Draft (Edited to Eliminate Multistate-Only M aterial)

Background

The GATS database will be designed to support three general types of state policies and
regulations: (1) Information Disclosure by retail load serving entities to retail customers,
(2) Renewable Portfolio Standard obligations of retail LSEs; and (3) Emission
Performance Standard obligations of retail L SES.

In simple terms, Information Disclosure requires aretail L SE to inform its customers on a
periodic basis (quarterly, semi-annually, or annually) of the fuel source, emissions, and
other characteristics of the electricity resources supplied to the customer.

A Renewable Portfolio Standard (“RPS’) requires aretail L SE to include a minimum
percentage of renewable resourcesin its mix of electricity resources supplied to
customers.

An Emissions/Generation Performance Standard (“EPS’ or “GPS”) requires aretail LSE
not to exceed a maximum threshold of specific pollutantsin its mix of electricity
resources supplied to customers.

The GATS Working Group, comprised of representatives of PIM’ s regulatory agencies
(primarily electric and air), PIM market participants, and PIM staff, has been meeting
since late 2001 to develop a consensus on how the various state policies described above
could be accommodated in a PIM-wide database. This project report describes the
Working Group’s consensus proposal for the development and implementation of a
GATS database.

Overview

The GATS Working Group has developed a proposal for a GATS database that will
maintain a one- for-one match between energy produced and energy consumed in PIM, as
well asimports ard exports. P M currently administers a wholesale electricity market
that is settled each hour as to supply and load obligations. The GATS will contain hourly
generation information, for each individual P JM generation unit, and will create
generator specific certificates that identify the relevant generation attributes necessary for
load-serving entities (L SEs) to satisfy state policies and regulations. LSEswill be

Imports will have the option of being “generator specific” or “system average”’ depending on the
comparability of the exporting control ared s generation information system to PIM’s.
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required to obtain certificates equal to the loads they serve.? The certificates will contain
the information needed to allow L SEs to demonstrate their compliance with state
requirements and to allow state agencies to verify that compliance.

A certificates approach will provide an efficient process for load-serving entities to
develop specific products for retail consumers with a high degree of certainty that their
product claims can be verified. For owners of generation, a certificates approach will
provide a means to precisely measure the value to the retail consumer of particular
attributes of each generation unit. For state agencies seeking effective ways to implement
policies and regulations, a certificates approach and central database will provide a means
to monitor and document compliance.

GATS-WG Mission

To recommend to the PIM Energy Markets Committee a single information system that
will support reporting, compliance, and verification requirements related to
environmental attributes of electric generation. Such a system should: Ensure accurate
accounting and reporting, facilitate efficient and transparent transactions among market
participants, provide flexibility to accommodate varied and changing state policies or
programs, maintain liquidity in the energy market, mitigate seams issues, and be cost
effective.

Assumptions

Generator information will be tracked whether unbundled or bundled.
Support the development of the exchange/transfer of attributes for certificates.
The system will be flexible to try to accommodate new environmental
requirements or state initiatives.

The system must assure that each MWH has only one certificate and owner at
any point in time to preclude double counting of certificates.

The system will produce reports required by regulators/participants.
Participants should be allowed to review preliminary “test” data and results
(such aslabels), and to identify problemsto PIM, before the final results are
issued.

> wphpRE

oo

Definitions

Attribute: a characteristic of a generator, such as location, vintage, emissions output, fuel,
state program €eligibility, etc.

Certificate: represents all attributes associated with each MWh (or smaller increment)
generated whether bundled or unbundled, traded or not traded.

Generation Attribute Tracking System (GATS): a database that is able to track the
ownership of certificates that result from the generation of electricity.

2 LSEs will be able to obtain those certificates either by purchasing specific desired certificates or taking the
residual mix at the end of the settlement period.
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Energy: the physical electricity commodity of the electrons transmitted through the
power grid.

Reserve Account: a GATS sub-account established by an LSE or [other GATS
participant] that allows the L SE to sell certificates directly to retail customers. LSEs
must demonstrate a retail sale in order to transfer certificates into the reserve account.
Once certificates are in the reserve account, they cannot be counted in the residual mix
calculation at the end of the certificate transaction period. [WG still needs to discuss
whether there should be restrictions on which certificates can be placed into reserve
accounts.]

System Design
1. Cetificates for Every MWhr

As MWhrs are generated within the PIM system, certificates will be created and placed
into the generators GATS accounts. A single certificate will be generated for each and
every MWhr to allow market participants and states to rely on the system for various
requirements, including emissions and fuel mix disclosure requirements. Each certificate
will contain all of the attributes associated with that MWhr. Certificates cannot be
disaggregated into their individual attributes and traded separately. The information
system will allow all certificates to be traded based on market demand.

2.  Caertificates are Unbundled

All certificates will be unbundled from the underlying energy and will be permitted to
trade separately. The information system will track all certificates.

3. GATS Accounts/Registration

The information system will maintain an account for each entity that generates electricity
and for each entity that servesload in PIM. Retail LSEs selling multiple products will be
permitted to set up a sub-account for each retail product. In addition a specia PIM
membership category will be created for entities that market only certificates. On an
annual basis GATS will provide a report to each account holder. Those reports will form
the basis for the retail LSE to make filings with state agencies that administer the relevant
state policies or regulations.

The system will alow all PIM members to register for an account. Default values will be
established for generators who choose not to register. In addition a specia class of PIM
membership will be established to alow GATS users without full PIM membership to
record their attribute transactions in the system.

4.  Scope of GATS
The system will collect information on all generation resources located in PIM, all

MWhrs produced, and al load served within the PIM region (see Generation Data
Sources for information on how data will be collected). The system will be designed to
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collect information and track ownership of imports of certificates to the PIM system in
the same manner, whether from other control areas or from distributed generation. All
certificate transfers will be recorded in the system and all parties conducting certificate
transactions will be required to record the transfer of certificatesin GATS.

5. No Double Counting

The information system will create a unique serial number for every certificate as they
are created/generated. Each certificate can only be held in one account at atime so asto
eliminate the possibility of double counting.

6. Caertificate Transactions

Certificate transactions require an affirmative action by both sellers and buyers.
Certificate sellers will transfer the specified number of certificates they are selling to a
designated purchaser’s account. The transaction will be deemed complete when the
purchaser affirms the transaction by accepting the certificates from the seller.

Account holders operating in a state that requires some or all transactions of certificates
to be joined or “bundled” with the underlying energy, shall demonstrate compliance with
these requirements through the contracts they make.

Market participants should be able to self- supply, arrange bilateral exchanges in advance
of actual generation, purchase certificates through a central bulletin board, and exchange
certificates through private arrangements over a period of time. Regardliess of the
exchange process used, market participants transferring certificates will be required to
complete the transaction within the GATS prior to the close of the transfer period.

7. Certificate Transfer Period

In an effort to facilitate accurate regulatory reporting, eliminate the ability of generators
to exercise market power, and maintain the commodity relationship and one-for-one
match between energy and certificates, the system will be designed with a set transfer
period. Certificate transactions between and among PIM participants can occur over a
twelve-month period (i.e., a calendar year). At the conclusion of the calendar year, the
retail LSE accounts maintained by the GATS administrator will be closed and a report
sent to each account holder.

At the end of the calendar year period, all unsold/unused certificates will be pooled and
an average resource mix will be calculated (this average is called the residual mix).
Residual mix certificates will then be allocated proportionately to all LSEs who are short
of certificates (i.e., do not have a one-to-one match with the MWhr of load they served).
At the end of each calendar year, all certificates will be accounted for due to the balance
between generation production and load consumption, again maintaining the one-for-one
match.
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8. Retail LSE Obligations

Each retail LSE must obtain certificates equal to all of itsretail energy sales. Fill
members that do not have retail load obligations would not be required to obtain
certificates. Pill members who serve retail load but have only minimal or no interest in
the certificates associated with the power they provide could obtain their certificates from
the residual mix pool; these residual mix certificates will be assigned on a pro rata basis
at the end of the transfer period.

Renewable/clean certificate sales to end-use customers will be permitted. Parties
interested in doing this must set up “reserve’ accounts.

9. GATSReporting Cycle

GATS will issue reports for any time period required by any state program. Reports can
be created as of adate certain. Subject to state requirements, GATS will design an ability
to issue preliminary reports, for example 60 days before a final report, so that users may
confirm accuracy or engage in additional trades as necessary to meet state program
requirements or match a desired portfolio mix. [Specific cycle timeline must be
developed|

Inaddition, standard practices for releasing generator data need to be taken into
consideration to protect confidentiality of information. The generator data subgroup is
addressing the confidentiality issue in detail.

10. Bulletin Board

The information system will include a posting system, similar to the bulletin board used
in the PIM capacity market and proposed for FTRS, where market participants can
voluntarily post bids and offers. The system will not initially include a trading platform
or provide a market clearing function, but it will not preclude the development of this
function if the need for more price transparency arises in the future.

11.  Generation Data Sources (e.g., Generation, MWhr, Load, Emissions)

The system will use the P IM market settlement data to collect information on MWhrs
produced. The system will initially use EPA’s EGRID data to capture emissions data
until a more current source can be identified. The system will be supplemented with self-
reported data for smaller generators and behind-the- meter generators. Protocols will be
established for dual-fuel, multi-fudl units. There is a sub-group working on these issues.

12. Behind-the-Meter Generation
[Placeholder]
Behind the meter generation (BTM) should be recognized as part of GATS. A BTM

generation aggregator or owner will be able to register for a GATS account. BTM
resources will enter generation and emissions data periodically (quarterly). Datawill be
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collected by the aggregator or owner and reported to GATS. The generation data should
be reported in whole MWhr increments and must be collected using arevenue quality
meter. Data should be verified by athird party independent audit-which is the
responsibility of the aggregator or owner.

13. Import/Export

[Placeholder]

In an effort to minimize seams issues and reduce certificate transaction costs, the system
will alow for the import of certificates from neighboring regions that offer reciprocal
treatment of PIM certificates. A system average shall be used in the absence of such a
compatible system. Certificate transactions from incompatible systems can be alowed if
appropriate verification measures are in place and the transactions are bi- lateral contracts.

14. PIM Market Evolution/Expansion

The system will be flexible to allow for PIM market expansion, as well as further state
program requirements that are developed. 1t must be flexible enough to accommodate
new data fields and new reporting needs. It must be able to be queried numerous ways
for various market participants including regulators, LSEs, generators, and marketers.

As the system expands, the system will collect data for the newly added generation
resources and load and create accounts for additional participants. It is possible that
states in the new market areas will have different regulations that might require some
changes to the system. The GATS-WG will need to evaluate this with participants in the
expanded market on a case- by-case basis as the PIM market expands.

15. Treatment of Existing Power Purchase Agreements
Parties under contract will determine ownership of the certificates and will use the GATS

system to transfer certificates as appropriate. If the parties choose not to identify
ownership, the certificates will default to the purchaser of the energy.
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DRAFT

PIM GATSTimdine

Refer to the attached diagram for a comparison of the:
1. NE GIStimeline and
2. Draft PIM GATStimeline.

NE GIS:

Certificate | Settlement Reports

Period Creation Date Date | ssued
Q1 Jul 157 Sep 15" Sep 20"
Q2 Oct 15" Dec 15" Dec 207
Q3 Jan 15™ Mar 15" Mar 20"
Q4 Apr 15" Jun 157 Jun 20th

Certificates are created quarterly.

The following data must be entered five days before the Certificate Creation Date:
Fuel Source - for multi-fueled units, specify the proportion of output per fuel type
Emissions data (in pounds)

Labor characteristics
Other data updates
Requests for adjustments to the number of certificates to be created.

There is atwo month trading period

At the end of the trading period, all unsettled certificates are retired.

Reports are issued five days | ater

PIM GATS:

EPA Emissions Certificate Settlement Reports
Period Data Available Creation Date Date | ssued
Q1 May 21% Jun 157 May 207 Sep 1%
Q2 Aug 21% Sep 15" Same Dec 1%
Q3 Nov 21% Dec 15T Same Mar 1%
Q4 Feb 215 Mar 15™ Same Jun 1%

Certificates are created quarterly.

Certificate creation data is determined by availability of quarterly emissions data from the
EPA, and to allow GATS account holders time to review data before certificates are
created.

Preliminary reports are issued each quarter. These reports are cumulative and include a
preliminary residual mix calculation. However, no certificates are transferred as a result
of the residual mix calculation.

Thereis an annua settlement on May 20th for the preceding calendar year.

On this settlement date al certificates for generation produced in the previous calendar
year are retired for the purposes of GATS.
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