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STATE OF NEW YORK
PUBLI C SERVI CE COW SSI ON

CASE 03-E-0188 — Proceeding on Mtion of the Comm ssion
Regarding a Retail Renewable Portfolio
St andar d.
| NTRODUCTI ON' AND BACKGROUND
By an order dated February 19, 2003, the New York Public
Service Comm ssion (Conmm ssion) instituted a proceeding for the
pur pose of increasing the contribution of renewabl e resources to
New Yorkers' electric energy use.! The Conmi ssion expl ai ned t hat
i npl ementati on of a Renewable Portfolio Standard (RPS) is a
desi rabl e obj ective because “renewabl e resources represent a
significant potential energy reserve, which (if properly
devel oped) could |ower air em ssions and increase system
reliability.”?
The Commi ssion conti nued:
Only about 17% of the electricity currently
used in New York State is provided by
renewabl e resources. This figure reflects a
di sturbing decline from 25% of four decades

ago. A return to the 25%figure would be in
the public interest.?®

! Order Instituting Proceeding, issued February 19, 2003
(I'nstituting Oder).

2 1d. at 2.

3 1d.
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Under the guidance of Adm nistrative Law Judge El eanor Stein and
with the Instituting Order in mnd, various conponents of an RPS
have been col | aboratively di scussed by scores of parties
representing diverse interests in nore than a dozen neeti ngs.
Pursuant to the schedul e and outline of discussion topics
established by Judge Stein, Staff of the Departnent of Public
Service (Staff) submits these initial conments on the major
el ements of an RPS.
| . SUMVARY OF COMVENTS

The Conmi ssion shoul d approve and cause to be inpl enented
an RPS applicable to all Load Serving Entities (LSES) in New
York that fulfills the Judge's proposed Wrking bjectives
di scussed bel ow. Each LSE woul d be responsible for RPS
conpliance related to its retail electric sales, but would be
of fered the opportunity to choose as alternatives to individua
procurenent a central procurenment option and/or an Alternative
Conpliance Fee to satisfy all or part of its requirenents. Such

an RPS can be achieved at a reasonable cost® while inproving New

* See the "New York Renewabl e Standard Cost Study Report,"
prepared by Staff; New York State Energy Research and

Devel opnent Authority (NYSERDA); Sustainabl e Energy Advant age,
LLC, and LaCapra Associ ates, dated August 28, 2003 (Staff Cost
Study), at 2, 14-15. The cost of the RPS woul d cause average
statewide bill increases of approximately .25%to .50%
dependi ng on the type of custoner.



CASE 03-E-0188

York’s environnent by reducing air enissions® diversifying the
State’s electricity generation m x and thereby enhanci ng energy
security and aneliorating the effect on whol esal e energy prices
of higher prices for fossil fuels®, and bringing additional

i nvest nent and jobs to New York.’

Resources eligible for RPS conpliance should include: "new'
(defined as, post-January 1, 2003) |ow inpact hydro-power
facilities (i.e., Run-of-Rver, no greater than 30 MNJ; new
upgrades to existing hydro-power facilities regardl ess of size
but wi thout additional inpoundnents; very snmall hydro-power
facilities (5 MM or |ess) whether new or existing; those new
bi omass resources included in the Final Agreenent of the Biomass
Eligibility Goup; new fuel cell generation; new photovoltaic
(PV) generation; new tidal generation; and all w nd generation
regardl ess of vintage.® To be eligible, these generators nust

produce electricity in New York State or, if |ocated outside the

S|1d. at 2, 17.

(]

ld. at 2, 16, 18-10.
" 1d. at 20.

8 Staff reconmends that the list of eligible resources should be
revisited during the course of the RPS programto allow for the
possibility of including as eligible other energing

t echnol ogi es.
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New York Control Area, the generator's energy nust be schedul ed
by the New York | ndependent System Operator, Inc. (NYISO.?°

Staff proposes three RPS tiers: (1) a Main Tier, which
woul d account for 99% of the new renewabl e generation required
by the RPS; (2) an Emerging Technol ogy Tier, which would be
adm ni stered by NYSERDA in a manner simlar to its
adm ni stration of the System Benefit Change (SBC) program and
woul d consi st of conpetitive lunp sumgrants with future
production requirenments for the devel opi ng technol ogi es of PV,
fuel cells, and small wind (up to 300 KW; and (3) a Mint enance
Tier for very small hydro-power with expiring above-narket
contracts and above- market costs.

The Energing Technol ogy Tier woul d hasten devel opnent of
technol ogi es that are not commercially viable at this tinme but
hold the potential of future viability; due to their high costs
W thout this investnment in their devel opnment they woul d not be
funded by the RPS program The Miintenance Tier is intended to
hel p existing renewabl e resource generators, which nay have no
ot her revenue source to of fset above-nmarket costs, have an
opportunity to conpete with other renewabl e resources for RPS

support .

® That is, the NYI SO nust accept an out-of-state eligible
generator's bid in the Day- Ahead or Real -Ti me energy markets and
t he generator must physically produce the electricity.

-4 -
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1. REVI SED WORKI NG OBJECTI VES

A. Wor ki ng Tar get

Staff supports Judge Stein s proposed working target
namely, that “[b]ly the year 2013, at |east 25% of the
electricity retailed in New York will be derived fromrenewabl e

resources. "0

In the context of an RPS requirenent applicable to
LSEs wherein the word “retailed” is synonynous with the word
“used,” this fornmulation is consistent with the Instituting

Order as noted on page one of these Corments. It also conports
with our viewthat in order to derive the full potenti al

benefits of an RPS, as described in the Instituting O der,

energy nust be produced in New York or, if produced el sewhere,

be schedul ed by the NYI SO Achievenent of a 25% contri bution by
renewabl e energy would restore a historical standard that would
benefit New Yorkers economically as well as in terns of

environnental and health benefits.

B. Revi sed Wor ki ng Obj ecti ves

Staff supports all of Judge Stein’ s working objectives

proposed in her June 19 Ruling.'!

The proposed objectives
coi ncide with our understanding of the purposes of an RPS and

are fully consistent with the Comm ssion’s Instituting Order.

10 Ruling Establishing Corment Procedures, issued June 19, 2003,
at 3 (June 19 Ruling).

1d. at 3-4.
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I11. THE RETEC STRAW PROPOSALS

Staff accepts the Judge’s invitation not to discuss RETEC s
straw proposal s regarding its vision of an RPSin their entirety
at this point, but rather to address their specific conmponents
at the relevant points in these comments.

V. ELIG@BILITY

A. The Baseli ne

Staff prepared a working baseline estinmate of the
contribution of renewable resources to the electric energy
purchased in New York, which it submtted to the parties on
March 17, 2003. The data covered the period April 2001 through
March 2002.

It is inmportant to appreciate the fluidity of any baseline
because of the volatility of the contribution of hydro-power
resources, which account for nore than 90% of the total anmount
of renewabl e energy purchased in New York State. For exanple,
according to figures supplied by NYSERDA in its publication,
Patterns and Trends, as well as nore recent data provided by
NYSERDA, ! over the last five cal endar years (1998-2002) New York

St at e hydro- power generation ranged froma | ow of 21, 831

12 Decenber 2002, at 18. NYSERDA advises that the published 2001
figure of 24,981 gigawatt hours has been revised to 21,831
gi gawatt hours.
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gigawatt hours in 2001 to a high of 28,252 gigawatt hours in
1998, equivalent to a variation of about 25% '3

The parties expended a great deal of tine and energy in the
Eligibility Wrking G oup discussing whether the electric energy
purchased fromsolid waste facilities should be included in the
baseline. Staff’s conprom se baseline proposal, which is
di scussed in the Judge's Summary of Worki ng Group Di scussions,
i ssued on June 25, 2003 (June 25 Sunmmary), is a sinple and
reasonabl e resol ution of the dispute given the volatility of
hydr o- power generati on.

B. Target Level s

1. For ecast
Staff continues to urge reliance on State Energy Pl an ( SEP)
forecasts of overall |oad growh because its preparation
i nvol ved the Comm ssion and NYSERDA, which are independent of
the electric energy industry.
2. Start Date
Assunming inplenmentation of the RPS in early 2004, one woul d
expect a neasurable increase in the contribution of renewabl e
generation by 2006, increasing gradually by about one percent

per year for each of the succeeding seven years. Requiring LSEs

131t is assumed that the contribution of Canadi an hydr o- power

resources fluctuated as wi dely.
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to begin neeting their RPS targets in 2006 woul d gi ve renewabl e
generators tinme to bring new generation on-1ine.
3. InterimTargets

It makes sense to adjust the interimtargets annually to
mat ch actual [oad growh (other than de mninus changes |ess
t han one percent) with the nost recent forecast. Unforeseen
i npl enent ati on obstacl es (causing a deficiency of at |east 10
percent of the interimtarget) al so should trigger re-eval uation
of the interimtargets.

C. Target Resource Eligibility

A properly designed RPS should reflect the objectives of
the state's policymakers. Eligibility should be determ ned on
the basis of the resource's environnental inpacts, ability to
diversify the State's energy mx, and its ability to reduce
dependence on inported energy, the principal objectives of an
RPS di scussed in the Instituting O der.

I n designing an RPS, establishing which electric generation
resources are "eligible" to satisfy conpliance targets is a key
determnation for two main reasons. The first and nost obvious
reason is that eligibility rules affect conmercial interests. A
devel oper intending to pronote a resource that is deened
ineligible | oses a conmercial opportunity by the eligibility
decision that is made. Accordingly, the stake of comrercia

interests in the eligibility decision is high.
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The second main reason eligibility is a key determ nation
is the effect such a decision has on public acceptance of the
RPS program In the current electricity market, adoption of an
RPS wil |l undoubtedly result in sonme increase in retail electric
rates. While that increase is justified by the greater
di versity provided in New York's electric energy supply
portfolio, the reduction in risk of future oil and gas price
spi kes and supply interruptions, and the significant reduction
of air em ssions associated with the burning of fossil fuels, if
the public is not convinced of the econom c and environnent al
benefits of the specific resources deened eligible it wll be
nmore difficult to gain public acceptance of the rate increase
and sustain the RPS program

It would be difficult to establish eligibility criterion
based solely on the neaning of the term "renewabl e because, as
was evident in the collaborative neetings, the term has
significantly different neanings to different people. Ideally,
we would like to be able to target the RPS to electric
generation resources that are environnentally benign in regard
to their energy produci ng processes and other characteristics.
Qur sense is that the public largely perceives "renewabl e"
resources to be generally environnmentally benign, especially
With respect to air and water pollutants such as PV and w nd

t ur bi nes, which produce zero-emi ssions and result in no water or
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waste impacts in the production of electricity. Wre there
enough of these resources avail able to power New York's electric
grid at a reasonable cost, the State would truly have a
renewabl e and sustai nable nmeans of electricity production. To
nove the State towards that ideal, the RPS should be designed to
inplement a long-termincrenental strategy towards the

devel opnent of |ocal and regional environnmentally responsible
resour ces.

As noted above, one proposed Wrking Objectiveis to
pronote the devel opnent of additional renewable resources to add
to New York’s energy portfolio. This objective is not satisfied
by providing cost prem um paynents to the owners of existing
generation resources that are profitable under the existing
regi me or have access to other revenue sources to offset above-
mar ket costs. Accordingly, eligibility for the RPS shoul d be
limted to “new resources, which we define as generation
devel oped after January 1, 2003. Sone very small hydropower
facilities appear not to be profitable under the existing regine
and not to have access to other revenue sources to offset above-
mar ket costs. As to these facilities we support eligibility

regardl ess of vintage, in the manner discussed bel ow regarding a

14 staff recogni zes that production of energy cannot be

conpl etely environnental |y benign. For exanple, w nd energy
facilities have potential noise, aesthetic, and avian inpacts,
to nane just a few
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Mai ntenance Tier. |In addition, there is only a very snal
anount of existing wind generation and it is all of such recent
vintage that it would be nore efficient to not apply the vintage
restriction to that technology than to set up a systemto
di stingui sh wi nd resources based on vint age.
1. Hydr opower

As a technol ogy, hydropower has a long history and is fully
comerci alized. Wile the hydropower generation process does
not create air em ssions, hydropower facilities are not fully
environnmental |y benign to the degree that they harmfi sh,
aquatic resources and other natural resources due to erosion,
turbidity, tenperature and fl ow changes, and fl ooding due to
i npoundnents. Staff supports the inclusion of new | ow i npact
run-of-river hydropower facilities (defined as | ess than 30
megawatts per facility) as an eligible resource as well as new
upgrades to existing hydropower facilities of any size provided
such upgrades do not create new or enlarged inpoundnents.

2. Solid Waste

New York currently has ten operating waste-to-energy
el ectric generation facilities. The fuel or "feedstock" for
these facilities is generally nunicipal solid waste. The ten
existing facilities range in size from2 MM to 65 MM and
generated approximately 1,862,000 MMs of electricity in 2002.

No new waste-to-energy facility has been sited in New York State

- 11 -
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since the Onondaga County Resource Recovery Facility was built
in Janmesville in 1994.

In the Staff Cost Study we estimated that perhaps two
addi tional 50 MWwaste-to-energy facilities could be sited in
New York in the 2006 through 2013 tinmeframe.'® W share a common
belief with the waste-to-energy advocates that any decision to
build a new waste-to-energy facility in New York would not be
driven by RPS policy or the availability of RPS cost prem uns,
but instead would be the result of a nunicipal solid waste
managenent deci si on.

The Staff Cost Study denonstrates that if waste-to-energy
facilities were deenmed to qualify as an eligible RPS resource
t echnol ogy, they neverthel ess would not contribute towards
conpl i ance because the necessary waste-to-energy cost prem um
exceeds that of all other chosen resources through year 2013
(except those in the set-aside Energi ng Technol ogy Tier) and,
therefore, would never be reached in the procurenent process.

In addition, waste-to-energy facilities are not zero-eni ssion

15 Recent conversations with waste-to-energy advocates in this
proceedi ng indicate that they believe our estimate of 100 MAs of
new waste-to-energy facility potential and our rel ated cost

prem umestimte to be reasonable. In the Staff Cost Study, we
estimated that new waste-to-energy facilities would require a

0. 0309 $/ kWh cost prem umthat when coupled with energy revenues
woul d provide an outlay to the generator of six cents/kW.

- 12 -
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facilities'® and unlike new landfill gas and bionass co-firing
facilities as described below, the addition of new waste-to-
energy facilities may not result in a net reduction in existing
air em ssions.

As to the mai ntenance of existing waste-to-energy
facilities, the purpose of an RPS is not satisfied by providing
cost prem um paynments to the owners of existing generation
resources that are profitable under the existing reginme or have
access to other revenue sources to of fset above-nmarket costs. |f
the generators require additional revenue to remain in
operation, their municipal partners have the option to either
pay higher "tipping fees" - the fees charged to dispose of solid
waste at such a waste-to-energy facility — or in sone cases, to
rai se special benefit real property tax assessnents.

3. Bi omass
Staff supports inclusion of new bi onass generation

facilities including biomss co-firing in existing coal plants,

1® Wth respect to statewide air enission changes, the
substitution of 100 MM of waste-to-energy facilities for other
facilities otherwi se reached on the supply curve mght result in
a difference in em ssions reductions fromconventional fossil-
fueled facilities dependi ng on what renewabl e resource is

di spl aced by the waste-to-energy resource. Em ssion and i npact
di fferences, though difficult to quantify, are also possible in
the area of non-criteria pollutants (e.g., mercury, dioxins, and
furan em ssions). Any new generator would have to neet current
permtting requirenments which, depending on size, could include
new source review, and neet Maxi num Achi evabl e Contr ol

Technol ogy.
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the burning of landfill gas at existing landfills, and the use
of manure digestion technol ogies. Staff does not object to the
Fi nal Agreenent, dated August 8, 2003, prepared by the Bi omass
Eligibility Working G oup. Resources generally considered
eligible include, with various qualifications and requirenents,
sust ai nabl e wood harvests, certain processed and treated

bi omass, and manure.

The co-firing of biomass feedstock in existing coal plants
significantly reduces the harnful air em ssions from such
facilities. Al though such co-firing is not a zero-em ssion
resource, creating new opportunities for co-firing at existing
facilities results in a beneficial net reduction of air
emssions. Simlarly, the installation of new facilities to
burn landfill gas at existing facilities that woul d ot herw se be
vented or "flared" into the atnosphere results in a beneficial
net reduction of air emssions. Finally, the use of manure
di gestion technol ogies to capture and burn nethane that would
ot herwi se be released into the atnosphere results in a
beneficial net reduction of air em ssions. Mnure digestion
al so has secondary benefits such as reduci ng undesirable run-off
or |leachate into water supplies.

4. Fuel Cells
Fuel cells present a special case. Fuel cells offer great

pronmise as a relatively environnental ly benign and versatile

- 14 -
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resource that can be utilized w thout concern about
intermttency. |Ideally, fuel cells will be fuel ed by hydrogen
col | ected and conpressed using a wind turbine or a solar array
to power the collection and conpression processes. However,
until fuel cell technologies are fully commercialized, it is
likely that natural gas will provide their primary fuel source.
Al'lowing fuel cells that operate on natural gas to be eligible
woul d provide an inportant revenue streamto fuel cel
devel opers that we believe would significantly aid the
commerci alization of fuel cells fueled by hydrogen. Staff
supports the inclusion of all fuel cell technologies as eligible
resources regardless of their fuel source with the expectation
that ultimtely hydrogen-based fuel cells would becone
comerci alized and be the fuel cell technol ogy of choi ce.
5. Phot ovol tai c

Staff woul d i nclude photovoltaic resources as eligible due

to their environnmental ly benign, zero-em ssion characteristic.
6. Ti dal

Staff would include tidal technologies as an eligible

resource due to their environnental ly benign, zero-em ssion

characteristic.
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7. W nd Power
Staff woul d include wi nd turbines, both |and-based and off -
shore, as eligible resources regardless of vintage, due to their
zero-em ssion characteristic.
8. Custoner-sited
Custoner-sited resources include fuel cells and PV, which
are di scussed above and in the section addressing the Emerging
Technol ogy Tier. This category also includes conbined heat and
power generation (CHP) fueled by renewabl e resources that sel
energy into the electric grid.
D. Tiers
Staff supports an RPS structure that consists of three
procurenent tiers, as follows:
1. Mai n Ti er
In the Main Tier, all eligible resources described above
woul d conpet e agai nst each other on a price basis. The Main
Tier would provide 99% of the increnmental MMs needed to satisfy
the increnental requirenent.
2. Ener gi ng Technol ogy Tier?’
In the Enmerging Technology Tier, PV, small wind (up to 300

kW but generally 10 kWin size), and fuel cells would receive

17 staff's approach is based on reasons sinmilar to those
regardi ng RETEC s Energi ng Technol ogy Tier, discussed in both
its Individual Procurenent/Conpliance Method Straw Proposal and
Hybrid Procurenent Model Straw Proposal

- 16 -
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up-front incentive grants requiring MM production targets in a
manner simlar to prograns currently adm ni stered by NYSERDA
usi ng funds generated by the Systens Benefit Charge (SBC).
These new i ncentives would be conpletely in addition to existing
SBC prograns. The Enmerging Technol ogy Tier is designed to
provi de one percent of the increnental MMs needed to satisfy
the increnental requirenent.

There are three main reasons for this approach. First,
t hese resources are generally sited by custonmers (not
devel opers) "behind the neter"” and do not |end thenselves to
adm ni strative tracking of consunption in the sane nmanner as
| ar ge-scal e whol esal e transactions. This funding nmechani sm
elimnates the need to track these generators' production.
Second, the high capital costs of these resources nake up-front
grants a nore efficient procurenent nethod than per-kW prem um
paynments that would take many years for investnent recovery
Third, these technol ogies’ costs are so high that they would not
be selected on the energy supply curve at all during the ten-
year RPS period. For these reasons, we prefer this approach to
RETEC s proposal regarding its Energing Technol ogy Tier, which
calls for paynents in the same nmanner as generators in the Main

Ti er woul d receive paynents.
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3. Mai nt enance Tier for Very Small Hydro

I ncl uded in the Baseline are a | arge nunber of very snal
(less than 5 MW hydropower units. Mst of these units are
currently under power purchase agreenents with utilities,
not ably Ni agara Mbhawk. There is a concern that sonme of these
units, due to their size, may not be economically viable w thout
an above- market contract. However, it may be less costly to
society to maintain these units than it would be to replace them
with new eligible resources.

The vast majority of these small hydropower units fall into
one of two categories: (1) Qualifying Facilities (QFs) that
entered into I PP contracts (now known to be above-market) prior
to 1991, and (2) fornmer N agara Mohawk hydropower units that
were sold in July, 1999 and which, currently, are owned by
Reliant and sell their output under a contract that expires
Sept enber 30, 2004. Because the Reliant contract has been shown
to be bel ow market,!® there does not appear to be a great risk of
attrition of these units due to the expiration of the contract.
However, nost of the old QF contracts were priced well above

current market prices. As sonme of these contracts expire, the

18 See Case 01-M 0075, Niagara Mbhawk Power Corporation, First
Conpetitive Transition Charge Reset Conpliance Filing (filed
August 1, 2003), at 320 (Attachment 4, page 5 of 5) and Case 01-
E- 0383, N agara Mbhawk Power Corporation, Order Accepting
Contract For Filing and Establishing Cost Recovery Procedures

(i ssued June 22, 2001), at 4.
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revenues sustaining the units may drop significantly,
threatening the units' viability.

To address this concern, Staff proposes that small (Il ess
than 5 M QFs with power purchase agreenents effective prior to
May 20, 1996, the date of the issuance of the Conm ssion's first
maj or pronouncenent on the restructuring of the electric
i ndustry,® be considered eligible resources as their contracts
expire. Toward that end, an increnent of MMs woul d be added to
the Main Tier's incremental acquisition requirenent each year.?°
This tier is intended to reduce attrition, so this figure would
be added to the increnental target and these resources woul d
conpet e agai nst other eligible resources.

4. Hi gh Val ue Location Tier

RETEC proposes in both of its straw proposals, as an

i ncentive for renewabl e resource developers to build in what it

calls “high value locations,” a three-fold multiplier for RPS
conpl i ance purposes only, but not for the purpose of neeting the
energi ng technol ogy requirenents or for the purpose of

di scl osure. RETEC expl ai ns:

19 Case 94-E-0952, In the Matter of Conpetitive Opportunities
Regardi ng Electric Service, Opinion and Order Regarding
Qpportunities for Electric Service, Opinion No. 96-12.

20 The increment is approxi mately 22, 000 MMs each year. As
explained in the Staff Cost Study (at 45), on average, |long-term
contracts affecting 7.18 MM woul d expire each year. The figure
of 22,006 MMs is derived using a 0.35 capacity factor.
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The REC from an eligible generation resource
in a high value location will therefore

of fset three RECs of the LSE's total RPS
obligation. If a RECis froman energing

t echnol ogy, however, it will only reduce by
one the nunber of energing technol ogy
attributes for which the LSE is responsible
(the other two reductions will be fromthe
non- emer gi ng technol ogy RPS requirenent).

RETEC suggests that areas identified as severe non-
attai nment for ozone or non-attainment of PMg or PM s standards
shoul d be consi dered hi gh value |ocations. RETEC al so suggests
as possi ble high value | ocations | oad pockets and areas
identified by Staff in which substantial investnents in
di stribution equi pnent are contenpl ated due to hi gh-1oad
condi ti ons.

While Staff appreciates the notivation for this proposal,
we are concerned that this approach would create nore RECs than
woul d be indicated by actual energy consunption, resulting in
confusion in ternms of achieving each year's target and woul d
not, therefore, be admnistratively transparent or efficient.
To a |l arge extent, noreover, NYI SO zones with generally the
hi ghest prices (New York Gty and Long Island) correspond to
non- attai nnent areas; accordingly, devel opers al ready have an
incentive to build in “high value locations.” It would be
reasonabl e, however, for procuring entities to weigh these

issues in the evaluation of the bids resulting from Request For

Proposal s (RFPs).



CASE 03-E-0188

5. Resource Criteria Tier

The proposal by the C ean Technol ogies Coalition to award
credits based on how well any technology neets RPS goals is
overly conplicated and may |l ead to extrenely subjective ratings,
in contravention of Wrking Qbjective No. 6. It appears to be
designed to result in the designation of natural gas as an
eligible resource; this circunstance would not neet the
obj ective of increasing fuel diversity (Wrking Objective No.
2). Moreover, this approach nmerely puts off naking decisions
regarding eligibility. The proposal is unnecessary given that
there are sinpler and nore transparent ways to determ ne
resource eligibility.
V. OVERALL RPS STRUCTURE

A. Preferred Procurenent Structure

Staff assessed the strengths and weaknesses of the central
procurenent nodel and the individual procurenent nodel against
our interests that the procurenent structure should conpl enent
New York’s conpetitive nmarket structure and be: 1) cost-
effective and efficient at neeting the other Wrking Cbjectives;
2) fairly applied to all parties; and 3) predictable in ternms of
mar ket stability. For instance, one strength of the individual
procurenment approach is that it is in harnony with the State’s
conpetitive market structure; conpetition anong LSEs for

renewabl e resources may lead to greater creativity and

- 21 -
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incentives to | ower costs. Strengths of the central procurenent
nodel are the savings of adm nistrative costs (one procurer
versus dozens) and elimnation of LSEsS’ concern about entering
into |l ong-termcontracts.

Wth these considerations in mnd, Staff reconmends that
LSEs have several options to satisfy their RPS obligations

rat her than choosing one over another.?!

Wil e Staff supports
pl aci ng the burden of conpliance on individual LSEs, it also
supports allowing LSEs to make a conpetitive business deci sion
to opt in to a cooperative central procurenent systemthat could
be inplenented by a state entity such as NYSERDA. ??

By opting in for all or a portion of its RPS procurenent
needs, an LSE would be able to fulfill its obligations. The
NYSERDA-1 i ke entity woul d conduct conpetitive auctions and act
as an internedi ary between generators and LSEs. |t would
provi de | ong-term St at e-backed assurances sufficient to satisfy
generators (and their financiers) wthout the LSEs having to

enter into |long-term procurenent contracts. Based on the

col | aborative di scussions, such an opt-in provision appears to

2l This proposal is similar in many regards to RETEC s July 23,
2003 Hybrid Procurenent Mddel Di scussion Proposal.

22 An alternative conpliance nechanismis yet another way LSEs
could satisfy their RPS responsibilities, albeit with a risk
regardi ng cost recovery if it is determned that this course of
action resulted in an inprudently nore expensive cost of
satisfying the requirenent.
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be acceptable to utilities and ESCOs. It |essens, noreover, the
probl em of what to do about small ESCOs that, w thout the opt-
in, would otherwi se be at a conpetitive disadvant age.

| mpl enent ati on details concerning the creation, use, and
verification of Renewabl e Energy Certificates (RECs) are pl anned
to be discussed by Working G oup Four. O her inplenentation
details, such as how an LSE is assigned its annual budget or the
protocol for an LSE to advise the central procurer of its needs,
wi |l be devel oped in a subsequent phase of this proceedi ng.

B. | ndi vi dual Conpl i ance

Regardi ng the individual conpliance approach devel oped by
Worki ng G oup Two, Staff refers to a docunent entitled “Wrking
Group 2 — Individual Conpliance, Case 03-E-0188, Draft Straw
Proposal, May 5, 2003,” which is appended as Attachnent A
Staff supports adoption of the “Consensus El enments” (colum 1)
and the “Strawran El enments” (colum 2).

C. Central Procurenent

Staff, |ike RETEC, prefers the state agency nodel to the
NYI SO nodel .?®> The NYI SO approach woul d invol ve the NYI SO s
governance process and FERC s approval process, both of which
can be unw el dy and chal l enging. The nethod for recovery of RPS

prem uns woul d al so be controversial. |In addition, having the

23 Staff relies on the docunents produced by Working Group Three
in reaching the conclusion regarding the preferred central
procurer.
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NYI SO adm ni ster the program may create too great a gap between
the Comm ssion and the RPS. In contrast, the state agency nodel
is easier to inplenent and admi nister. NYSERDA, for instance,
has vast experience with progranms |like the RPS through its

adm ni stration of the SBC program In the |ast several years,

t he Comm ssion and NYSERDA have forged an excellent relationship
wor ki ng on the SBC program

VI . CREDI T TRADI NG

A. Consensus | ssues

Staff agrees with the description of the consensus issues
(establishnment of New York-based credit trading system and
establ i shnent of an inplenentation track) in the ALJ' s June 25
Sunmary (at 8-9). Accordingly, no other conments on these
issues are required at this tinme.

B. The Delivery Requirenent

As noted above, Staff supports the eligibility of inports
of otherwi se eligible resources from outside of New York
subject to a delivery requirenment, namely, the energy nust be
schedul ed by the NYI SO and physically produced by that
generator. A delivery requirenent would provide substantia
financial and environnmental benefits to New York.

Wthout a delivery requirenent, electric ratepayers would

incur the premum costs of renewable resources but would forego
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the considerable reductions in local air enissions,?

ener gy
security, and whol esale prices that would result fromthe
reduction in fossil fuel generation in New York displaced by the
delivered energy. The other advantage of a delivery requirenent
is that for New York’s RPS to win public support, its benefits
nmust accrue to New York. In lieu of a delivery requirenent, the
Commi ssion, like other states, would likely decide to set a

regi onal geographic eligibility boundary to prevent renewable
energy credit trades that would maintain or increase air

em ssions in upwi nd areas to the detrinent of New York. Such a
boundary, however, would potentially create constitutional

(Conmrer ce O ause) and treaty (NAFTA) conplications.?®

C. O her Open | ssues

Staff supports the criteria regardi ng accounti ng,
adm nistrative, financial, and credibility issues listed in the
June 25 Summary (at 10-11). Therefore, there is no need to

comrent further on these issues at this tine.

24 RETEC s apparent opposition to a delivery requirement seems
i nconsistent with its rationale for proposing a “Hi gh Val ue
Location” Tier to encourage siting in New York non-attai nnment
ar eas.

2> To the extent the boundary is not geographic but is based on
benefits to New York as the determ native criteria, the | ega
conplications nmay be | essened. This approach, however, would
significantly delay inplenentation of the RPS to allowtine to
conduct scientific studies on various types of em ssions, which
may be chal l enged in any event.
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VI . CONTRACTI NG STANDARDS

A Rol e of Long-Term Contracts

Most devel opers asserted that |ong-termcontracts of at
| east 10 years’ duration are necessary for a renewabl e fue
project to gain financing. They explained that because
renewabl e t echnol ogy i s considered by investors as new and
i nnovative and there is a dearth of operational experience upon
whi ch investors can rely to make an investnent decision, it is
difficult to assess construction risk. These devel opers believe
that such factors make | ong-term contracts necessary.

LSEs oppose long-termcontracts |argely because of their
experience with the Long- Range Avoi ded Costs (LRAC) contracts of
the 1980 s.2® LRAC contracts were awarded when el ectricity
prices were high. The LRAC contracts had envi sioned escal ating
electricity prices and the paynent schedul es of these contracts
reflected this. However, spot prices for electricity fell over
time. As the price of electricity fell, the disparity between
spot prices and contract prices wi dened. LSEs are concerned
about the managenment of business risk if long-termcontracts are
mandat ed.

Wirki ng Group Five explored neasures that m ght obviate the

need for long-termcontracts. The parties discussed covenants

26 The Commi ssion has been reluctant to reconmend use of |ong-
termcontracts for the sanme reason

- 26 -
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protecting delivery of generation, including a pre-construction
bond to be refunded upon conpl etion of construction m | estones;
escrow accounts; and reconsideration of credit policies. Such
covenants woul d provi de a degree of assurance to the LSEs and
mtigate some of the construction risk

The | ack of experience in New York wth renewabl e
generation projects suggests that the RPS design allow sone
flexibility. Staff proposes that in the initial years of the
RPS, LSEs and the central procurenent agency probe for whether
renewabl e progranms need |ong-termcontracts. For exanple, the
first year auction process mght call for half of the bids with
long-term contracts and half without. This percentage can be
adjusted in future years depending on the response. An interim
period of five years would probably be | ong enough to provide
t he experience necessary to determ ne to what extent |[ong-term
contracts are necessary.

B. Est abl i shment of Contracts

1. Model / Tenpl ate Contracts or
| ndi vi dual Negoti ati ons

Wor ki ng Group Five di scussed whet her standard contracts or
i ndividually negotiated contracts were preferable. The majority
seened to prefer individually negotiated contracts although a

consensus was not reached. Staff agrees with the majority
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position because it is consistent with our desire to have the
contract process encourage creativity by remaining flexible.
2. Preferred Contract Types

The Working G oup discussed three types of contracts: (1)
power purchase agreenents; (2) attributes only contracts; and
(3) installed capacity contracts. Several parties suggested
that contracts for just attributes may be sufficient, but
because of a |ack of experience with devel opnent of renewable
generation, flexibility is required to respond to actual facts
and circunstances to ensure that the needed renewabl e projects
obt ai n fi nanci ng.

C. Features of Bilateral Contracts

There was no consensus reached as to the appropriate | ength of
contracts and whether contracts should be for both attributes
and energy, or attributes-only. However, parties identified
essential ternms for power purchase agreenents as applicable for
use for the purchase of energy and attributes. These terns

i ncl uded the EEI Master Power Purchase and Sal es Agreenent (with
Col | ateral Annex); definition of transactions and confirmation
process; performance obligations and assurances; force ngjeure;
product description; credit protection nmechani sns; renedies for
failure to deliver; termnation and early term nation; and
paynent ternmns.

VII1. COST AND BENEFI T CONSI DERATI ONS

- 28 -
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Regardi ng costs and the difference between the Staff Cost
Study and the one submtted by the Joint Utilities, we refer to
the letter Staff sent to the Joint Uilities on August 28, 2003,
appended as Attachnment B. We note in passing that Staff’s Cost
Study shows that the inpact of the RPS on custoners’ bills would
be nodest and reasonabl e.

Regardi ng benefits, results of the MAPS nodeling done for
the Staff Cost Study show that inplenentation of an RPS woul d
result in reductions in statew de air em ssions because the
di spat ch of new renewabl e generati on woul d cause fossil-fired
generators to produce less electricity. The Staff Cost Study

(at 17) explained that by addi ng renewabl e generation:

[B]y the year 2013, total nitrogen oxide
(NQ,) emssions in New York State are
projected to be reduced by approxi mately
8,000 tons (199 ; sul fur dioxide (SQ) by
14,000 tons (11%; and carbon di oxide (CQ)
by 5,942,000 tons (12% . More notably, the
em ssion reductions in the New York
nmetropolitan area, including Long Island,
are nore significant with a 25%reduction in
NO; a 39% reduction in SQ and a 13%
reduction in CQ. A reduction in these
criteria emssions is an inportant

envi ronnental benefit because of their
contribution to acid deposition (acid rain),
ozone pol lution (snpbg) and gl obal warm ng
and their resultant health and welfare
affects on the public and the environment.
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Addi tional benefits, with which RETEC agrees, ?’ include fuel
di versity?® and econonic devel opnent . ?°
| X.  GREEN MARKETI NG PROGRAMS

Staff recomends that the Conmm ssion expeditiously explore
directing utilities to join with Ni agara Mhawk in inplenenting
green marketing prograns. \Wile this approach woul d encour age
t he devel opnment of additional renewabl e resources in the near
term before the RPS denmand starts, we reconmmend that once the
RPS starts, green power demand will be increnental to the
amount s mandat ed under the RPS, and not used to reduce the
anount s nmandat ed under the RPS (to do otherw se would
effectively defeat the purpose of green power purchases to the
di sappoi nt nent of such custoners).

CONCLUSI ON
For all the reasons discussed above, Staff is confident

that its proposed RPS woul d achi eve the Wrking Objectives

2l "Clean Air, Fuel Diversity and High-Quality Jobs: Review ng
Sel ected Potential Benefits of an RPS in New York State," dated
July 28, 2003.

28 gtaff Cost Study, at 18-19.
2 |d. at 20.
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devel oped by the parties and the Judge and is consistent with

t he objectives of the Conmssion's Instituting O der.

Respectful ly subm tted,

Saul A. Rigberg
Assi st ant Counsel

Paul Agresta
Assi st ant Counsel

Dat ed: Sept enber 26, 2003
Al bany, New York
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ATTACHMENTA

Case 03-E-0188

Working Group 2 — Individual Compliance

Draft Straw Proposal

May 5, 2003

Consensus Elements

Strawman Elements

Options Not Included

1. Determine participating entities.

Include all the following
load serving entities:
Delivery Companies,
COOPs, MUNISs, LIPA,
NYPA, and ESCOs.
Inclusion of LIPA and
NYPA is subject to their
right to elect not to take
part in the program.

Do not include self-
generation load in the
calculations because it
does not involve retail
sales and the
administrative burden
would outweigh the
benefits of inclusion. The
RPS program should be
designed such that there
will be no degradation in
any participant's ability to
compete in electricity
markets.

(a) Participation of Self
Generators.

(b) ESCO share acquired
by the Delivery Utility.

(c) Inclusion of ESCOs is
subject to the condition
that their participation in
the program will not
degrade their ability to
compete with Delivery
Companies if they are
required to procure
renewable resources
beyond what their
customers request.

2. Adjust target level.

If LIPA elects not to take
part, remove LIPA's load
from the calculations.

If NYPA elects not to take
part, remove NYPA's full
service requirements
load from the
calculations.

Have participating
entities pick up
incremental RPS
responsibility for the non-
participating entities.

3. Determine individual entity target levels based on energy proportion.

The targets should track
actual loads by entity.
Credit trading/banking is
an important component
of individual compliance.
A true-up period should
be provided to match
tradable credits with load.
The targets should be a

To ensure that all
customers fairly
contribute to achieving
the targets, no
adjustment for the
existence of long-term
PPAs, or full service
requirements service
from utilities. Do not

One utility wants targets
to be adjusted for the
existence of long-term
PPAs. ESCOs receiving
full requirements service
from utilities may want an
exclusion. A weather
adjustment to targets.




CASE 03-E-0188

fixed percentage applied
to the actual load served.
Targets should be
ramped up annually.
Incremental targets to be
determined.

adjust targets for
weather, instead allow
credits trading and an
Alternative Compliance
Mechanism.

4. Alternative Compliance

Mechanism.

An Alternative
Compliance Mechanism
will add flexibility for
participants while
assuring that program
targets are met even
when sufficient
renewable energy is
unavailable. Participants
would have the option of
meeting targets through
bi-lateral contracts,
trading RPS credits or
paying a $/MWh payment
into an Alternative
Compliance Mechanism
fund. t he Alternative
Compliance fund would
be earmarked to fund
future renewable energy
projects including:
renewable power
procurement;
transmission or other
system upgrades to
remove barriers to
renewables; and, if no
reasonable renewable
projects can be identified,
the fund could be used
for DSM programs as a
last resort

The amount of the
payment (may need to be
modified for tiers or
raised for PVs/fuel cells)
would be the lesser of
$50/MWh or 150% of the

One utility wants price
caps by technology.
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market value of
renewables (market
value to be either
administratively
determined for the
applicable period or
established in a price-
transparent tradable
credits market).

5. Determine Enforcement

Mechanism.

With an alternative
compliance mechanism,
there is no need for an
additional penalty
mechanism beyond
statutory provisions.

Pre-set financial
penalties for non-
compliance.

6. Cost Recovery for Compliance By Delivery Utilities.

The presumption is that
participants would weigh
the economics of the
various qualifying options
and choose the
economically favorable
option. PSC would
reserve its right to review
prudence of utility
decisions, but in the
absence of imprudence,
cost recovery would be
presumed for complying
utilities.
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Staff Strawran Proposal for |ndividual Conpliance
Assumes participation by all |oad serving entities.
Set targets to ranp up to 25% goal for 2013
% Increase Incremental
Baseline Target from as %age of SEP %
Renewables Target Increment Baseline total Year Forecast Renewables
28,896,189 29,185,151 288,962 1.00% 1.00% 2006 167,490,000 17.43%
28,896,189 29,763,075 577,924 3.00% 1.98% 2007 169,997,000 17.51%
28,896,189 30,918,922 1,155,848 7.00% 3.88% 2008 172,404,000 17.93%
28,896,189 33,230,617 2,311,695 15.00% 7.48% 2009 174,658,000 19.03%
28,896,189 36,120,236 2,889,619 25.00% 8.70% 2010 176,910,000 20.42%
28,896,189 39,298,817 3,178,581 36.00% 8.80% 2011 179,031,000 21.95%
28,896,189 42,477,398 3,178,581 47.00% 8.09% 2012 180,907,000 23.48%
28,896,189 45,716,661 3,239,263 58.20% 7.63% 2013 182,867,000 25.00%
25% % of
Renewables Goal
41,872,500 69.70%
42,499,250 70.03%
43,101,000 71.74%
43,664,500 76.10%
44,227,500 81.67%
44,757,750 87.80%
45,226,750 93.92%
45,716,750 100.00%

II'lustrative exanple of the calculation of each entity's annual
share of the increnental obligation based on percentage share of
total sales (1% 3 years of RPS)

2006
Utilityl Utility 2 Utility3 ESCO1 ESCO2 NYPA LIPA Total
167,490,00
40,620,169 33,850,141 47,390,197 8,124,034 5,416,023 9,727,351 22,362,086 0 Actual sales
% of actual
24.25% 20.21% 28.29% 4.85% 3.23% 5.81% 13.35% 100.00% sales
Incremental
70,080 58,400 81,760 14,016 9,344 16,782 38,580 288,962  obligation
2007
Utility1 Utility 2 Utility3 ESCO1 ESCO2 NYPA LIPA Total
169,997,00
41,020,169 34,250,151 47,790,197 8,524,034 5,718,598 9,852,325 22,841,526 0 Actual sales
% of actual
24.13% 20.15% 28.11% 5.01% 3.36% 5.80% 13.44% 100.00% sales
Incremental
139,453 116,437 162,468 28,978 19,441 33,494 77,652 577,924  obligation



CASE 03-E-0188

2008
Utility1 Utility 2 Utility3 ESCO1 ESCO2 NYPA LIPA Total
172,404,00

41,320,169 34,550,141 48,090,197 8,824,034 6,323,134 9,961,696 23,334,630 0 Actual sales

% of actual
23.97% 20.04% 27.89% 5.12% 3.67% 5.78% 13.53% 100.00% sales

Incremental
277,023 231,634 322,411 59,159 42,392 66,786 156,442 1,155,848 obligation

Credit trading/banking is necessary to provide flexibility in attaining targets
A true- up period should be provided to match tradable credits with load
An Alternative Compliance Mechanism is necessary to add flexibility for participants while
assuring that program targets are met
- gives participants option of meeting targets through bi- lateral contracts, trading RPS
credits or paying a per MWh charge into an Alternative Compliance fund
- per MWh charge would equal 150% of the mean REC trade value in the compliance
period or $50/MWh, whichever is less (may need differing caps on the charge if tier
system in place)
- REC trade value is determined either administratively or in a transparent tradable
credits market
- the Alternative Compliance fund would be earmarked to fund future renewable
energy projects including:
- renewable power procurement
- transmission or other system upgrades to remove barriers to
renewables
- and, if no reasonable renewable projects can be identified, the fund
could be used for DSM programs as a last resort

This model has built-in flexibility and presumes that participants will weigh the economics of the
various qualifying options and select the economically favorable set of options

The PSC would reserve its right to review the decisions of utilities made to implement this program
Cost recovery is presumed for utilities making prudent decisions
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ATTACHMENTB

STATE OF NEW YORK DEPARTMENT OF PUBLIC SERVICE

THREE EMPIRE STATE PLAZA, ALBANY, NY 12223-1350

Internet Address. http://www.dps.state.ny.us

PUBLIC SERVICE COMMISSION

DAWN JABLONSKI RYMAN
General Counsdl

WILLIAM M. FLYNN
Chairman
THOMASJ.DUNLEAVY
JAMESD.BENNETT
LEONARD A. WEISS
NEAL N. GALVIN

JACLYNA.BRILLING
Secretary

August 28, 2003

Robert J. d asser

Thonpson Hi ne LLP

One Chase Manhattan Pl aza

New Yor k, New York 10005-1401
Robert. d asser @ honpsonhi ne. com

Any A Davis

Huber Law ence & Abel |l
605 Third Avenue

New Yor k, New York 10158
adavi s@wuber | aw. com

Li sa Gayl e Bradl ey

300 Erie Blvd. West
Syracuse, New York 13202
i sa.bradl ey@s. ngrid.com

BY E- MAIL ONLY

Re: Case 03-E-0188
| nformati on Request to the Joint UWilities

Dear M. dasser, Ms. Davis & Ms. Bradl ey:

Qur review of the Report of Initial Analysis of
Proposed New York RPS prepared at the direction of the Joint
Utilities as a sunmary of their initial cost study (Joint
Uilities Study) and the discussions at the August 13



Case 03-E-0188

i nformation conference reveal ed a wi de di vergence i n approach
between the Joint Uilities Study and our study summarized in
our New York Renewable Portfolio Standard Cost Study Report.
Wiile the results of the two studies are seem ngly disparate, a
limted nunber of different input assunptions regarding the
ultimate formof the tier structures, eligibility rules and
procurenent nethods of the Renewable Portfolio Standard (RPS)
can be seen to account for the vast mpjority of the differences
(see Appendix A below). Oher differences also exist due to
dissimlar cost estimates for particul ar technol ogi es and the

i nherent differences in the conputer sinulation nodels that were
used. Directly addressing these differences may help clarify
and converge the perspectives of the parties and provide the
Comm ssion with even better cost information. Therefore, we
propose the foll ow ng courses of action:

(1) We will unilaterally re-evaluate our estinate of | CAP
paynents in response to questions raised about the val ues
used and their relationship to the new "demand curve”
approach to I CAP, and report the results of our re-
evaluation and its inpact of the renmainder of the figures
i n our study.

(2) We will unilaterally prepare and provi de a net-present-
val ue analysis of the results of our study.

(3) W request that the Joint Uilities incorporate their
estimate of the whol esal e energy price suppression in the
renewabl es case with their estimte of the RPS prem uns
required and report the net inpact.

(4) W invite the Joint Uilities to agree with us on a comon
set of input assunptions regarding the formof the tier
structures, eligibility rules and procurenent nethods of
t he Renewabl e Portfolio Standard (RPS) solely for the
pur poses of conducting the cost studies. W are not
seeki ng agreenent on positions on any of these issues at
this time. For that purpose we have prepared Appendi x B
bel ow and ask the Joint Uilities to reviewthe list and
i ndi cate whether they can agree to the proposed commobn set
of input assunptions and/or provide a sensitivity analysis
based on the proposed conmon set of input assunptions.

(5) Finally, we have sone additional questions regarding the
Joint Uilities Study and ask the Joint Uilities to
respond to them Qur questions are set forth belowin
Appendi x C.
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We greatly appreciate the efforts and cooperation of
the Joint Uilities to date in this proceeding and | ook forward
to their continued cooperation. 1In order for our further
efforts to be neaningful, we request that the gquestions we have
asked be answered as soon as possible and that all additional
reports be conpleted and circulated no | ater than cl ose- of -
busi ness Friday, Septenber 12th so as to allow at |east a ful
week to review and incorporate the results in our comments due
on Monday, Septenber 22.

Very truly yours,

‘Assi stant Counsel

cc.: Hon. El eanor Stein
RPS Li st Serve



APPENDI X A

Maj or Causes of Differences in Cost |npact Projections

Note: Many of these differences are not additive. Rather, they | everage the
differences in results by several times their individual inpact.

Maj or differences in resource eligibility and availability.
The Joint Wilities Study assunes that a far nore limted
portfolio of potential resources is eligible or available to
neet RPS targets than are all owed under the DPS St aff

proposal. Conbining a far nore abbrevi ated and steeper supply
curve in the Joint UWilities Study with a simlar denmand
forecast to that used by the DPS results in reaching up the
supply curve to very high-cost resources far nore quickly than
the DPS study. The major differences include:

0 Hydro: The Joint Utilities study omts any increnental
hydro additions; the DPS study assumed | ow-i npact hydro
is eligible;

o Biomass Co-firing: Biomass co-firing represents a
significant source of |ow-cost increnental renewable
energy supply in the DPS study. Wile the Joint
Uilities Study treats it as eligible, the quantity is
artificially limted to a negligible total by assum ng
that only 5% of New York’s plants could co-fire, and
limts the co-firing percentage to only 5% of fuel input;

o O her Biomass Sources: The Joint Utilities Study omts
all other sources of bionmass considered by the DPS ot her
t han the highest cost source (Geenfield | GCC plants).
Lower cost sources omitted include CHP and manure
di gesters, sources that were included in the DPS study.
The Joint Utilities Study also Iimts the quantity of
bi omass resources available to the quantity reflected in
t he Greenhouse Gas Scenario fromthe NYSERDA Resource
Assessnent devel oped by Opti mal Energy. However, this
scenario is explicitly defined as one that does not
reflect the demands of an RPS, acknow edgi ng that an RPS
woul d tap further into the technol ogical potential, and
therefore was never intended to represent such a limt

o Imports: The Joint Utilities Study omts all inports;
the DPS study reflects the Staff position that inports
are eligible with bundl ed delivery to New York, and
nodel s these inports accounting for the costs and
constraints on such inports; and

o Wnd: Al off-shore wind is omtted fromthe Joint
Uilities Study; the DPS study assunes that off-shore
wind is eligible and avail able, although at markedly
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hi gher capital cost than | and-based plants of simlar
scal e.

The Joint Uilities Study' s solar and fuel cell tier are
ten tines the size of the DPS' s SBC-1ike tier. The Joi nt
Uilities Study forces an order of magnitude greater
quantity of high-cost solar PV and fuel cells into the

anal ysis than the 1% aggregate contribution of the SBGIike
tier in the DPS anal ysis. Because the resources conpri sing
this tier have costs so far in excess of the costs of the
other tier, the effect of assum ng that 5% of the supply
comes fromeach of these high-cost sources, or 10%in
total, may be to roughly double the projected conpliance
cost.

Spot versus Long- Term Contracti ng Met hodol ogy: The Joi nt
Uilities Study uses a spot market clearing price approach
for all resources. |In other words, all renewables in
|atter years are assuned to sell at the price at which the
market clears, at the intersection of total new renewabl es
demand and total supply. This is simlar to the approach
used in nodeling the Massachusetts RPS, which reflect RPS
rules that do not require or even encourage |ong-term
contracting. In contrast, the Staff proposal requires

| ong-termcontracting for the increnental demand in each
year (wth 2 different scenarios reflecting different
approaches to estimating the applicable contract price).
The DPS cost study reflects this long-termcontracting as
defining |long-termcontract pricing for each increnental
round of procurenent. Wth increasing costs for subsequent
rounds of procurenment, the DPS costs increase somewhat over
time (noderated by sone degree of technol ogi cal advance).
| f the supply curves under both anal yses were the sane, the
Joint Utilities approach would result in higher cost than
the I ong-termcontracting approach, because the | ower costs
fromearlier years are not |ocked-in over tine. However,

t he higher cost assunptions in the Joint Uilities Study
that result fromthe differences in resource eligibility
and availability discussed above apply to all MM, rather
than the estimate of the increnental quantity procured in
each year. The Joint Uilities Study s conbi nation of spot
mar ket procurenent assunption with the abbreviated supply
curve therefore magnifies the difference between the

st udi es.

Capital Cost of Wnd: The Joint Uilities Study’s w nd
capital cost nmultipliers for subsequent “blocks” of w nd
are significantly higher for the higher cost blocks than
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t hose assunmed in the DPS Staff study. Because the Joint
Uilities Study assunes that few other resources are
avai |l abl e, and thus relies heavily on these nore expensive
wi nd bl ocks to set the entire cost of conpliance, the

ef fect of these assunptions is once again nmagnified.

The Capacity Expansion Plan: Pending further investigation
and clarification, the approach used to nodify the capacity
expansi on plan between base case and RPS scenarios in each
study may al so be a major factor driving different
concl usi ons between the staff and Joint Uilities studies.
It is clear that: (a) the degree to which the capacity
expansion plan is scaled back will influence the nodel ed
downward pressure on prices (this also depends on whet her
prices are nodel ed on a narket-cl earing or enbedded

met hodol ogy), and (b) the relatively greater reliance upon
intermttent wind resources by the Joint Uilities Study
may drive what appears to be an greater amount of new

conmbi ned cycle capacity nodeled in the Joint Utilities
Study’s RPS case.

W nd Costs and Perfornmance: Beyond the capital cost issues
addressed above, it appears that sonme w nd costs or cost
drivers in the Joint Uilities Study may be aggressive
whil e others are conservative; further analysis is required
to determ ne whether, in conbination, the aggregate inpact
IS conservative or optimstic.

Appropri ate Measurenent of Scenario Costs: The DPS study
estimates the costs to ratepayers (i.e., zonal market
clearing prices multiplied by all NY energy requirenents)
in each scenario. Under this nmethod, the suppression of
mar ket clearing prices significantly offsets the esti mated
costs of RECs to neet the RPS. In contrast, the Joint
Uilities study appears to estimte the production costs
(including fuel, O&M and capital recovery) for each
scenario. Significantly, under the present market
structure (in which NY power plants were divested to
generating conpani es), nost of these costs are paid by
generators, not custoners. Also, they do not vary strongly
bet ween scenarios. Overall, this difference in focus
(i.e., custoner costs vs. production costs) appears to be
an inportant driver of the difference in reported results
bet ween the two studies.

Treatnment of Inport Costs. The Joint Uilities study
projects that a large fraction of the energy generated by



Case 03-E-0188

new renewabl es in New York will displace inports that would
ot herwi se be needed to serve load in the state.
Significantly, though, the Joint Uilities study does not
appear to capture the substantial reduction in inmport costs
that would result. This appears to be a significant
contributor to the difference in RPS cost results for the
two studies.

Fi nancing: The Joint Uilities Study assuned much | ower
cost of equity and nuch hi gher cost of debt than were used
in the DPS study. Further analysis of the carrying charges
(not shown on the Joint Utilities Study) is required to
assess whether these differences caused nateri al
differences in results.

RPS Targets: RPS percentages are sonewhat higher in the
Joint Uilities Study than the DPS.

Landfill Gas: The Joint Uilities Study’'s data source, the
EPA' s Landfill Methane Qutreach Program database, is not a
conprehensi ve or conpl ete source of data. The Joint
Uilities study does not account for increases in nethane
production that result fromfuture landfilling. The data
source underlying the DPS study, which projects a greater
gquantity of output fromthis resource class, is far nore
conpr ehensi ve.

Whol esal e energy price suppression. It appears that the
Joint Uilities study estinmates whol esal e energy price
suppression in the renewabl e cases. The results (on the
order of $1/ MM price suppression in 2013) are significant,
al t hough sonewhat smaller than in the DPS study. It is not
i medi ately clear how, if at all, the estimted price
suppression is reflected in the reported Joint Utilities
study results.

Real versus discounted total inpact: The DPS study
presents results primarily in terms of real annual cost
i npacts, expressed in 2003 dollars, while the Joint
Uilities study results are presented primarily in net
present val ue ternmns.

Gas Price Suppression: The Joint Uilities Study assuned
that the decline in gas consunption of 4-5% does not reduce
price of gas. Wile the percentage may be snmall, its
inpact is on all kwh and MMCF, and that makes it add up.
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APPENDI X B

Proposed Commopn Set of | nput Assunptions

Structure

1.

Use Two Tiers - an SBC-Like set-aside tier for PV, Snal

wi nd and Fuel Cells providing 1% of the increnental MMW's,
and a Main Tier with all eligible resources conpeting on a
price basis providing 99% of the increnmental MM'Ss.

Use forecast of | oad and RPS percentages as follows:

Year SEP Forecast (MM's) RPS Per cent ages
2006 167, 490, 000 0.94%
2007 169, 977, 000 1.88%
2008 172, 404, 000 2.82%
2009 174, 658, 000 3.76%
2010 176, 910, 000 4.70%
2011 179, 031, 000 5.64%
2012 180, 907, 000 6. 58%
2013 182, 866, 999 7.52%

Eligibility Rul es

| ncorporate as eligible resources the follow ng:

1.

2.

W nd;

Of f-Shore Wnd in New York’s Great Lakes as well as off the
shore of Long Isl and;

New bi omass co-firing at existing coal plants (renove the
artificial limtation on biomass co-firing - currently at
5% of 200 MW - to reflect what co-firing could
realistically be tapped in the event significant additional
revenues were avail able due to the RPS)

New bi omass CHP
New bi omass Gasificati on;
New | ow-i npact hydro (up to 30MWNWper facility);

New upgrades to existing hydro facilities (no size limt,
but no new i npoundnents are pernitted);

New [ andfill gas using internal conbustion engines and
m cro turbines;
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9. New manure di gestion; and
10. Inports of all types of eligible resources from outside of

New York, subject to delivery constraint (e.g. energy mnust
be contractually transmtted to New York Control Area)

Procur enent ©Met hods

1. Assunme | ong-term (ten year plus) contracts-for-differences
acquired in annual increnmental "slices" at the price bid
(as opposed to paying all renewabl e resource prem uns at
the spot REC price).



10.

11.

APPENDI X C

Addi tional Questions Regarding the Joint Utilities Study

Pl ease explain how, in the |IPM analysis, the anmobunts of
inmports to NY and associated prices are determ ned.

For each scenario, identify the annual MM's of inports to
NY that are projected, and the associ ated annual cost.

Pl ease explain how, in the IPM analysis, the anobunts of
exports from NY and associ ated prices are determ ned.

For each scenario, identify the annual MM's of exports
fromNY that are projected, and the associ ated annual
revenue.

Pl ease provide a revised set of annual and NPV results
(cite specific tables) for each scenario, treating inports
to NY as costs and exports from NY as revenues (i.e.,
reductions to cost).

Pl ease explain the nmethod by which generation additions and
retirements were nmade in each case. |In particular, provide
an exanple of the conparisons that are made.

To the extent that certain new generation units (not
renewabl e) have been hard wired but are not yet under
construction, please estimate the nagnitude of costs that
woul d be avoided if these units were not hardwired due to
addi tion of RPS renewabl e resources.

Provi de detailed project financing assunptions so we can
assess whether this is a source of differences.

There appears to be an approximately 7,000 MM difference
in the nunbers used by ICF to represent the | oad forecast
and the correspondi ng nunbers in the SEP 2002 forecast.
Can you explain the difference?

Because el ectric generation under the Scenarios 1 and 2 is
greater than the generation in the reference case and

i mport production costs are ignored, shouldn't production
cost and em ssions be conpared on a per MM basis? On a
per MM basis, what is the production cost difference of
the reference case, Scenario 1, and Scenario 2.

Do the em ssions cal culations take into account differences
in generation | evels between the 3 Scenarios? Do enissions
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12.

13.

cal cul ati ons take into account any changes in eni ssions due
to generation characteristics of inports?

On page 28 of the ICF Study it states, "The NY regions did
not build peaking capacity in the Reference Case, nor do
they in the RPS Scenarios."” Does this affect energy prices
and REC prices? |If yes, how are energy and REC prices

af f ect ed?

On page 59 of the ICF Study, it appears that surroundi ng
control area's reserve margins are declining over tinmne.
Can | CF docunent the validity of this assunption? What
ef fect does this assunption have on RPS program cost?



