STATE OF NEW YORK
PUBLIC SERVICE COMMISSION

Case03-E-0188 - Proceeding on Motion of the Commission
Regarding a Retail renewable Portfolio Standard

Initial Comments of the City of New York

|. Introduction

The City of New Y ork (City) hereby responds to the February 19, 2003 Order of the
Commission instituting this Renewabl e Portfolio Standard Proceeding and the March 6, 2003
Ruling of Administrative Law Judge Eleanor Stein revising the schedule in this matter.

The City is supportive of the goalsidentified in the Commission’s Order, including a
lessening of exposure to periodic fossil fuel scarcity and price volatility. Itispossiblethat the
cost of certain forms of renewable energy will decrease over time asthey are further devel oped
and more widely adopted. Moreover, increased devel opment of renewable energy sources offers
the prospect of genuine environmental improvements.

New Y ork already has a quite diverse range of such sources, including significant
hydroelectric power. However, a Commission standard that explicitly identifies and fosters the
development of renewables could further increase that diversity. Asthe Order noted,
establishment of an RPS should also provide an incentive for greater investment in renewable
technologies. Both emerging and more mature technol ogies for renewable energy generation
would benefit from the impetus provided by establishment of explicit regulatory standards and

appropriate governing criteriafor the use of such renewables.



The RPS initiative by the Commission is awelcome development that should gradually
provide a measure of protection from fossil fuel price volatility, and also benefit the
environment. However, the City will seek assurance that that the goals and requirementsthat are
set by the Commission will befair to the City residents and businesses who will undoubtedly
bear a significant portion of the costs associated with the implementation of RPS.

According to the Energy Information Administration,* some 18-19% of New York’s
electricity isobtained from renewable sources at present. Of that, approximately 17% is derived
from upstate hydroel ectric power, and most of the balance is presumably from wind energy and
agricultural biomass sources? Some renewable technol ogies, such as photovoltaics and fuel
cells, may represent considerable promise for the future, but in the near term are likely to be too
limited to have asignificant impact on the State’ s energy portfolio3 Therefore, the prospect of
reaching whatever goal the Commission setswill likely depend to agreat extent on relatively
few forms of renewable energy unless amore liberal definition isapplied. Accordingly, the
proposal to the Commission should consider establishing a preference schedule for certain non-
traditional forms of renewable energy, perhaps by using tiers or classes as other jurisdictions
have done. The City believes that consideration should be given in the RPSto certain other
forms of environmentally beneficial energy sources, aswe explain further below at page 6.

The RPS structure that emerges from this proceeding could have significant ratepayer
impacts. For example, if amandatory standard were ultimately to be adopted by the

Commission, and wereit difficult for City energy suppliersto meet the required level of

1 United States Department of Energy, EIA Report Renewable Market Share of Net Generation by State, 1999-2000
2 Thereported figures for New Y ork State renewables vary slightly, depending on the definitional criteriaused. See
NY SERDA’s Preliminary Investigation report, which at p. 4 cites figures of 17-18%.

3 For example, the Fala Direct DM Group photovoltaic system on Long Island, described in 2001as the world's
largest application of solar technology by asingle commercial enterprise, reportedly produces 1.5 MW of electricity
from approximately 7800 PV panels during peak generating periods.



renewabl e use, they would likely face some form of financial penalties. Evenif amarketin
tradable renewabl e credits were established as part of the RPS as has been done in several other
states, deficient New Y ork supplierswould obviously incur costsin purchasing such credits.
Under either scenario, there would be a significant rate impact to in-City consumers asthe
suppliers pass the additional RPS compliance costs through to them. The foregoing discussion is
not meant to suggest that the City isopposed to an RPSin New Y ork State. Rather, the City
simply asksthat the collaborative partici pants recognize the legitimate equity concerns that must
be addressed in establishing the parameters of such a Standard.

There are certain specific issues that the City believes need to be addressed before the
Commission promulgates an RPSrulein thisarea. These include the following:

Initially, acomprehensive cost-benefit analysis should be undertaken to determine the
impact of a RPS on each region of the State. While the development of the RPS should in
principle benefit the State as awhole, there are important regional and local considerationsto be
taken into account before the RPSis created. This step would respond to the Commission’s call
inits Order” for an assessment of the likely benefits and burdens of adopting an RPS. The City
believes that a number of factors suggest that such an undertaking is essential, particularly if it
employs varying assumptions, and considersthe likely implications of including or excluding
certain form of energy from the scope of the RPS. Alternate scenarios might be considered in
the cost-benefit analysisin order to establish a Standard that will provide the benefits sought
without unnecessary dislocation or hardship on any region of the State, or any particular group of
utility customers.

Thisisnot simply atheoretical concern for the City. To cite but one specific issue,

upstate utilities already make great use of hydropower, in part due to statutory and regulatory



allocation preferences directing alarge share of that power to municipalities and other political
subdivisions, aswell asto certain rural and industrial users® Others, such as usersin the New
Y ork City metropolitan area, typically do not have comparable access to such large-scale
renewabl e sources of energy. Thisispartly afunction of such physical factors asthe limited
availability of transmission connections between upstate and the City, and partly due to public
policy choices made in such statutes as one cited above. The uneven distribution of hydropower
resources, while perhaps largely an accident of geography, does impose a certain burden on
customers of investor-owned L SEs, particularly those located in metropolitan areas. The City
simply notes that the existence of any impedimentsto the increased use of renewablesin certain
regions or serviceterritories must be taken into account in the RPS collaborative process.

Similarly, there are fewer opportunities for the use of certain promising forms of
renewable generation in New Y ork City than exist elsewherein the State. For example, wind
turbines now appear to be the most likely form of large-scale renewabl e energy generation
(recent technological developments suggest that each turbine can generate upwards of 3.5 MW
of electricity). Such increased turbine capacity allowsthe use of far smaller wind farm facilities
than was possible with the 1.5 MW turbines that have previously been the industry standard.
Thisinturn raises the prospect of economies of scale that will permit wider use of wind energy
asasignificant source of electricity generation.

Asapractical matter, however, the space requirements of even relatively compact wind

farms are far more suitable to rural upstate areas than to metropolitan regions® In addition, such

4 Commission Order Instituting Proceeding, February 19, 2003, p. 2

® Seeeg., Public Authorities Law § 1005(5), which refers to [hydroel ectric] preferencesfor “... domestic and rural
consumers to whom the power can economically be made available,” and “sale to and use by industry ...[as] a
secondary purpose....”

6 Even awind farm with arelatively modest peak capacity of 50 MW would require the use of almost 15 turbines
rated at 3.5 MW, and theinstalled turbines are each more than 500 feet high.



factors as topography and meteorological conditionsin northern and western New Y ork State are
far more conducive to the placement of efficient wind farms. In the case of offshorewind
facilities, such asthose now under consideration by LIPA for placement off the Long Island
shoreline, technological concerns reportedly remain, and the prevailing winds tend not to
coincide with the most critical summer peak load period.

Thus, the cost-benefit cal culus should not simply look at projected effect on the State as a
whole, but rather at the likely burdens placed on certain parties and regions by particular versions
of RPS. That process should in turn lead to the formulation of a Standard that would minimize
those burdens to the fullest extent possible while achieving the aimsidentified by the
Commissioninits Order.

II. City Commentson Threshold Issuesldentified in the Commission Order

1. Thetypesof resourcesthat should be considered as*”renewable” for the
purposes of arenewable portfolio standard

The definitional issueisone that various jurisdictions adopting RPS provisions have
addressed in different ways. While NY SERDA inits Preliminary Investigation report identified
several existing listings of renewable sources, the City’ sview isthat those definitions are too
narrow. Thisisparticularly true of renewable energy compilations such asthat found in 6
NY CRR Part 204, which specifically excludes the combustion of solid waste.

The City believes that under the ambitious objective for New Y ork State that the
Governor has announced, the Commission should consider as renewable for purposes of the RPS
as broad an array of sources of energy as possible. Specifically, the Commission should consider
theinclusion of such systems as steam air conditioning from modern combined-cycle plants, and

waste-to-energy facilities. Thismight be done by the explicit recognition of such energy sources



as renewable, as has been done elsewhere at |east with waste-to-energy,’ or aternatively by the
creation of apreference schedule or tiered standard to encourage methods of generation that may
not fall into the universally accepted scope of renewable sources of energy, but which
nevertheless offer many of their advantages. At least two states have recently taken the approach
of creating atwo-tier standard with designated classes of renewable or preferred sources of
energy

Steam air conditioning is especially appropriate for consideration for New Y ork City
given the expected difficulty in installing other renewable sourcesin the City. While it may not
be“renewable’ in the strictest possible sense of that term, steam air conditioning does involve
the use of steam that would not otherwise be put to auseful purpose. Moreover, given the
general recognition of the environmental benefits of district heating and cooling systems, steam

air conditioning, asacrucial component of such asystem, deserves special recognition.

2. Theappropriatenessof including renewableresour ce ener gy procured from outside
the State, such ashydropower from Canada or wind energy from New England.

This practice has already been adopted in some jurisdictions that have adopted RPS
provisions, including neighboring states such as Massachusetts. That fact suggests the need to
consider asimilar inclusion of importsin New Y ork, in part out of aconcern over not creating an
unintended disadvantage for State entities and their customers. Also, this State should to the
extent possible avail itself of inexpensive hydroel ectric power from Canada. Such an approach
would offer New Y ork accessto relatively large-scal e generation from a clean, renewable

source. In addition, hydropower from Ontario and New Brunswick tends to be most readily

" Massachusetts Statutes, Chapter 164, Section 50
8 See New Jersey Statutes, Title 48, Chapter 3-51; Connecticut Statutes § 16-1 (26) and (27)



available when it is most needed - during New Y ork’s summer peak |oad season. Moreover,
there are ongoing efforts at the NY 1SO to establish regional markets that include both other
northeast | SOs and the Canadian Independent Market Operators. The FERC has encouraged this
trend as a means of making energy markets more rational and efficient.

Inview of all thesefactors, the City believes at this stage that renewable imports should

be included in those energy sources that meet an RPS requirement.

3. Theretail suppliersthat should berequired to sell energy from renewable sour ces.

The City expresses no present view on thisissue.

4. Theimpact, if any, on the ability of ener gy services companies (ESCOs) abilitiesto
competewith utilitiesif they arerequired to procurerenewableresour cesbeyond
what their customer srequest, given therelative sizes of theloads supplied by
utilitiesand ESCOs currently, and how such impacts might be over come.

The City expresses no present view on thisissue.

5. Thebest methodsfor retail suppliersto procurerenewableresources(e.g.,
construction and owner ship ver sus pur chases.)

The City expresses no present view on thisissue.

6. Methodologiesfor therecovery of costsby regulated utilities.

While the utilities may well be entitled to recovery of prudently incurred costs to
implement a Commission mandate, the City believes that issues outside of a mandate should first
be explored. In addition, the system benefits charge could be used to reduce the cost to utilities,

if they are the primary purchasers behind a renewables mandate.

7. Individual retail suppliers’ targetsif appropriate.



The City expresses no present view on thisissue except to the extent that it involves
resolution of the geographic issues discussed above.
8. Thepotential impact on reliability and system operationsdueto the addition of
renewableresour ces, especially thoseresour cesthat operate only inter mittently (e.g.

windmillsand photovoltaics), and what, if anything, must be doneto ensurethat
reliability ismaintained.

The City does not believe at thistime that reliability will be anissuein this proceeding.. The
existing diversity of State energy sources should limit the effect of somerenewables’ low
capacity factors and intermittent generation patterns, particularly in the near term. In addition,
the NY1SO and the Reliability Council have sufficient experience with the State’ s capacity and
energy marketsto addressthisissueif renewable energy adoption of intermittent sources

becomes sufficiently widespread to raise potential reliability concerns.

9. Theappropriate meansto monitor progresstoward meeting the goal and to ensure
results, including possiblerewar dsand disincentives.

If the Commission adopts along-range schedule for RPS implementation (such as aten-year
time frame), consideration should be given to a phased approach that would use benchmarks or
interim goals. In addition, there may be arolefor voluntary targets, at least in the early years of
the implementation period. These might be succeeded by mandatory obligations (contingent on
the degree of success achieved voluntarily) to reach the adoption level required by the
Commission. Periodic reporting, such as on an annual basis, should be adequate to permit the

Commission to monitor progress toward meeting the RPS goal.

10.Theappropriateness of a“renewable attributestrading” system, and the
componentsof any such system that might be developed.



The present New Y ork State system of conversion creditsislikely to limit the scope
of renewable trading, particularly as other states are increasingly adopting tradable renewable
energy credits. To the extent that the latter become the recognized standard in the renewables
industry, the City believes that failure to adopt and implement them will disadvantage market
participantsin this State. A system for trading renewable attributes is necessary to any program
mandating arenewable portfolio standard regardless of which entities are responsible for
meeting this standard. A trading system must be able to track available renewable energy
generation as well as any transactions among market participants involving the supply and
consumption of renewable environmental attributes, and permitting inter-state and ultimately,
international trading. If properly designed, such credits would also increase public confidencein

the renewabl e power system, and would contribute to the expansion of renewabl e generation.

11.Theimpact, if any, on the Commission’s Environmental Disclosure L abel Program,
and any modifications that might be needed and appropriate for that program.

The City expresses no present view on thisissue.

12.Thepracticality of installing new renewablefacilitiesin the high load ar eas of the
State. If thetargeted renewablesare built upstate, theimpact, if any, such
construction might have on the addition of new resour cesin theload centerswhere
they are most needed, and the appr opriate meansto ensurethat additional
gener ation and transmission resour ceswill be built wherethey are most needed.

See the discussion in the Comments of the City above on equitable and practical
considerations that the Commission should examine in addressing regional RPSissues. In
addition, the City believes that the Commission should take into account the variations inherent
in the present pattern of renewables use across the State by the use of two methods of RPS

implementation: a baseline that recognizes the current portfolio mix of each individual utility or



L SE in the State, and mandates improvement from that position, and/or a service-territory based
requirement rather than arigid statewide formulathat simply requires afixed percentage of
renewables.

These approaches would require roughly comparable efforts from each market participant
to meet the newly-established renewabl e standard, and would not unfairly reward or punish those
accidents of history or geography that affect the current use of renewables, most notably large-
scale hydroel ectric power.

In addition, the City believes that the Commission should take into account the lack of
transmission between upstate and downstate and the impact that has on any renewable mandate.
While an order to construct new transmission lines may be difficult to issue within the context of
this proceeding, the Commission should consider the feasibility of constructing such linesand
the fairness of imposing renewabl e requirements on the downstate region in the absence of such
new line(s).

Finally, because downstate’ s densely populated region will make it difficult to site wind
facilities, the City believes as noted above that the Commission should consider the eligibility of

sources such as steam air-conditioning for preferential status.

13.Theimpact, if any, therenewable portfolio standard would have on existing green
marketing programsin the State, and what the State might do to support developers
and green power marketersduring the process of developing rulestoimplement the
standard.

The City expresses no present view on this question.
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14.Changes needed, if any, by the Public Service Commission and NY SERDA in the
SBC-funded renewable ener gy program to coordinate with the new tar get.

The City believesthat directing more SBC money downstate to promote renewable
energy would be areasonable policy choice given the current inequitable distribution of

hydroel ectric power and the difficulty of constructing renewablesin the downstate region.

March 28, 2003 Respectfully submitted,

Michael J. Delaney

Energy Policy Advocate

City of New Y ork

110 William Street, Fourth Floor
New York, NY 10038

Tel. 212-312-3787

E-mail mdelaney @nycedc.com
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