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NEW YORK STATE
PUBLIC SERVICE COMMISSION

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

COMMENTS OF THE INDEPENDENT POWER PRODUCERS

OF NEW YORK, INC. ON A PROPOSED POLICY FORA

RENEWABLE PORTFOLIO STANDARD

INTRODUCTION

The Public Service Commission (“Commission™) instituted this proceeding to develop

and implement arenewabl e portfolio standard (“RPS]) for retail electric sales. Pursuant to the

Commission’s February 19, 2003 Order Instituting Proceeding (the “Order”) a procedural

conference was held on March 4, 2003 and the submission of commentswas set for March 28,
2003. Two days of collaborative meetings among interested parties are to follow on April 7"
and 8" and thereafter Administrative Law Judge Eleanor Stein (the “Judge”) is scheduled to
provide a preliminary report to the Commission on May 2. The Commission may then issue
further directions on how it wishes to proceed.

The Independent Power Producers of New Y ork, Inc. (“1PPNY”) thanks the Commission
for the opportunity to provide comments on the proposed policy and legal issues concerning the
expanded use of renewable resourcesin New York. IPPNY also welcomes the opportunity to

offer experts on renewabl e resources at the upcoming collaborative sessions. IPPNY isanot-



for-profit trade association representing the independent power industry in New Y ork State. Its
membersinclude more than 100 companiesinvolved in the devel opment, operation and
ownership of electric generators and the marketing and sale of electric power in New Y ork.

At the outset, IPPNY notesthat its fundamental interest isin the continued devel opment
and enhancement of reliable and efficient integrated regional wholesale competitive electricity
markets. With respect to the RPS proceeding, therefore, IPPNY’ sinterest liesmainly in
ensuring the RPS is devel oped in amanner that is consistent with, and does not underminein any
respect, the functioning of non-discriminatory, competitive energy marketsin New Y ork and its
surrounding regions. Further, IPPNY’ sinterest in robust, competitive markets leads it to
conclude that the RPS policy should be devel oped with recognition that no single type of
renewabl e generation should artificially be favored to the exclusion of other competitive
renewabl e technologies. With these fundamental principlesin mind, then, IPPNY submits
comments on the threshold issues set forth in the Order and upon additional matters that are
implicated in the development of aRPS. Additiona mattersthat the Commission should
examine include:

1. Thestructure of the RPS asit affects the continued development of aregional,
seamless and integrated whol esal e el ectric generation market, through the New
Y ork Independent System Operator (“NYISO”) and itsregional counterparts;

2. Theownership of tradable property rightsin the renewabl e resource attributes of

resources already under contract;



3. Thedevelopment of future requestsfor generation proposals (“RFPS") by
regulated load serving entities (“LSES’) on abasis that does not unduly
discriminate between existing and new generation; and

4. Whether RPS requirements should be based solely on installed capacity, solely in

respect of the energy generated, or on ahybrid of these two approaches.

Asto Point 1, the introduction of arenewable portfolio should be done in amanner that
does not undermine competitive market outcomes and that does not interfere with the continued
development of the competitive wholesale el ectric generation markets that the NY 1SO
administers. The development of a RPS should not cause or contribute to out-of-merit dispatch,
or otherwise alter the current practice of operating the electric system on the basis of economic
dispatch and reliability concerns. Unbundling the renewable resource attribute (“ Attribute™)
from the underlying capacity or energy associated with the resource and creating an open,
competitive, tradable market in these attributes would be the best policy objectiveto pursue, in
IPPNY’sview, especially since an adjoining region, New England, has successfully adopted

such an approach.

Asto Point 2, IPPNY strongly believes that the attributes associated with existing
resources constitute a newly created commodity that belongs to the owner of the underlying
resource, unless already accounted for in transactions entered into by the owner. Accordingly,
except where aprior contract specifically has addressed these attributes, the owner of the
resource should have the full and unfettered right to engage in commercial transactionsfor these

attributes in the manner it deems appropriate.

Asto Point 3, the LSES' procurement of electric generation through RFPs must also be
harmonized with future renewable additions. IPPNY and the Natural Resources Defense

Council (“NRDC") have requested that the Commission institute a proceeding to develop rules



for theissuance of future RFPsfor capacity (IPPNY/NRDC letter of March 7, 2003 to Chairman
William M. Flynn). Whether future RFPs cover capacity, energy, unbundled attributes or a
combination of these commaodities, IPPNY believes the renewable and RFP initiatives should be
coordinated so generation is acquired in acompetitive manner and existing resources are ensured

alevel playing field in competition with new resources when RFPs are issued.

Asto Point 4, IPPNY believes the Commission should hold open during this stage of the
proceeding the question of how best to set the RPS requirement. Three alternatives should be
considered: (i) the Commission could set the RPStarget on the basis of an installed capacity
(“ICAP”) obligation, without regard to how much energy actually is generated by renewable
resources (i.e., the attributes would be generated in relation to the amount of renewable ICAP
signed up by the LSE) (the“ICAP Approach”); (ii) the target could be set solely on the basis of
energy generated (i.e., the attributes would derive from the amount of energy actually generated
from renewabl e resources, asis done in the New England system) (the “ Energy Approach”); or
(iii) ahybrid approach could be established whereby the target is established on an ICAP basis,
but the tradabl e attributes would be generated on the basis of the actual generation of the

renewabl e resources (the “Hybrid Approach”).

For the remainder of these comments, IPPNY will focusfor illustrative purposes on an
RPS established based on an Energy Approach. However, many of the principles set forth below
apply equally to an ICAP Approach or a Hybrid Approach to an RPS. Inthisregard, the
Commission should be aware that many, if not all, of the issues the Commission must determine
in this proceeding have been addressed in the New England control areain the development of
the ISO New England Generator Information System (“NE GIS’). New Y ork’s program should
beinformed by the NE GI S experience and the devel opment of the RPS measures should
consider energy, capacity or ahybrid form, with the renewabl e attributes designated in kilowatt-

hours, asaform of tradable product.



Under the NE GIS program, as IPPNY understandsiit, the electric system is operated by
| SO-NE on the basis of economic dispatch, consistent with reliability requirements. Whatever
attributes are created are ultimately sold in one of several waysto the load serving entitieswho
are obligated to procure the minimum requirement. To the extent that the electric systemis
operated in amanner that resultsin less than the target amount of attributes, L SEs that are short
pay apenalty, which is placed in afund used to facilitate devel opment of renewabl e resources.
IPPNY believesthismodel harmonizeswell with the operation of a competitive marketplace and
that the market for attributes could provide the transparent price signal necessary to attract the

appropriate level of renewable resource generation.

THRESHOLD ISSUE COMMENTS

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

As noted in the Order, properly developed renewabl e resources could “lower air
emissions and increase system reliability.” Order at 2. Other important policies--promotion of
wholesale and retail sales competition; consumer choice; reduced dependence upon fossil fuel;
and economic development--will be advanced if reasonable definitions of renewable
technologies are included in the portfolio and careful consideration of the emerging competitive

wholesale electric marketsis given.

IPPNY encourages the Commission to rule that resources within the scope of the
“renewable” portfolio will include wind turbines, co-firing wood with oil or coal, solar, biomass
(including direct combustion, co-firing, gasification, and biofuels used to generate electricity),
methane waste, hydroel ectric facilities and solid waste-to-energy facilities. Each of these forms

of generation derive their fuel from sustainable sources and they can be sited and developed in



waysthat will contribute to increased fuel diversity, system reliability, lower air emissions and

economic betterment.

2. The appropriateness of including renewable resour ce ener gy
procured from outside the State, such as hydropower from Canada or
wind energy from New England.

~and~

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

Thearbitrary exclusion of renewabl e resources from outside of New Y ork will not
advance the renewabl es portfolio standard and would undermine the devel opment of a seamless
regional market. On the other hand, a poorly crafted RPS could create unintended and harmful
economic and environmental outcomes. One such outcome could occur if one particular
renewabl e resource were permitted to dominate the resource mix to the exclusion of others. To
avoid such an outcome, and to serve the State’ sinterests, an RPS should be designed to create
reciprocal and cross-regional trading opportunities and markets. IPPNY believesthe
Commission should support the free flow of attributes with regionsthat have adopted reciprocal
requirements. Thus, importsfrom other regions should be accepted, but only to the extent that
those regions offer open, non-discriminatory markets for capacity, energy and attributes. Finally,
the Commission should consider whether electric system reliability and fuel diversity objectives
should place any restrictions on the amount and type of attributes that can be imported into New

Y ork State.

With regard to Threshold Issue 3, IPPNY believesthat efficient regional competitive
whol esale markets are characterized by the existence of many buyers and many sellers. For this
reason, IPPNY has consistently supported the creation of robust retail competition. It follows
that any obligationsin respect of an RPS should apply to al L SEs, regardless of their size or

composition.



4, Theimpact, if any, on the ability of energy services companies
(ESCOs) to compete with utilitiesif they arerequired to procure
renewable resour ces beyond what their customersrequest, given the
relative sizes of the loads supplied by utilities and ESCOs currently,
and how such impacts might be over come.

5. The best methods for retail ;J?Jr;)cljrersto procur e renewable resour ces

(e.g., construction and owner ship versus purchases).

The competitive and economic impact upon ESCOs, if the RPS were to require the
purchase of credits or generation that was not requested by their customersis quite solvable. At
thistime, the best method of procurement of attributes, with fair regard to the ability of all
energy service companies to compete, would be to develop an Attribute trading platform that
provides all ESCOs with acommon and transparent marketplace to acquire renewabl e resources.
This market should not be exclusive and alternatives such as the long-term RPS contracts,

bilateral arrangements and self-help projects should be fully permitted to ensure all participants

have opportunitiesto successfully acquire and market renewable resources and their attributes.

There should be no restrictions on the methods available for retail suppliersto obtain
renewabl e resource attributes. The moreflexibility allowed, the morelikely it isthat innovative
renewabl e resources will be developed and the lower the transaction costs will be to the end use

customers.

6. Methodologies for the recovery of costs by regulated utilities.

The Commission should indicate awillingnessto consider and approve the cost recovery
of long-term contracts where costs are within arange of reasonable outcomes and the contract
will facilitate compliance with RPS. The Commission should also insist that contracts be
solicited on anondiscriminatory basis between new and existing facilities and that credits for
Attributes not be tied to pre-existing energy and/or capacity commitments. To facilitate
contracts and L SE compliance, however, flexibility to enter into energy and/or capacity

arrangements along with Attribute arrangements should be considered. IPPNY notes aswell that



implementation of theinstalled capacity demand curve could facilitate the devel opment of
renewabl e resources, because there will be atransparent market for their capacity, aswell asthe

ability of L SEsto demonstrate the prudence of their contracts with renewabl e resources.

7. Individual retail suppliers targets, if appropriate.
~and~
8. The appropriate means to monitor progress toward meeting the goal

to ensure results, including possible rewards and disincentives.

Threshold issues numbers 7 and 8 appear to berelated in that they request comment on
individual retail supply targets and the means to monitor the progress towards meeting an RPS
goal. IPPNY already has described three possible approaches (ICAP, Energy or Hybrid) that can
be used to set the RPS targets. Regardless of which approachistaken, IPPNY believesthe
targets should be required annually for al retail electric sales providers with compliance reports
to follow in the first quarter of the following year. IPPNY supports the New England approach
whereby penalties are imposed on deficient L SEs and the funds so generated are used to support
further development of renewable resources. Long-term contracts and significant penaltiesfor
non-compliance could be developed to create investment incentives and to avoid costly
administrative enforcement mechanisms. The RPS policy also should ensure that the tradable
attributes can be “banked” such that attributes generated in one period but not purchased to meet

the RPS target for that period may be sold in subsequent periods.

9. The potential impact on reliability and system operations due to the

addition of renewable resour ces, especially those resour ces that

operate only inter mittently (e.g., windmills and photovoltaics), and

what, if anything, must be done to ensurethat reliability is

maintained.

In order to ensure that the high standard of electric system reliability enjoyed by New
Y orkers will not inadvertently be undermined by the implementation of an RPS, IPPNY urges
the Commission to actively seek review of any proposed RPS policy by, and to solicit input

from, the NY1SO and New Y ork State Reliability Council. These bodies are uniquely positioned



to provideinsight on the impactsthat an RPS policy may have on required operational flexibility
and system reliability. The Commission should request that the NY 1SO and New Y ork State
Reliability Council prepare acomprehensive assessment of the probable impacts upon the New
Y ork Control Area of increased reliance on renewabl e resources in the manner contemplated in
the RPS proposal. Theintroduction of intermittent generation in relatively significant new

guantitieswill affect the flows and loading upon the transmission grid.

10. Theappropriateness of a “renewableattributestrading” system, and
the components of any such system that might be developed.

As previoudly stated, an attributes tracking and trading system will be necessary in order
to successfully implement a broad-based, uniform RPS. Without it, every retail supplier required
to comply with the RPS would have to acquire renewabl e generation and/or enter into long-term
contracts for such generation. The complexity associated with such physical rather than financia
contractswill be magnified by, among other things, the intermittent nature of some renewable
generators, any variation in the load served by retail suppliers, and the amount of power
purchased from the spot market by retail suppliers. Finally, such aphysical as opposed to a
financial market obligation could have severe and adverse reliability implications on the manner

inwhich the electric system is operated.

A central attributes tracking and trading platform would provide flexibility and
administrative cost reduction by streamlining access to renewable attributes. Retail suppliers
could purchase those attributes that are needed to comply with the RPS for the load that they

have served, and generators could sell their attributes asthey are generated.

Such atracking and trading systemcould follow the general model implemented by 1SO
New England’sNE GIS. The basis of this systemisthe “unbundling” of attributes from capacity
and energy, and the subsequent trading of these attributesin a separate market. To avoid

creating new seams New Y ork should explore following asimilar approach. Each megawatt-



hour of electricity or equivalent megawatt-hour derived from a capacity standard would be
assigned a unique Attribute “ certificate” in a central database; ownership of that certificate
would beinitially assigned to the generator. The certificates would then be traded as the market
determines, through either abilateral contract or through one-time purchase of certificates by

retail suppliers.

Several issuesstill need to beresolved. In New Y ork, one of thefirst issuesto be
resolved would beidentification of the entity that would manage this system. Other issuesand

components include:

1. Contents of the “certificate”; renewable attributes only, or other environmental
characteristics? NE GIS not only assures compliance with RPS requirements, but

it provides the data necessary for environmental disclosure.

2. Provisionsfor agenerator’s sale of renewable attributes only, and the resulting
characterization of the “null power” that would presumably be sold in the spot

market.
3. Accuratetracking of “certificates” from generator to the end-use customer.
4. Banking unsold “certificates.”

The development of arobust tracking and trading system for Attributes would also
address Threshold Issues#9 and #2. The trading system would match-up aretail supplier’sload
with the renewabl e attributes that it purchased, providing areliable means of measuring their
compliance with the RPS and the progress toward the development of renewabl e generation.
Seamless integration with surrounding 1SO systems would also allow import of renewable

Attributes.
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11.  Theimpact, if any, on the Commission’s Environmental Disclosure

Label Program, and any modifications that might be needed and

appropriate for that program.

The creation of arenewablesattributes trading system will require adjustment to the
Commission’s Environmental Disclosure Label Program and current renewable power
monitoring initiatives. The trading system will need to assure that there is no double counting of
renewable attributes. As proposed by IPPNY/, the RPS “ certificate” also would serve as the |abel

upon which environment disclosure would be based.

12.  Thepracticality of installing new renewable facilities in the high load

areas of the State. If the targeted renewables are built upstate, the

impact, if any, that such construction might have on the addition of

new resourcesin theload centerswherethey are most needed, and the

appropriate meansto ensure that additional generation and

transmission resour ces will be built where they are most needed.

The broad based installation of new renewablefacilitiesin high load and population
centers of the State islikely to be limited because of anumber of competing factors. These
include: space and land use and limited natural resource availability. Some renewable modes of
electricity may be able to fit within high load, urban environments more readily than others. For
example, municipal solid waste-to-energy could be sited nearer to load centers because they are

not dependent on specific locations for resources, i.e. wind or hydro supplies.

13.  Theimpact, if any, the renewableportfolio standard would have on

existing green marketing programsin the State, and what the State

might do to support developers and green power markets during the

process of developing rulesto implement the standard.

On May 28, 2002, the Commission issued itsOrder Adopting Terms of Renewables Joint
Proposal for Niagara Mohawk Power Corporation in Case 01-M-0075 wherein the Commission
approved ajoint proposal to create arenewable energy marketing and billing program. Under
the program, energy service companies are permitted to market renewable resources to

customers of NiagaraMohawk at a price which contains a premium for the resource. There are

11



environmental disclosure, conversion transaction and billing procedures that are intended to
enable sellersto stream the renewabl e resource purchase to buyers, who desire to purchase

el ectricity from renewableforms of energy.

This program has been in effect for less than one year and the Commission should
indicate that buyers of “green” or renewabl e attributes under the Niagara Mohawk Renewable
Order will be allowed to credit their purchases toward any contemporaneous requirements

established in the RPS.

14.  Changesneeded, if any, by the Public Service Commission and
NYSERDA in the SBC-funded renewable energy program to
coor dinate with the new tar get.

Currently, NY SERDA has funded programs for the devel opment of unbundled renewable
resource attributes through 2005. These programs are just beginning to facilitate renewable

resource attribute trading and should be allowed to continue as planned.
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