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BY THE COW SSI ON:
| NTRODUCTI ON

This proceeding was instituted, jointly with an

i nvestigation of the costs and benefits of distributed
generation (DG,! for “the fornul ation of general guiding
princi ples and policies for devel oping standby tariffs, which
woul d then be inplenmented at the tine a utility introduces new

standby tariffs or rates.”?

The two proceedi ngs were conduct ed
in a coordinated, collaborative process, which began on April 5,
2000, follow ng the subm ssion of statenments of interests by

parties. The collaborative process, which comrenced under the

1 Case 00-E-0005, Costs, Benefits and Rates Regarding
Di stributed CGeneration.

2 Cases 99-E-1470 and 00-E-0005, Order Instituting Proceedings
(i ssued January 10, 2000), p. 3.
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direction of Adm nistrative Law Judges WIlliam Bouteiller and
J. Mchael Harrison, followed two tracks thereafter, one for
consideration of DG issues and the other for consideration of
standby rates issues. This opinion and order addresses standby
rates issues, and DG issues are addressed in an opinion and
order cont enporaneously issued in Case 00- E-0005.

Foll ow ng a series of infornmational and educati onal
presentations held in May and June 2000, working group neetings
on standby rate issues conmenced. After several neetings, nost
of the active non-utility parties agreed to work together to
fornmul ate a position paper on standby rates and station power.?3
Li kew se, the electric utility conpanies fornulated a joint
posi tion statement regarding standby service issues.* The
position papers of both groups were submtted within the
col | aborative on Septenber 18, 2000.

Thereafter, discussions continued briefly, but did not
result in consensus on major issues. DPS staff devel oped a
straw proposal for a conceptual approach to designing standby
rates, which was distributed to the parties by ALJ Harrison on
March 29, 2001. A plenary neeting of the parties was held on
April 24, at which the staff proposal was presented by DPS Staff
and discussed. It was determned that the parties woul d comment

3 The “Non-Utility Wrking Goup” included representatives from
Di stributed Power Coalition of America (DPCA), |IBC
Engi neering, Inc. (1BC), |Independent Power Producers of New
York, Inc. (IPPNY), Miltiple Intervenors (M), Oion Power
New York GP, Inc. (Oion), Owmers Comrittee on Electric Rates
(OCER), Southern Energy New York (SENY), and Trigen-Nassau
Ener gy Corporation (TNEC)

The investor-owned electric utilities jointly submtting
comments included Central Hudson Gas & El ectric Corporation
(Central Hudson), Consolidated Edi son Conpany of New York,
Inc. (Con Edison), New York State Electric & Gas Corporation
(NYSEG), Niagara Mohawk Power Corporation (N agara Mhawk),
Orange and Rockland Uilities, Inc. (O&%), and Rochester Gas
and El ectric Corporation (RGEE).
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CASE 99-E-1470

on the straw proposal, after which it would potentially be
clarified or revised, resubmtted to the parties for additional,
reply comments, finalized, and submtted to the Conmm ssion.
Accordingly, initial coments were subnitted on May 15 by 1%
Rochdal e, DPCA, the six investor-owned electric utilities
jointly (the Uilities), |PPNY, KeySpan-Ravenswood, |nc.
(KeySpan), Mrant New York, Inc. (Mrant), M, National Energy
Mar ket ers Association (NEM, NRG Conpanies (NRG, Pace Energy
Proj ect (Pace), and Plug Power, Inc. (Plug Power).

The straw proposal was resubmtted to the parties,
with m nor changes suggested by parties, and reply comments were
filed on June 15 by Capstone Turbine Corporation (Capstone),
Plug Power, |IPPNY, NRG the Uilities, NEM DPCA, the Non-
Uility Wrking Goup, M, New York Energy Research and
Devel opnent Authority (NYSERDA), Mrant, and New York Energy
Buyers Forum ( NYEBF).

Fol | ow ng subm ssi on of proposed Guidelines at the
August 2001 session, at which tinme the matter was put over for
further evaluation, an additional round of comments focusing
specifically on changes to the Guidelines introduced foll ow ng
the June 15 comments was requested and received on Septenber 17,
2001. Parties filing these supplenental coments included Plug
Power, | PPNY, Pace, National Fuel Gas Distribution Corporation
(NFG, NRG DPCA, the Uilities, NEM and M.

THE PROPOSED GUI DELI NES
The “Qui delines for the Design of Standby Service

Rates” (the CGuidelines), attached to this opinion and order
(Attachnment A), reflect consideration of all of the comrents
filed by the parties. As can be seen by the summary of the
comments (Attachnment B), there are unresol ved di sputes anong the
parties on a variety of fundanental issues regarding the straw
proposal. Before discussing those comments and our
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determ nations on the various aspects of the CGuidelines we
approve, a sunmary explanation of the Guidelines wll be
provi ded.

Fundanental Principl es
1. Applicability

The Cuidelines are intended to apply to the proper
desi gn of standby delivery service rates. Thus, they do not
apply to the energy conponent of a standby custoner's
requi renents. Standby customers woul d be expected to arrange
for energy supply in the conpetitive market, and even if energy
is provided through the utility, the delivery service rates for
standby custonmers woul d be i ndependent of the energy rates they
woul d pay.

A standby service customer is essentially a custoner
whi ch normal |y does not obtain all of its energy via deliveries
through the utility’s transm ssion and distribution grid. Two
general categories of such custoners were identified during the
col | aborative process: (1) custoners with on-site generators
(OSGs) that produce energy primarily to serve the custoner’s
native | oad; and (2) whol esal e generators that operate nainly to
produce and sell electricity in the wholesale market. The
standby rates would apply to both types of custonmers to the
extent they rely on the electric utilities to deliver power that
woul d ot herwi se be supplied by the generator. This would
i ncl ude what the whol esal e generators have referred to as

“station use.”®

® Station use includes such | oads as power used for heating,
lighting, air-conditioning, and office needs of the building
housi ng the generator, when such needs are not part of the
native | oad served by the generator, or power used in re-
starting a generator after an outage.

-4-



CASE 99-E-1470

The Cui del i nes propose, however, to exenpt, while they
are operating, whol esale generators that provide for all of
their station use “behind the neter” (i.e., the electricity is
not provided via a point of interconnection between the
generator’s facility and the utility's retail delivery systen)
fromthe application of certain conponents of standby rates.

Mor eover, in sone instances, where the station use is provided
fromthe sane bus bar as the generator’s point of

i nterconnection with the transm ssion system the Cuidelines
woul d recogni ze those circunstances to be equivalent to

provi sion of station use behind the nmeter. Consequently, under
this configuration, the as-used demand charge woul d equal zero
when the generator is operating. However, when the generator is
not operating and if station use is served via the utility's
retail delivery system the as-used demand charge woul d apply.

The CGuidelines also distinguish custonmers with on-site
generation used principally as a source of energency backup when
utility service is interrupted. Since such custoners are
reliant on utility service for the vast mgjority of their needs,
all service to these custoners should be provided under the
ot herwi se applicable full service tariff.

The Gui delines recomend fundanental cost-based rate
design principles that in nost cases avoid reliance on
measur enents of energy consunmed (kWh) for charges for delivery
service. Wiile these principles mght conceivably apply to the
recovery of delivery service costs fromall utility customers,

t he CGuidelines reconmend inplenentation of these principles for
standby service, as a specialized formof retail delivery
service. Consideration of changes in delivery service rate
design for full-service delivery custoners was not the subject
of this proceeding and it would, therefore, be inappropriate to
concl ude that these principles should be applied to delivery
service other than standby service at this tine.
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The Cui delines recognize that additional charges or
credits may al so apply to properly designed standby rates.
These m ght include surcharges applied to the ot herw se
applicable service classification that would appropriately be
applied to standby rates or certain credits or surcharges (such
as i nterconnection charges) directly attributable to individual
st andby cust oners.

2. Stranded Production Costs
The applicability of stranded production cost recovery

from standby delivery service custoners was debated during the
col | aborative process. The Guidelines provide that if a utility
has stranded production costs it is allowed to recover from
delivery service custoners, then custoners that take standby
delivery service fromthe utility should also contribute to the
recovery of the stranded costs. Wth a uniform markup of al
delivery service rates, standby custoners would contribute to
stranded cost recovery in the sane proportion of their delivery
rates as custoners in the otherw se applicable service

cl assification.

Rat e Design for Standby Services

1. Ceneral Principles

The Standards reflect the prem se that standby
delivery service is sufficiently different fromfull delivery
service to justify sone difference in treatnent, but that not
enough valid cost data exists for OSGs to justify creation of a
separate service classification or classifications for standby
service. Until such tine that significant data exists on the
operation and cost causation of various standby service
custoners to justify the creation of a separate standby delivery
service rate classification, the Guidelines provide that standby
delivery service will be provided as part of the otherw se
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applicable full-requirenents class tariff. That applicable
service class will be based on the standby custoner's maxi num
potential, or contract, demand. However, as expl ai ned bel ow,
t he uni que usage characteristics of standby custoners, by virtue
of these custoners' intermttent and nore randomreliance on the
delivery system wll be recognized through rate design.
Pendi ng appropriate cost of service anal yses for

non- whol esal e generators, the Cuidelines provide, costs now
all ocated to each standard service classification would serve as
the basis for designing revenue-neutral,® class-specific standby
service delivery charges. That is, the existing allocation of
costs to the various service classifications would be reflected
in the distribution delivery service charges, inclusive of
custoners with OSG

As nentioned above, because standby service is a
delivery service, the Quidelines propose that standby rates
woul d be established exclusive of any rates or terns for the
provision of electricity supply. And the costs of any
addi tional interconnection facilities and equi pnent not utility
rat e-based woul d be recovered directly from custoners that
install OSG through separate, up-front interconnection related
charges. Lastly, a fixed nonthly access charge for each service
cl ass woul d be established as part of the standby tariff rate to
recover all custoner-related utility rate-based system costs not

recogni zed in custoner-specific interconnection charges.

2. Distribution Delivery Rate Design
The Cui delines propose that distribution system

delivery costs should be recovered through a conbination of

® "Revenue neutral" here means that the full service class (not
any individual customer) would contribute the same revenues
if the full class were priced under either the standard
service class rates or the standby rates (given the historic
usage patterns of the custoners in that class).
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cl ass-specific contract (fixed) demand charges and daily,
as-used, on-peak demand charges. The utilities would use the
contract demand charge, to the extent possible, to recover the
costs of “local” facilities, those that are closer to a
custoner’s site and were put in place nostly to serve the
i ndi vidual custoner. The Cuidelines provide that these fixed,
contract demand charges should apply to the custoner’s nmaxi mum
annual demand. Custoners who have changed their usage
characteristics resulting in reduced maxi mum annual demand woul d
be allowed to apply for a reduction in the historic-based
contract demand char ge.

The Cuidelines posit that delivery systemfacilities
| ocated further fromcustoner sites are considered “shared”
facilities, and that costs associated with these shared
facilities ought to be recovered in a manner that recognizes the
custoners' overall coincidence of the service classification,
t hrough as-used demand charges.’ Because whol esal e generators
and OSGs have a uniquely intermttent demand for standby
delivery service, the as-used demand charge applicable to these
custoners would be the otherw se applicable charge, expressed as
and applied on a daily basis. Moreover, the as-used demand
charge should apply only to the custoner’s daily maxi num netered
demand that occurs during the utility s delivery system peak
peri ods.

Since the Federal Energy Regul atory Comm ssion's
(FERC) transm ssion charge is part of the overall revenue
requi renent for each service classification, it would be
i nherently included in the derivation of the as-used demand
char ge.

" The coi nci dence assumed for the purpose of allocating system

costs would be the sane for standby and full service custoners
initially but, as discussed earlier, with sufficient |oad

data, demand charges based on an allocation of systemcosts to
a class of standby custonmers could be devel oped in the future.
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3. Metering
Interval netering necessary to inplenent rates

desi gned on the foregoing basis would be required of al
custoners with contract demands at or above 50 kW A standby
custoner with a contract demand bel ow 50 kW but neverthel ess
subj ect to demand netering under the otherw se applicable
service classification, would have the option of taking service
at either (1) the nonthly demand rate for the otherw se
applicable full-service classification, or (2) the interval
meter rate mandatory for custoners at or above 50 kW

Unl ess ot herw se proscribed, the Guidelines would
all ow a standby custoner that would otherw se be served in a
non-demand netered class to take standby delivery service under
a rate structure simlar to the otherw se applicable full-
service rate structure. That is, such a custonmer would pay a
standby delivery rate conprising a custoner charge that reflects
t he average enbedded custoner costs for the service
classification (including netering and billing costs) as well as
the fixed distribution costs that are considered “local” in
nature, and woul d ot herwi se be recovered through a separate
contract demand charge.® These standby customers woul d not pay
an as-used demand charge, but instead woul d conpensate for the
cost of “shared” facilities via a volunetric usage charge (an
energy rate for delivery service). The Quidelines propose that
the volunetric rate for standby custonmers w thout demand or
interval netering would be revenue neutral for the entire
service class. That is, it would be set at the anount that
woul d have to be charged to the entire class to recover the
bal ance of the revenue requirenent of that class not recovered
by the revised custoner charge.

8 Alternatively, a utility could use the customer conponents of
the distribution systemidentified in a fully allocated
enbedded cost of service study.
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DI SCUSSI ON

The Cuidelines strike a bal ance between two opposing
and irreconcil able points of view regarding standby rate issues.
On the one hand, standby custonmers would prefer to continue
payi ng regul ar service rates, applicable to all custoners, under
typical current rate designs in which nost costs of distribution
delivery service are collected via netered kWh consunpti on of
electricity. Because these custonmers generate nost of the
electricity for their loads with OSG they can substantially
mnimze or elimnate the anmount they would have to pay for
delivery service sinply by mnimzing or elimnating consunption
of electricity delivered over the utility interconnection. On
the other hand, the utilities argue that their obligation to
serve and cost of serving standby custoners is the sane as for
full service custonmers and would prefer to charge the standby
custoners on the basis of their entire consunption of
electricity, irrespective of whether their energy is nostly
sel f - gener at ed.

The Cuidelines call for recovery of retail delivery
costs through a conbination of contract and as-used demand
charges, reflecting the prem se that the costs are caused in
proportion to the total connected | oad or coincident custoner
demand, not to how nmuch electricity is consunmed by custoners.
The rate design principles that they enbody, not surprisingly,
woul d result generally in greater cost responsibility for
standby custoners than if these retail delivery service costs
were recovered strictly on the basis of the netered consunption
of energy (kWhs) delivered over the utility’s distribution
system but would result in less cost responsibility than if the
standby custonmers were charged on the basis of potential peak
demand with no recognition given to the inplications of
self-generation, as the utilities propose.

-10-
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Nearly all of the parties in the collaborative
proceedi ng supported the general proposition that rates should
be cost-based. As we will discuss, the internedi ate approach
reflected in these Guidelines has a better cost basis than
either of the nore extrene positions proferred by the parties on
both sides of the argunment. A nunber of non-utility parties
expressed the view that standby rates should provide an
i ncentive for the devel opnent of distributed generation (DG and
OSG  If by that the non-utility parties nmean to suggest that
standby rates need not be established on a cost of service
basis, we disagree. Cost-based standby delivery rates should
provide neither a barrier nor an unwarranted i ncentive to
custoners contenplating the installation of DG or OSG

Sone of the coments argue that there are identifiable
benefits associated with DG or OSG installations that are not
reflected in the rates, such as reduced delivery system
requi renents. To the extent such econom c benefits are not
reflected in the utilities’ cost of service, they could be
addressed within other proceedings such as the Generic
Di stributed CGeneration proceeding or System Benefits Charge
(SBC) proceeding. However, the main point to nmake in responding
to these argunents is that the econom c "benefits" of reduced or
avoided utility delivery systemcosts are reflected in the
standby rates under the CGuidelines. The use of daily, as-used
demand charges for standby service is a direct reflection of the
| ower cost responsibility of standby custonmers for service
cl assification coincident peak |oads. This essentially, and
effectively, recognizes the "benefit" of |lower |evels of shared
costs.

One party argues that an inadequate evidentiary basis
exists for departure fromthe principles established in
Case 27574, Consolidated Edi son Conpany of New York, Inc.,

Opi nion No. 82-10, Opinion and Order Establishing Rates,
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Charges, Rules and Regul ations for Electric Service Provided to
Custoners with On-Site Ceneration (issued May 12, 1982). The
context for these principles has vastly changed over the
intervening 19 years, especially with the deregul ati on of

whol esal e generation, and sone change is due. W rely here only
upon general facts and theories of which we may properly take
notice, recognizing that nore justification will be required for
specific rates designed in specific utility filings.

Vol unetric vs. Denand Charges

Using volunetric rates as the basis for recovering
delivery service costs for standby custoners is not appropriate
because the | ocal costs of providing delivery service correlate
with the size of the facilities needed to neet the generating
custoner’s maxi num demand for delivery service. This varies,
not wwth the volunme of electricity delivered, but wth the peak
| oads that nust be delivered. Comments by parties such as 1°
Rochdal e and DPCA favoring continued use of volunetric charges
for the recovery of delivery service costs do not dispute this
fundanmental principle, but appear instead to reveal concerns
about the alternatives. For exanple, the argunent that
recovering nore systemcosts through fixed or demand- based
charges would tend to reduce the incentive of standby custoners
to avoid use of the delivery system does not adequately reflect
the fact that reducing consunption of electricity during off-
peak periods in the short run does little or nothing to reduce
the associ ated delivery systemcosts. Simlarly, Pace's
argunent that use of demand charges woul d forecl ose
opportunities to change usage patterns addresses the sane point,
and in any event both concerns have been addressed in the
Quideline’s rate design, which would use daily, coincident peak
demand as a basis for a portion of the standby charge. The
Uilities are correct that continuing to rely on volunetric

-12-
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rates for the recovery of standby delivery service costs, npst
of which are not related to the volunme of comobdity services
delivered over the delivery system under-recovers those costs
from standby custoners.

Therefore, we underscore this principal feature of the
Gui del i nes, which noves from volunetric-based standby delivery
service cost recovery in the direction of a better cost basis
for designing these rates. W recognize that, for very snal
OSGs, the CGuidelines continue to rely, albeit to a | esser
degree, on volunetric rates as a surrogate for neasured denmand,
because the cost of demand or interval netering is presuned
currently to be prohibitive. Overall, however, the conprom se
moves sharply closer to econonmically efficient rates.?®

Fi xed vs. Variabl e Denand Charges

The Cui delines propose the use of two separate
vehicles for the recovery of delivery service costs from standby
custoners. Fixed, “local” costs, those that can be attri buted
exclusively or nearly exclusively to the custoner involved,
woul d be recovered through a fixed contract demand char ge.

Vari abl e and shared-facility costs, the incurring of which
cannot be singularly attributed to individual custoners, would
be recovered through an as-used demand char ge.

The main argunents here center on how delivery service
costs shoul d be allocated between these two charges and how
t hese charges should be applied to standby service custoners.
Sonme non-utility comments argue for as little as possible of the
costs to be placed in the contract demand charge, asserting that
the allocation between contract and as-used will be difficult to
make. The Uilities, on the other hand, propose effectively to
all ocate nost, if not all, delivery service costs to a fixed

° See Appendix A T 11 (Q(3).
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mont hly contract demand charge. |In support of this position,
the UWilities argue that maxi num denand does not vary w th usage
and, therefore, delivery costs attributable to standby service
custoners are nuch the sane as those attributable to full-

requi rements customers.

No parties’ comments are persuasive, however, as they
do not reflect cost causation. W have already rejected the
Non-utilities' suggestion that incurring of delivery service
costs is related to the volunme of energy consuned rather than
peak | oads. W nust al so expressly reject the Utilities
position that the costs incurred to provide standby delivery
service are the sanme as the costs incurred to provide delivery
service to full service custonmers. That argunent inplies,
wongly, that standby custonmers would all contribute to a
service classification's peak load in the sane way as ful
servi ce custoners, who place steady demand on the system The
Uilities argue facilely that there is no evidence in this
proceeding to the contrary. However, it would defy logic to
assunme that the far nore occasional demand of standby custoners
could occur with such sinultaneity as to approximate the
coi nci dent peak demands of full service custoners. The
inportant point is that there is no evidence supporting the

Utilities' extreme assunption. '

We conclude firmy that standby
custoners' responsibility for the costs of "shared" facilities
is adequately and fairly represented in the as-used demand
char ge.

The rate design presented in the Cuidelines

effectively provides the recognition sought by standby custoners

10 The Utilities may be conceptualizing the issue as one of

stranded i nvestnent--that standby custonmers are fornmer full
service custonmers for whom delivery service investnent has
al ready been made. But the incurring of costs and system
devel opnent are far nore dynam c than that would inply, as
evi denced by the DG pil ot program adopted in Case 00-E-0005.
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of the diversity of their |loads, and it thereby obviates the
need, asserted by sonme parties, to create separate service
classifications for standby custonmers. Significant |oad data
for standby custoners sinply does not presently exist, although
the Guidelines allow for the creation of separate classes if and
when sufficient |oad data are conpiled to support such a class
differentiation.!?

The nmethod for allocating costs between the contract
demand and the as-used denmand charge should be set forth in each
utility’'s formal standby rate filing. Such allocations should
be based on delivery system design and cost causati on.
Fundanental | y, we woul d expect the utilities to apportion
facilities designed on the basis of custoner coincident peak
| oads for recovery via as-used denmand charges. Simlarly,
delivery facilities designed on the basis of aggregate custoner
non- coi nci dent peak | oads shoul d be apportioned for recovery
t hrough contract demand charges. The allocation of costs
bet ween as-used and contract demand charges for each custoner
class mght be determ ned for each category of facilities used
to provide delivery service to that class,!® or by a different
met hod of allocation selected by the utility.

Several parties have expressed concerns about the
i npl emrentation of the guidelines. DPCS and PACE nai ntain that
t he Comm ssion should provide explicit guidelines for
di stingui shing between "local" and "shared" facilities.

Al t hough the concerns of these parties are legitimte, no
standard set of principles appears possible at this tinme, given

1| PPNY argues that whol esal e generators have sufficient

operating data to denonstrate diversity in their |oads, and
| ow coi ncidence with the system peak. Such data can be
brought to bear in rate design in connection with individual
utility rate filings.

12 |.e., secondary distribution, primary distribution,
sub-transm ssi on, and transm ssion.
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likely differences anong utilities in cost studies, facilities,
custoner classes, and other pertinent considerations. M
requests that, at a mnimum the "illustrative table" used in
the earlier straw proposal be included. Although parties may
find it useful, we stress that this is purely illustrative, and
utilities' cost of service studies may produce different
results. This issue, therefore, nust be addressed in the
context of specific rate proposals nade by the Utilities.

Wth respect to conputing the contract demand charge,
the Guidelines circulated for conment provided that it should be
based on a custoner’s "maxi mrum anti ci pated” denmand. The
Uilities argue that this standard would entail estimating the
nunber and capacity of on-site generators, as well as the |ikely
operating conditions of the generators. The Utilities argue
further that the standard should be the total connected or
"potential” load, as this is nore readily determ ned, and al so
is representative of the size and type of facilities put in
pl ace to serve each custoner. W agree, and the Quidelines are
nodi fi ed accordingly.

Met eri ng
Al t hough encouraging the installation of interval

demand netering for demand-netered custoners, 1% Rochdal e al ong
with Plug Power enphasize that this equi pnent is expensive and,
if required of all standby custoners, could seriously discourage
installation of small OSGs. The CQuidelines adopted here reflect
that concern, by providing an alternative, surrogate rate design
for the smallest OSGs and by meking interval demand netering
optional for demand netered custoners bel ow the 50 kWt hreshol d.
Interval netering, as required for standby custoners wth
contract demands in excess of 50 kW is not expected to

di scourage OSG installation.
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Comodi ty Char ges

As al ready explained, the Guidelines provide for
establ i shment of standby delivery service rates exclusive of the
prices for electricity supplies. M coments that it should be
clarified that standby custoners may purchase commodity either
fromthe utility or froma third-party supplier. Certainly
st andby custoners should be permtted to purchase electricity
pursuant to the sane alternative options that are available to
ot her custoners. Nothing about the Guidelines is intended to
l[imt the conpetitive options that woul d otherw se be avail abl e

to all customers.

Applicability |Issues
1. FERC s PJM Orders
| PPNY, together with Keyspan and NRG argue that FERC

has exenpted fromthe states’ retail rate jurisdiction the self-
supply froma renote | ocation of station power requirenents by
whol esal e generators, concluding that self-supply froma renote
| ocation is not a sale. They argue that under the PJM Orders, ®
utilities cannot require whol esal e generators to purchase power
when the generator is self-supplying froma renote |ocation, and
that this prohibition extends to paynment for use of the
distribution system At nost, say the whol esal e generators, the
Comm ssi on can i npose on themonly the costs of distribution
facilities enployed in the delivery of netted generation, on a
basi s proportionate to their use of those facilities.

13 PJM Interconnection, LLC, 94 FERC 161, 125 (March 14, 2001);
PJM I nt erconnection, LLC, 95 FERC 161, 633 (June 1, 2001).
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The PIJM Orders do not preenpt State jurisdiction over
delivery rates. Instead, in the PJM Rehearing Order, FERC
expressly ruled that the state-federal delineation of
jurisdiction, as described in its Order No. 888, remained in
full force and effect. FERC, in the PIM Order, also rejected
assertions by whol esal e generators that their status as
whol esal ers exenpted themfromstate jurisdiction over retai
deliveries. Simlarly, in the "Standby Ruling" and "Standby
Rehearing Ruling,"” the Comm ssion decided it retained
jurisdiction over delivery of electricity to whol esal e
generators. ' Those Rulings remain in effect, and the rationales
are di spositive here.

The whol esal e generators msinterpret the PIM Orders,
by m sreading FERC s provisions for the netting of electricity
usage at one generator agai nst output from another generator
operating at a renote |ocation. FERC decided only that a
utility could not conpel a generator to purchase the energy
commodity fromthe utility if the generator could net energy use
agai nst energy output from a generator under comon ownership at
a renote location. But the Guidelines provide for a rate design
that is unaffected by the renote netting privilege, because the
proposal provides for the unbundling of energy supply. After
unbundl i ng, nothing in the Guidelines prevents a generator from
supplying its energy needs through renote | ocated netting, just
as the generator can access other non-utility sources of energy

4 Pronoting Wol esal e Conpetition Through Open Access Non-
Di scrimnatory Transm ssion Services by Public Uilities,
Docket No. RWB5-8-000, Order No. 888, 31,036 at 31,783
(1996). The Comm ssion is pursuing an appeal of Order
No. 888 in the United States Suprene Court.

15 Case 00-E-0757, Consolidated Edi son Conpany of New York, Inc.
- Petition for a Ruling on Jurisdiction, Declaratory Ruling
on Jurisdiction Over Stand-By Service (issued Septenber 29,
2000); Case 00-E-0757, supra, Order Denying Rehearing (issued
February 8, 2001).
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supply. The Quidelines are therefore consistent wwth the PIM
Orders. '®

I n conformance with the unbundling approach, FERC
stressed that the usual Open Access Transm ssion Tariff (QATT)
rates woul d adhere to the transm ssion of netted energy supply.
Li kew se, state-jurisdictional rates adhere to the delivery of
the netted energy, just as they adhere to delivery of the netted
energy fromother non-utility suppliers.

As FERC al so enphasi zed, its Order No. 888 finding on
State jurisdiction over unbundl ed standby delivery rates is
conti nued under the PJM Orders. As discussed in the Standby
Rulings, that jurisdiction extends to retail delivery services.
Under FERC s BART Order, !’ State jurisdiction pertains to retai
custoner delivery even in the absence of any distribution-I|evel
facilities attributable to a particular customer. Consequently,
there are no limtations on a State's design of standby delivery
rates under the PIJM Order, once unbundling of energy is
acconplished. The whol esal e generators may be charged the
standby delivery rates described in the Guidelines.

2. \Wol esal e Generators

I n suppl emental coments, a controversial issue was
whet her charges shoul d apply to whol esal e generators taking
station power off a bus bar used to export power. |PPNY argues
that no standby rates should apply at all, while the Uilities

8 The whol esal e generators also discern in the PIM Orders

[imtations on the structure and content of state-
jurisdictional delivery rates. The Orders, however, nay not
even apply to generators that take service through state-
jurisdictional retail neters, as do many of the generators
participating in this proceeding. In the PIM Order, FERC

| eft open the question of jurisdiction over energy use by
that type of generator.

17 San Francisco Bay Area Rapid Transit District v. Pacific Gas

& El ectric Conpany, 87 FERC 61, 255 (1999).
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argue that as-used demand charges shoul d be inposed at al
times, not nerely when the generator is not running.

Wen a whol esal e generator is running, and thereby
supplying the systemw th power, it is reasonably assuned that
the generator’s station service is effectively being self-
supplied behind the neter, and that the utility’ s facilities are
being used to sell power, not take it. Therefore, an as-used
demand charge is unnecessary. However, when the generator is
not running and the generator is receiving station power, those
facilities over which that power is delivered are being used to
provi de standby service, and an as-used demand charge is
appropriate. Since whol esal e generators are standby service
custoners, they would be subject to all other applicable
charges, including a custoner charge and contract demand charge,
but only to the extent that such facilities have not already
been covered in an interconnection agreenent. Further, the
basi s of these charges should be the otherw se applicable
standard service classification for the maxi mum stati on service
power to be served.

The Quidelines circul ated for suppl emental comrents
contai ned the provision that | oad incidental to the generator
shoul d be charged at standby rates, while other |oads that are
separately netered should be charged at standard service rates.
The Utilities argue that this forrmulation is confusing, and that
the standard for applying standby rates should be sinply whether
a particular |oad can be self-supplied by the generator. The
intent of the Guidelines is, as the UWilities argue, for standby
rates to apply if a generator can self-supply the load in
guestion, and the load is not isolated fromthe system The
Gui del i nes have been nodified for clarification in this respect.
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3. Existing Contracts

One comrenting party, Mrant, observes that it is
al ready operating under a contract with Orange & Rockl and
Uilities, Inc., for the provision of station power, and
contends that the approval of principles here should not
supercede its contract. W agree, and it is inportant to
clarify that these principles do not nullify any existing
contractual arrangenents for the provision of standby services.

| PPNY, in its supplenental comments, contends that
whol esal e generators should be given sole discretion to maintain
exi sting contracts or choose the resulting standby tariff rates.
We disagree. The existing contract should govern unless it
provi des ot herw se.

4. Applicable Credits and Surcharges

The draft CQuidelines circulated for suppl enental
comments included a statenent that additional charges and/or
credits mght also be applicable to standby custoners, to
reflect other costs or savings uniquely attributable to them
The Uilities argue that no credits should be applied to standby
rates, and that any conpensation for utility system benefits of
DG should be limted to the RFP process envisioned in
Case 00- E- 0005.

This section of the CGuidelines has been revised to
clarify that surcharges and/or credits that apply to the
ot herwi se applicable service classification wiuld also apply to
st andby cust oners.

5. Oher |ssues

M seeks clarification on another matter, arguing that
a standby custoner should be able to purchase the bal ance of its
| oad not served by OSG (suppl enental |oad) at the standard offer
delivery service rates. The Guidelines provide cost-based

-21-
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delivery service rates that apply to the entire delivery service
taken by a custonmer with an OSG regardl ess of whether the OSG
serves all or only a portion of that custonmer’s load. Should a
custoner choose to separately neter a portion of its |oad, that
service would be eligible for the applicable standard service

cl assification.

Beyond this, M also argues that standby custoners
should retain an option to return to a standard service offer.
This woul d be inconsistent with the prem se of the Cuidelines,
that an appropriate |level of rates for standby custoners is
reflected in the proposed rate design. Oher than the option
provided in the Cuidelines for demand netered custoners bel ow
the 50 kWthreshold, there would be no reason to permt standby
custoners ot her options.

Stranded | nvest nent

Several comments have addressed the issue of stranded
cost recovery. Wth respect to the stranded production costs
that are currently being recovered by sone utilities, NEM has
argued that OSG custoners shoul d be exenpt from stranded cost
responsibility, so as not to discourage the installation of new
generation. |PPNY argues that whol esal e generators shoul d be
exenpt, as they are not custonmers and did not participate in
creating the stranded costs. The Utilities respond that the
whol esal e generators should participate in stranded cost
recovery. M supports the inposition of stranded costs on
custoners in the manner proposed by the Quidelines. NFG argues
t hat stranded costs should be recovered in the sanme manner from
all custoners. For exanple, if stranded costs are recovered
t hrough usage charges for other custoners, they should be
recovered only through usage charges from standby custoners.

We concl ude that all custoners should bear a
proportional share of the responsibility for the recovery of

- 22
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stranded production costs. |If the underlying rates are cost-
based, the burden will be fairly apportioned anong al

custoners. By "proportional,"” we nean "in the sane percentage
of the delivery service bill,” as the standard is formul ated by
M in its supplenmented coments.

The Uilities also suggest that the stranded
production cost nechani smcould be used to recover |ost delivery
revenues. This idea is not appealing, however; in noving to
nore cost-based rates for standby service there should be no
material |ost delivery service revenues. To the extent there
are such | ost revenues, standby custoners should not be singled
out to conpensate for reductions in previous |evels of revenues
collected fromthemthrough the application of |ess cost-based
rates. Moreover, the Uilities under normal ratenmaking
practices are held responsible for their planning, and are not
entirely free fromthe risk that revenues wll not always cover

the costs thusly incurred.

PURPA Conpl i ance
M argues that the proposed contract demand charge for

st andby service custoners woul d be inconsistent with PURPA,
since full requirements custoners in the sane rate class are not
simlarly charged. DPCA argues that the Guidelines violate
PURPA because they assune that standby and full service
custoners within each class have the sane | evel of peak | oad
diversity. The Uilities oppose these argunents, claimng that
PURPA i s not viol at ed.

Under the PURPA regul ations, standby rates "shall not
di scrim nate against any qualifying facility [QF] in conparison

to rates for sales to other custoners," albeit rates based on

"accurate data and consistent systemw de costing principles”
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shall not be considered discrimnatory.*® The regul ations al so
prohi bit back-up or maintenance power charges based on an
assunption that QF forced outages "will occur sinultaneously, or
during the system peak."?°

The rate design proposed in the Quidelines conplies
with these regulatory requirenments. The rate design will be
applicable to both QF and non-QF generators. Because QFs are
treated the same as simlarly-situated owners of generation
conpliance wth the PURPA regul ations is achieved.

The rate design is otherwi se consistent wwth the anti -
di scrimnation principles underlying the PURPA regul ations. OSG
custoners are included in the sane rate classifications as other
custoners, and the rates for the OSG custoners are based on
consi stent systemw de costing principles, as PURPA requires.

DPCA' s argunent about peak | oad diversity also | acks
merit. As noted, PURPA regul ations require adequate cost data
to justify differing treatnent, and data adequate to support
separate service classifications for OSG custoners is
unavail abl e. However, the rate design differences within each
classification do properly recognize OSG diversity. The
contract demand charge recovers those costs that are clearly
attributable to individual OSG custoners. The as-used denmand
charge properly recogni zes coi ncidence factors and diversity,
and applying that demand charge on a daily use basis, only to
the demand that is netered during peak periods, recognizes the
potential for diversity anong OSG custoners. In short, PURPA
does not require a separate service classification for OSG
custoners and the rate design properly recogni zes diversity of
OSG customer use of delivery facilities.

18 18 C.F.R §292.305(a)(1)&2).

19 18 C.F.R 8§292.305(c)(1).
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SECQRA Revi ew Requi renents

One commenter has argued that the Commission is
required to issue an environnental inpact statenent (EIS) in
connection with actions taken in the opinion and order. The
basi ¢ purpose of the State Environnental Quality Revi ew Act
(SEQRA)?° and its related administrative regulations (6 NYCRR
Part 617) is to incorporate the consideration of environnental
factors into the existing planning, review and deci si on- maki ng
processes of state, regional and | ocal governnent agencies at
the earliest possible tine. To acconplish this goal, SEQRA
requires that all agencies determ ne whether the actions they
are requested to approve nay have a significant inpact on the
environnent, and, if it is determ ned that the action may have a
significant adverse inpact, prepare or request the applicant to
prepare an ElI S

An agency nust first determ ne whether the action is
subj ect to SEQRA. 2! The SEQRA regul ations define three
categories of actions. The three categories are “Type |7,

“Type 11,” and “unlisted” actions. “Type |” actions are those
actions or projects determned to carry with thema presunption
that they are likely to have a significant adverse inpact on the
environment and may require the preparation of an environnental

i mpact statement.?? “Type |1” actions are those actions or

cl asses of actions which have been determ ned not to have a
significant effect on the environnment or are otherw se precluded

20 New York Environnental Conservation Law, Article 8 (MKinney

1997) .
2L 6 NYCRR Part 617.6(a)(1)(l).

22 6 NYCRR Part 617.4(a)(1).
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from SEQRA review.?®> Type Il actions do not require an EI'S or
any other determ nation or procedure under the SEQRA

regul ations.? *“Unlisted” actions are all those actions or

cl asses of actions that are not otherw se categorized as Type |
or Type I1.2%®

Further, SEQRA2® allows each agency to adopt its own
Type Il actions to supplenent the list of Type Il actions in
Part 617.5(b)(7). The Comm ssion has adopted such a
suppl ementary list of Type Il actions.?” Among these Type ||
actions are policies, regulations and procedures if they relate
to practices by utilities concerning adm nistration and
managenent of utility functions including, but not limted to,
preparation of tariff schedul es.

The action contenplated in this proceeding is the
adoption of guidelines for the design of standby service rates
to be used by the utilities in formulation of new standby
tariffs to be filed within six nonths. The proposed action
falls within the Type Il definition listed in 16 NYCRR
7.2b(2)(i1) and there are no further SEQRA responsibilities
under 6 NYCRR 617.

Filing Requirenents

M argues that there should be no nore than 30 days
del ay, follow ng the issuance of this opinion and order, in the
i npl enentati on of new standby tariffs, and NYSERDA argues that
new tariffs should be inplenented as soon as possible by al

25 6 NYCRR Part 617.5(a).
24 6 NYCRR Part 617.6(a)(1).
25 6 NYCRR Part 617.2( AK).
26 6 NYCRR Part 617.5(b).

2716 NYCRR Part 7.2
-26-



CASE 99-E-1470

utilities. W would agree that the principles of the CGuidelines
shoul d be inplenmented as soon as practicable. The Uilities
wll therefore be required to file new standby delivery service
rates based on the principles of the attached Gui delines no
|ater than six nonths fromthe issuance of this docunent.

CONCLUSI ON

The Cui delines adopted here represent a reasonable
approach to the devel opnent of cost-based rates for standby
delivery service. They reflect nodifications to the original
straw proposal that address, to the extent appropriate, concerns
rai sed by intervening parties in their witten coments. At the
sanme tinme, they do not include extraneous factors sought by
various parties, such as public policy values or benefits to
utilities fromDG which in our view do not belong in the
devel opnent of standby delivery rates. Rather, such factors
shoul d be considered and applied, if appropriate, in the context
of a utility's distribution planning process. These val ues or
benefits do not inpact the design of enbedded cost-based
delivery rates.

Accordingly, we adopt the attached standby delivery
rate Guidelines. Future utility filings addressing standby
rates shoul d abi de by these guidelines. W would expect
appropriate standby service rates to be inplenented as soon as
practicable, on a utility-specific basis, in the context of
individual utility filings, wthin six nonths. W wll nonitor
i npl enmentation of the principles discussed above in order to
bal ance our interest in assuring the recovery of prudent,
unavoi dable utility costs with our goal of not inpeding the
devel opment of alternative sources of energy.
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The Comm ssion orders:

1. The Guidelines in Appendix A are hereby formally
adopted as guiding principles for the establishnent of Standby
Del ivery Service rates.

2. Central Hudson Gas and El ectric Corporation,
Consol i dat ed Edi son Conpany of New York, Inc., New York State
Electric & Gas Corporation, N agara Mhawk Power Corporation,
Orange and Rockland Uilities, Inc., and Rochester Gas and
El ectric Corporation are hereby directed to file Standby
Delivery Service tariffs in conpliance with this Opinion and
Order and the Guidelines in Appendix A no later than six nonths
fromthe issuance of this docunment, to becone effective on 90
days' noti ce.

3. Rochester Gas and Electric Corporation is directed
to file a supplenent to cancel its currently suspended standby
rate tariff leaves at the tine it files new | eaves i npl enenting
the Cuidelines in Appendi x A

4. This proceeding is continued.

By the Conmm ssion,

( SI GNED) JANET HAND DEl XLER
Secretary
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Guidelines for the Design of Standby Service Rates

Case 99-E-1470

I. Fundamental Principles

A

1

B

Applicability:

St andby service rates shall apply to:

a. Custoners with on-site generation serving | oad
that is not isolated fromthe grid;

b. Whol esal e generators that rely on the electric
utility to serve electric |oads that woul d
ot herwi se be served by the generator such as
station power used for the heating, |ighting,
air-conditioning, and office equi pnent needs of
t he buil di ngs housing the generator and
associ ated support facilities |located on a
generating facility's site, and/or to facilitate
the re-starting of the generator follow ng an
outage. Standby rates will also apply to
whol esal e generators that take station service
t hrough the sane bus bar as it supplies the
whol esal e grid. However, when the generator is
operating, station service is effectively being
"sel f-supplied" and, therefore, no as-used demand
charges will apply.

St andby service rates shall not apply to self supplied
power where a whol esal e generator, when operating,
supplies all of its electric energy needs from "behind
the nmeter" (that is, the energy does not pass through
t he point of interconnection between the generator's
facility and the utility's retail delivery systemto
which it is interconnected).

Al separately netered power not otherw se served by
the generator (e.g., power to the facility's

guar dhouse) shall be provided at standard tariff
rates.

Surcharges and/or credits that apply to the otherw se
applicable service classification nay al so apply to
st andby cust oners.

St randed Producti on Costs:
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A

1

To the extent that a utility has stranded production
costs for which the commi ssion allows recovery from
the utility's delivery service custoners, Standby
Delivery Service custonmers should also contribute to
the recovery of stranded costs.

The contribution to stranded costs by Standby Delivery
Service custoners shoul d be established through a

uni form percentage mark-up of the applicable rate
conponents established for Standby Service such that
standby custoners contribute to stranded cost recovery
in the sane proportion of their delivery rates as
custoners in the otherw se applicabl e service
classification.

Rate Design Principles for Standby Delivery Service

The nature of standby service is sufficiently different
fromthat of other custoners to reflect appropriately the
uni que service needs of whol esale and on-site generators
intariffs for standby service.

Sufficient data may exist to base rates for whol esal e
generators on this group's own characteristics. However,
because many aspects of the utilities' provision of
standby service for custoners with on-site generation
mrror those of other custoners, fully separate service
classifications are not required. To the extent standby
servi ce has cost causation characteristics that
differentiate it fromthe bal ance of the custoners in the
ot herwi se applicable service classification, rates
reflective of those differences should be devel oped

wi thin each classification and applied to custoners

t aki ng standby servi ce.

Pendi ng appropriate cost of service anal yses, costs now
all ocated to each standard service classification wll
serve as the basis for the design of class specific,
revenue-neutral, standby service delivery charges. That
is, the standby rates for each service classification
shoul d produce the sane revenues as the standard rates,
using the class billing determ nants.

The cost of any and all additional interconnection
facilities and equi prment uni que to the provision of
st andby service, and beyond those facilities normally
required to provide firmretail delivery service to
custoners of conparabl e size, should be recovered

-2
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directly fromcustoners that install on-site generation
t hrough separate up-front interconnection charges.

C. Comodity Rates

1. Because Standby Service is a delivery service, rates
shoul d be established exclusive of electricity supply
prices.

2. The custoner retains the right to acquire electricity
supply fromthe utility or an alternative provider,
pursuant to applicable utility or alternative supplier
rates and terns.

D. Fixed nonthly access charges for each service class
shoul d be established to fully recover all custoner-
related costs (to the extent not recovered through
i nt erconnection charges).

E. Di stribution Rates

1. To maintain revenue neutrality as previously noted (and
absent new cost-of-service studies show ng ot herw se),
basic distribution delivery charges for each service
classification should reflect the existing allocation
of costs to the various service classifications,

i nclusive of custoners with on-site generation.

2. Distribution delivery costs should be recovered through
a conbination of class specific Contract (Fixed) Demand
Charges and Daily As-Used Demand Char ges.

3. Contract (Fixed) Demand Charges (by service
cl assification)

a. Facilities that are closer to a custoner's site
("local™) are assuned to have been put in place to
nostly serve that individual custonmer and thus are
| ess "fungible."

b. These "local" facility costs should be recovered in
a manner that recognizes the individual custoner's
nore direct cost responsibility.

c. Therefore, costs associated with "local" facilities
shoul d be recovered to the extent possible through
a Contract (Fixed) Demand Char ge.
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4.

d. Contract (Fixed) Demand Charges should apply to the
custoner's maxi mum potenti al annual netered demand
or connected | oad. Were an individual custoner's
usage characteristics have denonstrably changed,
the custonmer should be permtted to apply for a
reduction in the contract demand | evel.

Dai ly As-Used Demand Charges (by service

cl assification)

1

a. Distribution facilities |located further fromthe
custoners site are considered to be "share"
facilities.

b. Costs associated with "shared"” facilities should be
recovered in a manner that recognizes standby
customers' intermttent and shared use of these
facilities.

c. Therefore, costs associated with "shared" facility
costs shoul d be recovered through a Daily As-Used
Demand Char ge.

d. The Daily As-Used Demand Charge should apply only
to
the custoner's daily maxi num netered demand t hat
occurs during the utility's system peak peri ods.

The FERC transm ssion charge is part of the overal
revenue requirement for each service classification.
Therefore, it is inherently included in the derivation of
t he as-used denmand charge.

Met eri ng

I nterval netering necessary to inplenent rates designed
in accordance with the above principles will be
required of all standby custoners with contract demands
in excess of 50 kW

A standby custoner with a contract demand | ess than

50 kW but nore than that required for demand netering,
wi |l have the option of taking service at ether (1) the
ot herwi se applicable demand rate or (2) the interval
nmeter rate that is mandatory for >50 kW st andby
custoners within its class.

Except as may ot herw se be proscribed, a standby
custoner that would otherw se be served in a non-denmand
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metered class will pay a rate with a custonmer charge
equal to the average custoner costs for the service

cl ass. Major conponents of this charge woul d be
metering, billing and fixed distribution costs.
Distribution costs could be based on either the

cust oner conponents of the distribution system
identified in a fully allocated Enbedded Cost of
Service Study, or an analysis of the local distribution
facilities typically serving these custoner that woul d
ot herwi se be recovered through a contract denand
charge. The volunetric rate for delivery service would
be revenue neutral for the entire service class. That
is, the energy rate would be the anount that would have
to be charged to the entire class to recover the ful
revenue requirenment of that class, if the custoner
charge had been the full custonmer conponent descri bed
above.
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APPENDIX B
POSITIONS OF THE PARTIES

INITIAL COMMENTS

DPCA
Protesting that the Straw Proposal is inconsistent

Wi th previous Comm ssion policy and federal |aw, the
Distributive Power Coalition (DPCA) clains the outconme is to

i npose unjust fixed charges on standby custoners. DPCA

mai ntains that the Straw Proposal does not adequately reflect
diversity of usage anong standby custoners, and that standby
rates prem sed on the proposal will increase the cost of entry
for small DG thereby discouraging its installation.

DPCA bel i eves that standby service is separate in
character fromfull service. It contends that billing
determnants for full service retail customers are not
appropriately used to devel op cost allocations and rate design
for standby service. Standby rates, says DPCA, should be
designed on a volunetric basis rather than through the fixed
charges recommended in the Straw Proposal. Fixed rate
conponents, it insists, are inappropriate, because they fail to
recogni ze that many costs of service to standby custoners vary
significantly with the tine or extent of the custoner's
generation facility outage.

According to DPCA, the Straw Proposal is prem sed on
t he assunption that standby custoners share the sane |evel of
peak | oad diversity with full service custoners in the sane rate
class. DPCA argues this conclusion is inconsistent with PURPA
and Opinion No. 82-10, and it should not be assuned that standby
custoners share characteristics with full requirenents
cust oners.

DPCA woul d build rates for standby custoners fromthe

bottom up. This approach, it clainms, would properly account for
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diversity in | oad anong standby custoners and woul d recogni ze
the actual avoi ded generation capacity costs associated with
standby service. DPCA maintains that sufficient data exists to
support a calculation of the diversity of use anong on-site
generation (0OSG custonmers. So recognizing diversity, DPCA
believes, is necessary to conply with PURPA. DPCA, however,
would follow the full service rate structure for establishing
ti me-of-use rating periods.

A rate design that over-allocates revenue
responsibility to standby custoners, DCPA argues, is bad public
policy, because it would di scourage econom c activity and reduce
capacity supplies. DPCA believes that erring in favor of
encouraging the installation of new generation is a preferable
public policy. Cdaimng the Straw Proposal is overly concerned
wi th revenue neutrality, DPCA perceives that neutrality is not
needed, because utilities in New York receive risk prem uns
enbedded in their returns on equity. Finally, DPCA woul d exenpt
from standby rates sone OSG installations, such as facilities
designed to offset peak prices or supply back-up power in the
event of a grid failure. Those custoners, it continues, should
remain full tariff rate custoners.

EU

The Consortiumof Electric UWilities (EU) views the
Straw Proposal as a valuable initiative that noves toward nore
efficient rate design. EU believes that fixed costs of service
shoul d be recovered through fixed charges, and variable costs
t hrough variable charges. UWUilities, however, should not be
required to file new standby rates at any particular tinme, but
shoul d i nstead make filings consistent with their currently
effective rate and restructuring pl ans.

Wi | e concedi ng that demand and usage patterns of
standby custoners may be substantially different fromthose of
full requirements custonmers, EU asserts that the cost of

-2



CASE 99-E-1470

provi di ng standby delivery service is not significantly
different fromthe cost of providing full requirenments delivery
service. Perceiving that standby custonmer demand is essentially
unpredi ctabl e, EU neverthel ess asserts it is known that standby
custoners will consunme smaller volunmes of electricity than
conparabl e full requirenents custoners. EU contends, however

t hat standby custonmer maxi num demand will not simlarly decline.
EU consequently believes that recovery of nobst costs through
fixed, rather than volunetric, charges is appropriate.

EU supports the conclusion that there is insufficient
experience with OSG to support conpilation of convincing data on
changes in custoner denmand patterns attributable to those
generators. EU argues that GSGwill not enable a utility to
avoid the costs of distribution facilities, and, while diversity
of | oad may reduce coincident peak denmand on transm ssion-| evel
facilities, data on that topic is not yet available. As a
result, EU contends that the fixed costs of providing standby
service are the sanme as the fixed costs for providing ful
requi renents service.

EU nmai ntai ns that use of volunetric rate conponents to
recover a major portion of fixed costs would result in
substantial under-recovery of those costs. The Straw Proposal
says EU, recognizes this difficulty. Wile providing for
recovery of electric supply through a volunetric per kWh charge,
the fixed costs of delivery service would be recovered in three
di stinct rate conponents: a custoner charge, a contract demand
charge (based on maxi num neter demand) and a vari abl e as-used
demand charge (based on maxi nrum net ered demand during the
billing period). The as-used charge, EU continues, would
recover a portion of delivery service costs associated with
shared facilities. According to EU, the as-used charge w |
t hereby vary with nmeasured demand, even though utility costs
remain fixed. Under-recoveries, EU explains, could result. EU
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woul d instead recover all fixed costs through the contract
demand char ge.

EU woul d allocate to its contract demand charge the
total delivery service revenue requirenent for a given service
class. The allocation factors would reflect a principle that
the closer the delivery system conponent is to the point of
i nterconnection with the custonmer, the Iower the diversity anong
custoners, and the greater the inpact on the system of each
custoner's individual demand. Were diversity affects the
proportion of usage, such as for the high voltage transm ssion
system EU woul d allocate revenue requirenents accordingly. For
delivery system conponents situated between the transm ssion
system and | ocal facilities allocated to a single custoner, EU
woul d apply internedi ate proportional allocations.

In contrast to this bottons up nethod, EU suggests
utilities could also apply a top-down approach. This would
begin wth the subtraction of energy supply costs fromtotal
delivery systemrevenue requirenments for a given service class.
The result is a class-specific delivery service revenue
requi renent that, EU asserts, reflects diversity anong custoner
demands.

EU woul d take this annual delivery service revenue
requi renent for each service class and divide it by the sum of
t he non-coi nci dent peak demands of all custoners in that class.
That sum EU says, is the sumof the contract demands for that
class. The result would be the annual per-kWrevenue
requi renent for the class, which could then be allocated to the
contract demand char ge.

Turning to stranded cost recovery, EU argues that the
standby rate design should not affect the neans nor the anount
of stranded cost recovery. EU conplains that, under the Straw
Proposal , reductions in a custoner's energy consunption or
mont hly nmetered demand, which woul d acconpany installation of
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OSG woul d reduce the total charges payable to the utility for
delivery service. To the extent that the stranded cost
surcharge under the Straw Proposal is a fraction of those other
charges, rather than an adder to them EU believes stranded cost
recovery could be adversely affected.

The surcharge that recovers stranded costs, EU
asserts, should be designated as an adder to other charges. EU
would not limt the surcharge to recovery of stranded production
costs given the potential it sees for other strandable
investnments. EU also foresees that the surcharge could be used
to recover costs in addition to marginal delivery system costs.

Wi | e opposing reliance on as-used demand charges, EU
agrees that the Straw identifies a reasonable principle for the
all ocation of delivery facility costs between contract and as-
used demand conponents. That is, the closer a delivery system
conponent is |located to a custoner, the nore appropriate a
contract charge beconmes, while the further distant the conponent
is fromthe custoner, the nore appropriate use of an as-used
demand charge beconmes. Actual allocation of facility costs in
accordance with these principles, EU contends, requires further
t hought .

EU argues that sone delivery system conponents mnust be
designed to neet maxi num demand, and, for these facilities,
coi nci dence and diversity between custoner peak demand and
system peak demand are not an inportant design consideration.
The costs for those facilities, built to neet demand that is
relatively unaffected by |oad diversity, would be recovered
t hrough contract demand charges. Another broad category of
delivery system conponents, including nost transm ssion
facilities, is dedicated to the service of |arger groups of
custoners. Diversity of peak demand is appropriately recognized
at this |level, based on coinci dent aggregate peak |oad, and



CASE 99-E-1470

these costs therefore may be recovered through as-used demand
char ges.

Wil e favoring all ocati ons based on these principles,
EU woul d all ow an individual utility to propose a different
met hod of allocation. Once such alternative, it says, would be
based on the distinction between enbedded and increnental system
investnment. Investnent undertaken prior to conmencenent of
st andby service by a custoner would be an enbedded cost
recovered fromthat custoner, through a fixed contract charge,
if it subsequently requests standby service. Increnental
i nvestnent, on the other hand, takes into account cost avoi dance
attributable to the custoner's use of OSG and those costs nay
be allocated to the as-used denmand charge. Qher allocations,
EU t heorizes, may al so be appropri ate.

Responding to the Straw Proposal chart depicting
potential allocations of costs between the demand and as-used
charges, EU maintains that the actual proportional allocation
nmust be determned on a utility-specific basis. It explains
that each utility's |load and pl anning paraneters differ,
affecting the appropriate allocation the utility would perform
As an exanple, EU points to the cost of transm ssion-|evel
facilities, which generally reflect downstreamdi versity. For a
custoner directly tied to a transm ssion |ine, however,
transm ssion facilities nmust be built to neet non-coinci dent
peak demand, and therefore those transm ssion costs should be
recovered fromthat custoner through a contract demand char ge.

First Rochdal e
First Rochdal e Cooperative Goup Ltd. (First Rochdal e)

mai ntai ns that installation of DG should be encouraged. It

decl ares that the Straw Proposal discourages DG and contravenes
sound ratenmaki ng principles, because it fails to recognize

st andby custoner |oad diversity. First Rochdal e al so opposes
conbi ni ng standby custoners in rate classifications with full
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requi renents custoners. First Rochdale would create a separate
rate class and rate design for standby custoners that recognizes
| oad diversity.

Contradicting the premse in the Straw Proposal, First
Rochdal e insists historical data denonstrating the diversity of
standby | oad exists, and al so proves that standby |load is not
coincident with system peak. CQutages of OSG units, First
Rochdal e expl ains, would either occur randomy or would be
schedul ed for |ow | oad periods. Requiring standby custoners to
pay for service through demand charges, it conplains, would not
reflect this diversity of |oad and woul d overcharge standby
custoners.

Usage sensitive rates, First Rochdal e argues, are
essential for standby custonmers. Wthout volunetric rates,
First Rochdal e conplains that there is no incentive to forego
consunption or conserve energy. The result of the Straw
Proposal, says First Rochdale, is that standby custonmers woul d
have little opportunity to adjust their usage to respond to
price signals.

First Rochdal e al so believes that overuse of fixed
charges is a disincentive to greater reliability. Once the
fi xed charges are established, it conplains, a standby custoner
woul d pay those charges regardl ess of how frequently it used the
distribution network. As a result, it protests, installation of
nore reliable DG units would not be rewarded w th savings.

Criticizing the distinction between |ocal and shared
facilities that underlies the Straw Proposal's contract and as-
used demand charges, First Rochdal e argues that the distinction
woul d be difficult to apply. It fears distribution systemcosts
woul d be over-allocated to fixed demand char ges.

First Rochdale would Iimt fixed demand charge
recovery to costs of distribution facilities dedicated to a
single custoner. It would recover distribution system costs not
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dedicated to a particul ar custoner through as-used denmand
charges and a volunetric rate. It would tine-differentiate the
volunetric rate, discouragi ng on-peak consunption. This
approach, it clains, would encourage installation of reliable DG
units that woul d noderate the need for distribution system
i nvestnents.

To effectuate this approach to standby rates, First
Rochdal e woul d encourage the installation of interval neters for
demand- met ered customers. First Rochdal e woul d qualify standby
custoners for the nmetering installation incentive prograns
currently in place for the demand-response initiatives. In
contrast, First Rochdal e perceives, the Straw Proposal requires
all standby custoners to install demand neters. First Rochdal e
mai ntains that this requirenent would be cost-prohibitive for
smal |l er DG custoners. For those custoners currently too snal
to qualify for demand neters, First Rochdale would institute
optional time-of-use rates, with netering costs shared between
t he individual custonmer and the utility.

| PPNY

The I ndependent Power Producers of New York (1 PPNY)

mai ntains that the Straw Proposal is a step backward for standby

rate design. |t opposes assigning standby custonmers to existing
service classifications. |PPNY also believes the proposal

m sprices station power service, unnecessarily burdening

whol esal e generators with higher costs that they will recover

t hrough the whol esal e market fromall custoners. | PPNY ar gues
that FERC, in the PIM Order, ?® exenpted fromretail rate
jurisdiction those whol esal e generators that can sel f-supply
their station power requirenents froma renote generating
facility. |PPNY believes that State jurisdiction adheres only

2 PJM I nterconnection, LLC, 94 FERC 161, 251 (March 14, 2001).
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to generators that cannot self-supply their station power and
must purchase station power fromthird parties, because FERC
ruled that self-supply froma renote |ocation is not a sale. To
the extent states have jurisdiction to i npose standby rates for
station use, |PPNY argues such rates should be based solely on
the costs associated with the specific distribution facility the
gener at or uses.

Expandi ng upon its criticismof the proposed standby
rates for station service, |IPPNY denies that whol esal e
generators are simlar in cost causation to full requirenents
custoners. | PPNY woul d di stingui sh whol esal e generators' | oad
factors, and coincidence with class peak, fromthose of ful
requi renents custoners. It also maintains that an abundance of
operating data exists for whol esal e generators denonstrating
these distinctions. |In particular, IPPNY insists that whol esal e
generator demand occurs intermttently, at low | oad factor, and
with | ow coi ncidence with peak | oad.

| nstead of as-used demand charges, |PPNY woul d recover
delivery rates through per kWh charges. The charge woul d be
devel oped from standard rate classification costs by applying
the nonthly per kWdemand charge fromthe standard rate to the
average nont hly kWh/ kW of the average custoner in the class.
This procedure woul d be applied to obtain appropriate per kW
charges for each tine-of-use period.

| PPNY mai ntai ns that a whol esal e generator consum ng
station power through a "side door" delivery is serving itself
with station power. According to |IPPNY, the PJM Order supports
its conclusion. To the extent there is State jurisdiction over
si de door deliveries, however, |IPPNY would establish a specific
facilities charge on a plant-by-plant basis. |PPNY would al so
require the local electric utility to denonstrate it is not
recovering the cost associated with the side door facilities
t hrough ot her neans.
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This sort of specific facilities charge could al so be
used, | PPNY suggests, if it is decided the Comm ssion has
jurisdiction over |ocal delivery of station power froma renote
facility. IPPNY would Iimt the specific facilities charge to
the few distribution facilities the generator actually utilizes.

| PPNY woul d al so exenpt whol esal e generators from
stranded cost recovery. The logic of stranded costs, it says,
is that the load for which generating facilities were
constructed should be responsible for the resulting stranded
costs. | PPNY maintains whol esal e generators have not created
any stranded costs, because they were built, along with their
station power requirenent, to serve the normal |oads of the
utility's system

KeySpan

KeySpan- Ravenswood, Inc. (KeySpan) insists that
station power use is outside the scope of this proceedi ng.

Whol esal e generators, it asserts, are distinct fromother types
of OSG custoners and so the rate design for OSG custoners is not
properly applied to whol esal e generators. KeySpan also joins in
| PPNY' s interpretation of the PIMOrder. It maintains that,
since utilities were allowed to self-supply their generators
wth station use fromrenote | ocations, whol esal e generators
shoul d be afforded the sane privil ege.

M

Mul tiple Intervenors (M) believes that the Straw
Proposal departs fromthe rate design adopted in Opinion No. 82-
10, but that the evidentiary record here is insufficient to
justify that departure. It would adopt only those features of
the Straw Proposal that are consistent with Opinion No. 82-10.
QO herwise, M fears that the Straw Proposal w |l discourage
installation of desperately-needed new generation capacity,
including installation of DG units.
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Criticizing the Straw Proposal, M clains it does not
adequately reflect diversity of standby |load. M disputes the
concl usion that standby custoners resenble full requirenents
custoners with the sane | oad characteristics at a given | evel of
consunption. The differing coincidence factors between the two
groups of custoners, M insists, is not recognized in the Straw
Proposal. Wile, M asserts, nost full requirenents custoners
in a service classification have simlar coincidence factors,
this is not true for standby custoners, because their outages
are either random or scheduled for |ow | oad peri ods.

In Opinion No. 82-10, M asserts, |load diversity was
properly recogni zed, because costs were coll ected through
volunetric rates. The failure of the Straw Proposal to foll ow
Opi nion No. 82-10, M argues, results in rates that are not just
and reasonable. In particular, M criticizes the proposed as-
used demand charge, because it is based on a custonmer's maxi mum
monthly billed demand. This contradicts Opi nion No. 82-10, says
M, where it was decided that | ess variable charges nmust be
based on | oad data that clearly supports the need for the nore
fixed charge. M nmaintains no such | oad data has been presented
her e.

Under the Straw Proposal, M perceives, standby
custoners woul d pay the sane denmand charge whet her usage was on-
peak or off-peak, in contradiction of fundanental cost-of-
service pricing principles. Instead of recovering as-used
demand on a nonthly basis, M would prorate the charge so that
it is recovered on an hourly, or, at nost, a daily basis. This
approach, M believes, would appropriately recognize | oad
diversity and reward nore efficient and reliable OSG units that
consi stently operate on-peak.

In the Straw Proposal, M discerns, costs for
facilities local to a standby custoner's | ocation would be
coll ected through a contract demand charge. That approach, M
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argues, was rejected in Opinion No. 82-10, as inadequate to
properly reflect |oad diversity. Instead, a ratcheted as-used
demand charge was adopted there, to recover the standby
custoner's contribution to class and area peak costs. That
demand charge, M continues, accords with proper rate design
principles, because it inposes nore costs on custoners that
operate inefficiently. A contract demand charge, it insists,
does not encourage efficiency. WMreover, it argues that to

i npose a contract demand charge on standby custonmers contradicts
the PURPA anti-discrimnation provision, at 18 C.F. R
8§292.305(a)(ii), because the charge is not inposed on ful

requi rements customers.

M clainms that the Straw Proposal requires custoners
who take standby service to relinquish their rights to standard
offer service. M would clarify that a custoner that serves
only a portion of its load with an OSG facility could obtain
electricity supply for the remainder of its |oad at standard
of fer service.

Moreover, M would permit a standby custonmer to return
to standard offer service after a waiting period tied to the
utility's planning for its purchases for its custonmers' needs.
This segregation of customer |oad into standby and standard
of fer conponents, says M, requires that suppl enental service
rates remain in place. Those rates would apply to the portion
of | oad not served with OSG

An outconme of this approach, M continues, is that
sone billing fornmula or protocol is necessary to differentiate
between the two rates. M would establish a | evel of
suppl enental contract demand for each custoner, and consider the
first usage through the neter as supplenental to any usage in
excess of the standby service contract demand. The suppl enent al
service contract demand woul d be subject to change with
reasonabl e notice, and would be tine-differentiated. M clains
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t hat OSG custonmers should al ways be afforded the option of
taking electricity at the nost economcal tariff, even if that
means taking all service at a full requirenents rate.

M woul d adopt, as a reputable presunption, the Straw
Proposal chart which identifies the allocation of distribution
delivery costs at different voltage |levels to the as-used and
contract demand charges. M would also clarify that standard
delivery rates are not at issue in this proceeding, and that
standby custoners can purchase commodity either fromthe utility
or athird-party supplier.

M r ant

Mrant New York, Inc. (Mrant) reports it operates
whol esal e generators in &R s service territory. It notes it
purchases station use from O%R under contract. It argues that
any standby rate proposal adopted here should not supercede its
contracts.

NEM

The National Energy Marketers' Association (NEM
criticizes the Straw Proposal as failing to reflect the societa
benefits of DG It would devel op standby rates on a bottom up
approach, based on the actual costs utilities incur in serving
t he back-up power needs of OSG custoners. |Inplenmentation of the
Straw Proposal, says NEM should await conpletion of bottons-up
unbundl i ng and cost -of -servi ce studi es.

NEM joins with other critics of the Straw Proposal in
asserting that diversity of load is not adequately reflected.
The outcone, it asserts, is that the contribution of standby
custoners towards peak |load is overstat ed.

NEM woul d al so exenpt OSG custoners from stranded cost
recovery. To do otherwise, it clainms, would discourage
installation of nmuch-needed new generation. NEM opposes
i ncluding OSG custoners in the sane service classifications as
full requirements custoners. It insists that, until proper cost
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of service studies denonstrate otherw se, standby rates should
be recovered through a variable charge only.
NRG

The NRG Conpani es (NRG maintains the Straw Proposa
contradicts FERC s PIM Order. NRG joins in other whol esal e
generators' analysis of that Order, as allow ng generators to
sel f-supply station use fromrenote | ocations.

NRG interprets the PIM Order as finding that renote
self-supply is not a sale. As aresult, NRGinfers that retai
rates woul d not adhere to such a use of electricity. NRG al so
poi nts out that, under the PIM Order, utilities cannot require
whol esal e generators to buy station power when the generator is
sel f-supplying fromrenote | ocations. According to NRG this
prohi bition extends to paynment for the use of the distribution
systemrelated to the renote self-supply. Nevertheless, it
woul d accept inposition of a separate equi pnment usage or
facilities charge if it were limted to recovery of the costs of
any distribution conponents that are involved in the renote
sel f-supply.

NRG woul d exenpt whol esal e generators from stranded
cost recovery, on cost causation grounds. NRG also finds the
Straw Proposal inappropriate for whol esal e generators, because
their |l oad characteristics do not resenble those of ful
requi rements customers.

Pace

Pace Energy Project (Pace) criticizes the Straw
Proposal because it discourages installation of DG It argues
the fixed charges relied upon in the Straw Proposal are
inefficient and inequitable because they bear little
rel ationship to standby custoner cost causation. Fixed charges,
it continues, are unavoi dable and therefore discourage
alternatives to consunption
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Preferring a volunmetric charge, Pace joins in other
critics of the Straw Proposal in claimng that it fails to
properly recognize |load diversity. Pace disputes the conclusion
that OSG custoners resenble full requirenments custoners in cost
causation. Pace also criticizes demand charges on the grounds
that they are insensitive to actual custoner usage and wl |
forecl ose opportunities to change usage patterns that would
result in nore efficient utilization of the distribution
network. In particular, says Pace, the contract demand charge
woul d tie custoners to fixed usage characteristics. Pace also
joins in the argunent that the Straw Proposal does not
adequat el y di scourage on-peak consunption or encourage off-peak
consunpti on.

Pace clains that adoption of standby rate principles
is an action triggering preparation of an Environnental | npact
Statenent (EI'S) under the State Environnmental Quality Review Act
(SEQRA). Pace asks that a detailed analysis of the econom c,
envi ronnent al and ot her social inpacts of standby rate policy
al ternatives be undertaken. The EI'S, Pace points out, should be
an integral part of the decision-nmaking process.

Pace insists a broader range of policy questions
shoul d be considered. It would expand the scope of the inquiry
to consideration of issues like shifting revenue burdens between
cl asses, allocation of risk between the OSG custoner and the
utility, utility incentives for cost mnimzation, effects on DG
devel opnent, and inpacts on generation, transm ssion, and
di stribution investnent.

Pl ug Power

Plug Power, Inc. (Plug Power) opposes the Straw
Proposal, conplaining it singles out DG custoners for
unfavorable rate treatnent. Substituting the demand charges for
vari abl e charges, Plug Power continues, would greatly increase a
custoner's overall costs, and make those costs unavoi dabl e.
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This woul d constitute a substantial barrier to entry for DG
t echnol ogy.

Plug Power joins in the criticismthat relying upon
demand charges rather than a volunmetric rate will discourage
energy efficiency and conservation. It further asserts that the
fi xed charges do not send accurate price signals, but instead
are adopted because of the ease of adm nistration and the
reduction in risk for the regulated utility. Instead, says Pl ug
Power, a rate design that encourages installation of DG shoul d
be adopted, based on volunetric rates.

Pl ug Power conplains that the Straw Proposal fails to
bal ance DG benefits against DG costs. DG Plug Power insists,
allows utilities to avoid investnent in the delivery system and
can increase the systenis reliability. Plug Power also
percei ves that the Straw Proposal resolves uncertainty agai nst
the | ow usage standby custoner, by inposing on that custoner all
the costs that a full requirenents custoner pays.

Plug Power joins in the criticismthat requiring
demand neters for all standby custoners would erect a barrier
against DG installation, because custoners would have to bear
t he hi gher costs of the denmand neter. Plug Power also joins
with Pace in claimng that an Environnental [|npact Statenent
shoul d be prepared under SEQRA.

REPLY COVMENTS

Capst one
Capst one Tur bi ne Corporation (Capstone) supports

DPCA' s approach to designing standby rates. DG installations,
Capstone clainms, wll operate counter-cyclically to utility |oad
curves, because they wll generate at peak tinmes when nost
needed. Capstone therefore disputes EU s contention that
standby custonmer demand w Il be nore variabl e and unpredictable
than full-requirenments custoner demand.
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Capstone al so opposes EU s proposal to increase fixed
cost recovery through a contract demand charge. Capstone clains
such a charge creates an incentive for custoners to remain with
the utility rather than sel ect econom c DG alternatives.
Capstone would Iimt contract demand charges to recovery of
delivery facilities that are dedicated to a custoner's excl usive
use.

DPCA
DPCA argues that the comments it submtted in this

proceedi ng on Septenber 20, 2000 were disregarded in devel opi ng
the revised Straw Proposal issued in response to the May 15
coments. bjecting further to the revised Proposal, DCPA
conplains that the revision unduly favors utility parties. DPCA
concludes it is unlikely that any further comment fromit would
be producti ve.
EU

EU finds nost of the criticisns other parties |evel
agai nst the Straw Proposal unpersuasive. It also answers the
| egal argunents other parties present.

A. Rate Design |Issues

Efforts to distinguish standby custoner usage patterns
fromfull requirenents custoner patterns, says EU, are not
di spositive of standby rate design questions, because the design
and cost of the delivery facilities used to provide standby
services are the sane as those used to provide retail delivery
service to other custonmers. Uilities, EU asserts, nust stand
ready to serve all customers at any given time, and there is no
basis for distinguishing diversity of |oad for standby custoners
fromdiversity of |load for other customers.

EU posits that diversity of |oad need not affect rate
design. \Were unbundl ed delivery charges have been efficiently
priced, EU maintains, all custoners appropriately pay the sane
charges. EU distinguishes rate design devel oped here fromthat
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devel oped under the prior contribution to coincident peak

met hodol ogy, which was utilized to allocate generation capacity
costs. Wth the advent of conpetition, EU continues, generation
capacity and supply is now appropriately priced by hourly
signals, while the Straw Proposal rate design appropriately

gui des devel opnent of delivery-only rates.

Coi nci dent peak nethods, EU clai ns, have never been
used for the allocation of distribution systemcosts. EU
expl ains that such a nethodol ogy may not accurately capture the
cost of delivery facilities or services. No reason has been
provi ded here, EU asserts, for adopting that nethodol ogy for
del i very services now.

EU al so opposes greater reliance on volunetric rates,
claimng that fixed costs nust be recovered through fixed
charges. O herw se, cost under-recoveries would result in
subsi di zati on of standby custonmers by others. EU enphasizes
that, when it conmes to delivery rates, custoner denmand drives
facilities and associ ated costs, which are conparatively non-
responsi ve to custoner usage.

Unproven clainms of diversity of |oad anong small OSG
operators, EU suggests, is not a basis affording those custoners
a purely volunetric rate either. Rather than charging smaller
custoners solely through a volunetric rate, EU would collect the
ot herwi se applicable contract demand charge through the fixed
nmont hly charge, adjusting the volunetric rate accordingly. EU
is also skeptical of other parties' clains that the installation
of demand neters for smaller custoners would not be cost
effective. EU points to the System Benefits Charge,
adm ni stered by NYSERDA, as a source of funding for netering.

EU deni es that sound rate design principles wll
forestall achievenent of benefits associated with DG
installations. These issues, EU maintains, are best considered
in the conpani on DG proceedi ng, Case 00-E-0005. 1In any event,

-18-



CASE 99-E-1470

EU clains that econom cally-efficient pricing principles wll
identify generation sources that are economcally beneficial to
society, rather than discouraging any worthwhile DG projects.
EU al so notes that DG facilities are generally installed in
response to electricity supply costs, not in response to
delivery service costs.

Recovering nost delivery systemcosts through fixed
charges, EU argues, is the proper pricing principle that wll
identify those DG projects that are uneconom c, and essential to
avoi di ng discrim nation anong standby custoners. EU woul d not
encourage installation of uneconomc facilities through a
di storted rate design

EU responds to M's proposal to allow standby
custoners to return to full requirenments service. EU perceives
a tension between DG advocates who inply delivery facility
enhancenents nmay be avoided by DG installation, and those DG
advocates that would allow custoners to return to utility
service, thereby burdening those delivery facilities. Since
custoners may return to utility service, at least until provider
of last resort obligations are clarified, EU insists that
existing facility design principles nust be retained in order to
ensure that delivery facilities are sized adequately to neet al
demand.

EU criticizes M's proposal to continue the practice
of providing both standby and suppl enental service through a
single neter. EU opposes M's approach to allocation of costs
bet ween the two services, arguing that M's hourly allocation
method is overly conplex. In any event, EU believes the subject
is best addressed through individual utility filings. Finally,
EU suggests that the delivery cost allocation chart in the Straw
Proposal is illustrative only, and would not establish a
presunption prem sed upon it.

B. Legal Issues
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EU denies that the Straw Proposal viol ates PURPA
Those regul ations, says EU, require non-discrimnatory rates for
qualifying-facility (QF) standby custoners that are based on
consi stent systemw de costing principles. They also prohibit
rates prem sed upon the assunption that forced OSG outages wl |
occur sinmultaneously, or during system peak.

The ratemaking principles here, EU maintains, are non-
di scrimnatory, because rates for all custoners are set on the
sane cost causation principles. 1In fact, says EU, the new rate
desi gn nmakes no assunptions regarding the specific operating
characteristics of a standby custoner, because the rate design
is applicable to all customers, including full requirenents
custoners.

Turning to M's conplaint that only standby custoners
are subject to the new denmand charges, EU argues that the rates
are still non-discrimnatory under the PURPA regul ations. The
appropriate conparison, says EU, is between QFs and non- QFs, not
bet ween generators and non-generators. Pending the devel opnent
of better data, EU continues, all custonmers owni ng generation
are assuned to have simlar |oad and cost characteristics.
According to EU, the application of the sane rate design
met hodol ogy to QFs and other OSG is non-discrimnatory under
PURPA.

EU asserts that other parties msinterpret the PIM
Order and PJM Rehearing Order.?® Those Orders, EU declares, do
not exenpt whol esal e generators from State jurisdiction or from
the application of distribution rates. EU notes that the O ders
provide for the uniformapplication of retail transm ssion
charges to whol esal e generators, and EU interprets the Orders as
al so allow ng application of retail distribution rate charges.

2 PJM Interconnection, LLC, 95 FERC Y61, 633 (June 1, 2001).
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EU di sputes the contention that the potential for
renote self-supply excludes generators from State jurisdiction
The PJM Rehearing Order, says EU, explicitly provides that State
retail jurisdiction is unaffected. |In fact, EU interprets the
PJM Rehearing Order as providing that renote self-supply is
subject to any applicable retail distribution charges.
Accordingly, the delivery of station power through |oca
distribution facilities is a matter subject to State regul ati on,
t hrough State Comm ssion decisions on retail delivery service
tariffs.

Turning to SEQRA conpliance, EU argues that an EIS is
not needed. EU clains that this is a ratenmaking proceedi ng, and
rat emaki ng i s not an action under SEQRA, because ratemaking is a
Type 2 action outside the scope of SEQRA under the Conm ssion's
regul ati ons and court decisions.3 EU disnisses contentions that
nore than ratemaking is involved in this proceeding. The Straw
Proposal, it clainms, nmerely sets policy for utility tariff rates
and charges, and does not concern matters that m ght be rel ated
to site-specific environnmental inpacts. EU also describes this
action as mnisterial, because it does not require an exercise
of discretion.?3!

| f SEQRA were to adhere to the Straw Proposal, then
EU contends, a negative declaration is appropriate. That
decl aration woul d be based on a finding that there is no
significant adverse environnental inpact and that preparation of
an EISis not required. The Straw Proposal, EU continues, nust
be an unlisted action if it is not a Type 2 action. A Lead
Agency may review an Environnmental Assessnent Form (EAF) for a
Type 2 action and then determ ne that an EIS is not required.

3016 NYCRR 87.2(b)(ii); Ctizens For Orderly Energy Policy v.
Cuonmp, 159 A D.2d 141 (3'¢ Dept. 1990), aff'd, 78 N.Y.2d 398
(1991).

3% Environnmental Conservation Law 88-0105(5)(ii).
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Such an EAF for the Straw Proposal, EU posits, would address
changes in practices and services, rather than physi cal
construction activities and site-specific inpacts. EU concludes
the latter sort of inpact is absent here, and an EAF woul d
denonstrate there are no adverse environnmental inpacts

ot herw se.

EU woul d honor pre-existing contracts for standby
services, such as those entered into between Mrant and O%R In
a simlar vein, EUwuld avoid interference with existing rate
and restructuring plans for electric utilities. Those plans, EU
asserts, provide for stranded cost recovery. EU propounds that
exenpti ng whol esal e generators from stranded cost responsibility
is legally barred, because that approach would violate the
pl ans, and because it is discrimnatory in that ful
requi renments custoners nust support stranded cost recovery.

Di sm ssing conplaints that the Straw Proposal does not
foll ow Opinion No. 82-10, EU points out that the purpose of this
proceeding is precisely the reconsideration of that Opinion. EU
al so clainms that standby service is not mandatory, contrary to
DPCA' s interpretation. OSGinstallations, says EU my avoid
utility requirenments by declining to interconnect with the
utility's distribution system

| PPNY
Characterizing the Straw Proposal as a step backwards

fromprior rate design principles, |PPNY argues that whol esal e
generators should not be assigned to rate classes that are
designed for full requirenents custoners. |PPNY asserts the
usage characteristics of the two categories of custoner differ
substantially. In particular, IPPNY insists that whol esal e
generators typically consune station power off-peak, while other
custonmers consume on- peak.

| PPNY repeats argunents that overchargi ng whol esal e
generators for their electric usage rai ses whol esal e prices and
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is inconsistent wwth FERC s PIM Orders. It also reiterates its
prior argunments on "side door" deliveries and stranded costs.
M

M voices its agreement with other parties that the
failure to recogni ze diversity of standby loads will result in
excessive standby rates that erect uneconomc price barriers
against DG installations. M disputes the contention that the
costs of serving standby and full requirenents custoners is
much the sane.

M would interpret the PURPA regul ations as
mandating that the diversity of standby | oad be recognized. M
woul d continue the interpretation of the PURPA regulations it
says were adopted in Opinion No. 82-10, where it was deci ded
that, in the absence of |oad data denonstrating otherw se,
system peak costs should be recovered in variable charges. M
asserts that there is no data to support overriding the Opinion
No. 82-10 prescription in favor of variable charges.

Di sputing EU s contention that electric utilities nust
build their systens to serve each custoner's maxi num demand, M
believes that diversity of demand enables utilities to construct
their systens on | east cost planning principles, which include
recognition of demand diversity. Uilities may al so, M
di scerns, derive the coincidence factors necessary to inplenent
this approach fromthe outage records of existing standby
custoners.

M opposes EU s proposal to recover additional costs
t hrough contract demand charges. M argues that as-used denmand
charges are preferable, albeit it favors use of variable
charges. That as-used charges produce | ess revenue than
contract charges is appropriate, M asserts, because standby
custoners inpose fewer costs on the system Shared, fixed costs
are therefore better recovered through as-used charges than
t hrough contract charges. Use of a contract charge, says M,
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woul d al so di scrim nate agai nst standby custoners, because
utilities often recover shared fixed costs from ful
requi renents custoners through volunetric charges.

The contract demand charge, M notes, is prem sed upon
the custoner's maxi num demand. Standby custoners, M believes,
shoul d be afforded the flexibility to negotiate a contract
demand charge that is |l ess than maxi num demand. Using historic
demand to set the charge, M continues, mght overstate it,
because custoners nmay be able to reduce demand bel ow historic
| evel s.

M woul d not inpose on standby custoners the
obligation to fund stranded cost recovery at the sanme |evel as
full requirements custoners, as EU desires. M maintains that
t hi s approach woul d overcharge standby custoners, and would
extinguish virtually all OSGinstallations. The historical
usage approach EU favors, M adds, is not an appropriate basis
for establishing stranded cost charges and woul d be anti -
conpetitive. M believes the Straw Proposal approach, of
recovering stranded cost predicated upon a custoner's current
usage characteristics, is appropriate. M continues to support
use of the Straw Proposal chart, on allocation of delivery costs
to denmand and as-used charges, as a rebuttable presunption.

M al so responds to EU s proposal on inplenentation of
the standby rate principles. Contrary to EU, M woul d not del ay
translation of the principles into effective utility tariffs.

M would require utilities to file new standby rate tariffs
wi thin 30 days of issuance of an Order here. M would al so
prohibit utilities fromdeviating fromthe principles adopted
here in designing their standby tariffs.

Plug Power, says M, advocates a different rate design
for smaller standby custonmers. Wile M supports Plug Power in
many of its rate design proposals, M believes that the standby
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rate principles should apply to all custoners regardl ess of
Si ze.
M r ant

Mrant reiterates its argunent that existing contracts
for standby service should not be supplanted in this proceeding.
It asks that its concern be specifically addressed.

NEM

NEM opposes the nodifications EU proposes to the Straw
Proposal. According to NEM EU concedes that there are
fundanmental differences in patterns of demand and vol unetric
usage between standby and full requirenments custoners. NEM
clains that these differences justify a separate rate
classification for standby custoners. It reiterates that those
rates shoul d be constructed through a "bottons up" unbundl ed
cost of service study.

NEMjoins in M's criticisns of EU s stranded cost
recovery proposal. Stranded costs, says NEM shoul d be
recovered fromall consunmers in a conpetitively-neutral manner
NEM al so opposes EU s proposal to nove costs fromas-used to
contract demand charges, arguing that instead volunetric rates
are nore appropriate than either.

NYEBF
New Yor k Energy Buyers Forum (NYEBF) urges rejection

of EU s argunents. |t supports other parties in contending that
the Straw Proposal woul d di scourage DG by inposing unnecessarily
hi gh standby rate costs on them The conpetition DG represents,
NYEBF asserts, should be recogni zed in establishing standby
rates.
NRG

NRG reiterates that the Straw Proposal is in conflict
with the PIM Orders. It interprets those Orders as deciding
that renote self-supply does not involve retail delivery
service. NRG adds that, where renote self-supply involves only
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use of the transm ssion system only the FERC OATT rate applies.
NRG mai ntains that retail transm ssion does not exist in the
context of renote self-supply.

NRG continues to dispute the classification of
whol esal e generators as standby custoners, and opposes
recovering stranded costs from whol esal e generators. NRG al so
argues whol esal e generators differ in their operating
characteristics from ot her standby custoners, such as OSG

NYSERDA

The New York State Electric Research and Devel opnment
Aut hority (NYSERDA) maintains new standby rates are needed to
avoid the disincentive to installation of DG that acconpanies
sonme existing utility standby rates. NYSERDA interprets the
Straw Proposal as charging OSG custoners no nore than ot her
custoners in the sane service class, and maintains that the new
rate principles should be inplenented as soon as practicable.

NYSERDA, however, would interpret maxi num netered
demand used in setting the fixed demand charges as limted to
the netered demand for electricity delivered through the
utility. According to NYSERDA, this would clarify that netered
demand does not include the electricity produced by the OSG

unit.
Pl ug Power
Pl ug Power conplains the policy inplications of the
standby rate proposal are ignored. It disputes EU s contention

that usage variability among small standby custonmers will be
greater than the variability experienced with small ful

requi renents custoners. According to Plug Power, there is no
proof the distinction exists.

Pl ug Power disagrees with EU s contention that
electric utilities nmust build their systens to neet al
potential demand, including that served by OSG units. It
mai nt ai ns OSG outage diversity and diversity with system peak
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wll enable the utilities to avoid unnecessary construction.
Plug Power reiterates its fears that the Straw Proposal may
erect pricing barriers against DG installation.

Pl ug Power characterizes the Straw Proposal as a
pricing nmechani smthat reduces utility risk while discouraging
energy efficiency. It advocates instead decoupling utility
revenues from custoner usage |evels through performance
rat emaki ng. Plug Power views the Straw Proposal as a step
backwards fromrevenue decoupling. It also reiterates its
contention that an EISis required in this proceedi ng.

SUPPLEMENTAL COMMENTS
DPCA

DPCA argues there are conceptual inprovenents in the
revised Cuidelines. However, DPCA expresses concern that
utilities will disproportionately classify utility distribution
facilities as "local," inproperly driving up the fixed cost of
st andby servi ce.

EU

EU indicates that its support for the Cuidelines has
been conprom sed by several changes to the straw proposal it
finds troubl esonme. EU argues: (1) it should not be presuned
that sufficient data may exist for the devel opnent of rates for
whol esal e generators as a separate service class; (2) whol esal e
generators shoul d pay demand charges when they deliver self-
supplied station power over a utility-owned bus; (3) standby
rates should apply to any whol esal e generator | oad which may be
served by both the generator and the utility, not just |oads
incidental to the generation function; (4) credits should not be
offered to standby charges for purported benefits provided by
generators; (5) the daily as-used demand charge shoul d be
rejected; (6) the refornul ated contract demand charge is too

anbi guous; (7) transmssion facility charges should not be
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coll ected through the proposed daily as-used demand charge; and
(8) custoners bel ow 50 kW should not be permtted to pay a
separate, non-demand netered volunetric standby rate.

| PPNY

| PPNY mai ntains that, although the revised Guidelines
contain sone significant inprovenents over earlier straw
proposal, several concerns remain. Specifically, |PPNY argues:
(1) no standby charges at all should apply when a generator
self-supplies its station service, as opposed to nerely not
appl yi ng as-used denmand charges; (2) full cost-of-service
studi es shoul d be conducted to produce a better alternative to
the daily as-used denand charge, and before any uni que
"addi tional charges (and/or credits)" are inplenented; (3)
station service |oads should be treated differently fromthe
| oads of on-site generators, which have different |oad
coi nci dence characteristics; (4) whol esal e generators bear no
responsibility for, and should not pay, stranded generation
costs; (5) it should be clarified that demand charges wi ||l not
apply where there is separation between the system bus bar where
the generator’s output enters the system and system bus bar from
whi ch the station service supply re-enters the generator’s site;
(6) the distinction between “local” and “shared” facilities
needs better deefinition; and (7) rates devel oped for retai
station power service should not supercede existing contractual
arrangenments for station service supply, except at the
di scretion of the generator.
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M
M expresses its support for introduction of the daily as-used
demand charge to recover shared, or non-local, transm ssion and
distribution costs from standby custoners. M contends,
however, that the revised Guidelines need further clarification,
specifically: (1) to clarify that the "uniform percentage marKk-
up" of standby rate conponents for stranded costs would result
in an identical percentage of the bill going towards stranded
costs for both standby and full service custoners; (2) to
reintroduce the straw proposal's table for allocation of
distribution delivery costs at different voltage |evels; and (3)
to clarify howrate design will be "revenue-neutral" for
particul ar service cl asses.
NEM

NEM argues again that the Guidelines fail to reflect
the societal benefits provided by DG including deferral of
di stribution upgrades and other avoided utility costs. NEM
states that, although the revised Cuidelines offer inproved
perspectives on differences between standby and full service
custoners, rates should be inplenented which are consistent with
today's needs to enhance conpetitive energy options, |ower
costs, and to enhance reliability.
NRG

NRG mai ntai ns that the CGuidelines, as anended, still
fail to conply with FERC orders. The Cuidelines, NRG argues,
fail to fully acknowl edge that there is no sale of power when
station power is self-supplied, and fail to exenpt divested
generation facilities fromresponsibility for stranded
generation costs.

Pace

Pace argues that the revised CGuidelines marginally
i nprove upon the straw proposal, but would suffer in
i npl enentation. Wthout direction on how to distinguish between
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"l ocal" and "shared" costs, Pace asserts, utilities wll
generally characterize facilities as predom nantly attributable
to the individual standby custonmers. A working set of rules,
Pace argues, should be devel oped.

Pl ug Power

Pl ug Power argues that the CGuidelines' new approach to
rat emaki ng for non-demand-netered custoners will be cunbersone,
unfair, unnecessary, and harnful to small custoners and to the
devel opnent of DG technol ogies. Plug Power is concerned that a
| arge custonmer charge is an unfair substitution for demand-
metered billing for small custoners. According to Plug Power,
until a nmethod for accounting for the benefits of DG has been
put into place, DG units that are not eligible to participate in
whol esal e power sal es should receive standby service with no
fi xed charges.

NFG

As a gas-only utility, NFG expresses its interest in
opportunities for DG devel opnent. Although it supports the
proposed Gui delines, NFG seeks clarification that the principles
are not neant to inpede economc DG utilization, and suggests
that any standby rates enacted pursuant to the guidelines should
be consi dered unjust and unreasonably if they inpede business
expansi on.

NFG agrees that stranded costs should be applied to
standby rates "in the sanme manner" as applied to other services.
Mor eover, NFG continues, standby service should be offered on an
interruptible basis, and it would clarify that the FERC
transm ssion charge is to be recovered through the daily as-
usual demand char ge.
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