STATE OF NEW YORK
PUBLI C SERVI CE COW SSI ON

At a session of the Public Service
Comm ssion held in the Gty of
Al bany on March 18, 2003

COWM SSI ONERS PRESENT:

Wlliam M Flynn, Chairnman
Thomas J. Dunl eavy

Janmes D. Bennett

Leonard A. Wi ss

Neal N. Galvin

CASE 03- E-0640 - Proceeding on Mtion of the Comm ssion to
I nvestigate Potential Electric Delivery Rate
Di si ncentives Agai nst the Pronotion of Energy
Ef fi ci ency, Renewabl e Technol ogi es and
Di stributed CGeneration.

ORDER | NSTI TUTI NG PROCEEDI NG

(I ssued and Effective May 2, 2003)

BY THE COW SSI ON:

| NTRODUCTI ON

It is rational for electric rate policy-makers to

review their policies periodically to ensure that rate
incentives, and the underlying regulatory structures that create
or support those incentives, are aligned properly with goals.
In that regard, the Comm ssion's policies on rate structures
that encourage electric utilities to pronote energy efficiency,
renewabl e technol ogi es and di stributed generation have been the
subj ect of nunerous reviews over the years.

In an effort to reverse a growi ng dependence on
foreign oil in the 1970's and ineffectual supply side planning
strategies in the 1970's and 1980's preferring devel opnent of
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| ar ge-scal e power production facilities that were subject to
protracted construction schedul es and significant uncontrolled
cost escal ations, the Commi ssion instituted "integrated resource
pl anni ng" policies. These policies required utilities to
i ntegrate consideration of denmand side options on an equal
footing with supply side options to arrive at "least cost”
pl anni ng solutions. To that end, the electric utilities were
directed® to encourage their retail custoners’ to participate in
utility-sponsored end-use energy efficiency and peak-| oad
reducti on demand si de nanagenent prograns.

The inplenentation of |load reduction initiatives neant
a correspondi ng reduction in electric sales revenues and profits
for utilities, putting the financial interests of electric
utility sharehol ders at odds with their custoners’ interests.
In order to re-align those interests, the Comm ssion adopted
various alternative ratenaki ng nodel s, conbining sal es revenue
adjustnments with outright financial incentive paynents to
utilities, in essence giving utilities a share of the savings
resulting fromdemand reductions to offset |ost revenues and
profits.

When the Conm ssion decided to restructure the
el ectric market to whol esale and retail conpetition, utility-
sponsored denmand si de managenent progranms were |argely
di scontinued, along with the alternative ratenaking nodels. In
their place, demand side and renewabl e energy projects are now
i mpl enent ed t hrough NYSERDA prograns funded by a System Benefits
Charge collected fromdelivery utility custoners. The electric

delivery function remains a regul ated nonopoly servi ce.

! Case 29409, Proceeding on Mtion of the Conmission to Exami ne
the Plans for Meeting Future Electricity Needs in New York
State, Opinion No. 88-20 (issued July 26, 1988).
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A claimwas made in Case 01-M 0075° that nost
efficiency-related net |ost revenue effects have been
significantly reduced for electric delivery rates because such
rates have been restructured to shift recoveries fromvolunetric
to fixed charges, and to base commobdity costs on market prices.
However, there may remain a net |ost revenue and profit effect
t hat di scourages sone electric delivery utilities from pronoting
energy efficiency, renewabl e technol ogi es and distributed
generation. In furtherance of the State’'s energy policy
objectives, it is inportant to identify the degree to which this
may be the case at each of the electric delivery utilities. In
addition, to the extent any disincentives may continue to exist,
it is useful to identify appropriate remedies. Accordingly, we
will institute a proceeding pursuant to Public Service Law
885(2) and 66 to investigate potential electric delivery rate
di si ncentives against the pronotion of energy efficiency,
renewabl e technol ogi es and di stributed generation. The
proceedi ng shoul d be structured in such a way as to incorporate
a report to the Conm ssion, including recommendations for any
necessary rate design changes. W direct the Admi nistrative Law
Judge to request at a mininumthe follow ng information and

anal ysi s:

1. A detailed “typical bill” analysis by each of
the electric delivery utilities in a format
that will permt conparisons with the results
presented in N agara Mhawk’ s Novenber 15,
2002 Report on Environnental Coll aborative
filed in Case 01- M 0075.

2 Case 01-M 0075, Joint Petition of Niagara Mhawk Hol di ngs, |nc.

Ni agara Mohawk Power Corporation, National Gid plc and
National Gid USA for Approval of Merger and Stock Acquisition,
Report on Environnental Collaborative (Novenber 15, 2002).
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2. Coments on the degree to which current rate
desi gns di scourage electric delivery utilities
frompronoting energy efficiency, renewable
t echnol ogi es and di stri buted generati on.

3. An indication by each of the electric delivery
utilities of the feasibility of, and their
interest in, making cost-based electric
delivery rate design nodifications for each
service classification that renpove such
di si ncentives, should they exist, and an
identification of the extent to which such
nodi fications could be inplenmented under their
current rate plans. In addition, other
interested parties should have an opportunity
to provide their views or comments on the
provi ded nmateri al .

4. O her recommendations, by any party, to renedy
any identified rate design disincentives
agai nst the pronotion of energy efficiency,
renewabl e technol ogi es and di stri buted
generati on.

The Comm ssion orders:

1. A proceeding is instituted under the guidance of
the O fice of Hearings and Alternative D spute Resolution to
identify the degree to which New York electric delivery utility
rate structures produce financial disincentives against the
pronoti on of energy efficiency, renewabl e technol ogi es and
di stributed generation and to devel op recomendati ons for any
necessary rate design changes to elimnate the disincentives.

2. The Adm nistrative Law Judge shall establish a
sui tabl e procedure and schedul e ai ned towards the production of
a conprehensive report to the Comm ssion on these issues.

3. This proceeding is continued.

By the Conmm ssion,

( SI GNED) JANET HAND DEI XLER
Secretary



