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BY THE COWM SSI ON:

| NTRODUCTI ON
W instituted this proceeding to consider gas rates

for distributed generation (DG technol ogies and to encourage

t he devel opnent of pilot projects.? Current gas tariffs may not
be specifically designed for DG uses and existing tariff service
ternms and conditions may i npede DG devel opnent. Accordingly, we

solicited coments on a set of principles and a group of

! Case 02-M 0515, Gas Transportati on Rates for Distributed
Generation Technol ogi es, Order Instituting Proceeding, (issued
May 14, 2002) (“DG Order”). W approved a pilot proposed by
Nati onal Fuel Gas Distribution Corporation in a separate
order. Case 02-G 0858, National Fuel Gas Distribution
Corporation — Pilot Program O der Approving Distributed
Generation Pilot Program wth Mdifications (issued March 20,
2003) .
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guestions to begin the process of devel oping rates for gas
service to DG and renoving any inpedinents to its devel opnent.

In this Order, we establish paranmeters for rates for
commercial and industrial DG service and request the parties to
provi de further conmments and proposals for residential DG
service. Qur actions concur with the State Energy Plan which,
in addressing distributed generation froman electric
perspective, found: “Distributed generation, including conbined
heat and power (CHP) applications, offers custoners the prom se
of increased electric reliability, power quality, efficiency,
and affordability, while potentially reducing supply and

di stribution costs.”?

For gas custoners, this new technol ogy may
permt nore efficient use of existing facilities, with the
prospect of spreading fixed costs over greater system sales,

whi ch coul d reduce pressures on |ocal distribution conpanies to
seek revenue adjustnents. Fostering the devel opnent of
distributed generation is thus in the public interest.

It appears, based on the information now avail abl e,
that while current gas tariffs may give sufficient options for
prospective users of distributed generation as a peak-shavi ng
devi ce, devel opers of high-load factor basel oad distributed
generation may need the option of a firmhigh |load factor rate
in addition to rates available in other service classifications.
KeySpan reports success with a variety of gas supply options,
including a rate for distributed generation projects with a | oad
factor of nmore than 50% percent. W believe a high | oad factor
option should be available for DG custoners of gas utilities.

Accordi ngly, as explained below, we will order gas
utilities to offer an option to DG custoners with at |east a 50%

| oad factor. This approach fosters the deploynent of a new

2 New York State Energy Plan, June 2002, p. 3-86.
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technol ogy that may reduce the need for new electric
transm ssion or distribution facilities, thus providing
electricity to end users at a |lower cost while stabilizing gas
rates. In the interest of certainty and to all ow devel opers of
di stributed generation sufficient tinme to build a project in
response to this new option, we will also require that the rate
be established as a ceiling for not | ess than three-years.

The parties’ comments and our resolution of the issues

they present are discussed next.

DI SCUSSI ON
Comments were received from Anrerada Hess Corporation
and Hess M crogen LLC (Hess), Brooklyn Union Gas Conpany d/b/a
KeySpan Energy Delivery New York and KeySpan Gas East

Corporation d/ b/a KeySpan Energy Delivery Long |Island (KeySpan),
Consol i dat ed Edi son Conpany of New York, Inc. and Orange and
Rockland Utilities, Inc. (Con Ed/O&R), Energy Enterprises, Inc.
and Energy Resources and I nnovations Corp. (EEI/ERIC), Miltiple
Intervenors (M), National Energy Marketers Association (NEM),
Nat i onal Fuel Gas Distribution Corporation (NFG, New York State
Electric & Gas Corporation (NYSEG, N agara Mhawk Power
Corporation (NMPC), Plug Power, and Rochester Gas and El ectric
Cor porati on (RGRE).

The Need for a Separate DG Service Cl assification

Mul tiple Intervenors supports the establishment of a
separate classification for gas transportation rates for
distributed generation projects. It says that the existing
tariffs are ill-equipped to address the service distinctions,

i ncluding size and | oad factor, associated with custoners taking
gas service for DG projects and that separate service

classifications should be devel oped that recognize those
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distinctions. NEMA al so supports separate service
classifications and Pl ug Power advocates a separate sub-class.

Con Edison differs, asserting that it is not now
possible to properly eval uate whether DG custoners have high or
average | oad factors and have peak or |argely off-peak |oad
characteristics. It says that the existing tariffs contain
appropriate terns and conditions for service and that
establ i shing service classifications specifically designed for
DG units now requires nore information about the |oad and use
characteristics than is currently avail abl e or reasonably
predictable. It proposes undertaking a | oad study under which
it wuld install interval netering for a sanple of DG units to
determ ne whether their |oad characteristics of gas usage are
simlar to or different fromthe | oad characteristics of the
cl ass under which service is taken

R&E simlarly questions the prem se that DG custoners
differ. It says that it is not at all clear that DG w |l be
characteri zed by off-peak usage and hi gher | oad factors, because
it is unknown whet her DG custoners will operate during the
summer or at higher |load factors than those of other users.
| ndeed, it says that, because a DG owner’s decision to operate
will be influenced by many other factors, it mght decide to run
the DG application only in winter, increasing the gas peak. It
al so describes several practical problens. First, it says that
because | oad characteristics vary trenendously fromone DG unit
to the next, special rates cannot be designed around a
particul ar | oad shape assunption or based upon the expectation
that gas |load factors will be high or that gas usage wll be
primarily off peak. RG&E al so questions the useful ness of
separate DG classifications, noting that |local distribution
conpany rates will be a very snmall conponent of the total cost

of installing and operating a DG unit. Finally, RGXE clains
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that its tariff does not contain terns and conditions that would
act as a barrier to DG operation and that there is therefore no
reason to provide a separate classification

In contrast, KeySpan says it has in place gas
transportation service classifications designed specifically for
smal|l generators and that it has been very successful in
devel opi ng di stributed generation in its market.

NFG suggests that there is no need for separate
service classifications based on size or |oad factor of the DG
applications and that there is no opti num nunber of service
classifications. It says that DG tariffs work best when they
enul ate the correspondi ng standard transportation rates, which
of fer lower unit charges for |arger volume custoners, and that
“while DG tariffs nmay not be needed to address the unique | oad
factor for each application, [they] may minimally be needed to
address the needs of the three nbst conmmon applications of DG

base | oaded, |oad follow ng, and peak shaving.”?3

I n any event,
NFG concl udes that the need for having a nunber of different
service classifications will be mtigated if the DGtariffs
provide for the flexibility to negotiate with custoners.

Wil e several of the utilities are correct--gas for
use of distributed generation may i ndeed be provided through
exi sting service classifications -- that option is not enough to
satisfy our goal of fostering DG in New York. Having a separate
option for baseload DGw Il allow us to treat these custoners
differently fromother custoners when it is appropriate to do so
(e.g., where the expected | oad factor for the class is
significantly higher than those served under existing service

classifications). It wll also nake it easier to identify and

® NFG s coments, p. 6.
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track basel oad DG usage and refine the rates and conditions of
service as we gain experience with basel oad DG
Rat e Desi gn | ssues

We asked parties to coment on whether firm and
interruptible, and peak and-off peak rates should be devel oped,
whet her separate rates, dependi ng upon the size or |oad factor
of the distributed generator are needed, whether an average | oad
factor is required, and whether negotiated rates should be
allowed. This section discusses those comments and provi des our
decision as to how these rates should be desi gned.

1. Firmand Interrupti ble Rates; Peak and Of - Peak Rates

KeySpan notes that its custoners use both firm and

interruptible rates, and that firmrates elimnate the need for
custoners to obtain and nmaintain dual fuel equipnment. Thus, the
choice between firmand interruptible rates may depend upon the
ki nd of equi pment the custoner has or selects. |f the equi pnent
is gas only, the choice would be firm if the custoner has dual -
fuel equipnent, the choice could be a tenperature controlled
rate or an interruptible rate.

KeySpan says that whether service is peak or off-peak
is not relevant to gas rates for distributed generation. NFG
says that such rates may be advantageous for sone custoners.

NFG notes as well that a firmtransportation service should be
avai |l abl e for DG custoners.

Pl ug Power states that, assum ng increased usage by a
relatively small nunber of DG custoners causes no increnental
increase in costs, even during peak periods, there is no need in
the near termfor separate peak and off peak rates. It states
that, if the Conm ssion determnes that there is a substanti al
increase in utility costs, then a conventional peak and off- peak
arrangenent woul d be appropriate. It suggests that, in the near
term the sinplest approach m ght be to establish a seasona
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rate for DG custoners applicable only during non-peak nonths.
RGXE doesn’t oppose peak and off-peak rates. It notes that
because it is the tinme of use that justifies the |ower rate, not
the nature of the end use, it is appropriate to apply themto
all end uses, not just distributed generation.

Firmrates shoul d be devel oped for the basel oad DG
option we require in this Oder. Such rates should factor in
seasonal differentials. The basel oad DG option may be a way of
encour agi ng econom cal use of the gas system particularly
during of f-peak periods. Additionally, we wll not provide for
interruptible rates now, for it is not clear the benefits of
that requirenent justify the costs. Mst utilities have sone
formof interruptible service that can be used by |arger DG
applications. The costs associated with adm nistration of a DG
interruptible service for other custoners may outweigh its
benefits because of the smaller volunmes which woul d be avail abl e
fromthose smaller custoners to suppl enment system supplies.

2. Cust oner, Demand, and Energy Charges

Ni agara Mohawk proposes that there should be three
part rate schedules for distributed generation custonmers with
separate custoner, demand, and energy charges. It says that the
mont hly custoner charge should recogni ze the cost of netering
service, laterals and interconnection, that the demand rate
shoul d be the sanme for all DG custoner classes and based upon
the system average enbedded capacity costs, and that a
separately stated energy rate for all consunption should recover
vari abl e costs.

W will require a separate demand rate for |arge
custoners because the characteristics and operati ng usage of
basel oad DG units can vary significantly enough to warrant
separate sub-classes of a basel oad DG service option. Five MV

is a reasonable level to necessitate separate tariffs for units
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above and bel ow that anobunt. We will direct gas utilities to
file separate tariff leaves instituting firmdelivery service
for customers with DG units |less than five MW and for those
custoners with DG units equal to or greater than five MN Above
that |l evel the use is significant enough to i npose demands on
the system for which the utilities m ght want to have netering
equi pnment generally associated with demand billing services to
provide real tine data.
3. Load Factor
For each of these categories, the DG units shall have

a load factor of 50% or greater to be eligible for the new
basel oad DG service classification. The 50% 1| oad factor is
reasonabl e since a) there are existing tariffs applicable to DG
custonmers which largely consist of custoners with average cl ass
| oad factors less than 50% b) it is expected that basel oad DG
will need to be operated at a m ni num 50% | oad factor to run
econom cal ly; and, c) experience under the KeySpan high | oad
factor tariff, which requires a m ninum 50% | oad factor,
indicates that this is an appropriate mnimumrequirenment. As
nore experience is gained with DG service, the appropriate

m nimum | oad factors to be used in designing these tariffs
shoul d be addressed in subsequent DG rate filings. Until nore
definitive data is available, the utilities shall design rates
for comercial and industrial custonmers using an average cl ass
| oad factor of 70% (even though the rate wll be available to
custoners with a 50% 1| oad factor). The 70% | oad factor
considers the m nimum 50% | oad factor requirenent discussed
above, and the expectation that sone stand-al one units or DG

* Load factor is defined herein as annual usage divided by (peak
day use x 365 days).
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units designed for thermal rather than electric demands can be
expected to operate at a 90% or greater |oad factor. W
anticipate that this average class |oad factor of 70%w Il be a
reasonabl e proxy for purposes of developing an initial DG
service classification. The devel opnent of future DG tariffs
shoul d benefit fromthe collection of data to assess the
appropriate |load factor to use.

4, Negoti at ed Rat es

Several parties assert that the Conm ssion should
all ow negotiated rates. NFG says that rates that recover
incremental costs should be allowed and that, if it and the DG
owner are able to provide a contribution to systemcosts through
a negotiation process, that rate too should be permtted. R&E
simlarly explains that negotiated rates provide for sone
contribution to joint and conmon costs and that DG applications
may produce just the sort of additional |oad and economc
activity that will allow all parties to benefit. It says its
tariff currently provides the needed flexibility and no
nodi fications are necessary. NYSEG s positionis alittle
stronger; it says that the negotiated rate nust provide a
contribution to systemcosts in addition to covering increnental
costs. It says that concept has been approved on nunerous
occasi ons by the Conmission.® Hess generally agrees but states
that “negotiation, however, should not be a requirenent,”®
pointing out that it could be a significant barrier to
devel opnment and that fixed tariff rates should be available to

facilitate the planning and financing of DG facilities.

® NYSEG s comments, p. 8. citing Case 93-M 0229, Conpetitive
Qpportunities, Opinion No. 94-15 (issued July 11, 1994).

® Hess’s conments, p. 4.
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W will require that the DG tariffs authorized here
not provide for negotiated rates. The utilities may continue to
of fer negotiated rates allowed in existing tariffs to DG units.
Pricing Met hod

1. Enbedded or Increnental Costs

W asked parties to coment on what type of costs

(increnmental or enbedded) should be used to set DG rates.

M supports the use of enbedded cost studies, noting
they are nore reliable than the other types of studies which
rely on estimates. M also states that enbedded costs are used
to calculate nost other rates charged to custonmers. N agara
Mohawk sim | arly proposes the use of enbedded costs.

Con Edi son states that the pricing nmethod to be used
for DG rates will depend on the service classification
applicable to the custoner. It says that the rates for gas to
fuel DG units should reflect the cost to serve that custonmer and
that the cost generally varies directly with peak demand
characteristics.

Anmong the entities arguing agai nst enbedded rates,
Pl ug Power asserts there is no support for any additional
contribution to enbedded costs from DG sales. It says that use
of incremental costs would be consistent with the Conm ssion’s
treatment of electric standby rates. To the extent existing
rates for small custonmers are recovering enbedded costs through
volumetric rates, care nust be taken so that a DG custoner does
not avoid the contribution to systemcosts that is contained in
the standard rate. It says that can be done by applying the DG
rate only to vol unes exceedi ng the custoner’s historic average
usage, or by requiring a separate neter

NEMA asserts that the Conm ssion should adopt prices
that provide appropriate price signals to custonmers who are

considering distributed generation investnents and that utility
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di stribution costs should be fully unbundled fromthe costs
associ ated with generation, transm ssion, retail and custoner
care functions. It says traditional rate design uses enbedded
cost of service and that if increnental system costs are charged
to distributed generation custoners, those costs nust
acknow edge the increnmental system benefits of distributed
gener ati on.

Hess states that the Conm ssion should support the
establ i shnent of gas transportation rates that pronote the
devel opment of distributed generation, even if the cost basis
for such rates requires assunptions for which enpirical data is
not yet devel oped.

We traditionally price services on enbedded costs.
Requiring the filing of increnental studies would be an
unr easonabl e burden here, because we are not changing reliance
on the underlying costs: we are creating an option for high | oad
factor custonmers, so reliance on the existing studies is
reasonabl e.
Whet her Rates Shoul d be Frozen

We asked parties to comment on whether rates should be

frozen, and, if so, for howlong. Con Edison coments that it
is inappropriate to fix rates for an extended period of tine
because that action could create subsidization of DG gas rates
by ot her custoners. NEMA expresses its concern that, if DG
rates are frozen, utilities my have an incentive to discourage
customers fromthe use of DG because of the possibility of |ost
sal es and stranded costs. M sees no reason to freeze rates and
exclude their exam nation fromutility rate proceedings. It
says that as long as distributed generation rates are cost based
there is no reason to freeze them and prevent them from bei ng
adj usted appropriately in rate cases. Indeed, it says that by

freezing rates the Conm ssion would lose the flexibility it
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possesses in rate proceedings to increase or decrease rates as
needed. KeySpan states that distribution rates could be frozen
as part of a pilot program

Pl ug Power, on the other hand, asserts that, for an
energing industry, it is helpful to replace variable factors
wi th predictable ones wherever possible. It says that the
Comm ssi on should work toward integrating DG rates with the
mul ti-year rate agreenents under which utilities operate and
that, at a mnimm rates should be frozen pending the
conpl etion of pilot studies.

NFG states that rates should be set for a period of
time according to the terns of individually negoti ated
contracts, which are market driven. NYSEG states that its own
gas delivery rates will remain frozen through Decenber 31, 2008
pursuant to a Commi ssion approved Joint Proposal.

Plug Power’s analysis is reasonable and we will freeze
the rate ceiling for the high | oad factor DG option for at | east
the next three years. NEMA s point about the effect on
utilities is also reasonabl e because utilities may experience
revenue |losses if existing DG custoners mgrate to the new DG
service class.’ To help offset any potential net revenue |osses
that may occur, utilities will be allowed to defer any net |ost
revenues (that are not offset by any gains these new tariffs
produce) for later recovery. |If net gains result, they should
be treated in accordance with each utility' s rate plan.

Custoner Participation Limtation

We asked the parties to comrent on whet her custoner
participation in DG applications should be Iimted. Severa

" The non-DG gas use for a custoner should be served under the
applicable tariff for the type of service.
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parties conmented that so long as rates are cost based, there
was no reason tolimt the applicability of the rate. Several
parties made rel ated points. Con Edison comented that if DG

t echnol ogy changes and the custoner | oad characteristics change
considerably, or if the Comm ssion establishes certain

requi rements for DG custoners, the cap issue should be
revisited.

NYSEG suggests that, if we order a new service
classification, the cap should be inplenented. It asserts that
we have limted simlar prograns in the past and should do so
again. N agara Mohawk simlarly asserts that a cap is
appropriate because utility planning and budgeting cycles coul d
be adversely effected if new distributed generati on becones
concentrated in already congested areas. It proposes this
st andar d:

when custoner | oad estimates set forth an

application (confirnmed, as necessary, with

actual data) that total 5 percent of peak day

flow, or 50 MDT/day, [N agara Mohawk] will no

| onger accept applications for gas-fuel ed DG

technol ogi es pendi ng an eval uati on of system

requi rements and associated rate inpacts.?®

Pl ug Power conments that there nay be circunstances in
which a partial cap is warranted. It cites as an exanple an
i nstance where DG rates are based on pure increnental costs. 1In
that circunstance, it clainms that some provision should be nade
for the possibility that high participation in the program could
drive increased capital spending and greater operational costs.
It says that even then a cap is not strictly necessary and that,
if caps are established, it is very inportant that they be

allocated so that a few large units do not satisfy the entire

8 N agara Mohawk’s comments, p. 2.
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cap. It says that separate caps should be established for each
rate cl assification.

KeySpan states that caps may artificially constrain
the market, and M says there is no need to cap custoner
parti ci pation.

W support the view that there should be no limt on
DG projects. If, however, utilities can denonstrate that DG use
results in a negative inpact on gas or electric system
reliability, they may petition for institution of a cap or other
relief fromthis Oder.

The Requi renent for Separate Metering

We asked the parties to cormment on whet her separate
metering should be required for DG use and nost parties
suggested that it should. Sone of themclained that separate
met eri ng woul d nake possi bl e accurate neasurenent and nonitoring
of distributed generation usage. Ni agara Mhawk suggests that
| arge users shoul d have separate netering so it could offer
rates that best reflect cost causation. NYSEG notes that if DG
use and non- DG use are neasured by the sane neter, there would
be no way to distinguish the portion of the custoners
consunption priced at the DG rate and usage priced at the non-DG
rate. It says such bl ending of consunption would underm ne the
pur pose of establishing a discrete service classification for DG
usage (which it, in any event, opposes). RG&E makes a simlar
poi nt, but adds that separate netering would only increase the
cost of DG installations and may act as a barrier for small
installations. KeySpan notes that, in order to avoid an erosion
of its margins and to account for different costs in providing
different types of service, DG applications need to be
Separately nmetered, as required by its existing program

NEMA, on the other hand, states its concern about the

effect of requiring one type of custoner to install netering
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technol ogy and not inposing the sanme requirenent on ot her
custoners. Plug Power states that sinplicity is inportant. It
says that one nethod of establishing a rate for DGis to fix a
separate rate for gas related to DG use; and it suggests that
anot her net hod, which would not require separate netering, would
i nvol ve basing the rate on gas used in excess of a custoner’s
historic average. It asserts that the expense of a separate
meter would be justified only if there is a rate design that
provi des the opportunity for substantial savings over and above
the cost of the additional nmetering. Hess states that “separate
nmetering should be required only if a DG facility is receiving
service under a different rate fromthat of its host, or if it
constitutes a separate service point.”®

We agree that a separate neter is needed for
commercial and industrial DG applications. The DG rates required
inthis Order shall apply only to DG use; non-DG uses shoul d be
measured and billed separately. Installation of separate
service |lines for DG usage should not be required unl ess
existing facilities are inadequate to transport the additiona
suppl i es.
El ectric Service to DGs

Several parties note that consideration of the
appropriate gas rates for DG projects is only part of the
br oader issue of how best to foster distributed generation.
KeySpan states that it is inportant to consider the devel opnent
of electric rates that conplenment DG gas rates in order to
pronote custoner choice and growh of the DG market that it
supports. It says that certain aspects of electric rates, such
as exit fees, high interconnection costs, and hi gh backup

charges, may inpede the devel opnent of a robust DG nmarket. Plug

® Hess's comments p. 5.
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Power simlarly argues that the regul atory issues associ at ed
with DG including electric standby rates and interconnection
requi rements, nust be coordi nated.

The issues relating to electric service that the
parties raise are duly noted. Because they are under
consideration in other proceedings, we will refrain from maki ng
a determnation on themin this proceeding to establish gas
transportation rates.

System Rei nforcenent Costs

Qur notice stated as a principle that “custoners
installing DG should pay for systemreinforcenent costs needed
as a result of specific DGinstallations.”® NFG states its
agreenent with the principle, provided that the increnental
revenues associated with the custoner installing DG can be
recogni zed in determning the overall net cost of the systemto
the custoner installing DG N agara Mdhawk notes that paynent
by DG custoners for necessary systemreinforcenent will reduce
or elimnate cross subsidization of DG customers by others.

Plug Power notes that small custoners are not

ordinarily required to pay for systemreinforcenent costs and

there will be very few, if any, cases, where the use of DG by
small custoners will result in the need for system
reinforcement. It proposes continuation of the traditional rule

that residential and small conmmercial custoners are responsible
only for the cost of installing lines that are nore than 100
feet froma nain.

As stated in the principles, DG custoners should pay
for any systemreinforcements needed to serve them No party
was opposed to this principle, although Plug Power believes that

fuel cell installations in residential applications wuld not

10 Notice, attachment p. 1
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result in the need for systemreinforcenment. Custoners should
pay only for the |level of systemreinforcenents that they would
normal |y pay for, pursuant to the utilities’ existing rules. As
requested by NFG the utilities may take into account the
revenues expected froma DG installation in determ ning the net
cost of required systemreinforcenents.

The Source of the Gas Used for DG

The Conmi ssion notice provided that “DG tariffs should

be avail able on a non-discrimnatory basis whether the custoner

procures gas fromthe utility or a marketer.”!

NFG agrees, but
requests that utilities be permtted to devel op special bundl ed
sales rates for smaller DG custoners.

NFG has not provided a persuasive rationale for its
proposal and, thus, we do not see the need for it; we will not
establish separate bundled gas rates for these custoners in this
proceedi ng. DG custoners should be permtted to purchase their
gas fromeither the utility or an energy service conpany.
Custoners choosing to buy their gas fromthe utility will be
subject to the sane gas cost as other utility custoners.

Resi dential Distributed Generation

Pl ug Power advocates establishing a newtariff that
woul d renove obstacles to the devel opnent of residential DG
applications and is adm nistratively user-friendly. Plug Power
antici pates extensive nmarket penetration anong residential and
smal | commercial custoners of fuel cells in the period follow ng
2005.

NVPC, NFG RG&E, and KeySpan saw no need for a
separate service classification for residential custoners.
KeySpan specifically supports the inclusion of DG use on the

sanme neter as other residential gas uses. Plug Power and

1.
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Anmer ada Hess support the need for separate tariffs for snall
users. Plug Power stated that, for residential DG applications,
changes in rate design should be kept sinple.

G ven the expectation that market penetration for
residential DG applications is not anticipated for a few years,
time is available to collect additional information fromthe
parties on the subject of effective tariffs for residential DG
applications. Thus, we will not direct LDCs to file residential
DG tariffs now. Instead, we seek nore information and
addi ti onal proposals for residential DG rates and service terns
and conditions to pronote its use and to provide user-friendly
DG service requirenents that are easy to understand, as
suggested by Plug Power.

One proposed rate design would involve a rate for
service to a residential custonmer with a DG unit that is based
upon a hypothetical 50% conbi ned | oad factor, with custoner-
related costs in the first block (mninmum charge), and a single
bl ock rate for all usage above the m nimum charge. Such a
residential DG rate tariff would not require a separate neter or
service line for the DG unit, if existing facilities are
adequate. We seek comment on that idea. However, new
residential DG usage is unique and there are no roadnaps
avail abl e for the proper design of rates. Therefore, we
encourage the parties to submt other innovative proposals.

W intend to establish rates for gas service to
residential customers using gas for DG units by January 2004.
In order to facilitate this project we will request that parties
provi de comrents on the proposal descri bed above and submt any
ot her proposals for residential DG rates.
Data Col |l ection

Addi tional experience and data will benefit the

devel opnent of future DG rates, including the proper |oad factor
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for mninmumrequirenents and for designing rates. Mire data w |
likely assist the parties and us to better understand the gas
and electric reliability effects of DG operation. Wth these
goals in mnd, the utilities shall gather data on DG custoners
served under the new tariffs, including at a m ni mum

Gas usage on a daily, nonthly, and annual basis;
Gas | oad characteristics and other neasures to
determ ne gas | oad factors;

Utility operating costs to serve DG custoners;
Effects on electric and gas systemreliability;
Electric interface and interconnection issues; and
Lessons learned fromnewy installed applications

W will direct Staff to work with the parties to
identify the specific information to collect and the
standardi zed reporting format. It will conduct a technica
conference to provide opportunities for identification of useful
i nformati on and devel opnent of an effective format for the sem -
annual reports. This data shall be filed with staff every six
nmont hs begi nni ng January 1, 2004 and ending 90 days before
filing revised FGtariffs and used by the utilities to support
any DG rate changes. An anal ytical assessnent of this data w |l
be made by the utilities and filed at the sane tinme that the
utilities file replacenent DG tariffs three years and 90 days
after the initial DGtariffs are fil ed.

Ternms in Existing Tariffs

In our DG Order, we stated that existing non-rate
tariff terns and conditions nay not be conducive for natural gas
custoners who install DG equi pnent. These potential problens
include, in some cases, tariffs that can be read to preclude the
use of natural gas for electric generation for certain custoner
groups at sone utilities. The LDCs shall review existing
tariffs to ensure that none of the terns and conditions (such as

requi renents for insurance or letters of credit or
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i nt erconnection requirenents) are potential barriers to the
devel opnment of DG |If the LDCs encounter |anguage that is
probl ematic to DG devel opnent and operation, they shall file
anmendnents to their tariffs to renove it. Further, if the LDCs
believe their tariffs contain no barriers to DG they shal
submit a letter signed by a corporation officer attesting to

t hat fact.

The Conmm ssi on orders

1. The Brooklyn Uni on Gas Conpany d/ b/a KeySpan
Energy Delivery New York, KeySpan Gas East Corporation d/b/a
KeySpan Energy Delivery Long Island, Central Hudson Gas &

El ectric Corporation, Consolidated Edi son Conpany of New York,
Inc., New York State Electric & Gas Corporation, N agara Mhawk
Power Corporation, Orange and Rockland Utilities, Inc.,

Rochester Gas and Electric Corporation and National Fuel Gas
Distribution Corporation (the major gas corporations) shall file
tariff leaves instituting firmdelivery service for conmerci al
and industrial distributed generation custoners, as discussed in
the body of this Order, within 90 days after the issuance date
of this Order. St. Lawence Gas Corporation and Corni ng Natural
Gas Corporation shall file such tariff |eaves in 150 days.

These anmendnents shall not becone effective until approved by

t he Comm ssi on.

2. Gas utilities shall review their existing gas
tariffs and identify any non-rate terns and conditions that may
be barriers to the devel opnent of distributed generation, and
shall provide a letter signed by an officer of the corporation
attesting to the fact that no non-rate inpedi nents were found,
or file tariff revisions renoving any inpedinments to DG St.
Lawr ence Gas Corporation and Corning Natural Gas Corporation
shall performthese tasks within 150 days of the issuance of
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this Order; the major gas corporations shall performthese tasks
wi thin 90 days of the issuance of this Order

3. The utilities shall collect DG rel ated data and
file a report containing the data with the Director of the
Ofice of Gas and Water every six nonths begi nning January 1,
2004 and ending 90 days prior to filing new DG tariffs

4. Any party wishing to submt proposals with
respect to residential DG tariff rates shall do so within 135
days fromthe issuance of this order. Parties are requested to
file initial comments on those proposal s and the proposal
described in the body of this Oder by filing five copies of
their cooments with the Secretary to the Conm ssion within 30
days of the date the proposals are filed.

5. The utilities shall file DG rates for commrerci al
and industrial service and the anal ytical assessnents as
described in the body of this Order three years and 90 days
after the effective dates of the initial DG rates required in
this O der.

6. This proceeding is continued.

By the Conm ssion

( SI GNED) JANET HAND DEI XLER
Secretary
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