MAINE PUBLIC UTILITIES COMISSION

DRAFT

REPORT and RECOMMENDATIONS on the PROMOTION of
RENEWABLE RESOURCES

INTRODUCTION

During its 2003 session, the Legislature enacted Resolve, Relating to Renewable
Resources.! This Resolve directs the Public Utilities Commission (“Commission”) to
examine mechanisms to ensure an adequate and reliable supply of electricity for the
State and to promote the State’s use of renewable and indigenous resources. In
particular, the Resolve asks the Commission to examine mechanisms that would
provide adequate support for biomass generation, hydroelectric facilities with a capacity
less than 30 megawatts or less, and fuel cell generation. The Commission was directed
to include an analysis, including cost impacts, of the most effective forms of the
following mechanisms:

Renewable Portfolio Requirement;

System Benefit Charge; and

Use of purchases from Maine’s renewable generators
to supply standard offer service.

Additionally, the Resolve directs the Commission to examine mechanisms used
in other states and their adaptability for use in Maine, to consult with entities with
expertise or substantial interest in the promotion of renewable resources, and to present
any consensus positions or alternatives if consensus cannot be reached. The Resolve
requires that the Commission submit its report and recommendations to the Joint
Standing Committee on Utilities and Energy by December 31, 2003.

To provide the Legislature with the information and background necessary to fully
examine its policies on electric generation resources, this report will discuss a number
of resource support mechanisms in addition to the three mechanisms noted above. The
scope of this report will include mechanisms and considerations related to both larger-
scale generation facilities and small on-site units. As such, many of the issues
associated with distributed generation (DG) that have been raised before the
Legislature in recent years will be discussed in this report.

As part of its efforts to gather background information for this report and to solicit
the views of interested persons, the Commission engaged in numerous meetings and
discussions with entities having expertise or interest in issues regarding the promotion

! Resolves 2003, ch. 45.
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of renewable and indigenous power,? and conducted research on mechanisms
employed in other states to support or promote renewable power. The Commission
released a draft report and sought written comment from all interested entities. The
Commission subsequently hosted a meeting to further discuss the matters raised in its
draft report and to assess the possibility of achieving consensus on appropriate
resource support mechanisms for use in Maine.

This report is structured as follows:

Section Il — Overview: Discussion of past and current mechanisms used
in Maine to promote renewable and indigenous resources, the impact of
those mechanisms, and the various policies and goals that should be
considered in adopting resource promotion legislation.

Section Il — Resource Support Mechanisms: General review of the
attributes of a variety of mechanisms that can be used to support and
promote renewable and indigenous resources, including the three
mechanisms specified in the Resolve.

Section IV - Fuels and Technologies: Discussion of individual
renewable and indigenous fuels and technologies, current barriers to their
development and use, and appropriate mechanisms to support the fuel or
technology.

Section V — Other State Mechanisms: Description of mechanisms used
to support renewable resources in other states.

Section VI — Recommendations: Discussion of viable approaches to the
promotion of renewable and indigenous resources given legislatively
specified policies and goals.

2 A list of the entities with whom the Commission held discussions is included in
Appendix __ ofthis report.
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Il. OVERVIEW

A Promotion of Resources Prior to Electric Restructuring

Prior to the restructuring of Maine’s electric industry, ° the State, through its
Public Utilities Commission, had substantial control and influence over the resources
used to supply electricity to Maine’s public. This occurred through the Commission’s
oversight of vertically integrated electric utilities that had the obligation to provide
electricity through a least cost mix of generating (as well as demand-side) resources.

Beginning in the early to middle 1980s, the Commission’s oversight of
utility resource acquisition was guided by several legislative directives that promoted
resource diversity and the development of renewable and indigenous generating
resources.* By the time the industry was restructured, these policies resulted in an
overall resource mix serving Maine’s public that consisted of almost 50% renewable
power.

B. Promotion of Resources under the Restructuring Act

The State’s ability to impact the mix of generating resources through the
oversight of utility planning and acquisition came to an end with the implementation of
the Restructuring Act. By opening the provision of generation supply to competition and
requiring the State’s utilities to exit the generation business, the Restructuring Act
rendered the traditional mechanisms to influence the State’s generation mix
inapplicable.

Recognizing this result, the Legislature included a generation resource
policy statement and two implementing provisions in the Restructuring Act. The
Legislature stated its policy as follows:

In order to ensure an adequate and reliable
supply of electricity for Maine’s residents and

to encourage the use of renewable, efficient
and indigenous resources, it is the policy of this
State to encourage the generation of electricity
from renewable and efficient sources and to
diversify electricity production on which the
residents of this State rely....

% Restructuring in Maine went into effect on March 1, 2000.

* These legislative directives were included in the Electric Rate Reform Act, 35-A
M.R.S.A. 88 3151-3155, the Small Power Production Act, 35-A M.R.S.A. 88 3301-3308,
and the Maine Energy Policy Act, 35-A M.R.S.A. 8 3191. These legislative provisions
were either repealed or substantially revised with the restructuring of the industry.

®>35-A M.R.S.A. § 3210(1).
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The Act’s primary implementing provision is the eligible resource portfolio requirement.®
The other provision is a renewable resource research and development fund supported
by voluntary ratepayer contributions.’

1. Current Portfolio Requirement

The current portfolio requirement requires that each competitive
electricity supplier meet at least 30% of its retail load in Maine from “eligible resources.”
Eligible resources are defined in statute and consist of resources typically considered
renewable, as well as “efficient” cogeneration resources that may be fueled by fossil
fuels. An eligible resource is not required to be located in the State, but its energy must
be delivered to the New England grid and designated as serving load in Maine.

The portfolio requirement has ensured that at least 30% of Maine’s
electric load has come from some combination of the resources designated in the
Restructuring Act. The following graph displays the resource mix used to serve Maine’s
retail load during 2002.8

Resources Serving Maine's Customers in 2002
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The experience to date, however, reveals that the current portfolio
requirement is not satisfying the Restructuring Act’s stated policy of encouraging the

®35-A M.R.S.A. § 3210(2)(3).

"35-A M.R.S.A. § 3210(5)(6).

8 Appendix __ contains additional information about the sources of the
generation serving Maine’s customers. The graphs show that almost 50% of Maine’s
load is served by system power, some of which is used to satisfy the portfolio
requirement. The graphs also show that a portion of the portfolio requirement has been
met by cogeneration fueled by natural gas and coal.
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generation of electricity from renewable and efficient resources. The primary reason is
that the “supply” represented by the list of eligible resources is significantly greater than
the “demand” created by the 30% requirement, and retail suppliers are able to satisfy
the portfolio requirement through facilities that can supply power at or near the
prevailing market price. The consequence is that Maine’s current portfolio requirement
produces no (or very little) financial premium over market for those facilities that require
it.

Because the current portfolio requirement has no significant impact
on prices paid to generators, it appears to have little impact on Maine’s retail rates. The
requirement does, howewer, cause administrative burden to retail suppliers and may
represent a barrier for other suppliers to enter Maine’s retail market.

2. Voluntary Research and Development Fund

As required by the Restructuring Act, a program is in place whereby
Maine’s electricity consumers can make voluntary contributions through their electric
bills to fund renewable resource research and development (R&D) and demonstration
community projects using renewable energy technologies. Specifically, the Act
specifies that funds for renewable resource R&D be distributed to the University of
Maine System, the Maine Maritime Academy or the Maine Technical College System,
and that funds for demonstration community projects using renewable energy
technologies be distributed to Maine -based nonprofit organizations. The State Planning
Office (SPO) has the statutory responsibility to administer the program.

To date, ratepayers throughout the State have contributed in
excess of $100,000 to the R&D fund. The SPO has contracted with the Maine
Technology Institute (MTI) for the distribution of the funds to take advantage of MTI’s
existing grant process infrastructure and to leverage additional funds that may be
available to grantees. Although grant proposals have been requested, as of October
2003, MTI has not made any R&D grants.

C. Policy Goals and Considerations

1. Policy Goals and Objectives

Mechanisms used to promote particular electric generation
resources or technologies involve, for the most part, public support through what are
essentially ratepayer or taxpayer subsidies. Most resource support mechanisms involve
increasing electricity prices to the general public to provide financial benefits to private
entities whose activities are deemed to serve the public good. Accordingly, legislative
policy goals and objectives need to be considered and established when determining
whether to adopt mechanisms to support certain categories of generating resources.
The following are potential policy goals and objectives that the Legislature may wish to
consider:
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Environmental Benefit: Renewable resources are generally
considered less environmentally harmful relative to fossil fuel resources (primarily with
respect to air emissions). However, most renewable resources do have some
environmental impacts and, in some cases, those impacts can be greater than other
forms of generation.® There is currently a significant amount of debate as to the relative
environmental benefit and harm of various categories of resources.

= Resource Diversity: Renewable resources can provide greater
diversity in the region’s energy mix. This tends to reduce over-reliance on dominant fuel
sources (primarily gas at the current time) and may help to stabilize electricity to some
degree in that the costs of renewable resources generally do not vary with oil and gas
prices.’® Renewable resources also reduce reliance on foreign sources of fuels and
lessens the depletion of the earth’s resources.

= System Reliability: Renewable resources tend to be smaller units
that are distributed geographically throughout the system. As such, they can provide
enhanced voltage support, reduced line losses, and aid the process of restarting the
system after major disruptions. However, if located in parts of the system that were not
designed for electricity transmission (as opposed to distribution), or if the grid must be
upgraded to adjust harmonics, voltage fluctuations, or reactive power to maintain power
quality in the vicinity, new generating facilities can increase system costs. Moreover,
the intermittent nature of some renewable sources reduces their system reliability
benefit.

= Economic Development: Maine historically has had a relatively
large number of renewable resource facilities spread throughout the State. These
resources have had an economic development impact in their communities through the
creation of jobs and an enhanced tax base.'* Additionally, some of these facilities have
provided a societal benefit by providing a means for the disposal of wood and municipal
solid waste. However, the promotion of facilities in Maine that would not otherwise run
or be constructed could have a negative impact on other facilities in the State that
might, as a result, be forced to operate in fewer hours or to close down.

® The relative merits and impact of individual resources and technologies are
discussed in section IV of this report.

19 The addition of renewable resources to the regional mix, however, is unlikely
to influence clearing prices through the foreseeable future. This is because natural gas
facilities will likely remain the marginal units in the region, thus establishing the clearing
prices.

1 During the last legislative session, the Independent Energy Producers of Maine
(IEPM) provided a list of its member biomass, hydroelectric, and municipal solid waste
facilities with their locations, number of employees, and amount of local taxes. This list
is provided in Appendix___ to this report.
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2. Implementation Considerations

In addition to overall policy goals, there are a variety of
considerations that should be evaluated in determining which resources or technologies
receive public support and the mechanisms for providing that support. The following
are the primary considerations:

Cost: Resource support mechanisms, as mentioned above, are
essentially public subsidies and, as such, the potential cost of support mechanisms
should be carefully examined.*? Thus, the Legislature should consider the cost to
accomplish its policy goals, as well as the impact of increased electricity costs on
Maine’s public. The Legislature should also consider whether the subsidy is likely to be
a temporary mechanism to aid in the development of a resource or permanent in that
the resource is likely to always need financial assistance.

Commercial Viability: The primary purpose of the resource
support mechanisms that are the subject of this report is to provide assistance to
resources or technologies that are not commercially viable. A resource or technology
that can operate profitably through currently prevailing market prices of electricity is
commercially viable and therefore not in need of public assistance. It is resources or
technologies whose cost structures are greater than market prices or those that are in
relative early stages of development that are proper beneficiaries of resource support
mechanisms.®

Prior Contracts: Generating facilities that have pre-existing
qualifying facility contracts with utilities will continue to operate throughout the
remainder of the contract term. Consequently, assistance through a resource support
mechanism is not necessary to ensure their continued operation.

Existing/New Resources: Resource support mechanisms can be
used to maintain existing facilities within the State or to stimulate the development of
new facilities.

12 Cost impacts to support certain resources and to implement particular support
mechanisms are discussed in sections IV and VI of this report.

13 There is also the possibility that renewable generators that need subsidies
today may in the future become not just commercially viable but highly profitable as a
result of significant and sustained increases in the price of fossil fuels. This raises the
guestion of whether a financial assistance program should include a requirement that
such generators share future profits with ratepayers or taxpayers in return for past
support. The Commission does not address this issue as it applies to any government
assistance to for-profit enterprises, and is thus not within the special expertise of utility
regulators.
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Established/Emerging Technologies: Resource support
mechanisms can be used to assist established technologies that are not yet
commercially viable or to promote the development of emerging technologies through
research and development with the eventual goal that the technologies will become
commercially viable.
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[I. RESOURCE SUPPORT MECHANISMS

Funding through taxes or utility rates: There are a variety of mechanisms that
can be used to support generation resources and technologies. As mentioned above,
such mechanisms can be funded through taxes or electricity prices.** The
Commission’s general position, as stated to the Legislature on previous occasions, is
that the promotion of basic public policies such as environmental improvement or
economic development should be funded through general tax revenues rather than
electricity rates. The Commission recognizes, however, that electricity rates are a
common funding mechanism for the support of renewable resources and technologies
and are often considered a second best alternative to the use of tax funds. This report
focuses on electric consumer funding mechanisms in thatthe Commission’s expertise
lies in the regulation of utility rates and in the development of a competitive retail market
for electricity.

This section of the report reviews a variety of resource support mechanisms and
their respective attributes. In considering the mechanisms that might be appropriate to
serve legislatively established policy goals, it is useful to distinguish among the following
categories of the resources and technologies:

Grid-Scale: Facilities that are designed primarily to provide power to the
electric grid.

= On-Site: Facilities that are designed to provide electricity for on-site use.

= Emerging Technologies: Technologies that are in the development
stage and are relatively far from economic applications.

As discussed below, appropriate mechanisms to support particular resources or
technologies will depend on the categories to which they belong.

A. Renewable Portfolio Standard

A renewable portfolio standard (RPS)™ is a commonly used mechanism to
promote the use of renewable resources. The mechanism works by requiring retail
electricity suppliers to meet a specified percentage of their load within a state through
designated categories of resources. A RPS can be an effective resource support
mechanism if designed properly to accomplish legislative policy goals. By mandating
that a specified percentage of a state’s resource mix come from resources that are

14 Voluntary contributions and federal grants can provide additional sources of
funding, but are generally not adequate to fund mechanisms discussed in this report.

15 Renewable portfolio standard or RPS is the commonly used term for this type
of mechanism. Maine’s current eligible resource portfolio requirement is an example of
a RPS.
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presumably above market cost, the mechanism does result in an increase in the retail
cost of electricity supply for consumers.

The following are the primary attributes of a RPS:

Market mechanism: A RPS uses the competitive electricity market
to accomplish legislative goals (i.e. specified percentages of designated categories of
resources in a state’s energy mix) in a manner that tends to minimize costs to electricity
consumers. The mechanism would cause generators to compete to provide designated
resources at the lowest cost. Lower cost facilities would receive the benefits of the
RPS, while higher cost facilities may receive no benefit.

Market power: A RPS can be impacted by market power if
ownership or control over facilities within a designated category is concentrated. This
would limit effective competition within the category, potentially resulting in prices rising
above costs.

Cost unknown: The cost to electricity consumers of a RPS cannot
be known with any certainty in advance. A reasonable estimate of the cost might be
obtainable after the fact; this would have a greater likelihood if the NE-GIS *° produces a
transparent market for eligible Maine certificates.

Cost can be capped: The cost exposure for electricity consumers
can be capped by including an alternative compliance mechanism. Such a mechanism
would provide competitive suppliers with the option of paying a pre-specified amount
per megawatt-hour into a fund in lieu of complying with the RPS. The fund would then
be used to support the same policy goals as the RPS. Consumer cost exposure would
be effectively capped at the alternative compliance amount.

Ensures specified quantities: A RPS, by its design, will ensure
that a legislatively specified amount of designated categories of resources will be
included in a state’s energy mix.

Flexibility: A RPS can be structured to promote several categories
of resources through the use of “tiers.” For example, given policy goals of maintaining
existing biomass facilities and encouraging new wind facilities, a RPS can be structured
with two tiers—one requiring that x% of load be met with existing biomass and another
requiring that y% of load be met with wind power.

Grid-scale facilities: A RPS is effective primarily in supporting
grid-scale facilities. The mechanism is not as effective in supporting resources, such as

16 The NE-GIS is a New England regional system that allows for the trading of
electricity attributes separate from the energy commodity.
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photovoltaic and wind installations, that are designed to meet a customer’s on-site
needs.

Maine facilities: Any attemptto limit RPS eligibility to facilities
located in Maine would raise serious constitutional questions, because the Commerce
Clause of the U.S. Constitution generally prohibits states from enacting laws that
discriminate against interstate commerce or amount to economic protectionism.*’

Administration: A RPS requires relatively little public effort to
administer. The Commission could continue to administer a State portfolio requirement
without additionally resources. However, if a capping mechanism is included, it is
possible (depending on market conditions) that a significant number of suppliers may
opt for the alternative of paying into a fund. If this turns out to be the case, then there
may be a substantial administrative burden related to distributing funds consistent with
legislative policies that would require additional resources for whatever entity is
responsible for administering the capping mechanism funds.

B. System Benefit Charge

A system benefit charge (SBC) is also a commonly used mechanism to
support renewable resources. The mechanism is a surcharge on the bills of
transmission and distribution (T&D) utility customers. The funds collected are then
distributed to support generation resources according to previously established
criteria.®® A SBC can be an effective mechanism to support designated categories of
resources to accomplish legislative policy goals. By its nature, a SBC is a surcharge
that results in a direct increase in T&D utility rates for Maine’s electricity consumers.

The following are the primary attributes of a SBC:

= Cost known: The surcharge is established in advance.
Accordingly, the cost to ratepayers is known with certainty.

= Quantities unknown: The amount of renewable generation that
will result from the mechanism cannot be known in advance, but can be known after the
fact.

= Flexibility: A SBC can be structured to accomplish a variety of
policy goals. For example, a policy goal of promoting two categories of resources can

17 Appendix ___to this report contains a discussion of the Commerce Clause
issue. Some states have limited their RPSs to in-state facilities or have adopted
reciprocity requirements (whereby out-of-state facilities are eligible only if their states
have a RPS). To the Commission’s knowledge, none of the RPSs with such eligibility
requirements have been challenged in court. The eligibility requirements of other states
are shown in Appendix__.

18 The mechanism is essentially the same as that currently used in Maine to fund
energy efficiency programs and support for low-income electricity consumers.
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be accomplished by segregating the funds with specified amounts dedicated to each
category. The mechanism can also be designed to maximize the amount of energy
generated from a particular category (e.g. through a bidding process) or to provide
support more broadly throughout the category (e.g. specifying an amount per kilowatt-
hour that all generators in the category receive).

» Fund distribution: Under a SBC, it is difficult to determine the
correct amount of funding that individual generators should receive. The correct
amount of funding depends on individual generator costs and on prevailing market
prices. If the funding amount is too high, the generator would receive more public
assistance than necessary. If the funding amount is too low, the assistance will not
result in the commercial viability of the resource as intended. In a situation of rising
market prices, a generator that received public assistance in one year may obtain
sizable profits in later years. It is possible to include provisions for the return of funds
under such scenarios.

= Facilities/technologies: A SBC can be effective in supporting
grid-scale facilities, on-site applications, and emerging technologies.

= Maine facilities: A SBC can be designed so that only Maine
facilities benefit through the receipt of funds.*®

= Consumer contribution: Because a SBC is a surcharge on tariff
T&D rates, customers that are on discounted rates or special rate contracts would not
contribute to the State’s resource promotion policies, unlike customers who take service
under tariff rates. In contrast, the cost of a RPS flows through to consumers’
competitive supply prices and will thus tend to be paid by all electricity consumers.

= Administration: A SBC requires significant resources to
administer. A SBC involves the distribution of funds to entities according to specified
legislative policies and specific administrative rules. The required resources would
depend on the size of the fund. The Commission could administer a SBC fund as it
does the energy efficiency program, but this would require significant additional
resources (including additional personnel).

C. Standard Offer Supply

The Resolve asks the Commission to examine the use of purchases from
Maine’s renewable generators to serve portions of the standard offer load as a potential
support mechanism. There are three basic methods by which purchases to supply
standard offer can be used as a resource support mechanism:

19 As discussed in Appendix __, a SBC does not raise the same level of
Commerce Clause questions with respect to instate location requirements as does a
RPS.
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Portion of standard offer bid: Standard offer bidding would occur basically as it
has over the last several years, except that a certain portion of standard offer
load would be bid out separately. Only designated categories of facilities could
supply this segregated portion of the standard offer load. The precise size of the
segregated load would depend on the legislative policy goals. For example, if
the goal were to maintain the operation of all the existing biomass facilities in the
State, the segregated portion would equal the combined capacity of the biomass
facilities.

Wholesale contracts: The State or T&D utilities would enter into wholesale
power contracts to buy the output of resources in designated categories and that
output would be used to serve standard offer load. The remainder of the
standard offer load not covered by the purchases would be served through the
ordinary Commission bid process. The State or utility purchase of the output
from the designated categories of resources would occur through abid process
to minimize cost. The contracts can be of shorter or longer terms.

RPS applicable only to standard offer: A portfolio requirement would be
adopted that would apply only to standard offer suppliers. Competitive (nor-
standard offer) suppliers would not have requirements applicable to their
resource portfolios. A standard offer portfolio requirement would be designed to
support resource categories designated by the Legislature in much the same way
as a generally applicable RPS.

All of these methods are feasible and could be designed to effectively
support renewable resources. However, it is possible that the standard offer may
terminate in the future if efficient competitive retail markets develop in all sectors. If this
occurs, standard offer could no longer be a vehicle to support renewable resources.

Use of the standard offer as a resource support mechanism is essentially
a variation of a RPS and thus shares its basic features (discussed above). In addition,
use of the standard offer has the following attributes:

= Standard Offer Prices: The mechanism would raise the prices of
standard offer service in that it is presumed that the cost of resources in the designated
categories would be above market cost.

= Fairness: Only standard offer customers (who tend to be
residential and small business customers) would pay the cost of the State policy of
supporting renewable generation. Customers that take service from competitive
suppliers (who tend to be larger businesses and industrial customers) would not
contribute to the cost of the policy. Such a situation raises questions of fairness.

= Market impact: The mechanism would artificially raise standard

offer prices and tend to increase migration into the retail competitive market (assuming
the existence of retail suppliers in the applicable sector). If such migration occurs, there
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will be increasingly less support for the designated renewable resources as electricity
consumers leave the standard offer.

= Administration: The first two methods would likely require some
additional resources for the Commission to administer.

C. Net Billing

Net billing is a commonly used metering and billing practice applicable to
consumers that use renewable generation to serve their own electricity needs. As such,
it is only applicable to on-site generation applications (rather than grid-scale facilities).

Under a net billing arrangement, a customer’s generation over a month is
netted against the customer’s usage. The customer is billed each month only for the
difference between usage and generation. If generation exceeds usage, the customer
receives a credit that can be used offset future usage. In effect, a net billing customer is
compensated for its excess generation at the retail price of electricity. Because the
retail price of electricity is substantially greater than the value of generation supply, net
billing represents a subsidy in the form of lost T&D revenues. Thus, the benefit to net
billing customers is funded by T&D utilities and their ratepayers.

Net billing is available in 38 states and has been available in Maine
(through Commission rule) since the mid 1980s. The purpose of net billing has been to
promote the use of small renewable resources for an individual customer’s own use. In
Maine, the generation resource must be 100 kW or less and in the proximity of the load
to qualif}/ for net billing.?® Currently there are approximately 65 net billing customers in
Maine.?* The majority are solar installations of 4 kW or less; there are also wind
generators that are typically 10 kW facilities and hydroelectric facilities between 10 kW
and 100 kW. The current cost of net billing to T&D utilities and their ratepayers is
relatively modest, estimated at less than $50,000 per year.?

Net Billing is an extremely advantageous program for customers that have
renewable generation under the 100 kW breakpoint and enough load to make the net
billing offset worthwhile. It is also relatively easy to administer through Commission

20 Appendix __to this report contains a chart summarizing net billing programs in
other states. A review of this chart shows that Maine’s 100 kW limitation is significantly
higher than in most other states. California has a larger capacity limit, but it has a
shorta%e of generating capacity.

1 Appendix __to this report contains a list of the resource type and size of
current net billing generators.

%2 For every kilowatt-hour of usage that is offset by a customer’s generation, the
T&D utility loses its portion of the electricity rate. Currently net billing customers
generate and use approximately 600,000 kWhs annually. Assuming a $0.07 per kWh
T&D rate, net billing translates into a revenue loss of less than $50,000 per year.
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oversight of T&D utilities and the standard offer, and does not represent a substantial
burden for T&D utilities.

Over the past legislative sessions, the issue of expanding the net billing
program has been raised. There are two basic means to expand the program:

1) Increase the net billing limit (for example) to 1 MW; and

2) Expand the load that can be offset by eliminating
the proximity requirement and including loads of affiliates or
associates.

The expansion of the net billing program would increase the cost to utilities and
ratepayers. If it were assumed that an additional 10 customers with generating facilities
that averaged 500 kW began to net bill, the cost in additional lost revenues to T&D
utilities would likely be no more than $600,000 per year. However, the number of
additional net billing customers over time cannot be known. To address concerns over
this uncertainty, the cost of expanding net billing can be effectively capped by limiting
the number of customers or the total customer load that can have net billing
arrangements.?

D. Small Generator Aggregation

Small generators, by virtue of their size, face unique difficulties in
accessing the competitive wholesale market. These difficulties are faced by both
renewable and non-renewable generators that are in the 5 MW or less range.?* The
difficulties arise because electricity marketers are generally unwilling to purchase the
output from small generators due to the significant administrative costs associated with
contracting with a number of small facilities that provide little volume. Additionally, the
cost for small generators to sell directly into the ISO-NE market is economically
prohibitive.

Several years ago, there appeared to be some marketers willing to
contract with small renewable generators and some possibility that a viable market for
small renewable generation would be sustained. Currently, however, there appears to
be little, if any, sustainable market for small generators.

23 The Commission’s current net billing rule (Chapter 313) has a capping
mechanism that requires a review of the program if the amount of net billing load
reaches 0.5% of a utilities peak demand or approximately 7.5 MW on a statewide level.
Currently, net billing load is, at most, 900 kWs.

%4 This matter was discussed in the Commission’s October 2001 final report to
the Legislature on distributed generation.
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There are several mechanisms that could provide reasonable market
access to small generators. The mechanisms could be made applicable only to small
renewable generation or to any other designated category of distributed generation.
These mechanisms are designed only to allow generators to receive market prices for
their output. As such, they would have only a minimal (if any) ratepayer subsidy (unlike
the other mechanisms discussed in this section of the report).

Several alternative mechanisms to address this matter have been
discussed before the Legislature. The alternatives are:

= Require T&D utilities to purchase the output of small generators,
sell the outp