MEMORANDUM

February 2005

TO: Peter R. Smith, William M. Flynn, Denise M. Sheehan, Joseph H. Boardman,
Charles A. Gargano

FROM: Energy Coordinating Working Group*

SUBJECT: State Energy Plan - 2004 Annual Report and Activities Update

INTRODUCTION

The 2002 State Energy Plan and Final Environmental Impact Statement (Energy Plan) was
released by the State Energy Planning Board (Planning Board) in June 2002. In December 2002 and
February 2004, the staffs of the Planning Board agencies released updates documenting progress in
implementing policies and recommendations contained in the Energy Plan; this report updates the State’s
activities and progress through December 2004. The report also summarizes information filed with
NYSERDA in 2004 by major energy suppliers, pursuant to the former Article 6 of State Energy Law and
Planning Board regulations (Title 9 NYCRR Parts 7840-7863). This information was filed voluntarily
by major energy suppliers at NYSERDA'’s request because the Energy Planning Law has lapsed.

ENERGY PLAN IMPLEMENTATION EFFORTS

Since the release of the State Energy Plan, the State has made notable progress implementing its
policies and recommendations. Progress is reported in the context of the four themes embodied in the
plan: (1) energy and infrastructure security, (2) energy diversity, (3) electricity markets and electric
system reliability, and (4) transportation. The State Energy Plan identified the energy policy objectives

! Staffs of the Energy Planning Board agencies comprise the Energy Coordinating Working Group, which
was responsible for conducting the 2002 planning proceeding, preparing the State Energy Plan, and receiving
information filings from major energy suppliers pursuant to Article 6 of State Energy Law and Board regulations.
The Energy Planning Board agencies were the New York State Energy Research and Development Authority, New
York State Department of Transportation, New York State Public Service Commission, New York State Department
of Economic Development, and New York State Department of Environmental Conservation.

2 Although Article 6 expired on January 1, 2003, NYSERDA, acting on behalf of the former Planning
Board, collected this information on a voluntary basis in order to maintain an accurate and complete record of
information and data in anticipation of the future reauthorization of the planning process.
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listed in Table 1. Additional details Table 1: Energy Policy Objectives
about initiatives mentioned in the text
are provided in the Appendix to this

The five broad public policy objectives contained in the State Energy

o Plan are:
memorandum. These objectives
remain as relevant and timely today
as they were in 2002, especially in 1. Supporting the continued safe, secure, and reliable operation of the
light of continuing developments in State’s energy and transportation system infrastructures;
energy markets since adoption of the
Energy Plan and the recent volatility 2. Stimulating sustainable economic growth, technological innovation,
in energy supplies and prices. and job growth in the State’s energy and transportation sectors

. through competitive market development and government support;
Energy and Infrastructure Security

_Smce the _September 11, 2_001 3. Increasing energy diversity in all sectors of the State’s economy
terrorist attacks in New York City, through greater use of energy efficiency technologies and alternative
the State’s critical energy energy resources, including renewable-based energy;

infrastructures have undergone
continuing review. The U.S.
Department of Energy (U.S. DOE),
Office of Energy Assurance, and the
New York State Office of Public 5. Ensuring fairness, equity, and consumer protections in an increasingly
Security (OPS) have surveyed competitive market economy.

security threats to the State’s electric
ppwgr gljld’ local electricity Source: 2002 New York State Energy Plan and Final Environmental Impact
distribution systems, natural gas Statement.

pipelines, and natural gas distribution
companies.

In addition, following the August 14, 2003 blackout of the northeastern United States, the State
Public Service Commission (PSC) along with the Federal Energy Regulatory Commission (FERC) and
other interested parties assessed the reliability of New York’s transmission system and concluded that it
remains one of the most reliable, if not the most reliable, system in the world. The PSC continues to look
at policies, including possible incentives and regulations, to maintain and further improve the reliability
of New York’s electric system, consistent with the State’s energy policy goals.

The New York State Energy Research and Development Authority (NYSERDA), on the PSC’s
behalf, has initiated a study of the State’s petroleum infrastructure on Long Island and in the New York
City area to assess its adequacy and resiliency and to identify needed improvements if the system is to
continue operating safely and reliably and continue meeting customers’ service needs in the future.

4. Promoting and achieving a cleaner and healthier environment; and

Energy Diversity
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Since release of the Energy Plan, the State began several initiatives to improve energy diversity
throughout the State. Figure 1
illustrates the diversity in New . ]
York’s primary energy and electric Figure 1 - New York Energy Fuel Mix, 2003

generation® in 2003.

The Energy Plan adopted goals
for improving the combined
contribution of energy efficiency and
renewable energy as a percentage of
primary energy used in the State.

The State has undertaken several
initiatives to improve energy
diversity, including investing in
energy efficiency through a statewide
public benefits program and the
energy efficiency programs of the
New York Power Authority (NYPA)
and Long Island Power Authority Primary Energy Electric Generation
(LIPA) and taking steps toward
implementing a Renewable Portfolio
Standard. A gas public benefits
program pilot will be implemented shortly in Con Edison’s service territory. Highlights of these
initiatives are summarized below.
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Source: NYSERDA Patterns & Trends, 2004

Energy Efficiency and Demand Management. The New York Energy SmartsM public benefits
program, established by the PSC and administered by NYSERDA, is reducing electricity use and peak
demand by about 1,340 gigawatt hours per year and 1,135 megawatts, respectively, from measures
installed through September 2004 (the latest quarter for which data are available). Of this, more than 388
megawatts of reduction potential will benefit the New York City area. These programs result in annual
bill reductions of more than $185 million per year for New Yorkers. Of the 1,135 megawatts reduction
potential, more than 361 megawatts represent firm reductions from permanently installed energy
efficiency measures, and the remaining 774 megawatts represent callable reductions available on short
notice from customers participating in day-ahead programs offered by the New York Independent System
Operator (NY1SO). These programs continue to provide promising opportunities for energy efficiency
and load management to participate equally with energy generation in meeting electricity demand.

Collectively, through numerous programs offered by NYSERDA, NYPA, and LIPA, the State’s
enabled peak demand reduction potential is approximately 1,500 megawatts. Energy efficiency helps
meet an increasingly larger share of the State’s energy needs. Investment in energy efficiency results in
substantial reductions in air and water emissions from power plants and reductions in oil and natural gas
used in households, businesses, and industry. The generation of nitrogen oxide and sulfur dioxide credits
from these reductions help support continuing economic growth in New York, where offsets are required

®Although not shown in Figure 2, petroleum products account for more than 98 percent of the energy used
in the transportation sector.
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for new source permitting. Jobs created as a result of investments in energy efficiency are expected to
exceed 4,700.

Renewable Energy. As mentioned above, the PSC instituted a proceeding to develop and
implement an RPS for electricity retailed in the State*. The established target is 25 percent of the
electricity retailed in New York provided from renewable resources within ten years. Currently,
approximately 17 percent of the State’s electricity is generated from renewable resources. In support of
this effort, NYSERDA and the NYISO are jointly evaluating the impact of adding large amounts of wind-
generated electricity into the New York power grid. The study is to be completed in spring 2005.

The State’s first solicitation for renewable power under the RPS was issued in December 2004. On
January 18, 2005, 22 bids were received from renewable resource generators, accounting for 1.2 million
megawatt hours. If funded, these projects would exceed the program’s first year goal. Resources
represented by the bids included wind power, biomass, landfill gas, and small hydroelectric generation. .

Distributed Generation Technology. The State’s public benefits program administered by
NYSERDA, is supporting research, development, and demonstration in New York of distributed
generation technology applications including combined heat and power systems. The total anticipated
peak demand reduction from funds committed to date is approximately 90 megawatts. Approximately
one-half of the anticipated peak demand reduction will occur downstate.

Biofuels. The State has made a concerted effort to introduce biofuels through mandated use of
biodiesel fuel in the State vehicle fleet and piloting the use of biodiesel fuel in transit and school buses
and in heavy-duty vehicles. A full complement of research and development is under way to support
biofuels in the State’s transportation, buildings, and electricity generation sectors.

In 2003, NYSERDA entered into agreements with three manufacturers to assist with projects to
identify feedstocks, explore sites and address siting issues, commercialize biodiesel manufacturing, and
develop and demonstrate modular production processing. In 2004, NYSERDA and the New York State
Department of Agriculture and Markets (Ag and Markets) completed a joint study to evaluate policy
options to support a biodiesel industry in New York.®

Alternative Vehicle Technology and Transportation System Efficiencies. In addition to the specific
actions recorded in the tracking matrix attached to this memorandum, the State Department of
Transportation (DOT) is working with its Regional Offices and Metropolitan Planning Organizations to
institutionalize the consideration of energy efficiency and greenhouse gas emissions throughout the
transportation planning process. Transportation projects that improve transportation energy efficiency are
being added to the State's Transportation Improvement Program.

DOT is also updating the Statewide Transportation Master Plan, focusing on strategies and policies
needed to achieve results in the five priority areas of Mobility and Reliability, Improving Environmental
Conditions, Safety, Security and Economic Competitiveness. DOT recognizes the complementary nature
of the Statewide Transportation Master Plan, the State Energy Plan, and the State’s Implementation Plan

* New York State PSC, Case No. 03-E-0188, Order Instituting Proceeding, Issued and Effective
February 19, 2003.

® The final report, dated November 2004, is posted on NYSERDA’s website.
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for air quality. The Statewide Transportation Master Plan identifies many major initiatives designed to
increase energy efficiency in the transportation sector while reducing emissions of criteria pollutants and
greenhouse gasses.

Environmental Initiatives

The Governor’s Regional Greenhouse Gas Initiative (RGGI), announced on July 24, 2003, is a
multistate effort to design a cap-and-trade program for the region consisting of New York, Connecticut,
Delaware, Maine, Massachusetts, New Hampshire, New Jersey, Rhode Island, and Vermont. Maryland,
Pennsylvania, and several Canadian provinces are observing the effort. A draft plan that will include a
multi-state cap-and-trade program and a model rule will be developed and circulated among the states.

Electricity System Reliability and Electricity Prices

A number of studies are being conducted to evaluate the causes and effects of the extensive
blackout that occurred in the northeastern U.S. and Canada on August 14, 2003. A joint U.S. and
Canadian task force conducted a multi-phase investigation. The PSC is also conducting an inquiry into
the causes of the blackout and its implications for New Yorkers. With these studies under way, it should
be noted that a recent Planning Board study of the reliability of the State’s electric transmission and
distribution systems concluded that, by all objective measures and compared to other states and regions,
New York’s electricity system is highly reliable. Actions under way to improve system reliability include
new central station generation, small distributed generation resources, and improved load management
within transmission constrained areas.

Regarding electricity prices, progress continued in reducing the discrepancy between average
electricity prices in New York and the average prices nationally. Nevertheless, the State’s electricity
prices remain higher than the national average. Figure 2 depicts these average price trends, illustrating
the differences between the national average and the New York average electricity prices for the period
1973 through 2004.°

New York uses more natural gas and petroleum as a percentage of fuels used in electricity
generation, at 17 percent and 13 percent, respectively, compared with 13 percent and 3 percent
respectively for the U.S. Natural gas and petroleum prices are set in world and national markets and
reflect rapidly changing demand and supply conditions. The effect of these rapid changes in market
conditions is high volatility in natural gas and petroleum product prices, which in turn creates greater
price volatility in New York relative to national average prices. For each natural gas and petroleum
product price increase, the State’s price differential increases, as New York is more reliant on these fuels
than the U.S.

®Source: U.S. Department of Energy, Energy Information Administration.
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Figure 2 - Real U.S. and NYS Electricity Prices

U.S. and New York State Prices in Real Dollars
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Energy Markets

New York’s effort to transition to competitive energy markets has in many ways been highly
successful. Today New York has a workable, competitive wholesale market. In addition, it is New
York’s retail market for the largest use customer classes that has attracted most of the electric and gas
load. The infrastructure for the market has been established through introduction of electronic data
interchange standards. Uniform business practice requirements ensure equal protections for customers of
utility companies and energy services companies. By the end of 2004, 6.2% of customers’, accounting
for 33% of statewide load, had “migrated” to competitive markets. Most migrating customers were from
non-residential classes — 48.1% of large non-residential customers and 13% of small and medium-size
non-residential customers, accounting for, respectively, 66.8% and 36.2% of the load in their classes.
Migrating residential consumers account for 5.1% of all residential consumers and 7.2% of residential
load.

ENERGY PLAN FORECASTS AND CURRENT OUTLOOK

The findings and recommendations contained in the Energy Plan continue to be valid and timely
and should continue to be implemented as expeditiously as practicable. The assumptions and analyses
that provide the basis for the Energy Plan’s policies and recommendations have not changed significantly
in any way that might warrant a reconsideration of direction and guidance provided in the Energy Plan.

"Data does not include customers of Long Island Power Authority, small regulated utilities, and
municipalities and other entities supplied power through long-term contracts with the New York Power Authority.
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Statewide forecasts of energy demand and prices, across all fuels, have been updated to reflect the latest
available forecasts by the United States Department of Energy, Energy Information Administration (U.S.
DOE EIA). The updated forecasts do not differ significantly from the forecasts underlying the Energy
Plan over the forecast period. While year-to-year growth in demand might vary considerably in some
years, growth rates over the 2004 to 2013 period differ much less (15%). Therefore, changes to the
assumptions and conditions that formed the basis for the policies and recommendations contained in the
Energy Plan are not warranted.

Table 2 compares the updated draft forecasts derived from U.S. DOE EIA to the Energy Plan
forecasts for annual growth rates in electricity and peak electric demand.

Table 2: Forecast Comparison of New York’s Annual Growth Rate in Electricity and Peak Demand
with U.S. DOE EIA New York Adjusted 2004 Draft Forecast

Energy (GWh) Peak (megawatts)
Modified EIA-
Modified EIA-NY 2002 State Energy NY 2004 2002 State
Year 2004 Forecast Plan Forecast Energy Plan
2004 3.5% 1.5% 4.9% 1.4%
2005 1.0% 1.5% 1.2% 1.8%
2006 0.9% 1.3% 0.9% 1.3%
2007 2.1% 1.5% 1.2% 1.4%
2008 1.5% 1.4% 1.4% 1.2%
2009 1.2% 1.3% 1.1% 1.4%
2010 1.2% 1.3% 1.1% 1.2%
2011 1.3% 1.2% 1.1% 1.1%
2012 1.0% 1.0% 0.1% 0.9%
2013 1.1% 1.1% 2.1% 1.3%
Annual Average 1.5% 1.3% 1.5% 1.3%

MAJOR ENERGY SUPPLIER FILINGS

Prior to the expiration of Article 6 of the Energy Law on January 1, 2003, major energy suppliers in
New York were required to file information and data with the Planning Board. Regulations promulgated
by the Planning Board identified the specific types of information that major energy suppliers in various
categories were required to file.

With the expiration of Article 6, several proposals to continue this effort have been introduced in
the State Legislature. In lieu of a legislative mandate, NYSERDA, which had served as the records
access and secretariat organization to the Planning Board, sought voluntary compliance with Planning
Board regulations until such time as new energy planning legislation is adopted. Such voluntary filings
help maintain a consistent data set for planning and policy purposes.

2004 Response to Requests for Voluntary Filing. In 2003, the call for voluntary filings met with an
extremely positive response. In 2004, the response was less enthusiastic than in 2003, and data filed were
incomplete. Responses to the requests did not provide adequate information from which to draw
conclusions. The following is a brief discussion of the responses.
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Electricity. Alternative power producers, transmission owners, and municipal electric utilities filed
information regarding generation units they owned and operated during 2003. The New York
Independent System Operator submitted its 2004 Load and Capacity Data report, which included
extensive information on historical and projected peak load and energy requirements, existing and
expected generation capacity, and existing and expected transmission facilities. A total of 73 filings,
representing more than 330 generating units, were received as of December 2, 2004. Some electricity
generators submitted a single filing providing data for all their facilities, while others provided separate
filings for individual generating stations. Generation owners submitted filings representing
approximately 65 percent of New York’s summer 2003 generation capacity.

Petroleum products. In 2004, major petroleum suppliers and transporters would have been required
to file under the prior regulations. In response to requests for information, 28 filings, representing 1 barge
company, 2 petroleum pipeline companies, and 20 petroleum product suppliers were received. Those
filing represent, respectively, 14 percent, 33 percent, and 45 percent of the companies active in New
York.

Natural gas. Requests were forwarded to nine natural gas pipeline operators. Responses were
received from five companies operating in New York. A filing was received from the Northeast Gas
Association, the representative of local distribution companies in New York and New England, including
information on customers served, natural gas prices, and natural gas supply and demand.

Coal. Pursuant to the former Planning Board’s regulations, coal suppliers were required to file
information only at the request of the Chair of the Planning Board. No information was requested in
2004.

Comprehensive Tracking of Energy Plan Implementation

The attached tracking matrix (Appendix A) provides a comprehensive overview through
December 31, 2004 of the implementation of Energy Plan recommendations. The activities identified
represent a significant commitment of resources of State government to consumers, security of energy
supplies and infrastructures, improved environmental quality, and the fair delivery of services for all New
Yorkers.
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No.

State Energy Plan Recommendation
Progress to Date

3.A.2.
(Con’d)

. On September 24, 2004, the PSC issued an order regarding the retail renewable portfolio standard that
identified NYSERDA as statewide administrator of the RPS. The order reaffirmed the 25 percent goal,
requiring that at least one percent be from the voluntary green power market. The order also identified
eligible technologies and presented a schedule and funding levels for the RPS, which is to commence in

2006. NYSERDA released an initial solicitation in December 2004 to procure 1.4 million megawatt hours of

renewable power.

. See 1.B., 3.A.1.a.

3.A3.

The State encourages greater use of indigenous fuels and renewable-based electricity generation by pursuing
appropriate regulatory reform initiatives, wider application of net-metering programs where appropriate,
continuing review of interconnection requirements, consolidating and enhancing tax incentives, and supporting

Page 15 0of 29

development of a renewable fuels industry in New York.

Legislation was signed in September 2002 (1) to expand the net metering statute (Public Service Law j-66) to
include farm waste generation systems of not more than 400 KWs, (2) to authorize LIPA to provide for
interconnection of farm waste electric generating equipment, and (3) to provide real property tax exemptions
resulting from any increase in value resulting from such systems for 15 years.

In 2002, the PSC approved a rate and restructuring joint proposal for NFG that includes a provision that
allows for greater use of indigenous natural gas. Before entering into this agreement, NFG would only allow
five percent of indigenous gas transported by marketers to be considered “firm” for reliability purposes. The
joint proposal increased the amount to 60 percent. The PSC approved an extension to the plan increasing the
level of indigenous natural gas that will be considered firm to 65 percent in 2003,

The PSC approved establishment of a committee composed of local producers and NFG and DPS personnel
to identify and implement other improvements to facilitate increased use of indigenous natural gas. The
committee is active and is pursuing pilot programs designed to provide additional improvements. Topics
include quality control procedures, real-time metering, and balancing issues.

Since 2002, the PSC has approved more than 15 pipeline projects, more than 30 total miles, to permit the
delivery of indigenous gas from the Trenton/Black River formation into transmission and storage facilities
owned and operated by LDCs and interstate pipelines.

The PSC’s Standardized Interconnection Requirements (SIR) were revised in 2002, streamlining the
application process to reduce the time to complete interconnection. A clause added to the SIR prohibits the
imposition of fees for study reviews on applicants with projects rated at 15 KV A or less. The SIR was revised
at the PSC’s November 2004 session. The major changes consist of an increase in the upper capacity
threshold from 300 KWs to 2 MW s, inclusion of network distribution systems in the Standard, and adoption
of the Underwriter’s Laboratories Standard 1741 for interface equipment certification. The utilities will be
directed to revise their tariffs to adopt the revised standards.

In April 2003, the PSC ordered utilities to file amended tariffs detailing procedures for implementing the
farm waste net metering law and to allow qualifying farm waste systems up to 400 KWs to use the SIR. The
SIR would otherwise be limited to on-site generators of 300 KVA or less. In August 2003, the PSC
completed review of the proposed tariffs and ordered some changes. In October 2003, upon satisfactory
completion of the recommended changes, the PSC issued an order accepting the amended tariffs for use in
implementing farm waste net metering.

See 1.D.

3.A.4.

The State supports expanding biofuels research and development activities with the goal of creating a self-
sustaining private sector biofuels industry in the State within the next 5 to 10 years.
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No. State Energy Plan Recommendation

Progress to Date

3.A.4. .
(Con’d)

The State will develop a specific plan for producing, refining, and marketing biomass fuels derived from
waste, soybean, and corn oils, and from paper sludge, municipal solid waste, and other cellulose sources,
working in cooperation with other states.

The State supports the commercialization of biofuels technology and use of biofuels as vehicle fuel, heating
fuel, emergency electricity generation fuel, and in marine applications.

In 2003, NYSERDA entered into agreements with three manufacturers to assist with identifying available
feedstocks and to address siting issues. The first project will help commercialize biodiesel manufacturing at a
facility in western New York, the second will explore sites statewide, and the third includes developing and
demonstrating a modular production process to be located either in the Capital District or in the North
Country region of New York.

NYSERDA is working with the New Y ork State Office of General Services (OGS) and Mental Health
(OMH) and the Thruway Authority to site three or more E-85 ethanol fueling facilities at state facilities to
fuel the State’s growing fleet of E-85 vehicles. Funded by NYSERDA, this project is expected to be
completed by spring 2005, and will help the Clean Fueled Vehicle Council reach its goals of introducing
alternative fuels into the state fleet.

NYSERDA has awarded more than $900,000 for projects to demonstrate the use of biodiesel fuel (B-20 and
B-5) for transit buses, school buses, and municipal heavy duty vehicles throughout New York State. In 2004,
demonstration projects were initiated at a Capital District commercial trucking company, in a utility fleet in
Syracuse, with school bus fleets in Erie County and on Long Island, and an industrial site in Rochester. A
new public biodiesel fueling facility will be built in Oneonta. NYSERDA provided more than $200,000 for a
pilot program to demonstrate the use of B-20 for transit buses, school buses, and municipal heavy-duty
vehicles in western New Y ork.

NYSERDA and the New York State Department of Agriculture and Markets (Ag and Markets) completed a
joint study to evaluate policy options to support a biodiesel industry in New York. The final report, released
in October and dated November 2004, is posted on NYSERDA’s website.

Over the past three years (2002-2004), NYSERDA supported a demonstration of low-sulfur home heating oil
in 1,000 homes in the Newburgh area of downstate New Y ork. The study demonstrated the potential to
significantly reduce sulfur dioxide emissions from residential sources while providing cost savings from
reduced maintenance. In 2004, NY SERD A started a project with Clickable Oil.com and Schildwachter and
Sons, Inc. to commercialize B-20 biodiesel blends in New York City and on Long Island.

3.A5. The State supports research, demonstration, and commercialization of advanced electricity generating
technologies and encourages the retrofit or repowering of existing generating facilities in the State to maintain the
State’s energy diversity.

The term "repowering" has various meanings. It can refer to building a new facility adjacent to or near an
existing facility and tearing down the old facility (e.g., Bethlehem Energy Center), or it can refer to removing
the existing facilities from inside an existing generation building and installing all new facilities (e.g., East
River), or it can refer to reusing the components of an existing facility in the development of a new facility at
the same site (e.g., Reliant's Astoria facility). In New York State, the Bethlehem Energy Center project
represents an approximate increase of 350 MWs in capacity through use of combined cycle natural gas units
at an existing conventional natural gas plant site; the East River project represents an approximate 200 MWs
increase in capacity through use of new natural gas turbines and heat recovery steam generators to replace an
existing fuel oil plant; and the Reliant Energy Astoria project represents a 562 MW increase in capacity
through use of combined cycle natural gas units at an existing conventional fuel oil plant.
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No.

State Energy Plan Recommendation
Progress to Date

3.A.5.
(Con’d)

. NY SERDA has supported the demonstration of wood chip cofiring in coal power plants, most recently at the
Dunkirk Station in western New Y ork. Work has been done with a power producer in New York City to
explore the possibility of converting gas turbine peaking plants, now firing distillate oil, to methanol. In
addition, explorations continue regarding the use of liquified natural gas for small power plants in areas that
have transmission constraints, such as the Lake Placid area.

. NYPA is evaluating the potential of Integrated Gasification Combined Cycle (IGCC) technology, which may
offer the possibility of using indigenous coal resources to generate electricity in compliance with strict
environmental standards.

3.B.

The State supports the development and use of distributed generation (DG) and combined heat and power
(CHP) technologies at customer sites, with the goal of becoming a national leader in the deployment of clean
distributed generation technology. Primary focus should be on applications where such technologies can be shown
to reduce energy costs, improve electricity system reliability, and reduce harmful pollutant emissions.

3.B.1.

The State should continue its research and development support for DG and CHP technologies and applications,
supporting, in particular, clean and renewable energy-based DG and CHP technologies.

3.B.2.

The State should take all reasonable steps necessary to facilitate the interconnection of DG and CHP resources into
the electricity system and increase the use of DG and CHP resources in the State.

3.B.3.

The State should offer investment tax credits to spur private sector investment in environmentally-sound and cost-
effective DG and CHP technologies.

. DEC has completed work with stakeholders to develop regulations governing emissions from distributed
generation sources. A draft rule is being developed for adoption in 2005.

. In July 2003, the PSC required Con Edison, O&R, NYSEG, and RG&E to develop revised standby rates. The
standby rates for those utilities took effect on February 1, 2004 and apply to distributed generation customers
and wholesale generators to the extent they rely on the local electric utility to deliver power to replace or
supplement their own generation. The PSC previously approved standby rates for Niagara Mohawk and an
order establishing electric standby rates for Central Hudson Electric and Gas was issued and effective on
July 1,2004.

. NYSERDA received $300,000 from U.S. DOE and is contributing $150,000 of system benefits charge funds
to the Northeast Regional CHP Applications Center. The Center is one of eight that have been established
nationwide and includes New York and seven New England states. NYSERDA will act as financial
administrator of the funds; PACE Energy Project will provide education and outreach services, and the
University of Massachusetts Amherst will deliver technical assistance. To date, the Center has conducted one
training event geared to technical professionals who might specify CHP systems in building designs and has
met at numerous sites with decision makers who are considering installing CHP systems.

. Through 2004, NYSERDA committed more than $40 million for approximately 90 combined heat and power
systems that will install more than 80 MWs of new electricity generation capacity. Approximately 12 MWs
are currently operational and an additional 70 MW s of capacity is expected to come on line in the next two
years. In addition, more than $14 million was committed for more than 40 projects to develop new distributed
generation technologies, which include pilot testing of laboratory-scale prototypes and other innovative
products and equipment, and to conduct new product feasibility studies. In all, the portfolio of projects
attracted approximately $180 million in leveraged investment in distributed generation and combined heat
and power technologies and applications.
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No.

State Energy Plan Recommendation
Progress to Date

3.B.3.
(Con’d)

Two of the combined heat and power projects awarded by NYSERD A provide a approximately $1.5 million
for two farm digester systems that will treat manure and food processing waste and produce about 1.2 MWs
of power from digester biogas. Additional NYSERDA funding of $600,000 was awarded for innovative
anaerobic digester project demonstrations at two other farms through NYSERDA’s Innovations in
Agriculture program.

. In 2002, the PSC and distribution utilities began a three-year pilot program to integrate distributed generation
into the utilities’ distribution system planning processes. The utilities were required to issue RFPs during
2003 and 2004 to obtain competitive bids from distributed generation providers who can demonstrate that its
project will, at a lower overall cost, provide a level of system reliability and assured quality of service to
customers equivalent to the utilities’ distribution systems. Con Edison, O&R, and Central Hudson have issued
the required RFPs and received no bids at a lower overall cost. Niagara Mohawk, NYSEG, and RG&E issued
the first round of RFPs and received no winning bids. Niagara Mohawk issued its final two RFPs on
September 1, 2004 and held a prebid meeting on October 6, 2004. Bids are due on January 4, 2005. RG&E
and NYSEG filed letters stating that they could not find suitable projects for their RFPs because of limited
load growth in their service territories and because relatively few distribution projects are included in their
capital forecasts. Upon conclusion of the pilot, the utilities will submit reports evaluating the pilot program,
discussing aspects that worked, and identifying where improvements could be made. Staff is expected to
summarize the reports and recommend next steps for consideration by the PSC.

. See I.D. and 3.A.3.

3.C.

The State supports fuel neutrality in its support for alternative-fueled vehicle technology. The New Y ork
Alternate Fuels Tax Credit program, scheduled to expire on February 28, 2003, should be extended and
consideration given to enhancing it by including all types of alternative- fueled vehicles. Incentives should
also be considered to support the development of an alternative fuels infrastructure in New York.

. The New York State Alternative Fuels Tax Credit was extended twice, once in 2003 and again in 2004. The
tax credit ended on December 31, 2004, and efforts are underway to introduce legislation that would extend it
for several years and amend it to address current market conditions. Federal legislation to provide incentives
for alternative-fuel and advanced-technology vehicles is being considered as part of the broader Energy Bill.

3.D.

The State supports federal surface transportation legislation that leads to more energy-efficient transportation.
Specific elements should include increased federal funding for transit, retention of the Congestion Mitigation and
Air Quality program, continued funding for intelligent transportation systems and transportation systems operations,
and modification of the Federal Transportation Equity Act for the 21st Century (TEA-21) programs to improve rail
service.

. The Federal Transportation Equity Act for the 21st Century was extended through the end of May 2005 in its
current form. New York continues to work with its Congressional delegation and other groups to seek federal
legislation that meets New York’s transportation needs and is consistent with the State Energy Plan.

3.E.

The State encourages the Federal government to adopt new corporate average fuel economy (CAFE) standards for
vehicles to address vehicle energy efficiency in a way that protects driver and passenger safety.

. Through the end of 2004, the required federal legislation had not been enacted.

Policy Objective 4. Promoting and achieving a cleaner and healthier environment.

4.A.

The State should continue to develop and implement strategies to reduce environmental impacts from stationary
sources of pollution.
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(con’d)

The Acid Deposition Reduction Program (ADRP) regulations for sulfur dioxide (SO2) and nitrogen oxides
(NOx) became effective on August 17,2004. See 4.A.2. for more details.

On February 25,2003, DEC issued a final State Pollutant Discharge Elimination System (SPDES) permit for
the Lovett Generating Station that will significantly reduce the aquatic impacts from the station’s once-
through cooling technologies. DEC also issued draft SPDES permits for the Danskammer Electric Generating
Facility, on June 25, 2003, and the Indian Point Nuclear Generating Station, on November 12, 2003. These
permits, as drafted, will significantly reduce aquatic impacts from the once-through cooling systems used at
these facilities. XXX

On May 14, 2003, DEC released a draft policy providing guidance for assessing and mitigating impacts from
fine particulate matter emissions (PM2.5) from proposed projects. The final policy and responsiveness
summary were published in the Environmental Notice Bulletin on January 14, 2004.

See 4.D. for a thorough discussion of the Regional Greenhouse Gas Initiative (RGGI).

4.A.1. Work with industry to promulgate emission standards for distributed generation.

DEC has begun developing emission standards for distributed generation and combined heat and power
projects. Among the parties involved with the rulemaking are NYSERDA, the DPS, Pace Energy Project,
energy manufacturing associations, emissions equipment and microturbine manufacturers, independent power
producer organizations, and numerous other interested parties and industry stakeholders.

In April 2003, stakeholders were provided with a draft of the standards for distributed generation and
combined heat and power to be included in the regulations. With input received from the stakeholder process,
DEC drafted a regulation (6 NYCRR 222) in which emission standards and monitoring and record keeping
requirements would be established for distributed generation sources. Distributed generation sources with a
maximum electrical output of 50 KW's or more that commence operation after the effective date of the rule
would be subject to NOx and CO2 emission limits. Sources that commenced operation prior to the effective
date of the rule would be subject to a NOx emission limit effective January 1, 2008. A PM-10 emission limit
would apply to diesel-fired sources effective January 1, 2007. The rule is anticipated to take effect on or
about May 1, 2005.

No CHP provisions were incorporated into Part 222. Provisions for encouraging CHP applications were built
into Subpart 204-5 whereby NOx allowances would be distributed to permit-holders using CHP.

4.A.2. Implement the Governor’s Acid Deposition Reduction Program (ADRP), which is expected to significantly
reduce GHG emissions and the acid rain precursors SO2 and NOXx.

The Acid Deposition Reduction Program (ADRP) NOx Budget Trading Program regulations (6 NYCRR Part
237) and the Acid Deposition Reduction SO2 regulations (6 NYCRR Part 238) that went into effect on

May 17, 2003 were invalidated by the Albany County Supreme Court on May 26, 2004. While the Court took
issue with the regulations based on technicalities, it upheld DEC’s authority to promulgate the regulations and
rejected the majority of the petitioners’ arguments. In response, on August 17, 2004, DEC adopted
emergency regulations to ensure that the regulatory requirements and emission reductions were implemented
without delay. In addition to implementing the emergency regulations, DEC is appealing the Court’s decision
and is simultaneously moving forward with a regular rulemaking. In October, four public meetings were held,
and the public comment period ended on October 22, 2004.

The purpose of these regulations is to reduce emissions of NOx and SO2 from fossil-fuel-fired electric
generating sources statewide through market-based cap-and-trade programs. The regulations require electric
generators in New York to reduce SO2 emissions an additional 50 percent below levels allowed by the
federal Clean Air Act’s Acid Rain Program requirements and will be phased in over a three-year period
beginning in 2005.
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4.A2. As originally planned and scheduled, the first three seasons of NOx and SO2 allocations have been issued.

(Con’d) The first control period of NOx regulations began October 1, 2004 and SO2 were effective on January 1,
2005. Ten facilities applied for early reduction allowances under Part 237 provisions within the regulations
that reward facilities that have reduced emissions prior to the regulations going into effect. On October 1,
2004, DEC approved a total of 5,313 tons of early reduction allowances, representing more than 10,000 tons
of actual reductions in NOx emissions for the non-ozone seasons from fall 2001 to spring 2004.

4.A3. Provide expedited permitting procedures to encourage siting of electric generation facilities that minimize

aquatic and air quality impacts.

. In 2002, the New York Legislature passed a Governor’s bill to amend Article X of the Public Service Law to
allow faster certification for certain repowering proposals. While Article X expired on January 1, 2003,
Bethlehem Energy Center qualified for the expedited procedures and is currently under construction with a
scheduled on-line date in the second quarter of 2005.

4.A.4. Work with federal government to develop national strategies to reduce multi-pollutant emissions from electric
generating facilities.

. In November 2003, New Y ork joined a lawsuit filed by a number of other states challenging U.S. EPA’s
August 28, 2003 decision that it does not have authority to regulate greenhouse gases (GHGs) under the
Clean Air Act.

. New York State is actively reviewing various Congressional proposals and regulatory proposals to reduce
emissions of multi-pollutants (i.e., NOx, SO2, CO2, and mercury).

. On February 2, 2004, the Ozone Transport Commission (OTC), a multi-state organization created by
Congress, of which New York State is a member, announced its formal position on reducing emissions from
the electric generating sector. The OTC’s position calls for NOx and SO2 emissions from these sources to be
capped at 1.87 million and 3.0 million tons, respectively, by 2008 and by 1.2 million and 2.0 million tons by
2012. In addition, the OTC asserts that initial mercury control levels should not exceed 15 tons with an
ultimate performance requirement that would achieve approximately five tons per year by 2015, a 90 percent
reduction from current emissions.

4.A5. Use System Benefit Charge funding to promote the development of clean ener gy generation technologies.

. In 2003, NYSERD A made $1 million available for demonstration of advanced air pollution control and
monitoring technologies. Opportunities for demonstrations by generation facilities were included in the
solicitation but no generators submitted proposals. Subsequent discussions with generation facilities revealed
heightened interest in such demonstration projects. In 2004, NYSERD A continued discussions with large
generators, and, rather than issuing a targeted solicitation, expects to include generation facilities in future
comprehensive environmental solicitations.

. See 3.A.5.

4.B. The State should continue to develop and implement innovative strategies to reduce environmental impacts from
mobile sources of pollution.

4.B.1. Work with automobile and truck manufacturersto develop new technologies to reduce emissions from such
vehicles, and to promote theintroduction of such technologies into the marketplace.

4.B.2. Promote the introduction of clean fuels, including r enewables, low-sulfur diesel, and other alternative fuels
by purchasing vehicles that use such fuels for use in the State fleet and developing incentives to encourage their use
in the private sector.
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4.B.2. .
(Con’d)

Regulations placing emissions controls on personal water craft beginning with model year 2006 became
effective on August 8, 2002.

DEC supports the U.S. EPA regulations adopted in August 2002 and May 2004 setting more stringent
emissions standards for on-highway and non-road diesel-fueled vehicles.

A number of strategies are being implemented to reduce mobile source emissions, especially in the downstate
area. See 4.D.10. for further information.

DOT is piloting a program on Long Island to install retrofit technology and use clean fuels on a number of its
heavy-duty on-road fleet. DOT, in partnership with the Thruway Authority, received a federal grant to install
oxidation catalysts and use ultra-low-sulfur diesel (ULSD) fuel in trucks operating in the lower Hudson

Valley. DOT has a contract in place for ULSD at all of its maintenance repair shops in downstate New Y ork.

The Clean Fuel Vehicle Council consists of 17 State agencies, authorities, and offices working to increase the
State’s use of clean-fueled vehicles and fueling infrastructure in order to meet federal mandates under the
Energy Policy Act (EPACT) and the even more aggressive goals of Governor Pataki’s Executive Order No.
111.1In 2004, the State’s clean fuel fleet totaled 4,200 vehicles, primarily using compressed natural gas (55%)
and ethanol (20%). The State continues to exceed its EPACT requirements.

Five million dollars from the Clean Water/Clean Air Bond Act were awarded by NYSERDA to 74 school
districts to install emission-reducing diesel retrofit equipment on 2,200 school buses. An award was included
to the New York City Board of Education to install diesel oxidation catalysts on 209 privately owned buses
that will be using ultra-low-sulfur diesel fuel.

More than 100 compressed natural gas fueling facilities are operational across the State, many of which are
open to the public. OGS recently entered into a contract with a private firm to operate several of its CNG
sites and to build new ones, allowing these stations to be available for public use and to support market
development.

The Thruway Authority recently opened an ethanol station to serve its vehicles in western New York. DOT is
piloting a project to test winter operations and fleet maintenance issues connected with the use of B-20 in its
heavy-duty vehicles. B-20 is a fuel blend containing 20 percent biodiesel and 80 percent low-sulfur diesel
fuel. The New York State Department of Correctional Services (DOCS) operates numerous propane vehicles
and currently operates propane stations at six of its correctional facilities.

New York State has adopted regulations to modify the Zero Emissions Vehicle (ZEV) program to maintain
standards identical with California’s, as required by the Clean Air Act. Modifications are designed to improve
the flexibility of manufacturers to introduce advanced technology vehicles into motor vehicle fleets.

See 3.A.1.

4.C. The State should proceed to phase out the use of methyl tertiary butyl ether (M TBE) as an oxygenate additive in

motor gasoline as required by State law. At the same time, the State will seek Federal relief from the oxygenate
requirement. The State will begin supporting infrastructure development for an indigenous and renewabl e-based
substitute for MTBE in the event that relief is not provided. The State should recommend strategies for building
and supporting such an infrastructure and industry in New Y ork.

. In January 2003, DEC filed a request for a waiver from the Clean Air Act requirement that reformulated
gasoline contain at least two percent oxygen. Subsequently, the federal government requested additional
information. The additional information was submitted to U.S. EPA in December 2003, and U.S. EPA has
not acted on the waiver request.
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4.C. .
(con’d)

Methyl tertiary butyl ether (MTBE) was banned in New York effective January 1, 2004. Ag and M arkets,
which is responsible for sampling and testing motor fuels for conformance with the ban, has recognized that
trace amounts of MTBE may be found in motor fuels for reasons outside the control of the regulated parties
and has stated that the presence of de minimus amounts of 0.5 percent or less by volume will not be subject to
regulatory action.

DEC, the New York State Consumer Protection Board (CPB), and the Attorney General of the State of New
York (Attorney General), with assistance from NYSERD A and Ag and Markets, monitored the effects of the
MTBE phase out on the sale of gasoline to New York consumers. Various worldwide conditions have caused
volatility in the gasoline market, resulting in fluctuations in supply and resulting price increases. While the
New York and Connecticut MTBE bans contributed to that volatility, no evidence suggests that the MTBE
ban caused price spikes to consumers different from price spikes observed elsewhere in the country.

4.D. The State should lead the nation in taking actions to reduce greenhouse gas emissions, stressing the aggressive
implementation of existing and development of new technologies and strategies that would significantly reduce
emissions.

The State should build upon its successes to date in promoting energy efficiency and renewable energy technologies
and transportation strategies, that have helped New York become the most energy-efficient state in the continental
U.S., and a significant developer of renewable energy, which already accounts for 15 percent to 18 percent of the
State’s electricity generation and 10 percent of primary energy use.

On July 24, 2003, formation of the Regional Greenhouse Gas Initiative (RGGI) was announced. RGGI is a
cooperative effort by northeastern and mid-Atlantic states to reduce carbon dioxide emissions. Currently, nine
states that include Connecticut, Delaware, Maine, Massachusetts, New Hampshire, New Jersey, New York,
Rhode Island and Vermont are participating in the RGGI effort. In addition, Maryland, the District of
Columbia , Pennsylvania, the Eastern Canadian Provinces, and New Brunswick are observers in the process.
To address this important environmental issue, RGGI participating states will be developing a regional
strategy for controlling emissions that will more effectively control GHGs, which are not bound by state and
national borders. Central to this initiative is the implementation of a multi-state cap-and-trade program with a
market-based emissions trading system. The proposed program, which will require that electric power
generators in participating states reduce carbon dioxide emissions, is scheduled for introduction in April
2005. DEC and DPS are co-chairing a regional RGGI working group that is attempting to develop a model
CO2 cap-and-trade program for power plants for introduction by April 2005. NYSERDA is an active
participant and leads a sub-group on modeling.

In his 2003 State of the State address, Governor Pataki stated that New York State is committed to adopting
California’s greenhouse gas standards for New York’s vehicle fleets.

On September 24, 2004, the California Air Resources Board approved regulations to reduce emissions of
GHGs from passenger cars by 37 percent in 2016.

The United States Department of Transportation Center for Climate Change and DOT have initiated a project
entitled Reducing Transportation-Related Greenhouse Gas Emissions and Energy Use in New York State.
The goals of the project are to: (1) evaluate the transportation sector’s contribution to meeting the greenhouse
gas and energy efficiency goals of the State Energy Plan; (2) help states integrate transportation, energy, and
air quality planning strategies; and (3) evaluate a number of strategies to determine if they may provide
emissions and energy reductions to help meet the goals identified in the State Energy Plan.
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4.D. . In 2003, the NYPA “Clean Commute Program,” conducted in cooperation with Metropolitan Transit

(con’d) Authority, NYSERD A, New York State Department of Transportation, LIPA, U.S. DOE, and various
municipalities, deployed 78 all-electric Ford TH!NK vehicles and charging stations at seven commuter rail
stations in the metropolitan New Y ork region. NYPA also deployed 300 all-electric GEM™ (Global Electric
Motorcars, LLC) low-speed vehicles, donated by DaimlerChrysler, to state and local government agencies,
state universities and colleges, and nonprofit charities. In addition, NYPA initiated a program with the
municipal and rural electric cooperative systems of New York State to help finance the purchase of electric-
drive vehicles for their fleets.

. NY SERDA has numerous projects under way to reduce energy consumption in the transportation sector.
» 45 electrified berths for diesel tractor trailers were installed at two New York State Thruway Travel
Plazas in the Syracuse area.
» 18 shorepower pedestals that provide electric power for overnight diesel tractor trailers were installed
at the Wilton Travel Plaza on the I-87 Adirondack Northway.
» In 2004, an advanced energy management preheating system that considers both ambient weather

conditions and vehicle scheduling requirements was installed in Amsterdam, New York. The system
serves 60 school buses.

» In 2004, projects in early stages of development included the manufacture and deployment of 10
Caterpillar MorElectric™ trucks, new truck stop electrification projects in the Rochester and
Newburgh areas, and the development of an automatic tire pressure sensing system for commercial
vehicles.

. A report entitled Recommendations to Governor Pataki for Reducing New York State Greenhouse Gas
Emissions was released in April 2003 by the Center for Clean Air Policy, working in conjunction with
members of the Governor’s Task Force.

. See 3.A.1.

4.D.1. Commit to a statewide goal of reducing greenhouse gas (GHG) emissions 5 percent below 1990 levels by 2010,
and 10 percent below 1990 levels by 2020.

. The regional initiative described in 4.D. will result in reductions in carbon emissions from power plants.

. Based on Transportation Improvement Programs and Long-Range Transportation Plans currently in place,
the projected reductions in greenhouse gas emissions from the transportation sector are 117 thousand tons.

. See 4.D.8. for a description of activities in the transportation sector.

4.D.2. Develop a GHG emission registry program for registering baseline GHG emissions and emission
reductions from actions implemented at facilities.

. On October 6, 2003, the Northeast States for Coordinated Air Use Management (NESCAUM) launched the
Northeast Regional Greenhouse Gas Registry (RGGR) to create a GHG registry for participating states. New
York is actively engaged in the RGGR effort, as are the other NESCAUM member states: Maine, New
Hampshire, Vermont, Massachusetts, Rhode Island, Connecticut, and New Jersey. Delaware is participating
in the effort, while Pennsylvania and Maryland are observing the process.

4.D.3. Emphasize the greenhouse gas emission reduction potential, most notably of carbon dioxide (C02), as a
criterion in developing new program initiatives in the State’s public benefits programs.

. The New York State Alternative Fuels Tax Credit ended on December 31, 2004, and efforts are under way to
introduce legislation that would extend the bill for several years and amend it to address current market
conditions. In 2002, GHG reduction potential was added as a selection criterion for NYSERDA’s AFV
deployment programs.
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4.D.3. .
(Con’d)

CO2 emissions reductions from measures installed with assistance from NYSERDA’s New York Energy
$martSM program were 1,004,000 tons per year through the third quarter of 2004.

A 2003 study, funded by NYSERDA and conducted by Optimal Energy, Inc., American Council for an
Energy-Efficient Economy, Vermont Energy Investment Corporation, and Christine T. Donovan Associates,
Energy Efficiency and Renewable Energy Resource Development Potential in New York State, indicates that
renewable technologies can make important contributions to GHG reductions in the electricity generation
sector.

See 4.D.

4.D.4. Expand the State’s efforts to improve the efficiency of electricity generation and encourage use of indigenous
and renewable energy resources, including solar, wind, waste methane, geothermal, sustainable biomass,
combined heat and power, clean and efficient distributed generation.

Through 2004, NYSERDA’s natural gas exploration and development program marked accomplishments on
several fronts —

» NYSERDA has helped exploration companies better understand the nature of the Cambro-Ordovician
reservoirs located in western New York. In 2004, NYSERDA s partner, Ardent Resources, began a
successful drilling program targeting Cambro-Ordovician reservoirs in Erie and Cattauraugus counties.
Also, the New York State Museum, with NYSERDA’s assistance, completed an initial characterization
of the Cambro-Ordovician Beekmantown Group, winning a “best paper” award for their work at the
2004 American Association of Petroleum Geologists Eastern Section Meeting.

» NYSERDA began multiple projects to examine gas production potential in the northwestern counties
of Niagara and Orleans, a region of the State underexplored for gas resources.

» NYSERDA revived interest in shale gas production in New York through targeted research and active
technology transfer. NYSERD A has compiled an extensive body of shale research that is serving as
the basis for a number of shale exploration efforts in the state.

» NYSERDA helped complete a productive Onondaga reef zone in an existing Medina Sandstone well
in Chautauqua County. With thousands of Medina wells penetrating the Onondaga, this technique may
offer operators a method to keep older wells in production.

» NYSERDA assisted in the drilling of 19 gas test wells in eight counties in New York, of which 13 are
producers. From 1999 to 2003, these 13 wells produced 482 million standard cubic feet of natural gas,
with an estimated wholesale wellhead value of $1.7 million.

» NYSERDA helped characterize the Trenton Formation on the Tug Hill plateau by taking 200 sidewall
cores in a Seneca Resources well that was drilled recently. The cores will be used to characterize the
reservoir in the Tug Hill and in nearby counties.

» NYSERDA’s research into natural gas potential in 40 of New York’s counties led to new exploration
and leasing activity in eastern New Y ork, the Southern Tier, the Champlain Valley, and the Tug Hill
Plateau.

» NYSERDA helped exploration companies better understand the nature of production from New

York’s reservoirs. Included were numerous studies of the Trenton/Black River formation which now
accounts for 66 percent of New York State’s production of natural gas.

See 3.A.2.
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4.D.5.

Adopt a specific plan to develop an indigenous biofuels industry in New York to produce, refine, and market
transportation and other fuels from indigenous biomass resources.

. See 3.A 4.

4.D.6.

Develop a program that allows businesses to enter into voluntary agreements to meet certain energy efficiency
targets and reduce greenhouse gas emissions. To assist businesses in meeting such voluntary agreements, the State
should offer technical assistance, public recognition, expedited regulatory permit review, and financial incentives, as
appropriate or necessary.

. Through various New York Energy SmartS™ programs, NYSERDA provides cost-shared technical assistance
to businesses to reduce their building operating costs. More than 1,800 studies and audits have been provided
through September 2004.

4.D.7.

Redirect transportation funding toward energy-efficient transportation alternatives, including public transportation,
walking, and bicycling, and provide incentives to encourage greater use of related alternatives that improve
transportation efficiency.

. DOT has provided guidance on implementing this recommendation to Metropolitan Planning Organizations
and staff of its regional offices. This guidance is available to other transportation agencies. The guidance is
being implemented as Transportation Improvement Programs and Long-range Transportation Plans are being
adopted.

. See3.A.1., 1.E.

4.D.8.

Include in the State transportation planning and State Environmental Quality Review Act (SEQRA) related
processes, consideration of CO2 production and mitigation strategies, as appropriate.

. Consideration of CO2 production and mitigation is being quantified in transportation planning and State
Environmental Quality Review (SEQR) documents and is being considered for inclusion as a key decision-
making criterion.

. See 3.A.1.

4.D.9.

Target open space funding to prevent suburban sprawl, promote Quality Communities, reduce vehicle miles
traveled, and support, adopt, and enhance transportation measures that reduce energy use and pollutant
emissions.

. See 4.D.10. for additional information on efforts to reduce vehicle miles traveled and adopt transportation
measures that reduce energy use and pollutant emissions.

. See 3.A.1., 1.E.

4.D.10.

Support, adopt, and enhance transportation measures that reduce energy use and pollutant emissions, such as
Commuter Choice, Ozone Action Days, diesel vehicle retrofits, improved traffic signal coordination with light
emitting diode (LED) replacement technology, transportation system management, and other similar actions.

. As part of a coalition of State, city, federal, institutional, and environmental organizations, NYSERDA and
the New York City Department of Transportation will manage the New York Harbor Private Ferry Emissions
Reduction Program. Funded with $5 million from the Federal Transit Administration and $1.8 from New
York City Department of Transportation’s federal Congestion Mitigation Air Quality funds, the program aims
to cut pollution from over 40 diesel-powered private vessels by identifying and implementing technologies
that can reduce harmful emissions up to 90 percent. Private ferries make more than 1,000 trips a day in New
York Harbor. Progress on this project is continuing, albeit slowly, since the aftermath of the 9/11 terrorist
attacks has presented new obstacles to the ferry owners and the City.
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4.10. . As part of a funded transportation program, transportation agencies in the downstate area have included these

(Con’d) activities as enhancements to existing programs and as new initiatives. A Commuter Choice program has
been developed that emphasizes the benefits of transit subsidies for commuters. A regional branding effort for
this program is being explored. The ongoing Ozone Action Day program has been enhanced and expanded. A
request for proposals for the management of this program has been issued. The lower Hudson Valley has
implemented a traffic signal re-timing and optimization effort. Similar projects in the New York City and
Long Island areas are being evaluated. See 4.B.2. for information on diesel vehicle retrofits.

. See3.A.1,, 1.E.

4.D.11. | Encourage low-cost, passive building efficiency measures, such as white roofs, passive solar design, and improved
foundation membranes, and incorporate such measures in the State’s building construction codes.

In addition, the State should support local building and development projects that include funding for open

space conservation and urban forestry and that reduce the need for air-conditioning in urban “heat islands.”

. NYSERDA and DEC have undertaken a joint pilot project to address the heat-island issue in high density
urban neighborhoods, primarily in the New Y ork City metropolitan area, through urban forestation. The
parameters of the project, which will be undertaken with the assistance of municipal and community
organizations, are being developed and will likely include technical assistance and some financial incentives.

. DEC has developed an urban forestry grant program for municipalities and community groups. An RFP will
be issued before the spring 2005 planting season to allow approximately $500,000 for urban forestry
initiatives in 2005.

. As part of its demand management efforts, NYSERDA will also consult with the national labs to obtain
technical information on building technologies that may be used to mitigate heat islands. These heat-island
mitigation efforts may be linked to demand reductions on the electric grid.

. NY SERDA is supporting development of an environmental learning center at a new 1.5 acre park on the East
River in Manhattan. The park is being developed from a former brownfield by the New Y ork City Economic
Development Corporation. The park is landscaped with native plants and trees and will be a model for the
development, implementation, and operation of urban energy and environmental learning centers.

4.D.12. | Expand research, development, and demonstration of energy and GH G-efficient vehicle technologies, add GHG
goals to vehicle tax credits and incentives, and coordinate with other states to encourage improvements in vehicle
fuel economy.

. See 4.D.3.

4.D.13. | Working with regional and local planning organizations, analyze and quantify the energy use and air pollution
emissions expected to result from transportation plans and programs.

. Impacts of energy and air quality, including GHGs, are being routinely quantified by Metropolitan Planning
Organizations as part of the development and adoption of long-range plans and Transportation Improvement
Programs.

. See 4.D.

4.D.14 Support the design and construction of energy-efficient and environmentally-friendly “green buildings” through
financial incentives, technical assistance, and related program initiatives
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4D.14. |
(Con’d)

Through the end of 2004, technical analyses indicated that the energy efficiency of buildings can exceed the
requirements of the New York State Energy Code by an average of 32 percent using current technologies.
Peak demand reductions in green buildings participating in NYSERDA programs averaged 40 percent with
an increase of less than 1 percent in construction costs. Energy savings in NYSERDA’s New Construction
Program are more than $22 million per year.

The New York State Green Building Tax Credit provides a state tax credit of 1.6 percent of the allowable
costs for buildings in economic development areas and 2.4 percent for buildings located outside of economic
development areas. Allowable costs for a base building are capped at $150 per square foot, and allowable
costs are capped at $85 per square foot for tenant space fo buildings larger than 20,000 square feet . The tax
credit, which was developed by DEC and NYSERDA, is administered by DEC. The tax credit became
available in 2002 and Credit Component Certificates were issued through December 31, 2004. Credits
received are divided over a five-year period. The last year of eligibility to receive credits is 2009.

In 2002, NYSERDA's Green Buildings Program supplied technical and financial assistance in the
development of the New York City Department of Design and Construction's High Performance Building
Guidelines and Battery Park City Authority's Residential Environmental Guidelines. In 2003, NYSERDA’s
Green Buildings Program supplied technical assistance in the design of the New York Hall of Science,
Queens Botanical Garden, and the Brooklyn Children’s Museum.

Through 2004, NYSERDA’s ENERGY STAR® Labeled Homes Program provided incentives to more than
326 new home builders to build more than 4,392 new homes which are 40 percent more energy efficient than
homes built to applicable building codes.

The Green Building Tax Credit has been awarded to five buildings for a total of $18.46 million. $6.53
million remain available. DEC staff are currently reviewing two applications which, if approved, would
exhaust the remaining monies. Interest in the program remains high and potential applicants are seeking to
learn about plans to continue the program.

NYSERDA’s Photovoltaics on Buildings program provides support for the installation of photovoltaics in
new construction and for innovative applications in existing buildings and the residential sector.

Through October 2004, support for photovoltaic installations under the New York Energy $martSM program
includes 369 installations with 2,899 KWs of capacity. Included are 2-KW installations at 50 schools in New
York.

Policy Objective 5. Ensuring fairness, equity, and consumer protections in an increasingly competitive market economy.

5.A. The State will examine the feasibility of effectively aligning public policy interests in energy efficiency, combined
heat and power, and indigenous and renewable-based electricity generation with the financial interests of
distribution utilities and their customers.

On May 2, 2003, the PSC instituted a proceeding to identify the extent to which New York’s electricity
delivery utility rate structures produce financial disincentives to the promotion of energy efficiency,
renewable technologies, and distributed generation and to develop recommendations for necessary rate design
changes to eliminate the disincentives. On July 9, 2004, Staff of the DPS issued a Staff Report summarizing
comments received in this proceeding and presenting its recommendations for a final round of comments by
the parties. DPS Staff reccommended that a revenue decoupling mechanism not be required at this time.
Comments on the report were submitted on July 29, 2004 for the PSC’s consideration.

5.B. The State supports expediting efforts to have electricity distribution and customer service prices to consumers
reflect the true cost of service and eliminate inter-class and intra-class subsidies, to the extent practicable.

The PSC continues to work toward revised rate designs that provide customers accurate price signals.
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5.B.
(con’d)

In July 2000, the PSC instituted a proceeding to examine the then current practice of setting separate delivery
rates for New York City and W estchester County. On November 25, 2003, the PSC voted to approve a rate
adjustment that established a uniform system-wide delivery rate for electric customers of Con Edison.

The first phase of the rate adjustment went into effect in May 2004 and will be phased in over three years
and is expected to result in arate reduction of 2.6 percent per year for Westchester County full-service
customers and an increase of approximately 0.4 percent per year for customers in New Y ork City. Annual
bill impacts will reflect actual market conditions.

See 2.D.2.

5.C. The State should review the recommendations from the D epartment of Environmental Conservation’s
Environmental Justice Advisory Group and implement appropriate recommendationsin atimely manner.

DEC released its final environmental justice policy on March 19, 2003. Pursuant to the new policy, DEC has
implemented procedures to address environmental justice in DEC’s permit review process. Also, pursuant to
the new policy, DEC has implemented various directives related to environmental justice, including enhanced
availability of information to the public, use of geographic information systems to identify potential
environmental justice areas, enhanced public outreach and participation, staff training, translation of
documents for non-English speakers, a technical assistance grant program, and two work groups to develop
and incorporate critical environmental justice information into DEC’s permit review process. These two work
groups have completed their work and the resulting reports will be made available for review and comment
by the public in early 2005. One work group addressed disproportionate adverse environmental impacts while
the other addressed health outcome data.

5.D. The State encourages agencies to consider the effectiveness, efficiency, and coordination of their low-income
energy assistance programs, including the New York Energy $SmartS™ program, the Weatherization Assistance
Program, the Low-Income Home Energy Assistance Program, and other State programs that offer incentives,
assistance, and information services to improve the efficiency of energy use and reduce the energy burden of low-
income households. The State should consider consolidating programs where opportunities exist to improve
administrative efficiency and customer service.

By an order issued and effective on May 30, 2003, the PSC established conditions for the continuation and
transfer of low-income programs and for establishing system benefits charge funding. Under this order, DPS
staff and New York utilities were directed to work with NYSERDA to develop a new coordinated low-
income energy efficiency and weatherization program. A PSC order of May 26, 2004 approved a plan
submitted by NYSERDA in February 2004. A new program, EmPower New Y ork®™, was launched on July 1,
2004. Under the program, NYSEG and Niagara Mohawk will refer customers who are receiving ratepayer-
funded payment assistance to NYSERDA for energy efficiency and home performance services.

In implementing its Assisted Multifamily and Assisted Home Performance with ENERGY STAR®™ Programs,
NY SERDA has coordinated funding and program decisions with the New York State Division of Housing
and Community Renewal (DHCR) to facilitate upgrading of numerous low-income dwellings. By closely
interacting with the United States Department of Housing and Urban Development, the New Y ork City
Division of Housing Preservation and Development, and DHCR, NYSERDA is able to leverage, on average,
$3 for every $1 of SBC funding.

LIPA and NYSERDA are cofunding a demonstration pilot as part of the Assisted Home Performance with
ENERGY STAR®program for low-income LIPA customers.
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5.D. . NYSERDA is collaborating with the New York State Office of Temporary and Disability Assistance
(con’d) (OTDA), which is responsible for administering the Home Energy Assistance Program (HEAP), on a low-

income fuel-buying pilot program in five counties during 2004 and 2005. This initiative is designed to
significantly increase the buying power of available New York State HEAP funds by working with the
network of fuel vendors.

. The NYSERDA-funded Low Income Forum on Energy (LIFE) Steering Committee is actively working in
this area. LIFE brings together representatives of utility companies, energy services companies, community-
based organizations, State and local governments, and other stakeholders to coordinate the design and
delivery of low-income programs. HEAP, the Weatherization Assistance Program (WAP), and utility-run
programs are included in the coordinated effort.
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