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The following is a summary of the modeling enhancements and updates made to the DER UES 
model. 

 

1. The avoided cost data developed by Synapse was updated for the 2009 forecast. 
 
2. The computation of REC benefits was expanded from a single year to the life of the 

investment, with benefits discounted back to 2009 dollars. 
 
3. The REC valuation was updated to reflect 2008 and 2009 Class II (New Solar) Alterative 

Compliance Payment per Megawatt-hour.  The rate of change between 2008 and 2009 
was used to forecast REC values in future years.  Benefits are calculated at 75% of the 
forecast REC values. 

 
4. The Economic Development analysis was modified in the way it was accounting for the 

capital displacement of utility investments.  
  
§ The original model calculated a net economic benefit based on subtracting the 

economic development multipliers for “utility” investment from the more broadly 
based economic development multipliers for “DER” investment, applied to the full 
amount of the DER project investment.  This approach did not reflect any economic 
benefits of energy displacement, where a local DER expenditure reduces the outflow 
of funds for energy and fuel imports in which case there are no local investment 
benefits.  This method also effectively overstated the utility investments that are 
being displaced.   

 
§ The revised model uses the same net economic benefit calculation, subtracting utility 

multipliers from DER multipliers, for only a portion of the DER investment, but 
calculates the full economic benefits for the remainder of the DER investment.  The 
proportionate split is determined on the ratio of the capacity benefits (representing 
utility investment in distribution, transmission or generation) to the total energy and 
capacity benefits.  To the extent the DER investment avoids future capacity costs, it 
is presumed to be displacing utility investment.  To the extent the DER investment is 
generating energy savings, it is presumed not to be displacing any regional 
investments but substituting instead for simply an outflow of funds from the local 
economy. 

 
5. The allocation of energy and demand related DER benefits between the Participant and 

all other customers was refined. 
 
   



§ The original model allocated all energy and capacity benefits (except localized 
distribution) to the Participant on the theory that the company’s energy and capacity 
charges are market based and will flow through to customers over time.  However, 
this failed to account for the fact that customers are, in general, charged average, non-
time variant rates for energy and capacity, while benefits from energy and capacity 
displacement are very time-sensitive.  

  
§ For example, under the Company’s Default Service, a customer pays an identical 

energy rate on-peak and off-peak, yet the market costs as modeled in the avoided 
costs study for on peak and off peak energy may be quite different.  A customer that 
avoids on-peak energy with a DER investment will save on the basis of the average 
Default Service rate – but the benefits that flow to all customers may reflect the much 
higher on peak market rates.  It is true that the Company procures energy at fixed 
non-time variant wholesale prices, but eventually the benefits of an improved system 
load factor from customer displacement of on peak usage will be reflected in lower 
bid prices providing benefits to all customers.  The same consideration applies to 
savings the customer sees in their delivery rates – the benefits in avoided 
transmission and distribution will not match the savings in rates which accrue to the 
customer. 

 
§ The revised model computes the estimated annual avoided electric bill based upon 

current rates, split between energy and demand charges.  These participant savings 
are then compared to the corresponding capacity and energy benefits calculated in the 
first year of the investment to develop a ratio that splits the benefits between 
participant (reflecting the benefits the participant will see in the reductions in their 
electric bill) and non-participant (reflecting the broader energy and capacity benefits 
that will flow through to the benefit of all customers, net of the benefits which accrue 
to the participant).  In this calculation, generation capacity costs are included with 
market energy prices in calculating the ratio since these costs are recovered in default 
service. 

 
§ In applying this procedure, we have found that based on current rates for the three 

customers, and based on the first year energy and capacity benefits predicted using 
the updated AESC avoided cost values, the bill savings for Default Service slightly 
exceed the first year calculated benefits for energy and generation capacity.  This 
results in a negative net benefit to non-participants for these cost components.  The 
Delivery component of the bill, in comparison, result in significant positive net 
benefits for the transmission and distribution cost components. 

 
6. The assumptions relating to seasonal and on-peak / off-peak capacity and energy benefits 

for the three projects have been adjusted based on updated energy production estimates.   
 
  


