While DOER is in agreement that the Department adopt a standardized cost benefit framework for grid modernization investments, we have significant reservations with respect to the following areas:

1. Consideration and treatment of stranded costs

2. Recommendation to use a modified version of the Total Resource Cost or Societal Cost test

Stranded Cost:

DOER believes the consideration and treatment of stranded costs in any cost/benefit calculation for alternative grid investments to be inappropriate.  Our position is based on the following:
· It is improper for project developers (or even Utilities) to pre-determine stranded costs, particularly on a project by project basis.  Inclusion of any stranded cost assessment is tantamount to locking-in economic loss and legitimizing/guaranteeing cost recovery.

· Determining stranded costs require verifying the appropriateness of recovery and the purpose of any such recovery.  Decisions supporting recovery must address issues including the process by which stranded costs should be determined, allocated, monitored and modified, the specific level of recovery, and the establishment of a recovery mechanism and time period.  Such decisions are established in rate cases and are guided by an objective to maintain utility financial viability, not by targeting traditional earning levels.

· Estimates of stranded costs are dynamic in nature since they are a function of long-term projections of investment usefulness and economic loss. There is a natural tendency of long-term projections to be unduly influenced by perceptions of current conditions.  Significant, but unknown, future events could dramatically impact usefulness.  Current estimates of long-term impacts may be biased downward, thereby resulting in overestimation of stranded costs.  
· Pre-determined stranded costs may discourage Utilities to mitigate those costs. Stranded cost determination should be contingent upon the best efforts of the utility to foster development of appropriate competitive market structures.  Current requirement of stranded cost analysis as a separate line item may actually cultivate anti-competitive practices.

· Any determination of stranded costs, at a minimum, should be net of stranded benefits, reflective of maximum utility mitigation efforts, and limited to historical, prudent, and necessary utility investment.
Grid Modernization Cost Effectiveness Determination:

DOER recommends that the Grid Modernization Steering Committee (SC) not recommend a particular cost effectiveness test(s) for all investment types.  The SC should propose appropriate evaluation criteria and allow the cost effectiveness test(s) to be determined by the Department after thoroughly considering all evidence.  The recommended benefit evaluation criteria should include (quantitative and qualitative):
1. Conservation:  reduction in usage resulting from implementing traditional or alternative infrastructure/policy.

2. CO2 reduction:  reduction in greenhouse gasses resulting from implementing traditional or alternative infrastructure/policy.

3. Permanent or Temporary demand reduction:  measured reduction in peak loads or system utilization resulting from implementing traditional or alternative infrastructure/policy.

4. Load Shifting: measured change in usage patterns from on-peak to off-peak resulting from implementing traditional or alternative infrastructure/policy.

5. Improved safety, reliability and power quality: improvement in safety, reliability and power quality resulting from implementing traditional or alternative infrastructure/policy.

6. System cost reduction:  elimination of waste and lowered consumer bills resulting from implementing traditional or alternative infrastructure/policy.

7. Avoided costs:  avoidance of future costs (e.g. transmission, distribution, capacity, RPS, environmental regulation) resulting from implementing traditional or alternative infrastructure/policy.
8. Improved generation efficiencies:  reduction of loss and improvement of other efficiencies resulting from implementing traditional or alternative infrastructure/policy.

9. Revenue Potential:  potential new revenue streams that can reduce Utility revenue requirement resulting from implementing traditional or alternative infrastructure/policy.

10. Public health, safety and security:  increased public health, safety and security resulting from implementing traditional or alternative infrastructure/policy.

