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Key Takeaways: 

 Unrestricted utility ownership of distributed energy resources 
(DERs) creates the potential for utilities to gain unfair advantage 
over third-party service providers 

 The New York Public Service Commission’s Reforming the Energy 
Vision proceeding aims to mitigate utilities market power as the 
distributed system platform provider by limiting participation in 
distributed energy resource markets 

 Limited utility participation will support third-party development of 
grid-integrated storage and other grid technologies, which will 
facilitate DER growth and reliable system operation  

 
Entities Mentioned: 

 New York Battery and Energy Storage Technology Consortium 

 New York Department of Public Service 

 New York State Energy Research and Development Authority 

 New York Independent System Operator 

 New York Public Service Commission 
 
 

March 9, 2015 
Policy Brief 

Author 
Erin Carson  
Chief Policy Strategist 

Eric Davis  
Research Manager 

 

Contact 

(212) 537.4797 
info@enerknol.com 

Related Research 

New York Utilities to Create New 
Distribution System Platform  
 
NY PSC Orders All State Utilities to 
Implement Demand Response   
 
   
 

 
 

 

https://enerknol.com/new-york-utilities-create-new-distribution-system-platform/
https://enerknol.com/new-york-utilities-create-new-distribution-system-platform/
https://enerknol.com/ny-psc-orders-state-utilities-implement-demand-response/
https://enerknol.com/ny-psc-orders-state-utilities-implement-demand-response/


 
 

© 2015 EnerKnol, Inc.  All rights reserved. 2 

RESEARCH | POWER & UTILITIES MARCH 9, 2015 

Distributed System Platform to Facilitate New Resource Integration 
The marketplace envisioned under the New York Public Service Commission’s 
(PSC) Reforming the Energy Vision (REV) proceeding targets efficient 
development of distributed energy resources (DERs). In its REV Track One 
regulatory framework issued on February 26, 2015, the New York PSC 
determined that utilities will perform the function of the Distributed System 
Platform (DSP), even though there has been considerable concern over the 
potential for market power abuse. The DSP will facilitate DER integration into 
the current electricity system and connect market participants, consumers, 
and the New York Independent System Operator (NYISO) wholesale markets. 
The PSC recognized concerns regarding utility ownership of DERs and market 
power mitigation, stating that it generally does not favor utility ownership of 
DER assets, but will allow it in certain cases.  
 
Of particular concern is that utilities that are permitted to fully compete in the 
DER market could use their monopoly control over customer and distributed 
system information or ownership of generation assets to their advantage and 
limit third-party competition. The utility’s direct commercial involvement with 
DER, control of platform functions, and network access raises questions 
regarding: 

 Potential to maintain barriers to DER providers’ market entry, such 
as stringent interconnection requirements and outdated tariffs 

 Potential reluctance to provide DER providers with system or 
customer data to make progress 

 Potential for functional competitive advantage on the part of the 
utility/platform regardless of utility behavior 

 
Market power abuse was one of many related utility DER ownership opposing 
arguments. Stakeholders supporting utility DER ownership highlighted various 
market-expanding benefits of utility participation. In its policy determination, 
the PSC considered all opposing and supporting viewpoints of utility DER 
ownership (Table 1). 
 

Table 1 - Utility DER Ownership Support and Opposition 

Utility-owned DER opposition Utility-owned DER support 

 Staff’s proposed mitigation measures cannot curb utility 
vertical market power and discourages private investment 

 Utility participation should be directed toward areas within 
utilities’ core competencies and where a clearly identified 
need can be met with utility involvement. 

 Private investors are capable of rapid deployment in an 
open and fair playing field and Staff assertion that utility 
ownership enables rapid DER deployment is unsupported 

 Utilities should have open and transparent and advance 
planning processes that will enable markets to act in response 
to identified needs. 

 Private investment would increase significantly if PSC 
addresses existing barriers to DER instead of directing 
utilities to deploy DER under specific circumstances 

 Utility engagement could address underserved markets and 
should be targeted at barriers hindering market development 
in these segments. 

 Unregulated affiliated engagement would exacerbate 
market power concerns within the utility’s service 
territory 

 Utility ownership of DG demonstration projects should 
facilitate innovative solutions to increase DG penetration 
while maintaining reliability and power quality. 
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Utility-owned DER opposition Utility-owned DER support 

 Utilities could use their monopoly advantages to limit 
competition irrespective of mitigation measures and 
short-term advantages would result in long-term 
weakness by giving market control to ratepayer-supported 
participants capable of competing against private capital 

 DG service tariff should be developed for utility-owned 
generation service involving third-party access to opt-in 
customers and made available for customers requesting 
resilient on-site power supply; such customers would pay the 
entire cost, so other ratepayers would not subsidize the offer. 

 Expanding utility DER participation to the customer side of the 
meter would support competition by allowing utilities to 
partner with third-parties to provide DER to customers; the 
resultant market would have price-limiting effects alongside 
the convenience of managing energy services. 

Source: NY PSC, EnerKnol Data 

 

August 2014 Straw Proposal Supports Pragmatic Approach to Utility DER 
Ownership to Expedite Market Creation 
The PSC emphasized that DER ownership structure must be considered in the 
context of what can best expedite market creation consistent with public 
interest. The August 2014 Track One Straw Proposal noted that total 
prohibition of utility engagement in DER could deny the potential benefit of 
DER growth needed to develop an asset base for DER markets. In addressing 
market power concerns, the PSC staff recommended considering a range of 
variables such as DER type, location, ownership structure, system need, and 
extent of market penetration. It identified two principal risks: the DSP’s 
discriminatory behavior and utilities’ asymmetric market advantage. These 
risks could be addressed by placing restrictions on utilities’ activity, isolating 
the DSP’s market function, and providing appropriate ratemaking incentives. 
Staff encouraged parties to propose alternative mechanisms, noting that 
proposed mitigation approaches should be reviewed as the transition to DSP 
markets progress. The PSC aims to structure financial incentives to reward 
utilities for efficient DER development through the REV Track Two proceeding. 
 
To mitigate market power, the PSC staff recommended that regulated utilities’ 
activities be limited to sponsorship and management of energy efficiency 
programs; electricity generation or storage on utility distribution property; and 
proposals specified in utilities’ Distributed System Implementation Plans  
(DSIPs). Utility DSIP proposals for DER engagement would be required to 
address substantial system need; demonstrate net benefit from utility 
engagement; and include a competitive solicitation if utility ownership is 
involved. In the case of unregulated utility affiliate participation in the utility’s 
service territory, the staff proposal recommended that a cap be placed on 
total affiliate market share within the territory and within distribution circuits, 
and that PSC assess interconnection policies, dispatch rules, and distribution 
system data access rules. Staff also recommended rules to govern interaction 
with the regulated utility, creation of an ombudsman for DER providers and 
the Department of Public Service (DPS) to monitor and investigate 
interconnection complaints. Winning project bid selection would also be 
reviews by an independent entity if affiliated entities bid into utility DER 
procurements. 
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 PSC Policy Determination Will Not Permit Utility Ownership of DER Without 
Evidence of Market Failure 
As a general rule, utility ownership of DER will not be permitted unless 
markets have had an opportunity and have failed to provide cost-effective 
service. The PSC noted that utility ownership of DER “will be the exception  
rather than the rule,” stating that it generally does not favor utility ownership 
of DER assets. Unrestricted utility participation would present more risks of 
undermining markets compared to the potential for expediting growth.  The 
PSC stated that its concern is limited to distributed generation, storage, and 
customer-side demand management and hence the Vertical Market Power 
(VMP) policy – associated with the 1990s market restructuring involving bulk 
generators – is not applicable in its context. 
 
In limited situations where utilities would be allowed to own DER as a 
regulated asset, they would be restricted to recovery of actual costs and would 
pay for DER to support local reliability under preset PSC-tariffs.  In rare 
circumstances where the utility identifies a resource need that cannot be met 
by increased DER penetration and finds that competitive procurement would 
not support cost-effective third party investment to meet the need, the utility 
can present an alternative that supports some level of utility investment.  In 
such a situation, PSC presumes a procurement methodology to provide a fair 
opportunity for market participants and will investigate the need for a 
standard tariff for DER investment.  Costs and benefit estimates of traditional 
approaches and DER alternative could also be compared.  The PSC has 
specified that utility ownership will be exempt from the general rule in three 
situations: 

1. Energy storage and generation located on utility property would be 
exempt from the general rule, as grid-integrated storage technologies 
support reliability and enable optimal deployment of other distributed 
resources.  The PSC noted that utility investment will be exempt if it is 
directly integrated into distribution service and not merely due its 
location on utility-owned property.  Storage technology would be 
permitted without market power analysis. Utilities would develop 
information on optimal locations and storage levels on the system or 
behind the meter.  

2. In situations where there is no developing market for DER – such as 
low- or moderate-income segments that can use DER to reduce energy 
bills – the public interest warrants utility investment. Utilities can 
propose programs to address constraints related to location, premises, 
and capital access including rental customers who cannot control 
improvements to premises and areas underserved by markets.  

3. Utility investment and ownership is permitted to support 
demonstration projects. Utility-third party partnership for 
demonstration projects can accelerate market understanding and 
sustainable business models. 
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rule” 
 
 
 
 
 
 
 
 

 



 
 

© 2015 EnerKnol, Inc.  All rights reserved. 5 

RESEARCH | POWER & UTILITIES MARCH 9, 2015 

Utility Affiliate Participation Will be Subject to Independent Monitoring and 
Market Share Caps 
Utility affiliate DER ownership within the service territory presents the risk of 
discriminatory treatment by the utility. Affiliate participation would have more 
regulatory flexibility as it would be less obstructive to market entry compared 
to direct utility ownership. Additionally, prohibiting DER services from affiliates 
(operating as ESCOs) that have preexisting relationships with customers would 
limit customer choices and dampen participation. To regulate utility affiliate  
participation, the PSC will not remove decision-making from utilities, as they 
have the best insight into particular system needs; rather the PSC would 
require independent monitoring of such procurement to ensure an unbiased 
selection process. Also, because auction-based procurements pose a higher 
degree of market power concern, the PSC would impose market share caps on 
any type of service provider including utility affiliates. The PSC Order directs 
staff to initiate a process to address and refine utility and affiliate codes of 
conduct by April 1, 2015.  
 

PSC’s Market Mitigation Measures Reflect Stakeholder Comments 
The urgency to maximize DER implementation while addressing market equity 
and consumer protection creates a complex situation. The PSC Order noted 
that most Straw Proposal comments called for appropriate measures to 
combat market power. Many agree with staff that utility engagement in DER in 
the proper circumstances is in the public interest and could support market 
development in a reasonable timeframe. Several entities support staff’s 
approach as practical and reasonable considering the potential situations 
created by overwhelming competition and innovation resulting from utility 
DER ownership. Comments also suggest that the PSC policy context should 
consider the 1998 VMP policy which addresses the issue of generation 
ownership by vertically integrated utilities with a presumption that the issue 
has anticompetitive consequences. 
 

Insight to Industry - Energy Storage and Other Grid Technologies to Benefit 
Under REV 
The REV construct will support community aggregation, microgrids and 
community-based solar and storage technologies. The DSP’s responsibility to 
monitor and dispatch DERs will support increased use of intelligent grid-facing 
equipment such as sensors, reclosers, switched capacitors, and voltage 
monitors. Strategic storage applications support increased penetration of 
intermittent renewable resources without compromising grid reliability. 
Increased storage capabilities with declining costs will support industry growth 
under the REV framework. 
 
In October 2014, the New York State Energy Research and Development 
Authority (NYSERDA) announced partnerships with members of the New York 
Battery and Energy Storage Technology (NY-BEST) Consortium to facilitate 
commercialization of clean-technology storage devices – advanced batteries, 
ultracapacitors, fuel cells, and control modules. The REV construct aims to 
overcome barriers to integrated microgrid deployment. The Track One 

 
 
 
 
 
 
 
 
 
An independent market 
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asset procurement 
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framework addresses interconnection requirements while the Track Two 
proceeding will address standby rates.  
 
The PSC prioritizes market power mitigation, recognizing that unrestricted 
utility participation in DER markets would place utilities at an unfair advantage 
over competing non-utility providers and undermine markets rather than 
accelerate growth. Limited utility participation in select categories such as 
grid-integrated storage technologies and underserved market demonstration 
projects could support market growth.  Maintaining participation of ESCOs 
with increased oversight would encourage customer participation. The PSC 
approach would create a level playing field for potential DER investors. The 
Track Two proceeding will structure utility financial incentives for efficient DER 
development. 
 
Aspects of the REV model are also well-suited for deployment in other states 
aiming to facilitate DER growth. A DSP that allows high levels of DER 
integration and consumer market interaction could – if designed, tested, and 
coupled with flexible rate structures – be a gateway to more efficient and 
reliable electric grid. This would be most immediately prevalent for leading 
DER states such as California, Arizona, and Hawaii, where high DER growth is 
forcing utilities to rethink system and rate design.  
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