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UNITED STATES OF AMERICA
FEDERAL ENERGY REGULATORY COMMISSION

Before Commissioners: Pat Wood, Ill, Chairman;
Nora Mead Brownell, Joseph T. Kelliher,
and Suedeen G. Kelly.

Standardization of Small Generator
Interconnection Agreements and Procedures Docket No. RMO02-12-000

ORDER NO. 2006
FINAL RULE

(Issued May 12, 2005)

l. Introduction

1. This Final Rule requires all public utilities" to adopt standard rules for
interconnecting new sources of electricity no larger than 20 megawatts (MW). It
continues the process begun in Order No. 2003 of standardizing the terms and conditions
of interconnection service for Interconnection Customers of all sizes.? 1t will reduce

! For purposes of this Final Rule, a public utility is a utility that owns, controls, or
operates facilities used for transmitting electric energy in interstate commerce, as defined
by the Federal Power Act (FPA). 16 U.S.C. § 824(e) (2000). A non-public utility that
seeks voluntary compliance with the reciprocity condition of an open access transmission
tariff may satisfy that condition by adopting these procedures and agreement.

2 Standardization of Generator Interconnection Agreements and Procedures, Order
No. 2003, 68 FR 49845 (Aug. 19, 2003), FERC Stats. & Regs. 1 31,146 (2003) (Order
No. 2003), order on reh'g, Order No. 2003-A, 69 FR 15932 (Mar. 26, 2004), FERC Stats.
& Regs. 1 31,160 (2004) (Order No. 2003-A), order on reh'g, Order No. 2003-B,
70 FR 265 (Jan. 4, 2005), FERC Stats. & Regs. {31,171 (2005), reh'g pending (Order
No. 2003-B). See also Notice Clarifying Compliance Procedures, 106 FERC { 61,009
(2004). We refer to the large generator interconnection rulemaking as Order No. 2003
throughout this document. The Order No. 2003 Large Generator Interconnection

(Footnote continued on next page)
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interconnection time and costs for Interconnection Customers and Transmission
Providers,® preserve reliability, increase energy supply, lower wholesale prices for
customers by increasing the number and types of new generation that will compete in the
wholesale electricity market, facilitate development of non-polluting alternative energy
sources, and help remedy undue discrimination, as sections 205 and 206 of the FPA
require.* Public utilities must amend® their open access transmission tariffs (OATTS) to
include a Small Generator Interconnection Procedures document (SGIP — Appendix E to

Agreement and Large Generator Interconnection Procedures, as amended by Order
Nos. 2003-A and 2003-B, are referred to in this Final Rule as the LGIA and the LGIP,
respectively.

3 Capitalized terms used in this Final Rule have the meanings specified in the
Glossaries of Terms or the text of the Small Generator Interconnection Procedures (SGIP)
or the Small Generator Interconnection Agreement (SGIA). Small Generating Facility
means the device for which the Interconnection Customer has requested interconnection.
The owner of the Small Generating Facility is the Interconnection Customer. The utility
entity with which the Small Generating Facility is interconnecting is the Transmission
Provider. A Small Generating Facility is a device used for the production of electricity
having a capacity of no more than 20 MW. The interconnection process formally begins
with the Interconnection Customer submitting an application for interconnection, called an
Interconnection Request, to the Transmission Provider.

We are omitting from the SGIP and SGIA glossaries terms that are defined through
their use in the documents themselves or are in such common use in the industry that a
definition is unnecessary. Many terms that were capitalized in the Small Generator
Interconnection Notice of Proposed Rulemaking are therefore not capitalized in this
Preamble, SGIP, and SGIA.

The documents put forward in the Small Generator Interconnection NOPR are
called the "Proposed SGIP" and the "Proposed SGIA™ in this Preamble. The documents
that are being adopted in this Final Rule for inclusion in a Transmission Provider's OATT
are called simply the SGIP and SGIA. Provisions of the SGIP are referred to as "sections”
and provisions of the SGIA are referred to as "articles.”

416 U.S.C. §8 824d and 824e (2000).

> Compliance procedures are discussed in Part 11.1, below.
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this Preamble) and a Small Generator Interconnection Agreement (SGIA — Appendix F to
this Preamble).

2. The SGIP contains the technical procedures the Interconnection Customer and
Transmission Provider (the Parties) must follow once the Interconnection Customer
requests interconnection of its Small Generating Facility. It provides three ways to
evaluate the Interconnection Request. They are the default Study Process that could be
used by any Small Generating Facility, and two procedures that use technical screens to
evaluate proposed interconnections: (1) the Fast Track Process for a certified Small
Generating Facility no larger than 2 MW® and (2) the 10 kW Inverter Process for a
certified inverter-based Small Generating Facility no larger than 10 kW.” All three are
designed to ensure that the proposed interconnection will not endanger the safety and
reliability of the Transmission Provider's Transmission System.

3. The SGIA contains contractual provisions appropriate for the interconnection of a
Small Generating Facility, including provisions for the payment for modifications made to
the Transmission Provider's Transmission System to accommodate the interconnection.
The SGIA is signed by the Parties after they have successfully completed the evaluation of
a proposed interconnection under the SGIP Study Process or Fast Track Process. The
SGIA does not apply to requests to interconnect submitted under the 10 kW Inverter
Process, however, which uses a simplified all-in-one application form/procedures/terms
and conditions document that is included in SGIP Attachment 5.

® A Small Generating Facility equipment package is considered certified if it has
been submitted, tested, and listed by a nationally recognized testing and certification
laboratory. The Small Generator Interconnection NOPR used the term "precertified" to
describe such a facility. We adopt in this Final Rule the term "certified" to be consistent
with industry usage. To avoid further confusion, we also use “certified" when describing
the Small Generator Interconnection NOPR. See the SGIP, especially Attachments 3
and 4.

" An inverter is a device that converts the direct current voltage and current of a DC
generator to alternating voltage and current. For example, the output of a solar panel is
direct current. The solar panel's output must be converted by an inverter to alternating
current before it can be interconnected with a utility's alternating current electric system.
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4. We conclude that general consistency between the Commission's interconnection
procedures document and interconnection agreement adopted in this Final Rule and those
of the states will be helpful to removing roadblocks to the interconnection of Small
Generating Facilities. To a large extent, this Final Rule harmonizes state and federal
practices by adopting many of the best practices interconnection rules recommended by
the National Association of Regulatory Utility Commissioners (NARUC). By doing so,
we hope to minimize the federal-state division and promote consistent, nationwide
interconnection rules. We hope that states that do not currently have interconnection rules
for small generators will look to the documents presented in this Final Rule and NARUC
as guides for their own. In particular, the "Fast Track Process" and the "10 kW Inverter
Process™ should go a long way towards harmonizing state-federal interconnection
practices.

5. Finally, the application of this Final Rule is the same as with Order No. 2003 for
Large Generating Facilities. Specifically, this Final Rule applies only to interconnections
with facilities that are already subject to the Transmission Provider's OATT at the time the
Interconnection Request is made.

6. The SGIP and SGIA include separate definitions for "Transmission System™ and
"Distribution System™ to account for the distinct engineering and cost allocation
implications of an interconnection with a Distribution System. The SGIP and SGIA, like
Order No. 2003, define "Transmission System™ as "[t]he facilities owned, controlled or
operated by the Transmission Provider or the Transmission Owner that are used to provide
transmission service under the Tariff." Any interconnection with a Transmission System
(under an OATT) by a Small Generating Facility is subject to this Final Rule.

7. The SGIP and the SGIA, like Order No. 2003, also use the term "Distribution
System." "Distribution System™ is defined as "[t]he Transmission Provider's facilities and
equipment used to transmit electricity to ultimate usage points such as homes and
industries directly from nearby generators or from interchanges with higher voltage
transmission networks which transport bulk power over longer distances. The voltage
levels at which Distribution Systems operate differ among areas.” If a Small Generating
Facility proposes to interconnect with a portion of the Distribution System subject to an
OATT for the purpose of making wholesale sales, then this Final Rule would apply.?

® See Detroit Edison v. FERC, 334 F.3d 48 (D.C. Cir. 2003) (Detroit Edison).
There, the court explained that:

(Footnote continued on next page)
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However, an interconnection to a portion of a Distribution System that is not already
subject to an OATT would not be subject to this Final Rule.

8. "Distribution™ is a vague term, usually used to refer to non-networked, often lower-
voltage facilities, that carry power in one direction. Commission-jurisdictional facilities
with these characteristics are referred to as "Distribution Systems subject to an OATT"
throughout this Final Rule. This Final Rule's use of the term "Distribution System™ has
nothing to do with whether the facility is under this Commission's jurisdiction; some
"distribution™ facilities are under our jurisdiction and others are "local distribution
facilities” subject to state jurisdiction.” This Final Rule does not violate the FPA

section 201(b)(1) provision that the Commission does not have jurisdiction over local
distribution facilities “except as specifically provided. . .”*° This is because the Final Rule
applies only to interconnections to facilities that are already subject to a jurisdictional
OATT at the time the interconnection request is made and that will be used for purposes
of jurisdictional wholesale sales. Because of the limited applicability of this Final Rule,
and because the majority of small generators interconnect with facilities that are not
subject to an OATT, this Final Rule will not apply to most small generator
interconnections. Nonetheless, our hope is that states may find this rule helpful in
formulating their own interconnection rules.

When a local distribution facility is used to delivery [sic] energy to an
unbundled retail customer, FERC lacks any statutory authority, and
the state has jurisdiction over that transaction. By contrast, when a
local distribution facility is used in a wholesale transaction, FERC
has jurisdiction over that transaction pursuant to its wholesale
jurisdiction under FPA § 201(b)(1). In sum, FERC has jurisdiction
over all interstate transmission service and over all wholesale service,
but FERC has no jurisdiction over unbundled retail distribution
service — i.e., unbundled retail service over local distribution
facilities.

Id. at 51 (citations omitted).

% See Detroit Edison, 334 F.3d at 51. ("For our purposes, the most important result
of these jurisdictional determinations is that customers can take any FERC-jurisdictional
service under a utility’s open access tariff, which the utility is required to file with FERC.
Customers must take non FERC-jurisdictional service, such as unbundled retail
distribution, under a state tariff.")

916 U.S.C. § 824 (2000).
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A. Background

9. This Final Rule responds to business and technology changes in the electric
industry. Where the electric industry was once primarily the domain of vertically
integrated utilities generating power at large centralized plants, advances in technology
have created a burgeoning market for small power plants that may offer economic,
reliability, or environmental benefits.

10.  With these developments in mind, the Commission continues in this rulemaking to
work to encourage fully competitive bulk power markets. The effort took its first
significant step with Order No. 888,** which required public utilities to provide other
entities comparable access to their Transmission Systems. The effort continued with
Order No. 2000," which began the process of developing Regional Transmission
Organizations (RTOs). Most recently, the Commission established a standard Large
Generator Interconnection Procedures document (LGIP) and a standard Large Generator
Interconnection Agreement (LGIA) for generating facilities larger than 20 MW.*

11.  The Commission, pursuant to its responsibility under sections 205 and 206 of the
FPA to remedy undue discrimination, is requiring all public utilities that own, control, or
operate facilities for transmitting electric energy in interstate commerce to append to their
OATTSs the SGIP and SGIA we are adopting in this Final Rule. These documents provide
just and reasonable terms and conditions of interconnection service. They also strike a

! Promoting Wholesale Competition Through Open Access Non-Discriminatory
Transmission Services by Public Utilities: Recovery of Stranded Costs by Public Utilities
and Transmitting Utilities, Order No. 888, 61 FR 21540 (May 10, 1996), FERC Stats. &
Regs. 1 31,036 (1996), order on reh'g, Order No. 888-A, 62 FR 12274 (Mar. 14, 1997),
FERC Stats. & Regs. 1 31,048 (1997), order on reh'g, Order No. 888-B, 81 FERC
91 61,248 (1997), order on reh'g, Order No. 888-C , 82 FERC 9 61,046 (1998), aff'd in
part sub nom. Transmission Access Policy Study Group v. FERC, 225 F.3d 667 (D.C. Cir.
2000), aff'd sub nom. New York v. FERC, 535 U.S. 1 (2002) (TAPS v. FERC).

12 Regional Transmission Organizations, Order No. 2000, 65 FR 810 (Jan. 6, 2000),
FERC Stats. & Regs. 1 31,089 (1999), order on reh'g, Order No. 2000-A, 65 FR 12088
(Mar. 8, 2000), FERC Stats. & Regs. 1 31,092 (2000), aff'd sub nom. Public Util. Dist.
No. 1 v. FERC, 272 F.3d 607 (D.C. Cir. 2001).

13 See Order No. 2003 passim.
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reasonable balance between the competing goals of uniformity and flexibility while
ensuring safety and reliability are protected.

B. Need for a Standard Generator Interconnection Procedures and
Agreement

12.  In fulfilling its responsibilities under sections 205 and 206 of the FPA, the
Commission is required to remedy undue discrimination. The Commission must also
ensure that the rates, contracts, and practices affecting jurisdictional transmission service
do not reflect an undue preference or advantage for Transmission Providers and their
affiliates and are just and reasonable. The Commission's regulatory authority under the
FPA “clearly carries with it the responsibility to consider, in appropriate circumstances,
the anticompetitive effects of regulated aspects of interstate utility operations. . . ."**

13.  The record underlying Order No. 888 showed that public utilities owning or
controlling jurisdictional transmission facilities had the incentive to engage in, and had
engaged in, unduly discriminatory transmission practices.”> The Commission in Order
No. 888 thoroughly discussed the legislative history and case law involving sections 205
and 206, concluded that it has the authority and responsibility to remedy the undue
discrimination it found by requiring open access, and decided to do so through a
rulemaking on a generic, industry-wide basis.'® The Supreme Court affirmed the
Commission's decision to exercise this authority by requiring non-discriminatory
(comparable) open access as a remedy for undue discrimination.’” However, Order

No. 888 did not specifically address interconnection service.'®

14 Gulf States Utils. Co. v. FPC, 411 U.S. 747, 758-59 (1973): see City of
Huntingburg v. FPC, 498 F.2d 778, 783-84 (D.C. Cir. 1974) (noting the Commission's
duty to consider the potential anticompetitive effects of a proposed interconnection
agreement).

0rder No. 888 at 31,679-84: Order No. 888-A at 30,209-10.

18 Order No. 888 at 31,668-73, 31,676-79: Order No. 888-A at 30,201-12: TAPS v.
FERC at 687-88.

7 New York v. FERC, 535 U.S. 1 (2002).

'8 Order No. 888-A, FERC Stats. & Regs 1 31,048 at 30,230-31.
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14.  In Tennessee Power,*® the Commission clarified that interconnection is a critical
component of open access transmission service and thus is subject to the requirement that
utilities offer comparable service under the OATT. The Commission encouraged, but did
not require, each Transmission Provider to revise its OATT to include interconnection
procedures, including a standard interconnection agreement and specific criteria,
procedures, milestones, and timelines for evaluating applications for interconnection.?

15.  Asdiscussed in Order No. 2003, interconnection is a critical component of
transmission service, and having a standard interconnection procedures and a standard
agreement applicable to Small Generating Facilities will (1) limit opportunities for
transmitting utilities to favor their own generation, (2) remove unfair impediments to
market entry for small generators by reducing interconnection costs and time, and

(3) encourage investment in generation and transmission infrastructure, where needed.?
We expect the SGIP and SGIA adopted here will resolve most disputes, minimize
opportunities for undue discrimination, foster increased development of economic Small
Generating Facilities, and protect system reliability.

C.  The Large and Small Generator Interconnection Rulemaking
Proceedings

16.  Inthe Advance Notice of Proposed Rulemaking (ANOPR) issued in Docket No.
RMO02-1-000, the Commission initiated a collaborative process where members of the
public, electric industry participants, and federal and state agencies (collectively,
stakeholders) were invited to draft proposed generator interconnection procedures and a
generator interconnection agreement.?* The stakeholders filed their consensus documents
in January 2002. The Commission then issued a Notice of Proposed Rulemaking (Large

19 Tennessee Power Co. (Tennessee Power), 90 FERC 9 61,238 at 61,761 (2000),
reh'g denied, 91 FERC 1 61,271 (2000).

20 5ee, ¢.q., Commonwealth Edison Co., 91 FERC 61,083 (2000).

21 Order No. 2003 at P 10.

22 Standardizing Generator Interconnection Agreements and Procedures, Advance
Notice of Proposed Rulemaking, 66 FR 55140 (Nov. 1, 2001), FERC Stats. & Regs.
1 35,540 (2002).
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Generator Interconnection NOPR)? proposing standard interconnection procedures and a
standard interconnection agreement that generally followed the consensus documents.
The Large Generator Interconnection NOPR also proposed solutions to issues left
unresolved in the consensus documents.

17.  Although the Large Generator Interconnection NOPR provided special treatment
for Small Generating Facilities, some commenters urged the Commission to initiate a
separate proceeding to develop standard interconnection procedures and agreements that
addressed the unique concerns of Small Generating Facilities.?* They proposed one set of
simplified interconnection rules for Small Generating Facilities no larger than 2 MW, and
another for facilities larger than 2 MW but no larger than 20 MW. Persuaded that
different procedures and agreements were indeed needed, the Commission severed Small
Generating Facilities from the Large Generator Interconnection proceeding and issued a
Small Generator Interconnection Advance Notice of Proposed Rulemaking (ANOPR) in
August 2002.” The Small Generator Interconnection ANOPR proposed two SGIPs and
two SGIAs (ANOPR SGIPs and SGIASs) using 2 MW as a breakpoint. It encouraged
stakeholders to pursue consensus on the ANOPR SGIPs and SGIAs. To that end, the
Commission convened a series of public meetings designed to enable them to discuss and
reach as much consensus as possible.

23 Standardization of Generator Interconnection Agreements and Procedures,
Notice of Proposed Rulemaking, 67 FR 22250 (May 2, 2002), FERC Stats. & Regs.
1 32,560 (2002).

2% Those commenters included the Solar Energy Industries Association, the
U.S. Fuel Cell Council, the American Solar Energy Society, the U.S. Combined Heat and
Power Association, the International District Energy Association, and the American Wind
Energy Association.

2 standardization of Small Generator Interconnection Agreements and Procedures,
Advance Notice of Proposed Rulemaking, 67 FR 54749 (Aug. 26, 2002), FERC Stats. &
Regs. 1 35,544 (2002).
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18.  The negotiating parties, who we refer to collectively as Joint Commenters, then
filed SGIPs and SGIAs (Joint Commenters' SGIPs and SGIAs) with the Commission.?
While Joint Commenters reached consensus on some issues, many remained unresolved.
Joint Commenters' SGIPs included two procedures for evaluating whether a proposed
Small Generating Facility could be interconnected safely and without degrading
reliability. The first was a standard Study Process that used a scoping meeting and three
technical studies to evaluate a proposed interconnection. The second was a streamlined
procedure that used technical screens to identify those proposed interconnections that
clearly would not jeopardize the safety and reliability of the Transmission Provider's
electric system. Public comments on the Small Generator Interconnection ANOPR were
filed shortly thereafter.

19.  InJuly 2003, the Commission issued Order No. 2003, which established standard
procedures and an interconnection agreement for the interconnection of large generators
and explained the Commission's jurisdiction over interconnections. The Commission

2 This group refers to itself as the Coalition. However, in this Final Rule we shall
refer to the group as "Joint Commenters" to distinguish it from the similarly named Small
Generator Coalition. With the exception of these early references to Joint Commenters'
comments submitted in response to the ANOPR, all references in the remainder of this
Preamble to Joint Commenters are to its supplemental comments. Joint Commenters did
not file initial comments in response to the Small Generator Interconnection NOPR, only
supplemental comments. Joint Commenters is a diverse group of stakeholders that
includes:

e over 25 small generator trade groups, promoters, and equipment manufacturers,
who refer to themselves collectively as the "Small Generator Coalition,"

e state regulatory agencies represented by the National Association of Regulatory
Utility Commissioners,

e American Public Power Association (which did not participate in the filing of Joint
Commenters' supplemental comments), and

e Transmission Providers represented by Edison Electric Institute (EEI) and National
Rural Electric Cooperative Association (NRECA)

A list of commenter acronyms may be found in Appendix A.
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simultaneously issued the Small Generator Interconnection NOPR.? Certain provisions
in the Large Generator Interconnection Final Rule as well as Joint Commenters'
SGIPs/SGIAs influenced the Small Generator Interconnection NOPR.2® The Commission
asked commenters to address whether Small Generating Facilities should be treated
differently from Large Generating Facilities under the LGIP and LGIA adopted in Order
No. 2003.

20.  Sixty-five entities submitted initial comments in response to the Small Generator
Interconnection NOPR. The comments generally support the Commission's effort to
remove barriers to the development of Small Generating Facilities. Following the
issuance of the Small Generator Interconnection NOPR and the initial comment due date,
NARUC in October 2003 updated its own interconnection procedures and agreement,
referred to here as the NARUC Model. NARUC stated that the NARUC Model is based
on the best practices of the state regulatory agencies that have interconnection procedures
for small generators. NARUC encouraged state regulators to use the NARUC Model as a
basis for developing their interconnection procedures and suggested that the Commission's
documents reflect these "best practices.” On July 7, 2004, the Commission staff added to
the record in this proceeding the latest version of the NARUC Model.® A few
commenters favor terminating this proceeding or, in the alternative, adopting the NARUC
Model.

21.  The Commission then issued a Notice of Request for Supplemental Comments,
observing that the small generator industry had continued to evolve since the Commission
first received comments in this proceeding.*® In the notice, the Commission observed that

2" Standardization of Small Generator Interconnection Agreements and Procedures,
Notice of Proposed Rulemaking, 60 FR 49974 (Aug. 19, 2003), FERC Stats. & Regs.
1 32,572 (2003) (Small Generator Interconnection NOPR).

% See, e.q., Proposed SGIA articles 4.1,5.1.2,5.1.2.1, 5.2, 6.1-6.9, 6.12-6.20, 7,
and 8.

2 NARUC members had participated in the ANOPR discussions fostered by the
Commission; there was much similarity between the provisions of the NARUC Model and
the Small Generator Interconnection NOPR.

%0 See Notice of Request for Supplemental Comments, 69 FR 51024 (Aug. 17,
2004). The Commission then granted two extensions of time at the request of Joint
Commenters. See Notices issued on September 30, 2004 and November 30, 2004 in
(Footnote continued on next page)
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several states had recently adopted new guidelines for small generator interconnections,
and that the stakeholders who participated in the Commission's ANOPR process were
continuing to work toward resolving various SGIP and SGIA issues. The Commission
invited joint supplemental comments describing new consensus positions but discouraged
resubmissions of prior positions.

22.  Joint Commenters, which as noted above represents a diverse group of small
generator interests, Transmission Providers, and state regulators who participated in the
ANOPR process, was the only group to file a consensus position. Some Joint
Commenters — Small Generator Coalition, NRECA, and NARUC - filed their own
supplemental comments as well. Ten other entities (mostly state regulatory
commissions®') submitted supplemental comments.*

23.  Inits supplemental comments, Joint Commenters endorsed a single SGIP and
single SGIA for Small Generating Facilities no larger than 20 MW. Joint Commenters
recommended several revised provisions in areas where they had not been able to reach
consensus during the ANOPR process. These included dispute resolution, confidentiality,
insurance, equipment certification, and technical screens, among others. Joint
Commenters, which includes NARUC, also endorsed a greatly simplified all-in-one
application form/procedures/terms and conditions document for the interconnection of
certified inverter-based Small Generating Facilities no larger than 10 kW.

24.  In Order No. 2003-A, the Commission determined that the LGIP and LGIA were
designed around the needs of traditional synchronous technology generators and that
generators relying on non-synchronous technologies, such as wind plants, may find that a
specific requirement is inapplicable or that a different approach is needed.*®* Accordingly,
the Commission added a blank Appendix G (Requirements of Generators Relying on Non-
Synchronous Technologies) to the LGIA as a placeholder for requirements specific to
non-synchronous technologies.** At a September 24, 2004 technical conference on the

Docket No. RM02-12-000.

31 CT DPUC, Minnesota PUC, and Massachusetts DTE submitted copies of their
recently enacted small generator interconnection rules.

%2 The supplemental commenters are listed in Appendix A.
%% Order No. 2003-A at P 407, n. 86.
34 ﬁ
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interconnection requirements of non-synchronous technologies, panelists were asked
whether Appendix G type requirements should apply to Small Generating Facilities. They
responded that special capabilities, such as low voltage ride-through, simply were not
needed for any Small Generating Facility, whether wind powered or not. As a result, the
Wind NOPR issued shortly thereafter applies only to the interconnection of wind powered
generators 20 MW or larger.® In its supplemental comments, National Grid asks the
Commission to implement standards for Small Generating Facilities that are similar to
those proposed for Large Generating Facilities in the Wind NOPR. This Final Rule does
not include such standards. The wind generating facilities that will interconnect under this
Final Rule will be small and will have minimal impact on the Transmission Provider’s
electric system. The reliability requirements proposed for wind powered Large
Generating Facilities are not needed for small wind generating facilities.

25.  In crafting this Final Rule, we considered all of the comments received throughout
the course of this proceeding, including the initial documents submitted by Joint
Commenters in response to the ANOPR, the Small Generator Interconnection NOPR and
the comments filed in response, the NARUC Model, and the supplemental comments. We
considered all comments filed in response to the Small Generator Interconnection NOPR
before April 29, 2005, and they are part of the record in this proceeding.®

1. DISCUSSION

26.  Part A of this discussion (Descriptions of the SGIP and SGIA) describes in general
terms the interconnection procedures document (SGIP) and interconnection agreement
(SGIA) we are adopting in this Final Rule.

27.  Part B (Overview of the Interconnection Process for Small Generating Facilities)
describes the processes that the Interconnection Customer and the Transmission Provider
must follow to interconnect the Small Generating Facility with the Transmission
Provider's Transmission System.

% Interconnection for Wind Energy and Other Alternative Technologies, Notice of
Proposed Rulemaking, 70 FR 4791 (Jan. 31, 2005) (Wind NOPR).

% Comments addressing issues filed in other dockets (for instance, the Wind
NOPR) are not part of this proceeding even if they were cross-filed in Docket No.
RMO02-12-000.
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28.  Part C (Issues Related to Both the SGIP and the SGIA) addresses issues that are
common to the interconnection procedures and agreement documents.

29.  Part D (Issues Related to the Interconnection Request) addresses issues related to
the Interconnection Request (application form) that the Interconnection Customer submits
to the Transmission Provider to request interconnection of its Small Generating Facility.

30.  Part E (Issues Related to the SGIP) addresses issues related only to the
interconnection procedures document.

31.  Part F (Issues Related to the SGIA) addresses issues related only to the
interconnection agreement.

32.  Part G (The 10kW Inverter Process) describes the simplified all-in-one application
form/procedures/terms and conditions document for the interconnection of certified
inverter-based Small Generating Facilities no larger than 10 kW.

33.  Part H (Other Significant Issues) addresses the pricing of Interconnection Facilities
and Upgrades, jurisdictional issues, variations from the Final Rule, the availability of
waivers for small entities, the effect of this Final Rule on the OATT reciprocity
provisions, and others.

34.  Finally, Part | (Compliance Issues) addresses issues pertaining to the requirement
that a Transmission Provider file conforming amendments to its existing OATT, the
treatment to be accorded to existing interconnection agreements (grandfathering), and how
a Transmission Provider is to file executed and unexecuted interconnection agreements.

A. Descriptions of the SGIP and SGIA

35.  In Order No. 2003, the Commission adopted two documents that are to be used for
the interconnection of Large Generating Facilities — the Large Generator Interconnection
Procedures document and the Large Generator Interconnection Agreement. The LGIP
describes how the Interconnection Customer's Interconnection Request (i.e., application)
is to be evaluated from an engineering perspective using a four-step process. These are
the scoping meeting, the feasibility study, the system impact study, and the facilities
study. The purpose of the evaluation is to determine the impact the proposed
interconnection will have on the Transmission Provider's electric system and identify new
equipment and modifications needed to accommaodate the interconnection. The LGIA,
which is signed after the proposed interconnection has been successfully evaluated using
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the provisions contained in the LGIP, describes the legal relationships of the Parties,
including who pays for equipment modifications to the Transmission Provider's electric
system.

36. The SGIP and SGIA we adopt in this Final Rule serve the same purposes as the
LGIP and LGIA. The SGIP includes the same four-step process for evaluating an
Interconnection Request as does the LGIP, except that it is simplified in several aspects
and includes timelines to accelerate the interconnection of Small Generating Facilities. In
the SGIP, this procedure is termed the "Study Process." The SGIP also includes special
procedures for evaluating two subgroups of Small Generating Facilities, (1) a "Fast Track
Process" that uses technical screens to evaluate a certified Small Generating Facility no
larger than 2 MW, and (2) a "10 kW Inverter Process" that uses the same technical screens
to evaluate a certified inverter-based Small Generating Facility no larger than 10 kW. The
SGIA serves the same purpose for the interconnection of a Small Generating Facility as
the LGIA does for a Large Generating Facility. It describes the legal relationships of the
Parties, including who will pay for equipment modifications to the Transmission
Provider's electric system.

37.  The Commission received many comments proposing modifications to the
Proposed SGIP and Proposed SGIA, which helped greatly to shape this Final Rule.
NARUC argued that the Commission should adopt portions of its Model to harmonize
federal interconnection rules with those found in states with interconnection rules. Small
Generator Coalition recommended that the Commission in this proceeding adopt the
NARUC Model instead of the Proposed SGIP and Proposed SGIA. Some of the
provisions proposed by Joint Commenters (which includes NARUC representation) in its
supplemental comments also followed the NARUC Model. We are adopting in this Final
Rule many of these consensus provisions as well as those proposed by NARUC because
they are just and reasonable and serve the twin goals of removing barriers to the
development of small generation while preserving the safety and reliability of the nation's
electric system.

38.  The SGIP, while relying heavily on NARUC's and Joint Commenters' proposals, is
not a significant departure from the Proposed SGIP. Both use nearly identical
interconnection study processes (*'Study Process™) to evaluate Interconnection Requests
that do not qualify for special handling. Regarding special handling, both use technical
screens to identify Small Generating Facilities no larger than 2 MW that can be
interconnected with no adverse impact on safety or reliability. The SGIP we adopt in this
Final Rule, however, includes two such special procedures, the Fast Track Process and the
10 kKW Process. The choice of which one the Interconnection Customer may use depends
on the size and technology of the Small Generating Facility. The SGIP also includes the
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Interconnection Request (application form) that is to be used by all Interconnection
Customers except those eligible to use the 10 kW Process, and feasibility study, system
impact study, and facilities study agreements that are to be used in the Study Process.*’

39. The SGIA is to be used for the interconnection of all Small Generating Facilities
subject to this Final Rule, with the exception of certain very small inverter-based
generators that use an all-in-one application form/procedures/terms and conditions
document (the 10 kW Inverter Process document). The Proposed SGIA included several
provisions that were similar to those contained in the LGIA that was issued concurrent
with the Small Generator Interconnection NOPR. Some commenters complained that the
Proposed SGIA was too long and complex for owners of Small Generating Facilities, who
may be small businesses or operators of small farms, for example. We are streamlining
and simplifying the SGIA in many ways to address these concerns. We are adopting Joint
Commenters' proposals submitted in its supplemental comments where appropriate and
have given consideration to the recommendations contained in the NARUC Model and
those suggested by other commenters. In particular, the SGIA does away with the
requirement that Interconnection Customers maintain multiple kinds of insurance, instead
requiring only that they maintain a reasonable amount based on the specific characteristics
of the interconnection. We also adopt a streamlined dispute resolution provision designed
to resolve disputes as quickly and inexpensively as possible. We have also shortened the
contract termination provisions and the various liability related provisions.

40.  We adopt in the SGIA the same pricing policy for Network Upgrades to the
Transmission Provider's Transmission System as in Order No. 2003. For a Small
Generating Facility interconnecting with a non-independent entity such as a vertically
integrated utility, the Interconnection Customer initially funds the cost of any required
Network Upgrades (i.e., Upgrades to the Transmission System at or beyond the Point of
Interconnection) and it is then subsequently reimbursed for this upfront payment by the
Transmission Provider. However, we expect that, for most interconnections of Small
Generating Facilities, there will be no Network Upgrades. We also allow more pricing
flexibility for a Transmission System that is operated by an independent entity such as an
RTO or Independent System Operator (ISO). The costs of Distribution Upgrades are
directly assigned to the Interconnection Customer.

%7 Note that the scope and payment provisions of the feasibility, system impact, and
facilities studies are contained in the actual study agreements which are included as
Attachments 6, 7, and 8 to the SGIP, not section 3 of the SGIP.
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41.  In conclusion, we encourage the standardization of interconnection practices across
the nation, using as a starting point the SGIP and SGIA found in this Final Rule. We hope
to foster seamless interconnection procedures for Interconnection Customers and
Transmission Providers. Equipment manufacturers will have compatible technical
specifications to meet. New generation will be located on the basis of what works best for
the Interconnection Customer and the Transmission Provider, not jurisdictional
differences in interconnection rules.

B. Overview of the Interconnection Process for Small Generating Facilities

42.  Before submitting its Interconnection Request, the Interconnection Customer may
informally discuss the proposed interconnection with the Transmission Provider.® The
Interconnection Customer then submits an Interconnection Request to the Transmission
Provider and the Transmission Provider assigns the Interconnection Customer's project a
Queue Position based on the date and time the Interconnection Request is received by the
Transmission Provider. The Interconnection Request must be accompanied by a deposit
that goes toward the cost of the feasibility study, unless it is submitted under the Fast
Track Process or the 10 kW Inverter Process, which have small processing fees.

43.  Asnoted above, an Interconnection Request can be evaluated in one of three ways.
The Study Process is the default method; it relies on the scoping meeting and standard
feasibility, system impact, and facilities studies to evaluate the safety and reliability of the
proposed interconnection. It is identical in concept to the evaluation procedure that is
used for the interconnection of Large Generating Facilities. Two optional methods are
available to Interconnection Customers whose Small Generating Facilities are certified
and no larger than 2 MW. The 10 kW Inverter Process is available for owners of inverter-
based Small Generating Facilities no larger than 10 kW and the Fast Track Process is
available for owners of any kind of Small Generating Facility no larger than 2 MW.

44.  The Study Process normally consists of a scoping meeting, a feasibility study, a
system impact study, and a facilities study. At the scoping meeting, the Parties discuss the
proposed interconnection and review any existing studies that could aid in the evaluation
of the proposed interconnection. The feasibility study is a preliminary technical
assessment of the proposed interconnection. The system impact study is a more detailed
assessment of the effect the interconnection would have on the Transmission Provider's

%8 Flowcharts depicting interconnection procedures are presented in Appendices B
(Study Process), C (Fast Track Process), and D (10 kW Inverter Process).
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electric system and Affected Systems. The facilities study determines what modifications
to the Transmission Provider's electric system are needed, including the detailed costs and
scheduled completion dates for these modifications. These studies identify adverse
system impacts® that need to be addressed before the Small Generating Facility may be
interconnected and any equipment modifications required to accommodate the
interconnection. The Interconnection Customer pays the Transmission Provider's actual
cost of performing the studies. Once the Interconnection Customer agrees to fund any
needed Upgrades, the Parties execute an SGIA that, among other things, formalizes
responsibility for construction and payment for Interconnection Facilities and Upgrades.*°

45. A Fast Track Process is available for certified Small Generating Facilities no larger
than 2 MW. Under this process, in place of the scoping meeting and three interconnection
studies, technical screens are used to quickly identify reliability or safety issues. If the
proposed interconnection passes the screens, the Transmission Provider offers the
Interconnection Customer an SGIA. If the proposed interconnection fails the screens, but
the Transmission Provider determines that the Small Generating Facility may nevertheless
be interconnected without affecting safety and reliability, the Transmission Provider also
offers the Interconnection Customer an SGIA. However, if the Transmission Provider is
concerned that the interconnection could degrade the safety and reliability of its electric
system, the Parties may conduct a customer options meeting to discuss how to proceed. In
that meeting, the Transmission Provider must offer to perform a supplemental review of
the proposed interconnection, paid for by the Interconnection Customer, to identify
Upgrades needed to accommodate the interconnection. Once the Interconnection
Customer agrees to pay for any Upgrades called for in the supplemental review, the
Parties execute an SGIA. If, after the supplemental review, the Transmission Provider
still is unsure whether the proposed interconnection will degrade the safety and reliability
of the its electric system, the Interconnection Request is evaluated using the Study Process
described above; i.e., scoping meeting, feasibility, system impact, and facilities studies,
followed by the execution of an SGIA.

% An adverse system impact means that technical or operational limits on
conductors or equipment are exceeded under the interconnection, which may compromise
the safety or reliability of the electric system.

0 The Study Process is similar to the LGIP. However, we expect that the
interconnection of a Small Generating Facility will take substantially less time and cost
substantially less than a Large Generating Facility.
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46.  Finally, the 10 KW Inverter Process is available for the interconnection of certified
inverter-based generators no larger than 10 KW. The all-in-one 10 kW Inverter Process
document includes a simplified application form, interconnection procedures, and a brief
set of terms and conditions (akin to an interconnection agreement). The 10 kW Inverter
Process uses the same technical screens to evaluate the safety and reliability of the
proposed interconnection as the Fast Track Process. Unless the Transmission Provider
demonstrates that the Small Generating Facility cannot be interconnected safely and
reliably based on the results of an analysis using the screens, the Transmission Provider
approves the application. Once the Interconnection Customer certifies that equipment
installation is complete and upon a satisfactory inspection by the Transmission Provider,
the Transmission Provider authorizes the interconnection. To further simplify the
interconnection process, what would normally be considered a separate interconnection
agreement has been distilled into a terms and conditions document that the
Interconnection Customer agrees to at time the Interconnection Request is submitted to the
Transmission Provider. The all-in-one 10 kW Process document is included in
Attachment 5 to the SGIP.

C. Issues Related to Both the SGIP and the SGIA

47.  This discussion, and those that follow, addresses the evolution of the SGIP and
SGIA from the Proposed SGIP and Proposed SGIA. As is the custom in most
Commission rulemakings, we use the Small Generator Interconnection NOPR as our point
of reference, discussing each issue in turn, describing the comments addressed to the
topic, and closing with the Commission conclusion. There are differences between the
Proposed SGIP and SGIA and the documents we adopt in this Final Rule that reflect the
helpful comments filed in this rulemaking. For example, we have in some instances
adopted terminology more compatible with that used in state interconnection documents.
This should make for simpler, more easily understood documents for small generators that
are compatible across jurisdictions for both Interconnection Customers and Transmission
Providers. However, the SGIP and SGIA also need to be interpreted in the broader
context of the entire collection of generator interconnection documents that will appear in
a Transmission Provider's OATT, including the LGIP and LGIA. Thus, there are some
instances where consistency among generator interconnection documents within a single
tariff makes it necessary to adopt Large Generator Interconnection terminology or policy.
The Commission asked for comments in the Small Generator Interconnection NOPR
addressing this topic, and it is the first to be addressed in the discussion that follows.
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48.  Many of the issues in this rulemaking also arose in the Large Generator
Interconnecting rulemaking and we will not address them again here at any great length.
Where there is no compelling reason to depart from prior precedent, we affirm the
Commission's prior decisions without detailed discussion. Therefore, this order focuses
on those issues needing a small-generator-specific resolution.

49.  Finally, we note that the 10 kW Inverter Process for certified inverter-based Small
Generating Facilities is an all-in-one application form/procedures/terms and conditions
document that does not lend itself easily to the separate discussions of the Proposed
SGIP/SGIA and the SGIP and SGIA discussions that follow. We will address it in the
separate Part G discussion, below. We emphasize, however, that the intent of this Final
Rule is that the 10 kW Inverter Process fits within the framework of the SGIP and SGIA,
and it is for that reason that we encourage Interconnection Customers and Transmission
Providers to use this Preamble, the SGIP, and the SGIA for assistance in interpreting the
10 KW Inverter Process should a dispute arise.

Consistency between the Large Generator and Small Generator
Documents

50. Inthe Small Generator Interconnection NOPR, the Commission asked commenters
to address the need for consistency between the provisions of the LGIP/LGIA and the
SGIP/SGIA.

Comments

51.  NARUC argued that the Small Generator Interconnection NOPR was too
complicated for most small generator interconnections. Instead, the Commission should
adopt portions of the NARUC Model or otherwise simplify the interconnection process.
NARUC pointed out that many Small Generating Facilities (including most inverter-based
generators) will interconnect with low voltage facilities, whether Commission-
jurisdictional or state-jurisdictional. Thus, this Final Rule should be as consistent with
state interconnection rules as possible to encourage national consistency and discourage
forum-shopping. Joint Commenters also supports this outcome.

52.  AEP supports consistency between the large and small generator documents.
However, it notes that Joint Commenters developed consensus positions on many issues
during the ANOPR process. Where such agreement was reached, AEP proposes that the
Commission adopt that position.
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53.  Midwest ISO argues that the Commission should ensure consistency between the
large and small generator documents, wherever possible, because all stakeholders will
benefit from a consistent approach to the interconnection of generation facilities.

54.  PJM, on the other hand, proposes that the Commission simply use the LGIA for all
Interconnections, arguing that having different rules for large and small generator
interconnections would be overly burdensome. PJM also states that its own
interconnection rules take this approach and are hailed as being very successful.

55.  Baltimore G&E argues that the Commission should require the same terms for all
generators, regardless of size, unless there is a specific reason not to do so. Therefore, it
requests that the Commission provide a clear explanation wherever these Final Rule
provisions differ from those in Order No. 2003. Southern Company agrees, arguing that
Large and Small Generating Facilities should be treated similarly "because both can have .
.. significant impacts upon the Transmission Provider's electric system."*

56.  BPA argues that the procedures and technical requirements applicable to large
generators "should not apply to the interconnection of small generators that have minimal
impacts on a transmission grid."** However, where the Commission does use
"substantially similar or consistent procedures, contract terms, and other requirements" for
both Large and Small Generating Facilities, "the Commission should strive to provide
consistency between its large and small generator rules."*

57.  Nevada Power also supports the concept of having the provisions applicable to
Small Generating Facilities similar to those in Order No. 2003. According to Nevada
Power, "[t]hese commonalities will avoid the confusion of differing terminologies,
facilitate consistent and fair implementation, and minimize the need for separate, parallel
administrative processes to administer the agreements."** However, Nevada Power also
argues that consistency should not compromise the goals of simplifying and expediting the
interconnection of Small Generating Facilities. Instead, this Final Rule should be
designed to "enable a common language and common administrative procedures to be

1 Southern Company at 19.
“BPAat 3.
43 u

** Nevada Power at 4.
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implemented and still maintain appropriate distinctions between the small generators and
the large generators."* Nevada Power argues that the benefits of consistency are
illustrated by Proposed SGIA article 5.1.2.1, which specifies the refund process for
advances made by the Interconnection Customer for Network Upgrades. By having the
same refund process for the amounts advanced for Network Upgrades in the SGIA and the
LGIA, the Transmission Provider can set up one system, instead of two separate systems,
to track and make any such refunds.

58.  Intheir supplemental comments, NARUC and the other Joint Commenters
proposed SGIP and SGIA provisions that balance the need for simplicity with the need of
Transmission Providers to ensure the safety and reliability of the Transmission Provider's
electric system. In addition, Joint Commenters also proposed a process for certified
inverter-based Small Generating Facilities no larger than 10 kW that can also be used as a
model for the states.

Commission Conclusion

59.  Unless expressly changed in this Final Rule, the Commission's existing
interconnection precedent and Order No. 2003 are relevant to this Final Rule and should
be used as guidance for interpretation and implementation. We have tried to be consistent
between the rules for Large and Small Generating Facilities, unless there is a specific
reason to do otherwise, while considering NARUC's call for federal-state consistency and
the recommendations of other commenters.

60.  We note Joint Commenters' proposal of much simpler interconnection procedures
and agreement for inverter-based generators no larger than 10 kW.*® Taking these
extremely small units out of the mix has allowed us to adopt standard rules for larger
Small Generating Facilities. According to NARUC, the process of interconnecting with a
state-jurisdictional facility should not be substantially different from the process for
interconnecting with a Commission-jurisdictional facility. Standard interconnection
procedures are especially important for Interconnection Customers and manufacturers of
off-the-shelf generating equipment.

%5 Nevada Power at 4-5.

*® The 10 kW Inverter Process is largely based on the work of the Massachusetts
DTE and its stakeholders group.
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61. Ingeneral, we are including standard contractual provisions in the SGIA that are
consistent with their counterparts in the LGIA. However, in many cases commenters
stressed the need to simplify those provisions to avoid burdening Small Generating
Facilities. Many commenters offered ways to shorten and simplify those provisions.
Where possible, we accept those proposals. These streamlined provisions adequately
protect the Parties while lowering the transaction costs of entering into an interconnection
agreement. The SGIP closely tracks the revised NARUC Model but adopts the single
screen that NARUC and the other Joint Commenters later proposed in supplemental
comments. Last, we have ensured that provisions common to the SGIP and SGIA (such
as dispute resolution and confidentiality) are consistent.

62.  Definitions of Terms Used in the SGIP and SGIA — NARUC and others propose
that the Commission use the defined terms in the NARUC Model instead of those found in
the Small Generator Interconnection NOPR. We conclude that several of the terms
defined in the Proposed SGIP and SGIA are either unnecessary or add complexity to the
interconnection process. We are simplifying the SGIP and SGIA by deleting those
definitions. Comments on specific terms are discussed below.

63. Emergency Condition — The Proposed SGIA defined Emergency Condition as a
situation that, in the judgment of the Party making the claim, is imminently likely to

(1) endanger life or property, (2) have an adverse impact on the safety or reliability of the
Transmission Provider's or an affected third party's electric system (Affected System), or
(3) have a material adverse effect on the safety or operation of the Interconnection
Customer's facilities. If there is an Emergency Condition, the Transmission Provider may
take necessary and appropriate actions to protect the safety and reliability of its electric
system, including interrupting, suspending, or curtailing interconnection service. While
system restoration and black start are considered Emergency Conditions, the Small
Generating Facility is not obligated to have black start capability.

Comment

64. Bureau of Reclamation objects to the provision that the Small Generating Facility
is not obligated by the SGIA to have black start capability. Black start capability is an
issue best handled by the control area rather than the Transmission Provider and that
mentioning black start here raises the question of by whom and when black start capability
could be required of the Small Generating Facility. In addition, Bureau of Reclamation
proposes that the definition of Emergency Condition also include a "threat or danger to the
environment."
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Commission Conclusion

65.  We see no need to modify the definition of Emergency Condition. The SGIA does
not interfere with the control area's ability to establish a voluntary restoration plan,
including black start. The SGIA requires the Parties to adhere to all Applicable Laws and
Regulations relating to pollution and protection of the environment or natural resources.
Therefore, Bureau of Reclamations' proposed revision is not necessary.

66. Network Upgrades — Comments concerning the definition of Network Upgrades
are addressed in Part I1.H (Pricing/Cost Recovery for Interconnection Facilities and
Upgrades).

67. Use of Calendar Days v. Business Days — The Proposed SGIP and Proposed
SGIA used both calendar days and Business Days to establish deadlines for particular
activities.

Comments

68. Ameren, EEI, and NYTO request that all references to calendar day be changed to
"Business Day." Ameren and EEI state that doing so would make the SGIP and SGIA
consistent. They also state that this is particularly important for the three and five day
time limits, especially where the Transmission Provider may not have sufficient staff to
respond within the required time. Ameren and NYTO argue that using both calendar days
and Business Days is confusing. NYTO further notes that using Business Days rather
than calendar days gives the Parties more time to meet deadlines. In addition, NYTO
states that using calendar days does not account for normal business delays, including
those caused by storm emergencies.

Commission Conclusion

69.  We agree that references to the passage of time should be consistent. Accordingly,
we are changing calendar days to Business Days throughout the SGIP and SGIA, with
two exceptions. First, using calendar days is proper in the SGIA's billing and payment
provisions because these activities are traditionally tied to calendar days. Second, SGIA
article 7.6.1 Default provisions are stated in terms of calendar days to be consistent with
the Commission's regulations that require at least 60 calendar days notice of a proposed
cancellation or termination of a contract. Where we have replaced calendar days with
Business Days, we have adjusted the number of days to reflect about the same passage of
time. Arguments relating to the amount of time a Party has to complete an action are
discussed below.



Docket No. RM02-12-000 -25-

70.  Maximum Size of a Small Generating Facility — In the Small Generator
Interconnection NOPR, the maximum size of a Small Generating Facility is 20 MW.
Where there is more than one unit generating power at a particular site, the Commission
proposed to aggregate the total capacity of all generation units using the same Point of
Interconnection. The Commission sought comments on a circumstance when the
Interconnection Customer desires to increase the capacity of an existing generating
facility. The Commission proposed that the total size of the facility would be determined
by the sum of the existing and the incremental capacity. Thus, a 10 MW addition to an
existing 15 MW facility would be treated as a 25 MW facility. The Commission also
sought comments on how to evaluate an Interconnection Request that specifies a level of
capacity below the maximum rating of the Small Generating Facility. Finally, the
Commission invited comments on whether Small Generating Facilities with multiple
Points of Interconnection should be treated separately for queuing and interconnection
study purposes.

Comments
Revising the Maximum Size of a Small Generating Facility

71.  Ameren, EEI, and NRECA ask the Commission to reduce the maximum size of a
Small Generating Facility from 20 MW to 10 MW. They argue that the lower size limit
would help ensure safety and reliability of the Transmission Provider's electric system.
They also note that it would also be consistent with IEEE Standard 1547,* and argue that
the 20 MW size limit is particularly challenging for Transmission Providers because of the
types of analyses required to evaluate their interconnection and the restrictive time limits
placed on performing them.

72.  EEI similarly argues that many states have adopted 10 MW as the maximum size of
a Small Generating Facility and that the Commission should follow suit. It argues that a
10 MW size limit is better suited to the Small Generating Facility configurations most
likely to be proposed under the Final Rule. While reducing the size limit to 10 MW

" |EEE Standard 1547, approved in June 2003, is the Institute of Electrical and
Electronics Engineers' standard for interconnecting distributed resources with electric
power systems. The standard applies only to generating equipment no larger than 10 MW.
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creates a gap between the Large and Small Generating Facility interconnection provisions,
that gap can be easily remedied by making the LGIP and LGIA applicable to generating
facilities larger than 10 MW.

73. NRECA notes in its initial comments that 10 MW is the upper limit for small
generators in Texas, California, New York, and Ohio, and that no state currently has rules
that apply to the interconnection of generators larger than 10 MW. According to NRECA,
the Commission's statement in the Small Generator Interconnection NOPR that the

20 MW maximum size would "encourage the development of a greater number of small
generators and promote the development of innovative small generation technologies™ is
not supported by engineering reality and industry practice. NRECA participated with
Joint Commenters in developing consensus provisions for the SGIP and SGIA that were
submitted in Joint Commenters' supplemental comments. Based on those provisions, and
in particular the technical screens contained in the SGIP, NRECA states that, "while it still
believes that 20 MW is too large a generator to be considered 'small,’ .... [Joint
Commenters'] SGIA and SGIP will work for all generators up to that size."*®

74.  Cummins argues that the 20 MW size limit would result in more widespread use of
on-site Small Generating Facilities.

Commission Conclusion

75.  We agree with commenters that generator size does matter when evaluating the
effect of the Small Generating Facility on the Transmission Provider's electric system.
However, we are keeping the 20 MW size limit for Small Generating Facilities because
the interconnection studies and screens will identify any safety and reliability problems.
In particular, the screens we adopt in the SGIP are supported by small generators, state
regulators, and Transmission Provider representatives such as EEl and NRECA, as being
appropriate to evaluate the safety and reliability of interconnections of Small Generating
Facilities that are eligible for screening. We believe the higher threshold will remove
barriers to the development of a greater number of Small Generating Facilities and
promote the development of innovative small generation technologies.

“® NRECA Supplemental Comments at 5. NRECA also "believes that the screens
adopted for review of generators up to 2 MW in capacity reasonably consider the impact
that generators of those sizes will have on distribution systems.” 1d. The technical
screens of which NRECA speaks are the same screens adopted in this Final Rule.



Docket No. RM02-12-000 -27 -
Increasing the Capacity of an Existing Small Generating Facility

76.  The Small Generator Interconnection NOPR proposed to evaluate increases in
capacity to existing Small Generating Facilities using the total capacity of the modified
facility, and the Commission invited comments on whether the proposal was reasonable.

Comments

77.  Several Transmission Providers* support the NOPR's proposal. They add that if,
for example, the capacity of an existing 18 MW Small Generating Facility were to be
increased by 5 MW, the resulting 23 MW facility should be evaluated under the LGIP.
This would keep the Interconnection Customer from gaming the system by incrementally
Increasing the size of an existing Small Generating Facility so that the capacity addition
does not exceed the 20 MW maximum, even though the ultimate capacity of the facility
does. BPA and ISO New England state that processing the Interconnection Request for
such an expansion on the basis of the total capacity would better protect the safety and
reliability of the Transmission Provider's electric system. Tangibl, on the other hand,
argues that evaluating the Interconnection Request based on the total increased capacity of
the Small Generating Facility would discourage such increases and hinder the increased
entry of generators into the energy markets.

Commission Conclusion

78.  We are persuaded by BPA and ISO New England that when an existing Small
Generating Facility is expanded, the Interconnection Request should be evaluated based
on the total capacity of the facility as opposed to the incremental amount of the expansion.
Similarly, an existing Large Generator seeking to increase its capacity by less than

20 MW would also have to follow the Large Generator rule, because the total capacity of
the expanded facility would be more than 20 MW. Section 4.10.1 of the SGIP reflects this
conclusion.

“ E.q., BPA, 1ISO-New England, NRECA, NYTO, PG&E, and Western.
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Evaluating the Generating Facility Based on Less Than Its Maximum
Rated Capacity

79.  Inthe Small Generator Interconnection NOPR, the Commission sought comments
on whether the maximum capacity of the Small Generating Facility should be used to
evaluate the Interconnection Request when the Interconnection Customer specified an
output level below the facility's maximum capability. For example, the Commission
asked whether an Interconnection Request for a generating facility with a maximum
capacity of 22 MW but seeking an interconnection for only 20 MW (and agreeing to
restrict delivery to the Transmission Provider's Transmission System to that level) should
be evaluated under the SGIP or the LGIP.

Comments

80.  Several Transmission Providers™ argue that the Interconnection Request should be
evaluated on the basis of the maximum capacity of the Small Generating Facility to ensure
that safety and reliability are not jeopardized. They argue that the Commission should not
allow a 22 MW generator to be treated as a 20 MW generator based on a promise by the
Interconnection Customer that it will never generate more than 20 MW. This would result
in an additional administrative burden on the Commission or market monitors. They also
argue that evaluating the Small Generating Facility at less than its maximum rated
capacity would not ensure that Interconnection Facilities and Upgrades are properly
designed and installed.

81. BPA argues that evaluating a Small Generating Facility on the basis of maximum
rated capacity would prevent gaming by an Interconnection Customer and would prevent
it from submitting a request to interconnect its Small Generating Facility at a lower
capacity when it really intend to operate the facility at a higher capacity. Further,
evaluating a Small Generating Facility based on its maximum operational capacity would
avoid the need to perform a reevaluation each time the Interconnection Customer seeks to
operate at a higher output level.

82.  Likewise, NYTO claims that even if a Small Generating Facility supplies local load
and delivers only half of its output, it still contributes its full fault current to the electric
system if there is an electrical fault. Also, stability analysis is based on the full physical

0 E.qg., AEP, Ameren, Avista, BPA, CA 1SO, Central Maine, MidAmerican, MISO,
NYTO, PG&E, SoCal Edison, and Western.
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characteristics of the facility, such as maximum power capability and rotation inertia. It
further argues that if the Commission adopts a value other than the maximum capability of
the Small Generating Facility, the Interconnection Customer could "forum shop" between
the Large and Small Generating Facility interconnection provisions to get the "best deal."”

83.  On the other hand, Allegheny states that if the Interconnection Customer is willing
to accept the economic risks of its decision to limit the output of its generating facility, the
Interconnection Request should be evaluated at the lower capacity.

84.  American Forest, Cummins, Nevada Power, NRECA, and Tangibl also state that
the Interconnection Request should be evaluated on the basis of requested capacity, not
the maximum capability of the generator, if the Interconnection Customer commits to
restrict the output. American Forest says that this is important for generators that
consume most of their electrical output on-site in various manufacturing processes and
export only a small fraction of their output. In its supplemental comments, Small
Generator Coalition proposes a special set of tests that could be used to determine whether
these kinds of configurations jeopardize safety and reliability.

Commission Conclusion

85.  We are persuaded that the Interconnection Request should be evaluated based on
the Small Generating Facility's maximum rated capacity. We agree with commenters that
evaluating the proposed interconnection at less than the maximum rated capacity of the
generating facility does not ensure that proper protective equipment is designed and
installed and the safety and reliability of the Transmission Provider's electric system can
be maintained.

86.  Nevada Power and other commenters propose that the Interconnection Request be
evaluated on the basis of requested capacity if the Interconnection Customer agrees to
restrict the output of its facility. We agree with NYTO, however, that even if the Small
Generating Facility delivers only a portion of its capability, it still contributes its full fault
current to the Transmission Provider's electric system if there is an electrical fault.
Therefore, the maximum capacity of the Small Generating Facility should be used to
evaluate the Interconnection Request (See section 4.10.3 of the SGIP).



Docket No. RM02-12-000 -30 -

Evaluating Small Generating Facilities with Multiple Points of
Interconnection

87.  The Small Generator Interconnection NOPR invited comments on whether Small
Generating Facilities with multiple Points of Interconnection (such as for a wind farm or
an industrial cogeneration project serving multiple facilities) should be treated as separate
projects or as a single project for queuing and interconnection study purposes.

Comments

88. BPA, CAISO, ISO New England, and Tangibl argue that Small Generating
Facilities with multiple Points of Interconnection should be treated as a single project for
queuing and interconnection study purposes. BPA states that this promotes greater
efficiency and accuracy because the effects of all the generators can be evaluated in one
study. According to commenters, evaluating each Point of Interconnection as a discrete
facility may not account for the aggregate effects when multiple generation resources are
interconnected.

89.  Tangibl recommends adopting PJM's approach of one Interconnection Request for
each Point of Interconnection. Tangibl states that the Interconnection Customer should
aggregate the capacity of the multiple wind or solar projects that lie in close proximity to
one another. However, for geographically dispersed wind or solar projects, it
recommends that the project developer be able to ask the Transmission Provider to treat
each project individually for interconnection study purposes.

90. Central Maine, Idaho Power, and others argue that evaluating Interconnection
Requests based upon a single Point of Interconnection may produce flawed results
because it may identify Upgrades incorrectly.

91. NYTO recommends that the Transmission Provider have the option, subject to
Good Utility Practice, to either treat such projects separately for queuing and
interconnection study purposes, or as a single Point of Interconnection. This is because
each proposed Point of Interconnection presents numerous technical, operational, and
reliability issues.
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Commission Conclusion

92. We adopt NYTQ's proposal for the reasons cited by NYTO. The Transmission
Provider's evaluation of a project with multiple Points of Interconnection should be
performed, using Good Utility Practice, based on the project’s unique engineering and
geographic needs.

93. Dispute Resolution (Proposed SGIA Article 8 and Proposed SGIP Section
2.11)** — The Commission proposed adopting the same dispute resolution procedures
contained in the LGIA and LGIP. This was a departure from Joint Commenters' proposal
submitted in response to the ANOPR which obliged the Commission to supply technical
experts to resolve disputes between the Parties.

Comments

94.  Commenters were split as to which type of dispute resolution procedures should be
adopted by the Commission. Small generator proponents generally support allowing
either Party to require binding arbitration, while Transmission Providers generally oppose
such provisions. However, all commenters stress the need for quick and cost-effective
dispute resolution.

95. CT DPUC argues that the procedures in the Small Generator Interconnection
NOPR are too cumbersome and that state commissions are best positioned to resolve
disputes in a fair manner, especially disputes over dual use facilities.

96. NRECA and BPA support adopting the dispute resolution procedures in the LGIA.
However, BPA opposes binding arbitration and asserts that the Parties should keep
whatever appeal rights they have.

97.  Small Generator Coalition argues that most Interconnection Customers that own
Small Generating Facilities do not have the resources to enter into protracted dispute
resolution procedures with the larger Transmission Provider. It argues that complex
dispute resolution procedures may discourage Small Generating Facilities from seeking to

> In the remainder of this Preamble, "Proposed SGIA Article xxx" refers to a
numbered article in the Small Generator Interconnection NOPR, not the SGIA adopted in
this Final Rule. The same follows for references to the Proposed SGIP. This is because
the numbering of the SGIP and SGIA does not follow the Proposed SGIP and SGIA.
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interconnect with Commission-jurisdictional facilities. Small Generator Coalition
questions why the Commission would propose retreating from the ANOPR consensus
result. It fears that Transmission Providers will simply refuse to submit to arbitration,
forcing an Interconnection Customer to engage in expensive and undefined litigation.
This is particularly true for owners of Small Generating Facilities no larger than 2 MW.

98.  AEP proposes that either Party be able to require binding arbitration. It states that
this approach is consistent with the consensus reached during the ANOPR process.
Cummins agrees, asserting that otherwise one Party can obstruct the process. It points out
that Interconnection Customers often lack the financial resources to pursue their rights
before the Commission or in court, and need access to low-cost, binding dispute resolution
procedures.

99.  American Forest proposes allowing the Parties to agree on other arbitration
procedures if they want to further tailor the procedures to the needs of the specific Parties.
It claims that this is the approach common in the industry.

100. Midwest ISO recommends that where an RTO has Commission-approved dispute
resolution procedures, it be allowed to apply those procedures to interconnection disputes.

101. NARUC requests that the Commission adopt the dispute resolution provisions
found in its Model. It argues that “[e]ach State already has in place a variety of avenues
for dispute resolution oriented to protect the interests of the retail customer, ranging from
a simple phone call to a State commission or consumer advocate ‘consumer hotline' to a
full-blown complaint proceeding conducted by the State Commission."** Specifically, the
NARUC Model states that "[i]f a dispute arises at any time during these procedures [the
Parties] may seek immediate resolution through complaint procedures available" through
the state regulatory commission.>®* The Model (1) states that the Interconnection
Customer's Queue Position is not to be affected by its decision to pursue dispute
resolution, (2) allows either Party to require binding arbitration, (3) allows the Parties to
request that the state regulatory agency appoint a "technical master" to conduct the dispute

%2 NARUC at 12-13.
% NARUC Model at F.
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resolution process, and (4) states that "where possible, dispute resolution will be
conducted in an informal, expeditious manner in order to reach resolution with minimal
costs and delay. When appropriate and available, the dispute resolution may be conducted
by phone or through Internet communications."*

102. Joint Commenters, in its supplemental comments, proposes that the Commission's
Dispute Resolution Service (FERC DRYS) assist Parties in resolving their disputes. Under
Joint Commenters' proposal, one Party would give the other Party written notice that they
have reached an impasse. As soon as two days afterwards, either Party may consult with
FERC DRS for guidance on how best to resolve the dispute. FERC DRS may provide the
Parties with a neutral venue to work out their dispute or may recommend alternative
avenues of dispute resolution including, but not limited to, mediation, settlement judge
talks, early neutral evaluation, or arbitration. The Parties could agree to make such
outcomes binding, but would not be required to so agree, or even to participate in
alternative dispute resolution procedures before FERC DRS.

Commission Conclusion

103. We are adopting a dispute resolution provision for both the SGIP and SGIA that
closely resembles the consensus recommendation of Joint Commenters. As the widely
disparate recommendations show, different types of interconnection disputes require
different types of dispute resolution procedures. Small Generator Coalition and others
emphasize the need to avoid expensive and time consuming arbitration provisions.
According to these commenters, if a project is forced to go to arbitration, it will likely
never be built. Instead, Joint Commenters reached consensus on a set of principles
designed to encourage the Transmission Provider and the Interconnection Customer to use
fast and low cost alternative dispute resolution procedures to work through their
differences.

104. Because the nature of the disputes that may arise are so varied, this approach will
allow FERC DRS to make specific recommendations to the Parties designed to resolve the
dispute quickly and inexpensively. In some cases, FERC DRS may simply provide the
Parties a neutral venue to discuss their differences. In other cases, FERC DRS may
recommend that the Parties put their case before a settlement judge or technical master for
either mediation or arbitration. The Parties are free to specify whether the outcome of this
alternative dispute resolution is binding.

|,
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105. As recommended by Joint Commenters, we will not mandate that the Parties use
the FERC DRS' resources. Alternative dispute resolution is, by its nature, a collaborative
and voluntary process. However, both Parties must work in good faith to resolve their
disputes. Additionally, the provision specifies that each Party is responsible for paying
one-half of the cost of a neutral third-party employed to assist in settling the dispute.

106. We agree with CT DPUC, NARUC, and Joint Commenters (in its supplemental
comments) that a state regulatory agency may often be the best place to quickly resolve a
dispute. As mentioned above, the FERC DRS is well-equipped to recommend to Parties
the best avenue for resolving a dispute. In many cases, that may be a state regulatory
agency, if that body is willing to mediate or arbitrate the dispute.>

107. While we are allowing Parties to select a dispute resolution process, we count on
FERC DRS to ensure that both Parties are treated fairly. Thus, we disagree with
American Forest that the Parties should be able to deviate from the established dispute
resolution procedures without Commission guidance or oversight. While flexibility is
important, as many commenters have pointed out, the Parties are rarely on an equal
footing. Thus, we will scrutinize the process to ensure that Interconnection Customers are
treated fairly, especially by non-independent Transmission Providers.

108. In response to Midwest ISO's request to include 1SO-specific dispute resolution
rules, under the independent entity variation, it and other independent Transmission
Providers may propose such a plan in their compliance filings.

109. Confidentiality (Proposed SGIA Article 7 and Proposed SGIP Section 2.11) -
These provisions detailed the rights and responsibilities of each Party to keep any
Confidential Information shared during the interconnection process.

>> The Commission does not require states to serve a dispute resolution function; it
lacks the statutory authority to do so. However, because commenters argue that state
participation could be beneficial, we encourage states that have the expertise, resources,
and interest to help resolve these disputes as they arise.
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Comments

110. Awvista and Idaho Power assert that the confidentiality provisions should give state
regulators conducting an investigation the same access to confidential information as is
provided to the Commission when it conducts an investigation. Avista also requests that
the Commission address recent rulings by the Internal Revenue Service applicable to
confidential transactions. Similarly, NARUC is concerned that the proposed
confidentiality provisions might prevent state regulators from getting the information they
need in the course of conducting an investigation. The NARUC Model SGIP includes a
confidentiality provision that is similar to that proposed in the Small Generator
Interconnection NOPR. The NARUC Model SGIA simply leaves a place holder to be
filled in by the Parties.

111. Southern Company argues that Proposed SGIA article 7.1 should specify that
information supplied "as part of this [interconnection] agreement™ be confidential rather
than information supplied "prior to execution of this agreement.” It also says that
Proposed SGIA article 7.12 allows a broader class of information to qualify for
confidential treatment than does article 7.1, and proposes deleting article 7.12. Finally,
article 7.4 should be revised to prohibit the Interconnection Customer from sharing
Confidential Information with "potential purchasers or assignees of the Interconnection
Customer."

112. In its supplemental comments, Joint Commenters propose the following provision
in lieu of the proposal:

Confidential Information is as defined in this Agreement but does not
include information previously in the public domain, required to be
publicly submitted or divulged by Governmental Authorities (after
notice to the other party and after exhausting any opportunity to
oppose such publication or release), or necessary to be divulged in an
action to enforce this agreement. Each party receiving Confidential
Information shall hold such information in confidence and shall not
disclose it to any third party nor to the public without the prior
written authorization from the party providing that information,
except to fulfill obligations under this agreement, or to fulfill legal or
regulatory requirements. Each party shall employ at least the same
standard of care to protect Confidential Information obtained from
the other party as it employs to protect its own Confidential
Information. Each party is entitled to equitable relief, by injunction
or otherwise, to enforce its rights under this provision to prevent the
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release of Confidential Information without bond or proof of
damages, and may seek other remedies available at law or in equity
for breach of this provision.

Commission Conclusion

113. We are adopting confidentiality provisions in both the SGIP and SGIA that closely
resemble those proposed by Joint Commenters. While the provisions we adopt here are
shorter than those in the LGIP and LGIA, they are similar in content.

114. To clarify the Commission's right to otherwise Confidential Information during an
investigation, we include an SGIA provision similar to LGIA article 22.1.10.° This
addition also clarifies that a Party is not prohibited from disclosing Confidential
Information to a state regulatory body where the state regulatory body has the authority to
request the information.

115. We deny Southern Company's request to remove proposed language allowing the
Interconnection Customer to share Confidential Information with potential assignees and
financers. The Interconnection Customer must be able to share such information to secure
financing and remain competitive. However, we are modifying the provision to specify
that any such person receiving Confidential Information agree to abide by the same
confidentiality rules as the Parties.”” We agree with Southern Company that
confidentiality should apply to all information shared between the Parties; however, its
proposal is obviated by the new language.

116. Keeping the Small Generator Interconnection Rules Current — The Small
Generator Interconnection NOPR did not envision that the SGIP and SGIA would be
periodically revised.

% See Order No. 2003-A at P 486.
57 1d. at P 490.
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Comment

117. Inits supplemental comments, Small Generator Coalition asks the Commission to
adopt a mechanism to allow periodic revisiting of its interconnection rules as the industry
evolves. It proposes that the Commission encourage or charter a stakeholder committee to
meet periodically to consider and recommend consensus proposals for changes.

Commission Conclusion

118. We commend the persistence of the Joint Commenters who met on numerous
occasions over the duration of this proceeding to aid the Commission in its decision-
making. As one can see in the contents of this Final Rule, those negotiations have been
very successful. We believe Small Generator Coalition's proposal has merit. We ask the
Joint Commenters to take the lead in this process, and encourage interested entities to
continue to work together on small generator interconnection issues. We are asking this
informal group to meet biennially, beginning two years from the issuance of this order, to
consider and recommend consensus proposals for changes in the Commission’s rules for
small generator interconnection. The Commission will provide appropriate resources to
facilitate the process. To the extent that this group identifies needed changes, they may
file a petition to amend the Commission's regulations. The Commission will review the
petition and, if appropriate, notice that petition for public comment.

D. Issues Related to the Interconnection Request

119. The Interconnection Request is the application form that the Interconnection
Customer uses to start the process of interconnecting its Small Generating Facility with
the Transmission Provider's Transmission System. The issues discussed below either did
not arise in the Large Generator Interconnection proceeding or we conclude that a
different conclusion should apply to Small Generating Facilities.

120. Processing Fees and Study Deposits — The Proposed SGIP set out a fixed
processing fee schedule for processing all Interconnection Requests. The amount of the
fee was to be tied to the size of the Small Generating Facility. Small Generating Facilities
no larger than 2 MW in size would be charged the greater of (1) $0.50/KVA rating, or
$100 for single phase generators no larger than 25 kVA or (2) $500 for generators larger
than 25 kVA. The fee for a Small Generating Facility larger than 2 MW but no larger
than 10 MW would be $1,000, and the fee for one larger than 10 MW would be $2,000.

In addition, if the Small Generating Facility was to be evaluated using the interconnection
studies, the Interconnection Customer would pay a deposit prior to each study that would
be applied to the Transmission Provider's actual costs of performing the study.
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Comments

121. NARUC urges that the processing fee be cost-based so that there is no
subsidization by either the Transmission Provider or the Interconnection Customer.

122. NRECA generally supports a fixed processing fee approach, but says that the
proposed fees are unrelated to the actual cost of conducting the analysis under the screens.
It asks the Commission to let each Transmission Provider file fees that are designed to
recover the actual cost of conducting the analysis under the screens.

123. NYTO asks the Commission to clarify that the proposed fee covers administrative
and engineering costs not covered by other fees. PacifiCorp states that it does not appear
that the owner of a Small Generating Facility no larger than 2 MW would pay any fee
other than the fee to conduct the analysis under the screens. It asks the Commission to
require the owner of such a generator to pay the actual cost of interconnection, if any,
beyond the processing fee.

124. Southern Company states that the proposed processing fee schedule conflicts with
the deposit provisions of the proposed interconnection study agreements. It argues that a
Small Generating Facility interconnecting at the transmission level should submit an
interconnection feasibility study deposit rather than the application fee because it appears
that the processing fee is a charge for conducting the analysis under the screens. Southern
Company also states that evaluating an Interconnection Request for a non-certified Small
Generating Facility requires time and effort, and the Interconnection Customer should pay
twice the processing fee assessed to the owner of a certified Small Generating Facility.

Commission Conclusion

125. Under this Final Rule, the Interconnection Customer shall submit with its
Interconnection Request a processing fee or feasibility study deposit, but not both,
depending on how the Interconnection Request is to be evaluated. If it is to be evaluated
using the Study Process, which usually includes a scoping meeting and feasibility, system
impact, and facilities studies, the Interconnection Customer shall make a deposit towards
the cost of the feasibility study at the time the Interconnection Request is submitted to the
Transmission Provider. The amount of the deposit is the lesser of 50 percent of the good
faith estimated feasibility study costs or $1,000. If the Interconnection Request is to be
evaluated using the Fast Track Process, it is to be accompanied by a $500 processing fee.
If the Interconnection Request is to be evaluated using the 10 kW Inverter Process, it is to
be accompanied by a $100 processing fee.
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126. The purpose of the $100 and $500 processing fees is to recover the Transmission
Provider's costs of evaluating Interconnection Requests under the 10 kW Inverter Process
and Fast Track Process, respectively. This approach to fees is simple, easy to administer,
and gives many Interconnection Customers the cost certainty they need to move forward
with their projects. However, because administratively fixed fees will sometimes either
under- or over-recover a particular Transmission Provider's costs, we will allow the
Transmission Provider to charge a cost-based fee for processing Interconnection Requests
if it has first made an appropriate rate filing with appropriate detailed cost justification
under FPA section 205.*® If the Transmission Provider decides to revise its processing fee

schedule through a rate filing, the revised fees would, of course, apply prospectively to all
new Interconnection Requests under the Fast Track Process or the 10 kW Inverter Process.
Otherwise, the processing fees in the SGIP will serve as a default.

127. Given our concerns about the need for many Interconnection Customers to know
beforehand the costs they will incur for the evaluation of their Interconnection Request
under the screens, we will disallow formula rates or true up provisions in any rate
submission. The cost support for the filed fixed processing fee schedule (designed in a
manner similar to the processing fees in the SGIP) shall reflect the Transmission
Provider's costs for processing Interconnection Requests under the Fast Track and the
10 KW Inverter Processes, as it would for the embedded cost based pricing of any other
jurisdictional service.

128. Southern Company's first comment highlights an unintended inconsistency in the
NOPR. To clarify, the fixed processing fee schedule delineated above is only for
submissions under thel0 kW Inverter Process and the Fast Track Process which use the
technical screens. A submission under the Study Process instead will include a deposit
towards the Transmission Provider's cost of performing the feasibility study, not both a
deposit and a processing fee. However, an Interconnection Customer whose proposed
interconnection fails the Fast Track Process or the 10 kW Inverter Process and is then
evaluated under the Study Process would pay both the fixed processing fee with the initial
submission and then a feasibility study deposit before the Study Process begins.

*8 16 U.S.C. § 824d (2000); see also 18 CFR § 35.12 (2004).
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129. Receipt Confirmation and Requests for Additional Data — Proposed SGIP
sections 3.2 and 4.2 govern the submission and receipt of the Interconnection Customer's
Interconnection Request.

Comments

130. Central Maine argues that the Transmission Provider should be able to use
alternative methods to mail, such as fax and overnight delivery services, to tell the
Interconnection Customer that it has received the Interconnection Request. It also asks
that the Commission increase the Transmission Provider's notification time period from
ten to fifteen Business Days. Central Maine and EEI note that the Interconnection
Customer does not have a deadline to supply missing information. They recommend that
the Commission establish ten Business Days as the deadline and to state that failure to
provide such information within that time will result in the Interconnection Request being
deemed withdrawn.

Commission Conclusion

131. We agree that the Transmission Provider may use alternate methods of confirming
receipt of the Interconnection Request. The notification requirement is needed because it
provides a date certain for affirming that the Transmission Provider has received the
Interconnection Request. We also decline to increase the time by which the
Interconnection Customer must be told whether the Interconnection Request is complete.
Ten Business Days is sufficient time for the Transmission Provider to make an initial
assessment as to whether the requisite information has been provided; an in-depth
evaluation of the project is not required during this period. However, we agree with
Central Maine and EEI that the Proposed SGIP does not address when the Interconnection
Customer must furnish the missing information. Accordingly, the SGIP provides that the
Interconnection Customer has ten Business Days after receipt of the notice to submit the
missing information or to provide an explanation as to why extension of time is needed to
provide such information. If the Interconnection Customer does not provide the missing
information or a request for an extension of time within the deadline, the Interconnection
Request shall be deemed withdrawn.

132. Interconnection Products and Service Options — The Proposed Interconnection
Request would have directed the Interconnection Customer to state whether it intends to
participate as a "Network Resource,” "Energy-Only Resource,” "Non-Exporting Resource
Participating in a Wholesale Market," or "Other."
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133. Alabama PSC, EEI, Mississippi PSC, Southern Company, and others are concerned
that the Interconnection Request could be construed to mean that a Small Generating
Facility is eligible for the same Network Resource Interconnection Service that Order
No. 2003 makes available to Large Generating Facilities. They argue that this service
should not be provided to a Small Generating Facility. For example, Alabama PSC and
Mississippi PSC argue that a Small Generating Facility does not meet the basic
prerequisites to receive a "network" type of service. They state that Small Generating
Facilities almost universally interconnect with either "distribution™ or sub-transmission
facilities that are not "networked" but are radial in nature. The costs to make such
facilities networked to provide such a service would be prohibitive. Southern Company
asks that the references to resource options be deleted. TAPS states that the Small
Generator Interconnection NOPR correctly dispenses with Order No. 2003's Network
Resource Interconnection Service, which TAPS claims is incompatible with Network
Integration Transmission Service under the OATT.

134. Taking the opposite view, National Grid states that the Commission should
establish two interconnection products for Small Generating Facilities, arguing that
Energy Resource Interconnection Service and Network Resource Interconnection Service
are just as important for a Small Generating Facility as they are for a Large Generating
Facility. National Grid states that Network Resource Interconnection Service has
important market implications for new resources, because only generating facilities that
meet this interconnection standard should qualify for installed capacity credits. It argues
that Small Generating Facilities should have the option of being studied as deliverable
network resources so that they may be eligible for such credits. If the Commission does
not mandate two separate interconnection products for Small Generating Facilities,
National Grid requests that, at a minimum, the single interconnection product ensure
deliverability of generating facility output, consistent with the Commission’s ruling in
New England with respect to large generator interconnections.™

135. NARUC asks the Commission to remove the category "non-exporting resource
participating in a wholesale market" from the Interconnection Request. It notes that the
Interconnection Request instructs the Interconnection Customer to declare its intention to
sell electricity at wholesale in interstate commerce. However, the phrase "non-exporting

> New England Power Pool (New England), 109 FERC { 61,155 at P 43-44
(2004).
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resource participating in a wholesale market," which is used nowhere else in the Small
Generator Interconnection NOPR, raises unnecessary questions and extends its reach far
beyond its stated intention.

136. PacifiCorp states that none of these service categories is defined in the Proposed
SGIP and that the significance of each designation is unknown. It argues that the different
service options must be defined in the SGIP and that the additional information needed to
permit a Transmission Provider to conduct studies must be provided. PacifiCorp asks the
Commission to explain the significance of "Non-Exporting Resource Participating in a
Wholesale Market" and "Other.” It adds that there should be an opportunity for comment
on the workability of these proposals and on what information a Transmission Provider
may need to provide this kind of interconnection service.

137. SoCal Edison seeks clarification that, to interconnect a Small Generating Facility
with a Distribution System, the Transmission Provider must study deliverability® on the
system, even if no delivery service is sought on either the Transmission or Distribution
System. In studying distribution-level interconnections, the Small Generating Facility is
assumed to be running at maximum output and the power is flowing onto the directly
attached distribution facility. SoCal Edison argues that there is no way to study an
Interconnection with the Distribution System without assuming power flows on that
Distribution System.

138. SoCal Edison further argues that, unlike an energy resource on a Transmission
System, the generator cannot for safety and reliability reasons opt to generate only when
distribution “capacity" is available because the characteristics of a Distribution System
(i.e., radial) differ from those of a Transmission System (i.e., network). Given how a
Distribution System operates, the provision of distribution interconnection service in the
absence of a wholesale distribution service request is a meaningless exercise, and there are
considerable efficiencies in requesting and studying the two services at the same time.
Also, SoCal Edison is concerned that some Interconnection Customers may not realize
that a separate rate may be charged to use the Distribution System in addition to the
Transmission System. It states that the Commission should clarify that both
interconnection and wholesale delivery service may be required. Although SoCal Edison

% Deliverability refers to the ability of the electric system to accept the Small
Generating Facility's output without regard to the ultimate point of delivery.
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does not believe that the Commission needs to require that wholesale distribution service
and distribution-level interconnection service be provided only on a bundled basis, it asks
the Commission to permit "bundled"” applications like those under SoCal Edison's
Wholesale Distribution Access Tariff.

Commission Conclusion

139. We clarify that the resource options listed in the Small Generator Interconnection
NOPR's Interconnection Request are not interconnection service options. Rather, they are
merely the possible ways the Interconnection Customer may use its Small Generating
Facility once delivery service begins. The purpose of this information is to give the
Transmission Provider an early indication of how the Small Generating Facility is likely
to operate. The one interconnection service that the Commission proposed to make
available to the Small Generating Facility is similar to the Energy Resource
Interconnection Service that is offered under the LGIA. Nevertheless, based on the
comments, we are concerned that requesting service-related information in the
Interconnection Request could lead to misunderstanding. Because the information is
related to the delivery component of transmission service, not interconnection service, it is
not needed in the SGIP's Interconnection Request form. Therefore, we are removing this
information from the Interconnection Request. This should address the concerns of most
commenters.

140. Inresponse to National Grid, we note that the LGIA's more expansive Network
Resource Interconnection Service is intended to give the Interconnection Customer broad
access to the backbone of the Transmission Provider's Transmission System. In essence,
it allows the generating facility to pre-qualify as a Network Resource for any Network
Customer on the Transmission System and, as National Grid notes, may make it eligible
for installed capacity credits. Because Network Resource Interconnection Service entails
high technical standards, we expect that an Interconnection Customer, particularly one
interconnecting at a lower voltage, would rarely find this service to be efficient or
practical. Nevertheless, we do not want to preclude it from choosing this option. If it
wishes to interconnect its Small Generating Facility using Network Resource
Interconnection Service, it may do so. However, it must request interconnection under the
LGIP and execute the LGIA.

141. Inresponse to SoCal Edison's request for clarification, we note that the SGIP lets
the Transmission Provider study the potential impacts of the proposed interconnection on
the Distribution System. Also, we clarify that nothing in this Final Rule (which concerns
interconnection service only) prevents the Transmission Provider from evaluating the
Interconnection Request and requests for wholesale distribution service and transmission
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delivery service simultaneously. However, the Transmission Provider may not require the
Interconnection Customer to request wholesale distribution service or transmission
delivery service as a condition for granting a request for interconnection service. We
expect the Transmission Provider to explain to the Interconnection Customer what
delivery services may be needed to meet its needs.

142. Ministerial Changes to the Interconnection Request — The Proposed
Interconnection Request was crafted largely by Joint Commenters in response to the
ANOPR. Itis similar in many respects to the NARUC Model. Joint Commenters in its
supplemental comments submitted ministerial changes to the Proposed Interconnection
Request. Other commenters® also seek changes to the Interconnection Request, most
reflecting misplaced or missing technical information. The Interconnection Request we
adopt in this Final Rule largely tracks the NARUC Model version and also reflects many
of the changes proposed by the commenters.

E. Issues Related to the SGIP

143. Using Voltage Level to Determine Which Procedures Apply — The Proposed
SGIP divided Interconnection Requests into two groups for initial processing based on the
voltage level of the interconnection. Interconnections to High-Voltage (at or above 69
kV) would be evaluated using the interconnection studies. Interconnection to Low-
Voltage (below 69 kV) would be processed differently depending upon the size and the
certification status of the Small Generating Facility as explained below. An
Interconnection Request for a certified Small Generating Facility no larger than 2 MW
interconnecting at Low-Voltage would be evaluated using super-expedited screening
criteria; an Interconnection Request for a Small Generating Facility no larger than 10 MW
interconnecting at Low-Voltage would be evaluated using expedited screening criteria;
and an Interconnection Request for a Small Generating Facility larger than 10 MW but no
larger than 20 MW interconnecting at Low-Voltage would be evaluated using the
interconnection studies. If an Interconnection Request did not pass the super-expedited
screening criteria or expedited screening criteria, it would be evaluated using
interconnection studies.

61 E.q., Bureau of Reclamation, Central Maine, Cummins, EEI, Joint Commenters,
Northwestern Energy, NYTO, PacifiCorp, PG&E, and Small Generator Coalition.
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144. Several commenters® object to using voltage level to distinguish which review
process initially applies to an Interconnection Request. They argue that the distinction
should be based on whether the Small Generating Facility is being interconnected with
distribution or transmission facilities. The decision should be consistent with the physical
facilities and operational realities of the electric system. They also contend that electric
system configurations vary widely in terms of voltage levels and that the effect of an
interconnection is not necessarily determined by voltage, but also by location and size of
the Small Generating Facility. In addition, they state that this distinction was not a part of
the ANOPR proposal and that using voltage to distinguish which set of procedures applies
is confusing.

145. In its supplemental comments, Joint Commenters propose using whether the
proposed interconnection is with a transmission line (i.e., interconnections with
transmission lines may not be evaluated using the technical screens) to determine whether
screens may be used to evaluate the proposed interconnection.

Commission Conclusion

146. For the reasons given above, we agree with commenters that interconnection
voltage should not be used as a determinative factor for whether the Interconnection
Request may be evaluated using the technical screens. Instead, we are adopting the
technical screens proposed by Joint Commenters in its supplemental comments. The
SGIP specifies that an Interconnection Request for a certified Small Generating Facility
no larger than 2 MW shall be evaluated using the technical screens, either under the Fast
Track Process or the 10 kW Inverter Process, whichever applies. Under the first provision
of the screens, SGIP section 2.2.1.1, the proposed Small Generating Facility’s Point of
Interconnection must be on a portion of the Transmission Provider’s Distribution System
that is subject to the Tariff.®®

%2 E.g., CA 1SO, EEI, ldaho Power, PG&E, PSE&G, SoCal Edison, and Southern
Company.

% As noted above, “transmission" is both an engineering term of art and a term
used in the FPA. As used in the technical screens, "transmission” is used in the
engineering sense, not in a jurisdictional sense. Likewise, references in other technical
screens to "radial distribution circuits,” ""3-phase primary distribution lines," and other
uses of the word distribution are used in an engineering sense, not in a jurisdictional sense.
(Footnote continued on next page)
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147. Certification of the Small Generating Facility (Proposed SGIP Section 3.1) — In
the Small Generator Interconnection NOPR, the Commission proposed that
Interconnection Requests for certified generators no larger than 2 MW would be reviewed
using the super-expedited screening criteria that employed technical screens. The
Commission also noted that Joint Commenters (in its response to the ANOPR) preferred
that the Commission itself implement a single, uniform, nationwide process for the
certification of Small Generating Facility equipment packages no larger than 2 MW.%*
The Commission proposed, however, that this function instead be performed by an
industry-recognized testing organization. In addition, the Commission requested
comments as to whether IEEE 1547 (Standard for Interconnecting Distributed Resources
with Electric Power Systems), together with other technical industry documents, could be
the basis for a national certification standard.

Comments

148. Commenters generally agree with the value of having a certification process for
Small Generating Facilities. They believe that such a process can speed interconnection
and eliminate the need to “reinvent the wheel™ each time an interconnection is made. In
general, commenters agree that IEEE 1547, in conjunction with other standards, could be
the basis for a certification standard.

149. NYTO requests that the Commission adopt the process and registry proposal
described in the November 12, 2002 Joint Commenters filing. That would have the
Commission maintain a list of certified equipment and to centralize the registry function.
It claims that this would provide certainty to the industry as to which equipment has been
certified and would avoid the development of competing and potentially inconsistent lists
of certified equipment, which could lead to disputes and slow down the interconnection
process.

In no case do we intend that this Final Rule applies to non-Commission-jurisdictional
facilities.

® A "certified" Small Generating Facility is one that has been certified by a
nationally recognized laboratory before the Interconnection Request is submitted to the
Transmission Provider. Such a facility is said to be "certified" for purposes of the
interconnection process.
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150. The NARUC Model certification provision relies on Nationally Recognized
Testing Laboratories (NRTL) to test and certify the safety of electrical equipment used for
the production of electricity. That provision, which was developed for use by state
regulators, requires that the NRTL be used by the state regulatory authority or approved
by the U.S. Department of Energy.

151.  American Forest and others state that if the Commission chooses not to certify and
maintain a registry of equipment, it should establish and oversee a stakeholder process for
the development of certification criteria. Without the Commission's involvement, the
process of establishing certification standards will languish.

152. Cummins and others, however, argue that a nationally recognized testing laboratory
and agencies like the Department of Energy should oversee the certification process.

They also note that a national testing laboratory, such as Underwriter Laboratories,
typically not only tests and verifies the performance of prototype equipment, but also
provides follow-up services to verify that production equipment is designed and
manufactured to the same standards as the tested equipment.

153.  Ameren and others complain that the NOPR does not explain what industry
operational and safety standards are applicable. Likewise, the NOPR does not specify
what is needed to qualify as a national testing laboratory. They claim that leaving these
issues open could lead to unnecessary or improper testing. They recommend that the
Commission (1) adopt a specific set of standards for operation and safety requirements
that are continually updated to meet current safety and reliability requirements set forth by
NERC or the regional reliability councils, and (2) maintain a list of qualified national
testing laboratories.

154. Allegheny Energy argues that certification guarantees the safety and reliability of
the equipment in a stand-alone mode only, but not safety and reliability when the
equipment becomes part of an integrated system.

155. Joint Commenters, in its supplemental comments, proposes a consensus equipment
certification provision that it states was developed under a stakeholder process convened
by the U.S. Department of Energy's Office of Electric Transmission and Distribution. The
participants in the process included Joint Commenter members representing small
generator interests, state regulators, and Transmission Providers, as well as experts from
the electrical equipment manufacturing industry and testing laboratories. Joint
Commenters' proposed certification provision provides that Small Generating Facility
equipment shall be considered certified if (1) it has been tested in accordance with
industry standards for continuous utility interactive operation in compliance with the
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appropriate codes and standards by any NRTL recognized by the United States
Occupational Safety and Health Administration to test and certify interconnection
equipment pursuant to the relevant codes and standards, (2) it has been labeled and is
publicly listed by such NRTL at the time the Interconnection Request is made, and

(3) such NRTL makes readily available for verification all test standards and procedures it
utilized in performing such equipment certification and, with consumer approval, the test
data itself.

Commission Conclusion

156. We agree with Cummins that nationally recognized laboratories should oversee the
certification process and maintain registries of certified equipment. A NRTL not only
tests and verifies the performance of prototypes, but it provides follow-up services to
verify that production equipment is designed and manufactured to the same standards as
the tested equipment. In this Final Rule, we are adopting Joint Commenters' proposal.
This certification provision was vetted by a diverse group of stakeholders and is
fundamentally consistent with the Proposed SGIP as well as the provision contained in the
NARUC Model. We are especially encouraged by the report from Joint Commenters that
one well-known NRTL intends to begin the certification of equipment as soon as the
summer of 2005. This should hasten the development of certified Small Generating
Facilities no larger than 2 MW under the Fast Track and 10 kW Inverter Processes. The
certification provision we adopt in this Final Rule is contained in Attachments 3 and 4 of
the SGIP.

157. Finally, we acknowledge Allegheny Energy's concerns. Electric system safety and
reliability issues are to be addressed when the proposed interconnection of the certified
equipment is evaluated under the Fast Track Process or the 10 kW Inverter Process.

158. Super-Expedited Procedures (Proposed SGIP Section 3) and Expedited
Procedures (Proposed SGIP Section 4.3)* — In the NOPR, proposed SGIP section 3
stated that if the proposed Small Generating Facility is certified, no larger than 2 MW, and
the interconnection is with Low-Voltage facilities, the interconnection would be evaluated

% In the Small Generator Interconnection NOPR, the term Super-Expedited
Procedure referred to the process that used the super-expedited screens and Expedited
Procedure referred to the process that used the expedited screens. In this Final Rule, we
are adopting only one set of screens, which are used in both the Fast Track Process and the
10 kKW Inverter Process.
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using super-expedited screens. Proposed SGIP section 4.3 stated that if the proposed
Small Generating Facility is no larger than 10 MW and the interconnection is with Low-
Voltage facilities, the interconnection would be evaluated using expedited screens.
Proposed SGIP section 4.3 also provided that the expedited screens would be used to
evaluate proposed interconnections that failed the super-expedited screens.

159. The NOPR proposed that if the Transmission Provider determines that the
proposed interconnection fails the super-expedited screens and is not satisfied that the
Small Generating Facility can be interconnected safely and reliably, the Interconnection
Customer can pay for an additional review. The review would not exceed six hours and
would determine whether minor modifications to the Transmission Provider's electric
system (e.g., changing meters, fuses, relay settings) could enable the interconnection to be
made safely and reliably. If the results of the review were positive and the
Interconnection Customer agreed to pay for these minor modifications, the Transmission
Provider would tender an executable SGIA to the Interconnection Customer.

Comments

160. Joint Commenters, Small Generator Coalition, and NARUC recommend that the
Commission require the use of screens to evaluate Interconnection Requests. NARUC
and Small Generator Coalition initially proposed using two sets of screens. However,
Joint Commenters (which includes both NARUC and Small Generator Coalition) now
recommends adopting a single set of screens that serves the same purpose as the two
initially proposed.

161. Several commenters®® asked that the screens be clarified, modified, or eliminated.
EEI recommended that the screens be available only for interconnection with radial
facilities.

162. Cinergy, EEI, Idaho Power, NYTO, and others maintain that even if the Small
Generating Facility is certified and passes the screens, there is no assurance that safety and
reliability or the quality of service is not degraded as a result of the interconnection.
Cinergy and EEI argue the rule should require a showing that the interconnection does not
degrade safety and reliability.

66 E.q., Ameren, BPA, Bureau of Reclamation, Central Maine, Cinergy, EEI,
Exelon, MISO, NRECA, NYPSC, NYTO, PG&E, PJM, and Southern Company.
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163. BPA and Central Maine oppose limiting the additional review to six hours, arguing
that each interconnection is unique.

164. PJM argues that the Final Rule should not allow screens to be used in lieu of the
feasibility study. It claims that while screens allow a project to be expedited, they do not
necessarily provide the type of information needed by the Interconnection Customer to
determine whether the project is viable (e.g., information concerning the estimated cost of
interconnection or the effects on other projects).

165. BPA claims that it is unreasonable to hold the Transmission Provider to stringent
deadlines without establishing corresponding deadlines for the Interconnection Customer.
MISO and BPA contend that the timelines do not give the Transmission Provider
sufficient time to review the Interconnection Request. MISO proposes that the
Transmission Provider be permitted to notify the Interconnection Customer if it is unable
to meet the target date, along with the reasons for delay.

166. NRECA and others ask the Commission to reduce the maximum size of a facility
that may be evaluated under the screens to as small as 3 kW. In its supplemental
comments, Small Generator Coalition argues against imposing any size limits.

167. Southern Company argues that certain base case assumptions are necessary for an
accurate representation of the electric system when an Interconnection Request is
evaluated under screens. It would like the evaluation to include all pending higher-queued
Interconnection Requests because only then could the effect of an Interconnection Request
be truly determined.

Commission Conclusion

168. In SGIP section 2.2.1, we are adopting a single set of screens submitted by Joint
Commenters in its supplemental comments, with minor editorial changes. These are the
screens that would be applied in the Fast Track and the 10 kW Inverter Processes. We are
adopting only one set of screens rather than the two in the NARUC Model and the Small
Generator Interconnection NOPR. The individual screening criteria in this set are very
similar to those in the NARUC Model and closely track both those contained in the Small
Generator Interconnection NOPR and those proposed by Joint Commenters in the
ANOPR process.
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169. The NOPR did not contain a screen that would permit interconnection with a
secondary network® and Joint Commenters were unable to agree on one. We are also not
adopting any additional screen that would permit interconnection with a secondary
network in this Final Rule.

170. We are deleting "and must comply with all requirements of approved industry
standards for interconnection technical specifications and requirements” from one of Joint
Commenters' proposed screens because this language is redundant; a Small Generating
Facility that is being evaluated under the Fast Track Process or 10 KW Inverter Process
must meet the codes, standards, and certification requirements of Attachments 3 and 4 of
the SGIP.

171. Concerns raised by commenters that screens do not accurately reflect the true effect
of the interconnection on safety and reliability are unfounded. We believe the thresholds
used in the screens to be conservative and that there is negligible chance that a proposed
interconnection could pass the screens and actually impact the safety and reliability of the
Transmission Provider's electric system. These thresholds have been vetted by
Transmission Providers, small generator developers, and representatives of state
regulators alike.

172.  We reject Small Generator Coalition's argument that there should be no size
restrictions for Small Generating Facilities whose interconnections may be evaluated
using the screens. We are retaining the proposed 2 MW threshold for certified generators
as a critical eligibility criterion for using the screens. It helps ensure the safety and
reliability of the Transmission Provider's electric system. Small Generator Coalition,
together with a number of Transmission Providers and representatives of state regulatory
agencies, vetted the threshold when submitting the package of screens through Joint
Commenters' supplemental comments.

173. Inresponse to objections to the NOPR's expedited screening procedures, the Final
Rule SGIP does not include any screens for Small Generating Facilities larger than 2 MW.
Accordingly, only a request to interconnect a certified Small Generating Facility no larger
than 2 MW shall be evaluated using the screens. A request to interconnect a Small

°” A secondary network is a type of distribution system that is generally used in
large metropolitan areas that are densely populated in order to provide high reliability of
service to multiple customers. (Source: Standard Handbook for Electrical Engineers, 11"
edition, Donald Fink, McGraw Hill Book Company)
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Generating Facility larger than 2 MW or a Small Generating Facility of any size that is not
certified shall be evaluated using the Study Process.

174. BPA and others oppose limiting the additional review to six hours. We are
eliminating this restriction.®® The SGIP includes a customer options meeting where the
Transmission Provider may propose modifications to the proposed interconnection or the
Small Generating Facility itself, or perform a supplemental review if the Interconnection
Customer agrees to pay for it. This allows the Transmission Provider to determine the
modifications needed to accommodate the interconnection without the need for detailed
and more costly interconnection studies.

175. Southern Company and Joint Commenters (in its supplemental comments) argue
that the Transmission Provider should be allowed to consider the effects of all pending
higher-queued Interconnection Requests when evaluating the Interconnection Request
under the screens. We agree.

176. Queuing Priority (Proposed SGIP Section 4.4) — In the NOPR, the Commission
proposed that each Transmission Provider maintain a single queue per geographic area. A
queue lists Interconnection Requests in the order in which they are received. The Queue
Position determines the order of performing interconnection studies, if required, and the
Interconnection Customer's cost responsibility for any Upgrades to the Transmission
Provider's electric system. In Order No. 2003, the Commission decided that the
Transmission Provider should maintain a single integrated queue per geographic region.
However, RTOs and ISOs have flexibility to propose queues and queuing rules designed
to meet their regional needs.®® We are adopting the same provision here, for the same
reasons. Accordingly, there is no need to separately address again the same comments
raised in this proceeding on that issue.

Comments
177. Small Generator Coalition requests that the Commission establish separate queues

for Large and Small Generating Facilities. Failing that, the Commission should clarify
that the interconnection study periods identified in the SGIP are binding without regard to

% In the Proposed SGIP, the Commission termed this "additional review." In the
SGIP, we adopt the NARUC Model's term "supplemental review."

% Order No. 2003 at P 147.
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the Queue Position of other generating facilities. Alternatively, Small Generating
Facilities should be clustered for study purposes within a given time frame (e.g., 90 days).
It states that requiring a single queue for all generating facilities undercuts whatever
progress has been made in interconnecting Small Generator Facilities. Small Generator
Coalition, Solar Turbines, and others state that, in light of their relatively simple
interconnection requirements, use of off-the-shelf equipment, and minimal effects on the
Transmission Provider's electric system, Small Generating Facilities should be able to be
interconnected quickly. They complain that the interconnection can be delayed by higher-
queued Large Generating Facilities that require longer, more frequent, and more
expensive interconnection studies and restudies.

Commission Conclusion

178. We disagree with Small Generator Coalition that a single queue is unfavorable to
Small Generating Facilities. Although Queue Position determines the order of the
interconnection studies and the cost responsibility for the Network Upgrades necessary to
accommodate the interconnection, it does not determine the order in which the
interconnections are completed.

179. For many Transmission Providers, the requirement to maintain two queues could
actually delay, rather than speed up, the interconnection process. Thus, we are requiring a
Transmission Provider to use a single queue for all Generating Facilities, regardless of
size. Also, the SGIP allows Small Generating Facilities to be interconnected without
going through the Study Process if they pass the screens. However, under the independent
entity variation available to RTOs and I1SOs under this Final Rule, such entities may
propose multiple queues in their compliance filings.”

180. Small Generator Coalition is correct that a non-clustering Transmission Provider
must meet all deadlines established in the SGIP without regard to queue position or queue-
related delays.

181. We reiterate that clustering is the Commission's preferred method for conducting
interconnection studies, and should be seriously considered by all Transmission
Providers.” Clustering of studies allows the Transmission Provider to study multiple

"0 See Order No. 2003 at P 185.
™ 1d. at P 155.
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Interconnection Requests simultaneously, thereby maximizing the effectiveness of its
staff. Clustering may also reduce interconnection study and Upgrade costs; for example,
multiple Interconnection Customers can share the cost of Upgrades.

182. Scoping Meeting (Proposed SGIP Section 4.5) — Proposed SGIP section 4.5
would require the Parties to hold a scoping meeting within ten Business Days after the
Interconnection Request is deemed complete by the Transmission Provider. The purpose
of the meeting is to review the characteristics of the Transmission Provider's electric
system, discuss the technical aspects of the proposed interconnection, and review existing
studies and the results of the application of the technical screens, if applicable. If the
Parties agree that a feasibility study is needed, the Transmission Provider would provide
the Interconnection Customer with a feasibility study agreement.

Comments

183. Central Maine asks that the Transmission Owner also be included in the scoping
meeting. Small Generator Coalition asks that the provision be revised to allow the Parties
to conduct the scoping meeting by telephone.

Commission Conclusion

184. Inthe SGIP, Transmission Provider is defined to include both the Transmission
Provider and Transmission Owner, when they are separate entities. Accordingly, the
Transmission Owner may attend the scoping meeting. Also, there was nothing in the
Proposed SGIP that mandates that the scoping meeting be held face-to-face. We
encourage the Parties to conduct the interconnection process in the most expeditious
manner possible and to take advantage of telephone, fax, and e-mail. Finally, as in Order
No. 2003-A, we are requiring that any scoping meeting between the Transmission
Provider and an affiliate be announced publicly and transcribed, with the transcripts made
available upon request for a period of three years.”> While the Transmission Provider may
redact portions of the transcripts deemed to be commercially sensitive or containing
Critical Energy Infrastructure Information, the Commission will decide which redacted
portions are to be made public.

2 Order No. 2003-A at P 101-107.
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185. Interconnection Studies (Proposed SGIP Sections 4.6, 4.7, and 4.8) — Proposed
SGIP sections 4.6, 4.7, and 4.8 and the associated study agreements described the
feasibility, system impact, and facilities studies (collectively, interconnection studies) and
the Interconnection Customer's cost responsibility for each study. For a Small Generating
Facility larger than 2 MW but no larger than 10 MW interconnecting at Low-Voltage, the
Proposed SGIP would first evaluate the proposed interconnection using expedited screens.
However, if the Transmission Provider believed that the interconnection would undermine
safety and reliability even though the proposed interconnection passed the screens, the
Transmission Provider would pay for the feasibility study if that study subsequently
identified no adverse system impact. The cost of the system impact and facilities studies,
however, would always be paid by the Interconnection Customer.

Comments — Study Cost Obligations

186. Central Maine, Exelon, and PacifiCorp argue that the Interconnection Customer
should always pay for interconnection studies, regardless of the conclusions reached.
Small Generator Coalition maintains that the Transmission Provider should pay for the
feasibility study only if it shows no adverse impact.

Commission Conclusion

187. The Interconnection Customer should pay for all of the interconnection studies,
regardless of the conclusions reached, because it is unreasonable to shift this cost to other
transmission customers that do not benefit from the studies, which is what would occur if
the Transmission Provider were to pay for them. The Transmission Provider should, of
course, use existing studies instead of performing additional analyses to reduce costs for
the Interconnection Customer, whenever possible. The Interconnection Customer is not to
be charged for such existing studies; however, it is responsible for costs associated with
any new study and any modification to an existing study that is reasonably necessary to
evaluate the proposed interconnection.

Comments — Study Requirements

188. PJM and Southern Company argue that a system impact study should always be
performed to detect adverse impacts that may not have been detected in the feasibility
study. Small Generator Coalition argues that in many situations only a feasibility study or
a system impact study is needed, but not both; Parties should be able to agree to skip the
feasibility study. PacifiCorp states that, for a small project, the feasibility study is not
much different from the system impact study and recommends that the former be
eliminated. SoCal Edison argues that the provisions of the SGIP dealing with
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interconnection studies should refer to the distribution provider, if applicable, and the
Transmission Provider. Bureau of Reclamation asks the Commission to clarify that the
Transmission Provider should perform flicker and voltage drop studies.

Commission Conclusion

189. We agree that, on occasion, there may be some overlap between the feasibility
study and the system impact study. For a small project, the distinction may not be enough
to require that both studies be performed. In such cases, it may be reasonable to skip the
feasibility study entirely. Therefore, as the Commission did for Large Generating
Facilities in Order No. 2003-A, we are allowing the Parties to skip the feasibility study
upon mutual agreement. As to SoCal Edison's comment, we do not see any need to
include the term "distribution provider" when referring to SGIP provisions.

Transmission Provider is already defined as "[t]he public utility (or its designated agent)
that owns, controls, or operates transmission or distribution facilities used for the
transmission of electricity in interstate commerce and provides transmission service under
the Tariff." Asto Bureau of Reclamation’s request for clarification, voltage drop, voltage
limit violation, and grounding studies are indeed included in the study process.

Comments — Study Deadlines and Restudy

190. Southern Company, PG&E, and others contend that the proposed interconnection
study deadlines are too short. NARUC proposes giving the Transmission Provider

30 Business Days to complete the feasibility study, 30 Business Days to complete the
distribution system impact study, 45 Business Days to complete the transmission system
impact study, 30 Business Days to complete the facilities study when no Upgrades are
required, and 45 Business Days to complete the facilities study when Upgrades are
required.

191. PacifiCorp states that a restudy provision should be included in the SGIP so that the
Interconnection Request could be restudied if a higher-queued Interconnection Customer
drops out. It argues that the LGIP included a restudy provision for each of the three
studies.

Commission Conclusion

192. We are adopting the deadlines proposed by NARUC and incorporating them in the

interconnection study agreements. They strike a good balance, allowing sufficient time to
complete the studies while ensuring that Small Generating Facilities can be interconnected
within a reasonable time. Also, as noted above, with the exception of payment provisions,



Docket No. RM02-12-000 -57 -

we are replacing "calendar days" with "Business Days" in the SGIP and SGIA. However,
where appropriate, we are revising the number of days to correspond to the actual passage
of time.

193. We disagree that a restudy provision is needed in the SGIP. The very purpose of
the Small Generator Final Rule is to expedite interconnections of Small Generating
Facilities by removing unnecessary delays. While a restudy provision in the LGIP context
is meaningful because system conditions may change between completion of a particular
study and the Parties' signing the LGIA, it is unlikely that any significant change in
system conditions will occur that was not foreseen by the Transmission Provider at the
time of study because the SGIP has a much shorter timeline.

Comments — Post-Operational Evaluation of the Interconnection

194. PacifiCorp argues that, after the Small Generating Facility is operational, an
interconnection may cause problems that were unforeseen when the project was initially
evaluated. For example, wind generators may need to fine tune their reactive power
output. Also, because the certification and screening processes are new, the Transmission
Provider should be permitted to perform post-interconnection reviews and adjustments,
including additional Upgrades, if necessary, to be paid for by the Interconnection
Customer.

Commission Conclusion

195. The purpose of the evaluation processes in the SGIP is to determine the effect the
interconnection will have on the Transmission Provider's electric system. Such
evaluations are also performed to ascertain the Interconnection Customer's cost
responsibility for Interconnection Facilities and Upgrades. We reject PacifiCorp's
proposal because accepting it would make determination of cost responsibility open-ended
and create uncertainty for the Interconnection Customer. Should unforeseen problems
arise, the Parties may make a filing with the Commission and request expedited
consideration.

196. Execution of the SGIA - Although the Proposed SGIP required the Transmission
Provider to deliver an executable SGIA to the Interconnection Customer within a time
certain, the Interconnection Customer had no deadline to sign and return the document to
the Transmission Provider.
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Comment

197. Inits supplemental comments, Joint Commenters propose that the Interconnection
Customer have 30 Business Days to sign and return the SGIA.

Commission Conclusion

198. We adopt Joint Commenters' proposal. The Transmission Provider needs to know
whether the proposed project will go forward. Giving the Interconnection Customer a
deadline within which to act gives the Transmission Provider the certainty it needs for
system planning purposes. The SGIP states that, after receiving an interconnection
agreement from the Transmission Provider, the Interconnection Customer shall have

30 Business Days or another mutually agreeable timeframe to sign and return the SGIA,
or request that the Transmission Provider file an unexecuted SGIA with the Commission.
If that is not done, the Interconnection Request shall be deemed withdrawn.

F. Issues Related to the SGIA

199. Responsibilities of the Parties (Proposed SGIA Article 2.2) — Article 2.2 of the
Proposed SGIA set out each Party's responsibilities under the SGIA. It included the
obligation of the Interconnection Customer to interconnect, operate, and construct its
facilities in a safe manner and to follow Good Utility Practice. It would similarly require
the Transmission Provider to operate its electric system in a safe and reliable manner.

Comments

200. BPA asserts that Proposed SGIA article 2.2 should require the Interconnection
Customer to abide by national and regional reliability rules, such as those developed by
NERC and the Western Electricity Coordinating Council, that are generally applicable to
all generators in a control area or geographic region. Furthermore, according to BPA, the
interconnection agreement should require the Interconnection Customer to abide by any
technical requirements established by the Transmission Provider to govern the safe
interconnection of generating facilities.

201. NARUC offers alternative language laying out the responsibilities of the Parties,
consistent with its Model. Specifically, NARUC proposes replacing article 2.2 with the
following:

Each Party will, at its own cost and expense, operate, maintain,
repair, and inspect, and shall be fully responsible for the facility or
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facilities which it now or hereafter may own or lease unless otherwise
specified in Exhibit A. Maintenance of Interconnection Customer's
Small Resource and interconnection facilities shall be performed in
accordance with the applicable manufacturer's recommended
maintenance schedule.

The Parties agree to cause their facilities or systems to be constructed
in accordance with specifications provided by the National Electrical
Safety Code, the National Electric Code, and as approved by the
American National Standards Institute, and interconnected in
accordance with the Institute of Electrical and Electronics Engineers
standards where applicable.

Interconnection Provider and Interconnection Customer shall each be
responsible for the safe installation, maintenance, repair and
condition of their respective lines and appurtenances on their
respective sides of the Point Of Common Coupling. The
Interconnection Provider or the Interconnection Customer, as
appropriate, shall provide interconnection facilities that adequately
protect the Interconnection Provider's distribution system, personnel,
and other persons from damage and injury. The allocation of
responsibility for the design, installation, operation, maintenance and
ownership of the Interconnection Facilities shall be made part of this
agreement as Exhibit C.

202. Avista states that “the Interconnection Customer should be required not only to
construct its generating facility in accordance with operating requirements to be set forth
in Appendix 4 to the Proposed SGIA, but also to maintain and operate its [Small
Generating Facility] in accordance with such operating requirements.""

203. Nevada Power asserts that the IEEE 1547 standards referred to in Proposed SGIA
article 2.2.4 were never designed to be applied to generating facilities larger than 10 MW
and that in fact “there is no extant national standard that can be reasonably applied to
govern the Interconnection Facilities for Generating Facilities greater than ten

3 Avista at 14.
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megawatts."™ Instead, Nevada Power proposes that until a national standard is developed
to address this 10-20 megawatt gap, the Commission modify article 2.2.4 to read:

Interconnection Customer agrees to cause its facilities or systems to
be constructed in accordance with applicable specifications that meet
or exceed those provided by the National Electrical Safety Code, the
American National Standards Institute, IEEE, Underwriter's
Laboratory, Operating Requirements, and, where the Generating
Facility will have a capacity greater than ten megawatts, the
Transmission Provider's applicable Interconnection Facility standards
in effect at the time of construction . .. .[”]

204. PacifiCorp notes that the Proposed SGIA assumes that the Interconnection
Customer and the Transmission Provider are each responsible for the maintenance of
equipment on its side of the point of change of ownership. But as a practical matter, more
flexibility is needed because non-utility companies cannot usually maintain certain
equipment, such as communications equipment, that is critical to the protection of the
Transmission Provider's electric system. Moreover, the Transmission Provider often owns
and maintains revenue meters on the customer's side of the point of change of ownership.
Therefore, argues PacifiCorp, the SGIA should clarify that unless provided otherwise in
an attachment, each Party is responsible for the equipment on its side of the point of
change of ownership.

205. Small Generator Coalition requests that the Commission restrict the ability of the
Transmission Provider to impose additional technical requirements on the Small
Generating Facility. Otherwise, it fears that Interconnection Customers will be subjected
to additional requirements under the guise of reliability rules that make it difficult to
interconnect in a cost-effective manner. On the other hand, Southern Company contends
that the standards for operating in parallel should be codified in the SGIA. This way, the
Transmission Provider can then confirm that all the requirements are met before granting
the authorization to operate.

4 Nevada Power at 15.

" Id. (Emphasis added to show the new language proposed by Nevada Power.)
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206. In its supplemental comments, Joint Commenters recommends several changes to
Proposed SGIA article 2.2. Specifically, Joint Commenters recommend clarifying that the
Transmission Provider must coordinate with an Affected System operator to complete the
interconnection, but need not negotiate on behalf of the Interconnection Customer. Joint
Commenters also propose changing the last sentence of proposed article 2.2.4 to read:

Interconnection Customer agrees to design, install, maintain, and
operate, or cause the design, installation, maintenance, and operation
of the Generating Facility and Interconnection Customer
Interconnection Facility so as to reasonably minimize the likelihood
of a disturbance, originating on such equipment affecting or
impairing the system or equipment of Transmission Provider, or
Affected Systems.[”®]

Commission Conclusion

207. We are adopting a version of this provision that is based on the NARUC Model and
Joint Commenters' proposals. Redrafting article 2.2 as requested by commenters clarifies
the rights and responsibilities of the Parties and aids them in better understanding their
roles in the interconnection process.

208. Several commenters also ask the Commission to clarify the right of the
Transmission Provider to include supplemental "Interconnection Guidelines," either in the
SGIA or as an attachment to it. As the Commission stated in Order No. 2003-A, the
Transmission Provider may include supplemental interconnection requirements if (1) they
are authorized by the applicable reliability council and (2) the Transmission Provider
Imposes such requirements on itself and all other Interconnection Customers, including its
affiliates.”” We see no reason to depart from this standard. The Commission has
consistently held that an Interconnection Customer must adhere to established reliability
practices within the control area with which it is interconnecting.” The same would be
true for including supplemental guidelines for generators larger than 10 MW, as requested
by Nevada Power.

’® Emphasis added to show the language proposed by the Joint Commenters.
" Order No. 2003-A at P 399.

8 See, e.g., Order No. 2003-A at P 44, Order No. 2003 at P 823, and Order No. 888
at 31,770.
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209. Inresponse to Nevada Power's comments about the applicability of the IEEE 1547
standard to generating facilities no larger than 10 MW, we note that the SGIA states that
this standard is required only "where applicable.”

210. The SGIA also addresses PacifiCorp's concerns over using the point of change of
ownership as the basis for establishing the Parties' respective roles and allows the Parties
to specify their respective roles in SGIA Attachment 2.

211. Metering (Proposed SGIA Article 2.4) — Proposed SGIA article 2.4 would
specify that the Interconnection Customer is responsible for the Transmission Provider's
reasonable cost for the purchase, installation, operation, maintenance, testing, repair, and
replacement of any metering and data acquisition equipment. It also would require that
the Interconnection Customer's metering equipment conform to applicable industry rules
and operating requirements.

Comment

212. CA 1SO argues that Proposed SGIA article 2.4 should require any Small
Generating Facility larger than 1 MW to provide real-time telemetry to the Transmission
Provider to better maintain reliability and meet regional requirements.

Commission Conclusion

213. We are not requiring Small Generating Facilities to provide real-time telemetry
because doing so may hamper their development and we are not convinced that it is
necessary in every instance. However, if regional reliability requirements dictate real-
time telemetry for Small Generating Facilities, we expect the Interconnection Customer to
meet such requirements.

214. Equipment Testing and Inspection (Proposed SGIA Article 3.1) — Proposed
SGIA article 3.1 described the pre-operational testing and inspection requirements for the
Small Generating Facility.

Comments

215. Central Maine argues that the Interconnection Customer should periodically test the
Small Generating Facility and Interconnection Facilities after they achieve commercial
operation and that the Transmission Provider should be allowed to witness such testing.
The purpose of such testing is to ensure that the Interconnection Customer's equipment is
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operating properly. Southern Company argues that the Interconnection Customer should
pay the Transmission Provider's expenses for such pre-operational testing.

Commission Conclusion

216. We decline to expand the provisions of this article to require generically that every
Interconnection Customer perform periodic testing of its Small Generating Facility,
regardless of circumstances. To so do would be burdensome on the Interconnection
Customer, costly, and potentially allow a self-interested Transmission Provider to impose
multiple rounds of costly testing on competing generators. However, should the
Transmission Provider believe in good faith that the Small Generating Facility or the
Interconnection Facilities is affecting safety and reliability, the Transmission Provider
may, upon advance written notice, require the Interconnection Customer to perform
reasonable additional post-operational testing. The Transmission Provider may witness
such testing. The Transmission Provider and the Interconnection Customer shall be
responsible for their own staff, equipment, and other costs associated with the testing and
inspection.

217. Right of Access (Proposed SGIA Article 3.3) — The Proposed SGIA would give
the Transmission Provider access to land owned or controlled by the Interconnection
Customer to construct Interconnection Facilities or for other specified purposes.

Comment

218. NARUC urges the Commission to adopt the following right of access provision
from its Model:

Upon reasonable notice, the Interconnection Provider may send a
qualified person to the premises of the Interconnection Customer at
or immediately before the time the Small Resource first produces
energy to inspect the interconnection, and observe the commissioning
of the Small Resource (including any required testing), startup, and
operation for a period of up to no more than three days after initial
start-up of the unit. In addition, the Interconnection Customer shall
notify the Interconnection Provider at least seven days before
conducting any on-site Verification Testing of the Small Resource.

Following the initial inspection process described above, at
reasonable hours, and upon reasonable notice, or at any time without
notice in the event of an emergency or hazardous condition,
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Interconnection Provider shall have access to Interconnection
Customer's premises for any reasonable purpose in connection with
the performance of the obligations imposed on it by this Agreement
or if necessary to meet its legal obligation to provide service to its
[customers].

Commission Conclusion

219. We largely adopt NARUC's proposal. It uses the concepts found in the Small
Generator Interconnection NOPR, but shortens and simplifies the provisions. However,
we are adding that each Party is responsible for its own staff, equipment, and other costs
in carrying out this provision.

220. Term of Agreement (Proposed SGIA Article 4.2) — Proposed SGIA article 4.2
would require that the interconnection agreement remain in effect for ten years, or longer
by request, and that it can be automatically renewed for each successive one year period
thereafter.

Comments

221. BPA argues that the interconnection agreement should remain in effect as long as
the Small Generating Facility remains interconnected, subject to the termination provision
of the SGIA or as agreed to by the Parties. The article unnecessarily requires the Parties
to negotiate a follow-on agreement after ten years.

222. Central Maine requests that the SGIA terminate after a set number of years agreed
to by the Parties. It states that the provision is unacceptable because it allows the
Interconnection Customer to unilaterally select the term of the interconnection agreement.

Commission Conclusion
223. We deny BPA's and Central Maine's requests to revise the term of the

interconnection agreement. These issues were addressed in Order No. 2003, and neither
commenter raises any new arguments here.”

® Order No. 2003 at P 302-304.
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224. Termination (Proposed SGIA Article 4.3) and Default (Proposed SGIA Article
6.17) — Proposed article 4.3.1 would grant the Interconnection Customer the right to
terminate the SGIA at any time by giving 30 days written notice. Proposed article 4.3.2
would allow the Transmission Provider to terminate the interconnection agreement if a
material change in law or regulations would either prevent performance of the
interconnection agreement or impose on the Transmission Provider substantial additional
costs that are not reimbursed by another entity. Proposed article 6.17 described when a
Default takes place and the Parties' right to cure upon notice of a Default. Because these
provisions are closely related, we discuss them together.

Comments

225. Several commenters ask the Commission to grant the Transmission Provider
termination rights comparable to those given the Interconnection Customer.*® PG&E and
Southern Company request that the Transmission Provider have the right to terminate the
interconnection agreement if the Small Generating Facility is either shut down or
abandoned. Southern Company asks that the Transmission Provider be allowed to
terminate the agreement if the Small Generating Facility either does not begin commercial
operation or is inactive for three years. Absent changes to this provision, the only remedy
available to the Transmission Provider is to file an application to terminate with the
Commission.

226. Central Maine, Joint Commenters, and PacifiCorp ask that if the Interconnection
Customer terminates the SGIA, neither the Transmission Provider nor its customers
should have to pay the costs of termination, including the cost of site restoration. Central
Maine says these costs should be paid by the Interconnection Customer if it defaults on
the interconnection agreement. PacifiCorp requests that the SGIA require the
Interconnection Customer to pay any outstanding costs under the SGIP or SGIA during
the 30 day notice period, or else termination shall not become effective. Joint
Commenters also propose including a provision specifying that a Party remains liable for
expenses incurred under the SGIA even after it has terminated. Central Maine states that
certain critical provisions, such as access, confidentiality, invoicing, limitation of liability,
and indemnification, should survive any expiration or earlier termination of an agreement.

% See, e.g., BPA, Central Maine, PG&E, and Southern Company.
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227. NARUC urges the Commission to adopt its Model interconnection agreement,
which allows the Interconnection Customer to terminate the agreement for any reason,
including default, provided 60 days' written notice is given. Alternatively, the
Transmission Provider may terminate the agreement if the Small Generating Facility does
not generate energy in parallel with the Transmission Provider's Transmission System by
the later of two years from the date of the agreement or 12 months after interconnection is
completed.

228. NARUC also requests clarification that the Transmission Provider may terminate
the interconnection agreement for Default. Both NARUC and Joint Commenters propose
adding a provision specifying that a Transmission Provider may terminate the SGIA if
there is a material change in a rule or statute concerning interconnection and parallel
operation of the Small Generating Facility that would impose additional costs on the
Transmission Provider. Finally, the NARUC Model clarifies that termination does not
relieve either Party of its obligations to the other Party.

229. Central Maine and NYTO ask the Commission to clarify the difference between
"Default" and "Breach,"” as it did in the LGIA. Specifically, Central Maine states that a
Breach, if uncured, becomes a Default and may result in termination.

Commission Conclusion

230. As Order No. 2003 stated, there is no reason to allow the Transmission Provider to
terminate the interconnection agreement if the Interconnection Customer has met all its
obligations.®* As we have noted elsewhere in this Final Rule, the interests of a
Transmission Provider may be adverse to those of the Interconnection Customer, and it
has an incentive to discriminate against the Interconnection Customer. The
Interconnection Customer's business decision not to operate its Small Generating Facility
for an extended period of time should not result in the loss of its rights under the SGIA.

231. We adopt NARUC's proposal that a Party be given 60 calendar days in which to
cure a Default once notified that it is in Default. If at the end of the 60 calendar days, the
Default continues to exist, the non-defaulting Party may terminate the interconnection
agreement. This is consistent with the Commission's regulations that require an entity to
notify the Commission of the proposed cancellation or termination of a contract at least
60 calendar days before the cancellation or termination is proposed to take effect.

81 Order No. 2003 at P 313.
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However, to allow for situations where 60 calendar days are not sufficient time to cure the
default, the SGIA allows up to six months in which to cure the Default so long as the
Party "continuously and diligently" works towards curing the Default.

232. Joint Commenters and Central Maine propose provisions that address the cost
responsibility of the Parties if the SGIA is terminated. Both the Termination and Default
provisions now clarify that the Parties' financial obligations and other responsibilities
survive the termination of the SGIA. The SGIA also addresses PacifiCorp's concern that
the Interconnection Customer would be able to terminate the interconnection agreement
and escape financial responsibility for costs it has already incurred.

233. The Proposed SGIA included a provision allowing the Transmission Provider to
terminate the SGIA should there be a regulatory change that would impose additional
costs on the Transmission Provider. Consistent with the LGIA, we are not including such
a provision in the SGIA Should a significant regulatory change take place, the
Transmission Provider may request termination of the interconnection agreement under
section 205 of the FPA.

234. Central Maine and NYTO are correct that the term "breach™ does not appear in the
SGIA. Upon discovering a Default, the non-defaulting Party gives notice of the Default to
the defaulting Party. The defaulting Party then has time to cure the Default. If it does not
do so, the SGIA may then be terminated. We are revising the SGIA accordingly.

235. Emergency Conditions (Proposed SGIA Article 4.4.1) — Proposed SGIA article
4.4.1 would give the Transmission Provider the right to immediately suspend
interconnection service and temporarily disconnect the Small Generating Facility under
Emergency Conditions.

Comment
236. SoCal Edison proposes adding the term "Distribution Provider's Distribution

System™ to each place where the definition of Emergency Condition says "Transmission
Provider's Transmission System."®2

8250Cal Edison does not give any rationale for its proposed change, only modified
tariff sheets.
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Commission Conclusion

237. The owner of the Commission-jurisdictional facility with which the
Interconnection Customer interconnects is the "Transmission Provider" regardless of how
the facility may be classified by the Transmission Provider. As defined by this Final Rule,
"Transmission Provider" means "the public utility . . . that owns, controls, or operates
transmission or distribution facilities used for the transmission of electricity in interstate
commerce and provides transmission service under the Tariff" (emphasis added). The
change suggested by SoCal Edison would be redundant.®®

238. Temporary Disconnection — Routine Maintenance, Construction, and Repair
(Proposed SGIA Article 4.4.2) and Forced Outages (Proposed SGIA Article 4.4.3) -
Proposed SGIA article 4.4.2 would require that the Transmission Provider give five
Business Days' notice before interrupting interconnection service, curtailing the output of
the Small Generating Facility, or temporarily disconnecting the Small Generating Facility
for routine maintenance, construction, and repairs. Proposed SGIA article 4.4.3 would
give the Transmission Provider the right to suspend interconnection service to make
repairs during forced outages. It would also require the Transmission Provider to give the
Interconnection Customer written documentation to explain the circumstances of the
disconnection if prior notice was not given. Both provisions would require the
Transmission Provider to use its best efforts to coordinate disconnections, curtailments,
and forced outages with the Interconnection Customer.

Comments

239. PG&E states that it has thousands of small solar projects interconnected with its
"Distribution System" and requests that the five Business Day notice requirement be
waived for distribution level generators because it would interfere with a Distribution
System owner's ability to work on its facilities.

240. Empire District argues that it should not take five days to shut down a Small
Generating Facility. If some minimum notice is required, it should apply only to Small
Generating Facilities larger than 2 MW. Empire District also questions the need for an

8 If the Small Generating Facility is interconnected with nonjurisdictional lines,
then this Final Rule does not reach the issue of whether a jurisdictional Transmission
Provider may disconnect the Small Generating Facility in an emergency. The
Transmission Provider would have to deal with the non-jurisdictional utility.
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"individual notice" to every generator and whether it is really necessary to notify the
operators of small certified units under 100 kW in size. If individual notifications are
required, the Interconnection Customer should have a method in place whereby "nearly
instantaneous, two-way communication” (notification and verification of receipt of notice)
can be made within 24 hours.

241. EEI, PacifiCorp, and Southern Company ask that the term "reasonable efforts" be
used instead of "best efforts™ in Proposed SGIA articles 4.4.2 and 4.4.3, noting that
“reasonable efforts" was used in the ANOPR consensus document.

242. EEI and PacifiCorp ask the Commission to clarify that the Transmission Provider
must provide written documentation to the Interconnection Customer only when the latter
requests it.

Commission Conclusion

243. We are not convinced that a five Business Day notice is unduly burdensome to the
Transmission Provider or that it should apply only to Small Generating Facilities larger
than 2 MW. Even if PG&E has thousands of small solar projects interconnected with its
Distribution System subject to an OATT, as it states, it is highly unlikely that it will ever
have to provide notice to all of them simultaneously.

244. We agree that the term "reasonable efforts” should be used instead of "best efforts"
in the SGIA. We are making this change throughout the SGIA.

245. Finally, we are persuaded that written documentation need be provided only upon
request by the Interconnection Customer, and the SGIA reflects this change.

246. Temporary Disconnection — Adverse Operating Effects (Proposed SGIA
Article 4.4.4) — Proposed SGIA article 4.4.4 said that after being notified that its Small
Generating Facility may degrade the reliability of the Transmission Provider's electric
system, the Interconnection Customer must be given reasonable time to make necessary
corrections. If it does not make the corrections within that time, the Transmission
Provider must provide a second notice to the Interconnection Customer stating that the
Small Generating Facility may be disconnected in five Business Days.
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Comments

247.  Several commenters® contend that the five day notice period is unreasonable,
restricts the Transmission Provider's ability to respond to reliability concerns, and could
be misinterpreted to mean that an Interconnection Customer whose Small Generating
Facility is causing adverse operating conditions has priority over other customers.

248. EEI recommends that the last sentence of Proposed SGIA article 4.4.4 be revised to
read: "Transmission Provider shall provide Interconnection Customer notice of such
disconnection within a reasonable time period, unless the provisions of article 4.4.1
[Emergency Conditions] apply."

249. National Grid states that some form of advance notice and the ability to cure is
generally reasonable before disconnection; however, such steps cannot be mandated all
the time. It proposes language giving the Transmission Provider the right to take
unilateral action to avoid service disruptions to other customers or damage to facilities
caused by the Small Generating Facility.

250. According to Small Generator Coalition, the Transmission Provider should notify
the Interconnection Customer if, based on sound engineering judgment, it concludes that
adverse operating conditions exist.

Commission Conclusion

251. This article applies only if the Transmission Provider determines that the Small
Generating Facility may adversely affect its electric system and the Interconnection
Customer has failed to take the necessary remedial action within the time specified by the
Transmission Provider. We are not convinced that the notice period is too long, could
endanger reliability or safety, or unnecessarily expose the Transmission Provider to
liability claims when damage and disruption to its electric system is imminent. There
could be legitimate reasons for the Interconnection Customer not to make the necessary
corrections within the allotted time (e.g., replacement parts are on back order). SGIA
article 3.4.1 provides that the Transmission Provider may declare an emergency and
disconnect the Small Generating Facility if there is an imminent threat to its electric
system, which provides the Interconnection Customer with ample incentive to promptly

8 E.qg., Ameren, EEI, National Grid, PacifiCorp, PG&E, and Southern Company.
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resolve any adverse operating effects. Accordingly, we reject the request to eliminate the
notification period from this article. However, we are revising this provision to specify
that no notice is necessary in order to resolve an Emergency Condition.

252. We agree with Small Generator Coalition that the Transmission Provider should
immediately notify the Interconnection Customer when operation of the Small Generating
Facility may cause disruption or deterioration of service to other customers and that this
finding must be based on and supported by sound engineering principles. We also stress
that all documentation supporting the problem must be provided to the Interconnection
Customer upon request.

253. Temporary Disconnection — Modification of the Generating Facility (Proposed
SGIA Article 4.4.5) — Proposed SGIA article 4.4.5 would require the Interconnection
Customer to secure written authorization from the Transmission Provider before making
any material modification to the Small Generating Facility, or it can be disconnected.

Comment

254. EEI recommends that the phrase "material modification" be replaced with
"modification." This revised language is used in LGIA article 5.19.2.

Commission Conclusion

255.  We agree with EEI that the term "material modification" could be ambiguous.
Accordingly, we are revising this article to provide that Transmission Provider written
approval is required before the Interconnection Customer may modify its Small
Generating Facility in such a way that could materially impact the safety or reliability of
the Transmission Provider's electric system. We are also requiring that any modifications
be done according to Good Utility Practice.

256. Temporary Disconnection — Reconnection (Proposed SGIA Article 4.4.6) —
Proposed SGIA article 4.4.6 would require the Parties to cooperate with each other to
restore the Small Generating Facility, the Interconnection Facilities, and the Transmission
Provider's electric system to their normal operating state as soon as reasonably practicable
following any temporary disconnection.
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Comments

257. Southern Company contends that this article should state that restoration is required
only when the events causing the temporary disconnection are over. Small Generator
Coalition asks that the provision use "interruption and curtailment" instead of "reduction.”

258. Inits supplemental comments, Joint Commenters propose the following alternative
language: "the Parties shall cooperate with each other to restore the Generating Facility,
Interconnection Facilities, and Transmission Provider's Transmission System to their
normal operating state as soon as reasonably practicable following a temporary
disconnection.”

Commission Conclusion

259. We are adopting the proposed language submitted by Joint Commenters because it
removes unnecessary jargon and simply requires that the Parties work to restore normal
interconnection service as quickly as possible. This language addresses Southern
Company's and Small Generator Coalition's concerns as well.

260. Financial Security Arrangements (Proposed SGIA Article 5.2) — Proposed
SGIA article 5.2 provided that the Interconnection Customer provide financial security to
the Transmission Provider for the construction of Interconnection Facilities or Upgrades
through a guarantee, surety bond, letter of credit, or other form of credit that meets certain
standards. The type of financial security arrangement and issuing entity would have to be
reasonably acceptable to the Transmission Provider and have (1) terms and conditions that
guarantee payment up to an agreed upon amount, (2) a reasonable date of expiration,

(3) be issued at least 20 days before construction, and (4) be consistent with the Uniform
Commercial Code of the jurisdiction where the Point of Interconnection is located.

Comments

261. PacifiCorp argues that this article does not refer to design costs. It asserts that this
could lead to unnecessary confusion over whether design costs should be included with
procurement, resulting in the burden of design costs falling on the Transmission Provider
and its customers.

262. Southern Company offers proposed changes to provide protection for the
Transmission Owner and the Transmission Provider. It asks the Commission to delete any
references to surety bonds as an acceptable form of payment on the grounds that they are
not specifically mentioned in the OATT and are not generally accepted as a form of
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payment. It also requests that the SGIA state clearly that the terms of any letter of credit,
guarantee or other security must be reasonably acceptable to the Transmission Provider.

263. In an effort to avoid fraudulent conveyance issues or problems with the
enforcement of any guarantee through bankruptcy procedures, Southern Company
proposes that the parent of the Interconnection Customer (if any) serve as the source of
any guarantee, specifically excluding affiliates from proposing any guarantee.
Additionally, any proposed guarantor should have a credit rating of BBB+ to protect
against rapid credit downgrades.

264. Southern Company also argues that the dollar-for-dollar reduction of security as
payments are made to the Transmission Provider is arbitrary and capricious and imposes
risks under bankruptcy and fraudulent conveyance law upon the Transmission Provider.
At a minimum, the Commission should not require that security be reduced until the
expiration of any potential bankruptcy preference period. Southern Company also asks
the Commission to clarify that credit support is not to be reduced by payments made to the
Transmission Provider that are unrelated to the actions designated in this article. It also
proposes the expansion of credit to cover all other obligations of the Interconnection
Customer under the interconnection agreement.

265. Finally, NYTO proposes that the Interconnection Customer demonstrate its
creditworthiness in its Interconnection Request.

Commission Conclusion

266. We agree with PacifiCorp that design costs are a part of the development process
that should be covered and are including such a provision in the SGIA.

267. While Southern Company opposes using surety bonds as an acceptable form of
payment, we are following in this Final Rule the same approach taken in the LGIA, which
states that the Interconnection Customer has the right to select a form of security that is
acceptable to the Transmission Provider and consistent with commercial practices.®®
Because SGIA article 6.3 grants the Transmission Provider the discretion to reject a form
of security (if it is reasonable to do so), we reject Southern Company's proposal to
eliminate the surety bond as an acceptable form of credit. Giving the Interconnection

& Order No. 2003 at P 597.
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Customer a choice of security is not unreasonable.®® Furthermore, granting the
Transmission Provider absolute discretion on what forms of security to allow would
provide too great an opportunity to erect hurdles to new small generation.®’

268. For the same reasons, we reject Southern Company's proposals to (1) limit the
source of any guarantee to a parent of the Interconnection Customer and (2) require any
proposed guarantor to have a credit rating of BBB+. These are hurdles that could be
exploited to discourage Small Generating Facilities. The SGIA grants the Transmission
Provider the discretion to reject a form, source, or issuing entity of security only if doing
so is reasonable. Giving the Transmission Provider absolute discretion on these choices
would create too great an opportunity for exploitation.

269. We are requiring the reduction of the security amount on a dollar-for-dollar basis as
payments are made because this protects the Interconnection Customer against providing
too much security while ensuring that the Transmission Provider is sufficiently protected
against its real cost exposure.®® We recognize that reducing the security as the
Interconnection Customer pays its bills may cause a small increase in risk to the
Transmission Provider, but the chilling effect of requiring the Interconnection Customer to
maintain the full security during the length of the interconnection process would seriously
discourage new small generation.

270. We clarify that credit support is not to be reduced by payments made to the
Transmission Provider that are unrelated to the actions listed in this article. In response to
NYTO, we note that the Interconnection Customer is already required to give appropriate
financial guarantees before the Transmission Provider begins construction. Thus, the
Interconnection Customer need not demonstrate its creditworthiness when it submits its
Interconnection Request.

% See Florida Power & Light Company, 98 FERC { 61, 226 at 61,893-94, reh'g
granted in part on other grounds, 99 FERC { 61,318 (2002); Florida Power & Light
Company, 98 FERC 1 61,324 at 62,358-59 (noting that the Transmission Provider's
practice of limiting interconnection customers to a letter of credit is unreasonable), reh'g
rejected as moot, 100 FERC 1 61,094 (2002).

87 Southwest Power Pool, Inc., 100 FERC { 61,096 at P 12 (2002).
8 See Order No. 2003 at P 264.
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271. Milestones (Proposed SGIA Article 5.3) — Proposed SGIA article 5.3 stated that
the Parties are to agree on milestones that each Party is responsible for meeting. These
milestones are part of the interconnection agreement. Article 5.3 further specified that if
either Party does not meet a milestone, it must compensate the other Party for its losses
(i.e., pay liquidated damages).

Comments

272. Several commenters ask the Commission to remove references to liquidated
damages from the SGIA. Others claim that the Commission lacks the legal authority to
impose liquidated damages.

273. EEI seeks the elimination of this article entirely. The provision is vague and
confusing because conflicting milestone requirements appear in other areas of the
Proposed SGIA and Proposed SGIP. NYTO contends that Appendix 3 of the Proposed
SGIA, which requires the Parties to list agreed upon milestones, is unnecessary.

274. Midwest ISO requests that the Commission adopt the same liquidated damages
clause as in the LGIA. It states that this will make the large and small generator tariff
provisions consistent.

275. PacifiCorp requests that Proposed SGIA articles 5.3.1 and 5.3.2 be deleted. It
contends that the accomplishment of milestones should be subject to a "reasonable efforts"
or "good faith efforts” standard rather than liquidated damages being applied. As a matter
of policy, good faith efforts should not be penalized, since the Transmission Provider does
not profit from interconnections.

276. Inits supplemental comments, Joint Commenters suggest replacing this provision
in its entirety. The proposed replacement requires the Parties to agree to extend milestone
deadlines if the milestone was missed in "reasonable good faith." However, the Party
affected by the failure to meet a milestone is not required to agree to an extension if:

(1) it will suffer significant uncompensated economic or operational
harm from the delay and believes that the delay is not or was not
unavoidable, (2) attainment of the same milestone has previously
been delayed, or (3) it has reason to believe that the delay in meeting
the milestone is intentional or unwarranted notwithstanding the
circumstances explained by the party proposing the amendment.
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277. Joint Commenters also suggest making the provision bilateral and removing the
monetary penalty for missing a milestone. Additionally, Joint Commenters would require
the Party missing the milestone to fully explain to the other Party why the milestone was
missed. Finally, Joint Commenters propose adding a statement that any dispute as to this
provision should be resolved according to the dispute resolution portions of the SGIA.

Commission Conclusion

278. This Final Rule adopts many concepts proposed by Joint Commenters, including
the notice provisions and the preference that the Parties agree to extend deadlines instead
of declaring that the other Party has defaulted on the SGIA.

279. Regarding Joint Commenters' proposal to add a statement regarding dispute
resolution, such a statement is not needed because the SGIA's dispute resolution provision
applies to the entire document.

280. We reject PacifiCorp's proposal to delete SGIA milestone provisions. These
provisions provide a single reference to the relevant milestones. They will assist the
Parties and will minimize disagreements. Removing them would create uncertainty for
the Parties.

281. Because we are not imposing in this Final Rule a financial penalty on the
Transmission Provider for missing milestones, there is no need to discuss commenters'
arguments on that issue.

282. Billing and Payment (Proposed SGIA Article 5.4) — Proposed SGIA article 5.4
would provide that billing and payment obligations are to be performed under the terms of
the SGIA.

Comments
283.  PacifiCorp requests that this article be revised to include billing and payment
requirements for Distribution Upgrades or Network Upgrades. It also states that billing
and payment for miscellaneous costs, such as restudy costs, should be addressed.

Commission Conclusion

284. We agree with PacifiCorp in part and are revising this article to clarify that billing
and payment requirements are for Distribution Upgrades and Network Upgrades.
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However, we see no need to identify specific miscellaneous costs because the obligations
listed in SGIA article 6.1 are for services rendered, which already includes such costs.

285. Billing Procedure for Interconnection Facilities Construction (Proposed SGIA
Article 5.4.1) and Final Accounting (Proposed SGIA Article 5.4.2) — Under Proposed
SGIA article 5.4.1, the Transmission Provider would bill monthly for expenditures for the
design, engineering and construction of, or for other charges related to, Interconnection
Facilities. The Interconnection Customer would remit payment within 30 calendar days
after receipt of the bill.

286. Proposed SGIA article 5.4.2 would require that the Transmission Provider submit a
final accounting report to the Interconnection Customer within 45 calendar days after
installing the Transmission Provider's Interconnection Facilities.

Comments

287.  PacifiCorp suggests that Proposed SGIA article 5.4.1 also include procurement
costs. Small Generator Coalition argues that alternative arrangements for payment of the
bill should be allowed if the Parties agree. With respect to Proposed SGIA article 5.4.2,
numerous commenters®® argue that 45 calendar days is not enough time for the
Transmission Provider to prepare a final accounting report. They offer an array of
alternative deadlines ranging from 60 Business Days to 90 days after the Small Generating
Facility begins commercial operation. BPA complains that there is not a similar deadline
for any additional payments owed by the Interconnection Customer. It proposes that any
unpaid bill must be paid within 30 days after the bill is submitted by the Transmission
Provider.

Commission Conclusion

288. We agree with PacifiCorp that procurement costs should be included. We are also
revising the provision to allow the Parties to make other reasonable payment arrangements
should they agree to do so, as requested by Small Generator Coalition.

289. While we agree with commenters that the proposed deadline for submitting the
final accounting report may be too short, tying it to commercial operation of the Small
Generating Facility is unrealistic because that event may happen long after construction is

% E.g., BPA, Central Maine, NYTO, PGE, and Southern Company.
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complete. A more realistic deadline, and one that provides sufficient time for the
Transmission Provider to compile the expenditures and process the final accounting
report, is three months from the date construction of the facilities is completed. We are so
revising this provision.

290. BPA is correct that proposed SGIA article 5.4.2 did not include a deadline for the
Interconnection Customer to pay its final accounting bill. We are including in the SGIA
30 calendar days for the Interconnection Customer to make payment to the Transmission
Provider.

291. Finally, we are consolidating Proposed LGIA articles 5.2, 5.3, and 5.4 because they
are so closely related. The new article is entitled "Billing, Payment, Milestones, and
Financial Security."

292. Assignment (Proposed SGIA Article 6.5) — Proposed SGIA article 6.5 would
allow the Parties to assign their rights under the interconnection agreement to others under
certain circumstances.

Comments

293. Southern Company contends that the proposed assignment provision unreasonably
allows one Party to freely assign its rights to an affiliate without consent from the other
Party. It argues that this subjects the Transmission Provider to unnecessary risk from
which it cannot protect itself by requiring that the assignee have a credit rating equivalent
to that of the assignor; Transmission Providers typically rely on guarantees or letters of
credit, which are personal to the obligor and would likely not cover the assignee. Bureau
of Reclamation emphasizes that its policies allow assignment of an interconnection
agreement only if both Parties agree to the assignment and the assignor agrees to remain
bound by the original terms of the SGIA.

294. Southern Company also argues that it is unreasonable to make the Transmission
Provider get the Interconnection Customer's agreement before it can assign the
interconnection agreement as collateral, while at the same time allowing the
Interconnection Customer to assign the interconnection agreement as collateral without
the Transmission Provider's permission. Southern Company contends that such
assignments could unfairly deprive the Transmission Provider of the right to require the
assignee or purchaser in foreclosure to assume the obligations of the assignor and to fulfill
performance. In addition, the Transmission Provider could lose the right to require
collateral assignees to cure Defaults of the assignor, thereby allowing assignees or
purchasers in foreclosure to gain greater rights under the interconnection agreement than
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would have been permitted to the original Interconnection Customer. The requirement
that notice of collateral assignment be provided by the secured party, trustee, or mortgagee
Is unworkable, as there would be no enforceable penalties for breach of this obligation.
Not only do these parties lack contractual privity with the Transmission Provider, but they
are also not typically subject to Commission jurisdiction.

295. Southern Company contends that this article should provide Transmission
Providers and Transmission Owners indemnification rights for any losses, costs, and
expenses they may incur in connection with assignments or foreclosures. In addition,
Southern Company seeks clarification of the conditions under which the Transmission
Provider must recognize foreclosure rights and assignments. The provision as written
could expose the Transmission Provider to uncompensated risks, forcing its native load to
bear the costs.

296. Small Generator Coalition requests that this article allow the Interconnection
Customer to assign its rights and obligations under the interconnection agreement without
consent of the Transmission Provider if the Interconnection Customer sells or transfers the
Small Generating Facility and the real property on which it is located.

297. NARUC urges adoption of its Model interconnection agreement language, which
allows assignment by the Interconnection Customer in two situations. First, assignment
may be made to a corporation or other limited liability entity upon the consent of the
Transmission Provider. Such consent is not to be withheld unless the Transmission
Provider "can demonstrate that the corporate entity is not reasonably capable of
performing the obligations of the assigning Interconnection Customer.” Second, the
Interconnection Customer may assign the interconnection agreement to a person who is
either the "owner, lessee, or is otherwise responsible for the Small [Generating Facility]."”

298. Inits supplemental comments, Joint Commenters recommend two changes to the
Proposed SGIA: (1) deleting the sentence requiring the assignee to notify the other Party
before exercising its assignment rights and (2) requiring the assigning Party to give the
other Party 15 days to object to an assignment.

Commission Conclusion

299. The assignment provision proposed by Joint Commenters is similar to the provision
in the Small Generator NOPR. However, Joint Commenters propose two minor changes
that we will adopt. First, Joint Commenters propose to remove a very technical sentence
relating to financing from the provision that is not well suited to smaller projects. Second,
Joint Commenters require that a Party seeking to assign the SGIA merely inform the other
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Party of the pending assignment. Should the Party not object, the assignment may go
forward. If the Party does object, then the remainder of the provision will apply. Making
these changes to the assignment provision should reduce the administrative burden on the
Parties without diminishing their substantive rights.

300. In Order No. 2003-A,* the Commission modified the assignment provision of the
LGIA in order to address Southern Company's concerns relating to protecting native load
customers. We make corresponding changes here, clarifying that (1) an Interconnection
Customer assigning its rights under the SGIA is required to notify the Transmission
Provider of the assignment and (2) an assignee is responsible for meeting the same
insurance and financial security obligations as a normal Interconnection Customer upon
exercising its right of assignment.”* This is in addition to a sentence specifying that "an
assignment under this provision shall not relieve a Party of its obligations . . .." We also
make various editorial changes that make the provision easier to read. Southern also
requests that a Transmission Provider be allowed to assign the interconnection agreement
as collateral. We reject that request for the same reasons discussed in Order

No. 2003-A.%

301. Insurance (Proposed SGIA Article 6.16) — In the Small Generator
Interconnection NOPR, the Commission asked whether insurance should be required for
Small Generating Facility interconnections and if so, how much. While the Proposed
SGIA itself contained insurance provisions, the Commission did not specify dollar
amounts and requested proposals from commenters. The Commission also requested
comments on three specific issues. First, should insurance coverage vary with the size of
the facility? Should, for example, a 20 MW Small Generating Facility be subject to
higher coverage amounts than a 10 MW facility, which itself would be subject to higher
coverage amounts than a 5 MW facility? Second, should coverage types and amounts
vary according to the type of generator so that, for example, solar or wind facilities would
require different insurance coverage than gas-fired facilities? Third, should there be a size
cutoff that would exempt certain facilities from some insurance requirements?

% See Order No. 2003-A at P 470.
% See Id. P 471.
%2 See Id. P 475.
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Comments

302. The NARUC Model, while not requiring insurance, proposes that state regulators
recommend that every Interconnection Customer “protect itself with insurance or other
suitable financial instrument sufficient to meet its construction, operating and liability
responsibilities. . . "%

303. NARUC argues that the Commission's proposal to require seven different types of
insurance is excessive and makes federal interconnection rules incompatible with state
rules. The very act of requiring insurance would drive up prices because insurance
companies would then have a captive market that must have insurance. Workers'
compensation and automobile insurance are already required by state law; accordingly,
they should not be mandated by the federal government. NARUC also asserts that state
regulators will have more flexibility to assure low insurance rates if this Final Rule does
not require insurance. Finally, NARUC reports that while California requires insurance
for most projects, the majority of other states (including New York, Texas, and Ohio) do
not. Therefore, requiring insurance would be inconsistent with the practice in most states.

304. NYPSC reports that its own efforts to establish minimum insurance requirements
were unsuccessful. While it recognizes the risk Small Generating Facilities pose to the
Transmission Provider, mandatory insurance "created a substantial barrier to the
proliferation of distributed generation units."** The biggest barrier to entry is not the cost
of insurance (though that is a factor), but the fact that insurance is unavailable at any price
In many situations. Insurance companies are not yet familiar with the risks posed by the
interconnection of Small Generating Facilities and often will not insure them. NYPSC
instead proposes allowing the market to determine insurance requirements. It reports that
the market has at least partially responded to this need, creating insurance pools to spread
the risk to multiple entities. It also notes that manufacturers sometimes bundle insurance
coverage along with the equipment.

305. 1SO New England recognizes that smaller generators generally pose less risk than
larger ones, but argues that the level of risk should be evaluated on a case-by-case basis.
This Final Rule should let an independent Transmission Provider waive the insurance
requirement if it determines that the project poses little risk to its electric system. For
many smaller facilities, the liability, indemnity, and insurance requirements typically

% NARUC Model - Interconnection Agreement at article 7.
¥ NYPSC at 9.
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required of larger facilities may cost too much. Likewise, MISO supports making the
amount of insurance required a function of the risk of the particular interconnection.
However, MISO also supports establishing minimum standard insurance requirements
(although it does not offer specific amounts).

306. Some Transmission Providers® want the Commission to keep the proposed
insurance limits. Central Maine and NYTO, among others, point out that most small
projects would not have the financial resources to pay any judgment against them and
argue that insurance is necessary to protect the interests of the Transmission Provider, and
ultimately, its customers. EEI favors using the same insurance limits as the LGIA.

307. AEP also argues that there is no reason why standard insurance provisions should
be different for a 1 MW facility than for a 20 MW facility. Likewise, Allegheny Energy,
Central Maine, NYTO, and others argue that even a very small generating facility can
damage the Transmission Provider's electric system.

308. Empire District, Nevada Power, NRECA, and PG&E assert that the amount of
insurance required should vary with generator size. As NRECA puts it, "a residential
consumer installing a 3 kW Small Generating Facility should not have to acquire

$1 million in insurance . .. ."®® Even so, NRECA states that it would oppose any attempt
to create a minimum megawatt threshold below which insurance would not be required.

309. PG&E states that California has long required insurance for all projects larger than
10 kW and that this requirement has not noticeably dampened the market for on-site Small
Generating Facilities.

310. While Nevada Power agrees that solar and wind projects present less risk than does
a traditional gas-fired generator, it opposes insurance requirements that differ by fuel type.
The market already recognizes these reduced risks by charging proportionately less for
some types of insurance than others. NRECA also opposes distinguishing between
different fuel types, arguing that this is only one of many factors that determine a project's
risk.

% E.qg., AEP, Allegheny Energy, Avista, BPA, Central Maine, Cinergy, EEI,
NRECA, NYTO, and Southern Company.

% NRECA at 34.
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311. In contrast, Tangibl supports basing the required amount of insurance on the type
of generator being interconnected. It argues that the risks posed by Small Generating
Facilities are largely environmental, such as fuel spills. Tangibl also argues that Small
Generating Facilities pose less risk than do large generators because the former need
smaller amounts of fuel to be stored on site. This risk is even less for renewable sources
such as wind or solar.

312. Nevada Power says that knowing how much insurance is going to be required at the
outset of the project is important to its success.

313. While AEP supports including standard insurance terms in this Final Rule, the
Parties should be able to negotiate additional terms if warranted by the physical
characteristics of the project. NRECA argues for permitting the Transmission Provider to
determine the necessary level of insurance on a case-by-case basis.

314. Cinergy also argues for increased flexibility. It would let the Transmission
Provider reduce or eliminate the required insurance provisions on a case-by-case basis if it
believes in good faith that the full amount of insurance is not required to safeguard its
interests. Cinergy also argues that this Final Rule should provide a mechanism for dealing
with insurance requirements that simply do not apply to a given generator, such as
requiring workers' compensation insurance for a generator that does not have any on-site
employees.

315. National Grid proposes that the Commission not set required levels of insurance,
and instead leave it to the Transmission Provider and state law. It points out that several
states have, or are in the process of developing, specific insurance requirements for Small
Generating Facilities. The Commission should not second-guess the attempt of various
states to encourage on-site Small Generating Facilities. Specifically, National Grid points
to a proposal developed by a working group of the Massachusetts Public Utilities
Commig7sion that proposes varying levels of insurance depending on the capacity of the
project.

% The proposal requires no insurance for projects smaller than 10 kW; $500,000
for projects between 10 kW and 100 kW ($500,000 aggregate); $1 million for projects
between 100 kW and 1 MW ($1 million aggregate); $2 million for projects larger than 1
MW and no larger than 5 MW ($5 million aggregate); and $5 million for projects larger
than 5 MW ($5 million aggregate). See National Grid Comments, Appendix A (citing
Tariff to Accompany Proposed Uniform Standards for Interconnecting Distributed
Generation in Massachusetts, Submitted by the Distributed Generation Interconnection
(Footnote continued on next page)



Docket No. RM02-12-000 -84 -

316. NYTO makes a similar request, arguing that the Transmission Provider should be
allowed to fill in specific insurance amounts based on state law, established local practice
or, absent those, its own business judgment.

317. Auvista states that the Parties should be allowed to negotiate alternative mechanisms
such as self-insurance. It argues that even a Transmission Provider facing financial
difficulty can always raise rates to cover any potential liability. Southern Company also
proposes revisions to clarify the meaning of this article.

318. NRECA, while it supports the Commission's insurance proposal, opposes making
the provision bilateral. It argues that the Transmission Provider's operation of its electric
system does not create any greater risk to the Interconnection Customer than to any other
customer. The interconnection of the Small Generating Facility, on the other hand,
increases the risks to the Transmission Provider. Furthermore, according to NRECA,
most Transmission Providers are already required to either self-insure or otherwise carry
insurance sufficient to cover any liability that may arise from operation of their electric
systems, so requiring further insurance is duplicative.

319. Empire District supports requiring the Transmission Provider to be named as an
additional insured for generators larger than 5 or 10 kW, while Avista opposes such a size-
related requirement.

320. Avista notes that workers' compensation requirements vary significantly by state.

It argues that the Commission should not attempt to federally preempt these long-standing
practices. According to Avista and Nevada Power, the interconnection agreement should
simply require compliance by each Party with the applicable state workers' compensation
laws.

321. Cinergy states that while insurance may be a significant barrier to entry for some
Interconnection Customers, the Commission should heed the insurance market's
independent assessment of the risk of a particular project. Fundamental economic
principles require Interconnection Customers to bear the costs of the risks they impose on
third parties, and there is no sound basis for the Commission to shift that cost to the
Transmission Provider and its customers. Nevada Power and NRECA make similar

Collaborative to the Massachusetts Department of Telecommunications and Energy in
Compliance with DTE Order No. 02-38-A (May 15, 2003)).
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arguments. NRECA also argues that if Interconnection Customers do not have insurance,
insurance companies will be forced to raise the cost of insurance for Transmission
Providers, and that in turn will be paid by all users of the Transmission System.

322. Small Generator Coalition, like most commenters representing Small Generating
Facilities, argues that purchasing insurance is a business decision and that the level and
nature of the insurance should be established by each business according to its needs, not
mandated by the federal government. It argues that requiring insurance would create a
major barrier to small generator interconnections and would prevent utility customers (as
opposed to commercial generation projects) from pursuing interconnection because the
administrative and financial barriers to entry would simply be too great. It asserts that the
insurance requirements for a small wind turbine should be less than for a nuclear power
plant or other large generator. Small Generator Coalition is particularly vehement in its
opposition to insurance requirements for projects under 2 MW in size. Overall, Small
Generator Coalition supports NARUC's comments and asks the Commission to use the
NARUC Model in lieu of the Proposed SGIA.

323. Small Generator Coalition states that if the Commission does include insurance
requirements in its Final Rule, it should exempt facilities no larger than 2 MW and require
only $1 million in general liability insurance for projects 2 MW or larger.

324. In general, Transmission Providers support requiring an insurance regime with
larger policy limits and a broad array of coverage. Interconnection Customers and
NARUC generally support requiring smaller amounts of insurance or none at all.
Southern Company proposes revisions to Proposed SGIA article 6.16.11 to clarify the
conditions under which one Party must notify the other of accidents and injuries arising
out of the interconnection agreement.

325. Central Maine proposes requiring the following policies: $1 million in employer's
liability and workers' compensation insurance; $1 million in Commercial General
Liability Insurance (with a $2 million aggregate combined limit); comprehensive
automobile liability insurance of $1 million (with a $2 million aggregate combined limit);
and an additional $1 million in excess public liability insurance (with a $5 million
aggregate cap).

326. Nevada Power proposes requiring $1 million in general liability coverage from
projects greater than or equal to 200 kW and $500,000 if the project is no larger than
200 kW. It also proposes requiring excess public liability insurance of $10 million if the
facility is greater than or equal to 10 MW in size ($10 million aggregate); $5 million for
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projects between 5 and 10 MW ($5 million aggregate); $2 million for projects between
200 kW and 5 MW ($2 million aggregate); and none for projects less than 200 kW.

327. Southern Company is in favor of requiring a flat level of coverage for all Small
Generating Facilities, regardless of size, and proposes requiring $1 million workers'
compensation insurance ($1 million aggregate); $2 million general liability insurance
($6 million aggregate); $2 million comprehensive automobile liability insurance; and
$10 million excess public liability insurance ($10 million aggregate).

328. Tangibl proposes differing levels of insurance requirements based on both size and
type of the generator. For solar or wind generators, Tangibl proposes requiring $2 million
in insurance for facilities larger than 10 MW; non-solar or wind facilities larger than

10 MW would maintain $4 million. However, for facilities no larger than 210MW, Tangibl
proposes $500,000 in workers' compensation insurance; $1 million Commercial General
Liability Insurance ($2 million aggregate); $1 million comprehensive automobile
insurance ($1 million aggregate); and $5 million excess public liability insurance

($5 million aggregate).

329. SoCal Edison urges the Commission to adopt the same insurance requirements that
the California Public Utilities Commission (CPUC) requires, asserting that California's
extensive experience with small generators should serve as a model for the Commission.
Specifically, California's Rule 21 requires general liability coverage in the amount of

$2 million for projects larger than 100 kW; $1 million for projects larger than 20 kW and
no larger than 100 kW; and $500,000 for projects no larger than 20 kW. Rule 21 also
creates a special reduced insurance requirement of $200,000 for facilities no larger than
10 kW associated with a retail customer. Rule 21 exempts some classes of solar and wind
generators from its insurance requirements entirely, and provides for waiver of the
insurance requirements for some small residential interconnections if insurance is not
easily obtainable.

330. In its supplemental comments, Joint Commenters proposes requiring the
Interconnection Customer to maintain insurance in an amount "sufficient to insure against
all reasonably foreseeable direct liabilities given the size and nature of the generating
equipment being interconnected, the interconnection itself, and the characteristics of the
system to which the interconnection is made." It also specifies that the provision shall not
require the Interconnection Customer to obtain additional insurance if the insurance it
already has is sufficient. The Interconnection Customer is required to document its
insurance coverage no later than ten days before the anticipated commercial operation date
of the Small Generating Facility, and afterwards as requested by the Transmission
Provider. The proposed provision also allows the Interconnection Customer to self insure
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when appropriate and requires the Transmission Provider to maintain insurance
"consistent with the Transmission Provider's commercial practice.” While Joint
Commenters were able to reach consensus on the insurance requirement for most Small
Generating Facilities, they were not able to reach consensus on the issue of insurance
requirements for inverter-based generators no larger than 10 kW.

Commission Conclusion

331. The wide range of insurance recommendations points out the difficulties in
establishing a set dollar amount or type of insurance appropriate to every Small
Generating Facility. Insurance can add significant costs to a Small Generating Facility
and may affect the project's economic feasibility. Nevertheless, a mismanaged
interconnection can harm the Transmission Provider's electric system and affect power
customers, potentially subjecting the Parties to liability.

332. We adopt in its entirety Joint Commenters' proposal, which reflects appropriate
compromises regarding this diversity of insurance needs. We are pleased that such a
diverse group of stakeholders could reach consensus on this difficult issue.

333. The level of risk in interconnecting a 50 kW photovoltaic system with the
Transmission Provider's Transmission System is very different from the risk involved in
interconnecting a 10 MW generator. Mandating that the Interconnection Customer
maintain a reasonable amount of insurance based on the specific characteristics of its
interconnection avoids the one-size-misfits-all problem and addresses the differing needs
of different Interconnection Customers and Transmission Providers.

334. Joint Commenters, however, could not reach consensus on any insurance provision
for certified inverter-based generators no larger than 10 kW. Commenters have convinced
us that the risk of interconnecting these small inverter-based generators is low and we
therefore decline to impose a generic insurance requirement in this Final Rule.®® Instead,
we adopt the approach proposed by NARUC which is that each Party be required to
"“follow all applicable insurance requirements imposed by the state in which the Point of
Interconnection is located. All insurance policies must be maintained with insurers
authorized to do business in that state.” Given that most generators of this size and type

% See, e.q., Cinergy, Empire District, ISO New England, NRECA, NYPSC,
PG&E, and Small Generator Coalition. But see, e.g., AEP, Central Maine, EEI, NYTO,
and Southern Company.
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will be interconnecting with state-jurisdictional facilities, it makes sense to coordinate our
approach with the approach recommended by NARUC. This will also avoid forum
shopping. This is also similar to the approach adopted in Order No. 2003-A, which
deferred to state insurance laws rather than imposing specific dollar amounts for these
types of insurance.*

335. However, because any uninsured risk will fall squarely on the Transmission
Provider's customers, who would effectively subsidize the costs of the interconnection, we
reject proposals that we completely waive insurance requirement. Several commenters
also advise the Commission to leave the issue of insurance to state regulators. While this
makes sense for small inverter-based generators, for larger Small Generating Facilities,
having insurance requirements vary by state would hamper our effort to promulgate
national small generator interconnection standards.

336. Cinergy asks that the Transmission Provider be allowed to waive or reduce
insurance requirements for a given project if it concludes that it poses little risk to its
electric system. The provision proposed by Joint Commenters would allow this type of
flexibility. If the Parties agree that the interconnection is safe, then they can agree that
insurance is not necessary. However, Transmission Providers must waive or reduce the
insurance requirements on a non-discriminatory basis that does not favor affiliated
facilities.

337. We also clarify that an RTO or ISO may propose additional or different insurance
requirements under the independent entity variation provision contained in this Final Rule.

338. Reservation of Rights (Proposed SGIA Article 6.20) — Some commenters
pointed out that Proposed SGIA article 6.20 contained a typographical error, which we are
correcting.

339. Signatures and Parties to the SGIA (Proposed SGIA Article 9) — Proposed
SGIA article 9 required both the Transmission Provider and the Transmission Owner to
sign the interconnection agreement. This is the same approach taken in Order No.
2003.1%° |n an RTO or 1SO where the Transmission Provider is not the Transmission
Owner, the RTO's or ISO's compliance filing may propose a modified interconnection

% See Order No. 2003-A at P 462.
100 Order No. 2003 at P 909.
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agreement that provides the Transmission Provider and Transmission Owner different
rights and obligations.

Comments

340. 1SO New England supports the approach taken in Order No. 2003, allowing
Transmission Owners and Transmission Providers to propose a modified interconnection
agreement when the Transmission Provider is an entity distinct from the Transmission
Owner. It contends that this approach is necessary if the Commission wishes to establish
a single interconnection agreement for a region encompassed by an RTO or ISO.

341. NYISO argues that the SGIA should assign certain basic responsibilities to either
the Transmission Owner or Transmission Provider.

342. Midwest ISO asserts that it is the RTO's role as an independent entity "to ferret out
unnecessary studies or inappropriate contingencies."*®™ However, it argues that the
"NOPR's failure to fully distinguish between a transmission provider and transmission
owner belies the independence of the RTO,"*%? and both it and other commenters'®
request clarification of the respective roles of the RTO and the Transmission Owner.

343. National Grid argues that defining "Transmission Provider" to include both the
Transmission Provider and the Transmission Owner confuses the issue and adds
ambiguity into the interconnection process. The Commission should clearly define the
role of each Party. National Grid also notes that the Small Generator Interconnection
NOPR did not account for the role of stand-alone distribution companies.

344. Central Maine asks the Commission to clarify that the Transmission Owner (or
distribution company, where applicable) must sign the interconnection agreement and to
clarify whether the Transmission Provider needs to be a Party to the agreement. It asserts
that the division of functions between the Transmission Owner and the Transmission
Provider varies by region and depends on the role that the RTO or I1SO plays in the region.
A request for interconnection with a Distribution System may require that a distribution

101 Midwest 1SO at 6.
102 1d.

%3 Eg., NYTO and PG&E.
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company be a Party to the interconnection agreement, in lieu of a Transmission Owner or
Transmission Provider. Central Maine concludes that the standard interconnection
agreement resulting from this proceeding must ultimately be a contract between the
Interconnection Customer and the entity that owns the Transmission System (i.e., the
Transmission Owner or the distribution company).

345. InRTO or ISO regions, if the Commission determines that the Transmission
Provider must also sign the interconnection agreement, Central Maine asks the
Commission to clarify that, under section 205 of the FPA, the Transmission Owner has the
right to file the agreement, consistent with Atlantic City Electric Co., et al. v. FERC, 329
F.3d 856, 858-59 (D.C. Cir. 2003) (explaining that while an ISO may have certain FPA
section 205 rights, the individual utility also has FPA section 205 rights). Central Maine
also says that the Transmission Owner, not the Transmission Provider, has the right to file
executed or unexecuted interconnection agreements.

346. In lieu of requiring the signatures of both the Transmission Owner and the
Transmission Provider, EEI contends that the Commission should require the signature
only of the Transmission Owner. Additionally, the Commission should encourage 1SOs
and RTOs with operational roles that cause this distinction to clearly delineate the rights
and responsibilities in their operations agreements and protocols. The interconnection
agreement can specifically refer to the OATT already approved by the Commission,
thereby eliminating the need to have both a separate agreement between the Transmission
Provider and the Interconnection Customer and a three-party agreement.

347. PG&E argues that RTOs and I1SOs do not need to become Parties to
interconnection agreements for distribution level projects because such entities only
operate transmission systems. These entities have very little interest in the smallest
projects interconnected with Distribution Systems and therefore, should not be the ones to
receive Interconnection Requests or maintain the queue for distribution level
interconnections. The Commission should designate the distribution provider to fulfill
these roles.

348. NYTO asserts that since an independent RTO or ISO has no right to bind a
Transmission Owner, the RTO or I1SO should not sign the interconnection agreement.
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349. As in Order No. 2003, we are requiring three-party agreements in areas where the
Transmission Provider and Transmission Operator are different entities.’®* In other
regions of the country where the Transmission Provider and the Transmission Owner are
the same entity, there is no need for a second signature block. %

350. Given that RTOs and ISOs have distinct characteristics and challenges, we have
permitted each RTO or I1SO to propose, on compliance, an interconnection procedures
document and agreement tailored to its individual needs.’® Such proposals should
allocate to each entity the appropriate rights and obligations. As the Order No. 2003
compliance process demonstrated, the Transmission Provider and Transmission Owner are
capable of dividing responsibility among themselves.

351. Finally, Central Maine asks the Commission to specify that, under section 205 of
the FPA, the Transmission Owner, not the Transmission Provider, must file the
interconnection agreement. This is an issue better resolved on a case-by-case basis
through the compliance process. It would be premature to conclude that in all
circumstances the Transmission Owner, and not the Transmission Provider, has the right
to file the interconnection agreement.

352. Liability — In the Proposed SGIA, the Commission proposed including provisions
in the SGIA governing the apportionment of liability between the Parties. These
provisions (indemnity, consequential damages, and Force Majeure) were similar to the
provisions in the LGIA. The Commission requested comments on whether Small
Generating Facilities should be treated differently from Large Generating Facilities with
respect to liability. We discuss our general approach to the liability provisions first,
followed by a more detailed discussion