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Preamble

During the 2011 legislative session, the General Assembly created the concept of Excess
Renewable Net Metering Credits and directed that those credits be priced at the electric distribution
company’s avoided cost. The avoided cost was defined at that time as the company’s Last Resort
Service per-kWh charge for the customer’s relevant rate class. In the 2025 session, the General
Assembly revised the valuation approach for Excess Renewable Net Metering Credits and
eliminated the prior statutory reference to the electric distribution company’s avoided cost.

As a result of these statutory amendments, the Commission has asked the parties to address two
related issues: first, whether the new valuation framework for Excess Renewable Net Metering
Credits continues to reflect the electric distribution company’s avoided cost; and second, if it does
not, how an alternative valuation of avoided cost would remain consistent with federal law—
particularly the Public Utility Regulatory Policies Act of 1978 (PURPA)—in light of the
Commission’s obligation to interpret Rhode Island law in harmony with federal constitutional
principles and PURPA requirements.

Legislative Intent

At first blush, the omission of the phrase “shall be equal to the electric distribution company’s
avoided cost rate” from the definition of Excess Renewable Net-Metering Credit was intended to



imply that the proposed mechanism is not, in fact, representative of the electric distribution
company’s avoided cost. In fact, the proposed mechanism, based on the wholesale electricity rate,
is closely aligned with FERC’s definition of “avoided-cost” in Order 872 (see below). A reasonable
conclusion from these facts is that the legislative language is, in fact, intended to define the method
for calculating the utility’s avoided costs.

Alignment with FERC Order 872

FERC Order 872, issued in 2020 and largely upheld by federal courts in 2023, significantly
overhauled how states set avoided cost rates for Qualifying Facilities (“QF”’s) under the Public
Utility Regulatory Policies Act (“PURPA”). The order sought to provide states with greater
flexibility to ensure that rates paid to QFs more accurately reflect market conditions.

In this order, the Commission determined that, in states that operate in organized markets (i.e.,
RTOs/ ISOs), locational marginal prices (“LMP”) do in fact represent the as-available avoided cost
rates'. The order states that:

“Commenters have not persuaded us that LMP may not presumptively reflect a
purchasing electric utility’s avoided energy costs. LMP sets day-ahead and real-
time energy prices through competitive auctions in RTOs/ISOs that optimally
dispatch resources to balance supply and demand, while taking into account actual
system conditions, including congestion on the transmission system. We continue
to find that: (1) LMPs reflect the true marginal cost of production of energy, taking
into account all physical system constraints; (2) these prices would fully
compensate all resources for their variable cost of providing service; (3) LMP prices
are designed to reflect the least-cost of meeting an incremental megawatt-hour of
demand at each location on the grid, and thus prices vary based on location and
time; and (4) unlike average system-wide cost measures of the avoided energy cost
used by many states, LMP should provide a more accurate measure of the varying
actual avoided energy costs, hour by hour, for each receipt point on an electric
utility’s system where the utility receives power from QFs”.

The changes proposed in the 2025 Rhode Island legislation to the definition of Excess Renewable
Net-Metering Credits result in a superior alignment with the FERC definition of “avoided costs”
than the previous definition.

Rhode Island Energy Proposal Aligns with FERC

As described in the testimony of Erica J. Russell Salk, “The Company selected a weighted average
rate based on monthly energy sales because it is the most accurate reflection of the value of energy
in the wholesale market.” This value is also equivalent to the cost that the utility would have
incurred but for the excess generation from net metering, or the avoided cost. Furthermore, this

" Qualifying Facility Rates & Requirements Implementation Issues Under the Pub. Util. Reg. Pol’y Act of 1978,
Order No. 872, 172 FERC 4 61,041 (2020) at 152-153.



weighted average rate is proposed to be calculated using the actual hourly locational marginal
prices at the pricing nodes, consistent with FERC's determination in Order 872.

Summary

The proposed approach to setting the value of the Excess Net Metering Credit using actual hourly
LMPs is representative of the electric distribution company’s avoided cost and is furthermore
consistent with FERC's definition of available avoided cost.



