E.
Recommendation Five: Facilitate Sale of DG Output

[This recommendation will be in included in the RDR chapter.]

Recommendation

ISO-NE should facilitate the sale of energy from customer-located DG units at compensatory real-time prices by allowing sales of displaced customer load (energy), as well as output in excess of customer load, without requiring such units to bid into the ISO's markets. Such units should be allowed to operate as price takers outside the ISO markets provided that they notify the ISO in advance of such operation and expected output. DG so sold would be treated by ISO-NE as a load modifier and compensated at the real-time LMP rate, based on metered output.

Discussion

Displaced and/or excess energy resulting from the operation of customer-located DG during non-emergency periods has value to the market and to reliability comparable to the energy provided by small Generators not directly modeled and bid into the ISO-NE markets. This value may exceed the customers' applicable retail rates by a significant margin. The inability to capture the full economic value of their output results in a significant disincentive to the deployment of new, clean DG relative to central-station generation.

As is the case with small hydro and cogen units developed under PURPA, DG should be able to sell their output into the wholesale markets at compensatory, efficient rates. To the extent that current ISO-NE rules do not currently allow the sale of excess and displaced customer energy outside the ISO market/bidding system, such capability should be developed.

It is not anticipated that the amount of such generation would be significant enough that the lack of direct modeling (other than as a load modifier) would have an impact on the efficiency or reliability of the market.
