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I. Introduction
DG and CHP are integral components of a diverse energy supply.  They can contribute to the efficient functioning of competitive energy markets, provide reliability services, reduce emissions (in certain instances), and improve the efficiency of energy production and delivery by reducing losses and congestion and by avoiding more costly infrastructure investment in transmission and distribution.  NEDRI encourages states to adopt policies that will promote the deployment of clean,
 cost-effective DG.

This memo describes proposed policy recommendations to support the cost-effective and environmentally sustainable use of distributed resources – specifically distributed generation (DG) and its subset, combined heat and power (CHP).  These policy recommendations are in addition to those already adopted with respect to regional demand response programs.
Unless the context clearly suggests otherwise, the terms “distributed generation” and “DG” refer also to CHP applications.
[Note: This memo will not, if adopted by NEDRI, constitute a separate chapter in a final report.  Rather, the recommendations will be incorporated where appropriate in the chapters on regional demand response programs, pricing and metering, energy efficiency, and power delivery system planning.]
II. Recommendations and Discussion
A. Clean and Behind the Meter
[This recommendation will be in included in the RDR chapter.]

Recommendation

DG that is “clean,” “behind the meter,” is sized at, below, or modestly above the host load, and does not export power to the grid (i.e., is on the customer’s side of the meter) should be able to participate in wholesale markets (i.e., ICAP, day-ahead, real-time and ancillary services markets) on a comparable basis to other forms of demand response.  To the extent that end-use energy efficiency is eligible to receive resource adequacy credit, clean, customer-premises DG should also be eligible to receive such credit.
Discussion
Stand-alone DG (that is, DG not serving a host load) was not considered and we make no recommendations on how to treat stand alone DG with respect to the wholesale markets.  NEDRI did not consider separate rules or markets that may be needed to foster development of new clean, stand-alone DG technologies.

B. Recommendation Two: ICAP and Resource Adequacy Credit
[This recommendation is simply a repeat of Recommendation #5 in the RDR chapter (as of April 28th) and is included here, with discussion, to affirm that it applies to DG.]
Recommendation
· That ISO-NE implement an effective, location-based ICAP resource credit for demand response resources during 2003.

· However, if ISO-NE implements system-wide ICAP credits (i.e., without locational differences) in 2003, we recommend that the ISO develop interim solutions to encourage demand response and supply resources in congested, constrained regions. These interim solutions may include additional financial support from utility ratepayers or states, such as capacity reservation payments ($/kW), in order to address local reliability problems in constrained areas during the transition to effective location-based wholesale electricity markets (e.g., ICAP).

Discussion
Enrolled Demand Response (both load management and DG) resources provide capacity and reliability benefits that should be reflected through the ICAP or other capacity obligations and credits imposed by the ISO. New England is proposing to continue an ICAP program for the near-term, and is considering other options for the longer term.  If ICAP is continued in 2003, NEDRI concludes that ICAP credits should be available to enrolled DR resources, and should be location-based, to reflect the varying load/resource balance in the New England region and send the appropriate signal for long-term investments in both supply and demand resources in capacity-constrained areas.
The eligibility of a DR resource for ICAP or other credits depends in part upon its availability to be called upon when needed.  To the extent that certain resources, such as energy efficiency and CHP, are already producing savings that are reflected in reduced customer load profiles, then it is not appropriate that they should receive ICAP or related credits.  However, insofar as incremental efficiency, DG, and CHP investments can serve longer-term resource adequacy needs, then they should be eligible for such credits.
C. Recommendation Three: Interconnection, Standby Rates, and Other Policies
[This recommendation will be included in the pricing and metering chapter.]

Recommendation
States should develop and implement standardized interconnection procedures, standby rates, and environmental standards for DG.  These policies should be designed to eliminate unnecessary barriers to DG deployment, reduce administrative burdens for owners and governments, recover only the just and reasonable costs that a DG installation imposes on the system, and promote environmentally sustainable DG.  To the extent possible, these policies should be standardized within a state and consistent from state to state, thus further easing administrative burdens on DG providers and customers.

Discussion
There can be significant interconnection, standby rate, and environmental issues associated with the installation and operation of DG.  These questions were outside the scope of NEDRI, but, as a general matter, we acknowledge they can, if not appropriately resolved, prove to be real barriers to DG development.  NEDRI urges regulators and policymakers to address these questions and, where possible, create resolutions that are standardized with states and consistent among the states in the region.

D. Recommendations Four: Ratepayer Funding

[There will be recommendations on ratepayer funding for short-term demand response that will be forthcoming after the May 8th meeting and proposed to be included in the Regional Demand Response chapter.  These recommendations will explicitly talk about eligibility and the role of DG.]
Recommendation
[To be developed.]






� By “clean” we mean that the resources meet at least the environmental requirements specified in the NEDRI chapter Regional Demand Response Programs (January 15, 2003).


� We note, for example, recent work in Massachusetts.  As a result of its inquiry in DG, the Massachusetts Department of Telecommunications and Energy (DTE) ordered the ordered the establishment of a collaborative forum to examine the issues underlying DG interconnection, and how to reconcile DG with the safety and reliability concerns associated with interconnection.  The collaborative was hosted by the Massachusetts Technology Collaborative (MTC) on behalf of the Renewable Energy Trust and mediated by Raab Associates, Ltd.  The Collaborative’s final report to the DTE is available on line at http://dg.raabassociates.org/.
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