Suggested Recommendations for NEDRI Report on Distributed Generation and Combined Heat and Power*

*Note: The text below has been developed by an ad hoc group of NEDRI members concerned with DG and CHP, for discussion and possible inclusion in the NEDRI final report. (Draft date March 21, 2003)

Distributed Resources and Combined Heat and Power

Summary

NEDRI recommends that Distributed Generation (DG) and Combined Heat and Power (CHP) be explicitly included in demand response programs.  The regional demand response markets must ensure that they fully harvest the unique technical, economic and environmental benefits of clean DG/CHP, and recognize the aspects of clean DG/CHP that resemble energy efficiency and generation.  NEDRI specifically recommends the following:

1. DG/CHP that is “clean”
 and “behind the meter”, is sized at or below the host load, and does not export power to the grid, should be treated in a manner comparable to energy efficiency for the purposes of ICAP and Resource Adequacy.

2. DG/CHP should be able to participate in the ICAP and wholesale markets on a comparable basis to demand response, energy efficiency and central station generation. This includes participation in ICAP, day-ahead, real-time and ancillary services markets.  It also includes the option for both demand response and DG/CHP, to activate voluntarily at any time with prior notice to the ISO with payment equal to the real-time clearing price. 

3. All states in the region should expedite the development and implementation of standardized interconnection procedures and standby rates for DG/CHP that recognize the unique benefits of DG/CHP and that eliminate barriers to entry.  Insofar as practicable, states should ensure that these procedures and rates are consistent, in order to facilitate the development of a robust regional industry.

4. Where permitted to do so, NEDRI participants believe that SBC administrators should consider DG/CHP alongside energy efficiency options and allocate funds to the most cost-effective resources.

These recommendations are discussed below.

Introduction

NEDRI participants have recognized the value that clean DG and CHP development can foster in helping stabilize competitive energy markets, provide reliability of supply, reduce emissions, and improve efficiency of energy production and delivery by reducing losses, congestion and infrastructure on the transmission and distribution grids.

It is therefore important that demand response policies and market recommendations do not prove to be a barrier for DG and CHP participation, but rather encourage development of clean DG and CHP.

The recommendations below represent a consensus of NEDRI’s diverse participants unless otherwise noted in the text.

In this chapter, we try to develop recommendations that include and allow participation of clean DG and CHP applications that are similar to demand response, based on two guiding principles. 

· First, we followed the principle in FERC’s NOPR on Standard Market Design that anything behind the meter, be it load curtailment or on-site generation, is considered demand response.  This principle leads to inclusion of DG/CHP in the demand response markets recommended in this report.

· Second, we include provisions for environmental eligibility that are specified in the demand response chapter.  These provisions promote new clean technologies for DG/CHP and prohibit older backup diesel generation with high pollutant emission levels from participating in economic demand response.

Discussion of the Recommendations
“Behind the Meter” DG/CHP

Consistent with the FERC Standard Market Design NOPR, the NEDRI participants consider DG and CHP that is fully “behind the meter” be limited in size to something equal to or less than a host load.  This is not a rigorous definition of eligible DG/CHP since NEDRI participants have not addressed this issue comprehensively.  It will serve as a guideline for the purposes of this report
.

ICAP Eligibility

NEDRI supports the development of pilot programs that will provide capacity credit to load-profiled customers (who are not eligible for ICAP payments) for reductions in their peak capacity usage.  Customers, and their LSEs, generally get “credit” today for energy efficiency (EE) or DG/CHP investments through reduced capacity acquisition requirements—to the extent that EE or DG/CHP reduces their peak requirements.  The FERC SMD NOPR proposes to extend this notion by instituting a mandatory long-term Resource Adequacy requirement for LSEs.  But there are two problems.  

· First, consumers do not generally get credit for current year investments, since their peak is estimated by prior period usage.  The NYISO has solved this problem through provisions in its Special Case Resources ICAP Program, and NEDRI should support such provisions for ISO-NE.  

· Second, load profiled customers do not now receive any credit for energy efficiency peak use reductions—because the load profile mechanism does not take it into account.   

Energy efficiency and DG/CHP are viable means by which customers can exercise demand response.  Mechanisms should be developed that will allow them to take credit for reduced capacity usage, especially in constrained areas likely to require some investment in the Resource Adequacy planning horizon.  Methods for estimating variations from established load profiles should be developed for use, initially, in pilot programs.  The 25 MW pilot programs at the NYISO and PJM for small customers that do not have interval meters provide an example of workable pilot programs that can serve as a model for similar programs in New England. 

DG/CHP Participation in the Wholesale Markets

It is recommended that clean DG/CHP be able to participate in energy, ICAP and wholesale markets including day ahead and real-time economic and ancillary services markets.

Price-Taker Participation

Central station generators have the option in current wholesale markets to voluntarily self-commit their units and run at any time on any day.  These units will be paid the clearing price for the hours they operate.  The only requirement is prior notification to the ISO.  This sounds and is very simple, however, payment for these units is subject to volatile real-time market swings.  The incentive, then, for these units, and demand curtailment and DG/CHP if this option is extended to them, is to run and be a “price taker” during high load periods (and probably high price), which is just when the grid would most likely need them.

Interconnection and Standby Rates

There are significant interconnection and standby rate issues associated with the installation of DG/CHP.  These issues are generally outside the scope of NEDRI.  In general, however, NEDRI participants have noted that the resolution of interconnect and standby rate issues, or the lack of resolution of these issues, can provide significant barriers to development of DG/CHP.  NEDRI participants agree that expeditious resolution of these issues is required and we urge regulators and policy makers to focus concerted attention to getting this done.  Moreover, there is need for standard resolution to these issues that apply across entire regions, if not the country, so that investors, developers and customers considering DG/CHP can clearly understand the rules and all regions are equally attractive for this kind of investment and development.

SBC Funds and Ratepayer Support for DG/CHP

DG/CHP resources face many of the same institutional and other barriers that confront energy efficiency. Addressing these barriers will require the same sort of public assistance that SBC funds provide for energy efficiency. Where permitted to do so, NEDRI participants believe that SBC administrators should consider DG/CHP alongside energy efficiency options and not arbitrarily excluded.

� 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).


� / Note: 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.  There is a school of thought among parties that currently participate in wholesale markets that stand alone DG should participate in wholesale markets on an equivalent basis to central station generation.  The NEDRI process simply did not contemplate any separate rules or markets that may be needed to foster development of new clean, stand-alone DG technologies.
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