 
[image: image1.wmf]New England Demand Response Initiative


New England Demand Response Initiative

Seventh Member Meeting
Tuesday, September 10, 2002

Conveners:
Dr. Jonathan Raab, 





Richard Cowart, 

Raab Associates, Ltd.



 

Regulatory Assistance Project

Co-Convener & Facilitator
 



Co-Convener & Policy Director
Meeting #7: Summary

58 people attended the meeting, which began at 9:30 and concluded at 3:30.  See attached attendance list.
I. Documents Distributed

Prior to the meeting:

a. Meeting Summary from plenary session #6

b. Meeting agenda

c. Energy Efficiency Strategy Outlines, Jeff Schlegel

d. Pricing and Metering Program Strategies, Rick Weston

e. Price Responsive Load Program Strategies, Chuck Goldman.

At the meeting:
f. Schematic diagram of FERC’s Standard Market Design Proposal

II. Welcome and Introduction 

The meeting was convened by Jonathan Raab and Richard Cowart, who welcomed the group to the first NEDRI meeting held in the new Foley Hoag office, and extended a particular welcome to NEDRI’s guests from the Federal Department of Energy, the Environmental Protection Agency, and the Federal Energy Regulatory Commission. 

The conveners noted that this meeting marks an important turning point in the NEDRI process. The process is now at the stage where it has specific proposals to consider regarding demand response, energy efficiency, price responsive load, and pricing and metering issues. The key objective of the seventh meeting, thus, was to get initial feedback and discussion on the proposed strategies and to determine if the strategy outlines are on track, and determine what additional tasks, supporting policies, programs, or other items are necessary to advance the proposed strategies, programs, and policies. 

One member asked how NEDRI would determine whether to launch new working groups and how additional groups would be set up. Jonathan Raab observed that there is no fixed resolution to the issue; the groups are intended to remain rather fluid and will be allowed to evolve in order to focus on tasks and issues as they arise.

III. Introduction of Guests from DOE, EPA, and FERC. 

Richard Cowart introduced NEDRI’s guests from the DOE, EPA, and FERC.  [List the names of the guests, here and/or in paragraphs below?]
The guests each expressed their support for the NEDRI process. The EPA expressed its pleasure with the quick results that NEDRI has achieved thus far, and its optimism that the process would develop viable markets that will catalyze changes in consumer energy use patterns and increased energy efficiency. The EPA is looking forward to helping implement NEDRI proposals and to integrating the Energy Star program into the NEDRI process. 

The DOE called the NEDRI process a critical part of their national energy strategy. As with the EPA, the DOE is pleased that the process is laying the foundation for long-term energy efficiency. The DOE also stressed the critical nature of the three federal agencies recognizing the importance of working together on demand response. 

The FERC explained that its interest in NEDRI lies in the Commission’s desire to empower consumers through effective demand response programs necessary to make markets function properly.  FERC stressed the importance of the NEDRI process as a laboratory for the development and refinement of successful DR programs to showcase in Washington and beyond.  FERC is looking forward to ongoing participation in NEDRI as well as the DR focus groups scheduled for September 19 and 20 in Springfield. 

All the federal agencies agreed that they are not in competition with one another since each of their interests (e.g. environmental protection, demand reduction or curtailment, efficiency) are served by a better-functioning market, which is the objective DR seeks to meet. 

After the introductions, Scott Miller of FERC summarized FERC’s SMD proposal using the diagram below.  
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IV. Discussion Groups on Energy Efficiency and Price Responsive Load

At 10:30 the Group split into two discussion groups –one on energy efficiency and the other on price-responsive load programs.

Energy Efficiency

The energy efficiency group, facilitated by Cheryl Harrington of RAP, began by identifying four key topics for the breakout meeting: regional planning and funding, review and discussion of the four strategy outlines developed for the September 10th meeting (appliance and equipment standards, building energy codes, complementary strategies, and geographical targeting), prioritizing the strategies, and keeping energy efficiency as an important strategy in the overall demand response portfolio.

Jeff Schlegel briefly outlined Option EE1, energy efficiency product standards for appliances and equipment.   After a brief discussion of standards, Schlegel summarized energy efficiency Option EE2, building energy codes.  The group agreed that NEDRI should support these first two options in concept, and coordinate with projects already underway in New England.  More specifically, the group indicated the following:

· NEDRI should articulate why standards and codes, and longer-term energy efficiency load reductions in general, are important for demand response.

· Many in the group agreed that the specific actions listed in the two strategy outlines on standards and codes should be supported and pursued.

· Several in the group were supportive in concept, but wanted to see information assessing the costs and benefits of the standards and codes.

· Many supported working with the Northeast States Energy Efficiency Standards Project and the Northeast Regional Building Energy Code Project, two ongoing projects staffed by Northeast Energy Efficiency Partnerships (NEEP), as a way to coordinate and make progress in New England.

· NECPUC could develop model rules and legislation for consideration in individual states.

· Environmental regulators could include standards and codes in their state plans and climate change action plans, and that would be one way to engage the governors in the individual states (or through the governors’ council). 

Because the group was generally supportive of these two strategies overall, and supportive of coordinating with the two ongoing standards and codes projects in New England rather than developing a new initiative, the working group decided to spend the majority of its remaining time on options EE3 and EE4

Jeff Schlegel then summarized option EE3, complementary and integrated approaches for broad-based energy efficiency and shorter-term demand response.  This option drew the most comments from the members present.  In general, the members were supportive of all five complementary sub-strategies outlined in EE3: focusing on peak savings, facility equipment and operations, complementary and coordinated marketing and delivery approaches, new technology opportunities, and integration with pricing and metering.  

Several members encouraged NEDRI to explore opportunities for recommending more funds to increase energy efficiency.  There is a question as to how energy efficiency programs should be funded, in addition to the existing SBC funds – where will the funding come from?  

The group discussed how best to make the case for energy efficiency.  NEDRI needs to be able to describe and articulate the possible benefits accruing from congruent shorter-term demand response and longer-term energy efficiency programs.  The overall goal is to sculpt a more efficient load shape, and energy efficiency is a key component of that effort.  Additional specific examples of new technology providing high-performance energy services with lower energy costs are also needed to illustrate compellingly the improvements in performance associated with energy efficiency efforts.

Several members observed that more studies needed to be done on the relative costs and benefits of shorter-term and longer-term demand response programs.  The members asked whether NEDRI could prepare a comparative analysis.  Air quality impacts should also be included in the analysis.  

The group noted that serious market research into the potential for customer participation in demand response programs should be undertaken, including for the price-responsive load and emergency programs.  Customers should be asked if existing programs meet their needs, and they should have input into program design.  There are some lessons out there in terms of the processes used in the design and development of energy efficiency programs, plus some lessons drawn from actual experience (e.g., residential customers are often more responsive than businesses, for example).  Successful programs generally align customer value and system value.  One participant noted that the ISO can’t or won’t be responsible for these marketing/retail research efforts.  

Jeff Schlegel then quickly went through option EE4, geographical targeting of energy efficiency and shorter-term demand response to relieve constraints and/or defer or reduce transmission or distribution investments.  Several members raised the issue that SBC funds must correspond to costs in particular geographic areas.  In current practice, money collected in a state must stay in that state, and efficiency benefits must accrue to the consumers in that state.  Eventually a decision needs to be made: costs should be either localized or socialized across the entire region, in a consistent manner across resource options, because unequal treatment of energy efficiency and transmission costs is creating misaligned, inconsistent, or mixed messages.

At the end of the group breakout session, the members identified the following as next steps and priorities for development of energy efficiency strategies for the October 8th and future NEDRI meetings:

1. Regional planning and funding: develop a strategy outline on options for regional funding (regional reliability and pool benefits funding) and the role of regional planning.

2. Regional coordination: develop a strategy outline on regional coordination.

3. Further develop the complementary and integrated options in strategy EE3, especially the peak savings targeting, the technology opportunities, and the complementary marketing and delivery approaches combined with facility equipment and operations. (Also, there was interest in further developing the integration with pricing and metering, but the group was interested in following the pricing and metering discussions first.)

4. Geographical targeting: expand the outline and address the planning, funding, administration, and coordination issues.

5. Determine how NEDRI can best support codes and standards, piggybacking on the Northeast regional projects already underway.  Summarize the costs and benefits of codes and standards.

The group also identified three cross-working group issues for NEDRI to work on:

1. A comparative assessment of the benefits, costs, and value of shorter-term demand response (price-responsive load and emergency) and longer-term energy efficiency.

2. The degree of alignment and consistency regarding the funding and responsibility of various decisions and options (e.g., transmission planning and alternatives to transmission) along two key spectrums: socialize versus privatize, and regional versus local.  One aspect of this is the funding issues, including regional, SBC, or other funding approaches.

3. Measurement, monitoring, and verification for energy efficiency and other demand-side resources for contributing to resource adequacy (reserves) in the future.

Price-responsive load

The Price-responsive load break-out session was facilitated by Jonathan Raab. Chuck Goldman reviewed the wholesale markets and DR programs and objectives (see table 1 of the PRL paper). He noted that the ICAP program was not on the list, but that it would be the subject of discussion in October or November during the reliability discussion. He then went over the day-ahead market program, described New York’s Day Ahead Demand Response Program (DADRP), the ISO-New England’s proposed program and “strawperson” program design being proposed by the NEDRI technical consultants.

The group discussed the potential areas of concern or “showstopper” problems with either the ISO-NE proposal or the NEDRI team “strawperson” design.   Two issues were of particular interest and concern to the Group – payments to customers and environmental issues related to on-site generation. 

Payments to Customers: The Group focused on how much money to offer customers as compensation or payments in order to secure their participation in a DADRP program, while recognizing that offering payments in excess of day-ahead market clearing prices may not be sustainable for a longer-term program.  Some points made by participants included:

· Payments could be offered to participants now, but remain a transitional strategy. 

· Realer time pricing for most or all consumers is one possible alternative, but it is likely to prove politically unfeasible. 

· Some pointed out that the infrastructure costs to CSPs and customers can be sizeable and there are very few hours during the year when day-ahead market prices are high enough where many customers will offer load reductions given the current load/resource balance in New England 

. Thus there may be limited meaningful business opportunities.  

· Offering payments at day-ahead market prices (currently low) also means that few customers will participate, resulting in very little demand response resource.

· The ISO  (and customers generally) will be willing to pay for value received through DR programs, but this requires an understanding of the various external benefits that DR provides: improved reliability, congestion relief, lower clearing prices, etc. 

· We need to understand the impact that vibrant DR may have on the profitability of supply-side investments. 

· Treat DR similar to supply (as a resource)

· Don’t use the word “subsidy”.
A straw poll of the Group on the payment-to-customer issue revealed that essentially everyone present felt that payments to participants are justified and will be necessary at least for the next 3 years. Approximately half of the group voted for payments at the fully loaded market price, and the other half advocated  paying more than the market-clearing price. Who should pay was flagged as an important issue but was not addressed.

Environmental Issues Related to On-Site Generation: The NEDRI team proposed not allowing diesel generators to participate in the DADRP program but would allow non-diesel generators  to participate,  provided they meet state environmental laws. Nancy Seidman from DEP and Bill White from EPA proposed an alternative approach to allow any type of on-site generation that meets an output-based emissions standard, such as the draft DG environmental rule that RAP et al. have been working on with a group of national stakeholders.  The NEDRI Group unanimously agreed that an output-based rule would be desirable and preferable.  (The RAP model rule is nearing completion and should be available on the RAP website by the middle of October.  Currently on the website is the November 2001 Public Review Draft of the rule.  While the structure and approach of the final rule will remain essentially the same as those of the November draft, the final rule will differ in several important aspects.)

Other concerns one or more member raised with respect to DADRP but not discussed in any depth due to time constraints include the following:  

1. No need for a sunset date - The three-year time limit prior to review and reauthorization is too short. There needs to be a longer-term commitment to encourage investments. Do not put a sunset date on the program.
2. Start date  - The DADRP program should start in 2003 or when SMD takes off as currently proposed, rather than 2004. 

3. Penalties for non-performance - The threat of any penalties could scare customers away from participating. 

4. Baseline issues for DG - Developing a reliable customer baseline could be a show-stopper for some DG depending how it’s detailed. 
5. Degradation of air quality would be a showstopper.
Emergency Program:  The group briefly discussed the NEDRI team recommendations for an emergency response program and flagged two key issues for further discussion: performance payment (how much and to whom to pay) and the role of non-LSE’s as service providers. 

· Should CSP’s be allowed to participate in emergency programs?

· How should performance payments be set?

The Group then broke for lunch. It did not have time to address the third program on non-interval-metered load.

V. Pricing and Metering

After lunch, NEDRI participants reconvened in plenary to hear brief summaries by the facilitators of the energy efficiency and price responsive load morning discussions, and then to consider the proposed pricing and metering strategies. The discussion began with a presentation by Rick Weston and Jim Lazar describing the strategies.  

With respect to pricing and default service, the following points were raised:

· Are the vast majority of customers going to be on default service? 

· We seem to be stuck between two worlds – the regulated and the competitive – which creates uncertainty and makes the design of these programs difficult. 

· Rather than mandate dynamic pricing structures for default service, would it not be better to make sure that the LSE sees real time prices and let them strike deals with customers as they see most appropriate for their needs. 

· Clarity is needed on whether rates apply to all customers, or just to default generation.
· Consider PBR for the wire portion of services. 
· Many legislators and policymakers regard default service as an important consumer protection in the world of volatile competitive markets, and therefore will probably not be supportive of mandatory rate designs (TOU, critical peak, etc.) that shift more price-risk upon lower-volume consumers..

· TOU rates will get lots of load response quickly. 

· Consider implementing “realer”-time pricing schemes, but allow customers to opt out if they so desire. 

· Vermont has a long history with TOU, inverted block, and seasonally differentiated rates, but, as patterns of demand and the underlying structure of the regional wholesale have changed, so too has the justification for those older rate designs.. 

· United Illuminated has voluntary TOU rates. 

· Commercial customers live under electricity budgets and desire predictable electricity bills. 

· The incidence of bad air quality days correlates strongly with peak demand periods. Peak load prices can be seen, in part, as an indicator of the cost of the pollution created during peak load periods. 

· If default service prices are set too low, the competitive service providers won’t be able to compete. Look for some principles in default service pricing that leave room for competitive service.  Try to maintain a level playing field for competition. 
· Look at “add-on” programs (e.g., controlled water heating with incentive payments to customers) for those still on default service 
· Voluntary default service rate options. Look at programs that target people who are on default service for special end-uses. Keep it simple, but make incremental changes that are mandatory within default. 
· Inverted block rates and other dynamic pricing structures for default service may prove controversial for policymakers; adding revenue-capped performance-based regulation to the mix will increase the controversy. 
· Should there be inverted rates for residential customers and small commercial customers? This was done in the Northwest & CA. 
· Those impacted by RTP (i.e., larger commercial and industrial customers) are also those with strong political power. 
· The whole discussion underscores the need to get competitive retail markets working. 
· Voluntary rate choices can exacerbate problems due to self-selection.

· Keep it simple and voluntary. 
Dr. Raab summarized the rate discussion by saying that, while it appears that many if not most believe that “realer”-time pricing in its various guises could be very effective in promoting demand response, many of those present also believe that mandating these types of rate structures for default service customers would be politically challenging for PUCs and legislators.  Many observed that the absence of such rate changes likely increases the need for an ongoing range of retail and wholesale programs and strategies to pay customers to shed load.

The conversation shifted to metering and began with a question about whether mandated advanced metering could be justified if there were no mandatory dynamic rate designs for customers.  The following comments were made by one or more participant:

· If dynamic pricing is not required then it will not be necessary to mandate advanced meters – but it can done one by one on a voluntary basis. 

· Advanced meters enable LSEs to better understand and manage their loads, and therefore have value even in the absence of dynamic pricing. 

· Develop policies for the deployment of advanced metering that are technology neutral, thus allowing firms to make their investment decisions based on a combination of performance requirements and economic logic.

· The real value in advanced metering lies not in the meter itself but the information that it generates.  Information from distribution company-installed meters should be available to competitive providers. 

· A participant in the ISO-New England programs needs an interval meter.

· DR programs are needed for non-metered customers as well. 

· Consider how the programs will be presented. If you offer green-pricing options packaged with DR, then you might get better response. 

· Mass deployment of meters for smaller customers has already fallen to $80-$100 and is dropping.  Don’t throw the mass-deployment issue overboard. 

· Consumers need to be educated on their loads. 

VI. Next Steps

The next NEDRI meeting will take place on October 8 at the Highlander Inn in Manchester, NH. The meeting will likely include the following: 

· Report on the major points made by DR service providers and customers at the September 19/20 NEDRI-FERC  Focus Group in Springfield, MA

· Detailed discussion of program elements reviewed Sept 10, especially the ISO-level PRL programs.

· Discussion of strategies and process to further develop other topics reviewed Sept 10: especially mass market programs, pricing and metering, and energy efficiency.

FERC and NEDRI are cosponsoring a two-day workshop to get feedback from service providers and customers on demand response.  Meeting will be at the Sheraton in Springfield September 19/20.  All NEDRI members are encouraged to attend.
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