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Meeting #8: Summary

51 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 meeting #7, September 10, 2002 

b. Meeting agenda

c. Price-Responsive Load and Emergency Programs memo, NEDRI Consulting Team, October 2, 2002

d. Initial Workplans for EE and PM Working Groups memo, NEDRI Consulting Team, October 1, 2002

At the meeting:
None 
II. Welcome and Introduction to the Day 

Dr. Jonathan Raab, the NEDRI facilitator, welcomed the group to the eighth NEDRI meeting and reviewed the day’s agenda. Dr. Raab asked the Group for any changes to the Summary from meeting #7, which there were none. Then Richard Cowart, RAP and Alison Silverstein, FERC gave a brief review of the Sept. 19- 20 NEDRI-FERC Demand Response (DR) Focus Group that took place in Springfield, MA at the Sheraton. (See Meeting Summary on website for more details).

Afterward, Rick Morgan of the US Environmental Protection Agency (EPA) explained that the EPA will fund a study to track the environmental impacts of demand response programs including shorter-term price responsive load programs and longer-term energy efficiency programs in New England. The EPA plans to retain consultants this fall to analyze the potential environmental benefits and impacts from NEDRI’s proposed programs.  It would then fund a study to track the actual impacts as the programs are rolled out over time. 

III. Discussion of the Program Memos

Before opening the discussion, Dr. Raab briefly reviewed the NEDRI ground rules for the benefit of new members and alternate representatives who may not have been present when the ground rules were originally drafted. In particular, he highlighted the decision-making rule, which is that NEDRI recommendations are made by consensus wherever possible. In the absence of consensus on a recommendation, the final NEDRI report will describe significant alternative approaches offered by group members. 

Dr. Raab framed the discussion by stating that since the last meeting, the consulting team has striven to craft a comprehensive and balanced approach to its price responsive load proposals. Although there are undoubtedly pieces of each of the proposals that may elicit the interest or concern of different members, the basic question the group must try to address is: does the group agree that the designs represent a balanced program package? The group’s objective for the day was to look at the programs in their entirety and identify the big issues that might serve as “show-stoppers”, leaving less essential details for later discussion. 

A. Discussion of the Day-Ahead program

 Chuck Goldman  presented a quick overview of the NEDRI consulting team’s proposals on Day-Ahead PRL programs. He explained that the guiding principle in developing the program was to incorporate the fundamental elements that DR customers require in order to participate in such programs, which include timely, certain payments for performance, minimum penalties for non-performance, a reliable stream of benefits in order to justify DR-related investments, ease of program enrollment, development and roll-out of enabling technologies that help manage energy costs (web software, meters, etc), and customized service offerings. 

Directing the group’s attention to Table 1 of the PRL memo, he told the group that in crafting the proposed program he intended to strike a balance between meeting the ISO’s needs for reliability and effective wholesale electricity markets, accelerate robust DR capability, and reflect the fact that electricity markets are likely to continue evolving from their presently immature state. 

Mr. Goldman highlighted several key issues in the proposed NEDRI day-ahead program that are different from that proposed by the ISO (the differences are in italics in his memo).  They include: 

· A minimum 3-year program duration, starting with the inauguration of Standard Market Design (SMD).

· Easy entry for alternative DR service providers into NEPOOL for the sole purpose of delivering DR programs. 

· Eligibility requirements for on-site generation (e.g. environmental permitting requirements) 

· Participation in multiple programs.

· Performance compensation based on the higher of accepted bid or LMP. 

· A change the bidding process such that DR providers could bid in increments of less than 1 MW for loads over 1 MW. 

Dr. Raab then opened the discussion of the NEDRI consultants’ proposed day-ahead program. He reminded the group that at this point the consultants are seeking commentary on major problems that would need to be addressed with the program; the goal was to avoid obfuscating the big issues with too much detail. One or more participants voiced the following:

· The programs assume the presence of ICAP type payments, and without them the designs are unlikely to succeed. This should be clearly articulated in the memo.

· Resource planning is also critical to the success of PRL programs, and this piece too needs to be in place.

· Is there a role for aggregating relatively small loads into larger loads that can more effectively participate? 

· It is not altogether apparent how the payments and penalties in this program function.  It would help the group to have someone do some numerical examples to demonstrate how it might work.

· What is this program going to cost and what are we going to get out of it? 

· Treatment of on-site generation in terms of emissions levels: if dirty diesel is going to be allowed to run, then the program will negate the environmental benefits of reduced consumption.  

· Technology investments and operating investments will be better made within the context of programs having a time horizon of longer than three years.

· The program could be started before SMD and the Day-Ahead markets come into effect, but doing so would require extensive changes that would result in a substantively different (and diminished) program. 

· Is it possible to push the envelope further? NEDRI set out to create truly innovative programs, but the proposed programs appear to be only souped-up NY and NE ISO programs.

· Is it possible to avoid paying consumers not to consume electricity? 

· The program should be thought of as the best-available solution for curtailing demand in a market where price signals are still muted. It should be viewed as a mid-station as markets develop; don’t begin and end with this program. 

· Creating bidding increments of less than one MW will be problematic to do right away due to ISO-NE software constraints.

· Establishing who should pay for demand reductions is critical. The group has been silent on this issue so far. 

· How would the removal of the $500/MW maximum bid in the program integrate with ICAP?

After a thorough and productive discussion, the group took a 15-minute break at 11:15. During the break Jonathan Raab, Richard Cowart and Chuck Goldman distilled the previous discussion into 6 areas in need of further attention from the Group. 

1. The start date 

2. The resource adequacy statement

3. Bidding increments

4. Who pays?

5. Environmental eligibility (for DG)

6. Payments and penalties for non-performance. 

The subsequent discussion addressed each of these points in turn. On many issues the group was able to craft statements that garnered the consent of the Group, or substantial convergence.  Sometimes the discussion of the DADRP also addressed an issue for the emergency program (the next agenda item).

Start Date: The Group agreed that the start date goal for the Day-Ahead program should be set when the Day-ahead market starts. However, the Group acknowledged that the ISO-New England software upgrade needed to start this program may take longer to develop, but the Group agreed to urge the ISO-NE to put it in place as soon as possible.  ISO-NE estimated the software would be ready in June 2003. 

Resource Adequacy: The Group agreed that the Day Ahead Market program description should explicitly state the need for some sort of ICAP-type (or Resource Adequacy) payment to complement the Day-Ahead and Emergency programs.   

System Expansion Planning:  The Group agreed that the Day Ahead program description should include a statement detailing the Group’s explicit desire to incorporate demand response in system expansion planning.

Bidding Increments:  The Group agreed that the goal should be to allow bidding increments of less than 1 MW for loads above 1 MW to participate in the Day-Ahead program as soon as software is ready. NEDRI recognizes that the ISO needs to change its software and requests it to determine what changes need to be made and then return to the Group with a plan for doing so. As an interim measure, NEDRI asks the ISO to assess whether it can separate the bids from the financial settlement process. (That is, the bidding software could treat bids as in 1-MW increments, but reductions at smaller increments would be paid for their actual performance.) Lastly, the Group agreed that it should substitute the minimum 1 MW bid increment with less than 1-MW increments as a goal to be reached when practicable (which includes the ability to verify curtailment of small loads).  

Who Pays? On this issue it was noted that under present practice, load through the Load Serving Entities (LSEs,) pay the incentives to customers to participate in the Emergency program. ISO-New England proposed that for both the Emergency and Day-Ahead programs, program costs be allocated to the wires through Zonal Area Network Load.  The Group then discussed what this meant and whether or not this was parallel to how comparable generation costs are allocated (i.e., Reliability Must-Run, RMR, for the emergency program), and whether administrative costs should be treated differently from payments to customers.  

In a straw poll focused only on “Who Pays?” in the Emergency Program, 14 members were in favor of the ISO’s proposal, with only the two distribution companies opposing.  However, approximately half-dozen other members abstained, with some feeling they did not understand the issue well enough yet to have a strong opinion.  The Group agreed that the “who pays” question still needed to be addressed for the Day Ahead program, and tagged the issue to return to it later when it could consider the questions in greater depth.

Environmental Eligibility

Richard Cowart, NEDRI Policy Director, reiterated that the major environmental question facing the Group resides in how to treat existing back-up generators versus new installations. He asked the group for its thoughts on how the consulting team should address two specific questions:

1. Should existing diesel be permitted to enroll in the Day-Ahead program?

2. Should compliance with a general, output-based standard be required for generators to enroll in the Day-Ahead program?

After exploring various issues, the Group reached a preliminary consensus that NEDRI should ultimately shoot for a single output-based standard in the Day-Ahead program. However, in addition to what those standards should be, Group members raised the following additional questions:  

· Who will monitor such as a standard? Is it the ISO? 

· What should be done about generators that are either very small or don’t have permits? 
· How, if at all, can FERC mandate compliance with environmental standards? 
The group broke for lunch at 12:50 and then reconvened at 1:30. Revisiting the environmental eligibility issues, Mr. Cowart proposed that NEDRI:

1. The FERC tariffs should simply say that a generator participating in the program must comply with each state’s existing environmental rules.

2.  NEDRI should make recommendations to New England states air regulators the appropriate output-based rules for both new and existing facilities.

The Group generally agreed with this approach for NEDRI, but added the following concerns and recommendations:

· A transition period will be necessary in order to allow the state air regulators to adopt such rules. We need to think clearly about what to do during the transition period.

· Consider keeping small back-up generators out of the Day-Ahead program until the new state standards or some other interim standards are put in place

· Use Connecticut and Massachusetts’ proposed streamlined process as a starting place to develop a regional transitional strategy.

The Group accepted the air regulators’offer to work together on a regional, output-based standard for new and existing DG to bring back to NEDRI for the November meeting.  NEDRI will review it and discuss if any additional “transition issues” need to also be addressed.

Payments and Penalties for Non-Performance

Since there was not adequate time to address this issue, the Group agreed to discuss it further at the next meeting, including looking at examples.

B. Discussion of the Emergency Program

Mr. Goldman discussed the key features and issues of the Emergency Demand Response Program covering program duration, performance payment, onsite generation, and participation in multiple programs. 

Dr. Raab noted that many of the decisions made by the Group with respect to the Day-Ahead program likely hold to the Emergency program, but asked the Group to focus on any aspects of this program that could pose insurmountable problems to them. Group members offered the following comments, which do not represent Group consensus at this juncture.

· Are we distorting the market by setting the floor price high? What about this issue with respect to the incentive payments?  It is worth looking more closely at what NY will be proposing?

· There was some concern that use of a higher floor price would lead to the program being called less often, but others noted that since the program is triggered by system conditions (not price) this should not be a problem. 

· The ISO stated that it could endorse all the NEDRI Emergency program recommendations, including floor price, if the ISO’s  recommendations on “who pays” were accepted. 

· The Group should get input from market monitors on their reaction to proposed minimum floor payment levels. 

· This program also relies on Resource Adequacy or ICAP payments to succeed, and this should be noted here too.

· Consider higher payments depending on the quality of notice provided to customers asked to interrupt. For two hours’ notice the program should pay a $500 minimum instead of $350; and compensation for 30-minute notice needs to be greater than $750 instead of the program proposal of $500. 

· The program shouldn’t sunset, and we should be more explicit about a long-term expectation for an Emergency type program.

Due to time constraints, the Group was not able to process these suggestions in greater detail. 

C. Discussion of Retail Policies to Support PRL and Emergency DR Programs

Rick Weston next gave a short presentation on the retail complements of the PRL programs. Dr. Raab asked the group to review the proposals and consider whether they contained any potentially fatal issues that must be addressed. Group members offered the following comments, which do not represent Group consensus at this juncture:

Percentage Split:
· For regulated entities, what is the value of prescribing the percentages for sharing the payments between customers and utilities (e.g., 80/20 split of program payments between customer and utility)? Instead of prescribing the percentages, they might be more effectively driven by market conditions (where there are other firms competing with the regulated entities). 

· It is important to recognize the anti-competitive features of a 100% pass-through of payments to customers. If the program awards no benefit to the providers, there is little attraction for them to participate in the markets. 

· Providing benefits to providers may spur competition among DR providers, but the experience of southwest Connecticut suggests that lowering the customer’s share of the DR purchase price may result in even lower customer participation. 

· Distribution companies could file cost-based splits (e.g., 80/20, 70/30, etc.) 

· Should we let the DISCO’s negotiate the pass-through amount with individual customers?

Providers:
· Should regulated default service providers and monopolies be permitted to offer demand response services, or should only competitive DRPs be allowed to deliver the programs?

Other PRL Program Issues

Use of System Benefit Charge Funds:

· If System Benefits Charge (SBC) funds are made available for the ISO’s PRL and Emergency programs, then they need to be available for all players. 

· To what purposes would SBC funds be put?

· Tapping the SBCs should be very limited and very targeted. Some members felt SBCs shouldn’t be used at all.

· Rates or system-wide pool funds may be better sources of payments than SBCs. 
· Forward the CT ECMB memo on this issue to NEDRI members.

· Is there a greater justification for using SBC funds for the infrastructure (metering, software) that will need to be added to support the programs than for payments to customers? 

Other:

· Should we allow direct customer participation in programs?  ISO pointed out that they have already recommended this to FERC. 

IV. Working Groups

At the close of the afternoon, Richard Cowart recommended that NEDRI launch two working groups, and this was generally accepted. The Group agreed to launch two groups at this time: one that will address default service pricing and metering and a second focusing on energy efficiency. It was felt that these two areas were far enough along to support working groups, and that such groups were essential to move these topics forward over the next two months while NEDRI continues to make progress on PRL and introduces reliability and other DR programs.  

NEDRI members will self-select into the groups. The interactions will take place via two or three conference calls, a face-to-face meeting (probably on November 18) ,and a threaded on-line discussion. There may also be a small ad-hoc committee to help NEDRI consultants advance topics related to the PRL programs, and there will be an ad hoc committee of  air quality regulators and others interested in the back-up generation question, working on environmental recommendations for inclusion in NEDRI’s PRL and Emergency program proposals. 

The group broke off into the two working groups at 3:00 to establish next steps. 

V. Next Meeting

The next NEDRI meeting will be on November 19th.  The likely agenda will include further work on the PRL programs (particularly the “payment level” and “who pays?” issues), plus strategy introduction on resource adequacy, and congestion management issues.

VI. To Do

· Meeting Summary – Raab Associates, with input from technical team

· Agenda for November 19 – R Cowart and J Raab  

· Develop Draft Model Environmental Standards for PRL Programs – Environmental Regulators

· Work with EPA on EPA’s Environmental Study research design and discuss with FERC-NEDRI-New England Guidance Team – R Cowart

· Launch Energy Efficiency and Default Service Pricing and Metering working groups – J Schlegel, R Weston, and NEDRI Team

· Revise PRL Related Program Proposals– C Goldman, R Weston, and NEDRI Team

· Develop program strategies in Reliability, Resource Adequacy, and System Planning for November meeting: R Cowart, R Sedano, E Hirst, and NEDRI Team

Post and notify re: the CT ECMB memo – Raab Associates 
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