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Meeting Summary for Meeting #3: 

Framework session on metering, pricing, and retail rate design 

42 people attended the meeting, which began at 9:30 and concluded at 3:30.  See attached attendance list.

I. Documents Distributed

Prior to meeting:

1. Agenda

2. Scoping Paper on Metering and Retail Pricing

At meeting:

1. Slides from Rick Weston, “Metering and Retail Pricing.”

II. Introduction and Administrative Issues

Dr. Raab welcomed the members, and everyone went around the room and introduced themselves.  Dr. Raab then went over the agenda for the day and reviewed the Meeting Summary from the first NEDRI meeting.  There were no changes.

III. Metering and Retail Pricing Presentation

Rick Weston then began his presentation on Metering and Retail pricing.  A copy of the full PowerPoint slide show he used is available on the NEDRI website at http://nedri.raabassociates.org/Articles/2%20May%2002%20presentation.ppt
What follows are comments, observations and recommendations made by one or more NEDRI participants in response to Mr. Weston’s presentation.  

· Load profiling is “rough justice”

· Even if load profiles are not accurate, customers on revenue meters still benefit from consumption decreases

· Consumers will always be able to pay more to get off load profiling and get metered if they so desire.

· Seasonally differentiated rates are easier to implement and for customers to understand than real-time prices.  Simplicity is a huge virtue in working with the public.

· However, Time of Day (TOD) metering may be more effective dealing with air conditioning than seasonal rates.

· Policymakers need to develop a vision of what technology is needed for before jumping into implementation of existing technologies (i.e., technologies are tools, not goals in themselves)

· Past rates have relied heavily on penalties, but future ones may need to put more emphasis on incentives.

· Who’s going to make decisions on rate design in an open market?  Regulators really only have a say over default service.

· LSEs can’t bill in ways not supported by metering, so metering technology will limit the billing options available.

· Look at the Puget example, as the cost of installation might be justified by the improved operational efficiency

· The Georgia power example is telling, as 3% of the total load and 10% industrial load was decreased when RTP was greater than $1,000 per MWH

· The NEDRI members should get more info on the Gulf pilot

· Legacy programs are becoming orphans – what do you do with these programs, especially when the technology gets out of date?  Reliant recently sold their legacy program in Texas.

· Why aren’t LSEs cutting deals with large customers who already have advanced meters?

· How can these programs be made easier for customers to participate and respond?

· AES offered programs to many customers, but most need lots of education before they’re willing to jump on board.  Only the most sophisticated decided to take advantage of them.

· Political reality -- For many large industrial customers, the “demand response” when prices spike is to call their legislator.

· Should add NIMO to list of pilots worth evaluating

· Industrial customers often don’t get enough benefits from program participation

· The discussion should be expanded beyond metering and pricing – other technologies and education should also be part of the mix.

IV. Policy Considerations / Presentations (Part I)

After a short break, the discussion shifted to specific policy issues for Metering.

To start off the discussion, two NEDRI members presented some comments on the questions under consideration and other related matters.  Bob Burke of ISO-New England began by offering his perspectives. The main points he made include:

· Because facilities managers operate on short-term budgets and quarterly financials, it is very important for programs to provide payments to participants quickly; if the payments take too long it will undermine the effectiveness of the demand response.

· Program managers need to provide clear reports to regulators to ensure that support stays strong.

· Meters must be read regularly, especially as this helps to accelerate the settlement period

· For DR programs to work, DISCOs must have positive incentives: (a) programs won’t be supported by wires companies if 100% of the benefit is passed along to customers, (b) they also won’t work if they result in net lost revenue to the wires company.

· These programs need to get 3rd party marketers in if awareness is going to build.  And those 3rd party marketers have to have a way to make money.

· Standard offer assignment or lack of assignment back to the LSE who controls the meter is a major problem

· Don’t use profiling if the energy consumer has an advanced meter.  Profiling might make sense for customers who don’t have advanced meters, though.

· Demand response programs will need to be subsidized in the near term if they are to succeed.

Paul Gromer from DRAM/Peregrine Energy followed.  His main points:

· On a one-by-one basis any customer can call and get an advanced meter installed.  Most of what is available for installation are lower-tech, however, meeting only the standards of legacy programs.

· The best option is mass deployment of advanced meters.  Mass replacement of meters is probably only way to get to smaller customers, because the cost of one-by-one replacement is too high.

· Eric Hirst claims California has lost $2.5 billion because they do not have advanced meters in place. California is currently considering providing everyone with an advanced meter.

· A McKinsey Consulting report estimates that advanced meter deployment could save $10-15 billion per year, with half of those savings coming from residential meters.

· If residential customers shift to advanced meters that may lead to more price response.

· These efforts should target the free-riders – those with terrible load profiles, but who pay the same average rate.

· There is an equity issue as well, as low income people tend to have better load profiles, so they end up paying more than they should in the absence of advanced meters.

· The current situation is analogous to the grocery store charging you for your groceries based on weight.  The shopper who buys nothing but shrimp makes out well in that arrangement, but the shopper who buys ground chuck will end up paying more.

· Don’t wait for the technology to evolve to perfection as current technology options are far superior to what’s commonly in place.

During the discussion of the metering presentations and policy issues the following points were made by one or more members:

· Mass deployment of advanced meters

· Is technology where we want it to be?  Is it sufficiently mature? The members felt that overall there was a lot of good technology available, and deployment to high-use customers may well be called for. But it is not clear yet whether the marginal benefit of mass deployment to low-use customers (beyond the benefits that can be obtained from better rate design and other non-metering options) exceeds the marginal cost of that deployment.

· Should meter installation be one size fits all, or should it rely on different technologies for different customer niches? The members felt that different technologies could be adopted for different customer classes based on what technologies emerged through an RFP process.

· RTP to all customers is not necessary to substantially improve load and price conditions, but customers who want to pay more accurate prices based on their actual load should have the option of paying amounts closer to the real costs they impose on the system

· Many existing technologies can automate load response – eg. Superstat

· Can we do more with residential customers focusing on energy efficiency rather than on demand response? Some efficiency technologies (e.g., better air conditioners) are highly coincident with peak power and pricing periods, so targeted programs and investments will lower peak (as TOU pricing would), while lowering bills and consumption in other hours as well. 

· Focus for smaller customers should be more on economic response than reliability response

· NU has already implemented a massive deployment of electronic automatic meter reading devices (AMR, such as drive by radio).  NU decided not to go with 2-way communication for all customers, but encourages more advanced metering for larger customers, installing phone AMR at no charge (but customers must provide a dedicated phone line). 

· If the decision is made to go with mass deployment, should it be only large customers greater than 200KW or all customers?  The policies, programs, and pricing along with the supporting metering and other technologies may need to differ by customer class.

· There are other approaches, such as 2 flat rates, with the higher one having the option for RTP and advanced metering

· Are there any environmental benefits from these programs?  May be costs?  If we need to worry about 24-hour concentration of pollutants, then simply shifting time periods doesn’t help.

· Demand response possible at work (thermostats behind locked doors) might be much more difficult at home (family members constantly turning thermostats up or down)

· The more involved a consumer is the greatest their potential benefits from advanced metering

· Need to understand different interests among different sectors and give them solutions that address their specific needs.

· It makes sense to get a lot of types of metering systems out there to see how they do.

· What’s the objective?  We need to fit the tools to our goals, not the other way around.  We also need to evaluate options by common set of criteria

In response to the last point, Richard Cowart and Dr. Raab suggested the following sequential strategy for the NEDRI process.

1. Start with Goals/Vision

2. Move to Policies/Programs/Pricing

3. Provide specifics on Metering/Technology to support above

The members then broke for lunch.  

V. Policy Considerations / Presentations (Part II)

After lunch, Mr. Weston introduced the policy issues related to pricing.  Two more NEDRI members then presented their comments on the questions under consideration.

Nancy Brockway, Commissioner of the NH PUC, offered a few remarks. Her slides are  available on the NEDRI website: 

http://nedri.raabassociates.org/Articles/NEDRI%20Pricing%205.2.02.ppt
Her main points were:

· The key considerations from a regulatory perspective are:
· Is this what my “constituents” are asking for?

· Is this my job today?  Will it be tomorrow?
· Do the benefits outweigh the costs?

· Can the PUC pull this off? (2-3 Commissioners must agree)

· Can the PUC make it stick?

· Costs and benefits:
· Are they all internalized?  Need they be?
· Socialized benefits/privatized costs (and vice versa)

· How certain are we of the benefits and costs of the potential alternatives?

· And note: Different states and PUCs will see these issues differently
· Utility regulators do not operate in a policy vacuum. Policy-makers must consider a number of factors that will affect a Commission’s ability to initiate and sustain rate design changes. These factors include: 

· Legislature

· Public opinion

· Public interest groups

· Special interest groups

· Staff

· Regional and Federal Entities

· Future Governors/commissioners

Vance Mullis of Mirant then offered some observations based on his first-hand experience with the Georgia Power program.

· It’s difficult to really measure response – you have to do an estimate based upon customer baselines.  Georgia didn’t see a need for customers to say how much they were going to interrupt, because the number probably couldn’t be believed anyway.

· Some customers value electricity use in excess of $1000/MWh (that is, they do not interrupt even when they have the clear chance to avoid prices that high).  This gives some substantiation to studies that have reported values for lost load at similar high prices.

· Customer valuation of power varies a lot.  Some customers increase use when prices are below $.03 and decrease when it goes above $.08.  It’s economically efficient to let them decide, as there’s no way for an ISO to estimate the customer’s value for load reduction.

· We shouldn’t use price caps, because high prices are okay sometimes as they send the right signals.

· T&D companies need to be held harmless for running demand response programs.

· DISCOs should be encouraged to set up real time pricing programs for large customers

· There should be incentives for the LSEs to market

· It should not lead to revenue loss

Dr. Raab then directed attention to the policy questions contained in the pricing section of the Framing Paper, particularly the following: 

1. Purpose: what purposes are we trying to achieve?

2. Retail competition and default service

· How does the existence of default service, and how do its terms and conditions, promote or inhibit demand responsiveness?

3. Dynamic pricing: should it be mandatory or optional? For which customer classes?

· Free ridership, impacts on inelastic users

4. Load profiling and settlement

· Can better load profiles be alternatives to interval-metered data?

5. Utility net loss revenues

· Disincentives to efficient solutions?  Policy responses?

Topics touched on in the Group discussion are noted below:

(1) Purposes:As to the overall goals for the NEDRI process, members offered the following: (The Group did not attempt to reach a consensus on these at this juncture but plans to revisit in its June 25th meeting.)

· Efficient pricing

· Reliable service

· Existing environmental policy framework

· Equity

· Increased value to customers

· Enhanced social benefits

The Group also brainstormed a list of non-prioritized, potential purposes for changing retail pricing to support demand response.

· Better pricing

· Choice in pricing

· Greater opportunities / more effective demand elasticities

· Prevention of emergencies (to avoid outages and adverse environmental impacts)

· Encourage energy efficiency

· Educate people

· Reflect all costs, and to have costs set at reasonable intervals

· Virtual dispatch

· Link cost causation to payment

· Decrease overall electricity use

· Foster cleaner supply

(2) Default Service: the members had a variety of points:

· What should happen to default service?  There are several options:

· Create a safe harbor for customers and hope LSE creates own demand response initiatives

· Abolish default service entirely

· Create tiered options in default service

· Most load will be served by competitive suppliers if there is competition. If that works then we don’t need to worry so much about dealing with default service except as a transitional issue.

· It’s a catch-22 – most PUCs want to leave rate structures as plain vanilla.

· On the other extreme, we could make RTP the default, and if a consumer wants stability then they would have to choose a competitive supplier.  This path is probably not politically feasible as there is a deeply ingrained doubt that the market will take care of folks.

· We could put out a bid for standard offer with demand response in it (like the Green RFP)

· We could layer on a Georgia Power-type option on standard offer that is voluntary, has a baseline that holds customer harmless and an opportunity to use realer-time prices

· Properly price default service

· Shorten term of default service 6 months to 3 months to 1 month, so it better reflects cost of power.

· NY program is a 90% day ahead price, plus reduced load. Regulated LSE keeps 10% of the savings.  This is a de facto pricing program.

· LSE doesn’t have incentive to encourage decrease usage or to get people off default service.

(3) On the question of dynamic pricing:

· Break up customers to different rate categories and assign different rates and/or rate structures

· Large customers are migrating already

· Look at distribution rates for better price signals

· Provide multiple options for realer-time prices

· Don’t make pricing so dynamic—if there’s uncertainty everyone flees to competitive suppliers that might only offer average rates

(4) Load Profiling
· Where economic and technically possible,  real-time data should be used.  We need to define where economically justified (100KW?  200KW?  Maybe anything greater than streetlights)

· As technology develops, economy of scale should drop the cost-effective metering threshold from customers of 100kW to 50KW, etc. Some asserted that the eventual goal should be universal advanced metering.

· Use software for better load profiling, as it preserves greater flexibility

· The use of other statistical techniques should also be considered, as in New York

· Better load profiles help equity, but we will need to use statistical techniques to capture the load response.

(5) Net Revenue Loss

· Profit incentives should be consistent with PRL for the:

· LSE

· Wires company

· Default service provider

· Look at:

· Demand charges

· T&D charges

· Foster curtailment service providers

· Have LSE keep portion of savings to cover their lost revenue

· Correction opportunities through rate cases, utilities should be made whole

VII. Next Meeting

The next meeting will be at NGRID in Westborough in June 4th.  The meeting will focus on the relationship between demand response and both energy efficiency programs and transmission issues.  We will also get an update on the progress of NERTO’s discussion and provide more detail on the Working Groups.
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