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NEDRI Recommendations

June 16, 2003

NEDRI participants have developed policy and program recommendations to support Demand Response Resources in New England across a broad range of relevant issue areas. The recommendations in each issue area are set out below. 

For background material and discussion of each recommendation, please see the full NEDRI Report. 

Regional Demand Response Programs*
A. Recommendations on ISO-NE’s Demand Response Program Designs

Recommendation RDR-1: Strengthen the Real-Time Demand Response Program (RT-EDRP) 

We recommend that ISO-NE file a revised real-time, “emergency” demand response program with FERC for adoption in 2003. That program should incorporate the four specific features set out below:

· Higher minimum floor payments for called resources.  

· Lower entry barriers for Demand Response Providers.

· A longer-term commitment to DR programs.

· ICAP treatment that incorporates credit for reduced reserve requirements
Recommendation RDR-2: Strengthen the Day-Ahead Demand Response Program (DADRP): 

ISO-NE’s proposed DADRP is a reliability-focused program, in contrast to the more price-driven day-ahead market programs in other regions. While we recommend that the ISO investigate development of a basic, economic, day-ahead market DR program (see Recommendation #4 below), we also recommend improvements to the reliability-oriented day-ahead market program planned for 2003. ISO-NE should file a revised “reliability-oriented” day-ahead demand response program (DADRP-R) for adoption in 2003. The DADRP program should incorporate the following five features,

· Greater flexibility in bidding increments.

· Greater flexibility in bidding process.

In addition to the two revisions above, NEDRI recommends three changes to the ISO-NE’s Day-Ahead DR Program that are also recommended for the Emergency Program above. Those recommendations are:

· Lower entry barriers for Demand Response Providers.
· A longer-term commitment to DR programs, and
· ICAP treatment that incorporates credit for reduced reserve requirements (See discussion at recommendation #5 below).

Finally, after discussion of the FERC’s Order of December 20, 2002 on New England market design issues, NEDRI recommends two additional changes for this program. Those recommendations are: 

· Permit demand resources to enroll in both the Day-Ahead and Real-Time programs.
· Equal bid ceilings for demand and supply resources
Recommendation RDR-3: Develop an Economic, Price-Driven Day Ahead Market DR Program by 2004

Although ISO-NE has proposed an “emergency” and a “day-ahead” DR program for 2003, a close look at the way they would operate reveals that both are essentially reliability-focused programs. In contrast to NYISO and PJM, NE-ISO does not presently plan to offer a day-ahead, economic DR program in which DR resources would be called solely on an economic, bid-based basis. We recommend that ISO-NE commit to developing an “economic, price-driven” day-ahead market demand response program by summer 2004. In designing this program, the ISO should use the NEDRI program design as a starting place  (See attached Program Strategy RDR #2 - Day-Ahead DR – Economic) and should draw upon best practices and recent experience in other regions of the country.

B. Related Actions Needed to Support Regional Demand Response Programs

Recommendation RDR-4: Monitor and Limit Environmental Impacts of Demand Response Programs

· Adopt output-based, technology-neutral standards for new on-site generators.
· Update state regulations for existing generators.
· Provide an information base for environmental analysis of DR program impacts.

With respect to ISO New England’s Summer 2003 Day-Ahead Demand Response and Real-Time Price Response Programs, NEDRI recommends the following:

· ISO New England should require Demand Response Providers to provide information on any on-site generators their customers plan to use in conjunction with load response events in the above-mentioned programs.  

· Air regulators will work collaboratively with Demand Response Providers and others to develop a user-friendly interface and process for customers owning on-site generation to expedite processing of requests for permits and waivers (for those without permits).

· ISO New England will make information on actual load response events available to air regulators for purposes of evaluating the potential environmental impacts of load response programs.  

Recommendation RDR-5: Provide Location-Based Capacity Credits to DR Resources

· NEDRI recommends that ISO-NE implement an effective, location-based ICAP resource credit for demand response resources as soon as possible.  
· Until ISO-NE implements locational ICAP, we recommend that the ISO continue to 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).
Recommendation RDR-6: Provide Adequate Resources and Cost Recovery for DR Programs

· If Regional Demand Response programs are to succeed, they must be adequately funded, and those incurring costs must have a fair prospect of recovering them in rates. In addition, regulatory policy at the retail level should give potential competitive demand response providers a viable commercial opportunity to enroll customers in competition with default service providers and distribution wires companies. For these reasons, we recommend:

· Allocate 2003 ISO RDR program costs to network load.

· Review cost allocation alternatives for 2004 and beyond.
· New England State regulators should adopt retail tariffs and policies that support delivery of the ISO’s Day-Ahead and Real-Time (Emergency) Demand Response Programs.
Recommendation RDR-7: Evaluate and Improve Demand Response Programs

· Conduct an Independent Assessment and Impact Evaluation.

· Enhance Effectiveness of the Regional Demand Response Working Group. We recommend that ISO-NE seek more input from customers and DR market participants on DR policy and program designs using a Regional Demand Response Working Group.

Recommendation RDR-8: Adopt Performance-Based Metering and Telemetry Standards to Reduce Unnecessary Costs for Demand Response Resources

· Metering and telemetry requirements for participating in demand-response programs should be designed to provide an appropriate level of accuracy, with a goal to minimize unnecessary costs for DR services. ISO-NE, in consultation with market participants and technology experts, should develop and implement such standards.
Recommendation RDR-9: Ratepayer Funding to Overcome Market Barriers to and Increase Participation in Shorter-Term Demand Response

· There is a need to overcome significant market barriers to increase customer participation in shorter-term demand response (both emergency and price-responsive programs) during the transition to effective competitive markets.  NEDRI recommends that additional funds be made available to support enabling infrastructure, technical assistance, and customer education and information.  Funding for these activities could come from regional and/or state sources, should be relatively small in amount, and should preferably be incremental to existing state System Benefit Charge funding targeted at energy efficiency.

Recommendation RDR-10: Distributed Generation: Clean and Behind the Meter

· 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 (e.g., day-ahead, real-time and ancillary services markets, and capacity markets) on a comparable basis to other forms of demand response.  

Recommendation RDR-11: Support Participation by “Clean” DG in Real-Time Markets

· NEDRI supports ISO-NE’s current approach of allowing customer-located “clean” DG units to sell energy in excess of customer load without requiring such units to bid in the ISO markets.  The metered output of such DG units registered with the ISO as Settlement Only Generators receive compensatory real-time prices (note that all generators, including Settlement Only Generators, settle at the nodal level).  They also receive an ICAP credit.

Pricing, Metering, and Default Service Reform 

Strategy Set One: Improving Pricing for Retail Customers to Allow Price-Induced Demand Response

Recommendation PM-1: Investigate Time-Sensitive Pricing for Default Service Customers 
State regulatory commissions should initiate dockets to consider and determine whether default service should be provided using more time-sensitive rate designs that encourage greater economic demand response.  Commissions should consider cost-based rate designs with greater time differentiation, greater emphasis on critical peaks, and greater recognition of uses that are highly peak coincident. Specifically, NEDRI recommends that commissions evaluate the applicability of the following more time-sensitive rate designs to different customer classes. NEDRI notes that this evaluation must necessarily take into account the availability and cost-effectiveness of advanced metering and other factors.

Recommendation PM-1A: Real-Time Pricing
PUCs should consider implementing some form of real-time pricing for large customers on default service (e.g., those with demands greater than 200-400 kW).  NEDRI is not recommending any particular real-time pricing design, but instead describes in this report several that the commissions should consider.

Recommendation PM-1B: Critical Peak Pricing 

PUCs should consider rate designs for medium-size default general service customers (e.g., over 100 kW initially, but less than “large” as described above) that contain a critical-peak pricing element.  Depending on the outcome of the recommended metering study (Strategy 2A), the program could be extended to other customers.

Recommendation PM-1C: Inverted Block Rates 

PUCs should consider replacing existing flat rates for residential and small general service default service customers with rate structures that would price levels of usage typically reached by customers with peak-coincident end-uses (e.g., air conditioning) at a higher level than that for basic usage. (Examples of such rate structures include inverted-block rates, but could also include time-of-use rates, critical peak pricing, and separation of rate classes.)

Strategy Set Two: Strategies to Support Demand Response in the Mass Market

Recommendation PM-2A: Protocols to Assist Regulators in Evaluating Mass Market Rate Designs and the Deployment of Advanced Metering

State regulators should conduct an investigation to explore the costs, benefits, and options for providing advanced metering to mass-market customers. Within that proceeding, PUCs should also consider associated rate designs (e.g., time-of-use and critical peak prices as discussed in Strategy 1C) for mass-market customers. It is through individual state examinations that the important issues of cost, technology choice, and benefits can be explored with the appropriate rigor. PUCs should not implement a rate design for low-income customers without considering its potential effects on those customers.

Recommendation PM-2B:  Load Profiling

The distribution companies should continue to do load research to develop load profiles to support alternative rate design research, settlement, and demand response for mass-market customers.  In addition, research on the load shapes of specific end-uses should be performed, in order to support quantification of the value of curtailable load programs such as interruptible water heating, air conditioning, or swimming pool pumping.  The state PUCs should consider directing their distribution companies to establish and maintain load research programs that are adequate to support these activities.  The group data and evaluation of load research programs should be available to the public.
Recommendation PM-2C:  Energy Efficiency

For small residential customers, such as those with usage only in the initial block of the advanced rate designs (e.g., inverted rate design) proposed above, an effective demand-response program may be energy efficiency assistance targeted to those end-uses with comparatively high peak coincidence.

Strategy Set Three: Cross-Cutting Efforts

Recommendation PM-3A:  Default Service Reform

Default service should be priced at a level that recovers all relevant costs.  In addition, default service suppliers have a greater incentive and better means to acquire demand response if they are responsible for serving specific customers rather than merely a share of the default service load at wholesale.

Recommendation PM-3B: Curtailable Load Programs 

ISO curtailable load programs should be implemented by curtailment service providers.  In the case of regulated CSPs, 70% of the funding provided by the ISO for curtailment should flow to the customer, and 30% should be retained by the CSP to cover its costs of the program.

Recommendation PM-3C: Improving Distribution Company Incentives to Support Demand Response Programs
Where distribution utilities deliver demand response programs, state public utility commissions should evaluate and consider implementing policies that remove financial disincentives to distribution utility support for those programs.

Energy Efficiency as a Demand Response Resource

Recommendation EE-1.  System Benefit Charge (SBC) Funds and Ratepayer Support for Energy Efficiency

NEDRI stakeholders recommend:

· The goal of publicly-funded energy efficiency efforts in each state is to capture all cost-effective energy efficiency that is not being achieved in the market without intervention. The System Benefits Charge (SBC) funds and other ratepayer support in each state should be set at levels at least equal to current funding for energy efficiency. Over time, states and stakeholders should consider increasing SBC and other ratepayer funding to levels sufficient to capture all cost-effective energy efficiency.

· Within the context of multiple objectives and considering various statutes and other explicit rules in each state, states and program administrators should consider targeting energy efficiency programs funded through SBC and/or other funding sources to geographical locations with reliability needs or constraints, energy efficiency measures that reduce peak load, and savings opportunities in high-value time periods, to the extent that these are not already being addressed by the market.

Recommendation EE-2:  Principles for Effective Energy Efficiency Programs and Portfolios 

NEDRI recommends that New England states balance several principles in achieving effective energy efficiency programs and portfolios.  Specifically, NEDRI recommends that energy efficiency programs and portfolios: 

· Focus on reducing or overcoming market barriers.

· Provide opportunities for a large number and broad mix of customers to benefit from the energy efficiency programs.

· Maximize long-term savings and net benefits.

· Encourage comprehensive and whole building approaches to capture all cost-effective energy efficiency.  

· Use performance-based benchmarking to document program impacts, inform customers of the performance of their buildings, and give customers the tools to be aware of and manage their energy use.

· Capture potential lost opportunities.

· Work with product and service markets and promote market transformation.

· Increase market influence and leverage by participating in regional and national initiatives.

Recommendation EE-3.  Minimum Energy Efficiency Standards for Appliances and Equipment 

By reducing peak energy demand across New England, new minimum energy efficiency product standards could serve as one very low-cost and effective way to cope with projected growth in overall peak demand and address the related reliability, economic and environmental issues. A recent study estimates that New England could achieve by 2020 peak demand savings of 2,163 MW through reduced growth in electric demand, equivalent to 25 percent of projected load growth.  To accomplish this, the NEDRI stakeholders recommend that New England States:

· Establish state minimum appliance and equipment energy efficiency standards.

· Adopt state standards in 2003 for ten specific products in model legislation. Standards for these ten products would provide 820 MW of load reduction by 2020.

· Coordinate efforts regionally to research, adopt, and enforce energy efficiency standards.

· Continue to participate in federal energy efficiency standards rulemakings.

Recommendation EE-4.  Effective Building Energy Codes

Commercial, industrial, and residential construction activity, including remodeling and renovations, are significant drivers of load growth.  A key policy to minimize the negative impacts of this growth on the regional power system is to reduce the increase in energy consumption and demand driven by new and expanded buildings by:

· Regularly updating building energy code requirements to reflect advances in design and construction practices, and equipment choices that affect building energy use, and 

· Effectively implementing current building energy codes by:

· Providing ongoing training and technical support for inspectors and builders

· Linking ratepayer-funded energy efficiency programs with building energy code training and development

These efforts could achieve demand savings of 1,115 MW (summer peak) by 2020 compared to forecasted growth in peak demand use. 

Recommendation EE-5.  Enhanced Regional Coordination for Demand-Side Resources

Enhanced regional coordination could increase the effectiveness and cost-efficiency of energy efficiency efforts as a key element of demand-response policies and programs in New England.  Three aspects of enhanced regional coordination should be considered – regional planning and resource assessment; regional programs; and regional research and evaluation. More specifically, NEDRI recommends that New England states consider:

· Regionally planning for and assessing the potential for demand-side resources.

· Where valuable, regionally coordinating the development and implementation of demand-side programs and policies (e.g., regional market transformation, products with regional markets or avenues of commerce, regional appliance and equipment standards).

· Evaluating the effectiveness of existing regional energy efficiency programs.

· Conducting regional research to identify new opportunities for as well as evaluating the impact of implemented demand-side resources.

· Establishing a regional coordinating council for demand-side resources.

Recommendation EE-6.  Complementary and Integrated Options for Energy Efficiency and Shorter-Term Demand Response

Some energy efficiency and shorter-term demand response activities could be designed and implemented to complement or be integrated with each other, to achieve synergies and increase value for customers and the electric system. New England states should pursue demand response strategies that recognize the multiple attributes and uses of demand response technologies and integrate shorter-term demand response and energy efficiency programs into complementary program offerings by:

· Making full use of demand response technologies for both energy efficiency and shorter-term demand response,

· Promoting effective and efficient facility operations and maintenance (O&M),

· Implementing comprehensive, coherent marketing programs, and

· Coordinating the administration and delivery of EE and shorter-term DR.

Opportunities for Load Participation in Contingency Reserve Markets 

Recommendation CR-1: ISO New England (ISO-NE) should continue efforts to design and implement markets for contingency reserve services as soon as possible after thorough consideration and review.  

Recommendation CR-2: There should be a market potential study and pilot demonstrations that assess the benefits and costs of using large and small loads to provide contingency reserves.  The pilot demonstrations should be reflective of the actual system logistics involved in aggregating and incorporating numerous small load resources.  As part of the pilot, load research protocols for aggregations of small loads should be developed and evaluated, which may serve as a functionally equivalent alternative to traditional performance measurements used for generators.  These studies and pilot demonstrations should be coordinated and led by ISO-New England.  Potential support could come from US DOE, states, market participants, and others.

Recommendation CR-3: NPCC, working with ISO-NE, should ensure that the reliability rules and requirements related to Disturbance Control Standard (DCS) and contingency reserves are technology-neutral, performance-based, and applied consistently to all contingency resources. NPCC should publish engineering/economic analyses used to justify reliability rules. Reliability rules should recognize technical and operational differences between central station generators and small demand response resources.

Recommendation CR-4: The New England region’s stakeholders and ISO New England should systematically review the current contingency reserve metering and communications requirements and consider appropriate data recording and reporting requirements for small demand response resources; any revision of these requirements must be contingent on the continued maintenance of reliability requirements. 

Demand Response Resources and Power Delivery Systems 

A.  Market Foundations for Delivery System Planning and Investment

Recommendation PD-1:  NEDRI recommends a (regional) resource development policy that relies chiefly on competitive markets and market signals that reveal, to the extent practicable, the temporal and locational value of energy services.  NEDRI participants support the ongoing development of the region’s power markets and trading rules so as to reveal those values. 

Recommendation PD-2: Transmission and distribution providers, ISO-New England, State utility commissions, and FERC should carefully consider the value of incentive regulation plans for regulated transmission and distribution companies that would encourage those firms to lower the overall costs of power delivery for their customers.

B. Recommendations for Regional System Planning
NEDRI recommends that the ISO, regional market participants and states seek ways to enhance the ability of the regional planning process to identify the best solutions to grid problems from all types of resources – traditional grid upgrades, operational improvements, strategically-located generation, and targeted investments in demand response resources. NEDRI recognizes that the structure, authority, and governing rules for a regional planning entity will be critical to its success, but concludes that decisions on those topics will be taken in other forums. However, whatever structure is adopted for regional system planning, it must be one that accommodates a long-term view of the system, and can openly consider the potential for demand response resources to resolve grid problems. Thus, the recommendations below focus not on the structure or governance details of a regional planning entity, but on the basic principles to support an appropriate balancing of resources, including demand response resources, in resolving power system challenges.  

Recommendation PD-3: Conduct a continuing, regional power system planning process, involving the ISO, appropriate state agencies, and other stakeholders to identify system needs and consider alternative strategies to meet them. 

Recommendation PD-4: The outcome of a regional power system planning process should be an evaluation on an even-handed basis of a wide range of feasible, comparable solutions to emerging problems, including investments in generation, transmission, and demand-side options. 

C. Recommendations -- Regional Power System Investment Policy 

The regional system planning process outlined above provides the critical foundation for major power system enhancements. Most significantly, it will identify emerging reliability and persistent congestion problems, and consider potential solutions that could mitigate or resolve them. System operators have traditionally focused on supply-side resources in meeting reliability requirements for electric networks, especially in periods of stress. However, in appropriate instances, demand response resources may offer substantial value as part of a mix of resources to meet system needs. In this section, NEDRI recommends: (a) that the region rely first upon market forces and participants to fill any pending resource “gaps” identified in the planning process; and (b) that New England stakeholders continue current regional dialogues about the means by which costs for reliability-enhancing investments should be recovered. 

Recommendation PD-5:  Market-based responses to regional power system needs should be encouraged to emerge, wherever possible. 

Recommendation PD-6:  Continue the regional dialogue to explore the process and policies by which to allocate and recover costs of projects to address reliability and persistent economic congestion.

D. Recommendations -- Distribution Power System Planning

Throughout New England, electric distribution is a fully-regulated monopoly function, and the total costs of distribution comprise a substantial portion of the overall cost of electric service, significantly exceeding the cost of transmission. Rapid and/or concentrated load growth on portions of the distribution system can impose reliability problems and expensive upgrades on local networks.  Demand response resources that are targeted to those hot spots can quickly moderate local reliability problems, and can defer costly upgrades, lowering the cost of distribution services.

Distribution utility companies should organize a planning process for the distribution system that identifies the locations on the local grid that could benefit most from targeted addition of energy efficiency and other demand response resources. They should seek to deploy those resources through their own actions, by targeting state and regional DR efforts, and by offering distribution credits to those deploying especially valuable demand resources on the local grid. 

Recommendation PD-7: New England’s electric distribution companies should seek out and acquire cost-effective demand side resources that would improve the reliability, operation and economics of the local distribution system.  In particular, 

· Distribution utilities should identify promising opportunities for effective demand response resources on the distribution grid, and implement pilot projects in which DR resources are deployed to reliably defer distribution investments; 

· Where pilot programs demonstrate that demand resources can cost-effectively meet reliability objectives, distribution utilities should expand their planning processes  in order to consider all available resources to meet distribution needs on a cost-effective basis, and should seek to acquire demand resources in similar high-value situations across their service territories; 

· Investments in demand resources approved by state regulators should be afforded cost recovery, including a return on investment, on a comparable basis with investments in traditional distribution facilities; and

· Regulators should examine regulatory policies for distribution to see how they might be improved to support deployment of customer-based resources to improve local distribution services.

* Recommendations RDR 1- 8 were formally adopted by NEDRI in January 2003, were filed at FERC shortly thereafter, and in large measure were approved by FERC in May 2003. No additional action on these Recommendations is being taken by NEDRI at this time. 
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