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Focus Group Summary

122 people attended the meeting, which began at 1:30 p.m. on Sept. 19 and ended at 3:00 the next day.  

See http://nedri.raabassociates.org/articles/focusgroup/focusgroup.htm for agenda, list or participants and documents
I. Documents Distributed

1) Prior to meeting:

a) NEDRI/FERC Focus Group Online Survey
b) Agenda

c) Background Documents:

i) Retail Pricing and Metering Program Strategies

ii) ISO Price Responsive Load Program Strategies

iii) NEDRI Price Responsive Load Program Strategies

2) At meeting by meeting participants:

a) WebGen presentation on intelligent networks

b) Connecticut Energy Conservation and Management Board’s Comments on Demand Response in Connecticut

c) Integrated Energy Concepts Presentation on DG, On Site Power, and Demand Response.
Day 1: September 19

II. Introduction 

The focus group started with a welcome from Gordon Van Welie, CEO, ISO-New England., who emphasized the ISO’s commitment to effective demand response (DR) as a component of the ISO’s Standard Market Design. Richard Cowart, NEDRI Policy Director, described NEDRI’s mission of creating more efficient and reliable markets, and explained that this focus group for service providers and customers would be a key source of input into the demand response  rulemaking and program designs contemplated by NEDRI for New England and by FERC for the nation. Alison Silverstein, Advisor to FERC Chairman Wood, applauded NEDRI for its innovative and cooperative approach to DR, and stated her desire to accelerate the process so that its programs could be taken as a model for markets nationwide as soon as possible.  She also emphasized that FERC’s primary goal for this session was constructive, detailed input from DR and Distributed Generation (DG) providers on critical barriers to wider availability of DR and DG.

Dr. Raab then reviewed the agenda for the event and invited the participants to introduce themselves. Afterward, he directed the group’s attention to an overview of proposed DR programs, starting with a presentation by NEDRI consultant Chuck Goldman on Price-Responsive Load Programs (Click here to view). 

A. Presentation by Chuck Goldman, NEDRI Consultant from Lawrence Berkeley National Laboratory, on Price Responsive Load Programs

In addition to the information provided in his slides, Mr. Goldman highlighted several key issues related to DR programs. Mr. Goldman noted that that the NY ISO’s emergency DR program was called 4 times in 2001, and that incentive payments were a critical driver in garnering participation. Establishing the appropriate level of incentive payments to participants is difficult, he added, because collateral benefits such as lower prices to all consumers and enhanced reliability are hard to estimate accurately given that there are not standardized methods. Goldman notes that customer enrollment in NYISO DR programs has increased significantly during 2002, particularly in the Emergency Demand Response Program (e.g. from ~750 to ~1300-1400 MW) and ICAP/SCR program.  

Mr. Goldman outlined the New England ISO’s proposed programs for 2003, and then examined in greater depth important issues confronting the ISO’s Day-Ahead Demand Response Program (DADRP) and Real Time Demand Response Program. Mr. Goldman noted the importance of establishing a stable regulatory regime to encourage investment by customers and entry by aggregators, and listed potential barriers to entry by curtailment service providers in the ISO-NE programs due to the costs of becoming a registered NEPOOL Participant . Such barriers include the high costs of joining NEPOOL and the bid granularity limitations associated with the 1 MW bid increments. He also noted the recent NEDRI consensus that the environmental impacts of DG must be considered in program design, and that in the long run, technology-neutral, output-based emissions rules for eligibility of onsite generation would be preferable to technology-based standards or rules. Mr. Goldman ended by describing issues surrounding the development of a mass market DR program for non-interval metered loads.

B. Presentation by Rick Weston, NEDRI Consultant from the Regulatory Assistance Project, on Pricing and Metering.

Mr. Weston’s remarks (click here for his Powerpoint presentation) focused on several strategies presented recently to NEDRI that apply more innovative rate designs such as Critical Peak Time-of-Use (TOU) pricing (even without mass replacement of meters) and Real-Time pricing for large commercial and industrial consumers.  He also discussed several retail issues related to the delivery of price responsive load programs such as enrollment eligibility and participant/Load Serving Entity incentive sharing.

C. Discussion

Following a break, Dr. Raab invited four workshops participants representing a range of views to give a quick summary of their views on the issue of how much we should be willing to pay customers to participate in price responsive load programs, and who should be paid: 

· Larry Ruff, Charles River Associates (for Edison Electric Institute)

· Gunnar Jorgensen, Select Energy

· Peter Zschokke, National Grid

· Larry DeWitt, Pace University and NY 

These summaries prompted numerous other participants to comment on the payments issue.  The remaining time in this session was devoted to participants’ comments on a wide range of topics related to both the barriers and opportunities associated with the design and delivery of effective demand response programs.  The issues raised during this comment period were pursued again, and in greater depth during the structured break-out focus groups on Friday (and are therefore generally captured in the summaries of those sessions, below).

At the end of the day, Dr. Raab polled the audience regarding which break-out sessions they planned to attend on Friday and whether or not they would prefer to go to one break-out all morning or two for half the morning each.  The vast majority of the Group preferred the option of two break-outs for half the morning.  There was also some interest in adding a 4th Group on distributed generation issues. The conference organizers adjusted the schedule of break-out sessions accordingly.  

Day II: September 20

III. Break-Out Group Summaries

As requested by participants, three break-out session were run twice, 1) Day-Ahead and Emergency Programs, 2) Mass Market Programs for Non-Interval Metered Load, and 3) Pricing and Metering Initiatives.  A fourth working group on Distributed Generation issues was run once during the first block, to provide an opportunity for those participants to also weigh in on the other issues.

Following lunch, the entire group heard brief reports on the discussions held in each of the break-out areas by either the facilitators, technical consultants, or both. Those summaries appear below. 

Group A: Day-Ahead and Emergency DR Programs 

Facilitated by Jonathan Raab

Technical Consultant Chuck Goldman

The two focus groups with combined participation of approximately 70 people provided insights and recommendations on a range of issues raised by the design of  the DADRP and Emergency DR programs:
· On the issue of who should be allowed to participate in DADRP, the group reached a general consensus that there should not be a registration fee for DR service providers (this is how the NY ISO program is structured).

· There was also a general consensus that participants should be allowed to participate in multiple programs (e.g., both an economic price-driven program and an emergency program), provided that there is no double payment for curtailing a single load.

· The group also generally agreed that a technology-neutral, output-based emissions rule would be more appropriate for DG than technology-specific rules. However, they wanted to review the specifics of RAP’s soon-to-be-released model rule before deciding whether to embrace that particular approach.  While there was general agreement that highly-polluting diesel generators should not be relied on in purely economic DR programs, some expressed concern that it would be inappropriate to restrict the viability of diesel generators in emergency programs.  

· The question of payments provoked a lively discussion, including the following points: 

· With respect to the emergency program, there was general agreement that the ISO’s current floor prices were too low, and that the proposals prepared for NEDRI were moving in the right direction. 

· There was also general consensus that the DADRP should pay the higher of the accepted price or the day ahead LMP. A very few people, however, were concerned that customers should either have “title” to any load they resell back to the market as a reduction, or that we shouldn’t pay customers at all since this could result in a double payment (since participants would save on their retail bills), or both.

· The discussion about who was going to pay for the program raised strong feelings that an ICAP-type reservation or capacity payment is needed to complement the energy payment in order to ensure recovery of some fixed costs and more predictable revenue streams for customers and market participants. 

· Many participants did not understand the need for the $500 bid cap in  the DADRP proposed by ISO-New England; many others simply felt any cap was unnecessary.

· In terms of how long the programs should last, group members voiced the following:

· DADRP—Almost everyone agreed that 3 years was better than 2, but most felt that there should not be a sunset date, arguing that the program should be an integral part of the markets and hence open-ended. At the same time, participants recognized that the program should be able to be fine-tuned on an on-going basis, and that if at some point it was no longer needed, it could be discontinued (with adequate notice to suppliers and participants). 

· Emergency Programs -- Participants also expressed their preference for a three-year lifecycle instead of two years.  However, there was more debate about whether the emergency program would really be needed long-term when demand response is more fully integrated into the markets.  Many argued that the program would still be a relatively inexpensive “insurance policy” for which you pay little if you don’t use it.  Participants also pointed out that it was a good point of entry for customers.

· The participants felt that the ISO should modify its software system to accept bidding increments of less than 1 MW for loads in excess of 1 MW, although there was less agreement about the need to remove the initial 1 MW participation threshold. 

· The participants identified two areas for potential programs not covered by ISO-New England or NEDRI’s proposed programs.

· A locational ICAP. 

· Develop a program that would allow participation by customers and load aggregators offering verified and measurable energy efficiency load reductions in transmission-constrained or load pocket areas of New England.  At a minimum, this would involve modifying baseline methods that currently determine customer load reductions based on usage during similar hours during the previous 10 days. 

Group B. Distributed Generation Break-Out Group

Facilitated by Henry Yoshimura, ISO-New England

The DG group started its discussion with members identifying the critical issues that hamstring greater development of DG.  Then the discussion turned to a discussion of next steps and recommendations to resolve these issues. As the objective of the session was to tease out as many thoughts as possible, the items summarized below were voiced by one or more in the group but do not necessarily reflect a consensus of the group. 

Issues: 

· Customers viewed stand-by tariffs as punitive.  While the group did not necessarily object to the concept of a stand-by tariff, many objected to the manner in which such tariffs were designed.  The group acknowledged that there was not enough time to adequately identify and discuss the individual tariff components that were most objectionable. 

· Interconnection fees and the interconnection process were viewed as unreasonable.

· The current regulatory regime does not value DG to the full extent of the benefits it provides to the system, which include, among others, enhanced reliability, augmented capacity, grid relief at critical junctures, and transmission and distribution investment deferral.

· DG does not have access to ISO markets. Real time information and communications infrastructure that would allow DG to access such markets does not exist.  

· ISO markets are dominated by big generators, leaving small DG providers with unworkable policies.  The manner in which ISO markets are governed does not give DG providers a voice.

· Although FERC does not have jurisdiction over standby rates, which are a substantial barrier to the DG industry, FERC does have jurisdiction over transmission.  Since DG potentially impacts transmission planning and investment, DG policy could become a FERC issue.

· More analysis of the worth of DG, especially to utilities, is needed.  Distribution companies need to do more research and analysis of loads on individual feeders.  Such knowledge is needed in order to determine the ability of DG to allow utilities to defer distribution investment.

· Two DG programs/models are needed:  a peak response program and a baseload program for on-site generators that operate 24 hours a day, not just at peak or critical periods. 

· Is DG generation or load?  From a system perspective, there’s only positive or negative load and that’s how it should be viewed. 

· How does DG affect utility profits? Depending on how DG is paid for, you could run into resistance from the Distribution Companies.

· There are also DG siting issues that must be addressed. 

Next Steps:

· Create a separate bid process, possibly in a separate exchange, which operates in real time. 

· Create a program that acknowledges the full value of DG, especially for DG providing baseload power. 

· Identify and address barriers that prevent small customers from aggregating DG resources. 

· Develop guidelines for stand-by tariff design. FERC could be the catalyst in this area to the extent that it can advocate for (although it couldn’t mandate) a single standby tariff design.  Such a tariff could be implemented by the states, especially among those states with regional cooperation mechanisms such as New England. 

· Create a process to establish reasonable interconnection standards. 

· Re-evaluate whether DG should be charged for wheeling out from the distribution system to pool transmission facilities (PTF). 

· Establish a specific program for DG within the ISO market, not just for peak-response but also for baseload DG resources. 

· Differentiate between DG that’s in front of versus behind the meter. Develop a set of rules that are seamless among various resource types such as pure load reductions and DG output. 

· Allow self-selection price taking – i.e., let DG resources determine whether to dispatch their unit based on transparent, real-time, fully-loaded prices. 

· Eliminate the 1 MW threshold and increment for participation in DR programs. 

· Establish a fixed schedule of DG/DR targets as a percentage of total load.

· Proceed on the development of DG resources in ways that captures environmental benefits. 

· Develop a forum to address the above-mentioned recommendations and proposals. 

Group C. “Mass Market” Programs for Loads Without Interval 

Facilitated by Commissioner David O’Connor, 

Massachusetts Division of Energy and Resources 

The Mass Market Programs group discussion made clear that this segment of the market is host to a significant amount of activity and that the DR opportunities are not limited to large volume customers. No serious problems were identified with emergency programs designed to capture participation by non-interval-metered customers (such as those proposed by the ISO-NE and the NYISO).  However, it was noted that the emergency versions of these programs are not likely to yield substantial results because the capital and overhead costs are significant relative to the revenue potential for mass-market customers from the rare occasions when actual system emergencies are announced. The one variable that might alter that equation would be some form of regular ICAP-type payment to the customers (or their curtailment service providers (CSPs)) for participation.  While recognizing that the 1 MW threshold for aggregated demand to participate might be necessary for administrative efficiency, the group noted that only the largest CSP aggregators would be able to reach this threshold.  Most mass market CSPs generally bundle their demand in smaller volumes. 

The group’s strong recommendation was to allow non-interval-metered programs to operate at all times, not just emergency periods, to provide more revenue opportunities to off-set up-front investment costs. The balance of the discussion concentrated on all-purpose programs (beyond those restricted to emergency periods) and the changes already being introduced to non-interval-metered, mass-market customers that could convert them into permanent DR program participants. Recommendations included the following:

· Avoid establishing threshold requirements for program participation because such requirements exclude otherwise viable DR opportunities. Allowing for smaller and more granular demand bids will help integrate many small installations into DR programs. 

· Keep verification protocols as flexible and open as possible. Profiling and sampling regimes are necessary and important program features but these methods are still evolving and will be refined over time. Any standard discounting of results due to assumed profiling and sampling errors should be specific to the method used rather than the result of a “one-size-fits-all” approach.

· In the near term, a partnering between CSPs and Distribution Companies will be needed to reach the customer participation rates needed to make most non-interval-metered programs economic.  In most cases, state utility commissions will have to give encourage Distribution Companies to undertake these programs. 

In the long run, better time-related price signals in retail rates and installation of interval meters (which are becoming very affordable) are going to do the most for getting mass market customers to curtail demand and these policies should remain important DR objectives.

Group D: Pricing and Metering for Demand Management

Facilitated by Rick Weston, Regulatory Assistance Project
Approximately 35 people participated in the two pricing and metering sessions.  The conversations began by addressing what will be the effect of dynamic pricing structures on customers and on the delivery of other demand response programs.  They quickly moved into a number of related areas, as well as into areas covered in part in the other break-out sessions. 

Issues:

· Deployment of advanced metering

· For non-default customers.

· For default customers and mass deployment generally: how paid for?

· There are alternatives to interval meters that provide something functionally equivalent to interval data.

· Advanced metering has value to companies and customers even in the absence of dynamic pricing: billing, outage reporting, verifying DR savings, etc.

· Dynamic pricing for default customers: mandatory or voluntary?

· What can be done to make the market work for demand response (DR)?

· The market rules do not support large-scale (aggregated) participation.

· How high does the price need to go to effect a demand response (e.g., $300/MWh isn’t enough, suggested one participant) and, if it is higher than either the ISO or CSPs are willing to pay, then how does that affect deployment of advanced metering?

· Real-time pricing (RTP) and other dynamic pricing options raise difficult political questions.  Default service is viewed as an important consumer protection by many legislators and policymakers.

· Can RTP offerings compete against retailers providing flat rates?

· There is skepticism about the degree of customer responsiveness.  Experience in Vermont and elsewhere suggests that customers do respond to price signals, but there is also less successful experience with innovative rate designs.  The participants were divided on this point.

· Should customers returning to default service be put on dynamic pricing structures, thus protecting to some degree the DSP from the price and revenue risks of customer “churn”?  How would such a policy affect retail competition?

· Perhaps it would be more fruitful if NEDRI concentrated on developing transition mechanisms that would support the movement from flat-rated default service to more dynamic pricing schemes and market-supplied DR.

· Any dynamic pricing regime should be accompanied by methods and programs that give customers the opportunity to avoid high-cost consumption.

· Programs (competitively offered or otherwise) that pay customers the value of their DR, even while charging them flat rates for usage, have the same effect as demand response induced by dynamic pricing.

· How does default rate design affect CSPs’ and others’ business opportunity to provide demand response?  Will dynamic pricing inhibit competition, especially if competitors can’t provide or get access to advanced metering (in order to provide alternative products and DR)?

· Is inefficient retail pricing the primary cause of the need for demand response?

·  The absence of information leads to inefficient consumption.  The information provided by advanced metering, even without dynamic pricing, will improve efficiency.

· Dynamic pricing at retail may be inconsistent with wholesale costs faced by default service providers (e.g., they have flat-rated supply contracts).

· What can be done to “bridge the gap” between the supplier who bears the wholesale price risk and the retail customer?

· What must be done to enable customers to provide DR “unconsciously,” (that is, without effort on their part – managed by LSEs/CSPs on their behalf through smart meters and appliances)?  Should the “way be paved” for competitors through the ubiquitous deployment by, say, the distribution companies of the requisite metering and related technologies?

· The ISO must be able to dispatch DR just as it does generation. 

· Retail delivery of ISO programs among default customers:

· Should CSPs be allowed to compete with DSPs in providing the programs?

· How will program costs be paid? Sharing of payments? What proportions?  Are there alternative means of covering the program costs and, if so, what effect will they have on market development?  Can the market decide these questions?

Potential Areas for NEDRI Work:

· A mechanism for the transistion:

· Require strategic deployment by the distribution company of advanced metering and that they acquire a specified amount of DR from default customers. Recovery of reasonable costs will be assured.

· After some period during which experience is gained, shift the obligation to default service providers.  Make it a condition of the contract.

· Fund a voluntary RTP pilot program will system benefits funds.

· CSPs should be allowed to deliver the ISO programs. Attention should be paid to removing the barriers to CSP delivery of those programs.

· Do not specify technologies for metering.  Instead, set performance and information requirements and protocols.

· Dynamic pricing should be offered on a voluntary basis, at least in the beginning.

IV.
Concluding Remarks

After the break-out group summaries, Richard Cowart, NEDRI and Alison Silverstein, FERC provided concluding remarks. 

Mr. Cowart expressed his appreciation for the dedication and persistence of the ISO-NE in developing robust DR strategies, and thanked the ISO for its willingness to consider suggestions for improvements from participants in these sessions. He also thanked FERC for its willingness to work with NEDRI as a partner, and to the NEDRI participants for their hard work on these complex issues. The next steps will be to take the comments generated here back to NEDRI, and to continue working with FERC on improved program designs, and Rules for Standard Market Design. 

Ms. Silverstein also recognized the ISO and NEDRI for their efforts and re-stated her intent to make DR work in wholesale markets as FERC continues developing SMD and establishing DG interconnection standards. Moving forward, she intends to do another workshop probably in November. She also plans to take the ideas generated here to NARUC for more national exposure and hopes they can be applied to the challenges presented by constrained areas like southwest Connecticut.

The workshop adjourned at 3:00 p.m.  
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