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Executive Summary

Across the nation, there is a growing awareness that rapidly-changing regional electricity markets cannot succeed unless they efficiently integrate a demand-side response into their operations. A variety of initiatives, from demand sale-backs and demand reserves at the wholesale level to real-time pricing and investments in efficiency at the customer level, are now under development to address this need. The beginnings of some of these reforms are underway today at both the state and regional levels in New England.  However, a great deal of work remains to be done in order to realize their potential. Each of these reforms individually raises a number of implementation challenges; moreover, these initiatives affect each other, and should be developed and implemented in a coordinated fashion. 

The Federal Energy Regulatory Commission (FERC) is engaged in an ambitious program to develop and supervise regional transmission systems and related energy markets, and has recognized that RTOs and power markets must incorporate demand-side resources to be effective. In both formal orders and informal statements, Commissioners and staff at FERC have expressed great interest in programs and policies to deliver those resources to the grid. 

The New England Demand Response Initiative (the “Initiative”) is aimed at developing a comprehensive, coordinated set of demand response programs for the New England regional power markets. The Initiative is a broad-based, facilitated process that proposes to involve the region’s ISO, power marketers, utility and environmental regulators, and other stakeholders in the design of workable market rules, reliability standards, and regulatory criteria to incorporate a demand response capability into the electricity market and accelerate deployment of demand-side resources throughout the region. The Initiative will promote best practices and coordinate policy initiatives, not replace the functions that the ISO and other organizations must perform to design and implement demand-side programs.

The Initiative is sponsored and supported by the following agencies and decisionmakers : 

· The US Department of Energy;

· The US EPA
;

· The New England Independent System Operator;

· The public utilities commissions of the six New England states, acting through the New England Conference of Public Utility Commissioners (NECPUC); and

· The air directors of the six New England states, and New Jersey, acting through NESCAUM

Officials at the New York ISO and PJM ISO have expressed their support for the project, (see attached letter in Appendix B,) and we expect both of these ISOs to follow and participate in the Initiative.   

The Initiative will develop a coordinated set of market and regulatory proposals to facilitate development of a robust demand response capability and tap cost-effective demand-side resources focusing on several inter-related areas: 

· ISO-level demand-response programs focused on reliability criteria (including routine ancillary services, emergency balancing resources, and transmission congestion relief programs);

· Market-based, economic demand-side programs, including demand-side bidding and demand sale-backs in wholesale markets;

· Real time pricing, advanced metering and demand responsiveness in retail power markets, and

· Energy efficiency investments and market transformation programs, including those funded by broad-based systems-benefit charges. 

We contemplate a year-long, facilitated collaborative process involving at least 20-30 key stakeholders.  The goal would be to reach as much agreement as possible on a set of demand response principles and the outlines for recommended program designs that cover the four areas described above in a coordinated and integrated fashion.  

 In addition to the main Stakeholder Group, working groups may also be used to support the process.  We plan to finish the design and recruitment in early 2002, and have the first meeting in February, with project completion by the end of  2002.  The Regulatory Assistance Project will provide technical and policy assistance, including direction of outside consultants, and Raab Associates, Ltd. will provide the facilitation services.  This team will be supplemented with assistance from Lawrence Berkeley National Laboratory and other consultants as needed.  This experienced team will develop framing papers, and draft principles and program design options for the Stakeholders’ consideration, selection, and refinement.
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I. Setting:


The introduction of competition at the wholesale level – and in some states, at the retail level – has brought dramatic changes to the U.S. electric industry.  The objectives of electric industry restructuring are to harness the forces of competition to increase the efficiency of the electric system, to reduce costs, and to improve the services and choices offered to consumers.  Underlying these objectives is the belief that, where it can be achieved, competition will operate more effectively than regulation in delivering lower costs and a broader array of service options.

Experience to date with the introduction of competition in the electric industry has been mixed, at best.  It has become increasingly clear that certain key prerequisites for a well-functioning competitive electric market are missing.  In particular, the demand side of the economic equation has been neglected.  Legislative and regulatory efforts to promote competition have focused on removing barriers to new suppliers of electricity (including generators, marketers and brokers, among others) and ensuring that they have open and non-discriminatory access to the transmission grid.  It was assumed that robust competition among a variety of suppliers would be sufficient to ensure reasonable electricity rates and service options to customers. 

However, competition among suppliers alone is not enough.  Electric systems face two challenges not faced by other commodity markets: (a) because storage is impracticable, load must be served instantaneously, even though load varies considerably across time and geography; and (b) because customers are physically interconnected, and because electric service is central to economic and social well-being, continuous, universal service without interruptions has an extremely high value. 

For these reasons, load-serving entities and reliability managers have historically been willing to impose reserve requirements, to secure expensive reserves, and dispatch supply even at very high prices in order to serve what seems to be an inelastic demand.  These practices have carried over into the new emerging wholesale markets.  As a result, those markets have been characterized by volatile prices and price spikes, and suppliers may potentially have significant market power when generating margins are thin.  While these problems are illustrated most recently and dramatically by the events in California, problems with reliability and price volatility have been seen in all of the restructured electricity markets, including New England.  All of these problems – volatility, price spikes, and diminished reliability – can be moderated through actions on the demand side of the market.
  These actions should address two key needs.  First, it is essential to develop active responses to market conditions on the demand side of the market – that is, real-time load management by customers.  Moreover, there is substantial evidence that significant market barriers to cost-effective energy efficiency investments remain, even in conditions of active wholesale competition, and that those investments could lower market clearing prices, improve reliability, and lower the region’s cost of electric service.  Thus, market reforms that will call forth economic demand responses – both load reductions and shifts in consumption patterns – are needed. 

Demand response programs are now being presented as a major part of the solution to the many infirmities of the restructuring electricity industry.  Ad hoc efforts to promote demand responsiveness are under way in each of the existing northeastern ISOs, as well as other regions of the country.  Some are focused on immediate reliability problems, while others seek to address problems with pricing in spot markets.  Some of these efforts are taking place at the wholesale level while others are directed at retail markets.  Most are being pursued in a crisis atmosphere.  In the meantime, longer-term demand management programs funded through system benefit charges are being developed and implemented in states throughout the region.

What is missing in this picture is a comprehensive and coordinated effort to develop an effective long-term strategy for the development, implementation and maintenance of a sustainable demand response in support of competitive electricity markets.  That is the objective of the New England Initiative.

II.
Objectives: 
The overall objective of the Initiative is to devise an effective long-term strategy for demand responsiveness and longer-term efficiency investments in a restructured New England electricity industry, consistent with development and operation of competitive wholesale and retail electricity markets.  New England would be used as a test bed for developing best practices that could ideally be readily transferred to a wider northeast market, if and when this comes to fruition.

To meet this overall objective, the Initiative will:

· Identify and articulate the policy and program design principles underlying an effective long-term demand response in wholesale and retail electric markets.

· Design a comprehensive and integrated demand response initiative for implementation in New England, including:

· The means for coordinating the variety of demand response-related activities taking place in a number of institutional settings, and

· A recommended portfolio of approaches and programs (including structure, design, incentives and appropriate implementers)

· Identify the features of a successful demand response initiative that can be transferred to other regions, particularly New York and PJM, recognizing that there are characteristics of each region and market that are unique and must be taken into account in adopting policies and programs across regions.

III. The Initiative Complements and Extends Existing Regional Efforts: 
 

This Initiative differs from various ongoing demand response-related activities in three ways:

  First, the focus is longer-term; it goes beyond emergency actions that address immediate reliability concerns to identify the policies and program design principles that provide a foundation for strong and sustainable demand responsiveness in electricity markets.  This demand responsiveness is necessary for the development of robust competitive wholesale and retail electricity markets, as well as to enhance reliability and protect against price volatility.


Second, the Initiative will focus on the connections among various ongoing demand response-related activities and on the institutional settings or jurisdictions in which they are taking place.


Third, we are proposing a unique process involving state-of-the-art research, and broad facilitated stakeholder involvement.

IV. Scope of the Project:


A. Demand-Side Options and Programs:  The Initiative will consider a wide range of activities that affect the demand side of regional energy markets.  Initially, we propose four areas of consideration:  

(1) Regional Reliability Resources: Ancillary Services, Emergency Demand Response Programs, and Congestion Relief 

The New England ISO has developed a set of market rules governing the provision of ancillary services (10 minute and 30 minute reserves, and automatic generation control) in the region.  Two issues related to demand responsiveness arise here.  First, rules should be designed to allow demand-side actions and resources as well as supply-side resources to provide ancillary services.  Competition among a wide variety of ancillary service providers will lower costs, increase diversity, and reduce risks.  Second, rules that permit demand-side resources to compete to provide ancillary services must be coordinated with rules governing the use of these resources for other purposes--e.g., traditional utility interruptible load contracts and tariffs, and the ISOs emergency and reliability-focused demand response programs.

In addition, the ISO has developed  and has some experience with emergency demand-response programs aimed at short-term reliability crunches.  These emergency programs have focused mainly on maximizing megawatt impacts in the immediate term.  The program design leaves for later resolution issues such as the appropriate means of paying for the programs over the long term and their potential impacts on the environment.  Here too, interactions with distribution-level load-management programs must be considered.

It is also important to consider how demand-side resources can improve reliability by relieving transmission constraints.  Here we will examine the pricing rules and processes that would reveal the cost of transmission congestion to market participants, and the value of congestion relief both to transmission providers and to providers of distributed and demand-side alternatives.  We will consider state and regional policies that would foster cost-effective investments to enhance reliability and relieve transmission congestion.

 (2) Demand-Side Bidding and Demand Sale-Backs in Response to Price

One of the solutions to the problems facing emerging competitive electricity markets is the development of a robust demand response capability.  The ability of demand to respond to high prices can help to keep high and volatile prices in check.  For instance, a recent EIA study estimates that a 1% demand response could shave 10% off peak prices.  Likewise, the ability of demand to respond in the face of supply constraints can help to alleviate reliability problems.

The New England ISO is working on market rules that could allow demand bidding and demand sale-backs as a way to incorporate needed demand responsiveness to ensure competitive wholesale electricity markets, as well as to enhance reliability.
  Demand bidding refers to the requirement for load-serving entities to place price and quantity bids in advance (usually day- ahead) markets.  Demand sale-backs can occur when load to be served releases all or a portion of its committed power supply to the market, either in response to a short-term market price, or under a preexisting sale-back contract. From a market-wide point of view, such sale-backs perform much like new supply coming on line in response to economic signals, moderating price pressures and improving generation reserve margins.  Issues that arise here include: (1) the role of the ISO and Load-Serving Entities in program design and administration; (2) role of third party Curtailment Service Providers; (3) role of emergency, back-up generation in these programs and their potential environmental impacts; and (4) transition from pilot to longer term, stable programs.

(3) Real-Time Pricing and Advanced Metering 

At the retail level in New England, a variety of efforts are under way in the six states to examine the benefits and potential of real time pricing and advanced metering to send more accurate price signals to customers, and to facilitate and encourage cost-effective energy efficiency and price-responsive demand.  Retail rates are still set for most customers on a broadly-averaged basis that does not allow customers- to see the real-time costs of their electricity usage.  This is true even in states that are implementing retail competition, since most customers are given standard offer and default service rates with guaranteed rate reductions or pre-defined rate paths.  Customers therefore have no incentive – and, lacking necessary advanced metering, no ability – to time their electricity usage to coincide with lower costs hours.  Customers cannot reasonably respond to price signals they never receive.

Equally significantly, the load-serving entities (LSEs) serving retail customers in New England are often not charged the actual hourly costs of serving their customers’ loads, because the average load profiles used to assign power costs to LSEs do not distinguish among customers according to the actual time periods during which their power was demanded.  This problem arises among default service suppliers in Massachusetts (who are simply awarded a proportional share of the average default load) and for competitive LSEs across the region.  The lack of adequate price signals to either customers or LSEs at the retail level undermines the ability of wholesale markets, service providers, and customers to incorporate the demand response capability necessary to ensure reliability and protect against price spikes. 

In the current environment, only a small number of customers are likely to prefer, or to benefit from, real-time pricing options.  To determine whether real-time pricing has broader potential, we will need to examine a number of related issues, including:

(1) the relationship between wholesale market prices and tariffs offered by the Provider of Last-Resort or Default Service provider; (2) the costs and benefits of providing real-time pricing for various customer classes vs. simpler rate designs such as peak/off-peak time blocks to residential customers; (3)  the relationship between real time pricing and demand bidding programs. 

(4) Energy Efficiency Investments Including System Benefit Charge Funding 

Finally, every state in New England currently has some form of broad-based program to support end-use energy efficiency.  Spending for these programs now totals more than $250 million per year, most raised through ratepayer-paid System Benefit Charges.  Some of these programs look like traditional utility energy efficiency programs, while others are focused on market transformation activities.  These programs are already having a decided impact on reducing average consumption, peak consumption, and peak prices for everyone purchasing in the spot power market.  The Massachusetts DOER recently concluded that efficiency programs in that state alone saved customers throughout New England millions of dollars in just a few peak hours in the summer of 2000.

Despite the importance and scale of these programs, the potential synergies between short-term price-responsive load management options, and longer-term energy efficiency technologies have barely been explored.  There is little, if any, coordination between the region’s retail demand-side program offerings and efforts at the wholesale level to incorporate a demand response into electricity markets. 

This is an area that the Initiative will need to explore.  Energy efficiency programs can be strategically targeted to loads and locations where they will support the same reliability and market balancing goals as the shorter-term demand response programs noted above.  Moreover, it is often important to combine both types of opportunities in working with customers, and it may be appropriate to combine funding sources for programs that serve both efficiency and load-response goals.  There may also be low-cost opportunities to fine tune existing energy efficiency programs to build load- shifting capabilities (e.g., installing smart time chips in Energy Star appliances).  To this end it may be possible to use or expand systems benefit funds directly for demand response initiatives.  

B. Jurisdictional Challenges:  While developing market and regulatory tools in the program areas noted above, the Initiative will also need to address a number of jurisdictional challenges.  The wholesale market, the transmission system, and the ISO are all regional, while the retail markets, distribution systems, efficiency programs, and most interruptible contracts are subject to state public utilities commission (“PUC”) regulation in six separate states.  Other institutions, particularly NEPOOL, FERC, EPA, and state environmental regulators, also have critical roles to play.  Decisions about the design and implementation of demand-side policies and programs fall in several different jurisdictions.  To date, they have not been adequately or systematically coordinated.

For example, at the wholesale level, emergency demand response programs are being implemented by the ISO, pursuant to reliability rules and related actions being taken largely outside of the electricity market.  Some of these actions are designed to reduce price volatility.  Simultaneously, the ISO is attempting to establish efficient market rules that, among other things, provide accurate price signals to customers, while state PUCs supervise tariffs for interruptible rates that are aimed at both price and reliability concerns.  Generally, these activities are not being coordinated with each other.

On the retail side, distribution companies, under the jurisdiction of state commissions, are designing rates consistent with state policies on standard offer or default service, that in most instances mute any price signal to retail customers.  At the same time, these load serving entities are being asked to participate in demand response programs to provide incentives to retail customers to reduce load at times of high wholesale prices and/or supply constraints.  State PUCs in New England are also considering what to do about the deployment of advanced metering technologies needed to implement real-time pricing. 

The New England Initiative will address these cross-jurisdictional issues by: (a) assembling stakeholders from across these various jurisdictions; (b) tapping the expertise of program participants in an exercise that will identify the most important linkages among existing and proposed program elements;  (c) designing model compatible rules of operation for each major program element; and (d) suggesting legal, regulatory, and market reforms where they are needed to eliminate jurisdictional conflicts, or promote new authorities to resolve problems.  The Initiative can perform an umbrella/coordination function with respect to ongoing activities to ensure that their benefits are enhanced and costs reduced.  Of equal importance, it can also push the state-of-the-art in each particular area.

C.  Environmental Issues:  In addition to being necessary components of an efficient electricity market, distributed generation, demand response and efficiency resources also have significant environmental impacts.  Depending on how programs are designed and integrated into markets, these impacts can either be very positive, neutral, or even detrimental to the environment.  This depends on multiple design factors related to how load is reduced, shed and shifted, and how on-site generation is deployed.  Recognizing the importance of these potential impacts, EPA, state environmental regulators, and others with environmental concerns have expressed strong interest in participating in these discussions.  It is our intent that the various design choices that can affect the environment will be carefully analyzed as we develop principles, programs and policies in each of the four different areas identified in this prospectus.   

V. Process:
 

We plan to launch a year-long, facilitated, collaborative process involving at least 20-30 key stakeholders in New England.  Our goal is to reach as much agreement as possible on a set of demand response principles and recommended program designs that cover the areas described above in a coordinated and integrated fashion.

We plan to run a highly structured and very focused process, supported by adequate consulting and facilitation services to effectively use and leverage the time and expertise of diverse stakeholders.  Stakeholders will likely include representatives from:




ISO-New England




New England Public Utility Commissions 




NE Governors’ Conference/State Energy Offices




State Air Regulators

Utilities




Generators/ Retail Suppliers




Consumer Groups/ Customer Aggregators

Environmental Advocates

Energy Efficiency Advocates and Businesses

Representatives from New York and PJM ISOs

US EPA Region I

The stakeholder group would likely meet approximately 10 times over the course of the year.  Prior to the initial sessions, consultants will develop framing papers outlining the following:

· Challenges for developing demand responsiveness in New England, including a discussion of the wholesale and retail areas.

· Summary and analysis of existing efforts in New England in these areas.

· Description and initial review  of promising and potentially adaptable programs from outside New England.

· A set of draft principles and an annotated list of potential programs for implementation in New England.

As the process progresses, the stakeholder group with the assistance of the consultants and facilitator will develop a set of principles for developing a sustainable demand-response in New England.  It will then turn to outlining specific programs that could be part of an integrated demand-response package for the region.

During the course of the process, it may be appropriate for the stakeholder group to establish a few working groups to flesh out potential program designs in specific areas to bring back to the full stakeholder group.   

We will circulate a detailed agenda prior to each meeting, as well as an accurate meeting summary after each meeting.  We also plan to launch a web site for the project to facilitate document and communication management. 

We envision the final product of this phase to be a comprehensive report from the stakeholder group with specific recommendations for New England decision makers, including who should do what by when.  The goal in this phase is a report that identifies program design principles, the essential outlines and elements of recommended programs, and the key interrelationships among programs and policies at retail and wholesale.  We will not attempt to create detailed program designs for each of the recommended programs.  During a possible second phase, the stakeholder group could work with the implementing entity or entities to help translate the recommendations into action.

VI. Project Administration: 

A. Staffing:  The Regulatory Assistance Project will lead the consulting effort, supported by additional technical consulting expertise.  RAP Director Richard Cowart, formerly Chair of the Vermont PSB and a Convenor of the new national RTO Futures group, is the project leader.  One of the nation’s most experienced utility regulators, a former President of NECPUC, and former Chair of the National Council on Competition and the Electric Industry, he is well versed in the regulatory and economic issues central to this project.  He is joined by RAP Director Frederick Weston, formerly a Hearing Officer and senior regulatory analyst and economist at the Vermont Public Service Board.  He has over a decade’s experience in regulation and design of power markets and demand-side programs in New England.  Rick is presently leading a national collaborative project on emissions standards for distributed generation for the National Renewable Energy Laboratory, and is well versed in the interactions between economic and environmental policies for distributed resources.  Additional support will be provided where needed by RAP’s six other Principals and Associates, all with extensive utility regulatory and utility experience.  We will also involve outside consultants with expertise on these issues, and have received a significant commitment of technical support from the Lawrence Berkeley National Laboratory.  RAP has a well-developed reputation for technical expertise and creative policy analysis, and has advised utility commissions, energy offices, and governments in more than 40 states and more than a dozen nations.  (See www.raponline.org for more information).

Raab Associates, Ltd. will lead the process design and facilitation effort.  Raab Associates is uniquely qualified to facilitate this process having designed and successfully managed most of the other energy-related, multi-stakeholder processes in New England including the Restructuring Roundtable, the New England Disclosure Project, the Massachusetts and New Hampshire Energy Efficiency Working Groups, a Greenhouse Gas Mitigation Plan for Rhode Island, and the Renewable Energy and Renewable Portfolio Standards processes in Massachusetts.  (See www.RaabAssociates.org for more details).  Dr. Raab has also worked as a consultant on demand-side issues for five of the six New England PUCs, as well as the New York and California Commissions.

B. Funding:  The project has received major funding commitments from ISO New England, the US EPA, and the US DOE, and is currently close to fully funded as presently designed.  The addition of new issue areas, or deeper or broader analytical work will require additional financial support.  Based upon response to the program thus far, we are optimistic that such support would be forthcoming. 

C. Timeline:  The project will begin in January 2002.  We will spend January and February convening the process including finalizing the design, identifying the appropriate stakeholders, and initiating the research.  The first Stakeholders’ meeting is planned for Tuesday February 26th, with completion of the analytic and program design elements expected within 12 months thereafter.

Contact: 
Richard Cowart, Director



Regulatory Assistance Project



50 State Street, Suite 3 

Montpelier, VT 05602



(802) 223-8199



RAPCowart@aol.com


www.raponline.org



Dr. Jonathan Raab, President



Raab Associates, Ltd.



280 Summer St.



Boston, MA 02210



(617) 261-7111



raabj@aol.com


www.raabassociates.org


Appendix A

Stakeholder Meeting Sequencing

	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	

	Meeting #:
	Tasks
	
	
	
	
	
	
	
	

	1
	
	Convene Group: Goals, Objectives, Ground Rules, Decisionmaking, Overview of Challenges, Options, and Approaches

	2
	
	In Depth Education and Discussion on Areas 1 and 2
	
	
	

	3
	
	In Depth Education and Discussion on Areas 3 and 4
	
	
	

	4
	
	Develop Demand Response Principles (Including Integration and Coordination)
	

	5
	
	Program Design for Area 1 
	
	
	
	

	6
	
	Program Design for Area 2
	
	
	
	
	

	7
	
	Program Design for Area 3
	
	
	
	
	

	8
	
	Program Design for Area 4
	
	
	
	
	

	9
	 
	Draft Integrated Report 
	
	
	
	
	
	

	10
	
	Finalize Report
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	

	Working Group Meetings
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	

	Optional: 2 working group meetings to assist with detailed program for each area.
	
	

	
	
	
	
	
	
	
	
	
	
	

	Notes:
	Area 1
	Reliability, Ancillary  Services, and Congestion Management 
	
	
	
	
	

	
	Area 2
	Demand Bidding and Demand Salebacks
	
	
	
	

	
	Area 3
	Real-Time Pricing, Advanced Metering, and Load Responsiveness
	
	

	
	Area 4
	Energy Efficiency (including SBC-funded programs)
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Gordon van Welie

President and Chief Executive Officer

December 17, 2001

Mr. Richard H. Cowart
Dr. Jonathan Raab, Ph.D. Director 

The Regulatory Assistance Project
Raab Associates, Ltd.

50 State Street, Suite 3
80 Summer Street

Montpelier, VT 05602
Boston, MA 02210

Dear Messrs. Cowart and Raab:

On behalf of ISO New England, I am writing to express our commitment to participate in the New England Demand Response Initiative (NEDRI).

As you are aware, ISO New England's top priority is the improvement of New England's wholesale electricity market through the implementation of Standard Market Design. Critical to the success of any electricity market is the establishment of robust, broad, and effective demand-side resources. Importantly, demand side supplies are also a necessary element in maintaining a reliable power system for the region - the fundamental mission of ISO New England.

We believe that the proposed NEDRI objective of developing a variety of demand-side options, in combination with a set of public policy recommendations designed to eliminate barriers to greater demand responsiveness, will complement ongoing efforts within and among the ISOs.

I am particularly pleased to be involved in the envisioned stakeholder process that includes the active participation of energy industry representatives, energy and environmental regulatory officials, academics and the Northeast ISOs.

It is at this intersection that collaboration and creative thinking can bring about effective and lasting results. In fact it is clear to me that this has the potential to be considered a model process to successfully develop load response initiatives throughout the country.

Retail competition and demand responsiveness, perhaps the most essential component of truly competitive markets, remains a significant challenge. I look forward to the proposed harmon-ization of wholesale and retail market rules and policies as a key factor in the success of this 

ISO New England Inc. · One Sullivan Road · Holyoke, MA 01040-2941 · Tel: (413)535-4300 · Fax: (413) 540-4298

program. As you are aware, of concern to ISO-NE is how to achieve the full benefits of demand response savings under Standard Offer service. It is my hope that this issue in particular 

is included in the objectives of the overall plan.


ISO-NE is committed to contribute financially to the project and we will actively participate in it through Paul McCurley. Paul is Manager, Special Projects - Market Development and has primary responsibility for development of ISO New England's load response programs and initiatives. Additionally key executive level staff may participate as necessary. We will also provide the Initiative with access to relevant information as needed.

Thank you for the opportunity to be involved in this important initiative. I look forward to working with you to develop a set of demand-side initiatives that will advance a vibrant long- term electricity market for New England.

Sincerely,
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Gordon VanWelie

President & Chief Executive Officer

NEW ENGLAND CONFERENCE OF

PUBLIC UTILITIES COMMISSIONERS, INC.

One Eagle Square, Suite 514

Concord, New Hampshire 03301
Telephone (603) 229-0308 





Fax (603) 229-0309

Donald W. Downes 





Amy L Ignatius

President







Executive Director

July 26, 2001

Dr. Jonathan Raab, President

Raab Associates, Ltd.

280 Summer Street

Boston, MA 02210

Mr. Richard Cowart, Director

Regulatory Assistance Project

16 State Street

Montpelier, VT 05620

Re:
Demand-Side Initiative

Dear Jonathan and Rich:

The New England Conference of Public Utilities Commissioners, Inc. has evaluated your proposal for a new initiative in the matter of demand side resources and supports the effort. NECPUC continues to believe that a strong demand side component is lacking in the New England ISO region, a fact which has worked to the detriment of utility customers. We have encouraged ISO-NE and NEPOOL to develop better mechanisms to bring the demand side of the equation into energy markets. We welcome, therefore, your efforts to focus on this issue.

Commissioners and Staff from the six NECPUC states will participate in sessions. In addition, I offer my services to help coordinate communications between the organizers and NECPUC members.
Sincerely,
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Amy Ignatius

Executive Director

cc: Donald W. Downes, NECPUC President

Mr. Richard Cowart, Director

Regulatory Assistance Project

50 State Street

Montpelier, VT 05620

Dr Jonathan Raab, President 

Raab Associates

280 Summer Street

Boston, MA 02210

November 1, 2001

Dear Mr. Cowart and Dr. Raab:

We are in receipt of your proposal to develop a comprehensive Demand Side Response to electricity markets in New England (with potential applicability to the entire Northeast, as the three Regional Transmission Organizations begin their merger). We understand that this initiative is sponsored by the RTO Futures Working Group, which includes senior officials from FERC, EPA, and the CEOs of three northeastern ISOS. We are pleased to learn that the New England Initiative has also been endorsed by the New England Public Utilities Commissioners, ISO-New England, and other stakeholders.

We believe that creating a vibrant demand side response program in New England is essential to creating well-functioning competitive electricity markets. Moreover, the form of that program could result in considerable environmental benefits if done well and potentially significant environmental impacts if done poorly. For example, demand –programs that focus on generation from small, high emitting engines would have significant emissions impacts. We therefore all agree that this is an essential and timely project and we wish to go on record in full support. Once the process begins, we are ready to actively participate as stakeholders.

As you know, the utility sector remains one of the largest contributors to NOx, SOx, C02 and mercury emissions, even after recent significant reductions occur through the SIP call, as well as individual state efforts that go well beyond these requirements.

We remain concerned that a strong demand side component is lacking in the ISO-NE region. A comprehensive demand response needs to be developed in New England -to assure efficient markets and reduce air emissions. Absent such a program, efforts to address reliability may continue to rely on diesel generators, which have significant adverse air quality and public health impacts and whose emissions could well overwhelm our SIP commitments to attain and maintain compliance with ambient air quality standards, especially for the 1-hour ozone standard and the newer PM2.5 standards.

In addition, emerging proposals to address reliability and energy security problems through incentives focused solely on increased transmission and generation will only increase pressure on environmental resources. This summer, NESCAUM initiated a parallel and complementary effort to the one you propose, to define the environmental 

impact of distributed generation. Several EPA offices and NESCAUM states have provided funding for this project. Further, we have provided support and leadership to another effort conducted by the RAP to develop consistent national emissions standards for distributed generation. Finally, several Northeast States have increased our collaboration with our energy and ISO colleagues to develop mutual understanding of each other's important issues and concerns. Some of our states have already begun to address these issues. Through these efforts, we have engaged in discussions on proposals to improve electricity reliability in New England. Adding a robust demand side program provides further benefits and we commend the initial efforts completed to date, especially Mr. Cowart's research on "efficient reliability" [available at www.rapmaine.org].

In summary, we believe that there are significant environmental, economic and energy benefits to be achieved through a comprehensive demand side response program in New England, the Northeast, and eventually the entire country. The New England Initiative is the leading project of its kind in the nation and has the potential to set the benchmark for other regions; thus, the project's eventual environmental benefits will be magnified. However, such a program requires continued coordination among air and energy regulators and their ISO counterparts. The initial coordination efforts noted above, coupled with the NESCAUM and RAP projects already underway, will be further enhanced through the completion of the demand side initiative that both of you have proposed. We fully support the demand side proposal and we would want to fully participate in it.

Sincerely,

NESCAUM Directors
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Carmine DiBattista, Chief

Bureau of Air Management

Connecticut Department of Environmental Protection
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James Brooks

Director

Bureau of Air Quality 

Maine Department of Environmental Protection
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Nancy Seidman

Deputy Director

Bureau of Waste Prevention

Massachusetts Department of Environmental Protection
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Kenneth A. Colburn

Air Resources Division

New Hampshire Department of Environmental Services
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John Elston

Director

Office of Air Quality Management

New Jersey Department of Environmental Protection
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Stephen Majkut

Chief

Office of Air Resources

Rhode Island Department of Environmental Management
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Richard Valentinetti

Director

Air Pollution Control Division

Vermont Department of Environmental Protection
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� The EPA has provided basic support to NEDRI as part of a larger program entitled RTO Futures. RTO Futures also sponsors the Regional Power Working Group, a continuing executive dialogue on RTO and power markets issues among senior industry executives, policy experts, and governmental officials from across the nation. The Working Group will provide an exceptional source of insight and guidance to the New England Initiative.





� See Cowart, “Efficient Reliability: The Critical Role of Demand-Side Resources in Power Systems and Markets,” commissioned and published by the National Association of Regulatory Utility Commissioners (June, 2001), posted at � HYPERLINK "http://www.raponline.org" ��www.raponline.org�.





� For an overview of this issue, see the Regulatory Assistance Project, “Using a Demand Response to Stabilize Electric Markets” (February, 2001) posted at www.raponline.org.
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