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PRICE-RESPONSIVE LOAD PROGRAMS 

November 14, 2002 

Introduction and Background
As part of its effort to implement the FERC Standard Market Design, ISO-NE and NEPOOL have proposed four Demand Response programs for 2003.
 These are:

· Real-Time Demand Response Program (RT-DRP, an “Emergency” DR program), 

· Day-Ahead Demand Response Program (DADRP),

· Real-Time Price Response (which is based on the current Class 2 program), and

·  Real-Time Profiled Response (for customers without interval meters).

At our last meeting, there was a broad support for the NEDRI Technical Team’s recommendations on the Real-Time (Emergency) Demand Response program (with minor modifications).

ISO-NE’s proposed DADRP is a “reliability-oriented” program that is primarily intended to replace existing Type 2 Interruptible Load programs that require more than two hours advance notice.  The NEDRI Technical Team has been advocating an alternative program design that draws upon experience in New York, emphasizes “economic, price-driven” market response, and gives customers the option of participating in an ICAP/SCR resources program.  However, the combination of several factors – time constraints, ISO resource constraints for 2003 program implementation, lack of consensus on design of an “economic, price-driven” day-ahead market program, and limited success in New York - have led the Technical Team to propose an alternative approach.  For 2003, the NEDRI Technical Team proposes modest changes to the ISO-NE proposed “reliability-oriented” DADRP coupled with other recommendations that could produce a more robust set of DR programs by 2004.

Because of time and resource constraints and priorities indicated by NEDRI members, we have not devoted much attention to the ISO-NE’s Real-Time Price Response (e.g. based on the existing Class 2 program) or proposed Real-Time Profiled Response program (for customers without interval meters).  

Recommendations

Based on discussions at previous NEDRI meetings and feedback from market participants at the NEDRI/FERC Focus Group, the NEDRI Technical Team recommends that NEDRI participants endorse the following: 

1) that ISO-NE file a revised real-time, “emergency” demand response program with FERC (see attached #PRL-2 – RT-EDRP) that incorporates the following changes proposed by NEDRI: higher minimum payments for called resources, low entry barriers for Demand Response Providers, a longer-term commitment to DR programs, and ICAP treatment that incorporates credit for reduced reserve requirements;

2) that ISO-NE file a revised “reliability-oriented” day-ahead demand response program (DADRP-R) that incorporates the following changes proposed by NEDRI: more flexible bidding processes (e.g. remove MW increment requirement), low entry barriers for Demand Response Providers, a longer term commitment to the DR program, and ICAP treatment that incorporates credit for reduced reserve requirements;

3) that ISO-NE implement an effective, location-based ICAP resource credit during 2003.  If  ISO-NE implements a “system-wide” ICAP credit in 2003, we recommend that ISO-NE develop “interim” solutions to encourage demand response in congested, constrained regions if they are unable to develop “location-based” ICAP by summer 2003.

4) that ISO-NE commit to developing an “economic, price-driven” day-ahead market demand response program by summer 2004, which uses the NEDRI program design as a starting place (DADRP-E; see attached #PRL-1) and draws upon “best practices” in other regions of the country;  

5) that ISO-NE conduct an “independent” in-depth process and impact evaluation and market assessment of its 2003 demand response programs that would address, at a minimum, the following issues: 

· establish DR program targets and a timetable to achieve them,

· barriers to participation by customers and market participants, 

· an assessment of the magnitude of price-responsive loads under SMD and current ISO-NE DR programs, 

· impact on market prices and system reliability of 2003 DR programs, and

· recommendations on proposed DR program changes in order to achieve ISO-NE program goals for price-responsive load;

6) that ISO-NE seek more input from customers and DR market participants on DR policy and program designs using its Load Response Working Group.  To enhance effectiveness of the Load Response Working Group, the ISO-NE should commit to:

· regularly scheduled meetings

· efforts to expand membership & participation by market participants, representatives of customer groups, and state regulatory staff

· input on the scope of program evaluation and market assessment activities

· input on proposed changes to program design and rules; and

7) that New England state regulators adopt retail tariffs and policies that supports delivery of the ISO’s Day-Ahead and Real-Time (Emergency) Demand Response Programs (see Attached, #PM-1).

Program Strategy #PRL-2

Real-Time, “Emergency”
 Demand Response Program (RT-EDRP)

The Real-Time, “Emergency” Demand Response Program (RT-EDRP) provides the ISO/RTO with a demand response resource to dispatch during periods of capacity deficiency or system emergency.
  The goal of the program is to create a demand response resource equal to at least ~3% of peak demand.
 The program is a short notice program relying on the ability of customers that are willing and able to reduce demand for short time periods in exchange for compensation.  Reductions are mandatory when the customer is instructed to interrupt by ISO-NE.

Program Duration: The program would begin with the implementation of Standard Market Design. The RT-EDRP program would be authorized for three years, with annual program modifications, as necessary. ISO-NE may request that the program be continued from FERC, including any changes determined to be necessary for 2005 and beyond.

Criteria for Eligible Participants:  Individual end-users may participate in the program either directly or through a Load Serving Entity (LSE) – e.g. the customer’s utility under Default or Standard Offer Service or competitive retail energy suppliers – or Demand Response Provider (e.g., third party providers that offer load response services but are not the customer’s LSE).  DRP do not participate in the NEPOOL market other than as permitted in the Load Response programs and are subject to a nominal annual registration fee of $500.

End-User Requirements: The minimum aggregated size is 100 kW. All participants must have interval meters capable of recording hourly, integrated electricity consumption (for load curtailments) or net electricity generation (for onsite generation).  Participants may provide this load reduction through any combination of load curtailment and operation of onsite generation. 

Environmental Eligibility Criteria: All participants utilizing onsite generation must comply with local, state, and federal environmental permitting requirements. Emergency generators may not be operated until ISO-NE has called for voltage reductions (Action 12 of OP4).

[Question to NEDRI Participants: 1) This section is drawn from recommendations of NE environmental regulators – Need to discuss]
Advance Notice: Customers may elect to participate in one of two program options, based on the advance notice they require before implementing a load reduction: a 30-minute option and a 2-hour option.

Compensation: Participants in the emergency program are required to interrupt and are paid for their actual load reductions during an event based on the higher of the hourly real time zonal electricity price or an established floor price.  For the 30-minute advance notice option, the floor price is $500/MWh; for the 2-hour option, it is $350/MWh.
  Performance is measured on an hourly basis.  Participants in the RT-EDRP are eligible to receive ICAP credit.  

Customer Baseline Load (CBL): Participants will use the standard baseline methodology proposed by ISO-NE.
  The baseline is developed as hourly averages of interval load data over the last ten (10) business days excluding response days and adjusts actual usage for the two hours preceding the interruption.  

Penalties: Since participants receive ICAP credit for their load reduction capability, they are subject to non-compliance penalties if they do not fulfill their load reduction obligation.  The penalty in this program is limited to reduction in their future ICAP credit.

Participation in Other Demand Response Programs: Customers may not provide or commit the same loads for multiple Load Response programs. 

ICAP Credit: Participants in the RT-EDRP are eligible to receive ICAP resource credit. ICAP Resource capability will be set equal to their contract amount initially and will be adjusted based on actual performance. Loads should also receive a Reserve Component credit as part of ICAP to reflect reality of reduced reserve requirements placed on the system.

Program Operation/Activation: The program is activated as part of Operating Procedure No. 4, Actions During A Capacity Deficiency (OP4).
 Program participants can either be dispatched on a system-wide or zonal basis.  In addition, to ensure that RTDRP resources are called in controlled amounts to address specific system conditions.  Program participants within a zone are assigned to Curtailment Blocks by the ISO.

Program Strategy #PRL-1 

Day-Ahead Demand Response Program - Economic (DADRP- E)

The Day Ahead Demand Response Program - Economic (DADRP -E) enables electricity end-users to offer load reduction bids into the day-ahead wholesale energy market a day in advance, in direct competition with supply bids.
  These load reduction bids would be fully integrated into the scheduling and settlement processes of ISO-NE, and can set the day-ahead zonal electricity price just as would a comparably bid generator.  ISO-NE would use this program strategy and “best practices” in “price-driven, economic” programs as the starting place for an “economic” DADRP program to be implemented by summer 2004.

Program Duration: The DADRP-E program would be implemented by summer 2004. The DADRP-E program would terminate at the same time as other programs proposed herein, with annual program modifications, as necessary.  ISO-NE may request program continuation of the program from FERC, including any changes determined to be necessary for 2005 and beyond.

Criteria for Eligible Participants: Individual end-users may participate in the program through a Load Serving Entity (LSE) – e.g. the customer’s utility under Default or Standard Offer Service or competitive retail energy suppliers – or Demand Response Providers (e.g., third party providers that offer load response services but are not the customer’s LSE). DRP do not participate in the NEPOOL market other than as permitted in the Load Response programs and are subject to a nominal annual registration fee of $500.

End-User Requirements: The minimum aggregated size is 1 MW. All participants must have interval meters capable of recording hourly, integrated electricity consumption (for load curtailments) or net electricity generation (for onsite generation).   Participants may provide this load reduction through any combination of load curtailment and operation of eligible onsite generation. 

Environmental Eligibility Criteria: All participants utilizing onsite generation must demonstrate through a signed statement or copies of applicable permits in their application that they  comply with local, state, and federal environmental permitting requirements. The NEDRI stakeholders recommend that state environmental regulators consider adopting a stringent, technology-neutral, output-based environmental performance standard for new, smaller-scale electric generating resources (i.e. distributed generation) as soon as possible.
  State air regulators need to update their regulatory requirements for existing on-site generators that wish to participate in economic demand response programs.  Over time, such standards should converge toward emissions performance levels achievable with modern new equipment and best available retrofit controls.  The need for new regulation is particularly acute for smaller units that fall below current permitting thresholds.

[Question to NEDRI Participants: 1) This section is drawn from recommendations of NE environmental regulators – Need to discuss]
Bidding Process: The participant submits day-ahead bids indicating their load reduction amount (MW), bid price ($/MWh), and the contiguous period over which the load reduction will be provided – i.e., a load reduction strip.  Participants may also include in their bids a curtailment initiation (i.e., start-up) cost and a minimum run-time.  Bids may be made for any load reduction amount above the 1 MW minimum – i.e., bids are not required to be in any particular increment.  The minimum bid price for any hour is $50/MWh.
  

Customer Baseline Load (CBL): Participants may choose to adopt either a standard or a temperature-sensitive baseline methodology.
  Both options are based on an average of interval data over the designated timeframe.  The baseline is developed as hourly averages of interval load data over the last ten (10) business days excluding response days.  

Compensation: Customers whose bids are accepted and scheduled in the day-ahead market are paid for their load reductions, based on the higher of the day-ahead market-clearing zonal electricity price or their accepted bid price.
  

Penalties: Any difference between the customer’s actual load reduction and their scheduled load reduction is settled at the zonal real time price.

Participation in Other Demand Response Programs: Customers may not provide or commit the same loads for multiple Load Response programs. 

Program Strategy PM-1

Retail Delivery of the ISO Price-Responsive Load Programs

This strategy consists of the actions and policies necessary at retail to effect delivery of the ISO’s Day-Ahead and Real-Time (Emergency) Demand Response Programs.

Delivery Mechanisms.  Load Serving Entities (LSEs), competitive retail electric service providers (ESP), and Demand Response Providers (DRPs) may enroll customers.
  The terms of the agreement are negotiated, are part of a standard product or products, or, in the case of regulated monopolies and default service providers (DSPs), are determined by PUC-approved tariffs or special contracts. LSEs and DRPs are notified by the ISO when interruptions are needed, and they in turn notify the customer. The ISO makes payments directly to LSEs and DRPs, who in turn pay the consumer for load reductions provided when called upon.

Compensation. Compensation to LSEs and DRPs may take any of several forms.  Typically, the ISO payment is shared between the LSE or DRP and the customer.  If sharing is the only means by which payment is made, it must be sufficient to induce the desired behavior by the customer and cover the costs (including profit) incurred by the LSE/DRP to provide the service. In Connecticut, there is no sharing, but the DSPs  (the distribution utilities) are compensated for their program administration and marketing costs in part with monies from the state’s system benefits fund. The sharing ratios (where provided by DSPs or regulated monopolies) in three states are currently as follows:


Customer
Default Service Provider
Other

NY
90%
10%
NA

VT
70%
30%
NA

CT
100%
0%
Some System Benefit funds for DSP admin/mkting

There are policy and market implications to the question of how the ISO payments are shared between customers and providers. In the case of competitive providers, the sharing percentages will be determined in the market -- by the price negotiated or offered through a standard product or contract (i.e., the provider’s share will be the margin between the price paid to the customer and the price paid by the ISO).  In the case of regulated monopolies and DSPs, the sharing will be determined by the PUC, taking into account traditional regulatory concerns – equity, efficiency, cost-allocation, and revenue collection. 

Issue 1: Regulated pass-through of DR program payments: The ratio set by the PUC for regulated entities effectively determine the margins available to competitive Demand Response Providers and others who wish to market the ISO programs in those areas.  The level of the utility/DSP share is a prime determinant of whether other providers will be able to enter those markets. A mandated, full (or nearly full) pass-through of the benefits to customers will inhibit competitive entry.

Issue 2: Reliance on DR program payments alone: Full cost recovery through sharing alone may be problematic if wholesale prices are low and there are too few curtailments to generate revenue sufficient to cover the direct costs of providing the program. To deal with this problem, some programs provide additional, basic support from system benefit funds or wires company revenues. While alternative funding through distribution rates or from system benefits charges will provide some stability of revenues for providers, it may also inhibit development of the retail market if just regulated DSPs, but not competitors, have access to those monies.  This problem can be addressed by providing support equally to all enrolled participants or their DR service providers. The following graph illustrates the trade-offs of various approaches to compensation.

Compensation Method
SBC Funding or Covered in Rates
Sharing Allocation 
(Customer – LSE)
Impact on Competitive Market

Alternative A
All admin. & Marketing Costs
100-0%
Inhibits competition because DRP and competitive ESP cannot cover costs or earn profits

Alternative B
Some Admin & Marketing Costs
90-10%
DRP and competitive ESP will be able to compete at best in limited circumstances

Alternative C
No Admin. or Marketing Costs
70-30%
More opportunities for DRP and ESP but reduced revenue stream during periods of low market prices

We recommend that state PUCs permit regulated DSPs and monopolies to retain up to 30% of the ISO payments. This should, in most cases, provide enough cash to cover DSP costs and yield a profit.  This sharing will act as a de facto maximum for the market.  If DRPs can do better, they will capture more of the market and force DSPs to either reduce their share of the payments or cease providing the service.  To the extent that the ISO payments include ICAP credits or reservation payments (which extend over a period of time), the revenue stability problem can be mitigated to some degree.

Other Regulatory Requirements.  Regulatory oversight for transactions between customers and competitive providers is minimal or not required at all.  The transactions are between willing parties, and they may (depending on state law and how the transaction is structured) not be subject to the jurisdiction of state utility regulators.  Moreover, the activity should not affect the relationship between the customer and the regulated distribution company, except insofar as the LSE/DRP requires access to customer billing and related information.  Protocols for providing that information – with the express permission of the customer – can be easily developed, while preserving the full range of consumer protections.

However, insofar as the programs are marketed by utilities and DSPs – i.e., regulated entities – it is important that the programs be developed and filed for approval with sufficient lead time allow them to be properly reviewed and approved. 

Eligibility.  There are eligibility criteria for both customers and providers.

Retail Customers.  Customer eligibility is defined in the strategy options for the “emergency” and day-ahead demand response programs.  Distributed and self-generation resources and direct-serve customers are not eligible to provide load reductions under alternative performance measures. The aggregations must be at least 0.1 MW for the emergency program and 1.0 MW for the day ahead. 

Providers.  A variety of providers may market these programs: the customer’s load serving entity (e.g., vertically integrated monopoly, default service provider, competitive retail electric service provider) or a third-party Demand Response Provider (DRP) that is not a LSE (e.g., ESCO, vendor).  State law will determine whether DRPs need to be certified by PUCs in order to provide service.

Programs can be crafted or modified to deal with localized distribution capacity constraints. The DSP may augment the offering by the ISO in local areas where demand response will provide distribution capacity relief in addition to generation.
Appendix A: Comparison of Program Strategies for  “Emergency Resources, ” Current NYISO program, proposed ISO-NE programs, and NEDRI

Appendix A includes two summary tables that compare the designs of an “emergency resources” DR and Day-Ahead Demand Response program (Table A-1 and A-2).
Table A-1: Comparison of Real-Time, Emergency Demand Response Programs.

Feature
NYISO (current)
ISO-NE (2003 proposed)
NEDRI Technical Team (proposed)

% of peak load (target or actual)
4.5%
Not specified
3+%

Program Duration
Indefinite; program reevaluated after each 6-mo. capability period
From SMD effective date through 2004
3 yrs, starting w/ SMD

Eligible Participants
End-Users, LSEs (host and non-host), Non-Commodity Aggregators; limited membership provisions available (no annual fee)
Propose limited membership provisions for Demand Response Providers (i.e., non-LSE aggregators) with $5000 annual
End-Users, LSEs, and Demand Response Providers; limited membership provisions available with $500 annual service fee

Minimum Size
100 kW minimum aggregation per zone
100 kW minimum aggregation
100 kW minimum aggregation

Onsite Generation
All onsite generation allowed, contingent upon environmental compliance
Comply with local, state, and federal environmental permitting requirements
Comply with environmental permitting requirements; Consider adopting “Model” output-based rules for small on-site generators developed by national stakeholder group

Advance Notice
2-hour
Either 30-minute or 2-hour
Either 30-minute or 2-hour

Performance Payment
Higher of $500/MWh or the real time price in the customer’s geographic area (i.e., RT-LBMP)
Higher of applicable RT- Zonal price or guaranteed payment of $150/MWh minimum for 30-minute notice option, and $100/MWh minimum for 2-hr notice option
Higher of  RT-LMP or $500/MWh minimum for 30-minute option or $350 minimum for 2-hr option

Customer Baseline
Interval averages of five highest of previous 10 eligible days; optional temperature adjustment based on load 3 and 4 hours before start of event.  Adjustment factor limited to 80%-120%.
Interval averages of the previous 10 eligible days; includes temperature adjustment based on the two hours before start of event
Interval averages of the previous 10 eligible days; includes temperature adjustment based on the two hours before start of event

Participation in Multiple Programs
Dual participation allowed in ICAP, EDRP and DADRP
Can only participate in one program
Customers may not commit same  loads or load reductions  in multiple programs (e.g., DADRP and EDRP

ICAP Treatment
NA
Yes; Loads that offer 100% load reduction also receive Reserve Component credit; ICAP credit adjusted based on actual performance 
Yes; Loads that offer any Load Reduction capability should receive Reserve Component credit as part of ICAP; ICAP credit adjusted based on actual performance

Table A-2: Comparison of Day Ahead Demand Response Program Designs. 

Feature
NYISO (current)
ISO-NE (2003 proposed)
NEDRI Technical Team (proposed)

Program Duration
Incentive provision expires Oct. 31, 2004 a
From “as soon as practicable” through 2004
3 yrs, starting w/ SMD 

Eligible Participants
Host LSEs only in 2001, 2002; non-host LSEs and non-commodity providers in 2003 b
Propose limited membership provisions for Demand Response Providers (i.e., non-LSE aggregators) with $5000 annual
LSEs, and Demand Response Providers; limited membership provisions available with $500 annual service fee 

Bid Parameters
Load reduction amount (MW), period, operating cost ($/MWh), start-up cost ($), minimum run time
Load reduction amount (MW), period, operating cost ($/MWh), start-up cost ($), minimum run time
Load reduction amount (MW), period, operating cost ($/MWh), start-up cost ($), minimum run time

Bid Requirements
1 MW blocks (even increments only); $50/MWh minimum bid
1 MW blocks (even increments only); $50/MWh minimum bid, $500/MWh maximum bid
1 MW minimum aggregation; no limit on bid increments; $50/MWh minimum bid

Onsite Generation
Non-diesel onsite generation allowed; not eligible for incentive payment or subject to penalties
Comply with  local, state, and federal environmental permitting requirements
Comply with environmental permitting requirements; Consider adapting “model” output-based rules for new small on-site generators developed by national stakeholder group 

Performance Payment
Higher of accepted bid or DA-LBMP
DA-LMP
Higher of accepted bid or DA-LMP

Penalties
10% of higher of RT- or DA-LBMP assessed on under-supply of load reduction
All deviations between bid and actual settled at RT-LMP
All deviations between bid and actual settled at RT-LMP

Customer Baseline
Interval averages of five highest of previous 10 eligible days; optional temperature adjustment based on load 3 and 4 hours before start of event.  Adjustment factor limited to 80%-120%.
Temperature-sensitive baseline: hourly averages of interval data over last 10 business days excluding response days. If DR is on-site generation, generation output is measured directly
Temperature-sensitive baseline: hourly averages of interval data over last 10 business days excluding response days. If DR is on-site generation, generation output is measured directly

Participation in Multiple DR Programs
Eligible for ICAP payments; can participate in both EDRP and DADRP
Can’t participate in  Emergency Demand Response Program
Customers may not commit same  loads or load reductions  in multiple programs (e.g., DADRP and EDRP 

ICAP Credit
See above
Yes; Loads that offer 100% load reduction also receive Reserve Component credit; ICAP credit adjusted based on actual performance 
Yes; Loads that offer any Load Reduction capability should receive Reserve Component credit as part of ICAP; ICAP credit adjusted based on actual performance 

a. Pending FERC approval

� ISO-NE currently offers two Load Response Programs: a Demand Response Program (known as Class 1) that compensates users for reducing consumption at ISO-NE’s direction and a Price Response Program (known as Class 2) that compensates users for monitoring and controlling their consumption in response to real-time market prices. The Demand Response Program (Class 1) has 118 MW enrolled and the voluntary Price Response program (Class 2) has 84 MW and has been called six times during 2002. 





� The proposed changes are similar to those recommended for the Real-Time, Emergency Demand Response Program (RT-EDRP) with the exception of the additional modification to allow for more flexible bid offers


� ICAP is a critical program design feature for both the day-ahead market and real-time, emergency DR programs.  The NEDRI Technical Team believes that it is imperative that the ICAP credit be “location-based” to reflect the varying load/resource balance in the New England region and send the appropriate signal for long-term investment. 





� The Program Strategy PM-1 (Retail Delivery of ISO Price-Responsive Load Programs) discusses actions and policies for retail regulators to consider, but does not offer definitive recommendations on all program design issues.  


� This program strategy is discussed generically in the NEDRI Framing Paper #2: Demand Side Resources and Reliability.


� System operators often target a capability of 3-5%.  As of August 2002, NYISO’s has more than 1,400 MW enrolled in its EDRP, equal to approximately 4.5% of system peak.  


� These options correspond to those adopted by NEPOOL in their proposed Market Rule 1, submitted to FERC.  Several studies discuss the varying abilities of end-users to provide rapid load response, and the corresponding importance of providing program options to accommodate these needs (e.g., ICF Consulting, Policy and Technical Issues Associated with ISO Demand Response Programs, report submitted to NARUC 2002).  


� Neenan Associates’ evaluation of NYISO 2001 Price Responsive Load Program found that a $500/MWh floor price helped to induce a substantial market response.  Rationale for a high floor price is also based on the value of lost load to customers or their willingness to curtail in order to prevent rotating outages; see Steve Stoft, Power System Economics for discussion of valuation issues.


� A taxonomy of CBL methods and options is developed in Xenergy (2002), Protocol Development for Demand Response Calculation: Draft Findings and Recommendations, Prepared for the California Energy Commission.  CBL methods can be characterized by three components: data selection criteria, estimation method, and adjustment method.  The report recommends as the default method to average previous ten days, and adjust based on two hours prior to the curtailment event.  NYISO uses a modified version of this method that caps the adjustment at 120% of unadjusted profile, which places an upper limit on any gaming opportunity.


� During OP4 when any of Actions 3 through 5, 7 and 8 are implemented (2-Hour Notice RTDRP), when OP4 Actions 9 or 12 is implemented (30 minute notice).


� This program strategy is discussed generically in the NEDRI Framing Paper #1: Price Responsive Load  as Option 2, May 2002.


� An example of this approach is the Regulatory Assistance Project (RAP) Model Rule for Distributed Generation, developed under a DOE-funded project from the National Renewable Energy Laboratory (NREL).





� The purpose of establishing a minimum bid price is to limit the potential for participants to make low bids (which are likely to be accepted) for periods during which planned customer facility shutdowns are to occur.


� A taxonomy of CBL methods and options is developed in Xenergy (2002), Protocol Development for Demand Response Calculation: Draft Findings and Recommendations, Prepared for the California Energy Commission.  CBL methods can be characterized by three components: data selection criteria, estimation method, and adjustment method.  The report recommends as the default method to average previous ten days, and adjust based on two hours prior to the curtailment event.   The issue for DADRP program is that this adjustment may be susceptible to gaming: participants would know if their bid was accepted, and could artificially inflate load during two hours prior to curtailment.  NYISO uses a modified version of this method that caps the adjustment at 120% of unadjusted profile, which places an upper limit on any gaming opportunity.


� Participants can bid both an operating cost ($/MWh) and a startup cost, but the market-clearing price is based on the operating cost.  Thus, in some cases, if the participant is only paid based on the market-clearing price, the payment may not cover the total value of their bid (operating cost plus start-up cost).  Therefore, the payment mechanism must ensure that the participant recovers the full value of their bid.


� In their proposed Market Rule 1, NEPOOL has adopted this penalty mechanism for their day-ahead demand response program.  Settling deviations between actual load reductions and accepted bids at the real-time price mirrors the risk/reward structure faced by generators.  Based on survey analysis, end-use customers were deterred from participation in NYISO’s 2001 DADRP, because of the program’s penalty structure: participants were penalized for non-compliance based on 110% of the higher of real-time or day-ahead market prices.  Statistical analysis suggests that the odds of participation increase substantially for variants of program in which participants are penalized simply based on the real time price (Bernie Neenan, Memo to NYISO price responsive load working group, June 7, 2002).  


�  LSEs include vertically integrated monopolies and default service providers as well as competitive retail energy service providers  (ESP) that provide electricity commodity to customers under contract.


� All payments are made to the Enrolling Participant who is either a NEPOOL Participant or DRP.  Any ICAP credit belongs to the Enrolling Participant, but it is associated with specific DR resources.  If the demand resource is eligible for ICAPthen the enrolling participant would either sell the ICAP credit (either bilaterally or in the ICAP auction), or use the credit to offset the Enrolling Participants ICAP responsibility.  The customer receives any contractually due payments from the Enrolling Participant since they are not contracting directly with the ISO.  Thus, the Enrolling Participant may bear more of the price risk. 
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