From ISO-NE

Who Should Pay the Incentive Payments Made to Demand Response Program Participants?
 

At the present time, NEPOOL Participants with “Electric Load” – generally, load-serving entities (LSEs) purchasing from the NEPOOL energy markets in order to serve customer energy loads – pay the energy portion of incentive payments made to Demand Response (DR) program participants.  The amount that LSEs currently pay toward the energy portion of DR program charges is based on their pro rata share of total Electric Load.  The portion of DR incentive payments associated with Congestion Cost Multipliers (CCMs) is allocated to Network Customers – generally, distribution companies – who purchase Transmission Service in order to serve Network Load.  In those instances in which electric companies remain vertically integrated, such as in Vermont, companies serving Electric Load are the same as those serving Network Load.

 

Under the DR programs approved by FERC for implementation in 2003 under SMD, NEPOOL Participants with “Load Obligation” would bear the incentives paid to DR program participants.  Essentially, those supplying the retail load – i.e., load-serving entities (LSEs) – will bear the total cost of DR program incentives.  However, some LSEs may not be able to recover costs associated with DR program incentives.  LSEs with contractual obligations and who operate in the competitive market may not benefit from DR program implementation, and may not be able to recover DR program costs from the customers they serve.  For example, some LSEs may have signed fixed price or fuel-price indexed contracts with both wholesale generators and retail customers.  A LSE in this situation would not benefit from a wholesale price reduction resulting from DR and will not be able to raise retail prices in order to recover the cost of DR allocated to the LSE – in this situation, DR program costs would cause a reduction in the LSE’s earnings.
  In contrast, the suppliers of state-regulated Standard Offer or Default Services may be able to petition state regulators to increase rates in order to recover costs associated with DR program incentives.

 

Accordingly, allocating DR costs on the basis of Load Obligation treats some LSEs unfairly and could place them in an increasingly untenable financial situation.  We recommend that DR program costs be allocated to Network Customers who purchase Transmission Service in order to serve Network Load – i.e., distribution utilities.  Specifically, the distribution utilities serving the customers participating in the DR programs in that zone should be billed the DR incentives paid to the customers they serve.  The value of a DR resource in terms of reducing peak prices and volatility, and improving reliability are a function of the resource’s specific location on the transmission and distribution (T&D) network.  Since the ultimate beneficiaries of DR resources are the customers located on the T&D network in the vicinity of the resource, it is appropriate to allocate the cost of DR incentive payments to such customers through the distribution companies serving them.  Such an allocation is more fair and sustainable on a going forward basis.

 

Such a cost allocation method requires the cooperation of state public utility commissions (PUCs).  Specifically, PUCs must allow the distribution companies under their jurisdiction to charge the cost of DR incentives through PUC-regulated rates.  Otherwise, distribution companies will resist the imposition of DR incentive costs on Network Customers and could withdraw their support of DR in general because they would be asked to pay costs for which they cannot recover.

� Under SMD, the costs of DR programs will be charged to the zone in which such costs are incurred.  While this addresses the inequity of charging zones for DR programs implemented in other zones, it does not necessarily address the problem that some LSEs within a particular zone may not have the ability to recover DR program costs allocated to them.





