October 18, 2006

To: 
Henry Yoshimura, ISO-NE; ISO Demand Resources Group

From:
Jeff Schlegel, on behalf of CT ECMB and MA DOER
Re:
FCM and Summer Season Demand Resources

Below is the text for the Definitions section, proposed on October 11, with some clarifying revisions shown in redline:

“Summer Season Demand Resources” are a type of Demand Resource as described in Section _____ of this Market Rule, and shall mean On-Peak Demand Resources or Critical Peak Demand Resources that provide a Summer Seasonal Demand Reduction Value and are not required to provide a Winter Seasonal Demand Reduction Value or a Winter Seasonal Demand Reduction Value equivalent to its Summer Seasonal Demand Reduction Value or a Composite Offer as a requirement for participation in the FCM.

Below is a summary paragraph on this topic, building upon the summary text in Henry’s October 13 email message:

3.  Summer Season Demand Resources as a distinct type of Demand Resource that can bid into the FCA as a stand-alone resource.  A proposal was made to allow Demand Resources that reduce load only in the summer peak period (e.g., residential air conditioning efficiency measures) or at much greater levels during the summer peak period (e.g., commercial HVAC, commercial lighting with higher peak Demand Reduction Value in summer vs. winter) to bid into the FCA without having to provide any or the same level of Winter Seasonal Demand Reduction Value as the Summer Seasonal Demand Reduction Value, or to submit a Composite Offer with a winter resource.  

Please see the following memo for background information on this topic, for the DRG meeting on October 19, 2006.
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In discussions during the DRG meetings, some participants have stated that all Demand Resources must provide the same peak demand reductions during the winter season as they do during the summer season, or must combine with a separate resource in a Composite Offer to make up one summer and winter combined capacity resource.  For the reasons set forth below, we do not believe this is a wise or appropriate policy for load-following Demand Resources.
There are some Summer Season Demand Resources (e.g., residential air conditioning measures, commercial HVAC measures, and commercial lighting energy efficiency measures) for which there is no or much lower demand during winter peak associated with the end uses on which the Demand Resource measures are installed.  These Summer Season Demand Resources provide significant peak demand reductions during the summer peak, but not during the winter peak (or not at the same level during the winter peak for some commercial lighting and commercial HVAC measures), solely because the end-use loads on which they are installed have no or much less winter peak demand.  Since these Demand Resources are load-following, by definition they also provide proportional peak demand reductions during other times; if there is demand associated with the end-use on which the measures are installed, such as during a shoulder period, then the load-following measures reduce the demand proportionally during that period.

 

Implementing a summer and winter requirement, at the same level in both seasons, for these Summer Season Demand Resources would be at odds with the actual capacity needs and loads of the region, the policies and statements of ISO regarding the priority of meeting summer peak capacity needs to ensure system reliability, the increased focus of ISO and others on summer air conditioning loads, and the language and intent of the settlement agreement.  Consider the following:

1. The main purpose of the FCM is to secure adequate capacity, with an emphasis on summer peak capacity.  New England does not need as much capacity in the winter as it needs in the summer (winter capacity needs are about 4,000 MW less than summer).  The settlement agreement is focused largely on summer peak capacity because of the needs of the system, and the Qualified Capacity for the FCA is based on Summer Seasonal values.
2. Requiring customers to pay for winter capacity resources that are not needed simply increases total costs to customers with no resulting benefit. 
3. Requiring Summer Season Demand Resources to combine with a separate resource in order to participate in the FCM is an unjustified barrier to entry. This barrier makes it more difficult to procure exactly the type of resource that is of greatest need in New England. 
4. Some Demand Resources may be able to increase the level of winter peak resources as part of their Offer, or may be able to combine with separate winter peak resources in a combined or Composite Offer.  However, doing so would increase the relative emphasis on (and funding for) winter peak resources in the region, while commensurately decreasing the focus on and funding for summer peak resources.  This will result in a much less optimal allocation of funds, as well as higher FCM costs for consumers. 
5. The FCM Rule should consider and make allowances for the unique characteristics of various capacity resources.  For example, the draft Rule allows for the unique situation of Maintenance Outages for generation resources.  The load-following nature of some Demand Resources is a unique characteristic that should also be allowed in the Rule, and valued as a benefit for the system.
6. In fact, Demand Resources that are load-following increase system reliability and reduce system costs because they are better matched to the underlying load.  These load-following Demand Resources should be encouraged, not discouraged.

7. ISO has strongly encouraged states (especially Connecticut) to refocus and target their state programs to reduce summer peak demand.  States responded and have modified their programs to increase focus on reducing summer peak demand, as ISO requested, to increase system reliability.  It is antithetical to now require these state programs to provide equal summer and winter peak demand reductions in the FCM.

8. While the settlement agreement requires a one-year commitment period, it does not require Demand Resources to provide both summer and winter capacity.  The settlement agreement does explicitly require that “a distinct method will be developed to allow [Demand Resources] to be fully integrated as Qualified Capacity in the Forward Capacity Market” (11.II.E.2).  An equal summer peak and winter peak requirement for Summer Season Demand Resources would be a significant barrier to full integration of Demand Resources in the FCM.
We recommend that the following concept be included in the FCM Rule to address this situation:

A Summer Season Demand Resource, for which there is no or lower demand during winter peak associated with the end-use on which the Demand Resource measure is installed, shall have two options, at the option of the Demand Resource supplier:

A. Provide Demand Reduction Value for the Summer Seasonal period only, and receive 8 months rather than 12 months of capacity payments (the 8 months of capacity payments associated with the Summer Seasonal period), or provide Demand Reduction Value for the Summer Seasonal period at a level higher than the Winter Season Peak Demand Reduction Value, and receive 8 months of capacity payments associated with the Summer Seasonal period and a lower level of capacity payments for the 4 winter months associated with the lower Winter Season Peak Demand Reduction Value in the Winter Seasonal period, or
B. Combine with a separate resource in a Composite Offer to provide summer and winter Demand Reduction Value and/or capacity.
The current draft of the FCM Rule language allows the Composite Offer (option B) but not option A.  The definition proposed in our October 11 comments would facilitate option A.
 

Thank you for your consideration of this proposal.
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