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TO THE HONORABLE PUBLIC UTILITY COMMISSION OF TEXAS:

Certain active participants in ERCOT’s Demand Side Working Group offer the following “unofficial” comments in response to the proposed rule published by the Public Utility Commission of Texas (“PUCT” or “Commission”).  We characterize these comments as unofficial because they have not been reviewed and approved by the hierarchy of committees in the ERCOT stakeholder process.  Further, most participants in the Demand Side Working Group represent entities who may separately provide comments to the Commission.  Nonetheless, because the proposed rule could have a significant impact on the Demand Side Working Group and we believe that the Commission might benefit from our insights into potential demand-side resources in ERCOT, we offer the following observations. 
There remains consider potential for demand-side resources in ERCOT

While ERCOT’s successful Load Acting as a Resource (LaaR) initiative constitutes the largest demand-side resource program in North America in terms of the quantity of demand that can be interrupted by the independent system operator (ISO) in response to low frequency or system emergencies, there remains an enormous untapped potential demand-side resource in ERCOT.  
Because there is a cap placed on the amount of interruptible load that can provide responsive reserves, there is essentially a “waiting list” of more than 500 MW of load that could be interrupted without notice.  These loads are ready, willing, and able to curtail at the ISOs request (provided compensation is provided), but are unable to do so because there is no program or market mechanism available to permit them to participate.
Prior to restructuring, the ERCOT utilities reported over 3,100 MW of interruptible load in ERCOT.
  The quantity of load that presently provides an ancillary service (i.e., LaaRs providing responsive reserves or non-spinning reserves) is below 1,500 MW.  Consequently, somewhere around one-half of the pre-structuring interruptible load has not found its way into a formal program recognized by ERCOT.
Further, many of the direct load control and group load curtailment programs that existed prior to restructuring are no longer in operation.

In summary, there is ample potential for further demand-side programs.

Demand response is of little use to system planners and operators unless it is visible

While many large industrial energy consumers may be able to respond to wholesale prices and some REPs are operating curtailment programs with some of their customers on a bilateral basis, information about these programs is unknown to ERCOT.  While these programs can provide tremendous benefits to energy markets, these “bilateral programs” are of limited use to ERCOT in system planning and operations.  Before ERCOT’s planners and operators can rely on demand response, ERCOT needs to know when a curtailment or response will be triggered and its impact on resource requirements.

In order to be reflected as an adjustment in a reserve margin calculation, demand side programs must meet certain criteria

ERCOT’s Generation Adequacy Task Force and the Demand Side Working Group have jointly established criteria which demand side resources must meet in order to be considered as an adjustment to ERCOT’s planning reserve margin:   

· Contractual with obligation to perform

· Dispatchable or controllable by ERCOT (e.g., either directly dispatchable or initiated by ERCOT through an EECP)

· Load availability needs to coincide with system peak

· Need measurement and verification (M&V) for deployments (responsibility of host)

· Long-term (contract or installed control equipment investment)

· Subject to review by ERCOT

· Annual reporting of subscription

A load that is simply “price chasing” does not meet these criteria, if the load has no obligation to curtail at ERCOT’s request.  

One potential problem with the proposed use of short-term contracts with interruptible loads (with durations as short as 3 months) as a “stop gap” resource is that such loads would not presently qualify as a reserve margin adjustment under these criteria.

In designing demand-side programs, a “customer perspective” is critical
For many of us in the electricity industry, there is a natural tendency to view markets and programs from an electricity market perspective.  We tend to develop procedures and programs around the needs of system operators and planners.  However, when designing demand-side programs, there is a need to also consider the needs of retail energy consumers.  For example, we need to ask:

· How quickly can certain customers realistically respond to curtailment requests or price signals?

· Are customers willing to respond to non-binding price forecasts?  Or will they only respond if they are assured that the energy prices they are provided are real and binding?

· What types of incentives are required in order to entice a customer to formally offer its curtailability or interruptibility to the market (as opposed to simply voluntarily or passively responding to price signals) in a manner that would provide beneficial information to system operators?

· What types of incentives are required in order to entice a customer to formally disclose its plans to curtail at certain price levels to the market (as opposed to simply voluntarily or passively responding to price signals) in a manner that would provide beneficial information to system operators?

In designing the balancing up load (BUL) program, we failed to recognize that potential participants required reasonable assurance of some minimal capacity payment in return for providing a commitment to ERCOT to curtail at a certain level of balancing energy prices.   A token or nominal or uncertain capacity payment to loads may be insufficient to entice these loads to formally bid curtailments to the market.   Any reservation payment must be large enough to compensate the load for the additional costs and obligations that are associated with formally bidding a response to the market and entice them to make such a formal commitment.  If the reservation charge is too low, then a price-responsive load is better off passively-responding to price signals when convenient or simply not responding at all.  As noted above, this passive response, without commitment, has less value to the market than advance, long-term commitments to respond.  It is difficult to detect, cannot be relied upon, and is therefore of limited use to ERCOT’s system planners and operators.  In any effort to design future voluntary programs to facilitate demand response to wholesale prices, the needs of energy consumers must be better considered.

We have also seen conflicts between 1) the ability of certain fluctuating loads to precisely predict their load level for each hour on a day-ahead basis, and 2) the needs of system operators of predictability in the amounts of demand reduction that they can rely upon in an emergency.  


In short, “customer friendly” program are likely to provide larger amounts of demand side resources than programs designed strictly with the needs of system operators in mind.  The needs of the potential participants in these programs must be considered, along with the needs of system operators and planners.
The ERCOT stakeholder process is unlikely to result in the establishment of a program without very clear and explicit direction from the PUCT

One or more effective programs cannot be established without very clear direction from the Commission.  Any strategy to preserve reliability will impose costs and benefits upon different market participants and decisions with such consequences must be made at the Commission level.  
While ERCOT’s stakeholder process may have proven effective in resolving technical issues, the establishment of a demand response program involves policy and economic issues that can only be addressed by the Commission.  Through the Final Order in Docket No. 23220, the Commission gave a vague directive to ERCOT to “Develop additional measures and refine existing measures, to enable load resources a greater opportunity to participate in the ERCOT markets.”
  However, because clear and detailed instructions were not provided by the Commission, this directive has not been effectively implemented.
The Commission’s rule must include a very clear and detailed plan for one or more demand response programs.  Target enrollment levels, compensation formulas (including capacity payments), and curtailment triggering mechanisms must be outlined.  Program designs must not only consider the reliability needs of the market, but must also consider the levels of compensation necessary to entice energy consumers to participate in any program.  Once the Commission has established one or more programs, then ERCOT’s working groups can establish implementation procedures.   


The Demand Side Working Group looks forward to participating in the establishment of successful demand response programs for the ERCOT market.







Yours truly,







Anonymous attendees
� Project No. 22209:  PUCT Market Oversight Division, 2000 Annual Update of Generating Electric Utility Data, December 2000, p. 5.


� PUCT, Final Order in Docket No. 23220:  Petition of the Electric Reliability Council of Texas for Approval of the ERCOT Protocols.





Resource Adequacy Rulemaking
1
ERCOT DemandSideWG

