COMMENTS ON

DRAFT ENERGY ACTION PLAN II

Implementation Road Map for Energy Policies

 (June 8, 2005)

Global Energy Markets/GEM, Inc.

2481 Porterfield Court

Mountain View, CA 94040

June 21, 2005

Maryam Ebke, Acting Director, Division of Strategic Planning

California PUC

505 Van Ness Ave

San Francisco, CA 94102

Thom Kelly, Assistant Executive Director

California Energy Commission

1516 Ninth St.

Sacramento, CA 95814 MS 39

COMMENTS ON ENERGY ACTION PLAN II – IMPLEMENTATION ROAD MAP

Global Energy Markets, Inc.  is a technology company specializing in tools for system recognition of demand response.  These comments expand on comments made by Renee Guild, June 15, 2005 at the Joint Energy Action Plan Meeting in San Francisco.

Our comments are directed to the Demand Response key actions #5, to “Integrate demand response into the IOUs procurement efforts and California planning protocols.” Currently, the CPUC has required that 1200 MW (or 3% of the annual system peak demand) of day ahead Demand Response be achieved in 2005, which goal specifically excludes the emergency interruptible programs that form the backbone of today’s Demand Response system. The CPUC has also required the goal for utility price triggered demand response to grow to 5% of the annual system peak demand in 2007. While the utilities are making commendable efforts to achieve that directive, the ISO presently has little or no visibility to the specific location and type of day ahead demand response that the utilities and customers are working so hard to achieve. This results in a situation in which, for lack of this visibility, the ISO will not know, on a day ahead basis, that there are Demand Response resources available that may not have been included in the utilities’ Day Ahead Forecast, for any number of reasons, and so therefore the ISO will go to the spot market to acquire resources at precisely the time when they are likely to be most expensive to purchase, when Demand Response resources that were far cheaper were not called upon, because they are simply invisible to the system operator. When we’re looking at a year in which we could have reserves of less than 1%, this is a very serious and potentially fatal blind spot for the ISO.

The reasons why utilities may not have visibility to all the Demand Response are both technical and structural, and too numerous to enumerate. However, we will give one example that illustrates the situation.  As was mentioned by a number of parties at the June 15, 2005 Joint Meeting, there are very active Demand Response programs that are within the utilities’ Scheduling Coordinator areas, such as that of municipal customers or those of Direct Access providers. (In PG&E’s service territory, for example, Direct Access providers provide nearly two-thirds of the utilities’ interruptible loads.) The utilities’ Day Ahead Demand Forecasts do not include these programs, which are invisible to them on a day ahead basis, as they are not under their control. Therefore, on a day ahead basis, there will be systematic underestimation by both the Scheduling Coordinators and the CA ISO of the amount of Demand Response that is available. 

There are two really serious potential consequences of this lack of visibility, in addition to its obvious impact of increasing costs for the operation and reliability of the whole system.

1. There may be areas where Demand Response is available, but because of transmission constraints, generation is not – at any price.  If the system operator does not know that the DR is out there, it faces a very grim, unstable picture of Stage 3 or even blackouts, which could have been averted if the total day ahead demand response in a specific location had been called.

2. This lack of system level visibility to all DR also results in the utilities being caught in a very untenable situation, in which they are at once directed to deliver unprecedented levels of Demand Response, for which customers will be paying in rates, but at the same time, the utilities may not be able to predict or use all the response that is available, because they can’t see it and don’t know where it is, or how it will respond when called. 

Therefore, until we have tracking, verifying and counting systems for DR, it is unlikely that it will be given first preference in the loading order, if no one knows for sure where it is and how much is going to show up tomorrow.

Our recommendations are, first, that Demand Response Key Action #5 be strengthened to include a date by which the IOUs will integrate Demand Response into their procurement efforts, and we suggest early to mid 2006 as that date.  

Second, we recommend another bullet which requires the ISO to call all day ahead Demand Response of the LSEs, in the event day ahead reserve margins fall below 7%, before procuring spot market resources. This will become even more important in coming years, as not only more Demand Response in total is required to be procured, but as more of the DR market moves to day ahead programs such as Critical Peak Pricing, now scheduled for implementation in 2006. 

GEM strongly supports the EAP II’s emphasis on research, development and demonstration activities, particularly for energy efficiency and Demand Response. And we also strongly support the “loading order” endorsed by Governor Schwarzenegger, that was at the heart of the first EAP and which describes our preferences for future resource additions, which has energy efficiency and demand response as the State’s preferred means of meeting growing energy needs. The EAP II, with its 17 mentions of Demand Response, clearly recognizes DR’s importance, but the allocation of resources to carrying out the plan’s implementation will determine whether the promise of these new policy priorities bears fruit in the technologies and industry practices necessary for the public to see their benefit in the near term, when they are most urgently needed.

