BEFORE THE PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFORNIA

	Order Instituting Rulemaking to Promote Policy and Program Coordination and Integration in Electric Utility Resource Planning.


	Rulemaking 04-04-003

(Filed April 1, 2004)


EnerNOC’s Comments on

California Public Utilities Commission

Capacity Markets White Paper
Introduction

EnerNOC appreciates the opportunity to comment on the California Public Utilities Commission Staff‘s white paper on capacity markets. We believe that it is crucial for California to establish mechanisms to value capacity so that California has the necessary resources – both supply resources and demand resources – where and when it needs them to meet the electric needs of its end users.  
EnerNOC is a successful developer of new demand response resources in the United States. In the past two years and within some of the most constrained areas of California, New York, and New England, EnerNOC has enabled more than 130 MW of demand response capacity at more than 400 client sites. EnerNOC’s business model has won the confidence of both supply and demand side customers as well as the regulatory community who embraces our solutions. EnerNOC’s customers include SBC Communications, AT&T, General Electric, IBM, Albertsons, Raley’s, Adobe Systems, the State of Connecticut, and dozens of municipalities, as well as utilities such as Southern California Edison and National Grid. We work in markets operated by ISO-NE and NYISO and we are a certified Demand Reserves Partnership (DRP) Provider in California.
The “NOC” in EnerNOC stands for Network Operations Center. The NOC solves problems for end-use customers and the grid simultaneously. Our NOC allows EnerNOC to remotely monitor and control energy assets (e.g., lights, HVAC, generators) 24 hours a day, 7 days a week, 365 days a year. The NOC integrates real-time market prices and market capacity requirements, which, in turn, allows EnerNOC’s operations team to react immediately on behalf of customers in response to price and grid signals. An important point to take away here is that commercial customers often either cannot participate in or maximize their participation in demand response programs without a partner like EnerNOC that brings specific technological, operational, and commercial expertise.
As the California Energy Commission, CAISO, and California PUC studies have shown, California is falling increasingly short of much needed capacity resources. Southern California’s operating reserves are projected to be approximately negative 2%, or about 2,000 MW short, during a hot (1 in 10) summer, and projections show further deterioration to negative 15% by 2009. Northern California’s operating reserves are in better shape today, but by 2009, they are also projected to be less than California’s desired 7% reserve margin.

It is clear that California is, once again, facing the imminent and growing problem of insufficient capacity resources. In facing these challenges, it is completely reasonable and appropriate to look at the capacity market experiences of others for perspective and insight.


From EnerNOC’s perspective, the white paper does a good job of surveying experiences and the economic rationale behind existing and emerging capacity markets. EnerNOC has extensive direct experience in two of the markets the white paper profiles: as we mentioned, EnerNOC is active in the ISO-New England market as well as the NYISO market.
From this perspective, we have a couple of observations. Further, we welcome continued participation in your ongoing deliberations.

Observation 1: Demand Response Increase Substantially with Capacity Markets
We concur that potential benefits of a capacity market include sending appropriate price signals to the market to stimulate generators to invest where capacity is needed.  In addition, capacity markets have been, and very much can be, a critical element in significantly increasing the participation levels of demand response resources. Most of our clients have engaged first and foremost in demand response to provide a last line of defense against black outs for system operators.

Capacity markets enable predictable payments to customers which serve as an important motivation for customer’s initial participation in demand response. Once enabled with measurement and automated technology, EnerNOC’s clients typically become engaged in a myriad of other energy initiatives, including an increased focus on energy efficiency as well as better commodity procurement practices. The applications provided by EnerNOC, among others, enhances the scrutiny of the energy characteristics of plant investments, which leads to long run operational efficiencies and cost savings.
Observation 2: Demand Response Resources Are Quickly Enabled

We appreciate that it is difficult to use short-term markets (e.g., four or five years) to fund large uncertain investments in power plants with life spans of several decades.  Nevertheless, we have found that there is a lot of existing demand response opportunity laying fallow at commercial and industrial sites that could be enabled very quickly and that do not require long term contracts.


For instance, based on our work in the capacity markets of NY and the Southwest Connecticut area of New England and as a certified Demand Reserves Partnership Provider in California, we would project that up to 2,900 MW of DR resources (10% of the area’s existing capacity) sit idle in SCE and SDG&E territories,This idle capacity could be enabled to relieve the capacity shortfall challenge in those regions if programs were designed to use these capacity resources as the last line of defense for the system operators – without the need for engaging in long term contracts.
Observation 3: There Are Other Options

We have seen the backlash of trying to implement capacity markets and we wonder if other targeted solutions are worth considering.  For instance, from a demand response perspective, two possibilities are:
1. Issue an all-source capacity RFP for the specific geographic zones in which shortfalls are expected. We suggest that the RFP should be structured so that the most economic choice for capacity is selected; in other words, the RFP should allow demand response that is the last line of defense against grid black-outs to participate on par with new generation.
2. Open California’s existing interruptible rate tariffs to new end-users and aggregators.  Our understanding is that approximately 700 MW of interruptible load is served by SCE with the economic value of that load determined on the basis of the capacity cost equivalent of a new peaking plant, or $84 per kilowatt per year, and that this load is not interrupted unless a Stage 2 emergency is called.  If this tariff were open to new customers, we expect that we could generate interest in a significant number of clients who would participate through reliable DR solution providers such as EnerNOC.
Thank you for the opportunity to comment on these important matters.
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