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BEFORE THE PUBLIC UTILITIES COMMISSION
OF THE STATE OF CALIFORNIA

Order Instituting Rulemaking Regarding Policies and
Protocols for Demand Response Load Impact Estimates,
Cost-Effectiveness Methodologies, Megawatt Goals and Rulemaking 07-01-041
Alignment with California Independent System Operator (Filed January 25, 2007)
Market Design Protocols.

COMMENTS OF ENERNOC, INC., ENERGYCONNECT, INC., AND
CPOWER, INC., (1) IN REPLY TO COMMENTS FILED DECEMBER 4, 2009,
AND (2) ON THE WORKSHOP REPORT DATED JANUARY 8, 2010
EnerNOC, Inc., Energy Connect, Inc., and CPower, Inc. (“Joint Parties”) respectfully

submit these Comments (1) in reply to comments filed on December 4, 2009 (“December 4
Comments”) in response to the Assigned Commissioner and Administrative Law Judges’
(“ALJs’”) Ruling issued on November 9, 2009, amending the Scoping Memo and establishing a
Direct Participation Phase for this proceeding (“Amended Scoping Memo”), and (2) on the
Report on Direct Participation Phase Workshops filed by Southern California Edison Company
(“SCE”) on January 8, 2010 (“Workshop Report™). These Comments are filed and served
pursuant to the Amended Scoping Memo and the ALJs’ Ruling issued on December 29, 2009,

memorializing schedule modifications in this Direct Participation Phase (“December 29 ALJs’

Ruling”).!

! Amended Scoping Memo, at p. 12 (Ruling No. 6); December 29 ALJs’ Ruling, at p. 2. On January 5, 2010, the
Joint Parties’ attorney, Sara Myers, sent an e-mail to assigned ALJ Hecht asking if the comments due on January 22
in reply to the December 4 comments and on the workshop report should be contained in one or two separate filings.
ALJ Hecht responded that she had assumed one filing, but would direct the Docket Office to accept either
configuration. For expediency, especially given further input provided on the subject topics at the December 2009
Workshops, the Joint Parties offer their comments in a single filing.



INTRODUCTION

On December 4, 2009, the Joint Parties responded to the questions posed by the
Amended Scoping Memo offering the following positions, in summary, on the questions posed
in Appendix A “related to direct participation of retail customers and aggregators of retail load in
the California Independent System Operator (“CAISO”) markets as Demand Response
resources.”” Representatives of the Joint Parties also participated in the three-day workshop in
this Direct Participation Phase that followed on December 16 through 18, 2009.

Based on a review of comments filed on December 4, 2009, and the Workshop Report
filed on January 8, 2010, the Joint Parties offer their comments on both herein. The Joint Parties
have organized these comments according to the “four categories of topics” identified by Energy
Division staff for discussion at the December 2009 Workshops as follows: (1) Jurisdictional and
Tariff Restrictions, (2) Dual Participation, (3) Investor-Owned Utility (“IOU”) and Demand
Response Provider (“DRP”’) Communications and Settlement Issues, and (4) Implementation
Plan.’

In summary, the Joint Parties’ recommendations on key issues in each of these topic
areas are as follows:

e The current “one SC per meter” limitation must be eliminated to facilitate direct
bidding in wholesale markets by demand response providers other than the load
serving entity;

e Although administratively complex, it is possible to allow third party DRPs to bid
the demand response of an account enrolled on a retail capacity tariff during times
when that account is not nominated under the retail tariff;

¢ Demand response should not be prohibited from participating in more than one

energy program, provided that appropriate rules are in place to avoid double
payments for concurrent events;

2 Amended Scoping Memo, Appendix A, at p. 1.
3 Workshop Report, at p. A-1.



e A settlement with the load serving entity is not necessary because load serving
entities are made whole through balancing accounts

e If the Commission determines that a settlement with the load serving entities is
appropriate, the Commission must adopt a methodology for such compensation
that includes both costs and benefits;

e There is merit in discussing an interim solution to allow some subset of customers
to participate in Proxy Demand Resource for 2010, as long as that subset includes
bundled customers, direct access customers and third-party DRP customers;

e [t is important that all DRPs and all customers have the same opportunity to gain
the experience afforded by direct participation while gaining insight into and/or
resolving many of the settlement and communication issues associated with PDR;

e Ifan interim solution is unattainable due to the timeframe and complexities, it
may be appropriate to delay implementation of PDR for all parties until 2011
under the condition that there are strong commitments from parties, the

Commission and CAISO to have full participation by summer 2011

I
JURISDICTIONAL AND TARIFF RESTRICTIONS

A. Scope of Topic Area

With one exception, the Joint Parties offer the following comments in response to the
December 4 Comments and the Workshop Report on jurisdictional and tariff restrictions. The
one exception is the issue of Commission jurisdiction related to DRPs. That is addressed, as
both the parties agreed and the December 29 ALJ’s Ruling memorializes, in an Opening Brief
filed today by the Joint Parties.

The December 4 Comments and the Workshop Report raise related concerns about
existing and proposed IOU and CAISO tariff restrictions that severely limit the ability of third-
party DRPs to directly bid customers into CAISO wholesale markets. Joint Parties address this
issue in general terms in this section. However, Joint Parties note that issues related to tariff

restrictions that prohibit multiple scheduling coordinators (“SCs”) per service account and the



CAISO’s proposal to limit a DRP to one per customer service account are addressed in Section II
(“Dual Participation”) of these comments. To the extent that these comments are considered to
impact the jurisdictional or “tariff restriction” topic area, the Joint Parties’ comments and
recommendations in Section II on these issues are also incorporated by reference in this section.
B. Tariff Issues

As noted by many parties, both the CAISO tariff and several of the retail demand
response (“DR”) program tariffs currently prohibit multiple SCs per customer service account. *
SCE’s Rule 22, Section B.3(c) contains this restriction for electric service providers (“ESPs”),
but that language is not intended to restrict an ESP or DRP from bidding demand response into
CAISO markets.” Pacific Gas and Electric Company (“PG&E”) notes that the retail tariff
provisions “exist because of the logistical problems of creating settlement data for multiple SCs
at a single service point and should not be removed from either the CPUC- or FERC-approved
tariffs.® However, PG&E does concede that the only exception would be to allow two separate
SCs — one for the load serving entity (“LSE”) and one for the DRP.” SCE agrees that “Rule 22
should be modified to reference and/or include any tariff provisions adopted by the CPUC that
authorize and govern the direct bidding by DRPs of retail customer DR into CAISO’s markets.”
At the workshops, the IOUs committed to identifying any additional retail tariff sections that
require modifications to accommodate two separate SCs.

In addition to the “one SC per meter” restriction in existing retail tariffs, Section 4.5.1.1.3

of the CAISO tariff currently also contains language that prohibits more than one SC from

* Between PG&E and SCE, Rules 18, 21 and 22 were identified as possibly requiring modification as to limitations
on aggregation, service by multiple parties and “sale-for-resale” concerns. Although, the FERC Order issued on
1/19/10 in Docket ER09-1307-000,001 found DR was not a sale for resale.
> SCE December 4 Comments, at p. 4-5
: PG&E December 4 Comments, at p. 7

Id
¥ SCE December 4 Comments, at p. 5



registering with CAISO for a single meter or Meter Point.” CAISO elaborated in its December 4
Comments and at the workshops that it has proposed revisions to this section of the CAISO tariff
to accommodate Proxy Demand Resource (“PDR”). The revised tariff language clarifies that the
one SC per meter prohibition is only for CAISO Metered Entities. PDR is an SC Metered Entity.
Therefore, nothing in Section 4.5.1.1.3 will prohibit more than one SC per customer meter.

Joint Parties agree that the current “one SC per meter” limitation effectively restricts
direct bidding to the LSE associated with the meter/customer service account and makes direct
bidding by a third-party impossible. This restriction needs to be eliminated to facilitate direct
bidding in wholesale markets by DRPs other than the LSE. While PG&E has asserted that the SC
for load can be different than the DR SC only after proper agreements are in place between the
LSE and the DRP,"' such agreements are not required by the CAISO.

II.
DUAL PARTICIPATION

In D.09-08-027, the Commission authorized dual participation by utility customers in one
energy-based program and one capacity-based program with certain precautions in place to avoid
multiple payments for the same response while also allowing the maximum amount of DR
possible. In its December 4 Comments, SCE states:

“These rules work reasonably well in the current IOU non-participating load

environment because the IOU has access to a customer’s bid and performance in

each product and can ensure that the resource is only paid once for the same load

drop.” 12

The question now before the Commission is: Can a customer who is participating in a

retail DR program also participate directly in the CAISO markets?

? CAISO December 4 Comments, at p. 2
10

Id
"' PG&E December 4 Comments, at p. 9
'2 SCE December 4 Comments, at p. 13



Most parties at the workshop agreed that dual participation, which allows a customer that
is part of a demand resource to provide different products or services through different DRPs, is
a complicated issue, for which there are solutions. Therefore, parties proposed deferring dual
participation until a later phase. In its December 4 Comments, SCE suggested that in spite of the
administrative complexity, it is possible to allow third party DRPs to bid the demand response of
an account enrolled on a retail capacity tariff during times when that account is not nominated
under the retail tariff."> Joint Parties agree with SCE’s view and appreciate its support on this
issue.

The IOUs have stated that they are the DRP for any retail DR programs. That is the case,
by default. Utilities have been the only entities authorized to offer or administer DR programs.
This includes the aggregator contracts, under which DR is procured by third parties from retail
customers on behalf of the IOUs. However, it is because the IOUs have been the only entities to
offer DR programs that they have a substantial market advantage relative to any other DRP at
this point.

In addition, as mentioned in the tariff restriction section above, CAISO stated its intent to
amend the CAISO tariff language to allow for one SC for scheduling and servicing load and one
DRP for providing DR services.'* Therefore, any rule that allows only one DRP per meter
would mean that all existing demand response customers would have the IOU assigned as the
DRP. The IOU, acting as DRP, would be able to bid the demand response of its retail programs
into the wholesale market. Consequently, no other DRP would be able to sell services offered by

those customers into the CAISO market.

1 SCE December 4 Comments, at p. 7
4 Workshop Report Day One, at p. A-3



The IOUs also are the DRPs for any bilateral contracts, such as Aggregator-Managed
Portfolio (“AMP”) contracts. DRPs, other than the IOU, would need to select customers that are
not on Critical Peak Pricing (“CPP”) or Peak Day Pricing (“PDP”) tariffs and are not
participating in the Capacity Bidding Program, the Demand Bidding Program, Peak Choice,
AMP or any other IOU-sponsored demand response program.

The universe of customers not already enrolled in [OU-managed or AMP programs or on
CPP tariffs will be small and, as mandatory CPP/PDP-type pricing proposals continue to roll-out,
will continue to get smaller. Obviously, in this context, the IOUs have a tremendous head-start
and may be able to foreclose any independent participation of DRPs or customers in the
wholesale market.

In its presentation on Day One of the December 2009 Workshop, EnerNOC illustrated
how retail DR customers participate directly in wholesale markets in Eastern ISOs."> For the
most part, the Eastern ISOs allow for reliability-based direct participation of retail customers as
well as economic participation. Reliability-based ISO programs require a DR resource to be
available either for a specific number of hours or under specific conditions. The DR resource
can submit bids into the economic market and if the bid is accepted and the resource is running,
even if an emergency condition arises, the DR resource will meet its run requirement. If the DR
resource is not cleared on an economic basis and the emergency condition arises, the resource is
required to run or face penalties.

However, certain states or IOUs within a state have been concerned about an inability to
build adequate generation or transmission to meet growing demand within a reasonable time.

One way the state or the utility could deal with that situation is to encourage the DR resources to

!> Workshop Report, at Exhibit A-5



be available for emergency purposes beyond the hours required by the ISO. In turn, the IOUs
would pay the DR resources a capacity payment, in addition to the capacity payment received
from the ISO, in return for being available to run incremental hours above the ISO maximum
hours. However, the CAISO events would have priority over IOU events until the ISO hours
were exhausted. In this way, the IOU programs would be subordinate to the ISO reliability
programs. This is an example of developing a hierarchy between ISO and IOU programs that
increases the value of DR to both entities by increasing the number of hours the resource could
be called upon to run.

Several parties commented on one additional point related to dual participation that may
require further consideration by the Commission. The Commission’s August 2009 decision
establishing dual participation rules, D.09-08-027, prohibits participation in two energy-based
DR programs at the same time.'® Joint Parties share the concern expressed by the California
Large Energy Consumers Association that since CPP was deemed to be an energy-based
program and customers cannot participate in two energy-based programs at the same time, “a
default CPP customer’s load could not be bid into the CAISO’s energy markets even during non-

9517

CPP event periods.” * Joint Parties also join SCE in recommending that “DR as a preferred

resource should not be prohibited from participating in more than one energy program, provided

18 1 -
”" Joint

that appropriate rules are in place to avoid double payments for concurrent events.
Parties are concerned that if the Commission prohibits customers from participating in more than
one energy program, customers participating in retail energy programs would be precluded from

participating in CAISO energy markets. This position would further limit customer

opportunities to offer services in PDR. For example, customers that are on CPP or PDP

1D.09-08-027, at p. 154
7 CLECA December 4 Comments, at p. 5
'® SCE December 4 Comments, at p. 8



programs, determined by the Commission in D.09-08-027 to be energy programs, should be able
to submit energy bids in PDR for the days that are not PDP/CPP days. In this instance, the PDP
tariff would have priority over economic bids in CAISO.

I11.
10U AND DRP COMMUNICATIONS AND SETTLEMENT ISSUES

Day Two of the December 2009 Workshop was dedicated almost exclusively to
discussion around settlement issues that may arise by virtue of having retail customers
participate directly in the CAISO’s markets, most likely as a PDR. One of these issues is
whether LSEs should be reimbursed for energy they procured on behalf of customers that the
customers did not consume as a result of responding to a demand response event. Parties refer to
this as the “settlement issue.”"”

Joint parties do not believe that the Commission should automatically determine that a
settlement between DRPs or customers and the LSEs is necessary. It is Joint Parties’ position
that LSEs should continue to be reimbursed through their balancing accounts for any direct
participation of DR resources just as they are currently reimbursed through the balancing account
mechanism for all DR participation in utility- and aggregator-managed programs. If, however,
the Commission determines it needs to examine a settlement methodology for direct DR
participation in CAISO markets, then Joint Parties recommend that the Commission examine
benefits as well as costs associated with this participation.

It is the Joint Parties’ understanding that the CAISO’s proposed settlement process for
PDR will be between the CAISO and the DRP at the full locational-marginal price (“LMP”)

represented by an aggregated pricing node or APNode. CAISO will also reduce the LSE’s day-

ahead (“DA”) or real-time (“RT”) schedules for any cleared DR bids, so there will not be a

1 EnerNOC offered a presentation on this issue on Day 2. Workshop Report, Exhibit B-2



payment from CAISO to the LSE for an uninstructed deviation. Since the CAISO is not dealing
with an allocation of the cost of the DR to all beneficiaries, as do the New York ISO and ISO-
New England, and is not allocating the LMP payments between the LSE and the DRP, as does
PJM, there is no missing money or double payment issue, by virtue of a DR bid clearing, that is
within the CAISO settlement process. However, the LSEs believe that a settlement between the
LSE and the DRP needs to occur outside of the CAISO settlement process.

As stated above, Joint Parties do not believe that a settlement with the LSE is necessary
because LSEs are made whole through their balancing accounts. Moreover, there are benefits
from DR participation in wholesale markets that accrue to all customers. If the Commission
determines a settlement with the LSE is appropriate, Joint Parties believe that the Commission
must adopt an appropriate calculation methodology for such compensation that includes both
costs and benefits. It is important to ensure that there is a uniform approach to resolve the
question of compensation and to ensure that direct DR transactions are not thwarted by virtue of
unknown, and possibly uneconomic, settlements that may be demanded of DRPs or the
customers that participate in their programs. To that end, the Joint Parties recommend the
following approach be taken to resolve this issue.

A. Comparable Treatment of Retail Programs and Direct Participation

Today, customers participating in a retail IOU demand response program, including
AMP, are not charged for lost revenues on the part of the IOUs as a result of the curtailment.
Joint Parties believe that this balancing account treatment should be extended to customers who
participate in CAISO markets directly as well. Both PG&E and SCE are proposing a charge-
back mechanism, described more fully below, to recover revenue from either the DRPs directly

or the customers that the DRPs serve. To institute a charge only for direct participation

10



customers would clearly tilt the playing field in favor of the IOUs and against direct participation
with third-party DRPs because it would create:

e An economic incentive for customers to remain on utility programs instead of

participating directly in CAISO markets; and

e A disparate application of balancing account treatment for IOU programs versus direct

participation.

This disparity of treatment between utility and third-party DRP customers is made even
clearer because if the utility is losing retail revenues when customers participate through a third
party DRP, then it is also losing revenues from customers that participate through a utility.
However, the “charge” or penalty would only be assessed to direct participation customers or
third-party DRPs.

From a customer point of view, if customers will, in essence, earn less for their DR
participation through direct wholesale transactions than through retail programs, by having to
pay some unknown amount of their earnings back to the IOU, then it makes economic sense for
those customers to stay with the IOU programs. A charge for direct participation would create
an undue competitive advantage for the utilities’ retail programs.

Moreover, if direct (wholesale) transactions for DR do not receive balancing account
treatment for lost revenues while retail DR transactions do, balancing account treatment is being
applied on an unequal and discriminatory basis that favors retail DR programs, even if those
retail programs are integrated into the wholesale market. In other words, similar programs would
receive disparate treatment from both a regulatory and cost perspective. At the workshop, DRA

. .. . . . 20
also raised this issue of lost revenues being accounted for in balancing accounts.

2 Workshop Report, at p. B-7
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Another issue with respect to comparability between retail and wholesale DR programs
will be the resolution of resource adequacy (“RA”) treatment. The eligibility of direct
participation resources for RA credit is under investigation by both the Commission, in another
proceeding, and the CAISO. Joint Parties do not wish to make any proposals here as to the
resolution of the other proceeding except to raise another example of where comparability
between retail and wholesale programs must be reconciled. Currently, retail programs qualify
for RA so long as they are available “at least 48 hours each summer season’ and “operate two

hours per day”*'

. To the extent new rules are established to qualify direct participation DR
resources for RA purposes, the rules should be applied comparably to retail DR programs.

As evidenced by this section, in order for the CPUC to foster direct participation in the
wholesale market that includes third-party DRPs, comparability will be a cornerstone principle.
B. The Benefits of DR Must Also Be Considered Alongside Costs

If the Commission contemplates providing any compensation to the LSE for lost retail or
wholesale revenue opportunities, which would be considered a cost associated with DR
participation, the Commission should also consider the benefits that the LSE or its customers
receive by virtue of that same DR participation.

Direct participation of DR resources in the wholesale market for energy and/or ancillary
services may reduce the market clearing price at the nodes where the DR bids clear. In other
words, but for DR, the overall market clearing price would have been higher. This reduced

market clearing price benefits participants and non-participants alike. PJM found that the benefit

in the wholesale market clearing price as a result of DR far out-weighed the cost:

21 D.05-10-042, at p. 51.
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“Regardless, the potential benefits of increasing demand side responsiveness in

improved efficiency of the market are large and certainly exceed the relatively

small program costs by a wide margin.

In addition, DR may diminish the need to build new peaking resources and lower the cost
of, or eliminate the need for, incremental energy purchases during peak periods. By shaving off
the needle peak, DR can result in a lower, overall portfolio cost of supplies to the utilities’
customers, thereby benefitting non-participants as well as participants.

FERC made the following statement relative to the benefits of demand response
participation in wholesale markets:

“Demand response can provide competitive pressure to reduce wholesale power

prices; increases awareness of energy usage; provides for more efficient operation

of markets; mitigates market power; enhances reliability, and in combination with

certain new technologies, can support the use of renewable energy resources,

distributed generation, and advanced metering.”*

The Commission should consider the extent to which any of these benefits are quantifiable and
balance them against any costs borne by direct participants or DRPs serving those customers.

Joint Parties take issue with SCE’s characterization that “other markets either allow for
redundant payment in the wholesale market for ‘displaced energy’ or they attempt to estimate the
retail participant’s obligation to the LSE for displaced energy in settling simultaneously the LSE
and the DRP in the wholesale market.”**

The NYISO and ISO-NE markets pay DR LMP when the resource provides a benefit to
the system. The benefit to the system occurs when the market clearing price surpasses a pre-
determined price threshold. When DR is paid LMP, as a result of displacing more costly supply

resources and providing a lower LMP, all those who benefit from the reduced LMP are allocated

a portion of the costs on a load-ratio share basis. Under that scenario, the ISO pays the DR

22 «Assessment of PJM Load Response Programs, Report to FERC” (2005)
2 FERC Order 719, Paragraph 16, at p. 9
* SCE December 4 Comments, at p. 16
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resource and the uninstructed deviation of the LSE, but recovers the “redundant” payment in the
form of an uplift charge to all beneficiaries. Those ISOs have determined there is a direct
relationship between the cost of the DR resource payment and the benefit to the system from a
lower LMP resulting from DR participation.

Further, SCE seems to take issue with PJM’s process of allocating the LMP payment for
DR between the LSE and the DRP/CSP/ARC. When DR clears in PJM, PJM determines the
amount of foregone retail revenue that is due the LSE and deducts that amount from the DRP’s
LMP payment. As PJM’s proposal is not customer-specific, it approximates the amount of the
LSE’s lost retail revenue. The benefit of this approach is the settlement is a known amount.

Both of these options have been deemed just and reasonable by FERC.

C. SCE’s and PG&E’s Settlement Proposals

As stated earlier, both SCE and PG&E have proposed to charge either the DRP or the
customer in order for the customer to participate in the wholesale market with a third-party DRP.
Joint Parties, again, raise concerns about the anti-competitive nature of these charges and the
legitimacy of these charges in light of balancing account treatment. Irrespective of settlement
issues, there is a question as to how to define the relationships among the IOUs, DRPs and the
customers for purposes of communication, for example.

ESPs have indicated that they do not wish to settle with the DRP, but prefer to settle
directly with their customers per the contract. Joint Parties do not wish to interfere with the
contractual relationship between the ESP and the customer. However, the IOUs do not have a
specific, contractual relationship with their customers. They have, instead, an implicit contract
through the issuance of tariffs. Individual contracts are inconsistent with the concept of a public

utility providing non-discriminatory service.

14



SCE and PG&E have proposed two vastly differing settlement proposals. Joint Parties
are also offering a proposal, which is described in the next section of these comments.

SCE proposes to settle directly with its customer through a bill adjustment reflecting a
charge for the lost retail revenues associated with the customer’s curtailment. Under SCE’s
proposal, the LSE and the DRP do not have a relationship for settlement purposes.

PG&E proposes to settle directly with the DRP through a contract. The settlement will
be the difference between the LMP?’ at the APNode, which the DRP receives from the CAISO,
and the LMP at the DLAP, which is the pricing point at which the utility settles with the CAISO.
In other words, the DRP would pay the LSE the DLAP price and receive the difference between
the LMP at the APNode and the LMP at the DLAP.

D. Comparison of SCE’s and PG&E’s Proposals

Neither PG&E nor SCE recognize any of the potential benefits associated with DR direct
participation and therefore both proposals are pure cost recovery proposals. Secondly, as stated
above, it is unclear why utility program participants are held harmless for lost IOU revenues
through the balancing account recovery mechanism, whereas direct participation customers are
charged directly for lost revenues.

Joint Parties’ principal concern with SCE’s proposal is that it is difficult to explain the
exact value proposition to a customer because the settlement will be customer-specific. Further,
it will be difficult to convince a customer to participate in a third-party DRP program if the
customer is going to be charged for energy they do not consume. Joint Parties question whether
the Commission can approve charges for “nega-watts or nega-watt/hours.” Further, Joint Parties

question whether it is appropriate to directly assign charges to participating customers based

23 The settlement could be either day-ahead or real-time depending upon in which market the PDR bid cleared.
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upon their specific rate schedules for a number of reasons. First, the current retail customers are
not directly charged for the loss of retail revenue associated with their DR curtailment. Instead,
retail revenue loss associated with retail DR receives balancing account treatment which is
allocated to customer classes for recovery. Therefore, participants and non-participants alike
pick up the cost. Allowing a direct charge to the retail customers that participate in wholesale
markets through third-party DRPs based upon their individual usage and rate schedule moves
away from treating customers as a class for revenue recovery purposes and toward individual
rate design and revenue recovery. Such activities do not comport with Joint Parties’
understanding of the regulatory protections due customers of regulated, monopoly utilities to
prevent undue discrimination.

PG&E, in contrast to SCE, proposes a contractual relationship with the DRP. While a
contract would clearly specify the DRP/LSE relationship, the contract terms may be difficult to
negotiate. Joint Parties have repeatedly raised their concerns relative to having to engage in
individual LSE contract negotiations in order to offer wholesale services to customers. The
negotiation process can, in and of itself, erect barriers to entry by virtue of unreasonable and
disparate terms and conditions.

At this point in time, Joint Parties cannot speak to the merit of a wholesale market
differential as the basis for a settlement relative to a retail settlement, as proposed by SCE,
except that Joint Parties question whether the CPUC can grant PG&E a recovery based on
wholesale market “losses” as opposed to retail revenue losses. This methodology is inconsistent
with any other cost recovery mechanism that Joint Parties are aware of, including those that

occur in other ISOs.
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E. Joint Parties’ Proposal

Because of the potential lack of customer acceptance for the SCE proposal, including
charging a customer for “not” consuming energy, Joint Parties prefer a contractual relationship
with the LSE. However, as stated earlier, Joint Parties believe that the methodology for
calculating a settlement with the LSE should consider benefits and balancing account treatment.
Until the Commission makes a decision as to the appropriate elements of a cost/benefit analysis
and determines whether any remuneration is due the LSE, it is not clear whether any settlement
between the DRP and the LSE is necessary.

IV.
IMPLEMENTATION PLAN

One final issue addressed in the Workshop Report is the timeline for direct participation
in PDR. CAISO has a timeline in place that allows for direct participation in PDR beginning
May 1, 2010. All parties have been working toward this goal, but discussion at the workshop
revealed that the IOUs believe they must undertake a significant, time-consuming
implementation effort once the Commission adopts rules that govern direct participation in
CAISO markets.

San Diego Gas & Electric Company (“SDG&E”) indicated that it would take a “number
of months” to develop their systems once the requirements are defined. SCE provided a matrix
and explained that it would take them one year to put direct participation into production once
the requirements are defined. SCE anticipates that the development of the rules and
requirements will take approximately 6-9 months. In addition, SCE stated that the external

interfaces required for exchanges between DRPs and LSEs may take significantly longer than
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one year. PG&E stated that an aggressive timeframe for third-party DRPs to bid PG&E bundled
customers into CAISO markets would be summer 2011. *°

Based on these implementation timelines, it is apparent that a CPUC order and full
implementation of direct participation in PDR is not possible for summer 2010. Therefore, in
order for there to be any direct participation in PDR in 2010, parties will need to agree on an
interim process until the significant jurisdictional, dual participation and settlement issues raised
in the workshops are resolved. In this regard, two implementation options were proposed and
discussed on Day 3 of the workshop — “Option A and “Option B”.

A. Option A

Option A entails limited participation in 2010 with full participation by all entities in
2011. “Option B” entails no participation in 2010 with full participation by an entities in 2011.%’
Option A could include expanding the existing SCE and SDG&E Participating Load (“PL”)
pilots to include PDR for 2010. However, Option A could also be limited to direct participation
in PDR for IOU bundled customers only.

SDG&E and SCE indicated that their PL pilots could be expanded or converted to
include PDR for 2010 if the CPUC issues a prompt decision authorizing them to modify the
pilots or providing the direction for them to modify the pilots via advice letter. In addition,
SDG&E anticipates its pilot could include aggregators. PG&E stated that its AMP contracts
would not be candidates for the pilots but Peak Choice may be available for 2010 PDR. In

addition, PG&E stated that direct access customers may be able to participate in a pilot in 2010

with third-party DRPs.*®

26 Workshop Report, at p. B-14
" Workshop Report, at p. C-2
% Workshop Report, at pp. C-2 - C-3
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Joint Parties believe it is worth discussing an interim solution to allow some subset of
customers to participate in PDR for 2010, as long as the subset includes bundled customers,
direct access customers and third-party DRP customers. It is not an acceptable outcome for the
Commission to determine that IOUs can “go first” with their bundled customers and require
everyone else to wait until 2011. There was some discussion at the workshop about whether
direct access customers would be able to participate in PDR pilots for 2010%°. Joint Parties think
it is important that all DRPs and all customers have the same opportunity to gain the experience
afforded by direct participation while gaining insight into and/or resolving many of the
settlement and communication issues associated with PDR.

Joint Parties would also like to emphasize that a short lead time makes direct
participation in 2010 difficult and at some point in the very near future, untenable. It is essential
for parties to receive additional details about potential PDR pilots as far in advance as possible.
Some of the questions that need to be answered before determining whether PDR pilots are a
viable alternative for summer 2010 include:

e Will the pilots be conducted in the summer only or extend into winter months?
e Will there be extensive engineering development required?

e Will direct access customers be able to participate?

e What is the value proposition of the pilot?

e What level of programming costs would be incurred?

Joint Parties support the recommendation that PDR working groups meet over the next
weeks/months to develop a work-plan detailing how the PDR pilots would be operated for 2010

and what processes need to be resolved for full scale implementation for summer 2011.

» Workshop Report, at p. C-2
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However, Joint Parties believe that there should be some relatively short period of time for the
working groups to determine whether progress is being made so as to not derail the schedule any
more than is necessary.
B. Option B

Option B delays implementation of PDR to 2011. Obviously this option does not allow
any PDR to bid into CAISO markets in 2010, which CAISO considers a “failure to launch.”*°

Joint Parties have actively participated in CAISO’s PDR process and understand that
there is a very strong possibility that any “failure to launch” PDR in 2010 may result in a loss of
momentum at CAISO that sets this process back even beyond full implementation in 2011. That
would be an extremely unfortunate outcome. We believe it is important to have all parties
participate in PDR as soon as possible so that we can gain experience while resolving the very
real implementation issues we have identified throughout this process. However, given the
timeframe and complexities, Joint Parties are willing to consider delaying implementation of
PDR for all parties until 2011 under the condition that there are strong commitments from

parties, the Commission and CAISO to have full implementation by May 2011.

3 Workshop Report, at p. A-10
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V.
CONCLUSION

The Joint Parties appreciate this opportunity to offer comments on the December 4
Comments and the Workshop Report related to important issues associated with direct
participation of retail DR resources in CAISO wholesale markets. We appreciate the challenges
that the Commission faces as it continues to consider how to achieve the most demand response
possible by allowing demand response resources to participate in both retail programs and
wholesale markets. The Joint Parties are committed to being an important part of the solution for
California and appreciate the Commission’s consideration of our recommendations on the key

issues identified throughout this process.

Respectfully submitted,
January 22,2010 /s/ SARA STECK MYERS
Sara Steck Myers

Attorney for the Joint Parties

Sara Steck Myers
Attorney at Law
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SAN FRANCISCO, CA 94103
ELAINE S. KWEI

PIPER JAFFRAY & CO

345 CALIFORNIA ST. SUITE 2300
SAN FRANCISCO, CA 94104

STEVE GEORGE

GSC GROUP

101 MONTGOMERY STREET, 15TH FLOOR
SAN FRANCISCO, CA 94104

JOSEPHINE WU

PACIFIC GAS AND ELECTRIC COMPANY
77 BEALE STREET, MC B9A

SAN FRANCISCO, CA 94105

DAVID M. WYLIE, PE
ASW ENGINEERING

2512 CHAMBERS ROAD, SUITE 103
TUSTIN, CA 92780
SHAWN COX

KINDER MORGAN ENERGY FORECASTER
1100 TOWN & COUNTRY ROAD, SUITE 700
ORANGE, CA 92868

PAUL KERKORIAN

UTILITY COST MANAGEMENT LLC
6475 N. PALM AVENUE, SUITE 105
FRESNO, CA 93704

SUE MARA
RTO ADVISORS, LLC.
164 SPRINGDALE WAY

REDWOOD CITY, CA 94062

SHARON TALBOTT

EMETER CORPORATION

ONE TWIN DOLPHIN DRIVE
REDWOOD CITY, CA 94065

MASSIS GALESTAN

CALIF PUBLIC UTILITIES COMMISSION
ENERGY DIVISION

AREA 4-A

505 VAN NESS AVENUE

SAN FRANCISCO, CA 94102-3214

SANDRA ROVETTI
REGULATORY AFFAIRS MANAGER
SAN FRANCISCO PUC
1155 MARKET STREET,
SAN FRANCISCO, CA

4TH FLOOR
94103

DANIEL C. ENGEL

SENIOR CONSULTANT

FREEMAN, SULLIVAN & CO.

101 MONTGOMERY STREET, 15TH FLOOR
SAN FRANCISCO, CA 94104

SNULLER PRICE

ENERGY AND ENVIRONMENTAL ECONOMICS
101 MONTGOMERY, SUITE 1600

SAN FRANCISCO, CA 94104

BRUCE PERLSTEIN
PACIFIC GAS AND ELECTRIC COMPANY
245 MARKET STREET

SAN FRANCISCO, CA 94105
KAREN TERRANOVA
ALCANTAR & KAHL, LLP

33 NEW MONTGOMERY STREET, SUITE 1850

SAN FRANCISCO, CA 94105



KEN ABREN
245 MARKET STREET
SAN FRANCISCO, CA 94105

MARY A. GANDESBERY

ATTORNEY AT LAW

PACIFIC GAS AND ELECTRIC COMPANY
PO BOX 7442, 77 BEALE B30A

SAN FRANCISCO, CA 94105

REGULATORY FILE ROOM

PACIFIC GAS AND ELECTRIC COMPANY
77 BEALE STREET, B30A

SAN FRANCISCO, CA 94105

ALICE LIDDELL

ICF INTERNATIONAL

620 FOLSOM STREET, STE, 200
SAN FRANCISCO, CA 94107

AHMAD FARUQUI

THE BRATTLE GROUP

353 SACRAMENTO STREET, SUITE 1140
SAN FRANCISCO, CA 94111

BRIAN T. CRAGG

GOODIN, MACBRIDE, SQUERI, DAY & LAMPREY

505 SANSOME STREET, SUITE 900
SAN FRANCISCO, CA 94111
FOR: NORTH AMERICA POWER PARTNERS LLC

J. JOSHUA DAVIDSON

ATTORNEY AT LAW

DAVIS WRIGHT TREMAINE, LLP

505 MONTGOMERY STREET, SUITE 800
SAN FRANCISCO, CA 94111

SETH D. HILTON

STOEL RIVES, LLP

555 MONTGOMERY ST., SUITE 1288
SAN FRANCISCO, CA 94111

CALIFORNIA ENERGY MARKETS
425 DIVISADERO STREET, SUITE 303
SAN FRANCISCO, CA 94117

CASE ADMINISTRATION

PACIFIC GAS & ELECTRIC COMPANY
PO BOX 770000; MC BO9A

SAN FRANCISCO, CA 94177

LISE H. JORDAN

PACIFIC GAS AND ELECTRIC COMPANY
77 BEALE STREET, B30A

SAN FRANCISCO, CA 94105

MICHAEL P. ALCANTAR

ATTORNEY AT LAW

ALCANTAR & KAHL, LLP

33 NEW MONTGOMERY STREET, SUITE 1850
SAN FRANCISCO, CA 94105

STEVEN R. HAERTLE

PACIFIC GAS AND ELECTRIC COMPANY
77 BEALE STREET, MC B9A

SAN FRANCISCO, CA 94105

STEVEN MOSS

SAN FRANCISCO COMMUNITY POWER
2325 THIRD STREET, STE 344
SAN FRANCISCO, CA 94107

BRAD MANUILOW

AMERICAN TECHNOLOGY RESEARCH
450 SANSOME ST., SUITE 1000
SAN FRANCISCO, CA 94111

BRYCE DILLE

CLEAN TECHNOLOGY RESEARCH

JMP SECURITIES

600 MONTGOMERY ST. SUITE 1100
SAN FRANCISCO, CA 94111

ROBERT GEX

DAVIS WRIGHT TREMAINE LLP

505 MONTGOMERY STREET, SUITE 800
SAN FRANCISCO, CA 94111

SALLE E. YOO

ATTORNEY AT LAW

DAVIS WRIGHT TREMAINE

505 MONTGOMERY STREET, SUITE 800
SAN FRANCISCO, CA 94111-6533

CHARLES MIDDLEKAUFF

ATTORNEY AT LAW

PACIFIC GAS AND ELECTRIC COMPANY

PO BOX 7442

SAN FRANCISCO, CA 94120

FOR: PACIFIC GAS AND ELECTRIC COMPANY

MARK HUFFMAN

ATTORNEY AT LAW

PACIFIC GAS AND ELECTRIC COMPANY

MC B30A PO BOX 770000

SAN FRANCISCO, CA 94177

FOR: PACIFIC GAS AND ELECTRIC COMPANY



HELEN ARRICK ROBIN J. WALTHER, PH.D.
BUSINESS ENERGY COALITION 1380 OAK CREEK DRIVE., 316
MC B8R, PGE PALO ALTO, CA 94305

PO BOX 770000

SAN FRANCISCO, CA 94177-0001

MICHAEL ROCHMAN JOE PRIJYANONDA

MANAGING DIRECTOR GLOBAL ENERGY PARTNERS, LLC
SPURR 3569 MT. DIABLE BLVD., SUITE 200
1430 WILLOW PASS ROAD, SUITE 240 LAFAYETTE, CA 94549

CONCORD, CA 94520

SEAN P. BEATTY MARK J. SMITH

SR. MGR. EXTERNAL & REGULATORY AFFAIRS CALPINE CORPORATION

MIRANT CALIFORNIA, LLC 4160 DUBLIN BLVD., SUITE 100
696 WEST 10TH ST., PO BOX 192 DUBLIN, CA 94568

PITTSBURG, CA 94565

PHILIPPE AUCLAIR ALEX KANG
11 RUSSELL COURT ITRON, INC.
WALNUT CREEK, CA 94598 1111 BROADWAY, STE. 1800

OAKLAND, CA 94607

JODY S. LONDON TED POPE

JODY LONDON CONSULTING PRESIDENT

PO BOX 3629 ENERGY SOLUTIONS
OAKLAND, CA 94609 1610 HARRISON STREET

OAKLAND, CA 94612

MRW & ASSOCIATES, INC. DOCKET COORDINATOR
1814 FRANKLIN STREET, SUITE 720 5727 KEITH ST.
OAKLAND, CA 94612 OAKLAND, CA 94618
REED V. SCHMIDT STEVE KROMER

BARTLE WELLS ASSOCIATES 3110 COLLEGE AVENUE, APT 12
1889 ALCATRAZ AVENUE BERKELEY, CA 94705
BERKELEY, CA 94703-2714 FOR: STEVE KROMER
GALEN BARBOSE CARLOS LAMAS-BABBINI
LAWRENCE BERKELEY NATIONAL LAB COMVERGE, INC.

MS 90-4000 58 MT TALLAC CT

1 CYCLOTRON RD. SAN RAFAEL, CA 94903

BERKELEY, CA 94720

ALAN GARTNER MAHLON ALDRIDGE
ENERGYCONNECT, INC. ECOLOGY ACTION

51 E. CAMPBELL AVEUNE, 145 PO BOX 1188

CAMPBELL, CA 95008 SANTA CRUZ, CA 95061-1188
L. JAN REID ALAN GARTNER

COAST ECONOMIC CONSULTING 1125 PHEASANT HILL WAY
3185 GROSS ROAD SAN JOSE, CA 95120

SANTA CRUZ, CA 95062

JEFF SHIELDS JOY A. WARREN

UTILITY SYSTEMS DIRECTOR REGULATORY ADMINISTRATOR
SOUTH SAN JOAQUIN IRRIGATION DISTRICT MODESTO IRRIGATION DISTRICT
11011 E. HWY 120 1231 11TH STREET

MANTECA, CA 95336 MODESTO, CA 95354



ROGER VAN HOY THOMAS S. KIMBALL

MODESTO IRRIGATION DISTRICT MODESTO IRRIGATION DISTRICT
1231 11TH STREET 1231 11TH STREET

MODESTO, CA 95354 MODESTO, CA 95354

JAMES WEIL CLARK BERNIER

DIRECTOR RLW ANALYTICS

AGLET CONSUMER ALLIANCE 1055 BROADWAY, SUITE G

PO BOX 1916 SONOMA, CA 95476

SEBASTOPOL, CA 95473

GAYATRI SCHILBERG JEFF NAHIGIAN

JBS ENERGY JBS ENERGY, INC.

311 D STREET, SUITE A 311 D STREET

WEST SACRAMENTO, CA 95605 WEST SACRAMENTO, CA 95605
FOR: TURN

DOUGLAS M. GRANDY, P.E. RICHARD MCCANN

CALIFORNIA ONSITE GENERATION M.CUBED

DG TECHNOLOGIES 2655 PORTAGE BAY ROAD, SUITE 3
1220 MACAULAY CIRCLE DAVIS, CA 95616

CARMICHAEL, CA 95608

JOHN GOODIN MELANIE GILLETTE

CALIFORNIA ISO SR MGR WESTERN REG. AFFAIRS
151 BLUE RAVINE RD. ENERNOC, INC.

FOLSOM, CA 95630 115 HAZELMERE DRIVE

FOLSOM, CA 95630

LEGAL AND REGULATORY DEPARTMENT BRIAN THEAKER

CALIFORNIA ISO DYNEGY, INC.

151 BLUE RAVINE ROAD 3161 KEN DEREK LANE

FOLSON, CA 95630 PLACERVILLE, CA 95667

LON W. HOUSE, PH.D MARY LYNCH

WEC VP - REGULATORY AND LEGISLATIVE AFFAIRS
4901 FLYING C RD. CONSTELLATION ENERGY COMMODITIES GRP
CAMERON PARK, CA 95682 5074 NAWAL DRIVE

EL DORADO HILLS, CA 95762

CAROLYN KEHREIN DAVID HUNGERFORD

ENERGY MANAGEMENT SERVICES CALIFORNIA ENERGY COMMISSION
2602 CELEBRATION WAY DEMAND ANALYSIS OFFICE
WOODLAND, CA 95776 1516 NINTH STREET, MS-22

FOR: ENERGY USERS FORUM SACRAMENTO, CA 95814

MARGARET SHERIDAN RYAN BERNARDO

CALIFORNIA ENERGY COMMISSION BRAUN BLAISING MCLAUGHLIN, P.C.
DEMAND ANALYSIS OFFICE 915 L STREET, SUITE 1270

1516 NINTH STREET, MS-22 SACRAMENTO, CA 95814

SACRAMENTO, CA 95814

ANDREW B. BROWN TIMOTHY N. TUTT

ATTORNEY AT LAW SACRAMENTO MUNICIPAL UTILITIES DISTRICT
ELLISON SCHNEIDER & HARRIS, LLP (1359) 6201 S. STREET, M.S. B404

2600 CAPITOL AVENUE, SUITE 400 SACRAMENTO, CA 95817-1899

SACRAMENTO, CA 95816-5905

VIKKI WOOD BARB BOICE
SACRAMENTO MUNICIPAL UTILITY DISTRICT 4309 NORWOOD AVENUE, APT. 160
6301 S STREET, MS A204 SACRAMENTO, CA 95838

SACRAMENTO, CA 95817-1899
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KAREN LINDH

CALIFORNIA ONSITE GENERATION

7909 WALERGA ROAD, NO. 112, PMB 119
ANTELOPE, CA 95843

ANNIE STANGE

ALCANTAR & KAHL

1300 sSw FIFTH AVE., SUITE 1750
PORTLAND, OR 97201

LAURA ROOKE

SR. PROJECT MANAGER
PORTLAND GENERAL ELECTRIC
121 SW SALMON ST.,
PORTLAND, OR 97204

TYLER BERGAN

POWERIT SOLUTIONS

114 ALASKAN WAY SOUTH, NO. 201
SEATTLE, WA 98104

State Service

DENISE SERIO

ENERGY CURTAILMENT SPECIALISTS, INC.
4455 GENESEE STREET, BLDG. 6

NEW YORK, NY 14225

ANDREW CAMPBELL

CALIF PUBLIC UTILITIES COMMISSION
EXECUTIVE DIVISION

ROOM 5203

505 VAN NESS AVENUE

SAN FRANCISCO, CA 94102-3214

CHRISTOPHER CLAY

CALIF PUBLIC UTILITIES COMMISSION
LEGAL DIVISION

ROOM 4300

505 VAN NESS AVENUE

SAN FRANCISCO, CA 94102-3214

DARWIN FARRAR

CALIF PUBLIC UTILITIES COMMISSION
DIVISION OF ADMINISTRATIVE LAW JUDGES
ROOM 5041

505 VAN NESS AVENUE

SAN FRANCISCO, CA 94102-3214

ELIZABETH DORMAN

CALIF PUBLIC UTILITIES COMMISSION
LEGAL DIVISION

ROOM 4300

505 VAN NESS AVENUE

SAN FRANCISCO, CA 94102-3214

JENNIFER CARON

CALIF PUBLIC UTILITIES COMMISSION
ENERGY DIVISION

AREA 4-A

505 VAN NESS AVENUE

SAN FRANCISCO, CA 94102-3214

ROGER LEVY

LEVY AND ASSOCIATES
2805 HUNTINGTON ROAD
SACRAMENTO, CA 95864

BENJAMIN SCHUMAN

PACIFIC CREST SECURITIES
111 sSw 5TH AVE, 42ND FLR
PORTLAND, OR 97204

JENNIFER HOLMES

ENERGY MARKET INNOVATIONS INC.
83 COLUMBIA STREET, SUITE 303
SEATTLE, WA 98104

ALOKE GUPTA

CALIF PUBLIC UTILITIES COMMISSION
ENERGY DIVISION

AREA 4-A

505 VAN NESS AVENUE

SAN FRANCISCO, CA 94102-3214

BRUCE KANESHIRO

CALIF PUBLIC UTILITIES COMMISSION
ENERGY DIVISION

AREA 4-A

505 VAN NESS AVENUE

SAN FRANCISCO, CA 94102-3214

CHRISTOPHER R VILLARREAL

CALIF PUBLIC UTILITIES COMMISSION
POLICY & PLANNING DIVISION

ROOM 5119

505 VAN NESS AVENUE

SAN FRANCISCO, CA 94102-3214

DORRIS LAM

CALIF PUBLIC UTILITIES COMMISSION
ENERGY DIVISION

AREA 4-A

505 VAN NESS AVENUE

SAN FRANCISCO, CA 94102-3214

HAZLYN FORTUNE

CALIF PUBLIC UTILITIES COMMISSION
ENERGY DIVISION

AREA 4-A

505 VAN NESS AVENUE

SAN FRANCISCO, CA 94102-3214

JESSICA T. HECHT

CALIF PUBLIC UTILITIES COMMISSION
DIVISION OF ADMINISTRATIVE LAW JUDGES
ROOM 5113

505 VAN NESS AVENUE

SAN FRANCISCO, CA 94102-3214
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JOE COMO

CALIF PUBLIC UTILITIES COMMISSION
DRA - ADMINISTRATIVE BRANCH

ROOM 4101

505 VAN NESS AVENUE

SAN FRANCISCO, CA 94102-3214

KARL MEEUSEN

CALIF PUBLIC UTILITIES COMMISSION
ENERGY DIVISION

AREA 4-A

505 VAN NESS AVENUE

SAN FRANCISCO, CA 94102-3214

PAMELA NATALONI

CALIF PUBLIC UTILITIES COMMISSION
LEGAL DIVISION

ROOM 5124

505 VAN NESS AVENUE

SAN FRANCISCO, CA 94102-3214

SUDHEER GOKHALE

CALIF PUBLIC UTILITIES COMMISSION
ELECTRICITY PLANNING & POLICY BRANCH
ROOM 4102

505 VAN NESS AVENUE
SAN FRANCISCO, CA
FOR: DRA

94102-3214

YULIYA SHMIDT

CALIF PUBLIC UTILITIES COMMISSION

ENERGY PRICING AND CUSTOMER PROGRAMS BRA
ROOM 4104

505 VAN NESS AVENUE

SAN FRANCISCO, CA 94102-3214

JOY MORGENSTERN

CALIF PUBLIC UTILITIES COMMISSION
ENERGY DIVISION

AREA 4-A

505 VAN NESS AVENUE

SAN FRANCISCO, CA 94102-3214

MATTHEW DEAL

CALIF PUBLIC UTILITIES COMMISSION
EXECUTIVE DIVISION

ROOM 5215

505 VAN NESS AVENUE

SAN FRANCISCO, CA 94102-3214

REBECCA TSAI-WEI LEE

CALIF PUBLIC UTILITIES COMMISSION

ENERGY PRICING AND CUSTOMER PROGRAMS BRA
ROOM 4209

505 VAN NESS AVENUE

SAN FRANCISCO, CA 94102-3214

TIMOTHY J. SULLIVAN

CALIF PUBLIC UTILITIES COMMISSION
DIVISION OF ADMINISTRATIVE LAW JUDGES
ROOM 2106

505 VAN NESS AVENUE

SAN FRANCISCO, CA 94102-3214

CLARE LAUFENBERG

STRATEGIC TRANSMISSION INVESTMNT PROGRAM
CALIFORNIA ENERGY COMMISSION

1516 NINTH STREET, MS 46

SACRAMENTO, CA 95814
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