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FERC Issues Order Requiring The Standardization 
Of Demand Response Resource Compensation

On March 15, 2011, the Federal Energy Regulatory
Commission (the “Commission” or “FERC”) issued an order
(the “Order”) modifying its regulations to require each
Regional Transmission Organization (“RTO”) and Inde pen -
dent System Operator (“ISO”) to standardize the method for
compensating demand response resources participating in
their respective wholesale energy markets. Demand
response entails the reduction in the consumption of elec-
tricity by customers in response to price signals. Specifi -
cally, the Order requires RTOs/ISOs to pay a demand
response resource that is dispatched the market price for
energy (i.e., locational marginal price (“LMP”)) if: (1) the
demand response resource has the capability to balance
supply and demand; and (2) it will be cost-effective to dis-
patch and pay the LMP to the demand response resources. 

To ensure that it will be cost-effective to dispatch and
pay the LMP to a demand response resource, FERC direct-
ed RTOs and ISOs to utilize a “net benefits” test to demon-
strate that the benefit of the reduced LMP that results from
dispatching the demand response resource exceeds the
costs of paying the LMP to the demand response resource.
In order to implement the “net benefits” test, ISOs and
RTOs must develop a mechanism that approximates the
price level at which the dispatch of a demand response
resource will be cost-effective. Finally, pursuant to the mod-

ified regulations, each RTO and ISO must allocate the cost
of compensating its respective demand response
resources proportionally among all the entities that pur-
chase energy from the respective energy market in the
area or areas where the demand response reduces the
market price at the time when the demand response
resource is committed or dispatched. 

The modified regulations should increase the compen-
sation for demand response resources. Moreover, the stan-
dardization and increased compensation for demand
response providers should encourage new entrants and
innovation from entities seeking to enter the demand
response market. 

The Order requires each RTO and ISO to submit a com-
pliance filing to FERC by July 22, 2011, that contains the
respective RTO’s or ISO’s tariff changes necessary to imple-
ment the new compensation structure required by the
rule, a net benefits test, and the cost allocation methodol-
ogy. Additionally, the Order requires that by September 21,
2012, RTOs and ISOs conduct and submit to FERC a study
examining the requirements for and effects of implement-
ing a dynamic approach to determining when demand
response resources are cost-effective as part of the soft-
ware systems used by RTOs and ISOs to dispatch supply
and demand in the electric systems they operate. 
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If you have questions concerning the material described in this client alert, 
please contact any of the following members of Blank Rome’s Energy Industry Group:


