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t’s so costly and complicated to 
build new generating plants these 
days that utilities would rather 

prepare for periods of peak demand, 
such as hot summer days, by buying 
“negawatts”—that is, by agreeing to 
pay big customers like factories, stores, 
and municipalities to dial back their 
electricity use when called upon. En-
erNOC (NASDAQ: ENOC), a sweet-
heart of the Boston technology com-
munity since its 2007 IPO, has built a 
big business around pooling customers 
who want to participate in these so-
called “demand response” programs 
and remotely managing their electricity 
use when the call comes in from grid 
operators. EnerNOC profits by keep-
ing a percentage of the operators’ per-
megawatt payments. 
 
But while EnerNOC is the largest and 
most successful of the so-called “cur-
tailment service providers” (CSPs), 
there is growing competition in its 
industry—and now the company is 
getting some very unwelcome news. 
World Energy (NASDAQ: XWES), 
a Worcester, MA-based company 
known for operating online reverse 
auctions in which energy suppliers 
compete to win contracts with big 
customers, announced today that it’s 
getting into the demand response 
market. This means that for the first 
time, customers in deregulated elec-
tricity markets who want to be paid 
for their curtailable load will be able 

to solicit bids online from competing 
curtailment service providers, then 
choose the provider offering the 
highest price (meaning the most at-
tractive percentage split). 
 
EnerNOC, in other words, is gradu-
ally losing its first-mover advantage. 
It may soon have to cope with a 
market in which it’s no longer the 
first and only curtailment service 
provider to approach new customers, 
but instead must compete with doz-
ens of other providers in electronic 
auctions specifically designed to 
drive bidders’ profit margins down. 
 
The irony is that EnerNOC, which 
built its business on smoothing out 
inefficiencies in electrical supply 
and demand, is now seeing that 
business disrupted by another 
young, technology-based company 
that sees the demand response mar-
ket itself as inefficient. 
 
From World Energy’s point of view, 
customers thinking about joining 
demand response pools have had no 
way, up to now, to determine the fair 
market value of their curtailable 
load. Indeed, it sees its auction serv-
ice as providing both competition 
and transparency. It’s portraying the 
service, which it has already tested 
in the “PJM” grid region covering 
13 Midwest and Middle Atlantic 
states, as a boon for both electricity 

users and curtailment service pro-
viders, since it provides a ready-
made meeting ground.  
 
“We see this as a win-win,” says 
Phil Adams, president and chief op-
erating officer at World Energy. 
“The customer gets a good price for 
what they’re looking for, meaning 
the highest share of the fees, and on 
the other side the CSP gets access to 
a customer that is ready to contract 
for zero sales cost.” (In return for 
running its auctions, World Energy 
keeps a small percentage of any 
payouts from the curtailment agree-
ments its users negotiate.) 
 
The reaction to World Energy’s move 
from executives at EnerNOC might 
best be described as dismissive. 
 
On the one hand, the company says it 
welcomes anything that makes the 
demand response market more com-
petitive. “Competition spurs innova-
tion,” says Gregg Dixon, EnerNOC’s 
senior vice president of marketing. 
“If we were the only ones who were 
successful in demand response—and 
I think it’s safe to say we are the only 
ones who have been truly successful 
so far, having just had our first profit-
able quarter—it wouldn’t be healthy 
for the industry.” 
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But at the same time, EnerNOC ar-
gues that demand response capacity 
isn’t a simple commodity like the 
other forms of energy traded on 
World Energy’s platform, and that 
auctions are therefore a poor way for 
customers to discover the true value 
of a relationship with a curtailment 
service provider. 
 
“I’ve seen their auctions platform, 
and it’s not a stretch to say that it’s 
world-class,” says Dixon. “We just 
don’t think it has a tremendous 
amount of applicability for demand 
response, if customers are trying to 
get the most out of program participa-
tion.” While an online reverse auction 
might be a good way for customers to 
get the best percentage split for their 
curtailment commitments, Dixon 
says, it won’t help them discover 
which service providers are best at 
tasks like identifying curtailable load 
or managing load during an actual 
demand-response event. 
 
For World Energy, demand response 
auctions are a natural extension of the 
company’s existing business running 
auctions for power and gas contracts, 
carbon emissions allowances, and re-
newable-energy credits. (For more on 
those sides of World Energy’s opera-
tions, see our May 2008 and July 2009 
features.) “We’re sticking to our knit-
ting, but taking our technology and 
migrating it across similar commodity 
markets,” says Adams. “With the rise 
of demand response, we felt like we 
needed an option, because our custom-
ers were looking for one-stop shop-
ping” in energy management services. 
 
The company briefly considered ac-
quiring a curtailment service pro-

vider—there are 50 to 70 such provid-
ers in the PJM market alone, accord-
ing to Adams. But sometime in 2009, 
he says, “the light bulb went off, and 
we said, ‘Wait, aren’t there enough 
CSPs out there that we could actually 
build a market and do the same thing 
as we do with our retail energy pro-
viders?’ We explored it, and we have 
tested the concept, and now we’re 
moving into full launch mode.” 
 
World Energy tried its demand re-
sponse auctions first in the PJM mar-
ket, where it has many existing cus-
tomers. (The name comes from 
Pennsylvania-New Jersey-Maryland, 
but the interconnected grid region 
actually covers all or parts of Dela-
ware, Illinois, Indiana, Kentucky, 
Michigan, North Carolina, Ohio, 
Tennessee, Virginia, West Virginia, 
and the District of Columbia as well.) 
One World Energy customer, Ger-
ber’s Poultry of Kidron, OH, says 
that it will earn over $100,000 in de-
mand response payments as a result 
of the agreement it reached through a 
reverse auction. “We found watching 
the auction unfold very exciting,” 
Gerber’s chief financial officer John 
Metger said in a press statement pre-
pared by World Energy. “There 
wasn’t much bidding activity at first, 
but as the end point of the auction 
drew near, the bids were flying, driv-
ing up our overall share of revenue.” 
 
Adams emphasizes that World En-
ergy brings value to the demand re-
sponse market by handling a lot of 
the spade work that curtailment serv-
ice providers might otherwise have to 
do themselves. “It is very expensive 
to acquire customers in the demand 
response space,” he says. “There’s a 

lot of market education and preparing 
customers and helping them figure 
out how much they can curtail. Of-
tentimes that makes the transaction 
more cost-effective on both sides. 
We’re not trying to pit one side 
against the other—we’re here in the 
middle trying to make the process 
easy for the buyer and the seller.” 
 
Back at EnerNOC, however, Gregg 
Dixon argues an auction provider 
like World Energy isn’t really quali-
fied to help customers increase the 
return on their participation in a de-
mand response program. “Demand 
response is a very nuanced service in 
terms of how you maximize the dol-
lars you get,” he says. In fact, Ener-
NOC lists 19 “points of value” that it 
delivers to its customers, including 
site visits that help to identify all of 
the ways they can curtail electrical 
demands, and installing equipment 
that delivers the full amount of cur-
tailment promised in demand re-
sponse agreements. 
 
In the absence of such measures, 
customers wind up leaving money 
on the table during demand-response 
events, he argues, even if they did 
win a higher percentage split. “We 
have a saying internally, ‘80 percent 
of nothing is nothing,’” Dixon says. 
“If you get a provider to say they’ll 
give you 80 percent of the revenue 
stream but then they don’t communi-
cate it to you when there is a demand 
response event and you miss it, you 
get nothing. If you have 1,000 kilo-
watts of load that you can reduce but 
you don’t have the technology sup-
porting your program participation, 
on average that capacity is going to 
perform far below that.” 
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But the way Adams sees it, EnerNOC 
makes far too much of the “nuances” 
behind demand response. He says 
utility customers are quickly getting 
savvy about smart-grid technology. 
 
“I don’t think it would have been 
possible for us to do what we’re 
doing three or four years ago, be-
cause the markets weren’t as ma-
ture,” Adams says. “The initial set-
up cost was way too high. But now 
those costs are coming down, and 
there are simpler Internet-based 
solutions that require fewer site 
visits and less equipment. We 
didn’t have any CSP say to us, 
when we announced these auctions 
with two to three days’ notice, 
‘Hey, hold on guys, we’ve got to 
fly out to Gerber’s Poultry and look 
at their buildings to see if we can 
bid.’ They are taking it as an article 
of faith that they can get the cus-
tomer ready for the summer season 
without any big complications.” 
 
To Dan Mees, vice president of cor-
porate communications at World 
Energy, it’s not surprising that En-
erNOC is unenthused about the arri-
val of auction-based markets in the 
demand response industry—but he 
predicts that the Boston company 
will change its tune eventually. “The 
analogy is to our experience with the 
retail energy market, where we have 
run so many auctions,” says Mees. 
“When we first started doing it, were 
all of the suppliers delighted to be 
put into hypercompetitive auction 
format and have their margins 
squeezed? No, they weren’t. But we 
now work with 400 suppliers around 
the country and they value us as a 
channel to market.” 

At the moment, the idea that World 
Energy and EnerNOC will eventually 
see eye to eye seems optimistic, as a 
little story from one of World En-
ergy’s early demand response auctions 
reveals. EnerNOC was one of the bid-
ders in a January auction for a demand 
response contract with a wastewater 
treatment facility in the PJM region. 
“We still don’t know the outcome” of 
that auction, Gregg Dixon told me. “In 
fact one of the misperceptions about 
auctions is that they always end in a 
finalized agreement. I can almost 
guarantee that what happened in this 
case was that somebody was dumb 
enough to say, ‘We will give you 90 
percent of the revenue stream,’ and 
then when the customer went to con-
tract with them and saw all the fine 
print around the other 18 points of 
value, they said, ‘Wait a minute.’” 
 
But according to Andrew Thomas, 
senior vice president of operations at 
World Energy, the auction in ques-
tion led to a finalized agreement—
and all participants in the auction, 
including EnerNOC, got e-mails an-
nouncing the outcome weeks ago. 
“They were definitely notified,” 
Thomas says. “And in general, we 
overlay standard terms and condi-
tions to make sure that all of the auc-
tion participants are very comfort-
able. There aren’t any surprises at the 
end for the seller or for the CSP.” 
 
While EnerNOC and World Energy 
circle one other warily, major electric 
consumers interested in profiting 
from demand response contracts have 
some new options to think about. 
With the cost and regulatory difficul-
ties of building new power plants 
increasing—meaning that utilities are 

willing to pay more and more for 
“negawatts”—there’s too much 
money at stake for major electricity 
users to ignore the opportunity. In-
deed, the demand response market is 
going to grow to $20 billion a year by 
2020, according to Barclays Capital. 
Yet the percentage of the potential 
market that has been penetrated by 
curtailment service providers so far is 
still in the single digits. So while 
World Energy may end up forcing 
EnerNOC and its brethren into ac-
cepting a smaller slice of the demand 
response pie, the pie itself is still 
huge—and largely uneaten.  ■ 

 
Wade Roush is Xconomy's chief corre-
spondent. You can e-mail him at 
wroush@xconomy.com, call him at 
(617) 252-7323, or follow him on Twitter 
at http://twitter.com/wroush. 
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