WMS Balanced Scheduling Working Group

Draft Report

1 Introduction

· In its Final Order in Docket No. 23220 regarding the Petition of the Electric Reliability Council of Texas (“ERCOT”) for Approval of the ERCOT Protocols, the Public Utility Commission of Texas (“Commission”) indicated a desire to address the policy implications of balanced schedule requirements, and whether the requirement should be relaxed or eliminated. 

· The Commission also ordered ERCOT to consider and report by March 1, 2002 on the technical implications of relaxing or eliminating the balanced schedule requirement. 

· This report complies with that order by discussing the effects of relaxing or eliminating the balanced schedule requirement in terms of operations, settlement and credit in the ERCOT market. 

2 Background on Balanced Schedules

· The ERCOT Protocols and market systems require Qualified Scheduling Entities (“QSEs”) to submit day ahead balanced energy schedules.  That is, for each 15-minute settlement interval for the following day, the QSE’s scheduled supply is required to match its scheduled obligation on a megawatt (“MW”) for MW basis.  The balanced schedule requirement also applies to ancillary services (“AS”), although ERCOT can be designated as providing a portion or all of a QSE’s AS through an ERCOT-administered AS auction.  To date, the volumes of AS purchased from ERCOT have been only a small fraction of ERCOT’s total AS requirements, suggesting that market participants prefer to self-provide or contract through a bilateral arrangement to meet their Ancillary Service requirements rather than purchasing them through the ERCOT-administered auction.    It is not clear at this time whether relaxing or eliminating the balanced schedule requirement will alter market participants’ preference to self-arrange their Ancillary Service obligations.

· This balanced schedule requirement was advocated and preferred by the majority of ERCOT Stakeholders for three major reasons. First, some stakeholders were concerned over the amount of control and market-making capability that should be given to ERCOT.  This view is motivated by the concept that competition works better without an overly controlling centralized authority.  The stakeholders were concerned about the potential credit and financial risks associated with making ERCOT an energy exchange.  This concern stemmed in part from observing the problems experienced by the California Power Exchange (“PX”) as a mandatory forward energy pool.  By requiring balanced schedules, stakeholders thought that relatively little money would be transacted through ERCOT thus limiting financial risk due to defaults or liability associated with claims of damage based upon ERCOT’s dispatch and compensation of units.  However, ERCOT’s balanced schedule requirement does not, by itself, drive or determine the volumes currently in ERCOT’s Balancing Energy Services (“BES”) markets, since QSEs are not presently held to a performance standard for schedules.  It is, however, the requirement of the Protocols that QSEs employ a best effort at accurately scheduling their forecasted load.   Also, some market participants did not necessarily support the previous two reasons as justifiable for the long term, but did support them in the short term on the basis of “not trying to do to much too soon.”  Creating a new, single control area entity (i.e., ERCOT) and launching a new wholesale and retail market was an enormous task.  Requiring balanced schedules was perceived as making that task just a little easier.  Since the concept was controversial, some participants were willing to support the requirement for the initial market design. 

· For the purposes of this report, the following definitions will apply: 

Balanced Schedule – A QSE estimates and schedules its total load requirement and sales to other QSEs (obligations) for each interval for the next day’s operations.  It then schedules an equal amount of its resources and purchases from other QSEs (supply) to meet that total obligation requirement, such that the amount of obligation scheduled and the amount of supply scheduled match for every interval in the next 24-hour period.

Relaxed Balanced Schedule – A QSE estimates its total load requirement for each interval for the next day’s operations, but is permitted to schedule all, some, none, or an excess of that load in each interval.  It then must schedule    an equal amount of supply to meet the amount of scheduled load plus sales to other QSEs, such that the amount of obligation and the amount of supply scheduled match for every interval in the next 24-hour period.

Unbalanced Schedule –A process that allows a QSE to schedule some, all or none of its obligation and supply for the next operating day independent of each other (i.e., the requirement for a balanced schedule of obligation and supply is eliminated).

Each of these definitions assumes that all inter-QSE transactions must be scheduled as an obligation by the providing (selling) QSE and matched as a supply by the receiving (buying) QSE.

3. Technical Implications

Operations

· Under the current system implementation, ERCOT needs to know the resources each QSE has available and how it intends to operate those resources in order to maintain adequate ERCOT system reliability.  ERCOT expects that this requirement will continue for day-ahead schedules for the foreseeable future.  ERCOT has experienced some problems in real time due to QSEs not updating the accuracy of their resource plans.  ERCOT is developing new tools that they expect will reduce their reliance on updated resource plans for real time.  In addition, market participants are also improving their capabilities for developing more accurate resource plans.  Implementing a Relaxed Balanced Schedule will have no impact on the requirement for accurate resource plans.  Accurate resource plans will continue to be an important part of ERCOT’s day-ahead and adjustment period planning processes to assure grid reliability based on its own load forecast. 

· It is not necessary for QSEs’ scheduled loads to equal QSEs’ forecasted loads.  ERCOT does a load forecast independent of the aggregate load scheduled by QSEs.  ERCOT uses its own load forecast to make sure there is adequate generation available to maintain reliability.  Use of a Relaxed Balanced Schedule will have no impact on ERCOT’s reliance on its own load forecast.

· The ERCOT Protocols require that QSEs must submit a balanced schedule based on their forecasted load.  Use of a Relaxed Balance Schedule will make it explicit that the load schedule submitted by a QSE does not have to equal the QSE’s load forecast.

· Use of an Unbalanced Schedule, as opposed to a Relaxed Balanced Schedule, may require ERCOT staff to perform some form of unit commitment and the Replacement Reserve market will have to be redesigned. Under the current Protocols, Unbalanced Schedules that are in different zones immediately lead to improper payments/charges.  Even when this problem is resolved, the new design will most likely invalidate the current process of bidding, obtaining, and settling for replacement capacity; hence, this will also have to be addressed.  It is then likely that the overall process of providing day-ahead resources and unit commitment will also come into question.  Naturally, any changes in ERCOT’s system would require similar changes by all QSEs.

·   Use of a   Relaxed Balanced Schedule requirement may result in a larger market for replacement reserves but would not necessarily require changes to the Replacement Reserve market.  
Settlement

· Use of a Relaxed Balanced Schedule will likely increase settlement volumes in the BES market.  Whether schedules are relaxed or not, ERCOT staff will settle the BES using consumption values determined by comparing schedules to actual metered values.  The BES is settled through the charge types of Resource Imbalance, Load Imbalance, Uninstructed Resource Charges (“URC”) and under-scheduled Replacement Reserve Costs.  However, a fully unbalanced schedule would likely require significant modifications to the ERCOT settlement systems.

· The ERCOT Protocols currently have no specific penalties for submitting a load schedule that is intentionally inaccurate nor any language addressing how ERCOT staff would monitor for such inaccuracies.  Furthermore, ERCOT has no way of determining whether or not a QSE has intentionally underestimated or overestimated its load requirement.  The gaming opportunities associated with overscheduling load during system congestion are expected to disappear with direct assignment of congestion costs.  Therefore, any of the ill-effects that may come with the use of either a Relaxed Balanced Schedule or an Unbalanced Schedule in combination with QSEs’ incentives to over schedule or under schedule load should be moderated or eliminated with the advent of direct assignment beginning February 15, 2002.

· The Commission Staff’s consultant, Dr. Shmuel Oren, recommended that greater use of the balancing market should result in a greater percentage allocation of the cost of replacement reserves. ERCOT believes that the manner in which the current Protocols settle the Replacement Reserve market provides adequate price signals of the real time balancing energy market risks. 

· Finally, use of an Unbalanced Schedule will likely require significant and costly changes in the existing ERCOT and QSE settlement systems.  At this time, however, it is not possible to adequately determine the potential impact of such a significant change in the ERCOT market model and its associated settlement processes.

Credit

Section 16.2 of the ERCOT Protocols defines the requirements for qualifying as a QSE in ERCOT.  Part of the qualification requirements includes satisfying ERCOT credit requirements.  The credit requirements can be satisfied by maintaining long term debt ratings, minimum equity levels, and relevant financial ratios as approved by the Board, or by satisfying other financial soundness requirements for entities without debt ratings as generally specified in the Protocols with specific values as approved by the ERCOT Board of Directors (“Board”).  Alternatively, a QSE can also satisfy credit requirements by a corporate guarantee from an entity that meets ERCOT credit requirements or by posting a letter of credit or a surety bond, or by depositing cash in an amount equal to the Total Estimated Liability ("TEL") or Estimated Aggregate Liability ("EAL").  Alternative security posted (other than cash deposit) requires use of standard form agreements approved by the ERCOT Board.  Use of a Relaxed Balanced Schedule or an Unbalanced Schedule could increase a QSE's TEL or EAL substantially.  QSE's that meet ERCOT's credit requirements through a corporate guarantee, a letter of credit, a surety bond, or a cash deposit, would have to increase the amount of such instruments to match their expected requirements under a different scheduling requirement.  The Protocols specify the monitoring of creditworthiness by ERCOT and the responsibilities of each QSE.  ERCOT believes that the Protocols as written are sufficient to properly monitor creditworthiness of QSE's under either the Relaxed Balanced Schedule or the Unbalanced Schedule.  However, under either one of these scheduling processes, it is very likely that the QSE will need to significantly increase its TEL or EAL.  In fact, with the use of either the Relaxed Balanced Schedule or Unbalanced Schedule, it may be necessary to revise the application of the EAL to reflect that past liabilities may no longer be reflective of future liabilities.

4. Conclusion

The balanced schedule requirement is one of the fundamental elements utilized by the ERCOT stakeholders who designed this market.  Significantly changing one of the fundamental elements, i.e., eliminating (as opposed to only relaxing) the balanced schedule requirement, will force changes to many other aspects of the ERCOT market design Use of the Unbalanced Schedule would likely significantly impact the existing ERCOT and QSE settlement systems and processes.

ERCOT has identified some of the technical implications associated with use of either a Relaxed Balanced Schedule or an Unbalanced Schedule.   However, ERCOT does not believe this study has been exhaustive and of sufficient depth to warrant an immediate and significant change to the existing ERCOT market design.  Furthermore, the history of this market is very limited and does not provide sufficient support for an immediate change.  ERCOT believes the use of a Relaxed Balanced Schedule should be considered for the following reasons:
· Implementation will not require the development of any new standards of performance to encourage accurate load scheduling.

· Existing incentives will be utilized, e.g., the assignment of costs associated with replacement capacity purchases will send appropriate price signals to users of the balancing energy market.

· Scheduling of supply and obligations are intended to be guided solely by existing incentives, and not by a requirement that scheduled loads be equal to forecasted loads.  

· No significant revisions or modifications to the existing ERCOT settlement systems and processes are required to implement this change. 

However, ERCOT Operations feels that Relaxed Balanced Schedules should be evaluated after the pending study on Frequency Control issues has made a determination whether there is any correlation between frequency control and scheduling requirements.  Additionally, some Market Participants believe additional information is needed regarding the positive or negative effects on (1) the overall market, and (2) consumers.
 Scheduled supply will still be required to equal scheduled obligations for each interval.

Theoretically, elimination or relaxation of the balanced schedule requirement may increase the liquidity of forward energy markets, serve as the impetus for launching a private exchange for day ahead and other forward energy products and encourage broader participation in ERCOT’s real time BES markets.  However, elimination of the balanced schedule requirement may result in other changes that are less desirable than the current market design.  Additional market experience will allow a more informed judgment regarding the value of what might be lost or gained through such a significant change.

ERCOT advised that elimination of the balanced schedule requirement, beyond the recommended relaxation of the requirement, would require significant changes to the ERCOT operations and settlements systems.  It is therefore recommended that ERCOT schedule the time and apply the resources necessary to perform a complete assessment of all technical and policy implications of eliminating the balanced schedule requirement.  Recognizing that the implementation of the relaxed balanced schedule may obviate the need for this study, ERCOT will make a determination by December 1, 2002 whether this study should commence.
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