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Date:
June 10, 2002

To:
Board of Directors

From:
Les Barrow, TAC Chair

Subject:
Direct Assignment of Local Congestion – TAC Resolution
Issue for the ERCOT Board of Directors

ERCOT Board of Directors Meeting Date:  June 17, 2002
Agenda Item 3b:  True-Up Resettlements – TAC Resolution

	The following resolution was passed by TAC at its June 2, 2002, meeting:

ERCOT should immediately notify the PUCT that the direct assignment solution for local congestion prescribed in the PUCT’s Order on Rehearing is infeasible under the zonal, portfolio-based model embodied in the Protocols.

Relevant Language in Order on Rehearing

In its Order on Rehearing in Docket No. 23220, the PUCT addressed using direct assignment to deal with local congestion:

…Direct assignment shall be achieved through a usage fee that is based on the flow over the congested intrazonal interface. The usage fee shall be set to the operational shadow price on the congested intrazonal interface. The usage fee shall apply to the generation resources that cause the congestion. The net revenues resulting from the usage fee shall be distributed, or credited against uplift charges, on a load-ratio basis within the zone in which the congested intrazonal interface is located, or used to fund construction of transmission facilities.

Under the Protocols, interzonal congestion will be cleared through the deployment of balancing energy service by congestion zone. However, local congestion will be cleared through the deployment of specific resources. Thus, ERCOT should have the ability to determine the impact of specific resources on specific constraints. Therefore, for intrazonal congestion, ERCOT should be able to apply the usage fee ordered by the Commission to specific resources by using this resource-specific information …. [emphasis added]
This mandatory language, however, was immediately followed by this qualifying language:

…However, to the extent that doing so proves infeasible under the zonal, portfolio-based model embodied in the Protocols, ERCOT shall promptly notify the Commission, so that the Commission can promptly consider ordering the implementation of other alternative congestion management methods, particularly locational marginal pricing…. [emphasis added]
Discussion

The Order requires that the usage fee be applied “to the generators that cause the congestion.” The methodology embodied in the Order does not do this. Instead, it arbitrarily assumes that all generators in a certain geographical area cause the congestion.

The Order also says that ERCOT “should have” the ability to determine the impact of specific resources on specific constraints. ERCOT does not have that ability, because the impact of a specific resource on a specific constraint cannot be correctly determined without a knowledge of which specific generation serves which specific load. The slack-bus methodology proposed by the PUCT staff assumes erroneously that every generator is serving every load. To calculate a generator’s impact on a transmission line and to calculate shadow prices, the load that the generator serves must be included in the calculation.  This information is not available to ERCOT under the zonal, portfolio-based model embodied in the ERCOT Protocols.

The proper determination of feasibility not only includes the ability to perform calculations in a manner suggested by Dr. Oren’s approach but must also include the reasonably correct assignment of  costs.  On this basis the requirement of the Order is infeasible.  Although it could be implemented by making enough assumptions to allow ERCOT to calculate an impact of specific generation on local constraints, the results of that calculation would not assign the costs to the generator that caused the congestion.  It would instead allocate the costs in an arbitrary manner across a group of generators that may not have caused the congestion.  This arbitrary assignment of costs will encourage gaming and may cause unpredictable settlement of the market.  

Therefore, ERCOT finds that it is infeasible to implement the methodology prescribed in the Order for Rehearing. In that event, the Order on Rehearing requires that ERCOT immediately notify the PUCT of that fact.



	Discussion:

This resolution originated in the Congestion Management Working Group (CMWG) and the WMS.  This issue arose out of concerns over the feasibility of implementing direct assignment of local transmission congestion costs in the manner prescribed by the Commission in its Order on Rehearing in Commission Docket 23220 (ERCOT Protocols Docket).  The WMS and CMWG have engaged in extensive discussions on this topic with the Market Oversight Division (MOD) Staff of the Commission, as well as with the Commission’s outside consultant, Dr. Shmuel Oren.  However, disagreements over feasibility of Dr. Oren’s approach remain.

	Alternatives:  

(1) Approve the TAC resolution, as approved by TAC or as modified by the Board;  (2) Reject the resolution; or (3) remand to TAC with instructions.  

	Recommendation:  

TAC recommends that the Board approve the resolution.
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