Costs and Benefits of Implementing Four vs. Eight Zones in 2004 with the Same CSCs as 2003

The following list of Costs and Benefits were created as a part of the process of determining the number of congestion management zones believed to be appropriate by the WMS for 2004, with the same CSCs as exist in 2003.  The WMS did not vote on these lists of Costs and Benefits, nor did any debate occur regarding individual items on the list.  All perceived costs and benefits that were proposed to be included on the list were added to the list.  Based upon the vote and recommendation of the WMS, it was concluded that the Costs of implementing more than 4 zones in 2004 with the same CSCs as 2003 exceed the Benefits.

COSTS

Cost to Existing Business Practices

· Retailers will be forced to refine price offerings to twice as many load areas.

· When pricing loads REPs will have to track and cross reference ESIds to zip codes for twice as many load areas.

· Shadow settlement systems will be required to deal with twice as many load aggregation areas.

· The ‘02-’03 experience required only a small number of insignificant busses to move, giving the retailer some confidence that annual zonal changes may be slight.

· To double the number of load zones would shatter that perception and increase the level of risk retailers must price into their offerings thus limiting competition.

Cost to Existing Contracts

· Many loads in the system desire longer term contracts.

· To meet this need many REPs have entered contracts extending beyond the current defined load zones taking the risk of zonal redefinition.

· Doubling the number of zones would change pricing to many of these contracts and would likely cause slim margins in many to evaporate.

Costs to the Wholesale Market

· ERCOT is thinly traded on a forward basis under the current zonal scheme.

· Doubling the number of zones would cause further granularity and increased illiquidity in the forwards markets.

· An increase in the number of zones would increase the likelihood that the newly defined zones would be dynamic from year to year.  Without hubs or some other predefined trading point, Seller’s Choice is likely to be the only tradable product on a forward basis.

· With an increase in the number of zones, the value of Seller’s Choice as a valid hedge loses significance.  (It’s harder to guess which new zone the power will be coming from or what the new zone will even be).

BENEFITS

· Increased operational efficiency when CSC/CRE congestion exists.  This is due to the existence of zones with resources with shift factors relationships relative to the 3 CSCs/CREs that are more similar relative to the 4 zone case.  For example, in the 4 zone case, the S-N and S-H impacts are .388 and .361, respectively.  In the 8 zone case (with 3 separate South Zones), the S-N impact for South Zones 1, 2 and 3 are .437, .395 and .345, respectively.  The S-H impact for South Zones 1, 2 and 3 are .304, .328 and .399, respectively.
  
· Increased economic efficiency and zonal price transparency when CSC/CRE congestion exists.  For the reasons outlined in the first bullet, the 4 zone case results in the "averaging" of zonal prices for areas that would otherwise have price differentials in the 8 zone case.  For example, when S-H congestion exists, the 4 zone case will produce a single clearing price for the South Zone.  In contrast, with all else equal, analysis indicates that the shift factor differences alone will produce clearing prices for the South 1, 2 and 3 zones in the 8 zone case that differ by $1 to $3 per MWh. (see attached Figures 1-3) 

· Increased reliability when CSC/CRE congestion exists.  For the reasons discussed inthe first bullet, the 8 zone case produces a commercial model with increased granularity and similarity in resource shift factor relationships in each zone relative to the 4 zone case.  These factors would work to produce a dispatch decision that is less likely to under- or over- manage CSC/CRE congestion in the 8 zone case than in the 4 zone case.  Over-managing CSC/CRE congestion is an economic concern, whereas under-managing CSC/CRE congestion is a reliability concern.
 







� These data are from the ERCOT studies and zonal aggregations of 4 and 8 zones.


� This analysis was performed with the intent of isolating only the impact of shift factor differences of a 4 zone and 8 zone model, with all else equal.  To achieve this, an LP dispatch was modeled using identical bid curves for each zone for the 4 zone and 8 zone cases, and assuming identical shift factors for all resources in each zone.  The zonal price differences were then measured by determining the economic dispatch results for the 4 zone and 8 zone cases when independently clearing 50 MW of congestion on each CSC.





