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ERCOT Texas Nodal Team

January 7, 2004 Meeting Minutes

ERCOT Austin Office

Attendance:

	Burkhalter, Bob
	ABB

	True, Roy
	ACES Power Marketing

	Day, Rosalie
	Andeler

	Dreyfus, Mark
	Austin Energy

	Doggett, Trip
	Benchmark Power Consulting

	Holligan, Jeffery
	BP

	Crozier, Richard
	Brownsville

	Schwertner, Ray
	BTU

	Quinn, Bruce
	Calpine

	Chandler, Don
	CenterPoint Energy

	Pieniazek, Adrian
	CenterPoint Energy

	Lewis, William
	Cirro

	Fournier, Margarita
	Competitive Assets

	Priestley, Vanus
	Constellation New Energy

	Brown, Jeff
	Coral

	Covington, Rick
	Covington Consulting

	Jones, Dan
	CPS

	Oberwortmann, John
	CPS

	Werner, Mark
	CPS

	Adams, John
	ERCOT

	Dautel, Pamela
	ERCOT

	Flores, Isabel
	ERCOT

	Galvin, Jim
	ERCOT

	Gerber, Jeff
	ERCOT

	Li, Young
	ERCOT

	Moseley, Cheryl
	ERCOT

	Ragsdale, Kenneth
	ERCOT

	Wagner, Marguerite
	ERCOT

	Walker, Mark
	ERCOT

	Jackson, Jeremy
	First Choice Power

	Iacobucci, Jason
	Fortegra, Inc.

	Garza, Beth
	FPL Energy

	Ramon, Greg
	Frontera

	Bailey, Dan
	Garland

	Anderson, Valerie
	GDS Associates

	Lane, Terry
	Green Mountain

	McMillan, Dave
	Green Mountain

	Twiggs, Thane Thomas
	Green Mountain

	Belk, Brad
	LCRA

	Morris, Sandra
	LCRA

	Siddiqi, Shams
	LCRA

	Stockstill, Dottie
	Mirant

	Ogelman, Kenan
	OPC

	Edwards, JM
	PR&E

	Adib, Parviz
	PUCT

	Brandt, Adrianne
	PUCT

	Greffe, Richard
	PUCT

	Zhou, Sam
	PUCT

	Myers, Ted
	R.W.Beck

	Rhorer, Riley
	R.W.Beck

	Roepke, Olaf
	R.W.Beck

	Gresham, Kevin
	Reliant Energy

	Meyer, John
	Reliant Energy

	Shumate, Walt
	Shumate & Associates

	Comstock, Read
	Strategic Energy

	Cuddy, Vikki
	The Structure Group

	Oldham, Phillip
	TIEC

	Seymour, Cesar
	Tractebel

	Jones, Liz
	TXU Business Services

	Flowers, B.J.
	TXU Energy

	Gurley, Larry
	TXU Energy

	Rainey, John
	TXU Energy

	Ward, Jerry
	TXU Energy

	Johnson, Kurt
	Victoria Electric

	Smith, Bill
	WRS Resources


Participating via the web cast:
	Woodard, Stacey
	Austin Energy

	Wittmeyer, Bob
	Longhorn Power

	Troell, Mike
	STEC

	Wood, Henry
	STEC/MEC

	Stephenson, Randa
	Texas Ind Energy

	Cazalet, Ed
	The Cazalet Group


The meeting was called to order at 9:30AM by Trip Doggett.

Doggett read the Antitrust Admonition and reviewed the agenda for today’s meeting.  Today’s meeting will include a presentation by Lorenzo Kristov on the California ISO Market Redesign and the remainder of the meeting dedicated to action required from the Cost Benefit Concept Group.  

Meeting Minutes – December 17, 2003

A motion was made by William Lewis and seconded by Dottie Stockstill to approve the December 17, 2003 minutes as submitted.  The motion was approved by a unanimous voice vote.

Future TNT Meetings:

January 20 – 
Most of the meeting allocated to the Market Operations Concept Group

February 4 – 
Most of the meeting allocated to the Congestion Management Concept Group

February 18 - 
Most of the meeting allocated to the Commercial Operations Concept Group.

March 3, 17 & 31

Future Concept Group Meetings:

January 9 – 
Commercial Operations

January 12 – 
Market Mitigation 

January 13 – 
Market Operations

January 14 – 
Congestion Management

January 15 – 
Cost Benefit – Pre-Bid Conference 
Presentation by Lorenzo Kristov on the California ISO Market Redesign

Lorenzo Kristov discussed the original and revised California ISO (CAISO) market designs in detail.
· Original design is a zonal network model with 3 internal zones connected in a radial fashion.

· Local Reliability needs met with annual contracts with RMR units in critical locations.

· RMR costs assessed to TOs where the Resource is located for constraint.

· 1200 MW of new generation near Mexico led to overloading in the interzonal interface.
· Transmission system to be upgraded in December 2004

· New design implements LMP by October 2005; existing systems five years old with several patches and need to be upgraded.

· CRRs will only hedge congestions costs and not transmission losses

· CRRs will be settled in the day-ahead

Following are some of the questions asked.
Q:
Please share some information about implementation costs for the ISO and for Market Participants (average).

A:
Don’t know what the Market Participant costs will be, this is still being discussed.  As for the ISO costs, a rough ballpark is $10 to $50 million.  The New England ISO spent $70 million; CAISO is looking at less than that.  A lot of the CAISO systems are five years old with several patches and this is a needed overhaul.

Q:
Are CRRs adjusted (derated) to reflect real time conditions?  Are there any resulting uplift costs?  If yes, to who are these costs allocated?

A:
There is no deration of CRRs.  Once the CRRs are issued, whether sold or allocated, the holder gets the day-ahead nodal price difference taking out the losses part.  CAISO will track a balancing account over the year to accumulate excess revenue and short falls.
Q:
What percentage of the total capacity of CAISO’s system are ETCs?

A:
About 15-25%, this is variable depending on ATC not a fixed MW quantity.

Q:
If the ETCs do not specify a source, how do you model them?

A:
ETCs are easy to model in the zonal model because they are path specific.  CAISO doesn’t model internal ETCs unless path 15 is used.  CAISO has a purely radial relationship; this is the simplicity of the system.  In the new model ETCs will have to submit a schedule instead; they will not be modeled.

Q:
What is your market timeline under the new design, i.e. what time of day is the unit commitment known?

A:
By 10:00 AM the day-ahead submissions close, everyone submits their intended/preferred schedules.  Then runs are made between 10:00 AM and 1:00 PM, there is no interaction with the market during this time; results are published.  


The hour-ahead market is closed 20 minutes before and 30 minutes results are published.

Q:
Which vendor will provide the software for the CRR auction engine?  What reports about the auction will be provided to the market (i.e., successful bids only)?
A:
Contracts are currently pending, can’t discuss vendor information.

Q:
What aspects of LMP increase the ISO’s vulnerability to disputes, and how did you address how to minimize?

A:
A number of things have been done to keep clear documentation of procedures and the decisions made; rely less on discretion than the algorithm.

Q:
Would you please go into more detail as to why LSEs are allocated CRRs and what the benefit to the market is?

A:
The issue goes back to the fundamental concept that loads have been ultimately paying for the embedded cost of the transmission system.  The transmission systems were built primarily to serve the native load and as such are entitled to receive CRRs to enable the load to be served without incurring congestion costs; this is the policy that has been adopted.

Q:
Are you going to be starting the three markets simultaneously?

A:
The real-time market will start sooner but based on the zonal model; all real-time operations will start by spring 2004.  The LMP model will be implemented in 2005 with the three markets.  CAISO wants to get rid of the zonal design as soon as possible.

Q:
Do municipals dynamically handle their load?

A:
LA is a separate control area.

Concept Group Reports

Market Mitigation Concept Group report by Jim Galvin
The MMCG has not met since October, 2003.  The next meeting will be on January 12 and will be used as a working session to get summaries of what has happened at the other concept groups and discuss the market mitigation principles that need to be outlined.  Shams Siddiqi’s proposal will be re-visited at the next meeting.  The panel discussion will take place in February.
Next meetings:  January 12, 22 & 29

Congestion Management Concept Group by Dan Jones

The last meeting was held on December 19.  The group discussed:

· Load Zones

· CRR Auction Products - annual, monthly and daily auctions.

· Time period for CRRs

· One and two year CRRs

CMCG will be discussing CRR auction mechanics at the next meeting and Pre-assigned CRRs.  Targeting the February 4th TNT General Session meeting to vote on issues.
Next meeting:  January 14 & 26
Day-Ahead Market Discussion:

Trip Doggett reviewed the history of the Day-Ahead Market decisions.  He reminded the group that the Board had asked TNT to continue to examine concepts that include the best aspects of both the Auction Model and the Integrated Day Ahead Model.  He also reminded the group that the PUCT confirmed they wanted us to continue our efforts to examine Day-Ahead Market designs and expressed hope that we could reach consensus before their January 29 Open Meeting.  To meet that deadline, TNT would need to report any refinements to the Auction Model to the Board by January 13, for discussion to occur at the January 21 Board Meeting.  Doggett then asked Jerry Ward to discuss a proposal he sent to TNT to consider.
Jerry Ward presented on a proposed comprise for the day-ahead model:

· Start simple and cheap
· Move quickly and orderly to move to sophistication

· Allow further refinement of the network model

· Give ERCOT a chance to make LMP work well

Proposal:

(c)
Day-ahead energy market.  At the opening of the Texas Nodal market, ERCOT shall operate a voluntary day-ahead energy market, either directly or through contract, that includes an energy bid/offer market that is cleared by the market operator.  An improved day-ahead market shall be designed such that it contains the appropriate interfaces to allow for the transition at a later date to a market design that (1) provides price certainty for generators and loads; (2) is simultaneously feasible considering transmission constraints at minimum cost; and (3) minimizes the requirement for mitigation.  ERCOT will decide the appropriate time for implementation of the improved day-ahead Energy Market, but that decision will be made such that the market can be implemented no later than one year after the opening of the Texas Nodal market.
[Note: Proposed new Rule language shown in italics.]

Doggett then asked if there were any other Day Ahead proposals at this time.

John Meyer explained that a diverse group of Market Participants are developing a proposal that would address a comprehensive list of market design elements including the Day-Ahead Market.  John discussed the Topics Considered as Part of a Comprehensive Texas Nodal Proposal:

· ERCOT Markets

· Load Zones

· Load Zone Nodal Transition Plan

· Scheduling

· Resource Bids

· Network Modeling/State Estimation

· Day-ahead Market

· Congestion Revenue Rights

· Reliability Unit Commitment

· Real-Time Control & Dispatch

· QSE/Resource Performance & Compliance Monitoring

· TDSPs Performance & Compliance Monitoring

· Transmission Losses

· Resource Adequacy

· Market Mitigation

· Real-Time/Day-ahead Settlement

A complete proposal has not been prepared. 
Parviz Adib stated that the PUCT market mitigation rule will not be finalized before July 2004; the resource adequacy rule will not be finalized this year.  There is a practical question of how long does it take to do this comprehensive proposal.  The PUCT needs a realistic time of how long it will take to achieve this.

Doggett asked if there were any other day-ahead proposals that need to be shared with the group, none were voiced.  Doggett suggested convening a TNT General Session at 2:00 PM on January 13, 2004 after the Market Operations meeting to discuss Jerry Ward’s proposal or hear any other Day-Ahead proposals and requested a show of hands of those in favor.  January 13 would be the last day to prepare a report for the January 21 ERCOT Board meeting.  The group did not show an interest for meeting on January 13.
John Edwards asked Parviz Adib what he will respond if TNT reports that it is still working on a Day-Ahead proposal.  Adib stated that the group appears to be where it was back in October 2003.

Dan Bailey stated that the Board approved the Auction Model and they said that you could move from the Auction model to a hybrid.  The integrated market is not a hybrid; the integrated market is the integrated market.  Bailey further stated that he did not understand why the group kept looking at the integrated model.  Adrian Pieniazek stated in rebuttal that the decision that was blessed by the Board wasn’t “a here’s the decision we’re going forward with, it was okay we’re approving this but keep looking at other things,” that’s why we’re still here; just keep that in mind.  
Concept Group Reports - Continued
Market Operations Concept Group report by Joel Mickey
MOCG met on January 6, 2004 to discuss:

· Real-time Operations – presented by Bob Spangler [TXU]
· Fidelity Requirements for Transmission Modeling – presented by Floyd Trefney [Reliant]

· State Estimator – presented by Diran Obadina [ERCOT]

· Dynamic Scheduling – presented by Stacey Woodard [Austin Energy]
Next meeting:  January 13
Cost Benefit Concept Group by Rick Covington

The Cost Benefit Concept Group met on January 6, 2004 to review and finalize the RFP.  The document was brought forth to TNT for approval in order to issue on January 8, 2004. 

The RFP has five sections:

· Section 1 – Introduction

· Section 2 – Scope of Cost Benefit Analysis
· Section 3 – Outline of Key Elements Required in Bidders Proposal

· Section 4 – RFP Process

· Section 5 – Appendices

The following statement was read by Jeff Holligan.

“It appears to me that:
· Certain parties are advocating that economic relationships that may, in fact, be leveraging to the outcome of the cost benefit study, not be evaluated quantitatively.
· These parties are also attempting to limit the time period for which the study will be conducted, truncating it prior to the economic horizon (with regards to NPV analysis).

· As such, certain probable costs, and, most importantly, benefits that may accrue in the longer-term future would not receive a fair weighting.

· In short, these entities would bias the study, by limiting the variables considered and the time period analyzed.

· In a case, such as this market redesign effort, where a substantial portion of the costs are expected to be incurred in the short-term, while the benefits are likely to accrue in the longer-term, a limited analysis defeats the purpose:

· Which is to conduct an unbiased and comprehensive analysis that considers all potential costs, as well as benefits, that may be attributable to the considered market redesign proposal, thus allowing the most accurate conclusion to be reached. 

· Why are these parties resisting a comprehensive and robust analysis?
· To me the answer is clear.  They are attempting to maintain the status quo in which infrastructure deficiencies in the DFW area are being subsidized by the remainder of ERCOT.

· The costs of local congestion which occurs mainly in the North Zone/DFW are currently being uplifted to all ERCOT consumers.  This suits the subsidy seeking parties well because it shelters them from paying the actual cost of serving their loads.

· However, this violates basis cost causation/cost incurrence principles generally utilized in utility ratemaking – as well as free market economic principles.  Importantly, this results in an inefficient market, where dampened price signals lead to the maintenance of inadequate infrastructure, most prominently a lack of needed transmission construction.
· The purpose and reason for this market redesign project is to facilitate the direct assignment of local congestion costs to those who cause them.

· Limiting the scope and duration of the cost/benefit study appears to be seen by those who would so limit it, as a means to defeat the market efficiency enhancing direct assignment goal.

· Such an end, although it may facilitate the maintenance of subsidies for DFW, is not in the interests of ERCOT as a whole.

· I therefore urge this group to vote for a comprehensive study.  One which considers vigorously all potential costs and benefits, and which does so over a term, i.e., up to the economic horizon, consistent with standard economic evaluation principles.

Thank you.”
A motion was made by Jeff Holligan and seconded by Greg Ramon that language be inserted in the Scope of the Cost Benefit Analysis Section (Section II.B.13 - new) of the document which states that although different factors may be labeled quantitative or qualitative that the Consultant evaluate them with equal weight and rigor and that the qualitative factors be evaluated to the economic horizon (net present value perspective) and the quantitative factors to the extent that they can be trended.  The motion failed by a ballot vote of 41.7 % in favor and 58.3% opposed.
The group discussed the study period to be evaluated:

A motion was made by Rick Covington and seconded by John Rainey that the Study shall include quantitative analysis and a discussion of qualitative costs and benefits for the ten year period 2005 through 2014.  In addition, the report shall also include a discussion of potential long term qualitative costs and benefits after the initial 10 year period.  The motion was approved by a majority voice vote with one abstention by OPUC, Kenan Ogelman and one opposed by BP Energy, Jeff Holligan.  Members from all seven segments were present.
The group discussed revisions to Appendix G of the RFP:
 A motion was made by John Edwards and seconded by John Rainey to exclude the language revised in Appendix G.  The motion was approved by a ballot vote of 70.8% in favor and 29.2% opposed.
The following language will be excluded:

· Market participants can use unit-specific bids to reflect contract terms, heat rates, ramp rates, start-up costs, fuel types, etc.   Administrative rules would have to be lengthy and complex to address all these elements fairly and might require more substantial Commission intervention either in developing the rules or deciding contested cases when disagreements arise. 

After further discussions on the RFP:
A motion was made by Rick Covington and seconded by John Rainey for approval to release the RFP, as modified by incorporating changes from this TNT meeting, on January 8, 2004.  The motion was approved by a ballot vote of 89.3% in favor and 10.7% opposed.
The meeting was adjourned at 3:41 PM.

