Attachment A
ERCOT Board Meeting, March 16, 2004

Item 4c – Texas Nodal – Board Approval

Texas Nodal Design Elements Summary

The following are summaries of “white papers” of wholesale market design elements developed and approved by the Texas Nodal Team as of March 9, 2004. These design elements are presented to the ERCOT Board for approval at its March 16 meeting. The full TNT-approved white papers may be found in Attachments B – F.

(1)  Unchanged Market Components

Certain components of the existing ERCOT market design do not need to be changed to accommodate a nodal market design.  This paper defines all existing market components that stakeholders have determined will not need to be modified in any way for implementation of a nodal market design.

The following market components will not need to be modified for implementation of a nodal market design:

Black Start Service, State of Texas Renewable Energy Credit Trading Program, Process for Protocol Revision, Metering (excluding Telemetry), Transmission Losses, Distribution Losses, Agreements (excluding Standard Form Reliability Must-Run Agreement), and Unaccounted For Energy (UFE).

(2)  Ancillary Services

This paper describes the Day-Ahead Ancillary Services Market, used to procure necessary capacity above that self-provided by QSEs for the purposes of regulation, responsive reserves and non-spinning reserves to support the reliable transmission of energy from resources to loads.

The Day-Ahead Ancillary Services that are part of the Texas Nodal Market design are:

· Regulation Up Service (RUS)

· Regulation Down Service (RDS)

· Responsive Reserve Service (RRS)

· Non-Spin Reserve Service (NSSS)

Ancillary Services capacity will be self-arranged by market participants and/or procured by ERCOT on behalf of market participants after close of the ERCOT Day-Ahead Market (DAM) and submittal of bi-lateral energy schedules and prior to implementation of the Reliability Unit Commitment (RUC).

Some differences between today’s zonal market Ancillary Services and the Texas Nodal Market include:

· When a QSE self-arranges any portion of its A/S capacity, it must designate which specific generating resources (or loads) will be used to provide the required A/S capacity.  Any changes in the specific resources to be used by the QSE for A/S capacity will be reported to ERCOT as soon as possible.

· If a QSE does not self-arrange all of its A/S capacity responsibility, ERCOT will procure the remaining A/S capacity for the QSE from the market using a simultaneous auction process designed to minimize total cost of A/S capacity for the market.  The auction-clearing price for each A/S capacity service will be the shadow price corresponding to the requirement for the respective A/S in the simultaneous optimization.

· QSEs may submit unit-specific offers to ERCOT to provide one or more of the A/S capacity services.

Day-Ahead A/S Auction Inputs

· Quantity of each type of A/S capacity service required (as determined by ERCOT’s methodology)

· Quantity of each type of A/S capacity service required of each QSE (allocation by load-ratio share)

· Quantity of each type of A/S capacity service self-arranged by each QSE

· Quantity of each type of A/S capacity to be procured by ERCOT

· Offers received (unit-specific price curves ($/MW)) for each service
Day-Ahead A/S Auction Outputs
· Name of each resource and quantity of capacity selected

· Clearing price for each A/S capacity service

· Notice of winning offers to each QSE submitting an offer

(3)  Congestion Management Concept Group (CMCG) Concept Document

This paper provides an overview of Congestion Revenue Rights (CRRs), including Preassigned Congestion Rights (PCRRs).  The overview includes definitions, types and values, and requirements to participate.  It also describes the CRR Auction mechanics, PCRR terms and conditions, treatment of derating, and addresses ownership limits and treatment of Hubs.

CRR Overview

A Congestion Revenue Right (CRR) is a financial instrument that entitles the holder to be charged or to receive compensation (depending on the instrument) for Congestion Costs that arise when the transmission grid is congested in the [Day-Ahead or Real-Time] Energy Market and differences in [Day-Ahead or Real-Time] Locational Marginal Prices (LMPs) result from the dispatch of generators to relieve the congestion.  CRRs are tradable via the ERCOT CRR Auction or bilaterally.

The types of CRRs that may be offered by ERCOT are defined as follows:

Point-to-point Options

PTP Option products will be evaluated in each CRR auction as the positive power flows on all directional network elements created by the injection and withdrawal at the specified source and sink points of the quantity represented by the CRR bid or offer (MW), excluding all negative flows on all directional network elements.

Point-to-point Obligations (if available)

PTP Obligation products will be evaluated in each CRR auction as the positive and negative power flows on all directional network elements created by the injection and withdrawal at the specified source and sink points of the quantity represented by the CRR bid or offer (MW).

Flowgate Products

ERCOT shall consider offering Flowgate rights no sooner than two years after the implementation of Texas Nodal market operation.  Flowgate products, if added, will be evaluated in each CRR auction as the positive power flows on a pre-defined directional network element or a bundle of directional network elements as represented by the quantity of the CRR bid or offer (MW).

CRR Auction

The CRR Auction provides a method of auctioning the network capacity of the ERCOT Transmission System.  The auction also allows CRR Holders an opportunity to offer for sale any CRRs that they currently hold.

The following PTP Option, PTP Obligation and Flowgate (if available), products will be offered, subject to credit requirements developed by the Credit Workgroup:

1. 15% of network capacity will be sold annually as two year strips

2. 25% of network capacity will be sold as one year strips [40% in the first year]

3. 35% +/- of network capacity will be sold as monthly strips

4. 10% +/- of network capacity will be reserved for use in a day-ahead market.

The auction will consider a designated injection point (source) and withdrawal point (sink), each of which is limited to the following ERCOT-defined settlement points:

1. Generator nodes

2. Load Zones

3. ERCOT defined Trading Hub

Preassigned CRRs

PCRRs are available on an annual basis to non-opt in municipally owned utilities (MOUs) and electric cooperatives (ECs) that choose to apply for such rights and that own or have a long-term contractual commitment for annual capacity and energy from a specific generation resource, and such commitment was entered into prior to September 1, 1999. Contract extensions or modifications that do not materially alter the use and terms of use of a particular generator by a customer will not impact the eligibility for PCRs for that generation and load pairing. An MOU or EC shall no longer be able to use or acquire PCRRs after they opt into competition, with the exception of South Texas Electric Cooperative ("STEC").  STEC may acquire PCRRs up to three years after the date it enters into competition.
PCRR terms and conditions are defined within the document.

Derating

At such time as the CRR MW sold via CRR auctions exceeds the transmission capacity of the ERCOT system in real time, the CRR holder shall be short-paid on a prorata revenue basis.  This will effectively uplift any shortfall of CRR revenues to holders on a pro-rata share of CRR ownership basis.  (Includes the idea of surpluses being held in a balancing account to balance out over a calendar period.)

Ownership Limits

There will be no ownership limits on CRRs held at any given time.  However, this condition is subject to development of market monitoring and business rules that govern the use of CRRs.  The TNT Market Monitoring Concept Group shall assist the TNT Congestion Management Concept Group with the development of these rules.

Hubs

Hubs shall be defined as one or more nodes in the ERCOT grid.  Any hubs established shall be defined in the ERCOT Protocols.  The nodes selected for use in the hub may be any set desired by the market, but should be electrically similar and have a relatively stable price relationship in aggregate.  The list of nodes that define a hub shall never be modified, and once defined, a commercial hub exists in perpetuity.

The Hub LMP will be the simple average of the transmission node LMPs in the hub.  If load nodes are used to define a hub, weighting of the LMPs may be allowed.  Once a hub is developed, ERCOT will publish prices for the hub as long as the nodal market design exists.

(4)  Load Zones

Every load bus in ERCOT must be assigned to a load zone for purposes of settling the Texas Nodal Market.  A Load Zone 15-minute LMP will be calculated for each settlement interval as a load weighted average (based on a 5-minute bus load as provided by the State Estimator) of the 5-minute LMPs for each bus assigned to the load zone.

This paper describes the initial designation of Texas Nodal Market (TNM) Load Zones, including Non Opt-In Entity (NOIE) Zones, the rules associated with the assignment of load busses to these zones and describes the rules associated with the creation of new or deletion/realignment of existing load zones.

TNM Load Zones

The initial Load Zone designation for the Texas Nodal Market (TNM) utilizes the four (4) Competitively Significant Constraint (CSC) Zones that were in effect in the ERCOT Market during 2003.

NOIE Load Zones

All NOIEs, or groups of NOIEs linked by common pre-1999 power supply arrangements, which have a 2003 NOIE peak load in excess of 2,300 MW will be defined as separate NOIE load zones.  All other NOIEs are by default assigned to the appropriate TNM Load Zone unless they make an election to be a NOIE Load Zone by August 1, 2005.  There will be a maximum of 20 NOIE Load Zones.

To the extent that any costs are allocated based upon a zonal load ratio share, the loads in NOIE load zones will be considered a part of the Texas Nodal Commercial zones for this purpose.  For NOIEs that have loads in more than one Texas Nodal Commercial zone, the allocation shall be based on the load ratio share in each zone.

Three years after a NOIE offers its customers retail choice, the NOIE’s load shall be merged into the appropriate TNM competitive load zone(s).  Otherwise, NOIE load zones will be treated as other load zones including a 3-year notice requirement for ERCOT Board approval of any changes to load zones.

Addition of New Load Busses

If the new load busses connect to busses all located in the same TNM Load Zone then assign the new load busses to that TNM Load Zone.

If the new load busses connect to busses located in different TNM Load Zones then ERCOT shall simulate on-peak LMP markets with the new facility incorporated into the network model.  Each new buss shall be assigned to the TNM Load Zone with the closest matching Zonal LMP to the new buss's LMP.  Such changes shall become effective immediately.

Load Zone Modifications

TNM Load Zones may be added/deleted, or otherwise reformed, only upon the approval of the ERCOT Board of Directors.  Such changes shall not become effective until after 36 months following the month in which the ERCOT Board renders its approval.

(5)  Dynamic Ratings

The concept of reducing transmission costs through temperature adjusted ratings is based upon the fact that transmission lines are typically rated assuming a summer peak ambient temperature and conservative values for other factors such as air movement across the conductor. Additional transmission capacity is often available if the actual ambient temperature is used in the determination of rating.  This paper discusses the responsibilities for ERCOT and TDSPs in using temperature adjusted transmission line ratings to reflect the real time temperature conditions rather then the typical expected conditions.

ERCOT will accept temperature adjusted transmission equipment ratings via one of the following two mechanisms:

· Ratings may be delivered via ICCP from Transmission Distribution Service Providers (TDSP). ERCOT shall utilize these real-time ratings in its SCADA alarming, real-time security analysis, and congestion management process.  In parallel to this process, ERCOT will require TDSPs to submit a table of equipment rating vs. temperature for use in operational planning studies.

· Alternatively, TDSPs may elect to provide ERCOT with a table of equipment rating vs. temperature as well as a temperature value in real-time for each weather zone spanned by the TDSP. ERCOT will apply the table of temperature/rating relationships to determine the rating of each such designated piece of equipment.

ERCOT will:

· Provide software and processes to accept and implement dynamic ratings or temperatures to be applied to rating tables in real-time.  

· Use these ratings for alarming, compliance with ERCOT and NERC requirements, and congestion management purposes in both real-time and operational planning.

· Identify additional transmission elements that have a high probability of providing significant added economic efficiency to the ERCOT market through dynamic rating and request dynamic ratings from the associated transmission provider.

Each TDSP will:

· Provide ERCOT with tables of ratings for different ambient temperatures as required by ERCOT for up to a maximum of 12 new ratings per year.

· Each request by ERCOT for a new table will normally result in a temperature adjusted rating table submittal within 2 months.

· Each TDSP will provide real-time temperatures for each zone in which the TDSP has existing dynamically rated transmission equipment or alternatively provide rating updates for each temperature adjusted line rating updated at least once every 10 minutes.
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