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THE TEXAS CONNECTION




MEMO

	Date:
	May 11, 2004

	To:
	Board of Directors

	From:
	Trip Doggett, TNT Independent Facilitator

	Subject:

	Approval of Texas Nodal Market Mitigation Design Elements


Issue for the ERCOT Board of Directors

	ERCOT Board of Director Meeting Date:   May 18, 2004 

Agenda Item No.:  5c


	Issue: 
At the TNT meeting on May 10, participants discussed the Market Mitigation white paper and voted on several issues.  TNT was unable to come to a consensus on the three following areas:

· System-wide Mitigation Offer Cap

· Real-time Market Mitigation

· Mitigation of Ancillary Service Markets

While this notice comes to the Board a week prior to the May 18th Board Meeting, the Market Mitigation Concept Group will meet on May 12 and TNT will hold a General Session on May 14 to determine if additional discussion may bring resolution to these items.

A summary of the Market Mitigation design elements is set forth in Attachment A. The complete text of the “white paper” can be found on the ERCOT web site at http://www.ercot.com/TNT/default.cfm?func=browsebygroup under the heading “1 - Documents for TNT Consideration 5/10”.



	Background:

TNT members have made great progress in meeting the PUCT mandate for ERCOT to develop a revised wholesale market design, in accordance with PUCT Subst. R. 25.501, Wholesale Market Design in the Electric Reliability Council of Texas. As part of the TNT process, the full TNT group has approved, for Board consideration, the Texas Nodal design elements needed for the market design effort in the form of “white papers.” In November 2004, ERCOT must file (1) proposed Protocols for the implementation of Texas Nodal, (2) a cost benefit analysis of the proposed design and (3) alternative market design comparisons.  ERCOT expects to request final Board approval of the Texas Nodal Protocols at the October 2004 Board meeting. Full implementation of the new market design is scheduled for October 2006.  

The PUCT has a rulemaking process under way for Pricing Safeguards in the Texas Nodal Market Design.  It is estimated that the PUCT staff will require three months to issue their rulemaking on this topic.  The PUCT staff has indicated that they wish to have a white paper from the TNT to incorporate into this rulemaking process.  With the three-month rulemaking timeline, and the need to have draft protocol language available for the November 2004 filing, there is a need for resolution in the following open Market Mitigation issues:

System-wide Mitigated Offer Cap

TNT considered the following options:

· Competitive System Mitigation (CSM): method proposed by PUCT staff where the mitigated cap is determined based on scarcity and pivotal supplier tests

· Partial CSM: CSM is activated when either the Pivotal Supplier test or imbalance bid threshold test fails

· No CSM: Implies the offer cap of $1000

· Limited Bid Curve Slope: this method limits the slope of the bid curve to $15/MWh on bids that are over $300/MWh

Real-time Market Mitigation

TNT considered the following options:

· Base Heat Rate: the greater of 14.5 Heat Rate or pre-verifiable costs plus 15%
· Cost Plus: pre-verifiable costs plus a capacity factor adder
· System Surrogate Heat Rate
Ancillary Service Market Mitigation

TNT considered the following options:

· CSM: method proposed by PUCT staff similar to CSM for System-wide Mitigated Offer Cap
· $1000 offer cap
· Limited Bid Curve Slope: same method as indicated in System-wide Mitigated Offer Cap


	Action Requested:
(1) Board selection of one option for each of the above three elements (System-wide Mitigated Offer Cap, Real-time Market Mitigation and Ancillary Service Market Mitigation) for inclusion in the Market Mitigation white paper and (2) Board approval of the Market Design Elements set forth in the Market Mitigation white paper.  



	Alternatives:
(1) Resolve remaining issues in the white paper and approve the TNT design elements as presented or as modified by the Board; (2) remand to ERCOT and TNT with instructions.



	Conclusion/Recommendation:
The Texas Nodal Team, TNT Independent Facilitator, and ERCOT Staff recommend the Board resolve open issues and approve the Texas Nodal wholesale market design elements presented herein.
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