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	ERCOT/Market Segment Impacts and Benefits


Instructions:  To allow for comprehensive PRR consideration, please fill out each block below completely, even if your response is “none,” “not known,” or “not applicable.”  Wherever possible, please include reasons, explanations, and cost/benefit analyses pertaining to the PRR.

	
	Impact
	Benefit

	
	Business
	Computer Systems
	

	ERCOT
	Requires new Settlements calculations and validations, changes in Finance for ERCOT Administration Fee calculation, and new procedures in Data Aggregation.  No long-term staffing impacts.
	Requires Lodestar changes for new Data Aggregation, generation data and new calculations
	None.

	MARKET SEGMENT                      
	
	
	

	Consumer
	Not known.
	Not known.
	Not known.

	LSE:
General, Including NOIE
	Not known.
	Not known.
	Not known.

	LSE:
CR & REP
	Not known.
	Not known.
	Not known.

	QSE
	Not known.
	Not known.
	Not known.

	Resource
	Not known.
	Not known.
	Not known.

	TDSP
	Not known.
	Not known.
	Not known.


	Comments


Background

On 01/23/04, PRS passed PRR482 incorporating ERCOT’s comments from 01/22/04 and adding some additional components, notably a three year phase-in plan and inclusion of DC Tie energy imports in the Net Generation calculation.  ERCOT was asked to prepare information to illustrate possible implementation methodologies based on PRS’ discussion and the approved motion.

The motion approved states, in part:

Motion to approve PRR482 with ERCOT Comments and a 3-year phase-in plan, and clarification that RMR Energy excluded is only RMR Energy dispatched by ERCOT and Net Generation will include DC Tie Import energy…

The following information and methods are provided to respond to that request.  

Currently, the ERCOT Administrative Fee is determined in an annual fee case.  This fee is a result of dividing the ERCOT annual Revenue Requirement (expressed in dollars) by an estimate of the expected annual Load (in MWh).  The outcome of this equation is an Administrative Fee Factor (AFF) expressed in dollars per MWh.  Currently, AFF is then applied to QSEs’ Load to obtain ERCOT’s revenue.  That process is depicted in the formulas shown below:

Current ERCOT Method

Admin Fee Factor = AFF =  ERCOT Revenue Requirement ($) for 2004 =  $   134,500,000  .= $0.46/MWh



       
    Annual Load Forecast  (MWh)                         294,400,000MWh

Admin Fee Collected from QSE       = AFF * (Load + Exported Energy)

QAFiq
= AFF * (AMLiq + Xiq)



Where:

QAFiq
= Administrative Fee collected from QSE/interval

AFF
= Administrative Fee Factor per MWh




AMLiq
= Adjusted Meter Load/QSE/interval




Xiq
= Exported Energy/QSE/interval
Implicit in ERCOT’s 01/22/04 comments, the ERCOT Administration Fee Factor (AFF) calculation would change from its current formula:


AFFcurrent 
= Revenue Req’t / Estimated Load

to the following:

AFFERCOTComments = Revenue Req’t / (Estimated Load + Estimated Net Generation)

Note:  Estimated Load includes Exports, and the contributors of Net Generation are discussed below.

In its 01/22/04 comments, ERCOT suggested the following formula for the calculation of the ERCOT Administrative Fee applicable to a QSE:

QAFiq  
=  AFF * (AMLiq  + Xiq + NGiq)

Where:

QAFiq:
QSE Administrative Fee per interval

AMLiq:
Adjusted Metered Load in MW per interval for the given QSE

Xiq
Deemed actual exported quantity per interval per QSE (adjusted for Transmission Losses and UFE)

AFF:
Administrative Fee factor per MWh

NGiq:
Net Generation in MWh per interval for the given QSE less MWh per interval provided as RMR Service and OOM Energy Up Service

ERCOT’s comments did not contemplate 1) a phasing-in of the AFF fee for Generation Resources, and 2) the addition of Imported Energy.  Therefore, some adjustment to the formulas discussed in ERCOT’s comments is required.

ERCOT staff suggests that at least two possible methods for implementing the phase-in can be accomplished.  The two that appear most obvious are discussed in detail below with some additional background information.

As discussed above, PRR482 proposes to include Net Generation in the Administrative Fee, phased-in over a three (3) year period.  The general formula for including Net Generation in the AFF formula once the phase-in period is complete and Imported Energy is included is shown below: 

Admin Fee 


Collected from = AdminFee * (Load+ExportedEnergy+NetGeneration+ImportedEnergy)

QSE

QAFiq
= AFF (AMLiq + Xiq + NGiq + Iiq)


Where:



QAFiq
= Administrative Fee collected from QSE/interval



AFF
= Administrative Fee Factor per MWh



AMLiq
= Adjusted Meter Load/QSE/interval



Xiq
= Exported Energy/QSE/interval


NGiq
= Net Generation – RMR Energy – OOMEUp Energy by QSE by interval



Iiq
= Imported Energy/QSE/interval

ERCOT staff was tasked with providing information on how this phase-in of Net Generation might be accomplished.  The percentages to be phased-in discussed at PRS were “1/3 in the first year, 1/3 in second year, and the last 1/3 in year 3, beginning in 2005.”  The final motion to recommend approval of the PRR, however, only specified a three (3) year phase-in plan, but did not specify the percentages to be phased-in each year.  ERCOT staff’s interpretations relative to this language caused us to see two possible approaches to implementation.   Either would require a change to the ERCOT computer system as the data required for the generation calculations are not presently available.  However, either method can be accommodated.



Method One

The first of the two methods takes the calculation shown in ERCOT’s comments from 01/22/04 and makes an alteration in the Net Generation term to accommodate the phase-in plan.  For example, in year one, this method presumes that the denominator includes all Load currently included in the AFF calculation and adds to that amount 1/3 of the Net Generation calculation.  In year two, the denominator would include all Load (using the same formula as that used in 2004) and 2/3 of the Net Generation calculation.  In years 3 and beyond, all Load and all Net Generation would be summed in the denominator   

In Method One, the AFF calculation with the 1/3 phase-in (for year 1) looks like this:

AFFyear1 =                 

Revenue Requirement                                             

        

             (Estimated Load + Exports) + (1/3)(Estimated Generation-RMR-OOME+Imports)

= $          
134.5M








    (294M MWh+6M MWh )+ (1/3)(294M MWh – 20M MWh – 30M MWh + 5M MWh)

= $0.35/MWh

When applying this AFF to a given QSE, the calculation looks like this:

QAFiq  =  AFF * {(AMLiq  + Xiq) + [(n/3)*(NGiq +Iiq)]}

Where:

QAFiq:
QSE Administrative Fee per interval

AFF:
Administrative Fee factor per MWh 

AMLiq:
Adjusted Metered Load in MW per interval for the given QSE

Xiq
Deemed actual exported quantity per interval per QSE (adjusted for Transmission Losses and UFE)

n:
Year of phase-in implementation, 1, 2 or 3.  Term is eliminated after phase-in period

NGiq:
Net Generation in MWh per interval for the given QSE less MWh per interval provided as RMR Service and OOM Energy Up Service

Iiq:
Imported Energy per QSE per interval

For each QSE/interval, an example QAFiq formula might appear for Year 1 as:

	Formula
	Example

	If, for example:

	QAFiq
	· Administrative Fee collected from QSE/interval
	· Calculated result

	AFF
	· Administrative Fee Factor per MWh
	· $0.35 per MWh

	AMLiq
	· Adjusted Meter Load/QSE/interval
	· 300 MWh

	Xiq
	· Exported Energy/QSE/interval
	· 6 MWh

	NGiq
	· Net Generation – RMR Energy – OOMEUp Energy by QSE
	· 300 – 20 – 30 = 250 MWh

	Iiq
	· Imported Energy/QSE/interval
	· 5 MWh


	QAFiq
	· AFF*[(AMLiq + Xiq)+ (1/3)(NGiq + Iiq)]
	· 0.35 x [(300+ 6) + (1/3)(250+5)] 

· 0.35 x [(306) + (85)]

· $136.85


Comments on Method One:

· This method uses the formula specified in the approved PRR

· The calculated Administrative Fee Factor is a single AFF applied to Load and Net Generation

· Revenues collected from Loads and generation will not be evenly divided when the single factor is applied independently to Load MWh and Net Generation MWh

· Effective AFFs for individual QSEs will vary depending on the QSE’s percentage of Load vs. Generation

· ERCOT will estimate Net Generation, including amounts of RMR and OOME Up Services.  These estimates may cause unexpected variances in the amounts of revenue actually collected until ERCOT gains experience in estimating these new factors.  However, a mitigating factor is that the total percentage of RMR and OOME Up MWh to be included in the Net Generation calculation is within the general margin of error of ERCOT’s current calculations of annual estimates.



Method Two

The second method would retain the current annual AFF calculation and continue to determine the AFF on annual estimated Load only.  After the AFF has been determined, a percentage defined by either the phase-in plan or the Board (in later years) would be assigned to Loads.  The remainder would be assigned to Net Generation.  Basically, the dollar amount of the Revenue Requirement is split precisely between Loads and Net Generation as prescribed.

Using the discussion from PRS as a basis for the percentages in our example below, we have assumed that the intent of the PRR is to evenly divide the contributions to the AFF (after the phase-in period) between the Loads and the Generation Resources.  Given that assumption, see the following example calculation:

AFF Revenue = equal split between Load & Gen after phase-in => .50 Net Gen and .50 Load

With the phase-in (1/3 per year), the fraction of the revenue requirement due to Net Gen and Load, respectively by year is shown below:

Year 1 – 
Net Generation Contribution = 1/3 of the Revenue Requirement allocated to Net Generation = 1/3 * .5 = 1/6 


Load Contribution 
= Remainder of Revenue Requirement = 1 – 1/6 = 5/6

Year 2 – 
Net Generation Contribution = 2/3 of the Revenue Requirement allocated to Net Generation = 2/3 * .5 = 2/6


Load Contribution 
= Remainder of Revenue Requirement = 1 – 2/6 = 4/6

Year 3 – 
Net Generation Contribution = 3/3 of Revenue Requirement allocated to Net Generation = 3/3 * .5 = 3/6 = .5

Load Contribution 
= Remainder of Revenue Requirement = 1 – 3/6 = 3/6 = ½ = .5

This method can be implemented in a manner that would allow the Board to define the percentage split between Loads and Generation Resources on an annual basis.  Unless changed by the Board after the completion of the phase-in period, this method would result in an equal dollar amount of sharing of the Revenue Requirement between Loads and Generation Resources.  

As discussed previously, Method Two would maintain the current annual ERCOT calculation to determine the AFF to derive the amount of revenue to be collected per MWh of Load.

AFFcurrent 
= Revenue Requirement / Estimated Load
The revenue for each interval would be calculated based on the MWh of Load in the interval.  This revenue number would be a total that would be divided across Loads and Generation Resources.

TotalAmti  
= AFF * (AMLi  + Xi)   
Where:

TotalAmti
=  Total revenue required from both Loads and Generation Resources, based on Load MWh per interval

AFF

=  Administrative Fee factor per MWh 

AMLi

=  Adjusted Metered Load in MWh per interval

Xi

=  Deemed actual exported quantity in MWh per interval 




     (adjusted for Transmission Losses and UFE)

The allocation of the revenue requirement for the interval would be divided proportionally between Loads and Generation Resources according to the phase-in percentages, or as mandated by the Board.

LoadAmt  
=  (LoadShare%) * TotalAmt
GenAmt  
=  (GenShare%) *  TotalAmt 

Note:  As a check:  LoadAmt  + GenAmt   = TotalAmt

Where:

TotalAmt
=  Total revenue required from both Load and Generation Resources,                     based on Load MWh 

LoadShare%
=  The percent of Fee assigned to Load

GenShare%
=  The percent of Fee assigned to Generation Resources

Note: (LoadShare + GenShare=100%)

LoadAmt
=  Revenue collected from Load 

GenAmt
=  Revenue collected from Generation Resources

The allocation of the fees collected for each interval for each QSE representing Load is depicted in an example for Year 1 of the phase-in plan below (assuming the 1/6 Generation Resources allocation and 5/6 Load allocation):

Assume for this example, for the interval, the total ERCOT Load plus exports (AMLi  + Xi) = 13043.4 MWh.   
TotalAmti  
= AFF * (AMLi  + Xi)  



= $.46/MWh * 13043.4 MWh



= $6,000


LoadAmti  
=  (LoadShare%) TotalAmti



= 5/6 * $6,000 = $5,000

GenAmti  
=  (GenShare%) TotalAmti 



= 1/6 * $6,000 = $1,000

Note:  As a check:  LoadAmti  + GenAmti   = TotalAmti

	Formula
	Example

	If, for example:

	LoadAmtiq
	· Administrative Fee collected from QSE/interval for Load
	· Calculated result

	AFF
	· Administrative Fee Factor per MWh
	· $0.46 per MWh

	LoadShare%
	· Percent of Fee assigned to Load
	· 5/6

	AMLiq
	· Actual Metered Load per QSE/interval
	· 300 MWh

	Xiq
	· Exported Energy per QSE/interval
	· 6  MWh


	LoadAmtiq
	· (AFF)*(LoadShare%)*[(AMLiq + Xiq)]
	· 0.46 x (5/6) x (300+ 6)

· 0.3833 x 306

· $117.00


Once the total Admin Fee revenue to be collected from Load for a given interval is known, the remainder of the total is the amount to be applied to Generation Resources based on their Generation Ratio Share, as calculated below:


GenAmti
= (GenShare%) TotalAmti

Where:



GenAmt
i
= Amount of Administrative Fee for Generation Resources by interval ($)



GenShare%
= Amount of Phase-in share of fee for Generation Resources (percent)

TotalAmti 
= Total revenue required for interval ($)

The allocation for Generation Resources by QSE by interval would be:

GenAmtiq
= GenAmti * { Genqsei   –   (RMRqsei    +    OOMEUpqsei)   + Importqsei                     




           GenERCOTi – (RMRERCOTi + OOMEUpERCOTi) + ImportERCOTi}
Where:

GenAmtiq
= Admin Fee collected from QSE for generation, by interval

GenAmti
= Total ERCOT Admin Revenue from Generation Resources for interval

Genqsei

= Amount of generation by QSE by interval

RMRqsei

= Amount of RMR energy by QSE by interval 

OOMEUpqsei
= Amount of OOME Up energy by QSE by interval 

Importqsei
= Amount of imported energy by QSE by interval 

GenERCOTi
= Amount of generation for ERCOT by interval

RMRERCOTi
= Amount of RMR energy for ERCOT by interval 

OOMEUpERCOTi
= Amount of OOME Up energy for ERCOT by interval 

ImportERCOTi
= Amount of imported energy for ERCOT by interval

The allocation of the fees collected for each interval for each QSE representing Generation Resources is depicted in an example for Year 1 of the phase-in plan below (assuming the 1/6 Generation Resources allocation and 5/6 Load allocation):
	Formula
	Example

	If, for example:

	GenAmtiq
	· Administrative Fee collected from QSE for the interval for Net Generation
	· Calculated result

	NGiq
	· Net Generation – RMR Energy – OOMEUp Energy by QSE by interval
	· 300 – 20 – 30 = 250 MWh

	AFF
	· Administrative Fee Factor per MWh
	· $0.46 per MWh

	TotalAmti
	· Total ERCOT Admin Revenue from both Load and Generation Resources for the interval
	· $6,000

	GenShare%
	· Percent of fee assigned to Net Generation
	· 1/6

	GenAmti
	· (GenShare%) * TotalAmti
	· 1/6 * $6,000 =$1,000

	Importiq
	· Imported energy per QSE/interval
	· 5  MWh


	GenAmtiq
	=      GenAmti *{[(Geniq-(RMRiq+OOMEUpiq)+ Importiq]   /      [GenERCOTi – (RMRERCOTi + OOMEUpERCOTi) + ImportERCOTi]}
	· [(1/6)*($6,000)]*{[(250)+ 5]/ 12846.4 MWh}

· $19.85


The total collected from the QSE is the sum of the amount collected due to Load and the amount collected due to Net Generation, as depicted in the formula below:

TotalAmtiq  
 =  LoadAmtiq  + GenAmt iq  


=      $117.00      + $19.85



=      $136.85

In Method Two, the fee case for ERCOT would require approval of the formula showing this defined percentage split, rather than approval of a specific fee factor.  Effective fee factors for Loads and Generation Resources could then be calculated.  The effective fee factor for an individual QSE with Generation Resources would be dependent on the amount of adjustments for RMR and OOME Up Services and Imports from DC Ties applicable to that particular QSE.  

Comments on Method Two

· The effective AFF will be different for Net Generation and Loads. 

· Under the 1/3, 1/3, 1/3 phase-in plan, at the end of the phase-in, AFF revenue requirements for Net Generation and Loads would be evenly divided unless the percentage split is re-examined by the Board.

· In the AFF calculation, ERCOT would continue to use only the Load Forecast for the annual AFF calculation denominator, as is currently used as a base for the fee calculation.  This would limit the dependence on estimates for AFF basis (no dependence on Generation, RMR, OOME Up estimates).

Credit Implications

As Generation Resources begin paying a portion of the AFF, their credit worthiness calculations will be affected and may impact collateral requirements.  The ERCOT Credit department does not believe that the EAL and other credit calculations will change as a result of this PRR.
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