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e Improved bidding structure
- Currently potential of TMW 1 hour strike
- Generators can be bid rationally
- Unit startup costs can be factored in

- Competition between use of capacity for Ancillary
Service and DA energy, call option strikes, etc.

e Lower costs

- Improved bidding = more offers
- More offers should lead to lower costs
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e Studied Jan. 1, through March 14, 2005

e Results if all prices above $50/MW were
clipped:
- January - $6.936M
- February - $741K
- March - $574K
- Total $8.251M

e For 2 and %2 months!




[image: image4.jpg]How to evaluate savings

e Clipping effect
- Units that can be started can bid a lower cost
- If bid is struck, effectively “clips” the market price
- Study assumes $50/MW/hr cap to reduce volatility
associated with current bidding methodology
e Other market benefits

- Capacity and energy used for A/S can be used for a number
of other markets such as DA energy forwards

- Call options could also be struck to supply energy for
capacity bid into A/S markets

- Thus, Block bidding allows better structuring of A/S offers
allowing more capacity to bid into A/S markets
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* The \mrmved bidding process should provide a
general improvement in market performance

* Representative of a fixed % reduction of the
approximately $378 million A/S market
o Hard to know exactly what to expect, however:
- 2.0%= S7.5Miyr
S15MAyr

- 6.0%=S22.5Miyr
- 8.0%= S30MAYT
e Even on the extreme low end, savings substantially
Justify the project with only a one year payback
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In meeting w/ERCOT, TXU, and Areva it appears that implementation
is very doable using existing computational models that ERCOT owns

e ERCOT raised other specific issues:

Requires system replacement — this should be factored in to the costs of
the project

Tie breaker — could use the first bid submitted in to the market to break ties
Single MCPC — if the price from a block bid that was selected exceeds the
marginal clearing price of a single hour, the MCPC for that hour would be
the clearing price for the non-block bid selected bid, because that is the
clearing price for the marginal MW of capacity selected.

Make Whole Payments - blocks bids may require some form of make
whole payment if over the course of all the hours that the block was
selected, the MCPC did not average out to be equal to our greater than the
bid price selected. This can be treated in the same fashion as energy in
the future DAM (make whole netted against other “profits” with remainder

uplifted). Even with potential uplift, cost will be less than process
used today!
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e A QSE offer is struck for $40/MWV for 100MW over a four hour
period
- Hour 1 - MCPC = $45/MW
- Hour 2 - MCPC = $20/MW
- Hour 3 - MCPC = $45/MW
- Hour 4 - MCPC = $45/MW

¢ Make Whole payment = ($40/MW/hr*100MW*4 hrs) —
($45/MW/hr*100MW*3 hrs + $20/MW/hr*100MW*1 hr) =

$500 to be uplifted (mechanism to be determined)

e Bid would only be struck if next available off exceeds $500
additional cost for this capacity
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e Managing LAAR limitations — not sure how this mechanism
would change existing process

e Block Bid carryover for secondary markets:

- It seems like all selected bids (block or hourly) from the first market
would be frozen where applicable and the secondary market would
solve for the residual obligation using new bids.

- However, if it's a problem to carry over block bids, requirement
could be set to rebid (all block bids thrown out)

e How x% requirement would be imposed — since TAC set this
very high, is this even an issue? If so, can Areva provide
suggestions?

e Notification - utilize a PJM style lattice matrix that shows exactly
which block bids that were submitted have been awarded. It
seems that this should be a straight forward issue to work out.
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e Rough Cost / Benefit Analysis:
- Rough cost estimate to implement (Areva & ERCOT) - $1M
- Removing some of the unnecessary start-up costs risk for generators
should significantly improve A/S market liquidity

o Based on 2004 actual A/S auction results, a 2% to 8% reduction in A/S
costs would equate to between $7.5M/yr and $30M/yr of benefit for the
market.

e Based on the first 2 %2 months of 2005, assuming that block bidding
\é/ould clip all of the $50+ prices, block bidding would equate to
8.25M.

= %'d1er of magnitude first year only Cost / Benefit is between 47:1 and
e Timing

- Version 4 missed — day late and $ short

- Version 5 slated for '06 — to far out, given the strong C/B opportunities

- Given that significant Cost / Benefit opportunities, Market Participants
would like the opportunity to examine a mid term project
implementation and associated budget review.
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