



NOTICE DATE:  19 May, 2005
NOTICE TYPE:  Market Notice of System Change
SHORT DESCRIPTION: Penalty factors in ERCOT’s Market Clearing Engine (MCE) for Balancing Energy will be changed effective on Operating Day of June 1, 2005.
INTENDED AUDIENCE:  QSEs
Effective Date:  Operating Day of June 1, 2005 
LONG DESCRIPTION:  Penalty Factors are assigned limits to the cost of solving constraints used by the Balancing Energy MCE.  Parameters in the Balancing Energy MCE known as “Penalty Factors” or “Shadow Price Caps” will be changed to limit the deployment of Balancing Energy that has little effect on solving congestion.  The following parameters will be changed.

	Constraint
	Current
Penalty Factor
	New 
Penalty factor

	Ramp Rate Constraint
	75,000
	1,001

	Zonal Congestion (OC1) Constraint
	750,000
	2,500

	Local Constraint (OC2)
	500,000
	3,000

	Local Constraint (OC3 - Contingency)
	250,000
	3,000

	Local Constraint (OC3 - Basecase)
	1,000,000
	100,000


Limiting the Zonal Congestion (OC1) Constraint will limit CSC Shadow Prices to $2,500/MW.  This Penalty Factor for Zonal Congestion defines the limit at which the MCE will stop attempting to solve Zonal Congestion.  Analysis and discussions with Market Participants have indicated that the $2,500 limit should be large enough to ensure that the MCE will use all available Balancing Energy from the zones with significant effect on Zonal Congestion.  Other Penalty Factors within the MCE will be altered as necessary to correspond with the Zonal Congestion Penalty Factor and to ensure Zonal and Local Balancing Energy will be more reasonably deployed as needed for solving congestion within the ERCOT Region in a way that ensures the reliability of the ERCOT System.
The effect on the Balancing Energy Services market in the ERCOT Region will be that the system will stop trying to solve Zonal Congestion once the marginal cost of doing so exceeds the Zonal Congestion Penalty Factor.  When the cost of solving Zonal Congestion has reached this limit, ERCOT will use operator manual dispatch procedures to ensure system security.
These parameters will be reviewed as necessary.  
ACTION REQUIRED: None
ADDITIONAL INFORMATION:  The change to Penalty Factors has been discussed at various Market Participant forums over the past few months.  Background information may be obtained through meeting documents from the January, April, and May 2005 WMS as well as the November 2004 and March 2005 Operations Review Group meetings.  

http://www.ercot.com/calendar/2005calendar/2005wmsMaterials.htm
http://www.ercot.com/calendar/2004calendar/2004ORGMaterials.htm 
http://www.ercot.com/calendar/2005calendar/2005ORGMaterials.htm
CONTACT: If you have any questions, please contact your ERCOT Account Manager. You may also call the general ERCOT Client Relations phone number at (512) 248-3900 or contact ERCOT Client Relations via e-mail at ClientRelations@ercot.com .
