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	Comments


1. The deployment of regulation and balancing energy is directly attributable to two main factors: load forecast errors, and QSE performance in following their resource schedules.  Under the current Protocols, loads bear the burden of Ancillary Services costs, even when they are caused by QSE non-performance.   PRR 358 is one of two PRRs recently submitted to propose a methodology that would address this inequity (the other is PRR 356, for which MOD submitted comments on September 12, 2002.)  

2. The proposed PRR would impose a charge on QSEs who do not adhere to their resource schedules and have a negative impact SCE.  Proceeds from such penalties when they are imposed would then be redistributed to QSEs who are dispatched for regulation to reward these QSEs for compensating for non-performing QSEs.

3. It is proposed that PRR 358 will replace the current Uninstructed Deviation Settlement provision.

4. PRR 358 differs from PRR 356 in several respects:

a. The penalty.  Whereas PRR 356 would assign the costs of ancillary services deployed as a result of poor QSE performance to the poor performers, PRR 358 uses an “incentive price” based on a heat rate of 10 and a gas price index as the basis for calculating a penalty charged to these QSEs.

b. The “test” used to determine whether a QSE should be penalized.  In  PRR 356,  a penalty is triggered if the total amount of SCE for all QSEs is outside a 100 MW deadband, and a QSE is penalized in proportion to a factor calculated as the ratio of its SCE to the sum of all QSEs’ SCEs (SCEs are taken in absolute value.) In PRR 358, the penalty is triggered if three conditions are met: (1) QSEs are under(over) generating,  (2) the frequency is outside a desired range, and (3) the market clearing price is less (more) than the incentive price (i.e. gas price index times heat rate of 10).  In addition, PRR 358 forgives an SCE that is in a direction opposite the direction of the net total QSEs SCEs (i.e. an SCE that helps rather than hurts ERCOT’s efforts to control the frequency.)

c. The redistribution of funds.  PRR 356 reallocates part of the cost of ancillary services to poor performers and away from QSEs that have ancillary services obligations.  PRR 358 redistributes the total penalty amount to QSEs that are deployed for regulation.

d. The elimination of the current Uninstructed Deviation Settlement provision. PRR 358 eliminates this provision, whereas PRR 356 does not.

5. The penalty.  MOD finds merit in the PRR 356 formula that isolates the costs of the Ancillary Services deployed as a result of poor generator performance and allocates those costs to the poor performers.  This formula is based on the sound principle of cost causation advocated by MOD.  In contrast, the “incentive price” proposed in PRR 358 appears arbitrary.

6. The test.  MOD agrees that allowing for a deadband as proposed in PRR 356 is reasonable.  Data presented at the September 12 QSE Project managers meeting show that in 70 to 80 percent of all intervals, the total SCE tended to cluster around zero plus or minus 250 MW in May and June 2002.  MOD also favors the first two of the three tests proposed in PRR 358. The first test is intended to determine whether regulation is deployed to compensate for over (under) generation.  If such deployment is not needed, penalties are not triggered. The second test is intended to determine whether frequency control is required.  Again, if frequency excursions do not warrant corrective action by ERCOT, penalties are not triggered.  The need for the third test is not as clear, and it seems to introduce a loophole for those generators with a heat rate above the heat rate selected for the Incentive Price.  MOD therefore requests a clarification of the purpose for the third test.

7. Redistribution of funds. The proposed PRR would redistribute the funds collected from charges imposed on non-performing QSEs to regulating QSEs.  This payment to regulating QSEs is not justified on either an efficiency basis or a fairness basis. This payment does not constitute an incentive for a particular desirable behavior, and therefore its purpose is questionable and not justified on efficiency grounds.  In fact, it has the potential to introduce a perverse incentive because, for regulating QSEs who do not follow their schedules, the penalty would be counterbalanced by a payment.  Secondly, this payment does not bear any relation to the cost of the ancillary services deployed to compensate for bad SCEs, therefore it is questionable from a fairness perspective as well.  Although MOD recognizes that entities with ancillary service obligations should be compensated when the deployment of ancillary services is caused by QSEs who do not follow their resource schedules, MOD believes that the approach regarding such compensation in PRR 356 is superior because less arbitrary.

8. Elimination of the current Uninstructed Deviation Settlement provision in Section 6.8.1.15 of the Protocols, Payment for Balancing Energy Provided from Uninstructed Deviation, is not warranted.  The current Uninstructed Deviation Settlement provision has been effective in reducing price chasing and improving SCE performance overall since its implementation on June 1st  2002 as evidenced by the data presented at the meeting of QSE Project Managers on September 12, and it should not be eliminated unless it can be shown through an analysis of actual data that it is no longer needed to deter harmful behavior.  

9. The implementation of any Protocol change addressing penalties for non-performance regarding SCE requires that ERCOT re-categorize all ERCOT dispatch instructions as instructed deviations, including computer dispatch, manual dispatch, and VDI.  Ideally, ERCOT software should be able to integrate OOME instructions into the real time system so that the correct SCE signal is sent to the QSE who can then closely monitor it and respond to it.

10. PRRs 356 and 358 have similar goals but differ in some important aspects.  MOD had determined that PRR 358 contains undesirable features that would make it less effective in achieving the intended goals.  MOD would be open to combine the best elements of these two PRRs.  For example, the first two tests proposed in PRR 358 may replace or be added to the deadband suggested in PRR 356 to determine when penalties are triggered.  However, MOD does not agree with the Incentive Price mechanism proposed in PR 358, or the elimination of the Uninstructed Deviation Settlement provision.  MOD also finds the approach of PRR 356 regarding redistribution or reallocation of penalty monies superior.

