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Retain the current BUL program, but develop a BUL alternative as part of the transition to the future nodal market.  Such a program should be developed and implemented as soon as feasible based on the following principles:

· Allow 5-year or 10-year standing offers from the load or contracts between ERCOT and the load at preset strike prices (e.g., $300/MWh, $1000/MWh and $2000/MWh).

· The BUL would agree to curtail to a pre-agreed maximum load level whenever the MCPE at the zone (or node, in the future market) exceeds the strike price at any time during the 5 or 10 year offer period.  As a result, the BUL is paid the capacity payment for every hour of the year since the BUL must be prepared to curtail during every hour.  

· The capacity payment for each hour should be based on some percentage of the responsive reserve price instead of the non-spin price presently applicable to BUL (there is frequently no ERCOT market-based non-spin price due to self-arrangement of non-spin requirements – as a result, use of the market non-spin price is insufficient to encourage participation) or possibly some percentage of the PUCT-determined avoided cost.  For example, a $300 strike price might justify 100% of the RRS price, while a higher strike price would justify a lower percentage.  

· A higher capacity payment can be provided to BULs that offer their curtailments at a lower energy price (MCPE).

· A bonus payment and priority status can be provided to any BUL that would additionally agree to arm an under-frequency relay. 

· A bonus payment and priority status can be provided to any BUL that would additionally agree to interrupt in the event of an ERCOT-declared emergency.  

Advantages:

· We’d be transitioning an existing program to the new market, rather than creating a new program.  The necessary system changes should be minimal.
· If the program is kept reasonably simple, with reasonable incentives, the program will attract load that otherwise may not participate and cannot be counted upon to provide demand response.  

· In light of the long-term nature of the offers, the transparency of the offers to the market, and the agreement to curtail in an emergency, these BULs could be used to reduce demand in any reserve margin calculation and help avoid catastrophic events.  The underfrequency option would also provide additional value in support of ERCOT’s other ancillary services.  

· Some price spikes will be curbed.  When the strike prices are reached, demand reduction will occur.  Demand curves would no longer be vertical.

· The BUL bids would provide greater competition in energy markets.

· As noted by the Staff in its proposed resource adequacy rule:  “Increasing the responsiveness of demand is a goal of this rule and critical to the success of an energy-only resource adequacy mechanism.”  This approach will advance that objective.

· As noted in the proposed resource adequacy rule:  “Staff believes that in an energy-only resource adequacy mechanism allowing for much higher system-wide offer caps, that the transparency of offers and bids of individual market participants is critical for market participants to help the Commission police the market.”  BUL bids will provide much greater transparency than passive load response.

· This approach will permit the participation of loads that fluctuate or loads whose next-day levels are difficult to predict.

· The BUL loads would represent additional or incremental resources that could be used in an emergency and reflected in a reserve margin calculation (since LaaRs providing ancillary services generally cannot offer curtailments in the market for balancing energy). 

Issues:

· After a nodal market is introduced in 2009, the problem of settling a BUL’s curtailment on a nodal price while settling the energy purchased by a BUL on a zonal price will need to be worked out.  
·  The best approach to settle the BUL’s energy payment/credit during curtailment would need to be worked out.  

·  The amount of desirable BUL for the system would need to be determined if it is deemed desirable at some point to limit the amount the BUL. 
· A formula would need to be established to calculate the capacity value of the BUL offers based on the strike prices.  

· The bonus payment and priority status of any BULs that agree to arm under-frequency relays and/or BULs that agree to interrupt in emergencies would need to be determined.

· If too many loads set under-frequency relays to the same setting, there may be some over-shoot concerns.  Consequently, there may be a need for these loads to “rotate” their under-frequency relay settings or set them at a lower frequency than LaaRs providing responsive reserves. 

· It is critical to ensure that the program is properly designed to overcome existing impediments to demand response and load participation.  

