TAC Recommendation Report

	PRR Number
	646
	PRR Title
	Establish a Floor for Responsive Reserve Service Bids 

	Timeline
	Urgent
	Recommended Action
	Approval

	Protocol Section(s) Requiring Revision (include Section No. and Title)
	4.4.11  Ancillary Services Bid Submittal

	Proposed Effective Date
	February 1, 2006

	Priority & Rank Assigned
	N/A

	Revision Description
	Revise 4.4.11 so that, until January 1, 2007, all bids to provide Responsive Reserve Service (RRS), have bid prices equal to or greater than negative $1,000. 

	Overall Market Benefit
	Preventing large negative bids reduces credit exposure or liability in the ERCOT Region.

	Overall Market Impact
	None.

	Consumer Impact
	None.

	Credit Impacts:  Has the Credit Workgroup reviewed the PRR?  If so, are there credit impacts? (indicate Yes or No, and if Yes, include a summary of impact)
	Yes.  The current LaaR bidding activity has large credit implications. The purpose of this PRR is to reduce the credit exposure or liability in the ERCOT Region. 

	Procedural History
	· This PRR was posted on 11/29/05.  The submitter requested urgent status due to the potential credit exposure associated with large negative bids for LaaRs. 

· On 12/2/05, PRS granted urgent status via e-mail vote.

· On 12/13/05, ERCOT posted the Impact Analysis (IA) and Cost Benefit Analysis (CBA).

· On 12/13/05, TXU Wholesale submitted comments.

· On 12/16/05, PRS considered this PRR.
· On 12/19/05, ERCOT posted a revised IA.
· On 12/27/05, TAC considered this PRR via e-mail vote.
· On 1/12/06, TAC again considered this PRR.


	PRS Recommendation (indicate whether all segments were present for the vote, and the segment of parties that voted no or abstained)
	PRS voted to recommend approval of PRR646 as revised by PRS with two abstentions from the Independent Generator segment.  PRS also agreed to request an e-mail vote from TAC for speedy resolution. 

	Summary of PRS discussion
	PRS discussed the changes in bidding behavior observed since the market began discussing negative bids, a rational value for the bid floor, the intent of PRR646 to be a short-term solution, and the potential timeline for a long-term solution.  PRS also agreed that ERCOT can monitor bidding behavior and report QSEs who violate the bid limit to the Public Utility Commission.  Such QSEs would be subject to penalties.  Therefore, and because this is a short-term solution, no project is necessary to reject invalid bids in the system.  PRS selected January 1, 2007 to allow ERCOT staff and stakeholders to develop a long-term solution.

	TAC Recommendation (indicate whether all segments were present for the vote, and the segment of parties that voted no or abstained)
	On 12/27/05, a motion for TAC to recommend approval of PRR646 via e-mail vote failed.

On 1/12/06, TAC voted to recommend approval of PRR646 as submitted by PRS.  There were three opposing votes from the Consumer segment and five abstentions from the Consumer (2) and Independent Power Marketer (3) segments.  All market segments were present for the vote.

	Summary of TAC discussion
	ERCOT staff reminded TAC that the Credit Working Group’s (CWG’s) original language included a floor of $0.  TAC discussed the merits of a floor of negative $1,000, the number of instances of bids below negative $1,000, the number of LaaRs submitting negative bids, the existence of an upper bid limit, and that the Demand Side Working Group was investigating long-term solutions.  TAC also acknowledged that the floor of negative $1,000 represents a compromise.


	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.

	

	Assumptions
	1
	This is a temporary solution until a market solution can be implemented. 

	
	2
	

	
	3
	

	
	4
	

	

	
	Impact Area
	Monetary Impact

	Market Cost
	1
	Finance Department
	none

	
	2
	Client Services
	none

	
	3
	
	

	
	4
	
	

	

	
	Impact Area
	Monetary Impact

	Market Benefit
	1
	Preventing negative bids has the potential to reduce risk in the ERCOT Region. 
	Not able to quantify.  However, based on a typical RRS bid stack for trade day 11/15/05, the potential amount due could equal approximately $50,000,000; when bids were as high as negative $19,500.  Current bidding behavior is not as aggressive, with bids as high as negative $5,000, resulting in a potential amount due of approximately $6,000,000.
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	Additional Qualitative Information


	1
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	3
	

	
	4
	

	

	Other
	1
	

	Comments
	2
	

	
	3
	

	
	4
	

	


	Original Sponsor

	Name
	Vanessa Spells on behalf of the ERCOT CWG


	Comments Received

	Comment Author
	Comment Description

	TXU Wholesale
	Recommended a floor of negative $1,000.


	Proposed Protocol Language Revision


4.4.11
Ancillary Services Bid Submittal

QSEs may submit, by 1300, Ancillary Service bids to ERCOT for any Ancillary Service market open during the Day Ahead Period.  Submitted bids remain active for any period until:  (a) selected by ERCOT; or (b) automatically expired by software at the time selected by the QSE.

Ancillary Service bids shall not exceed one thousand ($1,000) dollars per MW for any Resources.  Until January 1, 2007,  QSEs shall not offer to provide RRS at a price less than negative one thousand dollars (-$1,000) per MW. Any Ancillary Service bids in excess of one thousand ($1,000) dollars per MW will be rejected by ERCOT.

For Ancillary Service bid, a QSE must provide:

(1)
The market for which the bid is being supplied;

(2)
The period of time for which the bid is submitted;

(3)
A dollars per megawatt price for the capacity bid;

(4)
The quantity of capacity for which the bid price is effective;

(5)
Any ties to other bids in other ERCOT Day Ahead Ancillary Service markets that may require those bids to be removed from those markets if a bid is selected by ERCOT in an earlier clearing market; and

(6)
Expiration time of the bid.

	[PRR496:  Add item (7) to Section 4.4.11 upon system implementation:]

(7)
For a Load Acting as a Resource bids for Responsive Reserve Service and Non-Spinning Reserve Service shall have the option to choose the bid to be awarded only as a complete block at the bid quantity.  Bids requested in this fashion shall be defined as Block Bids.  Block size will be limited to one hundred fifty (150) MWs for both RRS and NSRS.


A Responsive Reserve capacity bid tied to a Regulation Up capacity bid may only exceed the Regulation Up capacity bid by X%, as approved by the ERCOT Board.

A Non-Spinning Reserve capacity bid may only exceed Responsive Reserve capacity bid by X%, as approved by the ERCOT Board.
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