Protocols Revision Request


	PRR Number
	
	PRR Title
	Allocation of RPRS Over-Collection to QSEs

	Protocol Section(s) Requiring Revision (include Section No. and Title)
	6.8.1.16 – Settlement of NSRS Over-Collection (New) 

	Requested Resolution (Normal or Urgent)
	URGENT

	Revision Description
	This PRR allocates any over-collection of funds caused by ERCOT deployment of RPRS to QSEs that are providing the excess capacity used to provide the energy for RPRS.

	Reason for Revision
	Currently, over-collection of funds for RPRS are distributed back to QSEs on a load-ratio-share basis, regardless of the actual capacity position (i.e., “short” or “long”) of the QSE.  This leads to unfair distribution of the over-collected funds to the large QSEs and/or to QSEs who may actually be “short” capacity.  The ERCOT Board has instructed market participants to address this issue. 

	Credit Implications (Yes or No, and summary of impact)
	No, this PRR merely re-distributes funds already being awarded to QSEs.

	Relevance to Nodal Market (Yes or No, and summary of impact)

	No, RPRS does not exist in the Nodal Market.  Capacity procurement is handled by a different mechanism.

	Nodal Protocol Section(s) Requiring Revision (include Section No. and Title)
	None

	Timeline

	Date Posted
	

	Please access the ERCOT website for current timeline information.




	Sponsor

	Name
	Larry Gurley

	E-mail Address
	Larry.Gurley@TXU.com

	Company
	TXU Wholesale

	Company Address
	1717 Main Street Dallas TX 75201

	Phone Number
	214-875-8313

	Fax Number
	214-875-9480


	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
	QSEs who are “long” on resources effectively provide the capacity to QSEs who are “short”

	
	2
	

	
	3
	

	
	4
	

	

	
	Impact Area
	Monetary Impact

	Market Cost
	1
	“Long” QSEs
	Increased revenues ($ unknown)

	
	2
	“Short” QSEs
	Increased cost since they would not receive any allocation of the RPRS over-collection ($ unknown)

	
	3
	“Flat” QSEs
	Reduced revenues ($ unknown)

	
	4
	
	

	

	
	Impact Area
	Monetary Impact

	Market Benefit
	1
	
	

	
	2
	
	

	
	3
	
	

	
	4
	
	

	

	Additional Qualitative Information


	1
	Over collection for RPRS will be reduced by shifting load deviation amount to NSRS

	
	2
	Shifting of the load deviation to NSRS will reduce overall market costs while maintaining reliability

	
	3
	

	
	4
	

	

	Other
	1
	

	Comments
	2
	

	
	3
	

	
	4
	

	


	Proposed Protocol Language Revision


TXU Wholesale agrees with many ERCOT market participants that the Replacement Reserve Service (RPRS) procurement and settlement processes are not functioning properly and should be modified.  However, TXU Wholesale believes that a market solution is more appropriate than a generic cost solution.  TXU Wholesale believes that there are three fundamental flaws in the RPRS procurement and settlement algorithms:

1. Zonal settlement for ERCOT-wide procurement of RPRS 

2. Over-procurement of RPRS due to ERCOT’s over-projection of ERCOT load

3. Allocation of over-collection of RPRS revenues 

The first flaw, zonal settlement has been remedied with the passing of PRR 666 - Modification of RPRS Under-Scheduled Capacity Charge Calculation by the ERCOT Board at its June 20 meeting.

The second flaw, over-procurement of RPRS due to ERCOT’s conservative application of its load forecast model.  Specifically, ERCOT adds one standard deviation to the expected peak load forecast (approximately 1,800 MW) resulting in a relatively low probability that the actual load will exceed the forecast (16%).  This conservative approach effectively ensures that more resources will be procured than are likely to be needed at peak.  

TXU believes that the more appropriate way to deal with load forecast uncertainty is for ERCOT to add the one standard deviation load amount (i.e., 1,800 MW) to the Non-Spin Reserve Service (NSRS) procurement and to use the expected ERCOT load forecast (with the normal 50% probability of under-forecasting) for the RPRS procurement.  This would still provide adequate capacity in the event that ERCOT’s load forecast was lower than actual without incurring the higher costs associated with procuring 1,800 MW of additional RPRS.  This recommendation is contingent upon the approval of PRR 650 - Balancing Energy Price Adjustment Due to Non-Spinning Reserve Service Energy Deployment (currently under review by TAC), which, if implemented, would provide the proper price signals to the NSRS market.
The use of the 1,800 MW in NSRS procurement instead of RPRS would also help alleviate the problem identified by Bob Ryan of Deutsche Bank, who, at the ERCOT Board meeting on June 20, requested that the market not allow RPRS to dominate the Balancing Energy Service (BES) market because of the ERCOT high bias in forecasting.  He stated that too much capacity is bought day-ahead, then put into real time market at depressed prices.  He emphasized BES as foundation of energy-only nodal market.  The change suggested by TXU Wholesale would not require any system changes, only a manual change in the way that ERCOT treats the one standard deviation of the load forecast.

The third flaw, allocation of the current over-collection of RPRS revenues back to loads on a load-ratio-share basis, has been identified as an unfair allocation methodology which could be “gamed” by large QSEs at the expense of small QSEs.  This could also result in the perverse outcome of a “short” QSE being paid more for the re-allocation of RPRS than it paid for being “short” in the first place.

TXU Wholesale agrees that a better methodology of allocating the over-collection of RPRS revenues needs to be developed.  It should also be noted that TXU Wholesale’s recommendation regarding the 1,800 MW of load deviation would tend to reduce the over-procurement (and thus the over-collection of revenues) associated with RPRS.

The following PRR language revises the allocation of RPRS revenues to pay those QSEs who are “long” (i.e., their resources are greater than their loads), consistent with the allocation of RPRS costs charged to those QSEs who are short (i.e., their loads are greater than their resources).  TXU believes that the fair way to allocate revenues and costs associated with RPRS should be based on charging QSEs who are “short” and paying QSEs who are “long”, since “long” QSEs are providing the extra resources that are used to fill the need caused by the “short” QSEs.
The following language should be inserted as a new Protocol section 6.8.1.10.1 after existing Protocol section 6.8.1.10 - Zonal or System Wide Replacement Reserve Service Capacity Payment to QSE.
6.8.1.10.1
Allocation of RPRS Over-Collection__

In those instances when monies collected by ERCOT for RPRS exceed the monies paid for RPRS, ERCOT shall allocate the amount over-collected to those QSEs that had Resources in excess of their Adjusted Metered Loads during the periods when RPRS was deployed based on their proportional share of the actual RPRS capacity deployed.
OSCRRPhq
=
XUSRPh * ERRPhq / TERRPh
Given:
ERRPhq
=
Maxi( 0, ( MinMCLiq – AMLiq ) * 4 )

TERRPh
=
SUMq ERRPhq
XUSRPh
=
SUMq USRPhq – SUMq PCRPqh
Where:

h
hour in trade day for which ERCOT purchased RPRS for capacity insufficiency 

i
hourly interval being evaluated, i=1, …4 where intervals 1, 2, 3, and 4 denote the set of 15-minute Settlement Intervals in a given hour

M
RPRS Markets, in the event of multiple RPRS markets for a particular Operating Hour.   --this includes both the Day Ahead RPRS market all applicable RPRS markets executed during the Adjustment Period

q
QSE

AMLiq
Adjusted Metered Load (MWh) summed across all zones for a QSE, for Settlement Interval, i, of the settlement hour, h.  This value includes estimated and/or actual meter values and the associated Transmission Losses & Distribution Losses and UFE.

.

CLiq 
QSE’s Scheduled Load (MWh)  by Settlement Interval, i, summed across all zones. (This quantity is evaluated across all snapshots of QSE’s schedule for all RPRS markets for the particular hour) 

USRPhq
Replacement Reserve Service Under Scheduled Charge ($) by hour for the QSE from Section 6.9.2.1.1.

ERRPhq
Excess resources scheduled by hour for the QSE when RPRS is procured.

OSCRRPhq
Credit for QSEs that have excess resources for hours of RPRS procurement.

TERRPh
Total excess resources scheduled by all QSEs when RPRS is procured.

XUSRPh
Funds collected from QSEs in excess of those paid to QSEs for RPRS procured.
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