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Summary:

In order to assist in mitigating firm load shed, ensure adequate and expected emergency response from resources, incentivize price responsiveness and send indicative market price signals, and to address concerns related to the current Emergency Interruptible Load Service (EILS), Occidental Chemical Corporation (Oxy) proposes a long term market based solution consisting of the following principles to replace the current EILS program:

1. Implement a scarcity pricing mechanism during EECP events

2. Increase the hourly Responsive Reserve Service (RRS) obligation to 2,500 MW

Description:
1. Implement a scarcity pricing mechanism during EECP events

Upon issuance of an Emergency Electric Curtailment Plan (EECP) by ERCOT the following Market Clearing Price for Energy (MCPE) shall be in effect:

	EECP
	MCPE

	Step 1:  Maintain ERCOT PRC plus RRS MW from LaaR equal to 2300 MW
	Greater of calculated MCPE or 50% of Market Cap

	Step 2:  Maintain ERCOT PRC plus RRS MW from LaaR equal to 1750 MW
	Greater of calculated MCPE or 100% of Market Cap

	Step 3:  Maintain system frequency at 59.8 Hz or greater
	Greater of calculated MCPE or 100% of Market Cap


2.  Increase the hourly Responsive Reserve Service (RRS) obligation  to 2,500 MW
The amount of Responsive Reserve Service provided from LaaR Resources will be limited as follows:

	
	HE 1-6
	HE 7-24

	January-April
	1,150 MW
	1,350 MW

	May-September
	1,350 MW
	1,350 MW

	October-December
	1,150 MW
	1,350 MW


At all times the residual balance of Responsive Reserve shall be provided by generation resources and CLR’s.  The amount of self-supply allowed from LaaR shall be 46% or 54%, depending upon the maximum amount of LaaR allowed.

The proposed changes will provide the following benefits:

a. Provides a compromise between energy only and capacity based solutions  

b. Provides an incentive for more Generation Resources to come on line.

c. Maintains, at a minimum, the current amount of Generation Resources that provide Responsive Reserve 
d. Increases the amount of governor response on the system when generation is providing additional RRS 
e. Limits the amount of LaaR to 1,150 MW during low ERCOT load conditions

f. Minimizes the RRS price impact of procuring more capacity during times of LaaR subscription

g. Recognizes the increase in ERCOT load since the LaaR limit of 1150 MW (50%) was implemented

h. Brings Load Resources currently not providing Ancillary Services to the market
i. Sends indicative price signals in times of capacity shortfalls, providing a known price signal that loads can respond to and have certainty it will not change
j. Requires little or no settlement changes 
Rule 25.507 Section (h) Criteria:

(1).  Better price signals leading up to an EECP event

It is imperative that price signals incentivize market resources to respond before firm load shed is necessary.  Tying price signals to the steps of EECP provides an easy mechanism by which the entire market immediately understands the magnitude of the situation and has price certainty.

In reviewing how to send the correct price signals leading up to an EECP event it was determined that tying prices to Advisories or Alerts could be devastating to the market because of the frequency they are issued by ERCOT. 
(2).  Bringing more resources (both interruptible load and generation) online through existing ancillary services

This proposal guarantees a mix of interruptible load and generation will provide additional capacity through existing services.
(3).  Examining the priorities set by TDSPs when shedding firm load

This requirement is not applicable to this proposal.
LTSTF Evaluation Criteria:

Reconsider Ancillary Service Allocations and Amounts Required
This proposal utilizes the existing Ancillary Services and adjusts the allocations and amounts required in order to maximize usage of existing LaaR Resources, bring generation resources to the market, prevent overshoot during low load periods, and minimize the overall cost to the market of the additional capacity.
Consider Participation Criteria for Ancillary Services

This proposal utilizes Resources that have been qualified to provide Ancillary Services in the ERCOT market.  These resources will be held accountable to the qualification and compliance criteria described in the ERCOT Protocol and Operating Guides.
Day-Ahead Price Signals for Loads

Many Ancillary Service providers bid at an amount at least equal to their perceived energy margin (opportunity cost).  Since Ancillary Service prices are posted by 13:30 day ahead, loads are able to infer potential scarcity exists in the market using the day ahead clearing prices.  Various other methods are also available to help indicate next day energy prices.
In the Nodal market, Loads will have a better indication of the next day’s scarcity issues by the pricing that is posted prior to the start of the Operating Day.

Scarcity Pricing Elements

It is Oxy’s opinion that if scarcity pricing is to be implemented that the pricing should be based upon the PUCT approved market cap and should be stepped into with each EECP step.  This method will reflect the severity of the capacity shortage, provide clarity and certainty of the energy price, and allow market participant’s systems to be set up to respond during high priced periods (an EECP event).  

Communications to Market: Resource Commitment

ERCOT notifies each QSE and TO of an EECP Step by hotline, per the existing Operating Guides, so communication to the market of pricing is clearly defined.  In addition, an email exploder could be implemented for MPs to communicate the pricing leading up to and during EECP events.

Fully Hedgeable Costs for Loads (Self-Provision)

Self-provision of the existing Ancillary Services is already in place, thus, no modifications would be necessary to allow Loads to cover the additional procurement of RRS.

All QSE’s are notified of the MCPE at least 7 minutes before the interval so loads can develop internal procedures to get off line (hedge) during scarcity conditions if they are exposed to high MCPE prices.  As a suggestion to increase price responsive load participation, an exploder list could be established to send communications to subscribers when MCPE reaches certain thresholds ($250, $500, $1000, etc.).

Simplicity of Execution for ERCOT and MP’s

An increase in the quantity of RRS procured should not require substantial changes in the ERCOT systems, However, we believe ERCOT is the only entity capable of addressing these criteria with respect to any proposal.  This proposal has attempted to utilize existing processes to minimize the impact on either the Zonal or the Nodal systems.

Facilitate Maximum Load Participation

Increasing the amount of LaaR participation by up to 200 MW of RRS facilitates maximum participation of loads.  
Recognize Impact of Other Changes in ERCOT on Need for EILS

In particular, recent changes have included the expiration of the Modified Competitive Solution Method (MCSM) and the increase of the market cap from $1,000/MWh to $1,500/MWh and the future cap of $3,000/MWh.  This proposal uses both of these changes in order to send correct price signals and allow for price certainty during EECP events.
In addition, load has significantly increased since 2002 when the limit on the amount of LaaR was set.  This change incorporates the fact that a fixed amount of instantaneous amount of LaaR response does not impact the system with the same magnitude as in the past, but still limits the amount of LaaR in times of low system load. 
Long-term Solution Should Improve Supply/Demand Balance After Implementation

The scarcity pricing mechanism employed in this proposal will give the appropriate signals to investors that generation is a needed and a rewarded asset in the ERCOT market.  In addition, Loads will be encouraged to respond appropriately to high prices thereby increasing the flexibility in the market.

Auction v. Contract Pricing

The ERCOT market is an energy-only market, thus auction based pricing is more favorable over contract pricing as it is more closely aligned with market principles.

Maximum Benefit for Lowest Cost

By approaching the issue at hand in this two-fold manner there are many benefits.  Foremost, better signals are sent to the market in times of emergency in addition to supplying ERCOT with resources capable of responding to alleviate the emergency in multiple scenarios.  Through procuring more RRS versus using EILS the ERCOT operator has expanded resources to react and prevent a firm load shed event.  Furthermore, by broadcasting scarcity based prices the market is encouraged to respond with not only price responsive load, but also with additional generation.

