PSEG Conceptual Proposal to Address Section 25.507(h) Long Term Solution 

for Enhanced Price Signaling in ERCOT Markets to LTSTF
New Section 25.507(h) adopted by the Public Utility Commission of Texas adopted at its March 20, 2007 open meeting identifies the elements for a “long-term solution” to address emergency conditions in which electric generation resources are not adequate to supply customers’ demand.  This provision states:

Long-term solution.  Any long-term solution must offer ERCOT the ability to avoid shedding firm load by bringing more resources online or curtailing load voluntarily.  In this context the commission is interested in:

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

(2) Bringing more resources (both interruptible load and generation) online through existing ancillary services; and

(3) Examining the priorities set by TDSPs when shedding firm load. 

The purpose of this conceptual proposal is to provide a methodology for providing better price signals in energy and reserves markets to bring more resources online during shortage conditions as part of the “long-term solution.”  This proposal is generally based on the approach used in the New York Independent System Operator model.
In times of shortage (or when costly measures are taken to avoid shortage) energy prices set only by the generator bids can be lower than the true value of energy to the system.  Accordingly, this scarcity pricing proposal seeks to ensure that energy and reserves prices are set at economically efficient levels during periods of shortage that will provide incentives for resources to be online when needed.  Periods of shortage can be defined as those in which the supply resources are insufficient to simultaneously meet both energy and ancillary services requirements.  These periods normally only occur during a limited number of hours each year.  

The value of energy during a period of shortage is as least as valuable as the marginal value of the operating reserves the energy allows the operator to maintain. This is true because each additional megawatt of capacity supplied under these conditions, whether in the form of energy or reserves, will allow the system operator to hold an additional megawatt of operating reserves.  Likewise, costly actions taken by the system operator to maintain its operating reserves (e.g. curtailing load), indicate that the value of energy during these periods is greater than or equal to the costs of these actions.  Failing to include these considerations in setting energy prices can cause the prices to fall inefficiently because these actions will tend to increase energy supplies available to the energy market.  Hence, it is important that energy prices reflect the interrelationship between energy and operating reserves.

Adjusting the price of energy and reserves during periods of shortage is a method to set efficient prices in the energy market during times of shortage.  The clearing price paid to all energy and reserves in the market during these periods should be at least equal to the price that would be paid to demand response or other alternatives that would be used by the system operator to cure a shortage.  The clearing price may be defined differently based upon the particular shortage and the cost of the operational alternatives available to resolve that circumstance.  
Price adjustments for ERCOT would need to be determined based on a study of ERCOT operating procedures and costs.  For illustrative purposes, a set of pricing rules with bracketed prices based on the NYISO tariff are shown below:

1. Set all prices equal to prices paid to Emergency Interruptible Load Service (“EILs”) resources (but not less than [$500]) if EILs is deployed.
2. 30 Minute Reserves Shortage Adder:  [200 MW at $50, 200 MW at $150 and remainder at $200.]
3. 10 Minute Reserves Shortage Adder:  [$150.]     
4. 10 Minute Spinning Reserves Shortage Adder:  [$500.] 
All adders would be cumulative.  
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