Board Action Report


	NPRR Number
	026
	NPRR Title
	Nodal Implementation Surcharge Verifiable Costs

	Timeline
	Normal 
	Action
	Approved

	Nodal Protocol Sections Requiring Revision
	3.14.1.10, Eligible Costs

3.14.1.13, Incentive Factor

5.6.1, Verifiable Costs

	Effective Date
	Upon Texas Nodal Market implementation

	Priority and Rank Assigned
	N/A.

	Revision Description
	This Nodal Protocol Revision Request (NPRR) adds nodal implementation surcharges as a verifiable cost for Resources called on for reliability purposes (Reliability Unit Commitment (RUC) and Reliability Must Run (RMR) units).

	Overall Market Benefit
	The revisions proposed herein allow a Resource owner an opportunity to recover the nodal implementation surcharge if and when the Resource owner submits verifiable cost information for any services provided for reliability.

	Overall Market Impact
	The overall Market impact will vary depending on the quantity of energy being supplied through reliability services and to the extent Resource owners submit the nodal implementation surcharge as a verifiable cost.

	Consumer Impact
	Unknown.

	Credit Impacts 
	ERCOT Credit Staff and the Credit Work Group have reviewed this NPRR and noted that this NPRR introduces an additional fee assessed to QSEs paying for reliability services.

	Procedural History
	· 09/14/06, NPRR026 was posted.

· On 09/19/06, an Impact Analysis (IA) was posted.

· On 06/20/07, NRG Texas comments were posted.  

· On 06/21/07, ERCOT Staff presented the revised IA for this NPRR.

· On 06/21/07, PRS considered this NPRR and the revised IA.  

· On 06/28/07, TAC considered this NPRR. 

· ON 07/17/07, the ERCOT Board (Board) considered NPRR026. 

	PRS Recommendation 
	On 06/21/07, PRS voted to recommend approval of NPRR026 as revised by NRG Texas comments, to endorse the IA and to forward the documents to TAC.  There was one abstention form the Consumer Market Segment.  All Market Segments were present for the vote.  

	Summary of PRS Discussion
	On 06/21/07, NRG Texas explained that their comments were to clarify that the 10% Incentive Factor on variable costs will not apply to the nodal implementation surcharge.

	TAC Recommendation 
	On 06/28/07, TAC unanimously voted to recommend approval of NPRR026 and its IA as recommended by PRS.  All Market Segments were present for the vote.  

	Summary of TAC Discussion
	On 06/28/07, TAC inquired whether the cost estimates are preliminary.  ERCOT Staff explained that they are final estimates that may be on the high side and that may be reduced as implementation strategies are refined.  ERCOT Staff emphasized that delays in the approval process or piece-meal approval of cost estimates will make negotiations with the vendors difficult, may create risk to the schedule, and may cause cost increases.

	Board Action
	On 07/17/07, the Board approved NPRR026 as recommended by TAC.


	ERCOT/Market Segment Impacts and Benefits

	

	Assumptions
	1
	None.
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	Impact Area
	Monetary Impact

	Market Cost
	1
	QSEs paying for reliability services provided through RUC and RMR
	Will vary depending on the quantity of energy being supplied through reliability services and to the extent resource owners submit the nodal implementation surcharge as a verifiable cost. 
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	Impact Area
	Monetary Impact

	Market Benefit
	1
	Not known.
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	Additional Qualitative Information
	1
	None.
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	Other
	1
	None.

	Comments
	2
	

	


	Sponsor

	Name
	Adrian Pieniazek

	E-mail Address
	Adrian.pieniazek@nrgenergy.com 

	Company
	NRG Texas LLC


	Comments Received

	Comment Author
	Comment Description

	NRG Texas 062007
	Clarification that 10% Incentive Factor on variable costs will not apply to the nodal implementation surcharge.


	Proposed Nodal Protocol Language Revision


3.14.1.10
Eligible Costs

“Eligible Costs” are costs that would be incurred by the RMR Unit owner to provide the RMR Service, excluding fuel costs, above the costs, excluding fuel costs, the RMR Unit would have incurred anyway had it been mothballed or shut down.  

(a)
Examples of Eligible Costs include the following to the extent they each meet the standard for eligibility:

(i)
Labor to operate the RMR Unit during the term of the RMR Agreement;

(ii)
Materials and supplies consumed or used in operation of the RMR Unit during the term of the RMR Agreement;

(iii)
Services necessary to operate the RMR Unit during the term of the  RMR Agreement;

(iv)
Costs associated with emissions credits used as a direct result of operation of the RMR Unit under direction from ERCOT, or emissions reduction equipment as may be required according to terms of the RMR Agreement;

(v)
Costs associated with maintenance:

(A)
Due to required equipment maintenance;  

(B)
Due to replacement to alleviate unsafe operating conditions; 

(C)
Due to regulatory requirements, with compliance dates during the term of the RMR Agreement (any such compliance dates and requirements shall be explicitly defined in the RMR Agreement); or 

(D)
To ensure the ability to operate the RMR Unit consistent with Good Utility Practice;

(vi)
Reservation and transportation costs associated with firm fuel supplies not recovered under Section 6.6.6.2, RMR Payment for Energy; 
(vii)
Property taxes and other taxes attributable to continuing to operate the RMR Unit during the term of the RMR Agreement; and
(viii)
Nodal implementation surcharges. 

(b)
Examples of costs not included as Eligible Costs are:

(i)
Depreciation expense, return on equity, and debt and interest costs;

(ii)
Property taxes and other taxes not attributable to continuing to operate the RMR Unit;

(iii)
Income taxes of the RMR Unit owner or operator; 

(iv)
Labor costs associated with other, non-RMR Generation Resources at the same facility; and

(v)
Any other costs the Generation Entity that owns the RMR Unit would have incurred even if the RMR Unit had been mothballed or shutdown.

3.14.1.13
Incentive Factor

(1)
Subject to the reductions described in paragraphs (2) and (3), the Incentive Factor for RMR Agreements is equal to 10% of the actual Eligible Costs excluding fuel costs incurred by the RMR Unit.  The Incentive Factor for RMR Agreements is not applied to capital expenditures as described in Section 3.14.1, Reliability Must Run, nor is the Incentive Factor applied to nodal implementation surcharges. 

(2)
The Incentive Factor payment must be reduced if the Tested Capacity of the RMR Unit during a Capacity Test is less than the RMR Capacity as described in the RMR Agreement.  The reduction will be linear, with a two percent reduction in the Incentive Factor payment for every one percent of reduced Capacity.

(3)
The Incentive Factor payment must be reduced if the Hourly Rolling Equivalent Availability Factor of the RMR Unit is less than the Target Availability.  The reduction will be linear; with a two percent reduction in the Incentive Factor payment for every one percent of the Hourly Rolling Equivalent Availability Factor is less than the Target Availability stated in the RMR Agreement. 

5.6
RUC Cost Eligibility

5.6.1
Verifiable Costs

(1)
Make-Whole Payments for a Resource are based on the Startup Offers and Minimum-Energy Offers for the Resource, limited by caps. Until ERCOT approves verifiable unit-specific costs for that Resource, the caps are the Resource Category Startup Generic Cap and the Resource Category Minimum-Energy Generic Cap. When ERCOT approves verifiable unit-specific costs for that Resource the caps are those verifiable unit-specific costs. A QSE may file verifiable unit-specific costs for a Resource at any time, but it must file those costs no later than 30 days after the first time that it receives a RUC instruction for that Resource. The most recent ERCOT-approved verifiable costs must be used going forward. 

(2)
These unit-specific verifiable costs may include and are limited to the following average incremental costs:

(a)
Allocation of maintenance requirements based on number of starts between maintenance events using, at the option of the QSE, either:

(i)
manufacturer-recommended maintenance schedule; 

(ii)
historical data for the unit and actual maintenance practices; or

(iii)
another method approved in advance by ERCOT in writing;

(b)
Startup fuel calculations based on recorded actual measured flows when the data is available or based on averages of historical flows for similar starts (for example, hot, cold, intermediate) when actual data is not available;

(c)
Operation costs;

(d)
Chemical costs;


(e)
Water costs;
(f)
Emission credits;
(g)
Nodal implementation surcharges. 

(3)
These unit-specific verifiable costs may not include:

(a)
Fixed costs, which are any cost that is incurred regardless of whether the unit is deployed or not; and

(b)
Costs for which the QSE cannot provide sufficient documentation for ERCOT to verify the costs.

(4)
The process for determining the verifiable actual costs must be developed by ERCOT, approved by the appropriate TAC subcommittee, and posted to the MIS Secure Area within one Business Day after initial approval and after each approved change.

(5)
ERCOT shall notify a QSE to update verifiable cost data of a Resource when the Resource has received more than 50 RUC instructions meeting the criteria in Section 5.6.2, RUC Startup Cost Eligibility, in a year, but ERCOT may not request an update more frequently than annually. 

(6)
ERCOT shall notify a QSE to update verifiable cost data of a Resource if at least five years have passed since ERCOT previously approved verifiable cost data for that Resource if the Resource that has received at least one RUC instruction in the past. 

(7)
Within 30 days after receiving an update notice from ERCOT under paragraph (5) or paragraph (6) above, a QSE must submit verifiable cost data for the Resource.  Despite the provisions in (1) above, if the QSE does not submit verifiable cost data within 30 days after receiving an update notice, then, until updated verifiable costs are approved, ERCOT shall determine payment using the lower of:

(a)
Resource Category Startup Generic and Resource Category Minimum-Energy Generic Caps; and 

(b)
Current ERCOT-approved verifiable startup and minimum-energy costs.

5.6.1.1
Verifiable Startup Costs

The unit-specific verifiable costs for starting a Resource for each cold, intermediate, and hot start condition, as determined using the data submitted under Section 5.6.1, Verifiable Costs, and the Resource Parameters for the Resource are: 

(a) 
Actual fuel consumption rate per start (MMBtu/start) multiplied by a resource category generic fuel price (FIP, FOP, or $1.50 per MMBtu, as applicable); and 

(b) 
Unit-specific verifiable operation and maintenance expenses. 

5.6.1.2
Verifiable Minimum-Energy Costs 

(1)
The unit-specific verifiable minimum-energy costs for a Resource are: 

(a) 
Actual fuel cost to operate the unit at LSL; 

(b) 
Variable operation and maintenance expenses; plus
(c)
Nodal implementation surcharges to operate the unit at LSL. 

(2)
The QSE must submit the Resource’s cost information by season if the Resource’s costs vary by season. For gas-fired units, the actual fuel costs must be calculated using the actual seasonal heat rate (which must be supplied to ERCOT with seasonal heat-rate test data) multiplied by FIP.  For coal- and lignite-fired units, the actual fuel costs must be calculated using the actual seasonal heat rate multiplied by a deemed fuel price of $1.50 per MMBtu.  For fuel oil-fired operations, the number of gallons burned must be multiplied by the FOP.
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