Board Action Report

	NPRR Number
	012
	NPRR Title
	CRR Granularity in CRR Auction

	Timeline
	Normal
	Action
	Approval of Baseline 1 Group 6 Impact Analysis

	Nodal Protocol Sections Requiring Revision 
	7.2, Characteristics of Congestion Revenue Rights

7.4.2, PCRR Allocation Terms and Conditions

7.5.5.3, Auction Process

	Proposed Effective Date
	Upon Texas Nodal Market implementation.

	Priority and Rank Assigned
	Not applicable.

	Revision Description
	Revise Congestion Revenue Right (CRR) granularity from whole MWs to tenths of MWs.

	Overall Market Benefit
	The increased granularity of CRR quantities will reduce the challenges associated with previously awarded CRRs.  It also minimizes the reduction in CRR Holder value resulting from truncating the quantity of CRRs allocated / awarded to whole MWs.

	Overall Market Impact
	Not known.

	Consumer Impact
	None.

	Credit Impacts 
	ERCOT credit staff and the Credit Work Group (Credit WG) have reviewed NPRR012 and do not believe that it requires changes to credit monitoring activity or the calculation of liability.

	Procedural History
	· On 8/9/06, NPRR012 was posted.
· On 8/9/06, ERCOT posted the Impact Analysis (IA).
· On 8/17/06, PRS considered this NPRR.
· On 9/7/06, TAC considered this NPRR.

· On 9/19/06, the ERCOT Board of Directors (Board) considered this NPRR.

· On 06/08/07, ERCOT posted the Baseline 1, Group 6 (B1G6) IA.  

· On 06/12/07, PRS reviewed the B1G6 IA.  

· On 06/28/07, TAC considered the B1G6 IA.

· On 07/17/07, Board considered the B1G6 IA.

	PRS Recommendation 
	On 8/17/06, PRS unanimously voted to recommend approval of NPRR012 as submitted.  All Market Segments were present for the vote.

On 06/12/07, PRS unanimously voted to endorse the B1G6 IA as revised by PRS and forward the document to TAC for approval.  All Market Segments were present for the vote.  

	Summary of PRS Discussion
	On 08/17/07, there was no discussion.

On 06/12/07, PRS made changes to the B1G6 IA which ERCOT Staff agreed to.

	TAC Recommendation 
	On 9/7/06, TAC unanimously voted to recommend approval of NPRR012 as recommended by PRS.  All Market Segments were present for the vote.

On 06/28/07, TAC voted to recommend approval of the B1G6 IA as recommended by PRS.  There were four (4) abstentions from the Consumer Market Segment.  All Market Segments were present for the vote.  

	Summary of TAC Discussion
	On 09/07/06, there was no discussion.

On 06/28/07, there was no discussion.

	Board Action
	On 09/19/06, the Board voted to approve NPRR012 as recommended by TAC.

On 07/17/07, the Board voted to approve B1G6 IA as recommended by TAC.


	ERCOT/Market Segment Impacts and Benefits

	

	Assumptions
	1
	None.

	

	
	Impact Area
	Monetary Impact

	Market Cost
	1
	Not known.
	

	

	
	Impact Area
	Monetary Impact

	Market Benefit
	1
	Not known.
	

	

	Additional Qualitative Information


	1
	The increased granularity of CRR quantities will reduce the challenges associated with infeasibility due to previously awarded Congestion Rights.  It also minimizes the reduction in CRR Holder value which would result from truncating the quantity of CRRs allocated / awarded to whole MWs.

	

	Other
	1
	None.

	


	Original Sponsor

	Name
	Beth Garza 

	Company
	ERCOT

	Market Segment
	ERCOT Staff


	Comments Received

	Comment Author
	Comment Description

	None
	


	Proposed Nodal Protocol Language Revision


7.2
Characteristics of Congestion Revenue Rights

Each CRR has the following characteristics:

(a)
Quantities are measured in MWs, with granularity of tenths of MWs (0.1 MW);

(b)
A duration of one hour; and

(c)
An ability to be fully tradable financial instruments except for a PTP Option with Refund and a PTP Obligation with Refund.  

(d)
A designated source (injection point) that is a Settlement Point and a designated sink (withdrawal point) that is a different Settlement Point, except for an FGR, which has a designated directional network element, or a bundle of directional network elements, instead.

7.4.2
PCRR Allocation Terms and Conditions

ERCOT shall allocate CRRs under the following terms and conditions:

(a)
ERCOT shall conduct studies to evaluate whether the nominated PCRRs comply with feasibility constraints using the simultaneous feasibility test described in Section 7.5.5.4, Simultaneous Feasibility Test. A PCRR nomination is a request for one-month strips of a NOIE-specified CRR type for amounts and blocks specified by the NOIE for each month of the next auction following the allocation of PCRRs as described in paragraph (c) below.  The SFT evaluation to determine the feasible PCRR allocation amount for each month being evaluated uses 100% of that month’s expected network topology, which may result in different amounts allocated in different months.  If the SFT evaluation indicates that the nominated PCRR amounts are not feasible, then ERCOT shall proportionately reduce the requested PCRRs by their Impact Ratio on violated constraints. The “Impact Ratio” is the fraction a particular PCRR’s impact relative to the impact of all PCRRs in the same direction on a violated constraint.  The nominated PCRR amount, adjusted for infeasibilities in the SFT evaluation if required, determines the allocated PCRR amount.  The price that a NOIE must pay for an allocated PCRR, including any PCRR allocated under paragraph (d) below, is based on the corresponding CRR clearing price in the next auction following the allocation of PCRRs.  The invoicing and payment for allocated PCRRs follow the same process and timeline as the invoicing and payment of CRR bids cleared in the next auction following the allocation of PCRRs.  The allocated PCRRs for a NOIE are held in escrow by ERCOT and released to the NOIE by ERCOT in phases, as described in paragraph (c) below.

(b)
ERCOT shall allocate all PCRRs in quantities truncated to the nearest tenth MW (0.1 MW).
(c)
Each eligible NOIE may nominate and ERCOT shall allocate to that NOIE as so nominated, subject to the limitation of paragraph (a) above, PCRRs up to 100% of the net unit capacity (or contractual amount) for each eligible Resource, except as noted below in paragraph (d).

(i)
Until the first annual CRR Auction, NOIEs must nominate PCRRs for the month before each monthly auction.  Nominations must be received at ERCOT 15 Business Days prior to the commencement of the monthly auction for the one-month term which the CRRs being auctioned are effective.  ERCOT shall release 90% of allocated PCRRs to the NOIE ten Business Days prior to the corresponding monthly auction and release the remaining additional 10% of allocated PCRRs to the NOIE one Business Day after the close of the corresponding monthly auction.
(ii)
For the first annual CRR Auction, the NOIE must nominate PCRRs for each month of the following two years before the first annual CRR Auction.  Nominations must be received at ERCOT 30 Business Days prior to the commencement of the annual auction.  ERCOT shall release 15% of allocated PCRRs for all months of the second year of the annual auction and 55% of the allocated PCRRs for all months of the first year of the annual auction to the NOIE 25 Business Days prior to the annual auction. ERCOT shall allocate an additional 35% of allocated PCRRs for all months of the first year of the annual auction to the NOIE one Business Day after the close of the annual auction and allocate the remaining additional 10% of allocated PCRRs for each month to the NOIE one Business Day after the close of the corresponding monthly auction.
(iii)
For all subsequent annual CRR Auctions, the NOIE must nominate PCRRs for each month of the second year before each annual CRR Auction. Nominations must be received at ERCOT 30 Business Days prior to the commencement of the annual auction.  ERCOT shall release 15% of allocated PCRRs for all months of the second year of the annual auction and 40% of the allocated PCRRs for all months of the first year of the annual auction to the NOIE 25 Business Days prior to the annual auction. ERCOT shall release an additional 35% of allocated PCRRs for all months of the first year of the annual auction to the NOIE one Business Day after the close of the annual auction and release the remaining additional 10% of allocated PCRRs for each month to the NOIE one Business Day after the close of the corresponding monthly auction.
(d)
If at the time of the annual CRR Auction, ERCOT determines that PCRR nominations are not feasible, resulting in proportionally reduced PCRR allocations, then prior to each subsequent monthly CRR Auction, ERCOT shall re-evaluate the full nomination and allocate additional PCRRs, if feasible.
(e)
A NOIE must designate whether to accept the refund option or the capacity option for its eligible non-solid fuel and non-combined-cycle Resources before the allocation of PCRRs.  These options are described in items (i) and (ii) below.  NOIEs, or a group of NOIEs linked by common pre-1999 power supply arrangements, which had a 2003 NOIE peak Load in excess of 2,300 MW must use the capacity option (ii) for their eligible non-solid-fuel and non-combined-cycle Resources:

 (i)
Refund option – The eligible NOIE may nominate up to 100% of the lesser of the net unit capacity or contractual amount for those Resources. The eligible NOIE shall refund to ERCOT any congestion revenues received above those congestion revenues flowing to the NOIE for its Output Schedule of the Resource at the PCRR source. PCRR settlement will reflect the MW value of the Output Schedule of the Resource at the PCRR source, regardless of what MW value of actual output occurred during that interval if that change in output is in response to Dispatch Instructions. The refund for any Settlement Interval is equal to the difference between the PCRR MW amount and the time-weighted average of the Output Schedules of the Resource at the PCRR source multiplied by the value of that PCRR.  PCRRs allocated under the refund option are not transferable and may only be used by the NOIE to which they are allocated. 

(ii)
Capacity option – The eligible NOIE may nominate up to 100% of the lesser of the net unit capacity or contractual amount for those Resources at a capacity factor no greater than 40% over each calendar year . ERCOT shall allocate PCRRs in accordance with the NOIE nominations subject to the SFT.

(A)
Before the applicable CRR Auctions, the NOIE must nominate the months (designating  CRR amounts as defined by the criteria specified in Section 7.3(6)) for which it will use its PCRRs (i.e., the NOIE may shape the PCRRs representing up to 100% of the capacity for each Resource at a capacity factor no greater than 40% over each calendar year). 

(B)
If a Resource eligible for PCRRs is shut down due to a Force Majeure Event, then, to the extent feasible, the NOIE may reallocate its PCRRs across its PCRR-eligible facilities before the next CRR Auction.  This change is effective no later than the date of the next CRR Auction, and the redesignation may be requested for each monthly auction during the Force Majeure Event.  Any price difference in the reconfigured rights must be paid by (or paid to) the NOIE.

(f)
ERCOT shall allocate the total nominated capacity for each eligible NOIE to the Load of that NOIE in reasonable proportion to the Load served by the NOIE in each Load Zone.  For this allocation, ERCOT shall use the aggregated monthly load data from the corresponding prior 12 months. 

(g)
The CRR type, either PTP Option, PTP Obligation, or a combination, must be specified by the eligible NOIE before the PCRR allocation and is binding for purchase.  Once the allocation process is complete, the eligible NOIE may not change the CRR type. 
(h)
After the allocation process, and the subsequent applicable CRR Auction, PCRRs other than those described in item (iii) below must be priced as a percentage of the applicable CRR Auction clearing price for the applicable CRR, as follows:

(i)
PTP Option PCRRs:

(A)
Nuclear, coal, lignite or combined-cycle Resources: 10% of the applicable CRR Auction clearing prices;

(B)
Gas steam Resources: 15% of the applicable CRR Auction clearing prices; or

(C)
Hydro, wind, simple cycle, or other Resources not included in (A) or (B): 20% of the applicable CRR Auction clearing prices.

(ii)
PTP Obligation PCRRs:

(A)
Nuclear, coal, lignite or combined-cycle Resources: 5% of the applicable CRR Auction clearing price if it is positive; 100% of the applicable CRR Auction clearing price if it is negative;

(B)
Gas steam Resources: 7.5% of the applicable CRR Auction clearing price if such price is positive; 100% of the applicable CRR Auction clearing price if it is negative; or

(C)
Hydro, wind, simple cycle, or other Resources not included in (A) or (B): 10% of the applicable CRR Auction clearing prices if it is positive; 100% of the applicable CRR Auction clearing prices if it is negative.

(iii)
For a NOIE that has chosen the refund option, the allocated number of PCRRs for Resources other than solid-fuel and combined-cycle Resources are provided at no charge.

(i)
PCRRs shall not be able to be bilaterally traded through ERCOT systems prior to the completion of the CRR Auction used to determine their value.

7.5.5.3
Auction Process

(1)
The auction must be a single-round, simultaneous auction for selling the CRRs available for all auction products, with the following steps:

(a)
ERCOT shall enter into the CRR Auction engine model a credit constraint for each QSE.  A QSE’s CRR Auction credit limit is equal to the lesser of the CRR Account Holder’s Credit Limit specified in Section 16.11.4.7, Credit Requirements for CRR Auction Participation, or, if provided, the CRR Account Holder’s self-imposed credit limit.  The credit constraint ensures that the following sum is less than or equal to each QSE’s CRR Auction credit limit: 

(i)
all awarded CRR Auction Bids multiplied by the absolute value of the corresponding bid price; plus 

(ii)
all awarded CRR Auction Offers with negative offer prices multiplied by the absolute value of their corresponding offer price; plus 

(iii)
the additional credit requirement for all awarded PTP Obligations.  

(b)
ERCOT shall award CRRs in quantities truncated to the nearest tenth MW (0.1 MW). 

(c)
The CRR Clearing Price is equal to the corresponding Shadow Price for that CRR product.

(d)
When a CRR Account Holder is awarded CRRs as a result of a CRR Auction, the CRRs do not become the property of the winning CRR Account Holder, and the CRRs may not be placed in their CRR accounts, until the CRR Invoices have been paid in full.

(e)
When a CRR Account Holder sells PTP Obligations as a result of an auction at a negative price, the CRR Account Holder is not relieved of the PTP Obligations until the CRR Invoices have been paid in full.  

(2)
ERCOT shall use a linear programming auction engine model for each CRR Auction that evaluates all CRR Auction Bids and CRR Auction Offers submitted, and selects a combination of CRR Auction Bids and CRR Auction Offers that:

(a)
Makes the solution simultaneously feasible within the limits of the ERCOT network capability over the auction term; and

(b)
Maximizes the objective function, which is equal to the total economic value (as expressed in the CRR Auction Bids) of the awarded CRR Auction Bids, less the total economic cost (as expressed in CRR Auction Offers) of the awarded CRR Auction Offers, while observing all applicable constraints.

(3)
The CRR Network Model must, to the extent practicable, reflect the continuous and post-contingency system operating limits and operational procedures (i.e., Special Protection Systems and Remedial Action Plans) in the Network Operations Model used by ERCOT during Real-Time Operations, as discussed below in Section 7.5.5.4, Simultaneous Feasibility Test.

(4)
Once a CRR Auction is complete, ERCOT shall archive and keep the CRR Auction system and all models used to finalize the CRR Auction results under ERCOT’s data retention policy as that policy applies to data that may be needed to resolve requests for billing adjustments under applicable billing adjustment procedures.
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