PRR Comments


	PRR Number
	739
	PRR Title
	Administrative Price Adjustments

	
	

	Date
	October 24, 2007

	
	

	Submitter’s Information

	Name
	George Arnold

	E-mail Address
	truenorthenergy@aol.com

	Company
	True North Associates

	Phone Number
	512-447-0883

	Cell Number
	214-212-0902

	Market Segment
	Residential Consumers


	Comments


	Overall Market Benefit
	Unclear
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	Higher Costs
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	Higher Costs


While it is in everyone’s interest to take steps ensure the reliability of the ERCOT system, and to ensure that all Stakeholders contributing to its reliability have the opportunity to be made financially whole, I feel that the approach described in PRR 739 essentially throws money at a problem that could be resolved more effectively by other means. As written, it will serve to increase costs for consumers by significant and undefined amounts, without necessarily producing the desired benefits. 
Administrative price controls, or supports, as presently exist in the agriculture industry, are fundamentally anti-competitive, and prone to create inefficiencies and artificially higher costs for consumers, who may reasonably be asked to pay legitimate scarcity rents, but not swag factor prices, or prices inflated by market power or collusion. Where this solution has been implemented in other electric Control Areas, it has not provided a satisfactory and cost-effective answer to the fundamental issue of reliability. We should not repeat the same pattern, here.  Our objective should be to ensure proper levels of resources to ensure system reliability, at the lowest possible cost. This PRR does not contribute to achieving this.
My observations and concerns are as follows:
1. The PRR fails to follow the instructions on the PRR Form, by not disclosing its Fiscal Impacts and Benefits, i.e., how much this PRR will add to the net cost of electricity in the ERCOT control area. This is a key and unacceptable deficit and raises questions about the basic suitability of the PRR. It should be withdrawn and left on the table until this information is provided

a. A study of an early proposal to administratively adjust BES prices suggested the potential of this approach to increase service costs by an amount in excess of 9 figures. While the cost of the proposed modifications would likely be below this figure, its proponents stated at the October 5, 2007 TAC meeting that they anticipate the annual impact to be in excess of $50 Million. The impact should be quantified formally and disclosed to the market and consumers by ERCOT as a basic matter of transparency and public accountability before any decision is taken. 

2. The statement under Consumer Impact stating that ‘Consumer impact should be positive due to more correct price signals’ ignores the facts that:

a. Higher price does not ensure higher revenue. Due to the irregular occurrence and variable aggregate duration of EECP intervals, there is no assurance, under the increased competition envisioned by its proponents, that administratively increasing prices would actually ensure substantially higher revenues for any particular Stakeholder participating in the Balancing Energy Service.  See 5, below. As such, it is not certain that the increased cost of the Balancing Energy service will reliably secure investment adequate to obtain the increased reliability that the PRR promises and for which consumers would theoretically be purchasing under it 

b. There is no information, other than the unsupported assertions of this PRR’s supporters that BES prices are, in fact, ‘too low.’ See 3.a, below. 

c. Further, we have not seen an objective study establishing how high prices would need to be set under current ERCOT BES market conditions to provide the increased revenue that this PRR’s proponents assert is necessary to ensure reliability going forward

d. There is a basic equity issue associated with consumers being required to involuntarily pay more for services already provided at a lower cost without a clear obligation on the part of the affected market Participants to provide verifiably enhanced performance in return for the increased cost of their services

e. The majority of both commercial and residential consumers (and generators, for that matter) do not and will not have anything like the real-time price discovery that would allow them to make the informed decisions necessary to benefit from – or avoid the impact of - the ‘more correct’ price signals.  

i. This PRR will effectively treat nearly all consumers of all classes as passive sources of revenue to provide more money to one class of Stakeholders, in undefined amounts that have not been quantified objectively

ii. Generators will also not have clear access to information enabling them to make the informed ‘run or not run’ decisions under this pricing structure that could potentially provide an actual competitive benefit to market prices. See 5, below

3. The PRR does not present justification for the dollar amounts it proposes to apply to the resources deployed as outlined in section 6.9.5.1

a. No study, objective or otherwise, has been produced to justify a specific level of administratively-set higher payments for Balancing Energy.  

i. SPD is currently determining MCPE values that exceed the proposed administrative levels in some relevant intervals, up to HCAP

ii. The BES market appears to be operating competitively as originally intended. Adequate resources are typically available down to MCPE prices below $15/MWh

iii. Participants in the Balancing Energy market already have the opportunity to adjust bid curves to reflect their actual revenue requirements

b. The level of ‘missing money’ has not been quantified, making impossible any attempt to rationally set subsidy levels for Stakeholders claiming revenue shortfalls 

i. The proposed administrative price-support mechanism is open-ended and will increase consumer costs in amounts unrelated to any established need. See 5, below

1. London Economics produced a study for TXU in July 2006 suggesting that a theoretical Peaker Net Margin in excess of $50,000 per MW-year could potentially be earned in the ERCOT BES market, under PRR 650, with HCAP set at $500 per MWh (the nominal peaker revenue target cited in this analysis is roughly $85,000 per MW-year).  As HCAP is now $1,500 and will increase to $3,000 per MWh in 2009, it is reasonable to conclude that the potential for well-managed units to recover adequate revenue from normal, competitive market operations already exists in ERCOT, and administrative price supports of any kind are unnecessary. The July 2006 study should be updated as part of any effort to cost-justify this PRR 

a. Administrative Price Supports may thus be a ‘solution’ looking for a problem that has been or will shortly be resolved by existing measures that ERCOT has already implemented

b. Further, SB 7 established a competitive and deregulated market in ERCOT. The administrative measures proposed are fundamentally anti-competitive. Consumers in ERCOT should not be compelled administratively to subsidize sub-optimal operating practices by BES participants. However, see 3.c, below 

c. Some of the shortage intervals appear to be caused by operational inconsistencies in the dispatch instructions stated in ERCOT’s Operating Guides, rather than any actual shortage of resources. Clarification of these procedures may result in greater reliability in practice and may be effected at lower cost than the method proposed in this PRR. These procedures should be reviewed and modified as required before consideration is given to re-regulating or manipulating the BES market pricing structure solely to provide increased revenue befitting a particular Stakeholder segment

d. The generator market segment is also working under the disadvantage created by the lack of adequate real-time communication of forward-interval pricing. This lack creates inefficiency in the market and increases prices. It is not clear how PRR 739 will address this basic need. The attempt should be made to improve data access in near real time prior to administratively implementing price supports 

4. The proposed pricing procedure described in 6.9.5.1(1) is largely defined in terms of whether or not binding CSC constraints are present.  The implementation in practice is not clear

a. Under what circumstances will such congestion occur or be absent? How frequently have these conditions occurred?

b. Would the unmodified MCPE be applied if such binding CSC constraints are present? 

5. The pricing structure of this PRR introduces an expanded incentive to exercise market power and/or collusive activity to increase the frequency and duration of high-priced intervals. This creates added price risk for consumers unable to recognize and protect themselves against such detrimental actions

a. Charges wrongly assigned to consumers are presently not returned directly to them 

b.  The PRR  does not address this increased potential 
	Revised Proposed Protocol Language


None.
739PRR-03 True North Associates Comments 102407 
Page 3 of 4
PUBLIC


