WMS proposed response to TAC and Board Questions

Background
· Following the April 17, 2006 Firm Load Shedding Event ERCOT implemented a formulaic discounting of spinning generation capacity, via the Reserve Discount Factor (RDF), thus reducing the calculated adjusted responsive reserves (a.k.a. Physical Responsive Capability, and the PUCT approved a new special emergency service, Emergency Interruptible Load Service (EILS).  

· Discounting reserves results in ERCOT taking command and control actions (OOMing Units, and deploying Non-Spin), prior to declaring an emergency,  which forces price down in real-time (prices fall during periods of scarcity).  This has been called the Price Formation Issue.  ERCOT is taking actions to restore reserves before market energy offers are exhausted.  

· TAC directed the formation of a Long-Term Solutions Task Force to address an alternative for the EILS service to meet the objectives of PUCT Subst. R. 25.507(h)).  In October, TAC approved a resolution recommending to the Board that ERCOT immediately increase its purchases of Responsive Reserves by 500 MW for the hours ending 0600 through 2200, with the intention of reducing both the number of short-supply Alerts issued by ERCOT and the frequency of OOM deployments.   
· EILS as compared to   LaaR provided RRS are not related and are not similar services.  LaaR’s which participate in RRS have auto activation Under Frequency Relay and provide automatic response to frequency disturbances and 10 minute response prior to EECP.  EILS is a Demand Response Program, with deployment only as a last resort during EECP Step 3 and via verbal instruction.  RRS is a service required to maintain frequency on a continual basis.
· EILS and an increase in RRS were linked by the original work of the LTSTF.

· In November, the PUC adopted EILS rule changes eliminating the requirement for a Long Term Solution, thus breaking any tie between the increase in RRS and EILS.

· Since the last Board and TAC meetings, ERCOT, working with stakeholders has refined its practice for discounting reserve levels.  In November ERCOT changed the discount factor such that it is now temperature dependent.  Additional work is underway to refine the practice further.

· In October the Board instructed TAC to answer questions 1 through 6 below and report on any other issue TAC believes should be considered by the Board at the December 2007 meeting in determining whether to approve the proposal to increase RRS.  TAC added one more question.  Those questions and the answers recommended by WMS follow:

(1) Whether (a) the proposed increase of RRS by 500 MWs (from 2,300MW to 2,800MW) during hours-ending 0600 to 2200 should be an increase to only the amount of RRS or should be a combination of RRS and NSRS as discussed in the LTSTF White Paper and (b) whether 500 MWs is the right amount for the increase in Ancillary Services; 

a. RRS and NSRS are two different services with two different purposes.   NSRS cannot substitute for RRS.
b. The amount of additional RRS needed to correct the price formation problem has a direct correlation to the level of the RDF. WMS recommends that the amount of additional RRS procured vary in an amount that correlates with the RDF as proposed in the attached document titled WMS Recommendation to Refine the Amount of Additional RRS.
(2) Whether the proposed increase of RRS (or combination of RRS and NSRS) by 500 MWs is consistent  with (a) Section 6.4.1(2) of the Protocols and (b) the Long Term Solution provision of the EILS Rule (PUCT Subst. R. 25.507(h));

a. 
 WMS relies upon the interpretation of ERCOT Legal, as to whether the proposal is consistent with the requirements of 6.4.1(2).
b. 
On November 1, 2007, the PUC voted to delete the Long Term Solution provision from the Commission’s EILS Rule.  Consequently, the merit of the proposed RRS increase is no longer in part a function of whether the increase constitutes a long term substitute for EILS Service.)
(3) Whether LaaR can maintain the existing 1,150 MWs level of participation in all hours of the RRS market if the Board were to take action at the December 2007 Board Meeting to increase the amount of RRS (or combination of RRS and NSRS) at that meeting.  ERCOT staff shall immediately begin working on system changes necessary to ensure that LaaR can continue to participate in the RRS market at the current 1,150 MWs levels and ERCOT staff shall report to the Board whether the system changes have been completed at the December 2007 Board Meeting; 

The software updates are underway and it is expected that LaaR will be able to maintain its existing 1,150 MW level of participation by December 2007 Board Meeting.

(4) Whether the level of LaaR participation should be increased above 1,150 MWs if RRS is increased above 2,300 MWs (with the understanding that the ERCOT study to determine whether this is viable is currently underway but may take up to six months to complete) 

Yes, if the study currently underway shows it is viable.  A 2002 study had concluded that if all load trips at one frequency (as is currently done), then 1150 MW is the limit. If load shed is tiered, then it would be possible to increase LaaR participation up to 1725 MW.  (Going to tiered frequency response is a significant market change, which would likely take more than 6 months to implement, and could have significant impact on contracts already in place between market participants).
(5) Whether an increase in the amount of RRS (or combination of RRS and NSRS) is needed for all hours between hours-ending 0600 and 2200 or on the weekends;  
Empirical evidence suggests that additional RRS should be procured for hours ending 7-22 and on weekends.  
(6) A cost/benefit analysis or other type of reasonable comparison of the benefits of EILS vs. RRS, including any broader benefits that increasing the amount of RRS (or combination of RRS and NSRS) may have (such as addressing the issues raised by the Independent Market Monitor); 

a. EILS will not cost more than $50 million annually and offers the benefit that it may reduce or eliminate some occurrences of firm load shed.

b. LCG Consulting ran a UPLAN simulation model (Nodal marginal cost model) that suggests increasing RRS is likely to increase Reserve revenue to providers by $31.5M and decrease energy revenue to providers by $34M. However, production costs increase by $14M annually due to the new requirement. WMS has confidence in the methodology used by LCG to analyze market impacts.
c. Increasing RRS should significantly reduce ERCOT command and control actions and therefore effectively addresses the price formation issues raised by the IMM.

(7)  (Additional TAC added Question) If the board adopts the 500 MW increase in RRS (or other proposal) is there still a need for the Administrative Pricing Proposal. 

 WMS recommends implementing and evaluating the impacts of an increase in RRS before determining if other solutions such as Administrative Pricing Proposals are necessary. 
WMS Recommendation to Refine the Amount of Additional RRS
WMS recommends modifying the original TAC recommendation to the Board, regarding an increase in RRS of 500 MW, by linking the amount of additional RRS to a day-ahead forecast of the Reserve Discount Factor (RDF) in the hours ending 7 through 22, as follows:

· ERCOT will use the higher of the hourly forecast temperature for North Central or the Coastal weather zone to predict the amount of RDF that will be applied in real-time.  

· For each hour when the RDF is projected to be above 2 percent, ERCOT will adjust the Day-Ahead hourly RRS obligation upward by 100 MW per percentage point.

· For example: 

· For an hour when the RDF is projected to be 2% or less, ERCOT will not adjust the Day-Ahead hourly RRS obligation.

· For an hour when the RDF is projected to be 3%, ERCOT will adjust the Day-Ahead hourly RRS obligation upwards by 100 MW.

· For an hour when the RDF is projected to be 7%, ERCOT will adjust the Day-Ahead hourly RRS obligation upwards by 500 MW.

· ERCOT will not adjust the Responsive Reserve requirement such that it is less than the minimum Responsive Reserve requirement nor greater than 500 MW more than the minimum Responsive Reserve requirement.

Note: 
WMS does not take a position relative to the methodology used by ERCOT to calculate the RDF.  ERCOT is currently applying a 7 percent RDF whenever the weather zone temperature is 95 degrees or higher, a 5 percent RDF whenever the weather zone temperature is 85 degrees or higher but less than 95 degrees, and a 4 percent RDF whenever the weather zone temperature is less than 85 degrees. ERCOT applies the RDF in real time based on the actual, not the projected, weather zone temperature.

