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___________________________________________________________________________________________

RECAP OF AGENDA
1. 
Antitrust Admonition - Agenda Review




9:00 am

2. 
Proposed Meeting Dates






9:10 am

3.
Goals and Deliverables for the Sub-Committee



9:20 am

4.
Summary Review of SDAWG discussions




9:50 am

5.
Review comments/Issues list-





10:10 am

· While many of the comments are focused on the Manual, comments submitted provide a good starting point for an issues list.  We will focus on creating an issues list related to the VC process and not the Manual

6.
LUNCH








12:00 pm

7.
What do we want from the VC Process-




1:00 pm

8.
Other Business







2:30 pm

9.
Adjourn








3:00 pm

___________________________________________________________________________________________

Call to Order

Jim Galvin with Luminant Energy is assisting TPTF in chairing this subgroup.  He called the meeting to order at 9:00 a.m. on Wednesday, December 5, 2007.

Antitrust Admonition

Mr. Galvin read the Antitrust Admonition as displayed. He asked those who have not yet reviewed the Antitrust Guidelines to do so. Copies of the Antitrust Guidelines were retrievable from ERCOT if requested. 

Confirm Future Meetings

Mr. Galvin confirmed the following future meetings (working sessions) at locations TBD (preference is ERCOT).  These dates are fairly close together to get us on the fast track to deliver to TPTF the VC Process Documentation, nodal protocols, whatever we need to deliver from the group.  There should be the ability to redline documents in-session and not assign anything to members to come back and resolve. He kept all other TPTF meetings and all other key meeting dates in mind when these were designed. 

· Monday December 10, 2007  

· Thursday December 20, 2007  

· Wednesday January 9, 2008

· Monday January 14, 2008

· Thursday January 24, 2008

There were no objections to these dates so they will be sent to ERCOT with a request to set up WEBEX and ERCOT meeting rooms.

FYI:  Next TPTF Meeting dates on the horizon are the following (at the ERCOT Met Center):

· TPTF Meeting – Monday Dec 17, Tuesday Dec 18 and Wednesday Dec 19, 2007

Review of Meeting Agenda (Key Documents: Verifiable Cost Manual)
Mr. Galvin reviewed the agenda for the meeting today from 9:00-3:00. We have a fairly tight timeline to resolve some of the issues we have before us related to Verifiable Cost (VC).  We will review current discussions that have taken place from the SDAWG who was working on developing the current VC Manual.  We can review the “issues and comments” lists, and these lists will be a starting point but the focus this group will have is to correct and/or enhance the VC manual and process as it is currently written.  Bullet 7 is a discussion of what we expect out of this process, including deliverables.  We may decide to use the current VC Manual as a starting point, redline that into a formal white paper, or at some time we would be expecting to develop possible NPRR’s to help clarify what this working group does.   He requested comments and questions regarding whether this was a good place to start.  
DISCUSSION POINTS ON DEFINING THE PRINCIPLES OF VERIFIABLE COSTS:
Floyd Trefny stated that the agenda is fine but as part of Item 3 we should take a few minutes to talk and come up with some really high level principles of what Verifiable Costs are, at high level. In TNT days we had problems like this that were very contentious.  We need to define the principles, and let that structure guide us so we can stay focused.  If we don’t agree at the high level we will never agree at the lower levels.  He requested that we start with what the 3 (or 4 or 5) guiding principles are, and see how we can build from there.  Sid Guermouche concurred that Item 3 was a good start.  After goals are defined, the next working session could be the starting point of the real discussions, and it could be contentious.  At least we can report back to TPTF on the principles set here today and develop a template for VC.  Possibly the template could be all-inclusive and we can determine which are truly part of the verifiable costs and would be accepted and which ones we need to work on.
Jim stated that we’ll start the discussion at the highest level on where we want this process to go, and as we agree on things we can give to ERCOT going forward so they can potentially parallel certain systems and/or tools to verify the VC Process, we need to keep this in mind that we don’t want this to delay any systems development pertinent to nodal.  Jim also stated that we need to provide direction and agreement where we can, relative to the systems and/or tools needed during this process.   We don’t want this process to delay anything relative to requirements for systems needs so we need to do due diligence regarding that.  He has had comments from ERCOT and non-ERCOT people to stick to that task.
ERCOT DISCUSSION ABOUT INTERFACE REQUIREMENTS:

Ino Gonzalez asked if it was possible for this group to make a decision on the whether or not we need to review requirements for the interface, which ERCOT is meeting about tomorrow with SDAWG.  Jim wanted to stay focused on the first task, which was to get out the cost process itself.  As far as the interface we can at least track what the group is doing in parallel. We can later go down that road and report to Eric and his group as to whether we will take on this additional task. We will report on our progress tomorrow.   Ino asked if they needed to plan to report to SDAWG on the requirements.  Jim is not sure that meeting with SDAWG on the requirements tomorrow would be beneficial but we should see what comes out of today’s meeting before we touch on that.
REFINING DELIVERABLES FOR THE GROUP:
Ken Ragsdale spoke in support of the focus on Item 3 and what are the deliverables for this WG. We have some nodal protocols right now and we tried to write a VC Manual that was in sync with what the nodal protocols said.  He is hoping when this working group is all over we will have protocol changes identified and we should have a VC Manual in sync with the nodal protocols.  We need to be focused on the fact that the ERCOT staff will work with these verifiable costs based on what is in the protocols so we really need to key in on the protocols.  He hears that there are problems with the protocols, so we need to shine light on those things quickly and start thinking about them. 

Jim stated that we will approach today by defining the principles of the verifiable cost process.
RETURNING TO DEFINING THE PRINCIPLES OF VERIFIABLE COSTS…
Going directly into the principles surrounding VC, rather than going back into some of the documents already we should make note of these and send them out in the exploder lists.  We’ll start the discussion taking us in to the highest level.  What are the top principles we hope to see in a manual and in the protocols to facilitate this process?   John Rainey initiated this part of the discussion by stating that Ino and his team have put together a lot of work on this manual to get it where we are now, and its a good foundation.  The issues we have are where we have inconsistencies in the nodal and we need to really look at addressing those issues.  He stated that Floyd addressed concerns in the TPTF discussion when going over this with Ken, where we had at least one section where ERCOT had a different understanding of what the protocols said.  That needs to be addressed – how we define the verifiable costs for start-up vs. the VC for min energy.  We need to follow that demarcation pretty closely and make sure all the other processes tie to that same definition.   
Jim Galvin mentioned that one of the things we have been asked to do is to try to step back away from what’s currently in the protocols as well as currently what is in the manuals and the starting point really should be what we want to extract from this process.  Ken Ragsdale commented that the manual is meant to implement the protocols. The start of what we’re analyzing at a high level is what the original intention was behind the verifiable costs and the nodal protocols - what was it meant to accomplish.  Floyd Trefny countered that this is why we are going back to the principles because obviously we somehow missed the mark.  He doesn’t think we implemented what we thought we were doing. The protocols are not perfect, but the definition of verifiable costs was stated at TPTF and Floyd will attempt to paraphrase this definition as a start:  
DEFINING “VERIFIABLE COSTS”:

What is Verifiable Cost?  It is a cost to start up and shut down a unit that a resource entity incurs that essentially gives a reasonable representation of the total cost to cycle a plant.  We need to think about what that means because we have two numbers – we have minimum run energy and we have start up costs. Start up costs may not be just literally the cost to start up-it may be other things too.  We can develop a principle that defines VC.  The way we have programmed RUC and the way we have programmed the DA market, we can expect it to be the cost to cycle generation that a resources incurs.

Shams Siddiqi commented we missed the boat on defining VC.  Some of these issues were addressed in TPTF, such as what constitutes start-up costs.  We debated this in TPTF – should we include shut-down costs?  We should not only review what was missed in the process and should be part of these VC’s but also try to find out what are the fuzzy issues – there may be some things we don’t really know how to define.   We should perhaps come up with an expansive list of things that should be added that we have omitted and not make a decision necessarily as to whether they should just be included in VC but also address the process by which ERCOT goes about deciding whether a cost is legitimate or not.  That should be part of the outcome.  And then we need to try to come up with some rules on fuzzy costs and fuzzy definitions because with verifiable costs, in actuality the definition is very fuzzy.  We should try to come up with the elements that are very clean and define the elements that are somewhat unclear.

Ken Ragsdale commented that we have gotten savvier in this market and we need to modify a few things based on our new intelligence.  However, we can all agree on what the cost is of minimum energy, which is the cost to operate the unit on LSL.  We nail that down, and we can work on the next piece which is the cost to start up a unit.  Do we need to include shut-down costs into start-up costs?  This group needs to say that and put it in the protocols so that it is clear for ERCOT staff to include that. 
DISCUSSION OF PROTOCOL VC DEFINITIONS (PROTOCOL SECTIONS 5.6.1 and 4.4.9.2)
John Rainey mentioned that in the protocols we have section 5.6.1 that defines verifiable costs at a high level and we also have 4.4.9.2 that discusses verifiable costs.  Are we going to use these as the baseline to go forward or are we going to create an entirely different new thought process and see if it compares to these sections? 

Jim stated that we need to bring the discussion back to the principles and we are making assumptions that we will still find a lot of consistencies that we can then agree upon and of course take direction of what we need to change with those we don’t.  Let s step back and talk about the principles of what we want this process to be and bring them back into the protocols as well as any other work that has been done.

John Rainey moved into a “cost to start” discussion.  When you say “cost to start”, the way we were defining this in the past they were incremental costs.  They were not routine-type costs.  At the other WMS VC Group, we were looking at incremental costs for the cost to be included in that cost to start.  Jim felt we probably don’t want to define incremental costs in this group.

AMBIGUITY OF CURRENT PROTOCOLS ON THE DEFINITION OF VC:

Ino countered that a MP stated months ago that the protocols were left vague on purpose so that ERCOT and the market would come up with a process around them.  There was an effort at WMS, and they need direction on what verifiable costs are.  Shams stated that we don’t want to just define verifiable cost but to look into the following questions:  

What is Verifiable start up cost? 
What is Verifiable minimum energy cost?  
What is Verifiable energy offer curve?   
            …And under verifiable start up you have the issue of including shut-down or not. 
Shams does not feel we are that far off and we should not have to start from the beginning.  A comment was made that Section 2 has those definitions and we should start there and if we want to change them then we need to do so now. Meeting participants were generally ok with doing that, but it was stated that we need to get to a higher level yet.  It was interjected that we don’t want resource owners to lose money.  Period. Bob Spangler stated that this should be a principle – if we RUC units, or we start up units, we want something to compare to where people don’t lose money b/c what happens then is the DA market doesn’t work, and the RUC doesn’t work.  Again, we need to get back up to the higher level.  We want a market that is vibrant, we want the DA market to work, and we want the RUC market to work. We want resource owners to be properly compensated – not over-compensated, and not under-compensated. We can start here.  If we can agree that we want the resource owner to recover a reasonable expectation of its costs to cycle generation and run up to minimum energy that’s the principle we need to focus on.  If we don’t have that, neither RUC nor DA markets work. As simple as that sounds we are not at that point yet.  
Russell Lovelace supported this by countering that verifiable costs is the most accurate representation of the generation’s cost to run a unit.  How we use that in the protocols is indifferent but the VC Manual, and what we’re trying to get down to, is the most accurate representation of the cost to run the unit.  He may even include be inclined to include capital costs.  Shams wanted to define that further. Someone in the market may have bought gas at real expensive prices.  That’s how they want to price it when we come to verifying costs.  But the value of their gas is the current index.   It doesn’t matter what you paid for it so why should we make you whole for something you made a bad decision on?  The current value of their gas is what it is.  We chose Houston Ship Channel and HSC is typically the highest gas point in Texas.   So maybe you need an adder on top of HSC for basis but whatever it is it needs to be relative to spot gas.

INCLUSION OF COST TO CYCLE IN THE DEFINITION OF VC:

One Market Participant noted that perhaps the definition is the cost to cycle and run the unit at minimum load.  We can argue that concept later, and to Shams’ point maybe we should do something about the rate proceedings, which is to say when you think of cost you leave fuel aside and argue the issue of fuel as a second case, whether that’s index or something else.  Bob Spangler added one further thought on this… we ought to keep in mind that the current protocols, warts and all, have been approved by the commission.  So we should try to work with what we have and not think about making big wholesale changes unless we have a good market consensus on making the changes.

INCLUSION OF COST TO CYCLE IN THE DEFINITION OF VC (cont’d):

It was suggested to Jim that we should be careful of not trying to address what should be included in the verifiable cost definition but rather work with the definition we have and try to dive in and talk about how it should be implemented.   ERCOT was interested in trying to tighten up the definitions and perhaps agree to minimum energy, but Market Participants felt we have not been able to agree on that.  The MMS system is not prepared to use a different start up price just because they have somebody’s price plus 30 cents for transportation.  We are talking about changes the MMS can’t handle at this point.        
Floyd commented that we can’t put every generator precisely in the same bucket, yet we have one system at ERCOT. You can make a reasonable representation of the generator’s cost, but there is some risk the resource owner must take.  That’s the next principle.  There is some risk that a resource owner must take when presenting its unit at ERCOT.  Someone can sign a contract for someone that charges ten times the cost of gas. Kristy Ashley with Exelon pointed out that when you RUC a unit, if you’re going to force them into the market when they are out-of-the-money then you need to keep them whole.  In a DA market what Floyd is saying is correct.  If I signed a bad contract and I put those costs in my DA offer and I don’t clear, yes that theory is correct and it’s my problem.  But in RUC, you have to keep me whole; otherwise I will make the unit unavailable.  There is a risk that you lose and a risk that you gain but it averages out.   

John Rainey brought up the point that we agree that generators should be paid what it costs to come on line and we don’t want to drive generators out of the market.  We want to find a way to compensate generators for reasonable costs.  We don’t know how much each cost starts.  We may have 50 starts and need to find an average representation of the cost for those starts.  The issue with the fuel, as debated back in TNT, if I use the fuel index price, then if the generator’s actual fuel contract is less we are not going to go back and claw it back, and if it’s higher he takes that risk of having a better negotiation.  That is one of the foundations in TNT so we wouldn’t have this issue of going back and chasing prices.  So, are we going to open that issue back up to be renegotiated, or is the fuel index price where we are going to stay and how we use these costs?

A Market Participant requested clarification on RUC… when we are talking about RUC are we using DA index gas or spot gas?   If using current day, gas closes about 4 hours prior to RUC running and there is huge risk if we use a DA gas price for a RUC that runs after the close of the spot gas prices.   One MP clarified that Settlement picks up the Operating Day, so if you get RUC’d on Monday for Tuesday you are using Tuesday’s FIP.  So you are buying intra-day, after gas closes.   During the cold weather event of several years ago where DA index price was 7 or 8 bucks and the spot was 20 or more, this was a big issue.  When we roll forward in nodal and settlement has all the data, there is a choice of which published index we will use.  We will need to look at this. Many times the difference between the DA and RT gas is not that different.  But we want to encourage all resources to show in the DA, and if there is a difference, then the reliability unit commitment we have written can be really ugly to market participants.   If we were to think about making changes to the RUC it goes to the fundamental issues that we talked about in front of the commission when we approved this market structure.  So what is open for negotiation needs to come to a consensus.  Manny Munoz asked if one of the issues we are going to address is the unusual one-off cases- such as one-on-one configurations that were discussed in recent TPTF meeting?  We need to define that.
Market participants asked if we could get back to addressing the verifiable cost process and the manual, so that ERCOT can ascertain what is verifiable and what is accurate.  We cannot get down to exact amounts of what each generator spent, but we need to determine how and what they submit to ERCOT, and what is represented through data, through manuals and all available representations to get to the most accurate figure. ERCOT will need to know how to determine what is most reasonable and what is not.  If we can address high level principles and start working around details of this process, we will make progress in our meeting and task force objectives.   In the DA market, DA and RUC have to use FIP.  In the (delivery) operating day, for RT deviation you would use the FIP.  Storage gas gives us even more reason to use FIP.  And finally, “cycle” means start up and shut down, which is NOT what the protocols say.  If ERCOT makes a decision to decommit a resource for transmission reasons, they will do certain things to make the resource whole in their start up payment.

DETERMINING THE LIST OF PRINCIPLES:
 Discussion of Principles in Verifiable Cost Process:
What is Verifiable Cost?  The definition as we see it is “the most accurate (reasonable) representation of a generatior’s cost to cycle and run the unit at minimum load”.  What is the level of risk that Resource owners take?

Fuel Component

Verifiable O&M Component

Fuel- FIP vs. spot gas

Verifiable O&M – Average Incremental (5.6.1)?  

Verifiable start up costs?

· What is verifiable min energy costs?

· What is cost without fuel, second case for fuel (index)?
Final refinement of the above Principles in Verifiable Cost Process:
1. Verifiable Start-up and Min Energy Costs are the most reasonable representations that are verified by ERCOT for accuracy of a generator’s cost to cycle and run the unit at minimum energy using a Fuel Index. 

2. Verifiable Incremental Heat Rate adjusted for O&M is the most reasonable representation that can be verified by ERCOT for accuracy of a generator’s incremental cost to operate from LSL/LEL to HSL/HEL, using a Fuel Index. 

· A)  each resource beings Incremental HR data for verification

· B)  specified in RARF

· C)  Protocols do not specify the points HSL to HEL for R/T Mitigation

· D)  Provide actual and monotonically increasing heat rate curve

3. Verifiable O&M costs are Average Incremental O&M Costs.

4. There is a level of risk that Resource Owners take in the recovery of Start-up and Minimum Energy costs   

5. The nodal market design is intending to make Generators whole and minimize costs to load in the long run\

6. FIF and FOP are defined by Protocols

7. Emissions Costs/Credits are an important part of verifiable O&M Costs

8. Resource Owners should have a verifiable cost process to address events that create significant harm 

9. Verifiable Costs Process is to be used prospectively.

DISCUSSION POINTS ON THE ABOVE PRINCIPLES:
Verifiable costs are not “verified” and that distinction needs to be made.  Jim Galvin prefaced the discussion with the statement that Verifiable costs process does not cover all true costs.  We are supporting a statement that the process of covering VCs is “Prospective”.  A comment was made that PJM does recover shut down costs, and we have modeled somewhat after their market. We can offer to take a look at what that market does with VC, but it may take us backward when we don’t have the luxury of doing that at this point.  Is there value then in getting a determination of what protocols need to be adjusted and what is ok as is?

Verifiable costs-the whole spectrum–is what we are looking for.  “Breaker close to LSL” is considered minimum energy.  Everything else will need to be rewritten.   So we are saying we have definitions for start up costs – we may need to clarify them to push out the ambiguity.  We really want to keep this meeting focused on the principles, and not clarification of other issues.  So with that said, we will move on to Item 3. 

ITEM 3:

In Item 3 - Verifiable O&M and Avg Incremental O&M are two different principles. With respect to Incremental HR and verifiable O&M… Incremental HR is a heat rate and we are adjusting the HR plus O&M. While we address each separately, they are eventually the product of the cost element submitted for verification.  By separating them we can take care of one quicker but we need to take both together or we are not doing our job.  Let’s start the process by identifying the low hanging fruit. – If you will, subgroup these items and go from where we can define and accomplish and them move to the harder stuff.

O&M will involve a bit more work.  Kenan Ogelman brought up the breaker close issue as something we should be able to knock off quickly, but a MP pointed out that Section 4 says one thing and Section 5 shows something different.  So the protocols are an issue on this particular point.  This is an issue we also brought up under Item 1.  Jim can get the language out of 4 and 5 to compare, and at some point, we can compare those. 

ITEM 2:

The focus turned to discussions on incremental heat rate – ITEM 2… (Issues related to incremental heat rate).  What is the problem and what is the issue?  We felt we had no issues in SDAWG on the Incremental HR.  TPT inferred that each resource would bring an incremental HR that they had built.  They could bring it to ERCOT and say here’s my data and here’s my curve.  They are submitted currently and we intend to do so in nodal in the same manner.  Ino stated that the shape of Incremental HR is concave, and his concern is defining from LSL to LEL or from HSL to HEL.  We need to be clear on defining the heat rate– from what point to what point – monotonically increasing.  

LSL TO HSL?  OR LEL to HEL?
Bob Spangler initiated this discussion by stating that LSL and HSL are operational limits. He stated that if he came to us as a generator and said here’s my LEL and HEL, that should be accepted, and the RARF ought to govern that. One MP stated that LSL to HSL are fairly well covered, and we may need to better define HEL and LEL.  Verifiable Incremental HR curve is used in the second stage of SCED.  Another MP noted that if we don’t have a range from HSL to LSL then that particular cap will not apply.  A discussion ensued around LSL to HSL, with the implication that you would provide LEL or HEL and not allow ERCOT to simply infer this.  Bob also indicated that our tasks are to identify what needs to be worked on and change.  In section 6 we talk about incremental HR.  Can we agree that Section 6 is fine?  If so we can say we are done on that

In the event that ERCOT deploys you from LEL in RUC, they would use the start up of min energy to LSL.  There is no heat rate in the RARF but limits are specified.  LSL to HSL, or LEL to HEL is still a point. When we recover start up costs it’s from LSL. When you get RUC’d you are supposed to move to LSL.  If you are RUC’d to LEL it’s a violation.   

HEL is an issue we need to resolve.  Bob continued by qualifying what can potentially happen with this. SCED will expand any curves to cover HSL to LSL, so SCED will never issue a dispatch instruction higher than HSL. It is possible for ERCOT to ask entities for additional energy such that the market would offer to HEL.  
If they did that and you changed your COP from HSL to HEL it would see a new higher HSL and would extend your curve from your last offer curve.  This will happen automatically and there will be an offer curve but it will be a steep curve.  The meeting chair stated that if this is to be defined, how do we wrap it up as an issue?
LSL TO HSL? LEL TO HEL?  (CONT’D):

Bob’s response was that simplistically as a resource I will bring you a HR curve. If my unit is operating on a range on the low or high side, I am not covered by an incremental HR curve, and the cap will not apply.  My offer will be capped at 10.5 or 14.5 whichever is higher.  I will bring you a HR curve.  You and I will agree to that HR curve and how it gets handled is simply an operational issue.

Russell Lovelace countered with the comment that if there is an extension of the offer curve, and you will have to move it through CAP.  We need to tell people the range they need to provide the VC for.  Extending from LEL to HEL will help.  SCED will do whatever is in the protocols in MMS.  It won’t deploy more than HSL.  With the VC Incremental HR, we want to look at from HSL to LSL.  It was inferred that LEL to HEL puts the generator in the best position all of the time so it is not clear if we need a rule around this.  Incremental HR curve from LEL to HEL has economics that make this good for the generator.  RARF registration will also cover this offer curve.  Participants will decide to operate against the HEL curve if they chose to do so.  You can just move your HSL around on a day by day basis.  MP’s posed the question that if the generators go out and put out a curve that shows the HSL is really representing their HEL, are they wrong in doing that?  This only pertains to the Incremental HR curve.  Shams Siddiqi pointed out that there is only one HEL, and providing data to the HEL point is a problem because there is not a lot of reason to test for emergency situations.  Finally, the participants asked to resolve the statement that when it comes to Incremental heat rate curves, will the HR will be at HSL or HEL?  Ino Gonzalez agreed to have MMS provide a comment on this by the next meeting.  Shams stated we also wanted clarification on adjusting for the monotonically increase of the Incremental HR curve 

Shams also took issue with the use of Average HR.  For gas-fired units, fuel is submitted via HR.  ERCOT will determine the Verifiable cost utilizing the HR but they don’t use an average.  Sid is echoing Shams statement, above, in that we should not use an average HR.  Page 27 of the VC manual discusses a monotonically increasing curve.   For those wanting to review this, refer to Section 5.6.1.2 paragraph 2 for a reference to this discussion.  
TAKE AWAYS FOR MEETING CHAIR (JIM GALVIN):
· Take the Issues List and get them identified as to what section of the manual they apply to, in a matrix manner where we can cross reference them – BY EOD FRIDAY 

· Shams will explain how to incorporate emissions costs into the incremental HR 
· We want to be able to bless Section 6 of the manual.  Jim will take the matrix and assign it to a certain section and we can look at it, review it and comment/approve it.  
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