Principles on Verifiable Cost Process and the existing issues for discussion
1. Verifiable Start-up and Min Energy Costs are the most reasonable representations that can be verified by ERCOT for accuracy of a generator’s cost to cycle (start-up and shut down) and run the unit at minimum energy, using a Fuel Index.
a. Breaker Close vs. LSL- Resolution: Start Up Costs will include fuel costs from Start to LSL.  The submitting entity will provide verifiable cost from Start to Breaker Close and from Breaker Close to LSL to ERCOT for the Start up calculation (Figure 1 attached to this document).
i. Will require NPRR to address “Breaker Close to LSL”

ii. ERCOT will insert methodology into VC Manual
b. Inclusion of Shut-down in Start-up- Resolution: Shut-down fuel costs will be included in Start-up Costs.
i. Define Shut-down as Breaker Open to fuel off
ii. Submit verifiable fuel burn between Breaker Open and time to shut-down (Figure 1)
iii. NPRR is required to clarify Shut-down as a portion of Start-up

iv. Update VC Manual

c. Start-up costs recovered when RUC is cancelled (Not part of the VC Manual)- Resolution: On an ERCOT cancelled RUC, Start-up costs incurred due to a RUC instruction subsequently cancelled by ERCOT are recoverable.
i. Cancelled by ERCOT

ii. Rare, can be covered under dispute process

iii. NPRR Clarification to address cancelled RUC

d. SPS considerations (Not part of the VC Manual)- Resolution: A resource brought on for a RUC instruction and subsequently brought offline due to SPS will be able to recover Start-up Costs.
i. Rare, can be covered under dispute process

ii. NPRR Clarification to address SPS
e. Voluntary VC Process- 
i. Resolution: Recommend that the process for submitting Verifiable Costs is voluntary up to the point where a Resource receives X number (the group was discussing 5 as an option) of RUC instructions over a rolling 12-month period.  
f. Auxiliary Equipment- Resolution: Auxiliary equipment required for start will be included in Verifiable Costs for Start-up 
i. Auxiliary O&M will require verifiable documentation in the Verifiable O&M portion of the process.
ii. Fuel component submitted as in (a) above
g. Start up for holding at LSL to Dispatch (definition of RUC Commitment) 

i. Table for possible further discussion could already be included in Start and Min Energy costs

h. Number of starts outside warranty

i. Should be included VC Process
ii. Move to Section 3

2. Verifiable Incremental Heat Rate 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. How will ERCOT validate monotonically non-decreasing Incremental Heat Rate Curve- Resolution: ERCOT submitting entity will submit monotonically non-decreasing Incremental Heat Rate Curve as outlined in figure 1 attached.
b. Historical Data versus Test Data- Resolution: Average Incremental Heat Rate curves will be based on submitted test data or historical data
3. Verifiable O&M costs are Average Incremental O&M Costs
a. 10-year requirement for data/evidence- Resolution: The submitting entity will provide 10-years of verifiable cost data to ERCOT.  In the event the submitting entity does not have 10-years of data, the entity will submit whatever data is available.
b. Escalation rate (review figure 14 in VC manual)- Resolution: Handy-Whitman index in VC manual (and attached as Figure 2 in this document) is a reasonable means of calculating the escalation rate for historical costs.  ERCOT will review the ability to include this information in the VC process as this is a subscribed service.
c. Types of acceptable documentation- set aside and moved to Other Items.
4. There is a level of risk that Resource owners take in the recovery of Start-up and Minimum Energy costs
5. The Verifiable Cost Process intends to make Generators whole and minimize costs to load
6. FIP and FOP are defined by Protocols
a. Resolution: Discussions around exceptional events (principle 8) incorporate the issues below related to Fuel Index prices and additional fuel costs that are significant and create additional costs to resources over and above what may be verified.  The discussions centered around events when fuel is purchased after the close of gas day and the spot price is significantly higher than index, as well as other costs to secure fuel may be significant.  The resolution from the Sub-group is to exclude this from the Verifiable Cost process and begin discussions on a Cost Recovery process for Exceptional Events.  The Sub-group will report on this issue to TPTF and seek direction to assign this task to the appropriate working group.
i. Additional Transportation Costs

ii. Imbalance Fees
iii. Swing Contracts

iv. Spot Gas, Gas purchased at Close of Day Ahead (gas diverges from Index)
7. Emissions Costs/Credits are an important part of verifiable O&M costs
a. Resolution: The submitting entity may submit verifiable incremental emissions costs in the form of a $/MWh calculated rate based on with incremental costs to include: (TBD)
i. SOX- Use Fuel Burn (mmbtu/start, mmbtu/MWh)

ii. Start- (mmbtu/start)* (lbs/mmbtu)* ($/lb)
iii. Min Energy- (mmbtu/MWh)* (lbs/mmbtu)* ($/lb)

b. Open Issues: 
i. Need to determine the whether index or historical costs to come up with a dollar per pound.

ii. Other Emissions must be discussed separately

1. Outstanding issue for NOX- mitigated energy offer cap, NOX costs over LSL are not linear                

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

a. List of exceptional events i.e. Fuel Curtailments, (See 6 above)
9. Verifiable Costs Process is to be used prospectively.
10. Other Items for discussion

· Inclusion of PPA information for VC Process

· No consensus on including PPA’s in the VC Process

· Who provides VC information Resource Entity vs. QSE

· Resolution: Resource Entity is the source with a required affirmation from the QSE and/or Resource Entity (pending clarification of Protocol Language to allow affirmation from Resource Entity)

· Combined Cycle Units

· Resolution: Resource Entities that register x number of configurations may submit verifiable cost information for x number of configurations.  Further, the QSE/Resource Entity will be required to submit verifiable cost information for any configuration that is given a RUC instruction. (Pending changes in registration and settlement of Combined Cycle facilities in requiring 100% claw-back for configurations not offered in the DAM)
· Jointly Owned Units (Tabled to 1/24/08)
· Acknowledge Master QSE managing the submittal of verifiable costs and dispute process on Verifiable Cost denials (verification in the VC Manual and possible clarification per NPRR in section 3.7)
· ERCOT will revise and edit VC Manual on JOU’s for 1/24/08 meeting.
· Costs for SGR Resources will are intended to be submitted and updated simultaneously, but ERCOT will evaluate and approve/disapprove once all entities have submitted their costs

· All entities may agree on a single submission of breakdown of verifiable costs
· O&M and Emissions costs may be submitted in a percentage of ownership form or itemized by owner.

· Approvals and/or disapprovals are simultaneous and all inclusive

· Follow up on disputing process and negotiating process 
· Documentation requirements (tabled to 1/24/2008 Meeting)
· Will discuss requirements in conjunction with the Draft Template
Figure 1: Data to support Verifiable Start-up
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Figure 2: Examples of creating monotonically non-decreasing Incremental Heat Rate Curves
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Figure 3: Handy-Whitman Index
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YEAR INDEX ESCALATION FACTOR
1986 260 1.958
1987 265 1.921
1988 287 1.774
1989 300 1.697
1990 308 1.653
1991 315 1.616
1992 322 1.581
1993 334 1.524
1994 346 1.471
1995 358 1422
1996 363 1.402
1997 375 1.357
1998 383 1.329
1999 389 1.308
2000 415 1.227
2001 425 1.198
2002 438 1.162
2003 441 1.154
2004 465 1.095
2005 493 1.032
2006 509(est.) 1.000

Exhibit 2: Chronology of Maintenance Adder Escalation Index Numbers




Data to Support Verifiable Cost
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