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Background

One goal of the Demand Side Working Group for 2008 is the creation of a document which describes the availability of real-time price information under ERCOT’s nodal market structure.  This information may be of interest to large energy consumers who may seek to respond to wholesale price signals in real-time, retail electric providers (REPs) seeking to design demand response programs, and other market participants. 

This document will be reviewed at Demand Side Working Group meetings, refined, and eventually turned into a document that could be posted on ERCOT’s web site.

Presently, the market receives balancing energy prices from ERCOT about 10 minutes in advance of each 15-minute settlement interval.  Once the transition to the nodal or LMP market is complete, pricing and the availability of price information will change in many respects.
Frequently Asked Questions

Below are some key questions and answers:
Q.
Will loads (i.e., energy consumers) be settled based on the nodal prices -- i.e., the locational marginal prices or “LMPs”?

A.
Loads (actually, the scheduling entity or QSE representing a load or group of loads) will be settled based upon the weighted average of all of the LMPs in the relevant Load Zone.  This weighted average zonal price is referred to as the LMPZ
. The Load Zones are defined in ERCOT’s Nodal Protocols posted on the ERCOT web site.
Q.
How often will nodal prices (LMPs) be calculated?

A.
At least once every 5 minutes; more often if needed to respond to reliability problems on the grid.  

Q.
How will the LMP prices be presented to the market?

A.
The ERCOT Market Information System (MIS) will automatically provide notice to the market and to the public ERCOT web site when the Security Constrained Economic Dispatch Model (SCED) calculates all of the LMPs.  This notice includes a graphical contour map (like color radar) showing where prices are higher than other areas and provides access to tables to get LMPs for specific areas in graphical plots and tabular formats.  Every time SCED is run, another set of LMPs is provided to the market.

Q.
How high can LMP prices go?

A.
The system-wide offer cap has been gradually increasing since PUCT Subst. Rule §25.505 was approved in 2006.  As of March 1, 2008, offers are capped at $2,250 per MWh.  That number will increase to $3,000 per MWh two months after the opening of the nodal market.  (The cap may be lowered during a calendar year if the market experiences significant sustained high prices; see Subst. R. §25.505(g)). Market Participants with load should note that the LMPs at load withdrawal locations in the grid can actually exceed the caps if significant congestion conditions are reached.
Q.
How will the LMPs from SCED be used in market settlement?

A.
The LMPs from SCED will be converted into 15-minute time-weighted average prices.  Since energy consumption is recorded and the market is settled in 15 minute intervals, this conversion allows ERCOT to better match prices and quantities.  

In order to convert the SCED LMP prices into 15-minute prices, the LMPs calculated by the SCED model are "time weighted" to make a 15 minute Settlement Point price at Resource Nodes, HUBs, and the Load Zone (LMPZ).  
Q.
Will the LMPZs (the time-weighted average of the prices within a zone) be provided to the market at the same time as the LMPs for individual nodes or locations in the network?

A.
No.  The LMPs for individual Resource Nodes will be provided as close to real time as possible by ERCOT’s MIS.  Each fifteen minutes, the Settlement Point prices (including the LMPZs) will also be provided.  

Q.
Will real-time prices be provided to the market prior to the start of a settlement interval?

A.
No.  The final prices used in the settlement process will not be known in advance, since it will be based on calculations performed within each 15-minute settlement interval.  Because LMPZs are computed immediately following the third SCED run within each 15-minute interval, in most cases LMPZs will be posted in the last five minutes of a given interval.
Q.
What actions could be taken by energy consumers (with the ability and incentives necessary to respond to wholesale prices) or REPs with demand response programs in order to respond to real-time price signals?

A.
Loads and REPs that wish to respond to prices must watch LMPs in real time and ERCOT's reserves (updated every 10 seconds) and make an estimate if the prices will stand.  Generally, if reserves fall, prices will rise.   If a Market Participant believes prices will stay above its tolerance for high prices, then the load or REP should interrupt.  (As with the current Zonal market, any financial benefit from a load reduction will accrue to the QSE, and any payment to the customer depends on the customer’s contract with its REP and QSE.)
It will require some decision-making to determine whether you believe the prices will stay high.  
Q.
What information will be available to the market to assist loads and REPs to determine whether a price spike is likely to be sustained?
A. 
In the nodal market, the ERCOT system will be providing much more information about forecasted reserves by hour.  ERCOT will forecast the future reserves for each hour of the next 168 hours, updated hourly.  Information pertaining to actual reserves will be updated every 10 seconds.  In addition, the ERCOT MIS will produce hourly reports monitoring zonal load forecasts and the status of generation units, transmission lines and operating reserves to assist market participants in predicting near-term system conditions (see Protocols Section 3.2.3:  System Adequacy Reports.)  
Stakeholders are also working on a nodal protocol revision to meet the requirements of Public Utility Commission of Texas Subst. Rule §25.505 (f), which requires disclosure of offers and bids.  This rule will produce an aggregated supply curve after 48 hours and also disclose all offers and bids used in the Day-Ahead Market (DAM) and SCED after 60 days.  Analysis of these offer curves may provide additional insight to the "tipping" points where prices are likely to jump high.

Q.
Will ERCOT provide any sort of real-time price forecasts?

A.
No.

Q.
Are there other means through which loads can respond to real-time prices?
A.
Yes.  Loads can "bid" in the Day Ahead market to purchase their power.  They can submit "limit" bid curves.  If day-ahead prices rise above their tolerance for price, then they can go on notice to interrupt in real time.  If indeed real-time prices are high, they can interrupt and avoid paying high prices.  However, this will still require some price forecasting by the load or its REP, since the actual real-time price for the interval will not be known until the interval is nearly over.

� LMPZ is not a defined term in the ERCOT Protocols, but is widely used to refer to the weighted average zonal price.





