Limiting Unnecessary Congestion Payments While Preserving Scarcity Pricing
The Problem: 
Under our current zonal system, deployment of balancing energy has proved ineffective in solving inter-zonal congestion in some cases.  In the period from March 1 (when the shadow price cap was increased from $2500 to $5600) through June 11, the shadow price cap of $5600 has been reached in 192 intervals (see Attachment 1)
.  Relative to a lower shadow price cap, the $5600 shadow price cap has led to very large increases in MCPEs in constrained zones.  This has led to increased costs of hundreds of millions of dollars in balancing energy, bilaterals, and ancillaries, while providing no meaningful scarcity price signal.  The nodal market will deliver very different price signals – as a result, supra-high zonal MCPEs that result from the current shadow price cap are a short-term issue related to the zonal market design.  Yet, these high prices threaten the long-term viability of the market and should be immediately addressed.
An Immediate Solution:
Set the shadow price cap at the $2500 level that was in place prior to March 1, 2008.  This can be done immediately and does not require a PRR or system changes.

Benefits:
Allows the market breathing room while ERCOT continues to improve its zonal congestion management operations.  Limits prices from increasing above the system offer cap.  Lessens the cost of congestion while maintaining the right incentives to minimize congestion.  Allows the system offer cap to be reached in true system scarcity conditions, as opposed to the ineffectual grid operations inherent in the zonal market design.  Relative to the $5600 shadow price cap, would not have “stranded” balancing energy bids during the recent problems (see Discussion below).  If the $2500 shadow price cap had been in place in lieu of $5600, it would have saved the market hundreds of millions of dollars.  
Cons:
None identified.
Discussion and Support:
Our understanding is that the current $5600 shadow price cap is reached because of congestion management that is inefficient and the bid stack is exhausted, triggering a shadow price cap.   During May and June no shadow price exceeded $1360 on the N-S, N-H, or W-N constraints except during the intervals when the shadow price cap was invoked due to exhaustion of the bid stack.  The bid stack exhaustion does not represent true scarcity, but rather it is caused by the inherent inefficiencies of the zonal market and the ineffectiveness of zonal congestion management. 
Moreover, there is no valid reason to automatically generate MCPEs based on shadow prices of $5600 when a lower shadow price cap does not alter price signals to build new generation.  Signals to invest in new resources are driven by long-term expectations for pricing.  Since ERCOT is moving to nodal in 2009, it is expectations of prices under the nodal design that will drive new investment, and the nodal design will not produce load zone prices at these levels from the congestion we have seen to date.
The $2500 shadow price cap addresses what happens when the bid stack runs out, and would not have had a measurable impact in other intervals.  Other than the intervals automatically set equal to the cap, no shadow prices exceeded $1360 during May or June for the CSCs (N-S, N-H, and W-N) that have caused most of the problem.  Across all CSCs and intervals since March 1 there have only been 4 interval/constraint pairs with shadow prices between $2500 and $5600
.    Thus, other than the 192 intervals where the shadow price cap of $5600 was invoked, a shadow price cap of $2500 would not have affected 99.99% of the remaining intervals.  
If the $2500 shadow price cap had remained in place, bids would not have been “stranded”, long-term price signals would not have been lessened, and consumers would not be paying very high congestion costs unrelated to true scarcity conditions. 
Attachment 1
Intervals Reaching Shadow Price Cap
	
	N-H
	N-S
	S-N
	W-N
	N-W
	Total

	June 1 -11
	1
	22
	0
	0
	0
	23

	May
	31
	56
	0
	12
	3
	102

	April
	38
	1
	6
	2
	7
	54

	March
	6
	0
	5
	2
	0
	13

	Total
	76
	79
	11
	16
	10
	192


� During the same period of time last year, there were only 20 such intervals at the $2500 shadow price cap.


� May 20 on N-W at 9 AM, April 27 on W-N at 4:15 AM, March 19 on W-N at 4:45 AM, and March 19 on S-N at 9:45 AM.





