PRS Recommendation Report


	NPRR Number
	145
	PRR Title
	PPAs as Resource-Specific Verifiable Costs Documentation

	Timeline
	Normal
	Recommended Action
	Approval 

	Date of Decision
	September 24, 2008

	Nodal Protocol Section Requiring Revision
	Section 5.6.1, Verifiable Costs

	Proposed Effective Date
	To be determined.

	Priority and Rank Assigned
	To be determined.

	Revision Description
	This Nodal Protocol Revision Request (NPRR) allows Power Purchase and Tolling Agreements (PPAs) to be used as Resource-specific verifiable costs documentation.

	Overall Market Benefit
	Existing Nodal Protocols do not allow Qualified Scheduling Entities (QSEs) with PPAs to recover their variable operations and maintenance (O&M) cost of the underlying Resource, which creates an inequitable situation in the market between two groups of QSEs representing Resources, one being allowed to recover their verifiable costs and the other not.  

In addition, PPA owners who are required to offer the Resource capacity into the ERCOT wholesale market, but are not guaranteed to recover their O&M costs will have less incentive to invest in future energy projects.  

This NPRR, along with the PPA White Paper, provides reasonable accommodation to allow existing PPA owners to recover their Resource O&M costs and details how PPAs will be reflected in verifiable cost submissions, and provide guardrails for avoiding abuse.  

	Overall Market Impact
	No incremental impact is anticipated.

	Consumer Impact
	Unknown

	Credit Impacts
	To be determined.

	Procedural History
	· On 7/25/08, NPRR145 was posted.

· On 7/28/08, ERCOT comments were posted.

· On 8/18/08, LS Power comments were posted.

· On 8/21/08, PRS considered NPRR145.

· On 9/5/08, the Verifiable Costs Working Group (VCWG) comments were posted. 

· On 9/16/08, Luminant Energy comments were posted.

· On 9/17/08, a second set of LS Power comments were posted. 

· On 9/18/08, Reliant Energy comments were posted. 

· On 9/19/08, WMS comments were posted

· On 9/22/08, a third set of LS Power comments were posted. 

· On 9/24/08, PRS again considered this NPRR.

	PRS Decision 
	On 8/21/08, PRS unanimously voted to table NPRR145.  There were two abstentions from the Independent Power Marketer (IPM) and Investor Owned Utility (IOU) Market Segments.  All Market Segments were present for the vote.

On 9/24/08, PRS voted to recommend approval of NPRR145 as amended by WMS comments and as revised by PRS. The motion passed with three opposing votes from the IOU, IPM, and Consumer Market Segments and one abstention from the IOU Market Segment.   All Market Segments were present for the vote.

	Summary of PRS Discussion
	On 8/21/08, discussion revolved around unresolved issues regarding PPA and also confidential information that would include more than is required for ERCOT to determine cost verifiability would be housed at ERCOT in one central database.  The Verifiable Cost Working Group (VCWG) will hold a special meeting to discuss outstanding issues. 

On 9/24/08, concerns were raised in regards to setting a retroactive date for PPAs.   




	ERCOT/Market Segment Impacts and Benefits


	Assumptions
	1
	The Nodal Protocols should ensure that similarly situated entities are treated equitably.
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	Impact Area
	Monetary Impact
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	Market Benefit
	
	Impact Area
	Monetary Impact
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	Additional Qualitative Information
	1
	See above.
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	Comments Received

	Comment Author
	Comment Summary

	ERCOT 072807
	Posted white paper to provide detail to the list of rules or guidelines for allowing PPAs as verifiable costs documentation in the Nodal market.  The white paper will form the basis for the Verifiable Cost Manual. 

	LS Power 081808
	Raised significant issues to be considered including possession by ERCOT of commercial, competitively sensitive PPAs, demarcation date for eligible PPAs may reduce liquidity, PPAs eligibility limited to the initial term, and reduction of liquidity by NPRR 145. 



	VCWG Comments 090508
	Recommended further changes to Section 5.6.1, Verifiable Costs.  VCWG added paragraph (6) to clarify that QSEs submitting a PPA as Verifiable Cost documentation may at anytime substitute Resource-specific documentation to verify its cost.

	Luminant Energy Comments 091608
	Concerned about the language in Section (4)(c)(i) that allows only PPAs signed before a certain date (July 16, 2008) to be eligible for Verifiable Cost consideration.  

	LS Power Comments 091708
	Defined the language “primary term”.

	Reliant Comments 091808
	Provided clarity on paragraph (4) c, as originally written conflicts with paragraph (5) or (g) as revised to avoid the potential conflict.



	WMS Comments 091908
	Recommended approval of NPRR145 as amended by VCWG comments. 


	LS Power Comments 092208
	Defined the language “primary term”.


	Original Sponsor

	Name
	Ino González on behalf of the VCWG.

	Company
	ERCOT

	Market Segment
	Not applicable.


	Proposed Protocol Language Revision


5.6
RUC Cost Eligibility

5.6.1
Verifiable Costs

(1)
Make-Whole Payments for a Resource are based on the Startup Offers and Minimum-Energy Offers for the Resource, limited by caps. Until ERCOT approves verifiable unit-specific costs for that Resource, the caps are the Resource Category Startup Generic Cap and the Resource Category Minimum-Energy Generic Cap. When ERCOT approves verifiable unit-specific costs for that Resource the caps are those verifiable unit-specific costs. A Qualified Scheduling Entity (QSE) may file verifiable unit-specific costs for a Resource at any time, but it must file those costs no later than 30 days after the first time that it receives a Reliability Unit Commitment (RUC) instruction for that Resource. The most recent ERCOT-approved verifiable costs must be used going forward. 

(2)
These unit-specific verifiable costs may include and are limited to the following average incremental costs:

(a)
Allocation of maintenance requirements based on number of starts between maintenance events using, at the option of the QSE, either:

(i)
manufacturer-recommended maintenance schedule; 

(ii)
historical data for the unit and actual maintenance practices; or

(iii)
another method approved in advance by ERCOT in writing;

(b)
Startup fuel calculations based on recorded actual measured flows when the data is available or based on averages of historical flows for similar starts (for example, hot, cold, intermediate) when actual data is not available;

(c)
Operation costs;

(d)
Chemical costs;


(e)
Water costs; 

(f)
Emission credits;

(g)
Nodal implementation surcharges. 

(3)
These unit-specific verifiable costs may not include:

(a)
Fixed costs, which are any cost that is incurred regardless of whether the unit is deployed or not; and

(b)
Costs for which the QSE cannot provide sufficient documentation for ERCOT to verify the costs.
(4)
QSEs submitting Power Purchase or Tolling Agreements (PPAs) as Resource–specific verifiable costs documentation are subject to the guidelines detailed below and in the Verifiable Cost Manual.
(a)
Only QSEs offering Three-Part Supply Offers for a specific Resource may submit a PPA as verifiable costs documentation.

(b)
A QSE submitting a PPA as verifiable costs documentation must represent 100% of the Resource’s capacity.  

(c)
Only PPAs:  
(i) 
signed prior to July 16, 2008; and 
(ii) 
not between Affiliates, subsidiaries or partners will be accepted as verifiable cost documentation.
(d)
Verifiable costs for PPAs shall be capped at the level of the highest comparable Resource (referred to as the reference Resource) specific verifiable costs approved by ERCOT without a PPA.  The ERCOT approved verifiable costs for a PPA shall be equal to the lesser of :  
(i) 
the cap as described in paragraph (d) above; or 
(ii) 
the costs from the PPA.
(e)
ERCOT shall use the Resource actual fuel costs submitted by the QSE for startup and operation at minimum–energy level (Low Sustained Limit (LSL)), and shall use the Resource Category Startup Offer Generic Costs as the cap for the O&M portion of the startup costs until ERCOT receives and approves comparable Resource specific verifiable costs.  
(f)
PPAs will no longer be accepted as verifiable cost documentation after the primary term of the contract expires. 
(5)
Notwithstanding anything to the contrary in this Section 5.6.1, QSEs representing PPAs may, at any time, submit data from a Resource as verifiable costs documentation and such documentation will be accepted for consideration by ERCOT.  A QSE submitting verifiable costs documentation pursuant to this paragraph shall not be required to submit a PPA to ERCOT for consideration for verifiable cost recovery.
(6)
The process for determining the verifiable actual costs must be developed by ERCOT, approved by the appropriate TAC subcommittee, and posted to the MIS Secure Area within one Business Day after initial approval and after each approved change.

(7)
ERCOT shall notify a QSE to update verifiable cost data of a Resource when the Resource has received more than 50 RUC instructions meeting the criteria in Section 5.6.2, RUC Startup Cost Eligibility, in a year, but ERCOT may not request an update more frequently than annually. 

(8)
ERCOT shall notify a QSE to update verifiable cost data of a Resource if at least five years have passed since ERCOT previously approved verifiable cost data for that Resource if the Resource that has received at least one RUC instruction in the past. 

(9)
Within 30 days after receiving an update notice from ERCOT under item (5) or item (6) above, a QSE must submit verifiable cost data for the Resource.  Despite the provisions in (1) above, if the QSE does not submit verifiable cost data within 30 days after receiving an update notice, then, until updated verifiable costs are approved, ERCOT shall determine payment using the lower of:

(a)
Resource Category Startup Generic and Resource Category Minimum-Energy Generic Caps; and 

(b)
Current ERCOT-approved verifiable startup and minimum-energy costs.
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