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The following comments are offered for consideration as a possible alternative to the current methodology and PRR776 as submitted.

First, it is important to properly distinguish the terms “scarcity” and “shortage.”  From an economic standpoint, scarcity exists any time a good has a positive price.  For example, if the market is operating competitively and clearing at a 10 heat rate, there is a scarcity of dispatchable capacity
 available from resources at a marginal cost less than a 10 heat rate, and a surplus of dispatchable capacity available from more costly resources.   

In contrast, if substantially all dispatchable capacity is exhausted, there exists a scarcity condition that is also a shortage condition, in that there is a scarcity and shortage of dispatchable capacity available from resources to meet demand and required operating reserves.   Under such conditions and in the absence of demand bids, the marginal cost of the scarce resource is a proxy for the value of lost load which, per Public Utility Commission of Texas (PUCT) rule, is currently $2,250/MWh.  Thus, it is anticipated that the clearing price will reach $2,250/MWh during legitimate shortage conditions, and such outcomes reflect efficient pricing that is reflective of the system conditions.  The mere fact that Non-Spinning Reserve Service (NSRS) has been deployed does not necessarily imply a shortage condition.
However, when NSRS is deployed and re-priced under PRR650, Balancing Energy Price Adjustment Due to Non-Spinning Reserve Service Energy Deployment, the final market clearing price is often reflective of shortage conditions when such conditions are not present on the system.  For example, on August 7, 2008, there were several intervals where the adjusted Market Clearing Price for Energy (MCPE) was $1,999/MWh when over 1,000 MW of dispatchable capacity with a marginal cost much less than $1,999/MWh was available, but not dispatched.  In such cases, the pricing outcomes are not consistent with the system conditions and are inefficient.

Typically, the marginal action taken by ERCOT when NSRS is deployed is to start and run a simple cycle gas turbine.  It is rare that NSRS is deployed for less than one hour, and the deployment duration is typically longer than one hour.

Using the generic costs for simple cycle combustion turbines in the Protocols as a proxy yields the following costs for a one-hour deployment (assuming a gas price of $8/MMBtu and a unit capacity of 100 MW for a simple cycle unit > 90 MW and 50 MW for a simple cycle unit < 90 MW):

CT < 90 MW:  Proxy Cost = [$2,300 + ($8 * 1.1 * 50)]/50 + 15 * 8 = $174.80/MWh

CT > 90 MW:  Proxy Cost = [$5,000 + ($8 * 1.1 * 100)]/100 + 14 * 8 = $170.80/MWh

If units providing NSRS could be offered into the balancing energy market, the marginal competitive offers would be expected to be in the range of these values based on these cost assumptions.  
The following figure illustrates the effects of NSRS deployment on the balancing energy market.  The green curve represents the original UBES offer curve.  The red curve represents the effective UBES offer curve when NSRS is deployed, showing that 1,350 MW of UBES is effectively offered and deployed at a price of $0/MWh.  The blue curve represents what the UBES offer curve would look like if NSRS could be offered as balancing energy based on the generic CT proxy costs and an expected run time of one hour.
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The numbers 1-5 in the pink boxes represent various UBES deployment scenarios for which the pricing outcomes are summarized in the following table:

	Scenario
	Original Price

(Red)
	PRR 650 Price

(Green)
	Proxy Price

(Blue)

	1
	$80
	$112
	$112

	2
	$95
	$300
	$175

	3
	$115
	$2,250
	$175

	4
	$300
	$2,250
	$300

	5
	$2,250
	$2,250
	$2,250


If the objective were to produce pricing outcomes during the deployment of NSRS that are reflective of what the pricing outcomes would have been had the NSRS capacity been able to be offered in the BES market, the results represented by the blue curve would be most consistent.  It should be noted that this is true for scenarios 2-5, but not for scenario 1.  In scenario 1, the NSRS is actually deployed, but the NSRS capacity would not have been deployed if it were capable of being offered as UBES (i.e., NSRS was deployed, but the NSRS capacity was not actually required to meet demand).  In this case, the price represented by the blue curve will not be compensatory for the marginal NSRS deployment cost; however, this is also true under the current PRR650 methodology for scenario 1.  Under an alternative that produced pricing outcomes consistent with the blue curve, it can be expected that the probability of scenario 1 outcomes will be reflected in the NSRS capacity prices, and offset by the probability of scenarios 2-5 producing more than sufficient cost recovery due to actual costs that are lower than the proxy values or NSRS deployment times that exceed one hour.

A methodology to achieve the pricing objectives represented by the blue curve and to provide additional ex ante price certainty is as follows:

1. Using the CT generic costs from the ERCOT Protocols, ERCOT will calculate and post in the day ahead the CT proxy cost during NSRS deployments for each operating day.

2. If NSRS is deployed and there is no zonal congestion in either the actual case or in the ex post calculation performed using the PRR650 methodology, the adjusted MCPE will be equal to the original MCPE if the original MCPE is greater than the CT proxy cost, or will be equal to the lesser of the CT proxy cost or the MCPE calculated using the PRR650 methodology.  This can be represented by the formula Adjusted MCPE = if(Original MCPE > CT proxy cost, Original MCPE, Min(PRR650 MCPE, CT Proxy Cost)).

This approach would provide for pricing outcomes that are consistent with the blue curve and actual system conditions, and would provide additional certainty in Real Time as to the range of final MCPE outcomes.

	Revised Proposed Protocol Language


None.

� “Dispatchable capacity” means generation capacity, including non-spinning reserve capacity, available to be dispatched to meet demand, excluding required operating reserves (responsive reserve and regulation up) and excluding capacity that is not available due to constraints such as ramp rate limitations or congestion.
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