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Luminant Energy joins several other parties in voicing our concern that PRR776 has not received adequate scrutiny or review by the proper ERCOT subcommittee (namely the Wholesale Market Subcommittee (WMS)) to warrant “urgent” status.  Luminant Energy believes that it is imperative to closely examine any alternative proposal that benefits a relatively few Market Participants but could create large negative impacts to all Market Participants.
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As seen in the chart above, Luminant Energy has examined the historical data on market prices since the implementation of PRR650, Balancing Energy Price Adjustment Due to Non-Spinning Reserve Service Energy Deployment.  Our analysis shows that ex-post price adjustments occurred in only 1.4% of the intervals during the period from September 2006 through the end of August 2008.  Thus, the “problem” identified by TIEC in the original PRR hardly seems to be one that is “frequent” and thus, does not deserve consideration on an “urgent” basis.
Furthermore, Luminant Energy is concerned that the proposals that administratively limit Balancing Energy Service (BES) prices (like those proposed by TIEC and Potomac Economics – twice) during Non-Spin Reserve Service (NSRS) deployments seem very similar to the now defunct Modified Competitive Solution Method (MCSM) that was in effect a few years ago until it was discontinued by the Commission because of its failure to send adequate price signals to the market.  As noted by several parties, use of an administrative price cap will dampen price volatility and in an energy-only market like ERCOT, will result in generation leaving the market because it is unable to fully recover its investment costs.  In fact, PRR776 (under any of the price cap proposals offered thus far) seems to be inconsistent with item (a) of P.U.C. Subst.  R. 25.505, Resource Adequacy in the Electric Reliability Council of Texas Power Region, which states:

The purpose of this section is to prescribe mechanisms that the Electric Reliability Council of Texas (ERCOT) shall establish to provide for resource adequacy in the energy-only market design that applies to the ERCOT power region.  The mechanisms are intended to encourage market participants to build and maintain a mix of resources that sustain adequate supply of electric service in the ERCOT power region, and to encourage market participants to take advantage of practices such as hedging, long-term contracting between market participants that supply power and market participants that serve load, and price responsiveness by end-use customers.       
Any attempt to create administratively-determined price caps (as proposed by TIEC and Potomac Economics) will discourage rather than encourage investment in new generating facilities in ERCOT.  
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Luminant also has concerns about PRR776 with regard to its impact on the cost of NSRS (i.e., the Market Clearing Price for Capacity (MCPC)).  When PRR650 was under consideration, Luminant believed that NSRS clearing prices would fall as a result of the higher expected Market Clearing Price for Energy (MCPE) due to the fact that the suppliers of the NSRS could expect higher revenues for the energy produced when deployed and therefore did not need to imbed as much of this risk into their offer price.  As can be seen in the chart above, this expectation has proven to be true.  Therefore, if this expectation of higher revenues is once again removed, suppliers will likely imbed this risk in to their offer prices (again) and the MCPC for NSRS will rise above current levels  
There will also be a detrimental impact of PRR776 on forward prices in a market with already declining prices.  In a market with declining forward prices, existing generating capacity may exit the market because it cannot recover all of its costs.  Increased mothballing of capacity adversely impacts overall system adequacy and thus the price of power.  In addition, lower forward prices will also impact the development and viability of quick start units at a time when they will be necessary for reliability concerns about increasing amounts of wind generation.  The charts of traded power that follow demonstrate that ERCOT may already be in a period of declining forward prices.
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Use of administratively-determined price caps as envisioned by the various proposals for PRR776 also creates a strong disincentive for Retail Electric Providers (REPs) to contract bilaterally with generators to hedge their risks.  REPs would be more likely to go “short” in the market, potentially increasing market instability.

Luminant Energy continues to support the original intent of PRR776 to provide for ex-ante pricing.  However, the current proposal put forth by either TIEC or Potomac Economics is merely an attempt to dampen the volatility of the MCPE market without regard for the consequences or an adequate review of other options that could also provide the ex-ante prices.  Furthermore, Luminant Energy fails to understand how the Potomac Economic proposal can be called a “market” solution, since it is only based on historic average offers.  At best, it is a historical derived price for the start up operations and maintenance costs used in the formula.  There is nothing in the Potomac Economics proposal that lets the market determine the appropriate value of the energy produced by the NSRS deployed.  Instead, the Potomac Economics proposal just calculates a historic value that does not recognize current or future market conditions (such as changing natural gas prices).
Therefore, Luminant Energy echoes the concerns raised by several Market Participants (e.g., BP Energy Company, Calpine, and PSEG) that PRR776 has not been fully vetted by the wholesale Market Participants and should be referred to the ERCOT Wholesale Market Subcommittee (WMS) for additional review and consideration.  
	Revised Proposed Protocol Language


None at this time.
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