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Citigroup Energy supports the comments submitted by Luminant, BPEC, and PSEG; and joins in urging TAC to remand PRR776 to WMS for further discussion and evaluation.  Specifically, Citigroup believes that there are significant and unintended negative consequences from this PRR776 that have not been adequately examined.  
First, the use of an arbitrary simple cycle generic cost as a de facto price cap contravenes item (g), Scarcity Pricing Mechanism (SPM), of P.U.C. Subst. R. 25.505, Resource Adequacy in the Electric Reliability Council of Texas Power Region.   Market Participants that have entered long-term agreements and planned new generation builds may be significantly harmed by this change, as they would have trusted in the functioning of the SPM.

Second, this new de facto cap introduces a significant risk that Non-Spinning Reserve Service (NSRS) will be used as a price mitigation service.  Citigroup does not deny that administrative pricing can be an appropriate part of a well-functioning market.  However, we strongly believe that the mechanism for this administrative pricing is improper, as it allows ERCOT Operations unrestricted discretion in its application, as noted in the Operating Procedure Manual for the Operating Period Desk, 2.1.2.6:

DETERMINE if NSRS deployment is necessary for balancing support or

shortage of physical responsive reserve service.  IF NSRS is scheduled and


Available, deploy for a minimum of one hour and continue as needed.
ERCOT does not define when specifically NSRS deployment is “necessary” or when it should be continued as “needed.”  Citigroup is concerned that, under PRR776, ERCOT Operations may play an unnecessary role in price formation and interfere with a market solution during periods of reserve shortage.
In conclusion, Citigroup notes the recent FERC rulemaking on Wholesale Competition in Regions with Organized Electric Markets, specifically 18 CFR 35.193:

When bid caps are in place, it is not possible to elicit the optimal level of


demand or generator response, thereby forgoing the additional resources that


are needed to maintain reliability and mitigate market power.  This, in turn,


increases the likelihood of involuntary curtailments and contributes to price


volatility and market uncertainty.  Further, by artificially capping prices, price


signals needed to attract new market entry by both supply- and demand-side


resources are muted and long-term resource adequacy may be harmed.
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None.
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