Nodal Protocol Revision Request


	NPRR Number
	174
	NPRR Title
	FIP Modifications in Verifiable Startup and Minimum Energy Cost and Recovery of Exceptional Fuel Costs During RUC Intervals

	Date Posted
	April 14, 2009

	
	

	Nodal Protocol Sections Requiring Revision
	5.6.1.1, Verifiable Startup Costs

5.6.1.2, Verifiable Minimum-Energy Costs

9.14.7, Disputes for RUC Make Whole Payment for Exceptional Fuel Costs (New)

	Revision Description
	This Nodal Protocol Revision Request (NPRR) modifies the verifiable Startup Cost and verifiable minimum energy cost calculation to include a ten percent adder for the Fuel Index Price (FIP).  This NPRR also allows through the dispute process for the recovery of the difference between the Reliability Unit Commitment (RUC) Guarantee based on the actual price paid for delivered natural gas and a fuel price of FIP*1.Y.  

In lieu of system changes, ERCOT may implement this NPRR by making appropriate adjustments to the verifiable cost procedures to accommodate the ten percent adder.  These procedures will be described in the Verifiable Cost Manual.

	Reason for Revision
	When submitting verifiable costs, current Nodal Protocol language only allows for gas fuel recovery at the FIP.  FIP alone seldom covers all natural gas costs incurred by Qualified Scheduling Entities (QSEs).  Fuel transport costs, swing contract costs, and imbalance fees are examples of typical costs that are added to the underlying commodity price.   These additional costs can be especially significant when resource owners are forced to buy intra-day gas in order to meet a RUC deployment instruction.

The impact of FIP plus ten percent in the verifiable cost process is primarily twofold:  1) Ensures a closer alignment of cost recovery to actual gas costs for RUC-deployed units that are, by design, committed after the gas markets close, and 2) Modifies Startup Offer caps and Minimum-Energy Offer caps by ten percent since verifiable costs replace generic caps once verifiable costs are submitted.   

This NPRR also allows a QSE to file a settlement dispute for a Resource’s RUC Make-Whole Payment if the actual price paid for delivered natural gas for a specific Resource during a RUC instruction interval is greater than FIP * 1.Y.  The maximum amount that may be recovered through this dispute process is the difference between the RUC Guarantee based on the actual price paid and a fuel price of FIP*1.Y.
QSEs may not recover the portion of the actual fuel cost incurred during a RUC-Committed Interval that falls between FIP*1.10 and FIP * 1.Y.  

	Overall Market Benefit
	This NPRR shares the risk associated with costs recovery for actual natural gas cost between the QSE providing the RUC committed Resource and the Load Serving Entity (LSE) by:  
1.
Modifying the verifiable Startup Cost and verifiable minimum energy cost to include a ten percent adder to the FIP to better align cost recovery of typical intra-day actual gas costs; and 
2.
Providing for recovery of exceptional fuel costs above FIP *1.Y subject to the ERCOT dispute process.

	Overall Market Impact
	Market impact depends on the frequency of RUC deployments, the underlying fuel contracts on RUC-deployed units, and the competition levels between fuel suppliers and transporters when purchasing intra-day natural gas.

	Consumer Impact
	Consumer impact depends on the costs of fuel when purchased intra-day to meet a RUC deployment.  

	Credit Implications
	None.

	Submitter Justification for Necessity Prior to the Texas Nodal Market Implementation Date
	Current FIP language only recovers a fuel index price.  It does not recover other costs of fuel, such as intra-day premiums, transport, swing, and imbalance.

· This is especially troublesome for RUC committed units since the gas will typically be purchased at spot gas prices after the market closes.

· Language in the Nodal Protocols would result in an under-recovery of costs for RUC deployed units in a vast majority of instances.

· Problem is not isolated to RUC units, but more pronounced since the units are forced on for reliability.  FIP language also is used prospectively in nodal and that is also an issue.

	CEO Determination 

(To be completed by ERCOT)
	ERCOT CEO has determined that NPRR173 is necessary prior to the Texas Nodal Market Implementation Date.  


	Quantitative Impacts and Benefits


	Assumptions
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	Market Cost
	
	Impact Area
	Monetary Impact

	
	1
	Market impact depends on the frequency of RUC deployments, the underlying fuel contracts on RUC-deployed units, and the competition levels between fuel suppliers and transporters when purchasing intra-day natural gas.
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	Market Benefit
	
	Impact Area
	Monetary Impact

	
	1
	This NPRR shares the risk associated with costs recovery for actual natural gas cost between the QSE providing the RUC committed Resource and the Load Serving Entity (LSE) by: (1) Modifying the verifiable Startup Cost and verifiable minimum energy cost to include a ten percent adder to the FIP to better align cost recovery of typical intra-day actual gas costs; and (2) Providing for recovery of exceptional fuel costs above FIP *1.Y subject to the ERCOT dispute process.
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	Additional Qualitative Information
	1
	Without the provisions in this NPRR, there is a high probability that Resource owners will not recover the total costs of fuel upon receiving RUC instructions, increasing the chances of additional Reliability Must-Run (RMR) agreements. 
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	Other Comments
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	Sponsor

	Name
	Heddie Lookadoo  for the Verifiable Cost Working Group (VCWG) on behalf of the Wholesale Market Subcommittee (WMS)

	E-mail Address
	Heddie.Lookadoo@nrgenergy.com

	Company
	NRG Texas Power

	Phone Number
	713-795-6074

	Cell Number
	

	Market Segment
	Independent Generator


	Market Rules Staff Contact

	Name
	Jonathan Levine

	E-Mail Address
	jlevine@ercot.com

	Phone Number
	512-248-6464


	Proposed Protocol Language Revision


5.6.1.1
Verifiable Startup Costs

The unit-specific verifiable costs for starting a Resource for each cold, intermediate, and hot start condition, as determined using the data submitted under Section 5.6.1, Verifiable Costs, above and the Resource Parameters for the Resource are: 

(a) 
Actual fuel consumption rate per start (MMBtu/start) multiplied by a resource category generic fuel price (Fuel Index Price (FIP) *1.10, Fuel Oil Price (FOP), or $1.50 per MMBtu, as applicable); and 

(b) 
Unit-specific verifiable operation and maintenance expenses. 

5.6.1.2
Verifiable Minimum-Energy Costs 

(1)
The unit-specific verifiable minimum-energy costs for a Resource are: 

(a) 
Actual fuel cost to operate the unit at its LSL; plus

(b) 
Variable operation and maintenance expenses; plus

(c)
Nodal implementation surcharges to operate the unit at its LSL. 

(2)
The QSE must submit the Resource’s cost information by season if the Resource’s costs vary by season.  For gas-fired units, the actual fuel costs must be calculated using the actual seasonal heat rate (which must be supplied to ERCOT with seasonal heat-rate test data) multiplied by the FIP * 1.10.  For coal- and lignite-fired units, the actual fuel costs must be calculated using the actual seasonal heat rate multiplied by a deemed fuel price of $1.50 per MMBtu.  For fuel oil-fired operations, the number of gallons burned must be multiplied by the FOP.

9.14.7
Disputes for RUC Make Whole Payment for Exceptional Fuel Costs 
If the actual price paid for delivered natural gas for a specific Resource during a RUC Committed Interval is greater than FIP * 1.Y, then the QSE may file a settlement dispute for that Resource’s RUC Make-Whole Payment.  The maximum amount that may be recovered through this dispute process is the difference between the RUC Guarantee based on the actual price paid and a fuel price of FIP*1.Y.  
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