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Section 1 – Introduction

The objective of this White Paper is to provide guidelines for determination of Operations and Maintenance (O&M) costs when the Filing Entity does not have historical O&M cost for a specific Resource (Target Resource).  These guidelines, once adopted by WMS, will be incorporated into the Verifiable Cost Manual and become part of the process for submitting verifiable cost data to ERCOT.

If any provision in this document is in conflict with the Nodal Protocols, then the Protocols prevail to the extent of the inconsistency.

Section 2 – Statement of Purpose
The Nodal Protocols allow QSEs or Resource Entities to submit O&M cost data for Generation Resources to ERCOT to be used in place of Resource-specific generic cost data.  The Verifiable Cost Manual contains rules for the submission of such O&M cost data, including the prescribed format for submission and the period of maintenance cost history which has been judged by Market Participants to be adequate to capture sufficient historical data.  
The Verifiable Cost Manual states that Filing Entities must provide ten years of Resource maintenance history to ERCOT or Manufacturers recommendation to support maintenance cost input.  In addition, the Nodal Protocols allow for Filing Entities to submit another method approved in advance by ERCOT in writing in lieu of the other types of documentations described above.  

If the following conditions exist:
1. the RE recently acquired the TR; or

2. the RE recently commissioned the TR,
and

a. the RE does not possess any actual historical costs to create the verifiable cost information; and
b. the RE is not able to develop a methodology to represent its verifiable cost,
then the only available option for the RE is to accept generic costs, which may not be sufficient to cover its variable O&M costs
.
ERCOT:  I’m concerned about the changes made above, namely: “RE is not able to develop a methodology to represent its verifiable cost”.  This could lead to many Resources Entities claiming they cannot create verifiable costs (too difficult) and will expect their O&M costs to be set to the average cost of equivalent Resources.  The reason for this white paper was to develop a methodology for recently acquired Resources without cost history not for existing Resources that are not able to determine their costs.  The “or” is the Topaz modified paragraph can create loopholes.
Answers RP1:  Yes.  If the unit is RUC’ed 5 times but the Resource Entity does not have historical costs then it would have to send ERCOT A letter stating that it just purchased the unit and does not have any cost history.  However, if this White paper is approved we would not have this problem
.
The purpose of this White Paper is to provide recommendations to WMS for a process to develop a proxy cost for Resources without O&M cost history.
Section 3 – Proposal for Establishing O&M Costs 

For Resources with no O&M data history the following applies:

1. ERCOT will determine on a monthly basis a list of Equivalent Resources (ER) to serve as a proxy for Resources (Target Resources) with no O&M cost history.
2. Equivalent Resources
 will be chosen from the list of 
Resources for which Verifiable Costs have been approved and which meet all of the following criteria:
i. Same Resource Technology
 

ii. Same Primary fuel type

iii. High Sustained Limit of the ER must be within plus or minus 30% of the HSL of the Resource for which maintenance data are required.

iv. Commercial operation date (COD) of the ER must be within 5 years of the COD of the Resource for which maintenance data are required
. 
Answer to RP2:  We have not considered collecting data from other ISOs or outside the US to set the cost of the Resource.  I’m open to this idea but don’t have the time to investigate.
Answer to RP3:  Fuel Type

3. The O&M cost of Target Resources will be set equal to the average 
O&M cost of all ERs that match the requirements described in 2 above. 
Answer to RP4:  Agree.  Others at VCWG asked that is should be average.  Either way would work for me.
4. O&M costs for ER will not contain the cost of emissions; however, the Target Resource may submit its actual emission rates to include the emissions costs with their approved O&M values.

5. O&M costs for ER Resources will be determined separately for each of the Start types: Cold, Intermediate and Hot and for costs at Minimum Energy.

6. Target Resources who choose or are required to submit verifiable costs must file to ERCOT updated actual costs on an annual basis for the following two years after the initial assignment of costs as described in (3) above.  Updates must be based on actual O&M cost incurred the previous calendar year.  ERCOT will utilize these updates to ensure that the previously approved costs are still valid.  If the Filing Entity fails to update costs annually, the Target Resource’s cost will be set to generic.

7. After a period of two years and two months
 ERCOT will “uncap” the Target Resource and approve the O&M based on actual documented costs filed the previous two years.  If the Filing Entity has not submitted updated costs and received approval by the end of the two year and three month term, all cost will be generic.

Answer to RP5:  yes, as long as it can be demonstrated that that’s all it has.  We have to put a limit on the number of months the TR will have its costs set by equivalent resources.  Sooner or later it must be based on its actual cost.  The concern with only one year worth of data is that maybe it happens to be when they did a mayor maintenance overhaul
8. The Filing Entity must provide to ERCOT the following information in addition to the other filing requirements defined in the Verifiable Cost Manual:

1. The date of commercial operation of the Target Resource, and 
2. The previous owner O&M costs recommendations if available to the Filing Entity.

9. ERCOT will notify the Filing Entity of the costs assigned to the Target Resource within three (3) Business Days of the ERCOT’s determination and approval by the Filing Entity.  If the Filing Entity does not approve the costs assigned to the Target Resource, the costs will be set to generic.

10. Equivalent Resources will be calculated monthly within the first five (5) Business Days of each month.

11. In the event that Verifiable Costs for ERs do not exist, ERCOT will use the underlying Resource actual fuel volumes submitted by the QSE for startup and operation at LSL and the Resource Category Startup Offer Generic Costs as the cap for the O&M portion of the startup costs until ERCOT receives and has approved ER specific Verifiable Costs.  The generic cost for operation at LSL includes no O&M cost, therefore, when no ER is available, zero O&M cost will be added to the fuel cost at Minimum Energy. If the Target Resource can verify, with supporting data, O&M costs such as chemical and water costs at the LSL. Will ERCOT consider this verifiable?
ERCOT Comment: We have had a policy at ERCOT for the last 8 years that a Resource chooses either generic or verifiable for both Startup and operations at LSL.  If we are going to start mixing Startup generic and verifiable at LSL it will probably lead to Resources opting to choose between generic or verifiable, which defeats the purpose of verifiable cost in the first place.
12. For Target Resources without ERs the Resource Category Startup Offer Generic Costs represents the cost of the Resource for a cold start.  Costs for intermediate and hot start costs will bear a relationship to cold start costs of approximately 70% and 50%, respectively, as follows:  

a.  Cost of hot start 
= Cost of cold start x 0.5
Answer to RP5:  yes, this does not apply to aeroderivatives as described in the Manual.  See blow
Manual language 

QSEs representing PPAs must specify costs for each Start type (cold, intermediate or hot).  ERCOT recognizes that aircraft derivative gas turbines may have Start-up costs by start type that are identical, or nearly identical.  QSEs representing this type of PPA Resource may submit cost information accordingly, or may submit differing costs with supporting documentation.   For non-aircraft derivative turbines  the ERCOT expectation is that intermediate and hot start costs will bear a relationship to cold start costs of approximately 70% and 50%, respectively, as follows:  
a.  Cost of hot start = Cost of cold start x 0.5

b.  Cost of intermediate start = Cost of cold start x 0.7

c. QSEs representing non-aircraft derivative turbines with PPAs may submit costs by start type that deviate substantially from these relative weights, but must include supporting documentation.

b. Cost of intermediate start = Cost of cold start x 0.7 
�What about instances that such Resources receive five RUC Instructions during a 12-month period?  Will the requirement to submit verifiable costs be waived?


�IF there are no ER, meaning the TR is a one of a kind in the ERCOT market, than this white paper as written will not solve this problem.





�What if no ER’s exist within ERCOT?  Is this process flexible enough to consider ER’s that exist in another domestic ISO or a outside the US?


�What is the definition of Resource Technology?  This is term is not defined in the Nodal Protocols or the Verifiable Cost Manual.


�Resource Technology should be a defined term and it needs to be specific.


�Depending on the distribution of all ER costs, median may be more appropriate.


�Why 26 months?  What if after two years the Target Resource only has a year of data?  Is ERCOT willing to accept a year’s worth of Data as verifiable?


�Is the process flexible enough to recognize that aeroderivatives have no distinction between hot/intermediate/cold starts?
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