TAC Recommendation Report

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

	Timeline
	Normal
	Recommended Action
	Approval

	Date of Decision
	October 1, 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)

	Proposed Effective Date
	Upon the Nodal Protocol Transition Plan’s Texas Nodal Market Implementation Date, as prescribed by zonal Protocol Section 21.12, Process for Transition to Nodal Market Protocol Sections.

	Priority and Rank Assigned
	Not applicable.

	Revision Description
	This Nodal Protocol Revision Request (NPRR) modifies the verifiable Startup Cost and verifiable minimum energy cost calculation to include a $.50 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.X.
In lieu of system changes, ERCOT may implement this NPRR by making appropriate adjustments to the verifiable cost procedures to accommodate the $.50 adder.  These procedures will be described in the Verifiable Cost Manual.

	Overall Market Benefit
	This NPRR shares the risk associated with costs recovery for actual natural gas cost between the Qualified Scheduling Entity (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 $.50 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.X 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 Impacts
	ERCOT Credit Staff and the Credit Work Group (Credit WG) have reviewed NPRR174 and do not believe that it requires changes to credit monitoring activity or the calculation of liability.

	Procedural History
	· On 4/14/09, NPRR174 and its associated CEO Determination were posted.
· On 4/23/09, CPS Energy comments were posted.

· On 4/23/09, PRS considered NPRR174.

· On 6/12/09, Verifiable Cost Working Group (VCWG) comments were posted.

· On 6/17/09, WMS comments were posted.

· On 6/18/09, PRS again considered NPRR174.

· On 7/17/09, an Impact Analysis was posted.

· On 7/23/09, PRS considered the PRS Recommendation Report and Impact Analysis for NPRR174.

· On 8/6/09, TAC considered NPRR174.

· On 8/12/09, ERCOT comments were posted.

· On 8/24/09, a second set of WMS comments were posted.

· On 9/2/09, NRG Texas Power and City of Eastland comments were posted.

· On 9/3/09, TAC again considered NPRR174.

· On 9/18/09, a third set of WMS comments were posted.

· On 10/01/09, TAC again considered NPRR174.

	PRS Decision 
	On 4/23/09, PRS voted to refer NPRR174 to the WMS for further discussion on how to settle the disputed charges.  There was one abstention from the Independent Retail Electric Provider (IREP) Market Segment.  All Market Segments were present for the vote.
On 6/18/09, PRS unanimously voted to recommend approval of NPRR174 as submitted.  All Market Segments were present for the vote.

On 7/23/09, PRS unanimously voted to endorse and forward the PRS Recommendation Report and Impact Analysis for NPRR174 to TAC.  All Market Segments were present for the vote.

	Summary of PRS Discussion
	On 4/23/09, CPS Energy comments were discussed.  Participants discussed whether additional discussion of the dispute process was needed so that Settlement aspects could be further developed.  It was suggested that NPRR174 be referred to WMS, who should refer it to VCWG for further discussion of this issue.  It was noted that the issue of the proposed ten percent adder to FIP does not need further discussion.
On 6/18/09, it was noted that after consideration of the Settlement aspects of NPRR174, VCWG and WMS recommended that NPRR174 be approved as submitted.

On 7/23/09, there was no discussion.

	TAC Decision
	On 8/6/09, TAC unanimously voted to table NPRR174.  All Market Segments were present for the vote.

On 9/3/09, TAC unanimously voted to table NPRR174 for one month.  All Market Segments were present for the vote.
On 10/1/09, a motion to reject NPRR174 failed with five votes in favor from the Consumer (3) and IREP (2) Market Segments and one abstention from the IREP Market Segment.  The remaining TAC votes were in opposition to the motion.  TAC then voted to recommend approval of NPRR174 as amended by the 9/2/09 NRG Texas Power and City of Eastland comments.  There were two abstentions from the Consumer and IREP Market Segments.  All Market Segments were present for the votes.

	Summary of TAC Discussion
	On 8/6/09, concern was expressed over allowing cost recovery automatically at 110% of FIP rather than requiring substantiation of actual costs.  There was discussion regarding how the 110% value was derived.  It was explained that several possible numbers were considered at VCWG; 110% was considered reasonable, and is also the value used in the PJM market.  It was also noted that while 110% of FIP represents a cap, there is still incentive for QSEs to set Three-Part Supply Offers into the Day-Ahead Market (DAM) lower than the cap where appropriate to increase the chance of acceptance.  ERCOT Staff added that allowing cost recovery automatically at a set amount above FIP would decrease the volume of disputes.
It was also noted that the value of Y has still not been set and that additional time is needed to consider the appropriate value for Y.
On 9/3/09, NRG Texas Power and City of Eastland comments and the merits of the proposed $.50 value for the FIP adder compared with the 10% adder contained in the current version of the NPRR were discussed.  Concern was raised that NPRR174 does not address the ability to recover actual fuel oil costs for oil units committed in the RUC.  It was suggested that it may be best to discuss this issue at VCWG and possibly address it via a separate NPRR.
On 10/1/09, the history of NPRR174 and the 9/18/09 WMS comments were reviewed.  Whether it is appropriate to include an adder to FIP in the verifiable Startup Cost and verifiable minimum energy cost calculations was discussed.


	Quantitative Impacts and Benefits
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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 LSE by: (1) Modifying the verifiable Startup Cost and verifiable minimum energy cost to include a $.50 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.X 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. 

	
	2
	

	
	3
	

	
	4
	

	Other Comments
	1
	Because X must be a percentage due to system limitations, and changing X will be a manual process by ERCOT staff, X will be changed twice a month, on the same schedule that other Verifiable Cost Manual updates are done.
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	Comments Received

	Comment Author
	Comment Summary

	CPS Energy 042309
	Removed dispute process language because such a process cannot be introduced into the Nodal Market design without additional consideration of Settlement aspects.

	VCWG 061209
	Noted that there was consensus at VCWG in support of the originally-proposed Settlement methodology, and recommended no changes to the proposed Nodal Protocol language revision.  

	WMS 061709
	Endorsed NPRR174 with no further changes as recommended by VCWG.

	ERCOT 081209
	Added language to clarify the Settlement of disputes pursuant to Section 9.14.7 and ERCOT calculation processes and suggested that the value of Y be annually reviewed and defined by TAC starting in Q1 of the year after the Texas Nodal Market Implementation Date.

	WMS 082409
	Endorsed NPRR174 as amended by 8/12/09 ERCOT comments and to recommend an initial value for Y of 10.

	NRG Texas Power and City of Eastland 090209
	Proposed revisions redefining X as $.50/fuel price (i.e., FIP on the Tuesday prior to the effective date of X) and providing that a QSE representing a Resource incurring costs that exceed FIP * 1.X may dispute those costs based on the Operating Day’s cost.

	WMS 091809
	Endorsed NPRR174 as amended by 9/2/09 NRG Texas Power and City of Eastland comments.


	Original Sponsor

	Name
	Heddie Lookadoo for VCWG on behalf of WMS

	Company
	NRG Texas Power

	Market Segment
	Independent Generator


	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.X, Fuel Oil Price (FOP), or $1.50 per MMBtu, as applicable), where X = $0.50/fuel price.  A new X is effective the first and third Tuesday of each month.  The fuel price is equal to Fuel Index Price (FIP) from the Tuesday prior to the effective date; 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.X, where X = $0.50/fuel price.  A new X is effective the first and third Tuesday of each month.  The fuel price  is equal to Fuel Index Price (FIP) from the Tuesday prior to the effective date.  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.X, 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.X.  
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