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PRR791 was submitted based on recommendations from the Independent Market Monitor (IMM), who has consistently raised concerns about the failure of the ERCOT market to produce proper scarcity price signals to support peaking generation capacity.  As pointed out in the IMM’s 2007 State of the Market report, net revenues have been adequate to support new entry of coal and nuclear units.  However, net revenues have been insufficient to support new entry for flexible gas-fired units, and the peaker net margin has been reached only once in the past 5 years.  The Final Order in the Public Utility Commission of Texas’ (PUCT) Resource Adequacy rule, P.U.C. Subst. R. 25.505 Resource Adequacy in the Electric Reliability Council of Texas Power Region, stated that the intent of the rule was to provide incentives for peaking capacity.  The IMM has given warning that this PUCT objective is not being met and it should be addressed.  

The PUCT’s rules and PURA specifically charge the IIMM with annually assessing the effectiveness of the scarcity pricing mechanism in P.U.C. Subst. R. 25.505 and recommending measures to enhance the efficiency of the wholesale market. The IMM has done so, and PRR791 is one manifestation of these clearly stated policy objectives.  The ERCOT stakeholder process should support the IMM’s direction on this important and vital issue by helping to ensure ERCOT has not only the quantity but also the type of capacity needed to maintain an efficient and reliable system in the future.

Flexible, peaking capacity has always served a critically important function in the market and will become even more important in the future.  While it appears ERCOT’s planning reserves are above the 12.5% target for the next few years, NRG Texas cautions that the vast majority of the resources included in the planning reserve predictions are not of the type mentioned in the State of the Market report or in P.U.C. Subst. R. 25.505.  The PUCT acknowledged the importance of peaking capacity in its Final Order:

“the rule is intended to encourage the development of [more economical] alternatives by providing incentives for the development of new peaking capacity.  Adoption of [other] proposal[s] would inhibit the development of new peaking capacity and actually prolong ERCOT’s reliance upon older, less efficient peaking units.”  

A significant portion of ERCOT’s most flexible gas-fired capacity – units which were originally designed to meet peak and cyclical demand – are made up of older, less efficient units getting close to retirement.  In addition, peak Load Demand and continually increasing penetrations of wind power will require investment in new flexible gas capacity than can meet the exceedingly difficult operational challenges of Demand fluctuations combined with intermittent wind production.  PRR791 is one tool that helps provide incentives to invest in the type of capacity required to meet these challenges.  
NRG Texas disagrees with the suggestion that the PUCT expressly rejected administrative scarcity pricing mechanisms.  Rather than expressly rejecting the administrative pricing concept, the PUCT instead contemplated there would be such a mechanism in the nodal market, and that it would work in conjunction with the provisions of P.U.C Subst. R. 25.505.  As the PUCT noted in the Final Order adopting the rule:

“In addition, the Texas Nodal Protocols have a provision for a “proxy generator” that will introduce scarcity pricing into the real-time energy market when responsive reserves are being deployed…” 

and,

“Furthermore, the nodal market protocols approved by this commission have such a mechanism, which incorporates administratively set high-priced energy offers into the real-time energy offer stack when ERCOT needs to deploy responsive reserve service in response to insufficient energy offers in the real-time market. As a result, the commission does not see the necessity of adopting additional measures to ensure scarcity pricing and declines to amend the rule as suggested by Joint Commenters and NRG.” 

The Final Order clearly acknowledges that administratively set scarcity pricing was expected to be part of the nodal market.  The PUCT expected the nodal market to be in place within a relatively short timeframe, and so logically did not see a need to specifically include an “additional” administrative scarcity pricing mechanism in Docket 31540, Proceeding to Consider Protocols to Implement a Nodal Market in ERCOT.  While true that Market Participants later removed the “pseudo-resource” concept from the Nodal Protocols via NPRR051, Removal of the Pseudo Resource Requirement in the Real Time Security Constrained Economic Dispatch (SCED) Process,  primarily because of the time and cost to implement, it is clear from the PUCT’s language they did not expressly reject administrative pricing mechanisms.  .  

Finally, NRG disagrees with comments that insinuate potential abuse of the administrative pricing mechanism.  NRG Texas fails to see how an administrative pricing mechanism recommended by the entity charged with monitoring the wholesale electric market would be inherently flawed in that manner.  Potential market abuse is a serious concern, and the IMM and commission have complete access to the information required to ensure abuse is detected and addressed.  The PUCT’s own words in the Final Order of P.U.C Subst. R. 25.505 state:

“The commission believes that by working with the IMM, it will be able to distinguish between market power abuse and legitimate scarcity pricing.”
	Revised Proposed Protocol Language


None.
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