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Section 1 – Introduction

The objective of this White Paper is to describe a proposal for determining the Proxy Heat Rate (PHR), the Value of X (VOX) and emission costs to simplify the current verifiable costs (VC) manual process and better align the timelines when these variables are calculated.  The goal is to provide Market Participants (MP) sufficient time to review their modified fuel and O&M rates so they can estimate their Resources’ offer caps in advance of offering into the DAM.  
Section 2 – Statement of Purpose
According to the verifiable cost manual (VC Manual), the PHR is in effect every first and third Tuesday of each month and its value is based on DAM Hub and fuel prices from a 14-calendar period.  The PHR that is in effect the third Tuesday of the current month must be made available to the market by the first Tuesday of the same month although ERCOT is not able to modify the fuel rates (based on the PHR) until a few days prior to the third Tuesday of the month because the VOX is not available until such time.  The VOX is also used to change the fuel rates but its value is based on the fuel price of the Tuesday prior to the effective day.  Hence, the PHR and VOX both change the approved fuel rates although the timeline for determining these values differ.  Therefore, determining and publishing the PHR two weeks in advance of its effective date serves no purpose since ERCOT cannot modify the fuel rates until a few days prior to the effective date when VOX is determined.  Since the final fuel rates decrease by the PHR and increase by VOX both variables should be determined at the same time and using prices for the same period.
Emissions costs are calculated during the first 5 business days of each month based on average emission prices published on the last day of the previous month.  Emissions costs are effective from the third Tuesday of each month through the third Monday of the following month.  Emission costs are added to the O&M costs for Startup, Minimum Energy and Real Time Mitigation and only change once per month.

Therefore, during the first 3 business days of each month ERCOT must change the fuel rates based on previously calculated values for the PHR and VOX to be effective on the first Tuesday of the month.  And during the first 5 business days of each month ERCOT must also change the Resources’ O&M values based on the emissions costs but to be effective the third Tuesday of the same month.  In addition, during the third week of each month ERCOT must determine the VOX and change the fuel rates using this value (VOX) and the PHR published during the first Tuesday of the month.  Clearly, these different timelines for modifying a Resource’s fuel and O&M values creates confusion to MPs and unnecessary risks.  Furthermore, Resources’ Offer caps are calculated using both fuel rates and O&M values, although the current manual process does not align the calculation of these variables to ensure maximum efficiency and reduce confusion. 
Section 3 – Proposal for modifying Resources costs  
The following proposal aligns all manually calculated VC changes so the PHR, VOX and emissions costs modify Resources’ costs only once per month.  Given that some Resources costs also change every season, which always starts on the first of a particular month, ERCOT recommends the following calendar for changing VC costs:

· Fuel rate and O&M values changed by PHR, VOX and emission costs are effective on the first day of each month through the end of the same month.

· The PHR for any month is based on Hub and fuel prices from the first 15 days of the previous month and published within 5 business days from the 15th of such month.
· The VOX for any month is calculated using fuel prices from the first 15 days of the previous month and published within 5 business days from the 15th of such month.  This ensures that the same fuel prices are used to calculate VOX and PHR.
· Emission costs for any month are determined using average emission prices for the first 15 days of the previous month and published within 5 business days from the 15th of such month.

· ERCOT shall calculate the new fuel rates, O&M values and emission costs for any month and publish the results within 8 days prior to the first day of each effective month.
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