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Comments on ERCOT Proposal for Changing the Shadow Price Cap for the Valley Import Constraint
	Comments


Calpine objects to the ad hoc change proposed by ERCOT staff for the Rio Grande Valley Import Constraint, as presented to the Wholesale Market Subcommittee (WMS) on March 9th, 2011, in the slide deck entitled Valley Import Constraint.  We ask that WMS representatives either vote to reject the proposal, or in the alternative, reject any motion to endorse the proposal.  
We offer the following reasons for this position in the hope of further informing the WMS decision making process at its scheduled special meeting set for March 17th, 2011:
1)  Of ERCOT’s two proposed long term solutions (“Develop transmission network to support load growth”, and “Create a Load Zone for Valley to encourage demand participation that has impact on constraint”), only new transmission seems to hold potential for changing flows and thus the Valley Import Constraint loading.  The likelihood of new load in the Valley including appreciable demand response would hinge on large commercial or industrial development, both of which would be incentive for long term purchase power agreements (PPAs) that would draw new generation investment. This would be a very good outcome. However, there are no new generation projects slated for Starr, Hidalgo, Willacy or Cameron Counties as indicated in the February 2011 ERCOT Planning Report (1.2 Publicly Disclosed Generation Interconnection Projects, pg.4).  Lowering the constraint’s Shadow Price Cap only lessens the probability of new generation build in the Valley.  AEP has reportedly submitted a proposed transmission project in response to the Valley Import Constraint, so a long term plan may already be in the works.  The Valley winter loads are known to increase each winter with the influx of recreational travel vehicles that have resistive heating.  Creating a new load zone for a small footprint that historically contains seasonally transient resistive load elements in the hopes of creating new demand response does not seem like a viable plan.  Expecting vacationing “snow birds” to turn off their heaters when prices move up seems pure folly.
2) The goal of ERCOT congestion management in the nodal design should be to send the price signals to the market to encourage corresponding actions from market participants and potential investors so that congestion can be eliminated.  That fact that WMS is having a vigorous debate over the Valley Constraint Shadow Price Cap shows that an incentive is developing to do something about the Constraint.  Without transient high prices it is unlikely that transmission projects would be offered either. ERCOT’s proposal would mute that signal and take the market in the opposite direction by putting a $350/MWh price collar on independent REPs holding Valley loads.  A move that will likely have unintended consequences for the DAM, which ERCOT staff has not calibrated their proposal against, based on their response to a related question on March 9th.
3) Since no new resource projects are being built in the Valley with the import’s shadow price cap set at $5,000/MWh, it stands to reason that lowering the shadow price cap to $350/MWh for occasional binding conditions will certainly not incent new projects.  Would it not make more sense to leave the pricing mechanism alone so that existing brownfield sites would see incentive to make incremental additions to their capacity in the Valley to match its continuing load growth?

4) One fundamental issue that ERCOT should address is allowing the market some certainty in how they will manage this constraint and others like it in the future.  (Please refer to the attached slide showing the Feb. 3rd and 4th timeline for the Valley.)  The source data for this slide is Calpine’s and when plotted it leads us to one conclusion that seems clear – ERCOT must issue some sort of transmission watch or alert to the system prior to exercising their ability to relax a constraint in SCED, which affects price formation, particularly during shortage conditions.  On the morning of Feb. 3rd the flows posted and the prices in the Valley nodes indicate that ERCOT relaxed the constraint without any notice to the system.

5) After many discussions, stakeholders set the current voltage level shadow price caps.  The Valley Import Constraint is no different than any of the other generic transmission constraints ERCOT controls and should not be treated any differently. If the unstated goal is to reduce this generic constraint shadow price cap to eliminate price excursions, then let’s reduce all the generic constraint shadow price caps so that we can maintain an even, competitive playing field for resources throughout the system. Although the Protocols rules of construction allow for interpretation in the singular or the plural unless otherwise specified, the intent seems pretty clear that there should be a single methodology for establishing shadow price caps on constraints and not an ad hoc method for each constraint (6.5.7.1.11 (4)).
6) If approved, ERCOT’s proposal would be a bad precedent that generators and loads alike will point to in order to manage their risk. Proposals will be made to lower the shadow price caps for certain loads to lower their cost of service risk and certain resources will ask for shadow price caps to be reduced to alter a competitor’s LMPs.  The result of both actions will be flat pricing across the entire system that will both disincent new build of resources and a general distortion of prices in an LMP market that was designed to differentiate prices when conditions warrant so that the value of the next incremental MW is properly priced.  It should also be noted that ERCOT’s proposal would limit shadow price caps to less than the amount of the system’s LCAP value under the Generation Adequacy provisions of Substantive Rule 25.505.
7) Lastly, when legitimate shortage conditions exist it is important in this “energy-only” construct to allow prices to reach certain high levels to encourage proper hedging by loads and recovery of needed capital by resources.  Loads and resources collaborated on the voltage defined shadow price capping found in the system now.  It appears very one-sided to administratively, on an ad hoc basis, begin unwinding the compact loads and resources constructed so many years ago in favor of putting a price collar on loads.  The signal that sends to potential investors appears very saturated in regulatory uncertainty and only promises to perpetuate the problem of anemic peaker net margins and lack of new build in the Valley and other parts of ERCOT.
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· When the MW value above limit is greater than 0, the constraint is binding and the shadow price should be positive. 
· At 09:50, Feb 3, the constraint was relaxed yet there was no emergency notice to the market before that occurred.
· The estimate was based on that the MW over limit being high (450MW) when the constraint was binding; it was very unlikely that the flow would go down below the limit in only few minutes. It appears ERCOT relaxed the constraint manually.
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