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RDTF Comments

· The current market mechanisms and associated incentives sometimes inefficiently reduce prices below the competitive level when non-spinning reserves are deployed.  
· Ancillary services are an integral component of the market and are not appropriately characterized as an “out of market” intervention by the system operator when deployed.  In fact, real-time co-optimization of energy and ancillary services – which the Commission recognized could produce benefits to the real-time market
 and is still in the development pipeline for possible future implementation – is specifically intended to incorporate economic substitution between energy and reserves in real-time.
· Shortage conditions exist when insufficient resources are available to meet system demand plus minimum operating reserves.  The action of deploying non-spinning reserves does not indicate a shortage condition as long as operating reserves remain above the minimum level.  
· Proposals that artificially set prices at levels that are substantially higher than the cost of the actions taken when non-spinning reserves are deployed are inefficient because they encourage supply or demand actions that are much higher cost than the alternatives that are available without sacrificing minimum operating reserve requirements.
· When operating reserves are below minimum levels, the only actions available are to sacrifice operating reserves by allowing them to remain below the minimum level or to curtail demand.  We agree that shortage prices should exist under such conditions, and the current market mechanisms ensure that this does occur.  In fact, because the typical quantities of Responsive Reserve and Regulation Up on average exceed 2,300 MW by several hundred MW, shortage prices will typically materialize prior to reaching minimum Physical Responsive Reserve levels, but when regulating reserves are being used to meet demand and sacrificed from meeting their primary purpose.
· Improved efficiency in pricing during the deployment of non-spinning reserves can be achieved by releasing the non-spinning reserve resources into the market at offer prices – as submitted by market participants – that reflect their willingness to provide the service.
· Although the deployment of non-spinning reserves does not indicate a shortage condition, a modest adder as a floor to non-spinning reserve resource offers may be reasonable to consider as a reflection of the mild degradation in overall reserve levels as non-spinning reserves are deployed to meet demand on the system.  For example, NYISO and ISO-NE have co-optimized real-time energy and reserve markets with 30 minute reserve penalty factors ranging from $50 to $200 per MWh, depending on the magnitude of the 30 minute reserve shortfall.
· Along with the shortage pricing mechanisms currently in place, these interim improvements will aid in the achievement of long-term resource adequacy objectives by enabling competitive and efficient pricing outcomes when non-spinning reserves are deployed but operating reserves remain above the minimum level, thereby reducing the potential for inefficient price depression below competitive levels that is more common under the current non-spinning reserve deployment mechanisms.
· Longer-term improvements such as “look ahead” SCED and real-time energy and ancillary service co-optimization should be pursued to further enhance the efficiency of the real-time dispatch, including efficient shortage pricing mechanisms.
� PUCT Docket No. 31540, Final Order at 9.
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