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	Business Case

	Business Case
	1
	The Public Utility Commission of Texas (PUCT), in its open meeting of September 1, 2011, discussed  NPRR351 as part of agenda item 22 regarding Project No. 37897.  Commissioner Kenneth W. Anderson, Jr. indicated he felt that NPRR351 was very important to improve the ability of loads, both large and small, to respond to market prices as part of the overall plan for Resource and reserve adequacy and shortage pricing market design.  He stated that “if they do not get advanced notice, it’s harder to respond,” noting that this NPRR or something similar must be in place and urged ERCOT and ERCOT stakeholders to move forward.  


The ability of loads to respond to prices is significantly enhanced by providing notice of a non-binding projection of prices as this gives loads more time to begin the process of removing Load demand from the system. 

This NPRR enhances market data transparency by providing the non-binding price projections to all Market Participants on the MIS Public Area.



	
	2
	The consumption of energy of loads is averaged over a 15-fifteen minute Settlement Interval, yet SCED establishes prices every five minutes.  As such ERCOT’s settlement system averages the SCED five-minute prices and applies to all the kWh consumed in the 15 minutes.  If for example SCED produces a price of $45 in the first five minutes and then jumps to $3,000 in the following two SCED intervals, the kWh consumed by loads during the first five minutes is charged the average price over the whole 15 minutes, which in this example is $2,015.  The load would pay ERCOT for the kWh consumed in the first five minutes at $2,015 even though the price displayed from SCED for that time was only $45.  Given the size of a very large company’s Load or very large Retail Electric Provider’s (REP’s) total Load, the Entity could be charged as much as $75,000 for consumption in the Settlement Interval even though the load or REP reduced its consumption to zero as soon as it saw the $3,000 Real-Time prices from SCED.  The 15 minutes projection of prices could eliminate or at least significantly reduce this unfair effect on loads.  



	
	3
	ERCOT had over 25 hours of generation deficiency greater than 50 MW from January 1, 2011 to August 29, 2011.  During these events, significant amounts of Load reductions occurred because Real-Time Market (RTM) prices also increased to scarcity levels.  The capacity shortage placed a significant strain on the entire ERCOT grid and through the actions (acknowledged by the ERCOT CEO) of loads responding to prices many much more serious events would have occurred.  Load response is critical to the market design in an energy only market and the advanced notice of non-binding price projections enhances the ability of loads to respond before prices are forced to the market price cap.  The actions of the few loads that respond to prices reduces the costs that all loads must pay in times of shortages.



	
	4
	Retail Electric Providers are integrating “advanced metering” capabilities into the products they will offer consumers.  These products will provide reduced costs to consumers who reduce their demand when prices are expected to be higher than a threshold.  These types of products provide protection from high market prices to the REP as well as all other loads on the system.  By using the projected prices from ERCOT’s system, retail consumers would have enough notice to take actions prior to actually setting prices for the entire market.  Such market response is a hallmark of an energy only market design and must be encouraged. 



	
	5
	ERCOT is planning to move forward with a significantly enhanced SCED that will look at system conditions as they are projected to be and commit generation and take actions with generation Real-Time base points now to avoid problems in the future state of the grid.  This design will also produce non-binding prices for each five minutes forward up to an hour or two into the future.  These price projections will soon become an integral part of the market design.  However, ERCOT has stated this project is practically two to three years from being implemented.  Moving forward now with a non-binding price projection using the existing SCED infrastructure will provide ERCOT with a lot of valuable experience in learning how to project the future conditions of the ERCOT System so that this next generation control algorithm will have the best chance of success.  Using the work to implement this NPRR to learn and test concepts that will be used in the “look ahead” SCED may prove to be one of its most valuable benefits of moving forward now.



	
	6
	This type of information could help REPs create products that can give even the residential customer the opportunity to take advantage of Real-Time LMP prices while reducing risk of Real-Time LMP price spikes.  History has proven Real-Time prices have regularly been less expensive than hedged power; however Real-Time LMP exposes the customer to unwanted price spikes.  By providing consumers with Time of Use (TOU) products one could allow the customer to take advantage of the lower spot market prices while mitigating the risk of price spikes.  Additionally, customers can learn from their own consumption habits and associated energy costs and may impact usage patterns from TOU learned behavior.  

Based on current beta testing of various products, one REP has found the timeliness of messaging is critical to the process.  In the current environment, current Load Zone LMP 15 minute prices are already in effect before REPs are notified; ideally notification would be at least 180 seconds prior the interval starting since it takes ~ 90 seconds from the time a Load control event is issued to when it actually takes effect at the meter.

TOU products cannot be effective if the information needed for the consumer to make informed decisions on usage patterns is not easily attainable.  By providing timely price projections, the market could benefit by potentially lower costs to the consumer and achieving the goals of reduced demand on the system.
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