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Introduction

NPRR 432 was written to give ERCOT additional authority to contract with Reliability Must Run (“RMR”) Resource providers and owners of mothballed generating units in the event that ERCOT determines that there is an “anticipated Emergency Condition” on the grid that could not otherwise be managed with existing available Resources. When TAC approved NPRR 432 on February 2, 2012, discussion occurred as summarized in the NPRR TAC Report as follows: “Participants also discussed … whether the procurement provision should include Load Resources, and if so, whether additional detail is needed regarding how contracts with Load Resources will be structured.”  This discussion resulted in a directive from WMS to the DSWG to review the language of the approved NPRR 432 and to recommend any needed changes to better enable Load Resources to contract with ERCOT under this new authority as an alternative to ERCOT procuring Generation Resources.
Review of NPRR 432

NPRR 432 uses the term “Resources”, as is done in many parts of the protocols, to imply that a provision applies to both Generation and Load Resources.  However, in some cases the terminology by its context in NPRR 432 seems to only apply to Generation Resources.  Intent may need to be clarified in these cases.
NPRR 432 states that any RMR services must come from “existing” Resources and the definition of what “existing” is not clear.  Does this mean that large industrial loads that are not currently registered with ERCOT cannot be considered?  From discussions with others, this does not appear to be the intent.  This language change was apparently intended to ensure that the NPRR would not give ERCOT the authority to purchase a brand new generator and pay for its construction in ERCOT.  This needs to be clarified.
The NPRR states how settlement would occur for Generation Resources, as follows: “For purposes of Settlement, any contract associated with a Generation Resource will include substantially the same terms and conditions as an RMR Unit under a RMR Agreement, including the Eligible Cost budgeting process.”  This makes sense for a generator but obviously will not work with a Load Resource. Additional language applicable to Load Resources will be necessary. Is there any reason why we should attempt to mimic for loads the RMR compensation for Generation Resources, or should we devise a compensation methodology that is specifically tailored to loads?
The NPRR contains language about capital improvements that, when applied to industrial loads, may be highly contentious. Given that these capital improvement payments are subject to refund in the event the Resource is later used to provide Ancillary Services, should the capital improvements provision be applicable to Load Resources?
Review of RMR Service Protocols
A quick review of the current protocols, 3.14.1, Reliability Must Run, indicates that Load Resources must be considered. Before entering into an RMR Agreement, ERCOT shall assess alternatives to the proposed RMR Agreement,” including “…(iv) Load response alternatives once a suitable Load response service is defined and available.”    The same paragraph creates a term, “Must Run Alternative (“MRA”) Resources” that implies this is a Resource that is something different than a RMR Unit which must be a generation unit. Additionally, Protocol section 3.14.1.5, Potential Alternatives to RMR Agreements, defines the process by which a MRA agreement is made. Here the protocols seem to focus on using an MRA as an alternative to a fix of the Transmission system and not as a Resource that is used in a system capacity shortage situation for an “anticipated Emergency Condition.”   Significant clarification must be made if we use this term to include contracts with Load Resources that are not associated with a transmission deficiency. 
 Should Load Resources contracting to provide capacity to prevent an “Emergency Condition” under Section 6.5.1.1 be considered an MRA Resource as described in the RMR Protocols?
Protocol Section 4.4.8, RMR Offers, gives ERCOT options to put RMR Units (Generation) in the Day Ahead Market.  Using Load Resources in the Day Ahead Market may not have a legitimate purpose for Load Resources provision of RMR. Use of Load Resources in the RUC processes to prevent Emergency Conditions should be considered instead
The RMR contract form that is in Protocol Section 22, Attachment B: Standard Form Reliability Must-Run Agreement, only addresses contracting with Generation Resources.  Should this form be modified to include Load Resources, or is it more appropriate to develop an entirely different form for Load Resources providing capacity for anticipated Emergency Condition?

A change to Section 16, Registration and Qualification of Market Participants, will have to be changed to add clauses to allow registration of certain loads who may desire to enter into future negotiations with ERCOT for capacity provided by loads for anticipated Emergency Conditions.
Drafting a New NPRR for Loads 
It is clear that some language exists to allow ERCOT to contract with Load Resources as part of a MRA agreement.  However, the services envisioned by NPRR 432 do not appear to be the same as RMR Service provided by an MRA.  If we consider load providing capacity for an anticipated Emergency Condition to be a separate and distinct service from MRA yet providing RMR Service as a load,  then we may be able to implement a fairly simple set of revisions to the Protocols that could be quickly drafted and implemented without a lot of collateral impact upon other Protocols provisions. We need to make a fairly immediate determination of whether this is the appropriate way to approach the issue.
Contracting for RMR Service from Generators and Loads

As NPRR 432 envisions, a competitive process should be undertaken by ERCOT to obtain RMR Services potentially from both loads and generation.  After ERCOT determines there will be an “anticipated” Emergency Condition in the future, ERCOT would issue a Request for Proposals (RFP) from mothballed generators and from potential Load Resources that have expressed an interest in providing such a service to ERCOT.  At the time of the RFP, loads would not have to be registered at ERCOT as a Load Resource, but rather be willing to do so if the load is accepted to provide RMR Services. The RFP should seek proposals from all types of generation and loads without limitation to obtain the RMR Service with the least cost.  By structuring the RFP so that generator offers for RMR Service can be value judged against potential offers from many different types of loads consumers will receive the best value for managing the anticipated Emergency Condition.  This likely will result in one offer price structure for loads and a slightly different price structure for generation given the nature of the differences in load and generation.  However, such differences can be evaluated by ERCOT by estimating the total cost of the RMR Services over the length of the timeline of such contracting by making various assumptions concerning the anticipated deployment durations.  ERCOT would be expected to make a value judgment that is in the best interest of ERCOT consumers overall.

Structuring Settlement
Using a Load as an alternative to an RMR Unit (generation) to provide capacity for an anticipated Emergency Condition will require recognition of the major differences in how settlement would have to work. Loads are most always “on-line” and would be dispatched off when committed to provide this new RMR-type service.  
The simplest way to structure settlement may be to draft a new Section 22 attachment consisting of an Agreement for Load Resources to provide Critical Condition Capacity.  This could be done by copying most of the existing agreement for RMR Units already in Section 22(B), but changing the way loads are compensated. A load’s cost to provide RMR Service is a function of that individual company’s lost production and product loss or wastage costs (“Lost Opportunity Costs”) incurred due to the interruption.  Such costs are highly variable from industry to industry, and even from company to company within the same industry producing the same or similar products.  Identification of a generic set of these Lost Opportunity Costs for loads or even subsets of loads is not practical and probably not even possible.  Lost Opportunity Costs are not incurred until the load is dispatched off.  In order to attract alternatives to Generation Units providing RMR Service to prevent Critical Conditions, a settlement structure that controls the maximum time a contracted load can be dispatched, and subsuming those costs within the negotiated capacity payment,  may be the best alternative.  
Since RMR Service typically does not demand immediate response to a system emergency, but rather is dispatched with a lead time, further simplifications can be made for the contracting terms.  Tying the capacity payment to actual load operations eliminates concern over performance issues because if the load is not consuming, it would not be paid yet ERCOT gets the value of not having to serve the load.
Contract Terms

As a starting point, settlement terms for Loads providing RMR Services would have the following basic terms:
Maximum Capacity Available: ________kW
Capacity Payment: _______________$/kW
Deployment Payment:  ____________$/Hour

Maximum hours dispatched off: _________________
Hours of the day and day of the week load may be dispatched off: _________________

Hours of Notice for future deployments for Load Interruption: ______________________

Capacity payment would be based on the actual kW consumed in any given hour calculated and paid at the price stated above for each hour during the contract period as the highest kWh multiplied by 4 in the four 15-minute settlement intervals of each hour period.

Deployment payment would be calculated by the number of hours rounded up to the next whole hour the load is dispatched to be off multiplied by the amount above.
Dispatches by ERCOT would be limited to the number of hours the service would be provided and the hours of the day and day of the week specified.
Next Steps

· Review the project plan as outlined above with the DSWG group who asked to participate in this project and form some consensus around it, with any agreed modifications
· Draft NPRR Language and revised protocols

· Present to DSWG

· Present to WMS

· Draft RFP with detailed requirements for RMR Services from Loads

Work Schedule
· Conf  call on March 8th
· March 19 workshop 9:30 to 12:00 to flesh out a  proposal
· Complete NPRR draft language for DSWG review (3/26)

· Next DSWG, present finding and suggestions (3/30)
· WMS Review and filing as an NPRR (4/11)
· Draft RFPs (4/20)
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