Board Report


	NPRR Number
	450
	NPRR Title
	Revise Requirements for Contracts to Procure Additional Capacity to Alleviate Emergency Conditions (formerly “Revise Board Approval Requirement for Contracts to Procure Additional Capacity to Alleviate Emergency Conditions”)

	Timeline
	Urgent
	Action
	Approved

	Date of Decision
	April 17, 2012

	Effective Date
	May 1, 2012

	Priority and Rank Assigned
	Not applicable

	Nodal Protocol Section Requiring Revision
	6.5.1.1, ERCOT Control Area Authority

	Market Guide Section(s) Requiring Revision
	None.

	Revision Description
	The Nodal Protocol Revision Request (NPRR) revises the process approved in NPRR432, Deployment of Resources to Alleviate Anticipated Emergency Conditions, for execution of contracts with Resources to alleviate anticipated Emergency Conditions.  Consistent with the ERCOT Board’s discussion at its February 2012 meeting, this NPRR provides that such contracts may be executed by ERCOT, subject to the Notice provisions already included in NPRR432.  

This NPRR adds language that ERCOT will provide notice to the ERCOT Board of executed contracts at the first ERCOT Board meeting after the contract is signed.  This provision is consistent with the notice to the ERCOT Board provided for Reliability Must Run (RMR) Agreements under Section 3.14.1.3, ERCOT Report to Board on Signed RMR Agreements. 
This NPRR also proposes revisions to remove the limitation in the procurement of Loads under NPRR432 to Loads that are currently registered with ERCOT as Load Resources.

	Reason for Revision
	When the ERCOT Board approved NPRR432 at its February 2012 meeting, the ERCOT Board instructed that the provisions of NPRR432 that require ERCOT Board approval of contracts contemplated by the revised Protocol language be subject to further review by TAC.  The ERCOT Board requested that the issue be addressed by TAC and returned for consideration by the ERCOT Board at its April 2012 meeting.

The ERCOT Board discussed various alternatives, but the central issue for reconsideration was the provision in NPRR432 that the ERCOT Board must vote to approve a contract to alleviate anticipated Emergency Conditions before ERCOT may execute the contract with a Resource Entity.  This revision achieves the objective of removing the requirement that explicit ERCOT Board approval is required before ERCOT may execute such contracts.  

The revision retains the Notice provisions that require ERCOT to provide detailed descriptions of the reliability conditions prompting ERCOT to seek additional Resources, the identification of potential Resources considered for providing capacity, and a separate Notice identifying any specific Resource Entity with whom ERCOT will negotiate the terms for procurement of additional capacity.  In addition, as noted above, the revision adds language requiring that ERCOT provide notice to the ERCOT Board of executed contracts at the first ERCOT Board meeting after the contract is signed.  This provision is consistent with the notice to the ERCOT Board provided for RMR Agreements under Section 3.14.1.3.

ERCOT considered providing additional options for the revision, but believes the proposed revision is the most straightforward and administratively manageable option for achieving the objectives discussed by the ERCOT Board.  For example, ERCOT considered an approach discussed by the ERCOT Board that would have the ERCOT Board approve contracts after they have been executed by ERCOT and a Resource Entity.  ERCOT is concerned that Resource Entities would justifiably hesitate to enter contracts that require immediate performance on their part but could be nullified by subsequent action by the ERCOT Board.  

In addition, ERCOT considered providing for a “pre-clearance” approval by the ERCOT Board, in which the ERCOT Board would authorize ERCOT to consider procurement of additional capacity prior to the issuance of the first Notice included in NPRR432.  ERCOT believes that this approach may compromise ERCOT’s ability to begin the process for considering options contemplated in NPRR432.  If the ERCOT Board must vote before ERCOT may begin considering options for procuring additional Resources for anticipated Emergency Conditions, it may create difficulties in the timing of procuring capacity (particularly if the Resource needed has a long-lead time to prepare for providing the contracted amount of capacity).  In addition, ERCOT believes that the transparency provided by the Notices already required by NPRR432 will provide the ERCOT Board and Market Participants the quality of information and quantity of time necessary to raise questions with a proposed procurement before ERCOT executes contracts with Resource Entities.
This NPRR also proposes revisions to address the unintended consequence of limiting the procurement of Loads under NPRR432 to Loads that are currently registered with ERCOT as Load Resources.
ERCOT appreciates the efforts by the stakeholder committees to consider this issue in time to return it for a vote at the April 2012 meeting of the ERCOT Board. 

	Credit Impacts
	ERCOT Credit Staff and the Credit Work Group (Credit WG) have reviewed NPRR450 and do not believe that it requires changes to credit monitoring activity or the calculation of liability.

	Procedural History
	· On 3/14/12, NPRR450 and an Impact Analysis were posted.
· On 3/21/12, ERCOT comments were posted.

· On 3/22/12, PRS considered NPRR450.

· On 4/5/12, TAC considered NPRR450.

· On 4/17/12, the ERCOT Board considered NPRR450.

	PRS Decision 
	On 3/22/12, PRS unanimously voted to grant NPRR450 Urgent status.  PRS then voted to recommend approval of NPRR450 as amended by the 3/21/12 ERCOT comments.  There was one opposing vote from the Independent Power Marketer (IPM) Market Segment and two abstentions from the Independent Generator and IPM Market Segments.  All Market Segments were present for the votes.

	Summary of PRS Discussion
	On 3/22/12, PRS reviewed the 3/21/12 ERCOT comments.  ERCOT Staff noted that the comments arose from discussion of NPRR450 by the Demand Side Working Group (DSWG), and that the comments were intended to be generally consistent with the consensus at DSWG that the procurement of capacity from Load pursuant to paragraph (2) of Section 6.5.1.1 should not be restricted to existing Load Resources.  Whether DSWG’s intent was that existing Load Resources should be excluded from consideration under paragraph (2) of Section 6.5.1.1 was discussed.  It was also noted that the broader issue of developing framework around the procurement of capacity from Load is still expected to be addressed in future stakeholder discussions.

	TAC Decision
	On 4/5/12, TAC voted to recommend approval of NPRR450 as recommended by PRS in the 3/22/12 PRS Report.  There was one opposing vote from the Independent Retail Electric Provider (IREP) Market Segment.  All Market Segments were present for the vote.

	Summary of TAC Discussion
	On 4/5/12, it was noted that NPRR450 does not clarify the parameters around the procurement of capacity from Load or the depreciation of capital contributions as both issues continue to be discussed in the stakeholder process.

	ERCOT Opinion
	ERCOT supports the approval of NPRR450.

	Board Decision
	On 4/17/12, the ERCOT Board approved NPRR450 as recommended by TAC in the 4/5/12 TAC Report.


	Business Case

	Business Case
	1
	This NPRR clarifies the process for procuring Resources to alleviate imminent Emergency Conditions.

	
	2
	There should be no negative impacts to any Market Segment resulting from this NPRR.


	Sponsor

	Name
	Bill Magness

	E-mail Address
	bmagness@ercot.com

	Company
	ERCOT

	Phone Number
	(512) 225-7076

	Cell Number
	

	Market Segment
	Not Applicable


	Market Rules Staff Contact

	Name
	Jonathan Levine

	E-Mail Address
	jlevine@ercot.com

	Phone Number
	(512) 248-6464


	Comments Received

	Comment Author
	Comment Summary

	ERCOT 032112
	Proposed revisions to address the unintended consequence of limiting the procurement of Loads under NPRR432 to Loads that are currently registered with ERCOT as Load Resources.


	Proposed Protocol Language Revision


6.5.1.1
ERCOT Control Area Authority

(1)
ERCOT, as Control Area Operator (CAO), is authorized to perform the following actions for the limited purpose of securely operating the ERCOT Transmission Grid under the standards specified in North American Electric Reliability Corporation (NERC) Standards, the Operating Guides and these Protocols, including:

(a)
Direct the physical operation of the ERCOT Transmission Grid, including circuit breakers, switches, voltage control equipment, and Load-shedding equipment;

(b)
Dispatch Resources that have committed to provide Ancillary Services;

(c)
Direct changes in the operation of voltage control equipment;

(d)
Direct the implementation of Reliability Must-Run (RMR) Service, Remedial Action Plans (RAPs), Special Protection Systems (SPSs), and transmission switching to prevent the violation of ERCOT Transmission Grid security limits; and

(e)
Perform additional actions required to prevent an imminent Emergency Condition or to restore the ERCOT Transmission Grid to a secure state in the event of an ERCOT Transmission Grid Emergency Condition.

(2)
Consistent with paragraph (1)(e) above, if ERCOT seeks to exercise its authority to prevent an anticipated Emergency Condition relating to serving Load in the current or next Season by procuring existing capacity that may be used to maintain ERCOT System reliability in a manner not otherwise delineated in these Protocols and the Operating Guides, ERCOT shall take the following actions:
(a)
Upon determination by ERCOT that additional capacity is needed to prevent an Emergency Condition and prior to any procurement activity associated with such additional capacity, ERCOT shall issue a Notice as soon as practicable with the following information: 

(i)
A detailed description of the reliability condition and need for additional capacity as determined by ERCOT and the timing of the proposed procurement;

(ii)
Justification for the quantity of additional capacity to be requested;

(iii)
Identification of potential Generation Resources or Load providing capacity considered by ERCOT to be acceptable for providing the additional capacity.  Load capacity may be provided by Entities who, at ERCOT’s direction, would interrupt consumption of electric power and remain interrupted until released by ERCOT; and

(iv)
A schedule of activities associated with the proposed procurement.

(b)
If ERCOT identifies a specific Entity with which it will negotiate the terms for procurement of additional capacity, then ERCOT shall issue a Notice as soon as practicable that includes the Entity name and, as applicable, the Resource mnemonic, the Resource MW rating by Season, the name of the Resource Entity, and the potential duration of any contract, including anticipated start and end dates.

(c)
ERCOT shall, to the fullest extent practicable, ensure that any actions taken to procure additional capacity meet the following criteria:

(i)
Any capacity procured pursuant to this paragraph will be procured using an open process, and the terms of the procurement between ERCOT and the Entity will be memorialized in contracts that will be publicly available for inspection on the ERCOT website.  

(ii)
Each contract will include specified financial terms and termination dates.  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.  

(iii)
ERCOT shall provide notice to the ERCOT Board, at the next ERCOT Board meeting after ERCOT has signed the contract, that the actions required prior to execution of the contract, pursuant to paragraphs (2)(a) through (c) above, were completed by ERCOT before the contract was executed.
(iv)
Any information submitted by the Entity to ERCOT through the procurement process may be designated as Protected Information and treated in accordance with the provisions of Section 1.3, Confidentiality, provided that final contract terms must be made available for public inspection.

(d)
A Generation Resource that has received capital contributions from ERCOT pursuant to a contract executed under this paragraph (2) may not participate in the energy or Ancillary Services markets until such capital contributions have been refunded to ERCOT.  ERCOT shall disperse the refunded capital contributions to Qualified Scheduling Entities (QSEs) on the same Load Ratio Share (LRS) that existed when the funds were paid to the Resource Entity.  For the purposes of this Section, capital contributions are defined as improvements with an asset life greater than one year under the applicable federal tax rules.  The Resource Entity’s refund of capital contributions shall be a lump sum payment calculated as follows:
(i)
If the Generation Resource chooses to participate in the energy or Ancillary Service markets after the termination date of the contract executed under this paragraph (2), the Resource Entity shall repay 100% of the capital contribution in a lump sum payment.
(ii)
If the Generation Resource chooses to participate in the energy or Ancillary Services markets as contemplated in item (i) above, and its participation requires a lump sum payment of capital contributions, ERCOT will issue a notice to all registered Market Participants announcing the Generation Resource’s decision to participate in the market(s) and identifying the amount of the lump sum payment due pursuant to item (i) above.  ERCOT will also issue a notice to all registered Market Participants after true-up Settlement or resolution of any disputes of these capital contributions.  
(e)
ERCOT shall endeavor to minimize the deployment of capacity procured pursuant to this paragraph with the goal of reducing the potential distortion of markets.  Resources and Loads deployed to alleviate imminent Emergency Conditions will not be offered into the Day-Ahead Market (DAM).  Rather, ERCOT will determine whether to use the capacity as part of the Hourly Reliability Unit Commitment (HRUC) process based on system conditions and the ability to meet Demand.  In the event Generation Resources are committed and On-Line, ERCOT systems will generate a proxy offer for the Generation Resource at the System-Wide Offer Cap (SWCAP).  The default offer will place the Generation Resources among the last for economic Dispatch, so as not to displace Generation Resources that are On-Line and offering into the market.  To the extent practicable, the capacity deployed to alleviate imminent Emergency Conditions will not be used solely for the purpose of reducing local congestion.

(f)
An Entity cannot be compelled to enter into a contract under this paragraph.
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