Principles and Proposed PBPC for CPS Energy and TIEC

The Power Balance Penalty Curve (PBPC) should maximize efficiency and minimize the price spikes and reversals due to ramping constraints.  This includes serving the following purposes:

· The PBPC should allow SCED to borrow from regulation to bridge the gap between the time when additional  energy is needed and the time that the most economic unit to provide that energy can ramp sufficiently.  The curve should address both system-wide ramping constraints and also inter-bid stack ramping constraints that would temporarily prevent the most economic unit from providing the next unit of energy.  This will minimize artificial ramp-related price spikes and subsequent reversals.

· The PBPC should be gradual enough that loads can respond at different points before a new price signal is set.  This will facilitate demand response in the market by allowing loads to curtail based on their individual Value of Lost Load (VOLL) calculation.  A curve that is too steep will cause all load with a VOLL below the cap to respond at roughly the same time.  This is inefficient and will contribute to price swings and reversals that do not reflect actual fundamental.  A longer, more gradual curve that facilitates demand response is also consistent with the recommendations in the Brattle Report.

· Because 500 MW of Responsive Reserves have been added, a PBPC that slopes over an additional 150 MW will not diminish reliability and will increase market efficiency relative to the original PBPC.  Ultimately, incorporating a longer curve that would set prices during various levels of declining reliability would be desirable, as discussed in the Brattle Report. 

Of the options discussed to date, TIEC and CPS Energy believe that the PBPC proposed in Commissioner Anderson’s May 16, 2012, memo best complies with these principles.  This curve is limited to 200 MW because Regulation-Up is currently the only service from which the PBPC can borrow, and ERCOT sometimes procures less than 250 MW of Regulation.  Ultimately, incorporating a longer curve that would borrow from other services and set prices during various levels of declining reliability would be desirable, as discussed by Commissioner Anderson at the May 18th Open Meeting and in the Brattle Report.

ERCOT staff has indicated that the PBPC can only contain 10 “steps” in order to be implemented without a system change.  TIEC and CPS have therefore suggested slight modifications to Commissioner Anderson’s curve to limit it to ten steps.  A comparison of the two curves is as follows:
	Anderson Proposal
	
	10 Point Alternative

	MW Violation
	PBPC Level
	
	MW Violation
	PBPC Level

	<1
	$200
	
	<5
	$250

	1 to <5
	$250
	
	5 to <10
	$300

	5 to <10
	$300
	
	10 to <20
	$350

	10 to <20
	$350
	
	20 to <30
	$400

	20 to <30
	$400
	
	30 to <40
	$500

	30 to <40
	$500
	
	40 to <50
	$1000

	40 to <50
	$1000
	
	50 to <100
	$2000

	50 to <75
	$2000
	
	100 to <150
	$3000

	75 to <100
	$3400
	
	150 to <200
	$3800

	100 to <150
	$3600
	
	200 or more
	$4500

	150 to <200
	$3800
	
	
	

	200 or more
	$4500
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