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	Comments


Background

On 6/28/12, TAC voted to recommend approval of NPRR459 (as amended by the 6/28/12 ERCOT comments) and requested that ERCOT produce a revised Impact Analysis for TAC review.  TAC also voted to recommend approval of the proposed Other Binding Document, Procedure for Setting Forward Risk Multiplier, as recommended by PRS in the 6/21/12 PRS Report and as revised by TAC.  TAC emphasized the need to have NPRR459 implemented by August 1, 2012.
Implementation of NPRR459

ERCOT has evaluated different options to implement NPRR459.  An automated approach to implement NPRR459 would take at least two months to deliver.  To implement NPRR459 by August 1, 2012, ERCOT would have to use a manual process.  ERCOT conducted an internal review of the manual process and has determined that such an approach poses significant process risks.  The following is a summary of ERCOT’s findings from this review:
A manual process would potentially involve daily coordination across four ERCOT departments:

· Grid Operations
· Market Operations
· Credit Management
· Enterprise Information Management
Among these departments, Grid Operations would have the greatest impact.
Grid Operations would have to perform a daily analysis using a process similar to the Seasonal Assessment of Resource Adequacy (SARA) for a timeframe two days out in the future.  To accomplish this, ERCOT would have to develop a tool to try to determine the likelihood that Responsive Reserve (RRS) Service will be needed to meet Demand during the peak hours of the upcoming Operating Days.  A manual process to implement NPRR459 will pull Grid Operations Staff from their regular duties to perform analysis they do not normally perform, and it is unlikely that additional staff could be made available during the next two months.
Furthermore, a manual process for NPRR459 may not accurately project shortages.  While it appears that the goal of NPRR459 is to impact credit for the Day-Ahead Market (DAM), the manual process will be performed two days before the relevant Operating Day when there are still many unknowns.   This analysis will be inaccurate because the need for RRS in Real-Time changes over time.  There are over 500 generators that may have operational issues in the subsequent two days which would impact the need to use RRS, in addition to changes in the Load forecast.  For instance, the manual process would not have predicted either the February 2011 Energy Emergency Alert (EEA) event or the June 2011 EEA event, which was attributable to three unexpected generator Outages.
The manual process would also require Market Operations to provide a daily report looking at the 345 kV Hub Bus average price during the last seven Operating Days.  This value would be used with the number of hours that may be priced at or near the System-Wide Offer Cap (SWCAP) to determine the forward risk multiplier.  
Credit Management would then calculate the forward risk multiplier using the above information provided by both Market and Grid Operations. This value would need to be entered into the Credit system.  Finally, Credit would have to invoke the support of Client Services or Enterprise Information Management to communicate the forward risk multiplier value to the market.  
All the above tasks—the Operations analysis, the hand-off from one department to another, the Credit update of the forward risk multiplier, and the issuance of Notice—have to be done manually each day.
ERCOT believes that such a manual process poses significant risk while being of limited value to the market.  Additionally Operations Staff, especially during the peak-months such as August, has to be focused on other more critical processes.  For these reasons, ERCOT recommends against a manual process to implement NPRR459.
Procedure for Setting Forward Risk Multiplier

The language in the Other Binding Document, Procedure for Setting Forward Risk Multiplier, provides ERCOT with significant latitude on the procedure for setting the forward risk multiplier.   First, it states that “ERCOT may set the forward risk multiplier based on its view of the likelihood of dispatching Responsive Reserves (RRS)…using a methodology very similar to the Seasonal Assessment of Resource Adequacy (SARA).”   This does not clearly state how the SARA methodology has to be adapted for NPRR459.  For instance, it does not lay out which components of the SARA methodology are to be maintained and which ones should be removed.  

The procedures then state: “Each day, ERCOT shall conduct an operations analysis of the likelihood to need RRS to meet demand during the peak hour.  If the peak hour analysis indicates that ERCOT will rely on RRS to meet expected Load, then ERCOT shall study additional hours around peak to estimate the number of hours that could be priced at the system-wide offer cap.”  These statements do not provide guidance on the type of operations analysis the market expects ERCOT to perform or on the bounds of the study hours.  

Finally, the procedures state that “ERCOT may adjust the forward risk multiplier by considering the percentage increase in the last seven days’ average of the ERCOT bus average 345 kV hub price, as described in Section 3.5.2.6, ERCOT Bus Average 345 kV Hub.”  Again, this statement does not clearly state the conditions under which ERCOT may or may not adjust the forward risk multiplier. 

ERCOT believes that the criteria used to determine periods of high risk need to be more prescriptive and transparent than is currently proposed.  It is important that the market, the ERCOT Board and the Public Utility Commission of Texas all have the opportunity to sign off on the criteria, process, and assumptions that will be used to determine if collateral adjustments are necessary.

Summary

ERCOT recommends that if the concept of NPRR459 is approved, it should be implemented as an automated process and not as a manual process in the interim.  ERCOT will continue to work with stakeholders to discuss approaches to address collateral requirements and to better define the methodology and assumptions that will be used in any selected approach.
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