Options for recovering actual fuel costs in Resource’s offer caps
By:  Ino Gonzalez/ERCOT

Currently all generators with approved verifiable costs receive an increase in the price of fuel via the Value of X (VOX).  The VOX increases the start-up and minimum energy fuel rate, which is equivalent to increasing the fuel price [Cost = fuel rate * fuel price*(1+VOX)].  Recently, the value of VOX has been fluctuating around 15%, but in the past it has reached as high as 20% or more.  Effectively, this implies that generator’s start-up and min energy costs are been calculated at 15-20% higher cost than FIP/FOP.  Hence, this increase helps recover differences between spot price of fuel and the index price as well as transportation costs and fees.  However, it appears that for some generators the total fuel costs may surpass the value of the index fuel price plus the VOX.  This is may be true in particularly for solid fuel generators that must transport coal from other states, thus incurring significant transportation costs.  And since the generators 3PO must be submitted in terms of FIP or FOP, a coal-fired Resource would submit offers based on gas (around $3/MMBtu) since it’s not able to offer its costs based on the solid fuel price ($1.5/MMBtu).  And although the cost of FIP is almost twice as high as the index price for coal, it appears that transportation costs increase the price of solid fuels much higher than that of natural gas.  
The VOX is calculated as $0.5/AVGFIP, and as the average value of the price of fuel (AVGFIP) decreases, the VOX increases and vice-versa (see Figure A below).  This seems to suggest that for lower fuel prices it requires higher increases in the value of VOX to compensate for differences in spot prices and transportation costs, which is not intuitive.  Lower average fuel prices does not necessarily imply that transportation costs are higher, which was one of the variables for creating the VOX.  On the other hand, as the price of the average fuel (natural gas) increases the VOX decreases, which seems to imply that transportation costs decrease, which is also inaccurate.  Hence, the value of VOX should not be tied to the average price of fuel but to the average cost of fuel transportation and fees to a much greater extend.  As an alternative, the VOX should be determined by a combination of spot fuel percentage and transportation cost percentage, see option 8 for an alternative to the current methodology for calculating VOX that puts more weight on transportation costs.
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Figure A


The VOX currently does not apply to the Mitigated Offer Cap (MOC), although the recently approved NPRR 485 allows for a fuel adder to be incorporated at the MOC for all resources.  However, until there is a system change and an approved proposal for including the fuel adder that is different from VOX and specific to individual Resources for all levels of generation (start-up, Min Energy and MOC), allocating a fuel adder, for non-QSGRs, different from VOX is not possible.  In addition to the above, the current value of VOX changes linearly with the average value of FIP.  

Table 1

Summary of alternatives

	Option
	Description
	Potential Impacts*

	1
	Keep the current VOX methodology
	None

	2
	Change current $0.50 value in VOX to a different number (i.e. $1.00 or $0.25)


	Minor, change value in a table

	3
	Change current $0.50 value in VOX with a variable number that would result in a fixed (or nearly fixed) number for VOX.  For example, if market wants to ensure that VOX is, on average, say 20%, then the $0.5 adder would need to change with changes to AVGFIP.   


	Minimal

	4
	Make VOX a fixed number, say 10% - 20% and applicable to all Resources for Start-up and min energy costs.


	Higher impact than previous options but will only require a one-time system change.  Needs code change in Lodestar.

	5
	Replace VOX with actual Resource-specific fuel cost adder (VOXR), where the subscript “R” represents individual generators.


	Much higher system and staff impact.

	6
	Same as Option 5, but only applicable to solid fuel Resources such as coal fired units.   Replace VOX with actual Resource-specific fuel cost adder (VOXR), where the subscript “R” represents individual generators.  For non-solid fuel generators the VOX could be created from Options 3-4 or another alternative.


	Much higher system and staff impact, but less than option 5.

	7
	Create a VOX for each of the congestion management zones and apply these VOX values to generators (Bob Helton’s idea).  Generators would receive a specific zone-VOX according to their physical location in the transmission grid.  The VOX could be based on any of the options 2-4.


	Higher impact than options 2-4

	8
	Change current methodology for calculating VOX from $0.5/AVGFIP to 

VOX = (% spot fuel + % transportation costs); 


	Higher impact than options 2-4


* 
Note these impacts are just estimates.  More robust analysis will have to be done once a final solution is adopted and an NPRR is approved by PRS.
Description of alternatives for creating fuel adder to resource’s costs:
Option 1:  Keep the current VOX methodology 
Advantages

· No system change or staff impact

· Currently all Resource’s start-up and min costs include a fuel adder of approximately 17% (VOX) of FIP

· QSGRs may include their actual fuel adder (QSVOX) at the MOC 

Disadvantages

· Non-QSGRs do not receive a fuel cost adder (VOX) at their MOC
· Existing VOX values may not be high enough
· WMS requested RCWG to develop a plan for the “long-term” solution to the fuel cost issue.  

Option 2:  Change current $0.50 value in VOX to a different number (i.e. $1.00 or $0.25)

Advantages
· Minimal system change and no staff impact

· Could help recover the actual cost of fuel for some generators, depending on the factor being used.
Disadvantages

· Increases in VOX may allow Resources to recover higher costs than what they actually paid for fuel
· Updated VOX values may not be high enough for some type of generators (i.e. coal-fired Resources)
· If fuel prices (i.e. AVGFIP) increase, the fuel adder (VOX) may not be sufficient to recover actual costs.
· If fuel prices (i.e. AVGFIP) decrease, the fuel adder (VOX) may over -compensate for actual costs.

· Non-QSGRs do not receive a fuel cost adder (VOX) at their MOC

Option 3:  Change current $0.50 value in VOX with a variable number that would result in a fixed (or nearly fixed) number for VOX.  For example, if market wants to ensure that VOX is, on average, say 20%, then the $0.5 adder would need to change with changes to AVGFIP.   
Advantages
· Minimal system change and no staff impact

· Could help recover the actual cost of fuel

Note:  Market would have to agree on the frequency ERCOT would have to change the variable (i.e. $0.5) to keep up with changes in FIP.   One possible solution would be to change the variable adder on a monthly basis based on the AVGFIP value.  This would be easy to implement

Disadvantages

· Increases in VOX may allow Resources to recover higher costs than what they actually paid for fuel

· Updated VOX values may not be high enough or too high
· Market would have to agree on the frequency ERCOT would have to change the variable (i.e. $0.5) to keep up with changes in FIP.  

· Non-QSGRs do not receive a fuel cost adder (VOX) at their MOC

Option 4:  Make VOX a fixed number, say 10% - 20% and applicable to all Resources for Start-up and min energy costs.
Advantages
· System change required but no staff impact

· Could help recover the actual cost of fuel

Disadvantages

· Increases in VOX may allow Resources to recover higher costs than what they actually paid for fuel

· Updated VOX values may not be high enough (i.e. coal fired units) or too high, depending on chosen VOX value.
· Non-QSGRs do not receive a fuel cost adder (VOX) at their MOC but could be implemented.
Option 5:  Replace VOX with actual Resource-specific fuel cost adder (VOXR), where the subscript “R” represents individual generators.
Advantages
· Potentially more accurate estimate of actual Resource costs
· Could help reduce overpayment to generators whose costs are higher than current FIP + VOX values, if they are forced to file their actual fuel costs
Disadvantages

· Potentially much higher system impact than other options
· Significant impact to staff to review fuel costs for all generators.

· May require a significant amount of time to review all generator’s fuel costs

· Will require an implementation plan to ensure all fuel costs are reviewed

· ERCOT may not be able to accurately determine the “effective” average cost of fuel without a significant analysis of all of the purchases and sales of fuel stock, including the cost of existing fuel in storage.
· Loads could potentially pay for generators inefficiencies in the purchase of fuel stock. 

Option 6:  Same as Option 5, but only applicable to solid fuel Resources such as coal 
 fired units.   Replace VOX with actual Resource-specific fuel cost adder (VOXR), where the subscript “R” represents individual generators.  For non-solid fuel generators the VOX could be created from Options 3-4 or another alternative.
Advantages
· Allows coal-fired units to recover all of their fuel costs
Disadvantages

· Will have system impact
· Impact to staff to review fuel costs for coal-fired generators.

· Other non-solid-fuel generators may be at a disadvantage

· Same concerns as in Option 5

Option 7:  Create a VOX for each of the congestion management zones and apply these VOX values to generators (Bob Helton’s idea).  Generators would receive a specific zone-VOX according to their physical location in the transmission grid.  The VOX could be based on any of the options 2-4.
Advantages
· Potentially less system changes than other options 5 and 6
· Value of VOX more reflective of actual fuel transportation costs for the area

Disadvantages

· Will have system impact

· Depending on how often the VOX is calculated and how is determined; it could have a high system impact and possibly impact to staff.
Option 8:  Change current methodology for calculating VOX from $0.5/AVGFIP to 

VOX = (% spot fuel + % transportation costs); 
Or

VOX = (% spot fuel + $X/Index); 

Where

$X/MMBtu = factor (undefined)

Index = average price of a commodity (i.e. AVGFIP) or another index    that better represents the average cost of fuel(s) transportation 


And, 

% spot fuel to represent average percentage difference between spot fuel costs and the Index price of fuel.  For example, a 5% value could be used.


And, 

% transportation costs to represent average percentage difference between Index price of fuel and transportation costs.  This could be different by region or congestion management zone (see Option 7).
Advantages
· More flexibility in creating appropriate levels percentage values for each of the components.  Both percentages could be fixed or variable 
· Potentially more accurate than current methodology
Disadvantages

· Will have system impact
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