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	Comments


Luminant Energy Company LLC (Luminant) recognizes the value in developing a diverse and well-functioning demand response program, both to ERCOT for maintaining reliability, and to the market as a whole for efficiently managing peak conditions.   Luminant supports ERCOT’s goal of making ERS more accessible for controllable loads, such as residential air conditioning.  Yet, Luminant is concerned that increasing the amount of ERS that is purchased prior to resolving the issues related to potential price reversal during scarcity conditions is counter to the goal of ensuring resource adequacy.
It is well recognized by the Public Utility Commission that deployments of ERS can suppress market prices during times of scarcity.  NPRR 427, which required Responsive Reserve Service (RRS) provided by generation resources to be offered at the System-Wide Offer Cap (SWOC), helps in part to address this issue by causing scarcity prices to occur sooner when the system is approaching an emergency condition.  However, without the ability for load response to set price, it is still possible that once ERS is deployed, prices will collapse while ERCOT is still experiencing emergency conditions (i.e., physical responsive capability has not recovered to at least 2300 MW). In recognition of that concern, the Commissioners have made clear that ERCOT should first ensure that no price reversal occurs prior to expanding the program.
  It is only prudent for ERCOT to put its attention to resolving the potential for price reversal prior to “attracting more emergency demand response capacity to ERS.”
  In short, Luminant is not opposed to adding diversity to the supply of ERS that is currently purchased; Luminant is opposed to increasing the amount of ERS that is purchased as a result of this NPRR.  
In addition to the concerns regarding price reversal, there are other reasons to proceed cautiously with any program that is intended to expand the amount of ERS that is purchased.  First, in the Brattle Group’s recent analysis, it studied the need for more demand response in ERCOT and recommended that ERCOT use “great restraint” when considering an expansion of ERS “to avoid introducing a perpetual dependence on backstops or displacing market-based resources that would otherwise be developed.”
  Brattle Group likewise recommended that ERCOT develop protections to prevent ERS from having price suppressing effects.
  
Second, with price caps rising over the next three and a half years to $9,000/MWh, market conditions should drive competitive solutions that increase demand response.  While ERCOT is striving to develop administrative solutions to drive more demand response, ERCOT should be cognizant that those solutions may prevent more efficient competitive responses from being developed.   Instead of devoting additional resources to expanding the ERS program, whose entire value is in requiring loads to stay on-line until the system is in an emergency situation, ERCOT and market participants should focus on developing better tools (such as providing the means for loads to have an active offer in SCED) for loads to use demand response to manage their own price exposure from load swing or resource outages.  The need to have that flexibility may ultimately limit participation of residential load in the ERS program.  Luminant believes that targeting residential air conditioning load for demand response in other products (such as Non-Spin Reserve Service (NSRS)), will give loads far more flexibility and will drive competitive solutions for increasing demand response.
	Revised Proposed Protocol Language


None at this time.
� See e.g., P.U.C. Project No. 40000, Commission Proceeding to Ensure Resource Adequacy in Texas, Commissioner Anderson Memorandum (Item 313) at p. 2 (Sept. 27, 2012) (“[A]s ERCOT develops pilot programs with the objective of expanding ERS (or any other capacity-cost-based demand response service), this Commission needs to direct ERCOT to ensure that no price reversal occurs when those megawatts are actually deployed.”) 


� NPRR 505 page 2.


� S. Newell, et al., ERCOT Investment Incentives and Resource Adequacy at p. 6 (June 1, 2012).


� Id. at 79.
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