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	Comments


TIEC acknowledges that the PUC and stakeholders seek to address potential price reversals that may occur due to LRS or ERS deployments.  TIEC is committed to addressing this potential problem through a narrowly tailored solution that will not create harmful market consequences.  However, TIEC has reviewed the current draft of NPRR 508 and has the following concerns with it:

(1) The proposed make-whole payment would compensate generators for any difference between their base point and HDL, regardless of whether that deviation is a result of the ERS or LRS deployment or other market conditions that could cause base points to be below HDL, including congestion, weather changes, or market-based reductions in load.  

(2) The proposed make-whole payment assumes that all ERS and LRS loads would have needed to be served by generation if there were not a reliability deployment.  This is not accurate.  The vast majority of these loads are sophisticated, price-responsive loads, and would not be on the system at the SWCAP regardless of the deployment.  

(3) The proposed make-whole payment assumes that all generators would actually have been dispatched to their HDL during each interval of an ERS or LRS deployment, which would not be the case.  There is no “tie-breaker” mechanism to determine which units would have run, or at what level, during periods when not all units would have been needed up to their HDL.   As a result, the proposed make-whole causes loads to pay for more energy than would have actually been needed.

(4) Shifting all of the financial risk associated with a generator being moved off its offer curve due to a reliability deployment to loads, through an uplifted and unhedgeable make-whole, is inefficient and would be a step back for the market.  Generators and traders have the ability to foresee and hedge against, or contract around, the risks associated with being moved off their offer curve during LRS or ERS deployments.  No one can hedge or contract around an uplift.  

(5) 
Pricing at the SWCAP during ERS and LRS deployments is not appropriate because: (a) the SWCAP is scheduled to continue to increase to approach the VOLL due to recent changes to P.U.C. Subst. R. 25.505; and (b) different scarcity pricing values will likely be determined for ERS and LRS deployments by Commission or stakeholder action on an integrated proxy demand curve and/or the related proposal from Dr. Hogan regarding pricing of operating reserves.  Until the market knows the outcome of these issues it should avoid implementing inconsistent pricing provisions.  

(6) 
ERS deployments can be prolonged and may continue for many hours.  Administratively setting prices at the cap for the entire duration of these deployments is overreaching and will have adverse market consequences.  Further, as the ERS program is expanded (see NPRR 505), and as deployments are proposed to occur earlier in the EEA process (i.e., the proposal to deploy a 30-minute product during EEA 1), this proposal may result in scarcity pricing when there is not actual scarcity.  This problem is particularly acute where it is combined with a make-whole, which includes quantity adjustments that are unrelated to the impact of the reliability deployment.  In a prolonged deployment with extremely high prices, as loads reduced their consumption in response to the sustained high prices, prices would not be reduced under this NPRR and the make-whole payments would be even larger.  This is inefficient and inconsistent with a properly functioning market.  
TIEC looks forward to discussing this issue further at the PRS meeting on Thursday.
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