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	Comments


These comments outline the concerns that caused PRS members to reject NPRR444 at the March 25, 2012 PRS meeting.  The comments below do not represent the individual position of any single company or person, but rather the collective concerns of those who oppose this NPRR.  
General Comments

As an initial issue, the CitiGroup Energy, Inc. (Citi) appeal relies on a number of outdated statements from individual PUC Commissioners to create the impression that NPRR444 is somehow a Commission-directed initiative.  Many of these statements are from 2011, and predate a long list of resource adequacy measures that have since been implemented and diminish any need for NPRR444.  More importantly, the PUC has not endorsed NPRR444 or directed any specific approach to addressing any perceived pricing issues associated with reliability deployments.  The Commission has, in particular, never endorsed a proposal that would require a third SCED run and require make-whole payments to pay generators for energy they did not actually provide, as NPRR444 would do, under the guise of addressing “price formation.”  In fact, in a memo much more recent than any quoted by Citi, Commissioner Anderson specifically stated that when addressing price reversal/price formation issues related to reliability deployments, “ERCOT and the IMM should develop simple solutions that do not require complicated model runs and after-the-fact resettlement.”
  

It is precisely the third SCED run and artificial resettlement that are causing stakeholder concerns with NPRR444.  The majority of the stakeholder issues with NPRR444 stem from the proposed make-whole payment, which artificially increases the quantity of energy for which a generator is paid relative to what was actually provided in real-time.  This is not a pricing issue.  If the proponents of NPRR444 are truly seeking to address price formation, there are much simpler, less controversial options that could be and are being considered (see NPRR 508, as approved at the April PRS meeting).  

Specific Comments

Stakeholders’ specific concerns with NPRR444 are addressed below.   
(1)
NPRR444 creates a potential windfall by paying generators for quantities of power that they did not actually provide.  

The feature of NPRR444 that has drawn the most opposition from stakeholders is the proposed “make-whole payment.”  In addition to increasing prices to offset any impacts of 0-LSL energy or energy from Loads providing ERS or RRS, NPRR444 would also recalculate base points for all generators as if this energy were not on the system.  Generators would then be paid as if they provided the quantity of energy they would have provided at these new base points, at the increased price calculated by NPRR444.  The consequence of this is that generators will be paid (at an increased price) for energy they did not actually provide to the real-time market. This creates a potential windfall for generators, the costs of which are inappropriately uplifted to all Load-Serving Entities (LSEs).  This would create perverse incentives because this is the most profitable “energy” that a generator could ever sell.  This also appears to violate PURA, which requires ERCOT “ensure that electricity production and delivery are accurately accounted for among the generators and wholesale buyers and sellers in the region.”

(2)
NPRR444 inappropriately shifts risk to consumers/LSEs by creating a make-whole payment to be charged to loads on a Load Ratio Share basis.  
NPRR444 would re-price the market based on a third SCED run that does not reflect actual supply and demand on the system.  Solely as a result of this artificial re-pricing,  there is a possibility that generators on the margin could be dispatched at a point that is not on their offer curve.  NPRR444 proposes to create additional costs for LSEs by creating a make-whole payment for any quantities of energy a generator did not provide due to this pricing/dispatch discrepancy, and uplifting the costs of this make-whole payment to customers.  This inappropriately shifts risk from generators to customers.  Generators are in the best position to plan for, properly price, and hedge against any potential risk resulting from price and base point discrepancies that this NPRR creates.  Customers, in contrast, have no ability to protect themselves from the proposed uplift.  LSEs are unable to hedge against a risk that is uplifted to the market on a Load Ratio Share basis, regardless of the position they take.  If a generator has a forward commitment that creates financial risk as a result of NPRR444’s repricing, that generator can manage and protect against that risk while customers cannot.  If a generator has no forward financial commitment, the generator also has no financial risk, and the proposed make-whole payment would be a pure windfall.    
(3)
Potential “price reversals” during ancillary service deployments either have been or are being addressed, and a make-whole payment is not needed to address pricing issues.

Citi’s appeal also inaccurately suggests that NPRR444 is needed to address “price reversals” during ancillary service deployments.  This is not correct.  Subsequent to the Commissioner statements from 2011 quoted in Citi’s appeal, the following market changes have been made to prevent the price from reversing inappropriately during reliability deployments:

· Offer floors of $120 for Online Resources and QSGRs, and $180 for Offline Resources providing Non-Spinning Reserve Service (NPRR 426 and 428, effective January 5, 2012)

· Offer floors at the SWOC for Responsive Reserve Service (RRS) and Regulation Up (NPRR 427, effective January 5, 2012)

· Offer floors at the SWOC for RUC (NPRR 435, effective March 1, 2012)

· Offer floors at the SWOC for RMR (NPRR 442, effective May 15, 2012).

The only outstanding price reversal issue that has been raised relates to Loads providing ERS or RRS.  A solution to this remaining issue, NPRR 508, has been approved by PRS and will next be considered at TAC.  NPRR444 is not needed on this basis.  

Rather, the proponents of NPRR444 are using the “price reversal” issue as a vehicle for more far-reaching and inappropriate market changes.  As the measures identified above demonstrate, price formation issues can be addressed (and have been addressed) without requiring a make-whole payment and associated uplift.  If the proponents of NPRR444 are truly concerned with pricing issues, those issues should be addressed directly without controversial make-whole provisions.      

(4)
The proposed allocation of the make-whole payment in NPRR444 is inequitable, does not follow cost-causation, and is counter to resource adequacy objectives.    

The proposal to uplift the make-whole payments in NPRR444 on a Load Ratio Share basis does not follow cost causation principals, and provides no incentive for LSEs to engage in proper hedging and contracting in the market.  Because an LSE with a long position will be allocated a portion of the make-whole uplift on the exact same basis as an LSE with a short position, this NPRR fails to appropriately incentivize forward contracting, which is critical to resource adequacy objectives.  Cross-subsidization of a short LSE by the customers of a long LSE could make the resource adequacy situation worse, rather than better.

NPRR444 also treats generation that is owned by load inequitably relative to generation owned by shareholders, private entities and holders of call options on generation.  Since load pays the make-whole, the revenue to load owned generation is less than that received by other generation owners.  Load that owns generation could actually subsidize other generation if NPRR444 were approved.
Citi notes that certain other costs resulting from ERCOT reliability actions, like procuring ancillary services, are paid by customers on a Load Ratio Share basis.  However, Citi fails to recognize that the costs of the make-whole payments proposed by NPRR444 are not driven by reliability requirements, but rather by NPRR444’s artificial re-pricing requirements.  Customers are not actually receiving any additional reliability for these costs.  This is a critical distinction. Citi also cites PUC Docket No. 33416 for the proposition that, if no other allocation is proposed, Load Ratio Share uplift is the default.  That decision is extremely outdated and addressed the allocation of RPRS (a service that no longer exists) in the zonal market.  In fact, RPRS was replaced in the nodal market with Reliability Unit Commitment (RUC)—the costs of which are uplifted first to short LSEs, and not on a Load Ratio Share basis.  Citi’s arguments on this point are incorrect and should be rejected.

(5)
The third SCED run required by NPRR444 will add unnecessary complexity and costs to the market.  

No impact assessment has been provided for NPRR444 because there is inadequate stakeholder support for this proposal.  However, adding a third SCED run is a fundamental, far-reaching system change that is expected to be costly, time-consuming, and resource-intensive.  This new SCED run is expected to create significant additional work for ERCOT staff, as ERCOT will be required to maintain and manage an entirely separate pricing and dispatch run in addition to what exists today.  This third SCED run could also create an entirely new set of complaints about pricing and dispatch outcomes, which ERCOT and the stakeholder process will have to manage.  This level of complex interference with the existing market design does not appear to be justified by any benefit that could not be obtained through a simpler approach, such as addressing pricing without the need for a third SCED run or artificial re-dispatch of the system.  

For these reasons, TAC should deny Citi’s appeal and PRS’s rejection of NPRR444 should stand.

	Revised Proposed Protocol Language


None.
� Project No. 40268, Memo from Commissioner Anderson at 4 (Sept. 27, 2012).


� PURA § 39.151(a)(4).
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