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	Comments


Luminant Energy Company LLC (Luminant) appreciates the opportunity to submit these comments, which are offered with the intent of improving the Emergency Response Service (ERS) product to support efficient and equitable market solutions to meet ERCOT’s reliability needs.  

Luminant consistently has commented at both ERCOT and the Public Utility Commission that it believes that demand response is an important part of the comprehensive solution to resource adequacy.  However, the only appropriate market-based means for expanding demand response requires fully integrating demand response into the wholesale market so that it competes with other resources on a level playing field, and supports price formation by contributing to real-time prices at its willingness to curtail.

As a reminder, the Brattle Group’s June 1, 2012 analysis on resource adequacy in ERCOT 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.
  The fact that ERCOT continually marches forward to expand ERS without consideration of either issue is disheartening.   

Price reversal should be addressed before expanding ERS
Consistent with its comments offered in NPRR 505, ERS Weather-Sensitive Loads, Luminant is concerned that the expansion and formalization of additional ERS products, without first addressing the potential for price reversal following deployment of ERS loads and generators, is counter to the goal of ensuring resource adequacy.  Specifically, it is possible that the scarcity conditions calling for ERS could still be in effect after a deployment, though prices may revert to a level that no longer reflects the scarcity of energy.  Luminant suggests that the mechanisms contained in NPRR 555, Load Resource Participation in Security Constrained Economic Dispatch should be expanded to include ERS, so that loads and back-up generation associated with ERS may contribute to both price formation and enhanced grid reliability.   
Proposed procurement practices lack formulated reliability basis

Market procured products such as RRS, Non-spin, and Regulation have carefully detailed procurement requirements based upon a demonstrated system need.  For example, the ERCOT Methodologies for Determining Ancillary Service Requirements  is updated at least annually and statistically establishes percentile certainty around ancillary service needs (e.g., 98.8 percentile 5 minute net load change for the procurement of regulation.)  The procurement practices proposed for ERS lack specific reliability criteria, and are distributed across the year without a strong, data-supported rationale.  Of particular concern, the arbitrary risk weighting formula allocates ERS dollars during the summer business hours by a factor of ten-to-one.
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Figure 1:  Past procurement results for ERS and Non Spin, as well as proposed ERS procurement targets
Historically, ERS prices have been relatively flat across seasons.    The OBD proposes procurement of 444MW of ERS across the Summer Months peak business hours, with 44MW of ERS procured around the clock in other months.  The proposed methodology offers no basis for this allocation, which could cause loads to over-pay for ERS in some seasons and ignores the risk for an off-peak and/or shoulder month event (e.g., seasonal maintenance schedules limit generation capacity during a higher-than-expected load event).

Luminant respectfully requests that ERCOT work with the market to develop a procurement methodology that corresponds to a calculated reliability need and addresses risks inherent across the year, rather than exclusively during summer peak / business hours.  
Consider market-based alternatives, the cost effectiveness of ERS,  and inclusion of ERS in existing competitive auctions 
ERCOT has recently obtained approvals for NPRRs 555 and 532, Performance Measurement and Verification and Telemetry Requirements for Load Resources Providing Non-Spin, which will allow load resources to participate in the day-ahead market for Non Spin. Existing ancillary services markets are liquid, support price formation, and allow truly competitive procurement of reliability products.  
Conversely, the independent ERS auction as proposed introduces untested procurement practices and non-binding procurement targets lacking sound reliability needs.   Specifically:

· The price ceiling of $80, beyond which no offer will be considered, is a new feature, and may encourage different bidding strategies by ERS providers, especially when combined with a clearing price payment mechanism.
· As previously noted by ERCOT, and further illustrated below, the price of ERS-30 is much greater than that of the price of a similar, yet competitively procured Non-Spin Service.   ERCOT has stated that the higher price reflects the increased uncertainty for providers associated with a 3-month long deployment commitment. Luminant believes that procurement and certainty for providers would be better served in shorter, competitive procurement cycles.  
· The procurement “target” (illustrated in Figure 2) suggests that ERCOT may limit procurement of ERS to 44MW for the majority of the year.  This may force ERS providers to recover their annual costs more aggressively during the peak business hours, further widening the price gap between Non Spin Service and ERS-30 Service.  
Luminant recognizes that ERCOT retains the ability to refuse “unreasonable offers” should these new, untested procurement practices yield unexpected results.  However, at a minimum, Luminant strongly suggests that procurement targets should be caps that reflect a documented reliability rationale, and abate risks with ERS as needed throughout the year.  Luminant also recommends that these products be procured in a fully competitive market comparable to other ancillary services.     
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Figure 2:  Average Capacity weighted price for Non-Spin and ERS 30/10 services
In conclusion, Luminant respectfully asks that ERCOT

1. Address the potential for price reversal following the deployment of ERS;
2. Determine a procurement methodology that distributes ERS dollars across auction periods that is supported by a reliability need;
3. Consider utilizing existing procurement practices and markets to procure ERS, potentially as part of the Loads in SCED program implemented by NPRR 555.  
	Revised Proposed Protocol Language


No changes proposed at this time.
� S. Newell, et al., ERCOT Investment Incentives and Resource Adequacy at p. 6 (June 1, 2012).


� Id. at 79.
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