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	Comments


Guadalupe Valley Electric Cooperative (GVEC) supports the PRS and TAC approved versions of NPRR 533.  We believe the TAC approved version strikes a reasonable compromise between the needs of NOIEs who extended their contracts, and the ERCOT Board approved TNT whitepaper, which would have terminated all the PCRRs for NOIEs who extended their contracts.

GVEC is currently a full requirements customer of LCRA.  GVEC is unique in that we have not signed the “amended and restated” agreement and we are not in a contract dispute with LCRA.  All contractual commitments between GVEC and LCRA will be fulfilled on June 24, 2016.  GVEC has arranged a number of purchase power agreements to supply its needs beginning in 2016.   Our purchase power agreements are for delivery at either a hub or a node and as such GVEC will need purchase CRR’s to hedge its load obligations going forward.

Background

When the ERCOT make was deregulated in 2001, Investor owned utilities were disintegrated and received stranded cost recovery from the PUCT and since the Municipals and Cooperatives were going to remain vertically integrated Pre assigned Congestion Rights (PCRs) were developed and granted to NOIES in exchange for them accepting a deregulated market.  These PCRs hedged a NOIEs pre 1999 generation which was located outside their load zone, to their zonal price.  Because all load resources were paid the same price in a zone, only remote generation required hedging instruments.   When we moved to a Nodal Market in 2010, the price paid at a generation node can be different than the price load zone, even when the two are geographically close and therefore a new hedging instrument had to be developed.
A Pre-Assigned Congestion Revenue Right (PCRR) is the right to purchase a Congestion Revenue Right (CRR) at a discounted price.  PCRRs are available to Municipal Utilities and Electric Cooperatives that either owned or had contractual commitments for generation prior to September 1999.   No other entity is eligible to receive PCRR’s.    PCRRs are priced in the protocols as a percentage (typically 10-20%) of the cost of a comparable CRR.  A NOIE must nominate a PCRR from their eligible resource approximately two years in advance and pay the percentage of the CRR shadow price as determined by the CRR auction.  Once the NOIE pays the discounted price the CRR they receive is fully tradable as any other CRR in the market. 

PCRR Eligibility is automatically terminated in one of three ways, 1) retirement of a generation resource, 2) Opting into competition or 3) termination of a long-term contract.  
The termination of long-term contracts is one of the primary reason that ERCOT initiated NPRR 533.  LCRA has acted as agent for its 42 NOIE customers, effectively forever.  As long as all 42 customers were served by LCRA, LCRA itself looked like any other NOIE, (even though LCRA itself is not a NOIE).  One of the primary reasons we are discussing PCRRs now is that the pre 1999 contracts between LCRA and each of its customers, expire or could expire on June 25, 2016 and PCRR’s must be nominated 2 years in advance.

As stated earlier GVEC’s contract will end in 2016, some other LCRA customers are in a contractual dispute with LCRA and have ended their contract early, and yet another has opted into competition. 

Once some of the 42 customers began to exit their long-term pre 1999 contacts, eligibility for PCRRs became an issue.    
NPRR 533 

ERCOT initiated NPRR 533 in March of 2013 in an effort to gain clarity around various issues with PCRR including contract extensions, mothballing of resources, changes in resource capabilities.  As we understand it all those issues are resolved in NPRR 533.  The one issue that remains controversial what happens with PCRRs when a NOIE who does not have any defined ownership in a resource terminates contract.
The difference between the ERCOT proposed version of NPRR 533 and the TAC/PRS approved version is what it means to terminate PCRRs.  Under the ERCOT proposal the terminated PCRRs can be reassigned to other NOIES served by the same pre-1999 generation.  Under the TAC/PRS approved language those PCRRs cannot be reassigned, and are returned to the market.

While acting as agent for its customers LCRA represented those customers in various ERCOT stakeholder processes.   One of those stake holder processes was the Texas Nodal Team, and specifically the Congestion Concept Working Group who developed the whitepaper which dealt specifically with PCRRs.  The relevant paragraph regarding the allocation and duration of PCRRs for the LCRA Customers of that white paper is:

“4.1 PCRR Eligibility

PCRRs are available on an annual basis to non-opt in municipally owned utilities (MOUs) and electric cooperatives (ECs) that choose to apply for such rights and that own or have a long-term (greater than five years) contractual commitment for annual capacity and energy from a specific generation resource, and such commitment was entered into prior to September 1, 1999.  Contract modifications that do not materially alter the use or terms of use of a specific generation resource shall have no affect on PCRR eligibility.  PCRR eligibility shall not extend past the earliest date that a contract, pursuant to its terms in effect on September 1, 1999, could have been terminated (emphasis added).  An MOU or EC shall no longer be able to use or acquire PCRRs after they opt into competition, with the exception of South Texas Electric Cooperative ("STEC").  STEC may acquire PCRRs up to three years after the date it enters into competition.”  

The representative for LCRA (Brad Belk) moved for approval of that paper including the above reference paragraph on May 10, 2004.  The paper was unanimously approved by TNT, and unanimously approved by the ERCOT Board on May 17, 2004.  Changes were made to that paper on November 15, 2004, which did not impact the relevant section, those changes were also approved by a vote of 84% to 16%, followed by another unanimous approval at the December 17, 2004 ERCOT Board meeting.  This approval was the basis for establishing the protocols for the nodal market.

ERCOT has stated that because the above reference sentence was never incorporated into the Nodal Protocols it is irrelevant to the conversation.   We disagree.  When GVEC chose not to sign the new contract with LCRA, it was well understood that our PCRR’s would also expire.  Any new contract that GVEC entered with LCRA would therefore not have been eligible for PCRRs.  It was not until ERCOT added section 7.4.1.1 (2) (b) to NPRR 533 (February 5, 2014 version), that the concept of automatic renewal provisions entered the discussion of PCRRs.
” (b)
The contract term is greater than five years.  Contracts with automatic renewal provisions (evergreen clauses), the operation of which extends beyond the term of the contract to more than the cumulative five years, shall meet this requirement, provided that the automatic renewal provision was in place prior to September 1, 1999;”

The addition of the above wording to NPRR 533 is in direct conflict to the twice Board approved CCWG whitepaper.  The new language in section 7.4.1.1 (2) (b) extends PCRRs beyond the original timeframe agreed to in the development of the Nodal Protocols.

 ERCOT then opined that if a customer of a portfolio supply who chose to allow their supply contract to terminate as a result lost their PCRR then other customers who are served by that same pre 1999 generation could receive the PCRRs previously allocated to the terminating customers.   This opinion allows a select set of NOIEs to increase their PCRR holdings.   The Public Utility Commission of Texas was very clear that NOIEs who own generation are limited to their capacity amounts as of September 1, 1999.  It is unclear why ERCOT believes that NOIEs who are served by a portfolio of supply should be able to increase their PCRR capacity amounts when other NOIEs cannot.  Furthermore were ERCOT to follow the CCWG approved whitepaper eligibility for all PCRRs related to the LCRA WPA would cease on June 25, 2016, the earliest date the contract could be terminated.

Market participants have rejected the increase in PCRR holdings both at PRS and at TAC, when they voted and failed to approve the ERCOT comments.   Market Participants have twice voted to accept all other provisions of the ERCOT comments including the extension of PCRRs.   

Under the TAC approved version of NPRR 533, customers who have signed new contracts with LCRA will continue to receive the same number of PCRRs they have historically received.  This is a significant departure from the TNT approved whitepaper that would have ended eligibility for PCRRs in June of 2016.  The TAC approved version provides significant ongoing advantage to these customers at the expense of all other Market Participants. Loads will receive fewer revenues from CRR auctions because PCRRs are paid for at a fraction of the Auction Clearing price, and other entities trying to bid for CRRs will find fewer CRRs available (due to the extension of the construct of PCRRs beyond when they would have naturally expired under the original agreements). Under the language approved by PRS and TAC, LCRA customers will however not receive any PCRRs that have traditionally been allocated to customers whose contracts have ended. Again, the language approved by TAC has already provided LCRA customers with significant and ongoing advantage beyond that which was envisioned during the development of Nodal.

	PCRR allocation to LCRA Customers - Post 6/25/2016

	
	Historic
	CCWG Approved Whitepaper
	ERCOT  version NPRR 533
	TAC Version NPRR 533

	Leaving Customers
	697.6
	0
	0
	0

	Remaining Customers
	1303.4
	0
	2001
	1303.4


We believe Market Participants have been more than generous in extending PCRRs to LCRA customers who have signed contracts after September 1. 1999.  We also believe that limiting PCRRs to their historic amounts and not allowing expansion of PCRR holdings by reallocation of PCRR previously owned by GVEC is well within the Stakeholder purview.   If it were not, the ERCOT Board would never have had to approve the CCWG Whitepaper, let alone approve it on two different occasions. 

Finally, ERCOT has done an analysis of the impact of providing additional PCRRs to the remaining LCRA customers, and found that impact to be significant.  When ERCOT did that analysis they did not consider the PCRRs that GVEC has historically held.  Reallocating the GVEC PCRRs to the remaining LCRA customers would increase an already significant impact.

The Market Participants have agreed on NPRR 533 by an overwhelming majority, and provided the clarity that ERCOT sought.  GVEC recommends approval of NPRR 533 as approved by TAC and rejection of any attempt to approve an increase in PCRR holdings for any NOIE.  The TAC approved language is friendlier to LCRA’s customers than the Board Approved TNT whitepaper and represents a reasonable compromise between the paper and the ERCOT version of NPRR 533.  
	Revised Proposed Protocol Language


None.
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