PRS Report

	NPRR Number
	605
	NPRR Title
	Ancillary Service Make-Whole Payments Under a Watch

	Timeline
	Normal
	Action
	Tabled

	Date of Decision
	April 10, 2014

	Proposed Effective Date
	To be determined.

	Priority and Rank Assigned
	To be determined.

	Nodal Protocol Sections Requiring Revision
	2.1, Definitions

6.5.9.3.3, Watch

6.7.5, Real-Time Ancillary Service Imbalance Revenue Neutrality Allocation

6.7.6, Real-Time Ancillary Service Make-Whole (new)

	Other Binding Documents Requiring Revision or Related Revision Requests
	None.

	Revision Description
	This Nodal Protocol Revision Request (NPRR) requires ERCOT to implement a Make-Whole Payment for Qualified Scheduling Entities (QSEs) that are unable to hedge the cost of serving Load due to a reassignment of capacity from energy to Ancillary Services that could occur under a Watch.

Starting June 1, 2014, the Real-Time Locational Marginal Price (LMP) will be capped at $9,000 (including the Option B+ adder), and Day-Ahead offers will be capped at $7,000.   If a Market Participant believes there is a certainty that Real-Time LMPs will go to the cap, it is unlikely to offer all its generation at a $2,000 discount in the Day-Ahead Market (DAM) to the price it has to pay for its Loads and energy trades exposure in Real-Time.  This includes Ancillary Services.  A generator would choose to receive $9,000 Real-Time LMPs over $7,000 Day-Ahead Market Clearing Prices for selling Ancillary Services.  

This could lead to a situation whereby ERCOT cannot procure enough Ancillary Service to meet its Ancillary Service Plan.  It can issue a Supplementary Ancillary Service Market (SASM), but this has the same problem in that the SASM offer cap is $7,000, which could be lower than Real-Time energy price.  

Thus the only alternative left to ERCOT to meet its North American Electric Reliability Corporation (NERC) requirements of spinning reserves is to Reliability Unit Commitment (RUC) units for Ancillary Service or assign Ancillary Service to On-Line Resources if no Off-Line Resources are available.  NPRR568, Real-Time Reserve Price Adder Based on Operating Reserve Demand Curve, provides a payment mechanism for Resources committed in RUC for Ancillary Service in paragraph (6), Protocol Section 6.7.4, Real-Time Ancillary Service Imbalance Payment or Charge.  This Protocol Section specifies that the capacity getting RUC’d gets paid the On-Line price adder.  This does not cover the Ancillary Service assignment.  Even if the price adder payment is added, the payment for this dispatch may dwarf what is required to cover this QSE’s Real-Time Load obligations due to the difference between System-Wide Offer Cap (SWCAP) and Value of Lost Load (VOLL).

The reason for this is that when units get an Ancillary Service assignment, they only get paid the On-Line price adder.  Thus if system lambda goes to $7,000 and reserves are tight—the On-Line price adder could be $2,000 and the Real-Time LMP be $9,000.  The QSE that thought it would get paid $9,000 for its energy is now only receiving $2,000 for its Ancillary Services.  This could result in millions of dollars in losses that cannot be managed.

A Make-Whole Payment that pays the difference between the Real-Time energy price and the Real-Time price adder for self-committed units that have been assigned an Ancillary Service responsibility addresses the issue.

	Reason for Revision
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  Addresses current operational issues.
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  Meets Strategic goals (tied to the ERCOT Strategic Plan or directed by the ERCOT Board).
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  Market efficiencies or enhancements
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  Administrative
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  Regulatory requirements
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  Other:  (explain)

(please select all that apply)

	Credit Work Group Review
	To be determined.

	Procedural History
	· On 3/17/14, NPRR605 was posted.
· On 3/17/14, ERCOT comments were posted.

· On 4/10/14, PRS considered NPRR605.

	PRS Decision 
	On 4/10/14, PRS unanimously voted to table NPRR605 for one month and to refer related issues to WMS.  All Market Segments were present for the vote.

	Summary of PRS Discussion
	On 4/10/14 participants discussed the merits of NPRR605 and whether the NPRR appropriately allocates the costs associated with an assignment by RUC to provide Ancillary Service when the assigned Resource is already committed for energy in the Day-Ahead Market (DAM) and related LMPs are at or near the System-Wide Offer Cap (SWCAP).  Participants suggested that the merits of NPRR605 and possible alternatives should be further reviewed by WMS.   


	Business Case

	Qualitative Benefits
	Allows QSEs to remain unharmed by price differential that exists under ORDC.

	Quantitative Benefits
	

	Impact to Market Segments
	

	Credit Implications
	To be determined.

	Other
	


	Sponsor

	Name
	Chris Lyons on behalf of Exelon Generation

	E-mail Address
	Chris.lyons@exeloncorp.com

	Company
	Exelon Generation

	Phone Number
	410-470-2465

	Cell Number
	410-206-6694

	Market Segment
	Independent Generator


	Market Rules Staff Contact

	Name
	Kelly Landry

	E-Mail Address
	klandry@ercot.com

	Phone Number
	512-248-4630


	Comments


Please note that NPRR589, Ancillary Service Offers in the Supplemental Ancillary Services Market, also proposes revisions to Section 6.5.9.3.3.

	Proposed Protocol Language Revision


2.1 DEFINITIONS

Ancillary Service Assignment 
A process to ensure that there is adequate Ancillary Service capacity available in the proper locations to serve ERCOT forecasted Load by assigning Ancillary Service to an On-Line Resource
6.5.9.3.3
Watch

(1)
A Watch is the third of four levels of communication issued by ERCOT in anticipation of a possible Emergency Condition. 

(2)
ERCOT shall issue a Watch when ERCOT determines that:

(a)
Conditions have developed such that additional Ancillary Services are needed in the current Operating Period;

(b)
There are insufficient Ancillary Services or Energy Offers in the DAM or in a Supplemental Ancillary Services Market (SASM);

(c)
Market-based congestion management techniques embedded in SCED as specified in these Protocols will not be adequate to resolve transmission security violations;

(d)
Forced Outages or other abnormal operating conditions have occurred, or may occur that require operations with active violations of security criteria as defined in the Operating Guides unless a CMP exists;

(e)
ERCOT varies from timing requirements or omits one or more Day-Ahead or Adjustment Period and Real-Time procedures;

(f)
ERCOT varies from timing requirements or omits one or more scheduling procedures in the Real-Time process; or

(g)
The SCED process fails to reach a solution, whether or not ERCOT is using one of the measures specified in paragraph (3) of Section 6.5.9.2, Failure of the SCED Process.
(3)
With the issuance of a Watch pursuant to paragraph (2)(a) above, ERCOT may exercise its authority to immediately procure the following services from existing offers:

(a)
Regulation Services;

(b)
RRS services; and

(c)
Non-Spin services.

(4)
If the actions in paragraph (3) above do not relieve the insufficiency described in paragraph (2)(a) above, then ERCOT may issue Ancillary Service Assignment to Resources certified to provide the insufficient service, even though there is not an existing Ancillary Service Offer for that Resource.

(5)
If ERCOT issues a Watch because insufficient Ancillary Service Offers were received in the DAM, and if the Watch does not result in sufficient offer and the DAM is executed with insufficient offers, then ERCOT shall acquire the insufficient amount of Ancillary Services in the Day-Ahead Reliability Unit Commitment (DRUC) and shall issue Dispatch Instructions to the QSEs for Resources that were RUC-committed to provide Ancillary Services, informing them of the requirement that the Resources be prepared to provide those Ancillary Services.

 
(6)
ERCOT shall post the Watch message electronically to the MIS Public Area and shall provide verbal notice to all TSPs and QSEs via the Hotline.  Corrective actions identified by ERCOT must be communicated through Dispatch Instructions to all TSPs, DSPs and QSEs required to implement the corrective action.  Each QSE shall immediately notify the Market Participants that it represents of the Watch.  To minimize the effects on the ERCOT System, each TSP or DSP shall identify and prepare to implement actions, including restoration of transmission lines as appropriate and preparing for Load shedding.  ERCOT may instruct TSPs or DSPs to reconfigure ERCOT System elements as necessary to improve the reliability of the ERCOT System.  On notice of a Watch, each QSE, TSP, and DSP shall prepare for an Emergency Condition in case conditions worsen.  ERCOT may require information from QSEs representing Resources regarding the Resources’ fuel capabilities.  Requests for this type of information shall be for a time period of no more than seven days from the date of the request.  The specific information that may be requested shall be defined in the Operating Guides.  QSEs representing Resources shall provide the requested information in a timely manner, as defined by ERCOT at the time of the request.

6.7.5
Real-Time Ancillary Service Imbalance Revenue Neutrality Allocation
The total cost for Ancillary Service Imbalance payments and charges is allocated to the QSEs representing Load based on Load Ratio Share (LRS).  The Real-Time Ancillary Service imbalance revenue neutrality allocation to each QSE for a given 15-minute Settlement Interval is calculated as follows:

LAASIRNAMT q
=
(-1) * [(RTASIAMTTOT + RTRUCRSVAMTTOT + RTRASMWAMTTOT) * LRS q]

Where:

RTASIAMTTOT
=
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 RTRASMWAMT q
The above variables are defined as follows:

	Variable
	Unit
	Definition

	LAASIRNAMT q
	$
	Load-Allocated Ancillary Service Imbalance Revenue Neutrality Amount per QSE—The QSE q’s share of the total Real-Time Ancillary Service imbalance revenue neutrality amount for the 15-minute Settlement Interval.

	RTASIAMTTOT
	$
	Real-Time Ancillary Service Imbalance Market Total Amount—The total payment or charge to all QSEs for the Real-Time Ancillary Service imbalance for each 15-minute Settlement Interval.

	RTASIAMT q
	$
	Real-Time Ancillary Service Imbalance Amount—The total payment or charge to QSE q for the Real-Time Ancillary Service imbalance for each 15-minute Settlement Interval.

	RTRUCRSVAMTTOT
	$
	Real-Time RUC Ancillary Service Reserve Market Total Amount—The total payment to all QSEs for the Real-Time RUC Ancillary Service reserve payments for each 15-minute Settlement Interval.

	RTRUCRSVAMT q
	$
	Real-Time RUC Ancillary Service Reserve Amount—The total payment to QSE q for the Real-Time RUC Ancillary Service reserve payment for each 15-minute Settlement Interval.

	RTRASMWAMT q, r, p
	$
	Real-Time Resource Ancillary Service Make-Whole Amount—The payment to QSE q for Generation Resource r at Resource Node p, for the Real-Time Ancillary Service Make-Whole for each 15-minute Settlement Interval.

	RTRASMWAMTTOT
	$
	Real-Time Resource Ancillary Service Make-Whole Amount Total— The total payment to all QSEs for the Real-Time Ancillary Service Make-Whole for each 15-minute Settlement Interval.

	LRS q
	none
	The LRS calculated for QSE q for the 15-minute Settlement Interval.  See Section 6.6.2.2, QSE Load Ratio Share for a 15-Minute Settlement Interval.

	q
	none
	A QSE.


6.7.6
Make-Whole Payment for Undeployed Ancillary Service Assignment during Watch
(1) Resources that have received an Ancillary Service Assignment to provide Ancillary Services under a watch as set forth in paragraph (4) of Protocol Section 6.5.9.3.3, Watch, may be paid the difference between the Real-Time Settlement Point Price at the generator settlement point price and the Real-Time On-Line price adder. 

The Real-Time Make-Whole Payment for undeployed Ancillary Service to each QSE for the 15-minute Settlement Interval is calculated as follows:

RTRASMWAMT q, r, p 
=
-1 * (RTSPP p,i - RTRSVPOR) * RTUNDAS q, r, p * ¼

The above variables are defined as follows:
	Variable
	Unit
	Description

	RTRASMWAMT q, r, p
	$
	Real-Time Resource Ancillary Service Make-Whole Amount—The payment to QSE q for Generation Resource r at Resource Node p, for the Real-Time Ancillary Service Make-Whole for each 15-minute Settlement Interval.

	RTUNDAS q, r, p
	MW
	Real-Time Undeployed Ancillary Service Schedule per Resource - The Real-Time Undeployed Ancillary Service schedule pursuant to the Ancillary Service awards for Reg-Up, RRS and Non-Spin for the Resources due to Ancillary Service Assignment during Watch as set forth in paragraph (4) of Protocol Section 6.5.9.3.3, for the QSE q, for the 15-minute Settlement Interval.

	RTSPP p, i
	$/MWh
	Real-Time Settlement Point Price per Settlement Point—The Real-Time Settlement Point Price at Resource Node p, for the 15-minute Settlement Interval i.

	RTRSVPOR
	$/MWh
	Real-Time Reserve Price for On-Line Reserves(The Real-Time Reserve Price for On-Line Reserves for the 15-minute Settlement Interval.

	q
	none
	A QSE.

	r
	none
	A Generation Resource.


(2) Additionally, Resources that have received an Ancillary Service Assignment during a Watch as set forth in paragraph (4) of Protocol Section 6.5.9.3.3, may receive a payment for the Ancillary Service reserves associated with each hour of the Assignment and will be considered as a Real-Time RUC Ancillary Service Awards for purposes of  Paragraph (6) of Protocol Section 6.7.4, Real-Time Ancillary Service Imbalance Payment or Charge, and the QSE may file a Settlement dispute to be considered for the Real-Time RUC Ancillary Service Reserve Amount payment.
(3) The total compensation to each QSE for Make-Whole Payment for Undeployed Ancillary Service of Generation Resources for the 15-minute Settlement Interval is calculated as follows:

RTASMWAMTQSETOT q =
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 RTRASMWAMT q, r, p
The above variables are defined as follows:
	Variable
	Unit
	Description

	RTASMWAMTQSETOT q
	$
	Real-Time Ancillary Service Make-Whole Amount QSE Total per QSE - The total of the payments to QSE q for the Real-Time Ancillary Service Make-Whole of the Generation Resources represented by this QSE for the 15-minute Settlement Interval.

	RTRASMWAMT q, r, p
	$
	Real-Time Resource Ancillary Service Make-Whole Amount—The payment to QSE q for Generation Resource r at Resource Node p, for the Real-Time Ancillary Service Make-Whole for each 15-minute Settlement Interval.

	q
	none
	A QSE.

	r
	none
	A Generation Resource.


�Please note that NPRR589 also proposes revisions to this Section.
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