High-level Policy Cut Suggestions

1. Excluding Participation of Quick Start Resources in Contingency Reserve Service and Supplemental Reserve Service
High-level Concern:   

Luminant is concerned that the current rules that allow quick-start generation resources to participate in ancillary services and be available to be dispatched by SCED have not been carried over to allow QSGRs to participate in Contingency Reserves and Supplemental Reserves, for which they otherwise would be qualified.

Background:

Under ERCOT’s draft NPRR (section 3.8.3), QSGRs providing Contingency Reserve Service or Supplemental Reserve Service would be held out of SCED dispatch.  Imposing these limitations will significantly reduce the ability for QSGR participation in the market and will discourage additional QSGR development.

Detailed Concern, Rationale, and Alternatives:

QSGRs are flexible resources that are valuable in an energy-only market.  Luminant proposes that QSGRs that are awarded Contingency Reserve Service or Supplemental Reserve Service be treated similarly to how QSGRs that are awarded Non-Spinning Reserve Service are treated today so that they will be available for SCED dispatch when needed.
2. Clearing Primary Frequency Response and Fast Frequency Response in the Separate Markets

High-level Concern:
Luminant questions the efficacy of clearing Primary Frequency Response (PFR) and Fast-Frequency Response (FFR) in the same market, based upon an equivalency ratio.  

Background:  

Fast Frequency Response will be a product exclusive to a select group of resources that can change their consumption and/or output in response to observed system frequency, rather than a dispatch instruction.  Loads and Resources capable of responding quickly to a frequency event provide a valuable reliability service.   Namely, these resources arrest frequency decay during a system disturbance or unit contingency.  Inclusion of these resources may reduce the amount of ancillaries needed in any given hour, and prevent the automatic deployment of load behind under-frequency relays (UFR) following a system disturbance or Unit Contingency.    

ERCOT proposes that PFR and FFR be procured as follows:

· PFR and FFR should be cleared in the same market

· PFR and FFR are substitutable, based upon an equivalency ratio (approximately 3 to 1, PFR to FFR)

· FFR participation should be capped.  

Clearing these products in the same market is proposed to address:

· Liquidity issues associated with limited resources capable of qualifying and offering in to a FFR Market, and
· Substitution, as system reliability would not be impaired without FFR, given a suitable amount of PFR offers.  

Detailed Concern, Rationale, and Alternatives: 

Lack of competition in the PFR/FFR Market
Luminant suggests that the procurement of PFR/FFR will be not economically optimized if cleared as proposed by ERCOT.  The 3/1 substitution rate will effectively pay one megawatt three times the clearing price of the last marginal megawatt offered for PFR/FFR.  

Alternatively, ERCOT could perform separate auctions for PFR and FFR, co-optimizing the procurement of both products.  This would allow providers of FFR to compete with other offers for FFR, and replace PFR where it is economic to do so.  
Differing Performance Requirements and Premium Payment 
As defined, FFR provides a valuable, expedient arrest of frequency decay.  However, load products participating in FFR markets lack load-following performance requirements similar to that of traditional thermal resources.  Frequency-deployed PFR capacity automatically responds, in an up and down direction, to maintain system frequency within a desired tolerance around 60Hz.  Luminant questions the proposed / inferred three time multiplier premium paid to resources with differing performance requirements.  Loads providing FFR2 may be offline following deployment.  The resource would not be available to respond to a subsequent disturbance within their proposed restoration period.  Further, the resource would never be expected to respond to correct over-frequency system disturbance (e.g. a large, sudden loss of load.)  While this outcome may occur less frequently than a large unit contingency, the differing performance expectations do not support a premium payment to resources providing FFR.  
As suggested above, co-optimized procurement of PFR and FFR in separate markets would:

· Establish a competitive price for FFR service, and 

· Allow substitution of FFR for PFR in a cost-minimizing fashion.  
