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Section 1 – Objective
The objective of this White Paper is to propose changes to the Protocols for the settlement treatment of undeliverable Ancillary Services (AS) due to transmission constraints based on Policy decisions discussed at the Qualified Scheduling Entity Managers Working Group (QMWG) during its August 7, 2015 meeting.
Section 2 – Statement of Purpose
According to Nodal Protocols (NP) section 6.4.9.1.2 (4), Replacement of Undeliverable Ancillary Service Due to Transmission Constraints, if ERCOT has to replace the capacity that is deemed undeliverable due to transmission constraints, then all QSEs that purchase the ancillary service in the DAM (should include Real-Time) charged for their share of the net cost of the ancillary service procured in the DAM and SASMs.  
6.4.9.1.2
Replacement of Undeliverable Ancillary Service Due to Transmission Constraints 
 (4) 
If ERCOT procures additional Ancillary Services for the amount of substituted capacity that is deemed infeasible or the amount of Ancillary Services capacity that each affected QSE does not replace, then all QSEs that bought the specific Ancillary Service in the DAM are charged for their share of the net cost incurred for the Ancillary Service procured by ERCOT as part of the multiple procurement processes (DAM and SASMs) , in accordance with Section 6.7.3, Adjustments to Cost Allocations for Ancillary Services Procurement.
However, the settlement equations described in Section 6.7.3 assign the replacement cost to the QSE that was not able to provide the AS due to transmission constraints.  Hence, Nodal Protocol Section 6.4.9.1.2 (4) does not align with the settlement treatment in Section 6.7.3 given that if ERCOT replaces undeliverable capacity due to transmission constraints the QSE with the AS responsibility will have an obligation based on the replacement quantity (RURP q) as shown below.

6.7.3
Adjustments to Cost Allocations for Ancillary Services Procurement

(1)
Each QSE, for which ERCOT purchases Ancillary Service capacity in the DAM and SASMs (if any), is charged for the QSE’s share of the net costs incurred for each service.  For each QSE, its share of the DAM costs has been calculated in Section 4.6.4, Settlement of Ancillary Services Procured in the DAM; its share of the net total costs incurred in both DAM and SASMs less its DAM charge is calculated in this section.

(b)
Each QSE’s share of the net total costs for Reg-Up for the Operating Hour is calculated as follows:

RUCOST q
=
RUPR * RUQ q
Where:

RUPR
=
RUCOSTTOT / RUQTOT

RUQTOT
=
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RUQ q
=
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(RTPCRU q, m) + PCRU q – RURP q – RUFQ q) * HLRS q + RURP q
SARUQ q
=
DASARUQ q + RTSARUQ q

In addition, NP section 6.4.9.1.2 (5) states that if the undeliverable capacity is part of a Self-Arranged Ancillary Services, a QSE is charged for the insufficient Ancillary Service capacity the same price paid for the Ancillary Service as purchasers in the DAM.

6.4.9.1.2
Replacement of Undeliverable Ancillary Service Due to Transmission Constraints 
(5)
If the QSE’s Ancillary Service capacity that is undeliverable because of a transmission constraint identified by ERCOT, as set forth in (1) above, was not awarded in the DAM or any SASM (i.e., the capacity is part of  Self-Arranged Ancillary Services for the hours of the RUC Study Period), then the QSE is charged for the insufficient Ancillary Service capacity the same price paid for the Ancillary Service as purchasers in the DAM paid for that time period, as determined under paragraph (4) above.

Here again, the settlement equations described in Section 6.7.3 do not align with paragraph (5) above since a QSE  that Self-Arranged its AS obligation using a bilateral trade (buyer)or a QSE that Self-provided  its AS obligation with its own generation is charged the real-time calculated price of AS based on the replacement quantity (RURP q).  Furthermore, under the current Protocols, the QSE that self-arranges the AS does not incur a cost for not being able to provide the AS since the calculation of the quantity (RUQ q) in 6.7.3 the obligation is being subtracted from the self-arranged value.  The charge is assigned to the QSE with the AS responsibility (i.e. the seller). 

Finally, NP section 6.4.9.1.2 (6) states that QSEs should not be compensated for any capacity awarded in the DAM or SASM that is undeliverable.  However, settlement equations described in Section 6.7.3 do not align with paragraph (6 below) either.
6.4.9.1.2
Replacement of Undeliverable Ancillary Service Due to Transmission Constraints 
(6)
If the QSE’s Ancillary Service capacity that is undeliverable because of a transmission constraint identified by ERCOT, as set forth in (1) above, was awarded in the DAM or any SASM, then the QSE is not compensated for the quantity of the Ancillary Service capacity that is undeliverable.
Section 3 – Market Policy Recommendations

QMWG members discussed following policy changes to address the issues described in Section 2 above.

a. Ancillary Services Settlement equations do not align with the NP section 6.4.9.1.2 (4), (5) and (6) and need to be corrected.
b. QSEs (Resources) that were awarded Ancillary Services in the DAM (or SASM) and not able to provide their AS responsibility due to transmission constraints should not receive compensation (payment) for the undeliverable capacity.
·   ERCOT should claw back payments made in the DAM for awarded capacity.
·  ERCOT should claw back payments made in Real-Time market (SASM) for awarded capacity.
c. Any claw-back amounts will be distributed (paid back) to all QSEs that had a DAM or Real-Time AS obligation on a LRS or a methodology that results in the same allocation, regardless of whether or not the AS capacity was replaced.
d. QSEs (Resources) that are not able to provide their Ancillary Services responsibility due to transmission constraints should not be charged the Real-Time AS settlement price (RUPR) for the undeliverable capacity.  Instead, QSEs that purchased AS in the DAM or Real-Time market should pay for the cost of replacing the Ancillary Services.
·   A Real-Time obligation (e.g., RUO) should not be created from the undeliverable capacity that is replaced (RURP), e.g, remove RURP from the RUO equation. 
·   However, RURP is created for all QSEs with a Resource AS responsibility (including traders) that results from undeliverable AS replacement.

·  After further review, there is no simple way to match an undeliverable AS quantity from a trade to the QSE with the original obligation and self-arranged capacity.
e. QSEs (Resources) that self-provide (self-arrange) their Ancillary Service obligations with their own generation and that cannot deliver the AS will be charged as described in “b” above.
·   Since the undeliverable AS capacity is from Resources in the QSE portfolio, the undeliverable quantity can be added to the Real-Time obligation (e.g., RUO).  

f. For a self-arranged Ancillary Service that is provided via a trade which cannot be delivered due to transmission constraints, the QSE with the original self-provided (self-arranged) quantity (seller) will incur a Real-Time obligation for the amount of capacity not deliverable.

·   Since it’s difficult to match an undeliverable AS quantity from a trade to the QSE with the original obligation and self-arranged capacity, not clear on how to create a Real-Time obligation for the QSE with the original obligation for the undeliverable capacity.
Note:  

From sample calculations performed by ERCOT, there is no need to allocate the claw-back charges directly on a LRS basis (as discussed at QMWG) but instead include these charges in the RUCOSTTOT calculation and determine an equivalent final price (RUPR).  The final settlement is the same for individual QSEs.  ERCOT can provide sample calculations at a later time.
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