Board Report

	NPRR Number
	795
	NPRR Title
	Provisions for Refunds of Capital Contributions Made in Connection with an RMR Agreement

	Date of Decision
	October 11, 2016

	Action
	Approved

	Timeline 
	Urgent

	Effective Date
	October 12, 2016

	Priority and Rank Assigned
	Not applicable

	Nodal Protocol Sections Requiring Revision 
	3.14.1.15, Charge for Contributed Capital Expenditures (new)
6.6.6.6, Method for Collecting and Distributing RMR Contributed Capital Expenditures (new)

	Related Documents Requiring Revision/Related Revision Requests
	None

	Revision Description
	This Nodal Protocol Revision Request (NPRR) creates a mechanism by which capital expenditures funded by ERCOT under an Reliability Must-Run (RMR) Agreement may be refunded subsequent to the termination of the RMR Agreement.  If the Generation Resource returns to commercial operations, the refund is based on depreciated book value of the capitalized expenditures.  Otherwise the refund is based on the salvage value associated with the capitalized expenditures.  This is similar to refunds of capital contributions that may be required for capacity procured under the provisions of Section 6.5.1.1, ERCOT Control Area Authority.  

	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)

	Business Case
	This NPRR ensures that the capital value provided by ERCOT as part of an RMR Agreement accrues to the market.  This NPRR is intended to minimize undue subsidization of potentially uneconomic Generation Resources that have been contracted under RMR Agreements.

	Credit Work Group Review
	ERCOT Credit Staff and the Credit Work Group (Credit WG) have reviewed NPRR795 and do not believe that it requires changes to credit monitoring activity or the calculation of liability.

	PRS Decision
	On 8/11/16, PRS unanimously voted to grant NPRR795 Urgent status.  PRS then unanimously voted to table NPRR795 and refer the issue to WMS.  All Market Segments were present for both votes.
On 9/15/16, PRS unanimously voted to recommend approval of NPRR795 as amended by the 9/12/16 Reliant comments with a recommended effective date of October 12, 2016; and to forward the Impact Analysis to TAC.  All Market Segments were present for the vote.

	Summary of PRS Discussion
	On 8/11/16, participants expressed a desire to keep the various RMR-related NPRRs on track for consideration together at the October Board, but also noted additional discussions are needed on NPRR795 at WMS.
On 9/15/16, participants reviewed the 9/8/16 WMS and 9/12/16 Reliant comments; discussed ERCOT’s practices regarding capitalization; requested ERCOT file comments to TAC to clarify language associated with the submission of the Section 22 Attachment H, Notification of Change of Generation Resource Designation, at the end of an RMR Agreement; and recommended this NPRR take effect upon ERCOT Board approval. 

	TAC Decision
	On 9/29/16, TAC unanimously voted to recommend approval of NPRR795 as recommended by PRS in the 9/15/16 PRS Report as amended by the 9/28/16 TIEC comments and revised by TAC.  All Market Segments were present for the vote.

	Summary of TAC Discussion
	On 9/29/16, participants reviewed the 9/28/16 TIEC and 9/27/16 ERCOT comments; discussed the potential differences between depreciation methods in use by the parties; and proposed desktop edits to the 9/28/16 TIEC comments to account for the issue ERCOT raised regarding additional capital expenditures during an RMR Agreement.

	ERCOT Opinion
	ERCOT supports approval of NPRR795. 

	Board Decision
	On 10/11/16, the ERCOT Board approved NPRR795 as recommended by TAC in the 9/29/16 TAC Report.


	Sponsor

	Name
	Ino González / Mark Ruane

	E-mail Address
	Ino.gonzalez@ercot.com / mruane@ercot.com

	Company
	ERCOT

	Phone Number
	512-248-3954 / 512-248-6534

	Cell Number
	

	Market Segment
	Not applicable


	Market Rules Staff Contact

	Name
	Cory Phillips

	E-Mail Address
	cory.phillips@ercot.com

	Phone Number
	512-248-6464


	Comments Received

	Comment Author
	Comment Summary

	WMS 090816
	Proposed clarifying edits relating to the return of a Generation Resource to the energy of Ancillary Service markets after repaying applicable contributed capital expenditures from an RMR Agreement.

	Reliant 091216
	Proposed additional clarifying edits to the 9/8/16 WMS comments to avoid double counting of previously repaid amounts in subsequent repayment events.

	TIEC 092316
	Proposed revisions to Section 3.14.1.15 to clarify the language relating to the capital expenditure repayment at the end of an RMR Agreement.

	ERCOT 092716
	Added language to paragraph (3) of Section 3.14.1.15 to account for capital expenditures made during an RMR Agreement.

	TIEC 092816
	Proposed further language revisions to the 9/23/16 TIEC comments to clarify the limits and frequency of accelerated tax depreciation calculations. 


	Market Rules Notes


None
	Proposed Protocol Language Revision


3.14.1.15
Charge for Contributed Capital Expenditures

(1)
This Section applies to any Reliability Must-Run (RMR) Agreement entered into by ERCOT and a Resource Entity on or after October 12, 2016.  

(2) 
For purposes of this Section, contributed capital expenditures are defined as expenditures that were made to ensure the availability of a Generation Resource in connection with an RMR Agreement, that were settled in accordance with the Settlement processes in the ERCOT Protocols, and that would ordinarily be capitalized under Generally Accepted Accounting Principles (GAAP) or International Accounting Standards (IAS) assuming ongoing operation of the Generation Resource.  Consistent with the process described in Section 3.14.1.11, Budgeting Eligible Costs, ERCOT will identify contributed capital expenditure items included in each category of submitted Eligible Costs as defined in Section 3.14.1.10, Eligible Costs.  

(3)
A QSE that has received payments from ERCOT for contributed capital expenditures pursuant to an RMR Agreement entered into on or after October 12, 2016 must refund to ERCOT the contributed capital expenditures as follows:

(a)
At the end of the RMR Agreement, if the Resource Entity chooses not to have the Generation Resource participate in energy or Ancillary Service markets, the QSE representing the Resource Entity shall repay, in a lump sum payment, the positive salvage value associated with the contributed capital expenditures, as estimated at the time of the RMR Agreement.
(b)
If the Resource Entity chooses to have the Generation Resource participate in the energy or Ancillary Service markets at any time after the termination date of the RMR Agreement, the QSE representing the Resource Entity shall repay, in a lump sum payment, 100% of the remaining book value of the capitalized equipment and capitalized installation charges based on straight-line depreciation over the estimated life of the capitalized component(s) as of the termination date of the RMR Agreement in accordance with GAAP or IAS standards for electric utility equipment, plus 10% of the value of any accelerated tax depreciation associated with the capital contribution taken by the Resource Entity during the term of the RMR Agreement, less any remaining positive salvage value associated with the contributed capital expenditures that was previously repaid in accordance with paragraph (a) above.  The estimated life shall be based on documentation provided by the manufacturer; or, if installing used equipment, the estimated life may be based on an approximation agreed to by the Resource Entity and ERCOT, but in no event shall the estimated life be less than the equipment life used for federal income tax purposes.  The value of the accelerated tax depreciation for each year shall be the difference between the straight line figure and the appropriate Modified Accelerated Cost Recovery System (MACRS) depreciation schedule for the equipment, multiplied by the statutory tax rate.  The calculation of the accelerated depreciation as described herein must be supported by an attestation executed by an officer or executive with the authority to bind the Resource Entity or the QSE representing the Resource Entity.    

(c)
If additional contributed capital expenditures are identified subsequent to execution and during the term of the RMR Agreement, the applicable repayment amounts as determined in paragraphs (a) or (b) above will be modified accordingly.
(d)
If the QSE is required to pay a lump sum payment of contributed capital expenditures per paragraph (a) or (b) above, then ERCOT will issue a Market Notice identifying the amount of the lump sum payment within five Business Days of termination of the RMR Agreement.  

(i)
No later than 90 days after termination of the RMR Agreement, ERCOT shall issue a miscellaneous Invoice charging the QSE for the applicable amounts under paragraphs (a) or (b) above.  ERCOT will issue a Market Notice after completion of the collection and disbursement of the repaid contributed capital expenditures.

(ii)
ERCOT shall distribute the repayment to QSEs representing Load per Section 6.6.6.6, Method for Collecting and Distibuting RMR Contributed Capital Expenditures.

6.6.6.6
Method for Collecting and Distributing RMR Contributed Capital Expenditures

(1)
ERCOT shall collect and distribute RMR contributed capital expenditures described in Section 3.14.1.15, Charge for Contributed Capital Expenditures, as follows:
(a)
The one-time charge to the QSE to collect the lump sum of contributed capital expenditures will be reflected as:

RMRCERAMT q, r, c
(b)
The one-time payment to be calculated as follows:

LARMRCERAMT q   =   (-1) * 
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 MRMRCER / MH q, r * HLRS q

Where:
MRMRCER    =    RMRCERAMT q, r, c / CM q, r, c

The HLRS used will be the HLRS for each day within the contracted month M.  The most recent approved HLRS available at time the miscellaneous Invoice is posted will be used.  The miscellaneous Invoice will not be re-calculated with subsequent Settlement runs unless required by a dispute or Alternative Dispute Resolution (ADR).  If a dispute or ADR requires ERCOT to re-issue the miscellaneous Invoice, the most recent approved HLRS values will be used.

The above variables are defined as follows:

	Variable
	Unit
	Description

	RMRCERAMT q, r, c
	$
	Reliability Must-Run Capital Expenditure Refund Amount – The lump sum amount of contributed capital expedutures refunded to ERCOT per Section 3.14.1.15. 

	MRMRCER
	$
	Monthly Reliability Must-Run Capital Expenditure Refund – The lump sum amount of contributed capital expenditures refunded to ERCOT per Section 3.14.1.15 pro-rated over the number of months of the RMR Agreement.

	LARMRCERAMT q
	$
	Load Allocated Reliability Must-Run Capital Expenditure Refund Amount – The amount of refunded capital expenditures paid to QSE q based on its HLRS.

	HLRS q
	none
	Hourly Load Ratio Share per QSE – The hourly LRS calculated for QSE q for the hour for month M.  See Section 6.6.2.3, QSE Load Ratio Share for an Operating Hour. 

	MH q, r
	hour
	Number of Hours in the Month per QSE per Resource—The total number of hours in the month, when RMR Unit r represented by QSE q is under an RMR Agreement.  Where for a Combined Cycle Train, the Resource r is the Combined Cycle Train.

	CM q, r, c
	none
	The number of months of the RMR Agreement period.

	M
	none
	A month in the RMR Agreement period.

	D
	none
	The number of days in the month.

	q
	none
	A QSE.

	c
	none
	An RMR Agreement.

	r
	none
	An RMR Unit.
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