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	Comments


On Wednesday, May 10, 2017, Calpine and NRG filed a report entitled “Priorities for the Evolution of an Energy-Only Electricity Market Design in ERCOT” authored by Dr. William Hogan and Dr. Susan Pope in Docket 40000 (COMMISSION PROCEEDING TO ENSURE RESOURCE ADEQUACY IN TEXAS), Docket 45572 (REVIEW OF THE PARAMETERS OF THE OPERATING RESERVE DEMAND CURVE), and Docket 41837 (PUCT REVIEW OF REAL-TIME CO-OPTIMIZATION IN THE ERCOT REGION).  The report provides a thorough and comprehensive analysis of numerous factors that adversely influence price formation in the ERCOT market.  The mitigation of offers from Reliability Must-Run (RMR) Units is among the issues identified by Dr. Hogan.  In these comments below, NRG includes the section from the report that discusses RMR offer mitigation in order to inform ERCOT stakeholders by providing an expert opinion from a leading source on energy-only market design.  Notably, Dr. Hogan concludes, “If mitigated, offers for RMR units should reflect the penalty value of resolving the constraint so as to not disturb the price signal.”
Priorities for the Evolution of an Energy-Only Electricity Market Design in ERCOT (Page 56):
Activation of Reliability Must Run Units 

ERCOT activation of a generating unit contracted under an RMR agreement has the same potential impact on price formation as a RUC, due in large part to the confounding effect of local market power mitigation.  When an RMR unit is activated to serve a reliability need, it indicates the need for local scarcity pricing since the presence of an RMR unit signals a shortage of supply in a particular region.  Prices in the local area of an activated RMR unit should rise, not fall.  However, since RMR units address local problems, the units will often fail market power screens.  Given the local market power, ERCOT mitigates the offer price.  The result is that the increased out-of-market capacity produces lower, not higher, prices.  This distortion to price formation affects the dispatch and prices for all other units in the local area, not just the RMR unit. If mitigated, offers for RMR units should reflect the penalty value of resolving the constraint so as to not disturb the price signal. (emphasis added)
RMR agreements occur when a generating unit announces its intention to exit the ERCOT market, but ERCOT determines it must remain in service for a period of time because there is a shortage of supply in the location of the unit to provide voltage support, stability, or management of transmission constraints.
  The energy offers of RMR units are set at the ERCOT system-wide offer cap ($9,000/ MWh) because the units are activated when the system operator has no other available market alternative to maintain reliability.
  Setting the RMR offer price at the cap is also intended to insure that incremental dispatch of the RMR unit above its lower scheduling limit does not displace the dispatch of other resources.  As long as the RMR unit remains at its low sustainable limit, other resources will determine the energy price outcome, and ERCOT also estimates the Reliability Deployment Adder with the intention of augmenting prices to offset the impact of the RMR unit’s minimum generation.

However, mitigation of the offers of activated RMR units not only eliminates the scarcity pricing intended by the default offer of $9,000/MWh, but it will also result in the RMR unit being incrementally dispatched, displacing other suppliers, and setting a price equal to its mitigated offer cost.  The way that this price distortion occurs is identical to what has been described for RUC-committed units.  When an RMR unit is activated it is deemed to be the only resource available to solve a reliability constraint, so the expectation is that the offers of RMR units will be mitigated for local market power.  

Debate over the offer price for the recently terminated RMR agreement with NRG’s 371 MW Greens Bayou Unit 5 exposed the potential impact of RMR agreements on ERCOT prices.  ERCOT determined that the Greens Bayou Unit 5 would be needed for the peak months of 2016 and 2017 to alleviate overloads on the Singleton to Zenith lines north of Houston until the completion of the Houston Import Project in 2018.
  However, under the ERCOT market rules, the ERCOT Independent Market Monitor estimated that the mitigated offer price of the unit at the time was “likely to be roughly $50 per MWh.”
  The Independent Market Monitor supported the concern that, at this price, the RMR unit could be incrementally dispatched and set price in advance of other sources of supply.

RMR contracts signal a problem with energy-only pricing.  By suppressing prices and shifting costs out of the market (through the per hour availability payment), they perpetuate a cycle in which reliability problems are addressed by transmission solutions or more RMR contracts or RUCs because there is inadequate price incentive for solutions proffered by private market investors.  

In addition to providing a local scarcity price signal that is not extinguished by market power mitigation, there is a need to ensure RMR contracts are not invoked unnecessarily because of the assumptions used to evaluate the necessity for the contracts.  For example, prior to the passage of NPRR 788 in October 2016, the market rules directed ERCOT to use  “the regional Load value provided by the appropriate Transmission Service Provider (TSP) as part of the annual Steady State Working Group (SSWG) study case development process” as the assumption for load in the local RMR area.
  The SSWG load forecasts are for six years in the future,
 which is well beyond the maximum two-year time horizon for consideration of an RMR solution to a reliability issue.  NPRR 788 addressed this bias toward RMR solutions by applying more appropriate operational reliability criteria to the RMR evaluation and requiring the use of load forecast limits from the current regional transmission plan.
  

When prices are suppressed, as a result of mitigation of the offer price of an activated RMR unit, they do not reflect the scarcity value of capacity in the locality of the unit.  The prices are inconsistent with the foundational objective of the ERCOT market to formulate energy prices to support necessary investments in existing and new resources.  Moreover, the presence of an RMR unit, even when not activated, will tend to suppress prices, as day-ahead prices and forward contracts will be discounted based on assessments of and uncertainty about the probability of activation and the corresponding impact of RMR offer mitigation and minimum generation output on local scarcity price formation.  
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� Nodal Protocols, Section 3.14.1, April 5, 2017.


� PUCT Substantive Rule §25.505.


� The Reliability Deployment Adder does not include a locational component, so does not value the suppressing effect of the minimum load block on LMPs in the area local to the RMR unit.


� ERCOT Nodal Protocols, Section 22, Attachment B:  Standard Form Reliability Must-Run Agreement, April 1, 2015, available at: �http://www.ercot.com/content/wcm/lists/89476/Reliability_Must_Run_Agreement___NRG_Texas_Power_LLC_and_ERCOT___Effective_Date_06_01_2016__Fully_Executed___003_.pdf”) and � HYPERLINK "http://www.ercot.com/content/wcm/lists/89476/2016_Constraints_and_Needs_Report.pdf" �http://www.ercot.com/content/wcm/lists/89476/2016_Constraints_and_Needs_Report.pdf�. The ERCOT Board had the option to extend the program through June 2018, which it did on June 14, 2016, before subsequently terminating the agreement effective May 29, 2017. See � HYPERLINK "http://www.ercot.com/services/comm/mkt_notices/archives/1219" �http://www.ercot.com/services/comm/mkt_notices/archives/1219�. Under the agreement, ERCOT paid NRG a standby payment of $3,185 per hour to be available. See http://lists.ercot.com/scripts/wa-ercot.exe?A3=ind1606&L=NOTICE_CONTRACTS&E=quoted-printable&P=7446. ERCOT completed RMR studies in the fall of 2016 and determined that Greens Bayou Unit 5 would be needed to support transmission system reliability until the Colorado Bend II Generating Station begins operation. With a change in the expected operational date for the Colorado Bend II Station to June 2017 from July 2017, the RMR agreement with Greens Bayou Unit 5 is no longer needed for the peak months of 2017. See http://www.ercot.com/news/releases/show/120278.


� Garza, Beth, “NPRR Comments,” NPRR 784, Mitigated Offer Caps for RMR Units, June 15, 2016, available at: http://www.ercot.com/content/wcm/key_documents_lists/98406/784NPRR_03_IMM_Comments_061516.doc


� Both the IMM and NRG support NPRR 784, which would have required ERCOT to “set the Mitigated Offer Cap curve equal to the highest value (in $/MWh, not exceeding SWCAP) that is expected to allow SCED to Dispatch the RMR Unit.” (see NPRR 784, June 1 2016). For Greens Bayou, these estimates were as high as $700/MWh. Beth Garza, “NPRR Comments,” NPRR 784, July 26, 2016. 


� Nodal Protocols, Section 3.14.1.


� ERCOT, “Steady State Working Group Procedure Manual,” February 3, 2016, available at: http://www.ercot.com/content/wcm/key_documents_lists/27292/SSWG_Procedure_Manual.Approved_by_ROS_20160203.docx.


� “Board Report,” NPRR 788, RMR Study Modifications, October 11, 2016. NPRR 788 also sets requirements for the minimal required shift factor of an RMR unit on a violated constraint, the minimal constraint violation required for an RMR agreement, and assumptions on generation in-service in the power flow analysis.
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