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	NPRR Number
	893
	NPRR Title
	Clarification of Fuel Index Price and Incorporation of System-Wide Offer Cap and Scarcity Pricing Mechanism Methodology into Protocols

	Date of Decision
	November 29, 2018

	Action
	Recommended Approval

	Timeline 
	Normal

	Proposed Effective Date
	January 1, 2019

	Priority and Rank Assigned
	Not applicable

	Nodal Protocol Sections Requiring Revision 
	2.1, Definitions

4.4.11, System-Wide Offer Caps

4.4.11.1, Scarcity Pricing Mechanism

	Related Documents Requiring Revision/Related Revision Requests
	This Nodal Protocol Revision Request (NPRR) supersedes Other Binding Document (OBD) “System-Wide Offer Cap and Scarcity Pricing Mechanism Methodology” and upon implementation of this NPRR the OBD shall be removed from the Other Binding Documents List. 

	Revision Description
	This NPRR clarifies the effective Fuel Index Price (FIP) used in market activities executed prior to the publication of the index for the Operating Day.  FIP is used by multiple applications, and the current FIP definition does not address the timing around receiving the data and when it can feasibly be used by market applications. 

Any source for this index that ERCOT selects publicly publishes a methodology regarding effective dates for weekends and holidays and ERCOT will follow that methodology.  Therefore, ERCOT removes specific language related to weekends and holidays and defers to the methodology indicated by the source.

Additionally, this NPRR incorporates the OBD “System-Wide Offer Cap and Scarcity Pricing Mechanism Methodology” into Protocols.
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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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  Regulatory requirements

[image: image6.wmf]

  Other:  (explain)
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	Business Case
	This as-built NPRR provides clarity to Market Participants about how ERCOT uses the FIP received from the index source in calculations and Settlements, and incorporates existing OBD language into Protocols to provide additional transparency and ease of use by Market Participants.

	Credit Work Group Review
	ERCOT Credit Staff and the Credit Work Group (Credit WG) have reviewed NPRR893 and do not believe that it requires changes to credit monitoring activity or the calculation of liability.

	PRS Decision
	On 9/13/18, PRS unanimously voted to table NPRR893 and refer the issue to WMS.  All Market Segments were present for the vote.

On 10/18/18, PRS unanimously voted to recommend approval of NPRR893 as submitted.  All Market Segments were present for the vote.

On 11/15/18, PRS unanimously voted to endorse and forward to TAC the 10/18/18 PRS Report as amended by the 10/29/18 ERCOT comments and Impact Analysis for NPRR893.  All Market Segments were present for the vote.

	Summary of PRS Discussion
	On 9/13/18, there was no discussion.

On 10/18/18, there was no discussion.

On 11/15/18, there was no discussion.

	TAC Decision
	On 11/29/18, TAC unanimously voted to recommend approval of NPRR893 as recommended by PRS in the 11/15/18 PRS Report.  All Market Segments were present for the vote.

	Summary of TAC Discussion
	On 11/29/18, there was no discussion.

	ERCOT Opinion
	ERCOT supports approval of NPRR893.
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	ERCOT
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	512-248-6998
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	Not applicable
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	Name
	Cory Phillips
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	Cory.Phillips@ercot.com

	Phone Number
	512-248-6464


	Comments Received

	Comment Author
	Comment Summary

	WMS 101118
	Endorsed NPRR893 as submitted

	ERCOT 102918
	Proposed edits to standardize the use of defined terms and units of measure


	Market Rules Notes


None

	Proposed Protocol Language Revision


2.1 
DEFINITIONS 
Fuel Index Price (FIP) 

The daily midpoint or average of the prices for natural gas fuel for the Houston Ship Channel area (Houston Ship Channel) expressed in dollars per million British thermal units ($/MMBtu). ERCOT shall issue a Market Notice disclosing the name of the ERCOT-selected source for the average daily index prices used to calculate FIP. In the event that the ERCOT-selected source becomes unavailable, or ERCOT determines that the source has become unsuitable for the intended purpose, ERCOT may select a substitute source. ERCOT shall issue a Market Notice disclosing its intent to use a substitute source and the name of the substitute source at least 60 days prior to the beginning of its use, or as soon as practicable.
The effective dates for daily index prices shall be as indicated by the ERCOT-selected source.  For validation of Three-Part Supply Offers in the Day-Ahead Market (DAM), Day-Ahead Reliability Unit Commitment (DRUC), and Hourly Reliability Unit Commitment (HRUC) occurring before midnight of the Operating Day, the FIP effective for the prior Operating Day will be used.  For all other purposes the effective FIP for the Operating Day will be used.
If the Houston Ship Channel index is not available, the effective price for the most recent preceding Operating Day shall be used.   
4.4.11
System-Wide Offer Caps

(1)
The SWCAP shall be determined in accordance with the Public Utility Commission of Texas (PUCT) Substantive Rules.  The methodology for determining the SWCAP is as follows: 
(a)
The low system-wide offer cap (LCAP) is set on a daily basis at the higher of:

(i)
$2,000 per MWh for energy and $2,000 per MW per hour for Ancillary Services; or

(ii)
Fifty times the effective daily FIP, expressed in dollars per MWh for energy and dollars per MW per hour for Ancillary Services. 
(b)
At the beginning of each annual Resource adequacy cycle described in Section 4.4.11.1, Scarcity Pricing Mechanism, the SWCAP shall be set equal to the high system-wide offer cap (HCAP) and maintained at this level as long as the Peaker Net Margin (PNM) during an annual Resource adequacy cycle is less than or equal to PNM threshold per MW-year.  If the PNM exceeds PNM threshold per MW-year during an annual Resource adequacy cycle, on the next Operating Day, the SWCAP shall be reset to the LCAP for the remainder of that annual Resource adequacy cycle.
(c)
ERCOT shall set the PNM threshold at three times the cost of new entry of new generation plants.
The above parameters are defined as follows.

	Parameter
	Unit
	Current Value*

	HCAP
	$/MWh
	9,000

	PNM threshold
	$/MW-year
	315,000

	*  The current value for the parameters referenced in this table above will be recommended by TAC and approved by the ERCOT Board.  ERCOT shall update parameter values on the first day of the month following ERCOT Board approval unless otherwise directed by the ERCOT Board.  ERCOT shall provide a Market Notice prior to implementation of a revised parameter value.


(2)
Any offers that exceed the current SWCAP shall be rejected by ERCOT. 

4.4.11.1
Scarcity Pricing Mechanism 

(1)
ERCOT shall operate the scarcity pricing mechanism in accordance with the PUCT Substantive Rules.  The methodology for determining the scarcity pricing mechanism is as follows: 

(a)
The scarcity pricing mechanism operates on an annual Resource adequacy cycle, starting on January 1 and ending on December 31 of each year.

(b)
For each day of the annual Resource adequacy cycle, the Peaking Operating Cost (POC) shall be ten times the effective daily FIP.  The POC is calculated in dollars per MWh.

(c)
For the purpose of this Section, the Real-Time Energy Price (RTEP) shall be measured as the ERCOT Hub Average 345 kV Hub price.

(d)
For the current annual Resource adequacy cycle, the PNM shall be calculated in dollars per MW on a cumulative basis for all past intervals in the annual Resource adequacy cycle as follows:

∑((RTEP – POC) * (0.25)) for each Settlement Interval where (RTEP – POC) > 0

(2)
By the end of the next Business Day following the applicable Operating Day, ERCOT shall post the updated value of the PNM and the current SWCAP on the MIS Public Area.
(3)
When the calculated PNM exceeds PNM threshold per MW-year, the SWCAP shall be changed to the LCAP in the following manner:

(a)
On the Operating Day that the PNM exceeds PNM threshold the HCAP will remain in effect for the balance of the day (Day 1).

(b)
During the next Operating Day (Day 2), ERCOT shall send a Market Notice that the LCAP is going into effect for the following Operating Day (Day 3).  At the end of Day 2 and following the last SCED interval at approximately 2355, the System Operator will approve the switchover from the HCAP to the LCAP.

(c)
All SCED intervals for Day 3 and through the end of the calendar year will use the LCAP.

(d)
On December 31 following the last SCED interval at approximately 2355, the System Operator will approve the switchover from the LCAP up to the HCAP for the next year.
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