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Possibility of Standardizing How/When
An OCN is Announced

Ron McNamara
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• Looking at the ERCOT electricity market solely from the perspective of 
economics there are a number of interesting design features.

– Large diverse geographical marketplace with potentially very divergent 
weather and load characteristics at any point in time.

– High (and increasing) percentage of renewable/intermittent generation 
sources.

– Presently no co-optimization of energy and ancillary services.

– Marginal losses not reflected in price.

– Unique capacity market construct.

• Should high prices plus ORDC and RTDP adders give a different result 
than a (properly constructed) capacity market?  Why or why not?

– $9000 price cap

• The $9000 price cap plus the ORDC and RTDP adders are  particularly relevant 
because they have the capability of putting the system, the market, in severe 
“stress”.

– The risk environment in ERCOT is, as a result, very different in ERCOT than it 
is in other markets.

– This is not necessarily a “bad” thing but it does imply that market outcomes –
both realized and potential – are reviewed.

– In particular, the potential of very large swings in prices – both actual and 
expected – suggests that anything that can be done to improve information 
and reduce uncertainty in the market will necessarily improve market 
outcomes as measured in terms of social welfare.
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• “After the use of market processes to the fullest extent practicable without 
jeopardizing the reliability of the ERCOT System, any ERCOT Dispatch 
Instructions for additional capacity that order a QSE to commit a specific 
Generation Resource to be On-Line shall be considered a RUC Dispatch for the 
purpose of the Settlement of payments and charges related to the committed 
Generation Resource.  An Operating Condition Notice (OCN), Advisory, Watch, or 
Emergency Notice requesting the available capacity of any currently available 
Generation Resources but not naming specific Generation Resources is not 
considered a RUC Dispatch for purposes of Settlement.”

• BY definition calling an OCN represents, at best, a “departure” from the market.  
In effect, the market has been superseded.
– Yet dispatch occurs, load is met, LMPs are calculated, transactions are 

fulfilled, and contracts are settled.
– Nevertheless, there has been a “suspension” of sorts of the original market 

for that time period.
• Information has changed.
• Expectations have changed.
• Prices will be different.

• The better the market understands (1) the conditions under which an OCN will be 
called, and (2) when an OCN will be called, the better this information can be 
incorporated into expectations and the more closely market outcomes will align 
with the actions the dispatcher must take in order to ensure reliable operations.

• Dispatching the system is both an art and a science and the key is to achieve the 
proper balance between operator discretion and administrative rules.

• To the extent that the details behind the calling of an OCN as well as the 
process and timing of calling the OCN are transparent, replicable and auditable, 
the more efficient the market outcomes will be.
– The $9000 price cap in combination with the ORDC and RTDP adders

necessitates that unnecessary uncertainty and volatility be avoided.

Copyright © 2020 First Principles Economics, LLC.  All rights reserved. Slide 3


