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	Comments


Shell Energy appreciates the opportunity to submit comments to NPRR1006, Update Real-Time On-Line Reliability Deployment Price Adder Inputs to Match Actual Data, to provide additional information that we hope will help facilitate an informed discussion on this NPRR at TAC. For the May TAC meeting, we support the adoption of the negotiated comments by ERCOT/TIEC/TCPA which were developed after lengthy discussions at TAC subcommittees and are reflected in the changes field by Direct Energy on May 15, 2020. We request that TAC grant additional time to thoroughly vet the changes made to NPRR1006 in the April 16, 2020 PRS WebEx Information Session. We would request TAC’s Wholesale Market Subcommittee (WMS) review of the following concerns that we have with LCRA’s proposed changes.

· Inadequate compensation requiring the need for make whole 

LCRA comments state that there are problems with including the Real-Time On-Line Reliability Deployment Price Adder (RTOLRDPA) in the Ancillary Service imbalance charge (RTASIAMT) and hence it needs to be removed. RTOLRDPA was added to Ancillary Service imbalance calculation after extensive discussion in the stakeholder process about the best way to make resources indifferent to the inconsistencies between dispatch/clearing price/offers caused by the price adders (Ref: NPRR444 and NPRR626 discussions). Shell Energy believes that removing RTOLRDPA would require the need to implement a make whole mechanism to ensure that a resource following Security-Constrained Economic Dispatch (SCED) dispatch doesn’t lose money and doesn’t have adverse incentive to deviate from SCED dispatch. 

For example, consider the economics of a 100MW unit (100MW High Sustained Limit (HSL), 0MW Low Sustained Limit (LSL), Energy Offer Curve of $75/MWh) for Hour Ending (HE) 18 of 8/13/2020 for which the Day-Ahead Settlement Point Price (DASPP) was higher than Real-Time system lambda, avg Real-Time system lambda was ~$72/MWh, avg Real-Time Operating Reserve Demand Curve (ORDC) adder was ~$403/MWh and avg RTOLRDPA was ~316/MWh.  The resource would have been dispatched to its HSL in the Day-Ahead Market (DAM) but would have been dispatched to LSL in Real-Time.  A dispatch price of ~$72/MWh and a Settlement price of $791/MWh (72+403+316) creates discrepancy between the dispatch MW and resource offer curve. This creates the incentive for the resource to operate above its base point. This perverse incentive issue is removed by paying $719/MWh (ORDC+RTOLRDPA) for the reserves from the resource. Removing RTOLRDPA from Ancillary Service imbalance not only creates perverse incentive but also causes the resource to have to buy back its DAM energy obligation at a price at which it would have generated and hence losing $31,600 for that hour for obeying ERCOT dispatch instructions. 

· Divergence from Real Time Co-optimization Pricing Outcome

Shell Energy disagrees with LCRA’s comment that removing RTOLRDPA from RTASIAMT is the correct design and is consistent with how the market will operate under Real-Time Co-optimization (RTC). The role of RTOLRDPA under RTC was a topic which was heavily discussed and debated in the RTCTF. It can be seen from many of the examples in the presentations that RTOLRDPA impacts not only energy but also Ancillary Service. This is also memorialized in the key principle KP1.1 (6): The Reliability Deployment Price Adder process will apply to both energy and Ancillary Services, and the adder for each Ancillary Service product will be the positive increase in Market Clearing Price for Capacity (MCPC) between the dispatch and pricing run.

The current Real-Time Market (RTM) is designed as an approximation to RTC and hence should reflect the pricing outcome that we expect from RTC. There are differences between RTC and the current design which requires the need for an approximation. In RTC, different reserves will have different clearing prices and potentially different RTOLRDPA while the current design has only one price for all the reserves and the RTOLRDPA is calculated without the possibility of relaxing Ancillary Service reserves. However, the relationship between RTOLRDPA for energy and RTOLRDPA for online reserve prices in RTC could be analyzed to approximate the relationship between current RTOLRDPA and the current Ancillary Service imbalance price for online reserves. ERCOT’s RTC Automated Scenario Analysis 072219 posted under RTCTF is a good tool to do a simulation to understand the impact of pricing outcomes under different scenarios under RTC for online reserves. Since the generation pattern and the offer curves are a reasonable approximation of the system, the impact of RTOLRDPA can be evaluated by running the solver with a demand of Generation To Be Dispatched (GTBD) to simulate SCED run, rerunning it for a demand of GTBD + Reliability_Deployment_MW to simulate pricing run and finding the price difference between the two runs to simulate RTOLRDPA. The following table shows the RTOLRDPA for a 500MW reliability deployment under a scarcity scenario and non-scarcity scenario. The results show that the RTOLRDPA for energy is the same as the RTOLRDPA for Regulation Service and Responsive Reserve (RRS). This happens due to the lost opportunity linkage between the products. The only time this doesn’t happen is under scenarios in which resources providing regulation and RRS are not marginal to provide energy at all. That could happen under extreme wind in the night if a lot of resources stay online at LSL to provide reserves. This example clearly shows that under normal situations and scarcity conditions, RTOLRDPA impacts Ancillary Service prices and hence calls the question on LCRA’s premise for this change. 

	RDPA under different scenarios
	Scarcity scenario
	Non-scarcity scenario

	
	$ at 59GW
	$ at 59.5GW
	 RDPA
	$ at 53GW
	$ at 53.5GW
	RDPA

	Energy
	2750
	4525
	1775
	50
	55
	5

	REGUP
	2700
	4475
	1775
	0
	5
	5

	RRS
	2725
	4500
	1775
	25
	30
	5

	ECRS
	2500
	3525
	1025
	0
	0
	0

	NSPIN
	1500
	1500
	0
	0
	0
	0


· Suppression of Ancillary Service Price 
Shell energy believes that the Ancillary Service price is formed by two components: the Ancillary Service Demand Curve and lost opportunity of providing energy. The ORDC adder represents the demand curve component. Modifications to the ORDC reserve amount for the reliability deployment MW only accounts for the impact to the demand curve.   Reliability deployments suppress the energy prices and hence in turn suppresses the lost opportunity price.  To account for the suppression in lost opportunity, RTOLRDPA adder needs to be added to the AS price. I.e removing RTOLRDPA from Ancillary Service imbalance causes suppression of Real-Time Ancillary Service prices.

· Divergence of DAM and RT Ancillary Service Price

Shell Energy questions LCRA’s assertion that RTOLRDPA causes the divergence of DAM and Real-Time Ancillary Service prices and hence RTOLRDPA needs to be removed from Ancillary Service imbalance to create the convergence. LCRA comments compare the DAM MCPC for a few hours of two days with the corresponding RT AS price (ORDC+RTOLRDPA) to make the assertion. Expecting DAM prices to converge to Real-Time prices on an hour by hour basis under all scenarios assumes an ability to have perfect knowledge of tomorrow which is contrary to the whole market design. DAM prices should reflect the expected Real-Time price which includes the risk of a potential scarcity event and hence could end up being higher than or lower than Real-Time prices depending on how the RTM plays out. By the market design, the expectation should be that the average DAM prices should converge to average Real-Time prices. 

By comparing hour by hour DAM & Real-Time Ancillary Service prices for 8/13/2020 and 8/15/2020 data, LCRA asserts that the RTOLRDPA makes Real-Time Ancillary Service price much higher than DAM Ancillary Service prices. However, review of the rest of year’s data shows DAM MCPC to be higher than Real-Time Ancillary Service prices for almost all of the other days and even other hours of Aug 13th and 15th. DAM & Real-Time results for Sept 5th and 6th were the exact opposite of Aug 13th and 15th. On Sept 5th and 6th, the Real-Time system condition didn’t go as scarce as the market was expecting causing the Real-Time Ancillary Service prices to be much lower than the DAM prices. The high DAM Ancillary Service MCPC on Sept 5th triggered increased Ancillary Service offerings in DAM on Sept 6th, resulting in the Ancillary Service MCPC to be lower than Sept 5th but still high enough to reflect the risk for scarcity in Real-Time on Sept 6th. Historic data shows that the average DAM Ancillary Service prices have been much higher than the Real-Time Ancillary Service prices which reflect the potential risk for scarcity events in Real-Time. It shows that Ancillary Service providers in DAM are effectively hedging the cost and risk of providing the service by including those costs in their DAM Ancillary Service offers. For example, the average DAM price of RRS was $9.77/MWh in 2017 while the avg (ORDC+RTOLRDPA) was ($0.21+$0.16)/MWh. Those were $17.64/MWh & ($1.97+$0.08)/MWh respectively for 2018 and $26.61/MWh & ($9.76 +$3.55)/MWh respectively for 2019. 

· Divergence from fundamental scarcity pricing principles  

Shell Energy questions LCRA’s argument that RTOLRDPA in the Ancillary Service imbalance unnecessarily increases the risk or buy back price for DAM Ancillary Service providers and causes unnecessarily money transfer between market participants and hence needs to be removed.  We believe that removing RTOLRDPA from Ancillary Service imbalance to minimize risk or buy back price for DAM Ancillary Service providers is inconsistent with fundamental scarcity pricing principle of the ERCOT energy-only market. Reducing the buyback price reduces the incentive for Ancillary Service deliverability in Real-Time and reduces the incentive for long term hedging, both of which are considered as key benefits of scarcity pricing mechanism. 

Shell Energy believe that scarcity pricing is the corner stone of ERCOT’s energy-only market and any changes to the pricing outcomes should be evaluated carefully and fully vetted to avoid any unintended consequences. We appreciate TAC’s difficult role in making difficult policy cuts which are crucial for the continued success of this market. The discussions and recommendations that TAC subcommittees provide are essential in helping TAC members make informed decisions especially when the decision creates winners and losers. Given the technical nature of the discussion, pricing impact of the change, magnitude of financial impact and the lack of time to appropriately vet the issue at subcommittees, Shell Energy strongly urges TAC not to rush the proposed changes to Sections 6.7.5 and 6.7.6 and only take up the ERCOT/TIEC/TCPA compromise solution which is reflected in the changes filed by Direct Energy on May 15.
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