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	Comments


Shell Energy appreciates the opportunity to submit comments to Nodal Protocol Revision Request (NPRR) 1025, Remove Real-Time On-Line Reliability Deployment Price from Ancillary Service Imbalance Calculation, to provide the reasons why it supports rejecting NPRR1025. Shell Energy believes that the proposed change is fundamentally inconsistent with scarcity pricing mechanism which is the cornerstone of ERCOT’s energy-only market design and any changes to the pricing outcomes should be evaluated carefully and fully vetted to avoid any unintended consequences. Given the technical nature of the discussion, the magnitude of/difference in financial impact to different segments and the non-intuitive nature of the outcome of the change, Shell Energy submits these comments to lay out the facts so that Market Participants can evaluate their impacts and make an informed decision. 
NPRR1025 modifies the market design in a significant way and creates a new transfer of wealth that is often difficult to ascertain given the complexity of the market design.  It has been shown that the change benefits Day-Ahead Market (DAM) Ancillary Service (AS) providers and causes Real-Time (RT) additional reserve providers to lose money for following ERCOT dispatch instructions. An argument has been made that this change is beneficial to Loads because it would reduce the DAM Market Clearing Price for Capacity (MCPC), creating more certainty in the DAM.  However, as shown in the analysis and example below, the change opens the possibility of a double payment from Load to DAM AS providers instead of a reduction in DAM MCPC as asserted by LCRA.  


For simple products, intuitively it makes sense that reducing risk would reduce the cost.  However, impacts may not be that intuitive in the ERCOT DAM where product offers are linked, Real-Time On-Line Reliability Deployment Price Adder (RTOLRDPA) risk is removed only from AS products while it remains for the Energy product, the products are co-optimized and there is limited capacity for providing the products as there are physical limitations related to the provision of those products.  There won’t be savings in the DAM with the proposed change because RTOLRDPA risk in RT energy price will be reflected in the DAM Energy price and hence will be in DAM AS MCPC even if it is removed from the RT AS price.  

Per the 6/9/2020 LCRA comments, RTOLRDPA risk would have caused a $64M cost to Load for AS for 8/13 & 8/15 if Market Participants had predicted scarcity correctly and could be avoided if the change is implemented.  The comments cover the DAM Settlement under the current scenario. However, looking at the DAM & RT Settlement under the proposed change, you can see that (1) if Market Participants had predicted scarcity correctly, this $64M cost for AS would have happened in DAM regardless of whether the LCRA change was implemented or not (2) Loads would have to pay $64M to those DAM AS providers who converted their AS to energy in RT because the claw back of RTOLRDPA is removed by the NPRR. Therefore, the change opens up a possibility of $128M payment from Load to DAM AS providers ($64M in DAM and $64M in RT) instead of a reduction of $64M DAM payment from Load to DAM AS providers as Loads not only will have to pay $64M in DAM for AS but also will have to pay $64M in RT if all those AS were converted to energy. This is explained in detail in the supporting information section.
The concept of removing the RTOLRDPA from the AS imbalance equation was initially introduced in NPRR1006, Update Real-Time On-Line Reliability Deployment Price Adder Inputs to Match Actual Data. The 5/26/20 Shell Energy comments to NPRR1006 and presentation made on NPRR1025 to the June 15, 2020 meeting of the Wholesale Market Work Group (WMWG) raised several questions which are still open and identified several issues with the proposal which are still not addressed. There has yet to be a valid reason given for making this modification. At the same time, many issues have been identified with the proposed design which provides more than enough reasons not to adopt the proposed change.

In addition, the implementation of this market change (which ERCOT indicated would likely take place in 2021 in the May 12, 2020 Impact Analysis filed in NPRR1006) would create unnecessary uncertainty and confusion in light of the other approved market changes that are scheduled.  At the beginning of 2022, there will be an introduction of a new AS product, the ERCOT Contingency Reserve Service (ECRS).  Only two years after that, Real-Time Co-optimization (RTC) will be implemented which would have RTOLRDPA back in the RT AS price. Moreover, the modifications needed to correct the issues with the proposed concept would further complicate the implementation and could delay it which further reduces the time the change would be effective. 
In summary, the proposed change doesn’t affect the RT energy price, DAM energy prices or DAM MCPC.  It reduces the RT AS price which reduces the claw back & causes potential double payment for DAM AS providers. It reduces the payment for RT reserves and opens up possibility for resources following Security-Constrained Economic Dispatch (SCED) Base Point to lose money. Further, it reduces the significant payment to Loads from DAM AS providers during scarcity in exchange for the reductions of an insignificant amount to RT AS providers. Several stakeholders and the Independent Market Monitor (IMM) have identified other issues with the proposal which are still not addressed, and they have supported rejecting this NPRR based on the fact that the current design is far better than implementing the design proposed in NPRR1025 as it has known unresolved issues. Shell Energy agrees with the assessment and supports rejecting NPRR1025. Shell Energy requests PRS members to evaluate the impacts and unintended consequences of this NPRR and support rejecting it based on the fact that it is fundamentally against ERCOT’s scarcity pricing mechanism, it doesn’t have the believed benefits for a majority of the market segments, the current design works, and the changes needed to address the identified issues could put additional burden on ERCOT staff which are already constrained with RTC implementation. 

Supporting Information and Analysis

Known Issues with the proposed change:
The main issues are listed below and explained in detail in the documents referenced above.
· Inadequate compensation requiring the need for make whole - This change creates the possibility of double payment (DAM & RT payment) for DAM AS providers while opening RT energy providers to the possibility of losing money for following ERCOT instruction. Tightening up the Base Point deviation tolerance or charges penalizes the Market Participant who is losing money for following SCED instruction and hence is inconsistent with our incentive-based market design and doesn’t address the money that is lost. Hence, tightening up the Base Point deviation cannot be considered as an effective solution to address the adverse incentive to not follow instruction which is solely created by this change. 
· Reintroducing the suppression of AS Price in RT due to Emergency Response Service (ERS) deployments – Currently, Operating Reserve Demand Curve (ORDC) reserves are not reduced to account for the out-of-market capacity added to the system by ERS deployment and hence ORDC adder gets suppressed when ERS is deployed. This suppression is partly addressed by the addition of RTOLRDPA. Removing that reintroduces the suppression of ORDC adder.

· Double payment for DAM AS providers when AS is deployed in RT - Based on the current DAM design, RTOLRDPA will be in the DAM energy price and hence will be in DAM MCPC even if RTOLRDPA is removed from RT AS prices. Hence, for DAM AS providers, RTOLRDPA will be paid (as part of DAM MCPC) and again in RT when AS is converted to energy and paid SPP (LMP + ORDC adder + RTOLRDPA adder)

· Divergence of DAM and RT AS Price – Based on the current DAM design, RTOLRDPA will be in DAM energy price and hence will be in DAM MCPC even if RTOLRDPA is removed from RT AS prices and hence causes divergence of DAM & RT AS prices.
· Divergence from Real-Time Co-optimization (RTC) Pricing Outcome – The current design better approximates the AS price for online reserves in RTC (KP1.1 (6)) 

· Suppression of AS Price in RT – The proposed change removes the price component of lost opportunity of providing energy from AS prices and hence reduces the incentive to provide reserves in RT.

· Divergence from fundamental scarcity pricing principles - Reducing the buyback price reduces the incentive for AS deliverability in RT and reduces the incentive for long-term hedging, both of which are considered as key benefits of the scarcity pricing mechanism. 
Impacts of proposed change to different market segments:
The proposed change impacts DAM AS providers, RT additional reserve providers and Loads who pay for the reserves. 

· It is beneficial to DAM AS provider by reducing the AS buy back amount when AS is deployed under scarcity. With the proposed change, when 1MW of AS awarded in DAM is deployed in RT, it will get DAM MCPC + LMP + RTOLRDPA instead of the current DAM MCPC + LMP because RTOLRDPA will be removed from AS buy back amount. It also results in double payment of RTOLRDPA to DAM AS providers because the DAM MCPC as well as the RT energy price will both include RTOLRDPA.
· It is detrimental to RT additional reserve providers as the payment for additional reserve will reduce from RTOLRDPA + ORDC to just ORDC which will cause them to lose money because their submitted offers would become inconsistent with SPP which is LMP+ ORDC+ RTOLRDPA. 

· It is detrimental to Loads who pay for reserves unless there is no chance of scarcity or near scarcity. The claw back in RT from DAM AS providers in a year with scarcity or near scarcity is significantly higher than the amount that Loads will pay for additional reserves in RT. In 2019, the payment back to Loads was tenfold: ~$6M payment to Load in August (almost all from the two days of scarcity) Vs ~$0.65M charge to Load for the entire rest of the year. An argument has been made that the change is beneficial to Loads because the removal of RTOLRDPA from AS imbalance would reduce the DAM MCPC.  As noted above, for simple products, intuitively it makes sense that reducing the risk would reduce the cost and hence would be beneficial to the buyer. However, the impacts may not be that intuitive in a market like DAM were the products are linked together, the risk is still present in the other products and there are physical limitations on providing the products. 
Why RTOLRDPA will be in DAM AS MCPC even if RTOLRDPA is removed from RT AS imbalance: Why there won’t be a $64M savings in DAM with the proposed change 
If Market Participants had predicted scarcity correctly, the $64M in cost for AS for 8/13 & 8/15, stated in the 6/9/20 LCRA comments, would occur even if LCRA’s proposed changes are implemented (I.e. RTOLRDPA will be in DAM AS MCPC even if RTOLRDPA is removed from RT AS imbalance) because of the following reasons:
· RTOLRDPA is still part of RT energy payment and will be reflected in energy prices in DAM

· There are no virtual AS offers in DAM

· There are virtual Energy Offers & Bids in DAM which will reflect the risk of RTOLRDPA in energy price

· DAM co-optimizes Energy and AS. Hence the AS MCPC reflects the lost opportunity: AS MCPC = LMP – Energy offer + AS offer 

To explain this, consider a few scenarios for a 1 MW generator selling both Responsive Reserve (RRS) and Energy in the DAM.  

· Scenario 1: The most typical scenario is one in which the generator would estimate the expected level of scarcity for the season and sell its energy or RRS long-term and buy unit contingency insurance to cover for tripping. To not lose money and to maximize the opportunity to make money on the physical asset, the generator would offer energy and RRS in the DAM at average cost for the year or season and offer energy-only offers to do speculation for scarcity. The energy-only offers and energy-only bids will set the DAM energy price. Since RRS is provided by generator who offers in average cost for both energy and RRS, the lost opportunity for Energy will set the RRS price and hence RRS MCPC will reflect the RTOLRDPA. 

· Scenario 2: On the other hand, if the generator wants to proactively set the price then it wouldn't care whether it is selling energy or RRS in the DAM as long as it makes the same profit. At the risk of not getting awarded in the DAM, the generator would offer both energy & RRS at the expected profit of selling energy in RT. If they are awarded, then RTOLRDPA will be in DAM RRS MCPC based on its offers.

· Scenario 3: When the generator expects a high RT energy price, if it only offers its energy at a high price and offers AS at a low price because RTOLRDPA is removed from RT AS imbalance then it risks the potential for getting awarded RRS for full capacity at the low price and not getting deployed in RT. Hence it could set the RRS MCPC in DAM at its low offer and not get any money in RT when it could have made a profit by selling energy in either DAM or RT. Also, the resource could end up in a situation where RRS is deployed under a scarcity with low system lambda/ low RTOLRDPA/ high ORDC causing it to buyback RRS at a high price when it got paid only very low MCPC at DAM. So, if it offers in DAM, to avoid losing money, it will offer both energy and RRS at cost and offer virtual to set the energy price at scarcity level (scenario 1) OR offer both energy and RRS at expected RT energy price (scenario 2). 
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The above table shows that DAM MCPC depends on the DAM LMP which depends on the expected RT SPP. DAM MCPC would not depend on how RT SPP will be split between LMP, ORDC & RTOLRDPA. This is evident from the actual data as well. The high DAM MCPC on 9/5 was because some offered AS at a much higher price than the predicted scarcity which is clear when DAM Energy price is compared with DAM AS MCPC. The predicted scarcity was reflected in the energy price at $2500 level and hence DAM MCPC got to that level of scarcity on 9/6 when more AS offers came in. The high DAM MCPC at a level higher than the scarcity in DAM energy price can happen even with the proposed change if economic or physical withholding happens. 
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The above table shows that the market in general has been conservative and has already included the cost of buyback in their DAM offers. Hence, the AS price is not going to increase without the proposed change, nor is it going to reduce with the proposed change. 
As explained above, the DAM MCPC under scarcity won’t reduce with the proposed change. DAM MCPC won’t reduce with the proposed change under normal conditions either. The price of AS buying back in RT during scarcity affects the cost of providing AS in the DAM. However, it is very hard to predict the extent & level of scarcity on a day to day and hour by hour basis. Moreover, even under scarcity, the buyback price could vary significantly. The buyback cost could be mainly from ORDC or could be from ORDC & RTOLRDPA. The value of each could depend on many factors like level of scarcity, whether ERS is deployed or not, whether Reliability Unit Commitment (RUC) is procured or not, whether Market Participants offer high for energy or they rely on ORDC to set price etc. Hence, the DAM offers are created as an average value for the whole year or season based on a conservative estimation of scarcity prices & events for the whole year or season. For example, on 8/13 and 8/15, Market Participants offered high for energy in RT which caused RT system lambda & RTOLRDPA to be high and ORDC to be low. If Market Participants had offered at normal level for energy in RT & relied on ORDC to set scarcity pricing, then RT system lambda & RTOLRDPA would have been low and ORDC would have been high. On 8/13 & 8/15, ERS was deployed which caused ORDC to go down and RTOLRDPA to go up. However, if ERS was not deployed then ORDC would have been high and there wouldn’t have been an RTOLRDPA. I.e. it is very hard to predict the split of lambda/ORDC/RTOLRDPA as it depends on factors like market offers/ERS deployment/RUCs/(VOLL-lambda) etc, and hence, AS providers will be conservative in their estimations and will use high ORDC/low Lambda/ low RTOLRDPA for scarcity when determining the average cost of providing AS in DAM. Hence, average AS offers won’t reduce with the change. As a result, the proposed change won’t reduce the DAM MCPC during normal conditions either. 
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