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PROTOCOL DISCLAIMER
This document describes an ERCOT business process that involves Market Participant involvement, and is not intended to be a substitute for the ERCOT Nodal Protocols (available at http://www.ercot.com/mktrules/nprotocols/current), as amended from time to time.  If any conflict exists between this document and the ERCOT Nodal Protocols, the ERCOT Nodal Protocols shall control in all respects.
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1. Purpose

Protocol Section 4.4.11(1)(c), System-Wide Offer Caps, requires ERCOT to conduct a Cost of New Entry (CONE) study every four years to support Long Term System Assessment (LTSA) assumption development, capacity reserve margin studies, and the calculation of the Peaker Net Margin (PNM) threshold. Protocol Section 4.4.11(1)(e) also requires ERCOT to implement the PNM threshold parameter subsequent to a stakeholder review of the CONE study and ERCOT Technical Advisory Committee and Board approval of the new parameter.
This Business Practice document consists of the following sections:

· A table that documents the current and past CONE and PNM threshold values approved by the ERCOT Board and associated approval and implementation dates; 

· An overview of the CONE study methodology and indicative study timeline, and;
· Links to the latest CONE study reports and other related documents on the ERCOT website.

2. ERCOT-approved CONE and Peaker Net Margin Threshold Values

	ERCOT Approval Date
	Effective Period
	CONE

($/MW-year)
	Multiplier for Peaker Net Margin Threshold 
	Peaker Net Margin Threshold

(CONE x Multiplier, $/MW-year)

	9/11/2013
	1/1/2014 - Current
	105,000
	3
	315,000

	9/11/2013
	1/1/2013 - 12/31/2013
	n/a
	n/a
	300,000

	7/17/2007
	11/30/2010 – 12/31/2012
	n/a
	n/a
	175,000


3. CONE Study Methodology

The Gross Cost of New Entry (CONE) parameter reflects the annualized fixed costs of building and operating a new resource. For a reference resource technology, the CONE shall account for all capital costs, fixed costs, and the after-tax weighted-average cost of capital (ATWACC).  The process for determining the CONE parameter is as follows.

ERCOT will contract with a consultant to conduct a CONE study every four years, beginning in 2022. The consultant will be chosen on the basis of a competitive Request for Proposal process. The CONE study will consist of the following tasks:

· Screening and selection of the reference resource. ERCOT and Market Participants, through the Supply Analysis Working Group (SAWG), will work with the consultant to select the reference resource based on typical plant configurations for recently built and proposed dispatchable resources in the ERCOT Region. Reference resource selection, plant configuration, and county location will be informed by project information available from ERCOT’s Resource Integration and Ongoing Operations (RIOO) system. The reference resource may be developed as a combination of different plant types if such a combination provides the best cost representation of plant capacity expected to be added through the simulation year of the next RM Study.

· Develop detailed technical specifications for the reference resource. Based on the selected reference resource, the consultant will develop technical specification needed for cost analysis. Depending on the technologies selected, specifications will include, but not be limited to, power augmentation/supplemental firing (for gas-fired units), emissions control, cooling and interconnection assumptions.

· Develop bottom-up cost estimates. The consultant will develop capital and operations & maintenance cost estimates for the reference resource based on county location and other local considerations.

· Determine financial and cost escalation parameters. The consultant will determine all the parameters needed to calculate the annualized stream of costs for the CONE value, as well as the assumed economic life of the reference resource. Such parameters include capital structure (debt to equity ratio), cost of equity, cost of debt, return on equity, tax rates, After-tax Weighted Average Cost of Capital (ATWACC), depreciation rate, and inflation rate.

· SAWG presentation of study input assumptions and parameters. The consultant will present at a SAWG meeting the CONE study assumptions and parameters for stakeholder review. After a 30-day comment period, the consultant will prepare a response report that addresses the SAWG participants’ comments.

· Calculate the base CONE value and a sensitivity range to be used for ERCOT’s Reserve Margin sensitivity analysis. The consultant will calculate the base CONE value in units of dollars per megawatt-year ($/MW-year), and will propose a CONE sensitivity range to be reviewed and approved by SAWG for RM study sensitivity analysis.

· Draft CONE study report and presentation. The consultant will prepare the draft report in an editable format that documents the reference resource, study input assumptions, CONE value estimation specifics, the base CONE value, and the CONE value sensitivity range. The consultant will provide a report overview presentation at a subsequent SAWG meeting.

· Final CONE study report. Based on ERCOT and SAWG meeting participant comments, the consultant will provide the final CONE study report along with a change-tracking version.
An indicative CONE study timeline, spanning consultant selection to implementation of a revised PNM Threshold, is provided below.
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4. Links to the Latest CONE Study Report and Related Documents

CONE Study Final Report:

http://www.ercot.com/content/wcm/lists...
CONE Study Draft Report:

http://www.ercot.com/content/wcm/lists...

Consultant Comment/Response Document:

http://www.ercot.com/content/wcm/lists...

Reserve Margin Methodology Manual

http://www.ercot.com/content/wcm/lists/114801/ERCOT_Study_Process_and_Methodology_Manual_for_EORM-MERM_12-12-2017_v1.0.docx
ERCOT Public


