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	Executive Summary

	Luminant reviewed these options in light of ERCOT’s stated bridge solution objectives to (1) retain existing generation; (2) attract the construction of new generation; (3) advance the market towards the PUCT’s long term goals with minimal distortions and adverse consequences; and (4) have quick implementation timelines that don’t interfere with a long-term solution.
 Another communicated objective appears to be to reduce the frequency of Reliability Unit Commitments (RUCs). With those considerations in mind, Luminant supports:
· Option 3 (ORDC Enhancements), with:

· An operating reserve threshold that aligns with ERCOT’s committed capacity operating reserve margin preferences; and

· An online ORDC adder floor that induces self-commitment on average (likely the $20 or $25 options)
· Option 6 (Publish Indicative PCM Values) as a “no regrets” option that can be paired with other more substantive options 

· Option 1 (Implement a Basic Settlement Component of PCM Manually), but only if:
· It is pursued as part of a clearly communicated phase-in plan that provides reasonable advance notice to market participants (e.g., 1-2 years); and

· It is accompanied by policies allowing for (but not requiring) pass-through of unhedgeable PCM costs on retail contracts.

Luminant does not believe that Option 2 (Procure Additional Ancillary Services) or Option 4 (Backstop Reliability Service) can meet ERCOT’s stated bridge solution objectives. 

Luminant takes no position on Option 5 at this time, but supports the sentiment that if a unit is forced to remain online via RMR then the contract should “cover fixed and operational costs plus a profit adder.”
Additionally, Luminant continues to advocate that RUC compensation reform should be considered simultaneously to ensure that (1) resources have the greatest opportunity for economic commitments; and (2) that resources that are uneconomically committed via RUC are not forced to run at a loss.



	Option 1: Implement a Basic settlement component of PCM manually

	Luminant can support this option but only if it is: 
(1) pursued as part of a clearly communicated phase-in plan that provides reasonable advance notice to market participants (e.g., 1-2 years) to reduce contractual disruption risks (though those risks cannot be fully eliminated); and
(2) accompanied by policies allowing for (but not requiring) pass-through of unhedgeable PCM costs on retail contracts.

The biggest risks with this approach, as discussed at the March 3 workshop, are implementing too quickly and without warning to market participants (e.g., settling against 2023 when market participants were not aware of or able to plan for that settlement risk). This risk is particularly pointed for load serving entities that would not have the ability to hedge their exposure outside of demand response capabilities, but also for resources that would need to take an effective pilot or “soft launch” of the PCM into account when making commitment decisions (since the definitions of both “available” and “high-risk hours” could have meaningful impacts on those decisions). Both would presumably also face collateral posting requirements that were not planned for in the near-term, but are important to ensure the liquidity of any new market function.
That is not to say that this option is wholly unworkable; simply that it should not be pursued hastily. With enough runway and advance notice, market participants could be better prepared for this option, since future contracting could begin to take PCM costs and risks into account. There would still be impacts to the cost of serving existing contracts, though, so it would be important if this option is pursued to recognize that it would result in new costs on a load serving entity (e.g., a retail electric provider or REP) that are beyond the REP’s control and therefore permitted (but not required) to adjust under 16 TAC § 25.475(b)(5). 
This option could work in combination with other bridging options. The proposed ORDC enhancements are not mutually exclusive, and all else equal could result in lower PCM ex-post clearing values by lowering the Net Cost of New Entry (Net CONE) value that feeds directly into the PCM demand curve. Similarly, publishing non-binding indicative PCM settlement values would be a natural precursor to this option, by providing market participants a baseline for PCM outcomes prior to establishing a binding basic settlement phase to the PCM implementation. 



	Option 2: Procure Additional Ancillary Services

	Luminant is skeptical of this option and prefers other proposals (such as the ORDC enhancements and PCM phase-in options). 
First, Ancillary Services (AS) exist to serve defined operational reliability needs, not resource adequacy needs. Augmenting AS procurements in an attempt to use them for a different purpose than their operational intent will inevitably have distortive effects and unintended consequences. 
Second, the procurement of additional AS increases the reserves counted in the ORDC calculation, and therefore is typically a net negative for market revenues overall. Accordingly, procuring additional AS does not send supportive signals in aggregate for attracting or retaining resources and therefore fails on two of ERCOT’s stated bridge solution objectives. 
Third, the most economically marginal dispatchable resources are generally older, slower, and less flexible units. Therefore, these economically marginal units are not prime candidates for carrying AS and receive no retention signal from procuring more AS – again, failing one of ERCOT’s stated bridge solution objectives.

Fourth, procuring additional AS has failed to reduce RUCs. ERCOT has procured additional AS and it has not reduced RUCs – quite to the contrary, ERCOT has increased its use of RUCs over the same period that it has increased AS procurements under the conservative operations operating mantra. As discussed at the March 3 workshop, there may even be a causal link between the two, due in part to the RUC engine’s inability to “see” offline Non-Spin (a dynamic that Luminant supports fixing). But more fundamentally, as noted above, the economically marginal units that ERCOT has leaned on most for RUCs are not AS candidates – so to the extent ERCOT intends to continue to RUC those units, procuring additional AS will do absolutely nothing to reduce RUCs, and therefore also fails the bridging solution objectives.

Fifth, AS alone does not drive new investment. Only a small fraction of resources can carry AS at any given point in time, and doing so comes with added performance and regulatory risk as well as less predictable fuel use (which comes at a cost) and unpredictable but material opportunity costs (e.g., through AS Imbalance claw backs of ORDC adders). New investment decisions are more concerned with overall revenue and cost projections, and AS is generally a small piece of the revenue outlook. Therefore, procuring additional AS again fails one of ERCOT’s stated bridge solution objectives.
Finally, Load Serving Entities (LSEs) struggle to financially manage changes in AS procurements. The very same drawback to implementing partial PCM ex-post settlement too quickly applies to changes in AS procurements, as many stakeholders are well-aware following ERCOT’s mid-year increase in AS procurements starting in July 2021. 



	Option 3: Enhance the Operating Reserve Demand Curve (ORDC)

	Luminant supports this option as a standalone bridging option, and in combination with other bridging options (such as publishing indicative PCM values and phased-in PCM settlement). Setting an operating reserve threshold that aligns with ERCOT’s committed capacity operating reserve margin preferences and an online ORDC adder floor that induces self-commitment on average (likely the $20 or $25 options) will have the greatest impact on reducing Reliability Unit Commitments (RUCs). 
Since ERCOT initiated its conservative operations in June-July 2021, ERCOT’s actual operating reserve demand has not been reflected in the Operating Reserve Demand Curve (ORDC). The result is that ERCOT commits more units via RUC instruction because it is not economic for enough supply to self-commit to satisfy ERCOT’s demand. ERCOT’s proposed enhancement to the ORDC by adding a floor to the Real-Time Online Reserve Price Adder (RTORPA) should help to close that gap. 
ERCOT has already seen how the PUCT’s directed Phase 1 ORDC modifications have improved self-commitment incentives,
 though not sufficiently to fully alleviate the frequency of RUCs. Luminant believes that is because the original analysis of the Phase 1 ORDC modifications was premised on trying to provide an economic commitment signal at 5,500 to 5,800 MW of on-line reserves,
 which experience has shown to be below ERCOT’s preferred “committed generation capacity margin” levels that have been at least 6,500 MW
:
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The ORDC could be modified in several ways to better align with ERCOT’s prefered committed capacity operating reserves margin, including ERCOT’s proposed enhancements to the ORDC presented at the March 3 workshop. The key questions presented by ERCOT’s proposal are where to institute the floor and at what price level to set the floor. Luminant suggests that the RTOLCAP threshold should follow ERCOT’s committed capacity operating reserves margin preferences.  
As for the price floor, Luminant recommends using either $20 or $25 per MWh to account for the fact that a marginal unit considering self-commitment will face an all-or-nothing decision set. A resource making the decision to bear the commitment costs does not know in the moment whether RTOLCAP will yield an ORDC adder at the floor (e.g., $20 or $25 per MWh) or at $0 per MWh. That is, to the extent that ERCOT’s prior analyses found that a $10/MWh average adder would incentivize self-commitment of a marginal unit under the traditional ORDC asymptotically sloped shape, that same marginal unit would need to expect on average that a self-commitment decision would be economic – so if there is a 50/50 chance of the adder being $0 or $20, it would still average out to $10. If the odds are more likely to produce a $0 outcome, then ERCOT should choose the $25 floor option.
Luminant believes ERCOT’s floor proposal can achieve all of ERCOT’s stated bridge solution objectives of supporting the attraction and retention of resources with minimal market interference or delay in a long-term solution while reducing the frequency of RUCs. With respect to attracting and retaining resources, an ORDC floor should help by sending stronger scarcity pricing signals earlier – though it is not a viable alternative to a more comprehensive safety net framework such as the PCM because it is not anchored to a reliability standard and still relies exclusively on scarcity pricing, and a much higher floor (e.g., $75/MWh) and/or much higher online reserve threshold (e.g., 10,000 MW) for the ORDC floor would be needed to independently attract new resources. To effectively reduce the frequency of RUCs, though, the selected ORDC floor must provide an economic signal that on average is sufficient to induce self-commitment, as explained above. 



	Option 4: Backstop Reserve Service (BRS)

	Luminant does not support delaying a comprehensive Phase 2 solution such as PCM to pursue BRS given other viable options.  ERCOT has made clear that BRS as a bridge solution will delay PCM implementation, so the existence of other bridging options that do not present a delay (such as ORDC enhancements) renders BRS a less attractive option. 

Even if technical implementation timing were not an issue, Luminant is concerned that there is significant evidence that stakeholders do not share a common vision of BRS and that would drive implementation delays. For example, ERCOT’s presentation at the March 3 workshop seemed to contemplate BRS as a Reliability Must-Run (RMR) equivalent, suggesting that any payments for BRS might provide competitive advantage to BRS units that later returned to normal market operations. But in order for BRS to “include new and existing accredited dispatchable resources,”
 BRS would necessarily need to allow resources to move into and out of BRS contracts (otherwise a new resource would be signing away its commercial availability from the outset). Similarly, the ICF report demonstrated that many stakeholders have a fundamental misunderstanding of how BRS would have to work, by misinterpreting the PUCT’s Phase 1 Blueprint to mean that “the BRS program should have no impact on energy, scarcity, or ancillary prices” and “the only cost impact of the program is the direct payments to BRS generators.”
 This view directly conflicts with the Blueprint’s principles that BRS should “not negatively impact real-time energy prices” and “provide a forward price signal” to encourage investment.
 There are enough implementation details to be worked out with PCM already; any bridge solution should not have its own material implementation detail resolution needs.



	Option 5: Contracts for Capacity

	Luminant neither supports nor opposes this option at this time. With minimal discussion at the March 3 workshop, the materials provided for that workshop do not give sufficient detail to render an opinion on this option. Luminant, like many other market participants, does not favor the use of RMR contracts if they can be avoided. However, Luminant does agree with ERCOT’s workshop materials that if a unit is forced to remain online via RMR then the contract should “cover fixed and operational costs plus a profit adder.”
 If a market participant is required to maintain an uneconomic unit in the market under an RMR contract, then that contract should fully cover the unit’s costs over the contract period and reflect the opportunity costs of that market participant’s capital. 



	Option 6: Publish Indicative PCM Values

	Luminant supports this option as a standalone “no regrets” move, and in combination with other more substantive bridging options (such as ORDC enhancements and phased-in PCM settlement). There are no downsides to this option: it would provide valuable public reference points for market participants and investors alike, and the cost to implement should be relatively de minimis. While it is true that without a binding financial incentive, the indicative values will not be able to capture adaptive market behavior, over time the effort should provide greater opportunities for market participants to gain insights about how the PCM would function under a number of different scenarios. The only caveat is that if ERCOT publishes indicative PCM values under one set of PCM parameters but subsequent policy cuts change those parameters, ERCOT should re-publish the pre-existing indicative PCM values to reflect those new parameters. 



	Conclusion/Additional Comments

	In addition to the comments provided above, Luminant continues to advocate that RUC compensation reform should be considered simultaneously to ensure that (1) resources have the greatest opportunity for economic commitments; and (2) that resources that are uneconomically committed via RUC are not forced to run at a loss. 

As noted above, some of the proposed bridge solutions and other topics discussed at the workshop (e.g., modifying the RUC engine to “see” offline Non-Spin) would help to reduce the frequency of RUCs. Luminant respectfully suggests that another option for  reducing the frequency of RUCs would be to eliminate (or materially increase) the arbitrary limits on offers into the ERCOT Day-Ahead Market (DAM).
 Certain units with high delivered fuel costs that exceed 200 percent of the Fuel Index Price are effectively forced out of the market and onto an effective RUC shortlist. Removing this artificial barrier in DAM could reduce the frequency of RUCs and, more importantly, would allow more resources to be available to offer into and be committed through the market.
The focus on RUCs is often primarily on reducing the frequency of RUCs (which Luminant supports), but the experience since July 2021 has demonstrated that RUC compensation must also be addressed. As ERCOT clearly communicated at the March 3 workshop, conservative operations are expected to continue for the foreseeable future – and that means RUCs will continue to fill any gaps between market economic outcomes and ERCOT’s risk-averse operating posture. Solving this issue is necessary to keep these RUC'd units in the market. Especially if a generator runs primarily through RUC, incurrence of these uncompensated costs will bleed it financially into retirement.

While ERCOT has made important Protocol changes (e.g., NPRRs 1124 & 1140) to allow generators to seek partial recovery of their under-compensated fuel costs, the process is time-consuming and resource-intensive for both ERCOT and market participants, and does nothing to address recovery of fuel transportation costs or real fixed costs (e.g., labor, capital and operational investment, taxes, etc.). The resource-intensity of fuel cost recovery can be addressed by modifications to the Exceptional Fuel Cost Protocols so that it is not anchored singly to historical costs, and affords units with higher fuel costs the ability to have those costs reflected in initial settlements. Luminant believes that the Verifiable Costs Manual already provides an avenue for recovery of fuel transportation costs through the fuel adder, though ERCOT changed its interpretation of that policy in February 2021 (Luminant has appealed ERCOT’s change through a pending complaint before the Commission).
 The other costs could be addressed through a fuel adder-type calculation, or through a settlement dispute approach (using the NPRR 1124 & 1140 framework). 
Luminant thanks ERCOT staff for devoting the time and resources to support these important discussions. Luminant is happy to answer any questions on the comments provided herein and looks forward to the next workshop on March 15.



� See “Introduction to Bridging Solutions” ERCOT presentation from March 3, 2023 Phase 2 Bridging Options Workshop (“ERCOT March 3 Bridge Solutions Introduction”) at 2. � HYPERLINK "https://www.ercot.com/files/docs/2023/03/02/Introduction%20Bridge%20Solutions%20Workshop%203-5-23.pptx" �https://www.ercot.com/files/docs/2023/03/02/Introduction%20Bridge%20Solutions%20Workshop%203-5-23.pptx� 


� See ERCOT’s 2022 Operating Reserve Demand Curve Report – Corrected (October 31, 2022) in PUCT Project No. 52933. � HYPERLINK "https://interchange.puc.texas.gov/search/documents/?controlNumber=52933&itemNumber=42" �https://interchange.puc.texas.gov/search/documents/?controlNumber=52933&itemNumber=42� 


� See “Impact Assessment of ORDC Changes” (November 5, 2021) in PUCT Project No. 52373 at p. 5. � HYPERLINK "https://interchange.puc.texas.gov/search/documents/?controlNumber=52373&itemNumber=246" �https://interchange.puc.texas.gov/search/documents/?controlNumber=52373&itemNumber=246� 


� See “Summary of Reliability Unit Commitment (RUC) Activities and Analysis for Q1 2022” (April 22, 2022), available at � HYPERLINK "https://www.ercot.com/calendar/04222022-Reliability-Unit-Commitment-_RUC_" �https://www.ercot.com/calendar/04222022-Reliability-Unit-Commitment-_RUC_� 


� See the Commission’s “Approval of Blueprint for Wholesale Electric Market Design and Directives to ERCOT” in Project No. 52373 (January 13, 2022) (“PUCT Blueprint”) at 5. � HYPERLINK "https://interchange.puc.texas.gov/Documents/52373_336_1180125.PDF" �https://interchange.puc.texas.gov/Documents/52373_336_1180125.PDF� 


� See “Assessment of ERCOT Market Structural Changes” filed in Project No. 52373 by Texas Consumer Association (October 26, 2022) (“ICF report”) at 33. � HYPERLINK "https://interchange.puc.texas.gov/Documents/52373_380_1248378.PDF" �https://interchange.puc.texas.gov/Documents/52373_380_1248378.PDF� 


� See PUCT Blueprint at 5. 


� See ERCOT March 3 Bridge Solutions Introduction at 7. 


� Under ERCOT Protocol § 4.4.9.2.1(4) and (5), a unit's Startup and Minimum Energy Offers in its Three-Part Supply Offer in the DAM must not be more than 200 percent of its approved verifiable costs, but § 4.4.9.4.1 prevents verifiable costs or exceptional fuel costs from being based upon pipeline-imposed variable prices that are not known before real-time.


� See PUCT Docket No. 51883.
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