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	Executive Summary

	Regardless of which bridging option ERCOT ultimately recommends to the Commission, the following considerations are integral to developing a solution that is consistent with the competitive retail market and that benefits end-use customers:
1. The Backward looking after fact compliance period is not compatible with the competitive retail market where customers change providers and enter into new contracts on a daily basis.  Any cost or fee should be estimated and collected by ERCOT on a daily basis and similar to other regulatory mandated changes any over or under recovery should be included in future changes to the fee or costs.  
2.  Ensure any changes that result in new cost or fee or changed terms and quantities associated with ancillary services are considered a change in law that imposes a new cost or fee beyond the REP’s control to allow a price adjustment associated with any such changes for existing contracts.
3. If implemented as described in 1) above, this would eliminate the need to require completed and costly collateral requirements for a once a year backward looking fee or charge.  Including a collateral requirement is effectively the same as charging the cost or fee on a daily ongoing basis from an economic perspective.   This would allow that the cost or fee hat are assessed to the market are constructed in a manner whereby the cost or fee follow the load to allow collateral requirements to be limited to the daily charges to be included in the EAL collateral calculation.
4. Recognize that allocating PCM on 30 highest hours of net peak load will have a disproportional impact on residential and small commercial customers as their load is most weather sensitive and they have the most limitations on being able to reduce their load during prolonged weather events like winter storm URI.
5. Recognize that many residential customers are preferring longer term contracts and a large percentage of residential customers have been selecting products with a contract term of 3 to 5 years.
Because any bridging option would be imposed without a full opportunity for analysis, any such option should include provisions to limit the total cost to the market, and ultimately the customers.


	


	Option 1: Implement a Basic settlement component of PCM manually

	Short-term manual implementation of a version of PCM would serve to pay existing generation in amounts that are undetermined, without the ability of the retail market to anticipate the amounts in a manner to reasonably incorporate the costs into customer contracts.  
Additional considerations that should be taken into account before expending time and resources toward implementation of a manual PCM are as follows:  
· The PCM mechanism would start with the development of a demand price curve.  The demand price curve should be implemented after a full and fair process at the Commission to develop a determination of the reliability needs of the system as required by Senate Bill 3.  
· Complete an analysis on how the manual PCM would impact different classes of customers depending on ERCOT plans to collect this cost or fee from LSE’s.
· If the principles laid out by the Commission for PCM are followed, the values of the performance credits would likely be $0 under current market conditions.   For example, Net CONE in 2022 would be $0 because energy prices alone exceeded the current cost of new entry.  
· Any PCM cost or fee should be reduced by energy prices and ancillary revenues to ensure that generators do not receive more than Net Cone.   
· E3’s analysis demonstrates that the current generation fleet far exceeds even the proxy reliability goal of 0.1 LOLE.  Accordingly, current conditions should leave the price of credits under even a hypothetical demand curve at $0.  In addition, real-time optimization should be implemented before some proxy for PCM is implemented.
Cost Recovery Structure
Even If there is a lump sum payment to be paid to dispatchable generation, ERCOT should estimate and collect the payment from LSE’s on a daily basis across the whole year and should be allocated and recovered in the same manner as other similar reliability measures such as Firm Fuel Supply Service (FFSS) and Emergency Response Service (ERS).  A bridging option that is backward looking is not compatible with the competitive retail market in which customers switch retailers on a daily basis.  Also, having completely unknown  variables like price and quantity that will determine the total costs allocated to each LSE until the compliance period has run, will require independent competitive retailers to embed significant risk premiums into new contracts to ensure that the costs are covered resulting in higher prices for customers and also will likely reduce the ability of independent competitive retailers to offer products with multi-year contract terms.  Structuring a solution that is backward looking in this manner not only creates a cost that cannot be hedged and results inequity as customers may have changed providers and/or entered into a new contract since the assessment of the charges.  
The greater the risk a REP must manage, the more difficult it becomes to offer reasonably priced, longer-term products as part of a sustainable business model that customers have come to expect in the competitive retail market.    
Options for Customers
Retail customers served in the competitive retail electric market like and expect fixed rate products with extended contract terms of one year or more.  REPs are able to offer these products because the current, energy only market allows an LSE to effectively hedge its power purchases and forecast/budget for other wholesale costs like ancillary services and regulatory costs like the ERCOT System Administration Fee.  In other words, it is set up in a manner that allows a REP to hedge and manage the risks associated with the usage volatility and the associated price volatility on behalf of its retail customers, while offering a wide variety of competitively priced products.  Any bridging option adopted should preserve the broad range of options currently available to retail customers.  
Credit Requirements
If ERCOT requires upfront collateral postings for any bridging option that employs a lengthy compliance period and entails allocating and assessing costs to LSEs after the compliance period has run will place is no different that ERCOT estimating and collecting the fee from LSE’s on a daily go forward basis and thereby reduces the complexity and costs.  If the bridging option is also backward looking, such that the variables like price and quantity that will determine the total costs allocated to each LSE are unknown until the compliance period has run, the uncertainty of the total cost obligation and associated collateral payment for an LSE creates significant and unnecessary exposure which will end up increasing competitive retail electric prices for new contracts.  This exposure also has the potential to distort the competitiveness of the retail electric market if the collateral requirements for LSEs are offset by affiliated generation interests who may or may not ultimately be awarded performance credits.
Price Adjustments for Fixed Price Products
If a REP offers a fixed rate product, the product must have a term of at least three months and a price (including all recurring charges and ancillary service charges) that is the same throughout the contract term.  The price may vary to reflect three things: (1) actual changes in TDSP charges; (2) changes to ERCOT or Texas Regional Entity, Inc. administrative fees charged to loads; or (3) changes resulting from federal, state or local laws that impose new or modified fees or costs on a REP that are beyond the REP’s control. To preserve the variety of competitively priced fixed rate products available to customers, any bridging option adopted should be designated as a change in law imposing a fee or cost that is beyond a REP’s control to allow a REP to apply price adjustment to existing fixed rate contracts to account for the costs of the option.  As with the preceding recommendations, this recommendation is a vitally important element of any bridging option otherwise REP’s will immediately need to start increasing prices to account for the uncertainty because the price, quantity, and other elements that dictate the costs allocated and assessed to LSEs cannot be known ahead of time and economically priced into a fixed rate product.    


	Option 2: Procure Additional Ancillary Services

	The high level of existing ancillary service procurements have already substantially increased cost to load and have not precluded ERCOT’s actions to RUC other generation units.  Not only has the price and quantity increased substantially, the ability to hedge or contract for these ancillary services through bilateral contracts has also decreased.  This lack of liquidity ultimately brings additional cost to customers.   Additional procurements of the same ancillary services could exacerbate the current market operational concerns.
Consideration of an ancillary service or reliability service product that reduced the existing 30 minute non-spin service and added a service utilizing eligible resources that can come online within 2 hours could merit further analysis. 
As discussed in Option 1, any changes to the type, quantity, or price of ancillary services must be considered as an imposition of a new cost or fee beyond the control of the REP.  This would allow a one-time price adjustment to existing long-term retail customer contracts.



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

	Enhancements to the ORDC to match the conservative operations of ERCOT should only be made if it will help to encourage forward commitment of resources in a manner that would relieve the current RUC options.  The current ORDC mechanism has increased costs to customers by providing price signals that increase forward supply costs.



	Option 4: Backstop Reserve Service (BRS)

	Power generation companies and their investors would be in the best position to determine if this mechanism would preclude unnecessary retirements during this period of regulatory uncertainty.
However, as discussed in Option 1, if lump sum payments are paid to dispatchable generation, the cost of those payments should be allocated and recovered in the same manner as other similar reliability measures such as FFSS and ERS.  



	Option 5: Contracts for Capacity

	Power generation companies and their investors would be in the best position to determine if this mechanism would preclude unnecessary retirements during this period of regulatory uncertainty.
However, as discussed in Option 1, if lump sum payments are paid to dispatchable generation, the cost of those payments should be allocated and recovered in the same manner as other similar reliability measures such as FFSS and ERS.  



	Option 6: Publish Indicative PCM Values

	Extensive action by ERCOT and the Commission to set parameters for PCM is required in order for any published PCM values to actually serve as indicative to potential investors.  Any published values  should not be based hypothetical bases.



	Conclusion/Additional Comments

	Any bridging option that does not address ERCOT’s operational needs should not be considered.    Current market conditions yield significant earnings opportunities to power generation companies through multiple revenue streams.  None of the proposed bridging options appear to directly address the operational needs of ERCOT. 
To the extent ERCOT’s resources are limited, it appears time would be better spent to implement real-time co-optimization, phase 2 of FFSS, and ERCOT Contingency Reserve Service (ECRS).  
Regardless, if ERCOT recommends a bridging option, any such recommendation should:
1.  Ensure any changes that result in new charges or changed terms and quantities associated with ancillary services are considered a change in law that imposes a new cost or fee beyond the REP’s control to allow a one-time price adjustment associated with any such changes.
2.  Ensure any charges that are assessed to the market are constructed in a manner whereby the charges follow the load to allow collateral requirements to be limited to the daily charges to be included in the EAL collateral calculation.
3.  Recognize that residential customers are preferring longer term contracts and a large percentage of residential customers have selected products with a contract term of 5 years.
4.  Because any bridging option would be imposed without a full opportunity for analysis, any such option should include provisions to limit the total cost to the market, and ultimately the customers.
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