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	Comments


	Executive Summary

	                 Shell Energy appreciates the opportunity to provide ERCOT with comments on ERCOT’s efforts to satisfy the PUC directive to develop bridge solution options.  Shell Energy respectfully requests the ERCOT board, when selecting the bridge solution, to consider the time needed for the market and market participants to adjust to the new changes. It is imperative that any adopted bridge solution not have adverse impacts on the existing markets and/or existing contracts. Any bridging option adopted should be designated as a change in law imposing a fee or cost that is beyond a Retail Electric Provider’s (REP’s) control to allow a REP to reflect the new value of these services in the existing fixed rate contracts.  
                  Implementing a capacity solution on such short notice will have significant impact to the existing wholesale and retail contracts especially when there is no ERCOT cleared forward market or time for bilateral market to develop. This prevents LSEs from being able to hedge and manage the exposure. The after the fact settlements, the uncertainty of design parameters and the uncertainty of the total cost obligation and associated collateral payment for an LSE creates significant and unnecessary exposure to REPs which either REPs will have to bear or will end up increasing competitive retail electric prices.  Even if a change of law clause is allowed, it will take significant amount of time/effort on all market participants to renegotiate the existing contracts. Given the timeline for implementing the bridge solution, option 3 is the best option to achieve the commission’s objective. 
                  Even if the object is simply to ensure that the net revenue is equal to Cost of New Entry (CONE) every year, it can be implemented by modifying Option 3. At the beginning of each year, ERCOT could do an estimate of net revenue for the next year and add another Operating Reserve Demand Curve (ORDC) price floor at 3500MW or 4000MW of reserves to a price level that will increase net revenue to CONE. If CONE is not met that year, then the next year’s calculation could be adjusted to cover for it. If net revenue crosses 95% of CONE, then the floor could be removed to revert to the original ORDC for the rest of the year to better hit the target of net revenue equal to CONE. 

                  Energy and Ancillary Service is the most efficient and effective way for incentivizing operational reliability and sending long term investment signals. Even if a capacity mechanism is implemented Energy and Ancillary Service (AS) should remain as the main revenue stream. Option 3 not only creates the long-term investment incentive in the market but also creates the short-term operational behavior incentive that increases operational reliability. It is better to incent self-commitment to maintain reserves by adjusting ORDC than to procure the needed capacity through procuring more Ancillary Services or Reliability Unit Commitment (RUCing). Modifying ORDC, to reflect the value of total reserves that are needed, would help minimize RUCing by creating incentive for self-commitment to meet load plus reserves. 

                 If the desire is to procure more AS to address long duration uncertainty, then it is important for the Commission to acknowledge that this increase in AS is change in law imposing a fee or cost that is beyond a REP’s control. From a procurement perspective, it is more efficient to procure a 2-hour deployment service than a 10 minute or 30-minute deployment to address long term uncertainty. This opens the service to a much wider resource base and hence ensures that the issue is addressed in the most cost-efficient way possible. This can be implemented quickly through a workaround by adding a constraint in the non-spinning reserve service (Non-Spin) Day-Ahead Market (DAM) clearing to split Non-Spin into two components and modifying the operator deployment of Non-Spin to include the second part. The current constraint in DAM would ensure minimum procurement of needed 30-minute resources so that AS needed to meet NERC requirements can be replenished. The new added constraint in DAM would ensure total clearing from 30-minute resources and 2-hour resources equal to the total required amount. The 2-hour capacity will be offline or held behind HASL. 

                  To minimize RUCing, RUC buyback removal, as approved by NPRR1092, should be implemented as soon as possible. Also, the additional capacity that will be procured through Non-Spin should be opened up to RUC engine by reducing the penalty curve for that portion of the Non-Spin in RUC engine.  



	Option 1: Implement a Basic settlement component of PCM manually

	-     Implementing a capacity solution on such short notice will have significant impacts on the existing wholesale and retail contracts and are likely to significantly harm the market participants. This is especially true when there is no ERCOT cleared forward market or time for a bilateral market to develop so that LSEs can hedge against the exposure. 

-      The after the fact settlements, the uncertainty of design parameters and the uncertainty of the total cost obligation and associated collateral payment for an LSE creates significant and unnecessary exposure to REPs which either REPs will have to bear or will end up increasing competitive retail electric prices.  
-      Even if a change of law clause is allowed, it will take significant amount of time/effort on all Market Participants (MP) to renegotiate the existing contracts. These negotiations won’t be possible without knowing all the parameters and implementation details of PCM.  Even if all the parameters are known, the negotiations will be very difficult as it will be much harder for MPs to predict the values of these credits since it will be a completely new product with many administrative variables. The ERCOT Contingency Reserve Service (ECRS), a significantly smaller product than PCM, was given years of lead time even though there were similar products like Responsive Reserve Service (RRS) & Non-Spin in the market that would help estimate the value of ECRS.
-     Implementing PCM in such a hurry is not necessary, given that ERCOT data/studies and the E3 report have clearly shown that there is no current capacity problem.
-     If this manual PCM is being implemented to give investment signals for new builds then existing Energy and AS markets can be adjusted (preferrable through a variation of option 3) much more easily to give those signals. If the object of the bridge solution is simply to ensure that the net revenue in the market is equal to CONE every year, then that can be implemented by modifying ORDC. At the beginning of each year, ERCOT could do an estimate of net revenue for the next year and add another ORDC floor at 3500MW or 4000MW of reserves to a level that will increase revenue to CONE. If CONE is not met that year, then next year’s calculation could be adjusted to cover for it. If net revenue crosses 95% of CONE, then the floor could be removed to revert to the original ORDC for the rest of the year to better hit the target of net revenue equal to CONE.

-      If the intent is to show the market how PCM will clear, then publishing back cast of PCM pricing (under different market behavior scenarios) would achieve the objective without adversely impacting the market.



	Option 2: Procure Additional Ancillary Services

	-      It is better to incent self-commitment to maintain reserves by adjusting ORDC to reflect the value of reserves that are needed (as in option 3), than to procure the needed capacity. Modifying ORDC to reflect the value of total reserves that are needed would help minimize RUCing by creating incentive for self-commitment to meet load plus reserves. 

-      If ORDC changes cannot be made, then next best way to get the reserves needed is to procure it through AS. If ERCOT wants to maintain 8GWs of reserves (6500 + 1500MWs to cover for Load Resources proving RRS) then procuring 8GWs of ancillary service will ensure that there is no need for RUCing for those reserves.
-      If the desire is to procure more AS to address long duration uncertainty, then it is important for the Commission to acknowledge that this increase in AS is a change in law imposing a fee or cost that is beyond a REP’s control. From a procurement perspective, it is more efficient to procure a 2-hour deployment service than a 10 minute or 30-minute deployment to address long term uncertainty. This ensures that a much wider resource base is used to address the issue, procuring resources in the most cost-efficient way.  Since creating a new AS can take time to implement, a work around can be implemented to achieve the objective by modifying Non-Spin. The current Non-Spin should not be completely eliminated as 30 min deployment service is still needed to recover services that are required by NERC rules. The MWs needed to be available in 30 mins should still be procured from online resources or offline resources that can be available in 30 minutes.  The additional extra MWs needed should be procured from resources that are online or offline but available in two hours.
-      The workaround can be implemented by adding a constraint in the non-spin DAM clearing to split non-spin into two components and modifying the operator deployment of Non-Spin to include the second part. The current constraint in the DAM would ensure minimum procurement of needed 30-minute resources and the new added constraint in the DAM would ensure total clearing from 30-minute resources and 2-hour resources equal to the total required amount. The 2-hour capacity will be offline or held behind High Ancillary Service Limit (HASL). 
-      This workaround has the limitation of not creating the correct price for 2hr service but would prevent Non-Spin clearing insufficiency as the workaround will open up more resources to provide the additional AS being procured. The correct price for 2hr service can be resolved by creating a separate 2 hr service in the long run.
-      In order to minimize RUCing, RUC buyback removal, as approved by NPRR1092, should be implemented asap. Also, the additional capacity that will be procured through Non-Spin should be opened up to RUC engine by reducing the penalty curve for that portion of the non-spin in RUC engine.  


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

	-      Sending price signals through ORDC modification is the ideal solution to achieve operational flexibility and to send long term investment signals for flexible dispatchable resources which could be thermal generation or demand response. 
-       Even if PCM is implemented, Energy and Ancillary Service should be the main revenue stream for incentivizing operational reliability and for sending long term investment signals.
-      Reducing ORDC after implementing PCM will have the adverse effect of suppressing price signal that incentivize innovation on demand response like price responsive demand or large flexible loads, energy efficiency, firming of non-firm resources, availability of thermal resources etc
-      If the object of the bridge solution is simply to ensure that the net revenue in the market is equal to CONE every year, it can be implemented by modifying ORDC. However, this should not be done as annual ORDC price corrections discussed during the workshop because this will significantly drive down bilateral hedging liquidity. It can be done in a way that gives market more advance notice thereby improving MP’s confidence in the market fundaments and improving market liquidity. This would eliminate the need to require completed and costly collateral requirements for a once a year backward looking fee or charge.  At the beginning of each year, ERCOT could do an estimate of net revenue for the next year and add another ORDC floor at 3500MW or 4000MW of reserves to a level that will increase revenue to CONE. If CONE is not met that year, then next year’s calculation could be adjusted to cover for it. If net revenue crosses 95% of CONE, then the floor could be removed to revert to the original ORDC for the rest of the year to better hit the target of net revenue equal to CONE. 


	Option 4: Backstop Reserve Service (BRS)

	-      Since ERCOT studies and PUCT’s E3 reports have clearly shown that there is no capacity problem now, a better bridge solution to ensure retention of retiring capacity is Option 5


	Option 5: Contracts for Capacity

	-      It can be an extension of the current Reliability Must Run (RMR) process to allow for longer term procurement of retiring capacity so that reliability can be maintained while giving the market time to respond. 


	Option 6: Publish Indicative PCM Values

	-      If the intent is to show the market how PCM will clear, then publishing back cast of PCM pricing under different scenarios is more appropriate as that can accommodate the impact of market behavior which would be different under indicative PCM and financially biding PCM. 


	Conclusion/Additional Comments

	Given the issue that ERCOT is facing now and in the near future and the timeline for implementation, Option 3 is the best solution among all the bridge solutions offered for discussion. ORDC adjustments are the best option considering ease of implementation, minimal adverse impacts on the existing markets, improvement of operational reliability and short/long term incentive created to attract new investment and maintain existing resources.
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