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	Comments

	Luminant submits limited replies to the joint comments submitted by consumers the evening of April 7, 2023 (“Joint Consumers”). Luminant appreciates Joint Consumers’ expressed concerns but the suggestions in Joint Consumers’ comments should be rejected by TAC and the ERCOT Board for the reasons outlined below. As Luminant addressed in detail in its March 13 comments, Ancillary Services are not an effective bridge solution (including DRRS), and ERCOT’s preferred Operating Reserve Demand Curve (ORDC) enhancement provides the best, most targeted means to address the stated bridge solution objectives. Luminant also takes this opportunity to specifically rebut the assertion that recent Peaker Net Margin estimates are relevant in this policy discussion.
First, recall ERCOT’s stated bridge solution objectives are 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 is (5) to reduce the frequency of Reliability Unit Commitments (RUCs). 
DRRS is not a Bridge Solution

Joint Consumers urge implementation of DRRS as a bridge solution, but this recommendation specifically fails all 5 of the stated objectives. First and foremost, DRRS cannot be quickly implemented (failing objective 4). Introduction of new ancillary services is a time-consuming process, requiring significant stakeholder focus to evaluate and define the service, develop Protocols for the service, and to make system changes to support the launch of the new service (following ERCOT’s own system changes). Consider that NPRR863, creating the Fast Frequency Response (FFR) subset of Responsive Reserve Service and the new ERCOT Contingency Reserve Service (ECRS) was approved in February of 2019, more than a year after it was introduced; FFR completed its implementation in October 2022 and ECRS is scheduled to go live this coming June. 
Moreover, DRRS has not been adequately studied (cannot meet objective 3). While Luminant recognizes that DRRS is very similar to the “uncertainty product” concept laid out by the Independent Market Monitor in last year’s State of the Market Report, there has not been meaningful evaluation of DRRS or its potential impacts to date. Joint Consumers do make vague reference to “independent studies” in their comments, but the only purported study on DRRS that Luminant is aware of is the Bates White paper, which was commissioned by TAM, TXOGA, TCC, and TIEC – far from independent.
 Indeed, the Bates White paper engages in circular logic that supports its backers’ advocacy goals, first denying the very existence of a resource adequacy challenge in ERCOT, then suggesting that DRRS is a solution to a problem that it denies exists, all while cherry-picking data about the PCM and DRRS to create favorable optics for their preferred policy outcome.
 The Bates White paper suggested that DRRS procurement could be ~9.5 GW, which is more than the entire current ancillary services procured today
 and would surely have impacts on costs borne by load serving entities, resources’ commitment decisions, and likely reduce the ability of dispatchable generators to take planned outages,
 all of which could have distortive and adverse consequences that should be evaluated (thus failing objective 3). Luminant does not oppose further stakeholder evaluation of any new ancillary services; the key point here is that evaluation has not yet taken place.
DRRS alone cannot attract new or retain existing generation (failing objectives 1 & 2). While Joint Consumers (and others) have asserted that DRRS could “lead to a bigger reserve margin,” this assertion has not been corroborated by any generator – that is, no one that is in the business of developing and operating generators has stated that DRRS alone would incentivize the build-out of new generation capacity. In addition, the existing generators that are most economically challenged would not qualify for DRRS, because they have start times that are generally greater than 2 hours. Thus, DRRS cannot meaningfully help retain existing resources at risk of exiting the market.

DRRS alone will not end RUCs associated with conservative operations (failing objective 5). ERCOT has generally not been targeting resources with < 2 hour start times in its RUC instructions under conservative operations,
 and ERCOT has not committed to reducing RUCs (in general or of these older, slower units) if DRRS were put in place. 
Recent Peaker Net Margin Results are Irrelevant
Luminant does not view the ORDC Enhancement bridge solution as needing to target a specific revenue expectation or specific allocation of said revenue. Luminant actually believes that focusing on such objectives shifts policy focus toward red herring arguments, such as the assertion repeated by Joint Consumers that real-time market revenues reflected in Peaker Net Margin (PNM) is a meaningful metric, which Luminant wishes to specifically rebut as it is often stated but is very misleading. 

First, context is important. Investments in 20+ year assets are made on a forward-looking basis, not backwards-looking, and it is worth noting that every year PNM has exceeded the current ERCOT-defined Cost of New Entry (CONE) threshold has been an anomalous year due to extreme weather or market conditions. Consider also that one of the three years was driven by Winter Storm Uri, in which many generators actually lost significant amounts of money, and removing the week of Winter Storm Uri, PNM would have also failed to clear CONE in 2021. Current forward market curves do not indicate that PNM will continue at those anomalous levels.
Second, PNM is only an indicator and not a true measure of a resource’s ability to capture CONE. It assumes that a resource (1) only participates in the real-time market (no hedges or DAM commitment); (2) has no outages and is committed 24 hours per day, 365 days per year; (3) incurs no fuel costs beyond the Katy Hub price (e.g., no transportation, storage, imbalance, or firming costs) or environmental costs (e.g., emissions credits); and (4) incurs no fixed or O&M costs.

Taken together, the PNM argument is easily invalidated, depicted below:
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ORDC Enhancements Should Align with ERCOT’s Operating Reserve Demand 
The ORDC Enhancement bridge solution should not target a specific revenue expectation or specific allocation of said revenue, as noted above. Such estimates are backcasts and cannot account for behavioral adjustments that would occur once implemented (generally reducing the estimated impact). Moreover, much of the market does not actually incur real-time prices: both loads and generators hedge their real-time risk, so estimates of the impact of the ORDC based on real-time market outcomes must be tempered.
 So while it is good to review backcasts to help inform decision-making, and alignment with E3’s estimated average additional revenue from the PCM is a side-benefit, backcasted revenue targeting should not be viewed as a “goal seek” function. 
Rather, one of the greatest potential benefits of ERCOT’s preferred ORDC Enhancement is its ability to provide market incentives that can reduce the frequency of RUC. Since ERCOT initiated its conservative operations in June-July 2021, ERCOT’s actual operating reserve demand has not been reflected in the 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 actual demand for operating reserves. ERCOT’s preferred option is specifically targeted at helping to close that gap. As Luminant has noted before, even with recent improvements to RUC compensation, RUC compensation still does not cover all costs, so providing a price signal that can encourage self-commitment is preferable than continuing to lean so heavily on RUCs to meet ERCOT’s preferred committed capacity levels. 
Finally, Luminant notes Joint Consumers’ comments regarding ORDC demand response incentives. While Luminant agrees that the ORDC does provide valuable price signals for demand response, enhancing demand response is neither the ORDC’s primary purpose nor is it a stated bridge solution objective. Luminant believes that ERCOT’s preferred option for ORDC enhancement addresses ERCOT’s stated bridge solution objectives in the most targeted manner.
ERCOT Already Provides Sufficient Transparency and Reporting
ERCOT makes profound amounts of data available, including to which entities ORDC revenues settle in the real-time market. However, Joint Consumers’ proposed reporting is impossible to support. 

First, it would not be readily feasible to disentangle which ORDC revenues resulted from ORDC enhancements. As noted above, the proposed ORDC enhancements should drive behavioral changes – including helping to reduce RUCs, which have their own market impacts. So teasing out the incremental effects of the proposed ORDC enhancements across the entire market would be difficult if not impossible. 
Second, asking “generators receiving enhanced revenues above a reasonable threshold” to “report on a quarterly basis on the uses of those enhanced funds” is also impossible. Revenues are fungible, and used in total to cover expenses in total (with the hopes of having more left over in profit). As a practical accounting matter, generators cannot earmark ORDC revenues for specific uses (let alone a subset of ORDC revenues). Moreover, as noted above, many generators hedge their output and do not actually capture the implied real-time ORDC revenues. Finally, while Luminant agrees that ORDC enhancements should provide incremental benefits for attracting and retaining new resources, the ORDC’s objective has always been to value operating reserves, not to provide earmarked revenues that are limited to “capital investment in new or refurbished generation facilities.”
Therefore Luminant urges TAC and the ERCOT Board to support ERCOT’s recommendation and reject the proposals in Joint Consumers’ comments.


� 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 “Assessment of ERCOT Market Reform Alternatives” (February 22, 2023) at 1 (footnote 1: “Our work has been funded by the Texas Association of Manufacturers, the Texas Oil & Gas Association, the Texas Chemical Council, and the Texas Industrial Energy Consumers.”)


� For example, accepting the PCM cost estimates from E3 while ignoring the PCM offsetting energy and AS revenue impacts that lower the net cost, but engaging in a net cost estimation exercise for DRRS while ignoring that their own implied net cost of DRRS at is higher than the net cost of PCM. 


� In a � HYPERLINK "https://www.ercot.com/files/docs/2022/09/23/2023_Ancillary_Service_Methodology_KickOff_09132022_v2_REVISED.zip" ��September 23, 2022 ERCOT update to WMWG on the 2023 Ancillary Service methodology�, ERCOT included a slide showing that pre-ECRS 2023 Ancillary Services would range 5,655 to 9,308 MW and post-ECRS they would range 4,680 to 8,024 MW.


� ERCOT’s Maximum Daily Resource Planned Outage Capacity (MDRPOC), as implemented by � HYPERLINK "https://www.ercot.com/mktrules/issues/NPRR1108" ��NPRR1108� and defined in Section 3.1.6.13 of the ERCOT Nodal Protocols as well as � HYPERLINK "https://www.ercot.com/files/docs/2022/07/27/Methodology%20for%20Calculating%20Maximum%20Daily%20Resource%20Planned%20Outage%20Capacity_07292022.docx" ��ERCOT’s published MDRPOC Methodology�, limits the ability of thermal generation resources to take planned outages based on a number of factors, including ERCOT’s “target reserve level,” which includes ancillary service requirements. 


� See slides 7-8 in � HYPERLINK "https://www.ercot.com/files/docs/2023/01/23/14--ERCOT-Reports.zip" ��ERCOT’s RUC impact report� to TAC on January 24, 2023 showing that the RUC units’ ages have averaged 40-60 years old; while these show age and not start-up time, older units are generally slower to start.


� Luminant is unaware of any estimates of total hedging activity, but notes that the � HYPERLINK "https://www.ercot.com/committees/board" ��ERCOT Monthly Operational Overview presentations to the ERCOT Board� show that ~80% of real-time load is transacted in the DAM, with outlier ranges between ~67% and 95%. That implies that the vast majority of both generation and load are not directly exposed to real-time price outcomes. 





Luminant Response to Joint Consumers 20230407 Comments
Page 1 of 1
PUBLIC


