Nodal Protocol Revision Request


	NPRR Number
	XXX
	NPRR Title
	Cost of New Entry (CONE) Studies

	Date Posted
	

	
	

	Requested Resolution 
	Normal

	Nodal Protocol Sections Requiring Revision 
	4.4.11, System-Wide Offer Caps

	Related Documents Requiring Revision/Related Revision Requests
	None

	Revision Description
	The Peaker Net Margin (PNM) threshold is calculated as three times the Cost of New Entry (CONE) for a reference dispatchable generation resource. The CONE reflects the levelized annual fixed costs to build, test and operate new generation facilities in the ERCOT Region. In addition to being a parameter for PNM threshold calculation, the CONE is used as a model input for estimating the Market Equilibrium and Economically Optimal Planning Reserve Margins.
This Nodal Protocol Revision Request (NPRR) requires ERCOT to periodically conduct a formal CONE study, post the CONE study to the ERCOT website, and update the PNM threshold value based on the new CONE value.

	Reason for Revision
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  Addresses current operational issues.
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  Meets Strategic goals (tied to the ERCOT Strategic Plan or directed by the ERCOT Board).
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  Market efficiencies or enhancements
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  Administrative
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  Regulatory requirements
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  Other:  (explain)

(please select all that apply)

	Business Case
	There is currently no formal process or timetable for updating the CONE value, which is currently $105,000/MW-year based on a 2012 study conducted by The Brattle Group (“ERCOT Investment Incentives and Resource Adequacy”). Requiring that a formal CONE study be conducted on a periodic basis will improve market transparency.
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	Phone Number
	

	Cell Number
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	Proposed Protocol Language Revision


4.4.11
System-Wide Offer Caps
(1)
The SWCAP shall be determined in accordance with the Public Utility Commission of Texas (PUCT) Substantive Rules.  The methodology for determining the SWCAP is as follows: 
(a)
The Low System-Wide Offer Cap (LCAP) is set at $2,000 per MWh for energy and $2,000 per MW per hour for Ancillary Services. 
(b)
At the beginning of each year, the SWCAP shall be set equal to the High System-Wide Offer Cap (HCAP) and maintained at this level as long as the Peaker Net Margin (PNM) during a year is less than or equal to the PNM threshold per MW-year.  If the PNM exceeds the PNM threshold per MW-year during a year, on the next Operating Day, the SWCAP shall be reset to the LCAP for the remainder of that year.
(c)
ERCOT shall set the PNM threshold at three times the Cost Of New Entry (CONE) of a new dispatchable reference generation plant. CONE represents the annualized fixed costs of building, testing and operating a new dispatchable resource in the ERCOT Region.
(i) The CONE shall be determined by a CONE study conducted by a consultant with expertise in conducting such studies.
(ii) The CONE study shall be conducted at least every four even-numbered years.
(iii) CONE studies shall be posted on the ERCOT website.
(iv) ERCOT shall update the PNM threshold based on the CONE parameter on the first day of the year following the CONE study and associated stakeholder comment process, and implement that value following TAC and ERCOT Board approval unless otherwise directed by the ERCOT Board.

The above parameters are defined as follows.

	Parameter
	Unit
	Current Value*

	HCAP
	$/MWh
	5,000

	PNM threshold
	$/MW-year
	315,000

	*  The current value for the parameters referenced in this table above will be recommended by TAC and approved by the ERCOT Board.  ERCOT shall update parameter values on the first day of the month following ERCOT Board approval unless otherwise directed by the ERCOT Board.  ERCOT shall provide a Market Notice prior to implementation of a revised parameter value.


(2)
Any offers that exceed the current SWCAP shall be rejected by ERCOT. 

	[NPRR1008:  Replace Section 4.4.11 above with the following upon system implementation of the Real-Time Co-Optimization (RTC) project:]

4.4.11
Day-Ahead and Real-Time System-Wide Offer Caps

(1)
The DASWCAP and RTSWCAP shall be determined in accordance with the Public Utility Commission of Texas (PUCT) Substantive Rules.  The methodology for determining the DASWCAP and RTSWCAP is as follows: 
(a)
The Low System-Wide Offer Cap (LCAP) is set at $2,000 per MWh for energy and $2,000 per MW per hour for Ancillary Services.
(b)
At the beginning of each year, the DASWCAP and RTSWCAP shall be set equal to the respective High System-Wide Offer Cap (HCAP) and maintained at this level as long as the Peaker Net Margin (PNM) during a year is less than or equal to the PNM threshold per MW-year.  Additionally, the Value of Lost Load (VOLL) used to determine the ASDCs for DAM and RTM shall be set to the HCAP for DAM.  If the PNM exceeds the PNM threshold per MW-year the DASWCAP and the VOLL used to determine the ASDCs for DAM and RTM shall be reset per the schedule in Section 4.4.11.1, Scarcity Pricing Mechanism.
(c)
ERCOT shall set the PNM threshold at three times the cost of new entry of new generation plants.
The above parameters are defined as follows:

Parameter
Unit

Current Value*

HCAP – DAM (DASWCAP)
$/MWh
5,000
HCAP – RTM (RTSWCAP)

$/MWh

2,000

PNM threshold

$/MW-year

315,000

*  The current value for the parameters referenced in this table above will be recommended by TAC and approved by the ERCOT Board.  ERCOT shall update parameter values on the first day of the month following ERCOT Board approval unless otherwise directed by the ERCOT Board.  ERCOT shall provide a Market Notice prior to implementation of a revised parameter value.

(2)
Any offers that exceed the current respective SWCAP shall be rejected by ERCOT.


4.4.11
System-Wide Offer Caps

(1)
The SWCAP shall be determined in accordance with the Public Utility Commission of Texas (PUCT) Substantive Rules.  The methodology for determining the SWCAP is as follows: 
(a)
The Low System-Wide Offer Cap (LCAP) is set on a daily basis at the higher of:

(i)
$2,000 per MWh for energy and $2,000 per MW per hour for Ancillary Services; or

(ii)
Fifty times the effective daily FIP, expressed in dollars per MWh for energy and dollars per MW per hour for Ancillary Services. 
(b)
At the beginning of each annual Resource adequacy cycle described in Section 4.4.11.1, Scarcity Pricing Mechanism, the SWCAP shall be set equal to the High System-Wide Offer Cap (HCAP) and maintained at this level as long as the Peaker Net Margin (PNM) during an annual Resource adequacy cycle is less than or equal to PNM threshold per MW-year.  If the PNM exceeds PNM threshold per MW-year during an annual Resource adequacy cycle, on the next Operating Day, the SWCAP shall be reset to the LCAP for the remainder of that annual Resource adequacy cycle.
(c) ERCOT shall set the PNM threshold at three times the Cost of New Entry (CONE) of a new reference generation plant.
(i) The CONE shall be updated every four years, in coordination with the Long Term System Asseseement and Reserve Margin Studies  
based on a formal CONE study and associated stakeholder comment process;

(v) The CONE study preparation schedule and the past and current CONE and PNM threshold values shall be documented in an Other Binding Document posted on the ERCOT website;
(vi) CONE studies shall be posted on the ERCOT website.
(d) The HCAP shall be determined in accordance with PUCT Substantive Rules. The current HCAP value is $9,000/MWh.
(e) ERCOT shall postupdated parameter values on the first day of the year following the formal CONE study and associated stakeholder comment process, and implement that value  following TAC and ERCOT Board approval unless otherwise directed by the ERCOT Board.
(f) ERCOT shall provide a Market Notice prior to implementation of revised parameter values.
 
	
	
	

	
	
	

	
	
	

	


(2)
Any offers that exceed the current SWCAP shall be rejected by ERCOT. 

�I prefer specificity here, unless you have reason to think that a change requiring an NPRR would happen soon


�This refers to SAWG review and WMS presentation?


�Based on past feedback, I believe there is a preference for certainty in the time frame a new CONE/ONM would occur and this coincides with the CONE-LTSA timeline we had laid out. 
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