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Introduction
Electric Reliability Council of Texas, Inc. (ERCOT) proposes revisions to the ERCOT Protocols that govern the administration of Pre-Assigned Congestion Revenue Rights (PCRRs) in the ERCOT market.  The revisions are intended to clarify the rules regarding PCRR eligibility and allocation.  The changes provide clarity with respect to the Entities that are eligible to receive PCRRs, and how the status of a Generation Resource (for PCRRs based on unit ownership) and particular contract terms (for eligible contracts) affect PCRR eligibility.  
The revisions are consistent with the general policies that apply to transmission rights in organized electric markets (i.e. Independent System Operators (ISOs) and Regional Transmission Organizations (RTOs) markets), and, specifically, with the principle that the availability and allocation of subsidized priority transmission rights should be restricted to the greatest degree consistent with the premise for the establishment of such rights.  
Priority Transmission Rights Policy in Organized Wholesale Electricity Markets
Wholesale electricity markets operated by ISOs and RTOs evolved as part of the deregulation of the wholesale electric industry to promote supply side competition.  The basic idea behind organized markets was to create efficient pricing that benefits consumers and provides transparent price signals to incent economic investment in infrastructure (e.g. generation and transmission).
  
In order to achieve this goal, pricing in organized markets must reflect the true cost of electricity, including congestion costs.
  This is accomplished by utilizing locational marginal pricing, which reflects the marginal cost of electricity at particular pricing points (i.e. nodes and/or zones) on the electric system.  Locational marginal prices (LMPs) are calculated and applied on a relatively frequent basis (e.g. hourly).  It was this dynamic price exposure and accounting for congestion costs in organized markets that drove the development of financial transmission rights.  
Prior to organized markets, congestion costs were opaque in terms of price signals and accounting.  Rates were set by tariff and were relatively stable based on the terms thereof.  The direct reflection of congestion costs in LMP pricing created the need for a financial hedging mechanism to enable parties to manage the price uncertainty associated with congestion, as reflected in LMPs.  By creating a financial right that is separate from the physical dispatch of the system, it enables the ISO/RTO to conduct an economic security-constrained dispatch, thereby achieving the economic and operational efficiencies intended from organized markets, while still enabling market participants to obtain relatively stable pricing.     
Financial transmission rights entitle the holder to the difference between two prices on the transmission grid.  The price differential is between a source, which is associated with a supply resource, and a sink, which is generally associated with a load point of delivery.
  This effectively enables an Entity to engage in a fixed price transaction between two discrete points on the system.  For example, an Entity may want to use a particular generator to serve its load.  The supply price may be fixed (if the Entity owns or has an agreement with the unit), but the market charges for the schedule will be subject to congestion costs between the source (the relevant unit) and the sink (the load node/zone served by the Entity).  To manage the congestion costs, the Entity could obtain a financial transmission right between the relevant points.  The Entity would then pay the congestion between the two points, but it would also be paid the congestion rents between the same two points.  Assuming adequate system capacity to fully fund the financial transmission right, the Entity’s congestion costs would zero out, and it would only be subject to the cost of the energy cost on an unconstrained system.
  
The capacity that supports financial transmission rights is limited.
  Therefore, to support economic efficiency in organized markets, financial transmission rights are sold in competitive auctions to allocate the rights to those that value them the most.  However, most markets also provide for some type of priority allocation based on legacy entitlements related to a legal/regulatory construct that existed prior to the implementation of organized markets.  For example, the policy behind priority allocations in some markets is that the recipients paid for transmission system capacity prior to integrating into an organized market.
  In exchange, the ratepayers received service at reasonable rates that were relatively stable.  Upon moving to an organized market construct, those customers are exposed to locational marginal pricing, which, as discussed, is dynamic relative to fixed price tariff service.  Arguably, this undermines the “benefit of the bargain” for those customers, which was stable pricing in return for their payment for the relevant system capacity pursuant to regulated rates.  To mitigate this issue, and to respect relevant historical equities,
 organized markets employ various forms of priority allocations, which can include auction revenue rights or financial transmission rights.  Under these programs, recipients are entitled to rights for free or at reduced rates.  Regardless of the nature of the “discount,” this introduces market inefficiencies because the allocation is not based on competitive purchase.  Because such allocations are inconsistent with efficient market principles, the relevant market rules typically restrict the availability and allocation of such rights.  In essence, the rights are generally limited to the historical resource capacity associated with the eligible Entities at some point in time – e.g. when the Entity was integrated into the market, or the date established by applicable governing mandate (e.g. statutory, regulatory or market rule date that reflects the regions’ policies justifying the establishment of priority rights).  Consistent with limited purposes of priority rights, they should be restricted to the maximum extent possible because they are not intended to be an inefficient, out-of-market financial windfall for the recipients.  
While the basic principles described above apply generally in all organized markets, each region has specific rules that govern the operation and administration of financial transmission rights in their respective markets.  
Priority Transmission Rights in the ERCOT Markets

In the ERCOT Region, priority rights – Pre-Assigned Congestion Revenue Rights (“PCRRs”) – are granted to a limited group of Market Participants.  Specifically, Non-Opt-In Entities (“NOIEs”) are eligible to receive PCRRs.  A NOIE is a Municipally Owned Utility (“MOU”) or Electric Cooperative (“EC”) that has not elected to open its service area to competition.  
Consistent with the general principles that apply to financial transmission rights , the PCRR rules should be consistent with economic efficiency, which means the availability and allocation should be restricted as much as possible consistent with the intent of the program.  To accomplish this, the amount of PCRRs must be limited to NOIE historical capacity rights relative to a particular point in time.  This limitation strikes a balance between respecting the historical entitlements of NOIEs in a regulated service environment, and ensuring maximum transmission rights capacity are available to the competitive market on an economic basis.  
In the ERCOT market, capacity owned or controlled under long-term contract (greater than 5 years) prior to September 1, 1999 is eligible for PCRR allocation.  Thus, the source and sink locations for PCRRs are limited to a defined set of pathways between NOIE historical resources and the relevant Load Zone(s) of the NOIE.  NOIEs are entitled to an amount of PCRRs up to the net capacity of their historical resources, and they can nominate those rights up to that level based on their energy needs.  

Against this background, questions have arisen regarding whether third parties may receive PCRRs on behalf of NOIEs.  Additionally, there have been issues regarding the impact of operational decisions related to PCRR-eligible Resources and contract terms for PCRR-eligible contracts (e.g. mothballing a Resource and evergreen provisions or renewals of contracts).  
Because the ERCOT Protocols do not specifically address these matters, ERCOT has sponsored a Nodal Protocol Revision Request (NPRR) to clarify certain issues.  The revisions are consistent with the market principles and policies described above, and, therefore, reflect the intent of the ERCOT market design to function in accordance with economic efficiency principles, as required by PUCT rules.
  
Proposed Changes to the PCRR Rules

All proposed changes are within Section 7.4 of the ERCOT Protocols.  The revisions include changes to clarify PCRR eligibility and describe PCRR eligibility requirements for owned and contracted capacity and circumstances that disqualify Resources and contracts from being eligible as a PCRR source point.  
Section 7.4

The revisions to Section 7.4 provide a general overview of the PCRR rules.  They also explicitly establish that an eligible NOIE may designate a third party agent to receive its PCRRs, provided that ERCOT’s relationship is with the NOIE, and provided further that the designated agent shall be subject to the same rules as the NOIE.  
The intent is to clarify that NOIEs may use agents to manage their PCRRs, but the third party must manage the rights consistent with, and subject to, all applicable PCRR rules.  This clarification is intended to ensure the rights are not used for unintended purposes, such as financial benefit beyond acting as a financial hedge for the NOIE service obligations, and to make clear that a third-party agent cannot use the PCRRs for market purposes, which would be contrary to the limited purpose of the PCRR program.
Sections 7.4.1 
Like Congestion Revenue Rights (CRRs), PCRRs are financial pathways between two locations on the grid – a source, which is the point of energy injection, and a sink, which is the point of energy withdrawal.  Section 7.4.1 describes PCRR source and sink eligibility requirements, PCRR source disqualification and the effect of such disqualification in terms of the effectiveness of the impacted PCRR and the future eligibility as a valid PCRR source point.  
Because PCRRs are only intended to apply to the relevant NOIEs’ historical supply relationships, it is necessary to limit the PCRR source and sink points as described above.  Allowing PCRR source/sinks to vary beyond the relevant historical supply sources and Load Zone of the NOIE, respectively, could undermine the efficiency of the market because it would utilize transmission rights capacity unrelated to the historical supply relationships that are the premise of priority rights programs, and that capacity should be available on a competitive basis.  Accordingly, Section 7.4.1.1 explicitly limits eligible PCRR source/sink points to locations that define the relevant historical supply-load relationships.   
Section 7.4.1.1(1)
Section 7.4.1.1(1) states that eligible source points are limited to historical resources used by the NOIE to serve its load.  These include: 1) specific Generation Resources, whether they are owned by the NOIE or controlled pursuant to long-term contract; 2) multiple Generation Resources that are part of a portfolio supply agreement with a specifically-listed Entity; and 3) the Direct Current Tie (DC Tie) node for a specific Entity with historical capacity contracts related to resources outside the ERCOT Region.   
The revisions then describe the PCRR source eligibility criteria.  They retain the requirement that the source relationship must have existed prior to September 1, 1999.  The changes then clarify the eligibility requirements applicable to each type of eligible resource/relationship.  The eligibility criteria are intended to limit PCRR use to providing a financial hedge relative to the eligible historical source points.  Paragraphs (a) and (b) in Section 7.4.1.1(1) generally describe the eligibility requirements for owned and contracted capacity, respectively.  Paragraphs (c) and (d) describe specific contract arrangements involving specific Entities, which are also subject to the same eligibility requirements that apply to long-term contracts generally.  The revisions to each section are summarized below.
Section 7.4.1.1(1)(a)

Section 7.4.1.1(1)(a) addresses eligibility requirements for a Generation Resource owned by a NOIE.  The requirement that ownership of the Generation Resource must exist prior to September 1, 1999 is retained.  The revisions clarify that: 

1) Ownership must have been uninterrupted since the 09/01/99 eligibility date;
2) Subject only to Forced, Maintenance, Opportunity or Planned Outages (as those terms are defined by the ERCOT Protocols), the Generation Resource must have remained in service since the 09/01/99 eligibility date; and
3) The Generation Resource must be used to serve the load of the NOIE, at a minimum, in an amount equal to the nominated PCRR amount.
Section 7.4.1.1(1)(b)
Section 7.4.1.1(1)(b) addresses eligibility requirements for capacity controlled by a NOIE pursuant to a long-term contract.  The requirements that the contract: 1) be in place prior to September 1, 1999; and 2) is for a term of greater than 5 years, are retained.  The revisions clarify that: 

1) Contracts that meet the eligibility date (i.e. 09/01/99) and have an evergreen provision that effectuates compliance with the 5 year minimum term requirement are eligible as a valid source point, provided that the evergreen provision was in place prior to the 09/01/99 eligibility date.  Conversely, the revisions clarify that contracts are not eligible PCRR source points if they would meet the 5 year minimum term requirement based on an extension provision (evergreen or otherwise) that was added to the contract subsequent to the 09/01/99 eligibility date;
2) The NOIE must be entitled to capacity on an annual basis, which clarifies the PCRR entitlement right is relative to capacity, not energy (however, PCRR nominations are limited to energy usage, capped by the capacity entitlement); 
3) The contract must have been effective and uninterrupted since the 09/01/99 eligibility date; 
4) The Generation Resource(s) that is/are the subject of the long-term contract must have remained in service since the 09/01/99 eligibility date, subject only to Outages (Forced, Maintenance, Opportunity or Planned) as defined by the ERCOT Protocols; and
5) The Generation Resource(s) that is/are the subject of the long-term contract is/are used to serve the load of the NOIE, at a minimum, in an amount equal to the nominated PCRR amount.
Section 7.4.1.1(1)(c)

Section 7.4.1.1(1)(c) clarifies that Generation Resources backing legacy portfolio supply contracts between NOIEs and certain Entities – specifically, Austin Energy, South Texas Electric Cooperative and the Lower Colorado River Authority – are eligible PCRR source points for the NOIEs that are parties to such agreements, provided that the agreements and the Generation Resources backing them meet the requirements applicable to long-term contracts generally pursuant to Section 7.4.1.1(1)(b).  “Portfolio supply contract” is defined in terms of an agreement between a NOIE and one of the relevant Entities for wholesale energy/capacity from multiple (i.e. a portfolio of) Generation Resources.

Section 7.4.1.1(1)(d)

Similar to Section 7.4.1.1(1)(c), subparagraph (d) addresses a specific legacy contract that TexLa has with supply resources outside of the ERCOT interconnection.  The revisions clarify that the capacity from the units backing these contracts is eligible for PCRR treatment, but that the PCRR source point for the resources is the DC Tie node associated with the import of energy from the units.  The revisions also clarify that these contracts must meet the eligibility requirements applicable to long-term contracts generally under Section 7.4.1.1(1)(b).
Section 7.4.1.1(2)
Section 7.4.1.1(2) establishes that eligible PCRR sink points are the Load Zone in which the NOIE service obligations exist.  Similar to, and in concert with, the source point eligibility restrictions, this ensures that PCRRs are used to hedge historical service relationships.
Section 7.4.2
Section 7.4.2 describes the rules governing PCRR nominations.  Section 7.4.2.1 describes PCRR pathway eligibility.  Eligible paths consist of a single source and sink, and can be based on any combination of eligible source and sink points.  Section 7.4.2.2 sets the rules related to eligible PCRR nomination amounts.  The section establishes that PCRR nominations shall be based on energy usage, subject to a maximum MW nomination amount based on the applicable capacity entitlement of an eligible PCRR source point at the relevant point in time – i.e. September 1, 1999.  It makes clear that incremental MW amounts added after that date are not eligible for PCRR nomination.  Finally, the section states that NOIEs with service obligations in more than one Load Zone that are eligible for PCRRs shall nominate PCRRs based on energy needs in each relevant Load Zone, again, limited to the respective capacity entitlements, or, if specific entitlements are not established (e.g. in a portfolio supply contract), then capacity entitlements from the relevant unit(s) shall be based on peak load obligations.  Consistent with the source/sink eligibility requirements, the PCRR nomination rules restrict the use of PCRRs to eligible historical supply-demand relationships.  
Section 7.4.2.3, PCRR Nomination Restrictions, is comprised of existing rules that impose particular obligations/restrictions on nominations under the relevant circumstances, and, therefore, seemed well suited under a distinct section related to PCRR restrictions.  
Finally, Section 7.4.2.3 requires that nominations designate whether the Entity is nominating the right as an obligation or an option, and states that such designation is binding upon allocation.  
Section 7.4.1.2
Section 7.4.1.2 establishes rules related to PCRR disqualification.  Sections 7.4.1.2.1 and 7.4.1.2.2 describe disqualifying events and the effect of disqualification, respectively.
Section 7.4.1.2.1
The disqualifying events are based on changes in the PCRR source points that compromise compliance with source point eligibility requirements.  In essence, the disqualifying events focus on changes in Resource status and/or contractual relationships that terminate the historical relationship, or interrupt that relationship, for any reason other than a Forced, Maintenance, Opportunity or Planned Outage.  The intent is to prohibit Entities from using priority rights when it is advantageous, but utilizing other supply sources in the market when those options are more attractive.  
Entities eligible for PCRRs should not be allowed to go back and forth between their PCRR historical arrangements and the market and still be eligible for PCRRs.  Once an Entity decides to terminate or suspend its historical supply arrangements and enter the competitive market to hedge its positions in lieu of using its priority rights, the Entity should lose its existing PCRRs, and should no longer be eligible for those PCRRs.  The capacity associated with disqualified PCRRs should then be made available to the competitive market.  The disqualifying events in Section 7.4.1.2.1 are intended to respect these principles by disqualifying PCRRs where the relevant historical relationship is terminated or interrupted for reasons other than Forced, Maintenance, Opportunity or Planned Outages of the historical supply Resource(s).  
For owned Generation Resources (addressed in Section 7.4.1.2.1(1)), any deactivation unrelated to a Forced, Maintenance, Opportunity or Planned Outage disqualifies the Resource as a valid PCRR source point.  Deactivation includes, but is not limited to, the sale, retirement or mothballing of a Resource.  If deactivation applies to less than 100% of a PCRR-eligible Resource, only the remaining capacity shall continue to qualify as a PCRR source point for the MW amount of capacity of the Generation Resource that is not deactivated, provided that the Resource continues to meet all other eligibility requirements.  
Generation Resources that qualify as a source point pursuant to a long-term contract shall be disqualified if the contract is terminated (addressed in Section 7.4.1.2.1(2)).  Termination is defined in terms of 1) any change in control of the capacity under the contract, unless the change in control does not affect the contractual supply relationship (i.e. the NOIE continues to be served pursuant to the same terms and conditions) and the contract continues to meet all other relevant eligibility requirements; or 2) deactivation of the resource(s) backing the contract for any reason other than a Forced, Maintenance, Opportunity or Planned Outage as defined in the ERCOT Protocols.  As with owned Resources, deactivation events include, but are not limited to, the sale, retirement or mothballing of the Resource backing the contract; and any change in the Resources backing a long-term contract after September 1, 1999.  Similar to owned Resources, disqualification can be for less than the full capacity of the Resource backing the contract if the remaining capacity continues to meet all relevant eligibility requirements.  These same disqualification events apply to the Generation Resources or DC Ties backing the specific eligible portfolio contracts and external supply contracts that are PCRR eligible under Sections 7.4.1.1(1)(c) and (d).  For those situations, the same rules apply to partial disqualification – i.e. the remaining capacity can remain PCRR eligible if it meets all relevant eligibility requirements.  

Finally, this section clarifies that contract extensions executed after September 1, 1999 do not extend the PCRR eligibility beyond the original contract expiration date.  This restriction applies regardless of the type of contract extension, because it is the fact that it was executed after the eligibility date that disqualifies it as being effective to extend PCRR eligibility, not the nature of the contract term.  This applies to all relevant contracts – i.e. general long-term contracts under Section 7.4.1.1(1)(b) and the specific portfolio and external contracts eligible under Sections 7.4.1.1(1)(c) and (d).
Section 7.4.1.2.2
Section 7.4.1.2.2 describes the effect of PCRR disqualification.  If disqualified, a PCRR source point shall be ineligible from the date of the disqualifying event.  If disqualification occurs during the effective term of a PCRR, it shall void the PCRR as of the date of the disqualifying event, and the NOIE loses all rights and obligations associated with the voided PCRR.  

The prompt termination of rights facilitates market efficiency by ensuring that system capacity consumed by PCRRs is limited to the maximum extent possible by making capacity associated with disqualified PCRRs  available to the competitive market as soon as practicable following disqualification.  
Section 7.4.2
Section 7.4.2 describes the PCRR allocation and nomination process.  Section 7.4.2.1 states that PCRRs are comprised of source-sink pathways, and it establishes that NOIEs may nominate PCRRs based on any combination of eligible pathways.  Sections 7.4.2.2 and 7.4.2.3 describe the allocation and nomination processes and rules, with Section 7.4.2.2 focusing primarily on nomination rules and Section 7.4.2.3 focusing on allocation rules.  With respect to PCRR nominations, in essence, the revisions establish that nominations shall be based on energy usage and subject to the MW capacity limit associated with the relevant PCRR source point.  The allocation rules essentially remain the same with the exception of added references to new sections in the rules where relevant.
� The operation of organized markets provides for competition between suppliers resulting in efficient market pricing, which sends price signals that facilitate efficient investment and development of supply.  Although transmission is not a competitive service in organized markets, LMP pricing supports efficient transmission investment, which is managed pursuant to regional reliability and economic planning standards.  





� Congestion costs are essentially price point differentials that result because of system constraints that prevent the application of a single system-wide marginal clearing price.  When such constraints bind, the system operator is required to use more expensive generation to meet demand in the affected area.  The price difference between the cost of such generation and the system-wide clearing price reflects the congestion cost.  


� Sources are linked to a specific node on the system, and sinks are generally linked to a zone, but can be based on a node as well, depending on the market rules.  A node is a discrete electrical bus generally associated with a specific generating unit or facility.  A zone is a collection of nodes, the pricing of which is based on the Load-weighted average of the individual nodes that comprise the zone. 


 


� Any difference between financial terms of the out-of-market bilateral agreement and market LMP charges can be managed from an accounting perspective by the submission of the bilateral for accounting purposes, or via the terms of the contract.  The end result is that the parties are subject to the financial terms of the contract. 





� Financial transmission rights are funded by the congestion charges related to use of the system.  Entities are charged for transactions and those charges are used to pay the holders of financial transmission rights.  Accordingly, the amount of transmission rights is limited by the capacity of the system, and full funding depends on adequate capacity being available to support transactions and corresponding charges equivalent to the amount of allocated transmission rights.





� This is the basis for PJM’s priority rights – Auction Revenue Rights.  See PJM Transmittal Letter in Docket ER06-1218 (July 3, 2006) at pp. 6-8.  See also PJM Comments in AD05-7 (June 27, 2005) at pp. 5-6 and 11-12.  Southwest Power Pool utilizes a similar approach to PJM.  See Southwest Power Pool Transmittal Letter in Docket No. ER12-1179 (February 29, 2012).  NYISO bases priority transmission rights on firm transmission/wheeling arrangements, transmission facility agreements and transmission capacity for native load that existed at the time the NYISO organized market was established.  See NYISO Tariffs: OATT Section 17, Attachment K – Reservation of Certain Transmission Capacity and LBMP Transition Period.





� The premise underlying priority transmission rights can vary between regions depending on the relevant policies that justify the allowance of the subsidized rights.  The basis for priority rights can be the product of legislative, regulatory or market-driven policy, or a combination thereof.





� The rules that govern transmission rights in the ERCOT market are established in Section 7 of the Protocols.





� PUCT regulations require ERCOT perform its duties consistent with microeconomic principles and economic efficiency. See PUC Subst. R. 25.501(a).





� Please refer to the specific revisions in the submitted NPRR request, which is attached hereto for reference.
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