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GOLDEN SPREAD'S COMMENTS AND RESPONSES TO QUESTIONS POSED
TO THE HONORABLE PUBLIC UTILITY COMMISSON:
Golden Spread Electric Cooperative, Inc. ("Golden Spread") respectfully submits these
comments in response to the Public Utility Commission's ("PUC" or "Commission") Public Notice of
Workshop and Request for Comments in Project No. 40000, Proceeding Relating to Resource
Adequacy in the ERCOT Power Region, issued on November 22, 2013. In preparation for a January
29, 2014 workshop, the Commission requested that interested parties submit comments to specific
questions posed by Chairman Nelson and Commissioner Anderson. Golden Spread respectfully
submits these comments addressing a limited subset of the questions posed that most relate to Golden
Spread's interests and proposals in this proceeding. Golden Spread urges the PUC to adopt a
mandatory reserve margin and commence a formal rulemaking to examine alternative market designs
and their relative costs and benefits to assure achievement of resource adequacy in the Electric
Reliability Council of Texas ("ERCOT") region. Golden Spread continues to urge the Commission
to consider its proposed market design, conceptually based on the Brattle Report's Option 4, as the
most market-based and efficient option to assure achievement of a mandatory reserve margin
requirement. Golden Spread does not support implementation of a centralized forward capacity
market ("CFCM") in the ERCOT region.
1.

GOLDEN SPREAD'S INTEREST AND BACKGRODUND

Golden Spread is the wholesale electric power supplier to its sixteen rural electric distribution
cooperative Members providing service to about 223,000 electric meters serving their
Member-Consumers located in the Panhandle, South Plains and Edwards Plateau regions of Texas,
about 24 % of the landmass of Texas. Golden Spread also serves smaller areas in the Panhandle of
Oklahoma and portions of Kansas and Southeastern Colorado.
Golden Spread and its Members are electric cooperatives. Each is owned by its membership.
Net margins are held as patronage capital then given back to the membership so they operate on a
not-for-profit basis. Their service orientation is rooted in the cooperative effort to bring power to rural
America in the 1920's and 30's and, consistent with this background, they tend to hold a view that is
innovative, service-oriented, fiscally conservative and long term. Given this structure and culture,
Golden Spread is positioned in this proceeding with a balanced perspective between the interests of
supplier
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s and consumers.
Golden Spread and its Members operate in both the Southwest Power Pool ("SPP") and
ERCOT. Seven of Golden Spread's Members serve in the ERCOT region. These Members' number
one concern is reliability and resource adequacy in ERCOT. Golden Spread has no reason to doubt the
analysis of the Brattle Group and the consensus among many other analysts that an energy-only market
will not secure enough resources to meet an adequate planning reserve margin. Our Members and
their Member-Consumers have great difficulty understanding why this reliability state of affairs
persists because they pay as much as 60% of their annual cost of service for the supply of adequate
generation to serve their load plus a reserve margin. Unlike ERCOT, in the SPP all load serving entities
("LSEs") are required to commit sufficient resources to serve their load plus a 13.636 % reserve
margin. Golden Spread meets these requirements by financing, constructing and operating clean,
efficient, water conserving generating resources. While Golden Spread meets its ERCOT Members'
needs currently through firm purchase power contracts, it is effectuating its plan to serve those needs
instead by building sufficient capacity, including a reserve margin, for commercial operation in
ERCOT in June of 2016.
In 2011 alone, Golden Spread finished construction and brought into commercial operation
246 MW of new generation, a 168 MW1 quick start gas-fired reciprocating engine generating
facility at Antelope Station and a 78 MW wind facility at Golden Spread Panhandle Wind Ranch.
In the next 4 years, by 2017, Golden Spread plans to add 808 MW - 4 new 202 MW GE5 Series
gas-fired combustion turbines. 404 MW of this new capacity, planned to be added in June, 2016,
will be dedicated to serve our ERCOT Members' loads plus a planning reserve margin, which Golden
Spread currently supplies by purchasing its requirements from another provider. The other two
planned 202 MW additions will be built to meet Golden Spread's SPP load and reserve requirements.
Our plan is to make the new 404 MW and the existing 168 MW of SPP capacity at Antelope Station
capable of "grid switching" - that is, capable of interconnection with either the ERCOT or the SPP,
though in a configuration that prevents simultaneous interconnection so that there is never a
commingling of electrons between the two grids. Golden Spread can make this grid switching
capacity available to ERCOT when it is not needed to meet SPP requirements, which is expected to be
the case for the vast majority of the hours in a year, and in emergency conditions. All these gas-fired
resources are capable of ramping up quickly and thus are perfect to support intermittent wind
generation. Antelope Station can reach full output in five minutes or less and the new GE5 Series
combustion turbines can reach 70 % of maximum output in ten minutes and full output in eleven
minutes.

A. MANDATORY RESERVE REQUIREMENT
Golden Spread and its sixteen member rural distribution electric cooperatives

All references to rated nameplate capacity for our gas-fired units are to winter ratings.

unequivocally agree with Chairman Nelson's observation that for Texans "reliability is paramount."2
The record in this proceeding indicates that many in the Texas business community share this priority.
For example, a letter from the President of the Greater Houston Business Council concludes: "I am
confident in the Commission's ability to find a solution that puts long term reliability as the priority for
any electric market reforms."3 Golden Spread has previously filed comments and continues to support
a mandatory reserve requirement for load serving entities ("LSES"). In our judgment, it will be
necessary for the Commission to set a reliability requirement for ERCOT and approve a market design
with features that will achieve that reliability standard. It is difficult to contemplate how a target
planning reserve margin can be achieved, other than by happenstance, without a market design that
explicitly adopts an appropriate planning reserve margin and some enforceable or financial obligation to
achieve it. The current energy-only market design does not have these features and is projected to
produce inadequate reserve margins.4 If there is insufficient capacity to reliably serve the ERCOT
region as a whole, Golden Spread's members along with all other Texans in the ERCOT region
suffer the intolerable risks of rolling blackouts.
Adoption of a mandatory reserve requirement, however, does not presuppose the need for a
centralized forward capacity market ("CFCM"). A market design that addresses a mandatory reserve
requirement can be tailored to best suit the ERCOT region and the interests of all Texans. Despite their
priority to address resource adequacy in Texas, Golden Spread and its Members are very skeptical of
the costs and benefits of a CFCM, particularly if modeled after the Pennsylvania, New Jersey and
Maryland Interchange ("PJM"), which is sometimes referred to as the "gold standard." CFCMs
largely replace competitive market forces with very complex administrative constructs that have, at
least in the PJM, obstructed self-supply, imposed minimum offer price rules ("MOPR") that may
artificially inflate prices, expose LSEs to double-payment for capacity and favor one business model
2

Memorandum from Chairman Donna L. Nelson to Commissioners Kenneth W. Anderson, Jr. and Rolando Pablos, dated
August 16, 2012, RE: August 17, 2012 Open Meeting Agenda Item 26; Project No. 40000 - Commission Proceeding to
Ensure Resource Adequacy in Texas ("Chairman Nelson Memorandum"), at page 1.
3 Letter filed October 16, 2013, Project 40000, Item 507.
4 Golden Spread appreciates the Commission's thorough and continuing investigation into the appropriate level for the
planning reserve margin and the prospects for the energy-only market achieving it. Golden Spread submits, however,
that the evidence to date indicates that in economic equilibrium the energy-only market will almost certainly not sustain
reserve margins meeting the prevailing one loss of load event in ten years (1-in-10 LOLE) industry standard. Golden
Spread supports the 1-in 10-LOLE standard [see Golden Spread's September 23`d comments, Item 461] but looks forward
to the Brattle Group's study and recommendations for an alternative economically optimal reserve margin. Golden
Spread, however, cautions against adoption of any standard for a planning reserve margin approaching a level as low as
the current 9.2% economic equilibrium reserve margin of the ERCOT energy-only market. [The Brattle Group,
Additional ORDC B+ Economic Equilibrium Planning Reserve Margin Estimates, slide 4, July, 2013. (This estimate
does not reflect the Commission's September 12, 2013 decision regarding ORDC B+.)] We agree with other
commentators who have noted, for example, that "customer expectations also are important (including the expectations of
business customers who are located in or considering relocating to Texas) and, accordingly, a significant lowering of
reliability standards in ERCOT is not a prudent policy choice." Demand Response Coalition Comments, filed
September 23, 2013 at pp. 4-5, Project 40000, Item 468]. The Commission should keep in mind that a lower level of
reliability than that available to customers in other parts of the U.S. would be a factor placing Texas at a competitive
disadvantage.

over another, and created overall substantial dissatisfaction among market participants leading to an
abundance of litigation. Golden Spread urges the Commission to review the comments of the
American Public Power Association ("APPA") filed in the Federal Energy Regulatory Commission
("FERC") Capacity Market Conference, to gain a perspective on these potential pitfalls of a CFCM.5
Above, Golden Spread has recounted the substantial resources it has secured and plans to secure
to serve its Members' loads plus reserves. Golden Spread wants to fully participate with its resources
in the ERCOT market but is very concerned that a CFCM, particularly if possessed of certain features,
could discourage or unjustifiably limit its participation, or even potentially punish it for self-supplying
generation resources to meet its obligations to its Members. Moreover, Golden Spread is concerned
generally with a CFCM's rigidity, administrative complexity and cost to implement, which all
contribute to its potential to frustrate economic investment in the appropriate capacity resources for the
ERCOT region of Texas.
B. GOLDEN SPREAD'S PROPOSED RESOURCE ADEQUACY MARKET ("RAM")
In comments filed on August 30 and October 23, 2012, Golden Spread proposed creation of a
bilateral market for the trading of a standard commodity called "resource adequacy credits" or
RACs, much like the current system of renewable energy credits ("RECs").6 Golden Spread will refer to
its proposal as a Resource Adequacy Market or RAM. The RAM is based conceptually on Option 4
presented in the Brattle Report.7 As summarized in the Brattle Report, "ERCOT could facilitate an
efficient bilateral market for capacity by qualifying resources into a standard, tradable resource
adequacy product."8 This paradigm, similar to the one for RECs, is familiar to all ERCOT market
participants and can be accommodated with little disruption to the existing ERCOT market structure.
It places the obligation on all LSEs and creates economic incentive for them to secure resources
sufficient to serve their loads plus a mandatory reserve margin. It also provides a reliable revenue
stream that will address the "missing money" and help market participants obtain financing of
worthwhile projects at a reasonable cost.9 Any LSEs that choose not to secure sufficient resources in
the bilateral market would be able to acquire resources from ERCOT at a price determined in a
5 Written Statement of Susan N. Kelly on Behalf of the APPA, filed September 9, 2013, Technical Conference Re
Centralized Capacity Markets in Regional Transmission Organizations and Independent System Operators, FERC
Docket No. AD 13-7-000 ("FERC Capacity Market Technical Conference").
6 See PUC Project 40000 Item 283, Golden Spread's Comments Regarding Options for Achieving the Reliability Goal
and Item 324, Golden Spread's Comments Regarding Composite Policy Options for Achieving Reliability in ERCOT.
' The Brattle Group, "ERCOT Investment Incentives and Resource Adequacy," filed June 1, 2012, by the Electric
Reliability Council of Texas, Inc. in PUC Project No. 40268, Project 40000, Item 151.
8 Brattle Report at p. 112. The Report notes, at footnote 231, that "such a system would be similar to the tradable
Planning Resource Credit introduced in MISO."
9 A group of debt investors observed, while recommending the Commission evaluate and consider Golden Spread's
proposal based on the Brattle Report's Option 4, "... a resource adequacy requirement for LSEs would function to
establish long-term market prices among participants and provide the necessary economic incentives for LSEs to procure
adequate resources, thereby supporting the ability to finance future generation capacity and providing the revenues
needed to sustain existing and new generation." See Supplemental Comments of GSO Capital Partners and Stone Lion
Capital Partners, at 3-4, filed August 16, 2012, Project 40000, Item 267.
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residual auction without penalty.
The RAM proposed by Golden Spread has significant advantages. It will ensure achievement
of an appropriate target planning reserve margin in the ERCOT, help attract financing for
worthwhile projects on reasonable terms, and is consistent with the established bilateral contracting,
competitive, market-based processes already developed within the ERCOT. It can be developed more
quickly and at a lower cost than a CFCM and without inviting many of the problems associated with a
CFCM. Under the RAM, the capacity auction administered by ERCOT is "residual." This
approach is consistent and Golden Spread wholeheartedly agrees with the APPA's position in the
FERC Capacity Market Technical Conference that "...capacity constructs should... act as residual
markets in which both LSEs and resource providers can obtain and lay off capacity resources `on the
margin.' Other methods and tools such as bilateral contracting should act as the primary method to
obtain and sell resources.... "10
Golden Spread supports the Brattle Report's conclusion that:
If policy makers decide that a higher target reserve margin must be met every year,
imposing a resource adequacy requirement on LSEs is the most market-based efficient option.
Implementing such a reserve margin requirement through a forward capacity market could
further increase forward competition, price transparency, and efficient investments, but these
markets are quite complex and increase the importance of administrative parameters such as the
load forecast.l l
With this background, Golden Spread respectfully offers the following responses to the
questions posed by Chairman Nelson and some of the questions posed by Commissioner Anderson.
III. ANSWERS TO QUESTIONS POSED BY CHARIMAN NELSON AND
COMMISSIONER ANDERSON
A. Chairman Nelson's Questions
1. What resources should be allowed to participate in the market?
Each resource nominated to participate in the market should be qualified by ERCOT. Generally
resources available to generate energy or reduce load when needed should qualify. Generation
resources would need to be capable of synchronous connection to the ERCOT grid and meet capability
testing and availability requirements for each ERCOT monthly peak for which the generation resource is
participating in the market. Demand resources ("DR") should also be eligible for qualification under
ERCOT-established criteria that basically require the DR to be available when called upon. A robust
10 Written Statement of Susan N. Kelly on Behalf of the APPA, FERC Capacity Market Technical Conference at 17.
"Brattle Report at 6 (emphasis supplied).
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compliance and audit program will be needed for DR, as these resources will likely be counted as
reserve most of the time, and will seldom be actually interrupted.
Golden Spread's proposed RAM envisions that ERCOT qualification will create Resource
Adequacy Credits ("RACs") to be administered by ERCOT similar to renewable energy credits
("RECs"). Multiple RAC products may be developed, each with specific performance and price
requirements. However, each RAC would represent a MW of qualified capacity. All RAC's would
have the same value for meeting resource adequacy requirements.
2. How far forward should the procurement occur?
different forward procurement times?

What are the trade-offs of

Under Golden Spread's RAM proposal, there is no single fixed forward-period for procurement
of capacity, since it relies principally on self-supply and bilateral contracting. The RAM relies
principally on market forces and provides flexibility to generators and loads to tailor a time period
mutually acceptable to both.
The RAM, however, does include ERCOT administration of a residual auction that establishes
the price for resource adequacy obligations or RACs in advance of the operating year. Specifically,
Golden Spread proposes that by September 15, ERCOT will publish the updated load forecast for the
following year for December through November. With this forecast and with the administratively
determined planning reserve requirement, the resource requirement for the following year will be
determined. By October 15 of each year, each LSE in ERCOT will identify the RACs it will
self-provide or have arranged through bilateral-contracting to meet its projected resource obligation.
At this point, each LSE will be responsible for estimating its own resource obligation. After receipt of
LSE self-arranged resources, ERCOT will aggregate these for each month of the period and determine
the amount of additional resources, if any, needed to meet the planning reserve obligation. By October
31, ERCOT will then solicit offers from qualified RAC owners, and will use these to conduct a reverse
auction to acquire additional RAC's to meet required capacity. This auction will establish a clearing
price, and all resources offered at or below the price will be cleared. Any RAC owner that is
uncommitted at this point may offer into the auction. The settlement process for the resulting LSE
financial obligations is described in Golden Spread's previous comments, filed August 30, 2012, at page
6 (also see our response to Chairman Nelson's question 7). In essence, each LSE is required to procure
sufficient resources to serve its load through self-supply or bilateral contracting for any forward period
that suits it. An LSE that does not procure sufficient resources for any monthly period, however, will
incur a financial obligation to ERCOT based on the amount of its deficiency and the price of RACs
established in the prior year's residual auction.
Golden Spread presented, in its comments filed on October 23, 2012, the features of CFCM that

should be avoided or adopted, if one is to be implemented.12 If a CFCM is implemented, Golden
Spread recommends a maximum one-year forward procurement with monthly requirement periods.
Monthly requirement for capacity rather than annual. A monthly requirement allows
ERCOT to better manage shoulder months when the output of intermittent resources
coupled with maintenance and overhaul schedules create uncertainty for the system. A
monthly requirement sends more accurate, granular price signals for the value of capacity.
A monthly requirement would more accurately allocate costs to loads based on the
contribution of demand for reliability. As the Brattle Composite Report notes (at page
28) "cost allocation based on 1 CP or 4CP load is simple, but does not fully reflect
reliability demands on the system. Many hours contribute to loss of load probability,
which drives RA need. ,13 A monthly requirement is a good middle ground to promote
accuracy, while avoiding too much complexity. And it makes sense for procurement to
be consistent with cost allocation.
Short term (12 months) forward period rather than longer term forward period (3 years).
With longer term requirements, fewer will participate in self-provisioning and the more
uncertain the load forecast will become. Shorter term provides the most flexibility while
still providing sufficient stability in revenue. Notably, the Brattle Composite Report
indicates (at page 20) that with a three-year forward period: "Annual incremental auctions
should be implemented to adjust for changes in supply and demand conditions." 14 As the
FERC Staff Report in the FERC Capacity Market Technical Conference notes, "NYISO's
longest forward period is at least 30 days prior to Capability Period Auction sometimes
called the six-month strip period." And while PJM and ISO-NE use a three-year forward
period both conduct more frequent (annual and shorter term, even monthly) realignment
auctions to adjust capacity procurement based on updated load forecasts and system
conditions. While the FERC Staff also postulates some benefits of a longer forward period,
principally more lead time for construction of new or retirement of old resources, Golden
Spread believes those purported advantages are outweighed by the disadvantages. Those
disadvantages were identified by the FERC Staff as follows:
[A] longer forward period can result in increased risk for customers when compared to a
shorter forward period. Forecasts of planning reserve margins are generally more
accurate closer to the period in which capacity resources are needed, when market
More accurate forecasts lead to more accurate
conditions are better known.
procurements of capacity, helping to mitigate economic and resource adequacy risk for
customers. PJM and ISO-NE's use of realignment auctions closer to the commitment
period is intended in part to address this concern. In addition, using a longer forward
12 Golden Spread's October 23, 2012 Comments, Project 40000, Item 324, at pp. 4-5.
13 Project No. 40000, Resource Adequacy in ERCOT.• "Composite" Policy Options (October 19, 2012) (Interchange
Item 318).

14 Id.
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period that accommodates the construction of longer lead-time resources can be
problematic for resources with shorter lead times, like demand response, which may face
difficulties in securing customer commitments so far in advance. 15
The FERC Staff reached similar conclusions regarding a longer commitment period:
A longer commitment period can also address short-term volatility in capacity
market prices by locking-in the price for capacity for a longer time horizon, thus
providing certainty to suppliers for the revenue streams needed to contribute to the
recovery of fixed costs. However, a longer commitment period places greater reliance on
the accuracy of long-term forecasts of energy prices, demand, and the economy and thus
can transfer price risk, or the uncertainty in such long-term forecasts, from suppliers to
customers. Thus, a commitment period that is too long might encourage investment in
capacity resources to meet or exceed targeted resource adequacy needs, but at the risk to
customers that the investment becomes uneconomic either before or during the
commitment period. In addition, locking-in capacity arrangements for a longer period
necessarily results in fewer opportunities for customers to change those arrangements in
response to changing market conditions, since they are committed to those capacity
resources for a longer amount of time. 16
Dr. Patton of Potomac Economics has observed that even with its very short forward period
"[t]he NYISO market design has been very effective in facilitating investment and maintaining
adequacy." And, moreover, that "[b]ilateral forward contracting remains key under any market design
for locking in revenues and facilitating financing of new resources. Mandatory forward procurement
has potential benefits and drawbacks. It is premature to determine whether this is an improvement." 17
If a CFCM is implemented, the Commission should adopt a monthly rather than an annual
requirement for capacity and a one-year forward period rather than a longer term forward period, such
as three years.
3. What qualification, performance requirements, and penalties should be in
place for resources?
Golden Spread addressed "qualification" in its response to Chairman Nelson's first question. In
Golden Spread's RAM, the owner of the beneficial interest in a qualified resource would be entitled to
one RAC for each MW of qualified capacity or DR. Golden Spread supports rigorous performance

15 "Centralized Capacity Market Design Elements," Commission Staff Report, FERC Capacity Market
Technical Conference, filed August 23, 2013 at p. 13.
16 Id. at 14.
""Resource Adequacy in Wholesale Electricity Markets: Principles and Lessons Learned," FERC Capacity Market
Technical Conference, David B. Patton, Ph.D., President, Potomac Economics, September 25, 2013

8

metrics and enforcement for generation resources participating in any Option 4 market or CFCM. A
robust compliance and audit program will be needed for DR, as these resources will likely be counted as
reserve most of the time, and will seldom be actually interrupted.
4. Should there be a locational reliability requirement in ERCOT? If so, what
factors would dictate separate locational requirements?
Golden Spread's proposed RAM allows flexibility for market participants contracting for
resources to negotiate for capacity in a particular location, if generation in a particular location would
benefit the load entity. In addition, a bilateral market enables loads to incent generation developers to
construct new generation resources in their particular load zones, enabling better hedging strategies for
loads, as well as providing price signals to owners of generation resources in less desirable locations to
mothball for low demand periods.
ERCOT has a robust transmission architecture and energy market with a nodal design that is
meant to address locational issues through prices that reflect congestion costs. While Golden Spread
remains open to further evaluation, avoiding locational requirements in a capacity market, at least at
the outset, simplifies the market structure and allows locational issues to be addressed by building
transmission where needed. A locational capacity market could unnecessarily fragment and
complicate the market. Furthermore, in almost every case, experience in ERCOT instructs that it is
significantly less expensive to solve load pocket issues with new transmission rather than the addition
of resources in a load pocket.
In any event, a locational requirement could be accommodated in the RAM. If ERCOT
determines locational requirements would improve operation of the grid, such a determination would be
the basis for a market structure that incents the addition of capacity in a particular location. The key to
meeting locational requirements is to determine where those locations are and what their capacity
requirements are. In PJM, these are called Locational Delivery Areas (LDA) and are determined in
PJM's planning process. The capacity requirements to meet these LDAs are as easily met with Golden
Spread's RAM as they are in a CFCM. Whatever capacity requirement for the LDA is not met with
self-arrangement would be cleared through the residual auction.
5. Should a transition mechanism be considered? If so, what issues would a
transition mechanism be intended to address and how should it be structured?
In Golden Spreads view, establishing a centralized forward capacity market would require
significant changes to the energy only nodal market design structure. The process to develop this will
be very costly, requiring huge support from vendors and stakeholders in the redesign
activity. Additionally, ERCOT and the market participants would have to change their systems and
go through market trials to fix problems and ensure a smooth transition to a capacity market
structure. In the event market participants need time to adjust their existing contractual arrangements,
it may be desirable to have a transition mechanism or delayed implementation. A transition
9

mechanism should be implemented to reduce impact on existing contractual relationships while
generation resources are constructed. Golden Spread notes that embracing Option 4 may eliminate
much of the additional time and expense, and allow the ERCOT energy market to function as it does
today.
6. Should the Commission consider a Minimum Offer Price Rule (MOPR) or a
statement of principles?
There should be no MOPR. A MOPR is one of the most potentially harmful features of a
CFCM. A MOPR could artificially inflate the bid price for resources and expose self-supplying market
participants to the potential of paying twice for their capacity needs. A MOPR is an artificially
determined administrative construct heavily dependent on a short time horizon and narrow "Cost of
New Entry" ("CONE")-based offer floor. MOPRs are administratively burdensome, can interfere with
innovation, and are exceedingly controversial to formulate and enforce. Golden Spread believes that
almost all, if not all, commentators will agree there is no need for a MOPR to address subsidized
generation in ERCOT, which is a single state region. In its Composite Report, the Brattle group says:
"We recommend a statement of principles but no MOPR."18
The evolution of MOPRs in the Eastern centralized capacity markets has increased this risk
and threatened LSEs' traditional business model of long-term investments in order to meet their load
requirements. MOPRs require an upward adjustment to bid offers in instances where the resources
are deemed "uneconomic" or an attempt to artificially depress clearing prices based on an
unreasonably narrow, sort term view of LSE investment decisions, and the price and non-price
benefits of investments (e.g., diversity of supply, long-term resource adequacy, hedge against price
volatility). The MOPR-created risk of double payment in these markets for capacity threatens the
very types of long-term capacity investments and bilateral agreements that this Commission should
encourage. LSEs must not face the risk of paying twice to satisfy a single capacity obligation.
The Commission could consider instead adopting a statement of principles, though such a
statement is not necessary given the applicable provisions of PURA, PUCT Subst. Rules and ERCOT
protocols and practices. (See Response to Commissioner Anderson's questions regarding abuse of
market power, below). Fundamentally, ERCOT or the IMM should be required to demonstrate
affirmatively that a self-supplying LSE specifically intends to exercise "buyer-side market power" prior
to mitigating an LSE's capacity bid. When it comes to the exercise of market power, buyers and sellers
are not similarly situated. Self-supplying LSEs could have many sound reasons for developing a new
supply-side resource, including the desire to: (1) provide an economic source of electricity for their
customers (over a time horizon determined by the LSE, not the CFCM construct); (2) diversify their
power supply portfolios to include lower/no carbon resources, new and more efficient resources,
faster-ramping resources to support renewables, or simply a greater diversity of fuels and geographic
sources; (3) hedge against shorter-term volatile ERCOT market prices through the use of a long-term
18 Project No. 40000, Resource Adequacy in ERCOT. •"Composite" Policy Options (October 19, 2012) (Interchange
Item 318) at page 31.
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physical asset; (4) support local economic development through the use of "close to home" generation,
be it utility-scale or distributed; and (5) provide for local reliability needs.
Such resources could make eminent good sense to the self-supplying LSE developing them, but
they might be considered "uneconomic" to an ERCOT IMM using a mechanistic CONE-based offer
floor mechanism. A MOPR in Texas could derail worthwhile projects and the local public policy
considerations behind them and would be contrary to sound public policy.
The imposition of prior pricing constraints to prevent buyers from artificially depressing pricing without
any evidence of either anticompetitive intent or the ability to exercise monopsony power is also
antithetical to the antitrust policies that the Commission is obligated to consider in carrying out its
duties. 19
7. How would the reliability obligation be allocated to load serving entities?
In Golden Spread's RAM proposal, the reliability obligation is allocated to LSEs through the
RAC settlement process. RAC settlement for each LSE will be based on its actual load coincident with
the ERCOT peak load for each month and its RAC's nominated to ERCOT for the month. In order to
reconcile the actual load at the ERCOT peak with the forecasted ERCOT peak, the reserve requirement
for each LSE will be the original planning reserve requirement multiplied by the ratio of the forecast
ERCOT system resource requirement for the month to the actual ERCOT system resource requirement
for the month. System resource requirement is system load (either planned or actual) plus the planning
reserve requirement. The LSE modified reserve requirement will be multiplied by its actual coincident
peak for the month to determine its resource requirement. Each LSE will be charged the positive
difference between this resource requirement and its self-arranged RAC's nominated to ERCOT. This
approach should avoid any need for load-ratio-share uplift to LSE's.20
7. If the market includes a centralized or residual auction, how should the auction
be structured?
Golden Spread does not support a CFCM, which features a centralized capacity auction.
Therefore, it does not propose any specific structure for a centralized capacity auction.
Golden Spread's RAM relies principally on a bilateral market backed by a residual auction. A
description of Golden Spread's RAM proposal, including the residual auction, is presented at pages 4
and 5 of its August 30, 2012 comments in this proceeding (PUC Interchange Item 283). It calls for
self-arrangement supplemented by a residual auction with no penalties other than the price of RACs.
The residual auction allows acquisition of required capacity not covered by self-arrangement. Retail
electric providers ("REPs") may not know 100% of their load on a forward basis and, thus, would not be
hedged for that load. The self-arranged portion of GSEC's RAM is intended for LSEs to report only
19 See eg: PURA Sec. 39.157 concerning the Commission's authority to address market power
20 See Golden Spread's August 30, 2012 Comments at 6, Item 283.
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that portion of their portfolio for which they have resource commitments. For that uncertain portion of
their portfolio, there is the residual auction. The residual auction is proposed to be settled after
real-time based on actual load. The LSE will know the resource adequacy cost of any load acquisition
that the LSE makes between the clearing of the residual auction and settlement. This avoids the
difficulty for LSEs to hedge if an Option 4 were implemented with only self-arrangement and penalties
for those that are short, because of the tension between committing in the bilateral market for future
uncommitted load requirements and the prospect of a penalty for being short. In the RAM, if a market
participant has no load or qualifies for more RACs than it needs to serve its load commitments plus a
reserve obligation, it can offer its excess RACs in the bilateral or residual RAC market. If an LSE needs
capacity to meet its load and reserve obligation or otherwise desires to acquire RACs, it could purchase
capacity or RACs in the bilateral market or wait and purchase RACs at the price established in the
residual auction.
The bilateral market for RACs could be administered much like the Texas Renewable Energy
Credit ("REC") market is administered today. The proposed RAC will establish a fungible product that
is easily transacted between resource owners and LSEs.ZI The residual auction should be conducted
and administered directly by ERCOT. Transparency in the bilateral market and the residual auction
are further promoted by the following features.
a.

Standard product - This resource adequacy market is built around a standard RAC that
is pre-qualified. All RACs are intended to be the same and have the same value.

b. LSE Reporting= Each LSE is required to report to ERCOT the RACs that it has
self-arranged along with the source.

When coupled with the residual market, all

transactions for RACs will be known.
c.

Self-Arrangement is Voluntary - While some Option 4 proposals have included
penalties for failure to self-arrange sufficient RACs, the Golden Spread RAM proposal
recognizes that retail electric providers ("REPs") cannot be certain of their customers
on any forward basis, and therefore must depend to some extent on the residual auction.
For this reason self-arrangement is voluntary with no penalty for buying from the
residual market.

This voluntary nature contributes to transparency: if a buyer or

seller in the bilateral market is unwilling to transact given the information available, it
can defer to the residual market for its requirements with no penalty. Prices in the
residual market will be open and transparent, known to ERCOT and all market
participants.

21 There is no requirement for LSEs to own generation outright.
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d. Market Tools to Facilitate Greater Transparency - After initial implementation, if
ERCOT and the Market Monitor detect problems with operation of the bilateral
market, additional market tools could be employed. For example, in order from less
complex to more complex: (i) An electronic "Bulletin Board" could be provided by
ERCOT which would allow buyers and sellers to post their bids and offers along with
contact information. The parties would be responsible for making contact and
consummating the transaction; or (ii) a "clearinghouse" could be provided where
buyers and sellers could post bids and offers, and in this case, these would not be made
public, but ERCOT would match the parties through a predetermined process.

Within

this second option, transactions could be settled in a clearinghouse or ERCOT could
manage participant credit.

8. If the market allows for self-provision, how should that be structured?
Self- provision under Golden Spread's proposed Resource Adequacy Market ("RAM") would
generally consist of an LSE building its own or contracting for capacity and submitting its resources to
the ERCOT RAC administrator to qualify for RAC's to demonstrate compliance with all or part of the
LSE's load and reserve obligation, instead of offering them to other market participants. Self -provision
under a central forward capacity market would likely consist of notifying the market administrator and
IMM that certain generation resources will not be offered through a seller in an auction and the
self-provided load will not participate as a buyer in the auction.
The option for self-provisioning should be present in any market design, including a CFCM,
and for any market participant, not just non-opt-in entities ("NOIEs"). Self-provisioning provides
the greatest flexibility to participate in the market. More participation brings more competition in
the market and more potential for downward price pressure. Certainly an entity that has
self-provisioned sufficiently to meet its resource requirement should not be forced to pay again for
capacity it does not need. Importantly, self-provisioning should not be an all or nothing proposition,
such as requiring an entity that self-supplies to completely opt-out of and not participate at all in a
capacity market. If a capacity market is implemented, an LSE should have the option to self-supply
a portion of its capacity requirements, while at the same time acquiring any shortfall in the capacity
market. Conversely, if an LSE has reserve capacity in excess of its then current requirements, it
should be able to offer that surplus capacity into the capacity market. Golden Spread submits that
any component of a CFCM that would obstruct or economically penalize the option of a market
participant to self-supply all or a part of its capacity needs is unnecessary and would be harmful to
competition and consumers.
The goal of the market should be to permit LSEs to acquire the resources they need in order to
meet their load obligations. LSEs should be able to invest without interference in those resources
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that they conclude in their business judgment meet their full range of energy, capacity, operational,
risk management, and other business needs. A centralized capacity market can co-exist with
self-supply but must be prevented from imposing on LSEs the risk of paying twice for capacity, once
for the resources they conclude they need to serve load and again for resources required to satisfy
their capacity obligation because their self-supply does not clear in the capacity auction.
As demonstrated in these comments, Golden Spread has the desire and ability to finance and
construct or bilaterally contract for new generation, if that is the most cost-effective long-term option
for meeting its requirements of reliability, cost, portfolio diversity and environmental stewardship.
As an entity that would self-provision, Golden Spread seeks assurance that restrictions on self-supply
will not be a feature of any Texas capacity market in ERCOT.
9. Should a vertical or sloped demand curve be adopted?
Golden Spread's RAM proposal does not include an administratively determined demand curve.
Golden Spread, therefore, takes no position on this question at this time. Golden Spread notes,
however, that this issue is one that must be addressed in a CFCM. While a vertical demand is much
simpler to implement, it is criticized as increasing market volatility to unacceptable levels. On the other
hand, a sloped demand curve is heavily dependent on and, thus, market outcomes are heavily influenced
by an administratively-determined cost-of-new-entry ("CONE") value. As the FERC Staff noted in its
recent report:
...calculating a value for CONE requires a number of estimations and assumptions that
can be contentious. The choices made in these estimations and assumptions, and any errors in
them, will impact the shape of the demand curve and the corresponding market clearing prices.
Moreover, CONE (and the estimations and assumptions underlying it) must be updated at
regular intervals (such as every three years as in NYISO), requiring sometimes lengthy and
contentious stakeholder proceedings and litigation at the Commission. In addition, choosing the
reference technology whose typical costs and revenues will form the basis for CONE could have
a significant impact on the types of technologies that, in the long run, will be likely to recover
their fixed costs, since the downward-sloping demand curve is ultimately designed to procure an
amount of capacity equal to the planning reserve margin at a price of CONE over the long term.
Basing CONE on a reference technology may present some risk that market prices will not
encourage investment in any technology other than the reference technology (assuming it has the
lowest fixed cost), potentially losing the value of a diverse resource base. As the mix of available
resources changes in response to market conditions and state and federal policies, the
assumptions used to determine the CONE value may become more critical considerations for
ensuring that centralized capacity markets provide appropriate price signals for capacity
resource investment when needed .22

22 "Centralized Capacity Market Design Elements," Commission Staff Report, FERC Capacity Market Technical
Conference, filed August 23, 2013 at pp. 10-11.
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This and other inherent complexities and its potential inflexibility to accommodate a bilateral market
and self-supply are among the chief reasons Golden Spread does not support implementation of a CFCM
in the ERCOT region.
11. What additional elements of a reliability market design should be considered?
Golden Spread believes it has addressed the essential elements of a market to assure resource
adequacy in these comments but may comment in reply if additional or different elements are proposed
by others in opening comments.
B. Commissioner Anderson's Questions
Regrettably, Golden Spread is unable to devote the necessary resources to engage in the
independent analysis necessary to answer many of Commissioner Anderson's detailed questions
regarding ratemaking concepts and quantification or estimation of the relative costs or benefits of
various market design elements. Golden Spread, however, encourages the Commission's
quantification and estimation of costs and benefits of alternative market design proposals where
possible. Moreover, since Golden Spread does not support a CFCM, it has not offered answers to
Commissioner Anderson's questions in that area. Golden Spread respectfully offers the following
answers to those questions of Commissioner Anderson that are most pertinent to Golden Spread's
interests and proposals in this proceeding
• What is the legal basis for adopting a resource adequacy mechanism? What restrictions
exist on the Public Utility Commission of Texas' (PUCT) authority? Does the PUCT
have the legal authority to implement any mandatory generation obligation outside of an
energy-only market (EOM) construct?
The legal basis for adopting a resource adequacy mechanism derives from provisions of PURA
giving ERCOT the responsibility to ensure the reliability and adequacy of the regional electrical network
and the PUCT the duty to make rules relating to the reliability of the regional electrical network and
provide oversight over rules that may be adopted by ERCOT. See PURA Sec. 39.151 (a) and (d).
• Does the PUCT have the authority to require municipal utilities and electric cooperatives
to share the cost of any resource adequacy construct?
The PUCT will need to be careful if it changes the design of the ERCOT market to avoid
overstepping its authority. A cooperatives' board of directors has authority to "manage and operate the
electric cooperative's utility systems, including exercise of control over resource acquisition and any
related expansion programs." See PURA Sec. 41.055(6). Historically, however, NOIEs have
recognized certain overarching principles of market design may need to be applied to all market
participants and that they are obligated to observe the rules of ERCOT. PURA Sec. 39.151 (j). In the
past, the PUC has assessed penalties to NOIEs for failure to completely comply with ERCOT protocols
and we are not aware of NOIE claims that they are not required to comply with ERCOT protocols.
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Golden Spread believes that a balanced design of the ERCOT market may go a long way to achieving
voluntary compliance and avoiding complex authority issues.
• Could new ancillary services be used to address resource adequacy? Why or why not?
Golden Spread does not believe that ancillary service markets are capable of addressing an
adequate planning reserve margin, though they can improve operating reserves. Moreover, even if
ancillary services could be used to address the need for an adequate planning reserve margin, it is not
clear this would be the most economically efficient way of approaching the problem.
• How could a mandatory reserve margin be imposed on LSEs?
Please refer to Golden Spread's response to Commissioner Nelson's question 7.
• How do you ensure sufficient transparency so as to prevent affiliated generation and
LSEs from exercising undue price influence in the market?
• What additional measures should be imposed to prevent market power abuse by large
generators and independent power producer (IPP) generators that are affiliated with
LSEs?
• What additional measures should be imposed to prevent market power abuse by
large generators and IPP generators that are affiliated with LSEs?
• How should the market be designed so as to avoid the problem of large incumbent
IPPs keeping out small generators? Should the PUCT market power abuse rules
be modified to lower the generation ownership limit to less than 10% of installed
capacity?
•

To minimize market power abuse concerns, should generators be required to
divest themselves of any LSE? Should non opt-in entities (NOIEs) be exempt from
this obligation? Alternatively, is it sufficient to require non-NOIE generators to
prove that they offer non-affiliated retail electric providers (REPs) bilateral
contracts that are no less favorable than the terms that they offer their affiliated
LSEs? Should they be required to offer more favorable terms to avoid market
concentration problems?

Golden Spread does not believe the market design proposals made by it in this proceeding
necessitate or justify a review or modification of the PUCT's or ERCOT's current structure, applicable
law and regulations, or tools for detecting, mitigating or punishing seller-side or buyer-side market
power abuse or anticompetitive conduct in a market for energy or capacity. Current PURA rules
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applicable to generation ownership and control provide a strong foundation to minimize undue price
influence. The PUC has significant experience developing electric market rules, such as PUC Subs.
Rule §25.504 (c) relating to the definition of market power.23
Under either Golden Spread's RAM proposal or a CFCM, market power concentration is
disciplined by low barriers to entry. A CFCM would likely make use of a standard product for
capacity and in Golden Spread's RAM proposal the RAC is a standardized commodity. The most
important key to inhibiting market power abuse is the opportunity for new entry into the market.
Both these market designs depend on low barriers to entry by rivals such as demand resources and new
generation for success. So long as new entrants can make a reasonable offer into either the bilateral
market, the residual auction, or a centralized capacity market, then the offers of existing participants
that may have market power will be disciplined.
In Golden Spread's RAM proposal, the IMM will have access to information on all the RACs
that an LSE is nominating for its self-arranged supply and in addition have access to all the pricing and
volume information that will come from the residual market. The main measure of market power will
be an analysis of pivotal bidders focusing on whether there are bidders in the market whose bids, if
removed, would cause the market not to clear. Given that in the existing market there are participants
with resources approaching 20% of ERCOT capacity, if the market depended on existing participants
there might be a pivotal bidder. But this is where the low barriers to new entry are essential to
competition in the ERCOT regional market under any construct.
With respect to NOIEs, PUC Subst. Rule No. 25.275, Code of Conduct for Municipally Owned
Utilities and Electric Cooperatives Engaged in Competitive Activities, provides adequate and
enforceable requirements to address any potential for anticompetitive conduct.

IV.

CONCLUSION AND PRAYER

Golden Spread looks forward to participating in the workshop scheduled for January 29, 2014.
We continue to believe that the Commission should adopt a mandatory reserve margin requirement
applicable to LSEs. In addition, Golden Spread continues to urge the Commission to consider its
RAM proposal as the most market-based and efficient option to assure achievement of a mandatory
reserve margin requirement. Golden Spread does not support implementation of a CFCM in the
ERCOT region. Finally, Golden Spread believes a formal rulemaking should be commenced to
further examine the alternative market designs already proposed by participants in this proceeding and
their relative costs and benefits.

23

See also the provisions of PUCT Subs. Rules 25.90, 25.365 and 25.503 dealing with generation ownership
concentration, protection from preferential or predatory pricing and barriers to entry for generation.
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