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MEMO

	Date:
	April 8, 2003

	To:
	ERCOT Board of Directors

	From:
	Tom Noel

	Subject:

	Collateral Requirements for Relaxed Balanced Schedules


Issue for the ERCOT Board of Directors

	Meeting Date: 
	April 15, 2003

	Agenda Item No.:
	6a


	Issue:  How to manage collateral requirements for those QSEs who depend upon the balancing market more than 10% (daily average) to serve their load 


	Background/History:  At the March 2003 Board meeting the Board limited Relaxed Balanced Schedules so that all QSEs would be required to support 90% of their Load obligation with bilateral arrangements.  Tom Noel has closely monitored the QSE’s each day to ensure that they are remaining within the “not more than 10% (average daily) dependence on the balancing market to serve load” policy that the Board established.  Mr. Noel has represented to QSE’s that if a QSE exceeds the 10% limit, ERCOT will immediately review the EAL for the QSE and promptly request additional collateral, as needed, to cover any increased obligation that is being incurred.  This daily review, and the shortened time provided to “step up” financial security requirements, has minimized potential market exposure, which was the reason the requirement was approved by the Board in March.


	Key Factors Influencing Issue:  When a QSE relies upon Relaxed Balanced Schedules to meet large amounts of its load requirements; it can create a significant credit risk.  The recent TCE bankruptcy highlighted the risk.  When deciding to place a limitation on the use of Relaxed Balanced Scheduling, the Board noted that a major credit default would be a threat to ERCOT and the ERCOT market and would, inherently, place operational reliability at risk.  The Protocols allow the Board to specify an amount that a Balanced Schedule may be relaxed.  

The threat of a QSE relying on the balanced schedules for a large part of its obligation still poses a credit risk.  The Credit Working Group is considering various options to address the problem, but has not determined the appropriate solution at this time.


	Alternatives:  1.  Continue the limitation on Relaxed Balanced Schedules as provided by the Board at the March Board meeting and direct ERCOT Staff to monitor the QSE’s performance.  For any QSE that exceeds the 10% limit, ERCOT Staff will immediately review the EAL for the QSE and promptly request additional collateral, as needed, to cover any increased obligation that is being incurred by the QSE  

2. Same as Alternative 1 except change the percentage of allowable reliance on Relaxed Balanced Schedules; or

3. Eliminate the limitation on Relaxed Balanced Schedules, providing some other financial criteria to secure the market is available and adopted.


	Conclusion/Recommendation:  ERCOT Staff recommends that the Board adopt Alternative 1 to continue the limitation on Relaxed Balanced Schedules at 10%, direct the Staff to continue to monitor the QSE’s performance, reviewing a QSE’s EAL for any violations and immediately requesting additional collateral as needed to comply with the credit requirement.
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