Attachment A

ERCOT Board Meeting, May 18, 2004

Item 5c – Texas Nodal Market Mitigation Design Elements – Board Approval

Texas Nodal Market Mitigation Design Elements Summary

The following is a summary of a “white paper” describing wholesale market mitigation design elements developed and approved by the Texas Nodal Team. These design elements are presented to the ERCOT Board for approval at its May 18 meeting. The full white paper may be found on the ERCOT web site at http://www.ercot.com/TNT/default.cfm?func=browsebygroup under the heading “1 - Documents for TNT Consideration 5/10.”
Market Mitigation in the ERCOT Nodal market structure will utilize ex-ante mitigated bid curves to provide pricing safeguards against market failures or potential market power abuse.  The Market Mitigation procedures that are being developed should address the following issues:

· Protection of market participants and consumers from the exercise of market power.

· Market based price signals for events that are not mitigated.

· Protections against imperfections in market design or implementation;

· Market structure that does not reward inefficiencies in the market; 

· Ways to ensure  a justifiable and reasonable price impact  

·  Providing transparency to allow the analysis of solutions to correct mitigated constraints.  

· Incentives that do not discourage participation in forward markets.

· Minimizing the implementation of ex-post mitigation:

· after market clearing

· after settlement  

· To the extent possible, development of objective automation that will minimize the system operators’ role and manual processes required for proper mitigation.  

Market Mitigation will be applied to the Real-time Market, Reliability Unit Commitment (RUC), Ancillary Services Markets and Congestion Revenue Rights.
Key Features of Market Mitigation 

· Competitive Test- A competitive test will be conducted to determine which constraints are competitive or not competitive.  The current method of test applies an Element Competitiveness Index (ECI), similar to the HHI index which measures market concentration.  An annual Competitive Test will identify competitive constraints initially, with monthly and daily Competitive Tests to allow for a change in status from competitive to non-competitive, or non-competitive to competitive.  ERCOT staff and the Market Mitigation Concept Group are applying this ECI test to current ERCOT data and will review outcomes for accuracy and effectiveness.  If this further analysis deems the ECI test ineffective, other methods have been introduced and identified in the appendix of the whitepaper.
· Real-time Market Mitigation- This section covers the creation of mitigated bid curves for real-time.  Three proposals are under consideration.  Proposal 1 provides the higher of a base Heat Rate of 14.5 MMbtu or pre-verifiable cost plus 15%.  The second proposal involves using pre-verifiable cost plus a capacity factor adder.  The third proposal incorporates a System Surrogate Heat Rate.  This section also looks at mitigation for oversold Congestion Revenue Rights for real-time settlement.  This section also references the mitigated bid floor level and the System-wide Mitigated Offer Cap.  The floor level for a mitigated bid was approved at -$250.  There are open issues involving the System-wide Mitigated Offer Cap, which would be either a CSM approach as identified by MOD staff, or a designated cap of $1000 or a Limited Bid Curve Slope method.  These items are open issues and may require resolution from the Board of Directors.
· Mitigation in E-HDAM- There will be no mitigated bid curves in the E-HDAM market as transactions are at buyers and sellers choice.  Mitigation for CRR holders in the E-HDAM includes a process for mitigating oversold CRR’s to those impacted on a pro-rata basis for clearing and settlement.
· CRR Ownership and Auction Mitigation- This section deals with the mitigation of ownership by disclosing owners of record by month.  This section also outlines the role of the Independent Market Monitor in evaluating ownership with nodal prices and market participant bid curves for potential manipulation of the CRR market.  This section also identifies conditions when CRR’s are oversold and raising the available capacity on elements where CRR’s are oversold to ensure auction feasibility.
· Market Mitigation in Ancillary Service Markets- This section outlines the mitigation for Ancillary Service offers.  The three options are an offer cap of $1,000, a Limited Bid Slope Curve method and a CSM method outlined by the PUCT MOD staff.  This is an open issue and may require resolution from the Board of Directors.
· Changing of Resource characteristics- Section 8.0 identifies parameters that are submitted seasonally by a QSE representing resources.  The Independent Market Monitor may require the QSE to provide justification as to the changes in these parameters.  These parameters are detailed in a table in this section.
· Market Monitoring in the Texas Nodal Market- The PUCT staff provided significant input on this section which at a high level outlines the role of the Independent Market Monitor (IMM).
