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	ERCOT/Market Segment Impacts and Benefits
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	Comments


With respect to system operations, ERCOT predicts neither problems nor benefit to trading hubs; however, ERCOT recognizes potential benefits of trading hubs in the ERCOT Region. Properly formed trading hubs have the ability to provide longer term delivery locations to aid in purchasing and selling future power.  Hubs may also reduce risks to Market Participants including reducing credit risks by increased ability to hedge Congestion risks by having uniform delivery points, and possibly regulatory risk by having a stable hub definition.  Although ERCOT does not propose any changes to this PRR, we would like to highlight the following for consideration.
ERCOT believes that, in the ideal situation, trading hubs would be viable delivery points in the scheduling system and, therefore, also valid in the settlements systems.  Due to the complexity of adding this functionality and the length of time involved, ERCOT welcomes suggestions such as this PRR on how to use the current system infrastructure to accomplish the benefits that hubs can provide.  
There is a possible issue with the proposed method of dividing trading hub schedules into zonal schedules that Market Participants may wish to consider.  First of all, the hub to zone split percentages are not consistent with the number of busses– for example, when calculating the ERCOT Hub average, South zone contains 20.625% of the busses, West zone has 10.625%, and Houston zone has 13.75% of the busses as opposed to the 21,10, and 14% which the PRR specifies.  The reason for this is apparent, as it is impossible to use the true percentages and still have the 1 MW schedule block intact.  This is also the case with the North and Northeast zone split from the North hub.  The schedule split causes hub prices to not equal prices calculated by the schedules when Zonal Congestion is present.  For example, below is the 200 MW ERCOT Bus Average Hub example given in the PRR with MCPE’s from 9-18-04 13:00.
200MW transaction = 
	Zone
	# of Busses
	Sched MW
	MCPE 

	North
	79
	99
	73.41

	Northeast
	9
	11
	73.06

	South
	33
	42
	48.17

	Houston
	22
	28
	93.71

	West
	17
	20
	70.87


“Net” settlements price based on schedules 
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= $70.68 
ERCOT Bus Average Hub Price as per protocol 
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= $70.71

While in this case this difference is small, the more separation between zonal MCPE’s (as we have experienced) this difference will be larger.  The difference might be of concern because in this case one could “buy the hub” against balancing, and “sell the hub” against the hub price and have an opportunity for arbitrage.

ERCOT agrees that hub definitions should be permanent and any changes should be accommodated by the formation of a new hub.  The benefit of creating hubs based on the current ERCOT Congestion Zones is to provide continuity with existing bilateral contracts and eliminate uncertainty that stems from the annual CSC selection process as well as future market design changes. 

While ERCOT has not studied the benefits for different methodologies for selecting nodes to represent hubs, ERCOT is aware of other ISO’s use of statistical selection of nodes.  One reason could be so hub pricing won’t necessarily be affected by Congestion within the area and thus be more stable.  For example, there is a large amount of Congestion in what is to be the North Hub – should the nodes representing the North Hub be selected in a way that eliminates influence from the isolated Congestion, or is it desired?
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