July 17, 2008

Sadao Milberg, DC Energy
RE: 
NPRR140, Revision to CRR Obligation Margin Adder

General Comments:

There is a clear need for collateral requirements for holding CRR obligations; however, 

great care must be taken to ensure those requirements do not become excessive. Overly 

onerous collateral requirements will inhibit participation in the auctions, which will harm 

liquidity, pricing transparency, and auction revenues. 

A $10/MWh credit adder is far too burdensome. Applying this adder to existing NYISO 

TCCs
 (NYISO’s equivalent of CRRs) would result in a market-wide credit requirement 

of ~$2 billion (vs. ~$120MM under current rules). The average requirement over the 

course of the year would be ~$1 billion, and assuming a conservative cost of capital of 10 

percent this would mean the credit requirement would cost ~$100 million a year. This 

one year cost exceeds the cost of the PJM default, which only occurred after eight years 

of PJM operations. Given that NYISO is about half the size of ERCOT, one could expect 

credit requirements under the $10 adder to be twice as high as those calculated for 

NYISO. 

In order to have covered the cost of the PowerEdge / Exel PJM defaults the credit adders 

would have needed to be roughly $0.6/MWH. In addition, the only reason PowerEdge / 

Exel defaulted so spectacularly is that they were able to take very large positions with 

virtually no credit requirement. Those participants had no skin in the game, and as such 

could afford to bid recklessly. This recklessness will not exist in markets like ERCOT 

that do not allow bidding without substantial credit posted. It follows that portfolios 

requiring as much as $0.6/MWh in credit support are not likely to be held by participants, 

which suggests a lower figure is appropriate. 

In addition, DC Energy recommends that in the long run, credit requirements be tailored 

more specifically to portfolio characteristics. We hope this will become possible once we 

pricing history under the ERCOT nodal market becomes available. 

� Taking into account all currently outstanding TCCs of a year duration or less 








