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• Underlying assumption in 4b: all participants share in all defaults

• What constitutes a ‘fair’ default allocation?
— Participants should have similar capacity to withstand the impact of default allocation

— No allocation will ever be perfectly fair; however, we need to reach a reasonable level

— E.g., equal allocations to all members would be particularly unfair to small members

— Similarly, MWh allocation is particularly unfair to participants transacting congestion

• Proposal: amend Option 4b to discount MWh associated with congestion by 

a factor “Y” to be determined
— Initial proposal set Y = 1 (I.e. identical to Option 4b)

— Remand to MCWG to determine value of Y

• Should ‘riskier’ participants bear a larger portion of default?
— Riskier participants should have higher collateral requirements

• Are CRRs risker?
— Not if properly collateralized

— With ERCOT rules, PJM default would have been covered by collateral

000,2008-00-00,DCENGY01A.ppt   ini,   

Source: DC Energy

Default Allocation
– Proposal for Amendment of Option 4b –



DC ENERGY PROPRIETARY RESTRICTED 2DC ENERGY Proprietary Restricted

Agenda

• Default allocation

• Credit requirements

agenda,2008-00-00,DCENGY01A.ppt   ini,   
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An allocation based on MWh would lead to the bulk of defaults being allocated to 
CRRs, despite those CRRs accounting for less than a twentieth of economic activity

CRR Equivalents Vs Energy
– Dollar and MWh comparison 8/2007 through 8/2009 –

000,2008-00-00,DCENGY01A.ppt   ini,   

Source: PJM, NYISO, MISO, compiled by DC Energy

Note: Simplifying assumptions: Energy calculated using actual loads and the energy component of LMP, CRR equivalent settlements are net values, all CRRs except for NYISO where only annual, six month, and monthlies included
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Proposal is to amend option 4(b) by allowing for a reduction factor Y to be applied to 
congestion components; initial proposal is to have Y = 1

Amendment to Proposal 4(b)
– Changes in Green –

Source: Shams’s 10/30 MCWG  Presentation, DC Energy

Notes

• Initial proposal Y = 1

• MCWG to review
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The only difference between Option 4b and the proposed amendment is that 
congestion line items are multiplied by the scaling factor “Y”

000,2008-00-00,DCENGY01A.ppt   ini,   

Source: MCWG Default allocation model, DC Energy

Default Allocation
– Proposal for Amendment of Option 4b –

Y = 1/10

Y = 1

(Opt. 4b)
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• WMS vote to approve or reject amendment

• If approved, remand to MCWG to assess value of Y

• Dramatically unfair default allocations are both:
— DANGEROUS: Risk of cascading default if small participant stuck with large allocation

— INEFFICIENT: Reduced participation, less liquid markets (broader bid/asks, fewer 

participants, fewer transactions), lower auction revenues

000,2008-00-00,DCENGY01A.ppt   ini,   

Source: DC Energy

Default Allocation
– Next Steps –
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Agenda

• Default allocation

• Credit requirements

agenda,2008-00-00,DCENGY01A.ppt   ini,   
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In the annual auction, Exel acquired a position that led to a $27MM default while 
posting no collateral whatsoever; in ERCOT they would have posted $36MM

$MM

PJM 07/08 Default and Collateral Comparison

000,2008-00-00,DCENGY01A.ppt   ini,   

Source: PJM, FERC “Order Denying Complaint in Part” 4/2/09 in EL08-44-000, DC Energy

Note: ERCOT Collateral is calculated net of the abs(auction price) component for negative CRRs for comparibility – PJM does not pay auction revenues until month is settled 
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