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	Comments


Texas Industrial Energy Consumers (TIEC) is concerned about several aspects of NPRR206 as proposed, including much of the substance of NPRR and the impetuous way it is being processed.  As written, NPRR206 could reduce the Day-Ahead Market (DAM) credit requirements by tens of millions of dollars each day and substantially increase the risk of under-collateralization if a Market Participant defaults on its DAM Obligation.  The existing credit requirements have been in place for years, and were extensively vetted at the time they were adopted.  NPRR 206 proposes to significantly diminish those requirements, and the majority of the proposed changes were written “on the fly” at the 02/26/10 PRS meeting without adequate time for stakeholder review. The incomprehensible state of the Protocol language approved at the special PRS meeting makes this evident. 

From a substantive standpoint, one of the central ideas behind the existing credit requirements was to keep the DAM voluntary.
  Substantially reducing the credit requirements, especially as compared to the bilateral market, could have the effect of forcing Market Participants that cannot obtain sufficient credit for bilateral Counter-Parties into the DAM.  The added risk that these entities impose on the market would then be borne by other DAM participants in the event of a default.   

TIEC also strongly disagrees with netting concepts that do not account for the specific Settlement Point.  The existing Protocols allow for netting bids and offers made at the same Settlement Point, and TIEC agrees that this is appropriate.  However, it is simply not true that a Market Participant that submits an offer into DAM in what is currently the South Zone, and simultaneously submits a bid into DAM into what is currently the West Zone, poses no credit risk to the market.  As we have repeatedly seen, a Market Participant taking such positions could miss the mark in both instances, resulting in equal risk for both positions.  Under-collateralizing DAM transactions based on this type of netting would increase the potential for large basis risks and could lead to substantial uplifts.  Therefore, netting concepts that do not take the specific Settlement Point into account are not prudent.

TIEC also disagrees with some of the categorical risk assumptions that are being made in NPRR 206.  These assumptions further demonstrate that this NPRR has not been adequately vetted.  Specifically, the idea that an entity making a three-part offer poses no credit risk is simply false.  Likewise, the idea that any offer exceeding the 30-day average Settlement Point Price poses no risk is also false, as the price point can vary drastically from day to day.  These and other similar assumptions will result in significant unjustified reductions to the credit requirements, and will increase the potential for major cost uplifts if there are defaults.  

TIEC believes that the existing DAM credit requirements should be maintained.  Without a substantial justification for these proposed collateral reductions, as well as intelligible Protocol language to implement them, TIEC cannot support NPRR 206.  At a minimum, more time and study is needed before changes as drastic and unvetted as those proposed in NPRR206 can be adopted.  

	Revised Proposed Protocol Language


None.

� See P.U.C. Subst. R. 25.501(c) (“ERCOT shall operate a voluntary day ahead energy market, either directly or through contract.”) (emphasis added).
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