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	Comments



TIEC submits these comments to re-urge the concerns it raised with NPRR 206 prior to the 2/4/10 TAC meeting.  TIEC has been working diligently to understand the implications of NPRR 206 since it was filed.  The NPRR has been evolving over the short time it has been under consideration, and its impacts are not well understood.  It is within the context of the rush to obtain passage of this NPRR that TIEC asks for these comments to be considered.  

Given the nature of the ERCOT competitive market, imposing adequate credit requirements for entities participating in the Day-Ahead Market (DAM) is critical.  Without proper credit requirements, the market will be placed at risk for defaults and their associated costs.  This risk can severely impair the proper functioning of the market, deter DAM participation, and ultimately place risk on consumers, who may have to bear the brunt of these defaults in uplifted costs.  NPRR 206 would alter the DAM credit requirements that have been in place for several years, without a single quantitative analysis of the NPRR’s impact and with less than four weeks of consideration.
  As the Credit Working Group noted in its comments, “NPRR206 does have a credit impact that can’t be fully quantified at this time.“  At a minimum, TIEC asks the Board to require additional study and evaluation before approving these changes to the existing credit requirements, which will ultimately shift risk onto consumers in the DAM.  NPRR 206 should not be approved at this time.  

TIEC offers the following specific comments on NPRR 206:  

1.
NPRR 206 inappropriately eliminates collateral requirements for certain DAM offers.  

NPRR 206 provides a process by which entities can eliminate any collateral requirement whatsoever.  Subsection 4.4.10(6)(b)(ii), provides: “For a DAM energy only offer . . . that has an offer price that is greater than the ‘a’th percentile of the Day-Ahead Settlement Point Price over the previous 30 days, the credit exposure will be zero.”  Even if “a” is set at 100, this provision assumes that a DAM energy-only offer that is $0.01 per MW higher than the 30-day average DAM Settlement Price poses no risk to the market.  This is simply not a valid assumption, and it will substantially increase the risk of defaults and corresponding cost uplifts in the DAM.  To illustrate the effect of this faulty assumption, consider the following example: 

· Assume the average DAM settlement price at a particular settlement point for the previous 30 days is $40/MWh.

· An energy trader with no generation assets offers to sell 500 MW of energy in the DAM at $40.01, and it clears.  Under NPRR 206, this entity would not have to post any collateral for its offer.  

· The trader decides to meet his DAM obligation with energy purchased from the real-time market.  Due to unexpected congestion (which could result from any number of factors including weather, changes in wind production, unit outages, etc.), real-time prices increase to $3,000/MWh.  

· The energy trader purchases the energy in the real-time market at a loss of $2959.99/MWh, for a total loss of $1.5 million for one hour.  

· The trader does not have the means to settle this amount with ERCOT, did not post sufficient collateral, and defaults on its obligation.  These costs would be uplifted to market participants with no offsetting collateral from the defaulting entity.  
Unlike other provisions of NPRR 206, there is no “e” factor that could be applied to mitigate this situation.  ERCOT will have no ability to increase the credit requirements associated with offers that exceed the 30-day average DAM settlement price, and no means of offering additional protection against defaults.  Further, unlike other provisions of NPRR 206, subsection (6)(b)(ii) cannot be undone or “turned off” by setting the “a”th percentile to a certain value.  If NPRR 206 is passed in its current form, the risks created by subsection (6)(b)(ii) can only be reversed through another NPRR.    

2.
NPRR 206 creates upward pressure on energy prices.  
TIEC is also concerned that subsection (6)(b)(ii) will place upward pressure on energy prices by encouraging market participants to place higher energy offers in order to drive their collateral costs to zero.  As a result, NPRR 206 could have the dual impact of substantially increasing the market’s exposure to default risks and raising energy prices.  
3.
NPRR 206 is inconsistent with the credit requirements in other markets.  

NPRR 206 is also inconsistent with the credit requirements in other markets, like PJM and NYISO.  In those markets, virtual participants who make energy offers but do not possess any generation assets are defined in the market rules, and are subject to special credit requirements to protect the market from major defaults and cost uplifts.  Specifically, virtual participants have to post collateral for energy offers at a level that is tied to the average difference between the DAM and real-time settlement prices.  This is a more reasonable approach than the one proposed by NPRR 206.  
TIEC supports setting DAM credit requirements at a level that will encourage DAM participation without imposing unjustified risks on the market.  TIEC is aware of some market participants’ opinion that the existing DAM credit requirements could deter DAM participation.  While TIEC does not agree with this assessment, TIEC would support making reasonable changes to the credit requirements with proper justification and analysis.  However, this is not what NPRR 206 would accomplish.  Instead, NPRR 206 would replace the existing credit requirements with an empty framework that has not been adequately studied, is not susceptible to a proper quantitative analysis, and will create substantial new risks.  NPRR 206 can only lead to a downward adjustment to credit requirements, and will necessarily lead to reduced protection against cost uplifts from defaults in the DAM.  Decreasing the existing credit requirements, which were thoroughly vetted at the time of their adoption, is an endeavor that should be approached cautiously and deliberately—not by pushing a hastily drafted NPRR through the stakeholder process in less than a month.  Until a more reasonable approach is put forth and properly analyzed, the existing credit requirements should be maintained.
	Revised Proposed Protocol Language


None. 

� NPRR 206 was submitted on January 20th.
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