Proposal on setting DAM Collateral Parameters

e1 (collateral requirement for DAM Energy Bids):  The value of e1 for a Counter-Party shall be set equal to the 95th percentile of the fraction by which that Counter-Party's awarded bid quantities times the corresponding Settlement Point Price (SPP) for each day were not offset by awarded DAM Energy Offer (Three-Part Supply Offer and DAM Energy Only Offer) quantities times the corresponding SPP for that day in each of the previous 30 DAMs.  Thus, e1 is the 95th percentile of the following daily quantity over the last 30 days:
Max[0, (∑h=1,24 (Qcleared-Bids*PDAM-cleared - Qcleared-TPO*PDAM - Qcleared-EOO*PDAM)/

(∑ h=1,24 Qcleared-Bids*PDAM)]

ERCOT shall review the values for “e” variables for each Counter-Party no less than once per month. ERCOT must re-evaluate the exposure adjustments for a Counter-Party any time that Counter-Party's DAM settlement exceeds 90% of its Available Credit Limit (ACL) used in the corresponding DAM execution.  ERCOT may set the values of e1 at levels higher than that specified above but must then provide a basis for ERCOT's assessment to the affected Counter-Party.

 Reason: This e1 definition implements the intent of MCWG netting (on a daily basis) by examining past offsetting activity in the Day-Ahead Market (DAM) by each Counter-Party.  Thus, if the Entity historically matches its awarded bids charges with awarded offer credits, then the Entity's collateral requirement for its bids is based on the discounted rate (lower of bid price or the “d”th percentile of the Day-Ahead Settlement Point Price over the previous 30 days for that hour) instead of its bid price.  This e1 definition is consistent with CWG comments on NPRR206: "The intent of NPRR206 is to recognize that bids and offers when likely to clear will result in offsetting exposure, to enable Market Participants with offsetting bid and offer exposure to participate in the Day-Ahead Market (DAM) without collateralizing exposure in excess of probable default risk."
e2 (credit to DAM Energy-Only Offers) = 0

Reason: e2=0 is consistent with the MCWG netting.  Since the offsetting credit for DAM Energy Bids using e1 is given on an ERCOT-wide DAM Energy-Only Offer (EOO) and Three Part Supply Offer (TPO) (and not restricted to the same Settlement Point), providing credit to EOO not only increases default risk due to basis exposure and exposure to the difference between RTM and DAM Settlement Point Prices (SPPs) in the event of non-performance, but also increases default risk due to other products that the entity may purchase in DAM using this credit (e.g. PTP Obligations, Ancillary Services, etc.).
e3 (collateral requirement for EOO) = 1
Reason: e3=1 is consistent with the MCWG netting. Since the offsetting credit for DAM Energy Bids using e1 is given on an ERCOT-wide DAM Energy-Only Offer (EOO) and Three Part Supply Offer (TPO) (and not restricted to the same Settlement Point), discounting collateral req. for EOO increases default risk due to basis exposure and exposure to the difference between RTM and DAM Settlement Point Prices (SPPs) in the event of non-performance.

d (the percentile of past 30-day DAM SPP in the DAM Energy Bid collateral req.) = 95th percentile

Reason: If a Counter-Party historically matches its awarded bids with awarded offers and/or Three-Part Supply Offers, this d value would eliminate the top 5th percentile of DAM SPP at that location.   This may be too lax or too tight - but that is difficult to determine without some actual history and this "d" value tries to start with a reasonable value. This value can be re-evaluated after, say, one year of experience with the Nodal Market.
a (the percentile of past 30-day DAM SPP to identify EOO that is likely to clear) = 50th percentile

Reason: At "a" equal to 50th percentile implies that any EOO price less than the 50th percentile of past 30-day DAM SPP at that location is likely to clear (with the probability that the DAM SPP will be at the 50th percentile or higher) in the DAM.

b (the percentile of past 30-day DAM SPP to charge or provide credit to EOO that is likely to clear) = 20th percentile

Reason: At "b" equal to 20th percentile implies that any EOO that is likely to clear should be charged or given credit at the 20th percentile of past 30-day DAM SPP at that location.

y (the percentile of past 30-day DAM SPP to identify TPO that is likely to clear) = 25th percentile

Reason: TPO consists of Startup Offer (SUO) and Minimum Energy Offer (MEO) in addition to the Energy Offer Curve (EOC). Since the method only compares EOC price without taking into account SUO and MEO in determining whether the TPO is likely to clear, it is appropriate to use a significantly lower percentile than 50th percentile, like the 25th percentile.  

z (the percentile of past 30-day DAM SPP to charge or provide credit to EOO that is likely to clear) = 10th percentile

Reason: The MCWG netting did not provide credit to TPO but rather required collateral equal to 95th percentile of the difference between RTM and DAM SPP. Providing credit to TPO not only increases default risk due to basis exposure and exposure to the difference between RTM and DAM Settlement Point Prices (SPPs) in the event of non-performance, but also increases default risk due to other products that the entity may purchase in DAM using this credit (e.g. PTP Obligations, Ancillary Services, etc.).  Thus credit or charge for TPO is set at 10th percentile of past 30-day DAM SPP at that location.
u (the percentile of the hourly positive price difference between the source Real-Time Settlement Point Price minus the sink Real-Time Settlement Point Price over the previous 30 days) = 95th percentile

Reason: The current Nodal Protocols have the value of "u" set at 95th percentile and this is a reasonable percentile for determining exposure from PTP Obligations bought in the DAM.

t (the percentile of the hourly Market Clearing Price for Capacity (MCPC) for that Ancillary Service over the previous 30 days for that hour) = 95th percentile

Reason: The current Nodal Protocols have the value of "t" set at 95th percentile and this is a reasonable percentile for determining the collateral needed to purchase Ancillary Service capacity in the DAM.
