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	Comments


DC Energy Texas, LLC (“DCE”) welcomes the discussion on CRR Auction administration and submits these comments expressing concerns regarding NPRR 320, including proposed alternate language regarding $0 bids. DCE agrees that high solution times are of concern, however believes that this NPRR is not aligned directly with the causes of the delay and reaches well beyond CRR solution time issues into fundamental matters of how CRRs are priced and how associated revenue streams are distributed. Further, DCE notes that the results for the March CRR Auction were posted very quickly (in a timeframe similar to the December and January auctions), suggesting that ERCOT’s process enhancements may have obviated the need for this NPRR. DCE’s concerns with the elements of the proposal are as follows:

Artificial Modification of Clearing Prices

NPRR 320’s most troublesome provision is its imposition of a minimum clearing price on PTP Options regardless of the pricing produced by the market inputs via the optimization process. This will produce an auction solution that is not governed by market pricing on congestion elements; if a transmission constraint is undersubscribed by bidders in the CRR auction, then the correct marginal price for that element is in fact $0, just as is the case in the Day-Ahead and Real-Time Markets, where transmission elements not at limit do not give rise to locational price separation.

DCE agrees that over time, it is a desirable outcome for CRR Auction price discovery to efficiently reflect congestion rents (and, therefore, fund CRR Auction Revenue Distribution). DCE submits that this objective is better served by continuing to foster growth in the CRR market, than by this NPRR which attempts to “shortcut” this process by diluting price signals and adding barriers to CRR participation.

Artificially inflating option clearing prices to a certain “floor” has no market basis, and as such amounts to an arbitrary transfer of an arbitrary amount of monies from one class of market participants (CRR market participants) to another (CRR Auction Revenue recipients) in a fashion unseen in any other CRR/FTR market. 

This transfer is also problematic in that it introduces an asymmetry between buyers and sellers: at the same time that some cleared options would be artificially overcharged for purchasing CRRs on unclaimed transmission elements, other participants’ activity which is providing counterflow to them (via Obligation Bids involving those transmission elements) would not be compensated, with the Option buyer’s payments flowing to Auction Revenue recipients instead of to those who assume the risk of holding the related Obligations.

Minimum Option Bid Price

NPRR 320 provides for the establishment of an unspecified minimum bid price for Option bids. DCE believes that, whether or not any restraints are warranted on participant bidding above the currently imposed maximum bid count limits, basic “cost causation” principles dictate that any such restriction should be targeted solely at the number and complexity (e.g. 24-Hour versus single Time-of-Use) of bids and not the content, as the former are believed to be the driver of elevated Auction solution times. 

Although DCE agrees that removing a certain class of bids (e.g. options below $0.05) will reduce solution time, it submits that (except for the possible special case of $0 bids discussed below) this is likely more a function of the fact that doing so removes many bids than anything about their pricing. 
Potentially Premature Imposition of a Bid Fee

NPRR 320 cites, as motivation for a bid fee, the “significant delays” in February CRR auction clearing. ERCOT staff, in several meetings (including, most recently, 2/9/2011 WMS), has identified a range of causes for this runtime including higher bid counts but also tiebreaking issues on high-volume bids, hardware/software configuration matters, and SPS-driven repetition of the optimization process. The speed of the March posting suggests that ERCOT’s advances on these fronts have been successful.

DCE agrees that, all else being equal, higher bid counts should be correlated with longer solution times. However, ERCOT staff has indicated that thanks to considerable efforts made in configuration, hardware, parameters, etc., solution times are expected to decline sharply. Therefore, without prejudice to considering this issue in the future, DCE sees the move towards a bid fee as potentially premature at this time, and suggest the emphasis remain on enhancing the capacity of the auction infrastructure.

However, if stakeholders determine that a Bid Fee must be imposed at this juncture, DCE submits that some changes to the proposal would render it more equitable: 

Implementation of Bid Fee

NPRR 320 assigns the size of the Bid Fee at the discretion of TAC and the Board, and allocates the proceeds based on Load Ratio Share. DCE submits that the fee should be sized according to the costs of enhancing the Auction, and that proceeds should be deposited  into a development fund (as Calpine suggests) intended to bolster CRR Auction capabilities, with any residual passing to the CRR Balancing Account for the month(s) covered by the auction.

Also, if a Bid Fee were to be implemented, DCE supports a variant of Reliant’s suggestion that its amount be linked to the duration of the CRR (as longer-term CRRs will involve more network models and therefore add more complexity to the solution), with the simplification that the fee be assessed as $/bid/model, again to align with cost causation (e.g. a 28-day February bid is no “easier” to solve than a 31-day March bid).
Special Case of Option Bids Exactly at $0

NPRR 320 states that it is motivated by the claim that “some CRR Account Holders are currently receiving no cost PTP Options by submitting zero priced bids,” and that “the February CRR Auction experienced significant delays due to large bid volumes of $0.00 Point-to-Point (PTP) Options.” While these statements have been challenged to some degree by ERCOT staff (who noted that the $0 bids may not clear at all and that therefore they may not be to blame for the solution times), DCE agrees that $0 option bids may be uniquely problematic, recalling PJM’s experience in 2005 when some $0 bids would cause elevated solution times due to their lack of impact on the Auction’s objective function. ERCOT has not yet been able to complete a controlled test of this hypothesis, but regardless of the outcome, $0 bids are prominent in recent Auctions.

Because these bids do not contribute to Auction revenue, may not even be able to clear, and do consume a portion of the market-wide bid limit (thereby increasing the probability of imposing the more-restrictive second round rebid period), DCE agrees that they are undesirable and therefore proposes NPRR language that requires Options to be bid at a nonzero value. Between such a change and ERCOT’s enhancements to auction capability, the current issue with auction performance may be resolved to a sufficient degree to enable timely clearing without taking this NPRR’s measures that substantively cut into the flexibility of viable bids in the Auction and alter well-established principles on pricing and revenue flows.

	Revised Proposed Protocol Language


2.1
DEFINITIONS




7.5.2
CRR Auction Offers and Bids

(1)
To submit bids or offers into a CRR Auction, an Entity must become a CRR Account Holder and satisfy financial assurance criteria required to participate, under Section 16.8, Registration and Qualification of Congestion Revenue Rights Account Holders.


(2)
No later than six months prior to the Texas Nodal Market Implementation Date, ERCOT shall report to the Technical Advisory Committee (TAC) about whether a limit on bid volume or a nominal transaction charge for each bid submitted would benefit the auction process.  Recommendations from TAC must be approved by the ERCOT Board and may be implemented without further revision to these Protocols. 

(3)
In order to enforce a volume limitation on the number of market transactions (bids and offers) submitted into the CRR Auction, ERCOT shall evaluate the maximum number transactions which are available prior to the auction, and evenly divide the limit across the CRR Account Holders.  This limit shall be designated as the allocated CRR transaction limit.  The allocated CRR transaction limitation for all CRR Account Holders will be communicated as part of the CRR Auction Notice prior to each auction.

(a)
No CRR Account Holder shall submit more than 10,000 transactions in any CRR Auction.

(b)
If the total number of transactions submitted by all Market Participants into the CRR Auction does not exceed the maximum number of transactions available prior to the auction, then the allocated CRR transaction limit will not apply and all transactions will be accepted.

(c)
If the total number of transactions submitted by CRR Account Holders exceeds the maximum number of transactions available prior to the auction, ERCOT shall notify all CRR Account Holders within one hour of the close of each CRR Auction that the maximum number of transactions has been exceeded.  Each CRR Account Holder shall then adjust their transactions to be less than or equal to the allocated CRR transaction limitation for the affected CRR Auction within one Business Day.  If the Market Participant fails to reduce its transactions to the allocated CRR transaction limitation within one Business Day, ERCOT shall reject all transactions submitted by that CRR Account Holder into the affected CRR Auction.  ERCOT will then execute the CRR Auction using the updated set of transactions as revised by Market Participants.

(d) 
Each Counter-Party is limited to a total of three CRR Account Holders. 


7.5.2.3
CRR Auction Bid Criteria 

(1)
A CRR Auction Bid indicates a willingness to buy CRRs at the auction clearing price, if it is equal to or less than the Not-to-Exceed Price. It must be submitted by a CRR Account Holder and must include the following:

(a)
The name of the CRR Account Holder;

(b)
The single type of CRR being bid;

(c)
The source Settlement Point and the sink Settlement Point or name of flowgate for the block of CRRs being bid;

(d)
The month for which the block of CRRs is being bid, including block designation;

(e)
The quantity of CRRs in MW, which must be the same for each hour within the block,  for which the Not-to-Exceed Price is effective; and

(f)
A dollars per CRR (i.e. dollars per MW per hour) for the Not-to-Exceed Price.

(2)
The CRR Account Holder may submit a self-imposed auction-wide credit limit, if desired. 

(3)
A bid to buy a PTP Option or FGR cannot specify a negative or zero Not-to-Exceed Price.  
A bid to buy a PTP Obligation can specify a negative or zero Not-to-Exceed Price. 
(4)
A bid to buy an FGR must specify the name of a flowgate defined in Section 7.3.1, Flowgates. 

(5)
A CRR bid for a specified MW quantity of CRRs constitutes a bid to buy a quantity of CRRs equal to or less than the specified quantity.  A CRR bid may not specify a minimum quantity of MW that the CRR Account Holder wishes to buy.

7.5.5.3
Auction Process

(1)
The auction must be a single-round, simultaneous auction for selling the CRRs available for all auction products, with the following steps:

(a)
ERCOT shall enter into the CRR Auction engine model a credit constraint for each Counter-Party.  A Counter-Party’s CRR Auction credit limit is equal to the lesser of the credit limit as determined in Section 16.11.4.6.1, Credit Requirements for CRR Auction Participation, or, if provided, the Counter-Party’s self-imposed CRR Auction credit limit.  The credit constraint for each Counter-Party ensures that the following sum for all of the Counter-Party’s CRR Account Holders is less than or equal to the Counter-Party’s CRR Auction credit limit: 

(i)
All awarded CRR Auction Bids multiplied by the absolute value of the corresponding bid price; plus 

(ii)
All awarded CRR Auction Offers with negative offer prices multiplied by the absolute value of their corresponding offer price; plus 

(iii)
The additional credit requirement for all awarded PTP Obligations, which is $A per MW per hour, plus the absolute value of the PTP Obligation bid price multiplied by M.  The values of A and M Shall be posted on the MIS Public Area.  TAC shall review these values at least annually and may recommend, to the ERCOT Board, changes to these values that become effective at least 30 days prior to a monthly CRR Auction and 60 days prior to an annual CRR Auction.  Any changes to these values shall be posted on the MIS Public Area within three Business Days of ERCOT Board approval.  

(b)
ERCOT shall award CRRs in quantities truncated to the nearest tenth MW (0.1 MW). 

(c)
The CRR clearing price is equal to the corresponding Shadow Price for that CRR product. 
(d)
When a CRR Account Holder is awarded CRRs as a result of a CRR Auction, the CRRs do not become the property of the winning CRR Account Holder, and the CRRs may not be placed in their CRR accounts, until the CRR Invoices have been paid in full. 
(e)
When a CRR Account Holder sells PTP Obligations as a result of an auction at a negative price, the CRR Account Holder is not relieved of the PTP Obligations until the CRR Invoices have been paid in full.  

(2)
ERCOT shall use a linear programming auction engine model for each CRR Auction that evaluates all CRR Auction Bids and CRR Auction Offers submitted, and selects a combination of CRR Auction Bids and CRR Auction Offers that:

(a)
Makes the solution simultaneously feasible within the limits of the ERCOT network capability over the auction term; and

(b)
Maximizes the objective function, which is equal to the total economic value (as expressed in the CRR Auction Bids) of the awarded CRR Auction Bids, less the total economic cost (as expressed in CRR Auction Offers) of the awarded CRR Auction Offers, while observing all applicable constraints.

(3)
The CRR Network Model must, to the extent practicable, reflect the continuous and post-contingency system operating limits and operational procedures (i.e., Special Protection Systems and Remedial Action Plans) in the Network Operations Model used by ERCOT during Real-Time Operations, as discussed below in Section 7.5.5.4, Simultaneous Feasibility Test.

(4)
Once a CRR Auction is complete, ERCOT shall archive and keep the CRR Auction system and all models used to finalize the CRR Auction results under ERCOT’s data retention policy as that policy applies to data that may be needed to resolve requests for billing adjustments under applicable billing adjustment procedures.

7.5.7
Method for Distributing CRR Auction Revenues

(1)
ERCOT shall determine, for each month, the CRR Monthly Revenues (CMR). The CMR is the sum of:

(a)
Monthly CRR revenue for that month; and

(b)
PCRR revenues.

(2)
For the first three years after the TNT Market Implementation Date, ERCOT shall credit the net CRR Auction revenue (including PCRR revenue) produced from CRRs cleared in each CRR Auction that source from a Settlement Point located within a 2003 ERCOT Congestion Management Zone (CMZ) and sink at a Settlement Point located within the same 2003 ERCOT CMZ to QSEs in the 2003 ERCOT CMZ on a zonal Load Ratio Share basis.  All other net CRR Auction revenues must be allocated to QSEs on an ERCOT-wide Load Ratio Share basis.  For these allocation purposes, any NOIE Load Zone is considered to be located entirely within the 2003 ERCOT CMZ that represented the largest Load for that NOIE or group of NOIEs in 2003.  Before the end of the three-year period described above, the ERCOT Board shall consider whether to extend the policy or ratify some other alternative. 

(3)
For Initial distribution of CRR Monthly Revenues, revenues shall be paid to each QSE based on that QSE’s Load Ratio Share in the interval coincident with the ERCOT-wide peak 15-minute Settlement Interval for the month.  
(4)
ERCOT shall true up the distribution of CRR Monthly Revenues based on that QSE’s Load Ratio Share in the interval coincident with the ERCOT-wide peak 15-minute Settlement Interval for the month.

(5)
The net CRR Auction Revenue produced from CRRs cleared and paid for in each CRR Auction that source from a Settlement Point within a 2003 ERCOT CMZ and sink at a Settlement Point located within the same 2003 ERCOT CMZ shall be distributed on a zonal Load Ratio Share basis.  The portion of the net monthly CRR Auction Revenue to be distributed to each QSE with load in that zone for a given month is calculated as follows:

LACMRZAMT z, q=
(-1) * 
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(CRRZREV z, a + PCRRZREV z, a) * MLRSZ z, q

The above variables are defined as follows:

	Variable
	Unit
	Definition

	LACMRZAMT z, q
	$
	Load-Allocated CRR Monthly Revenue Zonal Amount per zone per QSE—The payment to QSE q of the revenues resulted from the CRRs that source and sink in CMZ z, for the month.

	CRRZREV z, a
	$
	CRR Zonal Revenue per zone per CRR Auction—The revenue resulted from the CRRs that source and sink in CMZ z, cleared through CRR Auction Offers and CRR Auction Bids in CRR Auction a, for the month.

	PCRRZREV z, a
	$
	PCRR Zonal Revenue per zone per CRR Auction—The revenue resulted from the PCRRs that source and sink in CMZ z, pertaining to CRR Auction a, for the month.

	MLRSZ q, z
	none
	Monthly Load Ratio Share Zonal per QSE per zone—The LRS of QSE q for its Load in CMZ z, for the peak-Load 15-minute Settlement Interval in the month.

	q
	none
	A QSE.

	z
	none
	A 2003 ERCOT CMZ.

	a
	none
	A CRR Auction.


(6)
The net CRR Auction Revenue produced from CRRs cleared and paid for in each CRR Auction that do not source from a Settlement Point within a 2003 ERCOT CMZ and sink at a Settlement Point located within the same 2003 ERCOT CMZ shall be distributed on an ERCOT-wide LRS basis.  The portion of the net monthly CRR Auction Revenue Amount (from CRRs with paths that cross the 2003 ERCOT CMZ boundaries) to be distributed for a given month is calculated as follows:

LACMRNZAMT q
=
(-1) * 
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(CRRNZREV a + PCRRNZREV a) * MLRS q

The above variables are defined as follows:

	Variable
	Unit
	Definition

	LACMRNZAMT q
	$
	Load-Allocated CRR Monthly Revenue Non-Zonal Amount per QSE—The payment to QSE q of the revenues resulted from the CRRs that source and sink in different CMZs, for the month.

	CRRNZREV a
	$
	CRR Zonal Revenue per CRR Auction—The revenue resulted from the CRRs that source and sink in different CMZs, cleared through CRR Auction Offers and CRR Auction Bids in CRR Auction a, for the month.

	PCRRNZREV a
	$
	PCRR Zonal Revenue per CRR Auction—The revenue resulted from the PCRRs that source and sink in different CMZs, pertaining to CRR Auction a, for the month.

	MLRS q
	none
	Monthly Load Ratio Share per QSE—The LRS calculated for QSE q for the peak-Load 15-minute Settlement Interval in the month.  See Section 6.6.2.2, QSE Load Ratio Share for a 15-Minute Settlement Interval.

	q
	none
	A QSE.

	a
	none
	A CRR Auction.






	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	


7.7
[RESERVED]





	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	


9.8
CRR Auction Award Invoices

(1)
ERCOT shall prepare invoices for each CRR Auction (CRR Auction Invoice) on a net basis.  Invoices must be issued on the first Business Day following the completion of a CRR Auction on the date specified in the Settlement Calendar.  For each CRR Auction Invoice, the CRR Account Holder to whom the Invoice is addressed (“Invoice Recipient”) is either a net payee or net payor.  The Invoice Recipient is responsible for accessing the CRR Auction Invoice on the MIS Certified Area once posted by ERCOT.

(2)
Each Invoice Recipient shall pay any net debit and be entitled to receive any net credit shown on the CRR Auction Invoice on the payment due date.  Payments for CRR Auction Invoices are due on the applicable payment due date, whether or not there is any Settlement and Billing dispute regarding the amount of the payment. 

(3)
ERCOT shall post on the MIS Certified Area for each Invoice Recipient a CRR Auction Invoice based on CRR Auction charges and payments as set forth in:

(a)
Section 7.5.6.1, Payment of an Awarded CRR Auction Offer;

(b)
Section 7.5.6.2, Charge of an Awarded CRR Auction Bid; and
(c)
Section 7.5.6.3, Charge of PCRRs Pertaining to a CRR Auction. 

(4)
CRR Auction Invoices must contain the following information:

(a)
The Invoice Recipient’s name;

(b)
The ERCOT identifier (Settlement identification number issued by ERCOT);

(c)
Net Amount Due/Payable – the aggregate summary of all charges owed to or due from the Invoice Recipient summarized by CRR Auction;

(d)
Time Period – the CRR Auction for which the Invoice is generated;

(e)
Run Date – the date on which ERCOT created and published the Invoice;

(f)
Invoice Reference Number – a unique number generated by ERCOT for payment tracking purposes;

(g)
Product Description – a description of each product awarded in, sold in, or allocated before the CRR Auction;

(h)
Payment Date – the date and time that Invoice amounts are to be paid or received; and

(i)
Remittance Information Details – details including the account number, bank name and electronic transfer instructions of the ERCOT account to which any amounts owed by the Invoice Recipient are to be paid or of the Invoice Recipient’s account from which ERCOT may draw payments due.
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