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INTRODUCTORY COMMENTS

STRONG CREDIT REQUIREMENTS, LIKE GRID RELIABILITY, ARE NECESSARY (BUT NOT
SUFFICIENT) FOR AN ELECTRICITY MARKET TO DELIVER THE OUTCOMES WE NEED, WANT AND
EXPECT.

— THERE IS NO DEBATE ABOUT THIS STATEMENT. NOR IS IT CONTROVERSIAL.
NEVERTHELESS, WE MUST AT THE SAME TIME,

ACKNOWLEDGE THAT CREDIT REQUIREMENTS CREDIT SETTLEMENT
REQUIREMENTS RULES &

AFFECT MARKET OUTCOMES & APPLICATION APPLICATION

IN THE END, THE “STRONGER” THE CREDIT

REQUIREMENTS, JUST LIKE THE MORE RELIABLE THE 1

SYSTEM, THE HIGHER THE PRICE OF ELECTRICITY.

WHILE THE ANALOGY BETWEEN CREDIT AND RELIABILITY MARKET

IS USEFUL IN SOME WAYS, THE TWO HAVE OBVIOUS OUTCOMES

DIFFERENCES. IN PARTICULAR, CREDIT AND NOT RELIABILITY IS
DIRECTLY RELATED TO:

* THE SETTLEMENT INTERVAL — THE LONGER THE INTERVAL THE MORE CREDIT IS REQUIRED.
* PRICE CAPS/RULES AND PRICE ADDERS. A MARKET WITH A PRICE CAP OF $9000

CREATES MORE EXPOSURE THAN DOES A MARKET WITH A $ 1000 PRICE CAP — FOR A GIVEN

SETTLEMENT INTERVAL.
THE HIGH PRICE CAP (AND POTENTIAL PRICE ADDERS) IN ERCOT NECESSARILY PUTS A
SPOTLIGHT ON CREDIT AND THE SETTLEMENT INTERVAL.
* NOT RECOMMENDING A REVIEW OF THE CREDIT REQUIREMENTS:

* HOWEVER, EVERY RTO/ISO SHOULD BE LOOKING AT THE EFFECTS OF CREDIT ON
MARKET OUTCOMES AND THIS IS EVEN MORE TRUE IN ERCOT DUE TO THE HIGH PRICE
CAP.
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FIRST EXAMPLE — PERSISTENCE

IN THE FIRST EXAMPLE, CREDIT SPIKE IS PERSISTENT DESPITE DAM RESULTS:

Interval (Day) TPEasa % of 1-day % change TPEasa % of | DAMHB_NORTH x16 | RTHB_NORTH x16
TPE @ T=1 in TPE TPE Mean as % of price at T=1  as % of price at T=1
1 100.00% 45.26% 100.00% 100.00%
2 102.44% 2.44% 46.37% 101.47% 85.98%
3 106.98% 4.42% 48.42% 105.56% 169.66%
4 145.54% 36.04% 65.87% 110.42% 118.79%
5 40.60% -72.11% 18.37% 118.24% 110.53%
6 60.49% 49.00% 27.38% 151.81% 122.62%
7 98.86% 63.44% 44.75% 194.44% 119.22%
8 347.81% 251.82% 157.42% 174.70% 437.85%
9 345.91% -0.55% 156.57% 116.03% 106.61%
10 358.75% 3.71% 162.38% 111.11% 112.59%
11 346.40% -3.44% 156.79% 168.99% 132.95%
12 268.86% -22.38% 121.69% 165.68% 129.91%
13 323.86% 20.46% 146.59% 161.11% 319.84%
14 308.91% -4.62% 139.82% 119.77% 138.84%
15 282.96% -8.40% 128.07% 106.25% 109.89%
16 262.29% -7.30% 118.72% 90.96% 129.16%
17 255.26% -2.68% 115.54% 97.22% 105.77%

THE TABLE CONTAINS THE ACTUAL CREDIT REQUIREMENTS FOR 17 CONSECUTIVE DAYS IN
2018. THIS IS ACTUAL DATA THAT HAS BEEN CONVERTED TO PERCENTAGES.

FROM DAY 7 TO DAY 8, CREDIT REQUIREMENTS ROSE BY NEARLY 252%.

FOR THE INTERVAL THE SAMPLE VARIANCE FOR THE CREDIT REQUIREMENTS WAS:
$6,870,640,530,429.

BY DAY 16 PRICE IN THE DAM WAS BELOW WHAT IT WAS ON DAY 1 OF THE SAMPLE PERIOD,
YET CREDIT REQUIREMENTS WERE 162% HIGHER.

OVER THIS TIME PERIOD THERE WAS VIRTUALLY NO CHANGE IN THE MARKET ACTIVITY OF THE
PARTICIPANT WHICH WAS LIMITED TO THE DAM AND A VERY SMALL CRR POSITION.
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SECOND EXAMPLE — NON-EVENT

IN THE SECOND EXAMPLE, EXPECTATIONS ARE NOT MET.:

Interval (Day) TPEasa % of 1-day % change TPE asa % of | DAMHB_NORTH x16 RTHB_NORTH x16
TPE @ T=1 in TPE TPE Mean as % of priceat T=1 = as % of price at T=1
1 100.00% 2.54% 100.00% 100.00%
2 3277.71% 3177.71% 83.41% 209.61% 391.41%
3 2876.93% -12.23% 73.21% 179.11% 416.62%
4 16149.17% 461.33% 410.95% 105.08% 109.70%
5 19877.91% 23.09% 505.83% 206.32% 95.08%
6 12326.64% -37.99% 313.68% 210.34% 295.16%
7 18.86% -99.85% 0.48% 239.41% 85.63%
8 18.86% 0.00% 0.48% 72.24% 98.81%
9 18.86% 0.00% 0.48% 97.31% 132.84%
10 18.86% 0.00% 0.48% 76.42% 130.64%
11 276.07% 1363.42% 7.03% 35.00% 96.75%
12 18.86% -93.17% 0.48% 30.38% 687.34%
13 18.86% 0.00% 0.48% 30.49% 228.91%
14 18.86% 0.00% 0.48% 25.22% 95.59%

THE TABLE CONTAINS THE ACTUAL CREDIT REQUIREMENTS FOR 14 CONSECUTIVE DAYS IN
2018. ONCE AGAIN, THIS IS ACTUAL DATA THAT HAS BEEN CONVERTED TO PERCENTAGES.

FROM DAY 6 TO DAY 7, CREDIT REQUIREMENTS FALL 99.9% EVEN THOUGH THE DAM PRICE
HAD BEEN RISING AND WAS HIGHER IN DAY 7 THAN IT WAS IN DAY 6.

FOR THE TIME PERIOD, THE STANDARD DEVIATION OF THE CREDIT REQUIREMENTS AS A
PERCENTAGE OF THE MEAN FOR THE CREDIT REQUIREMENTS WAS 174%.

OVER THIS TIME PERIOD THERE WAS VIRTUALLY NO CHANGE IN THE MARKET ACTIVITY OF THE
PARTICIPANT WHICH WAS LIMITED TO THE DAM AND A VERY SMALL CRR POSITION.
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THIRD EXAMPLE — PERSISTENCE AND UNMET EXPECTATIONS

IN THE THIRD EXAMPLE, EXPECTATIONS ARE NOT MET AND THERE IS PERSISTENCE:

Interval (Day) TPEasa % of 1-day % change TPEasa % of | DAMHB_NORTH x16 | RTHB_NORTH x16
TPE @ T=1 in TPE TPE Mean as % of price at T=1  as % of price at T=1
1 100.00% 13.00% 100.00% 100.00%
2 63.92% -36.08% 8.31% 86.93% 46.37%
3 187.10% 192.71% 24.33% 86.93% 46.27%
4 190.45% 1.79% 24.76% 76.11% 87.48%
5 186.74% -1.95% 24.28% 99.60% 66.81%
6 395.73% 111.92% 51.45% 208.26% 100.67%
7 514.90% 30.11% 66.95% 235.58% 84.98%
8 1888.88% 266.84% 245.59% 1763.25% 78.58%
9 1122.83% -40.56% 145.99% 1534.94% 692.97%
10 1078.16% -3.98% 140.18% 70.57% 76.71%
11 1065.46% -1.18% 138.53% 46.52% 54.73%
12 1066.02% 0.05% 138.60% 51.61% 63.76%
13 1255.28% 17.75% 163.21% 46.80% 50.17%
14 1361.30% 8.45% 176.99% 50.02% 46.42%
15 1060.21% -22.12% 137.85% 67.91% 57.78%

THE TABLE CONTAINS THE ACTUAL CREDIT REQUIREMENTS FOR 15 CONSECUTIVE DAYS
DURING THE SUMMER OF 2019. ONCE AGAIN, THIS IS ACTUAL DATA THAT HAS BEEN

CONVERTED TO PERCENTAGES.

ON DAYS 8 AND 9 THE DAM PRICE SPIKES CONSIDERABLY BUT THEN FALLS BACK TO MORE
“NORMAL” LEVELS.

FOR THE INTERVAL THE SAMPLE VARIANCE FOR THE CREDIT REQUIREMENTS WAS:
$42,375,819,761,196.

EXTREME (UNANTICIPATED) INCREASE IN CREDIT REQUIREMENTS FOLLOWED BY UNEXPECTED
PERSISTENCE.

OVER THIS TIME PERIOD THERE WAS VIRTUALLY NO CHANGE IN THE MARKET ACTIVITY OF THE
PARTICIPANT WHICH WAS LIMITED TO THE DAM AND A VERY SMALL CRR POSITION.
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SUMMARY

. IN THESE THREE EXAMPLES THERE IS NO REASON TO SUSPECT THAT ERCOT DID NOT
CORRECTLY CALCULATE THE CREDIT REQUIREMENTS.

* WILL PROVIDE THE ACTUAL DATA TO ERCOT IF THEY WOULD LIKE.

e THE BULK OF THE CREDIT REQUIREMENTS ARISE THROUGH TPEA (AS ANTICIPATED).
TPEA = Max [0, MCE, Max [0, ((1-TOA) * EAL , + TOA * EAL ,+EAL ,)]] +
PUL

* THIS IS A RELATIVELY SMALL PARTICIPANT IN THE DAM AND A VERY SMALL PARTICIPANT IN THE
CRR MARKET WHO IS CONCERNED ABOUT NEXT SUMMER.
» BEST IMMEDIATE SOLUTION:
* REDUCE THE SETTLEMENT INTERVAL FROM 5 DAYS TO EITHER 2 OR 3 DAYS.

« DOES NOT REQUIRE ANY CHANGES TO THE CREDIT EQUATIONS.
« DOES NOT REDUCE THE STRENGTH OF THE CREDIT REQUIREMENTS.
* REDUCES THE COST TO PARTICIPATE IN THE MARKET WITH NO INCREASE IN RISK.
* IMPROVES LIQUIDITY AND PRICE DISCOVERY.

« HAVE NOT REVISITED THE SETTLEMENT INTERVAL SINCE PRICE CAP HAS RISEN FROM
$3,000 1O $9,000 OR FROM THE ADDITION OF ORDC AND RTD PRICE ADDERS.

* NEED TO IMPLEMENT BEFORE, RATHER THAN AFTER, NEXT SUMMER.

. ABSENT THIS, IT IS DIFFICULT TO UNDERSTAND HOW THESE EXAMPLES — WHICH ARE SPREAD
OUT OVER TWO YEARS — ARE CONSISTENT WITH A WELL-FUNCTIONING MARKET.

« HoOw DO YOU MANAGE THIS KIND OF EXPOSURE TO CREDIT REQUIREMENTS?

* WHAT ARE THE COSTS TO THE MARKET FROM THIS SPECIFIC ASPECT OF THE MARKET
DESIGN?

*  WHAT ARE THE UNINTENDED CONSEQUENCES WITH RESPECT TO THE SHORT AND LONG-
TERM MARKET OUTCOMES — INCLUDING THE MARKET STRUCTURE?

. NEXT STEPS?
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