Bidding Requirement for FTR, TCC and CRR Markets

The ISOs and RTOs require the posting of collateral when bids are submitted in the FTR, TCC and CRR (transmission rights) markets.  Posting collateral is an important issue for all market segments that are required to post cash when bidding on transmission rights.  A more efficient and less expensive use of participants’ capital would result if the various ISOs that offer an FTR type product (CAISO, ERCOT, PJM, ISO-NE, MISO, NYISO), would arrange their bidding requirement time frames so these periods would not overlap.  
The process for acquiring a transmission right defines two collateral posting periods.  This request only applies to the coordination of the bidding requirement:

1. The Bidding Requirement
a. Collateral must be posted before the submittal of transmission rights’ bids.  
b. This collateral may be returned after bids are cleared.
2. The Holding Requirement
a. After bids are cleared and transmission rights awarded, collateral is required for the amount of time the awarded transmission right is active. 

If the ISOs and RTOs were to stagger the timing for posting collateral during the bidding requirement, the transmission rights markets would see a number of benefits while alleviating several credit problems currently facing the market:
· Coordinating the timing for posting the bidding requirement would provide many advantages with only slight disruptions to the market.

· For those marketing entities that trade in multiple markets, and multiple ISOs, the bidding requirement is problematic because the bid posting periods may overlap, requiring large amounts of collateral to be posted. 

· When large amounts of collateral are unnecessarily tied up to meet the bidding requirements, this collateral is not available for bidding or holding requirements in other markets.

· The orderly posting of collateral would create flexibility in the use of collateral, increasing market participation.

· Existing credit markets are fragile and erratic.  
· Current issues with credit markets have made credit more difficult to obtain.

· Credit that is available is more expensive.
· Entities are losing the unsecured credit benefit requiring more entities to post cash for bidding requirements.

· ISOs are revising credit policies and unsecured credit is becoming less available.

· More market entities are required to compete for a limited amount of credit.

Marketers submit a number of bids with the expectation that only a percentage of those bids will clear the market but bidding rules necessitate the posting of collateral for the total number of bids submitted.  Until the submitted bids are cleared no collateral is returned to the market participant.

The bidding requirement's duration varies per market but is usually between one and two weeks.  The period and timing of the bidding requirement varies with the term of the transmission right (yearly, multi-year, monthly, multi-month).  The longer the period the more collateral is usually required; therefore, synchronizing the longer-term transmission rights bidding requirements first, would provide the most benefit.     

The coordination of the bidding requirement would not raise or lower the required amount of bidding collateral - it would simply allow market participants to utilize their available cash more efficiently for posting as collateral.  The ISOs would remain fully collateralized under their current policies for the bidding and holding requirements.  This effort would not create a credit or collateral problem; therefore, any issues should be addressed with the ISO’s transmission rights scheduling groups.  Of course, the credit departments should be consulted and kept fully informed of this effort.
A number of ISOs have 'seams' groups that work on pricing and market issues e.g., PJM / MISO Joint and Common Market, but there is no group that coordinates between, for example, NYISO and CAISO.  This coordination would require a national effort.  Therefore, EPIC has submitted this proposal to the North American Energy Standards Board (NAESB) for development as a standard.  The request is currently in the NAESB stakeholder process as Standards Request R08025 (See NAESB’s Standards Review Subcommittee (SRS), January 13, 2009 meeting agenda, located @ http://www.naesb.org/weq/weq_standards_review.asp.  
NAESB’s SRS has requested that EPIC poll ISO’s stakeholders to determine their support to develop a standard for staggering the bidding requirement.  EPIC requests that the ISOs discuss the feasibility of implementing the request with their stakeholders to determine what issues or concerns that would need to be overcome to provide this coordination.  
ISOs should poll their stakeholders (Attachment A) and ask each company to respond to the following questions:
1. Does your company participate in more than one ISO’s transmission rights market?  
a. If yes, which ISOs?

[Note that questions 1. and 1.a. are optional]

2. My company supports the development of the NAESB standard to stagger the bidding requirement.  
a. My company would support the development of the NAESB standard if the request were modified as follows:
3. My company does not support the development of a standard for the bidding requirement.  
a. Please provide reasons for not supporting the standard. 
Frequently Asked Questions

Question:  Would this request require a change to the ARR schedules?

Answer:  The ARR schedules would probably continue as scheduled since the posting of collateral for the bidding requirement takes place after the ARR schedules are awarded.

Question:  Would this change require a revision to the ISO’s tariff?

Answer:  It could and probably will.  Tariffs are revised all the time and revisions to accommodate this change should not be too difficult.

Question:  Will the change create a scheduling nightmare for the ISOs?

Answer:  Coordinating ISOs schedules will be discussed as part of NAESB’s standards development process.  It may not be possible to stagger all the schedules for the bidding requirement.  EPIC suggests that NAESB start work by studying the longer-term transmission rights markets; study the shorter-term products would follow.  For example, PJM and MISO are the only ISOs whose yearly FTR bidding requirements overlap.  It should be relatively simple to stagger the bidding requirement at these two ISOs.
Question:  It seems that developing and implementing changes to the existing timing requirements would take a considerable effort.  Will the effort be worth it?
Answer:  Overlapping collateral posting requirements are a huge drain on all those who post cash or cash equivalent.  All ISOs would benefit if this constraint was removed.  
This endeavor could provide a stepping stone for ISO’s credit and collateral groups to begin to more closely coordinate their efforts.  NAESB should be encouraged to study the proposed standard to determine if its implementation is feasible.   

Sincerely,

Gordon Scott

EPIC Merchant Energy
