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Bonneville Power Administration 
Public Affairs Office 
DKE-7
Via Electronic Mail

BPA File No.: PNCA-14
Date: July 16, 2014
Written comments by Argus Media Inc. 
To whom it may concern:
Argus Media Inc. (“Argus”) appreciates the opportunity to comment on the Bonneville Power Administration’s (BPA) Notice of Proposed Adjustment to Interchange Energy Imbalances Rate under the Pacific Northwest Coordination Agreement. 
Argus is a leading provider of price assessments, business intelligence and market data for the global crude oil, petroleum products, natural gas, NGLs, coal, electricity, biofuels, biomass, petrochemical, fertilizer, metals and transportation industries. Argus is a privately held UK-registered company headquartered in London, with 18 offices around the world, including Portland, Oregon.
As part of BPA’s periodic review and revision of rates so that they are adequate to recover, Argus proposes consideration of a replacement index for the Dow Jones Mid-C Index to price imbalance energy.  Argus believes that the Mid-C index published in the daily publication Argus US Electricity is suitable for this purpose since it is a market based-index. 
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As described below, the Argus Mid-C index should meet any and all requirements specified in Part II, Section A of PNCA-14 ( Purpose and Scope of the PNCA-14 Rate Proceeding; Circumstances Necessitating the Proposed Change). 
Should BPA seek additional certainty by using more than one supplier of index prices, Argus recommends consideration of a weighted “market-basket” approach for interchange energy, using the Argus Mid-C index and other indexes deemed suitable by BPA. 
Argus and its role in electric power market indexation

As an independent price reporting organization, Argus publishes next-day prescheduled prices for North American electricity markets. The Commission recognized in an order dated February 1, 2008 (Docket No. PL03-3-007) 

that the  methodologies and procedures of a publication then known as Energy Market Report conform with its July 24, 2003, Policy Statement on Natural Gas and Electric Price Indices, Price Discovery in Natural Gas and Electric Markets, 104 FERC 61,121 (2003) and subsequent clarifications. Argus acquired Energy Market Report in 2009, and it is now known as Argus US Electricity.
Energy companies, financial services and governments use Argus prices for natural gas and other commodities as price references. The prices may be used to index long-term contracts, spot market contracts, and derivatives transactions such as swaps, as well as in corporate internal transfer pricing, market analysis, performance measures, risk management analysis and capital investment decisions. Government entities also use Argus spot market prices to determine taxation and royalty calculations.
Argus has an important role in the proper functioning of the energy markets. Confidence in the prices published by Argus creates confidence in the markets themselves, which in turn encourages liquidity, effective clearing of trades, accurate price discovery and overall market transparency.

Argus recognizes that its clients and other industry stakeholders expect it to meet the highest standards in the field of price reporting, and to value principles that support its important role. Argus has robust governance and operates a rigorous and transparent controls framework including an Editorial Code of Conduct and an ethics and compliance policy entitled Argus Global Compliance Policy, all publicly available on its website.

As an independent price reporting organization, Argus is separate from the markets and has no vested interest in the level of any price that it reports. Argus has clear policies in place to avoid conflicts of interest and prohibits its employees from trading in the commodities or industries upon which it reports. A Global Compliance Officer oversees the company’s compliance regime. This includes a rolling program of audits to ensure full and continuous adherence to the company’s compliance policy.
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Argus respects transparency and disclosure by making its processes public, and by providing market information openly. Argus ensures that it has the resources to achieve these values, by hiring and retaining qualified and experienced staff, and regularly training employees. Argus maintains its credibility as an independent price reporting organization by consistently applying its methodologies for price identification, and thus maintaining its high and long-standing reputation.
The methodology is fully explained in the attached appendix. 








































Conclusions
Argus respectfully requests that BPA consider use of the Argus Mid-C index as published in Argus US Electricity for the pricing of interchange energy per BPA File No. PNCA-14.
Argus believes that BPA’s requirement of sound business principles will be met by the use of the Argus Mid-C index, and that the index will reflect costs associated with the acquisition, conservation and transmission of electric power, including amortization of the Federal Investment in the Federal Columbia River Power System over a reasonable number of years, along with BPA’s other costs and expenses. 
Should BPA seek additional certainty by using more than one supplier of index prices, Argus recommends consideration of a weighted “market-basket” approach for interchange energy, using the Argus Mid-C index and other indexes deemed suitable by BPA.
Correspondence regarding these comments should be addressed to:

Euan Craik, CEO 
Argus Media, Inc.
2929 Allen Parkway,

Suite 700
Houston

Texas

77019
Euan.craik@argusmedia.com
power@argusmedia.com
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Appendix 
Petition of Argus Media to Intervene
Index Methodology
Argus North American peak and off-peak electricity price indexes are based on data submitted daily to Argus voluntarily by the risk-management divisions or non-commercial departments of market participants. 

Argus currently only incorporates physical trade data reported directly to it by market participants for the volume-weighted averages. Financially settled deals are included where the price does not diverge from what is observed in the physical market. 

Argus reserves the right to exclude deals from the range of trade should a transaction fall well outside the channel of trade, or raises other concerns. In these situations, Argus applies an outlier procedure, reviewed below, which is based on consistent statistical measurement.

All data submitted is treated confidentially and used only to establish the index or form a market price assessment. The Argus electricity index procedures are audited at least annually by the company’s global compliance officer.

Assessments

The Argus Mid-C index is a highly liquid market. For the purposes of completeness, the following comprises the Argus methodology low-liquidity markets.

In these markets, Argus publishes assessments based on an intelligent range of trade. Argus assesses the range within which electricity did or could have traded, based on actual deals and bids and offers throughout the trading day for next-day power, historical price relationships and other market conditions. 
Assessments are clearly identifiable from volume-weighted average indexes.  The volume and number of trades will be blank where an assessment is made. 

During the course of the day Argus contacts a variety of market participants in each region by phone. Data obtained through phone contact is used exclusively for assessments at illiquid points and to obtain information regarding daily activity in the bulk electricity market, as well as fundamental information such as generation outages and other daily events that affect the market.  Price information gleaned from these phone conversations is not included in the volume-weighted indexes, although it is used to help verify the bid/offer spreads reported in the non-volume weighted daily price assessments.
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Appendix – Argus Media
For markets in which physical trading is organized and managed by an Independent System Operator (ISO) or Regional Transmission Operator (RTO), Argus also consults day-ahead hourly prices from day-ahead trading settlements published by the ISO/RTO after the conclusion of normal trading. By means of averaging the hourly prices for the standard 16-hour peak and 8-hour off-peak periods, that data is used to formulate an approximation of the value of standard peak and off-peak contracts. Those approximations are used in concert with other available market information to arrive at an accurate price for those contracts for a given trading day.      

The assessments represent the mean at which electricity traded or could have traded that day at each location for next day power for any business activity conducted up until 2.30 pm Eastern Prevailing Time (EPT).

Index calculation method
Due to high liquidity at the Mid-Columbia trading point, the assessment method has never been used for publication of the Argus Mid-C index. Argus has relied entirely upon the volume-weighted average methodology below to calculate the Mid-C index. 
Argus publishes North American electricity prices for firm, pre-scheduled day-ahead markets. A list of trading locations for which indexes may be published has been included below.  The list is updated periodically to reflect liquidity changes at these key hubs. An index will only be published when three trades each of 25MW or more are received for a hub location.

Argus publishes the range low price, high price, volume-weighted average price, the volume, the number of transactions and the change from the previous day.  The volume is expressed in MW and the prices in $/MWh.

Only firm deals greater than 25MW are included in each index. Firm delivery means that a contract for liquidated damages in the event of non-performance is in place. Swaps, contracts for difference, and derivative-linked deals are not included but financially settled deals are included where the price does not diverge from what is observed in the physical market. 

Indexes and assessments are generally of two types: peak energy, delivered during hours ending 7 through 22 (6 am to 10 pm), and off-peak energy, delivered for the first 6 hours of the day as well as hours 23 and 24.  

The volume weighted average index price is calculated by taking the sum of the product of price and volume for each transaction and dividing this amount by the total volume transacted at each hub location.  In the following where P represents price and V is volume:

Index Price = 
Sum (P x V)/ Sum (V)
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Appendix – Argus Media
Weekends and Holidays

While the indexes and assessments are generally for next-day power, weekend business is handled differently in the Western Electricity Coordinating Council (WECC) versus the remainder of the North American Electric Reliability Corporation regions.

For areas outside of the WECC, prices are reported for next day power, with the exception of Friday trading representing Monday delivery.  Weekends are not consistently included in the spot markets outside of the Western Interconnect.

For the WECC markets, there is a slight difference in weekend methodology. Prices for power flowing Friday and Saturday are reported on Thursday, while prices for power flowing Sunday and Monday are published Friday.  In the WECC, the entire day of Sunday, along with the traditional off-peak hours of Monday, are bundled into a single off-peak block of 32 hours.  

In the event of government holidays, prices are reported at the earliest day possible, usually the day before the holiday.
Providing data to Argus

Argus requests that data providers submit data from the risk office or non-commercial department separate from the trading floor. Reporting companies should follow the procedures set out below. 

•
Report complete trade data, advising Argus as soon as possible of any omissions or errors. 

•
Each transaction should include the delivery location of the trade, date, beginning and ending flow date, volume, price and whether it was a buy or sell transaction. If possible, indicate counterparty and name of trading platform or broker. Argus understands that many contracts prohibit the disclosure of counterparty information.

•
Report all fixed-price transactions, including day-ahead, balance of month and forward deals. Include all deals whether or not Argus publishes an index for each hub. Send data to power@argusmedia.com and power@argus.myzen.co.uk.

•
Day-ahead deals include all deals done for delivery through the following business day. Day-ahead trade data should be sent to Argus by 4pm EPT daily.

•
Include financial as well as physical deals but clearly mark them as such.

•
Provide the name and contact information for at least two representatives from the reporting office that can answer questions about the data submitted.
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Appendix – Argus Media
Outliers, corrections and duplicates

Trades that deviate significantly from the median of trades reported for that delivery point are scrutinized by Argus editors and excluded from the index if they are deemed not representative of market conditions at the time of the trade.

Corrections that may have a significant impact on a price point are considered on an individual basis. If Argus learns of an error, its data manager or other senior official will assesses whether the error had an impact on an index or assessment. If correcting the error will not make a significant difference to the published figures, a correction will not be issued. In all cases, Argus should be made aware of any errors in data submitted. 

A significant error is deemed to be one that has a price impact greater than 2pc from the published price that was reported within one week of the trade date for a liquid trading point. For errors reported later than one week or at less liquid trading points, a senior Argus official or editor will decide whether the error is significant based on other factors including: the absolute price change, whether the error affected the range of the day, how many counterparties are affected and the impact on volume. Errors reported more than one month after the transaction date are not considered without evidence of significant inaccuracies in the Argus data series if the mistake is not rectified. 

Because few data contributors provide counterparty information, it is very difficult to match the buy and sell side of a transaction to prevent double counting. Therefore Argus indexes may include both sides of the same transaction. This should not skew the index in any significant way. If the industry starts reporting more information on counterparties or time of transaction, Argus will be in a better position to report volume more representative of actual power flow.
�I think we should reference the docket in which FERC approved the Energy Market Report. Or alternatively the docket that approved Argus power indicies in around 2004. FERC was pretty clear when we met with them in 2009 on our natgas indices that they were “approving” only our natgas service. 


�


�





Argus Media Inc.

2929 Allen Parkway, Suite 700
Houston, TX 77019
Tel: +1 713 968 0000

Fax: +1 713 622 2991
illuminating the markets
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