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	Comments


Reliant Energy makes the following changes to Sections 16.2.1 (Bullet 6), 16.2.7.3 and 16.2.8 (Bullet 6).  The changes are highlighted for review purposes.

The proposed change to 16.2.1 (Bullet 6) is to make the proposed new clause consistent with the current “insolvency” event of default language in the EEI Master Agreement.  Without the change, any missed payment could be grounds for default and loss of QSE status.

The proposed change to 16.2.7.3 is made to reflect that different market participants may have varying financial structures that are not assumed in the ERCOT proposed language.  The language, as proposed in the PRR, would be unduly burdensome and inequitable to any market participant that had a financial structure that did not fit within the Protocol language.  

The proposed change to 16.2.8 (Bullet 6) clarifies that the posting of collateral is not a “payment obligation” since the posting of additional collateral may be accomplished through a corporate guarantee or LC.  The proposed change attempts to more closely address the failure to provide additional security.

	Proposed Protocol Language Revision


16.2.1
Criteria for Qualification as a Qualified Scheduling Entity (QSE)

To become and remain registered and qualified as a QSE, an Entity must:

(1) Execute a QSE Agreement;

(2) Demonstrate to ERCOT’s reasonable satisfaction that the Entity is capable of performing the functions of a QSE;

(3) Demonstrate to ERCOT’s reasonable satisfaction that the Entity is capable of complying with the requirements of all ERCOT Protocols and guidelines;
(4) Satisfy ERCOT’s creditworthiness requirements as set forth in this Section;
(5) Comply with the backup plan requirements outlined in the ERCOT Operating Guides; and

(6) Be generally able to pay its debts as they come due.

If a QSE chooses to use EDI transactions to receive Settlement Statements and Invoices, it must participate in and successfully complete testing as described in Protocol Section 23, Texas Test Plan Team Retail Market Testing, prior to commencing operations with ERCOT.

QSEs shall promptly notify ERCOT of any change that materially affects the Entity’s ability to satisfy the criteria set forth above.  If a QSE fails to inform ERCOT within one (1) day of a material change in the information provided which may affect the reliability or safety of the ERCOT System or the financial security of ERCOT, ERCOT may, after providing notice to each Entity represented by the QSE, refuse to accept schedules from the QSE and take any other action ERCOT deems appropriate.

A single Entity executing a QSE Agreement may partition itself into up to:  (i) three subordinate QSEs ("Subordinate QSEs"), in the case of an Entity representing non-RMR Units, or (ii) four Subordinate QSEs in the case of an Entity representing RMR Units (collectively, the “Subordinate QSE”), in the ERCOT Market Participation registration database each of which shall be treated as individual QSEs for all purposes except communication, liability, financial security, and financial liability requirements under Section 16.2.  Such security and financial liability shall be cumulated for all Subordinate QSEs for the single Entity executing the QSE Agreement.  The Entity executing the QSE Agreement will have overall responsibility for all requirements set forth in this Section 16.2, Qualification of Qualified Scheduling Entities and any liability contained within these Protocols.  The Default QSE shall be granted an additional Subordinate QSE for the purpose of providing Default QSE services.
Continued qualification as a QSE is contingent upon adherence to all requirements set forth in these Protocols.  ERCOT shall suspend a QSE’s rights as a Market Participant at such time as ERCOT reasonably determines that the Entity does not satisfy any criterion.

16.2.7.3
Determination of Estimated Aggregate Liability

This subsection applies to all QSEs.  After a QSE receives its first Invoice, ERCOT shall monitor daily and calculate, at least weekly, the QSE’s Estimated Aggregate Liability (EAL) based on the formula below.  Any QSE that is required to post security is responsible, at all times, for maintaining posted security at or above the amount of its EAL, minus the QSE’s Unsecured Credit Limit.

EAL = Greater of ADTE or [Highest TEL or ADTE in effect during the previous 60-day period (adjusted for the SAF)] + OUT – TCRar + PUL
Where:

EAL = 
Estimated Aggregate Liability

TEL = 
Total Estimated Liability (as defined in Section 16.2.7 Determination of Total Estimated Liability)

ADTE =
Average daily transaction, extrapolated, which is calculated as (ADT x 40 days x SAF)

ADT = 
Average daily transaction, which is calculated from (the sum of the Initial Settlement Statements included in the two most recent Settlement Invoices less the TCR Congestion credits for the same Invoice period) / the number of Initial Settlement Statements included in the Invoices
OUT = 
Outstanding, unpaid transactions, which include outstanding Invoices + estimated unbilled items, to the extent not adequately accommodated in the ADTE calculation above (including but not limited to Balancing Energy, Ancillary Services, resettlements, final, and true-ups).  Invoices will not be considered outstanding for purposes of this calculation if prepaid on or before the second (2nd) Business Day following issuance of the Invoice
TCRar = 
TCR auction revenue as described in Section 7.5.4, Allocation Method and Timing for Distributing TCR Auction Revenues, estimated for the sixty (60) day forward period
SAF = 
Seasonal Adjustment Factor, which compares size of overall market settlement from statement to statement, and is used to more precisely forecast the liability in the period for which settlement data is not yet available.  ERCOT shall set this factor equal to one (1)
PUL =
Potential uplift, to the extent and in the proportion that a QSE represents Entities to which an uplift of a short payment will be made pursuant to Section 9.4.4, Partial Payments, item (6).  The sum of:

1) Amounts expected to be uplifted within one year of the date of the calculation; and
2) Twenty-five percent (25%) [or such other percentage based on available statistics regarding default of reorganized Entities of any short payment amounts being repaid under a payment plan ordered by a bankruptcy court for a defaulting QSE] of amounts due more than one year from the date of the calculation

To the extent that ERCOT, using commercially reasonable measures, determines that the EAL so calculated does not adequately match the financial risk to the Market Participants in the market in the ERCOT Region, ERCOT may specify a larger or smaller EAL than would be produced by the use of the above formula.  ERCOT will, to the extent practical, exchange with the QSE that information utilized in determining credit requirements.  ERCOT will provide written notification to the QSE of the basis for ERCOT’s assessment of the QSE’s financial risk.

16.2.8
Monitoring of Creditworthiness by ERCOT

ERCOT shall monitor the creditworthiness of each QSE.  To enable ERCOT to monitor creditworthiness, each QSE shall provide:  (i) quarterly unaudited financial statements not later than sixty (60) days after the close of each of the issuer’s fiscal quarters; and (ii) annual audited financial statements not later than one hundred twenty (120) days after the close of each of the issuer’s fiscal year; provided however, that if a QSE’s financial statements are publicly available electronically and the QSE provides to ERCOT sufficient information to access those financial statements, then the QSE shall be deemed to have met this requirement.  ERCOT may extend the period for providing annual audited statements on a case-by-case basis.
With respect to a QSE that meets ERCOT creditworthiness requirements pursuant to Section 16.2.5.1.1, Requirements for Establishing Creditworthiness Rating, for any portion of its creditworthiness requirement, such QSE shall inform ERCOT within three (3) Business Days if it has experienced a material change that might reduce the QSE’s Unsecured Credit Limit.  ERCOT may require the QSE to meet one of the credit requirements of Section 16.2.5.1.2, Alternative Means of Satisfying ERCOT Creditworthiness Requirements.  If the QSE fails to promptly satisfy ERCOT creditworthiness requirements, then ERCOT may, after providing notice to each Entity represented by the QSE, suspend the QSE’s right to schedule.

With respect to QSEs meeting creditworthiness requirements using an alternative means provided in Section 16.2.5.1.2, Alternative Means of Satisfying ERCOT Creditworthiness Requirements, for any portion of its creditworthiness requirement, each QSE is responsible, at all times, for maintaining security in an amount at or above its TEL, EAL, and NLRI, as applicable, minus the QSE’s Unsecured Credit Limit.  ERCOT shall promptly notify each QSE of changes to its TEL, EAL, and NLRI and allow the QSE a reasonable time to provide additional security if necessary to maintain compliance with Section 16.2.5, QSE Financial Security.  If a QSE fails to provide additional security within the time allowed by ERCOT, ERCOT may, after providing notice to each Entity represented by the QSE, refuse to accept schedules from the QSE and take any other action deemed appropriate.

ERCOT shall issue notifications to the QSE 

when the QSE’s EAL reaches ninety percent (90%) of the QSE’s posted security.  ERCOT shall electronically issue a warning advising the QSE that it should consider increasing the amount of security posted with ERCOT. If the QSE does not provide additional security within two (2) Bank Business Days, then ERCOT may notify the Entities the QSE represents of the QSE’s potential suspension.  
A QSE’s scheduling privilege shall be suspended when the sum of its EAL and NLRI equals  or exceeds one hundred percent (100%) of its posted security.  The QSE is responsible, at all times, for managing its TEL, EAL, and NLRI or posting additional security in order to avoid reaching its limit.  Any failure by ERCOT to issue a notification as set forth in this subsection shall not relieve the QSE of the obligation to maintain security in an amount not less than its TEL, EAL, and NLRI.  To the extent that a QSE fails to maintain security in an amount not less than its TEL, EAL, and NLRI, ERCOT shall take the following actions:

(1) ERCOT shall promptly notify the QSE of the amount of additional security that the QSE must post and allow the QSE two (2) Bank Business Days from the date of the notification to post the additional security.

(2) ERCOT shall require the QSE to self-arrange all of its Ancillary Service Obligations and not permit the QSE to bid into the Ancillary Service markets administered by ERCOT until it has posted the additional security.

(3) At the same time as it notifies the QSE, ERCOT shall promptly notify each LSE and Resource represented by the QSE that such LSE(s) and Resource(s) may be required to designate a new QSE(s) if their QSE fails to post the additional security.

(4) If the QSE posts the additional security within two (2) Bank Business Days, then ERCOT shall notify each LSE and Resource represented by the QSE and permit the QSE to resume procuring Ancillary Services through ERCOT to meet the QSE’s Ancillary Service Obligations.

(5) If the QSE fails to post the additional security within two (2) Bank Business Days, then ERCOT shall suspend the QSE’s right to schedule and notify the affected LSE(s) and Resource(s) that their QSE is no longer recognized by ERCOT.  In such event, the affected Resource(s) and LSE(s) shall, within three (3) Business Days, designate a replacement QSE(s).

(6) Notwithstanding the foregoing, upon ERCOT’s notification to the QSE that the sum of its EAL and NLRI equals or exceeds one hundred percent (100%) of its posted security,  until the QSE posts the required collateral, ERCOT shall not be required to make any payment to that QSE unless or until the defaulting QSE posts the additional collateral.  The payments that will not be made to a defaulting QSE include TCR Revenues, TCR Credits, reimbursements for short payments, and any other reimbursements or credits under any other agreement.  All such amounts may be retained by ERCOT until the defaulting QSE has fully  complied with its security and/or collateral posting obligations to ERCOT under the QSE Agreement, other agreements, and/or these Protocols
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