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	Proposed Effective Date
	January 1, 2006

	Priority and Rank Assigned
	N/A

	Revision Description
	This PRR is the result of meetings of the WMS group within the TAC Joint Task Force formed to address market concerns resulting from recent market defaults.  This PRR proposes changes that strengthen or clarify Protocol language that address default situations.  Much of this language is based on language drafted for the TNT Protocols.

	Overall Market Benefit
	Strengthens the market default mechanism.

	Overall Market Impact
	None

	Consumer Impact
	None

	Credit Impacts:  Has the Credit Workgroup reviewed the PRR?  If so, are there credit impacts? (indicate Yes or No, and if Yes, include a summary of impact)
	Yes.  The ERCOT CWG supports PRR624 because it has positive credit implications. 

	Procedural History
	· On 08/26/05 PRR624 was posted.

· On 09/29/05 PRS considered PRR624.

· On 10/13/05, ERCOT posted the Impact Analysis (IA).

· On 10/20/05, PRS considered the IA.

	PRS Recommendation (indicate whether all segments were present for the vote, and the segment of parties that voted no or abstained)
	On 09/29/05, PRS voted to recommended approval of PRR624 as amended by PRS.  The motion passed with one abstention from the Coop segment.  All market segments were present. 

On 10/20/05, PRS voted to acknowledge that this PRR will have no impact on the ERCOT systems.  The motion passed unanimously with all market segments present.



	Summary of PRS discussion
	On 9/29/05, ERCOT Staff explained that this PRR addresses generic issues related to a Market Participant default, whereas PRR 625 deals with QSE specific issues.  As this PRR also applies to TCR holders or any other entity that owes money to ERCOT, the PRR uses the term Market Participant instead of specifying the Qualified Scheduling Entity (QSE).  Thus, rather than list all the applicable entities, the section is designed to be broad.  Participants also discussed whether ERCOT has sufficient information to calculate the necessary collateral for the emergency QSE.  It was agreed that it does.
On 10/20/05, PRS reviewed the IA agreed that this PRR would not have an impact on the ERCOT systems.


	ERCOT/Market Segment Impacts and Benefits


Instructions:  To allow for comprehensive PRR consideration, please fill out each block below completely, even if your response is “none,” “not known,” or “not applicable.”  Wherever possible, please include reasons, explanations, and cost/benefit analyses pertaining to the PRR.

	
	Impact
	Benefit

	
	Business
	Computer Systems
	

	ERCOT
	None
	None
	Strengthens the market default mechanism

	MARKET SEGMENT                      
	
	
	

	Consumer
	None
	None
	Strengthens the market default mechanism

	LSE:
General, Including NOIE
	None
	None
	Strengthens the market default mechanism

	LSE:
CR & REP
	None
	None
	Strengthens the market default mechanism

	QSE
	None
	None
	Strengthens the market default mechanism

	Resource
	None
	None
	Strengthens the market default mechanism

	TDSP
	None
	None
	Strengthens the market default mechanism


	Original Sponsor

	Name
	Bob Helton, on behalf of the WMS/RMS Joint Task Force

	E-mail Address
	bhelton@anpower.com

	Company
	American National Power, Inc.

	Company Address
	18509 Champions Circle, Point Venture, TX 78645

	Phone Number
	832-435-7815

	Fax Number
	


	Comments Received

	Comment Author
	Comment Description

	CWG 091405
	Emphasized the positive credit implications resulting from this PRR.


	Proposed Protocol Language Revision


16.2.8
Monitoring of Creditworthiness by ERCOT

ERCOT shall monitor the creditworthiness and credit exposure of each QSE and its guarantor, if any.  To enable ERCOT to monitor creditworthiness, each QSE and its guarantor, if any, shall provide to ERCOT:

(1)
quarterly unaudited financial statements not later than sixty (60) days after the close of each of the issuer’s fiscal quarters; and

(2)
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, take remedial action as set forth in these Protocols.

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 two (2) Bank Business Days 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, take remedial action as set forth in these Protocols.

ERCOT shall notify the QSE’s authorized representative(s) and credit contact 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.  However, failure to issue that warning does not prevent ERCOT from exercising any of its other rights under this Section 16. 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 may be suspended when the sum of its TEL, 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 equal to or greater 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 by which its security must be increased and allow the QSE two (2) Bank Business Days from the date of the notification to increase its security.

(2)
ERCOT may require the QSE to self-arrange all of its Ancillary Service Obligations and not permit the QSE to bid for Ancillary Services until it has posted the additional security.

(3)
At the same time as it notifies the QSE, ERCOT may 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 increase its security.

(4)
If the QSE posts the additional security within two (2) Bank Business Days, then ERCOT may 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 may suspend the QSE’s right to schedule and shall notify the affected LSE(s) and Resource(s) that the QSE has failed to post the required security.  In the event that ERCOT suspends the QSE's right to schedule, the affected Resource(s) and LSE(s) shall meet the requirements in Section 16.2.12.2, Assignment to the Default QSE.

(6)
Notwithstanding the foregoing, upon ERCOT’s notification to the QSE that the sum of its TEL, 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 that defaulting QSE (pursuant to Section 16.2.9, Payment Default and Late Payments by Market Participants) posts the additional collateral.  The payments that ERCOT will not make to that defaulting QSE include TCR Revenues, TCR Credits, reimbursements for short payments, and any other reimbursements or credits under any other agreement ERCOT may retain all such amounts until the QSE has fully complied with its security and/or collateral posting obligations under the QSE Agreement, other agreements and/or these Protocols.

16.2.9
Payment Default and Late Payments by Market Participants
It is the sole responsibility of each Market Participant to ensure that amounts due to ERCOT, or its designee, if applicable, by such Market Participant and, if the Market Participant is a QSE, any Subordinate QSEs it has designated, are fully submitted to ERCOT on a timely basis.  Each Subordinate QSE will receive a separate Invoice.  Netting of the amounts due by Subordinate QSEs is not allowed.  The amount due on the separate Invoices for each Subordinate QSE must be submitted by the close of Bank Business Day of the due date set forth on the Invoice (or, if the due date is not a Bank Business Day, on the next day that is a Bank Business Day). If a Subordinate QSE does not submit the full amount due by close of Bank Business Day of the due date, ERCOT shall deduct the amount due by that Subordinate QSE from the Market Participant and/or any other Subordinate QSE of that Market Participant to the extent of the amount due and not paid by the late paying Subordinate QSE before calculating short payments to other ERCOT Market Participants.

The failure of a Market Participant to pay when due (“Due Date”) any payment or collateral obligation owed to ERCOT or its designee, if applicable, under the QSE Agreement, any agreement identified in these Protocols, or otherwise shall constitute an event of “Payment Default.”  Additionally, any Payment Default by a Market Participant will constitute a default under any and all other agreements between ERCOT and the Market Participant.  In the event of a Payment Default, ERCOT will immediately contact the authorized representative(s) and credit contact of the Market Participant telephonically and will make appropriate written notices, as described below, and demand payment of the past due amount.  Upon a Payment Default, ERCOT may impose the below-listed remedies for Payment Default (“Default Remedies”), as set forth in Section 16.2.9.1, ERCOT’s Remedies for Payment Default, Including Payment Default, in addition to any other rights or remedies it has under the QSE Agreement, other agreements, or the Protocols or the common law.

If a Market Participant makes a payment or any portion of a payment or a collateral call to ERCOT after the Due Date, such payment shall constitute a “Late Payment,” regardless of the reason it was late.  If ERCOT receives a Late Payment which fully pays the Market Participant’s payment or collateral obligation to ERCOT within two (2) Bank Business Days of the Due Date, ERCOT will waive the Payment Default, except for ERCOT’s Remedies for Late Payments, as set forth in Section 16.2.9.2, ERCOT’s Remedies for Late Payments.  Even if ERCOT chooses to not immediately impose Default Remedies against a Market Participant because the Market Participant has fully paid its obligation within two (2) Bank Business Days, ERCOT shall track the number of Late Payments received from each Market Participant in any rolling twelve (12) month period, for purposes of imposing the Late Payment Remedies set forth below in Section 16.2.9.2.

16.2.9.1
ERCOT’s Remedies for Default, Including Payment Default

In addition to all other remedies that ERCOT has, pursuant to the QSE Agreement, other agreements and/or these Protocols or the common law, for Payment Defaults and other Defaults by a Market Participant, ERCOT has the following additional remedies:

16.2.9.1.1
No Payments by ERCOT to Defaulting Market Participant
ERCOT shall not make any payment to a Market Participant unless or until the Market Participant cures the Payment Default.  The payments that ERCOT will not make to a defaulting QSE include TCR Revenues, TCR Credits, reimbursements for short payments, and any other reimbursements or credits under any other agreement. ERCOT shall retain all such amounts until the Market Participant has fully paid all amounts owed to ERCOT under the QSE Agreement, other agreements and/or these Protocols.

16.2.9.1.2
ERCOT May Draw On, Hold or Distribute Funds
Upon a Payment Default, ERCOT, at its option and its sole discretion, without notice to the Market Participant,  may immediately, or at any time, draw on hold and/or distribute to Market Participants any security or other funds of the Market Participant in ERCOT’s possession.  If the funds drawn exceed the amount applied to any Payment Default, then ERCOT may hold the excess funds as security.

16.2.9.1.3
Aggregate Amount Owed by Defaulting QSE Immediately Due

ERCOT shall aggregate all amounts due it by the Market Participant under the QSE Agreement, any other agreement with ERCOT and/or the Protocols into a single amount to the fullest extent allowed by law. The entire unpaid net balance owed to ERCOT by the Market Participant, at ERCOT’s option and its sole discretion,, shall become immediately due and payable without further notice and demand for payment, which notice and demand are expressly waived by the defaulting Market Participant.

16.2.9.1.4
Revocation of a Market Participant’s Rights and Termination of Agreements

ERCOT may revoke one or more of a Market Participant’s rights to conduct activities under these Protocols.  ERCOT may also terminate a Market Participant’s agreement with ERCOT, and may terminate any and all other Agreements between that Market Participant and ERCOT.
If ERCOT revokes a Market Participant’s rights or terminates a Market Participant’s Agreements, then the provisions of Section 16.2.12.2, Assignment to the Default Qualified Scheduling Entity, apply.
If the defaulting Market Participant is an LSE (whether or not the default occurred pursuant to the Market Participant’s activities as an LSE), then on revocation of some or all of the Market Participant’s rights or termination of the its Agreements and upon notice to the Market Participant and the PUCT, ERCOT shall initiate a mass transition of the LSE’s ESI IDs pursuant to Section 15.1.2.9, Mass Drop, without the necessity of obtaining any order from or other action by the PUCT.  Even after revocation of its rights or termination of its agreements with ERCOT, the Market Participant will remain liable for all charges or costs associated with any continued activity related to the Market Participant’s relationship with ERCOT and any costs and expenses arising from the consequences of such termination or revocation.

16.2.9.2
ERCOT’s Remedies for Late Payments
If a Market Participant makes any Late Payments, and even if ERCOT does not immediately implement the above remedies for any Payment Default, ERCOT is hereby empowered to, and ERCOT shall, take action for Late Payments as follows:

16.2.9.2.1
First Late Payment in any rolling twelve (12) month period

For the first Late Payment in any rolling twelve (12) month period, ERCOT shall review the circumstances and reason for the Late Payment, and shall, at its sole discretion, determine whether it should take Level I Enforcement action against the Market Participant.  ERCOT will send a notification to the authorized representatives and credit contact of the Market Participant advising the Market Participant whether or not ERCOT will take Level I Enforcement action and advising the Market Participant of the action required under Level I Enforcement, if applicable.

16.2.9.2.2
Second Late Payment in any rolling twelve (12) month period

For the second Late Payment in any rolling twelve (12) month period, ERCOT shall review the circumstances and reason for the Late Payment, and may take action as follows:

(1)
If ERCOT did not take Level I Enforcement action in the case of the First Late Payment, ERCOT may take Level I Enforcement action related to this Late Payment.

(2)
If ERCOT did take Level I Enforcement action in the case of the First Late Payment, ERCOT may take Level II Enforcement action related to this Late Payment.

(3)
ERCOT shall send notification to the authorized representatives and credit contact of the Market Participant; advising the Market Participant of the action required under Level I or Level II Enforcement.

16.2.9.2.3
Third Late Payment in any rolling twelve (12) month period

For the third Late Payment in any rolling twelve (12) month period, ERCOT shall review the circumstances and reason for the Late Payment, and may take action as follows:

(1)
If ERCOT did not take Level II Enforcement action in the case of the Second Late Payment, ERCOT may take Level II Enforcement action related to this Late Payment.

(2)
If ERCOT did take Level II Enforcement action in the case of the Second Late Payment, ERCOT may take Level III Enforcement action related to this Late Payment.

(3)
ERCOT shall send notification to the authorized representatives and credit contact of the Market Participant advising the Market Participant of the action required under Level II or Level III Enforcement.

16.2.9.2.4
Fourth and all subsequent Late Payments in any rolling twelve (12) month period

For the fourth and all subsequent Late Payments in any rolling twelve (12) month period:

(1)
ERCOT may take Level III Enforcement action related to this Late Payment.

(2)
ERCOT shall send notification to the authorized representatives and credit contact of the Market Participant advising the Market Participant of the action required under Level III Enforcement.

16.2.9.2.5
Level I Enforcement

Under Level I Enforcement, the Market Participant shall comply with one of the following requirements; whichever is appropriate as determined by ERCOT at its sole discretion:

(1)
If the Market Participant has not been required to provide security, the Market Participant shall now be required to provide security within two (2) Bank Business Days, in an amount at or above one hundred ten percent (110%) of:

(a)
The amount of the Market Participant’s Total Estimated Liability (TEL) or Estimated Aggregate Liability (EAL) less the Unsecured Credit Limit; or

(b)
Any other liability to ERCOT that the Market Participant has or is expected to have for activity in the ERCOT Region, whichever applies.

(2)
If the Market Participant already provided security, it shall increase its posted security, within two (2) Bank Business Days, to an amount at or above one hundred ten percent (110%) of:

(a)
Its TEL or EAL, less its Unsecured Credit Limit; or,

(b)
Any other liability to ERCOT that the Market Participant has or is expected to have for activity in the ERCOT Region, whichever applies
16.2.9.2.6
Level II Enforcement

Under Level II Enforcement, the Market Participant shall post, within two (2) Bank Business Days, security in the form of a cash deposit or letter of credit, as chosen by ERCOT at its sole discretion, at one hundred ten percent (110%) of the Market Participant’s TEL or EAL, less the Unsecured Credit Limit or for any other liability to ERCOT that the Market Participant has or is expected to have for activity in the ERCOT Region, whichever applies, 
FAILURE TO COMPLY WITH INCREASED SECURITY REQUIREMENTS UNDER LEVEL I OR LEVEL II ENFORCEMENT MAY RESULT IN SUSPENSION OF THE QSE’S RIGHT TO SCHEDULE IN THE MARKET IN THE ERCOT REGION UNTIL SUCH SECURITY IS ESTABLISHED, AND WILL CONSTITUTE GROUNDS FOR TERMINATION OF THE MARKET PARTICIPANT’S AGREEMENTS WITH ERCOT.

INCREASED SECURITY REQUIREMENTS UNDER THIS SUBSECTION SHALL REMAIN IN EFFECT FOR A MINIMUM OF SIXTY (60) DAYS AND SHALL REMAIN IN EFFECT THEREAFTER UNTIL ERCOT, AT ITS SOLE DISCRETION, DECIDES TO REDUCE SUCH SECURITY REQUIREMENTS.

16.2.9.2.7
Level III Enforcement

ERCOT shall make reasonable efforts to meet with the authorized representative(s) and credit contact of the Market Participant to discuss the Late Payment occurrences.  ERCOT shall take one or more of the following actions:

(1)
Advise the authorized representative(s) that a subsequent Late Payment in the rolling twelve (12) month period could result in termination of the Market Participant’s right to schedule capacity or energy in the ERCOT Region; or

(2)
Take action under Section 16.2.9.1.4, Revocation of a Market Participant’s Rights and Termination of Agreements, above.
16.2.10
Release of QSE’s Security Requirement

ERCOT may, at it its sole discretion, following the termination of a Market Participant Agreement and within thirty (30) days of being satisfied that no sums remain owing, or will become due and payable, by the Market Participant under these Protocols, return or release to the Market Participant, as appropriate, any security provided under this Section.

16.2.12
Default Qualified Scheduling Entity

16.2.12.1
Designation as the Default QSE

The Default QSE will be available for all of ERCOT and selected annually through a competitive process approved by the ERCOT Board.

16.2.12.2
Assignment to the Default QSE

If a QSE can no longer function as a QSE or if ERCOT suspends the QSE’s qualification, ERCOT shall notify the affected LSEs and Resources that ERCOT no longer recognizes their QSE and shall assign the CR, LSE (other than any CR or LSE serving as its own QSE, in which case this section does not apply), and/or Resource Entity from the failed QSE to the Default QSE.  If a defaulting QSE is also an LSE, that QSE/LSE will not be assigned to the Default QSE, and, instead, the provisions of Section 16.2.9.1.4, Revocation of a Market Participants’s Rights and Termination of Agreements, will apply to that QSE/LSE. 
Any CR, LSE (other than any CR or LSE serving as its own QSE) and/or Resource Entity served by the defaulting QSE (pursuant to Section 16.2.9, Payment Default and Late Payments by Market Participants) must, within seventy-two (72) hours:
(1)
designate a QSE and provide ERCOT a standard QSE acknowledgement form in which the QSE acknowledges that it will be serving as the QSE for the CR, LSE or Resource Entity or 

(2)
post security with ERCOT and become an Emergency QSE pursuant to these Protocols

In either option, the QSE for the CR, LSE and/or Resource must begin scheduling operations within seventy-two (72) hours.
16.2.12.3
Scheduling by Default QSE

To facilitate the Default QSE’s scheduling during the seventy-two (72) hour period, ERCOT shall provide the CR’s, LSE’s, and/or Resource Entity’s final same-day, prior-week balanced energy schedules to the Default QSE.  CRs, LSEs, and/or Resource Entities that are served by the Default QSE must compensate the Default QSE for services provided and ERCOT settlement charges incurred by the Default QSE on behalf of the CRs, LSEs, and/or Resource Entities.  CRs, LSEs, and/or Resource Entities agree to waive any confidentiality provisions for such information during the seventy-two (72) hour period.

16.2.14
Acceleration

Upon termination of a Market Participant’s rights under any of the agreements between ERCOT and the Market Participant, all sums owed to ERCOT shall immediately be accelerated and be immediately due and owing in full.  At such time, ERCOT may immediately draw upon any security or other collateral pledged by the Market Participant and may offset or recoup all amounts due to ERCOT to satisfy such due and owing amounts.

16.3.1.2
Designation of a QSE

Each applicant shall designate in its application the QSE that will represent the applicant for purposes of scheduling and settlement with ERCOT.  Each applicant shall acknowledge in its application that it bears sole responsibility for selecting and maintaining a commercial relationship with a QSE.  The applicant shall include in its application, a written statement from the designated QSE acknowledging that the QSE accepts responsibility for the applicant’s scheduling and settlement transactions pursuant to these Protocols.

An LSE may be required to designate a backup QSE as demonstrated in this section.

If an LSE fails to maintain a commercial relationship with a QSE, the LSE may be designated as an Emergency QSE as provided in this Section.

16.8.1.7 Late Payments by Account Holders

Provisions applicable to TCR Account Holder Late Payment(s) are set forth in Section 16.2.9.2, ERCOT Remedies for Late Payments, above.



16.8.1.8
Defaulting TCR Account Holder

Provisions applicable to a TCR Account Holder Default are set forth in Section 16.2.9.1, ERCOT Remedies for Default, Including Payment Default, above.


16.8.1.9
TCR Late Payments Revenues
A TCR Account Holder shall pay late fees on any delinquent amount to ERCOT according to the late fee terms for the period from and including the relevant payment date to the final date in which the payment is due to ERCOT, together with any related transaction costs incurred by ERCOT. 
Any Late Payment revenues, less ERCOT’s transaction costs shall be added to the annual or monthly auction revenues and distributed in accordance with Section 7.5.4, Allocation Method and Timing for Distributing TCR Auction Revenues.

16.8.1.10
Release of Account Holder’s Security Requirement

ERCOT shall, following the termination of a TCR Account Holder Agreement and within thirty-days (30) of being satisfied that no sums remain owing by the TCR Account Holder under these Protocols, return or release to the TCR Account Holder, as appropriate, any security provided by the TCR Account Holder under this Section.  Neither the TCR Account Holder nor any of its Affiliates will be allowed to participate in future TCR auctions or ERCOT recognized TCR transfers.

ERCOT will release a TCR Account Holder’s security within five (5) Bank Business Days after written notice requesting release is received by ERCOT.  However, the TCR Account Holder will not be allowed to participate in the following auctions, unless security is re-posted no less than five (5) Bank Business Days prior to open of any such auction.
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