Protocol Revision Request


	NPRR Number
	088
	NPRR Title
	Revision to 16.11.5, Monitoring of a Counter-Party’s Creditworthiness and Credit Exposure by ERCOT

	Date Posted
	10/31/07

	
	

	Protocol Section(s) Requiring Revision (Include Section No. and Title)
	16.11.5, Monitoring of a Counter-Party’s Creditworthiness and Credit Exposure by ERCOT

	Requested Resolution (Normal or Urgent, and justification for Urgent status)
	This NPRR modifies the same protocol provisions in the zonal protocols.  Both the NPRR and PRR should be linked through the approval process.

	Revision Description
	The revision ensures that ERCOT will receive and accept as sufficient from the Counter-Party, financial statements of the Counter-Party or a guarantor if a guarantee is being provided for the purpose of determining the Counter-Party’s creditworthiness.

	Reason for Revision
	Section 16.11.5 requires a Counter-Party and its guarantor to provide unaudited quarterly and audited annual financial statements to ERCOT for creditworthiness monitoring. Bilateral credit practices typically only require the financial statements of either the contracting entity or the guarantor, as there is only one entity whose creditworthiness is relied upon.   Counter-Parties that are subsidiaries of larger organizations generally do not prepare audited financial statements at the subsidiary level, and in many cases, financial statements at the subsidiary level are not prepared at all. This revision conforms the protocols to industry credit practice.

	Overall Market Benefit
	Conforms the Protocols to industry standard credit practices.

	Overall Market Impact
	None.

	Consumer Impact
	None.

	Credit Implications 

(Yes or No, and summary of impact)
	None.  The revision ensures continued provision of financial statements such that ERCOT may determine the Counter-Party’s creditworthiness.

	Reason for Revision (from Transition Plan Task Force (TPTF) Charter Scope)
	 FORMCHECKBOX 
(1) Revisions resulting from Commission orders; 

 FORMCHECKBOX 
(2) Clarifications of Protocol language that do not change the intent or technical specifications of the Protocols; 

 FORMCHECKBOX 
(3) Correction of technical errors or processes that are found to not be technically feasible; 

 FORMCHECKBOX 
(4) Revisions to the Protocols necessary to implement the results of the value engineering analysis or to otherwise avoid severe cost impacts; or

 FORMCHECKBOX 
(5) Other (describe): See above discussion.

	TPTF Review (Yes or No, and summary of conclusion)
	No.


	Quantitative Impacts and Benefits


	Assumptions
	1
	The PRR is administrative and does not require a change in ERCOT staffing, computer systems, or business practices since ERCOT already monitors this information.

	
	2
	

	
	3
	

	
	4
	

	Market Cost
	
	Impact Area
	Monetary Impact

	
	1
	None.
	None.
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	4
	
	

	Market Benefit
	
	Impact Area
	Monetary Impact

	
	1
	Conforms protocols to credit industry practice.
	Avoids increased cost of preparing and auditing financial statements.
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	3
	
	

	
	4
	
	

	Additional Qualitative Information
	1
	See above.

	
	2
	

	
	3
	

	
	4
	

	Other Comments
	1
	None.

	
	2
	

	
	3
	

	
	4
	


	Sponsor

	Name
	Kevin Gresham

	E-mail Address
	kgresham@reliant.com

	Company
	Reliant Energy, Inc.

	Phone Number
	713.497.7352

	Cell Number
	

	Market Segment
	IPM


	Market Rules Staff Contact

	Name
	Diana Zake

	E-Mail Address
	dzake@ercot.com

	Phone Number
	(512)225-7033


	Proposed Protocol Language Revision


16.11.5
Monitoring of a Counter-Party’s Creditworthiness and Credit Exposure by ERCOT

(1)
ERCOT shall monitor the creditworthiness and credit exposure of each Counter-Party.  To enable ERCOT to monitor creditworthiness, each Counter-Party shall provide to ERCOT:  

(a)
its own or its guarantor’s quarterly unaudited financial statements not later than 60 days after the close of each of the issuer’s fiscal quarters; if an issuer’s financial statements are publicly available electronically and the issuer provides to ERCOT sufficient information to access those financial statements, then the issuer is considered to have met this requirement. 

(b)
its own or its guarantor’s annual audited financial statements not later than 120 days after the close of each of the issuer’s fiscal year; if an issuer’s financial statements are publicly available electronically and the issuer provides to ERCOT sufficient information to access those financial statements, then the issuer is considered to have met this requirement.  ERCOT may extend the period for providing annual audited statements on a case-by-case basis.

(c)
Notice of a material change.  A Counter-Party that has been granted an Unsecured Credit Limit pursuant to Section 16.11.2, Requirements for Setting a Counter-Party’s Unsecured Credit Limit, shall inform ERCOT within one Business Day if it has experienced a material change in its operations, financial condition or prospects that might adversely affect the Counter-Party and require a revision to its Unsecured Credit Limit.  ERCOT may require the Counter-Party to meet one of the credit requirements of Section 16.11.3, Alternative Means of Satisfying ERCOT Creditworthiness Requirements.  

(2)
A Counter-Party that meets all or part of its creditworthiness requirements using a method provided in Section 16.11.3, is responsible, at all times, for maintaining Financial Security in an amount equal to or greater than that Counter-Party’s TPE minus its Unsecured Credit Limit.  ERCOT shall promptly notify each Counter-Party of the need to increase its Financial Security, and allow the Counter-Party time as defined in paragraph (3)(a)  below  to provide additional Financial Security to maintain compliance with this subsection. 

(a)
When the Counter-Party’s TPE as defined in Section 16.11.4,  Determination and Monitoring of Counter-Party Credit Exposure, reaches 90% of its Financial Security, ERCOT shall use reasonable efforts to electronically issue a warning to the Counter-Party’s Authorized Representative and Credit Contact advising the Counter-Party that it should consider increasing its Financial Security.  However, failure to issue that warning does not prevent ERCOT from exercising any of its other rights under this Section.

(b)
ERCOT may suspend a Counter-Party when that Counter-Party’s TPE as defined in Section 16.11.4, equals or exceeds 100% of the sum of its Unsecured Credit Limit and its Financial Security.  The Counter-Party is responsible, at all times, for managing its activity within its TPE or increasing its Financial Security to avoid reaching its limit.  Any failure by ERCOT to send a notice as set forth in this Section does not relieve the Counter-Party from the obligation to maintain Financial Security in an amount equal to or greater than that Counter-Party’s TPE as defined in Section 16.11.4. 

(3) To the extent that a Counter-Party fails to maintain Financial Security in an amount equal to or greater than its TPE as defined in Section 16.11.4:

(a)
ERCOT shall promptly notify the Counter-Party, on a Business Day, of the amount by which its Financial Security must be increased and allow it 

(i) 
Until 1500 on the second Bank Business Day from the date on which ERCOT delivered the notice to increase its Financial Security if ERCOT delivered its notice before 1500 on a Business Day, or 

(ii) 
Until 1700 on the second Bank Business Day from the date on which ERCOT delivered notification to increase its Financial Security if ERCOT delivered its Notice after 1500 but prior to 1700 on a Business Day.  ERCOT shall notify the QSE’s authorized representative(s) and credit contact if it has not received the required security by 1530 on the Bank Business Day on which the security was due; however, failure to notify the Counter-Party’s representatives or contact that the required security was not received does not prevent ERCOT from exercising any of its other rights under this Section.

(b)
At the same time it notifies the Counter-Party that is the QSE, ERCOT may notify each LSE and Resource represented by the Counter-Party that the LSE or Resource may be required to designate a new QSE if its current QSE fails to increase its Financial Security. 

(c)
ERCOT is not required to make any payment to that Counter-Party unless and until the Counter-Party increases its Financial Security.  The payments that ERCOT will not make to a Counter-Party include Invoice receipts, CRR Revenues, CRR Credits, reimbursements for short payments, and any other reimbursements or credits under any other agreement between the Market Participant and ERCOT.  ERCOT may retain all such amounts until the Counter-Party has fully discharged all payment obligations owed to ERCOT under the Counter-Party Agreement, other agreements, and these Protocols. 

(d)
ERCOT may reject any bids or offers in a CRR Auction from the Counter-Party until it has increased its Financial Security.  ERCOT may reject any bids or offers from the Counter-Party in the Day-Ahead Market until it has increased its Financial Security.

(4)
If a Counter-Party increases its Financial Security by the deadline in paragraph (3)(a) above, then ERCOT may notify each LSE and Resource represented by the Counter-Party.

(5)
If a Counter-Party increases its Financial Security by the deadline in paragraph (3)(a) above, then ERCOT shall release any payments held.
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