Nodal Protocol Revision Request


	NPRR Number
	140
	NPRR Title
	Revision to CRR Obligation Margin Adder

	Date Posted
	July 14, 2008

	
	

	Nodal Protocol Section Requiring Revision (Include Section No. and Title)
	16.11.4.5, Determination of the Counter-Party Future Credit Exposure

	Requested Resolution (Normal or Urgent, and justification for Urgent status)
	Normal

	Revision Description
	Revises the margin adder for Point-to-Point (PTP) Obligations to a value “X” to be determined by the subcommittee process

	Reason for Revision
	Current margin adder is excessive given the level of risk provided by the market and is well in excess of margin requirements of other markets.  For instance, a Congestion Revenue Right (CRR) that is purchased for $0.10/MW will be margined $10.00 in ERCOT ($87,600 annually).  That comparable CRR would be margined approximately $0.23 in the New York Independent System Operator (NYISO) market and even less in the Midwest Independent System Operator (MISO) market.

	Overall Market Benefit
	Will facilitate purchase of PTP Obligations which is necessary for appropriate transmission risk hedging in the market.

	Overall Market Impact
	None anticipated.

	Consumer Impact
	None anticipated.

	Credit Implications 

(Yes or No, and summary of impact)
	Yes, lowers margining of PTP Obligations potentially increasing risk that a default may occur with inadequate margin held.

	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):  Will allow the CRR market to function

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


	Quantitative Impacts and Benefits


	Assumptions
	1
	

	
	2
	

	
	3
	

	
	4
	

	Market Cost
	
	Impact Area
	Monetary Impact

	
	1
	No cost to implement
	None

	
	2
	No staff increases
	

	
	3
	
	

	
	4
	
	

	Market Benefit
	
	Impact Area
	Monetary Impact

	
	1
	Allow CRR market to function
	Credit cost for CRR Obligations is reduced

	
	2
	
	

	
	3
	
	

	
	4
	
	

	Additional Qualitative Information
	1
	Without counterflow Obligations, very few if any CRRs will clear in the auction

	
	2
	

	
	3
	

	
	4
	

	Other Comments
	1
	The margin adder is programmed as a variable so modification of the value should be a simple process.

	
	2
	Revisions will be needed in the auction process as well.  A protocol revision may help make the auction margining requirements clearer.  Language is started below.

	
	3
	

	
	4
	


	Sponsor

	Name
	Clayton Greer on behalf of the Wholesale Market Subcommittee

	E-mail Address
	Clayton.greer@gs.com

	Company
	J Aron

	Phone Number
	512-497-2986

	Cell Number
	

	Market Segment
	Independent Power Marketers


	Market Rules Staff Contact

	Name
	Nieves López

	E-Mail Address
	nlopez@ercot.com

	Phone Number
	(512) 585-0927


	Proposed Protocol Language Revision


16.11.4.5
Determination of the Counter-Party Future Credit Exposure

(1)
ERCOT shall monitor and calculate the Counter-Party’s Future Credit Exposure (FCE) on Business Days for all CRRs held by the Counter-Party as owner of record at ERCOT, for all Operating Days that have not yet occurred and for CRRs that have not settled, using the formula below.  

FCEo  =  FCEOBLo + FCEOPTo + FCRFGRo
The above variables are defined as follows:

	Variable
	Unit
	Description

	FCEo
	$
	Future Credit Exposure - Counter-Party Future Credit Exposure for all CRRs held by the Counter-Party as owner o of record at ERCOT, for all Operating Days that have not yet occurred and for CRRs that have not settled.

	FCEOBLo
	$
	Future Credit Exposure for PTP Obligations - Counter-Party Future Credit Exposure for all PTP Obligations held by the Counter-Party as owner o of record at ERCOT, for all Operating Days that have not yet occurred and for CRRs that have not settled.

	FCEOPTo
	$
	Future Credit Exposure for PTP Options - Counter-Party Future Credit Exposure for all PTP Options held by the Counter-Party as owner o of record at ERCOT, for all Operating Days that have not yet occurred and for CRRs that have not settled.

	FCEFGRo
	$
	Future Credit Exposure for FGRs - Counter-Party Future Credit Exposure for all FGRs held by the Counter-Party as owner o of record at ERCOT, for all Operating Days that have not yet occurred and for CRRs that have not settled.

	o
	none
	A CRR Owner


(2)
The Counter-Party’s Future Credit Exposure for all  PTP Obligations (FCEOBL) held by the Counter-Party as owner of record at ERCOT for all Operating Days that have not yet occurred and for CRRs that have not settled is calculated as follows.

FCEOBLo 
=
Max (ACPEOBLo, - FMMOBLo)

Where:

ACPEOBLo
=
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[(W1*ACP h, (j,k) + W2 * TOBLV h, (j,k) + W3 * FDOBLV h, (j,k) + W4 * PMOBLV h, (j,k)) * OBLMWo, h, (j,k)]

If FCEOBLo is negative (a net asset to the Counter-Party), then the FCEOBLo will be recalculated using PTP Obligations registered in the name of the Counter-Party only for (a) the remaining hours of the current month and (b) all hours in the following month;

The above variables are defined as follows:

	Variable
	Unit
	Description

	FCEOBLo
	$
	Future Credit Exposure for PTP Obligations - Counter-Party Future Credit Exposure for all PTP Obligations held by the Counter-Party as owner o of record at ERCOT for all Operating Days that have not yet occurred and for CRRs that have not settled.

	ACPEOBLo
	$
	Auction Clearing Price Exposure for all PTP Obligations held by the Counter-party as owner o of record at ERCOT for all Operating Days that have not yet occurred and for CRRs that have not settled.

	ACPE h, (j,k)
	$/MW per hour
	Auction Clearing Price Exposure for PTP Obligations with the source j and the sink k for hour h - Exposure level calculated as follows: 

· if the PTP Obligation Auction Clearing Price is greater than $Y per MW, then Y*X divided by the PTP Obligation Auction Clearing Price;

· if the PTP Obligation Auction Clearing Price is between $0 and $Y per MW, then $X per MW; and

· if the PTP Obligation Auction Clearing Price is negative, then $X per MW, plus the absolute value of the PTP Obligation Auction Price per MW. 

	FMMOBLo 

	$
	Forward Mark-to-Market for PTP Obligations – Estimate of the forward mark-to-market value of PTP Obligations held by the Counter-Party as owner o of record at ERCOT for all Operating Days that have not yet occurred and for CRRs that have not settled.

	ACP h, (j,k)
	$/MW per hour
	Auction Clearing Price - The auction clearing price of the PTP Obligation with the source j and the sink k for hour h.

	W1 – W4
	none
	Weighting—The weighting associated with the pricing components that sum to 1. The values of these factors must be determined by the Credit Working Group and posted on the MIS Public Area.  The weighting factors may be customizable for the month to which a CRR applies.

	TOBLV h, (j,k)
	$/MW per hour
	Today’s PTP Obligation Value – The difference in current day’s most recent DAM Settlement Point Price between the sink k and the source j of the CRR for the hour h owned.  If the DAM is executed but specific DAM Settlement Point Price s are not available, ERCOT may use the appropriate Hub prices instead.  If the DAM is not executed for an Operating Day, ERCOT shall use the Real Time Market Settlement Point Prices for that Operating Day.

	FDOBLV h, (j,k)
	$/MW per hour
	Five-day PTP Obligation Value – Average of the most recent rolling five-day difference in DAM Settlement Point Price between the sink k and the source j of the CRR for the hour h owned.  If the DAM is executed but specific DAM Settlement Point Prices are not available, ERCOT may use the appropriate Hub prices instead.  If the DAM is not executed for an Operating Day, ERCOT shall use the Real Time Market Settlement Point Prices for that Operating Day.

	PMOBLV h, (j,k)
	$/MW per hour
	Previous Month’s PTP Obligation Value – Average of the previous month’s daily difference in DAM Settlement Point Price between the sink k and the source j of the CRR for the hour h owned.  If the DAM is executed but specific DAM Settlement Point Prices are not available, ERCOT may use the appropriate Hub prices instead.  If the DAM is not executed for an Operating Day, ERCOT shall use the Real Time Market Settlement Point Prices for that Operating Day.  

	 OBLMWo, h, (j,k)
	MW
	PTP Obligation with the source j and the sink k  for hour h owned by the Counter-Party as owner o for all Operating Days that have not yet occurred and for CRRs that have not settled.

	j
	none
	A source Settlement Point

	k
	none
	A sink Settlement Point

	h
	none
	An Operating Hour of (i) the remaining hours in the current month and (ii) all hours in the following month.

	o
	none
	A CRR Owner


(3)
The Counter-Party’s Future Credit Exposure for all PTP Options (FCEOPT) held by the Counter-Party as owner of record at ERCOT for all Operating Days that have not yet occurred and for CRRs that have not settled is calculated as follows.

FCEOPTo 
=
- FMMOPTo
Where:

FMMOPTo = 
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[(W1*ACP h, (j,k)  + W2 * TOPTV h, (j,k)  + W3 * FDOPTV h, (j,k)  + W4 * PMOPTV h, (j,k)) *OPTMWo, h, (j,k)] 

FCEOPTo is calculated using PTP Options registered in the name of the Counter-Party only for (a) the remaining hours of the current month and (b) all hours in the following month.

The above variables are defined as follows:

	Variable
	Unit
	Description

	FCEOPTo
	$
	Future Credit Exposure for PTP Options - Counter-Party Future Credit Exposure for all PTP Options held by the Counter-Party as owner o of record at ERCOT for all Operating Days that have not yet occurred and for CRRs that have not settled.

	FMMOPTo

	$
	Forward Mark-to-Market for PTP Options – Estimate of the forward mark-to-market value of PTP Options held by the Counter-Party as owner o of record at ERCOT for all Operating Days that have not yet occurred and for CRRs that have not settled.

	ACP h, (j,k)
	$/MW per hour
	Auction Clearing Price - The auction clearing price of the PTP Option with the source j and the sink k for the hour h.

	W1 – W4
	none
	Weighting—The weighting associated with the pricing components that sum to 1. The values of these factors must be determined by the Credit Working Group and posted on the MIS Public Area.  The weighting factors may be customizable for the month to which a CRR applies.

	TOPTV h, (j,k)
	$/MW per hour
	Today’s PTP Option Value – The greater of zero or the difference in current day’s most recent DAM Settlement Point Price between the sink k and the source j of the CRR for the hour h owned.  If the DAM is executed but specific DAM Settlement Point Prices are not available, ERCOT may use the appropriate Hub prices instead.  If the DAM is not executed for an Operating Day, ERCOT shall use the Real Time Market Settlement Point Prices for that Operating Day.

	FDOPTV h, (j,k)
	$/MW per hour
	Five-day PTP Option Value – Average of the most recent rolling five-day amount given by the greater of zero or the difference in DAM Settlement Point Price between the sink k and the source j of the CRR for the hour h owned.  If the DAM is executed but specific DAM Settlement Point Prices are not available, ERCOT may use the appropriate Hub prices instead.  If the DAM is not executed for an Operating Day, ERCOT shall use the Real Time Market Settlement Point Prices for that Operating Day.

	PMOPTV h, (j,k)
	$/MW per hour
	Previous Month’s PTP Option Value – Average of the previous month’s daily amount given by the greater of zero or the difference in DAM Settlement Point Price between the sink k and the source j of the CRR for the hour h owned.  If the DAM is executed but specific DAM Settlement Point Prices are not available, ERCOT may use the appropriate Hub prices instead.  If the DAM is not executed for an Operating Day, ERCOT shall use the Real Time Market Settlement Point Prices for that Operating Day.

	OPTMWo, h, (j,k)
	MW
	PTP Option with the source j and the sink k owned by the Counter-Party as owner o for hour h of: 

(i) the remaining hours in the current month and 

(ii) all hours in the following month..

	j
	none
	A source settlement point

	k
	none
	A sink settlement point

	h
	none
	An operating hour of;

(i) the remaining hours in the current month and 

(ii) all hours in the following month

	o
	none
	A CRR owner


(4)
The Counter-Party’s Future Credit Exposure for all  FGRs (FCEFGR) held by the Counter-Party as owner of record at ERCOT for all Operating Days that have not yet occurred and for CRRs that have not settled is calculated as follows.

FCEFGRo 
=
- FMMFGRo
Where:

FMMFGRo = 
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 [(W1*ACP h, f + W2 * TFGRV h, f + W3 * FDFGRV h, f + W4 * PMFGRV h, f) * FGRMWo, h, f]

FCEFGRo is calculated using FGRs registered in the name of the Counter-Party only for:

(a)
The remaining hours of the current month and 

(b)
All hours in the following month.

The above variables are defined as follows:

	Variable
	Unit
	Description

	FCEFGRo
	$
	Future Credit Exposure for FGRs - Counter-Party Future Credit Exposure for all  FGRs held by the Counter-Party as owner o of record at ERCOT for all Operating Days that have not yet occurred and for CRRs that have not settled.

	FMMFGRo

	$
	Forward Mark-to-Market for FGRs – Estimate of the forward mark-to-market value of FGRs held by the Counter-Party as owner o of record at ERCOT for all Operating Days that have not yet occurred and for CRRs that have not settled.

	ACPh, f
	$/MW per hour
	Auction Clearing Price - The auction clearing price of the FGR on the flowgate f for hour h.

	W1 – W4
	none
	Weighting—The weighting associated with the pricing components that sum to 1. The values of these factors must be determined by the Credit Working Group and posted on the MIS Public Area.  The weighting factors may be customizable for the month to which a CRR applies. 

	TFGRVh, f
	$/MW per hour
	Today’s FGR Value – The current day’s most recent DAM price of the FGR on the flowgate f for the hour h.  If the DAM is not executed for an operating day, ERCOT shall use the Real Time Market Settlement Point Prices for that Operating Day.

	FDFGRVh, f
	$/MW per hour
	Five-day FGR Value – Average of the most recent rolling five-day price of the FGR on the flowgate f for the hour h.  If the DAM is not executed for an Operating Day, ERCOT shall use the Real Time Market Settlement Point Prices for that Operating Day.

	PMFGRVh, f
	$/MW per hour
	Previous Month’s FGR Value – Average of the previous month’s daily price of the FGR on the flowgate f for the hour h.    If the DAM is not executed for an Operating Day, ERCOT shall use the Real Time Market Settlement Point Prices for that Operating Day.

	FGRMWo, h, f
	MW
	FGR on the flowgate f owned by the Counter-Party as owner o for hour h of (a) the remaining hours in the current month and (b) all hours in the following month.

	f
	none
	A Flowgate Right

	h
	none
	An Operating Hour of (a) the remaining hours in the current month and (b) all hours in the following month.

	o
	none
	A CRR Owner
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