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	Comments


Background

  TPTF asked ERCOT to provide background around the credit requirement for CRRs.  Credit is addressed at two different points in time for CRRs:  
1)  An estimate of the expected mark to market value during the ownership period for the CRRs.  
The mark to market value during the ownership period is defined in Protocol Section 16.11.4.5.  An adjustment to a portion of this calculation (the ACPE) is the subject of NPRR 140.  This calculation is performed in the Credit Monitoring and Management system.
2)  In conjunction with the CRR auction, collateral is required for both 
a)  the purchase price of the CRR being purchased; and 
b)  an estimate of the expected mark to market value once the CRRs are paid.
The mark to market value collateralized at the time of auction is defined in Protocol Section 7.5.5.3.  However, the current language in the Nodal Protocols does not specify how much collateral is required.  An adjustment to this section is proposed through the LCRA comments to NPRR 140 to provide that definition. This calculation is performed in the CRR Auction Engine.
LCRA’s proposal uses the calculation and the values currently captured in Protocol Section 16.11.4.5, which is used in the CMM system.  However, the CRR Auction Engine was not designed for that calculation.  ERCOT’s comments propose the structure that is currently captured in the CRR Auction Engine. 
With NPRR 140, the related LCRA comments and ERCOT comments, market participants will be able to consider the collateral requirements at both key points for CRRs.  
ERCOT Comments

ERCOT offers the following comments in response to LCRA’s comments.  ERCOT interprets LCRA comments in Section 7.5.5.3, Auction Process as an attempt to duplicate the detailed specification for ACPE as specified in Section 16.11.4.5, Determination of the Counter-Party Future Credit Exposure.
In the first case when PTP Obligation Auction Clearing Price is greater than $15 per MW, the relation of ACPE and the PTP Obligation Auction Clearing Price is not linear. 

 Earlier this year, after ERCOT CRR team discussed this issue with the CRR software vendor-Nexant. Nexant concluded that it would be too complicate to use similar logic in CRR auction clearing engine and suggested a method involved adjustable adder and multiplier. Nexant’s proposal was presented to WMS on February 28, 2008 and is implemented in the current CRR system software. Detailed information can be found at http://www.ercot.com/content/meetings/wms/keydocs/2008/0228/WMS_CRR_credit_20080228_bgv2.ppt. In essence, the impact of an obligation bid on the budget constraint in the CRR auction clearing engine will be the absolute value of the bid price times the MW-hrs awarded as well as an additional impact in the form of:
1) A multiplier (M in this NPRR, (-1) in the CRR CSD) multiplied by the product of the absolute value of the bid price and the MW-hrs awarded.
2)  An adder (A in this NPRR,  in the CRR CSD) multiplied by the MW-hrs awarded.
The initial values of A and M are $10 and 0 respectively.
ERCOT’s proposed revision includes this method to define the additional credit requirement for PTP Obligations for CRR auction and formalizes the process to decide the values of parameters for CRR Auction Clearing Engine.

	Overall Market Benefit
	Will allow for lower credit requirement for future credit exposure of PTP Obligations

	Overall Market Impact
	

	Consumer Impact
	

	Revised Proposed Protocol Language


7.5.5.3
Auction Process
(1)
The auction must be a single-round, simultaneous auction for selling the CRRs available for all auction products, with the following steps:
(a)
ERCOT shall enter into the CRR Auction engine model a credit constraint for each Counter-Party.  A Counter-Party’s CRR Auction credit limit is equal to the lesser of the credit limit as determined in Section 16.11.4.6.1, Credit Requirements for CRR Auction Participation, or, if provided, the Counter Party’s self-imposed CRR Auction credit limit.  The credit constraint for each Counter-Party ensures that the following sum for all of the Counter-Party’s CRR Account Holders is less than or equal to the Counter-Party’s CRR Auction credit limit: 
(i)
all awarded CRR Auction Bids multiplied by the absolute value of the corresponding bid price; plus 
(ii)
all awarded CRR Auction Offers with negative offer prices multiplied by the absolute value of their corresponding offer price; plus 
(iii)
the additional credit requirement for all awarded PTP Obligations, which is $A per MW per hour, plus M percent of the absolute value of the PTP Obligation bid price multiplied by M. The values of A and M shall be posted on the MIS Public Area.  TAC shall review these values at least annually and may recommend to the ERCOT Board changes to these values. If changes to these values are approved by the ERCOT Board, such revised values shall be posted on the MIS Public Area. 
(b) 



.
(b)
ERCOT shall award CRRs in quantities truncated to the nearest tenth MW (0.1 MW). 
(c)
The CRR Clearing Price is equal to the corresponding Shadow Price for that CRR product.
(d)
When a CRR Account Holder is awarded CRRs as a result of a CRR Auction, the CRRs do not become the property of the winning CRR Account Holder, and the CRRs may not be placed in their CRR accounts, until the CRR Invoices have been paid in full.
(e)
When a CRR Account Holder sells PTP Obligations as a result of an auction at a negative price, the CRR Account Holder is not relieved of the PTP Obligations until the CRR Invoices have been paid in full.  
 (2)
ERCOT shall use a linear programming auction engine model for each CRR Auction that evaluates all CRR Auction Bids and CRR Auction Offers submitted, and selects a combination of CRR Auction Bids and CRR Auction Offers that:
(a)
Makes the solution simultaneously feasible within the limits of the ERCOT network capability over the auction term; and
(b)
Maximizes the objective function, which is equal to the total economic value (as expressed in the CRR Auction Bids) of the awarded CRR Auction Bids, less the total economic cost (as expressed in CRR Auction Offers) of the awarded CRR Auction Offers, while observing all applicable constraints.
(3)
The CRR Network Model must, to the extent practicable, reflect the continuous and post-contingency system operating limits and operational procedures (i.e., Special Protection Systems and Remedial Action Plans) in the Network Operations Model used by ERCOT during Real-Time Operations, as discussed below in Section 7.5.5.4, Simultaneous Feasibility Test.
(4)
Once a CRR Auction is complete, ERCOT shall archive and keep the CRR Auction system and all models used to finalize the CRR Auction results under ERCOT’s data retention policy as that policy applies to data that may be needed to resolve requests for billing adjustments under applicable billing adjustment procedures.
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. 
· X should be set at --- (to be determined prior to NPRR approval)
· The values specified above shall be posted on the MIS Public Area.  TAC shall review these values at least annually and may recommend to the ERCOT Board changes to these values. If changes to these values are approved by the ERCOT Board, such revised values shall be posted on the MIS Public Area.

	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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