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	Comments


LCRA supports the netting proposals developed by the Market Credit Working Group (MCWG).  LCRA submits the following comments to implement a version of netting using the methods provided in Nodal Protocol Revision Request (NPRR) 206. These comments also eliminate some of the credit exposure that would not be collateralized under the current version of NPRR206.

The comments in items (6)(a) through (6)(c) of Section 4.4.10, Credit Requirements for DAM Bids and Offers, makes them consistent with how these items are treated in the MCWG netting proposal and properly accounts for possible negative prices. However, MCWG netting requires collateral for Three-Part Supply Offers - this requirement is eliminated in these comments.

Item 4.4.10(6)(f) was modified to implement netting by examining past netting activity in the Day-Ahead Market (DAM) by each Counter-Party.  ERCOT would set the value of the exposure adjustment variables eh for a Counter-Party for each hour equal to the "s"th percentile of the fraction by which that Counter-Party's awarded bid quantities were not offset by awarded offer quantities, plus Three-Part Supply Offer quantities that were offered but not awarded for that hour in each of the previous 90 DAMs.  Thus, if the Entity historically matches its awarded bids with awarded offers and/or Three-Part Supply Offers, then the Entity's collateral requirement for its bids is based on the discounted rate (lower of bid price or the “d”th percentile of the Day-Ahead Settlement Point Price over the previous 30 days for that hour) instead of its bid price.  For Three-Part Supply Offers that are out-of-the-money, these comments are likely to give those offers greater credit in reducing bid collateral requirements than under the netting proposals at MCWG.

In summary, these changes provide the benefits of reduced collateral requirements for netting while protecting the market from default exposure from risky behavior.

	Proposed Protocol Language Revision


4.4.10
Credit Requirement for DAM Bids and Offers

(1)
Each QSE’s ability to bid and offer in the DAM is subject to credit exposure from the QSE’s bids and offers being within the credit limit for DAM participation established for the entire Counter-Party of which the QSE is part, as specified in item (1) of Section 16.11.4.6.2, Credit Requirements for DAM Participation, and taking into account the credit exposure of accepted DAM bid and offers of the Counter-Party’s other QSEs. 

(2)
DAM bids and offers of all QSEs of the Counter-Party are accepted in the order submitted while ensuring that the credit exposure from accepted bids and offers do not exceed the Counter-Party’s credit limit for DAM participation. 

(3)  
ERCOT shall reject the QSE’s individual bids and offers whose credit exposure, as calculated in item (6) below, exceeds the Counter-Party’s credit limit for DAM participation as described in items (1) and (2) above,  and shall notify the QSE through the MIS Certified Area as soon as practicable. 

(4) 
The QSE may revise and resubmit such rejected bids and offers described in item (3) above, provided that the resubmitted bids and offers are valid and within the Counter-Party’s credit limit for DAM participation adjusted for all accepted DAM bids and offers of the Counter-Party’s QSE’s limit and that such resubmission occurs prior to 1000 of the Operating Day. 

(5)
DAM shall use the Counter-Party’s credit limit for DAM participation provided on the most recent Business Day and adjusted for accepted bids and offers for markets cleared, until a new credit limit for DAM participation is available.

(6)
ERCOT shall calculate credit exposure for bids and offers for each hour in the DAM as follows: 

(a)
For each DAM Energy Bid, the credit exposure is equal to (i) quantity of the bid multiplied by (ii) bid exposure price, where the bid exposure price is calculated as follows:

(i)  
For each MW portion of the DAM Energy Bid where the bid price is less than or equal to zero, the bid exposure price is zero.

 
(ii)
For each MW portion of the DAM Energy Bid where the bid price that is greater than zero, the bid exposure price is equal to the greater of 
zero or the sum of (A) and (B) where: 

(A)
The lesser of: 
(1)
The “d”th percentile of the Day-Ahead Settlement Point Price over the previous 30 days for that hour; and 
(2)
The bid price.
(B)
“eh” times bid price minus (A), when the bid price is greater than (A).
(b)
For each MW portion of a DAM Energy Only Offer: 
(i)
That has an offer price that is less than the “a”th percentile of the Day-Ahead Settlement Point Price at the offer location over the previous 30 days for the hour:

(A) 
When the “a”th percentile of the Day-Ahead Settlement Point Price over the previous 30 days is negative, credit exposure is equal to the (i) quantity of the offer multiplied by (ii) the “b”th percentile of the Day-Ahead Settlement Point Price over the previous 30 days for the hour;

(B) 
When the “a”th percentile of the Day-Ahead Settlement Point Price over the previous 30 days is positive,  credit exposure is equal to the product of the quantity of the offer times the 95th percentile of the hourly difference of Real-Time Settlement Point Price and Day-Ahead Settlement Point Price over the previous 30 days for the hour. 

(ii)
That has an offer price that is greater than the “a”th percentile of the Day-Ahead Settlement Point Price over the previous 30 days, the credit exposure is zero.

(c)
For Three-Part Supply Offers, the credit exposure is zero.




(d)
For PTP Obligation Bids, the sum of the quantity of bid multiplied by the bid price, if positive, plus the “u”th percentile of the hourly positive price difference between the source Real-Time Settlement Point Price minus the sink Real-Time Settlement Point Price over the previous 30 days for the hour.

(e)
For Ancillary Services not self-arranged, the product of the quantity of Ancillary Service not self-arranged times the “t”th percentile of the hourly Market Clearing Price for Capacity (MCPC) for that Ancillary Service over the previous 30 days for that hour.  

(f)
ERCOT will have sole discretion in determining and applying the exposure adjustment variables "eh".  ERCOT shall provide written or electronic notice to the Counter-Party of the basis for ERCOT’s assessment of the exposure adjustment variable for the Counter-Party.  ERCOT shall provide electronic notice to an affected Counter-Party of any changes to “eh” before 0900 at least two Business Days prior to the DAM for which these changes would be effective.  ERCOT shall review the values for “eh” for each Counter-Party no less than once per month.
(i)
The value of the exposure adjustment “eh” for each hour is a value between zero and one, set by ERCOT by Counter-Party.   The value of eh for a Counter-Party for each hour shall be set equal to the "s"th percentile of the fraction by which that Counter-Party's awarded bid quantities were not offset by awarded offer quantities plus Three-Part Supply Offer quantities that were offered but not awarded for that hour in each of the previous 90 DAMs.  For example, if a Counter-Party had no Three-Part Supply Offer and no awarded offer, but had awarded bids for any particular hour in each of the previous 90 DAMs, then eh for that hour for that Counter-Party would equal one.  If a Counter-Party had more Three Part Supply Offer quantities than awarded bid quantities for any particular hour in each of the previous 90 DAMs, then eh for that hour for that Counter-Party would equal zero.  If a Counter-Party had no Three-Part Supply Offers and had awarded DAM Energy Only Offer quantity equal to half the awarded bid quantity for any particular hour in each of the previous 90 DAMs, then eh for that hour for that Counter-Party would equal 0.5.
(ii)
ERCOT must re-evaluate the exposure adjustments for a Counter-Party any time that Counter-Party's DAM settlement exceeds 90% of its Available Credit Limit (ACL) used in the corresponding DAM execution.  ERCOT may set the values of "eh" at levels higher than that specified in (i) above but must then provide a basis for ERCOT's assessment to the affected Counter-Party.
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