Board Report


	NPRR Number
	206
	NPRR Title
	Nodal Market Day-Ahead Market Credit Requirements

	Timeline
	Normal
	Action
	Approved

	Date of Decision
	February 16, 2010

	Effective Date
	Upon the Nodal Protocol Transition Plan’s Texas Nodal Market Implementation Date, as prescribed by zonal Protocol Section 21.12, Process for Transition to Nodal Market Protocol Sections.

	Priority and Rank Assigned
	Not applicable.

	Nodal Protocol Section Requiring Revision
	4.4.10, Credit Requirement for DAM Bids and Offers

	Revision Description
	This Nodal Protocol Revision Request (NPRR) revises the nodal collateral requirements by Qualified Scheduling Entities (QSEs) who participate in the Day-Ahead Market (DAM).  The change will potentially reduce the collateral burden for QSEs’ bids while sufficiently collateralizing ERCOT.  The revisions are based on discussions held at the Market Credit Working Group (MCWG).  The proposed NPRR language has been developed for implementation by the Texas Nodal Market Implementation Date (December 2010).  Additional changes to further improve nodal collateralization may be proposed in the future, some of which may require nodal system changes.  Revisions requiring significant nodal system changes following this NPRR are not expected to be implemented by the December 2010 Texas Nodal Market Implementation Date. 

	Reason for Revision
	The current collateral requirements for QSEs to participate in the DAM are significant and based on potential offers and bids and not what is actually cleared through the market.  Thus, Market Participants have an increased cost of credit.  Some are concerned that the significant collateral requirements on QSEs will discourage Market Participants from participating in the DAM, which will create inefficiencies and additional energy price volatility.  Additionally, unhedged QSE Load in the DAM may result in extreme default risk in Real-Time.  The changes in this NPRR address the over collateralization of QSEs and better reflect the risk and costs of DAM participation.  This NPRR contains several “variables” (c, d, a, b, t, u,  y, and z highlighted below) that serve as placeholders for values that will ultimately be determined by the Wholesale Market Subcommittee (WMS) prior to the Texas Nodal Market Implementation Date in December 2010.

	Overall Market Benefit
	The ability for more Market Participants to participate in the DAM may yield better price transparency.

	Overall Market Impact
	Market Participants will have more options for hedging and reducing risk, delivering more options to Customers.

	Consumer Impact
	Market Participants may be able to offer more pricing certainty and lower price volatility to retail Customers.

	Credit Impacts
	ERCOT Credit Staff and the Credit Work Group (Credit WG) have reviewed NPRR206 and do not believe the credit impact can be fully assessed until such time the process for determining “e” variables and the percentiles for Settlement Point Prices (over last 30 days) has been established..

	Procedural History
	· On 1/20/10, NPRR206 and a CEO Revision Request Review were posted.
· On 1/20/10, CPS Energy comments were posted.

· On 1/20/10, WMS comments were posted.

· On 1/20/10, a preliminary Impact Analysis was posted.

· On 1/21/10, ERCOT comments were posted.

· On 1/26/10, Reliant Energy Services comments were posted.

· On 1/26/10, PRS considered NPRR206. 

· On 2/1/10, Luminant comments were posted.

· On 2/1/10, an Impact Analysis was posted.

· On 2/2/10, LCRA comments were posted.

· On 2/3/10, TIEC comments were posted.

· On 2/4/10, TAC considered NPRR206.

· On 2/10/10, a revised Impact Analysis was posted.

· On 2/12/10, a second set of ERCOT comments were posted.

· On 2/12/10, the Credit WG comments were posted.

· On 2/15/10, a second set of TIEC comments were posted.

· On 2/16/10, the ERCOT Board considered NPRR206.

	PRS Decision 
	On 1/26/10, PRS voted to recommend approval of NPRR206 as amended by the 1/26/10 Reliant Energy Services comments and as revised by PRS and to forward NPRR206 to TAC.  There was one opposing vote from the Consumer Market Segment.  All Market Segments were present for the vote.

	Summary of PRS Discussion
	On 1/26/10, there was discussion regarding various proposals that were presented for consideration on reducing the potential over-collateralization of the DAM.  There was concern expressed as to the complexity of some of the proposals and the ability to implement them prior to the Texas Nodal Market Implementation Date; whether or not implementation would increase or decrease the amount of transactions in the DAM; and whether the timelines to settle the DAM would allow for multiple iterations of the DAM to be executed.    Revisions were made to the 1/26/10 Reliant Energy Services comments to include and define the “e” factor.  Market Participants requested more information as to the viability of the “netting” concept.  Some Market Participants also opined that further refinement of the NPRR language may still be necessary.

	TAC Decision
	On 2/4/10, TAC voted to recommend approval of NPRR206 as amended by the 2/1/10 Luminant comments and as revised by TAC with direction to the MCWG to provide a proposal to TAC for a conservative Nodal Market start paradigm for the first 60 days of DAM operation and to further define the “e” variables.  The motion passed via roll call vote.  All Market Segments were present for the vote.

	Summary of TAC Discussion
	On 2/4/10, ERCOT Staff addressed the “netting” issue stating that preliminary analysis indicates that it is highly unlikely that ERCOT could implement a “netting” methodology prior to the Texas Nodal Market Implementation Date.  ERCOT Staff also stated that they were more confident that NPRR206 as approved by PRS, as amended by either the 2/1/10 Luminant comments or the 2/2/10 LCRA comments, would be implementable by the Texas Nodal Market Implementation Date.  Both the Luminant and LCRA comments were presented and discussed.  Market Participants expressed concern as to how the “e1,” “e2” and “e3” variables would be defined.  It was recommended that MCWG define a process for assigning those values and present it to TAC.  Revisions were made to the Luminant comments to include that a TAC-approved process would be used to define and modify the values of “e1,” “e2” and “e3.”

	Board Decision
	On 2/16/10, the ERCOT Board approved NPRR206 as amended by the 2/12/10 ERCOT comments and as revised by the ERCOT Board with the direction that TAC bring back definitions for the variables to the April 2010 ERCOT Board meeting.


	Quantitative Impacts and Benefits

	Assumptions
	1
	NPRR assumes that system changes can be completed by the Texas Nodal Market Implementation Date of December 2010.
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	Market Cost
	
	Impact Area
	Monetary Impact

	
	1
	None.
	Should have no cost to Market Participants.
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	Market Benefit
	
	Impact Area
	Monetary Impact

	
	1
	Increased participation in the DAM.
	More Market Participants should be able to participate in the DAM.
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	Sponsor

	Name
	Randa Stephenson

	E-mail Address
	Randa.stephenson@luminant.com

	Company
	Luminant 

	Phone Number
	512-349-6491

	Cell Number
	214-498-6661

	Market Segment
	Investor Owned Utility (IOU)


	Market Rules Staff Contact

	Name
	Sandra Tindall

	E-Mail Address
	stindall@ercot.com

	Phone Number
	512-248-3867


	Comments Received

	Comment Author
	Comment Summary

	CPS Energy 012010
	Supported the concept put forward in NPRR206 but only for bids with matching offers at the same Settlement Point.  

	WMS 012010
	Endorsed the concept of NPRR206 as submitted.

	ERCOT 012110
	Identified additional items/issues that should be addressed when considering NPRR206.  Proposed inserting “DAMs” in paragraph (5) of Section 4.4.10 for clarification.

	Reliant Energy Services 012610
	Offered an alternative proposal of a risk-based multiplier to credit requirements for DAM bids and offers in order to address concerns voiced at the WMS and MCWG meetings in regards to NPRR206.

	Luminant 020110
	Provided additional clarification of NPRR206.

	LCRA 020210
	Provided revisions to implement a version of netting using the methods provided in NPRR206 and to eliminate some of the credit exposure that LCRA opined would not be collateralized under the 1/26/10 PRS version of NPRR206.

	TIEC 020310
	Opined that TIEC cannot support NPRR206 without substantial justification for proposed collateral reductions and that existing DAM credit requirements should be maintained.  

	ERCOT 021210
	Proposed revisions to provide further clarification.

	Credit WG 021210
	Noted that NPRR206 does have a credit impact that cannot be fully quantified until the process for determining the “e” variables and the percentiles for Settlement Point Prices has been established and summarized the changes in default risk from the current Nodal Protocols due to NPRR206.

	TIEC 021510
	Reiterated the concerns raised at the 2/4/10 TAC meeting; asked the ERCOT Board to require additional study and evaluation before approving the changes to the existing credit requirements; and requested that NPRR206 not be approved at this time.  


	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 DAM transactions cleared, until a new credit limit for DAM participation is available.

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

(a)
For each DAM Energy Bid, the credit exposure will be calculated as the quantity of the bid multiplied by a bid exposure price input that will be calculated as follows:

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

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

(A)
The lesser of:

(1) 
The “d”th percentile of the Day-Ahead Settlement Point Price over the previous 30 days; and

(2) 
The bid price. 

(B)
“e1” 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 or equal to the “a”th percentile of the Day-Ahead Settlement Point Price over the previous 30 days either (A) or (B) shall apply:
(A)
Credit exposure will be: 
(1)
Reduced (when the “b”th percentile Settlement Point Price is positive).  The reduction shall be the quantity of the offer multiplied by the “b”th percentile of the Day-Ahead Settlement Point Price over the previous 30 days times “e2”; or
(2)
Increased (when the “b”th percentile Settlement Point Price is negative).  The increase shall be the quantity of the offer multiplied by the “b”th percentile of the Day-Ahead Settlement Point Price over the previous 30 days.
(B)
Credit exposure will be increased by the product of the quantity of the offer times the 95th percentile of any positive hourly difference of Real-Time Settlement Point Price and Day-Ahead Settlement Point Price over the previous 30 days for the hour times (when the Settlement Point Price is positive) "e3." 

(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, either (A) or (B) shall apply:

(A)
Credit exposure will be zero
(B)
Credit exposure will be increased by the product of the quantity of the offer times the 95th percentile of any positive hourly difference of Real-Time Settlement Point Price and Day-Ahead Settlement Point Price over the previous 30 days for the hour times "e3.”
(c)
For each MW portion of the Energy Offer Curve of a Three-Part Supply Offer:

(i)
That has an offer price that is less than or equal to the “y”th percentile of the Day-Ahead Settlement Point Price over the previous 30 days, credit exposure will be reduced (when the “z”th percentile Settlement Point Price is positive) or increased (when the “z”th percentile Settlement Point Price is negative) by the quantity of the offer multiplied by the “z”th percentile of the Day-Ahead Settlement Point Price over the previous 30 days. 

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

(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)
Variables “e1”, “e2” or “e3”, which are applicable to items (a) through (c) above, under conditions described in below, will be determined and applied at ERCOT’s sole discretion.  Within the application parameters identified below, ERCOT shall establish values for “e1”, “e2” and “e3” and provide notice to an affected Counter-Party of any changes to “e1”, “e2” or “e3” before 0900 at least two Business Days prior to the normally scheduled DAM 1000 auction by a minimum of two of these methods: written, electronic, or telephonic.  ERCOT shall review the values for “e1”, “e2” or “e3” for each Counter-Party no less than once per year.  ERCOT shall provide written or electronic notice to the Counter-Party of the basis for ERCOT’s assessment, or change of assessment, of the exposure adjustment variable established for the Counter-Party and the impact of the adjustment.

(i)
The value of each exposure adjustment “e1,”  “e2” and “e3” is a value between zero and one set by ERCOT by Counter-Party.  “e2” and “e3” cannot be greater than zero for the same Counter-Party at the same time.  The values ERCOT establishes for “e1”, “e2” and “e3” for a Counter-Party shall be applied equally to the portfolio of all QSEs represented by such Counter-Party.
(ii)
A Technical Advisory Committee (TAC)-approved process, which will be reviewed at least annually and posted on the MIS Public Area, will be used to define and modify the values of “e1,” “e2” and “e3.”
 

 (7)
The variables to define the pre-DAM credit validation process referenced in item (6) above (including the standard setting for the “e1,” “e2,” and “e3,” if any) shall be posted on the MIS Public Area.  TAC shall review these variables 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 within three Business Days of ERCOT Board approval. 

(8)
Upon the nodal market's inception, ERCOT will use the variables listed below for inputs in 4.4.10(6).  Furthermore, upon ERCOT obtaining Real Time and/or Day Ahead Settlement Point Prices, the data associated with the earliest remaining pre nodal market date reference will be replaced.

(a) 
ERCOT will load the previous 30 days of zonal Market Clearing Price for Energy (MCPE) in order to determine DAM Settlement Point Prices.

(i)
ERCOT will calculate the hourly average of all 15 minute interval zonal MCPE prices when determining DAM Settlement Point Prices.

(ii)
ERCOT will map nodal Settlement Points (Resource Nodes, Load Zones, Non-Opt-In-Entity (NOIE) Load Zones, Direct Current Tie (DC Tie) zones) to zonal congestion zones and nodal Hubs to zonal Hubs based on the proximity of the node within zonal boundaries defined elsewhere in the protocols.

(b)
ERCOT will load 10% of the simple average of the Real-Time Settlement Point Price obtained within the first seven days of the nodal market’s inception as a proxy for the Real-Time Settlement Point Price and Day-Ahead Settlement Point Price. 
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