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	NPRR Title
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	Nodal Protocol Section(s) Requiring Revision 
	4.4.10, Credit Requirement for DAM Bids and Offers

	Requested Resolution 
	Urgent.  This Nodal Protocol Revision Request (NPRR) should be granted Urgent status because it addresses collateral concerns that have been raised in the Day-Ahead Market (DAM) since market open.  This NPRR is based on discussions between the Credit Work Group (Credit WG) and the Market Credit Working Group (MCWG) to more accurately reflect credit requirements related to DAM Energy Bids, Bid curves, Combined Cycle Generation Resources and Point-to-Point (PTP) Obligation bids.  Granting of Urgent status will ensure that these issues are addressed as quickly as possible.

	Revision Description
	This NPRR revises the language in Section 4.4.10 to: 
1. Match the implemented DAM credit exposure calculations for Three-Part Supply Offers as they relate to combined cycle and to PTP bid calculations currently identified in paragraph (6)(d) of Section 4.4.10; 
2. Right size the credit exposure calculation for DAM transactions submitted via the use of an energy-only bid curve to equate to the maximum exposure; and
3. Right size the credit exposure calculation for DAM PTP bids where a qualified expiring Congestion Revenue Right (CRR) offsets cleared DAM exposure.

	Reason for Revision
	The revisions are based on discussions held by the Credit WG and MCWG that pertained to areas of over-collateralization in the DAM.  The change will potentially reduce the collateral burden for Qualified Scheduling Entities’ (QSEs’) bids while sufficiently collateralizing ERCOT.  This NPRR revises the over-collateralized requirements related to energy-only bid curves and PTP bids that may have discouraged Market Participants from participating in the DAM.  Additionally, qualified expiring CRRs will be recognized has providing a credit exposure offset and may enable QSEs to mitigate congestion price exposure in Real-Time at a reduced credit cost. The changes should reduce default risk related to extreme Real-Time congestion cost by enabling Market Participants to effectively carry CRR hedges expiring in the DAM to Real-Time.  

	Overall Market Benefit
	Corrects discrepancies between current Protocol language and implemented DAM credit exposure calculations and better reflects the risk and costs of DAM participation.

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

	Consumer Impact
	Clarifies DAM credit exposure calculations; and reduces working capital cost related to participation in the DAM, thus enabling Market Participants to offer more price certainty and lower price volatility to Customers. 

	Credit Implications 
	Yes.  To be determined.


	Quantitative Impacts and Benefits

	Assumptions
	1
	The clarifying portions of this NPRR accurately reflect the current implementation of Section 4.4.10.

	
	2
	The portions of this NPRR requiring system changes are implementable by ERCOT at a reasonable cost.

	
	3
	

	
	4
	

	Market Cost
	
	Impact Area
	Monetary Impact

	
	1
	ERCOT Staff time to implement system changes as required.
	Unknown

	
	2
	
	

	
	3
	
	

	
	4
	
	

	Market Benefit
	
	Impact Area
	Monetary Impact

	
	1
	Provides clarity in DAM credit exposure calculations.
	None

	
	2
	Reduces working capital cost related to participation in the DAM.
	Unknown

	
	3
	
	

	
	4
	
	

	Additional Qualitative Information
	1
	

	
	2
	

	
	3
	

	
	4
	

	Other Comments
	1
	

	
	2
	

	
	3
	

	
	4
	


	Sponsor

	Name
	Mark Holler

	E-mail Address
	mholler@tnsk.com 

	Company
	Tenaska Power Services Co.

	Phone Number
	817-303-1113

	Cell Number
	817-366-9791

	Market Segment
	Independent Power Marketer (IPM)


	Market Rules Staff Contact

	Name
	Ann S. Boren

	E-Mail Address
	aboren@ercot.com

	Phone Number
	512-275-7411


	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)
The DAM shall use the Counter-Party’s credit limit for DAM participation provided 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 a DAM Energy Bid or Bid curve, the credit exposure shall be the maximum credit exposure calculated along the DAM Energy Bid or Bid curve calculated as the quantity of the bid multiplied by a bid exposure price that is calculated as follows:  

(i)
If the price of the DAM Energy Bid or Bid curve is less than or equal to zero, the bid exposure price for that quantity will equal zero.

(ii)
If the price of the DAM Energy Bid or Bid curve is greater than zero, the bid exposure price for that quantity 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 for the hour over the previous 30 days; and 

(2)
The bid price.

(B)
“e1” multiplied by (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 for the hour over the previous 30 days, the sum of (A) and (B) shall apply.   

(A)
Credit exposure will be:

(1)
Reduced (when the “b”th percentile Settlement Point Price for the hour is positive).  The reduction shall be the quantity of the offer multiplied by the “b”th percentile of the Day-Ahead Settlement Point Price for the hour over the previous 30 days multiplied by “e2”; or

(2)
Increased (when the “b”th percentile Settlement Point Price for the hour is negative).  The increase shall be the quantity of the offer multiplied by the “b”th percentile of the Day-Ahead Settlement Point Price for the hour over the previous 30 days.  

(B)
Credit exposure will be increased by the product of the quantity of the offer multiplied by the 90th 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 multiplied by “e3.”

(ii)
That has an offer price that is greater than the “a”th percentile of the Day-Ahead Settlement Point Price for the hour over the previous 30 days, credit exposure will be increased by the product of the quantity of the offer multiplied by the 90th 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 multiplied by “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 for the hour 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 for the hour 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 for the hour over the previous 30 days, the credit exposure will be zero.
(iii) For a Combined Cycle Generation Resource with Three-Part Supply Offers for multiple generator configurations, the reduction in credit exposure will be the maximum credit exposure reduction created by the individual Three-Part Supply Offers’ Offer Curves.
(d)
For PTP Obligation Bids:
(i)
That have a bid price greater than zero, the sum of the quantity of the bid multiplied by the bid price, 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 multiplied by the quantity of the bid.
(ii)
That have a bid price less than or equal to zero, 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 multiplied by the quantity of the bid.
(iii)
Each tenth of a MW quantity (0.1 MW) of an expiring CRR for a Counter-Party can provide credit reduction for only one-tenth of a MW (0.1 MW) of a PTP Obligation bid for that Counter-Party.  To receive the credit reduction:
(A)
The QSE must submit the Counter-Party ID, the CRR Account Holder ID, and the CRR identifier(s) with the PTP Obligation bid;
(B)
The QSE must submit the PTP Obligation bid by 0X00 of the Day-Ahead at the same source and sink pair for the same hour, for the same operating date where the QSE  submitting the PTP Obligation bid is represented by the same Counter-Party as the CRR Account Holder that is  the owner of record for an expiring CRR, or group of CRRs; and
(C)
A portion or all of the PTP Obligation bid quantity must be less than or equal to the total of the quantity of all expiring CRRs at the specified source and sink pair and delivery period, less all previously submitted PTP Obligation bids at the specified source and sink pair and delivery period that have not been deleted.
(iv) For qualified PTP Obligation bids, ERCOT shall reduce the credit exposure in paragraph (6)(d)(i) above, by the product of the bid price, if positive, and the quantity of the bid less than or equal to the quantity of the total of all expiring CRRs at the specified source and sink pair and delivery period, less all previously submitted PTP Obligation bids at the specified source and sink pair and delivery period that have not been deleted.  The expiring CRR may be PTP Options and/or PTP Obligations.
(e)
For Ancillary Services not self-arranged, the product of the quantity of Ancillary Service not self-arranged multiplied by 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.  

	[NPRR131:  Insert paragraph (4)(f)and renumber accordingly, upon system implementation:]
(f)
For Ancillary Services Trades with ERCOT, the product of the quantity of Ancillary Service procured multiplied by the “t”th percentile of the hourly 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 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 generally two Bank Business Days prior to the normally scheduled DAM 1000 by a minimum of two of these methods:  written, electronic, or telephonic.  However, ERCOT may adjust any “e” factor immediately if, in its sole discretion, ERCOT determines that the “e” factor(s) set for a Counter-Party do not adequately match the financial risk created by that Counter-Party’s activities in the market.  ERCOT shall review the values for “e1,” “e2,” or “e3” for each Counter-Party no less than once every two weeks.  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, rounded to the nearest hundredth decimal place, set by ERCOT by Counter-Party.  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 TAC-recommended and ERCOT Board-approved procedure (“Procedures for Setting Nodal Day-Ahead Market Credit Requirement Parameters”), 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 Texas Nodal Market Implementation Date, ERCOT will use the variables listed below for inputs in item (6) above.  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, NOIE Load Zones, 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 hourly difference of Real-Time Settlement Point price and Day-Ahead Settlement Point Price or ERCOT will load 10% of the simple average of the zonal Load Zone hourly MCPE for 30 days prior to the Texas Nodal Market Implementation Date as a proxy for the hourly difference of Real-Time Settlement Point Price and Day-Ahead Settlement Point Price.
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