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	Comments


At its September 14, 2011 meeting, WMS reviewed Nodal Protocol Revision Request (NPRR) 400.  After discussion, WMS voted to endorse NPRR400.  There was one abstention from the Consumer Market Segment.  WMS did not review and discuss the 8/19/11 ERCOT comments.
	Revised Proposed Protocol Language


16.11
Financial Security for Counter-Parties

(1)
The term “Financial Security” in this Section means the collateral amount posted with ERCOT in any of the forms listed in Section 16.11.3, Alternative Means of Satisfying ERCOT Creditworthiness Requirements.  

(2)
The term “Secured Collateral” in this Section means the collateral posted by a Counter-Party with ERCOT in the form of an unconditional, irrevocable letter of credit, a surety bond naming ERCOT as the beneficiary, or cash.
(3)
The term “Remainder Collateral” in this Section means the Financial Security posted by a Counter-Party with ERCOT minus Total Potential Exposure Secured (TPES) minus Net Positive Exposure of approved Congestion Revenue Right (CRR) Bilateral Trades. 
16.11.4.1
Determination of Total Potential Exposure for a Counter-Party

(1)
A Counter-Party’s “Total Potential Exposure” (TPE) is the sum of its “Total Potential Exposure Any” (TPEA) and “Total Potential Exposure Secured” (TPES). 

(a)
TPEA is the positive net exposure of the Counter-Party that may be satisfied by any forms of Financial Security defined under paragraphs (a) through (d) of Section 16.11.3, Alternative Means of Satisfying ERCOT Creditworthiness Requirements.  TPEA will include all exposure not included in TPES.   



(b)
TPES is the positive net exposure of the Counter-Party that may be satisfied only by forms of Financial Security defined under paragraphs (b) through (d) of Section 16.11.3.  The Future Credit Exposure (FCE) that reflects the future mark-to-market value for CRRs registered in the name of the Counter-Party is included in TPES. 
(2)


For all Counter-Parties:

TPEA 
= 
Max [0, MCE, Max [0, (∑q EALq + CRRA * ∑a EALa)]]
TPES
=
 Max [0, (1 – CRRA) * ∑a EALa] + Max [0, ∑a FCEa]
 The above variables are defined as follows:
	Variable
	Unit
	Description

	EALq
	$
	Estimated Aggregate Liability for the QSE—EAL for the QSE q represented by Counter-Party.

	EALa
	$
	Estimated Aggregate Liability for the CRR Account Holder —EAL for the CRR Account Holder a represented by Counter-Party.

	FCEa
	$
	Future Credit Exposure for the CRR Account Holder —FCE for the CRR Account Holder a represented by Counter-Party.

	MCE
	$
	Minimum Collateral Exposure – Minimum Collateral Exposure for the Counter-Party

	CRRA
	$
	CRR Activity other than FCE—CRR activity other than FCE – May have a value of “0” or “1”.  Flag to indicate whether CRR activity other than FCE will be included in TPES or TPEA.  Initially set to “1” to include activity into TPEA.  ERCOT, in its sole discretion, can reset to “0” if needed.

	q
	None.
	QSE represented by Counter-Party.

	a
	None.
	CRR Account Holder represented by Counter-Party.


(3)
If ERCOT, in its sole discretion, determines that the TPEA or the TPES for a Counter-Party calculated under paragraphs (1) or (2) above does not adequately match the financial risk created by that Counter-Party’s activities under these Protocols, then ERCOT may set a different TPEA or TPES for that Counter-Party.  ERCOT shall, to the extent practical, give to the Counter-Party the information used to determine that different TPEA or TPES.  ERCOT shall provide written or electronic Notice to the Counter-Party of the basis for ERCOT’s assessment of the Counter-Party’s financial risk and the resulting creditworthiness requirements.

(4)
ERCOT shall monitor and calculate each Counter-Party’s TPEA and TPES daily.

16.11.4.3
Determination of Counter-Party Estimated Aggregate Liability

After a Counter-Party receives its first Invoice, ERCOT shall monitor and calculate the Counter Party’s EAL based on the formulas below.  

EALq 
= 
Max [(IELq during the first 60-day period + DALEq),  (Max {RTLEq during the previous 60-day period} + DALEq), (RTLFq + DALEq) ] + Max [RTLCNSq, Max {URTAq during the previous 60 day period}] + OUTq + PULq 
EALa 
= 
Max [(Max {RTLEa during the previous 60-day period}), (RTLFa + Max [RTLCNSa, Max {URTAa during the previous 60 day period}] + OUTa + PULa 

The above variables are defined as follows: 
	Variable
	Unit
	Description

	
	
	

	EALq
	$
	Estimated Aggregate Liability for the QSE—EAL for the QSE q represented by Counter-Party.

	EALa
	$
	Estimated Aggregate Liability for the CRR Account Holder —EAL for the CRR Account Holder a represented by Counter-Party.

	IELq
	$
	Initial Estimated Liability for the QSE—IEL (as defined in Section 16.11.4.2, Determination of Counter-Party Initial Estimated Liability) for the QSE q represented by the Counter-Party.

	q
	
	QSE represented by Counter-Party.

	a
	
	CRR Account Holder represented by Counter-Party.

	RTLE
	$
	Real Time Liability Extrapolated—M1 multiplied by the sum of the net amount due from or to ERCOT by the Counter-Party in Real-Time Market (RTM) Initial Statements generated in the 14 most recent calendar days divided by the number of Real-Time Initial Settlement Statements generated for the Counter-Party in the 14 most recent calendar days.  Forward extrapolation for the Counter-Party’s CRR Account Holder activity is excluded from this calculation.

	URTAq
	$
	Unbilled Real Time Amount —M2 multiplied by the sum of the net amount due from or to ERCOT by the Counter-Party in RTM Initial Statements generated in the 14 most recent calendar days divided by the number of Real-Time Initial Settlement Statements generated for the Counter-Party in the 14 most recent calendar days.  Forward extrapolation for the Counter-Party’s CRR Account Holder activity is excluded from this calculation.

	MCE
	$
	Minimum Collateral Exposure – For each Counter-Party, ERCOT shall determine a Minimum Collateral Exposure (MCE) as follows:  
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 Max[0, [[ RTQQESoidkc * RTSPPidk*SAF] - [RTQQEPoidkc * RTSPPidk *SAF]]]
DARTNEToidk = Absolute value of [ DAM EOO Clearedoidk* DARTidk + DAM TPO Clearedoidk* DARTidk + DAM PTP Clearedoidk* DARTPTPid k– DAM EOB Clearedoidk* DARTidk] 
Where:
Goidk = 
Total Metered Generation at all Resource Nodes for Counter-Party o for interval i for calendar day d at Settlement Point k
Loidk = 
Total Adjusted Metered Load (AML) at all Load Zones for Counter-Party o for interval i for calendar day d at Settlement Point k
SAF=                   Seasonal Adjustment Factor – Used to provide for the potential for seasonal price increases based on historical trends.  ERCOT shall initially set this factor equal to 100%.  This factor will not go below 100%. ERCOT will provide Notice to Market Participants of any change at least 14 days prior to effective date along with the analysis supporting the change.
NUCADJo = 
Net Unit Contingent Adjustment —A minimum value of 20% to allow for situations where a generator may unintentionally or intentionally meet its requirement from the Real Time Market .
RTQQNETESoidk=Net QSE-to-QSE Energy Sales for Counter-Party o for interval i for calendar day d
RTQQESoidkc = 
QSE Energy Trades for which the Counter-Party o is the seller for interval i for day d at Settlement Point k with Counter-Party c
RTQQEPoidkc = 
QSE Energy Trades for which the Counter-Party o is the buyer for interval i for calendar day d at Settlement Point k with Counter-Party c
RTSPPidk = 
Real-Time Settlement Point Price for interval i for calendar day d at Settlement Point k
DARTNEToidk=
Net DAM activities for Counter-Party o for interval i for calendar day d
DARTidk = 
Day Ahead - Real-Time Spread  for interval i for calendar day d at Settlement Point k
DAM EOB Cleared oidk = Day Ahead Market Energy Only Bids Cleared for interval i for calendar day d at Settlement Point k
DAM EOO Clearedoidk = 
Day Ahead Market Energy Only Offers Cleared for interval i for calendar day d at Settlement Point k
DAM TPO Clearedoidk = Day Ahead Market Three Part Offers Cleared for interval i for calendar day d at Settlement Point k
DAM PTP Cleared oidk = Day Ahead Market Point to Point Obligations Cleared for interval i for calendar day d at Settlement Point k
DARTPTP oidk =  Day Ahead - Real-Time Spread  for value of PTP Obligation for interval i for calendar day d at Settlement Point k
T1 = 
2 days

T2 = 
5 days
T3=                      5 days
T4=                      1 days 
c  = 
Bilateral Counter-Party 

d = 
       Calendar day

i = 
       Settlement Interval

n = 
       14 days

o = 
       Counter-Party
k = 

      A Settlement Point
M1 =    20                 Multiplier for DALE and RTLE.  Provides for forward risk based on historical activity. The multiplier will be recommended by TAC and approved by the Board.
M2 =    12                  Multiplier for URTA.  Provides for unbilled historical activity based on historical activity.  The multiplier will be recommended by TAC and approved by the Board.  


	RTL
	$
	Real-Time Liability—The estimated or settled amounts due from or to ERCOT due to activities in the Real-Time and Adjustment Period.  Real-Time Liability (RTL) is the amounts for Load increased by amounts for awarded DAM energy offers, and Energy Trade sales and is decreased by amounts for awarded DAM Energy Bids, Energy Trade purchases, and estimated or settled amounts for generation.  In addition RTL will be adjusted for CRRs settled in Real-Time and for other amounts due to or from ERCOT by the Counter-Party.

	RTLCNS
	$
	Real Time Liability Completed and Not Settled— For each Operating Day that is completed but not settled or for which no Invoice has been issued, ERCOT shall calculate RTL as the higher of ERCOT’s estimate of the Counter-Party’s RTL for the day, multiplied by 110% if net due to ERCOT or multiplied by 90% if net due to Entity or the Counter-Party’s estimate of RTL for the day.

	RTLF
	$
	Real Time Liability Forward— For seven Operating Days that are not yet completed, ERCOT shall calculate RTL as the higher of 150% of ERCOT’s estimate of the Counter-Party’s RTL for the most recent seven days or the Counter-Party’s forecast of RTL for the next seven days. 

	OUT
	$
	Outstanding Unpaid Transactions—Outstanding, unpaid transactions of the Counter-Party, which include (a) outstanding Invoices to the Counter-Party; (b) estimated unbilled items to the Counter-Party, to the extent not adequately accommodated in the RTLE calculation (including resettlements and other known liabilities); and (c) estimated CRR Auction revenue available for distribution for operating days in the previous two month, to the extent not invoiced to the Counter-Party.  Invoices will not be considered outstanding for purposes of this calculation the Business Day after that Invoice payment is received.

	PUL
	$
	Potential Uplift—Potential uplift to the Counter-Party, to the extent and in the proportion that the Counter-Party represents Entities to which an uplift of a short payment will be made pursuant to Section 9.19, Partial Payments by Invoice Recipients.  It is calculated as the sum of: 
(a) Amounts expected to be uplifted within one year of the date of the calculation; and 
(b) 25%, or such other percentage based on available statistics regarding payment default under bankruptcy reorganization plans, of any short payment amounts being repaid to ERCOT under a bankruptcy reorganization plan that are due more than one year from the date of the calculation. 

	DALE
	$
	Average Daily Day Ahead Liability Extrapolated—M1multiplied by the sum of the net amount due to or from ERCOT by the Counter-Party in the DAM Settlement Statements generated in the seven most recent calendar days that includes Ancillary Services and Point-to-Point (PTP) Obligations bought in the DAM divided by the number of DAM Settlement Statements generated for the Counter-Party in the seven most recent calendar days.  Forward extrapolation for the Counter-Party’s CRR Account Holder’s activity is excluded from this calculation.




16.11.4.6
Determination of Counter-Party Available Credit Limits 

ERCOT shall calculate an Available Credit Limit for the CRR Auction (ACLC) and an Available Credit Limit for the DAM (ACLD) as follows:

(a)
ACLC for each Counter-Party equal to the net of its:

(i)
Secured Collateral; minus
(ii)
TPES ; minus

(iii)
Net Positive Exposure of approved CRR Bilateral Trades; minus

(iv)
Minimum of: 

(A)
Zero; and 
(B)
TPEA minus the Unsecured Credit Limit minus Financial Security defined as guarantees in paragraph (a) of Section 16.11.3, Alternative Means of Satisfying ERCOT Creditworthiness Requirements.
(b)
ACLD for each Counter-Party equal to the net of its:
(i)
Unsecured Credit Limit; plus

(ii)
Remainder Collateral; minus

(iii)
TPEA.
16.11.4.6.1
Credit Requirements for CRR Auction Participation

(1)
Each Counter-Party participating in any CRR monthly, annual or other auction as permitted by Sections 16.11.6.1.4, Repossession of CRRs by ERCOT, and 16.11.6.1.5, Declaration of Forfeit of CRRs, shall communicate to ERCOT the credit limit it would like to establish for the CRR Auction no later than three Business Days prior to the close of the CRR bid submission window. 

(2)
ERCOT shall assign the credit limit for each Counter-Party participating in any CRR Auction as the lower of 90% of ACLC or the Counter-Party’s requested credit limit no later than two Business Days prior to the close of the CRR bid submission window.  ERCOT, in its sole discretion, may increase the credit limit until the close of the CRR bid submission window.

(3)
ERCOT shall impose a credit limit in awarding bids and offers in the CRR Auction as described in Section 7.5.5.3, Auction Process. 

16.11.4.6.2
Credit Requirements for DAM Participation

(1)
ERCOT shall impose a credit limit on each Counter-Party participating in the DAM as 90% of the ACLD.

(2) 
ERCOT shall impose the credit limit for DAM participation calculated in paragraph (1) above on the Counter-Party’s QSEs and all Subordinate QSEs combined participation in the DAM as described in Section 4.4.10, Credit Requirement for DAM Bids and Offers.

(3)
A new credit limit will be sent to each Counter-Party participating in the DAM daily.
16.11.5
Monitoring of a Counter-Party’s Creditworthiness and Credit Exposure by ERCOT

(1)
ERCOT shall monitor the creditworthiness and credit exposure of each Counter-Party or its guarantor, if any.  To enable ERCOT to monitor creditworthiness, each Counter-Party shall provide to ERCOT:  

(a)
Its own or its guarantor’s quarterly (semi-annually, if the guarantor is foreign and rated by a rating agency acceptable to ERCOT) unaudited financial statements not later than 60 days (90 days if the guarantor is foreign and rated by a rating agency acceptable to ERCOT) after the close of each of the issuer’s fiscal quarters; if an issuer’s financial statements are publicly available electronically and the issuer provides to ERCOT sufficient information to access those financial statements, then the issuer is considered to have met this requirement. 

(b)
Its own or its guarantor’s annual audited financial statements not later than 120 days after the close of each of the issuer’s fiscal year; if an issuer’s financial statements are publicly available electronically and the issuer provides to ERCOT sufficient information to access those financial statements, then the issuer is considered to have met this requirement.  ERCOT may extend the period for providing interim unaudited or annual audited statements on a case-by-case basis.

(c)
Notice of a material change.  A Counter-Party that has been granted an Unsecured Credit Limit pursuant to Section 16.11.2, Requirements for Setting a Counter-Party’s Unsecured Credit Limit, shall inform ERCOT within one Business Day if it has experienced a material change in its operations, financial condition or prospects that might adversely affect the Counter-Party and require a revision to its Unsecured Credit Limit.  ERCOT may require the Counter-Party to meet one of the credit requirements of Section 16.11.3, Alternative Means of Satisfying ERCOT Creditworthiness Requirements.  

(2)
A Counter-Party is responsible at all times for maintaining:

(a)
Secured Collateral in an amount equal to or greater than that Counter-Party’s TPES, if any; and 
(b)
Remainder Collateral in an amount equal to or greater than that Counter-Party’s TPEA minus its Unsecured Credit Limit.  
(3)
ERCOT shall promptly notify each Counter-Party of the need to increase its Financial Security, including whether Secured Collateral must be provided, and allow the Counter-Party time, as defined in paragraph (6)(a) below, to provide additional Financial Security to maintain compliance with this Section. 
(4)
When either the Counter-Party’s TPEA or TPES as defined in Section 16.11.4, Determination and Monitoring of Counter-Party Credit Exposure, reaches 90% of its requirement, ERCOT shall use reasonable efforts to electronically issue a warning to the Counter-Party’s Authorized Representative and credit contact advising the Counter-Party that it should consider increasing its Financial Security.  However, failure to issue that warning does not prevent ERCOT from exercising any of its other rights under this Section.

(5)
ERCOT may suspend a Counter-Party when:

(a)
That Counter-Party’s TPES as defined in Section 16.11.4, equals or exceeds 100% of its Secured Collateral; or
(b)
That Counter-Party’s TPEA as defined in Section 16.11.4 equals or exceeds 100% of the sum of its Unsecured Credit Limit and its Remainder Collateral.
The Counter-Party is responsible, at all times, for managing its activity within both its TPEA and its TPES or increasing its Financial Security to avoid reaching its limits.  Any failure by ERCOT to send a Notice as set forth in this Section does not relieve the Counter-Party from the obligation to maintain appropriate Financial Security in amounts equal to or greater than that Counter-Party’s TPES and TPEA as defined in Section 16.11.4. 

(6)
To the extent that a Counter-Party fails to maintain Secured Collateral in amounts equal to or greater than its TPES or Remainder Collateral in amounts equal to or greater than its TPEA , each as defined in Section 16.11.4:

(a)
ERCOT shall promptly notify the Counter-Party of the amount by which its Financial Security must be increased, including whether Secured Collateral must be provided and allow it: 

(i) 
Until 1500 on the second Bank Business Day from the date on which ERCOT delivered the Notice to increase its Financial Security if ERCOT delivered its Notice before 1500; or 

(ii) 
Until 1700 on the second Bank Business Day from the date on which ERCOT delivered Notification to increase its Financial Security if ERCOT delivered its Notice after 1500 but prior to 1700.  
ERCOT shall notify the QSE’s Authorized Representative(s) and Credit Contact if it has not received the required security by 1530 on the Bank Business Day on which the security was due; however, failure to notify the Counter-Party’s representatives or contact that the required security was not received does not prevent ERCOT from exercising any of its other rights under this Section.

(b)
At the same time ERCOT notifies the Counter-Party that is the QSE, ERCOT may notify each LSE and Resource represented by the Counter-Party that the LSE or Resource may be required to designate a new QSE if its current QSE fails to increase its Financial Security. 

(c)
ERCOT is not required to make any payment to that Counter-Party unless and until the Counter-Party increases its Financial Security, including any Secured Collateral required.  The payments that ERCOT will not make to a Counter-Party include Invoice receipts, CRR revenues, CRR credits, reimbursements for short payments, and any other reimbursements or credits under any other agreement between the Market Participant and ERCOT.  ERCOT may retain all such amounts until the Counter-Party has fully discharged all payment obligations owed to ERCOT under the Counter-Party Agreement, other agreements, and these Protocols. 

(d)
ERCOT may reject any bids or offers in a CRR Auction from the Counter-Party until it has increased its Financial Security, including any Secured Collateral required.  ERCOT may reject any bids or offers from the Counter-Party in the DAM until it has increased its Financial Security.

(7)
If a Counter-Party increases its Financial Security as required by ERCOT by the deadline in paragraph (6)(a) above, then ERCOT may notify each LSE and Resource represented by the Counter-Party.

(8)
If a Counter-Party increases its Financial Security as required by ERCOT by the deadline in paragraph (6)(a) above, then ERCOT shall release any payments held.
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