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	NPRR Number
	430
	NPRR Title
	Corrections Related to NPRR357, Revisions to Collateral Requirements Concerning CRR Auctions, and Clarification to Collateral Requirements

	Timeline
	Normal
	Action
	Recommended Approval

	Date of Decision
	December 15, 2011

	Proposed Effective Date
	To be determined.

	Priority and Rank Assigned
	To be determined.

	Nodal Protocol Section Requiring Revision
	7.5.5.3, Auction Process

	Revision Description
	This Nodal Protocol Revision Request (NPRR) clarifies the collateral requirements for Congestion Revenue Right (CRR) Account Holders and Counter-Parties who participate in the CRR market.  The change will correct certain formula issues in the ERCOT Board-approved NPRR357, Revisions to Collateral Requirements Concerning CRR Auctions, that result in the overcollateralization of CRR Account Holders and Counter-Parties.  Further, the specific equations are removed as they more appropriately belong in a white paper that has been created by the ERCOT CRR team in parallel with this NPRR in the same manner as was done for Day-Ahead Market (DAM) credit.  With this correction to the Protocols, the CRR credit screening will be consistent with the treatment of the DAM credit exposure equations.

	Reason for Revision
	The collateral requirements for CRR Account Holders and Counter-Parties to participate in the CRR market based on NPRR357 are greater than what is actually needed in the market but ERCOT believes this was not the intent.  Thus, Market Participants have an increased cost of credit.  This NPRR, in conjunction with the related white paper addresses the overcollateralization of CRR Account Holders and Counter-Parties and better reflect the risks and costs of participation in the CRR market.

	Credit Impacts
	The Credit Work Group (Credit WG) has reviewed NPRR430 and supports implementation.  Credit WG was in consensus to endorse the concepts contained in the white paper presented by ERCOT Staff at the 12/5/11 Credit WG meeting.

	Procedural History
	· On 11/28/11, NPRR430 and an Impact Analysis were posted.
· On 12/15/11, PRS considered NPRR430.

	PRS Decision 
	On 12/15/11, PRS unanimously voted to recommend approval of NPRR430 as revised by PRS and to request that ERCOT Staff develop a revised white paper for submission as a proposed Other Binding Document.  All Market Segments were present for the vote.

	Summary of PRS Discussion
	On 12/15/11, ERCOT Staff explained that NPRR430 was intended to correct an error in one of the credit formulas included in NPRR357 that would result in the overcollateralization of CRR Account Holders and Counter-Parties during the pre-CRR Auction screening, and that NPRR430 proposes to replace the credit formulas with a clear and accurate description of the process for calculating exposure.  It was noted that after reviewing an ERCOT white paper with additional detail on the problem and proposed solution, Credit WG endorsed NPRR430, but that WMS, after discussion, took no action on the NPRR.  Participants discussed whether the credit formulas should be included in the Protocols, an Other Binding Document or otherwise.  ERCOT Staff agreed to develop a revised white paper containing the credit formulas for PRS consideration as a potential new Other Binding Document.


	Business Case

	Business Case
	1
	Qualitative benefits: 
· Corrects a formula that would result in overstating credit risk.

	
	2
	Impacts to Market Segments:

· This NPRR should have no cost to Market Participants. 


	Sponsor

	Name
	Matt Mereness

	E-mail Address
	mmereness@ercot.com

	Company
	ERCOT

	Phone Number
	512-248-3089

	Cell Number
	

	Market Segment
	Not applicable


	Market Rules Staff Contact

	Name
	Jonathan Levine

	E-Mail Address
	jlevine@ercot.com

	Phone Number
	512-248-6464


	Comments Received

	Comment Author
	Comment Summary

	None.
	


	Comments


Please note that NPRR407, Credit Monitoring Posting Requirements, also proposes revisions to Section 7.5.5.3.

	Proposed Protocol Language Revision


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 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.  The Technical Advisory Committee (TAC) shall review these values at least annually and may recommend, to the ERCOT Board, changes to these values that become effective at least 30 days prior to a monthly CRR Auction and 60 days prior to an annual CRR Auction.  Any changes to these values shall be posted on the MIS Public Area within three Business Days of ERCOT Board approval.  

(b)
ERCOT may review preliminary CRR Auction results to ensure that post auction collateral requirements are satisfied for all CRR Account Holders participating in the CRR Auction.  If it is practicable to rerun the applicable CRR Auction, and the post CRR Auction collateral requirements for a Counter-Party are not satisfied, ERCOT:

(i)
Shall promptly notify the Counter-Party of the amount by which its Financial Security must be increased and allow it until 1500 on the next Bank Business Day from the date on which ERCOT delivered Notification to increase the Financial Security.  

(ii)
If sufficient Financial Security is not received by 1500 on the next Bank Business Day, ERCOT shall void all of the Counter-Party’s bids and offers in the CRR Auction and rerun the CRR Auction without that Counter-Party’s activity.
(c)
ERCOT shall award CRRs in quantities truncated to the nearest tenth MW (0.1 MW). 

(d)
The CRR clearing price is equal to the corresponding Shadow Price for that CRR product.

(e)
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.

(f)
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.  

	[NPRR357 and NPRR430:  Replace paragraph (1) above with the following and renumber accordingly upon system implementation:]
(1)     
ERCOT shall enter into the CRR Auction system a credit limit for each Counter-Party that has at least one CRR Account Holder.  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.  

(2)
Prior to the CRR Auction, ERCOT will conduct a two-part pre-auction screening process. First, if the Counter-Party’s CRR Auction credit limit is greater than that Counter-Party’s credit exposure as defined below, then the Counter-Party’s CRR Auction credit limit will be ignored as the CRR Auction is solved.  Second, for each CRR Account Holder of a Counter-Party, if the CRR Account Holder’s self-imposed credit limit is greater than that CRR Account Holder’s credit exposure as defined below, then the CRR Account Holder’s self-imposed credit limit will be ignored as the CRR Auction is solved. 
           The calculated exposure for the pre-auction screening for each CRR Account Holder is the sum of the credit exposure for PTP Obligation bids, PTP Obligation offers, and PTP Option bids for that CRR Account Holder.  The calculated exposure for the pre-auction screening for each Counter-Party is the sum of the credit exposure for PTP Obligation bids, PTP Obligation offers, and PTP Option bids for that Counter-Party.  PTP Option offers have zero credit exposure.  Separately, for PTP Obligation bids, PTP Obligation offers, and PTP Option bids each, for each source/sink Settlement Point combination, the credit exposure will use the bid price and MW quantity that produces the maximum credit exposure that could result from the CRR Auction for that source/sink Settlement Point combination.

































































































(3)
The CRR Auction must be a single-round, simultaneous auction for selling the CRRs available for all auction products, with the following steps:

(a)
If a Counter-Party’s credit exposure, as calculated in the pre-auction screening process, is greater than the Counter-Party’s CRR Auction credit limit, ERCOT will ensure in the CRR Auction 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 for: 
(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 is $A per MW per hour, plus the absolute value of the PTP Obligation bid multiplied by M.  Both $A and M may be a function of path, time of use, and/or month.  The values of A and M for a given CRR Auction shall be included in the CRR Auction Notice posted on the MIS Public Area.  


A TAC-recommended and ERCOT Board-approved value(s) and/or procedure will be used to define specific number(s) or the methodology to be used to determine these number(s).  TAC shall review this procedure periodically and may recommend to the ERCOT Board, changes to these procedures that become effective at least 30 days prior to a monthly CRR Auction and 60 days prior to an annual CRR Auction.  Any changes to this value(s) and/or procedure shall be posted on the MIS Public Area within three Business Days of ERCOT Board approval.  

(b)
ERCOT may review preliminary CRR Auction results to ensure that post auction collateral requirements are satisfied for all CRR Account Holders participating in the CRR Auction.  If it is practicable to rerun the applicable CRR Auction, and the post CRR Auction collateral requirements for a Counter-Party are not satisfied, ERCOT:

(i)
Shall promptly notify the Counter-Party of the amount by which its Financial Security must be increased and allow it until 1500 on the next Bank Business Day from the date on which ERCOT delivered Notification to increase the Financial Security.  

(ii)
If sufficient Financial Security is not received by 1500 on the next Bank Business Day, ERCOT shall void all of the Counter-Party’s bids and offers in the CRR Auction and rerun the CRR Auction without that Counter-Party’s activity.
(c)
ERCOT shall award CRRs in quantities truncated to the nearest tenth MW (0.1 MW). 

(d)
The CRR clearing price is equal to the corresponding Shadow Price for that CRR product.

(e)
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.

(f)
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 (SPSs) and Remedial Action Plans (RAPs)) 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.







�Please note that NPRR407 also proposes revisions to this Section.
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