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1. Purpose

This Market Credit Risk Corporate Standard provides a framework by which the ERCOT
Board of Directors seeks to maintain the long-term financial integrity of the ERCOT
market and to help ensure that overall market credit risk is maintained within acceptable
limits.

Recognizing that a number of risk factors contribute to overall market credit risk and that
it is beneficial to guantify-and-deseribeunderstand the impact of these risks, a-medel-has
variouseertair reports have been developed to help evaldate-the-combined-impactof
key-market-ereditrisk-factorsunderstand the nature and scope of market credit risk.

This standard and-the—output—of-thePotential Future—Exposure—Meodel-doedoes not

change collateral requirements or Market Participant obligations to comply with those
collateral requirements under the ERCOT Protocols. Changes to collateral
requirements require a change to ERCOT Protocols through Section 21, Process for
Protocol Revision.
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TAC Technical Advisory Committee
Total Potential A measure of estimated credit risk as defined in ERCOT Protocols.
Exposure (TPE)

3. Standards

Market Credit Risk Objective

In seeking to fulfill BOD objectives to provide for a reliable Texas electricity market,
ERCOT stakeholders will

e directly consider the credit implications of operational or market decisions,-and

e seek-to-maintain_sufficiently detailed understanding of the nature and scope of
market credit risk so as to be able to identify material changes in ERCOT’s credit
risk profile in a timely manner and

o seek to maintain—a—balance—ofidentified—key—creditriskfactors—such-that-the
combined—mpact—ofthesefactors—yields—a market-wide credit risk profile

consistent with an investment grade rating.

Delegation of Authority

Responsibility for monitoring and reporting on credit risk for the market consistent with
this standard is hereby delegated to the Chief Executive Officer, the Vice President —
Credit and Enterprise Risk Management and the FreasurerDirector, Credit. These
individuals will ensure the BOD is advised of material changes in ERCOT’s credit risk

profile-as-measured-by-the-PFE-Model.
This delegation does not mean that the results of any particular model araklysis-or report

will be the final determination of credit risk in the ERCOT market. Such determination
rests with the BOD.

Internal Control

The Vice President, Credit and Enterprise RiskFreasurer—will ensure that written
procedures and internal controls are established over the pertfelio—credit risk analysis




process to ensure that results are consistent with the approved process reflected in this
standard.

The Vice President, Credit and Enterprise RiskFreasurer will ensure that these controls

are reviewed periodically by ERCOT’s Internal Audit staff to monitor compliance with
control procedures. The results of Internal Audit reviews as well as underlying controls
may be reviewed by the Finance and Audit Committee of the BOD upon request.

framewerlerecoqnlzes that onhe metrlc cannot capture aII aspects of credlt rlsk

Therefore, aAt a minimum, ERCOT’s pertfelie—credit risk estimation—reporting for the
Nodal market will include the following risk factors:

o Estimated—Probability—of Defaultfor—each—QSECreditworthiness of Counter-

Parties,

Ferward—pneeesﬂmatrenMarket actrvrty vqume

and—Day—Ahead—Market—vleume—aetMtyTotal Potentlal Exposure bv tvpe of

Counter-Party

o Estimated-value-of Congestion-Revenue-Rights;Collateralization relative to Total

Potential Expsosure and

o Simplitied—collateral—caleulationsTotal potential _exposure relative to stress

scenario benchmarks.

As applicable, reporting will incorporate time series to aid in the interpretation of credit

risk factors and identification of changes to ERCOT's credit risk profile.

ehange—ERCOT will provrde other mformatron or_analyses as necessary to effectrvely
communicate the sources and scope of market credit risk.

At ERCOT'’s discretion or upon request by the BOD, TAC or CWG, ERCOT will run
stress scenarios i-addition-to-the-Base-Case-and-Current-Casewith respect to market

credit exposure to aid in the understanding of the impact of -te-guantify-extreme eredit

rrsk—events such as &neerperatmg—suek%ngsas#nameppneeevents—mg#eeﬁelatlens




exposdres—to—counter-parties—ortypes—ofcounter-partiesy.extreme prices or _market

conditions.

Reporting

ERCOT will
resultsprepare credlt rlsk reportlnq

1. atleastquarterlybi-monthly for the F&A Committee,
2. whenever ERCOT determines there have been significant changes —underlying

ereditrisk-assumptions—which-warranta—medelrunin ERCOT's credit risk exposure
or credit risk profile, and

3. upon request of TAC or CWG when contemplating market rule changes for which
significant credit implications are being evaluated.

Market Credit Risk Corporate Standard Adoption

ERCOT’s Market Credit Risk Corporate Standard was adopted by resolution of the
BOD. The standard is reviewed at least annually by the Finance and Audit Committee
and any modifications made thereto must be approved by the BOD.
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