Nodal Protocol Revision Request


	NPRR Number
	
	NPRR Title
	Matching Forward Risk with Forward Collateralization in the Real-Time Market

	Date Posted
	

	
	

	Requested Resolution (Normal or Urgent, and justification for Urgent status)
	Urgent – This NPRR proposes to modify NPRR 400, which is currently in Project 014_01, which is already in execution.

	Nodal Protocol Section(s) Requiring Revision 

(Include Section No. and Title)
	16.11.4.4
Determination of Counter-Party Aggregate Incremental Liability 



	Market Guide Section Requiring Revision 

(If applicable)
	

	Revision Description
	This proposal more appropriately collateralizes for forward risk in the Real-Time Market.  In NRG’s experience, ERCOT under-collateralized the risks associated with February and August of 2011, and over-collateralized the rest of the year since the multiplier is currently always 1.5.  When prices have the potential to be $3,000 (or $6,000 or $9,000 or any future revised system wide offer caps) then 1.5 times the current prices is insufficient.  At the same time, 1.5 is usually too high when forward prices are stable and less volatile.  

	Reason for Revision
	With the Public Utility Commission considering increases to the system wide offer cap to support resource adequacy, collateral requirements will need to be reconsidered.  The current collateral requirements will tend to significantly under-collateralize forward real-time risk, since it can only multiply recent exposure by 1.5.  For example, if natural gas is at $3 and market heat rates are around 12, then energy prices will typically clear at around $36/MWh.  The 1.5 multiplier would only collateralize energy at approximately $54, which is low if and when shortage pricing occurs as energy prices could far exceed this level.  While energy prices and gas prices are typically highly correlated, during shortage pricing conditions the correlation breaks down as energy prices are no longer based on underlying fuel costs.    

For the hours that have already reached the system wide cap price, the multiplier should be set to “1”, since prices cannot be higher than the cap and collateral should not be above price times volume.  Conversely, ERCOT will tend to over-collateralize at all other times, since the forward risk is typically far below 1.5 times the recent risk.
The 1.5 multiplier can be effective during periods of high volatility, based on the past three to four years of ERCOT data, or at ERCOT’s discretion.  Allowing ERCOT flexibility to set a forward multiplier other than 1.5 can potentially fix the under and over-collateralization issues.  

	Credit Implications 

(Yes or No, and summary of impact)
	Yes – more appropriately matches forward risk with forward collateralization. 


	Business Case


Business Case instructions:  To allow for comprehensive NPRR consideration, please fill out the Business Case section below and provide as much detailed information as possible.  Wherever possible, please include reasons, explanations, and cost benefit calculation pertaining to the NPRR.  Insert additional rows as needed.

	Business Case
	1
	Describe qualitative benefits 
· Examples:  regulatory requirement, data transparency enhancement, etc.

	
	2
	Explain in detail possible benefit calculations to support quantifiable benefits 
· Example:  change is expected to save 50 market participants 25 hours/week at $65/hour

	
	3
	Comment on impacts to market segments 
· Example:  potential positive impact to consumer segment in the form of lower energy prices

	
	4
	   

	
	5
	


	Sponsor

	Name
	

	E-mail Address
	

	Company
	

	Phone Number
	

	Cell Number
	

	Market Segment
	


	Market Rules Staff Contact

	Name
	

	E-Mail Address
	

	Phone Number
	


	Proposed Protocol Language Revision


16.11.4.4
Determination of Counter-Party Aggregate Incremental Liability 

ERCOT shall monitor and calculate an AIL for each Counter-Party using the formula below:

AIL
=

[image: image1.wmf]d

S

 (RTL d) – Max [0, (MAX (ADTE during previous 60-day period) / 40 * N * 0.9)]   

The above variables are defined as follows:

	Variable
	Unit
	Description

	AIL
	$
	Aggregate Incremental Liability—The amount by which the calculated incremental liability of the Counter-Party for all relevant days, N, exceeds the ADTE. 

	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.  RTL is determined over all Settlement Points and all Settlement Intervals over all relevant days, as follows: 

(a) For each Operating Day that is completed and settled but for which no Invoice has been issued, ERCOT shall calculate RTL using Settlement Statement data;

(b)
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 or the Counter-Party’s estimate of RTL for the day; and

(c)
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. 

	ADTE
	$
	Average Daily Transaction Extrapolated—40 days multiplied by the sum of the net amount due from or to ERCOT by the Counter-Party in Initial Settlement Statements included in the Counter-Party’s two most recent Real-Time Settlement Invoices divided by the number of Initial Settlement Statements included in those two Settlement Invoices.

	d
	none
	One Operating Day in the period of relevant days. 

	N
	none
	All relevant days, i.e., the number of Operating Days that have not been invoiced plus seven future days. 


	[NPRR400:  Replace Section 16.11.4.3 above with the following upon system implementation:]

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.  

EAL q 
= 
Max [(IEL q during the first 60-day period + DALE q),  (Max {RTLE q during the previous 60-day period} + DALE q), (RTLF q + DALE q) ] + Max [RTLCNS q, Max {URTA q during the previous 60 day period}] + OUT q + PUL q 
EAL a =           Max [(Max {RTLE a during the previous 60-day period}), (RTLF a + Max [RTLCNS a, Max {URTA a during the previous 60 day period}] + OUT a + PUL a
The above variables are defined as follows: 

Variable

Unit

Description

EAL q
$

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

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

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.

URTA q
$

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.
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 forward risk multiplier times the Counter-Party’s RTL for the most recent seven days or the Counter-Party’s forecast of RTL for the next seven days. The forward risk multiplier shall consider ERCOT’s view of weather, load variability, capacity sufficiency, fuel availability, the likelihood of prices being set by the power balance penalty curve or other mechanisms, historic prices in similar conditions, and other key indicators as appropriate.  The multiplier shall be the same for all Counter-Party’s.  When calculating forward risk, ERCOT’s objective shall be to match expected forward risk with the RTLF to the extent feasible.  When the forward risk is low, the forward multiplier should be at or near one, but when risk is higher the multiplier may be very high. ERCOT’s methodology for determining a forward risk percentage shall be approved by TAC, but setting the multiplier is ultimately at ERCOT’s discretion.
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.
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