DRAFT – FOR DISCUSSION PURPOSES ONLY


 CRR Credit Requirement Proposal
This proposal primarily focuses on modifying the way collateral is calculated for the “Future Exposure” related to holding a CRR where Future Exposure is defined as the potential payment that would need to be made by a CRR holder if the reference DAM price settles at a negative number.  The notional value of a CRR will continue to either be paid for or fully collateralized for all months.  The key elements of the proposal are below:
1) Modifies the way that “Future Exposure” is collateralized by replacing the pre-auction collateral adder “A” and the post auction FCE calculations with a “Path Specific Day Ahead Market (“DAM”) Adder” 

a. Recognizing that different source-sink paths have different credit risks, the intention of the Path Specific Adder is to more appropriately mitigate this credit exposure risk by replacing the pre-auction collateral adder “A” and the current FCE calculation with a “Path Specific DAM Adder” 
b. The Path Specific DAM Based Adder will initially be based on the P100 of the DAM price calculated as an average rolling consecutive value over a period that represents a month for each product type (18 days for peak weekday, 8 days for peak weekend, 28 days for off-peak) by season (Winter = Dec-Feb, Spring = Mar-May, Summer = Jun-Aug, Fall = Sep-Nov)
c. For CRRs held for prompt month delivery, the Path Specific DAM Based Adder will not roll-off until the last day of the delivery month

d. Confidence interval will be reduced by 1% each year down to a minimum of P95.  
e. Maximum of 5 years historical data to be used 
2) It should be noted that while other factors exist that could potentially lower the credit requirements associated with collateralizing Future Exposure, they are not currently contemplated as part of this proposal
a. Does not provide a collateral benefit if the Path Specific DAM Based Adder is a positive number i.e. in this case the Adder would be set to $0/MWh and the CRR holder would still have to post a minimum of the notional value of the CRR.
b. Does not take into account the correlation benefit that exists between certain CRR paths i.e. assumes that in the event of default the holder of a portfolio of CRRs would be required to make payments during the delivery month on all CRR paths held   
3) Allows market participants to post collateral in lieu of pre-paying the notional value of CRRs awarded in “Forward Months”
a. A Forward Month is defined as any month further out than the prompt delivery month, i.e. if an auction is held in November 2012 forward periods would be defined as any month beyond December 2012.  
b. The full notional value all CRRs bid on will continue to be collateralized during the pre-auction process 
4) The notional value of CRRs for delivery in the prompt month will continue to be paid before the month starts
5) Can be implemented as a modification to the current CRR auction and post-auction credit requirements and also as part of any future rolling CRR auction
6) Requires that, for bilateral trade, the CRRs purchase price be paid to ERCOT prior to ERCOT approving such trade. Post trade, ERCOT shall remove the "Purchase cost" component of credit requirement below for the new owner
7) For a new Settlement Point, uses same historical numbers as those for the "electrically closest" Settlement Point for periods prior to DAM values being available for the new Settlement Point
A. Pre-Auction Collateral Calculation (applies to all months):
1. Set pre-Auction credit requirement for each individual bid as follows.  Note – will incorporate “Sum Vs Max” pre-screening calculation approved by TAC:

a. PTP Obligation Credit Req.: Bid Volume * [Max(0, Bid Price) - A)], where 
Bid Volume = bid volumes by path, month & TOU
Bid Price = bid price by path, month & TOU
A = min(0, Path Specific DAM Adder)
b. PTP Option Credit Req. = Bid Volume * Bid Price, where
Bid Price = bid price by path, month, TOU
B. Post - Collateral Calculation:
a. Prompt Month
PTP Obligation Credit Req.: Award Volume * – “A”, where
Award Volume = awarded volumes by path, month & TOU
Auction Clearing Price = auction clearing price by path, month & TOU
A = min(0, Path Specific DAM Adder)
b. Forward Months
PTP Obligation Credit Req.: Award Volume * [Max(0, Auction Clearing Price),– “A”], where
Award Volume = awarded volumes by path, month & TOU
Auction Clearing Price = auction clearing price by path, month & TOU
A = min(0, Path Specific DAM Adder)
c. PTP Option Credit Req for prompt month and prompt month + 1. = 
Award Volume * Min(0, -1 * (“A” * Auction Clearing Price)), where
Award Volume = awarded volumes by path, month & TOU
Auction Clearing Price = auction clearing price by path, month & TOU
A = min(0, Path Specific DAM Adder)
