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	Comments


NRG files these additional comments to:
1. Make modifications suggested by members of the Credit Working Group – Members of the Credit Working Group suggested that NRG add floors and caps to the forward risk multiplier.  As such, we recommend that the multiplier be no lower than 1.5 and no higher than the forward risk multiplier that would result from six hours of prices at the offer cap.
2. Respond to ERCOT comments from June 14, 2012 – ERCOT made two different categories of comments on June 14.  First, they made changes to how far back the ADTE looks (40 days instead of 60) and added details about a historically looking seasonal adjustment factor.  Secondly, they raised the threshold of when they intend to exercise discretion by consistently changing the phrase “should…” to “may…”  NRG believes that ERCOT should exercise discretion this summer unless there is a good reason not to.  The potential for very high prices is concerning, and the Commission has identified ERCOT collateral requirements as a key factor surrounding resource adequacy.  ERCOT stakeholders need confidence that ERCOT will use good judgment this summer prior to a more significant overhaul of the ERCOT credit requirements, and so continue to recommend that ERCOT should exercise their authority in most places in this protocol revision.  
We accept ERCOT’s approach to reducing the ADTE look-back to 40 days, but think that the proposed seasonal adjustment factor is too dependant on historic prices.  In ERCOT, past performance is no guarantee of future results.  Issues like changing offer caps, extreme weather, mothballed resources returned to the resource mix, changing fuel prices in the coal and gas markets, new rules around how reserves are priced when providing energy, and other market fundamentals make ERCOT’s proposed seasonal adjustment factor problematic.  Instead, we continue to recommend the general flexibility that ERCOT would have in the WMS comments.
3. Emphasize the importance of implementation this summer – Because of the proposed Commission rule changes to raise the offer cap to $4,500, it is very important that ERCOT have additional flexibility on credit rules prior to implementing better credit tools in the future.  If ERCOT takes on additional operational risk by being forced to have ad-hoc processes in place in August, that risk is worth it when weighed against the risk of additional defaults due to higher offer caps or the cost of credit that is held at ERCOT too long after the high priced events are over.  ERCOT has mitigated this operational risk in other areas by having two staffers independently calculate items, then comparing the results.  ERCOT has used this methodology for such high profile items as modifying prices in the zonal market.  We recommend that ERCOT consider this approach if systems cannot be implemented to allow automation prior to August 1st.
4. Modify the associated methodology document – including the floors and caps mentioned above plus additional clarifying changes.   We recommend rejecting ERCOT’s proposed methodology, which is based on historic prices.
These comments are on top of the latest WMS comments that endorsed the NPRR.
	Revised Cover Page Language


Any proposed revisions to the cover page of the NPRR including the “Business Case” should use the text of the sections being revised from the original NPRR or the text as recommended for approval by the (sub) committee, as applicable, as the baseline language.  All proposed revisions to the form should be in “track changes” function.

	Revised Proposed Protocol Language


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 formula below.  

EAL 
= 
Max [IEL during the first 60-day period, Max (ADTE during the previous 60-day period)] + OUT + PUL + DALE 
ERCOT should use its discretion to adjust the number of days used in determining the highest ADTE, and/or to exclude specific Operating Days to calculate ADTE or DALE, if failure to do so would produce results that are not materially reasonable with respect to anticipated market conditions throughout the period in which the calculations would be in effect.
When performing a maximum ADTE look-back ERCOT shall multiply the results by a seasonal adjustment factor between 0.75 and 1.25.  
The above variables are defined as follows: 
	Variable
	Unit
	Description

	EAL
	$
	Estimated Aggregate Liability—Estimated Aggregate Liability for the Counter-Party.

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

	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.  Forward extrapolation for the Counter-Party’s CRR Account Holder activity is excluded from this calculation.

	OUT
	$
	Outstanding Unpaid Transactions—Outstanding, unpaid transactions of the Counter-Party, which include (1) outstanding Invoices to the Counter-Party, including Invoices for DAM activity and CRR Auction activity, and (2) estimated unbilled items to the Counter-Party, to the extent not adequately accommodated in the ADTE calculation (including resettlements and other known liabilities).  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—16 days multiplied by the sum of the net amount due to or from ERCOT in DAM Settlement Statements that includes Ancillary Services and Point-to-Point (PTP) Obligations bought in the DAM included in the seven most recent DAM Settlement Invoices divided by the number of DAM Settlement Statements included in those seven DAM Settlement Invoices.  Forward extrapolation for the Counter-Party’s CRR Account Holder activity is excluded from this calculation.


	[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 40-day period + DALE q),  (Max {RTLE q during the previous 40-day period} + DALE q), (RTLF q + DALE q) ] + Max [RTLCNS q, Max {URTA q during the previous 40 day period}] + OUT q + PUL q 
EAL a =           Max [(Max {RTLE a during the previous 40-day period}), (RTLF a + Max [RTLCNS a, Max {URTA a during the previous 40 day period}] + OUT a + PUL a
ERCOT should use its discretion to adjust the number of days used in determining the highest RTLE and/or URTA, and/or to exclude specific Operating Days to calculate RDTE, URTA, or DALE, if failure to do so would produce results that are not materially reasonable with respect to anticipated market conditions throughout the period in which the calculations would be in effect.
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.  ERCOT shall set the forward risk multiplier based on the Procedure for Setting the Forward Risk Multiplier, an Other Binding Document. 

















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.



16.11.4.4
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 40-day period) / 40 * N * 0.9)] 

Although ERCOT will typically use the maximum ADTE over the previous 40 day period during normal conditions, ERCOT should use its discretion to not use specific Operating Days’ ADTEs if they do not produce a reasonable result based on expected future market conditions.  
When performing a maximum ADTE ERCOT shall multiply the results by a seasonal adjustment factor between 0.75 and 1.25.  ERCOT shall notify the market when it adjusts the seasonal adjustment factor.  ERCOT shall notify the market when it adjusts the seasonal adjustment factor. 

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 forward risk multiplier times the 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. 

ERCOT shall set the forward risk multiplier based on the Procedure for Setting the Forward Risk Multiplier, an Other Binding Document 



















	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. 


	[NPRR347:  Replace Section 16.11.4.4 above with the following upon system implementation:] 

16.11.4.4
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