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	NPRR Number
	459
	NPRR Title
	Better Matching Forward Collateralization with Forward Risk in the Real-Time Market

	Timeline
	Urgent
	Action
	Recommended Approval 

	Date of Decision
	June 21, 2012

	Proposed Effective Date
	To be determined.

	Priority and Rank Assigned
	To be determined.  

	Nodal Protocol Sections Requiring Revision
	16.11.4.3, Determination of Counter-Party Estimated Aggregate Liability

16.11.4.4, Determination of Counter-Party Aggregate Incremental Liability 

	Market Guide Section(s) Requiring Revision 
	None. 

	Revision Description
	This Nodal Protocol Revision Request (NPRR) more appropriately collateralizes for forward risk in the Real-Time Market (RTM).  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 (SWCAPs)) 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.

In addition, this NPRR instructs that ERCOT should exercise its judgment to remove Operating Days from credit calculations when the use of those Operating Days is leading to unreasonable results based on expected forward market outcomes.  This occurs because ERCOT looks at the maximum Operating Day over the previous 60 days, which isn’t always appropriate.    

	Reason for Revision
	With the Public Utility Commission of Texas (PUCT) considering increases to the SWCAP to support Resource adequacy, collateral requirements will need to be reconsidered in parallel.  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 SWCAP 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.  This will happen automatically after NPRR400, Eliminate Unsecured Credit for CRR Auctions and for Future Credit Exposure and Eliminate Netting of FCE with CCE, is implemented, but this summer ERCOT should exercise its authority to fix this error as it happens.  Conversely, ERCOT may over-collateralize at other times, since the forward risk is typically far below 1.5 times the recent risk.  Finally, continuing to use historic Operating Days that experienced shortage prices in future months can lead to unreasonable results.  Last summer, ERCOT was using the August high price events for the next 60 days, despite the risk of shortage pricing being very low.  This NPRR will allow ERCOT to have flexibility to manage this credit calculation based on its good judgment.

Together, these changes should help to fix the under-collateralization going into a potential shortage pricing event and the over-collateralization following the event.

	Credit Impacts
	To be determined. 

	Procedural History
	· On 5/1/12, NPRR459 was posted. 
· On 5/2/12, Morgan Stanley Capital Group comments were posted. 

· On 5/10/12, Calpine comments were posted. 
· On 5/15/12, WMS comments were posted. 
· On 5/15/12, NRG comments were posted. 

· On 5/17/12, PRS considered NPRR459. 

· On 5/23/12, a second set of WMS comments were posted. 

· On 6/14/12, ERCOT comments were posted. 

· On 6/18/12, a second set of NRG comments were posted. 

· On 6/20/12, a second set of ERCOT comments were posted. 

· On 6/21/12, PRS again considered NPRR459. 

	PRS Decision 
	On 5/17/12, PRS unanimously voted to grant NPRR459 Urgent status.  PRS then unanimously voted to table NPRR459 and to refer the issue to WMS.  All Market Segments were present for both votes.
On 6/21/12, PRS voted via roll call vote to recommend approval of NPRR459 and the proposed Other Binding Document, Procedure for Setting Forward Risk Multiplier, as amended by the 6/18/12 NRG comments and as revised by PRS and to forward to TAC.  There were two opposing votes from the Cooperative Market Segment and ten abstentions from the Cooperative, Municipal (2), Investor Owned Utility (IOU), Independent Generator (2), Consumer (2) and Independent Power Marketer (IPM) (2) Market Segments.  All Market Segments were present for the vote.

	Summary of PRS Discussion
	On 5/17/12, concerns were expressed regarding the calculation of the Average Daily Transaction Extrapolated (ADTE) including ERCOT’s discretion in determining the number of Operating Days and the associated seasonality; and that the PUCT has not yet issued the final order related to the SWCAP.  It was noted that a Special WMS meeting will be held on May 21, 2012 to discuss NPRR459 and surrounding issues.  
On 6/21/12, participants discussed the 6/18/12 NRG comments including the threshold of ERCOT discretion, specifically whether ERCOT “may” or “should” exercise discretion, to make certain adjustments when determining ADTE; the dependency of seasonal adjustment factors on historic data and the desire to have a forward looking component in order to properly collateralize the market; clarification of the exclusion of Operating Days in the ADTE calculation; and the method by which ERCOT shall notify the market when it adjusts the seasonal adjustment factor.  ERCOT Staff raised concerns regarding the inaccuracy of the Current Operating Plan (COP) data being used for setting the forward risk multiplier; whether it would reflect the values that the market is looking for; and the ambiguity of the reference to “reasonable result” when calculating the ADTE.  


	Business Case

	Business Case
	1
	This will help to avoid defaults due to high prices, but reduce the cost of collateral posting for all Market Participants on an annual basis.

	
	2
	In 2011, at least hundreds of millions of dollars in overcollateralization occurred as the August price event was unlikely occur again over the next few months.  In addition, the increase in collateral requirements could reduce the cost or occurrence of a default from Real-Time market activity.  Although we hope defaults are rare, avoiding a default results in real savings to the Market Participants.


	Sponsor

	Name
	Eric Goff

	E-mail Address
	egoff@reliant.com

	Company
	NRG Texas LLC & Reliant Energy Retail Services, LLC (“NRG Companies”)

	Phone Number
	

	Cell Number
	512-284-4908

	Market Segment
	Independent Generator & Independent Retail Electric Provider (IREP)


	Market Rules Staff Contact

	Name
	 Sonja B. Mingo 

	E-Mail Address
	smingo@ercot.com

	Phone Number
	512-248-6463


	Comments Received

	Comment Author
	Comment Summary

	Morgan Stanley Capital Group 050212
	Requested that stakeholders further address issues due to proposed increases in the SWCAP.

	Calpine 051012
	Encouraged examining all possible avenues for mitigating the potential outcomes due to increases in SWCAPs and proposed a set of principles to guide development of Protocol language.

	WMS 051512
	Voted to refer NPRR459 to the Market Credit Working Group (MCWG) and to instruct MCWG to hold a joint meeting with WMS.

	NRG 051512
	Proposed revisions in response to discussion at the 5/9/12 WMS meeting in regards to a desire for greater specificity and seasonality.

	WMS 052312
	Endorsed NPRR459 as amended by the 5/15/12 NRG comments and as revised by WMS and the draft Other Binding Document “Procedure for Setting Forward Risk Multiplier” with the direction to further investigate a more in-depth methodology to incorporate in the Protocols and the procedural document. 

	ERCOT 061412
	Proposed changes to clarify the scope of NPRR459 by introducing ADTE Seasonal Adjustment Factor Monthly (SAFM) and proposed an alternative procedure for Setting Forward Risk Multiplier. 

	NRG 061812
	Responded to the 6/14/12 ERCOT comments and suggested adding floors and caps to the forward risk multiplier.

	ERCOT 062012
	Provided clarifying language that the Real-Time Settlement Point Price (RTSPP) is used for calculating averages for the SAFM; and additional clarification to the Procedure for Setting Forward Risk Multiplier. 


	Proposed Protocol Language Revision


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 exclude specific Operating Days to calculate ADTE if ERCOT believes 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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