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	NPRR Number
	519
	NPRR Title
	Exemption of ERS-Only QSEs from Collateral and Capitalization Requirements

	Timeline
	Normal
	Action
	Recommended Approval

	Date of Decision
	May 16, 2013

	Proposed Effective Date
	To be determined.

	Priority and Rank Assigned
	To be determined.

	Nodal Protocol Sections Requiring Revision
	16.2.1, Criteria for Qualification as a Qualified Scheduling Entity 16.17, Exemption for Qualified Scheduling Entities Participating Only in Emergency Response Service (new)

	Market Guide Section(s) Requiring Revision
	None.

	Revision Description
	This Nodal Protocol Revision Request (NPRR) exempts those Qualified Scheduling Entities (QSEs) that represent only Emergency Response Service (ERS) Resources and that do not participate in the Day-Ahead Market (DAM), Real-Time Market (RTM) and Congestion Revenue Right (CRR) market (“ERS-only QSEs”) from the collateral and financial statement reporting requirements in Section 16.11, Financial Security for Counter-Parties, and from each of the various requirements in Section 16.16, Additional Counter-Party Qualification Requirements, including those relating to capitalization, certification, and the verification of a risk management framework.  Upon notifying ERCOT of its election to move to ERS-only status, ERCOT would verify that the QSE meets the relevant requirements, including having a Total Potential Exposure (TPE) of zero, before authorizing this designation.  If a QSE wishes to terminate its ERS-only status in order to participate in other ERCOT markets, it must provide advance written notification to ERCOT and must demonstrate compliance with the relevant collateral and capitalization requirements before receiving approval to terminate.

	Reason for Revision
	The collateral, capitalization, and various other related requirements in Sections 16.11 and 16.16 should not apply to ERS-only QSEs because their participation in ERS does not expose ERCOT to any significant risk of default.  Unlike participation in the RTM, DAM or CRR market, participation by a QSE in ERS typically results only in a one-way transaction—a payment from ERCOT to the QSE based on (1) the offer accepted by ERCOT prior to the ERS Standard Contract Term and (2) the QSE’s performance and availability during the ERS Standard Contract Term.  Because ERS QSEs do not typically owe sums to ERCOT, those measures designed to reduce financial risk exposure of ordinary Counter-Parties are unnecessary in the context of ERS.  ERS QSEs would be obligated to pay ERCOT only in the limited circumstance of an overpayment identified in a resettlement of ERS.  In that case, ERCOT would require limited collateralization of any exposure until the overpayment is repaid but would not require compliance with capitalization and reporting requirements.  

	Credit Impacts
	See 4/25/13 Credit Working Group (Credit WG) comments.  

	Procedural History
	· On 2/6/13, NPRR519 and an Impact Analysis were posted.

· On 2/21/13, PRS considered NPRR519.

· On 3/14/13, Edison Mission comments were posted.

· On 3/14/13, WMS comments were posted.

· On 3/26/13, ERCOT comments were posted.

· On 4/11/13, North American Power Partners comments were posted.

· On 4/11/13, EnerNOC Inc comments were posted.

· On 4/15/13, a second set of ERCOT comments were posted.

· On 4/16/13, a second set of WMS comments were posted.

· On 4/25/13, Credit WG comments were posted.

· On 5/9/13, a third set of WMS comments were posted.

· On 5/16/13, PRS again considered NPRR519.

	PRS Decision 
	On 2/21/13, PRS voted to table NPRR519 and to refer the issue to WMS and the Credit WG.  There was one opposing vote from the Consumer Market Segment and one abstention from the Consumer Market Segment.  All Market Segments were present for the vote.

On 5/16/13, PRS voted to recommend approval of NPRR519 as amended by the 4/15/13 ERCOT comments.  There were two opposing votes from the Independent Generator Market Segment and one abstention from the Consumer Market Segment.  All Market Segments were present for the vote.

	Summary of PRS Discussion
	On 2/21/13, PRS discussed whether the existing requirement to provide financial statements and notices of material changes to ERCOT should continue to apply to ERS-only QSEs; whether ERCOT’s existing risk verification process should be used to evaluate ERS-only QSEs; and whether ERCOT should be required, rather than be given the option, to terminate a QSE’s ERS-only status upon determining the QSE submitted an offer, bid, trade or schedule in the DAM, RTM, or CRR Auction.

On 5/16/13, there was no discussion.


	Business Case

	Business Case
	1
	Exempting ERS-only QSEs from the Counter-Party capitalization requirements removes an unnecessary barrier to entry and therefore improves the likelihood of greater ERS participation without any additional risk to ERCOT.


	Sponsor

	Name
	Chad V. Seely and Nathan Bigbee

	E-mail Address
	cseely@ercot.com; nbigbee@ercot.com

	Company
	ERCOT

	Phone Number
	(512) 225-7035; (512) 225-7093

	Cell Number
	

	Market Segment
	Not applicable.


	Market Rules Staff Contact

	Name
	Yvette M. Landin

	E-Mail Address
	ylandin@ercot.com

	Phone Number
	(512) 248-4513


	Comments Received

	Comment Author
	Comment Summary

	Edison Mission 031413
	Recommended rejection of NPRR519 due to inconsistencies in risk management and capitalization requirements, use of ERS, and ERCOT requirements.

	WMS 031413
	Recommended that NPRR519 be tabled for one month.

	ERCOT 032613
	Responded to the Credit WG and Market Credit Working Group (MCWG) request and provided options for restricting ERS-only QSEs from submitting offers to DAM, RTM, and CRR market; and proposed to require that ERS-only QSEs maintain no other Market Participant role.

	North American Power Partners 041113
	Expressed strong support for NPRR519.

	EnerNOC Inc 041113
	Supported approval of NPRR519 with either option proposed by ERCOT Staff and suggested that if Option 1 is adopted that ERCOT Staff use the manual process in the interim until the system change can be implemented.

	ERCOT 041513
	Responded to the Credit WG/MCWG request to verify that an ERS-only QSE has sufficient risk management policies and practices to ensure that any ERS-only QSE can provide ERS when obligated; and reflected Credit WG/MCWG’s endorsement of Option 1.

	WMS 041613
	Recommended that NPRR519 remain tabled for another month.

	Credit WG 042513
	Endorsed NPRR519 as revised by the 4/15/13 ERCOT comments.

	WMS 050913
	Endorsed the 4/25/13 Credit WG comments on NPRR519.


	Proposed Protocol Language Revision


16.2.1
Criteria for Qualification as a Qualified Scheduling Entity 

(1)
To become and remain a Qualified Scheduling Entity (QSE), an Entity must meet the following requirements:

(a)
Submit a properly completed QSE application for qualification, including any applicable fee and including designation of  Authorized Representatives, each of whom is responsible for administrative communications with the QSE and each of whom has enough authority to commit and bind the QSE and the Entities it represents;

(b)
Sign a Standard Form Market Participant Agreement; 

(c)
Sign any required Agreements relating to use of the ERCOT network, software, and systems;

(d)
Demonstrate to ERCOT’s reasonable satisfaction that the Entity is capable of performing the functions of a QSE; 

(e)
Demonstrate to ERCOT’s reasonable satisfaction that the Entity is capable of complying with the requirements of all ERCOT Protocols and Operating Guides; 

(f)
Satisfy ERCOT’s creditworthiness and capitalization requirements as set forth in this Section, unless exempted from these requirements by Section 16.17, Exemption for Qualified Scheduling Entities Participating Only in Emergency Response Service;

(g)
Be generally able to pay its debts as they come due; ERCOT may request evidence of compliance with this qualification only if ERCOT reasonably believes that a QSE is failing to comply with it;

(h)
Provide all necessary bank account information and arrange for Fedwire system transfers for two-way confirmation; 

(i)
Be financially responsible for payment of Settlement charges for those Entities it represents under these Protocols;

(j)
Comply with the backup plan requirements in the Operating Guides; 

(k)
Maintain a 24-hour, seven-day-per-week scheduling center with qualified personnel for the purposes of communicating with ERCOT for scheduling and deploying the QSE’s Ancillary Services in Real-Time.  Those personnel must be responsible for operational communications and must have sufficient authority to commit and bind the QSE and the Entities that it represents; 
(l)
Demonstrate and maintain a working functional interface with all required ERCOT computer systems; and

(m)
Allow ERCOT, upon reasonable notice, to conduct a site visit to verify information provided by the QSE.

(2)
If a QSE chooses to use Electronic Data Interchange (EDI) transactions to receive Settlement Statements and Invoices, it must participate in and successfully complete testing as described in Section 19.8, Retail Market Testing, before starting operations with ERCOT as a QSE.

(3)
A QSE shall promptly notify ERCOT of any change that materially affects the Entity’s ability to satisfy the criteria set forth above, and of any material change in the information provided by the QSE to ERCOT that may adversely affect the reliability or safety of the ERCOT System or the financial security of ERCOT.  If the QSE fails to so notify ERCOT within one day after the change, then ERCOT may, after providing notice to each Entity represented by the QSE, refuse to allow the QSE to perform as a QSE and may take any other action ERCOT deems appropriate, in its sole discretion, to prevent ERCOT or Market Participants from bearing potential or actual risks, financial or otherwise, arising from those changes, and in accordance with these Protocols. 

(4)
Subject to the following provisions of this item (4), a QSE may partition itself into any number of subordinate QSEs (“Subordinate QSEs”).  If a single Entity requests to partition itself into more than four Subordinate QSEs, ERCOT may implement the request subject to ERCOT’s reasonable determination that the additional requested Subordinate QSEs will not be likely to overburden ERCOT’s staffing or systems.  ERCOT shall adopt an implementation plan allowing phased-in registration for these additional Subordinate QSEs in order to mitigate system or staffing impacts.  However, ERCOT may not unreasonably delay that registration. 

 (5)
Each Subordinate QSE must be treated as an individual QSE for all purposes including communications and control functions except for liability, financial security, and financial liability requirements under this Section.  That liability, financial security, and financial liability is cumulative for all Subordinate QSEs for the single Entity signing the QSE Agreement.    

(6)
Continued qualification as a QSE is contingent upon compliance with all applicable requirements in these Protocols.  ERCOT may suspend a QSE’s rights as a Market Participant when ERCOT reasonably determines that it is an appropriate remedy for the Entity’s failure to satisfy any applicable requirement.

16.17 
Exemption for Qualified Scheduling Entities Participating Only in Emergency Response Service
(1)
A Qualified Scheduling Entity (QSE) that is not also registered as a Congestion Revenue Rights (CRR) Account Holder, that does not participate in the Day-Ahead Market (DAM) or Real-Time Market (RTM), that represents only Emergency Response Service (ERS) Resources, and whose Total Potential Exposure (TPE) (as calculated in Section 16.11.4.1, Determination of Total Potential Exposure for a Counter-Party) is zero may request designation as an ERS-only QSE.  

(2)
A QSE must submit a written request for designation as an ERS-only QSE at least five Business Days before the desired effective date of the designation.  

(3)
Upon determining that the QSE has addressed all financial risk to ERCOT’s satisfaction, ERCOT shall designate the QSE as an ERS-only QSE, and shall notify the QSE of that designation in writing.

(4)
Except as provided in paragraph (5), below, an ERS-only QSE is exempt from the following requirements: 

(a)
The requirement to maintain sufficient collateral under Sections 16.11.1, ERCOT Creditworthiness Requirements for Counter-Parties, and 16.11.5, Monitoring of a Counter-Party’s Creditworthiness and Credit Exposure by ERCOT;

(b)
The requirement to submit financial statements and any notice of material changes under paragraph (1) of Section 16.11.5; and

(c)
All requirements under Section 16.16, Additional Counter-Party Qualification Requirements.

(5)
If ERCOT posts an RTM True-Up Statement or RTM Resettlement Statement providing for a resettlement of any ERS Time Period, and as a result of that resettlement alone, ERCOT determines that an ERS-only QSE has a positive TPE as calculated in Section 16.11.4.1, ERCOT will require that QSE to comply with Section 16.11.5, excluding paragraph (1), until its TPE again equals zero.  If the QSE fails to pay when due any payment or Financial Security obligation owed to ERCOT, ERCOT may terminate the QSE’s ERS-only status.


(6)
ERCOT shall ensure that its systems prevent participation by ERS-only QSEs in the DAM and RTM.


(7)
A QSE must request termination of its ERS-only status in writing.  Termination of ERS-only status will be effective only upon ERCOT’s written confirmation that the QSE has satisfied all creditworthiness and capitalization requirements applicable to QSEs.  
(8)
Nothing in this section affects an ERS-only QSE’s obligation under paragraph (3) of Section 16.2.1, Criteria for Qualification as a Qualified Scheduling Entity, to provide ERCOT notice of any material change that could adversely affect the reliability or safety of the ERCOT System.  Additionally, ERCOT may at any time require any ERS-only QSE to demonstrate that its risk management policies and practices are sufficient to ensure that it will be capable of meeting its ERS performance requirements during any ERS Standard Contract Term for which it has submitted an offer or for which it is committed to provide ERS.
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