PRS Report

	NPRR Number
	743
	NPRR Title
	Revision to MCE to Have a Floor For Load Exposure

	Date of Decision
	January 14, 2016

	Action
	Recommended Approval

	Timeline 
	Normal

	Proposed Effective Date
	Upon system implementation

	Priority and Rank Assigned
	Priority – 2016; Rank – 1560

	Nodal Protocol Sections Requiring Revision 
	16.11.4.1, Determination of Total Potential Exposure for a Counter-Party

	Related Documents Requiring Revision/Related Revision Requests
	None

	Revision Description
	This Nodal Protocol Revision Request (NPRR) revises the Minimum Current Exposure (MCE) calculation to maintain a floor for Load exposure.

	Reason for Revision
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  Addresses current operational issues.
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  Meets Strategic goals (tied to the ERCOT Strategic Plan or directed by the ERCOT Board).
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  Market efficiencies or enhancements
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  Administrative

[image: image5.wmf]

  Regulatory requirements
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  Other:  (explain)

(please select all that apply)

	Business Case
	NPRR639, Correction to Minimum Current Exposure, provided a credit offset for bilateral hedges which resulted in minimal MCE collateral requirements in some instances.  A floor to MCE for Qualified Scheduling Entities (QSEs) representing Load is proposed to ensure that the credit for bilateral hedges does not unduly reduce the MCE.

	Credit Work Group Review
	See 12/16/15 Credit Work Group (Credit WG) comments

	PRS Decision
	On 12/10/15, PRS unanimously voted to recommend approval of NPRR743 as submitted.  All Market Segments were present for the vote.
On 1/14/16, PRS unanimously voted to endorse and forward to TAC the 12/10/15 PRS Report and the Impact Analysis for NPRR743 with a recommended priority of 2016 and a rank of 1560.  All Market Segments were present for the vote.

	Summary of PRS Discussion
	On 12/10/15, there was no discussion.
On 1/14/16, participants requested ERCOT evaluate bundling NPRR743 with other credit-related projects in an effort to reduce overall project costs.


	Sponsor

	Name
	Suresh Babu Pabbisetty, CQF, ERP, CSQA.

	E-mail Address
	Sureshbabu.pabbisetty@ercot.com

	Company
	ERCOT

	Phone Number
	512-248-6905

	Cell Number
	703-473-0220

	Market Segment
	Not applicable


	Market Rules Staff Contact

	Name
	Cory Phillips

	E-Mail Address
	cory.phillips@ercot.com

	Phone Number
	512-248-6464


	Comments Received

	Comment Author
	Comment Summary

	Credit WG 121615
	Endorsed NPRR743 as submitted, noting it has positive credit implications by establishing a floor for the posting of collateral with ERCOT


	Market Rules Notes


Please note the following NPRRs also propose revisions to Section 16.11.4.1:

· NPRR638, Revisions to Certain Price Components of EAL
· NPRR741, Clarifications to TPE and EAL Credit Exposure Calculations

	Proposed Protocol Language Revision


16.11.4.1

Determination of Total Potential Exposure for a Counter-Party

(1)
A Counter-Party’s TPE is the sum of its “Total Potential Exposure Any” (TPEA) and TPES:  

(a)
TPEA is the positive net exposure of the Counter-Party that may be satisfied by any forms of Financial Security defined under paragraphs (a) through (d) of Section 16.11.3, Alternative Means of Satisfying ERCOT Creditworthiness Requirements.  TPEA will include all exposure not included in TPES.

(b)
TPES is the positive net exposure of the Counter-Party that may be satisfied only by forms of Financial Security defined under paragraphs (b) through (d) of Section 16.11.3.  The FCE that reflects the future mark-to-market value for CRRs registered in the name of the Counter-Party is included in TPES.
(2)
For all Counter-Parties:

TPEA 
= 
Max [0, MCE, Max [0, (∑ q EAL q + CRRA * ∑ a EAL a)]]

TPES
=
Max [0, (1 – CRRA) * ∑ a EAL a] + Max [0, ∑ a FCE a] + IA

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.

	FCE a
	$
	Future Credit Exposure for the CRR Account Holder—FCE for the CRR Account Holder a represented by Counter-Party.

	MCE
	$
	Minimum Current Exposure—For each Counter-Party, ERCOT shall determine a Minimum Current Exposure (MCE) as follows:  

MCE =              Max[{[image: image7.png]
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 [Max[(RTQQES o, i, d, k, c  - RTQQEP o, i, d, k, c), BTCF * (RTQQES o, i, d, k, c – RTQQEP o, i, d, k, c)] * RTSPP i, d, k * SAF]

DARTNET o, i, d, k  = Absolute value of [DAM EOO Cleared o, i, d, k * DART i, d, k + DAM TPO Cleared o, i, d, k * DART i, d, k + DAM PTP Cleared o, i, d, k * DARTPTP i, d, k – DAM EOB Cleared o, i, d, k * DART i, d, k] 

Where:
G o, i, d, k = 
Total Metered Generation at all Resource Nodes for Counter-Party o for interval i for Operating Day d at Settlement Point k
L o, i, d, k = 
Total Adjusted Metered Load (AML) at all Load Zones for Counter-Party o for interval i for Operating Day d at Settlement Point k
SAF = 
Seasonal Adjustment Factor—Used to provide for the potential for Seasonal price increases based on historical trends.  ERCOT shall initially set this factor equal to 100%.  This factor will not go below 100%. ERCOT will provide Notice to Market Participants of any change at least 14 days prior to effective date along with the analysis supporting the change.
NUCADJ o = 
Net Unit Contingent Adjustment—To allow for situations where a generator may unintentionally or intentionally meet its requirement from the Real-Time Market (RTM).
RTQQNET o, i, d, k = Net QSE-to-QSE Energy Trades for Counter-Party o for interval i for Operating Day d
RTQQES o, i, d, k, c = QSE Energy Trades for which the Counter-Party o is the seller for interval i for Operating Day d at Settlement Point k with Counter-Party c
RTQQEP o, i, d, k, c = QSE Energy Trades for which the Counter-Party o is  the buyer for interval i for Operating Day d at Settlement Point k with Counter-Party c
BTCF =                Bilateral Trades Credit Factor
RTSPP i, d, k = 
Real-Time Settlement Point Price for interval i for Operating Day d at Settlement Point k

DARTNET o, i, d, k = Net DAM activities for Counter-Party o for interval i for Operating Day d

DART i, d, k = 
Day Ahead - Real-Time Spread  for interval i for Operating Day d at Settlement Point k
DAM EOB Cleared o, i, d, k = DAM Energy Only Bids Cleared for interval i for Operating Day d at Settlement Point k
DAM EOO Cleared o, i, d, k = DAM Energy Only Offers Cleared for interval i for Operating Day d at Settlement Point k
DAM TPO Cleared o, i, d, k = DAM Three-Part Offers Cleared for interval i for Operating Day d at Settlement Point k
DAM PTP Cleared o, i, d, k = DAM Point-to-Point (PTP) Obligations Cleared for interval i for Operating Day d at Settlement Point k
DARTPTP o, i, d, k =  Day Ahead - Real-Time Spread  for value of PTP Obligation for interval i for Operating Day d at Settlement Point k
c = 
Bilateral Counter-Party 

d = 
Operating Day

e = 
Most recent n Operating Days for which RTM Initial Settlement Statements are available
i = 
Settlement Interval

n = 
Days used for averaging
o = 
Counter-Party

k = 
A Settlement Point

	CRRA
	None.
	CRR Activity other than FCE—CRR activity other than FCE – May have a value of “0” or “1.”  Flag to indicate whether CRR activity other than FCE will be included in TPES or TPEA.  Initially set to “1” to include activity into TPEA.  ERCOT, in its sole discretion, can reset to “0” if needed.

	q
	None.
	QSE represented by Counter-Party.

	a
	None.
	CRR Account Holder represented by Counter-Party.

	IA
	$
	Independent Amount—The Independent Amount is the amount required to be posted as defined in Section 16.16.1, Counter-Party Criteria.


The above parameters are defined as follows. 

	Parameter
	Unit
	Current Value*

	NUCADJ o
	Percentage
	Minimum value of 20%.

	T1
	Days
	2

	T2
	Days
	5

	T3
	Days
	5

	T4
	Days
	1

	T5
	Days
	For a Counter-Party that represents Load this value is equal to 5, otherwise this value is equal to 2.

	BTCF
	Percentage
	80%

	n
	Days
	14

	*  The current value for the parameters referenced in this table above will be recommended by TAC and approved by the ERCOT Board.  ERCOT shall update parameter values on the first day of the month following ERCOT Board approval unless otherwise directed by the ERCOT Board.  ERCOT shall provide a Market Notice prior to implementation of a revised parameter value.


	[NPRR620:  Replace paragraph (2) above with the following upon system implementation:] 

(2)
For all Counter-Parties:

TPEA 
= 
Max [0, MCE, Max [0, (∑ q (1-TOA) * EAL q + TOA * EAL t + CRRA * ∑ a EAL a)]]

TPES
=
Max [0, (1 – CRRA) * ∑ a EAL a] + Max [0, ∑ a FCE a] + IA

The above variables are defined as follows:
Variable

Unit

Description

EAL q
$

Estimated Aggregate Liability for a QSE that represents Load or generation —EAL for the QSE q represented by Counter-Party.

EAL t
$

Estimated Aggregate Liability for a QSE that represents neither Load nor generation—EAL for the QSE t represented by a Counter-Party.
EAL a
$

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

Future Credit Exposure for the CRR Account Holder—FCE for the CRR Account Holder a represented by Counter-Party.
MCE

$

Minimum Current Exposure—For each Counter-Party, ERCOT shall determine a Minimum Current Exposure (MCE) as follows:  

MCE = Max[{[image: image12.png]
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                      IMCE]
RTQQNET o, i, d, k = 
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 [Max[(RTQQES o, i, d, k, c - RTQQEP o, i, d, k, c), BTCF * (RTQQESo, i, d, k, c - RTQQEPo,i, d, k, c)] * RTSPP i, d, k *SAF]

DARTNET o, i, d, k  = Absolute value of [DAM EOO Cleared o, i, d, k * DART i, d, k + DAM TPO Cleared o, i, d, k * DART i, d, k + DAM PTP Cleared o, i, d, k * DARTPTP i, d, k – DAM EOB Cleared o, i, d, k * DART i, d, k] 

Where:
G o, i, d, k = 
Total Metered Generation at all Resource Nodes for Counter-Party o for interval i for Operating Day d at Settlement Point k
L o, i, d, k = 
Total Adjusted Metered Load (AML) at all Load Zones for Counter-Party o for interval i for Operating Day d at Settlement Point k
SAF = 
Seasonal Adjustment Factor—Used to provide for the potential for Seasonal price increases based on historical trends.  ERCOT shall initially set this factor equal to 100%.  This factor will not go below 100%. ERCOT will provide Notice to Market Participants of any change at least 14 days prior to effective date along with the analysis supporting the change.
NUCADJ o = 
Net Unit Contingent Adjustment—To allow for situations where a generator may unintentionally or intentionally meet its requirement from the Real-Time Market (RTM).
RTQQNET o, i, d, k = Net QSE-to-QSE Energy Trades for Counter-Party o for interval i for Operating Day d
RTQQES o, i, d, k, c = QSE Energy Trades for which the Counter-Party o is the seller for interval i for Operating Day d at Settlement Point k with Counter-Party c
RTQQEP o, i, d, k, c = QSE Energy Trades for which the Counter-Party o is  the buyer for interval i for Operating Day d at Settlement Point k with Counter-Party c
BTCF =                Bilateral Trades Credit Factor
RTSPP i, d, k = 
Real-Time Settlement Point Price for interval i for Operating Day d at Settlement Point k

DARTNET o, i, d, k = Net DAM activities for Counter-Party o for interval i for Operating Day d

DART i, d, k = 
Day Ahead - Real-Time Spread  for interval i for Operating Day d at Settlement Point k
DAM EOB Cleared o, i, d, k = DAM Energy Only Bids Cleared for interval i for Operating Day d at Settlement Point k
DAM EOO Cleared o, i, d, k = DAM Energy Only Offers Cleared for interval i for Operating Day d at Settlement Point k
DAM TPO Cleared o, i, d, k = DAM Three-Part Offers Cleared for interval i for Operating Day d at Settlement Point k
DAM PTP Cleared o, i, d, k = DAM Point-to-Point (PTP) Obligations Cleared for interval i for Operating Day d at Settlement Point k
DARTPTP o, i, d, k =  Day Ahead - Real-Time Spread  for value of PTP Obligation for interval i for Operating Day d at Settlement Point k
c = 
Bilateral Counter-Party 

d = 
Operating Day

e = 
Most recent n Operating Days for which Real-Time Market (RTM) Initial Settlement Statements are available
i = 
Settlement Interval

n = 
Days used for averaging
o = 
Counter-Party

k = 
A Settlement Point
IMCE

$

Initial Minimum Current Exposure 
IMCEt =   
TOA * (EFFCAP * nm * cif) * SAF
EFFCAP =
Effective Cap. The greater of Value of Lost Load (VOLL), as described in the Methodology for Implementing Operating Reserve Demand Curve (ORDC) to Calculate Real-Time Reserve Price Adder, or the System-Wide Offer Cap, as determined in accordance with PUCT Substantive Rules.  
TOA
None
Trade-Only Activity — Counter-Party that does not represent either a Load or a generation QSE.  May have a value of “0” or “1.”  Flag to indicate whether activity corresponds to a Counter-Party that does not represent either a Load or a generation QSE.  Set to “0” if Counter-Party represents a QSE that has an association with a Load Serving Entity (LSE) or a Resource Entity, or if Counter-Party does not represent any QSE; otherwise set to 1.
CRRA

None.

CRR Activity other than FCE—CRR activity other than FCE – May have a value of “0” or “1.”  Flag to indicate whether CRR activity other than FCE will be included in TPES or TPEA.  Initially set to “1” to include activity into TPEA.  ERCOT, in its sole discretion, can reset to “0” if needed.

q

None.

QSE represented by Counter-Party.

a

None.

CRR Account Holder represented by Counter-Party.
IA
$

Independent Amount—The Independent Amount is the amount required to be posted as defined in Section 16.16.1, Counter-Party Criteria.
The above parameters are defined as follows. 

Parameter
Unit

Current Value*
nm

None

50 — Notional multiplier.

cif

Percentage

9 — Cap interval factor.  Represents the historic largest percentage of SWCAP intervals during a calendar day.

NUCADJ o
Percentage

Minimum value of 20%.

T1

Days

2

T2

Days

5
T3

Days
5
T4

Days
1

T5

Days
For a Counter-Party that represents Load this value is equal to 5, otherwise this value is equal to 2.
BTCF

Percentage

80%

n
Days

14

*  The current value for the parameters referenced in this table above will be recommended by TAC and approved by the ERCOT Board.  ERCOT shall update parameter values on the first day of the month following ERCOT Board approval unless otherwise directed by the ERCOT Board.  ERCOT shall provide a Market Notice prior to implementation of a revised parameter value.




(3)
If ERCOT, in its sole discretion, determines that the TPEA or the TPES for a Counter-Party calculated under paragraphs (1) or (2) above does not adequately match the financial risk created by that Counter-Party’s activities under these Protocols, then ERCOT may set a different TPEA or TPES for that Counter-Party.  ERCOT shall, to the extent practical, give to the Counter-Party the information used to determine that different TPEA or TPES.  ERCOT shall provide written or electronic Notice to the Counter-Party of the basis for ERCOT’s assessment of the Counter-Party’s financial risk and the resulting creditworthiness requirements.

(4)
ERCOT shall monitor and calculate each Counter-Party’s TPEA and TPES daily.
�Please note NPRR638 and NPRR741 also propose revisions to this Section.
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