Nodal Protocol Revision Request


	NPRR Number
	XXX
	NPRR Title
	Change to CRR Repossession Process

	Date Posted
	April XX, 2020

	
	

	Requested Resolution 
	Normal 

	Nodal Protocol Sections Requiring Revision 
	7.5.3.1, Data Transparency
7.5.5.3, Auction Process
16.11.6.1.4, Repossession of CRRs by ERCOT
16.11.6.1.5, Declaration of Forfeit of CRRs

16.11.6.1.6, Revocation of a Market Participant’s Rights and Termination of Agreements

16.11.6.1.6, Liquidation of Repossessed or Forfeited CRRs (new)

16.11.6.1.7, Conversion of Letters of Credit and Surety Bonds to Cash Collateral (new)

16.11.7, Release of Market Participant’s Financial Security Requirement

	Related Documents Requiring Revision/Related Revision Requests
	None

	Revision Description
	This Nodal Protocol Revision Request (NPRR) modifies the way that ERCOT handles the repossession of a Congestion Revenue Right (CRR) portfolio resulting from a Market Participant Default.  The current process of offering the repossessed CRRs in a one-time auction may not fully realize the potential value of the repossessed CRR portfolio, which can in turn result in increased uplift to the market.  This NPRR will establish a means for liquidation of a repossessed CRR portfolio over time by utilizing the Financial Security held by ERCOT for the Defaulting CRR Account Holder for Settlement purposes.  This NPRR also modifies the process for forfeiture of CRRs resulting from non-payment or late payment of an Invoice by a CRR Account Holder, and proposes liquidating forfeited CRRs in the same manner as repossessed CRRs.

	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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X

  Market efficiencies or enhancements
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  Administrative
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  Regulatory requirements
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  Other:  (explain)

(please select all that apply)

	Business Case
	This NPRR will provide an improved structure for liquidating CRRs that are repossessed as the result of a Default or forfeited as the result of non-payment or late payment of an Invoice.  Repossessed and forfeited CRRs will settle in the Day-Ahead Market (DAM) or be offered into future auctions.  The DAM Settlement or the revenues generated from CRRs sold into an auction will be used to offset any amounts owed by the Market Participant from whom the CRRs were repossessed or forfeited.  Offering repossessed and forfeited CRRs into future auctions rather than conducting a one-time auction—as currently provided for in the Protocols—will allow CRR Account Holders to compete for the repossessed or forfeited CRRs without having to take on the risk associated with purchasing an entire portfolio at once.  Additionally, the capacity being offered into the auctions can allow for more CRRs to be awarded on other paths. 


	Sponsor

	Name
	Donald House

	E-mail Address
	donald.house@ercot.com

	Company
	ERCOT

	Phone Number
	512-248-4676

	Market Segment
	N/A


	Market Rules Staff Contact

	Name
	Jordan Troublefield

	E-Mail Address
	jordan.troublefield@ercot.com

	Phone Number
	512-248-6521


	Market Rules Notes


None.

	Proposed Protocol Language Revision


7.5.3.1
Data Transparency
(1)
Following each CRR Auction, ERCOT shall record and make available to each CRR Account Holder on the MIS Certified Area the following information for each CRR awarded in, sold in, or allocated before, the CRR Auction to the specific CRR Account Holder:

(a)
Unique identifier of each CRR;  

(b)
Type of CRR (PTP Option, PTP Obligation, PTP Option with Refund, or PTP Obligation with Refund);

(c)
Clearing price and, if applicable, the PCRR pricing factor of each CRR; 

(d)
The source and sink of each CRR;

(e)
The date and time-of-use block for which the CRR is effective; and

(f)
Total MW of each PTP pair of CRR, awarded, sold or allocated. 

(2)
Following each CRR Auction, ERCOT shall post to the MIS Public Area the following information for all outstanding or sold CRRs following this auction:

(a)
PTP Options and PTP Options with Refund – the source and sink, and total MWs; 

(b)
PTP Obligations and PTP Obligations with Refund – the source and sink and total MWs;

(c)
The identities of the CRR Account Holders that sold, were awarded, or were allocated CRRs in or before the CRR Auction;

(d)
The clearing prices for each strip of CRR Auction bids and CRR Auction offers awarded in the CRR Auction; 

(e)
The identity and post contingency flow of each binding directional element based on the CRR Network Model used in the CRR Auction; 

(f)
All CRR Auction bids and CRR Auction offers, without identifying the name of the CRR Account Holder that submitted the bid or offer;
(g)
The clearing prices for each strip of CRRs bid or offered in the CRR Auction;

(h)
The Shadow Prices for each Settlement Point in the CRR Auction; and

(i)
The clearing prices for all outstanding CRRs that were previously awarded or allocated for the month(s) in the CRR Auction.




7.5.5.3
Auction Process

(1)
The CRR Auction must be a single-round, simultaneous auction for selling the CRRs available for all auction products.  ERCOT shall enter into the CRR Auction system a credit limit for each Counter-Party that has at least one CRR Account Holder.  A Counter-Party’s CRR Auction credit limit is equal to the lesser of the credit limit as determined in Section 16.11.4.6.1, Credit Requirements for CRR Auction Participation, or, if provided, the Counter-Party’s self-imposed CRR Auction credit limit for the CRR Monthly Auction or for a time-of-use within a CRR Auction held as part of a CRR Long-Term Auction Sequence.  

(2)
Prior to the CRR Auction, ERCOT will conduct a two-part pre-auction screening process. First, if the Counter-Party’s CRR Auction credit limit is greater than that Counter-Party’s credit exposure as defined below using the CRR bid volumes rather than awarded volumes, then the Counter-Party’s CRR Auction credit limit will be ignored as the CRR Auction is solved.  Second, for each CRR Account Holder of a Counter-Party, if the CRR Account Holder’s self-imposed credit limit is greater than that CRR Account Holder’s credit exposure as defined below, then the CRR Account Holder’s self-imposed credit limit will be ignored as the CRR Auction is solved. 


The calculated exposure for the pre-auction screening for each CRR Account Holder is the sum of the credit exposure for PTP Obligation bids, PTP Obligation offers, and PTP Option bids for that CRR Account Holder.  The calculated exposure for the pre-auction screening for each Counter-Party is the sum of the credit exposure for PTP Obligation bids, PTP Obligation offers, and PTP Option bids for that Counter-Party.  PTP Option offers have zero credit exposure.  Separately, for PTP Obligation bids, PTP Obligation offers, and PTP Option bids, for each source/sink Settlement Point combination, the credit exposure will use the bid price and MW quantity that produces the maximum credit exposure that could result from the CRR Auction for that source/sink Settlement Point combination. 

(3)
The credit constraint for each Counter-Party is based on the following calculation:

ACR b 

= 
AOBLCR b  + AOPTCR b  - AOBLCRO b
Where:


AOBLCR b = 
∑m ∑h ∑j, k [(BOBLMW m, h,(j, k), b * (Max(0, BPOBL m, h,(j, k), b) – Min(0,A ci99, m, h,(j, k), b, EACP m, h,(j, k) )))] 

AOPTCR b = 
∑m ∑h ∑j, k [(BOPTMW m, h,(j, k), b * BPOPT m, h,(j, k), b)]

AOBLCRO b = 
∑m ∑h ∑j, k (OOBLMW m, h,(j, k), b * Min(0, OPOBL m, h,(j, k), b))  

The above variables are defined as follows:

	Variable
	Unit
	Description

	ACR b
	$
	Auction Credit Requirement—The auction credit requirement for a Counter-Party b.

	AOBLCR b
	$
	Auction PTP Obligation Credit Requirement—The auction credit requirement for all PTP Obligation bids submitted by a Counter-Party b for all Operating Days. 

	BOBLMW m, h, (j, k), b
	MW
	Awarded Bid PTP Obligation—The awarded bid PTP Obligation with the source j and sink k for the hour h, and month m submitted by a Counter-Party b.

	BPOBL m, h, (j, k), b
	$/MW per hour
	Bid Price for PTP Obligation—Bid Price for PTP Obligation with the source j and sink k for the hour h, and month m submitted by a Counter-Party b. 

	A ci 99, m, h, (j, k), b
	$/MW per hour
	Path-Specific DAM-Based Adder—The path-specific DAM-based adder with the source j and sink k for the hour h, and month m submitted by a Counter-Party b; calculated as 99th percentile of the average rolling consecutive DAM settled price for the reference CRR source/sink over a period that represents a month for each product type (18 days for 5*16, 8 days for 2*16, 28 days for 7*8).  The look-back period for DAM settled prices shall be the lesser of Nodal Market go-live to current time and current time minus three years.  If historical Day-Ahead Settlement Point Prices (DASPPs) are not available for a Settlement Point for one or more Operating Days, ERCOT will designate a proxy Settlement Point for this purpose, and the DASPPs of the proxy Settlement Point of corresponding Operating Days are used.

	EACP m, h, (j, k)
	$/MW per hour
	Effective Auction Clearing Price—The auction clearing price with the source j and sink k for the hour h, and month m.

For each CRR PTP Obligation, this value is equal to the auction clearing price of an awarded CRR selected as follows: 

(a)
Awarded CRRs with the source j and sink k containing hour h and operating month m are selected from the set of unexpired awarded PTP Obligations.  If no awarded CRRs are found the EACP value is zero.

(b)
If (a) results in more than one awarded CRR, awarded CRRs with the most recent award date are selected.

(c)
If (b) results in more than one awarded CRR, then the awarded CRR with the lowest auction clearing price is selected.

	AOBLCRO b
	$
	Auction PTP Obligation Credit Requirement for Offers—The auction credit requirement for all PTP Obligation offers submitted by a Counter-Party b for all Operating Days. 

	OOBLMW m, h, (j, k), b
	MW
	Awarded Offer PTP Obligation—The awarded offer PTP Obligation with source j and sink k for the hour h, and month m submitted by a Counter-Party b.

	OPOBL m, h, (j, k ), b
	$/MW per hour
	Offer Price for PTP Obligation—The offer price for PTP Obligation with the source j and sink k for the hour h, and month m submitted by a Counter-Party b.

	AOPTCR b
	$
	Auction PTP Option Bid Credit Requirement—The auction credit requirement for all PTP Option bids submitted by a Counter-Party b.

	BOPTMW m, h, (j, k),b
	MW
	Awarded Bid PTP Option—The awarded bid PTP Option with the source j and sink k for the hour h, and month m submitted by a Counter-Party b. 

	BPOPT m, h, (j, k), b
	$/MW per hour
	Bid Price for PTP Option—The bid price for PTP Option with the source j and sink k for the hour h, and month m submitted by a Counter-Party b.

	b
	none
	A Counter-Party.

	m
	none
	An operating month.

	h
	none
	An Operating Hour.

	j
	none
	A source Settlement Point.

	k
	none
	A sink Settlement Point.

	ci99
	none
	99th percentile confidence interval.


(4)
ERCOT may review preliminary CRR Auction results to ensure that post auction collateral requirements are satisfied for all CRR Account Holders participating in the CRR Auction.  If it is practicable to rerun the applicable CRR Auction, and the post CRR Auction collateral requirements for a Counter-Party are not satisfied, ERCOT:
(a)
Shall promptly notify the Counter-Party of the amount by which its Financial Security must be increased and allow it until 1500 on the next Bank Business Day from the date on which ERCOT delivered Notification to increase the Financial Security.  

(b)
If sufficient Financial Security is not received by 1500 on the next Bank Business Day, ERCOT shall void all of the Counter-Party’s bids and offers in the CRR Auction and rerun the CRR Auction without that Counter-Party’s activity.

(c)
ERCOT shall award CRRs in quantities truncated to the nearest tenth MW (0.1 MW). 

(d)
The CRR clearing price is equal to the corresponding Shadow Price for that CRR product.

(e)
Except as noted in paragraph (f) below, when a CRR Account Holder is awarded CRRs as a result of a CRR Auction, the CRRs do not become the property of the winning CRR Account Holder, and the CRRs may not be placed in their CRR accounts, until the required CRR Invoice has been paid.

(5)
ERCOT shall use a linear programming auction engine model for each CRR Auction that evaluates all CRR Auction bids and CRR Auction offers submitted, and selects a combination of CRR Auction bids and CRR Auction offers that:
(a)
Makes the solution simultaneously feasible within the limits of the ERCOT network capability over the auction term; and

(b)
Maximizes the objective function, which is equal to the total economic value (as expressed in the CRR Auction bids) of the awarded CRR Auction bids, less the total economic cost (as expressed in CRR Auction offers) of the awarded CRR Auction offers, while observing all applicable constraints.

(6)
The CRR Network Model must, to the extent practicable, reflect the continuous and post-contingency system operating limits and operational procedures (i.e., Remedial Action Schemes (RASs), Automatic Mitigation Plans (AMPs) and Remedial Action Plans (RAPs)) in the Network Operations Model used by ERCOT during Real-Time operations, as discussed below in Section 7.5.5.4, Simultaneous Feasibility Test.

(7)
Once a CRR Auction is complete, ERCOT shall archive and keep the CRR Auction system and all models used to finalize the CRR Auction results under ERCOT’s data retention policy as that policy applies to data that may be needed to resolve requests for billing adjustments under applicable billing adjustment procedures.
(8)
Once a CRR Auction is complete, ERCOT will make available on the MIS Certified Area each active CRR Account Holder’s credit exposure calculated within the CRR Auction process (as defined in paragraph (3) above).
16.11.6.1.4
Repossession of CRRs by ERCOT

(1)
ERCOT, at its sole discretion, may repossess CRRs held by a Market Participant in Default under an Agreement with ERCOT.  ERCOT shall effect that repossession by sending a written notice to the Market Participant of the repossession and by removing the CRRs from the Market Participant’s CRR account.  The repossessed CRRs will be handled as specified in Section 16.11.6.1.6, Liquidation of Repossessed or Forfeited CRRs.
16.11.6.1.5
Declaration of Forfeit of CRRs

(1)
At ERCOT’s sole discretion, if it does not receive full payment on the due date of a CRR Auction Invoice, it may declare any of the CRR bids cleared and Pre-Assigned Congestion Revenue Rights (PCRRs) allocated to the Market Participant forfeited. ERCOT shall effect that forfeiture by sending a written Notice to the Market Participant of the forfeiture and by not delivering the CRRs or PCRRs to the Market Participant’s CRR account.  The forfeited CRRs or PCRRs will be liquidated as specified in Section 16.11.6.1.6, Liquidation of Repossessed or Forfeited CRRs. 
(2)
ERCOT may also, at its sole discretion, honor any of the sell offers that were cleared in the CRR Auction made by a Market Participant who fails to fully pay the CRR Auction Invoice when due.  ERCOT shall offset net revenues due to the Market Participant from CRRs offered and cleared against amounts owed to ERCOT by the Market Participant.
16.11.6.1.6
Liquidation of Repossessed or Forfeited CRRs

(1)
If any repossessed or forfeited CRRs have the following characteristics, they will be irrevocably voided, the capacity will be dissolved, and they will not settle in DAM beyond the effective date of the repossession or forfeiture nor be offered into any future CRR Auctions:
(a) 
PTP Options with Refund and PTP Obligations with Refund; and

(b) 
Awarded PCRRs that have not yet been priced in a CRR Auction and paid for by the breaching or defaulting Market Participant.
(2)
The remaining unvoided CRRs in the repossessed or forfeited portfolio will be liquidated in the following manner, based on the characteristics of the CRRs:
(a) 
For CRRs that settle in the same month as the effective date of the repossession or forfeiture, for CRRs where the timing of the Market Participant Payment Breach or Default does not allow for the repossessed or forfeited CRRs to be offered into the CRR Monthly Auction in the calendar month following the Payment Breach or Default, and for forfeited CRRs that were awarded in a CRR Monthly Auction, the CRRs will settle in the DAM and may result in net payments or charges accruing for Operating Days throughout the month, as follows:

(i)
If the CRR portfolio results in a net charge in DAM, the payment will, to the extent possible, be made by drawing on any available Financial Security of the Market Participant from whom the CRRs were repossessed or forfeited.  If this is insufficient to pay the charge in full, the remainder due will be short-paid for the Operating Day in accordance with Section 9.7.3, Enforcing the Financial Security of a Short-Paying Invoice Recipient.  Regardless of the short pay, any Market Participant from whom CRRs were repossessed or forfeited shall remain liable for any charges associated with the liquidation of its CRRs in accordance with paragraph (4) of Section 16.11.6.1.8, Revocation of a Market Participant’s Rights and Termination of Agreements.
(ii)
If the CRR portfolio results in a net payment in DAM, the payment amount will be added to the cash collateral held by ERCOT for the Market Participant from whom the CRRs were repossessed or forfeited. 
(b) 
For any remaining unvoided repossessed or forfeited CRRs of a Market Participant, ERCOT will aggregate the CRRs into a single CRR for each month and TOU.  ERCOT will offer the aggregated CRR into the next available auction for the effective time period of the repossessed or forfeited CRR until all repossessed or forfeited CRRs have been offered into an auction.   

(i)
CRRs will be offered into auctions at -$0.01 for Options and -$250.00 for Obligations.

(ii)
If a CRR is offered into an auction but is not fully awarded, the remaining MW of the CRR will be irrevocably voided and the capacity will be dissolved.

(iii)
A charge resulting from the sale of the CRRs into an auction will, to the extent possible, be paid by drawing on any available Financial Security of the Market Participant from whom the CRRs were repossessed or forfeited.  If this is insufficient to pay the charge in full, the remainder due will be short-paid in accordance with Section 9.7.3, Enforcing the Financial Security of a Short-Paying Invoice Recipient.  Regardless of the short pay, any Market Participant from whom CRRs were repossessed or forfeited shall remain liable for any charges associated with the liquidation of its CRRs in accordance with paragraph (4) of Section 16.11.6.1.8, Revocation of a Market Participant’s Rights and Termination of Agreements.
(iv)
A payment resulting from the sale of the CRRs into an auction will be added to the Financial Security of the Market Participant from whom the CRRs were repossessed or forfeited. 

16.11.6.1.7  
Conversion of Letters of Credit and Surety Bonds to Cash Collateral
(1)
To facilitate Settlement of Market Participant Invoices arising in consequence of a Payment Breach or other Default by a Market Participant, including but not limited to those described above in Section 16.11.6.1.4, Repossession of CRRs by ERCOT, Section 16.11.6.1.5, Declaration of Forfeit of CRRs, and Section 16.11.6.1.6, Liquidation of Repossessed or Forfeited CRRs, ERCOT may at its sole discretion initiate conversion of guarantees, letters of credit, or surety bonds held as Financial Security to cash collateral.

16.11.6.1.8
Revocation of a Market Participant’s Rights and Termination of Agreements

(1)
ERCOT may revoke a breaching Market Participant’s rights to conduct activities under these Protocols.  ERCOT may also terminate the breaching Market Participant’s agreements with ERCOT.

(2)
If ERCOT revokes a Market Participant’s rights or terminates the Market Participant’s agreements, then the provisions of Section 16.2.5, Suspended Qualified Scheduling Entity – Notification to LSEs and Resource Entities Represented, and Section 16.2.6.1, Designation as an Emergency Qualified Scheduling Entity or Virtual Qualified Scheduling Entity, apply.

(3)
If a breaching Market Participant is also an LSE (whether or not the Default occurred pursuant to the Market Participant’s activities as an LSE), then:

(a) 
Within 24 hours of receiving notice of the Payment Breach, the Market Participant shall provide to ERCOT all the information regarding its Electric Service Identifiers (ESI IDs) set forth in the ERCOT Retail Market Guide; and 

(b)
On revocation of some or all of the Market Participant’s rights or termination of the Market Participant’s agreements and on notice to the Market Participant and the Public Utility Commission of Texas (PUCT), ERCOT shall initiate a Mass Transition of the Market Participant’s ESI IDs pursuant to Section 15.1.3.1, Mass Transition Process, without the necessity of obtaining any order from or other action by the PUCT.  

(4)
After revocation of its rights or termination of its Agreement with ERCOT, the Market Participant will remain liable for all charges or costs associated with any continued activity related to the Counter-Party’s relationship with ERCOT and any expenses arising from the consequences of such termination or revocation.
16.11.7 Release of Market Participant’s Financial Security Requirement 

(1) Following the termination of a Market Participant’s Agreement, ERCOT shall, within 30 days after being satisfied, in its sole discretion, that no sums remain owing or will become due and payable by the Market Participant under these Protocols or any agreement between the Market Participant and ERCOT, return or release to the Market Participant, as appropriate, any Financial Security still held by ERCOT that the Market Participant provided to ERCOT under this Section.
(2) Notwithstanding paragraph (1) above, and regardless of whether a Market Participant’s Agreement with ERCOT has been terminated, ERCOT shall not return or release any Financial Security of a Market Participant from whom CRRs were repossessed or forfeited until all such repossessed or forfeited CRRs have been voided, settled in the DAM, or sold in a CRR Auction in accordance with Section 16.11.6.1.6, Liquidation of Repossessed or Forfeited CRRs, and all Invoices associated with the liquidation have been paid in full. 
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