TAC Report

	NPRR Number
	1184
	NPRR Title
	Update to Procedures for Managing Interest on Cash Collateral

	Date of Decision
	September 26, 2023

	Action
	Recommended Approval

	Timeline
	Normal

	Proposed Effective Date
	Upon system implementation – Phase 1 (Section 16.11.3, except paragraph (1)(d)(iii)); Phase 2 (all remaining language)

	Priority and Rank Assigned
	Priority – 2024; Rank – 4060 (Phase 2)

	Nodal Protocol Sections Requiring Revision 
	16.11.3, Alternative Means of Satisfying ERCOT Creditworthiness Requirements
16.11.4.7, Credit Monitoring and Management Reports

	Related Documents Requiring Revision/Related Revision Requests
	None

	Revision Description
	This Nodal Protocol Revision Request (NPRR) clarifies ERCOT’s management of interest received by ERCOT and owed to Counter-Parties for posted Cash Collateral, and requires ERCOT to credit Counter-Party Collateral accounts for interest on a monthly basis, as opposed to the current annual process.  Additionally, this NPRR requires ERCOT to report the interest calculation. 

	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
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  Regulatory requirements
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  Other:  (explain)

(please select all that apply)

	Business Case
	Currently, ERCOT only pays interest on Cash Collateral held from Counter-Parties on an annual basis.  Details on the calculation are provided only if requested by the Counter-Party.  This NPRR benefits Counter-Parties by ensuring they receive credit for interest owed on Cash Collateral on a more timely basis, as well as ensuring that backup information is available each month.  

This NPRR eliminates the need for ERCOT to send individual wires for interest payments.  Additionally, ERCOT should also benefit from what will be a more efficient, standardized process for providing backup data.  

	PRS Decision
	On 6/14/23, PRS voted unanimously to recommend approval of NPRR1184 as submitted.  All Market Segments participated in the vote.

On 7/13/23, PRS voted unanimously to table NPRR1184.  All Market Segments participated in the vote.

On 9/13/23, PRS voted unanimously to endorse and forward to TAC the 7/13/23 PRS Report as amended by the 9/11/23 ERCOT comments and 9/6/23 Impact Analysis for NPRR1184 with a recommended priority of 2024 and rank of 4060 for Phase 2.  The Independent Retail Electric Provider (IREP) Market Segment did not participate in the vote.

	Summary of PRS Discussion
	On 6/14/23, ERCOT Staff expressed support for NPRR1184.  Participants noted ongoing NPRR1184 discussions at Credit Finance Sub Group (CFSG).

On 7/13/23, participants reviewed the 7/6/23 ERCOT comments and tabled NPRR1184 awaiting the completion of an Impact Analysis. 

On 9/13/23, participants reviewed the 9/6/23 Impact Analysis and 9/11/23 ERCOT comments.

	TAC Decision
	On 9/26/23, TAC voted unanimously to recommend approval of NPRR1184 as recommended by PRS in the 9/13/23 PRS Report.  All Market Segments participated in the vote.

	Summary of TAC Discussion
	On 9/26/23, TAC reviewed the ERCOT Opinion, ERCOT Market Impact Statement, and Independent Market Monitor (IMM) Opinion for NPRR1184. 


	Opinions

	Credit Review
	See 6/26/23 CFSG comments.

	Independent Market Monitor Opinion
	IMM has no opinion on NPRR1184.

	ERCOT Opinion
	ERCOT supports approval of NPRR1184.

	ERCOT Market Impact Statement
	ERCOT Staff has reviewed NPRR1184 and believes that it provides a positive market impact by creating market efficiencies and enhancements through, both, the clarification of ERCOT’s management of interest that is received by ERCOT and owed to Counter-Parties for posted Cash Collateral, and the requirement that ERCOT credit Counter-Party Collateral accounts for interest on a monthly basis and report the interest calculation.


	Sponsor

	Name
	Mark Holler

	E-mail Address
	mholler@tnsk.com

	Company
	Tenaska Power Services Co.

	Phone Number
	817-303-1113

	Cell Number
	817-366-9791

	Market Segment
	Independent Power Marketer (IPM)


	Market Rules Staff Contact

	Name
	Jordan Troublefield

	E-Mail Address
	jordan.troublefield@ercot.com

	Phone Number
	512-248-6521


	Comments Received

	Comment Author
	Comment Summary

	CFSG 062623
	Stated that NPRR1184 will have positive credit implications

	ERCOT 070623
	Proposed an alternative schedule to complete an Impact Analysis for NPRR1184 prior to the August 10, 2023 PRS meeting

	ERCOT 071023
	Consolidated and relocated proposed language from Sections 16.11.3 and 16.11.4.7 to a new, more appropriately located subsection (2) within Section 16.11.4.7

	ERCOT 080223
	Proposed an alternative schedule to complete an Impact Analysis for NPRR1184 prior to the September 13, 2023 PRS meeting

	ERCOT 091123
	Bifurcated paragraph (1)(d)(ii) of Section 16.11.3 to distinguish between Phase 1 and Phase 2 implementation


	Market Rules Notes


None
	Proposed Protocol Language Revision


16.11.3
Alternative Means of Satisfying ERCOT Creditworthiness Requirements

(1)
If a Counter-Party is required to provide Financial Security under these Protocols, then it may do so through one or more of the following means:

(a)
Another Entity may give a guarantee to ERCOT, if ERCOT has set an Unsecured Credit Limit for the Entity under Section 16.11.2, Requirements for Setting a Counter-Party’s Unsecured Credit Limit.  ERCOT shall value the guarantee based on the guarantor’s Unsecured Credit Limit and other obligations the guarantor has under these Protocols or other contracts with ERCOT.  

(i)
The guarantee must be given using one of the ERCOT Board-approved standard guarantee forms.  No modifications are permitted.

(ii)
Guarantees are subject to a limit of $50 million of guarantees per Counter-Party and an overall limit of $50 million per guarantor for all ERCOT Counter-Parties.

(iii)
For foreign guarantees, the guarantor must also meet the following standards:

(A)
The country of domicile for the foreign guarantor must:

(1)
Maintain a sovereign rating greater than or equal to AA with Fitch or S&P or Aa2 with Moody’s;

(2)
If the ratings are below those in item (a)(iii)(A)(1) above, but greater than or equal to A with Fitch or S&P or A2 with Moody’s, then the sovereign rating would qualify if the country had a ceiling rating of AAA with Fitch or S&P or Aaa with Moody’s; and

(3)
Must have reciprocity agreements with the U.S. regarding enforcement and collection of guarantee agreements.

(B)
The foreign guarantor must:

(1)
Provide to ERCOT annual audited financial statements, prepared in accordance with U.S. Generally Accepted Accounting Principles (GAAP) or International Accounting Standards (IAS) and semi-annual unaudited financial statements;

(2)
Provide a guarantee in one of the standard form documents approved by the ERCOT Board of Directors for foreign Entities.  No modifications are permitted; and

(3)
Provide an opinion letter from a law firm unaffiliated with the Counter-Party or guarantor affirming that the guarantee agreement is enforceable in the U.S. and in the jurisdiction of the corporate guarantor’s domicile.

(b)
The Counter-Party may give an unconditional, irrevocable letter of credit naming ERCOT as the beneficiary.  ERCOT may, in its sole discretion, reject the letter of credit if the issuer is unacceptable to ERCOT or if the conditions under which ERCOT may draw against the letter of credit are unacceptable to ERCOT.  

(i)
The letter of credit must be given using the ERCOT Board-approved standard letter of credit form.

(ii)
Letters of credit must be issued by a bank or other financial institution that is acceptable to ERCOT, with a minimum rating of A- with S&P or Fitch or A3 with Moody’s.

(iii)
Letters of credit are subject to an overall limit per letter of credit issuer for all ERCOT Counter-Parties as determined below: 

	If the issuing entity has
	Then

	Long-Term or Issuer Rating
	Maximum letter of credit issuer limit as a percentage of Tangible Net Worth of issuer

	S&P or Fitch
	Moody’s
	

	AAA
	Aaa
	1.00%

	AA+
	Aa1
	0.95%

	AA
	Aa2
	0.90%

	AA-
	Aa3
	0.85%

	A+
	A1
	0.80%

	A
	A2
	0.75%

	A-
	A3
	0.70%

	Below A-
	Below A3
	Not accepted


(A)
Each letter of credit issuer limit is also subject to an overall limit of $750 million per issuer.

(B)
Each Bank Business Day, ERCOT will issue a report of each letter of credit issuer detailing the issuer’s dollar amount of the letters of credit currently issued to ERCOT, the issuer’s computed aggregate concentration limit, and the unused capacity under that limit.  Market Participants may inquire of ERCOT about intra-day changes to the amount of posted letters of credit.

(C)
If a letter of credit issuer limit is breached, Counter-Parties utilizing that issuer will be notified and no new letters of credit from the issuer will be accepted while the limit remains breached.

(D)
After four months of the limit in breach, ERCOT will no longer accept new letters of credit or amendments to existing letters of credit from that issuer.

(E)
Letters of credit held as collateral at the time of an issuer limit breach will not be rejected.

(F)
ERCOT in its sole discretion may authorize exceptions to these limits.  

(G)
Revisions to the issuer limit calculation in this Section will be recommended by the Technical Advisory Committee (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.

(c)
The Counter-Party may give a surety bond naming ERCOT as the beneficiary.  

(i)
The surety bond must be signed by a surety acceptable to ERCOT, in its sole discretion and must be in the form of ERCOT’s standard surety bond form approved by the ERCOT Board.  No modifications to the form are permitted.

(ii)
The surety bond must be issued by an insurance company with a minimum rating of A- with S&P or Fitch or A3 with Moody’s.

(iii)
Surety bonds are subject to a limit of $10 million per Counter-Party per insurer and an overall limit of $100 million per insurer for all ERCOT Counter-Parties.

(d)
The Counter-Party may deposit Cash Collateral with ERCOT with the understanding that ERCOT may draw part or all of the deposited cash to satisfy any overdue payments owed by the Counter-Party to ERCOT.  The Cash Collateral shall be invested pursuant to the ERCOT Investment Corporate Standard and all interest received on Cash Collateral will be payable directly to the Counter-Party; provided, however that any such arrangements may not restrict ERCOT’s immediate access to the cash.  

(i)
Interest on Cash Collateral will be calculated on a monthly basis, based on the average daily balances of the Counter-Party Cash Collateral.  Interest is not paid on Cash Collateral balances held by ERCOT where, in accordance with paragraph (4) of Section 16.11.7, Release of Market Participant’s Financial Security Requirement, the Counter-Party’s Standard Form Market Participant Agreement has been terminated and ERCOT has determined that no obligations remain owing or will become due and payable.

(ii)
On or before the 15th Bank Business Day of each month, ERCOT will

 credit each Counter-Party’s Cash Collateral account for the amount of interest calculated for Cash Collateral held by ERCOT for the prior month.  
(iii)
In addition, ERCOT will provide a report containing details on how the interest amount was calculated for that month, which shall include, at a minimum, the daily principal amount of Cash Collateral held from the Counter-Party and the imputed yield.  

(iv)
ERCOT has a first priority security interest in all property delivered by the Counter-Party to ERCOT from time to time to meet the creditworthiness requirements, and that property secures all amounts owed by the Counter-Party to ERCOT.

	[NPRR1112:  Replace paragraph (1) above with the following upon system implementation and October 1, 2023:] 
(1)
A Counter-Party required to provide Financial Security under these Protocols may do so through one or more of the following means:

(a)
The Counter-Party may give an unconditional, irrevocable letter of credit   naming ERCOT as the beneficiary.  ERCOT may, in its sole discretion, reject the letter of credit if the issuer is unacceptable to ERCOT or if the conditions under which ERCOT may draw against the letter of credit are unacceptable to ERCOT.  

(i) The letter of credit must be given using the ERCOT Board-approved standard letter of credit form.

(ii) All letters of credit must be drawn on a U.S. domestic bank or a U.S. domestic office of a foreign bank.

(iii)
Letters of credit must be issued by a bank or other financial institution that is acceptable to ERCOT, with a minimum rating of A- with S&P or Fitch or A3 with Moody’s.

(iv)
Letters of credit are subject to an overall limit per letter of credit issuer for all ERCOT Counter-Parties as determined below: 

If the issuing entity has

Then

Long-Term or Issuer Rating

Maximum letter of credit issuer limit as a percentage of Tangible Net Worth of issuer

S&P or Fitch

Moody’s

AAA

Aaa

1.00%

AA+

Aa1

0.95%

AA

Aa2

0.90%

AA-

Aa3

0.85%

A+

A1

0.80%

A

A2

0.75%

A-

A3

0.70%

Below A-

Below A3

Not accepted

(A)
Each letter of credit issuer limit is also subject to an overall limit of $750 million per issuer.

(B)
Each Bank Business Day, ERCOT will issue a report of each letter of credit issuer detailing the issuer’s dollar amount of the letters of credit currently issued to ERCOT, the issuer’s computed aggregate concentration limit, and the unused capacity under that limit.  Market Participants may inquire of ERCOT about intra-day changes to the amount of posted letters of credit.

(C)
If a letter of credit issuer limit is breached, Counter-Parties utilizing that issuer will be notified and no new letters of credit from the issuer will be accepted while the limit remains breached.

(D)
After four months of the limit in breach, ERCOT will no longer accept new letters of credit or amendments to existing letters of credit from that issuer.

(E)
Letters of credit held as collateral at the time of an issuer limit breach will not be rejected.

(F)
ERCOT in its sole discretion may authorize exceptions to these limits.  

(G)
Revisions to the issuer limit calculation in this Section will be recommended by the Technical Advisory Committee (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.

(b)
The Counter-Party may give a surety bond naming ERCOT as the beneficiary.  

(i)
The surety bond must be signed by a surety acceptable to ERCOT, in its sole discretion and must be in the form of ERCOT’s standard surety bond form approved by the ERCOT Board.  No modifications to the form are permitted.

(ii)
The surety bond must be issued by an insurance company with a minimum rating of A- with S&P or Fitch or A3 with Moody’s.

(iii)
Surety bonds are subject to a limit of $10 million per Counter-Party per insurer and an overall limit of $100 million per insurer for all ERCOT Counter-Parties.

(c)
The Counter-Party may deposit Cash Collateral with ERCOT with the understanding that ERCOT may draw part or all of the deposited cash to satisfy any overdue payments owed by the Counter-Party to ERCOT.  The Cash Collateral shall be invested pursuant to the ERCOT Investment Corporate Standard and all interest received on Cash Collateral will be payable directly to the Counter-Party; provided, however, that any such arrangements may not restrict ERCOT’s immediate access to the cash.  

(i)
Interest on Cash Collateral will be calculated on a monthly basis, based on average daily balances of the Counter-Party Cash Collateral.  Interest is not paid on Cash Collateral balances held by ERCOT where, in accordance with paragraph (4) of Section 16.11.7, Release of Market Participant’s Financial Security Requirement, the Counter-Party’s Standard Form Market Participant Agreement has been terminated and ERCOT has determined that no obligations remain owing or will become due and payable.

(ii)
On or before the 15th Bank Business Day of each month, ERCOT will credit each Counter-Party’s Cash Collateral account for the amount of interest calculated for Cash Collateral held by ERCOT for the prior month.  
(iii)      In addition, ERCOT will provide a report containing details on how the interest amount was calculated for that month, which shall include, at a minimum, the daily principal amount of the Cash Collateral held from the Counter-Party and the imputed yield.

 
(iv)
ERCOT has a first priority security interest in all property delivered by the Counter-Party to ERCOT from time to time to meet the creditworthiness requirements, and that property secures all amounts owed by the Counter-Party to ERCOT.





16.11.4.7
Credit Monitoring and Management Reports
(1)
ERCOT shall post twice each Business Day on the Market Information System (MIS) Certified Area each active Counter-Party’s credit monitoring and management related reports as listed below.  The first posting shall be made by 1200 and the second posting shall be made as close as reasonably possible to the close of the Business Day but no later than 2350.  The reports listed in items (f) and (g) below are not required to be included in both first and second posting if the Counter-Party has no active CRR ownership.  The reports listed in items (c), (d), (e), (f), and (g) below are not required to be included in the second post if there are no changes to the underlying data.  ERCOT shall post one set of these reports on the MIS Certified Area on each non-Business Day for which an ACL is sent.

(a)
Available Credit Limit (ACL) Summary Report;
(b)
Total Potential Exposure (TPE) Summary Report;

(c)
Minimum Current Exposure (MCE) Summary Report;
(d)
Estimate Aggregate Liability (EAL) Summary Report;

(e)
Estimated Aggregate Liability (EAL) Detail Report;

(f)
Future Credit Exposure for CRR PTP Obligations (FCEOBL) Summary Report; and
(g)
Future Credit Exposure for CRR PTP Options (FCEOPT) Summary Report.
	[NPRR1103:  Insert item (h) below upon system implementation:] 
(h)
Securitization Credit Exposure Report.




(2)
ERCOT shall post, no later than the 15th Bank Business Day of each month, the following reports on the MIS Certified Area for each active Counter-Party:

(a)
Monthly Collateral and Interest Report; and

(b)
Annual Collateral and Interest Report.

(3)
The reports listed in paragraphs (1) and (2) above shall be posted to the MIS Certified Area in Portable Document File (PDF) format and Microsoft Excel (XLS) format.  There shall be a provision to “open”, “save” and “print” each report.
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