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CREDITWORTHINESS.

12.1

Credit Requirements.

The creditworthiness requirements in this section apply to the ISO’s acceptance of Schedules, to all transactions in an ISO Market, to the payment of charges pursuant to the ISO Tariff (including the Grid Management Charge), and to establish credit limits for participation in any ISO auction of FTRs or CRRs and to CRR Holders for the holding of CRRs.  Each Market Participant (including each Scheduling Coordinator, UDC, MSS, CRR Holder, or Candidate CRR Holder) or FTR Bidder shall secure its financial transactions with the ISO (including its participation in any auction of FTRs or CRRs and for the holding of CRRs) by maintaining an Unsecured Credit Limit and/or by posting Financial Security, the level of which constitutes the Market Participant’s or FTR Bidder’s Financial Security Amount.  For each Market Participant or FTR Bidder, the sum of its Unsecured Credit Limit and its Financial Security Amount shall represent its Aggregate Credit Limit.  Each Market Participant or FTR Bidder shall have the responsibility to maintain an Aggregate Credit Limit that is at least equal to its Estimated Aggregate Liability.  

* * *
12.5 ISO Enforcement Actions Regarding Under-Secured Market Participants.
If a Market Participant’s Estimated Aggregate Liability, as calculated by the ISO, at any time exceeds its Aggregate Credit Limit, the ISO may take any or all of the following actions:

(a)
The ISO may withhold a pending payment distribution.

(b)
The ISO may limit trading, which may include rejection of Schedules and/or limiting other ISO market activity, including limiting eligibility to participate in a CRR Allocation or CRR Auction.  In such case, the ISO shall notify the Market Participant of its action and the Market Participant shall not be entitled to participate in the ISO’s markets or CRR Auctions or submit further Schedules or otherwise participate in the ISO’s markets until the Market Participant posts an additional Financial Security Amount that is sufficient to ensure that the Market Participant’s Aggregate Credit Limit is at least equal to its Estimated Aggregate Liability.

(c)
The ISO may require the Market Participant to post an additional Financial Security Amount in lieu of an Unsecured Credit Limit for a period of time.

(d)
The ISO may restrict, suspend, or terminate the Market Participant’s CRR Entity Agreement or Service Agreement.
(e)
The ISO may resell the CRR Holder’s CRRs in whole or in part, including any Long Term CRRs, in a subsequent CRR Auction or bilateral transaction, as appropriate.
(f)
The ISO will not implement the transfer of a CRR if the transferee or transferor has an Estimated Aggregate Liability in excess of their Aggregate Credit Limit.
In addition, the ISO may restrict or suspend a Market Participant’s right to schedule or require the Market Participant to increase its Financial Security Amount if at any time such Market Participant’s potential additional liability for Imbalance Energy and other ISO charges is determined by the ISO to be excessive by comparison with the likely cost of the amount of Energy scheduled by the Market Participant.
12.6

Credit Obligations Applicable to CRRs.

12.6.1

Credit Requirements for CRR Allocations.

Subject to applicable requirements of Section 36.9.2 concerning the prepayment of Wheeling Access Charges, Load-Serving Entities eligible to participate in any CRR Allocation are not required to provide additional Financial Security in advance of a CRR Allocation.
12.6.2

Credit Requirements for CRR Auctions.

To establish available credit for participating in any CRR Auction, each Candidate CRR Holder must have an Unsecured Credit Limit or have provided Financial Security in a form consistent with Section 12.1.2 of this ISO Tariff.  Each Candidate CRR Holder that participates in a CRR Auction shall ensure that its Aggregate Credit Limit in excess of its Estimated Aggregate Liability is the greater of $500,000 or the sum of the absolute values of all of its bids for CRRs submitted in the relevant CRR Auction.  A Candidate CRR Holder that fails to satisfy this requirement shall not be permitted to participate in the relevant CRR Auction.
12.6.3

Credit Requirements for the Holding of CRRs.

12.6.3.1
Credit Requirements Generally.
(a)  
Each CRR Holder, whether it obtains CRRs through a CRR Allocation or a CRR Auction, must maintain an Aggregate Credit Limit in excess of its Estimated Aggregate Liability including the credit requirement of the CRR portfolio determined as described in this Section 12.6.3.  CRR Holders obtaining CRRs in the initial CRR Allocation will be required to comply with the credit requirements associated with such CRRs as determined by the ISO after completion of the initial CRR Auction.  The ISO shall issue a market notice after completion of the initial CRR Auction to announce that CRR Holders obtaining CRRs in the initial CRR Allocation must comply with such credit requirements.  

(b)
Each CRR Holder shall be required to ensure that its Aggregate Credit Limit is sufficient to satisfy the credit requirements described in this Section 12.6.3.  CRRs are evaluated on a portfolio basis as follows.  If a CRR Holder owns more than one CRR, such CRR Holder shall be subject to an overall credit requirement that is equal to the sum of the individual credit requirements applicable to each of the CRRs held by such CRR Holder.  If this sum is positive, the amount will be added to the CRR Holder’s Estimated Aggregate Liability.  However, if the sum is negative, the CRR Holder’s Estimated Aggregate Liability shall not be reduced.

(c)
The ISO shall reevaluate the credit requirements for holding CRRs, and shall adjust the credit requirements accordingly, not less than monthly.  The ISO may adjust the credit requirements for holding CRRs with terms of one year or less more frequently than monthly at the ISO’s discretion to account for changes in the monthly auction prices for CRRs.  The ISO may also adjust the credit requirements for holding long-term CRRs annually to reflect the number of years remaining in the term of any Long Term CRR, to reflect the changes in auction prices of one-year CRRs in annual auctions, and to reflect updates to Credit Margins based on actual Locational Marginal Price data derived from market operations.

 (d)
In cases where the ownership of a CRR is to be transferred through either the Secondary Registration System or through load migration, the ISO shall, evaluate and adjust the credit requirements for both the current owner of the CRR and the prospective owner of the CRR as appropriate prior to the transfer.  If additional Financial Security is required from either the current or prospective owner, the transfer will not be completed until such Financial Security has been provided to and accepted by the ISO.

12.6.3.2
Calculation of the Credit Amount Required to Hold a CRR With a Term of One Year or Less.

Each CRR Holder that holds a CRR with a term of one year or less shall be subject to a credit requirement ($/MW) equal to the negative of the most recent Expected CRR Congestion Revenue for such CRR plus the Credit Margin for such CRR.

12.6.3.3
Calculation of the Credit Amount Required to Hold a Long Term CRR.

Each CRR Holder that holds a Long Term CRR shall be subject to a credit requirement ($/MW) equal to (i) the negative of the one-year Expected CRR Congestion Revenue of the same CRR (same source and sink) as the Long Term CRR but with only a one-year term, multiplied by the number of years remaining in the term of the Long Term CRR, plus (ii) the Credit Margin calculated for the one year CRR multiplied by the square root of the number of years remaining in the term of the Long Term CRR.  In conducting calculations pursuant to this Section 12.6.3.3, the number of years remaining in the term of a Long Term CRR shall be rounded up to the nearest whole number, except that the whole number shall not be zero until the term of the Long Term CRR has expired.
12.6.3.4
Calculation of Credit Margin.

The Credit Margin for a CRR is equal to (i) the net projected revenue of the CRR for the term of the CRR as calculated by the ISO based on CRR Auction Prices (i.e., Expected CRR Congestion Revenue) minus (ii) the calculated amount associated with the CRR that performs at the fifth percentile level with regard to a probabilistic determination of the Expected CRR Congestion Revenue (i.e., Fifth Percentile CRR Congestion Revenue).  The Credit Margin will be based on variability of historical LMP data, when available, and proxy values, including LMP study data, until such time as historical LMP data is available, with the details of such calculation published in a Business Practice Manual.  The ISO may reassess its determinations regarding the Credit Margin determination at any time and shall require additional Financial Security if the reassessment results in an increase in a CRR Holder’s Estimated Aggregate Liability that is not covered by a CRR Holder’s Aggregate Credit Limit (consisting of the CRR Holder’s Unsecured Credit Limit and/or Financial Security).
* * *

ISO TARIFF APPENDIX A

Master Definitions Supplement
	Credit Margin
	The quantity equal to Expected CRR Congestion Revenue minus Fifth Percentile CRR Congestion Revenue.


* * *

	CRR Auction Price
	The positive or negative price to pay or be paid for a CRR at auction.


* * *

	Expected CRR Congestion Revenue
	The net projected revenue of a CRR for the term of the CRR as calculated by the ISO based on CRR Auction Prices.


* * *

	Fifth Percentile CRR Congestion Revenue
	The calculated amount associated with a CRR that performs at the fifth percentile level with regard to a probabilistic determination of the Expected CRR Congestion Revenue.


* * *
Appendix BB
PART D. 
CANDIDATE CRR HOLDER AND CRR HOLDER REQUIREMENTS





* * *
PAGE  
              CAISO Legal & Regulatory
1
 06-20-2007

