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Date:
October 8, 2002

To:
Board of Directors

From:
 Maxine Buckles

Subject:  Foreign Guarantees

Issue for the ERCOT Board of Directors

ERCOT Board of Directors Meeting Date:  October 15, 2002

Agenda Item:  9b

	Issue:  Some QSEs have requested that they be permitted to meet the alternative creditworthiness requirements of the Protocols by submitting guarantees provided by foreign corporations.  



	Background/History:  Some QSEs are U.S. subsidiaries of non-U.S. corporations.  In bilateral trades with other market participants, these QSEs often submit the guarantees of their parent corporations.  These QSEs have sought to meet their ERCOT creditworthiness requirements by tendering such guarantees.  Often, the parent corporation does not have any significant assets in the U.S.  Therefore, enforcement of the guarantee would have to be accomplished by obtaining a judgment that would be enforceable against the parent in a country where the parent had sufficient assets.  Several countries have reciprocal enforcement treaties with the U.S., and corporations that enter into such arrangements generally offer guarantees subject to New York law.  



	Key Factors Influencing Issue:  

1. Many of the ERCOT Market Participants currently have credit relationships whereby guarantees of foreign parent companies or other corporations are accepted. 

2. ERCOT does not have internal resources with knowledge of New York law, or the ability to enforce foreign guarantees.  Therefore, ERCOT would have to retain a law firm for preparation of a standard form for such guarantees, and for such enforcement.  



	Alternatives: 


1.  Do not authorize ERCOT to accept foreign guarantees.

2.  Authorize ERCOT to accept foreign guarantees for entities that meet the attached qualifications, and to engage the services of a law firm to draft a standard form foreign guarantee and to enforce any such guarantees accepted by ERCOT, if necessary.



	Conclusion/Recommendation:  

Alternative 2 has received support and endorsement from the Finance & Audit Committee and the Credit Workgroup of the Finance & Audit Committee.  ERCOT staff recommends the adoption of Alternative 2.




Proposal for Utilization of the Foreign Guarantee in the ERCOT Market

If a QSE is required to supply alternate credit support, that QSE may request the approval of the guaranty of a foreign corporation. ERCOT may accept the guaranty if the foreign guarantor: (a) meets all of the requirements that otherwise apply to a guarantor as stated in Section 16.2.5.1.1 of the ERCOT Protocols, (b) maintains a Sovereign rating of AA+ - S&P and Aa1 – Moody’s or better (c) is in a country that has reciprocity agreements with the US regarding enforcement and collection of guarantee agreements (d) provides audited financial statements consistent with US GAAP or IAS and (e) maintains a registered Texas Agent. 

 Credit Standards for Rated Entities

   Minimum Equity US $100,000,000

	S&P
	Moody’s
	Max Unsecured Line as % of Shareholders Equity – Not to exceed US $10 million

	AAA
	Aaa2
	0.00 to 1.5%

	AAA-
	Aaa3
	0.00 to 1.5%

	AA+
	Aa1
	0.00 to 1.48%

	AA
	Aa2
	0.00 to 1.43%

	AA-
	Aa3
	0.00 to 1.35%

	A+
	A1
	0.00 to 1.28%

	A
	A2
	0.00 to 1.18%

	A-
	A3
	0.00 to 1.05%

	BBB+
	Baa1
	0.00 to .90%

	BBB
	Baa2
	0.00 to .70%

	BBB-
	Baa3
	0.00 to .35%

	Below BBB-
	Below Baa3
	Security Required


Collection activity will be consistent with current collection activity as documented in the ERCOT Protocols. 
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