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	PRR Number
	401PRR
	PRR Title
	Partial Payments and Credit

	Recommended Action 
	Approve.

	Proposed Effective Date
	6/01/03

	Priority & Rank Assigned
	N/A

	Summary of Impact Analysis
	This is a manual process and does not impact the ERCOT computer systems.

	Benefit
	Updates ERCOT’s calculation of each QSE’s Total Estimated Liability and Estimated Aggregate Liability; and clarifies that ERCOT has the ability to offset amounts owed to and from a QSE that does not remit a payment in a timely manner.

	PRR Background
	This revision makes some modifications to the credit requirements of QSEs; modifies ERCOT’s calculation of each QSE’s Total Estimated Liability and Estimated Aggregate Liability; and clarifies that ERCOT has the ability to offset amounts owed to and from a QSE that does not remit a payment in a timely manner.  It also incorporates certain business practices currently being followed.

This PRR has been discussed by the Credit Workgroup and endorsed by the Finance and Audit Committee of the Board of Directors.   

	Protocol Revision Subcommittee Recommendation 
	PRS recommends approval as revised.

	Technical Advisory Committee Recommendation


	TAC recommends approval as recommended by PRS.


	Recommended Language


9.4.4  Partial Payments

In the event one or more Invoice Recipient(s) owing monies did not pay in full (short payment) ERCOT will follow the procedure set forth below: 

(1) ERCOT will make every reasonable attempt to collect payment from the short-paying Invoice Recipient(s) prior to one hour preceding the close of bank Business Day CPT on the day that the payment by ERCOT is disbursed to the Invoice Recipient(s).

(2) ERCOT will draw on any available security posted by the QSE(s) who did not pay the amount due.

(3) ERCOT will attempt to draw on any available line of credit to cover payment shortages.
(4) ERCOT will offset any amounts owed or to be owed from ERCOT to a short paying Invoice Recipient against amounts short paid by that Invoice Recipient, and ERCOT will apply the offset amount to cover payment shortages. 

(5) If, after executing any available line of credit or applying offset amounts, there is still insufficient funds available for ERCOT to pay all amounts in full (total short pay amount), ERCOT will deduct ERCOT administrative fees as specified in Section 9.6, Settlement Charges from the amount received and then reduce payments to all Invoice Recipients that are owed monies. The reductions will be based on a pro rata basis of monies owed to each ERCOT creditor in the settlement process for each Settlement Invoice to the extent necessary to clear ERCOT’s accounts to the extent possible on the payment date to insure revenue neutrality for ERCOT.  ERCOT shall provide payment details on all short payments and subsequent reimbursements of short pays.  Details will include dollar amounts broken down by invoice numbers settled.  In addition, ERCOT shall provide the total amount due to the market prior to applying the short pay and the short pay amount on the Invoice. 
(6)
One hundred eighty (180) days following a short pay occurrence, if sufficient funds continue to be unavailable for ERCOT to pay all amounts in full to short paid Entities, and the short paying Entity is not in compliance with a payment plan designed to enable ERCOT to pay all amounts in full to short paid Entities, the total short pay amount, less the total payments expected from a payment plan, will be collected from the QSEs representing LSEs, on a Load Ratio Share basis for the short pay period, and paid to the QSEs that were previously short paid.
(7)  To the extent ERCOT is able subsequently to collect past due funds owed by a short paying Entity, ERCOT shall allocate such funds as are collected to the earliest Invoice for which that Entity remains a short payer.  ERCOT shall use its best efforts to distribute past due funds on a pro rata basis of monies owed on the next Business Day after receipt of the monies, when sufficient funds for the relevant Operating Day are available in this settlement process.
16.2.5
QSE Financial Security


16.2.5.1
ERCOT Creditworthiness Requirements for QSEs
QSE’s must meet ERCOT’s creditworthiness requirements and maintain any minimum security amount required, as provided herein and demonstrated in a form acceptable to ERCOT.  If the QSE’s creditworthiness rating falls below the level required to support the QSE’s activity in the ERCOT market, ERCOT will suspend the QSE’s scheduling rights under these Protocols until the QSE submits additional security in accordance with this Section.  ERCOT’s election not to suspend the QSE’s scheduling rights on any particular such occasion will not preclude ERCOT from suspending the QSE’s scheduling rights on any subsequent such occasion. 


16.2.5.1.1
Requirements for Establishing Creditworthiness Rating

Minimum short term and long-term debt ratings, minimum average times/interest earning ratio (TIER) and debt service coverage (DSC) ratios, and minimum equity ratios to establish credit worthiness will be adopted by the ERCOT Board of Directors.

A QSE may meet ERCOT’s credit requirements, and is not initially required to post security, if the QSE meets one of the following requirements:

(a) Has an Entity Short-Term or Long-Term Debt Rating that meets or exceeds the Minimum Short-Term and Long-Term Debt Ratings adopted by the Board provided that the Entity shall provide (i) quarterly unaudited financial statements not later than sixty (60) days after the close of each of the issuer’s fiscal quarters, and (ii) annual audited financial statements not later than one hundred eighty (180) days after the close of each of the issuer’s fiscal year.  ERCOT may extend the period for providing annual audited statements on a case by case basis.
(b) Is an Electric Cooperative, and (i) is a Rural Utilities Service (“RUS”) power supply borrower, and (ii) achieves the average TIER and DSC coverage ratios to be approved by the ERCOT Board, as such terms are defined in the Code of Federal Regulations Chapter XVII, and (iii) maintain an equity level approved by the ERCOT Board;

(c) Is a privately held company without Short Term or Long Term Debt Ratings, and (i) has equity in the amount equal to or greater than the minimum equity level approved by the ERCOT Board for a QSE under this subsection, which may be adjusted by the Board from time to time in its discretion; and, (ii) provides its most recent audited annual, and most recent unaudited interim, financial statements and other information as requested by ERCOT on a basis approved by the ERCOT Board (such as annually, quarterly, or monthly).


16.2.5.1.2
Alternative Means of Satisfying ERCOT Creditworthiness Requirements

If the QSE’s activity in the ERCOT market is greater than the maximum unsecured credit allowed under the standards adopted by the ERCOT Board of Directors (“Unsecured Credit Limit”), the QSE will be required to submit additional alternative security  through one of the following means:

(1) Another Entity that meets or exceeds the Minimum Debt Ratings, as established by the ERCOT Board, may provide a corporate guarantee of the QSE’s liability to ERCOT in an amount equal to the QSE’s Total Estimated Liability (TEL) or Estimated Aggregate Liability (EAL), whichever is applicable, minus the QSE’s Unsecured Credit Limit; provided that the corporate guarantor meets the requirements set forth in Section 16.2.5.1.1.  The guarantee must be provided in the form of the ERCOT Board approved standard form guarantee Agreement. 
(2) The QSE may provide an irrevocable letter of credit naming ERCOT beneficiary in an amount equal to or greater than the QSE’s Total Estimated Liability (TEL) or Estimated Aggregate Liability (EAL), whichever is applicable, minus the QSE’s Unsecured Credit Limit.  ERCOT may reject the letter of credit if the issuing bank is unacceptable to ERCOT or if the conditions under which ERCOT can draw against the letter of credit are unacceptable to ERCOT.  The letter of credit must be provided in the form of the ERCOT Board approved standard form letter of credit.
(3) The QSE may provide a surety bond naming ERCOT beneficiary in an amount equal to or greater than the QSE’s Total Estimated Liability (TEL) or Estimated Aggregate Liability (EAL), whichever is applicable, minus the QSE’s Unsecured Credit Limit.  The surety bond must be executed by a surety acceptable to ERCOT, in compliance with limits established by the ERCOT Board-approved creditworthiness standards, and must be in the form of ERCOT’s standard form surety bond agreement.

(4) The QSE may deposit cash in an account designated by ERCOT with the understanding that ERCOT may draw part or all of the cash so deposited to satisfy any overdue payments owed by the QSE to ERCOT.  The account may bear interest payable directly to the QSE, provided, however, any such arrangements shall not restrict ERCOT’s immediate access to the funds.  The cash so deposited shall be in an amount equal to or greater than the QSE’s TEL or EAL, whichever is applicable, minus the QSE’s Unsecured Credit Limit. 

16.2.6
Determination and Monitoring of QSE Liability

16.2.6.1
Determination of Total Estimated Liability

ERCOT shall use Total Estimated Liability (TEL) for purposes of subsection 16.2.5.1.2 during the shorter of the first twenty-one (21) days or the first invoice cycle that the QSE conducts scheduling activities with ERCOT.  

16.2.7
Determination of Total Estimated Liability
ERCOT shall calculate the QSE’s initial Total Estimated Liability (TEL), using the following formula:  

TEL = DES x BEF x AEP x 40

Where:


TEL = Total Estimated Liability

DES = Estimated Daily Actual Load Schedule (average MWh) plus estimated Daily Actual Generation Schedule initially provided by the QSE in its Service Filing 

BEF = Balancing Energy Factor is the greater of ten percent (10%) or the estimated actual Load Imbalance or Resource Imbalance percentage for QSEs that schedule only Load or Generation; or,

 the greater of five percent (5%) or the estimated actual net Load Imbalance and Resource Imbalance percentage for QSEs that schedule both Load and Generation. . 
AEP = Average Energy Price in the ERCOT Region.  AEP is initially based upon on seasonal historic average prices for balancing energy.  

16.2.7.1
Total Estimated Liability Monitoring 

During the shorter of the first twenty-one (21) days or the first Invoice cycle of a QSE’s operation in the ERCOT market, ERCOT shall monitor the QSE’s actual outstanding liability incurred to date plus the additional forecasted liability that the QSE may incur in a 40-day settlement cycle. To the extent that ERCOT reasonably determines that the TEL so calculated is insufficient to provide adequate financial security to ERCOT, ERCOT may specify a larger TEL than would be produced by the use of the above formula.  The QSE shall maintain security in an amount sufficient to satisfy the greater of the initial TEL or the revised TEL, minus the QSE’s Unsecured Credit Limit. If at any time an Entity exceeds the 10% BEF (Load side), which is intended to account for the QSEs potential imbalance energy, collateral must be posted to cover the estimated energy use as determined by ERCOT. During the initial 21-day period, ERCOT shall monitor the QSEs actual liability to ERCOT and follow the notification procedures in accordance with this Section.

16.2.7.2
Determination of Estimated Aggregate Liability
This subsection applies to all QSEs.  After a QSE receives its first Invoice, ERCOT shall monitor daily and  calculate, at least weekly, the QSE’s Estimated Aggregate Liability (EAL) based on the formula below.  Any QSE that is required to post security is responsible, at all times, for maintaining posted security at or above the amount of their EAL, minus the QSE’s Unsecured Credit Limit.

EAL = Greater of [(ADT x 40 x SAF) + OUT] or [Highest TEL or EAL in effect during the previous 60-day period (adjusted for the SAF)] 
– less estimated TCR auction revenue (as described in Section 7.5.4) for the 60-day forward period
Where:

EAL = Estimated Aggregate Liability

TEL = Total Estimated Liability (as defined in subsection 16.2.7 above) 

ADT = Average daily transaction, which is calculated from (the sum of the Initial Settlement Statements included in the two most recent Settlement Invoices less the  TCR congestion credits for the same Invoice period)/ the number of Initial Settlement Statements included in the Invoices..
OUT = Outstanding Invoices + estimated unbilled items, to the extent not adequately accommodated in the ADT calculation above (including but not limited to Balancing Energy, Ancillary Services, resettlements, final, and true-ups) Invoices will not be considered outstanding for purposes of this calculation if prepaid on or before the second (2nd) Business Day following issuance of the Invoice.
SAF = 
Seasonal Adjustment Factor, which compares size of overall market settlement from statement to statement, and is used to more precisely forecast the liability in the period for which settlement data is not yet available.  ERCOT shall set this factor equal to 1.

To the extent that ERCOT, using commercially reasonable measures, determines that the EAL so calculated does not adequately match the financial risk to ERCOT,  ERCOT may specify a larger or smaller EAL than would be produced by the use of the above formula.  ERCOT will to the extent practical, exchange with the QSE that information utilized in determining credit requirements.  ERCOT will provide written notification to the QSE of the basis for ERCOT’s assessment of the QSE’s financial risk.  
16.2.8
Monitoring of Creditworthiness by ERCOT

ERCOT shall monitor the creditworthiness of each QSE.  With respect to a QSE that meets ERCOT creditworthiness requirements pursuant to 16.2.5.1.1, Requirements for Establishing Creditworthiness Rating, for any portion of its creditworthiness requirement, such QSE shall inform ERCOT within three (3) Business Days if it has experienced a material change that might reduce the QSE’s Unsecured Credit Limit.  ERCOT may require the QSE to meet one of  the credit requirements of subsection 16.2.5.1.2, Alternative Means of Satisfying ERCOT Creditworthiness Requirements.  If the QSE fails to promptly satisfy ERCOT creditworthiness requirements, then ERCOT may, after providing notice to each Entity represented by the QSE, suspend the QSE’s right to schedule.

With respect to QSEs meeting creditworthiness requirements using an alternative means provided in subsection 16.2.5.1.2, Alternative Means of Satisfying ERCOT Creditworthiness Requirements, for any portion of its creditworthiness requirement, each QSE is responsible, at all times, for maintaining security in an amount at or above its EAL or TEL, as applicable, minus the QSE’s Unsecured Credit Limit.  ERCOT shall promptly notify each QSE of changes to its TEL or EAL and allow the QSE a reasonable time to provide additional security if necessary to maintain compliance with subsection 16.2.5, QSE Financial Security.  If a QSE fails to provide additional security within the time allowed by ERCOT, ERCOT may, after providing notice to each Entity represented by the QSE, refuse to accept schedules from the QSE and take any other action deemed appropriate. 

16.2.9  Late Payments by QSEs
It is the sole responsibility of each QSE to ensure that amounts due to ERCOT, by such QSE and any Subordinate QSEs it has designated, are submitted on a timely basis.  Each Subordinate QSE will receive a separate invoice.  Netting of the amounts due by Subordinate QSEs is not allowed.  The amount due on the separate invoices for each Subordinate QSE must be submitted by the close of bank Business Day of the due date.  If a Subordinate QSE does not submit the full amount due by close of bank Business Day of the due date, ERCOT shall deduct the amount due by that Subordinate QSE from the QSE and/or any other Subordinate QSE of that QSE to the extent of the amount due and not paid by the late paying Subordinate QSE before calculating short payments to other ERCOT Market Participants.

Regardless of reason, if the payment is not received by ERCOT’s financial institution by close of bank Business Day of the due date, the payment will be considered to be a “Late Payment.”  An incomplete payment shall be considered a Late Payment.  In the event of a Late Payment, ERCOT will immediately contact a Senior Representative of the QSE telephonically and demand payment of the past due amount. 

In the event of a Late Payment, ERCOT may immediately draw upon a QSE’s security at any time.

ERCOT shall track the number of Late Payments received from each QSE in any rolling 12-month period.  ERCOT is hereby empowered to, and ERCOT shall, take action for Late Payment as follows:
…


16.2.9.4.1 Level I Enforcement
Under Level I Enforcement, the QSE shall comply with one of the following requirements; whichever is appropriate:

(1) If the QSE does not have security posted, the QSE shall post security, within three (3) Business Days, in an amount at or above one hundred ten percent (110%) of the amount of the QSE’s Total Estimated Liability (TEL) or Estimated Aggregate Liability (EAL), whichever is applicable.

(2) If the QSE does have security posted, the QSE shall increase its posted security, within three (3) Business Days, to an amount at or above one hundred ten percent (110%) of its TEL or EAL, whichever is applicable. 
16.2.9.4.2  Level II Enforcement

Under Level II Enforcement, the QSE shall post security in the form of a cash deposit at one hundred ten percent (110 %) of the QSE’s TEL or EAL, whichever is applicable, within two (2) Business Days.  The form of the deposit shall allow ERCOT access to the funds.  ERCOT will only access the cash deposit in the account in the event of a subsequent Late Payment by the QSE.  The account may bear interest to the QSE.

FAILURE TO COMPLY WITH INCREASED SECURITY REQUIREMENTS UNDER LEVEL I OR LEVEL II ENFORCEMENT SHALL RESULT IN SUSPENSION OF THE QSE’S RIGHT TO SCHEDULE IN THE ERCOT MARKET UNTIL SUCH SECURITY IS ESTABLISED, AND WILL CONSTITUTE GROUNDS FOR TERMINATION OF THE QSE’S AGREEMENT WITH ERCOT.

INCREASED SECURITY REQUIREMENTS UNDER THIS SUBSECTION SHALL REMAIN IN EFFECT FOR A MINIMUM OF SIXTY (60) DAYS AND SHALL REMAIN IN EFFECT THEREAFTER UNTIL ERCOT, IN ITS SOLE DISCRETION, DETERMINES TO REDUCE SUCH SECURITY REQUIREMENTS TO THE NORMALLY APPLICABLE LEVELS.

	PRR Evaluation

	Non-ERCOT Market Comparison
	No Comparison conducted.

	
	

	

	Comments Author
	Comments Summary

	CenterPoint
	Revised language.

	TIE
	Revised language.

	TXU
	Revised language.

	
	

	
	

	
	

	
	

	
	

	
	

	Sponsor

	Name
	Vanessa Spells, on behalf of the Credit Workgroup

	E-mail Address
	vspells@ercot.com

	Company
	ERCOT

	Company Address
	7620 Metro Center Drive, Austin, TX 78744

	Phone Number
	512 225 7014

	Fax Number
	512 225 7020
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