Protocols Revision Request


	PRR Number
	551
	PRR Title
	Security Interest

	Protocol Section(s) Requiring Revision (include Section No. and Title)
	16.2.5.1.2, Alternative Means of Satisfying ERCOT Creditworthiness Requirements

16.8.1.5.3, Alternative Means of Satisfying ERCOT Creditworthiness Requirements

	Requested Resolution (Normal or Urgent)
	Normal

	Revision Description
	This PRR adds additional language to the Protocols to greater protect ERCOT Market Participants in the event of a bankruptcy.

	Reason for Revision
	To provide greater protection to ERCOT Market Participants in the event of a bankruptcy.

	Credit Implications (Yes or No, and summary of impact)
	

	

	Timeline

	Date Posted
	10/15/04

	Please see the Master List on the ERCOT website for current timeline information.


	Sponsor

	Name
	Andrew Gallo

	E-mail Address
	agallo@ercot.com

	Company
	ERCOT

	Company Address
	7620 Metro Center Dr.

	Phone Number
	512-225-7065

	Fax Number
	512-225-7067


	ERCOT/Market Segment Impacts and Benefits


Instructions:  To allow for comprehensive PRR consideration, please fill out each block below completely, even if your response is “none,” “not known,” or “not applicable.”  Wherever possible, please include reasons, explanations, and cost/benefit analyses pertaining to the PRR.

	
	Impact
	Benefit

	
	Business
	Computer Systems
	

	ERCOT
	None
	None
	Better protection in case of bankruptcy of a QSE or TCR Account Holder

	MARKET SEGMENT                      
	
	
	

	Consumer
	None
	None
	Better protection in case of bankruptcy of a QSE or TCR Account Holder

	LSE:
General, Including NOIE
	None
	None
	Better protection in case of bankruptcy of a QSE or TCR Account Holder

	LSE:
CR & REP
	None
	None
	Better protection in case of bankruptcy of a QSE or TCR Account Holder

	QSE
	None
	None
	Better protection in case of bankruptcy of a QSE or TCR Account Holder

	Resource
	None
	None
	Better protection in case of bankruptcy of a QSE or TCR Account Holder

	TDSP
	None
	None
	Better protection in case of bankruptcy of a QSE or TCR Account Holder


	Proposed Protocol Language Revision


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 applies, minus the QSE’s Unsecured Credit Limit.  Each QSE agrees that ERCOT has a security interest in all property delivered by the QSE to ERCOT from time to time in order to meet the creditworthiness requirements and that such property secures all amounts owed by the QSE to ERCOT.
=====================================================================

16.8.1.5.3
Alternative Means of Satisfying ERCOT Creditworthiness Requirements

If a TCR Account Holder does not meet the creditworthiness qualifications above, the TCR Account Holder may satisfy ERCOT’s creditworthiness requirements through one of the following means:

(a)
Another Entity that meets or exceeds the Long-Term or Issuer Rating and equity level, as established by the ERCOT Board, may provide a corporate guarantee of the TCR Account Holder’s liability to ERCOT, provided that the corporate guarantee issuer shall provide annual audited financial statements not later than thirty-days (30) after the close of each of the issuer’s fiscal year.

(b)
The TCR Account Holder may provide an irrevocable letter of credit naming ERCOT beneficiary in an amount equal to or greater than the TCR Account Holder’s maximum liability amount.  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.

(c)
The TCR Account Holder may deposit cash in an account designated by ERCOT with the understanding that ERCOT may draw part or all of the cash deposit to satisfy any overdue payments owed by the TCR Account Holder to ERCOT.  The account may bear interest payable directly to the TCR Account Holder, provided, however, any such arrangements shall not restrict ERCOT’s immediate access to the funds.  The cash deposit shall always be an amount equal to or greater than the TCR Account Holder’s estimated and actual liability amount.  Each TCR Account Holder agrees that ERCOT has a security interest in all property delivered by the TCR Account Holder to ERCOT from time to time in order to meet the creditworthiness requirements and that such property secures all amounts owed by the TCR Account Holder to ERCOT.
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