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	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
	Please review the options outlined in the comment section.
	Please review the options outlined in the comment section.
	None

	MARKET SEGMENT
	
	
	

	Consumer
	Not applicable
	Not applicable
	Unknown

	LSE:
General, Including NOIE
	Unknown
	Unknown
	None

	LSE:
CR & REP
	Unknown
	Unknown
	None

	QSE
	Unknown
	Unknown
	None

	Resource
	Unknown
	Unknown
	None

	TDSP
	Not applicable
	Not applicable
	Not applicable


	Comments


This PRR describes an approach to calculating and accounting for Late Fees that is different from the way Lodestar has in the past and currently calculates and applies Late Fees to invoices.  During the October 2004 ERCOT Board meeting, by memorandum in the Board materials, ERCOT Staff informed the Board of Directors that Staff intended to, among other things, cease accruing interest on outstanding short-pay amounts for QSE’s under a bankruptcy court approved reorganization plan that prescribe less than full payment, and adjust past credits accrued by other QSE’s to account for the inability to collect the full amount of interest.  The Finance & Audit Committee recommended referring these issues to the TAC for further consideration as to how to handle these issues in the future.  It is assumed that this PRR describes the methodology to handle Late Fees going forward.
Because Lodestar used a different approach to calculate and account for Late Fees, a manual recalculation and re-invoicing outside of Lodestar will have to take place to implement retrospectively what was presented to the Board.

Assuming the possibility of other events in which interest is not paid in full, implementation of this PRR will require ERCOT to either change Lodestar or perform additional manual recalculations and re-invoicing for each instance interest is not paid in full.
Prospectively, ERCOT can handle these situations in one of several different ways, each with advantages and disadvantages.  

1) As soon as an event (like a bankruptcy) occurs, ERCOT could allow the interest to continue accruing as currently programmed, with the understanding that if a bankruptcy court orders an interest rate different from that provided by the Protocols, a manual adjustment will have to take place  (i.e. make no system changes).


Advantages

a. ERCOT continues to charge interest/Late Fees to the defaulting entity and that interest is credited to the short-paid entities in an automated format. 
b. Visibility by the Market Participants
Disadvantages

a. On-going short payments to Market Participants are “annoying”, confusing, and may eventually be determined to be incorrect.  Any resulting excess amounts credited to QSE’s will have to be returned to ERCOT
b. Manual adjustments, when needed, can be difficult, labor-intensive and difficult to audit
2) As soon as an event (like a bankruptcy) occurs, ERCOT “turns off” the interest/Late Fee calculation in Lodestar (i.e. sets the rate to 0%) and calculates and bills interest “off-line.”  ERCOT would pay interest as it is received.

Advantages

a. Interest is paid only as received.

Disadvantages
a. Calculation of interest “off-line” is less visible to Market Participants
b. Manual calculations are less efficient, more prone to error, and difficult to audit.  If done manually, this calculation will be done in a summary manner, rather than a detailed manner. 
3) Make proposed system changes as outlined below:
a. Set up a separate class of invoices for interest credits and charges.  This class of invoices would be separate from invoices that bill “regular” settlement information.  Each QSE would receive an “Interest Invoice” and a “Regular Invoice” each week.  Having two sets of invoices would provide a mechanism to segregate interest so it can be dealt with more easily. 

b. Add code to allow the interest rate to be customized and different for each QSE, if necessary.

c. Add code to allow “write off” of receivables by amount or percent. 

d. Revise the Protocols so that short payments occur only within a class.  That is, a payment default of interest would be short paid only to invoices classified as “Interest Invoices.” 

Advantages

a. Interest charges are billed automatically to the defaulting party and credits are automatic and easily tracked to those entities being paid.
b. Visibility to the Market Participants.
c. Market Participants will be able to shadow interest calculations.
d. Those who were “paid” interest are short paid directly.
e. QSE’s are not paid interest until money is actually received. 

f. Even though it will not be possible to change the results of the interest calculations once they have been posted on an interest invoice -- interest rates can be changed prospectively and “write offs” can be done systematically and transparently.
g. This approach should be much easier to audit. 

Disadvantages

a. Requires a system change with an estimated cost of $ 100,000.
Several factors may influence the solution chosen:

1) Bankruptcy is the event most likely to require adjustment of the interest rate.
2) At the time a bankruptcy is filed, we cannot know what interest rate – if any – the court will allow.  

3) ERCOT expects this issue to come up infrequently.

In addition, ERCOT suggests that the language in subsection 9.4.6, Late Fees, be clarified to reflect that, in the event of a default, ERCOT shall calculate Late Fees based on the ERCOT Fee Schedule or in a manner approved by a Governmental Authority.  ERCOT offers revised language to that effect.
	Revised Proposed Protocol 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 the 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 pledged to ERCOT by the QSE(s) who did not pay the amount due.

(3)
ERCOT will offset or recoup 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 amount offset or recouped to cover payment shortages.

(4)
If, after taking the actions set forth in items (2) and (3), above, ERCOT still does not have sufficient funds to pay all amounts in full (total short pay amount), ERCOT will deduct ERCOT administrative fees as specified in Section 9.6, Settlement Charges, and payments for RMR Services from the amount received or collected and then reduce payments to all Invoice Recipients owed monies from ERCOT except for monies owed for RMR Services.  The reductions will be based on a pro rata basis of monies owed to each ERCOT creditor, for services other than RMR Services, 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 ensure revenue neutrality for ERCOT.  ERCOT shall provide to all QSEs payment details on all short payments and subsequent reimbursements of short pays.  Details will include the identity of and dollar amount attributable to each short-paying QSE and dollar amounts broken down by Invoice numbers.  In addition, ERCOT shall provide the total amount due to the Market Participants prior to applying the short pay and the short pay amount on the Invoice.

(5)
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 (excluding interest or late fees) 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 (excluding interest or late fees) 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, using the Load Ratio Share for the calendar month two months prior to the date on which the Invoice is issued, and paid to the QSEs that were previously short paid.  Any uplifted short payment amount greater than two and one half million dollars ($2,500,000) shall be scheduled such that two and one half million dollars ($2,500,000) is charged on each set of invoices until the total short payment amount is uplifted.  Short pay Invoices shall be issued at least thirty (30) days apart from each other.  Payments will be due on the date specified on the short pay Invoice.  Any short and late payments will be handled pursuant to Section 9.4.4, Partial Payments and 9.4.6, Late Fees, respectively.
(6)
Upon the entrance of a payment plan with a short pay Entity, ERCOT will post to the ERCOT website:

(a)
the short pay plan;

(b)
the schedule of quantifiable expected payments; and

(c)
the Invoice dates to which the payments will be applied.  The schedule will be updated when or if modifications are made to the payment schedule.

(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.

9.4.6
Late Fees

The defaulting Invoice Recipient shall pay late fees (“Late Fees”) to ERCOT on the default amount for the period from and including the date on which the payment was originally due through the date on which ERCOT receives the payment, together with any related costs incurred by ERCOT.  ERCOT shall calculate Late Fees based on the ERCOT Fee Schedule or in such other manner as approved by a Governmental Authority. 
ERCOT shall distribute to the short-paid Entities, on a pro rata basis of monies owed to each such Entity, any Late  Fees collected from the short-paying Entity , less ERCOT’s costs. If no Entities were short paid, ERCOT will apply the Late Fees collected to the Equalization Adjustment described in Section 9.6.2, Equalization Adjustment.
******************************************************************************

In the event PRS chooses option number 3, ERCOT suggests that the following language be added to subsection 9.4.6, Late Fees:

Settlement Interest Invoices will be generated and posted weekly and essentially have the same requirements and features of the Settlement Invoices.  The weekly Settlement Interest Invoice will contain all Late Fee charges or credits produced in the last seven (7) days from the prior Settlement Interest Invoice.  Payment and short payment of the Settlement Interest Invoices shall be handled separately from the Settlement Invoices.
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