ERCOT Impact Analysis Report for PRS

	PRR Number
	557
	PRR Title
	Late Fees and Late Fee Recovery

	Impact Analysis Date
	February 11, 2005

	Credit Impacts
	YES _______                       NO __X__
If No, skip the next two boxes.

	Has the Credit Workgroup reviewed the PRR?
	YES _______                       NO ______



	Outcome of Credit Workgroup review
	

	Cost/Budgetary Impact
	As detailed in ERCOT’s Comments, there is a current discrepancy between ERCOT systems and ERCOT Protocols in uplifting interest/Late Fees not collected from short-paying entities.
ERCOT offers the following information on the costs of changing the settlement system in order to automate the process of removing Late Fees/interest from uplift calculations when these payments are not collected from the short-paying entity.  ERCOT also offers two alternate solutions under the Evaluation of Interim Solutions section.
The estimated cost for the project is in the 6-LL budgetary range ($0-100,000).  



	Estimated Project Time Requirements*

*Unless otherwise indicated, project time requirements begin upon project initiation.
	Preliminary estimate of 3-4 months of development and testing from the time of project initiation.

	ERCOT Staffing Impacts (across all areas)
	The PRR does not introduce a new manual process; rather, it highlights a process that must be performed manually but could be automated.  The staffing effort for this manual process is tied the frequency (or infrequency) of an event in which interest/Late Fees are not collected from a short-paying entity.  
Once the system changes are implemented, there would not be significant staffing impacts in the Settlements group.  


	ERCOT Computer System Impacts
	In order to automate the system, the following system changes would need to be implemented:

a. Set up a separate class of invoices for Late Fee/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 Late Fees/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 Late Fees/interest would be short paid only to invoices classified as “Interest Invoices.” 

Advantages

a. Late Fees/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 Late Fee/interest calculations.

d. Those who were “paid” Late Fees/interest are short paid directly.

e. QSE’s are not paid Late Fees/interest until money is actually received. 

f. Even though it will not be possible to change the results of the Late Fee/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. 

These changes would be performed in-house (not by the vendor), ERCOT estimates that the cost should be less than $100,000 and take 3-4 months to develop.


	ERCOT Business Function Impacts
	Settlements functions may change depending on whether the system changes are implemented.

	Grid Operations & Practices Impacts
	None.


	Alternatives for a More Efficient Implementation (include explanation of impacts)

	N/A


	Evaluation of Interim Solutions (e.g., manual workarounds)

	Alternatively, ERCOT can handle these situations in one of two alternative ways, each with advantages and disadvantages.  

1)
As soon as an event (like a bankruptcy) occurs, ERCOT could allow the Late Fees/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 the Late Fee/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 Late Fees/interest “off-line.”  ERCOT would pay Late Fees/interest as it is received.

Advantages

a. Late Fees/interest is paid only as received.

Disadvantages

a. Calculation of Late Fees/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.



	


	Comments

	None
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