Protocol Revision Request


	PRR Number
	744
	PRR Title
	Revision to 16.2.8, Monitoring of Creditworthiness by ERCOT

	Date Posted
	10/31/07

	
	

	Protocol Section(s) Requiring Revision (Include Section No. and Title)
	16.2.8, Monitoring of Creditworthiness by ERCOT

	Requested Resolution (Normal or Urgent, and justification for Urgent status)
	URGENT.  ERCOT recently issued a market notice requesting financial statements from QSEs regardless of whether they are relying on a guarantor for creditworthiness, and no longer will accept only the financial statements of the QSE’s guarantor which provides the guarantee of payment.  The protocol revision is necessary to conform the requirement to be consistent with credit industry practice that providing only the guarantor’s financial statements is acceptable.  ERCOT requested the information by October 29, 2007 and subsequently informed the Credit Working Group (CWG) of an extension until after the next CWG meeting at which this requirement will be discussed. 

	Revision Description
	The revision ensures that ERCOT will receive and accept as sufficient from the QSE, financial statements of the QSE or a guarantor if a guarantee is being provided for the purpose of determining the QSE’s creditworthiness.

	Reason for Revision
	Section 16.2.8 requires a QSE and its guarantor to provide unaudited quarterly and audited annual financial statements to ERCOT for creditworthiness monitoring. Bilateral credit practices typically only require the financial statements of either the contracting entity or the guarantor, as there is only one entity whose creditworthiness is relied upon.   QSEs that are subsidiaries of larger organizations generally do not prepare audited financial statements at the subsidiary level, and in many cases, financial statements at the subsidiary level are not prepared at all. This revision conforms the protocols to industry credit practice.

	Overall Market Benefit
	Conforms the Protocols to industry standard credit practices.

	Overall Market Impact
	None.

	Consumer Impact
	None.

	Credit Implications 

(Yes or No, and summary of impact)
	None.  The revision ensures continued provision of financial statements such that ERCOT may determine the QSE’s creditworthiness.

	Relevance to Nodal Market 
(Yes or No, and summary of impact)
	Yes.  The language included in the nodal protocol will require updating. 

	Nodal Protocol Section(s) Requiring Revision 

(Include Section No. and Title, and submit NPRR if applicable)
	16.11.5, Monitoring of a Counter-Party’s Creditworthiness and Credit Exposure by ERCOT


	Quantitative Impacts and Benefits


	Assumptions
	1
	The PRR is administrative and does not require a change in ERCOT staffing, computer systems, or business practices since ERCOT already monitors this information.

	
	2
	

	
	3
	

	
	4
	

	Market Cost
	
	Impact Area
	Monetary Impact

	
	1
	None.
	None.
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	4
	
	

	Market Benefit
	
	Impact Area
	Monetary Impact

	
	1
	Conforms protocols to credit industry practice.
	Avoids increased cost of preparing and auditing financial statements.
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	4
	
	

	Additional Qualitative Information
	1
	See above.
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	4
	

	Other Comments
	1
	None.
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	3
	

	
	4
	


	Sponsor

	Name
	Kevin Gresham

	E-mail Address
	kgresham@reliant.com

	Company
	Reliant Energy, Inc.

	Phone Number
	713.497.7352

	Cell Number
	

	Market Segment
	IPM


	Market Rules Staff Contact

	Name
	Diana Zake

	E-Mail Address
	dzake@ercot.com 

	Phone Number
	(512) 225-7033


	Proposed Protocol Language Revision


16.2.8
Monitoring of Creditworthiness by ERCOT

ERCOT shall monitor the creditworthiness and credit exposure of each QSE.  To enable ERCOT to monitor creditworthiness, each QSE shall provide to ERCOT:

(1)
its own or its guarantor’s quarterly unaudited financial statements no later than sixty (60) days after the close of each of the issuer’s fiscal quarters; and

(2)
its own or its guarantor’s annual audited financial statements no later than one hundred twenty (120) days after the close of each of the issuer’s fiscal year;

Provided, however, that if a QSE’s or its guarantor’s financial statements are publicly available electronically and the QSE provides to ERCOT sufficient information to access those financial statements, then the QSE shall be deemed to have met this requirement.  ERCOT may extend the period for providing annual audited statements on a case-by-case basis.

With respect to a QSE that meets ERCOT creditworthiness requirements pursuant to Section 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 and  ERCOT may then require that QSE to meet one of the credit requirements of Section 16.2.5.1.2, Alternative Means of Satisfying ERCOT Creditworthiness Requirements.  If the QSE fails to promptly satisfy ERCOT creditworthiness requirements, ERCOT may take remedial action as set forth in these Protocols and provide notice thereof to each Entity represented by the QSE.

With respect to a QSE meeting creditworthiness requirements using an alternative means provided in Section 16.2.5.1.2, Alternative Means of Satisfying ERCOT Creditworthiness Requirements, for any portion of its creditworthiness requirement, that QSE is responsible, at all times, for maintaining security in an amount at or above its TEL, EAL and NLRI, as applicable, minus the QSE’s Unsecured Credit Limit.  ERCOT shall promptly notify each QSE of changes to its TEL, EAL and NLRI and allow the QSE time, as set forth in paragraph (1) below, to provide additional security, if necessary, to maintain compliance with Section 16.2.5, QSE Financial Security.  If a QSE fails to provide additional security within the time allowed by ERCOT, ERCOT may take remedial action as set forth in these Protocols and provide notice thereof to each Entity represented by the QSE.

ERCOT shall notify a QSE’s authorized representative(s) and credit contact when the QSE’s EAL reaches ninety percent (90%) of its posted security.  ERCOT shall electronically issue a warning advising the QSE that it should consider increasing the amount of security posted with ERCOT.  However, ERCOT’s failure to issue that warning does not prevent it from exercising any of its other rights under this Section 16.  If the QSE does not provide additional security by 1500 (i.e., 3:00 pm) on the second Bank Business Day from the date on which ERCOT provided notification, then ERCOT may notify the Entities the QSE represents of the QSE’s potential suspension.

A QSE’s scheduling privilege may be suspended when the sum of its TEL, EAL and NLRI equals or exceeds one hundred percent (100%) of its posted security.  The QSE is responsible, at all times, for managing its TEL, EAL and NLRI or posting additional security in order to avoid reaching its credit limit.  Any failure by ERCOT to issue a notification as set forth in this subsection shall not relieve the QSE of the obligation to maintain security in an amount equal to or greater than its TEL, EAL and NLRI.  To the extent that a QSE fails to maintain security in an amount equal to or greater than its TEL, EAL, and NLRI, ERCOT shall take the following actions:

 (1)
ERCOT shall promptly notify the QSE, on a Business Day, of the amount by which the QSE must increase its security and allow the QSE: (a) until 1500 on the second Bank Business Day from the date on which ERCOT delivered notification to increase the QSE’s security if ERCOT delivered its Notice before 1500 on a Business Day, or (b) until 1700 on the second Bank Business Day from the date on which ERCOT delivered notification to increase the QSE’s security if ERCOT delivered its Notice after 1500 but prior to 1700 on a Business Day.  ERCOT shall notify the QSE’s authorized representative(s) and credit contact if it has not received the required security by 1530 on the day on which the security was due; however, failure to notify the QSE’s representatives or contacts that ERCOT did not receive the required security does not prevent ERCOT from exercising any of its other rights under this Section 16.

(2)
ERCOT: (a) may require the QSE to self-arrange all of its Ancillary Service Obligations and (b) shall not permit the QSE to bid for Ancillary Services until it has posted the additional security.

(3)
At the same time as it notifies the QSE, ERCOT may promptly notify each LSE and Resource represented by the QSE that it may have to designate a new QSE(s) if its QSE fails to increase its security.

(4)
If the QSE posts the additional security by the deadline in paragraph (1) above, then ERCOT may notify each LSE and Resource represented by the QSE of that fact and permit the QSE to resume procuring Ancillary Services through ERCOT to meet the QSE’s Ancillary Service Obligations.

(5)
If the QSE fails to post the additional security by the deadline in paragraph (1) above,  ERCOT may suspend the QSE’s right to schedule and shall notify the affected LSE(s) and Resource Entity(ies) that the QSE has failed to post the required security.  In the event that ERCOT suspends some or all of a QSE’s rights, the affected Resource Entity(ies) and LSE(s) shall meet the requirements in Section 16.2.13, Designation as an Emergency QSE or Virtual QSE.

(6)
Notwithstanding any of the foregoing, upon ERCOT’s notification to a QSE that the sum of its TEL, EAL and NLRI equals or exceeds one hundred percent (100%) of its posted security, until the QSE posts the required collateral, ERCOT shall not make payments to that QSE up to the amount of the additional required collateral.  The payments that ERCOT will not make to that QSE include TCR Revenues, TCR Credits, reimbursements for short payments and any other reimbursements or credits under any other agreement.  ERCOT may retain all such amounts until the QSE has fully complied with its security and/or collateral posting obligations under the Standard Form Market Participant Agreement, other agreements, and/or these Protocols.
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