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14 SHORT PAY AND MARKET PARTICIPANT DEFAULT PROCESS 

14.1 Short Pay and Market Participant Default Process Overview
A Payment Breach occurs when an Invoice Recipient owing funds to ERCOT fails to pay the full amount owed by the Invoice due date. Whether a partial payment (short-pay) has been made or no payment for the Invoice by the due date, that Invoice Recipient is considered to be in default under all agreements between itself and ERCOT. In such instances, ERCOT shall make every reasonable effort to collect payment from each short-paying Invoice Recipient before ERCOT is due to pay Invoice Recipients using those collected funds. If ERCOT is unable to collect funds before payment to Invoice Recipients is due, ERCOT may enact Payment Breach and Late Payment remedies. 
14.1.1 Reference Materials and Documents
(1) ERCOT’s required responses to Market Participant short payments and defaults are outlined in the Protocol sections listed below: 

· Section 9.7.4, Late Fees and Late Fee Invoices for the Settlement Invoices
· Section 9.11.3, Partial Payments by Invoice Recipients for CRR Auction Revenue Distribution 

· Section 9.19, Partial Payments by Invoice Recipients

· 9.19.1 Default Uplift Invoices

· 9.19.2 Payment Process for Default Uplift Invoices

· Section 16.11.6 Payment Breach and Late Payments by Market Participants
· 16.11.6.1 ERCOT’s Remedies

· 16.11.6.2 ERCOT’s Remedies for Late Payments by a Market Participant

(2) Commercial Operations Handbook Section 7, ERCOT Invoice and Settlement Process, provides a summary of ERCOT Invoices, including examples, descriptions, and timing information.
(3) ERCOT Fee Schedule lists the names, Protocol references, and calculation/rate/comments for all ERCOT fees currently in effect. 
The ERCOT Fee Schedule can be found on the Market Information System (MIS) Public Area as well as ERCOT.com. 
(4) Settlement Calendar is an extract that denotes, for each operating day, when a Settlement Statement is issued, when a Settlement Invoice is issued, when payment is due, when 

(5) Settlement and billing disputes must be submitted and timing details for any scheduled resettlement. 
The Settlements Calendar Extract can be found on the MIS Public Area as well as ERCOT.com. More information can be found in ERCOT Protocols 9.1.2.
14.1.2 Market Participant Short Pay Process Overview Diagram
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14.1.2.1  ERCOT Late Fee Invoices
(1) Late Fee Invoice Process: 
A short-paying or non-paying Settlement Invoice or Default Uplift Invoice Recipient shall pay late fees on the short-paid amount plus transaction costs until ERCOT receives the un-paid amount in full or ceases charging late fees to uplift the defaulted amount. Late fee terms are specified in the ERCOT Fee Schedule. No Market Notice will be sent for Late Fee Invoices. Late Fee Invoices shall be posted on the MIS Certified Area on the tenth calendar day after the end of the month; if that day is not a Business Day, on the next Business Day thereafter. Actual Invoice posting dates can be found on the Settlement Calendar. 
(2) Market Participant late fee payment process:

Payment for Late Fee Invoices are due on the applicable payment due date whether or not there is any Settlement and billing dispute regarding the amount of the payment. The Late fee payment process can be found in Protocols 9.7.4(6). 
(3) Late fee revenue distribution:
Late Fee Invoice revenue is distributed to short-paid Invoice Recipients. Late fee revenues less ERCOT transaction costs shall be distributed on a pro rata basis of monies owed by ERCOT to each Invoice Recipient. No Market Notice or Invoice will be issued for revenue distribution. Late Fee Invoice revenue is not applied to the original unpaid Invoice amounts.
(4) ERCOT response to unpaid Late Fee Invoices
If Late Fee Invoices are short paid, ERCOT shall reduce payments to all Late Fee Invoice Recipients owed monies by ERCOT to achieve revenue neutrality. Reductions will be based on a pro rata basis of monies owed to each underpaid Invoice Recipient. ERCOT will not send a Market Notice or secondary Invoice in the event of short-paid late fees. 
14.1.2.2 ERCOT Revenue Neutrality
(1) ERCOT’s initial process for collecting funds from short-paying Invoice Recipients: 

In order to maintain revenue neutrality, ERCOT shall attempt to collect all short-paid funds from the breaching Market Participant before ERCOT is due to pay Invoice Recipients. In addition to the steps below, ERCOT may enact any Payment Breach remedy discussed in Handbook section 14.1.3. ERCOT shall: 

1) Attempt to contact a breaching Market Participant telephonically and via written notices to demand payment 

2) Draw up to 5% of the breaching Market Participant’s pledged collateral

3) Offset or recoup any amounts ERCOT owes to the short-paying Market Participant by holding that Market Participant’s credit Invoices 
(2) ERCOT’s response to unpaid Settlement and CARD Invoices
If after the above actions ERCOT does not have sufficient funds to meet its obligations, ERCOT shall reduce payments to all Invoice Recipients owed monies to achieve revenue neutrality. ERCOT shall deduct any applicable administrative fees, payments for Reliability Must Run (RMR) Services, amounts calculated for the Congestion Revenue Rights (CRR) Balancing Account, and CRR shortfall charges from the amounts received or collected by ERCOT and reduce payments on a pro rata basis of monies owed to Invoice Recipients except for monies owed for RMR Services. ERCOT shall send a Market Notice detailing the short pay and subsequent reimbursement. This Market Notice is the only location the short paid amount appears; the amount will not appear on a statement or Invoice nor will previously issued statements and Invoices be updated. The short-paid amount will not be posted to the MIS. A short-paid Invoice Recipient will see an amount outstanding after payment posting; this amount is the short paid amount.
The original breaching Invoice Recipient is still responsible for all funds short-paid, including late fees, even if ERCOT terminates agreements with that Market Participant. 
(3) Payment Plans
ERCOT may enter into a payment plan with a short-pay Invoice Recipient when required by a bankruptcy court. When a plan is agreed upon between ERCOT and the Invoice Recipient, ERCOT shall post plan details, including Invoice dates to which the payments will be applied, to the MIS Secure Area.
(4) Revenue distribution on short-paid Invoices before Default Uplift process: 
ERCOT may collect funds before a Default Uplift Invoice process occurs. These funds will be applied to the earliest short-paid Invoice for that short-paying Invoice Recipient. Funds shall be distributed on a pro rata basis of monies owed by ERCOT to Invoice Recipients when the cumulative amount of undistributed funds exceeds $50,000. If funds do not exceed $50,000 before a Default Uplift occurs, these undistributed funds will be applied against unpaid Invoices in conjunction with the uplift process’s recovered funds. ERCOT shall distribute funds quarterly by the 15th Business Day following the end of a calendar quarter for a short paying Entity.
14.1.2.3 ERCOT Default Uplift Invoice

(1) Process for Default Uplift Invoicing: 
If, 180 days after a short payment occurs, sufficient funds continue to be unavailable for ERCOT to pay all Settlement obligations in full (excluding late fees) to short-paid entities, ERCOT shall cease charging late fees to short-paying Market Participants (unless ERCOT deems late fees uncollectible before 180 days after a short-paid Invoice). All short-paid Settlement amounts, less the amount expected to be collected through a 

payment plan shall then be uplifted to each Counter Party’s (CP) registered Qualified Scheduling Entities (QSE) and CRR Account Holders (CRRAH) participating in the ERCOT market.
Each CP’s share of the uplift is first calculated using True-Up Settlement data for each Operating Day in the month prior to the month in which the default occurred and is assigned to each CP based on the greatest of the CP’s MWh market activity. These uplifted amounts will then be invoiced to the CP’s registered QSEs or CRRAHs on the pro-rata share of MWh that the QSE or CRRAH contributed to its CP’s maximum MWh activity ratio share. 
The calculation for allocation can be found in Protocols 9.19.1. No greater amount than $2,500,000 is charged on each set of Default Uplift Invoices. If the short-paid amount exceeds $2,500,000, multiple sets of Default Uplift Invoices will be scheduled 30 days apart from each other. 
ERCOT will issue a Market Notice to alert Market Participants to the timing for a Default Uplift and repayment of the short pay. Short-paid amounts will be uplifted via the Default Uplift Invoice posted on the MIS Certified Area. 
(2) Market Participant Default Uplift payment process:

Each Invoice Recipient shall pay any net debit shown on the payment due date whether or not there is any Settlement and billing dispute regarding the amount of the debit. Default Uplift payment process can be found in Protocols 9.19.2.1. 
(3) Default Uplift revenue distribution:
Funds collected from the uplift process, along with any undistributed funds collected prior to the uplift process that did not exceed $50,000, shall be paid by ERCOT to short-paid Invoice Recipients on the next Bank Business Day that is also a Business Day after payments are due from Default Uplift Invoice Recipients. ERCOT automatically credits short-paid Market Participants; ERCOT will neither send a new Invoice nor a new Market Notice alerting Market Participants of payment. The credit is applied to the original short-paid Invoices.
(4) ERCOT’s response to unpaid Default Uplift Invoices: 

Any short and late payments of Default Uplift Invoices must be handled under Protocols Section 9.7.4, Late Fees and Late Fee Invoices for the Settlement Invoices, and Section 9.19, Partial Payments by Invoice Recipients, respectively, as discussed above. 

(5) Revenue distribution after Default Uplift:
ERCOT may collect funds from Invoice Recipients whose short-paid amount was previously uplifted to Market Participants. ERCOT will distribute this revenue to Entities that paid Default Uplift Invoices using the same allocation method as when the short-paid amount was uplifted. For example, if an Entity received 5% of the uplift cost during the 

uplift process, that Entity would be paid a 5% share of any funds collected after the uplift process. ERCOT will distribute funds via a Miscellaneous Invoice posted to the MIS Certified Area. 
14.1.3 ERCOT Payment Breach Remedies

It is the sole responsibility of the Market Participant to ensure that funds owed to ERCOT are paid in full by the due date.  Upon Payment Breach, ERCOT may enact the below-listed remedies, in addition to any other rights or remedies ERCOT has under any agreement, Protocols, or common law. For more information, see Protocols 16.11.6.1 unless otherwise noted. 

(1) Late fees assessed to breached Market Participant (See Handbook 14.1.2.1 above)

(2) No payments by ERCOT to Market Participant

(3) ERCOT may draw on, hold, or distribute funds

(4) Aggregate amount owed by breaching Market Participant immediately due

(5) Repossession of CRRs by ERCOT

(6) Declaration of forfeit of CRRs

(7) Revocation of a Market Participant’s rights and termination of agreements 
14.1.4 ERCOT Late Payment Remedies

If a Market Participant makes a payment, partial payment, or collateral call to ERCOT after the due date and time, that payment is a “Late Payment.” ERCOT shall track the number of Late Payments received from each Market Participant in each rolling 12-month period for purposes of imposing remedies at increasing Enforcement Levels I - III.  Actions associated with each Enforcement level and each late payment can be found in Protocols Section 16.11.6.2. 
Commercial Operations & Settlement Handbook

1
Commercial Operations Market Guide –December 1, 2008
Page 2 of 8
PUBLIC

_1384244264.vsd
�

�

Market Participant short-pays Settlement, or Default Uplift Invoice


ERCOT assesses Late Fee Invoices


ERCOT contacts breaching Market Participant demanding payment via telephone or writing


ERCOT draws on breaching Market Participant’s pledged security (up to 5%)


ERCOT recoups funds by holding breaching Market Participant’s credit Invoices


ERCOT does not collect enough funds to cover obligations. ERCOT deducts applicable fees and short-pays Invoice Recipients


Insufficient funds remain after 180 days. ERCOT ceases charging breaching Market Participant late fees. 


ERCOT sends Market Notice alerting market to short pay and subsequent reimbursements.


ERCOT uplifts Settlement and previous Default Uplift short-paid amounts to QSEs and CRRAHs. Default Uplift Invoice posted to MIS Certified Area.


ERCOT sends Market Notice describing Uplift timing and repayment of short-pay


ERCOT posts Late Fee Invoices to the MIS Certified Area on 10th calendar day of following month.


Breaching Market Participant pays Late Fees


Breaching Market Participant pays short-paid amount before Default Uplift


ERCOT distributes revenues less ERCOT transaction costs on a pro rata basis of monies owed to each invoice Recipient. Distribution occurs via the 2-day, 2-step process.


ERCOT distributes funds by 15th Business day after a calendar quarter ends on a pro rata basis of monies owed


ERCOT posts Miscellaneous Invoice to MIS Certified Area


Breaching Market Participant pays short-paid amount after Default Uplift


ERCOT posts Miscellaneous Invoice to MIS Certified Area


ERCOT distributes funds to Entities that paid Uplift Invoices using same allocation method as in default uplift process


ERCOT may enter into a Payment Plan with breaching Market Participant


Payment Plan details posted to MIS Secure Area **


ERCOT distributes Uplift revenue to previously short-paid Invoice Recipients on a pro rata basis of monies owed


Distribution of Revenue from Breached Market Participants


Short-Pay Process


** CARD Invoice short-pay process ends. CARD Invoice default amount not uplifted.


Market Participant short-pays CARD Invoice


Market Participant short-pays Settlement, or Default Uplift Invoice



