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InterOffice Memo
	To:
	Government Affairs

	From:
	A. Ibrahim

	Date:
	November 8, 2001

	Subject:
	Credit worthiness – Participation Requirements - ISOs


This memorandum is prepared by Regulatory Analytics to explain the credit worthiness requirements for participation in the different ISOs in the US and Canada.  The primary sources for this summary are available at your first request.  

In USA

1. NYISO Credit Policy
2. New England Power Pool Credit Policy
3. PJM Credit Policy
4. CA ISO Credit Policy
5. ERCOT (Pending).

In Canada

1. Alberta Power Pool
2. Ontario IMO Credit Policy
NYISO Credit Policy
The NYISO has established the following creditworthiness policy to ensure that customer can meet its obligations and to protect against the risk of non-payment of invoices.  A summary of this policy is as follows:

1. To assure credit worthiness, a NYISO customer may provide a cash deposit, an unconditional and irrevocable letter of credit (from an acceptable American or Canadian Bank with A credit rating from S&P, or A2 by Moody’s), or obtain corporate guarantee from its parent company for all financial obligations under the tariffs; assuming that the parent company complies with credit ratings acceptable.  The amount of the instrument equals the sum of the customer’s obligations to the NYISO for three months (the greatest over a rolling 12-month period).

2. In lieu of cash deposits, letters of credit, or corporate guarantee, the customer must submit initially, and annually thereafter, a current debt-rating agency of a minimum of “BBB” or “Baa2” by SP, or Moody’s respectively.  

3. Any services provided under the Tariff may be terminated either immediately (for Service Tariffs) or upon 60 days prior notice (OATT) if the customer fails to demonstrate its creditworthiness.  

4. A NYISO customer must immediately inform the NYISO of any material change in its financial position.
New England Power Pool Credit Policy

The NEPOOL has established the following creditworthiness policy to ensure that participants can meet their obligations and to protect against the risk of non-payment of invoices.  A summary of this policy is as follows:

1. Generally, any Applicant or Participant that does not have an investment grade rating by either S&P’s, Moody’s, Duff & Phelps, or Fitch (or in the case of Applicants or Participants that are not rated themselves, any Applicant or Participant that does not have outstanding debt with such a rating) will be required to provide financial assurances, as described below.

2. Each Participant is responsible for informing NEPOOL in writing within ten business days of any material change in its financial status.  A material change in financial status includes, but is not limited to, the following: a downgrade to a below investment grade rating of senior long term debt by a major rating agency, being placed on credit watch with negative implication by a major rating agency if senior long term debt does not have an investment grade rating, a bankruptcy filing, insolvency, a report of a significant quarterly loss or decline of earnings, the resignation of key officer(s), and/or the filing of a material lawsuit that could materially impact financial results.  A Participant’s failure to provide this information may result in termination proceedings by NEPOOL. 

3. Applicants or Participants that do not satisfy the rating requirement or NEPOOL's credit review process must submit instead one of the following additional financial assurances: cash deposit, letter of credit or performance bond. The amount of financial assurance is based on their average monthly charges, with a maximum of 3 ½ months’ NEPOOL Charges, when the monthly charge is larger than $50,000. 

4. An irrevocable corporate guaranty obtained from a Participant’s affiliated company (“Guarantor”) for the full value of the Financial Assurance Requirement, may also be an acceptable form of financial assurance to NEPOOL (assuming that the affiliated company complies with credit ratings acceptable).

5. A Participant that does not satisfy the rating requirement may request that, in lieu of providing one of the additional financial assurances set forth above, a weekly billing schedule be implemented for it.  

PJM Credit Policy

It is the policy of PJM that prior to an entity participating in the PJM markets, or in order to take Transmission service, it must have an approved credit application, and an Established Maximum Outstanding Obligation Limit with PJM. This Maximum; it is a defined term; is one third of the peak market activity established for an applicant or participant, multiplied by 1.5; this is the amount against which a participant’s net obligation to PJM is monitored/compared.  Each participant must satisfy the financial viability requirement, and if applicable, provide the financial assurances set below.    

For an Applicant or Participant to be considered or participate in PJM Markets, without furnishing additional assurances, they must have a minimum credit rating of:

a. S&P’s – BBB

b. Moody’s – Baa2

An exception may be granted to participants who compiles a financial analysis coupled by a “satisfactory” payment history, and have demonstrated a consistent record of compliance with PJM’s terms.

Each Participant must submit audited financial statements every two years, as well as current fiscal year interim-unaudited statements. Furthermore, each Participant is responsible for notifying PJM in writing, any change in its financial condition – within 5 business days of the change.  This includes: any downgrade, being place on credit watch, bankruptcy filling, filling a Form 8-K, insolvency, a report of a significant quarterly loss, a resignation of any key officers, or any lawsuit that may effect financial results.  

CA ISO Credit Policy

The situation with the California ISO is complicated by the fact that they recently had to face a loss of creditworthiness from PG&E and Southern California Edison. In an amendment to the ISO Tariff, the ISO proposed revisions to the tariff that would in effect waive the sanctions of the ISO Tariff's creditworthiness requirements for certain entities that were creditworthy as of January 3, 2001 but were about to lose the Approved Credit Rating that established their creditworthiness. This only applies to purchases using their own generation and transmission, but opened a Pandora box in the evaluation of creditworthiness for market participants in California. In addition, the ISO Tariff did not have procedures in place to admit guarantees from third parties to back energy, ancillary services and grid management charges. A process was incorporated to this effect recently to allow SCE and PG&E buy power backed by California Department of Water Resources.

In any event, each Scheduling Coordinator (SC), Utility Distribution Company (UDC) or Metered Subsystem (MSS) must maintain an approved Credit Rating or provide in favor of the ISO one for the following forms of security for an amount to be determined by the SC, UDC or MSS in the form stated in the Tariff:

· An irrevocable and unconditional letter of credit confirmed by a bank or financial institution reasonably acceptable to the ISO;

· An irrevocable and unconditional surety bond posted by an insurance company reasonably acceptable to the ISO;

· An irrevocable and unconditional guarantee, which has and maintains an Approved Credit Rating;

· A cash deposit standing to the credit for an interested bearing escrow account maintained at a bank or financial institution designated by the ISO;

· A certificate of deposit in the name of the ISO from a financial institution designated by the ISO; or

· A payment bond certificate in the name of the ISO from a financial institution designated by the ISO;

Letters of credit, guarantees, surety bonds, payment bond certificates, escrow agreements and certificates of deposit shall be in such form as the ISO may reasonably require from time to time by notice to SC, UDCs or MSSs. SCs, UDCs or MSSs that do not maintain an approved credit rating will not be allowed to submit a schedule to the ISO, and the ISO will reject any schedule submitted if the security amount is not deposited. If an outstanding liability exceeds 90% of the required security amount, a notification by the ISO will be issued to cover the security within 15 days.

As of March 13, 2000, an approved credit rating with respect to market obligations, is defined as an entity maintaining at lest an A2/P2 (or equivalent) short-term issuer credit rating or a A3/A- (or equivalent) long-term credit rating from a national credit rating agency. Market obligations are Imbalance energy, Ancillary Services, Grid Operations Charge, Wheeling Access Charge, High Voltage Access Charge, Transition Charge, Usage Charges and FERC Annual Charges. It is supposed that day-ahead energy charges are also included since the dissolution of the PX, although no explicit reference to this issue in the regulations.

SCs, UDCs or MSSs must maintain A1/P1 (or equivalent) short-term issuer credit rating for the Grid Management charges, or the charges the ISO makes to fund its operations.

Alberta Power Pool

The credit worthiness in Alberta determines the trading limits for each participant in relation to its bond rating as follows: 

Rating

trading limit

AAA

$25,000,000

AA

$20,000,000

A

$15,000,000

BBB

$10,000,000

<BBB

$0

Trading limit is a defined term and means the maximum financial obligation to which a participant is or is expected to be owing the pool administrator.     

If a participant's financial obligations are expected to exceed the trading limit, the participant must provide a payment in advance or other form of financial security.  This security may be in the form of a bank guarantee, letter of guarantee, irrevocable letter of credit, or cash deposits drawn on a Canadian Chartered Bank, trust company, credit union or other lending institution acceptable to Council in or for an amount determined by the pool administrator to be equal to the expected financial obligations in excess of the trading limit.

It is noteworthy that a rating with a plus or minus sign indicates the relative standing within the major rating categories (so A- is A).  An exception to this is a rating of BBB minus which falls in the <BBB category and therefore no unsecured credit is granted.  It is also noteworthy that participants are required to report any downgrading of the relevant corporate credit rating within 2 business days.

The Power Pool of Alberta requires participants to report any event of default for borrowed funds or a material adverse change in their financial position within 2 business days of said default or change. 

Ontario IMO Credit Policy

The Ontario Independent Market Operator's (IMO) has established the following creditworthiness policy to ensure that a participant can meet its obligations and to protect against the risk of non-payment of invoices.  A summary of this policy is as follows:

5. A prudential support obligation is determined for every market participant. This obligation may be reduced due to the participant’s credit rating or payment history. In the case of using the credit rating, below are the allowable reductions.

	Credit Rating using S&P’s Rating
	Reduction in Prudential Support 

	AAA or equivalent
	50,000,000

	From AA to below AAA or equivalent
	25,000,000

	From A to below AA or equivalent
	12,500,000

	From BBB to below A or equivalent
	5,000,000

	Below BBB or equivalent
	0


6. Any recommendation to move a market participant to “credit watch status” shall be deemed to automatically result in a one-rating-category reduction for the purpose of determining the market participant’s prudential support obligation (Market Rules, Chapter 2, section 5.8.2)..

7. Where the participant’s prudential support obligation reflects a reduction by reason of the credit rating, the participant must advice the IMO in writing immediately upon becoming aware of either a change of the credit rating or the decision to place the participant in “credit watch” (Credit Support Agreement, section 2.4).

8. Where a market participant’s prudential support obligation has been reduced pursuant to credit rating (or historical good payment history) and the relevant credit rating is revised (or the relevant payment history has changed), such as to result in an increase in the market participant’s prudential support obligation then, within five business days, the market participant must provide to the IMO additional prudential support such that the total prudential support provided is equal to the market participant’s prudential support obligation (Market Rules, Chapter 2, section 5.2.6).

9. The participant may not use the credit rating of a parent company to reduce its prudential support obligation.

10. A market participant’s prudential support obligation must be met through the provision of: letter of credit, guarantee by person having credit rating, cash or treasury bills. 

CC. 

G. Canovas

B. Gottfredson

A. Levy
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