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Western Area Power Administration 
Federal Power Customer 

Creditworthiness Procedures 
 

1.0 OVERVIEW OF CREDITWORTHINESS PROCEDURES 
 

The purpose of the Western Area Power Administration (Western) 
Creditworthiness Procedures (Creditworthiness Procedures) is to implement 
appropriate risk mitigation procedures related to business conducted with Firm 
Electric Service (FES) Customers. Western supplies power and energy pursuant 
to its statutory mission outlined in Reclamation Law.  Historically, Western’s FES 
Customers have been very creditworthy and these Creditworthiness Procedures 
recognize that Western’s risk of non-payment from FES Customers is low. 
Western shall conduct a creditworthiness review of the FES Customer using 
information provided by the FES Customer from the data collection process 
(Section 2.0) and pursuant to Section 4.1 or at the request of the FES Customer 
using the criteria outlined in Section 3.1. Therefore, existing FES Customers with 
a timely payment history as of the date these Creditworthiness Procedures are 
included in a contract, shall be deemed to have satisfied the creditworthiness 
requirements at that time and be subject to re-evaluation pursuant to Section 4.1. 
As a result of Western’s creditworthiness review or in response to the FES 
Customer’s notice of any event that may cause an adverse material change in its 
financial condition, Western may require the FES Customer to provide or 
increase its provided financial assurances before service will be initiated or 
continued (Section 4.2).  These Creditworthiness Procedures will not be applied 
to any Tribal FES Customer as long as the Tribal FES Customer is a party to a 
benefit crediting or bill crediting contract under which payments to Western are to 
be made by the entity taking delivery of the Tribal FES Customer’s resources. 

 
 

 

2.1 ADVERSE MATERIAL CHANGE 
 

The FES Customer must give Western written notice of any event that may 
cause an adverse material change in its financial condition within five (5) 
business days of the occurrence of the event. An event that may cause an 
adverse material change in financial condition may include, but is not limited to 
the following: 

 
(a) For entities that initially met the creditworthiness requirements under these 

Creditworthiness Procedures and are not required to post financial 
assurance to Western, a change in financial condition that results in a 
downgrade of long or short-term debt rating by a major bond rating agency 
or being placed on a credit watch with negative implications by a major 
credit rating agency; or 
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(b) The resignation of key officer(s); or 
 

(c) The issuance of a regulatory order or the filing of a lawsuit that could 
materially adversely impact current or future results; or 

 
(d) A default in payment obligations; or 

 
(e) Any new investigations, arbitrations, contingencies or changes in affiliate 

relationships; or 
 

(f) The filing of a voluntary or involuntary petition to institute bankruptcy 
proceedings under the United States Bankruptcy Code or any successor 
statute, or the filing to institute any proceedings under state law 
concerning actual or potential insolvency. 

 
 

3.1 CREDIT EVALUATION 
 

3.2 Determining Creditworthiness 
 

FES Customers are considered creditworthy and granted unsecured credit 
if all of the following exist: 

 

(a) The FES Customer is not in default of its payment obligations under 
its contract for firm electric service with Western; and 

 
(b) The FES Customer is not on Western’s subscribed rating service 

watch list due to the FES Customer being rated below investor 
grade, currently at or below “BB” on Standards & Poor’s 
Rratings; and 

 
(c) The FES Customer is not in default of any payment obligation to 

Western; and 
 

(d) The FES Customer is not in bankruptcy proceedings; and either 
 

(e) (i) The FES Customer or its guarantor is a federal, state, or other 
governmental agency/entity and its financial obligations are backed 
by the full faith and creditcovered by a funding process under the 
jurisdiction of the United States, state or other governmental entity  
as applicable:; and/or 

 

(f) (ii) The FES Customer has the ability to set rates to cover 
outstanding obligations. 

 
3.3 Notification 
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Western shall notify the FES Customer in writing whether relevant 
financial assurance is required within five (5) business days after 
determining that a change in creditworthiness status or change in financial 
assurance is required as determined by review under Section 2.0 or other 
reviews performed pursuant to Section 4.1. 

 
Western shall, upon the FES Customer’s written request, provide a written 
explanation of the basis for Western’s determination via email within five 
(5) business days for any (a) non-creditworthy determination; (b) changes 
in creditworthiness status; or (c) changes in requirements for financial 
assurances. 

 
3.4 Establishing Credit Limits 

 
If a FES Customer is determined to be creditworthy, no credit limit will be 
established. For non-creditworthy FES Customers, the credit limit for total 
outstanding energy sales will equal five (5) months of total estimated 
service charges under the FES Customer’s contract for electric service, as 
determined by Western.  If at any time Western determines according to 
these Creditworthiness Procedures that the FES Customer is not able to 
fully support its credit exposure based solely on its financial viability, 
Western may require collateral be provided. 

 
3.5 Secured Credit 

 
3.4.1 Posting Collateral 

 
If a FES Customer fails to provide the collateral as defined in Section 3.4.3 
and required by Western within five (5) business days of notification, or as 
agreed to in writing between the FES Customer and Western, the FES 
Customer will be deemed in default of its contract for electric service and 
subject to discontinuing service in accordance with Nonpayment of Bills in 
Full When Due of the General Power Contract Provisions, as provided for 
under its contract for electric service. 

 
3.4.2 Required Amount of Collateral 

 
Given Western’s current billing practices and payment terms, the required 
amount of security will be based on the maximum total estimated service 
charge for outstanding services provided by Western, but not yet paid by 
the FES Customer, plus an advance of fifteen (15) days of estimated 
service.  In addition to this collateral, Western may also require the FES 
Customer to prepay fifteen (15) days of estimated service on a fifteen (15) 
day pre-payment cycle until the FES Customer becomes creditworthy 
under these guidelines. This represents the potential value of services 
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rendered prior to termination of service in the event of a default arising 
from a failure of nonpayment. 

 
3.4.3 Acceptable Collateral 

Acceptable collateral includes: 

(a) Prepayment for service; or 
 

(b) An unconditional and irrevocable letter of credit as security 
to meet the FES Customer’s responsibilities and obligations. 
If this form of collateral is used, it will comply with the 
requirements as stated in the Uniform Customs and Practice 
for Documentary Credits; or 

 
(c) An irrevocable and unconditional corporate guaranty from an 

entity that satisfies the creditworthiness requirements. 
 
 

4.1 RE-EVALUATION 
 

4.2 Timeframe 
 

Western will review its credit evaluation for each FES Customer annually. 
Timely payments by the FES Customer will be sufficient evidence for re- 
affirming the current credit arrangements, barring the reporting of any 
event that may cause an adverse material change. Western, at its sole 
discretion, may conduct additional reviews and updates of its credit 
evaluation in response to new facts or occurrences that may bear upon 
the FES Customer’s creditworthiness due to an event that may cause an 
adverse material change in financial condition of the FES Customer, or if 
the FES Customer fails to pay invoices from Western on time. These 
reviews will follow the procedures set forth in Section 3.1. 

 
4.3 Change in Limit/Collateral 

 
As a result of Western’s creditworthiness review or in response to the FES 
Customer’s notice of any event that may cause an adverse material 
change in its financial condition, Western may adjust the FES Customer’s 
credit limit and collateral requirements in accordance with Section 3.3 and 
Section 3.4, respectively.  If required by Western, additional collateral 
must be posted in accordance with Section 3.4.1. 

 
The FES Customer may make reasonable requests for Western to re- 
evaluate the FES Customer’s creditworthiness pursuant to the criteria 
detailed in Section 3.1. 
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5.0 RIGHT TO DRAW UPON FINANCIAL ASSURANCES UPON DEFAULT 
 

Western shall have the right to liquidate, or draw upon, all or a portion of the FES 
Customer’s financial assurance(s) in order to satisfy the FES Customer’s total 
net obligation to Western under the contract for electric service. The FES 
Customer shall within five (5) business days, or as agreed to in writing between 
Western and the FES Customer, replace any liquidated or drawn-upon financial 
assurances. 

 
 

6.1 SUSPENSION OF SERVICE 
 

6.2 Notification 
 

Notwithstanding any other provision of a contract with Western, if the FES 
Customer fails to provide the entirety of required financial assurances 
described in Section 3.4.3 when due under these Creditworthiness 
Procedures, Western may suspend service to the FES Customer fifteen 
(15) days after Western’s notification to such FES Customer. 

 
6.3 Length of Suspension 

 
The suspension of service shall continue for the duration of the 
circumstances that entitle Western to suspend service continue. 

 
6.4 Obligation to Pay 

 
A FES Customer is not obligated to pay for service that is not provided as 
a result of a suspension of service, however, a discontinuation of service 
under the contract will not relieve the FES Customer of liability for 
minimum charges during the time service is so discontinued. 

 
 

7.0 CONTESTING CREDITWORTHINESS PROCEDURE DETERMINATIONS 
 

The FES Customer may contest any creditworthiness determination by Western 
by submitting a written notice to Western explaining its reasons for contesting the 
determination. The notice must include the name of a designated senior 
representative authorized to represent the FES Customer. The written notice of 
a dispute of a determination by Western under these Creditworthiness 
Procedures shall be referred to the Chief Financial Officer of Western for 
resolution on an informal basis with the designated senior representative of the 
FES Customer as promptly as practicable. It is expected that a final written 
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decision from Western will be issued within thirty (30) days, or such other period 
as the FES Customer and Western may mutually agree upon. 




