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1. Executive Summary 

The Bills Rendered payment approach refers to a supplier payment method providing payment 
to suppliers at a regular, pre-defined interval, independent of customer payments.   

The United Illuminating Company’s (UI’s) remittance to the supplier is achieved with a check 
(or possibly a wire transfer of funds) 17 calendar days following the end of Cycle 20 billing.  If 
the 17th day falls on the weekend, payment will occur the next business day.  The timing of this 
payment is based on eliminating carrying costs of funds.  The purpose of the payment interval is 
to ensure fair and equitable exchange of funds between the supplier and LDC given 
characteristics impacting cash flow.  The payment interval variable is a function of when the 
customers make payments.  

If a customer remits a partial payment to UI, the amount will be applied to the LDC portion 
and the generation portion as they relate to the total bill.  There is not an arbitrary splitting of 
the customer payment;. UI will not take its money first at the expense of the supplier. With this 
approach, there is no interpretation of the customer’s payment intention. 

Consistent with the legislation, the UI payment approach allows the LDC to provide billing and 
collections services for all customers.  Combining this with the fact that a supplier is paid 
regardless of the customers’ payment, ensures that a supplier will not avoid those customers 
who represent a bigger credit risk. 

UI will determine whether a customer will be disconnected due to non-payment (DNP) of the 
total bill, as has been done to date.  With the Bills Rendered methodology, non-payment is not 
categorized as LDC non-payment or supplier non-payment.  There is no need to redefine the 
rules governing termination of service, as suppliers do not have the authority to request a 
customer be disconnected.  The same rules governing enrollment also govern dropping a 
customer, it is a supplier’s choice and it does not impact electric service.  

The Bills Rendered methodology does not preclude a supplier from selling receivables to a 
third party.  It is simply a method of calculating and issuing payment.  Suppliers are provided 
the opportunity to sell their receivables to a third party and UI will send payment to the third 
party under the same payment terms. 

The basis for UI’s Bills Rendered supplier payment approach is to encourage full market 
participation by all customers, minimize impact on existing customer processes, and minimize 
costs to implement customer choice. 
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2. Bills Rendered Payment Method 

2.1   Payment Method Description  

2.1.1 General Description 

The Bills Rendered payment approach refers to a supplier payment method providing payment 
to suppliers at a regular, pre-defined interval, independent of customer payments.  The supplier 
payment interval is determined using the elapsed time between customer billing and payment, 
while taking into consideration the time value of money.  The supplier payment amount is based 
primarily on the energy charge suppliers bill their customers, minus the cost of services 
rendered and a non-hardship uncollectible fee.  It is the non-hardship uncollectible fee that 
passes collection risk for the generation portion of the customer bill to the supplier. 

The Bills Rendered approach offers collections and remittance services to the supplier, which is 
in concert with current legislation.  As noted in following sections, both the payment interval 
and non-hardship uncollectible fee may change to reflect actual payment conditions. 

The Bills Rendered payment method has many potential benefits to the customer and supplier, 
including reducing customer confusion and supplier guaranteed payment.  Additional benefits of 
the Bills Rendered approach are listed in Appendix A.   

2.1.2 Basis for Bills-Rendered Payment Method 

The basis for United Illuminating Company’s (UI) Bills Rendered supplier payment approach is 
to: 

• encourage full market participation by all customers 

• minimize impact on existing customer processes, and 

• minimize costs to implement customer choice. 

UI considers the equitable treatment of all customers of the highest importance, and has 
proposed a solution that eliminates incentives to treat a particular customer group, e.g., low 
income, unfairly. 

Consistent with the legislation, the UI payment approach allows the LDC to provide billing and 
collections services for all customers.  Combining this with the fact that a supplier is paid 
regardless of the customers’ payment, ensures that a supplier will not avoid those customers 
who represent a bigger credit risk.  Additionally, if hardship cases will ultimately reside with the 
LDC, it makes sense to provide the LDC the opportunity to manage the collection process for 
all customers.  
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The objective of minimizing the impact on current customer processes resulted in separating the 
processes associated with customer payment to the LDC and LDC payment to the supplier.  
By separating these processes, much of the previously defined customer interaction protocols 
remain intact.  This helped to minimize the impact of retail access on the customer, by reducing 
the changes to customer processes, thus reducing the confusion that could result otherwise.  
Appendix B provides two process flow charts from the customer perspective: the first 
representing the Bills Rendered methodology and the second representing the Payments 
Received methodology.  

To minimize the costs to implement customer choice, UI focused on maximizing its existing 
systems.  This translated into drawing a clear distinction between the initial retail access 
approach and a solution requiring minimal changes necessary to meet the goals of retail access.  
It was a focus on the latter that reinforced the Bills Rendered supplier payment option.   

2.1.3 The Bills Rendered Payment Process  

The Bills Rendered Payment process can be broken into two primary components: 

• Calculate Supplier Payment 

• Remit Supplier Payment 

The collection and distribution of data processes are independent of the Bills Rendered 
payment methodology. 

The customer’s usage information, along with information on services requests fulfilled for 
suppliers, is entered into UI’s Customer Information System (CIS).  Usage data and supplier 
rates are used to calculate the supplier’s generation portion of the bill. The generation portion is 
not tracked in CIS as a separate customer receivable, however the entire amount billed to the 
customer is tracked, as it is today. 

The customer is billed based on the information contained with CIS.  The billing of the 
customer also triggers the sending of usage and billing information to the supplier using the EDI 
810 transaction.  The supplier will be sent monthly usage and billing information for their 
customers billed that day. 

When the customer remits payment, it is applied to the entire bill. If the customer has arrears, 
the payment will be paid to the oldest outstanding amount first for both the LDC and supplier. 
There is no arbitrary splitting of the customer payment; the customer payment will apply to the 
LDC portion and the generation portion as they relate to the total bill. UI will not take its 
money first at the expense of the supplier. There is no second-guessing of the customer’s 
intention of the payment.   

Customer generation charges are accumulated by supplier at the time of billing.  A running total 
of the generation portion owed to each supplier is tracked and reported daily.  The 



Bills Rendered Payment Method  Docket 98-06-17   
Implementation Plan 
Version 1.0 
 

The United Illuminating Company  Page 6 

accumulation of the generation charges continues until the billing of the last customer in a given 
month in cycle 20.  

The accumulated generation charges by supplier are not paid in full.  A non-hardship 
uncollectible fee is subtracted from the total generation charge.  The purpose of this fee is to 
recoup the non-hardship uncollectibles associated with the generation portion of the customer’s 
bill.  Details on the non-hardship uncollectible fee are provided in Section 2.1.5 of this plan. 

In parallel to the collection and distribution of usage data, the supplier charges for fulfilled 
service requests are tracked and entered into CIS daily.  This information is required to 
achieve a net bill/payment to supplier. 

Combining the charges for services and the payments for generation, a net bill/payment is 
calculated.  It is important to note that receivables are tracked by LDC and supplier, but not 
by customer. 

The supplier is sent a check (or possibly a wire transfer of funds) 17 calendar days following 
the end of Cycle 20 billing.  If the 17th day falls on the weekend, payment will occur the next 
business day.  The timing of this payment is based on eliminating carrying costs of funds.  See 
the following section for a detailed explanation of the timing of this payment.  

Following this approach, the first payment will be made to suppliers on Wednesday, March 
17th, 2000. 

2.1.4 Supplier Payment Timing 

The purpose of the payment interval is to ensure fair and equitable exchange of funds between 
the supplier and LDC given characteristics impacting cash flow.  The payment interval variable 
is a function of when the customers make payments.  

The interval is determined using the average receivable balance, excluding 90 day and greater 
arrears, and the billed revenue for the year.  With this approach, the payment interval or the 
calculated average age of receivables is currently 34 calendar days.  Appendix C provides the 
numbers used in the calculation and the diagram below provides an example of March billings 
and April payments using the average age of receivables.  
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The average distribution of dollars billed for 1998, as shown in Appendix D, shows there is an 
equal distribution of dollars billed before and after cycle 10.  Translating the occurrence of 
Cycle 10 to calendar days, means it will fall on or between the 12th and 14th of each month, 
not taking into account holidays.  Using the 13th as the average and adding 34 calendar days to 
this date, the payment timing would occur on the 17th of the month (assuming a 30 day month). 

Therefore, suppliers will be paid on the 17th of each month, unless this day falls on a weekend 
or UI holiday, in which case payment would be made the next UI business day. 

As shifts occur in the payment behavior of customers, impacting the average receivable 
balance, the payment interval may change.  The payment interval will be recalculated annually, 
based on a two-year average, to ensure fair and equitable exchange of funds into the future.  

The information collected to support the calculation and adjustment of this payment interval will 
include the average age of receivables and the distribution of dollars billed for each cycle. 

2.1.5 Non-Hardship Uncollectible Fee 

The purpose of the non-hardship uncollectible fee is to pass on the risk of uncollectibles 
associated with the generation portion of non-hardship customers’ bills.   

The non-hardship uncollectible fee ensures that ratepayers will not be burdened with the total 
uncollectibles.  This translates to the energy supplier paying their portion of the uncollectibles.  
Total energy supplier uncollectibles will be tracked separately and will be used to determine the 
non-hardship uncollectible fee.  Again, the generation uncollectible split will be based on the 
portion of the generation charge to the total bill. 
 
The risk is spread across all suppliers by charging a flat percentage regardless of the customer 
mix for each supplier.  This encourages suppliers not to discriminate based on credit history 
and encourages suppliers to participate in the market.   

During 1998 non-hardship charge-offs represented .58 percent of revenue.  However, to 
reduce volatility in this calculation, a two-year average will be used.  Therefore, averaging 
1997 and 1998 values, the non-hardship charge-off would equal .70 percent.  Appendix E 
provides the numbers used in this calculation. This factor will be recalculated annually based on 
the two most recent calendar years of data. 

The information required to support the calculation and adjustment of this percentage includes: 

• Sum of generation non-hardship charge-offs by supplier 

• Sum of distribution non-hardship charge-offs  

• Total dollars collected through the non-hardship uncollectible fee  
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The non-hardship charge-off totals (generation and distribution) are used to track the split 
between these categories.  For each charge-off the split is determined using the percentage of 
energy supplier and LDC portion to the total bill.   UI is not arbitrarily determining the 
customer’s payment intentions, but is tracking the payments (or lack of) and treating the 
supplier and LDC equitably.  On an annual basis, the sum of generation non-hardship charge-
off is compared to the total dollars collected through the non-hardship uncollectible fee.  Based 
on this information, an adjustment may be made to the non-hardship uncollectible fee for the 
coming year to account for any over- or under-collection during the previous year. 

2.2  Termination of Service Rules 

The rules governing the termination of services will not change as a result of the Bills Rendered 
methodology.   

UI will determine whether a customer will be disconnected due to non-payment (DNP) of the 
total bill, as has been done to date.  With the Bills Rendered methodology, non-payment is not 
categorized as LDC non-payment or supplier non-payment.  There is no need to redefine the 
rules governing termination of service, as suppliers do not have the authority to request a 
customer be disconnected.  The same rules governing enrollment also govern dropping a 
customer, it is a supplier’s choice and it does not impact electric service.  

Additionally, the credit checking process will remain the same and will be performed only by 
UI.   

2.3  Supplier Receivables 

The Bills Rendered methodology does not preclude a supplier from selling receivables to a 
third party.  It is simply a method of calculating and issuing payment.  Suppliers are provided 
the opportunity to sell their receivables to a third party and UI will send payment to the third 
party under the same payment terms. 

The selling of receivables, where a bank or other financial entity purchases receivables from a 
cash poor company at or near the time that the receivable is created, usually at a heavy 
discount, can co-exist with either the Bills Rendered or Payment Received methodologies.  
Under UI’s Bills Rendered method, UI would remit payment for a supplier’s energy charges, 
net of the previously discussed non-hardship uncollectible fee.  The remittance would be to the 
third party who purchased the energy supplier’s receivables at the same point in time that the 
payment would have been sent to the supplier. 

2.4 Impact on Rate Base 

The non-hardship uncollectible fee ensures that the supplier will be paying their portion of the 
uncollectibles, not the ratepayer.  
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The Bills Rendered approach may make it appear that there are greater uncollectibles to the 
LDC initially, when compared to the Payments Received methodology, but it actually results in 
lower uncollectibles in the long run.  The reason for this difference relates directly to how 
uncollectibles are assigned to supplier and LDC.  The Bills Rendered methodology assumes 
distribution of uncollectibles between Supplier and LDC based on the contribution percentage 
to the total bill.  With this method, a percentage of the uncollectibles will be assigned to the 
LDC.  The Payments Received methodology requires the LDC be paid first, requiring that the 
supplier assume a larger percentage of the total uncollectibles.  The result is purely a function of 
how the payment is applied and not a true reflection of uncollectibles.  In this case, there are 
instances where the LDC may not have to bear the burden of the uncollectibles, e.g., the partial 
payment was sufficient to pay the LDC portion. 

The issue with the Payment Received methodology is that it provides incentive to the supplier 
to avoid or drop customers with poor credit history, forcing the customer to default or 
standard offer service. If the supplier is forced to bear a larger percentage of uncollectibles and 
Connecticut collection regulations (16-3-100) do not allow the supplier to drop the customer 
in a timely manner, a supplier has incentive to avoid customers with a poor credit history.  

The Bills Rendered methodology prevents discrimination based on the customer’s ability to 
pay, does not encourage dropping of customers by suppliers, and results in all parties sharing 
the uncollectible risk, providing long-term benefits to the ratepayer. 

3. Implementation Timeline 

3.1 System Implementation Timeline 
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This implementation schedule is subject to modification due to impacts of other development 
activities related to implementing customer choice.
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3.2 Market Implementation Timeline 
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bill the customer independent of UI’s billing.  UI would continue to bill the non-generation 
charges.  Under this model, energy suppliers would also assume collections responsibility.   

The original intent of suggesting pass-through billing was to give supplier’s an alternative to the 
Bills Rendered and Payments Received methodologies.  However, current legislation does not 
provide pass-through billing as an option, which places emphasis on ensuring the existing 
methodologies do not discourage suppliers from participating in the Connecticut market. 

Pass-through Billing is not required to implement the Bills Rendered Payment methodology or 
the Payments Received methodology. 
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Appendix A – Benefits of Bills Rendered Payment Methodology 

Bills Rendered payment facilitates the market transition to retail access and provide benefits 
both to the supplier and the customer.   Potentially one of the largest benefits is that it ensures 
social equity across customer classes.  These benefits are as follows: 

Eliminates Redline Incentives – there is no incentive for suppliers to avoid any specific 
customer category. 

Centralized Collections/Disconnect Process – customer deals with one entity, eliminating 
confusion. 

Reduces Cost to Implement Retail Access (Maximizes Existing Systems) – by using 
existing distribution company systems and procedures, the cost of implementing retail access is 
reduced. 

Ensures Supplier Cash Flow – suppliers are ensured cash flow as they are paid at a regularly 
specified interval. 

Reduces Barriers to Market – small suppliers are provided easy market access as they do 
not require special systems for payment tracking & collections. 

Maintains Collections Process with LDC – existing business processes surrounding 
collections remain intact.   Responsibilities regarding collections, as well as supporting 
processes such as service terminations and management of hardship cases, remain with the 
LDC.  This is advantageous, given the LDC has many years of experience and understands the 
issues related to collections. 

Provides Fair & Equitable Payment Application – if a customer submits partial payments 
the supplier is paid as agreed, with the possible exception of a customer dispute with the 
supplier portion of the bill. 

Eliminates Supplier Hardship Recovery – suppliers would not be required to establish 
processes and or develop supporting systems to justify and declare hardship cases.  Hardship 
cases would remain the responsibility of the LDC.  

Eliminates Payment Prioritization Requirements – determining the priority of customer 
payments is an arbitrary rule established to support retail competition to the benefit of the 
Distribution Company and potentially to the detriment of the supplier.  With time-based 
payment, the customers’ payment intentions are not an issue.  

Reduces System Gaming – defining the supplier receivable as a service receivable permits 
the Distribution Company to disconnect a customer for non-payment of supplier energy 
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charges.  Customers will be held accountable by the LDC for unpaid energy charges from 
previous suppliers if they switch from supplier to supplier.  

 

 

Appendix B – Difference between Bills Rendered & Payments Received – Customer 
Perspective 

 

The following charts are not meant to provide detailed process flows, but simply illustrate the level of 
complexity of each method. 
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Payments Received Methodology - Process Flow 
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Appendix C – Calculation of Average Age of Customer Accounts Receivable 

                  The United Illuminating Company 

 Calculation of Average Age of Customer Accounts Receivable 
     

Average Customer Accounts Receivable Balance   
     
  1998  1997 
     

December 31-Prior Year  55,954,610  60,327,358 
     

January 31  58,344,287  60,450,307 
February 28  59,351,342  60,707,368 
March 31  53,348,672  57,389,388 
April 30  53,584,149  53,300,149 
May 31  53,742,037  51,113,308 
June 30  56,819,548  54,517,745 
July 31  65,713,222  63,477,983 
August 31  66,366,352  65,395,525 
September 30  66,431,760  63,122,335 
October 31  56,654,587  53,493,078 
November 30  53,115,543  59,158,184 
December 31  53,765,699  55,954,610 

     
     

Average Receivable Balance  58,965,598  58,339,026 
     
     

Billed Retail Revenue for Year  633,548,555  624,036,129 
     

Billed Retail Revenue for Year  633,548,555  624,036,129 
Average Receivable Balance  58,965,598  58,339,026 

     
Receivable Turnover  10.74  10.70 

     
Average Age of Receivable - Days 34.0  34.1 
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Appendix D – 1998 Average Distribution of Dollars Billed by Cycle 
 
 
 

Cycle Average 
  

1 $2,340,881.48 
2 $3,067,150.52 
3 $2,626,520.66 
4 $2,433,449.98 
5 $2,088,118.11 
6 $1,983,556.20 
7 $2,347,818.84 
8 $3,357,578.80 
9 $3,225,459.93 
10 $2,029,692.13 
11 $2,485,915.44 
12 $2,644,578.10 
13 $2,408,789.96 
14 $1,896,747.31 
15 $2,098,698.34 
16 $1,940,892.96 
17 $2,795,957.15 
18 $2,758,248.79 
19 $2,155,488.81 
20 $3,450,166.84 
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Appendix E – Calculation for Non-Hardship Uncollectible Factor 
 
 
 
 
 The United Illuminating Company 

Calculation of Uncollectible Factor to be used 
in calculating Non-hardship Uncollectible Fee  for Energy Suppliers 

      
      
      
 1997  1998  Average 
      
      

Non-Hardship Residential chargeoffs            3,993,932                   2,614,137             6,608,069 
Commercial/Industrial& ST Lght chargeoffs              987,542                      947,046             1,934,588 
    Total Chargeoffs-Excluding Residential Hardship  $        4,981,474   $              3,561,183   $        8,542,657 

      
Non-Hardship Residential Revenues         237,811,518               243,492,408          481,303,926 
Commercial/Industrial& ST Lght Revenues        364,343,881               369,299,392          733,643,273 
    Total Revenues-Excluding Residential Hardship  $    602,155,399   $           612,791,800   $  1,214,947,199 

      
      

   % Chargeoffs to Revenues 0.83%  0.58%  0.70% 
      
      

Total Residential Revenues per book        259,692,246               264,249,163   
Less: Residential Revenues-Hardship customers          21,880,728                 20,756,755   
Non-Hardship Residential Revenues  $    237,811,518   $           243,492,408   

      
      

 


