
Board Action Report

	NPRR Number
	077
	NPRR Title
	Incorporating the ERCOT Internal Audit Department and Other Clarifications

	Timeline
	Normal
	Action
	Approved

	Date of Action
	December 11, 2007

	Protocol Sections Requiring Revision
	1.4.2, ERCOT Audit Committee (renamed “ERCOT Finance and Audit Committee”)

1.4.3.1, External Audit (renamed “Audits to be Performed”)

1.4.3.1.1, Material Issues (renumbered 1.4.3.2)

1.4.4, Audit Results

1.4.5, Availability of Records

1.4.6, Confidentiality of Information

	Proposed Effective Date
	Upon Texas nodal market implementation.

	Priority and Rank Assigned
	N/A

	Revision Description
	This NPRR incorporates the ERCOT Internal Audit Department into the Protocols, clarifies the audits to be performed, and the treatment of audit results.  Responsibility for performing the annual operational or “settlements” audit, otherwise commonly known as the Statement on Auditing Standards (SAS) No. 70 (“SAS 70”), Type II report, will continue to be performed by an external independent certified public accounting firm.  Upon approval of this NPRR, responsibility for performing the other audits referenced in Protocol Section 1.4, Operational Audit, will transition to the Internal Audit Department.

	Overall Market Benefit
	Documentation of the responsibilities of the ERCOT Internal Audit Department and clarification of audits to be performed and treatment of audit results.

	Overall Market Impact
	None.

	Consumer Impact
	None.

	Credit Impacts
	To be determined.

	Procedural History
	· NPRR077 and its associated Impact Analysis (IA) were posted on 8/7/07.
· On 8/23/07, PRS considered this NPRR.

· On 10/18/07, PRS reviewed the IA for this NPRR.

· On 11/1/07, TAC considered this NPRR.

· On 12/11/07, the ERCOT Board of Directors (Board) considered this NPRR.

	PRS Decision 
	On 8/23/07, PRS unanimously voted to recommend approval of NPRR077 as amended by PRS.
On 10/18/07, PRS unanimously voted to forward the Recommendation Report and IA for NPRR077 to TAC with the understanding that the ERCOT Board of Directors (Board) would consider NPRR077 and PRR735 simultaneously.  All Market Segments were present for the vote.

	Summary of PRS Discussion
	On 8/23/07, a Market Participant requested that Section 1.4.6 be modified to indicated that the Appointed Firm’s internal confidentiality policies and procedures be no less stringent that the terms of Section 1.3, Confidentiality.  ERCOT Staff clarified that management audits of ERCOT are conducted by outside auditors as directed by the Public Utility Commission (PUCT).
On 10/18/07, there was no discussion.

	TAC Decision 
	On 11/1/07, TAC unanimously voted to recommend approval of NPRR077 as recommended by PRS.  All Market Segments were present for the vote.

	Summary of TAC Discussion
	On 11/1/07, the PRS chair noted that NPRR077 and PRR735 should be considered by the Board simultaneously.

	Board Action 
	On 12/11/07, the Board voted to approve NPRR077 as recommended by TAC.
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	Additional Qualitative Information
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	Documentation of the responsibilities of the ERCOT Internal Audit Department and clarification of audits to be performed and treatment of audit results.
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	Original Sponsor

	Name
	William G. Wullenjohn, Sr., on behalf of ERCOT Staff

	Company
	ERCOT

	Market Segment
	N/A


	Comments Received

	Comment Author
	Comment Description

	None.
	

	
	

	
	


	Proposed Protocol Language Revision


1.4.2
ERCOT Finance and Audit Committee
The ERCOT Board shall have overall audit responsibility for ERCOT.  The ERCOT Board may fulfill audit responsibilities itself or delegate them to  the ERCOT Finance and Audit (“F&A”) Committee.  The ERCOT F&A Committee shall appoint an external independent certified public accounting firm or firms (“Appointed Firm”) to conduct certain audits.  The F&A Committee may also direct the ERCOT Internal Audit Department to conduct certain audits.  For audits to be performed by an Appointed Firm, the F&A Committee shall make recommendations to the ERCOT Board in relation to the approval, initiation, and scheduling of such audits.  The ERCOT F&A Committee shall approve an annual audit plan for the ERCOT Internal Audit Department.      
1.4.3.1

Audits to Be Performed
(1)
At least annually, an Appointed Firm shall review ERCOT management’s compliance with its market operations policies and procedures.  The scope of the audit(s) shall include examination of the processing of ERCOT’s receipts and disbursements as the agent on behalf of Market Participants in compliance with these Protocols and any audit required by the PUCT. ERCOT may incorporate the scope of this audit into its annual Statement on Auditing Standards (SAS) No. 70 (“SAS 70”), Type II report.
 


(2)
The ERCOT Internal Audit Department will conduct an annual audit of the following:

(a) (a)
Compliance with ERCOT’s policies that prohibit employees from:
(i) 
being involved in business decisions where the individual stands to gain or lose personally from the decision;
(ii) 
having a direct financial interest in a Market Participant; 

(iii) 
serving in an advisory, consulting, technical or management capacity for any business organization that does significant business with ERCOT (other than through service on ERCOT committees); and 
(iv) 
accepting any gifts or entertainment of significant value from employees or representatives of any Market Participant doing business in ERCOT.  Such gifts and entertainment shall not exceed the limits specified in ERCOT’s Code of Conduct and Ethics Corporate Standard and other applicable policies.


(b)
Whether ERCOT is operating in compliance with the confidentiality and Protected Information provisions of these Protocols;
(c)
Verification that ERCOT, in its administration of these Protocols, is operating independently of control by any Market Participant or group of Market Participants; and

(d)
Any audit required by the PUCT.

1.4.3.2
Material Issues
(1)
The audits performed under 1.4.3.1, Audits to be Performed, may also include material issues raised by ERCOT Members and/or Market Participants if: 
(a)
Such issues have been presented to TAC, approved by TAC and approved by the ERCOT F&A Committee for inclusion in the audit scope; or 

(b)
Such issues are part of a random sample of complaints selected by the auditors for review, and affected Market Participants have agreed in writing to the examination of their related information in the compliance audit.

(2)
Members and Market Participants shall send any requests regarding such issues to the ERCOT TAC Chairperson designee identified on the MIS for inclusion on the TAC agenda.

1.4.4
Audit Results
 Unless a longer time frame is reasonably necessary (e.g., for the market settlements audit [SAS 70, Type II Audit], which is performed over a significant period of time), each audit report will be prepared and finalized no later than four months after the initiation of the audit.  Results of all audits performed pursuant to this Section shall be reported to the F&A Committee.  These audits will be filed with the PUCT in accordance with PUCT Rules.  ERCOT may file an audit as confidential and Protected Information in order to protect Protected Information and other confidential or sensitive information therein.  Findings and recommended actions identified as a result of an audit will be reviewed by the F&A Committee.  The results of the audits required by this Section and recommended actions to be taken by ERCOT shall be provided to ERCOT Members and Market Participants upon request.   to the extent these items do not contain Protected Information or other confidential or sensitive information.

1.4.5
Availability of Records
Subject to the requirements of Section 1.4.6, Confidentiality of Information, ERCOT will provide the ERCOT Internal Audit Department, and/or the Appointed Firm and any other staff augmentation resources full and complete access to all financial books, cost statements, accounting records, and all documentation pertaining to the requirements of the specific audits being performed.  ERCOT will retain records relating to audits until the records retention requirements of ERCOT are satisfied or until the audit issues are fully resolved, whichever is the later.  Such retention shall be a term of not less than four years and not be required for more than seven years.  This Section 1.4, Operational Audit, is not intended to require ERCOT to create any new records, reports, studies, or evaluations.

1.4.6
Confidentiality of Information
All Protected Information as defined in these Protocols obtained by the Appointed Firm or other staff augmentation resources through any audits will remain strictly confidential.  To retain control of Protected Information, ERCOT will require that each Appointed Firm and each individual staff augmentation resource to either: (i) sign a confidentiality agreement with terms substantially similar to the terms of Section 1.3, Confidentiality, above before being allowed access to any ERCOT records or documentation; or (ii) observe the Appointed Firm’s internal confidentiality policies and procedures, whichever is acceptable to ERCOT’s Legal Department but is no less stringent than the terms of Section 1.3.  Audit reports and/or results provided to Market Participants or ERCOT Members shall not contain any Protected Information.
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