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Agenda

• Purpose of ERCOT Investing Activity

• Management and Oversight of Investing Activity

• Recent Events Impacting Investments

• Next Steps
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Purpose of ERCOT Investing Activity

• ERCOT receives cash
– Acceptable form of collateral in support of market activity
– TCR auctions
– Prepayments for settlement activity
– Operational working capital fluctuations

• The ERCOT policy is to invest idle cash in order to provide 
reasonable investment returns with adequate security while 
meeting daily cash flow demands
– Investment earnings on collateral deposits are credited to the 

depositor
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Management and Oversight of Investing Activity

• Previous recognition that investment management is not a core 
competency of ERCOT, Inc.
– Board approval to use professional money managers
– Must comply with specific guidelines
– Monitored by Finance and Audit Committee

• ERCOT investments are managed in accordance with a Board 
approved Investment Standard (copy attached)

– Authorized Instruments
– Internal Controls
– Reporting

• Quarterly reports to Finance and Audit Committee (see appendix)

– Staff activities
• Manage daily balances and monitor results
• Review performance at least weekly and adjust funds as necessary

to comply with Investment Standard
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Recent Events Impacting Investments

• ERCOT investments were held in two funds managed by The Reserve;
Primary fund and US Government fund
– The Primary fund held investments in Lehman Brother’s securities at the 

time of Lehman’s bankruptcy filing; the fund subsequently reduced the 
value of the Lehman investment down to zero

– The Primary fund also holds investments in other securities, some of 
which are difficult to value in the current environment

– Due to a combination of factors including the Lehman write down and 
general market concerns associated with the Wall Street financial crisis, 
The Reserve received substantial requests for fund redemptions

– Following the issues encountered with the Primary fund, many investors 
also requested substantial redemptions from the US Government fund

• The US Government fund continues to be assigned a Net Asset Value of $1 
but there is uncertainty surrounding certain securities held by the fund

– The Reserve sought and received SEC approval to extend the time 
period within which redemptions are honored in order to allow for orderly 
liquidations from the Primary and US Government funds
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Recent Events Impacting Investments  - cont.

• ERCOT has redeemed—but has not been paid—for all 
investments with The Reserve.  Balances outstanding are:
– Primary fund $  48 million
– US Government fund $148 million

• ERCOT continues to attribute full value to all deposits held by 
The Reserve

• All new investments are restricted to funds which invest in US 
Treasury (or Treasury backed) securities

• All ERCOT market activities continue to function normally
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Recent Events Impacting Investments – cont.

• Factors supporting ERCOT value attributed to funds invested with The 
Reserve
– The US Government fund holds investments in Fannie Mae and Freddie 

Mac debt and mortgage backed securities
• On September 7th the US Department of Treasury placed these entities in 

conservatorship accepting responsibility for debt obligations  
www.ustreas.gov/press/releases/hp1129.htm

• On September 11th the US Department of Treasury further clarified its 
backing of debt securities issued by these entities 
www.ustreas.gov/press/releases/hp1131.htm

• On September 19th the US Treasury announced the Guaranty Program for 
Money Market Funds (MMF).  The Treasury further clarified the program by 
issuing FAQs on September 29th.  MMFs with a share price of $1 as of 
September 19th are eligible for the guaranty program.  
www.ustreas.gov/press/releases/hp1163.htm

• On October 9th The Reserve announced they had applied for coverage 
under the Treasury guarantee program  
http://ther.com/pdfs/Press%20Release%20TreasGuarantee%202008_1009
%20FINAL.pdf
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Recent Events Impacting Investments – cont.

• Factors supporting ERCOT value attributed to funds invested with The 
Reserve
– The Primary fund investments in US government securities, corporate 

debt obligations, asset-backed securities, obligations of domestic and 
foreign banks (including deposit-type obligations) and municipal 
obligations

– ERCOT submitted a valid redemption request (and received 
confirmation from The Reserve) for the balance of funds held in the 
Primary fund as of 2:18 EPT on September 16th

– Up to 3:00 p.m. EPT on September 16th, the Primary fund was 
processing redemption requests based upon Net Asset Values (NAVs) 
posted on the hour.  The NAV posted for 3:00 p.m. on September 16th

was $1.00  http://ther.com/pdfs/NAV%20Release_091708.pdf
– Subsequently (after the write down of Lehman securities) the Primary 

fund posted a NAV of $0.97 and has since ceased to provide a NAV for 
the fund
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The Reserve Funds Timeline

Board adopts 
Investment 
Standard on 

11/14/06. Held 
annual review 
and approved 

11/13/07.

Staff, Credit 
Work Group 

& F&A 
review 

investment 
results & 

fund 
selection

ERCOT 
Board 

authorizes 
litigation to 
perfect the 

date and time 
of ERCOT’s 
redemption 
order for the 
Primary fund

9/23/08

9/15/08

9/16/08

ERCOT 
redeems all 

remaining funds 
prior to Primary 

fund NAV 
reduction below 
$1.00.  ERCOT 
receives $11.7M 

payment from 
US Government 

fund for 9/15 
redemption

The Reserve 
announces 
exposure to 
Lehman of 

1.2% in 
Primary fund

8/19/08

11/13/07

ERCOT 
redeems 

$19.8M from 
the Primary & 

US 
Government 
funds.  The 
redemptions 
are not paid 
by the funds

The Reserve 
writes its 

investment of 
$785 million on 

Lehman 
securities down 

to $0 and 
publishes 

Primary fund 
NAV of $0.97 as 

of 4 p.m. EPT

F&A conducts 
regular 

quarterly 
review of 

investment 
performance

20082007

04/15/08 &

06/17/08

US 
Treasury 

announces 
plan to 
back 

Fannie 
Mae & 
Freddie 

Mac debt

09/07/08

9/15/08

9/16/08

9/19/08

10/13/08

SEC 
temporarily 
suspends 

redemptions 
& grants 

postponement 
for payment of 
shares from 

Primary & US 
Government 

funds

US 
Treasury 

announces 
MMF 

Guaranty 
Program

The Reserve 
announces 

delay in 
previous plan 

for partial 
(~32%) 

distribution 
from the 

Primary fund

9/22/08

The 
Reserve 

announces 
intent to 
apply for 
coverage 

under MMF 
Guaranty 
program

10/09/08

The 
Reserve 
confirms 
ERCOT’s 

redemption 
order as of 
2:18 p.m. 
EPT on 
09/16/08

09/24/08
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Next Steps

• ERCOT will continue to monitor activity associated with The 
Reserve funds seeking distribution of amounts withheld

• Topics for further analysis
– Review of credit administration and collateral management on 

behalf of the ERCOT market
– Review of current protocols (and rules/standards) governing 

credit and collateral
– Review of ERCOT investment management practices
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Quarterly Investment Report and Compliance Statement

Balance Average Interest Yield % of  portfolio
Return for the quarter ended September 30, 2008 at Sept 30 Bal for Qtr 3rd Qtr 3rd Qtr at Sept 30

Reserve Primary Fund (Operating and Mkt) (Note 1) 44,574                         72,444                      424.0                      2.32% 20.0%

Reserve Primary Fund (TRE) (Note 1) 3,268                           3,268                        19.0                        2.31% 1.5%

Reserve US Government Fund (Deposits/Restricted) (Note 2) 147,920                       161,795                    922.0                      2.26% 66.3%

Other cash net of outstanding checks (Note 3) 27,216                         12.2%

Total cash and cash equivalents (est) 222,978                       237,507                    1,365.0                   2.28% 100.0%

ERCOT Ranking 
Benchmark data (Note 4) Yield iMoneyNet

Reserve Primary Fund (Operating, Mkt, TRE) n/a n/a

Reserve US Government Fund n/a n/a

Note 1:

Note 2: 

Note 3:

Note 4: Given that these funds are in the process of being liquidated, no benchmark data is provided.

Note 5: No individual securities held at September 30, 2008.

Statement of Compliance

Signature on file Signature on file
Cheryl Yager, Treasurer Steve Byone, Chief Financial Officer

Upon a review of the investment activity for the 3 month period ended September 30, 2008, I have no knowledge of any ERCOT action that does not comply with that required by the 
Investment Standard.  However, investments in The Reserve Primary and US Government funds do not comply with the objectives in the ERCOT Investment Standard for the period 
from September 16, 2008 to September 30, 2008.  ERCOT has issued valid redemption requests for all investments held in these funds but has not yet received the proceeds.  This out 
of compliance condition is expected to continue until final distributions are received from the funds.

Electric Reliability Council of Texas, Inc.
Summary of Investment Results

Third Quarter 2008
(in 000's)

Benchmark Information

Top Funds within category 

n/a

n/a

The Reserve held Lehman Brothers securities in their Primary Fund at the time Lehman Brothers filed for bankruptcy protection.  The Lehman securities represented 
approximately 1.2% of that Fund.  When it became known that they held these securities, The Reserve experienced a high level of redemption requests and temporarily ceased 
redemptions from this fund.  With SEC oversight, The Reserve is currently pursuing an orderly liquidation of this fund; however, there is not currently a clear timetable defined 
for the redemption of these funds and thereby the return of ERCOT's investment.  

The Reserve's US Government Fund also experienced a high level of redemption requests and temporarily ceased redemptions from this fund.  With SEC oversight, The 
Reserve is also pursuing an orderly liquidation of this fund; however, there is not currently a clear timetable defined for the redemption of these funds and thereby the return of 
ERCOT's investment.

All other cash held by ERCOT was held in bank accounts as of September 30, 2008.  Presently, excess funds are held in Treasury and Treasury-backed money market 
accounts at JPMorgan Chase and Federated or in bank accounts.
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Quarterly Investment Review

21 October 2008 ERCOT Public

Highlights of Investment Standard

Objectives Money market accounts The Reserve

Safety - conservative investments; 
diversification of credit risk

ERCOT uses Money market funds (MMF) that comply with Rule 2a-7  because  they  1) have a stated 
objective to preserve capital,  2) require high quality instruments (may hold no more than 5% of 
middle-rated securities – A2/P2 or equivalent), 3) require diversification – no more than 5% of assets
in a MMF may be invested in any one security and   4) restrict the tenor of investment instruments -
instruments must mature in less than 13 months and the average maturity of all holdings in a MMF
cannot extend beyond 90 days.

1)  Met the requirements of Rule 2a-7            
2)  Had a reputation as a conservative 
money manager                                              
3)  Had been in business as a professional 
money manager since 1971                         
4)  Held approximately $125 billion in its 
portfolio of funds

Liquidity - access to funds to meet operating 
requirements

MMF are one of the most liquid forms of investment; funds can typically be moved in and 
out of a fund within one business day.

Met ERCOT's need to access funds daily

Return on Investment - obtaining a 
benchmark rate in line with the goals of 
Safety and Liquidity

MMF rates are compared to other MMF rates to ensure reasonable return on investment Maintained reasonable rates of return

Other requirements of Investment Standard

Invest only in authorized instruments MMFs are authorized instruments

Establish internal controls over the investment 
program

Ensure that only authorized individuals initiate transactions.  Review rates weekly to ensure 
reasonableness.  

Ensure internal controls are reviewed 
periodically by internal audit and annually by 
external auditors

Reviewed by internal and external auditors annually.

Report quarterly to the BOD and F&A on the 
status of the current investment portfolio

Quarterly reports provided to F&A and BOD.

Ensure ERCOT Investment Standard is 
reviewed annually by F&A

Reviewed annually; last reviewed in November 2007
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