
 
 

ERCOT Finance & Audit Committee Meeting 
7620 Metro Center Drive, Austin, Texas 

Met Center, Conference Room 206 
December 15, 2009; 8:00am – 10:00am* 

 
Item 

# 
Agenda Item 
Type 

Description/Purpose/Action Required Presenter Time 

1.  Call to order Executive Session C. Karnei 8:00am 
2.  2a.  Announcement of proxies C. Karnei 8:00am 

 Decision required 
2b.  Approval of executive session minutes (Vote) 

(11/17/09) 
C. Karnei 8:01am 

 Decision required 2c.  Approval of 2010 Internal Audit plan (Vote) B. Wullenjohn 8:03am 
 For discussion 2d.  Internal Audit status report B. Wullenjohn 8:05am 
 Informative 2e.  Internal Audit staffing and budget update B. Wullenjohn 8:10am 
 Informative 2f.  EthicsPoint update B. Wullenjohn 8:20am 

 For discussion 2g.  Discussion with executive management 
T. Doggett / 
R. Bowman 

8:25am 

 For discussion 
2h. Assessment of the adequacy and effectiveness of the 
Internal Audit staff 

B. Wullenjohn 8:35am 

3. Decision required Financing update (Vote) C. Yager 8:45am 
4. Informative Contracts, personnel, litigation and security various 8:50am 
  Recess Executive Session  8:55am 

  Convene General Session   

5. Decision required Approval of general session minutes (Vote) (11/17/09)  C. Karnei 8:55am 
6. Decision required Vote on items from executive session (Vote) C. Karnei 8:56am 

7. Informative 
Review the company’s dealings with any financial 
institutions that are also market participants 

C. Yager 9:00am 

8. Informative Update of 2009 financial forecast M. Petterson 9:05am 
9. For discussion Review scope of annual financial audit M. Petterson 9:15am 

10. For discussion 
Review external auditor quality control procedures and 
independence 

M. Petterson 9:25am 

11. Informative Results of Finance & Audit Committee self assessment C. Karnei 9:35am 
12. Informative Committee Briefs (Q&A only) All 9:45am 
13. Informative Future agenda items R. Bowman 9:50am 
  Adjourn ISO meeting C. Karnei 9:55am 
     

 

* Background material is enclosed or will be distributed prior to meeting.  All times shown in the agenda are approximate. 
 The next Finance & Audit Committee Meeting will be held Tuesday, January 19, 2010, at ERCOT, 7620 Metro Center Drive, Austin, 

Texas 78744, in Room 206. 
 

  Decision required 
  For discussion 
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Finance & Audit Committee MeetingDecember 15, 2009

• Approval of General Session Minutes 
• Vote 11/17/09

5.  Approval of General Session Minutes
Clifton Karnei
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<Vote>

6.  Vote on Items From Executive Session
Clifton Karnei
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7.  Review The Company’s Dealings With Any Financial Institutions 
That Are Also Market Participants – Cheryl Yager

Market Participant Financial Institution Services Provided

Bank of America, N.A. Bank of America, N.A. or 
affiliate

Lender, bank account

JPMorgan Ventures 
Energy Corporation

JPMorgan Chase, N.A. 
or affiliate

Lender, bank accounts, 
money market funds, 
purchasing card, 401(k) 
mutual fund option
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Informative

8.  Update of 2009 Financial Forecast 
Mike Petterson
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2009 financial statement audit plan attached as a separate 
document

9.  Review Scope of Annual Financial Audit 
Mike Petterson
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Finance & Audit Committee MeetingDecember 15, 2009

2009 financial statement audit plan attached as a separate 
document

10.  Review External Auditor Quality Control Procedures and 
Independence - Mike Petterson
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Electric Reliability Council of Texas
2009 financial statement audit plan 
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A member firm of Ernst & Young Global Limited

December 8, 2009

The Finance and Audit Committee

Electric Reliability Council of Texas

Dear Members of the  Finance and Audit Committee,

On December 15, 2009, we are meeting with you to discuss our audit approach and current year audit plan for ERCOT. We will outline the scope of our 
services, identify the Ernst & Young team that will serve you and present some key considerations that will affect the 2009 audit. We are providing the 
enclosed materials so you can familiarize yourselves with them prior to our meeting.

Our audit is designed to express an opinion on the 2009 consolidated financial statements as of December 31, 2009. We are currently completing the 
planning phase of our audit. We will consider ERCOT’s current and emerging business risks, assess those that could materially affect the financial 
statements and align our procedures accordingly. The plan will be responsive to your needs and will maximize audit effectiveness so we can deliver the 
high quality audit you expect. 

ERCOT selected Ernst & Young to perform its 2009 audit and we appreciate your confidence. Our commitment to quality will be reflected in every aspect 
of our work.

Very truly yours,

Philip J. Gunn 
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Agenda

Deliverables

Global audit methodology

Continuous communication and relevant insight

Appendix A  — Timing of required communications

Appendix B  – Independence

Appendix C – Ernst & Young’s Quality Control Procedures
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Deliverables

Audit deliverables
Opinion • Express an opinion on the consolidated financial statements of ERCOT

Internal control 
communications

• Issue a written communication to management and the audit committee describing significant deficiencies and material weaknesses , if 
any, identified during our audit

• Issue a management letter, if appropriate, that provides our recommendations regarding internal controls and opportunities for 
improvement or efficiency, based on observations made during the course of our audit
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Global audit methodology 
Overview of the audit process

Important planning matters for audit committee consideration

• Accounting and auditing developments

• Areas of audit emphasis

• Fraud considerations and the risk of management override

Other permit ted services

Global audit  methodology

Audit  qualit y

Execution
Strategy
and risk 
assessment

Planning
and risk
ident if icat ion

Conclusion
and
report ing

Independence

Ernst & Young audit process
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Accounting and auditing developments

Accounting and 
auditing developments Summary Effect on the company

FASB Accounting 
Standards Codification

In March 2009, the Board issued an ED, The Hierarchy of Generally Accepted 
Accounting Principles—a replacement of FASB Statement No. 162 

• Amends FASB Statement No. 162, The Hierarchy of Generally Accepted 
Accounting Principles, to allow the Codification to become the single source of 
authoritative U.S. accounting and reporting standards applicable for all 
nongovernmental entities, other than guidance issued by the SEC

• As proposed, would be effective on 1 July 2009; however in subsequent Board 
meeting, clarified as effective for financial statements for interim or annual periods 
ending on or after 15 September 2009

The Codification will supersede current US GAAP, including FASB, AICPA, EITF 
and related literature

Not intended to change US GAAP
Reorganizes thousands of US GAAP pronouncements into approximately 90 
accounting topics

The new ED will require a significant change in 
research of accounting issues and references to the 
accounting literature 

Expected benefits of the Codification include:

• Reduced time and effort required to research an 
accounting issue and improve usability of the 
literature

• Mitigate the risk of noncompliance with standards

• Note:  The current references in this report are pre- 
codification.

FASB Statement No. 165 
Subsequent Events

• SFAS 165 specifically addresses guidance surrounding subsequent events that 
was previously considered only in auditing literature, and requires disclosure of 
the date through which subsequent events were considered

• Adoption will necessitate  additional disclosure in the  
Company’s Year-end financial statements.

FASB Statement 
No. 161
Disclosures about 
Derivative Instruments and 
Hedging Activities – an 
Amendment of FASB 
Statement No. 133

• SFAS No. 161 provides disclosure requirements for derivative instruments and 
hedging activities and applies to all derivative instruments, including bifurcated 
derivative instruments (and nonderivative instruments that are designated and 
qualify as hedging instruments) and related hedged items accounted for under 
FASB Statement No. 133, Accounting for Derivative Instruments and Hedging 
Activities.

• Requires entities to provide greater transparency about (a) how and why an entity 
uses derivative instruments, (b) how derivative instruments and related hedged 
items are accounted for under SFAS No. 133 and its related interpretations, and 
(c) how derivative instruments and related hedged items affect an entity’s financial 
position, results of operations, and cash flows.

• SFAS No. 161 contains extensive qualitative and quantitative disclosure 
requirements.

• The disclosures required by SFAS No. 161 should be provided for any reporting 
period (annual or interim) beginning after 15 November 2008 .  

• Adoption will necessitate changes to the Company’s 
disclosures surrounding  systems to properly capture 
and aggregate financial information for disclosure 
purposes.
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Accounting and auditing developments, cont.

Accounting and 
auditing developments Summary Effect on the company

FASB Statement 
No. 157
Fair Value Measurements

• Statement 157 (SFAS No. 157) establishes a framework for measuring fair value 
in US GAAP and clarifies the definition of fair value within that framework.

• Provides principles-based guidance for measuring assets and liabilities at fair 
value, but does not require any new fair value measurements.

• Applies to all accounting pronouncements that require (or permit) the use of fair 
value, with limited exceptions.

• Clarifies that fair value is intended to represent an exit price in the principal 
market (or lacking a principal market, the most advantageous market) for the 
asset or liability being measured.

• Reemphasizes that fair value is a market-based measurement, not an entity- 
specific measurement. Fair value measurements are determined based on the 
assumptions market participants would use in pricing the asset or liability.

• Fair value framework introduces, or reiterates, a number of key concepts 
including unit of account, highest and best use, valuation premise, 
nonperformance risk, market participant assumptions (including risk premiums), 
and the fair value hierarchy, which form the foundation of the fair value 
measurement approach to be utilized for financial reporting purposes.

• Requires enhanced disclosures about fair value measurements and their effects 
on the financial statements. Disclosure requirements highlight the use of fair value 
and the effect of fair value measurements on earnings.

• Effective for financial statements issued for fiscal years beginning after 15 
November 2007. However, a one year deferral of the effective date of SFAS No. 
157 was provided for all nonfinancial assets and nonfinancial liabilities, except for 
those items that are recognized or disclosed at fair value in the financial 
statements on a recurring basis (at least annually). SFAS No. 157 is effective for 
nonfinancial assets and nonfinancial liabilities beginning with financial statements 
issued for fiscal years beginning after 15 November 2008.

• The guidance in SFAS No. 157 applies to fair value 
measurements, whether recorded, disclosed or used 
as part of an analysis, specified by accounting 
standards that are within its scope.

• Consideration of nonperformance risk of the 
company in measuring the fair value of its liabilities 
may be a new concept whose application can be 
complex, particularly as it pertains to derivative 
contracts.

• Additional internal controls and more rigorous 
documentation may be required for key elements of 
the fair value framework (e.g., determination of exit 
markets, highest and best use, market participants, 
market participant assumptions and classification 
within the fair value hierarchy) which can be highly 
judgmental.

• Level 3 disclosures are intended to highlight the 
significance of management judgment used in 
determining fair values and the related subjectivity of 
reported earnings.

• Adoption may necessitate changes to accounting and 
information systems to properly capture and 
aggregate financial information for disclosure 
purposes.

• Increased emphasis on management’s responsibility 
for fair value measurements used in the financial 
statements requires an increased understanding and 
evaluation of fair value information provided by third 
parties.
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Areas of audit emphasis

Area Ernst & Young comments plans for testing
Revenue recognition, Accounts receivable EY to test the Company’s revenue recognition procedures, incorporating the results from SAS 70 

report.

Systems under Development EY to test all components capitalized  for the Nodal Program.

Investments and financial instruments
The Company values certain investments and financial 
instruments (available for sale, trading and other assets and 
liabilities that the Company may elect to carry at fair value) at fair 
value.

If fair value of investments is less than cost, the Company must 
assess whether the impairment is considered other-than- 
temporary and, if so, recognize the other-than-temporary 
impairment in earnings or, for debt securities where the 
Company does not intend to sell the security and it is not more 
likely than not they will be required to sell prior to recovery of the 
security’s amortized cost basis, partially in earnings and partially 
in other comprehensive income.

The above guidance also applies to investments that are carried 
at cost. 

The recent events in the credit market have made valuing a number of investments (including 
those that at one time traded in active markets) a subjective and complex process.

Further, declines in the fair values of a number of investments will create a higher likelihood that 
other-than-temporary impairment may exist.

EY will test all outstanding investments, as well as testing the resolution of amounts held by The 
Reserve. 
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Areas of audit emphasis, cont.

Other areas of audit emphasis include:
•Long-term debt (including LOC and interest rate swaps)

•Capitalization of interest
•Regulatory liabilities

•Accounting for sales tax reimbursement
•Consideration of SAS 70 report

Page 16 of 45



Confidential – Ernst & Young LLP 2009 financial statement audit plan | Page 9

Fraud considerations and the risk of management override

We evaluate the risk of fraud, including the risk of management override, 
using the fraud triangle and consider the actions management has taken to 
respond to those risks.

We consider, among other things:

• Code of conduct/ethics

• Effective and independent oversight by audit committee

• Process for dealing with whistle-blower allegations 

• Adequacy of internal audit oversight of activity

• Entity’s risk assessment processes

Role and oversight responsibilities of the audit committee:

• Management’s assessment of the risks of fraud

• Programs and controls to mitigate the risk of fraud

• Process for monitoring multiple locations for fraud

• Management communication to employees on its views on business 
practices and ethical behavior

We are responsible for planning and performing the audit to 
obtain reasonable assurance about whether the financial statements 
are free of material misstatement, whether caused 
by error or by fraud (SAS No. 99, Consideration of Fraud in a Financial 
Statement Audit).

Our audit procedures will encompass the requirements of SAS 99: 
brainstorming, gathering information to facilitate the identification of and 
response to fraud risks and performing mandatory procedures to 
address the risk of management override (including examining journal 
entries, reviewing accounting estimates and evaluating the business 
rationale of significant unusual transactions).

Occupational Fraud and Abuse, by Joseph T. Wells, CPA, CFR 
(Obsidian Publishing Co, 1997); 

Fraud Examination, by W. Steve Albrecht (Thomson South-Western Publishing, 2003)

pr
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attitude/rationalization

opportunity
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Continuous communication and relevant insight 
Ernst & Young’s thought leadership

BoardMatters Quarterly — contains articles on:
• The company’s ability to continue as a going concern

• Preparing for this year’s shareholder meeting

• Transacting in turbulent times

• New rules in accounting for business combinations

• Financial communications in today’s world

• IFRS comment period extended 

• Managing through a downturn

• Fair value accounting: The debate continues

• Cash flow crisis? Managing cash and treasury functions is more 
important than ever

• Counterparty risk: Lessening your company’s exposure

• Enterprise risk oversight: New considerations for the audit committee

• Effectiveness and accountability in the boardroom 

Ernst & Young AccountingLink — All leading US technical guidance 
and thought leadership

New audit committee site on ey.com – www.ey.com/auditcommittee

Tax alerts, international tax conference

ThoughtCenter Webcasts — Webcasts produced and hosted by Ernst 
& Young that feature Ernst & Young’s best thought leaders, experienced 
industry advisors and subject-matter professionals. Browse the webcast 
archive on our website (www.ey.com) by industry or topic.

Industry publications
• Industry 360 – The Ernst & Young source for global industry insights

• Team to customize

Tapestry Networks — Ernst & Young works with Tapestry Networks to 
orchestrate private dialogues, including the Audit Committee Leadership 
Network (ACLN), and to develop practical insights and solutions to help 
enhance the functioning of financial markets. The ACLN is a group of 
audit committee chairs from some of America’s leading companies.

Ernst & Young is recognized as a global thought leader. Thought leadership pieces that we provide are:
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Appendix A
Timing of required communications
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Timing of required communications

Communicate when 
event occurs

Communicate on a timely 
basis, at least annually

Communications required on all audits
Our responsibility under GAAS and/or PCAOB standards, including other information in documents containing 
audited financial statements X

Major issues discussed with management in connection with initial or recurring retention X

Significant audit adjustments X

Unrecorded audit differences considered by management to be immaterial X

Our judgments about the quality of the Company’s accounting principles X

Disagreements with management X

Consultations with other accountants X

Serious difficulties encountered in dealing with management when performing the audit X

The adoption of, or a change in, an accounting principle X

Methods of accounting for significant unusual transactions and for controversial or emerging areas X

Sensitive accounting estimates X

Fraud and illegal acts involving senior management and fraud and illegal acts that cause a material 
misstatement of the financial statements X

Significant deficiencies and material weaknesses identified during audit X
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Timing of required communications

Communicate when 
event occurs

Communicate on a timely 
basis, at least annually

Additional communications required on audits of non-SEC clients

Overview of planned scope and timing of the audit X

Representations the auditor requests from management X

Significant findings or issues arising from the audit that were discussed with management X

Events or conditions that cause us to conclude that there is substantial doubt about the entity’s ability to continue 
as a going concern X
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Appendix B 
Independence

Page 22 of 45



Confidential – Ernst & Young LLP 2009 financial statement audit plan | Page 15

The independence landscape
Auditor independence rules are founded on four general principles – that auditors and their clients engage in no relationship 
or provision of service that, in either fact or appearance:

• Creates a mutual or conflicting interest between the auditor and the audit client

• Places the auditor in the position of auditing his or her own work

• Results in the auditor acting as management or an employee of the audit client

• Places the auditor in a position of being an advocate for the audit client

Based on these general principles, independence rules can be summarized within two categories: Relationships and 
Services

Relationships
► Financial Relationships – prohibits auditors and certain family 

members from investments in, and other types of financial 
relationships with, an audit client

► Employment Relationships – prohibits auditors and certain family 
members, and retired partners, from entering into certain 
employment or directorship arrangements with an audit client

► Business Relationships – prohibits auditors from having business 
relationships with an audit client, or any person associated with the 
audit client in a decision-making capacity, unless the relationship is 
for the provision of professional services or the auditor is a consumer 
in the ordinary course of business

Services
► Non-Audit Services – prohibits auditors from providing certain non- 

audit services to audit clients

► Contingent Fees – prohibits auditors from charging audit clients a 
contingent fee or a commission for any service

► Partner Compensation – prohibits audit partner compensation to be 
based on selling non-audit services to audit clients
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Ernst & Young’s focus on independence
Independence is fundamental to EY, our audit clients, and the public interest. Our approach to maintaining independence 
includes implementing policies, processes and systems with both “prevent” and “detect” type controls to provide reasonable 
assurance that a breach of independence will not occur and, in the event one does, will not go undetected nor 
unremediated. We proactively reexamine, monitor and test our policies, processes and systems so that they are current, 
thorough and effective. We reinforce our policies, processes and systems through continuous independence training of our 
professionals. We continually reinforce to all our people that compliance with our independence policies is essential, and 
that non-compliance has consequences.

Independence Organization
► Global network of independence leaders in every country where we 

operate 
► Independence specialists support the global network
► Clear accountability - centralized independence functions report to 

Global Managing Partner - Quality and Risk Management (Q&RM) 
and Americas Vice Chair - Q&RM

Independence Processes and Systems
► Monitoring of compliance with our firm’s independence requirements 

relating to matters such as investment holdings, lending 
relationships and family employment relationships, which are 
periodically confirmed by our professionals

► Monitoring business relationships between EY and our audit clients 
and their officers, directors, and substantial shareholders

► Maintaining and periodic updating of audit client subsidiary and 
affiliate information

► Detailed programs and procedures to assert independence in 
connection with client acceptance, IPOs and issuance of 
independence letters under PCAOB Rule 3526

► Consultation processes and documented conclusions

Independence Policies
► EY Global independence policies based on International Federation 

of Accountants (IFAC) and SEC rules
► Issued a comprehensive independence manual with rules all in one 

place
► A Code of Conduct that highlights the importance of maintaining our 

objectivity and independence and with which our personnel are 
required to confirm their compliance annually

Independence Training and Compliance
► Mandatory, continuous independence training for all professionals 

globally
► Independence content is included in many other core learning and 

industry related programs
► Conducting ongoing compliance audits of partners and other 

professionals regarding personal independence
► Global Independence Compliance Team focused on scope of 

services and business relationships
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Appendix C
Ernst & Young’s Quality Control Procedures
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Ernst & Young’s Quality Control Procedures

Ernst & Young’s internal quality control policies
Our reputation for providing quality professional services in an independent, 
objective, and ethical manner is key to our success as independent auditors. Our 
strong commitment to quality services has led the firm to adopt a comprehensive 
set of quality control policies and other safeguards that are applicable to every audit 
engagement. Like any other system of internal control, no single control or 
safeguard provides us with the assurance that our professionals comply in all 
instances with applicable professional standards and the firm’s standards of quality. 
Working in tandem, however, these controls and safeguards provide a 
comprehensive system that serves to prevent or detect in a timely manner matters 
that without corrective action could result in substandard performance. As a result, 
we believe that the firm’s system of quality control for our accounting and auditing 
practice meets the requirements of quality control standards adopted by the Public 
Company Accounting Oversight Board for a public company accounting and 
auditing practice. The following is a summary description of some of Ernst & 
Young’s quality control policies and other safeguards for our accounting and 
auditing practice.

Instilling professional values
Tone at the top — Ernst & Young’s Executive Board and senior management 
regularly communicate and reinforce the firm’s expectations and the importance of 
performing quality work and complying with the firm’s policies. The 
Ernst & Young culture strongly supports collaboration and consultation and places 
special emphasis on the importance of consultation in dealing with complex and/or 
subjective accounting, auditing, reporting, SEC and independence matters. We also 
emphasize the importance of determining that the client has correctly followed our 
advice when necessary.

Organizational structure built around quality — Reflective of our commitment to 
quality, the firm’s Quality and Risk Management (Q&RM) function, led by one of the 
firm’s vice chairs, is responsible for overseeing firm-wide quality initiatives in each 
of our service lines. For example, the Q&RM group is responsible for establishing 
firm policies and processes and consulting on independence matters for all of our 
service lines. 

The independence function within the Q&RM group is comprised of a dedicated 
centralized group of partners and professionals, as well as independence partners 
who are physically located in each of the firm’s geographic operating sub-areas. 
They work closely with the technical resources located in our sub-area practices to 
identify and resolve independence issues affecting clients. The Vice Chair of Quality 
and Risk Management reports directly to the Chairman of the firm and is a member 
of the Executive Board.

The Assurance and Advisory Business Services (AABS) Professional Practice and 
Risk Management function, also led by one of the firm’s vice chairs, is responsible 
for establishing firm policies and methodologies and consulting on accounting, 
auditing, and SEC reporting matters, as well as practice monitoring and risk 
management activities for our accounting and auditing practice. The Professional 
Practice and Risk Management function is comprised of highly-qualified, seasoned 
partners and senior managers in technical support groups such as the National 
Accounting group in New York, the National SEC group in Washington, and the 
National Standards & Methodology group in Cleveland. In addition, the Professional 
Practice and Risk Management function includes a National Professional Practice 
Director (PPD) network comprised of partners and senior managers physically 
located in each of the firm’s geographic operating sub-areas. The PPD network is a 
key part of our consultation process so having them geographically located within 
the operating sub-areas helps the network be more knowledgeable about our 
people and clients, as well as more easily accessible for consultations with audit 
engagement teams and our clients. It is important to note that although the PPD 
network is located within the operating sub-area it is independent of the operating 
sub-area leadership. The partners in the network report to and are evaluated and 
compensated by the Vice Chair of AABS Professional Practice and Risk 
Management to provide greater assurance on the objectivity of our consultation 
process. 

Given the volume and complexity of new accounting, reporting, and regulatory 
matters facing our audit engagement teams and our clients, we continue to evaluate 
our resources dedicated to improving the quality of our work and are committed to 
increasing them when needed.
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Ernst & Young’s Quality Control Procedures

Code of professional conduct — The Ernst & Young Code of Conduct was 
developed to provide an ethical framework for all of our activities. Each partner and 
employee are asked to sign an annual confirmation statement that they have read 
the Code of Conduct carefully, have become familiar with the elements of the Code, 
understand their responsibilities with respect to its requirements and agree to abide 
by its provisions as a condition of continued employment or association. 

Ethics hotline/website and Ethics Oversight Board — The firm’s leadership has 
clearly communicated to our partners and employees an expectation of personal 
responsibility to pursue an understanding of any matter pertaining to ethics. 
Although, in most instances consultation with client service partners, business unit 
leaders, or others will resolve a matter, our EY/Ethics Hotline and EY/Ethics 
website, which supplements the phone-based hotline, were designed to provide 
another — and confidential — way for our people to raise concerns about unethical 
or illegal actions, violations of professional standards, or other actions inconsistent 
with the Ernst & Young Code of Conduct. In addition, our Ethics Oversight Board, 
reporting directly to the Executive Board and comprised of senior partners in the 
firm, provides ongoing monitoring of the practices and principles that guide the way 
we do business.

Independence — Ernst & Young has a comprehensive set of independence 
policies. The firm’s written policies cover relationships with restricted entities (e.g., 
audit clients) as well as all other professional and regulatory independence 
requirements. Our independence policies and processes comply with the SEC’s 
auditor independence rules. Compliance with the firm’s policies and procedures is 
tested in several ways. Professionals who do not comply with professional or 
regulatory requirements are subjected to disciplinary sanctions.

Document retention — The firm has a comprehensive Retention of Records policy 
that applies to all of our service lines. This policy is intended to ensure that 
professional standards on working papers are complied with and that appropriate 
documents are retained as long as necessary for business, legal and regulatory 
purposes. The policy emphasizes that all documents must be preserved whenever 
any person becomes aware of any actual or reasonably anticipated claim, litigation, 
investigation, subpoena or other government proceeding involving Ernst & Young or 
one of our clients that may relate to our work.

Audit performance
Audit methodology — As a result of substantial investment and our focused 
efforts to continually maintain state-of-the-art audit methodologies and supporting 
tools, our auditors are well equipped to perform audits of the financial statements of 
companies of varying sizes and complexities, including integrated audits of internal 
controls over financial reporting when required. The 
Ernst & Young Global Audit Methodology provides a framework for application of a 
consistent thought process to all audits. The methodology contemplates 
team-based audit service delivery and allows alternative solutions depending on 
client circumstances, professional judgment and audit team input. We make 
enhancements to our audit methodology on a regular basis as a result of new 
standards, emerging auditing issues or implementation experiences. 

Technology enablers — Numerous technology enablers are used by our audit 
engagement teams to assist in executing and documenting the work performed in 
accordance with the Ernst & Young Global Audit Methodology.

Formation of audit engagement teams — Ernst & Young requires an annual 
review of partner assignments for public companies by geographic operating 
sub-area leadership and the National Professional Practice Directors located in the 
geographic operating sub-areas to make sure that the partners serving our public 
company clients possess the appropriate competencies to fulfill their engagement 
responsibilities.
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Ernst & Young’s Quality Control Procedures

Policies for review and consultation
Reviews of audit work — Firm policies describe the requirements for timely, direct 
executive participation on audits and various levels of reviews of the work 
performed.
An independent look at all our audits — A professional and regulatory 
requirement for audits of public companies is that a partner independent of the audit 
team reviews the audit report on the financial statements (and where applicable the 
audit reports on internal controls over financial reporting) and performs certain other 
procedures prior to issuance of the report(s). We require such reviews on all audits, 
of both public and private companies.
Consultation requirements — Our consultation processes and related policies are 
designed to take advantage of all of the firm’s resources in reaching our 
conclusions on complex and/or subjective accounting, auditing, reporting, SEC and 
independence matters. Consultation is a decision-making process, not just a 
process to provide advice. For complex and sensitive matters, Ernst & Young 
requires consultation outside of the audit team with other personnel who have more 
experience or specialized knowledge, with the goal of deciding the appropriate firm 
position regarding these matters. We have an extensive list of matters that require 
consultation on any engagement where the situation is encountered, and we 
supplement the list of required consultations to focus on emerging matters. Our 
people are expected to, and do, consult regularly on other significant accounting, 
auditing, reporting, SEC and independence matters, as well as on other sensitive 
issues or sensitive communications to clients or others outside the firm.
Audit engagement team disagreement resolution process — 
Ernst & Young has a collaborative culture and encourages its people to speak up if 
a professional-practice disagreement arises or they are uncomfortable about 
something having to do with a client engagement. The firm’s policies provide all of 
our people with the authority to demand a hearing for their views and an 
understanding that the firm considers all points of view when resolving key issues. 
When a matter that goes beyond the audit engagement team is ultimately resolved, 
firm policies require it to be documented.

Internal accountability
Audit partner rotation — As required by the SEC’s independence rules, on audit 
engagements for public companies our firm will rotate the lead audit partner, the 
reviewing partner (i.e., partner independent of the audit team), and other audit 
partners (as defined) no less frequently than the maximum years of service 
permitted by the SEC. 
Conflicts resulting from employment relationships — Ernst & Young has 
policies and procedures to address the potential for actual or perceived impairment 
of independence for situations where the firm’s professionals accept employment at 
the firm’s audit clients. Our policies in this area address the SEC’s one-year cooling 
off requirement, and set forth consultation protocols within the firm for certain job 
positions so that compliance is achieved with respect to both the letter and the spirit 
of the SEC’s rules.
Partner evaluation and compensation methods — Ernst & Young evaluates and 
compensates its partners based on several factors, which are aligned to the firm’s 
overall strategy and direction. We do not compensate our audit partners on the sale 
or delivery of non-audit services to their audit clients. Our compensation approach 
reflects the firm’s deep commitment to provide quality service to our clients as well 
as our professional obligation to maintain our independence.
Staff evaluations — Ernst & Young’s performance management and development 
process is designed to provide timely, specific feedback on job performance. The 
purpose of the process is to help our people grow in their careers and to understand 
how their personal development is linked to the firm’s values, strategy and overall 
success.
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Ernst & Young’s Quality Control Procedures

Client acceptance and continuance — Ernst & Young’s audit client acceptance 
process involves a careful consideration of the risk characteristics of a prospective 
client and several due diligence procedures. Our approval process is rigorous, and 
no new audit client may be accepted without the prior approval of the National 
PPDs located in the geographic operating sub-areas. Additionally, as part of audit 
client acceptance, an independence review is performed prior to accepting an initial 
engagement pursuant to the standards of the PCAOB. The National PPDs also are 
very involved in the client continuance process and must be satisfied with the 
geographic operating sub-area leadership’s decisions. Both client acceptance and 
client continuance decisions depend on, among other things, the absence of any 
perception that a company’s management pressures the audit engagement team to 
accept inappropriate accounting and reporting. Our considerations and conclusions 
on the integrity of management are essential to our acceptance and continuance 
decisions.
Internal and external practice monitoring — Ernst & Young conducts an annual 
internal inspection program (Assurance Quality Review or AQR) that assesses the 
quality of our audit work for a cross-section of engagements. The objective of the 
AQR program is to evaluate the design and operating effectiveness of the firm’s 
quality control policies and procedures for our accounting and auditing practice. The 
AQR program also aids our efforts to continue to identify areas where we can 
improve our performance or enhance our policies and procedures.
The PCAOB performs annual inspections of the firm’s public company accounting 
and auditing practice and our non-public company practice is reviewed on a 
triennial basis as part of the AICPA peer review program.

People management
Recruitment and hiring — One of Ernst & Young’s strategic objectives is to attract 
and build lifelong relationships with extraordinarily talented people. For the most 
part, the firm hires only candidates who have qualified academically to sit for the 
CPA examination in the state for which they are being recruited.

Professional development — Ernst & Young has requirements for continuing 
professional education that apply to all professionals. Our commitment to lifelong 
learning results in an improved ability to meet personal and professional goals and 
provide the highest quality service to our clients. An individual’s professional 
development principally occurs through formal learning and on-the-job training. The 
core training courses are supplemented by training programs that are developed in 
response to changes in accounting and reporting standards, professional 
standards, and emerging practice issues.

Internal communications
Communication technology and knowledge databases — Ernst & Young makes 
significant investments in its knowledge and communications networks to assist our 
professionals. Examples of electronic mail communications and knowledge 
databases are: a daily newsletter that reports on the latest news and information 
about the firm and its services, a periodic newsletter that reports on recent 
accounting and auditing standard-setter activities and other important matters, and 
several intranet repositories providing information on important accounting, auditing 
and industry related topics.
Peer review, internal quality control review and other inquiries —
[Client team TBD — Note: For New York Stock Exchange listed companies, audit 
committees are required to obtain and review annually a report by the independent 
auditor that includes a description of any material issues raised by the most recent 
internal quality-control review, or peer review, of the firm, or by any inquiry or 
investigation by governmental or professional authorities, within the preceding five 
years, respecting one or more independent audits carried out by the firm, and any 
steps taken to deal with such issues. Audit teams may communicate this 
information anytime throughout the year. Audit teams who elect to include this 
communication as part of the audit plan or results should refer to the latest version 
of the Report for Audit Committees: Information on Ernst & Young's Accounting and 
Auditing Practice to complete this section.
As of November 2008, the most recent version of this report is included in 
Information Release No. BB1627.]
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Ernst & Young

Assurance | Tax | Transactions | Advisory

About Ernst & Young
Ernst & Young is a global leader in assurance, tax, 
transaction and advisory services. Worldwide, our 135,000 
people are united by our shared values and an unwavering 
commitment to quality. We make a difference by helping 
our people, our clients and our wider communities achieve 
their potential.

For more information, please visit 
www.ey.com.

Ernst & Young refers to the global organization
of member firms of Ernst & Young Global Limited,
each of which is a separate legal entity.
Ernst & Young Global Limited, a UK company
limited by guarantee, does not provide services
to clients. Ernst & Young LLP is a client-serving member 
firm of Ernst & Young Global and of Ernst & Young 
Americas operating in the US.

About Ernst & Young’s Assurance Services
Strong independent assurance provides a timely and 
constructive challenge to management, a robust and clear 
perspective to audit committees and critical information for 
investors and other stakeholders. The quality of our audit 
starts with our 60,000 assurance professionals, who have 
the experience of auditing many of the world’s leading 
companies. We provide a consistent worldwide audit by 
assembling the right multidisciplinary team to address the 
most complex issues, using a proven global methodology 
and deploying the latest, high-quality auditing tools. And 
we work to give you the benefit of our broad sector 
experience, our deep subject matter knowledge and the 
latest insights from our work worldwide. It’s how Ernst & 
Young makes a difference.

© 2009 Ernst & Young LLP. 
All Rights Reserved.
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Informative

11.  Results of Finance & Audit Committee Self Assessment 
Clifton Karnei
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 ERCOT Finance & Audit Committee 
Self-Evaluation December 2009 Yes No Not Sure Comments 

1.  

Does the committee have the appropriate number of members?  
The committee should not be so large that: 

 its ability to operate efficiently and effectively is reduced  
 members’ ability to raise issues is hampered  
 it is difficult to get a quorum when a time-sensitive issue 

arises 

5 2 1 

• I think it's too large 
• Ability to raise issues in time is reduced.  There 

should be a separate audit committee 
• 1 or 2 two less members would still be an effective 

committee 

2.  

Committee members demonstrate their objectivity during meetings 
through behaviors such as driving agendas, rigorous probing of 
issues, consulting with other parties, and hiring experts, as 
necessary. 

7 0 1 • All members freely express items of concern with 
management 

3.  Differences of opinion on issues are resolved to the satisfaction of 
the committee. 7 0 1  

4.  Committee members challenge the Chair as appropriate. 7 0 1 • This group is not bashful 

5.  The committee charter is used as a document to guide the 
committee in its efforts, and to help guide the committee’s agenda. 5 0 3  

6.  
6.1 Committee members are financially literate, and the committee 
has determined that it has adequate financial expertise in 
accordance with its charter. 

8 0 0 • We have some very competent financial members 

 
6.2 Committee members participate in some form of continuing 
education to stay abreast of changes in the financial accounting 
and reporting, regulatory and ethics areas. 

1 1 6 

• My general understanding is that members pursue 
continuing education opportunities, but am not 
aware of specifics. 

• No formal committee procedure exists but I am 
aware that several committee members perform 
continuing education requirements 

• Not sure about everyone. We do not report this 

 

6.3 The committee understands how the organization’s 
performance compares with its budgetary targets and its peers, 
and how management plans to address any unfavorable 
variances. 

6 0 2  

 

6.4 The committee discusses the initial selection of or changes in 
significant accounting policies used in developing the financial 
statements, the reason for and impact of any changes in policy, 
and reasons alternative treatments were not adopted. 

6 1 1  
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 ERCOT Finance & Audit Committee 
Self-Evaluation December 2009 Yes No Not Sure Comments 

 6.5 The committee discusses significant, complex, or unusual 
transactions with management and the external auditors. 7 0 1  

 

6.6 The committee understands which areas represent high risk 
for material misstatement of the financial statements, and 
discusses assumptions and approaches used with management 
and the external auditors. 

5 0 3 
• While the Chair and the staff interact with the 

external auditors, the entire committee seldom has 
a discussion with the external auditors, and I don't 
think it's appropriate to do so 

 

6.7 The committee forms its own view of the risk of material 
misstatement due to fraud, discusses with management and the 
external auditors their views on the risk of material misstatement 
due to fraud, and is comfortable that any differences in views can 
be reconciled. 

7 0 1 • The committee meets with external auditors 
periodically to perform this review 

 
6.8 The committee fully understands significant changes in 
financial statements from prior years and from budget, and is 
provided with sufficient, reliable evidence to support variances. 

6 0 2  

 6.9 The committee commits sufficient time to review, discuss, and 
consider the financial statements. 6 2 0  

 6.10  The committee makes optimum use of the meeting time 
allotted. 6 1 1 

• Meetings are generally well-run, with ample 
opportunity to discuss relevant issues 

• Generally, all allotted time is used 

 6.11 The committee meets with financial management to discuss 
results reported before finalization. 7 0 1 • When necessary 

7.  Committee members have a clear understanding of ERCOT’s debt 
structure and cash management practices. 6 0 2  

8.  Committee members receive sufficient details regarding long-term 
financial planning. 8 0 0 • Yes we receive 5 year forecasts, but long term at 

ERCOT is 2 years 

9.  The Committee makes appropriate use of workgroups or task 
forces to investigate issues defined by the Committee. 5 1 2 

• Work groups or task forces are seldom used. The 
entire committee usually addresses issues, unless 
they are personnel issues 

• Workgroups and task forces have not been 
necessary 

10.  The committee engages outside experts as appropriate. 6 1 1 • Seldom needed 

11.  11.1 The organization’s financial reporting processes are stronger 
as a result of management’s interactions with the committee.  7 0 1 

• There should be a higher degree of commitment 
from top management to the financial aspects of 
ERCOT 
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 ERCOT Finance & Audit Committee 
Self-Evaluation December 2009 Yes No Not Sure Comments 

 

11.2 The committee understands and agrees with the board on 
which categories of internal control it oversees. Categories 
include: 

 Integrity of financial reporting 
 Compliance with laws and regulations 
 Operational efficiency and effectiveness 

5 0 3  

 11.3 The committee and the board concur with any changes to the 
committee’s internal control oversight mandate. 7 0 1  

 

11.4 The committee understands the current high-risk areas - 
including information technology and computer systems - in the 
categories of controls it oversees, as well as how management 
addresses those areas.  

6 1 1 
• These issues typically are discussed in detail with 

the Board as a whole, in addition to discussions at 
the committee level 

12.  The committee is cognizant of the line between oversight and 
management, and endeavors to respect that line. 7 0 1  

13.  

The committee conducts executive sessions in a manner that 
offers a “safe haven” to the individual, while at the same time 
asking tough and necessary questions, evaluating the answers, 
and pursuing issues that might arise to a satisfactory resolution. 

8 0 0 • Most meetings begin in executive to facilitate this 
discussion 

14.  14.1 The committee does its part to ensure the objectivity of the 
internal audit team. 8 0 0  

 14.2 The committee provides constructive feedback to the chief 
audit executive at least annually. 8 0 0 • We do it every month 

 
14.3 The committee receives sufficient detail regarding material 
issues and complaints brought forward which relate to the 
company’s fraud, ethics or accounting practices. 

8 0 0 
• Probably too much 
• Monthly review of ethics points are done by the 

committee with probing questions of staff 

 

14.4 The committee has developed the scope of work to be done 
by the independent auditor and by the internal audit department 
based upon a reasoned review of the risks or exposures to the 
company. 

7 1 0 
• Internal auditor also performs tasks for the PUC 

over which the committee has no control, but does 
review the results 

• We have a risk adjusted internal audit plan 

15.  The committee communicates at an appropriate level of detail 
when informing the Board of its actions. 8 0 0  
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 ERCOT Finance & Audit Committee 
Self-Evaluation December 2009 Yes No Not Sure Comments 

16.  Committee members receive clear and succinct agendas and 
supporting written material sufficiently prior to scheduled meetings. 8 0 0  

17.  Committee members have adequate opportunities to discuss 
issues and ask questions. 7 1 0 • The Chair never cuts off conversation 

18.  The frequency of committee meetings is appropriate for the 
responsibilities assigned to the committee. 6 1 1  

19.  Meeting facilities and presentation materials are effective for the 
conduct of committee activities. 8 0 0  

20.  The committee is efficient and value adding. 8 0 0 • Could do better 
21.  Please add additional comments, questions and suggestions here.     
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Q&A only

12.  Committee Briefs
Various
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# of QSEs*

Estimated 
Aggregate 

Liability ($) % of EAL

Total Unsec 
Credit Limit / 

Security Posted # of QSEs*

Estimated 
Aggregate 

Liability ($) % of EAL

Total Unsec 
Credit Limit / 

Security Posted

Exposure in the ERCOT Market (owed to ERCOT)

QSEs that meet ERCOT Creditworthiness Standards

Ratings over BBB- 10 22,512,212          8% 143,161,174       U 9 21,003,765           8% 138,161,174       U

QSEs that do not meet ERCOT Creditworthiness Standards

Ratings below BBB- or not rated
Cash & Letters of Credit 45 155,408,302        58% 312,307,811       S 50 139,316,445         53% 288,959,130       S
Guarantee Agreements 12 89,031,300          33% 328,912,171       S 16 100,777,434         39% 370,412,171       S

Total Exposure 67 266,951,814        100% 75 261,097,644         100%

Other QSEs in the ERCOT Market (ERCOT owes)

QSEs that meet ERCOT Creditworthiness Standards
Ratings over BBB- 6 (6,121,571)           -13% 71,347,047         U 7 (2,956,555)           -8% 76,347,047         U

QSEs that do not meet ERCOT Creditworthiness Standards
Ratings below BBB- or not rated

Cash & Letters of Credit 75 (27,835,616)         -56% 76,786,019         S 67 (23,993,325)         -60% 81,273,580         S
Guarantee Agreements 15 (15,774,154)         -32% 191,011,700       S 11 (13,017,368)         -33% 149,511,700       S

Total 96 (49,731,341)         -100% 85 (39,967,248)         -100%

Total 163 160

U: For QSEs that meet ERCOT's Creditworthiness Standards, amount of unsecured credit granted.
S: For QSEs that do not meet ERCOT's Creditworthiness Standards, amount of Security posted.

    Note 1:  Guarantee Agreements provided to meet a QSE's collateral requirements by entities that meet ERCOT's Creditworthiness Standards.
                   Guarantee Agreements provided to meet financial statement requirements by entities that do not meet ERCOT's Creditworthiness
                   Standards are not included on this schedule.

as of 10/31/2009 as of 11/30/2009

ERCOT Market Credit Status
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12.  Committee Briefs:  ICMP – Status of Open Audit Point 
Cheryl Moseley
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Month

Open Points Reopened Past Due

Avg.
24

Totals

Audits Completed 5 1 1 6 3 3 3 3 3 3 2 3 36
Points Added 11 12 9 24 27 6 16 11 6 0 5 11 138
Points Completed 15 5 13 23 11 11 15 4 9 16 5 3 130

December 15, 2009 Finance & Audit Committee Meeting
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12.  Committee Briefs:  Audit 
Cheryl Moseley

Audits Completed
(last 3 months)

Internal Audits
• Cash & Investments
• Employee Onboarding, 

Transfer, Offboarding & 
Termination

• PDA and Cell Phone 
Reimbursements (Special 
Request)

• Human Resources Metrics
• Internal Control Testing
• Q3 2009 Fraud Auditing

External Audits
• 2009 SAS70 Audit 

(PricewaterhouseCoopers)
• Nodal Program Billings – ABB 

(Opportune LLP; Targeted Review; 
Internal Audit to Provide Support) 

Open Audits
Internal Audits

• Nodal Contract Management 
(Special Request)

• Incident/Problem Management 
REMEDY system

• Nodal Budget-to-Actual Mgmt 
(Special Request - Follow-up)

• Protocol 1.4 Required Audit – 
Ethics Compliance

• Employee Ethics Compliance
• IT Disaster Recovery  Processes 

(Special Request)

External Audits
• None

Planned Audits
(next 3 months)

Internal Audits
• Enterprise Resource Mgmt.
• Taylor Data Center Expansion 

(Special Request)
• New Data Center & Control 

Center (Special Request)
• Pre-Assessment Review of 28 

NERC CIP Requirements 
(Special Request)

• FY2009 Fraud Auditing 
Program

• Nodal Program Spending
• System Operators’ 

Compliance with Operating 
Procedures (Limited Scope)

• Analysis of Nodal Program 
Reporting

External Audits
2009 Financial Audit (Ernst & 

Young, LLP)
2010 SAS70 Audit (SAS70 

Solutions, Inc.)

December 15, 2009 Finance & Audit Committee Meeting
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12.  Committee Briefs:  Audit 
Cheryl Moseley

Consultation/
Analysis Reports

Completed
(last 3 months)

External Assessments
Assessment of Nodal 
NMMS

Open Consultation/
Analysis Reviews

External Assessments
Assessment of Nodal 
Systems

Planned Consultation/
Analysis Reviews

(next 3 months)

External Assessments
1 Security Assessment 
planned

December 15, 2009 Finance & Audit Committee Meeting
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ERCOT PUBLIC

Operational Market Grid
Excellence Facilitation Reliability

Strategy
Development

Performance
Monitoring

Customer
Choice

Grid
Operations

Review
Practices

Legal &
Legislative

Corporate objective setting adequately 
incorporates informed stakeholder input, 
market realities and management expertise.

Clearly defined and actively monitored performance 
metrics linked to mission and goals .  Performance 
status communicated and corrective action taken.

Market design promotes efficient choice by 
customers of energy providers with effective  
mechanisms to change incumbent market 
participants as desired.

Information required to operate the grid is 
efficiently gathered.  Appropriate tools are 
prudently configured to efficiently operate the 
system.

Prudent measures are taken to insure that 
company disclosures are properly vetted 
and not misleading.

Operations are conducted in compliance with 
all laws and regulations.  Impacts of current 
and proposed legislation are understood and 
communicated.

Mission
and Goals

Business
Practices

  Nodal
  Implementation Project

       Planning         Disclosure Internal Control
Compliance

Corporate objectives and performance 
standards are understood and followed.

Business planning, processes and management 
standards are effective and efficient.

Nodal Implementation on budget on schedule, 
and within defined scope.

Long-range planning methods enable efficient 
responses to system changes that are necessary 
to maintain reliability standards.

Reporting and other disclosures to 
intended parties is timely, accurate and 
effective.

Internal Control Compliance, processes and 
management standards are effective and 
efficient.

To help ERCOT evaluate its needs post-
Nodal go-live, an RFP to perform an 
organizational assessment was released in 
late November.  Responses are expected 
in December.  Expect to select vendor in 
January 2010.

Integration testing schedule for Phase 4 and 5 
has slipped 2 and 4 weeks respectively.  
Strategies for catching up include scheduling 
more work over the holiday slowdown period 
(last half of December), and prioritizing testing 
to ensure critical functionality and reports are 
completed first.

Demand for planning studies exceeds ERCOTs 
ability to perform them.  A list of studies desired 
by ERCOT and Stakeholders has been 
prepared and reviewed and a plan is in place to 
conduct these studies.  ERCOT has applied for 
federal grants to supplement 2011 budget 
limitations to enable these studies to be 
completed in a timely fashion.

ERCOT is developing processes to 
institutionalize the ongoing training on 
current policies and procedures for all 
ERCOT staff and contract workers.

      Reputation Workforce Counterparty
Credit

Bulk System
Resources

      Communication Industry
Standards

ELECTRIC RELIABILITY COUNCIL OF TEXAS, INC. 
RISK MANAGEMENT EVENT PROFILE MATRIX (as of December 1, 2009)

ReportingStrategic      Legal and Regulatory 
Compliance

File:  Stoplight 2009-12  Page 1 Stoplight Worksheet

Credit Resources Standards
Positive perceptions by stakeholders lead to 
less cost and greater flexibility resulting in 
enhanced enterprise value.

Organization design, managerial and technical skills, 
bench strength and reward systems aligned with 
corporate goals.

Maintain credit risk exposure for overall market 
within acceptable limits.

Market Participants construct and make available 
adequate bulk electric grid resources.

Internal & external communications are 
timely and effective.

Business practices provide stakeholders with 
required assurances of quality.

ERCOT is addressing reputation issues by 
1) refocusing communication efforts (e.g. 
expanding the CEO Report to the BOD to 
include more details on ERCOT successes 
and  disappointments),  2) continuing to 
complete Nodal on time and on budget, 3) 
preparing a well thought out budget for 
2011, and 4) increasing accountability.

The rolling 12-month voluntary turnover has 
dropped slightly to 2.9%.  ERCOT readiness 
continues to make progress on the skills and 
training required for Nodal success.  Strong 
demand for subject matter experts and technical 
positions is keeping the current risk level from 
being lowered further.    As of the end of 
November ERCOT was seeking to fill 21 positions, 
up from 11 positions in October.

Results of the potential credit exposure model 
for YE 2008 and 1st and 2nd quarters 2009 
have been reported to the F&A committee.  
Updates for the 3rd quarter will be reported in 
January 2010.  

 ERCOT has received a confidential draft 
and returned comments on the 1st part of 
the 2009 NERC reliability audit.  ERCOT 
expects to receive confidential draft results 
of the 2nd part of the audit in January.

Fiscal
Management

Technology
Infrastructure

Administration, 
Settlement & Billing

Operational
Responsibility

Adequacy
and Integrity

Regulatory
Filings

ISO design requires competent, prudent and 
cost effective provision of services .

Information systems, supporting facilities and data 
are effectively managed and are reliable.

Market rules fairly applied to all participants.  
Accounting is timely and accurately reflects 
electricity production and delivery.

Market participant conduct their operations in a 
manner which facilitates consistent grid reliability.

Robust processes exist to support 
management assertions embodied within 
financial reports.

Evidence, testimony and other supporting 
materials are compelling and successful.

Record temperatures this summer helped 
narrow the revenue variance seen YTD, 
but with one month to go, revenues are 
expected to come in at or below budgeted 
levels.  Lower costs of Zonal projects, 
along with cost containment measures 
have largely offset revenue shortfall.  
Barring any significant additional 
extraordinary costs, we expect to end 2009 
at or below budget.

Systems remain stable in all areas.   Sufficient 
computer room capacity for Nodal go-live and for 
the start of advanced metering are available with 
the completion of the TCC1 expansion.  Austin 
data center capacity near maximum and may not 
be able to accommodate additional unforseen 
expansion prior to switchover to Bastrop.  
Capacity requirements are being closely 
monitored.  Bastrop and TCC 3 data centers are 
under construction with expected building 
availability by end of 3rd quarter 2010, and 
occupancy and equipment relocations in mid 
2011.  

There is still a lack of consensus over 
application of low voltage ride-through, reactive 
power  and frequency response requirements 
to existing wind generation resources.

Legend:              Elevated Risk Level                   Reduced Risk Level                    (New Risk Categories / Descriptions Indicated in Green)
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12.  Committee Briefs: PMO
David Troxtell

Finance & Audit Committee MeetingDecember 15, 2009
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12.  Committee Briefs: Investment Balances: November 30, 2009
Cheryl Yager

Finance & Audit Committee MeetingDecember 15, 2009

Investment 
Account Chase Federated 068 Federated 0125 Evergreen 497 Invesco BlackRock Subtotal

Treasury and Repo Treasury and Repo Treasury only Treasury and Repo Treasury and Repo

Operating 176,224$             5,000$                 -$                     -$                     -$                     -$                     181,224$            

TRE 1,262,831            1,359,686            -                       -                       -                       -                       2,622,517$         

Market 25,626,874          15,000                 15,000                 15,000                 15,000                 5,000                   25,691,874$       

Deposit/Restricted 18,256,420          46,000,267          42,000,211          49,000,336          49,003,983          49,005,039          253,266,257$    

Total 45,322,349$     47,379,953$     42,015,211$     49,015,336$     49,018,983$     49,010,039$     281,761,872$    

% Investments: 16% 17% 15% 17% 17% 17% 100%

ERCOT
Summary of Investments

11/30/2009
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13.  Future Agenda Items – 2010 
Roy Bowman

•

 

Standing Internal Audit agenda items
•

 

Elect officers and confirm financial qualifications
•

 

Credit briefing – Potential Future Risk
•

 

Review ERM standard
•

 

Committee briefs
•

 

Future agenda items

Future Agenda Items – January 2010
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Finance & Audit Committee MeetingDecember 17, 2009

F&A 2009 Yearly Schedule

Quarter 1
•Elect officers and confirm financial qualifications
•Vote on CWG

 

Chair/Vice Chair

Quarter 2
•Report results of annual independent audit to the Board
•Review the procedures for handling Reporting violations
•Review results of annual audit, together with significant 
accounting policies (including required communications)

•Review ERCOT Annual Report
•Review operating plan and budget assumptions
•Review and approve Internal Audit Department Charter
•Conduct annual review of insurance coverage(s)
•Review the Company’s dealings with any financial institutions 
that are also market participants

Quarter 3
•Appoint the independent auditors for upcoming year
•Approval of independent auditor fees for upcoming year
•Review of committee charter
•Approve the Guidelines for Engagements of External auditors 
for Other Services (pre-approval policy)

•Assessment of compliance, the internal control environment 
and systems of internal controls

•Review and approval of annual operating budget
•Report by CWG Chair on ERCOT credit policy
•Review updated year-end forecast

Quarter 4
•Approve audit committee meeting planner for the upcoming 
year, confirm mutual expectations with management and the 
auditors

•Review and approval of Financial & Investment policies
•Approve scope of internal auditing plan for upcoming year
•Assessment of the adequacy and effectiveness of the Internal 
Audit staff

•Perform Finance & Audit committee Self Assessment
•Review requirements for membership in CWG
•Review and approve CWG charter
•Review updated year-end forecast
•Review the Company’s dealings with any financial institutions 
that are also market participants

•Review scope of annual financial audit
•Review of external auditor quality control procedures and 
independence

Recurring Items
•Review minutes of previous meeting
•Report monthly matters to the Board (chair)
•Review EthicsPoint activity
•Review significant audit findings and status relative to annual 
audit plan

•Review investment results quarterly

√
√

√
√
√

√
√
√

√
N/A

√

√
√

√

√
√

√

√
√

√

√
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