
 
 

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

Met Center, Conference Room 206 
January 19, 2010; 8:00am – 10:00am* 

 
Item 

# 
Agenda Item 
Type Description/Purpose/Action Required Presenter Time 

1.  Call to order General Session C. Karnei 8:00am 

2. Decision required Elect Chairman and Vice Chairman (Vote) R. Bowman / 
E. Doolin 8:00am 

3. For discussion Confirm financial qualifications and committee  
membership Chairman 8:05am 

4.  Recess General Session Chairman 8:15am 
5.  Call to order Executive Session Chairman 8:20am 
6.  6a.  Announcement of proxies Chairman 8:20am 

 Decision required 6b.  Approval of executive session minutes (Vote) 
(12/15/09) Chairman 8:21am 

 For discussion 6c.  Internal Audit status report B. Wullenjohn 8:22am 
 Informative 6d.  EthicsPoint update B. Wullenjohn 8:25am 

 For discussion 6e. Quarterly Private Discussion with Chief Audit 
Executive B. Wullenjohn 8:35am 

7. Informative Financing update C. Yager 8:45am 
8. Informative Contracts, personnel, litigation and security Various 8:55am 
  Recess Executive Session Chairman 9:25am 

  Convene General Session Chairman  
9. Decision required Approval of general session minutes (Vote) (12/15/09)  Chairman 9:30am 
10. Informative Quarterly investment update C. Yager 9:31am 
11. Informative Credit briefing – Potential Future Risk R. Baker 9:45am 
12. Informative Committee Briefs (Q&A only) All 9:50am 
13. Informative Future agenda items R. Bowman 9:55am 
  Adjourn ISO meeting Chairman 10:00am 
     

 
* 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, February 16, 2010, at ERCOT, 7620 Metro Center Drive, Austin, 
Texas 78744, in Room 206. 

 
  Decision required 
  For discussion 
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2.  Election of Committee Chair and Vice-Chair
Roy Bowman / Estrellita Doolin

<Vote>
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3.  Confirm Financial Qualifications and Committee Membership
Chairman

For discussion

January 19, 2010 Finance & Audit Committee Meeting
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4.  Recess General Session
Chairman

January 19, 2010 Finance & Audit Committee Meeting
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9.  Approval of General Session Minutes
Chairman

Finance & Audit Committee MeetingJanuary 19, 2010

Approval of General Session Minutes 
• Vote 12/15/09
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DRAFT ELECTRIC RELIABILITY COUNCIL OF TEXAS, INC. 
MINUTES OF THE FINANCE & AUDIT COMMITTEE – GENERAL SESSION  

 
7620 Metro Center Drive (Room 206) – Austin, Texas 78744 

December 15, 2009 

Pursuant to notice duly given, the Finance & Audit Committee (“Committee”) of Electric Reliability Council 
of Texas, Inc. (“ERCOT”) convened on the above-referenced date.  Clifton Karnei confirmed that a quorum 
was present and called the meeting to order at approximately 8:04 a.m.  The Committee met in Executive 
Session from 8:04 a.m. to 8:46 a.m., at which time it recessed to General Session.   

General Session Attendance 
Committee members: 
Ballard, Don Office of Public Utility Counsel Residential Consumer Not Present 

 
Cox, Brad Tenaska Power Services Independent Power Marketer Not Present 

 
Espinosa, Miguel 
(Vice Chair) 

Unaffiliated Board Member Unaffiliated Board Member Present   

Gent, Michehl Unaffiliated Board Member Unaffiliated Board Member Present 
 

Jenkins, Charles Oncor Electric Delivery 
Company 

Investor Owned Utility Not Present   
 

Karnei, Clifton 
(Chair) 

Brazos Electric Power 
Cooperative 

Cooperative  Present 

Thomas, Robert Green Mountain Energy 
Company 

Independent Retail Electric 
Provider 

Present  
 

Wilkerson, Dan Bryan Texas Utilities Municipal Present  
 

 
Other Board Members and Segment Alternates: 
Crowder, Calvin American Electric Power 

Service Corporation 
Investor Owned Utility Present  

Smitherman, Barry  Public Utility Commission of 
Texas 

PUC Chairman Present 

Walker, Mark NRG Texas Independent Generator Present   
 

 
ERCOT Staff and Guests: 
Bowman, Roy ERCOT – Interim VP and Chief Financial Officer 
DiPastena, Phil ERCOT – Enterprise Risk Manager 
Doolin, Estrellita ERCOT – Assistant General Counsel 
Doggett, Trip ERCOT – Interim President and Chief Executive Officer 
Dreyfus, Mark Austin Energy 
Gillmore, Gina ERCOT – Senior Financial Analyst 
Gunn, Phil Ernst & Young 
Headrick, Bridget Public Utility Commission of Texas 
Kennedy, Aloma Kennedy Court Reporting Service 
Kolodzies, Eddie Customized Energy Solutions 
Leady, Vickie ERCOT – Corporate Counsel 
Manning, Chuck ERCOT – Chief Compliance Officer 
Morehead, Juliana ERCOT – Associate Corporate Counsel 
Morgan, Richard ERCOT – Chief Information Officer 
Petterson, Mike ERCOT – Controller  
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Sisson, Taylor Ernst & Young 
Stephenson, Randa Luminant 
Torrent, Garry Office of Public Utility Counsel 
Wullenjohn, Bill ERCOT – Director of Internal Audit 
Yager, Cheryl ERCOT – Treasurer  
 

Approval of Prior Meeting General Session Minutes  
Michehl Gent moved to approve the minutes for the General Session of the Committee meeting 
held on November 17, 2009.  Dan Wilkerson seconded the motion.  The motion passed by voice 
vote with one abstention (Calvin Crowder).   
 
Vote on Items from Executive Session 
Chairman Karnei announced that there were two voting items from Executive Session. 
 

Approval of the 2010 Internal Audit Plan 
Calvin Crowder moved to approve the Internal Audit Department Proposed Audit Plan for 2010 
as presented in materials distributed prior to the meeting; Michehl Gent seconded the motion.  
The motion passed by voice vote. 
 
Approval of Financing Matter 
Dan Wilkerson moved to recommend that the Board authorize and approve ERCOT staff to take 
the actions related to the revolving credit financing proposal as presented in materials 
distributed prior to the meeting (including any minor changes to language meant to clarify 
“debt reduction” and “debt avoidance” concepts); Calvin Crowder seconded the motion.  The 
motion passed by voice vote. 

 
Dealings with any Financial Institutions That Are Also Market Participants 
Cheryl Yager explained that every six months and as contracts are negotiated, staff discloses to the 
Committee financial institutions that provide (or might provide in the case of a contract being negotiated) 
services to ERCOT that are also Market Participants.  Ms. Yager informed the Committee that both 
JPMorgan Chase and Bank of America continue to provide services to ERCOT and operate in the ERCOT 
market (either directly or indirectly).   
 
Update of 2009 Financial Forecast 
Mike Petterson informed the Committee that staff projected a favorable variance between budget and 
actual of approximately $100,000 at year-end.  He mentioned several variables attributing to the favorable 
variance and responded to questions.  
 
Review Scope of Annual Financial Audit 
Mr. Petterson outlined Committee responsibilities under the Finance & Audit Committee Charter related to 
independent audits including naming an independent audit firm each year, obtaining a report from the firm 
on their audit practices and certifying their independence. 

 
Review External Auditor Quality Control Procedures and Independence 
Representatives from Ernst & Young (Philip Gunn, Account Partner and Taylor Sisson, Senior Manager) 
presented information to the Committee in an effort to provide comfort with the firm’s processes for 
ensuring independence and an understanding of the firms planned approach for the 2009 Financial 
Statement Audit.   
 
Review of Finance and Audit Committee Self-Assessment 
Mr. Karnei directed the Committee to the materials provided prior to the meeting that set out the questions, 
scoring and comments for the Finance & Audit Committee annual self-assessment.  He then held a 
discussion with Committee members on several topics addressed in the assessment findings. After 
discussion, the Committee agreed that a revision of the assessment questions was in order.  Mr. Espinosa 
then asked about the possibility of getting Ernst & Young to provide best practice suggestions for Finance 
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& Audit Committees.  Mr. Gunn agreed to review the self-assessment and governance documents and 
offer input in connection with the Financial Statement audit work conducted before April 30, 2010. 
 
Committee Briefs 
Materials distributed prior to the Committee meeting focused on the following areas: 

1. Market Credit 
2. Internal Control Management Program (“ICMP”) 
3. Enterprise Risk Management (“ERM”) 
4. Project Management Organization (“PMO”) 
5. Investment Update 

 
Mr. Karnei asked about the reduced number of QSEs listed in the Market Credit Status report.  Ms. Yager 
responded that the reduction was due to administrative/non-substantive market exits.   
 
Future Agenda Items 
The following items were identified as future agenda items: 

1. Standing Internal Audit agenda items 
2. Review of the  updated year-end forecast 
3. Credit Briefing on potential future risk 
4. Elect Officers and confirm financial qualifications 
5. Review of ERM Standard 
6. Committee briefs 
7. Future agenda items 

 
Adjournment 
Clifton Karnei adjourned the meeting at approximately 9:46 a.m.   
 

 

    
Estrellita Doolin 
Assistant General Counsel 
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10.  Quarterly Investment Update
Cheryl Yager

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

F th Q t 2009

Balance Average Interest Yield Yield % of  portfolio
Investment Funds at December 31 Bal for Qtr 4th Qtr 4th Qtr Avg End of 4th Qtr at December 31

47,011                         14,239                    1                          0.03% 0.03% 21.7%

43,016                         38,844                    1                          0.01% 0.01% 19.9%

40,488                         26,023                    1                          0.01% 0.01% 18.7%

12,015                         25,332                    1                          0.01% 0.00% 5.6%Federated Fund 0125 US Treasury Cash Reserves Fund (Note 1) 

Fourth Quarter 2009
(in 000's)

Federated Fund 068 Treasury Obligations Fund (Note 1)

Evergreen Fund 497 Institutiutional Treasury MMF (Note 1)

BlackRock Institutional T-Fund (60) MMF (Note 1)

47,020                         44,380                    5                          0.04% 0.02% 21.7%

26,763                         64,232                    0                          0.00% 0.00% 12.4%
                              

Sub-Total 216,314                       213,049                  9                          100%

(5,167)                          

Total cash and cash equivalents (est) 211,146                       213,049                  9                          100%

-                                -                          -                      0.0%

Sub-Total Other Current Assets (est) -                                -                          -                      0.0%

JP Morgan Chase US Treasury Plus MM Fund (Note 1)

The Reserve Primary Fund (Note 3)

Other cash net of outstanding checks (Note 2)

Invesco Institutional Treasury Portfolio (Note 1)

Benchmark data (Note 4)    Four Week T-Bill: 0.04%

Other open relevant Treasury MMFs: 0.02%  (Range:  0.00% - 0.3%)

Note 1: In January 2009, the BOD adopted changes to the Investment Corporate Standard that limit investments to securities of or guaranteed by the U.S. government, which has resulted in ERCOT 
investing in money market funds that invest solely in Treasury or Treasury-backed securities.  

Notes

Note 2:

Note 3:

Note 4: Benchmark data obtained as of December 31, 2009 for T-Bills and for comparable funds for which quotes are periodically obtained.  Funds not currently open for investment are not 
included in range.  Note that due diligence has not been performed on funds these in benchmark and included funds may not meet ERCOT investment standards

All other cash, net of outstanding checks, held by ERCOT in bank accounts as of December 31, 2009.  The balance is negative due to outstanding checks that have not yet been funded.

Investments in The Reserve Primary Fund have been reclassified from Cash and Cash Equivalents to Other Current Assets as of December 31, 2008.  The Reserve is liquidating this fund.  
The outstanding investment balance as of the end of December 2009 of approximately $4.0 million remains fully written off based on information provided by The Reserve in 4th quarter of 
2008.  ERCOT anticipates recovery of some of the estimated loss in 2010 per press releases from The Reserve.   In 4th Quarter 2009, however, the amount of any recovery is not yet 
known. 

Note 5:

Signature on File Signature on File
Ch l Y T R B I i Chi f Fi i l Offi

Upon a review of the investment activity for the 3 month period ended December 31, 2009, 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 fund do not comply with the objectives in the ERCOT Investment Standard for the period from September 16, 2008 to December 31, 2009.  
ERCOT has issued valid redemption requests for all investments held in these funds but has not yet received the full proceeds.  This out of compliance condition is expected to continue until final 
distributions are received from the The Reserve Primary Fund.

Statement of Compliance

No individual securities held as of December 31, 2009.

Finance & Audit Committee MeetingJanuary 19, 2010

Cheryl Yager, Treasurer Roy Bowman, Interim Chief Financial Officer
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10.  Quarterly Investment Update
Cheryl Yager

Electric Reliability Council of Texas, Inc.

Total Comments

ISO TRE

TCR Revenue/ 
Prepaid 

Settlements
Collateral/ 

Restricted Cash

y
Summary of Investment Results

Balance as of December 31, 2009
(in 000's)

Operating Market

5                      47,006            47,011       For detail of fund holdings as of December 
31, 2009, please see "Attachment A"

Evergreen Fund 497 Institutiutional Treasury 
MMF 

37,015            6,001              43,016       For detail of fund holdings as of December 
31, 2009, please see "Attachment B"

Federated Fund 068 Treasury Obligations Fund 5                      1,267              23,215            16,001            40,488       For detail of fund holdings as of December 
31 2009 please see "Attachment C"

BlackRock Institutional T-Fund (60) MMF

31, 2009, please see Attachment C

Federated Fund 0125 US Treasury Cash 
Reserves Fund 

15                   12,000            12,015       For detail of fund holdings as of December 
31, 2009, please see "Attachment D"

Invesco Institutional Treasury Portfolio 15                   47,005            47,020       For detail of fund holdings as of December 
31, 2009, please see "Attachment E"

JP Morgan Chase US Treasury Plus MM Fund 5,060              1,263              15,829            4,611              26,763       For detail of fund holdings as of December 
31, 2009, please see "Attachment F"

Sub-Total Investments 5,065              2,530              76,095            132,624         216,314     

Other cash net of outstanding checks (5,167)        

Total Cash and Cash Equivalents (est) 5,065              2,530              76,095            132,624         211,146     

The Reserve Primary Fund -                  -                  -                  -              For detail of fund holdings as of December 
31, 2009, please see "Attachment G"

Sub-Total Other Curent Assets (est) -                  -                  -                  -                  -              

Finance & Audit Committee MeetingJanuary 19, 2010
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10.  Quarterly Investment Update
Cheryl Yager

Finance & Audit Committee MeetingJanuary 19, 2010

Attachments to be provided at meeting
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11.  Credit Briefing – Potential Future Exposure:  Overview
Randy Baker

Finance & Audit Committee MeetingJanuary 19, 2010  

• Summary Results
• Background
• Base Case & Current Case
• Summary of Most Common Outcomes – Base Case
• Comparisons – Base Case
• What Has Changed – Q3 2009
• Extreme Events – Base Case
• Current Case Simulations
• Comparison of Results Over Multiple Periods
• Stress Case
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11.  Credit Briefing – Potential Future Exposure:  Summary Results
Randy Baker

Finance & Audit Committee MeetingJanuary 19, 2010  

While the impact of various model factors changed…
Base case residual credit risk remains comparable to the previous 

level reported for Q2-2009
• Changes in market factors and QSE factors have decreased risk
• Effect – risk has decreased slightly up to 99% level and increased 

slightly for tail events

Current case residual credit risk also remains comparable to the 
previous level reported for Q2-2009
• Changes in market factors and QSE PDs have decreased risk
• However, a decrease in excess collateral levels since Q2-2009 

has increased risk
• Net effect – overall risk has increased slightly
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11.  Credit Briefing – Potential Future Exposure: Background
Randy Baker

Finance & Audit Committee MeetingJanuary 19, 2010  

• The Board of Directors approved the Market Credit Risk Standard in May 
2009, requiring ERCOT to report on credit risk in the market.
– This presentation is a summary of the results of the Potential Credit Risk 

Model based on the financial statement information provided by QSEs as of 
September 30, 2009.

– Information is compared to the results of the Potential Credit Risk Model 
based on the financial statement information provided by QSEs as of June 
30, 2009.

• The Potential Credit Risk Model uses Monte Carlo simulation to simulate 
potential credit losses across all ERCOT QSEs, while taking into account 
key risk factors such as:
– Default probabilities of QSEs (which reflect credit quality)
– Exposure parameters (such as outstanding liability & potential for volume 

escalation upon default)
– Market prices and price volatility
– Collateral (as required by ERCOT Protocols)
– Relationships between these factors
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11.  Credit Briefing – Potential Future Exposure: Background
Randy Baker

Finance & Audit Committee MeetingJanuary 19, 2010  

• The model is not a predictor of the future as it does not 
represent what will happen, but provides insight into what may
happen along with the probability of various outcomes.

• The model incorporates a number of key risk factors, however 
it isn’t capable of encompassing every factor and scenario.

15 of 38



11.  Credit Briefing – Potential Future Exposure:
Base Case & Current Case

Finance & Audit Committee MeetingJanuary 19, 2010  

• Two cases are represented –

Base Case
• Does not include current collateral held by ERCOT
• Fundamental assumption for this case deems collateral balances to 

be at least consistent with current protocols until a default occurs
• Unless otherwise indicated, this case is represented in all slides 

since it represents what ERCOT can enforce per existing Protocols

Current Case
• Uses current levels and forms of collateral for each QSE held by 

ERCOT at Time0 at a minimum (Beginning of simulated period)
• Assumes some degree of overcollateralization will be maintained 

until a default occurs, i.e. the resulting loss distribution is lower
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11.  Credit Briefing – Potential Future Exposure:
Summary of Most Common Outcomes – Base Case

Finance & Audit Committee MeetingJanuary 19, 2010  
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Histogram of losses - Base Case showing 9,000 of 10,000 simulations

• Histogram above shows the number of simulations with credit losses less than or equal to $6.5 million dollars
• Losses of $0 are the most common results

– Over 41% (4,124) of simulations had no losses, either from no defaults or defaults with adequate collateral
– Over 72% of simulations resulted in losses of less than or equal to approximately $1.5 million
– Results assume that market conditions and QSE credit ratings in place at the time of the simulation continue to 

be relatively unchanged over the next twelve months
• The Expected Loss across all simulations is approximately $2.8 million (down from $3.1 million for Q2-2009)

– The Expected Loss does not represent “the most common outcome”, but the long-run average across all 
outcomes

• Typical characteristic of this simulation - heavily skewed to the right, showing extreme losses to be very rare
• Recent results are slightly improved as compared to Q2-2009 results
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11.  Credit Briefing – Potential Future Exposure:
Comparisons – Base Case

Finance & Audit Committee MeetingJanuary 19, 2010  

Simulations using Q3-2009 and Q2-2009 Financials

$0
$20
$40
$60
$80

$100
$120
$140
$160
$180

90% (1:10) 95% (1:20) 99% (1:100) 99.9% (1:1,000)

Potential Credit Loss - Base Case
($Millions) Horizon (in days)

Simulations

Total defaults
Simulations with defaults
Simulations without defaults
Default simulations with zero loss
Total simulations with zero loss

($Millions)
Expected Loss
Median (1:2)

90% (1:10)
95% (1:20)
99% (1:100)
99.9% (1:1,000)
Max (1:10,000)

Q3-2009 Q2-2009
Base Case Base Case

365 365
10,000 10,000

44,782 41,485
9,546 9,487
454 513

3,670 3,382
4,124 3,895

$2.8 $3.1
$0.0 $0.2

$152.8 $118.0
$304.0 $308.9

$6.5 $7.2
$12.9 $14.1
$40.8 $44.9

Q3-2009

Q2-2009
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11.  Credit Briefing – Potential Future Exposure:
What Has Changed – Q3 2009

Finance & Audit Committee MeetingJanuary 19, 2010  

(US$ Millions, 90% confidence)

$-

$2.0 

$4.0 

$6.0 

$8.0 

Q2-2009 Base Market Update QSE Update Q3-2009 Base

Key Drivers
(Base Case @ 90%, $Millions)

$7.2 million

- $0.2 million-$0.5 million

$6.5 million

Gas Forward Prices
Hub Price Correlations
Implied Heat Rates
Price Volatility
Price Jumps

Probability of Default
BES Activity
Loads
ATDE
Unsecured Limits
Default Parameters

-$0.7 Million 
Net Change
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11.  Credit Briefing – Potential Future Exposure:
Extreme Events – Base Case

Finance & Audit Committee MeetingJanuary 19, 2010  

Base Case – Highest Loss Simulations
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Losses ($Millions)

Highest Loss Simulations (Tail)

• Histogram above shows the largest 100 loss simulations.
• This graph represents Tail Risk, a.k.a. “Extreme Events”.
• These 100 simulations resulted in losses equal to or in excess of $40.8 million.

• At 99% confidence, losses are $40.8 million; lower than Q2-2009 results of $44.9 million.
• At 99.9% confidence, losses are $152.8 million; higher that Q2-2009 results of $118.0 million.
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11.  Credit Briefing – Potential Future Exposure:
Current Case Simulations

Finance & Audit Committee MeetingJanuary 19, 2010  

• Uses current levels and forms of collateral by QSE, at a minimum, held by 
ERCOT at Time0

• ERCOT uses Group Logic to determine QSE Probability of Default (“PD”)
– This approach applies a combination of the QSE’s PD and the Parent’s PD, 

resulting in a PD between the QSE’s and Parent’s PD based on the strength of 
the relationship between the QSE and the Parent

– Implies some level of support from a parent regardless of whether a guarantee is 
in place or not

– This approach assumes that a QSE default occurs separately from a parent 
default, and that a guarantee has value as collateral

• Credit Working Group (CWG) requested to see a different approach applied to 
the Current Case (Guarantor PD approach)

– Recognize the acceptance of a guarantee as granting unsecured credit rather 
than as collateral

– Set QSE’s PD equal to the Parent’s PD when a parent guarantee is in place for 
a strategic subsidiary (and use Group Logic when no guarantee is in place or 
when guarantee is for a nonstrategic subsidiary)

– This approach assumes that a QSE will only default when the guarantor defaults
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11.  Credit Briefing – Potential Future Exposure:
Current Case Simulations - Comparison

Finance & Audit Committee MeetingJanuary 19, 2010  

Simulations using Q3-2009 and Q2-2009 Financials

$0

$20

$40

$60

$80

$100

90% (1:10) 95% (1:20) 99% (1:100) 99.9% (1:1,000)

Potential Credit Loss - Current Case
($Millions)

Q3-2009

Q2-2009

Horizon (in days)
Simulations

Total defaults
Simulations with defaults
Simulations without defaults
Default simulations with zero loss
Total simulations with zero loss

($Millions)
Expected Loss
Median (1:2)

90% (1:10)
95% (1:20)
99% (1:100)
99.9% (1:1,000)
Max (1:10,000)

$34.1
$85.1

$148.4

3,752

$4.9
$0.3

$16.7
$20.8

$35.6
$92.6

$204.4

Current Case
365

10,000

42,055
9,456
544

3,208

$21.3

9,539
461

3,195
3,656

$5.1
$0.2

$17.3

44,014

Q3-2009 Q2-2009
Current Case

365
10,000
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11.  Credit Briefing – Potential Future Exposure:
Current Case Simulations – Comparison to CWG

Finance & Audit Committee MeetingJanuary 19, 2010  

Simulations using Q3-2009 and Q2-2009 Financials

$0

$20

$40

$60

$80

$100

90% (1:10) 95% (1:20) 99% (1:100) 99.9% (1:1,000)

Potential Credit Loss - Current Case
($Millions)

CWG – Guarantor’s PD

Group Logic

Horizon (in days)
Simulations

Total defaults
Simulations with defaults
Simulations without defaults
Default simulations with zero loss
Total simulations with zero loss

($Millions)
Expected Loss
Median (1:2)

90% (1:10)
95% (1:20)
99% (1:100)
99.9% (1:1,000)
Max (1:10,000)

$76.4 $92.6
$189.8 $204.4

$1.9 $17.3
$5.1 $21.3
$25.3 $35.6

$1.1 $5.1
$0.0 $0.2

1,432 461
4,373 3,195
5,805 3,656

10,000 10,000

25,595 44,014
8,568 9,539

Guarantor's PD Group Logic
Current Case Current Case

365 365
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11.  Credit Briefing – Potential Future Exposure:
Comparison of Results Over Multiple Periods

Finance & Audit Committee MeetingJanuary 19, 2010  

• The Potential Credit Risk Model demonstrates consistent levels of risk 
over multiple periods

• Results impacted by offsetting influences
– For example, between the initial OW results and the FYE-2008 results, market prices 

decreased while market participant risk increased

$0
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$10
$15
$20
$25
$30
$35
$40
$45
$50

90% (1:10) 95% (1:20) 99% (1:100)

Potential Credit Loss - Base Case
($Millions)

Initial OW

FYE-2008

Q1-2009

Q2-2009

Q3-2009
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11.  Credit Briefing – Potential Future Exposure: 
Stress Case – 50% Escalation in Natural Gas Prices

Finance & Audit Committee Meeting

Simulations using Q3-2009 and Q2-2009 Financials

$0

$10

$20

$30

$40

$50

$60

90% (1:10) 95% (1:20) 99% (1:100)

Potential Credit Loss - Base Case
($Millions)

Q3-2009 Stress Case

Q3-2009 Base Case

Horizon (in days) 365 365
Simulations 10,000 10,000

Total defaults 44,307 44,782
Simulations with defaults 9,529 9,546
Simulations without defaults 471 454
Default simulations with zero loss 3,754 3,670
Total simulations with zero loss 4,225 4,124

($Millions)
Expected Loss $3.7 $2.8
Median (1:2) $11.4 $0.0

90% (1:10) $9.3 $6.5
95% (1:20) $17.7 $12.9
99% (1:100) $51.3 $40.8

Q3-2009 Q3-2009
Stress Case Base Case

January 19, 2010  
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11.  Credit Briefing – Potential Future Exposure: Plan for 2010
Randy Baker

Finance & Audit Committee MeetingJanuary 19, 2010  

• 2010 Runs of PFE Model –
– Less than one-year time horizon due to Nodal Market

• FYE-2009 - June 2010
• Q1-2010 - July 2010

• Issues to be addressed
– Model enhancements for Nodal Market
– Q2-2010 & Q3-2010 Model Runs
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11.  Credit Briefing – Potential Future Exposure: Questions
Randy Baker

Finance & Audit Committee MeetingJanuary 19, 2010  

Questions
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12.  Committee Briefs

January 19, 2010 Finance & Audit Committee Meeting

Q&A only
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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- 9 21,003,765           8% 138,161,174       U 10 23,383,899            8% 171,336,431        U

QSEs that do not meet ERCOT Creditworthiness Standards

Ratings below BBB- or not rated
Cash & Letters of Credit 50 139,316,445         53% 288,959,130       S 55 183,257,798          59% 266,546,619        S
Guarantee Agreements 16 100,777,434         39% 370,412,171       S 17 102,726,268          33% 380,549,571        S

Total Exposure 75 261,097,644         100% 82 309,367,965          100%

Other QSEs in the ERCOT Market (ERCOT owes)

QSEs that meet ERCOT Creditworthiness Standards
Ratings over BBB- 7 (2,956,555)            -8% 76,347,047         U 6 (1,191,380)            -2% 43,171,790          U

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

Cash & Letters of Credit 67 (23,993,325)          -60% 81,273,580         S 64 (53,164,644)          -70% 70,507,307          S
Guarantee Agreements 11 (13,017,368)          -33% 149,511,700       S 12 (21,044,403)          -28% 162,411,700        S

Total 85 (39,967,248)          -100% 82 (75,400,427)          -100%

Total 160 164

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 11/30/2009 as of 12/31/2009

ERCOT Market Credit Stats
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12.  Committee Brief: ICMP - Summary of Audit Ratings
Cheryl Moseley

2008 Audit Ratings

1; 3%

7; 22%12; 38% Unqualified

2008 Audit Ratings

9; 28%

3; 9%

q

Controlled

Minor Improvements Needed

Moderate Improvements Needed

N R tiNo Rating

2009 Audit Ratings

Total Number of Audit Reports Received - 32

1; 3%

7; 18%

9; 23%
2; 5%

9; 23%
Unqualified

Controlled

9; 23%
11; 28% Minor Improvements Needed

Moderate Improvements Needed

Significant Improvements Needed

No RatingTotal Number of Audit Reports Received - 39

Finance & Audit Committee MeetingJanuary 19, 2010
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12. Committee Brief: ICMP – Status of Open Audit Points
Cheryl Moseley
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J-09 F-09 M-09 A-09 M-09 J-09 J-09 A-09 S-09 O-09 N-09 D-09

Month

Audits Completed 1 1 6 3 3 3 3 3 3 2 5 6 39

Totals

Finance & Audit Committee MeetingJanuary 19, 2010

Points Added 12 9 24 27 6 16 11 6 0 5 11 21 148
Points Completed 5 13 23 11 11 15 4 9 16 5 3 4 119
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12.  Committee Brief: ICMP - Audits
Cheryl Moseley

Audits Completed Open Audits Planned Auditsp
(last 3 months)

Internal Audits
• PDA & Cell Phone Reimb. 

(Special Request)
H R M t i

p

Internal Audits
• Taylor Data Center Expansion 

(Special Request)
N D t C t & C t l

(next 3 months)
Internal Audits

• Nodal Program Spending
• System Operators’ Compliance 

O• Human Resource Metrics
• Internal Control Testing
• Q3 2009 Fraud Auditing
• Protocol 1.4 Required Audit –

Ethics Compliance

• New Data Center & Control 
Center (Special Request)

• Pre-Assessment Review of 28 
NERC CIP Requirements
(Special Request)
FY2009 F d A diti P

with Operating Procedures 
(Limited Scope)

• Analysis of Nodal Program 
Reporting

• Oracle Software License 
C li• Employee Ethics Compliance

• IT Disaster Recovery (Special 
Request)

• Nodal Contract Management 
(Special Request)

• FY2009 Fraud Auditing Program Compliance (Special Request)

( p q )
• Incident/Problem Management 

REMEDY System
• Nodal Budget-to-Actual Mgmt. 

(Special Request – Follow-up)

External Audits
• 2009 SAS70 Audit 

(Pricewaterhouse Coopers)
• Nodal Program Billings – ABB 

(O t LLP T t d R i )

External Audits
• 2009 Financial Audit (Ernst & 

Young, LLP)

External Audits
• 2010 SAS70 Audit (SAS70 

Solutions, Inc.)

Finance & Audit Committee MeetingJanuary 19, 2010

(Opportune LLP; Targeted Review)
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12. Committee Brief: ICMP - Security Assessments
Cheryl Moseley

C lt ti /A l i O C lt ti / Pl d C lt ti /Consultation/Analysis 
Reports Completed

(last 3 months)
External Assessments

Open Consultation/ 
Analysis Reviews

External Assessments

Planned Consultation/ 
Analysis Reviews

(next 3 months)
External Assessments

• Assessment of Nodal 
NMMS

• Assessment of Nodal 
Systems

• 1 Security Assessment 
planned

Finance & Audit Committee MeetingJanuary 19, 2010
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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.  ERCOT is currently 
reviewing responses and expects to select 
a vendor by mid-January, with with the 
work on the study to begin by February 1.   

The two week slippage of the integration 
testing schedule for Phase 4 has been 
mitigated.  We continue to leverage overtime, 
prioritize testing and perform issue analysis 
testing in a parallel environment to reverse 
the 2 week slippage to the Phase 5 testing 
schedule.

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  received 
two awards totaling $3.5 million to produce long-
term resource and transmission planning 
studies in 2011, with updated documents in 
2013.

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 January 1, 2010)

ReportingStrategic      Legal and Regulatory 
Compliance

File:  20100119 FA No 12 Comm Briefs - Stoplight Report - DiPastena.xlsx  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 was 
essentially unchanged from last month at 3% 
through end of December.  ERCOT readiness 
continues to make progress on the skills and 
training required for Nodal success.  Strong 
demand for subject matter experts and technical 
positions continues.    As of the end of December 
ERCOT was seeking to fill 14 positions, down from 
21 in November.

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.   The model will need to be 
modified to reflect the impact to credit risk 
from the DAM and CRRs with the move to the 
Nodal market.

December Update of the Capacity, Demand 
and Reserve report forecasts reserve margins 
in the “out years” (2014 and 2015) to fall below 
the 12.5% target. 

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.

ERCOT received notice of TRE Protocol / 
Operating Guide audit in late December 
covering Jun-07 through Feb-10 time 
period.

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.

2009 revenues will come in at or below 
budgeted levels.  Lower costs of Zonal 
projects, along with cost containment 
measures have  offset revenue shortfall. 

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 Brief:  PMO
David Troxtell

January 19, 2010 Finance & Audit Committee Meeting
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12.  Committee Briefs: Investment Balances: December 31, 2009
Cheryl Yager

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

ERCOT
Summary of Investments

12/31/2009

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

(Data in thousands) Treasury and Repo Treasury and Repo Treasury only Treasury and Repo Treasury and Repo Treasury and Repo

Operating 5,060$                    5$                           -$                        -$                        -$                        -$                        5,065$                    

TRE 1,263 1,267 - - - - 2,530$TRE 1,263                      1,267                                                                                                                     2,530$                   

Market 15,829                    23,215                    15                           37,015                    15                           5                             76,095$                  

Deposit/Restricted 4,611                      16,001                    12,000                    6,001                      47,005                    47,006                    132,624$                

Total 26,763$                40,488$                12,015$                43,016$                47,020$                47,011$                216,314$              

% Investments: 12% 19% 6% 20% 22% 22% 100%

Finance & Audit Committee MeetingJanuary 19, 2010
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13.  Future Agenda Items – 2010
Roy Bowman

Finance & Audit Committee MeetingJanuary 19, 2010

Future Agenda Items – February 2010

• Standing Internal Audit agenda items
• Review ERM standard
• Vote on CWG Chair/Vice Chair
• Committee briefs
• Future agenda items
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13.  Future Agenda Items: F&A 2010 Yearly Schedule
Roy Bowman

Finance & Audit Committee MeetingJanuary 19, 2010

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
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