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

Met Center, Conference Room 206 
October 17, 2011; 12:30pm – 3:00pm* 

 
Item 

# 
Agenda 

Item Type Description/Purpose/Action Required Presenter Time 

  Call Open Session to order and announce proxies Clifton Karnei 12:30pm 

1. Vote Approve general session minutes (09/19/11) Clifton Karnei  
2. Discussion Update on Commodities Exchange Act exemption Mark Ruane  
3. Vote Recommend Board approval of revisions to ERCOT’s 

Creditworthiness Standard 
Cheryl Yager  

4. Discussion Receive report on auditor independence from Ernst & Young 
regarding the financial statement audit  

Rebecca Beckham 
Ernst & Young 

 

5. Discussion Review and approve Finance and Audit Committee self-assessment 
questionnaire 

Mike Petterson  

6. Discussion Review Committee briefs 
a. Credit statistics 
b. Exposure benchmark report 
c. Investment summary 
d. Risk stoplight report 
e. Audit activity 

Mike Petterson  

7. Discussion Future agenda items 
a. Review December 2011 meeting matrix 
b. Review preliminary 2012 meeting matrix 

Mike Petterson  

8.  Other business Mike Petterson  
  Convene to Executive Session Clifton Karnei  
9. Vote Approve executive session minutes (09/19/11)  Clifton Karnei  
10. Vote Contract, personnel, security, compliance, risk management, litigation 

and regulatory matters 
Rebecca Beckham 
Leslie Wiley 

 

11. Discussion Chief Audit Executive status report Bill Wullenjohn  
  Reconvene to Open Session Clifton Karnei  

  Adjourn meeting Clifton Karnei 3:00pm 
 

* 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 Monday, December 12, 2011, at ERCOT, 7620 Metro Center Drive, 

Austin, Texas 78744, in Room 206. 
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DRAFT MINUTES OF THE FINANCE AND AUDIT COMMITTEE 
OF ELECTRIC RELIABILITY COUNCIL OF TEXAS, INC. 

 
7620 Metro Center Drive, Room 206 

Austin, Texas 78744 
September 19, 2011 at 10:00 a.m. 

 
Pursuant to notice duly given and after determination that a quorum was present, the meeting of 
the Finance and Audit (F&A) Committee of the Board of Directors (Board) of Electric 
Reliability Council of Texas, Inc. (ERCOT) convened on the above-referenced date. 
 
Meeting Attendance: 
 
Committee Members: 
 
 Director Affiliation Segment 
Bermudez, Jorge 
(Vice Chairman) 

Unaffiliated Unaffiliated Director; Proxy for 
Calvin Crowder during Agenda 
Items 1-3 

Crowder, Calvin AEP Service Corp. Investor Owned Utility (except for 
Call to Order, Agenda Items 1-3) 

Dreyfus, Mark Austin Energy Municipal; Proxy for Clifton 
Karnei 

Espinosa, Miguel Unaffiliated  Unaffiliated Director 
Hendrick, Eric Stream Energy Independent Retail Electric 

Provider (REP)  
 
Guest Board Members and Segment Alternates: 
 
 Director Affiliation Segment 
Bowling, 
Shannon 

Cirro Energy Independent REP Segment 
Alternate 

Doll, Laura Unaffiliated Unaffiliated Director 
Gent, Michehl Unaffiliated Unaffiliated Director 

 
Other Guests:  
 
Anderson, Kenneth Commissioner, Public Utility Commission of Texas (except for Call to 

Order and Agenda Item 1) 
Beckham, Rebecca ERCOT Manager of Financial Reporting 
Cleary, Mike ERCOT Senior Vice President and Chief Operating Officer 
Day, Betty ERCOT Vice President of Business Integration 
Dreyer, Jerry ERCOT Vice President and Chief Information Officer 
Leady, Vickie ERCOT Assistant General Counsel and Assistant Corporate Secretary  
Magness, Bill ERCOT Vice President, General Counsel and Corporate Secretary  
Manning, Chuck ERCOT Vice President of Human Resources and Chief Compliance 
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Officer 
Nikazm, Tamila Austin Energy – Vice Chair of Credit Work Group 
Petterson, Mike ERCOT Vice President and Chief Financial Officer 
Ruane, Mark ERCOT Vice President of Credit and Enterprise Risk Management 
Wullenjohn, Bill ERCOT Director of Internal Audit 
Yager, Cheryl ERCOT Director of Credit 

 
Call Open Session to Order and Announce Proxies  
Jorge Bermudez, Committee Vice Chairman, acted as Chairman for this Committee meeting in 
Committee Chairman Clifton Karnei’s absence.  Chairman Bermudez determined that a quorum 
was present and called the Committee meeting to order at approximately 10:09 a.m. Chairman 
Bermudez announced that he was holding a proxy for Calvin Crowder and that Mark Dreyfus 
was holding a proxy for Mr. Karnei. 
 
Approval of August 15, 2011 Meeting Minutes (Agenda Item 1) 
Chairman Bermudez entertained a motion to approve the August 15, 2011 Committee General 
Session Meeting Minutes (Minutes). 
 
Mr. Dreyfus moved to approve the Minutes as presented. Eric Hendrick seconded the 
motion. The motion passed by unanimous voice vote with no abstentions. 
 
Periodic Credit Work Group (CWG) Report (Agenda Item 2) 
Tamila Nikazm provided a report from the CWG regarding an update on 2012 goals to the 
Committee members and responded to comments and questions from the Committee members. 
 
ERCOT Credit Update  (including discussion of ERCOT Recommendations regarding 
Point-to-Point (PTP) Obligations in the Upcoming Annual Congestion Revenue Rights 
(CRR) Auctions)  (Agenda Item 3) 
Cheryl Yager provided an update on ERCOT Credit to the Committee members and responded 
to comments and questions from the Committee members. 
 
Update on Commodities Exchange Act Exemption (Agenda Item 4) 
Mark Ruane provided an update on the Commodities Exchange Act Exemption to the Committee 
members. Mr. Ruane and Bill Magness responded to comments and questions from the 
Committee members.  
 
Quarterly Committee Education on Accounting Developments (Agenda Item 5) 
Rebecca Beckham provided a quarterly update on current accounting developments to the 
Committee members.  Ms. Beckham and Bill Wullenjohn responded to comments and questions 
from the Committee members. 
 
Review Committee Briefs (Agenda Item 6) 
Mike Petterson reviewed the Committee briefs for the Committee members. No comments or 
questions were voiced by the Committee members. 
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Future Agenda Items (Agenda Item 7) 
Mike Petterson reviewed the future agenda items for the Committee members. No comments or 
questions were voiced by the Committee members. 
 
Other Business (Agenda Item 8) 
No other business was discussed at this time. 
 
Executive Session (Agenda Items 9 - 11) 
Chairman Bermudez adjourned the meeting into Executive Session at approximately 11:30 a.m. 
and reconvened the Open Session at approximately 12:05 p.m. 
 
Adjourn 
Chairman Bermudez announced that the Committee had no other business to consider and 
adjourned the Committee meeting at approximately 12:07 p.m. 
 
Committee materials and presentations from the meeting are available on ERCOT’s website at 
http://www.ercot.com/committees/board/finance_audit/. 
 
 
 
_______________________________ 
Vickie G. Leady 
Assistant Corporate Secretary 

          October 17, 2011 Finance and Audit Committee - General Session Page 4 of 57

http://www.ercot.com/committees/board/finance_audit/�


 
Commodity Exchange Act Exemption  
Status 
 
 Mark Ruane 

ERCOT Vice President of Credit and Enterprise Risk Management 

 
Bill Magness 
ERCOT Vice President, General Counsel and Corporate Secretary 
 
 
 
 
Finance & Audit Committee Meeting 
October 17th 2011 
 
ERCOT Public 
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2.  Commodity Exchange Act Exemption 
Summary 

ERCOT is in the process of preparing an application for a 
Commodity Exchange Act exemption with the CFTC.   
 

•ERCOT is continuing discussions with the CFTC with respect to the 
scope and terms of an exemption. 

– The filing date is not yet known. 
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2.  Commodity Exchange Act Exemption  
Expected CFTC Conditions for CEA Exemption 

Item Status 

1. Two-day limit to cure 
collateral calls 

No action necessary. 

2. Elimination of 
unsecured credit in 
CRR market 

NPRR 400 filed (October Board review). 

3. Disallowance of netting 
between CRR and non-
CRR markets 

4. Reduce settlement 
timeline 

• NPRR 347 combines  invoices for day-ahead and real  time markets 
(approved by Board in August). 

• NPRR 391 shortens settlement cycle by one day and eliminates 
Automated Clearing House (ACH) payments (October Board 
review). 

5. $50m limitation on 
unsecured credit 

Revision to Creditworthiness Standard approved by CWG on August 4th.  
Requesting Board action at October Board meeting. 

6. Criteria for market 
participation 

NPRR to be drafted as scope finalized.   

7. Become a central 
counterparty (CCP) 

Request for IRS letter ruling to confirm tax-exempt status of CCP is 
pending. 
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2.  Commodity Exchange Act Exemption  
Market Participant Risk Management Capability Verification 

• Participants and ISO/RTOs have expressed interest in 
developing common risk management standards and 
processes for use in all markets.   
– ERCOT supports harmonization but this will depend on the 

outcomes of stakeholder processes.    
 
• ERCOT staff have met with counterparts at other ISO/RTOS to 

assess areas of commonality in the approach. 
 

• ERCOT staff are providing input to the CCRO work group that 
is planning to put forward standards for risk management 
capabilities. 
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• ERCOT staff support a ‘principles-based’ framework for 
capability assessment, 
–  Focus on general risk management best practices addressing 

sufficiency in areas such as governance, segregation of duties, 
reporting, etc. 

– Not specific methodologies, capabilities and reports,  
 

• Some participants have proposed standards that would differ 
depending on various Counter-Party characteristics, e.g.  
– Hedger v speculator 
– Sophisticated v unsophisticated 
– Generator v integrated energy company 

 ERCOT staff believe that such distinctions may be difficult to 
define and manage and therefore recommends minimization of 
discrimination among Counter-Parties. 
 
 

2.  Commodity Exchange Act Exemption  
Market Participant Risk Management Capability Verification 
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• Most ISOs have expressed interest in contracting the verification 
process out to third parties.  Nevertheless, ERCOT will maintain 
‘ownership’ of the results. 
 

• Verification will likely be mandatory for some Market Participants 
above a risk threshold with some sampling of others below the 
threshold. 
 

• Both the content of risk management standards and the process 
by which verification will take place are still being defined.  The 
immediate priority is development of risk management standards.   
 

• Stakeholders are encouraged to provide input to the CCRO 
standard development working group, although the CCRO report 
will not be binding on ERCOT. 
 
 

2.  Commodity Exchange Act Exemption  
Market Participant Risk Management Capability Verification 
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2.  Commodity Exchange Act Exemption  
Central Counterparty Update 

• As previously noted to the Committee, ERCOT expects to seek 
Central Counterparty (CCP) status. 
 

• ERCOT external counsel has indicated that, in their opinion, 
establishment of a CCP would be the cleanest way to ensure set-
off across Day Ahead and Real Time markets in the event of 
bankruptcy. 
– While ERCOT and its external counsel believe becoming a CCP 

will enhance its position in bankruptcy, no ISO has yet tested this in 
bankruptcy court 
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2.  Commodity Exchange Act Exemption  
Central Counterparty Update 

• Considering the potential risks and alternatives, ERCOT staff 
does not believe that becoming a CCP will significantly 
increase risk to ERCOT, Inc. or its Market Participants. 

 
• A subgroup of the CWG continues to explore the potential 

benefit to Market Participants of using a 3rd party as a CCP 
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Recommend Revisions to the 
Creditworthiness Standard 
 

Cheryl Yager 
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3.  Recommend revisions to the Creditworthiness Standard 
Credit Work Group Recommendation 

• In conjunction with ERCOT seeking an exemption from CFTC 
regulations, the CWG reviewed the maximum credit limit 
allowed under ERCOT’s Creditworthiness Standards.  
– Current limit per ERCOT Creditworthiness Standard  - $100 million 
– ERCOT imposed limit     -   $75 million 
– Other ISOs (as required by FERC Order 741d)  -   $50 million 
 

• CWG voted to recommend that ERCOT reduce the maximum 
credit limit to $50 million to: 
– Reduce the overall credit risk in the ERCOT market 
– Make ERCOT credit policy more consistent with that of other ISOs 
– Meet CFTC expectations as we seek exemption from CFTC regulation 
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3.  Recommend revisions to the Creditworthiness Standard  
Anticipated impact of proposed revisions 

As of August 31, 2011 Count $$ Count $$

Unsecured Credit 28     844,439,283     28     657,084,283      
Guarantees 40     937,485,597     40     811,792,363      
   Total 68     1,781,924,880  68     1,468,876,646   
Net reduction 313,048,234      

With $75 million cap With $50 million cap
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3.  Recommend revisions to the Creditworthiness Standard 
F&A Recommendation 

• ERCOT staff respectfully recommends that the Board approve the 
proposed change to the ERCOT Creditworthiness Standards as 
recommended by the CWG  
– ERCOT recommends an implementation date of December 31, 2011 to 

allow Counter-Parties time to  
• obtain collateral, if needed, to replace unsecured credit or 

Guarantees and  
• execute new Guarantee documents. 

 
 

    <Vote> 
 

          October 17, 2011 Finance and Audit Committee - General Session Page 16 of 57



Creditworthiness Standards for Cooperative and Municipal Systems 
 
 
IF YOUR ENTITY HAS  AND  AND  AND  THEN 

 
 
 

Minimum Equity 
(Patronage Capital) 

 
Minimum  

Times Interest 
Earnings 

Ratio (TIER) 

 
Minimum  

Debt Service 
Coverage 

(DSC) 

 
Minimum 
Equity to 
Assets 

 
Maximum unsecured 
line as a percentage 
of Unencumbered 

Assets* 
 

$25,000,000 
 

1.05 
 

1.00 
 

0.15 
 

0.00%    to    5.00% 
 

* Unsecured line not to exceed $100 50 million. 
 
Unencumbered Assets is defined as Total Assets minus Total Secured Debt. 
 
 

Note 1: 
 
Cooperatives shall apply these standards consistent with RUS [CFR Sec. 
1717.656 (3)].  Municipals shall apply these standards annually. 

 

Note 2: 
A Cooperative or Municipal must use “Rated Entity” standards for qualification if 
that entity is publicly rated by Fitch, S&P or Moody’s and has greater than $100 
million in equity. 

 

Note 3: The amount of unsecured line established within the range above is at the 
discretion of ERCOT if the above criteria are met.  
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Creditworthiness Standards for Rated Entities 
 

IF YOUR ENTITY HAS  AND  THEN 
 

Long-Term or Issuer 
Rating 

 Tangible Net 
Worth 

greater than 

 Maximum  unsecured line as a 
percentage of Tangible Net 

Worth* 
 

Fitch or S&P Moody’s       
AAA Aaa  $    100,000,000  0.00% to 3.00% 
AA+ Aa1  $    100,000,000  0.00% to 2.95% 
AA Aa2  $    100,000,000  0.00% to 2.85% 
AA- Aa3  $    100,000,000  0.00% to 2.70% 
A+ A1  $    100,000,000  0.00% to 2.55% 
A A2  $    100,000,000  0.00% to 2.35% 
A- A3  $    100,000,000  0.00% to 2.10% 
BBB+ Baa1  $    100,000,000  0.00% to 1.80% 
BBB Baa2  $    100,000,000  0.00% to 1.40% 
BBB- Baa3  $    100,000,000  0.00% to 0.70% 

Below BBB- Below 
Baa3 

 Requires Security 

 
* Unsecured line not to exceed $100 50 million 

 
Tangible Net Worth is defined as Total Shareholder’s Equity less Goodwill or other intangible 
assets.  

 
Note 1:  If a Market Participant’s or Guarantor’s debt is rated by more than one of the rating agencies 

and all ratings fall within rating categories which are functional equivalents, ERCOT shall 
assign unsecured credit or allow a guarantee for amounts within the range for that rating.  
 
If a Market Participant’s or Guarantor’s debt is rated by more than one of the rating agencies 
and the ratings fall within different rating categories which are not functional equivalents, 
ERCOT shall assign unsecured credit or allow  a guarantee for amounts as follows: 

• If there are 3 ratings and 2 of the 3 are functional equivalents, within the range where 
2 of the 3 ratings apply 

• If there are 3 ratings and all 3 are different, within the range where the average of the 
3 ratings apply (rounded down) 

• If there are 2 ratings and the two are different, within the range of the lower of the two 
 

Note 2: ERCOT has the discretion to reasonably request any entity to provide updated financial 
information and may adjust credit limits as required.  

 

Note 3: The amount of unsecured line established within the range above is at the discretion of 
ERCOT if the above criteria are met.  
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Creditworthiness Standards for Privately-Held Entities 
 

 
IF YOUR ENTITY HAS  AND  AND  AND  THEN 

 
 

Tangible Net Worth 

Minimum 
Current 
Ratio 

Maximum Debt 
to Total 

Capitalization 
Ratio 

Minimum 
EBITDA to 
Interest and 

CMLTD 

Maximum unsecured 
line as a percentage of 
Tangible Net Worth* 

 
100,000,000 1.0 0.60 2.0 0.00%    to 1.80% 

 
*Unsecured line not to exceed $100 50 million 

 
Tangible Net Worth is defined as Total Shareholders’ Equity less Goodwill or other intangible assets. 

 
Debt to Total Capitalization Ratio is defined as Long-Term Debt (including all current borrowings) 

divided by Total Shareholders’ Equity plus Long-Term Debt. 
 
 
Note 1: An unsecured limit will be set for privately-held entities which do not have a long-term 

rating based on the above criteria, subject to the entity providing ERCOT with the 
most recent audited financial statements, and subsequent quarterly unaudited interim 
financial statements. 

 

Note 2: ERCOT has the discretion to reasonably request any entity to provide updated 
financial information and may adjust credit limits as required.  

 

Note 3: The amount of unsecured line established within the range above is at the discretion 
of ERCOT if the above criteria are met.  
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Entities not meeting the requirements established by the Protocols must provide one (or a combin-
ation) of the following forms of financial security for the benefit of ERCOT, as defined in the Protocols.   
Acceptance of financial security is subject to the review and approval of ERCOT.  
 
1. Cash Deposit  - standard form n/a 

 
2. Letter of Credit  

a. Must be issued by a bank with a minimum rating of A- with Fitch or S&P or A3 with Moody’s 
b. Must be issued on the Standard Form document approved by the Board of Directors 

 
3. Corporate Guarantee 

a. Guarantor must meet applicable credit standards as stated in  the ERCOT Protocols 
b. Guarantee must be on the Standard Form document approved by the Board of Directors 

 
4. Foreign Guarantee 

a. Guarantor must meet applicable credit standards as stated in  the ERCOT Protocols, as well as the 
standards listed below 

b. The country of domicile for the foreign guarantor must: 
i. Maintain a sovereign rating greater than or equal to AA with Fitch or S&P or Aa2 with 

Moody’s 
ii. If the ratings are below those in (i) above, but greater than or equal to A with Fitch or S&P or 

A2 with Moody’s, then the sovereign rating would qualify if the country had a ceiling rating of 
AAA with Fitch or S&P or Aaa with Moody’s 

iii. Must have reciprocity agreements with the U.S. regarding enforcement and collection of 
guarantee agreements 

c. The foreign guarantor must: 
i. Provide to ERCOT annual audited financial statements, prepared in accordance with U.S. 

generally accepted accounting principles or international accounting standards and quarterly 
unaudited financial statements 

ii. If the foreign guarantor does not provide quarterly financial statements, the assigned credit 
limit will be reduced based on their credit rating by: 

1. A- (Fitch or S&P) or A3 (Moody’s) and above: 20% 
2. BBB+ (Fitch or S&P) or Baa1 (Moody’s) or below: 50% 

iii. Provide a guarantee in the form of the ERCOT Board approved standard form guarantee 
Agreement for foreign Entities 

iv. Reimburse ERCOT the cost of obtaining an opinion of counsel affirming that the guarantee 
agreement is enforceable in the U.S. and in the jurisdiction of the corporate guarantor’s 
domicile 

v. Maintain a registered Texas Registration Agent 
 
5. Surety Bond 

a. Must be issued by an insurance company with a minimum rating of A- with Fitch or S&P or A3 with 
Moody’s 

b. Subject to a limit of $10 million per QSE per insurer and an overall limit of $100 million per insurer 
for all ERCOT QSEs  
 
 
 Revisions to the Creditworthiness Standards shall be reviewed by the Credit Work Group and the Finance 

and Audit Committee and approved by the ERCOT Board.  
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4. Review of External Auditor Independence and Financial 
Statement Audit Plan- Rebecca Beckham 

• The F&A Charter states that “at least annually, the Committee 
shall obtain and review a report by the independent auditor 
describing (a) the independent auditor’s internal quality control 
procedures and (b) all relationships between the independent 
auditor and the Company, in order to assess the auditor’s 
independence.” 

• In Executive session, agenda item 10, management 
recommends that the Committee appoint Ernst & Young LLP as 
the independent audit firm for the 2011 financial statement 
audit.  

• Accordingly, Ernst & Young LLP will present their 2011 
financial statement audit plan and provide an update on their 
independence. 
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5. 2011 Committee member self-evaluation survey 
Mike Petterson 

• Finance and Audit Committee charter requires members to 
undertake an annual self-evaluation of the Committee’s activity 
and effectiveness 

• Self-evaluation will be conducted through web-based survey 
questions to be distributed soon after the October meeting of 
the Committee 

• Seeking Finance and Audit Committee confirmation that the 
survey questions detailed on the following pages are 
acceptable. 
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 ERCOT Finance & Audit Committee 
Self-Evaluation 2011 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 

    

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. 

    

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

4.  Committee members challenge the Chair as appropriate.     

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

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

    

 
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. 

    

 

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. 

    

 

6.4 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. 
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 ERCOT Finance & Audit Committee 
Self-Evaluation 2011 Yes No Not Sure Comments 

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

 

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. 

    

 

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. 

    

 
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. 

    

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

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

 6.11 The committee meets with financial management to discuss 
results reported before finalization.     

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

8.  Committee members receive sufficient details regarding long-term 
financial planning.     

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

10.  The committee engages outside experts as appropriate.     

11.  11.1 The organization’s financial reporting processes are stronger 
as a result of management’s interactions with the committee.      
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 ERCOT Finance & Audit Committee 
Self-Evaluation 2011 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 

    

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

 

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.  

    

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

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. 

    

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

 14.2 The committee provides constructive feedback to the chief 
audit executive at least annually.     

 
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. 

    

          October 17, 2011 Finance and Audit Committee - General Session Page 42 of 57



 

 ERCOT Finance & Audit Committee 
Self-Evaluation December 2007 Yes No Not Sure Comments 

 

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. 

    

15.  The committee communicates at an appropriate level of detail 
when informing the Board of its actions.     

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

17.  Committee members have adequate opportunities to discuss 
issues and ask questions.     

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

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

20.  The committee is efficient and value adding.     
21.  Please add additional comments, questions and suggestions here.     
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6.  Committee Brief:  Market Credit Statistics 
     Cheryl Yager 

# of CPs*
Total Potential 
Exposure ($) % of TPE Total Credit Limit # of CPs*

Total Potential 
Exposure ($) % of TPE Total Credit Limit

Exposure in the ERCOT Market (owed to 
ERCOT)

QSEs that meet ERCOT Creditworthiness Standards

Ratings over BBB- 9 60,791,282         4% 581,394,409      U 11 114,553,308        9% 540,318,948      U

QSEs that do not meet ERCOT Creditworthiness Standards

Ratings below BBB- or not rated
Cash & Letters of Credit 77 1,075,230,733    73% 2,111,279,463   S 81 836,673,826        67% 1,598,544,179   S
Guarantee Agreements 27 347,050,637       23% 815,138,034      S 29 289,264,126        23% 884,154,486      S

Total Exposure 113 1,483,072,652    100% 3,507,811,906   121 1,240,491,260     100% 3,023,017,613   

Other QSEs in the ERCOT Market (ERCOT 
owes)

QSEs that meet ERCOT Creditworthiness Standards
Ratings over BBB- 19 (1,108,799)          -5% 263,044,874      U 17 (249,650)              -16% 290,350,602      U

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

Cash & Letters of Credit 87 (21,752,414)        -95% 83,761,021        S 86 (1,281,391)           -84% 59,308,487        S
Guarantee Agreements 13 -                      0% 122,347,563      S 10 -                      0% 70,497,563        S

Total 119 (22,861,214)        -100% 469,153,458      113 (1,531,040)           -100% 420,156,652      

Total 232 1,460,211,438    3,976,965,364   234 1,238,960,220     3,443,174,265   

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.

 Note 2:  As a result of the high prices in August 2011, TPE increased by approximately $0.8 billion, more than double the TPE at July 31, 2011.
                   To cover this exposure, Counter-Parties increased collateral by approximately $1.2 billion.  Both TPE and collateral levels have come
                    down in September and are expected to continue to moderate in October / November as August activity rolls out of the ADTE calculation.

as of 8/31/2011 as of 9/30/2011

ERCOT Market Credit Status
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6.  Committee Brief:  Summary Exposure Benchmark Report 
     Cheryl Yager 

Summary Benchmark Report as of September 30, 2011

# of CPs  Ave Gen Vol  Ave Load Vol % CPs
% Gen 

Vol

% 
Load 
Vol  CP TPE 

 Low 
Benchmark 

 High 
Benchmark 

(in MWh) (in MWh) (in 000's) (in 000's) (in 000's)

Between High and Low
   w/ No Load and No Generation 94          -                  -                    3,590              3,537              5,994              
   w/ Load and/or Generation 55          536,170          478,650           145,372         49,843           345,966         

Total 149       536,170          478,650           64% 54% 47% 148,962         53,380           351,960         

Above High
   w/ No Load and No Generation 34          -                  -                    94,320 7,661 9,334
   w/ Load and/or Generation 45          443,622          508,807           995,173         94,719           424,661         

Total 79          443,622          508,807           34% 44% 50% 1,089,492      102,380         433,995         

Below Low
   w/ No Load and No Generation 2            -                  -                    (311)                -                  -                  
   w/ Load and/or Generation 4            21,068            21,310             817                 2,731              37,921           

Total 6            21,068            21,310             3% 2% 2% 506                 2,731              37,921           

Total as of September 30, 2011 234       1,000,860      1,008,768        100% 100% 100% 1,238,960 158,491 823,877

Total as of August 31, 2011 232       1,220,806      1,232,801        1,460,211 474,532 2,537,824
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6.  Committee Brief:  Summary Exposure Benchmark Report 
     Cheryl Yager 

Benchmark Assumptions

Historical Risk Basis # of days Factor Basis

Price 
volatility 

factor
Low Benchmark

Counter-Parties - Load 
only

Outstanding receivable/payable 
- invoiced and estimated

30-day average total 
load volume 2 1.0 

Avg real time price -
floor - $25, cap - $150 1.0 

Counter-Parties - 
Generation only

Outstanding receivable/payable 
- invoiced and estimated

30-day average total 
generation volume 2 0.2 

Avg real time price -
floor - $25, cap - $150 1.0 

Counter-Parties - 
neither Load or 
Generation

Outstanding receivable/payable 
- invoiced and estimated

30-day average 
imbalance volume (real 
time activity) 2 1.0 

Avg real time price -
floor - $25, cap - $150 1.0 

High Benchmark

Counter-Parties - Load 
only

Outstanding receivable/payable 
- invoiced and estimated

Highest total load 
volume over past 30-
days 9 1.0 

Avg real time price -
floor - $25, cap - $150 1.5 

Counter-Parties - 
Generation only

Outstanding receivable/payable 
- invoiced and estimated

Highest total 
generation volume 
over past 30-days 6 0.2 

Avg real time price -
floor - $25, cap - $150 1.5 

Counter-Parties - 
neither Load or 
Generation

Outstanding receivable/payable 
- invoiced and estimated

Highest imbalance 
volume over past 30-
days (real time activity) 6 1.0 

Avg real time price -
floor - $25, cap - $150 1.5 

Highest DAM sales 
volume over past 30-
days 2 1.0 

Avg real time price -
floor - $25, cap - $150 1.5 

Forward Risk Estimate
Volume Component Price Component

Note 1:  If an entity has both load and generation volume, the greater of the two estimates is used in the Benchmark
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6.  Committee Brief:  Investment Report  
     Leslie Wiley 
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Operational Market Grid
Excellence Facilitation Reliability

Strategy
Development

Performance
Monitoring

  Market
Operations

    

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.

Effectively manage the evolution of the wholesale 
and retail markets to meet the changing business 
environment.

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.

It appears likely that in order to gain an 
exemption from CFTC oversight ERCOT will 
have to become a central counterparty and 
implement a number of changes to credit 
policies and protocols.  Discussions with CFTC 
are ongoing and implemention issues are 
being reviewed.

Mission
and Goals

Business
Practices

  Nodal Systems
Stabilization

       Planning         Disclosure Internal Control
Compliance

Corporate objectives and performance 
standards are understood and followed.

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

Manage the deployment and stabilization of the 
nodal market systems

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, efficient, 
and provide stakeholders with required 
assurances of quality.

Strategic Plan has been approved since July 
of 2010 .  Proposed 2011 KPIs under review 
by HR&G Committee.

Demand for planning studies continues to 
grow.   ERCOT has  received two awards 
totaling $3.5 million to produce long-term 
resource and transmission planning studies in 
2011.  Hiring is completed.  In the scoping 
phase of the studies.  Project completion 
2013.  

A limited SAS 70 Audit was completed in 
January (Type I).  No control issues were 
identified.  Testing for the SSAE16 audit is 
underway.  No issues have been identified to 
date.

      Reputation Workforce Counterparty
Credit

Bulk System
Resources

    Communication Industry
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 and operational activities in compliance 
with all applicable regulatory, financial & 
accounting requirements, standards, & directives.

Increased visibility of ERCOT during recent 
series of EEA events.

Employee retention risk likely to increase if 
economy continues to improve.

Work is proceeding on the CFTC application 
for the CEA exemption.  Reduced level due to 
credit impact of reversion to lower prices.

Elevated due to ongoing impact of drought 
and potential impact of EPA Cross-State Air 
Pollution Rule.

An updated external communications 
plan has been issued following the 
February Energy Emergency Alert.

Compliance is believed to be on target for 
'spot checks' of CIP compliance later in 2011.

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.

Operational impacts of increasing amounts of 
intermittent renewable generation on the 
system is uncertain.  ERCOT has established 
a Resource Integration department devoted to 
analyzing and proposing solutions to the 
issues.  

Notes:
Revisions to Risk Categories / Descriptions shown in Green
Elevated risk level indicated by ().  Reduced risk level indicated by downward green arrow ().
Numbers correspond to colors as follows:

Red - 5
Red-Yellow - 4

Yellow - 3
Yellow - Green - 2

Green - 1

ELECTRIC RELIABILITY COUNCIL OF TEXAS, INC. 
RISK MANAGEMENT EVENT PROFILE MATRIX (as of 1st October 2011)

ReportingStrategic      Legal and Regulatory 
Compliance

1 1 

2 1 

1 

1 

1 

3 

3 

1 1 3 1 

2 

1 

3 

1 

1 

3 

3 

2 

1 

3 4 
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6.  Committee Brief:  Status of Open Audit Points 
Cheryl Moseley 

All audit points except three expected to be complete by 1/31/12. 
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Month

Open Points Reopened Past Due

Avg.
13

Audits Completed 0 5 6 1 1 2 8 0 4 0 3 4 34
Points Added 0 28 7 0 0 3 15 0 7 0 2 8 70
Points Completed 2 28 10 6 1 4 6 4 7 3 3 2 76

Totals 
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6.  Committee Brief:  Audit Activity 
Cheryl Moseley  

Audits Completed 
(last 3 months) 

Internal Audits 
• Q2 Fraud Auditing 
• Nodal Program Bonus 

Procedures (Special Request) 

• ControlPath System 
• WAN Management Fee 

Proposal (Special Request) 

• Data Center Procurement  
• Internal Control Self Assessment 

Process 
• Assessment of Completed 

Projects 
• Cash and Investments  

 
 

External Audits 
• 401K Benefit Plan (Maxwell, Locke 

& Ritter) 
 

 

Audits in Progress 
 

Internal Audits 
• Business Continuity Plan and 

Disaster Recovery 
• Storage and Capacity Planning 
• Nodal Program Bonus Payments 

(Special Request) 

• Q3 Fraud Auditing 
• Enterprise Risk Management 

(Consulting/Advisory) 

• Business Integration Testing 

 
 
 
 

External Audits 
• 2011 Type 2 SSAE 16 (SAS 70) 

Audit (BrightLine CPAs & Associates, 
Inc.) 

• Nodal Program Audit (Navigant 
Consulting, LLC) 

 
 

Planned Audits 
(next 3 months) 

Internal Audits 
• Protocol 1.4 Required Audit – 

Ethics (Employee & Contractor 
Ethics) 

• Market Credit 
 

 
 
 
 
 
 
 

External Audits 
• None 
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6.  Committee Brief:  Security Assessments 
Cheryl Moseley 

Consultation/Analysis 
Reports Completed 

(last 3 months) 
Assessments 

• None 

 

Open Consultation/ 
Analysis Reviews 

(in progress) 
Assessments 

• None 
 

Planned Consultation/ 
Analysis Reviews 

(next 3 months) 
Assessments 

• None  
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6.  Committee Briefs: NPRRs with Credit Implications 

• Two NPRRs with credit implications will be at the October 2011 
BOD meeting for approval 
– Additional background information is provided in the following 

slides for 
• NPRR 391 - Shortening RTM Settlement and Payment Timeline and 

Eliminate ACH as a Mode of Payment  
• NPRR 400 - Eliminate Unsecured Credit for CRR Auctions and for 

Future Credit Exposure (FCE) and Eliminate Netting of FCE with 
CCE  
 

• Both ERCOT staff and CWG endorsed the above NPRRs 
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6.  Committee Briefs: NPRRs with Credit Implications 

• NPRR 391 - Shortening RTM Settlement and Payment Timeline and 
Eliminate ACH as a Mode of Payment  
1. Reduces RTM settlement timeline from 10 to 9 days 
2. Reduces payment timeline from 3 to 2 bank business days for daily 

DAM and RT invoices 
 

 IMPACT:  With the above two changes (in addition to the changes in 
NPRR 347), ERCOT anticipates (based on 2011 calendar) that 
approximately 88% of operating days will be settled within 14 days and 
the weighted average days to settle will be approximately 13.5 days 

 

3. Eliminates ACH as a Mode of Payment (may only pay by immediately 
available funds) 

 

  IMPACT:  Approximately 1% of dollar volume is ACH.  Fewer than 10 
CPs (or 4%) use ACH. 

 

 Impact of this NPRR is manageable 
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6.  Committee Briefs: NPRRs with Credit Implications 

• NPRR 400 - Eliminate Unsecured Credit for CRR Auctions and for 
Future Credit Exposure (FCE) and Eliminate Netting of FCE with CCE  
– Eliminates Unsecured Credit for CRR Auctions and the FCE component 

of the credit exposure calculation 
IMPACT (as of September 30, 2011)  

– 67 counterparties have unsecured credit available, either directly or 
indirectly through guarantees.  

– 27 counterparties (or 40%) do not have any exposure collateralized. 
– 40 counterparties have exposure that requires collateral, of which 20 

entities also have CRR activity that would require collateral (remaining 
20 have no CRR activity or credits from CRR activity) 

• Elimination of unsecured credit in the CRR market would have increased 
collateral requirements by approximately $16.7 million for CRR FCE (as of 
September 30, 2011) or approximately 1.3% of total exposure of $1.2 billion 

• Impact will likely grow when there are 12 or 24 months of exposure rather 
than 3 months for CRRs outstanding 

• Expected to have a significant impact on CP’s pre-posting requirements for 
CRR Auctions as well 

• Operational risk entailed by this change is manageable 
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6.  Committee Briefs: NPRRs with Credit Implications 

• NPRR 400 - Eliminate Unsecured Credit for CRR Auctions and for 
Future Credit Exposure (FCE) and Eliminate Netting of FCE with CCE 
(Cont.) 
– Eliminates netting of the calculated credit exposure for CRR forward risk 

• Currently netting between CRR and non-CRR markets is restricted to 
counterparties a) from whom ERCOT has a first priority security interest, or  

 b) who are either an Electric Cooperative or an Entity created under TWC § 
222.001. 

  
 IMPACT:  As of September 30th, only 11 Counter-Parties or approximately 

5% of CPs are allowed to net between CRR and non-CRR markets. 
 
 Impact is manageable 
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Charter
Task Description Page # J F M A M J J A S O N D

1 Elect Committee officers and designate a secretary 2 & 7 A
2 Review and assess adequacy of Committee charter 6 A A
3 Review and recommend investment standard 3 A A
4 Review and recommend financial standard 3 A
5 Handling of complaints regarding financial matters 5 A
6 Hiring former employees of the independent auditor 4 A
7 Review and recommend credit standard 3 A
8 Receive periodic report on Credit Work Group activity na A A
9 Approve Credit Work Group Charter na A

10 Appoint Credit Work Group Chair and Vice Chair na A
11 Review risk policies and risk management practices 6 A
12 Undertake annual self-evaluation 8 A A
13 Periodic meeting with senior management 6 A
14 Review and approve internal audit charter 6 A
15 Periodic meeting with Chief Audit Executive 6 & 7 A A A A A A A A A A
16 Review internal audit reports 6 A A A A A A A A A A
17 Review Ethics Point issues na A A A A A A A A A A
18 Review effectiveness of internal audit functions 6
19 Review and approve annual internal audit plan 6 A A
20 Review performance of the Chief Audit Executive 7
21 Recommend selection of independent auditor 4 A
22 Receive independence report from independent auditor 4 A
23 Periodic meeting with independent auditor 5 A A
24 Discuss audited financial statements 5 A
25 Review and accept financial statement audit 5 A
26 Review and recommend proposed budget 3 A A A A
27 Review and recommend debt structure 3 A A A
28 Review IRS Form 990 na A
29 Review and accept 401(k) audit report 5 A
30 Review and accept SSAE 16 audit report 5 A
31 Review Committee briefs na A A A A A A A A A A
32 Receive periodic investment report na A A A
33 Receive periodic liquidity report na A
34 Quarterly Committee education on accounting developments 5 A A A
35 Review financial institutions - market participants 6 A A
36 Receive periodic Potential Future Exposure report na
37 Preapprove non-audit services 4 A
38 Review any report by independent auditor 4
39 Review effect of regulatory accounting initiatives 5
40 Review complaints regarding financial statements 5 A A
41 Review press stories regarding financial statements 5
42 Periodic meeting with 401(k) auditor na
43 Periodic meeting with SSAE 16 auditor na
44 Review proposed audit of the nodal program na A
45 Review credit procedures, practices, and judgments na A A A A
46 Commodity Exchange Act exemption na A A A A A A A
47 Generation interconnection fee na A A

Performed on as-needed basis
Performed on as-needed basis

ERCOT
Finance and Audit Committee
2011 Annual Meeting Planner and Future Agenda Items - NOVEMBER MEETING CANCELLED

Performed on as-needed basis
Performed on as-needed basis

Performed on as-needed basis
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Charter
Task Description Page # J F M A M J J A S O N D

1 Elect Committee officers and designate a secretary 2 & 7
2 Review and assess adequacy of Committee charter 6
3 Review and recommend investment standard 3
4 Review and recommend financial standard 3
5 Handling of complaints regarding financial matters 5
6 Hiring former employees of the independent auditor 4
7 Review and recommend credit standard 3
8 Receive periodic report on Credit Work Group activity na
9 Approve Credit Work Group Charter na

10 Appoint Credit Work Group Chair and Vice Chair na
11 Commodity Exchange Act exemption na
12 Review risk policies and risk management practices 6
13 Undertake annual self-evaluation 8
14 Periodic meeting with senior management 6
15 Review and approve internal audit charter 6
16 Periodic meeting with Chief Audit Executive 6 & 7
17 Review internal audit reports 6
18 Review Ethics Point issues na
19 Review effectiveness of internal audit functions 6
20 Review and approve annual internal audit plan 6
21 Review performance of the Chief Audit Executive 7
22 Recommend selection of independent auditor 4
23 Receive independence report from independent auditor 4
24 Periodic meeting with independent auditor 5
25 Discuss audited financial statements 5
26 Review and accept financial statement audit 5
27 Review and recommend proposed budget 3
28 Review and recommend debt structure 3
29 Review IRS Form 990 na
30 Review and accept 401(k) audit report 5
31 Review and accept SSAE 16 audit report 5
32 Review Committee briefs na
33 Quarterly Committee education on accounting developments 5
34 Review financial institutions - market participants 6
35 Receive periodic Potential Future Exposure report na
36 Preapprove non-audit services 4
37 Review any report by independent auditor 4
38 Review effect of regulatory accounting initiatives 5
39 Review complaints regarding financial statements 5
40 Review press stories regarding financial statements 5
41 Periodic meeting with 401(k) auditor na
42 Periodic meeting with SSAE 16 auditor na

Performed on as-needed basis
Performed on as-needed basis
Performed on as-needed basis
Performed on as-needed basis

ERCOT
Finance and Audit Committee
2012 Annual Meeting Planner and Future Agenda Items 

Performed on as-needed basis
Performed on as-needed basis
Performed on as-needed basis
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