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2010 ANNUAL REPORT OF THE ELECTRIC RELIABILITY COUNCIL OF %E)@S,

[ges]

INC., PURSUANT TO P.U.C. SUBSTANTIVE RULE §25.362(i))(1) =

COMES NOW, Electric Reliability Council of Texas, Inc. (ERCOT) and files, pursuant
to Public Utility Commission of Texas (P.U.C.) SUBST. R. §25.362(i)(1), ERCOT’s 2010 Annual
Report. The following attachments comprise ERCOT’s 2010 Annual Report.

SuBST. R. Section Document Description Attachments
§25.362(i)(1)(A) A strategic plan, including a statement of the mission and vision of the A

organization, a summary of the industry environment in which it

operates, a description of the major challenges it faces, and key

strategies it intends to employ to perform its functions and meet its

challenges.
§25.362(i)(1)(B) A long-term organizational plan including: B

1) An overview of the major systems, including both hardware Bl

and software, operated by ERCOT, including descriptions of
the functionality provided, estimates of remaining useful life,
estimates of ongoing maintenance and upgrade costs, and
evaluations of the performance of each system;

(i) A description of major capital projects completed in the prior B2
budget year and those expected to be completed in the
following budget year, including an explanation of why each
project is needed to assist ERCOT in meeting its
responsibilities or the benefits it would provide to market
participants or consumers;

(iii) A schedule summarizing ERCOT's sources and uses of funds B3
for a six-year period beginning with the last historic calendar
year and projections for the next five calendar years;

(iv)  Long-term goals for all ERCOT activities; and B4
v) An evaluation of ERCOT's performance in meeting its B5
responsibilities and system expectations during the current
budget year.
1 000001
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§25.362(1)(1)(C) Financial information including: C

@) A copy of an independent audit of ERCOT's financial C1
statements for the report year;
(i) A schedule comparing actual revenues and costs to C2

budgeted revenues and costs for the report year, a
schedule showing the variance between actual and
budgeted revenues and costs, and a schedule showing the
assets and liabilities (including level and types of debt);

(iii)  The annual board-approved budget; and C3
(iv) A description of any derivative transactions entered into C4
by ERCOT.
Respectfully submitted,
i obos
Bill Magness

General Counsel

Texas Bar No. 12824020
Austin, Texas 78744
(512) 225-7076 (Phone)
(512) 225-7079 (Fax)
bmagness@ercot.com

Lori Cobos

Associate Corporate Counsel
Texas Bar No. 24042276
(512) 225-7073 (Phone)
(512) 225-7079 (Fax)
lcobos@ercot.com

ERCOT
7620 Metro Center Drive
Austin, Texas 78744

ATTORNEYS FOR ELECTRIC
RELIABILITY COUNCIL OF TEXAS, INC.

000002




s ,
§&w s
Ry e
S

§«%Wx &Mma%w%mfm&

« gty M@Mw%

e

> o
(Vp)
£ 8
a8
o =
G
)

ic Rel

Electr
Counc




Vision
Mission

Core Values
Driving Forces

Strategic Objectives &
Initiatives

The Electric Reliability Counc:! of Texas. (ERCOT) manages the flow
of electric power to approx:mat ely 2 million Texas customers —
representing 85 pe;%:en\ f the state’s eiectr;c Joad and 75

ages fiﬂancial

\\ el lk-power market and

administers ct on Texans in
competitive che .
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The strategies and objectives combined in this
document are ERCOT’s commitment to the
future. The Strategic Plan sets the foundation
that balances long-term objectives, annual
goals, on-going operational priorities, and
financial discipline. This is a living document,
which must be reviewed and updated
annually to address changes in the
environment and the industry.

The plan outlines the Vision, Mission and Core
Values under which ERCOT will operate over
the next five years, and déﬁnes/th’e company’s

strategic obJectxves and mltlattves dunng that
time penod
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VISION

To be innovative in providing a world class, cost effective,
reliable electric grid and efficient electricity markets.

MISSION

ERCOT serves the public interest by

ensuring open access to transmission and distribution




CORE VALUES

Accountability — taking personal responsibility for doing
the right things the right way.

Innovation — implementing and operating creative solutions.

Customer focus - listening, responding and delivering quality
services to our stakeholders.

Integrity — committing to honest and ethical actions in all that
we do.

Respect — recognizing the worth and diversuty of our people and
their contributions.

Expertise — developing and demonstrating respected skill and
knowledge in the industry.

Leadership — developi ng a vision and ensuring its successful
completion.

Effectiveness — providing ‘Qualitv in a cost-efficient manner.

Teamwork — workmg toget%zer to allow our erganizatnon to achieve
its object ves. '

Communication‘-— haring "fo‘irrnatien*'internaﬂy and
extemaliy |




Tension between Markets and Reliability Actions
The primary objective of the ERCOT organization is the

maintenance of the reliability of the electric grid; however,
there is a correlation between actions taken to ensure
reliability and the impact those actions have on prices within
the market place. The market should be designed in such a
manner to send accurate price signals and drive reliability.
ERCOT is expected to provide a reliable supply of electricity at a
reasonable price for the consumers of Texas while working in a
complex and transparent environment with the market
participants, PUCT and Texas Legislature.

Delivering Technology Advances and Comglex Services with

Increasing Scrutiny of Costs
As the number and complexity of services requested to be

provided by ERCOT continue to increase so will the need for the
organization to be transparent in the communication and
education of the value of the servaces offered and the cost
associated with the:r provision.

ERCOT ;wili continue to work with our market participants to
determine the cost/ | ng "’/f’fadvancing
’ hin the industry and assess the impacts to

electric ‘markets
\mtammg grid

reliability.




DRIVING FORCES continued...

Growth of Renewable Energy

The increase in renewable energy generation provides
challenges of geographical limitations, intermittent nature,
transmission availability and system stability.

Continuously Changing Compliance Environment with Stringent
Standards

ERCOT exists within a unique compliance environment due to
the unrivaled scope of ERCOT’s NERC registrations. Ambiguous
and/or expanding registration requirements imposed on the
organization, volume of standards and audit documentation
requirements, enforcement risk and asynchronicity of NERC and
ERCOT terminology are some of the key issues. In particular,
ERCOT faces extensive cyber and physical security pressures and
requirements.

subject matter expert

as such attrib
commodity in




STRATEGIC OBJECTIVES

Manage the grid in a manner that maintains a high level of reliability.

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

Manage the interrelationships and dependencies between reliability
actions and market impacts.

Manage the deployment and stabilization of the nodal market to more
efficiently direct-assign local transmission congestion costs, provide better
price signals for locating generation and transmission, and develop a day-
ahead market.

Continue to demonstrate a reputation of excellent reliability performance
while meeting the increasingly demanding and complex requirements for
compliance with Federal Reliability Standards and cyber and physical
security requirements and ensuring ERCOT ISO’s compliance with ERCOT
Protocols and Operating Guides.

Manage the complex systems, infrastructure and development processes
to enhance and operate the grid and markets.
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STRATEGIC OBJECTIVE (1)

Manage the gnd in a mannerthatmamtams a h:gh level o rellablhty |

1.1 Lead the market in the development and implementation of strategy and
policy to integrate renewable generation into the ERCOT grid.

1.2 Study and make recommendations to develop a long-term transmission
strategy for the region and mechanism for incorporating that framework
into mid-term transmission planning.

1.3 Evaluate and recommend a plan to develop a back-up method of
calculating transmission limits in the event of EMS failures.

1.4 Develop and implement a coordinated oversight process for generation
interconnection through energizing to ensure study, protocol and data
sufficiency.

1.5 Prepare requirements, develop specifications, and facilitate installation
of improved visualization tools for ERCOT operators.

1.6 To improve the potential for better operating decisions ERCOT will
identify, initiate and complete projects that will:
a. Use synchrophasor data to zmprove dynamic study models and
state estimator results. ,
b. Provide system operators d;splays or apphcatzons using
synchrophasors that will be of value i in makmg operatlana!

1.8 Dévé?bpﬁa strateg
(such as: Distr
DR[price espe
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Effectively maage the evoltlon of the wholesale and retail markets
meet the changing business environment.

-—-E—_

2.1 Examine and make recommendations to lead the structured evolution of
the wholesale market in cooperation with Market Participants and
Regulatory bodies.

Implement a transparent pricing model to ensure appropriate price
signals are communicated in support of a viable financial environment
within the ERCOT market.

Evaluate opportunities for loads and other technologies (such as energy
storage) to participate in Ancillary Service Markets.

Study and make recommendations to continue to enhance and develop
price validation tools.

Study and make recommendations regarding the appropriate credit
requirements to ensure contmued fznanczal stability within the ERCOT
market. . ,

Evaluate and smplemem market mcentives to ensure the right mix of
needed resources.

!
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STRATEGIC OBJECTIVES (3 & 4)

Manag' the interrelationships and dependencies between reliability
actions and market impacts.

YL . INITIATIVES . ¢
3.1 ldentify and reoommend the tools/processes/people needed to assess
and act upon the convergence of reliability and markets.

3.2 Analyze events that result in the need for ancillary services and
examine the opportunity to develop new ancillary service products.

Manage the deployment and stabilization of the nodal market to more
efficiently direct-assign local transmission congestion costs, provide
better price signals for locating generatlon and transmission, and
develop a day-ahead market

- e INITIATIVES g g
4.1 Conduct Nodal Market Model Validation “and. Market Trials in
preparation of Noda sysiem tmgzaieme ta‘tio

y aws 'm the
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Continue to demonstrate a reputation of excellent reliability performance
while meeting the increasingly demanding and complex requirements for
compliance with Federal Reliability Standards and cyber and physical
security requirements and ensuring ERCOT I1SO’s compliance with ERCOT
Protocols and Operating Guides.

5.1

52

5.3

INITIATIVES chic
Enhance and expand “Culture of Compliance” wnthm ERCOT & Texas
Interconnect.

Demonstrate compliance with all ERCOT Protocol, NERC & FERC
requirements through audits.

Actively participate in key committees and in partnership with
NERC/FERC and ISO industry experts to address increasing cyber
security requirements, changing rehab:lrty standards and functional model

requirements.
Explore strategies to build a foundat;on of confidence through
collaboration with our stakeholders. -

Prioritize securlty initiatives to altgn with 1T mfrastructure to defend
ERCOT ISO sensitive information and crzt:cal assets..

Minimize NERC-related risk by achieving the best possible Reliability
Standards, reglstratlon SEC performance, and enforcement
engagement ~
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STRATEGIC OBJECTIVES (6 & 7)

Manage the complex systems, infrastructure and development processe
to enhance and operate the grld and markets.

Prowde cost effectlve htgh availability systms for ERCOToperatlons
with proven recoverability.

Operate ERCOT systems while keeping abreast of advancing
technologies and continually implementing operational and performance
improvements.

Relocate systems to the new data centers to provide enhanced
reliability and to meet future growth.

Implement a business irﬁiegrated solution delivery process.

Implement Information Life Cycle Management and System Life Cycle
Management processes fo manage systems demand and capacity.

Develop and mamtam productwe extemal relatlonsh; s through proactive,
effectlve and comprehenswe mmunications.
e R INITIATIVES , :

7.1 ;Develop and maintain a compre hensive relationship matﬁx to build and

\ ’ * ,y’ Employees of

Develop effe
to »extémait c
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STRATEGIC OBJECTIVE (8)

Attract and retain the right people with the right skills in the right position
to develop a culture of excellence that empowers, incents, recognizes
and celebrates our achievements.

- INITIATIVES . .

8.1 Review the organizational structure and skills required to nmp!ement

needed changes to ensure ERCOT is providing services in the most
efficient and cost effective matter.

Implement improved performance management and talent identification
processes.

Implement a training program that addresses career development and
growing skills needed for advancing technologles and changing
business drivers.

Enhance the current succession planning process for Executive/Director
level positions that looks at the long-term direction of the organization
and evaluate the benefits of expandmg the process to other positions
within the organization. =

Enhance our re“"i‘" capitaliz » ERCOT’s image as industry

olsets to automate processes
nmendations.

rzcent and celebrate
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Prudently ensure adequate funding for the provision of resources needed
to pursue and achieve ERCOT’s objectives.

Propose long term fee structure for ERCOT.

Propose long term debt structure that meets the needs of the organization
and its stakeholders.

Analyze the cost/benefit options regarding facility relocation/consolidation
and provide recommendations.

Create a 36 month rolling pro;ect horizon with annual projections to six
years.

Implement an effective Vendor Managemen’i Program (VMP) to manage
strategic contracts by assessing the viability of critical vendors and
managing vendor relationships and expectations to ensure strategic
initiatives are satisfied. \

System Administration Fee:
ERCOT’s primary source of
revenue has been held
constant since 2005.

ERCOT is manage
balanced financi al p
annual expenseo a
annual revenue.

nistration Fee revenue e operating expenses
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Attachment B

ERCOT’s Long-Term Organizational Plan

Index

P. U.C. SUBST. R §25.362(i)(1)(B)

Attachment

An overview of the major systems, including both hardware and
software, operated by ERCOT, including descriptions of the
functionality provided, estimates of remaining useful life,
estimates of ongoing maintenance and upgrade costs, and
evaluations of the performance of each system

B1

(i)

A description of major capital projects completed in the prior
budget year and those expected to be completed in the following
budget year, including an explanation of why each project is
needed to assist ERCOT in meeting its responsibilities or the
benefits it would provide to market participants or consumers

B2

(iif)

A schedule summarizing ERCOT's sources and uses of funds for a
six-year period beginning with the last historic calendar year and
projections for the next five calendar years

B3

(iv)

Long-term goals for all ERCOT activities

B4

™)

An evaluation of ERCOT's performance in meeting its
responsibilities and system expectations during the current budget
year

B5
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Attachment B1

Overview of Major ERCOT Systems

An overview of the major systems, including both hardware and software, operated by ERCOT,
including descriptions of the functionality provided, estimates of remaining useful life, estimates of
ongoing maintenance and upgrade costs, and evaluations of the performance of each system.

The chart consists of major hardware and software systems that were in place in 2010.
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Attachment B2
ERCOT's Major Capital Projects

A description of major capital projects completed in the prior budget year and those expected to be
completed in the following budget year, including an explanation of why each project is needed to

assist ERCOT in meeting its responsibilities or the benefits it would provide to market participants
Or consumers.

The major capital projects in the chart consist of projects that were completed in 2010 and will be
completed in 2011 that cost more than $500,000 in the approved annual budget. These projects
were derived from ERCOT's Project Priority List (PPL) and are funded by ERCOT's approved base
operating budget. The projects do not include Nodal-related projects that went live in 2010 or Post-
Go-Live Nodal-related projects that will go-live in 2011, which are funded by the Nodal budget.
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Attachment B3

ERCOT's Sources and Uses of Funds (2010-2015)

A schedule summarizing ERCOT's sources and uses of funds for a six-year period beginning with the last
historic calendar year and projections for the next five calendar years.

000027




- § - $§ - $ - § - $ 9L9°L1 $ spuny Jo sas() SS3] SpUnq Jo $3dINe§ (7

61

8SE10C  $ 005861 $ se6L061 $ vrTesl $ $00°061 $ 16€°881 $ Spun, Jo sa0Ino0g - [eI0L 8]

00012 000°1C 000°81 000°81 8€1°6T 908°C¢ sansst 1qa(y L1

- - - - - Y auoou1 ISada)uy 91

86¢€cl 160°€T 8LT€1 (JARA! €L8°T€ 101°0T anu2A2.4 42410 SI

1743 0z¢ 1743 0z¢ 0ce 0z¢ sanp diysioquiapy vl

00T 0S€C T0€°T §STT 80T°C 807°C §22/ Y40MjaU DaUD-dPIM AL €l

08Z%91 $ 6ELT91 $ $68°9¢I $ 66V¥ST $ S9r‘6zI $ 1s6°TET $ 2af uonp.ystutupy WaISAs [ODYT 4!

Spuny jo s32.1nog 11

01

6

8SE°T0T  § 00S°861 $ S6L061 $ 681 $ v00°061 $ SILoLt $ spun, jo sas() - [el0], g

001°¢ 000°¢ 006'C 008°C 00LC L1¥'T Supionuout joyopy L

16£°C we'e £67°C 9T 991°T EvL §2014.425 [00]J04 9

0L06T SSE°6T vTL6T SLI‘0E SIL°6T 698°8C 2014438 Jq2(] S

00012 00012 000°81 000°81 8€1°6T 908‘CE saanpipuadxa [pjdvo papunf 192 14

000°%1 0001 000°C1 000°CI 86L°91 1L8°1C Saunpipuadxa [ojidpd papunf anuaasy €
(uoypzyi0wp pup uoyv12.4dap Jutpnjoxa)

L6LTET $ €08°8CI $ 8.8°STI $ €20vCI $ LTTEIL $ 60048 $ sasuadxa SuypiadQ 4

spunjjosasn |

IsedIoq Isedaro IS804 Jsedalog wuwv-_m [envy uondiLIdsa(q aury

ST07 y107 €107 7102 1102 0102

Alewiuing Spuny Jo sds() pue sadnog
SEXa, JO [Iouno) AIIqeiday] 214399y

000023



Attachment B4

ERCOT's Long-Term Goals for All Activities

ERCOT's long-term goals for all of its activities are provided in ERCOT's Key Performance
Indicators (KPIs) that were approved by the ERCOT Board of Directors at its April 19, 2011
meeting. ERCOT's KPIs are subject to ERCOT Board review and approval on an annual basis.
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Attachment B5
Evaluation of ERCOT's Performance

An evaluation of ERCOT's performance in meeting its responsibilities and system
expectations during the current budget year. The chart shows ERCOT's year-end
financial forecast for 2011 as of April 25, 2011.
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Attachment C

Financial Information

Index
P.U.C. SUBST. R §25.362(i)(1)(C) Attachment

) A copy of an independent audit of ERCOT's financial statements C1

for the report year
(i) A schedule comparing actual revenues and costs to budgeted C2

revenues and costs for the report year, a schedule showing the

variance between actual and budgeted revenues and costs, and a

schedule showing the assets and liabilities (including level and

types of debt)
(iii)  The annual board-approved budget C3
(iv) A description of any derivative transactions entered into by C4

ERCOT
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Report of Independent Auditors

We have audited the accompanying statements of financial position of the Electric Reliability
Council of Texas, Inc. (ERCOT) as of December 31, 2010 and 2009, and the related statements
of activities, and cash flows for the years then ended. These financial statements are the
responsibility of ERCOT’s management. Our responsibility is to express an opinion on these
financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United
States. Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free of material misstatement. We were not engaged
to perform an audit of ERCOT’s internal control over financial reporting. Our audits included
consideration of internal control over financial reporting as a basis for designing audit
procedures that are appropriate in the circumstances, but not for the purpose of expressing an
opinion on the effectiveness of ERCOT’s internal control over financial reporting. Accordingly,
we express no such opinion. An audit also includes examining, on a test basis, evidence
supporting the amounts and disclosures in the financial statements, assessing the accounting
principles used and significant estimates made by management, and evaluating the overall
financial statement presentation. We believe that our audits provide a reasonable basis for our
opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects,
the financial position of the Electric Reliability Council of Texas at December 31, 2010 and
2009, and the results of its activities and its cash flows for the years then ended in conformity

with U.S. generally accepted accounting principles.
W 4 MLLP

April 25, 2011

1
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Electric Reliability Council of Texas, Inc.

Statements of Financial Position

December 31
2010 2009
(In Thousands)
Assets
Current assets:
Cash and cash equivalents $ 69556 §$§ 78815
Accounts receivable 9,344 8,809
Unbilled revenue 9,115 6,590
Restricted cash 255,598 132,331
Prepaid expenses and other current assets 13,982 13,040
Total current assets 357,595 239,585
Property and equipment, net 452,996 114,389
Systems under development 7,381 313,007
Debt issuance costs 467 651
Total assets $ 818439 § 667,632
Liabilities and unrestricted net assets
Current liabilities:
Accounts payable $ 4265 $ 5,722
Accrued liabilities 19,552 13,753
Deferred revenue 3,302 4,270
Market settlement liabilities 65,827 79,204
Security deposits 255,598 132,331
Regulatory liabilities, current portion - 78
Notes payable, current portion 224,470 168,470
Total current liabilities 573,014 403,828
Notes payable 111,737 196,208
Derivative liability 9,832 12,733
Regulatory liabilities 87,660 38,147
Other long term liabilities 323 1,726
Total liabilities 782,566 652,642
Commitments and contingencies (Notes 8 and 12)
Unrestricted net assets 35,873 14,990
Total liabilities and unrestricted net assets $ 818439 §$ 667,632
The accompanying notes are an integral part of these financial statements.
2
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Electric Reliability Council of Texas, Inc.

Statements of Activities and Net Assets (Deficit)

Operating revenues:
System administration fees
Nodal implementation surcharge
Reliability organization pass-through
Membership fees and other

Total operating revenues

Operating expenses:
Salaries and related benefits
Depreciation
Facility and equipment costs
Consulting and legal services
Administrative and other
Hardware and software maintenance and licensing
Amortization of regulatory asset
Total operating expenses
Income from operations

Other income (expense):
Interest income
Interest expense
Change in valuation of interest rate swap
Non-operating income

Change in unrestricted net assets (deficit) before deferred pension

costs and distribution of net assets
Deferred pension costs
Distribution of net assets- Texas RE

Change in unrestricted net assets (deficit)
Unrestricted net assets (deficit), beginning of year
Unrestricted net assets, end of year

Year Ended December 31
2010 2009
(In Thousands)
$ 132951 $ 128,519
119,718 52,113
12,169 6,940
4,018 3,552
268,856 191,124
54,450 56,166
29,645 28,791
9,123 8,320
14,035 12,559
14,462 7,771
9,251 9,752
119,718 52,113
250,684 175,472
18,172 15,652
7 3,502
(2,733) (2,720)
2,901 2,019
3,613 12,280
21,960 30,733
43) 7
(1,034) -
20,883 30,740
14,990 (15,750)

$ 35873 § 14,990

The accompanying notes are an integral part of these financial statements.
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Electric Reliability Council of Texas, Inc.

Statements of Cash Flows

Cash flows from operating activities
Change in unrestricted net assets (deficit)
Adjustments to reconcile change in unrestricted net assets
(deficit) to net cash provided by operating activities:
Depreciation
Amortization of debt issuance costs
Change in valuation of interest rate swap
Change in valuation of assets due to sales and use tax refund
Net (gains) losses on disposition or impairment of capital
assets
Changes in operating assets and liabilities:
Accounts receivable
Unbilled revenue
Prepaid expenses and other assets
Other long-term liabilities
Accounts payable
Accrued liabilities
Deferred revenue
Regulatory liabilities
Net cash provided by operating activities

Cash flows from investing activities

Capital expenditures for property and equipment
and systems under development

Proceeds from sale of property and equipment
Net cash used in investing activities

Year Ended December 31
2010 2009
(In Thousands)
$ 20883 § 30,740
29,645 28,791
184 244
(2,901) (2,019)
- 8,758
(44) 27
(535) (4,465)
(2,525) 3,079
942) 3,616
(1,403) 1,042
(1,172) (2,073)
2,972 (2,877)
(968) 2,561
91,909 30,545
135,103 97,969
(102,527) (118,161)
13 23
(102,514) (118,138)
4
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Electric Reliability Council of Texas, Inc.

Statements of Cash Flows (continued)

Year Ended December 31
2010 2009
(In Thousands)
Cash flows from financing activities
Proceeds from issuance of notes payable $ 56,000 $ 37,400
Repayment of notes payable (84,471) (13,637)
(Increase) decrease in restricted cash (123,267) 92,966
Decrease in market settlement liabilities (13,377) (46,349)
Increase (decrease) in security deposits 123,267 (92,966)
Net cash used in financing activities (41,848) (22,586)
Net decrease in cash and cash equivalents (9,259) (42,755)
Cash and cash equivalents, beginning of year 78,815 121,570
Cash and cash equivalents, end of year $ 69556 $ 78815
Supplemental information
Cash paid for interest $ 15034 $ 15,331
Supplemental disclosure of non-cash investing and financing
activities

Change in accrued capital expenditures $ 2,542 §  (2.881)
Capitalized interest $ 12206 $ 13,031

The accompanying notes are an integral part of these financial statements.
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Electric Reliability Council of Texas, Inc.

Notes to Financial Statements
(Dollars in Thousands)

December 31, 2010 and 2009

1. Organization and Operations

The Electric Reliability Council of Texas, Inc. (ERCOT or the Company) is an independent, not-
for-profit corporation. Since July 31, 2001, ERCOT has also functioned as the independent
system operator for its reliability region which comprises about 85 percent of the electrical load
in Texas. The ERCOT region has approximately 82,700 Megawatts of installed generating
capacity, including approximately 73,700 Megawatts of available capacity.

The Public Utility Commission of Texas (PUCT) has primary jurisdictional authority over
ERCOT which is responsible for ensuring the adequacy and reliability of electricity across the
state’s main interconnected power grid and for operating and settling the electricity markets it
administers. ERCOT’s market rules and operations are carried out in accordance with its
Protocols filed with the PUCT. The ERCOT electric service region is contained completely
within the borders of Texas, and it has only a few direct current ties across state lines to import
or export power with neighboring reliability regions. ERCOT has no synchronous connections
(alternating current) across state lines. As a result, ERCOT is considered “intrastate” and does
not fall under the jurisdiction of the Federal Energy Regulatory Commission (FERC) except for
reliability issues under the provisions of the Federal Energy Policy Act of 2005.

ERCOT is governed by a Board of Directors composed of 16 members. One board member is
selected from each of the following market participant groups: retail electric providers,
independent generators, independent power marketers, investor-owned utilities, municipal-
owned utilities, and electric cooperatives. The remaining ten seats on the Board are filled by
three consumer representatives, five unaffiliated Board members, the Chair of the PUCT and
ERCOT’s Chief Executive Officer.

2. Summary of Significant Accounting Policies
Method of Accounting

The accompanying financial statements have been prepared on an accrual basis of accounting in
accordance with accounting principles generally accepted in the United States of America.

Unrestricted Net Assets (Deficit)
Unrestricted net assets are those that are not subject to restrictions or stipulations and that may be

expendable for any purpose in performing ERCOT’s objectives. Accordingly, net assets of
ERCOT and changes therein are classified and reported as unrestricted net assets (deficit).
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Electric Reliability Council of Texas, Inc.

Notes to Financial Statements
(Dollars in Thousands)

2. Summary of Significant Accounting Policies (continued)

Use of Estimates

The preparation of financial statements in conformity with accounting principles generally
accepted in the United States of America requires management to make estimates and
assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent
assets and liabilities of the financial statements and reported amounts of revenues, expenses, and
capital expenditures during the reporting period. Actual results could differ from those estimates.

Reclassifications

Certain reclassifications have been made to prior year amounts to conform to current year
classifications.

Cash and Cash Equivalents

Cash and cash equivalents consist of deposits in banks, money market investment accounts, and
overnight deposits in government-backed securities with an original maturity date of 90 days or
less.

Cash and cash equivalents consists primarily of amounts held by ERCOT on behalf of market
participants for congestion management funds and prepayments of settlement obligations (as
described in Note 2 — Market Settlement Liabilities).

Restricted Cash

Restricted cash primarily represents amounts received for security deposits from ERCOT’s
market participants.

Accounts Receivable and Revenue Recognition
ERCOT funds its operations primarily through transaction fees collected from electric service

providers operating within the Texas grid. Two volume related fees are charged pursuant to the
ERCOT protocols and as approved by both the ERCOT board of directors and the PUCT, each
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Electric Reliability Council of Texas, Inc.

Notes to Financial Statements
(Dollars in Thousands)

2. Summary of Significant Accounting Policies (continued)

of which is based on actual volume consumption. Revenues from these fees are recognized in the
period that the underlying energy transaction occurs. Amounts not yet billed are accrued and
presented as unbilled revenue on the statement of financial position.

System administration fee — This fee was 41.71 cents per megawatt hour of adjusted metered
load in both 2010 and 2009 and is structured to provide funding for ERCOT’s core
operations and related services.

Nodal implementation surcharge — In 2006, ERCOT began collecting an additional rate of
6.63 cents per megawatt hour (real time net metered generation) in connection with the Texas
Nodal Market Implementation Project (TNMIP) described in Note 10. Effective June 2007,
ERCOT increased the project surcharge to 12.7 cents per megawatt hour, and, effective
June 2008, ERCOT increased the project surcharge to 16.9 cents per megawatt hour.
Effective January 2010, ERCOT increased the project surcharge to 37.5 cents per megawatt
hour. Revenue recognition for this fee is impacted by regulatory requirements established by
the PUCT as described in Note 10.

Reliability organization pass-through — In 2008, the system administration fee included 1.69
cents to fund the North American Electric Reliability Corporation (NERC) reliability
functions performed primarily by Texas Regional Entity, Inc. (Texas RE), a division of
ERCOT through June 30, 2010 (as described further in Note 10). The system administration
fees associated with expenses incurred by Texas RE were reported as reliability pass-through
revenues. Effective January 2009, ERCOT replaced this portion of the fee with a fixed
quarterly Electric Reliability Organization (ERO) billing. The ERO billing is based on actual
NERC funding.

ERCOT’s other revenue relates to services offered to its participants including connectivity to
ERCOT’s grid, wide-area network usage, and membership dues. Revenue related to these
services is recognized either as the services are performed or at the completion of the project,
assuming ERCOT has no significant continuing obligation and collection is reasonably assured.
The Company does not maintain an allowance for doubtful accounts as it does not believe it has
a material risk of loss associated with lack of collection. Membership dues are recognized over
the membership period.
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