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PUCT PROJECT NO. 27706

REPORTS OF THE ELECTRIC $§ PUBLIC UTILITY COMMISSION
RELIABILITY COUNCIL OF TEXAS § OF TEXAS

REPORT OF ELECTRIC RELIABILITY COUNCIL OF TEXAS, INC.
FOR THE FIRST QUARTER OF 2006

COMES NOW, Electric Reliability Council of Texas, Inc. (ERCOT) and files its Report

for the First Quarter of 2006, pursuant to P.U.C. SUBST. R. § 25.362(h)(2). Attachments marked
with an asterisk (*) contain information which is proprietary and confidential and shall be
provided in accordance with Commission policy set forth in P.U.C. Proc. R. § 22. 71 and R’ U. C y

SUBST. R. § 25.362. The following documents comprise thlS report:

e

ey

- ‘Tw

Document Description Required By Attachli;'@nt
ERCOT Financial Summary. Ending December | § 25.362(h)(2)(A) A
30, 2005
Audit Cover Letter: Cash Receipts, | §25.362(h)(2)(A) B

Disbursements and Bank Reconciliation
(January 17, 2006)

Audit: Cash Receipts, Disbursements and Bank | § 25.362(h)(2)(A) B1*
Reconciliation (January 17, 2006)

Audit Cover Letter: Information Systems | §25.362(h)(2)(A) C
Security and Cyber Security (February 15,

2006)

Audit: Information Systems Security and | § 25.362(h)(2)(A) C1*

Cyber Security (February 15, 2006)

Audit Cover Letter: General Ledger Adjusting | § 25.362(h)(2)(A) D
Journal Entries (March 24, 2006)

Audit: General Ledger Adjusting Journal | § 25.362(h)(2)(A) Di1*
Entries (March 24, 2006)

0060001 L@



Document Description Required By Attachment
Audit Cover Letter: Market Operations | §25.362(h)(2)(A) E
(Settlement Disputes and Alternative Disputes)
(March 24, 2006)
Audit: Market Operations - Settlement | § 25.362(h)(2)(A) El1*
Disputes and Alternative Disputes (March 24,
2006) '
Audit Cover Letter: Market Operation System { § 25.362(h)(2)(A) F
(March 1, 2006)
Audit: Market Operation System (March 1, | §25.362(h)(2)(A) F1*

2006)

Performance Measures Report for the Fourth | §§ 25.362(h)(2)(B) | Not attached.  This

Quarter of 2005

and 25.88 document has been
concurrently filed in
PUC Docket No.
24462

Status Report on Competitive Metering for the § 25.311(e)(1) Not attached.  This

Fourth Quarter of 2005

document has been
concurrently filed in
PUC Docket No.
28109 ]

Respectfully submitted,

[CN R W W

Carolyn Shellman

Vice President and Geéneral Counsel
Texas Bar No. 18196200
cshellman@ercot.com

Chad V. Seely

Associate Corporate Counsel

Texas Bar No. 24037466
cseely@ercot.com

Electric Reliability Council of Texas, Inc.
7620 Metro Center Drive

Austin, Texas 78744

(512) 225-7035

(512) 225-7079 (facsimile)
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Preliminary - Unaudited

ELECTRIC RELIABILITY COUNCIL OF TEXAS, INC.

Statement of Financial Position

As of March 31, 2006
(Dollars in Thousands)

Assets
Current assets
Cash and cash equivalents
Accounts receivable
Unbilled revenue
Restricted cash
Prepaid expenses and other current assets

Total current assets
Property and equipment, net
Systems under development
Derivative Assets
Debt issuance cost

Total assets

Liabilities and Unrestricted Net Assets
Current liabilities
Accounts payable & accrued liabilities
Market settlement liabilities
Security deposits
Notes payable, current portion

Total current liabilities
Notes payable and deferred credits
Other Long Term Liabilities

Total liabilities
Commitments and contingencies
Unrestricted net (deficit)

Total liabilities and unrestricted net assets

Notes:

48,794
5,344
6,886

79,862 (a)
5,058

145,944

119,665
11,867
78
1,284

§ 278,838

12,671
64,621 (b)
79,862 (a)
13,637

170,791

134,089
353

305,233

(26,395_)

278,838

(a) Restricted cash is comprised of QSE and TCR security deposits and funds held pending bankruptcy

court settlement; these deposits are reflected in liabilities.

(b) Net TCR auction revenue receipts, advance QSE settiement receipts, and amounts "due to
generators” in connection with the uplift of costs associated with past defualts by QSEs.
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Preliminary - Unaudited

ELECTRIC RELIABILITY COUNCIL OF TEXAS, INC.

Statement of Activities

For the Three Months Ended March 31, 2006
(Dollars in Thousands)

Operating revenues:
Transaction fees
Membership Fees and other

Total operating revenue

Operating expenses
Salaries and related benefits
Depreciation and amortization
Facility and equipment costs
Consulting and legal services
Administrative and other
Hardware and software maintenance and licensing

Total operating expenses

Income (loss) from Operations
Other income (expense)
Interest income
Interest expense

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

Unrestricted net deficit, March 31, 2006

26,889
727

27,615

14,638
12,317
1,760
2,135
1,297
1,537

33,684

(6,069)

872
(2,245)

(7.442)
(18,953)

$

(26,395)
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Preliminary - Unaudited

ELECTRIC RELIABILITY COUNCIL OF TEXAS, INC.

Statement of Cash Flows

For the Three Months Ended March 31, 2006
(Dollars in Thousands)

Cash flows from operating activities
Change in unrestricted net deficit
Adjustments to reconcile change in unrestricted net
deficit to net cash provided by operating activities:
Depreciation
Amortization of Loan Cost
Net losses on disposition of capital assets
Changes in operating assets and liabilities:
Accounts receivable
Unbilled revenue
Prepaid expenses and other assets
Accounts payable and accrued liabilities

Net cash provided by operating activities

Cash flows from investing activities:
Capital expenditures for property and equipment
and systems under development
Net cash used in investing activities

Cash flows from financing activities
Repayment of notes payable
Repayment of long-term notes payable
Increase (decrease) in deferred rent credits
Decrease in Debt Issuance Cost
Increase (decrease) in restricted cash
Increase (decrease) in market settlement liabilities
Increase (decrease) security deposits

Net cash provided by (used in) financing activities

Net decrease in cash and cash equivalents
Cash and cash equivalents, beginning of year

Cash and cash equivalents, March 31, 2006

$

(7,442)

12,319
47

1,282
226

(1,165)

(3,270)

1,997

(6,284)

(6,284)

(12,500)
(42)
(13)

46
16,814
(19,682)
(16,814)

(32,191)

(36,478)
85,272

$

48,794
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Attachment B

THE TEXAS CONNECTION

TO: Michael Petterson
Cheryl Yager

FROM: Ed Ettorre x3174
Internal Audit Manager

CC: Steve Byone

Tom Schrader
Finance and Audit Committee

Date: 01/17/2006

SUBJECT:  Audit of Cash Receipts, Disbursements and Bank Reconciliation

Attached is a copy of the final audit report from our recent audit of ERCOT’s cash receipts,
disbursements and bank reconciliation processes. We have concluded that the controls over
these processes are functioning as intended and no additional recommendations are necessary at

this time.

The report rating for this audit is as follows:

- Controlled

Additional details on this audit can be found in the attached report.
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THE TEXAS CONNECTION

TO: Jim Brenton

FROM: Geoff Mueller x6529
IT Security Auditor

CC: Todd Baxter
Ron Hinsley
Nancy Mclntire
Cheryl Moseley

Tom Schrader

Date: 2/15/2006

Attachment C

Ann Delenela

David Johnson

Donald Meek

Michael Petterson

Finance and Audit Committee

SUBJECT: Information Systems Security Department and Cyber Security Audit

Attached is a copy of the final audit report from our recent audit of Cyber Security. We have
concluded the controls over the program require significant improvements needed. Specifically,
we noted opportunities for improvement within the following areas:

e information and application ownership;

e access control; and,

¢ maintenance of policies and procedures.

The report rating for this audit is as follows:

Significant Improvements
Needed

Additional details on these and other issues along with management’s responses are included in
the Opportunities for Improvement section of this report. Management’s responses indicated
that they have or will be implementing action plans to address these issues.
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Attachment D

THE TEXAS CONNECTION

TO: Michael Petterson
FROM: Brandon McElfresh (x6514) on behalf of Ed Ettorre
CC: Steve Byone

Tom Schrader

Robert Symington

Cheryl Yager

Finance and Audit Committee
Date: 03/24/2006

SUBJECT:  Audit of the General Ledger Adjusting Journal Entries

Attached is a copy of the final audit report from our recent audit of the General Ledger (G/L)
Adjusting Journal Entries. We have concluded the controls over the program require minor
improvements needed. Specifically, we noted opportunities for improvement within the
following areas:

o revisiting dollar thresholds for entries requiring additional management approvals;

e improving the process over the preparation and processing of manual G/L journal entries;
and

e enhancing the controls over the monitoring of manual and recurring G/L journal entries.

The report rating for this audit is as follows:

Minor Improvements
| Needed

Additional details on these issues along with management’s responses are included in the
Opportunities for Improvement section of this report. Management’s responses indicated that
they have or will be implementing action plans to address these issues.

060020



Attachment E

THE TEXAS
TO:
FROM:

CC:

Date:

SUBJECT:

CONNECTION

Betty Day
Richard Gruber

Brandon McElfresh on behalf of Melissa Chagoya
Internal Auditor

Steve Byone

Andy Gallo

Tom Schrader

Carolyn Shellman

Finance and Audit Committee

03/24/2006

Audit of Market Operations (Settlement Disputes and Alternative Disputes)

Attached is a copy of the final audit report from our recent audit of ERCOT’s market operations
regarding settlement disputes and alternative dispute resolution processes. We have concluded
that the controls over these processes are functioning as intended and no additional
recommendations are necessary at this time.

The report rating for this audit is as follows:

- Controlled

Additional details on this audit can be found in the attached report.
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Attachment F

THE TEXAS CONNECTION

TO: Sam Jones
Ron Hinsley

FROM: Brandon McElfresh
Internal Audit, IT Auditor

CC: Jim Brenton Steven Myers
Melissa Chagoya Diran Obadina
Ann Delenela Lisa Petoskey
Carlos Gonzalez-Perez Kent Saathoff
James Hinson Tom Schrader

Dave Johnson
Finance and Audit Committee

Date: 3/1/2006

SUBJECT:  Audit of the Market Operation System

Attached is a copy of the final audit report from our recent audit of the Market Operation
System. We have concluded the controls over the Market Operation System (MOS) require
minor improvements needed. Specifically, we noted opportunities for improvement within the
following areas:

e ensuring that individualized user accounts are used to access the Market Operating Interface
(MOI) application; and

e improving auditing capabilities by tracking the last updated date and username for each
creation, deletion, and modification to user-entered transactions in MOS.

The report rating for this audit is as follows:

Minor Improvements
Needed

Additional details on these issues along with management’s responses are included in the
“Opportunities for Improvement” section of this report. Management’s responses indicate that
they will be implementing action plans to address this issue.
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