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Exhibit E — Funding 
 

1. Scope of activities funded through the ERO funding mechanism 

 

Texas RE shall include in its annual budget submission to NERC amounts for costs it will 

incur in performing its delegated functions and related activities as described in Sections 5, 

6 and 7 of the Agreement. These activities shall include:  

 Reliability Standard Development 

 Compliance Monitoring and Enforcement 

 Organization Registration and Certification 

 Reliability Assessment and Performance Analysis (including necessary data 

gathering activities) 

 Event Analysis and Reliability Improvement 

 Training and Education 

 Situation Awareness 

 Infrastructure Security 

 

2. Preparation of Annual Business Plan and Budget 

 

 (a)  NERC and Texas RE, in conjunction with the other Regional Entities, shall 

collaboratively develop an annual schedule for the development, submission, review and 

approval of Texas RE’s business plan and budget.  The annual schedule for the preparation 

of business plans and budgets shall require Texas RE (i) to submit to NERC draft(s) of 

Texas RE’s proposed business plan and budget and other preliminary documents and 

information, and (ii) to submit a final proposed business plan and budget that has been 

approved by Texas RE Board of Directors to NERC by July 1 or such other agreed date as 

provides sufficient time for NERC’s review, approval and submission of Texas RE’s 

business plan and budget to the Commission 130 days in advance of the beginning of each 

fiscal year.  The Texas RE business plan and budget submission shall include supporting 

materials, including Texas RE’s complete business plan and organization chart, explaining 

the proposed collection of all assessments, dues, fees and charges, and the proposed 

expenditure of the funds to be collected in sufficient detail to justify the requested budgeted 

expenditures and assessments.  Texas RE’s business plan and budget and proposed 

assessments shall provide for reasonable reserve mechanisms for unforeseen and 

extraordinary expenses and other contingencies, consistent with generally accepted 

accounting principles. 

 

(b)   NERC shall review and approve Texas RE’s proposed business plan and budget and 

proposed assessments for performing the delegated functions and related activities described 

in Sections 5, 6 and 7 of this Agreement and listed above in Section 1 of this Exhibit E, or 

shall direct Texas RE to make such revisions as NERC deems appropriate prior to approval.  

NERC shall submit Texas RE’s approved business plan and budget and proposed 

assessments to the Commission for approval as part of NERC’s overall business plan and 

budget submission, in accordance with the ERO Regulations. 

 

3. Allocation of Costs 
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Assessments to fund the costs of Texas RE’s delegated functions and related activities 

pursuant to the Agreement shall be allocated among all load-serving entities on the basis of 

Net Energy for Load, unless a different method(s) of allocating and calculating such 

assessments has been submitted to and approved by NERC and the Commission in 

accordance with Section 9(b) of the Agreement.  Texas RE shall submit to NERC annually 

at the same time it submits its budget request a list of the load-serving entities or designees 

within its geographic boundaries that shall be responsible for paying Texas RE’s assessment 

and the load-serving entities’ proportionate Net Energy for Load, and such other data and 

information as is necessary to allocate and calculate the allocation of  Texas RE’s  

assessment to the load-serving entities or designees under the method(s) of allocation and 

calculation that will be used.    NERC and Texas RE agree that for purposes of Section 3 

and 4 of this Exhibit E, Electric Reliability Council of Texas (ERCOT ISO), as the sole 

independent system operator and Balancing Authority, is the only load-serving entity or 

designee in Texas RE’s region and shall be invoiced for the entire NERC and Texas RE 

assessments approved for collection. 

 

4. Collection of Funding 

 

(a)  NERC shall submit invoices to the load-serving entities or designees identified by Texas 

RE covering the NERC and Texas RE assessments approved for collection. 

 

(b)  NERC shall pursue any non-payments of assessment amounts and shall request 

assistance from ERO Governmental Authorities as necessary to secure collection.  To the 

extent reasonably practicable, Texas RE shall assist NERC in pursuing and collecting any 

non-payments.  Notwithstanding the foregoing, Texas RE is not responsible and does not 

assume any liability for recovering non-payments or underpayments of assessment amounts.  

NERC shall retain sole responsibility for recovering non-payments or underpayments of 

assessment amounts.  NERC shall add the amount of any non-payments by end-users or 

designees within Texas RE’s region, that are reasonably determined to be uncollectible, to 

NERC’s assessments for a subsequent year with the amount of such non-payments to be 

allocated to end-users within Texas RE’s region.   

(c)  Upon approval by ERO Governmental Authorities of Texas RE’s annual assessment to 

fund the costs of its delegated functions and related activities, NERC shall pay Texas RE’s 

annual assessment to Regional Entity in four equal quarterly payments on January 15, April 

15, July 15 and October 15 of the budget year. 

5. Application of Penalties 

 

Except as otherwise approved by the Commission, all penalty monies received by Texas RE, 

other than penalty monies received from an operational function or division or affiliated 

entity of Texas RE, shall be applied as a general offset to Texas RE’s budget requirements 

for U.S.-related activities under this Agreement for the subsequent fiscal year.  Funds from 

financial penalties shall not be directly applied to any program maintained by the 

investigating entity.  Except as otherwise approved by the Commission, any penalty monies 
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received from an operational function or division or affiliated entity of Texas RE shall be 

transmitted to or retained by NERC and shall be used by NERC as a general offset to 

NERC’s budget for its activities as the ERO under the Act for the following year. 

6. Budget and Funding for Texas RE’s Non-Statutory Activities 

In addition to its delegated functions and related activities, as specified in Sections 5, 6 and 

7 of the Agreement and in Section 1 of this Exhibit E (such delegated functions and 

activities referred to in this Section 6 as “statutory activities”), Texas RE performs the 

following other functions and activities (such other functions and activities being referred to 

in this Section 6 as "non-statutory activities"):  

Texas RE will audit and investigate market participants’ compliance with ERCOT Protocols 

and Operating Guides (ERCOT regional rules), as the ERCOT region Reliability Monitor, 

through a continuation of its contract with the Public Utility Commission of Texas (the 

“PUCT”, which directs the work) and ERCOT (the independent system operator, which 

makes the required contractual payment from its system administration fee), for at least an 

additional three-year period ending December 31, 2013.  Under this contract, Texas RE will 

continue to report possible non-compliance with reliability-related regional rules to the 

PUCT and will respond to subpoenas and provide testimony and support to the PUCT 

regarding contested enforcement cases prosecuted by the PUCT.  These non-statutory 

activities are subject to continuation at the end of the contract term by mutual agreement by 

Texas RE and the PUCT.  If the decision is made to terminate or not renew this contract in 

the future, Texas RE would perform reduced non-statutory activities for a period of time, 

under a modified contract, to transition these activities to a third party.  

Texas RE shall employ the following methods and procedures to (i) keep its funding 

mechanisms for its statutory activities separate from its funding mechanisms for its non-

statutory activities, and (ii) record the costs it incurs in the performance of its non-statutory 

functions separately from the costs it incurs in the performance of its statutory functions:  

A. Texas RE segregates the funding for its statutory activities and non-statutory 

activities by recording the funding transactions in separate and distinct general 

ledger accounts, in accordance with Generally Accepted Accounting Principles.  

B. Texas RE utilizes and must maintain a time recording and expense management 

system under which employee time and expenses incurred in the conduct of non-

statutory activities will be tracked to ensure that they are not funded by NERC 

remittances intended for the funding of statutory activities. 

C. Texas RE has adopted a detailed system of Account Codes, Department Codes 

and Activity Codes which are used in recording expenses.  The Activity Codes 

are specific to statutory activities and non-statutory activities.  The Texas RE 

Activity Codes are modeled on the NERC Functional Categories. Texas RE shall 

use Department Codes that are unique to Texas RE to record all costs and 

expenses incurred by Texas RE for statutory activities and non-statutory 

activities. 
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D. Texas RE shall use Activity Codes to appropriately track its costs for statutory 

activities separately from its costs for non-statutory activities.  

E. Where employee time or an expense affects multiple activities, Texas RE will 

use an accurate basis of allocation of the time or expense between the activities 

being performed based on specific metrics, such as time tracking, data 

observations or total cost input.  Total cost input relates the portion of the 

expense to the total expense to establish an appropriate method to allocate. 

 

Texas RE shall provide its budget for such non-statutory activities to NERC at the same 

time that Texas RE submits its proposed annual business plan and budget for statutory 

activities to NERC pursuant to Section 9 of the Agreement.  Texas RE’s budget for non-

statutory activities that is provided to NERC shall contain a detailed list of Texas RE’s non-

statutory activities and a description of the funding sources for the non-statutory 

activities.  Texas RE agrees that no costs (which shall include a reasonable allocation of 

Texas RE’s general and administrative costs) of non-statutory activities are to be included in 

the calculation of Texas RE’s assessments, dues, fees, and other charges for its statutory 

activities. 

7. Amended or Supplemental Business Plans and Budgets 

During the course of the fiscal year, if Texas RE determines it does not or will not have 

sufficient funds to carry out its delegated functions and related activities, Texas RE shall 

submit to NERC one or more proposed amended or supplemental business plans and 

budgets and requests for approval of supplemental assessments, reflecting costs, cost 

increases or funding shortfalls not provided for in Texas RE’s approved business plan and 

budget for the fiscal year.  NERC shall review and approve the proposed amended or 

supplemental business plan and budget and proposed supplemental assessment, or shall 

direct Texas RE to make such revisions as NERC deems appropriate prior to approval.  

NERC shall submit Texas RE’s approved amended or supplemental business plan and 

budget and proposed supplemental assessment to the Commission for approval. 

 

8. NERC Review of Regional Entity Financial Statements 

 

NERC shall conduct reviews of the quarterly and annual financial statements submitted by 

Texas RE pursuant to Section 9(h) and (i) of the Agreement.  Texas RE shall provide 

supporting documentation for the quarterly and annual financial statements as reasonably 

requested by NERC based on its reviews. 


