
  

 

Minutes  
Finance and Audit Committee  
May 4, 2016 | 11:00 a.m. – 12:00 p.m. Central 
 
The Westin Chicago River North 
320 N Dearborn Street 
Chicago, IL 60654 
 
Ms. Jan Schori, Chair, called to order a duly noticed open meeting of the Finance and Audit Committee 
(the “Committee”) of the Board of Trustees (“Board”) of the North American Electric Reliability 
Corporation (“NERC”) on May 4, 2016, at 11:00 a.m. Central, and a quorum was declared present. The 
agenda is attached as Exhibit A. 
 
Present at the meeting were:   
 
Committee Members: Board Members: 
Jan Schori, Chair  Gerald W. Cauley, President and Chief Executive Officer  
Janice B. Case   David Goulding 
Robert G. Clarke  George Hawkins  
Kenneth W. DeFontes, Jr. Roy Thilly  
Frederick W. Gorbet  
Kenneth G. Peterson 
 
NERC Staff: 
Charles A. Berardesco, Senior Vice President, General Counsel, and Corporate Secretary 
Tina Buzzard, Associate Director 
Robert Goldfin, Associate Counsel 
Scott Jones, Senior Director of Finance 
Mark Lauby, Senior Vice President and Chief Reliability Officer 
Marcus H. Sachs, Senior Vice President and Chief Security Officer 
Michael Walker, Senior Vice President Chief Financial and Administrative Officer, and Treasurer  
 
NERC Antitrust Compliance Guidelines  
Ms. Schori directed the participants’ attention to the NERC Antitrust Compliance Guidelines included in 
the agenda package, and indicated that all questions regarding antitrust compliance or related matters 
should be directed to Mr. Berardesco. 
 
Minutes 
Upon motion duly made and seconded, the minutes from the February 4, 2016, meeting were 
approved as presented to the Committee. 
 
 
 



       
       

  

Report on April 19 and May 3, 2016 Closed Sessions  
Ms. Schori provided an update on the Committee’s April 19 and May 3, 2016, closed sessions. She 
highlighted that the Committee met with Grant Thornton, the company’s independent accountants, 
and reviewed the financial aspects of the Form 990. Ms. Schori summarized the presentation of the 
2015 Audited Financial Statements to the Committee and indicated that the independent accountants 
would be delivering a clean audit opinion. Upon motion duly made and seconded, the Committee 
recommended the 2015 Audited Financial Statements for acceptance by the Board.  
 
Report on Second Quarter Unaudited Results 
Mr. Jones presented the unaudited first quarter variance reports for NERC and for the ERO Enterprise, 
referencing the materials included in the advance agenda package. He noted that at this early point in 
the year, NERC was slightly under budget, but projected to be slightly over budget at year-end, 
including the anticipated use of operating reserves for certain E-ISAC projects. Mr. Jones also 
summarized the status of working capital and operating reserves.   The ERO Enterprise was 4.8 percent 
under budget through the first quarter, and Mr. Jones summarized the significant reasons by Regional 
Entity, but noted that the ERO Enterprise expects to be only slightly under budget by year-end.  Mr. 
Jones also summarized the aggregate working capital and operating reserves, noting the effect of 
beginning the year with higher than budgeted reserve amounts.     
 
Committee members engaged in a discussion of the actual to budget analysis and the approach to 
working capital and operating reserves. Upon motion duly made and seconded, the Committee 
recommended the First Quarter Unaudited Statement of Activities for acceptance by the Board. 
 
Procedures for Approval of Senior Management Expenses 
Mr. Jones provided an overview of the policies and procedures regarding the approval of senior 
management expenses, a copy of which had been included with the advance agenda materials. He 
indicated that the procedures had been reviewed by management and that no revisions were 
recommended. 
 
2017 Business Plan and Budget 
Mr. Jones provided an overview of the preliminary 2017 Business Plan and Budget (the “BP&B”), which 
would be posted on May 19, referencing the advance agenda materials.  He noted that it reflected a 
2.8 percent budget increase with CRISP (2.9 increase excluding CRISP), but that it did not include the 
effects of certain preliminary E-ISAC projects under consideration. Mr. Jones reviewed the significant 
components of the preliminary 2017 BP&B, noting that overall 2017 headcount is lower than the 2016 
BP&B, but that FTEs were comparable due to a change in attrition assumptions and a lower assumed 
vacancy rate, reflecting a more stable workforce and lower attrition. He noted that there were no 
projected changes in the terms of employee retirement or other benefit assumptions, but that 
medical/dental premiums were assumed to increase based on information from the company’s 
advisors. Mr. Jones also reviewed the major components of the 2017 capital budget.   
 
Mr. Jones stated that based on the preliminary budget increase, assessments would increase by 7.0 
percent before consideration of any release of reserves. He outlined potential scenarios for using the 
Assessment Stabilization Reserve to reduce the assessment increase. He presented management’s 
recommendation to phase the release of the Assessment Stabilization reserve so as to achieve target 



       
       

  

assessment increases of low 3 percent by 2020 (using an assumed 3 percent annual budget increase for 
modeling purposes). This would have the effect of better aligning changes in NERC’s annual budget and 
changes in assessments. Committee members discussed regional approaches to budgeting, and the 
issues around attempting to project the receipt of penalty funds.  
 
In response to stakeholder comment inquiring why personnel expenses are not decreasing in light of 
what seems to be better overall compliance given lower penalty funds being collected, Mr. Walker 
stated that it was his view that it will take time to see the effects of long-term improved compliance 
processes and results flow through the ERO Enterprise budgets. Mr. Cauley responded to stakeholder 
comments regarding the potential for reducing NERC’s budget increases to 0 percent, stating that 
NERC has the potential to do so but must first continue to make necessary investments in technology 
and infrastructure. Mr. Jones also reviewed the projected reserve balances for the 2017 BP&B. 
 
Mr. Sachs discussed potential improvements to the E-ISAC portal in response to recommendations by 
the E-ISAC Member Executive Committee (the “MEC”). Mr. Jones stated that the preliminary 2017 
BP&B budget includes some funding for portal upgrades, which would help offset the cost of the 
project but that based on preliminary estimates incremental funding would be required to undertake 
significant improvements. He also noted that enhancements to the E-ISAC portal could be funded 
through the company’s credit facility, and thus allow for the assessment funding to be spread over 
three (3) years. Ms. Schori requested that the MEC provide input directly to the Committee on the 
potential E-ISAC portal improvements, and Mr. Gorbet requested a business case from management 
on the improvements. 
 
Mr. Jones reviewed the Regional Entities’ preliminary 2017 budgets and assessments, referencing the 
advance agenda materials. He reviewed the timeline for stakeholders to comment on the business 
plans and budgets.  
  
Adjournment 
There being no further business, and upon motion duly made and seconded, the meeting was 
adjourned.  
 
Submitted by, 

 
Charles A. Berardesco 
Corporate Secretary 
 


