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MEMORANDUM

TO:

Board of Directors

FROM:
Board Governance Working Group 

DATE:
August 13, 2002

RE:
GOVERNANCE ALTERNATIVES AND TIMELINES

I. GOVERNANCE PROPOSALS/ALTERNATIVES

We all learned at the last Legislative Oversight Committee meeting that Legislators believed ERCOT’s Board is too large and was considering whether an Independent Board might be a better solution.  In response, a working group of the Board, including Mike Greene, Bob Manning, David Itz, John Stauffacher and Tom Payton, along with Margaret Pemberton, began discussing various governance options, including leaving the Board as it is now, all the way to an independent board.  The following descriptions include most of the variations we discussed.  We discussed both short-term and long-term options.  The short-term options could be long-term options, or they could be interim steps until one of the long-term options could be accomplished.  From the timelines we reviewed, it became clear that certain options could not be accomplished by the end of this year, e.g., adding independent board members.  Therefore, we have included several timelines that may be used with the various alternatives.

A.
Representative Wolen’s Proposal (verbatim)




1.
Transition period

Although current law requires a stakeholder board of directors in ERCOT, it does not 

prevent the stakeholders from adding independent board members in addition to the 

stakeholder board. Although the statute calls for an 18-member board, ERCOT currently 

has 25 board members. The ERCOT board has grown too large and slow to act. ERCOT 

should modify its bylaws to reduce the size of the board of directors, while including 

new directors unaffiliated with any ERCOT market participant or vendor of any products 

or services utilized in the ERCOT market. This transitional board could be in place by 

January 1, 2003.



2.
Long Term

We should consider restructuring the ERCOT ISO to provide for an independent board to be seated by January 1, 2004 under the following qualifications and selection process:
a.
The Public Utility Commission of Texas would open nominations on September 1 of each year and close the nominations period on September 30 of each year for positions on the ERCOT Board of Directors.

b.
ERCOT would create a stakeholders nominations committee. The committee would provide the PUC a list of nominees for open seats on the board of directors.

c.
The PUC would also accept nominations for a position on the ERCOT Board of Directors from the public during the open nominations period.

d.
To qualify for nomination, a person would not have been employed by or received compensation for products or services from a participant in the ERCOT market or affiliate of an ERCOT market participant for a period of one year prior to nomination.

e.
A member of the ERCOT Board of Directors would not own more than $10,000 in securities or other investment devices of any ERCOT market participant or affiliate of any ERCOT market participant. A member of the ERCOT Board of directors would not own or control more than a 10 percent pecuniary interest in any ERCOT market participant, affiliate of an ERCOT market participant, or any firm that has conducted business with ERCOT within one year of the date of assuming a directorship. A candidate for the ERCOT Board of Directors who would not meet one of the above criteria may meet the criteria through divestiture of investments or ownership.

f.
From the list of nominations made to the PUC, the Commission would present a slate of candidates to fill all empty board seats to the ERCOT membership for approval. Voting members of ERCOT would accept or reject the entire slate of candidates. Failure to accept the PUC’s slate would cause the PUC to submit another slate for consideration by the membership until a slate is finally approved.

g.
Board members would serve staggered, two-year terms. No board member would serve more than four consecutive two-year terms.

The ERCOT Board of Directors would be prohibited from entering a business relationship with any firm in which a member of the board of directors has a pecuniary interest exceeding 10 percent ownership or control or a value of $10,000 or greater.

B. Short Term Proposals

1.
Status Quo — No Change

2.
Executive Committee Proposal (add an EC to the current ERCOT 

Board)

	· 1 Representative per Segment (7 Members)
	· ERCOT CEO

	Total of 8 Executive Committee Members


a. Quorum (50%) = 4 members

b. Action (67% of 8) = 6 votes (5.36)

c. Executive Committee would have authority to act on behalf of the Board.   Certain Board responsibilities cannot be delegated; these are stated in Section 3.10 and included such governance responsibilities as approval of the budget, ratification of the officers, and initiation of lawsuits.

d. Full Board would meet quarterly/biannually and ratify acts of Executive Committee

3.
2 Representatives per Segment with no Independent Board Members

	· 2 Representatives for each Segment (12 Board   Members)
	· PUCT Chair (non voting)

	· 2 Consumers (1 commercial, 1 industrial)
	· OPUC

	· ERCOT CEO
	

	Total of 17 Board Members
	


Quorum (50%) = 9 members (8.5)

Action (67% of 16) = 11 votes (10.7)

C. Longer Term Proposals

1. Any of the Short Term Proposals

2. Two Representatives per six Segments, Three Consumer Representatives with Four Independents

	· 2 Representatives for six Segments (12 Board Members)
	· PUCT Chair (non voting)

	· 2 Consumers (1 commercial, 1 industrial)
	· OPUC

	· 4 Independent Board Members
	· ERCOT CEO

	Total of 21 Board Members
	


Quorum (50%)  = 11 members

Action (67% of 20)  = 14 votes (13.4)

3. One Representative per Segment with Four Independents

	· 1 Representative for each Segment (7 Board Members)
	· PUCT Chair (non-voting)

	· ERCOT CEO
	· OPUC

	· 4 Independent Board Members
	

	Total of 14 Board Members
	


Quorum (50%)  = 7 members

Action (67% of 13)  = 9 votes (8.71) 

4. One Representative for Six Segments, Three Consumer Reps and Four Independents

	· 1 Representative per Segment, except Consumers (6 Board Members)
	· PUCT Chair (non voting)

	· ERCOT CEO
	· 3 Consumer Representatives 

(1 residential (OPUC), 1 commercial, 1 industrial)

	· 4 Independent Board Members
	

	Total of 15 Board Members

Quorum (50%) = 8 members

Action (67% of 14) = 10 votes (9.38)
	


5. Independent Board

	· 7 Independent Board Members
	· PUCT Chair (non voting)

	· ERCOT CEO
	

	Total of 9 Board Members

Quorum (50%) = 5 members

Action (60% of  8) = 5 votes (4.8)
	


II. INDEPENDENT BOARD MEMBERS

A.
Costs

1.
Other ISOs pay an average of $75,000 per Board Member per year, which includes $1,500 per meeting.  The range is from $10K to $100K).

2.
Board members travel expenses would be reimbursed.

3.
Other Costs to ERCOT may include increased Director and Officer Liability 

Insurance.

B.
Eligibility Criteria

1.
Level of past experience



2.
Market Participant ties – work history and investments



3.
Professional Criteria

III. TIMELINES FOR VARIOUS OPTIONS

A.
Reduction of Board without Independent Board Members

August 20, 2002 - Discuss possible board configurations at Board Meeting

September 17, 2002 - Approve board configuration at Board Meeting

September 20, 2002 – Send to membership for fax vote

October 4, 2002 – Membership vote final

October 7, 2002 – File board configuration with PUCT for approval

October through December 2002–Approval by PUCT

November 15 through 22, 2002 – Nominations for new Board

November 25-December 4, 2002 – Elections for new Board

December 17, 2002 – Seat new Board at Annual Meeting

B.
Independent Board members seated by June 2003

August 20, 2002 - Discuss possible board configurations at Board Meeting

September and October Board Meetings - Propose board configuration for Board consideration

November 19, 2002 – Submit governance changes to Board for approval at Board Meeting

December 17, 2002 – Annual Meeting Submit governance changes to membership for approval

December 20, 2002 – File board configuration with PUCT for approval

January through February –Approval by PUCT

March through May – Interview and select slate of Independent Board Member candidates

May 20, 2002 – Special Membership Meeting to vote on Independent Board Members

June 1, 2003 – Seat Independent Board Members

C.
Independent Board members seated by December 2003

January through March 2003 – Governance Committee meets to discuss various Board configurations  

April 15, 2003 - Submit governance changes to Board for approval at Board Meeting

April 18, 2003 – Send to membership for fax vote

May 3, 2003 – Membership vote final

May 10, 2003 – File board configuration with PUCT for approval

May through August 2003 – Approval by PUCT

August through November 2003 – Interview independent Board member candidates

November 18, 2003 – Special Membership Meeting to vote on Independent Board Members

December 16, 2003 – Seat new Board at Annual Meeting

IV. NEXT STEPS



The working group will review the above information with the entire Board at the August 20th meeting and action items will be decided at that time.

August 15, 2002
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