MINUTES OF H.R. & GOVERNANCE COMMITTEE MEETING
OF ELECTRIC RELIABILITY COUNCIL OF TEXAS, INC.
ERCOT Austin, Room 224
7620 Metro Center Drive
Austin, Texas 78744
February 20, 2007 at 9:00 a.m.

Committee Members Present

Carolyn Lewis Gallagher
Mark Armentrout

Brad Cox

Michehl Gent

Jan Newton

Sam Jones

Suzi McClellan

Andrew Dalton

ERCOT Staff

Nancy Capezzuti

James Thorne

Mike Grable

Call to Order

Carolyn Lewis Gallagher opened the meeting at 9:02 a.m.

Minutes

Brad Cox moved approval of the January minutes and Suzi McClellan seconded. The
minutes were approved by unanimous voice vote,

Committee Self-Survey

Ms. Gallagher thanked Committee members for their efforts on the survey (Attachment A) and
mentioned that she wanted to highlight and discuss the “no” and “not sure” responses, starting
with the Committee Charter. Generally speaking, Ms. Gallagher wants to see that the Charter is
updated and is used as a roadmap for the Committee’s activities for the year.

Second, Ms. Gallagher raised the fact that there were various responses on whether the
Committee “reviews and approves” corporate-officer pay levels. Mark Armentrout noted that the
Committee had previously evaluated officer bonuses, and overscen three broad compensation
studies. Sam Jones reminded the Committee that bonuses for officers other than the CEO have
been transitioned out of the compensation plan in favor of base salary adjustments, per the Public
Utility Commission’s wishes. Nancy Capezzuti mentioned that salary data and compensation




goals for officer-level employees is being compiled and will be shared with the Commuttee in the
March meeting, prior to salary adjustments scheduled to take effect April 1. Ms. Capezzuti added
that the Committee will always be able to review salary data prior to officers and other
employees learning of planned salary adjustments.

Mr. Jones added that all three Commissioners will be briefed in the next few weeks about the
new market-driven compensation plan.

On Self-Survey Questions 6.4 and 6.5, Ms. Gallagher raised the topic of CEO performance
review and of succession planning. Mr. Armentrout mentioned that CEO review will be thorough
this year. Ms. Gallagher expressed particular concern that succession planning is perhaps the
most important Committee duty, and should be reviewed at least once and perhaps twice per
year. Ms. Capezzuti proposed July, and the Committee agreed on July and January each year.

Regarding Question 6.7 on competitive practices and trends, Ms. Capezzuti mentioned that the
Mercer study directly addresses this topic. Andrew Dalton asked how often the Mercer data will
be updated; Ms. Capezzuti informed the Committee that the regular schedule is a full review
every three years in the December-January timeframe and an annual spot-check as well.

On Question 6.8, the only contractual employment arrangement is for CEQ; Mr. Armentrout
mentioned the search for former CEO Tom Schrader and how the Committee had run it. The
Committee will plan to review a contract for a new CEO prior to Board approval. Mr. Cox raised
the question of ethics agreements and Mr. Armentrout mentioned Commissioner Smitherman’s
having raised differences between Board and ERCOT Staff ethics agreements, and requested a
side-by-side comparison for the Committee to review. Mike Grable added that subsequent
conversations have confirmed that Commissioner Smitherman understands the differences and 1s
okay with them, but Staff will provide a side-by-side comparison for the Committee’s review.

Tuming to Question 6.10, Ms. Gallagher strongly recommended a new-Board-member
orientation program to educate newly selected members. Mr. Cox added that non-profit
corporations are unique and suggested finding materials appropriate to the non-profit/hybrid
context. Mr. Armentrout mentioned that the National Association of Corporate Directors
(NACD) has a very helpful toll-free number and recommended that all Board members make use °
of it as needed; Mr. Cox also mentioned that NACD does workshops in Dallas fairly regularly.
Ms. Capezzuti will check whether all Board members receive NACD emails relevant to ERCOT,
and work with James Thorne on this.

Ms. Gallagher reiterated the need for ERCOT-focused training, especially for independent Board
members; this will be added to the April agenda.

Ms. Gallagher next raised Question 6.11, and Mr. Armentrout noted the particular need for more
long-term thinking, perhaps codification, of the particular attributes that are sought in
independent Directors, such as IT experience. Ms. Gallagher added that this idea should be
dynamic, as the needs of ERCOT change. Michehl Gent mentioned that NERC does something
similar, and Mr. Cox suggested that this be a high-level, flexible approach. Ms. Gallagher




requested that this be added as a future agenda item, most likely in the fall. Mr. Gent will
distribute the NERC document.

On Question 9, no Committee members wanted discussion; the consensus was that the process is
working appropriately.

Finally, on Self-Survey Question 11, Mr. Dalton mentioned that he most likely put down “not
sure” because he was not clear on what “safe haven” means. Mr. Armentrout mentioned that he
viewed it as protection for the precise closed-session discussion comments; that comments in
Executive Session will not see their comments mentioned in the newspaper. Mr. Grable offered
to rewrite the related language in the Committee Charter.

Going forward, Ms. Gallagher and Mr. Grable will work on an outline for the year and a revised
Committee Charter. Mr. Jones added that the Board Retreat will include a discussion of
committee charters, and the revisions will incorporate ideas raised tomorrow also.

Last, Ms. Gallagher mentioned that the Charter does not mention legislative affairs/government
relations. Mr. Armentrout stated that he views it as part of “Governance,” and Jan Newton
suggested adding Charter language to buttress that view.

Compensation

Ms. Capezzuti raised two proposals to amend the 401(k) plan. The first change would raise from
20% to 99% the amount of salary that employees can contribute. This change would not affect
ERCOT match amounts or the hard statutory cap on employee contributions ($15,500), it would
merely enable employees to contribute more of their income. Ms. Newton proposed, and Ms.
Capezzuti agreed, that a clarification that the 99% is wage contributions after deductions should
be included in the Board resolution, and also clarify it to state clearly that the proposal will
comply with IRS regulations on contribution limitations.

Mr. Armentrout moved approval of the Board resolution as amended by Ms. Newton and
Mr. Dalton seconded. The motion was approved by unanimous voice vote.

Second, ERCOT would like to true up the funds that ERCOT provides as a match to employees’
401(k) contributions, and communicated to employees that a true-up would be done, but the Plan
Agreement does not currently provide for a true-up. Ms. Capezzuti recommended approval of an
amendment to allow ERCOT to proceed with a true-up. Ms. Newton moved approval of the
amendment and Mr. Armentrout seconded. The motion carried by unanimous voice vote.

Finally, Ms. Capezzuti shared information on head-count staffing levels, and distributed to the
Committee a projection for 2009 (Attachment B), cautioning that it is a rough projection. Mr.
Jones also emphasized that this is a living, changing document. Mr. Armentrout mentioned that
he feels good about the current state of these numbers, but suggested that the Committee take
this under advisement and return to it for discussion at the March Committee meeting.




Ms. Gallagher adjourned into Executive Session at 9:40 a.m. The meeting emerged from
Executive Session at 10:05 a.m.

The meeting adjourned at 10:05 a.m.

James L. Tho
Vice President, General Counsel & Corporate
Secretary
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