
 

Exhibit B – Governance
Note:  Significant portions of the ERCOT bylaw provisions quoted in this Exhibit B still require final 
approval by the ERCOT membership and the Public Utility Commission of Texas.  These provisions were 
approved by the ERCOT Board on May 16, 2007, and NERC and Texas RE will inform the Commission 
when all required approvals have been obtained.
Note:  The complete ERCOT bylaws, including provisions applicable to the governance of ERCOT in its 
many state-law functions and to governance of the independent division of ERCOT, Texas Regional 
Entity, in its functions under this Amended and Restated Delegation Agreement, are attached hereto as 
Attachment 1 for informational purposes.  Consistent with ERCOT’s position in its May 17, 2007 Petition 
for Clarification, or in the Alternative, Rehearing of Order Accepting ERO Compliance Filing, Accepting 
ERO/Regional Entity Delegation Agreements, and Accepting Regional Entity 2007 Business Plans of 
Electric Reliability Council of Texas, Inc, in Docket Nos. RR06-3-000 and RR07-1-000 (“ERCOT 
Clarification Petition”),ERCOT and Texas Regional Entity respectfully request that (a) the Commission 
review, approve, and adopt only the ERCOT bylaws cited or quoted in Exhibit B below as Texas Regional 
Entity rules under the Commission’s regulations; and (b) the Commission determine that the remainder of 
the ERCOT bylaws are not Texas Regional Entity rules under the Commission’s regulations and do not 
require NERC or Commission approval.

CRITERION 1:  The Regional Entity shall be governed by an independent board, a 
balanced stakeholder board, or a combination independent and balanced stakeholder 
board.  (Federal Power Act § 215(e)(4)(A), 18 C.F.R. § 39.8(c)(1), Order No. 672 at ¶ 727.)

A.  Texas RE is governed by a combination independent and balanced stakeholder board.  

B. Section 4.2 of Texas RE’s bylaws (the bylaws of Electric Reliability Council of Texas, Inc.) 
specify that its board shall have 16 members, as follows: 

Five (5) independent individuals who are unaffiliated with any electric A.
market participant (“Unaffiliated Directors”) who are each approved by the 
Public Utility Commission of Texas (“PUCT”) for a three-year term; 

Six (6) electric market participant representatives (plus a segment alternate B.
for each such representative) from each of the following market segments: 
independent generators, investor-owned utilities; power marketers; retail 
electric providers, municipally owned utilities, and cooperatives; 

Three (3) consumer representatives; C.

CEO of ERCOT (as ex officio voting Director); and D.

Chairman of the PUCT, as an ex officio non-voting Director.  E.

  
C.  Subsection 4.3 (b)(2) ii of Texas RE’s bylaws define the requirements of “independence” as 
follows:  

Unaffiliated Directors or family members (any spouse, parent, spouse of a.
a parent, child or sibling, including step and adoptive relatives, and 
household member) shall not have current or recent ties (within the last 
two years) as a director, officer or employee of a Market Participant or its 
Affiliates.

TEXAS RE EXHIBIT B TO DELEGATION AGREEMENT [REV 05.16.07] 
PAGE 1 OF 9

016844.00011:197032.01197027.03



 

Unaffiliated Directors or family members (any spouse, parent, spouse of b.
a parent, child or sibling, including step and adoptive relatives and any 
household member) shall not have direct business relationships, other 
than retail customer relationships, with a Market Participant or its 
Affiliates.

To the extent that an Unaffiliated Director or family member (any spouse, c.
parent, spouse of a parent, child or sibling, including step and adoptive 
relatives) living in the same household or any other household member 
owns stocks or bonds of Market Participants, these must be divested or 
placed in a blind trust prior to being seated on the Board.”

Unaffiliated Directors shall not have any relationship that would interfere d.
with the exercise of independent judgment in carrying out the 
responsibilities of an ERCOT board member, including the Delegated 
Authority.

D.  Texas RE’s bylaws achieve balance on the board because the board has representation 
from seven (7) segments (six (6) market segments plus consumer representatives) and five (5) 
independent directors, and Section 4.7 of the bylaws contains the following quorum and voting 
requirements:

Except as may be otherwise specifically provided by law, the Articles of 
Incorporation or these Bylaws, at all meetings of the Board, fifty percent 
(50%) of the seated Directors shall constitute a quorum for the transaction 
of business.  The act of at least sixty-seven percent (67%) affirmative votes 
of the eligible voting Directors shall be the act of the Board, unless the act 
of a greater number is otherwise required by law, the Articles of 
Incorporation, or these Bylaws. If a quorum shall not be present at any 
meeting of the Board, the Directors present may adjourn the meeting. 

CRITERION 2:  The Regional Entity has established rules that assure its independence of 
the users and owners and operators of the bulk power system, while assuring fair 
stakeholder representation in the selection of its directors.  Federal Power Act § 
215(c)(2)(A) and (e)(4), 18 C.F.R. § 39.8(c)(2), Order No. 672 at ¶¶ 699, 700.)

A.  Texas RE or its affiliate is an RTO or ISO and therefore a user, owner, or operator of bulk 
power system facilities.  Article 6 and Section 7.2 of Texas RE’s bylaws establish a strong 
separation between Texas RE’s oversight and operations functions, as follows:

 
Section 6.1  TRE Responsibilities and Duties.  The TRE shall be a 
functionally independent division within ERCOT which shall be 
responsible for proposing, developing, implementing and enforcing 
Reliability Standards in accordance with the Delegated Authority.  The 
TRE shall also be responsible for investigating compliance with and 
enforcing violations of the ERCOT Protocols (“ERCOT Compliance”), so 
long as the ERCOT Compliance activities do not conflict with the 
Delegated Authority.  The TRE shall develop policies, processes, 
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standards, and procedures to implement the Delegated Authority and the 
ERCOT Compliance activities.  The TRE shall form a Reliability 
Standards Committee (“RSC”), comprised of members from all ERCOT 
Segments, to propose, receive, consider, authorize, and vote on 
Reliability Standards and Reliability Variances, in accordance with the 
Texas Regional Entity Standards Development Process and procedures.  
All proposed ERCOT-specific Reliability Standards and Reliability 
Variances requests must be approved by the Board, prior to being 
submitted to NERC. 

Section 6.2  TRE Independence. The TRE and its employees shall 
function independently of the other divisions, departments and 
employees of ERCOT.  TRE employees shall be responsible for creating 
and monitoring a separate budget to be submitted to the Board for 
approval and then to the North American Electric Reliability Corporation 
(“NERC”) for approval, pursuant to a Delegation Agreement (“TRE 
Budget”).  The portion of the TRE Budget which is for activities that are 
not related to the Delegated Authority but are for ERCOT Compliance 
activities will be approved by the PUCT.  Except for ERCOT Compliance 
activities and any extraordinary activities that are specifically approved by 
NERC in the TRE Budget, the TRE shall be funded separately by NERC.  
The TRE shall (i) maintain separate books and records to account for its 
finances, separating income and expenditures for the Delegated Authority 
and the ERCOT Compliance Activities and (ii) pay a fair market rate for 
any goods and services obtained from ERCOT, or if a fair market rate is 
not readily determinable without undue effort or expense, at least the out-
of-pocket cost incurred by ERCOT in respect thereof.  The ERCOT 
acknowledges that the TRE Chief Compliance Officer and the TRE staff 
will conduct investigations into and will prosecute enforcement actions 
regarding the matters within the scope of the TRE’s responsibilities and 
duties, including investigations and prosecutions of ERCOT.  

Section 6.3  TRE Management.  The business and affairs of the TRE 
shall be managed directly by the Board, or a subcommittee thereof, to 
insure independence of the TRE from the other ERCOT operations and 
activities, including the ERCOT Independent System Operator functions.  
The Board shall hire a Chief Compliance Officer (“CCO”) who, under its 
supervision and direction, shall carry on the general affairs of the TRE as 
the chief executive officer.  The CCO shall be independent of any market 
participant and shall be an independent member of the staff of ERCOT, 
reporting exclusively to the Board.  The Board shall only hire a CCO after 
consulting the PUCT Commissioners and Executive Director, and 
obtaining the approval of the PUCT Executive Director.  The Board may 
also appoint a financial director who will report to the CCO, with 
responsibility for overseeing the budgeting, finance and accounting 
functions necessary for the independent operation of the TRE.  The TRE 
may retain outside advisors as it deems necessary.  The CCO shall have 
the sole authority to retain or terminate such outside counsel and other 
advisors as the CCO may deem appropriate in his or her sole discretion.  
The CCO shall have the sole authority to approve related fees and 
retention terms for such advisors, in accordance with the TRE Budget.  
The CCO shall make an annual report and periodic reports to the Board 
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concerning the activities and expenditures of the TRE, and the TRE shall 
have its separate financial statements reviewed or audited annually.  The 
CCO shall ensure that the TRE files all required reports with NERC.  
CCO shall, in cooperation with the financial director of the TRE, monitor 
the expenditure of the monies received by the TRE to ensure that such 
are deployed in accordance with the TRE Budget, as approved by the 
Board and NERC.  

Section 6.4  TRE Employees.  To the fullest extent practicable under 
applicable law, the TRE and the CCO shall be responsible for hiring, 
firing and compensating all TRE employees.  TRE employees shall be 
compensated from the TRE budget.  If permissible, and consistent with 
the Board’s and CCO’s compensation policies for the TRE employees, 
such employees may participate in insurance and other benefits 
extended to ERCOT employees, provided that the TRE reimburses 
ERCOT for the full cost of providing such benefits.  The TRE is 
authorized to employ attorneys, and all such attorneys shall report to the 
CCO and shall have ethical and other obligations solely to the TRE and 
not to ERCOT.  Such attorneys are expressly authorized and required to 
provide advice to the CCO and TRE regarding the Delegated Authority 
and ERCOT Compliance activities, including investigations and 
enforcement actions involving ERCOT.  Such attorneys are specifically 
authorized to assist with the prosecution of enforcement actions relating 
to the Delegated Authority or ERCOT Compliance activities. 

Section 6.5  Evaluation of TRE Performance.  The Board shall monitor 
the TRE and CCO’s performance, establish and review the CCO’s 
compensation and provide annual, or at its election, more frequent, 
evaluations.  The Board may receive and will consider input from the 
PUCT regarding the compliance and enforcement activities of the CCO 
and the TRE.  It shall be the CCO’s duty, in cooperation with the financial 
director of the TRE, to monitor the expenditure of the monies received by 
the TRE to ensure that such are deployed in accordance with the TRE 
Budget, as approved by the Board, PUCT and NERC.   The Board will 
consider input from the PUCT regarding the compliance and enforcement 
activities and performance of the CCO and TRE.  Neither the CCO nor 
any TRE employee may be retaliated against by ERCOT or its Board for 
investigating or participating in any enforcement activities pursuant to the 
Delegated Authority.  The Board may not terminate, discipline, or demote 
the CCO or any TRE employees, advisors or contractors because of 
compliance or enforcement activities conducted in good faith.

Section 7.2  CCO.  The Board shall hire a Chief Compliance Officer 
(“CCO”) who, under the Board’s supervision and direction shall carry on 
the affairs of the TRE.  The CCO shall comply with all orders of the Board 
and will coordinate with the NERC regarding activities relating to the 
Delegated Authority and with PUCT regarding ERCOT Compliance 
activities.  All employees and contractors of the TRE shall report and be 
responsible, to the CCO.  The CCO shall be responsible for employment-
related decisions for all employees of the TRE that are not appointed by 
the Board and shall provide input to the Board with respect to TRE 
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employees appointed by the Board. The CCO shall perform such other 
duties as may be determined from time to time by the Board, for the 
benefit of the TRE.  The Board may only terminate, discipline, not renew, 
or demote the CCO after consulting the PUCT Commissioners and 
Executive Director, and obtaining the approval of the PUCT Executive 
Director.

CRITERION 3:  If the Regional Entity has members, the Regional Entity has established 
rules that assure that its membership is open, that it charges no more than a nominal 
membership fee and agrees to waive the fee for good cause shown, and that 
membership is not a condition for participating in the development of or voting on 
proposed Regional Reliability Standards. (Federal Power Act § 215(c)(2)(A) and (e)(4), 18 
C.F.R. § 39.8(c)(2), Order No. 672 at ¶¶ 170-173.)

A.  Texas RE has an open membership policy that permits full and fair participation of all 
stakeholders through their representatives, including in the development and voting on 
Regional Reliability Standards.  

1.  Membership Categories.  Section 3.1 (a) of the Texas RE bylaws provides that 
members may qualify in one of the six market segments, if they have an actual financial interest 
in and are able to business in the ERCOT Region, or in the Consumer segment. Section 3.2 of 
the bylaws provides that members may qualify in one of three membership categories:

(a) Corporate Members – shall have the rights and obligations as described 
in these Bylaws including the right to vote on all matters submitted to the general 
membership (such as election of Directors, election of TAC Representatives and 
amendments to the Articles of Incorporation and these Bylaws).

(b) Associate Members – shall have the rights and obligations as described 
in these Bylaws excluding the right to vote on any matter submitted to the general 
Membership (such as election of Directors, election of TAC Representatives and 
amendments to the Articles of Incorporation and these Bylaws).

(c) Adjunct Members – may be approved for Adjunct Membership by the 
Board if such entity does not meet the definitions and requirements to join as a 
Corporate or Associate Member. Adjunct Members shall have no right to vote on 
any matter submitted to the general Membership nor any right to be elected or 
appointed to the ERCOT Board, TAC or any subcommittee of the Board or TAC. 
Adjunct Members shall be bound by the same obligations as other Members of 
ERCOT.

2.  Membership Obligations.  Section 3.3 of the bylaws provides that, (a) each Member 
must comply with any applicable planning and operating criteria, procedures and guides 
adopted by or under the direction of the Board to maintain electric system reliability, coordinate 
planning and promote comparable access to the transmission system by all users, and (b) 
consistent with applicable laws and regulations, Members must share information at ERCOT’s 
or TRE’s request as necessary for the furtherance of ERCOT or TRE’s activity and consistent 
with PUCT and NERC rules relating to confidentiality. 
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3.  Full and Fair Participation. Section 3.6 of the bylaws provides that no Entity may 
simultaneously hold more than one Corporate Membership or more than one seat on the Board, 
TAC, or RSC and that members may join as a Corporate member in only one segment.  
Subsection 3.6(c) provides that each Corporate member in good standing is entitled to one vote 
on each matter submitted to a vote of the Corporate members. 

The Texas Regional Entity Standards Development Process (“TRE SDP,” see Exhibit D) 
provides for due process, openness, and balance in Standards development and modification.  
Section IV of the TRE SDP provides that any person, acting as a representative of an 
organization which is directly and materially affected by the operation of ERCOT's Bulk Power 
System (“BPS”) is allowed to request a Standard be developed or an existing Standard 
modified or deleted by creating a Standards Authorization Request (SAR).  Section V of the 
TRE SDP provides that (1) any person representing an organization with a direct and material 
interest in the bulk power system has a right to participate in the standards development 
process by: a) expressing an opinion and its basis, b) having that position considered, and c) 
appealing any negative decision.  Section V specifically provides that, “Participation is open to 
all organizations that are directly and materially affected by ERCOT's BPS [Bulk Power System] 
reliability.  There shall be no undue financial barriers to participation.  Participation shall not be 
conditioned upon membership in ERCOT, and shall not be unreasonably restricted on the basis 
of technical qualifications or other such requirements.  Meetings of SDTs [Standards Drafting 
Teams] are open to ERCOT’s Membership and to others and all proposed SARs and Standards 
are posted for comment on the Texas RE Website.”  

B.  Texas RE charges no more than a nominal membership fee and agrees to waive the fee for 
good cause shown.  Section 3.4 of the bylaws provides for the following fees:

Annual Member Service Fees for Corporate Members shall be $2,000. 
Annual Member Service Fees for Associate Members shall be $500. 
Annual Member Service Fees for Adjunct Members shall be $500. The 
Annual Member Service Fees for Residential and Commercial Consumer 
Members shall be $100 for Corporate Membership and $50 for Associate 
Membership; provided that there will be no charge for Annual Member 
Service Fees for associations that qualify for Commercial Consumer 
Membership or for other associations or persons, upon good cause shown. 
Office of Public Utility Counsel (“OPUC”) and the appointed Residential 
Consumer TAC Representative(s) shall be eligible to be Corporate 
Members without the payment of Annual Member Service Fees.  Any 
Member may request that the Member’s Annual Member Service Fees be 
waived for good cause shown.

CRITERION 4:  The Regional Entity has established rules that assure balance in its 
decision-making committees and subordinate organizational structures and assure no 
two industry sectors can control any action and no one industry sector can veto any 
action. (Federal Power Act § 215(c)(2)(A) and (e)(4), 18 C.F.R. § 39.8(c)(2), Order No. 672 at 
¶ 728.)

A.  Texas RE’s bylaws, procedural rules, and protocols assure balance in decision-making 
committees and subordinate organizational structures in how such groups are structured.  

Section 6.1 of the bylaws provides that the Texas RE shall form a Reliability Standards 
Committee (“RSC”), comprised of members from all ERCOT Segments, to propose, consider 
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and vote on Reliability Standards and Reliability Variances, in accordance with the Texas 
Regional Entity Standards Development Process and procedures.  All proposed ERCOT-
specific Reliability Standards and Reliability Variances requests and must be approved by the 
Board, prior to being submitted to NERC. 

 
B.  Texas RE’s bylaws, procedural rules, and protocols assure balance in decision-making 
committees and subordinate organizational structures in how such groups make decisions.    

Step 1 of the TRE SDP provides that any entity that is directly or materially impacted by the 
operation of the Bulk Power System within the geographical footprint of the ERCOT Region 
may request the development, modification, or deletion of an ERCOT Standard or Regional 
Variance.  The RSC, comprised of the seven Segments, will consider and determine which 
requests will be assigned for development, modification, or deletion (Article II and Step 1 of the 
TRE SDP).  Step 6A of the TRE SDP provides that all members may vote on proposed new 
standards, standard revisions, or standard deletions (“Standards” herein), and at least one 
member from five of the seven segments must vote to constitute a quorum.  Step 6A further 
provides that each Segment shall receive one Segment Vote, the representative of each voting 
member shall receive an equal fraction of its Segment Vote, and if a draft Standard receives 
4.67 affirmative votes during the 15 day voting period, the RSC will forward the Standard to the 
board for a vote.  Step 6B of the TRE SDP provides that, if a Standard does not timely receive 
4.67 affirmative votes, the Standard may be remanded for further work and reposted for a 
second comment period before a second vote.  The board may approve, remand to RSC or 
disapprove a proposed Standard.    

C.  Texas RE’s bylaws, procedural rules, and protocols assure no two industry sectors can 
control any action and no one industry sector can veto any action.  The RSC is comprised of 
representatives from each Segment.  The TRE SDP requires five (5) of the seven (7) Segments 
to constitute a quorum for a vote on a proposed Standard. (Step 6A of TRE SDP).  Even if a 
proposed Standard does not receive a 4.67 or greater affirmative vote during a second voting 
period, the RSC will forward the Standard and implementation plan to the board.  

CRITERION 5:  The Regional Entity has established rules that provide reasonable notice 
and opportunity for public comment, due process, openness, and balance of interests in 
exercising its duties. (Federal Power Act § 215(c)(2)(D) and (e)(4), 18 C.F.R. § 39.8(c)(2).)

Texas RE’s bylaws, procedural rules, and protocols provide reasonable notice and opportunity 
for public comment, due process, openness, and balance of interests in exercising its duties, as 
follows:  

A.  Notice of Meetings.  Section 4.6(a) of the bylaws requires the board to meet at least 
quarterly, with at least one meeting occurring in conjunction with the annual meeting of the 
members.  Section 4.6(b) requires notice of any meeting of the board or any board 
subcommittee where at least one board director is present be given to each Director and made 
available electronically to the public on the Internet not less than one week before the date of 
the meeting; provided, however, the board may meet on urgent matters on such shorter notice, 
not less than 2 hours, as the person or persons calling such meeting reasonably may deem 
necessary or appropriate for urgent matters (emergency conditions threatening public health or 
safety, or a reasonably unforeseen situation).  Section 4.6 (e) also provides that notice of the 
agenda, place, date, and hour of any meeting of the RSC be made available electronically to 
the public on the Internet not less than one week before the date of the meeting; provided that, 
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RSC may meet on urgent matters on such shorter notice, not less than 2 hours, in the event of 
urgent matters. 

B.  Public Meetings.  Section 4.6(e) of the bylaws requires that meetings of the board or board 
subcommittees be open to the public, although they, at their discretion, exclude any persons 
who are not directors from any meeting or portion of any meeting held in Executive Session, 
including for purposes of voting.  Executive session is limited to matters involving sensitive 
matters including, but, confidential personnel information, contracts, lawsuits, deliberation of 
purchase of real property, competitively sensitive information, deployment or implementation of 
security devices or other information related to the security of ERCOT’s regional electrical 
network and discussion of any matters on which the Board receives legal advice from its 
attorneys.   Section 4.6(d) of the bylaws requires the board to promulgate procedures allowing 
public access to meetings of the board and board subcommittees and allowing for members of 
the public to provide comment on the matters under discussion at public portions of meetings of 
the board and subcommittees. 

C.  Available Minutes.  Section 4.6(f) of the bylaws requires the Secretary to keep minutes for 
all Board meetings.

D.  Bylaws Amendment.  Section 13.1 (d) (4) of the bylaws provides that an affirmative vote by 
at least four of the seven Segments is necessary to amend the bylaws, and, if permission for 
any amendment is required by NERC or FERC under the Delegation Agreement, the required 
permission must be obtained before such amendment is effective. 
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