Strategic Plan (Draft)

ERCOT, Incorporated

Prepared by KEMA, Inc.

September 16, 2013
As part of ERCOT Strategic Planning Initiative

&

s
2
>
)t

(]
2
<




Strategic Planning Draft

Table of Contents

1. INErOTUCTION & VISION ..viiiiiictiiti ittt bbb bbbt b bbbttt ens

2. SErategiC Planning PrOCESS ........coiiiiiiiieieieiese sttt n e

K R 1 - (<o (o D T L £ PP S

4. Strategy and SUPPOITING INITIATIVES ........oviiiiie et e e e
4.1 FIexible Market DESION ....c.vcveiieiecie ettt sttt te e s be st e et esreene e besneeeenrs
4.2 Operational ReHADIITY.........coi i
4.3 Data TranSPArENCY & ACCESS.....uuiiutirieiueesteesteessesisseassesseateessessessseassesssessesseessessesnseesessenns
4.4  Committee StrategiC ANGNMENT .......coi i

5. Enterprise Wide Goals —t0 be determined...........ccooiiiiiiiie i

KEMA, Inc. 2



Strategic Planning Draft KEMA="
X
L

1. Introduction & Vision

ERCOT’s Vision

Lead with independent insight on the future of electricity reliability, markets and
technology in Texas in order to facilitate grid and market change for the benefit of all
stakeholders.

Texas is a unique energy marketplace and electricity grid that requires unique solutions to meet the
challenges faced from a regulatory, stakeholder and technical perspective. In developing this strategic
plan, ERCOT considered three key requirements. First, the plan must fully assimilate the best knowledge
and experience of those that lead and advise ERCOT today with best practices that have been used
outside Texas. This assimilation of Texas concepts and needs with externally tested concepts will lead to
the uniquely Texan approach to key challenges faced in the coming five years. Second, the plan must be
anchored in achievable goals that will garner stakeholder and regulatory acceptance. Third, the plan must
recognize that while the future is uncertain, there are trends and forecasts that must be examined and
leveraged to guide the process. Further, future conditions must be viewed in combination with deep
industry knowledge of the technologies that may be brought to bear to in Texas in response to conditions
as they emerge. ERCOT faces unique issues over the coming years. From addressing resource adequacy
to fully developing and integrating demand response potential, the next chapter for ERCOT represents a
significant step forward in the development of the market and fulfillment of its obligations as a Regional

Transmission Operator.

Within this framework, ERCOT has enhanced its process for strategic planning to include active
facilitation of input from the Board of Directors and the stakeholder community in the early stages of the
process. This enhanced approach recognizes that ERCOT and the strategy set by the Board covers not
just the goals and activities of the ERCOT staff, but also the activities of the stakeholder committees that
are so important to the entity’s effectiveness. In the course of this process a number of overarching
themes emerged to guide the development of this next strategic plan. These themes led to the
development of four strategic “pillars” that represent the central strategic direction called for in this plan.
The first theme is that ERCOT has and must remain focused on its core mission of transmission network
reliability in operations and planning and the operation of open access and efficient electricity markets.
While for some this has come to be an assumed state of affairs, it is clear that this remains THE key

mission of the organization that should be recognized in the forward looking strategy of the organization.
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The next theme that emerged is the value of ERCOT serving as a conduit for actionable information today

and even more so into the future. As the world moves toward digitization of the electricity grid and new
capabilities and services emerge, ERCOT’s role facilitating efficient markets and grid reliability will rely
far more on understanding data and information with respect to emerging trends’ potential impacts.
Finally, as is the case with the staff of ERCOT, the need for an efficient and strategically aligned
stakeholder committee community and process represents a lynchpin for ERCOT’s ability to effectively
serve its role as an RTO. As a key contributor to the development of ERCOT, the stakeholder committees
represent a core organizational resource that must work in lockstep with the ERCOT staff in order to
achieve the Board’s vision for ERCOT in this time of limited resources and profound industry changes.
All of these themes represent a recognition that changes will come more quickly in the future and the
ability to nimbly adapt and respond to that change represents the necessary attributes ERCOT must

embed in its strategic approach to all its duties.

In this context, the process has led to the development of a plan that rests on the already noted four main
strategic “pillars” representing the major areas of focus guiding the organization into the future. These

pillars are Operational Reliability, Flexible Market Design, Data Transparency & Access, and

Committee Strategic Alignment. Each pillar gives direction for cross-organizational focus that shapes

how each part of the enterprise should approach its own core responsibilities and how those
responsibilities tie to the broader goals. This strategic plan describes key organizational initiatives
developed to pursue the overall strategic themes. Through a holistic approach to pursuing the

organizational strategy, ERCOT will be better positioned to meet the key imperatives in the future.

ERCOT’s strategic plan establishes a framework to create and maintain value for its employees,
members, stakeholders and the Texas electric industry as a whole. This approach is flexible enough to
adapt to the shifting nature of the public environment where ERCOT must operate, yet sets a path with
specific actions ERCOT will pursue over the next few years. These actions will not only prepare ERCOT
to handle the extreme scenarios that may occur in the future, but will keep ERCOT firmly focused on
reliably and efficiently providing for the electricity needs of most of Texas. In this spirit, ERCOT

commits to the following key strategies over the planning period:
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2.

Operational Reliability - Anticipate and communicate potential reliability issues through

improved enterprise wide planning processes, probability scenario analyses and grid impact
evaluations.
Flexible Market Design — Work to anticipate and respond rapidly to changes in market

dynamics, rules, processes and systems that are directed toward maintaining a highly reliable grid
and open access to ERCOT markets.

Data Transparency & Access - Continue to evolve ERCOT’s role as an information gateway for

electricity markets in Texas recognizing its unique role and the value created for consumers and
stakeholders of relevant and timely market and technical information.

Committee Strategic Alignment - Further evolve the stakeholder committee process to improve

strategic alignment of processes and outcomes including the use of strategic alignment and

efficiency goals and measures.

Strategic Planning Process

The enhanced strategic planning process utilized for this plan is built upon prior efforts. Among the more
substantial changes are the uses of external consulting facilitation, earlier inclusion of Board and

stakeholder input as well as tighter alignment with implementation business plans. As shown in the
Figure 1. the major steps provide additional mechanisms for exploring the potential influence and impacts
that must be addressed in the plan.

* Visioning process with stakeholders & Board
* Feedback cycle with Board

J

« Initative development with ERCOT Board & staff!
» Draft strategeic plan review with Board

* Goal alignment with ERCOT staff
* Final strategic plan adoption by Board

Figure 1: Strategic Planning Process
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3. Strategic Drivers

The strategic planning process began with development of key trends and questions for use in a
stakeholder and Board facilitation process. The purpose of this process was to ensure the diversity of
stakeholder views was utilized in the development of the strategic plan. Those Key Trends facing
ERCOT:

= Resource Adequacy

= Trends/ Changes in Fuel Prices and Installed Resource Costs
= Single Fuel Dependency and

= Gas/ Electric market coordination issues

= Increased Need for Flexible Resources

= Environmental

= “Downstream” Distribution Technology Change

= “Upstream” Transmission and Generation Technology Change
= Water resource management

= Continuing growth of renewables penetration

= New and uncertain resource technologies

= Environmental pressures on Transmission and Generation facilities

4, Strategy and supporting initiatives

4.1 Operational Reliability

Work to anticipate and respond rapidly to changes in market dynamics, rules, processes and
systems that are directed toward maintaining a highly reliable grid and open access to ERCOT
markets.

It has become increasingly clear that the rate of change and the volatility and diversity of market factors
driving ERCOT operations has increased substantially and is expected to continue to grow in unexpected
ways. Recognizing this trend and the potential implications that new resource technologies, business
models and cost structures could have on Market Participants and ERCOT operations, combined with the
interactional effects of multiple drivers simultaneously occurring makes advance planning and
anticipation more critical than ever to ensure ERCOT provides the market stability and surety sought. To
this end, ERCOT will pursue the following key strategic initiatives:
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1)

2)
3)

4)

5)

6)

4.2

Evolve ERCOT culture to include active examination of potential future change influences and
impacts including more active scenario planning throughout the enterprise.

Maintain reliability by examining potential impacts of changing technologies.

Continually assess the planning processes within ERCOT to optimize efficiency and ensure a
broad range of potential data sources are considered for inclusion in analysis.

Invest in resources to enable ERCOT to both provide bench strength as well as skills in emerging
energy technologies, systems and market constructs.

Continuously and dynamically adjust ERCOT’s activities to anticipate trends and provide
“unbiased” and “independent” advice to stakeholders regarding major trends

Develop strategic tracking from a variety of different sources to anticipate trends to increase
reliability awareness

Flexible Market Design

Work to anticipate and respond rapidly to changes in market dynamics, rules, processes and
systems that are directed toward maintaining a highly reliable grid and open access to ERCOT
markets.

ERCOT has demonstrated tremendous strength in establishing its current reliable market operations,
effective commercial operations and transmission network and planning functions. However, it is clear
that continued external developments and the desire to develop a highly flexible and responsive
infrastructure at ERCOT requires a reassessment of current capabilities, processes and underlying
capabilities in order to remain effective in the face of this changing environment. Additionally, ERCOT
continues to be committed to a highly cost conscious business environment capable of consistently
delivering required reliability. Therefore, ERCOT will pursue the following key initiatives:

1)

2)

3)

4)

5)

As a means to ensure flexibility in approach to key structural change issues, ERCOT will
continue to forge stronger coordination between markets, operations and planning groups.
Promote culture that fosters innovation, flexibility and collaboration with stakeholders and across
business divisions while enhancing existing change management processes to more fully integrate
with market operations and planning.

To ensure appropriate integration and utilization of resources available to the market explore the
capabilities and behaviors of various emerging technologies.

Enhance the IT Roadmap to anticipate change, map current and future projects, and create more
flexible, efficient and effective system changes.

Recognize need to remain cost effective in time of change while still seeking to create a more
flexible, efficient and effective system environment consistent.
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4.3 Data Transparency & Access

Continue to evolve ERCOT’s role as an information gateway for electricity markets in Texas
recognizing its unique role and the value created for consumers and stakeholders of relevant and
timely market and technical information.

As a highly trusted market operator, ERCOT has a unique role in providing market information in a
timely and readily accessible manner. Additionally, ERCOT has an important role in providing
appropriate access to market participants across all stakeholder segments, with a particular focus on
providing information in relevant and actionable formats. To this end, ERCOT will pursue the following
initiatives:

1) ERCOT will proactively serve as a catalyst and venue for market participants to gain enhanced
access to available information

2) Evaluate overall organizational, business and technical capabilities to position ERCOT to be even
more flexible and responsive to market conditions

3) Proactively assess and understand the evolving market participant needs, operations and
capabilities to exchange and act on ERCOT-provided data

4.4 Committee Strategic Alignment

Further evolve the stakeholder committee process to improve strategic alignment of processes
and outcomes including the use of strategic alignment and efficiency goals and measures.

ERCOT as an enterprise encompasses not just bricks, mortar, computer systems, supporting infrastructure
and ERCOT staff, but also a robust and crucial stakeholder committee process that functions as an
integral part of the enterprise operations. With both limited resources and substantial industry change in
the offing, ensuring organizational and strategic alignment of this resource represents a key requirement
for ERCOT’s ability to serve its role as an RTO. Solidifying and effectively leveraging the stakeholder
committees represents a key strategic opportunity for the organization to improve its effectiveness. As
changes will come more quickly in the future, the ability to nimbly adapt and respond to that change in a
cost effective manner represents the necessary attributes ERCOT must embed in its strategic approach to
all its duties. Full strategic alignment of the stakeholder committee processes and outcomes is crucial to
successfully navigating an uncertain future. To this end, ERCOT will pursue the following initiatives:
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1) Inlight of limited resources available to manage market evolution, ensure strategic alignment of
processes within and outcomes from the committees through clearly defined goals and metrics for
committees ensuring linkages to the strategic plan.

2) Establish clear linkages between the ERCOT staff and the committee process including
formalizing roles for the ERCOT staff in the committee process.

3) Establish Board level mechanisms for reviewing process effectiveness at achieving strategic goals
throughout the enterprise including in the stakeholder committees.

a. Enhanced Cost Benefit Analysis process
b. Clear budgeting alignment and linkages to strategic plan
c. Effective categorization of rule change requests to identify strategic importance.
i. Addressing Current Operational Issues
ii. Meeting strategic goals (tied to the Plan or as directed by the Board of Directors)
iii. Administrative
iv. Regulatory requirements

5. Enterprise Wide Goals — to be determined

In order to effectively drive performance against the broad strategic initiatives outlined in this plan, the
ERCOT Board has set out goals for the enterprise as a whole (ERCOT staff & Committees) that will
provide a means to effectively measure performance of the entity at achieving this strategy. These goals
represent the highest level measures of success of the organization and are expected to feed reporting
level goals within the committees and the ERCOT staff organization.
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