
MINUTES OF THE ERCOT BOARD OF DIRECTORS MEETING

ERCOT, Met Center
Austin, Texas

10:00 a.m.

February 19, 2002

Pursuant to notice duly given, the Meeting of the Board of Directors of the Electric Reliability Council of Texas, Inc. convened at approximately 10:04 a.m. on February 19, 2002.

The Meeting was called to order by Chair Jack Hawks who ascertained that a quorum was present. 

Meeting Attendance:
	Curtis Griffin 
	Mirant Corporation
	Sales/IND
	Member 

	Jill Hall
	(Residential Consumer)
	Consumer/Residential
	Member 

	Jim Harder
	Garland Power & Light
	Sales/Muni
	Member 

	Trudy Harper
	Tenaska
	Sales/IND
	Member

	Jack Hawks 
	PG&E National Energy Group
	Sales/IND
	Member/Chair 

	David Itz
	Calpine
	Generator/IND
	Member

	Bob Kahn
	Austin Energy
	T&DU/Muni
	Member

	Clifton Karnei
	Brazos Electric Power Coop.
	T&DU/Coop
	Member

	Doug Keegan
	Constellation Power Source
	Retail Sales/Ind. PM
	Member

	Rebecca Klein
	Public Utility Commission of Texas
	PUCT-Commissioner
	Member

	Milton Lee
	City Public Service 
	Generator/Muni
	Member/Vice Chair

	Kathleen Magruder
	New Power Company
	Retail Sales/Ind REP
	Member

	Bob Manning
	HEB Grocery
	Consumer/ Commercial
	Member

	Suzi McClellan
	Office of Public Utility Counsel
	Consumer/OPUC/Residential
	Member

	Tom Noel
	ERCOT
	
	Member/CEO

	Tom Payton
	Occidental Energy Services
	Consumer/Industrial
	Member

	Vanus Priestley
	AES New Energy
	Retail Sales/Ind. REP
	Member

	Steve Schaeffer
	Reliant Energy
	Generation/IOU
	Member

	Gillian Taddune
	Green Mountain Energy
	Sales/IND
	Member

	Brian Tierney 
	AEP
	Generator/IOU
	Member

	Mike Troell
	STEC
	T&DU/Coop
	Member 

	Stuart Nelson
	Lower Colorado River Authority
	T&DU/Coop
	Authorized Representative for Joe Beal 

	Barry Huddleston
	Dynegy
	Generator/IOU
	Representing Member John Stauffacher

	Charles Jenkins
	TXU
	T&DU/IOU
	Representing Member Mike Greene

	Weldon Gray
	Big Country Electric Cooperative
	Sales/Coop
	Representing Member Jerry Stapp

	Bill Bojorquez
	ERCOT
	
	Staff

	Maxine Buckles
	ERCOT
	
	Staff/CFO

	Ken Donohoo
	ERCOT
	
	Staff

	Jim Galvin
	ERCOT
	
	Staff

	Larry Grimm
	ERCOT
	
	Staff

	David Kasper
	ERCOT
	
	Staff

	Michelle Mellon-Werch
	ERCOT
	
	Staff

	Mike Petterson
	ERCOT
	
	Staff

	Kent Saathoff
	ERCOT
	
	Staff

	Mark Walker
	ERCOT
	
	Staff

	Barry Smith
	AEP
	
	Guest

	Michael McCluskey
	Austin Energy
	
	Guest

	Les Barrow
	City Public Service/TAC Chair
	
	Guest

	Denise Stokes
	Competitive Assets/FPL Energy
	
	Guest

	Mark Bruce
	Electric Utility Restructuring Legislative Joint Interim Oversight Committee
	
	Guest

	Todd Kimbrough
	Green Mountain Energy
	
	Guest

	Marty Downey
	PG&E NEG
	
	Guest

	Parviz Adib
	PUCT 
	
	Guest

	Kevin Gresham
	Reliant Resources/PRS Chair
	
	Guest

	Walt Shumate
	Shumate & Associates
	
	Guest

	Dan Madru
	Senator Troy Fraser’s Office
	
	Guest

	Jim Neeley
	TNMP
	
	Guest

	Wendell Bell
	TPPA
	
	Guest

	Mark Smith
	TXI
	
	Guest


Approval of Minutes of the January 15, 2002 Board Meeting

Chairman Jack Hawks mentioned that there was one minor change to the Finance and Audit Committee Report and asked if there were any other changes to the minutes of the January 15th Board Meeting. Tom Payton asked that the minutes be changed regarding the Board’s action on Mr. Priestley’s memorandum and the issues raised.  Brian Tierney asked that a sentence be added to the discussion of PRR 302 stating his objection to the Protocol revision.  David Itz moved to approve the minutes as amended by Messrs. Hawks, Payton and Tierney.  Steve Schaeffer seconded the motion.  The motion passed without objection by a voice vote.  

TAC Report

Les Barrow, Chair of TAC, reported on the following activities of the most recent TAC meeting:

(1) Confirmation of Subcommittee Chairs and Vice Chairs.  TAC approved the following Chairs and Vice Chairs of the following Subcommittees of TAC:

	
	Subcommittee
	 Chair
	Vice Chair

	(a)
	PRS
	Kevin Gresham, Reliant
	Dan Jones, City Public Service

	(b)
	ROS
	Henry Wood, STEC
	David Darnell, City Public Service

	(c)
	RMS
	Don Bender, AEP
	Brenda Crocket, Dynegy

	(d)
	WMS
	Barry Huddleston, Dynegy
	Bob Helton, ANP


(2) Protocol Revision Requests (PRRs).  The Protocol Revisions Subcommittee (PRS) met, discussed the issues, and submitted Recommendation Reports to TAC regarding the PRRs listed below.  The following PRRs were approved by TAC and recommended to the Board for final approval:

· 295PRR – Obligation Default Charges – Proposed to be effective 3/01/02 (System impact).  This PRR provides an interim process that allows ERCOT to allocate to each QSE that has defaulted on its Ancillary Service supply obligation its proportionate share of the cost of resolving the default.  This manual “workaround” is necessary, pending the availability of a two-settlement system.  

· 303PRR – Move-In Rejection Changes – Proposed to be effective upon implementation of Version 1.5 of Texas SET (System impact).  This PRR allows a later-requested Move-In to take place when another Move-In is currently pending.  

· 305PRR – Inter-QSE Trades Under Direct Assignment Cost Allocation – Proposed to be effective 02/15/02 (System impact).  This PRR clarifies language and formula in Section 7.3.4 to indicate the recognition of Inter-QSE trades.  ERCOT will be handling this through a manual workaround until the system changes can be made.
· 308PRR – Settlements Calendar (previously part of PRR298 – Revise Settlements Calendar) – Proposed to be effective 03/01/02 (No system impact).  This PRR requires changes to the Settlement Payment Calendar for Initial Statements and Final Statements only.  Initial Statements would be issued on the 17th calendar day following the Operating Day, and Final Statements would be issued on the 59th day after the Operating Day.  The current payment dates for Initial and Final Invoices are kept the same, according to the Settlements Calendar, by changing the due dates of invoices from net-30 days to net-16 days.  

· 310PRR – Estimating Usage Applied to Profiles – Proposed to be effective 04/01/02 (System impact).  This PRR revises formulas used to estimate energy usage when no actual meter read data is available for the day being estimated.  The revision will create a “usage factor” for scaling profiles that is based on historical ratios of metered usage to profiled usage for the same time period.  The current approach is to calculate a factor that is based on a ratio of metered usage and profiled usage for different time periods.  
All PRRs and supporting materials are presented on the ERCOT website, including comments submitted to ERCOT and recommendation reports from the PRS:

http://www.ercot.com/ERCOTPublicWeb/ProtocolRevisions/ProtocolRevfilesystem.asp.

The Board discussed the PRRs.  Kevin Gresham, Chair of PRS, clarified an issue with PRR 295 and Jim Galvin, Settlements and Billing Manager also clarified issues related to PRR 308. Kathleen Magruder moved to accept PRRs 295, 303, 305, 308 as approved by TAC and Milton Lee seconded.  The motion carried by a voice vote without objection.
Chairman Hawks asked TAC to create a formal procedural interface between its committees, so that they can review each other’s work and have a chance to be involved in the other committees’ decisions.  Les Barrow, TAC Chair, indicated that TAC is already addressing that issue.  

(3) Balanced Schedule Report.  In PUCT Docket No. 23220, the Commission ordered ERCOT to consider and report on the technical implications of relaxing or eliminating the balanced schedule requirement. Mr. Barrow presented the draft report developed by the WMS and TAC.  WMS and its Balanced Schedule Task Force developed the report and initially recommended that Relaxed Balanced Schedules (RBS) be implemented.  ERCOT Operations expressed concern to TAC over possible influences of RBSs on poor frequency performance, which is presently under investigation.  TAC revised its “Recommendation” to a “Conclusion,” adding language expressing ERCOT Operations’ opinion that RBSs should be evaluated after the pending study on frequency control issues has made a determination whether there is any correlation between frequency control and scheduling requirements. TAC recommended that the Board approve the report to be sent to the PUCT as submitted.  
The Board discussed the system frequency performance issues and its causes.  Barry Huddleston stated that he had several concerns with this report, including the scope and the manner in which TAC amended it.  Mr. Huddleston suggested the report fails to address elimination of the balanced schedule requirement and noted that ERCOT Staff should have raised its concerns earlier in the process.  Doug Keegan stated that WMS, including the Balanced Schedule Task Force, met six times, including two special meetings of the WMS.  PUC and ERCOT Staff attended all of the meetings.  Still, many believe that the time frame did not allow the group to consider fully all of the issues.  Jim Harder expressed concern about the current scheduling behavior and the impact on reliability, and urged that ROS engage in a full review of the issue before ERCOT makes a final decision on relaxing the balanced schedule requirement.  Kent Saathoff, ERCOT Director of Technical Operations, expressed concern about the ability of ERCOT to manage a “deeper pool” in Balancing Energy with current system tools.  Dr. Parviz Adib, Director of the PUCT’s Market Oversight Division, clarified that he thought that ERCOT did not need to wait until the consultant completed the entire frequency study.  Rather, he thought the results of the consultant’s study regarding the impact of RBS on system frequency problems should be released as the first part of the overall study.  The consultant would have a pretty clear indication of the correlations and effects well in advance of the 6-7 months it would take to complete their report.  In addition, Dr. Adib stated that his real interest is in seeing the development of a true “day-ahead” (or close to “real-time”) spot market that perhaps should be separated from a reliability-driven Balancing Energy market.  Mr. Saathoff stated that ERCOT is waiting to hear from the consultant to assist ERCOT on what will be the best way to proceed.  Tom Payton raised concerns about the impacts on market participants and their systems if the Balanced Schedule requirement changes.   Bob Manning expressed interest in understanding the impacts of changing the ERCOT market design on consumers.  Clifton Karnei moved to approve the Balanced Schedule Report as submitted to the Board for filing at the PUCT by ERCOT.  Kathleen Magruder seconded the motion. The motion passed by a hand vote with 3 opposed and 2.5 abstaining. 

(4) Other TAC Actions: 

(a) TAC held an Orientation/Planning Meeting at which the top system changes for 2002 were determined to cost approximately $14.5 Million.  TAC Members also discussed prioritization and available funding issues related to system changes and enhancement projects.  PRS is prioritizing the issues with the subcommittees.

Tom Noel stated that the Board needs to help ERCOT determine how to proceed because it must manage the budget for 2002 as approved by the Board knowing that the recommendations that are likely to come from TAC to the Board for the year total approximately $14.5 million.  Mr. Noel provided a list of Cost Estimates for System Changes Prioritized as “High” by the stakeholders as expressed in TAC and subcommittee meetings.  This list did not include all of the system changes desired, and it had been revised several times by stakeholders.  The Board discussed the cost to ERCOT and to the Market Participants of the changes on the list and the possibility of financing part of the expenses.  Chairman Hawks ended the discussion and stated that this issue will be addressed later in the meeting during the Finance and Audit Committee Report, and the Board can make a determination on how to handle it at that time. 
(5) Kendall County 345 kV Project.  Mr. Barrow introduced Ken Donohoo, ERCOT Manager of System Planning, to present ERCOT’s recommendation regarding the Kendall County 345 kV Project.  TAC endorsed a recommendation by the South Texas Regional Planning Group regarding the Kendall County 345 kV Project, which was also endorsed by the ERCOT Transmission Planning Staff and ROS.  ERCOT and TAC recommend (a) the construction of a new 45 mile 345 kV circuit from Cagnon to Kendall stations, (b) the installation of a second 345/138 kV autotransformer at Kendall, and (c) the addition of a 138 kV 31.2 MVAR capacitor bank at Boerne.  The preliminary estimated cost is $36,874,000.  TAC and ERCOT Staff recommend that the Board concur with this recommendation.

Bob Manning asked about the process by which TAC makes its recommendations and the cost estimates. Jill Hall indicated that she relied on such information to support the recommendation at TAC.  Barry Huddleston stated that the cost estimates are at a “high level” and are not the most significant factors in the study conclusions in the ERCOT’s planning process, which focuses more on the system needs.  Specific and more detailed review of project costs will be made by the PUCT in CCN and other proceedings.  The PUCT will review all of the other issues and alternatives, including costs. Mr. Donohoo stated that the Regional Planning Groups initially studied the constraint, and that its recommendation to ROS, TAC and the Board was that the project is  “needed,” but not “critical.”  

Tom Noel moved to concur with the recommendation of TAC and ERCOT Staff recommendation regarding the Kendall County 345kV Project.  David Itz seconded the motion. The motion passed by without objection by a voice vote. 
Systems and Market Update

Bill Bojorquez discussed system enhancements that ERCOT recently implemented.  For zonal transmission congestion management, the Commercially Significant Constraints (CSCs) and Closely Related Elements (CREs) were designated and are posted on the ERCOT website.  Direct assignment of zonal congestion costs began on February 15, 2002.  Congestion that evening triggered the calculation of shadow prices across congested CSCs and congestion charges will be reflected on the next settlement statements.  TCR Auctions have begun.  The annual auction was completed and reports to participants generated. TCRs were auctioned for three of four CSC paths for March.  ERCOT held an auction on the fourth path (Graham to Parker), however it was cancelled due to the violation of one bidder of the 25% ownership limit.  The March TCRs for this path will be auctioned on Feb. 21st.   The Board discussed the cancellation.  Members discussed the lack of direction from market participants and the Board committees regarding how to handle this issue.  Chairman Hawks suggested that ERCOT reinstate the cancelled auction for the TCRs for March, but reduce the violating entity’s award to 25% of the TCR limit and redistribute the remaining TCRs to the other bidders who were next in line in the descending bid stack.  No motion was made and no vote was taken on this suggestion; therefore ERCOT would proceed with the substitute auction on the 21st.  Kevin Gresham stated that PRS has two PRRs in process related to TCRs, and this issue is part of one of the PRRs.  The Board directed the PRS to develop rules for ERCOT on how to handle this issue when it arises again.  
Next Mr. Bojorquez discussed the Retail Mechanics Status Report.  On average, ERCOT is receiving about 3,000 switch requests per week.  More than 300,000 Texans have selected the electricity provider of their choice since January 1.  Market participants are most concerned with switches in review (those that have a valid request submitted by a CR and ERCOT has forwarded the switch to TDSP to be scheduled for a meter read).  Most are from the period of time when the market switched to Texas SET version 1.4.   The issues are:

1. 814_04 – Some switch requests are being rejected by TDSPs, and such cancellations are not defined in Texas SET partly due to mapping and other communication failures.  There is a team (“Tiger Team”) comprising ERCOT and TDSP staff that is addressing these issues.  The Board discussed these issues and various concerns.  

2. 814_16 – Move Ins are having processing, timing and rejection issues; ERCOT has workarounds for these problems. 

3. 867_04 – Effectuating Meter Reads is arriving prior to 814_05 causing problems because the CR may not know if a switch is completed.  The Tiger Team is investigating this issue.

Mr. Bojorquez also presented trends for switches reflecting that, in general, the level of switches scheduled and those in review have not increased.  The trend for move-ins is that the move-ins in review are increasing and creating a backlog that ERCOT needs to address. ERCOT is working with market participants to address this problem. 

Vanus Priestley questioned the TDSPs’ ability to cancel switches.  Steve Schaeffer stated that they have found several reasons for rejections, including addresses that are incomplete (e.g., apartment buildings with no apartment number), incorrect DUNS numbers, and dates that are too far out or are past.  

Finance & Audit Committee Report

Kathleen Magruder reported that the Finance & Audit Committee met prior to the Board Meeting. She reported that the committee had a spirited discussion of the audit role of the committee and of the issues to be discussed by Maxine Buckles.  Ms. Buckles stated that ERCOT is in its second year of a Commercial Paper program and is in the process of finding long-term financing options.  ERCOT Staff and the Finance and Audit Committee reviewed RFPs and recommend one entity, Banc One Capital Markets, Inc. to sell up to $150,000,000 in Senior Notes.  The current plan is to place only $125,000,000 at this time.  An additional $25,000,000 short-term facility is under consideration.  Interest Rates will be Treasury plus some basis; as of February 15th, that rate would be approximately 6.5% for 10-year notes.  The Board discussed the recommendation and the effect on ERCOT’s budget.

Milton Lee moved to approve the following resolution: 

WHEREAS, the Board of Directors (the “Board”) of the Electric Reliability Council of Texas, Inc., a Texas non-profit corporation (the “Company”), deems it desirable and in the best interests of the Company to negotiate and make arrangements for borrowings by the Company with such terms and conditions and in such amounts as shall be deemed appropriate and desirable by the executive officers of the Company who negotiate and make such arrangement on behalf of the Company;

WHEREAS, the Board deems it desirable and in the best interests of the Company to (i) issue and sell up to $150,000,000 in aggregate principal amount of the Company’s Senior Notes (the “Notes”); (ii) engage Banc One Capital Markets, Inc. (“Banc One”) to act as agent of the Company with respect to the placement and sale of the Notes; (iii) delegate to the Chief Executive Officer and the Chief Financial Officer of the Company the authority to determine the price at which the Notes will be offered for sale, the rate of interest on the Notes and other terms of the Notes (financial and otherwise); (iv) enter into and consummate the transactions contemplated by a Note Purchase Agreement, pursuant to which certain institutional investors will purchase the Notes from the Company, on the terms and conditions set forth therein; (v) use the net proceeds of the issuance and sale of the Notes to refinance the Company’s existing commercial paper obligations; and (vi) negotiate and make arrangements for a new commercial paper program;

NOW, THEREFORE, BE IT RESOLVED, that each of the actions mentioned in the recitals set forth above is hereby authorized and approved, and each of the Chief Executive Officer and the Chief Financial Officer (each, an “Authorized Officer”) of the Company are hereby severally authorized and directed to take such actions as shall be necessary or appropriate, in the judgment of such officers, to effect such actions mentioned in the recitals set forth above; and further

RESOLVED, that the engagement letter dated as of February 6, 2002 (the “Placement Agent Engagement Letter”) between the Company and Banc One providing for the terms and conditions upon which Banc One will act as Placement Agent with respect to the placement and sale of the Notes, a copy of which was submitted to the Board, and the execution and delivery of the Placement Agent Engagement Letter by the Chief Financial Officer of the Company on behalf of the Company, is hereby authorized, approved and ratified in each and every respect.
 David Itz seconded the motion.   The motion passed without objection by unanimous voice vote.  

Financial Report

Ms. Buckles then discussed the monthly financials with the Board.  Ms. Buckles then presented Board Members with the preliminary figures summarizing ERCOT’s results of operations and expenditures for the current year, as of January 31, 2002.  Ms. Buckles also provided comparisons of actual and forecasted income and budget, and 2001 and 2002 MWh variance analyses.  

Request for Adjunct Membership Re-admittance of the Ridge Energy Storage & Grid Services 

Next, Jack Hawks raised the issue of the Ridge Energy Storage & Grid Services application for Adjunct Membership in ERCOT. The Board approved this company’s application last year.  ERCOT Staff recommends automatic approval of applicants that have been approved in the past years for Adjunct Membership.  Kathleen Magruder moved to accept the application for adjunct membership and Clifton Karnei seconded the motion.  David Itz asked Kathleen if she would amend her motion to allow Adjunct Memberships to automatically renew upon the application of an Adjunct Membership.  Ms. Magruder and Mr. Karnei accepted the amendment.  The motion passed without objection by a unanimous voice vote.  

Follow up discussion on System Changes Budget and Prioritization

The Board discussed the list of Cost Estimates for System Changes. Trudy Harper asked that the Board leave it to TAC and its subcommittees to prioritize.  Milton Lee suggested that the Finance and Audit Committee should also review the financial constraints and bring recommendations to the Board regarding funding options.  The Board also discussed its need to comply with a PUCT Order regarding these system changes.  Dr. Adib stated that he has repeatedly brought these issues up for discussion before the various subcommittees.  Barry Huddleston stated that many of the requested system changes have not been addressed because there are many market participants who consider them to be unnecessary and incompatible with the ERCOT market design, and that they are reluctant to spend the time necessary to address them.  Chairman Hawks stated that he thought there were several issues to be managed:

1. The Board’s concern regarding ERCOT’s compliance with a PUCT Order.

2. The Board’s belief that it is in compliance with the PUCT Order.

3. The Board’s remanding of issues to WMS and TAC to develop a plan on how to comply with a PUCT Order or seek relief.

4. Consideration that ERCOT could make an informational filing to the PUCT and bring a report to the Board reporting on the timelines to respond to the issues in the PUCT Order. 

Vanus Priestley moved to direct WMS to develop timeframes to bring PRRs to the PRS in order to implement those system changes required by the PUCT Docket No. 23220 and to report back at the next Board meeting.  If they can be brought to PRS sooner, then they should do so.  David Itz seconded the motion.  The motion passed without objection by a unanimous voice vote.

The Board asked ERCOT Staff to report to the Board at the next meeting where intrazonal congestion is taking place, what is causing it and how close ERCOT is to the trigger.  The Board also requested a report on what other issues ERCOT is working on regarding compliance with PUCT Orders.  Dr. Adib mentioned a preliminary report on load participation issues was filed on October 1st in which ERCOT stated that it would update this report, however, that has not yet been updated.  That topic is now being considered in PUCT Project No. 24333.

Executive Session

The Board met in Executive Session to discuss compensation and personnel issues.  It took action on three issues: 1) the 2002 ERCOT performance goals for ERCOT senior Staff; 2) Mr. Noel’s 2001 incentive bonus; and 3) Mr. Noel’s 2002 base compensation.

The Meeting was adjourned at approximately 4:10 p.m.  The next Board Meeting will take place on Tuesday, March 19, 2002, at ERCOT’s offices in Austin, and the following meeting will take place on Tuesday, April 16, 2002 at the Airport Hilton in Austin.

__________________________________

Margaret Pemberton, Corporate Secretary
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