DRAFT 7/5/2002  10:48 AM




DRAFT MINUTES OF THE ERCOT BOARD OF DIRECTORS MEETING

ERCOT, Met Center
Austin, Texas

2:00 p.m.

June 17, 2002

Pursuant to notice duly given, the Meeting of the Board of Directors of the Electric Reliability Council of Texas, Inc. convened at approximately 2:10 p.m. on June 17, 2002.

The Meeting was called to order by Chairman Mike Greene who ascertained that a quorum was present. 

Meeting Attendance:
	Joe Beal
	Lower Colorado River Authority
	T&DU/LCRA
	Member

	Mike Greene
	TXU
	T&DU/IOU
	Member

	Jill Hall
	(Residential Consumer)
	Consumer/Residential
	Member 

	Jim Harder
	Garland Power & Light
	Wholesale Sales/Muni
	Member 

	Trudy Harper
	Tenaska
	Generator/Ind. Gen.
	Member

	David Itz
	Calpine
	Generator/Ind. Gen.
	Member

	Bob Kahn
	Austin Energy
	T&DU/Muni
	Member

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

	Rebecca Klein
	PUCT
	PUCT – Chairwoman
	Member

	Milton Lee
	CPS
	Generator/Muni
	Member

	Kathleen Magruder
	New Power Company
	Retail Sales/Ind. REP
	Member

	Bob Manning
	HEB Grocery
	Consumer/Commercial
	Member

	Suzi McClellan
	OPUC
	Consumer/OPUC/Residential
	Member

	Tom Noel
	ERCOT
	ERCOT CEO
	Member

	Tom Payton
	Occidental Energy Services
	Consumer/Industrial
	Member

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

	Steve Schaeffer
	Reliant Energy
	Generator/IOU
	Member

	Jerry Stapp
	Big Country Electric Cooperative
	Retail Sales/ Coop
	Member

	John Stauffacher
	Dynegy
	Generator/IOU
	Member

	Brian Tierney 
	AEP
	Retail Sales/IOU
	Member

	Robert “Doc” Kelly
	Brazos Electric Power Cooperative
	T&DU/Coop
	Representing C. Karnei

	Marty Downy
	PG&E National Energy
	Wholesale/Ind. PM
	Representing J. Hawks

	Dottie Stockstill
	Mirant
	Wholesale/ Ind. PM
	Representing C. Griffin

	Bill Bojorquez
	ERCOT
	
	Staff

	Cherie Broadrick
	ERCOT
	
	Staff

	Maxine Buckles
	ERCOT
	
	Staff/CFO

	Tripp Doggett
	ERCOT
	
	Contractor

	Jim Galvin
	ERCOT
	
	Staff

	Monte Jones
	ERCOT
	
	Acting Executive Vice President

	Sam Jones
	ERCOT
	
	Staff/COO

	David Kasper
	ERCOT
	
	Staff

	Michelle Mellon-Werch
	ERCOT
	
	Staff

	Margaret Pemberton
	ERCOT
	
	Staff/General Counsel

	Mike Petterson
	ERCOT
	
	Staff

	Mark Walker
	ERCOT
	
	Staff

	Ralph Weston
	ERCOT
	
	Staff

	Cheryl Yager
	ERCOT
	
	Staff

	Laura Zotter
	ERCOT
	
	Staff

	Rick Drom
	
	
	Guest

	Mark Dreyfus
	Austin Energy
	
	Guest

	Walter Reid
	Cielo Wind Power
	
	Guest

	Marialyn Barnard 
	City Public Service
	
	Guest

	Les Barrow
	City Public Service/TAC Chair
	
	Guest

	Steve Bartley
	City Public Service
	
	Guest

	Denise Stokes
	Competitive Assets/FPL Energy
	
	Guest

	Jeff Brown
	Coral Energy
	
	Guest

	Hal Hughes
	Covington Consulting
	
	Guest

	Ron Matlock
	Duke Energy
	
	Guest

	Barry Huddleston
	Dynegy
	
	Guest

	Terry Lane
	Dynegy
	Guest

	Mark Bruce
	Electric Utility Restructuring Legislative Joint Interim Oversight Committee
	Guest

	Roberto Denis
	FPL Energy
	
	Guest

	Beth Garza
	FPL Energy
	
	Guest

	Steve Ponder
	FPL Energy
	
	Guest

	Diana Liebmann
	Haynes & Boone/TECO Power Services
	
	Guest

	Brady Belk
	LCRA
	
	Guest

	Ross Phillips
	LCRA
	
	Guest

	Susann Felton
	Mirant
	
	Guest

	Gwen Eklund
	Pavilion Technologies, Inc.
	
	Guest

	Robby Abarca
	PUCT
	
	Guest

	Parviz Adib
	PUCT
	
	Guest

	David Hurlbut
	PUCT
	
	Guest

	Keith Rogas
	PUCT
	
	Guest

	Brenda Harris
	Reliant 
	
	Guest

	Kevin Gresham
	Reliant Resources/PRS Chair
	
	Guest

	Walt Shumate
	Shumate & Associates
	
	Guest

	Ray King
	TECO Power Services
	
	Guest

	Larry Frost
	TECO Power Services
	
	Guest

	Paul Messerschmidt
	TECO Energy
	
	Guest

	Phillip Oldham
	Texas Industrial Energy Consumers
	Guest

	Wendell Bell
	TPPA
	
	Guest

	Mark Zion
	TPPA
	
	Guest

	Mark Smith
	TXI
	
	Guest

	Angela Kennerly
	TXU
	
	Guest

	Jerry Ward
	TXU
	
	Guest

	Mike Curry
	UBS Warburg Energy
	
	Guest


Governance Committee Report

John Stauffacher stated that the Governance Committee met in the morning and heard two speakers discuss the governance of PJM and ISO-New England.  Mirant, FPL Energy and Exelon provided speakers to provide the stakeholder’s perspective on these governance structures and other governance issues that are important to their companies.  Mr. Stauffacher summarized that all five of the speakers felt that an independent board is a valid method of governance, but they cautioned against rushing into a change while the market is still undergoing a great deal of modifications.  All of the speakers agreed that there is a governance development continuum that most ISO/RTOs go through, usually beginning with a stakeholder-run process and ending with an independent board.  They all felt that ERCOT was still early in this process.  After the speakers, some ERCOT stakeholders expressed concerns that an independent board would require more commitment and time by the stakeholders to be heard at the committee level.  Other concerns expressed by ERCOT stakeholders included the fact that an independent board would be another level of management and an additional expense to the market.  Mr. Stauffacher continued that the Committee also discussed two changes to the Bylaws. The first suggested change to the Bylaws concerned appropriate language to allow certain Generation & Transmission cooperatives to join ERCOT as members.  The other suggested change was the effect of abstentions on vote counts at the Board and TAC level. The Board Members discussed these two potential Bylaws amendments and asked ERCOT Staff to present proposed language to the Board.  Mr. Stauffacher explained that the Governance Committee recommended amending the Bylaws by a fax vote of the membership, but that we would want to make only a single amendment to the Bylaws this year, if possible, that would address these concerns.  

Approval of Minutes of the May 21 Board Meeting and May 30 and June 10 Executive Session Board Meetings.

Steve Schaeffer moved to approve the minutes of the May 21 Board Meeting and May 30 and June 10 Executive Session Board Meetings.  David Itz seconded the motion.  Chairman Greene asked if there were any changes to the minutes. Jill Hall, Tom Payton, and Jim Harder recommended changes to all three sets of minutes.  Vanus Priestley distributed a version of the May 21 Board minutes he discovered when he turned on tracked changes and he questioned the edits.  Margaret Pemberton, ERCOT General Counsel, explained that the changes had been her edits to the initial rough draft. She explained that due to the technical nature of the discussions, ERCOT Staff collaborates to ensure that Board minutes are accurate and representative of deliberations and actions taken by the Board.  Ms. Pemberton further explained that minutes should be concise and not repetitive of presentations that are accessible elsewhere.  

After discussion, Chairman Greene delayed the vote on this issue and requested that Board Members work with Staff to draft appropriate language.  

Chairman Greene then stated that he would like to see the Board focus on priority issues.  He believes that prioritizing the issues facing ERCOT is one of the principal challenges for the Board.  He feels that the number one priority is ERCOT’s IT systems and closer relationships between ERCOT Staff and the Board committees.  Finally, he requested that when Board Members have comments on the minutes that they send them to ERCOT Staff prior to the meeting so that the Board can spend its time focusing on more important issues. Bob Manning agreed with the Chairman and expressed his sentiment that the Board focus on the success of the market.  

Feld Group Update

Next, Chairman Greene introduced Monte Jones, with the Feld Group and Acting Executive Vice President of ERCOT, to give an update on his progress.  Mr. M. Jones gave his presentation regarding his group’s progress and answered questions from the Board members.  Trudy Harper asked Mr. M. Jones if he believes ERCOT has the resources to focus on both the retail and wholesale projects currently planned and in process.  Mr. Jones answered that he is certain there will be at least one project that is near the bottom of the priority list and that will not have resources allocated to implement it. Mr. Noel explained that all IT projects, including wholesale projects, are being evaluated and prioritized with the Feld Group’s assistance.  

Operations Report

Sam Jones, Chief Operating Officer of ERCOT, stated that the Frequency Control Study has been completed and has been sent to the appropriate subcommittees and working groups for their review and information.  The consultant’s findings were that the ERCOT interconnection is reliable and that NERC Control Performance Standards (CPS) 2 is not applicable to ERCOT.  The report states that NERC CPS 1 limits can be expanded for the ERCOT interconnection without compromising reliability and this would bring ERCOT into compliance.  The report also recommends that Protocol revisions will be necessary to ensure the continued reliability of the grid.  ERCOT sent this report to the NERC Resources Subcommittee.  Mr. S. Jones represented that he had requested a variance from the NERC Operating Committee from CPS 1 and 2 until that Committee receives a recommendation from the Resources Subcommittee and takes any appropriate action.  Commissioner Klein asked Mr. S. Jones to explain the recommendation of the consultant regarding relaxing balanced schedules.  Mr. S. Jones explained that the consultant did not address this issue in this report, but that it will be addressed in his next report.  

Next, Mr. Noel explained that ERCOT has begun to switch New Power’s customers to TXU and Reliant Resources. Approximately 20% of the switches are currently in process; some have already been completed.  He commended Ms. Magruder on her professionalism and work with the PUCT, ERCOT, TXU and Reliant to ensure that the switches occur smoothly.

TAC Report

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

(1) Local Congestion

TAC passed the following resolution at its June 6th meeting:

ERCOT should immediately notify the PUCT that the direct assignment solution for local congestion prescribed in the PUCT’s Order on Rehearing is infeasible under the zonal, portfolio-based model embodied in the Protocols.
Mr. Barrow reported that TAC is working on a plan to find a long-term solution to address local congestion and related, broader market design issues.  A working group was assigned to define the scope and governance for a TAC Task Force by the July TAC meeting. 

Mr. S. Jones stated that ERCOT Staff could not implement the system modifications necessary to implement direct assignment of local congestion by September 6, 2002 because it appears that it will require substantial changes to the ERCOT systems.  

Commissioner Klein asked what is meant by “infeasible” in the resolution passed by TAC.  She explained that the PUCT would like to see a long-term plan and the cost-benefit analysis of any projects on this issue.  She stated that she was in favor of the current PRRs that are to be presented to the Board for a vote today.  Commissioner Klein also stated that the PUCT was aware that ERCOT would not be able to implement direct assignment of local congestion and ERCOT did not need to file a petition with the Commission to prevent a compliance issue.  

Dottie Stockstill, of Mirant, explained that she has been directed by TAC to lead a group that will define the scope and governance of a TAC committee to negotiate a resolution of how to handle this issue.  Chairman Greene requested that this committee work expeditiously and report back to the Board at the next Board Meeting.  
(2) Protocol Revision Requests (PRRs).  

(a) The Protocol Revisions Subcommittee (PRS) met in the past month, discussed various PRRs, and submitted recommendations to TAC regarding several PRRs.  The following PRRs were unanimously approved by TAC and recommended to the Board for final approval:

335PRR through 340PRR address direct assignment of local congestion: 

· 335PRR – Generic Costs – proposed effective date is pending the outcome of an Impact Analysis –This revision adds a new section to incorporate generic costs associated with Resources that will be used to calculate payment formulas when a Resource provides Out-of-Merit Energy.  The generic Resource costs used to generate payment formulas for the service are: generic fuel cost, generic startup costs, and generic operating costs.  This PRR has an impact on ERCOT IT Systems.  
· 336PRR – OOME Down Pricing Method – proposed effective date is pending the outcome of an Impact Analysis – This PRR changes the OOME Down pricing to a cost-based mechanism described in 335PRR. This PRR will have an impact on ERCOT IT Systems and ERCOT staffing requirements.  
· 337PRR – OOME Up Pricing Method – proposed effective date is pending the outcome of an Impact Analysis – This PRR changes OOME Up pricing to a cost-based pricing mechanism described in 335PRR.  This PRR will have an impact on the ERCOT IT Systems and staffing requirements.
· 338PRR – OOMC Pricing Method – proposed effective date is pending the outcome of an Impact Analysis –This PRR changes OOMC from premium-based pricing to cost-based pricing described in PRR335.  This PRR can be implemented manually on an interim basis, except for the revenue credit calculation, which will have an impact on ERCOT IT systems.  
· 340PRR – Define OOME as an Instructed Deviation – proposed effective date is pending the outcome of an Impact Analysis –This PRR allows for deployment of dispatch instructions for OOME.  TAC revised the language in this PRR to retain “Market Solution” alternatives; the language appears on the TAC Recommendation Report.  This PRR will have an impact on the ERCOT IT Systems.  

Mr. Barrow stated that ERCOT Staff has completed an impact study since the TAC meeting and has indicated that changes cannot be implemented before December 2002. ERCOT Staff has also raised issues that may need additional clarification.  Total costs for implementing the system changes and staff requirements in this group of PRRs is preliminarily estimated at $1 million.  Mr. Jones stated that cost estimates for PPR335-PRR338 are approximately $30K in system changes and $48K for manual changes and that ERCOT Staff believes that these changes could be implemented by the end of July. 

Ms. Harper questioned whether these PRRs raised any anti-competitive issues for the Board Members in that they would essentially be approving a rate paid to a competitor.  Chairman Greene asked Margaret Pemberton, ERCOT General Counsel, to prepare a memorandum for the Board Members on this issue.  

Mr. Payton moved to approve PRRs 335, 336, 337, and 338 as recommended by TAC to be implemented by July 31, 2002.  Mr. Schaeffer seconded the motion.  The motion carried by a unanimous voice vote.  PRR340 was remanded to TAC for further review.  

· 322PRR – RPRS Award Performance – proposed effective date July 1, 2002 – This PRR revision eliminates payments to Resource entities for RPRS Capacity awards if the Resource was not brought on line or made available to provide energy.  This change can be manually implemented in Settlements on an interim basis but will require future automation in the ERCOT IT systems.  ERCOT Staff does not yet have cost estimates for automating this function.

Mr. Tierney moved to approve PRR322 as recommended by TAC contingent upon approval of the cost/benefit estimates to be provided by ERCOT Staff to the Board.  Mr. Stauffacher seconded the motion.  The motion carried by unanimous voice vote. 
· 330PRR – IDR Meter Data for True-Up Settlement – proposed effective date July 1, 2002 –This PRR requires that True-up Settlement Statements be issued six months after the Operating Day provided that ERCOT has received and validated 99% of all IDR meter data from each Meter Reading Entity.  Previously the True-up Statements were issued six months after the Operating Day.  This should result in more accurate True-up Settlement Statements.  This PRR is similar to the Board resolution passed at the May 2002 Board Meeting except that the 99% validation would be applied to overall meters – the May Board resolution required 99% from each IDR metering entity. This PRR has no impact on ERCOT IT systems.  

Mr. Priestley moved to approve PRR330 as recommended by TAC and Mr. Itz seconded the motion.  The motion carried by unanimous voice vote. 

· 327PRR – Confidentiality – proposed effective date July 1, 2002 – These proposed changes detail the categories of “Protected Information” and provide varying expiration periods for the different categories.  The goal of this PRR is to create transparency of market information.  TAC approved this PRR, with revisions.  ERCOT has not performed a complete impact analysis.  ERCOT IT systems were not designed to apply different levels of confidentiality or time periods for different information categories to the granularity required by this PRR, or to provide for separate levels of confidentiality management among market participants.  The changes proposed in this PRR were not finalized until last week, but ERCOT staff will explore whether some features may be implemented in phases.  This PRR will have a major impact on ERCOT IT systems.

Mr. Jones reported that ERCOT Staff has prepared a partial system impact for this PRR.  Thirty percent of the data is already provided on the portal or in other publicly available reports.  Mr. Barrow stated that TAC recognized that ERCOT Staff would not be able to implement all of the requested changes by the implementation date.  He explained that TAC retained the July 1 implementation date because TAC would like ERCOT to begin providing information required by the PRR, as soon as possible.  Mr. Jones stated that ERCOT would implement the PRR in rolling phases as soon as possible.  Mr. Noel explained that the changes required to implement this PRR would be added to the other system changes listed by the Feld Group and prioritized.  

Ms. Hall asked that the minutes reflect that various market participants have represented that this PRR will not make any information more confidential but rather will increase the transparency of the information.  

Ms. Hall and Mr. Payton requested that the final PRR language approved by TAC be included in the Board Packets.  

PUCT Staff recommended adding the following language to PRR327:

Under Section 1.3.1 add the following sentence after the first paragraph: “Information provided to ERCOT that is not “Protected Information” under Section 1.3.1.1 is subject to public disclosure.”

Under Section 1.3.3(1)(D) add the following new subsection: “(iii) The Protected Information status of market data specified under paragraph 1.3.1.1(13) shall expire 730 days after the applicable operating day.”  

Under Section 1.3.8 change the last word from “non-confidential” to “no longer Protected Information.”

The Board Members asked several questions directed at the second recommended change regarding the length of time specified and the impact on ERCOT Staff to implement daily rolling disclosures.  The PUCT Staff and the Board agreed that these changes raised issues that needed to be addressed in another PRR. 

Mr. Priestley moved to approve PRR327 as recommended by TAC contingent upon ERCOT System implementation and further system impact cost estimates to be provided by ERCOT Staff to the Board.  Mr. Itz seconded the motion.  The motion carried by unanimous voice vote. 

· 333PRR – OOME Down Payments to Wind Generators – proposed effective date July 1, 2002 – This PRR provides a methodology to compensate wind generators for lost Production Tax Credits and Renewable Energy Credits when the units are OOMEd Down.  The wind generator would be required to provide documentation supporting payments for this cost recovery.  The total cost recovery from ERCOT Market Participants for wind resources under these provisions is capped at $10 million dollars.  To address the level of detailed review of the information provided by the wind generators to make the payments, this PRR will require a manual process and additional staff to review claims.  ERCOT will need to hire resources estimated at between $100,000 to $400,000 for a FTE or contractor.  The 2002 budget does not currently provide for a position for this function.

Ms. Harper asked what would happen to the appeal filed by FPL Energy at the PUCT.  Beth Garza, of FPL Energy, stated that FPL Energy would dismiss its appeal if the Board passed this PRR.  Mr. Lee asked what effect the approval of this PRR, which requires unbudgeted additional resources, will have on ERCOT.  Mr. Noel explained that this item will be prioritized along with the other projects ERCOT is working on and if it is prioritized ahead of another project(s), the other project(s) may not be funded.  

Ms. Harper moved to approve PRR333 as recommended by TAC and Mr. John Stauffacher seconded the motion.  Mr. Tierney disclosed that his company’s subsidiary may benefit financially from this PRR, however he believes that it is in the best interests of ERCOT, therefore he will not recuse himself from the vote.  The motion carried by a voice vote with Mr. Stapp and Mr. Harder voting against the motion.  Robert “Doc” Kelly abstained from voting. 

(3) Other TAC Action 

(a) Operating Guides Revisions – TAC approved change control process and references updates.

(b) Frequency Control Study Progress Report  - The consultant provided ERCOT with a draft preliminary report and is supporting ERCOT Staff’s requests for waiver from NERC.  ROS is working on comments to the report.  
(c) PUCT Issues – A PRR has been submitted to address a PUCT Order item related to a Two Settlement System.  Another PRR is being developed to address PUCT Order item Simultaneous Procurement of Ancillary Services.  PRR 321 was approved in May for New Uninstructed Deviation Calculation, however the Frequency Control Study may result in additional recommendations.
Finance & Audit Committee Report

Chairman Greene reported that the Finance & Audit Committee met last week by telephone conference call.  He directed the Board Members to review the draft Financial and Investment Policies approved by the Committee and requested that any comments be provided to Maxine Buckles, Chief Financial Officer of ERCOT.  He expected that these policies would be brought to the Board for approval next month.  Ms. Buckles explained that the Financial Policy codifies current practices, incorporates covenants from current loan agreements, and serves as a guide to ERCOT regarding financial matters.  She then explained that the Investment Policy was necessary because ERCOT is finding that it has more funds to invest than expected due primarily to the TCR Auction and proceeds from the issuance of new debt.   As the fiduciary of these funds, Ms. Buckles explained further, that ERCOT believes it should attempt to maximize returns while maintaining a high level of security. 

Financial Report

Chairman Greene announced that it is Ms. Buckles’s birthday and congratulated her.  Ms. Buckles presented the preliminary figures summarizing ERCOT’s results of operations and expenditures for the current year, as of April 30, 2002.  Ms. Buckles also provided comparisons of actual and forecasted income and budget, and 2001 and 2002 MWh variance analyses.  

Other Business

Mr. Noel stated that ERCOT has prepared a draft policy on requests for information as requested by Representative Wolens that is still being reviewed internally.  ERCOT Staff will bring this policy to the Board at the next meeting.  Mr. Schaeffer expressed his belief that PRR327 addressed this issue as well.  

Executive Session

The Board met in Executive Session to discuss both contractual and personnel issues.

The Meeting was adjourned at approximately 8:30 p.m.  The next Board Meeting will take place on Tuesday, July 16, 2002, at ERCOT’s offices in Austin, and the August Board meeting will take place on Tuesday, August 20, 2002 at ERCOT’s offices in Austin.

__________________________________

Margaret Pemberton, Corporate Secretary
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