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DRAFT MINUTES OF THE ERCOT BOARD OF DIRECTORS MEETING

ERCOT, Met Center
Austin, Texas

10:00 p.m.

July 16, 2002

Pursuant to notice duly given, the Meeting of the Board of Directors of the Electric Reliability Council of Texas, Inc. convened at approximately 10:20 p.m. on July 16, 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

	Linda Clarke
	Exelon
	Wholesale/Ind. PM
	Member

	Mike Greene
	TXU/ONCOR
	T&DU/IOU
	Member

	Curtis Griffin
	Mirant
	Wholesale/Ind. PM
	Member

	Jill Hall
	(Residential Consumer)
	Consumer/Residential
	Member 

	Trudy Harper
	Tenaska
	Generator/Ind. Generator
	Member

	David Itz
	Calpine
	Generator/Ind. Generator
	Member

	Bob Kahn
	Austin Energy
	T&DU/Muni
	Member

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

	Rebecca Klein
	PUCT
	PUCT – Chair
	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 and Proxy for B. Manning as of 2:00pm

	Tom Noel
	ERCOT
	ERCOT CEO
	Member

	Tom Payton
	Occidental Energy Venture Corp.
	Consumer/Industrial
	Member

	Vanus Priestley
	AES New Energy
	Retail Sales/Ind. REP
	Member and Proxy for G. Taddune

	Steve Schaeffer
	Reliant Energy
	Generator/IOU
	Member

	Jerry Stapp
	Big Country Electric Cooperative
	Retail Sales/ Coop
	Member

	John Stauffacher
	Dynegy
	Generator/Ind. Generator
	Member

	Brian Tierney 
	AEP
	Retail Sales/IOU
	Member

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

	Henry Wood
	STEC
	T&DU/Coop
	Representing M. Troell

	Bill Bojorquez
	ERCOT
	
	Staff

	Cherie Broadrick
	ERCOT
	
	Staff

	Maxine Buckles
	ERCOT
	
	Staff/CFO

	Tripp Doggett
	ERCOT
	
	Contractor

	Jim Galvin
	ERCOT
	
	Staff

	Monte Jones
	ERCOT
	
	Staff/Acting Executive Vice President

	David Kasper
	ERCOT
	
	Staff

	Michelle Mellon-Werch
	ERCOT
	
	Staff

	Cheryl Moseley
	ERCOT
	
	Staff

	Margaret Pemberton
	ERCOT
	
	Staff/General Counsel

	Mike Petterson
	ERCOT
	
	Staff

	Kent Saathoff
	ERCOT
	
	Staff

	Heather Tindall
	ERCOT
	
	Staff

	Cheryl Yager
	ERCOT
	
	Staff

	Natalie Gott
	Associated Press
	
	Guest

	Mark Dreyfus
	Austin Energy
	
	Guest

	Bill Gunst
	City Public Service
	
	Guest

	Denise Stokes
	Competitive Assets/FPL Energy
	
	Guest

	Barry Huddleston
	Dynegy
	
	Guest

	Mark Bruce
	Electric Utility Restructuring Legislative Joint Interim Oversight Committee
	Guest

	Beth Garza
	FPL Energy
	
	Guest

	Steve Ponder
	FPL Energy
	
	Guest

	Diana Liebmann
	Haynes & Boone/TECO 
	
	Guest

	Brady Belk
	LCRA
	
	Guest

	Walter Reid
	LCRA
	
	Guest

	A. Gwen Eklund
	Pavilion Technologies, Inc.
	
	Guest

	Sean Barry 
	PricewaterhouseCoopers
	
	Guest

	Michael Hurle
	PricewaterhouseCoopers
	
	Guest

	Robby Abarca
	PUCT
	
	Guest

	Parviz Adib
	PUCT
	
	Guest

	Angela Hurdle
	PUCT
	
	Guest

	Keith Rogas
	PUCT
	
	Guest

	Jess Totten
	PUCT
	
	Guest

	Kevin Gresham
	Reliant Resources, Inc./PRS Chair
	
	Guest

	Suzanne Bertin
	Reliant Resources, Inc.
	
	Guest

	Walt Shumate
	Shumate & Associates
	
	Guest

	Larry Frost
	TECO Energy Source
	
	Guest

	Janice Taylor
	TECO Energy Source
	
	Guest

	Tony Breard
	Texas Admin
	
	Guest

	Mark Smith
	TXI
	
	Guest

	Brad Jones
	TXU
	
	Guest


Announcements

Chairman Green welcomed Linda Clarke from Exelon, as the new Board Member representing Independent Power Marketers in the Wholesale Sales Sector. 

ERCOT State of the Company

Next Chairman Greene introduced Tom Noel for a presentation on ERCOT’s current status. Mr. Noel gave a presentation entitled “ERCOT: A Work in Progress” in which he reviewed the beginnings of ERCOT and its statutory and regulatory directives and discussed the successes and failures of ERCOT.  Mr. Noel also discussed how ERCOT is working to address its failures and his leadership direction for its future.  After Mr. Noel’s presentation, Vanus Priestley and Bob Manning stated their support of the presentation.

Chairman Greene stated that the Board needs to address the transition plan suggested by Representative Wolens, which recommended an implementation date of January 2003.  This suggested timeline would require the Board to take action in the Fall to be able to get membership approval and implement by the date suggested.  Chairman Greene also noted that there would have to be discussions regarding statutory and regulatory requirements for the governance of ERCOT as the ISO.  PUCT Chair Becky Klein noted that the PUCT has started a rulemaking regarding the governance and oversight of ERCOT as the ISO, which will include consideration of Representative Wolens’s plan.  She stated that at the last open meeting, the Commissioners discussed some of the issues pending at ERCOT and she believes that the PUCT can take a more global, market view of pending issues including the impact of certain proposals. 

Retail Market Systems Update

Next, Chairman Greene introduced Monte Jones, Acting Executive Vice President, to give an update on the retail market systems.  Mr. M. Jones presented his progress identifying the issues with and solutions for the retail market systems.  He discussed the key projects in process and those pending design or detailed analysis.  The Board Members discussed issues with various projects, including Market Synchronization, IDR Meter Data and Move In/Move Outs.  

Chairman Greene thanked Mr. M. Jones for the in-depth discussion of the retail market systems projects and asked him for his broad overview of the systems.  Mr. M. Jones stated that he is optimistic about the technology and resources at ERCOT and the solutions being implemented. He explained that he is confident that the issues remaining can be resolved.  

Steve Schaeffer asked Mr. M. Jones about ERCOT’s process for handling submittals by the TDSPs regarding Move In/Move Outs.  Mr. M. Jones stated that ERCOT is in the process of reviewing the proposals and will discuss them with each TDSP for further clarification and understanding.  After ERCOT has reviewed and digested each proposal, it will meet with representatives from all of the TDSPs to discuss the viable options.  

Policy on Request for Information
Mr. Noel explained that ERCOT had received a great deal of interest regarding this policy, therefore, ERCOT Staff will work with the various interested parties to further develop the policy.   

TAC Report

Mr. Noel next stated that Les Barrow, the TAC Chair, is on vacation and left him the following report regarding TAC’s recent activities.

(1) 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:

· 326PRR – Day Ahead Schedule – proposed effective date August 1, 2002.  This PRR will have no impact to the ERCOT IT systems, operating practices, staffing or business processes.  This PRR is a text clean up and reflects language that was approved previously in PRR268.

· 343PRR – Balancing Energy Service Ramp Rate – proposed effective date August 1, 2002.  This PRR will have no impact to the ERCOT IT systems, operating practices, staffing or business processes.  This PRR adds language to describe the typical ramp duration and clarifies the deployment period as that operating interval.

· 344PRR – Bid Clearing – proposed effective date August 1, 2002.  The impact of this PRR on the ERCOT IT system is included in the implementation of PIPs 147 and 148.  This PRR allows the Protocol language to match the operating system capability becoming effective in mid-July.
· 347PRR - OOMC Pricing Formula Clarification - proposed effective date August 1, 2002.  ERCOT Staff has proposed this PRR to correct the equation to calculate a Revenue Credit for units deployed to provide OOME Service in PRR338.  This PRR modifies the equation so it is for each 15-minute settlement interval and provides clarification of the equation so the required system changes can be coded.

PRR 341 was approved by a vote of 27 to 1 with one abstention and is also recommended to the Board for final approval.

· 341PRR – Transmission Facility Status Change Notification – proposed effective date August 1, 2002.  This PRR will have no impact to the ERCOT IT systems, operating practices, staffing or business processes.  This PRR provides flexibility in maintenance scheduling while ensuring optimization of transmission system use.

Chairman Greene expressed his appreciation to TAC and ERCOT Staff for providing the requested additional background materials with the Board packets this month.  Ms. Harper moved to approve PRRs 326, 341, 343, 344, and 347 as recommended by TAC.  Mr. Lee seconded the motion.  The motion passed by a unanimous voice vote with no votes abstaining.
(2) Other TAC Action. 
(a) PRS.  The subcommittee has begun working on revisions to Section 21 of the Protocols.

(b) Subcommittee Governance.  TAC has convened a committee of subcommittee chairs to discuss the governance of ERCOT, including communications and relations between ERCOT Staff and the subcommittees.  

(c) Relaxed Balanced Schedule Requirements Task Force.  TAC directed ROS and WMS to create a joint task force to review issues associated with Relaxed Balanced Schedules.
(d) RMS.  TAC approved the Texas Commercial Operations/Retail Marketplace Test Plan.

(e) Generation Reserve Margin.  TAC approved setting the generating reserve margin at 12½ percent through 2003, and directed the WMS and ROS to jointly develop a process for performing the reserve margin study in the future.  

Mr. Priestley asked if the Board would be asked to approve the Generation Reserve Margin and how often it is changed.  He expressed concern that changing variables create uncertainty for long range planning for companies.  Mr. Huddleston, of Dynegy, explained that ERCOT will review the Generation Reserve Margin every two years and that it has changed this year because there have been major changes in the market conditions which have changed the levels necessary.  Mr. Itz asked what the impact to loads will be from this change and how the margin will be implemented.  Commissioner Klein explained that the PUCT would be starting a rulemaking to determine the best way to implement the Generation Reserve Margin.  She explained that the PUCT will take ERCOT’s recommendation into consideration when determining the rule; however she believes that the implementation method the PUCT determines is best for the market, may influence the necessary Generation Reserve Margin.  Mr. Keegan expressed his concern with the figure recommended by TAC and the meaning of that margin to the market and ERCOT systems.  Mr. Noel explained that the vote at TAC was not unanimous; there were 21 votes for and 8 votes opposed.  Chairman Greene agreed that the Board needed more information, especially on an issue with such large implications.  He requested additional information from TAC on the rationale for the selection of the recommended margin and the effects of the change in the margin.  

Bylaws Changes
Margaret Pemberton, General Counsel, explained the changes made in the proposed Amended Bylaws sent to the Board.  Several Board Members had questions regarding the meaning of the language in the new Section 12.7.  Jerry Stapp recommended the Board table this issue until it is determined how the governance changes will change the structure of the Board.  Mr. Stauffacher stated that the Board and TAC are considering additional changes to the Bylaws for governance changes, and the Governance Committee would like to submit all of the Board-recommended changes to the membership at one time.

Chairman Greene stated that he and Mr. Manning would meet with Mr. Stauffacher, Mr. Itz and Ms. Pemberton later in the week to develop a timeline for proposing changes to be implemented in January and to coordinate the efforts of all interested parties.  

Finance & Audit Committee Report

Chairman Greene announced that Milton Lee is the new Chair of the Finance and Audit Committee.  Mr. Lee reported that the Finance & Audit Committee met before the Board meeting.  The Committee heard reports regarding the Operations Audit response update and SAS 70 Audit preparations by PricewaterhouseCoopers and ERCOT Staff.  Sean Barry and Michael Hurle with PricewaterhouseCoopers made a presentation to the Board regarding their engagement to do the SAS 70 Audit, which is an audit of the internal business processes and general computer controls at ERCOT.  Mr. Barry also reported that the Operations Audit for this year is scheduled to begin in September, and he expects to have a report ready for the Board by November.  Next, Mr. Lee reviewed two minor changes recommended by Finance & Audit Committee to the Financial and Investment Policies sent out in the Board packet. 

Mr. Lee moved to approve the following resolution.  

WHEREAS, the board of directors (the “Board”) of Electric Reliability Council of Texas, Inc., a Texas non-profit corporation (the “Company”) deems it desirable and in the best interests of the Company, in order to provide sound financial and investment policies for its business;
NOW, THEREFORE, BE IT RESOLVED, that the Financial Policy, a draft of which is attached hereto as Exhibit A, is hereby authorized and approved in each and every respect; and

RESOLVED, that the Investment Policy, a draft of which is attached hereto as Exhibit B, is hereby authorized and approved in each and every respect; and

RESOLVED, that the Chief Financial Officer and the Treasurer of ERCOT (the “Designated Investment Officers”) are authorized to enter into investment transactions in accordance with the Investment Policy; and

RESOLVED, that any two of the following officers, with at least one being an executive officer shall have authority to open and close investment and / or depository accounts with Qualified Institutions (as defined in the Investment Policy):  Chief Executive Officer, Chief Operating Officer, Chief Financial Officer, General Counsel, Controller and Treasurer; and

RESOLVED, that the Designated Investment Officers be, and each of them singly hereby is, authorized and empowered in the name of and on behalf of the Company from time to time to do and perform such acts and deeds and to make, execute and deliver all such other agreements, certificates, instruments and documents on behalf of the Company as may be necessary and by them deemed appropriate to carry out the investments authorized under the Investment Policy, and all acts and things whether heretofore or hereafter done or performed by any of the Designated Investment Officers which are in conformity with the intents and purposes of these resolutions shall be and the same are hereby in all respects ratified, confirmed and approved; and further

RESOLVED, that any acts of any officer of the Company and of any person or persons designated and authorized to act by any officer of the Company, which acts would have been authorized by the foregoing resolutions except that such acts were taken prior to the adoption of such resolutions, are hereby severally ratified, confirmed, approved and adopted as the acts of the Company; and 

RESOLVED, that each of the Secretary and each Assistant Secretary of the Company is hereby severally authorized and empowered to certify to the passage of the foregoing resolutions under the seal of the Company or otherwise. 

Mr. Stauffacher seconded the motion; the motion passed by a voice vote with no votes against or abstaining. 

Next Maxine Buckles, CFO, stated that ERCOT Staff has begun the budget process internally and will have a preliminary budget package for review by the Finance and Audit Committee at the August meeting.  The plan is to have the budget approved by the Board in September so it can be filed with the PUCT in accordance with ERCOT’s settlement agreement by October 31st.   Chairman Greene invited all interested parties, especially those challenging the fee in the PUCT proceeding, to provide input in the process at this time to help decrease the time and effort necessary to have the fee approved at the PUCT next year.  Mr. Beal asked that the budget include who will pay for the fees in order to raise the issue in discussion now, because it appears to him to be a sticking point for some parties.  

Financial Report

Ms. Buckles presented the preliminary figures summarizing ERCOT’s results of operations and expenditures for the current year, as of June 30, 2002.  Ms. Buckles also provided comparisons of actual and forecasted income and budget, and 2001 and 2002 MWh variance analyses.  Ms. Buckles then explained a Capital Projects Detail Summary, which compares the budget to actual variances for currently funded capital projects both on a fiscal year, and project to date basis has been added to the financial report.  

Other Business

Mr. Lee asked about the status of the Taylor building.  He would like a report on the project at the next Board meeting.  Mr. Noel stated that the project appears to be on schedule except for delays due to the rain in the past few weeks.  Mr. Noel also mentioned that there will be a formal grand opening celebration on November 19th.  

Executive Session

The Board met in Executive Session to hear a report from the Compensation Committee.

The Meeting was adjourned at approximately 4:30 p.m.  The next Board Meeting will take place on Tuesday, August 20, 2002, at ERCOT’s offices in Austin, and the September Board meeting will take place on Tuesday, September 17, 2002 at ERCOT’s offices in Austin.

__________________________________

Margaret Pemberton, Corporate Secretary
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