
APPROVED MINUTES OF THE ERCOT BOARD OF DIRECTORS MEETING

ERCOT, Met Center
Austin, Texas

10:00 a.m.

October 15, 2002

Pursuant to notice duly given, the Meeting of the Board of Directors of the Electric Reliability Council of Texas, Inc. convened at approximately 10:10 a.m. on October 15, 2002.

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

Meeting Attendance:
	Bob Manning
	HEB Grocery
	Consumer/Commercial
	Member

	Joe Marone
	Occidental Energy Venture Corp.
	Consumer/Industrial
	Representing Tom Payton

	Suzi McClellan
	OPUC
	Consumer/OPUC/

Residential
	Member

	Jill Hall
	Residential
	Consumer/Residential
	Member

	Trudy Harper
	Tenaska
	Generator/Ind. Generator
	Member 

	David Itz
	Calpine
	Generator/Ind. Generator
	Member

	John Stauffacher
	Dynegy
	Generator/Ind. Generator
	Member

	Steve Schaeffer
	CenterPoint Energy (formerly Reliant Energy)
	Generator/IOU
	Member

	Milton Lee
	CPS
	Generator/Muni
	Member

	Jerry Stapp
	Big Country Electric Cooperative
	Retail Sales/ Coop
	Member

	Richard Ross
	AEP
	Retail Sales/IOU
	Representing Brian Tierney

	Frank Lacey
	Strategic Energy
	Retail Sales/IND REP
	Member

	Rick Rucker
	Republic Power
	Retail Sales/IND REP
	Representing Don Whaley

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

	Mike Troell
	STEC
	T&DU/Coop
	Member

	Mike Greene
	TXU/ONCOR
	T&DU/IOU
	Member 

	Paul Brower
	Lower Colorado River Authority
	T&DU/LCRA
	Representing Joe Beal

	Bob Kahn
	Austin Energy
	T&DU/Muni
	Member

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

	Jim Harder
	Garland Power & Light
	Wholesale Sales/Muni
	Member

	Dottie Stockstill
	Mirant
	Wholesale Sales/Ind. PM
	Representing Curtis Griffin

	Mike Cunningham
	Exelon
	Wholesale/Ind. PM
	Representing Linda Clarke

	Tom Noel
	ERCOT
	ERCOT CEO
	Member

	Rebecca Klein
	PUCT
	PUCT Chairman
	Member 

	Maxine Buckles
	ERCOT
	
	Staff/CFO

	Margaret Pemberton
	ERCOT
	
	Staff/General Counsel

	Monte Jones
	ERCOT
	
	Staff/Acting Executive Vice President

	Sam Jones
	ERCOT
	
	Staff/COO

	Shari Heino
	ERCOT
	
	Attorney for ERCOT

	David Kasper
	ERCOT
	
	Staff

	Mark Walker 
	ERCOT
	
	Staff

	Ralph Weston
	ERCOT
	
	Staff

	Bill Bojorquez
	ERCOT
	
	Staff

	Andrew Gallo
	ERCOT
	
	Staff

	Jim Galvin
	ERCOT
	
	Staff

	Cheryl Moseley
	ERCOT
	
	Staff

	Cherie Broadrick
	ERCOT
	
	Staff

	Larry Grimm
	ERCOT
	
	Staff

	Kent Saathoff
	ERCOT
	
	Staff

	Heather Tindall
	ERCOT
	
	Staff

	Bob Helton
	ANP
	
	Guest

	Gina Dixon
	APS Energy Services
	
	Guest

	Mark Dreyfus
	Austin Energy
	
	Guest

	Michael McCluskey
	Austin Energy
	
	Guest

	Thane Thomas Twiggs
	Automated Power Exchange
	
	Guest

	Danny Bivens
	CenterPoint Energy
	
	Guest

	Denise Stokes
	Competitive Assets
	
	Guest

	Fidel Marquez
	CPS
	
	Guest

	Les Barrow
	CPS/TAC Chair
	
	Guest

	John Oberwortmann
	CPS
	
	Guest

	Steve Bartley
	CPS
	
	Guest

	Marialyn Barnard
	CPS
	
	Guest

	Rick Putnicki
	CPS
	
	Guest

	Barry Huddleston
	Dynegy/WMS Chair
	
	Guest

	Ray King
	Frontera
	
	Guest

	Ray Ludwig
	Frontera
	
	Guest

	Joe Freeland
	Mathews & Freeland
	
	Guest

	Steve Madden
	Occidental Energy
	
	Guest

	Marty Downey
	PG&E NEG
	
	Guest

	Sean Barry
	Pricewaterhouse Coopers
	
	Guest

	Robby Abarca
	PUCT
	
	Guest

	Parviz Adib
	PUCT
	
	Guest

	Suzanne Bertin
	Reliant Resources, Inc.
	
	Guest

	Dan Bitting
	Scott Douglas & McConnico
	
	Guest

	Walt Shumate
	Shumate & Associates
	
	Guest

	Dan Madru
	Senator Troy Fraser
	
	Guest

	Charles Attal
	TECO Energy Inc.
	
	Guest

	Paul Messerschmidt
	TECO Power
	
	Guest

	Cesar Seymour
	Tractebel Energy
	
	Guest

	Wendell Bell
	Texas Public Power Association
	
	Guest

	Mark Smith
	TXI
	
	Guest

	Mike Jarboe
	TXU
	
	Guest

	Jerry Ward
	TXU
	
	Guest


Announcements


Chairman Mike Greene welcomed members of the Board, acknowledging several alternate representatives for this meeting (as shown in the attendance list).  Mr. Greene also welcomed two new members of the Board: Frank Lacey of Strategic Energy and Don Whaley of Republic Power (represented by Rick Rucker for this meeting).  Mr. Lacey and Mr. Whaley are replacing resigning members Kathleen Magruder and Vanus Priestley in the Independent REP Segment of the Retail Sales Sector.

Approval of Minutes


Chairman Greene then requested comments on and approval of the last meeting’s minutes.  Steve Schaffer moved to approve the minutes as provided.  Milton Lee seconded the motion.  The motion passed by a unanimous voice vote without objection or abstention.

ERCOT Operations Report


Next, Chairman Greene invited Tom Noel, ERCOT CEO, to the podium.  Mr. Noel reported on recent ERCOT activities and progress.  Mr. Noel presented the results of a mediated Alternative Dispute Resolution (ADR) settlement with Automated Power Exchange (APX) and Frontera Generation L.P. regarding ancillary services provided by Frontera Generation, explaining generally the method used to determine the amount of the settlement.  Board Members were provided with confidential materials regarding the settlement prior to the meeting.  Board Members asked questions of Mr. Noel and Frontera representatives and discussed the settlement in general terms.  Mr. Noel clarified that this settlement is separate from Frontera’s appeals of changes to the Protocols regarding payment for OOMC (PRRs 338 and 347).  John Stauffacher moved to approve the ADR settlement with APX and Frontera Generation as provided to the Board.  Trudy Harper seconded the motion.  The motion was approved by a voice vote with Jill Hall opposing and Doug Keegan and Joe Marone abstaining.

Mr. Noel then provided an overview on progress on retail transactions, Taylor facility construction, the Board retreat for January, the upcoming ISO CEO summit, the Disaster Recovery Project, and newly awarded RMR contracts and other RMR discussions.  Mr. Noel responded to questions from Board members on his report.
Market Services Update

 
Monte Jones, acting ERCOT Executive Vice President, provided a detailed update on Market Services at ERCOT, including ERCOT’s Master Project Plan (i.e. the project prioritization list), move-in and move-out solutions, GISB 1.4 interface, the transaction data transparency project, New Power ESI ID transition, market synchronization activities, consumption data loading improvements, and resettlement activities.  Mr. Jones then responded to questions from the Board.

Operations/Systems Update 


In his update to the Board, Sam Jones, Chief Operating Officer, summarized current Reliability Must Run (RMR) contracts and discussions.  Various generation companies have notified ERCOT of plans to mothball certain units unless ERCOT needs the units for reliability reasons.  Mr. Jones noted that ERCOT has determined that there is not a need for several of the units planned to be mothballed.  Mr. Jones discussed the cost determination process used in negotiating these contracts and answered questions from Board members regarding the use of the selected RMR units.
Mr. Jones reported that ERCOT is diligently working to resolve issues in the Market Operating System (MOS) where MOS is not correctly identifying Market solutions for Local Balancing Energy Service Up and Local Balancing Energy Service Down.  This has resulted in some settlements being incorrectly paid “as bid” which is raising the total dollars flowing through Settlement from early May to early August. Mr. Jones reported that ERCOT has installed software to determine correctly the existence of market solutions in the potentially affected intervals, but more work on the software is still needed.  The final fix is expected shortly.

Board Governance Update


Chairman Greene reported on the latest activities of the Governance Working Group.  Participants of this group achieved consensus on a proposed ERCOT governance structure and recommended proposed Bylaws amendments to the Board.  The Working Group proposal, a description of which had been previously provided to the Board along with the proposed Bylaws changes, requires a reduction in the number of Directors and an addition of Independent Directors during a transition period to a hybrid Board consisting of stakeholders and Independent Board Members.  In December 2002, the ERCOT Board would be reduced to nineteen Board Members.  In June 2003, three Independent Board Members would be added.  In December 2003, the Board would be reduced to fourteen members, including the three Independent Board Members.  Mr. Greene noted that the revised version of the Amended and Restated Bylaws under consideration at the meeting included further modifications regarding the Nominating Committee for Independent Directors as suggested by Chairman Wolens.  Mr. Greene distributed a revised copy of the proposed Bylaws amendments reflecting these suggestions.  This revised language would provide for PUCT approval of the slate of Independent Directors approved by ERCOT Membership.  Chairman Klein noted her support of the proposed governance changes.  Board members discussed the proposed changes in depth.  Margaret Pemberton, General Counsel, noted that she had provided Russell Reynolds Associates, Inc., a leading executive search firm, with a copy of the proposed requirements for the Independent Directors, and the company indicated that it would be possible to find individuals meeting those qualifications.  Board Members were also provided a timeline for Bylaws approval as modified to take into account the most recently proposed Bylaws changes.  Bob Manning moved to approve the Amended and Restated Bylaws through the following resolution:

WHEREAS, the Governance Working Group met over a period of several months and came to a majority consensus to change the governance structure of ERCOT;

WHEREAS, the ERCOT Board of Directors are in favor of the Amended and Restated Bylaws as attached hereto; and

WHEREAS, ERCOT Members are required to vote to amend the Bylaws. 

NOW, THEREFORE, BE IT RESOLVED, the Board hereby approves the Amended and Restated Bylaws, as presented to the Board at the Board Meeting, to be presented to the ERCOT Membership for approval on the condition that they be effective upon approval by the PUCT.

David Itz seconded the motion.  The motion was approved by a unanimous voice vote without objection or abstention.

Finance & Audit Committee Report

Milton Lee reported that the Finance & Audit (F&A) Committee met prior to the Board meeting.  Mr. Lee presented the following items as recommended by the F&A Committee, to the Board:

(1) ERCOT 2003 Budget:  The F&A Committee recommended a $.33 per MWh Administrative Fee with the 2003 Budget as provided to the Board.  This fee is based upon an 80/20 debt equity funding ratio (yielding a $.32 fee) with a one cent addition for added security.  Maxine Buckles, ERCOT CFO, acknowledged that ERCOT Staff supports this proposal and noted that ERCOT currently employs an 80/20 debt equity funding ratio.  In future years, ERCOT expects to move to a lower debt equity ratio as it moves out of start up mode.  The Board discussed issues regarding the 2003 Budget and debt financing.  Milton Lee then moved to approve the 2003 Budget with a $.33 per MWh Administrative Fee and other fees as described in the materials provided to the Board.  Clifton Karnei seconded the motion.  Richard Ross raised concerns about the 80/20 debt to equity ratio supported by the proposed fee and suggested that, given the current lending situation facing our industry, it would be more appropriate for ERCOT to pursue a fee aligned with a 60/40 debt equity ratio.  After additional discussion, the Board approved the motion by a voice vote with Suzi McClellan and Richard Ross abstaining.  Margaret Pemberton, General Counsel, stated that ERCOT will file its revised fee for approval of the PUCT by October 31, 2002 with a proposed effective date of January 1, 2003.

(2) Utilization of Foreign Guarantee in the ERCOT Market: The F&A Committee recommended Board approval of QSE utilization of foreign guarantees to supply alternate credit support. This would allow ERCOT to accept a foreign guarantee if the foreign guarantor meets all of the requirements that otherwise apply to a guarantor as stated in Section 16.2.5.1.1 of the ERCOT Protocols and certain other requirements as set forth in the document provided to the Board.   Milton Lee moved to authorize ERCOT to accept foreign guarantees for entities that meet the required qualifications and to engage the services of a law firm to draft a standard form foreign guarantee and enforce any such guarantees accepted by ERCOT, if necessary.  John Stauffacher seconded the motion.  After discussion, the Board approved the motion by a unanimous voice vote without objection or abstention.
 TAC Report

Les Barrow, the TAC Chair, reported regarding TAC’s recent activities:

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

· 349PRR – UBES-DBES – proposed effective date contingent on project start date (priority 1.2).  This PRR impacts the ERCOT IT systems, operating practices, and business process.  This PRR revises the Protocols language to incorporate the QSE’s bid ramp rates when ERCOT issues instructions for a QSE to change its Balancing Energy Service deployment (up or down) from the previous Settlement Interval to the target Settlement Interval. 
· 350PRR – Smoothing Algorithm – proposed effective date contingent on project start date (priority 1.2).  This PRR impacts the ERCOT IT systems, operating practices, and business process.  This PRR provides for better modeling of physical constraints affecting QSE energy deployments, allowing for improved performance by the ERCOT Control Area and increasing a QSE’s ability to follow the power schedule expected by ERCOT.
· 355PRR – BLT OOME & Generic Cost Fix - proposed effective date November 1, 2002.  This PRR impacts the ERCOT IT systems, operating practices, and business processes.  This PRR provides for the use of Block Load Transfers (BLTs) for OOME deployment.  The Settlements process will be administered manually due to the infrequency of the occurrence.
· 360PRR – Relaxed Balanced Schedules - proposed effective date November 1, 2002.  This PRR has a minor impact to the ERCOT computer systems.  This PRR will allow QSEs to set their load schedule to equal their associated energy schedules, providing additional flexibility for QSEs in scheduling their load.
All PRRs and supporting materials are presented on the following 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 presented.  It was noted that, with respect to PRR 360, projected aggregate obligations are not required to be equal to the expected energy to be consumed by loads when ERCOT allows QSEs to relax their balanced schedules.  PUCT Chairman Klein acknowledged that PRR 360 may be inconsistent with sworn answers filed with the PUCT in response to certain questions.  The PUCT Market Oversight Committee has urged this PRR.  Chairman Klein stated that she and the PUCT understand the inconsistencies and do not expect that any further filings be made unless specifically requested by the PUCT.  Richard Ross moved to approve PRRs 349, 350 and 355 as recommended by TAC.  Rick Rucker seconded the motion.  The motion passed by a unanimous voice vote with no objections or abstentions.  Richard Ross moved to approve PRR 360.  Rick Rucker seconded the motion.  The motion passed by a voice vote with Mike Troell and Jim Harder opposing.

(2) Ancillary services requirements.  The ERCOT Protocols (§6.4.1) require that methodologies be annually developed and approved for determining the amounts of Ancillary Services to be procured by ERCOT.  TAC approved the proposed Methodologies for Determining Ancillary Services for 2003 document as provided to the Board.  Milton Lee moved to approve the Ancillary Services requirements recommended by TAC.  Dottie Stockstill seconded the motion.  The motion passed by a unanimous voice vote with no objections or abstentions.  
(3) Appeal of TAC’s rejection of PRR 325 (QSE partitioning).  Mr. Barrow invited Richard Ross to present his appeal of TAC’s failure to approve PRR 325.  PRR 325 was remanded back to PRS pending completion of an impact analysis by ERCOT.  PRR 325 would have increased the number of sub-QSEs allowed per entity.  The Board asked questions of Mr. Ross and discussed the issues surrounding this PRR.  ERCOT Staff raised a concern that allowing more QSE registration in the system would degrade system performance.  Clifton Karnei moved to allow ERCOT the authority to grant exceptions to the current QSE partition limit for QSEs representing RMR units.  Trudy Harper offered an amendment to the motion to limit the applicable exception time frame until the end of 2002.  Mr. Karnei accepted the amendment, and Ms. Harper seconded the amended motion.  The motion passed by a unanimous voice vote with no objections or abstentions.  
(4) Other TAC Action: Mr. Barrow also reported briefly on the following TAC activities: 

· Discussion of the October 1st Report on Existing and Potential Electric System Constraints and Needs within the ERCOT Region and overall transmission planning process.

· Approval of the “Left-in-Hot CSV Process” proposed by RMS and forwarded to PRS for project prioritization and classification.

· Formation of a joint ROS/WMS task force to define guidelines and methodology for future generation reserve margin requirement calculations.

· Approval of revised WMS Procedures adding four standing working groups under WMS.

Financial Update


Maxine Buckles, ERCOT CFO, briefly recapped the detailed financial report provided to Board members prior to the meeting, explaining that ERCOT is still slightly under budget at this time and that an extra schedule showing a twelve month forecast had been provided to the Board in the packet. 

Other Business

Sam Jones reported that ERCOT had posted its October 1st Report on Existing and Potential Electric System Constraints and Needs.  This report is available at:

http://www.ercot.com/Participants/SystemPlanning/Transcons/Index.htm.

ERCOT plans to schedule a workshop to answer questions regarding this report.  PUCT Chairman Klein noted that the PUCT would appreciate a presentation on this topic at an upcoming Open Meeting.

Executive Session


The Board then met in executive session to discuss executive compensation and Staff restructuring.
Adjournment

The Meeting was adjourned at approximately 4:10 p.m.  The next Board meeting will take place on November 19, 2002 at ERCOT’s new Taylor facility, and the following Board meeting will take place on December 17, 2002 at the Renaissance Hotel in Austin in conjunction with the Annual Meeting of the Corporate Members.


Board materials and presentations from the meeting are available on ERCOT’s website at:

http://www.ercot.com/calendar/2002calendar/boardmaterials.htm
__________________________________

Margaret Pemberton, Corporate Secretary
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