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DRAFT MINUTES OF THE ERCOT BOARD OF DIRECTORS MEETING

ERCOT, Met Center
Austin, Texas

10:00 a.m.

September 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 10:10 a.m. on September 17, 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

	Tom Payton
	Occidental Energy Venture Corp.
	Consumer/Industrial
	Member

	Tom Brocato
	OPUC
	Consumer/OPUC/Residential
	Representing S. McClellan and proxy for J. Hall

	Trudy Harper
	Tenaska
	Generator/Ind. Generator
	Member and proxy for K. Magruder

	David Itz
	Calpine
	Generator/Ind. Generator
	Member

	John Stauffacher
	Dynegy
	Generator/Ind. Generator
	Member

	Wayne Roesler
	Reliant Energy
	Generator/IOU
	Representing Steve Schaeffer

	Milton Lee
	CPS
	Generator/Muni
	Member

	Jerry Stapp
	Big Country Electric Cooperative
	Retail Sales/ Coop
	Member

	Brian Tierney 
	AEP
	Retail Sales/IOU
	Member

	Clifton Karnei
	Brazos Electric Power Cooperative
	T&DU/Coop
	Member and proxy for J. Stapp after 1:30

	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 J. Beal

	Bob Kahn
	Austin Energy
	T&DU/Muni
	Member

	Doug Keegan
	Constellation Power Source
	Wholesale Sales/Ind. PM
	Member and proxy for C. Griffin

	Jim Harder
	Garland Power & Light
	Wholesale Sales/Muni
	Member

	Linda Clarke
	Exelon
	Wholesale/Ind. PM
	Member

	Tom Noel
	ERCOT
	ERCOT CEO
	Member

	Rebecca Klein
	PUCT
	PUCT Chair
	Member 

	Maxine Buckles
	ERCOT
	
	Staff/CFO

	Trip Doggett
	ERCOT
	
	Contractor

	Margaret Pemberton
	ERCOT
	
	Staff/General Counsel

	Monte Jones
	ERCOT
	
	Staff/Acting Executive Vice President

	Sam Jones
	ERCOT
	
	Staff/COO

	Steve Grendel
	ERCOT
	
	Staff

	Shari Heino
	ERCOT
	
	Attorney for ERCOT

	David Kasper
	ERCOT
	
	Staff

	Joel Mickey
	ERCOT
	
	Staff

	Mike Petterson
	ERCOT
	
	Staff

	Jennifer Taylor
	ERCOT
	
	Staff

	Cheryl Yager
	ERCOT
	
	Staff

	Mark Walker 
	ERCOT
	
	Staff

	Ralph Weston
	ERCOT
	
	Staff

	Larry Brewer
	AEP
	
	Guest

	Dale Furrow
	AEP
	
	Guest

	Richard Ross
	AEP
	
	Guest

	Allison Griffin
	Allyn & Co
	
	Guest

	Bob Helton
	ANP
	
	Guest

	Mark Dreyfus
	Austin Energy
	
	Guest

	Michael McCluskey
	Austin Energy
	
	Guest

	Danny Bivens
	Center Point Energy
	
	Guest

	Denise Stokes
	Competitive Assets
	
	Guest

	Preston Ochsner
	Constellation New Energy
	
	Guest 

	Fidel Marquez
	CPS
	
	Guest

	Les Barrow
	CPS
	
	Guest

	John Oberwortmann
	CPS
	
	Guest

	Steve Bartley
	CPS
	
	Guest

	Marialyn Barnard
	CPS
	
	Guest

	Barry Huddleston
	Dynegy/WMS Chair
	
	Guest

	Michelle Trenary
	First Choice Power
	
	Guest

	Steve Ponder
	FPL Energy LLC
	
	Guest

	Roberto Denis
	FPL Energy, LLC
	
	Guest

	Ray King
	Frontera
	
	Guest

	Larry Frost
	Frontera
	
	Guest

	Gwen Eklund
	Pavilion Technologies, Inc.
	
	Guest

	Robby Abarca
	PUCT
	
	Guest

	Parviz Adib
	PUCT
	
	Guest

	Jess Totten
	PUCT
	
	Guest and representing R. Klein for the morning

	Kevin Gresham
	Reliant Resources, Inc./PRS Chair
	
	Guest

	Walt Shumate
	Shumate & Associates
	
	Guest

	Read Comstock
	Strategic Energy
	
	Guest

	Paul Messerschmidt
	TECO Power
	
	Guest

	Wendell Bell
	Texas Public Power Association
	
	Guest

	Phillip Oldham
	TIEC
	
	Guest

	Mike Jarboe
	TXU
	
	Guest

	Jerry Ward
	TXU
	
	Guest


Announcements


Chairman Mike Greene welcomed members of the Board, acknowledging several alternate representatives and proxies for this meeting (as shown in the attendance list).  Doug Keegan updated the Board on the recent purchase of AES NewEnergy by Constellation, making two ERCOT member companies affiliated for purposes of ERCOT representation and restricting them to only one vote.  Preston Ochsner, representing Vanus Priestley, stated that Mr. Keegan would maintain his vote, leaving NewEnergy with no vote.   The companies intend to decide in the next two weeks how to designate themselves for purposes of ERCOT representation.

Approval of Minutes


Chairman Greene noted one suggested addition to the minutes and then requested approval.  David Itz moved to approve the minutes as revised.  Bob Kahn seconded the motion.  The motion passed by a unanimous voice vote without objection or abstention.

ERCOT Progress Report


Next, Chairman Greene invited Tom Noel, ERCOT CEO, to the podium.  Mr. Noel gave a detailed presentation focusing on ERCOT organizational changes, transmission and generation planning, strategic perspectives, standard market design, the 2003 Budget process, retail mechanics, and grid operations and reliability.   The Board then asked questions of Mr. Noel and discussed the issues presented.  Mr. Noel’s report has been posted to ERCOT’s website at:

http://www.ercot.com/NewsRoom/PublicPresentations/Index.htm

Market Services Update

 
Monte Jones, acting ERCOT Executive Vice President, provided an update on Market Services at ERCOT, including progress made and continuing issues.  Activities addressed by Mr. M. Jones included ERCOT’s master project plan, move-in/move-out issues, ESI ID tracking system, Texas SET version 1.5, Quick Recovery Team updates, market synchronization activities, IDR meter data reports, Lodestar data loading improvements, “moved-out” ESI IDs with consumption, resettlement progress, and the new POLR rule implementation.  Mr. M. Jones then responded to questions from Board members on his report. Mr. Jones’ report has been posted to ERCOT’s website at: 

http://www.ercot.com/NewsRoom/PublicPresentations/Index.htm.
Operations/Systems Update 


In his update to the Board, Sam Jones, Chief Operating Officer, addressed the following issues:

(1) RMR Contracts.    Mr. S. Jones reported that after a year of operation as a single control area, ERCOT has determined a need  to enter into Reliability Must Run (RMR) contracts for some generation units for reliability purposes This need was driven by AEP’s notice to ERCOT that AEP planned to mothball certain units.  ERCOT is therefore considering RMR contracts with AEP for some of these units.  Mr. Jones invited Trip Doggett, a consultant for ERCOT, to present a report on the RMR unit selection process.  .  ERCOT is evaluating the need for these specific units on a case-by-case basis and will be negotiating the necessary contracts.  Mr. Noel noted that although Board approval of these contracts was unnecessary due to the Protocols requirement for ERCOT to negotiate such contracts, ERCOT Staff felt it prudent to request Board approval to allow ERCOT to negotiate RMR contracts because ERCOT had not previously entered any RMR contracts and significant payment would be involved.  The Board discussed the need for RMR contracts at length.  Mr. Jones noted that in preparation for future RMR contracts, ERCOT was in the process of hiring a consultant to verify and extend the results of the RMR studies completed by ERCOT.  Trudy Harper then moved to authorize Sam Jones and Tom Noel to negotiate RMR contracts up to ninety days in length.  Jim Harder seconded the motion.  After further discussion, Ms. Harper amended her motion to authorize Sam Jones and Tom Noel to negotiate and execute RMR contracts up to one year in length.  Mr. Harder agreed to second the amended motion.  Ms. Harper inquired whether Mr. Noel would seek Board approval each time an RMR contract was sought.  Mr. Noel stated that he did not intend to bring such issues to the Board in the future.  The motion passed with Brian Tierney abstaining (due to AEP’s involvement in the RMR negotiations) and Tom Payton, Tom Brocato and Jill Hall (through Tom Brocato’s proxy) opposing.  (Total votes in favor were 18.5, votes abstaining was 1 and votes against were 4.5).  Board members requested that Mr. Doggett’s presentation and the RMR studies be posted on the ERCOT website when available.  Mr. Doggett’s presentation is available at:

http://www.ercot.com/NewsRoom/PublicPresentations/Index.htm.
(2) Black Start Contracts.  Mr. Jones reported that ERCOT’s current Black Start contracts will expire in December 2002.  ERCOT must have new agreements in place prior to December 31, 2002 to allow for planning and training Black Start procedures.  The 2003 Black Start units have been selected on a competitive bid basis; Mr. Jones noted that thirteen units were not selected.  Standard form contracts will need to be executed.  Mr. Noel noted that although Board approval of these contracts was unnecessary due to the requirement to have such contracts in the Protocols, ERCOT Staff felt it prudent to request Board approval for these contracts as for the RMR contracts.   Prior to voting, several board members disclosed to Margaret Pemberton, ERCOT General Counsel, that their companies had bid for and expected execute Black Start contracts with ERCOT.  Ms. Pemberton identified these members as Bob Kahn (Austin Energy), Mike Greene (TXU), Curtis Griffin through Doug Keegan (Mirant), Milton Lee (CPS), Mike Troell (STEC), and Wayne Roesler for Steve Schaeffer (Reliant).  Explaining that the foregoing Board members disclosed their companies’ interests in the vote, Ms. Pemberton advised that they could still vote on the matter noting that the selection of the units was by a competitive bid process.  Trudy Harper noted that her company had participated in the Black Start bidding process, although the generator it represented was not selected.  Clifton Karnei moved to authorize ERCOT to execute Black Start contracts with the Black Start units selected.  John Stauffacher seconded the motion.  The motion passed by a unanimous voice vote without objection or abstention.
(3) As a follow-up to the report of the error for payment calculation for dispatched energy paid for as Local Balancing Energy Service instead of Out of Merit Energy Service in intervals from early May to early August, Mr. Jones reported that the solution for this miscalculation was almost complete and would catch most errors in the suspected intervals upon resettlement.  An additional tool will be used by ERCOT to further test the intervals that the revised system identifies as competitive solutions.
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:

· 345PRR – Multi-Settlement – proposed effective date October 1, 2002. This additional functionality will initially be supported by a manual process; automation could be considered in the future.  This PRR revises the Protocols language to state that providers will be paid the highest clearing price for the market in which they are awarded.

· 346PRR – MVA Data Calculation – proposed effective date October 1, 2002. This PRR requires no system change and eliminates the requirement for submitting MVA data.

· 348PRR – Confidentiality Cleanup - proposed effective date October 1, 2002. This change will impact the ERCOT IT systems, operating practices, and business processes.  This PRR limits the time that Renewable Energy Credit account information is protected from disclosure to three years after the Settlement period, makes Resource specific costs confidential, and clarifies the format in which Dispatch Instruction information is made available.

· 351PRR – Load Imbalance Balancing Energy Settlement - proposed effective date October 1, 2002.  This PRR requires no system change and simply revises the load unit from MW to MWh to show the appropriate unit that the system uses to solve for Imbalance Settlement.

· 352PRR – Extension of Proxy Day Determination - proposed effective date pending project priority and start date. This PRR impacts the ERCOT computer system.  This PRR changes the Non-Weather Sensitive (NWSIDR) Proxy Day determination method to use the most recent historical ESI-ID interval data from the last 12 months.  This revision minimizes the use of the IDR Default Profile in settlement calculations by extending the period of historical usage that is available for proxy day selection.  

· 354PRR – Amend POLR Process - proposed effective date September 24, 2002.  This PRR impacts the ERCOT computer system and Market Participant procedures.  This PRR replaces references to ‘POLR’ with ‘Affiliate REP’ where appropriate throughout Section 15, and 19.3.1.  It also adds language to subsection 15.1.2 for the process used when dropping a customer to POLR for contract non-renewal.  This language also updates the Protocols to be in compliance with new PUCT Subst.R. §25.43
All PRRs and supporting materials were 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 PRR’s presented.  Tom Payton noted his concern about the lack of a definite time frame and cost to market participants requesting information under PRR 348.  The Board therefore remanded PRR 348 to TAC for further work on the issues raised.  Mr. Barrow noted that some clarifications had been made to PRR 354 since the time it was provided to the Board.  Board members received copies of the modified PRR 354 and discussed and recommended further modifications. David Itz then moved to approve PRRs 345, 346, 351, and 352 as recommended by TAC and PRR 354 as amended.  John Stauffacher seconded the motion.  The motion passed by a unanimous voice vote with no objections or abstentions.  Mr. Barrow then provided a brief update showing the numbers of PRRs processed and approved in recent months.
(2) Other TAC Action.
(a) Mr. Barrow reported that TAC and ERCOT Staff recommend that the Board approve the Commercially Significant Constraints (CSCs) and Congestion Zones as provided in the Board packet.   The following switching station paths are recommended as CSCs for 2003: (i) West to North - Graham to Parker and Graham to Benbrook, (ii) South to North – Sandow to Temple, and (iii) South to Houston – South Texas Project to Dow (Valasco), with four resulting CSC zones: West, North, Houston, and South.  After a discussion of the impacts of the chosen CSCs and zones, Doug Keegan moved to approve the 2003 CSCs and Congestion Zones as recommended by TAC.  Jim Harder seconded the motion.  The motion passed by a unanimous voice vote with no objections or abstentions.
(b) Mr. Barrow also reported the other following activities of TAC:

· TAC unanimously approved Operating Guide Revisions 112, 113 and 115.  These changes make the Operating Guides consistent with the Protocols.

· PRRs are in process to facilitate a move to Relaxed Balanced Schedules.

(c) Finally, Mr. Barrow reported on the Prioritization List which TAC approved and recommended for Board acceptance and consideration in budgeting for capital projects for 2003.  A number of projects have been requested by ERCOT Staff and the ERCOT stakeholders for implementation under the 2003 Budget.  ERCOT Staff, with input from the stakeholders, compiled a list of currently known projects.  At the request of TAC, the Protocol Revision Subcommittee (PRS) held a special meeting to discuss and prioritize the list of projects requested by the stakeholders.  All of the TAC subcommittees were invited to participate in the prioritization process.  The projects were prioritized and the top thirty projects were force ranked.  ERCOT Staff then prepared a consolidated list of the projects requested by the stakeholders and Staff.  The consolidated project list was provided in the Board packet and can also be found at:

http://www.ercot.com/Participants/SystemChangeProgram.htm.

It was noted that this list is dynamic and is expected to change over time as new projects are added and prioritized and some currently listed projects are determined unnecessary.  The Board accepted the Prioritization List provided and requested that ERCOT Staff provide a monthly update of changes to the list.

Board Governance Working Group Update:

Chairman Greene, on behalf of the Governance Working Group, reported on the recent meeting of the Governance Working Group and the history of the need for changes in ERCOT’s Board structure.   Mr. Greene noted that many parties attended the latest Governance Working Group meeting, including PUCT Staff, legislative representatives, and ERCOT Staff.  Mr. Greene distributed a report to the Board which included a new Board structure proposal, along with a proposed timeline for implementation of this proposed structure.  Mr. Greene compared this new proposal to Representative Wolen’s original proposal that ERCOT have a completely independent Board by 2004.  Mr. Greene noted that in light of the fact that legislative change could result if the Board took no action, the Board would be best served by working to create a structure of its own that would satisfy the Legislative Oversight Committee.  The structure proposed by the Governance Working Group would ultimately result in a hybrid Board for 2004 with three independent Board members, three consumer representatives, six market participant segment representatives, the ERCOT CEO, and the PUCT Chair (non-voting).  During the transition period of 2003, the size of the Board would be reduced and independent Board members added midway through the year.  It was noted that no changes were planned for TAC at this time.  The Board discussed the proposal at length and requested that the Governance Working Group return to the next Board meeting with a finalized proposal, including needed Bylaws changes and procedures for selecting independent Board members.  It was further noted that the cost of retaining independent Board members must be added to the 2003 Budget.

Finance & Audit Committee Report

Milton Lee reported that the Finance & Audit (F&A) Committee met prior to the Board meeting and recommended the following items to the Board:

(1) ERCOT Proposed 2003 Budget:  The F&A Committee recommended ERCOT Staff’s estimate of a $.36 administrative fee for 2003 based upon a 60/40 debt-equity funding ratio of $70 million in capital projects for 2003 be reduced to $.32 based upon a 80/20 debt equity funding ratio.  The F&A Committee also recommended that the Board direct ERCOT Staff to evaluate whether it is reasonable for the Board to consider adoption of FAS 71 to deal with projected future “negative equity.”

(2) ERCOT Proposed 2003 Budget: The F&A Committee recommended that the Board evaluate whether it is reasonable to consider a retail/wholesale differentiated administrative fee for 2003.

(3) 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.  ERCOT would accept the 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 handout provided to the Board.

After discussion, the Board accepted these items, noting that the vote on the issue of the foreign guarantee would be deferred until the October Board meeting, and requested ERCOT Staff input on items (1) and (2).  Mr. Noel noted that it would be difficult for the ERCOT Staff to provide further input on the possibility of a retail/wholesale differentiated administrative fee as this issue had already been addressed with the past budget and administrative fee.  Chairman Greene then complimented all those involved on their efforts in preparing the 2003 Budget.

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.  

Executive Session


The Board then met in executive session to discuss RMR contracts, scheduled ADR involving ERCOT, and the 2003 Budget.

Adjournment

The Meeting was adjourned at approximately 4:45 p.m.  The next Board Meeting will take place on Tuesday, October 15, 2002 at ERCOT’s offices in Austin, and the following Board meeting will take place on November 19, 2002 at ERCOT’s new Taylor facility.


__________________________________

Margaret Pemberton, Corporate Secretary
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