
APPROVED MINUTES OF THE ERCOT BOARD OF DIRECTORS MEETING

ERCOT, Taylor Facility
Taylor, Texas

1:00 p.m.

November 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 1:00 p.m. on November 19, 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 and proxy for J. Hall

	Tom Payton
	Occidental Energy Venture Corp.
	Consumer/Industrial
	Member

	Kenan Ogelman
	OPUC
	Consumer/OPUC/

Residential
	Representing S. McClellan

	Trudy Harper
	Tenaska
	Generator/Ind. Generator
	Member 

	David Itz
	Calpine
	Generator/Ind. Generator
	Member

	Barry Huddleston
	Dynegy
	Generator/Ind. Generator
	Representing J. Stauffacher

	Steve Schaeffer
	CenterPoint Energy 
	Generator/IOU
	Member

	Milton Lee
	CPS
	Generator/Muni
	Member

	Jerry Stapp
	Big Country Electric Cooperative
	Retail Sales/ Coop
	Member

	Brian Tierney
	AEP
	Retail Sales/IOU
	Member

	Frank Lacey
	Strategic Energy
	Retail Sales/IND REP
	Member

	Don Whaley
	Republic Power
	Retail Sales/IND REP
	Member

	Terri Eaton
	Green Mountain Energy
	Retail Sales/IND REP
	Representing G. Taddune

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

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

	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

	Jim Harder
	Garland Power & Light
	Wholesale Sales/Muni
	Member

	Curtis Griffin
	Mirant
	Wholesale Sales/Ind. PM
	Member

	Linda Clarke
	Exelon
	Wholesale/Ind. PM
	Member

	Tom Noel
	ERCOT
	ERCOT CEO
	Member

	Jess Totten
	PUCT
	PUCT Chairman
	Representing R. Klein

	Maxine Buckles
	ERCOT
	
	Staff/CFO

	Margaret Pemberton
	ERCOT
	
	Staff/General Counsel

	Monte Jones
	ERCOT
	
	Staff/Acting Executive VP

	Sam Jones
	ERCOT
	
	Staff/COO

	Ken Shoquist
	ERCOT
	
	Staff/CIO

	Ray Giuliani
	ERCOT
	
	Staff/Chief of Market Operations

	Shari Heino
	ERCOT
	
	Attorney for ERCOT

	David Kasper
	ERCOT
	
	Staff

	Mark Walker 
	ERCOT
	
	Staff

	Ralph Weston
	ERCOT
	
	Staff

	Andrew Gallo
	ERCOT
	
	Staff

	Jim Galvin
	ERCOT
	
	Staff

	Mike Petterson
	ERCOT
	
	Staff

	Cheryl Yager
	ERCOT
	
	Staff

	Cheryl Moseley
	ERCOT
	
	Staff

	Kent Saathoff
	ERCOT
	
	Staff

	Heather Tindall
	ERCOT
	
	Staff

	Rob Connell
	ERCOT
	
	Staff

	Barby Harris
	ERCOT
	
	Staff

	Bob Helton
	ANP
	
	Guest

	Vicki Sandler
	APS Energy Services
	
	Guest

	Mark Dreyfus
	Austin Energy
	
	Guest

	Michael McCluskey
	Austin Energy
	
	Guest

	Denise Stokes
	Competitive Assets
	
	Guest

	Les Barrow
	CPS/TAC Chair
	
	Guest

	Beth Garza
	FPL Energy
	
	Guest

	Paul Messerschmidt
	Frontera
	
	Guest

	Jim Neely
	GDS/Tex La
	
	Guest

	Tom Darte
	GEUS (former ERCOT Board member)
	
	Guest

	Dottie Stockstill
	Mirant
	
	Guest

	Sean Barry
	Pricewaterhouse Coopers
	
	Guest

	Tim Cherry
	Pricewaterhouse Coopers
	
	Guest

	Mark Niehaus
	Pricewaterhouse Coopers
	
	Guest

	Parviz Adib
	PUCT
	
	Guest

	Kevin Gresham
	Reliant Resources, Inc.
	
	Guest

	Walt Shumate
	Shumate & Associates
	
	Guest

	Eric H. Drummond
	Sifuentes, Drummond, & Smiter

TXI and Chap. Steel
	
	Guest

	Read Comstock
	Strategic Energy
	
	Guest

	Greg Ramon
	TECO Energy Inc.
	
	Guest

	Cesar Seymour
	Tractebel Energy
	
	Guest

	Wendell Bell
	Texas Public Power Association
	
	Guest

	Mark Zion
	Texas Public Power Association
	
	Guest

	Ed Robben
	The Feld Group
	
	Guest

	Mike Jarboe
	TXU
	
	Guest


Announcements


Chairman Mike Greene congratulated ERCOT Staff on the Taylor facility commemoration held in the morning prior to the meeting.  Mr. Greene then welcomed members of the Board, acknowledging several alternate representatives for this meeting (as shown in the attendance list). 

Approval of Minutes


Chairman Greene requested comments on and approval of the last meeting’s minutes.  Margaret Pemberton noted a suggested amendment from Richard Ross of AEP.  Clifton Karnei moved to approve the minutes as amended.  Jerry Stapp seconded the motion.  The motion passed by voice vote with Tom Payton and Kenan Ogelman abstaining.

ERCOT Operations Report


Next, Chairman Greene invited Tom Noel, ERCOT CEO, to the podium.  Mr. Noel introduced the newest ERCOT officers:  Kenneth Shoquist, Chief Information Officer, and Ray Giuliani, Chief of Market Operations and presented ERCOT’s revised organization chart.  Mr. Noel then reported on recent improvements in retail transactions and on grid operations and reliability.  Mr. Noel noted that the 2003 Reliability Must Run study is almost completed.  Mr. Noel then answered questions from Board members regarding his report.
Market Services Update

 
Monte Jones, acting ERCOT Executive Vice President, provided a detailed update on Market Services at ERCOT, including updates on the master project plan (prioritization list), GISB 1.4, Texas SET Version 1.5, data transparency and ETS, move-in/move-out issues, Quick Recovery Team, Market Synchronization activities; IDR meter usage, non-IDR meter usage, and resettlement of true-up status.  Chairman Green thanked Mr. M. Jones for his updates.

Operations/Systems Update 


In his update to the Board, Sam Jones, Chief Operating Officer, reported on the completion of the Taylor facility.  Mr. Jones also reported on ERCOT’s recent NERC activities.  Mr. Jones noted that NERC had formed a task force to discuss which entities should be responsible for NERC dues.  Mr. Jones noted that the determinations made by this task force will not have a large impact on ERCOT as ERCOT is both a reliability council and a control area, and ERCOT does not pay for NERC programs not utilized by ERCOT.  Mr. Jones reported that ERCOT is still 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.  He reported that the issue is more complex than previously expected and that Protocol revisions may be necessary before the issue can be fully resolved.

Governance Elections Update


Chairman Greene invited Margaret Pemberton, General Counsel, to present an update on the results of the recent membership reapplication process and on the ongoing Segment elections.  Ms. Pemberton distributed a list of members who had registered by the Record Date as required for participation in upcoming elections.  Ms. Pemberton also reported on the progress of the amended Bylaws approval process noting that the amended Bylaws were approved by ERCOT Corporate Members and filed for approval with the PUCT.  The amended Bylaws will be taken up at the December 5, 2002 Open Meeting of the PUCT.

 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:

· PRR 325 – Sub-QSE Partition Limit – Proposed effective date: December 1, 2002 – The Board discussed a similar proposal previously, but remanded it to TAC for further work.  This PRR allows an entity to create an additional sub-QSE if representing RMR unit(s).  QSEs are currently limited to two sub-QSE registrations in addition to their master QSE registration.  The ERCOT settlement process requires RMR units providing ancillary services to have separate sub-QSE.  This change potentially impacts the ERCOT IT systems, operating practices, and business processes.  ERCOT plans to perform an impact analysis.

· PRR 348 – Confidentiality Clean-up – Proposed effective date: December 1, 2002 – This PRR limits the time REC account information is protected to three years after the settlement period and clarifies ERCOT’s obligation to provide dispatch information in a timely manner at no cost to requestor.  This PRR will have no immediate impact to the ERCOT IT systems.  ERCOT operating practices, and business processes will be altered by a manual process until an automated process is created.  

· PRR 363 – IDR Data Start-Stop Times – Proposed effective date: December 1, 2002 - This PRR adds language to require entities to send meter read data in whole days only for all IDR ESI-IDs.  This PRR eliminates need for ERCOT to perform gap validation in conjunction with IDR data loading.  This PRR has no impact to ERCOT IT Systems.  Meter reading entities must ensure data is sent in whole day blocks.  
· PRR 366 – Changes to Pre-Assigned TCRs – Proposed effective date: December 1, 2002. - This PRR modifies pricing and other attributes of PCRs in accordance with PUCT Interim Order No. 15 in Docket No. 24770.  Under this PRR, PCRs will cost 15% of the comparable auction price, will not be “use-it-or-lose-it,” will be tradable or transferable, will be subject to ownership limitation, and shall expire upon opt-in (except as ordered by the Commission).  This PRR will have a minor impact on ERCOT IT systems.  Its recommended priority is high, and it is expected to be completed in 2002.

· PRR 369 – Combined Cycle Units Settlement Aggregation – Proposed effective date:  Contingent on project start date - This PRR modifies the settlement process when Combined Cycle plants receive unit specific instructions from ERCOT and respond by varying output from several interdependent “units.”  This PRR will impact ERCOT IT systems, operating practices and business processes.  Its recommended priority is 1.1.

· PRR 370 – RMR Agreement Process – Proposed effective date:  December 1, 2002 - This PRR formalizes the process for application and approval of RMR agreements.  It will require Board approval of all RMR agreements and attestation of a Resource Entity’s intent to close or mothball the plant, ensuring transparency.  Board approval is currently only required for agreements in excess of one year.  ERCOT proposed modification to this PRR for Board consideration.  TAC instructed PRS to look further into RMR issues.  This PRR has no impact on ERCOT IT systems; however, it will impact ERCOT practice and processes.

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.

· Milton Lee moved to approve PRRs 325, 348, 363, 366 and 369 as recommended by TAC.  David Itz seconded the motion.  The Board then discussed the PRRs, noting possible issues with approving PRR 366 prior to a final order in the related docket.  The motion passed by a voice vote with Barry Huddleston opposing PRR 325, Kenan Ogelman opposing PRR 348, and Tom Payton abstaining on the vote for PRR 348.  Margaret Pemberton explained ERCOT Staff’s concerns and suggested modifications to PRR 370.  The Board then discussed PRR 370 at length.  Brian Tierney explained that the rationale for certain 90 day contracts was to allow ERCOT the time to complete the comprehensive study that would determine ERCOT’s annual needs for 2003.  He said that the Protocols provided for one year RMR contracts and that such contracts should be standard because ERCOT should know its reliability needs on an annual basis and from a staffing and budgeting standpoint 90 day agreements were untenable in certain circumstances.  The Board was in agreement that any RMR plants must have an executed application stating that they intended to shut down or mothball the plant, however, there was concern over whether the Board should approve each RMR contract.  Tom Noel advised that ERCOT would not enter into any RMR contracts or extensions prior to the next Board meeting; therefore Chairman Greene postponed the issue until the December meeting and assigned a working group of Board members, chaired by Bob Manning, to review the issue and report back to the Board at the next meeting.  Tom Noel agreed that, except for the requirements relating to Board approval, ERCOT Staff would follow the requirements contained in PRR 370.

(2) Generation Adequacy.  Two years ago, the Board directed TAC to recommend a minimum reserve margin and a method to ensure generation adequacy.  TAC had previously submitted a minimum reserve margin recommendation to the Board and has now collected recommendations from its subcommittees regarding proposed methods to ensure generation adequacy.  After a review of mechanisms used in other markets and inviting proposals from market participants, the subcommittees focused on two similar methodologies for ensuring generation adequacy that would meet the policies articulated by the PUCT.  Although there are some differences, both methodologies are auction-based, forward-looking, centralized processes to be administered by ERCOT.  TAC makes no specific recommendation at this time.  TAC expects that the PUCT will consider both alternatives and make the final determination of which methodology to use.

(3) Other TAC Action: Mr. Barrow also reported briefly on the following TAC activities: 

· The TAC Subcommittee Governance Task Force gathered input and discussed issues, but made no recommendations for changes to the subcommittee structure.  The task force found no need for a subcommittee structure change because ERCOT has increased leadership on critical issues and current subcommittee structure provides adequate authority.

· TAC approved Operating Guides revisions OGRR 114, OGRR 116, and OGRR 117.

Finance & Audit Committee Report

Milton Lee reported that the Finance & Audit (F&A) Committee met prior to the Board meeting.  The F&A Committee discussed the following topics:

(1) PwC Operations Audit.  Milton Lee invited Sean Barry and Tim Cherry of PricewaterhouseCoopers (“PwC”) to report on the 2002 ERCOT Operational Audit.  Mr. Barry and Mr. Cherry reported on the scope and finding of the Operational Audit.  The report noted that of the sixty-eight (68) compliance elements, there were six (6) material non-compliance items.  The report also contained recommendations for future years.  Mr. Barry noted that areas of material noncompliance were not a threat to grid security or settlement operations.  The Board discussed whether the audit should address the link between ERCOT procedures and compliance with the Protocols.  Mr. Lee noted that the scope of the audit would be addressed by the F&A Committee in the future.  Kent Saathoff, Director of System Operations, then presented ERCOT’s response to the PwC audit report.  Mr. Saathoff noted that ERCOT Staff followed the ERCOT Protocols in the formulation of ERCOT procedures and presented ERCOT’s plans to correct issues of noncompliance.  Milton Lee moved to accept the PwC Operational Audit Report.  Steve Schaeffer seconded the motion.  The motion was approved by a unanimous voice vote without abstention or objection.
(2) Purchase of Met Center.  Mr. Lee reported that ERCOT’s lease on the Met Center building contains an option to purchase the building.  ERCOT Staff performed a financial analysis and determined it to be cost effective to own this property rather than lease it if an acceptable agreement can be reached with the current owner.  Milton Lee moved to authorize ERCOT Staff to negotiate an agreement to purchase the Met Center building, subject to later Board approval of the actual agreement.  Steve Schaeffer seconded the motion.  The motion was approved by a unanimous voice vote without abstention or objection.
(3) Benefit Plan Administrator.  Mr. Lee then reported that ERCOT must update its 401(k) Plan and Money Purchase Plan (collectively, the “Plans”) to comply with revisions in the federal tax code.  At the same time, ERCOT could reduce administrative expenses and provide better service to participants in the Plans by changing the third-party administrator for the Plans from Benefits Resource Group to the New England Life Insurance Company (“NEF”).  NEF has offered to replace the existing group annuity contracts with its Zenith Retirement Contract, which would provide moreinvestment options and impose substantially reduced asset charges.  The F&A Committee recommended adoption of the proposed changes to the Plans subject to the Plan Trustees satisfying themselves that: 

(a) Employees receive notice of the expected blackout period and have the ability to change investment options at least one week before the blackout period begins;

(b) The Trustees have the ability to schedule the initiation of the blackout period to the extent the Trustees deem prudent;

(c) The cost (including administrative fees and surrender charges) to the Company of future plan changes will be reduced from current charges;

(d) The level of service to Plan participants will be improved; and

(e) The Plans as changed meet all requirements of federal law.

Milton Lee moved to adopt the resolution attached hereto as Exhibit 1 subject to the F&A Committee’s recommendations above.  Steve Schaeffer seconded the motion.  The motion was approved by a unanimous voice vote without abstention or objection.
Financial Update


Maxine Buckles, ERCOT CFO, briefly recapped the detailed financial report provided to Board members prior to the meeting, explaining that ERCOT's overall projected financial performance is on target as compared to the budget.

Other Business


The Board set the Annual Meeting to be held on December 17, 2002 at the Renaissance Hotel in Austin.

Executive Session


The Board then met in executive session.  During the executive session, the Board received an update on a one-month extension of the Feld Group contract and the proposed new additional building in Taylor.  The Board also voted to approve Kenneth Shoquist, Chief Information Officer, and Ray Giuliani, Chief of Market Operations, as Vice Presidents of ERCOT.  The Board discussed the upcoming Board retreat planned for January and noted that Segment Alternates should also plan on attending.  The Compensation Committee reported that it had met the previous evening with the Hay Group and had reviewed the Hay Group report.  The committee also reported that it had approved ERCOT managerial salary guidelines.  Board members were then presented with plaques in recognition of their service to ERCOT for 2002. 

Adjournment

The Meeting was adjourned at approximately 5:10 p.m.  The next Board meeting will take place on December 17, 2002, at the Renaissance Hotel in Austin immediately following with the Annual Meeting of the Corporate Members.  The following Board meeting will be on January 22, 2003, at a location to be announced in conjunction with the annual Board retreat..


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

Exhibit 1

RESOLUTION OF THE ERCOT BOARD OF DIRECTORS

November 19, 2002

WHEREAS, the Corporation maintains the Electric Reliability Council of Texas 401(k) Savings Plan (the “401(k) Plan”) and the Electric Reliability Council of Texas Money Purchase Plan (the “Money Purchase Plan”) (collectively, the “Plans”), each of which is a defined contribution plan and trust agreement maintained under Sections 401(a) et seq. of the Internal Revenue Code of 1986 (the “Code”); 

WHEREAS, effective July 1, 1998, each of the Plans was amended and restated in the form of a prototype defined contribution plan and trust document sponsored by Benefits Resource Group (“BRG”), which was retained as the third-party administrator for the Plans;

WHEREAS, pursuant to Section 8.1 of the 401(k) Plan, the Corporation has the right to amend the 401(k) Plan, and, pursuant to Section 8.1 of the Money Purchase Plan, the Corporation has the right to amend the Money Purchase Plan;  

WHEREAS, various recent tax laws, up to and including the Economic Growth and Tax Relief Reconciliation Act of 2001 (collectively, the “Tax Laws”), require and allow changes to provisions of the Plans, and the Corporation has identified other changes (the “Design Changes”) to the Plans that would streamline the administration of the Plans and better effectuate the goals of the Corporation with respect to the Plans without changing the key provisions of the Plans;

WHEREAS, the Corporation has determined that it is in the best interests of the participants in the Plans that the third-party administrator for the Plans be changed from BRG to the New England Life Insurance Company (“NEF”), which currently holds the assets of both Plans; 

WHEREAS, the Corporation has determined that the 401(k) Plan should be amended and restated in accordance with the Tax Laws in the form of the New England Financial Defined Contribution Prototype Plan and Trust #02 Basic Plan Document and the 401(k) Non-Standardized Adoption Agreement #001 and that the Money Purchase Plan should be amended and restated in accordance with the Tax Laws in the form of the New England Financial Defined Contribution Prototype Plan and Trust #02 Basic Plan Document and the Money Purchase Non-Standardized Adoption Agreement #006, each to be effective January 1, 1997, or as otherwise stated therein;

WHEREAS, the Corporation has determined that the 401(k) Plan and the Money Purchase Plan, as so amended and restated, should be further amended to incorporate the Design Changes effective January 1, 2003;

WHEREAS, in order to facilitate and to expedite the conversion of the Plans from BRG’s record keeping system to NEF’s record keeping system, the Corporation has executed or will execute the documents amending and restating the Plans, as hereinabove described, and the Corporation has entered or will enter into an Administrative Services Agreement with NEF to act as third-party administrator for the Plans effective January 1, 2003;  

WHEREAS, in connection with the amendment and restatement of the Plans, the Corporation shall continue the appointment of Mr. Thomas E. Noel and Mr. Sammy R. Jones as Trustees under the Plans and said Trustees have indicated or will indicate their acceptance of the trusts created under the Plans; and

WHEREAS, under the amended and restated Plans, the Corporation shall continue to be designated as the Plan Administrator of the Plans for purposes of the Employee Retirement Income Security Act of 1974, as amended (“ERISA”).

After full discussion and due consideration thereof, it was duly


RESOLVED that the execution of the documents amending and restating the 401(k) Plan and the Money Purchase Plan, as hereinabove described, be and hereby is in all respects authorized, approved, ratified and confirmed; and


FURTHER RESOLVED, that the continued appointment of Mr. Thomas E. Noel and Mr. Sammy R. Jones as Trustees under the Plans be and hereby is in all respects authorized, approved, ratified and confirmed; and 


FURTHER RESOLVED, that the continued designation of the Corporation as the Plan Administrator of the Plans for purposes of ERISA be and hereby is in all respects authorized, approved, ratified and confirmed; and


FURTHER RESOLVED, that the appropriate officers of the Corporation be and hereby are severally authorized to direct that that such contributions from the funds of the Corporation be made each year as shall be required under the provisions of the Plans, subject to the right of the Corporation reserved in the Plans to amend or to terminate the Plans at any time; and


FURTHER RESOLVED, that the actions of the officers of the Corporation in executing such documents as may be required and in taking such other actions as may be necessary or desirable to effectuate the foregoing resolutions, to render said amended and restated Plans fully effective, and otherwise to maintain for the Plans compliance with the requirements of the Code, ERISA, and any other applicable legal requirements be and hereby are in all respects authorized, approved, ratified and confirmed.

__________________________________

Margaret Pemberton, Corporate Secretary
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