
MINUTES OF THE ERCOT BOARD OF DIRECTORS MEETING

ERCOT Offices

Austin, TX
10:00 a.m.

June 17, 2003

Pursuant to notice duly given, the Meeting of the Board of Directors of the Electric Reliability Council of Texas, Inc. convened at approximately 10:15 a.m. on June 17, 2003.

Meeting Attendance:

Board members:

	Armentrout, Mark
	
	
	Present

	Baggett, David
	
	
	Present

	Beal, Joe
	Lower Colorado River Authority
	LCRA
	Present (in the morning) Ross Phillips Designated Rep beginning 1:00 p.m.

	Clarke, Linda
	Exelon Generation Company
	Ind PM
	Present

	Espinosa, Miguel 
	
	
	Present

	Greene, Mike 
	Oncor Electric Delivery Company
	IOU - ERCOT Chairman
	Present

	Harder, Jim
	Garland Power & Light
	Municipal
	Segment Alternate (for  Milton Lee)

	Harper, Trudy 
	Tenaska
	Ind Generator
	Present

	Itz, David 
	Calpine Corp.
	Ind Generator
	Present

	Kahn, Bob 
	Austin Energy
	Municipal
	Present

	Klein, Rebecca 
	Public Utility Commission of Texas
	PUCT Chairman
	Present

	Lenox, Hugh
	Brazos Electric Coop
	Coop
	Designated Representative for Clifton Karnei

	Manning, Bob
	H-E-B Grocery Company
	Consumer/ Commercial – ERCOT Vice Chairman
	Present

	McClendon, Shannon 
	Attorney
	Consumer/ Residential
	Present

	Noel, Tom 
	ERCOT
	ERCOT CEO
	Present

	Pappas, Laurie
	Office of Public Utility Counsel
	Consumer/OPUC/

Residential
	Designated Representative for Suzi Ray McClellan

	Payton, Tom
	Occidental Chemical Corp.
	Consumer/Industrial
	Present

	
	
	
	

	Priestley, Vanus
	Constellation New Energy
	Ind REP
	Segment Alternate (for Frank Lacey)

	Schaeffer, Steve 
	CenterPoint Energy
	IOU
	Present

	Stockstill, Dottie 
	Mirant Americas E.M.
	Ind PM
	Present

	Veiseh, David
	Utility Choice Electric
	Ind REP
	Present

	Wood, Henry
	South Texas Electric Coop
	Coop
	Designated Representative for Mike Troell


ERCOT Staff and Guests:

	Sam Jones
	ERCOT Staff - Executive VP and COO

	Maxine Buckles
	ERCOT Staff – VP and CFO

	Ray Giuliani
	ERCOT Staff – V P and Chief of Market Operations

	Margaret Pemberton
	ERCOT Staff – VP, General Counsel and Corporate Secretary

	Ken Shoquist 
	ERCOT Staff – VP and CIO

	Rob Connell
	ERCOT Staff

	Gary Stroud
	ERCOT Staff

	Richard Gruber
	ERCOT Staff

	Cheryl Moseley
	ERCOT Staff

	Andrew Gallo
	ERCOT Staff

	Larry Grimm
	ERCOT Staff

	Clayton Greer
	Constellation

	Terri Eaton
	Green Mountain Energy

	John Meyer
	Reliant Resources

	Kevin Gresham
	Reliant Resources

	Heather Tindall
	ERCOT Staff

	Mark Dreyfus
	Austin Energy

	Thane Twiggs
	APX

	Paul Messerschmidt
	TECO/Frontera

	Greg Ramon
	TECO/Frontera

	Heather Smith
	ERCOT Staff

	Mark Walker
	ERCOT Staff 

	Steve Wallace 
	ERCOT Staff

	Ralph Weston 
	ERCOT Staff

	Cheryl Yager
	ERCOT Staff

	Kent Saathoff
	ERCOT Staff

	Jim Galvin
	ERCOT Staff

	Mike Petterson
	ERCOT Staff

	Keith Rogas
	PUCT 

	Parviz Adib
	PUCT 

	David Kasper
	ERCOT Staff

	Robby Abarca
	PUCT

	Kevin Judice
	ERCOT Staff

	Beth Garza
	FPL Energy– TAC Chair

	Henry Durrwachter
	TXU Energy

	Simon Melhem
	UCE

	Mark Smith
	TXI

	Wendell Bell
	TPPA

	Mark Bruce
	FPL Energy

	John Houston
	CenterPoint Energy

	Cesar Seymour
	Tractebel Energy

	Neil Eddleman
	Texas Energy Association for Marketers

	Weldon Gray
	Concho Valley Elec. Coop

	David Hernandez
	Liberty Power

	Carol Biedrzycki
	Texas ROSE

	Brad Belk
	LCRA

	William Taylor
	Calpine

	Dan Jones
	CPS

	Walt Shumate
	Shumate & Associates

	Ross Phillips 
	LCRA

	Steve Bartley
	CPS

	Jeyant Tamby
	ERCOT Staff


Announcements


Chairman Mike Greene called the meeting to order and determined that a quorum was present.  He then acknowledged representatives attending in the place of Board members, as shown in the attendance list above.

Approval of Minutes


Chairman Greene requested comments on and approval of the last meeting’s minutes.  Andrew Gallo mentioned that Richard Ross of AEP provided suggested revisions to the minutes and provided the comments to the Board for its consideration.  Shannon McClendon moved to approve the May Board meeting minutes without the changes suggested by Mr. Ross.  David Itz seconded the motion.  The motion passed by a unanimous voice vote.
Welcome New Directors


Chairman Greene welcomed the three new Board Directors.  He commented that ERCOT can be proud of the expertise it has added to the Board.  He then invited each new Director to describe his background and experience to the group.  Chairman Rebecca Klein stated that ERCOT has been looking forward to this day and commended the ERCOT Board for its work in getting to this point.

CEO Report

Chairman Greene invited Tom Noel, ERCOT President and CEO, to the podium.  Mr. Noel presented an agenda for the presentations by ERCOT Staff at today’s meeting.  He also provided a brief update regarding the TCE bankruptcy proceedings.  He then stated the items which he expects will be presented at the next meeting, including: a proposed process for improving the market design; updated priority list; an analysis of the impact the market design effort will have on 2003 projects and the 2004 budget.  He concluded by stating that:  (i) ERCOT remains concerned about the North-to-Houston congestion issue; and (ii) market design changes are needed to address the forward market and local congestion issues.

Grid Operations Update

Chairman Greene invited ERCOT Executive Vice-President and COO, Sam Jones, to the podium to present the Grid Operations Update.  Mr. Jones invited Kent Saathoff, ERCOT’s Director of System Operations, to the podium to address the North-to-Houston congestion issues. Mr. Saathoff stated that, beginning in May of this year, ERCOT saw significant loading of certain lines in the North-to-Houston corridor.  In managing the congestion, ERCOT has run into difficulty because it cannot use the zonal balancing process since North-to-Houston is not a CSC.  He stated that handling this congestion is extremely operator-intensive.  This congestion has occurred on 26 of 39 days between May 8th and June 16th.  The estimated cost of using local congestion tools to resolve the North-to-Houston congestion during that period is $10 million.  On June 9th, ERCOT sponsored a technical meeting to address the issues.  Finally, he stated that ERCOT has instituted operating procedures to use zonal balancing deployments if the limits are exceeded after using unit/portfolio specific deployments and that the cost of those deployments will be uplifted the same as local OOM deployments.  Jim Harder asked about the cause of this congestion.  Mr. Saathoff stated that there was no definitive cause; however he pointed out that one unit at STP is down for maintenance, and that weather factors and commercial considerations have contributed to this problem.  A discussion ensued regarding whether the problem is temporary.  Mr. Saathoff then stated that ERCOT will implement the zonal balancing if it exceeds 105% of the limit or the limit is exceeded for more than one hour.

A discussion then took place regarding the proceedings at TAC relating to PRR418 to establish a new North-to-Houston CSC.  Chairman Klein asked if TAC had remanded the issue to PRS.  
Beth Garza stated that TAC will consider PRR418 at its July meeting.  PRS is meeting later this week and may have additional information for TAC.  Kevin Gresham, Chairman of PRS, explained the process of the PRS review of PRR418. 

Chairman Greene asked Mr. Jones if ERCOT has the tools to handle this problem from a reliability standpoint.  Mr. Jones replied affirmatively.  Chairman Greene then stated that the Board would consider TAC’s proposal next month.  Chairman Klein stated that ERCOT staff has acted appropriately in developing an interim plan while PRS, TAC and the Board can continue to perform due diligence on this issue so that the Board can address this issue next month.

Mr. Jones concluded by stating that ERCOT issued its report on the April 15, 2003 disturbance and will soon issue a report regarding the May 15th disturbance.

Information Technology Update
Ken Shoquist, ERCOT Vice President and Chief Information Officer, provided the Board with a technology update.  

Mr. Shoquist stated that ERCOT handled 35 million transactions last month, with zero open incidents.  In May, ERCOT updated hardware.  Additionally, he pointed out that ERCOT has experienced many internet attacks on the ERCOT network.  On one day in particular, we had 15,000 attacks.  Tom Payton asked about the “typical” internet attack.  Mr. Shoquist stated that 80% of them are “random” attacks (e.g. by viruses); the other 20% are targeted on energy or financial providers.  The goal of the attacker is to get inside ERCOT’s firewall.

Mr. Shoquist stated that ERCOT has 20 active projects at this time. He then discussed some of the open projects and their status. He then mentioned several architecture improvements in process.  Additionally, he presented some issues related to ERCOT’s data archives.

Finally, Mr. Shoquist mentioned that ERCOT will host a Texas Energy Market IT Forum on September 15, 2003.  He encouraged the Board Members to communicate this information to their respective IT staffs.  

Market Operations Update

Ray Giuliani, ERCOT Vice President and Chief of Market Operations, gave a presentation regarding market operations.  He stated that ERCOT is on track on 2002 True Up Statements.  ERCOT has completed True Up Statements for Operating Days through March 10, 2002.  The MIMO TF has made a recommendation to RMS to have a project timeline approved through August 2004.  RMS approved that timeline last week.  Consequently, ERCOT will continue to work to reconcile information in the MIMO flow.  He next stated that the PUCT’s workshop on market design was very useful. 

Financial Update

Maxine Buckles, ERCOT Vice President and CFO, recapped the detailed financial report provided to Board members.  ERCOT is on target for revenue.  Operating expenses, capital expenses and head count are less than budgeted so far this year. 

Finance & Audit Committee Report

Steve Schaffer reported the committee’s activity this month.  The Credit Workgroup prepared, and the Finance & Audit Committee approved, a proposal for ERCOT’s acceptance of guarantees from foreign companies meeting the requirements specified in the proposal.  The proposal that was included in the Board decision template for Agenda Item 11, and attached to these minutes will become effective on its adoption by the Board.


Mr. Schaeffer moved to approve the proposal for acceptance of foreign guarantees.  Mr. Harder seconded the motion.  The motion passed by a unanimous voice vote.

Next, Mr. Schaeffer stated that the committee would like to withdraw its proposed charter from current consideration and submit a revised one next month.

TAC Report


Ms. Garza, the TAC Chair, reported on the following recent TAC activities:

(1) 2004 Congestion Zone Designations.  Ms. Garza reviewed the North-to-Houston congestion issues.  She also mentioned that TAC is developing criteria for granting exemptions to the CSCs.  Finally, she stated that TAC has no recommendation for the Board at this time regarding 2004 CSCs and zones and is withdrawing any previous recommendations.
(2) Texas Nodal Market development.  Ms. Garza mentioned that the TAC members had discussed options for the process of developing the Texas Nodal system.  Clayton Greer, TAC Vice-Chairman, will work with other members to bring a presentation to the next TAC meeting.   TAC expects to bring a market development process proposal to the July Board meeting.
(3) Protocol Revision Requests (PRRs).  Ms. Garza reported that the Protocol Revision Subcommittee (PRS) met this past month, discussed various PRRs and submitted recommendations to TAC regarding many PRRs.  She will present eight PRRs to the Board today.  The following PRRs were approved by TAC and recommended to the Board for final approval: 

· PRR391 – Waiver Recipients Must Designate an LSE - proposed effective date July 1, 2003; does not impact the ERCOT computer systems. This PRR clarifies that Resources receiving a waiver from signing the Resource Agreement must designate a Load Serving Entity to serve their auxiliary load when the generator is not operating.  PRS approved this PRR as submitted.  TAC did not make any modifications.  TAC approved this PRR by a unanimous vote.

· PRR397 – McCamey Area Congestion Management - proposed effective date approximately 3 months after initiation of system change project; impacts the ERCOT computer systems.  This PRR is designed to minimize uplifted congestion costs while attempting to reliably maximize the use of the transmission system in the McCamey area where numerous wind turbine generators are currently located and additional wind generators may be constructed.  PRS approved this PRR after making some revisions.  TAC did not make any modifications.  TAC approved this PRR by a unanimous vote.

· PRR417 – Changes to 814_06, Handle Move Ins – proposed effective date upon system implementation (target 6/28/03); impacts ERCOT computer systems.  This PRR implements mid-term changes for Move-In/Move Out functionality.  TAC did not make any modifications.  TAC approved this PRR by a unanimous vote.

Mr. Schaeffer moved to approve PRRs 391, 397 and 417; Dottie Stockstill seconded the motion.  The Motion passed unanimously with Mr. Payton abstaining on only PRR 397.

· PRR384 - Code of Conduct and Preamble [renamed] – proposed effective date July 1, 2003; does not impact the ERCOT computer systems.  This PRR outlines a Preamble for the ERCOT Protocols and code of conduct requirements for Market Participants.  All of the language in this PRR is new language.  The Preamble will be a separate insert in the Protocols between the Table of Contents and Section 1, Overview.  The last part of the language in this PRR is a new Section 1.5 to be included in Section 1.  TAC made one modification that is reflected as redline in the TAC Recommendation Report.  TAC approved this PRR, as amended by TAC, by a vote of 19 to 6, with 3 abstentions.

Parviz Adib of the PUCT’s Market Oversight Division was invited to update the Board on the status of the PUCT’s rulemaking relating to this topic.  A discussion ensued regarding the content of the proposed language and whether the language should be stated in a positive or negative way.  Chairman Klein stated that including this type of language in the Protocols gives the language more impact than if it were outside the Protocols in a separate document.  Laurie Pappas pointed out that, by listing items, which Market Participants should not do, may infer that all other activity is acceptable.  Mr. Payton concurred with Ms. Pappas’s comments.  Chairman Klein stated that the Preamble contains “safety net” language.  

Bob Manning moved to approve PRR 384; Hugh Lenox seconded the motion.  
Additional discussion took place regarding how the PUCT would enforce these requirements.  Margaret Pemberton stated that ERCOT has no sanctioning power to enforce the market rules and that ERCOT’s Protocols are akin to a tariff. She stated that the PUCT ultimately has the duty to enforce the Protocols.  Vanus Priestley agreed with Ms. Pemberton’s comments. 

Mr. Manning raised a question regarding whether this matter should be remanded to TAC or, perhaps, to the independent Directors.  Ms. Garza then provided some background on the history of this PRR.  Mr. Manning withdrew his motion.  Mr. Lenox concurred.  The Board agreed unanimously to remand this PRR to TAC for further consideration.
All PRRs and supporting materials appear on the following ERCOT web page:

http://www.ercot.com/AboutERCOT/PublicDisclosure/ProtocolRev.htm

PRR Challenges


Next, Ms. Garza turned to the three PRRs which TAC did not approve as recommended by the PRS and which the PUCT Market Oversight Division (MOD) appealed to the Board pursuant to the Protocols.  Chairman Klein indicated that she would leave the room during the discussion and voting on these PRRs.  Before leaving, Chairman Klein pointed out generally that when a Commission enters an Order with instructions to ERCOT to implement that order, she expects that ERCOT will do so.  
Ms. Garza and Ms. Pemberton discussed the challenges brought by MOD regarding TAC action on PRRs:

· PRR 414, Sunset Date for Balancing Energy Bid Cap (and adding Ancillary Service Bid Cap).  Protocols § 6.5.2 contains a Balancing Energy Service bid cap of $1,000/MWh applicable to Generation Resources. The bid cap will expire on July 4, 2003.  In Order No. 20 in Docket No. 24770, the Commission ordered that “the bid cap (for Balancing Energy) shall remain in effect beyond the originally established date of July 4, 2003.”  Previously, in Order Nos. 13 and 14 in Docket 24770, the Commission ordered the following: “Effective immediately, the offer price for ancillary services provided to the ERCOT system shall not exceed $1,000/MWh for energy and $1,000/megawatt (MW) per hour for capacity. This limitation shall apply to all resources providing ancillary services to the ERCOT system.”  PRR 414, initiated by ERCOT Staff, was intended to comply with these orders.  PRS approved this PRR to bring the Protocols into conformance with the Commission’s orders.  At its June 4, 2003, meeting, the TAC approved this PRR, but revised the sunset date for Balancing Energy bid caps by extending the sunset date to July 4, 2004, (rather than completely eliminating the sunset provision), without extending the bid cap to LAARs and BULs, and without extending the cap to all Ancillary Services.  MOD has appealed to the Board to overturn TAC’s action and implement the PRR as approved by PRS.

· PRR 416, Posting of Balancing Energy Bids.  Order No. 22 in Commission Docket No. 24770 requires, in part, that ERCOT “automatically identify all QSEs submitting BES bids of over $900 whenever MCPE exceeds $900.”  The order also directs ERCOT to “develop and adopt on an expedited basis the protocol revisions needed to implement the above-described interim measures.”  PRR 416 was proposed to implement Order No. 22.  The PRS recommended approval of the PRR with some modifications suggested by MOD.  TAC rejected the PRS recommended version of the PRR.

· 
PRR 420, Market Clearing Price of Energy (MCPE).  Order No. 22 in Commission Docket No. 24770 requires, in part, that when all available Up Balancing Energy Service (UBES) is deployed, ERCOT must implement a price mitigation procedure so long as there is no zonal congestion.  The order also directs “ERCOT to develop and adopt on an expedited basis the protocol revisions needed to implement the above-described interim measures.” PRR420 was proposed by MOD to implement Order No. 22.  The PRS recommended approval of the PRR with some modifications acceptable to MOD.  TAC rejected the PRS recommendation to approve the PRR. 


Chairman Greene asked Ms. Pemberton, ERCOT General Counsel, to provide advice regarding ERCOT’s duties to implement PUCT orders.  Ms. Pemberton explained, as regard PRR 414, that the PUCT issued orders that are in effect requiring ERCOT to:  (i) remove the sunset provision on the bid cap and (ii) apply the bid cap to all Resources.  Ms. Pemberton explained that she understood the PUCT’s desire to have the changes effective immediately.  ERCOT, however, asked that the PUCT allow ERCOT to craft its own language for a PRR to go through the stakeholder process and the Commission deferred.  In regard to all three PRRs in question, if ERCOT does not implement the Commission’s orders, ERCOT could be subject to possible sanction by the Commission.  Ms. Pemberton advised the Directors to comply with the PUCT’s orders.

Bob Kahn moved to approve PRR 414, 416 and 420 in the form recommended by the PRS with one modification as follows:


Section 1.3.3(2)(c) of the Protocols shall read: The name of any QSE submitting bids for Balancing Energy Service Up at a price greater than $900/MWh during any Settlement Interval when the MCPE is greater than $900/MWh, not later than the next Business Day.  Mr. Payton seconded the motion.   Chairman Greene invited discussion.


Ms. McClendon commended ERCOT’s legal staff, and especially Mark Walker, in its efforts to assist TAC in addressing the issues related to the Commission’s orders.  She also stated that Directors owe a fiduciary obligation to ERCOT and must comply with PUCT orders.  Messrs. Kahn, Payton and Priestley echoed those sentiments. 


In explaining the TAC’s actions on the PRRs, Ms. Garza pointed out that, with respect to PRR414, a motion for reconsideration was filed at the PUCT.  With respect to the substance of the PRR, some TAC members believed that Loads should be able to bid more than $1,000/MWh because the impact of curtailing could have more than $1,000/MWh value to a Load.  With respect to PRR416, some TAC members took the position that ERCOT already has a list of QSEs who bid greater than $300/MWh and this PRR would be redundant.  TAC even considered changing the existing $300/MWh to a $900/MWh limit.  Ms. Garza represented that one of the difficulties TAC had in dealing with these three PRRs was their very short timeline.


Henry Wood stated that his company has some concerns regarding PRR 420, but does not object to passage of the PRR.  Chairman Greene then called for a vote on the motion.  The motion passed by a unanimous vote.

Board Procedures Review
Mr. Kahn reported on the updated Board Procedures.  He explained the changes to the Procedures from those distributed in the Board Packet.  Mr. Kahn represented that the H. R. and Governance Committee supported these changes, which included removing the ERCOT Mission Statement and Goals from the Procedures while keeping them unchanged in an independent document (attached to these minutes).  Mr. Kahn distributed the finalized Procedures to the Board.

Mr. Kahn moved to approve the revised Board Procedures.  Mr. Itz seconded the Motion.  The motion passed by a unanimous vote.
Human Resources and Governance Committee Charter Review
Mr. Kahn explained the changes to the Charter from the draft distributed in the Board packet. Mr. Kahn represented that the H.R. and Governance Committee supported these changes.  Mr. Kahn distributed the finalized Charter to the Board (attached to these minutes).  Ms. McClendon asked questions regarding the new language.  

Mr. Kahn moved to approve the revised Charter.  Ms. Pappas seconded the Motion.  The motion passed by a unanimous vote.
Strategic Framework


Mr. Giuliani made a presentation to the Directors regarding ERCOT’s Strategic Framework (business definition and strategic issues).  He explained that a team of 13 people from various departments at ERCOT began developing a strategic plan.  The group ultimately developed a strategic “framework” instead of a strategic plan.  In working towards the framework, the group set out the constraints that currently exist on ERCOT’s space (resources, geography, retail services).  The group then defined ERCOT as a “market institution.”  ERCOT provides a significant amount of services, including reliability, transmission services, settlement and billing, metering and data aggregation, central registration, and congestion management.  The group also delineated many of ERCOT’s strategic issues.  Mark Armentrout and Mr. Priestley voiced their appreciation for the hard work exhibited on the strategic framework.  Ms. Stockstill and Mr. Harder made suggestions for the future review of ERCOT’s strategic framework.  Chairman Klein suggested that the group send to the Board members the list of services ERCOT provides.  She also suggested that ERCOT add the external variables that drive the strategic issues to the list of issues.  Mr. Priestley suggested that the Directors review the presentation and get back with the group in a month with suggestions and feedback.

Proposed Process for Developing An Improved Market Design
Mr. Noel stated that ERCOT has been charged with developing a new market design within the next six months.  He stated that, because we have to get this job done in a short period of time, a “command and control” structure is appropriate.  He described the design parameters, which focus on teams made up of ERCOT staff and consultants.  A nodal market design team and a forward market design team would report to the facilitation team.  To engender stakeholder participation and receive stakeholder input, the facilitation team would hold weekly meetings (open to the public) and provide updates to TAC and other subcommittees monthly.  The Board would provide direction to the team.  The team would provide TAC a strawman in October.  The Board would then select the design in November, at which time ERCOT would make an informational filing at the PUCT.  At that point, protocol development and cost/benefit analysis would begin, with PUCT guidance. 

Mr. Noel proposed that Mr. Giuliani would head the facilitation team.  Mr. Noel proposed including one stakeholder representative.  He also pointed out that, once this project begins, existing ERCOT projects will be pushed back in priority to accommodate the project. 

Additional questions were posed by Board Members regarding:  (i) the process; (ii) input into the process; (iii) whether stakeholders should drive the process with ERCOT staff in a support role; and (iv) ensuring protection of “small” stakeholders.

Dr. Adib stated that he would like ERCOT to consider the following: (i) how to deal with stakeholder feedback; (ii) using facilitators; and (iii) costs.  Chairman Klein stated that this model goes a long way toward accommodating PUCT concerns, for example, independence.  Also, obtaining the ERCOT Board’s approval is important.  She recommended that Mr. Noel meet with Board members before next month’s meeting to get their recommendations regarding stakeholder input.  She also stated that the PUCT must give formal guidance to the facilitation team. 

Other Business

No other business was raised.

Executive Session
The Board met in Executive Session to discuss various matters including an update on the status of litigation and ADRs, contract issues and HR matters.  

Adjournment

Chairman Greene adjourned the Meeting at approximately 5:30 p.m.  The next Board meeting will take place on July 15, 2003, at ERCOT’s Austin facility.  The following meeting will be held on August 19, 2003, at ERCOT’s Austin facility.

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

http://www.ercot.com/calendar/2003calendar/2003boardmaterials.htm 

_______________________________________

Margaret Uhlig Pemberton, Corporate Secretary
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