
MINUTES OF THE ERCOT BOARD OF DIRECTORS MEETING

ERCOT Offices

Austin, TX
1:00 p.m.

December 16, 2003

Pursuant to notice duly given, the Meeting of the Board of Directors of the Electric Reliability Council of Texas, Inc. convened at approximately 1:15 p.m. on December 16, 2003.

Meeting Attendance:  

Board members:

	Armentrout, Mark
	
	Unaffiliated
	

	Baggett, David
	
	Unaffiliated
	

	Espinosa, Miguel 
	
	Unaffiliated
	

	Greene, Mike 
	Oncor Electric Delivery Company
	IOU - ERCOT Chairman
	

	Huddleston, Barry
	Dynegy Power Corp.
	Independent Generator
	

	Kahn, Bob 
	Austin Energy
	Municipal
	

	Karnei, Clifton
	Brazos Electric Coop
	Cooperative
	

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

	McClellan, Suzi
	Office of Public Utility Counsel 
	Consumer/OPUC/Residential
	

	Noel, Tom 
	ERCOT
	ERCOT CEO
	

	Parsley, Julie
	Public Utility Commission of Texas
	PUCT Commissioner
	Representing Chairman Klein

	Payton, Tom
	Occidental Chemical Corp.
	Consumer/Industrial
	

	Rogers, Tim
	CIRRO Group, Inc.
	Ind REP
	Segment Alternate representing David Veiseh

	Stockstill, Dottie 
	Mirant Americas E.M.
	Ind PM
	


ERCOT Staff and Guests:

	Maxine Buckles
	ERCOT Staff – VP and CFO

	Ray Giuliani
	ERCOT Staff – VP and Chief of Market Operations

	Sam Jones
	ERCOT Staff – VP and COO

	Margaret Pemberton
	ERCOT Staff – VP, General Counsel & Secretary

	Rob Connell 
	ERCOT Staff 

	Ken Donahoo
	ERCOT Staff

	Parviz Adib
	PUCT Staff

	Richard Gruber
	ERCOT Staff

	Kent Saathoff
	ERCOT Staff

	Brad Belke
	LCRA

	David Kasper
	ERCOT Staff

	Mary Sallee
	ERCOT Staff

	Tisa Wilkins
	ERCOT Staff

	Brittney Albracht
	ERCOT Staff

	David Itz
	Calpine

	Bob Helton
	ANP

	Mark Dreyfus
	Austin Energy

	Dottie Roard
	ERCOT Staff

	Jim Galvin
	ERCOT Staff

	Betty Day
	ERCOT Staff

	Mark Walker
	ERCOT Staff

	Heather Tindall
	ERCOT Staff

	Shannon McClendon
	

	Kevin Gresham
	Reliant Energy

	John Meyer
	Reliant Energy

	Cheryl Moseley
	ERCOT Staff

	Ralph Weston
	ERCOT Staff

	Larry Grimm
	ERCOT Staff

	Beth Garza
	FPL Energy

	Ray King
	TECO/Frontera

	Greg Ramon
	TECO/Frontera

	Mike Cunningham
	Exelon

	Phillip Oldham
	Andrews & Kurth, LLP

	Rafael Lozano
	T.I.E.

	Vanus Priestly
	Constellation

	Carrie Morgan
	ERCOT Staff

	Bill Bojorquez
	ERCOT Staff

	Dave Potts
	The Structure Group

	Stuart Rexrode
	Just Energy, LLC

	Paul Hassink
	AEP

	James Striedel
	Entergy Solutions

	Jeyant Tamby
	ERCOT Staff

	Kevin Judice
	ERCOT Staff

	Vernon Pierce 
	ERCOT Staff

	John Moore 
	

	Brad Jones 
	TXU Energy 

	Walt Shumate 
	Shumate & Associates 

	Gene Ballew 
	Halliburton 

	David Ranucci 
	Lodestar 

	Mike Warren 
	Energy Transfer 

	Jerry Jackson 
	First Choice Power 

	Valerie Anderson 
	GDS Associates, Representing Tex-LA 

	Wendell Bell 
	TPPA 

	Jim Harder 
	Garland 

	Mel Bland 
	ERCOT Staff

	Marty Downey 
	Tri Eagle Energy 

	Oscar Robinson

Trip Doggett
	Austin White Lime Co.

Benchmark Power Consulting, Inc.

	Darrell Hayslip
	Calpine


Announcements


Tom Noel, President and CEO, called the meeting to order and determined that a quorum was present. 
Confirmation of Appointed Board Member

Mr. Noel stated that the first order of business was to confirm the Appointed Commercial Consumer Board Member. Bob Kahn moved to approve Bob Manning, H-E-B Grocery Company, as the appointed Board member; David Baggett seconded the motion. The motion passed by unanimous voice vote with no abstentions.

Selection of Chair and Vice-Chair


Mr. Noel then stated that the Board needed to nominate a Chair and Vice Chair. Mr. Armentrout nominated Messrs. Greene and Manning to serve as Chair and Vice-Chair of the Board of Directors, respectively. Mr. Espinosa seconded the motion. The motion passed by unanimous voice vote with no abstentions.

Approval of Minutes


Chairman Greene requested comments on and approval of the minutes of the November 2003 meeting. No comments were made. Bob Manning moved to approve the November meeting minutes. David Baggett seconded the motion. The motion passed by a unanimous voice vote with no abstentions.
CEO Report

Chairman Greene invited Mr. Noel to provide an update on the Reliability Council’s activities. Mr. Noel stated that the PUCT approved the Reliability Council’s administrative fee on an interim basis beginning January 1, 2004. The fee is subject to true-up pending final approval by the PUCT, expected in February 2004. He mentioned that the Taylor expansion project will begin construction soon.

Mr. Noel stated that the Reliability Council’s staff will meet on Thursday to discuss the staffing issues associated with Protocol revisions. Mr. Armentrout asked Mr. Noel to elaborate on this issue and asked if the Reliability Council will consider the amount of time spent by Staff on PRRs that are never actually considered by TAC. Mr. Noel stated that Staff will endeavor to make that review. Mr. Espinosa suggested that the Board should review the status of PRRs periodically. 

Finally, Mr. Noel stated that the Board retreat and monthly meeting will take place at Barton Creek Resort and Spa, Austin, Texas on January 20-21, 2004. 

Grid Operations Update

Chairman Greene invited Sam Jones, Executive Vice-President and COO, to present the Grid Operations Update. Mr. Jones began with a presentation regarding the Operations Audit. He stated that the Reliability Council’s internal compliance group conducted this audit. The Reliability Council used internal staff to conduct the audit because they have more industry experience than the independent auditors used in the past. The current audit was more thorough than the one performed by the independent auditor, but showed significant improvement over the 2002 results (67% compliance in 2002 versus 87% in 2003). The audit identified no significant reliability concerns, but detected several non-compliance findings that the Reliability Council will address through additional training of operators. The audit uncovered sixteen items that the Reliability Council considers to be the result of procedures that are too prescriptive and do not meet current operational requirements. The Reliability Council will address these items by reviewing and revising the procedures. The audit team concluded that overall performance of the operators was good. 
Clifton Karnei stated that the Finance & Audit committee discussed the Operations Audit at its meeting this morning. The committee believes the Reliability Council should draft a Request for Proposal to potentially engage a company to do an external audit of compliance with the Protocols.

Mr. Jones also reported that no reliability or operational incidents occurred since the last Board meeting. 

RMR Units

Mr. Jones reported that the Reliability Council is currently negotiating with Market Participants for 2004 RMR contracts. Current cost estimates indicate that RMR costs for 2004 will not differ dramatically from the costs in 2003 due to a change in the manner of calculating RMR costs and the need for some major and minor repair projects necessary at the RMR units. 

Mr. Jones invited Bill Bojorquez, Director of Transmission Services, to discuss RMR exit strategies. Mr. Bojorquez stated that four units (representing a total of 650 MW) already have approved exit strategies. Mr. Bojorquez presented an exit strategy for the largest RMR unit currently under contract, the B.M. Davis unit in the Corpus Christi area. The estimated date for exiting the RMR contract with the owner of the B.M. Davis plant is January 2005. Total cost of the two phases of this project is $33.3 million, or $6.7 million per year. The cost for the RMR units have averaged $22 million per year. Therefore, this project is cost effective. The Reliability Council Staff recommended approval of the proposed project.

Tom Payton asked if this project would meet “N-1” standards. Mr. Bojorquez replied that this project would fulfill that requirement. 

Mr. Karnei asked what carrying rate the Reliability Council used to determine the $33.3 million estimate. Mr. Bojorquez stated that the Reliability Council used a conservative carrying rate of approximately twenty percent (20%) based on a proxy rate of return and that the actual rate of return will be approved by the PUCT when the project is filed by the TDSP.  Mr. Karnei stated that the estimate was indeed conservatively high but it did show the project was a better alternative than the continued use of RMR services.

Bob Kahn asked about non-transmission solutions to alleviate the need for these RMR units. Mr. Bojorquez stated that the TAC RMR Task Force continues to review new alternatives to RMR units. The Reliability Council will hold a meeting on January 15, 2004 to consider enabling protocols for non-transmission solutions and invited any interested parties to attend. Mr. Kahn asked if the Reliability Council had considered whether other units – soon to be retired - would not be available. Mr. Bojorquez replied that the Reliability Council, in fact, considered those units and decided it would not need those units for the proposed exit strategy to succeed.

Mr. Karnei moved to approve the exit strategy for the B.M. Davis units; Mr. Kahn seconded the motion. The motion passed by unanimous voice vote with no abstentions.

NERC Standards Development

Mr. Jones reported on the status of the development of NERC standards. There are currently sixteen standards under development, eight of which are in the drafting and public comment phase. Anyone interested in reviewing the standards can find them at www.nerc.com. 


John Meyer asked if the proposed standards will deal with the root causes of the blackout in the Northeast this year. Mr. Jones stated that the standards are intended to address those issues. 

Transmission Services
This group has supported the RMR work for 2004, including reviewing exit strategies for existing RMR units. This group has also assisted in determining congestion relief solutions for the Northeast Texas and DFW areas. Finally, Mr. Jones reported that the Reliability Council conducted a job fair and has received thirty applications from students for entry-level positions in this group. Bob Manning asked if the Reliability Council posted the entry-level positions on the web site. Mr. Jones replied in the affirmative. 

Segment Alternates

At this time, Chairman Greene acknowledged the Segment Alternates for the upcoming year.  They are: Tim Rogers of Cirro Group, Inc. (Independent REPs), Darrell Hayslip of Calpine Corporation (Independent Generators), John Meyer of Reliant Resources (Independent Power Marketers), Tom Standish of CenterPoint Energy (IOUs), Jim Harder of Garland Power & Light (Municipals), and Michael Troell of South Texas Electric Cooperative, Inc. (Cooperatives).

Financial Update

Maxine Buckles, ERCOT Vice President and CFO, recapped the detailed financial report provided to Board Members. The Reliability Council’s revenues ($88 million) remain slightly below target (-1.2%), while operating expenses ($90 million, including depreciation; $56.9 million without depreciation) and capital expenses ($32.6 million) are below budget. The Reliability Council has 59 active capital projects at this time. The Reliability Council currently has 376 employees (versus the 400 positions in the budget). There were 102 new hires and 22 terminations for the year to date period ending November 30, 2003.


Ms. Buckles provided information regarding the several bankruptcies in which the Reliability Council has been involved. She also stated that the PUCT had approved, on an interim basis, the increase in the administrative fee. Eighteen parties have intervened in the fee case at the PUCT. The Reliability Council Staff has been responding to requests for information from parties. 

Finance & Audit Committee Report

Mr. Karnei reported that the committee conducted its monthly meeting this morning. Among the items they reviewed are: credit standards, 2004 default QSE (Tenaska), risk management analysis, bankruptcy issues and the fee case. The Committee has one action item for the Board today - approval of the independent audit firm. 

Approval of Independent Audit Firm 

Mr. Karnei moved to approve the use of PricewaterhouseCoopers as the independent audit firm for the 2003 financial audit; Mike Espinosa seconded the motion. The motion passed by unanimous voice vote with no abstentions.

Texas Nodal Team (TNT) Report

Mr. Trip Doggett, Independent Facilitator for the Texas Nodal project, provided the Board with an update on the status of the work of the Texas Nodal Team. He stated that the TNT web site is functional and shows meeting dates and all presentations given at prior meetings. Mr. Doggett’s presentation included an update on TNT educational programs, anticipated upcoming TNT votes, and the status of the discussions surrounding the design of the Day Ahead Market in the redesigned market. 

Commissioner Parsley expressed the PUCT’s appreciation for the resources the Market Participants are applying in the TNT process.

TAC Report


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

(1) Changes to Operating Guides

Ms. Garza stated that the TAC approved a new document – the Competitive Metering Guide - dealing with competitive metering issues. Barry Huddleston suggested that the H.R. & Governance Committee may wish to review whether competitive metering entities should be allowed to join ERCOT as corporate members. Bob Kahn, Chairman of the H.R. & Governance Committee, agreed to consider the question. 


TAC also approved Operating Guide revision No. 139 addressing communications with Black Start units.

(2)  Market Test Timeline

Ms. Garza reported on the timeline through 2004 of the various testing activities for new Market Participants. These tests ensure the Competitive Retailer can successfully process the required electronic transactions with ERCOT and Transmission Providers. She informed the Board that Test Flight 03-04 (originally scheduled for March 2004) has been cancelled. Because all market participants will be required to test the next version of Texas SET in the 0504 Test Flight, having another test flight available on the old version was determined to not be of value to the market.

(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. TAC made the following recommendations regarding those PRRs:

· PRR436 – Enhance LaaR/BUL Ability to Participate in Balancing Energy Up Service. Proposed effective date: upon system implementation for those portions of the PRR requiring a computer system change; upon filling staffing requirements for those portions of the PRR for which a manual workaround has been identified (anticipated date is February 1, 2004); January 1, 2004 for the remaining portions of the PRR; this PRR has minor impacts to the Reliability Council’s ESCA-based EMMS computer system which will enable real-time performance monitoring of compliance for LaaRs providing Responsive, Replacement and Non Spinning Reserve Services; the identified manual workaround for after-the-fact compliance reporting has a staffing impact of 1 FTE until system implementation; minor staffing impact of .25 FTE for ongoing compliance monitoring efforts subsequent to system implementation; minor impact on business practices; no significant impacts on operations practices. This PRR facilitates LaaRs/BUL participation in the ERCOT Region market. The PRR reflects the consensus of the Demand Side Working Group and clarifies the role of Loads in the Ancillary Service and BUL markets. PRS voted to recommend approval of this PRR after making modifications to the original proposal. TAC voted to recommend approval of this PRR after declaring it urgent and making modifications to the PRS recommendation which the Reliability Council Staff suggested. TAC voted to recommend approval of this amended PRR by a voice vote with two (2) abstentions.

· PRR451 – Change to Ancillary Services Obligation Calculation. Proposed effective date: upon system implementation; no practical manual workaround exists; requires a moderate computer system change to the Commercial Application systems; minor staffing impact (0.1 FTE) and changes business processes; does not significantly impact operating practices. This PRR changes the calculation of Ancillary Services Obligations so that Ancillary Services Obligations used for settlement are based on actual metered Load Ratio Share as opposed to the manner in which it is currently calculated. This should result in settlement of Ancillary Services usage based on actual activity, as opposed to the certainty of the current method of setting Ancillary Services Obligations which uses a set, established number. PRS voted to recommend approval of this PRR after making modifications. TAC did not make any modifications to the PRS recommendation. TAC voted to recommend approval of this PRR by a vote of twenty-one (21) yes votes, two (2) no votes, and five (5) abstentions.

· PRR466 – Extension of No Market Solution. Proposed effective date: January 1, 2004; no impact to computer systems, staffing (may decrease workload for staff), business processes, or operating practices. This PRR extends the current expiration date for the suspension of Market Solution for Local Balancing Energy Service to resolve Local Congestion from December 31, 2003 to February 1, 2005. The PRR ensures that, to the extent an alternative replacement mechanism for the Market Solution has not been approved and implemented by December 31, 2003, the Protocols will not revert to the prior approach. PRS voted to recommend approval of this PRR after making suggested modifications. TAC did not make any modifications to the PRS recommendation. TAC voted to recommend approval of this PRR by a voice vote with two (2) no votes and two (2) abstentions.

· PRR474 – Short Pay Payment Plan. Proposed effective date: January 1, 2004; minor impact to staffing (can be performed with current staffing levels) and business processes; no impact to computer systems; limited impact to operating practices. Pursuant to Section 9.4.4, in the event one hundred eighty days pass after a short payment and a short-paying Entity has entered into a payment plan, this PRR adds the requirement that the Reliability Council post the payment plan, the schedule of quantifiable expected payments and the applicable invoice dates to the Reliability Council website. The PRR was declared urgent to assist QSEs with obtaining information needed for their internal accounting practices. PRS voted to recommend approval of this PRR after making suggested modifications. TAC did not make any modifications to the PRS recommendation. TAC voted unanimously to recommend approval of this PRR.

· PRR475 – Unit-Specific Deployment Based on Generic Cost. Proposed effective date: January 1, 2004; no long-term staffing impacts; staffing and business practices impacts upon initial set-up; no computer systems or operating practices impacts; operational benefits exist when units are selected in a manner resulting, presumably, in more reasonable costs for Local Congestion management; allowing more effective units to be selected in resolving Local Congestion. This PRR implements a WMS-originated proposal to set unit-specific bid prices based on generic cost plus zero percent (0%) as an interim measure prior to the implementation of the WMS proposal to set unit-specific bid prices based on a modified generic cost structure. Implementing this PRR would bring deployment of units in line with settlement payments, deploy more economical units in instances of Local Congestion and is expected to result in lower costs uplifted to QSE representing LSEs. PRS voted to recommend approval of this PRR as submitted. After affirming the urgent status of this PRR and making suggested modifications to the PRS recommendation, TAC voted unanimously to recommend its approval. 
Ms. Garza invited discussion at this time. Mr. Huddleston stated that he had opposed PRR 451 at TAC. He indicated that the Load Ratio Share of any entity has never been perfectly correct due to the way the system was designed to operate. Additionally, if an error occurs (due to estimates or other reasons), the current Protocols provide no way to recalculate and resettle Ancillary Services obligations – but there are many such imperfections in the Protocols, and it may not be fair to single out this particular item for correction. He recommends a review of all Protocol sections that take into account Load Ratio Share to see if they require revision.

Clayton Greer, of Constellation, stated that his company had its Ancillary Services obligation calculated based on “dead meters” which had estimated Load assigned to them. Mr. Greer stated that the current Protocols provide no way for the Reliability Council to adjust and resettle the Ancillary Services obligations after they are originally established. Mr. Noel stated that some Market Participants have argued, on the other hand, that if their Ancillary Service obligation is changed after-the-fact, they have lost the chance to self-provide those services. Ms. Garza stated that the Load Ratio Share of a Market Participant cannot be recalculated under the current Protocols, but under the new proposal in PRR451, Ancillary Service obligations would be subject to change from settlement statement to settlement statement.

Mr. Karnei asked how the Reliability Council’s staff determines the impact of a PRR on staffing needs. Mr. Noel stated that the Reliability Council has only a short amount of time to study the need for additional staffing and provides the best estimates possible under those circumstances. He stated further that these estimates give the Board a rough estimate of the impact on staffing while not providing a more comprehensive estimate. 

Mr. Kahn moved to approve all the PRRs as proposed; Mr. Baggett seconded the motion. The motion passed by unanimous voice vote with no abstentions.
Residential Consumer TAC Representative Compensation

Mr. Kahn stated that the Human Resources & Governance Committee considered the amount of compensation for the Residential Consumer TAC Representative and decided to set the compensation at $2,500 per month (including expenses). The Committee discussed the potential for overlap between this representative and the OPUC representative. 

Mr. Kahn moved to approve the compensation level with no guidelines; Mr. Manning seconded the motion. Chairman Greene invited discussion.

Ms. McClellan stated that she believes it is useful to have knowledgeable representatives representing consumers on the various committees. This compensation will help encourage knowledgeable people to participate in the process. 
Mr. Manning raised a question regarding the number of meetings at which it would be necessary to have the representative attend. He recommends studying the issue further. Ms. Stockstill also suggested further discussion on the issue.  Mr. Kahn agreed to consider the issue further in the H.R. and Governance Committee.

The motion passed by unanimous voice vote with no abstentions.
Adjunct Membership Approval 

Cap Rock Electric Cooperative does not meet the Segment requirements for Membership and, therefore, is applying as an Adjunct Member. 


Mr. Karnei moved to approve the adjunct membership; Mr. Armentrout seconded the motion. Chairman Greene invited discussion.


Mr. Payton asked about how Cap Rock could vote in TNT meetings. Ms. Pemberton stated that under TNT governance rules, they would be entitled to vote at TNT meetings. A question arose regarding the Segment to which Cap Rock would belong for the purpose of voting at TNT meetings. Mr. Noel stated that, under the current arrangement, a Market Participant declares the segment in which it intends to vote. Mr. Kahn suggested that the Reliability Council attorneys discuss this matter with representatives of Cap Rock to see which Segment to which they would like to be assigned. Ms. Stockstill recommended that the Board approve their membership and require that they vote in the IOU Segment.  

Mr. Karnei amended his motion by moving to approve the adjunct membership provided that Cap Rock may vote only as a member of the IOU Segment at TNT meetings; Mr. Armentrout seconded the amended motion. The motion passed by a voice vote with one negative vote (Mr. Payton) and one abstention (Ms. McClellan).

Executive Session
The Board met in Executive Session to discuss various matters including a nominating committee update, an update on the status of litigation and ADRs, H.R./Governance matters and contract issues. 
Adjournment

Chairman Greene adjourned the Meeting at approximately 3:20 p.m. The next Board meeting will take place on January 21, 2004 at Barton Creek Resort and Spa in Austin, Texas. The following meeting will be held on February 17, 2003 at the ERCOT’s Met Center office in Austin, Texas.

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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