DRAFT

MINUTES OF THE ERCOT BOARD OF DIRECTORS MEETING

Barton Creek Resort

Austin, TX
1:00 p.m.

January 21, 2004

Pursuant to notice duly given, the Meeting of the Board of Directors of the Electric Reliability Council of Texas, Inc. convened at approximately 1:10 p.m. on January 21, 2004.

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

	Jess Totten
	Public Utility Commission of Texas
	PUCT Staff on behalf of Commissioner

	Payton, Tom
	Occidental Chemical Corp.
	Consumer/Industrial

	Stockstill, Dottie 
	Mirant Americas E.M.
	Independent PM

	Veiseh, David
	Utility Choice
	Independent REP


ERCOT Staff and Guests:

	Maxine Buckles
	ERCOT Staff – VP and CFO

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

	Sam Jones
	ERCOT Staff – Executive VP and COO

	Ken Shoquist
	ERCOT Staff – VP and CIO

	Ray Giuliani
	ERCOT Staff – VP and Chief of Market Operations

	Bob Helton
	ANP

	Dottie Roark
	ERCOT Staff

	Mark Walker
	ERCOT Staff

	Carrie Morgan
	ERCOT Staff

	Mary Sallee
	ERCOT Staff

	Heather Tindall
	ERCOT Staff

	Jeyant Tamby
	ERCOT Staff

	Tisa Wilkins
	ERCOT Staff

	Greg Ramon
	TECO/Frontera

	Ray King
	TECO/Frontera

	Mark Dreyfus
	Austin Energy

	Mark Staudt
	ERCOT Staff

	Kevin Judice
	ERCOT Staff

	Kevin Gresham
	Reliant

	Parviz Adib
	PUCT Staff

	Ed Ettorre
	ERCOT Staff

	Steve Wallace
	ERCOT Staff

	Jim Galvin
	ERCOT Staff

	Cheryl Moseley
	ERCOT Staff

	Trip Doggett
	TNT Facilitator

	Beth Garza
	FPL Energy, TAC Chair

	Rich Gruber
	ERCOT Staff 

	Jess Totten
	PUCT Staff

	John Meyer
	Reliant Services

	Patrick Coon
	ERCOT Staff 

	Steve Grendel
	ERCOT Staff 

	Darrell Hayslip
	Calpine Corporation


Announcements


Chairman Mike Greene called the meeting to order and determined that a quorum was present. 

Approval of Minutes


Chairman Greene requested comments on and approval of the minutes of the December 2003 meeting. Andrew Gallo, ERCOT counsel, mentioned that Messrs. Tom Standish and John Houston of CenterPoint requested that their names be added as attendees at the December meeting. Bob Manning moved to approve the December meeting minutes with the proposed revision. David Veiseh seconded the motion. The motion passed by a unanimous voice vote with no abstentions.
CEO Report

Chairman Greene invited Tom Noel, ERCOT President and CEO, to provide an update on the Reliability Council’s activities. Mr. Noel stated that the Reliability Council is conducting a customer survey and is working on its first Annual Report to summarize the activities of 2003. 

Mr. Noel reported that contract negotiations are proceeding on the Taylor expansion. 

Mr. Noel commended the work of the Texas Nodal Team and stated that the process has provided the opportunity to incorporate stakeholder input into the development of the new market design. 

Mr. Noel also stated that the Reliability Council is conducting an analysis to improve internal processes. He believes this will assist the Reliability Council in assessing the costs of implementing new PRRs (market rule changes). 

Grid Operations Update

Chairman Greene invited Sam Jones, Executive Vice-President and COO, to present the Grid Operations Update. Mr. Jones stated that the Reliability Council had negotiated new RMR Agreements to cover various RMR Units, including: Bates #1 & 2; LaPalma #4, 5, 6 & 7; Laredo #1, 2 & 3; B.M. Davis #2; San Angelo #2; and Ft. Phantom #2. The Market Participants have revised the Protocols since the previous RMR agreements were executed; the Reliability Council used the new price methodology in the new contracts. On some of the units, the owner believed repair work was necessary. The Reliability Council met with the unit owner, reviewed the proposed repairs and hired an independent company to review the need for those repairs. That work is on-going.

Mr. Jones stated that the Reliability Council implemented the new Northeast Congestion Zone on January 1, 2004. On January 8, 2004, a price spike occurred due to a scheduled transmission maintenance outage that the Reliability Council had posted on January 5, 2004, in accordance with its procedures. Additionally, the Reliability Council conducted workshops and received comments regarding a proposed Special Protection Scheme (SPS) for mitigating congestion in the Northeast Zone. The analysis indicated that the main issues were economics versus reliability. The Reliability Council will approve four additional SPS’s and revisions to four other for the Northeast Zone, subject to additional requirements: (i) electronic status monitoring and (ii) additional contingency studies. He stated further that the new SPS’s will increase the real-time contingency analysis requirements of the operations group and may require additional staffing. 

Mr. Jones reported that he attended meetings at NERC last week focusing on the blackout in the Northeast.
A question was raised about whether an exit strategy exists for the SPS’s. Mr. Jones stated that the Reliability Council is continuing to work on exit strategies.

Market Operations Report
Chairman Greene invited Ray Giuliani, Vice-President and Chief of Market Operations, to present the Market Operations Report. Mr. Giuliani reviewed the movement of customers from AREP to REP and the various costs to the market through November 2003. 


Tom Payton asked what proportion of OOME payments was OOME UP versus OOME Down. Mr. Giuliani stated that he did not have that information handy, but would present this type of data in the future. 

Information Technology Update

Chairman Greene invited Ken Shoquist, Vice-President and Chief Information Officer, to present the Information Technology Update. Mr. Shoquist reported on the 2003 I.T. projects. He reported that, prospectively, the I.T. group will focus on: (i) testing systems and changes before implementation; (ii) refining architecture for performance, quality and agility improvements; (iii) improving the quality of delivery; and, (iv) improving monitoring, recoverability and scalability. In the upcoming year, the Reliability Council will re-platform EMMS due to a new vendor release. The I.T. group will also formalize its role in supporting the market with external security agencies. 

In conclusion, Mr. Shoquist recapped and summarized the successes during 2003 and the areas where challenges remain. 

David Baggett asked which Priority “1” projects were not completed and need attention. Mr. Shoquist replied that most of them relate to EMMS. He also stated that the Reliability Council tries to group projects so that related projects can be completed at the same time, despite the priority assigned to the project. 

Financial Update

Maxine Buckles, ERCOT Vice President and CFO, recapped the detailed financial report provided to Board Members. She emphasized that the financial data presented is preliminary, unaudited and is subject to potential adjustments.  For the fiscal year ending December 31, 2003, the Reliability Council’s revenues ($95.7 million) ended slightly below target, while operating expenses ($99.7 million including depreciation; $62.8 million excluding depreciation) and capital expenditures ($53.5 million) were below budget. The Reliability Council currently has 380 employees (versus the 400 positions in the budget) which reflects the addition of 106 employees and the termination of 22 employees. 


For comparison purposes, Ms. Buckles set forth a comparison of revenue, capital expenditures and other key financial statistics for the years 2001, 2002 and 2003.


Ms. Buckles presented a slide showing the amount of security held by the Reliability Council versus the Estimated Actual Liability for QSEs.  The Reliability Council has increased its level of QSE security between the years 2002 and 2003 primarily as a result of the decline in credit ratings in the electric industry. 


In conclusion, Ms. Buckles presented data regarding short-pays to the Market Participants due to bankruptcy filings by certain QSEs.  A total of approximately $40.2 million in short payments to the market occurred during 2003, approximately $16.5 million has been collected and disbursed to the market, and approximately $23.6 million remains unpaid as of December 31, 2003.  ERCOT expects to recover approximately $23.2 million of the remaining unpaid amount pursuant to payment plans or other court orders. 

Texas Nodal Team (TNT) Report 
Chairman Greene invited Trip Doggett, one of the Independent Facilitators for the Texas Nodal project, to present the TNT Report. Mr. Doggett reported on the seventeen votes that took place in December and the seven that took place in January. He reported that the TNT has moved from the education process to the decision making process. 

Mr. Doggett then reported on the continued work on the Day Ahead Market (DAM) design. A vote on the only hybrid market design proposal failed to pass. In November, the PUCT urged the TNT to continue working on a hybrid DAM design and asked for a report at the January 29, 2004 PUCT Open Meeting. As a result, TNT held additional education opportunities regarding the DAM. On January 7, 2004, Market Participants proposed two additional DAM proposals at the TNT meeting. One proposal failed to get support within TNT and the other remains in development. As a result, the TNT has no refinements to the Auction Model DAM to report to the Board at this meeting. 

Mr. Doggett informed the Board that the TNT Market Operations Concept Group will probably request a vote on several items at the next TNT meeting. 
Mr. Doggett invited Vicki Gates-Cuddy, the other Independent Facilitator for the TNT, to report on the Cost/Benefit study on which a Request for Proposal was recently circulated. A vendor recommendation should come from the Cost Benefit Selection Committee to the Board next month. 

Ms. Stockstill asked whether the TNT project was on schedule. Mr. Doggett stated that most concept groups are on schedule, but that the market operations concept group is a little behind schedule. 

Jeff Holligan of BP Energy Company presented a minority position on one of the TNT votes reported to the Board (regarding the Cost/Benefit RFP). Mr. Holligan stated that BP has not concluded whether the current market design or nodal design is the best market design. BP wants the Reliability Council to develop the most efficient, effective market and had some concerns regarding the Cost/Benefit analysis RFP. BP believes the study should not rely so heavily on quantitative factors and, instead, should include a net present value calculation of the costs (including greater consideration of qualitative benefits) of a nodal market design versus the current market design. 

Chairman Greene asked Mr. Holligan to confirm that BP had received an opportunity to present its position at the TNT meeting. Mr. Holligan stated that BP had presented its position and concerns at the TNT meeting. Chairman Greene asked whether the participants at that meeting had debated this issue thoroughly. Mr. Doggett stated that much discussion and debate had occurred before the vote. 

Several other comments were made by Board members, all of which focused on trying to ensure that the Board receives the best study results possible. 

Board Committee Assignments

Chairman Greene announced the membership of each committee (including Chair), subject to having the membership revised:


Finance & Audit Committee

H.R. & Governance Committee

David Baggett (Chair)


Bob Kahn (Chair)


Clifton Karnei (Vice Chair) 

Mark Armentrout (Vice Chair)

Bob Manning



Mike Greene


Miguel Espinosa


Dottie Stockstill


David Veiseh



Suzi McClellan


Barry Huddleston


Tom Payton


Appointment of Officers

Chairman Greene proposed the ratification of the following officers:


Tom Noel – Chief Executive Officer


Sam Jones – Executive Vice-President and Chief Operating Officer


Maxine Buckles – Vice-President and Chief Financial Officer


Margaret Pemberton – Vice-President, General Counsel and Corporate Secretary


Ken Shoquist – Vice-President and Chief Information Officer


Ray Giuliani – Vice-President and Chief of Market Operations

Clifton Karnei moved to re-appoint the above-referenced Officers for the next year; Bob Manning seconded the motion. The motion passed by unanimous voice vote with no abstentions.

Confirmation of TAC Representatives, Chair and Vice-Chair

The TAC membership and proposed Chair and Vice-Chair were previously circulated to the Board members. 

Bob Kahn moved to approve the TAC Representatives as presented in the Board packet with Ms. Beth Garza as TAC Chair and Mr. Read Comstock as TAC Vice-Chair; David Veiseh seconded the motion. The motion passed by unanimous voice vote with no abstentions.
TAC Report


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

(1) Operating Guide Revisions

· OGR 140 – This revision updates the Operating Guides’ RAP/SPS criteria to be consistent with the coordination and review requirements found in the Reliability Council’s System Planning Procedures. It corrects out-of-date section references and rearranges sections for clarity.

(2) Protocol Revision Requests
· PRR461 – Confidentiality Exceptions for Reliability Analysis. Proposed effective date:  February 1, 2004; This PRR revises Section 1.3.6, item (10) to allow Market Participants participating in ERCOT work groups to review Protected Information for the purposes of developing analyses of system events. 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 one (1) no vote and two (2) abstentions.   

· PRR467 – Elaboration on the Notice of Resettlement. Proposed effective date:  February 1, 2004; This PRR provides more clarity and structure to the notice of resettlement and clarifies the details to be provided on that notice. 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 its approval of this PRR. 

· PRR469 – Compliance for Competitive Metering. Proposed effective date:  February 1, 2004; clarification of Protocols only; This PRR addresses the responsibilities of TDSPs, the Reliability Council and Competitive Retailers related to Load research sampling, Time of Use schedules and Direct Load Control. This PRR reflects changes made to comply with Competitive Metering and PUCT Project No. 25516, Load Profiling and Load Research Rulemaking. 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 its approval of this PRR. 

· PRR471 – NIDR to IDR Default Profile Scaling. Proposed effective date:  upon system implementation; When an ESI ID changes meters and profile ID assignment (from a NIDR to an IDR meter), the default IDR profile data is likely to be an over-statement of Load for the ESI ID. This PRR scales the IDR default profile based on the Load of the last NIDR readings to reduce the variance in estimation of initial and final settlement of the ESI ID. PRS voted to recommend approval of this PRR as submitted and assigned a Priority of 1.1 to the system project. TAC did not make any modifications to the PRS recommendation. TAC voted unanimously to recommend its approval of this PRR.

Mr. Karnei moved to approve PRRs 461, 467, 469 and 471 as proposed; Mr. Veiseh seconded the motion. The motion passed by unanimous voice vote with no abstentions. 

· PRR404 – Energy Procured through the Reliability Council. Proposed effective date:  upon system implementation; This PRR provides for the procurement of Balancing Energy through the Reliability Council’s processes and expands the functionality of Relaxed Balanced Schedules by allowing Market Participants to schedule generation via the Reliability Council’s processes. PRS voted to recommend approval of this PRR after making suggested modifications and noting that approval was contingent upon an analysis of credit issues to be presented to TAC along with the PRS Recommendation Report. TAC did not make any modifications to the PRS recommendation; however, the TAC Recommendation Report (included in the Board materials) reflects the PRS recommendation with the Reliability Council’s comments included, as recommended by TAC. TAC voted to recommend approval of this PRR with a recommendation to the Board of Directors that the comments on the PRS recommendation submitted by the Reliability Council on January 6, 2004 be incorporated in the final action. The recommendation for approval passed by voice vote with two (2) abstentions. 

Chairman Greene invited discussion on PRR404. Suzi McClellan asked about potential reliability concerns associated with this PRR. Ms. Garza stated that some Market Participants are concerned about additional demand on the Balancing Energy bid stack. If that situation arises, however, the Reliability Council can open another bid round for Balancing Energy bids. Ms. Garza also stated that if a large Generation Resource trips off-line, the QSE for that Resource has a large SCE. This PRR gives the QSE the option to procure energy from the Reliability Council to cover the lost MWs. This should help the Reliability Council have a better idea of what QSEs intend to do with their Generation Resources. Other Resources should be willing to bid to provide that energy. 

Sam Jones stated that the QSE for the owner of the Generation Resource which trips will not benefit from any increase in MCPE which may result because that entity would pay for the Balancing Energy to make-up the lost MWs.

Barry Huddleston stated that this PRR will assist the Reliability Council in knowing – on a day-ahead basis – which QSEs are relying on Relaxed Balanced Schedules by scheduling less generation than their Load will be on the next day. Currently, there is no hard penalty for scheduling less Load than a Market Participant will really has. In Mr. Huddleston’s opinion, this PRR remedies a disconnect which has existed between RBS and schedules. 

Ms. McClellan asked about what appeared, in an earlier draft of the PRR, to be a limit on the amount of energy that could be scheduled which was subsequently removed. Ms. Garza stated that a 500 MW limit was originally included in the PRR but was ultimately removed. She stated that TAC decided to allow credit limits to serve as the effective boundary for how much energy a Market Participant could procure. TAC recommends that the Board adopt the revision proposed by the Credit Working Group. 

Tom Payton raised a question about whether any transient analysis had been done to see the effect on the market and stated that he would like to see a transient analysis done. He recommended that the Board seek an opinion of economic and reliability risks from experts. 

Mr. Jones stated that if the Reliability Council knows, on a day-ahead basis, that it will need additional generation, that is a better situation than if the Reliability Council learns about the shortfall in real-time because on a day-ahead basis the Reliability Council has time to open a new Replacement Reserve market, if necessary. Consequently, in his opinion, this PRR will enhance reliability. 

Maxine Buckles stated that, from a credit standpoint, under the current Protocols, the Reliability Council does not know who will be “leaning” on Balancing Energy. Under the proposed PRR, the Reliability Council would have better information on who will be procuring Balancing Energy on a day-ahead basis. 

Chairman Greene called the question. Mr. Huddleston moved to approve PRR404 with the credit work group’s suggested revision; Mr. Baggett seconded the motion. Chairman Greene invited additional discussion.

Mr. David Veiseh stated that, after the winter weather event in February 2003, the PUCT actively and thoroughly investigated the Market Participants. He asked Jess Totten his impressions about this PRR. Mr. Totten stated that he believed the PUCT’s Market Oversight Division conducted a thorough investigation of last February’s events and he (Mr. Totten) worked with the Reliability Council’s Finance Dept. on credit issues after that event. He agrees with Ms. Buckles’ comments regarding the fact that this PRR will assist in assessing credit requirements. 

Chairman Greene stated that if the Board approves this PRR and, subsequently, determines that the new procedure leads to problems – either economic or reliability – the Protocols can be revised to correct those problems. Ms. Garza pointed out that this PRR was originally submitted in April 2003 and has been fully debated at PRS and TAC. 

Chairman Greene called the motion for a vote. The motion passed by a vote of nine in favor and four opposed with no abstentions. Mark Armentrout, Suzi McClellan, Tom Payton and David Veiseh opposed.
· PRR470 – System Fuel Availability. Proposed effective date:  February 1, 2004; This PRR adds new wording to the existing language in Section 5 to include fuel availability as a concern for an emergency condition. 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 vote of twenty-four (24) yes votes, five (5) no votes, and no abstentions.   

Mr. Karnei moved to approve PRR470; Mr. Noel seconded the motion. Chairman Greene invited discussion.

Mr. Payton stated that this PRR had been revised from its original form and, as a result, he supports its passage.

Chairman Greene called the motion for a vote. The motion passed by unanimous voice vote with no abstentions.
2004 Calendar of Board Meetings

At this time, Chairman Greene stated that Board meetings will take place on the third Tuesday of each month in 2004. He raised an issue about the December, 2004 Board meeting and the annual meeting taking place during a week when many people may be on vacation. Margaret Pemberton, ERCOT General Counsel, offered moving those meetings to the prior week. 


Ms. McClellan moved to change the date of the December 2004 Board meeting and annual meeting to Tuesday, December 14, 2004. Mr. Karnei seconded the motion. The motion passed by unanimous voice vote with no abstentions. 

Executive Session
The Board met in Executive Session to discuss various matters including a litigation update and personnel matters. 

Adjournment

Chairman Greene adjourned the Meeting at approximately 5:30 p.m. The next Board meeting will take place on February, 17, 2004 at ERCOT’s Met Center office in Austin, Texas. The following meeting will be held on March 16, 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/2004calendar/2004boardmaterials.htm 

_______________________________________

Margaret Uhlig Pemberton, Corporate Secretary
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