
APPROVED MINUTES OF THE ERCOT BOARD OF DIRECTORS MEETING

Electric Reliability Council of Texas, Inc. Offices

Austin, TX
10:00 a.m.

February 17, 2004

Pursuant to notice duly given, the Meeting of the Board of Directors of Electric Reliability Council of Texas, Inc. convened at approximately 10:00 a.m. on February 17, 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

	Hudson, Paul
	Public Utility Commission of Texas
	PUCT Chairman

	Kahn, Bob 
	Austin Energy
	Municipal

	Kelly, Doc
	Brazos Electric Coop
	Cooperatives - Proxy for Clifton Karnei

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

	McClellan, Suzi
	Office of Public Utility Counsel 
	Consumer/OPUC/Residential; Proxy to Laurie Pappas as of approximately 1:15 p.m.; Ms. Pappas left the meeting at approximately 2:30 p.m.

	Noel, Tom 
	ERCOT
	ERCOT CEO

	Payton, Tom
	Occidental Chemical Corp.
	Consumer/Industrial

	Rogers, Tim
	Cirro Group, Inc.
	Independent REP - Segment Alternate

	Stockstill, Dottie 
	Mirant Americas E.M.
	Independent PM


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

	Mark Dreyfus
	Austin Energy 

	Tom Standish
	CenterPoint Energy

	John Houston
	CenterPoint Energy

	Beth Garza
	FPL Energy – TAC Chairman

	John Meyer
	Reliant Resources Inc.

	Jim Galvin
	ERCOT Staff 

	Rob Connell
	ERCOT Staff

	Cheryl Yager
	ERCOT Staff

	Heather Tindall
	ERCOT Staff

	Mike Petterson
	ERCOT Staff

	Cheryl Moseley
	ERCOT Staff

	Kevin Gresham
	Reliant Resources Inc.

	Mark Walker
	ERCOT Staff

	Darrell Hayslip
	Calpine Corp.

	Jeyant Tamby
	ERCOT Staff 

	David Kasper
	ERCOT Staff

	Betty Day

Trip Doggett
	ERCOT Staff

ERCOT Staff/TNT Facilitator

	Terri Eaton
	Green Mountain Energy

	Walt Shumate
	Shumate and Associates

	Bob Helton
	ANP

	Kent Saathoff
	ERCOT Staff

	Read Comstock
	Strategic Energy

	Frank Lacey
	Strategic Energy

	Kevin Judice
	ERCOT Staff

	Joe DeVito
	FPL Energy

	Stacy Agwayo
	APS Energy Services

	Eric Schubert
	PUCT

	Evan Rowe
	PUCT

	Hal Hughes
	Covington Consulting

	Rich Creegan
	Lodestar Corp.

	David Ranucci
	Lodestar Corp.

	Marialyn Barnard
	CPS

	Garry Waters
	Competitive Assets

	Neil Eddleman
	TEAM

	Denies Stokes
	Competitive Assets

	Beth Emery
	CPS

	Steve Bartley
	CPS

	John Stremel
	APX

	Kay Trostle
	TXI

	Gary Stroud
	ERCOT Staff 

	Steven Johnson
	Sunset Advisory Commission

	Mark Embry
	ERCOT Staff

	Sean Berry
	PwC

	Steve Wallace
	ERCOT Staff

	Henry Durrwachter
	TXU Energy 

	Francis Pullaro
	Strategic Energy

	Stu Young
	Excelergy

	Jim Harder
	Garland Power & Light

	Lacy Seybold
	ERCOT Staff

	Wendell Bell
	TPPA


Announcements


Chairman Mike Greene called the meeting to order and determined that a quorum was present. He also recognized Mr. Paul Hudson, Chairman of the PUCT, and welcomed him to his first meeting as PUCT Chairman. Chairman Greene welcomed the Segment Alternates attending the meeting and recognized Doc Kelly who was sitting in as proxy for Clifton Karnei.

Approval of Minutes


Chairman Greene requested comments on and approval of the minutes of the January 2004 meeting. Miguel Espinosa moved to approve the January meeting minutes. Mr. Manning seconded the motion. The motion passed by a unanimous voice vote with no abstentions.
CEO Report

Tom Noel, ERCOT President and CEO, provided an update on the Reliability Council’s activities. He stated that the Reliability Council staff presentations at Board meetings would change somewhat now that the Board is smaller. On a point-forward basis, ERCOT staff will send metrics information to the Board in the monthly Board packet and will not cover that information at the meeting unless a Board member has a particular question. The Board presentations will concentrate on specific items of interest that month.

Mr. Noel reported that the Reliability Council has processed over eight million transactions since the market opened.

Mr. Noel stated that the industry is in a transition period. Mr. Wolens is retiring from office, Mr. Noel is retiring and Becky Klein resigned from the PUCT and is seeking public office.

Mr. Noel stated his belief that one of the Board’s most important roles is ensuring appropriate resource allocation to effectuate the Board’s policies and priorities. Protocol revisions represent the single largest factor affecting resource allocation. Also, because capital projects represent a large portion of the budget, by looking ahead at projects, the Reliability Council can save money by consolidating several system changes into one project. For example, in 2003, the Reliability Council saved five million dollars by combining the purchases of hardware for several different projects into a single procurement. He suggested that strategic planning would provide the framework for defining perspectives and setting targets.

Chairman Greene reiterated Mr. Noel’s comments regarding strategic planning and stated that, this morning, the H.R. and Governance committee discussed an ad hoc sub-committee to develop a strategic plan. Mark Armentrout will lead this sub-committee. Several other Board members have indicated a willingness to participate in the sub-committee.

Grid Operations Update

Sam Jones, Executive Vice-President and COO, presented the Grid Operations Update. Mr. Jones reported that multiple projects are underway in the Transmission Services area and the Reliability Council has hired five entry-level engineers in that area.

Mr. Jones stated that the Reliability Council experienced no unusual operating incidents since the last Board meeting. He reported further that the Reliability Council will host an Operations Review Process for Market Participants which will: (i) educate Market Participants on current operating practices, (ii) explore the root causes of congestion and discuss possible mitigation measures, (iii) identify possible congestion management improvements and (iv) identify needs for referral to Regional Planning Groups. The first meeting will take place on March 5, 2004.


Mr. Jones stated that NERC activities are currently placing a large external workload on the Reliability Council’s resources. Much of this work arose out of the blackout in the Northeast U.S.


Mr. Meyer asked about the objectives of the DFW study currently underway. Mr. Jones replied that the DFW area has experienced a great deal of load growth without the installation of new generation to serve that new load. New transmission alone may not provide adequate reliability in the future, so the Reliability Council is beginning a study of that area to determine how best to provide for its future reliability needs. Mr. Jones stated that he cannot provide a target date for presenting the study results to the Board because the study is not yet completed.


Mr. Meyer also asked if transmission operators will need to have training pursuant to NERC requirements. Mr. Jones stated that, if any training is needed for transmission operators, the Reliability Council will inform the transmission operators of the training requirements. Chairman Greene stated that he believed the focus of such training would be on emergency training and he believes the Reliability Council does a good job of emergency training, including its EECP.

Market Operations Report
Ray Giuliani, Vice-President and Chief of Market Operations, presented the Market Operations Report. Mr. Giuliani provided data on customer migration from native AREP to a new REP. He also reported on the stratification of REPs by the number of ESI IDs each REP represents. He also provided a quarterly report on transactions (switches, move-in/move-outs, etc.). In addition, Mr. Giuliani provided information on Reliability Services (RMR, RPRS, Reg Up, Reg Down, etc.). He reported that Balancing Energy usage was slightly higher in 2003 than in 2002 and tends to be approximately 3.5 to 4% of the entire market.

Mr. Giuliani reported on the number and types of disputes filed in 2003. He stated that the trend line is decreasing. The Reliability Council is considering whether it can post ADR and Dispute information on the web site so Market Participants can see the outcomes.

Mr. Giuliani also announced that the Reliability Council will host a “Best Practices Forum” of all major U.S. and Canadian ISOs at the end of this month.

Finally, Mr. Giuliani reported that work on the survey to Market Participants is progressing.

Information Technology Update

Ken Shoquist, Vice-President and Chief Information Officer, presented the Information Technology Update. Mr. Shoquist reported that meetings between Reliability Council I.T. representatives and the representatives of the Market Participants have been very fruitful. The Reliability Council has focused recently on security issues and Mr. Shoquist reported on recent work in that area. The Reliability Council expects to become the regional certificate authority as delegated by NERC.

David Baggett asked the date by which the Reliability Council must comply with NERC security requirements. Chris Uranga, ERCOT Director of Corporate Security and IT Operations, reported that the Reliability Council must comply with those requirements by the end of this year. The Reliability Council is currently at a 62% compliance level after an initial audit. Dottie Stockstill asked how many employees will be used on this project. Mr. Shoquist stated that only one employee would be assigned to the project. Bob Manning asked about the intrusions the Reliability Council has experienced. Mr. Uranga reported that we work with the appropriate authorities to determine the sources of the intrusions and many intruders attack other industry participants around the U.S.

Financial Update

Maxine Buckles, ERCOT Vice President and CFO, reported that the Finance and Legal Departments have worked extensively on the Reliability Council’s fee filing at the PUCT. The hearing took place on February 12, 2004 and the Reliability Council presented six witnesses. OPUC and the PUCT each presented one witness. Several issues were raised at the hearing. The Reliability Council anticipates a ruling from the PUCT at its open meeting on February 25, 2004.


Ms. Stockstill asked about the impact of any reduction in the requested fee by the PUCT. Ms. Buckles said that some projects might not get completed if the PUCT does not approve the fee. Alternatively, we could rely more heavily on debt.

Finance & Audit Committee Report


David Baggett, chair of the F&A Committee, reported that the committee considered several issues this month. The first issue was the Credit Working Group’s work with the TNT. The biggest TNT-related issue to date has been Congestion Rights. The full committee intends to get involved in this issue. The group also discussed whether the Reliability Council will need to take on additional debt in 2004. No decision has been made yet with regard to additional debt.


Mr. Baggett provided the Board members a timeline of events for the SAS 70 audit. The committee also discussed the possible need for a Protocols compliance audit but decided that it would not be appropriate to conduct such an audit at this time due, primarily, to the redesign of the market.

H.R. & Governance Committee Report

Bob Kahn, chair of the H.R. & Governance Committee, reported that the committee met this morning and considered the issue of whether competitive metering entities should be allowed to be corporate members. The committee decided that such entities should not be corporate members. The committee also discussed the strategic planning effort.
TAC Report


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

(1) Sub-Committee Chairs and Vice-Chairs

Ms. Garza reported the creation of a Commercial Operations Working Group to address settlement issues needing attention. She expects that the group will become a standing sub-committee over time.

Additionally, Ms. Garza reported the election of the following chairs and vice-chairs of TAC sub-committees:

	Subcommittee
	Chair
	Vice Chair

	Protocol Revisions
	Kevin Gresham

Reliant Resources
	Steve Madden

Occidental Chemical

	Reliability & Operations
	Rick Keetch

Reliant Resources
	Paul Breitzman

Garland Power & Light

	Retail Market
	Dennie Hamilton

Reliant Resources
	Tommy Weathersbee

Oncor

	Wholesale Market
	Bob Helton

American National Power
	Brad Belk

LCRA


(2) Retail Market Guide Revisions

· RMGRR 2004-001 – This revision adds a Standardized Safety Net/Priority Move-In Process.
(3) Competitive Metering Guide Revisions

· CMGRR 2004-001 – This revision ensures conformance with the finalized Agreement for Meter Ownership approved by the PUCT.
(4) Load Profiling Guide Revisions

· LPGRR 2003-2004 – This revision changes the Guide to conform with PRRs 442 and 478.
(5) Recommendation Regarding True-Up Settlements

The TAC recommends that the Reliability Council begin issuing True-Up Statements for the year 2003 beginning on June 1, 2004. This should allow the true-up of 2003 by the end of 2004.

(2) Protocol Revision Requests
· PRR425 – This PRR revises transmission and resource outage requirements and is intended to provide more certainty around outages for the Reliability Council and Market Participants. It clarifies requirements for RMR, Black Start and Synchronous Condensers and would be effective March 1, 2004. The impact analysis indicates it would require one FTE and would have minor I.T. impact. TAC recommended approval by a vote of 27-1-1.

· PRR426 – This PRR allows uncontrollable resources an alternative for the calculation of URC and OOME Down payments. The PRR requires a manual workaround for some portions effective March 1, 2004; the remaining portions would be effective upon system implementation. The impact analysis indicates it would require one FTE. TAC recommended approval by a vote of 28-0-1.

· PRR459 – This PRR provides deadlines related to EPS meter data transmittal as well as clarification of boxed language in the Protocols. This PRR would be effective upon system implementation. TAC recommended approval by a unanimous vote.

· PRR 464 – This PRR requires that certain transaction data submitted by LSEs to ERCOT or received by the LSE from ERCOT remain confidential. TAC proposes an effective date of March 1, 2004. The PRR has minor impacts on systems. TAC recommended approval by a vote of 28-1.

· PRR473 – The proposed language of this PRR allows induction generators to elect to make a contribution to reactive capability construction but lacks any specificity about payment. The change would be effective March 1, 2004 and would have minor impacts on ERCOT systems. TAC recommended approval by a vote of 26-3.

· PRR477 – This PRR conforms Protocols Section 19 to reflect revised or added transactions. The proposed effective date is March 1, 2004 and has no impacts on ERCOT systems. TAC recommended approval unanimously.

· PRR478 – This PRR allows the use of lagged dynamic samples for new load profiles and will reduce the time lag between profile approval and settlement. It will also accommodate changes better than static models and increase accurate use of profiles. It will be effective upon system implementation and has minor system and business impacts. TAC recommended this PRR for approval unanimously.

· PRR484 – This PRR clarifies how DLC will participate in BUL and is needed to meet system development requirements. It will be effective upon system implementation. TAC recommended this PRR for urgent status and approved it unanimously.

· PRR482 – This PRR allocates the Reliability Council’s Administrative Fee to Generation Resources and Loads using a 3-year phase-in and “Method 1” from the ERCOT comments. The proposed effective date is January 1, 2005 and will have system and business impacts. TAC recommended this PRR for approval by a vote of 21-8-1.

Ms. Garza invited questions about these PRRs at this time. Mr. Payton asked about the subsequent PRR which has been filed to address some gaps in PRR473 and how to determine what “make a contribution” means. Ms. Garza stated that she believes there is no standard until that gap is filled and, therefore, no one could take advantage of this PRR until that time.

Suzi McClellan asked about PRR464 and the need for keeping the information as Protected Information. Ms. Garza stated that only one additional transaction would become confidential. Read Comstock of Strategic Energy stated that reporting requirements currently require that this information be kept confidential.

Mr. Manning moved for approval of all PRRs except PRR464 and PRR482; Mr. Armentrout seconded the motion. Mr. Payton asked if Mr. Manning would amend the motion to have PRR473 read as follows: “Pending development of Protocols to provide for the contribution to reactive capability construction, an induction generator may elect to make a contribution to the construction of reactive capability in lieu of meeting the Installed Capability Requirements contained herein.”  At that time, Mr. Manning amended his motion to omit PRRs 464, 473 and 482. Mr. Armentrout seconded the amended motion. The motion to approve PRRs 425, 426, 459, 477, 478 and 484 passed by unanimous voice vote with no abstentions.

With respect to PRR473, a discussion ensued regarding a proposal to box the wording in Section 6.5.7.1(7) in this Protocol revision.

Mr. Payton moved to approve PRR473 with the above-referenced proposal to box the language in Section 6.5.7.1(7); Mr. Manning seconded the motion. The motion passed by unanimous voice vote with no abstentions.

With respect to PRR464, Ms. McClellan raised issues regarding keeping certain retail information as Protected Information. Terri Eaton of Green Mountain Energy stated that information about any REP’s customers is proprietary and sensitive. Mr. Noel stated that Reliability Council staff can investigate any problems with move-in/move-out or other issues. Ms. Eaton stated that the PUCT receives the same information on a REP-by-REP basis and, if a REP is having problems, the PUCT can address the issue with that specific REP. After additional discussion, Tim Rogers moved to approve PRR464; Ms. Stockstill seconded the motion. Additional discussion took place at this time. Ms. McClellan proposed sending PRR464 back to TAC to ensure that the Reliability Council would have sufficient information to address issues related to the information. Ms. McClellan’s proposal was not adopted. Mr. Rogers’ motion passed by a vote of 11 to 1 (Ms. McClellan), with Mr. Payton abstaining.
At this time, the Board turned its attention to PRR482. Ms. Garza began by recapping how the various segments voted at TAC. She continued by explaining the various issues raised by Market Participants during TAC’s consideration of the PRR. Ms. Stockstill stated that she believes the ERCOT Board of Directors should not address the issue raised by this PRR because it is more appropriate for the PUCT. Additional discussion ensured regarding the benefits of this PRR to certain groups and the burdens to other groups. Neil Eddleman of TEAM stated that Competitive Retailers carry most of the cost of current projects as well as amounts that are ultimately not collectible and this PRR would rectify that situation. Mr. Manning stated that the costs may not ultimately be passed on to end-use customers as a matter of business practice. Chairman Greene asked if this PRR would increase complexity for the Reliability Council (e.g. settlements, budgeting). Ms. Buckles stated that implementing this PRR would affect the budget because it would require a systems change. Additionally, ERCOT would have to forecast exempted items to ensure full recovery of all ERCOT budget costs. Mr. Jim Galvin, ERCOT Director of Market Operations, stated that the project to implement this change is “mildly complex.”  Tom Standish of CenterPoint Energy, stated that dividing up a cost on a 50/50 basis without studying the correct cost allocation is not the best way to approach cost allocation.

At this time, Chairman Greene called the question. No one moved to approve PRR482. Mr. Kahn suggested that a cost allocation study be undertaken before the Board considers this proposed change. Mr. Noel stated that this type of study has been conducted in the past and the results were inconclusive. He opined that this issue deserves careful consideration. Mr. Armentrout moved to reject PRR482; Mr. Kahn asked to amend the motion to include a remand to the Board’s ad hoc Strategic Planning Group for a cost allocation study. Mr. Armentrout accepted the amendment. Mr. Huddleston seconded the motion. Ms. Pappas asked that the minutes reflect that OPUC was in favor of this PRR. The motion passed by a vote of ten to two (Ms. Pappas, Mr. Rogers), with Mr. Payton abstaining. 

All PRRs and supporting materials appear on the following ERCOT web page:

http://www.ercot.com/AboutERCOT/PublicDisclosure/ProtocolRev.htm
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 recent activities of the TNT. The TNT recently considered a Load Zone Concept Document from the Congestion Management Concept Group. Several motions were made and failed. Mr. Doggett anticipates another vote on this issue at tomorrow’s TNT meeting.

Mr. Doggett then mentioned that the TNT continues to work on the Day-Ahead market with a proposed stakeholder consensus model being provided to the PUCT by March 31, 2004. The TNT received a presentation on the “Enhanced Hybrid Day-Ahead Model” at its February 4th meeting.

Ms. Stockstill commended Mr. Doggett on his handling of the meeting in which the Load Zone Concept Document was considered.

Executive Session
The Board met in Executive Session to discuss various matters including litigation, ADR and contract matters.

Adjournment

Chairman Greene adjourned the Meeting at approximately 3:20 p.m. The next Board meeting will take place on March 16, 2004 at the Reliability Council’s Met Center office in Austin, Texas. The following meeting will be held on April 20 2003 at the Hilton Austin Airport 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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