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MINUTES OF THE ERCOT BOARD OF DIRECTORS MEETING

Electric Reliability Council of Texas, Inc. Offices

Austin, TX
10:00 a.m.

May 18, 2004

Pursuant to notice duly given, the Meeting of the Board of Directors of Electric Reliability Council of Texas, Inc. convened at approximately 10:15 a.m. on May 18, 2004.

Meeting Attendance:  

Board members:

	Armentrout, Mark
	
	Unaffiliated

	Baggett, David
	
	Unaffiliated

	Espinosa, Miguel 
	
	Unaffiliated

	Huddleston, Barry
	Dynegy Power Corp.
	Independent Generator

	Kahn, Bob 
	Austin Energy
	Municipal

	Karnei, Clifton
	Brazos Electric Power Cooperative
	Cooperative

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

	Noel, Tom 
	ERCOT
	ERCOT CEO

	Ogelman, Kenan
	Office of Public Utility Counsel 
	Proxy from Suzi McClellan

	Payton, Tom
	Occidental Chemical Corp.
	Consumer/Industrial

	Smitherman, Barry
	Public Utility Commission of Texas
	Proxy for PUCT Chairman Paul Hudson

	Standish, Tom 
	CenterPoint Energy
	IOU Segment Alternate

	Stockstill, Dottie 
	Mirant Americas E.M.
	Independent PM

	Vadie, Henry
	Utility Choice Electric
	Independent REP – Proxy for David Veiseh


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

	Susan Vincent
	ERCOT Staff

	Mark Walker
	ERCOT Staff

	Carrie Morgan
	ERCOT Staff

	Bill Bojorquez
	ERCOT Staff

	Gary Stroud
	ERCOT Staff

	Richard Gruber
	ERCOT Staff

	Mike Petterson
	ERCOT Staff

	Jim Galvin
	ERCOT Staff

	Cheryl Moseley
	ERCOT Staff

	Cheryl Yager
	ERCOT Staff

	Kevin Gresham
	Reliant Energy

	Parviz Adib
	PUCT Staff

	Mark Dreyfus
	Austin Energy

	Cesar Seymour
	Tractabel

	John Meyer
	Reliant Resources, Inc.

	Paul Wattles
	ERCOT Staff 

	Jeff Brown
	Coral Energy 

	Diana Zake
	ERCOT Staff

	Larry Gurley
	TXU

	Walt Shumate
	Shumate & Associates

	Denise Stokes
	Competitive Assets

	Gary Waters
	Competitive Assets

	Shams Siddiqi
	LCRA

	Trip Doggett
	TNT Facilitator

	John Houston
	CenterPoint Energy

	Marialyn Barnard
	CPS

	Steve Bartley
	CPS

	John Moore
	

	Wendell Bell
	TPPA

	Bob Helton
	AWP

	Adrian Pieniazek
	CenterPoint Energy

	Kevin Judice
	ERCOT Staff

	Lacy Seybold
	ERCOT Staff

	Chip Little
	Mirant

	Bridget Headrick
	PUCT

	Daryl Cote
	Structure

	David Kasper
	ERCOT Staff

	Sandy Morris
	LCRA

	Dan Jones
	CPS

	Clayton Greer
	Constellation

	Beth Garza
	FPL Energy

	Jeyant Tamby
	ERCOT Staff

	Kristy Ashley
	Exelon

	Darrell Hayslip
	Calpine

	Randy Jones
	Calpine


Announcements


Vice-Chairman Bob Manning called the meeting to order, determined that a quorum was present and welcomed the Segment Alternates and proxies attending the meeting. Mr. Noel stated that TXU has recently issued a press release stating, among other things, that Mike Greene, ERCOT Chairman, will become the Chairman and CEO of TXU Power.

Approval of Minutes


Mr. Manning requested comments on and approval of the minutes of the April 2004 meeting.  Andy Gallo, ERCOT Staff, stated that Tom Payton asked to change the minutes to clarify that he abstained from the votes on PRRS 485 and 490 because his company had an interest in the outcome of the votes. David Baggett moved to approve the April meeting minutes with the revision proposed by Mr. Payton. Mark Armentrout seconded the motion. The motion passed by a unanimous voice vote with no abstentions.
Finance & Audit Committee Report


David Baggett, Chair of the F&A Committee, reported that the committee considered several issues this month, including the proposed charter for the Credit Working Group (CWG) of the F&A Committee. Each Board member has received a copy of the proposed CWG charter and Mr. Baggett encouraged Board members to provide comments on the charter to Maxine Buckles, ERCOT CFO or Cheryl Yager, ERCOT Treasurer. The CWG charter will be presented to the Board for approval at the June 15 Board meeting. The Committee also discussed input from CWG on certain pending PRRs. Henceforth, the Impact Analysis prepared by ERCOT Staff for each PRR will include information regarding the impact of the PRR on credit issues and whether such changes have the CWG's review and approval. The Committee also reviewed the ERCOT financing policy and the ERCOT investment policy. Proposed changes to the investment policy will be presented to the Board for approval at the June 15 meeting. Proposed changes to the financing policy will be presented to the board at the July meeting. At the F&A Committee prior to the Board meeting, Ms. Buckles, reported on the financial status of ERCOT and the recent financing. Mike Petterson, ERCOT Controller, reported that revenues and expenses are below budget.

TAC Report


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

(1)  Operating Guide Revisions
· OGRR 143 – This OGRR revises the OGRR process to require only one review by the ROS, unless comments are made on the ROS Recommendation Report. It also modifies the comment periods in order to streamline the OGRR process.

· OGRR 145 – This OGRR makes the Operating Guides conform to the Reactive Standards adopted by the TAC.

(2)  System Change Requests
· SCR 732 – Creates a team to develop the detailed system requirements of an enhanced tracking tool for the FasTrak process.

(3)  Commercial Operations Working Group
Ms. Garza reported that the TAC established this group to address several issues: (i) settling ADAM in the Zonal Market; (ii) Web Site (portal) Review; (iii) the Settlement and Billing Dispute Protocol; (iv) Settlement Operating Guides; and (v) ADR Protocols. B.J. Flowers will serve as the Chair of this group. 

(4) Protocol Revision Requests
· PRR468 – Frequency Response Requirements & Monitoring. Proposed effective date: June 1, 2004. No impact to ERCOT computer systems; minor staffing impacts (0.25 FTE for Compliance to design and administer appropriate performance monitoring and scoring methods); minor impacts to business functions and grid operations/practices. This PRR establishes requirements for Generation Resource governor response and performance monitoring and reporting criteria. After declaring PRR468 urgent, the TAC voted unanimously to recommend approval of PRR468 as modified by TAC.

· PRR496 – Block Bidding and Deployment of LaaRs. Proposed effective date: upon system implementation. This PRR has ERCOT computer system impacts requiring an Areva/ESCA project to change the logic of the Ancillary Service procurement process [Release 5]; no staffing impacts; minimal business function impacts upon system implementation; grid operations/practices impacts to methods for accepting block bids from LaaRs for Responsive Reserve Service and Non-Spinning Reserve Service. This PRR adds provisions for LaaRs to have the option to bid Responsive Reserve Service and Non-Spinning Reserve Service as a block. The TAC voted unanimously to recommend approval of PRR496 as submitted by PRS.

Mr. Payton asked about the timeframe for EMMS Release 5. Mr. Jeyant Tamby, ERCOT Director of Energy and Market Management Systems, stated that Release 5 is scheduled for deployment in the spring of 2005.  

Mr. Noel moved to approve the PRRs as submitted. Mr. Karnei seconded the motion. The motion passed by a voice vote with twelve votes in favor, one vote against with respect to PRR 496 only (Mr. Payton) and no abstentions.  
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.  

(1)  Cost Benefit Study Update

Mr. Doggett reported that the Cost Benefit Study has been moving forward on schedule.

(2) Review of Meeting Votes

Mr. Doggett reported on the results of votes from three recent meetings. TNT approved several new white papers and revised versions of previously Board-approved market design elements:

(i) Transmission Planning white paper (new); 

(ii) Load Participation white paper (new); 

(iii) RMR Language added to DaRUC, HaRUC, ADAM and E-HDAM white papers; 

(iv) discontinued work on the Outage Scheduling white paper pending implementation of PRR425 and review of its impact; 

(v) Fidelity Requirements for Transmission Planning Models white paper; (new)

(vi) Telemetry Addendum to the Fidelity Requirements white paper; 

(vii) Emergency Operations white paper (new);

(viii) Performance Monitoring white paper (new); and

(ix) System Migration Principles (new).

He also reviewed several items relating to the Market Mitigation document addressed at the May 10, 2004 TNT meeting, including:

(i) The failure of several proposals related to market elements; 

(ii) Approval of the following items:

a. Option 1 for Floor Prices with price revised to -$250;

b. A motion to accept revisions made to the paragraph titled “Offer Pricing for Resources with Output Schedules and Incomplete Offer Curves;”

c. Option 1 for E-DAM;

d. Option 1 for oversold CRRs in E-HDAM and real-time;

e. Option 1 for Ancillary Services mitigation; 

f. Congestion Management Concept Group Concept white paper; and 

g. Settlement Formulae approval will be during Protocol review and format will use variable names (Option 3).

Mr. Doggett reported on the following items from the May 14, 2004 TNT meeting:

(i) Approval of the Market Mitigation white paper section on System-wide Mitigation (including the system-wide offer cap of $1,000/MWh, Independent Market Monitor (IMM) duties, “hockey stick” bidding and ex ante market protection by the IMM);

(ii) Approval of the Market Mitigation white paper section on Ancillary Services Mitigation (containing language virtually identical to the system-wide section of the mitigation white paper except the Ancillary Services offer cap is $1,000/MW);

(iii) Approval of the section of the Market Mitigation white paper dealing with real-time market mitigation; and

(iv) Approval of the Market Mitigation white paper as a whole.

Mr. Payton asked a question about the 25% “adder” in the DaRUC. Mr. Doggett invited Mr. John Meyer of Reliant to respond. Mr. Meyer responded that the 25% adder was included as an incentive to Market Participants to provide resources in load pockets with enough incentive to self-commit their resource. This incentive is built into DaRUC as follows: 1) Resources that self-commit must pay for their own start-up and minimum energy costs, but may keep all their gross margin; 2) Resources that are committed by DaRUC are guaranteed their start-up and minimum energy costs whether they earn revenue or not; 3) Resources committed in DaRUC that earn revenues above their costs first pay back the start-up and minimum energy costs and then get to keep only 50% of any excess cost. Thus, a 25% adder above costs was needed to induce self-commitment, since direct allocation of start-up and minimum costs was not adopted.

(3)  Protocol Development

Mr. Doggett reported that a core team of ERCOT personnel are preparing Protocol documents and intend to provide draft Texas Nodal Protocols to the stakeholders on June 4, 2004. The first round of collaborative review will start on July 6, 2004. Dates for meetings are being established on the ERCOT calendar. The second round of review will end on August 16, 2004.

(3) Approval of Market Design Elements

Mr. Doggett requested that the Board of Directors approve the TNT Design Elements set forth in the following new white papers:

(i) Transmission Planning;

(ii) Fidelity Requirements for Transmission Planning Models;

(iii) Load Participation;

(iv) Emergency Operations;

(v) Performance Monitoring; and

(vi) System Migration Principles.

Mr. Standish moved to approve the TNT market design elements defined in the white papers presented by Mr. Doggett. Mr. Baggett seconded the motion. The motion passed by a unanimous voice vote with no abstentions.  
Next, Mr. Doggett requested that the Board approve the design elements defined by modifications to the following previously approved white papers:

(i) RMR in Day-Ahead Energy Market (E-HDAM);

(ii) RMR in Day-Ahead Reliability Unit Commitment (RUC);

(iii) RMR in Hour-Ahead RUC; 

(iv) Congestion Management concepts; and

(v) Telemetry Addendum to the Fidelity Requirements for Transmission Operations.
Mr. Ogelman asked Mr. Doggett to summarize the RMR language. Mr. Doggett stated that the new language appears in the Board packet information for item 5b previously sent to Board members. He referred the members to that document and provided additional information regarding the proposed new language. Mr. Armentrout asked if the PUCT’s Market Oversight Division (MOD) had any objections to the proposed design elements.  In response, Parviz Adib of MOD stated that he intends to provide input to Board members during the TNT Protocols process, particularly in regards to market mitigation, and he would prefer the Board not to remand these items at this time. He stated that the TNT participants have done excellent work in creating the white papers supporting the design elements and the MOD is largely comfortable with the existing white papers and the proposed new language. He stated that the MOD has participated in the process of drafting these white papers. He stated his belief that some areas could use revision, and the MOD will provide information on these issues in the future. He stated further that the PUCT currently has a rulemaking in process to address these issues as well. Additionally, ERCOT has hired Dr. Frank Wolak, an independent economist, to review these matters. Within one week, MOD will send a document to all stakeholders to address the remaining issues.

Mr. Clayton Greer, of Constellation Power Source, asked Mr. Adib about the process for these revisions. Mr. Adib stated that he would like to have the revisions reviewed in time for the submission of the Texas Nodal Protocols to the PUCT in November 2004. The PUCT will address the open issues in its review of the proposed Protocols.

Mr. Huddleston stated that he is concerned that MOD and/or the PUCT may completely change whatever the Board decides to do today. Additional discussion took place regarding the process of revising white papers and drafting the proposed protocols to implement the new market design.  

Ms. Stockstill moved to approve market design elements defined in the additions to the previously approved white papers. Mr. Armentrout seconded the motion. The motion passed by a unanimous voice vote with no abstentions.  
(5) Approval of Market Mitigation Elements Approved at TNT Meeting on May 14, 2004

Mr. Doggett invited Jeff Brown of Coral Energy to present Coral’s position on the real-time market mitigation measures.  

Mr. Brown began by providing background information on Coral Energy: the company manages two combined cycle plants in the ERCOT Region with a total capacity of 2,000 MWs. Mr. Brown stated that, in his company’s opinion, the TNT “compromise” compensation language governing real-time mitigation (where there is no market solution for the needed service) provides inadequate compensation for existing combined cycle plants, because they would not be able to recover their capital expenditures. The TNT proposed mitigation provides for payment assuming a 10.5 (x 1,000) mmbtu heat rate (times a fuel index price) or, in the alternative, variable costs for the service, which for units actively providing service would have an adder of only 10% over variable costs. He believes this will provide a disincentive to investment in new plants. Coral Energy proposes that the real-time market mitigation mechanism should include recovery of investment costs for combined cycle plants or provides a heat rate assumption of 14.5 for combined cycle plants as the default payment level.

Barry Huddleston stated that Mr. Brown made valid points. Mr. Huddleston stated that in other markets, for example, PJM, supplement is provided to generators for investment recovery through mechanisms not present in the ERCOT market, such as installed capacity (ICAP) program. In the ERCOT Region, the only way for to recover an investment is through the proceeds from the energy sold. He stated that he would support the inclusion of investment capital in the “cost plus” approach, so long as the ERCOT Region does not have a capacity market. He also mentioned that the RMR protocols allow for recovery of capital costs.  

Mr. Ogelman recapped the proposed language. He stated that he disagrees that units will have a price cap of variable costs plus 10% because the language provides for compensation as the greater of a 10.5 heat rate or the cost plus 10%. Additionally, he stated that he has information indicating that the newer combined cycle plants in the ERCOT Region average a 6.5 heat rate and, therefore, the proposed 10.5 heat rate is a reasonable recovery of costs to operate plus compensation for capital invested.

Mr. Payton commented that the proposed language serves to limit market power. Mitigated Resources will be paid the higher of: (i) market price; (ii) mitigated price; or (iii) the price paid to any more expensive unit chosen in the non-competitive area. He echoed Mr. Ogelman’s comment that a 10.5 heat rate for a combined cycle plant is a favorable heat rate for that type of plant. 

Mr. Baggett stated his concern that an entire segment – independent power producers – opposes a certain proposal.  He would like to see background data regarding the efficacy of a 10.5 heat rate.

Chairman Manning offered Mr. Brown an opportunity to respond to these comments. Mr. Brown stated that most combined cycle plants have a 6.9 to 7.5 heat rate. He added however, that heat rate covers only the actual fuel cost. He stated that such plants have additional costs (e.g. variable operating and maintenance costs, swing gas payments), which add about 2.0 to the heat rate. Consequently, the 10.5 heat rate does not leave much money for capital cost recovery. He also stated that PJM provides for a capacity payment not available in the ERCOT Region and, therefore, comparisons to PJM are not relevant. Finally, he stated that the ERCOT Region needs new generation built in Load pockets and the proposed language will not provide an incentive to new investment in those areas.

Mr. Doggett stated that the TNT group had raised many of the issues raised by Board members and Mr. Brown before approving the proposed language.

Clifton Karnei moved to approve the TNT-proposed language for the market mitigation market design elements; Mr. Ogelman seconded the motion. Mr. Manning invited further discussion.  

Mr. Karnei asked Mr. Doggett about the impact on the TNT timeline of a remand of this issue. Mr. Doggett stated that a delay would affect Protocol drafting and would affect the PUCT’s ability to review the stakeholders’ position as part of the PUCT rulemaking on Pricing Safeguards. Ms. Stockstill asked Mr. Adib to provide input on the impact on the PUCT rulemaking. Mr. Adib stated that the PUCT must have its decision by the end of August and, therefore, any delay in a vote would adversely impact that time line.  

With no further comments pending, Chairman Manning called the question for a vote. The motion passed by a vote of ten in favor, two opposed (Ms. Stockstill and Mr. Baggett) and one abstention (Mr. Huddleston).
Human Resources & Governance Committee Report

Bob Kahn, Chairman of the H.R. & Governance Committee, reported briefly on the results of the stakeholder survey. He will make a more detailed report to the Board next month.  

Mr. Armentrout provided the following report on the Strategic Planning Working Group (SPWG):

(i) PRR482 – the SPWG agreed it was appropriate to review the allocation of the administration fee, but inappropriate to change the allocation in the middle of a budget year. Affected parties should be given reasonable time to plan for changes to the allocation of ERCOT fee requirements. Consequently, the SPWG recommends that, if ERCOT changes the allocation, it should do so no earlier than the year 2006. Mr. Armentrout stated that he would like the Board to consider having ERCOT Staff draft a white paper regarding its opinion on fee allocation. He will bring this recommendation for Board vote at the June 15 meeting.

(ii) Budget – The SPWG would like to see a budget option for ERCOT for 2005 be either: (i) flat (plus inflation) or (ii) flat (plus inflation) plus the additional costs related to PUCT-required items and TNT implementation costs. This would be in addition to a budget covering all approved and high priority projects from TAC, PUCT, and internal ERCOT staff. The intention is to create a flat option and be conscious of continual significant increases in ERCOT staff and budget that ERCOT has experienced since its launch.

Ms. Buckles asked for input on the process for following this recommendation because many of the budget increases relate to PRRs approved by the Board. Mr. Armentrout stated that the SPWG could work with ERCOT Staff to address this process.

Mr. Huddleston stated that ERCOT Staff must implement PRRs approved by the Board and, therefore, ERCOT Staff could not refrain from implementing a PRR because they did not have the budget to do so.

Mr. Espinosa stated that each PRR affects the budget and the Board should receive more input from ERCOT Staff regarding the financial impact of each PRR. PRRs would be approved with an implementation date within the approved budget.

(iii) Capital Structure/Debt-Equity Ratio – The SPWG suggested that ERCOT should look at its various types of investments and have a different Debt/Equity Ratio depending on the asset.

Mr. Baggett stated that the Finance & Audit Committee intends to propose a financial policy for the company and it would include this item in the proposal.

Other Business


Mr. Noel stated that RMS raised an issue regarding the start-up, later this month, of True-up Settlement Statements for the year 2003. Several Market Participants have voiced concern about whether ERCOT should begin that process at that time. Mr. Jim Galvin, ERCOT Director of Market Operations, stated that Market Participants have been working through the Data Extract Variance (DEV) process. Many of the data extract variances are relationship variances (e.g. the date when an ESI ID moved from one REP to another, or incorrect effective dates for a premise to REP relationship). There are approximately 92,000 relationship variances for January 2003; approximately 17,000 did not pass initial validation and were rejected, leaving 75,000 needing resolution. ERCOT Staff has approximately 16,000 of those variances ready for resolution; the rest require resolution and/or acknowledgement from Market Participants. This week, approximately 50,000 additional variances arrived at ERCOT; approximately 80% of those are valid and require resolution by ERCOT Staff. With approximately two weeks before True-Up Settlements are scheduled to begin, approximately 10,000 of the original 92,000 variances still require input from the REP or TDSP.  


Mr. Meyer of Reliant asked whether all disputes for dates in 2002 are closed. Mr. Galvin stated that True-up Settlements for 2002 have been issued, but not all disputes for 2002 have been closed. He encouraged Market Participants to resolve variances in a timely manner and provide ERCOT the agreed upon period of time to resolve these variances so as to keep the process moving smoothly. Mr. Giuliani, ERCOT Chief of Market Operations, stated that all Market Participants agreed to a timeline for resolution of variances, but many Market Participants have not followed that timeline. 


Mr. Kahn stated that, so far this year, ERCOT has spent approximately $5 million less than budgeted. At the end of last year, ERCOT had also under-spent its budget. He stated that he will be disappointed if there is a significant amount of money remaining at year end because that would indicate the ERCOT fee could have been established at a lower amount. 

Adjournment


Chairman Manning adjourned the open session of the meeting at 1:40 p.m. The next Board meeting will take place on June 15, 2004 at the Reliability Council’s Metro Center office in Austin, Texas. The following meeting will be held on July 20, 2004 at the Reliability Council’s Met Center office in Austin, Texas.

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


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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