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MINUTES OF THE ERCOT BOARD OF DIRECTORS MEETING

Electric Reliability Council of Texas, Inc. Offices

Austin, Texas
10:00 a.m.

June 15, 2004

Pursuant to notice duly given, the Meeting of the Board of Directors of Electric Reliability Council of Texas, Inc. convened at approximately 10:25 a.m. on June 15, 2004.

Meeting Attendance:  

Board members:

	Armentrout, Mark
	
	Unaffiliated

	Baggett, David
	
	Unaffiliated

	Espinosa, Miguel 
	
	Unaffiliated

	Greene, Mike 
	TXU Power
	IOU; ERCOT Chairman

	Harder, Jim 
	Garland Power & Light
	Municipal – Segment Alternate; proxy for Mr. Karnei after 1:00 p.m.

	Hayslip, Darrell
	Calpine Corp.
	Independent Generator-Segment Alternate 

	Hudson, Paul
	Public Utility Commission of Texas
	PUCT Chairman 

	Karnei, Clifton
	Brazos Electric Power Cooperative
	Cooperative 

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

	McClellan, Suzi
	Office of Public Utility Counsel 
	OPUC Residential & Small Commercial Consumers

	Noel, Tom 
	ERCOT
	ERCOT CEO

	Payton, Tom
	Occidental Chemical Corp.
	Consumer/Industrial

	Stockstill, Dottie 
	Mirant Americas E.M.
	Independent PM

	Veiseh, David
	Utility Choice Electric
	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

	Kevin Judice
	ERCOT Staff – Acting CIO

	Ray Giuliani
	ERCOT Staff – VP and Chief of Market Operations

	Susan Vincent
	ERCOT Staff

	Mark Walker
	ERCOT Staff

	Carrie Morgan
	ERCOT Staff

	Terri Eaton
	Green Mountain Energy

	Mark Dreyfus
	Austin Energy

	Dottie Roark
	ERCOT Staff

	Cesar Seymour
	Tractebel

	Kevin Gresham
	Reliant 

	Parviz Adib
	PUCT Staff

	Beth Garza
	FPL Energy

	Steve Grendel
	ERCOT Staff

	Jim Galvin
	ERCOT Staff

	Betty Day
	ERCOT Staff

	Cheryl Moseley
	ERCOT Staff

	Paul Wattles
	ERCOT Staff

	Vikki Gates-Cuddy
	Structure Group

	Greg Ramon
	TECO/Frontera

	Ray King
	TECO/Frontera

	Randy Jones
	Calpine

	Henry Vadie
	Utility Choice Electric

	Robert Connell
	ERCOT Staff

	Mary Sallee
	ERCOT Staff

	Heather Tindall
	ERCOT Staff

	Bob Helton
	ANP

	Mike Petterson
	ERCOT Staff

	Randall Chapman
	Texas Legal Services

	Marianne Carroll
	Carroll, Gross, Reeder & Drews

	Kristy Ashley
	Exelon

	Jack Crowley
	Exelon

	Chris Hughes
	Exelon

	Jess Totten
	PUCT

	Kay Trostle
	TXI

	Jake Dyer
	Fort Worth Star-Telegram

	W.H. Geissler
	Attorney/Engineer

	Ned Ross
	FPL Energy

	Neil Eddleman
	TEAM

	Garry Waters
	Competitive Assets

	Steve Hopson
	Sunset Commission

	Sudeep Reddy
	Dallas Morning News

	Richard Ross
	AEP

	Barbara Clemenhagen
	Sempra Energy

	Adrian Pieniazek
	CenterPoint Energy

	John Houston
	CenterPoint Energy

	Tom Standish
	CenterPoint Energy

	Diana Zake
	ERCOT Staff

	Evan Rowe
	Calpine

	Walt Shumate
	Shumate & Associates

	Steve Zoromsky
	LCRA

	Ed Ettorre
	ERCOT Staff

	Vanessa Spells
	ERCOT Staff

	Larry Grimm
	ERCOT Staff

	Bridget Headrick
	PUCT

	Agatha DeLeon
	PUCT

	John Greytok
	Greytok Consulting

	John Moore
	John Moore

	Steve Bartley
	CPS

	Marialyn Barnard
	CPS

	Valerie Anderson
	GDS Associates

	Sheri Moore
	CNP

	Wendell Bell
	TPPS


Announcements


Chairman Greene called the meeting to order and determined that a quorum was present. He welcomed the Segment Alternates attending the meeting: Darrell Hayslip and Jim Harder, who were serving as alternates for Barry Huddleston and Bob Kahn, respectively. Chairman Greene stated that the Board would take up “other business” first and, as part of that business, would consider the appointment of a new Board committee. He stated further that law enforcement officials have instructed ERCOT not to discuss issues related to recent events at ERCOT because doing so might hinder their ability to conduct their investigation.

Other Business

(1) 
Appointment of Special Board Committee

Chairman Greene asked for a motion waiving notice to consider appointment of a Special Board Committee. Mr. Karnei moved to waive notice to consider this matter. Mr. Manning seconded the motion. The motion passed by unanimous voice vote with no abstentions. Chairman Greene stated that he established a Board sub-committee to work with ERCOT’s internal auditor, PricewaterhouseCoopers and the auditor the PUCT has directed to be hired to consider the irregularities that have recently come to light within ERCOT. The sub-committee consists of the following members: Bob Manning, David Baggett, Bob Kahn, Mark Armentrout and Mike Espinosa. Mr. Espinosa will serve as the sub-committee Chairman. Chairman Greene invited Chairman Hudson to serve as a Board Member or in his capacity as the PUCT Chairman. 
Chairman Greene proposed the following motion: 

The ERCOT Board of Directors ratifies the appointment of Mike Espinosa as Chairman, Bob Manning, David Baggett, Bob Kahn and Mark Armentrout to serve on a Special Committee, reporting to the full Board, to review the auditing activities and develop recommendations for the Board regarding any further action as a result of the audits, including any needed improvements in internal ERCOT processes and controls.

Mr. Karnei moved to accept Chairman Greene’s proposed motion. Ms. Stockstill seconded the motion. The motion passed by unanimous voice vote with no abstentions. 

Chairman Greene recommended establishment of a third-party hotline for ERCOT employees to contact if they wish to report any improprieties. Mr. Espinosa stated that this arrangement has already been established and will be announced to ERCOT employees on Thursday, June 17, 2004.


Chairman Greene invited anyone in the audience who wishes to make a statement to do so at this time. Mr. Randy Chapman of Texas Legal Services made a brief statement. 


Chairman Greene stated that the Board would adjourn to Executive Session at this time for discussions regarding: (1) the work of ERCOT’s internal auditor; and (2) the status of the search for CEO candidates. The Board adjourned to Executive Session at approximately 10:40 a.m.

Executive Session
The Board met in Executive Session until approximately 1:00 p.m.

Approval of Minutes


Chairman Greene requested comments on and approval of the minutes of the May 2004 meeting.  Mr. Hayslip moved to approve the prior month’s meeting minutes as circulated. Ms. Stockstill seconded the motion. The motion passed by a unanimous voice vote with no abstentions.
TAC Report


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

(1)  Operating Guide Revisions
· OGRR 148 – This OGRR removes the reference to PARWG.

(2)  Retail Market Guide Revisions
· RMGRR 2004-003 – This RMGRR relates to the Disconnect/Reconnect process.

(3) Protocol Revision Requests
· PRR476 – Ramp Rate Adherence during Local Congestion. Proposed effective date: Upon determining market and ERCOT computer system requirements and implementation of computer system changes. Significant computer system impacts to EMMS systems requiring ESCA/Areva development, which will require further input from Market to define the solution within the portfolio structured market. No staffing impacts upon system implementation. This PRR requires ERCOT’s determination of a unit-specific Dispatch Instruction to adhere to and not exceed the unit’s ramp rates. This PRR was voted urgent by PRS in December 2003. PRS voted to recommend approval of PRR476 as submitted. TAC did not make any modifications to the PRS recommendation. TAC voted unanimously to recommend approval of this PRR. ERCOT Credit staff and the CWG have reviewed PRR476 and do not believe that it requires changes to credit monitoring activity or the calculation of liability.

· PRR499 – Eliminate Fuel Shortage Notice. Proposed effective date:  July 1, 2004. No ERCOT computer system impacts; no staffing or business function; minor impacts to Operating Guides, internal operating procedures, and operations staff training on revised procedures. This PRR eliminates the requirement for ERCOT to issue Operating Condition and Advisory Notices for fuel curtailment situations; however, Emergency Notices for fuel shortages are required. PRS voted to recommend approval of PRR499 as revised by PRS. TAC did not make any modifications to the PRS recommendation. TAC voted unanimously to recommend approval of this PRR. ERCOT Credit staff and the Credit Working Group (CWG) have reviewed PRR499 and do not believe that it requires changes to credit monitoring activity or the calculation of liability.

· PRR502 – Aggregation of Combined Cycle Units Providing RRS. Proposed effective date: Upon system implementation and operator training. Has ERCOT system impacts to ERCOT Power Operations System generator and reserve modeling database; business functions and staffing are impacted in short-term by need to update database and Operator Procedures, which will require additional Operator training; no additional impacts to grid operations after implementation.  This PRR allows RRS obligations awarded to combined cycle plants to be aggregated for all units in a block for consideration of compliance. After voting to declare this PRR urgent, PRS voted to recommend approval of PRR502 as revised by PRS and ERCOT comments. Additionally, PRS assigned a project priority ranking of 1.1 to this PRR. TAC affirmed urgent status for this PRR and did not make any modifications to the PRS recommendation. TAC voted unanimously to recommend approval of this PRR. ERCOT Credit staff and the CWG have reviewed PRR502 and do not believe that it requires changes to credit monitoring activity or the calculation of liability.
· PRR504 - Resource Derating Clarification. Proposed effective date: July 1, 2004. No ERCOT computer system impacts; no staffing impacts; minor impacts to business functions; provides potential grid operations/practices improvements with better weather event data available for analysis. This PRR provides an explanation of what constitutes a Resource deration and defines the magnitude of the deratings to be entered, so that ERCOT will receive needed information regarding Resource capability. PRS voted to recommend approval of PRR504 as revised by TXU comments and PRS. TAC did not make any modifications to the PRS recommendation. TAC voted unanimously to recommend approval of this PRR. ERCOT Credit staff and the CWG have reviewed PRR504 and do not believe that it requires changes to credit monitoring activity or the calculation of liability.
· PRR507 - RMR Process Enhancements. Proposed effective date: July 1, 2004. No ERCOT computer system impacts; no staffing impacts based on updated information, however may require the use of a consultant for the increased frequency of RMR reviews (unbudgeted in 2004; reference $50K spent on high-level RMR review by consultants in 2003); no grid operations/practices impacts. See ERCOT Impact Analysis for TAC. This PRR streamlines and clarifies the RMR initiation process timeline and adds incentives for Resource Owners to negotiate RMR agreements. This PRR is a result of TAC directing the RMR Task Force to address stakeholder and ERCOT concerns over the current RMR initiation process. PRS voted to recommend approval of PRR507 as submitted. TAC did not make any modifications to the PRS recommendation. TAC voted to recommend approval of this PRR with three no votes and one abstention. ERCOT Credit staff and the CWG have reviewed PRR507 and do not believe that it requires changes to credit monitoring activity or the calculation of liability.
· PRR510 – Remove PIP134 and PIP158 Boxed Language. Proposed effective date: July 1, 2004. No impacts to ERCOT computer systems, staffing, business practices or grid operations/practices. This PRR removes changes due to PIP134 and PIP158, both of which are currently “boxed” in the Protocols awaiting system implementation. Both PIP134 and PIP158 have consistently received priority 3.3 rankings from the Market Participants when examined against all other projects. This level of priority is not likely to result in project initiation. PIP134 required ERCOT System and Zonal Load forecasts to be distributed through the Message System and PIP158 added information contained in Dispatch Instructions. PRS voted to recommend approval of PRR510 as submitted. TAC did not make any modifications to the PRS recommendation. TAC voted unanimously to recommend approval of this PRR. ERCOT Credit staff and the CWG have reviewed PRR510 and do not believe that it requires changes to credit monitoring activity or the calculation of liability.
· PRR512 – OOMC and OOME of LaaRs. Proposed effective date: July 1, 2004; No ERCOT computer system impacts; no staffing, business function or grid operations/practices impacts. Current Protocol language requires Loads acting as Resources (LaaRs) to be available to provide OOMC Service. This PRR removes that requirement. This PRR also defines the settlements compensation for LaaRs that are providing OOME Service by using existing ERCOT processes where available. This PRR was voted urgent. After clarifying the formulas, PRS voted to recommend approval of PRR512 as revised by ERCOT comments. TAC did not make any modifications to the PRS recommendation. TAC voted to recommend approval of this PRR with two abstentions. ERCOT Credit staff and the CWG have reviewed PRR512 and do not believe that it requires changes to credit monitoring activity or the calculation of liability.
· PRR513 – Verification of Operational Model after Recurring Local Congestion Event. Proposed effective date: upon filling ERCOT staffing requirements. No impacts to ERCOT computer systems; slight additional requirement for Control Room Operators to save data; Operations support staffing will require 0.5FTE to fully comply with the PRR to perform analysis of congestion and reconcile with TDSP models for all events. After ERCOT identifies Local Congestion occurring on a repeated basis, this PRR establishes procedures for contacting the appropriate TDSP to verify ratings and configurations of Transmission Facilities used in the ERCOT Operational Model and to identify any additional operational intervention or system monitoring that could be implemented to manage recurring Congestion due to a recurring cause. The PRR also establishes the means for changing the ERCOT Operational Model to correct ratings when required. This PRR was previously voted urgent. PRS voted to recommend approval of PRR513 as revised by ERCOT comments and PRS. TAC affirmed urgent status for this PRR and did not make any modifications to the PRS recommendation. TAC voted to recommend approval of this PRR with two abstentions. ERCOT Credit staff and the CWG have reviewed PRR513 and do not believe that it requires changes to credit monitoring activity or the calculation of liability.
PRR519 – ERCOT and TDSP Acceptance of Customer Cancellation of Switch Request. Proposed effective date:  August 1, 2004. No impacts to ERCOT computer systems, staffing, business functions or grid/operations practices. This PRR revises current Protocol language to clarify that ERCOT and the TDSP will accept cancellations (814_08s) until five (5) Business Days preceding the scheduled meter read date. The change is being made to reflect the way the market is operating and to facilitate the implementation of PRR444 – Move In Move Out (MIMO) Stacking Solution. After voting this PRR urgent so that the effective date can coincide with the August 1 implementation date for MIMO, PRS voted to recommend approval of PRR519 as revised by PRS. TAC affirmed the urgent status of this PRR and did not make any modifications to the PRS recommendation. TAC voted unanimously to recommend approval of this PRR. ERCOT Credit staff and the CWG have reviewed PRR519 and do not believe that it requires changes to credit monitoring activity or the calculation of liability.
With respect to PRR499, Mr. Harder raised a question about whether ERCOT should remove the reference to fuel curtailments. Kent Saathoff, ERCOT Director of System Operations, indicated that ERCOT Staff is satisfied with the language as proposed. 

Ms. Stockstill asked whether there was a time line for implementation of PRR476. Ms. Garza replied that implementation cannot occur until a system change can be effected. A discussion took place regarding whether ERCOT should commit to spend money on a system change that may not be implemented for one year.

Regarding PRR507, Ms. McClellan raised a concern about the reliability impact of allowing a plant to shut down if it cannot reach an agreement with ERCOT for RMR Service. Mr. Saathoff stated that the current wording of the Protocols does not provide for ERCOT to require a plant to continue operating if no agreement is reached regarding RMR Service. Chairman Hudson stated that the PUCT is addressing that issue through a rulemaking and intends to have something available in September.

Mr. Harder asked how quickly PRR513 can be implemented. Mr. Saathoff said that ERCOT could implement the PRR relatively quickly, perhaps even by July 1, 2004. 

Mr. Manning moved to approve all the PRRs except PRR476 as submitted. Mr. Hayslip seconded the motion. The motion passed by unanimous voice vote with no abstentions.
Mr. Armentrout moved to remand PRR476 to TAC for a cost estimate. Mr. Veiseh seconded the motion.  The motion passed by a unanimous voice vote with 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 Vikki Gates-Cuddy, one of the Independent Facilitators for the Texas Nodal project, to present the TNT Report. 
(1)  Protocol Development
Ms. Gates-Cuddy reported that the draft Protocols were released on June 4, 2004. Thirty meetings are scheduled for July through September to consider the draft Protocols. The first round of review begins July 6, 2004. She reminded everyone that comments on the Protocols can be submitted to:  ETNMProtCom@ercot.com. 

(2)  Cost-Benefit Study Update

LMP modeling will begin shortly. A Market Participant survey is also being circulated. 

(3)  Independent Economist Market Review

Ms. Gates-Cuddy reported that Dr. Frank Wolak has provided two review sessions with TNT regarding the market design. Comments were provided on eleven key elements: 

· Element Competitiveness Index (ECI)

· Competitive test by Resource

· AS – 20% limit for RRS

· AS – Energy bids from NSRS and RRS units

· CRR Allocation

· CRR Reduction Process

· Monitoring of CRR Holdings

· Cross-Subsidy by Mitigated Units

· EH-DAM Mitigation

· Ex-Post Pricing

· Scheduling and Bidding of Renewable Resources

She further reported that TNT is drafting a decision point list to summarize Dr. Wolak’s comments and capture TNT’s response to his feedback. Stakeholder volunteers will meet with Dr. Wolak prior to the TNT June 28th meeting to review the TNT market design.

(4)  Board Action Requested

Finally, Ms. Gates-Cuddy requested that the Board members familiarize themselves with the layout and general content of the Texas Nodal Protocols. She also offered to make herself, Mr. Doggett or Mr. Galvin available for meetings should the Board members wish to discuss the content of the new sections. Chairman Greene suggested that having a meeting on the Monday before the next Board meeting might provide helpful. 

Human Resources & Governance Committee Report
In Mr. Kahn’s absence, Mark Armentrout, Vice-Chairman of the H.R. & Governance Committee, gave a short report on the committee’s activities. 
(1) Strategic Planning Work Group

This group has focused on the growth of capital expenditures. Mr. Armentrout suggested that ERCOT Staff provide a description of the capital allocation process as it currently exists. This will help increase the transparency of the decision-making process.


This group also recommends that the Board consider the ramifications in the 2005 budget if ERCOT did not increase its administration fee. 


Mr. Armentrout stated that the current fee structure is simple. Some Market Participants would like to see that structure made fairer, but this would also by definition make it more complicated and costly to administer. TAC, months ago, recommended – in PRR482 – to split the fee between Load and generation. The work group did not consider that approach immediately appropriate and recommends that TAC should, by March 2005, provide another recommendation regarding the fee structure. In this way, any changes could be made in time necessary for the 2006 budgeting by all participants. TAC’s goal should be to again try to decide on a fee allocation that is fairer to all Market Participants without being too costly. As input to this work, ERCOT should develop a cost of service study, the results of which would not be binding on TAC.

A lengthy discussion ensued regarding the issue of “cost causation” and what that term means to different people. Mr. Veiseh questioned whether ERCOT Staff had sufficient information to perform such a study. Ms. McClellan stated that the obligation to set the fee and how to allocate it ultimately lies with the PUCT and, therefore, ERCOT should not undertake the cost-of-service analysis. 

Mr. Harder moved to ask TAC to present to the Board, before March 2005, a fee allocation methodology or methodologies which would focus on the four elements set forth in Senate Bill 7. As part of that analysis ERCOT should hire a third-party to conduct a cost-allocation study, at a cost of no more than $100,000. Mr. Veiseh seconded the motion. The motion passed by a vote of 9 to 2 (Ms. McClellan and Mr. Hayslip opposed).

(2) Market Survey Results

Richard Gruber, ERCOT Director of Market Services, reported on the results of a survey conducted among Market Participants by Opinion Dynamics Corp. regarding ERCOT services. Mr. Gruber provided a brief summary of the results. Generally, the responses were quite favorable. 

The study had a 37% response rate, which is considered good. Most of the questions used a ten-point scale. Responses above a 6.6 are considered favorable and above 7.5 are extremely positive. 

ERCOT’s perceived strengths fell into the following categories:

· Performance of ERCOT staff, officers and directors 

· Personalized contact with Market Participants-- particularly CSR contact

· Timeliness and accuracy of data provided 

· Providing effective training

The areas for improvement consisted of:

· Portal reliability

· Spending priorities 

· Systems and tools for communicating with the market  

· Website navigation

· EMMS

· IT Technical Helpdesk

· Functional Performance 

· congestion management

· data extracts

· settlement dispute resolution

Chairman Greene recommended that the survey results be communicated to ERCOT Staff so they can see how favorably the Market Participants view them.

Adjournment


Chairman Greene adjourned the meeting at 3:30 p.m. The next Board meeting will take place on July 20, 2004 at the Reliability Council’s Metro Center office in Austin, Texas. The following meeting will be held on August 17, 2004 at the Reliability Council’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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