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Date:       October 8, 2002

To:          ERCOT Board of Directors

From:     Maxine Buckles

Subject:  Year 2003 ERCOT Budget

Issue for ERCOT Board of Directors’ Decision

ERCOT Board of Directors Meeting Date:  October 15, 2002

AGENDA ITEM:   9a

	Issue: 

Section 3.10 of the ERCOT Bylaws requires that the Board of Directors approve the ERCOT Budget.  Pursuant to this requirement, the Finance & Audit Committee (“F&A Committee”) and ERCOT Staff request that the Board adopt the proposed 2003 ERCOT Budget. The Budget includes capital requirements, operating and maintenance expenses (excluding depreciation and amortization) and debt service requirements totaling $155 million.



	Background/History: 

ERCOT is required to develop and propose an annual Budget.  The ERCOT Board of Directors has the responsibility for adopting an annual Budget for ERCOT.  

ERCOT Staff prepared a 2003 Budget proposal and presented the proposal to the F&A Committee.  ERCOT Staff reviewed several iterations of the proposed Budget with the F&A Committee.  The proposed Budget was also presented and discussed in an open public meeting on September 10, 2002.  Based on information obtained during these sessions, ERCOT Staff prepared and offered the F&A Committee a final proposal for the 2003 Budget.  After reviewing ERCOT Staff’s Budget proposal and considering other options, the F&A Committee has recommended an alternative to ERCOT Staff’s proposal.

The primary difference between the Budget proposal approved by the F&A Committee and the final proposal offered by ERCOT Staff related to the level of debt financing of capital spending.  The estimated year 2003 ERCOT System Administration Fee under several different debt financing scenarios is shown on the attached Year 2003 ERCOT Proposed Budget Summary.



	Key Factors Influencing Issue:

ERCOT must provide adequate funds needed in 2003 to:

 Complete, enhance and maintain the systems and services contracted for with the vendors

 Complete and maintain the ERCOT facilities needed to provide secure operations and house the operations Staff

 Adequately respond to system improvements and functionality needed to support the market

 Staff to the level needed to proactively participate in and support full market operation and single control area functions

 Meet debt service requirements

In addition, the F&A Committee felt that, due to the continuing start-up nature of current operations and in consideration of the uncertainty of completing all of the system projects proposed ($57 million), it would be feasible to maintain the higher (80%) level of debt funding for these capital projects.




	Alternatives:

The following alternatives relating to debt funding of capital projects were considered:



	Funding of Capital Projects (debt/equity or fee)
	Resulting $ per megawatt hour fee
	Comments

	80 / 20
	$0.33 ($0.32 + $0.01 for cushion)
	F&A Committee Recommendation

	75 / 25
	$0.33
	

	70 / 30
	$0.34
	

	60 / 40
	$0.36
	ERCOT Staff’s recommendation

	

	Conclusion/Recommendation:

The F&A Committee, with support of ERCOT Staff, recommends that the Board of Directors:

1.  Adopt the alternative 2003 Budget for ERCOT that was proposed by the F&A Committee (based on the following assumptions):

A.  Total spending authorization of $155 million for operating and maintenance costs, capital project expenditures, and debt service obligations in 2003.

B. 2003 revenue requirements of $99 million.  [Revenue requirements do not include spending authorization for $56 million of capital investment assumed funded by debt.

C. 80 percent debt funding of capital project costs.]

2. Approve ERCOT fees detailed in “Exhibit A” as the means for ERCOT to recover revenue requirements included in the 2003 Budget.

3. Authorize ERCOT Staff to proceed with a fee filing at the Public Utility Commission of Texas to implement such fees.
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