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Issues addressed:

	Topic
	Question
	ERCOT Response

	Budget increases
	What items are responsible for the largest increases in budget?
	Debt service is the major component of the increase.  The budget also includes a significant increase in ERCOT’s labor expense to support existing production and meet current responsibilities.  Operating expenses related to Texas Nodal represent another significant increase.

	Capital Projects
	What is the expected total cost of the Texas Nodal Project?
	Approximately $8 million is budgeted for 2004.  Based upon costs incurred by other ISOs in implementing similar systems, the total cost is expected to be around $150 million, with about half budgeted for 2005 and the other half budgeted for 2006, plus additional capital budget (up to $40 million) in 2007 for anticipated adjustments following start up of the Texas Nodal market redesign.

	Capital Projects
	What is the Commercial Applications Project?
	This project involves the evaluation of hardware, software, and human resources employed in operating and maintaining ERCOT’s commercial applications. Where necessary, software licensing will be updated or switched and hardware will be reconfigured or rearchitected to ensure ERCOT has efficient commercial application processes which are supported by third parties (the licensors).

	Capital Projects
	What is the Data Warehouse?
	The Data Warehouse will be a source of market data which is separate from ERCOT’s production (in-use) systems.  The Data Warehouse will allow authorized ERCOT and PUCT staff to pull various types of information and reports on this data for market monitoring and other purposes.

	Consultants
	How much was paid to Feld Group in total?  How much money has their work saved ERCOT?
	ERCOT paid the Feld Group a total of $2,006,566.  The Feld Group’s primary function was to address start-up market issues being experienced in mid-2002, such as registration transaction issues.   The Feld Group also made recommendations for IT and business function staffing for 2003.  ERCOT has not attempted to quantify the financial impact of the work and recommendations of The Feld Group.

	Consultants
	If hiring employees instead of consultants reflects a three to one savings, where are those savings reflected in ERCOT’s budget?
	If ERCOT operations were static, the savings from additional employees and corresponding fewer consultants would show up in ERCOT’s budget.  However, ERCOT is continually changing its systems due to requirements of the PUCT and market participants, and ERCOT needs additional employees and consultants to do so.  Many of the employee positions simply have not been filled by anyone previously.  The consulting budget has increased from 2003 to 2004 largely due to Texas Nodal, implementation of a SAS 70 type 2 audit, and other capital projects such as software development.  Because of the increase in ERCOT’s needs, ERCOT does not show a net savings even with the additional employees.  However, the budget would be higher if ERCOT attempted to do more work with consultants rather than with employees.

	Consultants
	Can consultant usage be projected for later years?
	Generally, ERCOT anticipates that consultant usage will increase in 2005 due to Texas Nodal implementation and decrease after that time.

	Debt
	What items are being financed and will they be paid before the end of their useful life?
	ERCOT’s current debt has a weighted-average life of seven years.  ERCOT’s current debt financed assets have a weighted-average life of nine years due to the debt financing of real property and improvements to real property.  In the future, ERCOT will assume a four year life span for newly financed items, as these will mostly be computer hardware and software.

	Debt
	Will debt service continue to increase past 2008?
	The level of debt service in future years will depend on how much additional capital expenditures are decided to be debt financed.

	Debt 
	What facility will be used to fund the $44 million in debt-funded capital expenses for 2004?
	ERCOT expects initially to utilize its short-term revolving credit facility but will ultimately need to negotiate additional borrowing capacity before the end of the year.  Borrowing this money before it is needed would cost ERCOT additional interest.

	Employees
	When will the 130+ new employees be added in 2004?  How much, on average, will each new employee cost?
	Most of the requested employees have been requested for the first quarter.  ERCOT has a broad ranging compensation structure . The average compensation per employee will be about $105 - $110 thousand, loaded for benefits (37% of cost).

	Employees
	How much money is budgeted for overtime?  How much overtime was used in 2003?
	There is no budget for overtime in 2004.  Use of overtime has been insignificant in 2003 due to the fact that very few ERCOT employees are non-exempt.  As of September 30, 2003, ERCOT has incurred overtime pay totaling $117,000, less than 0.6 percent of regular compensation. 

	Employees
	Why has the average cost of a FTE (full time employee) risen from about $99 thousand to $105 thousand?
	ERCOT has assumed a five percent increase in salary to accommodate raises, promotions and expectations of newly hired employees.  ERCOT’s employee benefits are comparable to those of other similar organizations.   ERCOT reviews employee benefits on a regular basis, and has made modifications lowering the cost of benefits to ERCOT.  For example, the employee co-pay on certain medical costs recently doubled, allowing lower cost to ERCOT.

	Employees
	Where will ERCOT’s new employees be housed?
	Initially, most new employees may office in temporary buildings.  Ultimately, ERCOT plans to build an additional facility, next to its current facility in Taylor.  

	Employees
	What assumptions were considered in determining how many employees are needed beyond 2004?
	ERCOT has only considered employee needs for 2004 in detail.  The future years’ numbers are estimated based on 10 percent growth in 2005 and 2006 followed by 5 percent growth in 2007 and steady headcount thereafter.

	Future Years
	What are the assumptions behind the expected costs of running ERCOT beyond 2004?
	See the attached file “Assumptions.doc”.

	Governance
	Has anyone external to ERCOT evaluated ERCOT’s meeting process to see if it could be made more efficient?
	The efficiency of the ERCOT process has been discussed at many meetings.  Efficiencies must be balanced against the need for full participation by all market participants.  ERCOT will continue to examine this issue.

	Operating Costs
	How does ERCOT determine the budget for retail switch and other notifications?
	The budget for the notification services is included within the budget for outside services for the Transparency and Reporting Department.  The customer care budget represents the total estimated cost for outside vendor  services to perform customer care center functions (such as call center, mail notifications, and web services) and any additional professional services, as needed.  The customer care center services have both fixed and variable pricing components (pricing of individual services is confidential by contract).  The variable components relate to the notifications sent (postage and vendor fees) and other per instance services (such as web and phone calls).  The 2004 budget for customer care services is based upon usage of the various vendor services in 2003 and potential upgrades needed in 2004.

	Operating Costs
	How many switch and other notifications were sent in 2003?
	As of August 31, 2003, the breakdown of notifications for 2003 is as follows: 401,474 switch notifications, 31,331 drop to AREP notifications and 587,996 move-in notifications.  Less move-in notifications are expected for 2004 due to a Protocols change eliminating the need for some of these notices.  Drop to AREP notifications were not sent in January through April 2003 due to a re-engineering of that process.

	Other ISOs
	How does ERCOT compare to other ISOs in terms of number of transactions, debt to equity funding ratio, and number of employees?  What other comparisons can be made?
	ERCOT does not perform precisely the same types of transactions and functions as other ISOs; therefore, it is difficult to make such “transaction”comparisons.  ERCOT’s comparison of cost per MWh was made by taking total revenue of each ISO and dividing that by the MWh managed.  If information is available, ERCOT will prepare charts showing the growth of number of employees at other ISOs and their debt to equity ratio for capital funding.  Other ISOs are currently participating in a benchmarking study.  ERCOT will provide results of this study, once completed, if such results are available to share.  

	Real Property
	Will ERCOT purchase the Met Center building?
	ERCOT analyzed this option and determined that the purchase of this property would be beneficial for ERCOT.  ERCOT has notified its landlord of the exercise of ERCOT’s purchase option under its lease.  A price must still be determined.

	Retail/Wholesale Split
	Can ERCOT provide a breakdown of costs between retail and wholesale operations?
	Very few ERCOT activities can be identified as wholly retail or wholesale functions.  Pursuant to PUCT rulings in previous fee cases, ERCOT has not undertaken the costly studies necessary to determine the type and cost of each activity.  

	System Efficiencies
	Will new computer systems achieve efficiencies to allow eventual reduction in the number of new employees needed?
	ERCOT is moving toward less customized, more integrated software systems.  ERCOT’s current system requires several separate groups of employee skill sets because of the separate parts of the system.  While the goal is to have one group of IT employees that can support the entire system, this will take time to implement given the complex nature of ERCOT systems.  Additionally, ERCOT will need to run the original system and Texas Nodal in parallel for some time before the transition can be completed, necessitating a large staff for the next several years.

	System Efficiencies
	Will more efficient systems decrease the need for operator training?
	Computer based training will assist in more efficient training of operators.  The need for another shift of operators (the training shift) is due, however, to the fact that operators must take time away from operations duties in order to participate in training.  Continuing training is necessary due to the evolving nature of ERCOT systems.  Currently, ERCOT only has enough operators to allow for sick days and vacation with too little time left for training. More efficient systems are not a substitute for proper operator training.  
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