ERCOT Admin. Fee Allocation Policy Considerations

Definition of the Goal:  Is the purpose of the allocation of the fee to move costs to other market participants using principles of cost causation, ultimate assignment, or some other purpose (prospectively punitive)?  What are the costs/benefits desired?

Development of the plan:  What alternatives or features provide the best approach at achieving the goal?

Measures of success:  What criteria should be evaluated to determine if the goal has been achieved?

Key points of Consideration:
· Reallocation of the fee to generators will still result in the fee being passed through to the load.  Suppliers in commodity markets price their product acknowledging any costs such as taxes, fees, basis, etc.  A straightforward increase in costs such as a fee allocation will result in a direct increase in energy price in the current  year.  In future years, the generator will also add a risk factor in case the fee should increase.  In liquid markets, there is no ability to “eat” the costs.
· Reallocation of the fee to TDSPs will still result in the fee being passed through to the load.  This is simply another cost that goes into the transmission and distribution rates charged to the load. 

· A reallocation study may show that Non-Opt In Entities do not utilize certain portions of the ERCOT system.  While this would imply a reduced share of the Admin Fee is due from these entities, the PUC has already ruled that such a reduction is not warranted.

· Study and implementation of a reallocation plan will be costly (previous estimates were over $1M weren’t they) and in regard to the first two points will likely provide the same end results as today.

· A change in the allocation of the fee will result in significant legal costs to entities that are required to invoke “change in rule” type clauses in their contracts to achieve the original pricing intent of the contracts when they were written.

· If the fee allocation is changed, what other public policy constructs represented by ERCOT’s current structure and Protocols will be impacted  (i.e., the Transmission Rule, the treatment of interconnection costs, the absence of a capacity market for resource adequacy, and the absence of other service markets? Change in major policies almost always leads to the unwinding of other policies that overlap in principle.).

· The stated purpose of the original PRR was to ensure that all market participants are aware of the cost of ERCOT’s operations.  This can be better accomplished through communications from ERCOT on the costs associated with individual projects and the budget as a whole.  This has in large part been accomplished through revised PRS procedures.

· The presumption that since other ISOs/RTOs are splitting their administration fees between loads and resources means ERCOT should also is not necessarily a legitimate reason to pursue this measure. (i.e., is it appropriate to cherry pick rationales for such important public policy issues?)

Further questions to raise

· In keeping with Mark Armentrout’s admonition on “Complicated and Fair versus Simple and not so Fair”, if the market participants demand that the fee allocation be as accurate/granular as possible to ensure fairness, will the cost of implementing that be justifiable when the value to the market will not increase (trickle down of fee anyway)?  In other words, what is the appropriate spending limit on systems to accurately account for and allocate costs when the ultimate result is the same as what we have without spending a dime?

· How will we use the “four pillars” of SB-7 to ensure that the administration fee is split appropriately?  

· How will we ensure that the fee portion assigned to resources doesn’t lead to a growth of the fee through the application of a new wholesale power contract premium?

· Is it possible to conduct a thorough enough study to effectively and equitably allocate the fee while only allowing for $100K in consultant costs?  
· To ensure that any recommendation for fee splitting has broad market participant buy-in, is a formal time-motion study by the consultant necessary?

· Some resources, by necessity, contract with loads for long periods (wind-15 years), for these resources without regulatory/change of law clauses, how will the phase in of a new fee allocation be fairly structured?

· If a new fee allocation is approved, should it be set to begin phase in with the opening of the Texas Nodal Market?

Background Info
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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

(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).
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D R A F T – Not Approved

MINUTES OF THE ERCOT TECHNICAL ADVISORY COMMITTEE (TAC) MEETING
ERCOT Austin Office

Austin, Texas
July 8, 2004

ERCOT Board Update (second paragraph)
The Board also discussed the current fee structure.  Some Market Participants would like to see that structure changed.  The TAC recommended in PRR 482 to split the fee between load and generation. The Strategic Planning Task Force did not consider that approach immediately appropriate.  The TAC was directed 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.  The TAC reviewed these four elements.  As part of that analysis ERCOT was directed to hire a third-party to conduct a cost-allocation study, at a cost of no more than $100,000.  Garza suggested that the TAC should craft the parameters for the study and provided examples.  The TAC discussed how best to approach this issue, and what is expected from the consultant.  Garza announced that a room has been tentatively scheduled for one-half day on August 6th for the TAC to further address the details.  It was suggested that ERCOT investigate what other ISOs are doing related to this issue.  Brad Jones, Shannon McClendon, Clayton Greer, Mark Dreyfus, and Randy Jones volunteered to develop a list of alternatives and basic ideas to be distributed to the TAC prior to the August 6th meeting.  Garza noted that all TAC Representatives should be engaged in this process.  ERCOT Staff was asked to identify granular categories and share any available information with the TAC prior to the August 6th meeting.  The TAC discussed whether the costs could be tracked to the end use customer, but it was noted that this would be difficult to do without making several assumptions.      

PAGE  
1


