APPROVED – 11/4/04
MINUTES OF THE ERCOT TECHNICAL ADVISORY COMMITTEE (TAC) SPECIAL MEETING
ERCOT Austin Office

Austin, Texas
October 8, 2004

Chair Read Comstock called the special TAC Meeting to order on October 8, 2004 at 9:06 a.m.

Attendance:

	Dreyfus, Mark
	AEN
	Member/TAC Vice Chair

	Ross, Richard
	AEP
	Member

	Smith, Barry
	AEP
	Guest

	Helton, Bob
	ANP
	Member/WMS Chair

	Robinson, Oscar
	Austin White Lime
	Member

	Wilkerson, Dan
	BTU
	Member

	Jones, Randy
	Calpine
	Member

	Houston, John
	CenterPoint Energy
	Member

	Waters, Garry
	Competitive Assets
	Guest

	Greer, Clayton
	Constellation Power Source
	Guest

	Barrow, Les
	CPS
	Member

	Darnell, David
	CPS
	Guest

	Jones, Dan
	CPS
	Guest

	Mays, Sharon
	Denton
	Member

	Conn, Lan 
	Entergy Solutions
	Member Representative (for Striedel)

	Boren, Ann
	ERCOT
	Staff

	Buckles, Maxine
	ERCOT
	Staff

	Freeland, Joe
	ERCOT
	Staff

	Galvin, Jim
	ERCOT
	Staff

	Grimm, Larry
	ERCOT 
	Staff

	Jones, Sam
	ERCOT
	Staff

	Moseley, Cheryl
	ERCOT
	Staff

	Mosely, Cheryl
	ERCOT
	Staff

	Petterson, Michael
	ERCOT
	Staff

	Walker, Mark
	ERCOT
	Staff

	Cunningham, Mike
	Exelon
	Member

	Harper, Brett
	First Choice Power
	Guest

	Trenary, Michelle
	First Choice Power
	Member

	Belk, Brad
	LCRA
	Guest

	Piland, Dudley
	LCRA
	Member

	Wittmeyer, Bob
	Longhorn Power
	Member

	Sims, John
	Nueces Electric Cooperative
	Member Representative (for Herrera)

	Ogelman, Kenan
	OPC
	Member Representative (for Pappas/McClendon)

	Pappas, Laurie
	OPC
	Member

	Hausman, Sean
	PSEG Texgen I
	Guest

	Lozano, Rafael
	PSEG Texgen I
	Member

	Lloyd, Brian
	PUCT
	Guest

	Hughes, Hal
	R. J. Covington Consulting
	Guest

	Gresham, Kevin
	Reliant Resources
	Guest

	Meyer, John
	Reliant Resources
	Member

	McClendon, Shannon
	Residential Consumers
	Member

	Shumate, Walt
	Shumate & Associates
	Guest

	Comstock, Read
	Strategic Energy
	Member/TAC Chair

	Eddleman, Neil
	TCE
	Guest

	Oldham, Phillip
	TIEC
	Guest

	Bell, Wendell
	TPPA
	Guest

	Downey, Marty
	Tri Eagle Energy
	Member

	Trostle, Kay
	TXI
	Guest

	Flowers, BJ
	TXU Energy
	COWG Chair

	Jones, Brad
	TXU Energy
	Member

	Jones, Liz
	TXU Energy 
	Guest

	Hendrix, Chris
	Wal-Mart 
	Member


The following Proxies were held:

· Jeff Holligan – Held by Oscar Robinson

· Chris Hendrix – Held by Kenan Ogelman

· Cesar Seymour – Held by Rafael Lozano

· Shannon McClendon – Held by Kenan Ogelman

· Jeff Brown – Held by Bob Wittmeyer

Meeting Purpose

Read Comstock reviewed the purpose of the meeting which was to continue discussion on the development of an administrative cost allocation methodology in response to the Board's request.  Comstock reiterated that the TAC was directed to present to the Board, a fee allocation methodology or methodologies which would focus on the four elements set forth in Senate Bill 7 before March 2005.
ERCOT Presentation (see attached)

Michael Petterson presented a spreadsheet in response to TAC’s request that ERCOT allocate ERCOT costs to the four main elements of Senate Bill 7.  Petterson reviewed the process that ERCOT used to complete the allocation.  An example of the allocation was shown and discussed in detail.  The spreadsheet was emailed to the TAC Representatives during the meeting.  Petterson stated that the ERCOT department heads were asked to allocate costs in their departments to the four elements of SB7.  It was pointed out that the allocation was largely dependent on ERCOT managers’ judgments.  Petterson stated that regardless of the process of allocation, there will always be a margin of error and at some point “judgment” would have to be applied.  Brad Jones inquired about other ways of allocating costs as opposed to the departmental allocation presented by ERCOT.  Petterson stated that there were other types of tracking that ERCOT employed such as project tracking but nothing along a similar vein as required by SB7.  Comstock reminded TAC that the four elements of SB7 should be used as a guide and not as a restriction.  A pie chart was shown that allocated the Total Capital Spending of ERCOT for 2004 ($132,987,351.00) into the four elements:
· Accounting – 27%

· Access – 17%

· Choice – 24%

· Reliability – 32%

Laurie Pappas asked what percentage of the total costs was not directly related to projects.  Petterson stated that about 20% of ERCOT’s cost is tracked to projects.  Pappas expressed that ERCOT’s presentation was insufficient in detail and that more effort and analysis should be made toward the development of the cost allocation.   There was some confusion in the total amount being allocated to ERCOT projects.   Petterson clarified that of the approximately $133 million 2004 ERCOT Revenue Requirement, $22 million were associated with projects. 

REP Market Segment Proposal (see attached)

Marty Downey presented the REP Market Segment Proposal “ERCOT Fee Allocation Method”.  The Primary Cost Centers were defined as follows:

· Administrative services

· Production Processing Services

· Control Operations

· Transmission Planning

· Capital Projects

· Wholesale Management

· Wholesale Planning

· Retail Management 

· Retail Planning

Downey showed the charge activities for each primary cost center.  Downey then discussed the next steps to be taken to develop the cost allocation.  This included assigning market segments to cost centers and to assign cost weighting to market segments.  It was stated that this was an ongoing process and that the “primary cost centers” could change annually.  There were concerns raised as to how a percentage allocation to a certain segment would be developed.  John Meyer pointed out that not all segments or entities buy or sell electricity; therefore, a final allocation in MW/hour would not be applicable to all segments.  The TAC agreed that this is something that needs to be addressed.  Sharon Mays suggested that TAC not restrict themselves to working within the four elements set forth by SB7 and instead focus on a process that is more in line with ERCOT practices.  Mays stated that the REP Market Segment Proposal seemed like a good starting point.  She proposed that TAC should develop a cost allocation proposal to a certain detailed level and then consider hiring a consultant.  There was consensus that the REP presentation was a good starting place however, indirect costs and benefits have yet to be analyzed.  
Discussion
Michael Petterson addressed some of the issues being discussed by the group.  Petterson stated that ERCOT is interested in being able to track their progress and allocate resources for the accomplishment of market goals.  Many of the elements captured in the REP presentation are already captured as categories in ERCOT departments.  It was asked what it would entail for ERCOT to develop new or modify existing accounting practices.  Petterson stated that the system in place has all the functionality implemented.  The issue would be to configure the system to what is desired and to train employees.  Laurie Pappas asked ERCOT to review the details of the REP presentation to make sure everything is correct and that nothing is missing.   Petterson reiterated that many of the nine (9) primary cost centers are already rolled into ERCOT departments.   He also stated that the “charge activities for allocation” are very specific tasks that ERCOT does not necessarily track.  A clarification was made between costs and classes.  It was stated that classes are where costs are allocated to.  The four elements defined by SB7 are considered costs which are in categories that can be allocated to classes.  Mays suggested that TAC examine the functions that have been presented in the REP presentation and then work on finalizing a list of functions.  The TAC and ERCOT could then determine what would be involved with keeping records and tracking this information within ERCOT.  Downey expressed his concern that the requirements could get too granular and make things more complex than necessary.  He would like to get a sense from the Board as to whether TAC is following the correct path to develop cost allocation methodologies.  Michelle Trenary stated that the purpose of getting more detailed and granular is not to make things more complex, but to make sure that everything is included so that ERCOT is aware of what items belong to which categories.  Time frames were discussed for the implementation of the cost allocation.  It was stated that the Board had not requested a recommendation from TAC until March 2005.  The implementation of the recommendation would probably not be until 2006 or 2007.  There had been some discussion to phase in the allocation and it would take at least a year of accounting to obtain reasonable, reliable data.  
Mark Dreyfus commented that it seemed that the general consensus of the group was dissatisfaction towards ERCOT’s proposal.  In order to make changes to ERCOT’s accounting process, a timeline and requirements would need to be provided by ERCOT.  ERCOT was asked to evaluate the categories in the REP presentation and bring comments back to TAC at the November meeting.  It was requested that ERCOT include any gaps discovered or elements that need to be added.  Dreyfus also stated that the TAC would like for ERCOT to produce a framework for implementing activity accounting as well as a list of the functional activities that ERCOT will map to.  Brian Lloyd stated that he would like to have information as to what ERCOT employees are spending their time working on down to a granular level.  There was some discussion as to whether or not this would be a cumbersome request for ERCOT to fulfill.  Lloyd stated that he did not believe it was an unreasonable request to ask ERCOT employees to allocate their time on a time sheet and that some further level of detail is needed instead of what was presented by ERCOT earlier in the meeting.  What ERCOT has presented is an opinion of what ERCOT managers think their employees are working on.  Brad Jones pointed out that at some level, a point of arbitrariness will be reached.  Either a manager or employee will be using their “judgment” to categorize their work.   It was agreed by some market participants that the market has the right to know what ERCOT employees are allocating their time to.  Other market participants believed it is a cumbersome request.
Discussion was had as to how the TAC should proceed.  It was the consensus of the Cost Allocation Subgroup that TAC should recommend that ERCOT develop a better accounting system to accommodate a utility style rate allocation.  B. Jones stated that there were three options as to how this could be accomplished and listed the pros and cons of each.  B. Jones stated that this should be presented to the Board.
(1) Remain with Current Allocation Process

a. Con – Does not necessarily allocate costs to the 4 elements of SB7; not detailed enough and could have incorrect allocations

b.  Pro – Easy;  no changes

(2) Divide the Cost Allocation into the Four Elements set Forth by Senate Bill 7

a. Con – Not detailed enough to sustain in a utility/regulatory rate situation; arbitrary and difficult to defend if challenged – based on judgment

b. Pro – Allocates costs to the 4 elements of SB7 
(3) Develop Better Accounting Practices and Develop Buckets to Allocate Costs

a. Con – Will be tedious and lengthy to develop and implement; does not necessarily allocate costs to the 4 elements of SB7.
b. Pro – Detailed and would yield an accurate cost allocation

Dreyfus believed it was premature to go to the October Board Meeting with recommendations. He suggested that the TAC and ERCOT further review the REP Proposal and provide comments.  The TAC should also begin developing customer classes.  Dreyfus recommended that TAC report to the Board what is currently being worked on and wait until the November Board Meeting to make any recommendations.   There was a lengthy discussion as to what should and should not be presented to the Board.  
It was suggested that if the above three options were to be presented to the Board, a time frame for implementation of each option needed to be included.   B. Jones stated that not asking the Board for direction could have TAC spend unnecessary time on developing methodology.  Dreyfus stressed that TAC is still at the beginning of the process in developing recommendations and that more work needs to be completed before going to the Board with a recommendation.  Reed Comstock stated that he would give the Board a “meeting minutes-style” report at the October meeting of what has been discussed so far on the cost allocation topic.  Any action items for the working group will be assigned after the Board Meeting.  In the mean time, ERCOT shall develop an activity/cost tracking proposal and comment on the REP Presentation for the November TAC Meeting.  
It was reported that the same cost allocation issues are being assessed at a national level.  Accounting systems of ISOs and RTOs are being examined by NERC.  It is potentially being looked at to modify accounting systems to make them more comparable and consistent.  ERCOT’s cost allocation methodology will eventually have to comply with the NERC developed methodology.  

There being no further business, Read Comstock adjourned the meeting at 12:05 p.m. on October 8, 2004.






