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DIRECT TESTIMONY OF ROBERT CONNELL
I. POSITION AND QUALIFICATIONS
Q.
PLEASE STATE YOUR NAME AND BUSINESS ADDRESS.

A.
My name is Robert Connell.  My business address is 7620 Metro Center Drive, Austin, Texas  78744.

Q.
BY WHOM ARE YOU EMPLOYED AND IN WHAT CAPACITY?

A.
I am employed by Electric Reliability Council of Texas, Inc. (ERCOT) as Director of the Program Management Office (PMO).  I began my employment at ERCOT in February 2001 as the IT manager responsible for Commercial Applications.  ERCOT promoted me to Director of Commercial Applications in September 2002 and I became the Director of IT Project Management in December 2003. I assumed my current role in April 2005.
Q.
PLEASE DESCRIBE YOUR RESPONSIBILITIES AS DIRECTOR OF THE PMO.

A.
I am responsible for coordinating all ERCOT capital projects from the proposal stage through their conclusion. By defining and applying a governance process and project implementation methodologies and standards, I am responsible for: 
(i) supporting the prioritization and ranking process for proposed projects; 
(ii) assigning and supporting Project Managers in the development of project plans; 
(iii) reviewing project status reports; and 
(iv) compiling individual status reports into a consolidated status report for senior management and the Board of Directors. 
I also serve as ERCOT’s primary point of contact for Market Participant and Public Utility Commission of Texas (Commission) projects. In this role, I manage the groups responsible for creating and maintaining the Project Priority List (PPL) in conjunction with the Protocol Revision Subcommittee (PRS), the Technical Advisory Committee (TAC) and the ERCOT Board of Directors. I also work closely with the Information Technology (IT) Division because that group is heavily involved in most programs and projects.

Q.
PLEASE OUTLINE YOUR EDUCATIONAL AND PROFESSIONAL QUALIFICATIONS.

A.
I graduated from the University of Maine with a Bachelor of Science degree in Business Administration; my major subjects were Finance and Computer Science. I worked for Central Maine Power Company in Augusta, Maine for twenty years prior to joining ERCOT. I am the former Chairman of the Utility Industry Group, a volunteer organization developing Electronic Data Interchange (EDI) and eXtensible Mark-up Language (XML) standards for the Electric Retail Choice Market and I currently represent ERCOT on the Executive Committee of the North American Energy Standards Board’s (NAESB’s) Retail Electric Quadrant.

Q.
HAVE YOU PREVIOUSLY TESTIFIED BEFORE THE PUBLID UTILITY COMMISSION (COMMISSION)?

A.
I appeared as part of panels in 2001 before the Commission to provide updates on ERCOT’s progress in the transition to the new market design.  
II. INTRODUCTION
Q.
WHAT IS THE PURPOSE OF YOUR TESTIMONY?

A.
My testimony will:

(i)
explain ERCOT project management governance and processes, including a description of the ERCOT Project Management Office (PMO);

(ii)
describe the process used to identify and prioritize projects;
(iii)
explain the cost/benefit concepts ERCOT employs as part of its project justification process;
(iv)
provide an overview of how ERCOT implements and manages projects; 
(v)
summarize the projects completed in 2004 and 2005; and
(vi)

summarize projects planned for 2006.
Q.
PLEASE DESCRIBE THE SCHEDULES AND WORKPAPERS THAT YOU ARE SPONSORING.
A.
I am sponsoring the following schedules and workpapers:

(i)
Twelve Month Summary of Capital Project Spending – Schedule 8
(ii)
2005 Capital Project Budget to Actual Comparison at August 31, 2005 – Schedule 9
(ii)
PMO Project Development Procedures – WP.8.1
(iv)
2005 PPL – WP.8.2 

(v)
2006 Project Prioritization Summary – WP.8.3
(vi)
2006 PPL – WP.8.4 
(vii)
Cost Benefit Analyses for projects on the 2006 PPL 
Q.
IS THE INFORMATION CONTAINED IN THESE SCHEDULES AND WORKPAPERS TRUE AND CORRECT?

A.
Yes.

Q.
DID YOU EITHER PREPARE THE SCHEDULES AND WORKPAPERS YOU ARE SPONSORING OR WERE THEY PREPARED UNDER YOUR SUPERVISION?

A.
Yes.

III. ERCOT PROGRAM AND PROJECT MANAGEMENT
Q.
PLEASE EXPLAIN GENERALLY ERCOT’S RESPONSIBILITY FOR IMPLEMENTING CAPITAL PROJECTS.

A.
Through its capital project implementation process, ERCOT plans and manages expenditures for system and infrastructure improvements to support the ERCOT wholesale and retail markets. Market Participants, the Commission and ERCOT management request and prioritize needed system changes and those stakeholders expect ERCOT to effectively deliver change.

ERCOT has established program and project management processes to:

(i) improve project delivery;
(ii) deliver project objectives on time and on budget; 

(iii) reduce overall project costs via consistent and repeatable processes; and
(iv) improve communications on projects to stakeholders.
Q.
HOW DOES ERCOT DEFINE A PROJECT?

A.
A project at ERCOT is a temporary endeavor to create a unique product, service or result.  Projects are intended to result in new or different functionality than the current process or function while having project deliverables that can be broken down into tasks and assignments.  Projects must have concrete objectives or goals defined at ERCOT through a project request and project charter. ERCOT forecasts a project’s delivery date and costs before implementation or construction begins. When ERCOT completes a project, it disbands the temporary project team.

Q.
HOW DOES ERCOT DEFINE A PROGRAM?

A.
A program consists of a group of similar projects or sub-projects managed in a coordinated way. Projects often depend on each other and ERCOT schedules them in an integrated program schedule with a common release. ERCOT has established program areas that align with the ERCOT business units to facilitate managing projects as programs.

Q.
PLEASE DESCRIBE HOW THE PMO SUPPORTS MANAGING PROJECTS AT ERCOT.
A.
ERCOT established the PMO to provide independent administration of the project request process, which includes providing and facilitating, for each project, the impact analysis, the cost benefit analysis (CBA), the prioritization process, and appropriate reporting and communications to ERCOT management and stakeholders.

The PMO manages and implements ERCOT’s policy to record, track and control requests for projects and system changes submitted by the Commission, Market Participants (via the ERCOT committee process) and internal ERCOT sources.  On an annual basis, these requests and processes make up the ERCOT capital budget.
Q.
WHAT IS A PORTFOLIO AND HOW DOES ERCOT USE PORTFOLIO MANAGEMENT?

A.
A portfolio is a large group of individual projects supporting the organization’s strategy and can consist of multiple program areas. Portfolio management allows ERCOT to optimize the mix of projects given the resources available throughout the organization.

ERCOT groups projects into a portfolio to:

(i) achieve the highest value for the available resources;
(ii)  manage the need for overall common reporting;
(iii) manage impacts and cross dependencies between various ERCOT systems; 
(iv) effectively manage scarce ERCOT resources; and
(v) ensure that planned changes implement the strategy of the entire organization.
IV. PROJECT RANKING AND PRIORITIZATION PROCESS
Q.
PLEASE DESCRIBE THE ERCOT PPL.

A.
The Project Priority List (PPL) is a living document that reflects all capital projects currently identified by ERCOT Staff, Market Participants and the Commission. I have provided both the 2005 PPL and the 2006 PPL as Workpapers, WP.8.2 and WP.8.4.  The 2005 PPL represents projects under consideration for the current year; the 2006 PPL represents projects under consideration for the following year. The PPL includes building projects, but not minor capital projects. The PPL contains prioritized projects in their order of priority and allows ERCOT to appropriately focus its resources on the needs the Commission and Market Participants consider the most pressing.

Q.
PLEASE DESCRIBE WHAT YOU MEAN WHEN YOU SAY THE PPL IS A LIVING DOCUMENT.

A.
The PPL contains projects currently identified, approved and prioritized. As stated earlier, the Commission, Market Participants and ERCOT staff can all propose projects. If a proposed project results from a Protocol Revision Request (PRR), it must be vetted through PRS, TAC and the Board of Directors. (See Figure 2 below on p.11)  Changes to ERCOT systems that do not result from PRRs are called System Change Requests (SCRs). An SCR goes through the appropriate ERCOT sub-committee and then to the TAC and Board of Directors for approval. (See Figure 2 below).  Therefore, ultimately, the TAC and ERCOT Board of Directors approve all changes to the ERCOT systems. 

When the Commission, Market Participants or ERCOT staff identifies a new project and it makes its way through Board of Directors approval, ERCOT Staff, PRS, TAC and ultimately, the ERCOT Board analyze it and give it a priority. The PMO then adds the new project to the PPL at the appropriate priority and rank level. The new project’s priority and rank may be higher than some projects already on the list. When that occurs, the new project displaces other projects with lower priorities. In other words, based on availability of resources, ERCOT will implement all projects with “1.0” priority before it implements any projects with “1.1” priority. Then, in turn, ERCOT will implement projects with “1.1” priority before implementing projects with “1.2” priority, and so on.

Because ERCOT lacks the resources to implement all requested projects, the PPL serves as the “gatekeeper” to determine which projects actually get implemented. As specified on the 2006 Budget, ERCOT may spend only $25 million for capital projects. The PMO Project Development Procedures (Workpaper WP.8.1) explain the process in more detail. 

Figure 1, below, illustrates the PPL:
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The PPL (as shown in Workpapers WP.8.2 and WP.8.4) lists all projects and their priorities, rank, phase, funding, sponsor, program area, assigned Project Manager and various other pertinent project identification information.

Q.
HOW WERE THE DIFFERENT PRIORITY CATEGORIES DETERMINED FOR THE PPL?

A.
The priority categories were developed with Market Participant input and include (1) High, (2) Medium and (3) Low.  Additionally, there are subcategories of (1) High, (2) Medium and (3) Low, which result in the following possible priorities:


High-High (1.1)
High-Medium (1.2)

High-Low (1.3)


Medium-High (2.1)
Medium-Medium (2.2)
Medium-Low (2.3)


Low-High (3.1)
Low-Medium (3.2)

Low-Low (3.3)

The relationship of the numerical value is inverse to the priority of the project: the higher the numerical value, the lower the priority.

The definitions of the categories are:

High - Critical to continued operations and reliability of the market or required in response to legal requirements. (Assumes that current services or functions provided are below an acceptable level.)

Medium - Important to improve service or efficiency of operations of the market. (Assumes that the current services or functions provided are tolerable but not up to the desired state or target.)

Low - Recommended to further automate operations or improve efficiencies of services currently provided. (Assumes that the current services or functions provided are acceptable but action is desirable to prevent degradation of services.)  Includes activities geared towards renewal of investments or bringing a service up to a best practice level.

The subcategories (also labeled High, Medium, and Low) prioritize the projects within the category in terms of the value/impact to the market.

PRS and TAC approved the initial 2006 PPL (Workpaper WP.8.4), which was then presented to the Finance and Audit Committee and provided to the ERCOT Board on August 16, 2005.
Q.
WHAT IS THE ROLE OF THE COMMISSION IN THE PROJECT DEVELOPMENT PROCESS?

A.
Many projects are identified in support of Commission rulemakings.  Additionally, Commission Staff identify system functionality projects needed to support the Commission’s market oversight role.  The Commission Staff recommends the priority for Commission-generated requests.

Q.
WHAT IS THE ROLE OF ERCOT MARKET PARTICIPANTS IN THE PROJECT DEVELOPMENT PROCESS?

A.
ERCOT Market Participants generate a number of project requests via ERCOT committees in accordance with Section 21 of the ERCOT Protocols.  PRS recommends the priority and rank for all Market Participant-initiated projects.  TAC approves each priority and rank before sending the project to the Board for final approval.

Figure 2, below, demonstrates the prioritization process.  The blocks in Figure 2 represent the committee structure within ERCOT, which includes a Board of Directors, TAC, Wholesale Market Subcommittee (WMS), PRS, Retail Market Subcommittee (RMS), Reliability and Operations Subcommittee (RMS) and various task forces and work groups.
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Q.
HOW DOES ERCOT STAFF PARTICIPATE IN THE PRIORITIZATION PROCESS?

A.
ERCOT Staff supports project requests by: 
(i) 
completing impact analyses; 

(ii) 
completing the ERCOT costs and benefits portion of the CBA;

(iii) 
completing cost estimate work sheets;

(iv) 
evaluating the request for release planning; and 
(v) 
making recommendations on priority and rank for internal ERCOT requests.
Q.
DOES ERCOT IMPLEMENT ALL IDENTIFIED PROJECTS?

A.
No.  ERCOT does not have the resources to implement all projects identified by Market Participants, the Commission and ERCOT Staff and approved by TAC and the ERCOT Board.

Q.
IF ERCOT DOES NOT IMPLEMENT ALL PROJECTS ON THE PPL, HOW DOES ERCOT DECIDE WHICH PROJECTS IT WILL IMPLEMENT?

A.
In general, ERCOT implements projects in priority and rank order based upon available resources.  ERCOT groups together certain prioritized projects into “releases” and manages them within a program area for efficiency.  In other words, it may make sense to put several projects together into one “release” because those projects are inter-related in some way.  Lower-ranked projects for which ERCOT does not have available capital funding do not get implemented and may be abandoned.
Q.
WHAT ARE THE REASONS THAT CAUSE A PROJECT TO BE ABANDONED?

A.
A project may be abandoned and removed from the PPL for a number of reasons.  These reasons include the following:  (i) the request was a low priority and remains a low priority and the sponsor withdraws the request, (ii) market conditions or operating conditions change and the project is no longer needed, or (iii) a different project request replaces a project or eliminates the need for the original request.

Q.
WHAT ARE THE REASONS THAT A PROJECT MIGHT BE DELAYED?

A.
The start of a project may be delayed due to resource constraints (both human resource and system resources), vendor delays due to commercial terms or software development schedules, or due to a predecessor project or requirement.  Delays in active projects are controlled and monitored by our change control processes.   
V. COST-BENEFIT ANALYSIS PROCESS AND CONCEPTS

Q.
WHAT IS A COST BENEFIT ANALYSIS (CBA) FOR ERCOT PROJECTS?

A.
The ERCOT Cost Benefit Analysis (CBA) is used by ERCOT and stakeholder groups to compare the relative benefits of proposed projects.  ERCOT staff estimate the cost to deliver the project as well as the ongoing support costs that might ensue.  They also estimate the internal ERCOT benefits of the project.  The market estimates the implementation costs for the various market segments and the estimated benefits by market segment.  Each CBA details intangible benefits (such as improved communication) where cost savings are not quantifiable.  Also included in the analysis is a set of standard questions that are scored based on the merits of the project and any intangible benefits the project provides.  This is the CBA Score which is used as an additional evaluation of the project.

Q.
WHEN IS THE CBA COMPLETED?

A.
The use of formal CBAs is fairly new at ERCOT.  ERCOT expects that for future projects, a CBA will be initiated in parallel with the Impact Analysis (required pursuant to Section 21 of the ERCOT Protocols) of any proposed project with an effect on the market.  The CBA will be completed prior to the final ranking and prioritization process performed by Market Participants.  PRS is in the process of formalizing the mechanism to be used by the market to capture market costs and benefits in a timely manner.

Q.
PLEASE DESCRIBE HOW ERCOT USES COST/BENEFIT CONCEPTS IN SELECTING AND IMPLEMENTING PROJECTS.

A.
ERCOT, with input from Market Participant committees, analyzes the costs and benefits of each project and creates a cost/benefit analysis. The CBAs for late 2005 projects and identified 2006 projects appear in Workpaper WP.8.5. ERCOT has created a CBA for each 2006 project with a priority of 2.0 or above. For 2005, not all projects have CBAs due to the fact that ERCOT did not start using CBAs until the latter part of the third quarter of this year. In each CBA, ERCOT compares internal and Market Participant costs to expected savings. The analysis produces a net cost/benefit ratio that ERCOT uses to determine the benefits of a project versus the status quo. Any ratio greater than one indicates a project has a net benefit to ERCOT and/or Market Participants. 
Q.
PLEASE DESCRIBE ERCOT’S EFFORTS TO REDUCE COSTS BY AUTOMATING MANUAL PROCESSES.

A.
ERCOT managers and subject matter expert employees periodically review their processes to determine where automation may save money as compared to current manual processes. When an ERCOT employee identifies such an opportunity, he or she completes a project request form and CBA that identify direct savings for ERCOT.  In Workpaper WP.14.1, ERCOT has identified projects having cost savings resulting from automation of manual processes. ERCOT will not implement all these projects, however, depending on their placement on the PPL.

VI. CAPITAL PROJECT IMPLEMENTATION

Q.
PLEASE EXPLAIN HOW ERCOT PROJECTS ARE SELECTED FOR IMPLEMENTATION.

A.
ERCOT selects projects for implementation from the PPL based on the approved priority and rank given the requested project, the planned release timing and the availability of resources to execute the request.  The priority and rank of each project are based on information in the impact analysis, cost benefit analysis and the project description.  

Q.
WHAT IS THE PURPOSE OF RELEASE PLANNING?

A.
Release planning is the practice of combining projects that impact the same system, functionality or process for efficiency reasons.  Release planning is done for a number of reasons including: limiting the number of system changes introduced to the market each year, limiting the number of market tests to be performed, reducing the cost of system changes by reducing the number of times a system or program is modified and regression tested, and maximizing the efficiency of resources, both human and system resources.

Q.
ARE MOST PROJECTS COMBINED INTO RELEASES?

A.
Yes, this is the most efficient means of managing projects affecting the same areas of ERCOT systems.

Q.
PLEASE DESCRIBE HOW ERCOT IMPLEMENTS PROJECTS.

A.
ERCOT implements projects, via programs and through the PMO, in accordance with the PMO’s Project Development Procedures provided as Workpaper WP.8.1.  After defining and prioritizing a project, the first step towards implementation is completion of a project request form and a time and cost estimate.  Projects are implemented in controled phases, going from initiation, to planning, to execution and to closing.  
Figure 3, below, depicts the process of taking a project from initiation to completion:
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Q.
PLEASE DESCRIBE THE COST CONTROL MECHANISMS ERCOT USES TO MANAGE CAPITAL PROJECTS. 

A.
The cost control mechanisms appear in the ERCOT Project Development Procedures (Workpaper WP.8.1).  ERCOT has established an internal governance process that includes managers and subject matter experts to form a Continuous Analysis and Requirements Team (CART) by program area, reporting up to the Director Team at Strategic Review Team (SRT).  The SRT makes recommendations to the Executive Committee (EC) for approval of all project budgets.  Any project requests in excess of a million dollars require the approval of the ERCOT Board of Directors.  The PMO:  
(i) 
works with the Directors of ERCOT’s divisions to develop and maintain the plan containing the projects slated for execution during the year; 
(ii) 
maintains the current project status; and 
(iii) 
oversees project spending.  
The SRT reviews and recommends approval of requested projects to the EC and monitors the overall status of major projects. The primary factors for a project plan are:  
(i) resource capacity; 

(ii) budgeted/approved funding; and 
(iii) 
project priority. 
Differences between the budget estimate and the project budget, which is refined during this activity, are noted and considered during the approval of and updates to the project plan.

Q.
PLEASE DESCRIBE THE PROCESSES ERCOT USES TO ENSURE THAT IT OBTAINS THE BEST PRICE FOR ITS CAPITAL INVESTMENTS.
A.
ERCOT’s Project Development Procedures (Workpaper WP.8.1) fully describe these processes. Among the more significant of these processes are:

(1) detailed cost and time estimates (not only for initial implementation but also for on-going incremental support and maintenance) that must include specific justifications for each project;  
(2) approval of projects beginning at line managers and continuing up through ERCOT’s officers;
(3) review and prioritization of project requests by ERCOT committees, ERCOT Staff, the Commission and the ERCOT Board of Directors;
(4) detailed planning for projects on the PPL, recognizing that time spent on planning could result in greater savings over the long run;
(5) staging and execution of projects at the direction of the ERCOT Project Management Groups in the operating divisions with oversight by the PMO and, ultimately, ERCOT’s officers;
(6) assignment of projects to project managers given the responsibility for ensuring efficient implementation of the project, including maintaining up-to-date estimates and budgets and for quickly resolving problems that arise during implementation; and
(7) creation of policies regarding outsourcing and procurement, such as requiring bids from several vendors for projects of significant size and risk and compliance with the ERCOT Purchasing Policy.

Q.
HOW DOES ERCOT TRACK ITS PROJECT EXPENDITURES?
A.
On a monthly basis, ERCOT creates a report for its Board of Directors showing budgeted project dollars as compared to dollars spent on projects for the year to date.  The most recent version of this report is provided as Schedule 9.  I have also provided a summary of ERCOT projects for the last twelve months in Schedule 8.

VII. CAPITAL PROJECTS LISTS
Q.
PROVIDE A SUMMARY OF ERCOT PROJECTS COMPLETED IN 2004 AND 2005.

A.
Workpaper WP.8.2, the 2005 PPL, shows project status and indicates projects completed in 2004 and 2005. The workpaper provides a description of each project
Q.
PROVIDE A SUMMARY OF ERCOT PROJECTS PLANNED FOR 2006.

A.
Workpaper WP.8.4, the approved 2006 PPL, lists projects currently planned for 2006. The workpaper provides a summary description and summary benefit of each project.  
Q.
BECAUSE ERCOT WILL NOT FUND ALL PROJECTS, PLEASE EXPLAIN HOW ERCOT DETERMINED WHICH PROJECTS TO FUND IN 2006.

A.
ERCOT developed a PPL for 2006 concurrently with the development of ERCOT’s 2006 Budget. The decision regarding which projects to fund focused on ERCOT’s available funds for capital projects and the resources available to ERCOT to implement projects. The 2006 ERCOT Budget has approximately $25 million in funds available for capital projects. ERCOT can reasonably expect to implement in 2006 only projects at the top of the PPL until it exhausts available funds.

VIII. CONCLUSION
Q.
PLEASE SUMMARIZE YOUR TESTIMONY.

A.
My testimony 
explains ERCOT project management governance and processes and the cost/benefit concepts ERCOT employs as part of its project justification process and provides an overview of current and future capital projects.

Q.
IS THE AMOUNT INCLUDED IN THE 2006 BUDGET FOR CAPITAL PROJECTS REASONABLE AND NECESSARY?

A.
Yes.  The amount included in the 2006 Budget for capital projects is reasonable and necessary given the number of improvements requested by the Commission and stakeholders and the internal improvements identified by ERCOT.

Q.
DOES THIS CONCLUDE YOUR DIRECT TESTIMONY AT THIS TIME?

A.
Yes.
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		Tasks Underway

		Project Tracking

		Controls

		Project Communication

		Quality Assurance

		Scope Verification



		Detailed Project Plan

		Cost & Time Estimates

		Critical Path

		Risk

		Project Team

		Project Plan

		Project Schedule



		Project Manager Named

		Scope Defined

		Initial Project Team   Defined

		Charter Created

		Charter Approval / Signoff



		Scope of Work

		Functional requirements

		Project Sponsorship

		Submission of preliminary budget to PMO for Approval



		Concept / Idea Generated

		Concept / Idea Presented & Reviewed 

		Prepare Project Request

		Initiate Criteria worksheet and cost / benefit analysis



 

Concept

Initiation

Planning

Execution

Closure

Controlling





PMO



PM
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