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Introductions:

Mr. Darrell Hayslip welcomed all participants and noted that there would be much more detail in ERCOT’s 2006 budget as compared to ERCOT’s budgets from prior years.  He also indicated that the cost of Texas Nodal was not included in the 2006 budget at this time, and the current 2006 budget will still be subject to comment and modification.  He invited participants to provide feedback to him via email (dhayslip@calpine.com).  Tom Schrader, ERCOT CEO, provided an overview of ERCOT’s vision, mission and goals.  Copies of the presentation were provided to attendees.  ERCOT staff members then presented overviews regarding the 2006 budget and their departments.
Issues addressed:

	Topic
	Question/Comment
	ERCOT Response

	Corporate Goals
	What is the time frame with respect to the pie chart for time tracking (in Tom Schrader’s presentation)?
	The first quarter of 2005.

	General 
	How has Texas Nodal been addressed?
	Texas Nodal will entail additional Operations and Maintenance (O&M) costs and new projects with additional budgeted dollars.  The current 2006 budget does not include funding for Texas nodal

	Corporate Goals
	What is Readiness (as an ERCOT goal)?
	This goal refers to improvements in ERCOT processes.

	Corporate Goals
	In what area does transmission planning reside?
	Transmission planning is part of the goal for reliability.  The goals identified are broad overarching goals which can be subdivided into over two hundred categories of activities.

	Budget Approval Schedule
	What does the preliminary filing review encompass?
	The preliminary filing review is an internal process by ERCOT staff and outside legal support to review and finalize the PUC filing.

	General 
	Has ERCOT discussed its proposed budget with Commission Staff yet?
	ERCOT staff has not had any significant discussions yet with Commission Staff but plans to discuss the budget schedule with them soon.

	Employee Compensation
	Is the justification documentation for each budgeted employee already in place?  
	These documents are being finalized.

	Employee Compensation
	Has the benefit loading for employee benefits changed since prior years (e.g., 32%)?
	No, benefit loading has remained consistent in this budget.

	Contract Services
	In what roles is ERCOT currently using contractors?  Do these contractors tend to be full-time employees (FTEs) of the vendor?
	ERCOT utilizes several contractors full-time on-site.  These are typically FTEs of vendors.  The count of contractors provided does not include consultants utilized off-site.

	Employee Compensation & Contract Services
	With respect to FTE count, what has been done to justify the number?  How will the savings of converting contractor positions to FTE positions be utilized?
	Yes, ERCOT is finalizing justification for each budgeted FTE position. The savings will be used to offset increases in other areas of the operating budget.

	General
	Will the 2006 ERCOT Fee be 42 cents even?
	Yes.

	Projects
	Does the cost benefit analyses (CBAs) associated with projects evaluate costs to Market Participants as well as costs to ERCOT?
	Yes, ERCOT estimates Market Participant costs in each CBA where possible.  

	Projects
	How do CBAs fit into ERCOT’s longer-term plan for its systems?
	CBAs will affect the ranking of a project and thus the likelihood that a project will be implemented.  

	Projects
	Will all projects with a 1.1 ranking get funded for 2006?
	Not necessarily.  Based on the current Project Priority List (PPL), ERCOT would be $6 million short in covering all projects ranked 1.1 for 2006.

	Projects
	Are the costs associated with interacting with the new Independent Market Monitor (IMM) (from SB 408) included in the project list?
	The project budget includes only the software and hardware to provide the current level of support needed for PUCT market oversight activities.   The expanded level of support for the IMM is not part of the current 2006 budget.

	Projects
	Why is there an ERCOT project to implement NERC reporting requirements for TDSPs?  Why cannot the TDSPs report the data themselves?
	TDSPs do not have the data they need to report to NERC as required; the data must come from ERCOT.

	Retail Activity Budget
	What is the cost of processing a single switch?  
	ERCOT does not assess costs this way (not unit costs per switch); however ERCOT has a total retail budget and also reports the number of switches per year.  Additionally, ERCOT is introducing activity-based costing this year (full implementation will take until 2006).  Activity-based costing may enable ERCOT to provide answers to questions such as this in the future.

	Projects
	Comment from PRS:  The project prioritization process should be improved to ensure that good ideas get worked in.
	ERCOT is interested in suggestions to improve of the project prioritization process.

	General
	Does legislation mandate an increase in independent Board member compensation?  If so, where?
	SB 408 requires ERCOT to add another two Independent Directors to its Board and use of search firm to find them.  The legislature did not set compensation for Independent Directors but the compensation must be competitive.

	Audit
	Why does ERCOT need an external audit of internal controls when it has internal auditors?
	As requested by the Commission, ERCOT will have an external auditor verify that ERCOT’s internal controls are in place and working.  ERCOT’s internal auditors will also audit these controls.

	Contract Services
	The budget shows O&M costs increasing by $4.6 million, but outside services dropping only $1 million.  Why is there still an increase in O&M costs?
	ERCOT still requires outside services (and has, in fact, seen an increase in certain types of outside services required), and many of these services cannot be performed by ERCOT FTEs.  For example, ERCOT has significantly more required external audits than before (e.g. audit of internal controls).  Also, ERCOT has budgeted for a new transmission planning study which is needed for reliability.  

	Employee Compensation & Contract Services
	What is the average cost per employee and per contractor?
	The average cost for employees is the same as last year (approx. $100,000 per year including all benefits).  ERCOT has not determined an average cost per contractor.  The contractor cost range is $25 per hour to $250-$300 per hour depending on the required skill set.

	Corporate Goals
	Why is there an allocation of corporate time to reliability and congestion management?
	Corporate time includes some of the activities of compliance, legal and internal audit.  These activities might include, for example, legal review of a NERC document.

	Congestion Management Costs
	Mr. Jones noted that, based on current trends, ERCOT expects local congestion costs to be $88 million less than in 2004. Who is saving the $88 million in local congestion costs? 
	Economics dictate that savings will trickle down to consumers ultimately.

	Training
	Why does ERCOT provide training to Market Participants?  Why not make Market Participants pay for their own training on ERCOT?  
	The training ERCOT provides is very specific to ERCOT market activities.  If ERCOT charges for (or does not provide) training, it may be difficult for smaller players to afford the cost of training to enter the market.  Future activity-based costing may make it easier for ERCOT to calculate cost-based training fees.  

	Employee Compensation
	Describe ERCOT’s system of bonuses.
	ERCOT has budgeted $975,000 for incentive compensation for 2006.  Incentive compensation will be available to officers through managers.  On average, a 13% incentive compensation possible (e.g. officers at 25%, managers at 10%.  Aside from incentive compensation, all ERCOT employees will receive, on average, a 4% merit raise/promotion/compensation adjustment.  ERCOT’s decision to provide incentive compensation is due to the need to be appropriate and competitive in the employment marketplace.  Incentive compensation will be tied to performance regarding the ERCOT dashboard.    ERCOT did not pay any bonuses in 2004 under its formal incentive compensation plan (however, ERCOT recognized certain employees who made significant contributions through additional compensation from a discretionary pool of funds).

	General
	How much does ERCOT pay for electricity?
	ERCOT cannot provide the exact rate for competitive and contractual reasons but notes that it recently saved money by issuing an RFP for supply to its Taylor facilities and selecting a lower-cost provider.  ERCOT expects to save about 1.125% over its prior year’s electricity bill for its Taylor facilities.

	Debt
	How much budget variance is available to reduce ERCOT’s debt?
	ERCOT reports on its budget variances in PUC Docket No. 27706.  At the end of the year, an evaluation will be made of funds available to avoid or reduce debt.

	Debt
	Is ERCOT’s revolving credit facility still needed?
	Yes, ERCOT might need it available due to costs to implement Texas Nodal.  This credit facility has a $50 million capacity.  Additionally, the ERCOT Board recently voted to lock in beneficial interest rates for a portion of its term loan.

	Budget Approval Schedule
	Comment:  The public meeting should be earlier in the process to ensure more feedback from interested parties.
	In the future, ERCOT may provide earlier opportunity for public comment on major budget assumptions.

	Corporate Goals
	When will ERCOT have a long-term strategic plan of at least three years?  
	ERCOT will have extended financial forecasts as part of its fee filing package.  Texas Nodal and support of the IMM will be the largest future impacts, as well as the new federal energy bill and NERC compliance.  ERCOT’s financial outlook should remain fairly flat other than these significant new items.
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