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Section 1 – Introduction
The objective of this White Paper is to provide guidelines for the treatment of maintenance labor cost when filing verifiable costs.  These guidelines, once adopted by WMS, will be incorporated into the Verifiable Cost Manual and become part of the process for submitting verifiable cost data to ERCOT.

If any provision in this document is in conflict with the Nodal Protocols, then the Protocols prevail to the extent of the inconsistency.

Section 2 – Statement of Purpose
According to the Nodal Protocols Section 5.6.1(3), maintenance costs are described as:
These unit-specific verifiable costs may include and are limited to the following average incremental costs:

(a)
Allocation of maintenance requirements based on number of starts between maintenance events using, at the option of the QSE or Resource Entity, either:

(i)

Manufacturer-recommended maintenance schedule; 

Furthermore, according to Section 5.6.1(4):

 (4)
These unit-specific verifiable costs may not include:

(a)
Fixed costs, which are any cost that is incurred regardless of whether the unit is deployed or not; and

(b)
Costs for which the QSE or Resource Entity cannot provide sufficient documentation for ERCOT to verify the costs.

The Protocols clearly allow for the maintenance cost to be included with verifiable cost.  However, the Protocols do not specify what constitutes a maintenance cost and whether or not labor costs are considered to be a fixed or variable cost.  

The purpose of this White Paper is to provide recommendations to WMS on the treatment of maintenance labor costs in the verifiable cost process.  
Section 3 – Current treatment of labor costs
Labor costs are usually considered to be a fixed cost of doing business since in most instances these costs are incurred regardless of whether or not the Resource is deployed by ERCOT.  Labor costs for plant operators, management, salary employees and other auxiliary staff that support the Resource are considered by ERCOT as fixed costs since these costs are independent of whether or not the Resource is needed to provide a reliability service (RUC).  However, labor costs as described above may be considered variable if it can be demonstrated that an individual is required to bring the Resource online when is being RUC’ed.  For example, if the Resource is RUC’ed and plant management must bring another operator to help start the Resource, the cost of the operator while on duty at the plant is considered variable.  That is, the cost of this labor may be considered variable for the hours needed to provide the RUC service.  Labor costs associated with overtime may also be considered variable for the same reasons described herein.    
The Nodal Protocols and the Verifiable Cost Manual are silent on the treatment of maintenance labor costs and these are considered fixed costs by ERCOT and cannot be included with verifiable costs.  However, the current Verifiable Cost Manual does allow for the inclusion of Long Term Service Agreements (LTSAs) and Power Purchase Agreements (PPAs) as verifiable cost documentation, although these two types of contracts normally include labor maintenance costs.  LTSAs and PPAs may include in the contract the cost of labor and materials, even though labor costs are projected costs based on the estimated amount of time to complete specific maintenance tasks.  Therefore, since LTSAs and PPAs already include a portion of the total maintenance labor costs in the contract, it seems reasonable to assume that verifiable costs submissions without these types of contracts should also allow for the inclusion of some maintenance labor costs.  
Section 4 – Proposal treatment of labor maintenance costs
Many organizations employ permanent staff to maintain and repair their Resources and to ensure the units are available to ERCOT.  These companies may have permanent maintenance staff at the power plant or rotate these individuals between plants performing most of the maintenance.  
As described in Section 3 above, the cost of labor associated with maintenance may be considered as variable costs since this is how it is treated under an LTSA.  Therefore, maintenance labor costs without an LTSA or PPA are probably a combination of fixed and variable costs.  Clearly, companies that maintain a permanent staff must pay fixed costs of salaries, taxes, insurance and may provide contributions to their staff retirement programs.  But these same companies must always balance between maintaining a fixed number of plant staff or contract (through an LTSA) their maintenance cost to a third party.  
One argument for allowing an LTSA as a verifiable cost document is that it may be less expensive than having permanent plant staff.  However, this is not always the case and LTSAs may not cover the entire spectrum of maintenance required to maintain the plant which must be completed by plant personnel or outside contract.  Hence, allowing for a portion of the maintenance labor cost to be included in verifiable costs may be prudent and necessary to ensure Resources are available to provide system security.  To this end, we offer the following recommendations to allow maintenance labor costs into the verifiable cost process.
Resources submitting verifiable costs may include the cost of maintenance labor under the following conditions:

1. Resource must demonstrate it employs permanent maintenance staff in support of power plant operations.
2. Costs may not include retirement contributions or taxes to cover the Federal Insurance Contributions Act (FICA).
3. Only a P% of the total labor maintenance cost may be included in verifiable costs.  P represents the variable portion of the total maintenance cost.
4. Future reduction in labor costs (i.e. personnel reduction) must be reported to ERCOT to ensure the approved verifiable costs are adjusted appropriately.
5. The costs of employee medical coverage may not be included in verifiable maintenance costs.

6. The labor cost associated with travel to site for maintenance activities may not be included in verifiable maintenance costs.
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