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DIRECT TESTIMONY OF MICHAEL PETTERSON

I. POSITION AND QUALIFICATIONS
Q.
PLEASE STATE YOUR NAME AND BUSINESS ADDRESS.

A.
My name is Michael Petterson.  My business address is 7620 Metro Center Drive, Austin, TX 78744.

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

A.
I am employed by the Electric Reliability Council of Texas, Inc. (ERCOT), as Controller.  I began my employment at ERCOT on March 26, 2001.  I was appointed to my current position at that time.

Q.
WHAT ARE YOUR RESPONSIBILITIES AS CONTROLLER?

A.
I direct the financial affairs of the organization and prepare financial analyses of operations, including interim and final financial statements with supporting schedules, for the guidance of management. I am also responsible for ERCOT’s financial plans and policies, its accounting practices, the maintenance of its fiscal records, and the preparation of financial reports. The position involves supervision over general accounting, property accounting, and budgetary controls. 

Q. PLEASE OUTLINE YOUR EDUCATIONAL AND PROFESSIONAL QUALIFICATIONS.

A. I earned a Bachelors of Business Administration degree from the University of Wisconsin-Madison in 1985, and began my professional career as a bank examiner with the Texas Department of Banking.  In 1989, I enrolled at The University of Texas at Austin and earned a Masters of Business Administration degree in 1991.  I continued my career in Houston, first as a financial litigation consultant with PricewaterhouseCoopers, and then as a financial analyst with American Oil and Gas Company.  During my time in Houston, I became a Certified Public Accountant.  In 1994, I joined the Lower Colorado River Authority (LCRA) in Austin, Texas.  During my seven-year tenure with LCRA, I held a variety of progressively responsible positions, primarily in LCRA’s financial, accounting, and regulatory functions. Immediately before joining ERCOT, I led LCRA’s financial planning department.

Q.
HAVE YOU PREVIOUSLY TESTIFIED BEFORE THE PUBLIC UTILITY COMMISSION OF TEXAS (COMMISSION)?

A.
Yes, I have.  I testified on behalf of ERCOT in its last three fee cases, which were PUC Docket Nos. 23320, 26827, and 28832.  I also testified on behalf of ERCOT in PUC Docket No. 30456, the Commission Staff’s Petition to Reduce the ERCOT System Administration Fee.

II. INTRODUCTION
Q.
WHAT IS THE PURPOSE OF YOUR TESTIMONY?

A.
The purpose of my testimony is to:

· present detailed accounting information regarding the 2006 ERCOT Budget and revenue requirements, including a discussion of significant assumptions used in developing the budget;

· describe the fees that ERCOT collects;

· explain how the ERCOT System Administration Fee was calculated;

· explain how the billing determinate used to establish the requested ERCOT System Administration Fee was estimated;

· compare the 2006 Budget and revenue requirements to the 2005 Budget and revenue requirements;

· provide a review of ERCOT’s expenses and revenues for 2004 and year-to-date 2005, including actual-to-date and projected year-end expenses and revenues;

· explain how the five-year forecast of ERCOT expenses and revenues was derived; and 

· present an overview of ERCOT’s accounting systems, time tracking activities, and chart of accounts and the schedules attached to this Fee Filing Package. 

III. SCHEDULES AND WORKPAPERS
Q.
PLEASE DESCRIBE THE EXHIBITS, SCHEDULES, AND WORKPAPERS THAT YOU ARE SPONSORING.

A.
I am sponsoring the Exhibits, Schedules, and Workpapers listed below:  

Exhibit MP-1 – Standard Chart of Accounts

Exhibit MP-2 – Assumptions Relating to the 2007-2011 Budget Forecast

Schedule 1 –
Revenue Requirement and ERCOT System Administration Fee Summary

Schedule 2 –
Summary of Estimated Income Sources

Schedule 3 –
Sources and Uses of Funds Summary

Schedule 4 – Divisional Expenses by Expense Type

Schedule 5 –
Divisional Expenses by Department 

Schedule 6 –
Summary of Divisional Expenses by Expense Type

Schedule 7 –
2005 Operating Activity Budget to Actual Comparison

Schedule 9 –
2005 Capital Project Budget to Actual Comparison at August 31, 2005

Schedule 10 – Pro Forma Statements of Financial Position

Schedule 11 – Pro Forma Statements of Activities

Schedule 12 –
Pro Forma Statement of Cash Flows

Schedule 13 –
Financial Analysis

Schedule 15 – Staffing Activities

Schedule 16 – Consultant Activities

WP.1.1
Reconciliation of Approved 2005 Budget to 2006 Budget 


WP.1.2
Summary of 2005 Cost Savings

WP.1.3
2005 Cost Savings by Expense Category

WP.1.4
Recommended Total Spending Authorization ERCOT System Administration Fee Summary Chart (2003 - 2011) 

WP.1.5
Base Case Revenue Requirement and ERCOT System Administration Fee Summary 

WP.1.6
Base Case Revenue Requirement and ERCOT System Administration Fee Summary Chart (2003 - 2011) 

WP.1.7
Base Case Revenue Requirement Summary 

WP.1.8
100% Revenue Fund Projects ERCOT System Administration Fee Summary Chart (2003 - 2011) 

WP.1.9
Build to 100% Revenue Fund Projects ERCOT System Administration Fee Summary Chart (2003 - 2011) 

WP.1.10
Market Redesign Pay-as-you-Go Revenue Requirement Chart (2003 - 2011)
WP.1.11
Market Redesign Pay-as-you-Go Revenue Requirement and ERCOT System Administration Fee Summary Chart (2003 - 2011)
WP.1.12
Market Redesign 8 Year Scenario Revenue Requirement Chart (2003 - 2011)
WP.1.13
Market Redesign 8 Year Scenario Revenue Requirement and ERCOT System Administration Fee Summary Chart (2003 - 2011)
WP.1.14
Revenue Requirement and ERCOT System Administration Fee Based on Depreciation Expense Summary Chart (2000 - 2011)
WP.1.15
Revenue Requirement and ERCOT System Administration Fee Comparison Chart (2000 - 2011)
WP.1.16
Fee Sensitivity

WP.2.1
Interest Income Summary
WP.2.2
Membership Revenue Summary
WP.3.1
2005 Monthly Financial Forecast
WP.4.1
ERCOT Division, Departmental Expenses by Expense Type (2004 - 2006) 

WP.4.2
Operating and Maintenance Expenses by Division (2004 - 2006)
WP.4.3
Operating and Maintenance Expenses by Division Chart
WP.4.4
O&M Component of Revenue Requirement by Expense Type Chart
WP.4.5
Outside Services Expense Summary by Division
WP.4.6.
Outside Services Expense Summary by Division and Department (2006 Budget vs. 2005 Budget)
WP.4.7.
Building Maintenance, Rent and Utilities
WP.4.8
Insurance Coverage Summary

WP.4.9
Employee Expense Summary by Division 

WP.4.10
List of Other Expense Account Numbers 

WP.4.11
Corporate Administration - O&M Component of Revenue Requirement by Expense Type 

WP.4.12
Corporate Administration - O&M Component of Revenue Requirement by Expense Type Chart 

WP.4.13
System Operations - O&M Component of Revenue Requirement by Expense Type 

WP.4.14
System Operations - O&M Component of Revenue Requirement by Expense Type Chart 

WP.4.15
Market Operations - O&M Component of Revenue Requirement by Expense Type 

WP.4.16
Market Operations - O&M Component of Revenue Requirement by Expense Type Chart 

WP.4.17
Information Technology - O&M Component of Revenue Requirement by Expense Type 

WP.4.18
Information Technology - O&M Component of Revenue Requirement by Expense Type Chart 

WP.4.19
Information Technology - Hardware & Software Support/Maintenance 

WP.4.20
2006 Hardware and Software Maintenance and Support Requirements 

WP.5.1
Corporate Administration - O&M Expenses by Director (2004 - 2006) 

WP.5.2
Corporate Administration - O&M Expenses by Director 

WP.5.3
Corporate Administration - Departmental Expenses by Expense Type 

WP.5.4
Corporate Administration - Outside Services Expense Summary by Category 

WP.5.5
Corporate Administration - Outside Services Expense Detail

WP.5.6
Corporate Administration - Other 

WP.5.7
System Operations - O&M Expenses by Director (2004 - 2006) 

WP.5.8
System Operations - O&M Expenses by Director 

WP.5.9
System Operations - Departmental Expenses by Expense Type 

WP.5.10
System Operations - Outside Services Expense Summary by Category

WP.5.11 
System Operations - Outside Services Expense Detail

WP.5.12
Market Operations - O&M Expenses by Director (2004 - 2006)

WP.5.13
Market Operations - O&M Expenses by Director

WP.5.14
Market Operations - Departmental Expenses by Expense Type 

WP.5.15
Market Operations - Outside Services Expense Summary by Category 

WP.5.16
Market Operations - Outside Services Expense Detail

WP.5.17
Information Technology - O&M Expenses by Director (2004 - 2006) 

WP.5.18
Information Technology - O&M Expenses by Director

WP.5.19
Information Technology - Departmental Expenses by Expense Type 

WP.5.20
Information Technology - Outside Services Expense Summary by Category

WP.5.21
Information Technology - Outside Services Expense Detail

WP.10.1  
Pro Forma Financial Statement Charts - Assets, Liabilities, Unrestricted Net Assets, Depreciation and Principal Repayment 

WP.10.2  
Pro Forma Financial Statement Charts - Unrestricted Net Assets, Depreciation and Principal Repayment 

WP.10.3  
Average Life of Assets versus Average Life of Debt 

WP 11.1  
Revenue Requirement and ERCOT System Administration Fee Summary Table (2006 - 2011) - Recommended ($000’s) 

WP.11.2  
Revenue Requirement and ERCOT System Administration Fee Summary Table (2006 - 2011) - Base ($000’s) 

WP.11.3
MWh Load Comparison 

WP.12.1  
Forecast of Debt Outstanding, Borrowing Capacity and Annual Capital Investment  

WP.12.2  
Forecast of Relationship Balances between Long-Term Debt and Short-Term Debt 

WP.12.3  
Forecast of Relationship Percentage between Long-Term Debt and Short-Term Debt 

WP.12.4  
Detailed Calculations Regarding Debt, Asset Value, Interest Expense, and Capital Investment Funding 

WP.15.13
Percentage of Labor Allocated to Capital Projects 

WP.15.14
Time Tracking Work Flow

WP.15.15
Time Tracking Hours Associated to Corporate Goals - August 2005 YTD

WP.15.16
Hours Worked by Activity (Top 25 for the period of Mar - May, 2005)

WP.15.17
Average Daily Hours Worked by Department (March - May, 2005)

WP.15.18
Time Tracking Activity Listing

Q. 
IS THE INFORMATION CONTAINED IN THE EXHIBITS, SCHEDULES, AND WORKPAPERS SPONSORED BY YOU TRUE AND CORRECT?
A.
Yes.  The Exhibits, Schedules, and Workpapers that I sponsor were prepared by me or under my supervision and the information contained therein is true and correct. 

IV. 2006 ERCOT BUDGET AND REVENUE REQUIREMENTS

Q.
PLEASE DESCRIBE YOUR ROLE IN THE DEVELOPMENT OF THE 2006 ERCOT BUDGET.

A.
Working with managers and staff from across ERCOT, I coordinated the preparation, review, and approval of the 2006 ERCOT Budget.

Q.
PLEASE DESCRIBE THE COMPONENTS OF THE 2006 ERCOT BUDGET AND REVENUE REQUIREMENTS.

A.
I have provided a summary of revenue sources (fees) in Schedules 2 and 3 and an overview of ERCOT’s 2006 revenue requirements in Schedule 1.  ERCOT’s 2006 budgeted revenue requirements total $129.4 million or $0.4200 per megawatt hour.  The revenue requirements include budgeted operating expenses, the revenue-funded portion of planned capital projects, and anticipated principal and interest payments on borrowed funds.

Operating Expenses - Operating expenses, including categories such as labor and benefits, consultant and contractor costs, hardware and software maintenance and license costs, and facilities maintenance and utilities cost, total approximately $80.4 million in the 2006 ERCOT Budget.  There is an additional $3 million of operating expenses budgeted as a place saver for independent market monitoring activity administered by the Commission.  Schedules 4-6 and Workpapers WP.4.1 through WP.5.21 provide information regarding budgeted expenses by expense type, operational division, and department.  

Revenue-funded Capital Expenditures - The 2006 ERCOT capital budget includes $25 million for funding of planned capital expenditures.  Robert Connell explains how ERCOT developed the list of projects planned to be funded with this amount.  ERCOT’s 2006 revenue requirement includes $10 million for revenue funded capital spending.  Workpaper WP.8.4 is a detailed listing of capital projects planned for 2006.  Schedule 9 provides a budget versus actual comparison of year-to-date August 31, 2005 capital expenditures.  

Debt Service - The third major component of ERCOT revenue requirement is debt service payments.  ERCOT has included $26.1 million for scheduled principal repayment in its 2006 budget plus an incremental, unscheduled $1.4 million principal reduction to enhance ERCOT’s financial flexibility. Another $8.4 million is included for interest payments on borrowed money.  Additional information is provided in Schedule 1.

Q.
PLEASE EXPLAIN THE KEY ASSUMPTIONS BEHIND THE 2006 ERCOT BUDGET?

A.
The key assumptions behind the 2006 ERCOT Budget include:

· Labor

· ERCOT requires 584 positions to fulfill its responsibilities to the market, including replacement of staff augmentation contractors.  

· Budgeted labor expense is adjusted downward by approximately seven percent to reflect the financial impact of staff turnover and staggered hiring of planned new employees throughout 2006.

· Existing employees are budgeted at their rate of pay as of August 31, 2005.

· Planned new hires are budgeted at the mid-point of the salary range associated with the grade of the new position.

· An average four percent increase in staff salaries is included in the 2006 budget for performance-based merit adjustments and promotions.

· Employee benefits are assumed at 32 percent of salary.

· As presented in Workpaper WP.15.13, on average, approximately 11 percent of ERCOT staff time will be dedicated to tasks relating to approved capital projects.

· Consultants and Contractors

· Conduct third-party and internal audits of ERCOT finances, operations, and control environment.
· Provide legal assistance relating to such things as alternative dispute resolution proceedings, Commission proceedings, litigation, bankruptcies, human resource issues, and contract negotiations.
· Provide default QSE services.
· Provide consulting expertise to support other capital projects during the project stages before costs can be capitalized.
· Plan, implement, assess, and audit physical and cyber security functions.
· Hardware Maintenance and Software Support
· Existing contracts are assumed to continue since no major retirements of systems or system functionality is planned for 2006.

· New projects placed into service in 2005 and 2006 will carry annual maintenance and support costs of approximately 20 percent of the capital investment made in hardware and software.

· Facilities, Utilities, Maintenance, Equipment, Materials, Tools and Supplies
· Preventative maintenance at Taylor control center and Met Center facilities.

· Given office space added in recent years, and management cost control efforts, the cost on a per square-foot basis has fallen from approximately $37.55 in 2004 to $27.56 per square-foot budgeted for 2006.  See work paper WP.4.7 for additional detail.

· Employee Expenses
· Employee expenses include reimbursement for authorized expenses incurred by employees while conducting business on behalf of the organization. Included are travel costs, hotel charges, training expenses, personal vehicle mileage reimbursement, professional organization membership dues, and cell phone usage costs among other items. 

· New manager training needed for efficiency of ERCOT operations.

· Staff will require extensive training for existing applications.

· Travel relating to increased involvement in national forums on electric industry issues.

· Budgeted costs on a per employee basis have fallen from approximately $3,650 in 2004 to $2,399 per employee budgeted for 2006.  See work paper WP.4.9 for additional detail.

· Interest, Fees and Capital Investment
· Annual principal payments of $13.6 million on $150 million senior notes payable began in 2004 and continue until 2014.

· Annual principal payments of $12.5 million on $50 million term notes payable began in 2005 and continue until 2008.

· Assumed capital spending, primarily for system related projects, of $25 million in 2006.

· Capital spending assumed 60 percent debt-funded with the remaining 40 percent coming from the 2006 ERCOT System Administration Fee.

· Other Expenses
· ERCOT’s membership assessment to fund the North American Electric Reliability Council (NERC) organization is estimated at $967,500 for 2006.

· New market participant meeting management practices implemented in 2005 and the resulting cost savings are assumed to continue in 2006.  

· Other Assumptions

· The 2006 Budget includes $3 million as a place saver to fund independent market monitoring administered by the Commission.  

· The 2006 Budget also includes $1.4 million for incremental debt reduction to enhance ERCOT’s financial flexibility. 

· The 2006 Budget approved by the ERCOT board did not include any funding for wholesale market redesign work.  Costs associated with wholesale market redesign will be recovered by means established when the magnitude and schedule of the work are more clearly defined.

· Megawatt-hour volume on the ERCOT grid during 2006 will be approximately 2.1 percent above the volume budgeted for 2005.

· Funds collected by ERCOT sources other than the ERCOT System Administration Fee, including Non-ERCOT Load Serving Entity Fees, Wide-Area Network Fees, Generation Interconnection Fees, map sales, and membership fees, are held stable, consistent with amounts realized in 2005 and remain a minor portion of ERCOT funding. 

V. ERCOT’S FEES

Q.
PLEASE EXPLAIN THE VARIOUS FEES THAT ERCOT CURRENTLY COLLECTS.

A.
As shown in Schedules 2 and 3, ERCOT collects a variety of fees. Other than the System Administration Fee and the Non-ERCOT LSE Fee, ERCOT collects the Private Wide Area Network (WAN) Fee to recover direct costs, with no overhead allocation, for the WAN services ERCOT provides. ERCOT also collects annual membership fees of $2,000 from corporate members and $500 from associate and adjunct members.  These fees are collected pursuant to ERCOT’s bylaws as a requirement of voluntary membership in the organization, for which ERCOT provides members with the right to vote (corporate members only), access to ERCOT information, the opportunity to serve on ERCOT committees (corporate and associate members only), and other member services and activities such as the annual meeting.  

The most significant of ERCOT’s fees is the ERCOT System Administration Fee.  It is anticipated that about 98 percent of ERCOT’s revenues will derive from the ERCOT System Administration Fee.  The ERCOT System Administration Fee is assessed to Qualified Scheduling Entities (QSEs) based on the energy consumption of load serving entities (LSEs) represented by each QSE.  The current System Administration Fee is $0.42 per megawatt-hour (MWh).  All loads in ERCOT must be represented by a QSE.  Accordingly, the System Administration Fee is applied on a competitively neutral basis in that all QSEs representing electric load are treated in the same manner.  

Q.
IS THERE A CHANGE IN THE RELATIVE SIGNIFICANCE OF THE VARIOUS FEES COLLECTED BY ERCOT?

A.
No.  As reflected in Schedule 3 - Sources and Uses of Funds Summary, the ERCOT System Administration Fee remains the most significant source of ERCOT funds.

Q.
IS THE 2006 ERCOT BUDGET CHANGING ANY FEES?

A.
No.  ERCOT is proposing to leave all fees at the levels charged in 2005.

Q.
ARE THE FEES REQUESTED BY ERCOT IN THIS PROCEEDING REASONABLE AND NECESSARY TO CARRY OUT THE FUNCTIONS DESCRIBED IN TEXAS UTILITIES CODE §39.151? 

A.
Yes, they are. 

VI. CALCULATION OF THE ERCOT SYSTEM ADMINISTRATION FEE

Q.
WHAT IS THE REVENUE REQUIREMENT AND ERCOT SYSTEM ADMINISTRATION FEE REQUESTED BY ERCOT?

A.
The revenue requirement and ERCOT System Administration Fee requested by ERCOT is summarized in Schedule 1.

Q.
HOW WAS THE AMOUNT OF THE REQUESTED ERCOT SYSTEM ADMINISTRATION FEE CALCULATED?

A.
Schedule 1 summarizes the process by which the level of the ERCOT System Administration Fee is calculated.  First, total revenue requirements are determined.  For 2006, this amount is $129.4 million.  Next, the revenue requirements are reduced for the amount of funding expected to be received by ERCOT from membership fees, interest income, and revenue sources other than the ERCOT System Administration Fee.  For 2006, this amount is approximately $2.6 million.  The remaining balance of $126.8 million is the amount of funding needed from the ERCOT System Administration Fee.   This amount is then divided by the forecasted MWh of energy consumption for the calendar year.  Based on this methodology, ERCOT needs the ERCOT System Administration Fee to be set at $0.4200 per MWh to allow ERCOT to recover its reasonable and necessary costs for performing its required activities and functions.

VII. ERCOT SYSTEM ADMINISTRATION FEE SENSITIVITY ANALYSIS

Q.
HOW SENSITIVE IS THE BUDGETED ERCOT SYSTEM ADMINISTRATION FEE TO VARIABLES SUCH AS CAPITAL SPENDING, ENERGY CONSUMPTION, INTEREST RATES, AND OPERATING COSTS?

A.
Workpaper WP.1.16 summarizes the sensitivity of the ERCOT System Administration Fee to such variables.

Q.
WHAT WOULD THE ERCOT SYSTEM ADMINISTRATION FEE BE IF IT WAS BASED ON DEPRECIATION RATHER THAN DEBT SERVICE?

A.
As summarized in Workpapers WP.1.14 and WP.1.15, if the ERCOT System Administration Fee were based on depreciation rather than debt service the fee would have been significantly higher.  It should be noted that the 2006 Budget forecasts the situation to reverse beginning in 2007 when the ERCOT System Administration Fee based on debt service will exceed a fee based on depreciation expense.  This phenomenon is logical and consistent with an organization where deferred principal amortization is increasing (debt service increases) while capital investment primarily in short-lived technology assets is stabilizing at lower-than-historical levels (depreciation expense decreases).

VIII. BILLING DETERMINANTS
Q.
HOW WAS THE FORECAST OF YEAR 2006 MWh DEVELOPED?

A.
The 2006 forecast of energy consumption in ERCOT (approximately 301.9 million MWh) was developed and computed by ERCOT’s planning staff.  Workpaper WP.11.3 provides detail on actual and budgeted load levels by month.

Q.
HOW ACCURATELY HAS ERCOT PREVIOUSLY FORECASTED MWh VOLUME WITH RESPECT TO THE ERCOT SYSTEM ADMINISTRATION FEE?

A.
The table below compares budgeted and actual MWh energy consumption for several recent years.  Given an ERCOT System Administration Fee of $0.4200 per MWh as in 2005, holding all else constant, it would take a 2.4 percent variance ($0.0100 / $0.4200) in the MWh volume to cause a $0.0100 change in the ERCOT System Administration Fee. Likewise, given an ERCOT System Administration Fee of $0.2200 per MWh as in 2001, holding all else constant, it would take a 4.5 percent variance ($0.0100 / $0.2200) in the MWh volume to cause a $0.0100 change in the ERCOT System Administration Fee.  ERCOT’s MWh forecast has been very close to the actual MWh energy consumption in 2000 through 2005, such that an adjustment to the ERCOT System Administration Fee due to MWh variation has not been necessary.

	Year
	Fee
	Budgeted MWh
	Actual 

MWh
	Variance MWh
	Variance %

	2000
	$0.15
	271,073,000
	277,117,000
	6,044,000
	2.23%

	2001
	$0.22
	280,561,000
	270,556,000
	-10,005,000
	-3.57%

	2002 
	$0.22
	279,135,000
	279,604,000
	469,000
	0.17%

	2003 
	$0.33
	289,595,000
	284,993,000
	-4,602,000
	-1.59%

	2004
	$0.44
	294,396,000
	288,291,000
	-6,105,000
	-2.07%

	2005 *
	$0.42
	295,632,000
	294,118,000
	-1,514,000
	-0.51%



* 2005 Actual MWh represents actual MWhs through 8/31/2005 and budgeted MWhs from 9/1/2005 through 12/31/2005.

Q.
ARE THESE MWh BILLING DETERMINANTS FORECASTED TO INCREASE OVER THE NEXT SIX YEARS?  

A.
MWh billing determinates for the ERCOT System Administration Fee have been estimated to increase over the next six years (2006-2011).  The 2006 Budget assumes total energy consumption in ERCOT will increase approximately 2.1 percent from the consumption budgeted for 2005 and then rise approximately 2.1 percent per year from 2007 through 2011.  This is consistent with the projections of ERCOT’s transmission planning group, which has developed the billing determinant forecast.  The methodology used to forecast energy consumption for 2006 has changed to use a more rigorous methodology as described in the testimony of Sam Jones.
IX. 2006 ERCOT BUDGET COMPARISON TO PRIOR YEAR BUDGETS

Q.
HAVE YOU PREPARED SCHEDULES COMPARING 2006 BUDGETED EXPENSES TO THE SAME EXPENSES RECORDED IN PRIOR PERIODS?

A.
Yes.  Schedule 4 - Divisional Expenses by Expense Type, Schedule 5 - Divisional Expenses by Department, and Schedule 6 - Summary of Divisional Expenses by Expense Type make such comparisons.

Q.
HAVE YOU COMPARED THE 2006 ERCOT BUDGET TO WHAT WAS BUDGETED FOR 2005?

A.
Yes.  The results of the comparison are summarized in Schedules 1, 3, 4, and 5.  The 2005 budget for operating expenses, revenue-funded capital projects, and debt service totaled $127.8 million of which $125.5 million came from the ERCOT System Administration Fee.  The 2006 budget projects $129.4 million for operating expenses, revenue-funded capital projects, and debt service, with $126.8 million coming from the ERCOT System Administration Fee.


In addition, notable variances are detailed on Schedule 4. In addition, Workpaper WP.1.1 reconciles the budgeted 2006 revenue requirement to the same figure for 2005.  Additional insights into the variances relating to labor costs and outside services are offered in the testimonies of Steve Byone, Ray Giuliani, Sam Jones, Nancy McIntire, and Robert Connell.

Q.
HOW DOES ERCOT’S 2006 BUDGET AND REVENUE REQUIREMENT COMPARE WITH THE 2005 BUDGET AND REVENUE REQUIREMENT AS APPROVED BY THE ERCOT BOARD IN 2004?

A.
The comparison between the 2006 ERCOT Budget and the 2005 ERCOT Budget is shown in a number of the attached schedules and workpapers, including Schedules 1, 4, and 5.  These documents reveal that ERCOT’s revenue requirement for 2006 is approximately $1.6 million (1 percent) more than budgeted for 2005.  The budget for labor and benefits for 2006 is $4.7 million (or 8 percent) greater for 2006 than for 2005.  Other categories with increases in budgeted amounts include outside services, hardware and software support and maintenance, and NERC dues.  There are offsetting budget-to-budget decreases in operating expense categories including labor for capital projects, special reviews, utilities, maintenance and facilities, and property taxes. 

X.  2004 AND 2005 EXPENSES AND REVENUES

Q.
PLEASE DESCRIBE ERCOT’S EXPENSES AND REVENUES FOR 2004.

A.
ERCOT’s expenses and revenues for 2004 are detailed in Schedules 3, 4, and 5.

Q.
HOW DO ERCOT’S ACTUAL EXPENSES AND REVENUES FOR 2004 COMPARE TO ERCOT’S BUDGET FORECASTS FOR 2004?

A.
Workpaper WP.7.1 shows a comparison of budget to actual revenues and expenses for 2004.  Notes associated with the schedule explain notable revenue and expense variances.  This schedule illustrates that ERCOT expenditures are monitored and managed to stay within reasonable tolerances of approved budget amounts.

Q.
PLEASE DESCRIBE ERCOT’S EXPENSES AND REVENUES FOR 2005.

A.
ERCOT’s expenses and revenues for 2005 are detailed in Schedules 3, 4, and 5.

Q.
HAVE YOU PREPARED A SCHEDULE COMPARING ACTUAL YEAR-TO-DATE 2005 EXPENSES TO THE OPERATING EXPENSES BUDGETED FOR 2005? 

A.
Yes.  Schedule 7 – 2005 Operating Activity Budget to Actual Comparison was prepared for this purpose.  Notes associated with the schedule explain notable revenue and expense variances.  This schedule illustrates that ERCOT expenditures are monitored and managed to stay within reasonable tolerances of approved budget amounts.

Q.
HAVE THERE BEEN ANY NOTABLE DEVIATIONS BETWEEN BUDGETED AND ACTUAL EXPENSES AT THE DEPARTMENT LEVEL DURING 2005, AND IF SO, HOW HAVE THESE DEVIATIONS BEEN MANAGED?

A.
ERCOT’s cost center managers understand that their effectiveness will be evaluated, in part, on how well they manage departmental expenses to the approved budget.  The cost center managers, ERCOT executive management, and the ERCOT Board review the organizations financial performance, including budget-to-actual comparisons on a monthly basis.  During 2005, there have been significant variances – both favorable and unfavorable, recorded at a departmental level.  Much of the variation can be traced to reorganizations or changes in departmental responsibility after the 2005 budget was prepared and approved.  The deviations are researched and studied each month to understand the causes of the variation.  The variances are also considered on a divisional level to identify any offsetting variations between departments within a single division and finally the variations are reviewed at a company-wide level to identify, understand, and explain offsetting deviations between the divisions.  If necessary to keep ERCOT within Board authorized spending limits, planned activity and expense may be scaled back, delayed, or eliminated.  In fact, ERCOT undertook millions of dollars of unbudgeted work relating to special reviews and audits in 2005.  The special reviews and audits, as well as any ancillary audit follow-up effort was paid for, in large part, by efficiency gains and costs savings identified during the year.

Q.
HAVE YOU PREPARED A COMPARISON OF ACTUAL 2005 CAPITAL EXPENDITURES COMPARED TO BUDGETED 2005 CAPITAL EXPENDITURES?

A.
Yes, Schedule 9 - 2005 Capital Project Budget to Actual Comparison at August 31, 2005 makes such a comparison.

Q.
HOW DO ERCOT’S ACTUAL EXPENSES AND REVENUES FOR 2005 COMPARE TO ERCOT’S COST PROJECTIONS FOR 2005?

A.
Workpaper WP.7.2 shows a comparison of the 2005 budget to revenues and expenses projected for the year 2005.  Notes associated with the schedule explain notable revenue and expense variances.  This schedule illustrates that ERCOT expenditures are monitored and managed to stay within reasonable tolerances of approved budget amounts.

XI. FIVE YEAR FORECASTS

Q.
HAVE YOU FORECAST REVENUE REQUIREMENTS AND SOURCES AND USES OF FUNDS FOR FUTURE TIME PERIODS?

A.
Yes.  Sources and uses of funds have been forecast for 2007 through 2011 and are reflected in Schedule 3.

Q.
WHAT ASSUMPTIONS WERE USED TO PREPARE THESE FORECASTS?

A.
The following are some general assumptions used to prepare these forecasts:

Operating Expenses - Operating expense components of ERCOT revenue requirements are generally escalated at 3 percent per year in forecasting revenue requirements for the years 2007 through 2011. 

Revenue-funded Capital Expenditures - Under the assumption that 40 percent of planned capital spending is funded by the current period revenue, budgeted revenue-funded capital for these years is summarized below.  (See also workpaper WP.12.4)


Year

Forecast Capital Investment

Revenue-funded Amount

2007


$25 million



$10 million


2008


$25 million



$10 million


2009


$25 million



$10 million

2010


$25 million



$10 million


2010


$25 million



$10 million

Debt Service - The debt service component of ERCOT’s revenue requirements is based on planned future capital spending and principal amortization on existing and projected debt.  New debt borrowed to fund capital investment in 2006 and subsequent years is assumed repaid straight-line over three years to reflect the three- to five-year life expectancies of the information technology assets expected to be acquired and constructed.  

Specific assumptions for 2007-2011 are presented in Exhibit MP-2.

Q.
ARE THE ASSUMPTIONS USED TO PREPARE THE FIVE-YEAR FORECAST REASONABLE?

A. 
Yes, the assumptions used to prepare the five-year forecast are reasonable for planning purposes based on best information available to ERCOT.

Q.
DO THE FORECASTS OF REVENUE REQUIREMENTS FOR FUTURE TIME PERIODS SUGGEST ERCOT’S REVENUE REQUIREMENTS WILL INCREASE AT THE SAME PACE AS WAS EXPERIENCED FROM 2000 THROUGH 2004?

A. 
No.  While it is expected that ERCOT’s role in the market will continue to evolve as new responsibilities are added through legislative, regulatory, and market participant processes, the incremental costs of new activities and functions are expected at a pace that can be covered by assumed growth in ERCOT’s primary billing determinant – energy consumption in the ERCOT region.  The 2006 ERCOT Budget forecasts revenue requirements rising for inflation and a stable ERCOT System Administration Fee.   It is important to note, that the 2006 ERCOT Budget and forecast for the period 2007-2011 does not include an estimate of costs associated with the wholesale market redesign project.

Q.
ADDRESS THE LEVEL OF THE REVENUE REQUIREMENTS FORECAST FOR FUTURE YEARS 2007 THROUGH 2011.

A.
Schedule 1 displays the forecast of revenue requirements for the years 2007 through 2011 given the assumptions addressed earlier in my testimony.  ERCOT’s total revenue requirement is forecast to increase approximately $2 - $3 million per year due to inflationary forces.

Q.
WHAT ARE THE MOST NOTABLE OBSERVATIONS YOU CAN MAKE REGARDING THE ERCOT SYSTEM ADMINISTATION FEE FORECAST FOR FUTURE YEARS 2007 THROUGH 2011?

A.
As presented in Schedule 1 and associated Workpapers WP.11.1 and WP.11.2, some significant observations regarding the ERCOT System Administration Fee for future years include the following:

· Energy consumption is expected to increase approximately 2.1 percent per year.

· On average, operating expenses are assumed to increase approximately 3.1 percent per year.

· Revenue funded capital is assumed to be flat at $10 million per year.

· Debt service (principal amortization) is expected to increase approximately 4.1 percent per year.  The increase in principal amortization reflects aggressive repayment of new borrowing as well as the incremental debt repayment enabled by the $0.4200 per megawatt hour fee.
· Debt service (interest expense) is expected to decrease approximately 14.2 percent per year.

Q.
HAVE YOU PREPARED PRO FORMA STATEMENTS OF FINANCIAL POSITION?

A.
Yes, please see Schedule 10 - Pro Forma Statements of Financial Position.

Q.
WHAT IS THE FORECAST FOR ERCOT’S FUTURE NET UNRESTRICTED NET ASSET BALANCE?

A.
As reflected in Schedule 11, it is forecast that ERCOT’s unrestricted net asset balance becomes positive in 2008 as principal repayments (debt liability decrease) exceed annual depreciation (asset decrease).

Q.
DESCRIBE THE TREND IN ERCOT’S OUTSTANDING DEBT BALANCE.

A.
ERCOT’s outstanding debt balance is being methodically reduced to enhance its financial flexibility.  As reflected in Schedule 1, ERCOT’s debt is forecast to decrease approximately 10.8 percent per year for the period 2007 through 2011.  By 2011, ERCOT’s outstanding debt is forecast to be $68.7 million, down from $178.4 million at December 31, 2004.

Q.
HOW DOES THE AVERAGE LIFE OF ERCOT’S ASSETS COMPARE TO THE AVERAGE LIFE OF ERCOT’S DEBT?

A.
Workpaper WP.10.3 demonstrates that the average life of ERCOT’s assets exceeds the average life of its debt.

Q.
WHAT ARE THE CAUSES OF THE RELATIONSHIP BETWEEN AVERAGE LIFE OF ASSETS RELATIVE TO AVERAGE LIFE OF DEBT?

A.
The main cause is that buildings with 30-year useful lives have been financed with debt having an average life of less than 8 years.  Contributing to the situation is management’s desire to conservatively match the average life of new investment in systems and facilities to the average life of debt used to fund a portion of the capital investment.  Additionally, ERCOT has committed to a significant equity investment in all incremental capital investment, budgeted at 40 percent in 2006.

Q.
HAS A PRO FORMA INCOME STATEMENT BEEN PREPARED?

A.
Yes, pro forma income statements are included in the Fee Filing Package as Schedule 11 - Pro Forma Statements of Activities.

Q.
WHAT IS THE SIGNIFICANCE OF THE NET OPERATING LOSS?

A.
The net operating loss signifies that ERCOT’s sources of income are less than its expenses.

Q.
WHAT ARE THE PRIMARY CAUSES OF THE NET OPERATING LOSS?

A.
The primary cause of the net operating loss is depreciation expense.  ERCOT’s System Administration Fee is based on debt service rather than depreciation.  Depreciation, a non-cash expense, is reflected in the expense section of the income statement but is not reflected in ERCOT’s income.  The revenue section of the income statement includes recovery of principal payments on ERCOT’s debt. However, as described earlier, depreciation expense (expense component) has exceeded principal repayment obligations (revenue component).  When the expense component exceeds the revenue component, the result is a net loss.

Q.
WHAT ARE THE CONSEQUENCES OF THE NET OPERATING LOSSES?
A.
Net operating losses are revealed in the income statement and may accumulate as a negative unrestricted net assets (equity) balance on the Statement of Financial Position - as in ERCOT’s case.  Fortunately, given ERCOT’s favorable regulatory situation and its ability to recover through regulated fees one hundred percent of its operating costs and principal and interest payments, reasonable ERCOT’s net operating losses are understood and accepted by its lenders, insurance providers, vendors, and rating agencies without significant negative consequences.

XII. ERCOT’S ACCOUNTING SYSTEMS AND CHART OF ACCOUNTS

Q.
PLEASE DESCRIBE ERCOT’S CHART OF ACCOUNTS.

A.
All ERCOT transactions are recorded to the general ledger using a string of accounting codes that will, at a minimum, include a company identifier, a department code, and a detailed account number.  Transactions associated with approved capital projects will also include a unique activity code and account category number.

· Company Identifier – ERCOT employs a single company identifier “2705”. 

· Department Code – ERCOT is organized into four divisions, Corporate Administration, Information Technology, System Operations, and Market Operations.  There are 48 departments, based on functional responsibility, in the four divisions.  The department code-numbering scheme is summarized below.  There is no change in the divisions included in the 2006 budget from those presented in 2005.  There are a number of departmental changes when comparing the departments included in the 2005 budget to those included in the 2006 budget. 

Division



Department Number Range

Corporate Administration 

100 - 199

Information Technology


300 - 399

System Operations


400 - 499

Market Operations


500 – 699

ERCOT’s divisions and subsidiary departments are also summarized in the organization charts presented on Workpapers WP.15.1 through WP.15.9.  

· Detailed Account Number – ERCOT’s chart of accounts includes approximately 356 detailed accounts rolling to 24 summary accounts.  The summary and detail account numbers are also grouped into one of five financial statement categories (assets, liabilities, unrestricted net assets, revenue, and expenses). A high-level summary of the detailed account numbering logic is shown below.  

Financial Statement Account Group
Detail Account Number Range

Assets





10000 - 19999

Liabilities





20000 – 29999

Unrestricted Net Assets



30000 – 39999

Revenue





40000 – 49999

Expenses





60000 – 79999

Detailed account numbers and the specific financial statement line item to which they roll-up are presented in Exhibit MP-1 - Standard Chart of Accounts.

· Activity Code – Each capital project approved and undertaken by ERCOT is assigned a unique or a series of unique “activity” codes.  All transactions relating to the capital project reference the activity code.

· Account Category Number – Any time an activity code is used for capital project transaction, it is necessary to also assign an account category number.  The account category number is similar to the summary account discussed previously, in that it represents a roll-up of one or more detailed account numbers.

Typically, the general ledger is not the initial point of entry of transactional information into the ERCOT accounting system.  Transaction detail is normally entered into the subsidiary ledgers, such as the accounts payable, accounts receivable, cash, or billing ledgers.  Transactions are entered into these subsidiary ledgers with much greater detail.  For instance, they will have information such as the vendor name, vendor number, invoice number, invoice date, payment due date, check number and check issue date among other fields of information. 

Q.
WHAT ACCOUNTING SYSTEMS DOES ERCOT USE?

A.
ERCOT uses Lawson Software accounting systems.

Q.
HOW DOES ERCOT ACCOUNT FOR ITS OPERATING COSTS AND REVENUES?

A.
ERCOT’s revenues and operating costs are budgeted, incurred, and accounted for using the account structure and chart of accounts described above.  During the annual budgeting process, each ERCOT manager develops a proposed budget employing the detailed chart of account codes.  Throughout the year, as revenues are realized and operating costs are incurred, they are entered into ERCOT’s accounting system using the appropriate transaction codes, including company, department, account, activity codes, and account category numbers (as applicable).

Q.
HOW DOES ERCOT ACCOUNT FOR CAPITAL COSTS?

A.
ERCOT identifies, plans, and budgets for capital projects using the processes described in the testimony of Robert Connell.  Once capital projects are approved, capital expenditures are budgeted, incurred, and accounted for using the account structure and chart of accounts described above.  Throughout the year, as capital costs are incurred, they are entered into ERCOT’s accounting system using the appropriate transaction codes, including company, department, account, activity codes, and account category numbers.

Q.
DOES ERCOT’S ACCOUNTING SYSTEM AND THE SCHEDULES AND WORKPAPERS FILED HEREIN COMPLY WITH THE FEE FILING PACKAGE APPROVED BY THE COMMISSION?

A.
Yes, they do.

XIII. CORPORATE-WIDE TIME TRACKING

Q.
PLEASE DESCRIBE ERCOT’S CORPORATE-WIDE TIME TRACKING EFFORT.

In 2005, ERCOT has implemented a corporate-wide time tracking effort for a number of purposes.  ERCOT also uses the time tracking data to document and track the workload of its employees.  As the program is refined and enhanced, the time tracking data is expected to enable ERCOT managers to assess whether their employees are fully utilized and to identify areas where resources may be under- or over-employed.  In the future, the time tracking data may be coupled with ERCOT’s fledgling activity-based costing initiative to provide ERCOT with internal cost benchmarks by which to gauge the efficiency of ERCOT’s operations and, ultimately, to measure and reward gains in efficiency.

Workpaper WP.15.14 illustrates the process employed to capture, analyze and report on time tracking information submitted by each ERCOT employee.  

Q.
WHAT ARE THE ACTIVITIES TO WHICH ERCOT EMPLOYEES TRACK THEIR TIME AND DESCRIBE HOW THE ACTIVITIES WERE DETERMINED?

A.
A list of the activities to which ERCOT employees track their time is presented in workpaper WP.15.18.   In late-2004, every ERCOT manager identified the five to ten most important functions their teams performed.  The responses received were refined and consolidated. ERCOT employees began recording time to the consolidated list of activities on January 10, 2005.   The list will evolve with ERCOT’s responsibilities and as a result of greater insight and understanding resulting from the time tracking process.   

Q.
HOW ARE THE TIME TRACKING ACTIVITIES ANALYZED AND REPORTED? 

A.
ERCOT’s time tracking process is in its early stages of development and the reporting capability of the system is clearly an area in need of improvement if ERCOT is to recognize full benefit from its investment in time tracking.  Presently, through cumbersome manual processes, time tracking activities are analyzed by department, employee, and associated corporate goals.  Workpapers WP.15.15, WP.15.16, and WP.15.17 demonstrate the type of analysis prepared using time tracking data. 

XIV. CONCLUSION
Q.
PLEASE SUMMARIZE YOUR TESTIMONY.

A.
In my testimony I have presented detailed accounting information regarding the 2006 ERCOT Budget and revenue requirements, including a discussion of significant assumptions used in developing the budget; described the fees that ERCOT collects; explained how the ERCOT System Administration Fee was calculated; explained how the billing determinate used to establish the requested ERCOT System Administration Fee was estimated; compared the 2006 ERCOT Budget to past budgets and actual financial results; presented and explained a five-year forecast of ERCOT expenses and revenues, including discussion of notable assumptions; and  presented an overview of ERCOT’s accounting systems. 
Q. DOES THIS CONCLUDE YOUR DIRECT TESTIMONY AT THIS TIME?

A.
Yes, it does.

AFFIDAVIT

STATE OF TEXAS

§






§

COUNTY OF TRAVIS
§


BEFORE ME, the undersigned authority, Michael Petterson, being first duly sworn, deposes and states:


“My name is Michael Petterson.  I am employed as Controller for the ERCOT at the Electric Reliability Council of Texas, having its principal place of business at 7620 Metro Center Drive, Austin, Texas.  I am over the age of twenty-one and am competent to make the following affidavit:


The foregoing testimony offered by me is true and correct and the opinions stated therein are, in my judgment and based upon my professional experience, true and correct.”

______________________________










Michael Petterson


SUBSCRIBED AND SWORN TO BEFORE ME this ______ day of _______________, 2005.

EXHIBIT MP-1

ERCOT Fiscal Year 2006 Budget - Standard Chart of Accounts
	Account #
	Sub-Account
	Account Description
	Audited Financial Statement Line

	
	
	
	

	10000
	
	Petty Cash
	Cash and cash equivalents

	10001
	
	Undeposited Funds
	Cash and cash equivalents

	10100
	
	Coastal Banc
	Cash and cash equivalents

	10105
	
	Bank One Sweep
	Cash and cash equivalents

	10110
	
	Bank One Checking
	Cash and cash equivalents

	10111
	
	Bank One Controlled Disb
	Cash and cash equivalents

	10115
	
	Bank One Market Operations
	Cash and cash equivalents

	10115
	1005
	Bank One MOPS Int/Fees
	Cash and cash equivalents

	10115
	1010
	Bank One MOPS TCR Security
	Cash and cash equivalents

	10115
	1012
	Bank One MOPS TCR Auction Reve
	Cash and cash equivalents

	10115
	1015
	Bank One MOPS PCR
	Cash and cash equivalents

	10115
	1020
	Bank One MOPS Congestion
	Cash and cash equivalents

	10115
	1025
	Bank One MOPS Enron
	Cash and cash equivalents

	10115
	1030
	Bank One MOPS QSE Security
	Cash and cash equivalents

	10120
	
	Bank One Other Revenue
	Cash and cash equivalents

	10130
	
	Chase-Settlement Account
	Cash and cash equivalents

	10131
	
	Chase Investment Account
	Cash and cash equivalents

	10140
	
	Bank One Transaction Fees
	Cash and cash equivalents

	10150
	
	Bank One Proceeds
	Cash and cash equivalents

	10160
	
	CB AIM Sweep
	Cash and cash equivalents

	10170
	
	Bank One FlexBen Deposit
	Cash and cash equivalents

	10180
	
	Bank One FlexBen Disbursement
	Cash and cash equivalents

	10200
	
	Bank One Prime Investment Acct
	Cash and cash equivalents

	10210
	
	Bank One Treasury
	Cash and cash equivalents

	10230
	
	General Investment Fund
	Cash and cash equivalents

	13020
	
	Escrow Account - Building Purc
	Cash and cash equivalents

	13021
	
	Escrow Account - Taylor Road A
	Cash and cash equivalents

	
	
	
	

	12000
	
	AR-Settlements
	Accounts receivable

	12010
	
	AR-Settlement Transfer
	Accounts receivable

	12100
	
	AR-Fees (Non-settlement)
	Accounts receivable

	12150
	
	Allowance for Uncollectibles
	Accounts receivable

	12160
	
	Received Not Applied
	Accounts receivable

	12170
	
	AR - Congestion True-Up
	Accounts receivable

	12180
	
	AR Prepay
	Accounts receivable

	12500
	
	AR-WAN Expenses Reimbursement
	Accounts receivable

	12520
	
	AR-Misc Expense Reimbursement
	Accounts receivable

	12540
	
	AR-Training Exp Reimbursement
	Accounts receivable

	12900
	
	Miscellaneous Receivables
	Accounts receivable

	12910
	
	Misc Receivable - Ceridian
	Accounts receivable

	20000
	
	Contra AR-Settlements
	Accounts receivable

	
	
	
	

	12110
	
	AR - Not Billed
	Unbilled revenue

	
	
	
	

	10220
	
	Bank One Restricted Treasury
	Restricted cash

	10240
	
	General Invest Fund-Restricted
	Restricted cash

	
	
	
	

	13000
	
	Prepaids
	Prepaid expenses and other current assets

	13005
	
	ERCOT Paid Employee Exp
	Prepaid expenses and other current assets

	13010
	
	2002 Pre-Funded Flex Medical
	Prepaid expenses and other current assets

	13011
	
	2003 Pre-Funded Flex Medical
	Prepaid expenses and other current assets

	13012
	
	2004 Pre-Funded Flex Medical
	Prepaid expenses and other current assets

	13015
	
	Empl Expense Reimb Clearing
	Prepaid expenses and other current assets

	13025
	
	Humana Dental Claims Deposit
	Prepaid expenses and other current assets

	13026
	
	Life-STD Premium Deposits
	Prepaid expenses and other current assets

	13030
	
	Alstom Support Pool Deposit
	Prepaid expenses and other current assets

	13100
	
	Interest Receivable
	Prepaid expenses and other current assets

	13200
	
	Inventory
	Prepaid expenses and other current assets

	13210
	
	Item Cost Variance Suspense
	Prepaid expenses and other current assets

	13220
	
	Returns Suspense
	Prepaid expenses and other current assets

	13230
	
	Inspection Hold
	Prepaid expenses and other current assets

	13310
	
	401K Forfeiture Account
	Prepaid expenses and other current assets

	13320
	
	MPP Forfeiture Account
	Prepaid expenses and other current assets

	
	
	
	

	14100
	
	Construction In Progress
	Property, plant, and equipment, net

	15000
	
	Land and Land Rights
	Property, plant, and equipment, net

	15005
	
	Blue Bldg-Taylor
	Property, plant, and equipment, net

	15010
	
	Blue Bldg-Taylor Accum Depr
	Property, plant, and equipment, net

	15012
	
	Cntrl Ctr-Taylor
	Property, plant, and equipment, net

	15013
	
	Cntrl Ctr-Taylor Accum Depr
	Property, plant, and equipment, net

	15015
	
	Accessory Electric Equipment
	Property, plant, and equipment, net

	15020
	
	Access Elec Equip Accum Depr
	Property, plant, and equipment, net

	15025
	
	Generators
	Property, plant, and equipment, net

	15030
	
	Generators Accum Depr
	Property, plant, and equipment, net

	15035
	
	Towers and Fixtures
	Property, plant, and equipment, net

	15040
	
	Towers & Fixtures Accum Depr
	Property, plant, and equipment, net

	15045
	
	Poles and Fixtures
	Property, plant, and equipment, net

	15050
	
	Poles & Fixtures Accum Depr
	Property, plant, and equipment, net

	15055
	
	Computer Systems and Equipment
	Property, plant, and equipment, net

	15060
	
	Computer Sys & Equip Accum Dep
	Property, plant, and equipment, net

	15065
	
	Vehicles
	Property, plant, and equipment, net

	15070
	
	Vehicles Accum Depr
	Property, plant, and equipment, net

	15100
	
	Furn/Office Equip
	Property, plant, and equipment, net

	15110
	
	Furn/Office Equip Accum Depr
	Property, plant, and equipment, net

	15200
	
	Leasehold-Met Ctr
	Property, plant, and equipment, net

	15210
	
	Leasehold-Met Ctr Accum Depr
	Property, plant, and equipment, net

	15300
	
	Hardware
	Property, plant, and equipment, net

	15310
	
	Hardware Accum Depr
	Property, plant, and equipment, net

	15350
	
	Software
	Property, plant, and equipment, net

	15360
	
	Software Accum Depr
	Property, plant, and equipment, net

	15400
	
	Capital Lease Asset
	Property, plant, and equipment, net

	15410
	
	Cap Lease Accum Depr
	Property, plant, and equipment, net

	15900
	
	Asset Clearing
	Property, plant, and equipment, net

	16000
	
	Startup Cost for ISO
	Property, plant, and equipment, net

	16010
	
	Startup Cost ISO-Accum Depr
	Property, plant, and equipment, net

	
	
	
	

	14000
	
	Systems Under Development
	Systems under development

	
	
	
	

	16100
	
	2002 Note Issue Cost
	Debt issuance costs

	16110
	
	2002 Revolver Issue Cost
	Debt issuance costs

	16120
	
	2004 Term Loan Issue Cost
	Debt issuance costs

	16130
	
	2004 Revolver Issue Cost
	Debt issuance costs

	
	
	
	

	20100
	
	Accounts Payable
	Accounts payable and accrued liabilities

	20200
	
	PO Accrual
	Accounts payable and accrued liabilities

	21000
	
	Accrued Fees
	Accounts payable and accrued liabilities

	21001
	
	Accrued CIP Expense
	Accounts payable and accrued liabilities

	21010
	
	Accrued Market Fees
	Accounts payable and accrued liabilities

	21020
	
	Accrued Net Payroll
	Accounts payable and accrued liabilities

	21030
	
	Accrued Vacation
	Accounts payable and accrued liabilities

	21035
	
	Accrued Sick Pay
	Accounts payable and accrued liabilities

	21037
	
	Accrued Bonuses
	Accounts payable and accrued liabilities

	21040
	
	Accrued Medical Dental Vision
	Accounts payable and accrued liabilities

	21050
	
	Accrued LTD
	Accounts payable and accrued liabilities

	21055
	
	Accrued STD
	Accounts payable and accrued liabilities

	21060
	
	Accrued Life Insurance
	Accounts payable and accrued liabilities

	21065
	
	FIT Withholding
	Accounts payable and accrued liabilities

	21070
	
	Accrued Social Security
	Accounts payable and accrued liabilities

	21080
	
	Accrued Medicare
	Accounts payable and accrued liabilities

	21090
	
	Accrued FUTA
	Accounts payable and accrued liabilities

	21100
	
	Accrued SUI
	Accounts payable and accrued liabilities

	21110
	
	Accrued Pension (MP)
	Accounts payable and accrued liabilities

	21120
	
	Accrued 401k-Co Match
	Accounts payable and accrued liabilities

	21130
	
	Employee 401k-WH
	Accounts payable and accrued liabilities

	21135
	
	Accrued 401(k) Loan Repayment
	Accounts payable and accrued liabilities

	21140
	
	Misc Employee WH
	Accounts payable and accrued liabilities

	21145
	
	Accrued EAP Program
	Accounts payable and accrued liabilities

	21150
	
	Accrued Commercial Paper Inter
	Accounts payable and accrued liabilities

	21155
	
	Accrued 2002 Note Interest
	Accounts payable and accrued liabilities

	21156
	
	Accrued 2002 Revolver Interest
	Accounts payable and accrued liabilities

	21157
	
	Accrued 2004 Term Loan Interes
	Accounts payable and accrued liabilities

	21158
	
	Accrued 2004 Revolver Interest
	Accounts payable and accrued liabilities

	21160
	
	Accrued 2002 Revolver Commitme
	Accounts payable and accrued liabilities

	21162
	
	Accrued 2004 Revolver Commitme
	Accounts payable and accrued liabilities

	21163
	
	Accrued 2004 Term Loan Commitm
	Accounts payable and accrued liabilities

	21170
	
	Accrued Audit Fees
	Accounts payable and accrued liabilities

	21180
	
	Accrued Property Taxes
	Accounts payable and accrued liabilities

	21190
	
	Accrued Long Term Care
	Accounts payable and accrued liabilities

	21200
	
	Accrued Child Support
	Accounts payable and accrued liabilities

	22100
	
	Customer Refund Payable
	Accounts payable and accrued liabilities

	22210
	
	Accrued Garnishments
	Accounts payable and accrued liabilities

	22220
	
	2002 Accrued Flex Medical
	Accounts payable and accrued liabilities

	22221
	
	2003 Accrued Flex Medical
	Accounts payable and accrued liabilities

	22222
	
	2004 Accrued Flex Medical
	Accounts payable and accrued liabilities

	22223
	
	2005 Accrued Flex Medical
	Accounts payable and accrued liabilities

	22230
	
	2002 Accrued Flex Dependent
	Accounts payable and accrued liabilities

	22231
	
	2003 Accrued Flex Dependent
	Accounts payable and accrued liabilities

	22232
	
	2004 Accrued Flex Dependent
	Accounts payable and accrued liabilities

	22233
	
	2005 Accrued Flex Dependent
	Accounts payable and accrued liabilities

	22240
	
	Sales Tax Payable
	Accounts payable and accrued liabilities

	22241
	
	Sales Tax Interest & Penalties
	Accounts payable and accrued liabilities

	22299
	
	Accrued Miscellaneous
	Accounts payable and accrued liabilities

	22300
	
	INR Studies Advance Rcpts
	Accounts payable and accrued liabilities

	22400
	
	Deferred Membership Dues
	Accounts payable and accrued liabilities

	22440
	
	Deferred Miscellaneous Income
	Accounts payable and accrued liabilities

	22450
	
	Deferred OASIS Fees
	Accounts payable and accrued liabilities

	22460
	
	Deferred Rent Credit
	Accounts payable and accrued liabilities

	22470
	
	Unbilled Rent Payable
	Accounts payable and accrued liabilities

	22600
	
	Health Insurance Reserve
	Accounts payable and accrued liabilities

	30998
	
	Error Suspense
	Accounts payable and accrued liabilities

	
	
	
	

	22305
	
	Congestion Advance Rcpts
	Market settlement liabilities

	22307
	
	TCR Advance Receipts
	Market settlement liabilities

	22308
	
	PCR Advance Receipts
	Market settlement liabilities

	22309
	
	QSE-Settlement Advance Recpts
	Market settlement liabilities

	22315
	
	Market Settlement Liability
	Market settlement liabilities

	22316
	
	TCR Market Liability
	Market settlement liabilities

	22320
	
	Due to Generators
	Market settlement liabilities

	
	
	
	

	22310
	
	TCR/QSE Security Deposits
	Security deposits

	22311
	
	TCR-Cash Security Deposit
	Security deposits

	
	
	
	

	22500
	
	Curr Cap Lease Obligation
	Notes payable, current portion

	23100
	
	2002 Note-Current Portion
	Notes payable, current portion

	23110
	
	2002 Revolver-Current Portion
	Notes payable, current portion

	23120
	
	2004 Term Loan-Current Portion
	Notes payable, current portion

	23130
	
	2004 Revolver-Current Portion
	Notes payable, current portion

	25000
	
	Draw on Bank Loans
	Notes payable, current portion

	
	
	
	

	22000
	
	Loan Payable
	Notes payable

	25100
	
	2002 Note Payable
	Notes payable

	25110
	
	2002 Revolver Note Payable
	Notes payable

	25120
	
	2004 Term Loan Payable
	Notes payable

	25130
	
	2004 Revolver Payable
	Notes payable

	25500
	
	LT Cap Lease Obligation
	Notes payable

	
	
	
	

	41000
	
	ERCOT System Admin Fee
	Transaction fees

	41020
	
	Texas Non-ERCOT CR Fee
	Transaction fees

	41040
	
	Mismatched Sched Proc Fee
	Transaction fees

	41060
	
	Late Fee Charge
	Transaction fees

	41100
	
	OASIS Fees
	Transaction fees

	41120
	
	Planned Transaction Fees
	Transaction fees

	41140
	
	Unplanned Transaction Fees
	Transaction fees

	41160
	
	Market Participation App Fee
	Transaction fees

	
	
	
	

	41080
	
	Maps/Printing Fee
	Membership fees and other

	42000
	
	ERCOT Membership Dues
	Membership fees and other

	42020
	
	Membership Dues - Load Ratio
	Membership fees and other

	42040
	
	Reg Fee Market Participant
	Membership fees and other

	42050
	
	WAN Services Revenue
	Membership fees and other

	42055
	
	ITPTA Revenue
	Membership fees and other

	42060
	
	Generation Interconnection
	Membership fees and other

	42065
	
	LSE Revenue
	Membership fees and other

	42080
	
	Miscellaneous Income
	Membership fees and other

	
	
	
	

	68000
	
	Payroll - Salaries & Wages
	Salaries and related benefits

	68010
	
	Overtime Pay
	Salaries and related benefits

	68011
	
	Vacation Pay
	Salaries and related benefits

	68012
	
	Sick Pay
	Salaries and related benefits

	68015
	
	Payroll Clearing
	Salaries and related benefits

	68020
	
	Contra Labor for CIP
	Salaries and related benefits

	68030
	
	Bonus
	Salaries and related benefits

	68040
	
	Relocation Benefit
	Salaries and related benefits

	70000
	
	Employee Benefits
	Salaries and related benefits

	70010
	
	Health Premiums
	Salaries and related benefits

	70020
	
	Health Claims
	Salaries and related benefits

	70030
	
	Dental Premiums
	Salaries and related benefits

	70040
	
	Dental Claims
	Salaries and related benefits

	70050
	
	Short-Term Disability
	Salaries and related benefits

	70060
	
	Long-Term Care
	Salaries and related benefits

	70070
	
	Life Premiums
	Salaries and related benefits

	70080
	
	401K Match
	Salaries and related benefits

	70090
	
	Pension Contributions
	Salaries and related benefits

	71000
	
	Payroll Taxes-Social Security
	Salaries and related benefits

	71020
	
	Payroll Taxes - FUTA
	Salaries and related benefits

	71040
	
	Payroll Taxes - Medicare
	Salaries and related benefits

	71060
	
	Payroll Taxes - SUI
	Salaries and related benefits

	71080
	
	Payroll Federal Taxes
	Salaries and related benefits

	71090
	
	Payroll & Benefit Fees
	Salaries and related benefits

	
	
	
	

	64000
	
	Depreciation Expense
	Depreciation and amortization

	64010
	
	Amortization Expense
	Depreciation and amortization

	64100
	
	Furn/Offc Equip Depr Exp
	Depreciation and amortization

	73930
	
	2002 Note Issue Cost Amort
	Depreciation and amortization

	73931
	
	Cap Int - 2002 Note Issue Cost
	Depreciation and amortization

	73935
	
	2002 Revolver Issue Cost Amort
	Depreciation and amortization

	73936
	
	Cap Int - 2002 Revolver Issue
	Depreciation and amortization

	73945
	
	2004 Term Loan Issue Cost Amor
	Depreciation and amortization

	73946
	
	Cap Int - 2004 Term Note Issue
	Depreciation and amortization

	73955
	
	2004 Revolver Issue Cost Amort
	Depreciation and amortization

	73956
	
	Cap Int - 2004 Revolver Issue
	Depreciation and amortization

	
	
	
	

	62080
	
	Equipment Maintenance
	Facility and equipment costs

	63000
	
	Equipment Rental
	Facility and equipment costs

	63025
	
	Hardware < $1,000
	Facility and equipment costs

	63030
	
	Software < $1,000
	Facility and equipment costs

	63040
	
	Misc Equip Repairs
	Facility and equipment costs

	63060
	
	Equipment Maint-Contract
	Facility and equipment costs

	63080
	
	PBX Lease for ISO
	Facility and equipment costs

	63100
	
	Vehicle Maintenance
	Facility and equipment costs

	63110
	
	Equipment & Tools < $1,000
	Facility and equipment costs

	67000
	
	Office Rental
	Facility and equipment costs

	67005
	
	Land Rental
	Facility and equipment costs

	67010
	
	Misc Rental
	Facility and equipment costs

	67020
	
	Pass-Through Rentals
	Facility and equipment costs

	67040
	
	Backup Center Rental Expense
	Facility and equipment costs

	67060
	
	Storage Rental
	Facility and equipment costs

	73020
	
	Office Supplies
	Facility and equipment costs

	73021
	
	Toner/Ink Cartridges
	Facility and equipment costs

	73025
	
	Chemical Supplies
	Facility and equipment costs

	73080
	
	Telephone - Local
	Facility and equipment costs

	73085
	
	Telephone - Long Distance
	Facility and equipment costs

	73090
	
	Telephone - Conf Calls
	Facility and equipment costs

	73100
	
	Cellular Phone
	Facility and equipment costs

	73120
	
	Electricity
	Facility and equipment costs

	73122
	
	Water Service
	Facility and equipment costs

	73124
	
	Natural Gas Service
	Facility and equipment costs

	73126
	
	Sewer Service
	Facility and equipment costs

	73128
	
	Fuel Oil
	Facility and equipment costs

	73140
	
	Office Maintenance
	Facility and equipment costs

	73160
	
	Water/Gas/Sewer/Trash
	Facility and equipment costs

	73180
	
	Bldg Maintenance
	Facility and equipment costs

	73181
	
	Bldg Systems Maintenance
	Facility and equipment costs

	73182
	
	Grounds Maintenance
	Facility and equipment costs

	73183
	
	Custodial Service
	Facility and equipment costs

	73184
	
	Misc Services
	Facility and equipment costs

	73185
	
	Bldg Security Services
	Facility and equipment costs

	73190
	
	Bldg Maint - Contract
	Facility and equipment costs

	73191
	
	Bldg Sys Maint - Contract
	Facility and equipment costs

	73192
	
	Grounds Maint - Contract
	Facility and equipment costs

	73193
	
	Custodial Serv - Contract
	Facility and equipment costs

	73200
	
	Internet Service
	Facility and equipment costs

	73220
	
	Security Ctr Data/Voice Curct
	Facility and equipment costs

	73240
	
	Remote System Access
	Facility and equipment costs

	73480
	
	Reimbursable WAN Exp
	Facility and equipment costs

	73500
	
	WAN Service Cost
	Facility and equipment costs

	
	
	
	

	65060
	
	Professional Fees - Operations
	Consulting and legal services

	65061
	
	Professional Fees - Projects
	Consulting and legal services

	65062
	
	Prof Fees - Operations Expense
	Consulting and legal services

	65063
	
	Prof Fees - Projects Expenses
	Consulting and legal services

	65065
	
	Default QSE Standby Fee
	Consulting and legal services

	65080
	
	Contract Labor
	Consulting and legal services

	65180
	
	Legal Fees
	Consulting and legal services

	65190
	
	Ind Board Taxable Expenses
	Consulting and legal services

	65191
	
	Ind Board Non-Taxable Expenses
	Consulting and legal services

	65200
	
	Accounting/Audit Expenses
	Consulting and legal services

	65201
	
	Special Audits
	Consulting and legal services

	
	
	
	

	61000
	
	Late Fee Payment
	Administrative and other

	61010
	
	Write Off Adjustments
	Administrative and other

	62000
	
	Dues
	Administrative and other

	62020
	
	Dues - Misc Clubs
	Administrative and other

	62040
	
	Professional Dues
	Administrative and other

	62060
	
	Subscriptions & Publications
	Administrative and other

	63210
	
	Tolerance Offset
	Administrative and other

	63220
	
	Receipt Write Off
	Administrative and other

	63230
	
	Match Write Off
	Administrative and other

	63240
	
	Cost Variance/Adjustment
	Administrative and other

	65000
	
	Corporate Events
	Administrative and other

	65010
	
	Corporate Sponsorships
	Administrative and other

	65020
	
	Sponsored Meetings
	Administrative and other

	65040
	
	Tuition & Reg Fees
	Administrative and other

	65120
	
	Mileage Reimbursement
	Administrative and other

	65140
	
	Misc Expenses
	Administrative and other

	65150
	
	Discounts Taken
	Administrative and other

	65160
	
	Misc Moving Expenses
	Administrative and other

	65220
	
	Job Posting Advertising
	Administrative and other

	65240
	
	Recruiting Expense
	Administrative and other

	65250
	
	Temp-to-Hire Fees
	Administrative and other

	65310
	
	Freight
	Administrative and other

	65320
	
	Handling
	Administrative and other

	65330
	
	Scrap
	Administrative and other

	66000
	
	Insurance Premiums
	Administrative and other

	66010
	
	Insurance - D&O
	Administrative and other

	66020
	
	Insurance - Vehicle
	Administrative and other

	66040
	
	Insurance - Workers Comp
	Administrative and other

	72000
	
	Postage and Delivery
	Administrative and other

	73000
	
	Printing
	Administrative and other

	73005
	
	Media - Print
	Administrative and other

	73006
	
	Media - Radio
	Administrative and other

	73007
	
	Media - Video
	Administrative and other

	73008
	
	Media - Other
	Administrative and other

	73015
	
	Promotional Goods
	Administrative and other

	73040
	
	Tax - Sales, Excise and Use
	Administrative and other

	73060
	
	Tax - Property
	Administrative and other

	73260
	
	Misc Entertainment
	Administrative and other

	73280
	
	Business Meals
	Administrative and other

	73300
	
	Travel-Other
	Administrative and other

	73305
	
	Travel-Airfare
	Administrative and other

	73310
	
	Travel-Lodging
	Administrative and other

	73320
	
	Travel Non-Employee
	Administrative and other

	73340
	
	Gain/Loss on Sale of Assets
	Administrative and other

	73360
	
	Reimbursable Rent Expense
	Administrative and other

	73380
	
	Rent Expense Cost Recovery
	Administrative and other

	73400
	
	Reimbursable Payroll
	Administrative and other

	73420
	
	Payroll Cost Recovery
	Administrative and other

	73440
	
	Reimbursable Training Expense
	Administrative and other

	73460
	
	Training Cost Recovery
	Administrative and other

	73505
	
	Bad Debt Expense
	Administrative and other

	73600
	
	Claim Settlements
	Administrative and other

	73975
	
	Fees
	Administrative and other

	73980
	
	Bank Fees
	Administrative and other

	73985
	
	Credit Card Interest & Fees
	Administrative and other

	74000
	
	Efficiency Savings
	Administrative and other

	
	
	
	

	63020
	
	SW Support and Maintenance
	Hardware and software maintenance and licensing

	63021
	
	Renewable SW Licenses
	Hardware and software maintenance and licensing

	63022
	
	HW Support and Maintenance
	Hardware and software maintenance and licensing

	
	
	
	

	42100
	
	Interest Income
	Interest income

	42110
	
	401K-MPP Forfeiture Acct Earni
	Interest income

	42120
	
	Finance Charge Income
	Interest income

	
	
	
	

	65100
	
	Fees & Interest
	Interest expense

	66060
	
	Amortization Expense
	Interest expense

	73900
	
	Commercial Paper Interest
	Interest expense

	73910
	
	2002 Note Interest
	Interest expense

	73911
	
	Cap Int - 2002 Note Interest
	Interest expense

	73920
	
	2002 Revolver Interest
	Interest expense

	73921
	
	Cap Int - 2002 Revolver Intere
	Interest expense

	73940
	
	2004 Term Loan Interest
	Interest expense

	73941
	
	Cap Int - 2004 Term Note Inter
	Interest expense

	73950
	
	2004 Revolver Interest
	Interest expense

	73951
	
	Cap Int - 2004 Revolver Intere
	Interest expense

	73990
	
	Capital Lease Interest
	Interest expense

	
	
	
	

	30000
	
	Equity-Opening Balance
	Equity

	31000
	
	Retained Earnings
	Equity


EXHIBIT MP-2

Assumptions Relating to the 2007-2011 

ERCOT Budget Forecast

2007 Assumptions

· Labor

· Four percent for performance merit and promotions

· No growth in ERCOT staff 

· Consultants and contractors - 2006 amount decreased by 2 percent

· Hardware maintenance and software support  - 2006 amount escalated 2 percent

· Facilities, utilities, and maintenance 

· 2006 amount escalated 3 percent

· Equipment, materials, tools, and supplies - 2006 amount escalated 3 percent

· Employee expenses - 2006 amount escalated 3 percent

· Interest, fees, and capital investment 

· Principal and interest payments on outstanding debt

· Assumed capital spending of $25 million in 2006 

· Capital spending is assumed 60 percent debt-funded

· Insurance - 2006 amount escalated 3 percent 

· Other expenses - 2006 amount decreased 5 percent

2008 Assumptions

· Labor

· Four percent for performance merit and promotions

· No growth in ERCOT staff 

· Consultants and contractors - 2007 amount decreased 2 percent

· Hardware maintenance and software support  - 2007 amount escalated 2 percent

· Facilities, utilities, and maintenance - 2007 amount escalated 3 percent

· Equipment, materials, tools, and supplies - 2007 amount escalated 3 percent

· Employee expenses - 2007 amount escalated 3 percent

· Interest, fees, and capital investment 

· Principal and interest payments on outstanding debt

· Assumed capital spending of $25 million in 2007

· Capital spending is assumed 60 percent debt-funded

· Term debt issued in 2007, if any, assumed amortized straight-line over three years - 2007 through 2009

· Insurance - 2007 amount escalated 1 percent 

· Other expenses - 2007 amount decreased 5 percent

2009 Assumptions

· Labor

· Four percent for performance merit and promotions

· No  growth in ERCOT staff 

· Consultants and contractors - 2008 amount decreased 2 percent

· Hardware maintenance and software support  - 2008 amount escalated 2 percent

· Facilities, utilities, and maintenance - 2008 amount escalated 3 percent

· Equipment, materials, tools, and supplies - 2008 amount escalated 3 percent

· Employee expenses - 2008 amount escalated 3 percent

· Interest, fees, and capital investment 

· Principal and interest payments on outstanding debt

· Assumed capital spending of $25 million in 2009

· Capital spending is assumed 60 percent debt-funded

· Term debt issued in 2008, if any, assumed amortized straight-line over three years - 2008 through 2010

· Insurance - 2008 amount escalated 3 percent 

· Other expenses - 2008 amount decreased 5 percent

2010 Assumptions 

· Labor

· Four percent for performance merit and promotions

· No  growth in ERCOT staff 

· Consultants and contractors - 2009 amount decreased 5 percent

· Hardware maintenance and software support  - 2009 amount held flat

· Facilities, utilities, and maintenance - 2009 amount escalated 3 percent

· Equipment, materials, tools, and supplies - 2009 amount escalated 3 percent

· Employee expenses - 2009 amount escalated 3 percent

· Interest, fees, and capital investment 

· Principal and interest payments on outstanding debt

· Assumed capital spending of $25 million in 2010

· Capital spending is assumed 60 percent debt-funded

· Term debt issued in 2009, if any, assumed amortized straight-line over three years - 2009 through 2011

· Insurance - 2009 amount escalated 3 percent 

· Other expenses - 2009 amount decreased 5 percent

2011 Assumptions 

· Labor

· Four percent for performance merit and promotions

· No  growth in ERCOT staff 

· Consultants and contractors - 2010 amount held flat

· Hardware maintenance and software support  - 2010 amount held flat

· Facilities, utilities. and maintenance - 2010 amount escalated 3 percent

· Equipment, materials, tools. and supplies - 2010 amount escalated 3 percent

· Employee expenses - 2010 amount escalated 3 percent

· Interest, fees. and capital investment 

· Principal and interest payments on outstanding debt

· Assumed capital spending of $25 million in 2011

· Capital spending is assumed 60 percent debt-funded

· Term debt issued in 2010, if any, assumed amortized straight-line over three years - 2010 through 2012

· Insurance - 2010 amount held flat

· Other expenses - 2010 amount held flat
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