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I.  introduction and qualifications

Q.
PLEASE STATE YOUR NAME AND BUSINESS ADDRESS.

A.
My name is Michael W. Petterson.  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 its Controller.
Q.
HAVE YOU PREVIOUSLY TESTIFIED BEFORE THE PUBLIC UTILITY COMMISSION OF TEXAS OR ANY OTHER STATE UTILITY COMMISSION?

A.
Yes.  I was a witness in Docket No. 31824 (ERCOT System Administrative Fee case) and filed testimony in Docket Nos. 32686, 35428, and 36851 (ERCOT Nodal Surcharge cases).
Q.
PLEASE DESCRIBE YOUR EDUCATIONAL AND PROFESSIONAL BACKGROUND.

A.
I have a Bachelor of Business Administration degree from the University of Wisconsin at Madison (1985), and a Master of Business Administration degree from the University of Texas at Austin (1991).  I am a Certified Public Accountant, licensed in the State of Texas.  I joined ERCOT in 2001 as Controller.  I am responsible for directing the daily financial affairs of the organization and preparing financial analyses of operations, including monthly and annual financial statements with supporting schedules.  I also supervise ERCOT’s general accounting, asset accounting, payroll, budget and reporting, financial analysis, and billing and revenue functions.

Q.
PLEASE DESCRIBE THE PURPOSE OF YOUR TESTIMONY.

A.
At the direction of the ERCOT Board of Directors (“ERCOT Board”) at its September 21, 2010 meeting, ERCOT management prepared a project budget for activities necessary for, relevant to, and associated with the nodal market transition that would occur after the planned nodal market go-live date of December 1, 2010.  I worked with the management team on this task, and prepared or directed the preparation of the documentation supporting management’s project plan.  The project plan focused on expenses that would be incurred after the planned December 1, 2010 date of nodal market go-live, but that are related to the shift from zonal to nodal operations.

Q.
DID THE ERCOT BOARD APPROVE THE MANAGEMENT RECOMMENDATIONS REFLECTED IN THE PROJECT PLAN?

A.
Yes.  The ERCOT Board’s Finance & Audit (“F&A”) Committee reviewed the project plan documentation at its October 18, 2010 meeting, and the ERCOT Board approved the project plan at its October 19, 2010 meeting.  The Board’s actions are reflected in two resolutions that are filed along with ERCOT’s application in this case.
Q.
PLEASE SUMMARIZE ERCOT’S PLANNED USES OF THE POST-GO-LIVE NODAL SURCHARGE FUNDING.

ERCOT expects to be engaged in numerous activities in the months following nodal market go-live that we believe are appropriately funded as Post-Go-Live Charges against the Nodal Surcharge. These activities primarily include:
· Stabilization of nodal market systems as they are tested in real world market situations; 

· Implementation of hardware and software licensing and maintenance arrangements related to the new systems and equipment essential to nodal operations; 

· Assessment of initiatives placed in the “parking deck” during nodal implementation, including development of technical and operational requirements for completing them;

· Implementation of improved nodal system solutions (and necessary workaround processes) that were deferred until after achievement of nodal market go-live; and
· Completion of work necessary to decommission zonal systems and related equipment.
Certain of these activities involve one-time actions that will be completed in 2011 (e.g., systems stabilization); others involve recurring activities that ERCOT expects to fund from its base operating budget after the immediate post-go-live period in 2011 (e.g., hardware and software licensing and maintenance).  All of these activities require appropriate planning and adequate funding in 2011 to ensure that the major investment Texas has made in the nodal market has the best possible chance of succeeding in the period subsequently following go-live.
Q.
IS THE FUNDING OF CERTAIN ONGOING MAINTENANCE AND LICENSING COSTS APPROPRIATELY INCLUDED IN THE POST-GO-LIVE PROJECT BUDGET THAT IS FUNDED FROM THE NODAL SURCHARGE?

A.
Yes.  ERCOT’s post-go-live project plan is consistent with project management practices used on ERCOT’s other major technology-driven projects.  A large project’s costs are assumed not to end at the moment the new systems and processes go live.  Rather, the project continues to accumulate costs for a period after the initial go-live date to ensure new systems and processes operate as intended for an extended period in a production environment.  Once a reasonable period of operations has passed, ERCOT’s normal financial practice is to roll the operation and maintenance of the entire project into the organization’s base operating budget.  That is what ERCOT proposes to do with certain maintenance, licensing, and other costs attributable the newly developed nodal systems.  Those expenses will be included in proposed post-go-live charges in 2011, but will be funded from ERCOT’s base operating budget beginning in 2012.


In addition, most of the expenses funded from Post-Go-Live Charges are for one-time expenses directly related to the nodal market transition.  For example, the costs associated with decommissioning zonal systems will only be incurred once.  Similarly, the project costs associated with ensuring that sufficient staff and vendor support is available in the first few months after go-live are, by their very nature, temporary and one-time expenses.

Q.
WHAT ARE ERCOT’S COST ESTIMATES FOR THE POST-GO-LIVE ACTIVITIES YOU IDENTIFIED?
A.
ERCOT management developed a post-go-live project proposal and budget, which was presented to the ERCOT Board at its October 19, 2010 meeting.  ERCOT management’s project proposal requested that approximately $25.2 million of Board Discretionary Fund (which totaled $117.7 million as of October 1, 2010) be used to fund Post-Go-Live Charges against the Nodal Surcharge.  The budgeted amounts are categorized as follows (and further detailed in my workpapers):
	Proposed Post-Go-Live Charges by Category 
	Amount ($000s)

	System Stabilization 
	     $ 11,264

	Hardware and Software Systems Licenses and Maintenance 
	          7,820

	Parking Deck Initiatives
	          3,250

	Improved System Solutions and Workaround Processes 
	          2,550

	Decommissioning Zonal Systems
	             307

	Total
	     $  25,191


Q.
ARE THE PROJECT WORKPAPERS THAT WERE PRESENTED TO THE BOARD FILED WITH YOUR DIRECT TESTIMONY?

A.
Yes.

Q.
PLEASE IDENTIFY THE PROJECT WORKPAPERS YOU ARE SPONSORING AS PART OF YOUR DIRECT TESTIMONY.

A.
The project workpapers include materials labeled as follows: 

· Project Summary;
· Project Priority List (PPL);

· Proposed Nodal Post-Go-Live Charges;

· Post-Go-Live support, including the nodal stabilization project, other support components, and high-level timelines/milestones;

· Time and Cost Estimates related to Daylight Savings Time & Planning Model Defects and Zonal Decommissioning;

· A list of improved nodal system solutions and necessary workaround processes that were deferred until after achievement of nodal market go-live.  These items have been designated during nodal market development as “Deferred Defects”; and
· A List of Nodal Parking Deck Items. 

The workpapers attached to my testimony present to the Commission the same information that was before the ERCOT Board at its October 19, 2010 meeting. 

Q.
TO THE BEST OF YOUR KNOWLEDGE, ARE THE PROJECT WORKPAPERS SPONSORED BY YOUR TESTIMONY TRUE AND CORRECT?
A.
Yes.
Q.
DOES THIS CONCLUDE YOUR DIRECT TESTIMONY?

A.
Yes, it does.
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