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ERCOT ACCOUNTING OF THE COSTS  §
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ERCOT ACCOUNTING OF THE COSTS AND REVENUES
OF IMPLEMENTING THE NODAL MARKET

COMES NOW, Electric Reliability Council of Texas, Inc. (ERCOT), and, pursuant to
Public Utility Commission of Texas (“Commission”) Orders in Docket Nos. 32686, 36851,
38840, and 39865, files its “accounting of the costs and revenues of implementing the nodal

»5

market.”” In this filing, ERCOT also includes information required by settlement agreements

and Commission Orders in the above-referenced nodal program funding proceedings.
l. BACKGROUND

In Docket No. 32686, the Commission approved the creation of the “nodal surcharge” as
a special-purpose fee used to fund the costs of implementation by ERCOT of the Texas Nodal
Market Implementation Program (TNMIP, or Nodal Program). As part of the Commission’s
approval of the nodal surcharge, it required the following filings after the completion of Nodal

Program:

! Docket No. 32686, Application of the Electric Reliability Council of Texas for Approval of a Nodal Market
Implementation Surcharge and Request for Interim Relief, Final Order (May 23, 2007) and Order Nunc Pro Tunc
(June 13, 2007).

2 Docket No. 36851, Application of the Electric Reliability Council of Texas for Approval of a Revised Nodal
Market Implementation Surcharge, Final Order (October 14, 2009).

® Docket No. 38840, Application of ERCOT For Approval of Post-Go-Live Utilization of the Texas Nodal Market
Implementation Surcharge, Order (December 20, 2010).

* Docket No. 39865, Petition of Electric Reliability Council of Texas, Inc. For Approval of Revision To The Final
Order in Docket No. 32686, Order (December 19, 2011).

°Id., at 1.



ERCOT shall file with the Commission within 12 months after the Nodal market
“goes live” and again within 12 months after ERCOT stops collecting the nodal
surchar%e an accounting of the costs and revenues of implementing the Nodal
market.

At the time of the Commission’s 2007 order, ERCOT did not expect to expend revenues
generated by the nodal surcharge after the nodal market’s “go-live” date. Therefore, the
Commission and ERCOT expected that a complete accounting of nodal costs could be provided
within one year after completion of nodal go-live, with an accounting of nodal surcharge
revenues to be provided after all nodal program charges (including debt service) were repaid

using nodal surcharge revenues.

The “go-live” date for nodal market operations was December 1, 2010. On December
20, 2010, the Commission approved a change regarding the time period in which ERCOT could
utilize nodal surcharge revenues. In Docket No. 38840, the Commission approved “post-go-live
utilization of nodal surcharge revenues for expenses associated with the transition to the nodal
market incurred after nodal go-live on December 1, 2010 (post-go-live charges).”’ The
Commission’s order authorized ERCOT to use nodal surcharge revenues through calendar year
2011 in support of post-go-live expenses associated with ERCOT’s transition to nodal
operations. In light of the extended time period for use of nodal surcharge revenues, the
Commission authorized ERCOT to defer the date of its post-go-live accounting of nodal costs

and revenues until July 1, 2012.2

Also in 2010, the Commission initiated an audit of the nodal program, including the
expenditures associated with it. The Commission retained Navigant Consulting (P1) LLC
(Navigant), to conduct an investigation and evaluation of the design, development and
implementation of the nodal program. On July 8, 2011, the Commission issued an order in
Project No. 31600 requiring that “ERCOT shall pay for the audit by using nodal surcharge

® Docket No. 32686, Order Nunc Pro Tunc, at 2 (Ordering Paragraph 1c.).

" Docket No. 38840, Application of Electric Reliability Council of Texas for Approval of Post-Go-Live Utilization
of the Texas Nodal Market Implementation Surcharge, Order, at 1 (December 20, 2010).

® Docket 39865, Order, at 4 (December 19, 2011).



revenues or other appropriate revenues.”®

The Navigant audit report will provide the
Commission an additional tool for reviewing and confirming the data included in ERCOT’s post-

go-live accounting filing.

As part of the settlement of its request for a revision of the nodal surcharge in Docket No.
36851, ERCOT committed to provide information in its nodal accounting filing related to: (a)
post-go-live expenditures related to completing or correcting nodal systems; and (b) the “limited
issue of whether the Commission should grant an exemption from the nodal surcharge for

110

distributed renewable generation. ERCOT includes the required information in this filing,

together with the data reflecting the costs and revenues of the nodal program.

In this proceeding, ERCOT requests that the Commission find that ERCOT has complied
with prior Commission Orders requiring the submission of this accounting of nodal costs and
revenues. ERCOT will file the second part of its nodal accounting “within twelve (12) months
after ERCOT stops collecting the nodal surcharge.”** As of the date of this filing, ERCOT
anticipates full repayment of nodal program costs, including debt service, in late 2012 or early
2013.%? Since the nodal surcharge is collected on a per megawatt-hour (MWh) basis, the timing
of its collection is dependent on the amount of electricity consumed in ERCOT over the coming
months.

1. CONTENTS OF FILING

ERCOT’s accounting filing includes the following documents in addition to this
pleading:

A Exhibit A: Testimony of Michael W. Petterson, ERCOT Vice-President of
Finance and Treasury, in support of schedules detailing nodal program costs and revenues.

B. Exhibit B: Nodal Program Costs Schedules 1-21.

° Project No. 31600, Transition to an ERCOT Nodal Market Design, Order, at 3 (July 8, 2011).
% Docket No. 36851, Order, at 16 (Finding of Fact 19).

1 Docket No. 32686, Order Nunc Pro Tunc, at 2 (Ordering Paragraph 1c.).

12 see Exhibit B, Nodal Program Costs, Schedule 21.



C. Exhibit C: Testimony of Mandy Bauld, ERCOT Director of Commercial Market
Operation, providing the “estimated cost and time required by ERCOT to make the system
changes necessary to implement a distributed renewable generation exemption”*? from the nodal
surcharge.

D. Exhibit D: ERCOT’s Notice of its Petition.

I11.  P.U.C. PrROC. R.22.73(1) STATEMENT OF COMMISSION JURISDICTION

The Commission has jurisdiction over this Application pursuant to the Texas Public
Utility Regulatory Act (PURA) 88 14.001, 32.001, 36.001, and 39.151. ERCOT is an
independent organization, certified by the Commission pursuant to PURA.* In this docket,
ERCOT submits a compliance filing required by Commission Orders in Docket Nos. 32686,
36851, 38840, and 39865. In Docket No. 32686, the original docket authorizing the nodal
surcharge, the Commission held it had jurisdiction over the subject matter and parties pursuant to

the provisions of PURA identified above.™

IV.  ERCOT’S COMPLIANCE FILING SATISFIES THE REQUIREMENTS FOR
THE NODAL ACCOUNTING STATED IN PRIOR COMMISSION ORDERS

A The Nodal Program Costs Schedules Submitted in Exhibit B Provide a Full
Accounting of the Costs of the Nodal Program.

The Nodal Program Costs are detailed in twenty-one schedules, submitted as Exhibit B,
and supported by the testimony of ERCOT Vice-President of Finance and Treasury Mr. Michael
W. Petterson. The Nodal Program Costs schedules provide an accounting of all expenditures on
the nodal program through December 31, 2011. Pursuant to the Commission’s Order in Docket

No. 38840, ERCOT was authorized to utilize nodal surcharge funding for “expenses associated

3 Docket No. 36851, Order, at 16 (Finding of Fact 19).

 PURA § 39.151(e). ERCOT was certified as the “independent organization” for it region in Docket No. 22061,
Application of ERCOT ISO For Certification As The Independent Organization To Perform Transmission and
Distribution Access, Reliability, Information Exchange, and Settlement Functions, Final Order (Feb. 2, 2001).

> Docket No. 32686, Order, at 8 (Conclusion of Law No. 1) (May 23, 2007).



with the transition to the nodal market incurred after nodal go-live on December 1, 2010 and
through December 31, 2011.”*°

The Nodal Program Costs schedules include an overall summary of program costs
(Schedule 1), organized by major cost category (e.g., internal and external labor, software and
hardware expense), as well as more detailed summaries (Schedules 2 — 20) for each of the major
assets developed as part of the Nodal Program (e.g., Market Management System, Energy
Management System, Outage Scheduler). The final schedule (Schedule 21) sets forth ERCOT’s
projected schedule for recovery of Nodal Program costs. The final repayment date and amount is
dependent on the speed at which the nodal surcharge is collected during 2012, which depends on
the amount and pace of MWh consumption in the ERCOT region. The sooner that the full
amount is collected, the less overall interest ERCOT will have to pay to complete full repayment

of nodal program costs.

As reflected in Exhibit B, Schedule 1, total Nodal Program costs are composed of the

following ($ in millions):

Cost at Go-Live $509.4
(As of Dec. 1, 2010)

Nodal Stabilization Projects $ 23.8
(Through Dec. 31, 2011)

Post-Go-Live Interest $ 115
(Estimated through 2012)
Total $544.7%

The nodal surcharge will recover all Nodal Program costs, except for completion of the
“zonal/nodal dependency” projects funded from System Administration Fee revenues. The
zonal/nodal dependency projects are “projects relating to zonal market operations that are

required to be completed before ERCOT can begin implementation of the nodal market.”*® In

18 Docket No. 38840, Order, at 2 (Ordering Paragraphs) (December 20, 2010).
7 Exhibit B, Schedule 1 & Schedule 21 (Notes).
8 Docket No. 32686, Final Order at 7 (Finding of Fact 8).



Docket No. 32686, the Commission determined that these projects were properly funded through
the System Administration Fee rather than the nodal surcharge. The projects were completed, at
a total cost of $39.7 million ($37 million in project costs, plus interest), and those costs were not
recovered from nodal surcharge revenues.™

The $0.375 per MWh nodal surcharge was set, in Docket No. 36851, at a level to recover
$604 million in Nodal Program costs.?’ Due to the all-in program costs coming in significantly
lower, ERCOT expects to complete recovery of nodal program costs in late 2012 or early 2013.
ERCOT will provide a final report on the collection of the nodal surcharge in its second
accounting, which will be filed within twelve (12) months after ERCOT completes collecting the

nodal surcharge.

B. The Testimony Submitted in Exhibit C Satisfies ERCOT’s Obligation to
Provide Estimates Regarding a Nodal Surcharge Exemption for Distributed
Renewable Generation.

Docket No. 36851 was the 2009 Commission proceeding that established the $0.375 per
MWh nodal surcharge. The parties resolved the issues in Docket No. 36851 through a settlement
agreement that was adopted by the Commission.?* The settlement included a commitment by
ERCOT to provide information in its first post-go-live nodal accounting proceeding regarding a
potential nodal surcharge exemption for distributed renewable generation (DRG).?* The parties
to the Docket No. 36851 settlement did not agree that the Commission should grant an
exemption to the nodal surcharge for DRG. Rather, the parties agreed to ask the Commission to
consider the issue in the nodal accounting proceeding, and ERCOT agreed to submit testimony

to provide a factual basis for the Commission’s consideration.”®> ERCOT has provided such

9 See Exhibit B, Schedule 21 (Notes).
% Docket No. 36851, Order, at 15 (Finding of Fact 7).

2L Docket No. 36851, Order, at 20.

22 The settlement agreement is limited to “distributed renewable generation” as it is defined in PURA § 39.916:

“electric generation with a capacity of not more than 2,000 kilowatts provided by a renewable energy technology, as
defined by Section 39.904, that is installed on a retail electric customer's side of the meter.” Section 39.904 defines
"renewable energy technology" as “any technology that exclusively relies on an energy source that is naturally
regenerated over a short time and derived directly from the sun, indirectly from the sun, or from moving water or
other natural movements and mechanisms of the environment.” PURA § 39.904(d).

% See, id. at 10: “Parties to the Stipulation agreed that consideration of a distributed renewable generation
exemption will not be viewed as raising the issue of the appropriate methodology for allocating repayment of the



testimony in Exhibit C, the Testimony of Ms. Mandy Bauld, ERCOT Director of Commercial
Market Operations.

To add some context, when the Commission issued its Order in Docket No. 36851,
parties did not anticipate that the nodal surcharge would be paid off as quickly as is now
expected. ERCOT’s estimates, which were based on an anticipated need to recover a higher
amount of nodal costs than were actually incurred, showed the nodal surcharge payoff in late
2013. As noted above, ERCOT now expects full repayment by the end of 2012 or early 2013.
Therefore, any prospective exemption from the surcharge for DRG would impact only the few
months remaining in the repayment period. As discussed in the testimony of Ms. Bauld, the
process for changing ERCOT Protocols and internal operating procedures to implement an
exemption would consume most, if not all, of the time left between now and the end of the
repayment period. This circumstance would make the value of a prospective exemption de
minimus. Ultimately, the cost of preparing to provide the exemption may exceed the dollar value

of the actual exemption.

Moreover, Ms. Bauld’s testimony includes an estimate of the amount of nodal surcharge
payments that DRG has made since the nodal surcharge was instituted. Ms. Bauld’s testimony
shows that, based on the megawatts attributable to DRG registered in ERCOT, DRG is estimated
to have made a total of $11,313.76 in nodal surcharge payments since the inception of the
surcharge in 2006.2* As Ms. Bauld notes, ERCOT seeks to avoid retroactive applications of
changes in Protocols, which would be required to refund estimated payments made by DRG
during the nodal surcharge collection period. If such a repayment was required, however, the
small amount of the repayment may result in the repayment process costing ERCOT more to

perform than is refunded to DRG entities.

costs of the Nodal Program, the structure or allocation of the nodal surcharge, the ERCOT system administration
fee, or any other ERCOT fees and charges. Furthermore, it will not constitute a waiver in other forums by ERCOT
or any party to the Stipulation of their positions with regard to these issues, nor will it affect their right to address
any issues relating to distributed renewable generation in those forums.”

# Exhibit C, Testimony of Many Bauld, at 10.



Based on Ms. Bauld’s testimony, and the small benefit for the associated costs of creating
an exemption, ERCOT recommends that the Commission make no changes to its prior Orders

regarding nodal repayment that would change the treatment of DRG.

C. ERCOT Previously Provided the Information On All Remaining Issues In Its
Filings in Docket No. 38840, In Support of Post-Go-Live Utilization of Nodal
Surcharge Revenues During 2011.

In addition to the DRG issue, the settlement agreement in Docket No. 36851 also
included a stipulation that ERCOT would provide testimony in its nodal accounting proceeding
regarding post-go-live “changes to nodal system functionalities planned to address nodal market
design deficiencies, nodal operational system deficiencies, or needed enhancements to the nodal
system that are identified within the first eighteen months after the nodal go-live.”?® ERCOT
submits that subsequent events have overtaken this portion of the stipulation, in particular, the
Commission’s approval of post-go-live nodal surcharge expenditures for nodal stabilization

projects.

When the Docket No. 36851 stipulation was adopted, the Commission’s extant nodal
surcharge orders did not contemplate that any ERCOT expenditures after the go-live date (other
than debt service) would be funded by nodal surcharge revenues. Therefore, the parties in
Docket No. 36851 reserved their rights to ask the Commission to require payment of post-go-live
nodal market expenses from the nodal surcharge or from the ERCOT System Administration
Fee. The focus of this portion of the stipulation was on repairing problems or implementing
needed enhancements identified within the first eighteen months after nodal go-live (i.e., projects
identified by June 1, 2012) which, at the time, were not eligible for funding from nodal surcharge

revenues.

Coincident with nodal go-live in December 2010, however, the Commission approved
ERCOT’s request to fund such projects, in calendar year 2011, using nodal surcharge revenues.
ERCOT’s application for post-go-live utilization of the nodal surcharge detailed the “parking

deck” initiatives, system stabilization and improvement work, and zonal system

% Docket No. 36851, Order, at 17.



decommissioning projects that would be funded during 2011 using nodal surcharge revenues.?
ERCOT and market participants identified these projects as being necessary to correct “design”
or “operational deficiencies” and make the “enhancements” that were referenced in the Docket
No. 36851 settlement and Order. The eighteen-month period since go-live referenced in Docket
No. 36851 has passed, and ERCOT submits there are no uncompleted projects that would

appropriately qualify for continued post-go-live funding from the nodal surcharge.

ERCOT believes that the authorization of post-go-live projects pursuant to the
Commission’s Order in Docket No. 38840 resolves and renders moot the potential issue in this
proceeding regarding the funding of parking deck items and other post-go-live corrections or
enhancements. ERCOT respectfully suggests that there is no need for additional testimony on
this issue, and requests that the Commission find its accounting filing complete without the need

to file testimony on the issue.

V. P.U.C. PrRoc. R. 22.73(2) IDENTIFICATION OF AFFECTED PARTIES

The allocation of fees supporting ERCOT services is addressed in PURA § 39.151(e),
which provides that the Commission “may authorize [ERCOT] to charge a reasonable and
competitively neutral rate to wholesale buyers and sellers to cover [its] costs.” The Commission
determined in the Docket No. 32686 that the nodal surcharge should be “charge[d] to QSEs
representing generation resources, multiplying the surcharge factor . . . by the total net metered
generation aggregated to the QSE level.”?” Any changes in the Nodal Surcharge most directly
affect the QSEs representing generation who pay the fee; however, issues that could affect
allocation of an ERCOT fee potentially affect all buyers and sellers of electricity.

In this docket, ERCOT does not propose any change in the amount of the nodal surcharge
or in the manner or timing of its collection. Rather, ERCOT files an accounting of nodal
program costs and revenues in compliance with prior Commission orders. ERCOT is providing
notice of this docket to all parties who have previously intervened in Commission proceedings

affecting the nodal surcharge, as well as to lists of market participants maintained by ERCOT

% See, e.g., ERCOT’s initial application, at 5, in which ERCOT identifies the categories of projects and amount of
nodal surcharge funding requested for post-go-live purposes. (Docket No. 38840, Interchange Item 1).

% |d. (Finding of Fact 20).
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that include buyers and sellers of electricity who may contend they are affected by the outcome

of this proceeding.

V1. IDENTIFICATION OF APPLICANT

The name and address of the Applicant is Electric Reliability Council of Texas, Inc.,
7620 Metro Center Drive, Austin, Texas 78744. The name, address, telephone, and facsimile

number of Applicant’s authorized representative is:

Bill Magness

General Counsel
ERCOT

7620 Metro Center Drive
Austin, Texas 78744
(512) 225-7076 (Phone)
(512) 225-7079 (Fax)
bmagness@ercot.com

VII. NOTICE

ERCOT will post the documents included in its Accounting of Nodal Program Costs and

Revenues to its website at http://www.ercot.com/about/governance/legal _notices; send a copy of

its filing via first-class U.S. mail to the parties of record in Docket No. 32686, and to the parties
in all other proceedings in which the Commission addressed issues regarding the nodal surcharge
(Docket Nos. 35428, 36412, 36851, 38840, and 39865). ERCOT will also provide Notice of its
Petition via electronic mail to ERCOT’s email exploder lists of committees as follows:

o ERCOT Board of Directors and Others

Technical Advisory Committee and Others (TAC)
Retail Market Subcommittee (RMS)

Wholesale Market Subcommittee (WMS)
Reliability and Operations Subcommittee (ROS)
Commercial Operations Subcommittee (COPS), and
Protocol Revisions Subcommittee (PRS)

O O0OO0OO0O0O0o

A copy of ERCOT’s form of Notice is attached as Exhibit D.
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VIIl. REQUEST FOR RELIEF

ERCOT files this “accounting of the costs and revenues of implementing the
nodal market,” together with the other items addressed herein, pursuant to Commission Orders in
Docket Nos. 32686, 36851, 38840, and 39865. ERCOT respectfully requests that the
Commission find that ERCOT has fulfilled the requirements for filing the first of the two nodal
accounting compliance filings required in the Commission’s Orders in the above-referenced
proceedings, and that it grant ERCOT all other such relief to which it is entitled.

Respectfully submitted,

By:

Bill Magness

General Counsel

Texas Bar No. 12824020
Austin, Texas 78744
(512) 225-7076 (Phone)
(512) 225-7079 (Fax)
bmagness@ercot.com

ATTORNEY FOR ELECTRIC RELIABILITY
COUNCIL OF TEXAS, INC.

CERTIFICATE OF SERVICE

I hereby certify that a copy of this document was served on all parties of record in Docket
Nos. 32686, 35428, 36412, 36851, 38840, and 39865 on July 2, 2012 by hand-delivery,

electronic mail, or first-class U.S. mailing.

12
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Exhibit A

DIRECT TESTIMONY OF

MICHAEL W. PETTERSON

VICE-PRESIDENT FINANCE AND TREASURY

ELECTRIC RELIABILITY COUNCIL OF TEXAS, INC.

IN SUPPORT OF

ERCOT ACCOUNTING OF COSTAS AND REVENUES OF
IMPLEMENTING THE TEXAS NODAL MARKET

13



DIRECT TESTIMONY OF MR. MICHAEL W. PETTERSON

PLEASE STATE YOUR NAME AND BUSINESS ADDRESS.
My name is Michael W. Petterson. My business address is 7620 Metro Center

Drive, Austin, Texas 78744.

BY WHOM ARE YOU EMPLOYED AND IN WHAT CAPACITY?
I am employed by Electric Reliability Council of Texas, Inc. (“ERCOT?”) as Vice-

President Finance and Treasury.

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

A. Yes. | was a witness in Docket No. 31824 (ERCOT System Administrative Fee
case), filed testimony in Docket Nos. 32686, 35428, 36851, and 38840 (ERCOT
nodal surcharge cases), and have presented ERCOT financial and budget updates

to the Commission at numerous Open Meetings.

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). | am a Certified Public

Accountant, licensed in the State of Texas. | joined ERCOT in 2001 as

PETTERSON - DIRECT TESTIMONY
ERCOT Accounting of Costs and Revenues
Of Implementing the Nodal Market

14



Controller. 1 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. 1 also supervise
ERCOT’s general accounting, asset accounting, payroll, budget and reporting,

financial analysis, and billing and revenue functions.

PLEASE DESCRIBE THE PURPOSE OF YOUR TESTIMONY.

In the Commission’s prior Orders authorizing ERCOT to collect a special purpose
surcharge to fund the Texas Nodal Market Implementation Program (nodal
surcharge), the Commission directed ERCOT to file an “accounting of the costs
and revenues of implementing the nodal market.” | have supervised the
preparation of ERCOT’s accounting documents, which are filed herewith as

Exhibit B to ERCOT’s submission in this docket.

Q. PLEASE SUMMARIZE THE CONTENTS OF EXHIBIT B.
Exhibit B is composed of twenty-one (21) financial schedules. Schedule 1
provides overall summary of program costs (Schedule 1), organized by major cost
category (e.g., internal and external labor, software and hardware expense).
Exhibit B includes more detailed summaries (Schedules 2 — 20) for each of the
major assets developed as part of the Nodal Program (e.g., Market Management
System, Energy Management System, Outage Scheduler). The final schedule
(Schedule 21) sets forth ERCOT’s projected schedule for recovery of Nodal

Program costs. The final repayment date and amount is dependent on the speed at

PETTERSON - DIRECT TESTIMONY
ERCOT Accounting of Costs and Revenues
Of Implementing the Nodal Market
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which the nodal surcharge is collected during 2012, which depends on the amount
and pace of MWh consumption in the ERCOT region. The sooner that the full
amount is collected, the less overall interest ERCOT will have to pay to complete

full repayment of Nodal Program costs.

Q. DO THE SCHEDULES IN EXHIBIT B PROVIDE A COMPLETE
ACCOUNTING OF THE COSTS AND REVENUES OF THE NODAL

PROGRAM?

A. Yes, the schedules provide a full accounting of the costs of completing the Nodal
Program. The only outstanding variable, as noted above, is the total amount of
interest ERCOT will incur to completely repay the debts incurred to complete the
Nodal Program. A final accounting that includes the final dollar amount of debt
repayment will be filed in the second post-go-live accounting proceeding required
by the Commission’s nodal surcharge orders. That filing will be made within
twelve (12) months of the date on which the nodal surcharge collection period

ends.

Q. HAS THE INFORMATION IN EXHIBIT B BEEN REVIEWED BY
OUTSIDE ACCOUNTING FIRMS OR AUDITORS?

A. The Nodal Program transactions underlying the schedules provided were
reviewed by Ernst & Young, ERCOT’s outside accounting firm. As part of the
2009, 2010, and 2011 financial statement audits, Ernst & Young reviewed

PETTERSON — DIRECT TESTIMONY

ERCOT Accounting of Costs and Revenues
Of Implementing the Nodal Market

16



revenue and material, and Nodal Program expenditures (including internal labor,
external resources, hardware and software purchases, internal allocations, and
interest expense). Additionally, as part of the 2010 financial statement audit,
Ernst & Young reviewed the capitalization of Nodal Program costs (as of the date
of implementation) into the nodal software assets. As evidenced by the
unqualified audit opinions issued in connection with the 2009, 2010, and 2011
financial statement audits, Ernst & Young did not identify any concerns with the
accuracy of the accounting for the Nodal Program. Ernst & Young has not
reviewed any nodal transactions related to 2012 nor have they reviewed the

specific schedules included in Exhibit B.

Q. TO THE BEST OF YOUR KNOWLEDGE, IS THE INFORMATION IN
THE SCHEDULES INCLUDED IN EXHIBIT B TRUE AND CORRECT?

A. Yes.

DOES THIS CONCLUDE YOUR DIRECT TESTIMONY?

Yes, it does.

PETTERSON - DIRECT TESTIMONY
ERCOT Accounting of Costs and Revenues
Of Implementing the Nodal Market
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Electric Reliability Council of Texas, Inc. (ERCOT)
Nodal Program Costs
Schedule 21: Projected Recovery of Nodal Program Costs

Beginning Plus Post Less Nodal Ending
balance to be  Plus interest Go-Live Surcharge balance to be
Date recovered expense expenditures revenue recovered
Dec-10 $ 222,687,389 $ 776,229 2,085,624 9,111,585 $ 216,437,657
Jan-11 216,437,657 738,017 1,710,249 9,845,438 209,040,485
Feb-11 209,040,485 684,826 1,740,796 8,771,033 202,695,073
Mar-11 202,695,073 747,105 2,061,294 8,492,640 197,010,832
Apr-11 197,010,832 738,504 2,054,351 9,230,014 190,573,673
May-11 190,573,673 696,642 1,926,982 10,344,582 182,852,714
= Jun-11 182,852,714 660,668 1,981,484 12,681,198 172,813,668
g Jul-11 172,813,668 654,901 1,460,068 13,634,182 161,294,454
< Aug-11 161,294,454 626,277 1,805,128 14,360,179 149,365,680
Sep-11 149,365,680 590,179 1,602,984 11,239,524 140,319,320
Oct-11 140,319,320 544,675 1,774,343 9,259,520 133,378,817
Nov-11 133,378,817 452,180 1,927,172 8,271,182 127,486,988
Dec-11 127,486,988 420,326 1,692,268 9,540,002 120,059,580
Jan-12 120,059,580 437,624 7,691 9,041,185 111,463,709
Feb-12 111,463,709 389,718 - 8,370,276 103,483,151
Mar-12 103,483,151 391,468 - 8,749,187 95,125,432
Apr-12 95,125,432 348,162 - 9,163,566 86,310,027
May-12 86,310,027 352,886 - 10,938,497 75,724,416
Jun-12 75,724,416 315,152 - 12,200,900 63,838,669
E Jul-12 63,838,669 271,446 - 13,688,633 50,421,481
g Aug-12 50,421,481 222,232 - 13,409,427 37,234,286
< Sep-12 37,234,286 170,488 - 11,377,256 26,027,518
W Oct-12 26,027,518 123,042 - 9,538,870 16,611,690
Nov-12 16,611,690 82,932 - 8,621,835 8,072,786
i Dec-12 8,072,786 48,010 - 8,120,797 0
i Jan-13 0 - - - 0
| Feb-13 0 - - - 0
Total n/a $ 11,483,687 $ 23,830,430 $ 258,001,506 n/a
Notes:

1. Beginning balance to be recovered is computed as $509.4 million less $247.0 million nodal
surcharge revenue during implementation and $39.7 million collected through the system

administration fee for "interdependent projects”.
2. Total Nodal Program implementation cost is assumed as $544.7 million ($509.4 million

incurred by the go-live date+ $11.5 million interest after the go-live date + $23.8 million in post-
go-live project costs).
3. Full recovery of Nodal Program implementation costs (including post go-live expenditures
and finance charges) is expected on December 26, 2012.
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DIRECT TESTIMONY OF MS. MANDY BAULD

PLEASE STATE YOUR NAME AND BUSINESS ADDRESS.
My name is Mandy Bauld. My business address is 2705 West Lake Drive,

Taylor, Texas 76574.

BY WHOM ARE YOU EMPLOYED AND IN WHAT CAPACITY?
I am employed by Electric Reliability Council of Texas, Inc. (“ERCOT”) as
Director of Commercial Market Operations. | began serving in this role effective

February 2012.

Q. PLEASE DESCRIBE YOUR RESPONSIBILITIES AS DIRECTOR OF
COMMERCIAL MARKET OPERATIONS.

A. I am responsible for developing and directing the strategy, processes and
procedures for all commercial operations related to Settlements & Billing and
Metering such as Data Acquisition, Data Aggregation and Data Integrity, and

directing the Renewable Energy Credit (REC) program.

Q. PLEASE OUTLINE YOUR EDUCATIONAL AND PROFESSIONAL
QUALIFICATIONS.

A I graduated from the University of Texas at Austin with a Bachelor’s of Business
Administration in Management Information Systems in May of 1999. 1| have

eleven years of experience in various roles pertaining to wholesale settlement of

BAULD - DIRECT TESTIMONY
ERCOT Accounting of Costs and Revenues
Of Implementing the Nodal Market
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the ERCOT market. | joined ERCOT as an analyst in the Settlements & Billing
department in May of 2005 and was appointed Manger of Settlements & Billing
in April of 2008. Prior to joining ERCOT in 2005, | worked as a consultant in
various roles supporting shadow settlement system implementations and

procedure development.

HAVE YOU EVER FILED TESTIMONY BEFORE THE PUBLIC
UTILITY COMMISSION OF TEXAS?

No.

PLEASE DESCRIBE THE PURPOSE OF YOUR TESTIMONY.
My testimony details the estimated cost and time required by ERCOT to make the
market rules and system changes necessary to implement an exemption from the

nodal surcharge for distributed renewable generation.

IS ERCOT ADVOCATING AN EXEMPTION FOR DISTRIBUTED
RENEWABLE GENERATION?

No. ERCOT agreed to provide this testimony in the settlement agreement
adopted by the Commission in PUC Docket No. 36851, to provide a factual basis

for the Commission’s consideration of such an exemption.

AS USED IN YOUR TESTIMONY, WHAT IS “DISTRIBUTED

RENEWABLE GENERATION™?

BAULD - DIRECT TESTIMONY
ERCOT Accounting of Costs and Revenues
Of Implementing the Nodal Market
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A For purposes of my testimony “Distributed Renewable Generation” (DRG) is
defined consistently with its definition in the Texas Public Utility Regulatory Act
(PURA) 8§ 39.916: *“electric generation with a capacity of not more than 2,000
kilowatts provided by a renewable energy technology, as defined by Section
39.904, that is installed on a retail electric customer's side of the meter.” Section
39.904 of PURA defines "renewable energy technology" as “any technology that
exclusively relies on an energy source that is naturally regenerated over a short
time and derived directly from the sun, indirectly from the sun, or from moving

water or other natural movements and mechanisms of the environment.”

HOW DOES ERCOT CALCULATE THE NODAL SURCHARGE?
The Commission ordered that ERCOT “charge the nodal surcharge to QSEs
[Qualified Scheduling Entities] representing generation resources, multiplying the

surcharge factor of $0.375 per MWh by the total net metered generation

»l

aggregated to the QSE level. The operational rules implementing the

Commission’s decision are detailed in ERCOT Protocol 9.16.4, ERCOT Nodal
Implementation Surcharge. In relevant part Protocol 9.16.4 provides:

ERCOT shall calculate the Nodal Implementation Surcharge
(“NIS”) by multiplying total net metered generation by a nodal
surcharge factor. The nodal surcharge factor will be a rate
approved by the PUCT. The NIS will appear as a separate market
service on the Settlement Statement. ERCOT shall charge the NIS
on a daily basis to QSEs representing all-inclusive Generation
Resources, broken down by the appropriate quantity per Settlement

! Docket No. 36851, Application of the Electric Reliability Council of Texas for Approval of a Revised
Nodal Market Implementation Surcharge, Order, at 16 (FOF 17) (October 14, 2009).
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Interval. QSE total net metered generation will be the total of the
net metered generation aggregated to the QSE level. ERCOT will
charge the NIS until it has recovered the full cost of implementing
the nodal market redesign, at which time, ERCOT will cease
collecting the NIS. The NIS is not a neutral fee, as it is the amount
ERCOT collects to fund implementation of the nodal market
redesign.

Protocol 9.16.4 also includes a formula and definitions that ERCOT uses to

calculate the nodal surcharge.

Q. WOULD THE CREATION OF A NODAL SURCHARGE EXEMPTION
FOR DRG REQUIRE A PROTOCOL CHANGE?

A. Yes. Protocol 9.16.4 would need to be revised to specify that QSE total net
metered generation, which is currently defined as being the total of all-inclusive
generation, Direct Current tie (DC tie) imports, and block load transfer to an
ERCOT Load, aggregated to the QSE level, would be re-defined to exclude any
generation associated with Distributed Renewable Generators with generation not
greater than 2,000 KW. In addition, the exemption would also require a change to
the formula for calculating the nodal surcharge. 1 have included with my
testimony a draft of the revisions to Protocol 9.16.4 that | recommend be made if
the Commission requires an exemption for DRG from the nodal surcharge. (The

draft language is labeled at Attachment MB-1 to my testimony).

Q. PLEASE DESCRIBE THE PROCESS NECESSARY TO MAKE SUCH A
REVISION TO PROTOCOL 9.16.4.
A. Since the current calculation of the nodal surcharge is mandated by Commission

orders, a superceding order would have to be issued by the Commission before
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ERCOT would be authorized to revise the calculation methodology. If the
Commission approved such a change in this proceeding, ERCOT would then file
a Nodal Protocol Revision Request (NPRR) to effectuate the change. The NPRR
would be reviewed first by the ERCOT Protocol Revisions Subcommittee (PRS).
After PRS review, the NPRR would have to be approved by the Technical

Advisory Committee (TAC), and by the ERCOT Board of Directors (Board).

Q. PLEASE DESCRIBE THE SCHEDULE FOR COMPLETION OF THIS
APPROVAL PROCESS.

A The timing can vary depending on whether an NPRR is declared “Urgent” under
Protocol Section 21, Revision Request Process, and, more importantly, on the
timing of the Commission order in this proceeding authorizing such a Protocol
change. Based on the circumstances in this case, the earliest the NPRR could get
before the ERCOT Board on a regular timeline would be the November or

December 2012 Board meetings.

For example, if the NPRR was submitted for consideration at the July or August
2012 PRS meeting (and was declared Urgent), it could potentially move through
the TAC process for a vote at the September 2012 Board meeting. That seems
unlikely, since this proceeding will not be completed in time for submission of an
NPRR for July PRS consideration and may not be completed in time for
submission of an NPRR for August PRS consideration. That moves consideration

of the NPRR back to, at the earliest, the November Board meeting (the Board is
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not scheduled to meet in October 2012). The exemption could not be made
effective until after the Board vote.

Q. PLEASE DESCRIBE ANY CHANGES IN ERCOT PROCESSES OR
SYSTEMS THAT WOULD BE NECESSARY TO IMPLEMENT A NODAL
SURCHARGE EXEMPTION FOR DRG.

A. If the Commission directs ERCOT to exempt DRG from the nodal surcharge,
ERCOT would need to work on the system changes in parallel with the Protocol
revision process | described above, such that the system changes are available for
use upon ERCOT Board approval of the Protocol changes. This approach would
require extremely clear instruction from the Commission, so that there would be
no open issues that could be subject to further consideration in the TAC process.
Otherwise, ERCOT might develop system changes that are ultimately inconsistent

with the approved NPRR (and thus have to re-start the system change process).

Upon implementation of a systematic solution, DRG would be excluded from the
nodal surcharge on Initial Settlement of an Operating Day (assuming meter data is
submitted and available for use on Initial Settlement). The systematic approach

allows for correction on an Operating Day basis.

The settlement system changes that | anticipate would be required include:

o Data Aggregation: the system needs to create a new data element that
represents the energy produced from DRG.

. Settlements & Billing: the calculation of the nodal surcharge needs to be
revised to use the new data element in order to reduce the nodal surcharge
obligation to QSEs with DRG.
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Q. WHAT DO YOU ESTIMATE THE COSTS TO ERCOT TO MAKE THESE
SYSTEM CHANGES WOULD BE?

A. The costs of such changes are estimated to range from $20,000 to $30,000. This
estimate includes the costs for development, testing, implementation, and project

oversight.

The dollar amounts involved are likely less of a constraint on completion of the
system changes than is the need to pull ERCOT personnel off other priority
projects in order to complete these changes in a timely fashion. Based on Mr.
Petterson’s testimony, my understanding is that collection of the nodal surcharge
is likely to be complete by late 2012 or early 2013. If the DRG exemption is not
implemented prior to that time, the system changes will have been made for no

purpose.

Q. HAVE YOU ESTIMATED THE IMPACT OF A RETROACTIVE
APPLICATION OF A NODAL SURCHARGE EXEMPTION FOR DRG?

A. Yes. | would strongly urge the Commission not to direct ERCOT to provide a
retroactive exemption for DRG, which would require ERCOT to resettle nodal
surcharge payments going back to 2006. A retroactive order would create
uncertainty for the QSEs who have been paying the nodal surcharge very close to
the time when the surcharge repayment period is nearly complete. In addition,

ERCOT makes it a practice to avoid retroactive application of any Protocol
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change such as the one that would be required to execute a DRG exemption from

the nodal surcharge.

If the Commission ordered a retroactive exemption for DRG, it would require a
reconciliation going back to the beginning of the collection of the nodal

surcharge. This process would include:

. Performance of a manual invoice process, by which ERCOT determines
the amount to credit back to the impacted QSE(s) and “cuts a check” to the
impacted QSE(S).

. The credit would be inclusive of all qualified DRG volumes since the start
of the nodal surcharge on October 1, 2006 through a defined point in time,
and would be priced using the applicable nodal surcharge rate in effect
during that period.

. The manual reconciliation is estimated at 25 — 35 hours of effort.

As noted above in my discussion of a prospective exemption process, the dollar
impact of the retroactive exemption process is not prohibitive, but it would
require ERCOT resources to be diverted from other high priority tasks in order to

complete the reconciliation process.

Q. WHAT DO YOU ESTIMATE WOULD BE THE OVERALL IMPACT OF
A RETROACTIVE EXEMPTION FOR DRG?
A. ERCOT staff reviewed data on the total megawatt-hours (MWh) attributable to

DRG since the beginning of the nodal surcharge collection in October 2006
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through June 14, 2012. We then multiplied those MWh by the nodal surcharge
factors in effect for various periods under the Commission’s nodal surcharge
orders. Based on our calculations, the total estimated nodal surcharge payments
made for the entire period by DRG is $11,313.76. We would expect this to be the
entire amount subject to refund if the Commission ordered a retroactive

exemption for DRG.

PLEASE SUMMARIZE YOUR TESTIMONY.

My testimony provides ERCOT’s estimates of the cost and time required to make
the changes necessary to implement a DRG exemption from the nodal surcharge.
As my testimony makes clear, given the expected completion of nodal surcharge
collection later this year or in early 2013, it may not be possible to implement a
DRG exemption in time for it to be effective before surcharge collection ends. In
addition, any costs incurred by ERCOT to change its systems to implement the
exemption will only impact, at best, the last three to four months of the surcharge
collection period. My testimony also provides information on the costs of a
retroactive application of a DRG exemption, but urges that the Commission not

require ERCOT to retroactively apply such an exemption.

DOES THIS CONCLUDE YOUR DIRECT TESTIMONY?

Yes, it does.
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Attachment MB-1

Recommended changes to ERCOT Protocol Section 9.16.4, to be proposed if the
Commission directs ERCOT to implement an exemption from the nodal surcharge for
Distributed Renewable Generation. Recommended changes shown as underlined
changes to the currently effective Section 9.16.4.

9.16.4 ERCOT Nodal Implementation Surcharge

ERCOT shall calculate the Nodal Implementation Surcharge (“NIS”) by multiplying total
net metered generation by a nodal surcharge factor. The nodal surcharge factor will be a
rate approved by the PUCT. The NIS will appear as a separate market service on the
Settlement Statement. ERCOT shall charge the NIS on a daily basis to QSEs
representing all-inclusive Generation Resources, broken down by the appropriate quantity
per Settlement Interval. QSE total net metered generation will be the total of the net
metered generation aggregated to the QSE level, excluding any generation associated
with registered Distributed Renewable Generation that is not greater than 2000 kW.
ERCOT will charge the NIS until it has recovered the full cost of implementing the nodal
market redesign, at which time, ERCOT will cease collecting the NIS. The NIS is not a
neutral fee, as it is the amount ERCOT collects to fund implementation of the nodal
market redesign.

QNSAMTq = NODSF * (2 XRTMG ¢, + SRTMGNM g , - SRTMGNMDRG
pr p p
ao* Z ZBLTR g p o + (ERTDCIMP ¢ 5 * %) + (ERTEDCIMP
p p p p
a.p ™ 4))

The above variables are defined as follows:

Variable Unit Definition

QNSAMT q $ Nodal Implementation Surcharge—The nodal
implementation surcharge for each QSE per 15-minute
Settlement Interval.

RTMGq, p, r MWh  Real-Time Metered Generation per QSE per Settlement
Point per Resource—The Real-Time energy produced by
the Generation Resource r represented by QSE g at Resource
Node p, for the 15-minute Settlement Interval.

RTMGNM 4, MWh  Real-Time Metered Generation from Non-Modeled
generators per QSE per Settlement Point—The total Real-
Time energy produced by Non-Modeled Generators
represented by QSE ¢ in Load Zone Settlement Point p, for
the 15-minute Settlement Interval.

RTMGNMDRG MWh Real-Time Metered Generation from Non-Modeled
Distributed Renewable generators per QSE per Settlement
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BLTR g, p, b|tp MWh

RTDCIMP,, MW

RTEDCIMP ,, MW

NODSF $/MWh
q none
r none
bltp none
p none

Point—The total Real-Time energy produced by Non-

Modeled Distributed Renewable Generators that is not

greater than 2000 kW represented by QSE g in Load Zone
Settlement Point p, for the 15-minute Settlement Interval.
Block Load Transfer Resource per QSE—The energy
delivered to an ERCOT Load through the Block Load
Transfer (BLT) Point represented by the QSE, for the 15-
minute Settlement Interval.

Real-Time DC Import per QSE—The aggregated DC Tie
schedule submitted by QSE q as an importer into the
ERCOT System through DC Tie for the 15-minute
Settlement Interval.

Real-Time Emergency DC Import per QSE per Settlement
Point—The aggregated Direct Current Tie (DC Tie)
Schedule for emergency energy imported by QSE q into the
ERCOT System during Emergency Conditions through DC
Tie p, for the 15-minute Settlement Interval.

Nodal Surcharge Factor—The nodal surcharge factor in
dollars per MWh.

A QSE.

A Generation Resource.

A BLT Point.

A Settlement Point.
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Exhibit D

DOCKET NO.

ERCOT ACCOUNTING OF THE COSTS 8
AND REVENUES OF IMPLEMENTING 8§ PUBLIC UTILITY COMMISSION
THE NODAL MARKET 8 OF TEXAS

NOTICE

On July 2, 2012, Electric Reliability Council of Texas, Inc. (ERCOT) filed with the
Public Utility Commission of Texas (Commission), ERCOT Accounting of the Costs and
Revenues of Implementing the Nodal Market, pursuant to Commission’s Orders in Docket Nos.
32686, 36851,% 38840, and 39865*. In this filing, ERCOT also includes information required
by settlement agreements and Commission Orders in the above-referenced nodal program
funding proceedings. ERCOT’s filing includes detailed schedules identifying its expenditures on
the Texas Nodal Market Implementation Program, and an accounting of the repayment of nodal
program expenses and debt service to date. The filing is the first of two nodal program
accounting filings required by the Commission’s prior Orders; ERCOT will make the second
filing within twelve (12) months of the date it completes collection of the nodal surcharge. In
this proceeding, ERCOT requests that the Commission affirm that it has complied with the filing

requirements established in its prior Orders.

Pursuant to P.U.C. Proc. R. 8§22.252 (f), persons who wish to intervene in or comment in
this proceeding should notify the Public Utility Commission of Texas within 30 days of this
notice. A request to intervene or for further information should be mailed to the Public Utility

! Docket No. 32686, Application of the Electric Reliability Council of Texas for Approval of a Nodal Market
Implementation Surcharge and Request for Interim Relief, Final Order, (May 23, 2007) and Order Nunc Pro Tunc
(June 13, 2007).

2 Docket No. 36851, Application of the Electric Reliability Council of Texas for Approval of a Revised Nodal
Market Implementation Surcharge, Final Order, (October 14, 2009).

® Docket No. 38840, Application of ERCOT For Approval of Post-Go-Live Utilization of the Texas Nodal Market
Implementation Surcharge, Order (December 20, 2010).

* Docket No. 39865, Petition of Electric Reliability Council of Texas, Inc. For Approval of Revision To The Final
Order in Docket No. 32686, Order (December 19, 2011).
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Commission of Texas, P.O. Box 13326, Austin, Texas 78711-3326. A request to intervene shall
include a statement of position containing a concise statement of the requestor’s position on the
petition, a concise statement of each question of fact, law, or policy that the requestor considers

at issue and a concise statement of the requestor’s position on each issue identified.

ERCOT has posted this Notice and a copy of its Petition on its web site at:

http://www.ercot.com/about/governance/legal notices.html.

Interested parties may also access ERCOT’s Petition through the Public Utility
Commission’s web site at http://www.puc.state.tx.us under Docket No.

Date of this Notice: July 2, 2012.
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