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�
Q.	PLEASE STATE YOUR NAME, OCCUPATION, AND BUSINESS ADDRESS.  


A.	My name is Dennis W. Goins.  I operate Potomac Management Group, an economics and management consulting firm.  My business address is 5801 Westchester Street, Alexandria, Virginia  22310.  


Q.	please DESCRIBE YOUR EDUCATIONAL AND PROFESSIONAL BACKGROUND.  


A.	I received a Ph. D. degree in economics and a Master of Economics degree from North Carolina State University.  I also earned a B.A. degree with honors in economics from Wake Forest University.  From 1974 through 1977 I was employed as a staff economist by the North Carolina Utilities Commission.  During my tenure at the Commission, I testified in numerous cases involving electric, gas, and telephone utilities on such issues as cost of service, rate design, intercorporate transactions, and load forecasting.  While at the Commission, I also served as a member of the Ratemaking Task Force in the national Electric Utility Rate Design Study sponsored by the Electric Power Research Institute (EPRI) and the National Association of Regulatory Utility Commissioners (NARUC).  


Since 1978 I have worked as an economic and management consultant to firms and organizations in the private and public sectors.  My assignments focus primarily on market structure, planning, pricing, and policy issues involving firms that operate in regulated energy markets.  For example, I have conducted detailed analyses of cost of service, rate design, and power pool planning, operations, and pricing; prepared analyses related to utility mergers, transmission access and pricing, and the emergence of competitive markets; evaluated and developed regulatory incentive mechanisms applicable to utility operations; and assisted clients in analyzing and negotiating interchange agreements and power and fuel supply contracts.  I have also assisted clients on electric power market restructuring issues in New Jersey, New York, South Carolina, Texas, and Virginia.  


I have submitted testimony and affidavits in nearly 100 proceedings before state and federal agencies as an expert in utility planning and operating practices, competitive market issues, regulatory policy, cost of service, and rate design.  These agencies include the Federal Energy Regulatory Commission, the Circuit Court of Kanawha County, West Virginia, and regulatory agencies in Arkansas, Georgia, Illinois, Louisiana, Maine, Massachusetts, Minnesota, New Jersey, New York, North Carolina, Ohio, Oklahoma, South Carolina, Texas, Utah, Vermont, Virginia, and the District of Columbia.  


I have participated in numerous cases before this Commission on behalf of firm and nonfirm customers.  These cases have involved TXU Electric Company (Docket Nos. 15015, 11735, 13100, and 13575), Central Power and Light Company (Docket No. 14965), Entergy - Gulf States Utilities Company (Docket Nos. 8702, 7195, and 6477 and 6525), and Reliant Energy (Houston Lighting & Power Company, Docket Nos. 18465, 9850, 8425, and 6765).  


�
Q.	ON WHOSE BEHALF ARE YOU APPEARING in this proceeding?  


A.	I am appearing on behalf of Nucor Steel, a division of Nucor Corporation, located in Jewett, Texas.  The Jewett facility—one of TXU Electric's largest retail industrial customers—is an electric minimill that produces steel from steel scrap.  Because electricity costs represent a significant portion of its production cost, Nucor takes interruptible service to keep its electricity costs as low as possible.  


Q.	what assignment were you given when you were retained?  


A.	I was asked to undertake three primary tasks:  


1.	Review TXU Electric's proposals regarding procedures to allocate regulatory assets and stranded cost to retail customer classes and mechanisms to recover such allocated costs  


2.	Determine whether TXU Electric’s proposals on these issues comply with relevant technical provisions of the Public Utility Regulatory Act (PURA) (as amended by Senate Bill 7), requirements set by the Commission for implementing PURA’s provisions, and proper ratemaking and regulatory principles.  


3.	Recommend technical modifications, if necessary, to improve TXU Electric’s proposals and comply with relevant regulatory requirements.  


Q.	What specific information did you review in conducting your evaluation?  


A.	I reviewed testimony and exhibits filed by J. Michael Sherburne and A.L. Ekholm, witnesses for TXU Electric.  In addition, I reviewed relevant sections of the Public Utility Regulatory Act, TXU Electric’s responses to relevant data requests,� comments filed by Nucor, TXU Electric, and other parties regarding the Commission’s Project No. 21083, and selected documents obtained at the Commission’s Web site.  


conclusions


Q.	what conclusions have you reached regarding txu electric’s proposed class cost allocation procedures for securitized regulatory assets?


A.	I have concluded that:  


1.	TXU Electric has proposed the following approach to allocate cost responsibility for regulatory assets and related securitization expenses to its retail customer classes:  


(	Develop production demand allocation factors for each customer class—including wholesale classes.  Demand factors are based on the methodology (modified average and excess noncoincident peak) used to allocate production-related regulatory assets in TXU Electric’s most recent base rate case (Docket No. 18490) as required by PURA §39.253(c).�  The demand factors reflect demands for the test year ending June 30, 1997.�  


(	Develop energy allocation factors for each customer class—including wholesale classes.  Energy allocation factors are based on weather-adjusted class kWh sales for the 12 months ending April 30, 1999, as implicitly required by PURA §39.253(g).�  


(	Adjust initial demand and energy allocation factors to exclude wholesale classes and loads.  


(	Use a 3-step process to allocate securitized regulatory assets—allocating costs first  to residential customers, then to nonfirm customers, and finally to remaining customer classes.  


(	Determine a composite allocation factor for each class equal to the class’ allocation of securitized regulatory asset costs divided by the total cost of securitized regulatory assets.  


2.	TXU Electric’s use of different test years to develop demand (test year ending June 30, 1997) and energy (test year ending April 30, 1999) allocation factors is inconsistent with the implied intent of PURA §39.253(g) and also violates the basic concept of setting rates to reflect costs, demands, and kWh consumption for the same test year.�  In developing energy allocation factors, PURA §39.253(g) explicitly requires that such factors reflect relevant class characteristics as of May 1, 1999.  Because TXU Electric’s modified average and excess demand allocation methodology reflects both demand and energy components by customer class,� demand factors used to allocate stranded cost should also reflect relevant class characteristics as of May 1, 1999. 


3.	TXU Electric’s proposed increase of retail demand and energy allocation factors to compensate for removing wholesale classes and loads inappropriately assigns an excessive amount of cost responsibility for regulatory assets to retail customers.  


4.	TXU Electric appropriately uses the 3-step process required by PURA §39.253(c)-(e) to allocate retail cost responsibility for regulatory assets and stranded costs first to residential customers, then to nonfirm customers, and finally to all remaining customer classes.  


(	Residential customer cost responsibility is determined by allocating 50 percent of retail stranded costs to all classes on the basis of demand allocation factors and 50 percent on the basis of energy factors as required by PURA §39.253(c).  


(	Cost responsibility for nonfirm classes is determined by allocating remaining costs (after the residential allocation) on the basis of 150 percent of each nonfirm class’ demand allocation factor as required by PURA §39.253(d).  


(	Cost responsibility for all remaining classes is determined by allocating remaining costs (after the residential and nonfirm allocations) on the basis of each class’ demand allocation factor as required by PURA §39.253(e), adjusted proportionately to recover 100 percent of the remaining costs.  


5.	TXU Electric determines a composite allocation factor for each rate class from Docket No. 18940 to which regulatory assets are allocated in accordance with PURA §39.253(c)-(e).  Each class’ composite allocation factor equals the class’ allocated share of securitized regulatory assets divided by TXU Electric’s total securitized regulatory assets.  


Q.	what conclusions have you reached regarding txu electric’s proposed mechanism to recover costs related to securitized regulatory assets?  


A.	I have concluded that:  


1.	TXU Electric has proposed Rate RARC (Regulatory Asset Recovery Charge) to recover its securitized regulatory asset costs.  The proposed Rate RARC:  


(	Will apply to seven (7) proposed regulatory asset recovery classes, which are combinations of the Docket No. 18490 rate classes (excluding wholesale classes) to which securitized regulatory asset costs are allocated.  


(	Utilizes a Regulatory Asset Allocation Factor (RAAF) for each regulatory asset recovery class to determine the annual securitized regulatory asset costs—the annual recovery amount—that must be recovered from each class.  The RAAF for each regulatory asset recovery class equals the sum of the composite allocation factors for the Docket No. 18940 rate classes comprising the regulatory asset recovery class.  Class-specific RAAFs will remain fixed as long as TXU Electric is allowed to recover securitized regulatory assets.�  


(	Recovers projected annual securitized regulatory asset costs using a Regulatory Asset Recovery Charge Factor (RARCF) for each regulatory asset recovery class.  Each class-specific RARCF is a kWh charge equal to the sum of the class’ annual recovery amount plus any true-up, divided by projected annual kWh sales during the recovery period to the class.  


2.	TXU Electric’s proposal to set Rate RARC as a kWh charge is reasonable.  However, setting the annual class-specific RARCFs on the basis of projected kWh consumption during the recovery period creates at least three potentially significant problems.  First, using then-current projections of kWh sales with fixed RAAFs determined in this case to set annual RARCFs creates a classic ratemaking mismatch of allocated costs and rates.  Second, TXU Electric’s proposal can produce wide annual variances in Rate RARC charges and intraclass RARCF burdens.  This potential problem is most acute for classes with relatively slow or negative kWh growth rates that cause Rate RARC’s underrecovery to be high.  Third, each new annual kWh forecast will be subject to ongoing disputes regarding the forecast’s accuracy.  


3.	TXU Electric has proposed a reasonable true-up procedure to reflect in going-forward RARCFs the over- and underrecovery of annual securitized regulatory assets from prior periods.  Under this procedure, TXU Electric’s aggregate over- or underrecovery from all regulatory asset recovery classes during a recovery period will be spread across classes on the basis of each class’ RAAF.  That is, a class-specific over- or underrecovery will be spread across all classes and not assigned to that specific class.  


4.	TXU Electric’s proposed Rate RARC does not specify how customers will be assigned to regulatory asset recovery classes while the rate is effective.  As a result, the rate creates customer uncertainty and an incentive for customers to game the system by switching to rate schedules associated with regulatory asset recovery classes that have the lowest Regulatory Asset Allocation Factors.  For example, under TXU Electric’s proposed regulatory asset recovery classes, a firm service, high voltage industrial customer would have an incentive to switch to Noticed Interruptible service since the RAAF for NI service is lower than the RAAF for High Voltage service.  


5.	TXU Electric proposes to allocate any aggregate Rate RARC over- or underrecovery among its regulatory asset recovery classes on the basis of each class’ regulatory asset allocation factor.  While the methodology underlying TXU Electric’s proposed true-up procedure is reasonable, the procedure is deficient since it can produce wide annual variances in Rate RARC charges.  This potential problem is most acute for classes with relatively slow or negative kWh growth that causes significant annual Rate RARC underrecovery.  


6.	TXU Electric has not proposed a time for fixing each customer’s post-competitive assignment to a specific regulatory asset recovery class.  This omission is primarily a potential problem involving customers that switch from firm to noticed interruptible service shortly before January 1, 2002.  Moreover, TXU Electric has not proposed an explicit mechanism to track customers by class after January 1, 2002.  


recommendations


Q.	what are your recommendations regarding txu electric’s proposed allocation of securitized regulatory assets?  


A.	I recommend that the Commission approve TXU Electric’s proposed retail class cost allocation approach subject to the following modifications:  


1.	Require TXU Electric to update all production demand and energy allocation factors based on its Docket No. 18490 modified average and excess demand methodology (including the adopted interruptible class allocations) to reflect a 12-month test period ending April 30, 1999.  


2.	Require TXU Electric to use the updated demand and energy allocation factors to allocate stranded costs, including securitized regulatory assets.  


3.	Reject TXU Electric's proposed increase in retail customer class allocation factors resulting from removing wholesale classes and loads.  


Q.	what are your recommendations regarding txu electric’s proposed mechanism to recover securitized regulatory assets?  


A.	I recommend that the Commission approve TXU Electric’s proposed recovery mechanism subject to the following modifications:  


1.	Require TXU Electric to use weather-adjusted kWh sales data for a test year ending April 30, 1999, to set the annual RARCF for each regulatory asset recovery class.  Fixing test-year kWh sales by regulatory asset recovery class would mitigate the primary problems associated with TXU Electric’s proposal to use then-current kWh forecasts to set annual RARCFs.  Alternatively, require TXU Electric to use the annual kWh forecast shown in the testimony of witness J. Michael Sherburne (Exhibit JMS-9, page 1) to set the annual RARCF for each class.  


2.	Require TXU Electric to modify proposed Rate RARC to specify how an existing or new customer is assigned to a specific regulatory asset recovery class.  I recommend that each:  


(	Existing customer be assigned to a specific regulatory asset recovery class on the basis of the principal rate schedule under which most of the customer’s load was served as of May 1, 1999 (or another fixed date set by the Commission).  


(	New customer served after May 1, 1999 (or another fixed date set by the Commission) be assigned to a specific regulatory asset recovery class on the basis of the principal rate schedule under which most of the customer’s load would have been served as of May 1, 1999.  


A modified Rate RARC that reflects my recommended revisions (excluding the development of revised allocation factors to set RARCFs) is shown at Exhibit DWG-1.  


allocating securitized regulatory assets


txu electric’s proposal


Q.	does pura specify how a utility must allocate stranded costs—including securitized regulatory assets—among its retail customer classes?  


A.	Yes.  PURA §39.253 details how stranded costs—including securitized regulatory assets—should be allocated.  


Q.	please describe how txu electric proposes to allocate securitized regulatory assets among its retail customers.  


A.	TXU Electric has proposed the following approach to allocate securitized regulatory asset costs and related expenses to retail customer classes.  In this approach, TXU Electric:  


(	Develops production demand allocation factors for each customer class—including wholesale classes.  


(	Develops energy allocation factors for each customer class—including wholesale classes.  


(	Adjusts initial demand and energy allocation factors to exclude wholesale classes and loads.  


(	Allocates securitized regulatory asset costs in a 3-step process—first to residential customers, then to nonfirm customers, and finally to remaining customers.  


(	Determines a composite allocation factor for each class equal to the class’ allocation of securitized regulatory asset costs divided by the total cost of securitized regulatory assets.  


Q.	what is the basis for txu electric’s proposed production demand allocation factors?  


A.	TXU Electric’s proposed demand factors are based on the methodology (modified average and excess noncoincident peak) used to allocate production-related regulatory assets in its most recent base rate case (Docket No. 18490) as required by PURA §39.253(c).  The demand factors reflect demands for the test year ending June 30, 1997.  


Q.	Prior to Docket No. 18490, were Instantaneous Interruptible and Noticed Interruptible customers allocated demand-related production costs using a cost-of-service allocation methodology?  


A.	No.  Because interruptible loads do not cause demand-related production costs, interruptible customers were not directly allocated such costs in cases prior to Docket No. 18490.�  However, on the basis of a settlement agreement to which Nucor was a party in Docket No. 18490, demand-related production cost allocation factors were imputed for interruptible customer classes to reflect the lower quality of interruptible service.  These modified allocation factors are reflected in TXU Electric’s proposal.  (Absent this action in Docket No. 18490, interruptible customers would not be allocated any of TXU Electric’s securitized regulatory assets.)  


Q.	what is the basis for txu electric’s proposed energy allocation factors?  


A.	Energy allocation factors are based on weather-adjusted class kWh sales for the 12 months ending April 30, 1999, as implicitly required by PURA §39.253(g).  PURA §39.253(g) states that “[t]he energy consumption of the customer classes used in Subsections (a)(2) and (c) shall be based on the relevant class characteristics as of May 1, 1999, adjusted for normal weather conditions.”  (emphasis added)  I have no opinion regarding the correctness or reasonableness of TXU Electric’s proposed kWh weather adjustments.  


Q.	does txu electric’s proposed allocation process generally meet pura’s requirements?  


A.	Yes.  TXU Electric appropriately uses a 3-step process required by PURA §39.253(c)-(e) to allocate retail regulatory asset costs first to residential customers, then to nonfirm customers, and finally to all remaining customer classes.  


(	Residential customer cost responsibility is determined by allocating 50 percent of retail costs to all classes on the basis of demand allocation factors and 50 percent on the basis of energy factors as required by PURA §39.253(c).  


(	Cost responsibility for nonfirm classes is determined by allocating remaining stranded costs on the basis of 150 percent of each nonfirm class’ demand allocation factor as required by PURA §39.253(d).  


(	Cost responsibility for all remaining classes is determined by allocating remaining costs on the basis of each class’ demand allocation factor as required by PURA §39.253(e), proportionately adjusted to ensure full cost recovery.  


Q.	does pura’s required 3-step allocation process result in class cost allocations that conform to traditional cost-of-service results?  


A.	No.  In a traditional cost-of-service allocation, specific functional costs are allocated on the basis of functional allocation factors derived from measured or observable test-year data by customer class—for example, test-year demands used to allocate demand-related production costs.  In contrast, under the process specified in PURA §39.253(c)-(e):  


(	Costs are allocated to major customer groups using blended demand and energy factors (residential customers), artificially inflated demand factors (nonfirm customers), or actual functional demand factors (all other customer classes).  Because of these adjustments to demand factors for residential and nonfirm customers, the percentage of securitized regulatory assets allocated to each class will never match (except by chance) the percentage of production demand-related regulatory assets that would be allocated to each class in a traditional cost-of-service study.  


(	Costs are allocated using three steps instead of simultaneously allocating all costs in a specific functional category.  This multistep process ensures that allocated securitized regulatory assets will not match similar cost allocations in a traditional cost-of-service study.�  


Q.	can the allocation results from pura’s 3-step process be summarized in a single factor?  


A.	Yes.  TXU Electric determines a composite allocation factor for each rate class from Docket No. 18940 to which regulatory assets are allocated in accordance with PURA §39.253(c)-(e).  Each class’ composite allocation factor equals the class’ allocated share of securitized regulatory assets divided by TXU Electric’s total securitized regulatory assets.  Because of differences between PURA’s 3-step allocation process and traditional cost-of-service allocations, the composite allocation factor for most rate classes has no direct and corresponding relationship to each class’ production demand allocation factor based on TXU Electric’s Docket No. 18490 modified average and excess noncoincident peak allocation methodology.  


Q.	do you agree with each element of txu electric’s proposed allocation procedures?  


A.	No.  Two elements of TXU Electric’s proposal are problematic.  


(	Use of data from different test years to develop demand and energy allocation factors.  


(	Adjustment of retail demand and energy allocation factors to reflect the exclusion of wholesale classes and loads.  


allocation factors:  need for same test year


Q.	please describe how txu electric used different test years to develop allocation factors.  


A.	TXU Electric used class demand data for a test year ending June 30, 1997, to develop production demand allocation factors.  However, it developed class energy allocation factors using data from a test year ending April 30, 1999.  


Q.	why do you disagree with txu electric’s use of different test years?  


A.	Using different test years to develop demand and energy allocation factors is inconsistent with the implied intent of PURA §39.253(g) and also violates the basic concept of setting rates to reflect costs, demands, and kWh consumption for the same test year.  In developing energy allocation factors, PURA §39.253(g) explicitly requires that such factors reflect relevant class characteristics as of May 1, 1999.  Because TXU Electric’s average and excess demand allocation methodology reflects both demand and energy components by customer class,� demand factors used to allocate stranded cost should also reflect relevant class characteristics as of May 1, 1999.  


Q.	should production demand and energy allocation factors used to allocate securitized regulatory assets reflect the same test year?  


A.	Yes.  As a result, TXU Electric should be required to update its production demand allocation factors to reflect a test year ending April 30, 1999, the same test year used to develop energy allocation factors.  Moreover, the updated demand factors should be used to allocate securitized regulatory assets.  


Q.	has txu electic developed demand allocation factors to reflect a test year ending april 30, 1999?  


A.	No.�  In addition, when asked to explain why it did not use the same test year to develop both demand and energy allocation factors, TXU Electric responded:�  


TXU Electric chose not to modify its A&E-NCP factors because those factors have been approved by the PUC for the purpose of stranded costs allocation.  TXU Electric’s load growth has been steady over the last 2 years (June ’97 to June ’99) and the effect of the growth on the calculation of the  A&E-NCP factors would be minimal.  


Q.	would txu electric’s proposed demand allocation factors be more acceptable if it demonstrates that the effect of recent load growth on the factors is minimal?  


A.	Yes.  


Allocation Factors:  wholesale class adjustment


Q.	please describe txu electric’s proposed allocation factor adjustment to exclude wholesale classes and loads.  


A.	TXU Electric proportionately increased each retail production demand allocation factor from Docket No. 18490 and weather-normalized energy allocation factor for the test year ending April 30, 1999, to reflect eliminating wholesale classes and loads for the cost allocation process.  


Q.	what is the result of txu electric’s proposed wholesale class adjustment?  


A.	TXU Electric’s proposed adjustment inappropriately assigns an excessive amount of stranded cost (regulatory assets) to retail customers.  Specifically, retail customers are inappropriately allocated TXU Electric’s total stranded cost (defined by PURA §39.251(7)) instead of its retail stranded costs (defined by PURA §39.251(6)).  


Q.	should txu electric’s total securitized regulatory assets be allocated to retail customers?  


A.	No.  Only the retail portion of TXU Electric’s securitized regulatory assets should be allocated to retail customers.  The Commission should reject TXU Electric’s proposed wholesale class adjustment, and require the use of allocation factors that are not adjusted to reflect the exclusion of wholesale classes and loads.  These unadjusted factors should be used in PURA’s 3-step allocation process to determine each retail class’ responsibility for TXU Electric’s securitized regulatory assets.  


recovering securitized regulatory assets


txu electric’s proposal


Q.	does pura specify the design or form of rate mechanisms used to recover securitized regulatory assets from retail customers?  


A.	No.  PURA §39.201(i)(1) specifies that a transition charge be used to recover securitized regulatory assets, but PURA does not specify the transition charge’s design or form.  


Q.	what types of recovery mechanisms are available?  


A.	Recovery mechanisms typically include a unit charge whose components and application are specified in a transition rate schedule, plus specified procedures to adjust (that is, true-up) the rate for over- or underrecovery of stranded costs in prior recovery periods.  The unit charge could be a customer charge applied on a one-time, annual, or monthly basis.  A more practical charge for retail customers is a charge applied to monthly billing units—for example, kWh consumption, kW demand, or a combination of kWh consumption and kW demand.  


Q.	what type of recovery mechanism has txu electric proposed?  


A.	TXU Electric has proposed Rate RARC (Regulatory Asset Recovery Charge) to recover its securitized regulatory assets.  The proposed Rate RARC is a cents per kWh transition charge that varies by regulatory asset recovery class.  TXU Electric proposes seven (7) regulatory asset recovery classes formed by combining the Docket No. 18490 rate classes (excluding wholesale classes) to which securitized regulatory assets are allocated.  


Q.	under proposed rate rarc, how is each regulatory asset recovery class’ annual assignment of securitized regulatory asset costs determined?  


A.	TXU Electric’s proposed Rate RARC utilizes a Regulatory Asset Allocation Factor (RAAF) for each regulatory asset recovery class to determine the annual securitized regulatory asset costs—the annual recovery amount—that must be recovered from each class.  The composite allocation factors for the Docket No. 18940 rate classes comprising each regulatory asset recovery class are added together to determine each class’ RAAF.  A class’ annual recovery amount simply equals the class’ RAAF times the retail total securitized regulatory asset costs to be recovered in the annual period.  


Q.	will a regulatory asset recovery class’ raaf change over time?  


A.	No.  Class-specific RAAFs set on the basis of decisions made in this case will remain fixed as long as TXU Electric is allowed to recover securitized regulatory assets.  


Q.	how does txu electric propose to structure the transition charge for securitized regulatory assets?  


A.	The proposed Rate RARC recovers projected annual securitized regulatory asset costs using a Regulatory Asset Recovery Charge Factor (RARCF) for each regulatory asset recovery class.  A class’ RARCF equals the sum of the class’ annual recovery amount plus any true-up, divided by projected annual kWh sales during the recovery period to the class.  Each class-specific RARCF—a simple kWh charge—is applicable to the monthly kWh consumption of each class member.  


annual true-up


Q.	please describe the proposed true-up procedures under txu electric’s proposed rate rarc.  


A.	TXU Electric’s has proposed a reasonable true-up procedure to reflect in going-forward RARCFs the over- and underrecovery of annual securitized regulatory assets from prior periods.  Under this procedure, TXU Electric’s aggregate over- or underrecovery from all regulatory asset recovery classes during a recovery period will be spread across classes on the basis of each class’ RAAF.  That is, a class-specific over- or underrecovery will be spread across all classes and not assigned to that specific class.  


Q.	why should annual over- or underrecoveries be spread across all regulatory asset recovery classes?  


A.	TXU Electric claims that its proposed true-up procedures lowers the risk of not recovering its stranded costs (including regulatory assets), resulting in “a lower overall transition bond cost.”�  In addition to this benefit, allocating aggregate Rate RARC over- and underrecovery among regulatory asset recovery classes on the basis of each class’ RAAF:  


(	Provides a more direct linkage between stranded cost recovery and PURA’s 3-step allocation process.  This process fixes the percentage of regulatory assets allocated to each regulatory asset recovery class during each recovery period—not the total amount of regulatory assets that must be recovered from each class.�  


(	Mitigates adverse class-specific impacts of underrecovery caused by kWh forecast error or other factors beyond a class’ control.  


(	Mitigates adverse or “unfair” intraclass impacts for multi-rate regulatory asset recovery classes.  For example, the proposed General Service Secondary class is comprised of small general service and municipal rate schedule customers served at secondary distribution voltages.  The production demand allocation factor for small general service customers is more that 12 times the factor for municipal customers.�  Small general service customers will be primarily responsible for any significant over- or underrecovery for this regulatory asset recovery class.  As a result, whether secondary municipal customers undeservedly share the benefits (or higher costs) of RARCF overrecovery (or underrecovery) depends not on their kWh consumption, but rather on the kWh consumption of general service customers over whom municipal customers have no control.  


fix kwh used to set rarcf


Q.	what potential problems are created by using then-current kwh forecasts to set each class’ annual rarcf for the next recovery period?  


A.	Although TXU Electric’s proposal to set Rate RARC as a kWh charge is reasonable, setting the annual class-specific RARCFs on the basis of then-current projected kWh consumption for the next recovery period creates at least three potentially significant problems.  


1.	Using then-current projections of kWh sales (for example, 2003 projections of 2004 kWh sales) with fixed RAAFs determined in this case (1999) to set annual RARCFs creates a classic ratemaking mismatch of allocated costs and rates—thereby violating a fundamental ratemaking principle.  


2.	TXU Electric’s proposal can produce wide annual variances in Rate RARC charges and unacceptable intraclass RARCF burdens.  This potential problem is most acute for classes with relatively slow or even negative kWh growth rates that can cause Rate RARC’s underrecovery to be large.  Moreover, using annually updated forecasts means that not only retail customers, but also competitive suppliers will face uncertainty regarding the next recovery period’s RARCF.  Such uncertainty will impede competition by making price-to-beat comparisons difficult.  


3.	Each new annual kWh forecast will be subject to ongoing disputes regarding the forecast’s accuracy.  In addition, using new annual kWh forecasts increases TXU Electric’s ability to influence potential interclass cost shifts.  


Q.	can these problems be mitigated?  


A.	Yes.  Fixing test-year kWh sales by regulatory asset recovery class would mitigate the primary problems associated with TXU Electric’s proposal to use then-current kWh forecasts to set annual RARCFs.  I recommend requiring TXU Electric to use weather-adjusted kWh sales data for a test year ending April 30, 1999, to set the annual RARCF for each regulatory asset recovery class.  Alternatively, the Commission should require TXU Electric to use the annual kWh forecast shown in the testimony of witness J. Michael Sherburne (Exhibit JMS-9, page 1) to set the annual RARCF for each class.  


Q.	how would fixing test-year kwh used to derive annual transition charges mitigate the problems created by txu electric’s proposal?  


A.	Using April 30, 1999, test-year kWh sales to develop class RAAFs and set annual RARCFs:  


(	Creates a match between allocated regulatory asset costs and annual transition charges by regulatory asset class consistent with the Commission’s prior policy of using same-year data to allocate costs and set rates.  


(	Lessens the possibility of wide fluctuations in annual RARCFs caused by significant variances in actual and forecast kWh sales.  In addition, fixing kWh sales provides customers greater planning certainty regarding going-forward RARCFs, mitigates potential negative impacts on emerging competitive markets, and reduces the potential for unacceptable intraclass RARCF burdens in classes with slow or negative kWh growth.  


(	Eliminates not only future disputes regarding kWh sales forecasts, but also the risk of arbitrary and unfair interclass cost shifts.  


Q.	would fixing test-year kwh cause rate rarc to overrecover annual securitized regulatory asset costs?  


A.	Yes.  Annual overrecovery would likely occur, although it would be reflected in the annual true-up (thereby reducing going-forward RARCFs).  Alternatively, the overrecovery could be used to retire the transition bonds (or other stranded costs) early.  


Q.	if the commission decides that annual overrecovery with true-up is unacceptable, is there another option to address the problems you cited?  


A.	Yes.  As I mentioned earlier, the Commission could use the kWh forecast shown in the testimony of witness J. Michael Sherburne (Exhibit JMS-9, page 1) to set the annual RARCF for each class.  During this case, parties will have an opportunity to test and challenge the reasonableness of this forecast.  The forecast annual kWh estimates embodied in annual forecast could then be used as the denominator (that is, K) in the formula to determine each class’ annual RARCF.  Although using this forecast does not address the mismatch of rates and costs, it would alleviate the other problems I cited.  


customer assignment to regulatory asset class


Q.	does txu electric’s proposed rate rarc specify how customers will be assigned to regulatory asset classes while the rate is effective?  


A.	No.  The proposed rate provides no details for assigning customers to regulatory asset classes other than implying that service under a particular existing retail rate schedule determines the class to which a customer is assigned.  Moreover, TXU Electric has not proposed a time for fixing each customer’s post-competitive assignment to a specific regulatory asset recovery class.  In addition, proposed Rate RARC has no explicit mechanism to track customers by class after January 1, 2002.  


Q.	do these omissions create a potential problem?  


A.	Yes.  Because the rate does not effectively address the customer assignment issue, it creates customer uncertainty and planning risk, as well as an incentive for customers to game the system by switching to rate schedules associated with regulatory asset recovery classes that have the lowest Regulatory Asset Allocation Factors.  For example, under TXU Electric’s proposed regulatory asset recovery classes, a firm service, high voltage industrial customer has an incentive to switch to Noticed Interruptible service since the RAAF for NI service is lower than the RAAF for High Voltage service.  Such gaming could cause potential cost recovery problems and impose unfair cost-recovery burdens on other customers.  


Q.	how should proposed rate rarc be modified to address the customer assignment issue?  


A.	I recommend that the Commission require TXU Electric to modify proposed Rate RARC to specify that each:  


(	Existing customer will be assigned to a specific regulatory asset recovery class on the basis of the principal rate schedule under which most of the customer’s load was served as of May 1, 1999 (or another fixed date set by the Commission).  


(	New customer served after May 1, 1999 (or another fixed date set by the Commission) will be assigned to a specific regulatory asset recovery class on the basis of the principal rate schedule under which most of the customer’s load would have been served as of May 1, 1999.  


I have prepared a modified Rate RARC (see Exhibit DWG-1) that reflects my recommended revisions except the recommended recalculation of class RAAFs.  (Note that the RAAFs shown in Exhibit DWG-1 are taken from Exhibit JMS-7, and are used for illustrative purposes only.)   


Q.	does this complete your direct testimony?  


A.	Yes.  
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3.4.22.___ Rate RARC - Regulatory Asset Recovery Charge


Application


Applicable, pursuant to Subchapter G, of Chapter 39 of the Utilities Code, to all existing or future retail customers, including the facilities, premises, and loads of those retail customers, within the Company’s geographical certificated service area as it existed on May 1, 1999.  


Beginning on the first billing cycle after the issuance of transition bonds issued to recover the Company’s regulatory assets and other qualified costs and continuing until the date customer choice begins in the power region in which the Company is located, there is recorded in a separate account, for that purpose, an amount equal to the amount collected by the application of this rate to be used to repay the principal and interest and ongoing fees and expenses on the transition bonds.  After customer choice begins in the power region in which the Company is located, the amount calculated pursuant to this rate will be billed to retail electric providers based on individual retail customer consumption.  


Method of Calculation


(a)	For all retail customers on all retail rate schedules.  


	The regulatory asset recovery charge is calculated by the application of a Regulatory Asset Recovery Charge Factor, determined in accordance with the following formula:  


Regulatory Asset Recovery Charge Factor (RARCF) = (C+A)/K, where:  


TC=	Total Recovery Amount corresponding to the length of the Recovery Period is an amount necessary to recover the retail portion of the principal and interest and ongoing fees and expenses associated with the bonds, debentures, notes, certificates of participation or of beneficial interest, or other evidence of indebtedness or ownership that are issued by the Company, its successors, or an assignee under a Public Utility Commission of Texas approved financing order.  


C =	Recovery Amount for each regulatory asset recovery class:  where,�C = TC x RAAF.


TA=	True-up Amount is any difference between the expected Total Recovery Amount (TC) and the actual Recovery Amount (TC) collected during all but the last month of the Recovery Period plus an estimate of the Recovery Amount for the last month of the Recovery Period calculated by multiplying the current RARCF by the most recent projected kWh sales for that month.  


A =	True-up Amount for each regulatory asset recovery class as contained in a notification filed with the Commission under Section 39.003 of the Utilities Code, subject to Commission review for mathematical errors within 15 days of filing:  where,  


	A = TA x RAAF


K =	The Company’s normalized weather-adjusted kWh sales by regulatory asset recovery class for the 12 months ending April 30, 1999.  


For the purpose of this formula, Recovery Period means, pursuant to Utilities Code 39.307, a period not to exceed 12 months.  


(b)	Regulatory Asset Allocation Factor (RAAF) for each regulatory asset recovery class is as follows:  


Regulatory Asset		Regulatory Asset�Recovery Class	Rate Schedule	Allocation Factor


Residential Service	R, RKU, RTU, RTU1, RTU1-M, RRE	0.412703��General Service Secondary	GS, S-Sec, GSR, MS, MP-Sec, GTU-Sec,	0.463115�	GTU-M-Sec, RTP-Sec, GC-Sec, and all�	riders excluding interruptible��General Service Primary	GP, S-Pri, GPR, MS-Pri, MP-Pri, GTU-Pri,	0.061064�	GTU-M-Pri, RTP-Pri, GC=Pri, and all riders�	excluding interruptible��High Voltage Service	HV, S-Tran, HVR, GTU-Tran, GTU-M-Tran,	0.028859�	RTP-Tran, GC-Tran, and all riders excluding�	interruptible��Lighting Service	OL, SL, SL-Pri	0.007078��Instantaneous Interruptible	GSI, GPI, HVI, SSI, SPI, STI, GSRTPI1,	0.010906�	GSRTPIM, GSRTPID, GPRTPI1, GPRTPIM, �	GPRTPID, HVRI, HVRTPIM, HVRTPID, and�	applicable riders��Noticed Interruptible	GSNI, GSNB, GPNI, GPNB, HVNI, HVNB,	0.016275�	GTUC-Sec, GTUC-Pri, GTUC-Tran, �	GTUC-M-Sec, GTUC-M-Pri, GTUC-M-Tran,�	GSRTPNI, GPRTPNI, HVRTPNI, and�	applicable riders


Should any of the Regulatory Asset Recovery Classes cease to have any customers, the Regulatory Asset Allocation Factor will be adjusted proportionately such that the total RAAF equals 1.000.  


(c)	The Regulatory Asset Recovery Amount for each customer is determined by multiplying the applicable Regulatory Asset Recovery Charge Factor (RARCF) by the customer’s kWh usage in the billing month.  The Regulatory Asset Recovery Amount for each customer is determined to the nearest whole cent.  


(d)	Each customer receiving service on or before May 1, 1999, will be assigned to a specific regulatory asset recovery class on the basis of the principal rate schedule under which most of the customer’s load was served as of May 1, 1999.  


(e)	Each customer initiating service after May 1, 1999 will be assigned to a specific regulatory asset recovery class on the basis of the principal rate schedule under which most of the customer’s load would have been served as of May 1, 1999.  


Method of Calculation


This rate is subject to the orders of regulatory bodies having jurisdiction and to the provisions of Company’s Tariff for Electric Service.  
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� Copies of selected TXU Electric responses to relevant data requests are included in an appendix to my direct testimony.  


� Prior to Docket No. 18490, the Instantaneous Interruptible (II) and Noticed Interruptible (NI) customer classes were not allocated costs using a cost of service allocation methodology.  On the basis of a settlement agreement to which Nucor was a party in Docket No. 18490, the production demand allocation factor for each interruptible class was imputed.  These modified allocation factors are reflected in TXU Electric’s proposal.  


� See TXU Electric’s response to Nucor RFI 1-28(b).  


� PURA §39.253(g) states that “[t]he energy consumption of the customer classes used in Subsections (a)(2) and (c) shall be based on the relevant class characteristics as of May 1, 1999, adjusted for normal weather conditions.”  I have no opinion regarding the correctness or reasonableness of TXU Electric’s proposed kWh weather adjustments.  


� See TXU Electric’s response to Nucor RFI 1-26.  With respect to developing energy allocation factors, “TXU Electric believes that a prudent interpretation of the language in Utilities Code Section 39.253(g) requires the use of a test year approach.”  


� See TXU Electric’s response to Nucor RFI 1-28(a).  


� Under TXU Electric’s proposed Rate RARC, class RAAFs may be adjusted so that their sum is unity if one of the regulatory asset recovery classes ceases to have any customers.  


� Discounted demand charges included in interruptible rates reflected a contribution to fixed costs—including demand-related production costs—by interruptible customers.  


� While the 3-step process does not produce results matching those from a standard cost-of-service  allocation, variances in the results of the two approaches should be within a reasonable range (for example, 10- to 15-percent differentials).  Significantly large differentials (for example, exceeding 50 percent) would be unreasonable, and in my opinion, violate prudent and reasonable regulatory policy.  


� See TXU Electric’s response to Nucor RFI 1-28(a).  


� See TXU Electric’s responses to ORA (GC) RFI 2 HB-12 and TRA 2-3.  


� See TXU Electric’s response to Nucor RFI 1-28(e).  


� See J. Michael Sherburne, direct testimony, page 14, lines 19-20.  


� As I noted earlier, PURA’s 3-step allocation process does not create an exact matching of traditional cost-of-service allocation and stranded cost recovery.  


� See J. Michael Sherburne, direct testimony, Exhibit JMS-3, page 3.  
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