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�I.	QUALIFICATIONS

Q.	PLEASE STATE YOUR NAME, OCCUPATION, AND PLACE OF BUSINESS.

A.	My name is Patrick L. Bridges.  I am employed as Treasurer of both TNP Enterprises, Inc. (TNP) and Texas-New Mexico Power Company (TNMP).

Q.	PLEASE DESCRIBE YOUR RESPONSIBILITIES AS TREASURER.

A.	My current responsibilities include management of all of TNP’s and TNMP’s treasury functions which include cash management, investor relations, risk management, budgeting and business planning, financial forecasting, taxes, and banking relations.  I report to the Chief Financial Officer (CFO) and assist the CFO in planning and providing for both TNP’s and TNMP’s external financing needs.

Q.	WHAT PERCENTAGE OF YOUR TIME IS NORMALLY SPENT PERFORMING YOUR FUNCTIONS RELATED TO TNP VERSUS TNMP?

A.	Typically, I spend about 20% of my time on TNP activities and 80% of my time on TNMP activities.

Q.	PLEASE DESCRIBE YOUR EDUCATIONAL BACKGROUND AND PROFESSIONAL EXPERIENCE.

A.	I received a Bachelor of Business Administration degree Cum Laude from West Texas State University in 1982 with a double major in finance and economics.  I also received a Master of Business Administration degree Magna Cum Laude from the same institution in 1985.

Upon receiving my B.B.A. in 1982, I began employment with Southwestern Public Service Company (SPS) of Amarillo, Texas in the Rates and Economic Research Department.  My primary responsibilities with SPS included cost of service studies, rate design, cost of capital determination, and numerous other projects of a financial and ratemaking nature.

In 1988, I left SPS and began employment with Energy Management Associates, Inc. (EMA) of Atlanta, Georgia as a Senior Consultant and client service representative in the PROSCREEN II product group.  EMA (now a division of Electronic Data Systems) is a software development and consulting firm specializing in the regulated utility industry.  My responsibilities at EMA included training utility analysts in the use of EMA’s proprietary software and consulting with various utility clients throughout the United States and Canada in the area of long-range financial planning.

In June of 1990,  I left EMA and began employment with TNMP as Manager - Forecast Projects with responsibility for the Company’s financial forecasting.  I was promoted to Manager - Forecasting in February of 1991, Manager - Revenue Accounting in March of 1993, Assistant Treasurer in April of 1993, Director of Finance and Assistant Treasurer in November of 1994. I assumed my current position as Treasurer of TNP and TNMP in September of 1995.

Q.	DO YOU HOLD ANY PROFESSIONAL CERTIFICATIONS?

A.	Yes, I do.  I am both a Chartered Financial Analyst (CFA) and a Certified Public Accountant (CPA).

Q.	ARE YOU A MEMBER OF ANY PROFESSIONAL ORGANIZATIONS?

A.	Yes, I am a member of the Association of Investment Management and Research (AIMR), the Dallas Association of Investment Analysts (DAIA), the National Association of Corporate Treasurers (NACT), the American Institute of Certified Public Accountants (AICPA), and the Texas Society of Certified Public Accountants (TSCPA).

Q.	HAVE YOU PREVIOUSLY PRESENTED TESTIMONY BEFORE ANY REGULATORY COMMISSION?

A.	Yes, I filed testimony before the Public Utility Commission of Texas (PUC or Commission) on behalf of TNMP in Docket No. 12900, TNMP’s most recent rate case and in Docket No. 15560, TNMP’s request for approval of its Community ChoiceSM proposal.  I have also presented testimony on behalf of TNMP before the New Mexico Public Utility Commission in Case Nos. 2531, 2654, 2712, and 2718.  In addition, while employed by SPS, I filed testimony before the state utility commissions of Texas, New Mexico, Oklahoma, and Kansas.

Q.	WERE YOUR TESTIMONY AND EXHIBITS PREPARED BY YOU OR UNDER YOUR SUPERVISION?

A.	Yes, they were.

II.	PURPOSE OF TESTIMONY

Q.	WHAT IS THE PURPOSE OF YOUR TESTIMONY IN THIS CASE?

A.	In this testimony I will discuss:

TNMP’s requested capital structure and cost of capital;

TNMP’s and TNP’s financial integrity; and

The weather adjustment used to determine adjusted test year kWh sales.

Q.	ARE YOU SPONSORING ANY SCHEDULES IN THIS FILING?

A.	Yes, I am sponsoring those schedules next to which the initials “PLB” appear in the Table of Contents.

III.	COST OF CAPITAL

Q.	WHAT COST OF CAPITAL IS TNMP REQUESTING IN THIS PROCEEDING?

A.	TNMP is requesting an overall cost of capital of 11.29% comprised of the following components:



Component�

Amount�

Percent�Component

        Cost�Weighted

         Cost

��Long-Term Debt�$ 364,428,786�44.94%�11.61%�5.22%��Notes Payable�155,800,000�19.21%�9.34%�1.79%��Total Debt�520,228,786�64.15%�10.93%�7.01%��Preferred Stock�3,203,615�0.40%�4.77%�0.02%��Common Equity�287,548,043�35.46%�12.00%�4.25%��Total�$ 810,980,444�100.00%��11.29%��	See Schedule K-1.

Q.	WHAT CAPITAL STRUCTURE HAVE YOU USED TO DETERMINE THIS OVERALL COST OF CAPITAL?

A.	I utilized TNMP’s actual capital structure as of December 31, 1996, with several adjustments for known and measurable changes.

Q.	PLEASE DESCRIBE THE ADJUSTMENTS MADE TO TNMP’S TEST YEAR CAPITAL STRUCTURE.

A.	The first adjustment made to TNMP’s test year capital structure reflects the actual retirement on January 15, 1997 of $100.8 million of 11.25% coupon, Series T first mortgage bonds with proceeds from TNMP’s bank facilities.  The impact of this adjustment was to replace $98,130,472 of debt (par value of $100.8 million less related issuance cost) that carried a cost of 12.01% with $100.8 million of bank debt at an incremental cost of 6.9924% as shown below:



�

$�

Source��

Series T Bonds�

�

��

    Original Net Proceeds�

$126,557,156

�

Sch. K-3, P. 1, L. 2 ��

    Original Par Value�$130,000,000

�

Sch. K-3, P. 1, L. 2 ��

    Net Proceeds as % of Par�

97.35%

�

Sch. K-3, P. 1, L. 2 ��

    Par Value - 12/31/96�

$100,800,000

�

Sch. K-3, P. 2, L. 2 ��

    Net Proceeds - 12/31/96�

$ 98,130,472

�

��

    Interest Rate�

12.01%

�

Sch. K-3, P. 1, L. 2 ��

Bank Debt�

�

��

    Borrowings - January 1997�

$100,800,000

�

Sch. K-4, P. 2, L. 2 & 4��

    Interest Rate�

6.9924%�

Sch. K-4, P. 2, L. 17��  	This reduced TNMP’s overall cost of debt from 11.93% to 10.93%, as follows:



�

$�

Cost�

Weighted Cost��

Actual Test Year End�

�

�

��

    Long-Term Debt�

$ 364,428,786�

11.61%�

��

    Series T�

98,130,472�

12.01%�

��

    Bank Debt�

     55,000,000�

13.95%�

��

    Total�

$ 517,559,258�

�

11.93%��

Adjusted�

�

�

��

    Long-Term Debt�

$ 364,428,786�

11.61%�

��

    Bank Debt�

   155,800,000�

9.34%�

��

    Total�

$ 520,228,786�

�

10.93%��

The second adjustment made to TNMP’s test year-ending capital structure reflects the annual sinking fund redemption of $100,000 of Series M first mortgage bonds.  This redemption is required in August of every year.  Net of issuance cost, this reduced TNMP’s debt by $97,782 with a cost of 8.93%. 

The last adjustment made to TNMP’s capital structure reflects the annual redemption requirement of TNMP’s Series B and C preferred stock.  This redemption is required in September of every year.  This adjustment reduced TNMP’s preferred stock by $118,666 with a cost of 4.73% and by $59,315 with a cost of 4.84%.

Q.	HOW DID YOU DETERMINE THE COSTS FOR EACH COMPONENT OF TNMP’S CAPITAL STRUCTURE?

A.	The cost of long-term debt, notes payable, and preferred stock are the actual embedded cost of each source of capital.  The cost of equity was determined by TNMP Witness Samuel Hadaway and is discussed in his testimony.

Q.	PLEASE DISCUSS TNMP’S COST OF LONG-TERM DEBT.

A.	TNMP’s cost of long-term debt is shown in Schedule K-3.  I analyzed each issue of TNMP’s long-term debt individually, including the original net proceeds upon issuance, the coupon rate, any sinking fund requirements, and the final maturity date.  

A cost of money was calculated by determining a discount rate for each issue.  The discount rate when applied to the annual interest and principal payments over the life of the issue results in a discounted value of the future payment obligations which is equal to the original net proceeds.  The discount rate is, in effect, the yield to maturity of each issue.  

A weighted average cost of long-term debt was then calculated by applying the cost of money for each issue to the book value of each issue (outstanding amount less any unamortized issuance cost). This calculation resulted in a weighted average cost of long-term debt of 11.61%.

Q.	PLEASE DISCUSS TNMP’S NOTES PAYABLE.

A.	The notes payable relate to borrowings under two different bank facilities.  Information for these facilities is summarized in the following table:

Agent Bank�Chase�FNB  of Chicago��Total Commitment�$150 million�$100 million��Number of Banks�9�6��Inception Date�November 1995�September 1996��Maturity Date�November 2000�September 2001��LIBOR Margin�1.625%�1.45%��Undrawn Fee�0.375%�0.375%��Annual Agency Fee�$25,000�$22,500��Outstanding - 12/31/96�$ 0�$ 55 million��Outstanding - 1/15/97�$ 55.8 million�$ 100 million������See Schedule K-4, Pages 1-2.

Q.	HOW DOES TNMP USE THESE BANK FACILITIES?

A.	TNMP uses these bank facilities for two primary reasons.  The first is to provide a source of working capital.  TNMP’s cash needs are very seasonal - TNMP typically generates excess cash during the high kWh-usage summer months and requires cash during the low kWh-usage winter months.  TNMP, therefore, borrows from the bank facilities during the winter and repays the loans during the summer.  Although TNMP’s cash needs are seasonal, over the long-term, TNMP has been reducing its outstanding borrowings each year by approximately $40 - $45 million.

In addition to providing for TNMP’s working capital needs, the two bank facilities also serve as bridge financing until TNMP’s bonds achieve an investment grade bond rating.  TNMP’s bonds currently are rated below investment grade, as follows:



Rating Agency�

Rating�

Outlook�

Last Change��

Standard & Poor’s�

BB+�

Positive�

May ‘97��

Moody’s�

Ba2�

Stable�

Oct ‘96��

Duff & Phelp’s�

BB�

�

Sep ‘91��

An issuance of long-term public debt for a non-investment grade company is very expensive.  Investors require a higher interest rate in order to compensate for their perception of higher risk.  The bank market, on the other hand, does not extract as high of a premium for a non-investment grade credit as does the public market.  Therefore, TNMP is currently using borrowings under these two bank facilities to retire other outstanding public debt as the debt either matures (as in the case of Series T) or when the debt is called (as in the case of Series L, R and S).  Using bank borrowings for this purpose reduces TNMP’s overall cost of capital which reduces the cost of service to customers.

Q.	HOW ARE THE INTEREST RATES FOR THE TWO BANK FACILITIES DETERMINED?

A.	The interest rates for both facilities are based on the London Interbank Offered Rate (LIBOR) plus a contractual margin.  When TNMP borrows from the bank facilities, TNMP specifies the duration of the borrowing (30, 60, 90, or 180 days).  The LIBOR then is fixed for the duration of that particular borrowing.  At the end of each borrowing, TNMP either may repay the borrowing or may roll it over for an additional 30, 60, 90, or 180 day period at the LIBOR current at that time.  LIBOR can change on a daily basis, but TNMP’s borrowings are fixed for the duration of each particular loan.

Q.	HOW DID YOU DETERMINE THE COST OF NOTES PAYABLE?

A.	The cost of notes payable consists of several components:  the underlying LIBOR, the applicable margin, the amortization of issuance costs, commitment fees, agency fees, and the amortization of loss on reacquired debt.  The sum of these is 9.3405%, as shown on Schedule K-4, Page 2, Line 18.

Q.	PLEASE DESCRIBE THESE COMPONENTS IN MORE DETAIL.

A.	As mentioned above, the first component of notes payable, the underlying LIBOR, can change on a daily basis.  Therefore, I have used the average daily 30-day LIBOR for the test year.  This average was 5.4301% for the test year (Schedule K-4, Page 2, Line 15) and the calculation can be found on WP/K-4, Page 1.

The second component of notes payable, the margin to be added to LIBOR, is set in each bank agreement and currently is 1.45% for the First National Bank of Chicago facility and 1.625% for the Chase facility.  The weighted average of these two (based on the borrowing levels included in my proposed capital structure) is 1.562% as shown on WP/K-4, Page 2.  This margin, when added to LIBOR, constitutes the pure interest cost of borrowings under the bank facilities and is 6.9924%.

In addition to the pure interest cost of borrowing, TNMP incurs other costs on an annual basis related to the bank facilities.  The third component of notes payable, the annual amortization of issuance costs of $674,963, is the amortization over the life of each facility of the up-front fees paid in order to enter into the facility.  Schedule K-4, Page 2, Line 6.  These include fees paid to the banks, legal fees, etc.  In addition, because the Chase facility replaced an older facility which was a carry-over from the project loans used to finance the construction of TNP One, the unamortized cost of these prior loans is also included.

The fourth component of notes payable is the commitment fees paid to each bank group.  Commitment fees are essentially fees paid to the banks on the amount of funds made available to TNMP but not borrowed at any point in time.  These are equal to 0.375% of the average daily unborrowed balance and total $562,291, as shown in Schedule K-4, Page 2, Line 7.

The fifth component of notes payable is the agency fees paid to each agent bank.  These total $47,500 annually, as shown in Schedule K-4, Page 2, Lines 9�10.

The sixth and final component of notes payable is the annual amortization of the loss on reacquired debt.  This results from TNMP paying a premium to exercise its optional call provision to redeem high cost debt.  In 1987, TNMP redeemed its series N, O, P, and Q first mortgage bonds with proceeds from a new issuance of series R bonds.  The redeemed bonds carried interest rates of between 12.6% to 15.25% while the new bonds had a 10.0% interest rate.  TNMP paid a premium of approximately $6.7 million to call these bonds and has been amortizing this premium over the 30 year life of series R.  In late 1996, TNMP called its series R and S bonds with proceeds from the First Chicago bank facility.  In doing so, TNMP paid premiums of $5.4 million.  These premiums are being amortized over the remaining life of the First Chicago bank facility.  Because the premium related to the call of N, O, P, and Q was being amortized over the life of series R; and series R was redeemed with proceeds from First Chicago, I adjusted the annual amortization of the loss on N, O, P, and Q to amortize it over the remaining life of the First Chicago bank facility (i.e., through September 2001).  The total amortization for the loss on reacquired debt would then be $2,373,544.

The four non-interest cost components of notes payable sum to $3,658,298, and when divided by the $155,800,000 outstanding amount result in an adder of 2.3481% to the pure interest cost, resulting in a total cost of 9.3405%. This is TNMP’s cost of notes payable.  All of these calculations are shown in Schedule K-4, Page 2.

Q.	WHY DID TNMP RETIRE THE SERIES L, N, O, P, Q, R, AND S FIRST MORTGAGE BONDS PRIOR TO THEIR MATURITY DATE AND PAY CALL PREMIUMS?

A.	Although calling the bonds required the payment of a premium, the interest savings from refinancing at lower interest rates more than offset the cost of the premium.  Even including amortization of the premiums, TNMP’s overall cost of debt was reduced by the decision to call these mortgage bonds.

Q.	PLEASE DISCUSS THE COST OF PREFERRED STOCK.

A.	The cost of preferred stock was calculated in an identical manner as was long-term debt.  Each series of preferred stock was analyzed, including its original net proceeds and the annual interest and sinking fund requirements, to determine the rate that discounted the future payment obligations equal to the original net proceeds.  This cost for each series was then weighted by the outstanding amount (less unamortized issuance cost) to determine a weighted cost of preferred stock of 4.77% as shown in Schedule K-2, Page 1.

Q.	WHAT COST OF COMMON EQUITY IS TNMP PROPOSING?

A.	TNMP is proposing a cost of common equity of 12%.  The testimony of TNMP Witness Samuel Hadaway supports the reasonableness of this proposed cost of common equity.

IV.	FINANCIAL INTEGRITY

Q.	PLEASE GIVE A BRIEF SUMMARY OF TNMP’S RECENT FINANCIAL HISTORY.

A.	The most significant item affecting TNMP’s financial condition since 1990 has been the construction of TNP One.  TNP One was constructed by a consortium on an off-balance sheet basis.  The consortium owned the plant during construction and was responsible for all project financing during the construction process.  Upon completion and successful testing of each unit, TNMP through TGC and TGC II (see the testimony of TNMP’s Witness Scott Forbes for an explanation of these affiliates) assumed ownership of each unit along with the associated project finance obligations.  Unit 1 was completed in 1990 and Unit 2 was completed in 1991.

The total cost of TNP One was approximately $650 million, compared to TNMP’s total capital of only $318 million at the end of 1989 (the last year prior to assuming ownership of Unit 1).  Therefore, the assumption of the obligations related to TNP One tripled TNMP’s total capital between 1989 and 1991.  To compound the impact, the incremental capital related to TNP One was 100% debt with a required 39-month refinancing period.

This tripling of TNMP’s total capital caused a need for a series of rate cases and financings.  TNMP filed rate cases in April, 1990 (Docket No. 9491), April, 1991 (Docket No. 10200), and April, 1994 (Docket No. 12900) related to TNP One.  In addition, TNMP issued new debt securities in January of 1992 ($260 million) and September of 1993 ($240 million), while TNP issued additional common stock in December, 1992 ($40 million) and October, 1996 ($47 million).  TNMP also modified the project financing facilities in January, 1992 and in September, 1993 when the remaining project loans were converted into a revolving line of credit.

During this time, TNMP’s first mortgage bond ratings declined from BBB+/A3 in 1989 to a low of BB-/Ba3 in 1993.  At the same time, TNMP’s debt to total capital ratio increased from 45% in 1989, to 78% in 1994, while TNMP’s pre-tax interest coverage ratio declined from 3.5 times  to 0.8 times.

PLEASE DESCRIBE THE FINANCIAL RECOVERY WHICH TNMP IS CURRENTLY EXPERIENCING.

A.	TNMP’s financial recovery began in 1994 with the hiring of a new President and Chief Executive Officer (CEO), Kevern Joyce.  During 1994, TNMP settled its outstanding rate case (Docket No. 12900) and the ongoing appeals of its two prior rate cases (Dockets No. 9491 and No. 10200).  The settlement in Docket No. 12900 resulted in a $35 million write-off of TNP One, which in turn required TNP to cut its common stock dividend by 51%.  In addition, TNMP reduced its workforce by 15% during 1994 (from 1,051 employees to 894).  These actions laid the foundation for TNMP’s financial turnaround.

Continuing into 1995, TNMP changed its method of accounting for unbilled revenue, received a favorable private letter ruling from the IRS, sold its Panhandle properties (using the proceeds to retire high-cost debt) and renegotiated its revolving line of credit (extending the maturity and lowering the interest rates).

In 1996, TNMP implemented its own control area, thereby reducing its standby expense, and entered into a new $100 million credit facility to redeem other outstanding debt.  In addition, TNP sold 2 million shares of common stock in October of 1996 and infused the net proceeds into TNMP to repay debt.

All of these actions have resulted in the rating agencies raising TNMP’s first mortgage bond ratings to BB+ by Standard & Poor’s, Ba2 by Moody’s, and BB by Duff & Phelps.  TNMP’s debt to total capital ratio has improved to 65% at the end of 1996 and its pre-tax interest coverage ratio in 1996 was 1.5 times.

Q.	WHAT MORE IS REQUIRED FOR TNMP TO ATTAIN AN INVESTMENT GRADE BOND RATING?

A.	Although additional improvement in TNMP’s financial ratios is needed, the primary requirement which must be met in order for TNMP to be investment grade is for TNMP to find a solution to the recovery of stranded cost.  Each of the rating agencies has stated to TNMP that an answer to stranded cost is crucial in their analysis of TNMP’s credit quality.

Q.	WHAT ARE TNMP’S FINANCING REQUIREMENTS FOR THE NEXT FEW YEARS?

A.	TNMP’s major financing requirements coincide with the maturities of outstanding debt, which are summarized below:



Series�Amount

($ Millions)�Interest

Rate�Maturity

Date

��1992 Secured Debentures�$130�12.5%�January 1999��Series U First Mortgage Bonds�$100�9.25%�September 2000��1993 Secured Debentures�$140�10.75%�September 2003*��1995 Bank Facility�$55.8�Variable�November 2000��1996 Bank Facility�$100�Variable�September 2001

��	  * Callable at Par in September 2000

TNMP anticipates generating sufficient internal cash flow to fund its on-going construction needs but TNMP will require external financing for a significant portion of these debt maturities.

Q.	WHAT ARE TNMP’S GOALS RELATED TO THESE REFINANCINGS?

A.	TNMP’s primary goal is to have an investment grade bond rating prior to the time TNMP issues securities to retire the $130 million of secured debentures in January of 1999.  The difference in interest rates on investment grade debt vs. non-investment grade debt is significant, and can be as much as 200 to 300 basis points under certain market conditions.

Q.	WHAT IS NECESSARY FOR TNMP TO ACHIEVE AN INVESTMENT GRADE RATING?

In general, TNMP must reduce its total debt to capital ratio to below 60% and must improve its pre-tax interest coverage ratio to 1.75 times or better.  Based on TNMP’s internally projected financial ratios at current rate levels (as shown in Schedule K-6), TNMP anticipates meeting these criteria in 1998.  

In addition, all of the rating agencies are concerned about the impact of deregulation in the electric energy industry and the probability of recovery of the resultant stranded costs.  If TNMP does not have a plan in place to recover stranded costs, the rating agencies likely will require higher financial ratios than they would if a plan was in place.

V.	MWH SALES FORECAST

Q.	PLEASE PRESENT TNMP’S FORECASTED MWH SALES FOR THE RATE YEAR.

A.	TNMP’s forecast of MWH sales for January through December of 1998, is presented in Exhibit PLB-1.  These forecasted MWH sales are used by TNMP Witness Garry Johnson.

Q.	HOW ARE THESE SALES FORECASTED BY TNMP?

A.	TNMP uses several different methods in order to forecast MWH sales.

The residential and commercial classes are forecast using econometric models.  These models attempt to predict future sales based on the causal relationship that economic, demographic, and weather factors have on customer growth and average usage levels.  Historical data are analyzed to derive algebraic equations that explain customer growth and usage levels in terms of significant predictive variables (such as employment, population, income, cooling degree days, etc.).  These equations are then applied to a forecast of predictive variables (provided by DRI - a nationally recognized economic forecaster) to determine forecasted sales.  At that point, a certain amount of expert judgment is used sometimes to fine tune the forecast in the near term.

TNMP forecasts its eleven largest industrial customers on an individual, customer-by-customer basis.  These eleven customers contributed 87% of TNMP’s industrial revenues in 1996, and, therefore, warrant special attention.  Forecasted sales for this group are determined by expert judgment based on specific and current information.  TNMP personnel are in frequent contact with these customers and, therefore, have detailed knowledge of their future electrical needs.

TNMP forecasts the remaining industrial customers based on the average of their usage over the prior 3 years.  These customers traditionally have exhibited very stable usage patterns with little change year-to-year.  This same method is used to forecast sales to TNMP’s single wholesale customer.

TNMP forecasts sales to its Municipal Lighting and Municipal Power customers using time-series regression equations.  In addition, due to the seasonal fluctuations in usage in the Municipal Power class, a weather variable is incorporated into their equation.

Q.	HAS TNMP USED THIS FORECASTING METHODOLOGY IN THE 	PAST?

A.	Yes, TNMP adopted this methodology in 1990 and has presented MWH forecasts produced by this methodology in PUC proceedings which required forecasted sales since 1990.

		This includes TNMP’s last three rate cases, Docket No. 9491, Docket No. 10200, and Docket No. 12900.  The PUC accepted TNMP’s MWH sales forecast in all three cases.

VI.	WEATHER ADJUSTMENT

Q.	PLEASE DESCRIBE TNMP’S WEATHER ADJUSTMENT TO TEST YEAR KWH SALES.

A.	TNMP calculated the effect of “abnormal” weather on test year KWH sales in order to derive test year billing units and revenues as if weather had been “normal” throughout the test year.  This is done to eliminate the bias that unusual weather may have caused during the test year.  Weather has a significant impact on the residential and commercial customer classes only.  Therefore, I limited my analysis to these two classes.

Q.	HOW DO YOU DEFINE NORMAL WEATHER?

A.	I used average temperatures for the past 30 years to determine normal weather.  A period of this length includes weather of all extremes but is not biased significantly by any one year.  I calculated this normal weather for four different weather stations (DFW Airport, Houston Hobby Airport, Waco, and Wink).  Each of these stations is in close proximity to certain portions of TNMP’s service area.

Q.	HOW DO YOU DEFINE AVERAGE TEMPERATURE?

A.	The average temperature is the simple average of the daily high and low temperature for each day.  For example, if the low temperature for the day was 68º and the high temperature was 84º, then the average temperature would be 76º [(68 + 84)/2].

Q.	HOW DID YOU APPLY THESE AVERAGE TEMPERATURES?

A.	I first calculated the number of heating degree days (HDD) and cooling degree days (CDD) that are normal for each weather station and then calculated the number of HDD and CDD that were actually experienced during the test year.  I used a 65º base temperature to calculate both HDD and CDD.  If the average temperature was higher than 65º, the difference between the average temperature and 65º constitutes the number of CDD for that day.  Conversely, if the average temperature was lower than 65º, the difference between the average temperature and 65º constitutes the number of HDD for that day.  For example, an average temperature of 85º results in 20 CDD while an average temperature of 50º results in 15 HDD.

Q.	HOW WERE THESE NORMAL AND ACTUAL DEGREE DAYS USED TO DETERMINE YOUR PROPOSED WEATHER ADJUSTMENT?

A.	Every year, TNMP prepares an econometric sales forecast for both the residential and commercial customer classes.  These classes further are broken down into eight geographic areas.  TNMP builds equations that predict the number of customers and the average kWh usage per customer for both the residential and commercial classes in each of the eight geographic areas.  These models use economic, demographic, price, and weather variables as inputs.  The equations are determined based on ten years of historical information.  The equations that exhibit the “best fit” of historical independent variables to customers and kWh sales are used in the forecasting process.

		Weather has a significant impact on the usage per customer equations.  Therefore, each average usage equation includes both HDD and CDD as independent variables along with a related coefficient which reflects the magnitude of the impact that degree days have on average usage.

Q.	PLEASE EXPLAIN HOW THESE EQUATIONS ARE USED TO PRODUCE WEATHER ADJUSTMENTS?

A.	Each equation, or model (16 in all; two customer classes times eight geographic areas) is run twice; once with “normal” degree days as an input and once with actual test year degree days as an input.  In both runs, the other non-weather variables are held constant.  Quite simply, the difference between the predicted usage per customer in the two runs is the estimated impact of test year weather versus normal weather.  This difference in average usage per customer is then multiplied by the actual number of customers to determine the total adjustment to kWh sales for both the residential and commercial classes.

Q.	WHAT WAS THE RESULT OF YOUR ANALYSIS?

A.	A summary of my results can be found on Exhibit PLB-2.  I propose to decrease test year MWH sales by 40,517 for the residential class and by 8,738 for the commercial class. This information is used by TNMP Witness Garry Johnson for his use in calculating adjusted test year revenue.

Q.	HAS TNMP USED THIS METHODOLOGY TO NORMALIZE THE EFFECT OF WEATHER IN THE PAST?

A.	Yes, TNMP used this same methodology in TNMP’s last rate case, PUC Docket No. 12900.

VII.	SUMMARY AND CONCLUSION

Q.	PLEASE SUMMARIZE YOUR TESTIMONY.

A.	I propose the following:

TNMP be allowed an overall rate of return of 11.29% as shown on Schedule K-1;  and

TNMP’s adjusted test year MWH sales of 6,197,228 be utilized by TNMP Witness Garry Johnson to calculate adjusted test year revenues.

Q.	DOES THIS CONCLUDE YOUR TESTIMONY?

A.	Yes, it does.
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