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I.	INTRODUCTION AND QUALIFICATIONS


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


A.	My name is Sheryl A. Carroll.  I hold the position of Regulatory and Pricing Specialist with Texas-New Mexico Power Company (TNMP or the Company). My business address is 4100 International Plaza, Fort Worth, Texas  76109.


Q.	DESCRIBE YOUR EDUCATIONAL BACKGROUND.


A.	In 1981, I graduated cum laude from the University of Southwestern Louisiana with a Bachelor of Science Degree in Business Administration.  My primary areas of study were Finance, Accounting, and Economics.  I earned 27 credit hours attending the Graduate Business schools at the University of Southwestern Louisiana and the University of Texas at Arlington.  Additionally, I attended and instructed the Edison Electric Institute Rate Fundamentals Course and Advance Rate Course at Indiana University.


Q.	DESCRIBE YOUR EMPLOYMENT HISTORY.


A.	Following graduation in 1981, I joined the Rate Department of Central Louisiana Electric Company, Inc.  I worked for the Manager of Rate Research.  My primary responsibilities included development of the cost allocation studies, designing rates, revenue projections for budgeting purposes, and various research projects. In 1985, I began employment with TNMP as a rate analyst and was promoted subsequently to Senior Analyst and then promoted to Supervisor-Pricing. Currently, I hold the position of Regulatory and Pricing Specialist.  My responsibilities at TNMP have included the following:  projecting supplier rates and purchased power costs for budget and forecasting purposes; preparing documentation in response to various governmental agency reporting requirements; preparing monthly fuel reports to the Public Utility Commission of Texas (PUC or Commission); responding to customer inquiries; conducting other price analyses as required; preparing and assisting with compilation of rate filing package requirements; responding to requests for information; and intervening in wholesale supplier rate applications.  Most recently, I prepared the Company’s unbundled price information.


Q.	PLEASE DISCUSS ANY ADDITIONAL PROFESSIONAL EXPERIENCE THAT RELATES TO YOUR TESTIMONY.


A.	I have over 15 years of experience in the area of pricing during which time I researched various pricing issues, developed cost allocation and classification factors, created cost allocation models, designed prices, written tariffs, provided support to the cost allocation/price design witness, and assisted in the development of testimony, briefs, and exceptions to Proposals for Decision concerning cost allocation/pricing issues and comments in various rulemakings.  Most recently, I participated in PUC Project No. 14045 Transmission Access and Pricing Cost Separation Task Force, and subsequent compliance with Rule 23.67, as well as compliance with the Federal Energy Regulatory Commission’s (FERC) Order No. 888/889.


Q.	HAVE YOU PREVIOUSLY PREPARED TESTIMONY FOR A REGULATORY AUTHORITY?


A.	Yes, I presented testimony on behalf of TNMP in PUC Docket Nos. 8095, 8928, 9491, 10200, 11735, 12045, 12900, 13100, 14716, and 15608.  In each of these proceedings, the testimony addressed rate case expense and/or pricing issues.  I also participated in providing comments in various other rulemakings and PUC data gathering efforts such as, PUC Project Nos. 14045 and 15000.  


II.	PURPOSE OF TESTIMONY


Q.	WHAT IS THE PURPOSE OF YOUR TESTIMONY?


A.	I am testifying to the following areas:


1)	the cost allocation study which provides the basis for unbundled cost information;


quality of service from a non-engineering perspective; and 


the reasonableness of rate case expenses.


III.	NO CHANGES TO CUSTOMER PRICES


Q.	IS TNMP PROPOSING TO CHANGE CUSTOMER PRICES?


No.  TNMP is not proposing to change any of its prices to customers.  TNMP is not proposing to change any of its tariffs in the filing provided in response to the ordinances of the Gulf Coast Cities (the Gulf Coast Cities Filing).


IV.	UNBUNDLED COST INFORMATION


IS TNMP PROVIDING NEW COST INFORMATION?


A.	Yes.  TNMP’s filing provides information which reflects the costs of the generation, transmission, and distribution components of TNMP’s electric utility service on an unbundled basis.  This unbundled cost information is presented two ways; 1) using current prices and 2) using the Adjusted Test Year cost of service at a unity rate of return for each class of service, and is reflected on Exhibit SAC-1.  However, it is important to consider that, based on the adjusted test year revenue requirement supported by this filing, TNMP’s current prices do not produce revenues sufficient to meet this revenue requirement.


Q.	ON WHAT BASIS IS THE UNBUNDLED COST INFORMATION DETERMINED?


A.	In determining the unbundled cost information for this filing, TNMP used functionalization and classification techniques from TNMP’s allocation study. TNMP also used the recently approved PUC Transmission Cost of Service Filing Package for further guidance regarding functionalization methods.


Q.	INTO WHAT FUNCTIONS IS THE COST INFORMATION IS UNBUNDLED? 


A.	Each rate class’ costs are unbundled into generation, transmission, and distribution functions.  Those functions are broken down further into demand, energy, and customer classifications, as applicable.  The customer-related and administrative and general costs are functionalized back to the generation, transmission, and distribution functions.


Q.	WHAT IS THE PURPOSE OF PROVIDING UNBUNDLED COST INFORMATION?


The purpose of providing unbundled cost information is to inform customers of the cost components of their currently bundled services.  A summary of the unbundled cost information is shown on Exhibit SAC-1.  Particularly significant, is the cost of generation which on average exceeds 70% of a customer’s bill.  For an Industrial Power Service customer, this figure exceeds 90%.  This demonstrates the importance to customers of being able to choose their bulk power supplier. Providing customers with the opportunity to choose their generation resource will facilitate competitive pressure on the most significant portion of a customer’s bill.


V.	COST ALLOCATION


A.	GENERAL DESCRIPTION


Q.	WHAT IS A COST ALLOCATION STUDY?


A.	A cost allocation study is a procedure whereby total revenue requirements are assigned (or allocated) to each group of customers with the same basic usage characteristics.  Assignment of costs should reflect the reasonably incurred cost of providing service to each customer class.


Q.	WHAT IS THE PURPOSE OF A COST ALLOCATION STUDY IN THE RATEMAKING PROCESS?


A.	The January 1992 NARUC Electric Utility Cost Allocation Manual outlined the purpose of the cost allocation study as follows:


	1)	To attribute costs to different categories of customers based on how those customers cause costs to be incurred;


	2)	To determine how costs will be received from customers within each customer class;


	3)	To calculate costs of individual types of service based on the costs each service requires the utility to expend; and


	4)	To determine the revenue requirement.


Q.	IS TNMP PROVIDING A COST ALLOCATION STUDY?


A.	Yes, TNMP is providing a cost allocation study with the Rate Filing Package to demonstrate the reasonableness of current prices and to show the basis for the unbundled cost information.  The unbundled cost information is divided into the separate functions of generation, transmission, and distribution based upon the allocation study.  TNMP’s cost allocation study is exhibited in Schedule P-7.


Q.	PLEASE DESCRIBE HOW A COST ALLOCATION STUDY IS PREPARED.


A.	The cost allocation study is prepared in three basic steps: 1) functionalization, 2) classification, and 3) allocation.


Q.	PLEASE EXPLAIN THE FUNCTIONALIZATION STEP.


A.	Functionalization segregates investment and expense according to the purpose of the cost item.  Functionalization considers whether the cost item is identified with the Production, Transmission, Distribution, or General function.  Functionalization generally follows the guidelines of the Uniform System of Accounts.


Costs incurred in connection with the generation and/or purchasing of the electrical power needed to serve the ultimate customers are assigned to the production function.  Costs associated with the high voltage lines used to carry power from TNMP’s generation and points of interconnection to TNMP’s load centers are assigned to the transmission function.  Costs associated with delivery of power from the transmission system to customers at lower voltage levels are assigned to the distribution function.  The general investment and administrative expenses (management costs, administrative buildings, and customer service costs) are assigned to the general function.


Q.	PLEASE EXPLAIN CLASSIFICATION.


A.	Classification segregates the functionalized costs into three principal cost classifications: 1) customer-related, which vary with the number of customers served;  2) demand-related, which vary with the demand imposed by customers; and  3) energy-related, which vary with the kWh provided by the utility.


Q.	PLEASE EXPLAIN ALLOCATION.


A.	In the final step of the cost allocation, joint costs are assigned to the customer classes based on customer usage characteristics relevant to the cost item allocated.  Specific assignments to a particular class may be made based upon evidence which identifies an investment or expense directly with a certain customer or class of customers.


B.	DEVELOPMENT OF CLASSIFICATION AND ALLOCATION FACTORS


1.	DEMAND ALLOCATION FACTORS


Q.	DESCRIBE THE DEMAND ALLOCATORS USED IN THE COST ALLOCATION STUDY.


A.	TNMP used different demand allocators to assign amounts contained in a particular investment of expense account to each customer class.  These demand allocators were based on the cost incurrence attributes of each customer class.  The demand allocators are as follows:


1)	D-20		representing the four non-coincident peaks (4-NCP);


2)	D-30		representing demand-related net transmission and distribution plant cost;


3)	DA&ET	representing the four coincident peak demand average and excess for transmission plant; and


4)	DA&EP	representing the four coincident peak demand average and excess for production plant.


The calculation of these demand allocators is shown in Schedule P-7.


Q.	HOW WAS THE D-20 ALLOCATOR DETERMINED?


A.	The basis of the D-20 allocator was the non-coincident peak demand established during the months of June, July, August, and September (4-NCP).  These non-coincident peaks are the peak demands established by each customer class and do not coincide necessarily with the system peak.  This allocation method acknowledges peak responsibility for cost causation yet recognizes the diversity of demand among the various classes of customers.


Q.	HOW WAS THE D-20 ALLOCATOR CALCULATED?


A.	To calculate the D-20 allocator from the non-coincident peak demands, two adjustments were necessary.  First, all transmission level demands were removed because customers receiving service at the transmission level do not cause any distribution costs to be incurred.  Second, the demand portion within the minimum-size component was removed because the minimum-size component has the ability to provide to a customer a minimum amount of capacity.  Therefore, inclusion of the minimum-size component could result in double allocation of those demand costs to the distribution level customers.


Q.	WHAT DOES THE D-30 ALLOCATOR REPRESENT?


A.	The D-30 allocator represents the allocated Net Transmission and Distribution Demand-Related plant cost. 


Q.	WHAT DO THE DA&E ALLOCATORS REPRESENT?


A.	Two demand average and excess (DA&E) allocators were utilized in TNMP’s cost allocation study.  Both are known as a Four Coincident Peak Average and Excess allocator, they are labeled DA&EP (production) and DA&ET (transmission). These allocators recognize that some production and transmission costs are incurred to serve average load and some costs are incurred to serve load which exceeds average load. 


Q.	HOW WAS THE DA&EP ALLOCATOR DETERMINED?


A.	The first allocator, DA&EP, was used to allocate production plant and expenses (except specific energy-related expenses).  The DA&EP allocator was derived using kWh’s provided to all classes excluding Standby Service and was applied to production costs.  Standby Service was provided by TNMP’s suppliers, and these production costs were directly assigned to Standby Service.


Q.	HOW WAS THE DA&ET ALLOCATOR DETERMINED?


A.	The second allocator, DA&ET, was used to allocate transmission plant and expenses. The DA&ET allocator includes kWh’s provided to all classes including Standby Service customers.  All classes utilize TNMP’s transmission system and impose costs on the system.  The DA&ET allocator recognizes the transmission cost responsibility inherent in serving all of TNMP’s customers. 


Q.	DID TNMP UTILIZE TOTAL TEXAS SYSTEM DATA TO DEVELOP THE DEMAND ALLOCATORS?


A.	Yes.  TNMP has 25 billing points of service in Texas.  These different points of service, while being spread throughout Texas, have a high coincidence factor on peak.  This makes the Texas system customer class data a good proxy for allocating the demand-related purchased power costs.  TNMP obtains load data for each customer class for the total Texas system.  To obtain customer class load data by point of service would require an ongoing load study for each individual point of service.  The costs for load research by point of service would be approximately 25 times the current cost.  The use of Texas system-wide load data minimizes costs and addresses a very high percentage of the demand-related purchased power expense and production costs.  The use of Texas system-wide allocators has been approved by this Commission in all of TNMP’s litigated system-wide rate increases.  TNMP’s litigated rate cases include Docket Nos. 4240, 4985, 5568, 8928, 9491, and 10200.  For further explanation of the derivation of basic demand data, please refer to the testimony of TNMP Witness Garry Johnson.


2.	ENERGY ALLOCATION FACTOR


Q.	EXPLAIN HOW THE ENERGY ALLOCATOR (E-10) WAS DEVELOPED AND APPLIED.


A.	Test year kWh sales were first annualized as explained in the testimony of TNMP Witness Garry Johnson.  Line loss factors were applied to the annualized sales to compute kWh at source by customer class.  The line loss adjustment accounts for kWh differences which result from serving customers at various voltage levels. The energy allocator was then calculated by finding each customer class’ percentage of kWh sales adjusted to source.  The calculation of the E-10 allocator is contained in Schedule P-7.   The E-10 allocator was applied to expenses which vary with kWh, such as energy-related purchased power expense and fuel expenses of TNP One. 


3.	CUSTOMER CLASS ALLOCATION FACTORS


Q.	WHAT IS THE PURPOSE OF CUSTOMER CLASS ALLOCATION FACTORS?


A.	Customer class allocation factors were applied to costs which vary by customer and not by consumption level.


Q.	HOW WERE CUSTOMER CLASS ALLOCATION FACTORS DERIVED?


A.	Customer class allocation factors were derived from the number of customers within each class, with certain weighting factors applied.  Weighting factors reflect differences in the cost of service characteristics within and between the various customer classes.  There were three types of customer class allocators used:  C-10, C-20, and C-30.  The derivation of these customer class allocators is found in Schedule P-7.


Q.	PLEASE EXPLAIN THE C-10 ALLOCATOR.


A.	The C-10 allocator represents a weighting of the C-20 and C-30 allocators.  It represents the summation of distribution net plant accounts allocated using the C-20 and the C-30 allocators.  This allocator was applied to the customer related portion of general investments and expenses.


Q.	PLEASE EXPLAIN THE C-20 ALLOCATOR.


A.	The C-20 allocator was comprised of weighted distribution customers.  Weightings were determined by using current costs to calculate the expense of a typical configuration for each customer within each class of customers.  The average customer cost for each class of customers was divided by the residential customer class costs.  The residential customer class was assigned a base weighting of 1.00.  Each customer class was then provided a weighting based on this ratio with the residential customer class.  This analysis was conducted on each distribution plant item so that costs can be allocated by distribution account, thereby more closely reflecting cost incurrence.  The allocators for distribution customer-related allocations are labeled C-21 for poles, C-22 for conductors, C-23 for transformers, and C-24 for services.  A composite C-20 factor allocated distribution expense that was not directly related to a particular distribution plant item.


Q.	PLEASE EXPLAIN THE C-30 ALLOCATOR.


A.	The C-30 allocator was derived using the customer meter count weighted by new meter costs.  Meter plant and expense was allocated on this factor.


4.	OTHER ALLOCATION FACTORS


Q.	WERE THERE ANY OTHER FACTORS USED IN THE ALLOCATION STUDY THAT WERE COMPUTED OUTSIDE THE ALLOCATION STUDY?


A.	Yes.  Customer Advances for Construction and Customer Deposits (C-40 allocator) are allocated 90% to Residential and 10% to General Service Customers.  These amounts represent credits to these two customer classes.


Q.	WERE THERE ALLOCATION FACTORS USED WHICH WERE COMPUTED INTERNALLY TO THE ALLOCATION STUDY?


A.	Yes, the allocation  factors were dependent on the functionalization, classification, and allocation methods which utilized the external factors described previously. Internally generated allocation factors are found in Schedule P-7.


Q.	HOW WERE FRANCHISE FEES RECOVERED BY TNMP?


A.	Most municipalities assess a franchise fee equal to 2% of revenues.  This fee was recovered in base rates.  It is shown as the cost of service item labeled Street Rental grouped with Taxes Other Than Income.  When additional fees are assessed, TNMP collects this expense via a surcharge.  TNMP’s current tariffs contain a clause for additional taxes above 2% to be recovered directly from the customer. 


Q.	HOW DID TNMP ALLOCATE THE 2% ASSESSMENT INCLUDED IN THE COST OF SERVICE?


A.	TNMP allocated the 2% franchise fee assessment based on revenues. 


5.	DIRECT ASSIGNMENTS


Q.	PLEASE EXPLAIN WHEN DIRECT ASSIGNMENTS ARE MADE.


A.	When a cost could be specifically identified with a particular customer class, a direct assignment of the cost was made to that customer class.


Q.	WHAT DIRECT ASSIGNMENTS OF COST WERE THERE?


A.	Outdoor Lighting and Street Lighting classes had direct assignments made to them based on the specific directives of the FERC Uniform System of Accounts. Accounts 371 and 587 were directly assigned to Outdoor Lighting Service. Accounts 373, 585, and 598 were directly assigned to Street Lighting Service.  A portion of Account 555 was directly assigned to the Standby class.  These expenses represented the purchased power cost of providing Standby Service.


C.	USE OF CLASSIFICATION AND ALLOCATION METHODS


1.	PRODUCTION


Q.	EXPLAIN THE ALLOCATION OF PRODUCTION PLANT USING THE FOUR COINCIDENT PEAK AVERAGE AND EXCESS (4-CP A&E) ALLOCATOR.


A.	TNP One has been built to meet customer demand and energy requirements.  The 4-CP A&E allocation recognizes both these factors.


TNMP experiences its system peak during one of the four summer months of June, July, August, or September.  The average of these four months, less the energy portion, is used in the derivation of the 4-CP A&EP or DA&EP.  These demands in excess of the base portion most closely reflect the excess demand requirements of TNMP’s customers.  Further, using an average of these four summer peaks is most appropriate as it lends stability to the results as compared to the use of only a single peak.


The average demand portion, or base portion, addresses customer energy needs and uses customer load factors.  This average demand portion accounts for the diversity benefits among the classes of service.


Average and Excess allocations are recognized in the NARUC Cost Allocation and this specific methodology was approved in TNMP’s previous litigated rate cases, PUC Docket Nos. 9491 and 10200.


Q.	HOW ARE DEMAND-RELATED PURCHASED POWER EXPENSES ALLOCATED?


A.	TNMP used the DA&EP allocator (4-CP) to assign demand-related purchased power expense to the classes.  Please refer to the testimony of TNMP Witness Wayne Morton for a description of TNMP’s purchased power resources.


Q.	HOW WERE THE ENERGY-RELATED PURCHASED POWER EXPENSE AND TNP ONE FUEL EXPENSE CLASSIFIED AND ALLOCATED?


A.	All purchased power expense that TNMP paid its suppliers based on a per kWh charge was classified as energy-related.  Unit 1 and Unit 2 fuel expense also was classified as energy-related.  These expenses were allocated to each class on the basis of usage adjusted to source for each class.  The allocator used is shown as E-10 in the cost allocation.


2.	TRANSMISSION


Q.	HOW WAS THE TRANSMISSION SYSTEM CLASSIFIED AND ALLOCATED?


A.	All costs associated with the transmission system were classified as demand-related.  The transmission system delivers power from the production resource, TNP One or from supplier delivery points, to TNMP’s distribution system.  Since the transmission system acts as a continuation of the production resource, it is reasonable to classify and to allocate transmission system costs on the same basis as production resources except for the treatment of standby service customers.  This concept has been approved by the PUC in Docket Nos. 9491 and 10200.


The DA&ET allocation method was calculated on the basis of relative energy consumption for a customer class combined with some form of peak demand responsibility.  This method allocates a portion of transmission capacity-related cost to each customer and assigns cost responsibility to on-peak and off-peak users.


a.	THE ASSIGNMENT OF TRANSMISSION SYSTEM COSTS


Q.	WHY IS IT NECESSARY TO ALLOCATE THE TRANSMISSION COSTS FOR STANDBY SERVICE CUSTOMERS ON A DIFFERENT BASIS THAN PRODUCTION COSTS?


Not all of TNMP’s customers use TNMP’s production plant.  Instead, Standby Service customers are charged directly for the purchased power costs they cause TNMP to incur. For this reason, Standby Service customers were excluded from the allocators which assigned production costs to each customer class.


Q.	EXPLAIN HOW THE TRANSMISSION SYSTEM IS USED BY STANDBY CUSTOMERS.


A.	During the test year, two industrial Standby customers have contracted with TNMP for a total of 36 MVA of Standby Service.  The assurance of uninterrupted power and, thereby, a continual readiness to serve Standby customers at any time, imposes costs on TNMP’s system.  This cost is inherent in the cost of the capacity of a transmission system.  The nature of the service and level of standby service contract demand requires a certain level of transmission system investment to be available at all times. 


Q.	WHAT DOES THE RECOGNITION OF THE CONTRACT DEMANDS MEAN FOR THE COSTS ALLOCATED TO ALL CLASSES OF SERVICE?


A.	By recognizing of each class’ demand in the Average and Excess allocator, a prorata share of capacity is assigned to each class (except for the lighting classes whose loads will always be off-peak due to the nature of that service).  Standby Service, like other classes of service (except lighting) must be available at any time, therefore, modification of the 4CP/A&E method is required to assign this class of customers an equitable portion of the transmission system costs inherent in the nature of the service provided to them.


Q.	EXPLAIN HOW THE 4CP/A&E TRANSMISSION SYSTEM ALLOCATOR IS MODIFIED.


A.	Average Demand is calculated based on the kWhs required by Standby customers in the test year, and Excess Demand is calculated as the difference between the Contract Demands and Average Demand. The modified 4CP/A&E transmission system allocator is shown in Schedule P-7 of the rate filing package.


Q.	IS THE MODIFICATION OF THE AVERAGE AND EXCESS TRANSMISSION SYSTEM ALLOCATOR CONSISTENT WITH THE PUC’S PRICING OF ANCILLARY BACKUP SERVICE?


A.	Yes.  This method is comparable to the pricing of ancillary services (see PUC Docket No. 15840) which divides costs by kW to derive an embedded cost ceiling price for backup service to third parties.


Q.	WHY IS IT IMPORTANT TO MODIFY THE TRANSMISSION SYSTEM ALLOCATOR FOR THE STANDBY CUSTOMERS IN THIS MANNER?


Reliability of electric power requires capacity investment to be in place and facilities to monitor the dispatch of resources on a continuous basis.  TNMP manages these transmission dispatches hourly at its Energy Management Center and through its SCADA system. The additional presence of the Standby customer points of delivery dispatch coordination makes more complex.


		The transmission capacity and dispatch facilities must stand ready at all times to serve the contract demands of Standby customers.  It is reasonable to allocate costs to those customers on a basis comparable with other TNMP customers and third parties.  


 		The modified transmission system allocator is necessary to insure that the cost allocation includes a recognition of the full cost inherent in assuring the standby customer class that service will be available at any time.


b.	DUAL-USE SUBSTATIONS


Q.	HOW WAS THE FUNCTIONALIZATION PERFORMED FOR DISTRIBUTION SUBSTATIONS (FERC ACCOUNT 362) WHICH ALSO SERVE TRANSMISSION FUNCTIONS?


A.	Some distribution substations serve both the transmission and distribution functions.  In order to assign the costs of the distribution substations (FERC Account 362) properly to each function, TNMP performed a physical inventory of FERC Account 362. 


Q.	WERE ANY OTHER COSTS REFUNCTIONALIZED?


A.	Yes.  TNMP’s League City dispatch center serves both transmission and distribution systems.  The portion serving the transmission system was reclassified, using a 50/50 split.   


3.	DISTRIBUTION


Q.	HOW WAS THE DISTRIBUTION SYSTEM CLASSIFIED?


A.	The distribution system was designed and built first to meet the obligation to serve (customer-related) and then to meet the maximum demand (demand-related).  To meet the obligation to serve, there is a minimum plant assign (minimum size) that will be built regardless of the customer’s consumption.  Costs incurred in connection with the minimum-size plant are customer-related.  Plant size is increased above this minimum size to meet the demand within the local distribution system.  These costs are demand-related.


a.	MINIMUM SIZE


Q.	HOW WERE THE CUSTOMER-RELATED COSTS OF THE DISTRIBUTION SYSTEM DETERMINED?


A.	To determine the customer-related costs of TNMP’s distribution system, distribution plant account costs were examined using a minimum-size method. Individual account data were reviewed for customer-related costs by identifying a plant account’s minimum-size component (i.e. pole, conductor, transformer, etc.) cost used to serve each customer, and by multiplying that component by the quantity included in the account. 


Q.	WHAT DOES THE MINIMUM-SIZE CONFIGURATION REPRESENT?


A.	The minimum-size configuration is composed of poles, conductors and devices, transformers, services, and meters.  Each component is the minimum necessary to make service available to the distribution customers.  Once that minimum-size component is identified the number of customers served by that component must is used to derive the minimum component cost per customer.  The minimum size study is provided on Schedule P-11.


Q.	AFTER COMPUTING THE MINIMUM COMPONENT BOOK COST PER CUSTOMER HOW WAS THE CUSTOMER-RELATED PORTION OF EACH DISTRIBUTION ACCOUNT CALCULATED?


A.	The minimum book cost per customer for each component was multiplied by the quantity of that component to arrive at the customer-related book cost.  The customer classification factor was determined by dividing the customer-related book cost by the total component book cost (represented by FERC account balances). This method for determining customer classification factors was applied to Account 364 (Poles), Account 365 (Overhead Conductors), Account 367 (Underground Conductors), and Account 368 (Line Transformers).  


Account 366 (Underground Conduit) was assigned the same customer-related portion as Account 367 (Underground Conductors).  Accounts 369 (Overhead Services, 369.1 (Underground Services), and Account 370 (Meters) were considered 100% customer related as these were costs required to make service available to the customer regardless of demand.


Q.	CAN THE MINIMUM-SIZE CONFIGURATION SERVE SOME DEMAND LEVEL?


A.	Yes, although these components are at a minimum, the ability to serve some demand level is inherent in the minimum-size configuration.


Q.	WHY IS IT IMPORTANT TO RECOGNIZE THAT THE MINIMUM-SIZE COMPONENTS CAN SERVE SOME DEMAND LEVEL?


A.	As the customer-related portion of distribution plant is allocated, the inherent minimum demand cost is also allocated.  To recognize this demand cost assignment the demand allocator (D-20) is adjusted downward to prevent a redundant assignment of the minimum demand cost.  The adjustment to the D-20 allocator removes the minimum demand level inherent in the minimum-size method.  This allows for a consistent accounting for that minimum demand component.


Q.	IS THE MINIMUM-SIZE METHOD OF CLASSIFYING DISTRIBUTION SYSTEM COSTS THE SAME AS PREVIOUS TNMP RECOMMENDED METHODS?


A.	Yes.  The minimum-size method is the same method recommended by TNMP in prior dockets.


Q.	HAS THE MINIMUM-SIZE CLASSIFICATION AND ALLOCATION METHODOLOGY BEEN ADOPTED BY THE COMMISSION IN ALL OF TNMP’S PREVIOUSLY LITIGATED RATE REQUESTS?


A.	Yes.


b.	CUSTOMER-RELATED PORTION


Q.	HOW WAS THE CUSTOMER-RELATED PORTION OF DISTRIBUTION PLANT COSTS ALLOCATED?


A.	Customer class allocation factors were applied to allocate the customer-related portion of distribution plant costs.  Account 364 (Poles, Towers, and Fixtures) was allocated using the number of customers weighted by pole costs (C-21).  Accounts 365, 366, and 367 for Conductors and Conduit were allocated using the number of customers weighted by conductor costs (C-22).  Account 368 (Line Transformers) was allocated using the number of customers weighted by line transformers costs (C-23).  Accounts 369 and 369.1 (Services) were allocated using the number of customers weighted by the cost of services (C-24).  Finally, Account 370 (Meters) was allocated using the number of customers weighted by meter costs (C-30).  Schedule P-7 of the Rate Filing Package provides the derivation of these customer allocators.


c.	DEMAND-RELATED PORTION


Q.	HOW WAS THE DEMAND-RELATED PORTION OF DISTRIBUTION PLANT ALLOCATED?


A.	The D-20 or 4-NCP allocator was applied to the plant investments and expenses above and beyond the minimum plant size.  This demand-related portion of the distribution system is sized to meet peak demand placed on the distribution system during the four peak summer months.  The distribution system serving the function of delivering power to the ultimate customer is closely tailored to the diverse demands imposed by those individual customer classes.  This allocator, therefore, most closely reflects cost incurrence of the demand component of the distribution system by reflecting this diversity benefit.


4.	ADMINISTRATIVE AND GENERAL


Q.	EXPLAIN THE CLASSIFICATION OF THE GENERAL PLANT AND ADMINISTRATIVE AND GENERAL (A&G) EXPENSE.


A.	Classification of General Plant accounts and A&G expenses were based on the classification of payroll expense.  The use of payroll or labor expense ratios is a recognized method for allocating General Plant accounts and A&G expenses discussed in NARUC’s Cost Allocation manual.


Q.	HOW WAS GENERAL PLANT ALLOCATED?


A.	Customer-related costs were allocated using the C-10 allocator.  Demand-related costs were broken out into General Plant associated with TNP One and other demand-related costs.  The demand-related General Plant associated with TNP One (or Demand-Production as labeled in the cost allocation study) was allocated through the DA&EP allocator.  Other demand-related costs were allocated through the D-30 allocator.  The direct component was allocated based on a ratio of each class directly assigned plant to the total directly assigned plant.


Q.	HOW ARE ADMINISTRATIVE AND GENERAL EXPENSES ALLOCATED?


A.	These expenses were allocated using three allocators:  Revenue Requirement (REV), Payroll (PAY), and Gross General Plant (GGPLT).


The Revenue Requirement was used to allocate Account 903.1 (Factoring Expense), Account 923 (Outside Services Employed), and Account 928 (Regulatory Commission Expense).


The Payroll allocator was used to allocate Account 920 (Administrative & General Salaries), Account 921 (Office Supplies & Expenses), Account 925 (Injuries and Damages), Account 926 (Employee Pensions & Benefits), Payroll Tax, Account 930.2 (Miscellaneous General Expenses) and Account 931 (Rents).  These expenses were incurred to support TNMP’s employees in carrying out their jobs, therefore, the payroll allocator was appropriate.


Account 924 (Property Insurance) was allocated on Net Plant as this cost was incurred to protect property used in utility operations.


Account 935 (maintenance of General Plant) was allocated on Gross General Plant because this maintenance expense was incurred for this investment.


5.	ALLOCATION OF OTHER OPERATING REVENUE


Q.	WHAT TYPES OF OTHER OPERATING REVENUE DOES TNMP HAVE?


A.	Schedule P-1.3, page 25 and P-1.4, page 25 of the rate filing package list the various sources of Other Revenue being credited to the cost of service, these are:


1)	Account No. 451 Miscellaneous Service Revenue;


2)	Account No. 454 Rent From Electric Property;


3)	Account No. 456 Other Electric Revenue;


4)	Non-Firm PCRF and Fuel Revenue; and


5)	Non-Firm Base Revenue.


Q.	EXPLAIN THE ALLOCATION OF MISCELLANEOUS SERVICE REVENUE.


A.	This account includes connect and disconnect fees collected, therefore, the customer allocation C-40 was used to credit this revenue to the residential and general service customer classes. This has been functionalized as a distribution system revenue credit.


Q.	EXPLAIN THE ALLOCATION OF RENT FROM ELECTRIC PROPERTY.


A.	This account includes pole attachment fees collected from cable and telephone companies utilizing the Company’s distribution system.  Therefore, the allocator labeled A-454 representing distribution line costs credited this revenue to the respective customer classes.  This has been functionalized as a distribution system revenue credit.


Q.	EXPLAIN THE ALLOCATION OF OTHER ELECTRIC REVENUE.


A.	This account included revenue for wheeling services provided by TNMP across its transmission system.  Credit for this revenue was allocated to each customer class based on the same demand allocator used to assign transmission system costs, DA&ET.  Please refer to the testimony of TNMP Witness Wayne Morton as to the composition of wheeling revenues. This has been functionalized as a transmission system revenue credit.


Q.	WHAT IS NON-FIRM REVENUE?


A.	Non-firm revenue results from the provision of services which are non-firm and interruptible.  Non-firm revenue is governed by the following tariffs:  Industrial Interruptible Power Service, Economy Service - Industrial Power, and Economy Service-Large General Service. 


Q.	HOW HAVE NON-FIRM REVENUES BEEN ALLOCATED?


A.	Non-Firm PCRF and fuel revenues have been allocated on an allocator labeled “E20”.  E20 represents the balances of Account 501 reconcilable fuel and Account 555 not directly assigned.  This method of allocation mirrors the allocation of costs collected via the PCRF and Fixed Fuel Factor.  The Non-Firm PCRF and Fuel revenues have been functionalized to Production.


		Non-Firm Base revenues have been allocated using an allocator labeled “REVXI”.  This allocation recognizes that the mark-up above marginal cost is a contribution to fixed production costs to benefit other customer classes, other than industrial classes.  


Q.	WHY SHOULD THE NON-FIRM REVENUE BE CREDITED TO ALL CUSTOMER CLASSES (EXCEPT INDUSTRIALS)?


A.	The offering of non-firm or economy service has allowed TNMP to retain load and to pass on the mark-up contribution to lower the revenue requirements of Texas firm customer classes.   Please refer to the testimony of TNMP Witnesses Manjit Cheema and Garry Johnson for further elaboration on the nature of economy sales.


VI.	QUALITY OF SERVICE


Q.	WHAT ELEMENTS OF QUALITY OF SERVICE ARE YOU ADDRESSING?


A.	I am testifying about the elements of quality of service generally and the non-engineering aspects of customer service specifically including reviewing customer inquiries.  TNMP Witness Larry Dillon testifies about the engineering aspects of Quality of Service.  


Q.	WHAT IS YOUR DEFINITION OF “QUALITY OF SERVICE?”


A.	Quality of service is that degree of excellence met by the utility in fulfilling its obligations to provide just and reasonable rates, operations, and services to its customers, employees, other public utilities, and the public.


Q.	WHAT IS THE BASIS FOR YOUR OPINION?


A.	The above definition is derived from my 15 years of experience in the electric utility industry, coupled with the Public Utility Regulatory Act of 1995 (PURA) in general, Sections 1.002 and 1.003 of PURA particularly, and the Commission’s Rules.	


Q.	HOW DOES TNMP RENDER QUALITY SERVICE?


A.	Quality service is rendered in numerous ways that all contribute to overall customer satisfaction in TNMP’s service.  TNMP provides quality service through: reliable delivery of electricity; continuity and voltage consistency; accurate measuring of delivered electric service; accurate billing for services; education of customers; and proper handling of customer inquiries.


Q.	DOES TNMP TRY TO IMPACT ITS CUSTOMERS’ PERCEPTION OF TNMP’S QUALITY OF SERVICE?


A.	Yes.  How service is delivered, i.e. its availability, and a customer’s experience with the personnel delivering that service, as well as how the utility impacts the overall community and its goals, all interact to form TNMP’s customers’ perception of the quality of service rendered.


Q.	HOW CAN TNMP’S QUALITY OF SERVICE BE EXAMINED?


A.	The engineering aspects which pertain to reliability and continuity of service are addressed by TNMP Witness Larry Dillon as to the transmission and distribution system.  Further, TNMP Witness Mark Wilson testifies about TNMP’s quality of service with respect to the sole power plant owned and operated by TNMP that serves Texas customers.  Additionally, an examination of TNMP’s Strategic Plan (see testimony of TNMP Witnesses Manjit Cheema and Larry Dillon), customer and community programs, customer inquiries registered with the Commission, and the results of the 1996 Customer Satisfaction Survey should serve to illuminate TNMP’s commitment to high quality of service.


Q.	WHAT CUSTOMER AND COMMUNITY PROGRAMS ARE OFFERED BY TNMP?


A.	TNMP offers several programs which serve to educate consumers about the Company and about energy efficiency as well as obtain customer feedback on issues confronting the Company.  Among these educational initiatives are the Customer Advisory Groups, the Community Coach, and the Mini-Grant program. Further community support is offered through the Customer Connection program, economic development projects, and employee volunteerism.


Q.	PLEASE EXPLAIN HOW THESE PROGRAMS HELP TNMP PROVIDE A HIGH QUALITY OF SERVICE.


A.	Educating and listening to the consumer is integral to the delivery of high quality of service.  The above-mentioned programs are vehicles to do just that.  The Customer Advisory Groups provide an opportunity for direct dialog between customers and TNMP Business Unit Managers and others from management.  The Community Coach is equipped with a TV/VCR for school presentations, a hand-cranked generator, energy education materials, and a miniature Save-A-Watt house demonstrating household energy savings.  Planned for 1997 is a program for senior citizens on heat and cold stress.  The Mini-Grant program assists classroom teachers in the TNMP service area with activities that enhance learning in math, science, and energy conservation.  TNMP is active in economic development by assisting with the formation of formal organizations, developing training programs, and providing community assessment and marketing materials.  In less than two years, TNMP has established economic development revitalization projects in 40 communities.


Q.	WHAT ARE SOME OTHER WAYS THAT TNMP SERVES THE PUBLIC?


TNMP employees are encouraged to volunteer in local activities.  A recent TNMP survey of employee volunteerism revealed that 76% of the survey participants were volunteers in their communities. Additionally, high school graduates are offered college scholarships to further their education and contributions are made to community-based programs nominated and selected by customers.


Q.	PLEASE DESCRIBE TNMP’S APPROACH TOWARD CUSTOMER COMPLAINTS.


TNMP views “customer complaints” as “customer inquiries”.  Each time a customer contacts TNMP (in person or by letter or telephone), an opportunity arises to learn more about our customers’ needs and desires.  Customer inquiries provide a forum for the Company to listen to customers’ concerns as well as to inform and educate customers.


Q.	HOW DOES TNMP HANDLE CUSTOMER INQUIRES AT THE LOCAL OFFICES?


Many customers can be satisfied by providing the customers with information.  Therefore, TNMP provides customers with quotations from the PUC Rules and phone numbers to other sources that may answer their needs.  Additionally, TNMP’s policy is to convey a positive attitude to the customer by providing the customer ready-access to supervisors and giving the customer a name and telephone number in case the customer has questions in the future.


Q.	HOW DOES TNMP HANDLE CUSTOMER INQUIRIES AT THE GENERAL OFFICE? 


A.	The general office customer inquiries are handled by regulatory personnel or customer information personnel.  The TNMP employee handling the inquiry takes notes during and after the telephone conversation with the customer.  The TNMP employee handling the inquiry then refers the inquiry to field personnel for an investigation and informs the Business Unit Manager and the customer’s office about the inquiry.


DO TNMP’S POLICIES REGARDING CUSTOMER INQUIRIES COMPLY WITH THE PUC’S REQUIREMENTS FOR HANDLING CUSTOMER COMPLAINTS AS SET FORTH IN PUC SUBSTANTIVE RULES § 23.41(C)?


A.	Yes.  TNMP’s procedures for handling customer inquiries meets or exceeds requirements set forth in PUC Substantive Rules § 23.41(c).	


Q.	HOW MANY CUSTOMER INQUIRIES WERE MADE BY TNMP CUSTOMERS IN 1996?


A.	TNMP requested data from the PUC in order to assess the nature of TNMP customer inquiries.  Nineteen TNMP customers wrote to the PUC in 1996.  Most of these letters were limited to the PUC confirming to the customer that TNMP has complied with the PUC Rules.  TNMP has responded to all of the letters written to the PUC.    


Q.	WHAT WERE THE OVERALL RESULTS OF THE CUSTOMER SATISFACTION SURVEY?


A.	TNMP’s 1996 Customer Satisfaction Index, as independently compiled by the Dallas firm, Service Strategies, Inc., was 81%.  This compares favorably with the national average of 75% and the regional average of 77%.  


Q.	WHAT WERE THE RESULTS OF THE CUSTOMER SATISFACTION SURVEY WITH REGARD TO TNMP’S CUSTOMER LOYALTY?


A.	Customers were asked to rate their opinion on a scale of 1 to 5 with 1 being Very Unlikely and 5 being Very Likely, “How likely would you be to stay with TNMP if you could choose another electric company?”  The results for TNMP were as follows:
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Q.	WHAT DO YOU CONCLUDE ABOUT TNMP’S COMMITMENT TO PROVIDING CUSTOMERS WITH EXCELLENT QUALITY OF SERVICE?


A.	TNMP is committed to providing the ever-evolving excellent quality of service which customers expect.  TNMP’s commitment to excellent quality of service is exemplified in its corporate goals, incentive pay plan, processes in place to facilitate customer feedback, and TNMP’S eagerness to evolve further into the energy provider of choice, in preparation for an active role in the competitive marketplace.


VII.	RATE CASE EXPENSES


A.	REASONABLE RATE CASE EXPENSE


HAS TNMP INCLUDED ANY ADJUSTMENTS TO ITS TEST YEAR COST OF SERVICE FOR RATE CASE EXPENSES?


A.	Yes.  TNMP included rate case expenses for the proceeding involving TNMP’s response to the rate review ordinances of the Gulf Coast Cities (Gulf Coast Cities Filing) and for TNMP’s Transition Plan in TNMP’s adjusted test year.


IS TNMP SEEKING RECOVERY OF ANY RATE CASE EXPENSES ASSOCIATED WITH THE GULF COAST CITIES FILING?


A.	Yes.  TNMP seeks recovery of its reasonable and necessary rate case expenses along with the reasonable and necessary intervenor expenses associated with this proceeding.


Q.	HAS TNMP ESTIMATED THE RATE CASE EXPENSES RELATED TO THE GULF COAST CITIES FILING?


Yes.  TNMP estimates total rate case expenses for the Gulf Coast Cities Filing of $1,417,000, as shown in Schedule G-14.1.  These expenses are comprised of $917,000 of expenses for TNMP and an estimated $500,000 of expenses for the Gulf Coast Cities.  Further detail regarding these expense estimates is reflected in Exhibit SAC-2.  


Q.	COULD THE ACTUAL RATE CASE EXPENSES DIFFER FROM TNMP’S ESTIMATED EXPENSES?


Yes.  TNMP has estimated expenses for the Gulf Coast Cities Filing based on litigation of a traditional rate case.  TNMP would seek recovery only of actual rate case expenses incurred.  The actual rate case expenses for the Gulf Coast Cities Filing could differ from its estimated expenses based upon such factors as the magnitude of the discovery process, the length of the hearing, and the number of contested issues requiring rebuttal and briefing.


Q.	WHAT MECHANISM DOES TNMP PROPOSE FOR REIMBURSEMENT OF RATE CASE EXPENSES RELATED TO THE RATE REVIEW INITIATED BY THE GULF COAST CITIES?


A.	After determination of the actual rate case expenses of TNMP and the Gulf Coast Cities associated with the response to the ordinances of the Gulf Coast Cities, TNMP requests the approval of a surcharge for customers in the Gulf Coast Cities to allow TNMP to be reimbursed for all reasonable and necessary rate case expenses.


PLEASE EXPLAIN THE INCLUSION OF RATE CASE EXPENSES ASSOCIATED WITH TNMP’S TRANSITION PLAN IN TNMP’S ADJUSTED TEST YEAR COST OF SERVICE, REFLECTED IN EXHIBIT SAC-2.


A.	Contemporaneous with this filing, TNMP is filing a petition for approval of a Transition Plan on a Texas system-wide basis.  The resolution of this Transition plan should address all issues raised in this proceeding in a more expeditious and cost efficient manner.  Exhibit SAC-2 reflects the estimated rate case expenses associated with the Transition Plan.  These estimated expenses are a part of TNMP’s adjusted cost of service as shown in Schedule G-14.1.  


IS TNMP REQUESTING RECOVERY OF THE EXPENSES IDENTIFIED WITH THE TRANSITION PLAN IN THE PROCEEDING BEFORE THE GULF COAST CITIES?


A.	No.  Although TNMP’s adjusted test year includes rate case expenses associated with TNMP’s Transition Plan, amortized over four years, TNMP is not requesting any mechanism for recovery of those expenses in this filing.


ARE THERE ANY OTHER ADJUSTMENTS FOR RATE CASE EXPENSES INCLUDED IN TNMP’S ADJUSTED TEST YEAR?


A.	Yes.  TNMP’s adjusted test year includes amortized expenses associated with previously approved rate case expenses.  Additionally, TNMP’s adjusted test year regulatory expenses include the amortization of costs associated with TNMP’s Community Choice Filing in the amount of $163,635, as shown in Schedule G-14.  The testimony of TNMP Witness Scott Forbes provides further detail regarding these adjustments.  


Q.	DOES TNMP HAVE SUFFICIENT INCENTIVES TO ENSURE THAT ITS RATE CASE EXPENSES ARE REASONABLE AND NECESSARY?


A.	Yes.  TNMP has incentives to keep all of its expenses as low as possible because TNMP faces continual competitive price pressures in its multiply-certified areas and from industrial self-generation options and siting alternatives.  In order to remain competitive, TNMP incurs only those rate case expenses which are reasonable and necessary. 


Q.	IS TNMP AWARE OF THE COMMISSION’S NEW FOCUS REGARDING RATE CASE EXPENSES? 


A.	Yes.  TNMP is aware of the new focus on rate case expenses that the Commission has expressed in recent rate cases.


Q.	HAS THE COMMISSION’S NEW FOCUS ON RATE CASE EXPENSES PROVIDED TNMP WITH ADDITIONAL INCENTIVES FOR TNMP TO ENSURE THAT ITS RATE CASE EXPENSES ARE REASONABLE?


A.	Yes.  Competitive price pressures provide TNMP with strong incentives to ensure that TNMP’s rate case expenses are reasonable and that TNMP’s rates are as low as possible.  The Commission’s new focus on rate case expenses has provided TNMP with additional incentives to scrutinize rate case expenses and to ensure that rate case expenses are reasonable.


Q.	HOW DO TNMP’S RATE CASE EXPENSES COMPARE WITH OTHER ELECTRIC UTILITIES IN TEXAS WHICH HAVE HAD RATE APPLICATIONS BEFORE THE COMMISSION?


A.	When evaluating this comparison, it is important to remain cognizant of certain key variables, such as, the rate filing requirements in effect at the time, the number of issues involved, the number of parties involved, the magnitude of the discovery process, and the length of the hearing.  Exhibit SAC-3 is a reprint from the testimony of Stacey F. Collins in Docket No. 14965.  This exhibit demonstrates that TNMP’s rate case expense level is within the range of rate case expenses previously approved by the PUC.


	B.	RATE CASE EXPENSE REVIEW


Q.	WILL TNMP’S ACTUAL RATE CASE EXPENSE BE REVIEWED DURING THE RATE CASE PROCESS?


A.	Yes.  TNMP’s expenses incurred for the rate case are recorded separately to account number 186.10.  Throughout the rate case process, TNMP’s expenses will be evaluated as to their necessity.  TNMP will substantiate actual expenses with invoices and supplemental rate case expense testimony prior to hearings on rate case expenses, as requested.


Q.	PLEASE DESCRIBE TNMP’S PROCEDURE FOR REVIEWING BILLS FOR OUTSIDE SERVICES.


A.	TNMP requires each outside firm employed to provide rates and hours billed by day and/or task, along with descriptions of out-of-pocket expenses.  This information affords a thorough evaluation of those bills.  This evaluation involves several steps and several TNMP employees.


Upon submission of a bill to TNMP, the TNMP employee(s) working with the outside firm examine the bills.  The TNMP personnel working with the outside professional are accountable for monitoring the outside work and for allowing only necessary work to be undertaken by the outside firms.


Q.	IS THERE ANY ALLOCATION OF RATE CASE EXPENSE BETWEEN TNMP’S TEXAS AND NEW MEXICO JURISDICTION?


A.	No.  Rate case expenses are maintained separately for each jurisdiction.


Q.	DOES THIS CONCLUDE YOUR TESTIMONY?


A.	Yes, it does.
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