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�
I.	QUALIFICATIONS 


Q.	PLEASE STATE YOUR NAME AND BUSINESS ADDRESS FOR THE RECORD.


A.	My name is Larry P. Gunderson.  My business address is 4100 International Plaza, Tower II, Fort Worth, Texas, 76109.


Q.	HAVE YOU PREPARED AN EXHIBIT WHICH DESCRIBES YOUR EDUCATIONAL BACKGROUND AND JOB EXPERIENCE?


A.	Yes.  Exhibit LPG-1T has been prepared for this purpose.


Q.	HAVE YOU TESTIFIED PREVIOUSLY IN OTHER PROCEEDINGS?


A.	Yes.  Exhibit LPG-2T contains a list of the proceedings in which I have filed testimony.


Q.	WHAT ARE YOUR RESPONSIBILITIES WITH TNMP?


A.	My responsibilities with Texas-New Mexico Power Company (TNMP or the Company) include planning and coordinating rate filings, including activities such as cost allocations, rate design and administration, fuel filings, purchased power calculations, settlement discussions in TNMP’s New Mexico Community ChoiceSM docket and other regulatory proceedings.


II.	PURPOSE


Q.	WHAT IS THE PURPOSE OF YOUR TESTIMONY?


In this application, I prepared or was responsible for the preparation of:  


 	the proposed rate reductions included in the TNMP Transition Plan; 


 	the elimination of the Purchased Power Cost Recovery Factor (PCRF);


 	the rate design;


 	change in fuel factor;


 	the analysis of the impact on the customers;


the resulting bill comparisons and the analysis of the impact on typical customers; 	


 	the proposed tariffs; 


 	unbundled prices; 


the proposed filings to be made during the Transition Period (January 1, 1998 through December 31, 2002);


the presentation of issues to be resolved by the parties and filed with the Public Utility Commission of Texas (PUC or Commission) during the Transition Period;


the Post Transition Period; and 


general issues.  


In addition, I was responsible for the negotiation and preparation of the settlement in Docket No. 12900, TNMP’s last rate case approved by this Commission.


III.	DOCKET NO. 12900 


Q.	PLEASE DESCRIBE TNMP’S EXISTING RATE MORATORIUM.


In TNMP’s most recent rate increase application, Docket No. 12900, by order entered October 6, 1994, the Commission approved a unanimous settlement and agreement (the Docket No. 12900 Order or the Docket No. 12900 Stipulation).  A copy of the Docket No. 12900 Stipulation is attached as Exhibit LPG-3T.  As part of the Docket No. 12900 Stipulation, the parties agreed that TNMP will not file for a base rate increase from March 31, 1994 through March 31, 1999 (the 12900 Moratorium).  This agreement can be found on page 6 of Exhibit LPG-3T.  


The 12900 Moratorium has two parts.  First, TNMP is under a current unconditional obligation not to file for a base rate increase through March 31, 1997.  Second, after that time and through March 31, 1999, TNMP may file for a base rate increase only if a force majeure event occurs, as defined in the Docket No. 12900 Stipulation.


Q.	IS THE TNMP TRANSITION PLAN CONSISTENT WITH THE DOCKET NO. 12900 STIPULATION?


Yes, it is.  The Docket No. 12900 Stipulation prohibits TNMP from filing for a base rate increase.  The TNMP Transition Plan does not result in a base rate increase for TNMP’s customers.  In fact, the total rates sought in the TNMP Transition Plan are lower than the total rates that were set in the Docket No. 12900 Order.  In addition, Section 14 of the Docket No. 12900 Stipulation specifically permits TNMP to make regulatory filings to address competitive conditions.  The TNMP Transition Plan is designed to address head-on the competitive issues in the current regulatory environment.  The current regulatory environment has been impacted by many factors, including:


the implementation of wholesale competition by the Federal Energy Regulatory Commission;


the implementation of wholesale competition as a result of amendments to the Public Utility Regulatory Act of 1995 (PURA) and adoption of the Commission’s transmission access rules;


the consideration given to and reports on stranded costs and other competitive issues by the Commission in Project Nos. 15000, 15001, and 15002; and


the activities and discussions of the 1997 Legislature. 


	All of these factors are accelerating the advent of a competitive electric industry.


Q.	DOES THE DOCKET NO. 12900 STIPULATION ALLOW TNMP TO CHANGE TARIFFS?


A.	Yes.  The  Docket No. 12900 Stipulation has a provision that allows TNMP to change tariffs to meet changed circumstances, including TNMP’s need to remain competitive.  This provision is found on page 9 of Exhibit LPG-3T.  


Q.	COMPARED TO THE DOCKET NO. 12900 STIPULATION, IS THE TNMP  TRANSITION PLAN BENEFICIAL TO TNMP’S CUSTOMERS?


A.	Yes. Compared to the terms of the Docket No. 12900 Stipulation, the TNMP Transition Plan offers several enhanced benefits to TNMP’s customers.  First, TNMP proposes base rate decreases during the Transition Period.  The decreases for residential and small commercial customers are effective January 1 of 1998, 2000, and 2002.  These decreases will be achieved without further rate cases.  This will result in savings of resources not only for TNMP but for all of the parties.  Second, at the end of the Transition Period, the TNMP Transition Plan offers all of TNMP’s customers a choice as to their electric energy supplies.  Third,  the TNMP Transition Plan extends the 12900 Moratorium on base rate increases for an additional thirty-eight (38) months until December 31, 2002.  Fourth, the TNMP Transition Plan facilitates TNMP’s development of offering TNMP customers additional electric energy services to customers.  Finally, the TNMP Transition Plan replaces the force majeure provisions contained in the Docket No. 12900 Stipulation with a more rigid standard.  This standard is discussed in greater detail in the testimony of TNMP Witness Pat Bridges.  


		Currently, except for industrial customers and those customers in multi-certificated areas, no other retail customers in Texas have a choice regarding their electric energy suppliers.  TNMP believes that the benefits of competition facilitated by PURA and the PUC’s new Substantive Rules, which implement PURA, should inure to all classes of customers simultaneously, regardless of their load type or location.  The TNMP Transition Plan is designed to allow all classes of customers access to the benefits of competition and, at the same time, to provide an immediate decrease in rates for the residential and small commercial customers.   


IV.	RATE BENEFITS OF THE TNMP TRANSITION PLAN


Q.	WHAT ARE THE RATE BENEFITS OF THE TNMP TRANSITION PLAN?


A.	There are numerous rate benefits of the TNMP Transition Plan.  These include the fact that TNMP (1) foregoes a $12.5 million rate increase; (2) implements current base rate reductions for residential and small commercial customers; (3) will implement future reductions in base rates without the necessity of future rate proceedings; and (4) fixes base rates for all other customers during the Transition Period.


Q.	WHAT RATE INCREASE IS TNMP’S CUSTOMERS AVOIDING?


A.	The Transition Plan Appendix includes rate case data and analyses based on a test year ended December31, 1996.  The data and analyses in the Appendix justifies a $12.5 million rate increase.  TNMP is not requesting a rate increase at this time.  Pursuant to the Docket No. 12900 Stipulation, TNMP cannot file for a rate increase, barring certain force majeure provisions, until after March 31, 1999.  This results in base rates which are frozen until after October 1, 1999.  In the TNMP Transition Plan, TNMP is foregoing the opportunity to recover these revenues by extending the period of time during which TNMP’s base rates will be frozen.


Q.	WHAT RATE REDUCTIONS ARE INCLUDED IN THE TNMP TRANSITION PLAN?


A.	The TNMP Transition Plan reduces base rates for residential and small commercial customers immediately and also twice again in the future.  The rate reductions are discussed in this section of my testimony.  The TNMP Transition Plan includes these rate reductions even though the Appendix includes data and analyses which indicate that the Company can justify a rate increase.


WHAT ARE THE ADDITIONAL BENEFITS OF THE FUTURE PRICE REDUCTIONS?


A.	The future rate reductions will occur automatically with the approval of the tariffs  included in the TNMP Transition Plan.  This rate reduction will be done without future rate proceedings that expend time, energy and money of all the participants.


WHAT OTHER RATE BENEFITS DOES THE TNMP TRANSITION PLAN OFFER?


A.	The TNMP Transition Plan proposes to fix base rates for customer classes other than residential and small commercial through December 31, 2002.  This is for another thirty-eight (38) months more than the period during which TNMP’s current base rates are frozen pursuant to the Docket No. 12900 Stipulation.


Q.	WHAT  RATE REDUCTIONS ARE INCLUDED IN THE TNMP TRANSITION PLAN?


A.	The TNMP Transition Plan reduces the residential and small commercial base rates.  Small commercial customers include general service, municipal power, and street lighting service customer classes.  The rate decreases are:


				Jan. 1, 1998	Jan 1, 2000	Jan. 1, 2002	Total 


Residential	2%	2%	2%	6%


General Service	1%	1%	1%	3%


Municipal Power	1%	1%	1%	3%


	Street Lighting	1%	1%	1%	3%


	The TNMP Transition Plan freezes the base rates of all of the other tariffed rates for five (5) years beginning January 1, 1998 and continuing through December 31, 2002.


Q.	HOW WILL ECONOMY SERVICE SALES BE TREATED DURING THE TRANSITION PERIOD?


Economy Service sales will be treated as they currently are treated.  The mark-up for Economy Service to the Industrial Power Service and Large General Service customers will remain at current rates.  Under the current tariffs, the cost of the purchased power component of the rate changes as the cost of purchased power changes.  This cost of purchased power will continue to be passed through to the economy customers as it is done currently.  


V.	ELIMINATION OF THE PURCHASED POWER COST RECOVERY FACTOR (PCRF) CLAUSE


Q.	IS TNMP CURRENTLY USING A PCRF CLAUSE AND A FIXED FUEL FACTOR?


A.	Yes.  In PUC Docket Nos. 9491, 10200, and 12900, TNMP’s last three rate cases, the Commission granted to TNMP “good cause” exceptions to P.U.C. Substantive Rule 23.23(b).  These exceptions allowed TNMP to have a fixed fuel factor and a PCRF Clause included in its rates.  TNMP’s PCRF Clause, which acts as would the PCRF clause of a non-generating distribution utility, allows TNMP to recover all of its purchased power costs.  This treatment is unique to TNMP among investor-owned generating companies in Texas. 


Q.	HOW DOES TNMP’S CURRENT PCRF CLAUSE WORK?


A.	TNMP’s current PCRF clause allows TNMP to recover changes in purchased power costs that are not included in TNMP’s base tariffs.  The majority of TNMP’s purchased power costs already are included in the base tariffs for each rate schedule.  The charges recovered through the PCRF clause account for monthly changes in the cost and amount of purchased power used by TNMP customers.  These monthly charges are only a small portion of the total purchased power costs.


WHAT IS THE CURRENT PCRF IN THE RATE FILING?


A.	The current PCRF that the customers have been paying was negative during the test year and was negative in the annualization for the test year.  As found on Exhibit GMJ-4 of the Appendix testimony of TNMP Witness Johnson, both the energy and demand components of the PCRF are negative.  For distribution customers, the demand component of the PCRF is ($0.001702)/kwh.  The energy component of the PCRF is ($0.0017098)/kwh.


Q.	WAS THE NEGATIVE PCRF INCLUDED IN THE RATE DESIGN OF ALL THE CLASSES?


A.	Yes.  Base prices for all the distribution customers were reduced for the ($0.01702)/kwh demand component of the PCRF.  Transmission customers base prices were also reduced in a similar manner.  The negative energy component of the PCRF costs captured in the test year number is included in the fuel factor.  Base prices in all the tariffs were reduced for the demand component of the PCRF costs and for the total energy costs associated with purchased power including the energy component of the PCRF.


Q.	DOES TNMP PROPOSE TO CONTINUE TO COLLECT ITS PURCHASED POWER EXPENSES THROUGH THE PCRF CLAUSE?


A.	No.   The TNMP Transition Plan proposes to eliminate the PCRF clause, thereby eliminating the need for the “good cause” exceptions to the Commission’s Substantive Rule 23.23.


PLEASE EXPLAIN THE PROPOSAL TO ELIMINATE THE PCRF.


A. 	The TNMP Transition Plan includes the demand expense associated with purchased power in the tariffed base rates and the energy expense associated with purchased power in the fuel factor.  This proposed treatment is consistent with the requirements of the Commission’s Substantive Rules.


Q.	WHAT COMPRISES PURCHASED POWER EXPENSE?


A.	TNMP’s purchased power expense is comprised of demand expense and energy expense.  The demand expenses are those purchased power expenses billed on a kWh basis.  TNMP Transition Plan tariffs include demand costs in TNMP’s base rates.  Energy costs are those expenses incurred on a per kWh basis.  Energy costs include energy purchased for firm customers and standby purchases which are made during outages at TNP One.  The Transition Plan tariffs include energy costs in the fuel factor and  are reconcilable when TNMP files its next fuel reconciliation.  


Q.	IS ELIMINATING THE PCRF A BETTER OPTION THAN FREEZING THE PCRF, AS WAS PROPOSED IN DOCKET NO. 15560?


A.	Yes.  The elimination of the PCRF is consistent with the Commission Substantive Rules and, therefore, with the pricing structures of the other utilities in Texas.  Bringing TNMP’s fuel cost recovery mechanism into line with other Texas utilities helps to put TNMP on the same basis as other generating utilities for future competitive purposes.  In addition TNMP’s current proposal, under the TNMP Transition Plan, TNMP does not need the two existing “good cause” exceptions to the Commission’s Substantive Rules 23.23(b), as were required by TNMP’s previous transition plan to competition in Docket No. 15560, Community Choice.SM  In Docket No. 15560, TNMP requested two additional “good cause” exceptions.  The first “good cause” exception would have allowed  TNMP to freeze the PCRF factors at a fixed amount.  The second “good cause” exception would have allowed TNMP to use any over-collections of purchased power to reduce the cost of TNP One.  


Q.	IS THE ELIMINATION OF THE PCRF PROPOSAL CONSISTENT WITH THE DOCKET NO. 12900 STIPULATION?


A.	Yes.  Eliminating the PCRF does not increase aggregate base revenues to TNMP.  Further, as stated earlier, base revenues will decrease due to the proposed rate reductions.


Q.	WILL ANY “GOOD CAUSE” EXCEPTIONS TO SUBSTANTIVE RULE 23.23 BE NECESSARY UNDER THE TNMP TRANSITION PLAN?


A.	No.  Under the TNMP Transition Plan, TNMP is not requesting any additional “good cause” exceptions and is eliminating the need for the currently approved “good cause” exception.  Because TNMP is proposing to eliminate its existing PCRF clause, the purchased power components of the bill are proposed to be collected through the base rates and fuel factor, in accordance with the Commission’s Substantive Rules.  


Q.	WHY DOES THE TNMP TRANSITION PLAN ELIMINATE THE PCRF?


A.	The TNMP Transition Plan eliminates the PCRF for a number of reasons.  First, under the TNMP Transition Plan, any purchased power savings are treated just as any other reduction in expenses.  Any increase to net revenues caused by the expense reductions flow into earnings and impact the earnings cap, which is discussed in the testimony of TNMP Witness Pat Bridges.  This eliminates the need for additional “good cause” exceptions to the Commission’s rules which would be required if using the TNMP Transition Plan used the  PCRF to collect purchased power savings and reduce the cost of TNP One.


		Second, the implementation of TNMP’s load control area and comparable transmission access allows TNMP to control its purchased power costs more effectively, to limit the negative revenue impact of rate increases by energy suppliers, and to limit the negative revenue impact of rate increases by energy suppliers, and to accomplish both without the necessity of a PCRF.  TNMP now has its own load control area.  Through this load control area, TNMP is providing control area services to its customers and no longer is purchasing control area services from other utilities.  The establishment of a  load control area mitigates the need for a “good cause” exception to the Commission’s Rules because TNMP is now an active participant in ERCOT and has access to power on a comparable basis with other utilities.  TNMP’s access to the energy market also is facilitated by the Commission’s new rules which provide access to the wholesale market.  Access to the market allows TNMP to have additional ability to control its purchased power costs by using either contracts for set periods of time or spot markets bids.  In the past, TNMP did not have this flexibility in purchasing power.  Rather, TNMP had to buy energy from other utilities that were near its service areas.  Without a PCRF, if TNMP’s suppliers filed for increases, TNMP would not have been able to recover the increases in a timely manner, due to regulatory lag.  TNMP would have had to file for a rate increase to recover the increased purchased power cost, a cost that the Commission or Federal Energy Regulatory Commission (FERC) already had found to be reasonable.  


		Third, eliminating the PCRF places TNMP in the same position as the other generating investor-owned utilities in Texas.  


		In summary, the elimination of the PCRF helps to position TNMP for competition with limited exceptions to the Commission’s rules. 


VI.	RATE DESIGN


Q.	HOW DOES THE TNMP TRANSITION PLAN APPLY RATE REDUCTIONS TO THE RESIDENTIAL CUSTOMERS?


A.	The TNMP’s Transition Plan applies each 2% reduction to the end block of the residential rate structure.  Currently, the residential tariff has an inverted rate structure.  The tariff charges $.0599 per kWh for the first 400 kWhs during the month.  Additional kWhs are charged at $.09453 per kWh during the summer and $.08903 per kWh during the winter.


The TNMP Transition Plan is designed to bring the residential tariff more in line with the competition TNMP is facing in multiple certified areas and more closely reflects a more competitive market.  TNMP is one of the few utilities in Texas to have an inverted rate.  In most of the multiply certified areas, TNMP is in competition with utilities that either have flat rates or declining block rates.  By reducing the end block rate, TNMP is reducing the severity of the inverted tariff without increasing rates to its smaller load customers.


In addition to the rate design change discussed above, the removal of the energy costs related to purchased power is removed from all kWh blocks of the residential base tariff  and included in the fuel factor.  Including the energy costs in the fuel factor is required to comply with the Commission Substantive Rules 23.23 since TNMP is proposing to eliminate the PCRF.  Demand costs related to purchased power will be included in base rates in the residential tariff.  The base price also is reduced for the demand component of the PCRF clause.  


Q.	HOW WILL THE REDUCTIONS INCLUDED IN THE TNMP TRANSITION PLAN BE APPLIED TO THE GENERAL SERVICE TARIFFS?


A.	Under the TNMP Transition Plan, the 1% reductions in base rates are applied to the kWh charges on the General Service tariffs.  The customer charge and the demand charge in the tariff are not changed.  The energy charge is reduced by the energy costs associated with purchased power which are included in the fuel factor.  The base price also is reduced for the demand component of the PCRF clause.


Q.	WHAT TARIFFS ARE INCLUDED IN THE TNMP TRANSITION PLAN FOR THE GENERAL SERVICE CUSTOMERS?


A.	The TNMP Transition Plan maintains the two different tariffs for the General Service rate class.  The first is the traditional tariff that has a constant price for all hours.  The second is a Time-of-Day (GS-TOD) tariff.  


Q.	IS THE GS-TOD TARIFF OPTIONAL?


A.	Yes.  The customer must elect to be on this tariff.  If the customer does not elect to be put on the GS-TOD tariff, the customer remains on the existing General Service tariff.


Q.	WHAT RATES ARE INCLUDED IN TNMP TRANSITION PLAN FOR MUNICIPAL POWER AND STREET LIGHTING CUSTOMERS?


Just as with the General Service tariff, the energy rate for the Municipal Power base rates are reduced by 1% to reflect TNMP’s proposed reduction in base rates.  For street lighting, the monthly charge also is reduced to reflect the rate reduction proposed by TNMP and to reflect the inclusion of energy related costs in the fuel factor.  The street lighting tariff includes energy in the monthly charge so the reduction is in the monthly charge.  The base price also is reduced for the demand component of the PCRF clause.  


Q.	WHAT IS THE IMPACT OF  THE TNMP TRANSITION PLAN on OTHER TARIFFS?  


A.	The TNMP Transition Plan proposes no base price reductions for TNMP’s other tariffs.  The prices in these tariffs will change due to (1) elimination of the PCRF clause and including energy costs associated with purchased power in the fuel factor and (2) rolling the current demand costs associated with purchased power expense that was reflected in the PCRF into base price.  The energy cost associated with purchased power is removed from the energy base price and included in the fuel factor.  This results in the base energy price being reduced and the fuel factor increasing.  In addition, TNMP’s PCRF was negative during the test year.  When the PCRF is eliminated, the negative amounts in the PCRF due to reduced demand costs associated with purchased power is included in the base prices of the tariffs.  This also will reduce the base prices within the tariffs.


CAN YOU PROVIDE AN EXAMPLE OF THE INCLUSION OF PCRF DEMAND COSTS IN BASE PRICES?


A.	Yes.  The Industrial Power Service - High Load Factor (IPS-HLF) tariff has a demand price of $18.37 per kva.  The PCRF that applies to the IPS-HLF customers has both an energy and a demand component of the PCRF. The demand component of the PCRF for the IPS-HLF customers is currently ($0.63) per kva.  The customers have been paying a net charge of $17.74 per kva, $18.37 per kva base price less ($0.63) per kva demand PCRF.  The proposed IPS-HLF tariff has a base price of $17.74 that takes into consideration the existing base price per kva and the demand PCRF that applies to these customers.


VII.	CHANGES IN THE FUEL FACTOR


Q.	PLEASE DESCRIBE THE FUEL FACTOR INCLUDED IN THE TNMP TRANSITION PLAN.


The fixed fuel factor for the Transition Period includes the reconcilable fuel costs as set out in the Appendix, Schedule I-2, plus applicable purchased power energy costs.  The applicable purchased power energy costs are only those energy costs associated with serving TNMP’s firm customers.  Exhibit LPG-4T is based on Appendix Schedule Q-2 which shows the determination of the fixed fuel factors for the Transition Period.


As discussed previously, TNMP proposes to include the purchased power energy cost associated with sales to firm customers in its fuel factor.   In addition, TNMP recalculated the fuel factor using test year costs and forecasted sales for 1998, the proposed rate year.


Q.	WHAT IS THE IMPACT ON THE FUEL FACTOR AFTER ENERGY COSTS ASSOCIATED WITH PURCHASED POWER ARE INCLUDED?


By including energy costs associated with purchased power in the fuel factor, the fuel factor increases are:





Fuel Cost Factors�
Current Factors�
Proposed Factors�
�
Overall Fuel Cost Factor�
$0.0098230/kwh�
$0.0183890/kwh�
�
Distribution Voltage Fuel Cost Factor�
$0.0099414/kwh�
$0.0184632/kwh�
�
Transmission Voltage Fuel Cost Factor�
$0.0093778/kwh�
$0.0174161/kwh�
�
�
�
�
�
Q.	PLEASE EXPLAIN EXHIBIT LPG-4TAND HOW THE FUEL FACTOR WAS CALCULATED.


Exhibit LPG-4T shows the reconcilable fuel costs contained in TNMP’s cost of service plus the purchased power energy costs associated with TNMP’s sales to firm customers.  The reconcilable fuel costs are found on Schedule I-2 of the filing schedules.  The Appendix testimony of TNMP Witness W. Mark Wilson  supports these amounts.  The purchased power energy costs are included in the total purchased power costs shown in the Appendix, Schedule A, and are addressed in the Appendix testimony of TNMP Witness Garry M. Johnson.  Exhibit GMJ-4 of the Appendix testimony of TNMP Witness Garry Johnson provides a more detailed computation of the purchased power costs included in TNMP’s filing.  


		As shown on Exhibit LPG-4T, the total applicable reconcilable fuel costs and purchased power energy costs are divided by projected kWh sales to derive the applicable fixed fuel factors.  Projected kWh sales are shown in greater detail on Schedule H-12.5 and is supported by the Appendix testimony of TNMP Witness Patrick Bridges.


Q.	WHY IS THIS PROPOSED CHANGE IN THE FIXED FUEL FACTOR GOOD FOR TNMP’s CUSTOMERS?


With TNMP’s proposed change in the fixed fuel factor, TNMP will be held more accountable for future purchases of power.  Energy purchased power costs will be included as a reconcilable cost in future TNMP fuel reconciliation filings before the Commission.  These costs will receive the same scrutiny from the Commission as reconcilable fuel costs.  Recovery of purchased power costs will not be automatic.  Any increase in these costs in the future will require approval of a change in the fixed fuel factor before TNMP can recover those increased costs.


Q. 	IS THIS AN ADVANTAGE FOR ANY OTHER REASON? 


A.	Yes.  Many new market entrants that supply electric energy are not public utilities.  Purchases by TNMP from those suppliers may be discouraged without a recovery mechanism.  The PCRF would not allow recovery of purchased power unless it was approved by a regulatory authority.


Q.	IS THE PROPOSED FUEL FACTOR JUST AND REASONABLE?


A.	Yes.  The fuel factor includes only reconcilable fuel and purchased power energy costs and is in compliance with the Commission’s Substantive Rules.  In addition, TNMP reduced the base rates to reflect the inclusion of the purchased power energy costs in the fuel factor.


VIII.	IMPACT OF THE TNMP TRANSITION PLAN ON TNMP’S CUSTOMERS 


Q.	HAVE YOU ANALYZED THE IMPACT ON CUSTOMERS OF THE TNMP TRANSITION PLAN?


A.	Yes.  The impact to customers of the TNMP Transition Plan is shown in Exhibit LPG-5T.  Pages 1 through 5 are summaries of proof of revenue statements.  The proof of revenue statements on each page use the same billing units.  The difference between each page of Exhibit LPG-5T is the rates applied to the billing units.  By applying the different rates to the same billing units, a comparison of the revenues each customer class will pay can be made.  Page 1 of 5 is the proof of revenue using Docket No. 12900 rates.  Page 2 of 5 is the proof of revenue using data and analyses included in the Appendix.  Page 3 of 5 uses the first year rate reductions and new fuel factor in the calculation of the revenues.  Page 4 of 5 is based on rates in the final year of the transition period.  Page 5 of 5 reflects revenues with the year 2000 base rate reductions.    


Q.	WHAT DOES YOUR ANALYSIS SHOW AS THE NET IMPACT TO THE CUSTOMERS?


The below table summarizes the firm revenue produced from each set of rates.  TNMP’s customers have received and will continue to receive reductions in their costs.  


Prices Implemented�
Firm Revenues�
Revenue Decrease�
% Decrease�
�
October 6, 1994�
$373,731,364�
�
�
�
Test Year Prices�
$360,048,319�
$13,683,045�
3.66%�
�
January 1, 1998�
$355,541,016�
$  4,507,303�
1.25%�
�
January 1, 2000�
$351,903,740�
$  3,569,730�
1.02%�
�
January 1, 2002�
$348,334,010�
$  3,569,730�
1.01%�
�
Total�
�
$ 25,397,354�
6.80%�
�



	TNMP’s firm customers have received a $13.7 million or a 3.66% reduction in price since TNMP’s last rate case and by the end of the Transition Period, TNMP’s firm customers will receive a total of $25.5 million or 6.80% reduction in price.  The percent reductions for the residential and small commercial customers will be greater since they are the only classes receiving base price decreases during the Transition Period.


IX.	RATE COMPARISONS


Q.	HAVE YOU DONE A RATE COMPARISON AMONG DOCKET NO. 12900 RATES, (CURRENT RATES CAPTURING THE NEGATIVE PCRF) AND THE RATES PROPOSED IN THIS PROCEEDING?  


A.	Yes.  Bill comparisons are provided for individual residential customers and General Service customers have been calculated for five sets of rates.  The sets of rates included in the comparison are Docket No. 12900 rates, current rates (capturing the negative PCRF), and the rates in the three sets of tariffs proposed for the Transition Period.  Exhibit LPG-6T provides the rate impact for residential customers usage and for General Service customers with various kWh usage levels.


WHAT IMPACT WILL TNMP’S TRANSITION PLAN HAVE ON TNMP’S RESIDENTIAL CUSTOMERS?


A.	The table below provides the impact the reductions in price has on a typical residential customer that uses approximately 1150 kwh.


Prices Implemented�
Price for 1150 kwh�
Decrease in Price�
% Decrease�
�
October 6, 1994�
$109.73�
�
�
�
Current Test Year�
$105.76�
$3.98�
$3.62�
�
January 1, 1998�
$101.98�
$3.78�
3.57%�
�
January 1, 2000�
$100.39�
$1.59�
1.55%�
�
January 1, 2002�
$98.84�
$1.55�
1.59%�
�
Total:�
�
$10.90�
9.93%�
�



WHAT IMPACT WILL THE TNMP TRANSITION PLAN HAVE ON TNMP’S GENERAL SERVICE CUSTOMERS?


A. 	The comparison of the price for a typical General Service customer is provided in the below table.  For the comparison, the general service customer is assumed to have a usage of 15 kw and 3,500 per month.


Price Implemented�
Price per Customer�
Decrease in Price�
% Decrease�
�
October 6, 1994�
$333.39�
�
�
�
Current Test Year�
$321.31�
$12.09�
3.76%�
�
January 1, 1998�
$310.90�
$10.41�
3.35%�
�
January 1, 2000�
$308.27�
$2.63�
0.85%�
�
January 1, 2002�
$305.67�
$2.60�
0.85%�
�
Total:�
�
$27.73�
9.07%�
�
X.	THE TNMP TRANSITION PLAN TARIFFS


Q.	IS TNMP FILING NEW TARIFFS?


Yes.  For the TNMP Transition Plan, TNMP is filing three sets of tariffs that reflect the rate reductions in 1998, 2000, and 2002 and the elimination of the PCRF.  The first set of tariffs in the TNMP Transition Plan will be effective from January 1, 1998 to December 31, 1999.  These tariffs reflect the first rate decreases.  The second set of tariffs will be effective from January 1, 2000 to December 31, 2001 and include the second set of rate decreases.  The last set of tariffs will be effective for the last year of the TNMP Transition Plan, from January 1, 2002 to December 31, 2002, and includes the final rate reduction.  The three sets of tariffs are filed under a separate tab within this filing package reflect these unbundled prices.  All three sets of tariffs have prices that are unbundled.   


Q.	WHAT CHANGES HAVE BEEN MADE TO THE BASE RATES?


A.	The residential and small commercial classes’ base rates have been reduced by the amount of the proposed rate reductions.  In addition, base rates for all customer classes have been reduced by the removal of the energy cost of purchased power to the fuel factor.  In all tariffs, the base rates are either lower than or equal to the base rates approved in Docket No. 12900.


Q.	ARE THE TARIFFS IN THIS FILING OFFERING SERVICES FOR UNBUNDLED PRICES?


A.	No.  The tariffs filed in this proceeding are for bundled services.  The unbundled price information on the tariffs are to provide the customers with additional information and to prepare for the eventual unbundling of services in the tariffs.


XI.	UNBUNDLED PRICES


Q.	PLEASE DISCUSS TNMP’S UNBUNDLED PRICES.


A.	TNMP’s costs have been translated into prices that are unbundled to show the generation, transmission, and distribution components.  The separation of these costs lays the predicate for the eventual implementation of customer choice after the Transition Period.


After the Transition Period, customers will be able to select their electric energy suppliers.  The customer’s choice of electric energy suppliers in the future will be a function of price, as well as service availability and characteristics.  In order to evaluate energy prices in the future, customers need to understand the costs associated with the generation component of their currently bundled electric energy service.  Filing tariffs with unbundled price information allows customers to gain that understanding.


Q.	ON WHAT BASIS ARE THE PRICES UNBUNDLED?


A.	TNMP has used the cost allocation study, described in the Appendix testimony of TNMP Witness Sheryl Carroll.  The methodologies employed in the cost allocation study are consistent with the methodology approved in TNMP’s previous rate applications. The functionalization and classification techniques reflected in the allocation methods of this study were applied to provide unbundled price information.  When further guidance as to functionalization methods was needed, the recently approved PUC Transmission Cost of Service Filing Package was used.  Each customer class has its costs unbundled into generation, transmission, and distribution functions. The Appendix testimony of TNMP Witness Sheryl Carroll discusses the unbundling process fully.


Q.	WHY IS TNMP PROVIDING UNBUNDLED PRICE INFORMATION?


A.	The reason to provide unbundle price information is to better inform customers of the costs that make up their bill.  The tariffs provided under a separate tab within this filing package reflect these unbundled prices.  


Q.	AT THE END OF THE TRANSITION PERIOD, WILL TNMP’S OFFER SERVICE AT UNBUNDLED PRICES?


A.	Yes.  At the end of the Transition Period, TNMP will offer electric energy services at unbundled prices.  In addition, TNMP proposes to unbundle its prices further to give greater detail concerning customer-related expenses.  Distribution system expenses, including customer-related expense, are much greater than transmission system expense.  Unbundling the distribution expenses into distribution related costs and customer-related costs and services further should  allow customers to have control over the quality and quantity of needed services from TNMP after the Transition Period.  These unbundled tariffs will be included in the rate case filed during the last year of the Transition Plan.


XII.	FILINGS DURING THE TRANSITION PERIOD


Q.	WHAT FILINGS WILL TNMP MAKE DURING THE TRANSITION PERIOD?


A.	TNMP will make the following filings:


	Annual status reports;


	Annual earnings monitoring reports;


Open access tariffs for open access of the transmission and distribution facilities; and


A rate case for TNMP that will have	unbundled tariffs for the Post Transition Period and an estimated competition transition charge (CTC) for the recovery of any remaining ECOM.


Q.	WHAT ANNUAL REPORTS DOES TNMP PROPOSE FILING DURING THE TRANSITION PERIOD?


A.	The TNMP Transition Plan proposes two annual filings.  One filing is an annual status report on TNMP’s stranded cost recovery.  The other filing is the earnings monitoring report that will provide the amount of earnings in excess of a predetermined level of return on equity which were applied to reduce TNP One rate based investment in each year.


Q.	WHAT WILL BE INCLUDED IN THE ANNUAL STATUS REPORT?


A.	The report will include:


TNMP’s estimate of the market value of TNP One;


TNP One’s current book value;


normal depreciation to date;


accelerated depreciation of the excess cost over market (ECOM) portion of TNP One;


redirected depreciation; and


earnings in excess of a predetermined level of return on equity.


Q.	WHAT WILL BE INCLUDED IN THE EARNINGS MONITORING REPORT?


A.	TNMP will report annually its amount of earnings in the Earnings Monitoring Report.  In addition to the information provided currently, TNMP will file additional detail that provides the information necessary to apply the earnings cap, as discussed in the testimony of TNMP Witness Pat Bridges.  The Earnings Monitoring Report will show the amount of revenue generated above the predetermined level of the rate of return on equity, which will be used to reduce the cost of TNP One.  


Q.	WILL THE COMMISSION STAFF AND OFFICE OF PUBLIC UTILITY COUNSEL (OPC) BE ABLE TO REVIEW THE FILING?


A.	Yes.  The  TNMP Transition Plan provides for the Commission Staff, the Office of Public Utility Counsel and other affected parties the opportunity to review the filing.  This annual filing on earnings is discussed in more detail in the testimony of TNMP Witness Pat Bridges.


Q.	WHEN WILL THE ANNUAL STATUS REPORT AND EARNINGS MONITORING REPORT BE FILED?


A.	The TNMP Transition Plan proposes that both filings be made by May 15 of each year.  The first pair of reports would be due May 15, 1999 and the last pair of reports would be due on May 15, 2003.


Q.	WHAT COMPLIANCE TARIFFS IS TNMP PROPOSING TO FILE TO PROVIDE ACCESS TO THE TNMP TRANSMISSION AND DISTRIBUTION FACILITIES?


A.	The TNMP Transition Plan includes the proposal to file tariffs implementing the terms and conditions of open access for its retail customers.  The tariffs will be filed in accordance with any Commission or FERC rules that govern open access for retail customers at the time of the filing.  If there are no rules, TNMP will use the wholesale access rules and tariffs as a guideline for making the filing.  The filing will be made by January 1, 2002.  The prices for access over TNMP’s transmission and distribution (T&D) system will be set in the rate case which TNMP will file during the last year of the Transition Period.  


Q.	WHAT TYPE OF RATE CASE WILL TNMP FILE DURING THE LAST YEAR OF THE TRANSITION PERIOD?


A.	TNMP will file a rate case to establish prices for  the transmission and distribution services and any other services that will remain subject to the Commission’s jurisdiction.


Q.	WHEN WILL TNMP FILE THIS RATE CASE?


A.	TNMP proposes to make this filing on or before April 30, 2002, which is eight (8) months prior to the end of the Transition Period.


Q.	WHY WILL TNMP FILE A RATE CASE PRIOR TO THE END OF THE TRANSITION PERIOD?


A.	TNMP will file a rate case to isolate its customers from TNMP’s production costs, including TNP One costs and purchased power expense.  TNMP will file rates for a minimum of three services, which will include: (a) unbundled service for customers that wish to choose energy suppliers; (b) total or bundled service (standard offer service); and (c) default service, which will provide energy when another energy supplier fails to provide the required service to a customer.  This will ensure that, no matter what happens in the future market-driven environment, TNMP will be able to provide service to those customers who need such service. In addition, TNMP will file for a non-bypassable Competitive Transition Charge (CTC) charge to become effective at the end of the Transition Period  (Post�Transition Period).


Q.	PLEASE EXPLAIN EACH SERVICE OPTION THAT TNMP EXPECTS TO PROVIDE AT THE END OF THE TRANSITION PERIOD.


A.	Unbundled Service.  TNMP will provide open access to its customers over its transmission and distribution T&D facilities. The customer will choose their energy supplier.  The unbundled tariffs will have the prices for transporting the energy over the T&D system.  The customer will receive a bill that includes the selected energy suppliers’ costs and the T&D costs.  The bill also will include basic administrative and general costs rolled into the T&D prices.


	Standard Offer Service.  TNMP’s standard offer tariff will include production costs in addition to the T&D costs.  The tariff will be bundled to include production, transmission and distribution costs.  This tariff offers service to customers who choose to continue receiving service provided by TNMP on a bundled basis or who “choose not to choose” an alternative energy supplier.


	Default Service.  TNMP will provide a tariff for service for those customers whose energy supplier fails to deliver the required power.  Under the Default Service, TNMP will insure that power is provided to the customer and that there is no interruption of service.  


Q.	PLEASE EXPLAIN THE PROPOSED CTC CHARGE THAT WILL BE REQUESTED IN THE RATE CASE.


A.	In the rate case, if TNMP has underrecovered stranded costs, TNMP will propose a non-bypassable charge that will be implemented on a temporary basis, subject to refund, and which will be replaced by a permanent CTC charge to be approved in the true-up proceeding filed in the Post Transition Period.  The CTC charge will be based on the estimate of remaining stranded cost at the end of the Transition Period and on forecasted sales.  This interim CTC charge will remain in effect until the permanent CTC is approved after the end of the Transition Period.


Q.	WHAT TYPE OF OTHER BENEFITS WILL TNMP’S CUSTOMERS RECEIVE FROM UNBUNDLED PRICING? 


A.	TNMP will file tariffs showing unbundled prices that provide greater detail concerning TNMP’s service-related costs.  Unbundling the service-related costs, at this time, should allow customers the opportunity to understand better energy prices and options in the future and, thereby, to have better control over the quality and quantity of services which they purchase.


XIII. 	ISSUES TO BE RESOLVED DURING THE TRANSITION PERIOD


Q.	PLEASE EXPLAIN WHY ISSUES NEED TO BE RESOLVED DURING THE TRANSITION PERIOD.


A.	There are a number of issues that will remain to be resolved.  The TNMP Transition Plan sets out the overall movement to competition.  There are many details which remain to be decided and issues which remain to be discovered, concerning the specifics of how to implement the competition and the choice of energy suppliers. 


Q.	WHY NOT RESOLVE THESE ISSUES FIRST?


A.	If we wait to resolve all of the issues, the TNMP Transition Plan will be delayed for a significant period of time.  Waiting to resolve all of the issues before beginning the TNMP Transition Plan could delay the ability of customers to choose energy suppliers for years.  It is important that the TNMP Transition Plan begin as soon as possible.  The Transition Period then may be used to resolve many of the details of competition.


Q.	WHAT ISSUES NEED TO BE RESOLVED DURING THE TRANSITION PERIOD?


A.	TNMP has identified many of the issues that may need to be resolved.  Other parties may have additional issues that need to be addressed.  TNMP has identified the following issues:


CUSTOMER SAFEGUARDS. These need to be addressed to ensure that customers’ protections are established before retail access begins.  The customer should enjoy the same safeguards that the customer currently has.


TERMS AND CONDITIONS FOR ACCESS TO THE TRANSMISSION AND DISTRIBUTION FACILITIES.  As stated previously, TNMP will file open access tariffs.   The Commission and FERC have adopted open access rules for wholesale transactions, but these access rules may need to be changed or fine-tuned for retail competition. 


CONDITIONS FOR SUPPLIER-ACCESS TO THE TRANSMISSION AND DISTRIBUTION FACILITIES.  Terms and conditions, including a code of conduct and standards for suppliers, which want to participate in serving customers at retail, may need to be implemented to ensure open and comparable access to the system as the market emerges.


AFFILIATE TRANSACTIONS.  This will address issues, such as, self-dealing and the allocation of costs between TNMP and its affiliates so that no subsidy exists.  It should provide for reasonable standards governing for affiliate transactions.


BILLING AND METERING MECHANISMS.  TNMP will investigate and will develop appropriate mechanisms for residential and small commercial customers to participate in and to receive the benefits of competition.  For residential and small commercial customers, the savings from supplier choices could be offset by the cost of special metering to track their load.  Other methods, such as, standard load profiles, may need to be developed to allow lower-use customers to receive the full benefits of competition in the energy market.


CRITERIA FOR THE RELIABILITY AND QUALITY OF SERVICE.  TNMP also will set standards to ensure the continued reliability and service quality of TNMP.  These standards should provide incentives to TNMP to maintain reliability and quality of service.  This could be accomplished with performance-based ratemaking for TNMP after the Transition Period.  Additionally, as mentioned in the Appendix testimonies of TNMP Witnesses Larry Dillon and Sheryl Carroll, TNMP has already chartered a team to address quality of service issues.


AGGREGATION OF CUSTOMER LOADS.   This option will insure the development of aggregation methods so that all customers can benefit from competitive energy options, regardless of their size.  The key to lower-use customers benefiting from a competitive energy market may be the ability to aggregate small loads to form a larger load.  In a competitive market, the larger loads should be able to attract more favorable terms and prices than smaller loads.


SELECTION OF ENERGY PROVIDERS.  TNMP will establish the terms and conditions under which customers will be able to select their energy suppliers.  These terms and conditions may address questions, such as, under what circumstances customers may move between to be suppliers, including when customers take  Standard Offer service after taking unbundled service.


STANDARD OFFER CUSTOMER.  The method of serving the customers which want bundled service from TNMP will need to be addressed.  Those customers who choose not to choose an alternative energy supplier also will be standard offer customers.


SUPPLIER OF LAST RESORT (“DEFAULT SUPPLIER”).  TNMP will  address the need for service to be offered to the customers which suppliers have failed to provide necessary energy and the proper price for such service.


CUSTOMER EDUCATION PROGRAMS.  Customers will need to be informed and educated regarding their options.  This is one of the most important steps to enabling customers to make choices and to gain the benefits of a competitive energy market.  If customers are informed, they can make effective choices.  


ENVIRONMENTAL STANDARDS FOR RETAIL SUPPLIERS.  Standards for maintaining the environment, while providing the customers with the majority of the benefits of competition, will need to be developed.  These standards should include a method for monitoring compliance.


FRANCHISE FEES.  The reduction in utility revenues after the Transition Period may result in reduced franchise fee payments to TNMP’s Cities.  Methods of paying franchise fees to the TNMP Cities in the Post Transition Period need to be investigated.


LOW-INCOME CUSTOMERS - TNMP is committed to exploring and addresses the issues TNMP’s low-income customers will face during the Post Transition Period.  TNMP is uncertain what specific mechanism(s) will be necessary to provide services sufficient for the basic service needs to virtually all members of a population without regard to income.  


Q.	BY WHAT PROCESS WILL TNMP RESOLVE THESE AND OTHER TRANSITION ISSUES?


TNMP will have discussions with the interested parties to set a procedural schedule to address these issues and any other issues raised by the parties.  TNMP is confident that many issues will be resolved during the Transition Period during the discussions with other parties, particularly in light of the fact that additional information will become available during the Transition Period.


On December 15, 1999 (the end of the second year in which the TNMP Transition Plan is in effect), TNMP will file with the Commission a list of issues which remain to be resolved before the end of the Transition Period, a request for approval of any issues which have been resolved at that time, and the procedures which will be followed to pursue resolution of the remaining issues.  At that time, any interested parties may file their own lists of issues and procedural suggestions to the extent that there is a lack of consensus on any point contained in the filing.  Thereafter, a similar filing will be made on December 15 of each year of the Transition Period.


		Where filings by interested parties indicate a lack of consensus, the Commission may decide whether a given issue or is ripe for Commission decision.  At that time, the Commission may choose to set the issue(s) for hearing, to order formal mediation, or otherwise to decide the issue(s) based on briefing or a “paper” hearing, as the Commission deems appropriate.


Q.	SHOULD THE PLAN BE CONSIDERED AND ACTED UPON BY THE COMMISSION BEFORE THE TNMP TRANSITION PLAN PROVISIONS ARE SPECIFIED?


A.	The TNMP Transition Plan should be approved now so that the benefits to TNMP’s customers may begin to accrue.  The uncertainty of some aspects of the Transition Period and the beginning of competition should not operate to deny or to delay customers’ ability to choose energy supplies, as is guaranteed by approval of the TNMP Transition Plan.  TNMP believes that the issues presented above can be resolved appropriately during the Transition Period.   First, a process has been proposed that will allow all parties to participate in resolving these issues.  As a result of this process, which occurs during the Transition Period, the issues will be presented to the Commission for approval. 


		Further, at the end of the Transition Period, TNMP will file a retail rate case.  The rate case will set the distribution and transmission prices for the electric services that TNMP will provide after the Transition Period.  A rate case brought at the end of the proposed Transition Period is the appropriate vehicle to consider and to determine the remaining issues for the full implementation of customer choice, as proposed by TNMP.  Such a rate case will provide the opportunity for full participation and input by all interested parties, will provide protection to the consuming public, and will ensure that the Commission has an adequate record upon which to make any decisions as to the public interest.  Progress toward competition should not be impeded because every future contingency has not been addressed before the first step is taken.


XIV.	THE END OF THE TRANSITION PERIOD


Q.	HOW LONG IS THE TRANSITION PERIOD?


A.	The Transition Period is five (5) years.  The Transition Period should start on January 1, 1998 and end on December 31, 2002 in order for the full benefits of the TNMP Transition Plan to accrue to all stakeholders in the process.


Q.	WHAT WILL OCCUR AFTER THE TRANSITION PERIOD?


A.        A minimum of two things will occur.  First, all of TNMP’s customers will have a choice of their energy suppliers.  TNMP is committing to that, if the TNMP Transition Plan is adopted.   TNMP will  continue to provide transmission, distribution, and customer services to customers which choose energy suppliers other than TNMP.   Second, TNMP will make a filing within six (6) months of the end of the Transition Period to reconcile the recovery of stranded costs, to establish the remaining stranded costs, and to establish the market value of TNP One.  The filing will determine whether TNMP has over-collected or under-collected its stranded costs.  If TNMP has over-collected its stranded costs, TNMP proposes first to offset the over-collected amount against the regulatory asset, as discussed in the testimony of TNMP Witness Pat Bridges.  Any remaining over-collection would be refunded in a manner approved by the Commission.  On the other hand, if TNMP has remaining stranded costs, the Commission will set a Competitive Transition Charge (CTC) for TNMP.  This CTC will replace the temporary CTC established in the rate case filed in the last year of the Transition Period to determine the prices for unbundled transmission and distribution service.  Additional discussion of the CTC is included in the testimony of TNMP Witness Pat Bridges.  


XV.	GENERAL ISSUES


Q.	IS THE TNMP TRANSITION PLAN INTENDED TO SATISFY THE INTEGRATED RESOURCE PLAN (IRP) PROVISIONS UNDER PURA?


No.  The TNMP Transition Plan is not intended to be substitute for TNMP’s IRP  filing required in 1999.  Specifically, the TNMP Transition Plan does not seek approval of any particular acquisition of power resources.  The TNMP Transition Plan does not require that new resources be built or that customers use a particular resource.  The TNMP Transition Plan does not attempt to prescribe levels of demand-side management (DSM), or renewable resources that TNMP will provide, or that TNMP’s customers will use.  The approval of the TNMP Transition Plan by the Commission will not in any way bind the Commission, TNMP or its customers with respect to future power resources, or DSM decisions to be made by TNMP, or its customers.  


	The customers themselves will address in their purchases the source, type, and manner by which their energy needs are met.  To the extent that TNMP continues to serve standard offer customers after the Transition Period, TNMP will select resources for such service in accordance with PURA, or any successor legislation.  In sum, TNMP considers the acquisition of power resources as a separate matter to be considered by the Commission when TNMP files its IRP case as required by PURA.


Q.	AT AND AFTER THE CONCLUSION OF THE TRANSITION PERIOD, UNDER WHAT CIRCUMSTANCES, IF ANY, SHOULD TNMP BE PERMITTED TO ACT AS AGENT FOR ITS CUSTOMERS IN ARRANGING THE PURCHASE AND DELIVERY OF POWER?


The basic approach is that the customers will have the right to choose whether TNMP will obtain new generation suppliers on behalf of customers, whether TNMP will provide energy, or whether the customer will locate suppliers on its own.  The customer can choose.  However,  TNMP believes that customers should have the right to choose TNMP, if they so desire, based on TNMP’s ability to provide services on the most attractive terms.


The only determining factor for these customer decisions should be the market itself.  The existing statutory framework anticipates that TNMP would serve as an agent for its customers and would arrange for the purchase and delivery of electric energy to its retail customers.  By serving as a “purchasing agent,” TNMP will be able to provide its customers with an extended range of choice of electric energy suppliers. 


Q.	AT AND AFTER THE CONCLUSION OF THE TRANSITION PERIOD, SHOULD THE COMMISSION AUTHORIZE TNMP, AS PROPOSED IN THE TNMP TRANSITION PLAN, TO PROVIDE STANDARD OFFER SERVICE, UNBUNDLED SERVICE WITH A CHOICE OF ENERGY PROVIDERS, AND DEFAULT SERVICE?


A.	Yes.  I emphasize that, at the conclusion of the Transition Period, when the customers will have the ability to make choices as to their energy suppliers and the level and type of electric service received, the market will be the best determining factor.


Q.	AT AND AFTER THE CONCLUSION OF THE TRANSITION PERIOD, HOW WILL TNMP ENSURE THAT ITS DISTRIBUTION FACILITIES ARE OPEN TO THIRD PARTY GENERATORS ON A COMPARABLE BASIS?


A.	TNMP will file tariffs to be effective at the end of the Transition Period that will set out the terms and conditions for access to the transmission and distribution facilities.  In addition, the prices for access will be set as part of the retail rate case filed by TNMP at the end of the Transition Period.  Both cases will offer the opportunity to participate to the Commission, the Commission Staff, OPC, and all other affected parties.  These cases should resolve any such issues not yet resolved during the Transition Period.  The end-of-period filings reconciling stranded costs will be sufficient to resolve successfully the remaining issues and to integrate successfully energy competition and choice for TNMP’s customers.  Furthermore, TNMP’s distribution assets remain subject to the jurisdiction of the Commission and, as such, are subject to its lawful orders enforcing open access.


Q.	DOES THE TNMP TRANSITION PLAN CONFER ANY UNREASONABLE COMPETITIVE ADVANTAGE TO TNMP IN PARTICIPATING IN ELECTRIC ENERGY MARKETS?  IN THE ALTERNATIVE, DOES THE TNMP TRANSITION PLAN PLACE TNMP IN A COMPETITIVELY DISADVANTAGED POSITION?


A.	The Transition Plan as proposed does not confer any competitive advantage or disadvantage on TNMP.  The TNMP Transition Plan does not provide TNMP a competitive advantage because its only generation source is, by definition, valued at the end of the Transition Period at the competitive market price. The TNMP Transition Plan does not place TNMP at a competitive disadvantage because the TNMP Transition Plan will allow TNMP to refocus on its historic competitive strength as a distribution utility. 


Q.	PLEASE ADDRESS THE POTENTIAL EFFECT OF FERC ORDER NOS. 888 AND 889 ON TNMP.


A.	Currently, TNMP has operations in Texas and New Mexico.  TNMP’s Texas operations are solely within the Electric Reliability Council of Texas; therefore, TNMP’s Texas operations do not include any facilities subject to FERC Order Nos. 888 and 889.  It is my understanding that there are no provisions of FERC Order Nos. 888 and 889 that present an impediment to the adoption by this Commission of the TNMP Transition Plan.


Q.	DOES TNMP’S PROPOSED REDIRECTED RECOVERY OF  DEPRECIATION EXPENSE, AS DISCUSSED BY TNMP WITNESS BRIDGES AND FOSTER, RESULT IN THE CUSTOMERS OF OTHER UTILITIES SUBSIDIZING TNMP’S RECOVERY OF ITS STRANDED COSTS ASSOCIATED WITH TNP ONE?


Implementation of the TNMP Transition Plan will not result in the customers of other utilities subsidizing TNMP’s recovery of its stranded costs under the current regulatory scheme and law.   The regulatory asset will be recovered from TNMP’s retail customers and will not be included in TNMP’s Transmission Cost of Service (TCOS) filings.  If the regulatory asset is excluded from the TCOS filing, it will not be included in the transmission prices paid by all utilities.  TNMP will seek to recover the regulatory asset from its existing customers. 


Q.	HOW WILL ANY COSTS DUE TO THE REDIRECTED RECOVERY OF DEPRECIATION EXPENSE BE ALLOCATED TO CUSTOMER CLASSES WITHIN TNMP’S SYSTEM?


A.	If TNP One cost is reduced by accelerated depreciation and it is offset by the redirected depreciation on transmission and distribution assets, a misallocation may occur.  TNP One is allocated to all customers,  i.e., those customers which receive transmission service only and those which receive transmission and distribution service.  If the allocation of these costs is not adjusted, transmission customers, such as, Industrial Power Service customers, will be allocated less costs under current rates.  The distribution customers, such as, residential customers, will be allocated more costs.  If  prices are set to recover costs, the end result would be that transmission customers pay less than they should and distribution customers pay more.


Q.	IS THERE A SOLUTION FOR THIS PROBLEM?


Yes.  This is an allocation problem.  Any redirected depreciation of transmission and distribution assets should be accounted for separately.  This amount should be allocated using an allocator that assigns cost to all customer classes in a fair and equitable manner.  The allocator should recognize all customers cost responsibility and result in each class paying the appropriate prices for use of TNMP’s system.  The allocation should result in all customer classes being allocated the same costs with or without any changes in depreciation.


XVI.	SUMMARY OF APPROVALS TNMP IS REQUESTING.


PLEASE SUMMARIZE THE APPROVAL TNMP IS REQUESTING THAT YOU ADDRESS IN THIS TESTIMONY.


A.	TNMP requests the Commission approve the three sets of unbundles tariffs effective from January 1, 1998 to December 31, 1999, effective from January 1, 2000 to December 31, 2001, and effective from January 1, 2002 (provided under separate tab in the TNMP Transition Plan filing) which reduces the residential and small commercial base rates.


Q.	DOES THIS CONCLUDE YOUR TESTIMONY?


A.	Yes, it does.








Larry P. Gunderson
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