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I.	INTRODUCTION AND QUALIFICATIONS


Q.	PLEASE STATE YOUR NAME AND PROFESSIONAL POSITION.


A.	I am Kevern R. Joyce.  I am  Chairman, President and Chief Executive Officer of Texas-New Mexico Power Company (TNMP or Company).  My business address is 4100 International Plaza, Fort Worth, Texas 76109.


Q.	WHAT IS YOUR EXPERIENCE IN THE ELECTRIC UTILITY INDUSTRY?


A.	I have held various management positions with three electric utilities.  I have served as President and Chief Executive Officer of TNMP since 1994.  From 1992 to 1994, I served as Senior Vice President and Chief Operating Officer of Tucson Electric Power Company (TEP).  From 1990 to 1992, I served as Vice President of Rates and Marketing for TEP.  Prior to joining TEP, from 1982 to 1990, I served in various utility management capacities, including Assistant Controller at Public Service Company of New Hampshire.  Prior to my tenure with Public Service company of New Hampshire, I was a certified public accountant with the firm of Arthur Andersen and provided accounting services to numerous public utilities, including Central Maine Power Company and Bangor Hydro-Electric Company.  In all, I have been involved in the management of, and consulting to, electric utilities for 18 years.  Through my involvement in the management of three utilities, I have gained experience in electric utility management, finance, operations, and regulation.


Q.	WHAT IS YOUR EDUCATIONAL BACKGROUND?


A.	I hold a Bachelor of Arts degree in Psychology from Rice University, Houston, Texas, and a Masters degree in Business Administration from Babson College, Boston, Massachusetts.


Q.	HAVE YOU TESTIFIED PREVIOUSLY IN REGULATORY PROCEEDINGS?


A.	Yes.  I have testified before the New Mexico Public Utility Commission, the Arizona Corporation Commission, this Commission, and in reorganization proceedings on behalf of the Public Service Company of New Hampshire.


Q.	WHAT IS THE PURPOSE OF THIS FILING?


A.	This filing asks that the Commission approve a regulatory plan for TNMP which will allow TNMP and our customers to prepare for competition over a period of five (5) years, January 1, 1998 through December 31, 2002 (Transition Period).  At the end of the Transition Period, our customers will have access to the competitive retail market for energy. 


II.	PURPOSE OF TESTIMONY


Q.	PLEASE STATE THE PURPOSE OF YOUR TESTIMONY.


The purpose of my testimony is to discuss:  the subjects of the filings and of the other TNMP witnesses’ testimonies in this proceeding, TNMP and its operations,  the trends in the electric industry toward a more competitive market structure, TNMP's recent efforts to insure an orderly transition to competition, and TNMP's current proposal for transition to competition (the TNMP Transition Plan).


III.	INTRODUCTION TO THE FILING AND THE WITNESSES


Q.	WHAT INFORMATION IS TNMP FILING IN SUPPORT OF THE TNMP TRANSITION PLAN?


A.	TNMP is filing its Application for Approval of  the TNMP Transition Plan; testimony in support of that Application; three sets of tariffs, each of which will take effect at a certain time during the Transition Period; and an appendix to the Application which includes rate filing package data and analyses (Appendix) prepared according to the rules of the Public Utility Commission of Texas (PUC or Commission).


Q.	WHY HAS TNMP FILED THIS INFORMATION?


A.	TNMP filed the TNMP Transition Plan Application and supporting testimony in order to place the issues before the Commission and to obtain the relief requested.  The Appendix was filed as part of the TNMP Transition Plan because it supports the reasonableness of TNMP’s rates in 1997 and, therefore, supports the reasonableness of the rate treatment requested in the TNMP Transition Plan.  Further, the Appendix forms the basis for the TNMP Transition Plan testimony in several areas, including cost of capital and rate design.  Finally, the TNMP Transition Plan testimony with the Appendix provides complete information for all parties to use in understanding the issues presented to the Commission.


Q.	WOULD YOU PLEASE STATE THE NAMES OF EACH OF THE WITNESSES AND THE AREAS ABOUT WHICH THEY TESTIFY?


A.	Please see Exhibit KRJ-2T, which sets forth the names of each witness and a brief description of the issues addressed in their testimony.


IV.	DESCRIPTION OF TNMP AND ITS OPERATIONS


Q.	PLEASE DESCRIBE TNMP AND ITS OPERATIONS IN TEXAS.


A.	TNMP is an investor-owned utility that provides electric service to customers in Texas and New Mexico. TNMP serves approximately 170,000 customers in Texas under a certificate of convenience and necessity that covers 75 cities and part or all of 40 counties in various parts of Texas.  A map showing the counties served by TNMP is found in the Appendix testimony of TNMP Witness Manjit Cheema, Exhibit MSC-3.


Q.	WHAT IS THE PRIMARY NATURE OF THE SERVICES THAT TNMP PROVIDES IN TEXAS?


A.	TNMP is primarily a distribution utility providing electric distribution services to small cities and rural areas.  As such, TNMP relies on other utilities for the majority of the transmission services needed to deliver electric energy to its customers.  TNMP owns one generating facility, known as "TNP One."  TNMP relies on TNP One for about thirty percent (30%) of its peak electric capacity needs in Texas and about forty percent (40%) of its electric energy needs in Texas.  TNMP obtains the remainder of the electric capacity and energy required to serve its customers from wholesale suppliers.


Q.	HOW IS TNMP DIFFERENT FROM OTHER INVESTOR-OWNED UTILITIES IN TEXAS?


A.	TNMP is a relatively small electric utility with only one generating plant, which is used to supply the base load requirements of TNMP's customers.  TNP One consists of two lignite-fired, circulating fluidized bed generating units with a combined net production capacity of three hundred megawatts (300 MW).  TNP One underwent full regulatory review through which TNMP obtained a certificate of convenience and necessity (CCN) for TNP One, prior to beginning construction on the plant. TNP One Unit 1 began operation in 1990 and TNP One Unit 2 was placed into service in 1991.  Generally, other utilities have not undergone the same level of regulatory approvals as TNP One.  Also, other utilities own several different generating plants compared to TNMP’s single generating facility.


Q.	DID TNMP CONSIDER THESE UNIQUE FACTORS IN DESIGNING THE TNMP TRANSITION PLAN?


A.	Yes.  The fact that TNMP has only one generating plant means that TNMP is unable to mitigate the effect of stranded costs by blending the cost of power from several different units.  Because of this, TNMP is at a competitive disadvantage relative to other generating utilities in Texas with respect to the sales of power.  This fact gives TNMP more incentive to aggressively lower its generating costs by means of a transition plan.  For purposes of designing a transition plan, the fact that TNMP has only one generating plant also allows TNMP's potentially stranded costs associated with generating facilities to be easily identified and addressed. 


V.	RECENT TRENDS IN THE INDUSTRY


Q.	PLEASE DESCRIBE THE RECENT TRENDS IN THE ELECTRIC SERVICES INDUSTRY WHICH HAVE PROMPTED TNMP TO FILE THIS APPLICATION.


A.	In 1992, the U.S. Congress passed the Energy Policy Act of 1992 (EPAct).  Passage of the EPAct signaled a paradigm shift in the United States' approach to regulating the electric services industry.  In the past, the Federal government and the states have relied on extensive regulation of electric utilities as the means of structuring and controlling the supply of electric services.


The efficacy of this approach recently has been questioned by many observers of the industry.  In its place, policy-makers at the Federal level now are substituting a competitive market framework in the hope that competition will spur greater efficiency and innovation in the electric services industry.  EPAct focuses on stimulating competition in the wholesale electric energy market and is an excellent first step in the evolution to a competitive marketplace for electric services.  In addition to the competitive stimulus provided by EPAct, the Texas legislature amended the Public Utility Regulatory Act in 1995 to encourage competitive wholesale power.  TNMP has seen first hand the benefits of wholesale electric competition as new competitors have entered the market and electric energy prices have declined.


Q.	HAS THE TEXAS LEGISLATURE RECENTLY FOCUSED ON COMPETITION IN THE ELECTRIC SERVICES INDUSTRY IN TEXAS?


A.	Yes.	In recognizing both the benefits of competition and the difficulties of introducing competition into the electric services industry,  the 1997 Session of the Texas Legislature focused on competition in the electric energy industry as one of its primary issues.  While ultimately no law was passed governing the transition   


to electric energy competition, the debate in the Legislature resulted in further development of the issues.  During the session, the Legislature recognized the need for a transition period due to the high levels of stranded costs in the industry.  The proposed legislation also provides guidance on the essential elements of a transition to competition.  The proposed legislation  was especially helpful in that it attempted to treat the issues comprehensively and was the focus of considerable discussion.


VI.	THE STANDARDS FOR A TRANSITION PLAN


Q.	ARE THERE PROBLEMS WITH IMPLEMENTING COMPETITION IN THE ELECTRIC ENERGY INDUSTRY AS IT EXISTS TODAY?


A.	Yes. The demand for choice in electricity occurs at an awkward time in the electric energy industry.  Energy shortages and supply disruptions in the 1970's caused regulators, lawmakers, and customers alike to insist on reliable energy supplies, especially in natural gas and electricity.  In response to the shortages, in 1978, Congress adopted the Fuel Use Act which prohibited the use of natural gas as a primary boiler fuel for the generation of electricity.


The demand for reliable energy supplies following these events encouraged utilities to propose and regulators to approve additional generating plants, many of which were fueled by coal, lignite and nuclear energy due to natural gas shortages at the time.  These generating plants are relatively new, have not been depreciated significantly, and represent potentially stranded costs.  This results in economic obstacles to implementing competition.  An orderly transition to competition is required to bring about a functioning competitive energy market.


In the best of circumstances, i.e., where potentially stranded costs are low or nonexistent, the transition to a competitive electric energy market would be very complex.  Given the levels of potentially stranded costs (estimated by some to be as high as $135 billion) currently in the electric energy industry, the transition could be not only confusing, but also could be disruptive economically, could distort price signals and could cause inefficient supply and demand responses.  Without an orderly transition, such consequences, in turn, could offset, reduce significantly, or negate entirely the overall benefits of competition.


Q.	WHAT IS TNMP'S POSITION WITH REGARD TO INCREASED COMPETITION IN THE ELECTRIC ENERGY MARKET?


A.	TNMP strongly supports the transition to competition among energy suppliers in the electric services industry.  As experience has shown in other industries, competition provides strong incentives to boost efficiency, to stimulate product innovation, and to produce value-added services.  This experience has proven true in the recent move toward competition in the wholesale electric energy market.


However, the benefits of competition should not be limited to the wholesale electric energy market.  Ultimate consumers also are entitled to reap directly the benefits of competition.  More and more, electric services customers want choices.  Customers want to see suppliers compete to provide electric services.  This trend is not reversible in TNMP's view.


Finally, TNMP strongly believes that the maximum benefits of competition can be achieved and spread fairly among all stakeholders only through the implementation of a carefully-designed transition plan.


Q.	WHAT SHOULD BE THE GOALS OF A PLAN TO TRANSITION TO COMPETITION?  


A.	A plan to transition to competition should avoid producing consequences which create economic disruptions and price signal distortions.  Such a plan should spread the costs, risks, and benefits of competition fairly among all stakeholders, i.e.,  customers and shareholders alike.  A successful transition plan should allow the utility to position itself for competition and to provide customers with energy supplier choices and allow customers to receive the benefit of competitively priced energy.  Further, a plan should give customers the ability to understand and to exercise their energy supplier choices on an informed basis, as those choices become available.  Finally, a successful transition plan should provide the ability to develop an adequate framework for the implementation of customer choices.  


Q.	DO YOU BELIEVE THAT A SUCH A TRANSITION IS POSSIBLE?  IF SO, HOW?


A.	Yes.  Economic disruption can be avoided by allowing generating utilities recovery of their investment, which otherwise would be stranded in a competitive energy market.  Thus, the ability to recover stranded cost is key.


Market distortions, including distorted price signals can be minimized by avoiding the temptation "to predict the future."  Because competition is emerging and will be entirely new for some products and services, little to no information exists upon which to base reliable predictions of future market conditions.  Therefore, for example, it is not advisable to assign inflexible market values to assets well in advance of the opening of the market.  Such estimated values would be wrong almost certainly; but, once assigned, would become the basis for expectations and decisions in the marketplace.  Thus, the transition plan should not guess about the future unless absolutely necessary.


In order that the risks and the benefits of the transition be shared fairly, utilities should be allowed to recover prudently-incurred stranded costs.  Only one state, New Hampshire, developed a plan that allows less than full recovery of stranded cost, and that plan faces significant litigation delays.  Following a transition period, all customers should be allowed to choose their energy supplier and to have the necessary access over the utilities' systems to receive that energy.  


In addition, all customers must be able to understand the cost of each electric service offered in order to participate in the new marketplace on an informed basis.   Therefore, the prices for electric services should be shown separately, or unbundled, on tariffs now.  Once choice is available, customers will have had the benefit of the opportunity to analyze relevant price information over time.     


Q.	HAS TNMP CRAFTED SUCH A TRANSITION PLAN IN THIS FILING?


Yes.  TNMP is presenting voluntarily a plan to the Commission for approval which ultimately offers customers the benefits of competition while avoiding the negative consequences of moving immediately to competition.  TNMP believes that the TNMP Transition Plan is a means of delivering the benefits of competition to its customers, both current and future, in a simple, understandable, fair and cost-efficient manner.  The TNMP Transition Plan provides TNMP with adequate revenues over the five-year Transition Period to begin recovering its stranded costs.  TNMP's customers receive immediate and future rate benefits and TNMP's shareholders make ongoing contributions to the recovery of the TNP One investment through rate decreases and reduced returns.


VII.	TNMP’S STRANDED COSTS


Q.	PLEASE EXPLAIN WHAT YOU MEAN BY THE TERM STRANDED COSTS.


"Stranded costs" are those costs that a utility has incurred pursuant to its obligation to serve all customers in its certificated service territory, but that are in excess of the prices that are expected to be obtained for electric services in a competitive market.  These costs also are referred to as excess costs over market or “ECOM”.  


Q. 	WHAT IS THE APPROPRIATE TREATMENT OF STRANDED COSTS?


To the extent that a portion of a utility's costs are stranded by the shift from a regulated market to a competitive retail market, the utility should be allowed to recover such stranded costs.  The TNMP Transition Plan allows TNMP recovery of  its stranded costs.


Q.	DOES TNMP EXPECT STRANDED COSTS AS A RESULT OF THE SHIFT TO A COMPETITIVE RETAIL MARKET IN ELECTRIC SERVICES?


A.	Yes.  TNMP’s stranded costs result from TNMP’s investment in TNP One, its sole generating facility in Texas, and its costs associated with TNMP’s purchased power contracts. 


Q.	PLEASE BRIEFLY DISCUSS TNMP’S STRANDED COSTS ASSOCIATED WITH TNP ONE.


A.	As TNMP Witness Eugene Meehan explains, the market value of TNP One is projected to be in the range of $0 to $235 million in 2003.  Assuming a competitive market for electric energy, TNMP Witness Eugene Meehan estimates a market value for TNP One of $180 million.   Under current accounting procedures, the net book value of TNP One at the end of 1997 will be $485 million.  Therefore, assuming a competitive marketplace, the net book value of TNP One is approximately $300 million greater than its market value.  This represents TNMP’s best estimate of the investment that will be stranded as the result of a shift to a competitive market for electric energy.  The testimony of TNMP Witness Pat Bridges contains a summary of total stranded costs.


Q.	HAS THE  PUBLIC UTILITY COMMISSION OF TEXAS REVIEWED TNMP'S INVESTMENT IN TNP ONE?


Yes.  In 1987, the Commission approved TNMP's application for a certificate of convenience and necessity (CCN) authorizing TNMP to construct TNP One Units 1 and 2.  This CCN was reconfirmed in a remanded proceeding at the Commission in 1990.  TNMP placed Units 1 and 2 into its rate base in two contested rate proceedings before the Commission in Docket Nos. 9491 and 10200, which dockets included a full prudency review of each unit.  In 1994, the Commission approved a final settlement of all open proceedings related to TNP One and authorized TNMP to include in rate base all but $35 million of its investment in TNP One.  The $35 million which was not allowed in rate base was written-off by TNMP in 1994.


Q.	PLEASE BRIEFLY DISCUSS TNMP’S STRANDED COSTS ASSOCIATED WITH ITS PURCHASED POWER CONTRACTS.


As TNMP Witness Wayne Morton explains in his testimony, the Company expects to have purchased power ECOM associated with existing purchased power contracts which are in effect at the end of the Transition Period.


VIII.	RECENT EFFORTS OF TNMP TO OBTAIN APPROVAL OF A TRANSITION PLAN


Q.	HAS TNMP PREVIOUSLY FILED ANOTHER TRANSITION PLAN WITH THE COMMISSION?


A.	Yes.	On May 2, 1996,  before the Commission, TNMP filed for approval of a transition plan called "Community Choice.sm"


Q.	WHAT WERE THE BASIC ELEMENTS OF COMMUNITY CHOICEsm AND WHY WAS IT WITHDRAWN?


A.	Community Choicesm was a forward-looking program wherein TNMP requested the opportunity to recover its prudently-incurred, but stranded, investment in TNP One over a five-year transition period.  Community Choicesm was comprised of the following major elements: (1) a mechanism for aggregating small electric loads, so that residential and small commercial customers could benefit from greater purchasing power; (2) an opportunity to recover stranded costs over a five-year period using savings realized through normal depreciation, depreciation shifting, and fuel and purchased power savings to reduce the capital cost of TNP One; and (3) a commitment to provide customers, aggregated on a reasonable basis, the opportunity to choose their suppliers of electric energy.


After lengthy and informative discussions with representatives of the cities, the Commission staff, and with TNMP customers, TNMP became aware that settlement of the issues raised by Community Choicesm was unlikely.  At that point, TNMP chose to withdraw its application for approval of Community Choicesm because TNMP had stated that settlement was its goal.


Q.	DID THE FAILURE OF THE PARTIES TO REACH A SETTLEMENT REGARDING COMMUNITY CHOICEsm DISCOURAGE TNMP FROM FURTHER CONSIDERATION OF A PLAN TO TRANSITION TO COMPETITION?


A.	Absolutely not.  Even though Community Choicesm was not successful through the settlement process, TNMP remains convinced that a transition plan is essential in order to ready the Company for competition and to insure that customers receive the benefits of competition.


Q.	HOW HAS TNMP USED ITS RECENT EXPERIENCE IN ITS PREPARATION OF THE NEW  TNMP TRANSITION PLAN?


In order to design the new Transition Plan, TNMP studied the options for making the Company and its customers "competition-ready."  TNMP reviewed and analyzed concepts outlined in the deregulation legislation proposed in the 1997 Texas Legislature and in recent Commission orders.  TNMP also has explored further the concepts in TNMP's original Community ChoiceSM proposal and has used insights gained from the process resulting in the approval of the settlement of Community ChoiceSM in New Mexico.


Q.	DOES TNMP INTEND TO WITHDRAW THIS APPLICATION?


A.	No.  We do not intend to withdraw this proposal, even if a settlement is not possible.


IX.	TRANSITION PLAN AND ITS ELEMENTS


Q.	PLEASE SUMMARIZE THE TNMP TRANSITION PLAN.


A.	With the Commission’s approval, the following features of the TNMP Transition Plan will be implemented:


1.	TRANSITION PERIOD


A five-year transition period, beginning on January 1, 1998 (Transition Period).  A five-year period provides sufficient time to allow TNMP to work with the regulatory authorities and TNMP’s customers to develop fully the technical aspects of implementation of competition.  This time period is also necessary in order to allow TNMP a fair and sufficient opportunity to reduce the excess costs over market of TNP One and its purchased power contracts.  


2.	RATE BENEFITS TO CUSTOMERS


(a)	Rate decreases for residential, commercial, municipal power and street lighting customers.  During the Transition Period, residential customers will receive base rate reductions totaling six percent (6%) and commercial and municipal power and street lighting customers will receive base rate reductions totaling three percent (3%).  These rate decreases will be implemented in three increments of two percent (2%) for residential customers and one percent (1%) for commercial and municipal power and street lighting customers.  The first decrease will be effective on January 1, 1998, the second decrease will be effective on January 1, 2000 and the third decrease will be effective on January 1, 2002.  Other customer classes, including industrial customers' rates for firm requirements service, will be frozen at current levels.


(b)	Elimination of the Power Cost Recovery Factor (PCRF).   As part of setting base rates during the Transition Period, TNMP will eliminate the PCRF and will roll the energy costs associated with purchased power into the fuel factor.  Demand costs associated with purchased power will remain in base rates.  Fuel costs will continue to be recovered through the fixed fuel factor and will be reconciled periodically. 


3.	EXCESS COSTS OVER MARKET MITIGATION


(a)	Acceleration of the depreciation on TNP One.  At the end of 1997, TNP One will have a remaining life of approximately thirty-one (31) years.  TNMP proposes to shorten the remaining life of the ECOM portion of TNP One to twenty (20) years, thereby increasing the depreciation rate from 2.63% to 4.08%.


(b)	Lower rate of return on equity for TNP One ECOM.  TNMP proposes a return on equity of 12% on all rate base other than TNP One ECOM and a debt rate of return of 9.25% on TNP One ECOM.  


(c)	Creation of a regulatory asset by deferring depreciation on transmission and distribution assets.   TNMP proposes to defer the depreciation that normally is recorded on its Texas transmission and distribution assets and to create a regulatory asset through an order from the Commission.   In order to book the regulatory asset, the Commission's order must assure TNMP that the regulatory asset made up of the transmission and distribution assets will be recoverable from customers in the future.  TNMP proposes to increase the depreciation for TNP One by a corresponding amount.


(d)	An earnings cap.  Any earnings in excess of TNMP’s cost of equity  will be applied to accelerate the depreciation of TNP One ECOM.  The proposed return on equity (ROE) cap will be based on a weighted average return on equity.


4.	CHOICE OF POWER SUPPLIERS


Supplier choice, open access, and unbundled service rates.  On January 1, 2003, all of TNMP's Texas customers will be able to choose their energy suppliers and to have that energy delivered over TNMP's lines at an unbundled rate. 	


5.	OTHER END OF PERIOD ISSUES


(a)	Actual ECOM quantified.  Following the end of the Transition Period, TNMP will quantify its actual remaining ECOM by determining the actual market value of TNP One at that time.


(b)	Competitive Transition Charge (CTC).  Any ECOM not recovered by the end of the Transition Period will be recovered through a non-bypassable CTC charge to be applied to all firm customers of TNMP.  The CTC charge would recover remaining ECOM over a five-year period.


6.	CONFORMANCE WITH FUTURE LEGISLATION


(a)	Securitization.  If securitization is allowed at any point, TNMP reserves the right to use securitization in order to lower its ECOM exposure and related cost of recovery.


	Future legislation.  TNMP will modify the TNMP Transition Plan to conform with any new legislation to the extent that the law allows and it is in the best interests of TNMP and its customers.


Q.	HOW DOES EACH ELEMENT OF THE TNMP TRANSITION PLAN ASSIST IN THE TRANSITION PROCESS?


The various elements of the TNMP Transition Plan are designed to spread among the stakeholders equities associated with the transition to competition.  The proposed rate decreases allow current customers to realize present benefits while the necessary transition is implemented.  The measures to mitigate stranded costs prepare TNMP for participation in a future competitive market.  This will allow the Company to maintain the necessary financial integrity to insure the stability of all operations, including the transmission and distribution services provided to TNMP’s customers.  The earnings cap provides incentives for the Company to reduce the cost of service to the maximum extent possible and provides assurance to the customers that cost savings achieved during the Transition Period will be used to the customers’ long term benefit.


		The choice of power suppliers made possible by implementation of the TNMP Transition Plan will allow customers to enjoy the full benefits of competition in a relatively short time-frame.  The decision to true-up any ECOM at the end of the Transition Period avoids the potential for market distortions associated with projecting future market conditions.  The CTC allows TNMP the opportunity to recover prudently-invested amounts in utility plant built to serve customers in TNMP service areas.


Q.	TNMP PREVIOUSLY PROPOSED, IN COMMUNITY CHOICESM, THAT CITIES ACT AS LOAD AGGREGATORS.  THE TNMP TRANSITION PLAN DOES NOT.  WHY?


A.	The original intent of the load aggregation provisions of Community Choicesm was to insure that small customers could compete effectively with large users for competitive electric energy.  This process, with Cities as the load aggregator,  was intended to help insure that the benefits of competition were available to all customers, large or small.  


		In the process of attempting to settle the original Texas Community Choicesm docket, I heard several times that the individual customer should be able to choose their power supplier.  The Company’s experience in settling the New Mexico Community Choicesm case confirmed this preference.  Therefore, TNMP has not suggested load aggregation by the cities in the TNMP Transition Plan.  Individual customers will be allowed to decide upon the energy supplier and the means of purchasing such energy, including whether load aggregation should occur.


During the Transition Period, TNMP will work with its Cities and its customers to educate and to explore load aggregation opportunities for small customers.  At the end of the Transition Period, TNMP will offer load aggregation services, if they are beneficial to the customers and TNMP.


Q.	HOW WILL RESIDENTIAL AND SMALL COMMERCIAL CUSTOMERS BENEFIT FROM COMPETITION AT THE END OF THE TRANSITION PERIOD?


At a minimum, residential and small commercial customers should benefit from lower overall energy prices.  As the market for electric energy develops, and if electric energy supply is plentiful in a given area, prices should tend to decrease regardless of the size of the load.  The industry experience in the newly-competitive wholesale energy market shows that many competitive suppliers of electric energy have emerged.  TNMP expects these and similar suppliers to be equally active in a competitive retail electric energy market.  Competition also should promote the development of new services.  Further, at the end of the Transition Period, small commercial and retail customers will be able to aggregate their loads independently or through load aggregation services offered by TNMP or by third-parties.  Aggregation of the loads of residential and small commercial customers will allow these customers to participate in the competitive energy market in a manner comparable to TNMP’s large commercial and industrial customers.   


The introduction of retail competition will create an opportunity for TNMP to improve its current high quality of service and operations.  Information regarding TNMP’s commitment to quality of service is found in the testimonies of TNMP Witnesses Larry Gunderson, Manjit Cheema (Appendix), Larry Dillon (Appendix), and Sheryl Carroll (Appendix).  Residential and small commercial customers will benefit from the development of new service quality options.  For example, some customers may choose to select the type of energy “supplied”; i.e., some customers may prefer power produced from renewable resources, such as hydro, biomass, solar and wind (green power) to supply some or all of their electric energy.  Additionally, customers will have the opportunity to choose different types of electric energy services, such as, time-of-use rates.  TNMP Witness Larry Gunderson discusses these elements of the TNMP Transition Plan.


		Finally, TNMP believes competition is the best means by which its customers can obtain new services at reasonable prices.  Competition allows each customer to determine which service or combination of services is the most valuable at a fair price.  While TNMP’s quality and reliability of service already are excellent, the Company knows that competition will ensure that TNMP constantly strives for ways to improve the service offered to TNMP’s customers.


X.	RECOVERY OF STRANDED COSTS


Q.	HOW DOES TNMP PROPOSE TO RECOVER THE STRANDED INVESTMENT COST ASSOCIATED WITH TNP ONE?


A.	I have summarized the means of recovering stranded costs previously in my testimony.  For the details of the Company’s proposal, please refer to the testimonies of TNMP Witnesses Pat Bridges and Eugene Meehan.


Q.	WHAT WOULD BE THE CONSEQUENCE OF ALLOWING CHOICE FOR ALL CUSTOMERS WITHOUT ALLOWING AN OPPORTUNITY TO RECOVER STRANDED COSTS TO UTILITIES?


A.	Allowing immediate choice without recovery of stranded costs would be disastrous for TNMP and many other utilities.  TNMP would most likely be required by Generally Accepted Accounting Practices (GAAP) to take a significant write-off of its investment in TNP One.  This would result in violations of numerous covenants in TNMP’s indentures and bank agreements.  In addition, if TNMP were not allowed the cash recovery of its TNP One costs, TNMP would be unable to meet its debt service obligations and would very likely end up in bankruptcy in a short period of time.   	


DO YOU HAVE ANY EXPERIENCE WITH ELECTRIC UTILITIES WHICH ARE FORCED TO FILE BANKRUPTCY?  


A.	Yes, in my position at Public Service Company of New Hampshire, I was involved with formulating and seeking approval of the company’s stand-alone rate and reorganization plan.  At Tucson Electric Power Company (TEP) I negotiated the rate agreement that was the cornerstone of TEP’s out-of-court restructuring.


Q.	WHAT DOES YOUR EXPERIENCE SUGGEST FOR THE PROCESS OF TRANSITIONING THE ELECTRIC ENERGY INDUSTRY TO COMPETITION WITHOUT RECOVERY OF STRANDED COSTS?


Without stranded cost recovery, many utilities may need to seek the protection of the U.S. Bankruptcy Courts.  Bankruptcy proceedings are expensive, introduce huge uncertainty into the marketplace and, under the current federal Bankruptcy Code, have  not produced  financial solutions which benefit customers.  Further, regulators and the affected utilities lose control of the outcome.  Ultimately, the outcome creates a negative environment for investors as well as customers. 


Q.	HOW IS TNMP PROPOSING THAT THE COMMISSION MONITOR THE PROGRESS OF THE TRANSITION PERIOD?


A.	As described in detail in the testimonies of TNMP Witnesses Pat Bridges and Larry Gunderson, TNMP will file an annual status report and an earnings monitoring report with the Commission.  The annual status report will describe the progress of TNMP's efforts to mitigate its stranded costs.  TNMP will also file an earnings monitoring report indicating the amount of earnings in excess of the earnings cap.


Q.	HOW WILL STRANDED COSTS BE DETERMINED AT THE END OF THE TRANSITION PERIOD?


Stranded costs will be determined in a true-up procedure filed by TNMP at the end of the Transition Period, as described in the testimonies of TNMP’s Witnesses Pat Bridges and Wayne Morton.


XI.	COMMITMENT TO PROVIDE CUSTOMER CHOICE


Q.	YOU INDICATED THAT TNMP IS COMMITTED TO GIVING ALL OF ITS CUSTOMERS THE OPPORTUNITY TO CHOOSE THEIR SUPPLIERS OF ELECTRIC ENERGY.  PLEASE EXPLAIN.


A.	Before the end of the Transition Period, TNMP will file applications with its original jurisdiction municipalities and the Commission to put tariffs, service rules, and regulations in place that will allow all TNMP customers the opportunity to choose their suppliers of bulk electric energy.  These additional filings are discussed in the testimony of TNMP Witness Larry Gunderson.


WILL THERE BE UNRESOLVED ISSUES WHICH MAY BE ADDRESSED DURING THE TNMP TRANSITION PERIOD?


A.	Yes.  In his testimony, TNMP Witness Larry Gunderson sets forth these issues and the procedures  by which they should be addressed.


Q.	SHOULD THE EXISTENCE OF UNRESOLVED ISSUES PREVENT THE COMMISSION FROM APPROVING THE TNMP TRANSITION PLAN?


A.	No.  The nature of transition is that we will not know all of the answers or questions at the beginning of the Transition Period, but that is not a reason to delay moving to a competitive environment.  Waiting until we have all of the answers may well mean that competition never arrives.


Q.	DOES TNMP ENVISION THAT IT WILL RETAIN THE OBLIGATION TO SERVE THAT IS INHERENT IN THE CURRENT REGULATED MARKET STRUCTURE IN WHICH ELECTRIC UTILITIES OPERATE?


A.	Yes. TNMP will retain the obligation to serve all customers within its certificated service territories. Therefore, TNMP's customers will retain the rights that they enjoy today with respect to obtaining bundled electric service.


XII.	CONCLUSION.


DOES THE TNMP TRANSITION PLAN MEET THE STANDARDS FOR A TRANSITION PLAN WHICH YOU DESCRIBED EARLIER IN YOUR TESTIMONY?


A.	Yes.


Q.	PLEASE EXPLAIN HOW THE TNMP TRANSITION PLAN MEETS THOSE STANDARDS.


A.	The plan proposed by TNMP will provide an orderly transition for the Company and the customers.  The transition period as designed in TNMP’s plan will insure that both the customers and TNMP are “competition-ready.”  At the end of the transition period in the plan, the customers will have choice and the Company will have the financial integrity to be able to deliver that choice.


Q.	IN YOUR OPINION, IS THE TNMP TRANSITION PLAN IN THE PUBLIC INTEREST?


A.	Yes.  At its essence, TNMP is offering its customers the opportunity to obtain the benefits of choosing their own supplies of electric energy and the associated gains in customer satisfaction and cost savings that can reasonably be expected to result from a competitive marketplace.  In exchange, TNMP is asking to be allowed to recover its stranded costs so that TNMP is prepared to compete in a competitive market for electric energy.  During this Transition Period, TNMP's customers will receive the benefits of a series of rate reductions.


Q.	PLEASE SUMMARIZE THE APPROVALS WHICH TNMP IS REQUESTING FROM THE COMMISSION IN ORDER TO IMPLEMENT THE TNMP TRANSITION PLAN.


A.	TNMP is requesting the following approvals from the Commission in order to implement the TNMP Transition Plan.  (1) approval of tariffs, as described in the testimony of TNMP Witness Larry Gunderson for January 1, 1998 through December 31, 2002; (2) approval of the creation and future recovery of a regulatory asset that, during the Transition Period, will reflect the amount of redirected recovery of depreciation expense from TNMP’s transmission and distribution facilities to allow accelerated depreciation to reduce the net book value of TNP One; (3) approval to use any earnings in excess of its cost of equity to reduce further the net book value of TNP One; (4) approval of the accounting treatment necessary to create a regulatory asset from any ECOM remaining at the end of the Transition Period to be recovered through a CTC; and (5) any additional authority which the Commission deems necessary or appropriate in order for the TNMP Transition Plan to proceed.


Q.	DOES THIS CONCLUDE YOUR TESTIMONY?


A.	Yes, thank you.  
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