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I. PROFESSIONAL QUALIFICATIONS

Q. Please state your name and business address.

A. Cecilia Giusti, 1701 N. Congress Avenue, Austin, TX 78701

Q. By whom are you employed and in what capacity?

A. I am employed by the Public Utility Commission of Texas (“PUC” or “the Commission”) as a Rate Analyst in the Costing and Pricing Section of the Electric Division.

Q. What are your principal responsibilities as a Rate Analyst for the Public Utility Commission of Texas?

A. My principal areas of responsibility include participating in rulemaking activities related to the implementation of electric restructuring legislation, reviewing utility applications for fuel factor revisions and fuel reconciliations, providing recommendations on complaint cases filed with the Commission, and performing functional unbundling and cost allocation analysis of investor-owned utilities.

Q. Please state your educational background and professional experience.

A. I graduated as an economist from the Catholic University of Lima Peru.  I obtained a MA from the Institute of Social Studies in The Hague, Holland, and I am currently a Ph.D. candidate at the University of Texas at Austin. I have been employed as a Rate Analyst by the Public Utility Commission of Texas since August, 2000.  My responsibilities have included performing reviews of utility rate applications and responding to inquiries regarding cost allocation and rate-related issues.

II. SCOPE OF TESTIMONY

Q. What is the purpose of this section?

A. The purpose of my testimony is to present Staff’s unbundled cost of service study and to provide Staff’s recommendations regarding historic test year cost of service allocations to nine functions, and forecast year class revenue allocations to six customer classes for Entergy Gulf States, Inc. (the “Company” or “Entergy”) in Docket No. 22356.

Q. To what extent does your testimony cover customer classes and rate design?

A. At the November 16, 2000 Open Meeting, the Commission adopted the six customer classes proposed as part of the Non-Unanimous Stipulation in Docket No. 22344, Generic Issues Associated with Unbundled Cost of Service Cases.  I have used these six classes for the purposes of allocating the forecast year revenue requirements to customer classes.  At the November 16, 2000 Open Meeting, the Commission also adopted rate design for those six customer classes, with some allowances for exceptions to that rate design.

III. SUMMARY OF RECOMMENDATIONS

Q. Please summarize your recommendations.

A. I recommend the following:

1. An amount of $71,316,000 in Account 369 in Gross Plant be allocated to Transmission and Distribution Customer Service (TDCS) function rather than to the Distribution function (DIST).  As a consequence, the amount of $23,840,000 in Account 369 in Accumulated Depreciation should also be allocated to the TDCS function.  Furthermore, the amount of $2,114,000 in Account 369 Depreciation Expenses should be also allocated to the TDCS function.

2. An amount of $1,458,000 in Account 371 in Gross Plant be removed from the distribution function and refunctionalized to the Competitive Energy Services function (CES).  As a result of this recommendation, an amount of $403,000 in Account 371 in Accumulated Depreciation will also need to be refunctionalized to CES since this account is dependent upon the Gross Plant account.  Similarly, an amount of $314,000 in Account 371 in Depreciation Expenses should also be refunctionalized to CES.

3. The inclusion of an amount of $1,639,000 related to the System Benefit Fund (SBF) should be removed from the Rate Base calculation in the Distribution Forecast Model. The SBF should not be part of Rate Base, and should instead be a separately-accounted-for expense.

4. An amount of $1,261,000 should be removed from Account 908 in the Distribution Forecast Model as this amount is an amortization of costs paid into the SBF by Entergy during 1999-2001.  The Commission has provided for the cost recovery of these amounts through the annual report process, and it is premature at this time to assume that that process will be inadequate to allow Entergy to recover these costs

5. Staff proposed schedules as included in this testimony should be adopted.

IV. UNBUNDLED COST OF SERVICE STUDY

Q.
How do you define the total cost of service for an investor-owned electric utility?

A.
The total cost of an investor-owned utility is the sum of all reasonable operation and maintenance expenses, fuel and purchased power expenses, depreciation expenses, decommissioning expenses, amortization expenses, taxes, interest on customer deposits, and return on rate base.

Q. What is the purpose of a cost of service study?
A. The purpose of a cost of service study is to allocate a utility’s total cost of service to its various customer classes based on each class’s cost responsibility.  The result of the cost of service study is to determine the class revenue requirements, which are used in the rate design for customer classes.

Q. How is an unbundled cost of service study different from the explanation above?

A. In an unbundled cost of service study, the historic test year revenue requirement is functionally allocated across specific business functions.  P.U.C. Subst. R. 25.344(g)(2) requires the separation of costs in the following business functions:  Generation (GEN), Transmission (TRANS), Distribution (DIST), Transmission and Distribution Utility Metering System Services (MET), Transmission and Distribution Utility Billing System Services (T&D-BILL), Additional Retail Billing Services (A-BILL), Transmission and Distribution Utility Customer service (TDCS), Competitive Energy Services (CES), and Other Unregulated Services (OTH).

Q. Why is it necessary to perform an unbundled cost of service study for Entergy in this proceeding?

A. When customer choice begins in January 2002, certain functions performed by the integrated bundled utility will be performed by new entities that are unregulated by the Commission (power generation companies (PGCs) and retail electric providers (REPs).  Other functions will continue to be performed by the transmission and distribution utility (TDU), which remains regulated under Commission rate-setting authority.  As such, it is critical to separate regulated costs from unregulated costs in order to ensure that the transmission and distribution rates recover costs associated with these regulated services.  Allowing regulated rates to recover the costs associated with unregulated activities would result in those rates not being just and reasonable, and therefore, the rates would violate PURA §36.003.

Q.
How are rates determined once the historic revenue requirement relating to regulated functions has been determined?

A.
The historic unbundled costs relating to regulated functions from a test-year ending September 1, 1999 are escalated for time into a forecast year test period, (a 2002 calendar year) as required by PURA §39.201(b)(1).  Each function’s projected cost of service is allocated among the six customer classes adopted by the Commission in Docket No. 22344 to determine a revenue requirement for each class.  The revenue requirement for each customer class is then divided by the appropriate billing determinants to determine the actual tariff charge to allow the remaining regulated business functions to recover their appropriate revenue requirement.

Q.
Has Entergy performed a cost of service study for this docket?

A.
Yes, it has performed a cost of service study for this docket.

Q.
Are you in complete agreement with Entergy’s cost of service study?

A.
No, I am not.  I disagree with the Company on several issues as discussed below.

Q. Have you performed a cost of service study in compliance with General Instruction No. 7 of the UCOS-RFP?

A. Yes, I have performed a functional unbundled cost of service study for the historic test year based on the Company’s numbers as included in my work-papers.  I have also provided summary schedules for Staff’s recommended historic test year total revenue on a functional basis in Schedules CG-HF-A and CG-HF-B in this testimony.  I recommend that Schedules CG-HF-A and CG-HF-B be adopted.  Finally, I have provided summary schedules for Staff’s recommended forecast test year revenue requirement by class and by function in the following set of schedules: CG-FC-SUMMARY, CG-FC-SUMMARY-A; CG-FC-SUMMARY-B; CG-FC-DIST-A; CG-FC-DIST-B; CG-FC-MET-A; CG-FC-MET-B; CG-FC-TDBILL-A; CG-FC-TDBILL-B; CG-FC-TDCS-A; and CG-FC-TDCS-B.

V. FUCTIONALIZATION ISSUES

ACCOUNT 369

Q. How did Entergy allocate Account 369?

A. FERC account 369 is Services under the Distribution Plant – Gross.  Entergy allocated this account by using the Distribution allocator, where 100% of the expenses are allocated to the Distribution function.

Q. Do you agree with the allocation method used by Entergy?

A. No, Account 369 falls under the Distribution Plant heading.  This is why the UCOS-RFP shows distribution to be the default allocator.
  However, Account 369 deals with services where the wires leave the distribution system pole or distribution box.

Q. How do you propose to allocate Account 369?

A. These “service drop” services are more appropriately reflected in the TDCS business function as the account covers costs from the distribution pole to the customer’s outlet or wiring.  As such, these costs are more closely related to a specific customer than a system (or network) cost.

Q. What is the effect of allocating this account using your recommendation?
A. There is no effect to the total dollars that will be recovered by the regulated utility by changing the functionalization of this account from distribution to TDCS.  What will change is that the costs will be recovered through a fixed customer charge instead of an energy charge in the rate design of classes.  

ACCOUNT 371

Q. How did Entergy allocate Account 371?

A. FERC Account 371 is Installation on Customer Premises.  Entergy allocated this amount by assigning it to the Distribution function.

Q. Do you agree with the allocation method used by Entergy?

A. No.  This account includes costs associated with the installation of equipment on customers’ side of the meter and should not be in the Distribution function, as proposed by the Company.  P.U.C. Subst R. 25.431(6) defines competitive energy services to include such items as energy consuming, customer premise equipment and customer-premises transformation equipment, among other items.  Utilities may only continue to provide or perform competitive energy services on an unbundled tariff basis upon approval of a petition in accordance with P.U.C. Subst. R. 25.343(d)(1).  No such petition has been granted to Entergy as this time.

Q. How do you propose to allocate Account 371?

A. These costs are more appropriately reflected in the CES business function as the account covers costs on the customers’ side of the meter.

Q. What is the effect of allocating the account using your recommendation?

A. The effect of allocating this account using the CES allocator in lieu of Entergy’s DIST allocator is that the regulated functions are $1,458,000 less than Entergy’s proposed allocation, and a depreciation reduction of $403,000.  The net effect of these changes results in a $1,055,000 reduction to rate base.

VI. FORECAST ISSUES

SYSTEM BENEFIT FUND
Q. How did Entergy include expenses related to the System Benefit Fund in its proposed unbundled cost of service study?

A. Entergy included the costs related to the System Benefit Fund (SBF) as part of the Rate Base calculation in their forecast model.

Q
Do you agree with Entergy?

A. No, I do not agree.  The SBF was created by PURA Section 39.903 as a trust fund with the Comptroller of the State of Texas, and provides funding for programs to assist low-income electric customers, to customer education programs, and school funding loss mechanisms.  P.U.C. Subst. R. 25.451 details the requirements related to this fund.  As stated by the rule, the SBF charge, which is set by the Commission on an annual basis in July of each year, is to be collected from retail customers (through their designated REP) by the TDU, and is remitted on a monthly basis to the Comptroller.  As such, there is no basis for this expense to be treated as a rate base item.

Q. What do you propose regarding Entergy’s inclusion of the System Benefit Fund?

A. SBF is a non-bypassable fee it should not appear in the Rate Base calculation. Entergy assigned $1,639,000 for this account to the distribution function in the forecast calculation for rate base.  This total amount should be removed.  Rather, the company should establish a tariff to assess the Commission approved SBF charge to REPs in the company’s service territory.

Q
How does Entergy assign Proforma Adjustment 23-Miscelaneous SBF?

A. Entergy adjusts $1,261,000 as a miscellaneous expense on account 908 in the forecast model.  This, according to Mr. Wright’s testimony, is due to expenses due to  the SBF for a three-year period from 1999 through 2002. 

Q
Do you agree on Proforma Adjustment 23-Miscelaneous SBF?

A. No, I do not agree.  As stated by Staff witness Mr. Luna his testimony, Order No. 17 issued in Docket No. 22344 states that “recovery of expenses incurred prior to January 2002 is generally not appropriate…” and “the annual report process provides an avenue for utilities to recover some costs during the transition period..”  Additionally, the Commission has addressed the issue of the cost recovery of system benefit fund fees in its Supplemental Order for FY 2001 issued in Project No. 22429, Rule making to Address System Benefit Fund Fee and Associated Programs Pursuant to PURA Sections 39.901 and 39.903.  In this order, the Commission stated that utilities are to recover costs related to SBF through “including that amount as part of its annual costs in the annual report required by PURA §39.257 for the calendar year 2000.  An electric utility may also report a portion of the payment in the 2000 report and the balance in the 2001 report.  Those electric utilities that do not have earnings in their annual reports sufficient to cover the entire amount assessed in this Order may petition the Commission for other relief, including approval of the recovery of the assessed amount as a regulatory asset.”

While Mr. Wright has suggested that Entergy does not expect to have earnings sufficient to cover this expense during the years 1999-2001, such a determination cannot be made outside the annual report process, and certainly will not be known for certain until after Entergy’s 2001 annual report is approved by the Commission.  As such, it is inappropriate, at this time, to include this amount in T&D rates as a regulatory asset.

Q
What do you propose about Pro-forma Adjustment 23-Miscelaneous SBF?

A. The total amount of this adjustment should be removed from the amortization expenses in the Forecast Distribution Model.
REFINANCING COSTS

Q
How is Entergy allocating Refinancing Costs?

A. Entergy is allocating $3,590,000 to Refinancing costs for the Texas Retail regulated functions in the forecast model.  From this total amount Entergy applied a rate base allocator to assign $3,360,000 to distribution, $107,000 to Metering, $55,000 to TD Billing and $72,000 to TDCS.

Q
Are refinancing costs part of rate base?

A. Staff witness Raymond Murray removed this amount from the company’s requested investment capital.  Accordingly I have removed $3,590,000 refinancing costs from the company’s rate base.  Mr. Murray has recommended that the company be allowed to recover  $5,5713,216 million in refinancing costs. However,  I recommend that this amount be allocated using a Net Plant allocator instead of the Rate Base allocator proposed by the company.

Q
Why did you use a Net Plant allocator?
A. I used a Net Plant allocator based on Rule #17, Docket 22344, page 6, that states that “debt restructuring expenses are unique, and the recovery of such expenses should be limited to the proportionate share of T&D assets expressed as a percentage of total assets prior to business separation on a net book value basis.”  The use of a Net Plant allocator will imply the allocation of this account on the bases of gross plant minus accumulated depreciation.

VII.  TRANSMISSION COST OF SERVICE

Q. Why did you not recommend any transmission cost of services for Texas Retail and the class allocation in your testimony?

A. First, the Commission does not have jurisdiction over Entergy’s transmission revenue  requirement as this cost is subject to Federal Energy Regulatory Commission (FERC)  jurisdiction.  Entergy's proposed transmission revenue requirement in this docket is determined based on the existing Open Access Transmission Tariff (OATT).  However, Entergy proposed a new transmission tariff on December 29, 2000 at the FERC.  Consequently, the transmission revenue requirement developed based on the existing OATT may not be relevant for the 2000 test year, if FERC approves a new transmission revenue requirement under a new OATT tariff.  Therefore, I did not make any adjustments to the Company proposed transmission revenue requirement and did not perform any cost allocation study for the TCOS for Entergy in this docket.

Second, in Order No. 40 of Docket No. 22344, the Commission ordered Entergy to develop a Texas Retail transmission rate by rate class, based on FERC OATT tariff, which, as I have stated, is under revision at the FERC.  The Commission staff is planning to work with all non-ERCOT utilities (including Entergy) to determine how to develop a Texas Retail transmission rates by rate classes, based on FERC OATT tariff in a proceeding separated from this docket.  For these reasons I do not think that there is a need to address this issue in this Docket.  However, if it is deemed necessary to establish an interim cost allocation method, P.U.C. Subst. R. 25.344(h)(2)(A) states that non-ERCOT utilities should allocate the transmission revenue requirement on the basis of their FERC approved methodology or on the methodology approved in the utility’s last rate case.  For Entergy, Docket 16705 Second Order on Rehearing Finding of Fact 221 states that “the use of the A&E 4CP allocator is the most reasonable methodology for allocating production and transmission plant among classes”.

Q. Does this conclude your testimony?

A.
Yes, it does.

�   UCOS-RFP, Section II-F: Functionalization Factors, pages 20 and 21.
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