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I.
INTRODUCTION

Q.
PLEASE STATE YOUR NAME AND BUSINESS ADDRESS.

A.
My name is Clarence L. Johnson.  My business address is 1701 North Congress Avenue, Suite 9-180, Austin, Texas 78701.

Q.
PLEASE STATE YOUR CURRENT EMPLOYMENT.

A.
I am employed as Director of Regulatory Analysis for the Office of Public Utility Counsel (“OPC” or “Office”).

Q.
WHAT ARE YOUR RESPONSIBILITIES IN YOUR PRESENT POSITION?

A.
I am the professional staff person with the primary responsibility for advising the OPC on economic and regulatory policy issues.  My responsibilities include reviewing utility rate applications, recommending actions or positions to be taken by the Office, preparing and presenting expert testimony, and working with other experts employed or retained by the Office to coordinate the agency's technical evidentiary positions.  I also have supervisory responsibilities with respect to OPC's technical analysis staff.  In addition, my responsibilities have included providing technical assistance on legislative matters.

Q.
PLEASE STATE YOUR EDUCATIONAL AND PROFESSIONAL BACKGROUND.

A.
My graduate degree is in an interdisciplinary program offered by the University of Houston's College of Social Science.  My graduate work included substantial training in economics, including course work in the application of cost-benefit analysis to public policy.  During my seventeen-year tenure at OPC, I have gained experience in virtually all phases of economic review required for the rate making process.  I am chairman of the Economics and Finance Committee of the National Association of State Utility Consumer Advocates (“NASUCA”) and served as a presenter for NASUCA’s workshops or panels on cost allocation and rate design, DSM incentives, market power and electric utility competition.  A summary of my educational and professional background is attached as Appendix I.

Q.
HAVE YOU PREVIOUSLY TESTIFIED REGARDING ELECTRIC UTILITY RATES AND SERVICE?

A.
Yes.  I have previously filed testimony in electric utility Dockets 7195, 7510, 8095, 8363, 8425, 8555, 8646, 8928, 9300, 9561, 9850, 10894, 11735, 12065, 12700, 12957, 13100, 13943, 13369, 14435, 14716, 14965, 16995, 17751, 18845, 21527, 21528, 22349, 22355, 22356, and 21956.

Q.
WHAT IS THE PURPOSE OF THIS TESTIMONY?

A.
My testimony will address two subjects: (1) OPC’s recommendation with respect to excess mitigation; and (2) allocation of Texas-New Mexico Power Company’s (TNMP) revenue requirements among rate classes. The first issue is a response to the Commission’s Order on Certified Issues related to negative ECOM.  The second issue pertains to assignment of transmission/distribution costs to the retail rate classes.  The rate classes have been established in the generic class classification/rate design phase, but the allocation of costs among rate classes was not determined in that generic proceeding. My cost allocation testimony generally is based upon the level of costs included in the class cost of service study filed by TNMP.  The reasonableness of TNMP’s  revenue requirements is addressed by OPC’s other witnesses.  My testimony may address the allocation of cost items that OPC proposes to exclude in its revenue requirements testimony; in such instances, my recommendation should be treated as a contingent recommendation in the event OPC’s primary revenue requirements position is not adopted.  Any references in this testimony to the amount of costs requested by TNMP should not be construed as support for TNMP’s position. Because the class cost of service study results will change due to revenue requirement determinations in this hearing, my testimony does not quantify the impact of my allocation recommendations.  My allocation recommendations, if adopted, can be incorporated into the compliance cost of service study.

Q.
PLEASE SUMMARIZE YOUR TESTIMONY.

A.
A summary of my conclusions is set forth below. 


1.  Pursuant  the Commission’s Findings, excess mitigation should be analogized to the measures taken by utilities subject to Sec. 39.255.


2.  Excess mitigation should be utilized to reduce TNMP’s distribution rates.  This can be accomplished by amortizing the excess mitigation as a reduction mitigation as a reduction to distribution rate base over 7-10 years.


3.  Hard to reach energy efficiency costs should be allocated separately from the remainder of the energy efficiency program.


4.  Exclusive of hard to reach costs, energy efficiency costs should be allocated to classes based upon 1999 total revenue.


5.  Local franchise fees should be allocated to class on the basis of kilowatt-hour use, and recovered on a uniform basis through base rates.


6.  TNMP’s use of the minimum system concept for distribution plant should be rejected except for meters, services, and directly assignable facilities, distribution plant should be classified as demand-related. 


II.
RATE IMPLICATIONS OF EXCESS MITIGATION 

Q.
WHY IS IT NECESSARY TO ADDRESS ALTERNATIVE ECOM MODEL OUTCOMES?

A.
TNMP contends that the results of the ECOM Model indicate that the Company has positive stranded costs which justify the imposition of a Competitive Transition Charge (CTC).  Other parties, including OPC, contend that the ECOM Model produces a negative result, which requires a review of any excess mitigation that caused the negative result. 

Q.
HAVE CTC RECOVERY ISSUES BEEN ADDRESSED IN THE EVENT THAT A “POSITIVE” STRANDED COST SCENARIO PREVAILS?

A.
Yes.  The ECOM phase of this proceeding addressed the development of a CTC.  In additional, a stipulation was entered in that phase which settled the question of CTC class allocation factors.

Q.
TO WHAT DOES THE TERM “EXCESS MITIGATION” REFER?

A.
Within the context of the Commission’s Order on Certified Issues (“excess mitigation order”), excess mitigation refers to the amount of redirected depreciation and annual report excess earnings that would cause the ECOM Model to produce a negative value if such amounts are used as an offset to generation plant balances in the model’s input.  OPC witness Scott Norwood will provide OPC’s recommendation regarding the ECOM Model result and the impact of mitigation upon that result.  The amount of excess mitigation is dependent upon the resolution of two issues in this proceeding:  (1) the ECOM Model result, which in turn is dependent upon numerous disputed input issues; and (2) the amount of excess earnings for the period, 1999-2001.  Mr. Norwood will address the first issue, and OPC witness Mr. Higgins addressed the second issue in the ECOM phase.

Q.
DOES TNMP HAVE ANY REDIRECTED DEPRECIATION TO UNWIND?

A.
No.

Q.
DOES OPC CONTEND THAT TNMP HAS EXCESS MITIGATION?

A.
Yes.  As discussed by Mr. Norwood, TNMP has $81.7 million of excess mitigation which falls within the scope of the excess mitigation order.

Q.
WHAT ACTION SHOULD BE TAKEN?

A.
The Commission should reverse the excess earnings measures which result in excess mitigation.  Based upon my understanding of the excess mitigation order, the excess earnings are not to be treated as an offset to stranded costs in the ECOM Model, but instead should be applied as a utility with no stranded costs would have treated such excess earnings pursuant to Sec. 39.255 of PURA.   Excess earnings for utilities with no stranded costs may be used as a reduction to transmission or distribution investment.  I am aware that utilities which fall into this category (such as WTU and SWEPCO) have applied their excess earnings in this manner.  Therefore, given the reasoning of the excess mitigation order, I believe it is reasonable to apply EGS’s excess mitigation amounts (due to excess earnings) as a reduction to the distribution utility’s rates.

Q.
PLEASE EXPLAIN HOW THE EXCESS EARNINGS WOULD BE USED TO REDUCE RATES?

A.
A reasonable approach is to apply the available reduction from excess earnings as a reduction to distribution rate base.  An amortization period of 7-10 years is appropriate. I will illustrate my proposal  based upon a 10-year amortization period.  Assuming OPC’s $81.7 million excess mitigation value, the adjustment to annual distribution amortization expense is negative $8.17 million.  The reduction to rate base for the rate year is $73.53 million (or $81.7 million minus one year of amortization).  



Given the fact that reductions to transmission additions affect the statewide ERCOT TCOS,  I believe it is reasonable to assume that TNMP would have applied as much of its excess earnings as possible to distribution investment pursuant to Sec. 39.255 PURA.  However, the Commission alternatively could determine that a fixed percentage of the annual negative amortization amount above should be applied as an offsetting credit to TNMP’s  retail customers’ transmission rates.  

Q.
IS THIS APPROACH DIFFERENT FROM THE RECOMMENDATION YOU PRESENTED FOR DEVELOPMENT OF A CTC IN THE ECOM PHASE OF THIS CASE?

A.
Yes.  My recommendation is based upon the Commission’s recent pronouncements in the excess mitigation order.  Positive stranded cost is subject to CTC recovery in accordance with S.B. 7.  The excess mitigation order does not permit the development of a negative CTC, nor does it recognize negative stranded costs.  Instead the order envisions a reversal of depreciation redirection and excess earnings mitigation in order to place the utility in a position analogous to PURA’s treatment of utilities without stranded cost.  The careful distinction that the Commission makes between “excess mitigation” and a negative CTC should be reflected in the different approaches to the two scenarios.  Positive stranded costs must be recovered through the CTC methodology.  Excess mitigation is not subject to the CTC method of recovery, but rather is based upon Sec. 39.255 PURA.


III.
ALLOCATION OF REVENUE REQUIREMENTS 

A.  ENERGY EFFICIENCY REQUIREMENT (“EER”)

Q.
WHAT IS THE EER?

A.
This refers to the energy efficiency expenditures which TNMP is required by SB 7 to incur.  The SB 7 provision is intended to achieve specific targeted levels of reductions in electricity demand.

Q.
HOW DOES EGS ALLOCATE EER COSTS?

A.
EGS  records the costs in Account 923 and assigns the expense to classes based upon  classes’ allocated shares of distribution O&M expense.

Q.
FROM THE STANDPOINT OF COST CAUSATION, WHY ARE EER COSTS INCURRED?

A.
Energy efficiency programs benefit participating customers by reducing their electricity bills, and the costs are, therefore, related to bundled power costs.  The programs also may generally benefit all electricity consumers by reducing demand and thereby exerting downward pressure upon market prices.  This objective is related to usage of the energy commodity.

Q.
DO YOU AGREE WITH TNMP’s ALLOCATION OF EER TO CLASSES?

A.
No.  TNMP treats energy efficiency as if it were like an unallocable indirect cost.  The resulting allocation is based upon composite distribution allocation factors and, therefore, reflects electricity consumption only in a tangential manner.   Because TNMP’s allocator is limited to distribution, it understates large industrial responsibilities for EER, since many industrial power customers take service at transmission voltage.


Q.
DO YOU PROPOSE TO ALLOCATE ALL EER EXPENSES ON THE SAME BASIS?

A.
No.  In my opinion, the “Hard-to-Reach” EER program should be allocated separately from the remaining EER expenses.  The Hard-to-Reach program, which is aimed at low-income ratepayers, is significantly more costly than traditional energy efficiency programs.  Therefore, the justification for the programs is related to social equity goals rather than cost effectiveness.  Because the policy basis for the Hard-to-Reach programs is distinguishable from the remainder of the EER, the allocation of the cost should be treated separately.



OPC witness Mr. Ögelman recommends that the Hard-to-Reach expenditures should be allocated to customer classes on the basis of class energy use.  This element of the EER is an extension of the low-income energy conservation programs funded by the System Benefit Fund; and an energy allocation is consistent with the allocation of that fund.  Mr. Ögelman’s testimony supports the allocation of the Hard-to-Reach program.  My testimony will address the allocation of the remainder of the EER cost.

Q.
WHAT ALLOCATION IS APPROPRIATE FOR THE EER EXPENSE, EXCLUSIVE OF THE HARD-TO-REACH PROGRAM?

A.
I recommend  allocating the expense to customer classes based upon 1999 total revenues.  TNMP developed the customer class demand reduction targets largely on the basis of 1999 customer class total revenues.  Therefore, a total bundled revenue allocation method is consistent with the basis for the EER targets.  Schedule CJ-RD-1 sets out the revenue allocation factors which my testimony proposes for the traditional EER expenses.  The allocation shown on that schedule is based upon current rate groups.  Alternatively, the CJ-RD-1 allocation factors could be converted into factors applicable to either rate classes or stranded cost classes.  

Q. 
WHAT IS THE BASIS FOR THE REVENUE ALLOCATORS SET OUT IN SCHEDULE CJ-RD-1?

A.
The allocation factors are computed from total revenue values for April, 1999 provided by TNMP witness Mr. Garry Johnson during the ECOM phase of the case.  The results correspond closely to the demand reduction targets set out in TNMP’s energy efficiency plan.  For example, the residential class is projected to supply 44% of the reductions, and the large commercial and industrial 34%.
  The CJ-RD-1 residential allocator is 44.78%, and the combined allocates for LGS, IPS, non-Firm Industrial, is 33.55%.  By contrast, TNMP’s proposed allocation of EER costs to the primary and transmission classes (which includes most of the large industrial and large commercial load) is less than 7%.




 B.
LOCAL FRANCHISE FEE

Q.  
HOW DOES TNMP’s FILED COST STUDY ALLOCATE CITY FRANCHISE FEES?

A.
TNMP allocates this expense on the basis of class distribution system revenue.

Q.
DO YOU AGREE WITH THIS ALLOCATION?

A.
No.  TNMP’s methodology is flawed in two respects.  First, the Company’s allocation ignores the fact that the assessment basis for the tax has changed from revenues to kilowatt-hours.  Second, TNMP’s approach understates the cost responsibility of the transmission voltage class.

Q.     
DOES CORPORATE UNBUNDLING JUSTIFY AN ALLOCATION LIMITED TO THE DISTRIBUTION SYSTEM?

A.
No.  PURA Sec. 33.008 revises the law as it applies to local franchise taxes for electric utilities.  This provision allows municipalities to collect the amount of franchise fees  per kilowatt-hour that each local entity collected in 1998.  This historic fee amount was based upon the electric utility’s bundled revenues.  Subsequent unbundling of generation, transmission, and distribution functions does not alter TNMP’s responsibility for the assessment.

Q.
PLEASE EXPLAIN HOW S. B. 7 CHANGED THE APPROPRIATE ALLOCATION BASIS FROM REVENUES TO ENERGY.

A.
Previously, the local franchise fee was assessed based upon utility revenues within each city.  Sec. 33.008(b), PURA, now assesses the tax based upon kilowatt-hours consumed within each city.  The causal characteristic for the allocation factors has changed from revenues to kilowatt-hours.

Q.
HAS TNMP recently changed its position on this issue?

a.
That appears to be the case.  As a result of a recent technical conference, TNMP has indicated that the allocation reflected in the filed cost of service study may be in error.  The company states that it is re-considering the treatment of this item.

Q.
HOW DID TNMP ALLOCATE AND RECOVER LOCAL FRANCHISE FEES PRIOR TO S.B. 7?

A.
The initial 2% of the franchise fee rate was allocated to classes based upon class shares of operating revenue and recovered on a systemwide basis through base rates.  Municipal franchise fees in excess of a 2% rate were directly assigned to customers within the applicable city boundaries.  

Q.
WHAT IS YOUR APPROACH TO THIS ISSUE?

A.
This resolution of this issue is a policy matter.  The question of “spreading” vs. directly assigning local franchise fees is subject to considerable debate.  I will present two recommendations.  The first reflects my view of the appropriate policy for setting rates in a restructured environment.  The second attempts to recognize the “status quo” method of resolving the question of direct vs. spread assignment, taking into account that the allocation characteristic has changed to kilowatt-hours.

Q.
PLEASE DESCRIBE YOUR TWO RECOMMENDATIONS?

A.
My primary recommendation is to allocate total franchise fees based upon customer class kilowatt-hour use, and recover the cost on a uniform systemwide basis through base rates.  This reflects the preferred policy option.  The alternative recommendation is to assign 50% of franchise fees in the same manner as my primary recommendation, and to directly assign the remaining 50% to customer classes based upon city boundaries.  This is intended to recognize the currently used approach.  At this time, I do not know the breakdown between the portions of the historic cost which arose from the base 2% rate and the amounts in excess of 2% of revenues.
 If that data becomes available, the direct assignment percentage of the cost can be adjusted downward.

Q.
HOW WOULD YOUR PREFERRED APPROACH WORK?

A.
TNMP’s total system local franchise cost would be allocated to all classes on the basis of class systemwide energy use, and it would be recovered through the uniform base rates charged for each class.  The approach recognizes that the assessment rate is applied to kilowatt-hours instead of revenues.   However, the use of systemwide ratemaking, rather than geographic ratemaking, will advance the objectives of restructuring.

Q.
PLEASE EXPLAIN WHY GEOGRAPHIC DIRECT ASSIGNMENT IS NOT CONSISTENT WITH THE MOVE TO COMPETITION.

A.
The move to competitive electric markets has been accompanied by a trend toward uniformity and system averaging of wires rates.  The S.B. 7 requirement to recover transmission costs on a statewide postage stamp basis ignores regional cost differences in order to remove impediments to competitive power transactions.  For the same reason, the transmission access rule rolls transmission lines dedicated to specific industrial customers into the system average costs.  The generic decision in Docket No. 22344 to reduce the number and complexity of both rate classes and rates is based upon the belief that simple, uniform rates will reduce transaction costs for competitive REPs.  Rates within a TDU’s service area which vary based upon the location of the customer are counter to this trend.



Keeping track of geographic-based rates and the changing nature of municipal boundaries will increase the administrative burden of the REP and could make the REP’s costs less predictable.  In addition, the statewide customer data exchange system will have to recognize customers’ municipal locations.  Moreover, using my approach, the REP’s are more likely to offer uniform rates to the end use customers, resulting in simpler and more efficient price comparisons for purposes of customer shopping.

Q.
SEC. 33.008(a), PURA, PREVENTS A MUNICIPALITY FROM CHARGING THE UTILITY FOR ELECTRICITY SERVICE PROVIDED OUTSIDE THE MUNICIPALITY.  DOES THIS AFFECT YOUR RECOMMENDATION? 

A.
No, I do not view this legal provision as adding anything new to the traditional debate regarding direct vs. spread methods of recovery.  The jurisdictional limit which exists on the municipality’s tax base is for purposes of calculating the actual tax assessment collected by the city, but does not dictate any particular treatment of the costs in utility rates.  As an analogy, city and county property taxes are levied upon the value of utility property located within the city or county boundaries.  This method of determining the jurisdiction’s tax base does not prevent the Commission from spreading those costs on a system basis for rate making purposes.  Indeed, the Commission always has included property taxes in utility rates on the basis of an average effective tax rate for the utility system.

Q.
DOES YOUR ALTERNATIVE METHOD, WHICH USES BOTH SYSTEMWIDE AND DIRECT ASSIGNMENT APPROACHES, HAVE NEGATIVE IMPLICATIONS FOR COMPETITION?

A.  
Yes.  Any approach which uses direct assignment surcharges, even in part, will create the complications which I have described.  However, the “status quo” alternative is preferable to pure direct assignment methods because it recognizes that all customers benefit from an integrated network which uses urban streets and rights of way.



C.  MINIMUM DISTRIBUTION SYSTEM

Q.
DOES TNMP  ALLOCATE ALL ITS DISTRIBUTION FACILITY COSTS ON THE BASIS OF CUSTOMER CLASS DEMANDS?

A.
No.  TNMP allocates approximately 34% of net distribution plant on the basis of a customer allocation factor.  The basis for classifying any part of  the investment in delivery facilities as customer-related is an analytic concept called a “minimum plant study.”

Q.
DO YOU AGREE WITH TNMP’s CLASSIFICATION OF DELIVERY PLANT COSTS AS CUSTOMER-RELATED?

A.
No.  With the limited exception of customer premises facilities (service drops and meters) and directly assignable facilities, distribution plant should be allocated 100% on a demand basis.  Analysts generally agree that customer’s demand is the primary causal factor for designing and sizing the distribution network.  Although the Commission’s 

            generic proceeding Order No. 40
 addresses rate design rather than allocation, the decision regarding recovery of facility/delivery charges is reflective of the belief that such costs are demand related and should be recovered on the basis of NCP demand or kwh use, depending upon demand meter availability.  For customers without demand meters, some parties had argued in the generic case for a fixed customer charge recovery of facility/delivery costs; yet Order No. 40 did not accept that position, concluding that a kilowatt-hour charge was a better proxy for cost causation. 
Attempts at defining some portion of the network investment cost as customer-related are invariably speculative, arbitrary, and controversial. My recommendation is to reject TNMP’s minimum plant classification for poles and towers (Acct. 364), overhead lines (Acct. 365), and transformers (Acct. 368).  

Q.
DO MOST OF THE T&D UCOS FILINGS ALLOCATE DISTRIBUTION DELIVERY INVESTMENT ON THE BASIS OF DEMAND?

A.
Yes.  CPL, WTU, SWEPCO, SPS and Entergy do not use the minimum system concept.  TXU allocates only 8% of a single account (Account 368) on a customer basis.  TXU’s rationale is:  “The Minimum System Approach is highly subjective and has been controversial for many years.  There is little agreement on the proper application of this approach.”
  I agree with that statement and, in my opinion, it is a reasonable rationale for a uniform allocation of distribution network plant investment on a demand basis in all UCOS cases.

Q.
ARE THERE REASONS SPECIFIC TO THIS CASE FOR REJECTING THE MINIMUM PLANT CONCEPT?

A.
Yes.  As I have just stated, the minimum plant concept is flawed.  However, the changes required by the generic class classification order provide another reason for rejecting the specific proposal in this case. As a result of generic Order No. 40, TNMP will be required, for the first time, to separate primary and secondary distribution costs between primary  and secondary customer classes.
  The effect is to increase distribution plant responsibility for secondary customers and reduce the assignment to customers who take service at primary voltage.  Applying TNMP’s old minimum plant study to a new cost of service study which allocates secondary and primary facilities separately is problematic.  Moreover, since secondary voltage customers on average are smaller, both the primary/secondary split and the minimum system concept have the impact of increasing cost assignment to customers who tend to be low usage.  The inclusion of both costing concepts, in the cost of service, when only one was formerly used, may skew the historic cost relationship between large and small customers.

Q.
PLEASE EXPLAIN THE MINIMUM PLANT CONCEPT.

A.
The Company’s class cost of service study relies upon the concept of a minimum distribution system calculation in order to determine the portions of common distribution plant which are required to serve either demand-related or minimum load requirements.  

The process results in splitting distribution poles and towers, overhead and underground conductors and transformers, into demand and “minimum plant” shares.  The theoretical minimum distribution plant is allocated on the basis of customer count.  The purpose is to create a hypothetical cost structure for a distribution system which is uninfluenced by demand, i.e., has little or no load carrying capability.  A utility can develop the minimum system either by computing the estimated cost of replacing the existing facilities with minimum size distribution plant or by statistically projecting the purely theoretic cost of

zero load distribution facilities through bivariate regression analysis.  TNMP has utilized the minimum size method.  I do not agree with the Company that the minimum system concept correctly isolates costs which vary on the basis of customers.

Q.
WHY DO YOU QUESTION TNMP  UPON A MINIMUM SYSTEM?

A.
The minimum system concept introduces a theoretical cost to the study without any clear evidence that the hypothetical account is related to the number of customers.  Dr. James Bonbright’s critique of the minimum system concept is frequently cited by cost analysts:

[T]he annual costs of this phantom, minimum sized distribution system are treated as customer costs and are deducted from the annual costs of the existing system, only the balance being included among those demand-related costs…  Their inclusion among the customer costs is defended on the ground that, since they vary directly with the area of the distribution system (or else with the lengths of the distribution lines, depending on the type of distribution system), they therefore vary indirectly with the number of customers.



What this last-named cost imputation overlooks, of course is the very weak correlation between the area (or the mileage) of a distribution system and the number of customers served by this system.  For it makes no allowance for the density factor (customers per linear mile or per square mile).  Indeed, if the company’s entire service area stays fixed, an increase in number of customers does not necessarily betoken any increase whatever in the costs of a minimum-sized distribution system.

The implication of Dr. Bonbright’s conclusion is that this “residual” cost of the distribution system is not closely related to either demand or customer factors, but instead varies on the basis of less easily discerned geographic variables such as customer density.  Empirical analyses have reported that distribution plant and customer sales accounts are correlated with load density, but are not significantly affected by the number of customers served.
  The Company presented no empirical evidence to demonstrate that its distribution investment costs are correlated with changes in the number of customers.

Q.
EVEN IF THE MINIMUM PLANT STUDY IDENTIFIES COSTS WHICH ARE NOT DEMAND-RELATED, DOES IT FOLLOW THAT SUCH COSTS ARE CUSTOMER-RELATED?

A.
Not necessarily.  Even if demand-related costs can be accurately segregated, that does not mean that all of the remaining costs vary with customer count.  My opinion is consistent with Dr. Bonbright’s conclusion that the hypothetical minimum costs should be regarded as inherently unallocable:


If the cost is neither demand or customer related…to which cost function does it then belong?  The only defensible answer, in my opinion, is that it belongs to none of them.  Instead, it should be recognized as a strictly unallocable portion of total costs.

As noted previously, use of a customer allocator is distorted by variations in spatial density among customers and customer classes.  A number of other factors, which are not clearly related to either customers or capacity, obviously affect distribution costs.  These factors include terrain, weather conditions, economics of scale in facility costs, component reliability, and objectives related to minimizing energy losses.  For example, in some cases, TNMP may install higher cost facilities which are more efficient at reducing energy losses or which are less likely to fail; however, these “additional” costs are not directly associated with either the maximum capacity of the facility or the number of customers served.  It is possible that such unaccounted for costs could justify an allocation based upon class energy use or as an “overhead cost.”  However, the most straightforward approach is to abandon the minimum system concept and simply classify the distribution costs as completely demand-related.  The potential error in the minimum system probably exceeds any inaccuracy that results from a full demand allocation.  

Q. 
YOU PREVIOUSLY MENTIONED THAT ORDER NO. 40 REQUIRED TNMP TO CREATE SEPARATE PRIMARY AND SECONDARY COST ASSIGNMENTS IN ITS COST OF SERVICE STUDY.  DO YOU BELIEVE THAT TNMP HAS ADEQUATELY CONSIDERED THE ISSUES REQUIRED TO INCORPORATE THE MINIMUM SYSTEM INTO PRIMARY AND SECONDARY CLASSES?

A.
No.  The timing of that order has required TNMP to make these changes on an ad  hoc basis in this case.  In doing so, TNMP has failed to address two important questions:  (1) Is a minimum system conceptually applicable to primary facilities? and (2) If it is, should  the minimum system classification percentages differ for the primary and secondary facilities? With respect to the first question, the justification for the minimum plant concept is even weaker as the focus of analysis moves farther from the secondary distribution facilities.  The secondary facilities are more likely to be located in proximity to the customer’s location, while the function of the primary system more frequently requires sizing to accommodate aggregated loads of multiple customer classes across a broader geographic area.  The primary system does not have a “customer access” function for secondary voltage customers.  In addition, the concept of applying theoretical minimum load facility costs to a portion of the distribution system which is defined by its higher voltage capability seems contradictory.  If a minimum load carrying cost should be imputed to higher voltage facilities, then the logical inference is that the minimum system concept would also be applicable to transmission plant.  However, the ERCOT TCOS allocations do not impute minimum plant percentages to the transmission function.  The rationale for separating the allocation of primary and secondary facilities is to prevent the allocation of secondary lines, poles, and transformers to primary voltage customers, who do not use such facilities.  As a matter of symmetry, secondary customers should not be allocated a proportion of primary facilities which exceeds the demand they contribute to the joint use of those facilities.

Q.
IS A MINIMUM PLANT METHOD REQUIRED IN ORDER TO RECOGNIZE THAT A FIXED AMOUNT OF DISTRIBUTION INVESTMENT IS NECESSARY TO SERVE CUSTOMERS?

A.
No, that is not sound reasoning.  Of course, once installed, distribution facilities are “fixed costs”.  This is true of all sunk costs, whether the costs are generation plants or distribution facilities.  This characteristic has little to do with cost causation over the long run.  The classification of service drops and meters on a customers basis is adequate to recognize the access function of utility plant.  Within the constraints of spatial or geographic considerations, the utility generally sizes the remaining distribution facilities in a manner which maximized economies of scale by serving multiple customers from each facility.  Therefore, changes in demand used by each customer, in the long run, will permit more customers to be served by a given amount of distribution joint facilities.

Q.
WOULD ELIMINATION OF THE MINIMUM SYSTEM ALSO REQUIRE TNMP TO ADJUST DEMAND ALLOCATORS?

A.
Yes.  The minimum size adjustment to distribution demand allocators would be removed.  This adjustment to NCP demand allocators partially offsets the impact of my recommendation.  However, the net effect of my recommendation is to reduce the proportion of plant allocated on a customer basis.

Q.
DOES THIS CONCLUDE  YOUR TESTIMON Y AT THIS TIME?

A.
Yes.

SCHEDULE CJ-RD-1

Schedule CJ-RD-1

TOTAL REVENUE ALLOCATORS

APRIL 1999

RATE GROUPS






Allocation Factors

Residential








44.48%

General Service







21.17%

Large General Service







11.99%

Industrial Power Service






  2.44%

Municipal Power







  1.03%

Street Lighting






              0.62%

Outdoor Lighting







  0.86%

Non-Firm Industrial






            16.75%

Standby







              0.38%

Total








          100.00%

SOURCE:  TNP WORKSHEET YE0499-REV.XLS
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EMPLOYMENT 
policy analysis and supervision of public interest advocacy programs.  He directed two non-profit corporations involved in public policy research from 1978 to 1980 and 1982 to 1983, respectively; responsibilities included overall management of the corporations, negotiation and management of grants and contracts, supervision of research activities, and presentations of research findings to legislative and administrative governmental entities.  From 1980 to 1982, he also performed policy analysis and substantive research on the impact of governmental policies for two publicly-funded entities.  His responsibilities for the statewide support center for legal services programs in Texas assessed the effect of federal and state regulatory changes upon indigent clients.  As an analyst for the Texas State Senate's Natural 

Resources Committee, Mr. Johnson was responsible for research related to low-level radioactive waste disposal and low-head hydropower, and the committee's staff's interim report on energy conservation.

TESTIMONY ON
Docket No. 6588, Re Southwestern Bell Telephone Company,

BEHALF OF

Subject:  Declassification of Documents.

TEXAS OFFICE
OF PUBLIC

Docket Nos. 7195 and 6755, Re Gulf States Utilities Company, 

UTILITY

Subject:  Rate Design/Cost Allocation.

COUNSEL
Docket No. 7510, Re West Texas Utilities Company,

Subject:  Rate Design/Cost Allocation.

Docket No. 8095, Re Texas-New Mexico Power Company,

Subject:  Rate Design/Cost Allocation.

Docket No. 8363, Re El Paso Electric Company,

Subject:  Rate Design/Cost Allocation.

Docket No. 8425, Re Houston Lighting & Power Company,

Subject:  Revenue Requirements.

Docket No. 8425, Re Houston Lighting & Power Company,

Subject:  Rate Design/Cost Allocation.

Docket No. 8646, Re Central Power and Light Company,

Subject:  Revenue Requirements.

Docket No. 8646, Re Central Power and Light Company,

Subject:  Rate Design/Cost Allocation.

Docket No. 8646, Re Central Power and Light Company,

Subject:  Interim Rate Relief.

Docket No. 8555, Proceedings Concerning Houston Lighting  & Power Company on Remand From Cause No. C-5705 and Cause No. 352,044
Subject:  Determination of Remand Amount.

Docket No. 8928, Re Texas-New Mexico Power Company,

Subject:  Rate Design/Cost Allocation.

Docket No. 8585, Re Southwestern Bell Telephone Company,

Subject:  Revenue Requirements/Affiliates.

Docket No. 8585, Re Southwestern Bell Telephone Company,

Subject:  Reply, Revenue Requirements/Affiliates.

Docket No. 8585, Re Southwestern Bell Telephone Company,

Subject:  Reply, Rate Design.

Docket No. 8585, Southwestern Bell Telephone Company,

Subject: Proposed Non-Unanimous Stipulation.

Docket No. 9300, Texas Utilities Electric Company,

Subject:  Revenue Requirement.

Docket No. 9300, Texas Utilities Electric Company,

Subject:  Cost Allocation and Rate Design.

Docket No. 9300, Texas Utilities Electric Company,

Subject:  Prudence of Plant Acquisition.

Docket No. 9561, Central Power and Light Company,

Subject:  Revenue Requirement.

Docket No. 9561, Central Power and Light Company,

Subject:  Cost Allocation and Rate Design.

Docket No. 9578, Sugar Land Telephone Company, 

Subject:  Inquiry Into Sale.

Docket No. 9850, Houston Lighting & Power Company,

Subject:  Revenue Requirement.

Docket No. 9850, Houston Lighting & Power Company,

Subject:  Cost Allocation and Rate Design.

Docket No. 9850, Houston Lighting & Power Company,

Subject:  Settlement Testimony:  Revenue Requirement and Rate Design.

Docket No. 9981, Central Telephone Company,

Subject:  Revenue Requirement/Affiliates.

Docket No. 10894, Gulf States Utilities Company,

Subject:  Affiliate Transactions/Power Purchases.

Docket No. 11735, Texas Utilities Electric Company,

Subject:  Revenue Requirement and Rate Design.

Docket No. 11892, General Counsel's Original Petition for Generic Proceeding Regarding Purchased Power,

Subject:  Impact of Purchased Power on Cost of Capital.

Docket No. 12700, El Paso Electric Company,

Subject: Acquisition, Revenue Requirement and Rate Design.

Docket No. 12957, Houston Lighting & Power Company,

Subject:  Contract Pricing Tariff.

Docket No. 13100, Texas Utilities Electric Company,

Subject:  Competitive Pricing Tariffs

Docket No. 12065, Houston Lighting & Power Company,

Subject:  Revenue Requirement/Plant Cancellation/Prudence.

Docket No. 12065, Houston Lighting & Power Company,

Subject:  Cost Allocation and Rate Design.

Docket No. 13943, Gulf Coast Power Connect,

Subject:  Transmission Line CCN.

Docket No. 13369, West Texas Utilities Company,

Subject:  Cost Allocation and Rate Design.

Docket No. 14435, Southwestern Electric Power Co.,

Subject:  Rate Design.

Docket No. 14716, Texas Utilities Electric Company,

Subject:  Wholesale Competitive Rate

Docket No. 14965, Central Power and Light Company,
Subject:  Cost Allocation, Rate Design and Competitive Issues

Docket No. 14965, Central Power and Light Company,
Subject:  Reply, Cost Allocation, Rate Design and Competitive Issues

Docket No. 15560, Texas-New Mexico Power Company,
Subject:  Competitive Issues




Docket No. 16705, Entergy Gulf States, Inc.,



Subject: Cost Allocation, Rate Design and Competitive Issues




Docket No. 16705, Entergy Gulf States, Inc.,



Subject: Reply, Cost Allocation, Rate Design and Competitive Issues




Docket No. 16995, Central Southwest Corp.,



Subject: Integrated Resource Planning




Docket No. 17751, Texas-New Mexico Power Company,



Subject: Rate Design and Competitive Issues




Docket No. 18845, CPL, WTU, and SWEPCO




Subject:  Integrated Resource Planning




Docket No. 21527, TXU Financing Order




Subject: Cost Allocation




Docket No. 21528, CPL Financing Order




Subject:  Cost Allocation




Docket No. 21591, Sharyland Utilities Initial Rates & Tariffs



Subject:  Deferrals




Docket No. 22355, Reliant Unbundling



Subject:   Competitive Transition Charge




Docket No. 22349 TNMP Unbundling



Subject:  Competitive Transition Charge


Docket No. 22352, Central Power & Light Company




Subject:  Competitive Transition Charge




Docket No. 22350, TXU Unbundling



Subject:  Competitive Transition Charge




Docket No. 21956, Reliant Business Separation Plan



Subject:  Price to Beat and Capacity Auction




Docket No. 22355, Reliant Unbundling




Subject:  Non-Bypassable Charges




Docket No. 22349, TNMP Unbundling



Subject:  Revenue Requirements



Docket No.  22356, Entergy Gulf States Utilities Unbundling


Subject:  Revenue Requirements/Cost Allocation

PRESENTATIONS
As a policy analyst, Mr. Johnson has presented testimony and comments before numerous agencies and legislative bodies.  Those presentations include appearances as an invited resource witness before the Sub-Committee on Consumer Protection (Interstate and Foreign Commerce Committee) of the U.S. House of Representatives, the National Highway Traffic Safety Administration, and the Texas State Senate's Natural Resources Committee.

AWARDS
Mr. Johnson was a recipient of the first annual Texas Outstanding Public Service Award in 1988.

� Exhibit JZS-1 at 02377, “TNMP Energy Efficiency Plan’, June 1, 2000


� My understanding is that many cities in TNMP’s service area levied a fee equal to 4% of revenues, but that some cities levied either a 2% or 3% fee.  The 50/50 split between system allocation and direct assignment implicitly presume that all cities levied the full 4%.  To the extent a portion of the historic collection was based upon rates lower than 4%, the percentage of total franchise fees subject to direct assignment should be reduced.


 


� Docket No. 22344, Order No. 40, Interim Order Establishing Generic Customer classification and Rate Design.


� Rebuttal Testimony of J. M. Sherburne on behalf of TXU at page 14, PUC Docket No. 22350.





� TNMP and Reliant are the only two Texas utilities which have not historically segregated secondary and primary voltage customer classes.  Both utilities are also the only Texas companies which proposed a complete application of the minimum system in their UCOS filing.


� Principle of Public Utility Rates, Bonbright (1961), pp. 247-248.


� “Antitrust in the Electric Industry”, by Leonard Weiss, in Promoting Competition in Regulated Markets, Phillips, Almarin, Ed., The Brookings Institution (1975), page 145; “The Economics of Electric Distribution System Costs and Investments,” David Lessels, Public Utilities Fortnightly, Dec. 4, 1980, pp. 37-40.


� Bonbright, op. Cit.









