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Shared Services, Information Technology and General Services 

Mr. William D’Onofiio provided testimony supporting approximately $17.0 million in 

TCC affiliate costs for shared services, information technology and general services. 

Mr. D’Onofrio is Vice President - Shared Services Strategy for AEPSC. Mr. D’Onofrio testified 

concerning the organization of AEP’s shared services organization and the services performed 

for operating companies such as TCC. He pointed out that the primary role of a shared services 

organization is to provide a wide array of products and services for the operating companies such 

as facility management, fleet services, land management, office services, association and 

business planning and analysis. 

Mr. D’Onofrio explained AEP’s philosophy regarding outsourcing, which he stated is 

done by AEP when it makes better business sense than providing the service through internal 

resources. Among the areas outsourced by the shared services organization are administration of 

employee benefit plans, building cleaning and security services, travel services, and numerous 

other functions. 

Mr. D’Onofrio pointed out that organizing these shared services in a centralized manner 

provides significant opportunities for negotiation of favorable deals from outside suppliers. He 

described in detail the various types of services provided by shared services to operating 

companies such as TCC. He discussed the cost control procedures that are in place at AEP 

shared services. He further discussed that the overall trend for AEP shared services costs for the 

AEP operating companies has been downward. He provided significant detail by budget 

category and by department. 

Mr. D’Onofrio then described the particular affiliated costs TCC incurred during the test 

year from the shared services organization including general services, human resources, 

information technology, supply chain, and shared services strategy. He justified the allocation 

factors for these costs and described the benefits received by TCC from the provision of these 

services by the shared services organization. 
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Corporate Relations and Business Development 

Mr. Calvin Crowder, Managing Director, External Affairs, of AEP’s energy delivery 

organization, provided testimony supporting affiliate costs in the areas of corporate relations and 

business development Approximately $1.8 million of these costs were incurred by TCC during 

the test year. Mr. Crowder described the nature of the economic development costs incurred by 

TCC during the test year and provided a description of how economic development costs benefit 

TCC and its customers. He further discussed how these costs are allocated using a “number of 

commercial customers” allocation factor. 

Mr. Crowder also discussed the nature of corporate communications services provided to 

TCC including media relations, community relations, educational services, video and desktop 

services, employee communications and customer communications. He discussed how these 

services are essential to communicating with TCC’s customers, communities, and community 

leaders. He further described the allocation factors used for corporate communications services 

which are primarily total assets, number of retail electric customers, and number of employees.’ 

‘ TCC Exh. 12, Direct Testimony of Calvin Crowder, at 7, line 7 through 23, line 10. 
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Telecommunications 

Mr. David Trego, Vice President - Telecommunications of AEPSC, sponsored testimony 

supporting approximately $2.1 million in affiliate costs related to telecommunications. 

Mr. Trego described in detail the organization and functions of the AEPSC telecommunications 

organization along with the activities which are performed for the benefit of operating companies 

such as TCC. He further discussed the savings and cost efficiencies which have been achieved 

by the AEPSC telecommunications organization in the areas of personnel, facilities and 

equipment, processes and systems, and network quality and performance. He also discussed how 

telecommunications is an area which lends itself to centralization, which in turn leads to far 

greater efficiencies than if the services were provided by each operating company. He also 

described a benchmarking study which indicates that telecommunications service costs in 2002 

for AEP were lower than for comparable companies. In particular, he noted that AEP's costs 

were 41 percent lower than the average telephone network managed service costs. 

Mr. Trego further described the ongoing cost control process that the AEPSC 

telecommunications group has in place. 

He further discussed and justified the various allocation factors used to allocate costs to 

TCC.' 

' TCC Exh. 13, Direct Testimony of David Trego, at 13, line 8 through 20, line 8. 
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Regulatory, Governmental and Legal Services 

Mr. David Carpenter, Director of Texas Regulatory Services for AEPSC, testified about 

TCC's affiliate regulatory, governmental and legal costs. These costs amounted to $4.0 million 

in distribution costs and $1.2 million in transmission costs. Mr. Carpenter testified at length 

about the functions related to these costs, which generally involve all regulatory activities at the 

state and federal level, all in-house and outside legal costs, all costs related to environmental 

regulatory, and governmental costs not related to federal or state legislative lobbying. He 

explained how these functions have been organized under AEPSC to achieve employee 

reductions wherever possible. He also discussed how centralizing these costs is significantly 

more cost effective than providing them within each individual operating company. 

Mr. Carpenter pointed out that since the AEP merger, the company has consolidated and 

reduced professional services by such initiatives as performing more legal work in-house, by 

undertaking cost reduction initiatives with outside counsel such as competitive bidding, volume 

discounts, and freezes on hourly rates. 

He also discussed how governmental and environmental affairs sections have essentially 

eliminated outside consulting contracts because of the technical expertise of AEPSC employees 

who can be utilized at far less cost. 

Mr. Carpenter noted that public policy and regulatory services has reduced staff and use 

of outside consultants. He also noted that a significant portion of outside consulting costs for 

public policy and regulatory services is beyond the control of TCC, since it must pay the costs of 

cities to participate in rate proceedings. 

He then described the allocation process for all of these activities, which ensures that 

TCC pays no more than any other AEP affiliate for these services.' 

' TCC Exh. 4, Direct Testimony of David Carpenter, at 38, line 8 through 53, line 15. 
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Customer Choice Service Costs 

Jeffry Laine, Director of Customer Choice Operations, supported TCC's request for 

approval of $2.8 million for services related to implementation of customer choice in Texas, 

Mr. Laine explained that these costs are related to required policies, systems, procedures and 

processes which are necessary to facilitate end-use customers' ability to select competitive 

providers. These costs also ensure that the operation of AEP's information technology systems 

meet all customer choice requirements, that interfaces with ERCOT and other market 

participants are successful, and that technical problems and market model issues are resolved. 

Mr. Laine further noted that AEP has outsourced numerous customer choice information 

technology functions to the Market Data Clearing House. He provided a detailed description of 

the specific activities performed in this area by AEPSC and described why these services are 

absolutely essential for the current competitive retail market in Texas. 

Mr. Laine further explained how AEP has relied on a small, dedicated staff of the 

customer choice operations organization to direct the work of others scattered throughout the 

company to achieve synergies in processes whenever possible. He noted that customer choice 

expenses in the foreseeable fkture are not likely to decrease because of the fact that the retail 

market in Texas continues to evolve and new issues which must be resolved are continually 

arising. 

Mr. Laine also testified about the validity of the allocation factors used to allocate costs 

to TCC and all other AEP distribution companies which are involved with end-user customer 

choice activities. In his direct testimony, Mr. Laine noted that there are no appropriate 

benchmarks available to establish cost standards for customer choice functionality but that 

AEPSC personnel achieve economies by working on activities involving multiple AEP 

jurisdictions, thus ensuring that any one company is only responsible for a portion of the effort 

needed to address various issues. He also noted that additional economies are realized due to use 

of the Market Data Clearing House system as a common transaction processing center.' 

TCC Exh. 14, Direct Testimony of Jeffry Laine, at 7, line 3 through 15, line 11. 1 



Appendix G 
Page 10 of 11 

Financial and Accounting Services 

Ms. Sandra Bennett, Assistant Controller, Regulated Accounting, for AEPSC, sponsored 

testimony supporting approximately $8.2 million in affiliate costs for TCC related to financial 

and accounting services. These services include general accounting and financial reporting 

services, tax services, internal audit services, and planning and budgeting services. She 

discussed each of these functions in some detail, describing how the centralization of these 

functions operates to the significant benefit of TCC and its customers. As explained by her, all 

of theses services are provided to all AEP electric utilities, and it only makes sense to thus 

provide them on a centralized basis. This saves TCC a substantial amount of money. 

Ms. Bennett pointed out that prior to the merger of AEP and CSW, both companies had 

substantially reduced the size of their accounting and financial sections from over 1,000 

employees to 547 employees. Ms. Bennett noted that after the merger; there was substantial 

consolidation of the accounting and financial groups, which resulted in a 28 percent reduction in 

the two previously consolidated staffs. 

With respect to tax services, Ms. Bennett pointed out that the merger resulted in a 

23 percent reduction in tax staff. Internal audit services experienced a reduction of 48 percent in 

the number of employees, while planning and budgeting experienced a reduction of 63 percent. 

Ms. Bennett also explained the basis for the allocation factors used for these costs.' 

' TCC Exh. 7, Direct Testimony of Sandra Bennett, at 34, line 14 through 44, line 2. 
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Treasury, Cash Management, Investor Relations 

Ms. Pamela Sutton-Hall, Managing Director in the AEP Corporate Finance Department, 

provided testimony supporting approximately $760,000 in affiliate costs related to treasury, cash 

management, and investor relations. Ms. Sutton-Hall described the nature and necessity of these 

services and the reasons why they are performed on a centralized basis. 

She pointed out that the financing activities conducted by Treasury Services include such 

essential functions as communications with financial institutions and rating agencies, negotiating 

financing agreements, providing documentation required by financial institutions and 

governmental agencies, monitoring of capital markets, financial modeling, analyzing financing 

alternatives and preparing securities filings. She stated that this group also manages investments 

for AEP systems employee benefit plans and performs other employee retirement activities. 

She also discussed the nature and necessity of AEPSC’s investor activities, which are 

critical to communicating with shareholders and the financial community. 

The other activities she sponsored included cash management activities, which relate to 

the AEP corporate borrowing program and the utility money pool. She discussed the benefits 

TCC receives from these activities. 

She also discussed the reasonableness of the allocation factors for each activity about 

which she testified.’ 

’ TCC Exh. 15, Direct Testimony of Pamela Sutton-Hall, at 2 1, line 9 through 30, line 16. 
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FERC accounts p a r t i c u l a r  expenses should be charged to? 

A I have not ,  
Q Okay, Now, would you general ly describe what type 

A Those expenses are sa lar ies f o r  people no t  d i r e c t l y  

o f  expenses are included i n  the FERC admin is t ra t ive and 
general o r  A&G accounts? 

involved i n  the a c t i v i t y  - -  f r i nge  benef i ts ,  insurance, 
maintenance of general p lan t  , damage awards, That 's  
probably not  a complete l i s t ,  but those are some o f  the 
i tens, 

Q Okay, Are those expenses t h a t  you j u s t  mentioned 
general ly necessary t o  provide good d i s t r i b u t i o n  serv ice 
j u s t  l i k e  i t  i s  - -  j u s t  l i k e  i t  was necessary t o  provide 
good transmission service? . 

A Well , some overhead expenses are, o f  course, 
necessary. No company can operate without some overhead. 
I t ' s  j u s t  a question o f  how much, 

Q Now, as I read your testimony, Dr, Patton, t h e  
basis f o r  your recommendation for the $13,8 m i l l i o n  
disallowance i s  t h a t  TCC's A&G expenses are higher than what 
you s ta te  a r e  the A&G expenses of TXU and Re l i an t ,  Is t h a t  
correct? 

A That i s  co r rec t ,  
Q And the  basis f o r  t he  TXU and Rel iant  A& expenses 

are from t h e  UCOS dockets - -  i s  t h a t  correct? - -  f o r  both o f  
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1 those companies? 
2 A That i s  co r rec t ,  
3 Q Okay, Did you do anything more - -  or can you 
4 d i r e c t  me t o  any point  i n  your testimony where you s t a t e  
5 t h a t  you d i d  anything more than simply compare TCC's A& 
6 expenses t o  those o f  TXU and Rel iant ,  from t h e i r  UCOS 
7 dockets? 
8 A That 's  what I d id ,  
9 Q Okay, Now, were the  d o l l a r s  t h a t  you looked a t  
10 taken from a proposal f o r  a dec is ion i n  t h a t  case? 
11 A The ones t h a t  are i n  my f i l e d  testimony, t h a t  i s  
12 co r rec t ,  
13 Q Not from the F ina l  Order i n  those cases? 
14 A I have since done t h a t ,  and I'll be g lad to share 
15 those with you i f  you l i k e .  
16 Q Okay, Now, are you aware tha t  the UCOS dockets 
17 contained pro jected fu tu re  t e s t  years based on a 1999 
18 h i s t o r i c a l  year? 
19 A Yes, s i r ,  I ' m  aware o f  t ha t .  
20 Q Now, why d i d  you compare TXU and Re l i an t ' s  -' projected A&G cost based on a h i s t o r i c a l  t e s t  year w i t h  

TCC's current  actual costs? 
23 A Well , i t  seemed l i k e  a Val i d  comparison t o  me, 
24 These were i n  the numbers t h a t  are contained i n  my testimony 
25 t h a t  you have before you, based on the proposal f o r  a 
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1 decision, So those numbers have been scrubbed, They were 
2 numbers tha t  t h e  ALJ f e l t  appropr ia te,  Later ,  o f  course, 
3 whenever the Commission ru led ,  the numbers changed somewhat , 
4 but not a whole l o t a  
5 Q Okay, Why d i d  you not compare actual TXU and 
6 Rel iant  A&G costs  w i t h  TCC's actual  A&G costs? 
7 A I ' m  sorry ,  Say t h a t  again, 
8 Q Why d i d  you not compare TXU and Re l i an t ' s  actual 
9 
10 A You mean i n  t h e i r  1999 - -  
I 1  Q Well,  no, TXU and Rel iant  have current  actual A&G 
12 costs, do they not? 
13 A At the t ime the UCOS cases were f i l e d ,  i s  t ha t  what 
14 you mean? 
15 Q No, today - -  
16 A Oh, today? 
17 Q - -  c u r r e n t l y ,  
18 A Well , I d o n ' t  know them today, 
19 Q Okay, I s  t h a t  why you d i d n ' t  use them, because you 
20 don ' t  know them? 
21 A W e l l ,  suppose t h a t  I d i d  know them. A l l  u t i l i t i e s  
22 have been p lay ing  the same game t h a t  I ' m  concerned t h a t  AEP 
23 i s  p lay ing,  So t h a t  whether they would be judged 
24 appropriate or re levant  or not  i s  another matter, but I used 
25 the  numbers t h a t  had been scrubbed, and those were the . 

A&G cost w i t h  TCC's actual  A&G cost? 
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numbers tha t  were i n  the  proposal f o r  a decision, And 
u l t ima te l y  the numbers t h a t  a re  i n  the  f i n a l  decision, o f  
course, I have those, you have those, you know what they 
are, 

Q Did you make an i n q u i r y  i n t o  the accounting 
pract ices o f  TXU w i t h  respect t o  what expenses are included 
i n  A&G ra ther  than i n  operations and maintenance? 

A No, I d i d  no t ,  
Q Did you make an i n q u i r y  i n t o  the accounting 

p rac t i ce  of  Re l i an t  w i t h  respect t o  what expenses are 
included i n  A&G rather  than i n  operations and maintenance? 

A No, s i r ,  
Q Did you make an i n q u i r y  i n t o  the accounting 

pract ices of TCC w i t h  respect t o  what expenses are included 
i n  A&G ra ther  than operations and maintenance? 

A No, 
Q I s n ' t  i t  t r u e ,  Dr. Patton, t h a t  u t i l i t i e s  have 

d i f f e ren t  p rac t i ces  w i t h  respect t o  FERC accounts i n  which 
they account f o r  actua l  expenses? 

A I ' m  sure there are variances, but t he  d i f ference 
here was so overwhelmingly b i g  t h a t  i t  j u s t  i n  my mind could 
not be accounted fo r  by r a t i o n a l  d i f ferences o f  opinion, 

Q And t h a t ' s  why you decided no t  t o  even make an 
i n q u i r y  i n t o  whether there were substant ia l  d i f ferences 
between the th ree  companies w i t h  respect t o  t h e i r  accounting 
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Rebuttal Testimony of Calvin Crowder 
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