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operations, need to dedicate resources to maintaining and complying with 

Texas SET requirements on an ongoing basis 

HOW DOES THE DEVELOPMENT AND IMPLEMENTATION OF 

ERCOT'S SYSTEMS COMPARE TO THE EFFORT REQUIRED BY 

EGSI? 

There are two principal differences between ERCOT's implementation 

effort and the effort required by the Company: the functional scope and 

the implementation timeline. 

Regarding the functional scope, the difference between ERCOT 

and EGSl is that the Company, like ERCOT itself, had to develop systems 

and capabilities to perform for ESAT the same centralized functions 

performed by ERCOT, but EGSI also had to provide all the labor, systems 

and processes necessary to put itself in a position of becoming an 

unbundled participant in that same market. 

Specifically, the Company was similar to ERCOT in that it had to 

build and provide the load profiling and data aggregation functionality for 

the ESAT region in the same fashion that ERCOT performs these 

functions for retail choice in the ERCOT region. In addition to the 

Company performing the data aggregation and load profiling that ERCOT 

provides for the ERCOT IOUs, in parallel with ERCOT's system 

development, the Company was also developing a new system to support 

the new Texas market retail transaction requirements. It is important to 
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note that electric utilities in the ERCOT region served a dual role during 

the pilot project-as vertically-integrated utilities providing electricity to 

retail customers who did not participate in the pilot, and as TDSPs to 

deliver power to customers who switched to REPS. EGSl maintained 

those two roles and also a third role to apply load profiles and aggregated 

meter data for the €SAT region in the same fashion that ERCOT does. 

ERCOT and EGSl also had vast differences in functional 

requirements. For example, ERCOT was consolidating control areas and 

implementing significant wholesale market operations functions and 

changes to its Energy Management System where the Company was not 

required to implement similar functions. On the other side, however, EGSl 

was preparing for business separation and asset unbundling that ERCOT 

did not have to perform. 

The second principal difference is the implementation timeline. 

While the official start of the pilot project was June 1, 2001, with full retail 

access on January 1, 2002, there were many activities that started for 

ERCOT before that date, such as the development of market rules and 

protocols, and the design and testing of computer and communications 

systems. As I discussed earlier in my testimony, ERCOT developed bid 

documents during the fall of 1999 to acquire the systems necessary to 

support the restructuring of the Texas electric market. This equates to 

approximately 26 months of defining the requirements and completing the 

design, development and testing of the retail applications before 
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transitioning to full retail choice. In contrast, EGSI also underwent an 

aggressive development and testing program to participate in the pilot by 

June 1, 2001, but was then required to maintain its ongoing 

communications and technical connectivity to keep its pilot operational 

until July 2004, equating to 60 months from initiation through termination 

of pilot operations. 

HOW MUCH DID ERCOT SPEND TO MEET THE REQUIREMENTS OF 

SB 7? 

In my research, I found a statement by Sam Jones, the Chief Operating 

Officer for ERCOT, made at a FERC Conference on Standard Market 

Design held January 23, 2002. Mr. Jones stated that “[tlhe total wholesale 

and retail conversion cost was in the neighborhood of $120 million for 

facilities and systems.” The excerpt of this discussion is included in 

Exhibit VGC-7, FERC SMD Conference Transcript Excerpt. Mr. Jones 

also stated “[tlhe retail and the wholesale was so intermixed,” indicating 

that it is very difficult to distinguish the costs between wholesale or retail 

functions. While this presents an apples-to-oranges comparison to the 

Company because the functional scope was different in many regards, I 

include this number to provide a frame of reference of the costs ERCOT 

incurred to launch the ERCOT market. 
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ARE THERE ASPECTS OF ERCOT'S EFFORT TO MEET THE 

REQUIREMENTS OF SB 7 THAT ARE COMPARABLE TO THE 

COMPANY? 

Yes. Both ERCOT and the Company were on very tight implementation 

timescales, each initiating an aggressive system design and 

implementation schedule to meet a targeted June 1, 2001 start of a retail 

choice pilot shortly after SB 7 was signed by the Texas Legislature. In 

fact, all Texas market participants were undergoing significant 

development efforts to build systems and processes to support the new 

market. This intense implementation effort throughout the state created a 

shortage of resources available with energy restructuring expertise. For 

example, in the 2001 ERCOT Readiness update, attached to my 

testimony at Exhibit VGC-3, ERCOT System Overview, ERCOT reported 

that during the peak of development, nearly 300 developers, engineers, 

and analysts were working on the new ERCOT systems. Likewise, EGSI 

also was in need of, and relying on outside experts and developers, En 

part, to prepare the systems necessary to participate in the pilot and, 

ultimately, ROA. This indicates to me that entities preparing for retail 

choice in Texas were largely competing for outside expertise, and I factor 

this condition into the assumptions that I have made in creating an 

estimation model that I discussed in Section 111 of my testimony. 
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AFTER THE COMPLETION OF THE PILOT AND THE START OF FULL 

RETAIL CHOICE ON JANUARY 1, 2002, DID ERCOT SEE A DECLINE 

IN ITS COSTS? 

No. ERCOT’s operational costs continued to rise through 2004. Margot 

Lutzenheiser, an associate economist for the Public Power Council 

performed a “Comparative Analysis of RTO/ISO Operating Costs,” 

attached to my testimony as Exhibit VGC-8, RTO Comparative Analysis. 

In Ms. Lutzenheiser’s report, she captures how ERCOT’s Annual 

Operating Expenses skyrocketed from approximately $20 million in the 

year 2000 to over $138 million budgeted in 2004, representing over a six- 

fold increase. 

ARE ERCOT’S RISING COSTS RELEVANT TO THIS PROCEEDING? 

Yes. I think the increasing costs of supporting a retail market and the 

volume of changes that have occurred, and continue to occur, indicate 

that effective market implementation has cost more than originally 

anticipated and tasks were harder to do than expected. The Texas 

competitive market is the result of an on-going, stakeholder driven, 

evolutionary process. Over 328 protocol change requests alone were 

submitted between the actual start of the retail pilot on July 31, 2001 and 

the end of 2004. In a nutshell, the intensity and the workload continued 

after the market started. 
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WHY ARE ERCOT'S CHANGING MARKET REQUIREMENTS 

RELEVANT TO THE COMPANY'S TRANSITION TO RETAIL CHOICE? 

Every retail transaction change, system change, or protocol change that 

occurred in the ERCOT market that impacted retail operations had to be 

monitored, mirrored, and tested by the Company because ERCOT 

centrally administered retail transactions statewide. In essence, even 

though the EGSI pilot had much smaller customer participation than full 

ROA in ERCOT, the Company was subject to all of the retail requirements 

that were driven and modified in the ERCOT stakeholder process. The 

workload that ERCOT required to sustain a robust retail market is corollary 

to the effort the Company incurred to maintain pilot operations. 

SHOULD THE NUMBER OF UTILITY CUSTOMERS BE A PRINCIPAL 

OR SOLE DRIVER OF A UTILITY'S TRANSITION COSTS? 

No. The number of customers served by a utility is neither the principal 

nor the sole driver of the amount of transition costs incurred by a utility. 

The more significant cost drivers with regard to transitioning from a 

regulated market to a competitive market is "time to implement" the 

systems and the complexity of the market structure. The transition costs I 

compare fall into two broad categories: (1) regulatory-related costs, and 

(2) utility business processes and systems changes. I understand that 

Company witness May discusses at length in his testimony the regulatory 

process in Texas as enormous, complex, and lengthy. The Company's 
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TTC costs were incurred over a six-year period, rather than a shorter two 

and one-half-year period, as was originally anticipated through SB 7. 

Further, I understand that this effort required significant support by outside 

counsel, with regard to both time and expense, for the over 50 dockets 

and rulemakings in which the Company was involved. In that regard, SB 7 

placed a similar regulatory burden on the Texas portion of EGSl as it did 

for TXU Electric Company and Reliant Energy Inc., despite the 

significantly greater size of the latter two companies. 

The second driver of cost is the change needed in the utility 

business processes and systems. The Texas market structure and the 

ERCOT Protocols are complex and created large volumes of transactions. 

The volume of transactions and the complexity of rules demanded robust 

systems and controls to appropriately support the level of service 

envisioned by the Commission. Given the comprehensive requirements of 

the Texas market rules and ERCOT Protocols, and the volume of 

transactions and customers, the creation of a comprehensive retail market 

solution was a very significant effort. 

V. REASONABLENESS OF EGSl TRANSITION COSTS 

HOW IS THIS SECTION OF YOUR TESTIMONY ORGANIZED? 

In this section, I discuss the reasonableness of EGSl’s transition costs, 

and cost control and reductions mechanisms that I understand the 

Company used to manage the total transition costs. 
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ARE THE TRANSITION COSTS REQUESTED BY EGSl REASONABLE? 

Yes. In comparing just the two categories of EGSl TTC cost on which I 

have focused (approximately $1 44 million)‘ to the results of my estimation 

model for implementing ROA in €SAT (approximately $1 69 million), 

EGSl’s request is significantly lower than the estimate. When considering 

this range and the nature of the more than five-year transition that EGSl 

experienced from 1999 through June 2005, I conclude that EGSl’s TTC 

costs are reasonable. Furthermore, compared to the estimate I derived, 

the Company acted prudently to manage costs of its expenditures as its 

requested costs in these categories were below my estimate. If I were to 

include an AFUDC component in my estimate model figures, which would 

be reasonable in light of the length of the transition period experienced by 

EGSI, my figures would be even larger in comparison to EGSl’s TTC 

requested costs. 

WHY DO YOU BELIEVE EGSl HAD TRANSITION COSTS BELOW 

YOUR COST ESTIMATE? 

The Company used a combination of cost controls, project ramp-down 

and outsourcing as mechanisms to effectively manage their overall project 

costs. 

Again, the two categories of M;Sl’s 7TC costs on which I focused do not include the 
Company’s System Benefit Fund & RECs class; the Energy Efficiency class, or the Rates/Riders 
Preparation dass. 

1 
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1 First, addressing cost controls, I understand the Company reviewed 

2 the time and expenses of internal resources for reasonableness and 

3 adherence to travel and accounting policies. I also know from direct 

4 experience that invoices of outside services were reviewed for 

5 reasonableness prior to authorizing payment. This audit and review 

6 mechanism generally assists in mitigating unexpected costs that 

7 sometimes arise over long-term projects without adequate checks and 

8 balances. Secondly, during times when the near-term commencement of 

9 ROA in ESAT became less certain, EGSl significantly reduced the 

10 resources allocated to transition efforts, allowing for cost savings. While 

11 my estimation model does have a natural ramp-down and decline of 
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resources allocated to the project, I understand that EGSl took a more 

dramatic approach to reducing headcount during these times of 

uncertainty, thus reducing the resource costs. Finally, the Company 

outsourced its Information Technology function. The Company 

successfully moved 350 former Entergy employees and 100 contractors to 

an outsource company’s payroll, and the outsourcing agency also agreed 

to provide direction to 160 Entergy-retained employees whose services 

and costs are part of its contractual incentives. This structural change 

leads me to believe that the Company was able to better manage its 

transition costs by reducing its operational and infrastructure costs through 

outsourcing agreements. 
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1 VI. CONCL SlON 

2 Q. DOES THIS CONCLUDE YOUR DIRECT TESTIMONY? 

3 A. Yes, at this time. 
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PLANNING AND REGULATORY 

$27.7MM 
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TEXAS SET AND LOAD 
PROFILING AND DATA 

AGGREGATION 

$46.5MM 

c 
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Andy r 
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Craddock 

Phillip 
May 

TEXAS DlSTRlSUTlON CCS 
$13MM 

DEFAULT SERVICE PROVIDER 
$13.6MM 

CUSTOMER SERVICE $8.6MM 

LOAD FORECASTING $3MM 
RETAIL SET $2.5MM 

Qui& 
1 - p  

General 
Category 
of cost 

Plan, 
Develop 
Rules & 
Business 
support 
$43.3MM 

(26%) 

Design, 
Build, 
Test, 
Pilot & 
Maintain 
Systems 
$101 MM 

(62%) 

1 3 F?3zsFiiing 
(4%) 

RATESIRIDERS PREPARATION $6.3MM 

$6.3MM 

TOTAL 
$164.2MM 
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