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3. Findlap @tern 6) 

(: En- Corporation hap no employees; therefort, no floor space is docatd to 
Entergy Corporation. They do receive facility costs as one of the cost components of 
ScNicts rendmd by Entergy Services Inc., which also included the cost of floor space 
occupy by those employe#. 

The Examination Staf€believcs the executive officers in managing the holding 
company system occupy mote than 1-2% of Facilities costs. 

Action Reqosred 

In summary, En- Corporation has DO employees; therefore, no floor 
rpnce is allocated to Entergy Corporation. They do Fcc4hte fadlity cos& aa one of 
the cost components of services rendered by Entcrgy S C r v h  Inc., wbids faeluded 
the cad of fioor rprce occupied by thoae employees. The amounts charged to 
Entew Corporation for tba test pcrfod 1999,2000 and June 30* 2001 are S409Q60 
or 132% of total hafit# cb8rges of mQ40Q60, sn,3!!8 or 2.1Vo Of total haty 
charges of S27,264,693; and $159,441, respectively. 

It L the EUdl~8ti011 Staff8 pit ion that Entew Corporation &odd 
receive frir and quitable cbaaes for floor space. Entergy Corporation shoald 

.establish by December 21,2001, an alloution method to increase tbe allocable 
podion of fhe Parent company's cost for Facilities, 

4. Fiadinga(Itcm7) 

. .  
I .  

\ 

A total of $43,167,704 of CXPCWJ was incumd by ESI in the m a p  of FPL 
Group. Of tbis amount, 528,485,124 (66%) was either paid directly by ETR or allocated 
to ETR by ESI. The utilities were billed the following amounts 

1. &-&a- $2,357,208 
2. Gulf SCatW - $3,665,356 
3- EnteteyLOUiSiana- $2,306,345 
4. Entergy Mississippi - S1,156,451 

The Chief Accounting opficcr of Entergy statui that all amounts billed to utilities 
have either ban adjusted and Tccordcd ''below the he'' or havc not becn and will not k 
iracludcd in rate w. The Examination Staff received -tatim to support 2000 
adjustmmts equal to 53,608,917. 

The Examination S W  also reviewed the O&M expens& incurrcd by the 
perso~el whose job it is to revitW mergers and acquisitions. Ofthe $1,685,714 incurred 
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in 2000, (1) 75% was billed directly to non-utilities; (2) 23% or $392,763 was billed to 
FPL merger projects codesand (3) only 2% or $35,037 was billed to ESI. 

Action Rquiml 
i 

It is normal practice for fafled mergers to be billed to the Parent Company. 
The Examination Staff has received documentation that support! only $3,608,917 of 
the $10,554,107 billed to tbe utilities as being recorded as pb adjustment 'below the 
he." Entergy has represented that none of the other costs wUl be included In rat8 
*lza 

ESI represents that the 2001 costs could be adjusted when anmd ea*@ 
mlew tliings arc made with the vrrious mgmhtom rometjme ia 2081. U n h  we 
receive some frm docPmentatiou from ESI (other than tha vcrbd stattment) &at 
thcre costa wiU not be recovered €tom the customers, it is the Esamla.thn Strff'a 
posttioo that a reclassificrtian and r e b a g  af S6,94$,191 be made to the Puvat 
Company. 

The response to Data Request #10 contained a tax allocation apunent for the 
Entcrgy system (then, Middle South Utilities, lac.), dated April 28,1988 and fm 
amdtnents of vatYing daters that continued the holding company's mcznbership in thc 
tax group as Entergy Corporation and addcd several subskbics to the group. 
Separately, on April 12,2001, under cover of a letter &om Entergy's Vice President and 
Chief Accounting Officer Nathen E. Langston, the staffrcceivcd a dralt copy of a 
proposed tax a l l d o n  w m e n t  prrpand in 1996 apparently in response to an audit 
findins The staffhas no record ofany actionbeingtaken onthe latter document 

Both documents raiscd issues under rule 433) tbat were adchessad oa septcmber 
26,2001 during the field portion of our scheduled cx811uLltdN)II . .  OfEntergy'SbOdrsend 
rr~ords. ~issues~discussedduringamtctingamongtheSECstaffd 
-es fiomEntcl.gy'sgeneral accounting, taxaudlcgai departmenfa. In the 
meeting the staf€prcsend its interpretation of the d e  and applied the rule tothe 
particular of the 19% version of tha agrcemd. Entcrsy FGpeatod it's IOM- 
Md inteptation of rule 4yc) that, as applied to the hold& company, no member of 

member would have incurred had such mcmba always filed its tax returns on a scparatc 
basis. En- believes this is a cumulative test, not an annual one. To the extent it 
docsn't result in a separate retum tax violation for any subsidiary company, Entcrgy 
bclievcs that this tat should also apply to the h o w  company. Jhtagy believes that 
this intapretation is the most fair and equitable position available for this issue. 

the con so^ p u p  sball be allocated any taxgnater in amountthanthctex such 
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HISTORY of RULE 4S(c) 

The dsscfted exploitation of subsidiary pubLC: Utility ~ ~ W C S  by their hoIdhg 
companies through the misallocation of consolidated tax return benefits was among the 
abuses examined in the investigations Icading to &e enactment of the Public Utilie 
Holding Company Act of 1935 (“Act“).’ Congress abolished consolidated tax 
from 1932 until 1941.2 The Commission adopted rule 45 (b)@) in lWI3 aad mrised the 
rule in 195s’. The 1955 revision explicitly included aprovfso establishing a limited 

0rdersissuedbGtWeea 1941 and 1955 lgantingmemptionsunderrthc 1941 rule. A 
commc#rfactotiaallofthcsecascs~amovemcntaway~~~blydisbursiagtax 
benefits purely on the basis of a member’s contributions to the consolidated return to au 
dlocatiOn methodology that reallocated spcdic tax benefits by mkbg payments, or 
p ~ ~ c r e d i t s , t o t h e ~ ~ ~ c o r n p a n y t h a t h r a d c o n t r i b u t t d t h e ~ f i ~ ~ i o a n  

“sepamte retun” poticrs that had been implicitly recogrized in (L series of Commsa - ‘on 

Bmowt equal to the benditP 

what followed WBg a sccond series of C%aDptiVc orders begiming in 1955 that 
lead directly to hndamentai policy changes far allocating taxes that wcre codified in d e  
45(c) in 1981. Tbe cases showed a Commission that was &ly willing to retreat from 
rule 45@)(6)‘s allo~ation basis provisior~~, if the right CimxmStanctJ prtsentcd 

’ Senate Doc. 92, Part 72A, 70* Congress, 1” Soss., 1930 (pp.477-482). 

For a disnusion ofthis generally and as part of the hdhgi  contained in the imrcsti&ve 
reports leading to tbc Act, t e e  Assocsalcd Gus andElectrk Co., 5 S.E.C. 199 Y 208-21 1 (1939). 

’ (HCARNo. 2902; July 23,1941). 

‘ (HCARNo. 12776; January 12,1955). 

’The rule simply mimrcd tax policy for determining for tur purposes tbe respwtive ~araingsand 
proflu of tbe constituent manbcrs of the consolidstad group, which, whw related to the tax 
lisbitity of the parent, defined the limits on the pent’s respective right to conmiion fmm each 
mumbar for tha payment of the aonsolidatod tax liability. 

* See N m  EhglandGcu mdElecfrk Assoc., (HCARNo. 12365; February 17,1954). (While this 
case, m &only 1 4  to aclearstatemmt ofa‘qmnte ratma”ailOcati0D policy in the 
amendment to d e  4qbX6) in 1955, it fully anticipated ia principk, rules 45(c)(3), (4) snd (5) by 
recognibng for the first time that: (1) dividends are, e l m W  on consolidasion and, thd’, 
should not aff;ect allocated tax liabilities; (2) the full, unrrtlocatwl tax benefits of losJ subsidiaries 
should k fcsaycd or otherwise carried ovn; and (3) rxctudii tax group subsidiaries for a 
@culm rllocuion purpose aftti including them for gsnenl c o n s o l i i n  and tax computation 
purposr baj the e m  of mewing the particular taxboaefa fortbe lirtursbudt ofthe 
companies not included in the consolidation. However, among other wmkmsu, rule 45(bX6)’s 
sspsnts retura prOvtr0, itself, continued as nn impediment to p r e d n g  tax bmcfm for mcmbqs 
who found ttmtselves in a loss situation or who wort unable to realize the fbll value of the tax 
bendits used on consolidation.) 

: 
‘ .. 
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themselves internally or extemally. It permitted the inclusion or exclusionof members, 

its "seperate retmn" policy. 

to deal equitably with spccial circumstances generally, or with perticular matters w h  
the effects of consolidating e l i o n s  on actual allocations or changes in the tax codc. 
Additionally, they illustrated the need for a mcchanim to presuve tax bate fit^ fur IOSS 
subsidiaries. Five orders between 1955 and 1962 allowed ho ldq  companks to mend 
their tax ail~&ofi agmments such that their subsidiaries might rtalize the w1 benefit of 
capital+ain expenses, favorable depreciation des, fonign credits and net operdng 
losses. 

/ fbr diffamt reasons, and at different stages in the allocation process, without abdonm ' g  

The exemptiVt orders highlighted the fact that rule 45(bX6) was not b a d  eMlugb 

Fifteen orders, beginning with the passage of 80 investment tax mdjt in 1962, 
~ a m c n d m e n t s t o v a r i o u s t a x ~ o c a t i o n ~ ~ t o ~ ~ t h e u n i q u e  
problem of allocating tax credits, whichby their nature arc not afUnctiosl of bcomc, on 
~~thathed~~~sautcesf-incomem~doftexsllocation. Some 
amendmen& allowed for a dircct reallocation of the credit to the conpny producing the 
d i t  to bac extent that it was used on consolidation or, dtcmativcly, a d e n  to 
other system companies, ifthe generating company did not have sufficient income to 
absorb the d t .  Middle South U@itics, Iac. addrwssd the problem by introdwing the 
concept of 8cMuip18 the investment tax d t  as adeferred credit on the books of its 
sewice company, which could be expected to be in a position of making qualifiine 
investments fw tbc system. The credits WKC amortimi over the lifk of the investment 
pperty and the company that generated the original tax crcdit received a comspwding 
duction in its service charges. 

Thc b a l  line of cxcmptive cases leading up to the Conrmission's adoption of rule 

in the line, Wly anticipated most aspects of rule 4S(c), including, in e&, 
45(c), involved subsidiaries of registend holding canpanics that had incumd lary net 
operathg losses for a variety of reasons? General MZk U'ZMes, IN. ~GPU"), the 
fa 
d e  45(cX5). But importady for jnqoscs of addressing the c e n d  issue invoId in 

' sw e.& ~ ~ o r g i a ~ m v ~ r  COW, (HCARN~. 13876; D O C ~ ~ I N X  4,1958). 

' See e.&, Ohio Edfson Co, (WAR No. 14850; April 16,1963) and CenM d & u t h  West 
COT., (HCAR No. 14863; May 1,1963). 

Sa e.& Cohmbia Gaz &stem, (HCAR No. 19393; February 18,1976) (loss o m s h e d  by 
subsidiary's hvcstments h oil and gas exploration business followh the 1972 oif cmbm'gQ, 
which required large initial outlays of capital that resulted in tax deductions ad credits d i n g  
income); M&ae soorlh UMie3. Jm., @CAR No. 1 8807; Feb~~ary 1 I, 1975) (subsidiay aet . 
operating losses caused by cost overruns in connection with the constmtion of a d e a r  

lo (HCAR NO. 21 358; December 26,1979). 

generating fkility). 
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this finding, it should be nokd that the Commission cxpresslv excluded the holding 
company ftom the group of tax group members that COlLfroned NOLs. The parent, 
therefbe, would not benefit from the tax allocation rcmedy sought by GPU under n 6  
45(a). 

GPU's Unique k t s  and the novel remedy provided by the Commission illustrated 
rule 46@)(6)'s shortcomings as a general rule and the remedy rcprcseated the &A stage 
of dcvelopmcnt of a complete tax allocation policy, codified shortly after this order in 
rule 4s(c). 

f -  - 

GPU had suffertd a catastrophic nuclear accident at its Thrct Mile Island plant on 
March 29,1979. The plant's owners, OPU utility subsidiaries MetropolitanEdisan 
Company ("Met-Ed") and Jersey Central Power & Light Company ("JCP&L"), had net 
operasins losses ("NOW') for 1979 on an individual company basis and NOL canybb 
to 1976. By contrast, GPU's third utility subsidiary, Pennsylvania Elcctric Company 
("Penclec~, had taxable income that would displace the W-Ed and JCP&L NOLs for 
1979 and gcacrate NOL carrybacks to 1976, but in thc process would displace an 
investment tax credit taken on the 1978 co~~~lidatedntum, which had atrrady been 
carried bac)r to 1976. Xower, it also appeared that Penelac, on an individual company 
basis, dodd use its own investment tax credit for 1976, after giving d I " t 0  the carry 
back, even though it was not availablc for use on the consolidated return for the same 
period 

Thc commission authorized GPU to amend its tax allocation agmmmt to 
provide tbat companies not having NO& to pay to loss coI1spabics, other than the DItrcnt 
comuany, an amount equal to the tax reduction which it received as &result of tbc net 

thatthe 
payment would be computed on the bask of the tax nductioo dized, a l k  giving c;&ict 
to h v m t a x  credits, which the payingcampany could haveusedon aqxmtercflrnr 
basis, but for the NOLs of other companies in the group. However, no company would 
pay more than its scpimtc return l i i l i ty  as ifit had always filed scpmte rtturns. 

The importance of thc Commission bleading opmtixq 10#es a d  tax credits that 
did not necessarily date to current income to &&ion au all& remedy for GPU 
cannot be overemphasiztd. By allowing thc usc of investment tax crcdita for allocation 
puqmses, even though they'could not be uscd on corrsolidatio~~, tbe CommirUrion made 
cltarthat it was establishing tax allocation policy mconstminedby the Code. 

operating losses of other subsidiary companies. The Comxnission dctarrrmGd 

In sum, by 1979 the Commission had developed a complete, flexible and 

limitation on tax contributions to a rule requiring to the fUest extcnt possiMe the 
rtallocation of specific tax benefits and credits, retroactively, pspectivdy of cumatly, 
back to the company that gmcratcd thcm, except far the holding e ~ m p a n y ~ ~  

sophisticasedtaxauocationpoticy. Thetemr"sepatate~~wmtfr0xnrrsimple 

In its 1980 notice of rukmaking release (HCAR No. 21767; October 29,1980), ths 
Commission observed that the corporate rtlationships nquind by tbe Act assures tbat holding 
company expenses will always create a consolidated tax savings, because stctim 13(a) pncluderi 
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OPERATION of RULE 45fcl 
/" 

Section 1501 of the Code permitted affiliattd cconomic groups to file 
c o n s o l i i  fideral income returns. When filing on a consolidated basis, the parent 
company files a single return 011 behalf of the group computing the tax liability on the 
cumulated revenues, deductions and credits of all members of the p u p ,  including the 
parent, The Code imposes liability on each member of the tax group for the entire 
Consolidsted tax." Consequently, thc filing of a consotidatad retun under a tax 
allocation agreement by registered holding compatks has always been treated (IS an 
Memniiication agreement subject to the requirements of d o n  12@) ofhe Act aad 
rule 45. Tbe Code is silent in respect to the allocation of consolidated tax obligatio- 
which for registend holding c~mpanies is g o v d  by d e  45(~). 

Section 12@) of the Act and rule 45(a) prohibit reghred holding companies aod 
their subsidiaries h m  indemnifling one another, without first obtaining Commission 
approVal. provided that the conditions of d e  45(c) arc met, associate companies in a 
ngiSterea holding company system are excepted lErom d e  45(a)'r filing rcqukment 
regding consolidated tax returns, which an, as noted, idcdcat ion agmamts 
amongthetaxgroupmembers. 

Rule 45(c) provides methods for allocating tax obligations among tax group 
members. The principles of rule 45(c) are premised on the code, but have been adopted 
separately by the Commission as its own policy. Rule 45(c)(2) requites a wri#en 
agmmcnt electing to apportion the consolidated tax among the membcm in proportion to 
the taxable income or separate rcturntax of each member, provided that the no member is 
obligated to pay an mount in excess of its o m  scparatc return tax obligation. Rule 
45(c)(3) has two requirements. First, allocation methodology must direct to indiviw 
members the e- of any cwcnt fcatuFcJ of the tax lawthat applies, whether or not 
they are a k t i o n  of income, and including, catty back and canyovcr provisioas." 

L 

!. 

-~ 

the passage of the expensas to the subsiddm The Commission went 011 0 say that the 
"excluJiosr m our earlier NIC of tho biding company from sharing in coarrolidatd return 8 8 V h p  
was iritdonal rad will continue." 

'' Scc Assockited Gas and Electric Co., Fn. 2, above. 

l3 45(cx3) in terms applies to Bssociate wmp~~lljes, which means that thc parent compsny 
calculaGs its scparatc retunon the same basii as other members. Thcrrfbrr, at this level 
its retun includes all deductions and credits to which it would be atitled if it were a 
stat~I-aIone company. But for the parent, the separate return calculatian serves only 8s a 
limitation on its actual tax liability. It does not thawrftrr masme a duty to pay, or a 
right to receive a credit, far its proportianal share of the cash value of the coruwlidated 
tax benefits. Beyond any possible effects caused by thc Code, Rule 45(cX3) also 
the effects of states tax laws on separate return liabilities, including the effect of not 
@thg c~nsolidated state income taxes, To the extent that these circumstance re~ults 
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Second, the effats of intercompany transsctioas on corporate taxable income must be 
eliminated" ( - 

A separate feature of the d e  allows agreaaents that provide for the mc1usion of 
loss Companies undcr rule 45(~)(4) fiom a current altocdioa of related tax benefits in 
return fa carryover rights or thcii inclusion under d e  45(c)(5) accompanied by a right to 
receive CaJb in the amount of the tax benefit each contributes 011 consolidadon, provided, 
the parent is excluded from this process. Together these des require associate 
companies with a positive allocation to pay the allocated amount and toss subskliary 
cornpanicb to receive current payment or c8nyovc1 rigbts fw the tax benefits that tach 
contributed to the consolidated tax calculatioa Under both rules, the parent company is 
excluded &om the right to carryover rights or payments, because by &hition they arc 
not subddiaxy companies. Thenfore, rule 45(c) has the effect of nquiring holding 
companies to pay their share of the consolidated tax liabiity. but excludes them from 
s h h g  mthe taxbenefits of any losses they may have generated on a stand-done basis. 

Application of Rule 4!5(c) to the 19% Provisions of the Drrzt En- Tu 
Allocadon Agreement'' 

- 1. Item 1. Delete here, and elsewhere h the agreement, amy reference to 
partlcdar provishonr of the Code Rule 45(c)O trtata gemricaUy the 
puticdrr fcrtum of the Code as tby apply currently to ncb member of 
tbc tax group. Setting out a particular prodsion onnecessarily htradtl~~ 
ambiguity into the agreement. See Adopting Rekme (ISCAR No. 2196%; 
March 18,1981). (The Cornmiasion notes "Rule 4qc) does not fipcciiL 
h d a  of tax b e t a  These change m tu laws d reguhtion~ 8- 
misedn It goes on to my that an itnportrnt hnetlon of the tu 
agreement reqdmd by the rule, is to uidenw currently the material 
elements of allocation in terms of tbe applicable tu lawo") 

2. Item 2. Thb Item should bc restated im its eathrty, Tbe ilrat sentence 
should read that tht ycolwoudated tax rhrll be allocated u m o q  the 
several membm of the m u p  in pmportIon to the corporate taxable 

~ 

in inequities, the d e  provides for a medial pr- under rule 4S(a). Sce Adopting 
Release(HCARNo.21968; March 18,1981) and Fa 15, above, 

I' Hold@ Co. Act Release Nos. 21767 and 21968 (October 29,1980 and MaFcb 18, 
1981) (propoeing and Adopting Releases €or rule 45(c). 

Is Note that this version of the agreement was never executed and, W o r e ,  has 110 legal 
SipifiCaIlCC. 
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income of each mexubr.” A second sentence &odd provide for 
adjustments to the rule 4qc)(2)(i) allocation election to accommodate - 
intercompany transactions excluded on consolidation. A Cbbd sentence 
should provide for adjustments to the rule 45(c)(2)(ii) rlloeation to the 
extent that the consolidated tax and wpvrte return tax for any year 
inetude materid items taxed i t  different mtw or invohting other s p d d  
benefits or Mmftrtiom. State that uthese rdjustmenb be directed to 
nllocpthg to the individual memben of the group the material effectm of 
my particular ftrturcs of the tu law applicable to them.” &&de the 
last senttnce. 

3. Items 2-3- 4. and 5., takcn together, mbhterpret tbc rule md s h o d  be 
deleted ind restated in their wtirsly, Item 5. L expressly probibitad, 
Assuming that one has complied with the rak througb rub 45(c)(3), each 
member at that point knows itn aeparate return tas, includhg the pamt 
company. Themfter, tbe agreemat mast provide for the actual 
akation of the consolidated tax liability. Tbzs rcqdrea 8 stated dcetfon 
between the method provided iu 45(c)(4) or (c)(S). Became Entcrgy haw 
elccted rule 4!4(c)(9, tbe agreement should state tbat for allocation 
purposes ‘dl membm with a positive rrllo#tion dl pay the amount 
allocated and thw witb a negative rllocrtlon, except the parent 
company, niu receive current payment of their corporate tu cndlta” 
F d e r ,  the agreement must provide “a method for rppodolriag 
pymenb and for carrying over uneompensrtcd 

4. Delete Items 6 thmugb 20. ”he separate treatment of partkdar tas 
provisions is nnntcassuy. 

5. Item 21 ubould be restated to reflect the cquirtment contrfped La the last 
sentence of rule 4S(c)(l)’r definition of corpontc taxabk Ineomc. 

The Examination Staff also reviewed the detailed w r k  p a p s  for 1998,1999 and 
2000.ltnaddition,thelExeminationStaffnquestcdandreviewcdthedctailcd~ 
papers f ir  the years 1989 though 1997 since au outstadng Rule 45 (c) cornplhnce 
finding had not been c l o d  fiornthc last- in 1995. 

”hersfon the following ~umrmy of income, (loss) is open to resolution in this 
e -. 

EGSI 7°K Cost Case 

1989 - $26,715,426 
1990 - 32,827,657 
1991 - 11,782,196 
1992 - (35,004,798) 
1993 - (8,366,171) 
1994 - (12,%2,787) 
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199s - (17,120,847) 
19% - (53,321,364) 
1997 - (58,630,983) 
I998 - (65,927,700) 
1999 - 9,709,199 
2000 - (~,sa6,432) 

I 

Action Rquirtd 

The Eumlnation Staff beiievea that ETR b not in compliance with Rule 
4S(c)(4) of the Act dnct ETR is by defhition an ywodita company" and not a 
'subsidirryn company and therefore not entitled to utilize net operatbg losses. 
Undtr the Act, ETR is Ilable for it's own separate rtturn Ihbw. 

For the ysrn 1989,1990,1991 and 1999 ETR bad taxable income of 
S81,034,478 rwulthg in a tax liability. ETR did not pay this liability but im M 
recouped prior year net o v t i n g  lasrcw h m  the subsidhh to offset tbls Nrbllfty. 
ETR should reimburse the rubsiitrks the d o h  amounts in the simt ntioa that 
wen p a  b the ycur referenced. Evidtace of tbb nimbuncment b to be p d e d  
to the Exadnation Staff no later than thirty days rikr the payment adjwstmd to 
the aubsMtrrie8. 

If ETR wants to me an application witb the Commission ~IJ mpport of Ib 
bterprttation of Rult 4%~)  and ask for a cbange h the allocrbtoa on a pmpedve 
basb (beginning for hrtore tax years if the Commisrion approvea the request), then 
it should do so IS soon u possibk 

' .  

I !. . 

EGSI TTC Cost Case 33-155 

6. Pindm (Item 14) 

Entag)' submitted these service agreements for the following entities and Entergy 
S d c c S ,  Inc. (Esr) pursueat to the quest for Item 14: 



Exhibit CEB-5 
Cost Case 

E a t a g y c o ~ t i o r l - ~ ~  gf 14 of 108 

reached an agrement to charge a 5% smharge with tbe s&te regulators. See dso 
Item 23 and File No. 70-8529, HCAR 27040. The language was modified in a 
wmpletc revision of the agmmcnt to allow the cntity to "request" services. 

The Service Agreementwas completely amended in 1999 when Enttrgy 

- 

++ This -t was originated in 1993, but is s h i k  to the language used 
above (+) which included, "request servicesw rather tban "as required Services" in 
therrviscdagreementsof 1999asnotedabove. 

+*+ This agreement was originatcd in 1990, but is similar to the language used 
above (*) which included, "request services"larhcrthan "as required servkc~" in 
tlle revised Sgnements of 1999 85 noted above. 

Tbc! atities listed above with the following designations (*), (*@), (***) have 
language that states upon receipt of anquest or at the entity's rcqucst for services, ESI 
asrce~ to provide services. All other entities, which arc prchmmd ' yopenatins 
companies inch& this language, "Client Company ames to take ihml Ssrviccs pIJ 
such oftht services described in Exhibit I as are rcQuircd from time to time by the Climt 
Company. C~~Compaayfurther~stotalre~mservicessuchotbcrgencralor 
special senicu, whether or not described in Exhibit I and whether or nut combemplated, 
as Clicnt Company may fiom time to time nquirc ad Senrias shall comlude it is 
comptcnttoperform [emphis added]." Entitics withtbt Quoted litnguagein effect an 
rquiredtotake services h r n  ESI any time they need services;whcreasentities with the 
hguaj~e that allows fix a request to be submitted allows for more choice as to whm 
Sclvices will be taken h m  ESI. The operating corn@cs have mofc mstrictive m e  
intheirapcmW and are requiredtocake services from ESI. Entities withth language 
that allows forthe request to be made as it determines the need fot services ~ r c  
predominantly nonutilitia or entities tbsx serve nonutilitics with the exception of EGSI. 
k f ; b r e ,  the companies with the "required" language, rather thaa the nonutililies with 
the "requested" langwqe arc obligated to takc services h m  ESI and arc rcsposMc for 
mainti4ning MI'S operation. Then in affect, these cornpanics with the "nquired" 
language an more responsible far maintaining the ueconomies of scale" and also arc 
apportioned more costs because they an required to take ScNiCw h m  ESI. 

. 

Also, tbe ability to amend work orders is more l a h t  fot entities with the 
"requested" rather than "required" language in the apuncnts. For example the EEI amd 
ESI agreemat has the following language 

"EEI shall have the right from time to time to amend, alter or ~scind any 
work ordcr, provided that (i) any such amendnrcnt or altnatiotl which d t s  in a 
mated change in the scope of the work to k performed or equipment to k 
provided is agreed to by Suvicc C a m p y  [ESIJ, (ii) the costs fbr the Services 
c o v d  by the work order will include my expense incum3 by Service Company 
as a direct d t  of such amendment, alteration or rescission of the work order, 
and (E9 110 amendment, alteration or rescission of a work order wiU release EEI . 
&om fiability fbr all such costs already incurred of contracted for by Service 
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The ''requested'' language allows for an individual work order or service to be 
mended. service~entswiththe"required''languagecaabe temhtedwith 
written notice of60 days. It appears the whole agreement would d t o  be trrmiaated 
and "pick and choose" for particular sayices is not available d e r  the same t e rn  as if 
the entity had the service agreement withthe "reguested" hguage. / 

Action Required 

The Examination Staffmommenda that w7rscc agmmentr with ESI need 
to be updated and revised to more equally allow for entiti- to pick md choooc 
lndMdurl I ~ O .  The s e d c e  agreement rhould rtrte that each cornpray &odd 
have the ability to request h e m  rad only be obligated to tdw aervice~ from ESI 
upon submbston of I request. 

I 
I 

EGSI T"C Cost Case 
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7. Figdia0;c (Item 1% 

i' 
(;. . 
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Entcrgy COFpontian - 

By order dated June 22,1999 ( H C M  No. 27040) (“Order”), the Commission 
authoriaki Entergy and s e v d  of its subsidiaries to enter into settlement agnanents 
(“Agrctments”) with certain of its retail rate ngula!ors designed to protect systcm 
ratqmym firom potential adverse effects of non-udlity diversification. The Agreements 
provided that (1) Entergy’s noautility associate companies, as defined would pay its 
n g u l a t c d ~ ~ a s & ~ ~ f o r c a t a i n o ~ ~ g a n d m a i o t e n a n c e s e r v i c e ~ ~ a t  

and certain market and technological data from utility suixidiaries to Entergy andor non- 
utility associate companies would be at market based prices; (3) products developed by 
Entergy’s Utilities, but marketed by its non-utility associak~, would be subject to a profit- 
sharing forma (4) royalty payments may be payable to utility subsidiaries by nand* 
compranicsto acquite pmdvlct, patent and other intellectual propeay rights; and (5) state 
commissMnsmaynquirecampetitivepricinefaoproc\aements~aco~Inexcess 
of $loo,OOo. 

( 

their futly-allocatad cost, plus 5%; (2) transfcn of generatill& fuel and fuel-datcd assets 

The Order specifically authorid Item (1) m the Agreements. Regarding Items 
(2) through (9, the Commission stated that it did not object in prificiplc to the pkhg 
provisions. However, the Commission interpreted tht Agmmat~ to possr’by ~b 
Pti0l:- * ‘on approval of those aansacsions an scasc-by-cascbasisto the extent 
requitad by Sections 12 and 13 of the Act. 

In Part I, Poky Summary, of the Policy and Pmccdurea Manual, m#ia Part II. 
Policy Details, it states tbatihe commission authorized the pricing methodologies 
contained in ltcms (1) tbroug (4). It goes on to say that state r e m d  E#ices for the 
sale or transfer of goods or services will be c o n s i d d  market pnces aad recovcrab~e 
rates. Except in r w d  to Itcm I., tbis policy pmwcmcnt may misinterpnt Entegy’~ 

. 

.‘ * 

(*. 

authority under the order. 

Deviations f h n  the Act’s cost standard arc within the exclusive jurisdiction of 
the Cornmiasion. The Order ref- to the states’ interest in pricing policy overafl and 
wcognhs that it may be persuasive as the Commidop considcsb whether the 
Agcwments’ goals and policies justif), 8x1 exception to the section 13@) cost staadard. 

Action Rquired 

The Examination Staff rquesb (111 rndysis of 111 tr8ns8dona since the .itme 
22,1999 m e r  that falls bto the Items (1) tbrougb (4) ategory. P~east rrbo mdhu 
if8 spedfk  declaration was made to the Commission oa my of tbe trnma&m. 

I n t a d  Audit p l w  that are perfornred at regular intervals (every three y-) in 
areas such as fbncid, hformath technology, human te~ources, etc. Tbe financial 
audit plan contains an audit of E n w  &nices” pmccscs for allocating and billiag its 
chtrrgcs for Services. The next audit on allocations and billings is scheduled for the 

i. 
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Octobex/No~cmbcr 2002 time fkme. The piourning process for this will begin after the 
first of the year. 

The Examtnrdoa Smworrld like a ropy of the audit scope for the billing 
and allocrtioa audit planned for ZOO2 once it is ready. In addition, 8 copy of the 
ffnrl audit report sbould be forrrarded to the Examination StaE 

Entergy docs not have a regularly scheduled bcztchnarkhg process to csmpstc its 
costs of services with outside vendors or other service companies. The company beliens 
that initietiap a regularly scbtdulcd beachmarkng * ~ w o u l d b e u n d u l y b u r d ~ m e  
d not cost effkctive. The time and expensc that WouId be requirrXt fm this analysis 
would be considerable. Based on the strumre of the Entcrgy system, and other utility 
service companies, it would be difiicult to compile the "total" costs assochd with a 
produce across dl ihdona that w d d  be comparable to another &ce COmpeny'S data 
En- also qwstions how willing competitors will k to share sensitive "unit cadtsn for 
crrtain savices with other service companies, especially as many of the utilities arc 
moving to a compttitivc eavEtoamcnt in tbeir operational jurisdictions. 

However, En- dots on occasion @om benchmdbq d e s .  Entc%y has 
puformcd or amtwtcd for the following benchmarfrins studies: Entergy Corporation 
P h n b g  and Pdommce Meammmts bcncbmarlss, Information Ttchaalogy Pricing 
Analysis, and Entergy Coxpotation idormationTechnology Ovaview Analysis. These 
studies wen not intmdedto be used as abasis for comparing the q d t y  and cost of 
services that could be obtained fiom an outside vendor. Instead,thwJs bedmarking 
studies were used by managcxnent to detudnc the cffactiveaess and efficiency of their 
blmbessp-. 

The primary objectives of "Entcrgy Cotporation" Information Technology 
overvitw Analysis'' wen to assess cost efficiencies in COmpBfigon with orgddm of 
simiiar complexi~ and workload voIumes, to establish ai extanal b c n c h m a r l E  for IT 
senricw, and to asskt in contract oegotiations fmoutsolrtcing services. 

Entergy shoald cBtabllsh I formalized bcnehmvlting program for the major 
sendm of =I: legal, information senices, and lavestor relations. A bencbmrrking 
prugram should be aubmittcd to the Examination Staff by July I, 2002. 

i 
'. 
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10. Finding (Item 27) 

The Examination Staffreviewed the ESI time reporting proccdurw. They 
appeared to be reasonable. In addition, the Staff reviewed the tirne Sheets for December 
1999, October 2000 and February 2001 for the following officers of Entergy Coxpodon 
and ESI: 3. Wayne Leonard, Chief Executive officer, Donald C. Hintz, President and 
Chief Operating Mw, John Wilder, Executive Vice President and Chief Financial 
Offiw, Michael G. Thompson, Executive Vice President and G d  Couusck Frank F. 
Gallaher, Senior Vice President, Generation, T d i o n  and Energy Management, and 
Steve McNed, Vice Resident and Trcasurn. We looked at the perccntases of time 
charged to the Parent company, utility compauies and non-utility wmpanh. 

c‘ 

* The Staff was impressed with thc timesbeets k t h e  standpointtbatscveral 
codcswcreused by maStofEiit0 chargc theirtinre, so at least there was thc 
appcarrrnce of a thought proccss on chargig the appropriate parties. Overall, for thesc 
particuiar ofEiccrs, for the three-month period, the amounts charged directly and 
indinctly to the Parcnt varied between 1% and 23%. The two top offica~ ofthe Jhtergy 
System, Wayne Leonard and Donald Hhk wcre among the ~ ~ a t 2 . 1 %  and 1.5% 
nsptctivCly. On the othcr hand, when combiniag the amounts charged to the Pamrt 
Company and the non-utility companies combid, the perceptages qpeared man fair 
and reasonable. The averages in this case varied from 35% to 86%. 

The Staff believes the executives of the Holding company are responsible for the 
managematt of &e holding company ~tnrcturc and therefore aa appmpriate amount of 
their time should be allocated to the Parent. 

Action Required 
I ,  

It b the Exrmhr~on Staflp8 pollition that a htr and remomble amonnt of 
the tirat of Entergy’s top two ~mt ives (Leonard and Hinb) rhodd be charged to 
the Parent Company. Entergy is to provide an appropriate .uOcation mttbod rad 
evidence of how the RCIY allocation procedure waa implemented. 

11. Ffndings (Item 30) 

The Examiaation Staffreviewed thc ~ p r o v i d a d b y  ESI ammatmg - t h e  
country club and social club dues paid far each employee. From this rrport, the 
Examination Staff selected twenty vemiordemployas for review of expense statemats 
to determine if expcnditurts (dues and business expenses) were f&ly and quitably 
aI1oc;tted to all associate companies. For the most part, dues and busincss expenses werc 
fairy and equitably allocated. Howcvcr, certain expenses of common parent and ScniCc 
company~fficerswenallocaxedbascdonaTotalAssetmethod Underthismethod, 
approximately 2% of thc costs wcrc allocated to ETR. 
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The Examination Staff reviewed the allocatioa m W  selected to sjnead 
sporting event acpenscs. ofthe total $566,146 itmrmd for the @od January I, 1999 
though J ~ n e  30,2001, ETR was allocated S276,924 or 49%. (. 

Action R q W  

The Examination Staff belleves that the Totrl &et method wed to iaocwtC 
cmts incurred by common parent and jcrvfea company offken doa not result L a 
filr and equitable allocation of costs to ETR It is the Exambation S W s  posttian 
that by December 21,2001, Entcrgy rbodd suggat an rpptoprirtc allocation 
metBoaolegy* 

Et. Findinm (Item 33) 

reports wen provided in the formatqucstcd. The purposeof the exmmat~ * 'onquestis 
to haveshigh kvd summary rcport of the amounts a d  dhationinethod tbatb billed 
by pject& to each sssociate company. 

TheExanuIm 'on Staff selected the fouowing project codes for addit id miew. 

The Examination Staffrcviewcd the detailed nports providsd by ESI. Tbe 

i '  1. 
2. 
3. 
4. 
5. 
6. 
7. 
8. 
9. 
10. 
11. 
12. 
13. 
14. 
15. 
15. 
16. 

- 2000 

633,352 84,652 
3,617,438 1,652,855 

437339 
119.797 715582 

1989,929 
3,574,657 
12,710,858 14,797,447 
13,659,000 756,998 

1,534,793 
332,770 
265,900 71S.770 

Lrn9J64 1,121,448 
260,690 

198&162 
1,827,704 

mw 4110522 
1,103,3% 

41,656,492 23,261,474 

TheExamination Staffhas establishedthat Certain departments withia a d =  
company are considered copra& governatlfie. "he Parent company is responsible for the 
ovcrall direction d overnight of the Entergy System. From the list above, tbosc 
c0ipoW~ govcmancc departmtnts would include: C31US-op#atiWs O f f i ~  of t h ~  CEO, 
CPMOOl-Corpotatc Performance Management, E14845-Expcnscs of the Vice chainnaa, 
F 2 0 9 9 W o n s  Senior VP and CFO, FSPVPI-VP SerategiC Planaing, F05700.. 
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C~rp~ratc Pl&g and Analysis, F F 1 0 0 3 - B d  Support, FlO44SEntcsgy Comlidatcd 
Tax Senti- CO8500-ETR President and COO-Domcstic. 

CCrtaia award and recognition programs listed above: C31251-Entergy Awards, 
C3 1253-Employee Recognition Events, ZZ4040-Teamsbare incentive Compensation 
(includa teamshare incentive p1.s management incentive plan, and exemtive incentive 
p b ) ,  and ZZMSO-Equity Awards ali include the Parent Company officers. These costs 
arc allocated on ESI labor d o r  number of employees. The Parent Company should be 
allocated a fair and equitable portion of these c-es since Parent Company officers are 
responsible far the management and oversight of the holding company struclm. 

”” 

Executive Long-Tcnn Incentive CoIlsgemuation (224045) and Meted Stock 
Awards (224090) would be resbicted to executive officers in the System, which would 
include the Parent Company officers. Therefore a fair and equitable portio0 of these 
casts shouldbe charged to ETR. 

SccttOn 13(b) of tho Act requires a fair alloation of coats amongst the 
holding compdby system. It Q the Examination StrLP8 opMoa that EsI & not 
allocathgr fair and equitable amount of certain cosb to the Patent Company. It b 
the Exambath Staff‘s poaiaon that ESI should ase a method of rllocrciob that 
recognize thevalue of scrvicc, earned by the Parent company h r n  the 8e)”yJCc betng 
mdered. 

13. Fmdings (Item 42) 

TbtExarmnritt ‘on Staff reviewed the documents, (1) Corpow Expum report, (2) 
Eatc%y Services, Inc., Billing Methods repart, wbhb shows the bu method, title, 
demiptioa, effective date, end date, and the pcl.cmtagt allocated to the 1cgd Wth, (3) 
Entcrgy Services, Inc., Billable Projects report September 24,2001, which ShOwJ thc 
project code, descxi,pt04 bill@ method a d  Internat ProdUctJ and Services (rpS) code, 
(4) Dratt En- Services, hc., Internal Products and Services (Ips) Cateiog, for the 
yeam2001 ~20Q2budgefwithadescriptiooofthcpFoducnead~provide& 

I 

Exemination Sta.Efselected approximately 19 items (with the largest amount) h r n  
the corparatt Expense report, which included the ~csourccs: (1) l h W n d ~ W  and 
Professid-1999, (2) Relocation Allowance-1999, (3) Misc. Relocation 
Taxable-2O00, (4) and Id Assoc. DuedCorp. Mtmbershp-1999 and 2000. T1# items 
reviewed for fair and quitable allocation, based on the project code’‘, billhg method” 
WQC used to bill the Parent and its subsidiaries. 

Project Codes are used to accumulate Service Company costs on a job, project, or fiurctional 
basis fot purposcs of billing such costs to the appopriats Legal Entity (ies), Each projcct code . 
has a specific billing method and fitnctional allocation method, F u n c t i d  AIIofatioa Mcthod - 
Once the ESI charge is distributed to the legal entities, it is Mer allocated to &e functions 
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Examination St&€ reviewed the project codes, and the Internal products and 
WCCS (IPS) codes and n v 4 &  that the Company selected the billing method "ASST" 
Total Assets. among other billing methods for the resources Ducs-lndustry and 
Pmfessional. Misc Relocation Exp-nontaxable, Relocation Allowance, Misc Relocation 
Exp -Taxable, and Ind Assoc. Ducs/Corp Membership. Under this billing method, the 
Parent is billed 2.66% of the cost. 

( .  

Action Required 

Baaed on the billing method uASSP Total Assets, dewription of the project 
code and tbc IPS, it appears that the rerviccs or  products are fbr day-today 
operatioas and not for policy making or plmuing. The Parent is billad 2.6694, a fair 
and cqoCtrbk percentage of the cost for day-td8y operatiow however, if any of 
the executive omcen performed a s c r v i a  or generated a product for corparrta 
p o U q  aulring or corporate planning for the above mources, the Parent should be 
baed cost by ackftfng I different billed method, that haa a higher percentage of collt 
baed to thr Parent. 

Enkrgy Scrvicea, be. should neommend tbe bUug method for corporate 
policy making or corpomte planning for the project codea FSPVPI Vice President - 
Strategic Phunhg, and F 1 M  Entcrlly ConroUted Tax Scnfeer. The billing 
method should be based on the standardr of the Act, fidr and quitablc allocation, 
and bo submitthi to thr Examination StdE 

I Based on the billing method "35" El& Customers, the replated 
operating eompaniaa are billed Lr the eo& accumulated in projact code Rl6447 
General Market Rcactrch, ThQ project codc acamuIated cost of S110#83 for the 
r#urorce, Relocatioa AUonance - 1999. 

\ 

It appears that Entergy S e h s ,  Inc., did not select an appropriate pmJect 
code R16447 General Market Research to aecumulrte costa, with the bilk@ method 
y35m ElecMr Cuatomen to allocate costs accumulated in tbb project code for the 
resource, Relocation Allowance - 1999. Tbir project d e  haa an Internal Produets 
and Services (IPS) code PSRWO Strategic Marktt PIandmg. The purpose b 

(organizations) withii each Legal Entity based on a firnctional dMon method 0. The 
FAM is usually based on the same primary driver as the Le@ Entity billing method. 

" Billing methods consist of fixed percentages of costs to ba billed to particuIar Lugal Entities. 
Billmg methods lltc used to dinctly bill a Legal Entity d to allocclte, to one or mort legal 
entities, costs drat cannot be directly assigucd to a particular Le@ Entity. Billing methods must 
be authorized by the Securities and Exchange Commission. The Commission quires that, 
whenever fmibk, ESI costs shauM not be allocated but should be directly billed to the Legal 
Entity benefited. Thc Commission requires that Entersy Smices Inc. allocate dl costs that it 
incurs to the Regulated and Non-regulattd operstiag cwnpsnics. 
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described as, "to perform planning functions that help determine the rtratcgic 
market direction of the Nonrtgolrtcd and Regulated Retail org.aiutions', 

Because @e nonregdattd entitiea rs+nerp.lly benefit h m  this type of serviccl, 
Entergy Services, lac., should review tbt project code R16447 General Market 
Research and billing method y3Sm Electric Cumtomen, 80 that the appropdate 
rtgahtcd and nonrogillrted entities are billed fair and equitable for the cost8 
accumulatd in project eode R16447 General Market Research. Tbe Company is 
rtqdred to provide U8 with the rcsalts of tbeir 5ding. 

Based on the b W g  mtthod yLEXFw Departmental Overhead External 
Maim, project code ZEDEPT Departmental External Affaim, the Parent L billed 
1.8!5.h of the cost. ThJs project code brr an Internal Producta and Services (IPS) 
code PSPlOO System Regubtory Atrslin and Compliance Support. The IPS, one of 
the major rctivitics described b Fhgs,  which p M e  management, oversight, 
control, and direction for aU f l l i n ~  before the FERC and SEC (u related to 
PUHCA), including administrative mbmakings. 

It appears that only the project code ZEDEFT Departmental Extend a 
wed the billing method "LEXF" Dcprrtmental Ovtrhcad External Affairs for the 
resonrcea mimed under thia Item far 1999. Thh billing method k comldered 
appropriate because the cost & allocated among the benefited entities. 

Based om the description of tbc activity uFihgsH, the Parent bWlng cost of 
1.85% Is considered approp~late, but only if the Parent is bud cost for the 
preparation of the FERC rad SEC filine nnder a separate project coda IT that ir 
not the caae, then Enbrgy Corporation should mommend a billing mctbod for 
project code ZEDEPT Departmentrl External AffW for the retMIy uFilinlps. The 
billing method should bc based on the standards of the Act, fhir and qdtable 
allocation, and be snbmitled to the Examination Sta& It b our rndentrnding thrt 
projtct code ZEDEPT and btlling method LEXF were closed in 2000 m d  replaced 
by a new p ~ e ! u .  Pltwe describe this process more spdically. An m w e r  frr aim 
needed on the project code and allocatba for the FERC and SEC mlnm before 
determining if the new allocation procesa is appropriate. 

14. Fin- (ltem 44) 

Lek Alar Consulting cfroup LLC was paid 3173,496 charged to hjcct F20990, 
Operations Sr VP and CFO. The primary activities Bssociatcd with this project are hmcii  

reporting, investor relations, intend audit policies and proceduns and jntcmaI boards and 
a n d c a p i t a l s t T u c t u r t ~ , t i s k m a n a g e m m t , ~ ~ c p l a n n i n & a c c o ~ , ~ a l  

i.. 
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committees. Billing method "ASST" allocated only 2.72% to the Parent. hh~ly of these 
bushes areas involve running the holding company system and therefore a nisha 
pemmage of costs need to go to tbe Parent. (":' 

public Strategies Iaf. wes paid $94,582 in year 2000 that was charged to Project, 
E75020 Sy- Gov.-Lobbyine E-s that in turn uscs billing method 21 to docate 
costs. Tbis project involvcs commuai&g with federa, state and I d  govanmend 
bodiesfarthcSystcm. Billingmetbod21 allocatarcha%#~ona12-monthavsdgcof 

kamiing to Entcrgy, even thoughtthcsecosts are charged to the utility companies only, 
b y  aenxorded below the line and not recovered fromratcpaycrs. 

rrsi~~commercial,industriai,governmentalandmunicipslleleceicendgas~ 

CSC Consulting was paid approximately $1.7 million in year 2000 fbp cmsdting 
relatedtowatkordcrF99037,BatencedSwncard-ESI. T h i s p a o j e c t i n c t u d e s ~ ~  

~taticmofEntergy'scorporatecamplisrnceprocwS. TheASSTbillingmcthodisused 
since Entergy klievesthisbcncfits all legal entitiestha! ESI serves. 'Ih: ASST basis 
all- 2.72?4 to the Parent. The Examlml 'onStaf€bclicvtsthesecrwtsanporrtof 
ccqxmtc govanaacc and the Parent WOuId benefit mort than2.72%. 

OfEhtcr&SPerformtrnceMan8g~Proc#qRcnewefProgram~~d 

It b the pit ion of tht Examination Staffthat the "ASST and "GL" billing 
m c t h d  wed to allocate cosb for Lek Alar Con~dthg Group LLC, CSC Consultlug, 
and Anderron Consulting do not rllocate a hir rod equitable amount to the Parent. It 
is the E'Jamhatlon StrBps pasition that ESI cstrblish, by December 21,2001, UD 

anllacat5w methodology to charge a fair amount of thest csp~ditunr to the Parent. * 
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15. Findings (Item 45) 

ThcExamrnasl ' 'on Staffreviewed an analysisby vendor ofall costs assigned to 
c- 

Account 930. The Jlocation method selected forthe majority of thc costs appeand 
d l e .  The specific iavoicw were reviewed on several payments. The specific 
invoices were! paid to the following vendors GMC and Co., Inc, Interaatianal BusincsS 
PublisheR, Inc., b r n  Feny Intl, MCS Group, Power Gea, Telfonnadion Inc., Cajon Made 
WRoducts, Classic Foundah,  Inc., Goldberg Marchesano Partaers, aad Pelican Golf 
Couraeuc. 

Goldberg, Marchesano, Partnas, Inc. corn (S 1,043,743) m v d  development, 
writing and pducing diffaempint ads focusiag on various charitable groups inthcNcw 

werecharged lOO%toEatergyN~w&I~. 'I1# Staf€believesthcseadswouldbenefitthc 
name ofhe Ehtcrgy System aad therefore part ofthe costs shouldbe a l l d t o t h e  Parent. 

OrlcansarcaSu~dbyEntergy. O t h e r a d S ~ f o r ~ O a n d ~ ~ ~  T h e s e ~  

Classic Found~tion, Inc. appwrddo bc the coa fbr a $2,900 mtmbershipinthe 
Wyndbam Champioas Club for Bill Pcp#oae. No busiacsa purp01# was statad aud all of 
tbt costs ~ a e  C- to EntergY-Ne~ orleaas. 

International Business Publishers, Inc. was paid approximately $24,000 for 
advdshginWorldEna~ymagazineincludingrepxinb. The"ASST"allocati0llmahod 
was used inthis situation The Staf€believes the Enteroy systmrcpsatdbythc Parent 
would benefit more than approximately 3%. 

Action Requid 

advertising crpcnaa directs the reader or the Ibtmcr ts recognize the Parent jut as 
they do recognize the utility subsidiary. Any prtieular empbuis phrcd on the 
advertising program being shown or printed for a geograpbid ana or city cannot 

The advertising programs undetpkcs by Entew as represented by all of them 

. 

,( 

t, 
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justify UM of the ASST method of all&tion to &e Parent company for thwe trpcs of 
advdsiug costs. 

'"he C O Q ~  for various forma of advertising, in this cast paid to Gbldm 
Marchcsrno Partners, Classic Foundation, hc., Cajun Made GoM Producfs, Me& 
Direct rod International Bwincss Pubbhcrq he., rhoald be .Iloarted in a larger 
percentage cornmemurate with the benefit rcceivcd by Entergy, rcpmented by the 
PIrCnt COaOPmy. 

16. Findings (Item 52) 

The Examination Staf€reviewed a detaikd listing of the cxpensm fortheyear 
2000 and 1999 charged to Amuat 921- office Supplies and Expense. For the.most part, 
the items charged to the accouutappearod d l e  andwithinth normal realm ofthe 
type of charges allowed by the USA. There were several invoices tbat were quwtioncd 
with regard to the business plnposc and the associated billing method selected to allocate 
the costs. The questioned items arc as follows: 

Wayne Leonard travel costs of $21 8,427 - these costs charged to pjcct 
C31255 (Opcrations-Oflice of the CEO). Bi lhg method ASST was used to 
allocate the costs. These costs were for trip on the corporate jet. Entergy'r 

CEO farthe entire system and were primarily related to Sy- widc 
employee Focus meetings and the Entcrgy Board of Director meet@. The 
ASST only allocatss 2.72% to the Parent. S i  thc CEO' department is 
consided a corporate governance am, the &adnation Staff does not 
believe this is a hir and equitable amouut to the Parent 

arpfanation ofthe trip was that thew costs anrelatcd tothe apaasions oftbe 

(. 

EGSI TTC Cost Case 

Robert LIlft travel costs of $388,885 -these costs charged to project Z 0 1 S O  
(Sharcholdcr/Dircctor Expens#) end were allocated using the ASST b i i  
method. The trips were in conjunction with his duties as chairman of the 
BoardofDirectdft andrelaaptimapilyto Entcqy Boardof Dkectormdngs. 
The ASST billing method was used since the Board of Directorrrbar 
responsibility for the owsight and d c g u d n g  of corporate asstts, In this 
d u s y s h -  Staa does not believe a 2.72% atlocation to the Parent is 
fair and reasonable and does not the oversight and safeguardiae of 
the Parent company assets. 

Thcmc Parks New Orleans charges for $527,842 - costs for a company 
spoasored cmploycc went beld at Japlaad Entcrgy holds company- 
jponsortd menta muud the system for xbc benefit of its employees. The costs 
were allocated using billing method 18, which is bascd on the number dW1 
aud part-time tmployceai. s i  thc Parent and SFI have no ~ l o y e c s ,  these 
companies werc not aUocatcd aportion of thcsc costs. The Examrnatro 'nStaf€' 
disagr#s with this allocatioa Even though executives are paid by ESI, they 
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r(" 
perform Services in oversight and safe@mrclhg corporate assets. A fair portion 
of these costs should be allocated to the Parent. 

Le Meridien New Orleans charged for $140,141 - Chuges far the cancellation 
of thc Executive Leadership Council C o d i  due @ a sever ice stoan. This 
mecting was related to the operatiom ofthe CEO for tiie c o m e  who has 
overall responsibility for the oversight and safeguatding of corporate Bssclfs. 
Project code C31255 was charged which uses billing mcthod ASST to allocate 
the costs, resulting in the Parent dlocation of 2.72%. As &suibed alrrady, 
tbis does not appear to be a fair allocation to the Parent. 

, 

The Woodlands charge for $43,637 - costs relates to Wayne Leanard's system 
wide employee focus meeting held at the Woodlands. Costs were allocated 
using the ASSTrnethod. As statedbefbre, thismethod does not allocate a fkk 
and quitable amount to the Parent based on the nsponsibility to OVCIS# and 
safeguard corporate as well as Parent company assets. 

It ir the Examination Staffs poritioa that EN ahodd establish an allocation 
method to increase the rllocrbk portion of the Pareat's company COB@ for the 
Aramark Sports m d  Entertainment  coat^, Wape Leonard and Robert Luft tr8vd 
costs, Tbemc P I J b  New Orlean's cbarges, Le Msridicn chugcs, and the Woodlrndr 
chrrrfer. (. 
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Ja~uary 4,2002 

Mr. Robat P. Wason 
Chief Financial Anatyst 
Office of Public Utility Regulation 
Division of Investment Management 
Secwitica and Exchange Commission 
450 5* Street. N.W. 
Judiciary Plaza 
Wad&@on, D. C. 20549 

Re: Entergy Response to Findings and Actions Required 
Examination of Entergy Copration CZntergy'' or "Pad'), En- S d c c 8 ,  Iac. 
("ESP), Ehtergy EntCrprses, Inc. ("EEI"), and Entergy Power, Inc. ("EPI") 

Dear Mr. wason: 

f .  \ *  This letter ir in response to the Findings and Actions Rquind stated in put letter dated 
Novembes 29,2001 in c o ~ o n  with the examination of the above r c f d  
coxnpaniu~. AB requested in your letter, we submit tbt following nsponsw: 

Finding 1 -Action Required: 

Entergy's PAC are nonspeciftc to the regulated entities, but benefit the Entergy 
sy6tem and employees as 8 nboIc. PACS are formed at rll level# of gavcmmcnfi 
federal, state, md l o d  Entergy also expucftly state# the advldts are general in 
nature. Therefore, the Exa~ninrdon Shff belkva that the method u8d to rllacrtc 
costs inearred (Billing Method 35) doe$ not rtrult In a fair and equitable aIIocatbn 
Of Cotb to Entergy Corporatfon. It fs the Examhadon StafPs plltlon tbat ESI 
estabbh, by December 21,2001, ao allocation methodology to charge a fah amount 
of these expenditures to the Parent and non-utility subsidiaries. 

Entergy Response to Finding 1: 

En- sclpaowkdges that its PAC costs should bc allocated more broadly than our 
cunrnt allocation method that bills only thc regulated utilities. These costs 
co~tdinatod by Entcrgy's Goveramcntal Affairs DepartmenCs and are closely related to . 
the costs that arc the subject of the Examination Stafl's Finding 2. Entergy Will include 
the allocatiOn of its PAC costs in the s M y  r e f d  to in ow response ta Finding 2 bcbw 
and will report the findings of this study to the Staff. 

EGSI TTC Cost Case 
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Finding 2 - Action Repalred: 

As the costs for these types of a&vities continat to rise, the staff has concluded that 
we sbonld take a fresh look at the entire area to accommodate changes in the 
industry, hchding the cflixb of deregulation and diversificatJon and other 
regulatory effects. The object will be to undertake a r w k w  of the system’ lobbyiug 
and pollticpl action activities to identifL the beneff ciaries of these actMties to 
determine ifdlreet charging procedores are being used appropriately and if curreat 
allocation methods still apply. Done properly, we would erpeet to see more direct 
bUHng and adjustments to existing, or the addition of new, aUocntlm D;retbodologiu~ 

AB mentioned, the method for charging or allocating these costs b controlled by the 
identity ofthe beneficiary of &e expenditure. Costs hmmd to Inflamce fitded or 
state leghlatim, for instance, may benefit the holding company belt, the entlre 
system, the utility subsidiaries or the nonndKty substdiuiw u sepnrate gmups or 
any of them individnaUy. Depending on the circumstances, cos& benefiting 
particular cornpantea should be charged directly and those benefiting utiHties 
should be rlitoflltrrd d u g  biRlag method 21. Expenditures on behalf of nonrtility 
compmlee should allomte costa only among those companies on 8ome rational bash. 
Expenditures h e f h g  dl eampmies on the system should be allocated on a brsls 
suggested by Eattroy Services, lac. that fairly and equitably allocates costs to all 
campmies, Induding the Parent 

The approach to thin review shouJd be global. It c l h  no longer be assumed that 
boldhrg companier and nonutlltty businesses do not benefit from these activities. 
Given the fkqnent cbragea at federrl, state, and local Web ta labor, tax, 
eravironmcntrl and employment law4 by way of example, it C I I ~  be projected that I 
sub8tantirl portion of thew cosb wtU affect particdar puts of or the entire system. 

The Eumfnntlon Sw11 wonld like En- to andertnke a study am diseu~ed above 
and report the fludingy to the Strtf. 

Entmgy agreeswith the Examination Staffthat En- should review CUrrcLlt cost 
allacatiaa mdhods for its lobbying and political action activhics. Enter@ will undertalre 
asftrdyasreconrmendedbytheExaminationStaffaadwillreportthefindingsofthis 
study to the Staff. This study will address whether dircct chargtog procedurss BFC beihg 
used appropriately and whether new allocation methodologies arc needed to allocate co8t8 
to the m h  Eacagy System or specific groups of a8tiliatcs. This study will &io include 
the specific PAC co8tB ref& to in the Examination Staffs Finding 1 above. 
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Eluding 3 - Action Required: F'* \. .' 

, ._-- 
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In summary, Entcrgy Corporation Bas no empkyee~; therefon, t10 floor space b 
allocated to Eitcrgy Cotporatiou. They do rective facility costs Y one of the cost 
components of wmiec~) rendered by Entergy ServicW he, whkh heladed the coat 
of floor space occupkd by tbcwe employcer. The amounts charged to Entergy 
Corporation for the tmt perlod 1999,2000 and June 34 2001 are W,960 or 132% 
of total facilities charges of $30$40$60, $572,358 or 2.1% of totpI facility chnrge~ of 
$27,264,693 and $159,441, respectively. 

It & the EmmioatSon Staff's position that Entergy Corporadon rbonld recetVt fair 
and eqmftablc charga for floor apace. Entergy Corporation uhould mtablbh by 
December 21,2oM, nn .Iloertlon method to fncrease the rlioeabk portlon ofthe 
Parent company's a w t  for FadHdes. 

Emtergy Response to Ffnding 3: 

Entcrgy's position is that its current allocation process for Facilities and related floor 
space mts is appropriate to effcct a fair and equitable allocation of costa. Ths primaty 
cost driver for facilities caste is employees. The Parent company has no empbyceq 
theref=, no ESI floor spacc is allocated to Entergy Corporation. Entcrgy Corporation 
dot4 howcvex, d v e  bilitics costs as one of the cost components of services readercd 
by ESL Thetm M l i t i i e s  costs arc captured in a Facilities loader clearing accouut and then 
allocated to individual project codes based on ESI labor. This ESI loader clearing process 
is dacunrantad in Exhiit A, ESIBilling Fbcew ovesview. and w a ~  reviewed with the 
Examination SWin the Orientation interview during the field component of the 
exmination. "hie Facilities loader clearin8 process achieves substantially the same 
d t  as allocating floor space based on lsbor dollanr biUed. 

c . 

It Ls normal practice for lilsd mergers to be billed to the Parent Compnny. The 
Exdn8tioa Staff has rec&ed documentation that slppports only S3,60&917 Of the 
$10$54,107 b W  to the utllbs as being recorded ~LI m a d j u m t  %elow the 
line- En- baa represented that none of the other costs wlll be hrcladed b rate 
mlp, 

ESI represenb tbnt the 2001 costs could be adjusted wben nnnual earning review 
aUirgr are mrde with the variou~ regplrrtors sometime m 2W. U n b  we recdve 
some firm documentation h u t  ESI (other than the verbal statement) that these 
costs (111 not be recovered from the cllbfomviz, it iS the Examination S m 8  positlog 
that a reclassification and rebfhg of S6Q45,191 be made to the Parent Company. 
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Entergy Response to Flnding 4: 

! 

During Decanber 2001, Entergy rccordcd journal entries to reclwifl all amounts 
rewrded in 2001 in d o n  with the FPL merger to FERC Account 426.5, with minor 
amounts reclassified to FERC Accounts 417.1 and 426.4, also 'blow the line'' accounts. 
These reclassifications include both 2001 amounts billed by ESI to the regulated utility 
companies and 2001 amounts recorded directly by the regulated utility uunpani~. These 
reclassifications are summarized in the analysis provided in Exhibit B. Ag of Deceanber 
31,2001, all 2001 merger costs were mdd "below the line?. 

Finding 5 - Action Required: 

Application of Rule 4qc) to the 1996 Provisions of the Drafl Entergy Tax Auocatlon 
Agreement' 

Item 1. Delete hem, and ebewhere in the agreement, any reference to partkular 
provisions of tho Code. Rule 45(c)(3) treab generletny the particular featuru of &e 
Code aa they apply currently to each member of the tu group. Settlag out a 
particular provision unnecessarily introduces ambiguity into the agreement. See 
Adoptlng Rcleaae @CAR No. 21968, Mvcb 18,1981). (The Commbrlon notea 
"Ruk 45(c) doea not specill kinds of tax bene* Thwe cbangc as tax laws and 
reguhtions are revised.* It goea on to ray that an important fhnction of the tu 
agreement required by the rule, la to uidentify currently the material element8 of 
rllocatiom in tormr of tbe applicabk tu law.? 

Item 2. This Item should be rmclted in ita entirety. The flmt rrentence should read 
thrt the 'Cconsolidrtcd tax s b d  be rllocated among the several memberr, of the 
group in proportion to the corporate taxable incorns of each member." A second 
sentence should provide for adjnstmenta to the d e  45(c)(Z)O dloeation election to 
accommodate Intercompany tranractio~~r excluded om conrolidatfw. A thhd 
sentence should provide for adjucltmenb to the rule 45(c)(Z)(Uc) alIocatlon to the 
extent that the con8oWrad tax and separate return tu for any year include 
mrterhl hema tucd at differeut rates or involving other spceirl benefitm or 
hdtationa. State that %em rdjustmenta will be directed to allocating to the 
indtvtdual members of the group the materid effects of any particular features of 
the tax law applicable to them.% Exclude the last sentence. 

' Note that this vedom of the agreement was never executed and, therelorc, bas no 
legal signllicrnec. 
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Items 2.,3., 4. md 5, taken together, misinterpret the rule and should be deleted 
and restated in their entirely. Item 5. b expressly prohibited. Assuming that one 
Lao complied with the rule tbrougb rule 4!!(c)(3), each member at that point knows 
its separate return tax, laclading the parent company. Thereafter, the agreement 
must provide for the actual allocation of the comolidatcd tar lirbillty. This r q u h  
a stated election between the method provided b 4!5(c)(4) or (c)o. Becruse Entergy 
hm elected rule 4yc)(5), the agreement should date that for allocation purposes LLIlll 
members with I positive allocation wUI pay the smoplnt allocated md those with a 
negative allotadon, except the parent company, will receive current payment d 
their corporate tax creditan Fnrthtr, the agmmemt moat provide "a mathod for 
8ppOI'tiOnbg payments and for carrying over rncompemated bend&." 

c: -- 

Item 21 should bs rmtated to refled the requirement coatahed in the last sentence 
of rule 4S(c)(l)% definition of corporate taxable income. 

The Eramination Staff believes that ETR i~ not fn eompllance with Ruk 45(c)(4) of 
tbe Act rhcc ETR b by definition an u d t e  company" urd not a "SabstdirIy" 
company and therefore not =titled to atliizc net operating losses. Under the Act, 
ETR Is Wle for it's own ~eparate retarn liability. 

For the years 1989,1990,1991 and 1999 ETR bnd taxable incomc of $81,034,478 
tosdthg in a tu liability. ETR dld not pay thh UabIUty bat lp fact reconped prfor 
year net operating losses h m  the sabs~diarie8 to odlset U lability. ETR shonld 
reimbam the subsidiwh the dollar amounts in the same  ratio^ that were paid in 
the ytan referenad. Evidenee of tair rdmbaxuament is lo be provided to the 
Examination Stadlno hter than thirty days after the payalcat adjustment to the 
subddiubr. 

c 

If ETR wants to file an applicadon with the Commission fn support of its 
interpretatioa of Rnk 43c) and ask for a change in the allocation on a praspsettVa 
bmia (beginnins for ftttnn tu ynrs if the Commission approves the request), them 
it should do so as soom as p ~ ~ i b l e ,  

Entergy Rerrponse to Phrding 5: 

Entergy dom not agree with the Staffs intapremion of Rule 45(c). consequmtly, 

application of Rule 45(c) to the Entergy Tax AuocatiOn Apexneat. EntGlgYhere!by 
requests a meeting with the Director of the Oflice of Public Utility RtgUlatiOn and/or 
other appropriate Commission Staffto discues tha audit findin@ and our intupmtation of 

~~disagreGswi th thest~s~~andrequi redact ionsconcaningthe  

I> 
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Rule 45(c). A detailed discussion of Energy's +tion and inteqwetations of the issues 
at question will be provided to the meding participants prior to the meeting. 

Finding 6 -Actton Required: 

The Examination Staffrerommenda that servjce agreenwnts with ESI need to be 
updated and revised to more equally allow for entities to pick rad choose individual 
wrvicea "be service agreement rhould state that each company 8hodd have the 
ability to request sendci  and only be oblfgited to take servlces from ESI npou 
submislim of a request. 

Entergy Response to Pyading 6: 

Entergyacknowledges that the &e agreements betWaaES1 and the System's 
'r~egulatad Utilities"(mc1wive ofantergymmttm, I~C. ("EGsr? s ~ a d  Entergy 
Opemtions, lac. (TOP')) include language obligating the bgulated Utilitia to procrm 
fnom ESI all required services identified as falling within the scope of the applicable 
service agteemcnt (9s wen as such other savicts as ESI concludes it is computmt to 
@om). Entergy further aclrmawledgcs that the service agreements between ESI and 
FBI and between FBI and BPI provide that servicc#l will only be provided k the extent 
requested in a work order issued by EEI or EPI, as applicable. 

However, Entergy disa- with the Examination Staffs conclusion that it is neccmuy 
or desirable to updateh.evise the service agreements among ESI and the Regulated 
Utilities to allow the Regulated Utilitia "to pick and choose individual services" in the 
same manner as BEI and EPL contrary to the Examination S W s  assation in this 
Findings and Actions Required, the 1999 am&ent of the ESI-EEI and ESI-EPI service 
agreesncats did not modify of: otherwise afkt  the right of EEI and EPI to q u a t  services 
from ESI on a selective basis. The original service agreemeats betwcen ESI snd EEI 
(formerly known as "Electec, h.") dated January 24,1984 and between ESf and PI, 

Utility Service Agreements (exclusive of EGSI and EOI) have always pmvidcd that 

basis. 

&tergy submits that there is ample justification fm the above refkremed cUf"ence in the 
language of ESI's m i c a  apements. "heprincipd reason fbr this difkence is that ESI 
was originally conceived as the primary, if not exclusive, suvicc provider far the 
Regulated Utilities then comprising the Entergy System. It was intended, therefore, that 
ESI would, to the extent practical, provide the Regdated Utilities with all of the technical 

dated August 28,1990 atraady pnwided fa this right. Sknilarly, ths ESI -. Regulated 

senices requiredbytheRegulatedutilities m to be nodered by ESI on an "as requinxl" 

~ -~ 

"Regulated Utilities" include the Systcm Operating Companies end such 0th Ehtergy 
subsidiaries whose activities and opcrrationz, areprimarilyrelatod to the damestic sale of 
electric energy at retail or at wholesale to af€iliates or the provision of goods 01 services 
thereto. , 

EGSI 'TTC Cost Case 3B-174 3026 



Exhibit CEB-5 
2005 lTC Cost Case 

Page 33 of 108 

skills and expertise that would othuwise have to be procured h m  outside suppliers? On 
the other hand, it has always been Undtrstaod that services rendered by FBI for EEI and 
Entergy's other non-regulated businesses are subordinate to the services rclrderod to the 
Regulated utilities. Accordingly, maay of thcse services am essentially provided to the 
mn-regulated ampanics on a ''when, as and if available" basis! 

cf '  

The strict distinction between the levels of service support rendered by ESI to Entcrgy's 
Regulated Utilities and Entergy's non-regubd businesses was Mer a r c e d  ahd 
exp& in 1993 when EEI took on the role of [(ctvict compmy f a  IEntergY's mn- 
regulated subsidiary CompaaieS. Ia this regard, the SEC's July 8,1993 Order @CAR No. 

tive savices, which 25848) a p d y  provides that, except for (i) Certain core admmitn 
"by virtue of wmmon ownerahip' would be "more effdvely pedormd by ESI to meet 
the mutual naeds of Entergy and all of its aasociatm," and (ii) "specific and IimitW 
consultingsenricesdothersupportselvic~, wbichwouldcwtinuctobepcrfarmedfbr 
EEI (and indirectly through Em for Entergy's other non-regulated businemes, EEI would 
not utilize thep~tsonnel and physical facilities of ESI or any of Entergy's other Regulated 
Utilitiea. Acmdingly, siace 1993, EEI, 
compdes have actually become mort self rmfficimt, whereas the Regulated utilities 
caotinUe to rely on ESI for substantially all of the ScNicCs which they r e q k  

. .  

and htergy'e other nowregulated 

la summary, gi~m the clear difference in the level of commitment by Et31 to its Redated 
Utility clients, m M w  to EEI and ih other non-regulated subsidiary clients, it is only 
reasonable that EEI, EPI and Entcrgy's other non-regulated subsidiaries bc giVen more 
flexibility to procura services from outside vendon. while ESI is nominally a System 
s d c e  company, it is today (and always has been) primarily dedicated to serving the 
raceds of tho Regulated Utilitiar. S b  ESI has the duty and obligation to provide dl 
services required by the R@atd utilities (to the extent such services are within the 
scope of ESI's msourctxi and competency), whaaa most serviccS m d d  to the mn- 
regulated companies arct provided only on a "specific and limitad" basis, Entergy believes 
it is entirely tgrptapriate that Entergy's Regulated Utilitiea baar the principal 
reqnmsiiixty far maintaining ESI's operation. 

' See the SEC's March 6,1963 ordn @CAR No. 14816), approving the forrnation of 
ESI, which indicate6 that tha System's oparating compgnies (thm CanStiMing tbe entire 
EntergySyetem)wouMultimatelyprocursallraquiredsarvicesfrcmEsI,ratherthan 
from outside suppliers (excepting only those services beyaaa the slcapt of ESl's I W O ~ ~ S  
or w m c y ) .  

See the SEC's January 13,1984 Order (€€CAR No. 23200). and Enteqy's relatad 
Application-Declaration on Fann U-1, which indicate that System Companies (including 
ESI) would have "sole discretion in determining the availability of thcir pcxmmncl and 
resources" in rendering services to EEI (under the propogtd Smice Agnmrc3lts between 
such companies and EFD) atrd further cxprcss the intent that EEI would u t i k  

minimize disnqrtion of the corn System utility business (with additional required 
resourccsbeingobtaintdorhifcd~mmtcmal~~). 

peKonIlel and rcsomzs during Mm-pealt pediods to the greatest exteslt possiile, 80 as to 
i 
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e’ Fhdmg 7- Action Required: 

The Examination Stiff requests an anllysin of all tramsacdons since the June 22, 
1999 Order that falls into the Items (I) thmngb (4) category. Pleaw rbo confirm if 
8 specific declaration wm made to the Commission on any of tbe transrctiona. 

Entcrgy Response to Finding 7: 

Item (1) As required by the June 22,1999 Order (HCAR NO. 27wO), EOtergY’s 
mgutated assuciatc compauics billed its non-utility d a t e  compauies at cost plus S% 
aswnnmanzsd in the following exhibits: 

Exhibit C - Summary of ESI billings to non-utility associate compaaies 
for thepcriod June 1999 -November 2001 
Exhibit D - Summary of Entergy replated utility billings to non-utility 
asBocistd Cornpamierr far tht period JUG 1999 - Novmbm 2001 

As aoted by the 
Therch, no declsratiun has been required. 

the June 22,1999 Order specifically authorizbd Item (1). 

Item (2) Entergy had no transactions of this type during the period June 22,1999 to date. 
Therefom, htergy has not bccn required to file any specific declarations with respect to 

(: such transwtiw. 

Item (3) In September 1999, EEI rtcotdcd revenue m connection witb a licensing 
arrangement with Entcrgy Arkansas, Inc. (“EN‘’) involvingthe marketing by EEI of 
soffwars developed and used by EAI. A summary of this transaction ia as follows: 

ReverrUe SlOrC,o00 
Less: Commissions 1 9,440 

Net Procads 88,560 
Less: EEIIncrtmentalCosb 123,480 

Becausc this project d t d  in a loss, this transtbction was not subject to a profit sharing 
r e q h e n t .  Enteqy had no other transactions of this type during the puiod June 22, 
1999 to date. 

Enkrgy acknowledges that the Commission’s June 22,1999 Order (HCAR No. 27040) 
das not specifically authorize the Settlement A m e n t  p f i t  sharing formula 
applicable ta products developed by the Rcgdated Utilities, but marlret4d by non-utility 
associates. Howcver, Entergfs Applicatioa-Declarstion on Form U-1 (aa amended) in 
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Fife No. 70-9123, which was approved by the Commission's June 22,1999 order 
("CAR No. 27039), expressly provides fix %e marketing by Eatergy'e non-regulated 
companies to non-associate companies of intellectual property developed or othuwise 
acquired by System companiea, subject to Catain profit shsring provisions set forth in the 
Settlement Agreement (as hescinafcr defined)." The Setttffnent Agreement p f i t  
sharing formula is also approved under the SEC's June 30,1995 Order(HCAR No. 
26322). Acmrdingly, because the bansactian described above was implcmGntoa in 
accordance with tho appli&lc Settlement Agreement profit 8haring methodology 
previously approved by the Commission, no specific declaration was required to bc filed 
with respdctto this traasaction. 

( - *  

Item (4) Entrsgyhad no bransactionsof this type during the pCriad June 22,1999 to date. 
Therefore, Entngy has not been required to file any specific declarations with respect to 
such transactioaS. 

The Exandudon S M  would ULC a copy of the rpdit scope for the billing and 
allocation audit plraned for 2002 once it is ready. In addition, a copy of the llnal 
audit report should be forwarded to the Examination Staff. 

Entergy Response to -ding 8: 

En- will provide the Examination Staf€with a copy of the Internal Audit Department 
audit scope for the next ESI billing and allocation audit whm the d t  scope ha8 bcen 
conqpletgd Inaddition,EntrrgywillalsoprovidctheExaminnt;anStaffwitbaca~of 
t h e m  Audit Department finat audit report in connwtionwith this audit 

c,: ~. 

Entergy s h o d  etablbh a formal&ed benchmarking program for the major 
setvices of ESI: leg4 idonnation mvlcm, and invlwtoFrela~n~ A bencbmvbg 
program should bo snbmftted to the Examination Staffby July 1,2002. 

Entergy Response to -ding 9; 

Esltergy ac)mowledga the Commissicm's authority under Section 13@) of the Public 
Utility Holding Company Act of 1935 to "insure that contracts are perfinmcd 
tconamically aud efficiently.. ." Howevcr, ESI and the Entcrgy System routinely take 
steps to insure the eWvencss and efficiency of its bwiness processes, and W o r e ,  its 
costs. These steps include, but arc not limited to, best practiax analyses, the setting of 
aggn=ivetiugets,pcrformanccmanagrment, renewalproprognunmanagcmmt,procass 
improvement initiativm htcrnal reporting and Bccountability by management, and, on 
occasian,benchmarlan - gstudia. 

i 
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The following is a summary of recent studies and/or analyses for the thrw ESI Senrice6 
identified by the Examination Staff in their Action Required for this finding: (" 

Lwsl 
Entcrgy began a significant "insourcing'' its legal services fimction in 1992. This action 
was the rcsult of an intemal study, completed in 1991, which addressad the efiiciency and 
effixtivmess of Entergy's legal services and the related costs. Entergy's Le@ 
Department currently fuuctions like an external firm, with outside attoIIleys used Onty 
when mattem mquh specialized expertise or additional capacity. 

While formal hc- studies rn not conducted by the Legal Deparhmt, 
Entergy's Lcgd Dcpathnent does track and compare its h t d  cosfs on mhourlybeeis 
to an hourly cost for comparable services rendered by outside comel. These internal 
cost analyses have been c o m p l d  an an annual basis since the inception of sigdhmt 
insoming in 1992. The most reccnt cost analysis, completed in July 2001, contiuucs to 
justify Enter&y's decision to signiflady inswrce its legal services fimctian. Par 
example, the analysis indicate that while Entcrgy's inside legal costs h e  increased as a 
result of the insourCing and inrreased workload, Entergy's outside counsel fm have 
decreased by more than double that amount on an annd basis. Thc efficiency of 
Entqy's legal Services cogfs am further supparted by fmdings in the analysis that 
indicate that Entergy's hourly cost for inside legal services is approximately half of the 
hourly cost for outside legal counsel (based on 2000 data). Entergy believes that these 
internal cat analyses provide anaccurak and fair market d- 'on in lieu of f o d  
beacbmarking, 

Inforuution scrvlcep 
Enteqyoutsod its inf'on services hnction to Science Applicatiollcl 
3ntemational Corporation (SAIC)  in Januasy of 1999. The award of the contract to SATC 
was the result of an extdcd, rigorous competitive procuremcntproccss, fkilitated by an 
outside consulting firm reoognizad as exputs in the outsourcing wntractingproccsa As 
a mult, Entcrgy's intbdm technology (lT) costs at the inceptim of the contract were 
clearly at established market based prices. To czlsurc that pxices remain compcfifve with 
the markat, Entergy has a formal contmctual commitment with SAIC to conduct a 
beachmarking study eveq other year. In 2001, a benchmarking study was completed as 
part of that continuing commitment. The mdy, conducted by Gartnar Measursment, was 
titled "Entergy Corporation Information Technology Overview Analysis". A copy of tbi8 
shldy~providcdtothrsExsminat ionS~asA~~~tAtoIER-22.  "hisstudy 
concluded that Entqy's IT costs are in the top quartile in cornprison to other companies 
who have a similar technology profitc;. Only two arcas were noted far futther 
improvement (tel-cations and mainhe)  and fl is undertaking specific 
initiatives to address improvements in these anss. 

In addition to this study, lT conducted a formal comprehensive assessment of the IT 
W o n .  The purpose of this effort was to identifl opportunities to improve o v d l  IT 
cffdveness in operations and delivezy of value to Entergy's business. The scope 
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included all  aspects of IT operations including, but not limited to, the relationship 
between Entagy and SAIC and was conducted using two external consulthq fimrs, 
Gartnez and The Concours Group. This study was recently completed and as a tesult of 
this study, aperhmancx management fuactian is being set up reporting to the CIO and 
will be operrrtional in January 2002. The primary focus of this function is to provide a 
focal point hmanaging enterprise IT investment, spandin& pcrhmmce advalue. 
This fundion will be responsible form cost trending and b ~ d ~ d k ~ .  Thenext 
comprehcnsiw extemal benchmarking study will be performed in the first hdfof 2003. 

r 

Investor Relatiou 
Entagy’s lnvcstor Relaticmspersonuel charge their tima and expeases primarilyto 
project codes F22514 (Maetinge - AnalyBts/InvcstodShanholden) and F22511 ( h v e  
Relations - General, Inquiries and Mailings). Both of these project codes arc billed 
dinetly to the Parent campany or 1ooo/6 to E n t q  Corporation. Enter&y’rr fwestar 
Relations Department is focused on shareholder vdw and Entcrgy’s perception in the 
investment community. This department ustll best practices analyscs ltnd survey8 to tbn; 
investment conundy to d t o r  the effectivcn~ of its &cs. However, E n t w  
believes that, given the critical relationship of Jnvcstor Relations services to cnh;mcing 
shamholder value and the fact that the related costs arc shareholder costs, i .a billed 100% 
to the Parent company, them is less need for market price justification of these d c c s .  

Entargy betimes that we meet the repiranens of the Act and that the types of studies 
conducted by Entergy, as descni i  above, ara adequate to insure the efktiveness and 
efficiency of our business procesaee and our costs. Entergy does not believe that the 
mpenses of a formal benchmaking program are justified. As the Entergy utilities move 
to a competitive cnviroment, the apgation of the markettplacc will serve tu another 
control to iasure the cf€dv&m and eBciency of our costs. 

(.- 

It b the Eumhrption Staff% position that a fair and reaaonrbk amount of the thne 
of Emtergy% top two executiva (Leonard and IWz) shoald be cbuged to the 
Parent Company. Entergy is to provlde aa appropriate rllocation metbod and 
evidence of how the new allocation procedure was implemented. 

Enttroy Response to Finding 10: 

ESI rcprescntah ’veswill mwt with Mescprs. Leonard and Hintzto revieWthonatureof 
services rmdued by them and theirtime and expense chargingprocedures far such 
services. Changes to their project codes and the associated atlocation methods will bc 
made if appropriate. 
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Finding 11 -Action Required: 

The Examination Staff believes that the Total Asset method used to allocate costs 
Incurred by common parent and service company otflcers does not nwnh in a fa& 
and equitable crUocation of costs to ETR It Is the Examinadon Staff's podtion &at 
by December 21,2001, Entergy should suggest an appropriate allocation 
methodology. 

( 

Entergy Reaponre to Finding 11: 

In this finding the Examination Staff notes "For the most part, dues and business 
expanees wete fairy and equitably allocated. However, certain expenses of co- 
parent and service company officers w- allocated based on a Total AsAs method. 
Undarthismethod,approximattly2%oftbecostsw~allocatedto~" Entergyhas 
reviewed the project codes and related allocation methods of the expenses in question. 
All ~xpansss relate to 8cnrjcts provided by senior cxecutivc oiihs,  e.g. CEO and COO, 
and offieem and management employads with finaucial oversight reqxmsibilities for the 
lbtcrgy System. The Total Assets (ASST) allocation method was eclcctcd to allocate the 
costs in qucstim became these costs am driven by the oversight of the opcrstions of all 
Entergy System companies and the stewardship of corporate assets. Theref- ESI 
believes that the ASST allocation method is apprapriate to effect a hir and equitable 
allocation of costs based on the services provided. In addition, ESI notea that these same 
officers and management employees do charge time and apema directly to the P-t 
company as approPriate. This is evidenced by the Examination Staffs hding as follows, 
"The Examination Staffreviewed the allocation methods selected to spread sporting 
evcntexpenm. ofthe~~$566,146incurredfortheptriodJolnuary1,1999tbrou~ 
June 30,2001, ETR was allocated $276,924 or 49%". (Sea also Entergy's Recsponse to 
Findiug 12 blow). 

( .  

Section 130) of the Act reqmlres I falr allocation of costa amongst the holding 
w-y 8ysttm. It br the Examination Staff's o p h k  that ESI is not rlloerttng 8 
fotr and uqnitabte amount of certain cab to thm Parent Company. It ir the 
Examinadon Staff's pwition dirt ESI should use I method of rllocrtjon that will 
recognhe the value of service euaed by the Parent company from the sedce behg 
rendered. 

\ Entergy Response to Finding 12: 

Entergy's Parent company costs are identified and paid directly by En- Corporation as 
approPriate, Le. the costs an not billed through ESI. In addition, those ESI costs driven 
bytbc Parent company and i t h c u r r e d  for the direct bef i t  of the Parent company are 
billed 1Wh to En- Corporatian aSrs shared costs are allocated Usiagvarious 
allocation methods identified as cost drivers for the specific services using cast-causation 
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principles. ESI contindly reviews its allocation methods to determine that they are fair 
and equitable. As you know, ESI has submittal numerous 60 Day LAters to the 
Commission ia the last several years. Thcse letters have requested various additions to 
and eliminations of allocation methods, all in an effort to casurc that ESI billings were 
aIlocated using the most approPratc cost-causative consumption based albcation 
methods. 

(-. 

In responsd to one of the Examination S W s  follow-up questions in cowe~tion with 
their examination, Entergy provided the Staff with a pro fbrma analysis of corporata 
govcmance costs basad on 2000 billings. For yourref~cc,  this pro forma anal* is 
attached as Exhibit E. This analysis ahom that approxhately 28% of the 2000 chragee 
to the C-on's defined corporate governance departments w#c actually billed to 
Entergy's shareholders (Parent mmpmy and ncm-regulated affiliates). With -'s 
significant investment in non-regulated businesses, a fixed or mors substantid, but 
arbitrary, allocation to the Parent company, in addition to the docation to out non- 
mgulatcd affiliates, could result in carparate governance ahareholder alloatiom of close 
to 50% In pur tnmdt ta l  letter of Novembar 29,2001, the Commission specifically 
requested that %Itergypmvide morc detaila on tbe calculation of this 50% number. AN 
indicated on the pro forma analysis in Exhiiit E, a 3Wh allocation of corporate 
govemanca costs to the Parcnt company plus the amounts billed to EEI and EPI totals 
$1 8.4 million, or approximately 46% of the pro forma total corporate governanw costs, 
i.e. close to ~ W O .  In addition, these amounts exclude any corporatt governance type costs 
paid directly by Entergy Coxpomtion, EEI and EPI. 

Entcrgy has raviewcd the project c o b  and related atlocation rncthods identified by the 
Examination Staff in this Finding. hrzany of the project codes nlats to services provided 
by senior excclItivt officers, ag. CEO and COO, ad departments with finapcial 
oversight mpnsiiilities for the Entergy System. The Total Assets (ASS") allocation 
methad was salsctsd to allocate the costs associated with thcse senricesbecausethow 

the stcwardhihip of corporate 888ef8. Other project codes identifml by the Examination 
StaffmthisFinding~~toca~iacurredincaMactionwithEntqgyawardand 
r;ecolplition evmb. While Bntcrgy ofkers do participate in thcse rccopitiou 
items/wents, the primary focus of these itedwents is to recoguize the accampfirrhmcnts 
of entployws. The Number of Employees (18) allocation method was selactsd to docate 
thew cogfe because the costs arc driven by the number of employes at all Entcrgy System 
companim. The mnainingpmject codes identified by the Examhion Staffin this 
Finding relate to costs hcmcd in connection with hmt ive  compensation, stock awards, 
and nonqualificd post-retirement plans. The ESI Labor Billed (40) allocation method 
was selected to allocate these costa because these costs we driven by the distribution of 
all labor charges at ESL 

( 

costsarcdriVenby~~~~OfthtoperatiOnsOfallEntsgySystlnrcompeniesand 

In conclusion, ESI believes that the ASST, 18 and 40 allocation methods asmkted with 
the specific project codcs identified in this Finding am appropriate to eflFect a fsir and 
equitable alfocation of costs based on the sewices provided. In Entergy's nsponseg to I 
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Findhp 10 and 13, Entergy has committed, howwer, to Mer study the types of 
services charged to project d e s  C31255 (Operations - Oflice of the CEO), COS500 
(Operations-ETR President and COO), FSPVPl ( m o r n  - VP Sbtegic Planning) 
and F10445 (Entcrgy Consolidated Tax Services). Changes to these project codes and the 
associated allocation methods will be made if appropriate. 

c..' , 

Flnd;Lng 13 -Action Required: 

Bawd on the billtng method uGssT" Total Asseta, description of the project code 
and the IPS, it appears that the servicm or products are for day-today opemtiom 
and not for policy maldng or planning. Tht Parent ir billed 2.66%, a falr aEd 
eqdtabIe percentage of the cost for day-bday operatiow however, any of the 
exerstive offhers performed a service or generated a product for cotponrte pow 
making or corporate plannfng for the above resources, the Parent should be bilkd 
coat by selecting 8 different billed method, that ha8 8 M g h u  percentage of cost billed 
to the k n t .  

[A] Entergy Servkes, Iac. should recommend the billing method for corporate 
policy makiug or corporate planning for the project codes FSPVPI Vice President - 
Strategic Planning, and FIW5 Entergy C~n~~l idrted T u  Services. The billing 
method should be based w the standards of the Act, fair and equitable rrilacotlon, 
and be submttted to the Examination Staff. 

(: ;. 
Entcrsy Response to FIndhg 13[A]: 

ESI mpmse&& 'vts will meet with ESI personnel chargingtima and expenses to project 
codes FSPVPl and F10445. We will mriew the nature of the scrviccs r e m i d  by them 
and their time and expense charging procematS far such SCNiccs. chsngts to thcir 
projectMdeeandthc~sociatadatlocationmethodewill~madc:ifappropriata. 

[B] B d  on the bUlUng metbod "35" Elsehrle Clrstomcn, the I.eglit.ted ope- 
compada are bmed for the  arb accumulated in project d e  Rl6447 General ' 

Market Resew&. This project code aceamdated c o d  ofS110,883 for the rcrwm, 
Relocatbd Allowance - 1999. 4 

It appears that Entergy services, Inc., dM not d e e t  an appropripte project code 
R16447 Genera5 Mark& Research to accurnulatc costs, witb the b l b g  method u35" 
ElcctFic Csstomers to allocate costs accumulated la tbb project code for the 
resource, Relocation Allowance- 1999. Th& project code has an Internal Products 
and Servicea (IPS) code PSRo90 Strategic MarketpllrapiSg. The purpooc fr 
deadbed as, %J pedorm planning function8 that kelp determime the strategic 
market direction of the Nonregulrtaa and Regulated RttaU organization&" 

Bemsc the aoangulated entities generally benefit fiom this typo of services, 
Entergy Services, Inc., should review the project code R16447 General Market (. . 
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("- 

. .  
(. . . ,' 

Research and buhg method &35" Electric Customers, so &at tbc approprhte 
regulated and nonregolated entities are billed fair and equitable for tbe coats 
accmmulated In project code R16447 General Market Research. The Company b 
required to p d e  us with the resab of tbeir fjlpding. 

Eutergy Respouse to Finding 13[B]: 

Given the age of the item identified in this finding related to Project Code R16447, the 
immaterial mount of the current 2001 charges (approximately $IS,OOO) and the fact that 
this project code will be c10d  effective Janusry 1,2002, ESI believes that it is 
impractical to undertake a detailed review of this project code. No prospective changes in 
the allocation method associated with this project code will be required. 

' 

[Cl Based on the billing method "LEXF' Departmental Overhead Extsrnal AillrJn, 
project codt ZEDEPT DepsrbnenW External Affrirr, tht Parent b bffled 1.83% of 
the cost. Thlr project code bas am Internal Prodncti and Services 0 c d e  PSPlOO 
Sygtem Regulatory Affalra and CompUmce Snpporh The IPS, one of the mrjOr 
activities deseribed Is Filingm, whkh p'widt mattagerneat, ove-t, control, and 
direetfon for all fwnp befom the FERC and SEC (as related to PUHCA), trchdbg 
administrative rulemakings. 

It appears that ontlp &e project code ZEDEPT DepartmenW Externrl Affair used 
the billing metbod 
rerorrrcea reviewed rrndet thb Item for 1999. TLls billiug method ia conaidered 
appropr&te becnasc the cost is rRocatcd among the benefbd entiticlr. 

Based on the description of the activity upiunps*, the Parent bilbg cost of 1.8!5./. b 
consMered approprlatc, bnt ollly if the Parent is bMed cost for the prepurtiOa of 
the FERC and SEC mgs under a rcparatc project code. If that is not the case, 
then Ea- Corporatbm shodd recommend a billtsg metbod for project code 
JBDEPT Departmental Erttrnal Affair for the aetMty aFibgsm. The billbg 
method should be baaed on the stan- ofthe Act, fair and equitable rlloertlon, 
and be mbmmed to the Examination Stafl. It is oar understanding that project 
code ZEDEPT and billing method LEXF were r J d  in 2000 and replaced by a new 
proce~r. Please dmribe this proews more rpecificdly. An answer ia also needed on 
the proJect code and alloertion for the F'ERC and SEC tiling8 before determining if 
the new nllocrtfoa proccsd is appropriate. 

Departmental Overhead Exttrrd Maim for the 

En- Response to Finding 13[q: 

As noted by the Examination S ta in  their Action Required, project code ZBDEPT and 
billing method LEXF were closed in 2000 and replaced by a new proms. The purpose of 
project code ZEDEPT was to capture costs associated with departmental overhead for the 
External Afbirs departtnent, e.g. nan-project specific administrative time snd cxpensa 
such as secretarial labar, staffmeeting time, and ofiicc supplies. Beginning in 2000, 
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departmental overheads wen captured in a s u w o n  and suppart loader clearing 
account and then allocated to individual project codes based on ESI labor. This ESI' 
loader clearing process is documented in Exhibit A as ref- in our response to 
Finding 3. The preparation and review of FERC and SEC filings are considered pject 
specific costs, not departmental overhead. The costs incurred by the System Regulatory 
AfWs department in connection with the preparation and review of FERC and SEE 
filings are captured in project codes SYSRAF (System Regulatory Affairs - Federal), 
SYSRAS (System Regulatory Af€hira - State) or direct billing project codes, as 
approPriate. Project codes SYSRAF and SYSRAS cumntly use a l l d o n  methods 23 
and 21, mpcctivdy. ESI believts that them allocation methods am appraPriate to effect 
a fair and equitable allocation of costs based on the servicea provided. 

(c 

-8 14 - A c t h  Required: 

It tS the pit ion of the Examination Staff that the cLAssTn md (CGILn billing methods 
wed to dIocate costs for Lek Akar Consulting Group UC, CSC Consnlting, urd 
Andenon CamnlUng do not allocate a fair m d  equitable amount to the Parent It L 
the Examination SM'a p~6itIon that MI estsblish, by DeEtmber 21,2001, am 
rrllofrtlon methodoloOytoehul~enfrtrrmo~~oftbcreclpcnditareotothePareat. 

The rdvertktpg  program^ undertaken by Entergy aa represented by dl oftbess 
adverdsing expenses dircets the reader or the btemr to recognize the Parent just as 
they do recogpfze the utility sabsldhy. Any pUtieulrr emphwju plreen on tbe 
advertising program being shown or printed for a geographical u# or dty crnnat 
jnatlry use of the ASsT method of plloeatloa to the putlrt compmy for thew trpcr of 
advertbing cats. 

The COSQ for v a h s  form of advertjdng, in tbfr case paid to Goldberg, Marchemno 
Partners, CIwsk Foundation, Inc., Cnjan M ~ l e  Geld Prodacb, Media Mreet and 
Intrmationai Bnsinesr Pubiishers, I n 6  ahodd be atlaerted Ln a larger percentage 

t 

;,. 
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CommensuTtc with the benefit received by Entergy, repmeuted by the Parent c Company. 
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Asscts(ASST)rathathauthcnun1berofcu8toman. entargybeli~athatbillingmethod 
ASST provides a jkir and equitable allocatian of these costs. (See also Entergfs resprmse to 
Finding 12). 

c‘ 

It b the Examination S W s  position that ESI sbould establish an allocation method 
to increase the allocable portion of the Parent’s company etwb for the Arunuk 
Sports and Entertainment casta, Wayne Leonard and Robert Laf travel costs, 
Theme P u b  New Orleans charges, Le Merfdkn charges, rad the Woodlands 
dvlzer 

Entergy Response to n d h g  16 

Iathis hdingttreExamination Staf€notes “For themoet part, the items charged to the 
BC001lnt (Account 921 - Office Sapplies and Expenst) appeased reamable and within 
thenormal realm oftha type ofcharges allowed by thc USA lpeRC Unifimn System of 
Accamts]. Thaawsre~v~invoicesthatwereq~~witb~tothebusinssS 
purpose and the associated billing method selected to allocate the corn." Entugyhan 
reviewed the project coder, and related allocation methods of the invoicw in question. 
The four invoices charged to project codes C31255 and 220150 mlatc to costs driven by 
tho oversight and stewardship of corporate asm. ESI beliwea that the ASST allocation 
method is apprqxiate to effect a fair and equitable atlocation of costa based on tho 
services provided. (Also, me Eutcrgy’s rtsponsc to Finding 12 above). “he costs 
assoCiatcd with the Theme Parks New Orleans mvoice wcre allocated using allocation 
method 18, wbich is based on the number of full and part-time employeeis. htew 
aclonowld~  that these caste should have bear allocated more broadly, including an 
abated portion to the Parent company. Given the date of tbe invoice in q d o n  aod 
prior ycar in which it was rumded, a rebilliug and adjustmeat ofprior year earoingS 

billed usingasnethod that allocatesafairandequitableportioneitherdircrctlyor 

c ‘  . 

would not be appropriate. Entergycommits that prospactive costs of this typewillba 

iwjtirsctIytotheParentcompaply. 

In addition to the specific Findings and Actions Requkd, the Examiaation Staf€slso 

r d m  in our statement ‘With htergy‘s significant investment in ncm-rcgubd 
businesscs, afixedormore substantial, but arbitrary, aIlacaton to tbepanrmt m addition 

shareholder allo~ations of close to SO??.” The 50% number in the ccmtext of this 
ststement is mop filly explained in Entergy‘s ttgponse to Finding 12 above. 

tbquested that bt~mpr~vide D I O ~  details OII how We arrived rrt tb 50% mk 

to tht allocation b ou m-~gdittd dflliates C O U I ~  RSL& in corporate p;ovcman~e 

i 
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f--. 
We appreciate the opportunity to mcct with you and others concerning Examination 
Staff's Finding 5 and our interprCtation of Rule 45(c), and we will be h contact to 
schedule this meeting. Should you have any questions, please contact me at 504-576- 
4326 or MS. Let Canova at 504-576-2289. 

Sincerely, 

$ f L c . x L $ k  
NathanLangston 
Senior Vice Resident, 
Chief Accounting Officer 

(AttaChOLlb) 
c: Mr, DavidMarah 
Mr. Jack Adamrs 
Ms.Lacellova 
Ms. Debbie Dudenhefar 
Ms.   carol Gemon 
Mr. Joe Hendenwn 

c .  
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