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I.
PROFESSIONAL QUALIFICATIONS

Q.
Please state your name and business address.

A.
Kristi Jochec, 1701 N. Congress Avenue, Austin, TX  78711-3326.

Q.
By whom are you employed and in what capacity?
A.
I am employed by the Public Utility Commission of Texas (“PUC” or “the Commission”) as a Senior Rate Analyst in the Costing and Pricing Section of the Electric Division.

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

A.
My principal areas of responsibility include participating in rulemaking activities related to the implementation of electric restructuring legislation, and performing the functional unbundling of investor-owned utilities, allocating costs to customer classes, and performing rate design.

Q.
Please state your educational background and professional experience.

A.
I have provided a summary of my educational background and professional experience in Attachment KGJ-1.  

II.
SCOPE OF TESTIMONY
Q.
What is the purpose of your testimony?

A.
The purpose of my testimony is to provide a discussion of the price to beat rule in the context of Central Power and Light Company’s (CPL) application to implement price to beat fuel factors.  This discussion will encompass the concepts of shopping credits, headroom, and how the headroom calculation can be finalized as part of the October 1, 2001 update to the price to beat (PTB) fuel factors.  Note that analysis is done at CPL’s requested PTB fuel factor.   To the extent the factor is lowered, the shopping credit will also be lower.

III.
OVERVIEW OF PRICE TO BEAT
Q.
What is the price to beat?

A.
The “price to beat” defines a set of rates for all current or future residential and small commercial customers that are, in general
, 6% less than the bundled rates in effect on January 1, 1999 (as adjusted for the fuel factor set in this proceeding).  The price to beat rates are also one of the most critical aspects of Senate Bill 7 with respect to the development of a robust competitive retail electricity market for residential and small commercial customers in Texas.

Q.
Why is the price to beat critical to the development of the retail market?

A.
The price to beat is the legislatively mandated set of rates that the affiliated retail electric provider (REP) must offer to residential and small commercial customers during the first five years of competition.  However, the affiliated REP is further restricted from offering any rates other than the price to beat rate until the earlier of 36 months after the start of competition or the affiliated REP loses 40% of its price to beat customers.



As such, the price to beat fulfills two critical aspects of Senate Bill 7, that are potentially at odds with each other:  (1) protecting ratepayers during the initial years of competition and (2) restricting the ability of incumbent providers to thwart the development of a robust retail market by lowering their rates in response to competitive offers from new market entrants.

Q.
Why are these two purposes potentially at odds with each other?

A.
The effect of the 6% base rate reduction results in all customers, even those who do not choose an alternate supplier, receiving a price decrease from regulated rates.  If the price to beat rate is an above-market rate, then new market entrants should be able to offer further discounts to customers, and a robust retail market should develop that will continue to provide competitive prices to customers even after the expiration of the price to beat.

However, if the price to beat is a below market rate, new market entrants will not be able to acquire customers and a viable option to the affiliated REP will not develop.  As a result, when the price to beat expires, the affiliated REP may have monopoly pricing power over retail customers and be able to raise rates above the price to beat.  

Therefore, while a low price to beat may provide customers with below-market rates for the duration of the price to beat period, in the long run it may harm customers by stunting the development of the retail market.     

Q.
Can a price to beat customer make a competitive choice and then return to the price to beat?

A.
Yes.  Customers are not required to make an irrevocable choice to test the competitive market.  Any price to beat customer can leave the affiliated REP and come back to price to beat service at any time during the price to beat period. 

Q.
How are the rates for the price to beat calculated?

A.
Generally, a price to beat rate will be calculated for each rate and service rider under whom a customer was taking service on January 1, 1999.
  The calculated rates will be comprised of two components: a base rate component and a fuel factor component.  

Q.
Why is the price to beat rate divided into two components?

A.
As discussed above, the price to beat rates are based off of the current rates of the integrated utility, which today recover non-fuel costs (i.e. capital investment, O&M expenses, etc.) through base rates, and fuel costs through a fuel factor.  Due to volatility in fuel prices, the fuel factor is subject to periodic adjustments at the request of the utility and/or the affiliated REP.  This distinction in base rates and fuel costs will become largely irrelevant after January 1, 2002, because the affiliated REP will not own and operate power plants.  Instead, the affiliated REP will purchase its power needs in the competitive wholesale market, and transmission and distribution service from the transmission and distribution utility at tariffed rates approved by the Commission.  However, continuing the use of the existing rate structure for purposes of determining the price to beat provides continuity with rate setting under regulation, and a ready means of ensuring the rate reductions mandated in Senate Bill 7.  

Q.
How is the base rate component of the price to beat calculated?

A.
The affiliated REP is required to reduce each rate component (including any purchased power cost recovery factor (PCRF)), in effect for the integrated electric utility on January 1, 1999 by 6%.
  



For example, CPL’s standard residential service price to beat base rate is calculated as follows:


Table 1.  CPL’s Standard Residential Service Price to Beat Base Rate

RATE COMPONENT (A)
January 1, 1999 Rate (B)
Price to Beat Rate (C)


Customer Charge:
$ 6.00 per customer
$ 5.64 per customer

Energy Charges:



     Summer - <900 kWh
$ 0.05589 per kWh
$ 0.05254 per kWh

     Summer - >900 kWh
$ 0.06246 per kWh
$ 0.05871 per kWh

     Winter – All  kWh
$ 0.04736 per kWh
$ 0.04452 per kWh

Q.
How is the fuel factor component of the price to beat calculated?

A.
In much the same way as the base rate portion of the price to beat, the fuel factor component is based off of the old regulated rates of the integrated utility.  The price to beat rule directs that the fuel factor be set using the fuel costs of the integrated utility.  

On October 1, 2001, each affiliated electric utility will file updated expected natural gas prices for 2002, which will be used to adjust the price to beat fuel factor.  This update is intended to provide a more accurate estimate of gas prices than can be accomplished in this proceeding.

Q.
Why are seasonal differences allowed in the fuel factor?

A.
The tariffs of the original bundled utility were designed to recover the costs associated with providing service to a particular customer for an entire year.  For this reason, the existing tariffs do not necessarily reflect the actual market price of power that will be incurred by the affiliated REP to provide service for a time frame of less than one year.  In general, it is more expensive to serve customers in the summer months (the peak months).  Without additional seasonality in the fuel factor the total bundled price to beat rate may not recover the costs incurred to serve customers in summer months, and may be far above market in the winter months.  

As a result, savvy customers could “game” the price to beat by taking service under the price to beat in the summer months when the price to beat rate is lower then the market cost of power (and thus less than a competitively available rate) and then switching off of the price to beat rate during the non-peak months, when the price to beat will be significantly above market.  The introduction of seasonal differences in the fuel factors will reduce the possibility of this type of “gaming” of the price to beat. 

Q.
How will seasonal differences in the fuel factor help reduce “gaming” of the price to beat?

A.
The introduction of a seasonal fuel factor will allow the affiliated REP to recover costs in a manner that more closely tracks the cost of providing service in any given month.  During the on-peak months when the cost of providing service is higher, the seasonal fuel factor will be higher, thus making the price to beat higher.  This will reduce the gain associated with “gaming” and will send a more accurate price signal to the market concerning the true cost of providing service.  

Q.
If allowing customers to return to the price to beat fosters the “gaming” detailed above, why are customers allowed to make a competitive choice and then return to the price to beat?

A.
Restricting the ability of a customer to return to the price to beat could be a disincentive for the customer to make a competitive choice.  For competition to be successful in a particular service area, customers must actively participate in the market.  By allowing customers to make a competitive choice and then return to the price to beat, customers are able to “test the waters” of the competitive market.  Without the ability to return to the price to beat, customers may initially be too fearful to move off of a known commodity, and thus the development of a competitive market could be impaired.

Q.
Did CPL request seasonal fuel factors, and are they in compliance with the price to beat rule?
A.
Yes.  CPL requested seasonal fuel factors for both its residential and small commercial customers.  Substantive Rule §25.41(f)(3)(C)(i) states that affiliated electric utilities with seasonal fuel factors in effect on or before March 1, 2001 may request seasonal fuel factors for their residential and small commercial price to beat customers.  The rule also states that the level of seasonality must be identical to that reflected in its commission-approved fuel factors on March 21, 2001. 

Q.
Did CPL have seasonal fuel factors in effect on or before March 1, 2001 for residential and small commercial customers?

A.
Yes.  CPL had tri-annual fuel factors in effect on March 1, 2001 for residential and small commercial customers as approved in Docket No. 23520, Application of Central Power and Light Company for Authority to Increase Fixed Fuel Factors and to Implement a Interim Surcharge of Fuel Cost Under-Recoveries.

Q.
Is CPL’s proposed level of seasonality identical to that of its commission-approved fuel factors which were in place on March 1, 2001?

A.
Yes.  Exhibit RWB-1 in the Direct Testimony of Richard W. Byrne for CPL, shows that the requirements of the price to beat rule have been met.

IV.
SHOPPING CREDIT VS. HEADROOM
Q.
Please explain the concept of headroom.

A.
In general, headroom is the difference between the price to beat and the actual costs of serving a retail customer, and defines the range of potential savings to customers off of the price to beat and/or profit to non-affiliated REPs.  To the extent that the price to beat is significantly above the costs to serve a customer, new market entrants will be able to offer rates below the price to beat and profitably acquire new customers.  As the amount of headroom under the price to beat increases, customers should see retail offers from new entrants with greater savings off of the price to beat.

Q.
What are the costs to serve a retail customer?

A.
The costs to serve a retail customer include the costs to the REP of: acquiring transmission and distribution services (non-bypassable charges), acquiring power, advertising and other retail costs, and any taxes and fees.

Q.
How does the price to beat rule utilize the concept of headroom?
A.
Subst. R. §25.41(c)(3) defines “headroom” as the difference between the average price to beat (expressed in cents per kilowatt hour (kWh)) and the sum of the average non-bypassable charges or credits approved by the Commission (in cents per kWh) and the representative power price (in cents per kWh).   The representative power price is the simple average of the estimated cost of a three-year full requirements service contract for price to beat load and the average price of the 12-month forward capacity auction baseload products.  



Note that the definition of “headroom” in the price to beat rule is an incomplete picture of the true level of headroom in the competitive market.  This is because “headroom” as defined in the rule does not take into account taxes and fees that the REP will incur, nor does it include advertising and other retail costs.  Also, the use of baseload capacity auction products will understate the cost of power to serve price to beat customers as their load factors are generally much below that of a baseload power contract.  

Q. Why does the price to beat rule utilize an incomplete definition of headroom?

A. The price to beat rule utilizes the simplified “headroom” value as one of the adjustment mechanisms to the price to beat fuel factor.  Pursuant to Subst. R. §25.41(f)(3)(D), the affiliated REP will file an initial calculation of “headroom” as defined by the rule.  If, subsequent to January 1, 2002, the affiliated REP can show that power costs have changed in the market such that the initial “headroom” has decreased, then they will be allowed to adjust the fuel factor portion of the price to beat in order to restore that initial amount of “headroom.”  Because these subsequent calculations of “headroom” are to use the same mix of power products and inputs to this calculation as the initial calculation, then the changes in headroom are limited to changes in power costs, as permitted by the statute, but not for changes in other costs, such as advertising, taxes, and non-bypassable charges.  

Because of this simplified calculation, the calculated “headroom” under the rule may be a positive number when true headroom is negative.  However, the purpose of this calculation and future adjustments is to ensure that the price to beat does not become lower relative to the true market price over time, whether or not true headroom starts out positive or negative.

Q.
Is it possible at this time to perform the “headroom” calculation prescribed by the rule and/or to determine the true level of headroom under the price to beat?

A.
No.  As discussed above, the “headroom” calculation in the rule requires the use of estimates of a 3-year full requirements contract to serve price to beat load and the results of the first capacity auction, which will not be held until September of this year.  Any estimates of power prices at this point in time may not adequately reflect power costs that exist later this year, given the recent volatility in natural gas prices and the addition of a significant amount of capacity in ERCOT and Texas over the last six months of this year.  This is the reason why the price to beat rule requires the filing of the initial amount of “headroom” as part of the October update.

Q.
If CPL’s headroom is negative in October, what remedies exist to raise the price to beat?

A.
PURA 39.202(p) provides that upon a showing by an affiliated REP that the affiliated REP cannot maintain its financial integrity if it complies with the 6% rate reduction, then the Commission is to allow less of a rate reduction in order to set to price to beat at the minimum level that will allow the REP to maintain its financial integrity.  It would then be CPL’s burden to show that service at the price to beat threatens the financial integrity of its REP.

Q.
What analysis is possible at this point in time in lieu of a headroom calculation?

A.
As the non-bypassable charges have largely been set by the Commission,
 it is possible to determine the increment between the expected price to beat under CPL’s proposed fuel factor and the non-bypassable charges.  This difference is known as the “shopping credit”.  

Generally, new entrants who can provide generation and retail services to customers at a cost less than the shopping credit can acquire customers.  Figure 1 provides a visual representation of a shopping credit versus headroom.


Figure 1.  Shopping Credit versus Headroom Illustration

V.
SHOPPING CREDIT ANALYSIS
Q.
Have you prepared a shopping credit analysis for the CPL service area?

A.
 Yes, I have prepared a shopping credit analysis for the CPL service area that shows the shopping credit (incorporating the PTB Fuel Factor proposed by CPL in this Docket) for the residential and the small commercial customer classes.

Q.
What were the results of your analysis?

A.
The following tables summarize the results from the shopping credit analysis found on Attachments KGJ-2 and KGJ-3 for the residential and the small commercial customer class, respectively.

Table 2.  Residential Customer Shopping Credit
 (cents per kWh)

Residential 

Customer

(kWh)
March

To June


July To

October
November

To February



500
6.99
7.47
6.03

1000
6.89
7.44
5.93

1500
6.86
7.59
5.90

2000
6.84
7.67
5.88

Table 2.  Small Commercial Customer Shopping Credit
 (cents per kWh)
Small Commercial Customer

35kW & 15,330 kWh
March

To June


July To

October
November

To February



Secondary Non-IDR
9.97
9.55
8.72

Secondary IDR
9.92
9.49
8.67

Primary Non-IDR
9.05
8.66
7.83

Primary IDR
9.25
8.86
8.02

The summarized results shown in Tables 2 and 3 above were chosen for their approximation of a “typical customer” in the appropriate class.

Q.
What does the analysis suggest for the success of competition in CPL’s service area?

A.
In general, any REP that can acquire power in the range of $60.00 to $75.00 per MWh should be able to acquire customers in CPL’s service area, if CPL’s price to beat is set using the fuel factor filed in this case. 

VI. HEADROOM ISSUES

Q. Have you reviewed the direct testimony of CPL Witness David Carpenter?

A. Yes, I have reviewed Mr. Carpenter’s June 1, 2001 direct testimony in this docket.

Q. What is Mr. Capenter’s recommendation regarding reflecting surcharge components in the PTB?

A. Mr. Carpenter suggests that including current, surcharge, and refund fuel factor components in the PTB fuel factor is appropriate and that by including surcharges in the PTB fuel factor, headroom will increase.  Mr. Carpenter recommends that the Commission should defer any decision on CPL’s motion for rehearing in Docket 23520, Application of Central Power and Light for Authority to Increase Fixed Fuel Factors and to implement an Interim Surcharge of Fuel Cost Under-Recoveries, until the headroom analysis is performed in October 2001.  If the October analysis indicates an inadequate amount of headroom, Mr. Carpenter believes that “there is additional reason for the Commission to implement a fuel surcharge for CPL that would be reflected in the fuel component of the PTB and that is to preserve the level of headroom” (Carpenter Direct, p. 12, lines 15-18).  Mr. Carpenter further recommends that if the Commission allows the inclusion of a surcharge in the fuel component of the PTB, then, CPL should amortize its “unrecovered fuel balance over the 2002-2003 period prior to the 2004 true-up proceeding, instead of including the entire amount in the 2004 true-up” (Carpenter Direct, p. 12, lines 20-22).  

Q. Has the Commission previously taken a position on recovering under-collection of fuel costs during the PTB period?

A. Yes.  The Commission has taken a position on recovering under collected fuel costs during the PTB period in the following dockets: Docket 23520, Application of Central Power and Light Company for Authority to Increase Fixed Fuel Factors and to Implement an Interim Surcharge of Fuel Cost Under-Recoveries; Docket 23395, Application of Texas-New Mexico Power Company to Increase its Fixed Fuel Factors and Implement an Interim Surcharge of Fuel Cost Under-Recoveries; Docket 23798, Application of Entergy Gulf States, Inc. for the Authority to Implement an Interim Fuel Surcharge; and Docket 23640, Application of TXU Electric Company to Revise Fuel Factors  and Implement a Surcharge for Under-Recovered Fuel Costs.

Q. What was the Commission’s position in Docket 23520 regarding CPL’s application to implement an interim surcharge of fuel cost under-recoveries?

A. In its May 4, 2001 Order, the Commission found that “CPL should defer collection of the under-recovery to the final fuel reconciliation under PURA 39.202(c).  The resulting fuel reconciliation shall be included in CPL’s 2004 true-up proceeding in accordance with PURA 39.262(d).”    CPL followed the Order with a Motion for Rehearing.  The Commission’s June 15, 2001 Order on Rehearing
 once again denied CPL from the collection of the under-recovery and defers collection until CPL’s 2004 true-up.  On July 15, 2001, CPL filed another motion for rehearing.  The Commission voted by individual ballot on July 24, 2001 not to consider CPL’s Motion for Rehearing
.  Thus, the Commission has finally determined the treatment of the under-recovered fuel costs at issue in that case.

Q. What was the Commission’s position in Docket 23395 regarding Texas New-Mexico Power’s (TNMP) implementation of an interim surcharge?

A. In its March 14, 2001 Order, the Commission ordered TNMP to extend its recovery of the fuel surcharge through December 2002
.  Cities filed a Motion for Rehearing to prevent the recovery of fuel surcharges from PTB customers prior to the 2004 true-up proceeding
.  In response to the Cities’ Motion for Rehearing, the Commission reversed its decision to recover the fuel surcharge from PTB customers and issued an Order on Rehearing to defer the collection of the surcharge until 2004
.

Q. What was the Commission’s position in Docket 23798 regarding Entergy’s authority to implement an interim fuel surcharge?

A. In Docket 23798, the ALJ recommended an interim surcharge to be recovered by Entergy’s affiliate Retail Electric Provider over a twelve-month period beginning January 2002.  Concerned with an unreasonable increase to customer bills, the Commission found that Entergy should defer collection of under-recovery to the final fuel reconciliation and that the resulting fuel balance be included in Entergy’s 2004 true-up proceeding
.   In response to Entergy’s Motion for Rehearing, the Commissioners voted by individual ballot on June 21, 2001 not to consider the motion.

Q. What was the Commission’s position in Docket 23640 regarding TXU’s implementing a surcharge for under-recovered fuel costs?

A. In its May 24, 2001 Order, the Commission found that TXU should defer the collection of the under-recovery to the final fuel reconciliation to be included in TXU’s 2004 true-up proceeding
. 

Q. Has the Commission’s position been consistent in dealing with the collection of under-recoveries in the PTB period?

A. Yes.  In the above-mentioned cases to implement fuel surcharges for fuel cost under-recoveries, the Commission has consistently found that the fuel cost under-collections should be deferred until the final fuel reconciliation and that the resulting balance should be included in the appropriate company’s 2004 true-up proceeding.

Q. What is your recommendation regarding Mr. Carpenter’s proposal?

A. While Mr. Carpenter’s recommendation does have the benefits he has outlined, the Commission has clearly stated its policy on this issue.  Mr. Carpenter’s proposal is inconsistent with that policy and should be rejected.

VII.
SUMMARY AND CONCLUSION
Q.
Please summarize your findings and recommendation.

A.
Finding 1:
CPL’s proposed seasonality in the residential and commercial fuel factor complies with the requirements of Subst. R. §25.41. 


Finding 2: 
At this point in time, it appears that CPL’s Price to Beat will be adequate to recover the costs of serving price to beat customers and will allow retail competition to develop in its service territory.


Finding 3:
The Commission has consistently deferred the collection of fuel cost under-recovery to the 2004 true-up proceeding.

Q.
Does this conclude your testimony?

A.
Yes, it does.
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� The rates for Entergy Gulf States have not been reduced by 6% due to meeting the provisions set forth in PURA Sec. 39.202(a). The Commission found in Docket No. 22356 that EGSI’s base rates had been reduced by more than 12%, and as a result, EGSI is not required to further reduce the PTB rates.


� Substantive Rule §25.41(f)(1)


� Substantive Rule §25.41(f)(2)


� 94% of Column (B)


� Non-bypassable charges approved for the pilot program are subject to change pending potential rehearing and final approval of the Commission for the commencement of competition on January 1, 2002.


� Residential shopping credit derived by comparing the PTB Standard Residential Service Rate (SRS) Tariff to the Residential non-bypassable charges for CPL.


� Small commercial shopping credit derived by comparing the PTB Lighting and Power Service (LPS) Tariff to the Secondary > 10 kW and Primary non-bypassable charges for CPL.


� Attachment KGJ-4.


� Attachment KGJ-5.


� Order at 1 (March 14, 2001).


� Cities Motion for Rehearing at 3.


� Order on Rehearing at 1 (April 27, 2001).


� Order at 1 (May 30, 2001).


� Order at 1.
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