


















































































































































































































































rate structure for both Algiers and Legacy ENO customers. To accomplish this, the Algiers
residential customers and customers in the Large Electric, Large Electric High Load Factor, High
Voltage, and Large Interruptible rate classes will be subject to the Base Rate Adjustment Rider
(“BRAR™). The ARRT is designed to reduce “rate shock” to the Algiers residential customers and
is funded exclusively by large commercial customers, like CCPUG. That said, the BRAR
exacerbates the already significant subsidies large commercial customers are being forced to pay.

Mr. Baron highlights the subsidies inherent in the BRAR in his Direct Testimony:3'°

Table 3
ENO Proposed Base Rate Increases, Including BRAR
PRESENT Total

LINE BASE RATE Base Rate Base Rate

NO. RATE CLASS REVENUE Increase BRAR Increase % Increase
1 RESIDENTIAL SERVICE $134,602,540 $57,182,346  ($3,325,000) $53,857,346 40.0%
2 SMALL ELECTRIC SERVICE $51,387,058 $21,871,331 S0 $21,871,331 42.6%
3 MUNICIPAL BUILDINGS $2,101,668 $848,213 S0 $848,213 40.4%
4  LARGE ELECTRIC $20,776,705 510,353,287 $694,624 511,047,911 53.2%
5 LARGE ELECTRIC HIGH LOAD FAC $71,072,624 $37,555,966 52,376,159 $39,932,125 56.2%
6 MASTER METERED NON-RES $40,401 $17,393 S0 $17,393 43.1%
7 HIGH VOLTAGE 55,071,596 52,985,545 $169,558 $3,155,103 62.2%
8 LARGE INTERRUPTIBLE $2,532,217 $2,429,408 584,659 52,514,067 99.3%
9 LIGHTING SERVICE $5,578,843 52,003,713 S0 52,003,713 35.9%
10 TOTAL RETAIL $293,163,652 $135,247,202 S0 $135,247,202 46.1%

Table 3 establishes that the $3.325 million subsidy to the Algiers residential customers will be
funded nearly exclusively by the Large Electric and Large Electric High Load Factor classes.
CCPUG understands the importance of the ARRT and supports the regulatory principle of
gradualism when changing utility rates. Consequently, CCPUG does not oppose the ARRT and
accompanying BRAR. That said, kowever, the Council should modify both the ARRT Plan and

its corresponding BRAR. The goals of the ARRT must be balanced with the adverse effect it will

319 Exh. CCPUG-5 (Baron Direct Testimony) (CCPUG), at 20:7, Table 3: “ENO Proposed Base Rate Increases,
Including BRAR”.
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have on the commercial classes of customers. The Council should modify the ARRT and BRAR
so that the first $3.325 million of any overall rate reductions ordered in this proceeding in excess
of the roughly $20 million proposed by ENO be allocated to large customers to eliminate the
subsidy they will pay the Algiers residential customers under the ARRT/BRAR.??°

10. The AMI Charge Rider, as Proposed by ENO, Should be Approved

According to Council Resolution R-18-37, the “prudently incurred costs associated with
constructing, installing, owning, and operating AMI are eligible for recovery from ENO’s
customers through ENO’s Council-approved electric and gas rates resulting from a final order of
the Council on 2018 Rate Case.”**! Further, in Council Resolution R-18-224 (adopted June 21,
2018) the City Council approved an “acceleration” of the deployment of AMI (originally
scheduled for 2018 —2021), as part of the Smart Cities Initiative, which will accelerate deployment
by 1 year and add $4.4 million in capital costs. This would bring the total capital costs for AMI to
roughly $80 million. ENO proposed to recover the AMI costs through the AMI Charge Rider.>*
The AMI Charge Rider would be applied as a “customer-charge”, meaning each customer would
pay for his or her cost of the meter, meter reading expense, etc.’?® This was a ray of good news in
the Revised Application.

CCPUG’s consultants recommended the adoption of the AMI Charge Rider since it was
designed to recover the AMI costs on a per metered customer basis and these charges are customer-

specific, rather than socializing the collection of these costs in the E-FRP or base rates.*?* The

320 Exh. CCPUG-5 (Baron Direct Testimony) (CCPUG), at 27:9 — 28:8.

321 Resolution No. R-18-37, at q 5, p. 4.

322 Exh. ENO-1 (Thomas Revised Direct Testimony) (ENO), at 8:8-11 and 61:6 — 62:3.

323 Id., at 65:18 — 66:8, noting, in part, that, “these costs should be recovered through a customer charge so that a
customer bears only the cost that customer causes.”

324 See Exh. CCPUG-2 (Kollen Surrebuttal Testimony) (CCPUG), at 31:2-14.
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rider, therefore, follows cost-causation principles. The Advisors, however, have recommended that
the AMI costs be socialized by including them in base revenue requirement and that subsequent
forecast cots be incorporated annually in each evaluation period under the E-FRP and G-FRP.?%

CCPUG’s is opposed the inclusion in rates of any such forward-looking adjustments or
projected costs that extend beyond the Period I and Period II test years expressly defined in
Resolutions R-15-194 and R-17-504 directing ENO to file this base rate case and/or outside of the
test year used for the FRPs.*2® Such forecasts of future costs are not known and measurable and
are subject to overstatement bias.?’ The Council should approve the customer-specific AMI
Charge Rider as proposed by ENO.

Alternatively, should the Council choose to adopt the Advisors’ recommendation and
approve the inclusion of the AMI expenses in the E-FRP, such expenses should not include any
projected costs or be based on a forward-looking test year / evaluation period. Further, if the
Council decides to include the AMI costs in the E-FRP, they should be recovered only within the
earnings bandwidth. If the AMI expenses are included in the E-FRP but outside of the earnings
bandwidth, then ENO will recover 100% of such expenses regardless whether its earnings fall
below the earnings bandwidth. There is no material difference between the AMI expenses and
other base rate operating expenses that are subject to the earnings bandwidth. There is also no

reasonable justification for carving the AMI expenses out of the bandwidth and affording them

100% recovery status.

325 See Exh. CCPUG-2 (Kollen Surrebuttal Testimony) (CCPUG), at 31:16-20.
326 See id., at 31:22 — 32:7.
27 14
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B. Tax-Related Issues

1. Remove (for Electric) and Reduce (for Gas) Asset Net Operating Loss
Accumulated Deferred Income Taxes

In the Revised Application, ENO included Asset Net Operating Loss (“NOL”)
Accumulated Deferred Income Taxes (“ADIT”) of $5.831 million in electric rate base and $21.245
million in gas rate base for Period 1.32® Similarly, ENO included NOL ADIT of $6.184 million in
electric rate base and $22.589 million in gas rate base for Period 11.°*° ENO corrected these NOL
ADIT amounts in response to discovery from the Advisors and CCPUG,**° which saved ratepayers
money. CCPUG’s participation in this matter directly saved ratepayers money. That is the good
news. The bad news is that the possibility exists there will be additional reductions in NOL ADIT
in connection with ENO’s year-end 2018 accounting and in future years, including 2019, therefore,
if the Council does not reject ENO’s inclusion of 2019 costs in rate base and operating expenses
(which it should), it should update and reduce the NOL ADIT based on forecast taxable income in
2019.3%

2. Remove Asset Accumulated Deferred Income Taxes — Deferred Storm Costs

ENO included two adjustments to add asset ADIT to deferred storm costs to rate base, but
did not subtract the storm damage reserve liability amounts from the rate base pursuant to
traditional ratemaking principles.**? Recall CCPUG strongly recommends that the Council order

ENO to reimburse itself for storm restoration costs out of the two storm reserve accounts rather

328 Exh. CCPUG-1 (Kollen Direct Testimony) (CCPUG), at 18:16-22.
329 14 at 18:22 — 19:2.

30 Gee id., at 19:3-7.

BlId, at 19:14 —20:16.

B4, at21:1-9.

79



than placing such restoration costs in rate base. ENO acknowledged that these two accounts should
not have been added to rate base given that storm damage reserve amounts are not subtracted from
rate base.>*3 Here, again, CCPUG’s involvement in this proceeding saved all of ENO’s customers
money.

3. Remove 2019 Amortization of Protected Excess ADIT

The Tax Cuts and Jobs Act (“TCJA”) reduced the federal income tax rate for utility
companies from 35% to 21%.3** This reduction in the federal income tax rate reduced the valuation
of existing Accumulated Deferred Income Taxes (ADIT) on ENO’s books as of December 31,
2017, which created “excess ADIT” that needs to be returned to ENO’s customers that paid the
ADIT. There are two types of excess ADIT: Protected Excess ADIT and Unprotected Excess
ADIT. Under the federal tax code, Protected Excess ADIT may only be returned over the
remaining regulatory lives of the property generating the excess ADIT.*** Unprotected Excess
ADIT, on the other hand, can be flowed back to customers much more quickly, essentially at the
regulator’s discretion.®® In Resolution No. R-18-227, the Council adopted the Tax Law
Agreement In Principle which provided, among other things, that the ratemaking treatment of flow
back of the Unprotected Excess ADIT through the FAC.

ENO’s Revised Application and supporting testimony called for the use of projected
amounts of Protected Excess ADIT, rather than the per book amounts of such ADIT as of
December 31, 2018 Period II test year. ENO used projected 2019 amounts which increased its rate

base (upon which it earns a return) by $1.155 million (electric) and $0.290 million (gas).>*” For all

333 Exh. CCPUG-1 (Kollen Direct Testimony) (CCPUG), at 21:11-14.
B4 1d., at 22:1-6.

335 Id., at 22:7-20.

336 Id., at 22:7-10.

B7 Id., at 22-23.
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of the reasons set forth above regarding ENO’s manipulation of the test years and violations of
Resolution Nos. R-15-194. and R-17-504, CCPUG recommends that the Council remove the 2019
amortization of the Protected Excess ADIT, which would lower ENO’s electric bas revenue
requirements by $0.113 million and would lower its gas base revenue requirement by $0.029
million.??

4. Subtract FIN 48 Accumulated Deferred Income Taxes

ENO has taken certain deductions for “uncertain tax positions” (“UTPs”) on its tax
returns.**® If ENO is unsuccessful on audit and appeal of these UTPs, it must repay the tax savings
to the federal government along with interest.**® ENO has not subtracted related FIN 48 ADIT
from rate base increases and base revenue requirement, which deprives its customers of ever
receiving the carrying charge value of the FIN 48 ADIT.**! This occurs because customers paid
the income tax expense as if there were no tax deduction, but ENO claimed the UTP-related
deductions, which reduced its current income tax expense and cash payments to the taxing
authorities.>* In this way, ENO pockets the carrying charge value on the savings that were funded

by ratepayers. The Council should subtract the FIN 48 ADIT amounts from rate base.*

C. ENO’s Gas Operations

As with its electric rate design, ENO’s gas rate design is structured to provide subsidies to
the Residential class at the expense of the large commercial customers.*** Mr. Baron illustrates the

subsidies under present rates in his Direct Testimony:**

338 Exh. CCPUG-1 (Kollen Direct Testimony) (CCPUG), at 23:11-14.

39 Id., at 23:16-21.

M0 14, at 24:1-2.

341 1d. at 24:14-18.

M2 14 at 24:17 —25:2.

33 1d . at25:23 — 26:6.

34 Exh. CCPUG-5 (Baron Direct Testimony) (CCPUG), at 29:9-16.

35 Id., at 29:17, Table 8: “ENO Gas Cost of Service Study Results — Present Rates”.
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Table 8
ENO Gas Cost of Service Study Results - Present Rates
LINE Rate of Relative Rate Present Rate
NO. RATE CLASS Return of Return Subsidies*
1  RESIDENTIAL 6.27% 0.66 3,291,317
2 SMALL GENERAL 19.18% 2.03 (1,525,452)
3 LARGE GENERAL 22.05% 2.33 (1,900,464)
4  SMALL MUNICIPAL 0.15% 0.02 28,404
5 LARGE MUNICIPAL 8.45% 0.89 106,195
6 TOTAL RETAIL 95.46% 1.00 0
* A positive value indicates that a subsidy is being received.

Table 8, above, shows that residential customers are receiving approximately $3.3 million
per year in gas rate subsidies. ENO proposes no remedy to reduce these subsidies. Mr. Baron
recommends an allocation of the overall $2,230,281 base revenue decrease that will reduce current
dollar subsidies paid and received by each rate class by 25% of the subsidies at present rates, with
a small mitigation adjustment so that no class will receive a gas rate increase.**® This is a modest
and imminently reasonable recommendation to lessen the burden of these continuing subsidies on
the large commercial customers. Mr. Baron demonstrates how his 25% reduction in the subsidies

would work in Table 9 of his Direct Testimony, set forth below:**’

346 14, at 30:7-13.
37 Id., at 31:1, Table 9: “CCPUG Proposed Gas Base Revenue Increases”.
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Table 9
CCPUG PROPOSED Gas BASE REVENUE INCREASES

LINE Proposed Revenue Increases
NO. RATE CLASS S %

1 RESIDENTIAL (756,501) -2.8704%

2  SMALL GENERAL (627,531) -10.2176%

3 LARGE GENERAL (710,728) -10.8931%

4  SMALL MUNICIPAL - 0.0000%

5 LARGE MUNICIPAL (135,521) -4.2304%

6  TOTALRETAIL (2,230,281) -5.2737%

The Council should adopt CCPUG’s recommendation to reduce the subsidies in ENO’s proposed

natural gas rates by 25% as proposed by Mr. Baron.

IL REDUCTION OF CROSS-SUBSIDIES

CCPUG’s consultant, Mr. Baron, discussed the vexing problem of persistent and sizeable
subsidies ENO’s commercial customers have been forced to pay, as well as the proposal to
continue penalizing these customers in the future by the continued application of subsidies. He
illustrates the significant penalties in the form of cross-subsidization that commercial customers
are currently suffering in his Direct Testimony, a selection from which is provided below for the

Council’s convenience.3*®

348 Exh. CCPUG- 5 (Baron Direct Testimony) (CCPUG), at 17:1: Table 1, entitled, “Class Rates of Return and
Subsidies at Present Rates™.
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Table 1
Class Rates of Return and Subsidies at Present Rates
LINE Present Rates Relative Present Rates
NO. RATE CLASS ROR% ROR Index Subsidy*
1 RESIDENTIAL SERVICE 3.22% 0.286 S 45,361,859
2 SMALL ELECTRIC SERVICE 15.35% 1363 S (6,235,998)
3  MUNICIPAL BUILDINGS 20.03% 1.778 S (5,556,745)
4 LARGE ELECTRIC 118.78% 10.546 S (4,911,277)
5 LARGE ELECTRIC HIGH LOAD FAC 21.25% 1.887 S (21,350,744)
6 MASTER METERED NON-RES 60.33% 5.356 $ (3,811,576)
7 HIGH VOLTAGE 24.39% 2.166 S (673,490)
8 LARGE INTERRUPTIBLE 29.60% 2628 S (18,010)
9 LIGHTING SERVICE 33.48% 2972 S (2,804,019)
10 TOTAL RETAIL 11.26% 1.000 S 0
* A positive value indicates that a subsidy is being received by the rate class.

factors, adjustments to historic and projected test year period revenues, and development of ENO’s
proposed rate design.>* She confirmed that she did not take issue with Mr. Baron’s Table 1 or
his estimates of current subsidies being paid to residential rate class regarding electric rates in her
pre-filed testimony.?*® Ms. Talkington also agreed that she did not point out any errors in Mr.
Baron’s Table 1 or analysis of current subsidies being paid to residential rate class regarding
electric rates in her pre-filed testimony and provided no regulatory principle that contradicts Mr.
Baron’s testimony stating that subsidies being paid by Large Electric and Large Electric High Load
Factor customers should be reduced or eliminated.®! Finally, Ms. Talkington confirmed that,
according to Mr. Baron’s Table 1, ENO’s Residential class — under current rates — is receiving

over $45 million annually in subsidies from the other rate classes.

352

39 See Exh. ENO-45 (Talkington Revised Direct Testimony) (ENO), at 1:18 —2:12.
330 TR, June 18, 2019, (Cross Examination of Myra Talkington), at 57:2 — 58:9.

351 Id.

32 14, at 57:2-23.
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And, Mr. Baron’s Table 1 also shows that the Large Electric class is supplying almost $§5
million of the $45 million subsidy, under current rates, while the Large Electric High Load Factor
class is supplying over $21 million of that subsidy. That means the roughly 1,000 customers in
these two electric rate classes — Large Electric and Large Electric High Load Factor — are currently
providing close to 58% of the total annual subsidy to the approximate 181,500 customers in the
Residential class.*>* As Mr. Baron acknowledges, ENO’s proposal in its Revised Application to
roll in certain PPA fixed production costs (e.g., capacity costs) to base rates will serve to partly
reduce these subsidies, but its proposal to allocate the EAl WBL and River Bend 30% PPA fixed
costs on energy basis will continue a large portion of these subsidies. Mr. Baron testified,

The Company’s proposal to roll-in these PPA fixed production demand costs to

base rates will act to reduce subsidies and better align rates for all customer classes

with cost of service. However, as I will discuss next, the Company’s proposal to

specifically allocate the fixed production demand costs of the WBL and River Bend

PPAs to customer classes on the basis of energy continues the subsidies

associated with these PPAs. 3

Under cross-examination, ENO’s witness, Mr. Thomas, walked back ENO’s claim that its
decision to reject the class allocation derived by the fully allocated class Cost of Service Study
when designing rates and, instead, to follow an energy-based rate design for costs such as the
capacity costs associated with the EAI WBL and River Bend 30% PPAs, was as a result of

“comments” by the Council.*> After stating that the change in allocation methodology was the

result of the comments from the Council, Mr. Thomas couldn’t recall who made the comments or

353 See Exh. CCPUG- 5 (Baron Direct Testimony) (CCPUG), at 17:1: Table 1, Line 4, showing that the Large
Electric class is providing $4,911,277 in annual subsidies and Line 5 revealing that the Large Electric High Load
Factor class is supplying $21,350,744 in subsidies each year, for a total of $26,262,021. ($26,262,021 + $45,361,859
total annual subsidy = 0.5789).

354 Id., at 17:8-13. (Emphasis and italics added).

355 TR, June 20, 2019, (Cross Examination of Joshua Thomas), at 46:16 — 47:10, where Mr. Thomas admits ENO
changed the allocation of the capacity costs associated with the EAI WBL and River Bend 30% PPAs from an equal
percentage basis to an energy basis in the Revised Application after receiving “comments from the City Council”.
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even if there was a specific comment about allocation; ultimately, saying it was ENO’s decision
to change the allocation in the Revised Application.33
Mr. Baron’s Table 2 illustrates the disparate impact of ENO’s proposed rate design which

serves to baselessly increase the base rate percentage increase for a targeted group of customers —

the large commercial and industrial customers.**” Mr. Baron’s Table 2 is provided below for ease

of reference.3*®
Table 2
Entergy New Orleans, LLC
Electric Period || Proposed Increases
Part 2
Increase

PRESENT PPAs Total BASE RATE
LINE BASE RATE Part1 Part 1 Allocated on Part2 Increase PERCENT
NO. RATE CLASS REVENUE Increase % Increase Sales %Increase  (Part1+Part2) CHANGE

1 RESIDENTIAL SERVICE $134,602,540 533,305,428 24.74% $23,876,918 17.74% $57,182,346 42.5%

2 SMALL ELECTRIC SERVICE §51,387,058 512,714,975 24.74% 59,156,356 17.82% $21,871,331 42.6%

3 MUNICIPAL BUILDINGS $2,101,668 $520,027 24.74% $328,186 15.62% $848,213 40.4%

4 LARGE ELECTRIC $20,776,705 §5,140,892 24.74% $5,212,395 25.09% $10,353,287 49.8%

5 LARGE ELECTRIC HIGH LOADFAC $71,072,624 517,585,881 24.74% $19,970,085 28.10% $37,555,966 52.8%

6 MASTER METERED NON-RES $40,401 $9,997  24.74% $739%  1831% $17,393 431%

7 HIGH VOLTAGE $5,071,596 $1,254802  24.74% $1,730,653  34.12% $2,985,545 58.9%

8 LARGE INTERRUPTIBLE $2,532,.217 $626,560 24.74% $1,802,848 71.20% $2,429,408 95.9%

9 LIGHTING SERVICE 55,578,843 $1,380,403 24.74% $623,310 11.17% §2,003,713 35.9%

1 |10 _TOTAL RETAIL $293,163,652 572,539,055  24.74% 562,708,147  21.3%% $135,247,202  46.1%

The above table demonstrates that the Large Electric, Large Electric High Load Factor,
High Voltage and Large Interruptible classes are scheduled to pay far more than the total retail
average base rate increase of 46.1%. Worse, with respect to the Part 2 increase, the Large Electric
and Large Electric High Load Factor classes will bear a 25.09% and 28.10% increase, respectively,

as compared to the 17.74% increase the Residential class will experience. Recall that, because

336 TR, June 20, 2019, (Cross Examination of Joshua Thomas), at 47:11 — 48:3.
357 Exh, CCPUG-5 (Baron Direct Testimony) (CCPUG), at 19:1, Table 2.
358 Jd. (Highlighting in original).
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ENO is rolling the recovery of various costs currently recovered via riders into its rate base, it will
create a base rate increase of over $135 million; however, due to the savings provided through the
elimination of these riders, an overall rate decrease will occur.

When the effects of ENO’s ARRT Plan and its accompanying BRAR are considered, the
resulting disparity in percentage base rate increases for the large commercial and industrial
customers compared to the retail average of 46.1% worsens — the Large Electric class will
experience a 53.2% increase; the Large Electric High Load Factor class will absorb a 56.2%
increase; the High Voltage class will suffer a 62.2% increase; and, finally, the Large Interruptible
class will see a 99.3% increase.>*® Meanwhile, the Residential class’ percentage base rate increase
drops even further — to 40% — as compared to the retail average of 46.1%.

A vital ratemaking goal the Council should pursue would be to move ENO’s base rates
towards cost of service,*® following cost of service principles, which would drive every customer
class’ base rates towards a uniform percentage increase.’®! In other words, the Council should
reduce the material disparities seen in the base rate percentage increases shown in Mr. Baron’s
Table 2. CCPUG’s consultants have developed methods of reducing the unjustified subsidies on
the commercial classes while reducing rates for all classes, thus moving ENO’s rates far closer to
cost of service than under ENO’s proposal.

Mr. Baron’s Table 2 also highlights in stark detail a second, but equally important fact
about ENO’s Revised Application. It shows that ENO’s proposed rates embody inconsistent
treatment of certain fixed, base rate costs. In Part 1, ENO applies an equal percentage increase to

all customer classes’ base rates. Part 1 includes the realignment of the Ninemile 6 PPA capacity

339 Exh. CCPUG-5 (Baron Direct Testimony) (CCPUG), at 20:8, Table 3, “ENO Proposed Base Rate Increases,
Including BRAR”.

360 TR, June 20, 2019 (Cross Examination of Joshua Thomas), at 43:23 —44:4,

361 Exh. CCPUG-5 (Baron Direct Testimony) (CCPUG), at 7:8 — 8:2, 8:17 — 9:2, and 21:7-10.
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costs from the PPCACR Rider into base rates as well as the base rate recovery of the Algiers PPA
capacity costs. Then, however, ENO changes the allocation of the capacity costs associated with
the EAI WBL and River Bend 30% PPAs in Part 2 and assigns those costs in base rates on an
energy basis. The energy-based allocation drives the disparate base rate increases seen in Part 2.
This flip-flopping in the application of allocation methodologies to the exact same type of cost —
capacity costs associated with long-term PPAs — among rate classes is blatantly arbitrary,
capricious, and unduly harms the large commercial and industrial customer classes.

Under ENO’s proposed rates, the overall cross-subsidization of the Residential class by the
large commercial and industrial classes will continue at an unacceptably exorbitant level. Mr.
Baron’s Table 4 shows that the subsidies under ENO’s proposed rate design for the Residential
class will continue at the pace exceeding $35 million per year.*> Mr. Baron’s Table 4 is

reproduced below for reference.

362 Exh. CCPUG-5 (Baron Direct Testimony) (CCPUG), at 21:1 Table 4, “ENO Proposed Rate Class Subsidies,
Include BRAR Impact™.
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Table 4
ENO Proposed Rate Class Subsidies, Including BRAR Impact
LINE Proposed Rate
NO. RATE CLASS Subsidies™
1 RESIDENTIAL SERVICE S 35,568,733
2 SMALL ELECTRIC SERVICE S (8,293,207)
3  MUNICIPAL BUILDINGS ) (3,867,479)
4 LARGE ELECTRIC S (2,570,208)
5 LARGE ELECTRIC HIGH LOAD FAC S (14,915,773)
6 MASTER METERED NON-RES S (2,422,896)
7 HIGH VOLTAGE S (762,856)
8 LARGE INTERRUPTIBLE S (15,917)
9 LIGHTING SERVICE s (3,737,695)
10 TOTAL RETAIL S -
* A positive value indicates that a subsidy is being
received by the rate class.

Again, Ms. Talkington admitted under cross-examination that she did not dispute Mr.
Baron’s estimate in his Table 4 regarding the on-going subsidies under ENO’s proposed rates.>%

The Council should adopt CCPUG’s recommended changes to ENO’s rate base, revenue
requirements and rate of return and seize this once-in-a-generation opportunity in a climate of
declining rates to ameliorate the substantial and unjustified subsidies imposed on the commercial
classes of customers, which — as CCPUG has illustrated — can be accomplished without raising

residential customers’ rates.

363 TR, June 18,2019 (Cross Examination of Myra Talkington), at 61:21 — 62:6.
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III. OTHERISSUES ADDRESSED BY CCPUG

A. Rate Base Issues - Correction of Cash Working Capital

CCPUG recommends that the Council correct the Company’s cash working capital
(“CWC”) calculation to include the dividend component of the return on equity. It is a cash
expense and should be included in the CWC calculation.

The Company used the lead/lag approach in the calculation of cash working capital
included in rate base. However, the Company failed to include the dividend component of the
return on equity as a cash expense in the cash working capital calculation.’®* The return on equity
consists of a dividend return plus a growth factor under the discounted cash flow (*DCF”)
methodology or a dividend return and a premium under the risk premium methodology or a
dividend return and a risk adjusted premium under the capital asset pricing methodology.>6>

The dividend component of the return on equity is a cash disbursement (expense).
Consequently, it should be reflected in the cash working capital calculation, along with all other
cash expenses recovered in the revenue requirement. ENO’s witness, Kenneth F. Gallagher,
performed a lead/lag study to determine the need for CWC. Mr. Gallagher did not include the
payment of common stock dividends in his lead/lag study.*®® Mr. Kollen, CCPUG’s consultant,
states that common stock dividends should be included in CWC, because the payment of common
stock dividends is a cash disbursement and, therefore, should be reflected in the cash working

capital calculation, along with all other cash expenses recovered in the revenue requirement.*¢’

364 The cash working capital revenue lag days and expense lag days are shown on ENO Exhibit KFG2 (Attachment
A for electric and Attachment B for gas) attached to the Direct Testimony of Kenneth Gallagher.

365 Exh. CCPUG-1 (Kollen Direct Testimony) (CCPUG), at 26:12 —27:2.

366 TR, June 18, 2019 (Cross Examination of Kenneth Gallagher), at 32:2-15.

367 Exh. CCPUG-1 (Kollen Direct Testimony) (CCPUQ), at 27:4-8.
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Mr. Gallagher testified that there is no conceptual difference with respect to including the
payment of common stock dividends and preferred stock dividends in the CWC analysis.*®® He
would not include the payment of preferred stock dividends in CWC, because they are not expense
items, either.*®® Yet, Mr. Gallagher admitted that is exactly what he did in the last base rate case
for ENO’s affiliate, Entergy Louisiana, LLC, before the Louisiana Public Service Commission.?”°

Given that there is no material difference between including preferred stock dividend
payments in the CWC analysis and common stock dividend payments, and considering the LPSC
has authorized the inclusion of preferred stock dividends, there is no valid reason to exclude the
payment of common stock dividends from the CWC analysis in this proceeding. Adopting this
recommendation would result in a $0.238 million reduction in the total base revenue

requirement.”!

B. Operating Expense Issues

1. Correction of Error in Patterson Solar Depreciation Rate and Expense.

The Company acknowledged an error in the depreciation study performed by Mr. Clayton
for the Patterson Solar facility in response to CCPUG discovery.*”? The correct depreciation rate
for the Patterson Solar facility should be 4.01%, not the 4.35% reflected in the depreciation study
and used to calculate the depreciation expense included in the electric base revenue requirement.

The effect of this correction is a $0.070 million reduction in the electric base revenue requirement.

38 TR, June 18, 2019 (Cross Examination of Kenneth Gallagher), at 34:16-23.

39 Id., at 33:6-14.

370 Id., at 34:25 — 35:8. Mr. Gallagher claims he did so because it was the practice of the LPSC to include preferred
dividends.

371 Exh. CCPUG-1 (Kollen Direct Testimony) (CCPUG), at 26:12 —27:20.

372 Id., at 33:4-9; see also ENO’s Response to Data Request CCPUG 2-18 (Exh. LK-6).
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2. Extension of Amortization of Algiers Transaction Costs to 10 Years

ENO proposes a 3-year amortization of the deferred Algiers transaction costs. ENO tied
the 3-year amortization period for the deferred Algiers transaction costs to the term of the proposed
E-FRP, but did not cite any reason for the 5-year amortization period for the deferred Algiers
migration costs.*”® The proposed 3-year amortization period is too short and increases the electric
base revenue requirement.*’* It is not tied to any specific period for any specific reason.>”> The
proposed 3-year amortization for the deferred Algiers transaction costs, although tied to the E-
FRP, has nothing to do with the proposed E-FRP and the recovery of the amortization expense
will continue after the three-year term of the E-FRP until base rates are reset or the E-FRP is
extended beyond the initial three-year term.?’® The effect of the 3-year amortization period on the
Algiers transaction costs is, therefore, arbitrary and inappropriately increases the revenue
requirement.

CCPUG recommends a 10-year amortization period to minimize the effect on the base
revenue requirement and to minimize the potential over-recovery if the E-FRP is not renewed after
its initial three-year term. The effect would be a reduction of $0.260 million in the electric base
revenue requirement.

3. Remove Algiers Migration Costs

The Algiers migration costs will be incurred in 2018 and 2019 to facilitate the billing of

former Algiers customers as ENO customers and to eliminate current back-office processes and

373 Exh. CCPUG-1 (Kollen Direct Testimony), at 33:16-21.
3 Id, at 34:1-3.

375 Id.

37 14, at 34:3-7.
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associated expenses.?”” ENO forecasts that it will incur $4.277 million in expenses for this purpose
and proposes that the deferred costs be amortized over a period of five years.>’8

Another effect of the migration is that there will be savings to ENO. ENO’s witnesses
acknowledge that the migration will reduce ENO’s expenses.’” CCPUG recommends that the
Council authorize the deferral of the Algiers migration costs for actual costs incurred, but require
that the Company offset these deferrals with the savings that result, and in this manner, amortize
the deferral as the savings are achieved. CCPUG further recommends that the Council remove the
forecast costs from rate base and the related amortization from operating expenses.*®” In the event
that the Company does not recover the entirety of the deferred costs in this manner, then it should
seek recovery of the remaining deferred costs in its next base rate proceeding.*®!

The effect of CCPUG’s recommendation is a reduction of $1.171 million in the electric
base revenue requirement.*®? This includes the effect of removing the costs from rate base and
removing the related amortization expense.

4. Extend Amortization Period for General Plant Reserve Deficiency from 10 Years
to 20 Years

ENO proposes that the amortization period for the general plant reserve deficiency be set
at 10 years. CCPUG’s consultants have advised that this rate is unnecessarily short given the

magnitude of this general plant reserve deficiency.*** This reserve deficiency was “separated” from

377 Exh. ENO-33 (Todd / Beauchamp Direct Testimony) (ENO), at 26:19 —27:5.

378 Exh. CCPUG-1 (Kollen Direct Testimony), at 35:2-3.

37 Exh. ENO-33 (Todd / Beauchamp Direct Testimony) (ENO), at 26:19 — 27:5. (Migration will “eliminate current
back-office processes and associated expenses...”). Also see Exh. ENO-6 (Revised Direct Testimony of Melonie P.
Stewart (“Stewart Revised Direct Testimony”) (ENO)), at 48:8-11 (“It will also enhance ENO’s operations in that,
currently, there is an administratively intensive back-office process required to move payments received on former
ELL-Algiers customer accounts to ENO. It will also enhance operations in that there will be fewer bills generated
each month, resulting in lower mailing costs.”).

380 Exh. CCPUG-1 (Kollen Direct Testimony) (CCPUG), at 35:17 — 36:2.

3B 1d., at 36:3-5.

32 1d., at 36:8-10.

3 1d., at 37:2-11,
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the general plant asset accounts and is based on a comparison of the actual depreciation reserve
compared to a theoretical depreciation reserve. As ENO’s depreciation expert, Mr. Clayton, has
stated:

The Company has been using a scheduled retirements approach for its general plant

other than structures and improvements for many years. However, the existing rates

for electric general plant have been too low, and the book reserve as of the study

date was approximately $10.2 million lower than it should have been. This portion

of the book reserve was separated so that it could be recovered over a 10-year

-iod 384

period.

Mr. Clayton testified at the hearing on the merits that there is no single asset related to this
reserve deficiency; rather the reserve is tied to “vintages of assets” and “it could be more than
one”.*%5 Consequently, the reserve deficiency is simply an amount to balance ENO’s accounts and
ensure that its plant assets are fully depreciated and recovered over time. As CCPUG’s witness
Mr. Kollen noted in his direct testimony, “[I]t is unusual to separate any theoretical reserve surplus
or deficiency in this manner, especially for only one category of plant.”

CCPUG recommends that the Council use a more reasonable 20-year amortization period
to reduce the effect on the revenue requirement. ENO still will fully recover its costs, but over a
longer period of time. It also will recover a return on this cost, so it should be indifferent on a net

present value basis. Adopting this recommendation would result in a reduction of $0.514 million

in the electric base revenue requirement.*®’

381 Exh. ENO-35 (Revised Direct Testimony of Donald J. Clayton (“Clayton Revised Direct Testimony™) (ENO)), at
14:15-19.

3% TR, June 18, 2019 (Cross Examination of Donald Clayton), at 144:3-21.

3% Exh. CCPUG-1 (Kollen Direct Testimony) (CCPUG), at 37:9-11.

37 14, at 37:19-20.
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C. Rate of Return Issues — Inclusion of Short-Term Debt in Capitalization

ENO proposes a capital structure of 47.80% in long-term debt and 52.20% in common
equity. The exclusion of short-term debt from ENO’s proposed capital structure is unreasonable
when considering the fact even a modest amount of short-term debt can result in significant
reductions in the base revenue requirement.**® CCPUG is recommending that the Council include
approximately $16.8 million of short-term debt in the capital structure, or 2.0% of total
capitalization.

ENO has available two sources of short-term debt. The first source is the internal Entergy
Money Pool whereby Entergy operating utilities that have a surplus of cash deposit it into the
Money Pool and the Entergy operating utilities that need cash borrow it from the Money Pool.

The second source is an external Company-specific credit facility of $25 million, which
includes fronting commitments of up to $10 million for the issuance of letters of credit against the
borrowing capacity of the facility. ENO may borrow up to $150 million from the Entergy Money
Pool, other internal short-term borrowing arrangements, and external sources pursuant to FERC
authorization.

ENO has been both a borrower from and investor in the Entergy Money Pool, although it
has been a borrower on balance over the last three years. In 2016, 2017 and 2018, ENO generally
was a borrower from the Entergy Money Pool, except for temporary periods when it was an
investor after it issued new long-term debt.*® In 2018, ENO was a borrower from the Entergy
Money Pool at the end of April, May, June, July, and August, although it also borrowed from the

Entergy Money Pool during other months. The 13-month average short-term debt using month-

388 Exh. CCPUG-1 (Kollen Direct Testimony) (CCPUG), at 40:1-4.
389 See id., at 38:19-22 and fn. 30, referencing ENO’s Response to Data Request CCPUG 2-31. (Note: The Company
has designated the attachment to this response as HSPM).
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end balances outstanding was $7.870 million, although it borrowed as much as $43.7 million on
any one day.>

ENO uses short-term debt because it is the lowest cost form of financing. In 2018, the cost
of its Entergy Money Pool borrowings was only $0.153 million, or slightly less than 2.0% based
on the 13-month average outstanding.**! This cost compares very favorably with the Company’s
cost of a new long-term debt issue in September 2018 at 4.0%.%? It also compares very favorably
with ENO’s requested cost of common equity at 10.75%, which actually is 14.65% when grossed-
up for the income taxes, bad debt, and regulatory fees included in the revenue requirement.*”

In his Direct Testimony, Mr. Kollen testified it is not reasonable — in other words, it is
unreasonable — to exclude short-term debt from the capital structure and cost of capital. In
particular, he testified,

Q. Is it reasonable to exclude short-term debt from the capital structure and
cost of capital?

A. No. ENO uses short-term debt to reduce its actual 1 financing costs. However,
even if it did not, it nevertheless should use some amount of short-term debt in lieu
of long-term debt and common equity to reduce its cost of capital and its revenue
requirements.*”*

When asked at the hearing about the short-term debt issue, Mr. Kollen expounded on his pre-filed

testimony:

Q. So to be very clear, your recommendation in this case for the purpose of setting
base rates is that the Council should make a presumption that ENO is going to use
short-term debt with a capital structure weighting of 2 percent; right?

A. Yes, that's correct. Because it is lower cost than long-term debt or common
equity, the Company has the capacity to use it. Declaration that it will not use or

390 Exh. CCPUG-1 (Kollen Direct Testimony) (CCPUG), at 39:1-5.
91 1d., at 39:8-10.

92 14 at 39:10-12.

393 14, at 39:12-14.

394 Id., at 39:22 — 40:4. (Italics added).
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doesn't plan to use it, I don't think is a rational basis for the Council to act on

this capital structure. I think the fact is short-term debt is available. It's available

at 2 percent, a fraction of the cost of long-term debt and common equity and the

Company's offered no reason why it cannot or should not -- and in any event, if the

Council adopts that recommendation, then Entergy is free to do whatever it wants

to do. If it doesn't choose to use short-term debt, then it doesn't have to.3%

If the Council agrees with Mr. Kollen that ENO’s capital structure is unreasonable because
it excludes all short-term debt, it may deploy a hypothetical capital structure that is reasonable.>*
It is reasonable to include short-term debt in the cost of capital because it is the lowest cost form
of financing.*” CCPUG recommends that the Council include approximately $16.8 million of
short-term debt in the capital structure so that it comprises 2.0% of total capitalization. The
recommended $16.8 million amount is very modest, and well below the $150 million authorized
by FERC. Further, the recommended 2.0% cost for the short-term debt is consistent with ENO’s
recent actual cost of borrowings from the Entergy Money Pool and is consistent with other short-
term debt interest rates.

Adopting this recommendation would result in a reduction of $1.073 million in the electric
base revenue requirement and a reduction of $0.155 million in the gas base revenue requirement.
These quantifications are based on the electric rate base and gas rate base after the CCPUG

recommended adjustments.*®

CONCLUSION

Based on the evidence and facts developed in the administrative record of this proceeding,
CCPUG urges the Council to adopt its recommendations, discussed in detail, above. In particular,

although not exclusively, CCPUG requests the Council, on the strength of the facts in the record

395 TR, June 20, 2019 (Cross Examination of Lane Kollen), at 16:7 — 17:3.

3% South Central Bell Telephone Co. v. Louisiana Public Serv. Comm’n, 594 S0.2d 357, 366 (La. 1992).
37 Exh. CCPUG-1 (Kollen Direct Testimony) (CCPUG), at 40:7-11.

398 14 at 40:16-21.
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and the applicable legal standards, to (a) order an overall rate decrease of $51.736 million (electric
and gas rates), (b) set ENO’s ROE at 9.35% for electric and gas operations, (¢) order ENO to
remove all projected 2019 costs and related expenses from its test years for Period I and Period II,
(d) likewise order ENO to utilize only historic test years (earnings review periods) in its E-FRP
and G-FRP, and (e) reduce the unjustified, arbitrary, and capricious subsidies on commercial
customers inherent in ENO’s proposed rates by ordering the allocation among customer classes in
rate design of the capacity costs associated with the EAI WBL and River Bend 30% PPAs on an
equal percentage increase basis, rather than an energy basis, and (f) direct ENO to employ a 40-
year service life and a 0% net salvage value for UPS for depreciation purposes, as well as a 50-
year service life for NOPS revenue requirement purposes.
CCPUG requests all other relief available under the facts and the applicable law.
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