Entergy Services, Inc.
g 639 Loyola Avenue
P. O. Box 61000
‘::-_b t New Orleans, LA 70161-1000
l i, n efgy Tel 504 576 2984
Fax 504 576 5579
hbarton@entergy.com

Harry M. Barton
Sr. Counsel
Legal Department -- Regulatory

September 6, 2016

Via Hand Delivery

Ms. Lora W. Johnson

Clerk of Council

Council of the City of New Orleans
Room 1E09, City Hall

1300 Perdido Street

New Orleans, LA 70112

Re:  In Re: Resolution Regarding Proposed Rulemaking to Establish Integrated
Resource Planning Components and Reporting Requirements for Entergy
New Orleans, Inc. (Docket No. UD-08-02)

Dear Ms. Johnson:

Entergy New Orleans, Inc. (“ENO”) hereby submits for your further handling and filing
an original and three copies of ENO’s Summary of llustrative Examples of a Basic Decoupling
Mechanism, together with Exhibit | thereto. Please file an original and two copies into the record
in the above referenced matter, and return a date-stamped copy to our courier.

Based on ENO’s conversations of today with the Council’s Technical Advisors, ENO
understands that the Advisors are continuing to review the illustrative examples contained on
Exhibit 1 and may choose to supplement those examples at a later date,

Should you have any questions regarding the above matter, please do not hesitate to
contact me. Thank you for your assistance with this matter.

Sincerely,

N IRY 4 L|2
HMB'bkd

Enclosures

cc: Official Service List UD-08-02

NECEIVE

0 o 81\\2016
BY:Q. [h_ﬁ_—::___’__



BEFORE THE

COUNCIL OF THE CITY OF NEW ORLEANS

IN RE: RESOLUTION REGARDING
PROPOSED RULEMAKING TO
ESTABLISH INTEGRATED
RESOURCE PLANNING
COMPONENTS AND REPORTING
REQUIREMENTS FOR

ENTERGY NEW ORLEANS, INC.

DOCKET NO. UD-08-02

A g N

SUMMARY OF ILLUSTRATIVE EXAMPLES OF
A BASIC DECOUPLING MECHANISM
ON BEHALF OF ENTERGY NEW ORLEANS, INC.

NOW BEFORE THE COUNCIL OF THE CITY OF NEW ORLEANS comes
Entergy New Orleans, Inc. (“ENO”), through undersigned counsel, and submits this Summary of
Illustrative Examples of Decoupling Mechanism Filing pursuant to Ordering Paragraph 13 of
Resolution No. R-16-103, dated April 7, 2016.

Background

In Council Docket No. UD-08-02, the Council of the City of New Orleans (“Council”)
established a stakeholder process open to all Intervenors for considering a decoupling
mechanism for ENO. ENO, the Advisors, the Alliance for Affordable Energy, Green Coast
Enterprises, and the Gulf States Renewable Energy Industries Association actively participated
in the process, and ENO submitted a draft decoupling proposal to the Council, and the other
parties commented on. Ultimately, on February 10, 2016, the Advisors issued a report on the

stakeholder process.



In April 2016, the Council issued Resolution No. R-16-103, entitled “RESOLUTION
AND ORDER ESTABLISHING GUIDELINES FOR THE DESIGN OF A DECOUPLING
PROGRAM FOR ENTERGY NEW ORLEANS, INC.” In this Resolution, the Council
recognized that the parties had reached consensus on some issues but provided guidance on
issues that were subject to continuing debate after the stakeholder process. For example, the
Council described a basic structure for a decoupling mechanism with and without a Formula
Rate Plan (“FRP”), including defining the costs to be considered in the decoupling mechanism,
and explained that the decoupling mechanism should be in place for three years beginning with
the implementation of base rates from ENQO’s next rate case, the 2018 Combined Rate Case.!
The Council then went on to order ENO to include in the 2018 Combined Rate Case a three-year
pilot program decoupling mechanism proposal meeting certain criteria described in Ordering
Paragraphs 1 through 12 of the resolution. Thus, in Resolution No. R-16-103, the Council did
not consider or approve a detailed decoupling mechanism and related ratemaking mechanisms
and methodologies. Rather, the Council established a filing requirement for ENO in the 2018
Combined Rate Case, and, through that filing requirement, the Council (1) would receive a
decoupling proposal from ENO for the Council’s and parties’ consideration and (2) would decide
whether to implement a decoupling pilot program in the 2018 Combined Rate Case.

Additionally, Ordering Paragraph 13 of Resolution No. R-16-103 directed ENO to work
with the Advisors to develop illustrative examples of how the decoupling mechanism described

in the resolution (“Basic Decoupling Mechanism™) would operate with and without an FRP in

: On October 30, 2014, ENO and Entergy Louisiana, LLC (“ELL”) filed with the Council a joint application

requesting that the Council approve the sale to ENO of ELL’s Algiers electric operations and the related assets and
liabilities, which sale is referred to as the “Algiers Transaction.” On May 7, 2015, ENO, Old ELL, and the Council
Advisors entered into an Agreement in Principle (“Algiers Transaction AIP”) recommending that the Council
approve the Algiers Transaction. The Council approved the Algiers Transaction AIP in Council Resolution R-15-
194, dated May 14, 2015. Paragraph 8 of the Algiers Transaction AIP requires ENO to file a rate case in 2018
referred to as the Combined Rate Case.



place. Accordingly, in June 2016, ENO and the Advisors commenced discussions on the
illustrative examples and, in the course of those discussions, ENO and the Advisors exchanged
materials and held two teleconferences. From those discussions, ENO and the Advisors
developed a range of illustrative examples, and those illustrative examples are included with this
filing as Exhibit 1 on a CD containing the illustrative examples in spreadsheet form.

Although the illustrative examples concern issues to be addressed in the 2018 Combined
Rate Case, they are not intended to represent the positions that ENO and the Advisors necessarily
will take in the 2018 Combined Rate Case. Accordingly, ENO and the Advisors reserve their
respective rights to take whatever positions they deem appropriate with respect to any issue in
the 2018 Combined Rate Case, including but not limited to decoupling, the establishment of an
FRP, and ENO’s cost of equity.

Summary of the Illustrative Examples

ENO, with the Advisors’ advice, prepared eleven illustrative examples of the Basic
Decoupling Mechanism, which are referred to as “Scenarios.” Eight Scenarios demonstrate the
operation of the Basic Decoupling Mechanism with an FRP; three Scenarios demonstrate the
operation of the Basic Decoupling Mechanism without an FRP.

The eight Scenarios with an FRP assume that the FRP would have a rate adjustment
formula similar to the formula in the FRP approved in Resolution R-09-136, dated April 2, 2009.
That FRP, which was in place for ENO for evaluation periods (i.e., test years) 2009 through
2011, featured an Evaluation Period Cost of Equity (“EPCOE”) of 11.1% and a Dead Band of +
0.40%. The Scenarios further assume that the FRP Rate Adjustment for each rate class would
not be uniform as it has in the past but would depend on each rate class’s revenues and allocated

costs. Below is a table summarizing the key components of the eight scenarios.



Illustrative Examples Assuming an FRP
with an EPCOE of 11.1% is in Place

. Decoupling
Fixed Cost Total Revenue Earned Return Within the Mechalr)lisr;l FRP Revenue
No. Change Change . Change
($millions) ($millions) onEquity | Dead Band? Change ($millions)
($millions)
1 5.000 6.000 11.35% Yes 0 0
2 7.000 6.000 10.85% Yes 0 0
3 3.000 6.000 11.84% No (2.830) (3.000)
4 9.000 6.000 10.36% No 3.170 3.000
5 (7.000) (6.000) 11.35% Yes 0 0
6 (5.000) (6.000) 10.85% Yes 0 0
7 (9.000) (6.000) 11.84% No (3.160) (3.000)
8 (3.000) (6.000) 10.36% No 2.840 3.000

The table above highlights important points regarding the Basic Decoupling Mechanism
with an FRP. First, the Basic Decoupling Mechanism is of limited importance when an FRP is
in place. The Basic Decoupling Mechanism only changes rates when the FRP rate adjustment
formula requires a rate change. For example, in scenarios 1, 2, 5, and 6, the FRP Dead Band
prohibits a rate change, and, as a result, the issue of whether ENO’s rates are sufficient to allow
ENO to collect its fixed costs is moot. In scenarios 3,4,7, and 8, however, ENO’s earned return
on equity is outside the FRP Dead Band, and, therefore, the FRP requires a rate change. In those
instances, the Basic Decoupling Mechanism comes into play but the overall rate change for each
rate class is dictated by each rate class’s total revenues and allocated costs, not just fixed costs,
which is the subject of the Basic Decoupling Mechanism.

Second, the application of the Basic Decoupling Mechanism with an FRP produces
symmetrical results when comparing scenarios whose changes in revenue and fixed costs are
symmetrical. For example, in scenario 4, fixed costs increase $9.000 million and revenue
increases $6.000 million; in scenario 7, fixed costs decrease $9.000 million and revenue
decreases $6.000 million. Accordingly, in scenario 4, rates increase $3.000 million; in scenario

7, rates decrease $3.000 million.



The three scenarios assuming an FRP is not in place demonstrate the operation of the
Basic Decoupling Mechanism is different from the operation of the Basic Decoupling
Mechanism with an FRP. With an FRP and assuming ENO’s earned return on equity is outside
the FRP Dead Band, the FRP adjusts rates so that ENO’s rates produce a return on equity equal
to the Evaluation Period Cost of Equity, which is 11.1% in all of the scenarios, based on ENO’s
revenues and costs, including fixed costs, in the evaluation period. Absent an FRP, the Basic
Decoupling Mechanism only adjusts rates so that ENO collects its level of fixed costs at the time
ENO’s base rates were last set, which could be a much lower level than the level of ENO’s
present fixed costs in the current period. Thus, the Basic Decoupling Mechanism would not take
into account could whether ENO has any opportunity to earn its last authorized return on equity.

The table below summarizes the three scenarios assuming an FRP is not in place.

Illustrative Examples Assuming the Authorized Return on Equity is
11.1% and an FRP is not in Place
Decoupling Implicit
Fixed Cost Total Revenue piing Return on
Earned Return Mechanism .
No. Change Change : Equity in
- - on Equity Change .
($millions) ($millions) - Prospective
($millions)
Rates
9 5.000 6.000 11.35% (5.830) 9.01%
10 5.000 (6.000) 8.41% 5.830 10.75%
11 0.000 0.000 11.10% 0 N/A

As can be seen in the above table, fixed cost changes are ignored when an FRP is not in place.
Thus, although the Basic Decoupling Mechanism may produce a rate increase as shown in
scenario 10, that rate increase does not mean that ENO’s rates provide a reasonable opportunity
for ENO to earn its authorized return on equity. In such circumstances, ENO’s remedy to obtain
a reasonable opportunity for ENO to earn its authorized return on equity would be to file a rate
case.

Scenario 11 illustrates how the Basic Decoupling Mechanism without an FRP takes into

account the revenue contribution to fixed costs by each rate class. In that scenario, the

5



Residential rate class’s revenue contribution to fixed costs increased and Large Electric High
Load Factor class’s revenue contribution to fixed costs decreased, but ENO’s overall revenue
stayed the same, and ENO earned its authorized return on equity. In that situation, the Basic
Decoupling Mechanism decreases rates for the Residential rate class and increases rates for the
Large Electric High Load Factor rate class. In contrast, if an FRP was in place in the same

situation, the result would be different; neither rate classes’ respective rates would change.

Respectfully Submitted:
N

x\\\%ﬂ_‘
By:

N\
Timothy & Cragin, Bat Ne. 22313
Alyssa Maurice/Anderson, Bar No. 28388
Brian L. Guillot, Bar No. 31759
Harry M. Barton, Bar No. 29751
639 Loyola Avenue, Mail Unit L-ENT-26E
New Orleans, Louisiana 70113
Telephone: (504) 576-6571
Facsimile: (504) 576-5579

and

TAGGART MORTON, LLC

Stephen T. Perrien, Bar No. 22590

2100 Energy Centre, 1100 Poydras Street
New Orleans, Louisiana 70163-2100
Telephone: (504) 599-8500

Facsimile: (504) 599-8501

ATTORNEYS FOR
ENTERGY NEW ORLEANS, INC.



CERTIFICATE OF SERVICE
Docket No. UD-08-02

I hereby certify that I have this 6™ day of September 2016, served the required
number of copies of the foregoing report upon all other known parties of this proceeding, by the
following: electronic mail, facsimile, overnight mail, hand delivery, and/or United States Postal

Service, postage prepaid.

Lora W. Johnson

Clerk of Council

Council of the City of New Orleans
City Hall, Room 1E09

1300 Perdido Street

New Orleans, LA 70112

Matt Lindsay

Acting Chief of Staff
New Orleans City Council
City Hall, Room 1E06
1300 Perdido Street

New Orleans, LA 70112

Norman S. Foster
Department of Finance
City Hall, Room 3W06
1300 Perdido Street
New Orleans, LA 70112

Clinton A. Vince, Esq.
Presley R. Reed, Ir., Esq.
Emma F. Hand, Esq.
Dentons US LLP

1900 K Street, NW
Washington, DC 20006

Walter J. Wilkerson, Esq.
Kelley Bazile

Wilkerson and Associates, PL.C
The Poydras Center, Suite 1913
650 Poydras Street

New Orleans, LA 70130

Pearlina Thomas, Chief of Staff
W. Thomas Stratton, Jr., Director
Council Utilities Regulatory Office
City of New Orleans

City Hall, Room 6E07

1300 Perdido Street

New Orleans, LA 70112

Rebecca Dietz

City Attorney Office
City Hall, Room 5EQ3
1300 Perdido Street
New Orleans, LA 70112

Hon. Jeffery S. Gulin
3203 Bridle Ridge Lane
Lutherville, GA 21093

Basile J. Uddo, Esq.

J.A. “Jay” Beatmann, Jr.

c/o Dentons US LLP

The Poydras Center

650 Poydras Street, Suite 2850
New Orleans, LA 70130-6132

Joseph A. Vumbaco, P.E.

Victor M. Prep

Joseph W. Rogers

Legend Consulting Group Limited
8055 East Tufts Avenue

Suite 1250

Denver, CO 80237-2835



Errol Smith, CPA

Bruno and Tervalon

4298 Elysian Fields Avenue
New Orleans, LA 70122

Kathryn J. Lichtenberg, Esq.
Timothy S. Cragin, Esq.

Brian L. Guillot, Esq.

Alyssa Maurice-Anderson, Esq.
Harry M. Barton, Esq.

Entergy Services, Inc.

Mail Unit L-ENT-26E

639 Loyola Avenue

New Orleans, LA 70113

Jeff Cantin, President

Heather Pohnan

Gulf States Renewable Energy Industries
Association

643 Magazine Street, Suite 102

New Orleans, LA 70130

Rick Boyd

The Folger Coffee Company
14601 Old Gentilly Road
New Orleans, LA 70129

Fred M. Mazurski, CEM, CDSM
Energy USG Corporation

550 West Adams Street
Chicago, IL 60661-3676

Casey DeMoss, CEO

Logan Atkinson Burke
Alliance for Affordable Energy
4035 Washington Avenue
New Orleans, LA 70125

Gary E. Huntley

Entergy New Orleans, Inc.
Mail Unit L-MAG-505B
1600 Perdido Street

New Orleans, LA 70112

Seth Cureington

Polly S. Rosemond

Derek Mills

Entergy New Orleans, Inc.
Mail Unit L-MAG-505B
1600 Perdido Street

New Orleans, LA 70112

Joseph J. Romano, IIT
Suzanne Fontan

Therese Perrault
Danielle Burleigh
Entergy Services, Inc.
Mail Unit L-ENT-4C
639 Loyola Avenue
New Orleans, LA 70113

Michael L. Winberry

Jacobs Technology Inc.

13800 Old Gentilly Rd., Bldg. 320
New Orleans, LA 70129

Ernest L. Edwards, Jr.

Beirne, Maynard & Parsons, L.L.P.
601 Poydras Street

Suite 2200

New Orleans, LA 70130-6097

Joshua Smith

Staff Attorney

Sierra Club Environmental Law Program
85 Second Street, 2nd Floor

San Francisco, CA 94105

%)



Mark Zimmerman

Air Products and Chemicals, Inc.
7201 Hamilton Boulevard
Allentown, PA 18195-1501

Andreancecia Morris

Ross Hunter

Greater New Orleans Housing Alliance
4640 S. Carrillton Ave., Suite 160
New Orleans, LA 70125

Luke F. Piontek,

Judith Sulzer,

Roedel, Parsons, Koch, Blache, Balhoff
& McCollister

1515 Poydras Street, Suite 2230

New Orleans, LA 70112

Karla Loeb

Benjamin Norwood

Skelly McCay

Posigen Solar Solutions

2424 Edenborn Ave., Suite 550
Metairie, LA 70001

Robert L. Suggs, Jr., CEO
South Coast Solar, LL.C
2605 Ridgelake Drive
Metairie, LA 70002

Myron Katz

Building Science Innovators, LLC
302 Walnut Street

New Orleans, LA 70118

James E. Thompson II
Sewerage and Water Board
625 St. Joseph St., Room 201
New Orleans, LA 70165

New Orleans, Louisiana, this 6™ day of September 2016.
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