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SUMMARY OF LANE KOLLEN DIRECT TESTIMONY 

DOCKET NO. ER07-956-000 

Mr. Kallen addresses various unauthorized changes incorporated by ESI in its May 29, 

2007 compliance filing compared to the methodologies reflected in Exhibit Nos. ETR-26 

and ETR-28 developed and presented by ESI in Docket No. ELOl-88. h1 its initial 

compliance order in that docket, the Commission mled that ESI could not make changes 

to the methodologies reflected in those Exhibits without making a Section 205 filing. In 

addition, Mr. KoHen addresses other ESI errors in the data and methodologies 

incorporated in the May 29, 2007 compliance filing. Further, Mr. Kallen addresses ESI's 

failure to consistently change the depreciation expense and decommissioning expense for 

extensions in the service lives of all the nuclear tmits that have occUlTed since Exhibits 

ETR-26 and ETR-28 were developed and presented. Finally, Mr. Kallen makes 

recommendations regarding these issues and the effects for the 2006 test year and future 

test years on the payments and receipts necessary to roughly equalize production costs 

among the Entergy Operating Companies. 
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UNITED STATES OF AMERICA 

BEFORE THE 

FEDERAL ENERGY REGULATORY COMMISSION 

ENTERGY SERVICES, INC., et al. ) DOCKET NO. ER07-956-000 

DIRECT TESTIMONY OF LANE KOLLEN 

I. QUALIFICATIONS AND SUMMARY 

Please state your name and business address. 

My name is Lane Kollen. My business address is J. Ke1medy and Associates, Inc. 

("Kennedy and Associates"), 570 Colonial Park Drive, Suite 305, Roswell, Georgia 

30075. 

Please describe your occupation and your position. 

I am a utility rate and plmming consultm1t holding the position of Vice President and 

Principal with the finn ofKe1medy and Associates. 

Please describe your education and professional experience. 

J. Kennedy and Associates, Inc. 
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I earned a Bachelor of Business Administration in Accounting degree and a Master of 

Business Administration degree, both from the University of Toledo. I also eamed a 

Master of Arts degree :fi:om Luther Rice University. I am a Ce1iified Public Accmmtant, 

with a practice license, and a Ce1iified Management Accotmtant. 

I have been an active participant in the utility industry for more than thirty years, both as 

an employee and as a consultant. Since 1986, I have been a consultant with Kel1lledy 

and Associates, providing services to state and local govemment agencies and 

consumers of utility services in the planning, ratemaking, financial, accotmting, tax, and 

management areas. From 1983 to 1986, I was a consultant with Energy Management 

Associates, providing services to investor and consmner owned utility companies in the 

planning, financial, andratemaking areas. From 1976 to 1983, I was employed by The 

Toledo Edison Company in a series of positions providing services in the accounting, 

tax, fmancial, and planning areas. 

I have appeared as an expeli witness on plalllling, ratemaking, accom1ting, finance, and 

tax issues before regulatory commissions and coulis at the federal and state levels on 

nearly two hundred occasions. I have testified in nmnerous proceedings before the 

Federal Energy Regulatory Colll111ission ("PERC" or "Commission") involving Entergy 

Corporation ("Entergy") and its affiliates, including Entergy Services, Inc. ("ESI") and 

the various Entergy Operating Companies. These proceedings have involved the 

Entergy System Agreement and include Docket No. ELO 1-8 8-000, in which I addressed 

J. Kennedy and Associates, Inc. 
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the computation of production costs for rough equalization purposes, Docket No. ER03-

753-000, in which I addressed ESI's proposed changes to the MSS-4 tariff, and Docket 

No. ER07-682-000, in which I addressed ce1iain changes proposed by ESI to the 

production cost methodologies used in the MSS-3 rough production cost equalization 

computations. 

In addition, I have developed and presented papers at various industry conferences on 

ratemak:ing, accounting, and tax issues. My qualifications and regulatory appearances 

are further detailed in Exhibit LC-27. 

On whose behalf are you providing testimony? 

My testimony is submitted on behalf of the Louisiana Public Service Commission. 

What is the purpose of your testimony? 

The purpose of my testimony is to: 1) compare the methodologies used by ESI in its 

May 29, 2007 compliance filing to the methodologies used by ESI in Docket No. 

EL01-88 and reflected in Exhibit Nos. ETR-26 and ETR-28, which were relied on by the 

Commission in Opinion Nos. 480 and 480-A and affirmed in the two related compliance 

orders, 2) address other errors in the data and methodologies incorporated in the 

compliance filing, 3) to address changes in the service lives of the nuclear units that 

J. Kennedy and Associates, Inc. 
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have occurred since Exhibits ETR-26 and ETR-28, and 4) to make recommendations 

regarding the appropriate methodologies to use in 2006 and future test years to roughly 

equalize production costs pursuant to the MSS-3 tmiff. 

Please summarize your testimony. 

The ESI compliance filing for the test year 2006 incorporates unauthorized changes to 

the data and formulas reflected in Exhibits ETR-26 and ETR-28 adopted by the 

Commission in Opinion Nos. 480 and 480.:.A and the two related complim1ce orders, as 

follows: 

• ESI improperly removed amotmts from accatmt 165 (an account in the formula) 
without making a Section 205 filing. This chm1ge had the effect of reducing 
Entergy Arkansas, Inc. ("EAI") payments to Entergy Gulf States, Inc. ("EGS"), 
Entergy Louisiana, LLC ("ELL") and Entergy Mississippi, h1c. ("EMI") based 
on the 2006 test year. 

• ESI improperly removed acctnnulated defened income tax ("ADIT") amounts 
from accotmts 190 and 282 without making a Section 205 filing. This change 
had the effect of reducing EAI payments to EGS and ELL based on the 2006 test 
year. 

• ESI improperly excluded certain administrative and general ("A&G") expense 
amatmts from account 924, which would have been functionalized in part to 
production costs pursuant to the methodology incorporated in Exhibits ETR-26 
and ETR-28, and instead accatmted for these expenses in account 407.3, which 
is not included in the equalization fmmula. It made this accounting change 
without making a Section 205 filing. This change had the effect of reducing EAI 
payments to EGS and ELL based on the 2006 test year. 

I recommend that the Commission reject these unauthorized chm1ges in the absence of 

appropriate Section 205 filings. In its November 17, 2006 compliance order, the 

J. Kennedy and Associates, Inc. 
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Commission ruled that changes to the methodology in the Exhibits ETR-26 and ETR-28 

could not be made without a fonnal filing ofthe changes pursuant to Section 205 or 206 

ofthe Federal Power Act as follows: 

We will deny Entergy's request to make adjustments to the methodology 
reflected in Exhibits ETR-26 and ETR-28. This is a compliance filing and 
Entergy must comply with the requirements of Opinion Nos. 480 and 480-
A. Future changes, however, to the methodology set forth in Exhibits ETR-
26 and ETR-28 will not be automatic. Any time Entergy seeks to make a 
change, e.g., a change to return on equity, it must make a section 205 filing 
with the Commission. Similarly, customers may file section 206 complaints 
if they seek to make a change, and the Commission may institute a section 
206 proceeding on its own motion if it seeks a change. 

In addition, the ESI compliance filing incorporates various errors as follows: 

• ESI failed to include the Spindletop Gas Storage facility capital costs and related 
amortization expense in the EGS production costs. This error had the effect of 
understating EGS production costs and reducing EGS receipts. 

• ESI incorrectly included an allocation of the River Bend 30% mrregulated ADIT 
to the EGS production costs. The River Bend 30% does not supply EGS and 
none of its costs should be included in the EGS production costs. This error had 
the effect of understating EGS production costs and reducing EGS receipts. 

• ESI incorrectly included the Waterford 3 capitalized lease in the nuclear 
production plant ratio allocation of ADIT to the ELL production costs. This 
incorrectly allocated a portion of the depreciation-related ADIT to nuclear 
production despite the fact that ELL does not own or depreciate the leased 
portion of Waterford 3 and thus there is no depreciation-related ADIT related to 
the capitalized lease. This error had the effect ofm1derstating ELL production 
costs and reducing ELL receipts. 

I recommend that the Commission direct ESI to correct these eiTors prospectively, or if 

the Commission allows ESI to correct other alleged errors for the 2006 test year, as ESI 

has proposed in this proceeding without Section 205 filings, then I recommend that the 

J. Kennedy and Associates, Inc. 
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Commission also conect the enors that I have identified as a matter of consistency and 

equity. 

Finally, since Exhibits ETR-26 and ETR-28 were developed, the Operating Companies 

and System Energy Resources, Inc. ("SERI'') have obtained or expect to seek and obtain, 

operating license extensions and thereby extend the service lives of all five nuclear 

generating units. In Exhibits ETR-26 and ETR-28, the depreciation and 

decommissioning expense was based consistently on a 40 year operating license and 

service life for each of the four generating units. Since then, the depreciation expense 

for River Bend (Louisiana retail and wholesale) and Waterford 3 has been reduced to 

reflect a 20 year extension in their service lives. The service lives of the ANO 1 and 2 

units have officially been extended through license extensions granted by the Nuclear 

Regulatory Commission ("NRC"), but the depreciation lives have not been extended in 

calculating the depreciation expense in the formula. 

In addition, the decommissioning expense for River Bend (Louisiana retail and 

wholesale), Waterford 3, and ANO 1 and 2 has been reduced to reflect a 20 year 

extension in their lives. Neither the depreciation expense nor the decommissioning 

expense for the Grand Gulf unit reflects the extended service life. Consequently, there is 

a serious inconsistency in the data among the Operating Companies, even for the same 

units. This has the effect of shifting excessive nuclear depreciation and 

decommissioning expense to EGS and ELL, thereby overstating their production costs 

J. Kennedy and Associates, Inc. 



20080204-5070 FERC PDF (Unofficial) 02/04/2008 04:45:43 PM

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

Lane Kollen 
Page9 

compared to the other Operating Companies and reducing their receipts from those other 

Companies. 

The ANO 1 and ANO 2 depreciation expense in particular is tmjust and mrreasonable 

because it does not reflect the actual service lives for those tmits. Further, it is not just 

and reasonable to reflect different service lives for nuclear units that all have expected 

service lives of 60 years as the result of 20 year license extensions. 

I recommend that the Commission remedy tllis problem by restating the data for these 

nuclear units on a consistent basis and setting each Company's nuclear depreciation and 

decommissimling expense for equalization purposes to reflect the extended service lives 

for all the nuclear units. 

The following table provides the effects on the rough equalization payments and receipts 

for each of the Operating Companies for each of the preceding issues. It does not 

include the effects of the issues addressed by Louisiana Commission witnesses Mr. 

Stephen Baron and Mr. Pllilip Hayet. 

J. Kennedy and Associates, Inc. 
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Entergy Compliance Filing 
FERC Docket No ER07-956-001 

Summary of LPSC Adjustments Sponsored by Kallen 
(OOO's) 

EAI EGS 

(Payments)/Receipts Filed by ESI on May 29, 2007 (251,731) 120,103 

Restate Account 165 (Prepayments) on ETR-26, 28 Basis (1,644) (1,992) 
Restate Account 190,281,282 (AD IT) on ETR-26, 28 Basis 4,031 7,974 
Restate Account 924 (Prop In sur) on ETR-26, 28 Basis (924) (314) 
Include Splndletop Gas Storage Facility (908) 2,761 
Remove River Bend 30% AD IT (1,320) 4,156 
Remove W3 Capital Lease from Plant Ratios Used to Funct AD IT (216) (447) 
Recognize Extended Service Lives for Nuclear Units (27,078) 16,866 

Cumulative Effect of LPSC Adjustments (28,059) 29,004 

(Payments)/Receipts after LPSC Adjustments (279,790) 149,107 

ELL 

91,051 

3,874 
(1,619) 
1,951 

(1,193) 
(1,839) 

839 
16.417 

18,430 

109,481 

Lane Kollen 
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EMI ENOl 

40,577 

(238) 
(10,386) 

(713) 
(660) 
(997) 
(176) 

(6,205) 

(19,375) 

21,202 

The remainder of my testimony is organized into three additional sections corresponding 

to the categories of issues identified in my summary. 

J. Kennedy and Associates, Inc. 
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1 II. UNAUTHORIZED CHANGES TO METHODOLOGIES IN EXHIBITS ETR-26 

2 ANDETR-28 

3 

4 ESI Improperly Reduced Account 165 Prepayments 

5 

6 Q. Please describe how account 165 prepayments were incorporated in Exhibits ETR-

7 26 and ETR-28. 

8 

9 A. In Exhibits ETR-26 and ETR-28, the total amatmt in accatmt 165 (prepayments) for 

10 each Operating Company was included in the formula used to determine production 

11 costs. As detailed on the supporting Schedule B for Exhibit ETR-26 and Schedule B of 

12 Exhibit ETR-28, the account 165 amatmts were the simple average of the beginning year 

13 and ending year balances as reported on the Form 1 (for the years reflected in ETR-26 

14 and consistent with the Form 1 repmiing for the twelve months ending August 2002 

15 reflected in ETR-28), with adjustment only for EGS to remove the River Bend 30% 

16 portion. Also as detailed on Schedule B, the total account 165 amounts were 

17 functionalized to production using a production plant ratio. 

18 

19 Q. Did ESI make any adjustments to the account 165 amounts reported in the Form 1 

20 and reflected in Exhibits ETR-26 or ETR-28 to remove any amounts or directly 

21 assign any amounts to any function or to otherwise normalize account 165 for any 

22 reason? 

J. Kennedy and Associates, Inc. 
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No, other than the adjustment to remove the River Bend 30% portion that is shown on 

Schedule B of those Exhibits. 

In its May 29, 2007 compliance filing, did ESI use the average ofthe actual account 

165 amounts from the 2005 and 2006 Form 1 filings as required by Exhibits ETR-

26 and ETR-28? 

No. ESI adjusted the account 165 amollllts reported in the 2005 Fonn 1 for EGS, ELL, 

EMI and ENOl. ESI reduced the accotmt 165 amotmts reported in the 2005 Fonn 1 for 

these Operating Companies to remove the effects of a tax net operating loss (''NOL'') 

carryback. ESI claims that these NOL carryback amollllts were due to losses incurred in 

2005 as the result of Hurricanes Katrina and Rita. 

Did ESI make a Section 205 filing to modify the methodologies incorporated in 

ETR-26 and ETR-28 for this adjustment? 

No. In fact, the only "notification" to the parties that it had made such adjustments to 

the accotmt 165 prepayment amounts reported in the Fonn 1s was a footnote contained 

in the compliance filing workpapers. I have replicated a copy of this workpaper as 

Exhibit LC-28. 

J. Kennedy and Associates, Inc. 
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Were these amounts erroneously reported in account 165 for Form 1 reporting 

purposes? 

No. ESI and its outside auditor agreed that the NOL carryback was properly reported in 

account 165 in the Form 1. The Chief Accounting Officer and its outside auditor must 

sign off on the FERC Form 1. At his January 30, 2007 deposition in this proceeding, the 

ESI Chief Accounting Officer, Mr. Theodore Bunting, Jr. affirmed his belief that the 

NOL carryback was reported properly in account 165 in the Fonn 1. The following 

exchange took place during that deposition: 

Q. The decision to book the tax payment as a prepayment in account 
165, did the chief accountant of Entergy agree to that? 

A. You mean a decision to report it? 

Q. To report it on the Form 1, yes. 

A. Yes, he did. 

Q. Did the outside auditors agree with that? 

A. The outside auditors discussion was around 10-K reporting. I 
believe a decision was made, in order to remain consistency between 
the 10-K and Form 1 reporting, to report it as such in the Form 1. 

Q. In other words, the outside auditors were involved in the decision to 
call it a prepayment on the 10-K? 

A. Again, line item is prepayment and other. 

Q. Prepayment and other. Was it not called a prepayment and was it 
called an other? 

A. It was generic. 

J. Kennedy and Associates, Inc. 
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Q. For consistency, it went into prepayments on the Form 1; right? 

A. That's correct. 

ESI now argues that the NOL carryback amount in account 165 should be 

excluded from the account 165 amounts included in the production cost 

computations. Please respond. 

Despite the accuracy ofthe account 165 amounts reported in the Form 1, Mr. Louiselle 

argues that the NOL carryback amounts should be excluded from the production cost 

computations. The first reason cited by Mr. Louiselle was that normally such costs are 

booked to accotmt 190 (ADIT), thus implying that the costs were reported incorrectly in 

account 165 in the Fonn 1s. However, Mr. Louiselle is wrong on this point. Mr. 

Louiselle is not an accountant. As I noted previously, the accountants responsible for 

Fonn 1 reporting, the ESI Chief Accounting Officer and Entergy's outside auditor 

concurred that the NOL canyback amount was reported correctly in accmmt 165. 

h1 addition, it is the Fonn 1 that provides the source data for the fonnula, as the FERC 

detennined when it agreed with ESI that the remedy payments should be delayed until 

after the Form 1 data was publicly available. The Commission should not now allow 

ESI the discretion to selectively adjust the data reported in the Form 1 or on the 

Companies' accounting books. 

J. Kennedy and Associates, Inc. 
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The second reason cited by Mr. Louiselle is that he "recognized that the amount had 

been removed from Account 165 in early 2006." Tins "reason" is irrelevant to whether 

the amounts reported in accotmt 165 at December 31, 2005 should have been adjusted 

by ESI absent authorization from the Commission through a Section 205 filing. The 

ammmts were not "removed" from account 165 to correct an error, as might be inferred 

from Mr. Louiselle's testimony; instead, the amounts were credited to account 165 

because the NOL tax refimd was obtained and there no longer was a receivable on the 

Companies' accmmting books. Tins is the normal accounting treatment for a 

prepayment when it is extinguished upon the receipt of the receivable. In addition, the 

approved methodology requires the use of a simple average of account 165 amounts at 

the beginning and end of the test year, not some average of the amounts in that account 

over the course ofthe year. Thus, the only relevant issue is the balance at December 31, 

2005 and at December 31,2006, not the balances between those two dates. 

The tmrd reason cited by Mr. Louiselle is that ifthe actual balances reported in account 

165 at December 31, 2005 had been used in the computation, "The result would have 

been to increase the bandwidth payment owed by EAI an received by LPSC-

jurisdictional customers." (Louiselle Direct at 51). At best, that is the result, not an 

appropriate rationale for the ESI adjustment. By the same token, ESI's departure from 

the formula improperly reduced the required bandwidth payments owed by EAI to the 

other Operating Companies, not only to the LPSC-jurisdictional customers. ESI's desire 

J. Kennedy and Associates, Inc. 
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to reduce EAI' s payments to the other Operating Companies provides no valid rationale 

for depa1iing from the methodologies approved by the Commission. 

4 ESI Improperly Excluded ADIT Amounts in Accounts 190 and 2 

5 

6 Q. Please describe how the ADIT amounts reflected in accounts 190, 281 and 282 were 

7 incorporated in Exhibits ETR-26 and ETR-28. 

8 

9 A. In Exhibits ETR-26 and ETR-28, the ADIT amounts in these three accmmts were netted 

10 and then functionalized to production based on the ratio of nuclear plant in service to 

11 total plant in service, excluding intangible plant, and on the ratio of other production 

12 plant in service to total plant in service, excluding intangible plant. The ADIT a111ounts 

13 in these accmmts were not adjusted from the Form 1 aJ.Tiotmts used in Exhibit ETR-26 or 

14 comparable aJ.Tiotmts for the twelve months ending August 31, 2002 used in Exhibit 

15 ETR-28, except to exclude SFAS 109 ADIT amotmts and, in some years and for some 

16 of the Companies, to remove the property insurance reserve ADIT amotmts. 

17 

18 Q. In its May 29, 2007 compliance filing, did ESI use the ADIT amounts reflected in 

19 accounts 190, 281 and 282 in the 2006 Form 1 filings, adjusted only to exclude 

20 SFAS 109 ADIT amounts and property insurance reserve ADIT amounts? 

21 

J. Kennedy and Associates, Inc. 
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No. ESI adjusted the amounts in accotmts 190 and 282 to exclude munerous ADIT 

ammmts in addition to those that it excluded in Exhibits ETR-26 and ETR-28. The 

ADIT amounts that ESI excluded in its compliance filing are detailed in the compliance 

filing workpapers numbered 4.1.1 through 4.5 .3, which I have replicated as Exhibit LC-

29. On those workpapers, ESI separated the ADIT amormts into "ratemaking" balances, 

which it used in the computation of production costs for purposes of the compliance 

filing, and "other" balances, which it did not use for tllis purpose. Among the "other" 

ammmts that were excluded are munerous ADIT a.motmts that were included on 

Exhibits ETR-26 and ETR-28, namely, all of the amounts except for the SFAS 109 and 

property insurance reserve ADIT amormts. 

Mr. Louiselle claims that all these "other" ADIT amounts fall within the exclusions 

found in the tariff language. Please respond. 

That claim is incorrect. First, the tarifflanguage was written to implement Opiilion Nos. 

480 and 480-A, consistent with the related compliance orders. Those compliance orders 

required ESI to adhere to the methodologies reflected in Exllibits ETR-26 and ETR-28, 

not to reinterpret those Exhibits in light of the tariff language. 

Mr. Louiselle also is incorrect that many ofthe ADIT amounts excluded by ESI are the 

result of retail ratemaking decisions that result in timing differences. Instead, most of 

the ADIT a.motmts excluded by ESI are required by generally accepted accormting 

J. Kennedy and Associates, Inc. 



20080204-5070 FERC PDF (Unofficial) 02/04/2008 04:45:43 PM

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

Lane Kollen 
Page 18 

principles ("GAAP") due to temporary (book versus tax timing) differences and are not 

specifically the result of ratemaking decisions that result in GAAP versus ratemaking 

timing differences. One such example, with perhaps the largest dollar ADIT amotmts 

for the Companies, is the NOL carryforward ADIT reflected in account 190. These 

amotmts undoubtedly were caused in large part by the costs of Hurricanes Katrina and 

Rita, not GAAP versus ratemaking timing differences. 

h1 addition, Mr. Louiselle is incorrect that ce1iain ADIT amounts are properly excluded 

by ESI because they are not recognized for "FERC cost of service purposes." For 

example, he simply alleges that the minimum pension liabilities ADIT and the SF AS 

106 - Other Retirement Benefits ADIT are not reflected for FERC cost of service 

purposes. He offers no support for tins proposition. The Commission set forth the 

standard in its November 17, 2006 compliance order and ESI has not shown, and indeed, 

cannot show, that the exclusion of these ADIT amounts is consistent with the 

methodologies reflected in Exhibits ETR-26 and ETR-28. 

Mr. Louiselle also claims that ESI's newly-discovered interpretation is consistent with 

its interpretation of the ADIT amounts reflected in the MSS-4 computations and its 

OATT computations. The MSS-4 and OATT computations are irrelevant to the ADIT 

amounts that should be reflected in the production costs inMSS-3. Both theMSS-4 and 

OATT tariffs are the result of settlements, both ofwlllch included specific language that 

precluded the use ofthose settlements as precedent. Additionally, Opinion Nos. 480 and 

J. Kennedy and Associates, Inc. 



20080204-5070 FERC PDF (Unofficial) 02/04/2008 04:45:43 PM

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

Lane Kollen 
Page 19 

480-A and the related compliance orders require adherence to Exhibits ETR-26 and 

ETR-28, not MSS-4 or the OATT. I have attached relevant excerpts ofthe settlements 

in the MSS-4 and OATT dockets as Exhibits LC-30 and LC-31, respectively. 

Contrary to Mr. Louiselle's attempt to create a different standard, the Commission 

adopted a specific standard that it stated it would apply to the MSS-3 production cost 

computations. In its November 17, 2006 compliance order, the Commission stated that 

it would require ESI to use the methodologies reflected in Exhibits ETR-26 and ETR-

28, unless the Commission authorized changes in those methodologies as the result of 

Section 205 or Section 206 filings. ESI has not made a Section 205 filing and should 

not be allowed to mrilaterally change its methodologies. 

13 Finally, Mr. Louiselle claims that adhering to the methodologies set forth in Exlribits 

14 ETR-26 and ETR-28 would increase the payment ofEAI to the "Louisiana-jurisdictional 

15 Operating Companies." (Louiselle Direct at 59). That is the natural result of adhe1ing 

16 to the required methodologies; it is not a basis to depart from them. As with the account 

17 165 prepayments, the fact that ESI and EAI disagree with the result does not justify 

18 mrilateral changes to the approved methodologies. IfESI believes the methodologies 

19 should be changed and can justify those changes as a matter of principle, then it should 

20 make a Section 205 filing and persuade the Commission that it is correct. 

21 
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1 ESI Improperly Changed Its Accounting for Account 924 Expense 

2 

3 Q. Please describe how account 924 expense was reflected in Exhibits ETR-26 and 

4 ETR-28. 

5 

6 A. Accotmt 924 expense was reflected in A&G expense in those Exhibits and was 

7 functionalized to production through the use of a labor ratio using the production labor 

8 incurred directly by the Operating Company divided by the total labor incurred directly 

9 by the Operating Company, excluding the labor recorded in the A&G expense accmmts. 

10 

11 Q. How is the account 924 expense determined normally and what is the relationship 

12 of the account 924 expense to the account 228.1 (accumulated provision for 

13 property insurance)? 

14 

15 A. Historically, the account 924 (property insurance) expense recognized by the Operating 

16 Companies has been the amonnt allowed recovery by its regulators. The account 924 

17 expense is credited to the acconnt 228.1 (accumulated provision for property insurance; 

18 also referred to as the "property insurance reserve"), which has a liability balance if it is 

19 over-recovered and an asset balance if it is under-recovered. Actual storm damage costs 

20 that otherwise would have been expensed to various fi.mctional O&M expense accmmts 

21 when incurred instead are debited to accmmt 228.1 and either reduce the liability 

22 balance or increase the asset balance. In this manner, account 228.1 essentially is self-
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balancing because it tracks recoveries through the account 924 expense amounts against 

actual stmm damage costs that otherwise would have been expensed, but instead were 

deferred. 

When an Operating Company has an asset balance in accotmt 228.1, the Company's 

regulators typically include an amortization of the asset balance, also referred to as a 

"reserve deficiency," in the expense amount that is allowed in the revenue requirement, 

whether this occurs through base rates or through some other surcharge mechanism. 

Historically, the Operating Companies have reflected the expense amotmt in account 

924 because this is the manner in which the asset balance in accotmt 228.1 is reduced in 

accordance with the accotmting requirement of the Commission's Uniform System of 

Accounts ("USOA"). Thus, the account 924 expense acts to ammiize the asset balance 

in accotmt 228.1 and thereby reduce the amounts deferred in account 228.1. 

The Operating Companies used the "normal" accounting to record the actual costs 

incurred as a result of Hurricanes Katrina and Rita by deferring O&M amotmts in 

account 228.1 and capitalizing the capital costs to plant in service, but they failed to use 

account 924 expense to amortize the amounts defetTed in accotmt 228.1. This departure 

from normal accounting is inconsistent with deposition testimony given in Louisiana by 

ESI witness Mr. David Wright (Director, Regulatory Accotmting) taken in Docket No. 

J. Kennedy and Associates, Inc. 



20080204-5070 FERC PDF (Unofficial) 02/04/2008 04:45:43 PM

1 

2 

3 
4 
5 
6 
7 
8 
9 

10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 

Lane Kollen 
Page22 

U-29203 on February 16, 2006.1 Mr. Wright indicated that the stonn damage costs 

would be accmmted for in the "nmmal" fashion in the following exchange: 

Q. 

A. 

A. 

Q. 

A. 

A. 

Well, let's put it this way. The 2005 financials reflect operating 
expenses and return with the deferrals out, right? 

I'm still having a problem with your characterization of "normal 
operations," because the accounting for this - the storm costs and 
the deferral of the storm costs is part of the normal accounting for 
these costs. The capital costs would be charged to CWIP and then 
transferred to plant in service eventually. The storm costs 
associated that would normally be considered to be O&M-type costs 
is charged to the reserve. 

That is the normal accounting for these types of costs. I don't - I 
still don't understand your question as it concerns remove from 
normal- (Tr. at 150-151). 

********* 

Being storm expenses they would not be charged on O&M account­
they would be charged as a debit to the storm reserve account. 

Okay. 

That is the normal accounting for those expend - for those 
expenditures that are not capital related. (Tr. at 152). 

********* 

That's -that's the point I was trying to get to, that the accounting 
that the company's made is part of its normal accounting for storm 
costs. (Tr. at 153). 

1 Louisiana Commission Docket No. U-20923 is styled: "In Re: Joint Application ofEntergy Gulf States, 
Inc. and Entergy Louisiana, LLC for Interim and Permanent Recovery in Rates of Costs Related to HuJTicanes 
Katrina and Rita." EGS and ELL were authorized intermirn recovery of storm damage costs, including the expense 
amounts defeJTed in account 228.1, capital amounts reflected in plant accounts and a canying charge on 
unrecovered costs. 
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Once the Louisiana Commission authorized EGS and ELL in Docket No. U-29203 

to recover the Katrina and Rita storm damage costs in addition to the amounts 

already reflected in base rates and recorded in account 924, did EGS and ELL 

change their accounting and include the additional expense necessary to match the 

additional recovery in an account other than account 924? 

Yes. EGS and ELL changed their accotmting to record the additional expense 

associated with the recoveries of the Hurricanes Katrina and Rita costs deferred in 

account 228.1. The Companies recorded the additional expense in accotmt 407.3 

(regulatory debits) rather than in account 924, despite the fact that nearly half the 

recovery for each Company was due to an amortization of the large asset balances in 

account 228.1. The remainder of the amount recorded in account 407.3 necessary to 

match the revenue recovery was to depreciate the amounts that were capitalized into the 

plant accounts and should have been booked to account 403 (depreciation expense). 

The amounts debited to 407.3 (regulatory debits) were accumulated by the Companies as 

a regulatory liability in account 254 (other regulatory liabilities). 

What was the effect of this change in accounting by EGS and ELL on the 

production costs? 

This change in accotmting had the effect of reducing the EGS and ELL production costs 

because the amotmts representing the amortization ofthe asset balances in accotmt 228.1 

J. Kennedy and Associates, Inc. 
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were not recorded in account 924 as they should have been. h1 other words, by changing 

their "normal" accounting for storm damage costs, ESI was able to change the input data 

into the production cost fonnulas and thereby remove these costs from the EGS and ELL 

production costs. This unauthorized change in accounting and the data used for the 

production cost fonnulas is no different than ifESI had changed the formulas without 

authorization. The result is the same. 

In your experience, is the EGS and ELL accounting for the Katrina and Rita storm 

damage costs highly unusual? 

Yes. In more than thirty years of experience in representing ratepayer and utility 

interests, including many years as an employee of an electric and gas utility, I have never 

seen any utility create a regulatory liability for the cumulative amount of storm damage 

recovery instead of reducing account 228.1 through the account 924 expense and 

recognizing the depreciation expense on capitalized plant amounts in account 403. 

Is the EGS and ELL accounting for the Katrina and Rita storm damage costs 

consistent with the FERC USOA? 

No. The EGS and ELL accounting for these storm damage costs circumvents the 

specific accom1ting for such costs established by the Commission in the USOA. I have 

J. Kennedy and Associates, Inc. 
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included a copy of the FERC USOA instructions for accotmts 407.3 and 254 as Exhibit 

LC-32 for reference purposes. 

First, pursuant to tllis new accmmting, the deferred ammmts in accotmt 228.1 never will 

be reduced through accmmt 924 expense even if the entire asset balance is recovered 

from Louisiana ratepayers. That is an absurd result. h1 his deposition taken in this 

proceeding on January 30, 2007, the ESI Chief Accounting Officer agreed that the asset 

balance due to these hurricanes never will be reduced under tllis new accounting. The 

following exchange took place in that deposition: 

Q. 

A. 

Q. 

A. 

At the end of 2006. In other words, for the fact that the LPSC for 
nine months of 2006 let you start collecting those costs, you still 
stated 228.1 as if you hadn't recovered $1 of storm damage costs; 
true? 

228.1 was not reduced by the interim credits. It's established in a 
regulatory liability. 

The answer to my question is yes; right? You didn't reduce it $1 for 
the fact you were allowed to recover in 2006? 

228.1 was not journalized with the recoveries. 

h1 fact, given tllis change in accounting, the only way in which the asset balance in 

account 228.1 will be reduced is if EGS and ELL debit the account 254 regulatory 

liability and then credit accmmt 228.1 at some time in the future. Assuming that tills 

accounting "reclassification" is done at some time in the future, these two Companies 

never will record the storm damage expense to accotmt 924 as they should have. In 

other words, ESI will have successfully circumvented the accmmting specified in the 

J. Kennedy and Associates, Inc. 
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USOA for these storm damage costs tmless the Commission directs EGS and ELL to 

conect their accotmting, at least for purposes of the rough production equalization 

computations. 

Second, and in addition to the deviation fl.-om the historic EGS and ELL accotmting for 

storm damage costs, is the fact that the accounting change does not conform to the 

requirements of the FERC USOA. Although it is unusual for utilities to stray from the 

USOA requirements, ESI has a recent history of changing its accotmting and 

circumventing the requirements of the FERC USOA for costs that are included in the 

production cost computations used to quantify rough equalization payments and 

receipts. As a result, the Commission directed ESI retroactively to abandon its 

accounting change, to conform the EGS and ELL accounting to the requirements of the 

FERC USOA, and to re:file the EGS and ELL 2006 Form 1s to reflect the conect 

accotmting. I have replicated a copy of the Commission's Order in Docket No. ER07-

684-000 as Exhibit LC-33. 

Contrary to ESI' s use of tins unusual accounting for storm damage costs, the FERC 

USOA does not allow EGS and ELL to create a regulatory liability in lieu of directly 

amortizing the asset balance in account 228.1 through the account 924 expense. 

Fundamentally, this accounting fails the requirements ofthe USOA because there is no 

regulatory liability to ratepayers; instead, there is an ammiization of the amotmts 

defened in account 228.1. The amotmts defened by EGS and ELL in account 254 (other 

J. Kennedy and Associates, Inc. 
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regulatory liabilities) do not qualify for that account. The USOA states that accotmt 254 

is to be used as follows: 

A. This account shall include the amounts of regulatory liabilities, not 
includible in other accounts, imposed on the utility by the ratemaking 
actions of regulatory agencies. 

B. The amounts included in this account are to be established by those 
credits which would have been included in net income determinations in the 
current period under the requirements of the Uniform System of Accounts 
but for it being probable that: 1) such items will be included in a different 
period{s) for purposes of developing the rates that the utility is authorized 
to charge for its utility services; or 2) refunds to customers, not provided for 
in other accounts, will be required. 

The EGS and ELL accounting fails the first tests specified by the Commission before 

costs may be included in account 254. Specifically, there was no obligation imposed on 

EGS and ELL by the Louisiana Commission. Further, the amortization of the asset 

balance in accOtmt 228.1 not only was "includible in other accounts," it was properly 

includible and was historically included in account 924, which would have reduced the 

asset balance in account 228 .1. 

In addition, the USOA states that account 254 is to be used for timing differences, not 

simply as an altemative to account 924 or any other expense accOtmt in accordance with 

the USOA. Thus, the EGS and ELL accotmting fails the additional test specified by the 

Commission to include costs in this account. Specifically, there is no timing difference 

that requires the use of account 254 or the recording of the expense in account 407.3 

J. Kennedy and Associates, Inc. 
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instead of in accmmt 924. h1 addition, it is not "probable" that re:fimds to customers will 

be "required." 

Mr. Louiselle claims in his Mfidavit in this proceeding that the regulator must 

specify that the expense be recorded in account 924 in order for the utility to use 

that account. Is that correct? 

No. Mr. Louiselle offers no authority for this incorrect statement in his Affidavit, one 

that he did not repeat in his Direct Testimony. The USOA does not impose this 

requirement on the accmmt and as a practical matter, in my experience, neither do the 

retail regulators or the Commission. As noted previously, I have replicated the accmmt 

924 description and requirements specified in the USOA as Exhibit LC-32. 

Please summarize your conclusions regarding the EGS and ELL accounting for the 

recovery of asset balances in account 228.1 through account 407.3 instead of 

through account 924. 

The Commission should reject these ESI accounting shenanigans and direct ESI to 

cmTect its compliance filing. The change in EGS and ELL storm damage accounting 

results in an unauthorized reduction in EGS and ELL production costs for equalization 

purposes. The change is inconsistent with the data used in Exhibits ETR-26 and ETR-

28. The change is inconsistent with the historic and "normal" storm damage accmmting 

J. Kennedy and Associates, Inc. 
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used by EGS and ELL, and which they continue to use for their stonn damage costs 

other than Hurricanes Katrina and Rita. The change is inconsistent with the 

requirements of the PERC USOA. 

J. Kennedy and Associates, Inc. 
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3 ESI Failed to Include the Spindletop Storage Facility Costs 

4 

5 Q. Please describe the Spindletop Storage facility production costs. 

6 

7 A. The Spindletop Storage facility consists of a leeched salt storage cavern and the related 

8 natural gas pipelines and equipment located in Sabine, Texas. This natural gas storage 

9 facility is used as a physical hedge for reliability and pricing purposes and supplies the 

10 EGS Sabine and other EGS gas generating units. 

11 

12 Q. How were the Spindletop Storage facility capital costs accounted for on EGS' 

13 accounting books? 

14 

15 A. The Spindletop Storage facility capital costs are included in accmmt 182.3 regulatory 

16 assets and the ammiization expense is included in account 407.3 regulatory debits. 

17 

18 Q. Why are the Spindletop Storage facility capital costs accounted for on EGS' 

19 accounting books in this manner instead of being included in the plant accounts 

20 and in depreciation expense? 

21 

J. Kennedy and Associates, Inc. 



20080204-5070 FERC PDF (Unofficial) 02/04/2008 04:45:43 PM

1 A. 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

Lane Kollen 
Page 31 

This accotmting was the result ofhistmic circumstances. For various reasons and prior 

to its merger with Entergy, Gulf States Utilities, h1c.("GSU"), the predecessor to EGS, 

entered into a contract with a third party to finance and build the Spindletop Storage 

cavern and related facilities. The contract required GSU to pay off the capital costs of 

the facility through an identifiable component ofthe btmdled gas transportation rate over 

an accelerated time period compared to the useful life ofthe facility. Once the capital 

costs were fully paid, this component of the transportation rate dropped to $0 and GSU 

could exercise its right to purchase the facility for $1, which it has since done. 

Due to the stmcture of the transaction, GSU initially expensed these amotmts to account 

501 fuel and commenced recovering these capital costs through its retail fuel adjustment 

clause. However, once it identified these costs, the Louisiana Commission directed 

GSU to refund and defer these amounts and then to amortize the deferred amounts over 

the 40 year life of the facilities in the same manner as if GSU had financed and built the 

facility itself. 

The Louisiana Commission's decision adopted the proper ratemaking for these costs by 

including the capital costs in rate base and then allocating the capital costs over the 

expected service life of the facility, rather than allowing EGS to expense these capital 

costs over a much shorter period. ill this manner, the Louisiana Commission required 

that the ratemaking conform with the nature of the physical asset and the use of that 

J. Kennedy and Associates, Inc. 
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asset over a 40 year period rather than the terms ofthe contract specifying the payoff of 

a sholi term loan for that physical facility. 

Are the Spindletop Storage facility costs production costs? 

Yes. There is no doubt about that. These costs are similar to the Waterford 3 

capitalized lease, which although not included in the plant accotmts for accotmting 

purposes, neveliheless is included in the compliance filing as if it were a plant cost. In 

addition, now that the separation ofEGS into EGS-Texas, Inc. and EGS-Louisiana, LLC 

occurred on December 31, 2007, EGS-Louisiana incurs its share of the Spindletop 

Storage facility costs pursuant to MSS-4 and records this cost in account 555 purchased 

power expense. 

Given that the EGS-Louisiana, LLC costs of this facility will be included in its 

production costs commencing in 2008 with no further Commission action, why 

should the Commission address this issue in this proceeding? 

The Commission should address this issue because it also was a production cost in 2006 

and 2007. Ifthe Commission allows ESI to "correct" data or methodologies retroactive 

to the 2006 test year in this proceeding, then it also should "correct" data or 

methodologies retroactive to the 2006 test year identified by other parties as a matter of 

consistency and equity. 

J. Kennedy and Associates, Inc. 
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1 ESI Failed to Exclude the River Bend 30% Unregulated ADIT 

2 

3 Q. Please describe how the EGS River Bend 30% costs were incorporated in Exhibits 

4 ETR-26 and ETR-28. 

5 

6 A. The River Bend 30% plant in service costs are recorded on EGS' accotmting books in 

7 account 121 nonutility property and the accumulated depreciation is recorded in account 

8 122 accumulated provision for depreciation and amortization of non utility property. The 

9 River Bend 30% is considered to be unregulated capacity for EGS, but is sold in its 

10 entirety by EGS to ELL and ENOL EGS recovers the costs of the River Bend 30% from 

11 ELL and ENOl pursuant to the MSS-4 tariff. As such, none of the River Bend 30% 

12 costs should be included in the production costs reflected in Exhibits ETR-26 and ETR-

13 28. 

14 

15 Unlike the River Bend 30% plant in service and accumulated depreciation, the River 

16 Bend 30% nuclear depreciation ADIT is reflected in account 282 along with the other 

17 regulated River Bend 70% and was allocated in part to the production function, along 

18 with all other ADIT amounts in that account, as I previously described, through the 

19 nuclear production plant ratio. 

20 

21 Q. Should any amount ofthe River Bend 30% nuclear depreciation ADIT be allocated 

22 to EGS' production costs? 

J. Kennedy and Associates, Inc. 
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No. This obviously is an eiTor. In retail rate filings before the Louisiana Commission, 

EGS was careful to remove the River Bend 30% ADIT from the rate base computation. 

In addition, a careful review of Exhibits ETR-26 and ETR-28, specifically, Schedules B, 

E, G and I show that ESI removed the River Bend 30% amounts from account 165 

prepayments, accotmt 154 plant materials and operating supplies, production plant 

allocations of intangible and general plant, A&G expenses and other taxes expense. 

9 ESI Used Waterford 3 Capitalized Lease to Functionalize ADIT to Production 

10 

11 Q. In its Section 205 filing to include the Waterford 3 capitalized lease in the 

12 production cost equalization formulas consistent with Exhibits ETR-26 and ETR-

13 28, did ESI introduce an error in the allocation of ADIT amounts to the production 

14 function? 

15 

16 A. Yes. The terms variable production rate base ("VPRB") and fixed production rate base 

17 ("FPRB") are computed in part by subtracting an allocation of ADIT amounts. The 

18 allocations to VPRB and FPRB are the nuclear production plant ratio (''NPPR"), 

19 computed by dividing nuclear production plant in service (''NPP") by electric plant in 

20 service (''PXI"), and the production plant excluding nuclear ratio (''PPRXN"), computed 

21 by dividing production plant in service less nuclear production plant in service 

22 ("PPXN") by PXI. The NPP and PXI terms include the Waterford 3 capitalized lease. 
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The problem is that none of the nuclear depreciation ADIT ammmts are related to the 

Waterford 3 capitalized lease. The lessor, not ELL, owns the portion of the Waterford 3 

unit subject to the lease. ELL does not depreciate the leased portion for income tax 

purposes. Thus, there is no nuclear depreciation ADIT ammmts in account 282 and 

none of the amounts actually in account 282 should be allocated to production based on 

the capitalized lease. 

How should this error be corrected? 

The Waterford 3 capitalized lease amount should be removed from the computations of 

NPPR and PPRXN. 

J. Kennedy and Associates, Inc. 
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IV. NUCLEAR UNIT DEPRECIATION AND DECOMMISSIONING 

Please describe the nuclear depreciation and decommissioning reflected in Exhibits 

ETR-26 and ETR-28. 

Those Exhibits reflect nuclear depreciation and decommissioning expense for all nuclear 

units owned or subject to the Unit Power and Sale Agreement ("UPSA") with SERI on a 

consistent 40 year life based on the operating license periods approved by the NRC at 

that time. The depreciation and decommissioning expense for River Bend, Waterford 3 

and the ANO 1 and 2 units for EGS, ELL, and EAI, respectively are shown on Schedule 

E as nuclear "depreciation." The nuclear depreciation and decommissioning expense for 

Grand Gulf was reflected on Schedule F as "purchased power." 

Please describe the changes in the service lives of the nuclear units that have 

occurred since Exhibits ETR-26 and ETR-28 were filed in Docket No. ELOl-88-

000. 

The expected service lives have been or are expected to be extended for all five of the 

nuclear units to reflect a 20 year extension in each unit's operating license. The NRC 

has approved 20 year extensions in the operating licenses for the ANO 1 and ANO 2 

units. fu addition, ESI expects to make similar filings with the NRC for Grand Gulf in 

January 2010, River Bend in January 2011 and Waterford 3 in August 2011. I have 

J. Kennedy and Associates, Inc. 
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replicated the ESI response to LPSC-3-7 that provides the expected NRC filing dates as 

Exhibit LC-34. 

Please describe how these changes in the service lives of the nuclear units have 

been reflected for ratemaking purposes. 

The Arkansas Commission has reflected the 20 year life extensions of the ANO 1 and 

ANO 2 units in decommissioning expense, but not in depreciation expense. On August 

15, 2006, EAI filed for a base rate increase, primarily to recover its costs associated with 

Opinion Nos. 480 and 480-A and more than a year after ESI had obtained NRC approval 

extending the operating licenses ofthe two units. In Arkansas Commission Docket No. 

06-101-U, EAI proposed a reduction in its decommissioning expense to $0. However, it 

proposed no change to its existing "approved" depreciation rates for the two nuclear 

units. The Arkansas Commission concurred with tllis approach. 

The Louisiana Commission has reflected the expected 20 year life extensions of the 

River Bend and Waterford 3 nuclear units in both decommissioning expense and 

depreciation expense. The Texas Commission has not reflected the 20 year life 

extension of River Bend. 

J. Kennedy and Associates, Inc. 
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Has there been any change in the Grand Gulf decommissioning and depreciation 

expense charged to the Operating Companies, other than EGS, through the SERI 

UPSA? 

No. SERI has not sought a change in its depreciation rates and expense or m 

decommissioning expense from the Commission. Consequently, the Grand Gulf 

purchased power expenses incurred by the Operating Companies reflect the original40 

year operating license and service life. 

Has there been any change in the decommissioning and depreciation expense 

charged to ELL and ENOl for the River Bend 30% that these Operating 

Companies purchase from EGS? 

Yes. The River Bend 30% decommissioning and depreciation expense reflects the 20 

year life extension. 

Please describe how ESI reflected the depreciation and decommissioning expenses 

for the nuclear units in the compliance filing using the 2006 test year. 

ESI used the amounts recorded by each of the Operating Companies and made no 

attempt to use consistent lives as it did when it developed Exhibits ETR-26 and ETR-28. 

J. Kennedy and Associates, Inc. 
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What effects do these inconsistencies in depreciation expense and decommissioning 

expense have on the rough equalization payments and receipts among the 

Operating Companies? 

The inconsistencies generally reduce EAI's payments to the other Operating Companies. 

EAI' s costs for ANO 1 and ANO 2 depreciation expense are excessive and the amounts 

incuned by the other Operating Companies purchasing ANO 1 and ANO 2 capacity and 

energy also are excessive because the MSS-4 charges reflect depreciation expense based 

on the original 40 year lives of those lmits. 

Should the nuclear depreciation and decommissioning expense for all the nuclear 

units reflect their expected service lives? 

Yes. This is a requirement of generally accepted accounting principles ("GAAP"). The 

definition of depreciation expense requires the "systematic and rational" allocation of 

plant costs over the "estimated useful life of the unit," not over some outdated or 

arbitrary period. The GAAP requirement is found in ARB No. 43 paragraph 5 as 

follows: 

The cost of a productive facility is one of the costs of the services it renders 
during its useful economic life. Generally accepted accounting principles 
require that this cost be spread over the expected useful life of the facility in 
such a way as to allocate it as equitably as possible to the periods during 
which services are obtained from the use of the facility. This procedure is 
known as depreciation accounting, a system of accounting which aims to 
distribute the cost or other basic value oftangible capital assets, less salvage 

J. Kennedy and Associates, Inc. 
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(if any), over the estimated nsefullife of the unite (which may be a group of 
assets) in a systematic and rational manner. It is a process of allocation, not 
of valuation. 

In your opinion, does the failure of EAI, with the concurrence of the Arkansas 

Commission, to accurately reflect the "estimated useful life of the unit[s]" in its 

recent retail rate proceeding, result in unjust and unreasonable depreciation 

expense on the ANO 1 and ANO 2 units? 

Yes. The Commission should not countenance the apparent attempt by ESI and EAI, 

with the concurrence of the Arkansas Commission, to circumvent the methodologies 

employed in Exhibits ETR-26 and ETR-28 by failing to use the expected service lives 

for the ANO 1 and ANO 2 depreciation rates and expense while recognizing those same 

lives for decommissioning expense on those units. 

Should the Commission resolve these inconsistencies in depreciation expense and 

decommissioning expense among the nuclear units and even among the same units 

by substituting the expected service lives for all units for purposes of the 

production costs used for rough equalization? 

Yes. The Commission should use the same expected service lives for all the nuclear 

units. Only this Commission can ensure that there is consistency in the lives of all the 

nuclear units among all the jurisdictions for both depreciation and decommissioning 

J. Kennedy and Associates, Inc. 
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expense as well as for the purchased power expense incuned through MSS-4 and also 

reflected in the production costs used for rough equalization. Only tlris Commission can 

ensure that one retail Commission, such as the Arkansas Commission with the ANO 1 

and ANO 2 depreciation expense, does not export excessive costs to the other Operating 

Compmries by maintaliring an accelerated schedule of depreciation expense so that costs 

m·e recovered 20 years before the units are retired from service. Only this Commission 

has tl1e wholesale ratemaking authority to modify the Grand Gulf depreciation and 

decommissionillg expense charged by SERI to the Operating Companies. 

Does the MSS-3 tariff explicitly recognize that the Commission has the authority to 

override the depreciation expense and decommissioning expense established by the 

retail regulators? 

Yes. The nuclear depreciation a11d decommissioning expense is reflected in the term 

''NDE" in the MSS-3 tariff production cost formulas. The term NDE is described in the 

MSS-3 tariff as follows: 

Nuclear Depreciation and Amortization Expense associated with (NPP) as 
recorded in Accounts 403 and 404 and Decommissioning Expense, as 
approved by Retail Regulators, unless the jurisdiction for determining the 
depreciation and/or decommissioning rate is vested in the FERC under 
otherwise applicable law. 

In addition, the accumulated depreciation is reflected in the te1m "NAD" in the MSS-3 

production cost formulas, wlrich must be taken into consideration along with the 

J. Kennedy and Associates, Inc. 
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depreciation expense because accumulated depreciation is the result of depreciation 

expnese. The te1m NAD is described in the MSS-3 tariff as follows: 

Nuclear Accumulated Provision for Depreciation and Amortization 
excluding ARO associated with NPP above, as recorded in FERC Accounts 
108 and 111 (consistent with the accounting relating to Statement of 
Financial Standards (SFAS) 143 approved by the retail regulator having 
jurisdiction over the Company, unless the FERC determines otherwise). 

The Commission has jurisdiction over the Grand Gulf depreciation and 

decommissioning expense and the amom1ts charged pursuant to MSS-4 from EAI to the 

other Operating Companies for the ANO 1 and ANO 2 units and from EGS to ELL and 

ENOl for the River Bend 30%. In addition, I am advised by Counsel to the Louisiana 

Commission that the Commission has jurisdiction over all depreciation expense and 

decommissioning expense on the nuclear units pursuant to its jurisdiction over the 

System Agreement and more specifically, the computations of production costs used for 

rough equalization purposes. Further, I am advised by Counsel to the Louisiana 

Commission that the Commission has jurisdiction over all costs reported in the Fonn 

1 and that they must be in accordance with the requirements ofthe Commission's USOA 

and that if those costs are used for ratemaking purposes, they are required to be prudent 

and just and reasonable. 

How should the Commission proceed on the decommissioning and depreciation 

expense for the nuclear units? 

J. Kennedy and Associates, Inc. 
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The Cmmnission should ensure that the decmmnissioning and depreciation expense 

reflects the expected service lives of all the units in a consistent manner and as reflected 

in Exhibits ETR-26 and ETR-28. The Commission should set all decommissioning 

expense to $0, which affects only the pmchased power expense incurred by the 

Operating Companies for Grand Gulf. The Cmmnission should set all depreciation 

expense to reflect the 20 year license and service life extensions, which affects the ANO 

1 and ANO 2 units and the MSS-4 purchased power expense by the other Operating 

Companies for their purchases from those mrits, the River Bend Texas retail jurisdiction, 

and the Grand Gulf units through the purchased power expense incurred by the 

Operating Companies for that unit. 

Have you quantified the effects of using the expected service lives in a consistent 

manner for all the nuclear units? 

Yes. These amounts should be considered estimates. ESI was requested to provide 

these quantifications in LPSC-5-5 through 5-9. ESI objected and the Louisiana 

Commission filed a Motion to Compel. The presiding judge mled for the Louisiana 

Commission; however, ESI did not provide the requested amounts in sufficient time to 

incorporate those quantifications in this testimony. As such, it may be necessary to 

update my quantifications at a later date. 

J. Kennedy and Associates, Inc. 
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My quantifications include the EAI costs for ANO 1 and ANO 2 for the capacity that it 

has not sold to the other Operating Companies and the effects on the purchased power 

expense of the other Operating Companies as well as the River Bend Texas retail 

portion and the effects on the purchased power expense ofthe Operating Companies of 

Grand Gulf. My quantifications are summarized on Exhibit LC-35. 

Does this complete your testimony? 

9 A. Yes. 

J. Kennedy and Associates, Inc. 
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