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BACKGROUND AND INTRODUCTION 

PLEASE STATE YOUR NAME AND BUSINESS ADDRESS. 

My name is Thomas D. Crowley. My business address is 1501 Duke 

Street, Suite 200, Alexandria, VA 2231 4-3449. 

BY WHOM ARE YOU EMPLOYED AND IN WHAT CAPACITY? 

I am an economist and President of L. E. Peabody & Associates, Inc., an 

economic consulting firm that specializes in fuel procurement, fuel 

management and fuel transportation matters. 

ARE YOU THE SAME THOMAS D. CROWLEY THAT SUBMITTED 

REBUITAL TESTIMONY ON BEHALF OF EMTERGY ARKANSAS, INC. 

IN THIS PROCEEDING ON MARCH 15,2006? 

Yes, I am. A copy of my credentials was included with my March 15, 2006 

rebuttal testimony. 

ON WHOSE BEHALF ARE YOU OFFERING THIS SUPPLEMENTAL 

TESTIMONY? 

I am submitting this supplemental testimony to the Arkansas Public 

Service Commission (“APSC“ or the “Commission”) on behalf of Entergy 

Arkansas, Inc. (“EAI* or the “Company”). 

WHAT IS THE PURPOSE OF YOUR SUPPLEMENTAL TESTIMONY? 
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A. EA1 requested that I provide supplemental testimony on two issues 

relating to the matters that have been under review by the Commission in 

this proceeding. First, I will address EAl’s inventory levels during the 

relevant review period. Second, I will explain the economic analysis and 

risk analysis that I conducted to assign a value to the settlement that EA1 

and Entergy Services, Inc. (“ESI’) recently reached with the Union Pacific 

Railroad Company (‘UP’) in connection with its litigation of service-related 

disputes in Entergy Arkansas Inc. and Entergy Services, Inc. v. Union 

Pacific Railroad Company, Case No. CV2006-2711 (Circuit Court of 

Pulaski County, Arkansas) (the “Court Case”). 

Q. BEFORE TURNING TO THESE ISSUES, PLEASE EXPLAIN YOUR 

ROLE IN CONNECTION WITH THE UP LITIGATION. 

I was one of the expert witnesses who provided support to EA1 and ESI in 

that litigation. In that role, I prepared expert reports and provided 

deposition testimony relating to a variety of issues including calculation of 

delivery shortfalls, transportation logistics, and mal inventory practices. 

A. 

- 3 -  



Entergy Arkansas, Inc. 
Supplemental Testimony of Thomas D. Crowley 
Docket No. 06-055-U and Docket No. 05-1 16-U 

1 II. 

2 Q. 

3 

4 A. 

5 

6 Q. 

7 

8 

9 A. 

10 

1 i  Q. 

12 

13 A. 

14 

15 

16 

17 

18 

19 Q. 

€AI'S INVENTORY PRACTICES 

ARE YOU FAMILIAR WITH THE COMMISSION'S ORDER NO. 14 

ISSUED JANUARY 16,2007 IN THIS PROCEEDING? 

Yes. 

HAVE YOU REVIEWED THE COMMISSION'S FINDING THAT "THE 

COMPANY'S FAILURE TO MAINTAIN A 45-DAY COAL SUPPLY GOING 

INTO THE SUMMER OF 2005 WAS IMPRUDENT. . .?"I 

Yes. 

IN THE COURSE OF YOUR WORK IN THE UP LITIGATION DID YOU 

REVIEW THE FACTUAL BASIS FOR THE COMMISSION'S FINDINGS? 

Yes, I did. Not surprisingly, UP's expert on coal inventory seized upon 

the Commission's finding with regard to the 45-days and attempted to use 

this finding to limit UP's responsibility for the increased costs that EA1 

experienced in 2005 and 2006 as a result of UP's inadequate coal 

transportation service. 

DID YOU DISCOVER A FLAW IN THE COMMISSION'S FINDtNGS? 

Docket No. 05-1 16-U, Order No. 14 and Docket No. 06-055-U, Order No. 10 (ihe 'Orders") at 1 

26. 
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A. Yes. I determined that the burn rates used by the Commission in reaching 

its conclusions in the Orders were not the same as the burn rates that 

were used in initially establishing the 45-day standard. 

Q. PLEASE EXPLAIN. 

A. The 45-day standard that the Commission relied upon was established in 

a proceeding in 1996 relating to the Company’s application to revise its 

rates to its retail customers in Docket No. 96-3604. The 45-day inventory 

number represented the amount of inventory that EA1 was allowed to 

include in its rate base for cost of service determination. Upon my review 

of the record of that case, I determined that in developing the amount of 

mal inventory to allow in EAl’s rate base in Docket No. 96-3604, the 

APSC Staff relied upon the average daily burn at EAl’s coal plants, White 

Bluff and Independence Steam Electric Stations (“White Bluff“ and “ISES 

respectively). This fact was confirmed by the following testimony of APSC 

witness Richard McDoweil: 

In response to a Staff Interrogatory, APSC-198, the 

Company provided the average daily burn amounts which 

were required to fire each of the plants. I calculated the 

appropriate amounts of inventory at each location necessary 

to fuel the plants for forty-five days, a generally accepted 
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number of days for funding working capital, and reduced 

each respective balance to that level? 

A copy of Mr. McDowell’s pertinent testimony is attached hereto as EAI 
Exhibit TDC-5. In other words, the 45-day standard adopted by the APSC 

in 1997 was designed to allow EA1 to include in its rate base inventory 

levels based upon average daily fuel consumption at White Bluff and 

ISES, EAl’s coal generating stations. 

HOW DO THE AVERAGE BURN RATES USED IN 1996 COMPARE TO 

THE BURN RATES USED BY THE COMMISSION TO EVALUATE EAI’S 

INVENTORY LEVELS GOING INTO 2005? 

The average burn rates that were used in 1996 are significantly below the 

burn rates that EA1 uses in its current policy. As reflected in EA1 Exhibit 

TDC-6, the combined average daily burn during the 1995 test-year for the 

two Arkansas coal plants that was recommended by the Staff and 

ultimately reflected in a cost of service study approved by the APSC in 

1997 totaled 33,118 tons. Based on the average daily consumption during 

the 1995 test-year, the 45-day target inventory level authorized by the 

APSC equates to 1.49 million tons of coal. 

In considering EAl’s inventory levels going into 2005, the 

In my Commission reviewed EAt’s then-current inventory practices. 

* Docket No, 96-360-U, Prepared Testimony of G. Richard McDowell at 6. 
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Q. 

A. 

Q. 

A. 

review of these practices in the UP litigation, I determined that the burn 

rates used for setting target inventory levels in the period reviewed by the 

Commission in this proceeding was 20,000 tons per day at both White 

Bluff and ISES. This produces an assumed burn rate of 40,000 tons per 

day for both plants, or roughly 7,000 tons per day more burn. Based on 

this data, the Commission concluded that 45-days of inventory equated to 

1.8 million tons. 

DID THE COMMISSION'S USE OF DIFFERENT BURN RATES IN ITS 

ANALYSIS IN 2007 THAT DIFFERED FROM THE BURN RATES USED 

IN DOCKET NO. 96-3604 TO ESTABLISH THE 45-DAY STANDARD 

IMPACT THE COMMISSION'S FINDINGS? 

Yes, I believe that the use of two different burn rates resulted in a 

disconnect that led to the erroneous conclusion that €AI had not 

maintained a 45-day coal supply going into 2005. 

PLEASE EXPLAIN THE DISCONNECT? 

When the consistent daily burn rates of 33,118 tons per day are used to 

evaluate whether EA1 had maintained a 45-day coal supply, the analysis 

shows that EA1 was at or above the 45-day standard in most years. As I 

show in EA[ Exhibit TDC-7, when the correct burn rates of 33,118 tons per 

day are used, EA1 was above the 45day benchmark in three of the five 

years that I studied and had an overall average of 44-days of inventory for 

-7- 



Entergy Arkansas, Inc. 
Supplemental Testimony of Thomas 0. Crowley 
Docket No. 06455-U and Docket No. 05-1 16-U 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

Q. 

A. 

Q. 

the two coat generating stations combined. This one-day deviation from 

the 45day mark is easily explained given UPS delivery shortfalls that EA1 

was attempting to deal with and reflects the efforts that EA1 had employed 

to manage its stockpile in a manner that would minimize the railroad- 

related disruptions. I have reviewed these shortfalls and calculated that 

the difference between what EA1 declared in the years 2000-2004 

exceeded UP’S deliveries by approximately 400,000 tons, as shown in 

Highly Sensitive EA1 Exhibit TDC-8. This equates to 10.9 days of coal 

inventory at the two Arkansas coal plants. Accordingly, it is clear that the 

minor deviation from the 45-day target was attributable to the UP 

shortfalls. 

BEFORE MAY 2005 WHEN UP CLAIMED A FORCE MAJEURE EVENT 

RELATED TO THE DERAILMENTS IN THE POWDER RIVER BASIN 

(“PRB), WHAT WERE THE INVENTORY LEVELS FOR EAI? 

Based on EAl’s response to question APSC 1-9, Addendum 1 in Docket 

No. 05-1 164,  provided as Highly Sensitive EA1 Exhibit TDC-9, for April 

2005 the inventory level equated 656,230 tons at White Bluff and 906,039 

tons at ISES. In total, the April 2005 inventory equaled 1,562,269 tons. 

HOW MANY DAYS OF COAL INVENTORY DID EA1 HAVE ON HAND, 

BASED ON THE MAXIMUM POTENTIAL BURN RATE? 

- a -  
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Q. 

A. 

Q. 

A. 

Q. 

A. 

If the maximum potential burn rate of 43,000 tons per day is utilized, the  

April 2005 inventory equated to 36 days. (1,562,269 tons divided by 

43,000 tons per day). 

HOW MANY DAYS OF COAL INVENTORY DID EA1 HAVE IN HAND, 

BASED ON THE AVERAGE DAILY BURN? 

The average daily burn from the 1995 study year equaled 33,118 tons per 

day. Based on this average daily burn rate, EAl’s April 2005 inventory 

equated to 47 days (I ,562,269 tons divided by 33,l I 8  tons per day). 

BASED ON THE ABOVE INVENTORY CALCULATIONS, DID EA1 HAVE 

AN INVENTORY SHORTFALL IN APRIL 2005 PRIOR TO UP CLAIMING 

A FORCE MAJEURE EVENT? 

No. Based on the average daily burn utilized to set the 45 day inventory 

target, EA1 did not have an inventory deficit in April 2005 prior to UP’S 

claim of Force Majeure. 

IN YOUR OPINION, DID EA1 MAINTAIN A 45-DAY COAL SUPPLY 

GOING INTO 2005? 

Yes, it did. Based on the information that I have reviewed it is clear that 

EA1 maintained its inventory in a manner that was consistent with 

Commission targets when the proper burn rate assumptions are utilized. 
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Q. IN YOUR OPINION, WHAT IS THE APPROPRIATE BURN RATE TO 

USE IN EVALUATING EAI’S COAL INVENTORY LEVEL? 

A. To the extent the Commission’s review related to whether EA1 was 

complying with the 45-day standard, the proper burn rate for the analysis 

would have been the average burn rate. The fact that EA1 was using a 

higher burn rate assumption for its internal inventory policy does not 

contradict the prudence of its actions in maintaining a 45-day inventory 

under the burn rate assumptions that were used to establish that standard. 

The use of the higher burn rate for the internal policy reflects a 

conservative approach that suggests that EA1 was planning inventory 

based on peak burns. In my experience, it is more common for utilities 

and Commissions to view inventory levels based on average daily burn 

rates. The use of other rnetrics (such as maximum bum rates, or peak 

burn rates) is sometimes utilized by utilities that are attempting to build an 

additional cushion into their stockpiles. 
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111. 

Q. 

MUTUAL RELEASE AND SElTLEMENT AGREEMENT 

ARE YOU AWARE THAT EA1 SETTLED THE COURT CASE AGAINST 

UP? 

A. Yes. 

Q. 

A. 

ARE YOU FAMILIAR WITH THE TERMS OF THAT SETTLEMENT? 

Yes. I am aware of the terms of the Mutual Release and Settlement 

Q. DID YOU PREPARE AN ECONOMIC EVALUATION OF THE TERMS OF 

THE SEnLEMENT AGREEMENT? 

A. I did. 

Q. CAN YOU SUMMARIZE YOUR CONCLUSIONS RELATING TO THE 

ECONOMIC VALUE OF THE SETTLEMENT AGREEMENT? 

I have determined that the net present value of the total settlement is A. 

as shown in Highly Sensitive EA1 Exhibit TDC-10. 
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CAN YOU SUMMARIZE THE KEY BENEFITS THAT EA1 OBTAINED IN 

THE SETTLEMENT AGREEMENT? 

WITH REGARD TO YOUR FIRST POINT, HOW DID THE 

_._ 
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IN YOUR OPINION, DID THE SETLEMENT AGREEMENT 

ADEQUATELY COMPENSATE EA1 FOR ITS LOSSES RELATED TO 

THE UP SERVICE SHORTFALLS? 
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21 A. 

SUMMARY AND CONCLUSION 

WILL YOU PLEASE SUMMARIZE YOUR SUPPLEMENTAL 

TESTIMONY? 

Yes. The key points of my supplemental testimony are as follows: 

When EAl’s inventory levels are measured using the same burn 

rate that the Commission relied upon in establishing the 45-day 

standard in Docket No. 98-3604, EAl’s inventory levels were not 

deficient. 

DOES THIS CONCLUDE YOUR SUPPLEMENTAL TESTIMONY? 

Yes, it does. 
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Q. 

A. 

Please stare your name and business address. 

M y  name is G. Richard McDoweli and my businass address is Arkansas Public 

Servtce Commission (APE4 01 Commission), 

1 DO3 Cen:er Street, Liftle Rock, Arkansas 72201. 

What 1s your positron and related educational training and experience? 

I am a %bhc I:tiiIty Audit Supervisor employed by the Commission Staff (Staff). 

! graduated bra! Arkansas Tech University in 1989 with a Bachelor of Science 

degree in accounting. I have campiered post-graduate work af rhe Universiry 

of Cenrral Arkansas in the areas of financa and accounting. I received m y  

cer?if!zate 10 practice as a Csnified Public Aecbunrant in the State of Arkansas 

rn 1973, and was awarded the designation o# Csrtiftad Government Financial 

Vanager !CSFMI by the Association of Government Aceounfants In Docamber, 

1996. Prior ra joining the APSC Staff. I crac:iced in public accounting far f W e n  

years, during which time I Orovidd inmrne tax planning and comptian:~ 

s e i v ~ c e s ,  as weit as coot accounting sysrems installation and analysis, I also 

conducted nudirs of tho accounts ol various enrities, including public utiIiTiss. 

Sinci; joining the Staff in 1490. I have completed a number of reguiataw 

trarninil p*3grams, inciuding the  1990 NARUC Annual RegUhtOW Studies 

Program sponsored ky the National Associatiof? of Regulatary Comrnissianers 

0. 

A. 

i 



I 

a 

3 

4 

5 

6 

7 

I)a 
9 

12 

1 3  

14 

15 

I6 

17 

ENTERGY ARKANSAS, INC. 
DOCKET NO. 96.360-U 
PREPARED TEST!MQNY QE G .  WCHARD MCDOWELL - 2- 

and Insiiture of  Public t.hilitieS of the Graduate Schocl of BuSi?XsS 

Administration, Michigan State Wniversity. I have filed mstimany numerous 

:irnss before ?his Commission, and have considerable axperience on the 

pafltcular issues which I am addressing in this proceeding. A list n f  The 

regulatory proceedings in which 1 h w a  filed testimony or offered ccmmsnts is 

prcvided ir! Attachrnant GRM-?. -- 
0. 

A. 

What is the purpose of the :estirnony that you are presenting in this Dncket? 

1 am presenting fes;irnony in 5upport of adjustments made t o  Entcrgy Arkansas, 

lnc. 's {EA; O: Campany) working capital assets and current, accrued, and other 

liabil:ties. as  resected by the Company in its application, 10 be uolired in ths 

Modified Balance Shes: Approach (MBSA), the methad used by Staff l a  

establish the working eaertal requiremen:. Addi:innally, I will present testimony 

wtrich will establish the proper lwei of accumuiated defend income taxes, a t  

thr! end s! the year, and the applicable current and deferred federal 

and state income tax expense for that period. 
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2. Rease sxplain your determination of the Company's warking capiral 

requirement. 

I nave u 6 d  the Modified Barence meet Approach (MESA) to determine working 

CapiTal. The Commission ordered the use of the MBSA, either in the absence 

of a Isad-lag study or as  a check on a lead-lag study filed by a utiiity, in Order 

No. 7 of Arkansas Power and tigf'rl Company Docket Mo. 84-1 494. Since that 

time. the  Staff has utilized the MBSA to determine working capitat in ITS 

evaluatim sf rafe case filings with conrinued acceptance by the Commission. 

Marawe;, t x  use of tha M E A  to determine working capital was upheld by the 

Arkansas Court  cf Appoals and the Arkansas Supreme Court. See, 

A .  

423 -hb,m&,,,,,- v, Ar- service commwslor: . .  w 
I 4  )I 

Ark. App. 73, 744 S.W.2d 392 (1988), &, 295 Ark. 595, 751 S.W.2d 

1 !1988!. and p v  of P h  Wf v. Ar- 

S ~ ~ ~ ~ ~ ,  25 Ark. Agp. 49, 752 S.W.2d 52 (1988). EA1 generaf!y 

f~ i iows !his methodology in ~ t s  application. 

0. "lease describe the MBSA.  

A. This method cails lor assets, ather than plant, which are not rnter%sst bearing 
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and not considered elsewhere In the cost 5f servica, tu be included in rhe ram 

base. These assets would includa those ~ B C E O S S E ~ ~ ~  t o  provide utility service, 

and a return that will supplement wurking capital should be allowed on these 

assets. Additionally. all current, accrued, and other liabilities which are a suurce 

nf tiinds TO the utiliry should be included in the Company's capital strucfrrre at 

their apprcpnate cost. 

Would you explain why it is appropriate to include these liabilities in the capitat 

Strucfum? 

Yes. The rationale for including liabilirins in the Cepit& structure is that alt 

liabilities are S ~ O C I ~ C B S  of funds used to finance the assets of a company. This 

methodology is based an :he basic rheory of fungibiiity. Gecause liabilities 

represent SCUEBS of funds and because funds by definition are brqibie {i.e,, the 

distincticn cannor be made as tu which source is financing B particular asset), 

2. 

A .  

current, accrued and other liabilities should be placed in tire capital rtructut-a 

along with all other funding SOWEBS. 

The concept of fungibility of funds has long been accepted by this 

Cornrnrssion a$ appropriate trea:rnent for the large3 iiabilirv on the balance 

sheei, long-Term debt. And all alernents involved in a calculedon of a 

cnrnpanv's COST of cagjtat must be given consistent treatment. See 
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i 
I 

1 Service Co-, . .  

24 Ark. App. 142, 75: S.W.2d 8 (1 9813). Therefore, Staff has included all 

funding soiifces linctuding zero cost liabilities) in the capital structure. 

7 

9. Mr McDowell, how did the Company caTegorize and present wwldngcaphd 

3 

10 

:1 

12 

'i6 

17 

18 

assie75 in its applicarion! 

in its ~ p p i i c a f i o ~ ~ ,  Fuel Inventory, Materials and Supplies, Prepayments, a 

deferred charge for Steam Generatar Chemical Cleaning, investment in System 

"uels, lnc., Seversnce Costs related PO employee work force reductions, and the 

racaining nseef accouMa wtre listed as separate line h m s .  I wilt comment on 

:na prcper !evels of these sccounts fa be included in t h e  rare base. 

How did the Campany calculate the ba!ances 3f wurking capital assexs in 1:s 

apptication? 

The Company included in rate basa an adjustad total of working capitai asseft 

for all Iirre mrns which was cornpured u s ~ g  thirteenmonth averages for the 

rasf year. i r i  general, the thifleen-month averages compared favorably with tha 

4. 

2. 

A. 
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assat balances pe: the General Ledger. However, in some ins'tances certain 

aCCLlunfs were adjusted or w0re in nsed of adjustment because of materlai 

flucwadons in the balances, or for other reasons. 

Mt. McDoweli, please discuss the Fuel Inventory balances included by the 

Company ir! the application. 

As presenred in EAl's application, the IrtV8!7tOry consists of :he sum of fhe 

thirteenmonth averages of the direct and related coal costs for bath the W h h  

Bluff and Independence OSESJ plants and a nominai balance far nuclear fuaL 

T ~ F  balances In thc coal inventory, which have bean hchded, are allocated 

amounts rapresar.11np EAl's 57% and 15.75% ownership in White Bluff and 

ISErJ. rcspecrivaiy . 

A f t e r  reviewing the infcrmation provided by the Company, did you find t b t  

:hese accounts needed anv adjusrmen? before being ineiarded in Staff's working 

capital assets? 

Yes. In respmse to a Staff interrogatory, APSC-I 9B. the Company provtded 

:le average daiiy hum amounts which were required t o  fire each of the plaflKs. 

2 catculated rhe appropriate amounts of inventan' at each location necessary to 

tuel the $ants far forty-tive days, a generally accepted nurnbr af days for 

funding working capital. a x !  reduced sa& respective balance t o  that Iwel. This 
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resuited ir! a cumulative redumon oi 56,468,093, which produces an 

arceprabla inventories tevel and is reflected in Staff Exhibit ADW-3, page I of 

13, AdjusImenP No. RB-3. 

Mr. McDowell, please explain your adjustments TO accounts for non-recurving 

Dalancer in the Company’s working capital assets. 

C. 

A .  4cccunt No. ’134000, ‘Othar Special OBPOSITS,’ ctssentreily carried a zero 

average baiance through October tn the test year. with vaFiow debit and credit 

monthly baianccs fw those ten months. However. ~n November of 1945, $ 4  1 8 

millbn was charged ?Q the account far a tamparmy, non-recurring purpose, 

producing a thirteen-month average in t h s  account of $9,422,479. This 

amount has 10: been rncluded in Staff’s working capital a s m s ,  as reflected in 

ADW-3. page I of 13. Adjunmant Ha.RE3-5. 

M:. McDowell, in your examination af the accounts included as working captiat 

assets by the Company, did you note any charges Wnich you believe were not 

necessary far ?h3 provision of utility service! 

Q. 

A Yes. I noted that A C C O U ~ K  Nos. 142014 and 142iO2. with balarlcas of 

$2,369,930 and 9 1 ,[?96,795, respsetlvely. are accwnfs receivables which 

retare solely to who,esaia acrwity. Therefore, i remaved them from Staff’s 

rvorkrng cit~!:dl assets. Additionaliy, Account Nos, f 46002 and 1 7 1 001 W1lh 
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baianees of $49.3 16 and $225,550 are intereg receivable accounts which 

reflect accrued interest earned through money p a l  transactions which are not  

cltitity relaTed. I haiie a h  removed Those accounts. 

Mr. McDowslt, did you make any other adjus?rneirts to working capital a55ets 

as filed in :he Company’s application? 

Y s s .  incfudcd rn each month-end calculation of Accrued Unbilled Revenues 

!Account No. 1730001 WEF an amount which represented wholesale activity. 

The average monthiy amount of those sales was $4,548,750, which nas been 

removed from the thirteen-month average of Accrued Llnkllsd Revenues. 

Giri yau review the Company’s various Materials & Supplies and Prepaid Assets 

accounts? 

! reviewed aach 1ndividl;ai account which was included In those account groups 

3s a portisn of working capiral assets. i did nDt find any need for adjusfmcnt 

and have !r.ciuded them in Staff‘s working capital assets. 

Mr. McDawcll, please summarize Staff’s adjustnenr 10 working czpltal assets. 

Staff.5 adjustment to ineiude working capital assets of $246,53B,000 19 

refiectsd m Staff Exhibit AOW-3, page 1 of 13, as Adjustment Nc. FIB-5. 

Q. 

A .  
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a. Please explain Staff adjuftmiPnt R3-4, included in Staff Exhibit ADW-3, page 7 

of 13. 

Sraff adjustment RB-4 increases rate basa to include EAl’s inveslment in its 

suosidiary System Fuels, ktc ISFI). EA1 snd its sister Entergy operating 

companies established SFI in ardar to reaiize savings from the volume purchase 

of fual necessary to supply the need?; of the Enrergy operaling Companies. The 

Cornrnissicn in 3oekst No. tl-2872 allowed EAI to increase ks rate base fur the 

average emouni of investment in SFI, as long as, €AI could provide annuzi 

evtdence that the  investment was IO the benefit of Arkansas ratepayers. %I 

h2s frled ir; Locket No. 86-3334 rhe a n n d  evidence as required in the 

C3mrnission Order, Rete bass is inc:eased in the amount of $ 7  1.Q01,OOO. Tho 

Company has included the same adjusrmenr in its apptrcatian. 

Fleass describe Staff adjustmefix R3-6. 

Staff Adjustment RB-6 adjusts tha balance for Steem Generator Chemical 

Cieaning costs to the balance per the Company’s books at the end O f  the 

adjusted test year, 53,803,414. a known and measurable amount. 

A.  

E 

A 
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c. 

A. 

a. 
A. 

G 

Mr. McDowe';, did you provide Staff witness Panna Gray with the proper 

balances a i  current, sccrued, and other liabili?ies for inclusion in the capital 

s true rum ? 

Yes,  ! did. 

How have ycu treated current. aceruad, and other liabilities? 

I n0ve rr?v:ewed each actounf in h i s  category and have dmrmined that there 

i5 no cost associated wirh any of these amwnrs. The t ~ t ~ l  of these accnunts 

has been mc?uded in The capital structure by Ms. Gray at  Zoro cost. 

,n 3:s apphcafion, an Schedule 0-6. the Company listed liability accor~nf 

balances ~ v h d !  iota!& 52,030,979.1 '12, including 51,748,: 57,229, the 

amount of the Company's t o t d  Long-term debt, ADIT, and Customer Deposirs 

cornbtned. The remaining portion of the total, $292,821,883, represents 

Current, Accrued, and Other Liabilities. The original thirteen-month average 

total of this class af habilixies was $299.227,617, however the Company 

reduce5 tk;s total in the application by $6,405,734 to recognize B change in 

accounting methods rvhtcfi will reduce cenain nuclear related llabifities. 

Do you agree with this adjusrmant made try the Company? 
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I 

1 A .  Yes. I bclieve thati this adjusrment is appropriate. 

a. Mr. McDoweiL did you adjust the remaining balances so they would be 2 

rmresentative of the daily average fur each account? 3 

A. Yes.  I complied with ths guidelines prescribed In Order No. 7 of Docket No. 

84-1 99-U, wherein the Commission stated: 5 

Staff must examine the asset and liability average to insure 
rhar the average of month-end balancer repressnts the 
annual average in the accounts. 

The rationale for these changes IS that these items represent a material portion 

of current. accrued, and other liabilities and 3n understatement: of these 

amoim15 could substantidly misstate the resulting compuratbns of cast of  12 

13 capkal. 

Q. 

A 

?lease identity your .3o'jus~rnl4nts to the remaining accounfs. 

1:ltercompanv accounts payable are normally set'tted on the 20th of ?he month 

idlowing rhe provision of goods and services. After a review of each account I6 

involved, where proper. 1 adjusted the tiability averages for the additional five 17 

18 oays iap in payment itom the 15th day 3f the selviee month to the 20th day of 

i9 the subsawen? mcnth. 

Simiiarly, an adwstrnenr was calculated to account for the  zero-cost iag 211 

in payment c! ad valorem t a m s .  These propeny taxes are assessed at rhe 
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beginning of one year but are paid in installments 'the following yaar. InlereR 

and dividends payable aecoums were examined and adjusted XQ refiect the 

proper balances considering the period be?wem the time dividends are declared 

o interesT is due and the dates of payment. Federal and state incame taxes a d  

other current and accruaci liabilities were reviswed and adjusted as necessary 

6 

7 

9 

I1 

12 

13 

14 

15 

16 

17 

t o  reflect the proper zemcost liability. 

After making the necessary adiustmanTs explained ~bbove, I concluded that these 

Iiaailitv averages, totafing $314.432.451 a5 computed and adjusted, should b~ 

included in ?ha capital strwture at zero cost. That amount is reflected in Staff 

Exhibit D G - 7 3  

Why should rhese accounts be assigned a zwo cost? 

Thsse IIab:!Ity baiances exist because the Company has purchased goods. 

serwces, and orher items but has not immediately paid far *em. For the period 

of trms between whan the Cnmpany Incurs the liability and the dare the 

Company pays the liabilily, the Company has had the U S 0  of Those funds at n3 

CI)St.  

C. 

A. 

I6 
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0. Mr. McDowell, please explain your treatment of Accumulated Deferred Income 

Tax {ADIT?. 

A131T is a  COS^ free source of funds because the balances jn the Bccounls 

repreSEnK the cumulative income taxes, both federal and state, on which the 

A .  

Company defers payment in Bccardancs wirh applicable tax iaws, even 'though 

cusfcmers say ?ha full amaunf of income faxes on a h e l y  basis through the 

estabkhed rates. These amaunts are properly considered liabilities payable in 

tilture periods and as such ar3 included in the capital structure at their actual 

cost. which is zero, tc :he Ut ih ty .  

M r .  McDowelt. how doe5 t h e  Company's deferred income tax  simarior, differ 

fran: oihor ctilify companies' trentmsot of The k w e  by this Commission? 

Deferred income faxe5 are catcdated based on the t y p e  and amount af timing 

differences V.e,, rne ~ ~ n t r a s t  between the periods when Incdme of expense I S  

recognized ior accounting or income tax purpases) as of a given date utiii~ing 

t n ~  accounting procedure kncwn as norrnaiira:ion. Alternatively, the accaunzing 

method whereby a timing difference 15 not normalized and is allowed :o reduce 

current ~ncorne raxes i s  known as the flow-through method. Usualty, Staff, 

e. 

k ,  
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n 
U. 

A. 

U. 

ci. 

Q. 

A .  

after reviewing the nature and impact of the timing differences in existence ir, 

:he f e s ~  year, has crnployad a combinaricn of flow-through and ncrmalization 

to establish t he  proper Isvet of deferred income taxes. However, in Docket KO. 

81 - 1 & 4 U .  this Cornmisstor: directed the Company ta flow-through all timtng 

differences which do no1 rdate to depreciation. 

Did you adjust the accwn: balances tor ADIT as stated by the Company in Xhe 

application? 

No After ceview of  the Company's deferred income lax calculalions and 

veaficatton sf ;he nettlre of the timing differences considered, I accepted :he 

level d Accumulated Deferred Income Taxer presented by the Company in i l s  

appiicarton, $475.1 65,687, as r s f k t s d  in Staff's capital structure in StaH 

Exhibrt OG-: 3,  

Mr. McDowelL please explain Adjusrmant IS.1 1 (AI. 

This adjustment synchronizes :he interest, or 'fixed ehargss," amount used in 

the income fax caiculation wirh Staff's adjusted rate base. The company, in i ts 

Adjljstmenl 2, utilized the same methodology f # r  synchronizatian purposes Wtth 

.:5 proposed rafe bare. 

Please explain Adjustment Is-1 I W ,  

This ad]ustrnent recognizes, for c~rrenf and deferred income tax purposes, the 
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2. 

A .  

n .A. 

A.  

C. 

A. 

aftect of Staff's proposed increase in book depreciation rates. It is similar to 

the Company's Adjuemenr 3, using staff's depreciation level instead of the 

Company's ievel. 

Please explain Adjustment IS-1 1 IC). 

This adjustment includes an annual arnouni of SFAS 105 - Post Retirement 

aenetks Other Than Pension COST [SFAS 106 Cost) and amortization of the 

estimated deferred SFAS 106 Cost as of the midpoint of rhe adjusted test year. 

Thi5 adjustman1 is the same as the company's Adjuetmsnt. 8. 

FIeaes explain Adjustmenr IS-1 TiDj. 

This adjustment eliminates severance m5fs recorded by the f ompany in the test 

year and recognizes an amortization of total severance costs over five years. 

This adjustrnmt is :he same as the Company's Adjustmen: 10. 

Mr. McDnwell. are There 8ny othrrr income tax refatsd calculatiuns in this cas8 

icr which yn2 are responsible? 

Yes ! have provided tu Sraff Wjfr$e- Alice Wrjghr. the estimated currant and 

deferred state and faderal inccrne tax expenses which a:$ included in Staff 

Exhibit ADW-6. hly computations assume the same level of ~iming differences, 

fsr purDoses of calculating deferred income fax, as wsre in existence at the and 

o! the adjusted test year. 
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1 Q, Does this concl~lae your testimony? 

2 A. Yes, it does. 

3 

.... " 
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MBSA, Income Taxer 

Expenses, Income Taxes 
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