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PETITION OF LOWER COLORADO RIVER
AUTHORITY ET AL. FOR DETERMINATION

OF WHEELING IMPACT OF THE TRANSMISSION
OF BULK POWER FROM OKLAUNION UNIT NO. 1
TO THE PUBLIC UTILITIES BOARD OF THE
CITY OF BROWNSVILLE
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DOCKET NO. 6995
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~ December 12, 1988

Initial and Supplemental Examiner’s Reports adopted. LCRA found to be
entitled to compensation from Public Utilities Board of City of Brownsville
from wheeling of remotely generated power from Oklaunion Unit No. 1 to
Brownsv11]e

RATEMAKING--RATE DESIGN--ELECTRIC--SPECIAL TARIFFS AND RIDERS--WHEELING
RATES
MISCELLANEOUS--ELECTRIC

LCRA entitled to compensation for impacts on its transmission system
caused by the wheeling of remotely generated power from Oklaunion Unit No.
1 to Brownsv111e (p.1503)

RATEMAKING--RATE DESIGN--ELECTRIC--SPECIAL TARIFFS AND RIDERS--WHEELING
RATES

Vector-absolute megawatt m11es are the appropriate units of measurement of
impacts on LCRA transmission system caused by the wheeling of remotely
generated power from Oklaunion Unit No. 1 to Brownsville. (p.1511)

RATEMAKING - - RATE DESIGN--ELECTRIC--SPECIAL TARIFFS AND RIDERS--WHEELING
RATES '

Commisssion approved LCRA wheeling tariff applicable specifica]]y to the
Public Utilities Board of the City of Brownsvi]]e’s wheeling of remotely
generated power from Oklaunion Unit No. 1. (p.1564)

RATEMAKING--RATE DESIGN--ELECTRIC--SPECIAL TARIFFS AND RIDERS—-WHEELING
RATES
MISCELLANEQUS--ELECTRIC

Commission staff directed to review P.U.C. SUBST. R. 23.67 to consider
inclusion of remote generation within the ambit of the rule, in furtherance

of a uniform statewide policy with respect to the wheeling of power from

remqte]y sited generation facilities. (p. 1564)
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'DOCKET NO. 6995

PETITION OF LOWER COLORADO RIVER ~ PUBLIC UTILITY COMMISSION

AUTHORITY ET AL. FOR DETERMINATION :
OF WHEELING IMPACT OF THE TRANSMISSION - OF TEXAS

OF BULK POWER FROM OKLAUNION UNIT.
NO. 1 TO THE PUBLIC UTILITIES BOARD
- OF THE CITY OF BROHNSVILLE :

EXAMINER'S REPORT

I. Prpcedural History

" This docket was 1n1t1ated on August 19, 1986, by final Order of the
‘Comm1ss1on in Docket No. 6890, styled Appllcatlon]of Central Power and Light
Company and the Public Utilities Board of the City of Brownsville for Approval
of the Sale and Pufchase of an Interest in Oklaunion Unit No. 1, P.U.C.
BULL. (Auguét 19, 1986). In evaluating the merits of the proposed sale of
- a 10.16 percent interest in Oklaunion Unit No. 1 by Central Power and Light
Company (CP&L) to the Public Utilities Board of the City of Brownsville (PUB),
the Commission severed and excluded from consideration in that docket certa1n
issues raised by the Lower Co]orado River Authority (LCRA) and other 1ntervenors
concerning the adequacy of PUB's arrangements for. wheeling power from OkTaunion
Unit No. 1 to PUB's certificated service area. The final Order in Docket No.
6890 approved the proposed sale, but required the initiation of the instant
proceedings»to address unresolved wheeling issues arising from the transaction.

The ihitia] prehearing conference in this docket was convened on
September 9, 1986 at which time appearances were made by Mr. John Davidson on
behalf of PUB, Mr. Milton Lorenz on behalf of CP&L, Mr. Lawrence Smith on behalf
of LCRA, Mr. Walter Washington on behalf of the Office of Public Utility Counsel
(OPC). and Mr. Frank Davis on behalf of the Commission staff. PUB, LCRA.\CP&L‘
and OPC were found to be parties as a matter of right by virtue of ‘their
participation in Docket No. 6890, and were,hot required to formally move for
intervention. PUB was directed to mail individual notice of the proceeding to
all utilities within the Electric Reliability pouncil of Texas‘(ERCOT)_posessing
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generation and/or transmission facilities, and to publish notice of the pendency
of the proceeding in the Texas Register. Further, the examiner implemented a .
discovery schedule and established an October 16, 1986, intervention deadline
for utilities claiming a right to compensation for the wheeling} of PUB
entit]ements from Oklaunion to Brownsville. |

On September 19, 1986, PUB filed a sworn affidavit attesting to the
issuance of individual notice of the proceeding to ERCOT utilities. However, as
PUB was unable to secure publication of notice in the Texas Register, the
September 9, 1987, pubTication order was rescinded by examiner's order dated
September 22, 1986. Notice of the pendency of this proceeding was subsequently
published as a"Commission-promulgated notice in the October 3, 1986, issue of
the Texas Register. o

Motions to intervene were filed by the following entities prior to the
‘ expiration of the October 16, 1986, deadline established by the examiner:

Tex-La Electric Cooperative of Texas, Inc (Tex-La)
Rayburn County Electric Cooperative, Inc. (RCEC)
Association of Wholesale Customers (AWC)

West Texas Utilities'(NTU) ,

Brazos Electr1c Power Cooperat1ve, Inc. (BEPC)
South Texas Electric Cooperat1ve (STEC)

Texas Cooperative Group (TCG)

Texas-New Mexico Power Company (TNP)

Texas Mun1c1pa1 Power Agency (TMPA)

Texas Utilities Electr1c Company (TUEC)

Golden Spread Electric Cooperat1ve (GSEC)
Houston Lighting & Power Company (HL&P)

City of Austin (COA)

A second prehear1ng conference was conducted in this docket on October 20,
. 1986, at wh1ch time appearances were made by the fo’llowmg
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Party Representative
WTU, CP&L Milton Lorenz
STEC, TCG and RCEC Campbell McGinnis
BEPC Bill Townsend
AWC . - Tom Anson
Tex-La ' Richard Balough
PUB - John Davidson -
LCRA . A - Lawrence Smith
TUEC Dan Bohannan
0pPC o , Walter Washington
TNP. Patricia Bowers
TMPA | Jim Bailey
COA Robert Kahn
HL&P ‘ Robert Howell
Commiséion staff Frank Davis

By oral ruling at the prehearing conference, subsequently memorialized by
written order dated October 21, 1986, the scope of the docket was limited to the
issues of whether utilities which had not entered into transmission agreements
with PUB but which allege that their transmission systems are affected by the
wheeling of power from Oklaunion to Brownsville are in fact affected by that
transaction and, if so, determination of an appropriate methodology for
calculating the level of compensation to be paid to such utilities by PUB.
Because this docket was not intended by the Commission as a vehicle for crafting
new wheeling policies of statewide application, the parties were advised that
the examiner would recommend at the conclusion of the proceeding that no
precedential value attach to the methodology adopted in this docket, that the
Commission 1initiate a rulemaking proceeding to address the' issue of an
appropriate methddology for calculating impact charges for wheeling remotely
generated power in instances where impacted utilities and the generating utility
cannot reach agreement on appropriate rates, and that whatever methodology is
adopted in this docket be treated as an interim methodology to be superseded by
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the requirements of any remote generation rule subsequently adopted by the
Commission. ~Based upon the limited scope of .the proceeding, all motions to
1ntervene were denied with the exception of - those filed by the following
entities, who aneged the existence of a direct impact from the wheeling of
PUB's Oklaunion entitlements: BEPC, STEC, TCG, TUEC, HL&P and COA. A
procedural schedule was established at the prehearmg conference and the hearing
on the merits ‘was. scheduled to commence on April 20 1987

, On October 28 1986 the Connn‘ssion received - a late-filed motion to
intervene from Medlna Electmc Cooperative, Inc., (MEC) in which the cooperative
alleged that its transmission system was directly impacted by the wheeling of
PUB ent1t1ements. Although the motion was opposed by PUB, the request for
1ntervent1on was granted by examiner's: order dated November 19, 1986.

By order dated November 5, 1986, the examiner d1rected those panties who -

had “reached transmission agreements with PUB, and therefore had no basis for

. continued participation in the docket, to withdraw from the docket. . Motions to

withdraw - were received : from : the following parties and granted, with the

understanding - that withdrawal would not prejudice ‘a subsequent request to

intervene in the event the scope of the docket was expanded beyond that
delineated in the exammer s October 21 1986 “‘order:

Party = .~ " Date Filed | o : Date Granted

HL&P ' November 12, 1986 November 19, 1986
CPaL ~ November 13, 1986 November 19, 1986
TUEC . November 19, 1986 “November 24, 1986
OPC - December 5, 1986 December 11, 1986
TC6 © " December 22, 1986  January 16, 1987
BEPC January 13, 1987 January 16, 1987
COA : ' Jan’uany 20, 1987 January 22, 1987

On February 10, 1987, Texas Industrial Energy Consumers (TIEC) filed a
motion to 1ntervene, which was denied by order dated March 4, 1987, on the basis
‘ that the status of TIEC's members as cogenerators or prospectwe cogenerators
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was irrelevant since the docket did not pertain to wheeling charges assessed
against cogenerators, and on the further basis that none of the member clients
which TIEC claimed to be representing were in fact customers of any of the
parties to the docket. -

On March 26, 1987, PUB filed a motion requesting permission to file
supplemental direct testimony due to MEC's failure to serve PUB and LCRA with
copies of its prefiled direct testimony until after PUB's deadline for filing
responsive testimony had passed. PUB's motion was granted by examiner's order
dated March 27, 1987.

On March 30, 1987, LCRA filed a motion requesting permission to file
rebuttal testimony. PUB filed a response in opposition to the motion on
April 1, 1987. As LCRA was assigned the burden of proof in this proceeding,
LCRA's motion was granted by examiner's order dated April 6, 1987.

On Apri]v 15, 1987, the Commission's general counsel filed a motion for
postponement of the hearing and the deadline for filing staff testimony, based
upon the staff's need for additional time to prepare its case. The motion was
not opposed by any party to the case, and in recognition of the importance of a
well reasoned staff position in this matter, the examiner granted an indefinite
continuance by order dated April 16, 1987, and directed the parties to negotiate
an agreed date for the commencement of the hearing.

By letter dated April 22, 1987, general counsel indicated that the parties
were in agreement on a revised hearing date, and by examiner's order dated May
1, 1987, the hearing was rescheduled to an agreed date of July 7, 1987.

The hearing on the merits was convened on July 7, 1987, with the
undersigned examiner presiding. Present were Mr. Lawrence Smith on behalf of
LCRA, Mr. John Davidson, Mr. Robert McDiarmid and Mr. Ruben Barrera on behalf of
PUB, Mr. Allen King on behalf of MEC, Mr. Thomas Anson on behalf of AWC and Mr.
Frank Davis on behalf of the Commission staff. The hearing continued day to day
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until July 10, 1987 at which time the hearing was recessed until July 20, 1987.
The hearing was reconvened and concluded on July 20, 1987.

Following the conclusion of the hearing the examiner established filing
deadlines of August 28, 1987, for the submission of ‘initial briefs and
September 11, 1987, for reply briefs. Due to delays in obtaining transcripts of
the hearing, PUB requested an extension of the deadline for filing initial and
reply briefs until September 4, 1987, and September 18, 1987, respectively.
"PUB's mot1on was granted without opposition by examiner s ‘order dated August 21,
‘1987 ' '

The Commission has’ jurisdiction: over “the matters raised in this proceeding
pursuant to Sections 16(a) and ‘17(e) of the Public Utility Regulatory Act (PURA
or the Act), Tex. Rev. Civ. Stat. Ann. art. 1446¢ (Vernon Supp. 1987).

I1. Introduction

Oklaunion Unit No. 1 is located in Wilbarger County near the Texas/Oklahoma
border. "~ PUB's service terr1tory is located more than 600 miles away in the
southern-most t1p of Texas. TUEC, HL&P LCRA COA and City Public Service Board
of San Antonio intervened in Docket No. 6890 because, although PUB was proposing
to purchaSe an interest’in'a'generéting unit more remotely located in relation
to‘PUB's'seryice territory than any other generating unit in ERCOT, PUB had made
‘no attempt to enter into wheeling arrangements with those entities,
'notwithstanding’the fact that their transmission systems lay, in whole or in
part, between ‘those two points, and the existence of those facilities was

“essential to PUB's plan to use generation from Oklaunion to serve load in
‘Brownsville. |

PUB subsequent]y proceeded to secure wheeling contracts w1th each of the
,ut111ty 1ntervenors in Docket No. 6890 with the exception of LCRA, with whom PUB
could not reach_agreemept._ Although MEC, which did not participate in Docket
No. 6890, lsubsequently,_intervehed ~in_ this docket c]aiming a right to
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compensation from PUB, this docket is fundamentally a dispute between LCRA and
PUB over the level of wheeling charges, if any, owed to LCRA by PUB.

LCRA and PUB agree that the Commission's current wheeling rules, P.U.C.
SUBST. R. 23.66 and 23.67, do not apply to the wheeling of remote generation.
P.U.C. SUBST. R. 23.66 applies solely to the wheeling of power from qualifying
cogeneration facilities to other electric utilities. P.U.C. SUBST. R. 23.67,
which applies to wheeling services incident to a purchase and sale of firm power
between electric public utilities and/or municipally-owned electric utilities
does not speak to the situation where a utility is wheeling its own generation
from a remotely sited generating unit to its own service territory. Further,
wheeling pursuant to P.U.C. SUBST. R. 23.67 is on an as-available basis only,
permitting the denial of wheeling services for capacity-related reasons. Remote
generation 1is thus incompatible with this requirement to the extent that it
constitutes base load power which must be wheeled on a firm basis over the life
of the plant.

In the absence of a Commission - promulgated rule addressing the wheeling
of firm power from remotely sited generating units, the selection in this docket
of a wheeling méthodo]ogy applicable to that circumstance is necessary in order
to resolve the specific issues in dispute. However, as different wheeling"
methodologies can produce very different results, and those results can have
profound implications within the industry, Commission acceptance of a particular
methodology for use in a given circumstance is first and foremost a question of
policy to be decided. through a rulemaking proceeding. In initiating this
docket, the Commission sought to create a forum to resolve very specific
disputes severed from consideration in Docket No. 6890. The Commission did not
mandate, nor did it in the examiner's opinion expect, the use of this proceeding
as a forum for the development of policy with respect to the wheeling of remote
generation. It would be wholly inappropriate to impute that purpose to this
docket given the lack of industry-wide participation in the proceeding.
Therefore, in this report, the examiner has consciously striven to minimize the
potential precedential value which may be assigned this docket in future
proceedings. The examiner has attempted to avoid radical departures from
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traditional Commission approaches to wheeling issues, to the extent permitted by
the record. .

Regardless ofﬁ whether the Commission chooses to accept or reject the
examiner's proposed resolution of the issues presented, the examiner strongly
recommends that the Commission initiate a rulemaking proceeding upon conclusion
of this docket for the purpose of formulating a uniform statewide policy with
respect to the wheeling of power from remotely sited generation facilities. As
remote generatidn continues to increase in prevalence, the wheeling issues
relevant to remote generation will continue to grow in importance.
Implementation of a coherent statewide policy will insure that economic
responsibility for transmission facilities necessary to support remote
generation will be allocated among the owners of remote generation and the
owners of transmission facilities in a manner equitable to both. This, in turn,
will insure the 1long term viability of remote generation as well as the
continued existence of adequate transmission faci1ities to support that
generation. " '

At such time as the Commission implements'a wheeling rule applicable to
remote generation, the examiner urges that the wheeling rates established in
this docket, if any, be superseded on a prospective basis by revised rates
calculated in accordance with the wheeling methodology incorporated in that
substantive rule. '

III. Opinion

A. Existence of Impact

The final Order in Docket No. 6890 specified the style of this case,
included in which is the phrase “determination of wheeling impact". A threshold

issue has been raised in this docket concerning the intended meaning of that
phrase, LCRA taking the position that "wheeling impact" is synonymous with "use"
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and  PUB asserting that "wheeling impact" is synonymous with a demonstrable
change in power flows on transmission lines with which there must be associated
some adverse effect. The examiner believes that PUB has placed far too much
reliance in its arguments upon the specific phraseology employed in the style of
- this case. The style of the docket, as set forth in the final Order in Docket
No. 6890 (which the undersigned examiner drafted), was not intended to convey
any special meaning separate and apart from the Commission‘s intent that this
docket serve as a forum in which the claims of right to(compensation urged by
LCRA and others, as well as the appropriate levels of compensation, if any,
could be litigated. The style of the case was not intended to dictate the
theory of recovery which must be arqued. As the party with the burden of proof,
LCRA is entitled to choose and advocate the theory under which it believes it is
entitled to compensation from PUB, and such must control over the verbiage
utilized in the label appended by the Commission to this docket. As this docket
is intended to test the validity of LCRA's claim of right to compensation, and
that claim is based upon use of its transmission facilities rather than upon the
occurence of a demonstrable adverse change in power flows on those facilities,
the term "wheeling impact" must be construed as being synonymous with "use".
The examiner accordingly finds that, to the extent that it can be shown that use
of Oklaunion generation to meet Brownsville 1load involves the use of a
particular. utility's transmission facilities, an impact exists within the
intended meaning of the final Order in Docket No. 6890.

Having defined the term "wheéling impact", the isshe of whether the LCRA

and MEC transmission systems are in fact impacted must be addressed. It is
clear from the record in this docket that the flow of power within an integrated
transmission grid is a function of the existence and location of the loads and
generation sources connected to the grid. It is undisputed that the existence
and location of Oklaunion Unit No. 1 causes changes in transmission Tline
loadings on the lines owned by LCRA and MEC as well as upon lines owned by the
other ERCOT utilities. However, it is also undisputed that the transfer of an
ownership interest in Oklaunion from CP&L to PUB causes no change in the power
flows on any of the transmission lines within the ERCOT integrated transmission
grid since ownership has no effect on power flows, except to the extent that
ownership permits one to control the generation level of a unit,
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and in this instance, the record reflects that PUB's ownership interest in
Oklaunion does not entitle it to control ‘the economic dispatch of that unit.

PUB withess Riley Rhorer testified that the siting of the Oklaunfon plant
was beneficial to the entirety of ERCOT because it served to reduce the level of
south to north drift on the ERCOT transmission grid caused by the preponderance
of power plants located in the southeastern portion of the state. Given the
beneficial location of the plant to ERCOT as a whole, the fact that neither LCRA
nor MEC opposed the issuance of a CCN for Oklaunion based upon the effect it
would have on their transmission systems, and the fact that PUB's subsequent
acquisition\of -an interest in thve, plant for the purpose of meeting its load
requirements has not. changed in any respect the physical flow of power on the
MEC and LCRA transmission lines, PUB argues that there is no impact upon the

LCRA and MEC transmission: systems as .a consequence of the use of Oklaunion
generation to serve PUB's load. : '

PUB's argument is at first glance highly persuasive. However, as discussed
previously, the real question is whether the use of Oklaunion generation to meet
Brownsville load -involves the use of the LCRA and MEC transmission facilities.
PUB's argument sidesteps the obvious fact that, in order to satisfy
Brownsville's load requirements from a generation source located 600 miles away,
there must first exist transmission facilities connecting the generation source
and the load area. PUB owns. only 41.9 miles of transmission 1ine out of a total
of 30,600 miles of line comprising the integrated ERCOT transmission grid, and
PUB's lines are ‘all- located within the immediate proximity of Brownsville. As
PUB does not own any transmission facilities connect ing Oklaunion to the PUB
load area, "PUB ‘must rely upon the transnnsswn facﬂities of the other ERCOT

utilities in order to enab]e it to meet 1ts load reqmrements with power
generated by the 0k1aumon fac1hty. o

As noted by LCRA witness Na1ter Re1d the Iaws of phys1cs dictate that
power flow will d1str1bute ub1qu1tous]y throughout an integrated transmission
system.  Thus, use of ‘Oklaunion generation to serve load in Brownsville
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necessarily involves the use of the individual transmission systems comprising
the interconnected ERCOT grid, including the facilities owned by LCRA and MEC.

Based upon the foregoing, the examiner finds that the use of Oklaunion
generation to serve PUB's load impacts the LCRA and MEC transmission systems.

B. Right to Compensation

LCRA's argument in support of its right to compensation for the use made of
its transmission facilities by PUB is simple and direct. LCRA asserts that
public utilities have a statutory and common law duty to provide utility service
to all those who require it, and they have a reciprocal right to insist upon the
payment of just and reasonable rates, lawfully established, for the use of those
services. As the use of Oklaunion generation necessarily involves the use of
LCRA's transmission facilities, LCRA asserts that it is providing a service to
PUB for which it is entitled to compensation.

PUB acknowledges this Commission's jurisdiction to require the payment of
wheeling charges to LCRA and MEC by PUB as a consequence of PUB's use of
Oklaunion generation to meet its Brownsvi]le load. However, it asserts a number
of arguments in support of the proposition that no compensation is owed. A
discussion of each of these arguments follows.

First, PUB asserts that there exists no obligation to pay compensation
since it has never requested or contracted for transmission services from LCRA
or MEC. The examiner finds this argument to be particulary unpersuasive. The
right to compensation appropriately arises from use rather 'than from the
presence or absence of a contract specifying the level of agreed compensation
for that use. PUB's rationale, if accepted, would result in the ability to
avoid 1iability for wuse merely by refusing to pay for the use made of
facilities. This position is clearly without merit.

Second, PUB asserts that use of one's transmission facilities by others is
an unavoidable result of the owner's voluntary decision to interconnect with an
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integrated generation and transmission grid, and that the benefits which flow to
the owner as ‘a consequence of interconnection more than offset that result. In
the examiner's view, the fact that inadvertent flows on transmission facilities
necessarily occur .as a consequence of interconnection does not absolve PUB from
responsibility for wheeling charges. PUB's argument is far more persuasive when
restated ‘as follows. - PUB has voluntarily availed itself of one of the
substantial: benefits which. flow from an integrated generation and transmission
grid, to wit: the ability to engage in remote generation without the need to
construct transmission facilities connecting the generation to the 1load area;
creating a reciprocal obligation to bear in part the costs of the substantial
transmission facilities needed to support that integrated grid. - The argument
that PUB need not bear any responsibility for the costs of transmission
facilities used to support its remote generation, merely because the owners of
the transmission facilities benefit by interconnection, is wholly without merit
and shou]d be reJected g ‘ ‘ o ‘

Third, PUB. argues that the assessment of wheeling charges against remote
generators would be unreasonably discriminatory given that non-remote generation
causes the same types ‘of ‘impacts “upon transmission facilities within an
integrated grid as does ‘remote generation, yet charges are not assessed for the
inadvertent flows caused by non-remote generation. The record reflects that PUB
is correct in its assertion that non-remote generation can and does affect power
flows on the transmission lines of other utilities. That phenomenon is referred
to within ERCOT ‘as "inadvertent flow" because those flows are an inadvertent

onsequence of interconnenction. - However, PUB's discrimination argument ‘is in
the examiner's opinion without merit. It is clear that under Texas case law,
the d1v1d1ng Yine between permissible and -impermissible discrimination by a
public ut111ty is general]y that drawn by the "rule of reasonableness" and that
mere inequality is not itself unlawful discrimination. 'Under this standard,
unequal treatment is permissible so long as there exists a substantial and
reasonable ground of distinction between the favored and disfavored individuals
or classes. . A substantial and imminently reasonable ground of distinction
exists in this instance. Specifica]ly, the owners of non-remote generation are
capable of independently serving their native system load from a native
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generation source without reliance upon the transmission facilities of others,
whereas, absent the construction of a transmission facility by the owner of a
remote generator to connect its source of generation to its native system load,
the owner of remote generation is dependent upon the existence of the
transmission facilities of other ERCOT members in order to meet its load
requirements with that remote generation source. The fact that PUB must rely
upon the transmission investment of other utilities in order to serve its load
with Oklaunion generation is in the examiner's opinion a substantial distinction
which supports a different treatment for PUB than that accorded the owners of
non-remote generation.

A fourth argument put forward by PUB is that compensation is inappropriate
absent a showing that use of the transmission facilities will adversely affect
system reliability of interchange capability. The record in this docket does
not support a finding that the operation of Oklaunion or its use to meet PUB's
load requirements will affect the reliability or interchange ability of the LCRA
and MEC transmission systems, nor has either utility made that assertion.
However, the record also reflects that transmission facilities within ERCOT are
planned and built with sufficient capacity and line redundancy to assure the
ability of those facilities to handle the loads placed upon them under multiple
contingencies. The entire transmission planning process is geared toward
insuring that impairments in system reliability or interchadge ability will not
occur. To the extent that a reliability problem develops, LCRA witness Reid
testified that the cause and effect relatiodkhip is almost impossible to
determine.  Thus, the examiner finds it wholly unrealistic to premise the
payment of compensation for the use of transmission facilities upon satisfaction
of the test suggested by PUB. It appears that PUB's reference to system ‘
reliability or interchange capability is drawn from the following language
contained in the May, 1986 version of the ERCOT Operating Guides (PUB Exhibit
No. 2).
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IT. TRANSMISSION ASSOCIATED WITH REMOTE GENERATING CAPACITY

A.  Transmission Facilities - Providing for associated transmission
facilities used to transmit the power from remote generating
‘capacity shall be the responsibility of the "owner of the remote
Lgenerat1ng capacity" (hereinafter  called  "owner") and
accomplished by A. 1. or A.2. be]ow, or a combination thereof.

1. Construction of Additional Transmission Facilities - The

‘owner will provide for all required transmission facilities
to avoid adversely affecting the interchange capability or
. re11ab111ty of other systems.

2., Transmission Serv1ce - If the owner des1res to use or rely
upon the transm1ss1on capacity of another system or systems,
it will” be his responsibility to make contractual
arrangements for the use or availability of such.

(1d. at page A-34).
PUB implied at the hearing that if the eohstruction of additional
facilities was not necessary to avoid adversely affecting the interchange
capability .or re11ab1l1ty of other systems, then the requirements of
subparagraph 1 above were sat1sf1ed and PUB therefore had no transmission
obligations with respect to its ownership interest in Oklaunion. The ERCOT
Operating Gu1des, const1tut1ng ERCOT's mutually agreed upon practices to be
followed in operet1ng the 1nterconnected ERCOT system, are not by any means
b1nd1ng on this . Commissioh However, to the extent that one wishes to place
some reliance upon them, 1t appears to the examiner that subparagraph 1 is
intended to create the ob11gat1on to construct add1t1ona1 facilities where
required to avoid 1mpa1rment of 1nterchange capab111ty or re11ab111ty, but that
in any event subparagraph 2 creates the ob11gat1on to contract for the use of
- transmission facilities where the owner of the remote generat1on is relying upon
the transmission capacity of existing fac111t1es owned by other ERCOT members.
Thus, to the extent that PUB's argument re11es on the provisions of the ERCOT
0perat1ng Guides, those gu1des in fact fu]]y support the r1ght to compensation
claimed by LCRA and MEC.

A fifth ergumentlput forward by‘PUB is its{essertion that Texas range law,
water law, lateral support law, law pertaining to improvements of - easements, as
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well as the "Texas party wall" doctrine provide analogous authority drawn from
private civil 1litigation for PUB's position that it has no obligation to
compensate other utilities for the use of their transmission facilities
occassioned by PUB's reliance upon Oklaunion to serve its Brownsville load.

The examiner finds the aha]ogies drawn by PUB between the instant case and
that body of caselaw to be substantially flawed. Furthermore, since the caselaw
cited by PUB has no applicability in the utility context, the examiner has
foregone a detailed discussion of the difficulties with the analogies drawn by
PUB. In the examiner's view, the bottom line in this proceedihg, as noted by
counsel for LCRA, is that public utilities have a statutory and common law duty
to provide utility service to all those who require it, and they have a
reciprocal right to insist upon the payment of just and reasonable rates,
lawfully established, for the use of those services. '

The examiner must observe that there is a substantial equity argument which
weighs against PUB's assertion that LCRA and MEC are not entitled to
compensation for the use made of their transmission systems by PUB. Prior to
purchasing an interest in Oklagnidn, PUB relied principally upon firm power
purchases from CP&L to meet its base load requiréments.' Within the price paid
for that power by PUB was included not only CP&L's generation costs but
transmission costs incurred by‘CP&L to support that generation. The acquisition
of an ownership interest in Oklaunion enabled PUB to replace its power purchases
from CP&L with power generated by the Oklaunion plant. The decision to acquire
an ownership interest in Oklaunion was motivated in part by the favorable
economics of that plant. However, if PUB's power costs are to be determined by
the capital costs and operating costs of that plant, PUB's power costs should
include responsibility for the transmission facilities which must be used to
support PUB's load requirements from that generating plant. LCRA, MEC and other
ERCOT utilities have incurred substantial costs to construct transmission
facilities necessary to support power flows throughout the ERCOT system. As
those facilities are necessarily used by PUB to serve PUB's load from generation
in North Texas, the payment of compensation to the owners of those facilities is
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necessary to avoid the subsidization by other utility ratepayers of the true
costs of serving PUB's load.

A sixth and final argument put forward by PUB is that, as 1t has reached
whee]ing agreements with other ERCOT utilities, there is no need to contract
with LCRA or MEC for wheeling services. The examiner finds this argument
untenab]e based upon the recorde_in this docket. = The record reflects that,
because of thevnature of power flows on an integrated transmission system, LCRA
and MEC transmission facilities are used by PUB to serve PUB's load requirements

with Oklaunion generation. Compensation should appropriately be paid to all of

those affected rather. than to only certain arbitrarily designated entities.
PUB's argument constitutes 1in essence the advocacy of a "contract path"
methodology which 1is singularly inappropriate given the fact that not one
witness in this proceeding supported the use of a contract path methodology. To
the extent that PUB wishes to rely upon the fact that it has paid compensation
to other utilities, the examiner would make two observations. First, that fact
tends to support the existence of an obligation to pay compensation for the use
of the transmission facilities owned by other ERCOT utilities. Second, the
compensation paid - to other ERCOT wutilities was calculated pursuant to the
megawatt mile  methodology embodied in P.U.C. SUBST. R. 23.67, and that
methodology assumes that -all ERCOT entities with demonstrable megawatt mile
impacts are entitled to compensation. The record reflects that both LCRA and MEC
possess demonstrable impacts pursuant to that methodology.

‘Based upon the foregoing discussion, the examiner finds that LCRA and MEC
are entitled to compensation from PUB for the use made of their transmission

‘facilities as a consequence of PUB's use of Oklaunion generation to meet its

load requirements.

C. Selection of Wheelfng Methodology

Having established that meeting Brownsville's 1load requirements with

Oklaunion generation necessitates the use by PUB of LCRA's and MEC's

transmission facilities, and having further established that LCRA and MEC are
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entitled to compensation for that use, quantification of the level of use of
those facilities is a prerequisite to the determination of the amount of
compensation owed by PUB. This in turn requires specification of the wheeling
methodlogy upon which the transaction is to be premised, since the methodology
determines the appropriate unit of measurement. It should be noted that the
wheeling methodology selected for application to this transaction will have an
enormous impact upon the level of compensation due LCRA and MEC. There are a
number of different methodoTogies which could be used to model this transaction.
However, only three have been proposed by the parties: the boundary flow
method, the megawatt mile method, and what has been referred to in this
proceeding as the "postage stamp" method. A discussion of each follows.

1. Boundary Flow Method

Although MEC has probosed the "tie-line change" boundary flow methodology
for use in quantifying the extent of PUB's use of its transmission facilities,
MEC's sole witness, Mr. Thomas Foreman, did not provide an explanation of the
mechanics of that methodology in his prefiled testimony, nor did he provide any
extensive elaboration on cross-examination. Therefore, the examiner must rely
upon the descriptions of the methodology provided by LCRA witness Walter Reid
and PUB witness Riley Rhorer.

According to Mr. Reid, the boundary flow method of assessing transmission
system use attempts to measure the change in power flow on utility-to-utility
tie lines which result from a power transfer. The changes in individual
tie-line flows are combined to yield the total amount of power which is
purported to flow through the utility's transmission system as a consequence of
a particular ‘wheeling transaction. Under thiS *methodology, the unit of
measurement is the megawatt. The changes in line flows on utility-to-utility
tie lines at the boundaries of the affected utility are determined through the
use of base and change computer models designed to simulate the flow of power on
transmission 1lines given both the presence and absence of the Wheeling
transaction.
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LCRA and PUB both oppose the use of the boundary flow method to quantify
transmission system usage. According to LCRA witness Reid, the methodo]ogy does
possess some strengths, in that it makes an attempt to measure usage
objectively, it uses fam111ar concepts, it uses the same b1111ng units as used
to allocate costs to reta11 customers, and it prov1des ‘predictable and
repeatable results. However, er | Reid and Mr. Rhorer both believe that the
weaknesses 1nherent 1n the methodology prec]ude 1ts use

There are four fundamenta1 cr1t1c15ms of the methodo]ogy which Mr. Reid and
Mr. Rhorer appear to share., F1rst megawatts const1tute meaningless units of
measurement within a whee11ng context because megawatt flows on tie-lines at a
utility's boundary do not measure the extent of usage of the lines within the
utility's system Second the methodo]ogy makes the 1ncorrect assumption that
all ut111t1es are the same s1ze and that al] 11nes are used equally to transmit
power. Th1rd the Iarge number of 1nterconnect10ns in ERCOT can cause the same
megawatts to computatlona11y enter,vex1t and re-enter the same system several
times at its boundaries, thus overstat1ng the amount of power that is computed
to flow through a ngen system Fourth, the methodology suffers from
"pancaking", whereby the level of compensatlon owed is a function of the number
of discrete entities located between the generat1on source and the load area.
For 1nstance, 1f the level of use of a transm1ss1on system were determ1ned to be
100 MW and the system were subsequent]y sp11t into two systems, then the usage
of those transmission fac111t1es wou]d double from 100 MW to 200 MW as a
consequence of the sp11t even though there had been no change in the amount of
power wheeled or the amount of fac111t1es used. ‘

In addition to these criticisms, PUB “witness\ Rhorer ‘asserts that the
boundary flow methodo1ogy is fatally flawed as a consequence of its reliance
upon baSe and change computer simulations to model transmission line flows given
the presence or absence of spec1f1c wheeling transact1ons As reliance upon
base and change computer simulations is common to both the boundary flow and
megawatt mile methodo]ogjes,_Mr Rhorer's criticisms of those simulations are
addressedg'in the hsection of this report discussing the megawatt mile
methodology. |
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2. Megawatt Mile Method

Both LCRA and the Commission staff advocate the use of variants of the
megawatt mile method to measure transmission system usage. The megawatt mile
method, as with the'boundary flow method, is premised'upon the use of base and
change computer simulations to contrast the flow of power on transmission lines
given the alternate presence and absence of a particular wheeling transaction.
The methodology eliminates the previously discussed weaknesses associated with
the boundary line method as a consequenée of the addition of distance as a
component element of the megawatt unit of measurement. Under this method, the
change in megawatt flow attributable to a specific wheeling transaction is
measured on each of the individual transmission 1lines which comprise the
transmission system. The change in megawatt flow on each 1line is then
multiplied by the length, in miles, of the line, producing a measurement of
usage of the line exphessed in megawatt miles. The megawatt mile impacts on each
line can then be summed to produce a measurement of total usage of the
transmission system occasioned by a particular transaction.

PUB has raised only one fundamental criticism regarding the use of the
megawatt mile method to measure transmission system usage, and that criticism is
equally applicéb]e to the boundary flow method. PUB argues that the use of base
and change computer simulations, especially generator-to-load simulations, to
model the changes in transmission line flows attributable to a specific wheeling
transaction is unsupportable. According to PUB witness Rhorer, the base and
change computer simulations utilized by LCRA do not model the changes in flow
which actually occur as a consequence of a given wheeling transaction. Rather,
they model hypothetical changes in flow which would occur were one to assume
that the power being wheeled in fact physically flows from the designated source
of generation to the designated load area. As conceded by all witnesses who
addressed the subject, one cannot determine which load is being served from a
particular generating unit connected to an integrated transmission system,
because power flows to the loads closest to it as defined by the location and
size of the other generation sources and loads tied to the grid. "By modeling
load flows assuming the existence of designated generation and designated load
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and then re-running the model assuming the non- ex1stence of both the source of
generation and the load in questlon, as is done under the megawatt mile and
boundary flow lnethods, power is ‘assumed by the simulations to flow from the
designated source of generation to ‘the des1gnated load, and the theoretical
changes in flow which result accord1ng1y bear no re]ationshlp to the changes in
flow which would result in the real world, as a consequence of the interaction
of the other loads and generation sources on the transm1ss1on_gr1d.

According to LCRA ‘witness Reid, base and change computer modeling is a
' ca1cu1atlona1 techn1que which is necessitated by the fact that, in an integrated
~system, the flows on the lines are being determined by many different events
and, as a practical matter, one cannot run a lToad flow that looks at only the
element of interest. PUB witness Rhorer takes‘the~position that, as the base
and change modeling does not produce an accurate representation of changes in
- load f1ows, and as it is not posswble to mode] the changes in load flows which
would actually result, the extent of PUB's use of LCRA‘s transm1ss1on facilities
cannot be quant1f1ed

3. Postage Stamp Methed |

~Arguing that the effect upon an individual utility's transm1ss1on system by
~any one generator’ t1ed to the ERCOT transm1ss1on system cannot as a practical
matter be qualified, PUB asserts that the “postage stamp" methodology
constitutes the appropr1ate manner in wh1ch to ass1gn cost responsibility for
the transmission investment which prov1des the means to wheel power. Under this
- method, the transmission 1nvestment of each of the ERCOT utilities would be

summed and divided by the sum of the summer peak demands of each of those
utilities, resu1t1ng in an ERCOT-wide transm1ss1on rate expressed in terms of
dollars per kilowatt-year ($/kW-yr).  According to PUB witness Rhorer, the
dollar per k1lowatt-year rate would then be mu1t1p11ed by the amount of power to
be transmitted in a ‘given whee11ng transact1on, produc1ng a tota1 annual
wheeling charge for that transaction. Interest1ngly, Mf Rhorer proposes that
the revenues obtained from app11cat1on of that rate be apport1oned among the
various ERCOT utilities us1ng megawatt mile methodology._
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There are two fundamental weaknesses in this proposal which have been noted
by LCRA. First, the method is devoid of any distance sensitivity. The charge
for wheeling a given amount of power over a distance of 600 miles would be the
same as wheeling that power a distance of only 6 miles, even though the level of
transmission investment hecessary to support the transaction is a direct
function of the distance between the source of generation and the load area.
Second, LCRA points out that the viability, if any, of the postage stamp method
is dependent upon universal application within ERCOT and consequently the
methodology should be considered only in the context of a future rulemaking
proceeding. '

4, Examiner's Recommendation

It is readily apparent from the discussion above that there are
deficiencies associated with each of the basic wheeling methodologies advocated
for use in this proceeding. However, of the three presented, the examiner is
persuaded that the megawatt mile method represents the preferable one upon which
to premise the calculation of a just and reasonable rate applicable to the
wheeling of PUB's generation entitlements from Oklaunion to Brownsville.

The record reflects that the megawatt mile methodology is superior to the
tie-line boundary'f1ow and postage stamp methods in that it utilizes a unit of
measurement which is sensitive to both the level of usage on individual lines
within a transmission system and the distance between generation source and
_load. These two factors are in the examiner's opinion critical to the
formulation of a wheeling rate since they both serve to define from different
but necessary angles usage of transmission facilities occassioned by serving
load from a remotely sited source of generation.

The major drawback to the methodology, as ably pointed out by PUB, is its
use of generator-to-load computer simulations which do not in fact reflect real
world load flows attributable to a wheeling transaction. However, that problem
is not in the examiner's opinion as severe as is portrayed by PUB. This
Commission has unequivocally accepted the validity of using base and change
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computer simulations to quantify the use of transmission facilities within the
context of wheeling, as evidenced by the use of such sifulations in both of the
E Comm1ss1on s current wheel1ng rules. ‘

With respect to the appropriateness of using generator-to-load computer
simulations as opposed to generator-to-generator simulations, LCRA witness Reid
testified that the issue has been discussed within ERCOT many times in years
past and that, although an ERCOT task force agreed in 1983 upon the use of
generator-to- generator simulations, WTU is to his knowledge the only investor
owned utility w1th1n ERCOT  which currently supports use of
generator -to- generator simulations as opposed to generator- to-load s1mu1at1ons
As po1nted out by Mr. Re1d generator -to- generator s1mu1at1ons are particularly
1nappropr1ate where the rece1v1ng entlty, as is the case ‘with PUB, has no base
load generation to reduce in lieu of the reduction in load which the
generator-to-Tload 51mulat1on assumes. Absent the existence of Oklaunion there
is no way to know what the alternative generation source would be, regardless of
whether the alternate generation was provided by PUB or by CP&L as the entity
reSponsible‘ for meet ing PUB's load  requirements. Accordingly,
generation- ~to-load s1mu1at1ons const1tute the best ava11ab1e load flow models
for use in this proceeding. While they do not reflect actual flows which could
occur, they do represent objective simulations which appear to present as
accurate a picture of load flows as can be obtained in the absence of the
ability to utilize generatof-to-geheratOr modelihg It should be noted that, as
long as LCRA is consistent in 1ts use of generator-to-load simulations to model
usage on its system, al] loads on the system are forced to flow from generator
to load, thereby presumably maintaining relative comparab1l1ty with respect to
those 1oads. | |

PUB s proposal to a]]ocate ERCOT's aggregate investment in transmission
fac111t1es is in the examiner's opinion wholly 1nappropr1ate for use in this
proceeding because of its failure to recognize the fundamental relationship
between distance and the level of transmission investment necessary to support
load with remote generation. Even were one to assume the appropriateness of
allocating total ERCOT transmission investment among utilities on the basis of
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relative loads as suggested in PUB witness Rhorer's prefiled testimony, and to
further assume that that concept could be implemented in this docket on an
ERCOT-wide basis, the specific methodology proposed herein by PUB s
unreasonable because there is no possibility that the totality of that
investment could in fact be allocated among utilities on the basis of relative
Toads. This is because, under the specific methodology proposed, the rate would
apply solely to wheeling transactions to the exclusion of native system load.
If one accepts PUB witness Rhorer's premise that in a heavily integrated system
distributed  Toad is the only relevant determinant of the need for and level of
investment in transmission facilities, a proposition with which the examiner
disagrees, then at a minimum the methodology WOuld_have to apply to a utility's
total load regardless of whether or not-whee]ihg was required to support that
load, becanse in deriving the dollar per kilowatt-year rate, the total ERCOT
transmission costs are divided by total ERCOT load rather than by total load
being wheeled within ERCOT.

The examiner finds, based upon the preponderance of the evidence presented,
that a megawatt mile method of modeling transmission system usage represents the
most appropriate of the methodologies proposed by the parties for use in the
limited context of this docket.

D. Calculation of Wheeling Rate

There are three discrete variables essential to the calculation of a
wheeling rate in this docket: the total number of megawatt miles attributable
to PUB's use of the respective transmission systems of LCRA and MEC; the total
number of megawatt miles on each of those transmission systems; and the
transmission costs to be allocated. Each of these variables was the §ubject of
Titigation in this docket, and accordingly, a discussion of the issues raised
with respect to each follows.
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1. Megawatt-miles Attributable to PUB

As. previously discussed, the examiner has recommended that a megawatt mile
methodology be utilized to model the: extent of PUB's usage of the LCRA and MEC
transmission systems attributable to PUB's ownership and use of Oklaunion
generation to meet its system load requirements. That recommendation obviously
necessitates use of megawatt miles as the éppropriate units of measurement.

- However, there are a number of different ways  to calculate megawatt mile tota]s,'

two of which have been advocated for use in this docket. Specifically, LCRA
propdses use of the vector absolute method and the Commission staffvha§ proposed
use of the positive megawatt mile method. The two methods produce very
different calculations of the megawatt mile total attributable to PUB's usage
and very different calculations of the system total és.we11, to the extent that

the system total is based upon total usage as opposed to. total capacity, an
issue discussed later in this report.

The vector absolute method of measuring megawatt mile impacts counts the

absolute value of  each change in flow reflected by base .and change computer

simulations.  In other words, all megawatt mile changes are summed without
regard to whether a megawatt mile change reflects an increase or decrease in the
magnitude of the flow on the line. Additionally, changes in direction of the
flow on a line are counted. For instance, if the base case simulation reflected
a IQ’MW'northward flow on a line one mile in length and the change case resulted
in a 20 MV flow on that line in the- opposite direction, that change would

~ produce a vector absolute megawatt mile total of 30 for the line. Under the

positive megawatt mile method, only those changes in flow which serve to
increase the magnitude of the loading on a line are counted toward the total
number of megawatt miles attributable to a wheeling transaction. Thus, in the

‘example above, the positive megawatt miles attributable to the change in flow on
‘that line would total only 10 MW because the changed vector of the flow would be

disregarded.

The rationale underlying LCRA's “proposed use of vector absolute megawatt
miles is basically threefold. ~ First, LCRA witness Reid argues that the

-4
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unloading of a transmission line is just as much an indication of transmission
system usage as is the loading of a line and, as the objective is to measure
total transmission system usage, vector absolute megawatt miles best reflect
that total usage level. Although the calculated number of megawatt miles of use
for any individual transaction will be higher under the vector absolute method
than under the positive megawatt mile method, the total number of system
megawatt miles will be similarly higher, provided the system total is based upon
the sum of the individual uses as opposed to capacity. Second, Mr. Reid
testified that the methodology is preferable because of its relative
insensitivity to alternative assumptions. According to Mr. Reid, since the
results are dependent only upon the source, the destination, the transmission
system, and the magnitude of the transfer the methodology produces reliable and
consistent results given a wide range of alternate generation and load patterns
unrelated to the specific power shipment under study. This is considered by LCRA
to be a distinct advantage over the use of positive megawatt miles because of
the elimination of subjective judgments concerning the order in which to model
the loads on the system. When positive megawatt miles are used, it appears that
~ the order in which various loads are layered for modeling purposes heavily
influences the magnitude of the impacts attributable to each load.

Although PUB has urged a number of arguments in support of its contention
that vector absolute megawatt miles should not be used to measure transmission
system usage,'only the following two arguments focus on the generic issue, to
wit: that use of vector absolute megawatt miles requires the incorrect
assumption that there are no advantages to unloading transmission lines, and
that the vector absolute megawatt totals add up to far more than the capacity of
the transmission line. The remaining arguments raised by PUB concern whether
LCRA is applying the vector absolute method consistently and equally to all
transmission system users, and whether line losses are treated equitably. Those
jssues will be addressed later in this report.

With respect to PUB's initia] argument, the examiner is not convinced from

the record in this proceeding that benefits of unloading a line are such that
usage which causes a reduction in 1line loadings should not be treated as

1512




DOCKET NO. 6995
PAGE 26

compensable usage, for the following reasons. First, Mr. Reid testified that
increasing or decreasing the loading on a line will not affect the service life
of the line. While PUB witness Rhorer testified on cross-examination that
losses and thermal problems that occur in ‘transformers have a tendency to age
those components of a transmission line at a faster rate, Mr. Rhorer's testimony
does not appear to support the proposition that the unloading of lines is of any
substantial benefit in- terms. of extending the service 1life of transmission
facilities. Second, both Mr. Rhorer and Mr. Reid appear to agree that there is
no way in which the benefits of unloading a line can be quantified until the
maximum: capacity of the line is approached, necessitating the construction of
additional facilities. Third, Mr. Reid testified that typically, the un]oading
of any single line or set of lines in a. networked system may not necessarily
equate to any improvement in the transmission system because the unloading of a
line typically causes increased loading on other lines. Fourth, LCRA argues
that, to the extent that transmission system costs ;should appropriately be
apportioned among all long term firm transmission users, unloading should not be
of particular relevance because any additional capacity created by the unloading
does not eliminate the need to recover the embedded transmission costs from
those who use the system. As unloading is a reflection of line usage, cost
responsibility should be assigned to that usage. 'Fifth; LCRA persuasively
~ argues that Un1oading attributable to-a particular wheeling transaction does not
necessarily provide any long term benefit because dynamic changes within the
system can rapidly transform an unloading effect into a loading effect. Mr.
Reid indicated on cross-examination that so long as opposing generation and load
remains balanced, the capacity of a line is essentially unlimited, but that a
disruption in that balance caused by the 1loss of ‘a generating unit or
transmission circuit may result in severe overloading. As facilities must be
planned and constructed ‘in recognition that a transaction which may in one
circumstance cause a reduction in 1line loading ‘may in another circumstance
overload a Tine due to dynamic changes occurring within the transmission system,
it is appropriate to assign cost respOnsibility to all usage regardless of
whether line loadings are increased or decreased by the usage.
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PUB's second generic argument, that use of vector absolute megawatt units
is inappropriate because the megawatt miles totals can add up to far more than
the capacity of the 1line, is without merit. PUB is clearly correct in its
assertion that the sum of the various uses from a vector absolute measure of
such uses might exceed a line's rating or thermal capability. That result is
inherent in a methodology which counts toward total usage directional changes in
line flows. However, the point is ‘essentially irrelevant. Vector absolute

megawatt miles attempt to measure all usage attributable to a transaction,
| irrespective of other usage on the system. Increases in 1line loadings,
decreases in line loadings, and changes in the direction of flow are all indices
of system usage which, taken together, serve to define a given usage in as
comprehensive a fashion as possible. So long as all usage on the system is
measured fairly under this methodology, the ratio of individual usage to total
system usage should in the examiner's opinion provide a very accurate depiction
of relative usage and a reasonable basis for allocating transmission system
costs among long term firm users of the system.

With respect to the general counsel's position that positive megawatt miles
constitute the best measure of system usage, the examiner must observe that
staff witness Highes provided very little support for that position in his
prefiled testimony or on cross-examination. Mr. Hughes took the position that
megawatt mile totals will vary substantially depending upon which method of
totaling megawatt miles is selected and that, as a positive megawatt mile total
would fall in between the range of megawatt mile totals which result from use of
other forms of megawatt mile measurement, positive megawatt miles represent a
compromise position. The examiner does not find this to constitute a persuasive
rationale for use of positive megawatt miles. Mr. Hughes also expressed concern.
that use of vector absolute megawatt miles might adversely affect wheeling
customers by producing a higher statement of usage than would other megawatt
mile measurements. However, the examiner finds this concern to be without
foundation, so long as all long term system usage is fairly and consistently
measured using vector absolute megawatt mile totals. Recommendations set forth
later in this report which are intended to insure that all long term system
usage is in fact measured in a consistent and equitable fashion.
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Having concluded that PUB's usage of the LCRA and MEC transmission systems
should be calculated using vector:abso1ute megawatt mile totals, reference to
the base and change computer simulations of record is necessary in order to
determine the actua1'vector absolute megawatt mile totals. The impact of the
PUB transaction upon LCRA's transmission system is quantified in Exhibit WJR-1

of the prefiled testimony of LCRA witness Reid. That exhibit, constituting the

results of a base and change simulation performed on December 19, 1986, reflects
a 2964 vector absolute megawatt mile impact upon LCRA's transmission system.
The examiner recommends use of this number in calculating a wheeling rate
applicable to the PUB tansaction.

With respect to MEC, it should be noted that'MEC did not present a study
reflecting the impact of the PUB transattion on its transmission system.
Rather, it attempted to quantify the impact by extrapolating from base and
change computer simulations which PUB placed into evidence. Because those

~ studies do not reflect MEC's transmission facilities separately from the

STEC/MEC pool to which it belongs, MEC witness Foreman applied a factor of
.0303797 percent to the STEC/MEC impacts reflected on those studies to
approximate the impacts upon MEC's facilities. Application of that ratio to
Exhibit WJR-1 of Mr. Reid's‘testimbny reflects a total impact upon MEC's system
of 15.6 vector absd]ute‘megawatt miles as a consequence of the PUB transaction.

 Given that MEC did not introduce into evidence an accurate quantification
specific to its facilities as opposed to aggregate STEC/MEC facilities, and that
even were one to accept the accufacy of the extrapolation technique used by MEC
an_exéeedingly small impact is produced, the examiner conc]udes that the impact
upon MEC is de minimis and that PUB should accordingly be found to owe no impact
charges to MEC as a ‘consequen‘ce of its use of Oklaunion generation to serve‘
Brownsville load. This conclusion is bolstered by the fact that MEC has made no
attempt in this proceeding to quantify the amount of compensation, if any, which
should be paid it by PUB. Rather, MEC focused its case, to the exclusion of
virtually all other issues, upon the appropriateness of adopting a boundary flow
wheeling methodology for use in the context of remote generation. MEC has
expressed concern in this docket that PUB's use of Oklaunion generation to serve
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Brownsville load may have a significant impact upon MEC's facilities in the
future should MEC eventually choose to expand its transmission system and
interconnect to a greater degree with the ERCOT grid. However, the examiner
fully concurs with PUB witness Corrigan's assertion that future events of that
nature are speculative at best and inappropriate for consideration in this
docket.

2. Megawatt-Mi1és Attributable to‘LCRA System

Determination of the total number of megawatt-miles attributable to the
LCRA system is obviously important because that figure serves as the divisor in
the calculation of a dollar per megawatt mile whée1ing rate applicable to PUB,
should the Commission adobt a megawatt mile method of measuring usage. Before
any other issues pertinent to calculation of that system megawatt-mile total can
be resolved, the Commission must determine whether the system megawatt-mile
total should be calculated on the basis of total system capacity or total system
usage.

P.U.C. SUBST. R. 23.67 currently provides for' the calculation of total
'system megawatt mileage based upon the theoretical capacity of a given
transmission system. LCRA and the Commission staff, however, propose to
calculate total system megawatt mileage based upon a total system usage.
According to LCRA witness Reid, the divisor in the megawatt mile unit rate
should reflect total system usage because long term firm users of the
transmission system should share equally in the long term costs of the
transmission system, regardless of whether those users are native system full
requirement customers or off-system users. It would appear that the use of
total system capacity in the calculation of the megawatt mile unit rate causes
the occurence of cost subsidies because usage is never equal to theoretical
system capacity. This is due, among other reasons, to the need to maintain
circuit reddndancy and unused capacity necessary to handle any adverse
contingency without jeopardizing system reliability. ‘If the megawatt mile unit
rate is calculated using system capacity as the divisof, the cost of
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unused capacity falls upon the native system customer as a consequence of the
incomplete allocation of total transmission system costs. This observation is
essentially confirmed by staff witness Hughes, who testified that an
arithmetically meaningless result is achieved in calculating wheeling charges
under a megawatt mile methodology unless total system ‘megawatt mileage is
computed in exactly the same manner as the megawatt m11e usage of the wheeling
customer.

Although PUB's witnesses did not speak directly to the issue of usage
versus capacity, it is a fair characterization to say that PUB would favor a
capacity based measure of total system megawatt mileage because the failure of
that methodology to achieve a full allocation of costs would produce a lower
rate per megawatt mile. There are three baées for this observation. First, PUB
believes that the higher the wheeling rate for remote generation, the greater
the likelihood that a disincentive to the remote siting of generating plants
will emerge. Second, the effect of PUB's "postage‘stamp“ methodology is similar -
to that of a megawatt mile unit rate which incorporates a capacity-based measure
of system mileage. This is evident from the fact that the dollar per kilowatt
year rate developed under PUB's methodology' would be based upon division of
total ERCOT transmission costs by total ERCOT load, but application of that rate
would apply solely to . power actually wheeled, thus preventing the full
allocation of transmission costs among the users of the facilities. Third, PUB
takes the position in its'brief that if the Commission chooses to base remote
generation wheeling rates upon long term incremental costs, an issue discussed
later in this report, system costs should be allocated based upon capacity
rather than usage, in the fashion contemplated by P.U.C. SUBST. R. 23.67.

In the examiner's opinion, the long term life-of-the-plant nature of
wheeling transactions involving remote generation and the lack of
interruptibility of that power, since it is invariably utilized for base load
purposes, together sufficiently distinguish remote generationv wheeling
transactions from those trahsactions covered by P.U.C. SUBST. R. 23.67 to
warrant the conclusion that the Commission's policy decision to dse a capacity

?
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based measurement of system megawatt mileage for purposes of that rule is not
appropriately applicable by analogy in this instance. The examiner joins in
LCRA witness Reid's observation that, while there may exist public policy
arguments which support the disproportionately low wheeling rates which result
from use of a capacity based measurement of system megawatt mileage in the
context of those wheeling transactions covered by the Commission's current
substantive rules, public policy should not favor subsidization by LCRA's native
system customers of the true costs of long term firm transmission service used
to support another utility's remote generation. In fact, public policy should,
in the examiner's opinion, favor the avoidance of subsidization of transmission
costs attributable to remote generation. Should the Commission agree with this
position, then the avoidance of subsidization requires that transmission costs
be allocated among all long term firm users based updn the ratio of each
entity's individual usage to total system usage, as proposed by LCRA and the
Commission staff. The examiner does not accept the contention that this course
of action will indiscriminately discourage remote generation. Rather it will
discourage solely that participation in remote generation which requires for
economic viability the avoidance of the true costs of transmission services
associated with serving load from that generation source.

Should the Commission accept the examiner's recommendation  that total
system megawatt mileage be calculated based upbn total system usage as opposed
to total capacity, there are three issues pertinent to calculation of that total
which must be addressed, to wit: 1) the omission of usage of LCRA's
transmission facilities attributable to CP&L's use of Oklaunion generatfon to
serve its native system load; 2) whether LCRA should be permitted to net its
inadvertent flows on other systems' against the inadvertent flows occurring on
the LCRA system; and 3) whether to, and if so, how to eliminate inconsistency in
the calculation of usage of the system by native system customers and off-system
users. A discussion of each of these issues follows.

a. Omission of CP&L usage. Although CP&L owns an interest in Oklaunion

and that generation unit is unquestionably remotely sited with respect to CP&L's
service territory, PUB has correctly pointed out that LCRA has not included CP&L
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within LCRA's 1ist of long term firm wheelers, nor it appears has the megawatt
mileage attributable to CP&L's wheeling of Oklaunion generation been included
within the system megawatt mile total. On cross-examination LCRA witness Reid
testified that CP&L was not treated as a long term firm wheeler by LCRA because
there presently existed no term firm obligation relative to CP&L. At such time
as CP&L and LCRA enter into a whéeling contract, Mr. Reid testified that CP&L
would be cétegorized as a long term firm wheeler. The examiner finds that there
is no distinction in the dua1ity of the usage imposed upon LCRA's system by PUB
and CP&L with respect to the wheeling of power from Oklaunion. Therefore,
regardless of whether or not CP&L has contracted with LCRA for wheeling
services, the megawatt mile usage of LCRA's system attributable to CP&L's
dwnership interest in Oklaunion must in the examiner's opinion be included
within the system megawatt mile total for purposes of calculating a dollar per
megawatt mile wheeling rate. | '

b. Inadvertent flows. The recOrd reflects that a utility's operation of
generation facilities located within its service area to serve native system
load causes megawatt mile impacts upon the transmission system of other ERCOT
utilities. The present ‘practice among ERCOT utilities, according to LCRA
witness Reid, is to treat these inadvertent flows which each utility imposes on
the others as a "wash". No attempt is made within ERCOT to charge for
inadvertent flows. Exhibit No. 4 attached to PUB witness Rhorer's prefiled
testimony reflects that the inadvertent flows imposed upon LCRA's transmission
system by the other ERCOT utilities total 95,245 vector absolute megawatt miles,
and that the inadvertent flows which LCRA imposes upon the transmission systems
of the other ERCOT utilities total 55,304 vector absolute megawatt miles.
Clearly in LCRA's instance there is no "wash", as netting the inadvertent flows
still leaves LCRA with an dimpact of 39,941 megawatt miles imposed by the
inavertent flows of other ERCOT utilities. This is undoubtedly a consequence of
"LCRA's central location within the ERCOT grid.

' PUB witness Rhorer testified that Mr. Reid understated total system
megawattQmiles by omitting from that total the relative usage of the LCRA system
by other ERCOT utilities. This statement is not entirely correct. LCRA witness
Reid testified that the total system megawatt mile usage which he utilized
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includes within it a component attributable to the net difference between
LCRA's inadvertent flows and the inadvertent flows imposed on LCRA's
transmission system by the other ERCOT utilities.

It is clear from the record that LCRA in fact took inadvertent flows into
account in calculating the system megawatt mile total. However, the examiner
cannot accept the way in which LCRA accounted for those flows. Netting LCRA's
inadvertent flows against those imposed by the other ERCOT utilities is in the
examiner's view improper because LCRA's impacts upon the other ERCOT utilities
are attributable entirely to LCRA's use of its generating units to meet its
native system load. As those megawatt miles impacts are in no way caused by off
system customers, they should not be offset against inadvertent flows on the
LCRA system for purposes of calculating total system megawatt mileage. Mr. Reid
testified on cross-examination that if the respective inadvertent flows of LCRA
are not netted égainst those of the other ERCOT utilities, it would be necessary
to increase the level of transmission costs to be allocated, in recognition of
the higher transmission facility costs which would exist in the absence of the
efficiencies afforded by interconnection. However, the examiner would point out
that, if LCRA were not interconnected to the ERCOT grid, use of LCRA's
transmission facilities to serve PUB's native system load with Oklaunion
generation would not be necessary. If PUB is to pay wheeling charges to LCRA
based upon PUB's proportionate use of LCRA's transmission facilities, PUB's rate
should be based upon LCRA's efficient transmission facilities costs, which
includes the economies inherent in interconnection.

The examiner recommends that, in calculating total system megawatt mileage,
the inadvertent flows attributable to use of LCRA's transmission system not be

offset by the inadvertent flows on other utility systems attributable to LCRA.

¢. Consistency in cé]culating system usage. By far the most difficult

issue with respect to calculation of total system megawatt mileage concerns
consistency in the calculation of the individual uses which must be summed to
calculate total system usage. It appears that the sum of each individual use of
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the system will produce a larger number than if those individual uses are
aggregated into classes and the class uses are then summed. This is because,
under any megawatt mile methodology, if multiple transactions are combined and
modeled as one transaction, reciprocal impacts attributable to the component
transactions will be cancelled out and will not be reflected in the statement of
total megawatt mile usage. For instance, if one transaction by itself causes a
10 megawatt mile increase in line flow and a second transaction by itself causes
a 10 megawatt decrease in line flow, the sum of those two transactions, under a
positive megawatt mile method of totaling megawatt mileage, would be 10 megawatt
miles. However, if the two transactions were modeled as one transaction, they
would cancel each other out and there would be no megawatt mile impact
associated with the transaction. This phenomenon is enhanced by use of vector
absolute megawatt miles because of the added eTement of direction of flow.

PUB witness Rhorer has pointed out in this docket what appears to the
examiner to be a gross deficiency in the manner in which LCRA has calculated
total system megawatt mileage. Specifical1y,'a1though LCRA performed’base and
change simulations for the long term firm uses of the LCRA system imposed by the
-San Miguel to BEPC transfer, the Texas Gulf to TUEC transfer, the Inter-North
Cogen to TUEC transfer and the Oklaunion to PUB transfer, LCRA did not pérform
base and change simulations for the purpose of measufing the megawatt mile usage
attributable to each of its full requirements customers, or even to the group as -
a whole. Instead, LCRA witness Reid‘mu]tiplied projected 1987 summer peak flows
on each LCRA transmission circuit (assuming the presence of all long term firm
wheeling transactions) by the length of each circuit, summed the megawatt miles
calculated for each circuit, and utilized the resulting megawatt mile figure of
'93,525 as a surrogate for the megawatt mile usage attributable to LCRA's full
requirements customers and inadvertent flows on the system. In this manner,
LCRA permitted all reciprocal megawatt mile effects to be netted out in the
calculation of the megawatt miles attributable to all long term firm usage on
the LCRA system, with the exception of the usage attributable to the San Miguel
to BEPC trahsfer, the Texas Gulf to TUEC transfer, The Inter-North Cogen to TUEC
transfer and the Oklaunion to PUB transfer. The effect of LCRA's action, if
permitted, would be to shift a disproportionate share of embedded
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transmission facility costs to the above enumerated non-native system users,
since the understatement of total system wou]d cause an excessive dollar per
megawatt mile wheeling rate.

When the examiner questioned Mr. Reid regarding his calculation of megawatt
mileage attributable to LCRA's full requirements customers, Mr. Reid stated that
the surrogate number he used was higher than what would be produced under a base
and change case approach. That is technically correct. However, he failed to
note two important points. First, the surrogate number which he used was
intended to include inadvertent flows on the system attributable to other ERCOT
utilities. The base and change simulations attached to PUB witness Rhorer's
testimony reflect a usage of 65,884 vector absolute megawatt miles attributable
to LCRA's native system uses. When combined with the 95,245 megawatt miles of
inadvertent flows on the LCRA system, the resultant figure far exceeds the
surrogate measure of native system usage employed by Mr. Reid. Second, Mr. Reid
failed to note that his answer assumed that all uses of the system by LCRA's
full requirements customers would be modeled as one transaction. Mr. Reid
testified on cross-examination by PUB that he did not know what usage figure .
“would result were the usage attributable to each of LCRA's full requirements
customers separately measured.

It appears to the examiner that equitable application of LCRA's vector
absolute megawatt mile methodology requires, at a minimum, rejection of Mr.
Reid's surrogate measure of native system usage in favor of measurement derived
from base and change simulations. It further appears that the most accurate
measurement of total system usage would be obtained by running base and change
simulations for each of the 90 delivery points on the LCRA system since LCRA's
usage is comprised of multiple load areas and multiple sources of generation and
no convincing rationale has been advanced for treating all native system uses as
one transaction. The only rationale advanced was Mr. Reid's testimony that
matching areas of 1load responsibility to generators would in his opinion yield a
consistent set of measures for calculating usage. For the reasons stated above,
the examiner cannot agree.
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~The record reflects that it is possible to separately calculate the vector
absolute megawatt mile effect of delivering power from LCRA's collective
generation sources to each of LCRA's delivery parts. However, the record does
not reflect the amount of computer time which would be necessary to run all of
those base and change simulations. Therefore, “the examiner proposes both a
primary and an alternative recommendation. The preferred recommendation is that
LCRA run base and change simulations of the vector absolute megawatt mile

. changes in flow attfibutable to serving each of LCRA's 90 delivery points from

its collective generation sources. The resulting megawatt miles should then be
added to the megawatt miles attributable to the un-netted megawatt miles of‘
inadvertent flows on the system and the megawatt miles attributable to the San
Miguel to BEPC transfer, the Texas Gulf Cogen to TUEC transfer, the Inter-North
Cogen to TUEC transfer, the Oklaunion to CP&L transfer, and the Oklaunion to PUB
transfer, resulting in a statement of tota] system megawatt mileage to be used
as the divisor in the ca]cu]at1on of a dollar per megawatt mile wheeling rate
applicable to PUB.

In the event LCRA indicates in its exceptions to this report that
performance of base and change simulations for each of the LCRA delivery points
is not reasonably feasible, the examiner recommends in the alternative that all
long term firm use of the LCRA system be divided into two separate groups
comprised of use by native system customers “and use by non-native system
entities, and tﬁat all uses within each group be treated as one transaction fdr
purposes of running base and change simulations. This should produce comparable
net vector absolute megawatt mile usages for each group. The transmission
revenue requirement attributable to long term firm users of the transmission
system shou]d}then be allocated between the two groups on the basis of the ratio
of each group's usage to the sum of the group uses. A dollar per megawatt mile
rate would then be calculated for the non-native group by dividing the revenue
requirement assigned to that group by the sum of all of the non-netted megawatt
mile uses within that group. This methodology eliminates the bias against
non-native system usage inherent in LCRA's proposal and avoids the need to run
base and change simulations for each of LCRA's delivery points.
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d. Conclusion. LCRA witness Reid calculated total system megawatt miles as
follows:

Long-Term Firm Customer ~ MW Miles
Full requirements customers : 93,525
San Miguel to BEPC o 11,113
Texas Gulf Cogen to TUEC 2,364
Inter-North Cogen to TUEC 9,442
Oklaunion to PUB _2,964
TOTAL L 119,408

The examiner's recommendations require adjustment of the above calculation
to reflect the megawatt mileage attributable to the CP&L/Oklaunion transaction,
the full level of inadvertent flows imposed upon the system by other ERCOT
utilities (without offset for LCRA's inadvertent flows on other systems), and
the sum of the megawatt mile totals applicable to the provision of power to each
of LCRA's delivery points from its collective generation sources calculated
through use of separate base and change simulations.

Should the examiner's alternative recommendation be adopted, the above
calculation must be adjusted to reflect the net vector absolute megawatt mile
usage of LCRA's native system customers as determined by base and change
simulations, and the net vector absolute megawatt mile usage of LCRA's
non-native system users.

Unfortunately the data necessary to calculate total system megawatt miles
under either scenario is not contained in the evidentiary record and is
unavailable until such time as the necessary base and change computer
simulations are run. Therefore, the examiner recommends that after the
Commission renders 1its decision on the issues in dispute in this docket,  the
case be remanded to the examiner for the limited purpose of admitting into the
evidentiary record all data necessary to the calculation of the specific
wheeling rate to be applied to PUB, or if the data can be assembled and
calculations made without such a limited remand, the parties (chiefly LCRA) so
indicate in exceptions and replies. '
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3. Total Transmission System Costs

LCRA witness Angela Taylor - sponsored ~the calculation of LCRA's. . firm
transmission revenue requirement. Ms. Taylor's calculations produce wé firm
transmission revenue requirement of $15,300,643 to be allocated among the long
term firm users of LCRA's transmission system. Ms. Taylor's calculation
reflects the revenue requirement established in Docket No. 6027, the most recent
LCRA rate case at the time this docket was initiated. The firm transmission
revenue requirement calculated by Ms. Taylor is comprised of the following
components:

GROSS REVENUE REQUIREMENT

08M Expense - $ 8,635,460
Debt Service - 10,599,010
Coverage | ~ 2,325,697
TOTAL GROSS REVENUE $21,560,167
Less Adj. to Examiner's Report : ‘ - 213,588
ADJUSTED TOTAL GROSS REVENUE $21,346,579
'OTHER REVENUES | | $ 9,361,971 -
Wheeling : 4,250,637
Miscellaneous 124,062
Equipment '“ 21,001
SUBTOTAL : -4,395,700 ik
NET TOTAL OTHER REVENUE : : -4,966,271
NET TRANSMISSION REVENUE REQUIREMENT : o - 16,380,308
As Available Wheeling Revenue : 1 -1,079,665

FIRM TRANSMISSION REVENUE REQUIREMENT © $15,300,643

“The only contested aspect of Ms. Taylor's calculation concerns the

inclusion of $124,062 in miscellaneous electric revenues as a component element
of the firm transmission revenue requirement. Staff witness George Mentrup,

- upon review of LCRA's cost of service study, was unable to determine whether the

miscellaneous revenues included in LCRA witness Taylor's calculation were
derived from base rate services or from incidental activities. Those
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revenues are appropriately to be excluded from the calculation only in the event
they are generated from incidental activities. Due to Mr. Mentrup's inability
to obtain clarification of the origin of those revenues, Mr. Mentrup recommended
that those miscellaneous revenues be included in the calculation of the firm
transmission revenue requirement as a revenue reduirement offset.

LCRA did not rebut Mr. Mentrup's testimony4on this issue nor was the issue
clarified through cross-examination. Therefore, the examiner recommends adoption
of Mr. Mentrup's proposed adjustment, resulting in an adjusted firm transmission
revenue requirement of $15,176,581.

The examiner would note that, although the transmission revenue requirement
recommended herein is derived from Docket No. 6027, LCRA was granted a rate
increase subsequent to that docket by Final Order issued on October 22, 1987 in
Docket No. 7512, and a revised revenue requirement was determined at that time.
As the wheeling rate established for PUB will, by agreement of the parties, be
applied retroactively to the date of commercial operation of Oklaunion, the
examiner believes the most efficient course of action would be to utilize the
revenue requirement recommended herein pending final action on LCRA's current
application for a rate increase, which is pending in Docket No. 8032.

Aside from any issue concerning the correctness of the firm transmission
revenue requirement calculated by Ms. Taylor, there exists a more fundamental
issue which should be briefly addressed. Although Mr. Mentrup supports the use
of LCRA's embedded transmission facility costs in the calculation of a wheeling
rate for PUB, Mr. Mentrup testified in the alternative that costs other than
embedded transmission facility costs could appropriately be used to calculate
the rate. Mr. Mentrup asserted two arguments which he believes support the
contention that the unit costs charged to firm wheeling customers need not equal
those paid by native system customers, as is the case under the embedded cost
approach supported by LCRA and the Commission staff in this docket. First, Mr.
Mentrup notes that native customers are provided an integrated product in the
sense that LCRA both produces and delivers electricity for their use, while
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wheeling customers receive unbundled transmission service, and that a utility's
planning decisions and cost incurrences with regard to generation and
distribution are not necessarily independent of the transmission system
configuration. According to Mr. Mentrup, in planning to serve its customers in
a least cost manner, LCRA must plan for the size, type, and timing of additional
generation, transmission and distribution equipment. Those plans and costs for
LCRA's generation and distribution facilities may change as a result of the
addition of firm wheeling service and, to the extent that native system

customers have a right to the least-cost evolution of the LCRA system necessary e

to serve them, then the impacts of providing firm wheeling may be recognizable
in the wheeling price. Mr. Mentrup refers to the impact of the existence of
firm wheeling customers as "external costs".

Second, Mr. Mentrup argues that native system customers and wheeling
~ customers should not necessarily face the same unit cost because native system
customers obtain an integrated product, and generation and transmission‘tend to
over]ap in function. Mr. Méntrup argques that, in a sense, transmission lines
may act as a substitute for generat1on because the addition of transmission
| 11nes may allow for fewer and 1ess costly generat1ng un1ts to be 1nsta11ed

“5Ac¢ording to Mr. Mentrﬂp, as an altérnatiVé‘jto the staff's primary
recommendation that LCRA's embedded costs be used, allocable costs could be
determined using any of the fo]lOwing three approaches: ~ 1) long-run

incremental cost plus PUB's share of any externa] costs or: ‘benefits. _imposed on

LCRA's distribution and = generation costs by firm wheelers ‘as a group; -
2) straight long-run incremental cost; or 3) ‘embedded cost plus PUB's share of
any external costs or benef1ts likely to be 1mposed of LCRA's nat1ve customers
distribution and generation costs by firm wheelers as a group.

Were the wheeling rate to be ca]culated u51ng Tong-run 1ncrementa1 costs,
Mr. Mentrup testified that the ca]cu]atlon of those costs would be s1m11ar to
avoided cost calculations currently performed for determ1n1ng capac1ty payments
to qualifying facilities, or alternatively, th;t an estimate of the change in
transmission investment costs per megawatt”mjle;could be calculated.
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The examiner does not recommend adoption of Mr. Mentrup's alternative
recommendations, for two reasons. First, those positions were argued solely in
the alternative, the staff's primary position being use of the transmission
revenue requirement calculated by LCRA witness Taylor, as adjusted by Mr.
Mentrup. No other party advocated the use of long run incremental costs.
Second, those approaches were not sufficiently developed during the hearing to
permit their use. Mr. Mentrup's alternate proposals are sketchy at best.
Substantial additional evidence would be required before the examiner could make
recommendations concerning those alternate proposals. While the alternative
approaches to ca1¢u1ating allocable costs may prove a fruitful basis of
discussion in a future rulemaking proceeding, the record developed in this
docket does not support their use. |

- E. Treatment of Line Losses

There are two separate charges which together comprise the total charge
payable for firm wheeling service: the facilities charge and the charge for
line losses. The parties to this proceeding focused their arguments primarily
upon the manner in which the facilities charge would be developed, rather than
the manner in which line losses should be handled. However, PUB has disputed
the manner in which LCRA proposes to treat line losses.

Line losses represent the thermal loss that occurs when power flows over a
transmission line. The longer the distance, the greater the potential line
loss. It would appear that a wheeling transaction can serve to either increase
or decrease a utility's line losses. It further appears that it is difficult if
not impossible to accurately measure line losses in the context of a wheeling
transaction. ‘

"LCRA has proposed that PUB compensate it for any line 1loss increases
attributable to the wheeling of power from Oklaunion to PUB's service area.
LCRA's proposed tariff fails to specify exact]y’ how those losses would be
measured. PUB oppbses LCRA's proposed treatment of line losses for two reasons. ‘
First, PUB asserts that use of generation-to-load base and change simulations
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cause an overstatement of line losses because they assume Oklaunion power
actually traverses the full distance between Oklaunion and Brownsville. Second,
PUB asserts that if PUB is to bear a full prorata share of LCRA's embedded
transmission facility costs, it is unfair for LCRA to charge for any increased
losses while retaining the benefits of any decreased losses.

PUB witness Rhorer proposed that line losses be calculated on an ERCOT-wide
average loss basis, paralleling the manner in which ‘transmission costs are
allocated under PUB's "postage stamp" facilities rate proposal. However, that
methodology would appear to the examiner to be inappropriate absent Commission
acceptance of the "postage stamp" methodo\ogy brOposed by PUB. Mr. Rhorer
proposed no alternative treatment of 1line 1osses in the event the "postage
stamp" methodology was reJected

After consideration of the scant evidence of record on this issue, the
examiner finds that LCRA has failed to meet its burden of proof with respect to
its proposed treatment of line losses. The rationale behind LCRA's proposal
that LCRA customers retain the benefits of any redchd line losses attributable
to the PUB/Oklaunion wheeling transaction is singularly lacking. The best
argument that LCRA witness Reid could marshall was that, as long as the wheeling
customer is not being charged, the customer should be indifferent to the fact
that the benefits of reduced losses flow solely to native system customers.

The examiner is unable to respond to the assertion that base and change
simulations will result in an inaccurate statement of line 1osées attributable
to a wheeling transaction, other than to comment that there appear to be no
methodologies by which line losses can be accurately measured. The problem of
calculating line losses for the Oklaunion/PUB transaction is in the examiner's
opinion similar to the prob]em of calcu]at1ng losses attributable to wheeling by
cogenerators. In that instance, the appropriate methodology is spelled out in a
Commission substantive rule. Absent ény better alternative, the examiner
proposes that the methodology for calculation of 1line losses set forth in
P.U.C. SUBST.R.  23.66 be applied to the instant transaction.
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P.U.C. SUBST. R. 23.66(d)(5)(F) provides as follows:

(F) Provision for losses. Increases or decreases in losses incurred

by an impacted utility due to a transaction shall be determined from

the scheduled transfer used in conjunction with loss matrices produced

by the Electric Reliability Council of Texas Engineering Subcommittee

or upon average system losses for increased losses at the option of

the qualifying facility. Increases or decreases in losses shall be

repaid in kind at the time of the transfer if practical or if such

repayment is not practical, accumulated in peak and off-peak accounts

for later payback. If both the impacted utility and the purchasing

utility agree payments and credits for losses may be in cash.

Under the above methodology, PUB's concern about the inequitable treatment
of reduced line losses is resolved, because both increases and decreases in
losses are flowed through to the wheeling customer. Further, it permits losses
to be calculated using either the loss matrices developed by ERCOT or average

system losses, at the option of the wheeling customer.

The examiner recommends that the Commission find the line loss methodology
set forth in P.U.C. SUBST. R. 23.66(d)(5)(F) to constitute the appropriate
manner in which -to calculate lines losses attributable to the Oklaunion/PUB
transaction. ' | '

F. Summary of Recommendations

In summary, the examiner finds that the use of Oklaunion generation to meet
PUB's load requirements produces a compensable impact upon the transmission
systems of LCRA and MEC. Further, the examiner finds that a megawatt mile
methodology constitutes the most reasonable way to measure that impact. Of the
numerous ways in which megawatt mile totals can be calculated, the examiner
finds that all uses of the LCRA and MEC transmission systems should most
appropriately be measured by totals developed through use of vector absolute
megawatt miles. The examiner finds PUB's usage of the LCRA system to total 2964
vector absolute megawatt miles. However, the examiner finds PUB's usage of
MEC's facilities to be so slight that it must be considered de minimis in
nature. Consequently, no compensation is owed to MEC by PUB for that usage.

1530




DOCKET NO. 6995
PAGE 44 '

For purposes of calculating a dollar per megawatt mile unit rate; the
examiner finds LCRA to have a fifm transmission revenue requirement of
$15,116,581. Division of that figure by total system vector absolute megawatt
mileage will produce an appropriate dollar per megawatt mile unit rate
applicable to PUB.

The examiner finds that accurate calculation of that system total requires
that LCRA run base and change simulations of the vector absolute megawatt-mile
changes in flow attributable to serving each of LCRA's 90 delivery points from
its collective generation sources, and that the resulting megawatt miles then be
added to the megawatt miles attributable to the un-netted megawatt miles of
inadvertent flows on the system, and the megawatt miles attr1butab1e to the San
Miguel/BEPC transfer, the Texas Gulf Cogen/TUEC transfer,‘ the Inter-North
Cogen/TUEC transfer, the Oklaunion/CP&L transfer and the Oklaunxon/PUB transfer.

In the alternative, should the conduct of base and change simulations for each

of LCRA's delivery points not be deemed reasonably feasible, the examiner finds
that all long term firm use of the LCRA transmission system should be divided
into two separate groups comprised of use by native system customers and use by
non-native system customers, and that all uses within each group should be
treated as one transaction for purposes of running base and change simulations.
The transmission revenue requirement attributable to long term firm users should
then be allocated between the two groups on the basis of the ratio of each
group's usage to the sum of the group uses. A dollar per megawatt mile rate
should be calculated for the non-native‘ group by dividing the group revenue
requirement by the sum of all of the non-netted group megawatt mile uses.‘

For purposes of calculating the dollar level of the facilities charges owed
to LCRA by PUB, the dollar per megawatt mile unit rate should be multiplied by |
PUB's vector absolute megawatt mile usage of the LCRA system. The examiner
finds that charges for line losses should be calculated in accordance with the
methodology established in P.U.C. SUBST. R. 23.66(d)(5)(F).
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The examiner finds that the data necessary to accurately calculate total
system vector absolute megawatt mileage is not contained in the record evidence.
Therefore, in order to calculate the specific dollar per megawatt mile unit rate
which results from the above recommendations, it will be necessary for LCRA to
perform additional base and change computer simulations. Consequently, the
examiner recommends that this proceeding be remanded, after all methodological
issues have been resolved by the Commission, for the limited purposes of
admitting into the evidentiary record all data necessary to the calculation of
the specific wheeling rate to be applied to PUB, calculation of that rate and
incorporatioﬁ of the resultant rate as well as the recommendations made herein
into the text of the proposed LCRA tariff applicable to the PUB/Oklaunion
transaction.

The examiner strongly recommends that the Commission initiate a'ru1emaking
proceeding upon conclusion of this docket fof the purpose of formulating a
uniform statewide policy with respect to the wheeling of power from remotely
sited generation facilities. At such time as the Commission implements a
wheeling rule applicable to remote generation, the wheeling rates established in
this docket should be superseded on a prospective basis by revised rates
calculated in accordance with the wheeling methodology incorporated in that
substantive rule. |

Finally, due to the limited scope of this docket, the examiner recommends
that no precedential value be assigned this docket in future proceedings.

IV. Findings of Fact and Conclusions of Law

The examiner further recommends adoption of the following findings of fact
and conclusions of law:

A. Findings of Fact

1. This docket was initiated on August 19, 1986, by final Order of the
Commission in Docket No. 6890, styled Application of Central Power and Light
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Company and the Public Utilities Board of the City of Brownsville for Approval
of the Sale and Purchase of an Interest in Oklaunion Unit No. 1
(August 19, 1986). ‘

2. Prehearing conferences were convened in this docket on September 9, 1986,
and October 20, 1986. The hearing on the merits was convened on July 7, 1987
and adjourned on July 20, 1987, after five days of actual hearing. Numerous
parties participated in all or part “of the proceedings as reflected in the
procedural history set out in Section I of this report.

3. The Public Utilities Board of “the City of Brownsville (PUB) provided
jndividual notice of this proceeding to all ERCOT utilities. Further, notice of
the pendency of this proceeding was published in the October 3, 1986, issue of
the Texas Register. '

4, Oklaunion Unit No. 1 is located in Wilbarger County near the Texas/Ok1lahoma
border. PUB's service territory is located more than 600 miles away in the
southern-most tip of Texas.

5. PUB owns a 10.16 percent undivided ihterest in Oklaunion, Unit No. 1
‘(Oklaunion) and utilizes its Oklaunion entitlements to meet its native system
load requirements. ‘ ~

6. LCRA and MEC claim to be owed wheeling charges for the use made of their
transmission facilities by PUB as a consequence of PUB's use of Oklaunion
generation to meet its system load requirements.

7. To the extent that it can be shown that PUB's use of Oklaunion generation
to meet Brownsville's load reguirements involves the use of LCRA's and MEC's
transmission facilities, an impact exists within the intended meaning of the
final Order in Docket 6890.

8. PUB owns only 41.9 miles of transmission line out of a total of 30,600
miles of line comprising the integrated ERCOT transmission grid; and owns no
transmission facilities connecting 0k1aunion.to the PUB load area.
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9. PUB is wholly dependent upon the transmission facilities of other ERCOT
utilities in order to enable it to meet its load requirements with power
generated by Oklaunion.

10. PUB has secured wheeling contracts with each of the utility intervenors in
Docket No. 6890 with the exception of LCRA, with whom PUB could not reach
agreement.

11. Flow of power within an integrated transmission grid is a function of the
existence and location of the loads and generation sources connected to the
grid.

12. The existence and location of Oklaunion causeé changes in transmission line
loadings on the lines owned by LCRA and MEC as well as upon lines owned by other
ERCOT utilities.

13. The transfer of an ownership interest in Oklaunion from CP&L to PUB causes
no change in the power  flows on-any of the transmission lines within the ERCOT
integrated transmission grid.

14. Use of Oklaunion generation to meet Brownsville 1load requirements
necessarily involves the use of the individual transmission systems comprising
the 1ntercqnnected ERCOT grid, including the facilities owned by LCRA and MEC.

15. PUB's certificate of convenience and necessity was conditioned by the
Commission in Docket No. 6890 upon payment by PUB of all wheeling charges
associated with PUB's ownership interest in Oklaunion which the Commission may
find to be appropriate. |

16. The fact that inadvertent flows on transmission facilities necessarily
occur as a consequence of interconnection with an integrated transmission grid
should not absolve PUB from responsibility for wheeling charges. ' ‘

17. PUB has voluntarily availed itself of one of the substantial benefits which
flow from an integrated generation and transmission grid, to wit: the ability

to engage in remote generation without the need to construct transmission
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facilities connecting the generation to the load area, creating a reciprocal
obligation to bear in part the costs of the substantial transmission facilities
needed to support that integrated grid.

18. The different treatment afforded  remote generation and non-remote
generation by LCRA is reasonable since PUB must rely upon the transmission
investment of other utilities in order to serve its load with Oklaunion
generation, while the owners of non-remote generation are capable of
independently serving native system load from their own transmission facilities.

19. Neither the operation of Oklaunion nor its use to meet PUB's load
requirements will affect the reliability or interchange ability of the LCRA and
MEC transmission systems. |

20. Transmission facilities within ERCOT are planned and built with sufficient
capacity and line redundancy to assure the ability of those facilities to handle
the loads placed upon them under multiple adverse contingencies.

21. It is wholly unrealistic to premiSe the payment of compensation for the use
of transmission facilities upon a demonstration of adverse effects upon system
reliability or interchange ability.

22. The ERCOT Operating Guides support the right to compensation claimed by
LCRA and MEC.

23. The acquisition of an ownership interest in Oklaunion enabled PUB to
replace its power purchases from CP&L with power generated by Oklaunion.

24. PUB's decision to purchase an interest in Oklaunion was motivated in part
by the favorable economics of that plant.

25. If PUB's power costs are to be determined by the capital costs and

operating costs of Oklaunion, PUB's power costs must include responsibility for
the transmission facilities which must be wused to support PUB's 1load
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requirements from that plant.

26. As LCRA, MEC and other ERCOT utilities have incurred substantial costs to
construct transmission facilities necessary to support power flows throughout
the ERCOT system and those facilities are necessarily used by PUB to serve its
load from generation in North Texas, the payment of compensation to the owners
of those facilities is necessary to avoid the subsidization by other utility
ratepayers of the true costslof'serving PUB's load.

27. Compensation for use of facilities should be paid to all of the utilities
whose facilities are used rather than to only certain arbitrarily designated
utilities.

28. LCRA and MEC are entitled to compensation from PUB for any significant use
of their facilities as a consequence of PUB's use of Oklaunion generation to
meet its load requirements. '

29. The wheeling methodology upon which a transaction is to be premised
determines the appropriate unit of measurement for quantifying usage.

30. The tie-line flow wheeling methodology advocated by MEC assesses
transmission system wuse by measurement of changes in power flows on
utility-to-utility tie lines.

31. The tie-line boundary flow method of quantifying transmission system usage
is inappropriate because megawatts constitutes meaningless units of measurement -
within a wheeling context; the methodology incorrectly assumes that all
utilities are the same size and that all lines are used equa]]y' to transmit
power; the large number of interconnections within ERCOT can cause the same
megawatts to computationally enter, exit and re-enter the same system several
times; and the methodology suffers from "pancaking".

32. Megawatt mile methodologies utilize base and change computer simulations to
contrast the flow of power on transmission lines given the alternate presence
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and absence of a particular wheeling transaction.

33. Under the megawatt mile method, the change in megawatt' flow on each
individual transmission line is measured and then multiplied qu%he length of
the 1line, prodhcing a measurement of usage of the line exprésSéd in megawatt
miles. The megawatt mile impacts on each line are then summed_to produce a
measurement of total usage of the transmission system occasioned by a particular
transaction. | ‘

34. The generation-to-load base and change computer simulations used by LCRA do
not model the changes in flow which actually occur as a consequence of a given
transaction, but rather, the hypothetical changes in flow which would occur were
one to assume that power being wheeled in fact physically flows from the
designated source of generation to the designated load area.

35. One cannot determine which load 1is being served from a particular
generating unit connected to an integrated transmission system because power
flows to the loads closest to it as defined by the location and size qf the
other generation sources and loads tied to the grid. ' ‘

36. The ‘"postage stamp" methodology advocated by PUB requires that the
transmission investments of all ERCOT utilities be summed and divided by the sum
of the summer peak demand of all ERCOT utilities, resulting'in an ERCOT-wide
transmission rate expressed in terms of dollars per kilowatt year, which rate
would then be multiplied by the amount of power to be wheeled in a given
transaction, producing a total annual charge for that transaction.

37. The "postagé stamp” methodology is fatally flawed as a consequence of its
lack of distance sensitivity. -

38. The viability of PUB's "postage stamp" method is dependent upon universal
application within ERCOT, a result which cannot be achieved in this docket.

39. The megawatt mile methodology is superior to the tie-line, boundary flow and
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"postage stamp" methods because of its use of a‘unit of measurement which is

sensitive to both the level of usage on individual lines within a transmission’

system and the distance betweenfgeneration source and load.

40;‘ The major drawback to  the megawatt mile methodology is its use of
generation-to-load computer simulations which do not in fact s1mu1ate real world
-load f]ows attr1butab1e to a wheeling transaction.

41. The Commission has unequivocably accepted the validity of using base and

change “simulations to quantify the use of transmission facilities within the

context of wheeling, as evidenced by the use of  such simulations in . the
Commission's current wheeling rules. ' |

42. Generation-to-load simulations constitute the best available load flow
models for use in this proceeding and, while they do not reflect actual flows
which would occur, they do"represent objective simulations which appear to
" present as accurate a p1cture of load flows as can be obtained in the absence of
the ab111ty to use generat1on to-generation modeling.

43. As_]ong as LCRA is consistent in its use of generation-to-load simulations
to model usage on its system, all loads on the system are forced to flow from
generator to load, - thereby presumab]y maintaining relatlve comparability with
‘respect to those loads.

44. A megawatt mile method of'modeling transmisston system usage represents the
most appropriate of the methodologies proposed by the parties for use in the
limited context of this docket.

45. There are three discrete variables essential. to the calculation of a
wheeling rate in this docket: 1) the total number of megawatt miles
attributable to PUB's use of the respective transmission systems of LCRA and
MEC; 2) the total number of megawatt mi1es on each of those transmission
systems; and thefdollar amount of the. transmission costs to be allocated.

46. There exist multipie ways in which to calculate megawatt mile totals.
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47. The vector absolute method of measuring mégawatt mile impacts counts the
absolute value of the changes in magnitude and vector of flows.

48. The positive megawatt mile method of measuring megawatt mile impacts counts
only those changes in f10w1which serve to increase'the magnitude of flow on a
line. | -

49. Unloading of a transmission line and changes in the direction of flow are
just as much indications of transmission system usage as is the loading of a
line. o |

50. Although the calculated number of megawatt miles of use for any individual
transqction will be higher under the vector absolute method than under the
positive megawatt mile method, the total number of syStém Megawatt miles will be
- similarly higher, provided the ‘system tota1, is based upon the sum of the
individual uses as opposed to system capacity.“‘ | ‘

51. The vector absolute method produces reliable and consistent results given a
wide range of alternate generation and load patterns unrelated to the specific
power shipment under study.

52. The unloading of lines is not of any substantial benefit in terms of.
extending the service life of transmission facilities.

53. There is no way in which any benefit of_qn]oading a line can be quantified
until the maximum capacity of the 1line is approached, necessitating the
construction of additional facilities.

54. The unloading of any single line or set of linés in an integrated system
may not necessarily equate to any improvement in the transmission system because
the unloading of a line typically causes increased loading on other lines.

55. To the extent that transmission system costs should appropriately be
apportioned among long term firm transmission users, unloading should not be of
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particular relevance because any additional capacity created by the unloading
does not eliminate the need to recover the embedded transmission costs.

56. The unloading attributable to a particular wheeling transaction does not
necessarily provide any long term benefit because dynamic changes on the system
can rapidly transform an unloading effect into a loading effect.

57. As  facilities must be planned and constructed in recognition that a
transaction which may in one circumstance cause a reduction in line loading may
in another circumstance overload a line due to the dynamism of the transmission
system, cost responsibility should be assigned to all usage regardless of
whether line loadings are increased or decreased by the usage.

58. Vector absolute megawatt mile totals can add up to far more than the
capacity of a 1ihe, but so long as all usage in the system is similarly
measured, the ratio of'individual'usage to total system usage should provide an
accurate depiction of relative usage and a reasonable basis for allocating
transmission system costs among long term firm users of the system.

59. PUB's usage of the LCRA and MEC transmission systems should be calculated
using vector absolute megawatt mile totals.

60. PUB's usage of the LCRA transmission system totals 2964 vector absolute
megawatt miles.

61. PUB's usage of the MEC trénsmission system, based upon MEC's extrapo]ation
methodology, totals 15.6 vector absolute megawatt miles.

62. MEC did not introduce into evidence an accurate quantification of usage
specific to its faci]ities as opposed to aggregate STEC/MEC facilities.

63. The impact on MEC's transmission system attributable to the PUB/Oklaunion
transaction is de minimis and MEC consequently is not entitled to compensation

from PUB.
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64. The issue of whether future expansion of the MEC transmission system may
cause the Oklaunion/PUB transaction to have a greater impact on that system is
beyond the appropriate scope of this docket.

65. P.U.C. SUBST. R. 23.67 provides for the calculation of total system
megawatt mileage based upon the theoretical capacity of a transmission system.

66. The use of total system capacity in the calculation of the megawatt mile
unit rate causes the occurrence of cost subsidies because usage is never equal
to theoretical system capacity, due to the need to maintain circuit redundancy
and unused capacity necessary for system ‘reliability. under adverse
circumstances.. - :

67. If the megawatt mile unit rate is calculated using system capacity as the
divisor,'the cost of unused capacity fa]]; upon the native system customer as a
consequence of the incomplete allocation of total transmission system costs.

68. An arithmetically meanihg1ess result is achieved in calculating wheeling
charges under a megawatt mile methodology unless total system megawatt mileage
is computed in exactly the same manner as the megawatt mile usage of the
wheeling customer. ' “ '

69. The long term life-of-the-plant nature of wheeling transactions involving
remote generation, and the lack of interruptibility of that power, together
sufficiently distinguish remote géneration wheeling transactions from those
transactions covered by P.U.C. SUBST. R. 23.67 to warrant the conclusion that
the Commission's policy decision to use a cébacity based measurement of system
megawatt mileage for purposes of that rule is not appropriately applicable by
analogy to remote generation.

70. Public policy should not favor subsidization by LCRA's native system

customers of the true costs of long term firm transmission service used to
support another utility's remote generation.
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71. Total system megawatt mileage should be based upon total system usage as
opposed to total capacity.

72. There is no distinction in the quality of the usage imposed upon LCRA's
system by PUB and CP&L with respect to the wheeling of power from Oklaunion.

73. The megawatt mile usage of LCRA's system attributable to CP&L's ownership
interest in Oklaunion must be included within the system megawatt mile total for
purposes of calculating a dollar per megawatt mile wheeling rate.

74. LCRA understated total system usage by omitting from total usage the
relative usage of the LCRA system attributable to inadvertent flows from other
ERCOT utilities.

75. Netting LCRA's inadvertent flows against those imposed by other ERCOT
utilities 1is improper because LCRA's-vimpacts upon those utilities are
attributable entirely to LCRA's use of its generating units to meet its native
system load. LCRA's inadvertent flows are not caused by off-system customers.

76. In calculating total system megawatt mileage, the inadvertent flows
attributable to use of LCRA's transmission system should not be offset by the
inadvertent flows on other utility systems attributable to LCRA.

77. The sum of each individual use of the transmission system will produce a
larger number than if those individual uses are aggregated into groups and the
group uses are then summed, because reciprocal impacts attributable to the
component transactions will be cancelled out and will not be reflected in the
statement of total megawatt mile usage. '

78. Although LCRA performed base and change simulations for specific off-system
users, LCRA did not perform base and change simulations for the purpose of
measuring the megawatt mile wusage attributable to each of LCRA's full
requirements customers, or even to the group as a whole.
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79. In calculating total system mileage, LCRA improperly permitted all
reciprocal megawatt mile effects to be netted out in the calculation of the
megawatt miles attributable to all long term firm usage on the LCRA system, with
the exception of the usage attributable to four specific off-system
transactions, thus shifting a disproportionate share of embedded transmission
facility costs to those specific off-systemytransactions;

80. Equitable application of LCRA's vector absolute megawatt mile methodology
requires rejection of LCRA's surrogate measure of native system usage in favor
of measurements derived from base and change simulations.

81. LCRA should run base and change simultions reflecting the impact of serving
each of LCRA's 90 delivery points from LCRA's collective generation, since
LCRA's usage is comprised of multiple load areas and multiple sources of
generation, and no convincing rationale has been advanced for netting the
effects of all native system uses of LCRA's transmission facilities.

82. To derive total system usage, the sum of the megawatt mile impacts
attributable to each of LCRA's delivery points should be added to the megawatt
miles attributable to the non-netted effect of inadvertent flows on the system
and the megawatt miles attributable to the San Miguel/BEPC transfer, the Texas
Gulf Cogen/TUEC transfer, the Inter-North/TUEC transfer, the Oklaunion/CP&L
transfer and the Oklaunion/PUthransfer.

83. Should it not prove feasible to run base and change simulations for each
LCRA delivery point, all long term firm use of the LCRA system should be divided
into two separate groups comprised of all native system uses, and all non-native
system uses, and the uses within each group should be treafed as one transaction
for purposes of running base and change simulations. The transmission revenue
requirement attributable to 1long term firm users should then be allocated
between the two groups based on the ratio of each group's usage to the sum of
the net usage attributable to the two groups. A dollar per megawatt mile rate
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should then be calculated for the non-native group by dividing the group revenue
requirement by the sum of the non-netted group megawatt mile uses.

84. The data necessary to calculate total system miles in the manner specified
in either Finding of Fact No. 82 or Finding of Fact No. 83 is not contained in
the evidentiary record and is unavailable until such time as the necessary base
and change computer simulations are run.

85. The only contested aspect of the calculation of the firm transmission
revenue requirement concerns the inclusion or exclusion of $124,062 in
miscellaneous electric revenues from the calculation.

86. The staff's recommendation that $124,062 in miscellaneous electric revenues
be included in the calculation of the firm transmission revenue requirement as a
revenue requirement offset should be adopted.

87. The LCRA firm transmission revenue requirement to be utilized in this
proceeding for purposes of calculating a unit rate for wheeling is $15,176,581.

88. The revenue requirement found in this docket shou]d be utilized pending
final action on LCRA's rate application currently pending in Docket No. 8032.

89. The staff's alternative proposals to calculate total allocable costs based
upon long run incremental cost concepts should be rejected because that approach
was not sufficiently developed during the hearing and no party advanced those
proposals as its primary recommendation.

90. LCRA has failed to meet its burden of proof with respect to its proposed
treatment of line losses.

91. Due to the absence of any better alternative, the methodology for

calculation of line losses set forth in P.U.C. SUBST. R. 23.66(d)(5)(F) should
be adopted for use in connection with the Oklaunion/PUB transaction.
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92. This proceeding should be remanded to the examiner after all methodological
jssues have been. resolved by the Commission, for the limited purposes of
admission into the evidentiary record of all data necessary to the calculation
of the specific WheeIing rate to be applied to PUB, calculation of that rate,
and incorporation of the resultant rate as well as the recommendations made
herein into the text of the proposed LCRA tariff applicable to the Oklaunion/PUB
transaction. ' E

93. The Commission should initiate a rulemaking proceeding upon conclusion of
this docket for the purpose of formulating a uniform statewide policy with
respect to the wheeling of power from remotely sited generation facilities.

94, Should a remote'geheration'whee1ing rule be adopted, the wheeling rates
established herein should at that time be superseded on a prospective basis by
revised rates calculated in accordance wuth the wheeling methodology embodied in
that substantive rule. ‘

95. Due to the limited scope of this docket, no precedential value should be
assigned this docket in future proceedings.

B. Conclusions of Law

1. LCRA and MEC are public utilities as defined in Section 3(c)(1l) of the
Public Utility Regulatory Act (PURA), Tex. Rev. Civ. Stat. Ann. art. 1446c
(Vernon Supp. 1988). PUB is a retail public utility as defined in PURA Section
49,

2. The Commission has jurisdiction over the matters raised in this proceeding
pursuant to PURA Sections 16(a), 17(e) and 37.

3. Notice of the pendency of this proceeding was issued by PUB in full

compliance with the notice requirements established ‘by the examiner under
authority of P.U.C. PROC. R. 21.25(a)(3).
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4. P.U.C. SUBST. R. 23.66 and 23.67 are not applicable to remote generation
wheeling transactions. ' : :

5. LCRA has the burden of proof in this proceeding and consequently, it is
entitled to choose and advocate the theory under which it believes it is
entitled to compensation from PUB, and such must control over the verbiage
utilized in the label appended by the Commission to this docket.

'6.. The dividing line between permissible and impermissible discrimination by a
public utility is generally that drawn by the "rule of reasonableness”. Mere
inequality is not in itself unlawful discrimination. Unequal treatment is
permissible so long as there exists a substantial and reasonable ground of
distinction between the favored and disfavored individuals or classes.

7. The unequal treatment which LCRA proposes to afford PUB's remote generation
as opposed to the inadvertent flows of ERCOT utilities does not constitute
unlawful discrimination because a substantial and reasonable ground of
distinction exists to support that unequal treatment.

8. Utility practices embodied in the ERCOT Opertaing Guides are not legally
binding upon this Commission.

9. The existence or non-existence of an obligation to compensate a utility for
the use made of its transmission facilities as a consequence of a wheeling
transaction is not governed by Texas range law, water law, lateral support law,
law pertaining to improvements of easements or the "Texas party wall" doctrine.

10. LCRA is entitled to compensation from PUB for the use made of LCRA's
transmission facilities by PUB in utilizing Oklaunion generation tQ serve PUB's
load requirements. No compensation is owed to MEC by PUB.

11. To the extent recognized by the final Order herein, LCRA has met its burden
of pursuasion.
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J

12. The wheeling rates which result from application of the methodologies
proposed herein are not unreasonably preferential, prejudicial or
discriminatory, but are sufficient and'equitab1e‘as;required,by PURA Section 38.

Respectfully submitted,

N

MARK W. SMITH '
ADMINISTRATIVE LAW JUDGE

. o
APPROVED on this the o2/ day,of _/77@164,1%&

‘ PHILLIP A. HOLDER
DIRECTOR OF HEARINGS

nsh
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PETITION OF LOWER COLORADO RIVER i
AUTHORITY ET AL. FOR DETERMINATION i
OF WHEELING IMPACT OF THE TRANSMISSION |
OF BULK POWER FROM OKLAUNION UNIT . |
NO. 1 TO THE PUBLIC UTILITIES BOARD |
OF THE CITY OF BROWNSVILLE i

© PUBLIC UTILITY COMMISSION
OF TEXAS

In public meeting at its offices in Austin, Texas, the Public Utility

Commission of Tgxas finds that, after"notite was provided
interested persons, the application 1in this case was
administrative law judge in accordance with Commission rules
statutes. An Examiner's Report’containing Findindé of Fact
Law was submitted, which report, as subsequently amended by
law judge, is hereby ADOPTED and made a part hereof. The
issues the following Order: o

to the public and
processed by an
and all applicable
and Conclusions of
the administrative
Commission further

1. The various requests for relief urged by the parties are GRANTED
to the extent recommended in the Examiner's Report attachedv

heretc.

2, This docket is REMANDED for the limited purposes of receiving
into evidence all data necessary to the calculation of the
specific wheeling rate which results from application of the
methodology adopted by'this Order, calculation of that rate, and
incorporation of that rate into a tariff fully consistent with

the terms of this Order.
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' 3. AN motions, appHcat1ons;_and requests for specific findings of
fact and conclusions of law, if not expressly granted herein, are
denied for want of merit.

SIGNED AT AUSTIN, TEXAS on this the 20 day of Mﬁl«f 1988,
PUBLIC umm conmssmu OF TEXAS

SIGNED: &LSQ LW

DENNIS L. THOMAS

SIGNED:

SIGNED:

SE(‘RETARY OF THE COMMISSION ,

nsh
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PETITION OF LOWER COLORADO RIVER 8§ PUBLIC UTILITY COMMISSION
AUTHORITY ET AL. FOR DETERMINATION ‘
OF WHEELING IMPACT OF THE TRANSMISSION OF TEXAS

OF BULK POWER FROM OKLAUNION UNIT

NO. 1 TO THE PUBLIC UTILITY BOARD OF
THE CITY OF BROWNSVILLE ° :

. X7 Y7 y7. Y7

ORDER ON REHEARING

In public meeting at its offices in Austin, Texas, the Public Utility
Commission of Texas considered Medina Electric Cooperative, Inc.’s motion for

rehearing in this docket. Based upon consideration of the arguments raised in
that motion, the Commission issues the following Order:

1. Medina E]ectric Cooperative, Inc.’s motion for rehearing is
GRANTED.

2. Finding of Fact Nos. 62 and 63 of the Examiner’s Report are
DELETED.

3. The scope of the remand proceeding in this docket is EXPANDED to
include the development and receipt into evidence of all data
necessary to the calculation of a specific Medina Electric
Cooperative, Inc. wheeling rate which results from application of
the methodology adopted by the Cdmmission’s'May 20, 1988 order of
remand, calculation of that rate, and incorporation of that rate
into a Medina Electric Cooperative, Inc.’s tariff.

SIGNED AT AUSTIN, TEXAS on this the 5’_da,y of %‘ 1988.

PUBLIC UTILITY COMMISSION OF TEXAS

SIGNED:

SIGNED:

ATTEST:

PHILLIP A. HOYDER
SECRETARY OF THE COMMISSION

nsh
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DOCKET NO. 6995

PETITION OF LOWER COLORADO RIVER § PUBLIC UTILITY COMMISSION
AUTHORITY ET AL. FOR DETERMINATION OF §

WHEELING IMPACT OF THE TRANSMISSION OF § OF TEXAS
BULK POWER FROM OKLAUNION UNIT NO. 1 TO §
THE PUBLIC UTILITIES BOARD OF THE CITY §
OF BROWNSVILLE §

SUPPLEMENTAL EXAMINER'S REPORT

I, Procedural History

An Examiner’s Report was issued in the above captioned docket on
March 21, 1988 by the undersigned examiner. That report was adopted by the
Commission by written order dated May 20, 1988. Pursuant to the
recommendations contained in. that report, the Commission remanded the
proceeding to the examiner for the limited purposes of obtaining the data
necessary to calculate a wheeling rate using the methodology recommended in the
Examiner’s Report, calculation of that rate, and incorporation of that rate
into a Lower Colorado River Authority (LCRA) tariff applicable to the Public
Utilities Board of the City of Brownsville (PUB). |

" A post-hearing conference was convened on May 31, 1988. The parties agreed
at the conference that they would work together to develop the software and
perform the computerized load flow simulations necessary to calculate wheeling
rates using the methodo1qu adopted by the Commission.

On May 31, 1988, Medina Electric Cooperative, Inc. (MEC) filed a motion for
rehearing, urging that the Commission’s May 20, 1988 order be modified to
permit MEC to charge PUB for whée]ing impacts associated with PUB’s transfer of
bulk power from Oklaunion Unit No. 1 to Brownsville, despite the de minimis
nature of those impacts on MEC’s system.  On July 5, 1988, the Commission
granted MEC’s motion and issued an order expanding the scope of the remand
proceeding to include development of an MEC wheeling rate and tariff applicable
to PUB.
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A second post~hearing conference was convened on Septembeih 16, 1988 at
which LCRA, PUB and the Commission staff announced that they had reached
agreement on the LCRA wheeling rate and associated tariff. MEC did not make an
appearance at the conference A written st1pu'lat10n was subsequently filed on
November 14, 1988 by LCRA, PUB’ and the Commission’s general counsel.

On October 21, 1988, counsel for MEC filed a letter with the Commission
indicating ~that MEC had participated with LCRA and PUB in the wheeling
calculations and that: 1) the calculations reflect no present impact on MEC’s
transmission system; 2)  MEC agrees that wheeling payments by PUB are not
warranted; and 3) MEC does not desire to participate further in the remand
proceeding. ' ‘

I1. Discussion and Opinion

The intent of the Commission’s remand order in this proceeding was to
provide a vehicle by which the examiner’s recommended vector-absolute
megawatt-mile (VAMM) methodology - for calculating wheeling rates applicable to
the transfer of bulk power from Oklaunion Unit No. 1 to the City of Brownsville
could be translated into specific wheeling tariffs for LCRA and MEC.
Attachment No. 1 to this report is a written stipulatibn entered into by LCRA,
PUB and the Commission’s general counsel reflecting agreement that application
~of the VAMM methodology to the Oklaunion/Brownsville transaction results in an
annual wheeling rate chargeable by LCRA to PUB of $48.45 per megawatt-mile.
Attachment No. 2 to this report is a letter from counsel for MEC which reflects
MEC’s decision not to implement a whee]ing tariff applicable to the
Oklaunion/Brownsville transaction, based upon the lack of any s1gmf1cant
impact by that transaction upon MEC’s transmission system

The proposed LCRA tariff is wholly consistent with the recommendations
contained in the Examiner’s Report. As recommended by the examiner, the tariff
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is applicable solely to the Oklaunion/Brownsville transaction and does not
purport to establish rates for any. other wheeling transaction. Additionally,
the parties agree that the stipulated annual wheeling rate of $48.45 per
megawatt-mile has been calculated in a mahner consistent with the methodology
recommended by the examiner and adopted by the Commission.  Further, the
megawatt-mile total specified in the proposed tariff equals the megawatt-mile
total found by' the examiner in Finding of Fact No. 60 of the original
Examiner’s Report. Finally, under the proposed tariff line losses are treated
in the manner specified by Finding of Fact No. 91 of the original Examiner’s
Report.

The stipulation provides that the agreed wheeling rate be retroactively
effective from and after the-Décember 24, 1986 commercial operation date of
Oklaunion Unit No. 1, and that the rate remain in effect until changed by
subsequent order of the Commission. The examiner fully endorses the
retroactive applicability of the proposed wheeling rate, due to the
considerable. length of time it has taken to bring this proceeding to
conclusion. ' '

The examiner recommends that the Commission accept the stipulation of the
parties and approve the proposed LCRA wheeling tariff as filed on
November 3, 1988.  Further, the examiner renews the recommendation in the
original Examiner’s Report that, upon conclusion of this proceeding, the
Commission initiate a rulemaking proceeding for the purpose of formulating a
uniform statewide policy with respect to the wheeling of power from remotely
sited generation facilities.

ITI. Findings of Fact and Conclusions of Law

The examiner further recommends adoption of the following findings of fact
and conclusions of law: ‘
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A. Findings of Fact

1. This remand proceeding was initiated on May 20, 1988 by written order of
the Commission. :

2. The purpose of the remand proceeding is to develop specific wheeling
tariffs for LCRA and MEC applicable to the transfer of bulk power from
Oklaunion Unit No. 1 to PUB, using the VAMM methodology adopted by the

. Commission on May 20, 1988.

3. MEC has declined to propose or implement a tariff applicable to the
Oklaunion/Brownsville transaction, based upon its determination that the
transaction has no present impact on MEC’s transmission system.

4. LCRA, PUB and the Commission’s general counsel filed a written stipulation
on November 14, 1988, reflecting agreement as to the .rates, terms, and

conditions to be included in an LCRA tariff applicable to the
Oklaunion/Brownsville transaction.

5. The LCRA tariff proposed by the parties is wholly consistent with the
recommendations contained in the Examiner’s Report adopted by the Commission on
May 20, 1988.

6. The proposed LCRA tariff is applicable solely to the Oklaunion/Brownsville

transaction and does not purport to establish rates for any other wheeling
transaction. '

7. The stipulated annual wheeling rate of $48.45 per megawatt-mile is
calculated in a manner consistent with the VAMM lnethodology adopted by the
Commission on May 20, 1988.

8. The megawatt-mile total specified in the proposed tariff equals the
megawatt-mile total specified in Finding of Fact No. 60 of the original
Examiner’s Report in this docket.
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9. The proposed tariff treats line losses in the manner specified by Finding
of Fact No. 91 of the original Examiner’s Report.

10. The proposed wheeling rate should be retroactively effective from and after
the December 24; 1986 commercial operation date of Oklaunion Unit No. 1, and
should remain in effect until changed by subsequent order of the Commission, as
stipulated by the parties. |

11. The proposed LCRA tariff, which was filed on November 3, 1988 as an
attachment to the parties’ stipulation, should be approved without
modification.

12. A rulemaking procéeding would be an appropriate mechanism for formulating a
uniform statewide policy with respect to the wheeling of power from remotely

sited generation facilities.

B. Conclusions of Law

1. LCRA and MEC are public utilities as defined in Section 3(c)(1) of the
Public Utility Regulatory Act (PURA), Texf Rev. Civ. Stat. Ann. art. 1l446c
(Vernon Supp. 1988). PUB is a retail public utility as defined in PURA Section
49.

2. The Commission has jurisdiction over the matters raised in this proceeding
pursuant to PURA Sections 16(a), 17(e) and 37.

3. The wheeling rates and tariff terms and conditions embodied in the
stipulated LCRA wheeling tariff applicable to the Oklaunion/Brownsville

1555



DOCKET NO. 6995
PAGE 6

transaction are just and reasonable and otherwise comply with the ratemakmg‘
mandates of Art1c]e VI of PURA and should be approved

Respectfuﬂy submitted, %

MARK W. SMITH -
ADMINISTRATIVE LAW JUDGE

B
APPROVED on tms the 27 da day of /ZWW 1988.
ALl A folde

PHILLIP HOLDER
DIRECTOR OF HEARINGS

- nsh
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ATTACHMENT NO. 1
DNCKET NO. 6995

BEFORE THE
PUBLIC UTILITY COMMISSION 'OF TEXAS

PETITION OF LOWER COLORADO
RIVER AUTHORITY ET AL. FOR

. DETERMINATION OF WHEELING
CHARGE FOR THE TRANSMISSION
OF BULK POWER FROM OKLAUNION
UNIT NO. 1 TO THE PUBLIC
UTILITIES BOARD OF THE CITY.
OF BROWNSVILLE

DOCKET NO. 6995

PP DI LD DI

STIPULATION

WHEREASY the Examiper'éy Report in this docket‘ dated
March 21, 1988 was presented to, and approved by the Public
Utility Commission;‘and

WHEREAS pursuant to the Examiner's . recommendation, the
Publlc Ut111ty Commlss1on remanded the matter to the Examiner
for the calculation of a specific wheeling rate; and

WHEREAS the Public [Utilities Board of the City of
Brownsv111e and' the Lower Colorado Rlver Authority have
conducted additional studles con51stent W1th the methodology
described in the Examiner' szepo:t, and have participated in
continuing discuésions‘éqncerning the résults of those studies;
and

WHEREAS the Genefal Counsel has continued to monitor the
progress of discﬁssiops betﬁeeﬁ the parfies; and

WHEREAS the parties have reached agreement as to a specific

wheeling rate to be adopted in this cause:
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NOW THEREFORE the Public Utilities Board of the City of
Brownsville, the Lower Colorado River Authority, and the
General Counsel of the Public Utility Commission of Texas agree
as follows. | | N

1, The Public Utility Commission‘o£ Texas~Should approve
an annual rate of $48.45 per megawatt-ﬁile for the transmission
of power over the Lower Colorado River Authority transmission
system from Oklaunion Unit No. 1 to the City of Brownsville,.
The parties agree that the rate stipulated to is calculated in
a manner consistent with the methodology approved by the Public
Utility Commission in adoptihg the Examiner's Repoft referred
to above.

2. The proposed tariff sheet, a Cbpy of which is attached
to the Stipulation as Appendix A, should be approved by the
Commission. o o | |

3. The wheeling rate to be édopted in this proceeding
should be retroactively effective from and after the date of
coﬁﬁétcial\operation 6f Oklaunion Unit No. 1, on December 24,
1986 and should remain in efféét‘until changed b§ subsequent
order of the Public Utility Commission.

4. This Stipulation represents a compromise by the
parties to this agreement and should be viewed strictly as the
product of compromisé anGISettlemént for‘the purposes and under

the conditions set forth herein.
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. ~ WHEREFORE,  PREMISES  CONSIDERED, the parties whose
authorized signatures appeér below urge the CommiSsion to adopt
the rate set ‘forthhfabové and to }approve fhe tariff sheet
éttachéd}hereto. | | |

- - Respectfully submitted;

PUBLIC UTILITIES BOARD OF
THE CITY OF BROWNSVILLE

s Rt fidn

~Bob Kahn - 11074230

LOWER COLORADO RIVER AUTHORITY

By me/

‘ | Lawrence S. SmitkK - 18639000

GENERAL COUNSEL, PUBLIC UTILITY
COMMISSION OF TEXAS

o Al Tl Vs
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. LOWER COLORADO RIVER AUTHORITY
P. 0. Box 220
Austin, TX 78767

ELECTRICAL TARIFF

Section No. Revision No. Sheet No.
Section Title _Rate Schedule Replacing Revision No.

Effective

Sheet No.

Month Day Year

432 Rate Schedule WS
Form No. 344

WHEELING SERVICE
FOR
-~ TRANSMISSION OF FIRM POWER
FROM OKLAUNION TO
PUBLIC UTILITIES BOARD OF THE CITY OF BROWNSVILLE

Applicable:

For wheeling service for Public Utilities Board of the City of Brownsville (PUB)
transfer of 68 MW of capacity from Oklaunion Unit No. ! to PUB's certified service .
area. \ '

Available:

To PUB for wheeling services with LCRA with respect to Oklaunion Unit 1-68 MW
of capacity. : .

Rate

Facilities Charge:

.$ 4.0375 per MW mile pef month.

The billing MW-miles shall be 2964 MW-miles.
Losses:
Inéreases or decreases in losses incurred by LCRA due to the PUB transfer shall
be determined from the scheduled transfer used in conjunction with loss matrices
produced by the Electric Reliability Council of Texas Engircering Subcommittee

or upon average LCRA system losses for increased losses at the option of PUB.
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LOWER COLORADO RIVER AUTHORITY
\ ~ ' P. 0. Box 220
‘ . _ Austin, TX 78767

ELEC’I‘RICAL TARIFF

Section No., Revision No. : Sheet No.
Section Title _Rate Schedule Replacing Revision No. ‘ Sheet No.
Effective
Month Day Year

Increases or decreases in losses shall be repaid in kind at'the time of the
PUB transfer if practical or if such repayment i§ not practical, accumulated
in peak and off-peak accounts for later pajback. If both LCRA and PUB agree
payments and credits for losses may be in cash.

Special Conditions:

- Billing.
(a) Due Date. The due date of the bill for utility service shall not be
' less than 16 days after issuance. A bill for utility service is

delinguent if ﬁot received at the LCRA or at LCRA's authorized
payment agency by the due date. The postmark, if ahy, on the envelope
of the bill, or an issuance date on the bill,»if there is no postmark
on the envelope,»shall constitute proof of the date of issuance. If
the due date falls on a holiday’o;»weekend; the due date for payment
purposes shall be the next Wka day after the due date.

(b) Penalty on delinquent bills. A one-;ime penalty‘not to exceed 5.0%
will be made on delinquent bills. The 5.0% penalty on delinquent bills
will not be applied to any balance- to Which the'penalty was applied

in a previous billing.

1561



PauL €. ANDCRION
ROV | SARARLTY
Cmamigy n. BARROW
LARAY G pLARMAN®

TRLOEMC mB. BOSTWCA,

HE O gOWMCA!
BCVERLY w1 BRACKEN
GARRY O, SAADY

il B gAAY

ACmARD [, SROPNY IR,
808 auRLSONt

ORUCE SURLSON'
JERAY & CamppliL
GLORGE M. COWDEN’
wilLaM R. COURINCY'
ROSS 3. CROSSLAND®
wiSLLY 4. FiER

AT £ GauCL®

RCARY |, wALIGUATON
ALLXANOCR M, HAW
JOMN T mawning

PAUL W HUBBARD

LEAKN WITCHER JACKRSON

‘avstin
{41V 4

October 20,

AN W anG® !
J. Thams mngtL, A
4 ROONLY LLC

N R YOG mcRCivive

* JOmN m. WL (00

LUIZABLYH STONC W LER
SYEVE L wOOOY

JACR M, MOORC'

TOM NOBMAND*

C. paTmCR wumLEY

Dan m.Liv3

BUC SYCP® RAYSOLD
MICmaLy . $CANES
CULLEN Smrtm .
NAOM! WCYAMD Surtw

REX §. wrtaaC®
ALBERT WICwCP
MARK T waTCHES®

1988

Mr. Mark Smith

Administrative Law Judge

NAMAN, HOWELL, SMITH § LEE
A »br;ssmuu. CORPORATION
k ATTORNEYS AT LAW
760 MBANK TOWER .
22) WEST SIXTW STREEY
AUSTIN, TEXAS 78701-3403
(512) 479-0300 B

hr——

FAX 1312) 4741901
ABA/NLY apasOl!

Public Utility Commission of Texas
7800 Shoal Creek Blvd., Suite 400N
Austin, Texas 78757

Dear Judge Smith:

Pursuant to contacts I have had with counsel for both Lower
and Public Utility Board of
Brownsville ("PUB"), subsequent to the Post-Hearing Conference held
on October 11, it is my understanéing that you hzd expressed on
ascertaining Medina
("Medina") position on further involvement in the above referenced
Medina has taken part in the development of the LCRA

Colorado River Autlority

interest

docket.

in

Re: Docket 6995; Petition of Lower

I I AL VLY B Y

SHCKET N0, 608Y

7iR3Y NATIONAL BANE QUHLOING

P20 80X pas .
TEMPLE, TCRAS 76803
817) 7701394
PAR ') 7Y4.72%4

—
NS Y

rexas Eenrem

. MINTH AND wAlumG'O’l'

»: 0, 90X 470
WACO, TEXAS 76703
1917) 754421
PAX (B17) 754-430

Colorado River Authority et al.

for Determination of Wheeling
Impact of the Transmission of
Bulk Power from Oklaunion Unit §1

("LCRA" )

Electric

wheeling ca_culation and is satisfied that, at

from PUB.

Given that Medina is in basic accord with the LCRA calculation
methodology, and that calculation indicates no present impact on
Medina's transmission system, Medina does not expect to participate
In the event the ALJ or Cormission should
decide to alter some part of the calculation, thereby giving rise to
the possibility Medina might be then be impacted, Medina requests
that it be allowed to remain as a party in the docket.
noted above, Medina does not presently expect compensation if the

further in this docket.

In addition,
program calculation for Medina at costs;
similarities between the methods as they potentially impact Medina,
Medina believes the result would be the same.
declined PUB's invitation,
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Cooperative,

however,

However,

Inc.'s

the present time,
Medina is not impacted sufficiently to warrant a wheeling pavment

PUB has graciously offered to run their
given the basic

Therefore, Medina has

as




Mr., Mark Smith “ -2= October 20, 1988

LCRA calculatidn methodology, as developed to date by LCRA, is
finally approved by the Commission. - _

I trust that this clarifies Medina's positibn on this matter.
A copy of this letter has been sent to all parties of record on this
docket. . Thank you for your kind attention to this matter.
Very truly yours,
NAMAN, HOWELL, SMITH & LEE
BY: %{7

Allen H. King

-‘AHK/rh
8710206:13d1
cc: All parties of record
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DOCKET NO. 6995 | .

PETITION OF LOWER COLORADO RIVER PUBLIC UTILITY. COMMISSION
AUTHORITY ET AL. FOR DETERMINATION OF e

§
§ g
WHEELING IMPACT OF THE TRANSMISSION OF § OF TEXAS
~BULK POWER FROM OKLAUNION UNIT NO. 1 § ;
T0 THE PUBLIC UTILITIES BOARD OF THE =~ §

CITY OF BROWNSVILLE §

ORDER

In public meeting at its offices in Austin, Texas, the Public Utility
Commission of Texas finds that the ‘above-styled matter was processed in
accordance with applicable statutes by an administrative law judge who prepared
and filed a report, containing findings of fact and conclusions of law, which
was adopted by the Commission on May 20, 1988, as well as a supplemental report
containing supplemental findings of fact and conclusions of law, which
Supplemental Examiner’s Report is ADOPTED and made a part hereof. The
Commission further issues the following Order:

[3] 1. The LCRA tariff filed on November 3, 1988 and captioned "Wheeling ;
Service for Transmission of Firm Power from Oklaunion to Public

Ut111t1es Board of the City of Brownsville" is APPROVED effect1ve
the date of this Order.

£4] - 2. The Commission staff SHALL undertake a review of P.U.C. SUBST. R.
: 23.67 to consider inclusion of remote generation within the ambit
of the rule, and such other related issues as may be appropriate,

and - shall thereafter propose such rule amendments as are -
appropriate. '

3. This Order is deemed effective on the day of‘signing.

4. A1l motions, applications and requests for entry of specific
findings of fact and conclusions of law, and any other requests
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for relief general or specific, if not express]y granted here1n

are DENIED for want of merit.

SIGNED AT AUSTIN, TEXAS on th1s the /5 day of L@Cﬁ;&f_ 1988.

ATTEST

Al A ol

'SIGNED:

‘ PHILLIP A

SECRETARY

nsh

-] HOLDER
F THE COMMISSION

PUBLIC UTILITY COMMISSION OF TEXAS

MARTA GREYTOK

SIGN?D: }&@—T’W

Jo AMPRELLQ { ;

fSIGNED // L[/' D, (‘(/.444{,.,_\

NILLIAMB CASSIN =
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APPLICATION OF LOWER COLORADO § DOCKET NO. 8032
RIVER AUTHORITY FOR AUTHORITY
TO CHANGE RATES

wn un

September 22, 1988

Examiner’s Report adopted with the exception of Section VI and certain findings
of fact and conclusions of law, all relating to cost allocation and rate
design. The revenue requirement issues were resolved by stipulation of all
parties. Motions for rehearing overruled by operation of Tlaw on
November 4, 1988. :

[1] RATEMAKING--COST ALLOCATION--ELECTRIC--COST ALLOCATION METHODOLOGIES
~ The complexity and volatility of the Probability of Dispatch (POD)

methodelogy makes it inappropriate for adoption. (p. 1695)

[2] RATEMAKING--COST ALLOCATION--ELECTRIC--COST ALLOCATION METHODOLOGIES

Absent evidence of material change in condition or factual circumstances,
‘there is no support for changing a utility’s current cost allocation
methodology. (p. 1696)
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DOCKET NO. 8032

APPLICATION OF LOHER COLORADO § PUBLIC UTILITY COMMISSION

RIVER AUTHORITY FOR AUTHORITY §
‘ § OF TEXAS

TO CHANGE RATES

EXAMINER’S REPORT

INDEX

I. Procedural History. . v v v v o v v o o o o o o 0 0 o o v e e
II. Jurisdiction. . . . . e e i e e e e e e e e e e e e e e e
III. Description of LCRA . . . . . . . . . « . I
IV. Revenue Requirement . . . . . . . . . i e e e ae e e ea e e :
A. Introduction . . . .« « « ¢« ¢ o o 0 e e e e e e e e e

B. Fuel . . . v v v v v v v v o v o o o e e e e e e e e e

1. Fuel Reconciliation. « . « « v v v v o v v o o o o o s

2. Fuel Expense During Rate Year. . . . . . . . . . . ..

C. Operation and Maintenance Expenses . . . . . . . . .. . .

1. FPP 3 Railcar Lease Expense. . . . . . . . ¢« ¢« « o .

2. Hydroenergy Charge . . . . . . . « . « . . . e e e

3. Incentive Retirement Program . . . . . . . . « . . e

4. FPP 3 Payroll. . . . . . . e e e e e e e e e e e e

5. Miscellaneous. . « v « « « o o o o o o o o o o o s 0 &

D. Depreciation . . . . . . ¢ o o o u oo e e e

E. Return and Debt Service. . . . . . .« ¢« o o oo e

F. Other Revenues . . . . « ¢« « « « ¢ o o o o o s Sy e e e e e

1. Interest Income Revenue Fund . . . . . . . . . . . ..

2. Wheeling Revenues. . . . . . . . . . e e e e e ..

3. Off-System Sales . . . . . .« ¢ ¢ o v o v o e e e

4. Miscellaneous. . . . . . . e e e e e e e e e e e

G. Summary and Recommendation . . . . . . . . . . o0 0.

v. Conservation and Load Management (CLM) and Quality of Service .

VI. Probability of Dispatch . . . . . . .« . v oo v v v v v v v
A. Introduction . . . . v ¢ ¢ v ¢ o v b e e e e e e e e e

1. General Overview . . . « v ¢ ¢« ¢ ¢ o o e e e e e e e s

2. Current Rate Structure . . . . . . . . . . . . .. e

3. Rationale for Change . . . . . « « « « ¢ ¢ « o v o o .

4. Load Characteristics and Capacity Costs and Plans. . .

B. POD Description and Interpretation . . . . . .. e e e

1. Determination of Baseload. . . . . . . . . . . . . ..

2. Peaker Proxy/CAPSUB. . . . . . . . . .« . ¢« ¢ o .

3. The Demand/Energy Split. . . . . . . . e e e e e e e
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III. POD - Calculation of Dispatch Levels
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APPLICATION OF LOHER COLORADO § PUBLIC UTILITY COMMISSION
RIVER AUTHORITY FOR AUTHORITY §
TO CHANGE RATES § OF TEXAS

XAMINER’S REPORT

I. Procedural History

On March 14, 1988, the Lower Colorado River Authority (LCRA) filed with the
Comnmission a statement of intent and an application to increase its retail and
wholesale rates in the unincorporated areas which it serves. No appeals from
city ratemaking ‘ordinances have been taken. Based on a test year ending
September 30, 1987, LCRA was seeking to increase its system-wide revenues by
$37,499,136 annually, an increase of 16. 06 percent over test year revenues. The
proposed increase would affect all customer classes.

On March 17, 1988, pursuant to Section 43(d) of the Public Utility
Regulatory Act (PURA), Tex. Rev. Civ. Stat. Ann. art. 1446c¢c (Vernon Supp. 1987),
the implementation of the proposed rates was suspended for 150 days beyond their

otherwise effective date of April 18, 1988, until September 15, 1988, or until

superseding order of the Commission. On June 24, 1988, LCRA agreed to extend
- the effective date of its rates for every day that the hearing in this docket
was not convened, beginning with June 23, 1988. The days of extension included
June 24th through June 30th, resulting in a new effective date of April 25,
1988. The total number of days of hearing was 16; therefore, pursuant to
Section 43(d) of PURA, the 150-day suspension period was extended two additional

days, resulting in a suspension period that extends until September 24, 1988, or

superseding order of the Commission.

Public notice of the application was published once a week for four
consecutive weeks, in newspapers of general circulation in the counties affected
by the proposed change, prior to-the original effective date of April 18, 1988.
Copies of the application, consisting of the statement of intent and rate fi]ing
package, were delivered to all of LCRA’s wholesale customers, and individual
notice of the application, as required by P.U.C. PROC. R. 21.22(b), was mailed
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to all of LCRA’s customers and to the County Commissioner’s Court of each county
which will be affected by the proposed rate change, on April 21, 1988.

A prehearing conference was held on March 30, 1988, at which time motions to
intervene by the following entities were granted: Guadalupe Valley Electric
Cooperative (GVEC); City of San Marcos and Electric Utility Board; Association
of Wholesale Customers (AWC); Bluebonnet Electric Cooperative, Inc., Central
Texas Electric Cooperative, Inc., Bandera Electric Cooperative, Inc., and Kimble
Electric Cooperative, Inc. (BEC et al.); and Structural Metals, Inc. (SMI). At
the prehearing conference, the examiner established general guidelines and
procedures}1eadin§ up to the hearing on the mérits, including deadlines for
motions to intervene, discovery procedures and deadlines, and requirements for
prefiling of evidence. | |

On April 8, 1988, the petition of Texas Industrial Energy Consumers (TIEC)
for leave for intervene was granted. TIEC represents, in this docket, Mobil
0i1 Co., Phillips Petroleum Co., and Quanex Corp.. On April 15, 1988,. the
petition of City of Kerrville and its agent, Kerrville Public Utility board, to
intervene was granted. On April 20, 1988, the motion to intervene of Pedernales
Electric Cooperative, Inc. (PEC) was granted. On April 25, 1988, the Office of
Public Utility Counsel’s (OPC) motion to intérvene was granted.

The hearing on the merits was convened as originally scheduled on June 20,
1988. On the first day of the hearing the parties advised the examiner that
they were interested in negotiating toward possible settlement and wished to
recess for that purpose. A motion requesting the recess had been filed by LCRA
and was granted by the examiner. During the first day of hearing, LCRA agreed
that each day that the hearing was convened (in order to obtain a status report
on the negotiations) would be considered a day of hearing. The hearing was
convened each day from June 20-23, 1988, for purposes of obtaining a status
report on the negotiations. The examiner was advised on June 23, 1988, that the
parties had reached a stipulation, or agreement in principle, concerning the
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revenue requirement phase of the hearing, and were in the process of drafting a
written stipulation to be submitted into evidence. The parties requested that
the rate design phase of the hearing begin on July 5, 1988. In consideration of
the delay attendant to beginning the hearing on rate design on July 5, 1988,
LCRA agreed to extend its effective date day for day for each day the hearing
was not convened. At the June 23, 1988 hearing, counsel for LCRA advised the
examiner that a written stipulation signed by all parties)wou]d be ready for
filing by June 28, 1988 and that LCRA was preparing evidence in support of the
stipulation, which the examiner ordered to be filed on July 1, 1988. As part of
the stipulation, all parties’ prefiled testimony cbncerning revenue requirement
was to be admitted on July 5, 1988 without objection from any other party, and
with explicit waiver of rights to cross-examination of each witness. The
examiner was advised by counsel for LCRA that at least one intervenor requested
that certain of LCRA’s revenue requirement witnesses be made available during
the rate design phase of the hearing for cross-examination on revenue
requirement issues affecting rate design, and LCRA had agreed to the request.

The hearing was reconvened on JuTy 1, 1988, at which time several procedural
matters were taken up, ineluding rulings on motions to strike prefiled
testimony, motions to align and motions to establish the order of
cross-examination. Due to 'slight dissimilarities in the positions of the
parties, the examiner declined to align or group parties, but did establish an
order of cross-examination that required parties whose cases were in basic
agreement to cross-examine witnesses prior to the cross-examination of adverse
parties. Two sets of intervenors were grouped due to their representation by
the same counsel. The first group was SMI and TIEC. The other group contained
the Cities of Kerrville and San Marcos.

At the July 1, 1988 hearing, the examiner advised LCRA that, after reviewing
the stipulation evidence which had been filed on June 29, 1988, she found that
it appeared to be insufficient to support the stipulated revenuefrequirement.
She explained that it was necessary to have evidence to show how the numbers had
been determined and that the evidence filed consisted of conclusory statements
unsupported by facts, or with references in most instances to numerous pages of
testimony or other parties’ witnesses which was often conflicting, inconsistent
or unrelated and from which it was impossible to discern a path of reason to the
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stipulated facts. The examiner advised LCRA that it should redraft the
stipulation testimony in order to satisfy these concerns. Revised stipulation
testimony was filed on July 13, 1988, and admitted into evidence without
objection. The hearing on the mérits concerning cost allocation and rate design
~ was held on eleven days between July 5 and July 19, 1988.

At the close of the hearing there remained one outstanding evidentiary
dispute concerning the admissibility of portions of depositions of LCRA’s
witnesses. The examiner set up a schedule for the parties to urge the admission
of certain previously determined excerpts through motions to be fi]ed‘by noon on
July 21, 1988 with objections thereto to be filed by‘noon on July 25, 1988 and
responses to the objections by noon on July 27, 1988. A ruling on those offers
was made in Examiner’s Order No. 11, issued on August 17, 1988.

The parties were ordered to file closing briefs by 4:00 p.m. on August 1,
1988, and all parties except OPC did so. Reply briefs were due by 4:00 p.m.
August 8, 1988 and were received from all parties except the General Counsel.

LCRA was represented at the hearing by Martha Terry, attorney-at-law, and
presented evidence through the following witnesses:

William Freeman ’ Walter Reid

Milton Lee | | Stephen Bartley

Dale Tucker | ‘ James Hamann

Robert Lee Hutchins | Vickie Corinne Langston

Angela Taylor

PEC was represented by Casey Wren, attorney-at-law, and presented the
testimony of William Avera and Gary Goble.

BEC et 'al. was represented by Earnest Casstevens, attorney-at-law, and
presented the testimony of Ellen Blumenthal and Thomas Foreman.

AWC was represented by Sandra Neisser Boone and Howard Fisher,
attorneys-at-law, and presented the testimony of Neil Eisner, Carl Stover and
George Rogers. ' |
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GVEC was represented by Richard Balough, attorney-at-law, and presented the
testimony of Scott Norwood, Bertram Solomon, Marcus Pridgeon, and James Daniel.

SMI and TIEC were represented by’Rex VanMiddlesworth, attorney-at-law, and
presented the testimony of Raymond Stanley and Keith Hatfield.

The City of Kerrville did not present any testimony and was represented by
Bob Kahn, attorney-at-law. Mr. Kahn also represented the City of San Marcos,
and presented the testimony of William Belmont, Sheree Brown and Charles Ravell
in the revenue requirements phase. The City of San Marcos did not submit any
evidence in the cost allocation and rate design phase of the hearing.

OPC was represented by Presley R. Reed, Jr., Assistant Public Counsel, and
presented the tesfimony of Carol Szerszen and Randy Allen in the first phase of
the hearing but did not present any evidence in the cost allocation and rate
design phase of the hearing.

The general counsel of the Commission was represented by Jess Totten and
Paula Mueller, assistants general counsel. In the revenue requirement phase of
the hearing the general counsel presented the evidence of Ruth Runyon, Keith
Allen Rogas, Evan C. Rowe, Nat Treadway, Parviz Adib, Kentton Grant and Waldon
Boecker. The general counsel did not present any evidence in the cost

"allocation and rate design phase of the hearing. AWC had filed a motion

requesting the examiner to order the Commission staff to clarify whether the
staff supported the position taken by the general counsel in its Statement of
Position on Cost Allocation and Rate Design. The general counsel responded to
the motion on July 8, 1988, claiming AWC had no business inquiring into the
formulation of another party’s case and asserting that its statement of
position, in which it supported LCRA’s methodology and resulting rates,
protected the public interest. The examiner denied AWC’s motion, finding it
would be an unwarranted intrusion into the attorney-client relationship and that
the general counsel’s assertion regardihg the public interest satisfied its
statutory obligation. | |

Public comments were received from Tim Kelley on behalf of Mobile
Exploration and Producing U. S., Inc.; Steven Palmitier on behalf of Quanex
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Corporation-Bellville Tube Division; Sherry Gillen on behalf of the Lampasas
Chamber of Commerce; and Clyde Sealy, on behalf of SMI.

Ii. Jurisdiction

LCRA is a public utility as defined in Section 3(c) of PURA. The Commission
has jurisdiction over the application pursuant to Section 16(a), 17(e), 37 and
43(a) of PURA. ’

II1. Description of LCRA

LCRA was created by the Texas legislature in 1934 as a conservation and
" reclamation district, including Blanco, Burnet, Llano, Travis, Bastrop, Fayette,
,Colorado', Wharton, San Saba and Matagorda counties. Tex. Rev. Civ. Stat. Ann.
art. 8280-107, as amended by Senate Bill 115, Acts of the 64th Legislature,
Regular Session, 1975, Chapter 74, Volume 1, of the General and Special Laws of
Texas, 1975, and further amended by Senate Bi]1‘194, Acts of the 68th
Legislature, Regular Session, 1983, Chapter 484, Volume 2, Article IV, Section 1
and 2. This agency of the State of Texas was created to control, store,
preserve and distribute the waters of the Colorado River and its tributaries
within the boundaries of the district for irrigation, géneration of electric
energy and power and other useful purposes. LCRA provides electric power and
energy under a wholesale rate tariff to thirty-one municipally owned systems ahd
eleven rural electric cooperatives, primarily from its own facilities. LCRA
also serves 75 retail customers. In 1986 and 1987, LCRA divested itself of
three retail systems by transfers and sales to the Cities of San Marcos, San

Saba and Kerrville. See, Docket No. 6929, Application of LCRA for Transfer of
Certificate Rights and Sale of Facilities to the City of San Marcoes, 12 P.U.C.
96 (1986); Docket No. 7025, Application of LCRA for Authorijty to Transfer a
Portion of its Facilities and Service Area to the City of San Saba,Texas, (June
26, 1987); and Docket No. 7535, Application of the LCRA for Transfer of
Certificate Rights and Sale of Facilities to the City of Kerrville (October 22,
1987). The LCRA owns or leases and operates electric generating, transmission
and distribution facilities in all or portions of 28 counties.

The net dependable generating rinfgfgv of LCRA’s ‘plénts in service at the
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end of the test year (September 30, 1987) totalled 1,836 megawatts (MW), which
included 241,000 kW at six hydro-electric plants; 600,000 kW at the three Sam
Gideon steam plants; 425,000 kW at the one Ferguson plant; and 570,000 kW
representing LCRA’s 50 percent interest in two of the Fayette Power Project
units (FPP 1 and 2). The test year system fuel mix consisted of 56 percent
natural gas, 31 percent coal, and 13 percent hydrogeneration.

LCRA’s last rate increase was .approved based upon a stipulation of all the
parties on December 3, 1987. Docket No. 7512, Application of Lower Colorado

River Authority for Authority to Change Rates. The rates approved- in that
docket were implemented after the end of the test year utilized in this docket,

but the overall 12.5 percent increase in revenues is recognized in this docket
by an adjustment to test year base rate revenues.

LCRA is proposing to increase its rates at this time due to the completion
of Unit 3 at FPP. FPP 3 is the only one of the three Fayette units that is not
jointly owned with the City of Austin. LCRA intends to file a third rate change
application in March 1989 in order to phase in the remainder of the debt service
cost attributable to FPP 3. LCRA received a certificate of convenience and

necessity for FPP 3 in Docket Nos. 3838 and 3896, Application of LCRA and '

Application of Texland Electric Cooperative, Inc., (September 23, 1982). FPP 3
achieved commercial operation on April 29, 1988. It was constructed for use as

a baseload unit and, although built as a lignite unit, is currently burning
western coal. With the introduction of FPP 3 into the system, LCRA’s fuel mix
will be 35 percent natural gas, 60 percent coal, four percent hydroenergy and
less than one percent lignite.

There are references throughout the rate filing package to LCRA’s water and
environmental operations. All accounting records of LCRA are maintained
according to charts of accounts which are appropriate to the functions of the
divisions, but which cannot be related directly to the FERC accounting system
for electric utilities. Complete separation is maintained of revenues' and
expenses directly attributable to those operations.

LCRA has several objectives that it hopes to achieve through its proposed

rate increase, including payment of its operation and maintenance (0&M)
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expenses; payment of its principle and interest on debts; and the fulfillment of
its debt resolutions to bond-holders.

' IV. -Revenue Requirement
A. Introduction

After several days of negotiation, all parties in this docket were able to
reach a stipulation concerning  the revenue requirement phase of the hearing.
Their agreement is memorialized in a stipulation included herein as
Attachment I. The evidence submitted in the revenue requirement phase of the
hearing included all parties’ prefiled testimony as well as the stipuletion
evidence pkepared by LCRA witness Bartley. In reviewing the record, the
examiner had some questions concerning the fuel expense, and additional evidence
on this issue was submitted by Mr. Bartley.and was admitted into evidence
without objection. This section of the report will discuss those previously
disputed issues upon which the parties were able to reach an agreement and which
are reflected in the stipulation. It will also discuss issues that were raised
in the prefiled testimony of the parties, which are not speéifica]ly addressed
in the stipulation, but which are implicitly resolved in it.

As is reflected in Attachment I, the stipulation also covers one issue not
directly related to revenue requirement. The parties agreed to the delivery
point kilowatts (kW) and the delivery point kilowatt hours (kWh) that would be
used as billing determinants under the final rate design methodology.

The parties agreed that a revenue 1ncrease of $21,494,302 was necessary and
reasonable to permit LCRA to provide adequate and reliable electric service to
its wholesale and retail customers, and would permit LCRA a reasonable
opportunity to earn a reasonable return on its invested capital used and useful
in rendering service to the public. The following table sets out the unadjusted

test-year revenue requirement and shows the revenue requirement as originally
filed and as stipulated:
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LCRA
UNADJUSTED LCRA
TEST ORIGINAL
YEAR REQUEST _STIPULATION
Fuel $105,140,733 $109,010,994 $108,506,160
Operations & Maintenance 60,382,921 - 63,508,630 58,808,630
Depreciation 18,157,395 17,068,426 17,068,426
Return 71,875,202 104,348,330 100,248,330
Revenue Requirement $255,556,251 $293,936,380 5284,631,546
Other revenues $ 58,980,766 $ 22,944,649 $ 29,644,649
Fuel revenues 99,209,006 109,010,994 108,506,160
Base Rate Revenues $ 97,366,479 $161,980,737 | $146,480,737
Overall Percent Increase 16.06% 9.21%

1. Fuel Reconciliation

DOCKET NO. 8032
EXAMINER’S REPORT

The parties stipulated to the final reconciliation of LCRA’s
over/underrecovery of fuel costs as presented by staff witnesses Boecker and
Rowe. In Docket 7512, LCRA’s over/underrecovery was reconciled for the period
October 1983 through June 1987. In this case, the staff calculated LCRA’s
monthly over/underrecovery for the period covering July 1987 through
March 1988. Mr. Rowe analyzed LCRA’s management and procurement of fuel, and
based upon the criteria enunciated in P.U.C. SUBST. R. 23.23(b)(2)(H) and the
concept of reasonable and necessary operating expenses embodied in PURA Section
39(a), concluded that LCRA had prudently managed its procurement of fuel and had
procured fuel at the lowest reasonable cost.

LCRA has been able to procure almost all of its natural gas supplies in the
inexpensive spot market while maintaining full requirements contracts. During
1987, LCRA’s cost of gas was the second-lowest of the state’s major utilities.
West Texas Utilities was lower due only to its long-term contract with Phillips
for $0.22 per mmBtu gas. Mr. Rowe concluded that LCRA has been very successful
in procuring low-cost gas.
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During 1987, LCRA’s average cost of coal was also the second-lowest of the
state’s major utilities, with only E1 Paso Electric having a lower coal cost.
E1 Paso’s lower cost is attributable to its mine-mouth plant and therefore the
absence of coal transportation costs. LCRA was able to exploit the low-cost
Spot market and secure inexpensive coal fuel.

The cumulative underrecovery as of March 31, 1988, is $1,000,418, with a
combined interest through March 31, 1988, of $21,616, yielding a total
underretovery of $1,022,034. Although the underrecovery was reconciled, it was
not considered for recoupment from LCRA’s customers because the amount was not
material. This amount will be carried forward to be summed with future over- or
underrecoveries. For the reasons set out above, the examiner finds this
reconciliation to be reasonable and recommends its adoption.

2. Fuel expense during rate yéar

The parties have stipulated that LCRA’s known and reasonably predictable
fuel expense and fixed fuel factor revenues for the rate year will be
$108,506,160. This is consistent with LCRA’s original adjusted test-year kWh
sales of 6,963,136,850, and the system fixed fue] factor, as recommended by the
staff, of 1.584 cents per kWh. 4

LCRA utilizes a PROMOD computer model, a production costing program which
simulates an economic dispatch of LCRA’s generating unit to meet forecast load
requirements, to project generation and fuel consumption for each of its fossil
units.  The PROMOD model projects four factors utilized by LCRA including:
gigawatt hours (gWh) produced per plant per month; mmBtu of fuel consumed per
plant per month; emergency power purchased per month in gWh; and the average
heat rate per plant per month. LCRA projects that its rate-year purchased power
expense will be $0 because its test-year purchased power expense, $2,932,890, is
not recurring or predictable. LCRA did not predict any dff-system sales or
purchases during the rate year, but under the stipulation agreed to offset base
rate revenues by $2 million attributable to off-system sales.

LCRA utilizes four types of fossil fuels, including natural gas, western
coal, lignite from its Powell Bend Mine and #2 fuel oil. Based upon various
contracts and current experience with short-term prices, LCRA projected
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rate-year fuel prices which staff witness Rowe found to be reasonable. Those
prices are reflected on Attachment II.

Test-year sales are normalized so that any distortions in billing units that
are the result of atypical conditions in the test-year will not distort the
‘recovery of revenues in the rate-year. In this case, adjustments attributable
to year-end customers and weather were made. LCRA proposed originally to adjust
only three of its nine classes, including the small and large commercial, and
seasonal residential classes. Staff witness Adib found LCRA’s failure to adjust
the remaining six classes unsupportable. He recommended an adjustment of 1.55
percent over test-year sales, as opposed to LCRA’s proposal of 1.2 percent. Dr.
Adib also found that there was a typographical. error in Dr. Langston’s weather
adjustment calculation. Based upon econometric techniques, he recommended a
0.38 percent increase over year end customer adjusted kih sales due to abnormal
weather. LCRA had supplied to Dr. Adib a revision to test-year kWh sales, with
which he agreed. That revision is shown in Exhibit C of the stipulation
(Attachment I), and results in a total of 6,934,125,097 kWh.

As reflected above, the stipulated kWh sales were not utilized to determine
the fuel and base rate revenues. According to Mr. Bartley’s clarifying
evidence, the revision was not made because the reduction in test-year adjusted
kWh sales was less than one-half of_ one percent and the fixed fuel factor had
already been calculated using projections of rate-year fuel costs and kWh sales
as originally calculated. Utilizing the revised number would have had an
insignificant effect on the overall percent increase. The movement of some of
" LCRA’s customers up to the 138kv service, resulting in lower rates to those
customers, and the fact that LCRA has not adjusted its loss multipliers to
account for that customer shift, may result in a slight underrecovery of fuel
costs. Although the fuel expense was not calculated using the stipulated
revised kWh sales, the examiner finds the end result to be reasonable based upon
the factors outlined above and the fact that the fuel expense is subject to
review in the next reconciliation case and therefore recommends its acceptance.

C. Operation and Maintenance (0&M) Expenses : .

For purposes of settlement, LCRA agreed to reduce its requested level of 0&M
expense by $4.7 million. The adjuiteents to test-year O&M expenses are as
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Test Year O&M $60,382,921
Increases:

Coal Handling f $6,915,711

FPP 3 Railcar Lease ‘ 890,000*

Lake Make Up 15,718*

CP&L Power Bill 237,776

Incentive Retirement Program 922,072*

FPP 3 Payroll ' 7,495,300*

TOTAL INCREASES | $16,476,577
Decreases:

Water & Environmental $8,061,293

Allocated Water & Environmental 1,988,591

Cooling Efficiency 1,583,638

Franchise Requirements 258,839

Retail O&M 3,225,617

Purchased Power 2,932,890

TOTAL DECREASES ($18,050,868)
PRO FORMA O&M ~ $58,808,630

*  Reduced pursuant to stipulation.

This report will first address the four changes agreed to in the stipulation
and then will address several other issues raised by the prefiled testimony, not
specifically addressed in the stipulation but which formed the basis for the
resulting total O&M expense. - '

1. FPP 3 Railcar lease expense

LCRA proposed in its original filing to increase its test-year O&M expense
by $1,440,000 to reflect additional cost related to delivery of western coal to
FPP 3. This included the cost of two trains, or 240 railcars. LCRA
subsequently negotiated a contract with terms of $1 per day per car for the
first four months of the rate-year. Based upon this updated lease cost LCRA
projected that its railcar lease expense would total approximately $890,000, or
$550,000 less than originally proposed. This is the sum agreed to by the
pafties. The examiner finds this expense reasonable.
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2. Hydroenergy charge

LCRA originally proposed an expense of $3,215,718, for a hydroenergy charge
which included $3,021,602 for a hydroelectric charge attributable to the benefit
electric customers received from the stored water operations of LCRA, and
$194,116 in lake make up charges, attributable to water used in steam power
generation and/or lost to evaporation at LCRA’s cooling ponds. The stipulation
provides that LCRA would ". . . eliminate the hydroelectric charge from the
settlement revenue requirements". The stipulation indicates that the reduction
in revenue requirement attributable to hydroelectric is $3,200,000. The
stipulation says nothing about the lake make up charge but the examiner will
assume the parties intended to reduce the lake make up charge to $15,718, since
that is the sum remaining after reducing the original expense by the amount
indicated in the siipulation.

LCRA computed its proposed hydroelectric charge by mu]tip]ying‘the ten-year
(1978-1987) average hydroenergy kWh by the value of the lowest replacement cost
fuel, in this instance, western coal. LCRA argued that the ten-year average of
231.2 gWh at an assessed "value" of 1.307 cents/kWh yielded a proper hydroenergy
charge. Several parties, including SMI/TIEC, PEC, and the staff argued that the
proposed charge was not cost-based since it was based on the value rather than
cost of service and that the entire sum should be disallowed. San Marcos

‘witness Revell argued that it was improper to use a replacement cost fuel to
assess a value, because the coal which was being used has no value after being
consumed to produce the energy, whereas stored water retains its full value
after being used to produce energy. He reasoned that therefore an assessment of
costs is contrary to cost of service principles and that the replacement cost

proposed negates the cost advantage of hydroelectric generation. AWC witness

Stover disagreed with the use of 231.2 gWh, finding that it differed from the
amount of generation used in computing the fixed fuel factor and that it
included an abnormal year, 1987, when there was excess water run-off in the LCRA
system. He argued that if a charge were to be adopted, the median rather than
the average should be utilized. |

Further elaboration on this issue is difficult because portions of LCRA’s
prefiled testimony on this issue were deleted pursuant to the stipulation. The
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examiner finds that the stipulation concerning the hydroelectric charge shouid
be adopted based upon the discussion above.

3. Incentive Retirement Program

LCRA instituted an early retirement program in the summer of 1987. The
total cost of the program is $5,640,000, which LCRA proposed to amortize over
five years. The program involved the reduction of 27 positions and the
replacement of other positions at lower annual salaries. As a result of the
reduction in work force, increases in salaries were offset and a test-year end
payroll adjustment was not proposed. LCRA originally proposed to increase its
0&M expense by $1,372,072, to recogn1ze ‘the annual cost of this incentive
retirement program. As pointed out by several intervenors, LCRA had already
included $471,440 in test-year expenses attributable to this retirement plan.
LCRA and the intervenors agreed in the stipulation that its revenue requirement
should be reduced by $450,000, in order to prevent a double recovery. The
examiner agrees that this is a reasonable reduction and recommends that it be
adopted. ‘

4. FPP 3 payroll

LCRA had proposed to increase its 0&M expenses by $7,995,300, to reflect
- payroll and additive costs of 194 FPP 3 personnel currently on the payroll and
32 budgeted but unfilled positions for FPP 3 which were expected to be filled by
the beginning of the rate year. LCRA’s total FPP 3 payroll with additives for
the 194 persons totalled $6,722,299. It computed the payroll and additives for
the additional 32 personnel by taking the average salary of the 194 current
employees, or $34,751, to arrive at an additional $1,108,832, to be added to the
current salaries to reach a total of $7,831,131. LCRA’s prefiled evidence also
showed however, that the total budgeted salaries for those additional 32
employees was $727,000. With a 23 percent additive, that would total only
$894,210. Adding that sum to the current salaries results in a total of
$7,616,509. Due to the stipulation, the discrepancies regarding this expense
were not cleared up.
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An additional problem pointed out by several intervenors was that LCRA had -

multiplied hourly rates for employees working 12-hour shifts by 2,288 hours when
the correct number should have been 2,184 hours, since the employees alternated
three- and four-day workweeks. Computing the wages for 12-hour emp]oyees using
the correct number of annual hours would reduce the expense by $89,092. Other
intervenors argued that the staffing level was too high based upon averages in
the southwestern region and in comparison with the staffing for FPP 1 and
FPP 2. LCRA’s proposed 226 employees for FPP 3 represents 0.57 employees per
megawatt (assuming FPP 3 is 400mW). In comparison, FPP 1 and FPP 2 operate with
0.28 employees per mW and the average staffing in the southern United States is
approximately 0.25 employees per mW. The average staffing in the south, of
plants of 400 to 2,000 mW, that were constructed after 1970 equals approximately
0.23 employees per mW.

As part of the stipulation all parties agreed to reduce LCRA’s FPP 3 payroll
by $500,000, for a total of $7,495,300. As pointed out in the stipulation
evidence, several intervenors had argued that the unfilled positions did not
meet the known and measurable standard. Based upon the discrepancies noted
above related to the computation of salaries for those unfilled positions, the
examiner finds this argument persuasive and recommends acceptance of this
portion of the stipulation. |

5. Miscellaneous
As indicated above, there were several issues raised by the prefiled

testimony which were not specifically addressed in the stipulation of the
parties. These issues are briefly discussed in this section of the report

because the expenses associated with the various items are implicit in the -

stiph]ation.

a. Coal handling

LCRA proposed to increase the coal-handling 0&M expense by $6,915,711.
Included in that sum is $3,989,744, associated with Decker litigation, a lawsuit
between the Decker Coal Company and LCRA and the City of Austin concernihg a
coal contract. That litigation ended in an agreement whereby LCRA and the City
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~ of Austin each agreed to pay one-half of a $55,000,000 settlement to Decker and
were released from any further requirement to accept coal under the contract.
LCRA argued that the Decker Settlement represented a potential savings to
ratepayers of more than $600,000,000 during the term of the contract.

Four of the intervenors argued that the Tlitigation expense should be
amortized over the same »period' as the settlement payments, 14 to 15 years.
Intervénors advocating that position included GVEC, SMI, San Marcos and AWC.
Other intervenors argued that the entire expense should be disallowed because it
was non-recurring and a material expense. PEC witness Avera argued that this
expense had already been paid by LCRA, which, unlike an investor-owned utility,
should not be allowed to treat'theSe expenses as investments by shareholders to
be repaid by ratepayers. He argued that since LCRA’s rates are set on a cash
basis, there was no need to capitalize the expense and amortize it and that,
instead, it should be removed. OPC witness Allen concurred in this position and
BEC et al. also felt that the entire expense should be disallowed. The
Commission staff supported the inclusion of this expense in LCRA’s 0&M expense.
LCRA presented the rebuttal testimony of Mr. Bartley, in which he testified that
LCRA expected continuing fuel-related 1litigation expenses, specifically with
respect to transportation agreements, of approximately $500,000 per month and
therefore argued that the 1itigation_expen$e included in the proposed increase
for coal-handling 0&M should be continued as a recurring expense.

" The examiner is not wholly persuaded by LCRA’s position and without the
stipulation would probably be persuaded by Dr. Avera’s argument. The examiner
believes it is important that the record clearly reflect that this expense is
included so that when LCRA files its next rate case, this O0&M item is not
overlooked. However, in light of the stipulation of the parties and finding the
end result to be reasonable, the examiner recommends that the Decker litigation
expense not be disallowed.

b. P&L power bill

LCRA proposed an increase related to its cost of electric power used in its
Lakeside and Gulfcoast water divisions but noted that it represented a total -
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company adjustment which was then allocated entirely to water and eliminated
from the electric cost of service on the line titled "Allocated Water and
Environmental". See page 12 above. The examiner finds this adjustment
reasonable. '

c. Decreases proposed to tést-xear 0&M

LCRA proposed to decrease O&M by $8,061,293 directly attributable to
expenses associated with LCRA’s activities in water and environmental
activities. It also proposed a decrease of $1,988,591, to reflect the
elimination of water and environmental expenses allocated to those functions
through its cost of service study. The third decrease proposed by LCRA to its
0%M expense relates to the cooling efficiency program. The $1,583,638 was
" deducted because LCRA’s current practice is to capitalize the expenses
associated with that program. As part of their stipulation, the parties agreed
that this capitalization would continue.

A fourth decrease proposed by LCRA was for franchise requirements totalling
$258,839, related to gross receipts assessments in the retail district. Since
LCRA has sold the San Marcos, Kerrville and San Saba districts to those
respective cities, the expenses associated with those operations are being
eliminated. LCRA further proposed a deduction of $3,225,617, related to retail
O&M associated with the retail operations of San Marcos, Kerrville and San
Marcos and charged to the cities under LCRA’s operating agreements with the
cities. Finally, as previously indicated, LCRA proposes to eliminate all
purchased power expense since LCRA assumes it will generate sufficient energy to
meet the requirements‘of its customers.

d. Miscellaneous

There were several other minor adjustments proposed by various parties which
are briefly listed here for the information of the Commissioners and on which no
action is proposed by the examiner. BEC et al. proposed to decrease maintenance
expenses for the Ferguson Power Plant, based upon the understanding that the
Ferguson plant had been taken out of service for scheduled maintenance twice
during the test year, rather than only once, as the normal maintenance schedule
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calls for. BEC Exhibit 1, page 9. OPC witness Allen recommended the decrease
of various expenses to reflect the benefit of increased staffing, e.g., legal
and operational review. OPC Exhibit 1A.  The staff and OPC recommended
decreases attributable to lobbying activities, pursuant to P.U.C. SUBST. R.
23.21(b)(2)(A). " The staff also recommended minor reductions attributable to
dues and membership fees disallowed under P.U.C. SUBST. R. 23.21(b)(2)(E).
Staff also recommended minor adjustments for travel and entertainment expenses.
See, General Counsel Exhibit 6.

D. Depreciatio

LCRA’s original proposal to reduce its depreciation expense by $1,088,969,
resulting in a total depreciation expense of $17,068,426, was accepted as part
of the stipulation. The decrease is related to the elimination of depreciation
expenses attributable to water operations ($353,708) and to the retail district
operations ($735,261).

Staff witness Keith Rogas provided -testimony and several recommendations
concerning LCRA’s proposed depreciation rates and practices, and depreciation
and amortization expenses. First, Mr. Rogas noted that LCRA uses a 35-year
service life for each of its fossil fuel generating units, which is based upon a
depreciation study performed in 1984. Mr. Rogas testified that LCRA itself
recognized that its fossil fuel generation plants would "more than likely have
service lives longer than 35 years". Mr. Rogas determined that a more
appropriate service life would be 40 years. He based this determination upon an
historical analysis which showed that in past decades units were retired earlier
in order to replace them with more efficient larger units. He states that in
the 1970s, due to lower, erratic load growth, construction cost escalation,
rising interest rates and difficulties in locating new power plant sites, the
replacement of operating units became much less attractive. Now utilities are
refurbishing units ("life-extension") in order to extend their lives beyond 40
years. He testified that use of a 40-year service life would recognize the
option to extend the operations to 50 or 60 years. '

Mr. Rogas also testified that while a generating unit may operate for 40
years, components such_as pumps may 1§%5 out before 40 years and have to be



DOCKET NO. 8032
EXAMINER’S REPORT
PAGE NO. 19

replaced. The replaced components are called "interim retirements,” while the
replacement components are called "interim additions.”  Estimates of future
interim retirements are speculative and unnecessary in his opinion, and even if
they could be accurately estimated, interim additions would 'still not be
accounted for. Mr. Rogas therefore concluded that depreciation rates should be
frequently updated using the forecast method to account for actual interim
retirements and additions. He cites two dockets (Docket No. 7195, GSU and
Docket No. 7510, West Texas Utilities) as two recent rate cases in which the
Commission adopted his recommendation that estimated future interim retirements
not be included. Based upon a 40-year life he recommended that LCRA’s annual
depreciation expense be reduced by $710,663 to $16,357,763. That reduction
includes an acquisition adjustment totalling $50,392, attributable to LCRA’s

purchase of a transmission line from the City of San Antonio in fiscal year

1985, which purchase and resulting acquisition adjustment were approved in
Docket No. 5850. '

Mr. Rogas made several recommendations concerning future LCRA cases,
including a requirement that LCRA update the production plant depreciation rates
and expense by using test-year-end account balances to account for actual
interim retirements and additions, and utilizing the methodology set out in his
testimony. He also recommended that LCRA have a depreciation study performed
for its transmission, distribution and general plant approximately every five
years, unless substantial changes in the plant necessitate a shorter interval
between studies. These studies are needed because LCRA sold its retail
operations after the 1984 depreciation ‘study, and those sales may have
significantly changed the composition of LCRA’s plant.

The examiner recommends that the stipu]aﬁed depreciation expense be adopted,
and that the recommendations of Mr. Rogas concerning future depreciation studies
be accepted and LCRA be ordered to conduct the studies as indicated.

E. Return and Debt Service

The non-investor-owned characteristics of LCRA’s service to the public
necessitates an analysis of its cost of service on a cash flow basis. The
components of that analysis include O&M expenses, debt service requirements and
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a reasonable debt service coverage component. The sum which LCRA characterizes
as "available for debt service" is the same as the sum of depreciation and
return for investor-owned utilities (IOUs). A rate of return and return dollars
can be calculated, but it should be emphasized that it is a fall-out number
resulting from the debt service and debt service coverage requirements of the
utility, not an independently calculated rate of return like that calculated for
I0Us. ”

LCRA had originally proposed a test-year-end adjustment to decrease its
"return" by $5 million and a pro forma adjustment of $37.7 million resulting in
a total return of $104,348,330. See page 9 above. Pursuant to the stipulation
of the parties, LCRA’s total funds available for debt serivce has been decreased
from $121,416,756 to $117,316,756. Breaking this down into. the components
normally utilized by the Commission for IOUs, it includes depreciation of
$17,068,426, and return dollars of $100,248,330; This reflects a rate of return
of 10.07 percent based upon an invested capital of $995,313,512, which includes
construction work in progress (CWIP) of $468,129,695. With CWIP deleted, the
fall-out rate of return would be 19.01 percent. According to LCRA’s
calculations this will result in debt service coverage of 1.27x. If the
proceeds from the sale of the retail cities is included, the coverage increases
to 1.35x. LCRA’s invested capital is as follows:

Plant in Service - $641,374,643
Accumulated Depreciation 78,789,659
Net Plant in Service 462,584,984
CWIP : , 0
Working Capital ‘ 48,039,787
~ Capitalized Conservation Programs 534,955
Contributed Capital (2,564,323)
Deferred Charges : 18,588,054

TOTAL INVESTED CAPITAL $527,183,457

LCRA’s Board of Directors set a goal of 20 percent equity for internally
generated funds. It was the single most important factor in determining the 35
percent coverage level designed into its proposed rate. The proceeds from the
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sales of the Kerrville and San Saba systems were used to reduce the revenue
requirement in the application by $6.7 miilion. Those proceeds were. placed into
the general improvement fund, which, under LCRA’s bond reso]ut1ons, may be used
~for debt service only if other funds are notiavaiJable. Those - proceeds are not
considered "revenues” in LCRA’s resolutions and are therefore not included in
the debt service coverage ratio. 5 ' |

LCRA’s - financial- model- assumes demand end energy forecasts, construction
cost and schedule to support the demand forecast, fuel cost, 0&M cost, interest
~rates and escalation rates. = The model ba1ances construction funding between
debt financing and . revenues produced by rates. . The model assumes that the
revenues must produce equity for construction and be sufficient to achieve the
target of 20 percent equity. LCRA presented‘evidence that if the equity target
were to be dropped, .its. debt rating would be lowered and its debt would. cost
more in the future. It argued that a debt covergge of 1.35x would prevent its
equity from falling below its 20 percenf'gdal.; The rate case was filed, in

large part, because: of increased debt 'service and coverage ‘requirementsv
associated with the .second step of amthree-sFepaphase-in of the debt. associated’

with FPP.3. . Those requirements totalled $121,000,000 for the rate year.

BEC et al. witness Blumenthal pointed out in her prefiled testimony that
LCRA’s debt service - for the rate year assumed $100,000,000 of outstanding
tax- -exempt commercial . paper (TECP) based upon a projected issuance of
$50,000,000 in December 1987 and $50,000,000 in June 1988. In fact, LCRA issued
only $23,625,000 of TECP in December 1987. Assum1ng all $50,000,000 was issued
in June 1988, the total outstand1ng TECP would equal only $73,625,000, which at
five and one-half percent interest would resuﬁtain a downward adjustment of debt
service of $1.4 million. Ms. Blumenthal ia]so urged that the debt service
coverage should be similarly reduced, assum1ng a 1.35x adjustment resulting in a
downward adjustment of $507,719. ;

, |

The City of San Marcos criticized LCRA’s proposed debt service coverage
ratio and its allocation of debt and debt service coverage. Dr. Belmont afgued
that LCRA’s prior debt service coverage ratios were higher than the indenture or

bond resolution requirements in response ﬁo LCRA’s 'substantial construction.

program and resu1t1ng increased dependence on external financing. He argued
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that now that LCRA’s construction program is winding down, the need for external
financing has decreased. He recommended a range of reasonableness for debt
service coverage from 1.2x to 1.25x. Ms. Brown argued on behalf of San Marcos
that the allocator should be based on the assets financed by the debt rather
than the percentage of total system rate base assigned to the electric or water
operations. She reasoned that LCRA’s rate base, upon which it allocated its
debt and debt service coverage, includes many items which are not associated
with debt - or debt service coverage, e.g., deferred items such as interest on
CWIP, the Texland settlement, Powell Bend Mine costs, and expenses associated
with the cooling efficiency program. Her allocator would reduce the revenue
requirement by $305,000, assuming acceptance of LCRA’s coverage rate of 35
percent. She also argued that portions of rate base are funded by contributed
capital, and that the net plant of Buchanan and Mansfield is less than the
contribution and therefore results in a reduction of debt and debt service
coverage for electrical ~operations.  She also _testified that electrical
operations subsidize water and environménta] operations in instances in which
those operating expenses exceed the revenues from those sources. She finds that
"this subsidization means that a debt service coVerage_ of 1.35x for electric
operations provides coverage for the entire LCRA system of 1.3355x.

OPC argues that two adjustments should be made to LCRA’Ss requested level of
funds available for debt service. Dr. Szerszen testified that a September 30,
1987, financial report showed a 1.5x debt service coverage ratio in accordance
with the bond indenture resolution, as opposed to the 1.15x coverage shown on
LCRA’s Schedule A of the rate filing package, which calculation utilized the
Commission’s method for calculating coverage. Dr. Szerzen argues that LCRA has
access to the tax exempt bond market and therefore can borrow money at
relatively low rates, and that LCRA’s customers’ opportunity costs of mohey are
likely to be far above LCRA’s cost of borrowing. She recommends a 1.3x coverage
ratio, which she testified would allow a 1.35x coverage ratio on senior debt,
1.25x on Jjunior debt, and 1.0x on tax exempt commercial paper. Her
recommendation would result in a $4.357 million reduction in revenue. OPC
recommended a second adjustment attributable to a disallowance that it argues is
necessary to prevent LCRA from recovéring_ disallowed expenses from ratepayers
through excess debt service coverage. In particular, Mr. Allen for OPC argued
th;t disallowed expenses such és‘ 1obby1iggl expenses are paid out of money awarded
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as debt service coverage. In order to create an incentive for LCRA not to
expend these disapproved funds in the future, Mr. Allen argues that the debt
service coverage allowance should be reduced by the sum of the disallowed
expenses. '

AWC, through the testimony of Neil Eisner and Carl Stover Jr., recommended a
debt service coverage ratio of 1.2x, excluding revenue from the sales of retail
systems -and construction fund interest income. If those two sources of funds
were included, debt service coverage would be equivalent to 1.32x. Based upon
Mr. Stover’s synchronization factor, AWC recommended a total coverage equalling
approximately $103 million.

Staff witness Kentton Grant presented evidence concerning a recommended fair
return on LCRA’S invested capital and the need for inclusion of CWIP in rate
base.  LCRA’s test-year debts totalled $1.34 billion which included $1.13
billion in junior and senior lien revenue bonds, $167 million in adjustable rate
revenue bonds and $42.6 million in commercial paper. Its retained earnings
(equity) grew steadily between 1982 and 1987, and its equity capitalization
ratio was 20.3 percent at the end of the test-year. LCRA’s debt service does
not include capitalized interest on FPP 3 and the Cummins Creek Mine. However,
as the capitalized interest on those projects is phased out, its debt service
payable from revenue will increase substantially (to approximately $120 million
total debt service by 1991). In order to reduce the rate impact of that
phase-out of capitalized interest, LCRA is proposing to reduce the amount of
interest capitalized on its priority revenue bonds from $64.3 million during the
test year to $42.2 million in 1988, $28.9 million in 1989, $14.8 million in 1990
and $4.9 million in 1991. The increase in debt service from $55.1 million in
the test year to an estimated $91.2 million in the rate year is due in large
part to the reduction in capitalized interest.

The Commission staff interprets the LCRA Board statement of financial policy
as requiring a 20 percent equity to‘capitalization ratio over the long run.
Mr. Grant points out that the target equity ratio utilized by LCRA in its rate
filing package is actually a "net equity assets" ratio utilized by Standard and
Poors, where the equity ratio is equal to the net equity assets divided by the
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total equity asset. Mr. Grant testified that this identifies the un]éveraged
portion of the assets included in the calculation.

Since LCRA has no equity investors, it does not need to earn a profit, but
it does need a return, or margin, over and abdve its cash operating expenses in
order to meet the requirements of its debtvobligations, to provide debt service
coverage - sufficient to al]ow'accesi to the‘capita1 market, and to provide an
internal source of construction funds. The use of internally generated funds is
an alternative to debt financing which has_a concommitant interest cost which
raises the total construction costs. There is a need to balance current and
future revenue requirements, based on fairness to current and future ratepayers
and LCRA’s financial viability. LCRA’s debt covenants specify a minimum
coverage level to which a margin of saféty must be added in order to insure
confidence by lenders. LCRA’s debt covenants define debt service coverage as
the net revenue available divided by the debt service, exclusive of capitalized
interest. Net revenue is defined as operating revenue plus interest income
(excluding interest in construction fund) less the operating expenses (excluding
depreciation). In order to determine LCRA’s debt service coverage the return
and depreciation are divided by the debt service.

CWIP should be allowed a return under PURA only if necessary to the
financial integrity of the utility. The key to the return issue here is LCRA’s
need for continued access to debt capital at reasonable rates and terms. Since
the return is based on financial integrity requirements and provides for debt
plus a margin, LCRA’s financial situation does not represent an exceptional
circumstance (See PURA §41(a); SUBST. R. 23.21(c)(2)(D)) warranting inclusion of
CWIP, in Mr. Grant’s opinion. ' ‘

LCRA’s test-year debt service coverage (1.14x) and its target debt service
coverage (1.35x) are below the average (1.47x) and median (1.44x) levels for
comparable "A"-rated municipal utilities. LCRA’s test-year equity level of
20.32 percent is slightly lower than the average (21.78 percent) and higher than
the median (15.73 percent) values. Its current and quick ratios, which measure
liquidity, are in line with comparison groups. Mr. Grant testified that three
factors have served to reduce LCRA’s risk profile recently, including the

completion and successful operation of FPP 3; the extension of wholesale power
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contracts with its two largest customers; and settlement with the Decker Coa].
Company. He concluded that a 20 percent equity to capitalization ratio is
reasonable for LCRA but that debt service coverage should be in the range of
1.30x to 1.35x.

Based upon the foregoing discussion, the examiner finds that the settlement
- reached by the parties, which will result in $117.3 million available for debt
service and a 1.35x debt service coverage (with retail sales proceeds), is
reasonable. The examiner further concludes that the fall-out rate of return,
without CWIP, of 19.01 percent is a reasonable return on invested capital used
and useful in rendering service in light of LCRA’s characteristics, cash flow
analysis, DSC, and eqUity/capital ratio. The return is a fallout and does not
have the same importance for LCRA as for an IOU. The examiner finds that the
utility has failed to prove the need for the inclusion of CWIP as an exceptional
form of rate relief since its inclusion is not necessary to the financial
integrity of the utility.
®

LCRA’s rate filing package reflected test-year other revenues totalling 58.9
million; adjustments totalling 36 million; and an adjusted testfyear and pro
forma rate-year other revenues of $22,944,649. As part of the stibu]ation, LCRA
agreed to increase its other revenues to $29,644,649, attributab]e to increases
in interest income, wheeling revenues and off-system sa]es revenues. Each of
those modifications will be discussed in turn, followed by a brief discussion of
other issues related to other revenues which are not specifically addressed in
the stipulation. The changes to test-year other revenues as reflected in LCRA’s
prefiled testimony and in the stipulation, are as follows:

F. Other Revenues

Test Year Other Revenues $58,980,766

Decreases: :
Water & Irrigation $ 4,877,521
Water Quality Program } 129,623
Allocated Water & Retail 267,869
Marina License Fees 128,069
Parks & Lands 366,426
Interest Income Revenue Fund 7,202,489
Interest Income Const. Fund 22,385,994
Gain on Disp. of Property 2,450,790
Gains on Refunding 1594 2,401,989

TOTAL DECREASES ($40,210,770)
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Increases: :
Retail Sale Proceeds 6,874,653
Wheeling Revenues - 2,000,000
0ff-System Sales Revenues 2,000,000
TOTAL INCREASES . ‘ 10,874,653
- Pro Forma Other Revenues $29,644,649

1. Interest Income Revenue Fund

LCRA originally proposed to reduce (for ratemaking calculations) its booked
interest income by $9,902,489, attributable to lower balances in its revenue and
general improvements fund attributable to lower coverage levels; less money in
its priority bond fund; lower interest rates; and changes in tax laws.

Dr. Avera for PEC testified that LCRA proposed the decrease based upon an
interpolation of data to estimate income for the rate-year. Based upon his
analysis of the actual interest income for the period October 1, 1987 through
March 31, 1988, which he analyzed and allocated to the electric department, he
found that the proper known and measurable change should result in a reduction
to test-year revenues totalling $7,190,068. Dr. Belmont, for City of San
Marcos, proposed to increase LCRA’s projected interest rates by 100 basis points
resulting in total interest income $3.2 million greater than LCRA had
projected. OPC witness Allen took the position that the proposed reduction was
not a known and measurable change and should be disallowed in its entirety. AWC
witness Eisner testified that LCRA’s downward adjustments were too large and
projected that LCRA would earn more on its fund balances. Mr. Stover, also
test1fy1ng for AWC, recommended a total increase of $7.9 million over LCRA’s
request.

As part of the stipulation, LCRA and the parties agreed to increase LCRA’s
interest income by $2.7 million, thereby lowering the adjustment to $7,202,489.
The examiner finds, after reviewing the evidence of the parties, that this
adjustment is reasonable and recommends its adoption. '

2. Wheeling Revenues

LCRA’s rate filing package did not propose any adJustments to the test-year

wheeling revenues. Two intervenors objected to this position, inc]ud1ng BEC et
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al. and AWC. They based‘their objections on currently pending Docket No. 6995,

Petition of LCRA et al. for Determination of Wheeling Impact of the Transmission
of Bulk Power from Oklaunion Unit No. 1 to the Public Utilities Board of the

City of Brownsville. AWC witness Stover testified that LCRA had also proposed

to wheel 20 mW for Texas-New Mexico Power Company beginning in June 1988 but
that no revenue impact estimate was available at the time his testimony was
filed. ‘

The parties stipulated that the base-rate revenue requirement would be
offset by additional wheeling revenues of $2,000,000. The only evidence
‘concerning an exact dollar sum comes from BEC et al. witness Blumenthal’s
estimate that Docket No. 6995 will yield $368,000, and AWC Stover’s testimony
concerning Brawnsville, in which he assumes it will yield $100,000 of additional
revenue. The examiner is concerned about the lack of evidence to support this
portion of the stipulation, but since it represents the agreement of the
parties, and since the end result is reasonable, recommends that the stipulation
not be rejecteﬁ‘on this basis.

3. Off-System Sales

Mr. Bartley’s revised stipulation testimony states, "LCRA also determined
that its test year off—syStem sales (except for broker, split-savings) should be
reduced due to anticipated over-capacity in ERCOT in the rate year." LCRA
Exhibit 8 at 7. For purposes of stipulation, LCRA agreed that base-rate revenue
requirements should be offset by $2,000,000, attributable to off-system sales.

GVEC witness Norwood pointed out that LCRA’s test-year revenues attributable
to off-system sales totalled $300,300, and that LCRA proposed to delete those
revenues entirely, claiming they were not known and predictable. Mr. Norwood
pointéd out that off-system sales have occurred each month since January 1986
and increased in the months following the test-year end. He predicted that with
LCRA’s low fuel costs those sales would probably continue, especially with the
increased capacity attributable to FPP 3. He recommended that 0&M expenses be
~offset by $177,271, representing the test-year revenue for contract capacity
sales. SMI/TIEvaitness Stanley teﬁtified that LCRA should adjust its revenues

by its actual test-year off-system sales, which he testified totalled -
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$1,541,131.  Finally, San Marcos witness Revell, analyzing the most recent
six-month period (October 1987 through March 1988) stated that off-system sales
had averaged $85,000 per month. He recommended using a more conservative
estimate of $60,000 per month for the rate-year, thereby increasing revenues
attributable to off-system sales by $720,000. o |

Once again the examiner is concerned that the proposed $2 million increase
in other revenues is not direct]y supported by any calculation in the record.
Nevertheless, based upon a conclusion that the ultimate other revenues and total
revenue requirement is reasonable, the examiner recommends acceptance of this
portioh of the stipulation. N

4. Miscellaneous

The first five items listed under the heading "decreases" in the table on
page 25 are changes attributable to LCRA’s water and environmental activities.
The $22.3 million decrease to interest income construction fund is based upon
LCRA’s debt reso]utions, which require those funds to be maintained for
construction expenditures only and therefore requ1re removal of those funds from
availability to offset base rates. The gain on the disposition of property of
$2.4 million is attributable to the sale of the San Marcos system at above book
value. The $2.4 million decrease attributable to gains on refunding is
necessary because it is a non-cash accounting classification in which actual
dollars are not provided to offset base rate revenue requirements.

The increase attributable to retail sale proceeds of $6.8 million results
from the sale of retail city distribution systems. The San Marcos system was
sold for a lump sum and the second instaliment from the cities of Kerrville and
San Saba are being deducted from this year’s base-rate revenue requirement. In
conclusion, LCRA proposes to decrease its other revenues by approximately
$10,000,000, resulting in a $29,644,649 offset to base rate revenues. Based
upon the foregoing discussion, the examiner concludes that this result is
reasonable and recommends that the stipulation be accepted in this regard.
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G. ‘Summafx’and Retoﬁmendétion

The stipulation of the parties specifically states:that it "is not to be
regarded as the determination of the appropriéteness or correctness of any
assumption or legal principles that may be employed in calculating the revenue
requirements agreed to". The examiner finds the resolution of the issues as set
out in the parties’ Stipdlation to be reisonabTe.as a whole and believes that
acceptance of the stipulation with the understanding that it provides a just and
reasonable revenue for LCRA and avoids the substantial time, effort and expense
to litigate these matters, would be in the public interest. The findings of
fact set out below address only the final numbers arrived at in the stipulation
and the order proposed by the examiner contains the standard language concerning
the non-precedential value of settled cases. The examiner would note that
although there were two municipalities that participated in this rate
proceeding, neither has requested retovery of its rate case expenses nor is
there any evidence Concerning their rate case expenses.

V. Conservation and Load Management
(CLM) and Quality of Service

As part of the stipulation, the parties agreed that LCRA should continue to
capitalize the cost of its CLM program. Mr. Bartley’s revised stipulation
‘testimony addresses CLM only to this extent: "Other factors considered were
LCRA’s compliance with the statewide energy plan, its quality of service, its
efforts in the conservation of resources, efficiency of operations and quality
of management."” LCRA Exhibit 8, p. 10.

Utilities with more than 20,000 customers must satisfy all the requirements
of P.U.C. SUBST. R. 23.22. Generating utilities providing wholésale service
must satisfy the "utility-controlled" portion of the energy efficiency plan. In
the opinion of LCRA and the staff, the end-user requirements of P.U.C. SUBST. R.
23.22 do not apply to LCRA which serves 75 retail customers and 44 wholesale
customers. Staff witness Treadway testified that "LCRA must continue to supply
only the_utility-cohtrolled portion of its energy efficiency plan". But at the
same time he also testified that LCRA "should continue to file the end-user

portion of ,its energy efficiency plan" because those programs are significant in
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terms of their cost and importance in LCRA’s re;durce p]an'and their impact on
the statewide energy plan. |

LCRA offers its CLM programs through its wholesa1eycustomérs. According to
Mr. Treadway, most parties in the case are generally pleased with LCRA’s current
CLM activities. He pointed out that LCRA agreed to the recommendations he made
in Docket No. 7512, and therefore Mr. Treadway felt that there would be "no
benefit in conducting a detailed review of LCRA’s progress at this time" as long
as LCRA was continuing to address his past recommendations.

LCRA’s energy efficiency goal is to eliminate the need for combustion
turbine peaking units in the early to mid-1990s, at a cost below that of the
peaking unit. Originally, LCRA hoped to be able to eliminate the need for 200
mW peaking capacity by 1991. However, lower growth projections and refinements
~in LCRA’s data have reduced that to 230 mW by 1998; The lower estimates do not
indicate a decreased commitment_to‘the conservation of resources on LCRA’s part.

LCRA reports five programs with measurable savings. The Air Conditioner
Cycling Program limits the simultaneous operation of residential air
conditioners through direct utility control of air conditioner compressors.
- Similarly, the Water Heating Cycling Program limits the simultaneous operation
of electric hot ‘water heaters through . control of the heating elements.
Wholesale customers may control their monthly peaks in addition to allowing
control at the .time of LCRA’Ss peak. These two programs are budgeted together
and will provide a cumulative peak clipping capability of 127 mW by 1997.

The Cooling Efficiency Program (CEP) is designed to reduce peak demand and
energy use by encouraging the installation of high efficiency air conditioners
~and heat pumps. This program is projected to reduce peak demand an additional
63 mW between 1988 and 1997. The Good Cents Home Program is a performance-based
standard for new home construction including multi-fuel and all electric homes
with either single or multi-family dwelling units. The program focuses on the
down-sizing of air conditioners which results from ‘the increased structural
efficiency. The program does not allow electric resistance furnaces but
qualifies only high-efficiency natural gas furnaces and high efficiency heat

pumps. The peak demand savings is projected to be 15 mW by 1997.
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LCRA’s Commercial Lighting Rebate Program pays a rebate to retail commercial
customers who replace existing fluorescent and incandescent lighting with
high-efficiency fluorescent lighting. The peak demand reduction is expected to
reach 4.4 mW by 1997. LCRA’s Regional Field Representative Program is a set of
educational activities which provide technical and administrative support to the
other prdgrams.

Mr. Treadway performed an economic analysis of LCRA’s CLM programs. The
cost benefit analysis was based upon the December 1987 Standard Practice
Manual: Economic Analysis of Demand-Side Management Program, which sets out the
standards for evaluation of such programs. The model performs 25-year net
present value analyses and results in net present values from four
perspectives. In Mr. Treadway’s opinion, the most appropriate perspective for
analyzing LCRA’s programs is the Utility Cost Test, which measures the change in
the revenue requirements between implementing and not implementing the program.
Each of LCRA’s CLM programs passed the Utility Cost Test, i.e., the net present
values from that perspective are greater than zero. = The net present value of
all programs is $74,183,680.

LCRA has integrated its conservation savings into its load forecast by
preparing monthly conservation and load management impacts which are used in its
energy and peak demand forecasts and financial models. LCRA has estimated
future CLM program impacts of 17.606 gWh in the rate year, which Mr. Treadway
recommends that the Commission adopt as energy adjustments to the rate year.
The total CLM cost incurred by LCRA equals $1,313,801, which the staff
recommends be accepted.

In summary, the staff found that LCRA had avoided nearly 40 mW as a result
of its CEP operation between 1983 and 1987. As a percentage of peak, LCRA’s
historic achievements were found to be among the largest in Texas. Mr. Treadway
- found that LCRA would achieve 250 mW reduction of peak demand over a fifteen
year peried ending in 1998 and in his opinion was in compliance with the
statewide energy plan. He recommended that no adjustment'pursuant to Section
39(c) of PURA be made to LCRA’s rate of return in this proceeding.
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Staff witness Boecker testified concerning LCRA’s power plant efficiency.
He found that LCRA’s generating system was operated in a reasonably efficient
manner and that existing programs are continuing and new programs are being
developed to enhance the efficiency of LCRA’s system operations. Mr. Boecker
testified that FPP 3 began commercial operation below budget as predicted in

- 1981 with a capacity between Apri] 28 and May 24, 1988 of 62 percent and an

efficiency of 10.24 -million 'Btu/mWh. He found that its net capability was
greater than expected at approximately 405 mW and that its performance should
improve in the future. He recommended that the Commission order(LCRA to provide
a detailed evaluation of the cost for delivery of enough lignite to conduct
performance tests on FPP 3, prior to its next rate application. LCRA witness
Reed testified that the short-term fuel supply for FPP 3 would be western coal,
due to its availability. Long-term fuel options for that unit include local
lignite, eastern coal and the continued use of western coal. The decision as to
the type of fuel will turn on perceptions ‘of relative risk of future price
escalation, supply disruptions and local sources of'supply.

No party contested the efficiency bf LCRA’s operation and the examiner finds
that LCRA’s performance in CLM programs and in the operations of its units
reflect sound management. For these reasons ‘and those ‘stated above, the

examiner recommends that no adjustment based upoh these considerations be made
to LCRA’s rate of return in this proceéding.,

VI. Probability of Dispatch

A. Introduction

1. General Overview

After the parties had reached a stipulation concerning the cost of service
or revenue requirement, the remaining area of controversy centered on cost
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allocation and rate design. LCRA has proposed a methodology known as the
~ probability of dispatch (POD), which is supported by BEC, PEC, OPC and the
- .general counsel. The POD methodology is opposed, or its implementation is
opposed, by GVEC, AWC, and SMI/TIEC. For the reasons indicated below, the
examiner recommends approval of the POD methodology. The discussion that
follows begins with a general explanation of allocation of costs, then describes
the POD method, followed by criticisms of the method. The report then addresses
other dockets which discuss cost allocation and concludes with a summary of
recommendations.

~ An allocation methodology should accurately reflect the re]atiohship between
the services provided and the cost of providing those services; result in fair
and equitable distribution of costs among its customers; provide a stable
allocation of costs from year to year; and be sufficiently sophisticated to
address thé,major elements of the costs to be allocated. In this case, LCRA,
PEC and BEC are proposing that an additional important function of cost
allocation should be to recognize the relationship that exists between
production capacity and energy costs, i.e. that the cost of plants such as coal
units, which are much more expensive to build than gas-fired units, achieve a
, fue expense savings, provide fuel diversity, contribute to system reliability
and provide a more competitive fuel market. This consideration is referred to
as the investment/fuel trade-off.

The process of assigning the costs of retail and wholesale electric service
normally involves functionalization, classification and allocation. For LCRA
the first step, functionalization of rate base and expenses, involves tracking
plant and expenses by major functions including production, transmission,
wholesale distribution (transformation) and retail distribution.  The
transmission function is further broken down, first by voltage level (345 kv,
138 kv and 69 kv), and with further breakdowns for transmission line investment
and transformation facility investment. Production plant is functionalized by
production capacity and preduction of fuel. The latter includes those assets
whose costs were directly incurred in the delivery of fuel or to minimize fuel
expense. Plant investment dedicated to serving retail customers is separately
functionalized and directly assigned to the retail cost of service.
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The results of LCRA’s functionalization study, based upon the stipulated
revenue requirement, are as follows:

Production $121,224,753

Transmission
345kv 4,804,538
138kv | 13,925,405
69kv 3,883,765
Distribution 2,218,887
Retail 422,958

The next step in the process is to classify the functionalized costs. This
involves the matching of costs to measurable customer characteristics such as CP
(coincident peak) and NCP (noncoincident peak) demands, energy and number of
customers. LCRA classifies transmission costs as demand-related, since
transmission facilities are sized to meet system and local demands. The
distribution costs, excluding those which are specifically customer-related, are
also classified as demand-related. The classification of production plant is
the issue that is the subject of major controversy in this case.

The production cost of service breakdown under the stipu]atéd _revenue
requirement is as follows:

Fuel Expense - $108,506,160
Fuel Handling Cost 7,805,711
Debt Service & Coverage on Fuel Assets 7,726,715
Operation & Maintenance Expenses 39,681,174
Debt Service and Coverage on

Production Plant - 86,044,095
Other Income (20,032,942)

TOTAL $239,730,913

‘ LCRA classified as energy the first three items, fuel expense, fuel handling
costs and debt service and coverage on fuel assets. Other parties’ positions on
these issues will be discussed be]°"1565‘ Section VIII. LCRA classified the
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labor portion of O8M to demand and the material portion of 0&M to energy. The
major controversial issue is the classification of production plant debt service
and coverage which, under the POD methodology, would be split between the demand
and energy charges. LCRA’s current classification methodology puts all of
production plant debt service and coverage into the demand portion. The current
methodology is known as a "peak responsibility"” methodology.

The final step in most cost of service studies is the allocation of
classified costs to customer classes. Since LCRA has primarily one customer
class, its wholesale class, its cost of service study does not directly include
this step. The wholesale rate is developed from the classified net revenue
requirement for production, transmission and distribution. The retail customer
‘classes are then billed at the wholesale rate with the addition of directly
assigned retail costs.

2. Current Rate Structure

LCRA’s current rates are the result of a stipulation reached .in its last
rate case, Docket No. 7512. Its current cost allocation and rate design are
based upon methodologies ordered in its last contested rate case, Docket No.
'6027. LCRA’s rates include: (1) demand charges, broken down into (a) capacity

or coincident peak (CP) charges, and (b) demand, or non-coincident peak (NCP) .

charges; (2) energy charges, including (a) the base charge and (b) the fuel
charge (fixed fuel factor, discussed above); and (3) the customer (or point of
delivery) charge. The existing capacity charge contains a ratchet and voltage
differential. The demand charge is based on a single demand charge at each
voltage level, applied to billing demands determined on the basis of the
customer’s actual CP demand in the months of July through September and December
through February, and the greater of the actual CP demand or 75% of the average
of the previously named summer and winter peak months 1mmed1ate1y preced1ng the
billing months for the other six months of the year.

3. Rationale for Change

As indicated previously, LCRA’s bringing a rate case at this time is

attributable in part to the debt service and coverage on FPP 3, wh1ch has been
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brought into oper?ation. LCRA received a certificate of convenience and

necessity (CCN) for FPP 3 in Docket No. 3838, Application of Lower Colorado

River Authority for Certificate Amendment to Include Generating Unit No. 3 of
the Fayette Power Project (September 23, '1982). The examiner’s discussion in

that case states, in pertinent part, that, "the evidence shows that because of

the rising cost of gas, lignite-fired generatibn is justified on a strictly

economic basis . . .(The) gas displacement rationale for construction of new

plants is not disputed by any party." Examiner’s Report at page 7. The

Findings of Fact adopted by the Commission in that case state that FPP 3 is

justified "both on the basis of the need for increased capacity and on the basis
for gas displacement.” Finding of Fact 14. -

As part of a settlement with PEC and BEC reached in the summer of 1986,
referred to throughout these proceedings as the "Texland Settlement”, LCRA
agreed to "promptly address the issue of wholesale rate design and revenue
allocation on a cost of service basis.” TIEC Exhibit 2. In the fall of 1986,
LCRA began discussions with its wholesale customers concerning rate design
problems perceived by the customers. Those problems included questions
concerning voltage differentials and the use of a ratchet.

During the summer of 1987, LCRA obtained amendments to its wholesale power
agreements with all but four of its wholesale customers, extending the contracts
through the year 2016. The amendments to the wholesale power agreements cover
92% of LCRA’s wholesale load, representing 86.2% of the entire LCRA load. BEC
Exhibit 6. Provisions in at least some of the extension contracts include a
requirement that LCRA establish a Rate Design Task Force (RDTF) in order to
maximize customer involvement in LCRA’s activities concerning cost of service,
cost allocation, functionalization and rate design. Only four customers,
including GVEC, the Cities of Bastrop and San Marcos, and Dewitt Electric
Cooperative, have not signed the pukchased power contract extensions. With
respect to GVEC, LCRA has offered it a contract which has been declined. The
settlement that was achieved in Docket No. 7512 was similarly conditioned on
creation of a RDTF in order to address the problems that the customers had
raised concerning LCRA’s cost aﬂocation and rate design in that case.
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“As a pkecursor to the meetings of the RDTF, LCRA employed Coopers and
Lybrand to present to interested customers a rate design course in order to
- bring the customers "up to speed" on pertinent issues. The RDTF met several
times with its customers and the LCRA staff worked with individual customers to
"run the numbers" on different allocation methodologies proposed by the
customers. At the last meeting of the RDTF, the members were presented with the
results of LCRA’s proposed POD methodology, which had been previously discussed
with them but which contained a new capital substitution provision which had
been added to ameliorate the amount of production plant classified as energy
related. The LCRA staff, at the conclusion of this final RDTF meeting, was
under the impression that the members of the task force were in agreement with
their proposed rate design, or could accept the result in this case even if they
"disagreed with the methodology. The proposal, as originally filed in this case,
was therefore presented to the LCRA Board, which approved its fih‘ngT

» As should be evident from the length of the hearing on this issue, LCRA’s
customers were not in agreement concerning its proposed cost allocation and rate

design. LCRA was in the unfortunate position in this docket of attempting to '

justify a proposal based upon an agreement that had "gone bust" but which still
had the support of some of its customers. Some of the rationales to be
discussed below are based upon LCRA’s belief at the time of the filing that its
customers had agreed to ‘the proposals contained in the original filing. An
"inordinate1y large amount of time was spent during this hearing discussing the
various meetings of the RDTF, including recounting who said what and what the
LCRA staff understood each intervenor’s position to be. For the most part, this
evidence is unremarkable except as an illustration that two people observing the
same event will often report it differently.

LCRA had three reasons to revisit the issue of cost- allocation and rate
design after Docket No. 6027, including: concerns raised by customers; the
provision in its wholesale power contract extensions; and the settlement in the
Texland case. It is LCRA’s position that its current cost allocation and rate
design methodology is in need of change for three reasons. First, LCRA finds
that the existing CP method fails to recognize that production; ihvestments
result in part from the price, avai]ébi1ityl and diversity of fuels on the
system. The CP method assumes that production plant costs were incurred as a
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result of the need for capacity without considering the role of fuel in the
planning and day-to-day operations of the system. LCRA admits that it builds
additional capacity to meet its total capacity requiréhent, but also asserts
that it considers fuel and running costs in deciding what type of capacity to
add.

The second difficulty with the existing methodology relates to customers who
have the technical capability of avoiding the system peak and thereby avoiding
LCRA’s CP charges. These customers are thereby able to avoid contributing to
the capital costs of generating units, which means that other customers must pay
those costs.

LCRA’s third rationale for change is based on its position that the existing
demand ratchet, which allows customers to consume during the system peaks and
pay for the consumption during its off peak, sends an incorrect price signal.

PEC, who is in sUpporf of LCRA’s proposed change in methodology, also argues
that it is unreasonable to continue allocating production costs entirely to
capacity when LCRA’s capacity charge since Docket No. 366 has increased 227%,
while its base energy charge has decreased 12%; there are excess reserves in the
ERCOT system; LCRA’s avoided capacity cost is $0; LCRA will not need additional
generation capacity for 8 to 12 years; and LCRA has recently added FPP 3, a
large base load unit. ‘

4. Load Characteristics and Capacity Costs and Plans

The appropriateness of an allocation methodology is determined, in part, on
the basis of the system load and generation characteristics. A summary of those
components of LCRA’s system is therefore presented here. LCRA’s winter peak
load has grown to equal its summer peak load in years of cold weather. That
phenomenon is attributable to a large percentagé of end-use customers who are
residential and small commertial, and the relative unavailability of natural gas
for space and water heating in LCRA’s ‘service area, as compared to
municipalities. Most other utilities, particularly those serving predominantly
municipalities, do not have significant winter peaks, due to the availability of
natural gas for space and water hé;gépg. LCRA’s facilities must have the

Ad



DOCKET NO. 8032
EXAMINER’S REPORT
PAGE NO. 39

capacity to handle the peak loads and the facilities are therefore related to
peak demand. '

The cost of building capacity, however, differs among generators and
generally capital spent by LCRA on new units has resulted in lower fuel costs,
as shown in the following chart:

: - Fuel Fuel Booked

Fuel Average Cost Cost Cost per KW Total KW

Unit Name Type Heatrate $/MMBTU Cents/KWH of Capacity Capacity
HYDRO WATER N/A N/A N/A $183 241,000
FPP-1 COAL 10,000 1.57 1.57 $436 285,000
FPP-2 COAL 10,000  1.57 1.57 $360 285,000
FPP-3 . COAL 10,250 1.31 1;34 $1023 416,000
'FERGUSON GAS 10,500 2.10 | 2.21 $137 425,000
GIDEON-1 GAS 10,500 2.10 2.21 $92 135,000
~ GIDEON-2 GAS 10,500 2.10 2.21 $94 135,000
GIDEON-3 GAS 10,500 2.10 2.21 $86 330,000

LCRA’s system includes four basic types of customer load shapes. There are
two types of high load factor customers, those who have equal summer and winter
peaking systems (SWHL - summer/winter high load factor) and those with only
summer peaking systems (SHLF - summer high load factor). Similarly, there are

two types of low load factor customers, those with equal summer and winter

- peaking systems (SWLL - summer/winter low load factor) and those with only
winter peaking systems (SLLF - summer low load factor). High load factor
systems tend to be those that have industrial loads as a large percentage of
their total load. Summer peaking systems tend to be those whose residential
customers use an energy source other than electricity for heating purposes,
which, as explained above, generally occurs in municipal areas having access to
natural gas. Finally, summer and winter peaking systems tend to be those in
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which residential customers predominantly use glectricity for heating
purposes. The following table depicts ;he annual NCP and CP load factor for
the test year: |

Nog-Coincident Peak " Coincident Peak
SWHL  52.43% | 78.08%
SWLL 44.91% 49.20%
SHLF 58.66 61.88%
SLLF 45.46% 46.54%

One unique aspect of LCRA’ s capacity is its use of hydroelectric
generation. Its hydro generation units are run to prevent flooding, to meet
downstream water irrigation needs and for the purposes of emergency electric
generation. While there is some flexibility with respect to the time of day
that water is released in order to generate electricity, its availability
depends upon weather and the downstream demand. If there is an option during
the day of when to release the water, it is most 11ke1y to be released during
peak rather than non-peak. hours

LCRA plans to expand generation based upon its summer peakloads. It does
not plan its generation based upon its winter peak because of the aVai]abi]ity
of excess capacity in the ERCOT system at a'price substant{ally below LCRA’s
cost of adding capacity. It is anticipated that the additional capacity
available on ERCOT will be available over the next ten years. LCRA has not
decided at this time what type of unit it will be add1ng in the future, with the
need forecasted for the late 1990s.

B. POD Descrigtidn and Interpretations

The POD method of allocating capaéity costs is based on the concept of
assigning generating capacity cost responsibility to the hours in which
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individual units are expected to be dispatched. Central to the concept of the
POD allocation approach is the economic assumption that production costs are
incurred in a manner which minimizes the combined total capacity (capital) and
energy (running) cost to serve a load curve. The methodology is flexible enough
to recognize operational characteristics which require deviation from a strict
economical dispatch approach. In LCRA’s case, the results of this methodology
have been interpreted to classify production capital costs between demand and
energy and to allocate production capital and fuel costs to seasons of the
year. See generally LCRA Exhibit 1-F, Schedule P-12, Section I. After ten full
days of hearing discussing this methodology it is undisputed that it is a very
‘ Comp]ex, some say overly so, and sophisticated methodology. The discussion that
follows will delve into the intricacies of the methodology’s workings. This is
. a methodology that is not appropriate for all utilities, but is appropriate for
~a utility which has varying load characteristics and a diversity in its
generating units. | o |

The simplest interpretation of the POD results is that it classifies as
energy all costs of generating units that are virtually equally allocated to all
typical hours analyzed in. the methodology (576). This interpretation, however,
fails to recognize the dual role of baseload units, or the investment/fuel
trade-off. LCRA has; for this reason, proposed a modification to the simple
interpretation of the POD to include a capital substitution (CAPSUB) step. This
modification, which will be described in detail below, results in a smaller
percentage of baseload units being allocated to energy than would otherwise be
the case.

1. Determination of Base]oad

~The first major step in the methodology is to determine the percentage of
each of LCRA's generating Qnits which is "baseloaded". Different definitions
for commonly used terms can cause great confusion, and that is particularly the
case with respect to this methodology. The examiner found the easiest working
definition of baseload as utilized in the POD methodology to be those units or
portions of units with the continuous likelihood of being dispatched throughout
the year, and whose costs are spread equally to all months of the year.
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In order to determine the percentage of each unit that would be baseloaded,
it was first necessary to determine each unit’s threshold dispatch level by
month. In order to explain this process, a copy of the calculation for January
and February is included as Attachment III. ' The column headed “"Capability”
represents the net dependable capacity of each unit, or the capacity which a
unit can be depended upon to run, net of the station usage. The capability on
the hydro unit is variable because it is based on the average megawatts
generated by month over the five years between 1982 and 1986. LCRA deleted data
for 1987 because it was an abnormally high year for hydro generation.

The next column entitled "Effective Continuous Rating" is calculated by
taking the capacity of each unit, less the forced outage and the scheduled
outage rates. The exception is once again the hydro unit, which is effectively
derated in the capability column by utilization of the actual average MW
generated rather than use of the maximum capability. ~ With respect to FPP 3,
which began operation in April of this year, the outage rates were projected by
LCRA’s production performance department, assuming that the unit was a mature
one so as to not incorporate the anomolies of the first year of operation. By
multiplying the capabilities’ values by the effective continuous rating
percentages, the effective continuous rating in MW results, as shown in the
fourth column on Attachment III. The dispatch level results from adding the MW
capability of the units dispatched previously, e.g. a threshold dispatch level
of 256.1 for FPP 2 in January is the sum of the MW for hydro (8.1) and FPP 1
(247.9). .

The threshold dispatch levels for each month are then utilized in the
probability of dispatch analysis to determine for each hour of an average
weekday and weekend in each month the probability of the generating unit being

- dispatched. An example of this computer run, for FPP 1, is included as

Attachment IV. LCRA made this computation based upon load data for 1984 through
1987. BEC witness Foreman utilized the same data. PEC witness Goble
constructed hourly load probabilities for the years 1985 through 1987 and
studied each year individually rather than all years simultaneously as proposed
by LCRA. He testified however that the difference resulting from his
interprétation is insignificant. By dividing the probabilities for each hour by

576 hours, the unitized probability is obtained. See Attachment V. A unitized .
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probabi1ity of .00174 meant that a unit was "on line" 100 percent of the time
during that particular hour of the study.

The POD experts then looked at the resulting unitized probabilities, shown
on Attachment V, and determined the lowest probability of dispatch for each unit
in any of the 576 typical hours utilized in the methodology. Here again, the
experts differed in picking their minimum unitized probability, with
Ms. Taylor’s’ approach beihg the more conservative. She utilized the annual
minimum load by picking the single hour’s lowest demand over the siudy period.
Mr. Goble utilized monthly minimum loads, finding that the annual minimum load
advocated by Ms. Taylor significantly understated the actual baseload level at
which the unit ran. BEC witness Foreman agreed with Ms. Taylor’s use of the
annual minimum unitized probability. This single difference in interpretation
results in a significant difference. in the results achieved, specifically
resulting in Mr. Goble’s classifying 75 percent of FPP 3 as energy versus Ms.
Taylor’s classification of 26.5 percent. The examiner has concluded that
adoption of Ms. Taylor’s annual minimum unitized probability is fappropriate
because it is the more conservative approach and furthers the goal of
gradualism. '

Once the minimum unitized probability is calculated for each generating
unit, it is applied to the current cost of each unit to determine the percentage
of each unit’s current cost which is energy-related. The three experts each
performed basically the same calculations and their particular interpretations

are included as Attachments Vf A, B and C.

The determination of the percentage of each unit which is baseloaded and
therefore ‘determined to be energy-related under this methodology requires a
calculation of the current cost of each unit. See column 1 in Attachments VI A,
B and C. The current costs of all units, except the hydro and FPP 3 units, were
determined by trending the booked costs using the Handy-Whitman indices. There
was no need to trend the FPP 3 costs since that unit was just. completed.

With respect to the hydro units, Ms. Taylor found - that 'hse of the
Handy-Whitman indices resulted in a trended cost for hydro of approximately $250
million. She found this sum overstated the replacement cost of that amount of
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capacity and therefore was beyond the realm of reasonableness. She arrived at a
current cost of $36,210,132 for the hydro units by utilizing FPP 3 kW costs to
reflect LCRA’s replacement costs of capacity. She determined that the derated
cost was $1,272 per kW assuming FPP 3’s capability was 416 MW, and -- by
applying that to the monthly derated capacity of the hydro facilities --
determined the current cost shown on Attachment VI-A.

Mr. Goble also utilized this same proxy‘ but included in the total hydro
current cost an additional $35 million, representing the capitalized energy
savings of the hydro power. This resulted in his original calculation of total
hydro cost of $70,634,405, as shown on Attachment VI-B. ‘The settlement in the
revenue requirement phase resulted in a change to the carrying charge from 11.81 |
percent to 11.41 percent, and therefore increased his calculation to
$71,841,219. Ms. Taylor conceded during cross-examination that there was merit
to his capital cost equivalent calculation.

Mr. Foreman on behalf of BEC utilized an éntjre1y different methodology for
calculating the current cost of the hydro facilities, in order to arrive at his
projected current cost of $8,351,797 shown on Attachment VI-C. He utilized the
effective capacity for each month, based upon the 1982 through 1986 monthly
averages, and multiplied that by the future coal plant capital costs, $921/kW,
reflected in LCRA’s 1987 ‘Resource Planning Options WOrkpapér. Mr. Goble
testified that it would be erroneous to accept the $921/kW figure because it
does not include off-site fuel handling costs or site development and therefore
understates the alternative replacement cost of the capacity. Additionally, he
pointed out that the $921/kW is not derated and if it were, he calculated it
would be $1,385, which is roughly the value used by Ms. Taylor and ﬁimse]f. The -
examiner found Mr. Goble’s critique of Mr. Foreman’s analysis persuasive and
recommends acceptance of the FPP 3 proxy used by Mr. Goble and Ms. Taylor.

On the remaining units, excluding the hydro and FPP 3, Mr. Goble on behalf
of PEC calculated the current cost of those units by trending the costs to the
end of the fourth quarter of 1987. He found that Ms. Taylor had used 1987
dollars for FPP 3 but had used 1985 doliars for the-other units. Compare column
1 in Attachments VI-A and VI-B. The,ekaminer finds it most reasonable to be
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consistent in the years to which dollars are trended and therefore recommends
adoption of Mr. Goble’s numbers.

The current costs are then each multiplied by the ‘minimum unitized

probabilities times 576 hours to determine the total baseload value. See

Attachment VI-A, Column 5; Attachment VI-B, Column 2, and Attachment VI-C,
Column 5. This amount is classified as energy-related.

2. Peaker Proxy/CAPSUB

The portion classified as baseload is reduced by a sum equal to LCRA’s cost
per kW of a peaking type unit. This step of reclassifying a portion of the
baseloaded/energy-related cost to demand is also referred to as the capital
substitution modification to the POD methodology. Ms. Taylor and Mr. Goble
utilized the cost of a single cycle gas turbine reflected in LCRA’s 1987
Resource Planning Options Workpaper. That sum is $292 per kW .in July 1986
dollars. Ms. Taylor indicated she simply rounded that amount to $300, whereas
Mr. Goble testified that trending to 1987 dollars results in a value of $300.

The $300 is then multiplied by the derated capacity of each of the units and the

percentage of each unit classified as energy to determine the portion of the
baseload that will be reclassified to demand. See Attachment VI-A, Column 8.

Mr. Foreman’s analysis, while conceptually similar to LCRA’s and PEC’s, is
calculated differently. He used a capacity factor methodology to calculate the
baseload contribution to demand and to reclassify a portion of the unit
classified as energy to demand in order to recognize its contribution to peak.
He found that if a new generating unit is anticipated to operate at less than 19
percent annual capacity factor, then a gas turbine or a combined cycle unit is
the lowest cost alternative. A baseload coal unit is capable of a 74.44 percent
maximum annual capacity factor and the ratio of 19 percent to 74.44 percent
yields 25.52 percent of the current cost of a baseload unit which should be
classified to demand. See Attachment VI-C, column 7. Mr. Foreman conceded on
cross-examination that a 40 percent capacity factor could also be a reasonable
"cross-over" point.
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Mr. Foreman argued that look1ng at future resource plans was more
appropriate than utilization of a CAPSUB methodology. Ms. Taylor test1£1ed_that
her CAPSUB methodology was more appropriate than Mr. Foreman’ s. In LCRA’s reply
brief, however, counsel for LCRA argues that the CAPSUB methodology is not an
integral part of the POD methodology in this case and could be eliminated even
though it was originally proposed as a moderating force in LCRA’s
recommendation. The citation in that brief to Mr. Foreman’s testimony seems to
imply that LCRA believes his method is not a CAPSUB approach. The examiner
disagrees. The difference in the methodologies is as reflected in column 8 of
Attachments VI-A and VI-C. Mr. Foreman’s calculation results in $116,033,533 of
baseload units contributed to demand whereas Ms. Taylor’s calculation results in
$180,007,099 of baseload contribution to demand. The examiner finds use of the
cost of the single cycle gas unit more reasonable due to Mr. Foreman’s
concession of the variability of his amalysis.

3. The Demand/Energy Split
The next step in this analysis is to determine the percentage of the

production costs classified to demand and energy. Each unit’s cost not
classified to energy is classified to demand. Ms. Taylor applies the percentage

*to each unit’s booked cost whereas Mr. Foreman and Mr. Goble apply it to each

unit’s current cost. Mr. Goble testified that he believed that it was improper
to restate the cost in historical terms by using the booked cost because that
would ignore the system planners’ concerns when determining which plants to
build. Ms. Taylor’s use of the booked costs results in 27 percent of baseload
being classified to energy. Ms. Taylor’s prefiled testimony indicated this
percentage was 25 percent and she explained that she had simply rounded to the
nearest five. However, applying the percentage of baseload contribution to
energy to the current cost utilized in her calculations also results in a 25
percent allocation. LCRA originally proposed to moderate this classification by
limiting it to 16.2 percent based upon its perceived understanding of an
agreement with its wholesale customers who participated in the RDTF. As a
result of the revenue stipulation in this docket, LCRA’s final proposal is that
18.5 percent of the production plant costs be classified as energy-related.

BEC’s proposal would result in 33 percent of product1on p]ant costs classified

as energy-related and PEC s proposal would result in 43 percent classified as
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energy-related. The debt service and coverage associated with the production
plant is allocated on the same basis to arrive at the percentage of production
revenue requiremént in the energy charge. The resulting production revenue
requirement split is as follows:

Party Demand Energy
LCRA - Taylor | 68% 32%
BEC - Foreman 59% : 41%

PEC - Goble ' 53% 47%

The examiner finds Ms. Taylor’s results the most persuasive because it will
moderate the shift in costs to the energy charge.

4. Seasonal Allocations

The demand costs are allocated to seasons on the basis of monthly
probabilities of dispatch. The resulting percentages for the three parties
that advanced the POD methodology are shown on Attachment VII on the line
labeled "Seasonality." Note that LCRA, BEC and PEC advocate a change to a four
month summer peak instead of the three-month period in LCRA’s existing rates.
A seasonal capacity charge would also replace LCRA’s current CP ratchet.
LCRA’s present capacity charge is based on the demand ratchet of three summer
and three winter months. This distorts cost responsbility because it assigns
equal cost to the demands which occur during either period. LCRA’s capacity

requirements are the result of summer peak demands. Although it experiences
high winter peaks, it has greater access to off-system capacity during
non-summer months. Its generation planning is based on summer capacity
requirements and the POD analysis shows that production costs are substantially
higher during the summer. LCRA’s current rates contain a voltage differential
which all parties except BEC recommends be retained. BEC’s position and the
discussion of voltage differentials and loss factors will be discussed below in
Section X. |

The POD methodology also allows fuel cost of each generating‘unit to be
allocated and seasonal average fuel costs to be developed. Ms. Taylor’s POD
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methodology showed that the average fuel costs by season were as follows:
summer-$.01604/kWh; winter-$.01648/kWh; and off-peak-$.01559/kWh. Since LCRA
was not including all of the production costs that were indicated by the POD
methodology should be in the energy charge, it did not propose to differentfate
the base energy charge between peak and off-peak seasons. At the time of the
original filing, when LCRA was 'proposing to classify 16.2 percent of the
production plant cost as energy-related, Ms. Taylor analyzed the effect of the
seasonal fuel differential. She found that the total annual cost difference
was minimal, e.g. for New Braunfels, one of LCRA’s highest load factor
customers, the seasonal differential made a difference of roughly $10 000 out
of an annual total charge of $20 million.

Mr. Goble’s POD methodology provided a fuel cost allocation which he
testified he employed as a kWh weighting in the cost allocation study. The
average fuel cost by season which he calculated did not flow through to his
proposed rates because he did not recommend a fuel factor but only base rates.
The appropr1ateness of the  fuel differential will be dlscussed in more detail
below in Section C. 15. " '

5. Proof of Reasonableness of Rates

Ms. Téy]dr’s prefiled testimony includes a future incremental cost analysis
of the cost of providing additional peak demand and energy. She made this
comparison based upon her belief that the capacity charge must reflect the
future incremental capacity costs in order to allow customers to compare the
costs of peak shaving investments against the capacity charge of LCRA. Ms.
Taylor testified that a wholesale customer makes investment decisions in energy
conservation measures by comparing the cost of conservation against the
forecast of savings on the energy portion of its bill and therefore it is '
necessary to look to LCRA’s future incremental energy costs. She concluded
that the total energy charge resulting from the POD method was comparable to
the short run future incremental cost of producing energy on the LCRA system.
The total annual capacity charge, however, is well above the current estimate
of future  incremental capacity cost, $40/kW-year. She believes this provides
an inaccurate price Signal to custbmers‘to invest in measures to reduce their

monthly contribution to the LCRA system peak to a much greater degree than is
1617
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warranted based on the current estimate of future incremental capacity cost.
However, it supports the POD method which reduces the capacity charge from
$72/kW-year to an average of $69/kW-year.

Ms. Taylor calculated the percentage increase for each of its customers
relative to the system average. See Attachment VII. She found that it fanged
from a high of 1.23x for the Cities of Weimer and Halletsville, to a low of
0.87x for PEC. This represented increases of eight to 11 1/2 percent. Based
upon the rule of thumb that the customers’ relative rate of return should be no
more than 1.5x the system average, she believed that LCRA’s proposal to limit
the percentage of production revenue requirement placed in the energy charge to
32 percent was supported by this principle of gradualism.

Under LCRA’s existing allocation methodology, the percent of production
revenue requirement in energy is 20 percent. Although LCRA’s POD methodology
would result in 38 percent of production revenue requirement being recovered in
the energy charge, based upon its understanding of its agreement with its
customers at the conclusion of the meetings with the RDTF, it proposed only a
32 percent recovery of revenues in the energy charge. As a result of the
presumed settlement with the RDTF and based on the principles of gradualism,
the .32 percent recovery of revenue in the energy charge was held constant after
the stipulated revenue requirement resulted in a change to the production plant
booked investment classified to energy from 16.2% to 18.5%. Therefore, the 32
percent now proposed is the driving factor in 18.5 percent of the booked
investment being classified as energy-ré]ated and not the other way around.

Under Mr. Goble’s recommendation, LCRA’s customers would not receive more
than 1.3x the system average increase, or 1.4x the average excluding fuel.
Mr. Foreman testified that his recommendation would not result in any customers
receiving more than 1.5x the system average increase.

C. Criticisms of POD
1. No Justification for Change
Several intervenors opposed to the POD method argued that LCRA has failed

_ to justify a change in its cost allocation methodology and therefore the
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proposed method should be rejected. Several of them rely upon Texas Alarm and

Signal Association vs. Public Utility Commission, 603 S.W.2d 766 (Tex. 1980) in
which the Supreme Court found that -while "the Commission has discretion to
determine the factors relevant to rate design, . . . there are two overriding
considerations. The first consideration is consistency. . . the Commission
should take caution not to allow a utility to arbi;rarily alter factors
considered relevant. Utilities are to be consistent in their applications and
may not, without supporting evidence, vary their mathematical formulas or
relevant factors so as to fit their alleged needs. The second overriding
consideration is the burden of proof which is placed on the utility by Section
40(b)." Id. at 773.

The examiner finds that the POD methodology recognizes that some portion of
plant investment is made for reasons other than meeting peak demand. In other
words, that there is a trade-off for the higher capital cost of the baseload
unit with the lower fuel cost attendant to such units. The methodology will
result in a price signal that will not overstate the cost to LCRA of its
peaking units and therefore be more accurate in allowing customers to make
informed decisions based upon the true cost of service. The examiner finds
that the POD methodology does more accurately reflect the cost of service and
therefore believes that LCRA has met the standard imposed by the Supreme Court
in Texas Alarm and Signal Association and that the proposed change is not an
arbitrary alteration to their formula for calculating rate design.

2. Avoidance of Peak

Another rationale for the change in methodology advanced by the proponents
of POD is that the current methodology allows customers with certain technical
capabilities to avoid the system peak, thereby avoiding CP charges and
contributions to the capital cost of generating units. The evidence does not
indicate that any customer other than SMI, who is a party to this case and a
customer of GVEC, has this capability. ~The evidence is undisputed that during
the test year, in eleven out of the 12 months, SMI was able to avoid LCRA’s
system peak. SMI argues in its reply brief that this avoidance does not
increase LCRA’s revenue instability since LCRA designed its rates on historical
billing determinents and thus takes in}glgccount load management efforts. This
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argument is short-sighted, however, because it fails to anticipate avoidance by
additional customers in the future, which LCRA argues will occur if its
capacity charge continues to rise disproportionate to its actual cost of
building additional peaking units. Intervenors also point out that this
rationale for change is inconsistent with LCRA’s now offering an interruptible
tariff, which will be discussed in detail below. The key distinction is that
with the interruptible tariff, LCRA is the one that determines the amount of
capacity avoided and the revenue impact, whereas the customers’ ability to
avoid CP charges based on the current methodology is beyond LCRA’s control.
The examiner concludes that the criticisms of this rationale for a change to
the POD methodology are not well founded.

3. Responsiveness to Customers

AWC elicited evidence throughout the hearing concerning the need for LCRA
to be responsive to the wishes of its customers. AWC’s focus seemed to be that
LCRA needs to give the impression of having achieved a consensus among its
customers to ensure favorable bond ratings. AWC makes the rather interesting
argument in its brief that sipce it "represents a broad spectrum of
customers, . . . its views should be given great weight." AWC Brief and
Closing Arguments at p. 3. - AWC presented one witness during the second phase
- of the hearing, Mr. George Rogers, the utility mananger for the City of Llano.
This policy witness testified that while the AWC membership was divided, its
concern was not so much with the outcome in this case as with the use of POD in
future rate cases. Specifically, his concern was that more production plant
would be classified as energy-related in the future. ‘

The voluminous evidence concerning LCRA’s involvement with its customers
through the rate design task force and other endeavors, including discussions
concerning voltage differentials which will be discussed below, convinced the
examiner the in fact LCRA is responsive to its customers. It is clear that
with a customer group as diverse as LCRA’s, a consensus is difficult to
obtain. The examiner is convinced that LCRA believed at the time that it filed
the instant case it had the approval of those customers who were  interested
enough in these issues to participate in the RDTF. That LCRA misread its
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customers, or that the customers subsequently changed their mind concerning
this filing, 1is also abundantly. clear. The examiner cannot accept AWC’s
argument, for to do so would be to abdicate the decision-making process to an
association whose members are not fully.in agreement themselves. As AWC’s
reply brief concedes: "The position of the AWC is not one of criticism [of
POD], because, as Mr. Rogers testified, the AWC has not reached any consensus
on the merits of the POD-based method proposed by the LCRA."™ Reply Brief at
2. ‘ ~

4. Revenue Stability

TIEC witness Keith Hatfield studied kWh and CP kW between October 1985 and
September 1987 in order to determine whether the variance of kWh was greater
than the variance of CP kW on LCRA’s system. He determined the variance of kWh
was almost twice that of the CP kW. Based upon this finding, TIEC witness
Stanley argued that placing fixed costs in the energy charge results in revenue
instability. LCRA witness Walter Reid, however, testified that energy is
considerably more reliable in terms of annual forecasts since it is dependent
on 8,760 hours in the year as opposed to .the peak demands, which occur in only
12 hours a year. Conceding that energy usage may change more month to month
than demand, he testified that on the LCRA system it changes in a more
predictable way compared to demand. LCRA’s chief financial officer, William
" Freeman, also testified that as long as 50 percent or more of the production
revenue requirement was classified as demand he did not believe there was any
financial risk in the allocation of portions of production plant to energy. He
testified that he was more concerned with the continued use of the CP
allocation which allowed some customers such as SMI to avoid LCRA’s coincident
peak. LCRA’s position is that if the capacity charge continues to increase,
additional customers will be encouraged to acquire peaking facilities or avoid
system peak. The examiner is persuaded by Mr. Reid’s testimony concerning the
predictability of LCRA’s energy components, and therefore rejects TIEC’s
argument concerning the variability of the energy charge and instability of
revenue. ' ' ' ‘
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5. Complexity of POD

It is undisputed and a slight understatement to concede that this
methodology is complex. Ms. Taylor testified that it would stretch the limits
of LCRA’s customers’ understanding, but she felt that it should be accepted
because it was more important that the customer be able to understand the
computatioh of his final bill than to understand the details of the cost
allocation methodology. In that regard, LCRA’s proposed rates have the same
structure as its current rates, except that the capacity charge has a seasonal
cost variation rather than a ratchet of peak season demand. The change should
not be any more difficult for customers to understand than the existing rate
structure. LCRA has shown its willingness to assist its customers through the
creation of the RDTF and through the rate design cburse which it sponsored for
its customers. The examiner finds that the POD is a complex cost-based
methodology which should not be rejected on the basis of its complexity. It is
important to remember that LCRA’s customers are not generating utilities and
 therefore do not, on a day-to-day baSis, deal with the complexity of production
costs and revenue requikements. The examiner concludes that the argument
concerning understandability of the rates rests on the erroneous assumption
that the customer needs to understandlgggputations leading to the rate in order
to understand its impact and to plan accordingly. As PEC argues in its brief,
there is a conflict between cost-based rates and simplicity of rate structures
because the economics and engineering of electrical systems is very complex.
The POD methodology allows load management efforts to be guided by accurately
reflected system costs.

6. Load Stability

Another criticism leveled against the POD methodology is that it mightv

affect LCRA’s projected load. There was conflicting testimony whether or not
this would occur but no analysis was done. Intervenors criticized LCRA for
failing to analyze the effect of the proposed rates on its future load. At the
same time, the same intervenors who were leveling the criticism did not present
any analysis to support their criticism that the changes would affect LCRA’s
load. BEC witness Foreman testified that there was no need to study the

potential impact of new cost allocation methodologies as long as they resulted
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in cost-based rates. GVEC witness Bertram Solomon testified that a change in
cost allocation methodology would impact customers’ energy and demand usage
which could posswb]y lead to a change in 'system load character1st1cs‘
Mr. Solomon, however, has no experience, in prior dockets or through review of
examiner’s reports or testimony, with the POD methodology.

Mr. Solomon a]so‘argued that LCRA’s proposed summer demand charge, which is
47 percent higher than its winter charge, distorts reality because LCRA
experiences summer and winter peaks that are equal in years of cold winter
weather. . The examiner finds that this is not a distortion; the undisputed
evidence is that LCRA plans only for summer peaks, because it is able to
purchase excess capacity on the ERCOT system during the winter, and anticipates
being able to continue doing so for at least the next ten years. GVEC witness
Scott Norwood argues that increasing the energy charge sends a signal that the
cost of capatity‘is decreasing and the cost of energy is increasing. He argues
that this will result in a decrease in\énErgy~consumption and the incentive to
conserve or control peak demand. This argument ignores the reality that LCRA’s
proposed summer capacity charge will be increasing. For example, for 138 kV
customers the present capacity charge is $5.933 and the proposed summer charge
~ will be $7.59. Again, since it is the summer period for which LCRA plans
additional generatihg capacity this is the appropriate comparison to make
rather than a comparison of the capacity charge per kW- -year, wh1ch as shown on
Attachment VII will decrease from $72 to 569

For the reasons stated above, the examiner is not 'pérsuaded by these
criticisms of the POD methodology and therefore finds that they should not form
the basis for rejecting LCRA’s proposal.

7. High Versus Low Load Factor Customers

Some intervenors criticized the POD methodology c]a1m1ng that it will
result in a subsidization of low load factor customers by high load factor
- customers. Not suprisingly, this argument is advanced by customers with high
load factors. GVEC witness Nofwdod'testified that a high load factor system
~ will, over tlme, requ1re fewer plant additions, have higher plant operating

efficiencies, and produce a lower overall cost of service in comparison to a
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lower load factor system. He argues that the POD methodology will encourage
lower loads and, by reducing the demand charge for most months and on an annual
average, will provide less incentive for customers to control peak demand.
Mr. Norwood was also of the opinion that the POD is inequitable because the
"ti1t" of production capacity costs into energy charges results in high Tload
factor customers subsidizing Tower load factor customers. TIEC witness Stanley
agréed with Mr. Norwood in this regard, and testified that customers with
higher than average load factors will overpay LCRA’s fixed costs and customers
with lower than average load factors will underpay for the use of facilities.

Advocates of the POD methodology argue the converse.  Allocating 100
percent of production plant to demand forces the low load factor customers to
subsidize the high load factor customers. BEC witness Foreman testified that
POD classification of some production plant into energy with a seasonally
varying capacity charge will enhance load management. LCRA witness Freeman
testified that if the opponents are correct and LCRA Tloses. industrial
customers, the impact of such a loss would depend on who the customer was, the
total number of customers so lost and the timing of the loss. He was of the
opinion that there is no intrinsic value between high or Tlow load factor
customers. He testified that lower load factor customers on the LCRA system
are valuable at times such»as now, when there is excess capacity. From a
planning perspective, LCRA witness Lee testified that a combination of high and
low load factor customers is the most desirable. The examiner has concluded
that the POD methodology assigns the cost of baseload units more equitably on
an annual basis, will enhance load management and does not result in a
subsidization of low load factor customers by high load factor customers. The
examiner is not persuaded that the proposed methodology will result in LCRA’s
losing its industrial customers.

8. Future Volatility

Several customers critjcized LCRA for failing to conduct various studies to
show possible impacts of changes on the POD results. For instance; there were
numerous hypotheticals proposed concerning changes in the dispatch order of the
generating units. LCRA has projected, however, that its gas prices will remain
above its cost of coal, and that the order of dispatéh vis a vis coal and gas
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will not change. If FPP 3 is dispatched before the other two Fayette units,
Ms. Taylor could not calculate the impact on the perCentage of production plant
classified as energy-related because the change in unitized probability for FPP
3 would impact the other variables in the PQD interpretation.'

LCRA’s planning options workpaper does discuss the increasing environmental
concerns surrounding conventional coal technologies and the possibility that
solid fuel generation facilities could be legislated out of existence. These
are uncertainties that the future holds, and the examiner believes that it
would be unreasonable to expect LCRA to project the impact of these future
eventualities under the POD methodology. If such drastic changes do occur, one
would expect there would be comparable changes in the cost of service that
should be reflected in rates. To suggest that this makes the POD'methodology
inherently too volatile to be accepted is'absurd.v

We do know that generally, except for the hydro units, the POD will assign
" higher probabilities of dispatch in all hours of the year to units that tend to
have higher capacity factors and lower probab111t1es of dispatch to off-peak
hours for those units that have lower capacity factors The probability of
dispatch of any unit is a function of load, order of commitment and dispatch,
current capabi1ity ratings, the units on the system, the forced outage and
planned maintenance schedules, and is calculated on an hourly basis so that
there is no single probability of dispatch. In this way, the POD, unlike any
other methodology, does consider the realities of operation in allocating costs
throughout the year. Ms. Taylor was able to testify that if FPP 3's capacity
was anywhere within the range of 397 MW to 416 MW, the end results of the
methodology, whereby 25 percent of production plant costs are classified to
energy, would not change.

If the cost of a.peaking unit were to increase, and assuming arguendo that
that cost is independent of the other POD variables and would not affect them,
the change would be that the classification of production plant to energy would
be reduced. If LCRA’s load increased and no other variables changed, more
baseload units would be classified to energy in order to reflect the fuel
savings attributable to the new units going into baseload.
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GVEC witness Norwood’s testimony to the effect that if gas prices were to
drop below coal prices, then a consistent application of POD would require that
a portion of the capital cost of the gas-fired units be allocated to energy and
all of the cost of the coal-fired units be allocated to demand, is a purely
speculative hypothetical which is inconsistent with the reasonable forecasts
contained in this record.

9. Cost Allocation vs. Classification

Several opponents of the POD methodology argued that it is a cost
“allocation methodology being improperly utilized in this case as a cost
classification methodology. Ms. Taylor testified that the POD methodology is
utilized in this case to classify and allocate costs. Since LCRA has basically
one class, the wholesale class, its allocation methodology is a combination of
the POD method and billing retail customers at wholesale rates. PEC witness
Goble testified that since LCRA has only one customer class, its cost of
service‘study does not directly allocate cost to customer classes; rather, the
unbundled demand charges and the rate structure provide the allocation of costs
to customers. Using this approach, he testified that wholesale customer
systems may be viewed as customer classes and the billing units of the rate as
the allocation factors. In this way, the cost of service study and the
proposed rate design are linked together.

GVEC witness So]omonl also argues that the POD methodology is being
incorrectly used as a rate design tool rather than a cost allocation tool.
Throughout the hearing, the examiner found all parties, and their attorneys,
used the terms "C]assify" and "allocate", loosely and inconsistently. The
examiner finds that the POD methodology is being used in this case both to
classify and allocate by seasons and time, but does not find that this

utilization of the methodology has been shown to be inappropriate.

10. Generation Planning Assumptions»

Several intervenors argue that LCRA failed to show that its' generating
units were built for any purpose other than capacity and therefdre the POD
methodology should be rejected. PEC witness Goble testified that the POD
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methodology presumes. that plants are operated as they are planned. The
methodology ties the planning and operations together if the operations occur
as planned. In other words, baseload units, in a natural cycle, will change
their dispatch order and their capecity factor will drop. This comports with
LCRA’s -testimony that most of its gas units were built as baseload units. The
fact that LCRA 1ncurred greater costs to build FPP 3 is true whether it was due
to the Fuel Use Act, which restricted the construct1on and use of gas-fired
units, or was as a result of a desire to incur lower fuel costs. The final
order approving the CCN for FPP 3 adopted the Examiner’s Report, which clearly
stated that it was justified from an econom1c viewpoint alone. The final order
in that case also reflects that FPP 3 was constructed to meet projected
capacity needs. This evidence is at least consistent with utilization of the
POD methodology. o o ’

The examiner does not find it a necessary prerequisite to use of the POD
methodology to analyze the rationale for construction of generating'units that
are deemed baseloaded under the methodology It is suff1c1ent to find that the
higher cap1ta1 cost units with their attendant lower fuel costs influence the
order of dispatch and therefore support utilization of the POD methodology. It
is also important to remember that the POD interpretations uti1ized by LCRA and
PEC do not classify all of the capital costs of their baseload facilities to
energy, but split the cost between demand and energy on the basis of a peaker
proxy or CAPSUB methodology. Ms. Taylor testified that the planning options
available at the time the various generating units were built do not affect the
allocation of probability of dispatch in this case but that the current options
are what is relevant. The examiner concludes that the criticism concerning
LCRA’s capacity'resource options in the past are not relevant to utilization of
the POD methodology at this time.

11. Conservation and Load Management

Critics of the POD methodology argue that by 1oweringhthe'demand charge the
proposed methodology will discourage load management and conservation programs
and penalize customers who have moved a portion of their energy requirements to
off-peak periods. However, the proposal is to raise the cost of capacity for
all levels during the summer peak, as. shown on Attachment VII. This increase
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should continue to encourage conservation. Since LCRA builds generation to
meet summer rather than winter peak, it is the summer demand charge that should
be analyzed to determine the effectiveness of LCRA’s rates in encoufaging Toad
management programs. Interestingly, GVEC, who advocates that the pefcentage of
revenue recovered in the energy charge be reduced to 9.5 percent from its
current 20 percent, proposes a capacity charge that is only two cents more than
LCRA’s proposed summer capacity charge for 138 kV service.

LCRA’s avoided capacity costs are zero, and it does not anticipate needing
new generating facilities for eight to 12 years. For this reason, as PEC
argues in its initial brief, there is no need for LCRA to subsidize
conservation and load management programs, and if the rates are in fact
cost-based, customers will be able to make informed decisions about how much
and when to conserve.

Most of LCRA’s customers are allowed to construct or purchase peaking
units, with some fairly stringent conditions under the amendment to the
wholesale contracts. See AWC Exhibit 4, paragraph 4, and GVEC Exhibit 22,
paragraph 3.2.  Compare GVEC Exhibit 14 (GVEC’s contract). Mr. Freeman
conceded that the recovery of more costs in the energy charge increases the
incentive to high load customers to look at cogeneration, but he argues that
this is true with any‘increase in costs. At this time, LCRA is seeking peak
load customers and there is no benefit to LCRA to shifting load off-peak.
Interestingly, LCRA is also proposing an interruptible rate, which it seems
apparent will act as an economic incentive to high load factor customers to
remain on LCRA’s system and not seek peaking capacity elsewhere. §gg Section
IX below. To the extent that LCRA is successful in marketing its excess
capacity both for peaking and baseload, it will benefit its ratepayers by

gaining revenues from outside its service area.

GVEC has historically excelled with respect to conservation and load
management programs and its current shedded load capabiljty is approximately
13,000 kW. GVEC also provides load control services and associated advertising
and art work to other utilities. It has at least one contract whereby its cost
of providing these services is covered with an additional ten percent fee paid
to GVEC. GVEC itself is also trying to increase its sales of electricity
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through programs such as an all electric home program and a security lighting
program.

Based upon LCRA’s summer peaking generation planning and‘finding that the
POD methodology results in cost-based rates, the examiner conciudes that the
criticism that the proposed rates will discourage conservation and load
management is not well-founded.

12. Errors and Inconsistencies Regarding the Current Costs of Generating Units.

As was indicated in Section VI-B.1 above, the current cost for the hydro
units was calculated using the derated cost per kW of FPP 3 assuming a
capability of 416 kW. In accordance with testimony at the hearing, it appears
that FPP’s capability is 405 kW. If the effective continuous rating of 80.42
percent utilized in Ms. Taylor's POD methodology were utilized, the effective
continuous rating of FPP 3 would be 325.7 MW. rather than 334.5 MW. The
resulting cost per kW would be $1,306 per kW rather than $1,272 per kW. This
would change the hydro current costs to $37,229,000. The examiner believes
that this correction should be made to the methodology, as well as adding the
fuel cost savings as calculated by Mr. Goble, which equals $34,631,087, for a
total hydro current cost of $72,860,087. ' - :

As indicated above, Ms. Taylor applies her percentage of baseload
contribution to demand to her booked costs. The booked cost for hydro utilized
in her POD methodology of approximately $36.9 million differs from that found
in her cost of service study ($31,215,880) because the latter is the booked
cost of the hydro facilities less accounts functionalized to stored water. The
total hydro cost for the LCRA system is $66.5 million. Ms. Taylor’s suggestion
. on cross-examination that the total cost of these hydro facilities should be
functionalized to electric operations due to the revenue requirement
stipulation was not clearly explained. Ms. Taylor’s testimony on this subject
was also rather tentative. The examiner is therefore unpefsuaded that this
change should be made and finds that it is appropriate to utilize the booked
cost as shown on Attachment VI-A. '
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Another criticism of the cost utilized in the POD application was that the
current costs were calculated for different years. In particular, the FPP 3 and
hydro costs were stated in 1987 dollars whereas the remainder of the units were
trended to 1985 by Ms. Taylor. Mr. Goble caught this inconsistency and
corrected it in his POD methodology and the examiner concludes that his
resulting total costs figure, stated in the same year, is more reasonable and
should be adopted. '

13. Other Apparent Inconsistencies.

Several parties implied that the POD methodology assumed the availability of
coal-fired units 99% of the time and 100% availability of the hydro units. This
evidences a lack of understanding of the calculations in the POD methodology.
The 100% and 99% figures represent effective continuous ratings, which can also
be called derated capability, which is net of forced and scheduled outages. See
Attachment III. With respect to the hydro units the 100% availability means
that those units are used when water is available, to the extent it has
historically been available. The POD methodology derates these hydro units with
respect to their capabilities, as explained above.

Parties have also pointed to the scheduled outages projected by LCRA and
claim that these are inconsistent with the assumptions of the POD methodology.
See PEC Exhibit 3. However, the scheduled and forced outages assumed by the POD
methodology .do not attribute outages to the actual periods in which maintenance
occurs, because to do so would overstate the value of the capital costs during
off-peak periods. In other words, although the Fayette units are maintained
during off-peak periods, the need for maintemance is created by energy usage
throughout the year and therefore by derating the facilities, the POD
methodology assigns the effects of outages to all periods of the year. '

_Another criticism was that POD makes assumptions that differ from those
contained in the PROMOD model. PROMOD is a production costing model used to
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project the economic dispatch of generating units and is used primarily to
forecast the fixed fuel factor. It is not a cost allocation tool. Even with
the differences, GVEC witness Norwood conceded on cross-examination that
Mr. Goble’s POD methodology predicts a fuel cost 'within 3-4 percent of that
projected by the PROMOD model, which is within a reasonable range of error on an
annual basis. | V

- It was also apparent that much confusion was attributable to the different
terminologies and different usages of the data used in different models. For
instance, there was extensive discussion concerning the difference between
commitment orders and orders of dispatch. There was testimony making it clear
that high capac1ty factors are not the only consideration in commitment orders
and that parties attempting to draw such a conclusion were taking too simplistic
an approach. For example, it was shown that the availability of units, unit
efficiencies at various load levels, heat rates, incremental fuel costs; and
generating agreements with the City of Austin with respect to Fayette Power
Units 1 and 2, all affected the commitment orders. There is a danger in using
terms without defining exactly what each party means by them. With respect to
the term baseload, some parties criticized the POD methodology for
characterizing the hydro units as "baseload units", when they are actually used
as peaking units most of the time. In fact, the POD methodology assumes that
those are used whenever water is available. That means that 100% of the time
that they have historically been available on average they will be utiTized.

Finally there was an attempt to show that the EEI load data utilized in POD
was not net system generation or native load as the experts claimed. The
examiner found the testimony was inconclusive on this point. -It was shown that
LCRA witness Langston’s testimony contained load data which, compared to EEI
data, indicated the EEI data were not native load, but there was no linkage
between the data she had in her testimony and those which the experts utilized
in the POD calculations. Ms. Taylor and Messrs. Foreman and Goble all testified
that the load data utilized in the POD methodology were for net system
generation. Ms. Taylor testified that if the EEI load data she used did include
off-system sales, it would not make a significant enough difference to require
rerunning the POD. ‘
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14, Peaker Proxy/CAPSUB.

Several parties criticized the Peaker Proxy or CAPSUB modification to the
POD method proposed by LCRA and BEC. They claim that. this deviation has never
before been used and should not be accepted. Ms. Taylor testified that she
altered the POD methodology to address the criticisms of the method that she
considered to be well-founded. In particular, industrial, high load factor
customers have criticized the POD methodology which classifies entire units as
either baseload or peaking units, for assigning too much of the cost of baseload
units to high load factor customers. That criticism is that these units
contribute to reliability and energy concerns and therefore a portion of the
units should be classified as demand related. By assigning a portion of the
units classified as demand related the least cost option of meeting peak demand
(the gas turbine) the modification to the POD methodology in this case attempts
to address that criticism. It is important to point out that if this refinement
is rejected, the effect would be to classify a greater amount of production
plant as energy related. Much of the criticism rggarding this step in the POD
methodology proposed by BEC and LCRA was raised in the briefs of the parties and
will be discussed further in the next section dealing with prior Commission
actions concerning POD and CAPSUB. The examiner finds the modification
reasonable, and consistent with the underlying rationale for the method.

15. Energy Differentials.

Even though the POD methodology will differentiate the base energy charge
between peak and off-peak seasons, LCRA did not initially recommend that that
differentiation be carried through to the rates. Ms. Taylor testified that she
did not recommend a seasonal fuel factor differential because fuel
reconciliation is a complex enough process without requiring monthly
reconciliations. Ms. Taylor also testified that since LCRA was not proposing to
allocate to energy all the production revenue requirement that the POD
methodology indicates should be recovered in the energy charge, it did not feel
it was necessary to propose a differentiated energy charge. - However, upon
changing the production plant costs classified to energy to 18.5 percent,
Ms. Taylor testified that it would be reasonable to implement a seasonally

differentiated fuel charge. She testified that if LCRA is to institute a time
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differentiated energy charge, she would have to rethink, for consistency
purposes, the capacity charge as being the coincident use of a single hour
peak. Currently the only peak period defined in the rates is LCRA’s monthly
peak. She has not yet determined what hours would be included if LCRA were to
have a time differentiated energy charge.

Ms. Taylor testified that LCRA has the metering capabiiity to institute a
time differentiated energy charge but it currently does not have the billing
capability to utilize such a differential. She testified that LCRA would need
to develop a computer software program for such a differential and that that
would take two to six months. '

Mr. Goble, on behalf of PEC, did not propose any energy differentials
because he did not recommend a fuel factor. He testified that in a CP&L case
involving POD, the fuel costs were allocated similarly to baseload capacity. He
testified that the difference between that case and this one is that CP&L has
customer classes and had hourly load data available. Mr. Goble further
testified that it is difficult to allocate fuel and a differential between the
average fuel costs and the allocated fuel costs is embedded in the base rates of
the individual customer classes. He conceded that with respect to CP&L, the
differential was not merely seasonal but included a differential between high

“and low load factor customers. He was of the obinion that this could not be
done for LCRA because it did not have customer classes.

It appears to the examiner that a basic premise of the POD methodology is
that the investment in the high capital cost baseload units is balanced with the
Tower fuel costs needed to operate those baseload units. Consistency requires
that the full allocation of the higher capital costs be balanced with an
allocation of the lower fuel costs. As the examiner understands this problem,
it is in two parts. First is the issue of a seasonal energy charge; which has
been calculated by LCRA and is reflected under the column "LCRA Alternative" in
Attachment VII. The examiner believes that a second issue regarding a time
differential deals with on-peak and off-peak fuel costs. Based upon
Ms. Taylor’s testimony, the examiner finds that there is insufficient evidence
in this record to determine what, if any, hourly fuel differential should be
created. This is an issue that warrants further exploration, and in light of
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LCRA’s plan to file another rate case in March 1989, the examiner is
recommending that the final order in this case require LCRA to explore this
possibility and to include such a proposal in its next case, or to include
evidence explaining ‘why an hourly fuel differential is inappropriate' and its
impact upon the investment/fuel trade-off premise of the POD methodology. Since
the POD results are not being fully implemented in this case, and the energy
charge is not as high as it would otherwise be, the failure to fully implement
the lower fuel cost trade-off via a time differentiated fuel charge is not
unreasonable. |

D. POD _and CAPSUB in Prior Dockets

The parties' have briefed several prior Commission cases involving
probability of dispatch methodologies. After reviewing the dockets which
specifically deal with POD methods, the examiner finds that these cases contain
sometimes vague descriptions of the methodolgy at issue, or are grounded in the
particular factual situations presented in those dockets, and -should be given
little, if any, precedential value. See Docket No. 2840,'Agplication of Central
Power and Light Company for a Rate Increase (January 23, 1980); Docket No. 3716,
- Application of Southwestern Electric Power Company for a Rate Increase (June 18,

1981); and Docket No. 4400, Application of Central Power and Light Company for a
Systemwide Rate Increase (July 29, 1982). In reviewing these cases, as occurred

in reviewing the record in this docket, the examiner found that lack of
definition of terms and loose use of 1labels can cause great confusion and
"obfuscate the issues. Opponents of the POD methodology cited cases'dealing with
"energy-based allocation methodologies" rejected by the Commissibn. See Docket

No. 7510, Application of West Texas Utilities Company (November: 30, 1987);
Docket No. 5560, Gulf States u;i]ities Company (October 16, 1984); Docket No.

5640, Application of Texas Utilities Electric Company for a Rate Increase
(November 12, 1984); and Docket No. 5700, Application of E1 Paso Electric
Company (October 23, 1984). The examiner concludes from those cases that some
parties in other cases have been unable to persuade the Commission‘of‘a theory
with some similarities to the POD method proposed herein. It would be extreme
to suggest that Findings of Fact detailing rate désign methodologies in a
particular docket take on the import of a rule, which would be the effect if
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every pronouncement of geﬂera] principle concerning rate design were given
precedential value.

The POD methodology utilized in this case assigns costs, associated with the
minimum time the unit is likely to be dispatched throughout the year, to
energy. The Peaker Proxy/CAPSUB modification to the methodology is then
utilized to reclassify a portion of those energy costs back to demand. In the
other cases reviewed by the examiner involving CAPSUB, the costs above the
least-cost generating unit were assigned to energy. Once again, 1labeling
something as CAPSUB and attempting to apply findings from other dockets wherein
the same terminology was used does not further the analysis of evidence in this
case.

Finally, the examiner was surprised to see in the briefs of TIEC and GVEC an
argument that LCRA’s proposal in this case is a marginal,cost,approach. It is
true that Ms. Taylor’s testimony includes a comparison based on the NERA peaker
methodology which is a marginal cost methodology. However, as is clearly stated
in her testimony, that is provided for comparison purposes only. The examiner
was surprised to find the argument advanced that the POD methodology is a
marginal cost approach since there is absolutely no expert evidence of record to
support this claim. ~ The examiner is certain that if she were to attempt to
reach such a conclusion absent evidence of record to support it, most parties
would vehemently protest that she was imposing her own expertise that was
outside the record, in violation of APTRA. The final briefing after the close
of the record is hardly the occasion to advance a new theory of the case. The
examiner therefore concludes that there is no basis in this record to support a
conclusion that the cost a110cationvand rate design methodology proposed is a
marginal cost pricing mechanism. '

E. Di i nd_Summ f mmendation

GVEC’s main position was that LCRA’s rates should contain "no tilt", i.e.
that the energy charge should only recover variable costs. As indicated on
Attachment VII, this would move the percent of revenue requirement recovered in
the energy charge from its current 20 percent to 9.5 percent. GVEC recommended
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retention of the 75 percent ratchet as well as a three-month summer peak
period.

GVEC was particularly critical of the proposed methodology claiming it would
undermine conservation and load management programs, an area in which GVEC has
‘excelled. GVEC argued that the proposed methodology will penalize high load
factor ‘users causing. industry to .relocate or. self-generate. Not suprisingly,
under GVEC witness Danie]’s»proposéd methodology, the lowest percentage increase
would go to GVEC. As shown on GVEC Exhibit 23-E, Exhibit JWD-7, GVEC’s proposal
would result in its receiving the lowest relative return to the system average,
0.69 percent, representing a 6.43 percent increase. The next closest customer
would receive a 7.28 percent increase, representing 0.79 percent of the system
average. GVEC currently receives the lowest cost per kWh on the LCRA system at
-29.12 mills per kWh, compared to the system average of 33.38. Its proposal
would result in other customers of LCRA, whose revenues are currently above the
system average, experiencing increases greater than the system average. For
instance, the City of Georgetown currently pays 36.42 mils per kWh and would
receive a 1.17 times system average increase. GVEC’s proposal would exaggerate
- these inequities by increasing the rates more for customers who are currently
paying more.. It is important to remember in thlnk1ng about GVEC’s position that
its lafgest customer, SMI, aligned in these proceedings with TIEC, is able to
avoid capacity charges by avoiding LCRA’s system peak. This no doubt
contributes to GVEC’s ‘lower than aVerage rate for electricity. GVEC’s increase
~under LCRA’s proposal 9.0 percent, would still be below the system average of
9.3 percent.

TIEC’s position at the hearing was basically one of opposition to LCRA and
the others advocating the probability of dispatch. Their witness, Mr. Stanley,
advocated a movement towards no-tilt rates on a gradual basis; from the current
20 percent to 15 percent. In their closing brief however, they indicated that
they would not oppose GVEC’s proposal of "zero-tilt rates". TIEC was also
concerned with the retail rates and their relative ratés of return, which will
be discussed below in Section VIII.

As previously indicated, AWC’s position was that the current. rate design
should not be changed in any regard. In its reply brief, AWC indicates that it

is not in oppos1t1on to the probab111ty of dispatch methodology because its
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members had not been éb]e to reach any concensus concerning that methodology.
It notes that it is similarly opposed to the proposals advanced by GVEC and
SMI/TIEC because it opposes all changes

Three parties did not present any evidence on cost allocation or rate
design. The general counsel filed a statement of position in favor of LCRA’s
method and urging some changes to the interruptible rate. The OPC’s statement
of position generally supported the feasonab1eness of LCRA’s approach. The
Cities’ statement of position was noncommital, but their briefs address the
proposed change in the voltage differentials, which the Cities oppose.

The examiner believes this record will ovefwhe]mingly support a conclusion
that the probability of dispatch methodology is a complex medns of addressing
the elements of the allocation of costs. This was an extremely difficult
methodology to grapble with, and the examiner deliberated at great length, often
finding opposite views prevailing from one day to the next. The recommendation
contained herein to accept this methodology is based Upon an understanding that
the rates that result will not be extreme, that they can be tempered by accepted
notions of gradualism, and that they reflect the important energy considerations
that are part of the generation planning process. The examiner was convinced
that continuing to increase LCRA’s capacity charge with the attendant decrease
in the energy charge will send the wrong price signal to the consumers because
it will overstate the cost of capacity. It is unreasonable for LCRA to continue
allocating production costs entirely to capacity when its capacity charge has
increased by 227% and its energy charge has decreased by 12% during the same
time frame; there are excess reserves on the ERCOT system available to LCRA; its
avoided capacity cost is projected to be $0; it will not need additional
generation capacity for 8 to 12 years; and it has recently added a large base
load unit. The examiner also finds that the proposed seasonal differential in
the capacity charge, with the higher summer charge, appropriately reflects
LCRA’s process of planning replacement capacity for its summer peak alone and -
its ability to purchase capacity during the winter.

The examiner had requested that the parties address in their briefs prior
Commission actions dealing with the probability of dispatch methodology, and

read with interest the cases cited that dealt directly with that methodo]ogy and
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all the other final orders and examiners’ reports cited by the dpponents in
support of their various positions. As indicated above, those cases ultimately
offered little true guidance for resolution of the facts of this case. While
the POD methodology is not without its ‘f1aws, LCRA, BEC and PEC have
persuasively shown by record evidence that it will result in just and reasonable
rates, considering the fuel and running costs of the system, that it will
eliminate the possibi]ity of avoiding capacity charges by avoiding system peak,
and that it will send an appropriate price signal in light of LCRA’s existing
and projected generat1ng needs.

This proposal for decision recommends that the determination of current
costs be based upon Mr. Goble’s computations, including a fuel cost savings for
the hydro units and the trending of other costs to 1987 dollars; that the more
conservative annual minimum unitized probability recommended by Ms. Taylor be
utilized instead of Mr. Goble’s; and that the determination of the current costs
per kW of the coal plant utilize the derated FPP 3 costs rather_phan the sum
forecasted in LCRA’s research planning option paper. In accordance with
gradualism principles, the results of the method should be moderated so that no
more than 32% of production revenue requirement is allocated to the energy
charge.

With respect to fuel synchronization, the examiner agrees with TIEC that the
time of day differential should be further examined. The proposed order in this
case therefore includes a requirement that LCRA address that issue in its next
rate case. In the meantime, this record will support the institution of a
seasonal differential in the base energy charge and the examiner recommends that
it be adopted. Because the proposal does not incorporate the entire allocation
of costs to energy resu1t1ng from the POD method (38%), the failure to
incorporate the entire fuel trade off with'a time differentiated fuel charge
should not be prejudicial in this case.
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VII. Other Revenue Requirement Allocation Issues

A. Debt Service Coverage for Fuel Assets

Fuel assets includes the Powell Bend Mine, coal cars and related facilities,
energy management system and a natural gas pipeline. Under LCRA’s current
methodology, the debt service coverage on these assets is assigned entirely to
energy. GVEC recommended that these costs be treated consistently with other
investments made to obtain fuel savings under their methodology and be
classified as” demand related. The examiner finds that the uhderIying costs
relate either directly to the production of fuel, gég., the Powell Bend Mine, or
are désigned to reduce fuel costs. They are not related to peak capacity
requirements but to kWh requirements; and therefore should be classified as
energy reiated. .

B. Fuel Handling
Fuel handling costs include the cost of the Decker litigation, labor, and
railcar lease expenses. LCRA’s current rates are based on a methodology that
assigns these costs entirely to energy. GVEC argues that this expense should be
split 80 percént energy and 20 percent demand, allowing only material and other
expenses in the energy-related amount. See GVEC Exhibit 23-D, Exhibit JWD-1.
TIEC witness Stanley concurs in Mr. Daniel’s recommendation.

The examiner finds that Mr. Daniel is under the mistaken notion that these
expenses follow the peak demands rather than kWh sales. For instance, with
. respect to the Decker litigation costs, he is of the view that it should be
classified as demand related because it is fixed. This fails to account for the
fuel savings which resulted from the litigation, discussed above in Section
IV.C.5.a. The examiner therefore recommends that the fuel handling expense
remain in energy.

C. Fuel Inventory

Currently, working capital for fuel inventory is classified as energy. TIEC
witness Stanley recommends allocating P@%eercent of fuel inventory to demand and
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20 percent to energy. In accordance with the testimony of Mr. Lee on behalf of
LCRA, it is clear that neither the fuel nor the coal inventory is constant, and
that the amounts may vary based on, for instance, an opportunity to achieve
savings in the cost of fuel. The examiner therefore recommends that they
continue to be classified as energy.

D. Debt Service Coverage

In Docket No. 6027 LCRA was ordered to functionalize debt service
requirements associated with all outstanding long-term debt on a five-year
construction budget average and SMI/TIEC urges that that decision remain in
force. See TIEC Exhibit 15, p. 11 and 13. It is unclear from this record
exactly how this item was functionalized in Docket No. 7512. Ms. Taylor
testified that the debt service coverage represents dollars that may be used for
things other than what appears in the construction budget, e.g. to make up for a
shortfall in consumption, O&M expenses and offsetting borrowed funds used to
purchase assets. The coverage is driven by the amount of outstanding debt,
which was used to purchase the assets which constitute the rate base, and
therefore rate base is the proper allocator. The examiner is persuaded by
Ms. Tay]dr’s testimony that debt service coverage should be functionalized on
the basis of rate base. ‘

E. Off System Sales

As part of the revenue stipulation the parties agreed that $2 million should
be attributable to off-system sales. GVEC witness Daniel recommends these
revenues be classified almost entirely to demand ($1,850,000) based upon the
terms. and prices LCRA recently proposed in attempts to make off-system sales.
Ms. Taylor allocated these revenues the same as production plant, finding that
production plant is necessary to production of off-system sales. She
recommended rejection of Mr. Daniel’s analysis, because his marketing proposal
was an inappropriate allocator, not based on cost of service principles. The
examiner finds Ms. Taylor’s analysis persuasive and therefore recommends it be
accepted.
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VIII. RetailfRates‘

On a test-year, system-wide basis LCRA’s classes and numbers of retail
customers are as follows: Residential, 22; Small General Service, 31; Medium
~ General Service (MGS), 4; Large General Service (LGS), 16; and Area Lighting,
2. TIEC/SMI raised several issues concerning the LGS rates.

First, TIEC witness Stanley testified that there was an inconsistency in the
way LCRA treated the customer costs in determining class revenue requirements.
In the design of the Residential, Small General Service, and Lighting rates,
LCRA considered each class as a -single customer and multiplied the monthly
customer cost of $398 by twelve months times one customer to derive the annual
customer cost for each class. In the case of MGS and LGS classes, the year-end
number of customers was multiplied by twelve and then by the monthly customer
charge. In this way, Mr. Stanley testified that LCRA derived a customer cost of
$76,416 for the LGS class by multiplying 16 customers times twelve months times
$398. Although his testimony does not reflect the specifics of the calculation
on the MGS customers, he generally states that the calculation was made the same
way. The examiner will assume that the number of customers in the MGS class
~ (four) was multiplied by twelve and by $398 to arrive at a retail class customer
cost of $19,104. Mr. Stanley testified that if the LGS class was treated as one
wholesale customer, LCRA should have multiplied one customer times twelve months
times $398 to derive an annual customer cost of $4,776. This testimony was
unchallenged; the examiner finds it persuasive, and recommends the correction be
made to the MGS and LGS customer costs.

In addition, Mr. Stanley testified that a significant portion of the
customer component of the wholesale rate is associated with common meters. LCRA
witness Taylor agreed with Mr. Stanley that the metering costs contained'in_the
$398 charge were not incurred to provide service to the current retail customers
and therefore those costs should be removed from the customer charges. The
examiner agrees that this change should be made.

TIEC also offered evidence that LCRA developed its proposed tariff by
multiplying the existing components of the LGS base rate by a constant factor of

1.3075. It alleges that this fails to correct inequities that exist in the
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existing rate structure and that the cost components of the rate (demand, energy
and customer) should be guided by the pure unit costs of service. Based upon
LCRA’s cost of service study, Mr. Stanley testified that unit costs indicated a
demand charge at $6.92 per kW and a base energy charge of $0.006245/kuh. The
proposed demand charge of $6.92 is, in Mr. Stanley’s opinion, equal to the unit
cost but the proposed energy charge of $0.00754/kWh is 20 percent higher than
the cost of serivce. The energy charge for the LGS class was $0.00299 per kWh
during the test-year. The rates approved in Docket No. 7512 which became
effective October 22, 1987, increased that to $0.00583/kWh. Mr. Stanley argues
that the LGS rate should be designed to track costs more reasonably and that
multiplying by a fixed factor across the charges in the tariff has the effect of
exacerbating existing problems. He suggests that unit costs for providing
service should be determined utilizing a "proper"” cost classification in a cost
of service study and that the LGS base rates should be “designed to follow, as
nearly as practicable, those unit costs."” |

Although this testimony was unrefuted and there was no cross-examination
concerning it, the examiner finds that there is insufficient evidence concerning
the effect of the proposed changes on other retai] rate classes to recommend
acceptance of this proposal at this time. Mr. Stanley’s testimony is also too
general to yield a specific proposal concerning a rate design for the LGS
class. The examiner recommends that the final order in this case:require LCRA
. to present evidence concerning the costs associated with retail class rates in
its next rate filing. | |

Finally, TIEC/SMI requests that the LGS rate contain voltage differentials
in a manner consistent with the wholesale rate. Mr. Stanley’s rationale is that
there is no reason for a customer in the LGS class, who can take power at a
transmission voltage, not to benefit from the cost savings that are provided for
in the wholesale rate. He believes that it would be a simple procedure for the
cost of providing service by voltage category to be translated into the retail
tariffs and asks that LCRA be instructed to make that translation in this case.
This recommendation was not disputed by any party. The examiner does not
believe that this proposal would affect any of the other retail classes, and
therefore recommends its approval.
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IX. Experimental Rider for Interruptible Service

LCRA 1is proposing an experimental rider to its wholesale customers for
resale to the wholesale customer’s end-use customers for interruptible service.
The experimentaly rider provides that each end-use Vinterruptible customer’s
inierruptible amount must have a minimum load of 5§ MW and limits the
availability of the service to 5 percent of the'projected net system peak of
LCRA, or 100 MW, whichever is less. The rate for interruptible service is the
same as for wholesale, except the capacity charge contained in the rate is
waived. The term of the contract required under the rider is ten years. The
proposed tariff provision contains specific restrictions on when LCRA would be
allowed to interrupt a customer, e.g. it would not be allowed to interrupt for
reasons of fuel economics, and it would normally be required to give 120 minutes
oral notice, There are various other restrictions‘contained in the proposed

rider included in LCRA Exhibit 1-A at Tab 2. Thé‘rate also contains a penalty
clause that would allow LCRA to charge an interruptible customer two times the
capacity charge in the wholesale rate for twelve months if the end-use
interruptible customer refuses to interrupt upon reduest.

The parties were in general agreement in Support of the proposed
interruptible rider, but there were several criticisms of its terms. TIEC/SMI
argued that the ten-year term was too long, and since it was a new provision,
the term should be reduced to no longer than three years for the initial
contract, with a renewal term of five years. LCRA responds that the term is
tied to LCRA’s generation planning and that it must be of a‘sufficient length to
allow it to avoid planning generation, or the purpose of the provision is
defeated. LCRA will not need to interrupt any customers for several years. The
examiner concludes that the customers will receive the economic benefit of the
tariff for several years without the attendant burden of interruption. It also
seems reasonable to tie the term of an interruptible tariff into the planning
process. The examiner therefore recommends that the ten-year term be accepted.

TIEC/SMI also testified that the threshold of 5 MW is too limiting, and
would disqualify many industrial customers on the LCRA system. Mr. Stanley
recommends lowering it to 2 MW. LCRA’s response is that the limit is necessary

to minimize the impact on revenues. However, as indicéted by TIEC/SMI, the
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availability of the experimental interruptible service is limited to an amount
equal to 5 percent of the projected net system peak. Ms. Taylor testified that
the minimum is also tied to the practicalities of administration, including how

many phone calls it would be necessary to make in order to get a block of

interruption. Without specific data on how many customers would be precluded
from utilizing the tariff with the threshold set at 5 MW, it is difficult to
arrive at a threshold level that will make the proposed rider attractive to
end-use customers. Since SMI is known to be interested in this rider the
examiner is inclined to give somewhat greater weight to their recommendation,
and therefore recommends that the threshold be lowered to 2 M.

PEC witness Goble testified that the appropriate discounts for this service
should be LCRA’s avoided capacity costs. LCRA does not project the need for
additional capacity until 1993. The cost of that capacity, reduced to present
value, would result in a capac1ty charge of $1.81 per kW less than the firm
rate. The general counsel agreed with PEC’s recommendation. There was no
rebuttal testimony presented to PEC’s proposal. The examiner Ifinds PEC’s
position persuasive and recommends that the tariff be modified accordingly.

TIEC/SMI witness Stanley also argues that the penalty clause is too severe.
Mr. Stanley argues that since the rate is experlmental and it will require time
to work out the procedures that govern commun1cat1ons, record keeping and other
logistics, the penalty is inappropriate. He recommends that a two-tiered
penalty ciause be instituted, whereby the first time a customer refuses to
interrupt he is assessed a lesser penalty (such as two times the firm rate for
one month) and that the second time the penalty should be raised. Ms. Taylor
testified that the penalty clause was determined by a survey of several such

rates in Texas, and an intention that it act as a deterrent to non-compliance.

The examiner finds that the penalty must be severe enough to act as a deterrent
and that Mr. Stanley’s recommendation would not be sufficient to retard
non-compliance. The examiner, therefore, recommends acceptance of the penalty
clause as or1g1nally suggested by LCRA.

TIEC/SMI further argues that since LCRA will have the option to change the
rate or seek to have it deleted altogether, customers signing up should be

allowed}some flexibility with respect to discontinuing or seeking to change it
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if it does not work. TIEC/SMI suggests that the rates should provide an option
for customers to discontinue it if LCRA changes the rate. The examiner finds
this to be a reasonable provision, if the change that tr1ggers the customer s
right to discontinue is 1imited to an increase in the rate

With the modifications indicated above, the examiner recommends acceptance
of the proposed experimental interruptible rider to the wholesale tariff.

X. Transmission Voltage Levels

BEC has proposed that the transmission (l38kv) and subtransmission (69kv)
voltage levels be collapsed into a single transmission level for purposes of
rate design. The result of this change would be to increase the 138kv delivery
system charge and loss factors and to decrease the 69kv delivery system charge
and loss factors. BEC witness Foreman performed a megawatt mile computation in
order to analyze the use of LCRA’s transmission system. He found that internal
and external changes to LCRA’s system impacted the entire system regardless of
voltage level. He concluded from this that the 138kv and 69kv Systems are
functionally the same, inasmuch as both provide system bulk power capabilities
and wholesale power to the load attached to each system. He further found that
the 69kv system provides an emergency backup to portions of the 138kv system.
He concluded that there was no reason to separate the systems with a rate
differential.

Mr. Foreman also testified that some customers desire to have a 138kv
delivery point due to their internal system requirements, but cannot obtain a
138kv delivery point due to the geography. In other words, LCRA’s 69kv line may
be closer to the proposed de]iVery point. He believes that this results in
discrimination against customers by denying them the opportunity of obtaining
the lower 138kv rates. That problem would be eliminated if his recommendation
of combining the 69kv and 138kv rates into a single transmission delivery system
charge were adopted. His proposed charges are reflected in Attachment VII.

If his recommendation of consolidation of the two voltage levels into a
single transmission voltage level is accepted, it would require a recalculation

of the loss factors. By way of explanation of losses, he testified that wires
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carrying electrical current consume current by converting some of it into heat.
A fifteen percent loss can also be expressed as a loss factor (I -losses) of
.85. The electric utility must generate sufficient power to supply its
customers, including the losses. The utility can only charge the customer for
the power consumed however, and therefore rates are usually set which allow the
electric utility to allocate the costs of the losses to the consumer based upon
loss factors. Different voltage level rate classes do have different loss
factors, a fact which is also recognized in the rates. The losses for each
voltage level is determined by the class’s proximity to the source of power.
Mr. Foreman testified that transmission customers (138 and 69 kv) are metered on
the high voltage side of the power transformer whereas the distribution class is
metered on the low voltage side of the transformer. Thus the difference in
generation requirements to serve the transmission and distribution classes is
attributable in part to the losses which occur in the transformer. From the
distribution metering point, electric current flows through the wires of the
distribution system across another transformer and down a service wire before
reaching the customer’s meter. That customer’s metering point may be physically
distant from the source of power as well as electrically distant from the source
of power. The end-use consumer is served at .6kv which is 115 times lower than
69kv. Mr. Foreman testified that power consumption at lower voltage levels
causes much higher losses than transmission at higher voltages.

Mr. Foreman calculated the loss factors for each LCRA voltage level rate
class based upon the power requirements, sales at meters and the difference in
losses between voltage level rate classes. Mr. Foreman believes that LCRA’s
proposed loss factors inaccurately assume that the power received by the primary
rate class must flow sequentially through the entire 345kv, 138kv, and 69kv

transmission grid. Based upon his megawatt mile analysis he believes that the
'power in fact is comingled and does not flow sequentially from high voltage to
low voltage, His calculation of actual losses between his collapsed
transmission class and the primary class is only 0.61 percent, whereas LCRA has
a loss differential of 3.08 percent for energy and 3.4 percent for demand.

Mr. Foreman undertook an analysis to show that LCRA’s Tloss differentials

~result in inaccurate price signals. He compared a wholesale customer

constructing a substation and taking delivery at 69kv or 138kv, versus letting
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LCRA build the substation and taking delivery at 12.5kv. The results show that
a complete substation could be péid for in 4.5 yéars at 138kv but would require
17.9 years at 69kv due to the rate savings caused by the inaccurate loss
differentials. He further found that the increased costs of building a 138kv
substation versus a 69kv sub_station can be recovered in only 1.3 years. He
concluded that a 4.5 year payback on equipment'with a 30 to 35-year life is
indicative of non-cost based rates.

Two different rate impacts are associated with a customer’s voltage level,
including the delivery system charge and the voltage level loss factors used to
adjust all other charges (capacity, fuel and energy). The delivery system
charge is designed to recognize the difference in capital requirements for LCRA
to build a transmission delivery point, with the customer owning the substation,
versus a brimary delivery point, where LCRA owns the substation. This charge is
lower for transmission level customers than for primary customérs, in order to
reflect the cost savings to LCRA and the cost of ownership incurred by the
consumer. Mr. Foreman was not proposing a changé to the structure of that
component for voltage level rates other than to combine the 138kv and 69%v
chargés. With respect to the capacity, base energy, and fuel charges, which are
designed to recognize the difference in losses required to serve each voltage
level rate class he concluded that the primary class should be charged an amount
equal to 0.61 percent more than the transmission rate. Mr. Foreman’s
recommendation is that the delivery system charges for LCRA should be $0.872/kw
for the consolidated transmission class and $1.189/kw for the primary class. He

also proposes that loss factors applicable to the other charges should be
instituted as follows:

Rate Class Demand Energy
Transmission 0.95397 : - 0.95944
Primary 0.94787 0.95334
Secondary 0.87367 0.87734
Average 0.94982 . 0.95580

Most of the intervenors oppose BEC’s proposal to collapse the transmissien
classes into a single transmission group. LCRA did not present any rebuttal on
this issue and does not address ‘it in its briefs. LCRA has created a
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~ Transmission Task Force (TTF) which is looking into several issues relating to
the voltage differential. One of the subcommittees of that task force, the
losses transmission subcommittee, is chaired by David Peterson, who is BEC’s
engineer. That subcommittee submitted a position statement to the TTF in
May 1988, which Mr. Foreman relied on. The recommendation of the Tlosses
subcommittee of the transmission task force is that losses should be categorized
in two voltage levels, including distribution of 60kv and below, and
transmission of above 60 kv. LCRA witness Lee, who is LCRA’s representative on
the subcommittee, testified that the purpose of the subcommittee was to study
the engineering aspects of losses and not the issues relating to the collapse of
the voitage differentials. | o |

LCRA witness Taylor presented prefiled testimony in which she indicated that
the RDTF determined that the current voltage differentials would be maintained
pending a recommendation from the entire TTF. Ms. Taylor identified the issues
to be addressed in this area as the inaccessibility of some customers to 138kv
service and the savings to be derived by customers who are able to purchase
138kv transformation facilities. Her testimony reflects that the 138kv delivery
system charge does not include any of the costs of the 69kv system under the
existing differential system. She concedes that thé 69kv transmission system is
'be]ieved to benefit all LCRA customers because’ the 69kv system connects the
hydro facilities to the transmission network and the 69kv‘system provides backup
reliability to the 138kv system. She further concedes that the current loss
percentages between the 138kv and distribution rates are approximately 3.25
percent, whereas current estimates of losses over the transformation facilities
show them to be only 0.5 - 1 percent. On the other hand, Ms. Taylor points out
that customers who own transmission lines contend that the benefit which they
provide to the system has not been recognized and in fact the 138kv and 12.5kv
differential should be larger to recognize the benefits these customers claim
their transmission systems provide. She notes that LCRA and its customers are
also considering the possibility of purchasing wholesale customer transmission
facilities integral to the LCRA systemkif the purchase is determined to be in
the best long-term interest of the ultimate consumérs. The customers estimated
the value of their own systems as $43.5 million. BEC Exhibit 5. The largest
system is PEC’s, valued at $18 million, followed by GVEC and PEC with systems

valued at $6.6 million each. Included in the estimate are systems owned by New
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Braunfels, San Bernard Electric Coop, Bahdera Electric Cooperative, McCullough
County Electric Cooperative, Central Texas Electric Cooperative, Dewitt County
Electric Cooperative and the City of Seguin. '

Originally, all of LCRA’s customers had radial transmission systems, but as
'their loads grew their systems began to connect with LCRA at more than one
location. The customers therefore received the benefit of looped service and
LCRA does not charge them for multiple points of delivery. In exchange, LCRA
does not pay wheeling charges to their customers for use of their transmission
systems. Mr. Foreman,agreed-that if his proposal is'accepted; another means of
compensating customers whose transmission facilities are used by LCRA must be
found. He contends that compensation should not be related to the voltage
collapse issue. It is obvious however that the two issues are tied together at
this time and the examiner finds that he has failed to explain persuasively how
they can be separated and only one of them dealt with at this time, as he
suggests.

Mr. Stanley, who is an engineer, worked on a consulting basis with LCRA
beginning in 1976 and participated in several rate cases. He testified that
LCRA’s system is gggigggg'to flow poWer from higher to lower voltage, although
it can flow the other way. He ‘does not believe the voltage systems should be
collapsed, because the existing differential COmpensates those customers who
have invested in 138kv transmission systems for LCRA’s occasional use of the
systems for transfer. '

Based upon the credible testimony of Mr. Foreman and several of LCRA’s
witnesses who are engineers, the examiner is persuaded that the distinction in
the rates between the 138kv and 69kv systems is not technically supportable.
The engineers agreed that'electricity flows from the greatest strength to the
greatest demand, in other words along the path of least resistance, and that
loads change constantly as the loads shift. What is not clear to the examiner
is how the engineering realities should be addressed in the rates. Some parties
argued that the issue is not whether the 138kv and 69kv systems impact each
other but which supports which. PEC witness Goble, who is not an engineer,
~ contends that the 138kv.sys;em:§upports}the 69kv system and not.vice‘versa. It

also appears that on avgrage.]qsses on 138kv systems are lower than on 69kv
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. system and the per kW cost of construction is less for 138kv lines than for 69kv
lines. Although the examiner is not persuaded by arguments advanced by parties
that this issue should be delayed because it is being studied by the TTF, the
examiner is persuaded that there are related issues that directly impact the
rate design with respect to voltage levels which were not fully developed in
this record. The examiner therefore recommends that LCRA be ordered to present
in its next rate case an analysis of all issues related to the voltage
differentials. The examiner is also uncertain what impact Mr. Foreman’s
proposed change in loss factors would have on the stipulated fixed fuel factor
since the fuel revenues were also stipulated. In other words, it seems to the
examiner that there would be a difficulty with maintaining that portion of the
stipulation and changing the loss factors. The examiner trusts that BEC will
brief this point in its exceptions.

XI. Summary of Recommendation
Although the revenue requirement portion of this application was resolved

through stipulation of all parties, the cost allocation and rate design issues
were fully litigated during ten full days of hearing . The prQbabi]ity of

dispatch methodology advanced by LCRA, and supported in alternate proposals by

PEC and BEC, is a complex means of addressing a complex issue. ' The method
allows the energy considerations, which are part of the generating b]anning and
operating process, to be incorporated in the rate design process. The examiner
has recommended adoption of the POD method, limiting its impact on production
revenue requirement to 32%, as proposed by LCRA. The recommendation also
inc]udes acceptance of seasonal capaéity and energy charges. The examiner
concluded that creation of a time differentiated energy charge is not warranted
at this time, but LCRA should address this issue in its next rate case.
Similarly, concerns about the voltage differential in the rate structure and the
‘retail rate structure need to be addressed in LCRA’s next application for a rate
increase.

XII. Findings of Fact and Conclusions of Law

The examiner recommends that the Commission adopt the following Findings of

Fact and Conclusions of Law.
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A. Eindings of Fact

1. On March 14, 1988,‘ the Lower Colorado River Authority (LCRA) filed an
application to increase its retail and wholesale rates in the unincorporated
areas in which it serves. |

2. LCRA’s application was based on a test year ending September 30, 1987.

3. On March 17, 1988, the implementation of the propbsed rates was suspended
for 150 days beyond their otherwise effective date of April 18, 1988, until
September 15, 1988. On June 24, 1988, LCRA agreed to extend its effective date
to April 25, 1988. The hearing was held over 16 days, and therefore, the
150-day suspensi-on‘ period was extended two additional days. The suspension
period extends until September 24, 1988, or until superseding order of the
Commission. |

4. LCRA published notice of this application once a.week for four consecutive
weeks, in newspapers of general circulation in the counties affected by the
proposed change, prior to the original effective date of April 18, 1988. Copies
of the application, consisting of the statement of intent and rate filing
package, were delivered to all of LCRA’s wholesale customers, and individual
notice of the application was mailed to all of LCRA’s customers and to the
County Commissioner’s Court of each county which will be affected by the
proposed rate change.

5. The hearing on the merits was convened as séheduled on June 20, 1988, and
was adjourned on July 19, 1988.

6. LCRA is an agencj of the State of Texas which generates and sells
electricity to 31 municipally owned electric utilities, 11 rural electric-

cooperatives, and 75 retail customers.

7. The net dependab1e generating capacity of LCRA’s plants in service at the
end of the test year totalled 1,836 megawatts (MW).
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8. LCRA’s third coal fired plant, Fayette Power Plant Unit 3, achieved
commercial operation on April 29, 1988.

9. The parties stipulated to the revenue requirement portion of the
application, as discussed in Section IV.A. of this Examiner’s Report.

10. An overall annual revenue requirement of $284,631,546, the components of

which are shown below, and a base rate revenue requirement of $146,480,737, will
‘permit LCRA to recover its reasonable and necessary operating expenses, as
discussed in Section IV of this Examiner’s Report: oo

Fuel $108,506,160

Operations & Maintenance 58,808,630
Depreciation ‘ - 17,068,426
Return 48,330
Revenue Requirement $284,631,546
Other revenues ' $ 29,644,649
Fuel revenues ' 108,506,160
Base Rate Revenues 5146,480,737
Overall Percent Increase - 9.21%

11. LCRA’s ‘known or reasonably predictable reconcilable fuel expense is
$108,506,160. '

12. LCRA’s total adjusted kwh sales are 6,934,125,097 kWh.

13. LCRA’s system fixed fuel factor should be set at $0.01584/kWh, as discussed
in Section IV-B.2 of this Examiner’s Report.

14. LCRA’s over/underrecovery of fuel costs has been finally reconciled for the
period from July 1987 through March 1988, as discussed in Section IV-B.1 of this
Examiner’s Report. ' o

15. An overall operations and maintenance (0&M) expense of $58,808,630, based on
the adjustments to test year O&M reflected below, are reasonable for the reasons

discussed in Section IV-C of this Examiner’s Report:
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Test Year O&M : — , “ $60,382,921
Increases:
Coal Handling $6,915,711
FPP 3 Railcar Lease 890,000*
Lake Make Up 15,718*
CP&L Power Bill : 237,776
Incentive Retirement ~ :
Program : v 922,072
FPP 3 Payroll ) - _1,495,300* '
TOTAL INCREASES ‘ $16,476,577
Decreases: ‘
Water and Environmental $8,061,293
Allocated Water &
Environmental 1,988,591
Cooling Efficiency 1,583,638
~ Franchise Requirements . 258,839
Retail O&M 3,225,617
Purchased Power : 2,932.890
TOTAL DECREASES ($18,050,868)
PRO FORMA O&M ' ‘ $58,808,630

* Reduced pursuant to Stipu]ation.‘

16. LCRA has a reasonable and neéessary annual' depreciation expense of
$17,068,426, as discussed in Section IV-D of this Examiner’s Report. |

17. Staff witness Keith Rogas’ recommendations that LCRA be required to update
its production plant depreciation rates and expenses, and perform a depreciation
study for its transmission, distribution and general plant, discussed in Section
IV-D of this Examiner’s Report, are reasonable and should be adopted.

18. LCRA’s total invested capital is 5527,183,457, the components of which are
as follows: '

Plant in Service  $641,374,643

.Accumulated Depreciation (178,789,659)
Net Plant in Service , 462,584,984
. CWIP ‘ ‘ y - 0
Working Capital ‘ 48,039,787
Capitalized Conservation Programs 534,955
Contributed Capital . (2,564,323)
-Deferred Charges ' 18,588,054
TOTAL INVESTED CAPITAL $527,183,457
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19. The inclusion of CWIP is not necessary to the financial integrity of LCRA,
as discussed in Section IV-E of this Examiner’s Report. -

20. A return of $100,248,330 will permit LCRA a reasonable return. on its
invested capital used and useful in rendering service to the public, as
discussed in Section IV-E of the Examiner’s Report.

21. LCRA’s base rate revenues are offset by other revenues totalling
$29,644,649, as discussed in Section IV-F of this Examiner’s Report.

22, LCRA’s quality of service, quality of management, and energy efficiency
efforts are adequate and no adjustment to its rate of return based upon these
considerations should be made, as discussed in Section V of this Examiner’s
Report. - '

23. LCRA’s current cost allocation and rate design methodology fails to
recognize that specific generation investments result in pért from the price,
availability and diversity of fuels on the system.

24. LCRA’s current raté design allows some customers to avoid the system peak,
thereby avoiding LCRA’s coincident peak (CP) charges, and thus avoid
contributing to the capital costs of generating units and p]aéihg those costs on
other customers. o

25. LCRA’s current summer and winter demand ratchet sends an incorrect price
signal.

26. It is unreasonable for LCRA to continue allocating production costs entirely

to capacity when its capacity chargé has increased by 227% and its energy charge

has decreased by 12% during the same time frame; there are excess reserves on
the ERCOT system‘avai1ab1e to LCRA; its avoided capacity cost is projected to be
$0; it will not need additional generation capacity for 8 to 12 years; and it
has recently added a large base load unit.
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27. LCRA has almost equal summer and winter peak loads during years of cold
weather. '

28. LCRA builds new capacity to lower its fuel costs, as well as to meet its
capacity needs. ‘

29. LCRA’s customers have varying load shapes, as discussed in Sect1on VI-A.4 of
this Examiner s Report. :

39. The ability of LCRA to generate electricity with its hydre units depends on
the availability of water, which is dependent on weather . and downstream demands.

31. LCRA plans additional capacity based on its summer peak loads.

32. LCRA does not plan a&ditional capacity on its winter_peak because of the
availability of excess capacity in the ERCOT system at a price substantially
below LCRA’s cost of capacity.

33. The probability of dispatch (POD) methodology of allocating production
capacity costs assigns costs to the hours in which generating units are
dispatched, and has the flexibility to recognize operational characteristics
that deviate from strict economic dispatch. '

34. LCRA’s interpretation ofkthe POD results in the classification of produét1on
capital costs between demand and energy and the allocation of production capital
and fuel costs to seasons of the year.

35. LCRA’s peaker proxy modification to the ﬁOD method reassigns a portion of
the energy-related costs to demand in recognition of those units’ contributions
to reliability and energy concerns.

36. The POD method properly allocates a larger percéntage of capacity charges to -
the four summer months, June through September, the period which determines
LCRA’s capacity requirements.
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37. The POD method properly balances the allocation of high capital costs with
Tower fuel costs, resulting in a seasonal energy charge.

38. LCRA’s existing allocation methodology classifies no production plant
investment to energy and results in 20% of production revenue requirement in the
energy charge.

39. The POD methodologies presented in this case result in the percentage of
productibn plant classified as energy-related ranging from 27% to 43%, and the
percentage of production revenue requirement in the energy charge ranging from
36% to 47%. ‘

40. Based on principles of gradualism, it is reasonable to moderate the results
of the classification and allocation so that no more than 32% of production
revenue requirement is recovered in the energy charge. LCRA should design its
rates based on this allocation.

4]1. Under an allocation of 32% production revenue in energy, LCRA’s customers
will experience increases relative to the system average ranging from 1.23x to
0.87x. |

42. LCRA’s capacity and base energy charges should contain a summer
(June-September), winter (December-February) and off-peak (March-May and
October-November) differential, as discussed in Section VI-B.4 of this
Examiner’s Report. -

43. The POD method advocated by LCRA results in cost-based rates yhat accurately
reflect the trade-off between high capital cost baseload units and Tower fuel
costs utilized by those units.

44. The POD methodology advocated by LCRA results in a price signal that more

accurately reflects LCRA’s cost of peaking units thereby allowing customers to
‘make informed decisions concerning conservation and load management.

1656




DOCKET NO. 8032
EXAMINER’S REPORT
REVISED PAGE NO. 88

45. GVEC’s proposed cost allocation would exaggerate existing inequities in
costs assigned to customers by increasing the rates more for customers who are
currently paying more and is therefore unreasonable.

46. LCRA’s fuel assets are energy related, and the debt service coverage
associated with .them is properly classified as energy related, as discussed in
Section VII-A of this Examiner’s Report.

47. LCRA’s fuel handling costs are properly assigﬁed to energy, as discussed in
Section VII-B of this Examiner’s Report.

48. LCRA’s fuel  inventory should continue to be classified as energy, as
discussed in Section VII-C of this Examiner’s Report.

49. LCRA’s debt service coverage is used to purchase assets, which constitute
the rate_base, and . is therefore properly functionalized on the same basis as
rate base, as discussed ‘in Section VII-D of this Examiner’s Report.

50. Revenues attributable to off-system sales should be classified the same as
production plant, as discussed in Section VII-E of this Examiner’s Report.

51. The Medium General Service and Large General Service customer costs should
be calculated by assuming each class is one wholesale customer as recommended by
Mr. Stanley and as discussed in Section VIII of the Examiner’s Report.

52. The cost of common meters should be removed from the retail customer charge,
as discussed in Section VIII of the Examiner’s Report.

53. LCRA should address the issues raised by Mr. Stanley concerning retail rate

design, and propose retail rates based on a cost of service study, in its next
rate case. ‘ ' S

54. LCRA should utilize the same voltage categories for its LGS retail class as
it does for its wholesale class.

1657



DOCKET NO. 8032
EXAMINER’S REPORT
PAGE NO. 89

55. LCRA’s proposed'experimentdl rider for interruptible service, as modified by
the examiner in Section IX of the Examiner’s Report, should be accepted.

56. LCRA’s current voltage differential between 138kv and 69kv systems is
technically not supportable, but the voltage systems could not be collapsed for
rate purposes without addressing other issues, including compensation of owners
of 138kv systems for use of their systems, and the cost differentials attendant
to construction of the systems. There is no evidence in this case showing how
these other issues, which are addressed in the existing voltage differential,
could be properly resolved if the voltage differential on LCRA’s rates were
éliminated. “ | |

B. Conclusions of Law

1. LCRA 1is a public utility as defined in Section 3(c) of the Public Utility
Regulatory Act (PURA), Tex. Rev. Civ. Stat. Ann. art. 1446c (Vernon Supp. 1987).

2. The Commission has jurisdiction over this application pursuant to Sections
16(a), 17(e), 37 and 43(a) of PURA. ‘

3. On March 14, 1988, LCRA filed its statement of intent to change rates in
accordance with Section 43(a) of PURA.

4. LCRA has published and mailed notice of its application as required by
Section 43(a) of PURA and P.U.C. PROC. R. 21.22(b).

5. Pursuant to Section 43(d) of PURA implementation of LCRA’s prbposed rates
"has been suspended through September 24, 1988.

6. LCRA has the burden of establishing a revenue deficiency under present
rates, and the need for additional annual revenues to be collected under the
~ proposed changes, pursuant to Section 40 of PURA.

7. The annual revenue, base rate revenue and return reflected in the
stipulation of the parties will permit LCRA a reasonable opportunity to earn a
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reasonable return on its invested cap1tal used and useful in rendering service
to the public, over and above its reasonable and necessary operating expenses,
in accordance with Sections 39 and 40 of PURA.

8. The return reflected in Findings of Fact Nos. 10 and 20 is reasonably
sufficient to assure"confidence‘ in the ‘financial soundness of LCRA, and is
adequate, under efficient and economical management, to maintain and support its
credit and enable it to raise money necessary for the proper discharge of its
public duties, within the meaning‘of P.U.C. SUBST. R. 23.21(c)(1)(A).

9. LCRA’s fuel over/underrecovery was finally reconciled for the period
July 1987 through March 1988 in accordance with P. u.c. SUBST R. 23. 23(b)(2)(H)

10. The rates which result from LCRA’s POD"methOd; aS"moderated, are Just'and
reasonable; are not unreasonably preferential, preJud1cia1, or discriminatory;
and are sufficient, equitable, and consistent in app11cat1on to each class of
consumers. PURA Section 38.

11. The rates which result from LCRA’s POD method wil] permit LCRA a reasonable
opportunity to earn a reasonable return on its invested capital used and useful
in rendering service to the public over and above its reasonable and necessary
operating expenses, in accordance with Section 39 of PURA.

12. Pursuant to PURA Sections 37, 38, 39, and 43, the Comm1ss1on should

authorize LCRA to increase its rates consistent with the recommendat1on of the
examiner,
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13. Acceptance of the parties’ stipulation concerning revenue requikement is in
the public interest. PURA Section 16(a) and Tex. Rev. Civ. Stat. Ann. art.
6252-13a, Section 13(c).

Respectfully submitted,

/
4' P YAY FROSTLE
y HEARINGS EXAMINER

. ;Zz)” .
APPROVED on this the day of September 1988.

PHILLIP A HOLDER _
DIRECTOR OF HEARINGS

jb
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- Lower Colorado River Authority
' Post Office Box 220 Austin, Texas 78767 o (512):473-3200.. , .4

- ew | VAR |

-

June 28, 1988

HAND-DELIVERED

-Ms. Hilda Rodriguez .

Chief Filing Clerk
Public Utility Commission
7800 Shoal Creek Boulevard
Suite 400N

Austin, Texas 78757

Re: Docket 8032; Aapplication of Llower Colorado River
Authority for Authority to Change Rates

Dear Ms. Rodriguez:

Enclosed please find the original and “ifteen copies of the
Stipulation entered into by the partias in the revenue
requirements portion of the above referenced docket. In
addition, two extra copies have been provided which are stamped

"File Copy". Please datestamp these copies and return to our
office via our courier. .

By copy of this correspondence and a¢compahying instrument
all parties of record are being advised of this filing. Should

- you have any questions, please do not hesitate to contact me at

512/473-4099.

sincérely yours,

ed X

Martha V. Terry
Assistant Gene Counsel

1 FILECOPY|
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' PUBLIC UTILITY COMMISSION

STRUCTURAL METALS, INC.
TEXAS INDUSTRIAL ENERGY
CONSUMERS

GUADALUPE VALLEY ELECTRIC COOP

CITY OF SAN MARCOS
CITY OF KERRVILLE

ASSOCIATION OF WHOLESALE
CUSTOMERS

BLUEBONNET ELECTRIC COOP
BANDERA ELECTRIC COOP
CENTRAL TEXAS ELECTRIC COOP
KIMBLE ELECTRIC COOP
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J. Kay Trostle,

Hearings Examiner

Public Utility Commission
7800 Shoal Creek Boulevard
Suite 400N

Austin, Texas 78757

Alfred R. Herrera,
Assistant General Counsel
Jess Totten,

Assistant General COunsel
Public Utility Commission
7800 Shoal Creek Boulevard
Suite 400N

Austin, Texas 78757

Rex. D. VanMiddlesworth
Mayor, Day & Caldwell
2900 Republicbhbank Center
Houston, Texas 77002

Richard ¢. Balough

Winstead, McGuire, Sechrest &
Minick

800 Capitol Center

919 Congress Avenue

Austin, Texas 78701

Bob Kahn
Sawtelle,

Troilo
114 W. 7th Street, Suite 800
Austin, Texas 78701

Goode, Davidson &

James W. Checkley, Jr.

J. Alan Holman

James W. Checkley, Jr.

Sandra Neisser Boone

Brown Maroney Rose Barber &
Dye

1300 One Republic Plaza

333 Guadalupe

Austin, Texas 78701

Earnest Casstevens

McGinnis, Lochridge & Kllgore
1300 Capitol Center

919 Congress Avenue

Austin, Texas 78701
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(CERTIFICATE OF SERVICE LIST - DOCKET NO. 8032)

PEDERNALES ELECTRIC COOP

OFFICE OF PUBLIC UTILITY
COUNSEL

8032:CERT.SVC

. 1663

Casey Wren

Clark, Thomas, Winters
Newton ' ‘ :

P. O. Box 1148

Austin, Texas 78701

C. Kingsberry Ottmers,
Public Counsel

Presley R. Reed, Jr.,
Assistant Public Counsel

Office of Public Utility
Counsel .

8140 Mopac

Westpark III, Suite 120

Austin, Texas 78759 .
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APfLICAEION OF LOWER COLORADO § PUBLIC UTILITY COMMISSION

RIVER AUTHORITY FOR-AUTHORITY |
TO CHANGE RATES $ OF TEXAS

STIPULATION
TO THE HONORABLE PUBLIC UTILITY COMMISSION:

LOWER COLORADO RIVER AUTHORITY (LCRA), ASSOCIATION OF
WHOLESALE CUSTOMERS, CITY OF SAN MARCOS AND ITS AGENT, ELECTRIC
UTILITY BOARD, CITY OF KERRVILLE AND ITS AGENT, KERRVILLE PUBLIC
UTILITY BOARD, GUADALUPE VALLEY ELECTRIC COOPERATIVE, INC.,
BLUEBONNET ELECTRIC COOPERATIVE, INC., BANDERA ELECTRIC

COOPERATIVE, INC., CENTRAL TEXAS ELECTRIC COOPERATIVE, INC.,

KIMBLE ELECTRIC COOPERATIVE, INC., PEQERNALES ELECTRIC
COOPERATIVE, INC., STRUCTURAL METALS, INC., TEXAS INDUSTRIAL
ENERGY CONSUMERS, OFFICE OF PUBLIC UTILITY COUNSEL and the PUBLiC
UTILITY COMMISSION GENERAL COUNSEL (Staff) file their agreement
to settle the revenue requirement portion of ICRA's’Appliéation
for Authority to Change Rates and request the Commission's

approval thereof. The Parties would show:

1. The Parties have entered into this stipulation in order

to amicably settle the issue of the appropriate level ‘o“f.: ICRA's
revenue requirements in this dockef. and to avoid the substantial
time, effort and expense that would be required if these matters
were resolved by a hearing on the merits. The Parties agree that

the entry of an order based on this Stipulation would be

reasonable and in the public interest. This sStipulation is

agreed to solely for the purpose of facilitating the er‘xtry' of a
Final Order of the Commission in this docket and is m_:t to be
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regarded as a determination of the appropriate gs-og-correctness
of any assumptions or iegal principles that may be employed in
calculating 'tte revenue requiremente,/agreed to in this
Stipulation. In oarticular, the Parties reserve the right to
contest the Findings *of Fact and Conclusions of Law adopted
oursuant to this stipulation in any other proceeding before the
Commission or any other government agency or court, except that
the Parties are bound by this Stipulation in an action for
judiciai review of any decision of the éommission in this docket
that is based on this Stipulation. The Parties further agree
that this Stipulation shall not be offered into evidence in any
such other proceeding except in an action-tor judicial review of
any decision of the Commission in this Docket.

2. The Parties agree that the prefiled revenue requirement
direct testimony and the pretileo rebuttal testimony of the
following LCRA witnesses} together 'with those‘ echedules from .
LCRA's rate filing package which those witnesses are sponsoring:
William P. Freeman, Walter Reid, Stephen Bartley, Milton Lee, H.
Dale Tucker, James Hamann,vVicky Langston, and Robert Hutchins,
together’with the prefiled revenue requirement direct‘testimony
of all Intervenors and the Staff of the ?ublic Utility Commission
of Texas shall be offered into evidence without objeotion for the
purpose of supporting this Stipulation of the revenue
requirements portion of this Docket. LCRA agrees and stipulates
to make available for cross-examination its revenue requirement

witnesses in the cost allocation and rate design phase of this
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proceeding. .

3. The Parties agree and stipulate, subject to Paragraph
7 herein, thatlﬁhe Commission should, in its Final Order, set the
revenue requirements dt LCRA by adopting this stipulation,
including Exhibit A attached hereto and incorporated herein for
"all intents and purposes, togetherl with Findings of Fact and
Conclusions of Law contained in Exhibit B which’ is attached
hereto and incorporated herein for all intents and purposes. The
aéraed Findihgs of Fact and Conclusions of law address the
‘revenue requirements portion of this proceeding and reflect the
adjustments and revisions contained in Exhibit A. The agreed
Findings of Fact and Conclusions of lLaw are not intended to
settle, dispose of or otherwise_address the approptidtenesé or
inappropriateness of any issue regarding cost allocation and rate
design‘including the ratemaking principles-ot cost allocation and
rate design except as pro#ided in Paragraph 6 herein. |

4. The’Parties agree that fhe proposed chahges may become
effective for electric service furnished by LCRA on and after the
date of the enﬁry of the Final Order in this Docket.

S. The Parties agree and stipulate that LCRA shall
continue to capitalize the costs of its Conservation and Load
Management programs as provided in Finding of Fact Number 8 in
vExhibit B. This language shall not be cohstrued as an agreement
that the level of costs so capitalized by LCRA is reasonable or
necessary‘, nor as an agreement that the level capitalized by LCRA

will be collected from ratepayers in the future.
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. . 6. The Darties further agree and stipulate that the
delivery poiht. kilowatt demands -(both coincident and non-
coincident) uééd to calculate the billing determinants under the
final raté design méthpdolquiadopted by the Commission in its
Final Order in this proceeding should be the billing determinants

‘ used in the preparation of the rates proposed by LCRA in Docket £€
Number 8032 agd describéd in the prefiled Diégeﬁt Te&%gny ot HVF
Angela J. Taylor in Docket Number 8032. The ’Qciloyatt-hours ‘v @ﬂ/
deltivery—poimt used to calculate the billing determinants under:7

the final rate design methodology adopted by the Commission in

<y

its Final Order in this proceeding should be those provided in

Y

LCRA'S Supplemental Response to Structural Metals, Inc.'s Fifth
Réquest f.dr Information, Number 98, _whiqh is attached hereto and
. incorporated herein as Exhibit C.

7. The Parties agree thét each of them reserves the right
to withdraw and demand a full public hearing at any time prior to
the expi.ration_. of the period for filing motions for rehearing, in
the event the Commission enters a Final Order that deviates from
their Stipulation. The Parties further agree that each of them
reserves the right to appeﬁl in the event the Commission enters a
Final Order that deviates from this Stipulation. |

WHEREFORE, the Parties request the Commission to enter a
Final Order that disposes of the revenue requirements portion of

LCRA's Application by adopting their Stipulation.
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.artha V. Terry { D
ssistant General Cou
WER COLORADO RIVER AUTHORITY

NTFphn

Howard Fisher, Attorney for
ASSOCIATION OF WHOLESALE CUSTOMERS

BAkL

Bo& Knhw + Attorney for
CITY OF SAN MARCOS AND ITS AGENT,
ELECTRIC UTILITY BOARD

éa":'} KAann/ . Attorney for
CITY OF KERRVILLE AND ITS AGENT,

KERRVILLE PUBLIC UTILITY BOARD

Attorney for

3 ,
GUADALUPE VALLEY CT. COOP., INC.

Earnest Casstevens, Attorney for
BLUEBONNET ELECTRIC COOP., INC.
BANDERA ELECTRIC COOP., INC.
CENTRAL TEXAS ELECTRIC COOP., INC.
KIMBLE ELECTRIC COOP., INC.

e

CasSey/Wren, Attorney for
PEDERNALES ELECTRIC COOP., INC.
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Rex VanMiddlesworth, Attorney for
STRUCTURAL METALS, INC.

Rex VanMiddlesworth, Attorney for
TEXAS INDUSTRIAL ENERGY CONSUMERS

Y R./Reed, Attorney fo
OFFICE OF PUBLIC UTILITY COWNSEL

%ﬁt‘ten L REE
Assistant General Counsel
PUBLIC UTILITY COMMISSION
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EXHIBIT A

DESCRIPTION

1.

20"
. 30 ‘

4.
s.
6.
{7.
8.
9.
10.
11.
12,
13.
14.
15.

16.

Overall Cost of Service
Fuel ‘

.Operations and Maintananco

.Total Operating Expense

Available for Debt Service

Total Cost of Service

Revenue Requirement ,

Fuel Revenue
Other Revenues
Base Rate Revenue
Total Revenue Requirement
9v¢t§1; PercentJInc:ease
Available for Debt Service
Less:

Gain on Sale & Refund.

Net Available for Debt Service
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$108,506,160
58,808,630

167 314,790
117 316,756

$108,506,160
29,644,649
146,480,737

9.21%
$117,316,756
6,779,606

£110,537,150
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EXHIBIT B
FINDINGS OP FACT

(1) LCRA.is a state governmental agency furnishing electric
service at wholesale and retail throughout a large portion of
Central Tgxas. ‘ ; o _ :

(2) On March *14, 1968, LCRA fiied a étatement of Intent to
Change Rates, effective April 18, 1988, which were later:
- suspended by the Hearing Examiner. R e

(3) An annual revenue increasé °£,$21’494'3°2 is necessary
and reasonable to permit LCRA to provide adequate and reliable
electric service to its wholesale and retail customers.“ o

(4) The annual revenue increase contained in Finding of
Fact Number 3 will permit LCRA a reasonable opportunity to earn
a reasonable return on its invested capital used and useful in
rendering service to the public. T

(5) An overall annual revenue requirement of $284,631,546
will permit LCRA to recover its reasonable and necessary

operating expenses, together with the return set out in Finding
of Fact 4.

(6) LCRA's base rate revenu.: requirements are $146,480,737.

(7) LCRA's known and reasonably predictable reconcilable
fuel expense and fixed fuel factor revenues are $108,506,160
using a system fuel factor of 1.584 per kwh. LCRA's
over/underrecovery has been finally reconciled for the period
from July, 1987, through March, 1988. LCRA has generated
electricity efficiently, maintained effective cost controls, and
its negotiations have produced the lowest reasonable cost of fuel
to the ratepayers for the period of reconciliation.

(8) It is reasonable for the Commission to include in its
Final Order the following: "LCRA shall continue to capitalize the
costs of its Conservation and Load Management programs."

(9) The delivery point kilowatt demands (both coincident
and non-coincident) used to calculate the billing determinants
under the final rate design methodology adopted by the Commission
by Pinal oOrder in this proceeding will be the billing .
determinants used in the preparation of the rates proposed by
LCRA in its application in Docket Number 8032 and as set_forth jin ( (.
the prefiled Direct Testimony of Angela J. Taylor. The Xkilowatt- Re,e
hours by —detivery—peint used to calculate the billing
determinants under the final rate design methodology adopted by.
the Commission by Final Order in this proceeding should be those .
kilowatt hours by delivery point provided in LCRA's Supplemental
Response to Structural Metals, Inc.'s Fifth Request for%
Information, Number 98, which is attached hereto as Exhibit cC.

i
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CONCLUSIONS OF LAW

(1) The Public Utility Commission of Texas has jurisdiction
over LCRA's Application for Authority to Change Rates pursuant to
sections 16, 17, 37, and 43 of the Public Utility Requlatory Act,
Tex. Rev. Civ. Stat. Ann., art 1l446c (hereinafter "Utility Act").

(2) LCRA has the burden of establishing a revenue deficiency
under present rates and the additional annual revenues to be
+ collected under the proposed changes.

(3) = The return, annual revenue requirement and base rate
revenue requirement set forth in Findings of Fact numbers 4, S
and 6 hereinabove will permit ICRA a reasonable opportunity to
earn a reasonable return on its invested capital used and useful
in rendering service to the public over and above its reasonable
and necessary operating expenses, in accordance with sections 3¢
and 40 of the Utility act. SR
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Lower Colorado River Authority
Post Office Box 220 Austin, »Texa‘s»7876’7» * (512) 473-3200 -

-~

Ms. Lisa Groomes

Chief Filing Clerk

Public Utility Commission
7800 Shoal Creek Boulevard
Suite 400N , N
Austin, Texas 78757

Re: Docket 8032; Application of Lower Colorado River
Authority for Authority to Change Rates

Dear Ms. Groomes:

‘ Enclosed please find the original and three copies of the
Supplemental Response of Lower Colorado River Authority to
Structural Metals, Inc.'s Fifth Request for Information Number

98. In addition, two extra copies have been provided which are

stamped "File Copy". Please datestamp these copies and return to
our office via our courier.

By copy of this correspondence and accompanying instrﬁment
all parties of record are being advised of this filing. Should

you have any questions, please do not hesitate to contact me at
512/473-4099, o

Sincerely youry),

SN

o
Martha V. Terry /
Assistant General Counsel ,” .

o

FILECOPY!

Taomse O
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DOCKET NO. 8032 . .
APPLICATION OF LOWER COLORADO §  PUBLIC UTILITY COMMISSION

RIVER AUTHORJTY FOR AUTHORITY  §
TO CHANGE RATES 8 OF TEXAS

TO: Mr. Rex D. VanMiddlesworth, Mayor, Day & Caldwell, 2900
Republicbank Center, Houston, Texas 77002 o

COMES NOW, Lower Colorado River Authority, Applicant, and
makes the following attached Supplemental Response to Structural
Metals, Inc.'s Pifth Request for Information Number 98.

| Respectfully submitted,
THOMAS G. MASON
‘Acting General Counsel

P. 0. Box 220 ‘

LOWER COLORADO RIVER AUTHORITY .
Austin, Texas 78767

3700 Lake Austin Blvd.
Austin, Texas 78703

State Bar No. 1979950
Assistant General Counsel

.

By execution of the foregoing signature, I, Martha V. Terry
do hereby certify that a true and correct copy of the Supplemen-
tal Response of LlLower Colorado River Authority to Structural
Metals, Inc.'s Fifth Request for Information Number 98 was duly
delivered to all parties of record by Hand-Delivery or Certified
Mail, Return Receipt Requested on this the 25th day of May, 1988.

ST\ 1674
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DOCKET NO. 8032

APPLICATION OF LOWER COLORADO = § = PUBLIC UTILITY COMMISSION
RIVER AUTHORITY FOR AUTHORITY § . o
TO CHANGE RATES | $ OF TEXAS

APFIDAVIT OF VICKY LANGSTON

STATE OF TEXAS
COUNTY OF TRAVIS

BEFORE ME, the undersigned authority, Vicky Langston, being
first duly sworn, deposes and states: o - «

"My name is Vicky Langston. I am employed by the Lower
Colorado River Authority, having its principal place of business
at 3700 Lake Austin Boulevard, Austin, Texas. I am over tha age
of twenty-one and am competent to make the following affidavit:

The attached Supplemental Answer of Lower Colorado River
Authority to Structural Metals, Inc.'s Fifth Request for
Information Number 98 was prepared by me or under my direct
supervision, and the facts and opinions stated therein are, in my
judgmcnt" and based upon my professiocnal experience, true and
correct. : o S

SUBSCRIBED AND SWORN TO BEFORE ME this 25" day of May,
198s. | | T |

- ‘
N e Cay

ST : Lot

[N -.."('. T - - e

‘I SN .p.-_.“.‘l. r,.; ) ::'

Koo oo ; . ‘&,_
<

:-., ".:.'-' S S .. v
LA G ~ Notary Public in and for the
; ‘k"l,:.‘:”‘;‘i.,/ YCu.ﬁ......;o‘l .‘ﬂ-f:r. Y ew o2l § ) stat‘ of Texas
j LA ) ‘ ‘
T O 1675
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DOCKET NO. 8032
APPLICATION OF LOWER COLORADO §  PUBLIC UTILITY COMMISSION
RIVER AUTHORITY POR AUTHORITY ~ §
TO CHANGE RATES | s OF TEXAS

AFFIDAVIT OF STEPHEN L. BARTLEY

STATE OF TEXAS
COUNTY OF TRAVIS

BEFORE ME, the undersigned authority, Stephen L. Bartley,
being first duly sworn, deposes and states:

"My name is Stephen L. Bartley. I am employed by the Lower

Colorado River Authority, having its principal place of business

at 3700 Lake Austin Boulevard, Austin, Texas. I am over the age
of twenty-one and am competent to make the following affidavit:

The attached Supplemental Answer of Lower Colorado River
Authority to structural Metals, 1Inc.'s Fifth Request for

- Information Number 98 was prepared by me or under my direct ‘
'supervision, and the facts and opinions stated therein are, in my

Judgment and based upon my professional exporienco,f true and

correct."

A~

STE BARTLEY /

SUBSCRIBED AND SWORN TO BEFORE ME this 25" day of May,

1988.
:}" .- ’WM.- .'.\. :
K - Wialormin Notary Public in and for the =
: _ ' N _ State of Texas '
LN A\ 1676
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DOCKET NO. 8032

APPLICATION OF LOWER COLORADO  §  PUBLIC UTILITY COMMISSION
RIVER AUTHORITY FOR AUTHORITY § - |
TO CHANGE RATES | H OP TEXAS

AFFIDAVIT OF ANGELA TAYLOR

STATE OF TEXAS
COUNTY OF TRAVIS

BEFORE ME, the undersigned authority, Angela Taylor, being
first duly sworn, deposes and states: :

- "My name is Angela Taylor. I am employed by the Lower
Colorado River Authority, having its principal place of business
at 3700 Lake Austin Boulevard, Austin, Texas. I am over the age
of twenty-one and am competent to make the following affidavit:

The attached Supplemental Answer of Lower Colorado River
Authority to structural Metals, 1Inc.'s Pifth Request for
Information Number 98 was Prepared by me or under my direct
supervision, and the facts and opinions stated therein are, in ny
judgment and based upon my professional experience, true and

correct."

ANGELY TAY

sl LS WY O™ cagiiey T RS ) - '

P ey B Notary lic in"and for th

S — State of Texas
=acey &

X Ss\ 1677
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SM-98
LOWER COLORADO RIVER AUTHORITY | .
DOCKET NO. 8032
'SMI'S FIFTH REQUEST FOR INFORMATION
SUPPLEMENTAL RESPONSE

SM~-98 Referring to ‘thc apparent error described in th;
previous RFI, please reconcile the impact of tho error on all
filed schedules, including but not limited to SChedules A, o, P,
and Q of the rate filing package. If new schedules must be
~ ’proparc'd, Please provido a copy of those revised schedules. 1If

the schedules do not have to be roviscd; pPlease explain why not.

ANSWER:' See Attached. | .

PREPARER: Angela Taylor/Vicky Langston/Stephen Bartley

S
<\ %\\
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ATTACHMENT II
EXAMINER'S REPORT
DOCKET NO. 8032

SCHEDULE 1
RATE YEAR FUEL PRICE FORECAST ($/MMBtu Delivered)

ARCO POWELL '

' . NATURAL CONTRACT  SPOT BEND  #2 FUEL
MONTH/YEAR GAS COAL COAL LIGNITE OIL
OCTOBER 1988 $1.810 $1.998  $1.279 $0.749 $3.650
NOVEMBER 1988 $1.910 $1.998 $1.279 $0.749  $3.650
DECEMBER 1988 $2.060 $1.998 $1.279 $0.749 $3.650
JANUARY 1989 $2.210 $2.007 $1.279 $0.783 $3.650 .
FEBRUARY 1989 $2.210 $2.007 $1.279 $0.783 $3.650
MARCH 1989 $2.160 $2.007 $1.279 $0.783 $3.650
APRIL 1989 $2.110 $2.015 $1.279 $0.783 $3.650
MAY 1989 $2.060 $2.015 $1.279 $0.783 $3.650
JUNE 1989 $1.960 $2.015 $1.279 $0.783 $3.650
JULY 1989 $1.960 $2.024 $1.279 $0.783 $3.650
AUGUST 1989 $1.960 $2.024 $1.279 $0.783 $3.650

SEPTEMBER 1989 ° $2.010 -$2.024 $1.279 $0.783 $3.650
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 ATTACHMENT III
EXAMINER'S REPORT
DOCKET NO. 8032

, Jonuary Dispatch Levels

unit Capebility Effective Effective Dispetch
Continuous Continuous Level
Reting(X) ~ Rating(Wi)

Rydro 8.1 100.00% 8.1 0.0

'"" . m-s “o“‘ 2‘7.’ ‘o‘
FPP-2 _ 282.9 87.01% 245.8 56.1
#PP-3 416.0 80.42% 3%.5 501.9
Gideon 3 330.0 82.68% .8 836.4
ferguson 425.0 5.77% 322.0 1109.2
Gideon 2 135.0 78.48% 105.9 1431.3
Gideon 1 135.0 78.07% 105.4 1537.2
Febuary Dispetch Levels
Unit Capability Effective Effective Dispatch
Continuous Continuous Level
Rating(X) Rating(M)
Wydro 9.5 100.00% 9.5 0.0
'”'1 m-’ “-3‘: 2‘7.’ ’ ’cs
PP-2 282.5 87.01% 265.8 257.5
FPP-3 416.0 80.42% 33%.5 503.3
Gideon 3 330.0 82.68% e2ne.8 437.8
ferguson 425.0 5.77% 322.0 1110.6
Gideon 2 135.0 78.48% 105.9 1432.7
Gideon 1 135.0 78.07% 105.4 . 1538.6

Rates and Tarriffe Department
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THE LOUER COLORADO RIVER AUTHORITY - 28-Mar-88

WETNOD USED TO DETERMINE BASELOAD PERCENTAGE TO ENERGY APPLIED TO BOOKED COSY

--»----‘-----.II.....‘....‘.....'..'-..-...-......'-'.-..“'-..-...
o @) M @) ) 6) o R Ty (10)
nisiaM Nin i PERCEMY BASELOAD BASELOAD PERCENT
S Ninimm ENERGY § ENERGY S OF TOTAL BASELOAD CONIRIBDUTION 70 ENERGY 10 ENERGY
CURRENY UNITIZED PER NOUR . TOTAL TOTAL 10 ENERGY 10 DENAND 10 DEMAND JOTAL TOTAL
COST  PROSASILITIES  (1)°(2) nouas ) S W * 300 8/ (1)*(6) ) (B D)
avoeo $36,210,132 0.00174 863,006 $76 336,291,242 100.2%  $87501,569 $8,560,702 $27,730,540 76.6%
o) $177,407,316 0.00173  $307,26 $76 $176,982,138 99.6X $73,757,022 $73,497,398 $103,484, 741 $8.3%
o2 $110,176,047 0.00168  $185,09 $76 $106,615, 157 96.0KX $73,741,009 71,357,768 833,257,389 32.0%
o3 $425,432,000 0.0006 195,708 $76 112,727,762 26.5X $100,359,416 826,591,231 886,136,531  20.2%
GIDEON 3 366,006,022  6.00000 0 s 0 < 0.0% %0 0 . se 0.0x
sEaqUsON  $103,620,707 0.00000 0 s7s 0 0.0% s0 s0 0 o.0x
GIDEON 2 836,154,046 0.00000 %0 s76 0 - o.ox %0 %0 0 0.0%
GiDEow §  $58,543,253 0.00000 %0 76 0 0.0% 0 0 0 0.0X
a‘ .
2
MOTE ®** JOTALS NAY NOT ADD UP DUE T0 ROIAIDING
“an (12) as (%) : - : . .
PERCENT . GASELOAD  NIMIMM : - .
70 ENERGY 10 ENERGY ENERGY 8 '
SO0KED TOIAL JOIAL PER NOUR
cost €10) (11)*(12) (13)/576
Va0 $36,970, 343 76.6X 328,312,729 849,154
o) $12¢, 125,304 | $8.3X 872,322,893  $125,561
2 102,702,761 32.0X $32,865,866 857,059 . ]
l"’ 425,452,000 . 20.2% 386,136,531 $149,543
GIOEON 3 $28,347,655 0.0X $0 10
FERGUSON 58,295, S87 0.0% $0 %0
cioeon 2 $12,673,197 0.6X% %0 30
GIDEON 1 $12,400,589 0.0X $0 $C
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6891

PEC METHOD USED IO DETERMINE BASELOAD PERCENTAGE TO ENERGY SCHEDULE G\G-3

----- ‘ : ' ' Page 4 of 1]
1) {2) ) "~ (4). (5) {6) (7) (8)
, BASELOAD PLT . ENERGY - RELIABILITY
PEC HYDRO BASELOAD  BASELOAD PLT CONTRIBUTION snsncv ~ PERCENT OF  PERCENT OF
ALTERNATIVE BASELOAD - PERCENT OF  RELIABILITY  TO ENERGY % OF T " BASELOAD BASELOAD
CURRENT COST TOTAL § TOTAL KW * $300/xM  {2)- (4) = (5)/(1) (5)/(2) (4)/(2)
HYDRO . $70.634.405 $70,631,511 100.0%  $8,541,250. $62,090,261 87.9% 87.9% 12.1%
FPP1 187.097.175 $187.087.895 100.0% $73.746.382 $113,341,553 ~ 60.6% 60.6% 39.4%
FPP2 : 116.815.082 $116.656,774 99.9%. $73.640.068 $43.016,707 36.8% 36.9% 63.1%
FPP3 $425. 452,000 5319 323,850 75.1% srs 317,893 $244.005.956 57.4% 76.4% 23.6%
G103 $69.326.243  $4,090,359 5.9%  $4.090,359 780 0.0% 0.0% 100.0%
FERG $107,420.377 izsa 637 0.3% tzcn 577 $27,060 0.0% - 10.1% 89.9%
GID2 $38.078.249 $4.844 0.0% 4.041 fso2  o0.0% 16.6% 83.4%
GID1 $60.642.580 $2.765 0.0% 1.442 $1,323  0.08 . 47.9% 52.1%
TOTAL $1,075,466,111 $698,066,634 © 64.9% $235,582,972 $462,483,662 43.0% 66.3% 3.7%
(9) (10) (11) (12) (13) -{14) (15)
TOTAL SUMMER WINTER OFF-PEAK SUMMER  WINTER ~  OFF-PEAK
CONTRIBUTION PERIOD PERI0D PERIOD PERIOD - PERIOD PERIOD
10 DEMAND (%) () (¥) (5) N R )
HYDRO $8,544.145 33.46% 24.68% 41.87%  $2.858,502  $2.108,624  $3,577,018
) 13.755.622 33.46% 24.68% 41.86% $24.675.327  $18.202.187  $30.877,703
FPP2 73.798.375 33418 24.65% 41.88% $24.701.224 $18.193.167 $30.904,022
FPP3 $181. 446,044 35.45% 25.20% 39.26% $64.328.320  $45.884.057  $71.233,594
6103 $69.326.243 58.12% 27.38% - 14.49%  $40.295.255 - $18.983.619 = $10,047,362
FERG $107.393.317 - 84.93% 10.99% 4.08% $§91.214.503 11 798,702 - $4.380.198
GID2. 38.077.447 87.17% 10.13% 2.71% $33.190.587  '$3.855.638  $1,031,232
60,316,952 iala 970 $10,335

GIH 60,641,257 99.47% 0.52% 0.02%

$341,580,670 $119,339.964 $152,061,464
55. 12443 19. 4688% 24.5068%
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)

Cosl Used
(Cussant)

evssvrsscnsen

$8.390.797
S77.607.308
030,176 047
435.432.000
66.886.022
103.620.707
"36.184.048
3.283

1.035.9091. 188

Preduction Casts

sescssscsconssnn

Deaand
[ {14 ]

0681

alnimm
wnitizes
Psobaniiity

sssmcmessrcne

198 Capecity Facter

sesessssnsces

697 498, 378
338.496.010

) )
alnious
inergy 8
Pot rous Yotsl
$9°462) wurs
87e
876
e
7e
(24 ]
876
76
e

7 74.448 maxioum Capacity

Percent

e
»s

P00 interpratation

Seasons! Demend Costs

sSummet  ( JUN. JUL . AUG.SEP) 334.797.682 ann
wintes (JAN. FE8. DIC) 146.473.986 318
Off-Peak  (BAR.APR. MAY.OCT.NODV) 216.223.503 38

s) 1y} n ) w (e “wn
ainimua Percent Ssselosd Ssseload Pescent
thergy $ ol Yotal Saselosd cContridution s Energy to _tneigy
Total o kneigy 10 Demnd 50 Desmnd Jotsl Total Cusrrent
31004 ($)7¢1)  25.328 * () trees) 1$)-18) 197¢8) . Cost
$6.351.793 100.0% 04.091.379 14,690,378 412.460.4106 74.38 96,331,797
176.982. 138 99.68 45.335.307 45,165,842 131.816.397 74.28 177,687,316
106,018,187 96.08 38,116,927 - 27,208,188 79.406. 949 73.00 410,176,047
192,727 762 26,95 108 075,358 20.748.12%  8).930.407 1925 421 452 000
[ o.08 [ (4 [d 6.08 66.006.022
® [ 4 [ 4 [ 4 6.08 103.620.707
[ [ o [ .08 36.134.048
L] ® [ L] 0.08  95.843.293
1.039,.991. 188
8.5

ExRIBIL TAF-10. Page 1 ol

(1) (3
sassiosd alnious
10 fnergy tnetoy §
© letal pel oul
(10)eLh8) 41207576
4).460 4% 75.452
131,.784.828 220,793
79.43%6.93%0 137. 908
83.814.044 148 810

N J [
[ ] [ ]
[ ] [ ]
[ [ ]
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‘OST ALLOCATION
IETHOD

'EMAND/ENERGY
PLIT OF PRODUCTION
"LANT

JEMAND/ENERGY
¢ OF REVENUE REQUIREMENT

JEASONALITY
M-PEAK MONTHS
JFF-PEAK MONTHS

/OLTAGE DIFFERENTIAL
Al
O

o

USTOMER CHARGE :

APACITY CHARGE:
AVERAGE
138 kv
69 KV
12.5 <

CAPACITY CHARGE PER Ku-YR

JELIVERY SYSTEM CHARGE:
138 xv
69 xv
12.5 <.

:NERGY CHARGE:
138 kv
. 69 KV
12.5 <

LCRA
PRESENT

DOCKET
NO. 7512

DEMAND: 100X

JERERGY:  OX

DEMAND :
ENERGY: 20X

75X RATCHET

JULY-SEPY
DEC, JAN, FEB

MAR,APR , MAY
JUN,OCT, NOV

NO CHANGE

$198.0

$6.019
$5.933
$6.056
$6.149

$72

$0.526
$0.833
$1.047

$0.002796
$0.002843
$0.002885

............

8ox|

LOWER COLORADO RIVER AUTHORITY

COMPARISON OF INTERVENOR’S PROPOSALS FOR COST ALLOCATION AND RATE ‘DESIGN
sase  UNDER STIPULATED REVENUE REQUIREMENTS ****

LCRA ALVERNATIVE

OEMAND: 75X
ENERGY: 25X

DEMAND: 64X
ENERGY: 36X

SUMMER: 46X
WINTER: 23X
OFF-PEAK: 31X

JUN-SEPT
DEC,JAN,FEB

MAR, APR, MAY
OCT,NOV -

PARTIAL MOVEMENT TOMARDS
VOLTAGE DIFFERENTIAL
COLLAPSE

$388.0
WINTER:
$4.880

$4.930
$4.960

OFF-PEAK:

$4.290
$4.330
$4.350

$7.200
$7.260
$7.330

$65

$0.684
$1.096
s$1.412

SUMMER: WINTER: OFF-PEAK:
$0.005343 $0.006892 $0.005887
$0.006397 $0.006952 $0.005938
$0.006444 $0.007003 $0.005982

LCRA FILED

OPUC ‘& GENERAL COUNSEL

............................

$7.590
$7.750
$7.0860

OEMAND: 91.3%
ENERGY: 18.5X

DEMAND: 68X
ENERGY: 32X

SUMMER: 46X
WINTER: 23X
OFF-PEAK: 31X

JUN-SEPT
DEC, JAN FEB

MAR,APR,MAY
ocY, NoV

NO CHANGE

$388.0
WINTER:

$5.170
$5.200
$5.360

$69

$0.684
$1.096
$1.413

$0.005539
$0.005631
$0.005715

OFF-PEAK:

$4.540
$4.630
$4.700

SLUEBONNEY, ET AL.

............................

COLLAPSE VOLTAGE DIFFER.
TRANSHISSION/DISTRIBUTION

$6.820
$6.0820
$6.860

DEMAND: 67X
ENERGY: 33X

DEMAND: 59X
ENERGY: 41X

SUMMER: 48X
WINTER: 21X
OFF-PEAK: 31X

JUN-SEPT
DEC,JAN,FEB

MAR, APR , MAY
oCT, NOV

$388.0
WINTER:

$4.010
$4.040

$59

$0.872
$0.872
st.189

. $0.007474
$0.007474
$0.007520

$4.010 $3.850
$3.850
$3.880

............................

DEMAND: 57X
ENERGY: 43X

DEMAND: S3X
ENERGY: 47X

SUMMER: 56X
VINTER: 19%
OFF-PEAK: 25X

JUN-SEPT
DEC,JAN,FEB

RAR, APR  MAY
OCT ,NOV

NO CHANGE

$387.0
WINTER:
$6.690 $3.580
$6.830  $3.660
$6.930 $3.710

OFF-PEAK:

$2.970
$3.030
$3.080

$52

$0.008320
$0.008465

............................

N Baome pamma s s m s
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LOWER COLORADO RIVER AUTHORITY

COMPARISON OF INTERVENOR’S PROPOSALS FOR COST ALLOCATION AND RATE DESIGN
®eds  UNDER STIPULATED REVENUE REQUIREMENTS %#**

2691

" GVEC sni ANC
DOCKEY
COSY ALLOCATION NO. 7512
METHOD - ZERO-TILY NOT POD Y0 #8032
DEMAND /ENERGY DEMAND : 100X | DEMAND : 100X | DEMAND ; 100X
SPLIT OF PRODUCTION WEUEIGV: 0% | ENERGY: OX]JENERGY: OX
PLANT
DEMAND /ENERGY JDENAHD: 1% N/R DEMAND: 80X
X OF REVENUE REQUIREMENT ||ENERGY: 9.5% ENERGY: 20%
SEASONALITY 75X RATCHEV N/R 75X RATCHET
ON-PEAK MONTHS JULY-SEPY /R JULY-SEPT
DEC, JAN, FES DEC, JAN, FEB
OFF-PEAK MONTHS |mar, AR ;AY N/R MAR, APR, MAY
JUN,0CT , NOV JUN,OCT,NOV
VOLTAGE DIFFERENTIAL NO CHANGE N/R NO CHANGE
.wswueu CHARGE : $390.0 N/R $368.0
CAPACITY CHARGE:
AVERAGE s7. 17 $6.880
138 kv $7.615 /R $6.790
69 v $7.M $6.950
12.5 < $7.891 $7.030
CAPACITY CHARGE PER KW-YR $93 /R $83
DELIVERY SYSTEM CHARGE:
138 kv $0.684 $0.691
69 kv $1.095 N/R $1.100
12.5 < $1.412 $1.417
ENERGY CMARGE: .
138 kv $0.001652 $0.003412
69 kv $0.001480 N/R $0.003471
12.5 < $0.001705 $0.003523
---------------------------------- N/R = NO RECOMMENDAY ION

7 30 Z-39vd
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Lower Colorado River Authority

COMPARISON OF REVENUES
ADJUSTED TEST YEAR 9-30-87

CUSTONER PRESENT
BASTROP $1,437,249
BELLEVILLE 1,443,013
BOERNE . 1,776,09

" BRENHAM 6,785,835
BURNET 1,260,715
CUERO 2,646,629
FLATONIA 696,500
FREDER1CXSBURG 2,829,137
GEORGETOWN- 5,481,724
GIDDINGS 1,517,325
GOLDTHWAITE . '542,687
GONZALES © 2,097,315
HALLETSVILLE 1,000,946
HEMPSTEAD 1,206,468
KERRVILLE 11,599,529
LAGRANGE 1,908,976
LAMPASAS 2,386,360
LEXINGTON 300,252

. LLANO 1,151,268
LOCKHART 2,465,657
LULING 1,460,631
MASON 666,812
MOULTON 323,542
- NEWBRAUNFELS 20,217,126
SAN MARCOS 9,753,553
SAN SABA 1,007, 664
SCHULENBERG 1,007,421
SEQUIN 5,897,898
SHINER 889,377
SMITHVILLE 958,740
VAELDER 228,673
VEIMAR 977,645
YOAKUM 1,835,583
BANDERA 7,196,001
BLUEBONNET 26,641,116
CENTRAL TEXAS 8,059,476
DEWITT 2,355,191
FAYETTE 4,531,664
GUADALUPE w/o SMI 13,203,575
HAMILTON 1,883,932
KIMBLE 899,21
MCCULLOCH 349,302
PEDERNALES $3,362,512
SAN BERNARD 8,305,243
RETAIL 5,211,074

TOTAL (less SM1) 225,736,643
SM1 Firm

TOTAL LCRA FIRM 232,402,976
SMI Interuptable

SMI Total 6,666,332
GVEC Total 19,869,907
TOTAL

$232,402,976

STIPULATION
LCRA

PROPOSED

Cos & RO

$1,593,856

- 1,574,327
1,960,246
7,463,962
1,399,701
2,940,169
771,085
3,139,382
6,051,026

1,582,450

604,555

2,302,656 -

1,115,983
1,334,312
12,571,223
2.111,67
2,619,683

334,482

1,274,079
2,724,080
1,620,089
730,155
355,440
22,122,876
10,654,554
1,113,391
1,118,882

6,535,357 .

990,299
1,060,542
254,406
1,089,900
2,042,980
7,795,276
26,978,514
8,794,823
2,591,569
5,007,377
14,384,339
2,078,985

987,658

386,637
57,685,126
9,109,436
5,757,854
246,815,396
2,300,376
249,115,773
4,965,075
7,265,451
21,649,790
$254,080, 848

LCRA Rates & Tariffs Department

RELATIVE

. T0 .
‘PERCENT  SYSTEM

10.9%  1.17
9.1X  0.98
10.4% 1.1
10.0%  1.07
11.0X  1.18
1115 1.19
10.7%  1.15
11.0X  1.18
104X 1.11
10.9X  1.17
114X 1.22
9.8% 1.05
11.5%
10.6%
8.4%
10.6%
10.7%
11.4%
10.7%
10.5%
10.9%
9.5%
9.9%
9.4%
9.2%
10.5%
11.1%
10.8%
11.3%
10.6%
11.3%
11.5%
11.3%
8.3%
9.5%
9.1%
10.0%
10.5%
8.9%
10.4X
9.8%
10.7%
8.1%
9.7%
10.5% °
9.3%

. .
- N

e o s & o s e o ¢
O -t et et (D ab b
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« e o e
OO0 20O O
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9.0X 0.96
9.0X 0.96
9.3%  1.00
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DOCKET NO. 8032

JBLIC UTILITY COMMISSION
OF TEXAS

APPLICATION OF LOWER COLORADO §
RIVER AUTHORITY FOR AUTHORITY 8
TO CHANGE RATES I

- ORDER

In a public meeting at its offices in Austin, Texas, the Public Utility
Commission of Texas finds that the above styled application was processed in
accordance with applicable statutes by an examiner who prepared and filed a
keport containing findings of fact and conclusions of law. The Examiner’s
Report, and Supplemental Examiner’s Report, are hereby ADOPTED with the
following modifications and made a part of this Order.

Section VI of the Report is not adopted. Findings of Fact Nos. 23-26,

29-30, 33-45 and 56 are not adopted by the Commission. The following Findings
of Fact are adopted. '

56. LCRA’s current voltage differential between 138 kV and 69
kV systems is technically not supportable and should be
collapsed for rate purposes.

57. As was found by the Commission in Docket No. 6027, the
evidence again shows that LCRA’s generating plant, and in
particular FPP, has been built in pursuit of fuel
diversification and reduced fuel expenses as well as to meet
system demand.

58. The ability to reduce peak demand is a valuable load
management tool for the LCRA, as evidenced by the LCRA’s own
stated corporate goals and existing load management programs,
which aim to shave peak usage during both the summer and the
winter. Customer avoidance of peak thus does not support
adoption of POD. '

- 59. Historical increases in the demand charge do not in and of
themselves justify a change in the current cost

classification/allocation methodology.
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60. The comp]exlty of POD makes it 1nappropr1ate for adoptlon
at this time.

61. No party proposing a POD-based methodology either performed
or reviewed any study concerning the 1likely changes to the
LCRA’s system load characteristics or the resultant impact on
generation and resource planning, and thus there is no evidence
as to what impact adoption of POD may or will likely have on
system load, revenues, or generation planning.

62. Significant issues as to the volatility of POD have not
been fully explored and reasonably answered.

63. The POD méthodo]ogy proposed by the LCRA and recommended by

the Examiner allocates the cost of actual real-life generating
units by comparing those costs to the costs of a hypothetical

"least cost” p]ant that there is no evidence to show could have
even been built. ‘ '

64. It would be unreasonable to adopt a POD/Capital
Substitution proposal that only deals with the capital costs of
a plant, and not also the corresponding operating and fuel costs
in an internally consistent manner, as the whole rationale
undergirding POD/Capital Substitution in this case is destroyed
by the lack of operating and fuel cost symmetry.

65. The LCRA’s production and bu]k power costs do not fluctuate
with changes in energy use.’ ' ‘

66. The LCRA’s current cost of service methodology is generally

logical, easily understandable, and fair, and accurately
identifies the costs of serving the LCRA’s customers.
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(2] 67. There is no evidence of any material change in condition or
factual circumstances that would warrant abandoning the current
peak responsibility methodology.

68. The,evidence in this case shows that a POD production plant
classification/allocation methodology would not accurately
identify the costs involved in serving the LCRA’s customers.

69. To achieve cost-based rates, LCRA’s fixed production plant
and bulk power supply costs must be classified as demand-related
based on this record.

The following Conclusions of Law are adopted in lieu of the
correspondingly numbered conclusions recommended by the examiner:

10. Based upon Findings of Fact Nos. 57 and 67, to utilize a
diff‘erent broduction plant cost classification/allocation ‘
'methodology other than the current peak responsibility

methodology would be contrary to the thrust of the Supreme

Court’s decisions in both Texas Alarm and Signal Association v.

Public Utility Commission, 603 S.W.2s 766 (Tex. 1980) and

Westheimer Independent School District v. Brockette, 567 S.W.2d

780 (Tex. 1978).

11. The rate guide]ines_ recommended by the examiner, as
amended by the Commission, will result in rates that are not
unreasonably preferential, prejudicial or discriminatory, but
rather are suffitient, equitable and consistent in application
to each class of consumers, as required by PURA Section 38.

12. Pursuant to PURA Sections 37, 38, 39 and 43, the
Commission should authorize the LCRA to increase its rates
consistent with the recommendations of the examiner, as amended
by the Commission.
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The Commission further issues the following order:

The application of the Lower Colorado River Author1ty (LCRA) is
hereby GRANTED to the extent recommended 1n the examiner’s
report, and as amended by the Commlss1on

LCRA shalT file five copies of its tariff, revised in’accordance
with this Order, and suff1c1ent to generate revenues no greater
than those prescribed in this order, with the Commission filing
clerk and one copy with each of the lntervenors within 20 days of

- the date of this Order. A1l parties to this docket shall have

ten days from the date of that filing to file their objections,
if any, to the revised tariff. Responses to objections shall be

filed fifteen days after the revised tariff is filed. The tariff

shall be deemed approved and shall become effective upon the
expiration of 20 days after filing, or sooner upon notification

- of eppr0vel by the hearings division. In the event of rejection,

LCRA shall have 15 additional days to file an amended tariff,
with the same review procedures again to apply.

The revised and approved rates shall be charged only for service
rendered in the areas over which this Commission is exercising
its original jurisdiction, and said rates shall be charged only
for service rendered after the tariff approval date. Should the
tariff approval date fall within LCRA’s billing period, LCRA
shall be authorized to prorate each customer’s bill to reflect
that customer’s charge, demand charge and daily energy
consumpt1on at the appropriate new rates.

LCRA shall perform the depreciation studies and updates
recommended by staff witness Keith Rogas and discussed in Sect1on
IV-D of the Examiner’s Report.

The revenue requirement established in this case is the result of
a stipulation involving an agreement among all parties. By
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accepting the revenue requirement stipulation in this case, the
Commission is not endorsing or approving any principle which may
underly the stipulation. . The agreement as a whole is found to be
reaSOnab1e, but no principle which may underly the agreement
shall necessarily have precedential value in any future case.

6. All motions, requests for entry of specific Findings of Fact and
Conclusions of Law, and any other requests for general or
specific relief, if not expressly granted herein, are DENIED for
want of merit. o

SIGNED AT AUSTIN, TEXAS on this °21;2 day of QE?VTéL’LAéZJf—- 1988.

PUBLIC UTILITY COMMISSION OF TEXAS

SIGNED:
MARTA GREYTOK

)

/

. ,e' N l‘:r' . "" [y
stanen:/ Vb OO O pe
WILLIAM B. CASSIN
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I respectfully dissent from the majority’s rejection of Section VI of the
Examiner’s Report and the Findings of Fact and Conclusions of Law supporting
that section. I would adopt the probability of dispatch methodology
recommended by the examiner. | ) | :

SIGNED: _

ATTEST: - !

Blllo N lolds.

PHILLIP A. FOLDER
SECRETARY OF THE COMMISSION

nsh
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MEMORANDUM DECISIONS

TELEPHONE

Lufkin-Conroe Telephone Exchange, Docket No. 7502. Examiner’s Report adopted
November 12, 1987. Proposed tariff schedules to provide private pay-phone
service approved as modified by the staff’s recommendations with the agreement
of the applicant. .

Brazoria Telephone Company, Docket No. 7724. Examiner’s Report adopted January
20, 1988. Application approved to authorize the write-off of unrecovered in-
vestment in stranded central office equipment and trunk carrier equipment.

Ganado_Telephone Company, Docket No. 7918. Examiner’s Report adopted November
10, 1988. Special amortization of step switching equipment approved.

San Marcos Telephone Company, Docket Nos. 7919 & 7955. Examiner’s Report
adopted May 18, 1988. Application approved to change depreciation rates for
six classes of equipment.

Southwestern Bell Telephone Company, Docket No. 8037. Complaint of Bruce Penny
withdrawn. Order of dismissal signed June 10, 1988. ‘

Southwestern Bell Telephone Company, Docket No. 8075. Proposed tariff
schedules to provide optional hunting line service withdrawn by applicant.
Order of dismissal signed June 10, 1988.

ELECTRIC

Houston Lighting & Power Company, Docket No. 7375. Application for deferred ac-
counting treatment for Limestone Unit Two. Application withdrawn by applicant.
Order of dismissal issued July 21, 1988.

Texas Utilities Electric Company, Docket No. 7619. Examiner’s Report adopted
on December 21, 1988. The Commissioners approved an amendment to Texas
Utilities’ certificate of convenience and necessity for a 138 kV transmission
line in and about Palestine, Texas.

Rio Grande Electric Cooperative, Docket No. 7767. Examiner’s Report adopted
April 19, 1988. Application approved to reduce the annual deposit required for
irrigation service.

Texas-New Mexico Power Company, Docket No. 7835. Examiner’s Report adopted May
20, 1988. Tariff schedules approved to allow the applicant to purchase and
resell economy energy on an as-available basis to its Industrial Power Service
customers. .

Lower Colorado River Authority, Docket No. 7953. Examiner’s Report adopted
December 12, 1988.  Applicant’s request for the Ferguson-Buchanan 138 kV
transmission line in Burnet and Llano Counties granted.
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Lower Colorado River Authority, Docket No. -7954. Examiner’s Report adopted
December 12, 1988. Applicant’s request for the Buchanan-Mormon Mill
transmission lTine in Burnet and Llano Counties granted.

Lower Colorado River Authority, Docket No. 7965. Examiner’s Report adopted
January 18, 1989. LCRA’s standard avoided cost calculation and terms and
conditions for the purchase of firm energy and capacity from qualifying
facilities, pursuant to P.U.C. SUBST. R. 23.66(h)(3), was approved.

Texas Utilities Electric Company, Docket No. 8015. Examiner’s Report adopted
July 15, 1988. Application approved to amend certificate to reflect a proposed
transfer to the applicant from the Texas Municipal Power Agency of a 6.2 per-
cent interest in Comanche Peak Generating Station and a 20 percent interest in
the Comanche Peak-Parker transmission line.
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