TU Electric - Docket No. 20285 

General Counsel RFI Set No. 6

Question No. BA-83

Page 1 of 3

REQUEST:
Please provide the evaluations of the fuel management options that were conducted when it was determined that off-system purchases or natural gas generation was more economical than generation from Big Brown during the reconciliation period.
RESPONSE:
The following response was prepared by or under the direct supervision of Charles W. Jenkins III, the sponsoring witness for this response.

The information requested is highly sensitive confidential information and will be made available in the Austin Voluminous Room only after execution of an appropriate confidentiality agreement or after execution of a certification to be bound by the protective order in this docket.

As discussed in TU Electric's response to General Counsel RFI Set No. 2, Question No. BA-24, the 1991-1992 evaluation determined that burning natural gas in existing gas units in the short-term was the lowest cost alternative to generate energy if there were not adequate amounts of lignite to completely fuel Big Brown.  Natural gas as a "short-term" fuel alternative was chosen because the lignite shortfall at Big Brown was not substantial until the year 2000 and that magnitude of shortfall could not justify the high capital cost alternatives that would fully fuel the plant.   Therefore, fuel management at Big Brown was initiated in 1995 (It turned out that there was adequate fuel to meet Big Brown's fuel requirements in 1993 and 1994).

Fuel management at Big Brown centered around the timing of when to consume the available lignite during each year.  Fuel management activities began each year on a broad scale with projections on what the annual fuel requirements would be for Big Brown, taking into consideration system imposed lignite backdown, planned maintenance outages, and system capacity requirements.   From that initial plan, other factors were considered such as planned lignite mine production, inventory requirements and initial gas price projections for the year.  Given this information, an initial plan was developed on when during the upcoming year Big Brown would consume the available lignite, and when generation at Big Brown would be reduced.  The planned reduction in generation in this initial plan resulted from either the combination of system dispatch requirements and projected load requirements that required some solid-fueled generation to be "backed-down" during nights and/or weekends, or the plan assuming that other energy (gas-fueled) would be available at that time of year at attractive prices.  Fuel management objectives were targeted to utilize the available lignite during the times of the year when gas prices were projected to be higher; and to conserve the lignite for later use, consuming gas instead, when gas prices were lower.  Of course, all the lignite was not available at the beginning of the year - - as it would be mined throughout the year - - so obviously the entire "fuel management" could not be put off until late in the year.  Likewise, it would not be reasonable to attempt to wait too late in the year to begin fuel management since so many variables can change unexpectedly throughout the year.  Since gas prices tend to be lowest in the Spring and the Fall, typically the initial plan anticipated reducing generation at Big Brown in those periods. Other considerations for the timing on when to make the gas purchases were detailed in TU Electric's previous response to General Counsel RFI Set No. 2, Question No. BA-24.   The New York Mercantile Exchange (NYMEX) futures prices were used in this regard to provide an indication of monthly gas price projections.  Many parties were involved in the development and implementation of this plan (Plant, Mine, Fuels, and Power Supply Operations).  

Actual implementation of the fuel management plan was performed by System Operations on a real-time basis.   The initial plan was reviewed each month and changes for the remainder of the year were made as appropriate.   Changes were necessary as gas prices changed from projections or if actual operations or lignite production varied substantially from the previous plan.  As described above, burning gas "now" versus burning gas "later" was a fairly straightforward comparison.  At certain times, off-system energy purchases were found to be available at a lower price than natural gas-fueled generation both now and projected later.  Off-system energy ($/MWh) was compared to gas prices ($/MMBtu) by using incremental real-time heat rates and variable O&M cost estimates to put gas fueled energy on the same $/MWh basis.  At times, there were limited amounts of off-system purchases that were available at a lower price than gas and at a lower price than the average cost of lignite generation from Big Brown.  So not only were the off-system purchases made at a price better than gas, but they also resulted in more lignite backdown at Big Brown over those hours than was in the plan.  Normally, lignite generation cannot be offset with off-system purchases because the decremental cost of lignite generation is so low; however, in the case of Big Brown, since the lignite-fueled generation was merely being shifted from one-period to another during the year, the average cost of lignite was used for comparison purposes.  In essence, the off-system purchases did not really offset Big Brown lignite generation for the year, but instead offset gas purchases for the year.  Because these evaluations were performed on a real-time basis, they became integrated into the overall process of dispatching the most economical energy available on an hourly basis and records were not maintained specifically itemizing each transaction or itemizing how much of each transaction was made to either displace Big Brown generation or to displace other system energy alternatives in the course of normal business.

Please refer to TU Electric's response to General Counsel RFI Set No. 6, Question No. BA-86 for further information on off-system energy purchases in this time frame that were acquired through the economic dispatch process. 

Comparison information for the Walnut Creek lignite versus natural gas are provided in the referenced highly sensitive confidential documents.

