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QUALIFICATIONS

Q.
PLEASE STATE YOUR NAME, TITLE, AND BUSINESS ADDRESS.

A.
My name is Gary S. Saleba, I am President of EES Consulting, Inc.  My business address is 12011 Bel-Red Road, Suite 200, Bellevue, Washington  98005-2471.

Q.
PLEASE BRIEFLY DESCRIBE YOUR PROFESSIONAL EXPERIENCE.

A.
I received a Bachelors of Arts degree in Economics and Mathematics from Franklin College in Indiana.  I received my Masters of Business Administration in Finance from Butler University in Indiana.  For the last 19 years, I have been a principal and owner of EES Consulting, Inc. or Economic and Engineering Services, Inc.  My responsibilities have included supervision and preparation of electric, water, and natural gas studies in the areas of strategic planning, financial analysis, cost of service, rate design, load forecasting, load research, management evaluation studies, bond financing, and integrated resource planning.  Prior to that, I was employed by National Management Consulting firm in a similar practice; and prior to that, I was employed as an economist with Indianapolis Power & Light Company.



I have provided expert witness testimony on cost of service, rates, power supply, and contract matters in a number of state jurisdictions as well as before the Federal Energy Regulatory Commission and Courts of Law.  A summary of my professional experience and background is provided as Exhibit 1 to this Testimony.

INTRODUCTION

Q.
ON WHOSE BEHALF ARE YOU SUBMITTING THIS TESTIMONY?

A.
I am testifying on behalf of the Texas Municipal Power Agency (“TMPA”).  TMPA is a joint power agency created in 1975 by the Cities of Bryan, Denton, Garland, and Greenville, Texas (the “Member Cities”).

Q.
WHAT IS THE PURPOSE OF YOUR TESTIMONY?

A.
The purpose of my testimony is to support TMPA’s Proposed Tariff for Wholesale Transmission Service and Schedules A through I of the Transmission Cost of Service Filing Package prepared for the year 2000.  Due to changes in TMPA’s costs and provisions contained in Senate Bill 7, it is timely to update TMPA’s Transmission Cost of Service and the resulting Tariff.  This Filing package and Tariff were prepared to be effective January 1, 2000, and are based upon the most recent historic data available for TMPA, which is fiscal year 1999.  This fiscal year includes the 12-month period ending September 30, 1999.

Q.
WERE THE TARIFF FOR WHOLESALE TRANSMISSION SERVICE AND SCHEDULES A THROUGH I PREPARED BY YOU OR UNDER YOUR DIRECT SUPERVISION?

A.
Yes, they were.

Q.
WHAT INFORMATION HAVE YOU REVIEWED AND WHAT INVESTIGATIONS HAVE YOU UNDERTAKEN AS PART OF YOUR PREPARATION OF SCHEDULES A THROUGH I?

A.
In preparation of the schedules and supporting testimony, I have reviewed various financial, engineering, and load data of TMPA.  I also conducted interviews with members of TMPA and the Member Cities with regard to system operation at the Gibbons Creek station, the Member Cities’ internal generation and transmission systems, and TMPA’s transmission system.

Q.
HOW WERE SCHEDULES A THROUGH I DEVELOPED?

A.
Following the Commission’s Transmission Cost of Service Filing Package, certain provisions in Senate Bill 7, and information specific to TMPA, schedules were developed using the financial and operational data available from TMPA.  Data provided in the schedules is organized according to standard FERC accounts.

Q.
HOW IS THIS TESTIMONY ORGANIZED?

A.
This testimony is organized by first discussing the proposed Tariff for Wholesale Transmission Service, followed by a discussion of Schedules A through I.  For each schedule, the source of the data and any necessary explanation of the data or methodology used are provided.  All schedules required are being filed along with this testimony.  In addition, all workpapers and a computer disk with the schedules are being provided to the Commission.

TRANSMISSION TARIFF AND RATE WTS

Q.
PLEASE DESCRIBE TMPA’S TRANSMISSION TARIFF:

A.
Based on the 1999 Transmission Cost of Service, TMPA is filing a Wholesale Transmission Service Tariff, which includes Rate WTS.  Rate WTS provides for planned and unplanned wholesale transmission service for serving ERCOT loads.  TMPA’s tariff is similar to other wholesale transmission service tariffs approved by the Commission for other transmission service providers.  However, at the time this tariff was prepared, the determination of the 1999 ERCOT Average Four-Coincident Peak (“4-CP”) Load was not complete.  Thus, the rates are stated as formula rates rather than numeric rates in dollars per kilowatt (“kW”).  When the 1999 ERCOT Average 4-CP load information is available, the tariff will be amended to state numeric rates.

Q.
WHAT IS THE FORMULA FOR THE ACCESS CHARGE UNDER RATE WTS?

A.
The formula for the Access Charge for Annual Planned Transmission Service is $43,914,845 divided by the 1999 ERCOT Average 4-CP Load per kW per year.  It is applied to the transmission service customer’s average system demand coincident with the ERCOT peak demand during each of the months from June through September of the preceding calendar year.

Q.
HOW IS THE FORMULA FOR THE ACCESS CHARGE CALCULATED?

A.
The Access Charge is calculated as 100 percent of TMPA’s Transmission Revenue Requirements of $43,914,845, as shown on Schedule A-1, divided by the 1999 ERCOT Average 4-CP Load stated in kW.  The 1999 ERCOT Average 4-CP Load must be obtained from the ERCOT ISO when it has been calculated.

Q.
HOW ARE THE ACCESS CHARGES FOR SHORT TERM PLANNED TRANSMISSION SERVICE CALCULATED?

A.
The monthly rate is calculated by dividing the annual rate by 12.  The weekly rate is calculated by dividing the annual rate by 52.  The daily rate is calculated by dividing the annual rate by 365.

Q.
WHAT PROVISIONS ARE INCLUDED FOR EXPORTS OF ENERGY FROM ERCOT?
A.
The tariff includes a section concerning pricing for transmission service for exports from ERCOT in accordance with PUC Substantive Rule 25.192(h).

Q.
DOES TMPA OFFER ANCILLARY SERVICES?

A.
No.  TMPA does not offer ancillary services.  PUC Substantive Rule 25.201 requires utilities that operate a control area to provide ancillary services.  TMPA does not operate a control area.

SCHEDULE A-1:  TRANSMISSION COST OF SERVICE

Q.
WHAT IS THE SOURCE OF DATA FOR SCHEDULE A-1?

A.
Data for Schedule A-1 was taken from Schedules B through I.  The schedule summarizes the production, transmission, distribution, and total cost of service for TMPA.  

Q.
WHAT IS THE TOTAL TRANSMISSION COST OF SERVICE FOR TMPA?

A.
Schedule A-1 shows that the base rate revenue requirements associated with transmission are $43,914,845 out of a total revenue requirement of $238,199,230.

SCHEDULE B:  TRANSMISSION RATE BASE

Q.
WHAT IS THE SOURCE OF DATA FOR SCHEDULE B?

A.
Data for Schedule B was taken from Schedules B through I.  The schedule summarizes the production, transmission, distribution, and total rate base and return on rate base for TMPA.  

Q.
WHAT IS THE TOTAL TRANSMISSION RATE BASE AND RETURN ON RATE BASE FOR TMPA?

A.
Schedule B shows that the rate base associated with transmission is $102,700,079 out of a total rate base of $437,050,820.  The return on rate base for the transmission function is $37,629,309.

SCHEDULE B-1:  ORIGINAL COST OF TRANSMISSION PLANT

Q.
WHAT IS THE SOURCE OF DATA FOR SCHEDULE B-1?

A.
Schedule B-1 shows the transmission-related plant accounts and data were taken directly from Schedule I-Rate Base.  The schedule shows the transmission plant accounts along with any account transfers.  Note that in some cases account transfers were required to provide the appropriate functionalization of costs.  These account transfers are discussed in detail in relation to Schedule I-Rate Base.  All of these plant accounts were directly assigned to transmission.

Q.
WHAT IS THE TOTAL ORIGINAL COST OF TRANSMISSION PLANT FOR TMPA?

A.
After account transfers, the total original cost of transmission plant is $146,615,523.

SCHEDULE B-2:  ORIGINAL COST OF GENERAL PLANT

Q.
WHAT IS THE SOURCE OF DATA FOR SCHEDULE B-2?

A.
Schedule B-2 shows the general plant accounts other than communication equipment for TMPA, with data taken directly from Schedule I-Rate Base.  The Schedule shows the general plant accounts along with any account transfers. All of the general plant accounts, with the exception of Account 392, are allocated on the basis of the Transmission Net Plant to Total Net Plant (“NTP”) Factor.  

Q.
PLEASE EXPLAIN WHY THE NTP FACTOR WAS USED TO ALLOCATE GENERAL PLANT.

A.
TMPA’s general plant accounts include assets that serve both the generation and transmission functions of TMPA.  The bulk of the general plant costs are associated with accounts 389 and 390.  Accounts 389 and 390 include land, structures, and improvements at TMPA’s main site, which is the location for the generating plant, several transmission facilities, and the administration building.  TMPA, in the past, has not broken out these costs by function.  The land, structures, and improvements are used primarily to accommodate the physical assets on the site rather than the employees on the site. Other general plant items are used for a combination of production, transmission, and administrative functions, or are used solely for administrative functions.  



The components that make up TMPA’s general plant differ from those of many other utilities.  While in many cases general plant is primarily for an administration building physically separated from any generating or transmission assets, TMPA’s generating plant and administrative building share the same location, along with several transmission facilities.  TMPA’s general plant accounts are much broader in nature for this reason.  



The use of the Total Payroll Including Contractors (“TPIC”) Factor, which allocates only 4.5 percent to transmission, is not appropriate for allocating general plant due to the unique circumstances of TMPA.  While the general plant supports the overall operation of TMPA, the number of employees in each function at TMPA are not indicative of the overall operation by function.  TMPA is not a full-service utility with multiple resources within each function.  TMPA has only one generating plant along with approximately 330 miles of transmission facilities, which were originally designed to provide delivered power to the Member Cities.  The transmission function is capital intensive and requires few employees to operate and maintain the system.  The generating plant, on the other hand, requires much higher levels of employees and around-the-clock staffing to operate and maintain the plant.  



For all of these reasons, the NTP Factor, which allocates 22.9 percent to transmission, was determined to be the most appropriate allocator for TMPA’s general plant.  This factor better represents the cost causation of general plant items for TMPA’s unique structure.

Q.
HOW WAS ACCOUNT 392, TRANSPORTATION EQUIPMENT, ALLOCATED BETWEEN TRANSMISSION AND GENERATION?

A.
Account 392 includes the bulk of TMPA’s vehicles, which are used for various functions.  These vehicles were directly assigned, where possible, to either the generation or transmission function.  Those vehicles that had multiple uses were allocated on the basis of the NTP Factor.  The total original cost of Account 392 is $708,184 with $555,645 transferred out of general plant and directly assigned to generation and transmission.  A total of $375,018 was directly assigned to generation and transferred to Account 316.  A total of $180,627 was directly assigned to transmission and included in Transmission-Other.  The remaining $152,539 was allocated using the NTP Factor, like all other general plant.

Q.
WHAT IS THE TOTAL ORIGINAL COST OF GENERAL PLANT FOR TMPA?

A.
After account transfers, the total original cost of general plant without communication equipment is $96,484,395.  Of this total, $22,049,757 is directly assigned or allocated to transmission.

SCHEDULE B-3:  COMMUNICATION EQUIPMENT

Q.
WHAT IS THE SOURCE OF DATA FOR SCHEDULE B-3?

A.
Schedule B-3 shows the specific communication equipment items included in FERC Account 397, along with account transfers from FERC Account 316.  The transfer of $724,660 from Account 316 is for the internal communication system, which includes the intraplant telephone (gaitronic system), the public address system, and portable radios.  With the exception of the internal communication system, the primary purpose of the communication equipment is for transmission.  Therefore, costs were directly assigned to transmission.  The internal communication system is used for communications between all TMPA staff to serve the generation, transmission, and administrative functions.  This account was therefore functionalized as general plant, and allocated between transmission and generation on the basis of the NTP Factor, like all other general plant.

Q.
WHAT IS THE TOTAL ORIGINAL COST OF COMMUNICATION EQUIPMENT FOR TMPA?

A.
After account transfers and allocation, the total original cost of communication equipment is $3,327,929, with $2,768,877 directly assigned or allocated to transmission.

SCHEDULE B-4:  CONSTRUCTION WORK IN PROGRESS

Q.
WHAT IS THE SOURCE OF DATA FOR SCHEDULE B-4?

A.
Schedule B-4 is based on TMPA’s detailed schedule of the 1999 Construction Fund Expenditures, with direct assignment of each item.  Only two items are related to transmission, namely the repair of a 345 kV breaker and painting of transmission facilities.  A copy machine is included in CWIP and is considered general plant.  This item was allocated on the basis of the NTP Factor, like all other general plant.  All other items were directly assigned to generation.  The total Construction Work in Progress (“CWIP”) was taken from TMPA’s Unaudited Balance Sheet shown in WP/I-Rate Base/2.  

Q.
WHAT AMOUNT OF CWIP IS ALLOCATED TO TRANSMISSION FOR TMPA?

A.
Total CWIP for TMPA is $6,136,212.  Based on the one item related to transmission and a share of the amount assigned to general plant, a total CWIP of $213,092 is directly assigned or allocated to transmission.

SCHEDULE B-5:  ACCUMULATED DEPRECIATION

Q.
WHAT IS THE SOURCE OF DATA FOR SCHEDULE B-5?

A.
Schedule B-5 shows the accumulated depreciation for transmission and general plant for TMPA and was taken directly from Schedule I-Rate Base.  The schedule shows the transmission and general plant items by FERC account along with any account transfers.  Accumulated depreciation accounts are allocated on the same basis as the corresponding plant accounts.

Q.
WHAT IS THE ACCUMULATED DEPRECIATION FOR TRANSMISSION AND GENERAL PLANT FOR TMPA?

A.
After account transfers, the total accumulated depreciation directly assigned to transmission plant is $60,313,884.  Accumulated depreciation for general plant is equal to $32,456,963.  Of this amount, $8,356,041 is allocated to transmission.

SCHEDULE B-6:  PLANT HELD FOR FUTURE USE

Q.
WHAT IS THE SOURCE OF DATA FOR SCHEDULE B-6?

A.
Schedule B-6 is based on TMPA’s detailed schedule of Plant Held for Future Use (“PHFFU”) items.  Three items are included in this account.  Arlington land is retained land from TMPA’s previous administration facilities, which is being held for potential use in the future.  A spare generator is the largest item held in this account.  A spare step-up transformer is held for future use in the event of equipment failure.  All of the PHFFU items have been directly assigned to generation.  

Q.
WHAT AMOUNT OF PLANT HELD FOR FUTURE USE IS ALLOCATED TO TRANSMISSION FOR TMPA?

A.
All of the $9,515,376 of Plant Held for Future Use has been directly assigned to generation.  

SCHEDULE B-7:  ACCUMULATED PROVISION BALANCES

Q.
WHAT IS THE SOURCE OF DATA FOR SCHEDULE B-7?

A.
Schedule B-7 is not applicable for TMPA.  TMPA does fund a self-insurance program, however, any amounts above the authorized level for accumulated funds have been excluded from this Schedule due to the fact that TMPA expects any increases in total accumulated funds to be paid out in claims against the fund.  

Q.
PLEASE PROVIDE INFORMATION ON TMPA’S SELF-INSURANCE PROGRAM.

A.
TMPA has funded a self-insurance program since 1987.  Self-insurance is used to cover both property and liability losses.  The program is supplemented with commercial insurance policies.  The self-insurance program is funded to cover costs on an annual basis, with costs of about $1.5 million per year.  Any retained earnings associated with the program are retained in the program fund. 

SCHEDULE B-8:  MATERIALS AND SUPPLIES

Q.
WHAT IS THE SOURCE OF DATA FOR SCHEDULE B-8?

A.
Schedule B-8 is based on TMPA’s detailed Unaudited Balance Sheet found in WP/I-Rate Base/2.  Because the inventory contained within the Materials and Supplies accounts changes frequently based on the needs of TMPA and ordering and shipping schedules for supplies, direct assignment of Materials and Supplies for a specific date is both extremely difficult and not necessarily representative of the usual inventory.  Therefore, all items were allocated on the NTP Factor to reflect the fact that Materials and Supplies are needed to operate and maintain all of TMPA’s assets.

Q.
WHAT AMOUNT OF MATERIALS AND SUPPLIES IS ALLOCATED TO TRANSMISSION FOR TMPA?

A.
Based on the allocation resulting from the NTP Factor, a total of $866,591 of Materials and Supplies, out of a total of $3,791,992, is allocated to transmission.

SCHEDULE B-9:  CASH WORKING CAPITAL

Q.
WHAT IS THE SOURCE OF DATA FOR SCHEDULE B-9?

A.
Schedule B-9 shows the total O&M expense for TMPA taken from Schedule I-O&M Expense, allocated to generation, transmission, and distribution.  For each function, one-eighth of the O&M expense is used as the cash working capital based on the Commission’s instructions for a municipal utility.

Q.
WHAT IS THE TOTAL CASH WORKING CAPITAL RELATED TO TRANSMISSION FOR TMPA?

A.
Using one-eighth of the total directly assigned and allocated O&M expense for transmission of $2,279,188, the cash working capital for transmission is equal to $284,898.

SCHEDULE B-10:  PREPAYMENTS

Q.
WHAT IS THE SOURCE OF DATA FOR SCHEDULE B-10?

A.
Schedule B-10 contains prepayments for insurance expenses, equal to $166,179.  Because the insurance is for TMPA’s physical assets, these costs have been allocated on the basis of the NTP Factor.  This results in an allocation of $37,977 to transmission.

SCHEDULE B-11:  OTHER RATE BASE ITEMS

Q.
WHAT IS THE SOURCE OF DATA FOR SCHEDULE B-11?

A.
Schedule B-11 is based on TMPA’s detailed Statements of Operations and Accumulated Excess Revenues found in WP/I-Rate Base/2.  Account 106 includes assets that are on the books but could not be specifically identified for TMPA’s Fixed Asset Cost Details report.  Because these assets are unidentified, it was not known whether they were related to generation, transmission, or general plant.  This account, therefore, was allocated on the NTP Factor to reflect the allocation of all other assets.  The items in Account 108058 include general plant accumulated depreciation adjustments, which were treated like all general plant items and allocated on the basis of the NTP Factor.  Account 108100 includes adjustments to depreciation for specific items that have been written off by TMPA.  These items have been directly assigned and are primarily related to mine land.  The only item assigned to transmission is a gain of $10,816 from the sale of the Euless office site.  This office was used for transmission staff prior to its closure.

Q.
WHAT AMOUNT OF OTHER RATE BASE ITEMS IS ALLOCATED TO TRANSMISSION FOR TMPA?

A.
Including both direct assignments and allocated items, a cost of $198,446 is allocated to transmission.  This compares to a total credit to rate base of $11,522,967.

SCHEDULE B-12:  ADIT & FAS 109 ACCOUNTS

Q.
WHAT IS THE SOURCE OF DATA FOR SCHEDULE B-12?

A.
Schedule B-12 was created to show the direct assignment and allocation of costs under FAS 109 Accounts.  The total was taken from TMPA’s detailed Unaudited Balance Sheet found in WP/I-Rate Base/2.  Where possible, individual items were directly assigned.  A total reversal of $20,084,296 was directly assigned to generation, while a reversal of $400,188 was directly assigned to transmission.  Non-assignable items, equal to a credit of $5,535,201, were allocated on the NTP Factor as they reflect items associated with all of TMPA’s assets.

Q.
WHAT AMOUNT OF ADIT AND FAS 109 ACCOUNT CREDITS ARE ALLOCATED TO TRANSMISSION FOR TMPA?

A.
Based on the direct assignment and allocation of costs using the NTP Factor, a total credit to rate base of $1,665,158 is allocated to transmission, out of a total credit of $26,019,686.

SCHEDULE B-13:  GAINS AND LOSSES ON DISPOSAL OF ASSETS

Q.
WHAT IS THE SOURCE OF DATA FOR SCHEDULE B-13?

A.
Schedule B-13 was created to show the direct assignment and allocation of gains and losses on the disposal of TMPA assets.  The total is related to TMPA’s detailed Statement of Operations and Accumulated Excess Revenues, which is provided in the workpapers.  Where possible, individual items were directly assigned.  One cost item equal to $8,219 was related to the sale of land and was directly assigned to transmission.  Two minor items with a gain $3,154 were considered general items and were allocated on the NTP Factor.  The bulk of the losses on the disposal of assets, totaling $945,598, were directly assigned to generation.

Q.
WHAT AMOUNT OF GAINS AND LOSSES ON THE DISPOSAL OF ASSETS IS ALLOCATED TO TRANSMISSION FOR TMPA?

A.
Based on the direct assignment and allocation of certain costs, a total loss of $7,498, out of a total loss of $950,663, is allocated to transmission.

SCHEDULE C-2:  MUNICIPAL UTILITIES AND RIVER AUTHORITIES

Q.
WHAT IS THE SOURCE OF DATA FOR SCHEDULE C-2?

A.
Schedule C-2 was developed following the Commission’s instructions for a municipal utility along with provisions included in Section 40.059(g) of PURA, which were added by Senate Bill 7.  The debt service requirement for TMPA was based on levelized payments for long-term bonds and commercial paper.  The levelized long-term bond payments were multiplied by the debt service coverage ratio of 1.50, as contained in Section 40.059(g) of PURA.  The levelized debt service for commercial paper was multiplied by 1.25 times to reflect an appropriate coverage factor for risk.  TMPA uses its commercial paper program as part of its overall program for financing long-term obligations, and the program is cost-effective relative to long-term borrowing.  While a specific debt service coverage is not required as with the long-term debt, it is prudent to plan for the risk associated with not meeting debt service on commercial paper.  For that reason, the added coverage factor of 0.25 was used for commercial paper to ensure adequate revenues to cover debt service payments in each year.  



Details of the debt service amounts by year are included on pages 2 through 4 of the Schedule.  Pages 5 and 6 of the schedule provide the relevant excerpts of the bond covenants for TMPA.  The bond covenants stated on page 6 of Schedule C-2 are for the Series 1994 Bonds.  The required debt service coverage is specified in Section 6.10 Rates and Charges.  An identical provision concerning debt service coverage is contained in all other bond issues.

Q.
WHAT SPECIAL PROVISIONS IN SENATE BILL 7 WERE APPLICABLE TO TMPA’S RATE OF RETURN CALCULATIONS?

A.
Section 40.059(g) of PURA, as amended by Senate Bill 7, allows for the levelization of TMPA’s debt service for the purpose of calculating TMPA’s transmission revenue requirements.  The language reads as follows:


“The municipal power agency or its successor in interest may, at its option, use the rate of return method for calculating its transmission cost of service.  If the rate of return method is used, the return component for the transmission cost of service revenue requirement shall be sufficient to meet the transmission function’s pro rata share of levelized debt service and debt service coverage ratio (1.50) and other annual debt obligations; provided, however, that the total levelized debt service may not exceed the total debt service under the current payment schedule.  Any additional revenue generated by the methodology described in this subsection shall be applied to reduce the agency’s outstanding indebtedness.”

Q.
HOW WAS TMPA’S LEVELIZED DEBT SERVICE CALCULATED?

A.
Long term and commercial paper debt service payments for the years 2000 to 2018 were used to develop the simple average debt service over that period.  This produced a levelized annual debt service of $113,023,235 for long-term debt and $13,170,448 for commercial paper.  The debt service coverage ratio of 1.5 times was then applied to the levelized amount for long-term debt and a coverage ratio of 1.25 times was applied to the levelized amount of commercial paper.  For the period 2000 to 2018, the total debt service over all years is the same whether the current payment schedule or the levelized amounts are used.  The total for all years is $2,034,418,221 for long-term debt and $250,238,515 for commercial paper.

Q.
HOW WAS A RATE OF RETURN CALCULATED FROM THE LEVELIZED DEBT AND DEBT SERVICE COVERAGE?

A.
The resulting levelized debt service, including coverage equals $185,997,912.  This amount was reduced by interest income and depreciation, resulting in a total return of $160,155,145.  In comparing this to the total rate base for TMPA, the resulting rate of return is 36.64 percent.

Q.
HOW WILL TMPA USE ANY ADDITIONAL REVENUE RESULTING FROM THE USE OF LEVELIZED DEBT?

A.
As required by PURA Section 40.059(g), TMPA will use any additional revenue resulting from levelized debt service to apply against TMPA’s outstanding indebtedness. TMPA recently passed a Resolution to prepare a plan for reducing its debt, consistent with PURA Section 40.059(g).  

Q.
HOW WILL THE AMOUNT OF ADDITIONAL REVENUE RESULTING FROM THE USE OF LEVELIZED DEBT BE CALCULATED EACH YEAR?

A.
The amount of additional revenue will be calculated as the difference between the return component resulting from the rate of return calculated for both levelized and actual debt for each year.  The rate of return calculation for the two different cases and the applicable rate base will be determined using the Transmission Cost of Service in place at the time each year’s additional revenue is calculated.  Using the year 2000 as an example, the rate of return is 36.64 percent in the levelized case and 26.67 percent based on actual debt service for the year 2000.  The difference in these rates of return multiplied by the rate base of $102,700,309 results in additional revenue of $10,649,998 for the year 2000.  Using the same approach, the additional revenue for 2001 would be $8,955,447.  Note that the amount of additional revenue declines each year as TMPA’s annual debt service increases.  

SCHEDULE D-1:  TRANSMISSION O&M EXPENSES

Q.
WHAT IS THE SOURCE OF DATA FOR SCHEDULE D-1?

A.
Schedule D-1 shows direct transmission O&M expenses, with data taken directly from Schedule I-O&M.  The schedule shows the transmission O&M items by account.  All of these expense items were directly assigned to transmission.

Q.
WHAT IS THE TOTAL COST FOR DIRECT TRANSMISSION O&M FOR TMPA?

A.
The total direct transmission O&M expense for TMPA is $1,097,521.

SCHEDULE D-2:  PURCHASED POWER

Q.
WHAT IS THE SOURCE OF DATA FOR SCHEDULE D-2?

A.
TMPA had no purchased power expenses during the test year.

SCHEDULE D-3:  A&G EXPENSES

Q.
WHAT IS THE SOURCE OF DATA FOR SCHEDULE D-3?

A.
Schedule D-3 shows the A&G expenses for TMPA taken directly from Schedule I-O&M.  The schedule shows the A&G items by account.  A&G items are shown to be allocated on the basis of the NTP, TPIC or Total Payroll Excluding Contractors (“TPEC”) Factors.  Note that the A&G expenses are based on TMPA’s Statement of Operations and Accumulated Excess Revenues, which is provided in the workpapers.  The exception is that the costs associated with TMPA’s credit instrument for its Commercial Paper Program has been taken out of Account 921 and included in the cost of the Commercial Paper Program as shown in Schedule C-2.

Q.
PLEASE EXPLAIN THE RATIONALE FOR THE ALLOCATION FACTORS SELECTED FOR A&G EXPENSES.

A.
Account 925, Injuries and Damages, was allocated using the TPIC factor.  This account reflects costs associated with insurance of TMPA or contract employees against injuries or damages while on the job.  These costs are most closely associated with TMPA employees, and are therefore allocated on the basis of the total O&M payroll, including contractors.  Account 926, Pensions and Benefits are allocated using the TPEC factor as these costs are directly associated with TMPA’s own employees.  Note that TMPA’s calculations of the TPIC and TPEC factors are the same, as TMPA does not have contract labor that can be included in the TPIC factor.  All other A&G expenses are allocated on the basis of the NTP factor.  This allocation method reflects the fact that expenses most closely follow the overall issues associated with TMPA’s business, and are not related to the number of employees.

Q.
WHY IS THE NTP FACTOR MOST APPROPRIATE FOR MANY OF THE A&G EXPENSES?

A.
TMPA is not a full service utility and its sole role is to provide generation and transmission service to its Member Cities.  The number of staff is not indicative of the amount of time spent by A&G staff.  Using a labor allocator, like the TPIC, is not representative of A&G expenses in part because transmission is such a capital-intensive function and requires very little employee time relative to cost.  Also, the generating plant requires round-the-clock staffing, unlike transmission.  Payroll costs are only about 25 percent of total O&M costs (without A&G) for the transmission function, compared with nearly 40 percent for the generation function.  When compared to rate base, payroll costs are less than one-half percent for transmission, compared with nearly 2 percent for generation.



In reviewing the administrative staff functions, it was clear that little of their work was related to management of staff and that a substantial percent of their time was spent on transmission-related assignments.  In fact, TMPA recently entered into a contract with Duke-Fluor Daniel to manage the generating plant, requiring little or no oversight of generation by TMPA administrative staff.  The administrative duties performed by the A&G staff include overall management of TMPA, treasury, accounting, legal service, human resources, auditing, and information resources.  With the exception of human resources, all of these functions deal with TMPA’s general business function, which is tied more directly to assets than employees.  For example, the accounting department spends time on the general ledger issues related to assets and expenses.  The Treasury department manages TMPA’s debt, which is directly related to assets.  The Information Resources department provides support in all computing areas, including planning of resources, the accounting system, operations of the transmission and generation system, etc.  The legal department works on various issues, however, a large portion of time has been spent on transmission regulatory issues. 



In general, the A&G expenses have several components that impact the allocation of time and expenses, including asset-related issues, expense-related issues, employee-related issues, requirements imposed from outside, such as the ERCOT-wide transmission rates and regulations, financial-related issues associated with debt, and member-related issues.  Each of these different factors would lead to different allocation methods.  The TPIC reflects one small aspect of the various factors, but the 4.5 percent allocation to transmission seriously underestimates the remaining factors.  Outside factors impacting TMPA are currently more heavily weighted by transmission issues.  With approximately 330 miles of transmission facilities and the fact that TMPA’s transmission system is now regulated, the transmission function has required considerable attention from A&G staff. Given the range of factors impacting A&G expenses, the NTP factor, with an allocation of 22.9 percent to transmission, reflects several of the issues and is a good compromise for the other issues.  



TMPA has begun a process whereby administrative staff will be tracking the time spent on various activities to provide for the direct assignment of A&G costs in the future.  Rather than adjusting the TPIC factor or developing a new functionalization factor outside of the Commission’s instructions, TMPA chose to use the NTP factor for A&G expenses.

Q.
WHAT IS THE TOTAL A&G EXPENSE FOR TMPA?

A.
The total A&G expense for the test year is $7,699,512, of which $1,181,667 is allocated to transmission.

SCHEDULE D-4:  PAYROLL EXPENSE DISTRIBUTION

Q.
WHAT IS THE SOURCE OF DATA FOR SCHEDULE D-4?

A.
Schedule D-4 is based on TMPA’s records of labor costs for transmission accounts, A&G salaries and total payroll expense.  Labor costs for generation were calculated as the total payroll less transmission payroll and A&G payroll expenses. 

Q.
WHAT AMOUNT OF LABOR COSTS ARE ASSOCIATED WITH TRANSMISSION FOR TMPA?

A.
Out of total payroll costs of $6,983,050, an amount equal to $260,065 was determined to be directly assignable to transmission.  Another $1,160,743 was associated with administrative salaries.  By subtracting out the transmission payroll and A&G payroll, the remaining amount of $5,562,242 was calculated as the generation payroll expense.

SCHEDULE D-5:  SUMMARY OF EXCLUSIONS
FROM REPORTING PERIOD

Q.
WHAT IS THE SOURCE OF DATA FOR SCHEDULE D-5?

A.
Schedule D-5 is not applicable for TMPA as it has no exclusions.

SCHEDULE E-1:  DEPRECIATION EXPENSE

Q.
WHAT IS THE SOURCE OF DATA FOR SCHEDULE E-1?

A.
Schedule E-1 shows the depreciation expense for transmission and general plant.  Depreciation expenses were taken directly from Schedule I-Other.  The schedule shows the depreciation expense by account along with any account transfers.  The allocation of these costs correspond to the allocation factor used for the associated plant account.  Depreciation rates are not shown by account as items within an account may have differing depreciation rates.  In general, transmission facilities and major general plant items are depreciated on a straight-line basis over 35 years.  This results in a depreciation rate of 2.86 percent.

Q.
WHAT IS THE TOTAL DEPRECIATION EXPENSE FOR TRANSMISSION AND GENERAL PLANT?

A.
The total transmission depreciation expense for TMPA is $3,414,721, which is directly assigned to the transmission function.  The depreciation expense for general plant is $2,070,369 after account transfers, with $524,205 allocated to transmission.

SCHEDULE E-2:  TAX EXPENSE

Q.
WHAT IS THE SOURCE OF DATA FOR SCHEDULE E-2?

A.
Schedule E-2 is not applicable for TMPA as all tax items are reported in A&G expense accounts.  TMPA pays FICA taxes and makes payments in lieu of taxes to several jurisdictions.  These items were not taken out of A&G accounts for this Schedule.  TMPA is not subject to federal income taxes.

SCHEDULE E-3:  OTHER EXPENSES

Q.
WHAT IS THE SOURCE OF DATA FOR SCHEDULE E-3?

A.
Schedule E-3 is not applicable for TMPA as it has no other expense items.

SCHEDULE E-4:  OTHER TRANSMISSION REVENUE ITEMS

Q.
WHAT IS THE SOURCE OF DATA FOR SCHEDULE E-4?

A.
Schedule E-4 shows revenue credits for TMPA taken from the Statements of Operations and Accumulated Excess Revenues report.  Where possible, items were directly assigned based on the source of the funds.  For example, revenue from the sale of fly ash was directly assigned to generation.  The gains and losses on the disposal of property were directly assigned, as shown in Schedule B-13.  Non-assignable items were allocated using the NTP Factor, consistent with general plant items.

Q.
WHAT AMOUNT OF REVENUE CREDITS ARE ASSOCIATED WITH TRANSMISSION FOR TMPA?

A.
Out of total revenue cost of $774,690, a total of $8,219 was directly assigned to transmission and another $507,414 was directly assigned to generation.  The remaining amount of $259,057 was allocated using the NTP Factor.  After direct assignment and allocation, a total cost of $67,422 is related to transmission.

SCHEDULE F-1:  TPIC FUNCTIONALIZATION FACTOR

Q.
WHAT IS THE SOURCE OF DATA FOR SCHEDULE F-1?

A.
Schedule F-1 is based on labor costs shown in Schedule D-4.  Transmission-related payroll was calculated at $260,065.  Production payroll is equal to $5,562,241.  

Q.
WHAT IS THE RESULTING TPIC FUNCTIONALIZATION FACTOR?

A.
Based on the O&M payroll expense for each function, the resulting TPIC Factor is 4.5 percent for transmission and 95.5 percent for generation.

SCHEDULE F-2:  TPEC FUNCTIONALIZATION FACTOR

Q.
WHAT IS THE SOURCE OF DATA FOR SCHEDULE F-2?

A.
Schedule F-2 is based on labor costs shown in Schedule D-4.  TMPA’s O&M labor costs generally do not include contract labor, making the TPEC Factor the same as the TPIC Factor. 

Q.
WHAT IS THE RESULTING TPEC FUNCTIONALIZATION FACTOR?

A.
Based on the O&M payroll expense for each function, the resulting TPEC Factor is 4.5 percent for transmission and 95.5 percent for generation.

SCHEDULE F-3:  TRANSMISSION O&M TO TOTAL O&M

FUNCTIONALIZATION FACTOR

Q.
WHAT IS THE SOURCE OF DATA FOR SCHEDULE F-3?

A.
Schedule F-3 is based on O&M costs taken from Schedule I-O&M.  Total O&M costs are shown without A&G costs.  

Q.
WHAT IS THE RESULTING O&M FUNCTIONALIZATION FACTOR?

A.
Based on the O&M expense for each function, the resulting O&M Factor is 8.7 percent for transmission and 91.3 percent for generation.

SCHEDULE F-4:  TRANSMISSION NET PLANT TO TOTAL NET PLANT
(NTP) FUNCTIONALIZATION FACTOR

Q.
WHAT IS THE SOURCE OF DATA FOR SCHEDULE F-4?

A.
Schedule F-4 is based on net plant in service as shown in Schedule I-Rate Base.  Total plant in service is shown without general plant.  

Q.
WHAT IS THE RESULTING NTP FUNCTIONALIZATION FACTOR?

A.
Based on the net plant for each function, the resulting NTP Factor is 22.9 percent for transmission and 77.1 percent for generation.

SCHEDULE G-1:  WHEELING REVENUES UNDER EXISTING CONTRACTS

Q.
WHAT IS THE SOURCE OF DATA FOR SCHEDULE G-1?

A.
Schedule G-1 is not applicable as all wheeling revenues are generated through the ERCOT-wide transmission pricing mechanism.  TMPA is not collecting any revenue under bilateral contracts at this time.

SCHEDULE H-1:  PEAK DEMAND DATA FOR
JUNE, JULY, AUGUST, AND SEPTEMBER

Q.
WHAT DATA IS PROVIDED IN SCHEDULE H-1?

A.
Schedule H-1 shows load data for TMPA and wholesale sales to its Member Cities.  TMPA generates power for use by its Member Cities, and TMPA’s own load is limited to station use.  For 1999, TMPA’s generation at the time of the ERCOT peak was 455 MW in June, 455 MW in July, 454 MW in August, and 454 MW in September.  After a small amount of station use, all power was sold to TMPA’s Member Cities on a wholesale basis.

SCHEDULE I:  RATE BASE

Q.
WHAT IS THE SOURCE OF DATA FOR SCHEDULE I-RATE BASE?

A.
Schedule I-Rate Base uses data from TMPA’s Fixed Asset Cost Details provided in WP/I-RB/4 and Accumulated Depreciation Detail provided in WP/I-RB/3.  Original cost and accumulated depreciation for individual assets in those reports were summed by FERC account for use in Schedule I-Rate Base.  

Q.
WERE ANY ACCOUNT TRANSFERS MADE IN SCHEDULE I-RATE BASE?

A.
TMPA historically provided bundled costs when setting rates for its Member Cities.  Therefore, items have not always been assigned to appropriate FERC accounts for use in an exercise such as determining transmission-related revenue requirements.  This is particularly true for general or transmission plant items that are located at the main TMPA site.  In the past, these plant items were simply placed in the production plant accounts if they were located at the main site.  For that reason, certain items were transferred out of production plant accounts and into general or transmission plant accounts.  TMPA staff reviewed the functionality of all assets to determine how assets were used and whether they were in the proper accounts.  Based on a review of staff findings, a total of $89,819,008 was transferred from steam production plant, with $596,333 moved into transmission plant and $89,222,675 moved into general plant.  

Q.
PLEASE EXPLAIN EACH OF THE ACCOUNT TRANSFERS MADE?

A.
While total account transfers are shown in Schedule I-Rate Base, individual items transferred are provided in WP/I-Rate Base.  The following discusses the reason for each transfer:


Account 310 - Plant Land is transferred to general plant account 389 as it includes land for the main office building, generation plant, and transmission plant.


Account 311 - Maintenance Building is transferred to general plant account 390 as it is used by production, transmission, and administrative personnel.


Account 311 - Mega Warehouse is transferred to transmission plant account 352 as it is used to store transmission spare parts and equipment.


Account 311 - Other Minor Buildings and Structures is transferred to general plant account 390 as it contains minor buildings used for the production, transmission, and administrative functions.


Account 311 - Main Office Building is transferred to general plant account 390 as it is used by administrative, production, and transmission personnel.


Account 311 - Land and Training Building is transferred to general plant account 390 as it is used by administrative, production, and transmission personnel.


Account 311 - Site Drainage System is transferred to general plant account 390 as it is used over the entire land for administrative, production, and transmission facilities.


Account 311 - Bridge is transferred to general plant account 390 as it is used for access to the main office building, production plant, and transmission facilities.


Account 311 - Paved Surfaces Other than Roads is transferred to general plant account 390 as it is for paved surfaces serving the main office building, transmission facilities, and production plant.


Account 311 - Roads is transferred to general plant account 390 as it is used for access to the main office building, production plant, and transmission facilities on the property.


Account 311 - Sanitary Sewer System is transferred to general plant account 390 as it is used to serve the main office building, transmission facilities, and generating plant.


Account 311 - Miscellaneous Site and Improvements is transferred to general plant account 390 as it is associated with the main office building, transmission plant, and generating plant.


Account 311 - Yard Lighting System is transferred to general plant account 390 as it is used for the main office building, transmission facilities, and production plant.


Account 311 - Domestic Water Supply System is transferred to general plant account 390 as it is used to serve the main office building, transmission facilities, and generating plant.


Account 315 - Process Computer is transferred to general plant account 391 as it is used for administrative, production, and transmission functions.


Account 315 - Diesel Generator is transferred to general plant account 398 as it is used for black start of both the production and transmission plant.


Account 315 - Main Plant UPS is transferred to general plant account 398 as it is used for administrative, production, and transmission functions.


Account 316 - Communication System is transferred to general plant as it is used for administrative, production, and transmission functions.


Account 316 - Shop Equipment is transferred to general plant account 394 as it is used for both production and transmission functions.


Account 316 - Underground Piping and Hydrant is transferred to general plant account 394 as it is used for production, transmission, and administrative facilities.


Account 316 - Diesel Fire Pump is transferred to general plant account 394 as it is used for production, transmission, and administrative facilities.


Account 316 - Electric Motor Fire Pump is transferred to general plant account 394 as it is used for production, transmission, and administrative facilities.


Account 316 - Miscellaneous Fire Pump and Protection is transferred to general plant account 394 as it is used for production, transmission, and administrative facilities.


Account 316 - Shop Equipment is transferred to general plant account 394 as it is used for both production and transmission functions.


Account 316 - Tools and Supplies is transferred to general plant account 394 as it is used for both production and transmission functions.


Account 316 - Fuel and Yard Equipment (a portion of the total) is transferred to Transmission Plant-Other as it represents vehicles used solely for transmission operations.


Account 316 - Plant Kitchen Equipment is transferred to general plant account 394 as it is used by production, transmission, and administrative personnel.


Account 316 - Gas & Diesel Pumps and Tanks is transferred to general plant account 394 as it is used for production, transmission, and general vehicles.


Account 316 - Miscellaneous Plant Equipment is transferred to general plant account 394 as it is used for both production and transmission functions.

Q.
HOW WERE RATE BASE ACCOUNTS ALLOCATED BETWEEN PRODUCTION, TRANSMISSION, AND DISTRIBUTION?

A.
In all cases, no costs were allocated to distribution as TMPA does not provide a distribution function.  Production plant accounts 309 through 316 were directly assigned to generation.  Transmission plant accounts 350 through 359 were directly assigned to transmission, as summarized in Schedule B-1.  General plant accounts 389 through 396 and 398 through 399 were allocated using the NTP Factor, as summarized in Schedule B-2.  As explained earlier, general plant items are more closely aligned with the NTP Factor than with the TPIC Factor contained in the Commission’s instructions.

Q.
WHAT IS THE TOTAL AND NET PLANT IN SERVICE FOR TMPA?

A.
Total TMPA plant in service is equal to $844,376,701, of which $171,434,157 is allocated to transmission.  After subtracting out accumulated depreciation, the remaining net plant in service for TMPA is $444,990,427.  For the transmission function, the allocated net plant in service is equal to $102,764,233.

Q.
WHAT IS THE TOTAL RATE BASE FOR TMPA?

A.
After adding other rate base items, including FAS 109 Accounts and Working Capital, TMPA’s total rate base is equal to $437,050,820.  Of this amount, $102,700,079 is allocated to transmission.

SCHEDULE I:  O&M EXPENSE

Q.
WHAT IS THE SOURCE OF DATA FOR SCHEDULE I-O&M EXPENSE?

A.
Schedule I-O&M Expense uses data from TMPA’s Statements of Operations and Accumulated Excess Revenues report shown in WP/I-O&M with expenses shown by account.

Q.
WERE ANY ACCOUNT TRANSFERS MADE IN SCHEDULE I-O&M EXPENSE?

A.
No account transfers were made for O&M expenses.  As explained earlier, a portion of expenses from Account 921 were excluded in O&M expenses because they were incorporated in the cost of the Commercial Paper Program.

Q.
HOW WERE O&M EXPENSE ACCOUNTS ALLOCATED BETWEEN PRODUCTION, TRANSMISSION, AND DISTRIBUTION?

A.
In all cases, no expenses were allocated to distribution as TMPA does not provide a distribution function.  Production Expense Accounts 500 through 557 were directly assigned to generation.  Transmission Expense Accounts 560 through 574 were directly assigned to transmission, as summarized in Schedule D-1. Administrative & General expenses are summarized in Schedule D-3.  Administrative & General Account 925 was allocated on the basis of the TPIC Factor, because injuries and damages expenses are directly related to labor costs, including contractors.  Account 926 was allocated on the basis of the TPEC Factor, as pensions and benefits are paid on the basis of TMPA’s direct employees.  All other A&G expenses were allocated using the NTP Factor.  As explained earlier for Schedule D-3, administrative staff time is more closely aligned with the NTP Factor in the case of TMPA than with the TPIC Factor contained in the Commission’s instructions.

Q.
WHAT IS THE TOTAL O&M EXPENSE FOR TMPA?

A.
Total O&M expenses for TMPA equal $54,473,310, of which $2,279,188 is allocated to transmission.

SCHEDULE I:  OTHER EXPENSES

Q.
WHAT IS THE SOURCE OF DATA FOR SCHEDULE I-OTHER EXPENSES?

A.
Schedule I-Other Expenses uses data from TMPA’s Accumulated Depreciation Detail and Statements of Operations and Accumulated Excess Revenues reports.  Schedule I-Other Expenses included annual depreciation for each plant account, decommissioning expense, and other revenues.  Taxes for TMPA are not provided separately as they are included in A&G expense accounts.  Other revenues, as shown in Schedule E-4, are also included in this schedule.

Q.
WERE ANY ACCOUNT TRANSFERS MADE IN SCHEDULE I-OTHER EXPENSE?

A.
Transfers of annual depreciation amounts were transferred to be consistent with the plant accounts transferred in Schedule I-Rate Base.

Q.
HOW WERE OTHER EXPENSE ACCOUNTS ALLOCATED BETWEEN PRODUCTION, TRANSMISSION, AND DISTRIBUTION?

A.
In all cases, no costs were allocated to distribution as TMPA does not provide a distribution function.  Depreciation expenses were allocated on the basis of the corresponding plant allocations.  

Q.
WHAT ARE THE TOTALS FOR OTHER EXPENSE FOR TMPA?

A.
Total annual depreciation is equal to $17,833,074, of which $3,938,927 was allocated to transmission.  Other revenues contributed a cost of $67,422 to the transmission function.

SCHEDULE I-PAYROLL RELATED EXPENSES

Q.
WHAT IS THE SOURCE OF DATA FOR SCHEDULE I-PAYROLL RELATED EXPENSES?

A.
Detailed data for Schedule I-Payroll was not available; however, the summary of payroll costs by function is provided in Schedule D-4.

CONCLUSION

Q.
DOES THIS CONCLUDE YOUR TESTIMONY?

A.
Yes it does.
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