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INTRODUCTION

Q.
PLEASE STATE YOUR NAME AND BUSINESS ADDRESS. 

A.
My name is Gary L. Goble.  My business address is Management Applications Consulting, Inc. (MAC), 11824 Jollyville Road, Suite 303, Austin, Texas 78759-2322.  

Q.
WHAT IS YOUR POSITION WITH MAC? 

A.
I am a principal consultant in the firm of Management Applications Consulting, Inc. (MAC).  In this capacity, I provide consulting, technical analysis,  and project management services to the utility industry in matters relating to: cost analysis; pricing; tariff development and application; accounting matters; econometric and quantitative analysis; and other regulatory related matters.  

Q.
BRIEFLY DESCRIBE YOUR QUALIFICATIONS.

A.
I graduated from the University of Arkansas at Fayetteville in 1974 with a Bachelor of Science degree in Public Administration.  In 1980, I received a Master of Business Administration degree from Saint Edward’s University in Austin, Texas.  Upon graduation from the University of Arkansas, I was employed by the Arkansas Public Service Commission (APSC) and held several positions with the APSC staff, including Chief of the Rates Section and Chief of the Finance Section.  My activities in these positions included: 1) developing and presenting staff analyses and testimony concerning cost allocation studies and rate design for electric, natural gas, water, and telephone utilities; 2) ensuring utility compliance with APSC  rate and tariff requirements, and 3) supervising and managing rate and  financial analysts.  

In 1978, I was employed as Manager of Electric and Water Rates in the Economic Research Division of the Public Utility Commission of Texas (PUCT or Commission), where I was responsible for staff analyses, testimony, and for all staff activities concerning marginal and embedded costs of service, rate design, pricing strategies, tariffs, and econometric applications for regulated utilities.  

In 1980, I was employed by Gilbert Associates, Inc. as a Management Consultant.  I was promoted to Senior Management Consultant in March of 1981 and to Principal Management Consultant in July of 1981.  In July of 1981, I became Manager of Cost and Load Analysis in Gilbert Associates’ Austin office.  In May of 1984, I became a principal in the consulting firm of MAC.  My duties since 1984 include those previously listed, as well as management of projects and project teams.  

Q.
HAVE YOU PREVIOUSLY TESTIFIED BEFORE ANY REGULATORY AGENCIES? 
A.
Yes, I have.  I have provided testimony before the PUCT, the APSC, the Louisiana Public Service Commission, and the Texas Railroad Commission.  In addition, I have provided consulting services to investor-owned utilities, municipal utilities, electric cooperatives, and large electric consumers in matters that do not involve regulatory agencies.

Q.
ON WHOSE BEHALF ARE YOU TESTIFYING IN THIS PROCEEDING?  

A.
I am testifying on behalf of Pedernales Electric Cooperative, Inc. (PEC or the Cooperative).  

Q.
GENERALLY DESCRIBE PEC.  

A.
PEC is a member-owned electric transmission and distribution cooperative receiving full requirements wholesale power service from the Lower Colorado River Authority (LCRA).  PEC was organized in 1938 under the Electric Cooperative Corporation Act (art. 1528b, V.A.C.S.) for the purpose of engaging in rural electrification.  PEC’s headquarters is in Johnson City, Texas, and the Cooperative provides electrical power and energy to consumers in the counties of Bell, Bexar, Blanco, Burnet, Caldwell, Comal, Gillespie, Guadalupe, Hays, Kendall, Lampasas, Llano, San Saba, Travis, and Williamson, Texas.  The service area is situated in central Texas adjacent to the City of Austin and covers over 4,000 square miles to the north, west and south of the City of Austin.  As of December 31, 1999 PEC served 137,916 members and had annual sales of 2,729,893,531 kilowatt-hours.  PEC is the largest electric cooperative in Texas in terms of number of consumers, revenue, energy sales, peak demand, and miles of line energized.  PEC is the largest customer of the LCRA.  

Q.
ARE YOU FAMILIAR WITH THE BOOKS AND RECORDS OF PEC?  

A.
Yes, I am.   I have employed information from the Cooperative’s books and records in other projects undertaken on its behalf.  In addition, I am familiar with PEC’s previous Transmission Cost of Service (TCOS) filing, Docket No. 15811.  

 Q.
WHAT IS THE PURPOSE OF YOUR TESTIMONY IN THIS PROCEEDING? 

A.
My testimony and exhibits address and support PEC’s TCOS filing.  The TCOS filing is submitted in compliance with Public Utility Commission of Texas (PUCT) Substantive Rule §25.192 in the manner prescribed in the PUCT’s Transmission Cost of Service Filing Package for Non-Investor Owned Transmission Service Providers in the Electric Reliability Council of Texas (TCOS-RFP) adopted December 16, 1999.  As explained in the following testimony, TCOS information from PEC and other LCRA customers that also provide transmission service were combined with LCRA transmission costs in the development of the LCRA total TCOS.  This process is described in the direct testimony of Mr. Steve Bartley of LCRA and is provided in LCRA’s section of this filing package.  This procedure for combining LCRA’s TCOS with the summary TCOS information from wholesale customers was employed in LCRA’s previous TCOS filing, Docket No. 15640, and was accepted by the PUCT for use in determining LCRA’s TCOS.  Furthermore, the proposed procedure for combining TCOS information is specifically permitted in General Instruction No. 5 of the TCOS-RFP, which states

A river authority, and one or more of its wholesale electric customers, may elect to file a combined transmission cost of service for the river authority and customer transmission cost of service requirements, that are not otherwise recoverable through transmission lease agreements with the river authorities allowed by PURA §35.007(b).  The river authority shall file information in sufficient detail to allow the commission to evaluate the reasonableness and prudence of the customer’s transmission cost of service.

Q.
HOW ARE YOUR TESTIMONY AND EXHIBITS ORGANIZED?

A.
My testimony consists of three sections: Introduction, Transmission Cost of Service, and Conclusion.  The Introduction section provides my qualifications and experience, describes PEC, and explains the nature and organization of the materials PEC has submitted.  The Transmission Cost of Service section also explains the combined filing by LCRA and its transmission-owning customers and provides detailed descriptions and explanations of the schedules relating to PEC’s TCOS.  The Conclusion summarizes PEC’s proposed TCOS.  

I am sponsoring PEC’s TCOS-RFP, which consists of Schedules A through F for the historic year ending June 31, 1999 and Schedules A(f) through E(f) for the forecast year ending December 31, 2002.  I will describe each of these schedules in detail in the following section of my testimony.  

Q. WERE YOUR TESTIMONY AND PEC’S TCOS-RFP PREPARED BY YOU OR UNDER YOUR DIRECT SUPERVISION AND CONTROL?  

A.
Yes, they were.  

Q.
ARE YOUR TESTIMONY AND PEC’S TCOS-RFP SCHEDULES TRUE AND CORRECT TO THE BEST OF YOUR KNOWLEDGE AND BELIEF?  

A.
Yes, they are.  

TRANSMISSION COST OF SERVICE

Q.
PLEASE EXPLAIN WHY PEC IS FILING ITS TCOS-RFP IN COMBINATION WITH LCRA AND OTHER LCRA CUSTOMERS WHO OWN TRANSMISSION PROPERTY. 

A.
PUCT Substantive Rule §25.192(a) provides that 

Transmission service customers shall incur access charges, loss compensation charges, and an independent system operator (ISO) fee for all planned transmission service.  Access charges shall be determined in transmission ratemaking proceedings conducted periodically, at such intervals as the commission determines are appropriate.   

PUCT Substantive Rule §25.192(b)(3) indicates that the requirement to file transmission cost information is applicable to “municipal utilities, river authorities, and electric cooperatives” and contemplates the application of a rate filing package to these entities.  PUCT Substantive Rule §25.343(e)(2) requires that “Affected utilities shall file complete cost information related to paragraph (1) of this subsection pursuant to §25.344 of this title (relating to Cost Separation Proceedings) and the Unbundled Cost of Service Rate Filing Package (UCOS-RFP).”  As part of the transmission tariff filing, electric utilities, including PEC, have been required to calculate and submit functionalized transmission costs that are used to determine the access charge for transmission service as described in PUCT Substantive Rule §25.192.  In accordance with these substantive rules, the PUCT adopted a TCOS-RFP for Non-investor owned transmission service providers in its December 16, 1999 Open Meeting.  General Instruction number 5 of the Non-IOU TCOS-RFP allows LCRA and its wholesale electric customers to file a combined TCOS filing in the manner proposed herein.    

Because PEC is in LCRA’s control area and because LCRA has been granted the exclusive right to use, connect to and operate PEC transmission facilities as described in the Transmission Lease between LCRA and PEC, much of PEC’s transmission facilities are treated for operational purposes as an integral part of the LCRA transmission system.  Pursuant to the Transmission Lease, LCRA compensates PEC and other customers for the use of leased transmission facilities.  The Transmission Lease is explained in greater detail in the testimonies of Mr. Steve Bartley and Mr. Stuart Nelson on behalf of LCRA.  Although LCRA uses, connects to, and operates the transmission facilities owned by PEC and other wholesale customers of LCRA, these assets are not reflected on the books and records of LCRA, but are recorded on the books and records of PEC and other wholesale customers of LCRA that own transmission property.  Failure to properly account for these transmission properties would result in other customers of ERCOT obtaining access to these properties with no corresponding costs and without compensating the electric utilities that own these properties.  By combining the transmission costs of service of LCRA, PEC, and other LCRA customers who own transmission plant, these properties can be fairly and reasonably accounted for and compensation provided for their use.  

Because LCRA has included its Transmission Lease payments to its wholesale customers as an expense in its Transmission Cost of Service, only the incremental transmission costs over these payments should be added to LCRA’s TCOS to determine the total transmission costs incurred by LCRA and its customers.  That is what LCRA, PEC, and the other transmission owning wholesale customers of LCRA propose in this filing.  Failure to recognize the cost of service related to the transmission facilities of PEC and other LCRA customers would deny these transmission owners compensation for the use of their transmission property.  The rationale for this “incremental transmission cost” approach is further described in Mr. Bartley’s testimony.  

Q.
PLEASE DESCRIBE PEC’S TCOS-RFP.  

A.
PEC has employed data for the twelve month period ending June 30, 1999 to develop its transmission cost of service.  The Cooperative has made adjustments for transmission plant additions made subsequent to the historical test year as well as increases in costs during this period.  As required by General Instruction numbers 2 and 3, adjustments have been made to restate PEC's historic June 30, 1999 TCOS on a December 31, 2002 basis.  PEC’s TCOS-RFP has been prepared in conformance with the General Instructions and Schedules required by the PUCT-RFP.  Each of these schedules are described in detail in the following testimony.  

Historic Year Data

Q.
PLEASE DESCRIBE SCHEDULE A OF PEC’S TCOS FILING PACKAGE.  

A.
Schedule A summarizes PEC’s historic cost of service by function.  The historic net transmission requirement provided on this schedule is $2,230,903.  I refer to this amount as the “net transmission requirement” since (a) the amount does not include $13,260,392 of purchased power costs incurred by PEC as a result of LCRA’s Delivery System Charge and Transformation Charge; and (b) the amount includes a reduction of $3,384,918 in PEC’s TCOS to reflect revenues received from the transmission function component of the Transmission Lease payments included in LCRA’s TCOS calculations. Because the costs of LCRA’s Transmission Lease payments are included in its TCOS filing as an addition to TCOS, the Transmission component of the Transmission Lease has been deducted from PEC’s TCOS to avoid double-counting these costs in a combined TCOS filing.  

Q.
HOW DOES PEC’S DECEMBER 31, 2002 TCOS REQUIREMENT YOU ARE SUPPORTING COMPARE TO THE COOPERATIVE’S PREVIOUS TCOS REQUIREMENT FROM ITS FILING IN DOCKET NO. 15811 USING DECEMBER 31, 1995 INFORMATION?  

A.
The current forecast PEC net TCOS is $2,068,343 (43.12%) greater than net TCOS in PEC’S  previous filing.  This increase represents an annual growth in transmission costs of less than 5.26% per year for PEC’s rapidly growing service area.  The following table provides a side-by-side comparison of PEC’s previous TCOS components from Docket No. 15811 with the same components in the present filing.  As indicated in the table, the increase in PEC’s transmission revenue requirement is primarily the result of the required increase in Net Operating Income produced using the 2.0 times interest earned ratio discussed in the descriptions of Schedules C-4 and C(f)-4 below.  The increase in Net Operating Income reflects the added financial requirements arising from the significant transmission plant additions that are planned to be made during the forecast period.  These plant additions are planned to meet continued high growth in the Cooperative’s service area.  

Transmission Cost Component
12/31/95 Test Year
12/31/02 Test Year
Change   ($)
Change (%)

Operation & Maintenance Expense
$1,971,724
$2,696,206
$724,482
36.74%

Interest  on Customer Deposits
4,244
3,294
(950)
(22.38%)

Depreciation and Amortization
1,074,842
1,558,467
483,625
44.99%

Taxes Other Than Income Taxes
383,552
730,380
346,828
90.43%

Exclusions
(4,975)
(8,271)
(3,296)
66.75%

Net Operating Income
4,466,448
6,070,626
1,604,178
35.92%

Total Revenue Requirement
7,895,835
11,050,700
3,154,865
39.96%

Other Revenues Excl. Trans. Lease
142,139
91,412
(50,727)
(35.69%)

Revenue Req. Net of Other Revenue
7,753,696
10,959,288
3,205,592
41.34%

Transmission Lease Revenue
2,957,482
4,094,731
1,137,249
38.45%

Net Revenue Requirement
$4,796,214
$6,864,557
$2,068,343
43.12%

To a large extent, the increases occurring in Operation and Maintenance expense and Depreciation expense are adjustments made to reflect additional substation investment occurring during the same June 30, 1999 through December 31, 2002 period as well as moderate levels of inflation.  The adjustments for additional transmission substation investment and the inflation adjustments are described in more detail in the descriptions of Schedules B(f) and B(f)-1 provided below.  Details of the plant additions are provided in workpaper Schedule WP/B(f)-1/2.  The plant additions provided in this workpaper reflect PEC’s anticipated expenditures by substation.   These substation plant additions represent PEC’s expenditures in facilities that are jointly planned by PEC and LCRA.  LCRA’s TCOS filing takes into account the expenditures  anticipated to be made by  LCRA in these projects.  

Q.
PLEASE DESCRIBE SCHEDULE B OF PEC’S TCOS FILING PACKAGE.  

A.
Schedule B provides a summary of PEC’s historic transmission rate base.  Schedules B-1 through B-12 provide details regarding PEC’s transmission rate base amounts. PEC’s transmission rate base calculated pursuant to the TCOS-RFP is $40,254,614. 

Schedule B-1 provides PEC’s original cost of production, transmission, and distribution plant booked in accounts 310 through 388 as of June 30, 1999.  This amount includes allocated intangible plant as well as directly assigned transmission and distribution plant.  As this schedule indicates, certain transmission related assets booked in distribution accounts 360, Land and Land Rights; 361, Structures and Improvements; and 362, Station Equipment, have been reclassified to transmission accounts 350, Land and Land Rights; 352, Structures and Improvements; and 353, Station Equipment, since these assets provide transmission service at transmission voltages.  PEC has identified those assets on its books that connect to the high side of the substation transformer bushing and their supporting structures as being transmission related.  Workpaper Schedule WP/B-1/2 provides a complete listing of the reclassified assets including descriptions and amounts by location.  The functionalization of substations leased by LCRA is described in Mr. Nelson’s testimony on behalf of LCRA.  

Schedule B-2 provides PEC’s functionalized General Plant in Service, excluding account 397, Communication Equipment, as of June 30, 1999.  On this schedule General Plant costs by account have been functionalized to the transmission and distribution functions (PEC owns no generation plant) using functionalization factors pursuant to General Instruction 11 of the PUCT’s TCOS-RFP, except that PEC has not conducted any analyses identifying square footage functionalization factors for account 389, Land and Land Rights;  account 390, Structures and Improvements; or account 391, Office Furniture and Equipment.  PEC has employed Payroll Excluding Administrative and General Payroll, PAYXAG, as the basis for functionalizing accounts 389, 390, and 391.  Neither has PEC conducted any analysis identifying miles driven to develop transportation equipment by function.  PEC has employed PAYXAG as the basis for functionalizing account 392, Transportation Equipment.  The remaining General Plant accounts were functionalized on the basis of Net Plant excluding General Plant, PLTXGNL_N as provided in the TCOS-RFP General Instructions.  

Schedule B-3 provides the functionalization of account 397, Communication Equipment.  SCADA Communication Equipment located at substations which provide multiple functions are booked as common plant in the substation plant accounts 353 and 362 and are functionalized to transmission and distribution functions on the basis of the respective substation’s functionalization.  Communication towers used to communicate on the SCADA system have been functionalized to the transmission function on the basis of the functionalization of all substations included in the transmission lease with LCRA.  The remaining Communication Equipment not located at substations was functionalized on the basis of PLTXGNL_N in accordance with the TCOS-RFP instructions for Schedule B-3.  

Schedule B-4 provides the functionalization of Construction Work in Progress (CWIP) as of June 30, 1999.  CWIP amounts by account were assigned to functions using plant by account provided in Schedule B-1.  

Accumulated Depreciation by function is provided by Schedule B-5.  Accumulated Depreciation by account for Transmission, Distribution, and General plant was developed by pro-rating the recorded functional accumulated depreciation on the basis of functionalized plant on Schedule B-1.  This calculation is provided on Workpaper WP/B-5/1.  

Schedule B-6 provides the functionalization of Electric Plant Held for Future Use (EPHFU).   PEC has no EPHFU.  

Schedule B-7 provides Accumulated Provision Balances.  These balances include functionalized amounts for Customer Deposits, Deferred Energy Payments, and Consumer Advances for Construction.  Consumer Deposits have been functionalized on the basis of Net Plant excluding General Plant, PLTXGNL_N.  Deferred Energy Payments and Consumer Advances for Construction have been functionalized directly to the distribution function.  

Schedule B-8 provides the summary of Materials and Supplies Inventory by function.   PEC does not maintain records identifying Materials and Supplies Inventory by function.  Because PEC maintains Materials and Supplies Inventories to support its provision of distribution and transmission service, it was functionalized on the basis of distribution and transmission plant.   Plant excluding General plant, PLTXGNL_N, was employed to functionalize this rate base item.  

Schedule B-9 provides Cash Working Capital by function.  Cash Working Capital is computed using 1/8th of total Operation and Maintenance (O&M) expenses less amounts charged Materials and Supplies in O&M expense and Prepayments in O&M expense pursuant to PUCT Substantive Rule §23.21(d)(2)(B)(iii)(I).  No lead/lag study was employed in PEC’s previous rate case, Docket No. 12815, or in PEC’s previous TCOS case, Docket No. 15811, and no such study is available at this time to compute or functionalize Cash Working Capital.  The procedure employed to calculate Cash Working Capital in this TCOS filing is identical to the methodology employed by the Commission in determining PEC’s revenue requirements in Docket Nos. 12815 and 15811. 

Schedule B-10 provides the functionalization of Prepayments.  Most of PEC’s Prepayments relate to payroll related items and are functionalized on the basis of PAYXAG.  Prepayments relating to a maintenance agreement are functionalized on the basis of Net Plant in Service, PLTSVC_N.  

Schedule B-11 provides Other Rate Base Items and includes Retirement Work in Progress (RWIP).  RWIP has been identified by function and is functionalized accordingly using a functionalization factor referred to as RWIP.  

Schedule B-12 indicates that PEC has no Regulatory Assets.  

Q.
PLEASE DESCRIBE SCHEDULE C OF PEC’S TCOS FILING PACKAGE.  

A.
Schedule C of the TCOS–RFP provides for the utility’s financial requirements.  The TCOS-RFP instructions allow PEC to chose from a number of different approaches to quantifying its financial requirements.  PEC has elected to employ a modified Times Interest Earned Ratio (TIER) of 2.0 times to determine its debt service and return requirements.  The TCOS-RFP instructions state that a modified TIER of  “2.0 times shall be presumed reasonable.”  Schedule C-4 of PEC’s TCOS filing provides the calculation of the levels of Net Margins necessary to support a TIER of 2.0 times.  The total required Net Operating Margins of $41,186,302 require Net Margins of $41,506,032.  Total system Net Margins are functionalized to the transmission function on the basis of the ratio of transmission rate base to total rate base (9.32%), resulting in a Net Margin requirement of $3,870,053 for the transmission function.  Pursuant to the instructions in the TCOS-RFP, PEC has computed the return and rate of return on rate base resulting from the TIER requirement calculation on Schedule C-4, page 2 of 2.  As explained below in the discussion of Schedule C(f)-4, the calculated historic transmission function rate of return of 9.6053% is multiplied times the forecast year transmission rate base of $63,201,050 to produce a forecast year Net Margin of $6,070,626 for the transmission function.  

Q.
PLEASE DESCRIBE SCHEDULE D OF PEC’S TCOS FILING PACKAGE.  

A.
The schedules contained in Schedule D of the TCOS-RFP provide detailed information concerning PEC’s historic Operation and Maintenance (O&M) expenses.  Schedule D consists of Schedules D-1 through D-5.  

Schedule D-1 provides O&M expenses by function.  All Transmission expense accounts provided on Schedule D-1 have been functionalized to the Transmission Function.  A portion of distribution operation expense account 580, Operation Supervision and Engineering expense, account 581, Load Dispatching, and account 582, Operation Station Expense, as well as a portion of distribution maintenance expense account 590, Maintenance Supervision and Engineering expense, account 591, Maintenance of Structures, and account 592, Maintenance of Station Equipment, have been assigned to the transmission function using factors derived from the reclassified transmission plant referred to above in the discussion of Schedule B-1.   The Supervision and Engineering expense amounts recorded in accounts 580 and 590 are functionalized on the basis of the functionalization of the remaining accounts in the series, functionalization factors OM58189 and OM5918, respectively.  Customer Accounts expenses, accounts 901 through 906; Customer Service and Information expense, accounts 906 through 910; and Sales Expense, accounts 911 through 917, have been directly assigned to the distribution function as prescribed in the table listing the factors that may be used to functionalize costs pursuant to General Instruction No. 11(c) of the PUCT’s TCOS-RFP.  

Schedule D-2 sets forth the annual Administrative and General (A&G) expenses booked by PEC in the historical test year ending June 30, 1999. A&G expense accounts have been functionalized in the manner prescribed in the table listing the factors that may be used to functionalize costs pursuant to General Instruction No. 11(c) of the PUCT’s TCOS-RFP.  

Schedule D-3 provides the amount of payroll expense by account by functional group.  The amount of payroll expense by account has been assigned to functions using the same factors as used to functionalize the related O&M expense accounts in Schedule D-1.  

Schedule D-5 contains the exclusions from operating requirements functionalized by PEC.  These exclusions were functionalized on the basis of Total O&M expense excluding account 555, Purchased Power, TOMXFP.  Workpaper WP/D-5/1 supports the level of exclusions referenced in Schedule D-5. 

Q.
PLEASE DESCRIBE SCHEDULE E OF PEC’S TCOS FILING PACKAGE.  

A.
Schedule E, Other Items, provides the functionalization of  Depreciation expense, Taxes Other than Income Taxes, Other expenses, and Other Transmission Revenue Items (credit).  These functionalized Other costs are carried forward to Schedule A of PEC’s TCOS-RFP.  

Schedule E-1 provides PEC’s Depreciation expense by account using the rates approved by the Commission in Docket No. 12815.  PEC made a transfer of depreciation expense related to the transfer of plant in service from account 361, Structures and Improvements and account 362, Distribution Station Equipment, to account 352, Structures and Improvements and account 353, Transmission Station Equipment, as previously addressed. 

Schedule E-2 provides the functionalization of Tax expense.  FICA, FUTA and SUTA are functionalized on the basis of PAYXAG.  Franchise and Property taxes are functionalized on the basis of the PLTSVC_N functionalization factor. 

Schedule E-3 provides for the functionalization of Federal Income Taxes.  PEC does not have any Federal Income Taxes and this schedule has been left blank.  

Schedule E-4 functionalizes Other expenses.  Other expenses includes Interest on Customer Deposits and is functionalized on the basis of the PLTSVC_N functionalization factor.  

Schedule E-5 provides the functionalization of Other Transmission Revenue Items (credit).  Other revenue items include Forfeited Discounts, Miscellaneous Service Revenue, Rent from Electric Property, and Transmission Lease Revenue.  Forfeited Discounts and Miscellaneous Service Revenue are functionalized on the basis of the TOMXFP functionalization factor.  Rent from Property was directly assigned to the distribution function.  Transmission access revenues are directly assigned to the transmission function.  Transmission lease revenues are functionalized on the basis of a transmission functionalization study prepared by LCRA.  LCRA’s functionalization of the Transmission Lease relies upon an analysis of the proportions of Transmission Lease revenue by function and is described in the testimony of LCRA witnesses Mr. Bartley and Mr. Nelson.  According to LCRA’s analysis of leased transmission property, 70.47% of PEC’s historic test year Transmission Lease revenue of $4,803,225 is related to Transmission plant.  These functionalized amounts are used to determine the SUBFUNC functionalization factor.  The LCRA determined transmission portion of the Transmission Lease, $3,384,918, was functionalized to the Transmission function and credited against the Transmission revenue requirement on Schedule A-1.  Transmission Access revenue reflecting payments to PEC by LCRA for other ERCOT load entities’ use of PEC’s transmission facilities was directly assigned to the transmission function.  

Q.
PLEASE DESCRIBE SCHEDULE F OF PEC’S TCOS FILING PACKAGE.  

A.
Schedule F provides the detailed development of the functionalization factors for cost assignments.  Externally derived functionalization factors are those that require input from PEC or LCRA to derive.  Externally derived functionalization factors include SUBFUNC, Transmission Lease Revenue; RWIP, Retirement Work in Progress: and direct assignments to single functions.  

Internally developed functionalization factors are those factors that are developed using previously assigned costs.  The internally developed functionalization factors include PLTSVC_NX, Net Plant excluding Intangible Plant; PAYXAG, Payroll excluding A&G payroll and contract labor; PLTXGNL_N, Net plant excluding General plant; PLTSVC_N, Net plant in service; OM5617, O&M expense in accounts 561 through 567; PLT3503, Plant in service in accounts 350 through 353; PLT3546, Plant in service in accounts 354 through 356; PLT3506, Plant in service in accounts 350 through 356; OM56973, O&M expense in accounts 569 through 573; TOMXFP, Total O&M expense excluding purchased power expense; GNLPLT_N, Net General plant in service; PAY5627, Payroll in accounts 562 through 567; PAY56973, Payroll in accounts 569 through 673; PAY5819, Payroll in accounts 581 through 589; and PAY5918, Payroll in accounts 591 through 598.  In my opinion, these factors represent reasonable functionalization bases for the costs functionalized and are in compliance with TCOS-RFP instructions.  

Forecast Year Data

Q.
HOW WAS PEC’S FORECAST TRANSMISSION FUNCTION INFORMATION DEVELOPED IN SCHEDULES A(F) THROUGH E(F) EMPLOYED IN THIS FILING? 

A.
 The historic transmission function information was adjusted to reflect a forecast year ending December 31, 2002.  Adjustments were made to reflect PEC’s actual transmission plant additions between June 30, 1999 and December 31, 1999 and to reflect planned transmission plant additions made between January 1, 2000 and December 31, 2002.  Details of this adjustment are provided in Workpaper WP/B(f)-1/2.  The yearly plant forecast was used to forecast transmission O&M expenses, depreciation expense, and accumulated depreciation for the same period.  This information was used to determine PEC’s forecast transmission cost of service.  

PEC’s forecast transmission cost of service set forth in Schedule A(f) is added to the transmission revenue requirements of LCRA and other transmission service providers who are wholesale customers of LCRA on Schedule A(f), page 2, of LCRA’s filing.  The total of all LCRA wholesale customer forecast transmission cost of service amounts are added to LCRA’s transmission cost of service on Schedule A(f), page 1, of LCRA’s filing.  LCRA witness Mr. Bartley sponsors these LCRA schedules.  

Q. PLEASE DESCRIBE PEC’S PROPOSED SCHEDULE A(F).  

A.
PEC’s Schedule A(f) provides PEC’s December 31, 2002 transmission cost of service.  All information set forth on this schedule is developed on other forecast schedules.  This schedule summarizes PEC’s transmission expenses, return, and lease information for the historic period and for the forecast period. The difference between the two TCOS amounts are the adjustments claimed by PEC.  PEC’s Net Transmission Cost of Service is $6,864,557 as shown on line 22 of this schedule.  

Q.
PLEASE DESCRIBE PEC’S PROPOSED SCHEDULE B(F).  

A.
Schedule B(f) summarizes the rate base information provided on Schedules B(f)-1 through B(f)-12.   PEC’s transmission rate base of $63,201,050 consists of $62,418,162 of Net Plant in Service and $782,889 of other rate base items.  

Schedule B(f)-1 provides forecast plant in service by account.  Forecast plant in service includes the transmission function’s pro-rata share of Intangible Plant as well as all directly assigned transmission plant.  Adjustments reflecting the addition of transmission facilities planned by PEC are made to the historical plant costs to derive the forecast plant costs.  The total adjustment to transmission plant of $29,618,768 is comprised of $2,563,349 of Construction Work in Progress (CWIP) and $27,055,419 of transmission additions not included in CWIP that are jointly planned with LCRA.  

 Schedule B(f)-2 provides forecast General plant other than Communications Equipment that has been assigned to the transmission function pursuant to TCOS-RFP General Instruction number 11.  Transmission related General plant was increased by the amount of historic CWIP assigned to the transmission function and included in plant in service in the forecast period.  

Schedule B(f)-3 provides forecast Communications Equipment booked in account 397 that has been assigned to the transmission function pursuant to TCOS-RFP General Instruction number 11.  As shown in Workpaper Schedule WP/B(f)-1/1, Communication equipment was increased by the amount of historic CWIP allocated to the transmission function and included in plant in service in the forecast period.  

Schedule B(f)-4 provides forecast Construction Work in Progress.  The historic CWIP was adjusted to reflect the closing of CWIP to plant in service subsequent to the historic test year.  The resulting adjustments to CWIP set forth in Schedule B(f)-4 are negative entries and produce a zero CWIP balance for the forecast year TCOS.   

Schedule B(f)-5 provides transmission related Accumulated Depreciation.  Accumulated Depreciation related to December 31, 2002 plant in service has been calculated by increasing the historic Accumulated Depreciation for the June 30 ,1999 historic year by the annual amount of depreciation expensed on this property from June 30, 1999 to December 31, 2002 and adding this Accumulated Depreciation on existing plant to the calculated Accumulated Depreciation on planned transmission plant additions provided on Schedule B(f)-1.  There are two components of the adjustment.  One component of the adjustment in the amount of $3,484,807 is the result of the jointly planned substation additions.  A second component of the adjustment in the amount of $2,467 reflects the accumulated depreciation of the transmission related CWIP once it becomes plant in service.  The adjustment for the jointly planned substation additions is detailed on workpaper Schedule WP/B(f)-5/2. Schedule B(f)-6 provides for Plant Held for Future Use.  PEC does not have any forecast Plant Held for Future Use. The Accumulated Depreciation associated with the CWIP that was closed to plant in service is detailed on workpaper Schedule WP/B(f)-5/1.  

Schedule B(f)-7 provides transmission related Accumulated Provision balances for the forecast period.  The historic amount of Consumer Deposits assigned to the transmission function has been carried forward to the forecast year.  The historic balances of Deferred Energy Prepayments and Consumer Advances for Construction were assigned to the distribution function in the historic TCOS.  

Schedule B(f)-8 provides Materials and Supplies for the transmission function.  The forecast amount of Materials and Supplies is equal to the historic balance.  The functionalization of the historic Materials and Supplies Inventory is addressed in the discussion of Schedule B-8 above.  

Schedule B(f)-9 provides Cash Working Capital (CWC) for historic and forecast transmission function.  As discussed earlier, CWC is calculated as 1/8 of the O&M expense amount less Materials and Supplies in O&M expense and Prepayments charged to O&M expense and the increase in CWC reflects the forecasted increase in O&M expense addressed above.  

Schedule B(f)-10 provides Prepayments.  Prepayment balances for the forecast period employ the historic year Prepayments balances.  

Schedule B(f)-11 provides Other Rate Base Items.  There are no adjusted to forecast Other Rate Base Items.  

Schedule B(f)-12 provides Regulatory Assets.  PEC has no forecast Regulatory Assets.  

Q.
PLEASE DESCRIBE PEC’S PROPOSED SCHEDULE C(F).  

A.
Schedule C(f) provides PEC’s forecast year return on invested capital.  As discussed above, PEC’s historic financial requirements are determined on the basis of the allowed TIER calculation pursuant to Schedule C-4.  The rate of return derived from the historic test period TIER pursuant to the PUC’s TCOS-RFP is multiplied by the forecast year rate base to determine the forecast year TIER requirement.  Schedule C-4, page 2 of 2, calculates the rate of return produced from the historic year TIER amount pursuant to instruction b) of Schedule C-4 in the TCOS-RFP.  This “fallout” historic year rate of return is applied to the forecast year rate base to determine the forecast year return requirements.  Workpaper Schedule WP/C(f)-4/1 provides the details of this calculation.  The forecast period financial requirement for the transmission function is $6,070,626, which reflects an adjustment of $2,200,573 over the historic period amount of $3,870,053.

Q.
PLEASE DESCRIBE PEC’S PROPOSED SCHEDULE D(F).

A.
Schedule D(f)-1 provides forecast year transmission related O&M expenses by account for the transmission function.  PEC’s historical transmission related O&M expense were adjusted from June 30, 1999 levels to December 31, 1999 levels using actual expenditures during the last six months of 1999.  The forecast transmission related O&M expenses for January 1, 2000 through December 31, 2002 were derived by forecasting payroll related expenses separately from non-payroll related expenses.  The December 31, 1999 balances for payroll by account were adjusted to reflect increases in payroll costs associated with growth in transmission assets and anticipated labor cost escalation rates.  The December 31, 1999 balances for non-payroll related O&M expense by account were adjusted to reflect the growth in transmission investment and anticipated inflation rates.  The projected payroll and non-payroll related O&M expense amounts were summed to derive the adjustments set forth in Schedule D(f)-1.  

Schedule D(f)-2 provides the transmission related A&G expenses by account. As described in the discussion of Schedule D(f)-1 above, PEC’s historical transmission related A&G expense were adjusted from June 30, 1999 levels to December 31, 1999 levels using actual A&G expenses during the last six months of 1999.  The forecast transmission related A&G expenses for January 1, 2000 through December 31, 2002 were derived by forecasting payroll related expenses separately from non-payroll related expenses.  The December 31, 1999 balances for payroll by account were adjusted to reflect increases in payroll costs associated with growth in transmission assets and anticipated labor cost escalation rates.  The December 31, 1999 balances for non-payroll related A&G expense by account were adjusted to reflect the growth in transmission investment and anticipated inflation rates.  The projected payroll and non-payroll related A&G expense amounts were summed to derive the adjustments set forth in Schedule D(f)-2.  The adjustments to transmission related A&G expenses are provided on workpaper Schedules WP/D(f)-1/1 through WP/D(f)-1/5.  

Q.
PLEASE DESCRIBE PEC’S PROPOSED SCHEDULE E(F).  

A.
Schedule E(f) provides PEC’s forecast of Other Items, including depreciation expense, taxes other than income taxes, other expenses, and other revenue items.  

Schedule E(f)-1 provides transmission related depreciation expense by account.  Transmission accounts were directly assigned to the transmission function.  Depreciation expense of functionalized General Plant are also included in the transmission function depreciation expense.  Adjustments to depreciation expense were made to reflect the additional depreciation expense related to adjustments for plant additions.  

Schedule E(f)-2 provides Taxes Other than Income Taxes assigned to the transmission function.  Adjustments were made to historic FICA, FUTA, and SUTA payroll taxes to reflect adjustments to the payroll portion of transmission function O&M expense set forth in Schedules D(f)-1 and D(f)-2.  In addition, the historic Property Tax amount was increased to reflect the addition of transmission plant between June 30, 1999 and December 31, 2002.  

Schedule E(f)-3 provides for the submission of Federal Income Tax information.  PEC pays no Federal Income Tax and, as a result, this schedule has been left blank.  

Schedule E(f)-4 identifies Other Expenses.  PEC’s only Other Expense is Interest on Customer Deposits.  PEC proposes no adjustment to the June 30, 1999 level of transmission related Interest on Customer Deposits.  

Schedule E(f)-5 sets forth Other Revenue Items.  Adjustments are proposed for changes in Transmission Lease Revenue.  Transmission Access revenue in the amount of $1,005,939, which are payments made by LCRA to compensate its customers for TCOS investments made in excess of the Transmission Lease investments, are eliminated in Schedule E(f)-5 to reflect LCRA’s elimination of these amounts in its filing.  The transmission function Transmission Lease Revenue employed in the forecast year are based on planned transmission additions and correspond to LCRA’s Transmission Lease payments booked in account 567, Transmission Operation Rents, on LCRA’s Schedule D(f)-1.  

CONCLUSION

Q.
BASED UPON YOUR ANALYSIS OF PEC’S TRANSMISSION COST OF SERVICE, WHAT IS YOUR RECOMMENDATION REGARDING THE APPROPRIATE LEVEL OF COSTS TO INCLUDE IN THE ERCOT TRANSMISSION PLANT POOL?  

A.
PEC’s net Transmission Cost of Service is $2,230,903 based upon historic data as of June 30, 1999.  PEC net TCOS for the December 31, 2002 forecast year is $6,864,557.  This amount represents the portion of PEC’s projected transmission costs that is not included in LCRA’s TCOS filing.  This amount must be added to LCRA’s TCOS to arrive at the total TCOS of the LCRA Transmission system combined with the Transmission systems of its wholesale customers.  

PEC’s TCOS was developed using instructions and schedules provided in the Commission’s TCOS-RFP.  In my opinion, the results of the analyses and schedules contained in PEC’s TCOS filing are fair and reasonable, provide the best measure of the Cooperative’s Transmission costs, and comport with the requirements of the PUC’s TCOS-RFP.  

Q.
DOES THIS CONCLUDE YOUR DIRECT TESTIMONY?  

A.
Yes, it does.  
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