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weight by lenders is that financial performance demonstrates the
cooperative’s ability to service its obligations, which could have a direct
impact on the value of the lender's investment. For example, a
downgrade in a credit rating of a cooperative could decrease the value of
that cooperative’s bonds held in a bondholder's portfolio. The
bondholder is concerned about a cooperative’s credit at both the time of
issuance and on an ongoing basis. Compared to an IOU, STEC'’s
financial performance is significantly lower than that of an IOU.

Flexibility to Change Rates/Regulatory Environment

Most of the cost exposure for cooperatives, such as construction costs,
is unregulated in the U.S. The cooperative needs the flexibility to raise
or lower rates in order to track dramatic changes in cost levels. This
holds true also for environmental requirements and capital investments
to provide service. Very few cooperatives are rate regulated.
Cooperatives that serve in states that are rate regulated have more
difficulty raising rates compared to peers that are subject only to their
boards of directors for authority to change rates. An unsupportive
regulatory jurisdiction is a credit negative and leaves cooperatives with
less flexibility to raise rates if needed. Of the 26 rated G&T
cooperatives, only four are state regulated for generation rates, and
three are regulated by the Federal Energy Regulatory Commission
(FERC). The FERC regulated G&Ts use a flexible automatic adjustment

formula to adjust rates which is a credit positive. Texas is the only state
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| am aware of that separately regulates transmission rates for G&Ts. In
Moody’s evaluation of risk, financial performance and rate flexibility
account for 60% of the credit evaluation. STEC credit evaluation in this
rating category is considered a "mixed bag". While STEC doesn't have
the flexibility to adjust transmission rates as enjoyed by some G&Ts,
Texas regulation is considered positive by the rating agencies.

Long-term Wholesale Contracts

The contracts between cooperatives and their members provide a high
degree of assurance that costs and capital investments can be
recovered in rates. The trend in the industry is to extend existing
contracts for 30 or more years. Cooperatives such as Oglethorpe have
extended their member contract to 2050. Most lenders, either in the
capital market or RUS, are generally not issuing new loans beyond the
maturity date of existing wholesale power contracts. Shorter maturities
result in fewer numbers of years to recover fixed costs, thus increasing
the cost per year. This situation is considered a credit negative by the
rating agencies. Generally, the longer the contract, the greater the
assurance that the cost of assets will be recovered and the debt repaid.
For STEC and other G&Ts, the long term contracts help mitigate the
lower financial metrics earned by cooperatives.  Without these
assurances of cash flow cooperatives could not finance in the capital

markets.
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Member Profile

The member profile is important because it is the members that are the
primary source of cash flow. The credit strength of the members,
whether they are “end-of-line” member consumers or purchase for resale
distribution members of a G&T cooperative, is an important factor to the
credit strength of the cooperative. If a cooperative has members with
poor credit fundamentals, it is a credit negative for the system. STEC's
members are in good financial health resulting in a credit positive for
STEC.

Size
This factor, while the least important, still matters, the larger the entity,
the greater ability to withstand unexpected events. Also, the greater the
size, the greater the ability an entity has to take advantage of economic
diversity such as fuel mix and new generation. On the other hand,
smaller utilities or utilities that experience substantial load loss have
difficulty adjusting to significant events. Compared to a number of
G&Ts, STEC's small size is considered a credit negative.
WOULD YOU EXPLAIN HOW CREDIT POSITIVES AND CREDIT
NEGATIVES WORK IN PARTICULAR APPLICATIONS?
Each utility has its own “basket of risks” to manage and still provide
service on a daily basis. Most experts would agree that each utility has
a collection of factors that are either credit positives or credit negatives.

Since the credit crisis in 2008, and the preceding collapse of Enron, the
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ability to maintain credit standing has become demanding and difficult.
In 2002, subsequent to the Enron collapse, there were substantially
more downgrades than upgrades by S&P. The challenges for a utility
are to mitigate credit negatives and improve credit positives when
possible. Unfortunately, each utility has some credit negatives that are
outside its ability to control. Weather and unexpected economic
conditions that impact demand are good examples.
Within a rating category each cooperative has different credit negatives
and positives. For example, two cooperatives may have the exact same
credit rating. One cooperative may build into its rates a higher coverage
ratio that could be a credit positive; however, the same cooperative may
have a credit negative in that rate flexibility may be limited such as with
rate regulation. Although both cooperatives have the same rating, the
key in any credit evaluation is whether the credit negatives outweigh the
credit positives and to what degree the lenders are exposed to a
cooperative’s risk.
HOW IMPORTANT IS IT TO MAINTAIN A GOOD CREDIT POSITION?
Failure to maintain financial integrity is contrary to the interests of
consumers as well as lenders.

“An immediate effect of low earnings and earnings of low

quality is to increase the financial risks of investors, and thus

lead to the downgrading of securities by the rating agencies.

Downgrading, in turn, means that the bonds must carry higher

interest rates, a charge which is passed along to customers.

Such downgrading has become a familiar phenomenon in the

utility scene .... The bonds of many utilities are now rated at
levels so low that many institutional investors are barred by law
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from purchasing them, and interest rates must be raised in

order to sell the securities within a much smaller market.

These additional capital costs force rate increases which

otherwise would not be necessary, without improving the

financial condition of the utilities or their ability to raise money

on a low cost basis. An equally serious result of limited

capability to raise money is the inability of the utilities to make

the investments required in order to achieve the optimum

economics of service.”
In STEC’s case, a credit downgrade would certainly increase the debt
cost and encourage the financial institution to impose constraining
covenants and requirements. Any debt issued when ratings are lower
would carry higher costs for the life of the debt.
In today’s utility credit environment, the basis for capital attraction is the
credit evaluation process. Whether the lenders are program lenders
(CFC, CoBank), bond investors, commercial banks, or trade vendors, all
rely on an evaluation of credit to determine if capital or credit should be

advanced. In addition, this evaluation may also determine the nature of

terms and conditions for capital or credit.

VI.

RATING AGENCIES AND BONDHOLDERS FOCUS ON DSC

Q. WHAT ARE THE KEY FINANCIAL RATIOS RELIED ON BY THE
RATING AGENCIES?
A. Rating agencies and bondholders often construct a “peer group” of

utilities to compare financial performances. Exhibit DMW-2 of my

2 Report of an Informal Task Force to the Energy Transition Team, “Recommendations for
Restoration of Financial Health to the U.S. Electric Power Industry” (mimeographed, December
17, 1980), pp. 11-12.
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testimony, a publication named “Fitch Rating US Public Power Peer
Study”, states on page 2 of that report:

“The ratios highlighted in this report are some of the

primary financial calculations used in comparing utility

systems in Fitch’s committee process, and can be used

by mark_et perticipants to assist in making their own

comparison.
WAS TIER USED IN THE FITCH ANALYSIS?
No. TIER is not an important financial indicator in the credit evaluation
process for capital market cooperatives such as STEC. On page 16 of
Exhibit DMW-2, Fitch lists 7 financial metrics used in their credit
evaluation process. The TIER ratio is not listed in this report. The key
financial indicator used by Fitch, S&P, and bondholders is DSC. The
reason it is important is the DSC ratio measures the cooperative's ability
to pay total debt service, both principal and interest.
HOW DOES USING DSC FOR RATEMAKING RELATE TO DSC USED
BY THE RATING AGENCIES AND BONDHOLDERS?
Financial performance as demonstrated by DSC is a key indication of the
cooperatives ability to pay debt service and relate directly to STEC’s
ability to attract the capital it needs to provide power and transmission
services to its members. Thus, DSC must be used in ratemaking to
ensure that ratemaking and the capital markets requirement are in

alignment. Without earning a fair return for ratemaking, STEC will not be

able to raise the necessary capital it needs.
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VII.

DSC REQUIREMENTS

WHAT MINIMUM COVERAGE REQUIREMENT MUST STEC

MAINTAIN?

STEC has several base financial documents that address minimal
financial performance. Exhibits of these documents are included in the
attached working papers. First, STEC has a CFC loan document that
states it must earn a DSC of no less than 1.00x. An excerpt showing that
part of the agreement is attached to the TCOS-RFP as workpaper WP/C-
2/3.1. Another financial document is its market indenture, an excerpt of
which is workpaper WP/C-2/3.2, that states that it must set rates to
achieve a margin for interest ("MFI") of 1.10x. Other indicators of STEC's
debt service obligations are shown by the excerpts included as
workpapers WP/C-2/3.3, WP/C-2/3.4, WP/C-2/3.5, and WP/C-2/3.6.

CAN STEC ATTRACT CAPITAL WITH AN ACHIEVED DSC OF 1.00 OR
A MFI OF 1.10X?

No. These indicators are considered default levels of financial
performance. | am not aware of any cooperative that has issued debt in
the capital markets with financial performance at or near these default
levels. In other words STEC must set rates to earn margins higher than
these default “levels” to attract capital it needs to both repair and build new
plants.

WHAT LEVEL OF DSC WOULD YOU RECOMMEND?
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First of all, STEC’s financial objective is to improve its debt rating to the
“A” level. Again on page 16 of Exhibit DMW-2, the median DSC for “A”
rated G&T Cooperative is 1.46x. STEC is requesting a DSC of 1.50x or
equivalent to the median level in the Fitch report for a “A” rated utility.

DO YOU BELIEVE STEC'S REQUESTED DSC OF 1.50X IS
REASONABLE?

Absolutely. First, | believe, for STEC, a DSC of 1.50x earned on a
consistent basis represents the financial performance needed to maintain
its credit quality and is the level expected by both the rating agencies and
bondholders.

Second, the second most important financial indicator for a G&T is the
ratio of equity capital compared to capitalization. As a result of adding a
new plant in recent years to meet load growth, STEC’s 17% equity level
is considered very low when compared to other cooperatives. Again, the
Fitch report states that the median level of equity to capitalization is 23%.
As such, the STEC level of equity is a credit negative. A DSC of 1.50x
would help STEC repair its equity level.

Third, STEC is planning to complete substantial transmission projects
over the next three years. Without the ability to recover its investment
plus earn a DSC level of 1.50x, STEC will suffer even further
degeneration of its equity level. A DSC of 1.50x will not completely

mitigate this issue but will help to maintain STECs credit profile.
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Fourth, the PUC's Transmission Cost of Service Rate Filing Package for
Non-Investor Owned Transmission Service Providers in the Electric
Reliability Council of Texas ("Non-IOU TCOS-RFP"), Schedule C-2, page
15, provides that a return corresponding to coverage of 50 basis points
above the mortgage default criterion is presumed to be a reasonable
level, as stated above. An authorized DSC of 1.50x would place STEC is
within this guideline.

DO YOU HAVE ANY OTHER COMMENTS?

Yes. The Texas transmission tariff structure has been recognized by
credit analysts as a reasonable method to compensate a utility for the
use of transmission assets. A key part of the formula, for STEC, is the
use of a DSC of 1.50x to allow STEC to continue to maintain its credit
profile in order to attract necessary capital to construct new transmission
investments.

DOES THAT COMPLETE YOUR TESTIMONY?

Yes.
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PROFESSIONAL BACKGROUND

DANIEL M. WALKER
7106 University Drive
Richmond, Virginia 23229
SUMMARY
Thirty years of management experience includes Executive Management, Capital Market
Financing, Investment Analysis, Acquisitions, Auditing, Risk Management, Internal Control,
Corporate Policy and Staff Development, Personnel Management, and Utility Analysis.
PROFESSIONAL HISTORY
WALKER AND ASSOCIATES; Richmond, Virginia
Financial Advisor — Provided financial advisory services in negotiating, structuring, and
implementing almost $3 billion of capital market transactions. Served as an expert witness before
Federal and state jurisdictions on finance and regulatory issues.
OLD DOMINION ELECTRIC COOPERATIVE; Glen Allen, Virginia
Senior Vice President and CFO - Responsible for the accounting and financial integrity of Old
Dominion and its subsidiaries and the development of financial resources to meet its obligations and
objectives. Member of Senior Management team for over 20 years.
VIRGINIA STATE CORPORATION COMMISSION; Richmond, Virginia
Director, Accounting and Finance - Supervised a large staff of accountants, auditors, and financial
analysts in their analysis of public utility matters under the jurisdiction of the Virginia State

Corporation Commission. In charge of task force responsible for policy recommendation for the
Virginia State Corporation Commission on deregulation in the electric and telecommunication

industry.

EDUCATION
e MBA University of Richmond

e B.S. Appalachian State University

PROFESSIONAL ACTIVITY
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President, National G&T Accounting and Finance Association
Member of G&T Alternative Finance Task Force
Director National Society of Rates of Return Analysts
Member of FERC-EEI Accounting Liaison Committee
Member of NARUC Accounting Committee
Published Article: Public Utilities Fortnightly

Published Article: William & Mary Business Review

Addressed Price Waterhouse’s Global Structured Finance Conference in Ireland in 1999
and 2000, and in Portugal in 2001 and 2002.

Addressed Mercedes Conference on Infrastructure Financing in Berlin, Germany in
2003.

Adjunct faculty in Accounting and Finance, Virginia Commonwealth University

Guest lecturer, University of Virginia, William & Mary College, Duke University and
Virginia Commonwealth University

Lecturer on various accounting and finance issues before professional groups in the
United States and Europe
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DIRECT TESTIMONY
OF
CORY J. ALLEN

ON BEHALF OF SOUTH TEXAS ELECTRIC COOPERATIVE, INC.

POSITION AND QUALIFICATIONS

PLEASE STATE YOUR NAME, CURRENT EMPLOYMENT POSITION AND
BUSINESS ADDRESS.

My name is Cory J. Allen. | am Assistant General Manager for South Texas
Electric Cooperative ("STEC").

My business address is 2849 FM 447, PO BOX 119, Nursery, TX 77976.

PLEASE DESCRIBE YOUR WORK EXPERIENCE WITH STEC.

My employment at STEC began with the position of Transmission and
Substation Engineer in 1994. In 2003, | became Manager of Operations and
Engineering and in 2008 assumed the position of Assistant General
Manager.

WHAT ARE YOUR PROFESSIONAL QUALIFICATIONS?

| graduated from Texas A&M University in 1987 with a Bachelor of Science
degree in Electrical Engineering. | am a registered Professional Engineer in

the State of Texas.
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HAVE YOU PREVIOUSLY SUBMITTED TESTIMONY BEFORE THE
PUBLIC UTILITY COMMISSION OF TEXAS ("PUC")?
Yes. | have submitted testimony in PUC Docket Nos. 32406, 33033, 34108,

35528, 35665, 36790, 37535, 38569, 38648, 39298, and 41395.

PURPOSE OF TESTIMONY

WHAT IS THE PURPOSE OF YOUR TESTIMONY?

The purpose of my testimony is to support STEC's filing to change its
wholesale rates which is in accordance with the Transmission Cost of
Service Rate Filing Package for Non-Investor Owned Transmission Service
Providers in the Electric Reliability Council of Texas (the "TCOS-RFP"). |
discuss and sponsor changes to STEC's wholesale tariff, generally describe
STEC's business organization, provide information supporting approval of
STEC's expenses as reasonable and necessary, and identify significant
capital projects added since STEC's last TCOS filing.

PLEASE GIVE A BRIEF DESCRIPTION OF STEC'S TCOS FILING IN THIS
DOCKET.

STEC's filing proposes transmission and distribution rate changes
necessary to recover costs of facility investments and expenses. PUC
approval is requested for an increase in STEC's TCOS and the associated
Wholesale Transmission Service ("WTS") schedule in its tariff, changes in

the Distribution Level Wholesale Transmission Service ("DWS") schedule
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and the resulting rate; and, replacement all pages of Sections | and Il of
STEC's tariff because of the extent of the changes made to the organization
and to its rules and regulations.

This filing is supported by the testimony of Frances J. Nitschmann, STEC's
Chief Financial Officer, who sponsors all schedules filed in accordance with
the TCOS-RFP and explains supporting workpapers.

Daniel J. Walker supports STEC's filing with testimony discussing STEC's
rate of return calculation methodology, financial indicators, and reasonable

financial targets.

DESCRIPTION OF ORGANIZATION

PLEASE BRIEFLY DESCRIBE STEC.

STEC is a not-for-profit cooperative corporation that provides wholesale
generation and transmission ("G&T") services for eight (8) member
cooperatives ("Members"); Jackson Electric Cooperative, Karnes Electric
Cooperative, Medina Electric Cooperative ("MEC"), Magic Valley Electric
Cooperative ("MVEC"), Nueces Electric Cooperative, San Patricio Electric
Cooperative, Victoria Electric Cooperative, and Wharton County Electric
Cooperative. STEC’s member cooperatives provide distribution services in
forty-two (42) south Texas counties. STEC owns, operates, and maintains

overhead transmission line, transmission switching and autotransformer
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stations, and delivery point substations that serve its Members. STEC owns
no underground transmission line.
Listed below are quantities of certain transmission and station assets owned

and operated by STEC:

Qty
Transmission & Distribution Stations 151
Transmission Stations 28
Distribution Stations 4
69-kV Transmission Line 1,396 miles
138-kV Transmission Line 520 miles
345-kV Transmission Line 73 miles

STEC utilizes 1,316 MW of generation capacity from natural gas, lignite
coal, wind, and hydroelectric resources. Included in that capacity are the
STEC owned and operated Sam Rayburn Power Plant and the Pearsall
Power Plant.

PLEASE DESCRIBE STEC'S MEMBERS' SERVICE AREAS.

STEC’s Members serve in 42 counties, an area of approximately 32,000
square miles, providing distribution services to about 182,000 members. A
geographic transmission map depicting STEC's 2012 transmission system
and locations of stations that serve the Members is attached as Exhibit CJA-
1.

WHEN WAS STEC FORMED AND WHAT WERE SOME OF THE

SIGNIFICANT EVENTS AND CHANGES?
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STEC was formed by ten (10) distribution cooperatives in 1944 to provide
wholesale services. Six (6) distribution cooperatives remained as Members
as STEC transitioned from a G&T on paper to one with its first transmission
lines and substation assets energized in 1960. By 1963, STEC had
constructed over 800 miles of 69-kV transmission line and sixty-five (65)
stations. The Sam Rayburn power plant was completed in 1964 with two
simple cycle natural gas turbine generators. In 1968, STEC added thermal
generation utilizing natural gas at its Sam Rayburn facilities, installed its first
138-kV transmission line, and made its first transmission connection to
another transmission company. The generation produced by the Falcon
Dam was acquired in 1977. In 1980, about 170 miles of 138-kV line were
installed from the Sam Rayburn Power Plant to Christine then on to Orange
Grove in response to the construction of the San Miguel Power Plant. The
Amistad Dam hydro generation began operations in 1983. STEC completed
its first 345-kV transmission line and 345/138-kV autotransformer and
switching station and commissioned the Sam Rayburn combined-cycle
power plant addition in 2003. STEC's original six Members, MEC, and
MVEC decided to join together to increase STEC's membership to eight, a
process begun in 2005 and completed in 2008. Also in 2008, STEC
acquired its first wind generation output. In 2010 STEC added
approximately 200 MW of natural gas generation capacity at the Pearsall

Power Plant.
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HOW ARE RESPONSIBILITIES DIVIDED BETWEEN STEC AND ITS
MEMBERS?

STEC provides all wholesale generation and transmission services for its
Members. STEC owns the step-down delivery point substations providing
service to the Members' feeders at nominal distribution voltage levels of
24.94-kV, 13.8-kV, 13.2-kV, 12.47-kV and 4.16-kV. The ownership change
points in a typical substation are at the attachments of overhead distribution
line wires to the substation steel structure. STEC does not own distribution
overhead line so its distribution plant consists of its substation facilities that
are rated at less than 60 kV.

The Members own the overhead distribution lines and associate distribution
line mounted equipment, retail meters, and any other facilities related to
retail services. Member employees also perform as first responders to
substation and transmission line outages. Typically the first responder
duties are limited to emergency switching and isolation procedures

authorized by STEC's System Operator.

V.

CAPITAL IMPROVEMENTS

DID YOU SUPPLY A LIST OF THE CAPITAL PROJECTS WITH COSTS
FOR WHICH STEC REQUESTS INCLUSION IN ITS RATE BASE?
Yes. A complete list of projects commissioned since STEC's last TCOS

filing is attached as Exhibit CJA-2. It lists the projects that were closed by
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work order number. Projects include multiple work order numbers if the
work encompasses both transmission and distribution assets. The closed-
out costs for each work order are assigned as shown by Exhibit CJA-2 to the
appropriate account number.

PLEASE LIST THE MAJOR TRANSMISSION LINE PROJECTS AND THE
ASSOCIATED COSTS INCLUDED IN STEC'S TCOS THAT WERE
COMPLETED SINCE ITS LAST TCOS FILING.

Included in Exhibit CJA-2 are the following transmission line installations

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26

27

that cost more than one million dollars:

° Palo Duro to Dilley $6,062,016
14 miles, 138-kV new circuit added to existing 69kV line

° Alberta Road to Val Verde $2,392,449
4.1 miles, 138-kV line reconductor

o Pearsall to Moore $2,202,814
11 miles, 138-kV line reconductor

. West Edinburg to Palmhurst $1,603,217
3.4 miles, 138-kV line reconductor

. Port Lavaca to Port O'Connor $8,975,905
20 miles, new 69-kV line, Docket No. 32406

° San Miguel to Pawnee $2,914,284
6 miles, relocate 138-kV line, part of Docket No. 21747

o San Miguel to Fashing $2,102,152
8.5 miles, reconductor 69-kV line

) Paimhurst to Merett $1,782,886

WHAT ARE THE CIRCUIT MILES OF TRANSMISSION LINE FOR THE

4.3 miles, reconductor 138-kV line

TEST YEAR AND THE FOUR PRECEEDING YEARS?
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The annual miles of transmission line in service are as follows:

Table 1
Voltage Ci(cuit Cir_cuit Cir_cuit Cir.cuit Cir_cuit
(kV) Miles Miles Miles Miles Miles
2008 2009 2010 2011 2012
345 31 73 73 73 73
138 379 496 496 520 520
69 1371 1371 1396 1396 1396

HOW DOES STEC DETERMINE FACILITIES TO BE INCLUDED IN ITS
TRANSMISSION RATE BASE?

STEC defines facilities to be transmission as per P.U.C. SUBST. R.
25.192(c)(1)(A)-(E). Summarizing, equipment rated at 60-kV and above and
the associated expenses of the installation and commissioning of equipment
rated above 60kV are considered transmission capital investment.

HOW DOES STEC DETERMINE WHAT TRANSMISSION
IMPROVEMENTS ARE NECESSARY?

Transmission improvements such as new transmission lines, existing line
upgrades, breaker additions, and reactive facilities are generally needed in
support of load growth, transmission network congestion mitigation, voltage
support, connection of new generation capacity, or a combination of the
issues. Reliability indices are calculated annually as well so that facility
performance is included in improvement decisions.

Engineering includes two (2) Transmission Planning Engineers that perform

load flow analyses using computer models of multiple future year projections

for grid connections and load levels in concert with ERCOT personnel and
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neighboring transmission service provider personnel. Results are analyzed
to determine the most effective and economical future projects in order to
assure performance of the transmission service remains within acceptable
voltage ranges and line loading capacities. Acceptable voltages, available
transmission line capacities, and reliability performance criteria are
addressed in STEC’s Transmission Planning Criteria, attached as Exhibit
CJA-3.

When a major transmission improvement is needed, a report with load flow
study assumptions, violations expected, and improvement options
considered is submitted to Regional Planning Group (RPG) of ERCOT. The
RPG keeps transmission service providers (TSPs) informed of transmission
projects that may affect them and coordinates an independent review when
appropriate. STEC presents all projects requiring approval of a Certificate of
Convenience and Necessity ("CCN") and all projects over a certain cost to
the RPG. The RPG process concludes with ERCOT support of a proposed
improvement or ERCOT's alternative recommendation.

New generation capacities requesting connection to the transmission
network require system analyses in order to ensure that all expected
loading, voltage, and stability performances are assessed prior to choosing
appropriate transmission improvements. The generation interconnection
process is administered by ERCOT but studies are assigned to the
appropriate TSP. This process develops the plan for the necessary

transmission improvements to accommodate the generation.
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HOW MANY STATIONS WERE ADDED BY STEC SINCE ITS LAST TCOS
RATE CASE?

STEC completed 13 new delivery point substations and 2 new transmission
switching stations.

WHAT ARE THE MAJOR STATION PROJECTS STEC COMPLETED
SINCE ITS LAST TCOS FILING?

Included in Exhibit CJA-2 are the following installations that cost more than

one million dollars:

. Alberta Road $2,816,620
New 3-terminal 138-kV switching station

o Palo Duro $1,882,760
New 3-terminal 138-kV switching station

) Sioux $4,737,395
New 138/13.2-kV substation with 4-terminal 138-kV bus

. Pearsall $1,715,702
Upgrade 138/69-kV autotransformer

. Alton $1,133,440
New 13.2-kV distribution breaker facility

. Las Milpas $1,334,203
Add 138/13.2-kV transformer

. Montell $1,5623,862
New 69/24.94-kV Substation

° Sunniland $1,246,511
New 69/24.94-kV substation

. Azteca $3,078,856
New 138/13.2-kV substation

) Southmost $3,955,388
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New 138/13.2-kV substation

o Botines $2,559,444
New 138/24.94-kV substation

o Burns $1,706,498
Add 138/13.2kV transformer

o Weslaco $1,548,716
Add 138/12.47-kV transformer

° Mobile Substation $1,354,580
New 14 MVA mobile substation

o Saltdome $2,787,650
New 69/12.47-kV Substation

o Hondo Creek $1,254,059
Upgrade 138/69-kV autotransformer

. Pharr $1,100,285
Add 138/13.2-kV transformer

. Merett $1,165,915
Add 138/13.2-kV transformer

. Seadrift $1,482,447

New 69/12.47-kV substation

IN STATIONS THAT HAVE EQUIPMENT RATED ABOVE AND BELOW 60
KV HOW DOES STEC DETERMINE WHAT MUST BE INCLUDED IN ITS
TRANSMISSION RATE BASE?

STEC's stations that have both transmission and distribution rated assets
are charged to Account No. 362. Transmission specific and distribution
specific costs are taken from continuing plant records which increase station

plant values through entries for installations and decrease them for
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retirements. Not all costs, though, are specifically related to transmission
and distribution equipment. These are the common costs of a station.
ltems like control houses, station service, site work, ground grids, and
security fences are common facilites. Common costs at each station are
allocated based upon the ratio of transmission costs to distribution costs at
every station that is assigned to account 362. The percentages of
transmission plant in each station are listed in the workpaper WP/B-1/1.1.1.
One-line diagrams show the divisions between transmission and distribution
equipment at each of the Account 362 stations. These are included as
Exhibit CJA-7.

ARE THERE OTHER MAJOR PROJECTS STEC HAS COMPLETED THAT
AFFECT ITS TCOS?

Yes. STEC constructed satellite offices on its Pearsall Power Plant property
and on a new property in Donna, Texas. Both offices house personnel,
equipment and materials that support transmission and distribution assets
and activities. The Pearsall Office cost $2,441,469. The Donna Office cost
$3,761,221. The office building construction project costs are charged to
Account 390.

WHAT IS THE TOTAL CAPITAL COST OF THE ASSETS ADDED TO
STEC'S RATE BASE?

The projects listed in Exhibit CJA-2 represent the investments made in

transmission and distribution plant and total $81,121,783.
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ARE ALL OF THE CAPITAL PROJECTS INCLUDED IN STEC'S
PROPOSED RATE USED BY AND USEFUL TO RATEPAYERS?

Yes. All of the capital projects are energized and in service.

V.

TRANSMISSION DUTIES

HOW MANY EMPLOYEES HAVE TRANSMISSION RELATED DUTIES
AND HOW ARE THOSE DUTIES ASSIGNED?

The number of STEC employees that charged at least some of their time to
or performed services partially or completely in support of transmission
related functions in 2012 was one hundred and sixty-three (163). Those
employees were organized as indicated by Exhibit CJA4, STEC's
Personnel Organization Chart.

Eleven (11) employees in the Accounting department headed by the Chief
Financial Officer provided services in support of all work, including that
related to transmission.

Administration personnel provided general support of transmission
functions. These personnel included grounds and building maintenance, a
Compliance Coordinator, safety trainers, security officers, and clerical
support. Thirteen (13) administrative personnel spent at least some time on
or in support of transmission-related functions.

The Manager of Engineering directed eighteen (18) employees involved in

transmission line engineering and design, substation engineering and
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design, transmission system planning, system protection coordination, CCN
application development, project management, right-of-way and land
acquisition, project management, and construction inspection. Employees
in this department were involved in ERCOT working groups and committees.
Two (2) transmission engineers, at least one (1) engineering assistant, and
the Transmission Project Coordinator are exclusively assigned to
transmission projects and two (2) Distribution Engineers were aimost
exclusively involved in distribution projects.  Most of the remaining
Engineering Department personnel split their time between transmission and
distribution work by assigning hours to appropriate work order numbers.

The Chief System Operator directed 8 employees responsible for the 24-7
operation of STEC’s transmission and substation assets, all transmission
operator compliance measures, and coordination of transmission functions
with other transmission owners. All device operations made in the field were
authorized by the system operators through switching instructions.

There were 58 employees involved in Technical Services. The Manager of
Technical Services directed forty-five (45) employees in the Substation,
Relaying, Metering, SCADA, Communications, and Pearsall subgroups.
Part of the efforts of all technical services employees were in support of
transmission services. Responsibilities of these employees included those
related to protective relaying, EPS metering, microwave communications,

autotransformers, breakers, SCADA and RTU's, computers and networks,
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and cyber security. There were thirteen (13) employees based at STEC's
Valley Office whose functions include technical services responsibilities.
Transmission and Substation related work was supervised by the Line
Superintendent directing fifty-two (52) employees performing vegetation
management, transmission line operations and maintenance ("O&M") and
construction, substation O&M and construction, transmission line patrol and
inspection, right-of-way access maintenance, and emergency restoration of
transmission line and substations. One (1) line crew, the line patrolman,
tree trimmers, and right-of-way mowers worked almost exclusively on
transmission related projects and services while three (3) other crews, the
mechanics, and construction crews split time between transmission and
substation work depending upon capital projects in progress by charging
appropriate work order numbers with the appropriate labor hours and
vehicle expenses.

BY DEPARTMENT, HOW MANY FULL TIME STEC EMPLOYEES
PERFORMED TRANSMISSION OPERATIONS AND MAINTENANCE
RELATED DUTIES DURING 2012 AND HOW MANY DURING THE FOUR
PREVIOUS YEARS?

The numbers of employees in each general function/department listed in
Table 2 are those that performed transmission related duties during the

indicated year.
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Table 2
EMPLOYEES BY YEAR

Department/Function 2008 | 2009 | 2010 [ 2011 | 2012
Accounting 9 9 10 11 11
Administration 12 13 1 12 13
Engineering 14 14 14 18 18
Management 2 2 2 2 2
System Operations 8 8 9 9 9
Technical Services 36 53 53 56 58
Transmission and Substation 42 49 52 52 52

Totals | 123 | 148 151 160 | 163

PLEASE EXPLAIN, BY DEPARTMENT, THE APPARENT EMPLOYEE
NUMBER INCREASES SINCE STEC'S LAST FULL TRANSMISSION
COST OF SERVICE RATE FILING.

The Accounting department total increased by two when the position of
Benefits and Events Coordinator became necessary and when the Human
Resources Manager was moved from Administration to Accounting.
Administration personnel increased by one after the Safety Trainer and Lead
Security Officer positions were added and the Human Resources Manager
was moved to Accounting.

Engineering increased with the addition of a Land Agent, Substation
Engineer, and two (2) Engineering Assistants. These additional employees
were primarily needed to keep up with projects and to support the facilities
serving eight (8) Members rather than six (6).

System Operations added one operator position due to increased outage

scheduling attention made necessary by ERCOT protocols and the increase
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