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1. INTRODUCTION AND SUMMARY

Texas Industrial Energy Consumers (TIEC) appreciates the hard work and consideration
that went into the Proposal for Decision (PFD). However, TIEC believes the Commission should
modify two of the PFD’s recommendations. First, the Commission should recalculate the Lower
Colorado River Authority — Transmission Services Corporation’s (“LCRA TSC’s” or “the
Company’s”) revenue requirement using a debt service coverage ratio (DSCR) that is below the
Company’s requested 1.5x. The record shows that if the Commission applies a lower ratemaking
DSCR, that will save customers significant amounts of money while still supporting the
Company’s credit and providing it more than enough revenue to continue providing safe and
reliable transmission service. For instance, applying a ratemaking DSCR of 1.4x would save
customers approximately $28.6 million in the first year that these rates will be in effect,! while
still allowing LCRA TSC to exceed the 1.25x realized DSCR target that is required by its debt
covenants, even under the aggressive capital investment assumptions in the Company’s 2025
Business Plan.? Further, even under the Company’s worst-case credit hypothetical, which was
based on Commission Staff’s recommended 1.25x DSCR, it would still have an extremely strong

A- credit rating, and the Company’s own witnesses admitted that that rating would be sufticient to

I See infra Sections LIL.B and I1L.LE. As explained below, the difference in revenue requirement between the
Company s proposed 1.3x DSCR and Staff’s proposed 1.25x DSCR is $71.6 million per year. See LCRA TSC Ex.
16, Rebuttal Testimony of James D. Travis (Travis Reb.) at 23, Table 3. 1f a 0.25x change in DSCR is worth $71.6
million in revenue requirement, then a decrcase of 0.1x in DSCR would result in a $28.64 million in revenue
requirement. [0.1x/0.23x =0.4] and [0.4 * $71.6 M =$28.64 M]

2 See infra Section [11.E.



provide the Company with access to adequate debt in order to support its capital investment

program

Additionally, regardless of where the Commission sets LCRA TSC s revenue requirement,
it should require the Company to calculate its wholesale transmission rate using the updated 2023
4CP data. Transmission rates are calculated by dividing the Company’s approved revenue
requirement by its share of the ERCOT 4CP, and the updated 2023 ERCOT 4CP that came out
shortly after LCRA TSC filed this rate case was significantly higher than the 4CP values the
Company used to calculate its proposed rates. As a result, if the Commission approves LCRA
TSC’s requested rates, the Company will immediately begin over-recovering its requested
revenues by approximately 360 million per year, or 9.1%. The Commission should require LCRA
TSC to recalculate its rates using the updated ERCOT 4CP data to prevent the Company from
receiving a windfall at customers’ expense. As explained below, requiring LCRA TSC to
recalculate 1ts rates using the updated ERCOT 4CP values would be consistent with the
Commission’s recent decision in the Denton rate case,* and would also mirror LCRA TSC’s

voluntary actions in at least three prior interim TCOS proceedings.®
III. DEBT SERVICE COVERAGE AND RATE OF RETURN

As explained in the PFD, LCRA TSC calculated its revenue requirement using a debt

service coverage ratio, or DSCR. The Company’s DSCR represents the amount of revenues the

* See infra Section 111.C.2.

T4 pplication of Denten AMunicipal Iectric o Change Rales jor Wholesale Transmission Service, Dockel
No. 52713, Order at FoF 39 Oct. 12, 2023),

g Application of LURA Transmission Services Corporation Jor Interim Update of Wholesale
Transmission Rates Pursuant to Substantive Rule 25.192(hj¢1), Dockel No. 44180, Applicalion al 32 (Jan. 8, 2013)
(*"This proposcd transmission ralc updaic uscs 63,680,720 kilowalis. the 2014 avcrage lour coincident peak (4-CP)
filed on December 3, 2014 in Docket No, 43881, “Elcclric Reliability Council of Texas, Inc.’s Reporl on the 2014
4CP Coincident Pcak Load in the ERCOT Region”. This is the most reeent average 4-CP for ERCOT. This 4-CP
complics with Tnstruction 6 of the PUC Filing Requirements (or Tnterim Updale of Wholesale Transmission Rales.™);
see id. (application [iled Januvary 8, 2015); see Tdectric Reliability Council of Texas, Ine.'s Report on the 2014 40P
Coincident Peak TLoad in the FTRCOT Region, Dockel No, 43881, Commission StalT"s Drall Transmission Matrix (Fcb.
2.2015); Dockel No. 44180, Commission Stall"s Recommendation on Final Disposition at pdlpage 6 (Feb. 18, 2013);
Docket No, 44180, Notice of Approval at OP 1 (Fecb, 27, 2013) ("LCRA TSC's applicalion, as modilicd by
Commission StalT"s rccommendation, is approved.™): id al FoF 9 (“Commission Stall"s reccommendation adjustcd the
4CP value to the amount used in the current docket establishing wholesale transmission charge in the ERCOT region
for calendar vear 2015.3 The value is 63.680,709.6 kW, which adjusted the interim wholesale transmission rate to
$6.044657 per 4CP kW.™).



Company receives above and beyond the level that is necessary to cover all of its expenses® and
pay 100% of the collective payments that it owes to service its debt.” So for instance, to calculate
the Company’s revenue requirement using a 1.5x DSCR, the Commission would take the
Company’s expenses, add the Company’s total anticipated debt service payments, and then add

another 50% of the Company’s total anticipated debt service payments on top of that.®

The Commission should reject the PFD’s recommendation to adopt a 1.5x DSCR”
Instead, the Commission should adopt a DSCR that 1s between the 1.25x recommended by
Commission Staff and the Company’s requested 1.5x. As demonstrated below, there 13 ample
room to reduce LCRA TSC’s DSCR and save ratepayers significant amounts of money while also
allowing the Company to maintain its credit rating and continue providing safe and reliable
transmission service. Nevertheless, the PFD failed to adequately consider any DSCR between
1.25x and 1.5x.

A, A 1.5x DSCR is unnecessarily high because it allowed LCRA TSC to aveid
filing a rate case for over twelve years.

The PFD wrongfully contends that no party made a credible challenge to LCRA TSC’s
requested rates.!® However, in briefing, TIEC explained that using a 1.5x DSCR to determine
LCRA TSC’s revenue requirement in its last rate case provided the Company with substantially
more revenues than it needed. This 1s apparent because the resulting rates allowed the Company
to avoid coming in for another full rate review for the last twefve years.!'! LCRA TSC’s current

rates (supplemented by interim TCOS updates for new transmission facilities'?) were sufficient to

5 See TTEC Ex. 2 at Attachment 1 (Flow of Funds Chart); Tr. (Travis Cr.) at 91:5-24.

7 See TIEC Ex. 2 at Attachment 1 (Flow of Funds Chart); Tr. (Travis Cr.) at 92:6-93:11; see afse LCRA
TSC Ex. 3, Direct Testimony of James D. Travis (Travis Dir.) at 19.

& See, e.g.. Tr. (Travis Cr.) al 116:3-7 (explaining implications of a 1.5x DSCR).
¢ PFD at 48.
1" PFD at 48.

" Tr. (Travis Cr.) at 111:5-112:7 (explaining that imterim TCOS filings over the last 12 vears allowed LCRA
TSC to keep up with its growing expenses).

12 See id; see also Tr. (Lapson Cr.) a1 65:18-66:4: see also LCRA TSC Ex. 20 (Lapson Reb.) al Exhibil EL-
4R (Fitch Rating Report for LCRA TSC) at 1 (“The regulatory process in ERCOT allows capex to be included in the
transmission tariff in a timely manner, allowing revenues to keep pace with the increased debt costs.”); Tr. (Travis
Cryat 110:21-111:4.
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cover an increase of over $713 million'’ in yearly expense items while still making capital
investments in its facilities.!* For instance, LCRA TSC’s Operations & Maintenance expense grew
from $75.54 million in its last rate case test year!® up to $164.58 million in the test year for this
case'®—an increase of approximately $89 million per year.!” Yet LCRA TSC’s transmission rates
were sufficient to allow it to absorb that increase without coming in for a rate case and updating
the amount of O&M in its rates. Similarly, LCRA TSC s expenses related to satisfying its statutory
funding obligations, which are set by statute at 5% of its revenues,'® were only $8.93 million when
its rates were last set.'” That is approximately $24 miffion less than the $32.96 million in statutory

funding expenses LCRA TSC has requested in this proceeding.?® This shows that the Company’s

current rates have alse been sufficient to support this obligation, even as it has materially increased.

On top of allowing LCRA TSC to stay ahead of its growing expenses, rates based on a 1.5x
DSCR also provided LCRA TSC with sufficient retained revenues over the last twelve years to
increase its investments in its facilities. Specifically, the proportion of equity in the Company’s
facilities increased from alow of 15.2% in FY 2012 up to a peak of 22.6% 1n FY 2018, before that
number fell back to 18.4% in FY 2023.2! And that is all while the Company’s rate base grew by

148.9% since its last rate case.??

I3 LCRA TSC's Q&M Expenscs increascd by $89 million per year since ils last rate case. See Tr. (Travis
Cr.)yal 103:1-23, LCRA TSCs statutory lunding obligations increascd by approximalcly $24 million per vear since
it’s last rate case. See LCRA TSC Ex. 1 (Application) at 1653, Line 2; Tr. (Travis Cr.) at 108:14-109:1; LCRA TSC
Ex. 3 (Travis Dir.) at 32. Together, this acconnts for $113 million per year of increased expenses.

M Ty, (Travis Cr.) at 100:3-11 (agreeing thal LCRA TSC cannol updale expense ilems in interim (ransimission
rate proceedings).

1% TIEC Ex. 3 {Schedule A from Docket No. 39891) at 3; Tr. {Travis Cr.) at 101:2-12.
' Tr, (Travis Cr.) al 99:20-24,
Y fd at 103:1-23.

¥ TIEC Ex. 3 (Schedule A from Docket No. 39891) at Line 6; Tr. (Travis Cr.) ai. 109:3-110:20; LCRA TSC
Ex. 3 (Travis Dir.) al 36.

' TIEC Ex. 3 {Schedule A from Docket No. 39891) at Line 6.

@ LCRA TSC Ex. 1 (Application) at 1653, Ling 2; Tr. (Travis Cr.) at 108:14-109:1; LCRA TSC Ex. 3
(Travis Dir.) al 32,

2" LCRA TSC Ex. 3 (Travis Dir.) at 21, Figure 4; Tr. (Travis Cr.) at 113:13-114:4.

# LCRA TSC Ex. 3 (Travis Dir.) at 29 (“LCRA TSC’s rate base has grown at an even faster rate of 148.9
percent, from $1,716.780,088 in Docket No. 39891 to $4.272,972.401 requested in this application.”™).
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Taken together, the Company’s ability to outpace significant growth in its expenses while
also investing substantial amounts of ratepayers’ funds to increase the Company’s equity stake in
1ts quickly growing asset base demonstrates that the current 1.5x DSCR was far more than
sufficient to meet the Company’s needs. Accordingly, the Commission should thoroughly
evaluate the Company’s current rate request and consider decreasing the DSCR used to set LCRA
TSC’s rates to a more reasonable level.

B. LCRA TSC has failed to prove that using a 1.5x DSCR to set its rates would
appropriately balance between the interests of ratepayers and LCRA TSC.

PURA and the Commission’s rules require the Commission to set LCRA TSC s rates at a
level that will appropriately balance the interests of the Company and ratepayers® and provide the
Company a reasonable opportunity to eamn a reasonable return.?* In this rate proceeding, PURA
places the burden on LCRA TSC to prove that its proposed rates are just and reasonable.” The
Commission has found that “utilities have a statutory obligation to serve customers at just and
reasonable rates. This includes providing service fo their customers af the lowest reasonable
cost.”?® The Company has not satisfied its burden of proof with respect to its requested 1.5x DSCR
because setting LCRA TSC’s rates that high would charge customers far more than is necessary
to support the Company’s credit and allow it to continue providing safe and reliable electric

service.

The Company’s requested rate of return is out of line with the returns that the Commission
has awarded to other utilities in ERCOT. LCRA TSC’s requested rates would result in an implied

rate of return of 7.87%.%" This is far above the Commission-authorized return for other ERCOT

# PURA § 11.002¢a) (“The purposc of this title is 10 cstablish a comprchensive and adequate regulatory
sysiem Cor public wtilitics o assurc rales, operations, and scervices that arc just and reasonable (o the consumers and 10
the utilitics.™); see alsao id. al § 31.001(a).

21 16 TAC § 25.231(c) (“The Commission will allow each electric utility a reasonable opportunity to earn a
reasonable rate of return.”).

2 PURA § 36.006(1) (“Tn a proceeding involving a proposed rale change, the electric utility has the burden
of proving that . . . the rate change is just and reasonable, i the utility proposcs the change.™) (cmphasis added).

% Rulemaking Proceeding to Amend PUC Subsi. R § 25.236 Relating to Recoverv of Fuel Costs, Project
No. 41903, Order at 21 (May 29, 2014) (emphasis added): see also, e.g.. Application of Cent. Power & Light Co..
Docket No. 9561, Examiner’s Report at 10 (Nov. 13, 1990) {finding that utility rates should conform with the “sound
public policy of providing the lowest possible rales while at the same time alfording the Company a rcasonable return
on investment™),

7 LCRA TSC Ex. 3 (Travis Dir.) at 25.



utilities like Oncor (6.65%),?® AEP Texas (6.45%),% and CenterPoint (6.51%).*® The Company
has not explained why it requires a significantly more generous return than other utilities in the

state, many of which are also in periods of elevated capital investment.

The primary driver in the Company’s requested return is its proposed 1.5x DSCR. The
record shows the 1.5x DSCR that the Company has requested will impose substantial additional
costs on ratepayers. To1llustrate, 1f the Commission were to adopt the 1.25x DSCR recommended
by Commigsion Staff, that would reduce the Company’s revenue requirement by $71.6 million per
year, or nearly $300 million over the next four years.*! But that is not to say that the Commission
should necessarily go all the way to a 1.25x DSCR. A more moderate reduction would still provide
ratepayers with significant savings while not materially impacting the Company’s access to capital
or ability to continue providing safe and adequate transmission service. For instance, if the
Commission applied a 1.4x DSCR, that would save customers $28.64 million per year,*? or nearly

$115 million over the next four years.

The Company has failed to prove that using a 1.5x DSCR to set its rates strikes the
appropriate balance between ratepayers’ interests and its own. Instead, its application and direct
testimony showed that using a 1.5x DSCR would result in rates that are more than sutticient to

support the Company’s credit** and more than sufficient to allow it to continue providing safe and

*® Application of Oncor Eleciric Delivery Company LIC for duihority fo Change Rates, Dockel No. 53601,
Order on Rehearing al 2 (Junc 30, 2023),

2 Applicarion of AEP Texas, Inc. for Authority to Change Rates, Docket No. 49494, Final Order at 2 { April
6, 20200

3 Application of CenterPoini Fnergy Houston Flectric, LLC for duthority fo Change Rates, Docket No,
49421, Final Order al 2 (March 9, 20200,

' See LCRA TSC Ex. 16 (Travis Reb.) at 10; Tr. (Travis Cr.) at 118:20-25 (Staff’s recommendation would
reduce the Company’s revemmes by $71.6 million per vear): Tr. (Lapson Cr.) at 33:2-10 (difference between
Company s request and Staff”s position amounts to $298.3 million over four vears).

3 Asg noted above, (he dillerence in revenug requircment between the Company s proposed 1.5x DSCR and
Staff’s proposed 1.23x DSCR is $71.6 million per vear. See LCRA TSC Ex. 16 (Travis Reb.) at 23, Table 3. If a
0.23x change in DSCR is worth $71.6 million in revenue requirement, then a decrease of 0.1x in DSCR would result
in a $28.64 million in revenne requirement. |0.1x/0.25x=0.4] and [0.4 * $71.6 M = $28.64 M|

B$28.64 M * 4 = §114.56 M]

¥ fg LCRA TSC Ex. 3 (Travis Dir.) at 22 (arguing that LCRA TSC needs a 1.5x DSCR to “maintain its
current credit ratings”™ and avoid a downgrade): it see LCRA TSC Ex. 3 (Travis Dir.) at 18 {noting that the Company
only needs to maintain “investment grade™ credit ratings): and Tr. (Lapson Cr.) at 68:9-18 (Company 's credit ratings
are many notches above the cutoff for imvestment grade, and even in the Company’s worst-case scenario, would only
fall to A-. which is still comfortably above the cutoff for “investment grade™ credit); Tr. (Lapson Redir.) at 84:23-85:2



reliable electric service,*?

In rebuttal testimony, the Company argued that the 1.25x DSCR on
long-term debt that was proposed by Commission Staff may not be sufficient to achieve those
objectives.*® But at no point has the Company shown that the Commission has to set its DSCR at
1.5x in order to support its financial stability and allow it to continue providing safe and adequate

1,>” and when asked, refused to model,*® its

transmission service. The Company did not mode
anticipated debt service costs, retained revenues, and indicative credit metrics at any prospective
DSCR on long-term debt between 1.25x and 1.5x. And as was revealed at the hearing, the
Company also failed to provide sufticient information for those models to be re-created using

different implied DSCRs on cross-examination.*

Importantly, the Commission has broad discretion to select a ratemaking DSCR that will
strike the appropriate balance between the interests of ratepayers and the Company, and the
Commission is not limited to choosing either the 1.5x ratemaking DSCR that the Company has
requested or the 1.25x DSCR supported by Commission Staff. Accordingly, it is concerning that
the Company’s rebuttal testimony failed to address how the Company’s financial situation and

credit metrics would be impacted if the Commission adopted a DSCR between 1.25x and 1.5x on

(acknowledging thal utilitics with “single A™ credil ralings will have adequate access Lo the debt markets even in
dilTicult market conditions): Tr. (Lapson Cr.) al 69:7-11 (samc).

¥ See, e.g., LCRA TSC Ex. 16 (Travis Reb.) at 26 (argning that the Company needs a realized DSCR above
1.25x to continme issuing additional debt or investing in new facilities). Tr. (Lapson Cr.) at 53:13-25 (same); buf see
LCRA TSC Ex. 16 (Travis Reb.) at Exhibit IDT-1R, page 8 (showing that a 1.5x ratemaking DSCR would result in
realized DSCRs that range from 1.42x to 1.44x——comfortably above the 1.25x level required by the Company’s debt
covenants under the assumptions in the Company’s 2024 business plan); id. at 23, Table 3 (data on projected “net
margin for available debt service™ and “debt service”™ from the Company’s 2025 business plan that shows that a 1.5x
ralemaking DSCR would result in realived DSCRs that range rom 1.36x 1o 1.39x over the coming vears, as shown in
the chart in Section TILE titled “Company s Projected Realived DSCR Using 1.5x Ralemaking DSCR (2025 Business
Plan)™): see also TIEC Tnitial Br. al. 16-22 (demonstrating (thal the Company s bond covenants do nol actually preclude
it [rom issuing additional debt il its realized DSCR (alls below 1.23x),

¥ K¢ LCRA TSC Ex. 16 (Travis Reb.) at 15; LCRA TSC Ex. 20 (Lapson Reb.) at 6-7.
¥ See generally LCRA TSC Ex, 16 (Travis Reb.) at 21-24: see also Tr, (Travis Cr.) at 166:8-18,
¥ TIEC Ex. 12 (LCRA Response to TIEC 3-3): see alse Tr. (Travis Cr.) at 166:8-18.

¥ TIEC Ex. 13 (LCRA Response (o TTEC 3-1) al Atlachment 1 (providing model used in Mr, Trayvis's
analysis, bul not including the municipal bond yicld curve the Company used to calculate the incremental debi service
payment schedule in thal model); Tr, (Travis Cr.) at 196:3-14 (caplaining that results of applying municipal yicld
curvc (o projected debt paymenis were hard coded in the model); TTEC Ex. 14 {cxplaining methodology for re-running
Mr. Travis’s analysis, bul not including the municipal bond yicld curve that was used in the modcl); Tr. (Travis Cr.)
at 208:8-9 (I do think you need the yield curve to accarately calculate this information™) (emphasis added); Tr.
(Travis Cr.) at 211:1-10 (disagreeing with method for re-calculating debt service schedule used in his analvsis becanse
“It’s not based upon a vield curve like what we did when we developed this.”).
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1ts long-term debt. As noted above, there s a huge cost difference between those two DSCR
bookends. As detailed below, TIEC believes that a ratemaking DSCR for the Company’s long-
term debt somewhere between 1.25x and 1.5x would reasonably support LCRA TSC’s continued
stability and ability to provide adequate service while also significantly reducing the associated

cost to ratepayers.

C. Ratepayers do not need to fund a 1.5x DSCR to “maintain and support” LCRA
TSC’s credit.

Commission Substantive Rule 25.321(c)(1)(A) requires the Commission to set utility rates
at a level that will “maintain and support [the utility’s] credit and enable it to raise the money
necessary for the proper discharge of its public duties.”* The record shows that LCRA TSC
currently has extremely strong credit, and will continue to have strong credit and access to
sufficient debt capital even in the most extreme scenario that the Company modeled, where the
Commission adopts Commission Staff’s proposed 1.25x DSCR for 1ts long-term debt. Notably, if
the Commission were to select any DSCR that is higher than 1.25x, that would result in better
credit metrics than the Company assumed in its analysis. Given that a DSCR between 1.25x and
1.5x will still be more than sufficient to “maintain and support”™ LCRA TSC’s credit and allow it
to access ample debt financing, the Commission should consider adopting a ratemaking DSCR

below the Company’s requested 1.5x in order to provide substantial rate reductions to customers.
1. LCRA TSC has extremely strong credit ratings.

LCRA TSC currently has strong credit ratings that are far above the level that 1s necessary
for it to maintain ready access to new debt. In his direct testimony, LCRA witness Mr. Travis
stated that the Company needs to maintain “investment grade” credit ratings in order to maintain

access to capital at reasonable and cost-effective rates.*'

But there i1s a huge gap between the
Company’s current ratings and the lower bound tor “investment grade” credit. LCRA TSC’s A+

(Stable) rating from Fitch is five notches above the cutoff for “investment grade” credit,*? and it’s

16 TAC § 25.321(C)(1)(A).

' LCRA TSC Ex. 3 (Travis Dir.) at 18 (“At a mininmm. maintaining an investment grade rating from
applicable rating agencigs is ¢ritical for LCRA TSC to maintain access nol only 1o liquidily in the form of ¢redit
agreements bul also Tor the abilily 1o issuc debl al reasonable and cost-c(Teclive rates.™) (emphasis added).

1 Tr. (Lapson Cr.) at 35:9-19.



A (Stable) rating from S&P is four notches above that level.** In addition to being solidly above
the level necessary to be considered “investment grade,” LCRA TSC’s ratings are around the

4 a group that is considered substantially lower risk than

median level for public power utilities,?
other utilities. ¥ And LCRA TSC’s relative rating is even stronger when it is only compared to
other wholesale public power utilities, * which are more comparable to LCRA TSC*’ because, like
LCRA TSC, they are generally unable to set their own rates.*®

2. Even if the Commission adopted Staff’s proposed 1.25x DSCR, LCRA
TSC would still have extremely strong credit ratings.

Even in LCRA TSC’s worst case credit hypothetical, using Staff"s proposed DSCR, Mr.
Travis and Ms. Lapson acknowledged that the Company’s credit ratings might fall by just one to
two notches, to A-.*> That is still three notches above the cutoff for “investment grade” credit,

which far exceeds the credit ratings that Mr. Travis claimed were necessary in his direct

® Jd,

¥ Tr, (Lapson Cr.) al 59:7-17: LCRA TSC Ex. 20 (Lapson Reb.) al Exhibit EL-6R, page 2 (“Given the
balance of these fundamentals, ralings in this seclor, in most cascs, range [rom ‘AA+ (0 *A-" (with a currenl median
raling of *A+7), denoting high credit quality.™).

# LCRA TSC Ex. 20 (Lapson Reb.) al Exhibil EL-6R, page 3 (“the public power scclor cnjoys a slrong
overall business risk profile™).

% See LCRA TSC Ex. 20 (Lapson Reb.) al Exhibit EL-4R, pages 17-26 (Filch public power peer review
report separately comparing ratings of retail and wholesale utilitics).

¥ Tr, (Lapson Cr.) at 63:1-3 (wholcsale public power wlilitics gencrally have lower credit ratings than retail
public power ulilitics): Tr. (Lapson Cr)) al 64:13-65:2 {acknowledging that Fitch uscs diflerent methodologics when
raling retail and wholesale public power utilitics). see also LCRA TSC Ex. 20 (Lapson Rcb.) at Exhibil EL-4R al 25
(showing that LCRA TSC"s ratings arc currently equivalent to the ratings lor South Texas Electric Cooperative, which
is the only other wholcsale transmission public power ulility listed that is located in ERCQOT): Tr. (Lapson Cr)) al
64:5-10 (acknowledging same).

# (f LCRA TSC Ex. 20 {Lapson Reb.) at Exhibit EL-6R. page 7 (* A utility systen1’s ability to independently
set rates for service significantly enhances reveme defensibility, allowing the utility to increase revenue as necessarv
to offset the effects of lower unit sales or meet unanticipated cost increases. However, Fitch believes the relative
competitiveness of rates and affordability of utility services, particularly at the retail level. can serve as practical
limitations on rate flexibility and a utility "s capability to sustain strong financial performance.”); wifh LCRA TSC Ex.
20 (Lapson Rcb.) at Exhibit EL-6R. page 27 (*Filch’s analysis ol rate Nexibility Tor wholesale supplicrs [ocuscs
primarily on the supplicr’s independent Iegal ability Lo determine rates of service.™).

" Tr. (Lapson Cr.) at 68:9-18; LCRA TSC Ex. 20 (Lapson Reb.) at 21:18-24.
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testimony.®” As explained below, even that most extreme scenario—a credit rating of A- — would
still put LCRA TSC in a strong financial position with more than adequate access to capital.
a) Even in the most extreme credit scenario, LCRA TSC’s credit

ratings would be more than sufficient to provide access to
sufficient debt capital.

LCRA TSC would still be able to access sufficient capital to continue to provide safe and
adequate transmission service even in the most extreme hypothetical scenario where the
Company’s credit rating 1s downgraded to A-. LCRA TSC witness Ms. Lapson testified that
during periods of financial stress, the debt market “is extremely choppy for lower-rated issuers
whereas for higher-rated issuers, with ratings in the single A category or AA category, there is

' But even if the

availability [of debt] even during some fairly poor capital market periods.””
Company’s credit rating fell to A-, LCRA TSC would still be a “higher-rated issuer” with a credit
rating “in the single A category.” Further, Ms. Lapson acknowledged that public power utilities
with A- credit ratings are often able to access the debt markets and issue sizeable bonds.*
Additionally, Ms. Lapson could not point to a single instance over the last ten years where an A-
rated public power utility was unable to access sufficient debt capital ** Accordingly, LCRA
TSC’s witnesses agree that LCRA TSC would not lose its ability to issue sufficient debt during
times of financial stress, even in a worst-case scenario where its credit rating was downgraded to
A-. And as discussed below, awarding a DSCR between 1.25x and 1.5x would result in better
credit metrics than the worst-case scenario that the Company modeled, and may not result in a
rating downgrade at all.

b) Even in LCRA TSC’s most extreme credit scenario, the

Company would only see a minor increase in its debt service
costs,

* LCRA TSC Ex. 3 (Travis Dir) at 18 (“At a mininmm. maintaining an investment grade rating from
applicable rating agencies is critical for LCRA TSC to maintain access not only to liquidity in the form of credit
agreenments but also for the ability to issue debt at reasonable and cost-effective rates.”) (emphasis added).

31 Tr, (Lapson Redir.) at 84:23-85:2 (comphasis added).

2 Tr. (Lapson Cr.) at 69:7-11 (“Q: So Ms. Lapson, il’s truc thal public power utilitics with ¢redit ratings at
or below A- ofien access the debt markets and issuc sivcable bonds. Right? A: That is truc.™).

> Tr. (Lapson Cr.) at 68:19-69:2.
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The Company’s most extreme downgrade scenario would alse not materially increase the
cost associated with servicing the Company’s debt. According to LCRA TSC witness Mr. Travis,
if LCRA TSC had an A- credit rating, that would cause the interest rates on its long-term debt to
goup by 0.15% to 0.3%.°* By Mr. Travis’s calculation, that would increase the total debt service
costs related to the $800 million in loans the Company will take out in 2025 to go up by $24-$48
million over 30 years, or just $0.8-$1.6 million per year.>> Even assuming that a more moderate
DSCR reduction could still result in the credit downgrades that LCRA TSC claims would occur at
a 1.25x DSCR, the resulting increase in interest cost would be dwarfed by the associated savings
that would flow through to ratepayers. As noted above, setting LCRA TSC’s DSCR at 1.4x would
save ratepayers approximately $28. 64 million per year—for a net savings of at least $27.04 million
per year when additional debt costs are taken into account.>® So even if a 1.5x DSCR is necessary
to avoid LCRA TSC being downgraded to A-, it is apparent that the additional costs of funding
that excessive DSCR are not worth it from customers’ perspective.

3. A DSCR between 1.25x and 1.5x may not even result in LCRA TSC
receiving a credit rating downgrade.

It is not at all clear that a DSCR between 1.25x and 1.5x would even result in a credit
downgrade at all, much less LCRA TSC’s most extreme downgrade scenario. This is evidenced
by LCRA TSC’s own experience since its last rate case. As Mr. Travis testified, LCRA TSC’s
equity ratio was just 15.2% following its last rate case,”’ and it was below the ratings agencies’
20%-30% target for public power utilities with LCRA TSC s credit rating in six of the last twelve
years.’® Nevertheless, that lower equity ratio did not cause the ratings agencies to downgrade the
Company’s credit ratings. In fact, even when the Company had a 15.2% equity ratio, its credit
ratings were exactly the same as they are today.”® That is because ratings agencies do not

automatically downgrade utilities simply because their credit metrics fall below the targets for

* TIEC Ex. 8 (LCRA Response to TIEC 3-8) at 1; Tr. (Travis Cr.) at 145:19-148:1.
3 TIEC Ex. 8 (LCRA Responsce to TTEC 3-8) at 1: Tr, (Travis Cr) at 143:8-147:23,
O [$28.64 M - $1.6 M = $27.04 M]

7 LCRA TSC Ex. 3 (Travis Dir.) al 21, Figurc 4; Tr. (Travis Cr.) al 112:19-23,

*F LCRA TSC Ex. 3 (Travis Dir.) at 21, Figure 4; Tr. (Travis Cr.) al 130:9-22,

¥ Tr. (Travis Cr.) at 143:2-144:7.

L
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their current ratings. Instead, as Ms. Lapson explained, “they take a longer view.”®" And the
record in this proceeding shows that, even with a DSCR as low as 1.25x, LCRA TSC will be able
to satisfy its funding needs and still have sufficient retained revenues such that its equity ratio will
eventually trend back toward the 20% level.®! And as mentioned above, the Company’s credit
metrics would undoubtedly be better if the Commission selected a DSCR that is higher than Statf’s
recommended 1.25x.
D. The Commission should not rely heavily on LCRA TSC’s internal business
plans when setting its rates because those plans target a best case scenario

where the Company grows its equity stake while also investing in significant
new capital.

The only modeling that the Company performed to support its rate request was based on
1ts 2024 and draft 2025 business plans. But the Commission should be wary of using the
Company’s business plans as guides to set the Company’s rates because the Company’s financial
policies require those business plans to present a best case scenario where the Company
implements its entire capital investment plan® and does not modify its expenses® while
simultaneously pushing for the amount of equity the Company owns in its facilities to remain at
or above 20%.% However, as Mr. Travis acknowledged on cross examination, “[t]here’s a balance

between the amount of equity and rates,”%

and the Company needs to consider the fiming of when
it builds equity in order to avoid placing an undue burden on ratepayers.®® If the Company were
to continue with its aggressive capital plan while also insisting on remaining close to a 20% equity

ratio, that would require it to charge customers unduly high rates.

% Tr, (Lapson Cr.) al 67:5-10,

o1 g LCRA TSC Ex. 16 (Travis Reb.) at 29-30, Tables 4 and 5 (showing that even under LCRA TSC's
modeling of Staff’s recommendation, the Company’s equity ratio trends back upward toward the later years of the
projection).

52 Tr, (Travis Cr.) al 139:13-160:7.
3 Id.

" LCRA TSC Ex. 3 (Travis Dir.) at Exhibit JDT-2 at 3 (“LCRA TSC busincss plans will specifically address
the accumulation of cquity 10 achieve and maintain a minimum long-lerm ¢quily position of 20%7); Tr., (Travis Cr.)
at 133:13-25 (LCRA TSC’s “business plan docs make thal assumptiion, Lo achieve that 20 percent™); id. at 136:25-
137:4 (“atall times we arc [ocused on maintaining that 20 pereent . . . the Board requirements and the leverage metrics
that arc with the rating agency™).

% Tr, (Travis Cr.) al 135:23-136:1,
% Tr. (Travis Cr.) at 136:22-25.

12



It would be unduly burdensome for ratepayers to support a 20% equity ratio at the
Company whileitisin a period of rapid capital expansion, as is currently the case. The Company’s
financial policies even recognize this, and note that “LCRA TSC may be highly leveraged during
periods of rapid growth "7 Because LCRA TSC is currently in a period of rapid growth, it makes
sense that its leverage would continue to exceed target levels in the coming years. But that tradeoft
1s not reflected in the Company’s business plans. Rather than raising rates to a level that would
allow the Company to support capital expansion while also increasing the amount of equity it has
in its facilities (as the Company’s business plans are required to target), the Commission should
set rates with an expectation that the Company’s leverage will temporarily increase, and then trend
back toward the 20% target in the future once the Company’s pace of capital investment slows.

This concept is reflected in the parent company LCRA’s financial policies, which state that:

LCRA will build equity during those periods when major capital
projects are not being undertaken by financing capital projects
from revenues. In this way, LCRA will build equity sufficient to
maintain financial integrity, ensure access to the debt markets and
provide for the growing needs of customers.
The Commission does not need to, and should not, approve rates that will allow LCRA
TSC to increase its equity ratio while simultaneously expanding its capital base. Instead, the
Commission should set rates at a more reasonable level with the expectation that the Company’s
leverage will increase for a time, and the Company will build up equity afterwards “when major

capital projects are sof being undertaken.”®

As shown below, rates that are established using a DSCR between 1.25x and 1.5x could
still provide the Company with sufficient revenues over the coming years, while still allowing the
Company to rebuild its equity stake (and further shore up its credit profile) in the future.”
Accordingly, the Commission should consider using a ratemaking DSCR between 1.25x and 1.5x

on LCRA TSC’s long-term debt.

% LCRA TSC Ex. 3 (Travis Dir.) at Exhibit IDT-2 at 3.
% TIEC Ex. 6 (LCRA Financial Policics) al 3 (cmphasis added).
* Id

 See LCRA TSC Ex. 16 (Travis Reb.) at 29-30, Tables 4 and 5 (showing that even under LCRA TSC's
modeling of Staff’s recommendation, the Company’s equity ratio trends back upward toward the later years of the
projection).
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E. Even the Company’s modeling based on its 2025 business plan demonstrates
that there is ample room to reduce the Company’s ratemaking DSCR without
pushing its realized DSCR below the 1.25x level required by its debt covenants.

As explained in the PFD, LCRA TSC’s financial policies and debt covenants require it to
target a realized DSCR of 1.25x.”" 1In his rebuttal testimony, LCRA TSC witness Mr. Travis
presented an analysis that projected the Company’s realized DSCR based on Commission Staff’s
proposed DSCR of 1.25x on long-term debt and implementing LCRA TSC’s aggressive 2025
business plan. Below is a reproduction of Mr. Travis’s Table 3, which shows the Company’s
projected realized DSCR using the Company’s 2025 business plan (including the Company’s most
recent projections for $3.9 billion in capital investment over the next 5 years) and Commission

Staff’s proposed revenue reduction (based on a 1.25x ratemaking DSCR on the Company’s long-

term debt):
Table 3
LCRA TSC Fiscal Year 2025 Business & Capital Plan (in millions)*
FY 2025 FY2026  FY 2027 FY2028 FY2029
Net Margin Available for Debt Service (NMADS) S 4734 5 5218 5 5948 S 6503 S 6889
Less: Staff Recommendation (1.25x DSC) s (716) 5 (716) 5 (7186) S (716) 5 (71.6)
Less : Rate of Return decrease on Future iTCOS S (58) § (141} S (247 5 (334) S (406)
Adjusted NMADS S 3960 5 4361 S 4985 § 5454 S 576.7
Debt Service $ 3465 5 3850 S5 4292 S 49 S 4957
Plus: Anticipated debt service due to lower revenue funding _$ 47 § 10.0_§ 159 § 24 § 292
Adjusted Debt Service € 3|12 § 3950 S5 4451 S 4333 § 5249
Adjusted Debt Service Coverage 1.13 1.10 112 111 1.10

As this table shows, if the Commission were to adopt Commission Staff’s recommended
ratemaking DSCR and the Company proceeded with its 2025 business plan without any
modifications, that is projected to result in realized DSCRs below 1.25x. As explained in TIEC's
prior briefing, that is not necessarily cause for alarm because a realized DSCR of below 1.25x
would not automatically preclude the Company from issuing new debt or continuing with its

projected capital plan.”® However, if the Commission wanted to keep the Company’s projected

I See PFD at 26-27 citing LCRA TSC Ex. 16 (Travis Reb.) at 22.

2 See TIEC In. Br. at 3-4, 16-22 (demonstrating that the Company s bond covenants do not actually preclude
it from issuing additional debt if its realized DSCR [alls below 1.25x).
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realized DSCR above 1.25x, there is still ample room for it to reduce LCRA TSC’s rate request.
This 1s obvious because the Company’s own projections in its 2025 business plan show thata 1.5x

ratemaking DSCR would result in realized DSCRs that range from 1.36x to 1.39x.7

Company’s Projected Realized DSCR Using 1.5x Ratemaking DSCR (2025 Business Plan)

FY 2025 |FY 2026 |FY 2027 |FY 2028 |FY 2029
Net Margin Available for Debt | $473 .4 $521.8 $594 8 $6503 $688.9
Service (NMADS)
Debt Service $346.5 $385.0 $429.2 $470.9 $495.7
Debt Service Coverage Ratio | 1.37 136 1.39 1.38 1.39
(NMADS / Debt Service)

While it s clear that the Company could absorb some decrease to its requested revenues
without its realized DSCR falling below 1.25x, the dollar value of that potential decrease is not
immediately apparent. However, it is possible to mathematically estimate how far the Commission
could reduce LCRA TSC’s requested revenues while still ensuring that its realized DSCR will

remain above 1.25x, even under the assumptions in the Company’s aggressive 2025 business plan.

Betore going into this illustration, it 1s important to explain why it is necessary to estimate
the impact of adopting a ratemaking DSCR between 1.25x and 1.5x rather than precisely
calculating it. As noted above, LCRA TSC retused to respond to discovery that asked it to re-run
its realized DSCR analysis at different ratemaking DSCRs between 1.25x and 1.5x.™
Additionally, LCRA TSC failed to provide all of the information that was necessary for counsel

for TIEC to re-create Mr. Travis’s analysis on cross-examination.”

M See LCRA TSC Ex. 16 (Trayis Reb.) at 23, Table 3. Notably, the projected realived DSCRs in ihis chart
exactly match the values that LCRA TSC pul in its drafll 2025 busincss plan, which was posicd on LCRA’s websile
shortly aftcr the hearing. See LCRA, Dirafi Fiscal Year 2025 Business and Capital Plans al 7 (April 25, 2024)
(availablc at: hips://www Icra. ore/download/drali-Icra-isc-Iv 202 3-busincss-and-capital-plans/?wpdmdl=33566).

“ TIEC Ex. 12 (LCRA Response to TIEC 3-3): see alse Tr. (Travis Cr.) at 166:8-18.

“ TIEC Ex. 13 (LCRA Response (o TTEC 3-1) al Atlachment 1 (providing model used in Mr. Travis’s
analysis, bul nol including the municipal bond yicld curve the Company used to calculate the incremental debi service
payment schedule in thal model); Tr, (Travis Cr.) at 196:3-14 (caplaining that results of applying municipal yicld
curve o projected debt payvments were hard coded in the model); TTEC Ex. 14 (LCRA Responsc to TIEC 3-4)
(cxplaining methodology for re-running Mr. Travis’s analysis, bul not including the municipal bond yicld curve that
was used in the model); Tr. (Travis Cr.) at 208:8-9 (“f do think you need the yield curve to accurately calculate this
information”) (emphasis added): Tr. (Travis Cr.) at 211:1-10 (disagreeing with method for re-calculating debt service
schedule vsed in his analysis because “It’s not based upon a vield curve like what we did when we developed this.™).
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Nevertheless, it is possible to mathematically demonstrate that a 1.4x ratemaking DSCR
would be sufficient to keep LCRA TSC’s realized DSCR above 1.25x, even if the Company
expanded its capital investment program as projected in its 2025 business plan. This analysis starts

with Mr. Travis’s rebuttal Table 3:

Table 3

LCRA TSC Fiscal Year 2025 Business & Capital Plan (in millions)*
FY2025  FY2026  FY2027  FY2028  FY2029

Net Margin Available for Debt Service (NMADS) S 4734 § 5218 § 5948 § 6503 S 6839
Less: Staff Recommendation (1.25x DSC) § (716)$ (716) $ (716) $ (71.8) § (70.6)
Less : Rate of Return decrease on Future iTCOS -] (5.8) S (14.1) S [24.7) S (33.4) S (40.5)
Adjusted NMADS § 3960 S 4361 S 4985 S 5454 S 5767
Debt Service S 3465 S 3850 S 4292 S 4709 S 4957
Plus: Anticipated debt service due to lower revenue funding 5§ 4.7 § 100 § 159 § 24 5 292
Adjusted Debt Service § 351.2 & 3950 § 4451 S5 4933 S 5249
Adjusted Debt Service Coverage 113 1.10 112 111 1.10

In order to understand this analysis, one first must understand how Mr. Travis calculated
the realized DSCR projections in his Table 3, which shows the impact of adopting Commission
Staff’s recommendation under the assumptions in the Company’s draft 2025 business plan. The
“Adjusted Debt Service Coverage” number in Mr. Travis’s Table 3 represents the projected
realized DSCR. That number is calculated by dividing the “Adjusted Net Margin Available for
Debt Service (NMADS)” by the “Adjusted Debt Service.” That is represented by this equation:
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¢ (Adjusted NMADS) / (Adjusted Debt Service) = Adjusted Debt Service Coverage
o Where:

* (Adjusted NMADS) = (NMADS - Revenue Reduction from Staff
Recommendation — Rate of Return Decrease on Future iTCOS from to Staft
Recommendation)

o And:

* (Adjusted Debt Service) = (Debt Service + Anticipated Additional Debt

Service Due to Lower Revenue Funding from Statf Recommendation)

So for instance, in FY 2025 on Mr. Travis’s Table 3, the Adjusted NMADS (under Staff’s
recommendation) of $396.0 million divided by the Adjusted Debt Service (under Staff’s
recommendation) of $351.2 millioen works out to a projected realized DSCR of 1.13x:

o (4734-716-58)/(3465+47)=1.13
e (396.0)/(3512)=1.13

To estimate the Company’s realized DSCR under ratemaking DSCRs between 1.25x and
1.5x, one can restate the equation above to target a 1.25x realized DSCR, replace the “Revenue
Reduction trom Staft Recommendation™ with a variable X, and then solve for X. That represents
a scenario where the Commission reduces the Company’s requested revenues by X and the
Company would still earn a 1.25x realized DSCR. That said, it is not possible to precisely revise
the “Rate of Return decrease on Future iTCOS” and “ Anticipated debt service due to lower revenue
funding” lines of Mr. Travis’s chart (both of which are based on Staff’s proposed revenue
reduction) without the municipal bond curves that LCRA TSC used in its analysis, which the

® In order to get past this lack of information, this

Company failed to provide in discovery.”
illustration simply leaves the “Rate of Return decrease on Future iITCOS” and “Anticipated debt
service due to lower revenue funding” at the same level that Mr. Travis projected for Staff’s
recommended 1.25x DSCR. Critically, doing this will actually overstate the impact of a proposed
revenue reduction on the Company’s realized DSCR (meaning the actual realized DSCR would be
higher than 1.25x) because at a lower revenue reduction, the Company’s “Rate of Return decrease
on Future iITCOS” and “Anticipated debt service due to lower revenue funding” numbers would
be lower than if the Commission adopted Staft’s recommendation. As a result, the projected

DSCR calculated in this illustration is actually artiticially low. Despite that, this rougher analysis

1s still sufficient to show that the Commission could substantially reduce the Company’s rate

*Tr. (Travis Cr.) at 208:8-9 (I do think you need the yield curve to accurately calculate this information™)
(emphasis added).
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request without pushing its realized DSCR below 1.25x, even in the unrealistic situation where
LCRA TSC still experienced reduced 1TCOS revenues and increased debt service costs due to
lower revenue funding as though the Commission had adopted Commission Staft’s proposed $71.6

million reduction,
For the FY 2025 calculation, the equation would look like the following:

o (NMADS — Modified Revenue Reduction X — Rate of Return Decrease on Future iTCOS
from Staff Recommendation) / (Debt Service + Anticipated Additional Debt Service Due
to Lower Revenue Funding from Staff Recommendation) = Target 1.25x Realized DSCR

Or, substituting in the numbers for FY 2025:

o (4734-X-58)/(3465+47)=125

By solving for “X” in the equation above, one can demonstrate that in FY 20235, the
Company could fully implement 1ts 2025 business plan—including making all of its planned
capital investments—and still achieve a realized DSCR of 1.25x even 1f the Commission reduced
the Company’s revenue request by $28.6 million.”’ And as explained above, this calculation
unrealistically assumed that the Company’s iTCOS revenues would be reduced and its debt
tunding needs would be increased as though the Commission adopted Statf™s recommended $71.6
million revenue decrease, so the actual realized DSCR would be well above 1.25x. Notably, a

$28.6 million revenue reduction corresponds almost exactly with a 1.4x ratemaking DSCR.™

The value of this analysis 1s, admittedly, limited because as explained above, it overstates

the impact of reducing the Company’s requested revenues on subsequent iTCOS revenue

¥ The cquations below show how 10 solve for X in this situation:

. (4734-X-58)/(346.5+4.7)=1.25
. (467.6 - X)/351.2=125

. (467.6 - X)=1.25 %3512

. (467.6 — X)=439.0

. =X = 439.0 - 467.6

. -X=-286

. X = $28.6 million

8 The difTerence in revenuce requirement belween the Company s proposed 1.5x DSCR and StalT’s proposcd
1.25x DSCR is $71.6 million per vear. See LCRA TSC Ex. 16 (Travis Reb.) at 23, Table 3. 1f a 0.25x change in
DSCR is worth $71.6 million in revenue requirement, then a decrease of 0.1x in DSCR would result in a $28.64
million in revenue requirement. [0.1x/0.25x=0.4] and [0.4 * $71.0 M = $28.64 M|
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reductions and increased debt service costs (which were left at the much higher level they would
be at under Staff’s recommended DSCR). This causes the calculation to show realized DSCRs
that are lower than what the Company would actually expect, and the projected realized DSCRs
would be artificially pushed even lower in years beyond FY 2025 (because the impact of 1iTCOS
revenue reductions and increased debt service costs are cumulative”™). However, given the
limitations in the record and the Company’s failure to provide the information that was necessary
to tully re-run its realized DSCR analysis, this approximation is still valuable to show that the
Company’s requested DSCR is unnecessarily rich and could be substantially reduced and save

customers meney without pushing the Company’s realized DSCR below 1.25x,
IV.  WHOLESALE TRANSMISSION RATE

The Commission should reject the PFD’s decision to rely on the 2022 4CP value when

% Tnstead, the Commission should use the

calculating LCRA TSC’s wholesale transmission rates.
updated 2023 4CP value to ensure that LCRA TSC’s rates do not collect substantially more than
the revenue requirement that is established in this proceeding. As the PFD recognized, LCRA
TSC’s requested transmission rate was determined by dividing the Company’s revenue
requirement by the 2022 ERCOT 4CP.3! Importantly, if the Company were to charge its requested
transmission rate on the amount of billing determinants associated with the 2022 ERCOT 4CP, 1t
would earn exactly its requested revenue requirement. However, the 2022 4CP value 1s no longer
current.*? On May 16, 2024, the Commission approved the 4CP of 83,685,241.4 kW, which Staff
provided in early 2023.* Due to load growth in ERCOT, the 2023 4CP is 9.1% higher than the

2022 4CP that LCRA TSC used to determine its requested transmission rate.** Critically, when

# See LCRA TSC Ex. 16 (Travis Reb.) at 23, Table 3 (showing that values for “Rate of return decrease on
future iTCOS™ escalate from $5.8 M in FY 2025 to $14.1 M, $24.7 M. $33.4 M, and $40.6 M in later vears. and values
for * Anticipated debt service due to lower revenue funding™ escalate from $4.7 M in FY 20235 to $10.0 M. $15.9 M.
$22.4 M, and $29.2 M in later years).

¥ PFD at FoF 124-126, CoL 15,
81 PFD at 49.

¥ Additionally, the 2023 ERCOT 4CP dala partially overlaps with LCRA TSC’s lest year, which ended in
Junc 2023, See TIEC Ex. 1 (Ly Dir.) at 5.

8 Docket No. 56050, Order (Mayv 16, 2024): see afso TIEC In. Br. at 42; Staff Ex. 1 (Direct Testimony of
Jorge Ordones) al 9 (Ordoney Dir.); TIEC Ex. 1 (Ly Dir.) al 3: Docket No, 56050, Commission SialT's Amended and
Final Transmission Charge Matrix (March 18, 2024),

¥ TIEC Ex. 1 (Ly Dir.) at 4.
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LCRA TSC’s new rates go into effect, it will be charging its transmission rate on the updated
billing determinants from the 2023 ERCOT 4CP.% As a result, if the Commission sets the
Company’s transmission rate based on the 2022 4CP, but the Company actually charges that rate
based on the higher 2023 4CP, it will collect revenues that are far in excess of the revenue
requirement that is set in this proceeding.®® As discussed by TIEC witness Mr. Ly and Staff
witness Mr. Ordonez, LCRA TSC’s requested transmission rate would allow it to immediately
over-recover its requested transmission cost of service by approximately $60 million per year.*’
That over-recovery would continue until the rates tfrom the Company’s next interim TCOS filing
go into effect.3® Conversely, if the Commission uses the updated 2023 4CP value to calculate
LCRA TSC’s transmission rate, Company’s revenues would exactly match the revenue
requirement set in this proceeding. Put differently, using the updated 4CP value to calculate the
Company’s transmission rate is not a rate reduction, as LCRA TSC has argued.® Instead, the
4CP update only ensures that LCRA TSC’s realized revenues will be consistent with the revenue

requirement set by the Commission.

The PFD determined that using the outdated 4CP value to calculate LCRA TSC’s
transmission rate was appropriate because it was consistent with the RFP Instructions. However,
the RFP instructions only state that the applicant should use “the most recent average ERCOT 4CP
at the time of application,”*" but the instructions are silent on whether a utility can or should update

its requested transmission rate to reflect changes to the 4CP value that occur while a case is

8 Idoal4-3,
8 1d.
¥ Jd al 4; SialTEx. 1 (Ordoner. Dir) at 9.

# Tnterim TCOS filings update requires utilitics 1o recalculate their transmission rale using the then-current
ERCOT 4CP. See 16 TAC § 23.193(¢).

¥ LCRA TSC Ex. 17. Rebuttal Testimony of Stephen W. Kellicker at 9 (Kellicker Reb.} (referring to
updating the 4CP as a 9% rate decrease).

* Public Utility Commission ol Texas, Filing Requiremenis for Interim Updale of Wholesale Transmission

Rates  Purswant  to  Substantive Rule  25.193ta)ff)  al 6 (Fcb, 10, 2000) (available at:

: ; ic/puct-info/indusiry/clectric/forms/ripnicrim_TCOS Tnstr.pdl) (“[Approved TCOS §

+ (changc in ncl lr‘msmlssmn plant times afler tax rate of relurn)y+ (change in annual ransmission depreciation

cxpense)] / [the most recent average ERCOT ACP at the time of application]”) (cmphasis added); Public Uliliiv

Commission of Texas Transmission Closi of Service Rale Filing Package for Non-fnvestor Chwned Transmission

Service  Providers  in the Flectric  Reliability  Couwncil  of  Texas (Ocl. 6, 2022) (available at

ic/puct-info/industrv/electric/forms/tfp/Non_10U_TCOS _1nstr. (“This schedule

should dlSO show the derivation of the new wholesale transmission rate calculated by dividing the total transmission
revemue requirement by the most recent total system ERCOT 4-CP af the time of application.”).
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pending. Further, nothing bars the Commission from requiring LCRA TSC to update its 4CP value
to ensure LCRA TSC’s transmission rates will actually collect revenues that approximate the
revenue requirement established in this proceeding.

A, The RFP Instructions are not determinative on whether the Company should
update the 4CP value.

The PFD does not dispute that if the Commission calculates its transmission rate based on
the stale 2022 4CP value, the Company would collect roughly $60 million per year in excess of its
requested revenue requirement.’’ Instead, the PFD determined that the 2022 4CP value is
“reasonable” based on the RFP instructions.”> However, the RFP instructions do not address
whether LCRA TSC can (or should) amend its application to account for the updated 4CP value.
As discussed in more detail below, LCRA TSC has consistently amended its intenim TCOS filings
to reflect any changes in the 4CP value that occurred during the proceeding, and the RFP
instructions for interim TCOS instructions are substantially similar to the RFP instructions for non-
IOU rate cases.” Neither set of RFP of instructions bars the Commission from adopting the
recently approved ERCOT 4CP values when approving rates in a proceeding. As in the rate case
RFP, the iTCOS RFP only states that the applicant should use “the most recent average ERCOT
4CP at the time of application,””* and the instructions are silent on whether a utility can or should

update its requested transmission rate to reflect changes to the 4CP value.

Notably, the RFP’s instructions to use “the most recent average ERCOT 4CP at the time
of application” are not binding on LCRA TSC or the Commission, and they do not have the force

of law. In Docket No. 50110, Denton filed an application for an interim update to its transmission

“1 PFD at 54-56.
“ PFD at 54,
3 See infra Section 1V.B.

* Public Utility Commission ol Texas, Filing Requiremenis for Interim Updale of Wholesale Transmission

Rates  Purswant  to  Substantive Rule  25.193ta)ff)  al 6 (Fcb, 10, 2000) (available at:

: ; ic/puct-infofindustry/clectric/forms/rip/Toicrim.TCOS Tostrpdly (‘[Approved TCOS §

+ (changc in ncl lr‘msmlssmn plant times afler tax rate of relurn)y+ (change in annual ransmission depreciation

cxpense)] / [the most recent average ERCOT ACP at the time of application]”) (cmphasis added); Public Uliliiv

Commission of Texas Transmission Closi of Service Rale Filing Package for Non-fnvestor Chwned Transmission

Service  Providers  in the Flectric  Reliability  Couwncil  of  Texas (Ocl. 6, 2022) (available at

ic/puct-info/industrv/electric/forms/tfp/Non_10U_TCOS _1nstr. (“This schedule

should dlSO show the derivation of the new wholesale transmission rate calculated by dividing the total transmission
revemue requirement by the most recent total system ERCOT 4-CP af the time of application.”).
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rates and requested a good cause exception from the Commission’s substantive rules and the non-
IOU TCOS RFP Instructions.”  Specifically, Denton wanted to recover certain depreciation
expenses that are not permitted under the TCOS RFP instructions.” When determining whether
good cause existed, the ALJ in that case explained that the RFP instructions reflect the Commission
Staft”s interpretation of how to identity appropriate depreciation, and while the Commission’s
rules have the force of law, the instructions do not.”” This determination holds true with respect
to the RFP for non-IOU rate cases. Accordingly, the RFP instruction that directed LCRA TSC to
calculate its rates using the 2022 4CP value may be instructive, but it is not determinative because
it does not have the force of law.

B. The Commission’s precedent and LCRA TSC’s prior actions support

updating the 4CP value during a proceeding to ensure accurate transmission
rates,

In LCRA TSC’s interim TCOS proceedings, the Company has consistently changed its

requested transmission rates to reflect revisions to the 4CP value that occurred while those cases

9%

were pending.” While LCRA TSC has not made such a change during a base rate case, the

language at issue 1s identical in the RFP instructions for interim TCOS updates and the RFP
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instructions for non-10U rate cases.”™ Accordingly, LCRA TSC’s prior actions in its interim

S Application of Denton Municipal Electric Utilitv for Inferim Update of Wholesale Transmission Rares,
Docket No. 50110, Order No. 8 at 1 (May 22, 2020).

* Docket No. 50110, Order No. 8 at 1.

" Docket No. 30110, Order No. 8 al 2 (“The [Commission’s] rule has the force of law, the rate (iling package
and insiructions do not.”™).

W Eg Application of LCRA Transmission Services Corporation for Inferim Update of Wholesale

Transmission Rates Pursuant fo Substantive Rule 25.192rhj(1), Docket No. 44180, Application at 32 (Jan. 8, 201%)
(“This proposed transmiission rate update uses 63,680,720 kilowatts, the 2014 average four coincident peak {(4-CP)
filed on December 3, 2014 in Docket No. 43881, “Electric Reliabilityv Council of Texas, Inc.’s Report on the 2014
4CP Coincident Peak Load in the ERCOT Region”. This is the most recent average 4-CP for ERCOT. This 4-CP
complies with Instmction 6 of the PUC Filing Requirements for Interim Update of Wholesale Transmission Rates.”™):
see id. (application filed January 8., 2015); see £lecivic Reliabilitv Council of Texas. Inc.’s Report on the 2014 4CF
Coincident Peak Load in the FRCOT Region, Docket No. 43881, Commission Stafl"s Drall Transmission Matrix (Fcb.
2.2013): Docket No. 44180, Commission SialT's Recommendation on Final Disposition at pdlpage 6 (Feb. 18, 2013);
Docket No. 44180, Notice of Approval al OP 1 (Fecb, 27, 20135) (“LCRA TSC's application, as modilicd by
Commission SlalT's rccommendation, is approved.™): id. al FoF 9 (*Commission Stall's recommendation adjusted the
4CP value to the amount used in the current docket establishing wholesale transmission charge in the ERCOT region
for calendar year 2015.3 The value is 63,080,709.6 kW, which adjusted the inlerim wholgsale transmission rale (o
$6.044657 per 4CP KW.™),

¥ Public Utilitv Commission of Texas, Filing Requirements for Interim Update of Wholesale Transmission
Rates  Pursuant  fo  Substantive  Rule  23.193(qirl) at 6 (Feb. 10, 2000) (available at:
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TCOS proceedings demonstrate that nothing prevents it from updating the 4CP value that 1t uses
to calculate 1ts transmission rate. For example, in Docket No. 44180, LCRA TSC proposed
calculating 1ts transmission rate using the draft 2015 average 4CP value, and argued that doing so
was consistent with the instructions for interim updates to transmission rates.!®® Similar to this
proceeding, LCRA TSC filed its application in Docket No. 44180 prior to Commission finalizing
the new 4CP value.'®" Subsequently, Staff recommended that LCRA TSC update its transmission
rate using the 4CP value in Commission Staff’s final transmission charge matrix,'"* and the

103

Commission approved LCRA TSC’s application,”™” as moditied by Commission Staft’s

recommendation. ! Notably, LCRA TSC has also voluntarily updated its transmission rates to
reflect changes in the 4CP value on at least two other occasions. In Docket Nos. 51786 and 50510,
the Company initially calculated its transmission rates using the draft average 4CP calculation

105

from the applicable dockets ™ and later revised its transmission rates to reflect changes to the 4CP

ic/puct-info/industrv/electric/forms/rfp/Interim TCOS _1nstr. . Public Ltitity

Commission of Texas Transmission Cost of Service Rate Filing Package for Non-Investor Owned Transmission
Service Providers in  the FElecivic Reliabilitv  Councif  of Texas (Oct. 6. 2022) (available at:
ic/puct-info/industrv/electric/forms/rfp/Non 10U TCOS_lnstr.

W Application of TCRA Transmission Services Corporation for Inierim Update of Wholesale Transmission
Rates Pursuani to Substantive Rule 25.192¢h)1 1), Dockel No. 44180, Application al 32 (Jan, 8, 2013) (“This proposcd
ransmission ralc updaic uscs 63,680,720 kilowatts, the 2014 average Tour coincident peak (4-CP) filed on December
3. 2014 in Dockel No. 43881, “Electric Reliability Council of Texas, Tnc.’s Report on the 2014 4CP Coincident Peak
Load in the ERCOT Region”. This is the most recent average 4-CP for ERCOT. This 4-CP complies with [nstrmction
6 of the PUC Filing Requirements for Interim Update of Wholesale Transmission Rates.™).

1 See id (application filed January 8, 2013); see Flectric Reliability Council of Texas, Inc.’s Repori on the
2014 4CP Coincident Peak Load in the FRCOT Region, Dockel No. 43881, Commission Stall"s Drall Transmission
Matrix (Fcb, 2, 2015),

"2 Docket No. 44180, Conunission Staff’s Recommendation on Final Disposition at pdf page 6 (Feb. 18,
2015).

15 Docket No, 44180, Notice of Approval at OP 1 (Feb, 27, 2013) (“LCRA TSC's application, as modificd
by Commission SialT's rccommendation, is approved.™.

1" Docket No. 44180, Notice of Approval at FoF 9 (“Commission Staff's recommendation adjusted the 4CP
value to the amonnt used in the current docket establishing wholesale transmission charge in the ERCOT region for
calendar year 2015.3 The valuc is 63.680,709.6 kW, which adjusted the inlcrim wholesale (ransmission rale (o
$6.044657 per 4CP KW.™),

WS Applicarion of LOCRA Transmission Services Corporation for interim Update of Wholesale Transmission
Rates Pursuant to 16 Tex. Admin. Code § 25.192¢h)(1), Docket No. 51786, Application at 42 (Feb. 2, 2021) (*This
proposed interim transmission rate update uses 70,488.327.7 kilowatts, the draft average 4-CP in Docket No. 51612,
Commission Staff's Petition to Set 2021 Wholesale Transmission Service Charges for the Electric Reliability Council
of Texas, Inc.”). dpplication of LCRA Transmission Services Corporation for Inferim Update of Wholesale
Transmission Rafes Pursuant fo 16 Tex. Admin. Code & 25.192¢h)(1), Docket No. 50510, Application at 44 (Feb. 3,
2020) (*This proposed interim transmission rate update uses 70,879.138.7 kilowatts, the draft average four coincident
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value that occurred during the 4CP proceedings.’’® The Company had no qualms about changing
the 4CP values mid-proceeding during interim updates, even though those proceedings were
governed by nearly identical RFP instructions as the ones that apply to non-IOU transmission rate
cases. Therefore, 1t is clear that the RFP instructions do not preclude LCRA TSC from using (or
the Commission requiring LCRA TSC to use) the 2023 4CP value to calculate its transmission rate
inthis case. As such, to prevent a substantial over-recovery, the Commission should require LCRA
TSC to recalculate its transmission rate using the updated, tinal 2023 4CP values.

C. Alternatively, the Commission should require LCRA TSC to file an interim

TCOS using the updated 4CP values shortly after issuing a final order in this
proceeding.

It the Commission does not require LCRA TSC to update its transmission rate in this
proceeding, the Commission should adopt Staff’s alternative proposal and require LCRA to file
an interim proceeding shortly after the final order in this case. The PFD claims that (1) it’s not
clear 30 days 1s practical and (2) this proceeding was not abnormally long like the Denton
proceeding that concluded earlier this year.!” However, none of the PFD’s reasoning justifies
letting LCRA TSC immediately collect over $60 million per year more than its requested revenue

requirement for an undetermined amount of time. 1%®

First, if filing an interim TCOS update within 30 days is not practical, the Commission

could order LCRA TSC to file an interim proceeding within 45 to 60 days. Requiring the Company

peak (4-CP) in Docket No. 50333, Electric Reliability Council of Texas, Inc.’s Report on the 4CP Coincident Peak
Load in the ERCOT Region. This is the most recenl average 4-CP for ERCOT.™).

1" Docket No. 51786, LCRA TSC’s Filing of Revised Proposed Tariff and Revised Schedule A at 1 (March
9. 2021) (updating Schedule A 1o relleel the revised transmission charge matrix incorporaling the ETEC addition into
the 4CP); Dockel No. 51786, Nolice ol Approval al FoF 7 (March 29, 2021) (*On March 9,2021, LCRA lilcd a revised
proposed tarilT and Schedule A, LCRA’s revised proposed LarilT requests a revised inlerim wholesale (ransmission
rale of $7.037753 per kW together with the rate of $0.3035102 per kW that LCR A collects (or six other (ransmission
scrvice providers. The revision was liled Lo reflect the 2020 Final Revised Four-Coincident Peak (4CP) Transmission
Charge Matrix filed in Docket No. 516127); Docket No. 30310, LCRA TSC's Filing ol Revised Proposed TarilT and
Revised Schedule A at 1 (March 11, 2020) (updating schedule A o reflect StalT's revised 4CP report); Docket No.
50510, Notice of Approval at FoF 6 (April 3, 2020) (*On March 11, 2020, LCRA TSC amended ils application by
filing a (iled revised proposcd LarilT and revised schedule A, modilying the requested (ransmission rales (o $6.413553
per kW logether with the rate of $0.436688 per kW that LCRA TSC collecls for six other (ransmission scryvice
providers, The amendment was filed in response (o the 2019 Revised Four-Coincident Peak (4CP) Report filed in
Daocket No. 30331.™),

""" PFD at 54-35.

I8 See Staff Br. at 26; TIEC luitial Br. at 42; Tr. {Kellicker Cr.) at 29:8-11 {explaining that Mr. Kellicker is
unaware of when LCRA TSC will file an interim TCOS proceeding).
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to file an intenim update at any fime after this proceeding would benefit ratepayers, while ensuring
the Company’s revenues will approximate the revenue requirement established in this docket. As
TIEC explained in briefing, LCRA TSC will update 1ts transmission rate to reflect the 4CP value
at the time of filing its interim TCOS application.!® Accordingly, requiring an interim update on
any reasonable timeline atter this proceeding will at least reduce the amount of time that wholesale
transmission service customers are subject to rates that will allow the Company to recover

significantly more than the revenue requirement established in this proceeding.''"

Additionally, the PFD wrongfully determined that an interim TCOS filing 1s unnecessary

because this case is shorter than the Denton case.''

The length of the proceeding is irrelevant,
other than the fact that the timing in beth proceedings would result in unjustly enriching the utility.
The reality is that, just as in the Denton case, “the information provided here may no longer be a
fully reliable representation of [the utility’s] current cost of providing service.”''? Notably, the
4CP value has increased more since LCRA TSC filed this proceeding than it did over the two years
that Denton’s rate case was pending.'® As explained previously, due to load growth, the 2023
ERCOT 4CP is 9.1% higher than the 2022 4CP that LCRA TSC used to calculate its requested
transmission rate. ! Conversely, in Docket No. 52715, Denton filed its rate case using the 2020
4CP value, and by the time the Commission ordered Denton to file an interim proceeding, the most

recent 4CP value was only 8.08% higher than it was at the time of Denton’s application.'"

Further, because Denton is a much smaller utility, LCRA TSC would immediately over-recover

" TTEC Tnitial Br. at 44; Tr. (Kellicker Cr.) at 22:10-14 (*TC a new 4CP is approved by the Commission it
stands, and then we'll use it or calch up with il, il vou will, (that’s the lag vou'te relerring 1o, we'll calch up with il in
our next rate filing whenever that happens (o be.™).

1Y TIEC Initial Br. at 44 Staff Ex. 1 (Ordonez Dir.) at 10.
" PFD ai 55.
112 See TIEC Ex. 18 (Docket No. 52715 Proposal for Decision) at 002.

113 See Dockel No, 52715, Order on Rehearing al FoF S8H (Octl. 12, 2023) (explaining Denton’s annual
wholesale transmission rate was bascd on the average four-coincident peak demand in ERCOT lor 2020); Commission
Staff's Pelition lo Set 2020 Wholesale Transmission Service Charges for the Fleciric Reliahility Council of Texas,
e, Dockel No. 50333, Order al Ordering Para, 1 (May 1. 2020) (adopting the 2020 matrix with a 4CP of
T0,980.872.4), Commission Stafl’s Petition to Sei 2023 Wholesale Transmission Service Charges for the Fleciric
Reliahility Council of Texas, Dockel No. 34307, Order al Ordering Para. 1 (May 11, 2023) (adopling the 2023 matrix
wilh a 4CP ol 76,713,857.9).

14 TIEC Ex. 1 (Ly Dir.) at 4.
115 (76,713.857.9-70.980.872.4)/70.980,872.4 x 100 = 8.08%
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substantially more than Denton would have in Docket No. 52715 on an absolute dollar basis. As
explained previously, if LCRA TSC calculates 1ts transmission rate based on the 2022 ERCOT
4CP, it will immediately over-recover its requested transmission cost of service by approximately
$60 million per year, or approximately 9% ' Comparatively, in Docket No. 52715, the
Commission required Denton to file an interim proceeding to limit the amount of time Denton
would over-recover its revenue requirement by approximately $2 miffion per vear.'!
Accordingly, Docket No. 52715 is an accurate comparison to the current situation because if
LCRA TSC calculates its transmission rate based on the outdated 4CP value, it will over-recover
its revenue requirement by a much greater degree than Denton would have on both a percentage

and a dollar basis.

Notably, from a practical standpoint, requiring LCRA TSC to file an interim TCOS
proceeding in 2024 would have no impact on LCRA TSC’s interim TCOS filing schedule. During
briefing, LCRA TSC suggested that filing an intenim update during 2024 would somehow extend
regulatory lag associated with its upcoming investments,!'® but that is plainly untrue. The
Commission’s rules only permit LCRA TSC to file an interim proceeding once per calendar year
to reflect changes in invested capital.!'” Because the Company is updating its rates in this
proceeding, it seems highly unlikely that LCRA TSC plans to tile an interim update during the
2024 calendar year. Notably, Mr. Kellicker testified that he was unsure of when the Company
would file its next interim TCOS update, and as the Chiet Financial Officer, he would likely be
aware of any plans to file an interim update this calendar year.'* Similarly, LCRA TSC did not

1

identify any plans to file an interim TCOS update during 2024 in its briefing.!** Importantly,

16 $60.153,150/$661,931.762 x 100 = 9.09%, See TIEC Initial Br. at 42; TIEC Ex. 1 (Ly Dir.) at 2. 4
(explaining that Denton would recover $60.153,150 more than its requested revenue of $661.931,762); Staff Ex. 1
(Ordonez Dir.) at 9.

17 $0.35895/kW x 76,713.857.9 = $27,536.439.3 and $27,536,439.3 - $25,479.240 = $2,057.199.29 See
Daocket No. 52715, Order on Rehearing al FoF 38G-H (Oct. 12, 2023) (cxplaining Denton had a revenue requitement
ol $25.479.240 with a transmission ratc ol $0.33895/kW); Commission Stafi’s Pelition to Sel 2023 Wholesale
Transmission Service Charges for the Fleciric Reliahility Council of Texas, Docket No. 54507, Order at Ordering
Para 1 (May 11, 2023) (adopling the 2023 matrix with a 4CP ol 76,713,857.9).

8 [LCRA TSC Initial Br. at 54-55.
12 16 TAC § 25.192(h)(1).

120 Tr, (Kellicker Cr.) at 29:8-11 (explaining that Mr. Kellicker is unaware ol when LCRA TSC will (ile an
intcrim TCOS procecding).

121 See LCRA TSC Initial Br. at 54-55; LCRA Reply Br. at 44.
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requiring the Company to file an interim proceeding during the 2024 calendar year would have no
effect on LCRA TSC’s ability to use interim updates to reduce regulatory lag associated with future
investments in calendar year 2025 and beyond. And even if the Company found it necessary to
file an additional interim TCOS proceeding during calendar year 2024, LCRA TSC could request
(and would have good reason to receive) a good cause exception from the Commission. Under 16
TAC § 25.3(b), the Commission may make exceptions to its substantive rules for good cause,
which would include allowing LCRA TSC to file an additional interim update in calendar year
2024 if the Commission requires it to file an interim update shortly after the conclusion of this

case.
V. CONCLUSION

For the reasons discussed above, the Commission should (1) set LCRA TSC’s revenue
requirement using a DSCR that is between 1.25x and 1.5x and (2) require LCRA TSC to
recalculate its transmission rates using the updated 2023 ERCOT 4CP values.
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