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IMPARTIAL HEARING EXAMINER’S REPORT
l. Introduction
A. The Process

The Austin City Council (“Council”) established a process by which Austin Energy’s
(“AE” or “Austin Energy”) ratepayers could review AE’s proposed change in rates. The IHE is
not aware of any other municipally owned utility (“MOU”) in Texas whose rates are scrutinized
through a process similar to the one the Council established.

The rate-review process, while certainly not identical to the process employed by the
Public Utility Commission of Texas (“PUCT” or “PUC”), the process nonetheless incorporated
many of the features of the PUCT’s ratemaking process. It allowed for affected ratepayers — in-
city and outside-city ratepayers — to participate in a manner similar to that followed by the
PUCT. These “parties” were provided the opportunity to formally participate in this proceeding,
to undertake “discovery” of AE’s proposed changes in its rates (through what in PUCT parlance
are referred to as requests for information (“RFIs”)), to present their respective recommendations
in the form of “pre-filed testimony” or if they so elected, in a less formal written presentation, to
cross-examine AE’s and the other “parties” witnesses in the case in a public hearing, and finally,

to present written closing briefs summarizing their recommendations.
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The Council also created and filled the position of an “Independent Consumer Advocate”
to represent the residential and small commercial ratepayers, again, a provision akin to what is
available in rate proceedings before the PUCT.

The Impartial Hearing Examiner (“IHE”) is fully mindful of the criticism many parties to
this proceeding have of the process, and the IHE agrees that the process is not a perfect one.
Certainly the interplay between the Public Information Act (“PIA”) and access to data that AE
considers competitively sensitive information served as source of friction between AE and some
of the parties. The scope of the hearing itself was, and likely continues to be, a source of
disputes with some parties arguing that all of AE’s revenue and its rates should be subject to
scrutiny, instead of being limited to AE’s “base-rate” revenue requirements. The timeframe
within which to conduct this proceeding also posed challenges to the parties, with everyone —
including the IHE — wanting more time.

AE presented its “direct” case on January 25, 2016, which is comprised of a voluminous
amount of material in which AE set forth its rationale for its proposed revenue requirement and
specific rates. The other parties that elected to do so, submitted their presentations on May 3,
2016. AE submitted its “rebuttal” case on May 20, 2016.

The period for parties to submit their requests for information — that is, the “discovery
period” — ran from January 25, 2016 through April 19, 2016 on AE’s direct case (which
represents almost 3 months to conduct discovery), and from May 20, 2016 through May 27, 2016
on AE’s rebuttal case.

The hearing on the merits began on May 31, 2016 and concluded on June 2, 2016.

Thus in terms of timeframe, the process was similar to what is statutorily applicable to

major rate cases at the PUCT. Granted, often times the utility, typically in exchange for interim
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rates at a point certain in time, agrees to extend the schedule. Here, however, there is the reality
of the budget process that affects the amount of time the parties, AE, and Council have to
conclude these proceedings.

Thus, while the process was by no means perfect, the IHE submits it provided the
stakeholders a sound process by which to examine AE’s proposed revenue requirement and
proposed rates, and certainly provides much greater input than most other MOUs in Texas
provide.

The parties that more actively participated in the hearings are listed below:

Austin Energy (AE) The Independent Consumer Advocate (ICA)

Austin Chamber of Commerce (ACC) NXP  Semiconductors/Samsung  Austin
Semiconductors, LLC (NXP/Samsung)

Austin Energy Low Income Customers (AELIC | Public Citizens/Sierra Club
or Low Income Customers)
Seton Family of Hospitals (Seton)
Austin Regional Manufacturers Association
Mr. Paul Robbins
Bethany United Methodist Church (BUMC)
Mr. Jim Rourke
Data Foundry

B. Summary of the IHE’s Recommendations

AE presented its proposed base-rate revenue requirement based on a “test year”; AE’s
test year is its Fiscal Year (“FY”) 2014 historical data, adjusted for known and measurable
adjustments. Based on its assessment AE proposed a base-rate revenue requirement of about
$607.2 million, which is about $24.6 million higher than what AE presented as its test-year,
base-rate revenue requirement of about $631.8 million. So, AE is proposing to decrease its base-

rate revenue requirement by about $24.5 million.

AUSTIN ENERGY 2016 RATE REVIEW 3 IMPARTIAL HEARING EXAMINER'S
REPORT




By comparison, NXP/Samsung proposes a decrease of about $185.1 million and the ICA
proposed a decrease of about $63.2 million. Other parties also recommended specific changes to
specific elements that comprise AE’s requested revenue requirement, but did not present an
overall adjustment to AE’s base-rate revenue requirement.

Based on what the IHE concluded was the more credible evidence presented by the
parties, the IHE recommends several changes to AE’s proposed revenue requirement, and
accepted some but not all of the other parties’ proposed changes to the elements to taken
together, comprise AE’s base-rate revenue requirement.

However, because the IHE cannot determine the final impact of all its changes, it is not
presenting an overall revenue requirement. Instead, the IHE requests that AE use as inputs to its
revenue-requirement model, the inputs the IHE recommends that Council adopt. Below the IHE
lists in summary fashion, each of his proposed adjustments on the items raised by one or more
parties in this proceeding. If no party disputed a change that AE proposed, the IHE did not

address that element, but instead assumed that no party contested that particular element.

C. Proposed Changes to AE’s and the Parties’ Recommendations Regarding
AE’s Base-Rate Revenue Requirement

1. Residential Base Revenue Customer Assistance Program Adjustment

The IHE recommends that Austin Energy’s base-rate revenue be amended to account for
the $7,085,000. Doing so produces a starting point for the decrease in Austin Energy’s base-rate
revenue of $24,559,000. That is, other parties’ proposed changes to Austin Energy’s proposed

reduction are in addition to the $24,559,000 decrease that Austin Energy proposes.
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2. Decommissioning Funding

The IHE recommends that Austin Energy’s proposed fund for decommissioning its non-
nuclear production plants be reduced by $3,792,850 for a total decommissioning cost of
$17,792,850. Therefore, for FPP and SHEC the IHE recommends decommissioning costs of
$2,925,000 for FPP and $867,850 for SHEC, and for Decker Units 1 and 2, the IHE recommends

a decommissioning cost of $14 million.

3. Internally Generated Funds for Construction

It is inappropriate to disregard CIP expenditures related to production plant as
NXP/Samsung proposes. Even though the City Council may not have yet identified the next
production plant for Austin Energy to construct, this does not mean Austin Energy does not
expend monies on production plant. Therefore, the IHE recommends that in calculating IGCF
that the amount of CIP to use is $158,169,688.

In calculating the percentage of funds generated by equity, the amount of CIP to use
should exclude CIAC as proposed by Austin Energy. This means that the CIP amount net of
CIAC is $139,656,467.

The IHE recommends that Austin Energy’s funding for its CIP projects be based on
50/50 debt-to-equity ratio.

The IHE recommends Austin Energy’s rates include $88,341,455 in IGCF.

4. Transmission Costs and Revenues

Regarding NXP/Samsung’s adjustment to what Austin Energy refers to as its “retail
transmission costs” (accounted for in FERC Account 565), the IHE recommends that the Council

reject NXP/Samsung’s proposal.
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But the record also establishes that in determining its base-rate revenue requirement,
Austin Energy reduced its proposed base-rate revenue requirement by “Other Revenue,” and
“Other Revenue” includes revenue Austin Energy receives from the ownership and operations of
its transmission assets and sale of those services to transmission and distribution utilities
(“TDUs”). Austin Energy shows this in its “Schedule A” to its rate filing package.

The IHE finds it difficult to reconcile Austin Energy’s position that the offset to its
revenue requirement should be approximately $62.97 million. Even if the IHE accepts Austin
Energy’s argument that the $76.6 million the PUCT approved on March 25, 2016 is beyond
Austin Energy’s test year and an amount not known until after Austin Energy prepared its rate
filing package, the discrepancy between the transmission data Austin Energy presented to the
PUCT, and upon which the PUCT based its decisions in Docket No. 42385 (June 2014), and
Docket No. 45382 is too large to ignore.

The IHE concludes that $74.3 million is the more appropriate amount to use as an offset
to Austin Energy’s revenue requirement to arrive at its base-rate revenue requirement. The IHE
observes that no party contested the accuracy of the amounts shown in the table above, nor did
any party argue that Austin Energy would receive an amount materially lower than the $76.6
million it presented to the PUCT in Docket No. 45382. Further, the approximately $76.6 million
is consistent with the amount Austin Energy most recently presented to the PUCT, and is within
about 1% of the amount the PUCT approved in its March 2014 order in Docket No. 42385.

Therefore, the IHE recommends to the Council that it offset Austin Energy’s revenue
requirement by $74.3 million, instead of $62,129,919 as proposed by Austin Energy. This is an

additional offset to Austin Energy’s revenue requirement of about $5.32 million.
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5. FPP Debt Defeasement

At this juncture, the IHE concludes that it is premature to include revenue in rates to be
set in this proceeding for debt defeasance related to FPP and therefore, the IHE recommends

rejection of PC/SC’s proposal to defease debt related to FPP.

6. Debt Service Associated with South Texas Nuclear Project

Similar to the IHE’s recommendation regarding defeasance of debt related to FPP debt
obligations, the IHE also concludes that it is premature to increase rates by accelerating

payments on Austin Energy’s debt associated with the South Texas Nuclear Project (“STP”).

7. Uncollectable Expense

The IHE recommends as did the ICA that Austin Energy’s Uncollectible Expense in this
proceeding be set at $10,199,660 as compared to Austin Energy’s proposed amount of
$16,054,751. This represents a reduction of about $5.855 million to the amount Austin Energy

proposed.

8. Economic Development and Community Programs

The IHE agrees with Austin Energy that its economic development and community
programs have had a positive influence on the City’s economy. However, the IHE also agrees
with the ICA and with NXP/Samsung that Austin Energy’s expenditures related to its economic
development and community programs are not costs related to the provision of electric utility
service.

The IHE further agrees with Austin Energy that as municipally owned utility,
comparisons to, for example, CenterPoint Energy-Houston Electric (“CenterPoint”) are of little

relevance.
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While the Austin Energy, and the City, may view these expenditures to be of value, the
source of funding for the cost associate with these activities should not be treated as a cost of
service for providing electric utility service. And to that extent, the IHE also agrees with
NXP/Samsung that the economic development and community programs are not a reasonable

and necessary expense to provide electric utility service.

9. Loss on Disposal

The IHE agrees with Austin Energy. The record establishes that during the test year (FY
2014) Austin Energy incurred about $7.2 million in losses associated with the disposal of certain
assets. The record also establishes that this amount is a recurring expense and that the test year
amount is typical of past experience. The test-year amount is representative both of past
experience and of what is expected to occur in the future. Therefore, the IHE recommends that

Austin Energy’s rates recover $7,170,039 in rates related to losses on disposal of assets.

10. Customer Care

The IHE agrees with Austin Energy. While the IHE finds troublesome that 100% of
customer-complaint costs are allocated to electric ratepayers, even though the record is clear a
number of complaints arise from services provided by other city departments, the record
establishes that the Utility Customer Center (“UCC”) provides services beyond handling
customer complaints. AE operates the UCC on behalf of the City, specifically serving the
departments and customers of Austin Water Utility (“AWU”), Austin Resource Recovery
(“ARR™), the Transportation Department, the Watershed Protection Department, and various
other smaller departments. The UCC serves as the primary place for customers to report

electrical outages
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11. Rate Case Expense

The IHE agrees with the NXP/Samsung that Austin Energy’s rate case expenses in the
amount of $1,757,931 should be recovered over a period of five years. Recovering rate case
expenses over a period of 5 years is consistent with the standard practice, which sets an
amortization period for rate case expenses that matches the period of time between rate reviews.
Recovering rate case expenses over a period of 5 years (instead of 3 years as proposed by Austin

Energy) translates into a $215,333 reduction to Austin Energy’s revenue requirement.

12. Outside Services

The IHE agrees with Austin Energy and recommends that the City Council reject
NXP/Samsung’s proposal to exclude $6,762,767 from Austin Energy’s cost of service related to
Austin Energy’s outside IT support. The fact that Austin Energy did not estimate how much it
projected to spend on such services in FY 2017 does not in and of itself negate the fact that
Austin Energy incurred similar costs in FY 2014 in the amount of about $8.9 million and

incurred about $10.1 million in FY 2015.

13.  Reserves
(@) Reserve Funding

To the extent the Council does not adopt new policies regarding the reserve funds Austin
Energy should maintain, then the IHE finds the method by which Austin Energy calculates its
reserve funds based on current financial policies, to be acceptable.

The IHE also recommends that the additional reserve funds Austin Energy proposes to

recover, that is, the amount that corresponds to the approximate $34.0 million, be accomplished
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over three years as proposed by Austin Energy.* The one modification the IHE recommends is
that funds associated with the decommissioning of Decker Units 1 & 2, FPP, and SHEC, are to

be treated as reserves and not as an O&M expense.

(b) Policies

The IHE recommends that the Council implement most of the changes proposed in the
NewGen study regarding Austin Energy’s reserve funds. Doing so should have the effect of
reducing Austin Energy’s revenue requirement, but as noted above, by how much is dependent
on the Council’s decisions regarding adjustments to Austin Energy’s proposed revenue
requirement.

The IHE generally agrees with the NewGen study that the current structure of Austin
Energy’s reserve funds is confusing; is out of step with Austin Energy’s peer utilities; and results
in some reserve funds being over funded and others underfunded. The IHE also agrees that,
overall, Austin Energy’s unrestricted reserves, excluding non-nuclear decommissioning reserve

fund and the CIP fund, should be set to have on hand 150 days cash on hand (“DCOH”).

14. Property Transfers
@ Energy Control Center

The IHE finds persuasive the Low Income Customers, NXP/Samsung, and the ICA’s
arguments that the Council should take into account receipt of the $14.5 million Austin Energy
received related to conveyance of the ECC. The record establishes that Austin Energy received

$14.5 million on November 24, 2015.> While the transaction closed after Austin Energy had

As discussed below, the IHE’s recommendation regarding attribution of the $14.5 million Austin Energy
received from the sale of the Energy Control Center may affect the amount of additional reserve funds Austin
Energy should maintain.

2 AELIC Exh. 20.
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completed its cost of service study for this rate-review proceeding, Austin Energy will go
through the Council’s budget review in the upcoming weeks, and the $14.5 million is a known
and measurable event. Moreover, while it is a “post, test-year adjustment,” meaning an event
that occurred after the “test year” upon which most of Austin Energy’s presentation is based, that

of itself does not preclude recognition of the transaction.

(b) Seaholm South Substation Land

The IHE declines to recommend that Council adopt Mr. Robbins’ proposal that the
General Fund, compensate AE for the transfer of the Seaholm South Substation Land. AE
presented the matter to Council and Council approved the transaction and the transaction was
undertaken in accordance with Council policies. Therefore, the IHE agrees with Austin Energy
and concludes that no further action is necessary with respect to the transfer of the Seaholm

South Substation Land.

(©) Vacant Lot at 2406 Ventura Drive

Similar to the IHE’s recommendation regarding transfer of the Seaholm South Substation
Land, the IHE declines to recommend that Council adopt Mr. Robbins’ proposal. Therefore, the
IHE agrees with Austin Energy and concludes that no further action is necessary with respect to

the transfer of the vacant lot at 2406 Ventura Drive.

(d) Vacant Lot at 3400 Burleson Drive

Similar to the IHE’s recommendation regarding transfer of the Seaholm South Substation
Land, the IHE declines to recommend that Council adopt Mr. Robbins’ proposal. Therefore, the
IHE agrees with Austin Energy and concludes that no further action is necessary with respect to

the transfer of the vacant lot at 3400 Burleson Drive.
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(e) Holly Street Plant

The IHE recommends that the Council decline to make any adjustments to Austin
Energy’s revenue requirement based on Mr. Robbins’ complaints that there was no rate-review

process in place when issues relate to the Holly Street Plant were addressed.

D. IHE’s Proposed Changes to AE’s and the Parties’ Recommendations
Regarding Cost Allocation

1. Functionalization of the 311 Call Center, FERC 920 Administration
and General

The IHE agrees with the ICA to functionalize the 311 Call Center to Distribution instead
of to Customer. Therefore, the IHE agrees with the ICA that the expense is more reasonably
functionalized to “Distribution,” and recommends functionalizing Account 417 (“A-417") to

Distribution, allocating the expense to classes based upon distribution O&M expense.

2. Labor Costs and New Service Connection Fees

The IHE recommends that A&G Labor Costs (A-920) be allocated through use of a labor
allocator as proposed by AE.
The IHE finds persuasive the ICA’s proposal to assign New Service Connection Fees to

the Customer function, instead of functionalizing these costs to Distribution as proposed by AE.

3. Classification of Production Costs

The IHE agrees with AE’s proposal to classify fuel and recoverable purchased power as

energy-related expenses.

4. Allocation of Production Costs

The IHE agrees with AE that production costs be allocated based on the 12CP allocation

methodology. The IHE concludes that NXP/Samsung’s and DF/ACC’s proposals do not give
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sufficient weight to the fact that, while AE is a vertically-integrated utility, it operates in a
market where production of power, that is, generation, is deregulated. AE’s proposed use of a
12CP allocator for production costs more accurately reflects the affect of nodal markets in

ERCOT on production costs.

5. Allocation of Distribution Costs
(@) Classification of Distribution Costs
1) Transformers and Capacitors

The IHE recommends that transformers be classified as demand-related costs and allocate
these costs on customer demand based on an AE’s 4 NCP for the months of June — September, as

proposed by NXP/Samsung.

@) Meters

The IHE recommends adoption of AE’s proposal to classify meters as a function of the

number of customers.

3 Services

The IHE recommends that the Council adopt AE’s proposal to classify Services as

demand related and the allocation of the cost to each class based on SMD is appropriate.

(b)  Allocation of Distribution Costs

The IHE recommends that the Council adopt AE’s proposal to allocate distribution
substations, poles, and conductors should be allocated using the 12 Non Coincident Peak

(“NCP”) allocator instead of NXP/Samsung’s proposal to use the 4ANCP method.
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6. Allocation of Customer Service (Uncollectible) Costs
(@) Uncollectible Expense Allocation

The IHE recommends to Council that it adopts the ICA’s proposal to allocate
Uncollectible Expense should be spread proportionately to all customer classes based on

revenues (i.e., a Rev Req allocation).

(b) Meter Expense and Meter Reading

The IHE recommends that Meter Expense and Meter Reading expenses be allocated to

each class based on the number of metered customers as proposed by AE.

(©) Customer Service Accounts
1) Marketing and Advertising

The IHE recommends to the Council that it adopt the AE’s allocation of marketing and

advertising expenses and services expenses (that is, Accounts 908 — 910).

@) Service Connection Fees

The IHE recommends that Service Connection fees be assigned to the distribution

function as proposed by AE, instead of the customer function as proposed by the ICA.

7. Allocation of Energy Efficiency Service Charge

The IHE recommends that Council adopt the ICA’s proposal to allocate Energy
Efficiency Service (“EES”) charge and with the ICA and with PC/SC that the EES Charge
should be a uniform charge assigned to all customer classes, and the IHE so recommends to the

Council.
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E. IHE’s Proposed Changes to AE’s and the Parties’ Recommendations
Regarding Revenue Distribution

The IHE agrees with the ICA that a CCOS is but a guide to establishing the expenses that
should be assigned to each customer class. Thus, the IHE disagrees with NXP/Samsung and
other parties that suggest that rates must be set at the price points mathematically determined by
the CCOS study.

Therefore, the IHE recommends to Council that it adopt the proposed revenue
distribution AE proposed for the initial $17.5 million revenue reduction and that the Council
allocates the additional $7 million decrease associated with the CAP program in the same
manner. Further, the IHE recommends to Council that if the Council reduces AE’s revenue
requirement beyond the approximate $24.5 million conceded by AE, that it use the same

proportional relationships attendant to the $24.5 million to distribute the additional reductions.

F. IHE’s Proposed Changes to AE’s and the Parties’ Recommendations
Regarding Rate Design

1. Billing Adjustment Factor

The IHE recommends that Council adopts AE’s proposed billing adjustment factor. The
adjustment accounts for various factors, including errors in prior billings, partial bills, and

estimated meter reads based on the data currently available.

2. Seasonal Power Supply Adjustment

The IHE recommends that Council adopts AE’s proposal to implement a seasonal power

supply adjustment (“PSA”) instead of charging seasonal base rates.
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3. Residential
(@) Customer Charge

With regard to the Residential customer charge the IHE recommends that Council adopt
AE and the ICA’s proposal to not change the charge and that it be left at $10.00 per month. The
IHE also agrees with the ICA that the more credible evidence in the record does not support a

lower charge for multi-family residences.

(b) Tiered Energy Rates

The IHE recommends that Council approve AE’s proposed changes to the tiered structure

of its rate design.

(©) Seasonal Base Rates

For the reasons discussed in the section addressing the Power Supply Adjustment, and
establishment of a seasonal PSA, instead of seasonal base rates, the IHE recommends that

Council approve AE’s proposal to eliminate the seasonality in base rates.

4, Non-Residential Customer Charge

The IHE recommends that Council approve AE’s proposed non-residential rate design.
However, the IHE also agrees with the ICA that Council should be mindful that approval of
AE’s proposal should not be taken as approval of a philosophy to increase the customer charge
for S1 and S2 in the future, shifting more costs from energy rates to the demand charge in the

future. Those issues should be subject to review and debate in the next rate case.

5. Load Shifting Voltage Rider and Additional Demand Response and
Storage Tariffs

In any event, the IHE recommends approval of creation of a Load Shifting VVoltage Level

discount rider for commercial customers that can shift a year-round load using various, non-fuel
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based storage technologies. The IHE does not pick one way over the other in this situation
because matters of process are outside the IHE’s domain and are left to Council’s discretion.
The IHE also agrees with PC/SC that the name of this tariff be clarified to better express its

intent.

6. S2 and S3 20% Load Factor Billing Determinant Adjustment

The IHE is not aware of any opposition to AE’s proposal to adjust the demand billing
determinants for customers in S2 and S3 customer classes as proposed in AE’s rebuttal
testimony. Further, the ICA supports AE’s proposal as set forth in AE’s rebuttal testimony.

Therefore, the IHE recommends Council adopt AE’s proposal.

7. Group Religious Worship Discount

Ultimately, continuing, or not, the HOW discount is a policy decision, but the IHE
recommends that the HOW discount be discontinued. No party, including the ICA and BUMC
could point to a cost-of-service basis for distinguishing HOWSs from other similarly situated
customers with respect to the discount policy. Thus, the IHE agrees with AE that at the

conclusion of current transition period, the HOW discount be discontinued.

G. Value of Solar Issues
1. Commercial

The IHE recommends to Council that, until there is a comprehensive, stakeholder-
involved process to review the issues raised by the potential introduction of a commercial VOS,

that Council not adopt a commercial VOS tariff during this rate proceeding.
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2. Community Solar

The IHE recommends that Council await finalization of AE’s development of the design
for a community solar offering. AE noted that it expects to have the new community solar
system operational by the end of 2016 with development of a tariff by the beginning of

September, 2016.

3. VOS Residential Tariff

The IHE recommends that Council adopt Mr. Rourke’s recommendation to include more
information in the VOS tariff to explain how the VOS Rate is calculated and more clearly

identify and define the components of the rate.

H. Other Issues
1. Service Area Lighting

The IHE recommends to Council that it adopt AE’s proposal for recovery of costs

associated with providing streetlight services.

2. Customer Assistance Program

The IHE recommends to Council that it make no changes to AE’s current eligibility
requirements for its Customer Assistance Program (“CAP”) or to the recent modifications AE

has undertaken to the program.

3. Late Payment

The IHE recommends that Council retain the late-payment penalty in AE’s tariffs. The
late-payment penalty serves as an incentive to customers to not only pay their bills on time, but

indirectly serves to minimize Uncollectible Expense.
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4, Regulatory Charge

The IHE recommends that Council approve AE’s proposed changes to the Regulatory

Charge.

1. Revenue Requirement
Austin Energy’s Position:

Austin Energy’s current base-rate revenue is about $631.8 million. This amount excludes
costs and revenue recovered through three pass-through charges: the Power Supply Adjustment,
the Regulatory Charge, and the Community Benefits Charge.® In this proceeding Austin Energy
seeks to decrease its base-rate revenue requirement by approximately $24.6 million.*

Numerous parties submitted testimony recommending larger decreases in Austin Energy
rates. Where a party identified a specific amount by which Austin Energy’s rates should be
further reduced, below, the IHE notes those amounts for each such party.

Independent Consumer Advocate’s Position:

The ICA proposed a decrease of $63,216,000 in Austin Energy’s base-rate revenue. This
amount compares to Austin Energy’s proposed decrease of about $24.6 million.®
NXP/Samsung:

NXP/Samsung proposed a decrease of $185,086,492 in Austin Energy’s base-rate

revenue. This compares to Austin Energy’s proposed decrease of about $24.6 million.®

®  AE Exh. 1, Tariff Package, p. 021, Footnote 11; updated in AE Exh. 2, pp. 7-10.

The phrase “cost of service” is used synonymously with the phrase, “revenue requirement.” Each speaks to the
total base-rate revenue a utility must recover to equate to the cost of providing service to the public.

> ICA Closing Brief at 9.
®  NXP/Samsung Exh. 1 at 3.
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Data Foundry:

Data Foundry appears to recommend a reduction of between $165 million and $210
million in addition to the $24 million in reductions Austin Energy proposed. However, Data
Foundry also concurs in the NXP/Samsung revenue requirements case, except insofar as
NXP/Samsung’s proposals would allow production costs in base rates. Thus, Data Foundry’s
proposed reduction is not entirely clear given that Data Foundry also concurs in NXP/Samsung’s

recommendations.

Impartial Hearing Examiner’s Analysis and Recommendation

For the reasons discussed below, the IHE recommends additional reductions to Austin
Energy’s over all base-rate revenue requirements based on the IHE's recommendations noted
below. The IHE has requested that AE re-run its revenue requirement model using the IHE's

recommendations as set forth below.’

A. Residential Base Revenue Customer Assistance Program Adjustment
Austin Energy’s Position:

In Austin Energy’s initial filing on January 25, 2016, AE proposed a decrease of
$17,474,000 in its base-rate revenue. Through the course of these proceedings, as is often the
case in proceedings of this complexity, Austin Energy acknowledged that it had failed to capture
$7,085,000 generated from a separate funding source under the Community Benefit Charge
(“CBC”) that are used to offset the expenses associated with the discount offered to ratepayers

under the Customer Assistance Program (“CAP”). Not accounting for these funds had the effect

The IHE had hoped to complete his report in time for AE to re-run its revenue-requirement model so that the
IHE's report could have included a new "Schedule A" using the IHE's inputs, but the number of issues and their
complexity prevented the IHE from doing so. The IHE apologies to the parties for not having been able
to include a "final" revenue requirement in the IHE's Report.
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of overstating Austin Energy’s base-revenue by $7,085,000.2 Ultimately, Austin Energy
proposes to decrease its base-rate revenue by $24,559,000.°

No party, including Austin Energy, contested the change the Low Income Customers
identified. Therefore, the IHE recommends that Austin Energy’s base-rate revenue be amended
to account for the $7,085,000. Doing so produces a starting point for the decrease in Austin
Energy’s base-rate revenue of $24,559,000. That is, other parties’ proposed changes to Austin
Energy’s proposed reduction are in addition to the $24,559,000 decrease that Austin Energy

Proposes.

B. Decommissioning Funding
Austin Energy’s Position:

AE proposes to add $19.4 million of additional revenue to cover future decommissioning
expenses for decommissioning of the Decker Creek Power Station (“Decker”), Fayette Power
Project (“FPP”), and Sand Hill Energy Center (“SHEC”).!® Of the total $19.4 million,
approximately $14 million is for the retirement of Decker; $3.75 million is set aside for the
retirement of Austin Energy’s portion of FPP; and $1.7 million is for the eventual retirement of
SHEC.™ Austin Energy contends that its request is consistent with City of Austin Financial
Policy No. 21 and that such policy requires Austin Energy to set aside funds to pay for the

eventual retirement and decommissioning of the utility’s non-nuclear fuel generation fleet.*?

The Austin Energy Low Income Customers (“AELIC”) and the ICA identified this issue during the discovery
process in this proceeding, an error which Austin Energy acknowledged and discussed in Mr. Dombroski’s
rebuttal testimony. AE Closing Brief at 12,

®  ICA Post-Hearing Brief at 6.
10 AE Exh. 1 at 857 (WP D-1.2.5).

I AE’s total decommissioning cost estimate is $80 million, and the amortized annual expense is $19 million.

AE Exh. 1 (WP/ D-1.2.5).
12 AE Exh. 1 at 371.
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Austin Energy also contends that it must start accumulating the decommissioning funds no later
than four years prior to commencement of decommissioning activities.*

To arrive at its proposed decommissioning fund, Austin Energy calculated the $19.4
million in decommissioning expense based on the estimated number of years until the units are
retired and used the upper end of the range of estimated decommissioning costs for units 1 and 2
at Decker, AE’s share of the FPP, and all of SHEC."

Austin Energy noted that its estimate for the costs to decommission Decker Units 1 & 2
were based on a detailed engineering cost estimate relying upon analysis specific to these
facilities.” But because length of time before FPP and SHEC will be decommissioned, it based
its costs of decommissioning FPP and SHEC on a benchmarking approach instead of a plant-
specific study.

Austin Energy also argued in favor of inclusion of its entire estimated decommissioning
costs now instead of some lesser amount because in its view the fact that it was seeking a
reduction in rates presented a unique opportunity to begin accumulating its decommissioning
funds now instead of during a time when it may be in a position to raise rates. “Using a portion
of current base rate revenues to fund the Non-Nuclear Decommissioning Reserve satisfies an
important revenue requirement objective without raising rates. This outcome is more desirable

compared to facing a similar funding requirement when an overall rate increase is required.”*°

B3 Austin Energy Brief at 13.

Y The cost estimates were developed and reported by NewGen Strategies and Solutions (“NewGen™) in a July

2015 study that examined Austin Energy’s reserved funds and policies.*

> Austin Energy Brief at 14.

% 1d. at 22.
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Independent Consumer Advocate’s Position:

ICA recommends a decommissioning amount of approximately $9.51 million.” The ICA
argued that Austin Energy’s estimates to decommission Decker, FPP, and SHEC were excessive
and that Austin Energy’s own study showed that the average requested decommissioning costs
are 20% - 50% or more than the average Texas PUC approved decommissioning cost.”® Further,
the ICA contends that Austin Energy’s decommissioning cost estimates ignored offsets for the
value of water rights or potential sale of land and gave no offsetting value to selling working
components of the plants, benefits that could serve to offset the costs of decommissioning a
plant.®

The ICA also contends that Austin Energy’s decommissioning estimates should be
rejected because Austin Energy used contingency adders ranging from 10.7% - 30% and that the
PUCT contingency allowances greater than 10% for nuclear decommissioning® and suggested
that if the contingency for decommissioning a nuclear plant was capped at 10%, then the
contingency for a non-nuclear plant should be lower. The ICA also argued that Austin Energy
was inconsistent in the manner it estimated its decommissioning costs because, while it included
a contingency for costs for FPP and SHEC, it did not apply a contingency to salvage and

recycling estimates, meaning that Austin Energy applied a contingency only to positive elements

7 Austin Energy countered that the ICA’s (and NXP/Samsung’s) recommended adjustments are based on the

mean cost per kW for decommissioning different generation technologies approved by public utility
commissions in various cases, as cited in the NewGen report and that it is inappropriate to rely on the mean
approved cost per kW from other plants when there is site-specific information based on a detailed engineering
cost estimate available, as is the case for Decker. See Austin Energy Closing Brief at 19 — 20.

8 ICAExh. 1, p. 18. See ICA Closing Brief at 11.

9 ICA Exh. 1, p. 19, citing AE Answer to ICA 4-6 (d), (e), & (f). Austin Energy countered that there is too much
uncertainty to include revenue from the sale of property or water rights because both the Decker and FPP sites
will continue to be used for generation operations after the retirement of portions of those facilities; that
retirement of the SHEC site is too far into the future to predict whether those land or water rights should be sold
and if so, at what value; and, that including sale of working components of the plants also was too uncertain to
include an accurate estimate of the value of any such sales. See Austin Energy Closing Brief at 16 — 17.

2 pUC Subst. Rule 25.304(h).
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of its estimates and not to negative offsets and that the inconsistency unfairly raises the estimates
for which current electric consumers are being asked to pay.*

The ICA compared Austin Energy’s decommissioning costs to the net salvage value the
PUCT approved in a recent rate case. Noting that the Commission found that a net salvage value
of -2% should be applied to all production plant,? the ICA reasoned that this implies that
depreciation rates and expense must recover 2% above the value of gross plant and that the 2%
covers the cost of decommissioning.? The ICA noted that by comparison, Austin Energy’s
proposed decommissioning cost for the Decker plant is close to half of the plant’s original gross
cost.*

Lastly, the ICA noted that Austin Energy is recovering the decommissioning costs over a
truncated period, rather than over the life of plant and that a truncated recovery period will lead
to intergenerational inequities.”

Low Income Customers’ Position:

The Low Income Customers recommended excluding all of Austin Energy’s proposed
decommissioning costs because in its view Austin Energy “not only failed in its burden of
proving the largest portion of its proposed decommissioning expenses were reasonable and
necessary, but AE refused to provide the very evidence needed to prove whether its estimated

decommissioning expenses were reasonable and necessary.”?°

2L ICAExh. 1, p. 19. See ICA Brief at 12.

22 Application of Southwestern Power Co. for Change in Rates, Docket No. 43695, Order on Rehearing, FOF No.
118-119.

Austin Energy countered that Mr. Johnson’s reference to the PUCT’s -2% net salvage value in PUCT Docket
No. 43695 is irrelevant to the initial establishment of a non-nuclear decommissioning reserve.

% ICAExh. 1, p. 19.

2 |CA Exh. 1, p. 18; and ICA Closing Brief at 11.
26

23

Low Income Customers’ Closing Brief at 3.
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The Low Income Customers also pointed out that the $19.4 million would fund the
entirety of Austin Energy’s estimated decommissioning costs of all three plants, (1) based on the
high end of the range of decommissioning costs of $80 million; (2) it would do so in a bit over 4
years; and (3) the period over which Austin Energy would recover the entirety of the $80 million
is well before the retirement dates of 2025 and 2030 for FPP and SHEC.?’

The Low Income Customers joined in the ICA’s argument in favor of a lower
decommissioning cost because Austin Energy’s estimate failed to include any salvage value or
other estimated revenues from the sale of property or water rights to offset its estimated
decommissioning cost.

The Low Income Customers noted that since Austin Energy filed its rate case, Austin
Energy announced that it had postponed the proposed retirement date for Decker?® and that the
City Council had not taken formal action to retire any of the three plants included in Austin
Energy’s decommissioning cost study.?® Lastly, The Low Income Customers noted that once the
Council announces the retirement of a plant, there are processes Austin Energy will need to go
through at the Electric Reliability Council of Texas (“ERCOT”) as part of ERCOT’s regional
planning process which may defer decommissioning activities for an additional 30-36 months.*

Ultimately, and as an alternative to rejection of Austin Energy’s entire amount of $19.4
million in decommissioning costs, the Low Income Customers proposed that Austin Energy’s

cost for decommissioning Decker, FPP, and SHEC be limited to $11 million.*

27 AELIC Exh. No. 16, p. 1. The IHE notes that, while AELIC in its brief refers to the retirement dates for FPP
and SHEC as 2025 and 2030, respectively, AELIC Exh. 16 does not show the retirement dates for FPP as
AELIC asserts.

% Tr. pp. 184 & 185, AELIC cross of Ball.
2 AELIC Exh. No. 23, p. 1.
% Tr. p. 187, AELIC cross of Ball.

¥ Low Income Customers’ Closing Brief at 6.
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NXP/Samsung’s Position:

NXP/Samsung proposed that decommissioning costs be limited to the Decker Creek
Units 1 & 2; that decommissioning costs be limited to $12,632,400; and that those costs be paid
from reserves rather than treated as an expense.* NXP/Samsung argues that if decommissioning
cost are treated as an expense as part of Austin Energy’s base-rate revenue requirement, this will
have the flow-through effect of increasing the amount of funding needed for the working cash,
contingency, and emergency reserves.® Austin Energy retorts that the appropriate recovery
mechanism is an annual operating expense recovered from customers through rates and moved to
a reserve fund for use when decommissioning activities commence.* Austin Energy further
states that recovering decommissioning expense as an annual operating cost is consistent with
the cost causation theory since those customers who benefit from the production facilities should
pay for them and with the matching principle since decommissioning costs are recognized during
the same period as production revenues; Austin Energy adds that categorizing decommissioning
expense as an O&M expense is also how AE funded the decommissioning of the Holly Street
Power Plant.*

As did other parties, NXP/Samsung also noted that, even though Austin Energy presented
in its initial filing that Decker Units 1 & 2 would be retired in 2018, during the pendency of this
review Austin Energy announced that it is delaying plans for construction of the desired 500

MW gas plant that was intended to replace Decker Creek Units 1 & 2, which resulted in a delay

% NXP/Samsung Closing Brief at 8.

% NXP/Samsung Closing Brief at 9. Tr. at 118: 8-9 and 119: 12-19 (Dombroski Cross) (May 31, 2016)
(Dombroski agreed that the NewGen report generally recommended Austin Energy “should collect
[decommissioning expense] over the life of the asset™).

¥ Austin Energy Closing Brief at 21.

® .
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in the date for retirement of these units.*®* NXP/Samsung also noted that there are no retirement
dates authorized by City Council for FPP and SHEC.¥
Public Citizen/Sierra Club’s Position:

Public Citizen and Sierra Club support Austin Energy’s proposal to fund a non-nuclear
decommissioning reserve for the eventual retirement of Decker, FPP, and SHEC and note that as
a matter of public policy, Austin Energy and the City Council must deal with its generation fleet
and the reality that at some point these units will retire. Public Citizen and Sierra Club also
supports the amounts Austin Energy seeks to include in rates set in this proceeding.

Public Citizen and Sierra Club note that while it would have been preferable for Austin
Energy to have collected these costs from the moment these plants began operation, that is not
the reality and it is better to address the issue now than continue to wait.*

Paul Robbins’ Position:
No position articulated on this issue.
Bethany United Methodist’s Position:
No position articulated on this issue.
Data Foundry’s Position:
DF indicated in its brief that it supports NXP/Samsung’s revenue requirements

recommendations except to the extent that they would allow recovery of production related costs.

% Tr. at 103:21 — 104:2 (Dombroski Cross) (May 31, 2016).

%7 Austin Energy Tariff Package: 2015 Cost of Service Study and Proposal to Change Base Electric Rates, Austin

Energy’s Response to NXP Semiconductors’ and Samsung Austin Semiconductor, LLC’s Fourth Request for
Information at 4-3 and 4-4 (Mar. 28, 2016).

% Public Citizen and Sierra Club Closing Brief at 6.
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HURF’s Position:

HUREF stated in its closing brief that is generally in support of the revenue requirement
positions and adjustments presented by NXP/Samsung.*
Jim Rourke’s Position:

No position articulated on this issue.
ARMA’s Position:

Austin Regional Manufacturers Association (“ARMA?”) stated in its closing brief that is
generally in support of the revenue requirement positions and adjustments presented by

NXP/Samsung.“

Impartial Hearing Examiner’s Analysis and Recommendation

The IHE recommends that Austin Energy’s proposed fund for decommissioning its non-
nuclear production plants be reduced by $3,792,850 for a total decommissioning cost of
$17,792,850. Therefore, for FPP and SHEC, the IHE recommends decommissioning costs of
$2,925,000 for FPP and $867,850 for SHEC* and for Decker Units 1 and 2, the IHE
recommends a decommissioning cost of $14 million.

Austin Energy seeks to include approximately $19.4 million in its proposed rates to “pay”
today for the decommissioning costs it will incur some time tomorrow for the Decker Creek
Power Station (“Decker”), the Fayette Power Plant (“FPP”), and Sand Hill Energy Center

(“SHEC™).*”* Of Austin Energy’s total adjustment of $19.4 million, approximately $14 million is

¥ HURF Closing Brief at 1.
“ ARMA Closing Brief at 1.
1 See ICA Exh. 1, Schedule CJ-1 (Direct Testimony of ICA witness Clarence Johnson).

2 The more specific amount is $19,442,308.
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for the retirement of Decker, $3.75 million is for the retirement of Austin Energy’s portion of
FPP, and $1.7 million is related to the retirement of SHEC.*

Unlike rates for an investor owned utility (“IOU”), Austin Energy’s rates are not directly
based on its depreciation expense.* Instead, Austin Energy’s rates are set based on the cash-
flow method of determining its revenue requirement.*

Under the cash flow methodology, depreciation expense is a source of cash
whereby the cash associated with this line item in the revenue requirement can be
used to pay for AE’s other cash obligations, such as capital improvement projects,
debt service, general fund transfers, or the funding of reserves. As a result, the
cash generated from depreciation expense reduces other cash obligations of the
utility, effectively netting this component to zero and removing it from the total
revenue requirement determination.“®

Austin Energy must generate enough cash to meet day-to-day expenses, including cash

capital needs, as well as debt-service obligations. As a result, Austin Energy establishes a
revenue requirement on a cash basis. A cash basis approach identifies all the cash obligations of
the utility that must be included in the revenue requirement.

Austin Energy’s rates do not and have not included an amount to cover the cost of
decommissioning its non-nuclear production plants. Ideally, Austin Energy would have been
setting aside an amount to fund the retirement of its production plants from Day One of each

plant’s in-service date. But the reality is that it did not.

** " The actual amount Austin Energy estimates for decommissioning costs for Decker Units 1 & 2, FPP, and SHEC

is $80 million of which $28 million is for Decker Units 1 & 2; $30 million is for FPP; and $22 million is for
SHEC. Austin Energy proposes to recover the $80 million in about 4 years. AE Exh. 1 at Appendix I, Thbls. 1-
3.

“  See Austin Energy Closing Brief at 21.

* See Austin Energy Closing Brief at 21 and 60; and NXP/Samsung Exh. 1 at 34.

% Austin Energy Exh. 1 at 85 (§ 4.2.2 — Depreciation Expenses and Amortization of Contributions in Aid of

Construction).
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Nonetheless the IHE agrees with Austin Energy that it is prudent to set aside funding for
the eventual retirement of non-nuclear fleet of production units, which consists of the Decker,
FPP, and SHEC. The more crucial question in this proceeding is how much to include in current
rates to pay for the decommissioning of these plants that will occur some time in the future in a
manner that minimizes intergenerational inequities?*’

After reviewing the parties’ evidence, listening to testimony at the hearing, and reviewing
the parties’ briefs on this issue, the IHE is persuaded that decommissioning cost to be recovered
in rates to be set in this proceeding, should be limited to those decommissioning costs related to
Decker Units 1 & 2 at the amount proposed by Austin Energy of approximately $14 million,*
and for FPP and SHEC the IHE recommends decommissioning costs of $2,925,000 for FPP and
$867,850 for SHEC as proposed by the ICA.*

The IHE reaches this conclusion based on Austin Energy’s testimony and evidence that
the decommissioning costs for Decker Units 1 & 2 are based on an analysis specific to these
units, but that for FPP and SHEC, Austin Energy’s estimates are based on a benchmarking
analysis of taken from actual costs for decommissioning similar power plants.*® The evidence

established that even for the Decker Units, the exact date of retirement is not concretely known.*

" Intergenerational inequities refers to the tension between requiring today’s ratepayers to pay for events that will

occur when they are no longer taking service from the utility, and requiring tomorrow’s ratepayers from paying
expenses that yesterday’s ratepayers should have paid. Tr. at 46:4 — 5 (May 31, 2016).

“  The IHE does not find persuasive the Low Income Customers’ recommendation to exclude in its entirety

decommissioning costs, nor does the IHE find credible evidence to support the Low Income Customers’
proposal to limit decommissioning costs to $11 million.

* See, Exhibit ICA-1, Schedule CJ-1 (Direct Testimony of ICA witness Clarence Johnson).
Austin Energy Closing Brief at 13 — 14.
1 NXP/Samsung Closing Brief at 8.

AUSTIN ENERGY 2016 RATE REVIEW 30 IMPARTIAL HEARING EXAMINER'S
REPORT



And for FPP and SHEC, there is no evidence in the record that identifies a specific date of
retirement.>

Further, while a benchmarking assessment may suffice to support an otherwise plant-
specific proposal, the IHE is not persuaded that a benchmarking analysis by itself is sufficient to
support a recommendation for establishing the cost to decommission FPP and SHEC.
Nonetheless the IHE agrees with Austin Energy that even though the Austin City Council has not
yet approved specific retirement dates for these plants, it is appropriate to include costs for
decommissioning for FPP and SHEC and that Austin Energy is obligated ultimately to
decommission these plants. Thus, the IHE agrees that it is prudent to set aside funds for this
obligation over the useful life of the assets.®

But based on the concerns raised by the ICA regarding the high estimates that Austin
Energy presented for decommissioning of FPP and SHEC, coupled with the lack of a plant-
specific study for FPP and SHEC, the IHE believes the better evidence in the record on the cost
to decommission FPP and SHEC to be included in rates set in this proceeding, is that presented
by the ICA. The ICA’s proposal with regard to FPP and SHEC is the approach that better
balances the need for Austin Energy to establish a decommissioning fund for FPP and SHEC,
that considers intergenerational inequities, and that places less of a burden on ratepayers today.
Therefore, for FPP and SHEC the IHE recommends decommissioning costs of $2,925,000 for
FPP and $867,850 for SHEC.>

A related issue to the decommissioning costs to be included in rates is whether those

costs should be treated as an operations and maintenance (“O&M?”) expense, or as a reserve

%2 NXP/Samsung Closing Brief at 28.

% See Austin Energy Closing Brief at 20.

> See, ICA Exh. 1, Schedule CJ-1 (Direct Testimony of ICA witness Clarence Johnson).
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amount. Austin Energy’s evidence showed that it treated the decommissioning costs as an
annual O&M expense to be moved to a reserve fund for use when decommissioning activities
actually begin.>® NXP/Samsung recommends that decommissioning costs be paid from reserves
rather than treated as an expense.*

Irrespective of whether decommissioning costs are treated as an O&M expense, or
accounted for as NXP/Samsung proposes, the IHE recommends that the funds be treated and
accounted for in a manner that (1) ensures they are available when needed for their intended
purpose; and (2) does not unintentionally increase Austin Energy’s base-rate revenue
requirement, for example, by causing an increase in Austin Energy’s reserves for working cash,

contingencies, and emergencies as a flow-through item.*’

C. Internally Generated Funds for Construction

According to AE, it finances its capital improvement program (“CIP”) through a
combination of debt and equity, with the equity portion derived from AE’s current year net
revenues. Internally Generated Funds for Construction (“IGFC”) is a function of CIP,
contributions in aid to construction (“CIAC”), and the debt to equity financing ratio.
Specifically, it is the sum of CIP, net of CIAC, financed with Net Revenues plus CIAC, which is
depicted in the following formula: [(CIP — CIAC) x equity financing ratio] + CIAC = IGFC.

Financial Policy No. 12 governs AE’s treatment of IGFC. It states:

% Austin Energy Closing Brief at 21.

% NXP/Samsung Brief at 8; see also Low Income Customers’ Brief at 8 — 9.

" See NXP/Samsung Closing Brief at 9 and NXP/Samsung Exh. 1 at 28 — 29.
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Net Revenue generated by Austin Energy shall be used for General
Fund transfers, capital investment, repair and replacement, debt
management, competitive strategies, and other Austin Energy
requirements such as working capital.*®

AE included $88,341,455 of IGFC in the test year. Austin Energy calculated this amount as
follows:

$158,169,688 CIP - $18,513,221 CIAC = $139,656,467 CIP net of CIAC.

$139,656,467 CIP net of CIAC x 50% equity financing = $69,828,233 net
revenue funded.

$69,828,233 net revenue funded + $18,513,221 CIAC = $88,341,455
IGFC

NXP/Samsung disagrees with AE’s calculations and recommends that $50,000,000 be
allowed for IGFC, which is a $38,341,455 decrease to AE’s request. NXP/Samsung derives this
amount by reducing CIP to $125,000,000 and increasing the amount of debt financing to 60%
(i.e., equity financing of 40%).”* AE disagrees with NXP/Samsung witness Marilyn Fox’s
recommendation to exclude power production CIP.

Ms. Fox contends, according to AE, that although AE will incur power production CIP,
none should be included in the rates because City Council has not determined AE’s next
incremental power supply, such as constructing a power plant or entering a power supply
contract.®® AE argues that it has existing power production that require CIP investment and
points and states that from FY2012 through FY2015 it invested $21 million per year on existing

power-plant investment, which AE contends shows that power production CIP is incurred

%% AE Exh. 1 at 369 (Appendix D).
*  Corrected Direct Testimony of Marilyn Fox, NXP/Samsung Exh. 1 at 19:15-17.
% 1d. at 20:13-15.

AUSTIN ENERGY 2016 RATE REVIEW 33 IMPARTIAL HEARING EXAMINER'S
REPORT



annually and is not contingent upon City Council approving AE’s next incremental power-supply
project.

AE notes that its FY2015 CIP is based on historical costs equaling $168 million and is a
reasonable proxy for its expected costs. This is because the $168 million for FY2015 is within
3% of CIP average amounts for FY2012 through FY2014. By comparison, NXP/Samsung’s
recommended $125 million CIP is 24% below the average $165 million level for the same time
period. AE points out that the CIP amounts for that time period were stable. AE argues that its
retrospective analysis conforms to NXP/Samsung’s recommendation to look back several years
to assess its normal level of expenditures.

AE puts forth additional reasons why the FY2015 CIP amount is reasonable. First,
FY2015 was the first year of an amended line extension policy was in place, which allows
recovery of the full cost of line extensions based on estimated construction costs. AE contends it
makes sense to include the results from that policy and match them with them to the same period,
i.e., FY 2015. Second, AE funds its CIP through a combination of debt and equity. It argues
that the 50% equity-financing ratio is reasonable because it is consistent with Financial Policy
No. 14, which states that a range of 35% to 60% equity is desirable for financing capital projects.
The 50% equity ratio is also consistent with AE’s 51% historical average equity-financing ratio
from FY2012 through 2014. Moreover, according to AE, it complies with City Ordinance No.
20120607-055, which directs City Council to adopt a policy of targeting debt-to-equity ratio of
60/40 until October 1, 2014, and then reaffirms a 50/50 split thereafter.

AE disagrees with NXP/Samsung’s recommendation to use a 40% equity-financing ratio.
The consequence of this, according to AE, is that AE would reduce rates in the short term by

incurring more debt to fund capital projects. However, according to AE, NXP/Samsung
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provided no evidence that it is reasonable or that the historical level of equity funding is
unreasonable. Moreover, AE asserts that it is unreasonable to apply a system level debt-to-
equity financing ratio to sub-level CIP because not all projects avail themselves to the same level
of debt-to-equity financing. In addition, NXP/Samsung ignores that additional costs are
associated with incurring more debt.

AE further disagrees with NXP/Samsung’s argument that netting out CIAC prior to
multiplying the CIP sum by the 50% equity-financing amount obfuscates the issue by producing
a higher effective level of equity sharing (i.e., 56%), which improperly inflates rates. AE
explains that CIAC are contributions from customers for CIP projects and, as such, are properly
matched to CIP prior to applying debt-to-equity financing ratio. These contributions serve as an
offset to revenues and reduce rates. This separate source of revenue must be subtracted before
determining the debt-to-equity financing share.

Furthermore, AE explains that it has implemented a new CIAC policy (i.e., full cost
recovery) at City Council’s direction in an effort to have growth pay for itself. The direct
application of that policy is to net CIAC to CIP as AE has done. Through the application of
CIAC, new customers pay for the associated with new customer growth. Consequently, the
amount of CIP that has to be financed through rates is reduced. AE argues that the intent of the
debt-to-equity share is to allocate funding sources of AE’s net cost, regardless of the level of
CIAC funding. According to AE, NXP/Samsung failed to take into account the costs associated
with increased debt.

AE also disagrees with the ICA’s $6 million “compromise adjustment” and disallowance

of $12 million based on a normalization of the past four years’ expenditures.
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Independent Consumer Advocate’s Position:

The ICA generally supports NXP/Samsung’s position on the issue, but provides an
alternative recommendation. The ICA seeks to add the $21 million identified by AE witness
Dombroski in annual construction CIP for existing plant to NXP/Samsung witness Fox’s
normalized non-production resulting in $146 for CIP. According to the ICA this would result in
a revenue requirement decrease of $6 million.

Low Income Customers’ Position:

Not addressed.
NXP/Samsung’s Position:

NXP and Samsung urge the IHE to reduce the amount of IGFC to $50 million since this
amount is the proper amount that represents cash funding from customers. NXP and Samsung
disagree with AE’s claim that they are funding eligible construction expenditures with 50% cash
funding and 50% debt financing. NXP and Samsung assert that dividing Test Year Cash
Funding amount of $88,341,455 by the 2015 Capital Spending of $158,169,688 produces a cash
funding percentage of 56%.° NXP and Samsung assert that AE’s witness Dombroski’s
calculation of the 50% figure was erroneous since he deducted AE’s proposed CIAC from the
total construction requirement, and then applied a 50% funding rate to this amount in order to
derive the amount of cash funding that AE is seeking from customers through base rates in this
proceeding.

In addition, according to NXP and Samsung, Mr. Dombroski added back the cash
funding provided from CIAC to reflect the total amount of cash funding included in Austin

Energy’s total cost of service. According to NXP and Samsung, the problem with this method of

1 NXP/Samsung Exh. 1 at 18.
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calculation is that CIAC is a cash funding source and thus not debt. Austin Energy and other
utilities use cash from customer rates and cash from contributions to fund the construction of
utility assets; the remainder is funded using debt. NXP and Samsung point out that AE has
chosen to the use the cash flow method, it is more appropriate to use Austin Energy’s total
construction amount and compare that to the total amount of equity funding from both
customers’ rates and CIAC, which results in an equity-financing ratio of 56%.

NXP and Samsung do not disagree with Austin Energy’s stated policy of a 50% debt and
50% equity financing over the long term; but they argue that at this time a 40% cash and 60%
debt ratio is needed to balance Austin Energy’s recent heavy reliance on cash funding.® With
respect to the relevant time period, NXP and Samsung urge the IHE to find that it is not
appropriate to take a one-year snapshot of the construction budget, but rather a better practice is
to look at the level of expenditures over several years or a historical period of time.®

Another source of contention concerns the expenditures for power production. NXP and
Samsung calculate this amount to be $14 million.** NXP and Samsung urge the IHE to exclude
any amount for power production because the amount needed to construct power production
facilities in the near term is too speculative. NXP and Samsung note that he City Council has not
determined or approved Austin Energy’s next power supply increment or the level of
construction expenditure needed to support it; there has been no final determination as to the
type or amount of generation to construct in the near term.

Further, NXP and Samsung contend that to the extent that the City Council approves a

purchased power contract or contracts with a third party to provide renewable power, it is very

% d.
8 NXP/Samsung Exh. 1 at 19.
NXP/Samsung Closing Brief at 14.
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likely that Austin Energy will pass-through the costs of these contracts through their PSA, and
thus Austin Energy itself will not incur significant construction expenditures.® To the extent that
the City Council does make a decision in the near term and Austin Energy is subject to
significant construction expenditures, NXP and Samsung recommend Austin Energy use debt
funding for such power supply resources.
Public Citizen/Sierra Club’s Position:

Does not take a position.
Paul Robbins’ Position:

Does not take a position in briefing.
Bethany United Methodist’s Position:

Does not take a position.
Data Foundry’s Position:

Does not take a position.
HURF’s Position:

HURF is generally in support of the revenue-requirement positions and adjustments
presented by NXP/Samsung.
Jim Rourke’s Position:

Does not take a position.
ARMA’s Position:

ARMA supports NXP/Samsung’s revenue requirements recommendations.

% NXP/Samsung Exh. 1 at 20-21.
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Impartial Hearing Examiner’s Analysis and Recommendation

The more salient issues related to the amount of Internally Generated Funds for
Construction (“IGFC”) to include in Austin Energy’s rates are (1) the amount of Capital
Improvement Program (“CIP”) monies to use as the basis for determining Austin Energy’s
IGFC; (2) whether the percentage that Austin Energy applied to the CIP monies expended in
FY2015 is 50% or 56%; (3) the percentage of Austin Energy’s CIP that should be funded by
cash versus debt; and ultimately, (4) the amount of IGFC to include in Austin Energy’s revenue
requirement.

Austin Energy included $88,341,455 of IGFC for recovery in rates and is funded from
“Net Revenues.”® As Austin Energy noted, IGFC is a function of Austin Energy’s capital
improvement program (“CIP”),*” contributions in aid to construction (“CIAC”)% it receives from
customers, and Austin Energy’s debt-to-equity financing ratio.®® Austin Energy’s proposed
IGFC is the sum of (1) the portion of Austin Energy’s CIP, less CIAC, multiplied by the equity
ratio of 50%, (2) plus CIAC. Austin Energy calculated its IGFC as follows:

FY 2015 CIP = $158,169,688
CIAC=  $18,513,221
CIP Net of CIAC =  $139,656,467

Equity Ratio = 50%
Equity Ratio * CIP Net of CIAC =  $69,828,234
CIAC + Equity Portion of CIP= $18,513,221

CIAC + Equity Portion of CIP = $88,341,455

% .

8 Austin Energy finances its CIP through a combination of debt and equity, with the equity portion derived from

AE’s current year net revenues. Austin Energy Closing Brief at 23.

% CIAC are funds contributed by a customer for extension of service to that customer’s premises or development.

% Austin Energy Closing Brief at 23.
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Austin Energy’s IGFC of $88,341,455 is an increase of $2,238,482 over its FY 2014
amount of $86,102,972 and its adjustment of about $2.2 million is based in part on its CIP for
FY 2015.° Austin Energy argued that using FY 2015 as the basis for its adjustment to its
proposed CIP is appropriate because doing so takes into account Austin Energy’s amended line-
extension policy, which as amended requires the customer to provide the full cost of extensions
based on estimated construction costs,” and in turn increases the CIAC funds, which reduces
Austin Energy’s revenue requirement.”” Fiscal Year 2015 was the first complete year the
amended policy was in place.”

Austin Energy’s historical CIP for the years FY 2012 through FY 2015 is as follows:

FY 2012 = $166 million

FY 2013 = $155 million

FY 2014 = $167 million

FY 2015 = $168 million. ™
According to Austin Energy, these data demonstrate a consistent, stable pattern of total CIP
spending over the 4-year period.

Compared to Austin Energy’s proposed IGFC of about $88.3 million, NXP/Samsung
recommends that this amount be reduced to $50.0 million; this amount is before taking into

account any CIAC funds.”™

0 Austin Energy Closing Brief at 24.

™ AETr.2at 20:16-17.

2 1d. at 20:17-18.

" 1d. at 20:18-19.

™ See AE Exh. 1 at 831 (WP C-3.4.1, line 13).
™ NXP/Samsung Closing Brief at 10.
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NXP/Samsung arrives at its proposed amount of $50.0 million by eliminating CIP
associated with Austin Energy’s production plant, which reduces CIP from approximately
$158.2 million to about $125.0 million; by using a debt-to-equity ratio of 60% debt and 40%
equity such that IGFC is funded by 40% cash and 60% debt; and by using Austin Energy’s
average level of construction expenditures for the period FY 2012-2015, to determine the
amount reasonably necessary to be included in Austin Energy’s cost of service.”

The ICA agrees with NXP/Samsung that a “normal” amount of construction expenditures
should be used to determine how much IGFC to include in rates and offered a compromise
position.” The ICA’s proposal takes into account the average annual construction improvement
plan (“CIP”) for existing production plant. The ICA notes that based on Austin Energy’s own
evidence, on average since 2012, Austin Energy has expended about $21 million per year.” The
ICA also notes that Austin Energy’s witness on this issue, Mr. Dombroski, did not identify any
specific or extraordinary construction projects that would justify a departure from the average
expenditures.” The ICA’s proposed amount for IGFC is thus based on a CIP of $146 million.
Based on Austin Energy’s formula for calculating IGFC, the ICA contends that Austin Energy’s

IGFC should be decreased by $6 million.®

® NXP/Samsung Exh. 1 at 19.

" See ICA Closing Brief at 14. In fact, Austin Energy notes that its proposed amount of about $88.3 million is

indeed consistent with its “normal” construction expenditures. Austin Energy Closing Brief at 25.
®  Dombroski Rebuttal at 19.

" Exhibit AE-2, p. 18.

8 Mr. Dombroski shows $88 million for internal cash generation requirement as the result of the formula, and

with the $146 million CIP, the result changes to $82 million in necessary cash generation.
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1. Capital Improvement Program (“CIP”) and contributions in aid of
construction (“CIAC”)

First, the IHE agrees with Austin Energy that it is inappropriate to disregard Austin
Energy’s expenditures for production plant as proposed by NXP/Samsung.®* Austin Energy
continues to incur costs related to production plant.

The IHE does however agree with NXP/Samsung that in identifying a “normal” amount
to include in rates for CIP expenditures, it is more appropriate to look at the level of expenditures
over several years or a historical period of time instead of a snapshot of a single year.* And the
record shows that Austin Energy reviewed its CIP expenditures for FY 2012 — FY 2015 to
determine its proposed amount of IGCF of about $88.3 million. This is the same period
NXP/Samsung’s witness Ms. Marilyn Fox reviewed.®

On average from FY 2012 through FY 2015 Austin Energy shows CIP expenditures of
about $164.0 million. Austin Energy’s use of $158.2 million in CIP to calculate its IGCF is
about 3.5% lower than the average CIP expenditures for FY 2012 — FY 2015. The IHE agrees
with Austin Energy that these data demonstrate a consistent, stable pattern of total CIP spending
over the 4-year period and thus, the IHE disagrees with NXP/Samsung’s proposed CIP amount
to use in calculating the amount of IGCF to use in setting rates.

Further, the evidence also shows that Austin Energy’s CIP expenditures specific to
production plant have been, as NXP/Samsung agrees, approximately $21.0 million annually on
average from FY 2012 — FY 2015. Thus, it is inappropriate to disregard CIP expenditures

related to production plant as NXP/Samsung proposes. Even though the City Council may not

8 NXP/Samsung notes that the more significant difference between its proposed CIP amount and Austin Energy’s

is whether expenditures for production plant are included (as Austin Energy proposes) or excluded (as
NXP/Samsung proposes). See NXP/Samsung Closing Brief at 14.

8 NXP/Samsung Exh. 1 at 19.
® d.
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have yet identified the next production plant for Austin Energy to construct, this does not mean
Austin Energy does not expend monies on production plant. Therefore, the IHE recommends

that in calculating IGCF that the amount of CIP to use is $158,169,688.%

2. Whether the percentage that Austin Energy applied to the CIP monies
expended in FY 2015 is 50% or 56%

With regard to how CIAC is taken into account in determining the amount of CIP that is
funded by equity (50% versus 56%), the IHE agrees with Austin Energy. CIAC funds are
contributions from customers and serve as an offset to revenues and reduce rates. CIAC funds
are a separate source of revenue that should be subtracted before determining the debt-to-equity
financing share. Unlike net revenue produced by Austin Energy’s usage rates or customer
charges, CIAC funds are specific to a customer and project and are not recovered from the
ratepayers at large. Thus, CIAC funds are not of the same nature as typical internally generated
funds.

Therefore, in calculating the percentage of funds generated by equity, the amount of CIP
to use should exclude CIAC as proposed by Austin Energy. This means that the CIP amount net

of CIAC is $139,656,467.

3. The percentage of Austin Energy’s CIP that should be funded by cash
versus debt

The IHE recommends that a debt-to-equity financing ratio of 50/50 for determining the
amount of CIP that should be funded by cash versus debt. A 50/50 ratio is within the range

prescribed by Financial Policy No. 14;% is representative of AE’s debt to equity ratio and

8 The ICA’s proposed amount of $146 million in CIP appears to be in part based on NXP/Samsung’s proposed

CIP amount. Because the IHE rejected NXP/Samsung’s proposal, the IHE also rejects the ICA’s proposed
amount for CIP.

% AE Exh. 1 at 369 (Appendix D).
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historical average equity financing of 51% from FY 2012 through FY 2014; and complies with
City Ordinance No. 20120607-055. NXP/Samsung’s proposed 60% debt and 40% equity lacks
credible support in the record and ignores that not all projects may be financed at the same level
of debt. As Austin Energy notes, certain types of capital projects, such as vehicles, are funded
completely by IGFC, where it is not practical to incur 30-year bond debt for shorter life assets.
Also, the more recent decisions by the PUCT support using a debt-to-equity ratio of 50/50.%
Therefore, the IHE recommends that Austin Energy’s funding for its CIP projects be

based on 50/50 debt-to-equity ratio.

4, The amount of IGFC to include in Austin Energy’s revenue
requirement

For the foregoing reasons the IHE recommends Austin Energy’s rates include
$88,341,455 in IGCF. This amount is supported by Austin Energy’s historical amounts of CIP

expenditures and correctly accounts for CIAC funds.

D. Transmission Costs and Revenues

Austin Energy’s Position

AE disagrees with NXP/Samsung’s claims that AE has not properly applied $14,479,686
in “excess recovery” of wholesale transmission revenue, which would be offset by $10 million in
transmission expense associated with payments to other transmission service providers for use of
the transmission system. AE’s opposition is based on legal and policy considerations. AE
contends that it does not have the authority to require wholesale transmission customers to

subsidize its retail operations. In support of its position, AE cites to PURA 88 35.004(b) and (c),

%  See, e.g., Docket No. 43695, Application of Southwestern Public Service Company for Authority to Change

Rates, Order on Rehearing at 4 and at Finding of Fact No. 72A (Feb. 23, 2016).
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which applies to the provision of transmission service and where for purposes of this provision,
the term “electric utility” includes a MOU.®" Section 35.004(b) provides in relevant part:

The commission shall ensure that an electric utility or transmission
and distribution utility provides nondiscriminatory access to
wholesale transmission service [...to...] other electric utilities or
transmission and distribution utilities.

Section 35.004(c) states:

When an electric utility, electric cooperative, or transmission and
distribution utility provides wholesale transmission service within
ERCOT at the request of a third party, the commission shall ensure
that the utility recovers the utility’s reasonable costs in providing
wholesale transmission services necessary for the transaction from
the entity for which the transmission is provided so that the
utility’s other customers do not bear the costs of the service.

In addition, AE cites to 16 Tex. Admin. Code § 25.275(0)(1)(C), which provides:

Provisions for Bundled MOU/COOQPs.

(C) Cross-subsidization prohibited. A bundled MOU/COOP shall
not create significant opportunities for cross subsidization of
competitive energy-related activities with revenues from
distribution and transmission rates.

According to AE, NXP/Samsung’s recommendations, revenues from transmission rates would be
cross subsidizing AE’s generation activities (i.e., retail rates include generation costs) which are
competitive energy-related activities.®

AE also claims that it would be bad policy set retail rates arbitrarily lower based upon
wholesale transmission revenues at a given point in time. AE argues that in the event that the

City of Austin were to set retail rates lower than AE’s cost of service, the PUC would

¥  PURA § 35.001 (West 2007).

8  AE assumes that if adopted, NXP/Samsung’s proposal would be applicable both ways. That is, NXP/Samsung

would support retail customers subsidizing the transmission function if it becomes necessary to increase
transmission rates.
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undoubtedly require AE to adjust the rates to ensure that its wholesale transmission customers
(i.e., distribution service providers (“DSPs”) in ERCOT who pay the “postage stamp” rate to
TSPs for use of the transmission system) are not subsidizing those rates.
Independent Consumer Advocate’s Position:

Not addressed in briefing.
Low Income Customers’ Position:

Not addressed in briefing.
NXP/Samsung’s Position

NXP/Samsung recommends a $14,479,686 base-rate reduction due to excess recovery of
wholesale transmission revenue. NXP/Samsung does not question the PUC’s role in regulating
transmission costs and revenues, but rather contends that it is appropriate to account for “known
and measurable adjustments” to AE’s transmission costs and revenues for proper ratemaking,
and that AE is accounting for those adjustments properly in the proposed base rate revenue
requirement.

NXP/Samsung explains that there are two types of costs associated with AE’s
transmission activities. The first are payments made to other transmission service providers
(TSPs). This amount is recalculated annually based on AE’s latest 4CP and the updated PUC
approved total postage stamp rate.** According to NXP/Samsung, these are “retail transmission
costs” (emphasis added).*® The other type of cost is associated with its own ownership and
operation of transmission assets that are used by all transmission distribution utilities (TDUS) or

distribution utilities in ERCOT serving loads throughout the ERCOT region.** AE recovers the

8 NXP/Samsung Exh. 1 at 22-23; PUC Subst. R. § 25.192(b)(1) (16 TAC § 25.192(b)(1)).
% TR. at 994: 10 (Maenius Cross) (Jun. 2, 2016).
%8 AE Exh. 1 at 4-64.
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costs associated with its ownership and operation of transmission assets through its PUC
approved access fee, which is charged to all entities serving load in ERCOT as reflected on the
same annual transmission matrix.®

NXP/Samsung assert that AE recovers the costs associated with the expense AE incurs
and is charged to FERC Account 565 through the regulatory charge.® As discussed throughout
this case, the regulatory charge is a pass-through assessment to Austin Energy’s customers.*
Austin Energy records the transmission revenue it receives through the application of its PUC
approved access fee in “Other Revenues.”®® Austin Energy’s adjusted “Other Revenues” are
reflected on as an offset to Austin Energy’s Total Cost of Service.*® These transmission revenues
then are not “pass-through” revenues but are recognized as a reduction to total cost of service in
determining Austin Energy’s retail electric revenue requirements.

To this end, NXP and Samsung propose adjustments to transmission expense recoverable
through the regulatory charge as well as an adjustment to the transmission (Other) revenue
identified as an offset, which is necessary in the determination of Austin Energy’s actual total
retail revenue requirement.””  Their recommendation relies on the latest PUC approved
transmission matrix.®® NXP and Samsung recommend the following transmission amounts be

recognized in Austin Energy’s total cost of service and revenue requirement:*

% NXP/Samsung Exh. 39; See also PUC Subst. R. § 25.192(b) (16 TAC § 25.192(b)).

% Austin Energy Tariff Package: 2015 Cost of Service Study and Proposal to Change Base Electric Rates,

Rebuttal Testimony of Russel H. Maenius, AE Ex. 8 at 8.
*  AEExh. 1at3-28 & 6-32.
% AEExh. latWPE-5.11.
% See AE Exh. 1 at Schedule A, col. J, rows 30, 33, and 36.
% NXP/Samsung Exh. 1 at 24.
% See NXP/Samsung Exh. 39.
% NXP/Samsung Exh. 1 at 24.
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NXP/Samsung - Transmission by Others (recovered thru Regulatory Charge)
$126,825,202
NXP/Samsung - Transmission Other Revenue
$76,609,559
Public Citizen/Sierra Club’s Position:
Does not take a position in briefing.
Paul Robbins’ Position:
Does not take a position in briefing.
Bethany United Methodist’s Position:
Does not take a position in briefing.
Data Foundry’s Position:
Does not take a position in briefing.
HURF’s Position:
HURF is generally in support of the revenue-requirement positions and adjustments
presented by NXP/Samsung.
Jim Rourke’s Position:
Does not take a position in briefing.
ARMA’s Position:
ARMA supports the revenue requirements recommendations submitted by

NXP/Samsung.
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1. Transmission by Others - FERC Account 565

Austin Energy’s Position:

NXP/Samsung recommends an adjustment to retail transmission costs included in FERC
Account 565 using the 2016 postage stamp rate approved in PUC Docket No. 45382'% and
based on AE’s most recent average ERCOT 4 Coincident Peak (“CP”). AE opposes this
adjustment at this time although it would increase the regulatory charge recovery when it is
adjusted during the upcoming budget process. AE witness Maenius testified that the postage
stamp rate recommended by NXP/Samsung witness Ms. Fox was approved in PUC Docket
No. 45382 on March 25, 2016, well after the rate RFP had been developed and released and is
thus beyond the scope of this base rate case and inappropriately extends the historical test year.

Moreover, Ms. Fox would apply the rate against AE’s most recent 4CP, an action that AE
asserts would create a mismatch for transmission cost bill determinants as compared with the
determinants used in the normalized 4CP included in the test year. Further, this change is
beyond the scope of this case insofar as it does not impact base rates.

Independent Consumer Advocate’s Position:

Does not take a position.

Low Income Customers’ Position:
Not addressed.
NXP/Samsung’s Position

NXP/Samsung witness Ms. Fox testified that AE did not use the most recent ERCOT

statewide postage stamp rate approved by the PUC. According to Ms. Fox, AE used the 2015

ERCOT statewide postage stamp rate approved March 2015 in PUC Docket No. 43881 and not

100 Commission Staff’s Application to Set 2016 Wholesale Transmission Service Charges for the Electric
Reliability Council of Texas, Docket No. 45382 (Mar. 25, 2016).
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the rate approved for 2016 in PUC Docket No. 45382. Therefore, AE’s known and measurable
ERCOT transmission expense should be $126,825,202 rather than $116,855,952'%,  This
constitutes a known and measurable change to AE’s test year amount. NXP and Samsung
understand that in proposing this adjustment, they recognize that Austin Energy’s regulatory
charge recovery will be nearly $10 million more than the amount recommended by Austin
Energy, but propose the $10 million increase to the Regulatory Charge as a known and
measurable change to maintain consistency in its application of known-and-measurable
adjustments.
Public Citizen/Sierra Club’s Position:

Does not take a position in briefing.
Paul Robbins’ Position:

Does not take a position in briefing.
Bethany United Methodist’s Position:

Does not take a position in briefing.
Data Foundry’s Position:

Does not take a position in briefing.
HURF’s Position:

HURF is generally in support of the revenue-requirement positions and adjustments
presented by NXP/Samsung.
Jim Rourke’s Position:

Does not take a position in briefing.

101 NS Ex. 1 at 23-24.
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ARMA’s Position:
ARMA supports the revenue requirements recommendations submitted by

NXP/Samsung.

Impartial Hearing Examiner’s Analysis and Recommendation

Regarding NXP/Samsung’s adjustment to what Austin Energy refers to as its “retail
transmission costs” (accounted for in FERC Account 565), the IHE recommends that the Council
reject NXP/Samsung’s proposal.

Beyond increasing the Regulatory Charge by $9,992,960, the IHE agrees with Austin
Energy that NXP/Samsung’s proposal is based on a mis-match in the billing determinants for
Austin Energy’s transmission costs because NXP/Samsung’s proposed adjustment is premised

on Austin Energy’s 2016 postage stamp rate approved in PUC Docket No. 45382

(which is
based on Austin Energy’s most recent average ERCOT 4 Coincident Peak (“CP”)), and the
transmission expenses Austin Energy presented in its rate filing package is based on the
normalized 4CP included in the test year.

Further, the IHE agrees with Austin Energy that these costs are outside the scope of this
proceeding.
Independent Consumer Advocate’s Position:

Does not take a position.

Low Income Customers’ Position:

Not addressed.

192 Commission Staff’s Application to Set 2016 Wholesale Transmission Service Charges for the Electric
Reliability Council of Texas, Docket No. 45382 (Mar. 25, 2016).
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2. Austin Energy’s Transmission Revenues
Austin Energy’s Position:

AE disagrees with NXP/Samsung’s characterization of AE as an unbundled utility
holding company, consisting of regulated and unregulated affiliates governed by PUC affiliate
transactions rules and a code of conduct. AE explains that like many utilities in the state, AE has
a transmission business and a retail business. Thus, AE is both a TSP and a Load Serving Entity
(“LSE”). AE states that it could divest itself of their entire transmission business and still be a
LSE; or, it could sell off its entire retail customer base and remain as a TSP. These are two
separate functions with two sets of customers and two revenue streams. AE asserts that the
revenue associated with transmission assets comes from one set of customers while the revenue
from the ownership of retail assets comes from another set of customers.’® If AE were to sell
either of these systems, they would continue to have the same revenue stream from the other
system. This structure is common and well known in Texas, according to AE.

AE draws a similar distinction between retail transmission expense and wholesale
transmission costs. AE’s retail transmission expense is the cost born by AE’s retail customers
and paid to other TSPs in the ERCOT region. The retail transmission expense is the product of
the PUC-approved statewide transmission postage stamp rate and AE’s average ERCOT 4CP.
These costs are coded to FERC Account 565 and are recovered from AE’s retail customers
through the Regulatory Charge. AE’s wholesale transmission costs, on the other hand, are AE’s
costs of owning and operating its transmission assets as part of the ERCOT transmission grid.

AE recovers its wholesale transmission costs, such as transmission O&M or transmission asset

103 NXP/Samsung’s claim at page 25 that AE has no “wholesale customers” is also wrong. Wholesale transmission
customers are all of the DSPs who pay transmission revenues to AE and the other TSPs in the state. The IHE
can be certain that the PUC knows who these customers are and will ensure that they are not subsidizing AE’s
retail operations.

AUSTIN ENERGY 2016 RATE REVIEW 52 IMPARTIAL HEARING EXAMINER'S
REPORT



debt service, from other DSPs at AE’s PUC-approved transmission cost of service (“TCOS”)
rate. Revenue received to cover AE’s wholesale transmission is the product of AE’s TCOS rate
and the average ERCOT 4CP. AE thus concludes that wholesale transmission costs and retail
costs are separate and distinct, recovered from two different customer bases, and under different
jurisdictional ratemaking regulatory bodies. Consequently, according to AE, the wholesale
transmission function and the retail function should not subsidize each other.

AE contends that including costs or revenues from one function in the other’s revenue
requirement violates two basic rate making principals: cost causation and cross subsidization.
Consequently, AE adjusted the transmission costs in the retail case to include only those costs
applicable to the retail function and excluded costs associated with the wholesale function which
are recovered from ERCOT’s DSPs. Retail transmission costs are recorded in FERC 565 and

affirmed in NXP/Samsung’s testimony.'®*

AE made specific adjustments to the revenue
requirement in order to exclude wholesale transmission costs and leave only retail transmission
(matrix expense) recorded in FERC 565.

AE characterizes NXP/Samsung’s position on the issue such that wholesale transmission
revenues should subsidize the retail function so that retail customers do not incur the true costs to
serve. According to AE, NXP/Samsung proposes to do this by increasing “Other Revenue” to
reflect AE’s wholesale transmission revenues set in Docket 45382 in the amount of $76,609,599.
AE thus contends that NXP/Samsung seeks to include wholesale transmission costs and
wholesale transmission revenues in the retail rate case.

AE further explains that if NXP/Samsung insists on including the full measure of AE’s

wholesale transmission revenues, then it is appropriate that the full measure of AE’s wholesale

104" Rebuttal Testimony of Russell H. Maenius, AE Exh. 8 at 8:3-9.
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transmission costs also be encompassed, including the wholesale transmission return authorized
by the PUC. AE argues that wholesale transmission revenue has a higher embedded PUC
approved return than what is included in the retail case and should be recognized to match
revenues to cost of service. If the higher return were recognized, AE contends it would be
under-recovering on its wholesale transmission function by about $23 million.

By incorporating wholesale transmission costs and revenues into the retail case, as
opposed to AE’s position of eliminating wholesale transmission costs from the retail case, AE
asserts that retail customers would be subsidizing AE’s wholesale transmission function by $23
million. AE believes that NXP/Samsung confuses retail transmission expense with wholesale
transmission costs and revenues.

Independent Consumer Advocate’s Position:

Not addressed in briefing.

Low Income Customers’ Position:

Not addressed in briefing.
NXP/Samsung’s Position:

NXP/Samsung asserts that AE has taken the position that the costs it incurs due to its
ownership and operation and maintenance of its transmission system are “wholesale transmission
costs.” Further, AE characterizes the revenue it receives for this function as “wholesale
transmission revenue.” NXP/Samsung points out that AE witness Mr. Maenius testified that
Austin Energy completely eliminated wholesale transmission costs and wholesale transmission

revenue when it deducted $62,219,919 and other deductions from the approximate $1.3 billion in
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total cost of service in order to get to the $614 million proposed base rate revenue

requirement.'®

NXP and Samsung believe Austin Energy is understating the amount of its “wholesale
transmission costs” and “wholesale transmission revenue” by $14,479,686, resulting in Austi