
In the Matter of Docket Nos. 52-102 (CL) and 52-103 (CL) 

Affidavit In Response to Motion for Summary Disposition 

By Clarence l. Johnson 

My name is Clarence L. Johnson. I am a resident of Austin, Texas, and provide electric utility and energy 

policy advice and testimony through my consulting practice, CJ Energy. I have testified in more than 100 

electric utility proceedings before state utility commissions. I previously submitted a report on 

replacement power costs on behalf of intervenors in this proceeding. 

I have reviewed the affidavit filed by Applicant in support of the motion for summary disposition. The 

following paragraphs 1 thru 11 explain the reasons for my disagreement with Applicant's conclusions. In 

my opinion, Applicant's sensitivity analysis of the issues raised in my initial report does not support 

summary disposition of intervenors' issue; and, if appropriately adjusted, the sensitivity analysis 

corroborates the contention of intervenors. 

Evaluation of STPNOC's Conclusions 

Applicant responded to my initial report by performing analyses to monetize the potential impact of the 

issues raised in that report. Although I do not agree with all aspects of STPNOC's analysis, my approach 

is to evaluate the reasonableness of the economic conclusion of the analysis to determine whether it 

supports Applicant's position. I have not addressed all statements in the STPNOC affidavit, and this 

should not be construed as agreement with such statements. My response to the affidavit follows. 
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1. This response refers to the affidavit attached to STPNOC's Motion for Summary Disposition as 

"STPNOC Affidavit" or "STPNOC." STPNOC Affidavit claims that the Intervenors' issue with 

respect to the effect of replacement power cost should be dismissed because the SAMOA cost 

of $158,000 in 2009 dollars is higher than the $141,211 monetized impacts estimated in 

Paragraph 74 of STPNOC Affidavit. 

2. However, the SAMOA cost, above, is sensitive to the inflation rate used to escalate the 1991 

SAMOA cost to 2009 dollars. As stated in Paragraph 30 of the STPNOC Affidavit, the SAMOA cost 

of $100,000 in 1991 dollars is multiplied by 1.58, derived from the consumer price index (CPI), to 

arrive at $158,000 in either 2008 or 2009 dollars. The CPI is not the only available measure of 

inflation, nor is it necessarily the best measure. A weakness of the CPI is that it is based on fixed 

proportions of expenditure components and does not account for households' ability to change 

those proportions over time in response to price or other factors. Some economists also 

criticize the CPI because of it sensitivity to volatile price components. 

3. The sensitivity of the SAMOA cost to escalation rates can be shown by alternative inflation 

indices which arguably provide a more appropriate estimate of price changes. The Gross 

Domestic Product Implicit Price Deflator (GDP-IPD)l is used to convert nominal costs to real 

costs based on the overall domestic economy. This index would result in a SAMOA of $144,000 

and $145,000 in 2008 and 2009 dollars, respectively. The United States Office of Management 

and Budget recommends the use of the GDP-IPO when a general inflation rate is required.2 The 

Personal Consumption Expenditures (PCE) price index3 measures consumer price inflation based 

on domestic personal consumption, and is used by the Federal Reserve's Federal Open Market 

Committee to measure inflation. The PCE results in a SAMOA of $144,000 in 2009 dollars. The 

Core PCE4 excludes volatile components and results in a SAMOA of $141,300 and $143,700 in 

2008 and 2009 dollars, respectively. 

4. As shown in No.3 above, the SAMOA, as adjusted for inflation to 2008 could be as low as 

$141,300 which is very close to the STPNOC monetized impact of $141,211. 

5. In addition, the inflation indices are based on national averages. Consumer prices vary 

substantially based on geographic areas, and Southern cities are more likely to exhibit a lower 

cost of living. For example, the cost of living index for Houston-Sugarland-Baytown is 90.7 

(national average = 100). 5 The ERCOT estimates produced in the STPNOC Affidavit are region-

1 The GNP-IPD is shown at: http://research.stlouisfed.org/fred2/data/GNPDEF.txt 
2 See, 7(b) of OMB Circular A-94. http://www.whitehouse.gov/omb/circulars_a094#7 
3 TItle: Personal Consumption Expenditure Chain Type Price Index (PCEPI), U.S. Department of Commerce, Bureau 
of Economic Analysis. 
4 PCE less Food & Energy Chain Price, ibidem. 
5 ACCRA Cost of living Index, 2008 Year End Review. 
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specific. Therefore, cost of living differentials are appropriately considered in a comparison of 

monetized impacts to SAMOA. If the cost index is assumed to be 91, for example, the SAMOA 

value in 2009 dollars, based on the PCE index, would be $131,000, which would fall below the 

monetized impacts estimated in Paragraph 74 of the STPNOC Affidavit. 

6. STPNOC characterizes the monetized impact estimates as "conservative." In some instances, 

insufficient information is provided to determine whether the estimates are conservative. The 

Company's quantification should not be viewed as necessarily conservative, for reasons I discuss 

in paragraphs 7 -10, which follow. 

7. STPNOC provides estimates based on a 3% discount rate, which is characterized as conservative. 

Use of a 3% discount rate is not unreasonable, and should not be viewed as exceeding normal 

standards for cost benefit analyses. In theory, cost-benefit evaluations of public impacts should 

be discounted at a risk-free cost of money. Long term returns for treasury bills of 3% - 4% are 

often used as a measure of the appropriate discount rate. The United States Office of 

Management and Budget (OMB) specifies discount rates for cost-effectiveness analyses, based 

on treasury bills of 10, 20, and 30 years as follows: (nominal) 10 year- 3.9%; 20 years- 4.4%; 30 

years- 4.5%; (real) 10 year- 2.2%; 20 year- 2.7%; 30 year- 2.7%.6 

8. STPNOC asserts that the use of 2008 ERCOT prices is very conservative in comparison to 2009 

ERCOT prices, which the STPNOC Affidavit apparently views as more reasonable. The 2009 

ERCOT prices should not be viewed as representative of long term power pricing in ERCOT. 

ERCOT prices are driven in large part by natural gas prices. Due to a combination of the 

economic recession and a sharp fall in natural gas prices, ERCOT prices declined significantly in 

2009. Natural gas prices in 2009 fell to the lowest level since 2001. 

9. STPNOC describes 2008 ERCOT prices as if it reflects an extreme aberration. Average ERCOT 

prices in 2008 ($77.19) were only 6% higher than average prices t~ree years earlier (2005-

$72.79). The ERCOT 2008 State of the Market Report states, "the movement in wholesale 

energy prices from 2007 to 2009 were largely a function of natural gas price levels."7 Even if one 

accepts the characterization of 2008 ERCOT pricing as above average for recent years, this does 

not mean that use of 2008 ERCOT prices is excessive within the context of the STPNOC analysis. 

The STPNOC affidavit (Paragraph 33) asserts that "current or historical" power pricing data 

should be used "rather than attempt to forecast future energy prices throughout the life of the 

STP units" in order to remove "speculation" from the analysis. Most, if not all, natural gas price 

forecasts expect real price escalation (Le., gas price increases in excess of the general inflation 

rate) over the long term horizon. Since ERCOT power prices are strongly influenced by natural 

6 http://www.whitehouse.gov/omb/circulars_a094_a94_appx-c/ 
7 ERCOT SOM Report 2008 at iii. 
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gas prices, a reasonable inference is that ERCOT wholesale power prices are likely to increase at 

a rate higher than inflation. Omitting the "speculation" associated with future gas prices 

probably understates the long term growth in ERCOT power costs relative to the inflation rate 

that would be applied to SAMDA. Given the impliCit assumption made by STPNOC that natural 

gas prices will increase at the rate of inflation, utilizing a "current" period which reflects 

elevated natural gas prices is not unreasonable. 

10. STPNOC describes (Paragraphs 48 - 53) a dispatch model used to simulate ERCOT prices. The 

realism of this model cannot be tested without a review of the model and software. However, 

based on the description, some of the assumptions raise questions about the realism of the 

. model. The model assumes that wind generation, which is substantial in Texas, will have a 

capacity factor of 24.5%. However, wind generation capability is not spread equally across 

hours of the day or hours of the year. Wind power output tends to be highest at night and 

during non-summer periods. For annual reserve margin calculations, ERCOT assumes that 9% -

11% of wind capability is available. The model's treatment of ancillary services appears 

simplistic, since ancillary service pricing would be directly affected by significant outage events, 

such as the loss of STP generating units. Finally, the model sets all hourly prices equal to 

marginal costs, which assumes perfect competition. In reality, competitive power markets are 

susceptible to market power, because one or more suppliers will be pivotal in certain hours. 

The assumption that no market power will affect power prices is unrealistic. 

11. For the reasons discussed, above, the "sensitivity" impact analysis performed by STPNOC does 

not justify denial of intervenors' contention. Viewed in the appropriate context, the STPNOC 

analysis indicates that a review of this contention should proceed. 

I, Clarence Johnson, declare, under penalty of perjury, that the contents of this affidavit are 

true and correct, to the best of my knowledge and belief. 

October 6, 2010 
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