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Secretary SSLRETAS
U. S. Nuclear Regulatory Commission o ;;sﬁ-m:
Washington, D. C. 20555 gy

Attn: Chief, Docketing and Service Section

Dear Secretary:
Subject: Docket Nos. 50-445 and 50-446
Application of Texas Utilities Generating
Company, £t Al. for an Operating License
for Comanche Peak Steam Electric Station
Units #1 and #2 (CPSES)

Attached are the following original documents, copies of which are attached to
certain copies cf CASE's 12/14/81 Transmittal of Documentation As Agreed Upon
At 12/1/81 Prehearing Conference:

A1l of the following have been certified by Martha M. Bartow, Director of
Record Services, Public Utility Commission of Texas, Austin, Texas:

The direct testimony of Joe D. Karney, September, 1980 (including exhibits
and affidavit); a portion of the direct testimony of Max H. Tanner, Jr.,
September, 1980 (pages 1, 2 and affidavit only, for the limited purpose

of showing qualifications, and subject of testimony)i a portion of the
direct testimony of Max H. Tanner. Jr., from the transcript of the November
24, 1980 City of Dallas Hearing (pages 85 through 89); all from Public
Utility Commission Docket No. 3460.

A portion of the cross examination o Charles E. Olson from the transcript
of the December 9, 1980 Hearing from Public Utility Commission Docket No.
3460 (pages 270, 271, and 307).

A portion of the transcript of the hearing for July 9, 1979 and July 10,
1979 from Public Utility Commission Docket No. 2572 (cross-examination
of Max H. Tanner, pages 91 through 93, 138, 139; and cross-examination
of Erle A. Nye, pages 364, 365, 377, 392, 397, 398).

These itéms correspond to the following items in CASE's 11/18/81 Motion to Allow
Testimony To Be Admitted On Affidavit Only, respectively:

Item 6 (CASE Attachrent E of CASE's 11/18/81 Answer to NRC Staff's Motion
for Summary Dispos of Contention 25);
Item 7 (CASE Atta.. ent I of our 11/18/81 Answer to Staff's Motion);

Items 10 and & (CASE Attachments L and J, respectively, of our 11/18/81
Answer to Staff's Motion);

Item 11 (CASE Attachment M of our 11/18/81 Answer to Staff's Motion);

170390 811214
ADOCK 05000445
PDR

G‘)"U'IJ



I'tem 9 (CASE Attachment K to our 11/18/81 Answer to Staff's Motion).
Respectfully submitted,
CASE (Citizens Association for Sound Energy)
5%%2;.) Juanita Ellis
President

cc: Service List
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Chairman
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ERVICE Commissioner

Garrett Morris
Commissioner

1, Martha M, Bartow, certify that this is a true and correct
copy of the direct testimony of Joe D. Karrey, September, 1980; a
portion of the direct testimony of Max H. Tanner, Jr., September,
1980; a portior of the cross examination of Max H. Tanner, Jr., from
the transcript of the November 24, 1980 City of Dallas Hearing, from

Public Utility Commission Docket No. 3460.

24

ISSUED UNDER MY HAND AND SEAL on this the /t day

of December, 1981.

SEAL L /)’ ﬁlﬂ/

artha M.'Bartow
Director of Record Services

An Equal Opportunity/Affirmative Action Employer
7800 Shoal Creek Boulevard » Suite 400N * Austiri, Texas 78757 » 512/458-0100
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Q.

DIRECT TESTIMONY OF JOt D. KARNEY

PLEASE STATE YOUR NAME AND BUSINESS ADDRESS.

My name is Joe D. Karney. My business address is 1506 Commerce St eet,
Dallas, Texas 75201.

BY WHOM ARE YOU EMPLOYED AND IN WHAT CAPACITY?

I am employed by Dallas Power & Light Company, hold the position of
Treasurer & Assistant Secretary and have responsibility for the
financial, accounting, and internal audit activities of the Company.
PLEASE DESCRIBE YOUR EDUCATIONAL BACKGROUND AND PROFESSIONAL

QUAL IFICATIONS.

I graduated from Southern Methodist University in 1961 with a Bachelor

of Business Administration degree in accounting. I have been employed by
Dallas Power & Light Company since July, 1952 and have worked in various
areas of the Accounting Department prior to becoming Head of the General
Accounting Division in 1964. [ was elected Assistant Treasurer of the
Company in 1971, Assistant Treasurer and Assistant Secretary in 1975, and
Treasurer and Assistant Secretary in 1977. In addition, I headed the
Company's Accounting Department from 137C through 1975. I am a Certified
Public Accountant in the State of Texas and hold memberships in the
Anerican Institute of Certified Public Accountants, the Texas Society of
Certified Public Accountants, the Financial Executives Institute, and the
Edison Electric Institute Financial Committee. I have testified
previously in rate proceedings before the City of Dallas and the Public
Utility Commission of Texas (PUC).

TO WHAT DEGREE DO YOU HAVE CONTACT WITH THE INVESTMENT AND FINANCIAL
COMMUNITY?
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I have extensive involvement in and responsibility for the financial
affairs of the Company. My contacts with the fipancial community include
regular meetings and discussions with representatives of commercial
banks, investment banking firms and rating agencies, as well as
consultation with individual and institutional investors and security
nalysts.
WHAT IS THE PURPOSE OF YOUR TESTIMONY IN THIS PROCEEDING?
My testimony will discuss: (a) the importance of the Company's ability
to attract capital; (b) the Company's current financial condition,
including fixed charge coverages, internal generaiion of cash, return on
common stock equity, and quality of earnings; (c) the basis for the
Company's request to include construction work in progress (CWIP) in the
rate base; (d) the adjusted value rate base for the Company; (e) the
capital structure of the Company; and (f) the Company's composite cost of
capital. '
PLEASE EXPLAIN THE SOURCES OF FUNDS AVAILABLE TO THE COMPANY AND THC
IMPORTANCE OF THE COMPANY'S ABILITY TU ATTRACT CAPITAL AT REASONABLE
COSTS. i
In addition to funds generated internally, the Company traditionally has
obtained permanent capital principally through the sale of long-term
debt, preferred stock and common stock. In recent years, however, the
Company has had to resort to a higher level of short-term debt and the
sale, through private placement, of intermediate-term debt.

Electric ntilities are generally conceded to be the most capital
intensive of all industries. Therefore, they must enter the capital

market on a regular basis. Since capital costs represent a significant

portion of total costs, and continue to increase in an inflationary
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environment such as we have experienced over the past several years, it
is extremely important to maintain a high credit rating in order that
capital may be obtained at the lowest possible cost. The Company's
ability to keep its capital costs low in the past has helped to maintain
reasonable electric rates for its customers.

As pointed out in Mr. Tenner's testimony, the Company is engaged in
a continuing construction program to provide facilities that will bring
the cost benefits resulting from the use of lignite and uranium fuels to
iis customers. The Company's regulatory authorities have acknowledged
the benefits the customer receives from the conversion to lower cost
alternate fuels in the Company's past two 1ate proceedings. Based o.
current estimates, the Company's construction expenditures will average
approximately $150 million per year for the next several years. It
should be noted that a construction prograu of this size represents
annual expenditures equal tc approximately 19 Bercent of the net cost of
all the plant currently in service. It is therefore important, and to
the direct benefit of the customer, that the substantial quantities of
capital that will be required to provide these facilities be available at
the most reasonable cost.
CONSIDERING THE COMPANY'S NEED TO ACQUIRE CAPITAL TO FINANCE THE
CONSTRUCTION PROGRAM, WHAT IS THE SIGNIFICANCE OF THE FIXED CHARGE
COVERAGE?
One of the most important indicators of the financial integrity of a
utility company is the extent to which earnings will cover its fixed
charges on debt. The fixed charge coverage that the Company maintains
over a period of years has a substantial impact on the ratings the

agencies assign the Company's bonds. It is generally recognized
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throughout the financial community that for an electric utility, a fixed
charge coverage, including all applicable debt, of at least 4.0 times is
the minimum requirement to maintain a triple A bond rating.
WOULD YOU EXPLAIN THE TEP* "SUPPLEMENTAL FIXED CHARGE COVERAGE"?
The computation of the supplemental ratio of earnings to fixed charges
is made pursuant to Securities and Fxchange Commission (SEC) Accounting
Series Release No. 122, the purpose of which is to include, for interest
coverage purposes, interest requirements on debt which is not on the
Company's balance sheet but which the Company has guaranteed or is in
some manner obligated to assume in case of default. In the case of
Lillas Power & Light Company, the supplemental coverage calculation
includes the Company's proportionate obligations for senior notes issued
by Texas Utilities Fuel Company (TUFCO) and Texas Utilities Generating
Company (TUGCO).
MR. KARNCY, WHAT HAS BEEN THE RECOMMENDATION QF THE COMPANY'S REGULATORY
AUTHORITIES AS TO AN ADEQUATE FIXED CHARGE COVERAGE FOR DALLAS POWER & -
LIGHT COMPANY?
The staffs cf the regulatory authorities exercising jurisdiction cver
the Compaﬁy have recognized the need for a 4.0 timeslcoverage to maintain
a triple A bond rating.
WHAT HAVE BEEN THE COMPANY'S FIXED CHARGE COVERAGES AND SUPPLEMENTAL
IXED CHARGE COVERAGES IN RECENT YEARS?
They have declined substantially. As shown in JDK Exhibit No. 1, prior
to 1974 the Company's fixed charge coverage was generally in excess of
4.0 times. ror the test year ended June 30, 1980, the fixed charge
coverage was 3.12 times and the supplemental fixed charge coverage was

2.76 times. These coverages are obviously below the minimum needed to
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retain the triple A rating and have been for several years. Since
capital costs are such a major portion of the Company's expenses,
retention of the triple A rating is vitally important to the Company and
its customers.

HAS DALLAS POWER & LIGHT COMPANY BEEN ABLE TO ACHIEVE A 4.0 TIMES
SUPPLEMENTAL FIXED CHARGE COVERAGE AS A RESULT OF RECENT RATE ORDERS?

As shown in JDK Exhibit No. 2, the Company's supplemental fixed charge
coverage is substantially below the minimum 4.0 times coverage needed.
Although recent rate orders of the Company's regulatory authorities' have
addressed the need to restore the Company's financial integrity, the
amount of rate increase granted in each case has been inadequate to
accomplish this objective.

MR. KARNEY, WILL DP&L'S CUSTOMERS BENEFIT IF THE COMPANY IS ABLE TO
MAINTAIN ITS TRIPLE A FIRST MORTGAGE BOND RATING?

Yes. The triple A rating allows the Company ta borrow funds at the
lowest possible cost. This is reflected in JDK Exhibit ¥ 3 which shows
Moody's average of yields on long-term public utility bonds for the years
1969 through 1979. For example, the spread between triple A and double A
was, on average, approximately 30 basis points from i974 through 1979,
During periods of greatest financial strains, the spreads are even

wider. With a difference in financing rates of 30 basis points, the
savings over the 30-year life of a $75 million bond issue would be over
$6.7 million. The spread to lower rated bonds is even greater. With a
high credit rating there are additional savings in the cost of short-temm
jebt, pollution control bonds, and preferred and common stock.

IN ADDITION TO THE SAVINGS OF INTEREST AWD DIVIDENDS, ARE THERE OTHER
REASONS FOR MAINTAINING THE TRIPLE A BOND RATING?
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Yes, other benefits of maintaining the triple A rating are the greater
availability and flexibility of capital financing. Strong credit
indicators lead to better financial health at a lower cost to the
ratepayer. Investors will! generally accept a lower return on their
investment if the Company is financially strong, which results in a lower
cost of capital. The magnitude of the Cumpany's construction program and
the required external financing necessitates that vie Company have ready
access to the capital markets at reasonable cost.

IF DALLAS POWER & LIGHT COMPANY WERE TO LOSE ITS TRIPLE A RATING, WHAT
WOULD BE NECESSARY TO REGAIN THAT BOND RATING?

It would take many years of sustained financial performance above the
established minimur: requirements before thr rating agencies would
consider upgrading the Company's bond rating. Therefore, retention of
the Company's favorable bond rating is extremely important at this time.
TO WHAT EXTENT ARE INTERNAL SOURCES OF FUNDS AVAILABLE TO MEET THE
COMPANY'S CAPITAL NEEDS? '

A portion of the Company's net earnings are reinvested in the Company in
support of the construction program. JDK Exhibit No. 4 shows retained
earnings, combined with other internally generated funds, as a percentage
of construction expenditures for the period January, 1978 through June,
1980, as compared to the range of 40 to 60 percent recommended by the PUC
Staff in Docket 2572. As shown in the exhibit, the percentage for the
Company has fluctuated during the past several years, but has averaged
less than 40 percent during this period. For the test year, the level of
internally generated funds as a percentage of construction expanditures
was 32.1 percent. JDK Exhibit No. 4 further .1lustrates that the rate

increases granted in the Company's last two rate orders have been
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insufficient to provide the level of internal cash generation Eecommended
by the PUC staff for the mairtenance of financial integrity.

Also, from 1969 to the end of 1979, construction expenditures have
increased more than four times. This means that the Company must attract
additional capital. In order to obtain new capital in an inflationary
and recessionary environment, internally generated cash must be
maintained at a level adequate to encure investor confidence.

WHAT PERCENTAGE OF DALLAS POWER & LIGHT COMPANY'S CAPITAL REQUIREMENTS
SHOULD EBE MET THROUGH INTERNALLY GENERATED FUNDS ?

Dallas Power & Light Company should generate on a consistent basis 50
percent of its capital needs internally. In view of the prevailing rate
of inflation and the size of our construction program, this level is the
minimum requirement.

ANOTHER TEST OF FINANCIAL PERFORMANCE IS RETURN ON COMMON STOCK EQUITY.
WHAT HAS BEEN DALLAS POWER & LIGHT COMPANY'S RETURN ON COMMON EQUITY
SINCE 19697

The return on equity has declined dramatically since 1969, as shown by
JOK Exhibit No. 5. This exhibit shows return on common stock equity,
including and excluding Allowance for Funds Used Durihg Construction
(AFDC), for the period 1969 through the test year ended June 30, 1980.
This decline has occurred in a period which has seen the cost of high
gquality debt issues increase from just above 6 percent to over 14
percent, approximately 3 percent above the Company's actual equity
earnings of 11.0 percent for 1978 and 1979 and 11.3% for the test year
ended June 30, 1980. The level of earnings for the Company has simply

been inadequate for several years. Reasonable investors will not

continue to accept the risk of an equity security at 11 percent when they

can earn 13 to 14 percent on a low risk mortgage bend.
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Of even greater concern is the trend in return on equity excluding
AFDC. The sophisticated analyst, particularly rating agencies and
institutional investors, considers calculations of return on equity both
including and excluding AFDC. Earnings are discounted when a significant
portion is attributable to AFDC. [~ the case of Dallas Power & Light
Company, over one-third of its test year earnings were non-cash. With
such a large portion of non-cash earnings, Lhe Company's earnings are
subject to substantial discounting by investors. At the end of the test
year the cash return on equity, that is, the return excluding AFDC, was
7.2 percent. If allowed to continue, this condition will not permit
capital tu be attracted at reasonable costs.

WHAT DO YOU CONSIDER NECESSARY TO IMPROVE THE COMS V'S FINANCIAL
INTEGRITY?

In addition to obtaining an adequate return on common equity, the
inclusion of all Construction Work in Progress®*(CWIP) in rate base is
necessary.

IS THE COMPANY REQUESTING CONSTRUCTION WORK IN PROGRESS IN RATE BASE?
Yes, the Company proposes to include $308,313,988 of.CHIP in rate base.
This represents all CWIP at June 30, 1980 with the exception of a
noncurrent payable related to Martin Lake SES Unit 4.

Further, it should be understood that the amount of CWIP requested
to be allowed in the rate base is substantially less than will be
invested in CWIP before the proposed rates are in effect. At an average
montiily investment of $10 million, an additional $70 to $80 million will
be added to CWIP after the end of the test period and before these rates

are in effect.
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Even with 100 percent of test year CWIP in rate base the Company's
actual investment in CWIP will be substantially more during the period
when the rates are in 2ffect. In Docket 1526, $87.7 million of CWIP,
approximately 43 percent of a requested $152.3 miliion, was allowed in
rate base. G0y the time new rates were in effect, the amount in rate base
represented only 36 percent of the Company's actual investiment in
construction and the average during the period covered by those rates was
only 28 percent. In Docket 2572, the Company was allowed $194.6 million
of CW.IP in rate base, which was approximately 80 percent of a requested
$243.2 million. However, after the new rates were in effect only nine
munths, CHIP in rate base as a percent of the total CWIP for the period
was only 62 percent. This is estimated to decrease to 51 percent by
December, 1980. The Company is presently requesting that 100 percent of
adjusted CWIP at June 30, 1980 ($308,313,988) be included in rate base.
As shown on JOK Exhibit No. 6, the percent of CWIP in rate base will have
been reduced to approximately 77 percent by the time the rates could
reasonably be expected to be placed in effect and further reduced to 58
percent by the end of the first year the new rates are in effect. This
exhibit graphically reflects the capital attrition.problem which exists
when rates are set on a histerical test year uasis and substantiates the
need for all CWIP at the end of the test year to be included in rate
base.

DP§L's ongoing construction program assures that the Company will in
the future, as it has in the past, incur substantial additional
investments in CWIP after the end of the test year. Since a cash relurn
has not been allowed on this portion of the Company's investment in CWIP,
the Company is virtually assured that its earnings will be inadequate to

recover on a current basis the full carrying costs associated with the
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1 construction program, a program which the Coapany undertakes for the '
2 benefit of its customers. Thus, it is extremely important from the
3 standpoint of the Company's financial integrity that the full requested :
4 amount of CW1P be atlowed in rate base. Any lesser amount will only
5 result in additional non-cash earnings, further eroding the Company's

6 financial integrity.

7 Q. ARE THERE OTHER REASONS FOR REQUESTING THAT CWIP BE INCLUDED IN RATE

8 BASE?

9 A. In addition to enhancing the financial integrity of the Company, it is

10 the best alternative for the customer. When the construction of a

" facility covers an extended period of time, interest costs for the funds

12 necessary for the construction program are incurred. These costs must be |

13 || borne by the customer whether they are capitalized and recovered over the |

14 life of the project or recovered currently. When CWIP is included in

15 rate base, the costs of construction are qud as they are incurred. When i

16 these costs are capitalized, they add to the cost of the facility being |

17 constructed and earn a return over the life of the plant. It is better i

18 | to pay the costs currently rather than to pay interest on interest. l

19 Q. 1S THE COMPANY'S ABILITY TO ATTRACT CAPITAL ENHANCED BY THE INCLUSION OF t

20 CONSTRUCTION WORK IN PROGRESS IN THE RATE BASE? E'
l
|

21 || A, Yes. The engineering and construction periods for major projects such

22 |

as power plants range from eight to twelve years. During these extended
23 periods the Company 1S required to obtain large amounts of capital to
24 finance the prujects and, therefore, must pay for the use of these funds ;
25 in cash. Including CWIP in rate base results in a recovery of these %
26 costs currently, providing higher quality earnings, which helps the
27 Company maintain its financial integrity. Conversely, capitaiizing these
28
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the net cost of all the plant currently in service. The Company must be
in a position to attract large sums of money from the investment
community if it is to carry out its required construction program.

As to quality of service, the Company has met and 1s meeting the
needs of it5 customers by providing dependable electric service within
its service area. In order to continue to provide quality service, the
construction of facilities to utilize alternate fuels must be
maintained. Thus, the maximum current cost weighting of 40 percent is
appropriate 1n view of the need to support this construction program and
to continue the record of high quality service.

Inflation continues to have a serious impact on the Company's
operations, as well as its construction program, c<ince inflation
increases the costs of all goods and services purchased. Also, interest
rates continue to be high compared to our present embedded rates.
Current interest rates for higher quality long#term debt are in the 13
percent range compared to our present embedded interest rate of 6.96
percent, as shown on Schedule H-6. Each new dollar of long-term debt or
preferred stock increases our embedded cost of money, whether it is
issued to finance our construction program or to refu;d maturing bonds
and debentures originally issued 25 or 30 years ago.

In view of these factors, a 60 percent weighting for original cost
and a 40 percent weighting for current cost is reasonable and should be
allowed.

WOULD YOU BRIEFLY DESCRIBE THE CAPITAL STRUCTURE OF DALLAS POWER & LIGHT
COMPANY AT THE END OF THE TEST YEAR?
At the end of the test year the capitalization was composed of 41.6

percent long-term debt, 12.7 percent preferred stock and 45.7 percent

common stock equity.
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PLEASE DESCRIBE THE COMPANY'S LONG-TERM DEBT.

At June 30, 1980, the Company had three basic types of long-term debt
outstanding. The majority of this debt is first mortgage bonds. As
reflected in Schedule H-6, the Company had thirteen series of first
mortgage bonds outstanding in the principal amount of $305 million.
These series range in principal amounts from $9.0 million to $50.0
million and have maturity dates from 1983 through 2005. Interest rates
range from a low of 3 1/8 percent to a high of 9 3/8 percent.

At June 30, 1980, the Company had approximately $23.3 million of
sinking fund debentures outstanding. This debt is not secured by any
lien on the Company's property, but is issued on the basis of the
Company's general credit. As reflected in Schedule H-6, there are two
separate issues of 25-year debentures outstanding with maturity dates of
1989 and 1993. The interest rates are 4 1/2 percent and 6 3/4 percent,
respectively. -

Also reflected in Schedule H-6, is other unsecured debt consisting
of three series of 30-year pollution control revenue bonds of
approximately $16.7 million, net of funds on deposit with the trustee.
These three series were sold by the Sabine River Aut%ority. a
governmental agency of the State of Texas, for the purpose of
constructing pollution control equipment to be installed at certain
jointly-owned generating stations of the Company, Texas Electric Service
Company and Texas Power & Light Company. Interest on the bonds is exempt
from federal income taxes to the holder. By agreement with the
Authority, the Companies contract for the repayment of the bonds sold for
the purchase of the equipment installed at the generating stations. The
Company is obligated for $8,590,000 of the 6 1/4 percent series,
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$7,125,000 of the 5.70 percent series and $2,025,000 of the 6.60 percent
series. The bonds are due in 2006, 29007 and 2008, respectively. This
type of security is similar to the sinking fund debentures in that they
are based on the Company's general credit and are not secured by property
of the Company.

The Company's embedded interest cost on long-term debt has steadily
increased to 6.96 percent. This represents a 63 perc.nt increase from
the embedded cost of 4.26 in 1969.

WHAT RATINGS HAVE BEEN ASSIGNED TO THE COMPANY'S FIRST MORTGAGE BONDS,
SINKING FUND DEBENTURES AND POLLUTION CONTROL REVENUE BONDS?

The Company's first mortgage bonds have been designated triple A by both
Moody's Investors Service, Inc. and Standard & Poor's Corporation. The
sinking fund debentures and pollution control revenue bonds have been
assigned a double A rating by both agencies since they are not secured by
property but are based on the genera’ credit pf the Company.

PLEASZ DESCRIBE THE NOTES PAYABLE INCLUDED IN THE COMPANY'S CAPITAL
STRUCTURE.

The notes payable, amounting to an adjusted $202,821 as shown in
Schedule H-5, page 2, were issued as partial paymenf for land acquired
for plant sites, lignite reserves and water rights.

WOULD YOU DESCRIBE THE COMPAKNY'S PREFERRED STACK?

At June 30, 1980, the Company had seven preferred stock issues
outstanding as detailed in Schedule H-4. The amount outstanding was
approximately $104.7 million with annual dividend rates ranging from
$4.00 per share to $7.48 per share. The pref rred stock is cumulative,
without par value, &nd entitled to $100.00 per share upon liquidation.

The embedded annual dividend rate for all of the series is currently 6.27




10
11
12
13
'4
15

16

18

19
20

27

28

JOK
PAGE _17

A.

percent, as shown in Schedule H-4. The Company's preferred stock, like
the sinking fund debentures and pollution control revenue bonds, is rated
double A by both Moody's Investors Service, Inc. and Standard & Poor's
Corporation.

PLEASE DESCRIBE THE COMFALY'S COMMON STOCK.

At June 30, 1980, there were 14 million shares of common stock
outstanding, 99.9 percent of which were owned by Texas Utilities
Company. The common stock equity on the books of the Company at this
date amounted to $377.9 million.

ARE THERE ANY OTHER ADJUSTMENTS MECESSARY TO DETERMINING THE PROPER
CAPITAL STRUCTURE OF THE COMPANY FOR THIS PROCEEDING?

Yes. A pollution control revenue bond issue is scheduled to take place
in October of 1980 in which the Company will be obiigated for $6,334,00C
of the issue. This adjustment more accurately reflects the Company's
capital structure and is shown in Schedule H-6= page 1, of the rate
filing package.

HAVE YOU CALCULATED THE COMPANY'S WEIGHTED COST OF CAPITAL AT JUNE 30,
1980 AS ADJUSTED?

Yes. Schedule H, page 2, shows the outstanding capiéal, as adjusted, at
the end of the test year. The weighted cost of capital is the composite
cost of the various class2s of capital used by the Company. The cost of
long-term deb: is the embedded cost of deb* taken from Schedule H-6.
Notes payable are detailed in Schedule H-5, page 2. The cost of
preferred scock capital is its annual dividend requirement as shown in
Schedule H-4. The cost of common stock equity capital is the amount
necessary to yield a feir return as described by Dr. Charles E. Olson and

is reflected in Schedule H, page 2. Tne cost of equity was determined
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from Dr. Olson's recommended range of return on common equity of 17.0 to
18.0 percent. In view of current circumstances, I believe a 17.0 percent
return is appropriate. Althoigh the 17 percent return is the minimum of
the range recommended by Dr. Olson, such return together with the
inclusion of 100 percent of the test year balance of CWIP which the
Company is alsu requesting should be adequate to allow the Company a
reasonable opportunity to improve its financial integrity. However, it
is apparent that with the inclusion of less than 100 percent of CWIP in
rate base, a higher return on common equity would be necessary and
appropriate.

WHAT IS THE COMPANY'S WEIGHTED COST OF CAPITAL?

The weighted cost of capital is derived by taking each cost element
expressed as a percentage rate as shown on Schedule H, page 2. This
results in an 11.44 percent weighted cost of capital on a total adjusted
capitalization of $886,029,596. .

MR. KARNEY, WHY DO YOU CONSIDER 17.0 PERCENT RETURN ON COMMON EQUITY TO
GE REASONABLE?

Since the equity component is the foundation of the capital structure
and the common shareholder oears the most risk, the ;eturn to the common
shareholder must be higher than the return to either the bondholders or
the preferred shareholders. Currently the return on high quality
corporate bonds with little or no risk is approximately 13 percent. The
return to the risk bearing equity investor must be substantially higher.
With the Company's present depressed level of earnings and interest
coverage, the recommended return on equity is justified and necessary to

assure its financial integrity.
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WILL YOUR PROPOSAL GUARANTEE THE COMMON EQUITY INVESTOR THAT HIS RETURN
WILL BE 17.0 PERCENT?

No. Recent history shows that the allowed return on common equity has
not been earned This results from the use of a historical tcst year to
det:rmine the Company's rate base and cost of service. In our last
proceeding it was nine months after the end of the test year before the
Company was able to begin billing a portion of the requested rate
increase under bond, and it was eleven months before current rates were
billed under an interim rate order. ODuring this pericd, the Company's
costs continued to increase and the investment continued to grow, making
the test year out of date well before the rates went into effect. This

assured that the Company would be unlikely to earn the rate of return

granted based on a historical test year. Although some adjustments have

been made for post-test year events, these adjustments do not fully
offset the effects of attrition on the Company: Unless the Company's
regulatory authorities recognize the reality of attrition, the Company
will be denied the cpportunity to earn the return granted.

MR. KARNEY, WILL THE REVENUE INCREASE REQUESTED IN THIS CASE ALLOW THE
COMPANY A REASONABLE OPPORTUNITY TO RESTORE ITS FINAQCIAL INTEGRITY?

An analysis of the Company's projected results of operations based upon

rate increases resulting from various levels of return on equity and CWIP

in rate base clearly indicates that the Company has virtually no chance
of earning the 17 percent return on equity requested, unless all of the
CWIF requested is included in rate base. I[f such amount of CWIP is
included in rate base, there is a reasonable opportunity tc earn the
requested return on equity by the end of the first year the new rates

will be in effect; however, the return declines significantly

SRS AW P R
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thereafter. Although return on equity on a twelve month basis reaches 17
percent at one point in time (the twelve months ended December 31, 1981),
the return for any other twelve month period is below this level. It

should be noted that such results are based upon receipt of the full

amount of rate increase reguested by the Company; anything less cannot be

expected to produce these results.

7 Q. WHAT HAS BEEN DALLAS POWER & LIGHT COMPANY'S RETURN ON EQUITY SINCE

8 JANUARY 1, 19782

9 A. JDK Exhibit No. 10 clearly illustrates that the Company has not earned

10 the rate of return allowed. The Company's authorized return was

" increased from 13.75 percent in Docket 1526 to 14.5 percent in Docket

12 2572, represented by the horizontal lines near the top of the exhibit,

13 i yet the return actually earned has continued to fall below the amount

14 ' authorized. Further, the deficiency between the earned and authorized

15 “ return is increasing. This indicates that pgevious rate orders have been
16 “ inadequate and that in determining the amount of revenue deficienéy, the ;
17 ? Company's regulatory authorities must more carefully appraise the impact
18 ? of economic and other factors that will exist during the period the rates
19 h will be in effect.

20 ; Q. DOES THIS CONCLUDE YOUR TESTIMONY?

1 ! A. Yes.

2
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THE STATE OF TEXAS )

COUNTY OF DALLAS )

BEFORL the undersigned authority on this day personally appeared
J. D. KARNEY, «ho, having been placed under oath by me, did depose as
follows:

"My name 15 J. D. Karney, I am of legal age and a resident of the
State of Texas. The foregoing testimony, and exhibits, offered by me
on behalf of Dallas Power & Light Company, are true and correct, and the
opinions stated therein are, to the best of my knowledge and belief,

accurate, true, and correct.'".

SUBSCRIBED AND SUORN TO BEFORE ME by the said J. D. Karney this

23rd day of September, A, D. 1980,

Yordp 7 Sheud
Carla F. Stroud
Notary Public in and for Dallas

County, Texas

My commission expires 3-31-84
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DIPECT TESTIMONY OF MAX H. TANNER, JR.

PLLEASE STATE YOUR NAME AND ADDRESS.

Max H. Tanner, Jr., 1506 Commerce Street, Dallas, Texas 75201.

BY WHOM ARE YOU EMPLOYED AND IN WHAT CAPACITY?

I am & Vice President of Dellas Power & Light Company.

HOW LONG HAVE YOU BEEN WITH THE COMPANY AND IN WHAT
CAPACITIES?

I have been a full-time employee of DP&L since 1953 and have served in various
technical and managerial capacities in the design, construction, operation and
maintenance of the Company's distribution, transmission and production facilities,
including fuel requirements. 1 served as Manager of DP&L's Production Depart-
ment from 1968 until 1974 and as Manager of System Operation until 1976, when |
was elected Vice President.

WHAT IS THE NATURE OF YOUR RESPONSIBILITIES AS VICE PRESIDENT?

I am responsible for planning and engineering s;stem facilities; managing the
Company's power production, transmission and distribution activities; and
securing fuel supplies for DP&L's plants. I am also responsible for coordinating
operations with other Texas Utilities (TU) companies and other intercunnected
systems.

WHAT ARE YOUR EDUCATIONAL AND PROFESSIONAL QUALIFICATIONS?

i have a Bachelor of Science Degree in Electrical Engineering from Texas A&M
University and am & Registered Professional Engineer in the State of Texas.

ARE YOU A MEMBER OF ANY INDUSTRY OR PROFESSIONAL ORGANIZA-
TICNS?

I'am presently active in the Texas Interconnected System (TIS), Electric Reliability
Council of Texas (ERCOT) and the National Electric Reliability Council (NERC).

In addition, | am a member of the Power Engineering Society of the Institute of
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15 |

22 |

Electrical and Electroniecs Engineers (IEEE).
MR. TANNER, PLEASE TELL US WYAT YOUR TESTIMONY WILL COVER.
I will review the Company's construction program, fuel utilization plans, opera-
tions, depreciation and related matters.
HAVE YOU PREVIOUSLY TESTIFIED ON ANY OF THESE MATTERS BEFORE
THE COMPANY'S REGULATORY AUTHORITIES?
Yes. | testified in the Company's last three rate applications before the City of

Dallas and in Dockets 1526, 1903, 2572, and 3090 before the Public Utility

Commission.

WOULD YOU PLEASE DESCRIBE THE FACTORS WHICH IMPACT THE PLAN-
NING OF FACILITIES NECESSARY FOR SUPPLYING ELECTRIC SERVICE?

Yes. There are many factors which affect the planning of facilities to meet the
needs of our customers. These factors include: (1) the availability, cost and
transportation of fuels; (2) the projected growth in both peak load and energy;

(3) availability and location of water rights and plant sites; (4) availability and cost
of capital; (5) the overall level of system reliability and (6) the time required to
engineer, oblain regulatory approvals and construct new facilities. In view of the
uncertainties associated with each of these factors, it is imperative, and in the
best long term interests of our customers, to maintain viable options and flexibility
in planning for additional facilities.

To supply electric service to the Company's service area, extensive facilities,
resources and capital investments are necessary. In today's environment, the long
lead times required to place new facilities in service and the high rate of inflation
severely impact construction costs. Such parameters necessitate careful planning
and engineering to provide facilities to meet the needs of our customers during a
time when uncertainties preva in every facet of the industry.

MR. TANNER, WHY DOES IT TAKE SO LONC TO PLAN AND BUILD NEW

GENERATING FACILITIES?




THE STATE OF TEXAS X
COUNTY OF DALLAS X
BEFORE the undersigned authority on this day personally appeared MAX H,
TANNEKR, JR., who, having been placed under oath by me, did depose as follows:
"My name is Max H. Tanner, Jr. | am of legal age and - resident of the State of
Texas. The foregoing testimony, and exhibits, offered by me on behalf of Dallas Power
& Light Company, are true and correct, and the opinions stated therein are, to the best

of my knowledge and belief, accurate, true, and correct."

MAX H. TANNER, JR. "V

SUBSCRIBED AND SWORN TO BEFORE ME by the said MAX H. TANNER, JR.
this 17th day of September, A.D. 1980.

Notary Public in and for
Dallas County, Texes

My eemmission expires June 26, 1981
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. 1 o Right. So you're raying, then, are you not,
2| that as regards your lower crowth projections, you
3| reduced your interest in the nuclear plant?
4 A And some licgnite plants and delayed some otth
5| lignite plants.

6 0 You postponed or rescheduled or reduced your

-~

interest in some of *these lionite plants?

8 A (Witness nods head affirmatively)

9 0. Can you review the history of some of those

10 | transactions briefly for us, bring us up-to-date on

11 | what's transpired in regard to your interest in

12| these joint projects?

3 A Well, we had in Comanche “eak, a third

14| interest. It was agreed back in 1976 that a ten per-

15| cent interest in that plant, which was required by the
18 | construction permit, to be sold to some third parties,
171 would come from DP&L's portion. Because of the lengthy
18 | negotiations, that wasn't finalized till 1979. And

19 | then in 1980, early 1980, we sold an additional five
20 | percent to our sister companies. So we now have an

21 | eighteen and a third percent ownership in Comanche Peak,
%< | which is very close to our projected enercgy portion of
23 | the other operating companies. Or our subsidiary other
24 | operating companies.

25 ‘Porest Grove, it's laid out until 1987,

STANLEY, HARRIS, RICE. LANGFORD & ASSOCIATES
REGISTERED PROFESSIONAL REPORTERS
DALLAS TEXAS 75201




one time earlier and
rtin Lake 4, also, we have
percent interest now, we had a 25 percent
est earlier.

pid you change the percentage interest

You just delayed?
That's correct.
All right. Would ycu agree with me,
that the City of Dallas has generally been
of the construction program and the move

gas as a primary fuel?

i
|
Yes, very definitely. i

And has Dallas alsc'been, at least generally%
+hat supportive of the inclusion of a part of the
in the rate base?
A Yes,
Let's look now at your Exhibit No. 4 where
show a projection of the relative fuel mix throucgh
When di

Tanner, was

STANLEY, HARRIS, RICE LANGFORD & ASSOCIATES
REGISTERED PROFESSIONAL REPORTERS

DALLAS TEXAS 7520




to hit for a leng time?
A Viell, looks like out through this part of
the '80's, we're going to be in the 50 percent
range or a little under 50
And what was the p \ of gas in your
fuel mix in '79?
A Forty-eight percent.
¢ And then in '20, it jumps back up a little
bit over 50 percent, does it not?
A That's correct.
Are we going the wrong direction?
Well, I don't think so.
recall, I believe we agreed that

construction program was to move

but we have had some changes
which have caused us to ift that somewhat and delay
it somewhat, because Docket 600 was repealed, the Fuel

Use Act o owec 8 to burn gas in our existing units ta

a great xtent through the '80's. Natural Gas Policy

-=~ and

for peak and intermediate load purposes, the cas, even

at a higher cost, low imbed cost and the capital
expense of those units, it is more economical to go

ahead and
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t comes on
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Okay \ us about TESCO and TP&L
to fuel m ill their percentage of
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A Parkdale 2, from '8l to '84,.

s} fo we're looking at three »r four years delays
on 1, 2, 3, 4, 5 gas units?

A Yes.

Qo Well, we don't seem to be making much pro-
gress, Mr, Tanner, do we, during this decade of the
'80's awvay froum gas.

A That's by a conscious decision,.

4] And is it consistent with what you repre-
sented to the requlatory auvthorities in the previous
cases?

A No, because the fuel sitvations in regard to
gas has changed since then.

0 All right.

A And our objective i3 still to ghift off of
gas and oil, but we're shifting at a slower pace than
we were earlier,

0 Well, despite rate increase; in, I believe it
was '76, '78, '79, and the proposed application in this
case, and despite all that CWIP in the rate base that
the Pallas customers pay for, we're not making much
progress, are we, towards gettinoc away from gas herc
over in the near term?

A I think we are, And what we are doing is

very beneficial toc the customer, as is shown in my

STANLEY, HARRIS, RICE, LANGFORD & ASSOCIATES
REGISTERED PROFESSIONAL REPORTERS
DALLAS TEXAS 7%201
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Olson - Cross
270
0 All right. Are you saving, then, that the

increased revenues from--the increased revenues from
TP&L, because of the hot summer, have helped, have
they not?

A Yes, as DP&L's and TESCO's to the extent they
contributed also helped.

Q All right. What I'm getting at is the need
for rate relief now. Is this--Hasn't this alleviatad
pa;t of the problem already? 1In other words, DP&L
needs a rate increase based on this test year, but there
have been factors which have come into play since the
test year which have alleviated part of that problem,
have they not?

A No. They haven't alleviated it. 1In spite of
this record summer, in spite of the fact that Staff is
recommending a higher return on equity than has
probably ever been recommended for any Triple A
public utility ever in the "nited States,' we still
see the common shares of Texas Utilities rating at less
than 75 percent of book value. It's a long ways from
110.

Q And in spite of the fact that the--that Texas
Utilities revenues for the first eight months of 1980

increased by 23 percent and DP&L's increased by 25

percent?

HICKMAN-KENNEDY REPORTING SERVICE INC.
7800 SHOAL CREEK BOULEVARD. SUITE 346-WEST
AUSTIN, TEXAS 78757
(512) 458-3297



- Olson - Cross
3 ¢ 271
Py In spite of all that, inflation is at record

levels, interest rates are at record levels. VYesterday,

15

1 Southwestern Bell, a Triple A company, sold long-term

' debt a2t a rate of 14.25 percent. That's higher than

&

the returns on equity that this Commission was granting
6 a couple of years ago, and the cost of debt, obviously,
: sets the floor for the return on eguity, and there

- is just not very much spread between 14 and a quarter

o and 17.

10 0 So you don't think that--you don't think that
11 this has alleviated the problem at all?

12 A It really hasn't. Interest rates are at high
13 levels, and if the Company is going to have a capital

I attracting a rate of return that's going to be such that
15 the shares will sell at a price equ;I to or, let's say,
i 110 percent of book value, they have to have more than
I they do right now. They just have to have more;
otherwise, it's just going to be a contiﬁued situation
of selling at less than book.

Q All right. I would like to talk to you for a
minute about something which was said yesterday. I
believe it was when I Qas discussing this with
Mr. Tanner. He stated something to the effect that the

sale of part of Comanche Peak does not affect the

ratepayers. Do you recall that?

HICKMAN-KENNEDY REPORTING SERVICE INC
7800 SHOAL CREEK BOULEVARD, SUITE 346-WEST
AUSTIN. TEXAS 78757
(512} 458-3297
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Nye - Cross 397

Q You testified to in response 'O a question by
Mr. Bell about the level of residenti 1 bills for the
cowanies of thé Triple A and the Dc:ble A ratings. I
think I heard you say thar making tha comparison vou
dropped DF&L out.

A Yes.

Q Why was that?

A Well, I think there was a little bit of circular
reasoning I'm trying to compare it against the others.
I'l11 go a little further and be candid with you. I'm not
sure whether we are Triple A or Double A. I haven't
cnanced it in awhile. The same results would--I think
would come forward., Our rate for that particular month
war a little higher than the average in that respect maytbe
! made an undue comparison. I don't remember the number
exactly, but maybe if you add one dollar to the average

that I gave you for the Triple A you could put it for all

four companies. I can get you that number, but it's not--
Q 1 was just interested sbout why you dropned DPAL
out ., That wad my only imtercst. And also in respouse to

Mr. BRell you uced a rerm that I'm not familiar with and

I think some of the ather folks here, perhaps, the Examiner
may noc be familinr with when you were talking about private
placed bonds. And I bclieve I heard you make reference to

SAMA bonds?
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Nye - Cross 398

All right.
Could you define that term for us?

Yes, sir.

That's--1 guess a colloauialism--

What we had there was a private placenent bond.

Could you first define the term for us?

Dh, SAMA, is the Saudi Arabian Monetary Agency,

thiat was the purchaser.

And that was a private nonrated pnlacemeut of

Total of 75 million dollars.
All right, sir.

I might say that that whole transaction was
both with the PUC Staff and the Dallas Staff.

Just really wanted to know what the abbreviation

Nye.
Yes, sir.
MR. SPARKS: We pass the witness.
MS. SHELLMAN: Thank you. Now are you

,» M8. 0O CONNOR Yes.

CROSS LXAMINATION

* BY MS. 0'CONNGR

Mr. Nye.

..
4‘.

Yes, ma'am.

Is the Compeny's primary need for capital now

oy

3 it i o i s Tl i s 5
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Hioh L SCAS ::*.,,‘..’““ ere !
1 Q_”\ Mr. ,u‘u;hggg ' 1 wasn't sure how to prunounce
. . '7pSa;éﬁbff o Mgy, TN
4 Q Now, he appearslto state at one point in his
5 testimony that éqﬁaﬁchn ?cak w;ll not be less expensive
» to run than oil and 3.Q plangﬂ,éot at least rhe firsc two
years that chey would‘b; in c-tvice..
8 You'also statcd earliut chio morning that you
" anticipate Comqnéﬁp‘Paak would run ac 70 percent capacity
" after the first Ehtée'yQArn ,g‘;,.
" . A In the chlrd year "f,ﬁ?“
s
e AR Or 4n ‘the . third year. So }ou‘have an analysis
l‘; o€ what cap;éity :hqc Comanche P,Qk:uill bé’éperating in
M the first two Y°a*aY :;‘” % |
15 A w are planning for fuel putposes 35 percent {
18 thc firat year 50 perceng the secund year, and 70 percent E
@ R the third year aqd thereafter We hope that we can -
18 improve'éa‘ihpéiand all our objections would be to do so
' But you plan on that and you might not have encegh fuel
“® " sources to @éék ic ﬁp. A . ' ) ' : :
: é!‘f' e Okay Sd if 1 undersnand you correctly, you ., |
; ‘V a dfil not have ;nough fuel to tully utilis~ Comanche Feak %“,fj;
3 % 'quring the fgr;£7£ﬁ§ }éars. .ls that whaf 7ou're saying? :
O o 2.“3.' LA ‘!‘a reo’.a\,é Comanche Peak? :
AL R Y T T SR r
Sa iR st ¥ 1 TR :
: ik AT R SO =
- .,.‘_,.; —prr ¥, w— RNLI - TSN o 7y W o
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s '. i
 ERg ou! 7.3.J'u, dd—hQVe fuel, but just examining

11lmné 1

2 . what hase accu;rcd on.dnclgur units as coal units, vou

Q ‘ i o

have a perlpd where chqy d.vglop and are improved afcer

-

LY

they gr in setv;co. You have a maturity perind. So,

o

8 to figure it in a conservative mode, we've calculated on
" 35 percent the first year, 50.'apd then 70
: Nov, we wou*d hope to do better than 35, and

»

4 we have ‘uel to do - &ettat )

. Q Sn» you're 1usc anticipaci .4 that the initial
‘;’ o problems you night’%ace.wtth bringing it on line would

" causc you not to bc‘able to utili:e it at full capacity’

12,7 A *rnt c correct.

B T Q Okay wich regard co the atudxes that the

4 Company has done_oq_couc amounte ché bengfitn of

_;Q -

I8 different programu, what atudiec haye bééh'done to cost
15« out tha telative benetits of a delay of bringing on

O i Camncho Peak on 11n¢ m 1981 and '83?, L e

AL
' A& ° Well, we had not made any decails on thlt

I 'oinct atound the '75-'176 period becaus: baslcally we re

v

20 beyond the paint and had so much commitments that it was

13 ¥ frisivereenasnnsee ]

21 obviously rot something that was economically beneticial.

&3t 3 did following review of testimony, review the delays
4% * that were ouggeated by Mr. Nichols, and if you delay
4 Comanche Peak-L for‘two years, and ’3 you look at the

- fltnt toux ycar oper.tion and then Pfesenﬁ—worch it to

e i g - -y e - ———rer P -
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detailed that out,

:if Coman~he Peak wasn't there it was on ofl,

,exactly vhen hlL the changes from OPEC o2 curred But

R Y S AR T il i S ———
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1981..1: coa“ "the customer $25 million to delay it for

’-A

!

“ - o R i >
Thdt"ﬂ qsum:ing we can get gas te burn and

.q‘o;v <' U‘ OQ ‘Lo‘ v

Pto."cced Bas Q:Qltu\r S

Q Okay

two ycar;.

NOV. do you have chat analyses--have you

or is that just something out of

your head? _ : N

A T o4 scribb;e& it down on a piece of paper.

L

Yes. . _-:,' i kg
=2 . Y 5
Q Do you havc that availablc for us?
A  1've got it hero on somo notes. I could show

it to, yea at the b(ch or something

Q‘. ‘Okay So the last detailed analysxs or

alternQCLVE ctudy by tbe Companv was in '75-'767

-~

A [ 4 believe“thac wis the last time. Ic wns‘one

of the opcions chct we Iooked at seriously when we made

a decailed analysis of cur expancion plan.
Q% What vaS'thg projected growth for the Comﬁany
at. thac rime? ! 8

A ' We were down around four percent, bur at that

- ’

time we were still having a very uncertain gas situation;

Docket 600 had jJust ‘come in, and we had bad to anticipate

and oil was

SRR S I.

at around twelve or fourtéen at that time I forget junt' {Fﬁj*5

“you were.look{ng at some very high alternativag to replace et

L T \ 5 u e : -
Vi 7 s d . 5 et oS 5 ¢ ' ’
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16b1 | Q In regard to snothes question asked by Ms.

© 0'Connor, you stated, I believe, that there h.d been no

o 1 studlies made since the '75, '76 perfod to cost out tne
g - B
t delay of Commanche  Peak plant. 1Is that correct?

5 A It was not considered in detail. Now, we looked

w each year--as we are reviewing our system expansion plans
och"”.‘

; we look ar the various altérnatives we could consider.

8 «t was obviously oqf:chat was considered, but it was not
9% one that we elcggid to do a detiiled analysis on.

° {0 0 All right. I believe you also stated that at
1 thlt‘ttqe.you had costed out 25 million dollar cests for

1» delaying Unit 1 for two yegrs?

11 A I just did that here this week, or last week.
I Q All right. You said, 1 believe, also that you
1» were assuming gas and projected gas cost there. 1If you

1i delayed the Commanche Peak plant it would be because you
‘2' i7 did not have as much lqad growth as had been anticivated.

i I8 that correct? Was this why‘you made the analysis, was--

1 A I just assumed a tvo vear delav on Unit 1 and

sy the three vear delay on Unit 2  because it was suggested

21 by some other testimony, I just looked to see what that

2, eoet would be and 1 assumed that gas would be available.

21 T considered the carrying cost, the O&M cost, and camre up

4 with an annual cost under those two scenarios, I present !

‘:’ 2% worthcd tt and the diffegenco between thuose two on a
e i =
| R i :
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prdignt worth basis is 25 million dollars for a four yrar

period. ':;"f-' : L

Q All right. Are you saying that--ycu are assuming

that gas would be used to replace that--

A Genetition.
[

Q Ali right. If the reason for delaying the
Commanche Feak plant was that you did not need that
generating capacity, why would }0u need to use the--assume
that there would be a replacement cost using gas?

-—

A Well, I'm not ;eady to conceive that we won't

grow at the rates that ?;fre projecting. That is our

best estimates and ﬁe't; planning oen that basis and I don't
think any analysis of considering two alternatives you're
coneidering how you would supply certain amount of load

and {f you eliminate the load. well neither zonside ation

is valid, 1 adsug?;_‘

Q I'm Qoéfy'tone of these are a little disjointed
My notes didn't caii; é little bit here.

A I've gof‘5117aftgrnqon.

Q Regirdtng'aﬁothqr question by Ms. 0'Conror, you
were discussing the Department of Fnergy figures and
mentioned that this was a fairly recent report, approxi-
mately last fall and that these figures were for '81, ‘82.'

and 'B3, were theése for the same eize units as the

COQianChe Peak?
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1ike, what

éuoution that you did not h;vc a study showing,
kind of a rate increase you would need if you'were going
to be a Double A rated company and you needed 3.5 percent
times interest coverage”’ |
3 John, I haven't made & study that 1f I fell out

of that chair I'm going to hit the floqr. I'm not going to
hit the ceiling, and I don't think y;ulnéed to study
things that are aspparent from examination I'll go :
through it one more time. It's applrent to me that thq

bills are lower

-

Q Are you telling me that ycu Just don‘t have ¢

study of the nature that 1've iﬂquited about?

4 i..a:ﬁ
A I will doccribe my montal procenncs which allow puse

¢

me tuv conclude ~-- and I think most wowld agrcc -- that it

is not more erpensive to maincain a Triple A. And let me l

say it one more time. The factors that ccutrol in :his

case, it seems to me, would control anyway, indepondent

of whether you maintai: ths financial ifndicators that I

think are necessary for a Triple A, as theyvy were i{n the

last cnlc., ‘ fomn e L

It s Tﬁportant Lic il vitally important and 1

don' t m¢An to dimipiah it I think it's probably the most

c—ittclg tcctor 1n :hts rate case. You made the point

that we haven't looc our Triple A. We've asked for it

three times. We haven't 301d lny bohd.‘dqring that period

‘vr L T ﬂ
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of time. Now, we're going to sell bonds. We have put it e
off as long as we can. We sold SAMA bonds, we sold = b
equity, we've sold plant, but we're going to sell bonds. 1%§F
There is no way to get around it.

Q But during this tiﬁg, DF&L has raised the capital
it ne2eded to meet its needs and to meet its construction
program? ‘

A I believe T described that we sold BAMA bonds
which do not resquire a rating. We sold equity which was
from the holding company that tgus far has been pattent
and provided us the capital. wo'vo sold plant which I
don't think is the best way to r;iio capital in a general
sense. 1 don't believe most people would sugpgest, most
experts would suggest, that's appropriate. Otﬁcrwioc. 1
presume that vou're suggesting that I go out and sell some
more plant. | | '

Q I'm not presuming anything. I'm alking-aueltions.

A Mr. Fairchild has suggested that my equity ratio

is too high. I don't believe that it is, but it clearly

wag an effort to'nvoid.goipg to the bond marker. Now, E |
ev;rybody,buéht to under;tnnd we have not had a publie | | |
rating since financigls for '74. ' '

Q | Aﬁdz90h_h9Vl not been hamétrung in your financing

A d k¥ : -
. since '74, have you?

" A 1'd say we certainly have been' hamstrung. 1
Lo :
E '. ‘ )"..- .
=k
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' 99 percent certain of that.

Nye - Cross 392
A Is it your tcttimony that your Triplc-A bond
rating is less difficult to maintain today than it may
have been last year in Docket 15267
8 I would say that {f we nad filed -- if we had

eold bonds since 1526, we would have been derated. In

that feopect. the results that we got were simply not
adequate, It's difficule for h;‘to go back to relate

to that case. I don't think'chnt case provided sufficient

coverage totake care of the bond rating and accordingly,

I did not finance.

Q Wi . I'm not aure,é§ht enswered the question.

“ I'm sorry. v |

Q Let's go back to the case before that.

A Yes, sir. . . :
Q You will recall in the previous case -- in

other words just the third successive case in which the
Company has come to the regulatory authority with
teltimony to the effect that fhe hond rating was in
jeépgrdy.~ Ml

A Yen, sir. 2y

Q | Is ;: your testimony today that your bond rating
would bc-o;siet to maintain today than 1t would have been

in either 1526 or the case before thac?

A Mr. Sparks, I really can't relate that. I would
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Q If you were a bond rating analyst--this may be
an unfair question--if you were a bond rating analyst,
would you perhaps be more coﬁcerned with HL&P's eight or
nine hundred million dollar comstruction budge! in
trying to raise funds and issue bonds for their construe-
tion budget and the lesser extent the smaller companies,
GSU and El1 Paso Elec:iric Compﬁpy? Would you be more
concerned about ‘what's hap;ening with those companies
and more apt to be taking a pnfder ook at their bond
ratings than with DP&L?

A Frankly, Mr. Bell, Houston at this point, has
substantially better financial indicators than Dallas
Power, elther on a current bacis, on a five year average,
almost any way you want to look af it. T be.ieve they do
look at your financials. I believe Ehpy do judge your
record, and while Houston is a ##, I think they're a
strong AA. And while Dallas Power 1s a AAA presumably,

I am codff&eﬁc chat‘wd‘;ft a weak AAA. You know, you
don't press the issue. iIt we haven't asked for a rating,
it seems to mé ic';’sort of problematical. 1'd have to
oay';hat with ;esﬁeCt to their construction program that

648 million in '79 {s not peafly as substantial to A

company the size of llouston as 168 million was for our

21 “78.
" Q How about El Paso Electric Company that gerv:s
T B
e ~,
‘,; ! v 4 ‘v
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