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e On June 30, 2010, the Truckee Meadows Water Authority (“TMWA”) filed a
Petition for Leave to Intervene in Docket No. 10-06001.

o On June 30, 2010, NSHE filed a Petition for Leave to Intervene in Docket No. 10-
06001.

¢ On July 1, 2010, the Circus and Eldorado Joint Venture, a Nevada General
Partnership d/b/a The Silver Legacy Resort Casino Reno (“Silver Legacy”) filed a
Petition for Leave to Intervene in Docket No. 10-06001.

e OnJuly 1, 2010, Eldorado Resorts LLC (“Eldorado”) filed a Petition for Leave to
Intervene in Docket No. 10-06001.

e On June 9, 2010, the Attorney General’s Bureau of Consumer Protection filed a
Notice of Intent to Intervene, pursuant to NRS 228.360 in Docket No. 10-06002.

e On June 28, 2010, Mr. Eddie Chae filed Comments in Docket No. 10-06002.

o  On June 30, 2010, the Board of Regents of the Nevada System of Higher
Education (“NSHE?”) filed a Petition for Leave to Intervene in Docket No. 10-06002.

e  On July 13, 2010, the Commission conducted a Prehearing Conference.
Appearances were made by Staff, BCP; Newmont; NNIEU; TMWA; NSHE; Silver
Legacy; and Eldorado.

e On July 26, 2010, all of the Petitions for Leave to Intervene were granted pursuant
to an Order Granting Interventions.

s On July 13, 2010, a Prehearing Conference was conducted. The scheduling of the
filing of Sierra’s certification filing, pre-filed testimony, hearing dates, and the date of a
consumer session were discussed at the Prehearing Conference. Procedural Order #1 was
issued on July 26, 2010, following the Procedural Conference.

e On July 27, 2010, the Commission issued a Notice of Consumer Session and
Notice of Hearings.

¢ On July 30, 2010, Sierra filed its Certification filing in Docket Nos. 10-06001 and
10-06002 related to the cost of capital component of the Applications.

e On July 30, 2010, Sierra made a Certification filing related to the Cost of Capital
component (“Phase 1) of its general rate case filings.

e On August 20, 2010, the Commission issued a Protective Order related to port'ions
of the Application in Docket No. 10-06001, requiring certain portions of the Application

to be re-filed in unredacted form, while granting confidential protection to other portions
of the Application.
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the Commission. This special contract evidently did not require new customers at the
TRIC to contribute to the costs of line extensions as is ordinarily required under the Rule
No. 9 tariff. In agreeing with Staff’s disallowance, the Commission pointed out that
Sierra had admitted to violating its own Rule No. 9 tariff.>

4, Subsequent to the Commission’s decision in Docket No. 07-12001 and in
preparation for the instant case, Staff auditors investigated other projects that had also-
been constructed at the TRIC and, according to the testimony of Staff witness Gary
Cameron, discovered that these other projects had also been constructed without Sierra’s
collecting of CIACs as was required under its Rule 9 tariff. Mr. Cameron thus proposes
making a similar disallowance for the other projects as was done for the WalMart case in
Docket No. 07-12001.

5. Sierra objects to Mr. Cameron’s disallowances on two different, though
intertwined, bases. First, Sierra contends that the Commission is prohibited from looking
at these other projects because “Mr. Cameron’s proposed disallowance{s] were the
subject matter of several pervious general rate proceedings filed by Sierra and
adjudicated by the Commission as PUCN Docket Nos. 01-1120, 03-12002, 05-10003,
and 07-12001.” (Motion, p. 2) Sierra further indicates that the Commission in Docket
No. 05-10005 adjudicated the gas facilities that are the subject of Mr. Cameron’s
proposed disallowance. Sierra goes on to state “[t]he prudence of Sierra’s investments in
the electric and gas facilities that are the subject of Mr. Cameron’s proposed disallowance
was never challenged in any of these dockets, and the rates implemented as a result of
each of these proceedings included the costs of the investment in the very items [of]

electric and gas plant that Mr. Cameron proposes to now remove from rate base”.

* Docket No, 07-12001 at p. 69.
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unreasonable, or unjustly discriminatory, or to be preferential, or otherwise in violation of
~ any of the provisions of this chapter, the Commission shall have the power to fix and
order substituted therefore such rate or rates, tolls, charges, or schedules as shall be just
and reasonable.” (Emphasis added)

12.  This statute charges the Commission to set just and reasonable rates, and if
existing rates are found to be unjust and unreasonable, to fix and substitute those rates
with rates that are just and reasonable. The statute makes no mention of restricting the
Commission’s general rate case investigation into costs and rate base inclusions.

13.  For the foregoing reasons, Sierra’s Motion to Strike is denied.

14. During the Hearing, Staff moved to strike portions of the testimony of
Sierra witness Patricia M. Franklin concerning Exhibits 231 to 236 related to Ms.
Franklin’s testimony at hearing cohceming the meaning of NRS 704.110. The Presiding
Officer indicated the Commission would dispose of this Motion in its written Order as
well (Tr. at 2441-2442).

15.  The Commission denies Staff’s Motion to Strike. However, the
Commission recognizes that an interpretation as to the meaning of NRS 704.110is a
legal question, not a factual matter upon which a nonlegal witness typically provides
testimony. The Commission is very familiar with NRS 704.110, one of the most
significant Nevada statutes under which it operates. The Commission believes it is
capable of rendering its own legal judgments concerning the meaning of NRS 704.110.
Therefore, while Staff’s Motion is denied, the Commission will weigh this testimony

accordingly for its relevance.
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HlI. PHASEIII: STIPULATION RELATED TO TRACY CC

16. At the commencement of Phase III of the Hearing related to Revenue
Requirement and Rate Design, the Parties to the proceeding presented the Commission a
Stipulation (Exhibit 102), which resolved several significant issues in Docket No. 10-
06001 related to the construction of the Tracy Combined Cycle Facility (“Tracy CC”).
Staff presented a review of the Stipulation the next day prior to the continuation of the
Hearing (Tr. at 1015-1021). Following this explanation, the Presiding Officer indicated
that it appeared to be a good settlement of the contentious, lengthy, and ongoing issues

surrounding the Tracy CC.

IV.  PHASEI: COST OF CAPITAL
A. Cost of Capital—Electric Department
1. Capital Structure
Sierra’s Position
17.  Asof May 31, 2010, Sierra's ratios of total debt to total capital and total
equity to total capital were 55.89 percent and 44.11 percent respectively (Exhibit 12 at

Statement F), as shown below:

Capital Capital
Amounts Ratio
(3000)
Long-Term Debt $1,143,575 55.32%
Customer Deposits $11,771 0.57%
Total Debt $1,155346 55.89%
Common Equity $911,681 44.11%
Total Capital $2,067,027 100.00%
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Commission Discussion and Findings

18.  No party took exception to Sierra’s proposed capital structure. Therefore,
the Commission approves Sierra’s proposed capital structure as of the end of the
Certification period, on May 31, 2010.

2. Long-Term Debt
Sierra’s Position

19.  Sierra reported the following costs for the long-term debt portion of the .
capital structures as of the end of certification on May 31, 2010 as follows: |

. 6.14 percent Long-term debt;

. 0.17 percent Customer deposits;

. 6.08 percent Weighted cost of debt (Exhibit 12 at Schedule F).
Staff’s Position

20.  Staff recommends the Commission set the customer deposit rate in its

capital structure at 0.22 percent for the customer deposit portion of the capital structure

(Exhibit 46 at 1).
BCP’s Position
21.  BCP agrees with Sierra that the customer deposit rate should be set at 0.17

percent per annum. BCP proposed no changes to Sierra’s 6.08 percent weighted cost of

debt as of the end of certification (Exhibit 38 at 30).
TMWA/Eldorado/Silver Legacy (“TMWA/Resorts™) Position

22. TMWA/Resorts proposes no changes to the cost of debt as of the end of
certification (Exhibit 33 at Schedule 1).

Commission Discussion and Findings
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- plans have been scaled back; and the Sierra’s senior officers have made repeated
statements about paring back the capital expenditure budget (Tr. at 14). Sierra’s cost of
capital witness did not evaluate the items that Sierra has delayed outside the five-year
horizon or cancelled when making the statement that Sierra has a substantial construction
program, asserting instead that Sierra has to raise money externally in competition with
everybody else in the industry (Tr. at 42). Even if the program were pared down from
nearly 100 percent to 20 percent, Sierra’s outside expert asserts it will still have to raise
money externally and compete with every other utility in capital markets that have
become very, very discriminatory (Tr. at 30 and 40).

30.  Sierra’s witness asserts that if the Sierra wishes to maintain its capital
structure ratios of 44 percent equity, 56 percent debt, it will try to respect those
proportions when raising capital. Therefore, of the $800 million, approximately $400
million would be raised by the sale of debt, and the balance by equity. A portion of the
equity would be raised through retained eamings, and the difference raised from new
common stock issues (Tr. at 38).

31.  Sierra’s expert also asserts that the Nevada renewable portfolio standard
(“RPS”)6 increases the risks for Sierra by requiring it to make a lot of related investments,
even though Sierra faces the prospect of low customer growth for the next few years.
Questioned whether it would make a difference in terms of risk assessment if “Sierra had
enough renewable portfolio credits in the bank to keep it going until the middle of the

next decade,” Sierra’s expert witness acknowledged that it would be a positive factor if it

were true (Tr. at 83-84).

TMWA/Resorts’ Position

® NRS 704.7821
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32.  TMWA/Resorts presented a study (Exhibit 33) which used a
subpopulation of companies consisting of electric and combination electric/gas utilities
similar to Sierra. The criteria were as follows:

€)) Market cap of $1 billion to $5 billion;

) Electric-revenues 50 percent or greater;

3) Common equity ratio 40 percent or greater;

4) Value Line Safety Rank of 1,2 or 3;

3 S&P stock ranking of A or B;

(6) S&P and Moody's bond ratings of A or Baa; and

(7 Currently pays dividends
TMWA/Resorts also conducted studies of the cost of equity for the "Integrated Electric
Group," "Western Electric Companies Group" and the "S&P Utility Index Electric
Utilities Group” selected by Sierra’s witness (Exhibit 33 at 21).

33.  Theresults of TMWA/Resorts’ analyses suggested a cost of equity range
for Sierra 0f 9.5 percent to 10.5 percent. This range was supported by DCF and CE
analyses, and slightly exceeded the CAPM findings. The respective mid-points of
TMWA/Resorts’ DCF and CE analyses are 9.875 percent and 10.0 percent respectively,
with an average of 9.94 percent. TMWA/Resorts recommended a cost of equity of 9.95
percent, or the mid-point average in order to give some consideration to Sierra's
ratepayers given the economic distress due to the recent recession (Exhibit 33 at 4).

34.  Anissue raised by TMWA/Resorts concerns the effects of the economic
downturn, on the results of the ROE studies and how the Commission should weight the

results of the ROE analyses, in particular the impacts of very low yields on U.S Treasury '
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bonds and a lower stock market. These lower yields for Treasury bonds result in lower
results for the capital asset models, which skew the average ROE downward.
TMWA/Resorts asserts that this is only one-half of the story. The other half of the
impact is higher DCF results, due to the higher yields (the annual dividend as a
percentage of the price of the stock) that are attributable to the decline in stock prices.
TMWA/Resorts asserts that it is not proper to disregard the lower CAPM results, while

not also discounting the higher DCF results (Exhibit 33 at 36-37).

Methodology Range

Discounted Cash Flow 9.5-10.25% (9.875% mid-point)
Capital Asset Pricing Model 7.6-7.9% (7.75% mid-point)
Comparable Earnings 9.5-10.50% (10.00% mid-point)

35.  Withrespect to the issue of an adjustment to reflect a more leveraged
capital structure, TMW A/Resorts notes that Sierra's proposed capital structure contains
approximately 44 percent common equity. The average capital structure for the
combination electric and gas utilities, as reported by AUS Utility Reports, was 43 percent
in 2008 and 45 percent in 2009. These are not meaningfully different from those of Sierra

(Exhibsit 33 at 45).

36.  With respect to the issue of reducing the ROE from 10.6 percent to 9.95

percent, TMW A/Resorts notes that:
. the current cost of capital is lower than it was a few years ago
) interest rates are lower

. the equity expectations for earnings of both regulated and unregulated

firms are lower

) the cost of capital has declined
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. Commission authorizations on returns on equity have declined in recent
years
. every witness has a lower cost of capital in this case than in prior

Commission cases for Nevada Power Company (“Nevada Power”)

. using different slants on the methodologies, each party has reached the
same conclusion that the cost of capital is declining; and in fact,

° Sierra’s recommended ROE went from 10.75 percent in April to 10.40 on
an apples-to-apples basis in August and September, or 35 basis points in
four months (Tr. at 201-202, 2016). If an investor decides to invest in NV
Energy or ConEd or the Mirage Casinos, or Delta Airlines, expectations

are lower than they were three or four or five yeai’s ago.

(Tr. at 202)
BCP’s Position

37. BCP employs the DCF methodology for estimating the cost of equity,
while keeping in mind the general premise that any utility's cost of equity capital is the
risk free retumn plué the premium required by investors for accepting the risk of investing
in an equity instrument. Other return on equity modeling techniques such as the CAi’M
or Risk Premium methods are often used to check the reasonableness of the DCF results.
BCP stated that it employed all these modeling methods to arrive at its recommendations

in this case (Exhibit 38 at 5-6).

Method BCP

CAPM 9.00%-9.50%
Risk Premium 9.70%-10.50%
DCF 9.90%10.20%
Recommendation 10.00%
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BCP further recommended a return on equity of 10.00 percent; and an overall cost of
capital to be earned on rate base investment of 7.81 percent (Exhibit 38 at 2).

38.  With respect to the additional 25 basis points Sierra requested to
compensate for its leveraged capital structure, BCP stated there was no basis to conclude
that the Sierra’s equity return needs to be increased by 25 basis points, or about $2.5
million in revenue requirement, for financial risk (Exhibit 38 at 45). BCP states that for
2009, the average electric utility for BBB was 43.24 percent equity Sierra has 44.1
percent (Tr. at 223 ). As aresult, a “negative adder” would be necessary. However, BCP
did not elect to in clude a negative adder (Tr. at 224). In noting that Sierra’s base
recommendation falls from 10.60 percent to 10.10 percent, before it adds back 25 basis
points for this risk adder to go to the marketplace, BCP concludes that throughout the -
industry the ROE is coming down to 10.00 percent and under (Tr. at 222-223). Basically
the cost of capital has decreased, and utility commissions around the country are lowering
the cost of capital to reflect the cost (Tr. at 241).

39.  BPC asserted that a 10.00 ROE was sufficient to maintain the financial
integrity of Sierra. The sum of profits, depreciation, amortization expense and defened
taxes would be approximately $194 million per year. Sierra’s overall budget is roughly
$800 million over the next five years, or $160 million per year, and that averages less
than $190 million (Tr. at 220). An ROE of 10.00 percent will generate sufficient cash
flow to fund Sierra’s near-term capital expenditures without going to capital markets.

40.  In terms of return, experts typically recommend ROEs that are sufficient

to allow the company to borrow in the competitive marketplace. Typically experts will
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43.  The average ROE estimate is applied only to the average capital structures
of 51.22 percent debt and 48.19 percent equity. Instead of adjusting on the basié of
equity and debt ratios, Staff instead relies on an after-tax weighted average cost of
capital, which reflects the aﬂgr-tax effects of capital structure. Staff asserts that this
metric was a better indicator of the relative business risk faced by a utility than equity and
debt ratios (Exhibit 46 at 5-7). Staff also considered the statistical relationships between
the 71 firms and found there was no empirical basis to screen or eliminate firms from the
database. Based on the results of these analyses and the adjustment for after-tax cost
weighted cost of capital, Staff recommends an ROE of 9.66 percent for Sierra. Staff
concludes that a range between 9.66 percent to 10.00 percent is a reasonable ROE for
Sierra. In an abundance of caution and with all other things being equal, Staff is inclined
to recommend a value nearer or at the higher figure of 10.00 percent for Sietra’s allpwed
ROE (Exhibit 46 at 32-33).

44,  However, Staff notes that ali things are not equal. On July 2, 2010, in
Docket No. 09-07016, the Commission adopted regulations affecting revenue decoupling
that apply to Sierra in order to give it increased incentives to promote energy efficiency
and conservation measures during the time the rates to be adopted in this Docket will be
iﬁ effect. By their very nature and intent, these regulations reduce Sierra’s risk associated
with earning its allowed ROE and should be recognized as a risk-reducing factor in
setting Sierra's ROE (Exhibit 46 at 30). The Commission's Order in Docket No. 09-
04003(Southwest Gas Corporation’s general rate case) noted that the 25 basis points
figure was within the range proposed by Staff. Staff asserts that in view of the clear risk-

reducing effect of the decoupling measure adopted for and the comparability of the two
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Commission Discussion and Findings

47.  The Commission’s central task is to establish an ROE that protects and
balances the interests of ratepayers and shareholders and that fulfills the legal
requirements for so doing. To arrive at a decision on the appropriate ROE, this
Commission relies on the Nevada Revised Statutes, the Nevada Administrative Code, and
two seminal decisions of the United States Supreme Court: Bluefield Water Works and
Improvement Company vs. Public Service Commission, 262 U.S. 679 (1923) and the
Federal Power Commission vs. Hope Natural Gas Company, 320 U.S. 591 (1944). The
return should be sufficient for maintaining financial integrity and capital attraction. - It is
axiomatic that a public utility is entitled to a return equal to that of investments of
comparable risks. In the Hope decision, the Court re-affirmed a standard set in the earlier
Bluefield decision and found that methods for determining a return are not
reasonableqess tests, but rather, the result and impact of the results.

48.  In establishing an ROE, the Commission relies on the testimony and
evidence presented by several capable and expert witnesses, all of whom have testified
before this Commission on multiple occasions, by applying principles of finance,
accounting and economics. The Commission’s reliance includes both the results of the
ROE studies of each of the witnesses, as well as their expert judgment.

49.  In this proceeding there has been extensive testimony regarding Sierra’s
financial, business and regulatory risks compared to other investment alternatives. The
recommended ROEs range from a low of 9.83 percent to 10.75 percent. We particularly
note Sierra’s decision at hearing to modify its request downward from 10.75 percent to

10.40 percent as being significant. The Commission further understands that the basis for



Florida Power & Light Company
Docket No. 160021-EI

Staff's Seventh Set of Interrogatories
Interrogatory No. 171

Attachment No. 2

Page 31 of 242



Florida Power & Light Company
Docket No. 160021-EI

Staff's Seventh Set of Interrogatories
Interrogatory No. 171

Attachment No. 2

Page 32 of 242

Docket Nos. 10-06001, 10-06002, 16-06003, and 10-06004 Page 27 of 225

the BCP) testified that Sierra could fund this program with internally generated capital
(Tr. at 461, 473).

53.  There was also testimony regarding the financial risk associated with the
costs and capital requirements associated with RPS compliance in Nevada. The Nevada
RPS requirement increases from its current level of 12 percent to 25 percent by 2025.
Sierré’s cost of capital witness testified that the RPS would create additional risk for
Sierra compared to other utilities, given its modest load growth. However, the
Commission finds that Sierra’s own IRP contradicts this assertion, and indicates that
Sierra is particularly well positioned to meet its RPS requirements well into the future.
with minimal capital requirements. Sierra is estimated to have sufficient non-solar
generation resources under contract to meet the RPS until 2024. With respect to the solar
requirements, Sierra has a small need which, based on the evidence presented at the
hearing, can be met by a number of options which appear to require few capital
expenditures. Sierra’s witness did acknowledge that this situation was a “positive” one.

54.  Sierra’s cost of capital witness appeared to be laboring under a
misunderstanding about the external financial needs as they related to the capital budgets
and Nevada’s renewable portfolio standard. In this instance the Commission finds that
these factors tend to point to the middle of the range of recommendations and not the
high end recommended by the Sierra’s witness.

55.  Inadopting a 10.10 percent ROE in this proceeding the Commission relies
on substantial, and even overwhelming evidence presented at hearing and the application

of law to this evidence. The ROE is within midpoint of the range provided by all expert
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Commission Discussions and Findings

58.  No party disputes Sierra’s proposed capital structure. The Commission
finds that this capital structure shall be used for purposes of determining the cost of
capital in this proceeding.

2. Long-Term Debt—Gas Department

Sierra’s Position

59.  Related to the long-term debt portion of the capital structure, Siex;ra
reported the following costs for long-term debt as of the end of certification on May 31,

2010, which included a customer deposit rate at 0.17 percent per annum:

Long-Term Debt $122,842 1.34%

Customer Deposits $1,264 0.17%

Weighted Cost Debt $124,806 1.33%
Staff’s Position

60.  Staff recommends the Commission set the customer deposit rate at 0.22
percent (versus 0.29 percent requested in Sierra’s filing) (Exhibit 46 at 1).
BCP’s Position

61.  BCP agrees that the customer deposit rate should be set at 0.17 percent per

annum. BCP proposed no changes to the cost of debt as of the end of certification

(Exhibit 38 at 30).
Commission Discussion and Findings
62.  The cost of long-term debt is the weighted average of the long-term debt

and customer deposits. With the exception of Staff’s adjustment to the customer deposit
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used in Sierra’s analyses. This recommendation was formed on the bases of studies

performed using the follow methods:

66.

CAPM

Risk Premium (historical and allowed returns)
DCF methodologies

EPCAM

There are three broad generic methodologies available to measure the cost

of equity: DCF, Risk Premium, and CAPM. All three of these methodologies are

accepted and used by the financial community and firmly supported in the financial

literature. The weight accorded to any one methodology may very well vary depending

on unusual circumstances in capital market conditions. Each methodology requires the

exercise of considerable judgment concerning the reasonableness of the assumptions

underlying the methodology and on the reasonableness of the proxies used to validate the

theory and apply the methodology, especially in the current atmosphere of turmoil and

volatility in capital markets (Exhibit 29 at 21-22).

67.

The average result from all the methodologies is 10.20 percent, and the

median result is 10.30 percent. The truncated mean is also 10.30 percent. From a broad

methodological perspective, the average result from the three principal methodologies is

also 10.20 percent. Sierra noted that the estimate of 8.90 percent obtained from the DCF

analysis of natural gas utilities using Value Line growth forecasts was clearly an outlier.

From all these results, Sierra concluded that the cost of equity for an average risk natural

gas utility is 10.30 percent (Exhibit 29 at 85).

1
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Sierra’s Rebuttal Position

73.  With respect to BCP, Sierra asserts that it relied on the DCF approach and
places little weight on the Risk Premium and CAPM approaches. Sierra asserts that BCP
contradicted this position and placed considerable weight on the Risk Premium and
CAPM results to derive a result at the bottom of its recommended range (Exhibit 57 at 3-
4).

74.  The core of Staff’s approach to setting a fair and reasonable rate of return
for a public utility is to apply various methodologies to a universe of all utility
companies, regardless of their comparative risk. The rate of return standard articulated in
Hope and Bluefield is to allow an equity return commensurate with retumns on
investments in other enterprises having corresponding risks. This fundamental paradigm
clearly suggests the analysis of comparable risk investments, and not the entire spectrum
of utility risks. The fact that the results from Staff’s model are out of step with the results

applied recently by regulators to utilities like Sierra demonstrates that Staff's 71-company

sample is flawed (Exhibit 57 at 33).

Commission Discussion and Findings

75.  The Commission must establish an ROE that protects and balances the
interests of ratepayers and shareholders and that fulfills the legal requirements for so
doing. To arrive ata decision on the appropriate ROE, the Commission relies on the
Nevada Revised Statutes, the Nevada Administrative Code, and the Bluefield and Hope
decisions of the United States Supreme Court. The return should be sufficient for

maintaining financial integrity and capital attraction. It is axiomatic that a public utility
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Gas Capital | Capital TQonimi‘sSiéﬁ_ -
Department | Amount | Ratio LAdbpt'e'gi R
Long-Term |$122,842 |5532% [.1.34%
Debt AT e
Customer $1,264 }057% | 0:17%%
Deposits L
Total Debt $124.806 | 55.89% [1:33% .. -
Equity $97,933 [44.11% [10.00% .. ..
Weighted = | $222,039 | 100.00 [5.15%
Cost of % . N AR
Capital : i e

V. ELECTRIC DEPARTMENT DEPRECIATION

A. Transmission and Distribution
Sierra’s Position

79.  Sierra proposes a change in depreciation and amortization rates for electric
power operations based upon the findings of its Application (Exhibit 59 at 4). Sierra’s
new and revised depreciation and amortization rates, if fully implemented, are forecasted
to result in a decrease in current annual depreciation and amortization expenses of

approximately $5,831,000, as noted below:

Plant Amount
Intangible $452,000

Production (6,100,000)
Transmission (775,000)

Distribution - (553,000)
General (82,000)
Common 1,227,000
Total ($5,831,000)

(Exhibit 89 at Schedule I-12A.)
Account No. 355—Transmisison Poles

80.  Sierra recommends a net salvage rate of (40) percent for Account 355.

- The current approved rate is (30) percent. Sierra states that most of the transmission
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the reliability and accuracy of the 2010 Depreciation Study results (Exhibit 60 at 109,
Appendix A at 17; Exhibit 65 at 3-6; Exhibit 67 at 10-11).

Account No. 369- Distribution Services, Net Salvage Rate

84.  Sierra recommends a net salvage rate of (25) percent for Account No. 369-
Distribution Services. Current approved net salvage is (60) percent. Sierra’s net salvage
rate database shows that the 14-year average a (15) percent and the five year net salvage
rate average was only (10) percent. Sierra contends the net salvage showed a rise in the
past four years to around (25) percent with the median at (30) percent (Exhibit 60 at 111,
Appendix A at 19).

Account No. 373, Street Lighting and Signal Systems, Net Salvage Rate

85.  Sierra proposes to change the net salvage rate from (15) percent to (50)
percent for Account No. 373. Sierra contends that the database shows that the overall net
salvage rate average is (53) percent and that the most recent five-year average is (58)
percent. Within the last several years, Sierra has implemented an inspection process for
these assets. The streetlights are now inspected on a regular basis and this has caused

more retirements and consequently more removal costs (Exhibit 60 at 114, Appendix A at

21).
BCP’S Position

86. - BCP takes exception to Sierra’s recommended net salvage values for the
following transmission and distribution accounts:

Account No. 355-Transmission Poles

87. . BCP recommends that the net salvage rate remain at (30) percent. BCP

states it identified several accounting problems with this account, which demonstrate that
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retirements and costs associated with those retirements were not accounted for in the
same year. BCP also states that Sierra made errors in recording historical data and failed
to capture actual retirements. Therefore, BCP contends there is no valid basis to change
the existing (30) percent net salvage value (Exhibit 69 at 57-58).

Account No. 365-Overhead Conductors and Devices, Net Salvage Rate

88.  BCP recommends a net salvage rate of (45) percent. BCP asserts that the
historical data for the period since 2000 indicates net salvage has only exceeded a (45)
percent in three years (Exhibit 69 at 59-60).

Account No. 366, Underground Conduit, Net Salvage Rate

89.  BCP recommends a net salvage rate of (10) percent. BCP alleges that
Sierra’s historical database is still less than accurate. Sierra’s proposal to use a proxy
value from Account No. 367 -- Distribution Underground Conductors and Devices is
inappropriate. BCP also states that Sierra admits that it rarely, if ever, removes or
replaces conduit. The normal practice in the industry is to abandon underground conduit
in place. The database has only identified $56 of retirement activity in the last 14 years
(Exhibit 69 at 61).

Account No. 367-Underground Conductors and Devises, Net Salvage Rate

90.  BCP recommends a net salvage rate at (50) percent. BCP is also
requesting the Commission order Sierra to perform an appropriate and thorough
investigation and analysis of its claimed cost of removal for investment in this account.
BCP alleges Sierra’s own consultant (Gannett Fleming) states that the industry data for
this account indicates a mean of approximately a negative 15 percent with a median and

mode of a negative 10 percent. BCP also alleges Sierra admits that it has two different
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types of cables reflected in this account: direct buried cable and cable in conduit. These
different cables, if reviewed separately, would produce more accurate results (Exhibit 69
at 63-64).

Account No. 369- Distribution Services, Net Salvage Rate

91. BCP recomli;ends a net salvage rate at (15) percent. BCP asserts the vast
majority of the investment in this account should be associated with underground
services. It is normally less costly to retire underground services than to retire overhead
services since most underground services are abandoned in place. BCP alleges that the
historical data during the most recent period reflects a disproportionate amount of
overhead services compared to underground services. BCP further asserts its analysis of

the historical data indicates that a (15) percent net salvage rate is conservative (Exhibit 69

at 66).
Staff’s Position

92.  Staff takes exception to Sierra’s recommended net salvage values for the
following transmission and distribution accounts:

Account No. 365-Overhead Conductors and Devices, Net Salvage Rate

93.  Staff recommends the (100) percent net salvage rate for this account be
retained. Staff proposes to retain the existing net salvage rate of (100 percent). Staff
reviewed the database and the recent retirement activity and identified an unusual
skewing in 2005. In that year, the database showed an unusually low cost of removal.

When that year’s data is removed, then the current net salvage rate of (100) percent
seems reasonable (Exhibit 72 at 22-23).
Iy
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Account No. 365-Overhead Conductors and Devices, Net Salvage Rate

98.  Sierra asserts the underlying data supports both a reduction in net salvage
and the proposed (70) percent net salvage rate. The major cause of retirements for this
account is upgrading (not fire damage), which will cause normal retirements in the future
(Exhibit 77 at 43-44).

Account No, 366-Underground Conduit, Net Salvage Rate

99.  Sierra agrees with BCP and Staff the current (10) percent net salvage
should be retained (Exhibit 77 at 46).

Account No. 367-Underground Conductors and Devises, Net Salvage Rate

100.  Siemra asserts retirement costs should be accounted for as cost of removal
and not included as installation costs as proposed by BCP. Additionally, Sierra asserts
the data demonstrates considerable cost of removal has been incurred and in many years
the net salvage rate is in excess of (100) percent (Exhibit 77 at 47). .

Account No. 369-Distribution Services, Net Salvage Rate

101.  Sierra stands by its analysis that shows net salvage rates reflected a rise in
the past four years to around (25) percent. Sierra cites the (30) percent median of the
industry range of (10) to (85) percent. Additionally, Sierra states this account does not
distinguish between an overhead or underground retirement (Exhibit 77 at 48-49).

Account No. 373, Street Lighting and Signal Systems, Net Salvage Rate

~ 102.  Sierra cites the industry statistics that show a range of 0 — (60) percent net

salvage value. Further, the historic data disclosed in some years show the net salvage
exceeded (100) percent. Sierra contends that Staff is incorrect in their interpretation of

Sierra’s statement that a new program for inspecting streetlights would increase
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Account No. 365-Overhead Conductors and Devices, Net Salvage Rate

105. The Commission approves Sierra’s proposed (70) percent net salvage
value, as it is better supported by the underlying data.

Account No. 366, Underground Conduit, Net Salvage Rate

106. No party proposes changing the current rate, which indicates a reasonable
basis to retain the current net salvage rate. Therefore, the Commission finds the current
(10) percent net salvage rate shall be retained.

Account No. 367-Underground Conductors and Devises, Net Salvage Rate

107.  The Commission approves BCP’s and Staff’s recommendation to retain
the current (50) percent net salvage rate. While the underlying data for the years 2007-
2009 indicates a trend toward increasing costs, the trend is not sufficient to warrant
increasing the net salvage rate in this proceeding.

Account No. 369- Distribution Services, Net Salvage Rate

108. The Commission approves Sierra’s proposed (25) percent net salvage rate.
The Commission is persuaded by Sierra’s arguments that a (25) percent is representative
of the recent underlying historical data and the account addresses both overhead and
underground installations.

Account No. 373 Street Lighting and Signal Systems, Net Salvage Rate

109. The Commission approves Sierra’s proposed (50) percent net salvage

value, as this recommendation is best supported by the recent observed cost trend.

111
iy

/11
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112.  BCP recommends adopting a 56-year life for the Valmy units (Exhibit 69
at 31). BCP asserts industry statistics indicate a 60-year life as reasonable for coal-fired
generation (Exhibit 69 at 23, 31-33). BCP notes the Commission recently extended the
Nevada Power owned Reid Gardner 1-3 coal fired units span to 56, 45, and 45 years,
respectively (Exhibit 69 at 23). Further, Sierra has not performed a Life Span Analysis
Process (“LSAP”) or any other analysis’ justifying its proposed 40-year life span (Exhibit
69 at 21, 23, 27).

Staff’s Position

113.  With the exception of the Valmy Units and Fort Churchill Unit No. 1,
Staff recommends the Commission accept Sierra’s proposed production plant retirement
dates (Exhibit 73 at 2). Staff recommends that the Fort Churchill Unit No. 1 retirement
date of 2018 coincide with Fort Churchill Unit No. 2’s retirement—of 2021 (Exhibit 73
at2, 9-10). Staff asserts Sierra’s latest 10-year business plan for the Fort Churchill
station did not reveal any significant risks that would prevent Fort Churchill Unit No. 1
from being able to operate until 2021 (Exhibit 73 at 6). Staff also contends that without
any new major transmission infrastructure improvements constructed by 2018, Sierra will
be unable to retire Fort Churchill Unit No.1 (Exhibit 73 at 9; Tr. at 649-650).

114.  Staff also recommends that Valmy Unit No. 1’s retirement coincide with
Valmy Unit No. 2’s in 2025 (Exhibit 73 at 2, 11). Further, Sierra should be required to
perform a Life Span Analysis Process (“LSAP"), the results of which to be used in its
next depreciation study (Exhibit 73 at 11-12). Staff asserts its recommendation mirrors
the Commission’s recent decision to extend Nevada Power’s Reid Gardner Units lives

based upon current information and require the LSAP be performed for consideration in
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Additionally, BCP ignores the potential disconnect between historic industry statistics
and future life spans caused by changes in enviromﬁental legislation or regulations and
enforcement action (Exhibit 74 at 11-12).

119. In addition to the use of the LSAP, Sierra disagrees with Staff’s
recommendation to extend the Valmy Unit No. 1 life span. Sierra states not every major
component was obtained from the same manufacturer (e.g., Boiler). Valmy Unit No. 1 is
facing inquiry from the US Environmental Pfotection Agency (“EPA”), which could
result in significant investment in order to retain the facility. No economic analysis has

been performed to determine if any required investment would be justified (Exhibit 74 at

10-11).
Commission Discussions and Findings

120. The Commission must establish the appropriate retirement dates for Fort
Churchill and Valmy Units Nos. 1 and 2 in the absence of complete LSAPs.
Conservative retirement dates, such as that proposed by Sierra, create financial burdens
on current ratepayers for depreciation expenses that should be paid in the future if their
plants operate beyond the expected retirement dates. Alternatively, by extending the
plant lives and reducing the current depreciation expense to reflect the longer plant lives
there is a risk that future ratepayers will be responsible for a large balance after the plants
are retired. Reliable information regarding production plant retirement dates is critical
for resource planning purposes to ensure that adequate resources are available in a timely
manner to optimize economic efficiency and system reliability. The Commission’s

decision addresses both the depreciation rates resulting from this proceeding and on a
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for Valmy Unit No. 1 and Ft. Churchill, the Commission directs Sierra to file a
depreciation case not later than at tﬁe time of its next general rate case in 2013. This will
allow Sierra to complete the LSAP for the Fort Churchill and for the Valmy No. 1 units
and provide a depreciation study incorporating those results. This approach will provide
the necessary information to determine the appropriate retirement dates and depreciation
rates for Fort Churchill and Valmy Unit No. 1 in 2013. The referenced depreciation rates
for Valmy Unit No. 1 and Ft. Churchill will be revisited at that time as well.

C. . Corrections to Certain Production Plant Accounts
Staff’s Position

124.  Staff states that Sierra erroneously used incorrect probable retirement
dates for some of its other production plant units in Account Nos 341, 342, 344, 345 and
346. Staff also asserts Sierra failed to include some if not all of the remaining net-book-
value associated with the retired Kings Beach units as a reserve adjustment in the
depreciation study. Unless, Sierra makes the corrections Sierra will double recover costs
associated with these retirements. Though Sierra has made some corrections to date,
Staff proposes to make the remaining corrections in the depreciation rate schedules
(Exhibit 73 at Attachment PRM-2). However, Staff recommends the King Beach reserve
amount be corrected in the regulatory asset request included in the revenue requirement
portion of this Docket (Exhibit 73 at 29-31).
Commission Discussion and Findings

125. The Commission approves Staff’s proposed adjustments to Account Nos.
341, 342, 344, 345 and 346. Sierra did not respond to any of the proposed corrections in

its rebuttal testimony. The Commission can only conclude that Sierra has accepted
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Staff’s proposal. However, the Commission denies Staff’s request to correct the Kings
Beach error in the regulatory asset. The error affects the depreciation rates and thus
should be reflected in the development of the depreciation rates.

D. Production Plant Interim Retirements
Sierra’s Position

126.  According to Sierra, its steam production plant is comprised of several
pieces of equipment, each of which with a distinct life span. The individual equipment
life spans may need to be shortened to reflect when the utility anticipates retiring the
generating unit (e.g., Tracy Unit No. 1 planned retirement date is Dec;ember 2013)
(Exhibit 60 at Appendix A, p. 32; Exhibit 64 at 13). Sierra developed the interim
retirements using Iowa curved determined life spans and the unit planned retirement dates ‘
(Exhibit 60 at Appendix A, p. 3). The steam production plant net salvage rates

incorporate the interim retirement rates of:

Account %

n (2.95)
312 (4.59)
314 (3.28)
315 (1.65)
316 (2.33)

(Exhibit 60 at Appendix A p. 3, 32)
BCP’s Position

127.  BCP recommends the Commission accept interim retirement rates
developed using Sierra specific information (Exhibit 69 at 42-43). Specifically, BCP
recommends adjusting steam production net salvage to incorporate the following interim -

retirement rates, which were developed using 1996 — 2009 data:
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Account %

311 0.11
K] b 0.49
314 0.40
315 0.38
316 0.77

(Exhibit 69 at 43, Attachment JP-3)

128.  BCP assertes this Commission has previously approved the use of the
company specific methodology, which is set forth in the California Public Utili;ties
Commission’s (“CPUC’s™) publicatiop entitled “Determination of Straight-Line
Remaining Life Depreciation Accruals Standard Practice U-4" (Exhibit 69 at 42-43).

129.  BCP asserts Sierra’s actuarial methodology produces an excessive level of
interim retirements (Exhibit 69 at 4, 42). The actuarial methodology does not distinguishl
between the different types of plant recorded in a particular account. For example,
Account No. 312 (Boiler Plant Equipment) includes electric motors and smoke stacks,
which are noticeably different (Exhibit 69 at 38). Further, Sierra’s use of only a five-year
experience band is inappropriate, as very short time periods increase the potential for

signiﬂcant variability into the process. Longer periods minimize the influence of annual

events (Exhibit 69 at 39-40).
Sierra’s Rebuttal Position

130.  Sierra asserts its actuarial methodology produces more accurate estimates
than BCP’s methodology. The actuarial methodology selects an Iowa curve that
incorporates variable retirement dispersion (Exhibit 77 at 23). The variable dispersion
pattern considers that different plant recorded within an account will be retired at
different ages (Exhibit 77 at 28). BCP’s methodology produces a curve that assumes a

constant level of annual interim retirements, which is unrealistic (Exhibit 77 at 23, 30).



Florida Power & Light Company
Docket No. 160021-EI

Staff's Seventh Set of Interrogatories
Interrogatory No. 171

Attachment No. 2

Page 59 of 242



Florida Power & Light Company
Docket No. 160021-EI
Staff's Seventh Set of Interrogatories
Interrogatory No. 171
Attachment No. 2

, Page 60 of 242

Docket Nos. 10-06001, 10-06002, 10-06003, and 10-06004 Page 55 of 225

converted these costs to a per megawatt basis and applied the per megawatt cost to
Sierra’s generation fleet. The resulting amounts were converted to a percentage of
original plant cost (Exhibit 60 at Appendix A at 4-6, 33-36; Exhibit 65 at 12-14,
Attachment McElwee-Direct-2). The Commission accepted this methodology in its 2005
depreciation study and in Sierra’s 2007 general rate case when it adopted a depreciation
rate for the new Tracy generation facility (Exhibit 65 at 8, 10-11).
BCP’S Position

134.  BCP recommends the Commission order Sierra to perform a detailed cost
analysis of not only decommissioning but also alternatives to complete demolition. The
Study should include more cost effective demolition techniques (e.g., explosive
techniques) (Exhibit 69 at 55). BCP asserts Sierra’s study is generally unacceptable
because the Black and Veatch study still yields excessive negative net salvage values
(Exhibit 69 at 50, 55). Sierra assumes the worst-case scenario of total dismantlement
{with land restored by backfill and grading) and no option other than sale of equipment
for scrap. Further, Sierra fails to provide the ratepayer any value for the restored site,
which promotes intergenerational inequities by limiting future customers to only
receiving any of the value related to restoration at the time of its sale (Exhibit 69 at 50).

135.  While BCP contends Sierra’s study is generally unreliable, the BCP
recommends only two adjustments. BCP recommends the net salvage rate for the
combined cycle units reflect the low end of the range, not the high end, as proposed by
Sierra, i.e., $8 million versus $10 million. BCP argues Sierra provides no basis for its

selection and that the Commission had previously disallowed consideration of inflation in

net salvage rates (Exhibit 69 at 54).
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136.  Further, BCP recommends a 6.3 percent additional reduction to the
combined cycle aboveground site restoration costs (Exhibit 69 at 54). BCP argues Sierra
overstates the cost by withholding the land sale or reuse value (Exhibit 69 at 52).

Staff’s Position

137.  Staff recommends the Commission accept Sierra’s recommended steam
production net salvage values (Exhibit 73 at 2, 21). Staff concurs with Sierra it will incur
a net cost to dismantle and decommission its steam production plants. Sierra’s estimates
are reasonable (Exhibit 73 at 20-21).

138.  Staff recommends the Commission accept Sierra’s recommended other
production plant net salvage values for Tracy Units Nos. 5 & 6 and 7-9 and the solar
facilities (Exhibit 73 at 2, 23). Staff concurs with Sierra it will incur a net cost to
dismantle and decommission its steam production plants. Although Staff disagrees with
Sierra updating the 2008 combined cycle cost estimates of $8 million for inflation to $10
million, Staff argued this difference would not produce a material change in net salvage
values, as it gets lost in-rounding the value to two decimal places (i.e., low end produces
a 1.78 percent and the high end 2.24 percent). Therefore, Sierra’s estimates are
reasonable (Exhibit 73 at 21-23). .

139.  Staff recommends the net salvage rates for the diesel units and combustion
turbines be set at 0.0 percent (Exhibit 73 at 2, 26, 29). Staff asserts the information for
these facilities indicate values less than those proposed by Sierra. While Sierra adjusted
downward the 2005 Black & Veatch study values for steam production by 60 percent,
Sierra used the 2005 Black & Veatch study values for diesels and combustion turbines.

Over the years, Sierra has presented information indicating that at the time of retirement
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the market value of these facilities exceeds the dismantling cost, which was demonstrated

by Sierra’s retirement of the old Kings Beach diesel (Exhibit 73 at 24-25). Establishinga

0.0 percent net salvage value balances the risk of market value changes and the goal
minimizing any unrecovered costs (Exhibit 73 at 26).

Sierra’s Rebuttal Position

140.  Sierra reiterates the Commission’s previous acceptance of the 2005
depreciation Application Black & Veatch study (as adjusted), as the best information
available (Exhibit 75 at 9). Subsequent to that acceptance, the study has been updated
three times (including revision for actual experience) (Exhibit 75 at 10-11). Sierra argues
the modified study still represents the best information available (Exhibit 75 at 12).

141. Inresponse to BCP’s combined cycle adjustments, Sierra adopted the
higher end of the range to reflect the passage of time, with the mid-point being
reasonable. BCP did not justify its use of the lower end of the range (Exhibit 75 at 12-
13).

142,  Sierra argues Staff’s 0.0 percent net salvage value for diesel and
combustion turbines ignores that Sierra experienced a negative net salvage when it retired
the Portola diesel units (Exhibit 75 at 14). Further, Sierra anticipates the retirement of the
ten remote diesel units in 2011, as requested in its 2010 IRP, which will result in a $3
million negative net salvage. Sierra has sought in the current IRP filing® to establish
regulatory asset treatment for these costs (Exhibit 75 at 15).

Commission Discussion and Findings
143, The Commission finds that the production net salvage values shall be

those proposed by Sierra. The Black & Veatch study as modified provides the best

¥ Docket No. 10-07003
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information available to establish net salvage rates in this proceeding. Further, Staff
demonstrated that modifying the combustion turbine value to eliminate inflation has an
immaterial effect.- In addition, in Sierra’s IRP the Commission approved Sierra’s request
for regulatory asset treatment for the retirement of the remote diesel units with an offset
for depreciation expense.” This ratemaking treatment protects the ratepayer from any
overstatement of negative net salvage values.

144.  However, if the land is intended to be retained as a “brown field” site and
the study does not reflect this condition, future studies should include this consideration.

F. Production Plant Net Salvage
Sierra’s Position

145.  Sierra asserts the data in this study is reliable for establishing of net
salvage rates. Over the past three and half years, Sierra made significant strides in
improving the quality of the data (Exhibit 65 at 6). On July 2006, Sierra filed its plan to
correct the data errors identified by the Commission in its 2005 depreciation study
(Exhibit 65 at 3-4). Staff supported Sierra’s corrective action plan. By December 31,
2006, Sierra had completed the corrective actions (Exhibit 65 at 4). In developing the
data for this depreciation Study, Sierra performed an internal review of the net salvage
data. The internal review disclosed a noticeable change in the recorded net salvage
activity, and data was synchronized to correspond with the year of retirement (Exhibit 65
at 5-6; Exhibit 67 at 10). Certain “outliers” were noted and excluded from the data

(Exhibit 65 at 6).

® Commission Order issued December 8, 2010 in Docket No. 10-07003, at pp. 31-32, where the Stipulation
is accepted. The Stipulation at section 2(2) addresses the requested accounting treatment.



Florida Power & Light Company
Docket No. 160021-EI

Staff's Seventh Set of Interrogatories
Interrogatory No. 171

Attachment No. 2

Page 64 of 242

Docket Nos. 10-06001, 10-06002, 10-06003, and 10-06004 Page 59 of 225
Staff>s Position

146.  Staff acknowledges Sierra has expended significant resources and time in
improving the quality of its data (Exhibit 72 at 17; Tr. at 631). However, several large
Transmission and Distribution (“T&D™) accounts have relatively flat retirement activity
indicating significantly long lives (e.g., Account No. 353 ~ transmission station
equipment- at age 65 years 78 percent of original equipment still in-service) or
retirements are not being recorded (Exhibit 72 at 15-17; Tr. at 623).  Staff’s investigation
indicates data errors exist. (Tr. at 622). While Sierra’s proposed lives are still reasonable
in this proceeding, and no study is error free, Sietra should make additional efforts to
track retirement data and perform periodic audits (Exhibit 72 at 15, 17; Tr. at 618, 622,
628-629).

Sierra’s Rebuttal Position

147.  Sierra concurs with Staff that continuous review is appropriate and the
quality of accounting information can always be improved. Sierra will continue to strive
to improve its business practices (Exhibit 75 at 18). Currently, Sierra continues to
perform internal audits on its data (Tr. at 718-719). It will never be perfect, but the errors
should be immaterial (Tr. at 737-739).

148.  Further, other than the $1.5 million Mira Loma study, the data errors noted
in response to Staff data requests ($174,000 retirements not included in the depreciation
study) would not have affected the study (Exhibit 82; Tr. at 721, 769-770, 772-773).
Commission Findings and Discussion

149. The Commission concurs with Staff and Sierra and finds the data used in

the 2010 depreciation to be generally reliable. However, while Sierra has made
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A. Service Lives
Sierra’s Position
152.  Sierra recommends either retaining existing service lives or extending the
service lives. The underlying data supports that the proposed service lives and the
proposed lives are within industry norms. (Exhibit 63 at Appendix A.)
Staff’s Position
153.  Staff does not recommend any changes to Sierra’s proposed service lives
(Exhibit 72 at 3).
Commission Discussion and Findings
154,  The Commission approves Sierra’s proposed service lives as reasonable.
B. Net Salvage
Sierra’s Position
155.  Siemra recommends retaining the current (5) percent net salvage rate for

Account Nos. 378 and 390 and increasing the net salvage for the following three

accounts:

ITEM Sierra PROPOSED
Account No. 376-Mains, | (70) Percent

Net Salvage Rate
Account No. 380-Services, | (100) Percent
Net Salvage Rate
Account No. 381-Meters, | (100) Percent
Net Salvage Rate

(Exhibit 63 Statement A(1)(a), Appendix A)
Account No. 376 Mains Net Salvage
156. Sierra recommends increasing the net salvage rate from (20) percent to

(70) percent. Sierra asserts its analysis demonstrates the trend in net salvage exceeds
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Account No. 380-Services, Net Salvage Rate

160. BCP recommends a {60) percent net salvage rate. BCP asserts the
historical data, in conjunction with its proposed treatment of insertion costs results in the
relatively consistent range of (55) percent to (60) percent for net salvage (Exhibit 70 at 6,
19-21).

Account No. 381-Meters, Net Salvage Rate

161. BCP recommends retaining the existing net salvage rate of (25) percent.
BCP asserts Sierra relied on false indications of higher costs. BCP believes this is
indicated by a comparison of the range of costs to remove a meter for 2007-2009 in the
earlier part of the decade, $240 to $640 and $50 to $60; respectively (Exhibit 70 at 6, 22-
23).
Staff’s Position

Account No. 376 Mains Net Salvage

162.  Staff recommends a (40) percent negative net salvage rate (Exhibit 72 at
3). Staff asserts Sierra is over emphasizing the more recent data ((26) percent for 1990-
1999 and (71) percent for 2006-2009). The more recent period increase is primarily _
attributed to increased emphasis on accounting detail (Exhibit 72 at 10-11). Further,
Staff disagrees with Sierra’s policy of charging as cost of removal the expense of cutting
open old pipe to insert new pipe. Staff argues these costs should be recorded as new

installation costs (Exhibit 72 at 9, Attachment FWR-7).
Account No. 380-Services, Net Salvage Rate

163.  Staff recommends a (60) percent net salvage rate. Staff asserts that like

mains (Account 376), the standard operating practice is to retire services in place, which
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reduces costs. Commencing in 2006, Sierra changed its accounting policy to record costs
of installing new services when retiring pipe as a cost of removal rather than new
installation costs (Exhibit 72 at 4, 13, Attachment FWR-10).

Account No. 381-Meters, Net Salvage Rate

164.  Staff recommends the Commission: (1) authorize a (0) percent net salvage
rate, (2) allocate all costs of removal to Account No. 382- Meter Installations, and (3)
require a change in accounting policies to charges for the cost of removing a meter.
Staff asserts recording meter replacement costs in Account No. 382 versus Account No.
381 will allow Sierra to recover its full costs for removing an old meter. Sierra’s
proposed (100) percent produces $1.1 million annually. Over the past 20-years, Sierra
has averaged an annual $92,000 in negative net salvage (Exhibit 72 at 4, 13; Tr. at 623-
624).
Sierra’s Rebuttal Position

Account No. 376 Mains Net Salvage

165.  Sierra argues its recommended net salvage rate is supported by the twenty
years of historical data (1990-2009) (Exhibit 72 at 8-9). BCP’s recommendation should -
be rejected as inconsistent with the Federal Energy Regulatory Commission (“FERC”) -
Uniform System of Accounts (“USOA™) (Exhibit 72 at 8).

166. Sierra asserts its retirement accounting policies are consistent with the
FERC USOA and presented in the compliance filing made pursuant to the Commission’s
Order in its 2005 depreciation study application (Exhibit 72 at 2-5, 13-14). The USOA
. defines replacement as two activities: the removal of existing property, together with the

construction or installation of gas plant in place of property retired (Exhibit 72 at 3-5).
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Sierra’s policies delineate the account for costs associated with insertion of new facilities
in older facilities should be retired. Sierra classifies the costs of the following activities as
costs of removal: cutting old line, purging the old line, and capping the old line (Exhibit
72 at 12-13; Exhibit 78 at 2-4; Tr. at 710-711).

Account No. 380-Services, Net Salvage Rate

167.  Sierra’s arguments were similar to that provided in response to BCP and
Staff’s Account No. 376 recommendations. BCP’s recommendation should be rejected
as inconsistent with the USOA. The USOA defines replacement as two activities: the
removal of existing property, together with the construction or installation of gas plant in
place of property retired. Sierra’s policies delineate the account for costs associated with
insertion of new facilities in older facilities should be retired. Sierra classifies the costs of
the following activities as costs of removal: cutting old line, pmging the old line, and
capping the old line (Exhibit 72 at 3-5, 12-14; Exhibit 78 at 2-4, 10; Tr. at 710-711).

Account No. 381-Meters, Net Salvage Rate

168.  Sierra asserts that FERC allows the utility discretion in utilizing either
Account No. 382, which is installation, or Account No. 381, which is the meter itself, for
charging meter cost. Sierra contends that it records the cost of retirement to Account No.
381 (Meters) as opposed to Account No. 382 (Meter Installation) because Sierra does not
have a net salvage estimate for the meter installation account. Sierra explains that a
better comparison would be to look at the industry statistics for both Account Nos. 381
and 382 when making comparisons to Sierra’s net salvage estimate for Account No. 381

(Exhibit 78 at 12; Exhibit 76 at 14-15; Tr. at 716).
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Service Commission starts investigating the cause when the difference is 10 percent (Tr.
at 272). BCP asserts two other state Commissions (Florida and Connecticut) have elected
to return excess theoretical depreciation reserve amounts to customers (Exhibit 69 at 15-
16).

176. BCP recommends the Commission reduce Sierra’s annual depreciation
expense (and thus its revenue requirement) by $13.2 million. This would effectively
refund one-half of Sietra’s TEDR (Tr. at 270-271). BCP asserts that its proposed
refunding of the TEDR will not harm Sierra’s financial integrity, as measured by various
financial metrics (Exhibit 38 at 52; Tr. at 562). While the cash flow metrics will decline

slightly, Sietra’s cash flow metrics are still within industry averages (Exhibit 38 at 49,

51-52, Attachment DL-9).

Staff’s Position

177.  Since Staff’s analysis of Sierra’s depreciation study disclosed several
retirement data errors, Staff is not recommending an accelerated return of any TEDR at
this time. However, if the Commission were to determine some refunding level is
appropriate, Staff recommends limiting the amount to 25 percent of the excess, or
approximately $50 million until the data problems are addressed. Staff indicates that if
the TEDR continues to grow over the next six years the Commission would be faced with
an even larger intergenerational issue by the time Sierra files its next depreciation case
(Exhibit 72 at 26).

178. The Commission should not accelerate a return of any excess if the excess'
is 10 percent or less, as this level addresses study inaccuracies and changes in

assumptions that may contribute to the variance, such as increasing plant service life from
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Staff’s Position

188.  Staff recommends that the method for calculating the DPAD, adopted by
the Commission in Docket No. 08-12002, be re-affirmed (Exhibit 178 at 3). In Docket
No. 08-12002, the Commission accepted BCP’s deduction calculation methodology
(Exhibit 178 at 5, 8). Staff argues Sierra’s net operating loss for income tax purposes
does not preclude including the DPAD deduction for ratemaking purposes. The Internal
Revenue Service (“IRS”) issued a private letter ruling to Nevada Power addressing the
same issue. The IRS determined that including the DPAD for ratemaking purposes did
not violate the normalization regulations (Exhibit 178 at 4-5). Using data from the
instant case and the calculation method adopted by the Commission in Docket No. 08-
12002, Sierra estimated a DPAD deduction of $4,559,000 (Exhibit 178 at 8, Attachment
KIP-7).

BCP’s Position

189. BCP recommends a DPAD consistent with the method it proposed and the
Commission adopted in Nevada Power’s last general rate case, Docket No. 08-12002,
which, using BCP’s revenue requirement, generates a $3.6 million deduction with a
revenue requirement impact of $1.9 million (Exhibit 167 at 36-38, 51-52, Atftachment C-
9).

190.  BCP testified that in setting rates, the Commission increases income tax
expense based upon the assumption that the utility will earn its authorized rate of return.
The calculation of the DPAD should likewise be based upon the assumption that the
production function will earn its authorized rate of return (Tr. at 1376). Additional

adjustments were made to reflect income from the Tracy unit and DSM incentives
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amortization of these deferred costs in this case. The costs were expended in prior years
and taken as a tax deduction in the year incurred. Thus the tax timing difference for the
next three years will be an “add back” (or book deduction greater than tax deduction) to
taxable income in calculating the DPAD deduction. However, Sierra is reflecting the
opposite result in its DPAD calculation. Sierra reflects a reduction to produ.ction taxable
income of $6,976,000 for the Pinion Pine regulatory asset, $10,016,000 for the Ely
Energy Center regulatory asset, and $10,507,000 for the Kings Beach regulatory asset
(Exhibit 167 at 46-48).

194. BCP testified that consistent with Nevada Power’s general rate case in
Docket No. 08-12002, it recommends all tax-timing differences, except for the
depreciation difference, were assumed to zero out for purposes of calculating the DPAD.
Sierra has over 100 tax timing differences that can fluctuate between both “additions” to
taxable income and “reductions™ to taxable incpme in any given year. It is therefore
reasonable to assume that these timing differences in total do not produce a consistent
impact on taxable income without a detailed analysis that has not been done by Sierra
(Exhibit 167 at 49).

195. - BCP asserts that Sierra’s argued inability to take the DPAD due to a “Net
Operat{ng Loss Carry-Forward” should be ignored because it is due to significant tax
timing differences that reduce taxable income for the IRS tax liability, but have not been
reflected in setting rates in Nevada. The Commission has adopted normalization
accounting for tax timing differences that allow income tax expense recovery based upon
booked income instead of IRS taxable income. A normalization accounting assumption

should be consistently applied to the DPAD deduction (Tr. at 1378-1382).
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196.  BCP testified that if all tax timing differences were used in the DPAD
calculation, as proposed by Sierra, the value of the tax timing differences used must
reflect a normal ongoing level (Tr. at 1408). BCP cited four specific adjustments:
A. The DSM timing difference should be $2 million, not $16 million (Tr. at
1410-1413 and 1417).
B. The Pinion Pine decommissioning costs of $450,000 should be added back
to taxable income rather than a $6.9 million deduction to arrive at taxable
income (Tr. at 1417).
C. The Ely Energy Center amortization cost amount should be added back to
taxable income rather than a $10 million deduction to arrive at taxable
income (Tr. at 1418-1420).
D. Depreciation timing differences, flowed through in the manner previously
approved by this Commission, which is consistent with the DPAD
calculation in other jurisdictions (Tr. at 1409-1410).
Sierra’s Rebuttal Position
197, Sierra argues Staff’s and BCP’s DPAD tax deductions should be rejected
because the evidence in the current case indicates that Sierra does not qualify for a DPAD
deduction. If the Commission approves BCP’s proposed calculation of the DPAD
deduction, Sierra’s customers will receive an additional windfall of approximately $6
million over the next three years (Exhibit 205 at 2).
198.  Sierra agrees with BCP and Staff that the issue between the parties relates
to whether book to tax differences reflected in the calculation of production function

taxable income should be limited to the book to tax difference for depreciation as
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proposed by BCP, or whether all book to tax differences should be reflected in the
calculation (Exhibit 205 at 3). Sierra testified that BCP is incorrect in its characterization
of the book to tax timing differences for three regulatory assets related to DSM Programs,
Pinion Decommissioning, and the Ely Energy Center as being a gross misstatement of a
book to tax timing difference. Sierra states that amounts reflected for book to tax
differences for these regulatory assets are consistent with the pro forma adjustments in
this case to establish regulatory assets for these costs (Exhibit 205 at 4).

199. Sierra asserts the book to tax differences for the three regulatory assets
have also been used to generate deferred taxes which reduces rate base. Therefore, the
deductions should not be characterized as excessive when included in the DPAD
calculation (Exhibit 205 at 4). Sierra further asserts BCP has been inconsistent in its
application of timing differences because it ignores the tax to book difference for
capitalized repairs, Allowance for Funds Used During Construction (“*AFUDC"), CIAC
and other items associated with fixed assets that reverse in later years through the
depreciation calculation (Exhibit 205 at 5).

200. Sierra testified that if the Commission does adopt a “regulatory
calculation” of a hypothetical DPAD, the DPAD deduction should be calculated using the
same book-to-tax differences used to calculate income taxes for revenue requirement
calculation purposes (Exhibit 205 at 6). The unbundled generation revenue requirement
reflects consistent timing differences, which results in a negative taxable income, thus
making Sierra unable to take a DPAD deduction (Tr. at 1894-1895).

201. In response to the Commission’s clarification questions, Sierra provided

all on-going tax timing difference for 2010 through 2012. This data included the actual
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203. The Commission finds Sierra shall calculate a DPAD deduction using the
methodology proposed by Staff and BCP. Sierra’s methodology significantly overstates
the timing differences expected to occur during the rate effective period by ignoring the
current tax status of several regulatory assets (e.g., DSM). Sierra assumes the initial tax
deduction occurred in the test year and effectively applies this assumption through the
rate effective period. Additionally, the inclusion of on-going DSM expenditures
inappropriately ignores the change in the recovery mechanism for these costs.

204. Further, with one exception, Staff and BCP’s methodology is consistent
with this Commission’s use of normalized accounting for income taxes in the
establishment of revenue requirement. Income tax expense calculated on pro forma book
income is not taxable income. By including the depreciation timing differences, Staff
and BCP reasonably acknowledge that production taxable income is significantly affected
by depreciation timing differences. In fact, this difference is the primary variable
between book and taxable income.

C. 2009 Severance Plan Costs
Sierra’s Position

205. Sierra seeks rate base recognition and amortization to operations and
maintenance (“O&M”) expense over three years for the costs of its voluntary and
involuntary workforce reduction severance plans which were initiated by its parent, NV
Energy (“NVE”) in 2009 for Sierra and Nevada Power. Sierra testified ﬁat it
implemented a voluntary and involuntary workforce severance program in 2009 as a
result of a dramatic decline in commercial and residential construction resulting from the

economic downturn (Exhibit 95 at 5). The reduction in projected load growth and capital
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allocate 100 percent of the annual amortization of the severance plan costs to O&M
expense, Staff recommends allocating the severance plan costs between O&M and
construction, based upon a historical capital loading percentage for Account No. 920 of
19.24 percent. This change increased the net adjustment to amortize the severance plan
costs over three years by $539,000 and $103,000 for Sierra’s electric jurisdictional and
gas operations, respectively (Exhibit 165 at 17).

211.  Second, as to Sierra’s proposed rate base treatment for 100 percent of the
costs of the severance plan costs as of the May 31, 2010 certification date; Staff propdses
adjustments to reduce Sierra’s proposed rate base amount to reflect the allocation of the
annual amortization to construction at 19.24 percent, and to reflect the first year amount
of the three-year amortization. The two adjustments reduce the regulatory asset in rate
base by ($2,410,000) and ($369,000) for Sierra’s electric jurisdictional and gas operations
(Exhibit 165 at 18).

212. Staff testified that its recommended adjustment to reduce the regulatory
asset by the first year amortization amount is inconsistent with the Commission’s recent
order in Docket No. 09-12017 for Utilities Inc. of Central Nevada. In that proceeding the
Commission’s found thét regulatory assets and liabilities should be valued at the actual
value at the test year ending date or certification date, and not at a value one year out.
Staff testified that its recommended rate base treatment was consistent with historical
practice an(i was reasonable considering the fact that Sierra will earn a return on the

amount of the regulatory asset over the life of the asset (Exhibit 165 at 18, 19).

BCP’s Position
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additional savings from the downsizing of fleets and reductions in other programs that
have not been quantified (Tr. at 1361).

215. BCP testified that a June 19, 200§, presentation to the NVE Board of
Directors indicated an expectation that the one-time upfront costs would be imme<\1iately
offset by savings in 2010. Management expected that the upfront costs of the severance
program would be offset by retained savings within a short period of time. There was
no representation made of a need or plan to amortize such costs in the development of
retail rates (Exhibit 167 at 16).

216. BCP testified that if Sierra’s position were adopted, shareholders would
have received both 100 percent of the savings that have occurred prior to the rate
effective date and recovered 100 percent of the costs through rates established in this
proceeding (Tr. at 1384). BCP testified that the Sierra’s response to a BCP Data
Request (Exhibit 147) reflected additional projected savings from a reduction in
involuntary severance and reorganization costs that should also be considered in the
comparison of savings to costs for the severance programs (Tr. at 1399).

217. BCP testified that neither Sierra nor its parent NV Energy sought an
accounting authority order from this Commission prior to this rate case to allow for
deferral of the costs of the severance programs as a regulatory asset for recovery in a
later rate case. Therefore, BCP states that there were no expectations made to
shareholders or the investment community for anticipated rate recovery of these costs
on a prospective basis (Exhibit 167 at 17).

218. BCP testified that it disagreed with Staff’s position that savings from the

severance program should not be considered beyond the certification date. The
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Commission Discussion and Findings

222. The central issue is the appropriate ratemaking treatment to be afforded
Sierra’s severance program. A threshold issue is whether the severance event should be.
freated as a normal or unique event. In this instance, the Commissio_n agrees with BCP
that a significant severance program represents a unique event that seldom occurs for a
regulated utility. It is therefore reasonable to examine both the costs and savings retained
by a company in determining the severance program costs that can be justified for rate
Tecovery.

223. A second issue is the amount to be recovered. Sierra proposes 100 percent
rate base recognition and a three-year amortization to its O&M expenses, beginning on
the rate effective date of January 1, 2011.

224. NRS 704.110(3) limits proposed changes to a company’s cost of service,
to the end of the certification period, unless an expected change in circumstances is
proposed initi;c\lly by Sierra under NRS 704.110(4). BCP’s proposed adjustment
considers savings retained by Sierra from June 1, 2010 to December 31, 2010 that is
beyond the certification period and therefore inconsistent with NRS 704.110(3).

225. The Commission finds that netting the savings retained through May 31,
2010 against the costs incurred through May 31, 2010 is reasonable and consistent with
the statute. Sierra’s cost as of May 31, 2010 is not 100 percent as requested, because of
the savings retained from January through May 31, 2010. Therefore recovery and rate ,

base recognition for the net cost as of May 31, 2010 should be based upon the data

supplied in Exhibit 233, as set forth below:

Net Severance Program Costs as of May 31, 2010
Severance Plan Costs as of May 31, 2010 I | $5,613,000
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the 50™ percentile, or the median range, of compensation in the industry (Exhibit 113 at
6).

229.  Fredrick W. Cook & Co. was retained by Sietra to prepare an analysis of
Sierra’s executive compensation to determine whether its compensation was both fair and
competitive. Sierra testified that being within +/- 10 percent to 15 percent of the targeted
levels for cash compensation and 20 percent for long-term incentives would allow it to
remain competitively positioned to retain and recruit a talented workforce (Exhibit 113 at
11). The analysis found:

Y] Executive base salaries are positioned 4.5 percent above the median;
2) STIP is positioned 10 percent above the median;

3) Total base salaries and STIP are positioned 6.5 percent above the median.

(Exhibit 113 at 12)

230.  Sierra asserts that it has made changes to manage its cost for pensions and
other post employment benefits (“OPEBs”). These include the following actions:

. In Septembcf 2009, Sierra capped contributions for retiree medical plans

at 2009 levels, which is expected to result in an annual savings of $4

million;

. In 2009, the Sierra and Nevada Power implemented voluntary and
involuntary severance programs with annual savings from permanent
reductions in the labor force that will exceed the cost of the severance

program; and
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economic climate and productivity levels at Sierra. Staff recommends that Sierra’s
employee compensation cost be reduced $3,072,000 and $495,000 for its electric and gas'
operations, respectively (Exhibit 165 at 14). These adjustment amounts include labor,
STIP and pension, other employee benefits and overhead (“PB&0”) (Exhibit 165,
Footnote 1).

234.  Staff testified that its overall perspective on utility employee
compensation is that if Sierra is managing its business in an economically efficient
manner - that is, in the public interest — then its compensation levels should be affected
by and measured relative to the market forces that determine trends in employment, pay
levels and overall compensation in Nevada’s labor market. Sierra’s per-capita and total
compensation levels should reflect Nevada labor market and overall economic conditions

(Exhibit 188 at 5).

235.  Staff’s recommended disallowance of 3.89 percent of Sierra’s payroll and
benefits cost includes two components:
1) Staff contends that Sierra has increased its total compensation over the last

three years by 3.72 percent, more than the most liberal market average that

would be in the public interest.

2) Further Staff compares Sierra’s gains in per employee productivity with
half the productivity gain in the rest of the economy and identifies that
Sierra’s gains fall short - but only by 0.17 percent. The one-half level is
used in recognition that, historically and due to slow technological
progress and business innovation, the utility sector has experienced much

slower productivity gains than the rest of the economy (Exhibit 188 at 2).
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it has been very conservative in favor of Sierra in its productivity analysis (Exhibit 188 at
11). The negative productivity result of 0.17% (4.13 percent less 3.96 percent) was
added to Staff’s excess employment compensation percentage of 3.72 percent to get to
Staff’s total recommended 3.89 percent disallowance of Sierra’s compensation and
benefit costs (Exhibit 188 at RLK-12). Staff’s witness testified to being an expert at the
macro level regarding the question of prudently incurred expenses based upon a
comparison of the actual performance of a utility to market standards (Tr. at 1662). Staff
testified that its recommended disallowance, based upon per capita income, was
conservative because an analysis based on “labor only” generated a much higher
reduction recommendation (Tr. at 1 690-169 1).

239. Stafftestified that in implementing Sietra's recommended 3.89 percent
payroll and benefits reduction, Sierra had options in addition to a reduction in salary.
Other options included a reduction in medical insurance, other benefits, the STIP, or
further headcount reductions (Tr. at 1656, 1671). Staff testified that in the last two years,
State of chad,gi ;:rpployees have seen reductions in health care benefits, suspension of
longevity pay, frozen salary levels, and the imposition of furloughs (Tr. at 1676).
Sierra’s Rebuttal Position

240.  Sierra asserts that Staff’s approach employs flawed metrics in order to
develop a point estimate that supposedly represents Sierra’s “employment cost excess”
without any tolerance for errors in measurement or methodology. It is common practice
in a measurement exercise to incorporate a tolerance range to account for error (Exhibit
242 at 12). Sierra asserts that Staffs comparison of Sierra’s cash compensation to

personal income for Nevada residents is inappropriate because personal income includes
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executive salary levels that exceed the median by 4.5 percent and salaries plus STIP that
exceed the median by 6.5 percent. Sierra’s base salaries for executive employees are
19.5 percent higher than the low end of the acceptable range. Sierra’s base salaries plus
STIP are 21.5 percent higher than the low end of the acceptable range as defined by
Sierra. The 9.3 percent'” increases granted to executives in 2010 was no doubt a
significant factor in raising the executive salaries (plus STIP) to 6.5 percent above the
median for the peer group.

245. The evidence in this case does not provide justification for a 9.3 percent
salary increase for executive personnel as proposed by Sierra. The Commission orders
Sierra to reduce its annualized payroll adjustment and STIP adjustment for executive
personnel by 4.5 percent. The resulting salary and STIP levels will be well within the
range, as defined by Sierra, for oﬁ'ering competitive salaries and recruiting a talented

workforce.

E. Supplemental Executive Retirement Plan (“SERP”) Costs
Sierra’s Position

246.  Sierra requests rate recovery for its SERP benefit costs accrued for
grandfathered employees and retirees as of March 31, 2008.
Staff’s Position

247,  Staff recommends that 35 percent of the cost of SERP costs be excluded
from rate recovery, consistent with the Commission’s decision in Docket No. 08-12002.
SERP costs represent supplemental pension benefits paid to executive employees
(Exhibit 165 at 5, 6). Staff testified that Sierra’s decision to freeze participation in the

SERP as of March 31, 2008, contradicts Sierra’s argument that the supplemental benefits

"2 Exhibit 113, Attachment Kim Direct 2, p. 6
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@ It is reasonable to question whether it is equitable to have ratepayers
continue to pay for retirement benefits to a select group of already
highly compensated employees at a time when the state of Nevada
is experigncing in excess of 14 percent unemployment and
significant budget cuts in many local and state governmental

agencies (Exhibit 167 at 31, 32).

Sierra’s Rebuttal Position

250. Sierra testified that in Docket No. 08-12002, the Commission allowed
Nevada Power to continue to recover 65 percent of its SERP costs consistent with its
prior general rate case order. The Commission denied an increase in cost recovery,
primarily because the company had closed the program to new participants. Sierra argues
that consistent treatment in this case would allow recovery of at least 75 percent of the
SERP costs consistent with the decision in the prior general rate case for Sierra, Docket
No. 07-12001 (Exhibit 237 at 16). Sierra testified that it has submitted transparent
benchmarking data in its expert’s testimony that support its total executive compensation
levels. Since Sierra’s total executive compensation levels are prudent, the SERP
component of total executive compensation should be allowed for rate recovery (Exhibit
237 at 17).

251.  Sierra submits that a finding in the Commission’s decision in Docket No.

09-04003 for Southwest Gas Corporation is relevant:

....SERP and EDP are standard components of executive pay
in the industry. The Commission has no specific evidence
regarding impairment of the functioning or status of
Southwest as a company to suggest that these costs should be
disallowed. Finally, there is no evidence in the record to
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255. Inrecent cases, the issue of SERP was linked in part to improvement of
the companies’ finances. Exhibit 246 reflects that NV Energy and Sierra have an
investment grade credit rating with S&P, Moody’s and Fitch. A disallowance of SERP
benefit costs based upon the financial condition of Sierra is not justified in this case.

256. The Commission finds the SERP restoration benefit to be a reasonable
cost because it allows plan participants to receive pension benefits in relationship to
salary equal to the employees of Sierra and Nevada Power, the pension plan contributions
for which do not exceed the IRS maximums. Sierra’s SERP benefit levels t!\a;t exceed the
restoration benefit are discretionary and result in special treatment for Sierra’s already
highly compensated employees. Southwest Gas must compete in the same labor market
for attracting competent executive management personnel. The SERP offered by

» Southwest Gas and approved for rate recovery in Docket No. 09-04003 was limited to a
restoration benefit which results in pension benefits for executive personnel in
relationship to salary consistent with other employees not affected by the IRS
contribution limit.

257.  SERP benefit costs that exceed the restoration benefit are becoming less
common in the market place. The Commission finds SERP benefit costs above the

restoration benefit to be an unnecessary cost and disallows all SERP benefit costs that

exceed the restoration benefit.
F. Stock Issuance Costs
Sierra’s Position
258. Sierra incurred stock issﬁance costs related toa stock issuance in

December 2007 that were amortized over three years in their financial statements. The
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allowed these costs to be amortized over the three-year rate effective period (Exhibit 184
at 8).

261.  Staff asserts that Sierra’s request that the 2007 stock issuance costs,
(included in the 2009 test period) be treated as a recurring cost is inconsistent with the
Commission’s prior decisions on this issue and therefore recommends disallowance of
the 2007 stock issuance costs reflected in the test period (Exhibit 184 at 8, 9).

262. Staff testified that as of May 31, 2010, there was an unamortized balance
for the December 2007 stock issuance costs representing six months, or one-half of the
annual amortization amount (Tr. at 1602).. Staff testified that the test year for Sierra’s
electric operations includes a full year of the amortization of the December 2007 stock
issuance costs in the amount of $1.1 million. Sierra has made no adjustment for this
amount that will result in a $3.3 million recovery of the December 2007 costs in electric -
rates during the rate effective period (Tr. at 1610). Staff testified that the unamortized
balance, as of May 31, 2010 for the December 2007 stock issuance costs, was
approximately $739,000 for both electric and gas operations (Tr. at 1610).

Sierra’s Rebuttal Position

263. Sierra testified that the stock issuance costs incurred in December 2007
were not considered in Sierra’s revenue requirement in Docket No. 07-12001. Sierra
states that in Docket No. 08-12002 for Nevada Power, the Commission decided that stock
issuance costs issued between rate cases should be deferred in a regulatory asset and
recovered in the next rate case. Paragraph 409 of that Order states: “if common stock

issuance costs are incurred by Nevada Power between this proceeding and its next
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provided rate recovery for normal costs during the three-year rate effective period and
provide the utility an opportunity to eam-a fair return on investment.

267. Inthe Commission’s Order for Nevada Power in Docket No. 08-12002,
the Commission allowed Nevada Power to defer stock issuance costs, incurred between
rate cases, as a regulatory asset and to defer the amortization until the rate effective date
in the next rate case.'® Stock issuance costs actually incurred during the test
year/certification period are also deferred as a regulatory asset and amortized over three
years, This treatment results in all stock issuance costs, incurred during the test
year/certification period or between rate cases, to be specifically included in a general
rate case with the rate effective date as the start date for the three-year amortization.

268. Sierra has not adjusted the $1.1 million amortization of the 2007 stock
issuance costs reflected in the 2009 test-year that will result in recovery of $3.3 million
during the rate effective period. This proposed treatment assumes that none of the prior
amortizations of these costs between January 2008 and May 31, 2010 was recovered in
existing rates. Rates in effect between January 2008 and May 31, 2010 were assumed to
recover Sierra’s normal costs and provide an opportunity to earn a fair return on
investment. Stock issuance costs are normal operating costs that do not occur every year
and are amortized for ratemaking purposes for that reason.

269. The Commission agrees with Staff that the $1.1 million amortization
included in the test year for the 2007 stock issuance costs should be eliminated. These
costs have been recovered in existing rates. Leaving the $1.1 million amortization cost in

the test year at an unadjusted amount treats the test year amortization as a recurring

' Commission’s Order in Docket No. 08-12002, ¥ 409
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Staff’s Position

273.  Staff recommends that the Commission deny Sierra’s request to begin the
amortization of the gain from the sale of Independence Lake property in May 2010 and
instead deiay‘the amortization to the effective date of rates set in this case (Exhibit 184 at
10). Sierra recognized a gain from the sale of the Independence Lake property on April
29, 2010 and began amortizing the gain-in May of 2010 (Exhibit 184 at 10).

274,  Staff testified that it supports an accounting policy that begins the
amortization for insignificant gains from the sale of assets in the next month following
the date of the transaction. However, for significant gains, Staff recommends that the
amortization be delayed until the effective date of new rates in order for ratepayers to
recéive the full benefit of the gain (Exhibit 184 at 10). Staff asserts that in prior cases in
which a significant gain on the sale of utility assets was addressed, the Commission has
delayed the amortization until the effective date for new rates in order to balance the
interests of utility stakeholders (Exhibit 184 at 11).

275. Staff notes that in Docket Nos. 03-10001 and 03-10002, the Commission
noted the significance of the gain from the sale of the Flamingo Corridor by Nevada
Power and recognized it differently for ratemaking® (Exhibit 184 at 11). Staff testified
that Sierra is requesting special accounting treatment for the decommissioned Kings
Beach and Portola generating units, and that such treatment should also be applied to
regulatory liabilities that benefit customers (Exhibit 184 at 11). Staff asserts that the
amortization amount should be recalculated based upon the total beginning balance of the

regulatory liability (Exhibit 184 at 11).

 See Order, Docket Nos. 03-10001 & 03-10002 at § 258
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for ratepayers to receive the full benefit of any significant gain on sale of utility assets.
The $6.7 million gain on the sale of Indebendence Lake land represents a significant gain
on the sale of utility property. |
281. The Commission orders Sierra to reflect the full amount of the gain in rate
base and that the amortization be delayed until the January 1, 2011 rate effective date.
H.  Directors and Officers Insurance
Sierra’s Position
282. Sierra testified that its cost for Directors and Officers (“D&0”) insurance

has increased from $665,000 in 2009 to $689,000 estimated as of May 31, 2010 (Exhibit
95 at 209).

Staff’s Position

283.  Staff recommends that the cost for D&O insurance be shared 50/50
between ratepayers and shareholders, consistent with the Commission’s findings in
Docket Nos. 08-12002 and 09-04003 for Nevada Power and Southwest Gas Corporation,
respectively. Staff recommends that insurance expense be reduced by $300,000 and
$48,000 for Sierra’s electric and gas operations and that prepaid insurance in rate base be
reduced by $166,619 and $26,065 for the electric and gas operations respectively (Exhibit
165 at 6).

284. Staff states that D&O insurance provides liability coverage to protect
company shareholders, officers and directors against lawsuits brought against them based
upon executive management actions or inactions (Exhibit 165 at 7). Staff’s

recommended 50 percent disallowance of D&O insurance cost is based upon the
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Commission’s prior findings that this liability coverage benefits both shareholders and
ratepayers (Exhibit 165 at 7). |
BCP’s Position

285. BCP argues that Sierra identified a securities holder’s suit filed against
Sierra Pacific Resources for the failure of its board of directors to sell Nevada Power to
the Southern Nevada Water Authority. While the case was dismissed, its existence
provides evidence that NVE’s shareholders can be expected to be the beneficiary of NVE
carrying D&O insurance (Exhibit 167 at 21).

286, BCP testified that the Arkansas Public Service Commission has, in four
- contested cases, adopted a 50-50 sharing of D&O insurance cost based upon the same
rationale that shareholders as well as ratepayers benefit from D&O insurance coverage.
Further, since 1996 the CPUC has required a 50-50 sharing of D&O costs (Exhibit 167 at
22).
Sierra’s Rebuttal Position

287.  Sierra testified that D&O insurance is a necessary, prudent and recurring
cost for an investor owned utility. D&O insurance is required to protect Sierra’s assets
and attract quality officers and directors (Exhibit 190 at 2).

288.  Sierra provided decisions from prior dockets in which the Commission
denied either a partial or full disallowance of D&O insurance costs:

° Docket No. 91-7079 - Sierra Pacific Power Company — The Commission

denied an allocation of D&Q insurance costs between ratepayers and

shareholders,
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. Docket No. 91-5055 — Nevada Power — The Commission denied Staff’s

proposal‘to disallow 100% of the cost for D&O insurance.

® Docket No. 04-3011 — Southwest Gas Corp. — The Commission denied

Staff’s proposal to disallow 100% of the costs for D&O insurance.

° Docket No. 04-3011 - Southwest Gas Corp. ~ The Commission denied

Staff”s proposal to disallow 100% of the costs for D&O insurance.

(Exhibit 190 at 3-4)

289.  Sierra testified that BCP’s assertion that D&O insurance is acquired to pay
for impudent actions of the utility’é officers that would never otherwise be charged to
ratepayers is not correct. In many cases D&O insurance claims are not for judgments
rendered against directo'rs and officers, but for legal fees associated with defending the
director or officer in actions that do not result in any liability (Exhibit 190 at 7). Sierra
testified that elimination of necessary, pmdénﬂy incurred and recurring operating costs

from rate recovery negatively impacts its ability to earn its allowed rate of return (Exhibit

190 at 9).
Commission Discussion and Findings

290. The Commission finds that D&O insurance is a necessary and prudent
cost for a regulated utility, a portion of which should be recovered in rates. D&O
insurance provides protection to both ratepayers and shareholders against legal suits -
alleging harm as a result of the actions or inaction of NVE’s board of directors. It is

therefore appropriate to share the insurance cost between ratepayers and shareholders.
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right people and ensures that top performers are rewarded for their

performance.

. Variable STIP provides stronger motivational potential because employees

know exactly what is expected of them.

293.  Sierra asserts that a wide body of research supports the view that variable
pay works. A study by the International Society of Performance Improvement showed
that incentive pay programs increase performance by an average of 22 percent (Exhibit
106 at 33). Sierra testiﬁe'd that most organizations use variable pay as a significant
element of their total rewards package. A 2009 study by Hewitt Associates indicates that
variable pay spending as a percentage of payroll increased to 12 percent, up from 6.4
percent in 1994 (Exhibit 106 at 34).

294,  Sierra’s 2009 STIP plan for MPAT and bargaining unit employees
included three components:

1 Corporate Financial Performance — 35 percent weight
~ Selected metrics include cost controls, return-on-equity, cost of debt,
liquidity, and financial performance of major projects,
2 Corporate Customer Perception — 35 percent weight
Selected metrics utilize an external survey source to assess customer
satisfaction and internal measures of customer service; and

(3)  Key Performance Indicators (KPI’s) — 30 percent weight

Selected metrics vary according to annual establishment goals in various
areas, such as safety, reliability, cost to generate power, cost to deliver

service and environmental and renewable energy targets
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management and strategic direction of Sierra. The Commission has previously found that
STIP payments to executive employees are more aligned with shareholder interests and
therefore should be excluded from rate recovery (Exhibit 165 at 4).

BCP’s Position

298. BCP proposes to eliminate 35 percent of ;he cost of STIP for executive
and officers, representing the payout for financial metrics that are closely aligned with
shareholder interests (Exhibit 167 at 34).

299. BCP testifies that in Docket No. 08-12002, BCP argued for a 50/50
sharing of the STIP cost for executives and officers and still believes this approach to be
reasonable. For this case BCP is recommending a 35 percent disallowance of such costs
consistent with the Commission’s decision in Docket No. 08-12002 (Exhibit 167 at 35).
Sierra’s Rebuttal Position

300. Sierra testified that it has provided evidence in this case demonstrating
that the financial metrics in the current STIP provide a benefit to customers, which
justifies rate recovery for STIP payments made in recognition of achievement of the
financial goals. The financial goals include:

e O&M Budget versus Actual. This metric motivates employees to ménage

O&M expense levels. This metric represents 10 percent of the 35 percent

total for financial goals.

o Growth of O&M versus Growth of Energy Demand. This metric
motivates employees to manage O&M expense levels in light of changes

in the local economy. This metric represents 7 percent of the 35 percent

total for financial goals.
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. Actual vs. Budgeted Cost of Major Capital Projects. This metric
encourages efficient investment by setting pre-determined budget limits
and keeping completion dates in-line with customer needs. This metric

represents 5 percent of the 35 percent total for financial goals.

o Reduction in Long Term Cost of Debt. This metric encourages Sierra to
carefully manage the cost of capital that is passed through to customers in
rates. This metric represents 3 percent of the 35 percent total for financial

goals.

. Financial Liquidity. This metric encourages prudent financial
management to ensure sufficient liquidity to meet its needs for fuel and
purchase power and other operational requirements. This goal was not
met in 2009. This metric represents 3 percent of the 35 percent total for

financial goals.

. Earned versus Allowed Return on Equity. This metric affects the cost of
capital that is passed through to customers in rates. No payout for this
metric was made in 2009. This metric represents 7 percent of the 35

percent total for financial goals.

(Exhibit 237 at 14-15)
301.  Sierra testified that STIP is the competitive standard for variable pay
within the utility industry and the percentages paid by Sierra are competitive within the

industry. Without a combination of base pay and STIP, Sierra cannot maintain
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competitive compensation levels. Compensation levels that attract executive talent are a
benefit to both customers and shareholders (Exhibit 237 at 15).

Commission Discussion and Findings

302. The Commission finds that the issue with respect to the STIP costs paid to
executive management for financial goals is whether the identified goals further the
interests of shareholders or those of ratepayers. The recommendations of both Staff and
BCP are grounded in distinguishing between the two.

303.  Adoption of the disallowance for 35 percent of the STIP payment, made
for achievement of financial goals as recommended by Staff and BCP, requires evidence
and analysis of the specific financial goals. The evidence must be sufficient to
demonstrate that the achievement of the specific financial goals in 2009 resulted in a
primary benefit to Sierra’s shareholders.

304. The testimony of Staff and BCP on this issue fails to address the three
achieved financial goals that support the STIP payment in 2009. Staff and BCP rely on
the Commission’s decision in Docket No. 08-12002 as support for their recommendation
—in this case for disallowance of all STIP payments related to the achievement of specific
financial goals, by executive management, included in the 2009 STIP. A reference to the
evidence provided by the parties in Docket No. 08-12002 on this issue is not sufficient to
justify a partial disallowance of the STIP cost in this case.

305. Sierra’s testimony indicates that the reduced STIP payment made in 2009
for financial goals was limited to the recognition of meeting the following performance

measures:

° O&M Spending — Budget to Actual
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309. InParagraph 7 of the Stipulation attached hereto as Attachment 1, Sierra
agreed to withdraw Schedule I-CERT-43 (Tracy Regulatory Liability) and Schedule I-
CERT-44 (Tracy Outside Services). Sierra also agreed that it would not seek recovery of
the outside consultant fees shown in Schedule I-CERT-44 (Exhibit 102 at 3).

310. In Paragraph 8 of the Stipulation, Sierra agreed to offset its Nevada
jurisdictional rate base, as of May 31, 2010, by $4.7 million, to be amortized over a
period commencing January 1, 2011, and continuing through the remaining life of the
Tracy CC (Exhibit 102 at 3).

311. InParagraph 9 of the Stipulation, the parties agreed to use the Nevada
jurisdictional Tracy CC rate base as of May 31, 2010 for purposes of calculating the
Tracy CC ROE incentive. Sierra agreed to reduce the Nevada jurisdictional Tracy CC
rate base as of May 31, ZOi 0 by $3.3 million prior to the application of the Tracy CC
ROE incentive. Sierra also agreed that capital investments in the Tracy CC that are
recorded subsequent to May 31, 2010 shall not be eligible for the ROE incentive (Exhibit
102 at 3).

312.  InParagraph 10 of the Stipulation, Sierra agreed not to defer in a
regulatory asset or seek to recover in a future rate case the costs charged by Mr. Cennell,
Mr. Gohlke, or Mr. Wickersham in connection with litigation of the Tracy CC issues in
Docket No. 10-06001 (Exhibit 102 at 4).

313. Staff presented the Stipulation on behalf of the parties and represented that
it was an opportunity to bring some fairly contentious issues together and settle them in
one document. The Stipulation further provides a definite and immediate x.'evenue

requirement reduction and will continue to do so for many years. The Parties to the
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L. Tracy/Pinion Pine Amortization Expense
Sierra’s Position

317.  Sierra physically separated the non-operating Pinion Pine gasifier from the
operating Tracy Unit Nos. 4 & 5 combined cycle. Also, portions of the coal unloading
and conveying system that originally were designed to provide fuel for the gasifier were
decommissioned and removed to allow construction of the Tracy CC plant. (Exhibit 98 at
17-18). The entire gasifier was not demolished as part of this effort due to the high cost
estimates for removing the unit. Initial cost estimates from demolition bids indicated that
it would have cost an additional $1 million to remove and remediate the unit (Exhibit 98
at 18). Sierra is requesting recovery of the separation costs because they were
determined to be necessary costs to ensure plant functionality and allowed Siefra to delay
the cost of decommissioning the gasifier (Exhibit 98 at 19).
Staff’s Position

318.  Staff found no abnormalities in its review of requests for proposals
(“RFPs”), contracts, and purchases of equipment and services for the Pinion Pine

separation project. Staff recommends regulatory asset treatment of these costs (Exhibit

170 at 15).
Commission Discussion and Findings

319. The Commission accepts Sierra’s amortization expense given that Staff
has reviewed the costs and found no abnormalities. Ratepayers benefit from this stand-
alone treatment of the Pinion Pine separation costs from the full decommissioning costs
by not having the full rate impact of these costs at one time. If Sierra is required to defer

these costs until the full decommissioning of Pinion Pine, then Sierra will not be
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BCP’s Position

323. The time to consider recovery of the EEC development costs is either 1)
when the plant is constructed and the total cost of the plant — including the noted studies
and permitting efforts — is presented for rate base inclusion, or 2) when the project is
officially cancelled (Exhibit 167 at 28).

Sierra’s Rebuttal Position

324. The fact that Sierra prudently decided to postpone the EEC indefinitely,
thereby limiting expenditures and further ratepayer exposure, should not be met with
arguments that Sierra should be denied recovery of its prudently incurred development
costs, especially costs that were deemed necessary to demonstrate the viability of the
proposed plant (Exhibit 191 at 3). Moreover, these costs are not transferable to a future
project in the Steptoe Valley. Stated differently, these costs will not become more or less
useful with the passage of time, whether the EEC is ultimately cancelled or revived
(Exhibit 191 at 4).

Commission Discussion and Findings

325. The Commission accepts Staff and BCP’s recommendation to deny
reclassification from Account No. 186 (Miscellaneous Deferred Debits) to Account No.
182.3 (Other Regulatory Assets) and a six year amortization of the EEC project
development costs at this time. However, the Commission agrees with Sierra that the
EEC project development costs are not transferrable to another project and therefore will
not be more or less useful with the passage of time. Therefore, Sierra should be allowed

to recover the EEC project development costs as soon as practicable to avoid the need to
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statement purposes, Siemra is requesting authority to reclassify the costs of these assets
from the deferred debit account into a regulatory asset account (Exhibit 93 at 15-16).
Staff’s Position

328. The Commission already denied Sierra’s request to reclassify the EEC’s
water rights and farming assets as a regulatory asset without carrying charges in the
Eighth Amendment to Sierra’s 2008-2027 IRP. The Commission directed Sierra to file a
future resource plan amendment to address the disposition of the EEC’s water rights and
farming assets (Exhibit 184 at 4). Staff suggests that Sierra file an amendment to the
2008 — 2027 IRP to address disposition of these assets as soon as practicable. If Sierra
holds onto these assets for an extended period, customers could be exposed to a loss
when these assets are ultimately sold (Exhibit 184 at 5).
Sierra’s Rebuttal Position

329. Docket No. 10-03023 is Sietra’s Eighth Amendment to its 2008-2027 IRP
and as such, any decision by the Commission applies prospectively to Action Plan
approvals sought in that case. A decision in this general rate case allowing Sierra to
move costs already incurred into a regulatory asset account, in order to prevent a
potential write off, is certainly not precluded by the IRP decision (Exhibit 191 at 13).
Commission Discussion and Findings

330. The Commission accepts Staff’s recommendation and denies
reclassification of these costs at this time. First, Sierra provided no written support for its
claim that not reclassifying these assets could result in write-offs for financial statement
purposes. Second, Sierra has not complied with Paragraph 104 of the Commission’s

Order in Docket Nos. 10-02009, 10-03022, and 10-03023, which states:
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for a future coal resource for Sierra and Nevada Power, and later, per a Commission
Order (Docket No. 03-7004, Nevada Power IRP), due diligence to investigate other
prospective sites, including the existing Reid Gardnersite, and the two proposed
independent power producer projects, White Pine Power and Toquop (Exhibit 98 at 24).
Staff’s Position

333. The Ely Site Screening Study, the Ely Study Toquop, and the Reid
Gardner Expansioh Study are studies specific to Nevada Power. Sierra’s ratepayers
should not bear the burden of studies that are specific to Nevada Power, especially givén
that Sierra’s ratepayers are being asked to pay for 100 percent of the Valmy studies that
were performed (Exhibit 170 at 14). The studies were undertaken as alternative
generating sites to the EEC in the case of Toquop and Reid Gardner, or were for potential
natural gas sites in the case of the Ely Site Screening Study. It is Staff’s position that if
any of these sites were selected, it would not be reasonable for Sierra to construct 200
miles of transmission lines solely for any of thesé projects. - Therefore these three studies
were only useful to Nevada Power’s ratepayers (Exhibit 170 at 14).
Sierra’s Rebuttal Position

334. The Ely Site Screening Study, which was originally a Nevada Power
study, was the study that determined the best place to develop a greenfield coal-fired
power plant in Nevada. This study benefited Sierra’s ratepayers by providing the
direction to develop EEC (Exhibit 203 at 15). 'I’hé studies for Toquop and the Reid
Gardner expansion were alternatives to the EEC and could have benefited Sierra’s

customers. The recently approved ON Line could have supported transmission from

these facilities (Exhibit 203 at 16).
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opportunity to add additional units at the Valmy Station, prior to Sierra’s 2004 IRP
request (Exhibit 98 at 22).
Staff’s Position

337. Staff supports amortization of the costs of the Valmy Expansion studies
(Exhibit 170 at 13 and Tr. at 1510).
Commission Discussion and Findings

338. The Commission accepts Sierra’s request to amortize the three Valmy
generation studies over the three-year rate effective period. Two of these studies had
prior Commission approval and the third study was a minor study, costing approximately
$13,000, which identified the opportunity for expansion at Valmy.

Q. Valmy 2 Overhaul Production Plant Expense
Sierra’s Position

339. Sierra identified the Valmy 2 overhaul project as one that would occur
during the certification period. The Valmy 2 overhaul is a semi-annual outage during
which the unit is taken off line to allow maintenance of the unit’s major systems. This
outage includes a generator rewind, major boiler tube replacements, and other smaller
projects (Exhibit 98 at 12-13). The final costs for the Valmy 2 overhaul project were

$5,582,854 which was less than the $7,151,500 identified in the original filing (Exhibit
99 at 2).

Staff’s Position
340. Staff recommends that the Commission adjust production plant by
$206,564 to account for three items that were not included in the direct testimony of

Sierra. These three items and costs are: $32,839 for the Tricsector Air Heater, Pinion
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[]
4. All adjustments to recorded data which are submitted pursuant
to subsection 1, 2 or 3 must be supported by workpapers detailing
the calculations, units, unit rates and any other accounting or
financial data necessary to completely explain and justify the
proposed adjustments.”

343.  Furthermore, none of the three capital projects for which Staff
recommends an adjustment had a cost that exceeded the $100,000 materiality threshold
used by Sierra in its direct testimony to identify certification capital projects. Sierra’s
materiality threshold of $100,000 is the same as the one used in Master Data Request
(“MDR™) 106 to identify all work orders that have closed to plant since the end of the
immediately preceding test period.”® Sierra should not be required to use a lower
materiality threshold to identify certification capital projects in its pre-filed direct
testimony than the $100,000 threshold used in MDR 106.

R. Valmy Wells Production Plant Expense
Sierra’s Position

344, Sierra requests the inclusion of $1,052,773 (before jurisdictional
allocation) of production plant in rate base for the Valmy Wells’Production Project that
was completed during the certification period. In its certification filing, Sierra testified
that redevelopment of several wells in the Valmy well field was completed during the
certification period. The project was made up of several work orders totaling $1,052,773.
This project did not meet the criteria of exceeding $1 million at the time of the filing of

direct testimony (Exhibit 99 at 3).

% Staff was the party that proposed the $100,000 threshold for the MDR 106 in its Petition to Change the
Iustrative Format for the Master Document for the Request for Data in Docket No. 02-8005. Staff’s

original petition proposed MDR 114, which was subsequently adopted as MDR 106 in Docket No. 02-
800s.
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Staff’s Position

345.  Staff states that the Valmy Production Wells Project was not included in-
Sierra’s original application and that Sierra’s witness did not discuss it in his direct
testimony. This project was first discussed Sierra’s certification testimony (Exhibit 181
at 11). Tt is Staff’s interpretation of NRS 704.110(3) that when a utility files a rate case
with the Commission under NRS 704.110(3) the utility must certify that which has
already been filed with the Commission in its original rate case Application, but it cannot
add new projects that may have been omitted (Exhibit 181 at 11).
Sierra’s Rebuttal Position

346. Sierra states that the costs for the individual wells, PW 11 and PW 14, fell
well below the $1 million threshold used to determine items for which testimony would
be provided. The only reason they exceeded the $1 million mark is that capital
improvements for these two wells were booked into a single work order (Exhibit 203 at
10).
Commission Discussion and Findings

347." The Commission finds Sierra’s witness persuasive. The reason that all of
the work orders associated with the PW 11 and PW 14 Projects were not included in tyh}e‘
Schedule H-CERT-13 work papers was the result of a query error (Tr. at 1880-1881). In
these work papers, there was a single work order listed for the Valmy Production Wells,
PW 11 and PW 14 for an amount of $379,350 (Exhibit 7 at 172). The actual certification
cost for this work order was $270,282 (Exhibit 99 at Lescenski-Certification-1).

348. While it is likely that, absent the query error, the full costs to be certified

for the Valmy Wells Production Project would have been included in the workpapers and
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in the pre-filed direct testimony of Sierra, the fact is that actual costs of $782,490 which
Sierra now seeks to certify were not included in either the pre-filed direct testimony of
Sierra or in the workpapers supporting Schedule H-CERT-13. These costs would not
have been known and measurable with reasonable accuracy at the time of filing for
anyone reviewing Sierra’s original filing. -

349. The Commission finds that Staff’s proposed Valmy Wells Production
Project adjustment of $1,052,773 should be reduced by $270,282 to account for the work
order that was included in the original filing. Therefore, Sierra shall reduce its Valmy
Wells Production Project certification rate base by $782,490.

S. Portola Diesel Amortization Expense
Sierra’s Position

350. Sierra requests a three-year amortization of certification-recorded costs
associated with the decommissioning costs and net book value of the Portola Diesel units.
Sierra retired these units in August 2007. In Docket No. 06-07010, the Commission
approved regulatory asset treatment for the decommissioning and net book value costs of
the Portola Diesel units (Exhibit 84 — Schedule I-CERT-42). Sierra testified that it could
not retrofit the Portola Diesel units with appropriate emissions control equipment to meet
new California air emission standards. It was further determined that the Portola area
could be adequately supported by the transmission system. Therefore, in Docket No. 06-

07010, Sierra requested and received approval to decommission and remediate this site

(Exhibit 98 at 20).

StafPs Position
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351.  Staff supports amortization of the Portola Diesel regulatory asset (Exhibit
170 at 15).
Commission Discussion and Findings

352. The Commission approves the amortization of the Portola Diesel
regulatory assets costs for decommissioning and net book value. The annual
amortization of these costs will be $185,000 over the three-year rate effective period.

T. King’s Beach Decommissioning Costs
Sierra’s Position

353.  Sierra requests approval of a three-year amortization period for recovery
of decommissioning costs and the net book value of the “old” Kings Beach diesel units.
Sierra retired the old Kings Beach units in December 2008. In Docket No. 06-07010, the -
Commission approved special accounting treatment to move the decommissioning and
salvage costs, and the net book value to a regulatory asset account. The Nevada
jurisdiction annual amortization expense is $129,000 per year for the three-year rate
effective period (Exhibit 84 — Schedule I-CERT-41). In Docket Nos. 06-4010 and 07-
06049, Sierra requested and received Commission approval to replace the old Kings
Beach diesel engines with new engines that would meet California air emission
standards. Sierra requests a three-year amortization expense for Kings Beach units in
decommissioning and net book value costs (Exhibit 97 at 9).
Staffs Position

354.  The accumulated depreciation reserve in the depreciation study for the old
Kings Beach diesel units was insufficient to cover the cost of the plant that was removed

and the difference comprises the regulatory asset that Sierra is seeking to recover (Exhibit
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164 at 3). Therefore, Staff recommends that the Commission deny recovery of the Kings
Beach regulatory asset. Even with Staff’s amortization expense disallowance, Sierra will
recover some level of expense through its depreciation rates (Exhibit 164 at 4)
Sierra’s Rebuttal Position

355.  Staff correctly identified that reserve balances created by the retirement of
the old Kings Beach units are impacting both the regulatory asset and the Gepreciation
study (Exhibit 200 at 2). However, the Commission should reject Staff’s
recommendation because it does not address the proper regulatory recovery of the Kings
Beach units, both old and new. Staff’s recommendation would eliminate Sierra’s right to
full recovery of the old units that havé been removed from service, and offset this loss
through future depreciation recovery as a component of the new units (Exhibit 200 at 3).
The appropriate way to address Staff’s concern of double recovery is to correct the
reserve balances in the depreciation study and set the appropriate depreciation rates going
forward to reflect only the new a.;;set (Exhibit 200 at 4).
Commission Discussion and Findings

356. The Commission approves Sierra’s accounting method as appropriate.
Sierra acknowledged that the reserve balances of the old Kings Beach units are impacting
both the regulatory asset and the depreciation study. To reflect proper accounting of
keeping the costs associated with the old and new >Kings Beach units separate from each
other, Sierra shall correct the reserve balances in the depreciation study to reflect only the
new Kings Beach diesel units. Therefore, Sierra shall provide with its compliance tariff
filing, workpapers demonstrating that Sierra used the correct reserve balances for the

Kings Beach units to calculate the compliance revenue requirement.
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month after the sale closes. Staff believes this is a reasonable method to resolve the
double recovery issue (Exhibit 164 at 8).
Commissien Discussion and Findings

360. The Commission agrees with Staff that Sierra’s proposal is a reasonable
method to prevent potential double-recovery of the new Kings Beach diesel units if the
sale of the California service territory to CalPeco is finalized during the rate effective
period. Therefore, Sierra shall file with its tariff compliance filing a Kings Beach
Revenue Requirement that utilizes the Commission approved rates. If the sale of the
California service area is finalized during the rate effective period, timen Sierra shall credit
monthly its electric DEAA account by one-twelfth of the Kings Beach Revenue
Requirement until Sierra’s general rates are reset.

V. Obsolete Generation Inventory Program
Sierra’s Position

361. Sierra has accumulated inventory within its generation warehouses that
has become obsolete as a result of engineering changes to the plants, asset retirements,
operational modifications, process of work flow changes, and standard changes. Sierra’s
generation team conducted a compre_hensive review in 2008 and 2009 to identify Vall
material in warehouses that may be deemed obsolete. That analysis resulted in
identification of $766,000 in obsolete parts. Sietra requests a regulatory asset be used to
amortize the costs of obsolete gener'ation over a three-year period (Exhibit 97 at 4).
BCP’s Position

362. BCP believes there ére saviﬁgs offsets with the noted obsolete inventories

that have not been fully reflected within Sierra’s adjusted test year cost of service
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service on January 30, 2008 (Exhibit 117 at 12). The total cost of the project waé $124
million. Approximately, $11.7 million was collected from the Fish Spriﬁgs Ranch, with
$4.8 million of that amount being a non-refundable CIAC. The remaining funds were
collected as a potentially refundable cash advance (Exhibit 117 at 13). Sierra requests
$632,025 be recovered as net transmission plant investment (Exhibit 117 at 15).
Staff’s Position

366. Staff recommends a disallowance of Rule No. 9 costs that were not
recovered from Fish Springs Ranch for additional plant facilities and the customer’s
construction allowance (Exhibit 184 at 12). Fish Springs.Ranch’s accounts did not meet
the load threshold for the construction allowance since the test period peak for the
accounts was 1,088 kilowatts (“kW™) compared to 4,320 kW that was used to calculate
the original construction allowance of $458,368 (Exhibit 184 at 14). Pursuant to the
modified Rule No. 9 Agreement between Sierra and Fish Springs Ranch, Sierra can
recover its investment if Fish Springs Ranch significantly curtails or reduces electric
service (Exhibit 184 at 14). The additional plant facilities of $173,657 were not general
system improvements, but this extension of service was only to serve Fish Spring
Ranch’s operations. Therefore, any improvement to extend the electric facilities to Fish-
Springs Ranch should be included in the costs that Fish Springs Ranch paid to Sierra.
Otherwise, general ratepayers would be subsidizing the extension of service to one
customer, contrary to Rute No. 9 (Exhibit 184 at 15).
Sierra’s Rebuttal Position

367. Sierra states that it has trued-up the construction allowance which

indicates that the customer’s actual loads justify a Rule No. 9 allowance of $343,379.
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374, Sierra requests $1,266,908 in transmission plant rate base related to the

Fort Churchill Mitigation Project. In its certification filing, Sierra testified that the permit

to construct the Fort Churchill to Buckeye line, which was completed in 2005, required

annual monitoring of the environmental mitigation efforts until it was determined that the

environmental mitigation was effective. In May of 2010, Sierra’s environmental

consultant issued a report that concluded that Sierra’s environmental mitigation

requirements, identified as part of the transmission line vegetative permit conditions, had |

been satisfied. It was originally anticipated that environmental monitoring and mitigation

would need to continue into 2011. The total cost of this project was $1.3 million with

AFUDC. The cost of this project is included in the certification revenue requirement

(Exhibit 119 at 4).

Staff’s Position

375.  Staff states that Sierra did not include the Fort Churchill Mitigation
Project in its original Application, but it nonetheless included the costs of this project for
the first time in its certification revenue requirement based on a consuitant’s report
received in May of 2010 (Exhibit 181 at 12). Staff interprets NRS 704.110(3) as that a
utility may certify that which has alteady been filed with the Commission in thevoriginal
application, but the utility cannot add new projects that may have been omitted from the
original application (Exhibit 181 at 13). Staff recommends that the Commission disallow

the total costs of the Fort Churchill Mitigation project of $1,266,908 (including A_FUDC)

from rate base (Exhibit 181 at 13).

Sierra’s Rebuttal Position
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Sierra intended to include these costs in the certification rate base. NAC 703.2245(2)

clearly states:

If an applicant elects to make a certification filing pursuant to
subsection 3 of NRS 704.110, statement H must also include a
separate schedule, which specifically identifies the adjustments to
be certified by the applicant.

379. While H-CERT-13 generally identified that transmission plant would be
certified, there is no specific reference to the Fort Churchill to Buckeye Environmental
Mitigation Project in Sierra’s original filing. Therefore, the Commission finds that an
adjustment of $1,266,908 to the transmission rate base is warranted.

Y. Fernley Substation Transformer Upgrade Project (“Fernley Project”)
Sierra’s Position

380. Sierra requests $5,060,612 be recovered for distribution plant rate base
related to the Fernley Project. The Fernley Project involved the instéllation of anew
120/12 kV, 28 megavolt ampere (“MVA”) bank in the existing Fernley substation and a
line tap to the No. 113 Line. The original scope of work for this project was to replaée
the No. 2 transformer with a 120x60/12kV, 28 megavolt (“MVA"") unit that would have
initially been fed by the 60 kV source (Exhibit 117 at 19). Once design activities
commenced, additional planning input determined that the 60 kV system in the area was
already near maximum capacity, and new loads would need to be sourced from the 120
kV system. The existing 60 kV structures were thus removed and the entire substation
was rebuilt for 120/12 kV operation with a single transformer and availability for a future
transformer as load growth dictates. The transformer was placed into service on

December 12, 2008 (Exhibit 117 at 20).



Florida Power & Light Company
Docket No. 160021-EI

Staff's Seventh Set of Interrogatories
Interrogatory No. 171

Attachment No. 2

Page 147 of 242



Florida Power & Light Company
Docket No. 160021-EI

Staff's Seventh Set of Interrogatories
Interrogatory No. 171

Attachment No. 2

Page 148 of 242

Docket Nes. 10-06001, 10-06002, 10-06003, and 10-06004 ) Page 143 of 225

383. During the test period, the loading levél on the new 28 MVA transformer
was 10.1 MVA, which equates to what would have been approximately 5.55 MVA (84
percent of nameplate rating) on the old Fernley No. 1 transformer and 4.55 MVA (73
percent of nameplate rating) on the old Fernley No. 2 transformer (Exhibit 161 at 5).
Based on the actual loading data for 2009 and 2010, Staff believes that the total load for
the Fernley substation could have been served with the replaced transformers. Staff does
not believe it reasonable for ratepayers to pay for the total cost of a project that is over-
built with many years of future capacity (Exhibit 161 at 8).

384. The current loading on the new 28 MVA transformer is approximately 10
MVA, or only 35 percent of nameplate capacity. Staff’s recommended adjustment
doubles the current loading of 10 MVA to 20 MVA to account for secondary benefits of
increased capacity, load transferability, and reliability. Staff recommends that the
remaining 8 MVA, which equates to 28.6 percent of the transformer’s maximum
nameplate capacity, be removed from rates. Therefore, Staff recommends that 28.6
percent of the total project cost or $1.45 million should be adjusted from rates at this
time. Staff further recommends that the $1.45 million be allowed into rates when Sierra
can prove that loading levels are close to or above the 20 MVA that Staff is
recommending for inclusion in rates (Exhibit 161 at 8 - 9).
Sierra’s Rebuttal Position

385. Reliability was one of the justifications for construction of the Fernley
Project (Exhibit 194 at 3). If Sierra had upgraded the two Fernley old transformers from
their 12.86 MV A aggregate rating to 20 MVA as recommended by Staff, the new Fernley

transformer would be subject to loads that are 144 percent of the 20 MV A rating when
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387. The Commission agrees with Staff that Sierra’s 2005 load forecast for the
Fernley area was not a statistically valid forecast. Sierra’s own witness testified that four
years of data are not enough to create a valid statistical model (Tr. at 1727). The
Commission also agrees with Staff that Sierra’s 2005 distribution capacity study for the
Femnley area should have been updated when Sierra realized the Femley area was no
longer growing by the “leaps and bounds” used for project validation in the Planning
Initiation Document (Exhibit 161 at JJW-9, Page 1).

388. However, when Sierra noticed that growth was slowing down it had
become more apparent that the project was needed for reliability (Tr. at 1730). This need
was evident by the 2007 coincident peak load of 35.8 MVA on the Fernley, Eagle, and
Lonely substations. In 2007, the total distribution substation capacity for these three
substations was 54.85 MVA. Under the contingency of the loss of the 28 MVA
transformer at Lonely substation, the remaining capacity would have only been 26.85
MVA or 8.95 MVA less the coincident peak load (Exhibit 193 at 9). Therefore, it was
necessary for Sierra to upgrade either the Fernley or Eagle transformers to account for the
8.95 MVA shortfall in the event of the loss of the 28 MVA transformerr at the Lonely
substation.

389. The option that Sierra chose was the Femley Project with a new 28 MVA
transformer. The Fernley Project increased capacity by 15.15 MVA (new 28 MVA
minus old 12.85 MVA) for the Fernley area, or 6.2 MVA (15.15 MVA minus 8.95 MVA)
greater than the potential 8.95 MV A shortfall in the event of the loss of the 28 MVA

transformer at the Lonely substation during coincident peak load.
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Project involved the installation of a new 120/25 kV 36/48/60 MV A transformer and
three new 25 kV distribution feeders. The transformer was placed into service on July
15,2008. Feeder Nos. 1, 2, and 3 were placed into service on July 8, 2008, October 8,
2008, and February 28, 2009. The project was dr‘iven by increased capacity requirements '
for the distribution system between Greg Street Substation and Spanish Spring Substation
(Exhibit 117 at 18). The total cost of the project was $6.3 million (Exhibit 117 at 19).
Staff’s Position

393. | During Staff’s onsite investigation of transmission and distribution
projects, an installed future feeder breaker was observed at the Greg Street Substation
(Exhibit 161 at 10). Sierra stated that the installed future breaker would remain
disconnected from the distribution system until the circuit is needed for load growth.
During Staff’s on-site investigation, it was noticed that the transformer low-side buss on
Greg Street transformers No. 1 and No. 2 contained future spaces, empty slots for future
feeders to be installed, without the actual circuit breaker, foundation pad, bushing leads
or getaways being present. From this observation, Staff believes that it is not standard
practice for Sierra to install future feeder breakers prior to the actual need for the
equipment. Staff is concerned that Sierra has installed equipment that is not currently
used and useful and therefore should be removed from rates (Ex 161 at 11). Staff
recommends that the Commission remove $142,027, the total costs associated with the
Greg Street future feeder breaker, from rates (Exhibit 161 at 11 — 12).
Sierra’s Rebuttal Position

394. Sierra does not contest Staff’s concern that there is an installed breaker

that is disconnected from the distribution system and not currently used and useful.
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adjustment, it is noted that only $232 is for concrete: $31,795 is for equipment, and

$110,000 is for estimated labor and overheads (Exhibit 161 at JJW-13, Page 2). There is

no reason that these costs should have been incurred before there was a need for a future

breaker, especially the costs for labor and overheads.

AA. Heybourne Substation Addition Project (“Heybourne Project™)
Sierra’s Position

397.  Sierra requests recovery of $6.8 million for the costs of the Heybourne
Project by inclusion of these costs in distribution plant in service. The Heybourne Project
involves the construction of a new substation with a 24/32/40 MVA, 120x60/12.5kV *
transformer and 4-1200 amp feeder breakers and getaways (Exhibit 117 at 41). The
project provides service reliability and voltage improvements for the Carson District’s
large commercial load in the southern portion of Carson City and the northem portion of
Douglas County which includes various casinos, shopping centers and numerous critical
loads such as the state prison, nursing homes and city sewer/water treatment plants on the

Overland 1270 circuit (Exhibit 117 at 42). The total cost of the project was $6.8 million
(Exhibit 119 at 2).

Staff’s Position

398. During Staff’s onsite investigation of transmission and distribution
projects an installed future feeder breaker was observed at the Heybourne Substation
(Exhibit 161 at 10). Sierra stated that the installed future breaker would remain
disconnected from the distribution system until the circuit is needed for load growth.
During Staff’s onsite investigation, it was noticed that the transformer low-side bus on

Heybourne transformers Nos. 1 and 2 contained future spaces, empty slots for future
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feeders to be installed, without the actual circuit breaker, foundation pad, bushing leads
or getaways being present. From this observation, Staff believes that it is not standard
practice for Sierra to install future feeder breakers prior to the actual need for the
equipment. Staff is conicerned that Sierra has installed equipment that is not currently
used and useful and therefore should be removed from rates (Ex 161 at 11). Staff
recommends that the Commission remove $140,792, the total costs associated with the -
Heybourne future feeder breaker, from rates (Exhibit 161 at 11 — 12).
Sierra’s Rebuttal Position

399.  Sierra did not contest Staff’s concern that there is an installed breaker
disconnected from the distribution system and not currently used and useful. However,
some of the costs included in Staff’s testimony were expended on buss work, switches,
and associated foundations and supporting structures that will support the Heybourne-
breaker when it is placed into service (Exhibit 194 at 6). Staff’s testimony does not
challenge the prudence of the installation of buss work, switches, foundations and other
supporting equipment/structures at Greg Street No. 1 and No. 2 future feeder positions.
Projects with similarly minimal supporting buss work, switches, structures and
foundations installed for future feeder positions have been approved in previous rate
cases, which have led Sierra to understand that Staff and the Commission recognized the
~ need for thesé facilities to be installed when substations are first constructed (Exhibit 194
at 7). Sierra requests that the Commission allow for the costs of these support facilities
that are installed when the substation is constructed in order to support the eventual

deployment of future breakers and feeders. For the Heybourne Project, the costs of these
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support facilities of $66,305 should have immediate rate base treatment with the
remaining $74,487 representing the direct breaker costs (Exhibit 194 at 8).
Commission Discussion and Findings

400. The Commission finds Staff’s recommendation reasonable. First, it
appears that Sierra has an understanding that it is acceptable to have support facilities
included in rates for breakers and feeders that are not currently used and useful. While
the Commission acknowledges that Staff’s adjustment of $140,792 to rate base will have
no impact on the rates set in this proceeding, the Commission agrees with Staff Counsel
that its Heybourne Substation adjustment is intended to avoid future problems, especially
considering Siefra’s current understanding (Staff Post-Hearing Brief). Second, in
reviewing Staff’s adjustment, it is noted that only $2,434 is for concrete and steel:
$28,358 is for equipment, and $110,000 is for estimated labor and overheads (Exhibit 161
at JJW-13, p. 2). There is no reason that these costs should have been incurred before
there was a need for a future breaker, especially the costs for labor and overheads.

-BB. TRIC Rule No. 9 Adjustment

Sierra’s Position

401. Sierra’s present agreement with TRI Center provides that neither advances
nor CIACs will be imposed on TRIC tenants (Exhibit 142 at 3 and Exhibit 144 at 3). In
Schedule 1-27, Sierra removes the total TRIC advances of CIACs that otherwise would
have been initially collected under standard Rule No. 9 treatment from the rate base
calculation in this general rate case (Exhibit 142 at 4 and Exhibit 144 at 4). TRIC electric
projects with a construction completion date between the last electric test period (July 1,

2007) and the certification period in this case (May 31, 2010) were removed (Exhibit 142
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CC. Gardnerville Rule No. 9 CIAC Adjustment (“Gardnerville Project”)
Sierra’s Position

407.  Sierra requests the inclusion of $1,190,012 of distribution gross plant in
rate base. Included in this total would be the cost of a line extension for the Town of
Gardnerville,

Staff’s Position

408. During Staff’s review of MDR 106, Staff noticed two projects that had
CIAC amounts that seemed disproportionate to the activity cost. Sierra’s response to
Staff’s discovery regarding these projects provided a reasonable explanation for one
project, but did not adequately explain why the Gardnerville Project had an activity cost
of $183,529 listed in MDR 106 when the response seemed to indicate that Sierra’s capital
outlay would be zero for this project (Exhibit 180 at 8).

409. Inresponse to additional Staff discovery regarding the reason why Sierra
incurred a cost of $183,529 for the Gardnerville Project when Sierra’s Rule No. 9
requires that any project with a CIAC of greater than $20,000 be trued-up after
completion, Sierra responded that $163,444 should have been billed to the customer
(Exhibit 180 at 9). Staff’s review of the Project Audit Summary confirms that the cost of .
removal was $20,085 less than the estimated amount, which explains the difference
between the $163,444 and $183,529 (Exhibit 180 at 9 to 10).

410. Upon discovery of the Rule No. 9 true-up issues with the Gardnerville
Project, Staff propounded additional discovery requesting that Sierra double-check all
projects with a CIAC amount greater than $20,000 for similar problems but had not

received responses as of on September 30, 2010 (Exhibit 180 at 10). Staff recommends
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413, Sierra requests recovery of $18.6 million dollars it has eﬁpended in the
Blackwrap Program from 2005 to May 2010. Blackwrap is a type of gas pipe coating
that represents the industry’s first attempt to protect bare steel pipe from rusting or
corroding. The coating, which was made up of coal tar and a paper wrap similar to
roofing matgrial, was applied to steel gas pipe as it was installed. Blackwrap steel piping
was installed on Sierra’s gas system between 1948 and 1959. Over timg, the majority of
the pipe being identified for replacement in the standard Main Replacement Program was
Blackwrap steel pipe, which showed significantly more leaks per mile than other coating
types as shown below, Figure Barbash-Direct-1, labeled “Leaks/Mile Ratio by Pipe
Type”. This analysis indicated that replacement of Blackwrap pipe should be addressed
outside the standard Main Replacement Program and accelerated (Exhibit 122 at 4-5).
Sierra instituted the Blackwrap Program to address issues of safety and cost. In
particular, the Blackwrap Program addresses the following risks:

° Safety and reliability risks: Sierra installed Blackwrap pipe in its

systems between the years of 1948 — 1956. Blackwrap was installed prior

to the establishment of minimal federal standards.

e Maintenance costs: Anode replacements and failed insulating fittings

continue to increase as the Blackwrap pipe ages and deteriorates.

. Installation issues: Blackwrap pipe was installed prior to code

requirements for minimum depth and backfill type.

. High probability of leaks: With an average age of 50 years, Blackwrap

pipe is exceeding its useful life and is more susceptible to leaks as the
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418. The Commission finds that Sierra may recover of $18.6 million dollars it

has expended in the Blackwrap Program from 2005 to May 2010. The Commission finds

that Sierra may continue the Blackwrap Program. The program addresses safety and

reliability concerns.

EE. Obsolete Remote Terminal Unit Replacement Project (“RTU
Project™)

Sierra’s Position

419. Sierra requests recovery of the certification amount of $1,061,124 for
general plant additions related to the RTU Project. The RTU Project involved the
installation of new RTUs, including the removal and decommissioning of exisﬁng,
obsolete RTUs. The total cost of the project was $1.1 million with AFUDC. The project
was initiated because a variety of RTUs in Sierra’s Supervisory Control and Data
Acquisition (“SCADA”) network were 15 to 30 years old and no longer supported by the
manufacturer and/or the RTU would not support today’s technological needs. Upgrading
these units reduces maintenance costs and improves the reliability and functionality of
critical SCADA systems. This project will result in higher SCADA system reliability and
enable control and communications to modemn substation devices (Exhibit 131 at 3 to 4).
Staff’s Position

420. Staff recommends that the Commission approve Sierra’s expenditures
associated with the obsolete RTU Project (Exhibit 180 at 14). However, Staff is
concerned about a disproportionately large expenditure in the outside services category
that may be attributable to high initial costs. Staff intends to confirm in the future that

these expenditures for outside services were indeed related to initial costs (Exhibit 180at

13 to 14).
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Staff recommends that the Commission approve Sierra’s expenditures associated with the
Radio Channel Project (Exhibit 180 at 14).

Commission Discussion and Findings

424. The Commission finds that Sierra may recover $1,939,806 associated with
the Radio Channel Project. Based on the results of the investigation conducted by Staff,
the Commission finds that the upgrades were necessary and the costs should be recovered
in general rates.

GG. DSM Costs for Electric and Gas
Sierra’s Position

425.  Sierra requests recovery, through an amortization expense and enhanced
rate base treatment, of Period 3 DSM costs of $26,357,000 that were accumulated in a
deferred account from July 1, 2007 to May 31, 2010. The costs are related to planning
and implementation of DSM programs approved by the Commission.

426. In addition to the Period 3 DSM costs, Sietra’s enhanced rate base
treatment also includes $5,120,000 of unamortized costs as of May 31, 2010 for Period 1
and Period 2 DSM costs. The three-year amortization expense for Period 3 and for
unamortized balances from Period 1 and Period 2 is $8,131,000 per year for the three-
year rate effective period (Exhibit 84, Statement I and I-CERT-16).

427. For its gas department Sierra requests recovery through an amortization
expense and enhanced rate base treatment of Period 1 DSM costs of $2,129,000 that have
accuxﬁulated in a deferred account from June 1, 2006 to May 31, 2010 (Exhibit 89,
Statement I and I-CERT-16). These costs were incurred for five DSM programs

approved by the Comnﬁssion in Docket Nos. 05-10021 and 07-06049 (Exhibit 149 at 4).
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the clerical accuracy of the figures in Schedule I-CERT-16 for SPPC-G. Accept the
SPPC-G DSM program cost balance in FERC Account No. 182.337 as certified through
May 31, 2010 and the requested labor and related overhead expense reclassifications as
shown in Schedule I-CERT-16.

432. Staff recommends that the Commission accept Sierra’s electric and gas
DSM costs contained in the FERC regulatory asset accounts (182.330, 182.333, and
182.334 for electric and 182.337 for gas) and the requested three-year amortizations
shown in the respective I-CERT-16 schedules (Exhibit 177 at 1-2).

Commission Discussion and Findings

433. The Commission finds that Sierra may recover its incurred Period 3 DSM
costs for its electric utility and Period 1 and 2 DSM costs for its gas utility over a three-
year period.

434. With respect to the gas department DSM, the Commission accepts Sierra’s
request to amortize these programs over a three-year period. This acceptance is based on
the testimony of Staff with respect to its review of the program costs and related
overhead and subsequent recommendation.

HH. Cash Working Capital (“CWC”)—Electric and Gas
Sierra’s Position

435. CWC is a component of rate base representing the cash required to meet
the utility’s current operating obligations. A standard methodology for calculating CWC
is to perform a detailed lead/lag study, which measures the amount of time (“expense

lead”) before expenses must be paid and the amount of time (“revenue lag”) before
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for the time value of money, and amortize over the expected rate effective period. The
deferral methodology allows all customer classes paying the subsidy to benefit (Exhibit
162 at 1, 8-9; Exhibit 164 at 4, Attachment FCB-3; Tr. at 1281, 1287-1288, 1304).
Recognizing that the NCPR was implemented subsequent to Sierra’s last general rate
case, Staff reduced the 2009 NCPR recorded revenue for the estimated lost revenue
associated with the curtailment program (Exhibit 162 at 6-7).

441.  Staff asserts that the ratepayers have not benefited from the tariff as
contemplated (Exhibit 162 at 5). Staff asserts the NCPR tariff was developed to balance
the legislative intent to maximize demand benefits while acknowledging IS-2 customers
needed flexibility to manage their operations (Exhibit 162 at 4). The NCPR pricing
revenues were to offset the I1S-2 subsidy (Exhibit 162 at 7, Attachment JCA-4 at 1; Tr. at
1285). In Docket No. 07-09009, Sierra filed a report estimating the targeted $1 million in

subsidy reduction had been achieved in 2009:

Benefit Amount
NCPR Revenues  $705,000
Energy Costs 311.000
Total $1,016,000

(Exhibit 162 at Attachment JCA-4 pp. 1, 2, 4)
Sierra’s Rebuttal Position

442. Sierra asserts if the NCPR tariff had not been suspended any benefits
beyond those flowing through the deferred energy process would have been reflected in
this general rate case application. But the tariff was suspended therefore no additional
benefits exist (Exhibit 243 at 15). Additionally, Sierra disagrees with Staff’s proposed

adjustment because “no excess revenue” exists to refund (Exhibit 243 at 11).
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option to file a general rate case pursuant to the provisions of the Nevada Revised
Statutes.

447.  In this particular case, Staff has argued that the Commission should create
a regulatory liability that would essentially credit ratepayers for the value of the NCPR
adjustment in 2009. As is the case for regulatory assets as well as regulatory liabilities,
the Commission finds that these accounting mechanisms are only appropriate under
extraordinary circumstances and should not be a normal part of regulatory practice for
electric utilities in Nevada. No such demonstration has been made. Therefore the
Commission denies Staff’s adjustment.

448. The Commission states again that regulatory assets and liabilities are
created to address extraordinary circumstances. This requires that any party seeking such
accounting treatment must make such a showing.

VIIl. COST OF SERVICE AND RATE DESIGN

A. Undergrounding Costs Related to the Phase I Tracy to Silver Lake
Transmission Project

449.  Sierra requests authority to recover $24,940,209 of costs related to the
Phase II Tracy to Silver Lake Transmission Line Project. Sierra originally proposed the
Project be built in order to increase the electric capacity to the Spanish Spﬁngs and Stead
areas and to reinforce reliability to those areas (Exhibit 117 at 8-9).

450. Phase Il of the Project involves the costs to construct 17.6 miles of
transmission lines and related facilities from the Sugarloaf to Silver Lake Substations. Of
the 17.6 miles, 7.6 miles involved the placement of transmission facilities underground.
It is estimated that the total cost to underground the 7.6 miles was $14,781,245, for a net

cost increase {(or “incremental cost”) of $11,112,741 above the $3,668,504 had these
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50 feet, which effectively mandated a 0.25 mile transmission line segment north of the

Airport be installed underground (Exhibit 195; Exhibit 196; Tr. at 948-950, 991-992,

1749, 1792). The balance of the underground segment of 1.25 was located relatively near

residential neighborhoods (Exhibit 196).

454. The second segment was a 6.1 mile segment near the Stead Airport (Tr. at
950-957, 1741, and Exhibit 195). A total of 3.5 miles runs along the western edge of the
Airport and 2.6 miles north of the Airport were placed underground (Exhibit 195; Exhibit
196; Tr. 954, 957). Under normal airport operations, the FAA would not require
undergrounding of these facilities (Tr. at 956-957, 973). However, the FAA indicated it
would not issue a permit for the Reno Air Races, if the 3.5 miles segment on the western
edge of the Airport was not installed underground, because the facilities would be located
too near the air race flight path. The FAA took no issue with the facilities on the north
side of the Airport, as these facilities were located outside of the air race pylons (Exhibit
195; Tr. at 956-957, 992-993, 1752, 1755).

Staff’s Position

455.  Staff recommends the Commission not require Washoe County ratepayers
to pay a surcharge for the incremental costs related to the Phase II Tracy to Silver Lake
Project. Staff believes there is no clear evidence of what caused Sierra to underground
portions of the transmission line (Exhibit 224 at 6-7; Tr. at 2192-2193). In contrast to the
facts and circumstances of Sierra’s 2007 general rate case (Docket No. 07-12001), it is
not clear that Washoe County caused a section of the transmission line to be located

underground for purely aesthetic reasons (Exhibit 226 at 6-7; Tr. at 2174-2175, 2177-
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Alternate Route (Tr. at 2213, 2215-2216). Further, Staff would recommend only
charging those ratepayers within sight of the utility facilities; however, it seems that
Sierra’s billing system is limited to local government areas (Tr. at 2218-2119).
Sierra’s Rebuttal Pesition

459,  If the Commission determines that Washoe County ratepayers should be
directly assigned a portion of the incremental costs for undergrounding the Phase 11
Project, Sierra recommends use of the surcharge mechanism proposed by Staff, as
modified by Sierra for the Carson City undergrounding issues in this docket. The
surcharge mechanism is identical to that established for the Phase I Tracy to Silver Lake
Transmission Project (Tr. at 2352).. While Sierra’s billing system can differentiate
between incorporated and unincorporated Washoe County, Sierra is unsure if the benefits
derived from this undergrounding differ significantly from those associated with the
Phase 1 Tracy to Silver Lake Transmission Line Project (Tr. at 2352-2353).
Commission Discussion and Findings

460. The Commission recognizes that transmission, generation and distribution
facilities are necessary to provide adequate and reliable electric service. At the end of the
certification period in this proceeding, Sierra reported a rate base of $1.6 billion, of which
approximately $636 (40 percent) million was related to generation facilities, $315 million
(20 percent) to transmission facilities, and $646 million (40 percent) to distribution
facilities (Exhibit 89 at Schedule I-2 at 1). These facilities collectively serve -
approximately 400,000 electric customers and provide electric service in portions of
Washoe, Pershing, Humboldt, Lander, Elko, Mineral, Churchill, Nye, Esmeralda,

Douglas, Storey, and Lyon Counties, Nevada. These facilities are integrated to operate as
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if such requirements were to become commonplace?

463. Pursuant to NRS 704.020, the Commission may supervise, regulate and
control all public utilities, subject to the provision of NRS Chapter 704 and to the
exclusion of the jurisdiction, regulation and control of such utilities by any muﬂicii’ality,
town or village, unless otherwise provided by law. While NRS Chapters 278 and 704A
allow local governing boards to direct the placement of utility infrastructure, including
poles and wires, the Commission has plenary authority over rate making for public
utilities in the State of Nevada. The Commission recognizes that Washoe County has
authority over land use planning for its jurisdiction. However, the Commission’s rate-
setting authority extends throughout the State so that when establishing just and
reasonable rates, the Commission must consider all ratepayers, not just those in a
particular geographic area.

464. Pursuant to NRS 704.001, the Commission has the responsibility to
provide for the safe, economic, efficient, prudent and reliable operation and service of
public utilities by providing public utilities with the opportunity to earn a fair return on
their investments while providing ratepayers with just and reasonable rates. Further,
pursuant to NRS 704.040, all charges of a public utility must be just and reasonable.
Every unjust and unreasonable charge for service of a public utility is unlawful. Pursuant
to NRS 704.120, after hearing the Commission has the power to order rates to ensure
they are just and reasonable.

465. The Commission does not question Washoe County’s rationale for
requiring the undergrounding of the utility facilities. However, a local governing body

does not have the authority to dictate to the Commission how the incremental costs
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charges) associated with the incremental costs, since the installation of the utility

facilities.

475.  Sierra shall file with the Commission as part of its compliance filing to
implement rates authorized in this order the total costs that will be allocated to Washoe

County ratepayers based on the following methodology:

o The actual cost to construct Phase II of the Tracy to Silver Lake
Transmission Line Project less the estimated cost to construct the Project
under the Preferred Plan = Gross Incremental Cost.

. To the extent not included above, incremental cost to underground the
1.25 miles of utility facilities near the Spanish Springs Airport.

° The carrying charges on the incremental costs.

. The determination of the levelized rate per kilowatt-hour.

476. In order to recover these costs, the Commission finds that the costs should
be recovered through the separate line item surcharge on the bills of ratepayers in
Washoe County that already contains the following phrasing: “Washoe Co. Underground
Surcharge.” The Commission believes that bills should be informative, providing a
breakdown of the monthly costs for ratepayers in their monthly bills whenever possible.
Similarly, separate line items already appear for the Temporary Renewable Energy
Development Program, Universal Energy Charge, and franchise fees.” |

477. The Commission agrees with Sierra that the surcharge should be a

levelized per kWh rate. The utility facilities were installed to meet ratepayers’ increased

%" These appear as “Temp. Green Power Financing (TRED)”, “Universal Energy Charge”, and the “Public
Utility Business License Fee™ on ratepayers’ monthly bills.
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electricity demands on the system. The levelized per kilowatt-hour rate recovers the
incremental costs from the ratepayers in Washoe County based upon their individual

usage and the associated impact on the system as a result of that usage.

478. The Commission agrees with Sierra that the incremental costs should be
amortized over a period of three years, or until the incremental costs are paid. A three-
year period matches the three-year general rate case cycle for Sierra. (NRS
703.110(3)(a)). Further, it minimizes intergenerational subsidies by ending ratepayer
payments for those incremental costs expeditiously. Finally, it reduces the ultimate costs
for which Sierra’s ratepayers in Washoe County will be responsible by limiting the
amount of total carrying charges.

B. Undergrounding Costs Related to the Carson City Fairview 900 Amp
Distribution Feeder Facilities

Sierra’s Position

479. Sierra requests recovery of costs related to the Fairview 900 Amp
Distribution Feeder Facilities, located in Carson City. The project consisted of 6,015
circuit feet of overheéd and 4,030 feet of underground utility facilities, with a total cost of
$1,706,583. The undergrounded utility facilities cost was $1,445,571, of which $961,624
was related to the incremental undergrounding costs (Exhibit 117 at 31, 33). Siemz
would not have underground the utility facilities for safety reasons (Tr. at 974-975).

480. Sierra intended to commence construction in September 2008. Sierra
noted the following time line associated with this project:

® As of July 2008, Sierra had secured an engineer’s permit (Building Permit

No. 08-583) from Carson City to construct the Fairview 900 Amp

Distribution Feeder Facilities overhead.
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. On November 6, 2008, in response to property owner objections based
upon aesthetics that commenced about September 2008, Carson City
Board of Supervisors requested that Sierra suspend the project and
investigate the possibility of using the highway corridor as an alternative
route.
. Sietra agreed to suspend construction and to discuss with NDOT the
possibility of using the freeway corridor. Following discussion with
NDOT, Sierra determined the alternative route was inappropriate based
upon safety and reliability issues (Tr. at 995).

. On January 14, 2009, the Carson City engineer issued a letter revoking the
permit allowing overhcad construction. (Exhibit 117 at 32.)

481. Sierra asserted that it informed Carson City several times, with one
occurring at the January 15, 2009 Carson City Board of Supervisors meeting, that Carson
City residents could potentially be held responéible for the incremental costs incurred for
undergrounding the facility (Exhibit 117 at 32-33; Tr. at 997). Further, Siérra noted
Carson City was placed on notice of this possibility because the Commission had
rendered its decision in Sierra’s 2007 general rate change proceeding (Docket No. 07- ’
12001) to directly charge Washoe County residents for incremental undergrounding costs
prior to any special use permit discussions with Carson City (Tr. at 996-997).

Staff’s Position
| 482, Staff recommends the ratepayers residing in Carson City pay for the
incremental costs associated with undergrounding the Fairview 900 Amp Distribution

Feeder Facilities over a three year period, or until costs have been collected, viaa
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customer. Effectively, until the funds have been collected from Carson City, Sierra has
loaned the funds to Carson City and is entitled to recover financing costs (Tr. at 2349).
Commission Discussion and Findings

486. Pursuant to NRS 704.020, the Commission may supervise, regulate and
control all public utilities, subject to the provision of NRS Chapter 704 and to the
exclusion of the jurisdiction, regulation and control of such utilities by any municipality,
town or village, unless otherwise provided by law. While NRS‘ Chapters 278 and 704A
allow local governing boards to direct the placement of utility infrastructure, including
poles and wires, the Commission has plenary authority over rate making for public
utilities in the State of Nevada.

487. Pursuant to NRS 704.001, the Commission has the responsibility to
provide for the safe, economic, efficient, prudent and reliable operation and service of
public utilities by providing public utilities with the opportunity to earn a fair return on
their investments while providing customers with just and reasonable rates. Further,
pursuant to NRS 704.040, all charges of a public utility must be just and reasonable.
Every unjust and unreasonable charge for service of a public utility is unlawful. Pursuant
to NRS 704.120, after hearing the Commission has the power to order rates to ensure
they are just and reasonable.

488. The Commission recognizes that Carson City made a decision to order
Sierra to underground the Fairview 900 Amp Distribution Feeder Facilities as a condition
of its permit. The Commission also recognizes that Carson City has authority over land
use planning for its jurisdiction. However, the Commission’s rate-setting authority

extends throughout the State so that when establishing just and reasonable rates, the
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pay” principle. Further, the benefits of undergrounding the utility facilities do not accrue.
on a system-wide basis, but rather are localized to the ratepayers located near the utility
facilities.

493. The Commission finds that assigning the incremental costs of
undergrounding the utility facilities to the ratepayers in Carson City is the Commission’s
fairest and most equitable method in which to set just and reasonable rates for all of
Sierra’s ratepayers. Carson City is the local governing body that made the decision
resulting in increased incremental costs associated with undergrounding the utility
facilities. Therefore, those ratepayers who are represented by the local governing body
should pay for those costs.

494. The Commission finds that the total incremental costs for undergrounding
the utility facilities are $961,624 plus the carrying charges that have accrued since
installation of the utility facilities. The Commission agrees with Sierra that it has
effectively loaned these monies to the ratepayers of Carson City to fund the incremental
costs for undergrounding the utility facilities. Therefore, Sierra is entitled to recover
these financing costs.

495. In order to recover these costs, the Commission agrees with Staff that the
costs should be recovered through a sepafate line item surcharge on the bills of ratepayers
in Carson City with the following phrasing: “Carson City Undergrounding Surcharge.”
The Commission believes that bills should be informative, providing a breakdown of the
monthly costs for ratepayers in their monthly bills whenever possible. Similarly, separate

line items already appear for the Temporary Renewable Energy Development Program,
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505.  Sierra argues BCP’s 50 percent discount is ihsuﬂiciently supported ,thus
should be deemed arbitrary (Exhibit 249 at 7-8). Sierra also argues Staff’s proposed .
inclusion of years 2011-2014 in the determination of the LOLP inappropriately includes a
period of recession (Exhibit 249 at 9-10; Exhibit 251 at 3).

Commission Discussion and Findings

506. Long-run marginal costs serve as the basis of allocating revenue
requirement. In contrast to previous proceedings, Sierra now has excess capacity. For
instance, it does not appear that Sierra will need to build additional generating capacity
until 2022, which is significantly past the rate effective period for this case and a time
period in which there will be four intervening rate cases. The Commission agrees with
BCP witness that that fact renders inadequate the normal methods for measuring marginal
costs.

507. Focusing on the LOLPs used to allocate costs to peak and off-peak
periods, neither Sierra nor Staff tackled the question of whether the measurement of
marginal generation cost should itself be adjusted downward to reflect the excess
capacity that is expected during the period the rates set here will be in effect. However,
BCP’s witness directed his testimony to that core issue and provided evidence supporting
marginal generation capacity costs that are lower than would obtain under conditions
when there is no excess capacity. The Commission finds the BCP argument persuasive,

and, therefore, the Commission adopts BCP’s proposed 50 percent discounting approach

as reasonable.

/11
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(Exhibit 201 at 6). BCP argues DSM costs should be excluded because DSM costs are

less expensive than marginal conventional resources. BCP testifies economic theory

suggests these low cost resources should be pursued under all circumstances (Exhibit 201

at 7). Further, BCP asserted Sierra’s DSM costs were understated as it failed to present a
value for the programs’ life cycle savings (Exhibit 201 at 7-8).

Sierra’s Rebuttal Position

511. Sierra testified that BCP’s ancillary service adjustment be denied.
Marginal generation costs incorporate the cost of planning reserves. Sierra argues these
planning reserves are sufficient to provide the operating (spinning and non-spinning)
reserves necessary for every hour of the year. Further, the marginal energy costs include
the cost of operating the spinning reserves (Exhibit 249 at 11-13).

512. Sierra concurs with the BCP, that current DSM program costs are less
éxpensive than marginal conventional generation, which supports public policy to include
DSM resources in RPS compliance (Exhibit 251 at 8-9). However, Sietra argues that
DSM program implementation costs need to be incorporated into marginal energy costs
(Exhibit 251 at 9). Further, present valuing of DSM program life cycle savings should
have an insignificant impact upon the RPS adder (Tr. at 2431).

Commission Discussion and Findings

513. The Commission accepts Sierra’s marginal energy cost, including the
“RPS” adder. The Commission finds Sierra’s methodology reasonably incorporates the
RPS requirements into the determination of marginal energy cost. The Commission
denies BCP’s operating reserve adjustment on the basis that its inclusion would be

redundant. The Commission finds that the DSM costs should be included in the RPS
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at 10). BCP asserts Sierra was unable to reasonably explain why the forecasted future
period costs exceed the historical period by approximately 20 percent (Exhibit 201 at 9).

518.  Sierra simply cited Account Nos. 902 (meter reading) and 903 (billing) as
accounting for the majority of the forecasted increase ($2.85 million of the 2010
forecasted $3.98 million increase). And, the forecasted amounts were based upon
projected activity (Exhibit 201 at 9). Further, BCP noted that the 2007 study contained a
similar forecasted 20 percent increase for the future period costs, which never
materialized (Exhibit 201 at 9). Additionally, BCP contends that Advanced Service
Delivery (“ASD”) implementation will probably reduce these costs (Exhibit 201 at 9).
Sierra’s Rebuttal Position

519. Sierra asserts that during the ceniﬁcation, modification to the marginal
cost of service study addressed BCP’s concerns (Exhibit 249 at 19-20; Tr. at 2433-2434).

However, Sierra was unable explain what projected activity drove the increase (Tr. at

2424).
Commission Discussion and Findings

520. The Commission finds that the calculation of marginal customer
accounting costs using only the historical period information is appropriate. Sierra’s_
inability to identify the projected activity giving rise to the forecasted significant increase
in future period costs raises concerns as to the reasonableness of the increase, particularly
in light of Sierra’s 2007 study forecasted future period cost increases never materializing.

F. Rate Increase Cap for Certain Classes of Customers

Sierra’s Position
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not continue (Tr. at 2108). Additionally, the shift in marginal generation costs from the
summer to winter period contributed to some of the increase (Tr. at 2108-2109). '

Staff>s Position

526. Staff recommends that the Commission deny Sierra’s request to cap
customer-class revenue requirement increases because doing so would violate the cost
causation principle (Exhibit 224 at 2, 13, 14, 17). Staff has consistently advocated
avoiding the creation of subsidies. Staff cites the Commission’s decision in Docket No.
09-12017 as support for its position wherein the Commission stated, “The Commission’s
ultimate goal in ratemaking is to eliminate cross subsidization between rate classes.”
(Exhibit 224 at 14).

527. Staff contends in the. long-run more energy efficient streetlights will have
minimal impact upon cost allocation, since the lighting facilities themselves are the
primary cost driver in the marginal cost of service study (Exhibit 225 at 3).

City of Sparks’ Position

528. The City of Sparks asserts Sierra owns the vast majority of the sfreetlights
(4,967) for which it pays an annual cost of about $872,000 (Exhibit 223 at 3; Tr. at 2151).
Due to its lack of control, the City of Sparks has been unable to implement cost control
measures (i.e., removing certain mid-block street lights and replacing high pressure

sodium light with light-emitting diodes (“LED”) (Exhibit 223 at 4; Tr. at 2154-2155,
2161).

Sierra’s Rebuttal Position
529. Sierra’s proposed 10 percent cap, as applied to the street lighting and

outdoor lighting service classes, mitigates the revenue-requirement shift at minor cost.

3 Order dated July 16, 2010 at paragraph 364.
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application. Sierra shall identify what procedures, if any, should be used to address the

identified causes.

G. Electric Rate Design Issues
Sierra’s Position

534.  Sierra proposed a rate design that it contends reduces intra-class subsidies
by continuing movement toward cost based rates for all but the IS-2 customer class (rate
set by statute) and the GS-4 NG customer class (rate set by contract) (Exhibit 207 at 18-
44; Exhibit 208 at 6-14). Sierra explained its proposed rate design accomplishes this goal
by increasing the level of fixed charges (e.g., monthly Basic Service Charge) and, for all
applicable classes, demand related charges.

535. Rate Tilt. Sierra contends that it tried to avoid undue impediment to
customers who would control their bills by moderating monthly usage. Thisis
demonstrated by Sierra’s proposed single-family residential (D-1) commodity rate
decreasing only 1.1 percent and the minor reduction in the G8-2 class. The minor

reduction in rate tilt which was achieved by capping the demand-related revenue increase

at 15 percentis demonstrated by the table below:

Rate Class 2007 GRC | Certification
0OGS-2 TOU | 74.66% 72.53%
GS-2 TOU 73.01% 66.96%
GS-3 71.84% 65.40%
GS-4 66.51% 64.09%

(Exhibit 207 at 26-27; Exhibit 208 at 10; Exhibit 215 at 15)
536. Residential and Small Commercial Basic Service Charges and the DOS
Class Additional Meter Charge. Sierra proposed increases for the residential (DM-1, D-

1) and small commercial classes (GS-1). Sierra asserts that the residential and small
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539. BCP recommends that the Commission deny Sierra’s request to increase
the residential class Basic Service Charge (Exhibit 201 at 21). In addition to allowing
customers to retain more control over their bills through consumption decisions, BCP
asserts that increasing the monthly fixed charge harms conservation efforts by
discouraging customers from making energy efficiency investments (because increasing
the Basic Service Charge would increase the investment paybéck period) (Exhibit 201 at
12-14).

540. However, BCP acknowledges rate design alone is insufficient to induce
sufficient conservation, as evidenced by the significant ratepayer financed energy
efficiency programs (Exhibit 201 at 14).

Sierra’s Rebuttal Position

541. Sierra asserts that its proposed increase in the residential classes’ monthly
Basic Service Charge is necessary to maintain movement toward cost-based rates
(Exhibit 250 at 4). The proposed Basic Service Charge increase allows customers to
retain significant control over their bills and provides incentive to conserve (Exhibit 250
at 3, 6-7). Moreover, the proposed increase in the monthly Basic Service Charge
promotes revenue stability (Exhibit 250 at 3).

542. Sierra testified that the Additional Meter Charge is intended to fairly
address customers that have previously been totalized and served by several meters but
treated as one for billing purposes. If other customers desire to be totalized, they need to
design their system so only one meter is used for the provision of service (Tr. at 2428).

Commission Discussion and Findings
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related matters (Exhibit 209 at 18). Further, Sierra proposes to align its electric service
tariff with the gas service tariff so that when a combination gas and electric service
customer premise Visit occurs, only one service fee would be charged (Exhibit 209 at 19,
Attachment Stack Direct-4, p. 2).

546. Based on 2008-2009 customer disconnect and re-connect information,
Sierra estimated the average visit cost is $42.73, which is nearly three times the existing
charge®® (Exhibit 209 at 20). Sierra further noted that these service fees were last
modified in 1981 (Bxhibit 209 at 19). Additionally, Sierra asserts, while the ASD
program is expected to reduce the number of customer premise service disconnections
and re-connections, customer premise visits will still occur and the administrative cost of
these activities will continue to exist. (Exhibit 209 at 20-21).
Staff’s Position

547.  Staff recommends that the Commission approve Sierra’s proposed
increase in customer premise service fees, as it represents a gradual step toward cost
based rates (Exhibit 229 at 2, 18, 19, 33). Staff asserts the proposed increase in premise
visit charges is reasonable and cost justified (Exhibit 229 at 31, 32). Staff argues that
current rates for this service were last set in 1981 and the existing fees no longer
represent the cost of providing the service. For example, simply adjusting these fees for
inflation (1981-2009) the $15 fee would have increased to $35.72 and the $22.50 fee to
$53.57 (Exhibit 229 at 17-18).

548.  Staff further recommends the Commission revisit the issue in Sierra’s next

general rate case. Staff argues that by Sierra’s next general rate change application, the

* The amount was derived by dividing the fully loaded cost (including administrative loadings and

transportation) of $70.04 by the average visit time of 0.61 hours (Exhibit 209 at Attachment Stack-Direct-
5).
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ASD program will have been fully implemented, thus allowing a more complete analysis

of the costs in providing the service (Exhibit 229 at 19).

BCP’s Position

549.  BCP recommends the Commission deny Sierra its requested increases
(Exhibit 201 at 21, 23). BCP asserts the service restoration fee is a regressive charge and
therefore cost recovery should not be paramount (Exhibit 201 at 21). BCP argues that
low-income customers are more likely to require the restoration service. This is indicated
by the fact that in 2007 more individuals below the poverty line moved than those above
the poverty line, i.e. 22.7 percent and 14.9 percent, respectively. Further, the BCP cites
the disparity between the median income of those who moved and the median income of
all households, $37,000 and $47,632, respectively (Exhibit 201 at 21-22).

550. BCP further argues that because the ASD program is scheduled for full
operation in 2012, increasing the fee at this time is not reasonable because the ASD
program will significantly reduce the cost of performing these services. Further, upon
full ASD implementation these charges could be eliminated as service connection and
disconnection will no longer require “truck rolls” (Exhibit 201 at 23). In order to aid the
Commission in reviewing these fees in the next general rate case, BCP recommends that
Sierra track the cost savings related to the elimination of truck rolls under the ASD
program (Exhibit 201 at 24).

Sierra’s Rebuttal Position

551.  Sierra argues that the impact upon low-income customers is not a

compelling reason to retain a fee that was set more than 20 years ago. Further, the partial

movement toward cost based rates recognizes the impact a cost based fee would have on
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half the cost of the entire disconnect and reconnection service. Sierra proposes to
continue its practice of not charging the customer for disconnection from service (Exhibit
250 at 15-16).
Commission Discussion and Findings

557. The Commission approves Sierra’s proposed new special condition for IS-
2 Disconnection. Consistent with other service fees under consideration in this docket,
the Commission prefers to adopt an incremental approach toward cost based rates. In this
case the Commission adopts a fee of $250, as recommended by Staff, which is one-half
of the cost to reconnect the customer.

558. In terms of consistency with the apj:licable pricing provision found at
NRS 704.225(1)(b) appears to allow implementation of the Special Condition Tariff for
1S-2 since the payment of a service reconnection fee is not a rate for the provision of
electric service, as those cited in the statute, but for the recovery of specific costs of
connecting or disconnecting the meter. The statute does not prohibit such fees. This fee
is consistent with fees imposed to collect costs for other rate classes.

J. Hybrid Electric Vehicle Tariff
Sierra’s Position

559.  Sierra proposes to implement residential and general service hybrid
electric vehicle recharge rider tariff (Exhibit 207 at 33-34). Sierra explained that the
tariffs were modeled afier those approved for Nevada Power. The tariffs are only
applicable to customers taking service under the optional single-family residential (OD-1)
and general service (i.e. OGS-1 and OGS-2) time-of-use tariffs. The customers are

provided a 10 percent off-peak period rate discount (Exhibit 207 at 34).
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Commission Discussion and Findings

560. The Commission approves Sierra’s proposed hybrid electric vehicle rider
tariff. The Commission finds that the proposed tariff is reasonable. The design is similar
to that previously approved by the Commission for Nevada Power. No party opposed the
proposed tariff.

K. Allocation of Demand Side Management Charges
Sierra’s Position

561. Sierra proposes to allocate to customer classes the Electric Department
Demand Side Management (DSM-E) costs that were deferred through the end of the
certification period using the combined marginal generation and marginal energy cost
allocation ratio adopted in this proceeding (Exhibit 84 at Schedule I-2 pp. 1, 19,
Statement O, at 1).
Staff’s Position

562.  Staff recommends the Commission approve Sierra’s proposed combined
marginal generation and energy cost allocation methodology for the DSM-E costs
deferred from June 1, 2009 through May 31, 2010 (Exhibit 229 at 2, 16-17, 33). Staff
concurs with Sietra that the DSM costs at issue in this proceeding should be allocated to
the various customer classes using the marginal generation and energy allocation ratios
approved in Sierra’s 2007 general rate case (Exhibit 229 at 9-10).

563. While the new DSM regulations®® require that the allocation methodology

be established in a general rate case, Sierra did not include a request in this proceeding.

% LCB File No. R042-10 at Section 4(2)(b)(1) (Exhibit 229 at 15)
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asserts the sales allocation methodology recognizes that all sales customers benefit from
Sierra’s ability to interrupt the flow of natural gas (Exhibit 219 at 18).
Staffs Position

571. Staff recommends that the Commission allocate the INGR revenue
deficiency using the “equal percent embedded cost methodology.” This approach would
rely on the cost study allocation percentage (Exhibit 229 at 2,27,28). Staff argues that
any revenue deficiency or subsidy fails to maintain the customer class cost relationships
determined in the cost study, which causes an inappropriate allocation of costs (Exhibit
229 at 27). The table below denotes the estimated change in the combined INGR and

transportation revenue deficiency ($217,000) allocation:

Allocation Methodology Change :

Embedded Therms Percentage Revenue
Residential - NG 63.3% 60.04% 3.26% $7,000
Residential - LPG 0.15% 0.14% 0.001% 0
Small Commercial - NG 26.41% 29.31% (2.90%) (87,000)
Small Commercial - LPG  0.02% 0.02% 0.00% 0
Large Commercial 7.94% 8.98% (1.03%) (83,000)
INGR 1.31% 1.51% (0.20%) ($1,000)
Transportation 0.86% 0.00% - 0.86% $2.000
Total 100.00% 100.00% $0

(Exhibit 229 at Attachment JCA-12-RD)
Sierra’s Rebuttal Position

572. While Sierra asserts that either allocation methodology is reasonable for
allocating the INGR and transportation shortfalls, Sierra prefers allocating the INGR
shortfall using therm sales volumes. Sierra argues that the methodology is consistent
with that used in the 2005 general rate case and that allocation based upon therm sales is
used extensively throughout the cost of service study. Due to the insignificant difference

between methodologies (i.e. largest shift between customer classes is $7,000), allocation
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upon therm sales does not distort proportional cost relationships between customer
classes (Exhibit 253 at 2-3; Tr. at 2439).
Commission Discussion and Findings
573. The Commission finds that Sierra’s INGR revenue shortfall allocation
methodology is reasonable. Sierra’s methodology of allocating the INGR revenue
shortfall on the basis of therm sales provides for a better matching of costs and benefits
given the ability to interrupt the INGR transportation service.

N. Combining Natural Gas (“NG”) and Liquid Petrolenm Gas (“LPG”
customers for General Rate Purposes (Gas)

Sierra’s Position

574.  Sierra proposes to combine the LPG and natural gas customers for general
rate purposes (Exhibit 219 at 21). Sierra asserts that because of the small size of the LPG
class (381 residential customers and 11 small commercial customers), the base tariff
general rate ("BTGR”) revenue requirement for LPG operations is approximately
$95,000. The modest cost per therm differential between LPG and natural gas customers
is insufficient justification for separate rate classifications (Exhibit 89 at Statement O, p.
1; Exhibit 220 at 7).

575.  Sierra estimated that the LPG residential class non-fuel revenue
requirements would not change and the LPG small commercial class experienced an
approximate $1,000 subsidy (Exhibit 89 at Statement O, at 1; Exhibit 221 at Attachment
Shelton-Patchell Direct-2-Cert. p.1). Additionally, Sierra testified that administrative
efficiencies could be obtained (e.g., billing system programming) (Tr. at 2149).

11 |

/11
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Staff’s Position

576.  Staff supports the consolidation of the LPG and natural gas customer
classes because the cost differences do not justify different rates for these two classes (Tr.
at 2248-2249).

Commission Discussion and Findings

577. The Commission approves Sierra’s unopposed proposal to combine the
LPG and natural gas customer classes for general rate purposes. The Commission finds .
the cost differences do not justify different rates for these two services. Moreover,
consolidating the two classes should produce administrative efficiencies.

0. Basic Monthly Service Charge (Gas)

Sierra’s Position

578.  Sierra proposes increasing the Basic Service Charge to better reflect the
fixed underlying costs and lessen the intra-class subsidy (Exhibit 219 at 16, 19; Exhibit
220 at 13). Further, increasing the Basic Service Charge enhances the stability of Sierra’s
revenue as weli as customers’ energy bill charges (Exhibit 219 at 19; Exhibit 220 at 13).
Sierra estimated that the standard deviation of residential class monthly revenue volatility
was 3.4 percent. Sierra estimated that the proposed $8.50 Basic Service Charge retains
the same level of monthly bill volatility whereas a lower monthly charge increases
monthly revenue volatility. The corollary is that a higher rate reduces volatility (Exhibit
220 at attachment Walsh-Direct-3). Sierra’ s cost based and proposed Basic Service

Charge by customer class are set forth in the table below:

11/

11/
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94 percent of the annual Residential class and Large Commercial customer class bills,
respectively (Exhibit 229 at Attachment JCA-13-RD). Further, while the proposed

increase in monthly Basic Service Charges for large commercial classes (i.e., large
commercial service, INGR, and transportation) increases are significant, the proposed

charges are still significantly below cost based rates (Exhibit 229 at 29).

BCP’s Position

582. BCP recommends that the éommission deny Sierra’s request to increase
the residential class Basic Service Charge (Exhibit 201 at 24). In addition to allowing
customers to retain more control over their bills through consumption decisions, BCP
asserts that increasing the monthly fixed charge harms conservation efforts by
discouraging customers from making energy efficiency investments (because it increases
the investment payback period). Obtaining a similar leve! of energy efficiency
investment requires increasing energy efficiency program incentive payments (Exhibit
201 at 12-14).

583. BCP contends that encouraging conservation has a valuable hedging
attribute; conservation reduces demand, which mitigates unforeseen upward.price spikes
caused by supply and demand imbalances (Exhibit 201 at 15-16). |

584. BCP acknowledges that rate design alone is insufficient to induce
sufﬁcienlt conservation, as evidenced by the significant ratepayer financed energy
efficiency programs (Exhibit 201 at 14-15).

Sierra’s Rebuttal Position
585.  Sierra reiterates its argument, with which Staff concurs, that the continued

gradual movement toward cost based rates reduces intra-class subsidies. Further, Sierra
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the current fees (Exhibit 219 at 29). Sierra estimated the average visit fully loaded hourly
field labor (labor and transportation) cost to be $66.83, with an expedited cost of $94.62
4 (Exhibit 219 at 27, 30, Attachment Shelton-Patchell Direct-7). Sierra further noted that
these service fees were last modified in 1981.

590.  Sierra would continue to charge no fee for physical service disconnections
for safety or tariff related matters. In a combination gas and electric service customer
premise visit only one service fee would be charged (Exhibit 219 at 27). Further, the

ASD program will not reduce the number of customer premise visits (Exhibit 219 at 30;

Tr. at 2146).

Staff’s Position

591.  Staff recommends the Commission approve Sierra’s proposed increase in
customer premise service fees, as it represents a reasonable step toward cost based rates
(Exhibit 229 at 3, 31, 32-34). Further, Staff observed that simply adjusting the existing
fees for inflation (1981-2009) the $15.00 and $22.50 would have increased to $35.72 and
$53.57, respectively (Exhibit 229 at 31). Additionally, Staff contends the ASD program
will not significantly reduce customer premise visits for the gas department. For safety
reasons, Staff expects Sierra’s to continue to physically disconnect and reconnect service
(Exhibit 229 at 32). However, Staff does recommend the fees for these services be re-
examined in Sierra’s next general rate case. This will allow any reduction in service
costs stemming from the ASD program to be reflected in these fees (Exhibit 229 at 32-
33).

i

*1$74.11 * 0.75 hours = $66.83 and after hours rate of 1.5 times $66.83 (Exhibit 219 at Attachment
Shelton-Patchell Direct-7).
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~

Commission Discussion and Findings

595. The Commission approves Sierra’s proposed increase in customer premise
visit fees from $15.00 to $30.00 and from $22.50 to $40.00 for same day or after hours
visit. These charges have not been adjusted since 1981.

596. The proposed change is justified based on the cost study that indicates that
the costs of these services average $66.83 for regular service and $94.62 for expedited
service. These estimates were not challenged by any party, including BCP. The
Commission notes that while this is a significant step toward cost based rates, the
proposed rates are still less than one-half of the cost for such visits.

597. The Commission directs Sierra to 1) track the cost savings related to the
elimination of truck rolls under the ASD program; and 2) revisit the customer premise
visit charges in its next general rate case.

Q. Miscellaneous Tariff Language Clarifications (Gas)

Sierra’s Position

598.  Sierra proposes to make the following tariff changes to clarify language,
match current practice, or correct and update references. The proposed changes are
summarized below:

1) Include within the Statement of Rates the Basic Service Charge and Tier 1

non-interruptible rate and Tier 2 interruptible rate of Schedule INGR..

2) For Schedule INGR:

a. Provide a statement within Schedule INGR referring to the

location of the Basic Service Charge rate in the Statement of Rates.
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Also describe the two tier non-interruptible and interruptible rate in
a new paragraph within Schedule INGR.

b. Provide language stating that any facilities that must be installed as
a result of a customer request must be constructed in accordance
with Rule No. 9.

c. Make minor housekeeping updates to the NAC citations and BTER
and DEAA terminology.

3) In Special Condition 1 of Schedule SCNG, clarify that a customer must
have monthly consumption of less than 12,000 therms in all of the five
winter months, November through March for Schedule SCNG to be
applicable.

4) In Special Condition 3 of Schedule “LCNG”, clarify that a customer must
have monthly consumption of greater than 12,000 therms in one or more
of the five winter months.

5) For Schedules “TF” and “TI™:

a. Refer to sales rate schedules as retail rate schedules.

b. Include in Schedules TF and TI a provision for collecting monthly
service charges of telemetering facilities.

c. Include a provision within Schedules TF and TT's Facility
Additions section that a customer will be required to pay for all of
the additional facilities required to facilitate a customer's new

request for service.
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d. Provide that the rates for service under both transportation rate
schedules become effective on the effective date of a Commission
decision.

€. Provide that all gas delivered on a daily basis in excess of firm
service as specified in the service agreement will be considered
interruptible gas under Schedule TL

f. Under the Gas Cost Adjustment provisions of Special Condition
4.6.1, update the language to provide for either a payment or a
credit for an outstanding DEAA balance for the applicable
recovery period, rather than for 12 months.

g Make a variety of minor rate schedule changes to better conform
Schedules TF and TI to current business practice. This includes
updating the labeling of customer charge to basic service charge

and purchased gas adjustment provision to DEAA.

(Exhibit 219 at 31-32).

Staff’s Position

599.

Staff recommends that the Commission accept Sierra’s proposed changes,

plus make three additional clarification and corrections listed below:

1)

Direct Sierra to use "Rule No. 9, Gas Main Extensions" when referencing
this rule in the proposed tariff Gas No. 1. A review of the tariff disclosed
referencing to Rule No. 9, Gas Main Extension, occurred in several

different ways. Consistency in referencing is preferable.
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under this schedule is subject to all other provisions of the Utility’s tariff.”” (Exhibit 206
at 2-3).
Commission Discussion and Findings

602. The purpose of a tariff is to specify the terms and conditions of a utility-
provided service. The language in the tariff should be clear and accessible. Sierra’s and
Staff’s proposals clarify and/or correct Siefra’s proposed tariffs. These do not represent
policy changes, but rather clarify existing policies.

603. The Commission accepts Sierra’s revisions to its tariff as modified in its
rebuttal testimony. Sierra’s revisions to Staff’s recommendations clarify the tariffs.
THEREFORE, it is ORDERED THAT:

1. The Application of Sierra Pacific Power Company d/b/a NV Energy for
authority to increase its annual revenue requirement for general rates charged to all
classes of electric customers and for relief properly related thereto, designated as Docket
No. 10-06001, is GRANTED as MODIFIED by this Order and the Stipulation attached as
Attachment 1.

2. The Application of Sierra Pacific Power Company d/b/a NV Energy for
authority to increase its annual revenue requirement for general rates charged to all
classes of gas customers and for relief properly related thereto, designated as Docket No.
10-06002, is GRANTED as MODIFIED by this Order

3. The Application of Sierra Pacific Power Company d/b/a NV Energy for
approval of new and revised depreciation and amortization rates for its electric

operations, designated as Docket No. 10-06003, is GRANTED as- MODIFIED by this
Order.
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4. The Application of Sierra Pacific Power Company d/b/a NV Energy for
approval of new and revised depreciation and amortization rates for its gas operations,

_ designated as Docket No. 10-06004, is GRANTED as MODIFIED by this Order.

5. The Stipulation attached hereto as Attachment 1, resolving issues in
Docket No. 10-06001 related to the construction of the Tracy Combined Cycle Facility, is
approved.

6. The written Motion of Sierra Pacific Power Company d/b/a NV Energy to
Strike Staff Testimony Recommending Disallowances Violating Prohibition Against
Retroactive Ratemaking is hereby DENIED in accordance with this Order.

7. The oral Motion of the Commission’s Regulatory Operations Staff to
Strike portions of testimony presented at hearing by witness Patricia M. Franklin of
Sierra Pacific Power Company d/b/a NV Energy, is hereby DENIED in accordance with
this Order,

8. Sierra Pacific Power Company d/b/a NV Energy’s rate of return on equity
shall be set at 10.10 percent for its electric operations, in accordance with the terms of
this Order.

9. Sierra Pacific Power Company d/b/a NV Energy’s rate of return on equity
shall be set at 10.00 percent for its gas operations, in accordance with the terms of this
Order.

10.  Sierra Pacific Power Company d/b/a NV Energy is ordered to meet the
following compliances:

A. No later than January 31, 2011, Sierra Pacific Power Company d/b/a NV

Energy shall file a separate application with the Commission to determine
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11.

the reasonableness of project development costs for the Ely Energy Center
and may propose reclassification of these costs from a deferred debit to a
regulatory asset.

Contemporaneous with its compliance tariff filing following issuance of
this Order, Sierra Pacific Power Company d/b/a NV Energy shall provide
workpapers demonstrating that it used the correct reserve balances for the
Kings Beach diesel units to calculate the compliance revenue requirement.
Contemporaneous with its compliance tariff filing following issuance of
this Order, Sierra Pacific Power Company d/b/a NV Energy shall file a
Kings Beach Revenue Requirement utilizing Commission approved rates.
No later than 30 days after the effective date of this Order, Sierra shall file
with the Commission a compliance filing showing the total costs that will
be allocated to Washoe County ratepayers based on the following
methodology: The actual cost to construct Phase II of the Tracy to Silver
Lake Transmission Line Project, less the estimated cost to construct the
Project under the Preferred Plan=Gross Incremental Cost

Sierra Pacific Power Company d/b/a NV Energy shall file tariffs
implementing the Commission’s findings in thls Order within 11 calendar
days of the issuance of this Order.

Sierra Pacific Power Company d/b/a NV Energy is DIRECTED to file a

depreciation case for its electric operations no later than the time it files its next general

rate case in 2013, and include therein a completed Life Span Analysis Process for its Ft.

Churchill and Valmy 1 generating units.
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16.  As part of its next general rate case filing, Sierra Pacific Power Company
d/b/a NV Energy is DIRECTED to submit a revised customer service fee and an analysis
of how the fully implemented Advanced Service Directive program modifies the cost to
provide at home visits by utility personnel.

17.  Sierra Pacific Power Company d/b/a NV Energy is DIRECTED to track
the costs saving related to the elimination or reduction of truck rolls under the Advanced
Service Directive program, and to revisit the customer premise visit charge for natural
gas services in its next general rate case for its gas division.

18.  Sierra Pacific Power Company d/b/a NV Energy must continue charging
its existing rates until it has updated its tariff. The new rates resulting from these Dockets
will not take effect until after Sierra Pacific Power Company d/b/a NV Energy.updates its
tariff to reflect the new rates.

19.  All arguments of the parties raised in these proceedings, including, but not
limited to arguments raised in the hearings, not expressly discussed herein, have been

considered and either rejected or found to be non-essential for further support of this

Order.
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ATTACHMENT 1
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10.  Sierra shall not defer in a regulatory asset or seek to recover in a future rate
case costs charged by Mr. Connell, Mr. Gotilke, or Mr. Wickersham in connection with
litigation of the Tracy CC issues in Docket No. 10-06001.

11.  The following testimony shall not be marked or admitted into evidence in
Docket No. 10-06001:

~Sierna 's Direct Case

a) Section I11.A. of the Pre-Filed Direct Téstimony of C. Kevin Bethel

b)  Pre-Filed Direct Testimony of David Gohlke and Andrew McNeil

c) Pre-Filed Direct Testimony of Charles A. Pottey

d) Pre-Filed Diréct Testimony of James Connell

e) Section 111 A. of the Pre-Filed Direct Testimony of John Lescenski
Sierra’s Ceriification Case ‘

f) The portions of the Pre-Filed Certification Testimony of Sathien

Arulanantham that relate to Schedule I-CERT-44

g)  The portions of the Pre-Filed Certification Testimony of David Sosa
that relate to Schedule I-CERT-44

k) The portions of the Pre-Filed Certification Testimony of Patricia.M.
Franklin that relate to Schedules H-CERT-43 and I-CERT-43

Staff’s Direct Case

i) Pre-Filed Direct Testimony of Paul Maguire

b)) The portions of the Pre-Filed Direct Testimony of Gary Cameron that

relate to his Recommendation #4
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SIERRA PACIFIC POWER COMPANY

D/B/A NV ENERGY

By October ,2010
Elizabeth Elhot

PUBLIC UITLITIES COMMISSION OF
NEVADA, REGULATORY OPERATIONS STAFF

By October ____,2010
Tammy Cordova, Staff Counsel

OFFICE OF THE ATTORNEY GENERAL’S
U OF CONSUMERIPROTECTION

o Nend ¥ am{ T

id M. Norris

FELDORADO RESORTS LLC

By October ___,2010
_ Kathleéen Drakulich »

TRUCKEE MEADOWS WATER AUTHORITY

By . , October ____,2010
‘Kathleen Drakulich : :

" THE CIRCUS AND ELDORADO JOINT
VENTURE DBA SILVER LEGACY RESORT
CASINO RENO

By . - October ____, 2010
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NEWMONT MINING CORPORATION

By October 2010

Timothy K. Shuba

CITY OF SPARKS

October 27, 2010
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