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IN RE: APPLICATION OF ENTERGY )
NEW ORLEANS, INC. FOR APPROVAL )
TO CONSTRUCT NEW ORLEANS POWER ) DOCKET NO. UD-16-02
STATION AND REQUEST FOR COST )
RECOVERY AND TIMELY RELIEF )

BRIEF IN SUPPORT OF
CONCLUSIONS AND RECOMMENDATIONS
ON BEHALF OF
AIR PRODUCTS AND CHEMICALS, INC.

INTRODUCTION AND SUMMARY

MAY IT PLEASE THE CITY COUNCIL OF THE CITY OF NEW ORLEANS

Air Products and Chemicals, Inc. (“Air Products”) is the largest industrial customer of
Entergy New Orleans, Inc. (“ENO”) and a major contributor to the economy of the City of New
Orleans, Louisiana. Following the devastation from Hurricane Katrina, Air Products invested in
excess of $80 million to rebuild its facility and maintain its presence in New Orleans. Air
Products’ continued operation (at the current level of production, higher or lower) is dependent
in large measure upon reliable sources of electric power at reasonable cost. Air Products
operates other plants in Louisiana and Texas, which effectively compete against each other.
Electricity costs in New Orleans are higher than all of those other facilities.

Since reliable electric supply is crucial to all customers, the decommissioning of the two
ENO power plants at Michoud (near the Air Products facility) exposed all customers to potential
cascading losses of supply. Absent construction of the proposed New Orleans Power Station
(*NOPS™), or a significant and also costly transmission build out, New Orleans is exposed as an

isolated island without a supply of electricity. Air Products has a significant interest in the



outcome of ENO Docket No. 16-02. Accordingly Air Products intervened therein and has been
an active participant in the proceedings.

During the discovery period, Air Products became even more concerned about the
outcome of the application of ENO for permission to construct NOPS, which action is in keeping
with this City Council’s 2015 Resolution R-15-524, that “directed” ENO to “use reasonable
diligent efforts to pursue development of at least 120 MW of new build peaking generation
capacity within the City of New Orleans and to use diligent efforts to have at least one future
generation facility located in the City of New Orleans.” R-15-524 also directed ENO to “fully
evaluate Michoud or Paterson as potential sites...” The NOPS project, if approved, would
comply with each of these directives.

Air Products is of the opinion that it is in the best interest of the residents and businesses
of New Orleans that ENO construct a new electric power generation plant at Michoud, and that
the most prudent choice therefore is the seven Reciprocating Internal Combustion Engines
(“RICE”) Alternative. Initially, Air Products recommends that ENO install only four or five of
the seven Wartsila 155056 RICE units, but include the infrastructure for all seven, in case
future load growth justifies the additional units.

Air Products submitted testimony of James Dauphinais and Maurice Brubaker.
Mr. Dauphinais filed Direct Testimony in which he was critical of ENO’s transmission analysis.
After a review of ENO’s Supplemental and Amending Testimony, Mr. Dauphinais concluded
that ENO’s updated transmission analysis was reasonable; and accordingly, Mr. Dauphinais did
not file any Additional Direct Testimony questioning ENO’s transmission analysis.
Mr. Brubaker testified about the need for added capacity, the type and amount of capacity that

should be installed and cost recovery for any NOPS unit that may be approved by the Council, as



well as a revised cost recovery methodology associated with Ninemile Unit 6 and Union Power
Station.

Using the framework of the Joint Statement of Issues, a summary of our findings,
conclusions, and recommendations is as follows, to wit:
l. Whether ENO’s Analysis of Need is Sufficient to Justify an Investment

Air Products finds that ENO has demonstrated a need for capacity, both from the
perspective of achieving a reasonable reserve margin above its expected peak load, and also from
a locational reliability perspective.
1. Whether Either of ENO’s Choices of Technologies is in the Public Interest

Air Products has concluded that the Combustion Turbine (“CT”) Alternative is too large
and too inflexible to meet the needs of ENO’s customers. Air Products is of the view that ENO’s
RICE Alternative is in the public interest; but that not all seven of the Wartsila units should be
constructed at this time.
I11.  Whether ENQO’s Selection of the Michoud Site is Reasonable

Air Products is not aware that there is any viable site for construction of NOPS other than
the Michoud site, and supports construction of the RICE facility at that location.
IV.  Whether ENO’s Proposed Costs, Cost Recovery Mechanism and Monitoring Plan

are Just and Reasonable and Should be Approved by the Council

As a means of cost recovery for the non-fuel revenue requirement associated with the
NOPS facility, Air Products supports a two-step rate increase that would be developed in
conjunction with the 2018 Combined rate case filing. The first step would exclude the revenue

requirement associated with NOPS; while the second step would recognize a higher level of rates



that would become effective following the commercial operation of the NOPS unit. This
suggestion was presented by the Advisors and has generally been accepted by ENO.

Nonetheless, ENO prefers a rider, a modified version of the Purchased Power and
Capacity Acquisition Cost Recovery Rider (“PPCACR Rider”), that would adjust rates for the
NOPS revenue requirement when it goes into service. This is not the preferred approach for Air
Products or the Advisors, but if this alternative is permitted, then the specific mechanism for
apportioning these costs to customer classes must be decided in the Combined rate case. Air
Products supports the recommendation of the Advisors that if this is the route taken, the
allocation to customer classes be as an equal percentage of base rate revenues. This is the only
logical approach in the absence of a cost of service based allocation.

The existing PPCACR Rider (that recovers the costs of Ninemile Unit 6 and Union
Power Station) allocates the non-fuel revenue requirements on a customer class kilowatt hour
basis. This is not cost-based and therefore is invalid under standard regulatory principles, and
moreover is costing Air Products millions of dollars in excess charges (over $3 million of excess
charges through September 2017), above what should have been charged had the rate case
procedure called for been followed. The over-charge continues at the rate of approximately $1.5
million per year. The Advisors agree that Air Products is being overcharged. Air Products
submits that it would be unreasonable to wait for an additional 18 to 24 months for the
Combined rate case to fix this problem. Rather, at the conclusion of this proceeding, and within
60 days of the Council’s resolution, the PPCACR recoveries should be realigned across customer
classes as an equal percent of base rate revenues. If that is not possible outside of a rate case,
then in the 2018 combined rate case Air Products should be compensated for the overcharges.

Air Products supports the position of the Advisors on the monitoring plan.



EVIDENCE ON CONTESTED ISSUES

In this section of its brief, Air Products sets forth the key evidence in support of the
positions which it has taken in this docket.

l. Whether ENO’s Analysis of Need is Sufficient to Justify an Investment for Capacity
and/or Reliability

After reviewing the evidence, especially the Supplemental and Amending Direct
Testimony of ENO witness Cureington filed in July of 2017, Air Products concluded that there is
a capacity deficit on the ENO system, and a need to install additional capacity. The specific
details supporting this conclusion are set forth on Exhibit SEC-11, which is attached to Mr.
Cureington’s testimony. Although the specific numbers have been declared Highly Sensitive
Protected Materials (“HSPM?”), it is clear from a review of this load and capacity statement that
unless additional capacity is added to the ENO system, ENO will have a large and persistent
deficit and would not be able to meet its customers’ needs.

As Mr. Brubaker noted at page 5 of his Additional Direct Testimony, ENO’s updated
studies indicate a long-term capacity need of approximately 99 MW by 2026, and up to 248 MW
by 2036 (Brubaker Additional Direct Testimony, page 3, lines 13-15). Mr. Brubaker also noted
that the 2036 data is a forecast almost 20 years into the future, and it is very possible that the
load will not grow as much as projected; that anticipated retirements of power plants in Amite
South will be delayed, or that both will occur, resulting in less need for capacity than asserted by
ENO (Brubaker Additional Direct Testimony, page 6, lines 2-6).

While Air Products supports adding some capacity, it does not believe that the evidence
would justify adding the 226 MW CT unit because there is not a near-term need for this amount

of capacity. The portion of Mr. Cureington’s Exhibit SEC-11 that displays the results of adding



the CT was marked as Exhibit AP No. 2, and is appended hereto as Attachment A to this brief.
The bottom line on this schedule shows the result of adding the CT. It is obvious that adding the
226 MW CT would create significant excess capacity for a prolonged period of time, and that it
IS not a suitable addition as reserve margins would increase above the 12% target, to more than
*Fxkxkxxkx Because of the large amount of excess capacity it would create, the CT may not be
considered used and useful by the City Council.
As Mr. Brubaker noted:
“Q IN YOUR OPINION, DOES THIS FORECAST JUSTIFY

ADDING 226 MW OF CAPACITY (THE PROPOSED NOPS
CT) AT THIS TIME?

A No. There is not an immediate need for that amount of capacity.
The near-term need as forecasted by ENO is less than 100 MW. In
light of the long time before an indicated capacity need would
approach 226 MW, a smaller amount of capacity added now will
cover needs in the near future, provide time to evaluate how loads
actually materialize, and allow stakeholders to monitor the need for
and timing of unit retirements. The smaller revenue requirement
associated with a smaller capacity addition also will reduce risk
and create less of an impact on customers.” (Brubaker Additional
Direct Testimony, page 6, lines 10-18.)

That portion of Mr. Cureington’s Exhibit SEC-11 that deals with the RICE facilities was
marked as Exhibit AP No. 3, and is appended hereto as Attachment B. The last line on this chart
again shows the result of adding the NOPS capacity, in this case the 128 MW RICE facility. It
yields excess capacity as well, but not near to the same extent as would be true if the CT were
added.

Air Products witness Brubaker concluded (page 8 of his Additional Direct Testimony,
lines 6-13) that the RICE Alternative resource is a more appropriate fit for the needs of ENO’s

customers at this point in time.



Advisors’ witness Rogers came to the same conclusion, stating as follows at page 3,
lines 10-15 of his Direct Testimony:

“Among the two NOPS configurations, I recommend that the Council
strongly consider favoring the 128 MW project, consisting of seven
Reciprocating Internal Combustion Engine (“RICE”) generator sets, due
to its better fit with ENO’s load and capability needs especially when
considering the Council’s 2% DSM Goal, superior heat rate, operational
flexibility, and black start capability in the event that New Orleans
becomes disconnected from the regional transmission grid.”

In addition to being more suitable from a size of capacity standpoint, the RICE resource
possesses a number of beneficial characteristics as compared to the CT. Air Products witness
Brubaker noted some of these at pages 8-9 of his Additional Direct Testimony. He also
summarized them during cross-examination by counsel for ENO (December 20, 2017 Transcript,
page 176, line 15 through page 179, line 7). The nine key benefits of the RICE facility, as
compared to the CT, are as follows:

1. The RICE units produce a kWh of energy with fewer BTUs (less energy) than is the
case for the CT.

2. The RICE units are less costly to start, because the fuel consumption per start is
generally lower than for the CT.

3. The RICE resource is more flexible than the CT because the RICE units have a
shorter minimum run time, so they can be operated for a shorter period of time each
day than the CT, which means there could be economies by not having to operate the
units when the load does not require them to be operated.

4. Because there are multiple RICE units, all of the capacity does not need to be
committed whenever there is some capacity need. This modular feature of the RICE
resource means the amount of capacity committed and operated can be matched more
closely to actual system needs. For example, only a few units can be run if that is all
that is needed.

5. This modular feature also contributes to the reliability provided by the units. If the
CT has a forced outage, all of its capacity will be generally unavailable; whereas
given that there are multiple RICE units, if one is on an outage, most of the other
units will continue to run, enhancing reliability.



6. The expected forced outage rate of the RICE units is lower than for the CT, which
also makes them an inherently more reliable choice.

7. The RICE units will use less water than is required by the CT, which is beneficial
both from a cost and use of resources standpoint.

8. There is a lower exposure to capital costs because the RICE facility, even if all seven
units are constructed, has a lower overall capital cost than does the CT; meaning that
the rate increase to recover the capital cost will be smaller in the case of the RICE
facility.

9. The RICE Alternative also can start on its own without outside power input
(Blackstart capability), which the CT cannot do.

Advisors witness Rogers came to basically the same conclusions as Mr. Brubaker did
with respect to the beneficial characteristics of the RICE Alternative, as contrasted to the CT
Alternative.

“With respect to physical parameters of the RICE Alternative, | have the
following observations. The economic modeling performed by ENO for
the RICE Alternative under the reference gas scenario has the unit
operating with a ****kxkxkkxdkxix annual capacity factor; the CT
Alternative operates at a higher range with annual capacity factors
between ****x*xkxkkxkxkx** over the study period. Further, a review of
the hourly modeling data shows that the CT Alternative, as compared to
the RICE Alternative, was dispatched in a less economic operating mode.
More precisely, on a relative comparison basis the RICE Alternative had a
higher percentage of generation with a generation cost that was below the
locational marginal price. While, in MISO a unit operated out of
economic dispatch will typically be compensated with make whole
payments, the modeling information suggests that the RICE Alternative
was more flexible with respect to commitment and dispatch and was a
better fit for the generation needs of the region modeled. | believe this is
due primarily to the modular nature of the RICE alternative. At any given
hour with the RICE Alternative, the facility can be operated with a subset
of the seven units producing electricity. That is if MISO only needs 36
MW of generation from NOPS, with the RICE Alternative ENO only
needs to turn on two of the engines. On the other hand, the CT alternative
would have to be operated at its less efficient practical minimum load of
approximately 50% or 110 MW. Accordingly, the RICE Alternative
compared to the CT Alternative can more precisely match part load
requirements and can most likely be dispatched with the RICE Alternative
engines operating at or near their most efficient operating points. Further,
at its full load operation, the RICE Alternative has a heat rate that is
roughly 18 percent better than the CT Alternative. Accordingly, the RICE

-8-



Alternative can be expected to have lower per MWh fuel costs as well as
being less susceptible to fuel price risk. (Direct Testimony of Advisors
witness Rogers, page 46, line 15 through page 47, line 18.)

While Air Products supports construction of a RICE facility, Air Products strongly
encourages the Council not to approve initial construction of all seven of the 18 MW Wartsila
units. The evidence clearly indicates that not all of that capacity is needed initially, and may not
ever be needed. Air Products recommends building out the infrastructure to accommodate all
seven units (in case all seven ultimately are needed) but installing only four or five units now,
and deferring the decision on adding other units until a later point in time when they may be
justified. This approach has several benefits. First, it reduces the amount of capital outlay and
therefore the cost impact on customers. Second, it has the benefit of providing time to learn how
energy efficiency measures and general demographic and economic conditions actually will
impact ENO’s load growth. (See Additional Direct Testimony of Maurice Brubaker, page 10,
lines 1-12).

It is very possible that if energy efficiency and demand response efforts are successful
under the Energy Smart 2% Savings Program, that load growth will be less than currently
forecasted by ENO. Certainly, the recent history of forecasts made by ENO for its system have
successively demonstrated lower load forecasts each time that a new forecast is made. Generally
see the recent trends in the load forecast recited from pages 7 to 10 of the Direct Testimony of
Advisors witness Rogers.

ENO witness Cureington agreed during cross-examination that the capacity from ***
****% units would be more than sufficient to meet anticipated needs for the next ***
**x*x*x*  (December 18, 2017 Transcript, page 330, line 7 through page 331, line 19). This can

easily be discerned from Exhibit AP No. 3 (appended hereto as Attachment B to this brief) by



subtracting 36 MW (the capacity of 2 Wartsila units) from the bottom line on this schedule.
Even by 2027, the surplus would be ***¥#kkikakkidodidokdtdkrddrrrdrx,

ENQO’s primary argument against building fewer than seven units initially is that the
average cost per kW is expected to be lower if all seven are built at once. While this may be
true, making the larger capital commitment upfront, when there is a great deal of uncertainty
about whether the full amount of capacity will be needed anytime soon, imposes on customers
higher rates than needed to support current requirements, and perhaps also higher than necessary
to support future requirements. Making a higher dollar outlay to purchase more than you need of
something, just to get a lower average cost, doesn’t make sense in ordinary life, and it doesn’t
make sense in utility planning either.

If a consumer needs five widgets, it would be better to pay $10 ($2 per widget) than to
pay $14 to buy eight at a discounted cost of $1.75 per widget. This is especially true if the
consumer doesn’t know if he or she will ever need the three additional widgets. The modular
nature of the RICE facility is naturally scalable and reduces risk to the customer, while
preserving the option to add to the facility later if, in fact, load growth materializes as currently
forecasted.

Because of the modular nature of the RICE facility, four or five units can be installed
now, and additional units (if they become needed) can be installed at a later date, at the same
location. And if not needed, customers will have been spared the burden of unnecessary costs.

ENO witness Charles Long addressed local reliability needs in his Supplemental and
Amending Direct Testimony. In particular, at page 9 of his Supplemental and Amending Direct
Testimony, lines 1-11 he stated as follows:

“By 2019, if NOPS is not constructed, several 230 kV and 115 kV lines in
DSG would overload without additional transmission investment. In

-10-



addition, a Category P6 contingency event would result in severe
overloads of several 115 kV lines in the DSG area, leading to
uncontrollable cascading outages of up to six 115 kV transmission
branches. Consequently, a voltage collapse and load shed event in the
ENO transmission network would result from the severe reactive power
deficit due to the loss of the transmission branches and reactive power
support in the ENO transmission grid. Also in 2019, a breaker failure
contingency at the Ninemile 230 kV substation was observed to result in
three 230 kV transmission line overloads and one 115 kV transmission
line overload.” (Emphasis added.)

He also identified the substantial capital investments that would be required if no
additional generation capacity is built within the ENO service territory. As shown on page 11 of
his Supplemental and Amending Direct Testimony, unless generation capacity is constructed in
the ENO service territory, the amount of transmission investment that would be necessary to
address reliability concerns exceeds $50 million. And, this assumes that it would be possible to
site these transmission lines in wetlands and heavily populated areas, complicated further by less
than desirable soil conditions for construction of transmission infrastructure, which may not even
be possible or necessary. And, even if the transmission could be constructed, all it provides is
“wires”; it doesn’t provide any additional generation resource, and certainly is an inferior way to
supply loads in ENO’s load pocket.

Advisors witness Movish came to a conclusion similar to ENO’s. Namely, that
construction of capacity within the ENO service territory is far superior to attempting to solve
the reliability issues with transmission. In particular, Mr. Movish stated as follows:

“Given ENO’s stated constructability issues and unknowns concerning
ENO’s accomplishment of required transmission upgrades needed to
mitigate its transmission reliability issues, | conclude that the
Transmission Alternative, either with or without the inclusion of 2 percent
DSM and solar photovoltaic PV capacity, presents significant reliability
risk to New Orleans customers. As noted, to the extent the Council
approves proceeding with this option absent the demonstration that it is
realistically achievable given the number of unknowns related to the

feasibility of constructing needed transmission upgrades, ENO should
demonstrate to the Council that its proposed transmission upgrade projects
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can be timely constructed, the refined cost of each project, the potential
impacts of project delay on ENO’s transmission reliability, and the
definitive total costs for the alternative prior to final approval.

I conclude that, of the cases modeled, my preferred alternative is
construction of the Reciprocating Internal Combustion Engine (“RICE”)
generator sets (“RICE Alternative”), with or without consideration of 2
percent DSM and solarPV capacity, including the transmission upgrades
required to fully mitigate ENQO’s transmission reliability issues. The RICE
Alternative presents the least risk compared to both the CT Alternative
and the Transmission Alternative. If selected, the RICE Alternative also
would provide other significant benefits to New Orleans, including
operational flexibility, dynamic system support for voltage regulation, on-
site black start capacity to support restoration of service after a major
outage or storm event, and the ability to provide a source of power to
ENO’s critical loads in the event of an outage. Further, the RICE
Alternative, subject to further study, could potentially provide a source of
power for the Sewerage & Water Board’s (“S&WB”) Carrolton facility in
the event that S&WB’s generation was impaired or inoperable.” (Direct
Testimony of Philip J. Movish, page 4, line through page 5, line 5).

. Whether Either of ENO’s Choices of Technologies is in the Public Interest, and

Whether a Full Range of Options Was Considered

For the reasons recited in the preceding section of this brief, Air Products supports the
construction of four or five RICE units at this point in time as necessary to cover ENQO’s current
capacity shortfall, and to provide an acceptable level of local reliability to its customers.

Air Products is not aware of any alternative technology option that would be feasible and
should have been considered.

ENO appropriately considered the availability and practicality, as well as the economics,
of additional resources, including solar resources, wind resources, and other resources. ENO has
chosen to include 50 MW of solar resources in its capacity expansion plan, along with the NOPS
unit. This is a reasonable amount of solar generation to be added to the system, but solar is an
intermittent resource which is available only at such times as there are normal amounts of

sunshine.
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Attempts to include larger amounts of solar resources, instead of the RICE units, would
subject ENO’s customers to an intolerable risk of outages because solar cannot be counted upon
fully to perform at times of high system loads.

There are no practically available wind resources that could serve load without
substantial amounts of investment in transmission. And, wind resources also are intermittent,
and typically have their highest output at night-time in the winter, when it is least needed to serve
load. ENO’s peak occurs during hot summer days, and wind resources, even if they were
practically available and economic, could not be counted upon to fulfill that role.

There have been some comments in this docket about the use of interruptible power as a
resource. Air Products is a customer that has part of its load as interruptible. There is no
evidence that any other customers are interested in, or capable of taking, interruptible power. Air
Products is able to accommodate interruptible power for a portion of its load because the nature
of its operations allows for a certain amount of storage. Should interruptions increase beyond the
level contemplated in the Large Interruptible Service (“LIS”) tariff, it is very possible that Air
Products would not be able to tolerate the use of interruptible power, and instead would convert
to firm power. (See cross-examination of Air Products witness Brubaker in the December 20,
2017 Transcript, page 179, line 8 through page 180, line 21).

Furthermore, it must be understood that when ENO evaluates its loads and resources, it
fully recognizes the interruptible nature of this load, and removes this load from its net load
obligation. Thus, the load and capacity statement, which produces the current deficit of about
100 MW, already assumes that Air Products’ interruptible load (approximately 20 MW) will be
interrupted. If Air Products were not interruptible, ENO’s deficit would be about 20 MW higher

than what its load and capacity statement already shows.
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Construction of a RICE facility is clearly in the public interest because of the reliability
need for new generation within the City of New Orleans. The Michoud site was evaluated,
among other sites, and determined to be the prime location for new generation because of the
interconnections with the ENO transmission network. Construction of a RICE facility would
serve the public convenience and necessity, and is in the public interest, and therefore is prudent.
Further, it is prudent and just and reasonable within the parameters of the City of Plaguemine v.
the Louisiana Public Service Commission, 280 So. 2d 440 (1973) and Federal Power
Commission v. Hope Natural Gas Company, 320 U.S. 591, 660 (1944) and a series of cases
citing that decision.

I11.  Whether ENQO’s Selection of the Michoud Site is Reasonable

Air Products submits that the Michoud location is the only logical and available choice
for siting of the NOPS unit. It has the necessary infrastructure, including the transmission
interconnection that is critical to the integration of any generation. As explained by ENO
witness Shauna Lovorn-Marriage:

“ENQO’s activities related to NOPS comply with Resolution R-15-524,
which the Council adopted on November 5, 2015 in Docket Nos. UD-13-
03 and UD-13-04, wherein the Council approved the proposed settlement
terminating the Entergy System Agreement. As a condition of that
approval, Resolution R-15-524 directed ENO to “use reasonable diligent
efforts to pursue the development of at least 120 MW of new-build
peaking generation capacity within the City of New Orleans.”[footnote
omitted] That Resolution also emphasizes a commitment for ENO *to use
diligent efforts to have at least one future generation facility located in the
City of New Orleans.” Id. The Project, if approved, would comply with
each of these directives from the Council. R-15-524 also directed ENO to,
“fully evaluate Michoud or Paterson, along with any other appropriate
sites in the City of New Orleans, as the potential site for a combustion
turbine (“CT”) or other peaking unit to be owned by ENO.” Id. The site
selection evaluation that ENO undertook for the Project, which is
described in the testimony of ENO’s witness Mr. Seth Cureington,
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complies with these directives.” (Direct Testimony of Shauna Lovorn-
Marriage, page 8, lines 4-19).

IV.  Whether ENO’s Proposed Costs, Cost Recovery Mechanism and Monitoring Plan
are Just and Reasonable and Should be Approved by the Council

ENO has been directed by the Council to file what has come to be known as the
“Combined” rate case in 2018. Under the normal course of events, rates from this proceeding
would become effective in 2019. However, the RICE facility is not expected to become
operational until sometime in 2020. ENO, in its direct testimony, requests that it be provided
with some form of PPCACR Rider which would apply between the time that the NOPS unit
enters commercial service and the time that there is either a full rate case, or an annual Formula
Rate Plan (“FRP”) review. ENO was not specific as to the particular cost recovery mechanism
that should be incorporated into such a rider.

Advisors witness Prep recommends (page 3, line 11 through page 4, line 11) that the
revenue requirement associated with NOPS be treated as a “second” step in a two-step increase
that would be developed in the Combined rate case. Essentially, the first set of rates from the
Combined rate case would reflect all revenue requirement items except for NOPS, and the
second step would layer on the NOPS revenue requirement at such time as the NOPS unit
becomes commercially operable.

Although ENO still prefers to have some form of a rider to recover the cost of NOPS, its
witness Lovorn-Marriage agreed that either a revised form of rider, or the two-step methodology
could be acceptable (December 20, 2017 Transcript, page 50, lines 8-19). Moreover, the
combined rate case should be completed before the RICE facility becomes operational.

If a two-step rate increase approach is not followed, but rather the NOPS revenue

requirement is to be spread to customer classes through a rider, both Advisors witness Prep and
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Air Products witness Brubaker (see Direct Testimony of witness Prep, pages 8 and 9, and
Additional Direct Testimony of Air Products witness Brubaker at page 12, lines 8-11)
recommend that the increase be applied as an equal percent to base rate revenues.

Advisors witness Prep also agrees with Air Products witness Brubaker that the allocation
of fixed generation costs on a kWh basis (as is done in the current PPCACR Rider) is
inappropriate and invalid under standard regulatory policies. In particular, Mr. Prep testified as
follows at pages 6 and 7 of his Direct Testimony in this matter.

“Q. PLEASE SUMMARIZE THE APPROPRIATE COST
ALLOCATION METHODOLOGIES THAT SHOULD BE
CONSIDERED IN ALLOCATING THE FIXED PROJECT
COSTS TO CUSTOMER CLASSES.

A. The allocation of fixed project costs should include a recognition of
the peak demands plus reserve requirements throughout the year.
An average hourly demand represented by kilowatt hours
(“kWh™), as used in ENO’s current Purchased Power Capacity
Acquisition Cost Recovery (“PPCACR”) Rider, is a volumetric
basis which is inappropriate since it gives no weight to peak
demands or the timing of cost incurrence. Conversely, customer
class contributions at the hour of the annual system peak ignore the
relative importance of other peak demands throughout the year
where the mix of available resources and customer class
contributions to those peak demands may vary. There are more
innovative approaches to allocating fixed costs that have been used,
such as applying weightings to peak demands and combining
marginal cost concepts with the allocation of revenue requirements
based on embedded or accounting costs. An in-depth examination of
all applicable methodologies to allocate fixed costs should be
completed for the Council’s consideration in the Combined Rate
Case.” (Direct Testimony of Victor Prep, page 6, line 10 through
page 7, line 4). (Emphasis added.)

In this regard, it is important to note that the current PPCACR allocates the non-fuel costs
of Union Power Station Block 1 and Ninemile 6 across rate classes on a kWh basis. Using the
current Fuel Adjustment Clause (“FAC”) by way of illustration, Advisors witness Prep was clear

that allocation of fixed costs on a kWh basis, as is currently done in the PPCACR for Union
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Power Station and for Ninemile 6, is not cost-based, and is inappropriate. Air Products certainly
agrees with Mr. Prep in this regard.

Mr. Brubaker outlined the problems associated with the current application of the
PPCACR Rider on pages 10-14 of his Additional Direct Testimony. The non-cost-based
PPCACR had its origins in Docket No. UD-11-03, in which the Council approved ENO’s
participation in the Ninemile 6 unit being constructed by Entergy Louisiana, LLC (“ELL”). In
the January 19, 2012 Agreement in Principle (“AlP”) entered into in this case, ENO was required
to file a class allocation and rate design study to reflect the incorporation of Ninemile 6 into
rates. To cover the eventuality that this case might not be concluded prior to the time that
Ninemile 6 went into service, a short-term temporary rider was provided for recovery of costs
until the new rate case ordered by the Resolution had been processed and new base rates
established.

For simplicity and expediency, this rider collected costs on a per kWh basis, which is not
cost-based. Although Ninemile 6 went into service at the end of December of 2014, ENO still
has not filed the required base rate case, and has chosen to collect the non-fuel costs of
Ninemile 6 on a kWh basis. As a result this rider, which was designed to be used on a
“temporary” basis, became the vehicle for collection not only of Ninemile 6 costs but also for the
collection of Union Power Station non-fuel costs.

Subsequently, in the Algiers docket (Docket No. UD-14-02), a docket in which Air
Products had no standing to participate because it supposedly would affect only Algiers
customers, ENO and the Advisors agreed that there would be no increase to base rates for either
the legacy ENO customers, or the Algiers customers prior to the time that a “Combined rate

case” to be filed no later than the first quarter of 2018 had been fully processed. (This date was

-17-



subsequently changed to a mid-2018 filing). Air Products effectively was denied due process
rights because it had no basis to believe that directives affecting the rates of legacy ENO
customers would be made in any docket other than an ENO docket. Had ENO properly
processed a base rate case to incorporate the capacity costs of Ninemile 6 into rates, the infamous
Ninemile 6 per kWh rider either never would have come into existence, or if it did would have
existed only for a brief period of time.

This non-cost-based collection of the non-fuel revenue requirements of Ninemile 6 and
Union Power Station produces a massive over-charge to Air Products. This is explained in more
detail at pages 13 and 14 of Air Products witness Brubaker’s Additional Direct Testimony. More
particularly, the kwWh allocation under PPCACR charges Air Products for approximately 3.2% of
the costs being allocated, whereas a more appropriate allocation on base rates would charge Air
Products approximately 1.2% of these costs. Air Products is being charged about $2.5 million
per year of costs under the kWh allocation, when a more appropriate allocation on base rate
revenues would charge Air Products approximately $1 million per year, or $1.5 million per year
less than the kwWh-based PPCACR does.

From January 2016 through September 2017, Air Products estimates that it has been
charged about $3 million more than it should have been charged had a more cost-based
allocation of costs been in effect. Coupled with an ongoing over-charge of approximately
$1.5 million per year, this places Air Products at a substantial competitive disadvantage with
respect not only to other companies, but also with respect to other facilities of Air Products that
compete with the New Orleans facility to produce and sell product to its customers.

ENO agrees with Advisors witness Prep and with Mr. Brubaker that the current

methodology used in the PPCACR is inappropriate and should be realigned. (Rebuttal
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Testimony of ENO witness Lovorn-Marriage, page 5, lines 4-11). Air Products also is in
agreement conceptually with the need for realignment, but strongly objects to waiting until the
processing of the Combined rate case because relief would not then be forthcoming until the
middle of 2019, or later, an additional 18-24 months and more than $2.2 million of additional
over-charges to Air Products.

Given the overwhelming testimony and agreement in this docket that
allocation of non-fuel generation costs on a KWh basis is wrong, Air Products contends that
the realignment of the Ninemile 6 and Union Power Station non-fuel costs from the
PPCACR Rider to collection as an equal percentage of base rates should be accomplished
now. Air Products has suffered long enough under this non-cost-based revenue allocation
that never should have been allowed to persist. Now is the time for the Council to take
action to fix the problem — before it becomes any worse. If that is not possible outside of a
rate case, then in the 2018 combined rate case Air Products should be compensated for the
overcharges. Air Products already has paid at least $3 million more than it should have
paid for recovery of these costs, and the excess charges continue at the rate of $1.5 million

per year.
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