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This is not the only instance in PURA where the costs agreed to by the utility and a
third-party are considered or presumed reasonable, according to CenterPoint, COH/HCOC, and
GCCC. PURA § 14.006 provides that:

[T]he commission may not interfere with employee wages and benefits, working
conditions, or other terms or conditions of employment that are the product of a
collective bargaining agreement recognized under federal law. An employee wage
rate or benefit that is the product of the collective bargaining is presumed to be
reasonable.
Under this provision, wages and benefits negotiated pursuant to a collective bargaining agreement
are presumed to be reasonable. PURA § 3 3.008 goes even further, in that franchise fees are not just
presumed reasonable, but are considered to be reasonable and necessary and are to be included in
cost of service.

In support of her position, Ms. Jacobs cites the language of TAX CODE § 182.025(c).
However, according to the proponents of CenterPoint's position, this provision of the Texas Tax
Code is irrelevant to the issue of the franchise fee expense amount that is recoverable for ratemaking
purposes. This provision addresses the charges that a city may lawfully levy, not the amount that is
recoverable by the utility in a ratemaking proceeding. This provision does not even prescribe the
amount of the fees or the manner of calculation, let alone the amount of the fees recoverable through
the ratemaking process.

In addition, TAX CODE § 182.025(c) provides no independent standard for the review and/or
recovery of these fees through the ratemaking process.

Even if one were to assume that the

provisions of the Texas Tax Code affect the franchise fees recoverable through the ratemaking
process, it still is irrelevant because TAx CoDE § 182.025(c) simply defers to PURA § 33.008 for the
determination of the amount of such fees. The provision of TAX CODE § 182.025(c) cited by
Ms. Jacobs states: "[t]he total charges, however designated or measured, relating to distribution
service of an electric utility or transmission and distribution utility within the city may not exceed the
amount or amounts prescribed by Section 33.008, Utilities Code."
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Even assuming that Staff's recommended approach to this issue is otherwise proper, the
proponents of CenterPoint's position assert that Staff also has failed to support its claim that the
franchise fees incurred by the Company in the test year, as a substantive matter, are unreasonable or
that they were unnecessary to the provision of utility service. These parties contend that Staff cannot
simply claim that $24.1 million of these fees were not reasonable or necessary without any
substantive review.590

The Staff offered no evidence that it had performed a substantive and

comprehensive review of the services provided by the cities to the Company or the costs incurred by
the cities to provide these services and administer the franchise agreements. To the contrary, the
Staff stated that it could "not make a determination as to whether the additional benefits are
reasonable and necessary to provide service to the public" without further information.591 This is a
conundrum created not by the legislature, cities or the Company, but rather by the Staff itself as the
result of its insistence that any franchise fee amounts in excess of the amounts calculated pursuant to
subsection (b) are per se not reasonable or necessary unless the additional amounts are justified
within the franchise agreements themselves.

In addition, the proponents of CenterPoint's position argue that the Commission should reject
Staff's attempt to establish a new set of review criteria necessary for recovery that is not found in the
statute or the Substantive Rules.592 They contend that, for the first time, Staff asserts that amounts in
excess of the franchise fees calculated pursuant to subsection (b) are recoverable only if they are
"paid in exchange for certain additional benefits," that must be "explicitly identified and quantified
in the franchise ordinance, along with other supporting documentation. ,593 These criteria, contend
the proponents of CenterPoint's position, are not stated in PURA or the Commission's rules and
should not be applied in this proceeding.594

s9o
591

See, e.g., GCCC Initial Brief at 53.

Staff Ex. 8 (Jacobs Direct) at 17.
192 See,
e.g., GCCC Initial Brief at 54.
593
Staff Ex. 8 (Jacobs Direct) at 16.
594
See, e.g., GCCC Initial Brief at 54.
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The increase in franchise fees proposed in this case is the result of negotiations between cities
and the Company on expiration of the previously existing franchise fees. Since the franchise fees
were appropriately established under PURA, they are a reasonable and necessary operating expense
of the Company, and should be included in rates. Accordingly, the ALJs recommend that the
Commission approve CenterPoint's franchise fee request of $138.6 million.

VIII.
A.

ERCOT WHOLESALE TRANSMISSION COST OF SERVICE

Wholesale Transmission Cost of Service Tariff Changes
To fully recover its wholesale transmission costs, CenterPoint calculates a wholesale

component in accordance with P.U.C. SUBST. R. 25.192.s95
Pursuant to P.U.C. SusST. R. 25.192(b)(1), CenterPoint's wholesale transmission rate is
calculated by dividing its Commission-approved wholesale TCOS by the average of the "ERCOT
coincident peak demand for the months of June, July, August, and September," known as the
four-month coincident peak demand (4CP).

The wholesale TCOS, which is collected from

Distribution Service Providers (DSP), including itself (the Company is a DSP and a TSP) in ERCOT
for their proportional use of CenterPoint's transmission grid, is calculated to be $260.6 million.596
When the requested wholesale TCOS is divided by the ERCOT 4CP and then divided again by 12, a
transmission service monthly rate of $0.356844 per kW per month is the result.597 This calculation is
uncontested and should be approved by the Commission.598

s9s

See CEHE Ex. 28 (Fitzgerald Direct) at 10, 39, and Ex. WLF-3.
196 CEHE Ex. I at Schedule III-A-1 and WP/Schedule II-1.
597 CEHE Ex. 30 (Troxle Direct) at 58 and Ex. MAT-8 at 7.
598 Just as CenterPoint, as a Transmission Service Provider (TSP), collects its wholesale TCOS from other DSPs in
ERCOT, CenterPoint, as a DSP, must pay TSPs in ERCOT for its proportional usage of the transmission grid. The
amount that CenterPoint pays out to TSPs is the retail transmission revenue requirement that is recovered in the retail
Transmission Charge. These calculations can be found in CEHE Ex. 1 at WP/Schedule II-1 and Schedule III-A/1 (bates
pages 6444-47).
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Rider UCOS Wholesale Credit
Rider UCOS Wholesale Credit (RUWC) is a credit that, pursuant to the settlement in Docket

No. 32093, is to be returned to DSPs that were assessed a transmission service charge under rate
schedule Wholesale Transmission Service. The credit has since been fully returned. Instead of
deleting this Rider, Mr. Troxle recommended, mainly for administrative ease, that the Rider be
renamed to Rider Insurance Proceeds Credit (Rider IPC) so that it can be used to return the
$1.569 million in insurance proceeds from Hurricane lke.599 This credit would be returned over an
anticipated three-year period or until the funds are fully returned, at which point the rider and credit
would terminate. CenterPoint contends that Rider IPC is necessary to return these funds, and should
be approved suggesting that, administratively, this may be accomplished by either renaming the
current Rider or by removing the Rider from the Wholesale Tariff and adopting a new Rider IPC.
Since no party challenged this recommendation, the ALJs recommend that the Commission either
rename the current Rider to Rider IPC or remove the Rider and create a new Rider IPC.

IX.
A.

COST ALLOCATION AND RATE DESIGN

Cost Allocation [Germane to Preliminary Order Issues Nos. 14 and 25]
1. Capacity Allocation (Minimum System)
CenterPoint allocates $255 million of distribution plant investment in lines, poles,

transformers, and underground facilities, which is approximately 9 percent of total distribution plant,
as customer-related. The Company relies upon the concept of a minimum distribution plant to
support the classification of distribution infrastructure as customer-related.boo

CenterPoint states that the Commission has approved the Company's use of its minimum
system methodology in every litigated and settled docket starting with Docket No. 2001 in 1978, the
Company's first general rate case at the Commission .60 1 However, both GCCC and Staff point out
s99 CEHE Ex. 30 (Troxle Direct) at 58-59; see also id. at Ex. MAT-8; Ex. MAT-6.
600 GCCC Ex. 2 (Johnson Direct) at 19, citing to CEHE Sheet "II-I-1 Distribution" in the cost allocation model.
601 CEHE Ex. 61 (Troxle Rebuttal) at 26. See, e.g., Complaint of Kenneth D Williams Against Houston Lighting &
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that a minimum system was used in CenterPoint's UCOS proceeding because the Commission's
Substantive Rules required the use of demand/classification based on the methodology used in the
utility's last cost of service study unless determined otherwise by the Commission. 602

GCCC notes that CenterPoint is the only utility in Texas that uses the minimum system
concept. It states that AEP-TCC, AEP-TNC, SWEPCO, SPS, Entergy Texas, and Oncor have filed
rate cases in the last five years, and none of those utilities classified FERC Account Nos. 364-368 on
a customer basis.603 The most recent PUC precedent on this issue is Docket No. 33309, AEP-Texas
Central Company's rate case.604 In that case, the Commission rejected an intervenor proposal to
allocate a portion of distribution investment plant on a customer basis. Instead, the Commission
concluded that demand allocation is more appropriate. 605

Staff witness Lain reclassified CenterPoint's distribution function plant FERC accounts 364
through 368606 from both demand-related and customer-related to strictly demand-related, and
allocated those accounts using CenterPoint's requested D4 (Distribution Demand-Line Level-4CP)
and D5 (Distribution Demand-Line Level-4CP-Secondary) allocation factors. For the reasons
discussed above, the ALJs recommend that the Commission adopt Staff's position on this issue.

Power Company, Docket No. 12065, Order (Aug. 31, 1995); Application of Reliant Energy HLBcP for Approval of
Unbundled Cost of Service Rate Pursuant to PURA § 39.201 and Public Utility Commission Substantive Rule § 25.344,
Docket No. 22355, Order (Oct. 4, 2001).
602

GCCC Initial Brief at 59; Staff Reply Brief at 39-40; P.U.C. SUBST. R. 25.344(h)(2)(B).

603 CEHE's UCOS proceeding, Docket No. 22355, used a minimum system. However, the Commission approved the
method because the PUC Substantive Rules required the use of demand/classifications based upon the method employed
in Docket No. 12065. See, Application of Reliant Energy for Approval of Unbundled Cost of Service Rate Pursuant to
PURA § 39.201 and P. U. C. SUSS7: R. 25.344, Docket No. 22355, Order at Findings of Fact Nos. 182A and 182B (Oct. 4,
2001).
e04 Application of AEP Texas Central Company for Authority to Change Rates, Docket No. 33309 (Mar. 4, 2008).
605 Docket No. 33309, Proposal for Decision at 176 (Aug. 30, 2007) and Order on Rehearing at 17 (Mar. 4, 2008).
606 Staff Ex. 6 (Lain Direct) at 17 (reclassifying FERC Account 364: Distribution-Related Poles, Towers, and Fixtures;
FERC Account 365: Overhead Conductors and Devices; FERC Account 366: Underground Conduits; FERC Account
367: Underground Conductors and Devices; and FERC Account 368 Line Transformers).
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2. Class Cost of Service
(a) Gradualism
According to CenterPoint witness Troxle, CenterPoint's class cost of service allocation
studies determine the return received from each rate class. That allocation shows proposed revenues
at the system wide average at a unity rate of return, by class.607

Mr. Troxle explained that

CenterPoint's requested rates do not use the regulatory concept known as "gradualism." Gradualism
occurs when the analyst reduces the revenues that a class has been allocated via the cost of service
study by shifting the revenues to other customer classes, resulting in higher rates for those classes.608
Historically, a given class receiving a much larger increase in revenue requirement (and therefore
rates) compared to other classes is usually an indicator that the class is not completely paying for the
costs incurred by the utility to serve it. Designing rates in which a class's rates are too low based on
the costs it causes the utility to incur - and by extension, other classes' rates are too high - translates
into members of the affected classes not receiving the proper pricing incentives that influence
electricity consumption. As stated previously, CenterPoint chose not to employ gradualism in its
request to change rates,609

COH/HCOC argued strenuously that CenterPoint's decision not to employ the concept of
gradualism was incorrect and that gradualism is appropriately applied when a rate change or
classification will result in a disproportionate impact on a particular class or classes of customers.
There is no dispute that under the Company's proposed revenue requirement, residential ratepayers
would receive a significant increase, while several other classes would receive a significant
decrease. 610 In support of its position, COH/HCOC points to testimony offered by Mr. Troxle when
he was a member of Staff testifying in other rate cases. In the CapRock case, Docket No. 28813,
Mr. Troxle's recommendations were based on the understanding that it was appropriate to treat
CapRock j ust like any other company governed under Section 39 of PURA (i. e., an unbundled T&D
607

CEHE Ex. 30 (Troxle Direct) at 5-6.

608 CEHE Ex. 61 (Troxle Rebuttal) at 38.
609
Staff Ex. 6 (Lain Direct) at 15-18.
610
Tr. at 568.
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company such as CenterPoint).61 1 In that case, he explained all of the reasons why it was appropriate
to moderate impacts to certain customer classes, if they would be disproportionately impacted by a
rate change or classification:

Revenue requirements should be shifted among customer classes when a particular
customer class is overly burdened or when a particular customer class is affected in a
disproportionate fashion in comparison to the other customer classes. This can
happen as a result of customers changing the class of service that they receive (or
leaving the system completely), which will alter the billing determinant proportions
and cause the remaining customers to shoulder a proportionately higher rate. A
disproportionate impact can also occur when, due to specific class circumstances, the
true cost to serve a particular customer class produces a rate which is unreasonable or
overly burdensome. When this is the case, while cost-shifting is not the preferable or
overly burdensome. When this is the case, while cost-shifting is not the preferable
rate design methodology, it is important to remember that a utility's service territory
does not consist of isolated "islands" built to serve only one customer class.612
Applying Mr. Troxle's analysis to this case, argues COH/HCOC, yields the same result. Gradualism
is required to mitigate the impact for residential and street lighting classes. Gradualism is appropriate
whether the Commission adopts a base rate increase or a decrease. COH/HCOC states that its
witness, Mr. Daniel, explained the parameters that should be appropriate under either scenario.613

Staff witness Lain stated that the Commission ordinarily sets delivery rates for each customer
class to recover the costs incurred by the utility to serve that class and that CenterPoint's proposed
allocation methodology is consistent with this precedent.614 Staff stated that class subsidies are
neither equitable to those customers whose rates are inflated nor do they provide the appropriate

611 COH/HCOC Ex. 17.
611
Id. at 27.
61'
COH/HCOC Ex. 6 (Daniel Direct) at 21-23.
614 See Application of TXU Electric Company for Approval of Unbundled Cost of Service Rate Pursuant to PURA
§ 39.201 and Public Utility Substantive Rule § 25.344, Docket No. 22350, Order at 36 (Oct. 4, 2001); Application of
AEP Texas Central Company for Authority to Change Rates, Docket No. 28840, Order at 50 (Aug. 15, 2005);
Application ofAEP Texas Central Company for Authority to Change Rates, Docket No. 33309, Order at 18 (Dec. 13,
2007); and Generic Issues Associated with Applications for Approval of Unbundled Cost of Service Rate Pursuant to
PURA § 39.201 and Public Utility Commission Substantive Rule § 25.344, Docket No. 22344, Order No. 40 at 5
(Nov. 22, 2000).
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pricing to facilitate the most efficient use of resources in the provision and consumption of
electricity.615

The ALJs agree with CenterPoint and Staff that Commission precedent disfavors the use of
gradualism in cases such as this and, therefore, recommend that the Commission adopt CenterPoint's
approach.

(b) Transformer Classification
GCCC witness Johnson relied heavily on a December 2000 paper published by the
Regulatory Assistance Project for the National Association of Regulatory Utility Commissioners6i6
as support for his recommendation that CenterPoint's transformer costs should be classified as
18 percent energy and 82 percent as demand-related. He explained, as shown in the testimony of
CenterPoint witness Terry Finley,617 the Department of Energy (DOE) standards effective on January
1, 2010, require significantly higher energy efficiency performance from transformers. Mr. Johnson
testified that transformers are the second largest source of energy losses on the electric delivery
system. Transformer energy losses are categorized as either core losses which occur as long as the
transformer is connected to the system; or load losses which vary with the amount of power flowing
through the transformer. While both forms of loss can be reduced by purchasing more efficient
transformers, increased efficiency generally results in higher investment cost. Therefore, a utility
should conduct a Total Ownership Cost (TOC) analysis. The TOC analysis often shows that the
present value cost of avoidable energy losses over the transformer's life will exceed the initial
investment cost of greater transformer efficiency by a significant amount. Thus, Mr. Johnson asserted
that investment costs for transformers have been, and will be incurred to reduce customers'
wholesale energy costs, and the benefits of such investment should reflect less energy use. Therefore,

615
616
617

Staff Ex. 6 (Lain Direct) at 18.
GCCC Ex. 2 ( Johnson Direct) at 31 and workpapers at 124-127.
CEHE Ex. 11 (Finley Direct) Figure TF-15.
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a portion of transformer costs associated with incremental cost of achieving energy reductions should
be classified on an energy basis.618

It appears that the testimony and recommendation of Mr. Johnson is substantially undisputed
in the evidence and was not challenged by arguments in CenterPoint's briefs. Therefore, the ALJs
find that the preponderance of the evidence supports the recommendation of GCCC through the
testimony of Mr. Johnson that CenterPoint should apply an 18 percent energy classification for
transformers with 82 percent classified as demand-related.

(c) Business Development Expense (Account 908)
Business development expense (also known as economic development expense) is primarily
recorded in Account No. 908, customer assistance. CenterPoint allocates this expense based on class
revenue requirement. GCCC argued that this expense should be directly assigned based upon the
classes that contain customers which received economic development services.

GCCC notes that according to information on CenterPoint's website economic development
services are provided to "expanding or relocating businesses" and consist of "site selection
assistance, market research, regional assistance, and industry due diligence. ,61 9 The economic
development unit also provides "market, intelligence," "project analysis," and advisory services to
local economic development organizations seeking to attract new businesses.

During 2009,

CenterPoint's economic development department received commitments from 49,845 KVa of
business load.620

GCCC witness Johnson testified that 60 percent of the attracted load was

commercial, and the remaining 40 percent was industrial. As such, GCCC recommended assigning
60 percent (commercial) of economic development costs to the secondary and primary classes and
40 percent (industrial) to the primary and transmission classes. As shown on Mr. Johnson's schedule

618 GCCC Ex. 2 (Johnson Direct) at 27-31.
619 www.centerpointenergy.com/services/electricity/business/econoniicdevelopment.
620
GCCC Ex. 2 ( Johnson Direct) at Attachment H (Response to GCCC 08-13).
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CJ-2, the commercial and industrial portions of economic development are allocated among the
specified classes on the basis of revenues.621

CenterPoint argued in response that GCCC's recommendation ignores the fact that economic
development costs benefit all customer classes. Economic development increases demand and spurs
job creation that brings in new residential customers, both of which ultimately lower rates for
customer classes. In fact, the Company's economic efforts resulted in 2,753 new jobs in 2009.622

The ALJs agree with CenterPoint that economic development costs benefit all customer
classes. Therefore, GCCC's recommendation that 60 percent of economic development costs should
be assigned to the commercial classes and 40 percent to the industrial classes, should be rejected.
(d) Records & Collection Expense (Account 903)
CenterPoint allocated Account 903-Region Operations Expense based on number of
customers. In contrast, GCCC recommends that because the principal function of the region
operations customer records and collection is revenue-related, CenterPoint should instead use a
customer allocator weighted by class revenues.613

GCCC witness Johnson testified that CenterPoint's customer records and collection expense
include region operations and customer service operations. More specifically, the region expense is
comprised of field service representatives, service area managers, operations, revenue protection, and
administration. GCCC's recommendation focuses on the region operations, which is principally
concerned with residential, secondary commercial, and primary service classes.624
According to GCCC, although the workload of the region operations customer records and
collection may be driven by the number of customers, the time and attention applied to transactions
`'''1 The resulting allocation of economic development costs is shown on GCCC Ex. 2 (Johnson Direct) Schedule CJ-2.
622
CEHE Ex. 61 (Troxle Rebuttal) at 48.
623
The resulting allocation factors are shown on GCCC Ex. 2 (Johnson Direct) Schedule CJ-2
624
GCCC Ex. 2 (Johnson Direct) at 33.
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should be related to the revenue associated with each transaction. Mr. Johnson testified that by way
of example, revenue protection investigations, which pertain to fraud and electricity diversion, are
likely to require more resources if higher revenue accounts, with more sophisticated commercial
customers, are involved.

Other types of transactions include billing disputes and REP

communications. Thus, GCCC argued that it is appropriate to use a customer allocator weighted by
class revenues to allocate Account 903-Region Operations Expense.

CenterPoint responded that GCCC's recommendation to allocate records and collections
expense in Account 903 weighted by revenue is based on a faulty assumption. Mr. Johnson testified
that he believed these expenses are incurred primarily for investigating commercial diversion, when
in fact investigation of residential diversion far outweighs non-residential diversion. 625

The ALJs agree with CenterPoint that GCCC's recommendation to allocate records and
collections expense weighted by revenue is inconsistent with the principle that cost allocation should
follow cost causation. Thus, the ALJs find that GCCC's recommendation should be rejected.

(e) Customer Installation Expense (Account 587)
GCCC witness Johnson recommends allocating customer installation expense on the basis of
poles, lines, and services investment. In contrast, the Company has allocated this expense on the
basis of customers (excluding transmission and lighting).626

Customer installation expense totals $2.5 million and is comprised of dispatch operations,
revenue protection, and service center operations. The facilities related to customer installation
activities consist of poles, lines, and services. The Account 587 sheet in the cost allocation model
includes the "poles, lines, services" allocator, but the Company did not use the "poles, lines,
services" allocator. Mr. Johnson states that it is not clear whether this reflects an error by the
Company or a decision to reconsider its use of this allocation factor.

625 id
626

Mat 34.

Regardless, argues
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Mr. Johnson, allocating Account 587 on the basis of poles, lines, and service investment is
appropriate and should be adopted.627

CenterPoint witness Troxle explained that the costs incurred for this account are not for
poles, lines, and services, but rather for dispatch operations, revenue protection, and service center
operations.628 Accordingly, they are properly allocated on a customer basis.

The ALJs agree with CenterPoint that GCCC's recommendation that Account 587 should be
allocated on the basis of poles, lines, and service investments, rather than on a customer basis, lacks
merit and should be rejected.

(t) Uncollectible Expense
CenterPoint relies on prior Commission precedent and practice to continue to allocate
uncollectible expense on a revenue basis. However, Staff witness Richard Lain and TIEC witness
Jeffrey Pollock urge that uncollectible expense should be directly assigned among customer classes,
rather than allocated on a revenue basis. However, because CenterPoint has not tracked uncollectible
expense data, the data is unavailable for direct assignment. Therefore, Staff and TIEC recommend
that the Commission require CenterPoint to collect uncollectible expense data on a class basis and
include the data in its next base rate proceeding.

CenterPoint simply responded that it has applied methods previously approved by the
Commission,629 and this method should again be approved. CenterPoint does not speak to the
recommendation that it be required to track uncollectible expense data on a class basis.

The ALJs acknowledge that upon full consideration, the Commission might reject the
recommendations of Staff and TIEC for the reasons advance by GCCC and others. However, the
ALJs find no reason that the Commission should not ask CenterPoint to track uncollectible cost data
627
621
629

Id.
CEHE Ex. 61 (Troxle Rebuttal) at 49.
Id.
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on a class basis in the interest of having this information available to fully sort out the issue in
CenterPoint's next rate proceeding. Therefore, without addressing the revenue versus class cost
allocation issue on the merits, the ALJs recommend that the Commission require CenterPoint to
track uncollectible cost data on a class basis.

3. 4CP Transmission Cost Allocation
CenterPoint proposes weather adjustments to the 4CP kVa levels of usage.63o 4CP is a
demand cost allocation factor based on the "4 Coincident Peaks" of demand for the 15 minute
interval that the ERCOT system peaked in each of the months of June, July, August, and
September.63 1 TIEC and Staff urge that, although 4CP is the appropriate demand allocation factor to
use, it is inappropriate for CenterPoint to attempt to adjust the 4CP levels to reflect factors such as
weather and the number of customers.

(a) Coincident Peak Demand Allocation
The 4CP method allocates costs to a customer class based on the class's contribution to the
ERCOT system peak demands in the months of highest use: June, July, August, and September.
This method is reasonable because it accurately reflects cost causation. The 4CP method is also
required by the Commission's Rules. P.U.C. SUBST. R. 25.192(b)(1) provides that a TSP shall be
calculated on a 4CP basis and that the monthly transmission charge paid by a DSP is also based on
4CP. Subsection (d) further provides that DSPs shall be billed based on its share of the system-wide
ERCOT 4CP demand. Finally, since unbundling, the Commission has consistently rejected
suggestions that utilities should allocate transmission costs to the retail class on something other than
4CP.

As recently as last year, in Docket No. 35717, the Commission rejected the Steering

Committee of Cities Served by Oncor's suggestion that an A&E/4NCP allocation factor should be
used. The PFD, which was adopted in full on this issue, states:

630
631

CEHE Ex. 31 (Sumners Direct) at 18.
`d.
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The ALJs find the 4CP method proposed by Oncor should be used. Although peak
demand is not the only reason transmission is built, it is the most important of those
reasons and the driver for the amount of transmission constructed.
Use of the 4CP
method is also consistent with ERCOT's methodology and pricing, the provisions of
P. U. C. SUBsT. R. 25.192, and Commission precedent.632
Therefore, the ALJs find that use of 4CP allocation is appropriate and recommend
that the
Commission approve use of the 4CP demand allocation methodology.
(b) Proposed Weather Adjustment
According to CenterPoint, the goal in establishing retail rates is to estimate loads as closely as
possible to what is expected at the time the rates are to go into effect.633

Unlike wholesale

transmission payments, CenterPoint states, retail rates do not change once every year; they will
remain in effect until the next rate case. Put another way, wholesale transmission payments are
"self-correcting" in that they are re-established each year.634 This will not be true of the retail rates
set in this case. It is therefore important, argues CenterPoint, when establishing retail rates to
approximate as closely as possible the conditions that will prevail when the rates go into effect. To
accomplish this goal, CenterPoint contends that PURA and the Commission provide for adjustments
for known and measurable conditions, which is what the Company has done in this case.
CenterPoint seeks to adjust each class's 4CPs for weather. CenterPoint
argues that using
unadjusted data entails using information from year-end 2009 to describe conditions
in effect in
January 2011, when these rates are expected to go into effect. This
is inconsistent with good
ratemaking practice.

TIEC and Staff, on the other hand, argue that a weather adjustment is not appropriate because
CenterPoint does not incur wholesale transmission costs based on weather events, yet it proposes to

632

Docket No. 35717, Application of Oncor Electric Delivery Company, LLC, for Authority to Change
Rates, Proposal
for Decision at 225 (June 2, 2009).
633 CEHE Ex. 61 (Troxle Rebuttal) at 41.
634
Tr. at 633 (Oct. 12, 2010).
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allocate these same costs to retail classes by taking weather into consideration.635 This departure
from using the actual, unadjusted ERCOT 4CPs, standing alone, departs from cost causation because
ERCOT does not charge CenterPoint based on weather-adjusted demand. Second, adjusting 4CPs
for weather inappropriately shifts costs from weather sensitive customer classes, such as the
residential class, to weather insensitive classes, such as the primary and transmission classes. For
instance, the primary and transmission classes, being weather insensitive, do not increase their usage
in the summer, unlike the residential class.636 Thus, these classes are not responsible for increased
demand due to weather that occurs in the summer months and which causes an increase in
CenterPoint's wholesale transmission costs. CenterPoint thus charges weather insensitive classes for
a usage characteristic that does not apply to the class.

Staff also notes that the unadjusted 4CP is the Commission's approved method to determine
the dollar amounts charged for transmission service billed by TSPs to DSPs. Mr. Lain testified that
if the Commission were to approve CenterPoint's request, it would be mixing unadjusted 4CP to
determine ERCOT transmission revenues that DSPs (which includes CenterPoint) are required to
pay to TSPs with CenterPoint's adjusted 4CP used to allocate costs and set rates for CenterPoint's
retail customers. This could create over-recoveries and under-recoveries for CenterPoint depending
on different rates of growth in loads across customer classes. That is to say, because CenterPoint
requested the downward adjustment of the billing determinants for the Residential class, the larger
voltage customers, Primary and Transmission, have larger portions of CenterPoint's retail
transmission costs allocated to them.637 If the loads in those classes grow more than (or do not
decline as much as) the Residential class, then CenterPoint could over-recover its original ERCOT
transmission costs allocated to it by its load share ratio. The opposite could also occur, and it would
not be equitable either way. In addition, Staff states that its position is consistent with Commission
precedent approved in Docket No. 28840,638 where the Commission clearly stated its desire that the

63s
636
637
638

TIEC Ex. 33.
Tr. at 554-558.
Staff Ex. 6 Lain Direct) at 13-14.

See Application ofAEP Texas Central Company for Authority to Change Rates,
Order at 46, Finding of Fact 243
(Aug. 15, 2005).
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unadjusted 4CP allocator be used in allocating the ERCOT transmission revenue requirement, and in
Docket No. 35717, where the Commission stated that "Oncor's calculation of its transmission rate
based on the average ERCOT coincident peak demand for the months of June,
July, August and
September ( 4CP) is reasonable and should be approved." 639

The ALJs agree with TIEC and Staff that CenterPoint should not be allowed to
weather-adjust its 4CP and recommend that the Commission deny CenterPoint's request to use a
weather adjusted 4CP allocation factor.

(c) Proposed Customer Adjustment
Just as it has done with weather, CenterPoint proposes to adjust the 4CP demands to reflect
the number of year-end customers (customer annualization). TIEC argues that ERCOT does not
perform a customer annualization adjustment when it determines the 4CPs that are used to determine
the allocation of wholesale transmission costs.640 Thus, it is inappropriate, from a cost causation
perspective, to use adjusted 4CPs to allocate wholesale transmission costs.641

Moreover,

CenterPoint's transmission costs are caused by its share of total demand, not total customers.642
CenterPoint's 4CP adjustment for number of customers, therefore, should be rejected.

The ALJs agree with TIEC that CenterPoint should not be allowed to adjust its
4CP for the
number of year-end customers and recommend that the Commission deny CenterPoint's request to
use such an adjustment.

(d) Proposed Hourly Interval Adjustment
CenterPoint seeks to allocate transmission costs using hourly, rather than 15-minute,
demands. TIEC and Staff argue that ERCOT, however, charges CenterPoint for transmission costs
639

Application of Oncor Electric Delivery Company, LLCfor Authority to Change Rates,
Order on Rehearing at 30,
Finding of Fact No. 177 (Nov. 30, 2009).
640
TIEC Ex. 33.
64i
TIEC Ex. I (Pollock Direct) at 27.
142
See id. at 29.
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based on 15 minute demand intervals. CenterPoint's proposal to charge costs in a manner that does
not reflect how those costs are caused or incurred further deviates from cost causation and should be
rejected.643

CenterPoint argues that TIEC's and Staff's proposal seeks to apply wholesale data in a retail
context. ERCOT 4CP 15-minute intervals are calculated each year, 644 whereas rates established in
this case will remain in effect until the next rate case. It is highly unlikely that the 15-minute peaks
will stay the same from one year to the next.

The ALJs agree with TIEC and Staff that CenterPoint should not be allowed to allocate
transmission costs using hourly demands rather than the 15-minute demands used by ERCOT and
and recommend that the Commission deny CenterPoint's request to use such an adjustment.
4. Municipal Franchise Fees
TIEC witness Pollock recommends that the Company change the methodology by which it
allocates municipal franchise fees and instead weight the kilowatt-hour (kWh) sales mix within
municipal franchise fee rate within each city. 645 CenterPoint witness Troxle explained, however, that
the Company already takes the customer class sales mix into account at the system level. The
Company has not taken into account any differences in rates within each city because to do so would
be inconsistent with Commission precedent. The Commission in past cases has allocated customer
franchise fees to the customer classes based on in-city kWh sales and collected the fees from all
customers within the customer class, which is consistent with prior findings that franchise fees
confer a system-wide benefit, and is consistent with the Company's methodology used in this case.646
COH/HCOC witness Daniel recommends assigning a portion of municipal franchise fees to the
wholesale TCOS rather than assigning all franchise fees to the retail classes.647 CenterPoint argues
643 TIEC Ex. 1(Pollock Direct) at 28.
644
Tr. at 633.
64s
TIEC Ex. 1(Pollock Direct) at 31.
646
CEHE Ex. 61 (Troxle Rebuttal) at 31-33.
647
COH/HCOC Ex. 6 (Daniel Direct) at 17.
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that this proposal also departs from current Commission precedent. Mr. Daniel's recommendation
would export a portion of municipal franchise fees to other TDUs, but would also result in other
TDUs exporting a portion of their fees to CenterPoint.648 Thus, adopting this recommendation
would create cross subsidies and raise timing issues because new rates would not go into effect
simultaneously across all TDUs in ERCOT.649

Staff witness Lain testified that Staffs model allocated municipal franchise fees in the
manner proposed by CenterPoint, and Mr. Lain agreed with that allocation methodology because of
Commission precedent.650

Mr. Lain testified that he is familiar with P.U.C. SUBST.

R. 25.344(g)(3)(A), which provides that "[fJor each Federal Energy Regulatory Commission (FERC)
account, costs shall be directly assigned to functions to the extent possible, and all relevant
workpapers provided. "651 However, Mr. Lain stated that he did not think this rule applies to the
allocation of municipal franchise fees652 because Commission precedent provides that municipal
franchise fees be allocated based on kWh sales across customer classes within the municipalities
CenterPoint serves.653 For this reason, Mr. Lain recommended CenterPoint's proposed allocation of
municipal franchise fees be approved.

The ALJs agree with the arguments presented by CenterPoint and Staff and, therefore,
recommend that the Commission approve CenterPoint's proposed allocation of municipal franchise
fees.

64S CEHE Ex. 61 (Troxle Rebuttal) at 34.
649

650
651
652
651

Id•

Tr. at 946-947, 960.
Id. at 954.
Id.
Id. at 960.
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Rate Design [Germane to Preliminary Order Issues Nos. 26 and 32]
1. Alternative Customer Charge [Germane to Preliminary Order Issue No. 8]
CenterPoint has proposed an alternative customer charge (ACC) that allocates one-half of its

distribution facility costs to residential customers through their fixed-rate customer charge, rather
than recovering these distribution costs through volumetric charges.654 CenterPoint's ACC results in
a more than ten-fold increase in the customer charge for residential customers.655 CenterPoint
witness Troxle contends that CenterPoint's ACC is a move toward direct assignment of costs and
further that because of the reduction in volumetric charges, it does not result in a meaningful
difference in an end-use retail customer's bill.656 Mr. Troxle also contends that it is appropriate for
the Commission to consider a rate design that reflects the cost structure of unbundled utilities.651

Staff witness Lain explained that CenterPoint's proposed ACC is not consistent with
Commission precedent for all other TDUs in ERCOT. Mr. Lain explained that the Commission
established generic rate design for TDUs such as CenterPoint in Order No. 40 in Docket No. 22344,
when vertically integrated utilities that composed the market were required to unbundle the
generation and retail functions of their businesses after the passage of Senate Bill 7 in 1999.658 In
that docket, the Commission determined the cost components that should go into the customer
charge; specifically costs incurred regardless of system usage such as billing, metering, and customer
service.659 The Commission also found that facilities and delivery charges are to be recovered on a
volumetric basis (kWh) for residential and small commercial customers that do not have demand
meters.660 Mr. Lain stated:

651
e55
656
657
651

CEHE Ex. 30 (Troxle Direct) at Exhibit MAT-11, page 1.
Staff Ex. 6 (Lain Direct) at 24.
CEHE Ex. 30 (Troxle Direct) at 37.
CEHE Ex. 61 (Troxle Rebuttal) at 13.
Staff Ex. 6 (Lain Direct) at 25-26.

659

Generic Issues Associated with Applications for Approval of Unbundled Cost of Service Rate Pursuant to PURA
§39.201 and P. U. C. Subst R. 25.344, Docket No. 22344, Order No. 40 at 5 (Nov. 22, 2000).
660

Id. at 7.
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[c]onsidering that Docket No. 22344 featured participation from a large number of
interested parties and stakeholders with various perspectives and viewpoints which
the Commission took into account when coming to its decision, I believe if Staff
were to offer a recommendation that contravenes this well established precedent, it
would have to rely upon a preponderance of the evidence that the business
environment in which CenterPoint operates specifically, and the TDUs in general,
has changed enough to undermine financial integrity and thus warrant a
recommendation to change Commission policy.661
Because the business environment has not changed in that manner, Mr. Lain does not recommend
approval of CenterPoint's proposed ACC. COH/HCOC witness Daniel662 and GCCC witness
Johnson663 echo the concerns expressed by Staff witness Lain.

CenterPoint states that it does not dispute that its proposed rate design differs from the design
set by the Commission in Docket No. 22344, which is why it labeled its proposal an "alternative."
The point is not whether the proposed rate design is different from Docket No. 22344, states
CenterPoint, but whether the proposed rate design is reasonable.

The Commission in Docket

No. 22344 was creating the unbundled electric market. The Commission is now in a position to look
at the realities of the market and determine whether some other options may be reasonable. For
instance, CenterPoint is seeking to remove the vestigial impacts of the Commission's decisions in
Docket No. 22344 with respect to the Price to Beat,664 and Staff does not oppose that change.665
According to CenterPoint, it is time for the Commission to consider alternatives to the rate design
implemented before the market took shape.

CenterPoint emphasizes the fact that the revenue impact on the Company of the proposed
change will be the same; indeed, except for those customers at the extremes of the customer class,
the revenue impact on end-use customers over an entire year should be largely revenue neutral.666

661

Staff Ex. 6 (Lain Direct) at 25-26.

662 COH/HCOC Ex. 6 (Daniel Direct) at 31-35.
663
GCCC Ex. 2 (Johnson Direct) at 40-45.
664
CEHE Ex. 30 (Troxle Direct) at 27-28
661
Staff Initial Brief at 60.
666
Tr. at 927-29.

SOAH DOCKET NO. 473-10-5001
PUC DOCKET NO. 38339

PROPOSAL FOR DECISION

PAGE 160

Because the utility's costs are fixed, those customers at the extremes of the class (very-high or
very-low usage) are either subsidizing or being benefited by current rate design recovering the
majority of fixed costs through variable charges. Far from being inequitable, CenterPoint states, this
rate design actually eliminates existing inequities. Aligning fixed costs with fixed charges also has a
levelizing impact on TDU charges over the course of the year, eliminating some of the swings
associated with recovering costs through usage-driven charges. This provides a benefit to REPs and
end-use customers alike. CenterPoint says that the proposed change will reduce weather risk for all
parties; bills will not go up as much during periods of hot weather. CenterPoint also contends that
the change benefits parties by creating certainty in the amount of TDU charges from month to month.

CenterPoint states that the idea that the new rate design will negatively impact energy
conservation measures ignores the acknowledged fact that about two-thirds of a customer's bill is
driven by commodity cost. In other words, even if the Commission approved the recovery of all of a
TDU's fixed costs through a fixed customer charge, which is not what is proposed for this case,
about 67 percent of the customer's bill would be driven by consumption. For this case, because
CenterPoint is only seeking to recover half of its fixed costs through the customer charge, about
82 percent of the customer's bill would remain driven by consumption. Clearly, according to
CenterPoint, the concern about the effect of the new rate design on the price signal sent to consumers
with respect to energy efficiency is overstated. Furthermore, CenterPoint contends, recovering fixed
costs through a variable usage-based component creates an artificial signal about the actual benefits
derived from energy efficiency. Energy efficiency programs send two price signals-one to the
consumer and one to the provider.

Requiring the utility to recover its fixed costs through

usage-based charges sends an inaccurate price signal to the utility about the costs of energy efficiency
programs. CenterPoint believes that its proposed rate design sends a more accurate price signal and
partially removes the financial disincentive for the utility to participate in energy efficiency efforts.
In sum, states CenterPoint, the proposed change leaves the Commission's conservation goals intact,
increases the accuracy of the price signal from energy efficiency efforts, and partially removes the
utility's financial disincentive to participate in those efforts.
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Although CenterPoint makes strong arguments in favor of its proposed alternative rate
design, the ALJs are concerned that if adopted, the rate design would be contrary to Commission
precedent. As a consequence, the ALJs recommend that the Commission reject CenterPoint's
proposed alternative customer charge.

2. Demand Ratchets
A demand ratchet is a mechanism by which utility rates are billed based on either the peak
demand by that customer in the current month, or some percentage of the peak demand for that
customer during previous months. For example, with an 80 percent ratchet, if a customer were to
demand 100 kW during August, that customer would pay based on either actual monthly peak
demand, or 80 kW (80 percent of 100) demand, whichever is greater, for the next 12 months. If, in
September, that customer had a peak demand of 50 kW, he would still be charged based on 80 kW 80 percent of his annual peak demand of 100 kW - because his demand for 12 billing purposes
would be "ratcheted" to 80 kW.667 CenterPoint applies an 80 percent ratchet for its distribution rates
in the Secondary Greater Than 10 kilovolt-ampere (kVA) and Primary customer classes.
GCCC and Staff recommend exempting from the demand ratchet those customers with
demand less than or equal to 20 kVA.668 OPC takes a similar position, but recommends setting the
threshold at 25 kVA rather than 20 kVA.669

GCCC contends that demand ratchets are inherently flawed; they are confusing to many
customers and are not strongly linked to cost causation. This is because many customers have
demand that is primarily off-peak, compared to the system peak, but are billed for ratcheted demand
each month, which does not contribute to the allocation of costs to the customer class. Therefore,
demand ratchets, based on the customer's hour of highest use, often are not reflective of cost
causation. Additionally, they often produce inefficient price signals because many customers incur
demand ratchets for use in periods which are clearly off-peak, and in which the delivery system has
667
66$

Staff Ex. 6 (Lain Direct) at 28-29.
GCCC Ex. 2 ( Johnson Direct) at 49; Staff Ex. 6 ( Lain Direct) at 30.
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slack capacity. Efficient prices, according to GCCC, should send signals which encourage the user to
shift usage to periods when congestion is low. In contrast, demand ratchets may punish customers
who use maximum power even when congestion is low. Furthermore, a customer who has
established a 12-month peak has very little incentive to conserve energy use during subsequent
months, since the electricity bill will show little effect from conservation.611

Both Staff and GCCC recommend approval of a demand ratchet waiver for certain customers
that take service under the Secondary Greater than 10 kVA or Primary Service rate schedule. The
waiver would apply to those customers with less than the kVA equivalent of 20 kW of annual peak
demand based on their NCP monthly usage. This demand ratchet waiver is consistent with
Commission precedent set recently in the Oncor671 and TNMP672 rate cases and, according to Staff
and GCCC, protects those low load factor customers from paying disproportionate bills in
relationship to their overall usage because of capacity charges based on the use of a large amount of
electricity a few times a year.673 Staff stated that waiver of the 80 percent ratchet for these low usage
customers would result in a slight increase in the billing charge for other customers within their
class, thereby creating a small intra-class subsidy.674 However, since the allocation of costs is not
affected by waiving the ratchets, there is no inter-class subsidy.67s

OPC witness Seybold recommended a waiver of 25 kVA to account for the unknown power
factor in the conversion between kVA and kW;676 however, in its initial brief OPC stated that the
intent of her recommendation was to provide an equivalent kVA level to the 20 kW waiver approved
by the Commission in other recent cases. Consequently, OPC stated that it supports the Staff
669
67o

OPC Ex. 5 (Seybold Direct)at 14.
GCCC Ex. 2 (Johnson Direct) at 45-48.

b71 Application of Oncor Electric Delivery Company LLCfor Authority to Change Rates, Docket No. 35717, Order on
Rehearing at 31, Finding of Fact No. 189 (Nov. 30, 2009).
672 Application of Texas-New Mexico Power Company for Authority to Change Rates, Docket No. 36025, Order at
Finding of Fact No. 29 (Aug. 21, 2009).
673
Staff Ex. 6 (Lain Direct) at 30-3 1; GCCC Ex. 2 (Johnson Direct) at 45-48.
674
Staff Ex. 6 (Lain Direct) at 31.
6's
Id. at 31.
676
OPC Ex. 5 ( Seybold Direct) at 13-18.
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recommendation that the Commission adopt a waiver for those customers with peak annual demand
of less than the equivalent of 20kW of electricity in the prior 12-month period.677

CenterPoint witness Troxle contends that customer demand drives capacity and once these
costs are incurred they are fixed in nature and do not vary with usage thereafter.678 Whether or not
that customer continues to demand that same level of capacity is irrelevant since the costs for
building to meet peak capacity demand have been incurred and must be recovered. According to
Mr. Troxle, a demand ratchet appropriately assigns costs to customers based on their peak demand.
As he explains, if actual demands are billed rather than ratcheted demands, customers with
inconsistent monthly loads pay less in down months than customers that maintain consistent demand,
even though the costs incurred by the utility to meet that demand are the same.679 Demand ratchets
therefore promote customer equity.

The ALJs find the arguments of Staff, GCCC, and OPC more persuasive and, therefore,
recommend that the Commission exempt from the demand ratchet customers with demand less than
or equal to 20 kVA.

3. Street Lighting
COH/HCOC witness Daniel wants CenterPoint to expand the number of options available for
LED street lighting. CenterPoint's witness Troxle responded that LED lamps are an emerging
technology, and the Illuminating Engineering Society of North America has yet to develop and
publish industry-wide LED luminaire testing standards and measurement protocols.680 Thus,
according to CenterPoint, increasing the number of options at this time would be premature.

Additionally, Mr. Daniel and GCCC witness Clarence Johnson, recommend that the
Commission reject the Company's proposal to extend its street lighting replacement standard from
677 OPC Initial Brief at 41-42.
678 CEHE Ex. 61 (Troxle Rebuttal) at 24.
679

!Ct

680 COH/HCOC Ex. 6 (Daniel Direct) at 36.
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48 hours to 72 hours .681 CenterPoint responded that the position of Messrs. Daniel and Johnson is
contrary to the fact that the adoption of CenterPoint's request will make CenterPoint more uniform
with the standards and practices of other utilities, which are currently three business days or more.682
CenterPoint further explained that its existing 48 hour standard was put in place more than 20 years
ago, and the number of streetlights in service has grown exponentially over that time.683 CenterPoint
notes that Staff supports the proposed changes to CenterPoint's Street Lighting Service.

The ALJs find that the greater weight of the evidence supports CenterPoint's position that it
would be premature, therefore imprudent, for CenterPoint to expand the number of LED street
lighting options prior to the existence of industry-wide testing standards and measurement protocols
for LED street lighting. The ALJs' further find that CenterPoint's request to extend its standard and
practice for street lighting replacement from 48 hours to 72 hours is consistent with current industry
practice. Thus, the ALJs conclude that CenterPoint's request is reasonable and should be approved

C.

Billing Determinants
Billing determinants are necessary inputs into the design of the Company's proposed retail

rates. These determinants establish the number of customers, kWh and kVa usage along with the
NCP and 4CP demand the utility can expect when the rates go into effect to allow the Company to
recover the revenue requirement set in this case. Consistent with past CenterPoint cases, the
Company has made certain known and measurable adjustments to the test year to ensure that the
billing determinants accurately represent the conditions that will exist when the rates go into effect.
For instance, customer count is adjusted to reflect the increase in the number of customers during the
test year by restating the billing determinants for each rate class as if the year-end number of
customers had been present the entire test year.684 This adjustment to customer count is normal

611

Id. at 27; GCCC Ex. 2 (Johnson Direct) at 51.

ci82 CEHE Ex. 61 (Troxle Rebuttal) at 37. Mr. Troxle notes that the Commission has approved a three business day
replacement standard for AEP TCC, a five calendar day replacement standard for Oncor, and a 15 calendar day standard
for TNMP.
683 Id. at 38.
684
CEHE Ex. 31 (Sumners Direct) at 3, 5-6.
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The Company also made the following

adjustments to billing determinants:
â Weather adjustments to "normalize" test year energy and demand billing
determinants. The weather adjustments to non-coincident demands (NCP) are based
upon analysis of usage by individual customers while weather adjustments to
coincident class demands recognize and account for the unique weather response
patterns of each rate class.
â An adjustment to recognize that new energy efficiency programs will (other things
being equal) lower energy usage in the period when new rates will be in effect. This
adjustment has been restricted to customers existing during the test year.
These two adjustments are disputed, and will be discussed below.

1. Weather Normalization [Geramane to Preliminary Order Issue No. 15]
CenterPoint witness Troxle stated that the goal in setting retail rates is to estimate loads as
closely as possible to what is expected at the time the rates are to go into effect. Mr. Troxle stated
that adjusting 2009 test year data for weather more accurately reflects the conditions that will be in
effect beginning January 2011 when the rates from the instant proceeding are expected to go into
effect.685 CenterPoint claims to have proposed weather adjustments to "normalize" test year billing
determinants to levels that would have occurred if weather during the test year had been normal.
CenterPoint is proposing three categories of weather adjustments: (1) energy; (2) NCP; and (3) 4CP
coincident demands.686 Staff does not dispute CenterPoint's energy and NCP weather adjustments,
but (consistent with its position on 4CP) recommends denial of CenterPoint's request to use a
weather-adjusted 4CP cost allocator for transmission costs to retail customer classes. As discussed in
Section IX.A.3(b) of this Proposal for Decision, the ALJs agree with Staff's position on the use of a
weather adjusted 4CP.

ess
686

CEHE Ex. 61 (Troxle Rebuttal) at 29.
CEHE Ex. 31 (Sumners Direct) at 6-7.
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CenterPoint used 30-year rolling data (representing the period from 1980 to 2009) to
calculate its weather adjustment.687 GCCC witness Johnson contends that because the most recent
ten years have been warmer than the preceding 20 years, shorter historical period (between ten and
15 years) should be employed.68$ CEHE countered that it is undisputed that the Company's reliance
on a rolling 30-year interval for establishing normal weather is consistent with prior Commission
precedent involving CenterPoint.6s9 Moreover, as Mr. Sumners has explained and the ALJs agree,
weather impacts usage in ways beyond just temperature. For instance, recent Hurricanes Rita and Ike
caused the Company to lose kWh sales while infrastructure was being repaired .690 In some cases the
damage was so significant as to prevent homes. and businesses from receiving service even after the
system had been restored.

Therefore, it is appropriate to use a longer interval (i.e., 30 years) to

eliminate anomalous results caused by two major hurricanes in the last ten years. Second, as
Mr. Sumners explained at hearing, it is not possible to separate the cyclical nature of weather from
any short-term trend.691

The ALJs agree with CenterPoint's arguments and analysis with respect to this issue and that
it is appropriate for the Commission to continue to rely on its past practice and adopt a weather
adjustment based on the 30-year interval.

2. Energy Efficiency Adjustment
CenterPoint requests a 62,165,700 kWh adjustment to its residential class load-related billing
determinant based on CenterPoint reaching its projected energy efficiency (EE) goals.692 CenterPoint

61' CEHE Ex. 60 (Sumners Rebuttal) at 2
`'xg GCCC Ex. 2 (Johnson Direct) at 8-9
689 CEHE Ex. 60 (Sumners Rebuttal) at 2; Tr. at 698.
690
CEHE Ex. 60 (Sumners Rebuttal) at 2-3.
691 Tr. at 679.
1'92
Staff Ex. 6 (Lain Direct) at Attachment RL-11 (CEHE Response to GCCC Eighth Set of RFIs).
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seeks this adjustment as a known and measureable change to the historical test year. CenterPoint
claims that it has consistently met or exceeded its EE goals.693

CenterPoint witness Troxle stated that the billing determinant adjustment requested in this
case is needed to match CenterPoint's Commission-authorized revenue requirement with the
expected billing determinants during the year the new rates are meant to be in effect. Mr. Troxle
explained that a lost revenue adjustment mechanism looks to recover incremental revenues lost,
while the billing determinant adjustment is necessary for recovery of the approved revenue
requirement. Mr. Troxle claimed that even though CenterPoint's EE goals may not materialize as
estimated, that is the normal and expected billing determinant risk associated with regulation and
that to unilaterally disallow the adjustment would put CenterPoint at risk of being in a state of
under-recovery. 694

Staff does not recommend this adjustment because the amount of energy saved is an estimate
based on CenterPoint's EE plans; therefore it is not a known and measureable change to
CenterPoint's cost of service for purposes of P.U.C. SUBST. R. 25. 231(b). In addition, Mr. Lain
stated that he is concerned that this request is a back door attempt by CenterPoint to gain approval
for a lost revenue recovery mechanism (LRAM) related to falling sales as a result of recently
approved energy efficiency programs, as CenterPoint requested in Docket No. 38213, which the
Commission declined to consider. 695 Mr. Lain stated that this type of major change in Commission
policy in which a utility is permitted to reduce its load-related billing determinate for the residential
class warrants a rulemaking so that the Commission can fully account for all the varying perspectives
of interested stakeholders and any ratemaking consequences.696

693
694
695

CEHE Ex. 60 (Sumners Rebuttal) at 6.
CEHE Ex. 61 (Troxle Rebuttal) at 23..

Application of CenterPoint Energy Houston Electric, LLC to Defer Energy Efficiency Cost Recovery and Approval
of an Energy Efficiency Cost Recovery Factor, Docket No. 38213, Supplemental Preliminary Order at 1-6 (June 23,
2010).
696
Staff Ex. 6 (Lain Direct) at 32-33.
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CenterPoint disagrees, noting that its proposed adjustment and LRAM are not the same.
CenterPoint stated that it is seeking an adjustment to billing determinants to account for the loss of
load caused by energy efficiency programs that is designed to recover the revenue requirement
established in this case. The LRAM, according to CenterPoint, looks at revenues lost in between
cases.

CenterPoint responded to Staffs arguments regarding Docket No. 38213 by stating that its
legal authority for this adjustment has nothing to do with that docket; it comes from the general
authority to make known and measurable adjustments to billing determinants in order to accurately
reflect conditions that will exist when the Company puts its rates into effect.697 As explained in the
Company's initial brief, the deemed savings from energy efficiency programs for 2009 are certainly
known and measurable as they occurred during the test year. 698 The impact of the deemed savings
goals for 2010 and 2011 are likewise known and measurable, and there can be little doubt that
CenterPoint will meet these goals. A failure to make the requested adjustment will essentially force
the Company to under-earn its allowed return from the first day rates go into effect.

Staff also contends that there is, as a general basis, no legal support for CenterPoint's request.
PURA § 39.305(a)(3) requires each electric utility to provide, through market-based standard offer
programs or limited, targeted, market-transformation programs, incentives sufficient for retail
electric providers and competitive energy service providers to acquire additional cost-effective
energy efficiency for residential and commercial customers equivalent to at least a specified
percentage of the electric utility's annual growth in demand of residential and commercial customers,
with increasing goals over time.699 PURA § 39.905(b)(1) and (2) provide that electric utilities shall
have timely and reasonable cost recovery for expenditures made to satisfy these goals,70° and an

697 See Public Util. Comm 'n v. GTE Southwest, Inc., 901 S.W.2d 401-411 (Tex. 1995) ("Since the rates are to be
charged in the future, the historical test year amounts must be adjusted to accurately reflect costs which will be incurred
in the future.").
691
CEHE Initial Brief at 184. OPC acknowledged the reasonableness of this part of the adjustment. See Tr. at 931.
699
PURA §39.905(a)(3).
'oo
PURA § 39.905(b)(1).
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incentive to reward utilities administering programs that exceed the minimum goals.70 1 However,
the Commission has determined that the receipt of less revenue than a utility projected is not
spending or an expenditure made to satisfy the reduction in the annual growth of demand required by
PURA § 39.905.702 Further, there is nothing in PURA § 39.905 that requires customers to pay more
for the electricity they do consume, based on the energy these same customers have not consumed
because of EE programs. 703

Lastly, Staff contends that the goals in PURA § 39.905(a)(3) and P.U.C. SUBST.
R. 25.181(a)(3) speak in terms of reductions in the utility's annual load growth; therefore to be
properly applied, any anticipated adjustment based on meeting EE goals would also have to factor in
the anticipated load growth and corresponding growth in costs for the timeframe at issue - which
would undermine the use of a historical test year to set rates rather than forecasted costs. Like EE
goals, anticipated load growth and the corresponding growth in costs is not a known and measureable
change to the historical test year.704

Although CenterPoint makes strong arguments in favor of its position, the ALJs find Staff's
position more persuasive and, for that reason, recommend that CenterPoint's request to adjust its
residential class billing determinants based on CenterPoint's projected EE goals be denied.

701
702

PURA § 39.905(b)(2).

Application of CenterPoint Energy Houston Electric, LLC to Defer Energy Efficiency Cost Recovery and Approval
ofan Energy Efficiency Cost Recovery Factor, Docket No. 38213, Supplemental Preliminary Order at 2 (June 23, 2010)
(stating similar rationale for rejections of CEHE's requested lost revenue adjustment mechanism).
703
Application of CenterPoint Energy Houston Electric, LLC to Defer Energy Efficiency Cost Recovery and Approval
of an Energy Efficiency Cost Recovery Factor, Docket No. 38213, Supplemental Preliminary Order at 3 (June 23, 2010).
704
Application of General Telephone Company ofthe Southwest, Docket No. 3690, 7 P.U.C. BULL. 12 (June 18,198 1)
(finding that neither revenues nor expenses should be adjusted by trend factors, but only by known and measureable
changes).
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Riders [Germane to Preliminary Order Issue No. 281
1. Storm Hardening Rider [Germane to Preliminary Order Issue No. 291
CenterPoint's witness Terry Finley testified that in Project No. 37475, Rulemakingfor Utility

Infrastructure Storm Hardening, the Commission adopted P.U.C. SUBST. R. 25.95, effective July 13,
2010, requiring utilities to file a storm hardening plan by May 1, 2011. He stated that in response to
the Commission's adoption of the storm hardening rule, CenterPoint plans future improvements that
would include: (1) increased proactive tree trimming; (2) proactive hazard tree removal;
(3) increased pole maintenance inspections; (4) increased feeder inspections; and (5) the installation
of an intelligent grid (Storm Hardening Costs). CenterPoint requested a known and measureable
adjustment to its cost of service for its proposed $7,150,000 of Storm Hardening Costs, and the
recovery of its proposed $2,500,000 of capital costs for Storm Hardening Costs through a proposed
DCRF. Mr. Finley described the total $9,650,000 as grid hardening initiatives.705 Staff notes, and
the ALJs agree, that Mr. Finely's terminology change creates uncertainty as to whether there is a
significant distinction between "storm hardening" and "grid hardening" initiatives discussed by
CenterPoint. Consequently, the analysis of this issue will apply to all costs represented as "storm
hardening" or "grid hardening" by Mr. Finley.

CenterPoint requested a Rider System Hardening (Rider SH) as an alternative to the DCRF it
requested,706 which the Commission declined to include for consideration in its Preliminary Order.707
Therefore, the focus of this analysis is whether CenterPoint's projected Storm Hardening Costs
should be treated as a known and measurable change to CenterPoint's historic test year costs.

CenterPoint claimed it will need full and timely recovery of future system hardening plans
that require expenditures beyond those already in base rates.708 CenterPoint witness Troxle stated
that Rider SH will allow CenterPoint to work as a partner with the Commission in achieving any
705

CEHE Ex. 11 (Finley Direct) at 67, 70-71.

706

CEHE Ex. 61 (Troxle Direct) at 48.

707

Preliminary Order at 5 (July 30, 2010).

708

CEHE Ex. 11 (Finley Direct) at 67.
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system hardening goals, now or in the future, by allowing CenterPoint to recover incremental costs
incurred to comply with system hardening efforts and requirements that may be imposed and
incurred after rates are set in a general rate case. Mr. Troxle stated that Rider SH is designed to
provide for the prompt and timely recovery of any increased cost of capital related to CenterPoint's
non-revenue producing capital investments in electric distribution facilities, and any increases in
allowable expenses, not otherwise reflected in rates, caused by: any storm or weather related
requirement by a regulating entity; any tropical storm or hurricane preparation plans; any system
hardening efforts to reduce the impact of weather related events; and/or any restoration efforts not
otherwise collected.709

Staff, COH/HCOC, TCUC, OPC and TIEC all recommend that Rider SH be denied. They
uniformly challenge the propriety of Rider SH on several grounds.

Staff and the intervenors assert that P.U.C. SUBST. R. 25.95 does not require any utility to
undertake any specific storm hardening initiatives and does not include any storm hardening cost
recovery mechanism. Rather, the only requirement imposed on a utility under P.U.C. SUBST. R. 25.95
is the filing of a storm hardening plan summary by May 1, 2011, and annual updates.710 Therefore,
Staff and the intervenors argued that CenterPoint's request to recover its Storm Hardening Costs is
nothing more than a prospective estimate, and is not a known and measureable change to the historic
test year for this proceeding.71 1 Staff witness Richard Lain stated that CenterPoint has not provided
enough information to distinguish between what would be defined as storm hardening investments
for which CenterPoint seeks recovery through a rider and ongoing investment it is required to make
to maintain safe and reliable service. 712 Therefore, the Commission cannot determine whether the
costs which CenterPoint might seek to recover through Rider SH are already included in rates or if
the costs were prudently incurred.
709

CEHE Ex. 30 ( Troxle Direct) at 49.

710 P.U.C. SuesT. R. 25.95(d).
71 1
Application of AEP Texas Central Company for Authority to Change Rates, Docket No 28840, Final Order
at 14-15(Aug. 15, 2005) ( denying group insurance cost as a known and measureable change pursuant
to P.U.C. SUBST. R.
25.231(b) because the amounts were estimates and the company was not bound to purchase).
112
Staff Ex. 6 (Lain Direct) at 38.
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CenterPoint claims that Staff or one or more Commissioners indicated during the P.U.C.
SUBST. R. 25.95 rulemaking process that utilities were going to be required to undertake storm
hardening initiatives.713 Even if true, the preamble to P.U.C. SUBST. R. 25.95 clearly contemplates
that any storm hardening costs will simply be treated as part of a utility's historical test year costs in
a future rate case.714

According to Mr. Lain, CenterPoint commingles the recovery of "storm hardening" with
"storm-related costs" in Rider SH. However, they are not the same. Until recently, storm-related
costs were treated as either insured losses, recovered from a storm recovery cost reserve, or as an
ordinary expense.715 And only recently has recovery of storm-related costs outside of base rates been
authorized via specific legislation.716 In contrast, there is no specific legislation that authorizes
CenterPoint to recover storm hardening costs through a rider.

Mr. Lain further stated that the recovery of costs related to extraordinary storms through
riders is significantly different from recovery of costs related to storm hardening measures. First,
costs for storm hardening can be staggered over a number of years and are not quickly incurred like
post-storm restoration efforts when the urgency of restoring power to customers is the chief concern.
Second, storm hardening measures are not as critical to the operation of electric facilities as the
repairing, replacing, and restoring of damaged and downed infrastructure that comes with
extraordinary storms.717

Mr. Lain and GCCC witness Johnson both argued that the Rider SH proposal departs from
the fundamental framework of rate setting in Texas and is a classic example of piecemeal
ratemaking. Traditionally, rates are fixed through a test-year based cost of service. A test year is

713

Tr. at 232.

'f° Rulemaking for Utility Infrastructure Storin Hardening, Project No. 37475,
Order Adopting New §25.95 at 6
(June 24, 2010).
"s

Staff Ex. 6 (Lain Direct) at 37.

716 Id. (referring to PURA § 39.460, relating to Standards and Procedures Governing Securitization of Hurricane
Reconstruction Costs).
117
Id. at 38.
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used to develop the utility's representative on-going costs of providing service in the future. Test
year cost of service ratemaking does not guarantee the recovery of specific cost components.
Instead, the utility is provided an opportunity to earn a fair return and may file a request for higher
rates based on a new test year if the existing cost of service produces insufficient total revenues.
CenterPoint's proposal to periodically adjust the storm hardening costs, independent of the test year
based proceeding, is inconsistent with the concept of matching overall costs and revenues of the
Company.718 Mr. Lain added that piecemeal ratemaking is usually avoided by the Commission on
principle because it could potentially lead to double counting of costs or not counting savings the
utility is experiencing at the same time it is experiencing the increased costs it wants recovered
through the rider.719 The fact that storm hardening infrastructure has merit does not justify discarding
ratemaking principles. Many activities undertaken by the utility are beneficial to the system, and it is
unreasonable to select one activity as so meritorious that expenditures incurred for it should be
excused from standard ratemaking procedures.

Mr. Lain further testified that while CenterPoint is requesting recovery of its Storm
Hardening Costs through Rider SH, it has not requested that all investment costs be collected
through this rider; therefore, there will be no way for the Commission to determine if CenterPoint is
collecting a reasonable overall return and the possibility of double recovery exists.720 Additionally,
because CenterPoint's Rider SH allows for annual true-up of costs, in effect guaranteeing, through
dollar-for-dollar recovery the rate of return on storm hardening investments, over recovery could be
exacerbated. Moreover, Mr. Lain stated that CenterPoint has proposed only one allocation factor for
Rider SH, which could assign costs to customer classes in a manner that is inconsistent with the
principles of cost causation.721 For all these reasons, Messrs. Lain and Johnson recommended that
CenterPoint's request to recover its Storm Hardening Costs in a rider should be denied.

718 GCCC Ex. 2 ( Johnson Direct) at 52-55.
79

Staff Ex. 6 (Lain Direct) at 39.

720

id.

721 Id. at 41.
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TIEC further argued that Rider SH is not required because CenterPoint already has other
mechanisms, in addition to traditional recovery through a rate case, for recovery of storm restoration
costs: (1) the TCOS process;722 (2) the storm reserve; and (3) securitization and recovery in a
non-bypassable surcharge.723

In response to the objections raised by Staff and the intervenors, CenterPoint acknowledges
that P.U.C. SUBST. R. 25.95 itself does not provide for cost recovery, but contends the rule does,
however, contemplate preparation of a Storm Hardening Plan. To the extent the Commission orders
CenterPoint to implement that plan, or some portion of that plan, the Company has proposed
Rider SH to facilitate that implementation.

With regard to GCCC's argument that Rider SH does not appear to contemplate any
substantive review of storm hardening annual cost increases and, therefore, violates PURA § 36.201
(which prohibits automatic cost adjustment tariffs), CenterPoint responded that Rider SH expressly
contemplates that any costs recovered must first be reviewed and approved by the Commission.
CenterPoint will file any proposed adjustment pursuant to Rider SH at least 90 days before the new
rates are to be effective.724 This gives the Commission ample opportunity to determine whether the
costs under review are reasonable and necessary and in the public interest. CenterPoint further
responded that in the context of making a decision concerning Rider SH, the Commission can
structure the rider such that it could be reviewed and continued or discontinued based on whether the
Commission considered it a useful tool for hardening the grid.

With respect to Staff s and intervenors' contention that Rider SH inappropriately allocates
costs, CenterPoint replied that Rider SH allocates costs according to the method established in
CenterPoint's last general rate case.725

According to CenterPoint, the Legislature and the

Commission have already determined that allocating costs recovered under a rider using the cost
722
123
124
725

P.U.C. SUBST. R. 25.193.
PURA § 36.402.
CEHE Ex. 61 (Troxle Rebuttal) at 2-3 and Rebuttal Ex. MAT-1.
Id. at Rebuttal Ex. MAT-1, p. 1.
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allocation from the last general rate case is appropriate. For instance, the Legislature in providing for
recovery of storm restoration costs requires that costs be allocated "in the same manner as the
corresponding facilities and related expenses are functionalized and allocated in the electric utility's
current base rates."726 Thus, CenterPoint argued that establishing allocation by reference to the
allocation from the last general rate case is both appropriate and consistent with existing precedent
for similar riders.

CenterPoint responded to TIEC's contention that CenterPoint has other mechanisms for
recovery of storm restoration costs by clarifying that Rider SH does not recover system restoration
costs; it recovers system hardening costs. Put another way, Rider SH is intended to recover costs for
system hardening to prevent damage that would be otherwise caused by a storm. Each of the cost
recovery mechanisms cited by TIEC recover costs associated with restoring service after the storm
has already hit. System hardening is preventative, while system restoration is remedial. Moreover,
Section 2 of Rider SH expressly states that any costs recovered under the rider are exclusive of costs
recovered by any other mechanism, which would include any of the three methods listed by TIEC.
Therefore, according to CenterPoint there can be no double recovery.

The ALJs find the arguments and authorities cited by Staff and the intervenors in opposition
to Rider SH to be the most persuasive. At a minimum, Rider SH is premature in that P.U.C. SUBST.
R. 25.95 does not require CenterPoint to: (1) undertake any storm hardening initiatives, or (2) incur
any storm hardening costs; nor does it establish any storm hardening cost recovery mechanism. It
appears to the ALJs that the more appropriate time for CenterPoint to address storm hardening
measures and related costs and means for cost recovery is after CenterPoint: has submitted a storm
hardening plan; the plan has been evaluated; specific storm hardening initiatives have been
identified; related costs have been determined; and the most appropriate means for cost recovery has
been established considering all relevant factors. Additional concerns regarding the: (1) potential for
double recovery of costs; (2) failure to account for offsetting revenues; and (3) improper cost
allocation, further support the ALJs' recommendation that CenterPoint's proposed Rider SH be
denied.

126

PURA § 36.403(g).
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2. Energy Efficiency Cost Recovery Factor (EECRF) [Germane to Preliminary Order
Issue No. 311
CenterPoint modified its proposed Rider EECRF in accordance with the requirements of the
Commission's Preliminary Order. As modified, Rider EERCF is not opposed by any party. The
evidence shows that in 2011, CenterPoint needs to collect $30,784,000 to fulfill its statutory energy
efficiency obligations.727 Also, the approved performance bonus for CenterPoint's 2009 energy
efficiency programs, consistent with the Preliminary Order is $3,007,344.725 Staff witness Lain
recommends approval of CenterPoint's Rider EECRF, as modified. Therefore, CenterPoint requests
that the uncontested $33,286,486 in expense and performance bonus, are reasonable and should be
approved.

In view of CenterPoint's modification of Rider EECRF and proposed bonus in accordance
with the Commission's Preliminary Order, and the recommendation of Staff witness Lain that the
Rider EECRD and proposed bonus be approved, the ALJs likewise so recommend.

3. State Colleges and Universities Discount (SCUD) [Germane to Preliminary Order
Issue No. 301
Rider SCUD previously provided a credit to certain four-year state university, upper-level
institution, Texas State Technical College, or college as previously provided for in PURA § 36.351.
In Docket No. 35717, the Commission determined that the 20 percent discount does not apply to
electric services provided by a TDU, such as CenterPoint, to a REP.729 Instead, REPs sell their
electric services to four-year state universities, upper-level institutions, Texas State Technical
College, or colleges in areas of the State that are open to competition. The Commission in that

727 CEHE Ex. 32
(Ahrens Direct) at 7; Staff Ex. 6 (Lain Direct) at 35-36 and RL-7.
728 CEHE Ex. 61 (Troxle Rebuttal) at Ex. MAT-6.
729
Application of Oncor Electric Delivery Company, LLC For Authority To Change Rates, Docket No. 35717, Order at
Finding of Fact No. 5, Conclusion of Law No. 7 (Jan. 30, 2009).
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docket ordered that the Rider be removed from the Retail Tariff.730 That same reasoning applies in
this docket. Staff in this case agrees.731

The State Agencies, however, do not.

They urge the ALJs to disregard this binding

Commission precedent on three grounds: ( 1) termination of the discount would "have a significant
negative impact upon these vital public institutions in a time of budgetary stress;" (2) the
Commission is allegedly "uncertain" about its holding in Docket No. 35717; and (3) State Agencies
have presented new legal arguments in this proceeding that they inexplicably failed to present to the
Commission in Docket No. 35717.732

First, as CenterPoint notes, the fact that all businesses face budgetary constraints in the
current economic climate does not distinguish State Agencies from CenterPoint and in any event
provides no justification for construing PURA § 36.351 contrary to its plain language.

Second, State Agencies bases its claim that the Commission is "uncertain" about its
unanimous decision in Docket No. 35717 solely on (1) the Commission's listing CenterPoint's
request to terminate Rider SCUD as an issue to be addressed in this proceeding, and (2) an individual
Commissioner's comment at a hearing in Docket No. 35717 that this issue presented "a close
question," before agreeing with the other Commissioners that PURA § 36.351 does not apply to
TDUs. The Commission's listing of this issue as one to be addressed simply acknowledges that
CenterPoint timely raised the issue in its application; it is not a license to disregard Commission
precedent governing the issue, as State Agencies suggest. Similarly, State Agencies cite no
authority-and there is none-for its suggestion that the precedential value of a unanimous
Commission decision is somehow impacted by an individual Commissioner's informal comment at a
hearing preceding the decision.

730

731
732

id

Staff Ex. 6 (Lain Direct) at 44.
State Agencies Initial Brief at 4, 16, 23, 25.
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Third, State Agencies' contention that it has raised new arguments that the Commission did
not have the opportunity to consider in Docket No. 35717 is simply untrue. The Commission
properly rejected these same arguments in holding that PURA § 36.351 does not apply to TDUs such
as Oncor or CenterPoint. That decision accords with the text and history of both PURA § 36.351
and Senate Bill 7 § 63 (the latter of which State Agencies ignore), and it avoids the unreasonable
result produced by State Agencies' contrary interpretation.

Consistent with the Commission's prior precedent, the ALJs recommend that the
Commission approve CenterPoint's proposal to remove its Rider SCUD from its Retail Tariff.
4. Deferred Tax Riders
In its initial brief, CenterPoint explained that FIN 48 amounts must be excluded from ADFIT
for ratemaking purposes because such amounts are not cost-free capital and because FIN 48
liabilities are the result of the only objective, reasoned assessment of tax expenses and interest that
CenterPoint will incur with respect to its UTPs.733 Alternatively, CenterPoint requested that the
Commission adopt a tracker mechanism to equitably account for CenterPoint's UTPs.734 While
GCCC and the State Agencies present numerous arguments against these riders,735 Staff made the
most cogent and concise argument, which the ALJs find persuasive. Staff argued that to the extent
that Staffs proposal that FIN 48 deductions should be added back into ADFIT for ratemaking
purposes is adopted, then the proposed deferred tax riders would be unnecessary and should be
rejected.736 Inasmuch as the ALJs recommended that FIN 48 deductions should be added back into
ADFIT for ratemaking purposes, as discussed in Section V.C.1, the ALJs recommend that
CenterPoint's deferred tax riders also be rejected.

733
131
735

CEHE Initial Brief at 10-32.
Id. at 31-32, 189.

GCCC Initial Brief at 88-89; GCCC Reply Brief at 60; State Agencies Initial Brief at 28-29; State Agencies Reply
Brief at 7-8.
716
Staffs Initial Brief at 70; Staff Reply Brief at 50.
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5. Other Riders
No party challenged CenterPoint's proposals to other riders, and Staff supported the proposed
changes.737 Consequently, the ALJs recommend that the Commission approve these proposed
changes.

X.

ADVANCED METERING SYSTEM (AMS) [GERMANE TO PRELIMINARY
ORDER ISSUE NO. 37]
Very few issues have been raised in this proceeding regarding CenterPoint's AMS

reconciliation. Other parties did not challenge a single dollar spent to date or projected to be spent in
the future. No intervenor challenged the pricing or other terms and conditions of even one of the
Company's new or newly amended AMS-related contracts. The only issues raised related to the
calculation of future savings and the accounting treatment of certain reasonable and necessary
expenses.

A.

AMS Deployment Plan and Costs [Germane to Preliminary Order Issues Nos. 33 and
36]
The Commission approved CenterPoint's AMS Deployment Plan in Docket No. 35639.738

The plan specifies how the AMS will meet the functionality requirements of P.U.C. SUBST.
R. 25.130739 and includes schedules for different aspects of the deployment.740 The evidence
establishes that CenterPoint's deployment has been consistent with both the timing and functionality
requirements of the approved Deployment Plan. CenterPoint also fulfilled its obligation to seek
federal funding and obtained a $200 million Smart Grid Investment Grant (SGIG), $150 million of
which will be used to accelerate the AMS deployment. The remaining $50 million will be used to
partially fund Phase I of CenterPoint's future intelligent grid deployment. At this time, the Company

73' Staff Initial Brief at 70.
738 Application of CenterPoint Energy Houston Electric, LLC for Approval of Deployment Plan and Request for
Surcharge for an Advanced Metering System, Docket No. 35639, Final Order at 3 (Finding of Fact No. 12) (Dec. 22,
2008).
79 See id. at Ex. B, Section 5 (Table of Functionality).
740
See id. at Ex. A, Section 6 (Deployment Schedule).
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does not seek to recover its share of future expenditures towards the intelligent grid. The only issues
raised regarding CenterPoint's deployment activities relate to: (1) the status of the Network
Operating Center (NOC), (2) "hybrid" pricing capability, and (3) the Company's Intelligent Grid (IG)
initiative pursuant to the SGIG award.

1. Status of NOC and Future Capabilities
Staff witness Christine Wright raised a single concern about CenterPoint's NOC, which is the
control center used to monitor the AMS and diagnose problems. Based on CenterPoint's prefiled
direct testimony, Ms. Wright believed that NOC implementation had been delayed and
recommended that CenterPoint "be ordered to build the NOC as soon as practicable ....i741

On rebuttal, Mr. Mercado explained that there are two different kinds of NOC, "a
current-state NOC facility that performs the command and control function today from a particular
physical location, and an enhanced future-state NOC capability that allows remote monitoring and
control from many locations, not just a single room or facility." The current-state NOC is, in fact, in
place today, located at the Company's headquarters and staffed by up to seven individuals at a time.
The future-state NOC, which has not yet been fully implemented, will enhance functionality by
(1) allowing personnel to remotely monitor the AMS and (2) configuring the computer systems to
monitor system performance automatically and continuously, alerting appropriate personnel when
issues require attention.

This enhanced functionality will be implemented over time as AMS

deployment expands into 2011 and 2012. Therefore, Ms. Wright's concerns have been addressed by
CenterPoint's current-state NOC. CenterPoint is willing to provide regular updates to Staff on the
status of the NOC and report to the Commission when the future-state NOC is operational.742

2. CenterPoint has Agreed to Amend its AMS Deployment Plan
In its Statement of Functionality filed in Docket No. 35639, the Company specified that the
pricing function of its AMS communications system would be based on "multicast" messaging for
741

Staff Ex. 3 (Wright Direct) at 11.

742 CEHE Ex. 54 (Mercado Rebuttal) at 21-22.
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time of use pricing.743 This type of communication involves the broadcasting of a message from a
single source to many end-points consisting of meters or home area network devices. CenterPoint
has subsequently indicated in Project No. 34610, Implementation Project Relating to Advanced
Metering, that "point-to-point" pricing capability will also be available beginning in early to mid2011. Point-to-point communication involves a single message broadcast to a single end-point. It
allows for "hybrid" pricing, in which point-to-point is used for certain products such as prepaid
electric service, and multicast is used for dynamic pricing products such as time-of-use pricing. Staff
witness Wright recommended that CenterPoint be required to file an amendment to its Deployment
Plan with an amended Statement of Functionality, and that this be filed at least three months before
hybrid pricing functionality is available to REPs. 744

CenterPoint supports Ms. Wright's proposal and will file an amended Statement of
Functionality consistent with her recommendation. However, hybrid pricing may place additional
burdens on the AMS communication system, which may lead to latency in the delivery of all AMS
messages, including critical utility messages. If message latency becomes a concern, the Company
may need to enhance its communications infrastructure beyond that described and agreed to in
Docket No. 35639. Should that occur, CenterPoint may need to seek additional funding beyond what
is currently included in the AMS surcharge. 745

3. CenterPoint will Accelerate its AMS Deployment
Of the $200 million CenterPoint received in its SGIG award, $50 million is designated for the
Company's IG initiative. Ms. Wright recommends that the Company be ordered to file a separate IG
deployment plan within 60 days of issuance of a final order in this proceeding.746 With respect to the

743

Docket No. 35639, Direct Testimony of Don Cortez (adopted by Ken Murphy), CEHE Ex. 42 at 26-40 (Statement of
Functionality).
744
Staff Ex. 3 (Wright Direct) at 9.
741
CEHE Ex. 54 (Mercado Rebuttal) at 23-24.
746
Staff Ex. 3 (Wright Direct) at 7.
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current limited (i.e., Phase I) IG deployment plan, the Company will include its IG deployment plan
in the Monthly Progress Report on AMS currently filed with the Commission.747

As a condition to obtaining the SGIG, CenterPoint is required to complete its AMS
deployment in 2012 instead of 2014 as contemplated in the Final Order in Docket No. 35639.748 It is
reasonable for the Company to accelerate its AMS deployment as a condition of the SGIG because
the SGIG will enable the Company to bring the benefits of AMS to consumers more quickly at a
lower cost.749 Both Staff witnesses who address the accelerated AMS deployment, Christine Wright
and Richard Lain, agree with the Company's plan to use the SGIG funds to accelerate deployment.750

B.

AMS Reconciliation [Germane to Preliminary Order Issue No. 341
CenterPoint states that it incurred $164,710,917 in reasonable and necessary capital and

O&M costs associated with its AMS deployment during the period January 1, 2009, to March 31,
2010 (the Reconciliation Period) .751 No intervenor has offered testimony or a statement of position
challenging the reasonableness of CenterPoint's capital and O&M costs, and the ALJs recommend
that the Commission find that they are reasonable and necessary.

The only challenge to the Company's Reconciliation Period expenses is GCCC witness Lane
Kollen's assertion that the Reconciliation Period, like the test year for the rate case, should have
ended on December 31, 2009, rather than March 31, 2010.752 However, CenterPoint notes that there
is nothing in P.U.C. SUBST. R. 25.130(k)(4) that requires use of the same calendar year test year as
the rate case. Indeed, AMS reconciliation periods will rarely match rate case test years. Test years
are always 12 months long, but AMS reconciliation periods can easily be 36 or more months in

141
71$
749
750

CEHE Ex. 54 (Mercado Rebuttal) at 22-23.
CEHE Ex. 42 (Murphy Direct) at 13-14.
CEHE Ex. 37 (Mercado Direct) at ES-1.
Staff Ex. 3 (Wright Direct) at 6; Staff Ex. 6 (Lain Direct) at 44.

751 CEHE Ex. 38 (Loog Direct) at 3-4.
712
GCCC Ex. 1(Kollen Direct) at 25-26.
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duration.753 CenterPoint contends that the reference in P.U.C. SUBST. R. 25.130(k)(4) to "installed"
AMS equipment can reasonably be interpreted to refer to AMS equipment installed at the time of the
general base rate proceeding. CenterPoint used the most complete and reliable information available
at the time of its filing, which is consistent with the philosophy of the roll-in provision. Once AMS
costs have actually been incurred and are known, it is preferable to recover them through base rates
instead of the surcharge.754

Because CenterPoint established that the AMS costs it incurred during the Reconciliation
Period were reasonable and necessary and were recorded in accordance with statutory and rule
requirements, the ALJs recommend that the Commission find those costs reasonable and necessary.

C.

AMS Surcharge [Germane to Preliminary Order Issues Nos. 34 and 35]
Section 39.107(h) of PURA entitles CenterPoint to impose a surcharge to recover its

reasonable and necessary costs incurred in deploying AMS.755

Pursuant to PUC SUBST.

R. 25.130(k)(4) and (6),756 and Finding of Fact No. 34 in Docket No. 35639, CenterPoint states that
it excluded from the surcharge calculations the reasonable and necessary costs of installed AMS
equipment in its proposed surcharge, and instead placed those costs in its proposed base rates. In
addition, CenterPoint states that it calculated the surcharge over-recoveries received before March
31, 2010 ($51,640,849) and deducted that from the amounts needed for future cost recovery. The
Company projected AMS costs of $538,067,910 from April 1, 2010, through December 31, 2017,
which (after crediting an expected $124,144,170 in SGIG revenues received after March 31, 2010)
are comprised of projected capital costs of $343,077,941 and projected O&M expenses of
$194,989,969.757

753 See P.U.C. SUBST. R. 25.130(k)(6) (providing that utilities shall file AMS reconciliations no more frequently than
every three years).
754 CEHE Ex. 53 (Gastineau Rebuttal) at 4.
115
See PURA § 39.107(h).
756
P.U.C. SUBST. R. 25.130(k)(4), (6).
757
CEHE Ex. 38 (Loog Direct) at Exhibit CTL-I 1.

SOAH DOCKET NO. 473-10-5001
PUC DOCKET NO. 38339

PROPOSAL FOR DECISION

PAGE 184

The Company calculated an appropriate surcharge designed to recover these projected future
costs. As contemplated by the Final Order in Docket No. 35639, CenterPoint retained the same
dollar level as the surcharge approved in Docket No. 35639 but, to account for the significant
reductions in the overall cost recovery required, substantially shortened the anticipated recovery
period for the surcharge.758 The only issues raised with the Company's revised surcharge were:
(1) the decision to shorten the duration of the surcharge rather than reduce the monthly dollar
amount; (2) the treatment of removal costs for the electromechanical meters being replaced; and
(3) the projected savings that should be included in the revised surcharge.

1. Duration of the Surcharge
Consistent with Finding of Fact No. 35 in Docket No. 35639, the Company proposes to leave
the monthly amount of the surcharge the same as that approved in Docket No. 35639 and to shorten
the duration of the surcharge.759

GCCC complains that shortening the duration of the surcharge is not appropriate and that the
only permissible way to reduce the surcharge is by lowering the dollar amount of the monthly
charge.760 CenterPoint contends that neither the Commission's AMS rule nor the Final Order in
Docket No. 35639 supports this position.

The Final Order in Docket No. 35639 explicitly

contemplates a shortening of the duration of the surcharge: "the ending date shall be subject to
change based on the results of any proceeding to adjust the AMS surcharge or a reconciliation or
inclusion of AMS costs in base rates."761

Similarly, P.U.C. SUBST. R. 25.130(k)(3) states a

preference for the "stability of a levelized amount" in the surcharge, indicating that shortening of the
time period is more appropriate than reducing the dollar amount of the monthly charge.762 Further,

751 CEHE Ex. 51 (Gastineau Direct) at 8; Final Order at 7 (Finding of Fact No. 35) (stating that the surcharge "ending
date shall be subject to change" in a reconciliation).
; ,59 Id
760 GCCC Ex. 1(Kollen Direct) at 18-19.
761 Docket No. 35639, Final Order at 7(Finding of Fact No. 35) ( emphasis added). See also CEHE Ex. 71 (Gastineau
Rebuttal) at 2-3.
762
P.U.C. SuBST. R. 25.130(k)(3).
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P.U.C. SUBST. R. 25.130(k)(5), which addresses annual reports, explicitly contemplates that the
Commission "may alter the length of the surcharge collection period."763

CenterPoint argues that it has shown that keeping the dollar amount of the monthly surcharge
the same and shortening the time period: (1) saves ratepayers the carrying costs associated with a
longer recovery period and (2) provides beneficial up-front cash for the Company while it accelerates
AMS deployment.764 Staff testified that CenterPoint's decision to shorten the duration of the
surcharge was reasonable and Staff recommended approval of the method.765 Accordingly, the ALJs
recommend that the Commission find this action to be reasonable.

2. Cost of Removing the Electro-Mechanical Meters
Although no intervenor filed testimony or presented other evidence suggesting that any of the
Company's estimated future AMS expenses were inaccurate, unreasonable, or unnecessary, GCCC
argues that the Company's going-forward surcharge should be reduced because the Company's
future revenue requirement includes meter removal costs that, GCCC asserts, are already recovered
in its depreciation expenses. GCCC bases its assertion on the FERC Uniform System of Accounts,
which generally requires removal costs to be in depreciation expense.766 However, Note B to FERC
Account 370 (Meters) provides that meter removal costs should be expensed. The Company points
out that it has, in fact, expensed meter removal costs in the past. CenterPoint also stated that there
are no meter-related removal costs in the Company's existing depreciation rates.767

The ALJs are persuaded that CenterPoint has properly accounted for the costs of removing
the electro-mechanical meters that are being replaced by advanced meters and, therefore,
recommends that the Commission approved CenterPoint's proposed treatment of those costs.

763 P.U.C. SUBST. R. 25.130(k)(5).
764
CEHE Ex. 71 (Gastineau Rebuttal) at 3.
765
Staff Ex. 6 (Lain Direct) at 44; Staff Ex. 3 (Wright Direct) at 6.
766 GCCC Ex. 1(Kollen Direct) at 28-30.
767
CEHE Ex. 52 (Loog Rebuttal) at 2-4.
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3. CenterPoint's Estimates of Future Savings and Benefits Attributable to AMS
CenterPoint estimates savings for the remainder of the surcharge period - from April 1, 2010,
through 2017-at $114,487,661. The revised estimate takes into account results achieved to date, as
well as the Company's acceleration of its Deployment Plan made possible through its successful
effort to obtain federal stimulus funds.768 The Company has stipulated that in any future AMS
reconciliation, CenterPoint will reconcile actual savings for the applicable reconciliation period and
will project future savings for revising its AMS surcharge considering all of the savings categories
listed in Exhibit KM-1 to the rebuttal testimony of Kenny Mercado.769 Exhibit KM-1 includes all
savings categories found in the McKinsey Model, as well as several more added by CenterPoint in
adapting that model.

COH/HCOC witness Perlman recommends that the surcharge be reduced to account for an
additional estimated $14.8 million in future cost savings.770 CenterPoint contends, however, that
Mr. Perlman is mistaken in his conclusion that these additional cost savings are likely to occur.
First, according to CenterPoint witness Mercado, Mr. Perlman's savings calculations are based on
outdated material from a CenterPoint presentation dated January 23, 2007. Mr. Mercado testified in
rebuttal that he had never seen the raw data referenced in that presentation, and that it was not used
as the basis for any decision regarding AMS. He explained that the analysis in that document is
almost four years old, has very little in common with the Company's approved deployment plan, and
includes assumptions not applicable to the actual AMS plan, such as references to gas meters and the
deployment of broadband over power lines.771

In addition to using obsolete, inapposite data to calculate his proposed savings, Mr. Mercado
contends that 92 percent of Mr. Perlman's $14.8 million savings projection is based on presumed
savings resulting from a reduction in field service personnel.772 CenterPoint explained in testimony

768 CEHE Ex. 50 (Tumlinson Direct) at 21-22; see also Exhibit DT-1.
769
CEHE Ex. 54 (Mercado Rebuttal) at Rebuttal Ex. KM-1.
770 See COHlHCOC Ex. 2 (Perlman Direct) at 16-17.
171
CEHE Ex. 54 (Mercado Rebuttal) at 13-14, 19.
772
Id. at 19. Mr. Mercado's rebuttal testimony notes that approximately 85 percent of Mr. Perlman's $14.8 million in
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that no such savings to the Company will result because the cost of services performed by field
service personnel are recovered through a discretionary service charge (DSC) that is charged to the
end-use customer.773 When the service charge is eliminated, CenterPoint avoids the expense, but
also forgoes the associated revenue by not charging the customer a DSC. According to CenterPoint,
it is the consumer, not the Company, who will realize a savings in the form of the eliminated DSC.774
Mr. Perlman acknowledged that, where a DSC is in place, it would be inappropriate to also credit
the surcharge.775

The ALJs are persuaded that CenterPoint has appropriately dealt with projected savings and
benefits attributable to AMS and, therefore, recommends that the Commission reject COH/HCOC's
proposal on this issue.

D.

AMS Legal Expenses
CenterPoint's recovery of $1,293,099.69 in legal expenses incurred in connection with its

application and receipt of the $200 million SGIG for the accelerated implementation of the Smart
Grid is appropriate given the unique legal questions presented by the Grant, the specific experience
and expertise the individual attorneys involved had with the Department of Energy, the
reasonableness of the hourly rates charged by the attorneys involved, the short deadlines and new
rules with which the attorneys involved had to comply, and the results obtained.776 No party has
disputed the reasonableness and necessity of these charges, and the ALJs recommend that the
Commission approve their recovery.

additional savings is attributable to alleged savings from field service personnel. In actuality, field service personnel
savings account for 92 percent of Mr. Perlman's additional savings. See COH/HCOC Ex. 2B (Exhibit Perlman Direct
[Confidential]) at Exhibit BAP-4.
73 CEHE Ex. 54 (Mercado Rebuttal) at 19.
114

Id. at 7-8.

75 Id. at 8; Rebuttal Ex. KM-2 (excerpt from oral deposition of Brett Perlman, 58:7-13 (Sept. 24, 2010)).
176 CEHE Ex. 43 (Hedges Direct AMS) at 1, 11-12, 14-15.
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RATE CASE EXPENSES [GERMANE TO PRELIMINARY ORDER ISSUE
NO. 27]
Like any other contested case, this rate case required CenterPoint to incur legal and

consulting fees. PURA requires the Commission to include in a utility's rates its reasonable and
necessary operating expenses, which may include reasonable costs of the utility's participating in the
ratemaking proceeding.777 In particular, a utility may recover reasonable legal and consulting fees
incurred in a ratemaking proceeding.778 The Company presented two witnesses in support of its legal
and consulting fees, Daniel Hedges and Jeffrey Andrien. With the exception of Staff, no party filed
testimony contesting the reasonableness or necessity of the Company's rate case expenses.

Throughout the course of the hearing, CenterPoint worked with Staff and parties to identify
and resolve issues related to its rate case expense request. As a result of these discussions, the
Company agreed to reduce its total rate case expense request by $250,000.779

Additionally,

CenterPoint agreed to reduce its request consistent with the direct testimony of Staff witness Mary
Jacobs. Accordingly, the amount of the Company's actual uncontested legal and consulting fees
eligible for recovery through Rider RCE is as follows:

CenterPoint Actual Legal and Consultin g Expenses
Descri ption
Amount
Company's Actually Incurred Legal Expenses
$2,081,856.55
Through Dan Hedges' First Supplemental Direct
Testimon 780
Company's Actually Incurred Consultant
$1,301,833.79
Expenses Through September 30, 201 0781

177 See
PURA § § 36.051, 36.061(b)(2) (Vernon 2007); see also Pioneer Natural Res. USA, Inc. v. Pub. Util. Comm 'n of
Texas, 303 S.W.3d 363, 376 (Tex. App.-Austin 2009, no pet. h.).
771
See City of El Paso v. Pub. Util. Comm n of Texas, 916 S.W.2d 515, 522 (Tex. App.-Austin 1995, writ dism'd).
779 Tr. at 1617.
780 CEHE Ex. 34 (Hedges Direct) at 9 ($244,502) and 26 ($58,244.55); CEHE Ex. 34A ( Hedges Supplemental Direct)
at 1 ($1,779,110.86).
781
CEHE Ex. 33 (Andrien Direct) at ES-1 ($471,634); CEHE Ex. 33A ( Andrien Supplemental Direct) at 1, 4
($434,750.43); CEHE Ex. 33B (Andrien Second Supplemental Direct) at 2, 4 ($376,282.96); CEHE Ex. 43 (Hedges
AMS Direct) at 18 ($19,166.40).
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CenterPoint Actual Le gal and Consultin g Expenses
Description
Amount
Company's Actually Incurred Internal Expenses
$52,813
Through September 22, 2010782
LESS Adjustment to Actual Expenses
($104,743.96)
Recommended by Staff 83
LESS Agreed Adjustment to Actual Expenses784
($250,000)
Total Actual Company Rate Case Expenses
Eligible for Recover :

$3,081,759.38

The ALJs are persuaded that the agreements among the parties on this issue are reasonable.
Accordingly, the ALJs recommend that the Commission find that the Company's actual legal and
consulting expenses (as set forth above) are reasonable and necessary and approve them for recovery
through Rider RCE.

Similarly, COH/HCOC, GCCC, and TCUC were required to incur legal and consulting fees
as a result of participating in this proceeding.

PURA requires the Commission to include in a

utility's rates Cities' reasonable costs of participating in utility's ratemaking proceeding.785

Brett Perlman and Amalija Hodgins provided testimony regarding the reasonableness and
necessity of the following consultant and legal fees incurred by COH/HCOC, which is supported by
the incorporated affidavits of James Daniel and Alton J. Hall, Jr.:786

COH/HCOC Legal and Consul in g Expenses
Description
Amount
COH/HCOC actual legal expenses through
$180,169.96
August 31, 2010
COH/HCOC actual consultant expenses through
$206,021.00
August 31, 2010
711

CEHE Ex. 33 (Andrien Direct) at 2889 ($12,282); CEHE Ex. 33A Andrien Supplemental Direct) at 8($40,531).

783 Staff Ex. 11 (Jacobs Supplemental Direct) at MJ-1.
784 Tr. at 1617.
785 PURA § 33.023.
786 See generally, COH/HCOC Ex. 4 (Hodgins Direct); COH/HCOC Ex. 2 (Perlman Direct) at 29-38; COH/HCOC
Ex. 4C.

