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1.

INTRODUCTION [GERMANE TO PRELIMINARY ORDER
ISSUE NO. 11

CenterPoint insists that raising rates $124 million and having the opportunity to earn a
rate of return that includes an 11.25% ROE is "imperative to the fiscal health of the Company."i
Yet CenterPoint did not cite to any specific evidence that supports this contention, and none
exists. Staff recommends that the Commission base its decision on the evidence in the record,
not sweeping, unsubstantiated claims.

II.

JURISDICTION AND NOTICE

III.

IV.

PROCEDURAL HISTORY

EXECUTIVE SUMMARY [GERMANE TO PRELIMARY ORDER
ISSUE NO. 5]

I CenterPoint's Exceptions to the PFD at 3.

6
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A. Rate Base

1. T&D Capital Investment

2. Accumulated Deferred Federal Income Taxes (ADFIT)

3. Cash Working Capital (CWC)

4. Plant Held for Future Use (PHFU)

5. Regulatory Assets

6. Advanced Metering System

B. Rate of Return and Capital Structure

C. Cost of Service

1. Pension and OPEB Expenses

2. Self Insurance

^
oooW

3. Energy Efficiency Expenses and Programs

4. Amortization - Hurricanes Rita and Ike

5. Depreciation Expense

6. Federal Income Tax Expense

7. Medicare Part D Subsidy

D. Cost Allocation and Rate Design

1. Gradualism

2. Transformer Allocation

3. 4CP Transmission Cost Allocation Factor

4. Uncollectible Expense

5. Waiver of Demand Ratchet Provision

s
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6. Street Lighting

7. Rider SH (Storm Hardening)

8. Rider EECRF ( Energy Efficiency Cost Recovery Factor)

9. Rider SCUD - State Colleges and Universities Discount

lO.Deferred Tax Riders

11.Alternative Customer Charge

V.

RATE BASE [GERMANE TO PRELIMINARY ORDER ISSUE
NOS. 7 AND 9]

A. Capital Investment

1. Transmission

2. Distribution

9
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B. Adjustments [Germane to Preliminary Order Issue No. 6]

1. Post-Test Year Adjustments
CenterPoint makes the same arguments in its exceptions that the Ails rejected in the
PFD and that the Ails rejected at the beginning of the hearing on CenterPoint's untimely request
for a good cause exception to P.U.C. SUasT. R. 25.231(c)(2)(F)(i)(II).z That rule provides that
post test-year adjustments will be considered only where each addition comprises at least 10% of
the electric utility's requested rate base, exclusive of post test-year adjustments and CWIP.
Staff's recommended $36,735,000 decrease consists of $33,292,000 included in CenterPoint's
request as a post-test year adjustment relating to two new transmission substations that were
placed in service in 2010, and $3,442,000 in post test-year adjustment costs related to the
Department of Energy's mandated efficiencies in distribution transformers beginning January 1,
2020.3 In this case, the total rate base exclusive of post test-year adjustments and CWIP is
$3,677,900,000.4 Therefore, to meet the rule's threshold, CenterPoint's requested additions to
rate base would each have to be at least approximately $368 million to meet the rule's 10%
threshold requirement.

However, neither of CenterPoint's requested additions meet this

threshold. Because each of CenterPoint's requested post test-year adjustments are less than 10%
of its rate base, exclusive of post test-year adjustments and CWIP, as a matter of law these
amounts cannot be included in electric plant in service.
CenterPoint also argues that the rule's 10% threshold is unrealistic for a utility whose
assets include only T&D infrastructure.5 Again, this is the same argument made by CenterPoint
in its request for a good cause exception that was denied by the ALJs. If CenterPoint believes
that the rule creates an unrealistic threshold for a T&D utility, the proper approach would be to
petition the Commission for a rulemaking rather than asking the Commission to simply ignore
the requirements of its own rules.

2 CenterPoint tiled a Request for Good Cause Exception from the requirements of P.U.C. SUBST. R. 25.231 on
October 1, 2 010. This request was denied by the ALJs at the beginning of the hearing on the merits. See Tr.
(Arnold) at 44:5-25 (Oct. 1 l, 2010).
3 Staff Ex. S. Direct Testimony of Mary Jacobs (Jacobs Direct) at 1 1:1-7.
`t Id. at 12:5-6.
5 CenterPoint's Exceptions to the PFD at 12.
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2. AMS

C. ADFIT

1. FIN 48 Liabilities [Germane to Preliminary Order Issue No. 24]
The ALJs properly recommend that CenterPoint's FIN 48 liabilities be added to
CenterPoint's ADFIT and this be used to reduce CenterPoint's rate base. CenterPoint continues
to argue that FIN 48 liabilities should not be included in ADFIT even though the Commission
decided against CenterPoint's position in Oncor's most recent rate case. In Docket No. 35717,
the Commission noted that a utility is required to use the FERC chart of accounts in preparing its
rate filing package, and recognized that FERC issued a policy statement stating that utilities are
not to follow FIN 48 for financial accounting and reporting submitted to FERC.

The

Commission determined that FIN 48 deductions should be added back into the ADFIT for
ratemaking purposes because the utility may not have to pay the IRS those FIN 48 deductions.6
CenterPoint attempts to distinguish itself from the Commission's decision in Docket No.
35717 based on the release of a new Schedule UTP by the IRS. However, as the ALJs recognize
in the PFD, "the introduction of Schedule UTP into the argument really changes very little."7
CenterPoint asserts that Schedule UTP will cause FIN 48 amounts to be under greater scrutiny
and dramatically lower the chances of any position going unchallenged.8

Even if true, these

arguments do not change the basic premise upon which the Commission made its decision in
Docket No. 35717. It still holds true that CenterPoint may not be audited and may not have its
UTP reversed. Thus, in accordance with Commission precedent, the Commission should adopt
the recommendation of the ALJs.

6 Application of Oncor Electric Delivery Company. LLC for Authority to Change Rates, Docket No. 35717, Order
on Rehearing at 18 (FOF 57-60) (Nov. 30, 2009).
7 PFD at 16.
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2. Intervenors' Proposed Rate Base Items

D. Cash Working Capital

1. State Franchise Tax

2. Lead Days on Affiliate O&M Expense

3. Remaining CWC Issues

E. Materials and Supplies

F. Electric Plant in Service (EPIS) [Germane to Preliminary Order Issue
No. 18]

G. Electric Plant Held for Future Use (PHFU)

H. Injuries and Damages Reserve

,4 CenterPoint's Exceptions to the PFD at 17.
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I.

Prepayments

J. Regulatory Assets [Preliminary Order Issue No. 10]

1. Pension Asset

2. Other Regulatory Assets

K. Retirement Work in Progress

VI.

RATE OF RETURN

A. Capital Structure [Germane to Preliminary Order Issue No. 3]
The AUs agreed with Staff's position and recommended a capital structure of 45%
equity and 55% debt for CenterPoint in the PFD.9

CenterPoint excepted to the PFD and

requested that the Commission adopt a 50-50 capital structure. COH/HCOC, TIEC, TLSC and
Texas ROSE, and OPC excepted to the PFD and requested that the Commission retain the
current 60% debt and 40% equity capital structure for CenterPoint.
CenterPoint is the first transmission and distribution utility (TDU) since the unbundling
cases in 2001 to request that the Commission adopt a capital structure other than the 60% debt
and 40% equity structure ordered for all unbundled utilities in 2001. Staff witness Slade Cutter
testified that it was not the intention of the Commission during the unbundling cases to
permanently freeze capital structures at 50% debt and 50% equity. 10

There is merit in

CenterPoint's argument that it should have access to the debt markets at reasonable rates, even

yPFDat37.
10 Tr. (Cutter) at 1602:23 - 1603:4 (Oct. 15, 2010).
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during adverse circumstances.

CenterPoint's argument is relevant considering the recent

tumultuous financial market conditions in the U.S. and worldwide.
More than a decade has passed since unbundling, allowing sufficient time for market and
financial analysts to observe TDUs and their operations.

As the Ails stated in the PFD, Mr.

Cutter testified that for utilities such as CenterPoint, a debt level of 55% is generally endorsed by
credit rating agencies. I I Further, the comparable companies screened by Mr. Cutter had between
51.4% and 57.5% of long-term debt in their capital structure, with an average of 54.3%.
Therefore, CenterPoint's assertion that a shift in their capital structure is necessary to compete
with similar utilities has merit. Taking into consideration all of the issues described above, as
well as CenterPoint's financial and operational condition, it is Staffs position that shifting its
capital structure to 55% debt and 45% equity is appropriate.
A shift in CenterPoint's capital structure from 40% equity to 45% equity lowers
CenterPoint's cost of equity.

Mr. Cutter took this into consideration in developing his

recommended 9.67% ROE, which is discussed below.12
TIEC takes exception to the ALJs' statement that they were persuaded by Staff - "the
only party that does not have a dog in this fight" and asserts that not having a "dog in the fight"
is a reason not to give as much consideration to that party's contention. It appears that TIEC
takes the turn of phrase used by the Ails in its most literal interpretation. While Staff cannot
speak for the intention of the Ails in using the phrase "no dog in the fight," a reasonable
interpretation of that phrase is the acknowledgment that Staff, representing the public interest, is
the one party that provides an objective analysis of the myriad of complicated issues. All of the
other parties - even OPC - represent a distinct group of stakeholders, whereas only Commission
Staff represents the broader public interest. Staff has a "dog in the fight" in that it advocates for
the public interest, participates as a party to the rate case, and makes its case for specific Staff
recommendations.

The distinction between Staff and other parties is that Staff advocates

positions based on the public interest rather than the interests of a specific group or client.

I I PFD at 36, and Staff Ex. I. Direct Testimony of Slade Cutter (Cutter Direct) at 22:16-19.
12 Staff Ex. 1, Cutter Direct at 21:6 through 22:2.
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B. Return on Equity [Germane to Preliminary Order Issue No. 4]

1. Proxy Group

2. DCF Analysis

3. CAPM Analysis

4. Risk Premium Analysis

5. AL,Js Analysis
Many of the parties, even those who did not provide direct testimony on the rate of return
issue, excepted to the ALJs' bases13 for their recommended ROE of 10.41% - use of the national
average ROE for the first six months of 2010 and the fact that the figure "falls within virtually all
of the recommended ranges" of the DCF analyses of the intervenors. 14
In excepting to the ALJs' recommended ROE, CenterPoint reiterated many of its
arguments in support of its requested 11.25% ROE and attempted to find flaws with other
parties' ROE analysis.
CenterPoint asserts that Mr. Cutter "admitted that [his] CAPM results were too low to be
credible estimates of CEHE's ROE." CenterPoint took one sentence of Mr. Cutter's testimony
out of context and blatently mischaracterizes it. In a fairly lengthy explanation of why he relied
more heavily on the DCF results than the CAPM results, Mr. Cutter testified that the "estimate of

13 COH/HCOC's Exceptions to the PFD at 14 -15; GCCC's Exceptions to the PFD at 19 ( supporting the exceptions
filed by COH/HCOC); TIEC's Exceptions to the PFD at 14-15; OPUC's Exceptions to the PFD at 7-9; and State
Agencies' Exceptions to the PFD at 8-13.
IaPFD at 58-59.
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the DCF in this case closely follows long-term trends in utility-regulation rates of return both at
this Commission and nationally, while the CAPM does not."
CenterPoint further attempts to discredit Mr. Cutter's analysis by asserting that because
the companies in his proxy group were not comparable to CenterPoint, this renders his DCF
results unreliable. 15 This position appears to contradict the testimony of CenterPoint's own ROE
witness, Mr. Hevert, who testified that although his and Mr. Cutter's applications of the Constant
Growth DCF model are reasonably consistent, "our respective range of results differ due
primarily to differences in the composition of our respective proxy groups."16

Mr. Hevert

acknowledged a similar range of results and did not assert that Staff's DCF results were
unreliable. Although Mr. Hevert strongly disagreed with certain of the proxy group companies
used by other rate of return witnesses, he also recognized that "in certain circumstances it is
possible to have reasonable disagreements as to the definition and application of screening
criteria." I I
Mr. Cutter's analysis in developing his recommended ROE for CenterPoint was based
upon long-standing, well-established methodologies and sound financial principles that Mr.
Cutter has relied upon and honed in his more than 20 years analyzing rate of return issues in rate
proceedings at the Commission.lK The distinguishing feature of Mr. Cutter's ROE analysis is
that it was based upon a smaller, more comparable group of companies than the comparable
company groups relied upon by Mr. Hevert and the intervenor rate of return experts.

Mr. Cutter

chose domestic electric-utility companies followed by Value Line, then screened for five
additional factors to choose a group with similar risk attributes.19 Mr. Cutter's requirement that
utility holding companies have a large market capitalization, as defined by Value Line, to be
considered comparable to CenterPoint is a significant screen that Mr. Hevert did not utilize in his
proxy group selection.'-0 The result was a comparable group of eight companies,-1 whereas Mr.
Hevert's group consisted of 12 companies, Ms. Szerszen's group was made up of 31 companies,

15 CenterPoint's Exceptions to the PFD at 33.
16 CenterPoint Ex. 69, Rebuttal Testimony of Robert B. Hevert (Hevert Rebuttal) at 14:11-13.
17 Id. at I0:1-4.
18 Staff Ex. 1, Cutter Direct at SC-9, Bates 000000032 - 000(X)0033.
ly Id. at 15:1-10.
20 See Staff Ex. I, Cutter Direct at Attachment SC-2 at Bates 000000025; and CenterPoint Ex. 35, Hevert Direct at
20:1-18.
21 Id. at Attachment SC-2. Bates 000000025.
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and Mr. Soloman's group consisted of 9 companies.22 The goal of comparable company analysis
is to base a subject company's cost of equity on the cost of equity of other companies with
similar risk profiles.23 The more selective the criteria are in developing a comparable group,
then the more likely that the comparable group will have risk attributes similar to the studied
company. The result is that a smaller comparable group will better reflect the true cost of capital
of the company that is being analyzed.
Reading CenterPoint's exceptions, it seems that expert witnesses who conduct their own
independent analyses and do not mirror CenterPoint's consultant's analyses produce "unreliable"
results. In reality, both CenterPoint witness Hevert and Staff witness Cutter relied upon wellestablished methods but chose different inputs and factors, which resulted in different ROE
recommendations. As Mr. Cutter testified, the opinions of experts can differ widely on many
factors relevant to the cost of equity, such as basic assumptions about risk, economic conditions,
company prospects, and investor expectations.124 Variations in the chosen approaches and even
in the application of the same approach by different analysts are commonplace and to be
expected.25
Mr. Cutter conducted DCF and CAPM analyses, and recommended an ROE of 9.67% for
CenterPoint. The intervening parties have recommended the following returns on equity: OPC 9.6,26 TIEC - 9.75%,27 and City of Houston and Houston Coalition of Cities - 10.0%,28. As Mr.
Cutter pointed out in his testimony, variations in the chosen approaches and even in the
application of the same approach by different analysts are commonplace and are to be expected;
however, the results of various methods should be close to each other.29 It is important to note
that Staff and the intervenors' recommendations are within close proximity, within a range from
9.6% to 10.00%.

Mr. Cutter's recommendation is near the lower end of this range, which is

appropriate because his recommendation reflects a reduced cost of equity that would result from
increasing CenterPoint's capital structure equity component for ratemaking purposes from 40%
22 CenterPoint Ex. 35, Hevert Direct at 23; OPC Ex. I. Szerszen Direct at Schedule CAS-4; and TIEC Ex. 3,
Soloman Direct at Exhibit JBS-3 at 00053 - 00057.
23 Id. at 14:12- 15.
24 Staff Ex. 1. Cutter Direct at 8:6-8.
25 Id. at 8:8-10.
26 OPC Ex. 1, Direct Testimony of Carol Szerszen at 3.
27 TIEC Ex. 2, Direct Testimony of Michael Gorman at 3:2-4.
28 City of Houston and Houston Coalition of Cities Ex. 3, Direct Testimony of J. Bertram Solomon at 4:5-6.
29 Staff Ex. 1. Cutter Direct at 8:8-13.
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equity to 45% equity, as recommended by Mr. Cutter and the ALJs and as discussed above in l? l•
The only recommendation that is significantly outside of the range is CenterPoint's
recommendation of 11.25%.30
Staff requests that the Commission authorize an ROE based upon the record evidence in
the proceeding rather than the national average cited in the PFD. If, however, the Commission
does consider the national average as persuasive evidence, Staff strongly urges consideration
what several parties noted in their exceptions: that the average of non-integrated utilities for the
same time period was 9.98% rather than 10.41% for all electric utilities - including riskier fully
integrated utilities.;t

C. Cost of Debt [Germane to Preliminary Order Issue No. 4]

D. Overall Rate of Return [Germane to Preliminary Order Issue No.4]

VII. COST OF SERVICE AND OPERATIONS AND MAINTENANCE
[ISSUES 2 AND 12]

A. Transmission and Substation Operations

B. Distribution Operations [Germane to Preliminary Order Issue No. 29]

3 0 CenterPoint Ex. 35, Direct Testimony of Robert B. Hevert at 3.
31 COH/I-ICOC's Exceptions to the PFD at 14 -15; GCCC's Exceptions to the PFD at 19 (supporting the exceptions
tiled by COH/HCOC); TIEC's Exceptions to the PFD at 15; and State Agencies' Exceptions to the PFD at 10.

18
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C. Labor Expenses

1. Post-Test Year Payroll Adjustment/Competitive Pay Adjustment
CenterPoint excepts to the ALJs' recommendation to adopt Staff's proposal with respect
to test-year payroll adjustment.''

However, CenterPoint's proposed adjustment is based on

forecasted increases in salaries and wages that were to be implemented in April 2010.33 Because
this adjustment is based on forecasts, it is not a known and measurable expense. In contrast to
CenterPoint's proposal, Staff's proposal does incorporate expenses that are known and
measurable, specifically the amount of salary and wage expenses for the months of April, May
and June 2010.34 Because Staff's proposal reflects known and measurable changes to payroll
expense, Staff recommends that the Commission adopt the recommendation of the ALJs.

2. Incentive Compensation
CenterPoint's requested incentive compensation expense includes $5,204,096 tied to
financial performance, and that amount should be excluded from CenterPoint's cost of service.35
The Commission does not allow a utility to recover expenditures for incentive compensation tied
to financial measures, as opposed to operational measures.36 In the PFD, the AUs recognize the
clear line of precedent on this issue, and recommend that the Commission exclude CenterPoint's
long-term incentive expense from recoverable expenses.37 Accordingly, the Commission should
adopt the AUs' recommendation on this issue.

32 CenterPoint's Exceptions to the PFD at 34.
33 CenterPoint Ex. 23, Direct Testimony of Charles Dean Woods (Woods Direct) at 21:4-12.
34 Staff Ex. 8, Direct Testimony of Mary Jacobs at 9:3-7.
ts Staff Ex. 8, Jacobs Direct at 8:1-9.
36 Staff Ex. 8, Jacobs Direct at 7:23-8:9; Application of AEP Texas Central Company for Authority to Change Rates,
Docket No.28840, Final Order at 35 (FF 169-170) (Aug. 15, 2005); Application of Oncor Electric Delivery
Company, LLC for Authority to Change Rates, Docket No. 35717, Order on Rehearing at 22 (FOF 92-93) (Nov. 30,
2009).
37 PFD at 67.
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3. Employee Benefits
Following Staff's recommendation for the post test-year payroll adjustment, the ALJs
also recommend Staff's corresponding adjustment to CenterPoint's requested increase for
employee benefits expense.38 Because this expense is a function of the amount of the salaries
and wages, it should be reduced by the same percentage as the reduction to CenterPoint's
adjustment to salaries and wages.

Ms. Jacobs recommended a decrease of 67.20% to

CenterPoint's requested increase to payroll expense.

Therefore, it is proper to adjust FERC

Account 926 by the same 67.20%. This results in a decrease of $1,160,544 to CenterPoint's
request.39

4. Savings Plan Expense

D. Pension and OPEB Expense [Issue 13]

E. Self-Insurance Reserve [Germane to Preliminary Order Issues Nos. 16
and 201
CenterPoint asks to include in its cost of service an annual accrual of $5.28 million for
uninsured restoration O&M costs, comprised of two elements: $4.15 million to provide for
average annual expected O&M losses from all storms where the O&M expense is greater than
$100,000 and the total storm loss does not exceed $100 million; and $1.13 million accrued
annually for ten years to achieve the requested target property insurance reserve of $13.28
million.40 The PFD recommends approval of an annual accrual of $4.15 million and a target
reserve of $13.28 million, but recommends denial of CenterPoint's requested $1.13 million

-;HPFDat67.
39 Staff Ex. 8. Jacobs Direct, at 9:12-18.
40 CenterPoint Ex. 29, Direct Testimony of Gregory S. Wilson ( Wilson Direct) at 4:22 through 5:2.
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additional annual accrual.41 CenterPoint takes exception to the PFD's denial of its request for
additional accrual of $1.13 million to fund its target its self-insurance fund.42
Staff witness Brian T. Almon recommended denial of CenterPoint's requested additional
accrual amount of $1.13 million to reach its target reserve amount, because the additional
accrual amount is not necessary for CenterPoint to achieve the target reserve amount.43
CenterPoint has been able to accumulate a positive balance of $2.13 million in its reserve
account with an annual accrual amount of $2.4 million that began in January 2002, and only in
seven out of the last 16 years did CenterPoint's annual trended loss exceed the $4.15 annual
accrual amount requested in this case. 44

For these reasons, Staff recommends that the

Commission uphold the PFD on this issue.

F. Affiliate Expenses [Germane to Preliminary Order Issue No. 17]

G. Customer Service

H. Electric Market Operations

1. Energy Efficiency Expenses and Programs [Germane to Preliminary
Order Issue No. 31]

J. Amortization Expense [Germane to Preliminary Order Issue No. 19]

41 PFD at 6.
42 CenterPoint Exceptions to PFD at 10.
43 Staff Ex. 5, Direct Testimony of T. Brian Almon (Almon Direct) at 13:8-9.
tt Staff Ex. 5, Almon Direct at 13:19-21.
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1. Hurricane Rita

2. Hurricane Ike

K. Depreciation [Preliminary Order Issue No. 11]
Staff concurs with CenterPoint's number running revisions provided in CenterPoint's
exceptions, Schedule B, as corrected by the errata filed December 30, 2010.45 The depreciation
rates in that schedule are in accordance with the recommendations made in the PFD, but are
adjusted to account for the recalculation of the depreciation reserve in order to accurately
identify the composite depreciation rate and the corresponding depreciation expense for each
account.46

Staff agrees with CenterPoint's recalculation of the depreciation reserve, as it is

appropriate to adjust the depreciation reserves due to the extensive amount of time
(approximately 25 years) since the depreciation rates have been adjusted.47

1. Accumulated Depreciation Reserve
TCUC and TIEC both urge the Commission to amortize the surplus or the accumulated
depreciation in excess of the calculated theoretical reserve over a shorter period of time than the
average service life of the plant assets as recommended by the ALJs. Staff supports adoption of
the ALJs' recommendation in the PFD as it is consistent with Commission precedent and rules.

45 CEHE's Errata to Exhibit B of Exceptions to the PFD (December 30, 2010).
46 See Id. The revisions to the depreciation rates due to the reallocation of the book reserve should be applied to the
Final number running in order to calculate the correct depreciation expense.
47 The reallocation of the book reserve is consistent with the recommendations of the ALJs as well as Staff witness
Nara Srinivasa and CenterPoint witness Dane Watson. Direct Testimony of Nara Srinivasa at 5 (Sept. 17, 2010).
Staff notes that the recalculation of the depreciation reserve may not be appropriate in other circumstances and
should not carry precedential value in other matters where depreciation studies have been conducted more
frequently.
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2. Service Lives
The ALJs recommend adoption of CEHE's proposed service lives for all accounts except
Account Nos. 353 and 364. For these two accounts, the ALJs recommend the service lives
recommended by Staff witness Nara Srinivasa, as shown in the table below:

Account Descri ption

CenterPoint

Account
353
- 46 RI
Transmission
Station
Equipment
Account 364 - Distribution 32 R0.5
Poles and Fixtures

TCUC

Staff

Agrees
CenterPoint

with

47 R 1

Agrees
CenterPoint

with

35 R0.5

As explained in the PFD, Staff's service life recommendations for these accounts
provided a higher conformance index than CenterPoint's recommended service lives for these
two accounts. The use of the conformance index is important in depreciation analysis and should
be relied upon, especially in circumstances where the proposed life parameters are close, as with
these two accounts.

Thus, the ALJs' determination that Staff's recommendation is most

appropriate should be adopted.

3. Net Salvage
The ALJs recommend adoption of CenterPoint's proposed net salvage rates for all
accounts except for four accounts (Account Nos. 356, 362, 367, and 368). For these accounts,
the Ails recommend adoption of Staff's recommended net salvage values, as shown below:
Account 356 - Staff's negative 74%
Account 362 - Staff's 0%
Account 367 - Staff's negative 13%
Account 368 - Staff's negative 2%
CenterPoint disagrees with the ALJs' determination regarding these four accounts and asserts
that the Ails improperly relied upon the median averages in reaching their decision.

As

explained in Staff's initial brief and the PFD, the use of the median is appropriate as it provides
the most accurate representation of the central tendency of the data. The median value of the
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overlapping averages prevents skewing of the value by outliers, whereas an arithmetical average
includes the outliers. The ALJs' analysis and conclusion regarding the net salvage values for all
accounts is appropriate and should be adopted.

4. Gain On Sale of Land

L. Federal Income Taxes [Germane to Preliminary Order Issue No. 23]

1. CTSA [Germane to Preliminary Order Issue No. 22]
CenterPoint's exceptions to the PFD with regards to the consolidated tax savings
adjustment are essentially the same arguments that CenterPoint has made throughout the
proceeding and were rejected by the Ails and should also be rejected by the Commission.

a. PURA § 36.060 applies to CenterPoint
CenterPoint maintains its argument that PURA § 36.060(a) does not apply to a utility that
is part of a group that files a consolidated federal income tax return.as However, CenterPoint's
assertion is contrary to virtually all precedent on this issue. In fact, the Commission has applied
a CTSA in every single rate case except one since the Commission's decision in Docket No.
14965.49 Additionally, the courts have held that "[w[hen considering income taxes as part of a
utility's cost of service, PURA requires the Commission to determine a utility's `fair share' of
the tax benefits that result when its parent company files a consolidated tax return."50
Furthermore, as the ALJs recognized, CenterPoint's interpretation of PURA § 36.060
leads to an illogical result.5 1

More specifically, the ALJs concluded that "it is illogical to

conclude that the Legislature intended for the Commission to compute the savings that would
have resulted if a utility that did not filed a consolidated return actually had done so, but require

48 CenterPoint's Exceptions to the PFD at 37.
49 Tr. at 348.
50 Reliant Energy Inc. v. Public Util. Comm'n. 153 S.W.3d 174, 197-98 (Tex App. - Austin 2004, pet. denied.)
51 PFD at 113.
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the Commission to ignore the actual savings that resulted from a utility and its affiliates actually
filing a consolidated tax return."52

b. CenterPoint's interpretation of the "but for" standard is flawed
CenterPoint argues that its fair share of the consolidated tax savings is zero because
CenterPoint was not needed to produce consolidated tax savings under the "but for" test, and
therefore CenterPoint did not provide any "tax shield" or monetize any tax losses.53
CenterPoint's argument is based on the Commission's decision in Docket No. 14965, but in that
docket the Commission did not adopt a last-in-line approach as proposed by CenterPoint.
Rather, the Commission has imposed an allocation method that attributes the tax benefits
produced by the income loss affiliates to all income producing members of the affiliated group
on a pro-rata basis.54

C. "Ring Fencing"
CenterPoint also continues to assert that it is a ring-fenced utility, and therefore
CenterPoint's fair share of consolidated tax savings is zero in an attempt to compare itself to
Oncor. CenterPoint bases this argument on its interpretation of the Commission's decision in
Docket No. 35717 that the Commission has held that a ring-fenced utility is not subject to a
CTSA.55 However, the Commission's decision not to impose a CTSA in that case was based
upon the finding that Oncor was not eligible to file to file a consolidated tax return.56

The

Commission clarified this holding by providing that the "Commission's CTSA decision ... is
not based on Oncor's tax-sharing agreement with EFH and its affiliates. Rather it is limited to
the Commission's determination that the statutory requirements to include a CTSA are not
met."57

52 Id.
53 CenterPoint's Exceptions to the PFD at 40-41.
54 See Application of Central Power and Light Company for Authority to Change Rates, Docket No. 14965, Second
Order on Rehearing (Oct. 16, 1997).
55 Id. at 42.
56
Application of Oncor Electric Delivery Company for Authority to Change Rates, Docket No. 35717, Order on
Rehearing (Nov. 30, 2009).
57 Application of Oncor Electric Delivery Company for Authority to Change Rates, Docket No. 35717, Order on
Rehearing at 8 (Nov. 30, 2009).
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Furthermore, contrary to CenterPoint's argument, CenterPoint is not like Oncor and not
ring fenced, but is intertwined with its parent company and affiliates. In the PFD, the Ails
noted the following examples that demonstrate that CenterPoint is not ring fenced:

(1)

CenterPoint Energy Inc. (CNP) files a consolidated tax return for its affiliates; CenterPoint does
not actually file its taxes on a "stand alone" basis; (2) CNP determines the amount of its equity
investment in CenterPoint; (3) CenterPoint has invested $289 million in the CNP money pool
that other CNP affiliates may borrow from; and (4) CNP's service affiliate provides a variety of
services for CenterPoint, including executive leadership resulting in a leadership team for
CenterPoint that is interwoven with other affiliates.58

Accordingly, the Commission should

adopt the recommendation of the Ails that CenterPoint is not ring fenced in a manner that
exempts CenterPoint from a consolidated tax savings adjustment.

d. Exceptions to the PFD by COH/HCOC
At page 25 of their exceptions to the PFD, COH/HCOC note that there is a mathematical
error in the ALds' calculation of the CTSA. It appears that the Ails determined the amount of
the CTSA by using the number calculated by COH/HCOC witness Ellen Blumenthal and the
adjustments made in rebuttal testimony by CenterPoint witness Alan Felsenthal.59 However, the
$9.8 million CTSA (prior to being grossed-up) recommended by Mr. Felsenthal includes all of
his recommended adjustments. The Ails did adopt some of the adjustments recommended by
Mr. Felsenthal, but did not adopt his adjustment regarding the treatment of the income and losses
of the transition bond company.60 To the extent that the ALJs recommended amount is not
consistent with their proposal regarding the adjustments of Mr. Felsenthal, Staff supports the
exceptions of COH/HCOC.

2. Medicare Part D Subsidy
Consistent with Staff's exceptions, Staff supports the arguments presented by GCCC in its
exceptions related to the Medicare Part D subsidy.

58 PFD at 117.
59 PFD at 7.
60 !d. at 123-24.
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NI. Taxes Other than Income Taxes [Germane to Preliminary Order Issue
No. 231

1. Ad Valorem (Property) Taxes

2. Texas Gross Margin Tax

3. Payroll Taxes

N. Municipal Franchise Fees [Preliminary Order Issue No. 211

VIII. ERCOT WHOLESALE TRANSMISSION COST OF SERVICE
A. Wholesale Transmission Cost of Service Tariff Changes
Contrary to CenterPoint's exceptions and as provided in Staff's corrections, because the PFD
recommends a lower overall cost of service for CenterPoint that, in turn, reduces its functional
costs of service, including the Transmission function, CenterPoint's wholesale transmission cost
of service should be corrected downward to $232.04 million from $260.0 million and its
transmission service monthly rate should be corrected downward to $0.31773 from $0.356844.61
Subject to these corrections, Staff recommends that the Commission to uphold this part of the
PFD.

61 Commission Staff's Correction at 20 (December 20, 2010).
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B. Rider UCOS Wholesale Credit

IX.

COST ALLOCATION AND RATE DESIGN

A. Cost Allocation [Germane to Preliminary Order Issues Nos. 14 &
251

1. Capacity Allocation (Minimum System)

2. Class Cost of Service

a. Gradualism
Class cost of service allocation studies determine the return received from each rate
class.62 In its allocation study, CenterPoint used total company percentage return multiplied by
the rate base and allocated to each class to obtained associated dollar return by class.63
CenterPoint refers to this as "unity return."64 CenterPoint's requested unity return is consistent
with precedent65 and does not utilize the regulatory concept known as "gradualism,"66 in which
the analyst reduces the revenues a class has been allocated to pay using the cost of service study

62 CenterPoint Ex. 30, Direct Testimony of Matthew A. Troxle (Troxie Direct) at 5:17-18.
63 CenterPoint, Ex. 30, Troxle Direct at 7:10-12.
64 CenterPoint Ex. 30, Troxle Direct at 7:11.
65 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, Final Order at 36 (October 2001);
Application of AEP Texas Central Company for Authority to Change Rates, Docket No. 28840, Final Order at 50
(August 15, 2005); Application of AEP Texas Central Company for Authority to Change Rates, Docket No. 33309,
Final Order at 18 (December 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 (November 2000).
66 CenterPoint, Ex. 30, Troxle Direct at 7:10-12
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by shifting the revenues to other customer classes, resulting in higher rates for those classes.67
Consistent with Staff's recommendation, the PFD recommends that the concept of gradualism
not be applied.68
The City of Houston and the Houston Coalition of Cities (Houston) and the Gulf Coast
Coalition of Cities (GCCC) except to the PFD on the issue of gradualism. Houston claims that
under CenterPoint's proposed revenue requirement, residential ratepayers would receive a 6.25%
increase and the street lighting class will receive a 2.59% increase, while several other classes
would receive a significant decrease.69

Houston states that CenterPoint's retail electric

customers have seen a 25-30% increase in the T&D portion of their rates since 2004.70 Houston
claims that imposing such an exorbitant base rate increase on residential ratepayers, who are
disproportionately impacted by the current economic downtown, constitutes a disproportionate
impact.71 GCCC states that applying gradualism as it recommends would reduce the residential
increase from approximately 6.25% to approximately 4%.72 Specifically, GCCC asks that in the
event the Commission grants an overall revenue increase, no class should receive a revenue
decrease.73
Houston relies on CenterPoint witness Matthew Troxie's testimony in prior proceedings
that gradualism is appropriately applied when rate change or classification will result in a
disproportionate impact on a particular class or classes of customers.74

Houston claims that

CenterPoint has unsuccessfully attempted to distinguish Mr. Troxle's testimony in other
proceedings in which he recommended application of gradualism75 and asks the Commission to
67 CenterPoint Ex. 61, Rebuttal Testimony of Matthew A. Troxle (Troxle Rebuttal) at 38:14-18.
68 Proposal for Decision at 7 (December 3, 2010) (PFD).
69 City of Houston and the Houston Coalition of Cities Exceptions to the Proposal for Decision at 27 (Dec. 20,
2010) (Houston Exceptions to the PFD).
70 Houston Exceptions to the PFD at 25.
71 Houston Exceptions to the PFD at 27.
72 The Gulf Coast Coalition of Cities Exceptions to the Proposal for Decision at 37 (December 20, 2010) (GCCC
Exceptions to the PFD).
73 GCCC Exceptions to the PFD at 2.
74 Houston Exceptions to the PFD at 27 (citing to Tr. at 585-588).
75 Houston Exceptions to the PFD at 27.
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apply gradualism in this case.76
GCCC states that there are several factors that support the application of gradualism for
the residential class that are not apparent in the class cost of service study.77 GCC states that the
residential class would have less cost responsibility if CenterPoint were required to take into
account load diversity at the local distribution level and allocate distribution costs using an
unadjusted non-coincident peak (NCP) instead of coincident peak (CP) demand.7s
GCCC states that if the Commission orders a revenue reduction, all classes should
receive a revenue reduction, with an emphasis on those that have a current relative rate of return
below unity.79 GCCC then states that if a system revenue increase is ordered, classes for which a
total revenue decrease is indicated should be assigned a zero change in revenues.
The ratemaking concept of gradualism takes the magnitudes of changes from existing
rates, as well as the economic and political impact from such rates, as valid considerations in
designing rates.80

However, application of gradualism results in one or more rate classes

subsidizing the protected class. Staff witness Richard Lain testified that designing rates in which
a class's rates are too low based on the costs it causes the utility to incur-and by extension,
others' are too high-translates into members of the affected classes not receiving the proper
pricing incentives that influence electricity consumption.st

Mr. Lain testified that cost transfers

are not equitable to those customers whose rates are inflated nor do they provide the appropriate
pricing to facilitate the most efficient use of resources in the provision and consumption of
electricity.82

76 Houston Exceptions to the PFD at 28.
77 GCCC Exceptions to the PFD at 37.
78 GCCC Exceptions to the PFD at 37-38.
79 GCCC Exceptions to the PFD at 38.
140 Application of Gulf States Utilities, Co., Docket No. 1528, 3 P.U.C. BULL. 1363, 1474 (June 2, 1978).
81 Staff Ex. 6, Lain Direct at 18:9-12.
82 Staff Ex. 6, Lain Direct at 18:12-15.
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Gradualism is not an abandoned policy,13 but neither is gradualism a favored policy.
Gradualism was intended only to moderate the effect of moving to cost-based rate04 In this
proceeding, CenterPoint's witness Matthew Troxle testified that under a gradualism plan, a
utility was supposed to move to cost-based rates in its next rate filing.85 He then explained that
when gradualism is applied and a subsequent rate case is filed, the imbedded subsidies make the
move to cost-based rates even more difficult.8e In Docket No. 28840, the Commission stated that
since T&D rates are but a subset of the total rates paid by customers, change to the T&D rates
would not have as large an impact as they would if the broader rates for a customer class were
changed by the same percentage.87 In that docket, over five years ago, the Commission found
that the T&D rates charged to each customer class should move to cost of service, and declined
to adopt gradualism.88
Regardless of how and for whom Mr. Troxle testified in Docket No. 22813,89 ultimately,
to avoid customer confusion and billing problems, the Commission did not apply gradualism.90
For all these reasons, Staff recommends that the Commission uphold the PFD on this issue.

b. Transformer Classification

c. Business Development Expense (Account 908)

83 Application of AEP Texas Central Company for Authority to Change Rates, Docket No. 28840, Order at 50,
Finding of Fact 280 (Sept. 22, 2005) (AEP Order).
84 Application of Texas Electric Service. Co., Docket No. 527, 3 P.U.C. Bull. 514, 521 (Nov. 2, 1977).
85 CenterPoint Ex. 61, Rebuttal Testimony of Matthew A. Troxie (Troxle Rebuttal) at 45:15-17.
M Troxle Rebuttal at 45:18-22.
87 AEP Order at 23.
s8 AEP Order at 50, Finding of Fact 283.
sy Houston Exceptions to the PFD at 27-28.
y0 Petition to Inquire into the Reasonableness of the Rates and Services of Cap Rock Energy Corporation, Order on
Rehearing at 15 (Nov. 10, 2005) (Order on Rehearing).
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d. Records & Collection Expense (Account 903)

e. Customer Installation Expense (Account 587)

f. Uncollectible Expense
The PFD recommends that CenterPoint be required to track uncollectible expense on a
class basis for consideration in CenterPoint's next rate proceeding 91
GCCC excepts to the PFD on this issue. GCCC states that uncollectible expenses should
continue to be allocated on a revenue basis because of long standing Commission precedent,
because uncollectible expense is more appropriately viewed as a social cost, and uncollectible
expenses for transmission and distribution utilities in areas subject to customer choice are caused
by REPs, rather than end-use customers.92
GCCC relies in large part on the Commission's finding in Docket No. 16705, which
rejected direct assignment of uncollectible expenses in favor of a revenue allocation and
concluded that uncollectibles are a social cost that must be absorbed on an equitable basis by all
classes.93

GCCC also claims that even if CenterPoint prepares a direct assignment study as

recommended in the PFD, the methodology is not justified because it would assign Uncollectible
costs to the remaining uncollectible accounts, none of which are the "cause" of the uncollectible
expense.94
GCCC states that customer choice also weakens the argument for direct assignment of

91 Proposal for Decision at 8 (PFD).
92 The Gulf Coast Coalition of Cities' Exceptions to the Proposal for Decision at 42 (December 20, 2010) (GCCC
Exceptions to the PFD).
93 GCCC Exceptions to the PFD at 43 (referencing Application of Entergy Gulf States. Inc. for Approval of its
Transition to Competition Plan and the Tariffs Implementing the Plan, and for the Authority to Reconcile Fuel
Costs, to set Revised Fuel Factors and to Recover a Surcharge for Underrecovered Fuel Costs, Docket No. 16705,
Second Order on Rehearing at 99, Finding of Fact 231 (Oct. 1 4, 1998)).
94 GCCC Exceptions to the PFD at 43.
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uncollectible expenses.`'s

GCCC claims the uncollectible expenses at issue are not associated

with defaults by end-use custotners, but are instead the result of defaults by REPs.96

GCCC

states that just as unaccounted for energy is spread across the market by ERCOT, the marketrelated uncollectible expense cannot be causally assigned to customer classes on a rational
basis.`'7
Staff witness Richard Lain testified that the principle of cost causation dictates that costs
be allocated to the customers who cause the utility to incur them,98 and because uncollectible
expenses vary by customer class, direct assignment is the most appropriate method to allocate
costs, and avoids shifting recovery of the expenses to other classes, whose customers had nothing
to do with the creation of the costs.99

Therefore, while Staff recommends approval of

CenterPoint's proposed class allocation methodology and recognizes that CenterPoint has not
tracked uncollectible expenses by customer classes for this base-rate case, «>0 Staff recommends
that CenterPoint be required to track uncollectible expenses via customer classes and to provide
the results in its next base-rate case, as recommended by the AUs.101

3. 4CP Transmission Cost Allocation
Please refer to Staff's Discussion in Section IX.C.1 (Weather Normalization).

4. Municipal Franchise Fees

95 GCCC Exceptions to the PFD at 43.
96 GCCC Exceptions to the PFD at 43.
97 GCCC Exceptions to the PFD at 43.
`» Staff. Ex. 6, Direct Testimony of Richard Lain (Lain Direct) at 19:1-2.
yy Staff Ex. 6, Lain Direct at 19:1-5.
100 Staff Ex. 6, Lain Direct at 19:6-7.
101 Staff Ex. 6, Lain Direct at 19:6-8; PFD at 8.
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B. Rate Design [Germane to Preliminary Order Issues Nos. 26 & 321

1. Alternative Customer Charge [Germane to Preliminary Order
Issue No. S]
CenterPoint has proposed an alternative customer charge (ACC) that allocates one-half
(1/2) of its distribution facility costs to residential customers through their fixed-rate customer
charge, rather than recovering these distribution costs through volumetric charges.102 However,
as noted by the Ails in the PFD, if adopted, the rate design proposed by CenterPoint would be
contrary to Commission precedent. 103

The ALJs recommended rejection of CenterPoint's

proposed alternative customer charge. 104
In its exceptions to the PFD, CenterPoint does not dispute that its proposed ACC is not
consistent with Commission precedent, i.e., the generic rate design established in Docket No.
22344.105

Instead, CenterPoint states that the ALJs appear to have been persuaded by the

strength of CenterPoint's policy arguments, but defer to the Commission to make the ultimate
policy decision. 1<6 Staff does not agree with CenterPoint's its interpretation of the PFD and Staff
remains opposed to CenterPoint's requested ACC.
To begin with, Staff takes issue with how CenterPoint summarized some of its policy
arguments that CenterPoint says "the PFD correctly noted."107 It appears to Staff as if
CenterPoint has taken the AIJs' discussion and summary of CenterPoint's policy arguments and
reworded them as if the arguments were made by or approved by the ALJs, when in fact they
were not. For example, the third bullet in CenterPoint's summary states: "The Company has
proposed, Staff supports, and the Ails recommend approving decisions that are contrary to other
aspects of the Commission's order in Docket No. 22344 because they are no longer applicable,
and this change is no different." 108 This bullet misstates the PFD and Staff's position.

102
103
104
105

CenterPoint Ex. 30, Direct 'Testimony of Matthew A. Troxle (Troxle Direct) at Exhibit MAT- t l, page 1.
Proposal for Decision at 161 (December 3, 2010) (PFD).
PFD at 161.
CenterPoint Energy Houston Electric, LLC's Exceptions to Proposal for Decision at 59 (December 20, 2010)
(CenterPoint Exceptions to the PFD).
106 CenterPoint Exceptions to the PFD at 59.
107 CenterPoint Exception to the PFD at 59.
108 CenterPoint's Exceptions to the PFD at 59.
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The PFD states that "CenterPoint is seeking to remove the vestigial impacts of the
Commission's decisions in Docket No. 22344 with respect to the Price-to-Beat, and Staff does
not oppose that change."109 Yet, in Docket No. 22344 the issue involved elimination of class
subsidies, which were themselves at odds with other Commission precedent in favor of directly
assigning costs. In addition, Price-to-Beat was designed to be phased out. It was never intended
to be a permanent part of rate design. For these reasons, Staff supported that change. In
contrast, the change at issue here is not a rate design mechanism that was scheduled to be phased
out, and unlike the Price-to-Beat issue, there is no conflicting Commission precedent.

Docket

No. 22344 is the only Commission precedent applicable to CenterPoint's ACC. To insinuate
otherwise is or to confuse the issue is disingenuous on CenterPoint's part.
As explained by Staff witness Richard Lain, the Commission established generic rate
design for TDUs such as CenterPoint in Order No. 40 in Docket No. 22344 when vertically
integrated utilities were required to unbundle the generation and retail functions of their
businesses after the passage of Senate Bill 7 in 1999.110 In Order No. 40 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.'" In Order
No. 40 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. 112

Mr. Lain stated that "[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."113

Because the business

environment has not changed in that manner, Mr. Lain did not recommend approval of
109 PFD at 159 (referencing CEHE Ex. 30 (Troxle Direct) at 27-28 and Staff Initial Brief at 60).
110 Staff Ex. 6, Direct Testimony of Richard Lain (Lain Direct) at 25:13-17.
III 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).
112 Id. at 7.
113 Staff Ex. 6, Lain Direct at 25:22 - 26:8.

35

00035

CenterPoint's proposed AC and Staff therefore recommends that the Commission uphold the
PFD and reject CenterPoint's requested ACC.

2. Demand Ratchets

3. Street Lighting

C. Billing Determinants

1. Weather Normalization [Germane to Preliminary Order Issue No.
15]
CenterPoint witness Matthew A. Troxle stated that adjusting 2009 test-year data for
weather and year-end customer data 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.' 14 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.' 15 CenterPoint is proposing three categories of weather adjustments: 1) energy, 2) noncoincident peak demand, and 3) four-month coincident peak (4CP) demand.' 16 Staff takes no
position on energy and non-coincident peak adjustment to customer data but recommends denial
of CenterPoint's request to use a weather-adjusted 4CP demand cost allocator for transmission
costs to retail customer classes because it could create over- and under-recoveries for
CenterPoint depending on different rates of growth in loads across customer classes.' 17

The

ALJs agreed with Staff and recommended the use of a non-weather adjusted 4CP for the
allocation of transmission costs to retail customer classes.' 18
Texas Legal Services and Texas Ratepayers' Organization to Save Energy (collectively,
TLSC) state that the ALJs erred in recommending that CenterPoint not be allowed to weather
114 CenterPoint Ex. 61, Troxle Rebuttal at 29:14-16.
115 CenterPoint Ex. 31, Direct Testimony of Robert William Sumners, Jr. (Sumners Direct) at 6:10-11.
116 CenterPoint Ex. 31, Sumners Direct at 7:7-8.
117 Staff Ex. 6, Direct Testimony of Richard Lain (Lain Direct) at 13:23-25.
118 Proposal for Decision at 165 (December 3, 2010) (PFD).
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adjust its 4CP allocator while at the same time recommending that CenterPoint's weather
adjustments to billing determinants be adopted. 11y

TLSC claims that Staff's reliance upon

Docket Nos. 28840 and 35717 is misplaced and that it misled the ALJs.120 Staff disagrees and
finds TLSC's analysis flawed.
TLSC relies upon the following quote to support its analysis: "[iln Docket No. 35717 the
Commission found that the utility had properly applied weather adjustments to `kilowatt-hour
sales, class demands, and the associated revenue ..."'.1'-1 However, relying on this quote merely
demonstrates that TLSC is mixing transmission cost allocation issues with retail rate design
issues, which is an apples to oranges comparison.

Further, this quote is consistent with

Commission precedent and Staff s position. In Docket No. 35717, energy (kilowatt-hour sales),
class demands, and the associated revenue were allocated using weather adjusted non-coincident
peak demand (NCP).122 But, transmission costs were allocated using non-weather adjusted 4CP
demand,123 just as Staff has stated.

TLSC's analysis and reliance upon Docket No. 35717 is

completely backwards.
TLSC is correct when it states that in Docket No 28840, AEP Texas Central Company
(AEP) had not had time to derive its own load data and therefore relied upon ERCOT loadprofile shapes. 124 However, Staff disagrees with TLSC's argument based on this fact. Whether
or not CenterPoint's transmission costs should be allocated using a weather-adjusted 4CP is not
related to how CenterPoint's load data for setting rates was derived. Since the Commission
approved AEP's use of unadjusted ERCOT 4CP demands to allocate wholesale transmission
costs, a discussion of the origin of the load numbers is irrelevant. Wholesale transmission costs
were allocated in the same manner as actual transmission costs incurred by AEP. To remain
consistent with its precedent in Docket Nos. 28840 and 35717, the Commission should adopt the
recommendation in the PFD to use unadjusted 4CP demands to allocate transmission costs.

119 Exceptions to Proposal for Decision Texas Legal Services Center and Texas Ratepayers' Organization to Save
Energy at 5 (December 20, 2010) (TLSC Exceptions to the PFD).
120 TLSC Exceptions to the PFD at 6.
121 TLSC Exceptions to the PFD at 6.
122 Application of Oncor Electric Delivery Company. LLCfor Authority to Change Rates,
Docket No. 35717, Order
on Rehearing at 31, Findings of Fact 183-185 (Nov. 30, 2009).
123 Application of Oncor Electric Delivery Company, LLC forAuthority to Change Rates,
Docket No. 35717, Order
on Rehearing at 30, Finding of Fact 177 (Nov. 30, 2009).
124 TLSC Exceptions at 6 (referencing
Application of AEP Texas Central Contpany for Authority to Change Rates,
Docket No. 28840, Order at 43-44, Findings of Fact 222-227 (August 15, 2005)).
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GCCC also excepts to the PFD on this issue.

GCCC claims that the inconsistent

application of weather adjustments adopted in the PFD results in residential customers being
allocated more costs than appropriate. 1'-s

GCCC claims it has rebutted Staff's weather

adjustment recommendations. 126 First, GCCC claims that its witness, Clarence Johnson, testified
that there had been no convincing arguments presented as to why retail transmission allocation
cannot be adjusted for weather normalization.127

However, Staff witness Richard Lain

convincingly testified that wholesale transmission cost allocation should be based on unadjusted
4CP demands. 128 Second, GCCC claims that if the weather adjustment is removed from the 4CP
allocation factors, consistency requires that the weather normalization adjustment should also be
removed from retail class billing determinants.129

This argument is erroneous because

unadjusted 4CP demands allocate costs, and weather-adjusted billing determinants are used to set
rates after costs are allocated across customer classes. Thus, it is appropriate and consistent with
Commission precedent to address each differently because their purposes are different, i.e.,
development of retail rates as opposed to allocation of wholesale transmission costs.

If

wholesale transmission costs were allocated based on weather-adjusted 4CP demand, any
customer class could be allocated more than its proportionate share of costs, thereby establishing
improper and inequitable revenue requirements per class while increasing the chance of over or
under-recovery by CenterPoint on a per class basis. On the other hand, if retail rates that collect
distribution costs were not set using weather-adjusted billing determinants, the billing
determinants that are used to develop retail rates would more likely under or over collect costs.
Third, GCCC claims that Staff witness Lain's wholesale allocation methodology
increases the costs for weather sensitive classes by including abnormal weather effects, while
simultaneously ignoring the same abnormal weather effects on the retail billing determinants
used to fix retail class transmission rates.130

This analysis is backwards.

Mr. Lain's

recommendation protects retail customers from the cross subsidization of costs, while preventing
skewing of the collection of revenues across classes due to abnormal weather. Fourth, GCCC

125 The Gulf Coast Coalition of Cities' Exceptions to the Proposal for Decision at 44 (December 20, 2010) (GCCC
Exceptions to the PFD).
126 GCCC Exceptions to the PFD at 45.
127 GCCC Exceptions to the PFD at 45.
128 Staff Ex. 6, Lain Direct at 13:3 - 14:13
129 GCCC Exceptions to the PFD at 45.
130 GCCC Exceptions to the PFD at 45.
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claims Mr. Lain's asymmetric treatment of demand allocations and billing units ultimately
inflates the rates of residential and secondary customer classes. For all the reasons already stated
above, Staff disagrees.
GCCC states that it is ironic that the PFD is unconcerned with mixing unadjusted
transmission allocations with adjusted kilowatt-hour billing units that determine the actual retail
rate for residential customers.'31 GCCC argues that the most significant adjustment to both the
4CP allocation factors and the kilowatt-hour billing units is the weather normalization
adjustment.132 GCCC further argues that the PFD worsens the problem because it guarantees
that the residential class will overpay for wholesale transmission costs.133

GCCC claims that

failure to match the weather adjustments for both allocation and billing determinants creates a
permanent subsidy of the non-weather sensitive class by the weather-sensitive class
(residential). 134
GCCC's argument about creation of a permanent subsidy is wrong for two reasons. First,
the claimed cost shifting between classes can go either way depending on which direction the
weather was abnormal. 135 If the abnormal weather results in higher than normal consumption, as
was the case in the test year, then weather-sensitive classes get allocated relatively more costs.136
But the reverse is also true in the case where abnormal weather results in lower than normal
consumption. 137 Second and more importantly, as discussed by TIEC witness Jeffrey Pollock,
CenterPoint's transmission cost of service (TCOS), as reflected in CenterPoint's proposed
revenue requirement, is based on CenterPoint's actual (not adjusted) 4CP demands during
2009.138 Therefore, the principle of cost causation provides that the costs to CenterPoint are
"caused" on an unadjusted 4CP basis, and they should be allocated to its customer classes on the
same basis.
Staff witness Lain recommended allocation of transmission costs based on the ERCOT
4CP, without weather normalization, because he was concerned that Substantive Rules
131 GCCC Exceptions to the PFD at 45.
132 GCCC Exceptions to the PFD at 45.
133 GCCC Exceptions to the PFD at 45.
134 GCCC Exceptions to the PFD at 45-46 (references Cross Rebuttal Testimony of Clarence Johnson, GCCC Ex. 4
at Schedule CJ-Rebuttal-1).
135 Staff Ex. 6, Lain Direct at 13:16-25.
136 Staff Ex. 6, Lain Direct at 13: 23-25.
137 Staff Ex. 6, Lain Direct at 13: 23-25.
138 TIEC Ex. 1, Direct Testimony of Jeffry Pollock (Pollock Direct) at 27:5-8.
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25.192(b)( 1) and (d) do not allow the use of adjustments in calculating the 4CP method, and the
unadjusted 4CP is the Commission's approved method to determine the dollar amounts charged
for transmission service billed by transmission service providers (TSPs) to distribution service
providers (DSPs).139 Mr. Lain testified that if the Commission were to approve CenterPoint's
request, it would be mixing unadjusted 4CP to determine ERCOT transmission costs 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.140 This could create over- and
under-recoveries for CenterPoint depending on different rates of growth in loads across customer
classes. 141 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
service classes, have larger portions of CenterPoint's retail transmission costs allocated to
them. 142

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 transmission costs because it will
continue to be billed by TSPs using unadjusted 4CP. The opposite could also occur and it would
not be appropriate either way.
In contrast, in the design of retail rates Commission precedent clearly allocates energy,
distribution costs, and associated revenues to retail customer classes based on a weather-adjusted
NCP methodology. 143 This is appropriate because the billing determinants used to set rates paid
by retail customers should not be based on extreme fluctuations in weather. 144
Like TLSC, GCCC says that Docket Nos. 28840 and 35717 are not good precedent
relative to the application of weather adjustments to transmission and distribution costs. GCCC
argues that the adjustment discussed in Docket No. 28840 was not related to weather
normalization.

Instead, GCCC claims that the issue in that case involved mixed allocation

methods between IDR and non-IDR customer classes such that the factors were "no longer on a
4CP basis."145 Staff acknowledges that GCCC is technically correct. However, Staff's reliance

139 Staff Ex. 6, Direct Testimony of Richard Lain (Lain Direct) at 13:16-25.
140 Staff Ex. 6, Direct Testimony of Richard Lain (Lain Direct) at 13:16-25.
141 Staff Ex. 6, Lain Direct at 13: 23-25.
142 Staff Ex. 6, Lain Direct at 14:12-13.
143 Application of Oncor Electric Delivery Company, LLCfor Authority to Change Rates, Docket No. 35717, Order
on Rehearing at 31, Findings of Fact 183-185 (Nov. 30, 2009).
144 PFD at 166 (referencing Tr. at 698).
145 GCCC Exceptions to the PFD at 46 (referencing Docket No. 28840, Proposal for Decision at 151-152 (July 2,
2004).
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on Docket No. 28840 is not a"leap in logic;" it is simply that the Commission order stated that
the "unadjusted 4CP allocator should be used."146

Therefore in Docket No. 28840, no

adjustments of any kind to the 4CP transmission allocation factor were adopted. And, as far as
Staff knows, the Commission has never approved or applied an adjusted 4CP transmission cost
allocation factor for wholesale transmission costs charged to DSPs on an unadjusted 4CP basis.
As for GCCC's claim that Staff's reliance on Docket No. 35717 is also misplaced,147 Staff
disagrees. As discussed herein above, in Docket No. 35717, the Commission clearly adopted
weather normalized adjustments to retail kilowatt-hour sales, class demands, and the associated
revenue,148 i.e. billing determinants, yet approved Oncor's requested unadjusted 4CP allocator
because it was reasonable for the allocation of wholesale transmission costs.149 For all these
reasons, Staff recommends that the Commission uphold the PFD on this issue.

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.150
CenterPoint seeks this adjustment as a known and measureable change to the historical test
year. 151 CenterPoint claims that it has consistently met or exceeded its EE goals. 152 In the PFD,
the AUs recommended denial of this request. 153
In it exceptions to the PFD, Centerpoint claims that in order for it to recover the revenue
requirement authorized by the Commission in this case, the billing determinants used to create
rates must be consistent with the billing determinants expected to actually be experienced in the

146 Application of AEP Texas Central Company for Authority to Change Rates, Docket No. 28840, Order at 46,
Finding of Fact 243 (August 15, 2005).
147 GCCC Exceptions to the PFD at 46.
148 Application of Oncor Electric Delivery Company, LLCfor Authority to Change Rates, Docket No. 35717, Order
on Rehearing at 31, Findings of Fact 183-185 (Nov. 30, 2009).
149 Application of Oncor Electric Delivery Company, LLCfor Authority to Change Rates, Docket No. 35717, Order
on Rehearing at 30, Finding of Fact 177 (Nov. 30, 2009).
150 Staff Ex. 6, Direct Testimony of Richard Lain (Lain Direct) at Attachment RL-11 (CenterPoint Response to
GCCC Eighth Set of RFIs).
151 CenterPoint Ex. 60. Rebuttal Testimony of Robert W. Sumners, Jr. (Sumners Rebuttal) at 6:9.
152 CenterPoint Ex. 60, Sumners Rebuttal at 6:3.
153 Proposal for Decision at 169 (December 3, 2010) (PFD).
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year in which the rates are in effect. 154 In general, CenterPoint explains that if rates are set to
recover approved costs through a variable charge that assumes a certain amount of energy
consumption, if the consumption level is less than assumed, the utility will under-recover.155
CenterPoint claims that this under-recovery scenario^is all but assured to occur unless it does not
achieve its energy efficiency goals or the Commission approves its requested energy efficiency
adjustment.156 For many reasons, Staff disagrees with CenterPoint and recommends that the
Commission to uphold the PFD.
In computing the allowable expenses to be included in the calculation of the utility's base
rate, only the electric utility's historical test-year expenses as adjusted for known and
measureable changes will be considered.157 CenterPoint's historical text year in this rate case is
calendar year 2009,158 but CenterPoint asks the Commission to treat its forecasted 2010 and 2011
energy efficiency savings as a known and measureable change to its historical test year.159
In the past, the Commission has approved known and measureable adjustments for new
plant placed in service shortly after a historical test year160 and for known changes to the cost of
debt,161 but has declined to make known and measureable adjustments to historical test year
values for estimated cost of debt162 and deferred tax adjustments premised on tax depreciation
calculated on estimated plant balances and budgeted and projected plant additions.163

Thus,

Commission precedent is consistent with Staff witness Richard Lain's position that since
CenterPoint's energy efficiency goals are estimates, they are not known and measureable
changes to its historical test year expenses.
In addition, the Commission has determined that 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, and thus no express cost recovery of the type proposed by

154 CenterPoint Energy Houston Electric, LLC's
Exceptions to Proposal for Decision at 62 (December 20, 2010)
(CenterPoint Exceptions to the PFD).
155 CenterPoint Exceptions to the PFD at 62.
156 CenterPoint Exceptions to the PFD at 62.
157 P.U.C. SUBST. R. 25.231(b).
158 Application of CenterPoint Energy Houston Electric, LLC for Authority to Change Rates at 5 (June 30, 2010)
(Application).
159 CenterPoint Ex. 60, Sumners Rebuttal at 6:10-13.
160 In re Application of Texas Electric Service Co., 4 Tex. P.U.C. Bull.
317 * t t(October 25, 1977).
161 Application of Central Tel. Co. of Texas, 7 Tex. P.U.C. Bull. 185 * 18 (April 20, 1981) (telephone case, but
similar cost of service analysis).
1e2 Application of Central Tel. Co. of Texas, 7 Tex. P.U.C. Bull. (85 * 4 ( April 20, 1981).
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CenterPoint is provided in PURA. Furthermore, there is nothing in PURA § 39.905 that requires
customers to pay more for the electricity they do consume, based on the energy those same
customers have not consumed because of energy efficiency programs. 164
CenterPoint erroneously states that Staff is confused as to the difference between the Lost
Revenue Adjustment Mechanism (LRAM) CenterPoint requested in Docket No. 38213 and its
requested energy efficiency adjustment in this rate case. 165 CenterPoint seems to believe there is
a definitive distinction between its requested LRAM, which CenterPoint says looked at revenues
lost between cases, as opposed to its requested energy efficiency adjustment, which CenterPoint
says is designed to recover the revenue requirement established in this rate case. 166
In Docket No. 38213, CenterPoint sought to recover an amount equal to the reduction in
demand growth resulting from its energy efficiency program multiplied by its tariffed rate, an
LRAM.167 In Docket No. 38213, CenterPoint's requested LRAM was based on verified and
reported 2009 energy savings.168 As discussed above, the Commission rejected CenterPoint's
requested LRAM. In addition, Staff notes that CenterPoint's historical test year in this case is
2009. 169 So, CenterPoint's historical test year load in this rate case, its actual 2009 load, is net of
CenterPoint's actual 2009 load growth and actual 2009 energy efficiency savings for which
CenterPoint sought an LRAM in Docket No. 38213. Thus arguably, CenterPoint's requested
LRAM was not for a period "between" rate cases as CenterPoint claims.
In comparison to the LRAM requested in Docket No 38213, in this rate case CenterPoint
is asking the Commission to adjust a billing determinant downward (and thereby asking for a
higher rate) based on estimated reductions in load growth in 2010 and 2011 resulting from
energy efficiency programs, a period after this rate case, and therefore depending on when
CenterPoint files another rate case, a period between rate cases. However, CenterPoint is asking
the Commission to treat these post test-year estimates as a known and measureable change to the
163 Application of Tarrant Utility Co., 5 Tex. P.U.C. Bull. 627 * 27 (June 13, 1980).
164 PFD at 160 (referencing Application of CenterPoint Energy Houston Electric, LLC to Defer Energy Efficiency
Cost Recoverv and Approval of an Energy Efficiency Cost Recovery Factor, Docket No. 38213, Supplemental
Preliminary Order at 2-3 (June 23, 2010) (Supplemental Preliminary Order) (stating similar rationale for rejections
of CEHE's requested lost revenue adjustment mechanism).
165 CenterPoint Energy Houston Electric, LLC's Post-Hearing Reply Brief at 72 (October 29, 2010) (CenterPoint
Reply Brief).
166 CenterPoint Reply Brief at 72.
167 Supplemental Preliminary Order at 2.
168 Application at 5.
169 CenterPoint Reply Brief at 72.
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test year, when they clearly are not. Although the time periods and the type of proceedings are
different, the fact is both the LRAM requested by CenterPoint in Docket No 38213 and the
energy efficiency adjustment requested in this rate case seek to recover the same type of costs.
CenterPoint erroneously states that it fully rebutted Staff's argument that its requested
energy efficiency adjustment is somehow akin to a LRAM.170 Staff witness Richard Lain was
rightfully concerned that CenterPoint's requested energy efficiency adjustment is a back-door
attempt to gain approval for the LRAM that was rejected by the Commission in Docket No.
38213.171 The alleged lost revenues covered by CenterPoint's requested LRAM cover the same
time frame as the test year for this rate case.

And, in Docket No. 38213, the Commission

declined to consider CenterPoint's requested LRAM because it determined that there is no legal
or policy support for permitting CenterPoint to charge customers higher rates because
CenterPoint had less load growth than it otherwise would have had because of energy efficiency
programs.172 So, although the instant proceeding deals with projected lost revenues associated
with energy efficiency programs for 2010 and 2011, the same reasoning and logic applied by the
Commission in Docket No. 38213 apply here.
Accordingly, CenterPoint is not correct when it states that the Commission's findings in
Docket No 38213 are not applicable to its request for an energy efficiency adjustment in this
case. 173 CenterPoint's requested LRAM was an attempt to recover alleged lost revenues that
resulted from energy efficiency programs.

CenterPoint requested an LRAM in an energy

efficiency cost recovery factor proceeding, outside of a base-rate case. Here, in the context of a
base-rate case filed just a little over two months after pocket No. 38213, CenterPoint's 2010
energy efficiency cost recovery factor proceeding, CenterPoint seeks to recover the same type of
alleged lost revenue by raising base rates based on estimated reductions to post test-year load
growth that results from energy efficiency programs. As noted before, although CenterPoint's
LRAM and its energy efficiency adjustment are not identical, CenterPoint is seeking to recover
the same type of alleged lost revenues.
To read CenterPoint's exceptions, one would think the AUs agreed with CenterPoint's
arguments and wanted to approve CenterPoint's requested energy efficiency adjustment, but

170 CenterPoint Exceptions to the PFD at 63.
171 Supplemental Preliminary Order at 1-6.
172 Supplemental Preliminary Order at 1-6.
173 CenterPoint Reply Brief at 72.
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reluctantly did not. CenterPoint claims in footnote 206 to its exceptions that "although the PFD
narrative rejects the Company's proposed adjustments to billing determinants, Finding of Fact
No. 204 appears to approve the requested adjustment." 174 Similarly, CenterPoint states that the
AUs acknowledge the strength of the Company's arguments, but ultimately sided with Staff.175
Yet, Finding of Fact No. 204, which states "[aIdjusted billing determinants as proposed by the
Company more closely reflect those that will occur when rates go into effect and should be used
to calculate rates" has nothing to do with CenterPoint's requested energy efficiency adjustment.
Instead, it relates to weather adjustments to billing determinants. And in the PFD, the Ails said
that "fallthough CenterPoint makes strong arguments in favor of its position, the Ails find
Staff's position more persuasive."176

The fact is, the Ails considered all of CenterPoint's

arguments, and ultimately agree with Staff. Staff recommends that the Commission uphold this
portion of the PFD.

D. Riders [Germane to Preliminary Order Issue No. 28]

1. Storm Hardening Rider [Germane to Preliminary Order Issue
No. 29]
CenterPoint requests a known and measureable adjustment to its cost of service for its
proposed $7,150,000 of storm hardening costs through Rider SH. »7

The PFD recommends

denial of this rider.178 Staff believes the PFD is correct for many reasons, but primarily because
as CenterPoint repeatedly acknowledges, the costs are not known and measurable. CenterPoint
claims it will need full and timely recovery of future system hardening plans that require
expenditures beyond those already in base rates.179 CenterPoint witness Matthew Troxle stated
that Rider SH will allow CenterPoint to work as a partner with the Commission in achieving any
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
174 CenterPoint Exceptions to the PFD at 62.
175 CenterPoint Exceptions to the PFD at 63.
176 PFD at 169.
177
CenterPoint Ex. 11, Direct Testimony of Terry Finley (Finley Direct) at 71:6-13.
178 Proposal for Decision at 8 (December 3, 2010).
179 CenterPoint Ex. 11, Finley Direct at 67:10-14.
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and incurred after rates are set in a general rate case. 1s0

CenterPoint states that "[i Jf the

Commission intends to implement all or part of the Storm Hardening Plan the Company is
required to file in may [sic1 2011, then Rider SH is a mechanism the Company can use to
implement that decision by the Commission."' 81

CenterPoint states that "[tJo the extent the

Commission orders [CenterPointl to implement that plan, or some portion of that plan, the
Company has proposed Rider SH to facilitate that implementation." 182 Yet despite the fact that
CenterPoint has not filed a Storm Hardening Plan with the Commission, does not know if, when,
or how the Commission might order utilities to implement all or any part of a filed storm
hardening plan, and does not know the form of cost recovery the Commission might order,
CenterPoint asks the Commission to approve Rider SH.
CenterPoint seems to argue that there will be no risk or harm to ratepayers or the public
interest, because " [ilf the Commission does not direct the Company to incur the costs, there will
be no cost recovery under the rider."183 But, there is no statute, rule, or precedent that supports
this request. Clearly, CenterPoint's requested Rider SH is not a known and measureable change
to the test year in this proceeding and is just an attempt to create a cost recovery mechanism
outside of base rates on nothing more than what may occur in the future. Staff therefore asks the
Commission to uphold the PFD on this issue.

2. Energy Efficiency Cost Recovery Factor (EECRF) [Germane to
Preliminary Order Issue No. 31]
3. State Colleges and Universities Discount (SCUD) [Germane to
Preliminary Order Issue No. 30]
4. Deferred Tax Riders

180 CenterPoint Ex. 30, Direct Testimony of Matthew A. Troxie (Troxle Direct) at 49:3-8.
181 CenterPoint Houston Electric, LLC's Exceptions to Proposal for Decision at 8 (Dec. 20, 2010).
182 CenterPoint Houston Electric, LLC's Post-Hearing Reply Brief at 72 (October 29, 2010) (CenterPoint Reply
Brief).
183 CenterPoint Reply Brief at 73.
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5. Other Riders

Y.

ADVANCED METERING SYSTEM (AMS) [GERMANE TO
PRELIMINARY ORDER ISSUE NO. 37]

A. AMS Deployment Plan and Costs [Germane to Preliminary Order
Issues Nos. 33 and 36]

1. Status of NOC and Future Capabilities

2. CenterPoint had Agreed to Amend its AMS Deployment Plan

3. CenterPoint will Accelerate its AMS Deployment

B. AMS Reconciliation [Germane to Preliminary Order Issue No. 34]

C. AMS Surcharge [Germane to Preliminary Order Issue Nos. 34 and
35]

1. Duration of the Surcharge

2. Cost of Removing the Electro-Mechanical Meters

3. CenterPoint `s Estimates of Future Savings and Benefits
Attributable to AMS
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D. AMS Legal Expenses

XI.

RATE CASE EXPENSES [GERMANE TO PRELIMINARY
ORDER ISSUE NO. 27]
XII. AUSTERITY ADJUSTMENT
XIII. MISCELLANEOUS

A. Docket No. 32093 Low-Income Program Funds

B. Charitable Contributions

C. Disconnect/Reconnect for Pre-Pay Customers
The AUs concluded that Staff's recommendation regarding the disconnection and
reconnection discretionary service charges (DSCs) for Prepay customers was the most
reasonable alternative and should be adopted. Staff opined that an appropriate balance of the
competing interests regarding DSCs could be reached by zeroing out only the DSCs for
disconnection and reconnection with no corresponding reduction to test-year expenses. 1s4 Staff
recommends that the Commission adopt the ALJs' recommendation on this issue, and also adopt
CenterPoint's exception on this issue, which is a number running correction.
CenterPoint argues that disconnection and reconnection of traditional meters continues to
have an associated expense and will continue to do so until each and every customer has an
advanced meter. 185 CenterPoint therefore recommends that the other revenue credit be reduced
by $2.77 million, which is the amount of test-year revenues produced by the disconnection and

1s4 PFD at 197.
185 CEHE's Exceptions to the PFD at 64.
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reconnection DSCs.186 Staff agrees with CenterPoint's recommendation. As stated in the PFD,
"Staff explained that limiting the zeroing-out of DSCs to disconnection and reconnection
(without a corresponding reduction to test-year expenses) limits the reduction in miscellaneous
revenues available to offset base rate costs, compared to zeroing-out all of the meter-related
DSCs at this time."

In making its recommendation to zero-out the disconnection and

reconnection DSCs, Staff intended that a corresponding reduction be made to zero-out the
amount of test-year revenues produced by the disconnection and reconnection DSCs.
GCCC argues that the PFD errs by not requiring CenterPoint to include a pro forma
reduction in expenses to match the "zeroing out" of discretionary service charges.187

GCCC

argues that because any reduction to CenterPoint's DSCs is a reduction in revenues, the
Commission could authorize the deferral and recovery of the costs that the DSCs were designed
to recover.188 Staff believes that the appropriate balance to strike under the circumstances is to
zero-out only the DSCs for disconnection and reconnection, as recommended by Ms. Wright,
with no corresponding reduction to test-year expenses.

Once the advanced meters are fully

deployed, the cost of meter-related discretionary services will not be zero, although they will be
substantially reduced. 189 At that time the remaining meter-related discretionary service costs will
be recovered through base rates rather than DSCs.1y0 In the meantime, CenterPoint will continue
to file for annual reductions to the meter-related DSCs until they are set to $0 upon full AMS
deployment, thereby reducing its revenues after rates are set in this case. 191 Limiting at this time
the zeroing-out of DSCs to disconnection and reconnection (without a corresponding reduction
to test-year expenses) limits the reduction in miscellaneous revenues available to offset base rate
costs, compared to zeroing-out all of the meter-related DSCs at this time. In addition, it fairly
balances the meter-related discretionary service costs in the test year with the reduction of meterrelated DSC revenues that will occur after rates are set in this case. This approach also treats all
customers the same; no customer is charged a DSC for disconnection or reconnection, regardless
of whether the customer has an advanced meter or still has a traditional meter. In light of the
changed circumstances since the Commission approved CenterPoint advanced meter deployment

116 Id. at 65.
187 GCCC's Exceptions to the PFD at 58-59.
i88 /d.
189 CEHE Ex. 6l, Troxie Rebuttal at 44:12-18.
190 Id.
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