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Wind Energy Transmission Texas

Percentage Cost by Project Estimated

Jul 11 Estimates Dec 11 Forecast Jan 12 Forecast

C301 19.42% 19.38% 143,358,721 18.88%

CW SS 3.77% 3.55% 21,855,669 2.88%

CW RE 1.26% 1.11% 8,257,422 1.09%

C303 12.99% 13.66% 104,906,653 13.82%

C305 12.07% 11.78% 85,431,908 11.25%

C306 12.23% 11.93% 80,110,806 10.55%

LD SS 2.17% 2.06% 15,015,523 1.98%

GR SS 1.28% 1.25% 9,337,528 1.23%

GR CP 0.55% 0.48% 3,585,924 0.47%

C307 17.04% 17.81% 121,663,236 16.03%

C308 8.33% 8.22% 85,663,176 11.28%

C309 6.69% 6.61% 55,224,342 7.27%
SB SS 1.47% 1.43% 10,371,089 1.37%

BK SS 0.73% 0.73% 5,214,070 0.69%

FDSS 0.00% 0.00% 9,201,580 1.21%

759,197,646

Contingency Reduction C301 31,752,410 $ 5,995,784

CW SS $ 914,084

CW RE $ 345,355

C303 $ 4,387,578

C305 $ 3,573,074

C306 $ 3,350,526

LD SS $ 628,004

GR SS $ 390,529

GR CP $ 149,976

C307 $ 5,088,400

C308 $ 3,582,746

C309 $ 2,309,683

SB SS $ 433,757

BK SS $ 218,071

FDSS $ 384,844

Includes estimated OH allocation of $1.1m
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CHAPTER 25. SUBSTANTIVE RULES APPLICABLE TO ELECTRIC SERVICE
PROVIDERS

Subchapter J. COSTS, RATES AND TARIFFS.

DIVISION 1. RETAIL RATES.

§25.231. Cost of Service.

(a) Components of cost of service. Except as provided for in subsection (c)(2) of this section, relating to
invested capital; rate b ase, and §23.23(b) of th is title, (relatin g to Rate Desig n), rates are to be based
upon an electric utility's cost of rendering service to the public during a historical test year, adjusted
for known and measurable changes. The two components of c ost of service are allowable expenses
and return on invested capital.

(b) Allowable expenses. Only those expenses which are reasonable and necessary to provide service to
the p ublic sh all b e in cluded in allo wable ex penses. In co mputing an electric u tility's allo wable
expenses, only the electric utility's historical test year expenses as adjusted for known and measurable
changes will be con sidered, except as pro vided for in any section o f these ru les d ealing with fuel
expenses.
(1) Components of allowable expenses. Allowable expenses, to the extent they are reasonable

and necessary, and subject to th is section, may include, but are not limited to the following
general categories:
(A) Operations and maintenance expense incurred in furnishing normal ele ctric utility

service and in maintaining electric u tility plant used by and useful to the electric
utility in providing such service to the public. Payments to affiliated interests for
costs of service, or any property, right or thing, or for interest expense shall not be
allowed as an expense for cost of service except as prov ided in the Public Util ity
Regulatory Act §36.058.

(B) Depreciation expense based on original cost and computed on a straight line basis as
approved by the commission. Other methods of depreciation may be used w hen it
is det ermined t hat such depreciation m ethodology is a more e quitable means of
recovering the cost of the plant.

(C) Assessments and taxes other than income taxes.
(D) Federal in come tax es on a no rmalized basis. Fed eral in come tax es sh all b e

computed according to the provisions of the Public Utility Regulatory Act §36.060.
(E) Advertising, c ontributions a nd d onations. The act ual e xpenditures f or ordinary

advertising, cont ributions, and donations in ay be all owed as a cost of ser vice
provided that the total sum of all such items allowed in the cost of service shall not
exceed three-tenths of 1.0% (0.3%) of th e gross recei pts of th e electric utility for
services ren dered to t he public. Th e fo llowing e xpenses shal 1 be i ncluded i n t he
calculation of the three-tenths of 1.0% (0.3%) maximum:
(i) funds expended advertising methods of conserving energy;
(ii) funds expended advertising methods by which the consumer can effect a

savings in total electric utility bills;
(iii) funds expended advertising methods to shift usage off of system peak; and
(iv) funds expended promoting renewable energy.

(F) Nuclear dec ommissioning expense. The following restrictions shall apply to the
inclusion of nuclear dec ommissioning costs that are placed in an electric utility's
cost of service.
(i) An electric utili ty o wning or leas ing an in terest in a n uclear-fueled

generating unit shall include its cost of nuclear decommissioning in its cost
of service. Funds collected from ratepayers for decommissioning shall be
deposited in onthly in irrevocable tru sts external t o t he el ectric u tility, in
accordance with §25.301 of this title (relating to Nuclear Decommissioning
Trusts). All funds held in short-term investments must bear interest. The
level of the annual cost of decommissioning for ratemaking purposes will

§2 5.231--1 effective date 04/13/05
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CHAPTER 25. SUBSTANTIVE RULES APPLICABLE TO ELECTRIC SERVICE
PROVIDERS

Subchapter J. COSTS, RATES AND TARIFFS.

DIVISION 1. RETAIL RATES.

§25.231(b)(1)(F)(i) continued

be determined in each rate case based on an allowance for contingencies of
10% of the cost of de commissioning, the in ost cu rrent in formation
reasonably available regarding the cost of decommissioning, the balance of
funds in th e d ecommissioning trust, anticipated escalation rates, t he
anticipated ret urn on t he f unds i n t he decommissioning trust, a nd other
relevant fact ors. The an nual am ount fo r t he cost of decommissioning
determined pursuant to the precedi ng sentence shall be expressly incl uded
in the cost of service established by the commission's order.

(ii) In th e ev ent t hat an electric u tility i mplements an i nterim rate in crease,
including a n i ncrease fi led u rider b ond, an inc remental change in
decommissioning funding shall be included in the increase.

(iii) An electric u tility's d ecommissioning fun d and tru st balances will b e
reviewed in general rate cases. In the event that an electric utility does not
have a rate ca se wi thin a five-year pe riod, t he c ommission, o n i ts own
motion or on the motion of the commission's Office of Regulatory Affairs,
the Office of Public Utility Counsel, or any affected person, may initiate a
proceeding to review the electric utility's decommissioning cost study and
plan, and the balance of the trust.

(iv) An electric u tility shall perform, or cause to be performed, a stud y of the
decommissioning costs of each nuclear generating unit that it owns or in
which it leases an in terest. A study or a red etermination of t he previous
study s hall be perform ed at least every five yea rs. The study or
redetermination should con sider the most current i nformation reasonably
available on t he cost o f de commissioning. A copy o f t he st udy or
redetermination shall be filed with the commission and copies provided to
the commission's Office of Regulatory Affairs and th e Of fice of P ublic
Utility Counsel. An electric utility's most recent decommissioning study or
redeterminations shall be filed with the commission within 30 days ofthe
effective date of t his su bsection. Th e five y ear re quirement fo r a new
study or re determination sha 11 begi n f rom t he dat e of t he 1 ast st udy or
redetermination.

(G) Accruals credited to rese rve accounts for s elf-insurance under a plan re quested by
an electric utility and approved by the commission. The commission shall consider
approval of a self in surance p Ian in a ra te case in whi ch expenses or rate base
treatment are reque sted for a such a plan. For the purposes of this section, a sel f

insurance plan is a plan providing for accruals to be credited to reserve accounts .
The reserve acco unts are to b e ch arged with p roperty an d liab ility lo sses wh ich
occur, a nd which c ould n ot have bee n r easonably anticipated and included i n
operating and maintenance expenses, and are not paid or reimbursed by commercial
insurance. The commission will approve a self in surance plan to the extent it finds
it to b e in th e p ublic in terest. In ord er to estab lish th at th e p Ian is in th e p ublic
interest, th e electric u tility must p resent a co st benefit an alysis p erformed b y a
qualified i ndependent i nsurance c onsultant wh o d emonstrates t hat, wi th
consideration of all costs, self-insurance is a lower-cost alternative than commercial
insurance and the ratepayers will receive the benefits of the self insurance plan. The
cost benefit analysis shall present a detailed analysis of the appropriate limits of self
insurance, an analysis of the appropriate annual accruals to build a reserve account

§2 5.231--2 effective date 04/13/05
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CHAPTER 25. SUBSTANTIVE RULES APPLICABLE TO ELECTRIC SERVICE
PROVIDERS

Subchapter J. COSTS, RATES AND TARIFFS.

DIVISION 1. RETAIL RATES.

§25.231(b)(1)(G) continued
for self insura nce, and the level at whic h further accrual s should be decreased or
terminated.

(H) Postretirement benefits other than pensions (known in the electric utility industry as
"OPEB"). For rat emaking purposes, e xpense as sociated postretirement be nefits
other than pensions (OPEB) shall be treated as follows:
(i) OPEB exp ense sh all b e in cluded in an electric u tility's co st o f serv ice for

ratemaking purposes based on actual payments made.
(ii) An electric ut ility may request a one-time conve rsion to inclusi on of

current OPEB expense i n c ost of se rvice for rat emaking pu rposes o n an
accrual basis i n accordance with generally accepted accounting princi ples
(GAAP). Rate recognition of OPEB expense on an accrual basis shall be
made only in the context of a full rate case.

(iii) An electric utility shall not be allowed to recover current OPEB expense on
an accrual basis until GAAP requires that electric utility to report OPEB
expense on an accrual basis.

(iv) For ratemaking purposes, the transition obligation shall be amortized over
20 years.

(v) OPEB amounts included in rates shall be placed in an irrevocable external
trust fund dedicated to the payment of OPEB expenses. The trust shall be
established no later than six months after the order establishing the OPEB
expense amount included in rates. Th e electric utility shall make deposits
to the fund at least once per year. De posits on the fund shall include, in
addition to the amount included in rates, an amount equal to fund earnings
that would have accrued if deposits had been made monthly. The funding
requirement can be met with deposits made in advance of the recognition
of th e exp ense for ratem aking purposes. Th e electric u tility sh all, to th e
extent permitted by the Internal Revenue Code, establish a po stretirement
benefit pl an t hat al lows for cu rrent fe deral i ncome t ax de ductions f or
contributions and allows earnings on the trust funds to accumulate tax free.

(vi) When an electric u tility t erminates an OPEB trust fu nd estab lished
pursuant to clause (v) of this subparagraph, it shall notify the commission
in writing. If excess assets remain after the OPEB trust fund is terminated
and all trust related liabilities are satisfied, the electric utility shall file, for
commission app roval, a p roposed pl an f or t he di stribution of t he exc ess
assets. The electric utility shall not distribute any excess assets until the
commission approves the disbursement plan.

(2) Expenses not allowed. The following expenses shall never be allowed as a component of
cost of service:
(A) legislative advocacy e xpenses, whether made directly or indirectly, including, but

not lim ited to, legislative a dvocacy e xpenses i ncluded in professional or t rade
association dues;

(B) funds expended in support of political candidates;
(C) funds expended in support of any political movement;
(D) funds expended promoting political or religious causes;
(E) funds expended in supp ort of or membership in social, recreational, fraternal, or

religious clubs or organizations;
(F) funds promoting increased consumption of electricity;
(G) additional fund s exp ended to m ail any p arcel o r letter con taining any of the ite ms

mentioned in subparagraphs (A)-(F) of this paragraph;

§2 5.231--3 effective date 04/13/05
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CHAPTER 25. SUBSTANTIVE RULES APPLICABLE TO ELECTRIC SERVICE
PROVIDERS

Subchapter J. COSTS, RATES AND TARIFFS.

DIVISION 1. RETAIL RATES.

§25.231(b)(2) continued
(H) payments, exc ept t hose in ade under a n insurance or risk-sharing a rrangement

executed before the date of the loss, in ade to cover costs of an accident, equipment
failure, or negligence at an electric u tility facilit y o wned b y a p erson o r
governmental body not selling power within the State of Texas;

(I) costs, including, but not limited to, interest expense, of processing a refund or credit
of sums collected in e xcess of the rate finally ordered by the commission in a case
where the electric utility has put bonded rates into effect, or when the electric utility
has otherwise been ordered to make refunds;

(J) any expenditure found by the commission to be unreasonable, unnecessary, or not in
the pu blic in terest, in cluding bu t no t limited to ex ecutive salaries, ad vertising
expenses, legal expenses, penalties and interest on overdue taxes, criminal penalties
or fines, and civil penalties or fines.

(c) Return on invested capital. The return on invested capital is the rate of return times invested capital.
(1) Rate of return. The commission shall allow each electric utility a reasonable opportunity to

earn a reason able rate of return, which is expressed as a percentage of invested capital, and
shall fix the rate of return in accordance with the following principles.
(A) The ret urn s hould be reasonably s ufficient to assu re co nfidence in t he fi nancial

soundness of th e electric u tility an d sh ould b e ad equate, u rider efficien t an d
economical management, to maintain and support its credit and enable it to raise the
money necessary for the proper discharge of its public duties. A rate of return may
be reas onable at one t ime and become t oo hi gh o r t oo 1 ow beca use of c hanges
affecting opportunities for investment, the money market, and business conditions
generally.

(B) The co mmission sh all con sider efforts b y th e electric utility to co mply with th e
statewide inte grated res ource plan, the efforts and achi evements of the electric
utility in the conservation of resources, the quality of the electric utility's services,
the efficien cy o f th e electri c u tility's o perations, an d th e quality of the electric
utility's management, along with other applicable conditions and practices.

(C) The commission may, in addition, consider inflation, deflation, the growth rate of
the service area, and the need for the electric utility to attract new capital. The rate
of return must be high enough to attract necessary capital but need not go beyond
that. In each case, the commission shall consider the electric utility's cost of capital,
which is the weighted average of the costs of the various classes of capital used by
the electric utility.
(i) Debt capital. The cost of de bt capital is the actual cost of de bt at the time

of issuance, plus adjustments for premiums, discounts, and refunding and
issuance costs.

(ii) Equity capital. For companies with ownership expressed in terms of shares
of st ock, e quity capi tal com monly consi sts of t he f ollowing cl asses of
stock.
(I) Common stock capital. The cost of common stock capital shall be

based upon a fair return on its market value.
(II) Preferred stock capital. T he cost of preferred stock capital is th e

actual cost of prefe rred st ock at t he t ime of i ssuance, plus a n
adjustment for premiums, discounts, and refunding and issuance
costs.

§2 5.231--4 effective date 04/13/05
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CHAPTER 25. SUBSTANTIVE RULES APPLICABLE TO ELECTRIC SERVICE
PROVIDERS

Subchapter J. COSTS, RATES AND TARIFFS.

DIVISION 1. RETAIL RATES.

§25.231(c) continued
(2) Invested capital; rate base. The rate of return is app lied to the rate base. The rate base,

sometimes referred to as invested capital, includes as a major component the original cost of
plant, property, and equipm ent, less accum ulated depreciation, used and useful in re ndering
service to the public. Components to be included in determining the overall rate base are as
set out in subparagraphs (A)-(F) of this paragraph.
(A) Original cost, less accum ulated depreciation, of electric utility plant used by and

useful to the electric utility in providing service.
(i) Original cost shall be the actual money cost, or the actual money value of

any consideration paid other than money, of the property at the time it shall
have been dedicated to public use, whether by the electric utility which is
the present owner or by a predecessor.

(ii) Reserve for depreciation is the accu mulation of recognized allocations of
original co st, rep resenting reco very of in itial in vestment, ov er th e
estimated useful I ife of t he asset. Deprec iation shal 1 be com puted on a
straight 1 ine basis or by suc h ot her in ethod ap proved u rider s ubsection
(b)(1)(B) of this section over the expected useful life of the item or facility.

(iii) Payments to affiliated interests shall not be allowed as a capital cost except
as provided in the Public Utility Regulatory Act §36.058.

(B) Working capital allowance to be composed of, but not limited to the following:
(i) Reasonable inventories of materials, supplies, and fuel held specifically for

purposes of permitting efficient operation of the electric utility in providing
normal electric utility service. This amount excludes appliance inventories
and inventories found by the commission to be unreasonable, excessive, or
not in the public interest.

(ii) Reasonable prepayments for operating expenses. Prepayments to affiliated
interests sh all b e su bject to the stand ards set forth i n the Pub lic Utility
Regulatory §36.058.

(iii) A reason able allowance fo r cash working cap ital. Th e fo llowing shall
apply in determining the amount to be included in invested capital for cash
working capital:
(I) Cash wo rking cap ital fo r electric u tilities sh all in n o ev ent b e

greater t ban one -eighth of t otal annual operati ons a nd
maintenance e xpense, excl uding am ounts charged to o perations
and in aintenance e xpense for in aterials, supplies, fuel, and
prepayments.

(II) For electric co operatives, river au thorities, and inv estor-owned
electric utilities that purchase 100% of th eir power requirements,
one-eighth of ope rations a nd in aintenance ex pense excluding
amounts c barged t o operations an d in aintenance ex pense f or
materials, su pplies, fuel, and prep ayments will b e co nsidered a
reasonable allowance for cash working capital.

(III) Operations a nd in aintenance ex pense does not i nclude
depreciation, other taxes, or federal income taxes, for purposes of
subclauses (I), (II), and (V) of this clause.

(IV) For all investor-owned electric utilities a reasonable allowance for
cash working cap ital, in cluding a request o f zero , will b e
determined by the use of a 1 ead-lag study. A lead-lag study will
be performed in accordance with the following criteria:

§2 5.231--5 effective date 04/13/05
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CHAPTER 25. SUBSTANTIVE RULES APPLICABLE TO ELECTRIC SERVICE
PROVIDERS

Subchapter J. COSTS, RATES AND TARIFFS.

DIVISION 1. RETAIL RATES.

§25.231(c)(2)(B)(iii)(IV) continued
(-a-) The lead-lag study will use the cash method; all non-cash

items, i ncluding but n ot 1 imited t o depreci ation,
amortization, deferred t axes, pre paid i tems, and return
(including i nterest o n l ong-term debt and dividends on
preferred stock), will not be considered.

(-b-) Any reasonable sam pling in ethod t hat i s shown t o be
unbiased may be used in performing the lead-lag study.

(-c-) The check clear date, or the invoice due dat e, whichever
is later, will be used in calculating the lead-lag days used
in the study. In those cases where multiple due dates and
payment ter ms ar e offered by v endors, t he in voice due
date is the date corres ponding to the term s accepte d by
the electric utility.

(-d-) All funds received by the electric utility except electronic
transfers s hall be c onsidered availa ble for use no later
than the business day followi ng the receipt of the funds
in any repository of the electric utility (e.g. lockbox, post
office box, branc h office ). All funds received by
electronic transfer will be considered available the day of
receipt.

(-e-) For electric u tilities th e balance of cash an d working
funds included in the working cash allowance calculation
shall consist of the average daily bank balance of all non-
interest bea ring dem and deposits a nd w orking cas h
funds.

(-f-) The 1 ead o n federal i ncome t ax expense shal 1 be
calculated by measurem ent of th e in terval b etween t he
mid-point of th e annu al se rvice pe riod a nd t he actual
payment date of the electric utility.

(-g-) If th e cash working cap ital calcu lation resu Its in a
negative amount, the negative amount shall be included
in rate base.

(V) If cash working capital is required to be determined by the use of
a lead-lag study unde r the pre vious subclau se and eith er th e
electric utility does not file a lead lag study or the electric utility's
lead-lag study is determined to be so flawed as to be unreliable, in
the absence of pers uasive evid ence that suggests a diffe rent
amount of ca sh working c apital, an am ount of cash working
capital eq ual to n egative o ne-eighth o f operations an d
maintenance expense including fuel and purchased power will b e
presumed to be the reasonable level of cash working capital.

(C) Deduction of certain items which include, but are not limited to, the following:
(i) accumulated reserve for deferred federal income taxes;
(ii) unamortized i nvestment tax cred it to t he extent allowed b y t he In ternal

Revenue Code;
(iii) contingency and/or property insurance reserves;
(iv) contributions in aid of construction;
(v) customer deposits and other sources of cost-free capital;

§2 5.231--6 effective date 04/13/05
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CHAPTER 25. SUBSTANTIVE RULES APPLICABLE TO ELECTRIC SERVICE
PROVIDERS

Subchapter J. COSTS, RATES AND TARIFFS.

DIVISION 1. RETAIL RATES.

§25.231(c)(2) continued
(D) Construction work in progress (C WIP). The i nclusion of c onstruction work in

progress is an exceptional form of rate relief. Under ordinary circumstances the rate
base shall consist only of those items which are used and useful in providing service
to th e public. Und er excep tional ci rcumstances, t he c ommission wi 11 include
construction work in progress in rate base to the extent that:
(i) the electric utility has proven that:

(I) the inclusion is necessary to the financial integrity of the electric
utility; and

(II) major projects un der c onstruction ha ve been e fficiently and
prudently planned and managed. However, construction work in
progress shall not be allowed for any portion of a in ajor project
which the electric u tility has failed to prove was efficien tly and
prudently planned and managed; or

(ii) for a project ordered by the co mmission un der §25.199 of th is titl e
(relating t o T ransmission P tanning, Licensing a nd C ost-recovery f or
Utilities with in th e Electri c Reliab ility Cou ncil of Tex as), if the
commission determin es th at co nditions warran t th e in clusion of C WIP i n
rate base, t he pr oject i s be ing ef ficiently and prudently p1 armed an d
managed, and there will b e a significant delay between initial investment
and the initial cost recovery for a transmission project.

(E) Self-insurance reserve accounts . If a self insurance plan is approved by the
commission, any shortages to the reserve account will be an increase to the rate base
and an y surp luses will b e a d ecrease to th e rate base. Th e electric utility sh all
maintain ap propriate bo oks and records to pe rmit t he com mission t o pr operly
review all charges to the rese rve account and determ ine whether the charges being
booked to the reserve account are reasonable and correct.

(F) Requirements for post test year adjustments.
(i) Post test year adjustments for known and measurable rate base ad ditions

(increases) to historical test year data will be considered only as set out in
subclauses (I)-(IV) of this clause.
(I) Where the addition represents plant which would appropriately be

recorded:
(-a-) for investor-owned electric utilities in FERC account 101

or 102;
(-b-) for electric coope ratives, the equi valent of FERC

accounts 101 or 102.
(II) Where each ad dition co mprises at least 10% of th e electric

utility's req uested rate base, ex clusive of post test year
adjustments and CWIP.

(III) Where the plant addition is deemed by this commission to be in-
service before the rate year begins.

(IV) Where t he at tendant im pacts on all asp ects of a utility's
operations (including but not limited to, re venue, expenses and
invested cap ital) can with reasonable certain ty b e id entified,
quantified a nd in atched. At tendant i mpacts are thos e t hat
reasonably to Ilow as a con sequence of the post test year
adjustment being proposed.

§2 5.231--7 effective date 04/13/05
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CHAPTER 25. SUBSTANTIVE RULES APPLICABLE TO ELECTRIC SERVICE
PROVIDERS

Subchapter J. COSTS, RATES AND TARIFFS.

DIVISION 1. RETAIL RATES.

§25.231(c)(2)(F) continued
(ii) Each post test year plant adjustment will be included in rate base at:

(I) the reas onable test year-e nd CWIP balance, if t he additio n is
constructed by the electric utility; or,

(II) the reasonable price, if the addition represents a purchase, subject
to o riginal co st req uirements, as sp ecified in Pu blic Utilit y
Regulatory Act §36.053.

(iii) Post test year adjustments for known and measurable rate base decreases to
historical test year d ata will b e allowed only wh en clause (i)(IV) of this
subparagraph and t he cri teria descri bed i n su bclauses (I) and ( II) o f t his
clause are satisfied.
(I) The decrease represents:

(-a-) plant which was appropriately recorded in the accounts
set forth in clause (i)(I) of this subparagraph;

(-b-) plant held for future use;
(-c-) CWIP (mirror CWIP is not considered CWIP); or
(-d-) an attendant impact of another post test year adjustment.

(II) Plant that has been removed from servi ce, m othballed, s old, or removed
from the electric utility's books prior to the rate year.

§2 5.231--8 effective date 04/13/05
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