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I. INTRODUCTION

Q. PLEASE STATE YOUR NAME, OCCUPATION AND BUSINESS
ADDRESS.

A. My name is Steven D. Hunt. My business address is 1850 Parkway Place, Suite
800, Marietta, Georgia 30067. I am a Principal of the firm GDS Associates, Inc.
(HGDSH).

Q. ON WHOSE BEHALF ARE YOU APPEARING AND IN WHAT
CAPACITY?

A. I'have been retained by the Houston Coalition of Cities (“HCC”) as an expert witness
in this proceeding.

Q. WHAT ARE YOUR PRINCIPAL AREAS OF RESPONSIBILITY IN THIS
CAPACITY?

A I was asked to review CenterPoint Energy Houston Electric, LLC’s (“CEHE”)
proposed revenue requirement for its electric base rate proceeding, focusing on
accounting and income tax matters and other significant drivers to CEHE’s proposed
revenue requirement.

Q. PLEASE OUTLINE YOUR FORMAL EDUCATION.

A I earned a Bachelor of Science in Business with a major in Accounting from Virginia
Polytechnic Institute and State University (“Virginia Tech”) in 2001. Additionally,
I earned a Master of Accounting and Information Systems from Virginia Tech in
2002.

Q.  ARE YOU A CERTIFIED PUBLIC ACCOUNTANT?

A. Yes. Iam a Certified Public Accountant licensed in Washington, D.C.

Direct Testimony of Steven D. Hunt Page 1 of 30

Houston Coalition of Cities



10

11

12

13

14

15

16

17

18

19

20

21

22

23

PUC DOCKET NO. 56211 | SOAH DOCKET NO. 473-24-13232

Q.
A.

PLEASE STATE YOUR PROFESSIONAL EXPERIENCE.

I am an accounting and rate specialist with 22 years of experience in regulatory
accounting and cost-of-service (“COS”) rate regulation matters in the electric,
natural gas, and oil industries. I began working at GDS in August 2020 as Senior
Project Manager and advanced to a Principal in 2024. During my time at GDS, 1
have provided expert accounting and rate reviews of costs included in the revenue
requirement of electric utility companies for retail and wholesale rate determinations

and natural gas distribution companies for retail rate purposes.

Prior to GDS, I worked at the Federal Energy Regulatory Commission
(“FERC”) from 2002-2020. I worked entirely in the Regulatory Accounting program
as an Accounting Analyst, Manager, Deputy Chief Accountant, and Chief
Accountant, wherein I worked directly with FERC’s rate and legal programs on
numerous electric and natural gas rate applications, accounting request filings,
policy statements, rulemakings, and accounting guidance letter orders. Additionally,
I was a leading author or reviewing official for most FERC accounting orders and
audit reports in the electric, natural gas, and oil industries for the majority of my
tenure at FERC, covering topics on the allowance for funds used during construction

(“AFUDC”), income taxes, expense classification, and capitalization rules.

As aleaderin FERC’s audit program, I became directly involved in the initial
risk assessment processes to determine audit focus areas, initial and supplemental
discovery requests and interrogation, presenting findings of fact through draft audit
reports, defending the findings of fact based on the evidentiary record and FERC

precedent, and drafting final public audit reports that present the scope of audit work,

Direct Testimony of Steven D. Hunt Page 2 of 30
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audit methodologies, and findings and recommendations. Through these
experiences, I frequently evaluated ratemaking concepts and precedent, natural gas
utility operations, customer concerns, gas utility needs, and financial accounting and
income tax requirements to identify and resolve macro- and micro-regulatory issues.
For 13 years, I represented FERC’s accounting and audit programs externally
through frequent public speaking engagements at industry conferences and
meetings.

PLEASE DESCRIBE GDS ASSOCIATES, INC.

GDS is an engineering and consulting firm with offices in Marietta, Georgia; Austin,
Texas; Auburn, Alabama; Folsom, California; Bedford, New Hampshire; Redmond,
Washington, Augusta, Maine; and Madison, Wisconsin. GDS has over 185
employees with backgrounds in engineering, accounting, management, economics,
finance, and statistics. GDS provides rate and regulatory consulting services in the
electric, natural gas, water, and telephone utility industries. GDS also provides a
variety of other services in the electric utility industry including power supply
planning, generation support services, financial analysis, load forecasting, and
statistical services. Our clients are primarily publicly owned utilities, municipalities,
customers of privately owned utilities, groups or associations of customers, and

government agencies.

Direct Testimony of Steven D. Hunt Page 3 of 30
Houston Coalition of Cities



10

11
12

13

14

15

16

17

18

19

20

21

PUC DOCKET NO. 56211 | SOAH DOCKET NO. 473-24-13232

Q. HAVE YOU TESTIFIED BEFORE ANY REGULATORY COMMISSIONS?

A. I have submitted testimony before the following regulatory bodies:

o Public Utility Commission of Texas

o Vermont Public Utility Commission

o Maryland Public Service Commission

o Federal Energy Regulatory Commission

Q. HAVE YOU PREPARED AN EXHIBIT DESCRIBING YOUR
QUALIFICATIONS AND EXPERIENCE?

A Yes. 1 have attached Exhibit SDH-1, which is a summary of my regulatory

experience and qualifications.

II. SCOPE OF TESTIMONY AND SUMMARY OF
RECOMMENDATIONS

Q. PLEASE DESCRIBE CEHE’S CURRENT RATE APPLICATION?

A. On March 6, 2024, CenterPoint Energy Houston Electric, LLC (“CEHE”) filed its
current application (“Application”) with the PUCT requesting authority to change
rates in Docket 56211.! Subsequently, the Application was updated through its 45-
Day Update filing and several Errata filings.> The Application is based on a 12-
month test year ending December 31, 2023. The Application requests a net increase
in retail transmission and distribution rates excluding the Transmission Cost
Recovery Factor ("TCRF") and rate case expenses of approximately $15 million

over adjusted test year revenues, which is an increase of around 1%. It also requests

! Statement of Intent and Application of CenterPoint Energy Houston Electric, LLC for Authority to Change
Rates (March 6, 2024), Docket 56211.

2 See CEHE’s 45-Day Update Filing (April 19, 2024), Errata 1 Filing (April 19, 2024), Errata 2 Filing (May
22,2024), and Errata 3 Filing (June 14, 2024).

Direct Testimony of Steven D. Hunt Page 4 of 30
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an approximately $42 million increase for wholesale transmission service, which is
an increase of around 6.4%. CEHE calculated its requested revenue requirement
using an overall proposed rate of return of 7.03%, which reflects a debt-to-equity
ratio of 55.10% to 44.90%, a return on equity of 10.4%, and a cost of debt of 4.29%3
CEHE stated that its request reflects over $6.5 billion of investments in transmission
and distribution infrastructure since CEHE’s last rate case.*

WHAT IS THE SCOPE OF YOUR TESTIMONY?

The scope of my testimony covers CEHE’s rate treatment of the tax effects of net
operating losses (“NOL” or “NOLC”) as a participant in CenterPoint Energy, Inc.’s
(“CNP”) consolidated tax return, CEHE’s amortization period for storm restoration
costs deferred as a regulatory asset, and CEHE’s accounting practices for AFUDC.

PLEASE SUMMARIZE YOUR RECOMMENDATIONS.

I recommend that CEHE remove the accumulated deferred income taxes (“ADIT”)
on NOLC amounts from rate base that have been included in CNP’s consolidated
income tax return to reduce taxable income. This recommendation will reduce the
system-wide revenue requirement by $5.33 million.

Should the Commission have concerns on the application of the Internal
Revenue Service (“IRS”) normalization rules to my recommendations, I also
recommend that it requires CEHE to establish regulatory assets or regulatory
liabilities to capture the rate effect of NOLC ADIT in rate base pending the outcome
of a Private Letter Ruling (“PLR”) from the IRS on the specific application of the

rate decision in this proceeding.

* CEHE Witness Lynnae Wilson Testimony at Page 45:9-13.

41d.

Direct Testimony of Steven D. Hunt Page 5 of 30
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I11.

Regarding the amortization of storm restoration regulatory assets, I
recommend those regulatory assets be amortized over ten years.  This
recommendation will reduce the system-wide revenue requirement by $19.2 million
when combined with the recommendations of other intervenors in this proceeding.

Finally, I recommend that the Commission direct CEHE to discontinue the
accounting practice of rounding up the AFUDC rate to the closest 0.25%, effective
January 1, 2024. This recommendation corrects systemic accounting error but does

not propose an adjustment to the proposed revenue requirement.

NET OPERATING LOSS ACCUMULATED DEFERRED
INCOME TAXES

PLEASE EXPLAIN ADIT, NOLC, AND NOLC ADIT.

Accumulated Deferred Income Tax (“ADIT”) is a measure of temporary differences
between (1) when and how expenses are recognized for book accounting purposes
under the FERC Uniform System of Accounts and for ratemaking purposes, and (i)
when and how they are recognized for income tax purposes under the Internal
Revenue Code.’ The ADIT amount is computed by multiplying the effective tax rate
to the book to tax temporary difference. ADIT is a component of rate base to the
extent the expenses to which the temporary differences relate are also recovered in
cost-of-service rate.

A Net Operating Loss Carryforward (“NOL” or “NOLC”) refers to an

operating financial loss reported on a company’s income tax return. An NOL is (1)

° The Financial Accounting Standards Board’s Accounting Standard Codification (“*ASC”) 740- 10-20 defines
a temporary difference as a “difference between the tax basis of an asset or liability computed pursuant to the
requirements in [ASC] Subtopic 740-10 for tax positions, and its reported amount in the financial statements
that will result in taxable or deductible amounts in future years when the reported amount of the asset or
liability is recovered or settled, respectively.”

Direct Testimony of Steven D. Hunt Page 6 of 30
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the result of a calculation that determines the amount of tax-deductible expenses that
exceed the taxable income of the utility, and (i1) made up of many tax-deductible
expenses, none of which, in isolation, can be considered the sole cause of the NOL.
When an NOL occurs, the full benefit of tax-deductible expenses is not received by
the utility because it is in excess of taxable revenues. The NOL can thus be viewed
as the amount of income tax deductions a company was unable to utilize in the
income tax return due to the taxable deductions exceeding taxable income and is
eligible to be carried forward and used to offset taxable income in a future tax return
with the IRS. However, once the NOLC is utilized in an income tax return, the full
benefit of tax-deductible expenses that generated the NOL is realized or received.
NOLC ADIT is the tax value of the NOLC and is computed by multiplying
the effective tax rate to the NOLC balance. Table A below represents an income tax
computation using representative items of taxable revenue and expense and fictional
illustrative amounts. The Net Operating Loss in this illustration is $50,000,000.

Table A — CenterPoint Electric Net Operating Loss Computation

1 | Taxable Operating Revenues
2 Electric Tariff Revenues $425,000,000
3 Other Taxable Revenues $25,000,000
4 Total Revenues $450,000,000
5 | Taxable Deductions
6 Depreciation Expense $275,000,000
7 Other Cost-of-Service Deductions $200,000,000
8 Other Non-Cost-of-Service Deductions $25,000,000
9 Total Deductions $500,000,000
10 | Net Operating Loss $(50,000,000)
To illustrate the computation of ADIT, remember that ADIT is a measure of
Direct Testimony of Steven D. Hunt Page 7 of 30
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temporary differences between (1) when and how expenses are recognized for book

2 accounting purposes and for ratemaking purposes, and (ii) when and how they are
3 recognized for income tax purposes under the Internal Revenue Code. The
4 calculation of ADIT shown in Table B below adds illustrative amounts of book
5 expenses for the illustrative income tax deductions that were provided in Table A
6 above. The difference between book expense and the income tax deduction is a
7 temporary difference, and the income tax effect of the temporary difference
8 represents the ADIT for each item.
9 Table B — CenterPoint Electric ADIT Computation
A B C D E
Item Book Taxable Temporary ADIT Asset
Income/Expense | Income/Deduction Difference (Liability)
[B-C] [D*21%]
Deprestafion $175,000,000 $275,000,000 | $(100,000,000) | $(21,000,000)

Other Cost-of-

Service $100,000,000 $200,000,000 | $(100,000,000) | $(21,000,000)
Deductions
Other Non-
Cost-of- $20,000,000 $25,000,000 $(5,000,000) | $(1,050,000)
Service
Deductions
Net Operating N/A $50,000,000 N/A $10,500,000
Loss
10 Q. DOES CEHE STATE THAT IS HAS ACCUMULATED DEFERRED
11 INCOME TAXES (“ADIT”) ASSOCIATED WITH A NET OPERATING
12 LOSS CARRYFORWARD (“NOLC”) AT THE END OF THE TEST
13 PERIOD?
4 A Yes. CEHE witness Jennifer Story states that the Company currently has a NOLC
15 balance recorded as an ADIT asset.®

6 CEHE Witness Jennifer K. Story Testimony at Page 25:6-12 and Page 48:20-49:3. See also Schedule II-E-

3.24.

Direct Testimony of Steven D. Hunt Page 8 of 30
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DOES CEHE’S RATE PROPOSAL INCLUDE NOLC ADIT IN RATE BASE?

Yes. CEHE’s NOLC ADIT is included in rate base in Schedule B-7.7
WHAT IS THE AMOUNT OF NOLC ADIT THAT CEHE PROPOSES TO

INCLUDE IN RATE BASE AS A REDUCTION TO ITS COST-FREE
CAPITAL?

CEHE filed rate application proposes to include a $64.8 million NOLC ADIT on
Schedule B-7, which results in an increase to rate base of the same amount.?
However, in response to discovery, CEHE made a correction that the NOLC ADIT
balance should be $75.4 million.”

WHAT IS CEHE’S SUPPORT FOR INCLUDING NOLC ADIT IN RATE
BASE?

Ms. Story states that the ADIT asset for the NOLC represents a reduction to the cost-
free capital otherwise equal to the ADIT liabilities.!® Ms. Story explains further that
if the Company were to include the ADIT resulting from income tax deductions (i.e.,
ADIT liabilities) but not the deferred income tax from the resulting NOL (i.e., an
ADIT asset), it would overstate the cost-free capital the Company received from the
accelerated deductions.!! She argues that both the ADIT liabilities and resulting
NOLC ADIT must be considered to accurately reflect the amount of cost-free capital

afforded to the Company. '

" CEHE Witness Jennifer K. Story Testimony at Page 26:11-14.

& See Schedule 11-B-7, Line14; Schedule 11-E-3.24, Line 1; and Schedule II-E-3.5.1, Line 70.
? See CEHE s response to HCC-RFI07-1(a)

19 CEHE Witness Jennifer K. Story Testimony at Page 25:13-17.

" [d. at Page 26:11-18.

127d.

Direct Testimony of Steven D. Hunt Page 9 of 30
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Q.

DO YOU AGREE WITH CEHE’S SUPPORT FOR THE INCLUSION OF
NOLC ADIT IN RATE BASE?

Not entirely. While NOLC ADIT should be included in rate base as an offset to
ADIT liabilities when cost-free capital has not been realized by the Company
through the income tax return, there are circumstances in which NOLC ADIT, or a
portion of NOLC ADIT, is not appropriate to include in rate base. First, the portion
of NOLC ADIT allowed to be included in rate base should correspond to the portion
of the NOLC that is generated by costs included in the cost-of-service rate. Second,
the NOLC ADIT is no longer required to be included in rate base once the cost-free
capital attributed to an ADIT liability has been realized by the Company. This
occurs when the income tax deduction (e.g., depreciation deduction), whose
temporary difference created the ADIT liability, is included in the income tax return
to reduce taxable income, thereby reducing the income tax liability and creating

cost-free capital.

PLEASE DISCUSS FURTHER THE FIRST CIRCUMSTANCE WHEN IT IS
NOT APPROPRIATE TO INCLUDE NOLC ADIT IN RATE BASE.

The purpose of including ADIT in rate base is to reduce the Company’s invested
capital by the amount of cost-free capital available to it derived from the costs
included in the revenue requirement of the rate. Essentially, there is a matching of
the types of costs included in the cost-of-service rate and the associated ADIT assets
or liabilities that should be included in rate base. Under this approach, when a cost
is included in the cost-of-service rate, the associated income tax attributes of the cost
(i.e., ADIT) are also included in the rate. For costs that are excluded from the cost-

of-service rate, the associated income tax attributes are also excluded from the rate.

Direct Testimony of Steven D. Hunt Page 10 of 30
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Since a company’s net operating loss is a result of all taxable deductions that exceed
taxable income, it is only appropriate to exclude from ratemaking the portion of the
NOL that was created by taxable deductions excluded from the cost-of-service rate.

PLEASE DISCUSS FURTHER THE SECOND CIRCUMSTANCE WHEN IT
IS NOT APPROPRIATE TO INCLUDE NOLC ADIT IN RATE BASE.

The second circumstance is when the NOLC has already been included in an income
tax return filed with the IRS to offset taxable income. As previously discussed, the
NOLC is created when taxable deductions exceed taxable income in a given tax
year. Also, income tax deductions are associated with the costs of the Company that
may, or may not, be recovered in the cost-of-service rate. For example, depreciation
expense on utility assets is typically a cost included in the cost-of-service rate on a
straight-line basis; and the associated depreciation income tax deduction typically
represents the amount of depreciation eligible to reduce taxable income in the
income tax return. The depreciation deduction is generally determined under an
accelerated method, creating a temporary difference from the amount of book
depreciation expense determined on a straight-line basis. Thus, when an NOL
occurs, the full amount of the depreciation deduction may not have been used to
reduce taxable income, preventing the creation of cost-free capital associated with
the depreciation expense and deduction. However, upon the inclusion of the NOLC
in the income tax return to reduce the taxable income, cost-free capital associated
with the depreciation expense and deduction is created. Accordingly, when the
NOLC is used to offset taxable income in a filed income tax return, the economic
reality is that the taxpayer receives the cost-free capital associated with the income

tax deductions that created the NOL. Since the cost-free capital associated with tax

Direct Testimony of Steven D. Hunt Page 11 of 30
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deductions is realized, the NOLC ADIT is no longer necessary to be included in rate
base.
CEHE EXPLAINS THAT A PORTION OF ITS NOLC ADIT INCLUDED IN

RATE BASE IS PROTECTED AND THE REMAINING IN UNPROTECTED
ADIT, WHAT DOES THIS MEAN?

In response to discovery, CEHE states that the correct NOLC ADIT balance should
be $75.4 million.’* The $75.4 million balance of NOLC ADIT consists of a $32.2
million portion that is considered protected under the IRS normalization rules and a
$43.2 million portion that is considered unprotected under the IRS normalization
rules. CEHE represents that the protected and unprotected NOLC ADIT
accumulated between 2021 and 2023 as provided in Table A below.

Table A — CEHE NOLC ADIT 2021 - 2023

Line | ADIT Description 2021 2022 2023

1 NOLC ADIT $6,467,676 | $16,567,850 | $42,387,542

2 Cumulative NOLC ADIT | $6,467,676 | $33,035,526 | $75,423,069

3 Protected NOLC ADIT $670,106 $12,506,869 | $19,055,560

4 Cumulative Protected $670,106 $13,176,976 | $32,232,536
NOLC ADIT

5 Unprotected NOLC $15,797,569 | $4,060,981 $23,331,982
ADIT

6 Cumulative Unprotected | $15,797,569 | $19,858,550 | $43,190,533
NOLC ADIT

The protected portion of NOLC ADIT represents the amount that is deemed to be
caused by accelerated depreciation and investment tax credit (“ITC”) provisions of

the IRS Normalization Rules under § 168(1)(9) of the Internal Revenue Code and §

Direct Testimony of Steven D. Hunt
Houston Coalition of Cities

13 CEHE’s response to Discovery HCC-RFI07-01 and “HCC-RFI07-01 attachment.xIs”
14 See CEHE’s response to Discovery HCC-RFI07-01 and HCC-RFI07-01 attachment.xls, lines 175-178.
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1.167(1)-1 of the Income Tax Regulations. The protected portion of NOLC ADIT
has been historically determined in a manner that maximizes the amount of the
NOLC attributed to accelerated depreciation and ITCs. The amount of NOLC ADIT
remaining after determining the protected portion of NOLC ADIT is determined to
be unprotected. The significance of protected NOLC ADIT is that a rate-regulated
company is restricted from reducing rate base by amounts of depreciation-related
ADIT prior to the time in which the company receives the tax benefit of the
depreciation-related deduction in the tax return. For this reason, the IRS requires a
method of determining the protected amount of NOLC that ensures the depreciation-
related portion of the NOLC ADIT is included in rate base to offset the rate base-
reducing effects of depreciation-related ADIT.

The IRS Normalization Rules are not applicable to the unprotected portion
of the NOLC ADIT. Accordingly, the Commission can determine the appropriate
rate treatment of CEHE’s NOLC unprotected ADIT of $43.2 million without
concern for IRS Normalization Rules.

HOW DOES THE FEDERAL INCOME TAX RETURN AFFECT THE RATE
TREATMENT OF CEHE’S NOLC ADIT?

Pursuant to Texas Utility Code §36.060, Consolidated Income Tax Returns, “If an
expense is allowed to be included in utility rates or an investment is included in the
utility rate base, the related income tax benefit must be included in the computation
of income tax expense fo reduce the rates. If an expense is not allowed to be included
in utility rates or an investment is not included in the utility rate base, the related
income tax benefit may not be included in the computation of income tax expense

to reduce the rates.” The filed tax return is the vehicle by which a company’s expense

Direct Testimony of Steven D. Hunt Page 13 of 30
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(i.e., the related tax deduction) included in utility rates or rate base is used to reduce
taxable income, consequently reducing the income tax liability and generating the
tax benefit of cost-free capital. Accordingly, the timing and manner by which
CEHE’s income tax deductions associated with expenses included in its rates or rate
base generate cost-free capital is relevant.

WHAT IS THE MANNER BY WHICH CEHE’S INCOME TAX

DEDUCTIONS ARE INCLUDED IN THE FEDERAL INCOME TAX
RETURN?

CEHE is included in the consolidated federal income tax return with its parent
company CenterPoint Energy, Inc. and participates in the CenterPoint Energy, Inc.
and subsidiaries Intercompany Tax Benefit Allocation, which allocates the
consolidated federal income tax liabilities and benefits among members of the
consolidated group.!®> In accordance with the Tax Allocation Agreement, the taxable
income or loss of a subsidiary company (e.g., CEHE) is computed on a stand-alone
basis.!® The resulting tax liability or tax benefit is paid to the parent by the subsidiary
or is refunded from the parent to the subsidiary, respectively. CEHE states that tax
credits or capital losses are allocated to those members generating the credits or
capital losses.!” If the credit or capital loss is not fully utilized to offset consolidated
taxes, the carryover is allocated to those members generating the credits or capital
losses.!®

Through the consolidated tax return and tax benefit agreement, CEHE is able

to include the tax deductions associated with expenses included in its utility rates

15 See Schedule II-E-3.4.

16 1d.
7 1d.
18 1d.

Direct Testimony of Steven D. Hunt Page 14 of 30
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and rate base in the consolidated income tax return to generate tax benefits of cost-
free capital that are then allocated to CEHE. Once the tax benefit of cost-free capital
is generated, the attributable ADIT must be treated as a reduction to rate base
without an offset for NOLC ADIT provided the tax benefits realized are related to
expenses included in utility rates or rate base. I find this to be consistent with the
provision that “if an expense is allowed to be included in utility rates or an
investment is included in the utility rate base, the related income tax benefit must be
included in the computation of income tax expense to reduce the rates.” This
principle is also synonymous with the “benefits burdens test”, meaning that the
customers must receive the tax benefits associated with the costs customers are
burdened to incur in rates.

HAS CEHE’S NOLC BALANCE OF $75.4 MIILLION BEEN UTILIZED IN
THE CNP CONSOLIDATED INCOME TAX RETURN?

In part. The NOLC ADIT for 2021and 2022 totaling $33 million has been utilized
in the CenterPoint Energy, Inc. consolidated income tax return to reduce taxable
income.'” CEHE did not confirm whether the 2023 NOLC ADIT of $42.4 million
will be utilized in the CNP consolidated income tax return. In my experience,
income tax returns for public utility companies are not filed with the IRS until the
Fall of the following year. Accordingly, CEHE may not be certain of the treatment
of the 2023 NOLC ADIT in the CenterPoint Energy, Inc. consolidated income tax

return until Fall 2024.

19 See CEHE’s response to Discovery HCC-RFI07-01(b).

Direct Testimony of Steven D. Hunt Page 15 of 30
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Q.

PLEASE DISCUSS YOUR RECOMMENDATION ON CEHE’S RATE
TREATMENT OF NOLC ADIT FOR 2021 AND 2022.

I recommend that the NOLC ADIT for 2021 and 2022 of $33 million be excluded
from rate base in this proceeding. My recommendation is supported by the fact that
all of CEHE’s 2021- and 2022-income tax deductions associated with expenses
included in its utility rates and rate base have been used to offset taxable income and
generated the tax benefit of cost-free capital. The tax benefits associated with
expenses included in CEHE utility rates and rate base must be included in CEHE’s
rates. By offsetting those tax benefits with NOLC ADIT, CEHE improperly
prevents customers from receiving the tax benefits associated with costs included in
utility rates and rate base. For example, if depreciation expense is allowed to be
included in rates, the related depreciation ADIT liability (the tax benefit) is included
as a reduction to rate base. When the full amount of the accelerated depreciation
deduction is used to offset taxable income in the filed consolidated tax return, the
full amount of the depreciation ADIT liability must be used to reduce rates through
a rate base deduction. This is what occurred when CEHE’s NOLC was used and
eliminated in the consolidated tax return — the tax deductions creating the NOLC
were used to reduce consolidated taxable income, and the full amount of the
associated ADIT liability must be used to reduce rates through a rate base deduction.

It is only when the full amount of the accelerated tax deduction cannot be
used to offset taxable income in the filed consolidated tax return, that the amount of
the associated ADIT liability included in rate base must be offset by the NOLC
ADIT to ensure the net ADIT amount used to reduce rate base reflects the amount

of tax benefits received in the consolidated tax return.
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Q.

WHAT ARE THE IMPLICATIONS OF CEHE’S UTILIZATION OF ITS
NOLC BALANCE IN THE CNP CONSOLIDATED INCOME TAX
RETURN?

Once the NOLC is included in the CenterPoint Energy, Inc. consolidated income tax
return to reduce taxable income, I believe that the NOLC no longer exist for the
consolidated tax group and CenterPoint Energy, Inc.’s future consolidated income
tax returns. It is also my understanding that the NOLC ADIT for 2021 and 2022 is
no longer reported on CenterPoint Energy, Inc.’s consolidated financial statements.
It is not clear what future tax benefit actually exists for CEHE’s 2021 and 2022
NOLC ADIT for CEHE or the consolidated tax group.

WHAT IS YOUR RECOMMENDATION REGARDING THE 2023 NOLC
ADIT INCLUDED IN RATE BASE?

CEHE proposes to increase rate base with a $42.4 million NOLC ADIT associated
with the 2023 tax year. The protected portion of the 2023 NOLC ADIT is $19.1
million, and the unprotected portion is $23.3 million. My concern with the 2023
NOLC ADIT balance is two-fold. First, only $24.64 million of the 2023 NOLC
ADIT is related to income tax items that are included in the requested revenue
requirement in this proceeding.?’ This leaves $17.75 million of the NOLC ADIT
attributable to income tax items that are excluded from the requested revenue
requirement.?! Based on Commission regulations, “If an expense is not allowed to
be included in utility rates or an investment is not included in the utility rate base,
the related income tax benefit may not be included in the computation of income tax

expense to reduce the rates.” Accordingly, I believe that the $17.75 million portion

20 See Schedule II-E-3.15, Lines 70, 72, and 84.

2 Te., CEHE’s 2023 NOLC ADIT of $42,387,542 less the portion of the NOLC ADIT associated with the
requested revenue requirement equals $17,746,646 of the NOLC ADIT not associated with the requested
revenue requirement.
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of the 2023 NOLC ADIT associated with costs not included in the proposed revenue
requirement in this proceeding should be excluded from rate base.

My second concern with the 2023 NOLC ADIT is the lack of certainty
regarding the treatment of the NOLC in the 2023 consolidated income tax return,
which may result in CEHE realizing the tax benefit of cost-free capital associated
with its protected and unprotected balances of NOLC ADIT. To address this
concern, I recommend that the 2023 NOLC ADIT be excluded from rate base and
that CEHE be allowed to use its first DCRF filings following this base rate case to
update its NOLC ADIT balance to reflect the protected NOLC ADIT amount not
utilized in the 2023 consolidated tax return and unprotected amounts that are
associated with the requested revenue requirement. However, to the extent the
Commission authorizes the inclusion of the 2023 NOLC ADIT in rate base, it should
be limited to the $24.64 million portion associated with the requested revenue
requirement and subject to correction in CEHE’s first DCRF filing following this
proceeding should the NOLC ADIT be used in the 2023 consolidated income tax
return to create cost-free capital.

HOW SHOULD THE COMMISSION ADDRESS POTENTIAL CONCERNS
THAT IMPLEMENTING YOUR RECOMMENDATIONS ON AMOUNTS

CEHE CONSIDERED TO BE PROTECTED NOLC ADIT MAY
CONSISTUTE A VIOLATION OF THE IRS NORMALIZATION RULES?

As discussed herein, I believe that the portion of the NOLC that has been used in the
consolidated income tax return should be removed from rate base because once the
NOLC is used to offset taxable income, the tax benefit of cost-free capital associated
with CEHE’s depreciation deductions have been realized by the Company. As a

consequence of CEHE’s customers bearing the burden of depreciation expense in
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its utility rates, the tax benefits of accelerated depreciation should be attributed to
customers. Otherwise, the regulatory principle of matching benefits to burdens is
not achieved.

Adopting this approach should not result in an IRS normalization violation
because the tax benefit of cost-free capital associated with accelerated depreciation
is being passed to customers consistent with the time CEHE economically realizes
the tax benefit of accelerated depreciation. I am not aware of an IRS PLR or
guidance that contradicts the application of the regulatory principles of matching tax
benefits with cost burdens as discussed herein. To the extent that the Commission
has concerns about the application of the IRS normalization rules to the regulatory
principles of matching tax benefits with cost burdens, the Commission should direct
CEHE to seek an IRS PLR to provide clarity on the applicability of a Commission
ruling that is founded on the basis of matching benefits with burdens.??> Until an IRS
PLR is determined, CEHE may defer the cost-of-service impact of the protected
portion of the NOLC as a regulatory asset to provide rate recovery should there be
a favorable outcome to CEHE’s position. To the extent that the Commission permits
the inclusion of the protected portion of the cost-of-service rate in this proceeding,
the Commission should remain compelled to require CEHE obtain a PLR specific
to the rate considerations discussed herein and record a regulatory liability for the
rate impact of the protected portion of the NOLC ADIT subject to the outcome of

the IRS PLR.

22 The PLR should also specifically make note that jurisdictional rates are designed to reflect the impact of the
consolidated income tax return on the
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IV.

WHAT IS THE RATE IMPACT OF YOUR RECOMMENDATION?

The rate impact of my recommendation for CEHE to remove its 2021 — 2023 NOLC
ADIT from rate base is a reduction to the system-wide revenue requirement by $5.33

million.

AMORTIZATION OF SIGNIFICANT STORM RESTORATION
COSTS

PLEASE DISCUSS CEHE’S TREATMENT OF SIGNIFICANT STORM
RETORATION COSTS?

Historically, CEHE has incurred significant storm restoration costs above what can
be recovered through the Company’s storm restoration reserve.? In its last rate case,
Docket No. 49421, CEHE was permitted to amortize costs associated with Hurricane
Harvey deferred through December 2018, including carrying costs in the regulatory
asset over a five-year period.?* In this proceeding, CEHE proposes to include $37.9
million of Hurricane Harvey costs that consist of the remaining balance of deferred
costs from Docket No. 49421 and additional costs incurred subsequent to December
2018.% CEHE’s regulatory asset for Hurricane Harvey costs also includes an
amount for carrying costs.

CEHE also proposes to defer storm restoration costs as a regulatory asset
related to Hurricane Laura from 2020, Hurricane Nicholas from 2021, and Winter
Storm Uri from 2021. CEHE states that the storm restoration costs include capital

and O&M expenditures related to restoring service following these storms, above

3 See Direct Testimony of Kristie Colvin, Page 56:7-12.

24 Docket No. 49421, Final Order at Findings of Fact 98, Ordering Para. 21 (Mar. 9, 2020).
2 See Direct Testimony of Kristie Colvin, Page 51:8-21.

6 Id., Page 54:9-55:2.
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the level included in its reserves.?’ In total, these additional storm restoration costs
are $112,886,462, inclusive of carrying costs and when combined with the Hurricane
Harvey deferred restoration costs total $150,824,918.%8

Q. OVER WHAT PERIOD OF TIME DOES CEHE PROPOSE TO AMORTIZE
THE STORM RESTORATION REGULATORY ASSETS?

A. CEHE proposes to amortize the storm restoration regulatory assets over a period of
five years.? The five-year amortization period would result in an annual
amortization of $30.2 million.*

Q. ARE THE STORM RESTORATION COSTS DEFERRED AS A

10

11

12

13

14

15

16

17

18

19

REGULATORY ASSET ELIGIBLE FOR SECURITIZATION?

CEHE explains its analysis of when it may seek securitization treatment for storm
restoration costs. Specifically, CEHE states that under PURA § 36.403(j), electric
utilities may securitize the cost of restoration related to catastrophic storm damage
if the utility incurs at least $100 million in storm damage during a calendar year.>!
However, CEHE states that such securitization is not available when storm

restoration costs are less than $100 million.>?

Accordingly, the storm restoration
costs CEHE proposes to recover as a regulatory asset are not eligible for recovery

through securitization under PURA § 36.403(j), even though the storm restoration

costs collectively exceed $150 million.

¥ 1d, Page 56:11-12.

281d., Page 56:17-23 and Schedule 11-B-12, Column 4, Rows 10, 18, 19, and 20.

» Id, Page 90:2-6.

30 Id., Page 90:13, Table 3 - Amortization of Non-Tax Regulatory Assets and Liabilities, Hurricane Harvey
and Other Storm Costs amortization totaling $$7.6 million and $22.6 million, respectively.

31 Id. Page 32:13-19, citing to PURA § 36.403(j).

32 Id. Page 32:21-33:1.
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Q.

WHAT CONCERNS DO YOU HAVE REGARDING CEHE’S PROPOSED
RECOVERY OF STORM RESTORATION COSTS?

The benefit of securitization is that it provides the utility company with immediate
recovery of funds to cover past costs and lessens the rate increase to customers. By
recovering the storm restoration costs over five years, customers will have rates
increased by more than $30 million per year. To lessen the effect on rates while also
providing recovery of costs to CEHE, I recommend the Company amortize the
regulatory storm restoration regulatory assets over a ten-year period.

WHAT IS THE RATE IMPACT OF YOUR RECOMMENDATION?

Iunderstand that Witness Lane Collen also proposes to make certain adjustments to
the storm restoration regulatory asset to address carrying costs and Hurricane
Harvey costs, which have the effect of reducing the combined regulatory asset to
$109.4 million. When my recommendation is combined with Mr. Collen’s
recommendation for storm restoration costs, CEHE would have an annual
amortization of $10.94 million, a reduction of approximately $19.2 million from

CEHE’s requested amortization expense of $30.2 million.

ALLOWANCE FOR FUNDS USED DURING CONSTRUCTION
(“AFUDC”)

WHAT IS THE ALLOWANCE FOR FUNDS USED DURING
CONSTRUCTION RATE?

The AFUDC rate represents the financing cost rate for construction work in progress
(“CWIP”) that electric and natural gas utilities are permitted to use when capitalizing
financing costs to the CWIP work order. The computation of the AFUDC rate is

prescribed in the FERC Uniform System of Accounts, Electric Plant Instruction No.
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3(17)** and is accepted by the Texas PUC and other retail jurisdictions.
Specifically, during the period that utility assets are under construction and not
placed in service, a regulated entity is permitted to capitalize the financing costs on
the funds used for construction of utility assets. The capitalized financing costs on
construction costs during the period of construction is referred to by its common
regulatory accounting term - Allowance for Funds Used During Construction.

The regulated entity periodically calculates the amount of AFUDC
capitalized by applying its AFUDC rate to its CWIP balances, and then “capitalizes”
the resulting AFUDC amount by adding it to the CWIP account for the assets under
construction. When the specific asset goes into service, the entire amount of costs
pertaining to that asset in the CWIP account (made up of the actual construction
costs plus the capitalized financing costs during the period of construction) is
transferred to the utility plant in-service account as the base cost of the new asset in
service and is recovered through depreciation while earning a long-term rate of
return until such recovery.** Accordingly, CEHE’s calculated AFUDC rate applied
to CWIP balances, if determined to be excessive, will result in an over-stated rate
base and depreciation expense recoveries.

Q. WHAT ARE THE COMPONENTS OF THE AFUDC RATE?

A. The FERC predecessor (the Federal Power Commission (“FPC”)) enacted Order No.
561, which, among other things, established a formula that, when applied to a

specific regulated entity's accounts, results in a maximum AFUDC rate specific to

3318 C.F.R. Part 101 (2023).
34 See FERC Order in Dominion Energy Transmission, Inc., 173 FERC 9 61,248, 62,640 (2020) for a detailed
discussion of the application of certain AFUDC requirements. See Exhibit SDH-2.
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that entity, which it may use, but not exceed, in calculating and capitalizing
AFUDC.** FPC Order No. 561 amended the Uniform System of Accounts, Electric
Plant Instruction No. 3(17), which have remained unchanged to date. The
instructions to compute the AFUDC rate are as follows:

“Allowance for funds used during construction” includes the net cost for the period
of construction of borrowed funds used for construction purposes and a reasonable
rate on other funds when so used, not to exceed without prior approval of the
Commission allowances computed in accordance with the formula prescribed in
paragraph (a) below ....

(a) The formula and elements for the computation of the allowance for funds used
during construction shall be:

Ai = Gross allowance for borrowed funds used during construction rate.
Ae = Allowance for other funds used during construction rate.

S = Average short-term debt.

s = Short-term debt interest rate.

D = Long-term debt.

d = Long-term debt interest rate.

P = Preferred stock.

p = Preferred stock cost rate.

C = Common equity.

¢ = Common equity cost rate.

W = Average balance in construction work in progress less asset retirement costs
(See General Instruction 24) related to plant under construction.

(b) The rates shall be determined annually. The balances for long-term debt,
preferred stock and common equity shall be the actual book balances as of the end
of the prior year. The cost rates for long-term debt and preferred stock shall be the
weighted average cost determined in the manner indicated in § 35.13 of the
Commission's Regulations Under the Federal Power Act. The cost rate for
common equity shall be the rate granted common equity in the last rate proceeding
before the ratemaking body having primary rate jurisdictions. If such cost rate is
not available, the average rate actually earned during the preceding three years
shall be used. The short-term debt balances and related cost and the average
balance for construction work in progress plus nuclear fuel in process of

35 Amendments to Uniform System of Accounts for Public Utilities and Licensees and for Natural Gas
Companies (Classes A, B, C And D) to Provide for the Determination of Rate for Computing The Allowance
For Funds Used During Construction and Revisions of Certain Schedule Pages of FPC Reports, 57 F.P.C. 608,
608-09 (1977). See Exhibit SDH-3.
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refinement, conversion, enrichment, and fabrication shall be estimated for the
current year with appropriate adjustments as actual data becomes available.”®

Q. PLEASE DISCUSS CEHE’S PRACTICE TO ROUND UP ITS AFUDC RATE.

A. In CEHE’s WP II-B-15a.7 through WP II-B-15a.12, the Company discloses and
illustrates its practice of computing its AFUDC rate by rounding up its rate to the
next 0.25% increment.’” CEHE could only support this AFUDC practice by stating
that the Company has consistently rounded up to the next .25% since before 20023
CEHE states that the amount of AFUDC accrued in 2019-2023 as a result of
rounding up to the next .25% in establishing the AFUDC rate is $2,594,789.%°

Q. WHAT CONCERNS DO YOU HAVE WITH CEHE’S AFUDC PRACTICE
OF ROUNDING UP ITS AFUDC RATE?

A. CEHE’s AFUDC practice provides it the opportunity to arbitrarily increase its
AFUDC rate beyond the limits imposed by the FERC regulations and precedent on
the computation of the AFUDC rate. Essentially, CEHE’s practice allows it to add
up to 25 basis points to its AFUDC rate for no apparent reason. In the 2019 through
2023 period, CEHE increased its AFUDC rate by values up to 21 basis points.*’

CEHE cited no Commission or FERC order to support its practice.
Additionally, in my experience and research I have not come across any FERC
waiver that would permit such an adjustment to the AFUDC rate. CEHE’s

accounting practice goes beyond a simple round up or down to the nearest hundredth

36 18 C.F.R. Part 101, Electric Plant Instruction No. 3(17).

37 For example, see WP 1I-B-15a.7, cell Y41, stating “(Consistently CEHE has rounded up to the next .25%
in establishing rate to be used)”

38 See CEHE’s response to Discovery HCC-RFI13-05(a).

39 See CEHE’s response to Discovery HCC-RFI13-05(b).

40 See WP II-B-15a.11. Compare the AFUDC rate used of 5.75% (cell AC39) to the computed AFUDC rate
used of 5.54% (cell V40).
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of a percentage and there appears to be no administrative convenience obtained by
the intentional round up to the next 0.25%. In my view, CEHE’s accounting practice
for AFUDC constitutes an error and must be corrected prospectively.

Q. IS CEHE’S ACCOUNTING PRACTICE CONSISTENT WITH THE
“SIGNIFICANT DEVIATION” TEST?

A. No. The test for a “significant deviation” was intended to address the use of
estimates for balances of short-term debt and construction work in progress in
determining an annual AFUDC rate to ensure the estimates did not create a
significant deviation compared to actuals. Specifically, the applicable precedent on
the purpose of determining whether a significant deviation exists is stated in FPC
Order No. 561:

“We are modifying the proposed rule to provide that the balances of long-
term debt, preferred stock, and common equity for use in the formula for
the current year will be the balances in such accounts at the end of the prior
year; the cost rates for long-term debt and preferred stock will be the
effective weighted average cost of such capital. The average short-term debt
balances and related cost and the average construction work in progress
balance will be estimated for the current year. We shall require, however,
that public utilities and natural gas companies monitor their actual
experience and adjust to actual at year-end if a significant deviation from
the estimate should occur. For this purpose we shall consider a significant
deviation to exist if the gross AFUDC rate exceeds by more than one-
quarter of a percentage point (25 basis points) the rate that is derived from
the formula by use of actual 13 monthly balances of construction work in
progress and the actual weighted average cost and balances for short-term
debt outstanding during the year.”*!

4 AMENDMENTS TO UNIFORM SYSTEM OF ACCOUNTS FOR PUBLIC UTILITIES AND
LICENSEES AND FOR NATURAL GAS COMPANIES (CLASSES A, B, C AND D) TO PROVIDE FOR
THE DETERMINATION OF RATE FOR COMPUTING THE ALLOWANCE FOR FUNDS USED
DURING CONSTRUCTION AND REVISIONS OF CERTAIN SCHEDULE PAGES OF FPC REPORTS,
57F.P.C. 608, 610-11 (1977)
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Accordingly, the test for a significant deviation is not meant to allow a utility
company to manufacture an error or ignore an error in the determination of the AFUDC

rate.

Q. WHAT IS THE RATE IMPACT OF YOUR RECOMMENDATION?

A The impact to CEHE’s AFUDC error is an overstatement to plant in-service of
$2,594,789. In relation to CEHE’s requested rate base, this error does not appear to
result in a material impact on the rate charged to customers in this rate proceeding.
However, in future periods, the impact may be greater and will ultimately
accumulate to more significant value that will result in a material negative impact

on rates charged to customers.

Q. WHAT IS YOUR RECOMMENDATION TO THE COMMISSION ON
AFUDC IN THIS PROCEEDING?

A I recommend that the Commission direct CEHE to discontinue its accounting
practice to round up its AFUDC rate to the nearest 0.25%, effective January 2024,
I also recommend that the Commission direct CEHE to write off the amount of over-

stated AFUDC from its books.

VI. RATE CASE EXPENSES

WHAT IS THE AMOUNT OF RATE CASE EXPENSE ASSOCIATED WITH
GDS ASSOCIATES, INC. (“GDS”) IN THIS PROCEEDING THROUGH
MAY 2024?

>

A GDS’s professional fees through May 31, 2024 billings were $16,175.00. These
fees were for time spent reviewing application testimony, schedules and
workpapers, discovery responses, developing discovery, developing issues,
developing analyses and schedules, conferring with counsel, and conferring with
other experts working on the case. I am the GDS project manager for this case, and
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I delegated certain tasks to GDS technical staff under my supervision. I billed at a
rate of $250.00 per hour and other GDS staff working under my supervision billed
at a rate of $225.00 per hour. A schedule of the hours billed is included as Exhibit
SDH-5 in my testimony. GDS billings for this proceeding included in Exhibit SDH-
5 also include the hours supporting similar activities for Witness Breandan Mac
Mathuna and Witness Michael Ivey, who are also GDS employees. The professional
fees supporting Mr. Mac Mathuna and Mr. Ivey are not reflected in the rate case
expenses discussed herein.

DO YOU ANTICIPATE CHARGING ADDITIONAL FEES TO COMPLETE
THIS CASE?

Yes. In June 2024, my staff and I have spent time reviewing and conducting
research, reviewing responses to discovery, and drafting testimony and exhibits. I
anticipate additional work to complete this project will be predominately performed
by myself and my technical team. We would expect the additional work to include
preparation of testimony, review and analysis of other intervenor and Staff
testimony, review and analysis of CEHE rebuttal testimony, participation in
settlement conferences, preparation for and attendance at hearings (if necessary) and
other activities required to assist legal counsel. I estimate this additional work,
inclusive of the work spent in June 2024, to cost $25,000.

ARE GDS BILLING RATES AND TIME SPENT ON TASKS IN THIS CASE
REASONABLE?

Yes. The GDS billing rates are reasonable and reflect a discount on what GDS
charges for services provided to similar clients. My rate is in the range of rates
charged by other consultants with similar experience and is reasonable for

consultants providing these similar regulatory and expert witness services in Texas.
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My hourly billing rate is particularly reasonable given my qualifications and
experience as discussed above and in my resume in Exhibit SDH-1.

Q. DO THE GDS CHARGES INCLUDE ANY OF THE TYPES OF CHARGES
THAT MAY BE EXCLUDABLE?

A. No. GDS has not included any out-of-pocket expenses at this time. The GDS
charges are entirely for professional fees.

Q. WAS THERE ANY DUPLICATION OF SERVICES OR TESTIMONY?

A. No. I coordinated with the other city groups participating in this proceeding, so
there has been no duplication of services or testimony.

Q. DO THE ISSUES RAISED IN YOUR TESTIMONY HAVE A REASONABLE
BASIS IN LAW, POLICY, AND FACT?

A. Yes. The issues raised in my testimony are reasonably based in law, policy, and fact.
Additionally, the issues raised in my testimony are factually accurate and consistent
with sound regulatory law and policy.

Q. WHAT IS YOUR CONCLUSION REGARDING GDS’S ACTUAL
CHARGES?

A. In my opinion, the GDS fees of $16,175.00 incurred through May 31, 2024, are
reasonable and necessary and are not disproportionate, excessive, or unwarranted in
relation to the nature and scope of the filing. Furthermore, to the best of my
knowledge, I have fully performed all the tasks as described earlier in this testimony

and as identified in my invoices to date.

Q. WHAT IS YOUR CONCLUSION REGARDING GDS’S ESTIMATED
CHARGES FOR YOUR SERVICES?

A In my opinion, the GDS estimated fees for my services of $25,000 to complete this
case are reasonable and necessary and are not disproportionate, excessive, or

unwarranted in relation to the nature and scope of the filing. These fees will include
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compiling and analyzing information and data, conducting research, participating in
a settlement conference, participating in and preparing questions for witness
deposition (if necessary), preparing testimony, schedules, attachments, workpapers,
reviewing the applicants’ rebuttal testimonies when filed, developing and reviewing
discovery related to rebuttal testimony, preparing for hearing and testifying at

hearing, if necessary, and providing assistance with any post-hearing briefs if

needed.
VII. CONCLUSION

Q. DOES YOUR TESTIMONY ADDRESS EVERY POTENTIAL ISSUE IN
THE CASE?

A. No. My testimony addresses a very limited scope of issues. My silence on other
issues in the case should not be interpreted as my agreement on those issues.

Q. DOES THIS CONCLUDE YOUR TESTIMONY?

A Yes, with the reservation of the right to file an errata should answers to RFIs be
received and based on rebuttal testimony, if necessary.
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and financial accounting and income tax matters to identify and resolve macro and micro
regulatory issues.

PROFESSIONAL EXPERIENCE

GDS Associates, Inc., Orlando, FL, August 2020 — Present

Principal

Technical accounting and rate design expert and project manager for electric and natural
gas matters in GDS’ Rates and Regulatory Division. Leverages his 18 years of FERC
experience to help clients identify regulatory compliance issues and strategically navigate
the resolution of those issues.

Federal Energy Regulatory Commission, Washington, DC, June 2002 — August 2020

Chief Accountant & Director, Office of Enforcement - Division of Audits & Accounting.
FERC’s principal audit, accounting, and financial reporting authority for electric, natural
gas, and oil regulatory programs, which supported FERC ratemaking and regulatory
actions and oversight responsibilities.

Deputy Chief Accountant, Office of Enforcement - Division of Audits & Accounting.
Principal advisor to FERC Chief Accountant communicating advanced audit and
accounting strategies and leading the operation, administration, and technical
determinations for all audit and accounting projects.

Regulatory Accounting Branch Manager, Office of Enforcement - Division of Audits &
Accounting. Built a collaborative team of nine high-performing accountants organized to
provide the Commission with technical accounting expertise on elaborate ratemaking,
energy market, and auditing projects. Steered progression of accounting rulemaking
projects and boosted internal and external collaborations.

Senior Accountant, Office of Enforcement - Division of Audits & Accounting. Provided
innovative industry guidance for highly complex and unique accounting issues ensuring
compliance with FERC rule and policies

REGULATORY EXPERIENCE

GDS REGULATORY EXPERIENCE

-~ Vermont Public Utility Commission. Case No. 21-0898-TF, Application of Vermont Gas
Systems, Inc. for a change in rates and use of the System Expansion and Reliability
Fund. GDS worked as expert witnesses on behalf of the Vermont Department of Public
Service (Department).

BERRNER
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CONTACT REGULATORY EXPERIENCE [continued]
R, 407-563-4035 Mr. Hunt led the provision of expert regulatory services to the Department in the areas
of accounting standards and practices for natural gas utilities, standards of prudency
Steven.hunt@gdsassociates.com and cost recoverability, and FERC approved cost-of-service methodologies including,

revenue requirements, taxation, operations and maintenance costs, affiliate

transactions, cost allocations, and depreciation. Deliverables provided under Mr.

@ orlando FL 32801 Hunt’s leadership included development of discovery questions, initial and surrebuttal
written testimony, response to discovery on testimony, oral testimony before the
Vermont Public Utility Commission, and technical assistance for initial and reply briefs.
(2021)

— Texas Public Utility Commission. Docket No. 51445, Application of Southwestern
Electric Power Company for Authority to Change Rates. GDS worked on behalf of East
Texas Electric Cooperatives, Inc. and Northeast Texas Electric Cooperative, Inc. to
review and analyze certain components of the cost-of-service rate filing. Mr. Hunt
provided expert testimony, attended the hearing, and stood for cross examination in
the case. (2021)

— Federal Energy Regulatory Commission. Docket No. EL22-7-000, Virginia Municipal
Electric Association v. Virginia Electric and Power Co. d/b/a Dominion Virginia Power.
Mr. Hunt provided expert testimony on the proper accounting for electric utility asset
impairments under the FERC financial accounting and reporting regulations in support
of the complainant. (2021)

— Vermont Public Utility Commission. Case No. 22-0175-INV, Tariff filing of Green
Mountain Power requesting a 2.34% increase in base rates effective on bills rendered
on or after October 1, 2022. GDS worked as expert witnesses on behalf of the Vermont
Department of Public Service (Department). Mr. Hunt led the provision of expert
regulatory services to the Department in the areas of accounting standards and
practices for electric distribution utilities, standards of prudency and cost
recoverability, and FERC approved cost-of-service methodologies including, revenue
requirements, taxation, operations and maintenance costs, affiliate transactions, cost
allocations, and depreciation. Deliverables provided under Mr. Hunt’s leadership
included development of discovery questions, initial and surrebuttal written
testimony, response to discovery on testimony, and oral testimony before the
Vermont Public Utility Commission. (2022)

— Texas Public Utility Commission. Docket No. 53601, Application of Oncor Electric
Delivery Company LLC for Authority to Change Rates. GDS worked on behalf of the
Texas Office of Public Utility Counsel to review and analyze the accounting,
depreciation, and revenue requirements components of the cost-of-service rate filing.
Mr. Hunt prepared discovery, provided expert testimony, stood for cross examination,
assisted the analysis of settlements, and assisted the development of attorney briefs
in the case. (2023)

— Federal Energy Regulatory Commission. Docket Nos. ER17-405-000, ER17-406-000,
and EL23-51, American Electric Power Service Corporation, American Municipal
Power, Inc., et al. v. AEP Appalachian Transmission Company Inc., et al. Mr. Hunt
provided expert testimony on the implementation of the FERC’s accounting and rate
requirements for income taxes based on the Stand-Alone income tax policy, as defined
in FERC Opinion No. 173. (2023) In addition, the positions taken in Mr. Hunt’s
testimony were confirmed in the resulting FERC order. (2024)

— Texas Public Utility Commission. Docket No. 54825, Application of CenterPoint Energy
Houston Electric, LLC update to the Company’s current Rider DCRF to include
additional distribution invested capital placed in service through December 31, 2022.
GDS worked on behalf of the City of Houston to review and analyze the accounting and

BERRNER
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REGULATORY EXPERIENCE [continued]

MT revenue requirements components of the cost-of-service rate filing. Mr. Hunt
R, 407-563-4035 prepared discovery and testimony and provided settlement support in the case. (2023)
— Public Service Commission of Maryland. Case No. 9695, Application of the Potomac

Steven.hunt@gdsassociates.com Edison Company for adjustments to its retail rates for the distribution of electric

[ gdsassociates.com energy. GDS worked on behalf of the Maryland Office of People’s Counsel to review
and analyze specified components of the cost-of-service rate filing regarding FERC

@ Orlando FL 32801 audits.  Mr. Hunt prepared discovery, provided initial and surrebuttal expert

testimony, responded to discovery on testimony, stood for cross examination, and
assisted the development of attorney briefs in the case. (2023)

— Vermont Public Utility Commission. Case No. 23-0561-TF, Tariff filing of Vermont Gas
Systems, Inc. requesting an increase in base rates. GDS worked as expert witnesses
on behalf of the Vermont Department of Public Service (Department). Mr. Hunt led
the provision of expert regulatory services to the Department in the areas of
accounting standards and practices for natural gas distribution utilities, standards of
prudency and cost recoverability, and FERC approved cost-of-service methodologies
including, revenue requirements, taxation, operations and maintenance costs, affiliate
transactions, cost allocations, and depreciation. Deliverables provided under Mr.
Hunt’s leadership included development of discovery questions, initial and surrebuttal
written testimony, and response to discovery on testimony. (2023)

— Texas Public Utility Commission. Docket Nos. 55190 and 55525, Applications of Oncor
Electric Delivery Company LLC to update the Company Rider DCRF to include additional
distribution invested capital placed in service through December 31, 2022, and June
30, 2023, respectively. GDS worked on behalf of the Alliance of Oncor Cities to review
and analyze the accounting and revenue requirements components of the cost-of-
service rate filing. Mr. Hunt prepared discovery and expert witness testimony and
supported the drafting of legal briefs in the case. (2023)

— Federal Energy Regulatory Commission. Docket Nos. ER21-915-001 and EL22-6-001,
Entergy Arkansas, LLC, Louisiana Public Service Commission v. Entergy Corporation,
Entergy Services, LLC, Entergy Louisiana, LLC, Entergy Arkansas, LLC, Entergy
Mississippi, LLC, Entergy New Orleans, LLC, and Entergy Texas, Inc. Mr. Hunt provided
expert Answering and Cross-Answering testimony on the proper accounting and rate
treatment for nuclear decommissioning related accumulated deferred income taxes
(“ADIT”), net operating loss carryforward (“NOLC”) ADIT, and net excess ADIT
regarding proposed revisions to the Unit Power Sales/Designated Power Purchase
Tariff. Mr. Hunt provided expert testimony on the treatment of NOLC ADIT regarding
a complaint on the rate base treatment in prior rates on file. (2023)

- Texas Public Utility Commission. Docket No. 54830, Application of CenterPoint Energy
Houston Electric, LLC to amend its Temporary Emergency Electric Energy Facilities
(TEEF) Rider. GDS worked on behalf of the City of Houston (COH) and Houston
Coalition of Cities (HCC) to review and analyze the costs proposed to be included in
the TEEF Rider pursuant to Section 39.918 of the Public Utility Regulatory Act and
assessment of whether those costs should be included in rates. Mr. Hunt prepared
discovery and testimony and provided settlement support in the case. (2023)

— Railroad Commission of Texas. Case No. 0S-23-00015513, Statement of Intent Filed by
CenterPoint Energy Resources Corp., D/B/A CenterPoint Energy Entex and CenterPoint
Energy Texas Gas to Change Rates in the Unincorporated Areas and Municipalities That
Have Ceded Original Jurisdiction within the Houston, Texas Cost, Beaumont/East
Texas, and South Texas Divisions. GDS worked on behalf of the City of Houston (COH)
to review CERC’s proposed revenue requirement for its distribution natural gas rate
proceeding, focusing on income tax matters and the treatment of regulatory assets.
Mr. Hunt prepared discovery and testimony and provided settlement support in the

case. (2024)
RNEEH
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REGULATORY EXPERIENCE [continued]

Texas Public Utility Commission. Docket No. 55993, Application of CenterPoint Energy
Houston Electric, LLC to Amend its Distribution Cost Recovery Factor. GDS worked on
behalf of the City of Houston to review CEHE’s distribution-related costs included in
its proposed revenue requirement for the DCRF Update, including income taxes,
property tax adjustments, non-payroll A&G overhead costs, and distribution-related
capitalized projects. Mr. Hunt prepared discovery and testimony and provided
settlement support in the case. (2024)

Texas Public Utility Commission. Docket No. 55867, Application of LCRA Transmission
Services Corporation (LCRA TSC) For Authority To Change Rates. GDS worked on behalf
of the Office of Public Utility Counsel ("OPUC") as an expert witness in the proceeding,
focusing on accounting and revenue requirement matters. Mr. Hunt prepared
discovery and testimony. The case is ongoing. (2024)

Texas Public Utility Commission. Docket No. 56165, Application of AEP Texas, Inc. For
Authority To Change Rates. GDS worked on behalf of the Office of Public Utility
Counsel ("OPUC") as an expert witness in the proceeding, focusing on accounting and
revenue requirement matters including reviewing rate base, operating expenses,
federal income taxes, return on equity, and capital structure. Mr. Hunt prepared
discovery and testimony. The case is ongoing. (2024)

Texas Public Utility Commission. Docket No. 56306, Application of Oncor Electric
Delivery Company LLC to Amend Its Distribution Cost Recovery Factor and Update
Mobile Generation Riders. GDS worked on behalf of the alliance of Oncor Cities
("AOC") as an expert witness in the proceeding, focusing on accounting and rate of
return matters. Mr. Hunt prepared discovery and testimony. The case is ongoing.
(2024)

FERC REGULATORY EXPERIENCE

Led the development of FERC accounting policies and precedents on numerous topics,
including depreciation, utility plant capitalization policies, regulatory assets and
liabilities, construction work in progress in rate base, wholesale fuel adjustment
clause, vegetation management, asset retirement obligations, and natural gas pipeline
accounting matters.

Directed the development of audit strategies for financial, cost-of-service rate, and
operational audits covering wholesale production and transmission formula rates,
FERC accounting and financial reporting requirements, Open Access Transmission
Tariffs (OATT) by public utilities, OATT administration by RTO/ISOs, Standards of
Conduct, and Open Access Same-Time Information System reporting.

Issued four Accounting Guidance Letter Orders as Chief Accountant.

Provided oversight to FERC ratemaking and accounting orders supporting the Tax Cuts
and Jobs Act of 2017.

Expert knowledge of FERC and Chief Accountant decisions on AFUDC, including
modifications to Accounting Release AR-5.

Expert knowledge of FERC orders establishing transmission incentive under section
219 of the Federal Power Act (FPA) and subsequent orders modifying its incentive
policy.

Expert knowledge of FPA section 203 orders and the application of its merger policies
with respect to hold harmless commitments.

Expert knowledge of FERC Order No. 784 establishing accounting and financial
reporting for energy storage assets.

Expert knowledge and co-author of FERC accounting, financial reporting, and cost
allocation requirements for centralized service companies.

Provided senior leadership to FERC income tax allowance ratemaking and accounting

policies.
RNEEH
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- Advisor in the FERC Office of Enforcement on certain enforcement actions.

For a more comprehensive listing of FERC accounting and rate orders and audit reports

Mr. Hunt participated in materially, see Table 1 and Table 2 below.
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ACCOUNTING & RATE ORDERS

Docket No.

Description

Year

Signature or

Personal Reference’

Al05-1-000

Order on Accounting for Pipeline
Assessment Costs

2005

No

AC-6-1-000

Capitalization of Mitigation
Payments and Contributions Related
to Pipeline Construction Projects

2006

No

AC06-18-000

Accounting for Hydrostatic Spike
Testing

2006

No

Al11-1-000

Revision to Accounting Release No.
5, Capitalization of Allowance for
Funds Used During Construction

2011

Al18-1-000

Accounting and Financial Reporting
for Pensions and Post-retirement
Benefits other than Pensions

2017

Al19-1-000

Accounting and Financial Reporting
for Leases

2018

RM18-11-000

Interstate and Intrastate Natural
Gas Pipelines; Rate Changes
Relating to Federal Income Tax Rate

2018

No

No

Yes

No

PL17-1-000

Policy for Recovery of Income Taxes
for MLPs

2018

No

PL19-2-000

Policy Statement on Accounting and
Ratemaking Treatment of
Accumulated Deferred Income
Taxes and Treatment Following the
Sale or Retirement of an Asset

2018

No

Al20-1-000

Accounting for Implementation
Costs Incurred in a Cloud Computing
Arrangement that is a Service
Contract

2019

Yes

Al20-2-000

Accounting for Cumulative-Effect
Adjustments to Retained Earnings
Related to the Implementation of
FASB’s Accounting Standard on
Credit Losses

2019

Yes

Al20-3-000

Accounting for Pipeline Testing
Costs Incurred to Comply with New
Federal Safety Standards

2020

Yes

AC20-127-000

AFUDC Accounting 12-Month
Waiver — COVID-19

2020

No

1 Signature or Personal Reference, response “Yes”, means that the FERC order was either issued under Mr. Hunt's
delegated authority as Chief Accountant or his name is mentioned in the order as the point of contact. For these
public orders, Mr. Hunt could be viewed as having established technical positions on the accounting topics discussed
therein. Where the response is “No”, Mr. Hunt was either the lead accounting analyst {pre-2010) or materially
involved as a reviewing official on an order that was issued by the FERC commissioners or the prior Chief Accountant

{post-2010).
post-2010 m n m
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DIRECTED AUDITS

Signature or

Docket No. Description Year  Personal Reference

Steven.hunt@gdsassociateslcom FA14-10-000 Kinder Morgan Financial Audit of El 2015 Vag

: Paso Merger
L[] gdsassociates.com
FA15-10-000 Entergy Gulf States Louisiana Audit 2018 Yes
@ orlando FL 32801

FA15-11-000 Entergy Arkansas Audit 2018 Yes
FA16-1-000 American Transmission Company Audit 2018 Yes
PA16-2-000 Northern Natural Gas Company Audit 2019 Yes
PA16-4-000 Trunkline Gas Company Audit 2018 Yes
FA16-2-000 National Grid USA Audit 2019 Yes
FA16-3-000 Black Hills Power Audit 2018 Yes
FA16-5-000 Explorer Pipeline Audit 2018 Yes
FA16-6-000 Plains Pipeline Audit 2018 Yes
FA16-7-000 Marathon Pipeline Audit 2018 Yes
FA17-2-000 Ohio Power Company Audit 2019 Yes
FA17-4-000 Xcel Energy Audit 2019 Ves
FA17-5-000 Northern States Power 2019 o
FA17-6-000 Equitrans Audit 2018 Ves
PA18-2-000 Avista Corporation 2019 o
PA18-3-000 Exelon Corporation Audit 2019 Vo
FA18-1-000 ONEOK NGL Pipeline Audit 2020 s
FA18-2-000 Transcontinental Gas Pipe Line Audit 2019 Ve
FA18-3-000 Cleco Power Audit 2019 s
FA19-6-000 National Fuel Gas Audit 2020 s
FA19-7-000 Michigan Electric Transmission Audit 2020 hds s
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173 FERC P 61248 (F.E.R.C.), 2020 WL 7410261

FEDERAL ENERGY REGULATORY COMMISSION
**1 Commission Opinions, Orders and Notices

Before Commissioners: James P. Danly, Chairman; Neil Chatterjee and Richard Glick.

Dominion Energy Transmission, Inc.

Docket No. FA15-16-000
ORDER ON PAPER HEARING
(Issued December 17, 2020)

I. Audit History and Report

II. Procedural Matters

III. Regulatory Framework

IV. Memoranda Submitted by DETI and Audit Staff

A. Whether GPI No. 3(17) Is Vague and Authorizes DETI's
Actions

B. Whether Order No. 561 Authorizes DETI's Actions

C. Whether Other Commission Precedent and Policy Support
DETT's Position

D. Other Grounds That DETT Offers For Not Applying GPI No.
317

1. Lack of Notice and Alleged Arbitrary Departure from Existing
Commission Policy

2. Alleged Open and Transparent Use of DETI's “Method” of
Calculating AFUDC

3. Policy Claims For Not Applying Order No. 561 and GPI No.
3(17) to DETI

4. Alleged Arbitrary, Selective Enforcement

E. Whether the Audit Report's Recommendation That DETI
Restate Its Account Balances Prospectively Based On
Recalculating Its AFUDC In Accordance With GPI No. 3(17)
From 2008 to the Present Is “Fundamentally Unfair”

F. Whether The Requirement to Correct AFUDC Accounting
Balances Since 2008 Is Barred By the General Federal Statute of
Limitations

V. Discussion

Paragraph Numbers
2.

8.

9.

13.

13.

21.

25.

34.

35.

39.

41.

47.

49.

54.

61.
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A. Whether GPI No. 3(17) Is Vague and Authorizes DETI's 63.
Actions
B. Whether Order No. 561 Authorizes DETI's Actions 75.

C. Whether Other Commission Precedent and Policy Support 79.
DETTI's Position

D. Whether Other Grounds That DETI Offers For Not Applying  102.
GPI No. 3(17) Are Persuasive

1. Lack of Notice and Alleged Arbitrary Departure from Existing 102.
Commission Policy

2. Alleged Open and Transparent Use of DETI's “Method” of 109.

Calculating AFUDC

3. Policy Claims For Not Applying Order No. 561 and GPI No. 120.
3(17) to DETI

4. Alleged Selective and Arbitrary Enforcement 125.
E. Whether The Audit Report's Recommendation That 128.

DETT Restate Its Account Balances Prospectively Based On
Recalculating Its AFUDC In Accordance With GPI No. 3(17)
From 2008 to the Present Is “Fundamentally Unfair”

F. Whether the Requirement to Correct AFUDC Accounting 135.
Balances Since 2008 Is Barred By the General Federal Statute of
Limitations

*%2  %62637 1. This case is before the Commission for review of one audit finding and certain related recommendations

contained in the November 8, 2017 *62638 Audit Report1 prepared by the Division of Audits and Accounting (DAA) in the
Office of Enforcement (audit staff), and contested by Dominion Energy Transmission, Inc. (DETI). DETI contests the Report's
finding that DETI's decision to use its parent company's consolidated book balances and rates of return instead of its own short-
term debt and CWIP balances when computing its Allowance for Funds Used During Construction (AFUDC) was improper,
and contests the Report's recommendations for correcting DETI's accounting records with respect to DETI's calculation (and
eventual capitalization) of AFUDC. In this order, we affirm the Audit Report's finding and related corrective recommendations.

1. Audit History and Report

2. As of March 2018 when briefing was completed, DETI, headquartered in Richmond, Virginia was a wholly owned subsidiary
of Dominion Energy Gas Holdings, LLC (Dominion Energy Gas Holdings), which in turn was a wholly owned subsidiary of

Dominion Energy, Inc. (Dominion).2 Prior to September 2013, Dominion was DETT's direct parent. DETTI is an interstate natural
gas transmission pipeline company engaged in transmission and storage of natural gas by way of its interstate pipeline and
storage systems in Pennsylvania, Ohio, West Virginia, Virginia, Maryland and New York. DETI primarily provides firm and
interruptible transportation and storage services to customers such as local gas distribution companies, marketers, interstate and
intrastate pipelines, electric power generators, and natural gas producers. DETI's affiliates include Virginia Electric and Power
Company d/b/a Dominion Energy Virginia and Dominion Energy North Carolina, The East Ohio Gas Company d/b/a Dominion
East Ohio, Dominion Natrium Holdings, Inc., Hope Gas, Inc. d/b/a Dominion Energy West Virginia, Dominion Energy Cove
Point LNG, LLC, Tioga Properties, LLC, Dominion Energy Cove Point LNG, LP, and Dominion Energy Services, Inc. (DES).

WESTLAW © 2024 Thomson Reuters. No claim to original U.S. Government Works. 2
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3.0n April 15, 2015, audit staff commenced an audit to evaluate DETT's compliance with accounting regulations of the Uniform

System of Accounts; reporting requirements of the FERC Form No. 2, Annual Report; and DETI's FERC Gas Tariff.® The audit
resulted in the Audit Report prepared by DAA, which sets forth audit staff's findings and recommendations with respect to
whether DETT complied with the Commission's accounting regulations, FERC Form No. 2 requirements, and DETI's FERC
Gas Tariff. On November 8, 2017, the Director of the Office of Enforcement issued the delegated letter order approving the
uncontested audit findings and recommendations and noting the one contested audit finding and associated recommendations

in the Audit Report.4

4. The Audit Report identified six areas of noncompliance: (1) Calculation of Allowance for Funds Used During Construction
(AFUDC) Rates and Accrual; (2) Allocation of Overhead Costs to Construction Work In Progress (CWIP); (3) Accounting for
Greenlick Storage Fire Gas Loss Regulatory Asset; (4) Accounting for Employment Discrimination Settlements or Judgments;
(5) Accounting for Lobbying Expenses; and (6) Filing of Proposed Accounting for the Sale of Gas Plant Assets. The Audit
Report made recommendations to remedy each of the areas of non-compliance and recognized that DETT's September 27, 2017
Response did not challenge non-compliance findings (2) through (6), but did challenge finding,

**3 5. Specifically, with respect to finding (1), the Audit Report concluded that DETI violated Gas Plant Instruction (GPI)

No. 3(17), Allowance for Funds Used During Construction,5 found in the Commission's accounting regulations for regulated
natural gas companies, when it did not use its own book balances and its own cost rates associated with its short-term debt,

long-term debt, equity, and CWIP to compute its AFUDC rate as required by the Commission's accounting requirements.6
Instead, as noted in the Audit Report, DETI compared its parent entity's monthly consolidated short-term debt balances to its
parent entity's monthly consolidated CWIP balances to determine whether CWIP exceeded short-term debt, and in addition
used AFUDC rates that were derived from its parent company's consolidated book balances and cost rates. DETI did not request
authorization from the Commission to deviate from the method prescribed in GPI No. 3(17) to calculate the maximum AFUDC
rate permitted to be used by a regulated natural gas company. The Audit Report states that the AFUDC rates that DETI calculated
were higher than the maximum rates calculated using the AFUDC rate formula in GPI No. 3(17), which led to DETI accruing
and capitalizing excess AFUDC on construction projects. The Audit Report concludes that, as a result, DETI over-accrued
AFUDC by approximately $54.1 million from 2008 through 2015, as well as overstated accumulated depreciation and *62639

accumulated deferred income tax (ADIT) balances.’

6. Recommendations 1, 2, 4, and 5 in the Audit Report, to which DETI objects,8 are associated with finding (1) and require
DETI to:

1. Revise accounting policies and procedures to include its CWIP, equity, and debt balances with associated cost rates in AFUDC
rate calculations in accordance with the requirements of GPI No. 3(17), Allowance for Funds Used During Construction.

2. Provide training to relevant staff on the revised AFUDC rate calculation procedures, and develop a training program that
supports the provision of periodic training in this area, as needed.

4. Recalculate AFUDC accrued each year since 2008 in accordance with the requirements of GPI No. 3(17). Based on
the calculations, in periods that the AFUDC rate used exceeded the maximum rate allowed pursuant to GPI No. 3(17),
submit a yearly estimate within 180 days of receiving the final audit report, with proposed accounting entries and supporting
documentation to DAA that reflects corrections to remove over-accrued AFUDC balances from plant and associated accounts,
such as accumulated depreciation and ADIT in DETT's books and records. If the adjusting entries result in a significant impact
to income for the current year, DETI may seek approval from the Commission to account for the transaction as a correction of
a prior period error in Account 439 [Adjustments to Retained Earnings].

*%*4 5. Revise gas plant in CWIP and in service, accumulated depreciation, ADIT, and other account balances impacted by
over-accrual of AFUDC after receiving DAA's assessment of the proposed accounting entries, and restate and footnote the
balances reported in the FERC Form No. 2 in the current and comparative years of the report, as necessary to reflect and disclose

WESTLAW © 2024 Thomson Reuters. No claim to original U.S. Government Works. 3
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the revisions. Consult with DAA in developing appropriate footnote disclosure to ensure the necessary transparency of the

impacts on all years affected.”

7. DETT's September 27, 2017 Response accepts certain findings and recommendations and identifies the steps it will take to

implement those recommendations. '° However, DETI notes that it disagrees with audit staff's findings and recommendations
pertaining to finding (1) related to AFUDC. DETI offers the reasons why it believes that it was permissible for DETT to compute

AFUDC using the book balances of the entity that provides the financing for the pipeline. 1 Among other things, DETT argues
that its use of its parent company's book balances was “required;” that the Commission has changed its interpretation of GPI No.
3(17); that the Commission should not apply this new interpretation retroactively; and that requiring the accounting adjustment
would prevent DETI from recovering a return on its investment, is equivalent to a penalty, and is subject to the general federal
five-year statute of limitations. DETI also notes that based on its AFUDC calculations the accounting adjustment would be $48

million, rather than the $54.1 million estimated by audit staff.'?

II. Procedural Matters

8. On December 8, 2017, DETI notified the Commission of its election of the use of shortened procedures for the Commission

to review the one contested audit finding and the related recommendations'> under Part 158 of the Commission's regulations. 14

On January 22, 2018, pursuant to section 158.3 of the Commission's regulations,15 the Commission directed the commencement
of a paper hearing in this docket, and established a schedule for the filing of initial and reply memoranda. Pursuant to the
January 22, 2018 order, DETI and audit staff each filed an Initial Memorandum on March 8, 2018 and a Reply Memorandum
on March 28, 2018.

III. Regulatory Framework

9. Sections 4 and 5 of the Natural Gas Act (NGA) require that the Commission ensure that the rates charged by natural gas

companies for the transportation of natural gas in interstate commerce are “just and reasonable.”'® To enable the Commission
to ensure that such rates are reasonably related to a natural gas company's costs (i.¢., are just and reasonable cost-based rates),
NGA section 8 requires, among other things, that every natural gas company keep and preserve books and records, including
records of cost-accounting procedures, in a manner as may be prescribed by rules and regulations promulgated by the *62640

Commission.!” In fulfillment of NGA section 8, the Commission enacted Part 201 of its regulations, which memorializes a

Uniform System of Accounts Prescribed for Natural Gas Companies Subject to the Provisions of the Natural Gas Act.'® The

Commission promulgated a largely similar set of accounts to enable cost-based regulation of electric public utilities. !

**5 10. Among other things, the Commission's accounting regulations, for both gas and clectric regulated utilities, permit
a regulated entity to account for, and recover, the costs related to its investment in - i.¢., construction of - new facilities in
the following manner: the regulated entity is permitted immediately to place its actual construction costs, when incurred, into
Account No. 107, Construction Work in Progress (CWIP), and then transfer these costs when the related facility goes into service
to Account No. 101 (plant-in-service) to be recovered through depreciation, with the utility getting its long-term rate of return
on the sums in Account No. 101 not yet recovered through depreciation. In addition, during the period that a particular facility
is under construction and has not yet been put in service, a regulated entity is permitted to earn a return on the funds used for
construction of such specific facility, i.e., a return on its construction costs in Account No. 107. This return on construction costs
during the period of construction is referred to by its common accounting term - Allowance for Funds Used During Construction
(AFUDC). The regulated entity periodically calculates AFUDC by applying its AFUDC rate to its construction costs or CWIP
in Account 107, and then “capitalizes” the resulting AFUDC amount by adding it to the CWIP in Account 107 for the facility
under construction. When the specific facility goes into service, the entire amount of costs pertaining to that facility in Account
107 (made up of the actual construction costs plus the capitalized return on them during the period of construction) is transferred
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to Account 101 as the base cost of the new facility in service and is recovered through depreciation while earning a long-term

rate of return until such recovery.20 Atissue in this proceeding is how DETI calculated its AFUDC rate - that is, the return on its
construction costs or CWIP in Account 107 during the period of a facility's construction before the facility was placed in service.

11. Priorto 1977, the Commission's predecessor (the Federal Power Commission (FPC)) permitted regulated entities to calculate
and apply an AFUDC rate reflecting their financing costs but capped at 6.5 percent for all regulated entities. In 1977, however,
the FPC enacted Order No. 561, which, among other things, established a formula that, when applied to a specific regulated
entity's accounts, results in a maximum AFUDC rate specific to that entity, which it may use, but not exceed, in calculating and

capitalizing AFUDC?! Specifically, the FPC amended Gas Plant Instruction No. 3(17) to state as follows:

“Allowance for funds used during construction” includes the net cost for the period of construction of borrowed funds used
for construction purposes and a reasonable rate on other funds when so used, not to exceed without prior approval of the
Commission allowances computed in accordance with the formula prescribed in paragraph (a) below ....

*%*6 (a) The formula and elements for the computation of the allowance for funds used during construction shall be:

TABULAR OR GRAPHIC MATERIAL SET FORTH AT THIS POINT IS NOT DISPLAYABLE
A; = Gross allowance for borrowed funds used during construction rate.

A = Allowance for other funds used during construction rate.
S = Average short-term debt.

s = Short-term debt interest rate.

D = Long-term debt.

d =Long-term debt interest rate.

P *62641 = Preferred stock.

p = Preferred stock cost rate.

C = Common equity.

¢ = Common equity cost rate.

W = Average balance in construction work in progress less asset retirement costs (See General Instruction 24) related to plant
under construction.

(b) The rate shall be determined annually. The balances for long-term debt, preferred stock, and common equity shall be the
actual book balances as of the end of the prior year. The cost rates for long-term debt and preferred stock shall be the weighted
average cost determined in the manner indicated in subpart D of part 154 of the Commission's regulations under the Natural Gas
Act. The cost rate for common equity shall be the rate granted common equity in the last rate proceeding before the ratemaking
body having primary rate jurisdiction. If such cost rate is not available, the average rate actually earned during the preceding
three years shall be used. The short-term debt balances and related cost and the average balance for construction work in progress

shall be estimated for the current year with appropriate adjustments as actual data becomes available.?
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12. In addition, NGA section 10 requires that every natural gas company shall file with the Commission annual and periodic

reports.23 The Commission codified this requirement in section 260.1 of the Commission's regulations24 by requiring major
natural gas companies such as DETI to file an Annual Report identified as FERC Form No. 2.

IV. Memoranda Submitted by DETI and Audit Staff

A. Whether GPI No. 3(17) Is Vague and Authorizes DETI's Actions

DETI Initial Memorandum

13. DETI contends that its approach to calculating AFUDC is correct and accords with the Commission's regulations, precedent,

and policy.25 DETI first asserts that its approach is consistent with the text of GPI No. 3(17). More specifically, DETI argues
that the text of GPI No. 3(17) is vague, but a reference to Part 154 of the Commission's regulations found in GPI No. 3(17)
clarifies that, properly interpreted, GPI No. 3(17) directs pipelines to compute AFUDC using the book balances and the cost

rates of the entity that provides their financing.26 DETT argues that GPI No. 3(17) must be read together with Part 154, subpart
D of the Commission's regulations, and “can only reasonably be read to mean that in instances where, as here, the capital of the

regulated entity is primarily obtained from a company by which the regulated entity is controlled, the AFUDC rate should be

determined based on the capital balances and related cost rates of the controlling entity.”27

Audit Staff Initial Memorandum

**7 14. Audit staff argues that the Audit Report correctly found that DETT improperly calculated its AFUDC rate, exceeding
the maximum rate allowed by the Commission's regulations stated in GPI No. 3(17), and thereby overstating its plant balances.
Audit staff contends that DETI over-stated AFUDC because it improperly calculated its AFUDC rate using its parent company's
consolidated book balances instead of its ownbook balances as prescribed by the Commission's formula for capitalizing AFUDC
under GPI No. 3(17). Audit staff asserts that DETI's departure from GPI No. 3(17) resulted in DETI inflating its gas plant in

service and associated balances by approximately $54.1 million from 2008 through 20158

15. Audit staff asserts that “[nJothing in GPI No. 3(17) directs a company to use book balances other than its own.”? Audit
staff contends that the reference to Subpart D of Part 154 of the Commission's regulations found in GPI No. 3(17) relates solely

to the method of calculating cost rates for the long-term debt and the preferred stock components of the AFUDC formula, and

cannot be construed as a license for DETI to “use its parent company's book balances for every component of the formula[.]”30

Moreover, the cross-reference to Part 154, subpart D in GPI No. 3(17) only discusses the cost rates for long-term debt and
preferred stock, not for short-term debt.

16. Audit staff states that DETT is incorrect in its claims that prior approval to use its parent company's consolidated book
balances in the calculation of its AFUDC was unnecessary. Audit staff asserts that DETT's method of accruing AFUDC both
departed from GPI No. 3(17) and resulted in an AFUDC rate in excess of the maximum specified in GPI No. 3(17). Citing
GPI No. 3(17), audit staff argues that DETI should have sought prior Commission approval, i.e., a waiver of GPI No. 3(17),
to use its parent company's book balances in its AFUDC rate calculation because the AFUDC exceeded the maximum amount
calculated by the formula in GPI No. 3(17). Audit *62642 staff asserts that GPI No. 3(17) “specifies that actual book balances
and associated cost rates” of the regulated entity should be used to determine the maximum AFUDC rate, and DETI “over-
accrued its AFUDC rate because it did not use its own ... balances and associated cost rates but rather used those of its parent

company.”31 Audit staff acknowledges that there may be certain specific instances where the Commission approved the use of
a parent company's capital structure on a case-by-case basis, but concludes that does not mean that use of a parent company's
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capital structure was authorized for DETI.*? Accordingly, audit staff argues that DETT should have sought Commission approval

to use its parent company's consolidated book balances in its AFUDC calculations.*?

DETI Reply Memorandum

**8 17. DETI asserts in its reply memorandum that audit staff has not cited any examples of contested Commission proceedings

that would bar a regulated natural gas pipeline such as DETI from using its parent's book balances when computing AF UDC.3*
DETT further argues that audit staff is incorrect that DETI should have requested a waiver of GPI No. 3(17) and authorization
to exceed the rate calculated using the Commission's AFUDC rate formula, asserting that the Commission does not require an

advance waiver for a pipeline to compute AFUDC using the capital structure of the entity that provides its financing.35 DETI

claims that if it “believed that a waiver was necessary in this instance, it would have requested one.”°

18. DETI contends that audit staff “misconstrues” GPI No. 3(17) “as requiring that a pipeline use its own book balances to

compute AFUDC.”Y” DETI asserts that audit staff is “internally inconsistent, given that despite arguing that ‘[n]othing in GPI
No. 3(17) directs a company to use book balances other than its own,” [aJudit [s]taff also recognizes that GPI No. 3(17) requires
DETTI to derive ‘cost rates for long-term debt and preferred stock™ using the methods of calculating a weighted average cost of

such debt or stock based on a prior twelve-month base period that are also used in rate cases.>® DETI further asserts that requiring
it “to derive short-term debt and construction work in progress (CWIP) using its own book values” while requiring computation

of the cost rate for long-term debt and preferred stock using the twelve-month weighted-average cost method also employed in

rate cases violates “the principle that pipelines cannot trace the source of funds used for various corporate purposes.”39

Audit Staff Reply Memorandum

19. In its reply memorandum, audit staff argues that DETT's actions clearly violated the Commission's regulations in GPI No.
3(17) regarding calculation of AFUDC. Audit staff contends that the Commission should uphold audit staff's finding because it
is clear that the Commission's accounting regulations in GPI No. 3(17) direct regulated entities to use their own book balances

and cost rates in the regulation's formula determining a maximum permissible AFUDC rate.*0 Audit staff argues further that,
more specifically and relevant to this case, GPI No. 3(17) requires that where a pipeline's short-term debt exceeds its CWIP, its
maximum AFUDC rate is, solely, its short-term debt rate. DETI, by excluding its own book balances and cost rates and, instead,
comparing its parent's consolidated CWIP to its parent's consolidated short-term debt, improperly opened the door to applying
high rates for long-term debt, equity and preferred stock, causing DETI to exceed the maximum AFUDC rate - i.e., solely a

short-term debt rate - required by GPI No. 3(17) in DETTI's circumstances.*! The Commission should uphold the finding, audit
staff states, to redress DETI's non-compliance with GPI No. 3(17). Audit staff also notes that DETI could have requested a
waiver, as prescribed in GPI No. 3(17), seeking permission to exceed the maximum AFUDC rate produced by GPI No. 3(17),

at any time, on any grounds it wished to raise, but did not do s0.¥?

*%9 20. With respect to DETT's claim that GPI No. 3(17) clearly required DETI to use the book balances of its parent,43 audit
staff responds that this regulation “provides no such instructions pertaining to the use of book balances other than those of

the utility.”44 Audit staff argues that the reference to Part 154, subpart D in GPI No. 3(17), upon which DETT relies, relates
specifically to determining cost rates for long-term debt and preferred stock. Part 154, subpart D does not reference short-term

debt or CWIP and “it does not speak to *62643 the use of a parent company's consolidated book balances .. Moreover,
audit staff further observes that Part 154, subpart D “relates to the material that must be filed in a rate case .... It has no application
as to whether a particular utility has been approved to use its parent company's book balances.” Audit staff concludes that

DETI's claim regarding the reference to Part 154, subpart D found in GPI No. 3(17) “““blatantly mischaracterizes Commission

regulations.”46
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B. Whether Order No. 561 Authorizes DETI's Actions

DETI Initial Memorandum

21. DETI asserts that Order No. 561, which promulgated the AFUDC regulations in GPI No. 3(17), stated that the purpose of the
AFUDC rule is to “yield[] the approximate rate of return that would be allowed in a rate case,” and further asserts that DETI's

decision to use the consolidated account balances of its parent entity, rather than DETI's actual balances, accomplishes this.*’ In
sum, DETT maintains that the way that it calculated AFUDC is consistent with Order No. 561 and furthers the order's purpose.

Audit Staff Initial Memorandum

22. Contrary to DETI, audit staff asserts that DETI's actions conflict with the “objective” of Order No. 561 in establishing “the
prescribed AFUDC formula,” which audit staff asserts was “to permit a utility to achieve a rate of return on ‘is total utility
operations, including ifs construction program.” 48 Audit staff notes that the formula prescribed in Order No. 561 was not “based
on financing costs and construction programs of multiple [[[affiliated] entities both jurisdictional and non-jurisdictional,” as
DETI has done. Audit staff further maintains that “[t|he consolidated book balances of DETI's parent company are not an
appropriate reflection of DETI's cost to finance its construction program,” and in this case use of such “consolidated balances

increases DETT's calculated AFUDC rate above the maximum permitted” by GPI No. 3(17)'s formula.*® As a further ground for
contending that DETI's acts were inconsistent with Order No. 561, audit staff explains that in Order No. 561-A “the Commission
clarified that if short-term debt balances exceed CWIP, the maximum total AFUDC rate to be utilized will be ‘the weighted

average short-term debt rate.”>° Audit staff further states that: “DETI's short-term debt balances did in fact exceed its CWIP.
As such, DETI should have only applied its short-term debt cost rate to its CWIP balances ... resulting in DETI accruing

significantly less AFUDC.”!

DETI Reply Memorandum

*%*10 23. DETI contends that audit staff “misconstrues Commission precedent, policy[,] and re gulations.”5 2DETI rejects audit
staff's conclusion that Order No. 561 is focused on the book balances of the regulated utility and does not authorize use of
a parent entity's book balances. DETI contends that the purpose of Order No. 561 is to compute AFUDC “at approximately
the rate [of return] which would be allowed in a rate case,” and DETI contends it has met this purpose by looking at DETI's

financing from its parent, and that therefore it needed no Commission waiver or prior authorization to do what it did.>?

Audit Staff Reply Memorandum

24. Audit staff takes issue with DETI's assertion that using the “capital structure of the financing entity” fulfills Order No. 561's

purported purpose of yielding an AFUDC rate approximating the “rate of return that would be allowed in a rate case.”>* Audit
staff maintains that such an argument is not relevant to determining whether DETI complied with GPI No. 3(17) and “should
be reserved for secking Commission approval to exceed” the maximum AFUDC rate permitted under GPI No. 3(17), and that
an alleged effort by DETI to “fulfill the purpose of Order No. 561 did not relieve DETI from its obligation to comply with

GPI No. 3(17) as it is written.>

C. Whether Other Commission Precedent and Policy Support DETT's Position

DETI Initial Memorandum

25. DETI argues that in numerous similar contexts to that faced by DETI, “the Commission has directed companies that did
not issue long-term debt or provide their own financing to use the actual capital structure of the entity that provided their
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financing in computing AFUDC.”>% DETI thus argues that it is well-established that Commission policy requires “use of the
actual capital structure of the entity that does the financing for the regulated pipeline, whether that entity is the regulated pipeline

itself or its parent.”5 7 DETI notes that the Commission's Chief Accountant granted waivers requested by two DETI affiliates,
Dominion Cove Point LNG, LP and Dominion *62644 Carolina Gas Transmission LLC, authorizing each to use its parent's
““capital structure” in calculating its AFUDC rate, and according to DETI this supports a finding that DETI's conduct was in

line with Commission regulations, precedent and policy.5 8 DETI further argues that audit staff is incorrect that DETI should
have requested a waiver of GPI No. 3(17) and authorization to exceed the rate calculated using the Commission's AFUDC rate
formula, arguing that the Commission does not require an advance waiver “for a pipeline to compute AFUDC using the capital

structure of the entity that provides its financing.”5 0

Audit Staff Initial Memorandum

**11 26. Audit staff notes that Commission policy and precedent support the “potential use” of a parent company's “capital

structure” (i.c., the parent's long-term debt to equity ratio)60 to calculate an AFUDC rate, in certain limited circumstances,
after evaluation and express prior approval by the Commission. However, audit staff argues that there is no Commission policy
authorizing a regulated pipeline company, on its own initiative, to disregard its own book balances when calculating AFUDC, as
DETTI has done. Audit staff adds that it has not suggested that the use of a parent company's capital structure to calculate AFUDC
is never appropriate, or that the Commission never requires or directs its use, but Commission policy and precedent supports
audit staff's contention that such requirement or direction takes place after Commission evaluation and prior approval.61 Audit
staff asserts that DETI provided no support for its claim that Commission policy and precedent required it to use its parent

company's consolidated book balances for the AFUDC rate components.62 Indeed, audit staff states that it ““is not aware of any
instance where the Commission granted approval for the use of a parent company's CWIP balance in a utility's calculation of

its AFUDC rate.”®3

27. Audit staff faults “DETT's unilateral decision to use its parent company's capital to calculate its AFUDC rate” as “not

consistent with Commission policy and precedent.”64 DETI infers that because the Commission has authorized use of a parent
company's capital structure in several cases, it was permissible for DETI to rely on its parent company's capital structure. Audit
staff does not contest that in the context of specific certificate proceedings or rate cases, the Commission has considered the facts

and circumstances presented by an applicant and authorized a pipeline to use its parent company's capital structure.® But, in
each of those proceedings, the Commission examined the facts and circumstances of each case before granting authorization to
the utility to derive a cost of long-term capital using its parent's capital structure. Audit staff notes that “[t]here was no automatic,

unevaluated presumption that the parent company's capital structure would be approved.”66 DETI could have sought a waiver
of GPI No. 3(17) to allow it to use its parent company's capital structure, but it did not.

28. Audit staff concludes that Commission policy and precedent do not support the use of a CWIP book balance other than the
utility's own CWIP book balance, in the calculation of its AFUDC rate. Audit staff notes that not only does DETI use its parent

company's “capital structure” without approval, DETI goes beyond capital structure and uses its parent's consolidated CWIP

and short-term debt balances to determine whether CWIP exceeds available short-term debt financing.67

DETI Reply Memorandum

*%12 29. In reply, DETI takes issue with audit staff's argument that in the certificate and rate proceedings in which the
Commission has approved use of a parent's “capital structure” to determine the cost rate of long-term capital for a pipeline
company, the Commission was departing from its preferred policy of using a pipeline's own capital structure, and permitted
such departure only after Commission analysis of the specific facts of each case, undermining, according to audit staff, DETI's

claim that it did not need Commission approval or a waiver to exclude its own book balances and employ those of its parent.68
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DETI points out that these certificate and rate proceedings, by their nature, involved Commission review of initial or new
proposed rates, so they contain no discussion about obtaining a “waiver” from the Commission and do not state that a “waiver”
is required for a pipeline to use the capital structure or book balances of a parent entity that provides its financing. According

to DETI, “[n]one of those cases provide support for Audit Staff's purported *62645 “waiver' requirement.”69 DETI disputes
audit staff's interpretation of the Commission statement found in some certificate and rate cases that “it is Commission policy
to use a pipeline's own capital structure.” DETI claims that if the pipeline does not provide its own financing, the Commission's

policy is to use the “capital structure” of the entity that does provide the financing.70 DETI rejects audit staff's assertion that

Commission policy regarding capital structure “outlines an analysis to be performed by the Commission TN DETI argues
that this language establishes a policy “to use the actual capital structure of the entity that does the financing for the pipeline”
that DETT was free to apply with respect to AFUDC without getting any approval or waiver from the Commission, that “[t]his
is precisely how DETI computed AFUDC since 1986,” and that “the Commission has long been aware of DETI's method of

computing AFUDC BB

30. DETI argues that audit staff's position is a modification of Commission policy without support or explanation.73 Further,
DETT contends that the waiver recently granted to its affiliate, Dominion Cove Point LNG, LP, authorized the affiliate to
disregard its own book balances and use its parent company's CWIP book balance, exactly as DETI has done. This disproves,
DETT asserts, audit staff's claim that the Commission has never granted a waiver permitting a pipeline to disregard its own

short-term debt and CWIP balances and to derive AFUDC from the book balances of its parent.74 DETI also argues that it has

demonstrated that “use of its parent company's capital structure most accurately reflects its cost of obtaining capital” and is also

therefore “the most accurate reflection of DETI's cost of financing its construction projects.”75

Audit Staff Reply Memorandum

*%13 31. In its reply memorandum, audit staff states that the Commission's policy and precedent do not require or authorize
DETI, of its own accord, to exclude its own book balances and apply those of its parent in its AFUDC rate calculation,

particularly with respect to CWIP and short-term debt book balances.”® As an initial matter, audit staff contends that “[t]
hroughout DETT's argument DETI conflates the two terms [capital structure and book balances] for its benefit [yet] the

differences are significant.”77 Audit staff maintains that “capital structure” is generally used in ratemaking and Commission
precedent to refer to permanent, long-term financing, “including long-term debt, preferred stock, and common stock. It does
not include construction work in progress. It also typically does not include short-term debt because of its [short-term debt's]

temporary and variable nature.”’® Audit staff maintains that DETI improperly treats Commission precedent pertaining to
“capital structure” as precedent authorizing use of a parent's “consolidated book balances.” Audit staff asserts that “DETI's
general assertion that ... Commission policy and precedent required it to use the consolidated book balances of its parent

company is patently false and distinguishable from the support DETI provides related to the Commission's approval of a parent

company's capital structure e

32. According to audit staff, DETI erroncously contends that Commission policy and precedent “required” it to not use its
own short-term debt and CWIP balances, and DETI misconstrues Commission cases by conflating the separate concepts of
“capital structure” and “book balances.” Audit staff contends that DETI relies on cases about determining “capital structure”
in the context of a rate proceeding, not cases about the appropriateness of using a parent entity's consolidated book balances
for AFUDC purposes. Audit staff further asserts that even in the orders relied on by DETI regarding “capital structure” in
rate proceedings, the Commission lays out multiple alternatives that the Commission itself, considers and from which the
Commission selects a method to determine an appropriate capital structure. Audit staff therefore concludes that: “It is not
reasonable for DETI to assume that the Commission required it to automatically use its parent company's book balances given

the various ways an appropriate capital structure can be determined.”® Audit staff maintains that the policy and precedent
relied on by DETI actually supports audit staff's position that DETI was not authorized to use the consolidated book balances
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of its parent in determining AFUDC, and that any “such requirement or direction” could only “take[] place after Commission
evaluation” of DETT's specific factual circumstances, in response to a waiver/authorization request submitted by DETI, since
DETT's actions also caused it to exceed the maximum AFUDC rate established by GPI No. 3(17)'s formula applied to DETT's

own book balances.®!

**14 *62646 33. Audit staff characterizes DETI's claim that its affiliate, Dominion Cove Point, obtained a waiver “to compute
AFUDC using its parent company's book balances™ as “another example of DETI misinterpretation of Commission policy and
precedent.” Audit staff notes that the letter order granting the waiver stated that the affiliate requested “to use the capital structure

of its parent ... when calculating AFUDC,” not the parent's consolidated book balances,82 and DETT's affiliate represented that
it had no short-term debt on its books, which is not the case here for DETI. Audit staff emphasizes that “DETI did not simply
use its parent company's capital structure but rather its parent company's consolidated book balances, including [those for]

short-term debt and CWIP.”83 Audit staff reasserts that: “DETI has provided no support that Commission policy and precedent

required it to use its parent company's consolidated book balances for the AFUDC rate components.”84

D. Other Grounds That DETI Offers For Not Applving GPI No. 3(17)

34. DETI makes the following other claims that it contends support not applying GPI No. 3(17) to DETTI: (1) lack of notice
and alleged arbitrary departure from existing Commission policy; (2) alleged open and transparent use of DETT's “method” of
calculating AFUDC; (3) policy claims for not applying Order No. 561 and GPI No. 3(17) to DETTI; and (4) alleged arbitrary,
selective enforcement.

1. Lack of Notice and Alleged Arbitrary Departure from Existing Commission Policy

DETI Initial Memorandum

35. DETI asserts that requiring it to use its own book balances when computing AFUDC would be arbitrary, capricious and a
failure of due process.85 According to DETI, this would ignore “decades of precedent” that “require[d] that pipelines calculate

AFUDC using the book balances of the entity that provide [sic] their financing.”86 According to DETI, a requirement that
DETI compare its own short-term debt balance to its own CWIP balance constitutes a departure from Commission policy
and precedent without any reasoned explanation, and hence would be arbitrary and capricious. DETT argues that, at the very
least, such a requirement constitutes a modification or clarification of a policy that was unclear, and should only be applied

prospectively, after notice. 87 DETI further asserts that, without receiving warning that the Commission had changed its AFUDC
policy, similar for example to that provided in Southern Star, DETI had no opportunity to comply before being audited 3

**15 36. According to DETI, it “first became aware of Audit Staff's new position shortly after the issuance of an audit report

for Columbia Gas Transmission, LLC (Columbia) on December 30, 20 14.”% In that audit report, audit staff found that Columbia
had used an AFUDC rate based on an aggregate of several of its affiliates' book balances without having sought authorization,
and that it should have obtained authorization from the Commission to use this methodology. DETT states that “[tjhe Commission
did not, in approving the Columbia audit report or in any order since, announce a generally applicable policy that pipelines must

obtain a waiver to compute AFUDC using book balances other than their own.”0 According to DETI, audit staff is applying
a new policy without acknowledging a departure from clearly established prior policy, and without explaining such departure.
Alternatively, DETI states that this could be described as a situation in which the Commission believed its policy was clear, but
industry-wide compliance has been inadequate due to a misunderstanding of that policy, and the Commission should provide

the industry with notice by articulating its policy in a new order and instructing the industry to comply prospectively.91

DETI Reply Memorandum
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37. DETI repeats this claim, arguing that audit staff is seeking to change Commission policy without advance notice. DETI
contends that, “[w]ithout notice and without citing to any precedent, Audit Staff asserts that a waiver is required for a pipeline

that is financed by its parent company to compute AFUDC using the parent company's book balances.”®2 DETI states that the
Commission may not modify its policies without sufficient explanation and advance notice, and concludes that “[a] change in

policy without providing notice is arbitrary, capricious and a violation of due process.”93

Audit Staff Reply Memorandum

38. Audit staff rejects DETT's claims that it is creating a new policy and acting arbitrarily. Audit staff contends that its finding
and recommendations are consistent with the requirements of GPI No. 3(17) and supported by more than thirty years *62647

of Commission orders, including the very orders DETI relies on.”* Audit staff asserts that “DETI erroncously claims that ...
Commission regulations, orders, and its policy and precedent creates an automatic requirement that DETI must use the book

balances of its parent company under the premise that the parent provides its financing.”95 Audit staff further argues that the
cases DETI relies on actually demonstrate that the Commission reviewed and analyzed requests to use a parent company's
capital structure (or book balances) on a case-by-case basis because the Commission's policy requires a pipeline to use its own
book balances. Audit staff concludes that: “The policy and precedent that DETI puts forth is vastly misinterpreted [by DETI]

and generally supports Audit Staff's positions.”96

2. Alleged Open and Transparent Use of DETI's “Method” of Calculating AFUDC

DETI Initial Memorandum

**16 39. DETI claims that it has been transparently using its method of calculating an AFUDC rate, using the “book balances”
of its parent for over three decades, during which DETT was the subject of one audit by Commission audit staff and four general

rate cases, without the Commission obj ecting.97 DETI states in an affidavit that its FERC Form No. 2 reports “would have been
the subject of review by FERC Staff during these general rate cases and during [DETT's] prior audit,”98 and that DETI's AFUDC

method was revealed in its annual FERC Form No. 2 filings.99 DETI asserts that “because DETI's methodology was transparent
for 30 years, DETI had good reason to believe it was complying with Commission precedent and policy,” and therefore “it is

unfair and a violation of due process to now punish DETI for alleged noncompliance with this policy.”100 DETI also argues
that its apparent violation based on activity that the Commission or its staff has, in DETI's view, condoned for 30 years is not

due to DETT's actions, but rather due to an unexplained, capricious rejection of longstanding Commission precedent. LA

DETI Reply Memorandum

40. Inits reply memorandum, DETT again asserts that its practices with respect to AFUDC have been transparent for many years.
DETI maintains that “the Commission has long been aware of DETI's method of computing AFUDC through its [[[DETI's]

annual Form [No.] 2 filings, a past audit of its accounting practices, and several rate proceedings.” 192 DETI contends that it has

“transparently computed AFUDC using its parent company's book balances for over 30 years Lol

3. Policy Claims For Not Applying Order No. 561 and GPI No. 3(17) to DETI

a. Tracing Specific Sources of Capital DETI Used for AFUDC

DETI Initial Memorandum
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41. DETI argues that its own capital structure does not reflect the true cost of the financing it receives, and thus requiring it to use

its own short-term debt balance and short-term debt cost when computing AFUDC would lead to inaccurate, arbitrary results. 104

DETI acknowledges that the debt contribution funds DETT received from its parent were delivered through an intercompany

borrowing arrangement.105 DETI further states that its parent, Dominion, flowed funds to DETTI to provide funds needed for
construction and operations not funded out of DETTI's current revenues and that all funds were passed to DETI from Dominion

as “short-term” financing.106

DETI Reply Memorandum

*%*17 42. In its reply, DETI again argues that it has demonstrated that “use of its parent company's capital structure most

accurately reflects its cost of obtaining capital” and is also therefore “the most accurate reflection of DETI's cost of financing

its construction projects.” L

Audit Staff Reply Memorandum

43. In its reply, audit staff argues that DETI's use of its parent's consolidated CWIP and short-term debt balances results in an

AFUDC rate that does not reflect the actual costs of DETT's construction program.108 Audit staff points to the finding of its
witness that the consolidated CWIP balance of DETT's parent included construction costs from DETI subsidiaries and affiliates

that DETI, itself, did not incur, and concludes that a comparison of the consolidated CWIP and short-term debt balances does

not result in an AFUDC rate reflecting the actual costs of DETI's construction program. 109

*62648 b. DETI's Concern About Pipelines With 100% Equity Financing
DETI Initial Memorandum

44. DETI asserts that for companies that are wholly equity-financed by their parent, requiring them to apply their own book
balances would result in artificially high rates - i.e., an AFUDC rate equal to the cost rate for common equity.110

Audit Staff Reply Memorandum

45. Audit staff rejects DETI's concern that requiring pipelines to use their own book balances would result in some pipelines
computing AFUDC on a 100 percent equity basis. Audit staff notes that the Commission has a “clearly articulated” policy
that prohibits a pipeline with 100 percent equity financing from basing AFUDC on such financing and, instead, requires such
pipeline to use the approved rate of return from the pipeline's last rate proceeding, which itself is required to be based on the
111

1o S€

parent entity's “capital structure” consisting not just of equity but also long-term debt.

¢. DETT's Claim of an “Inconsistent Computation”

DETI's Reply Memorandum

46. DETI argues in its reply memorandum that using a pipeline's own short-term debt and CWIP balances in the AFUDC
formula but applying cost rates derived from its parent entity's costs to value the pipeline's preferred stock, long-term debt

and equity book balances “results in an inconsistent computation.”112 DETT asserts that “once it is determined that the parent

company's capital structure is to be used, all of that entity's book balances must be used, including the cwip»113

4. Alleged Arbitrary, Selective Enforcement
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DETI Initial Memorandum

47. DETI argues that requiring it to adjust its gas plant accounts to reflect lower amounts of AFUDC based on staff's position that
DETI exceeded the maximum AFUDC rate would be arbitrary and unfair because staff's position allegedly is a “new policy”
that has not been, and is not being, applied uniformly to other regulated natural gas pipelines. DETI acknowledges that in a
2014 uncontested audit report regarding a different pipeline, audit staff applied this “new policy.” But, DETI also asserts that
a review of 83 regulated natural gas pipelines' 2016 FERC Form No. 2s indicates that “[n]early one-third” are “using book

balances other than their own™ and yet had not sought waivers to do so. 14 DETI asserts that, except for the one 2014 delegated

order, audit staff has not applied its new policy in audits of “other companies that do not compute AFUDC using their own

»115

capital structures, and that in 2015, audit staff examined the AFUDC calculations of a pipeline company that “used its

parent company's capital structure” and did not find fault with it. 16 pETTS expert witness avers that numerous other pipelines
are using capital structures or capital cost rates of parent entities in their computation of AFUDC without having requested

or received a waiver.!!” DETI asserts that the fact that its two affiliates applied for waivers of GPI No. 3(17) and received
them indicates that, substantively, its practice of computing AFUDC using its parent company's consolidated book balances is
appropriate. LI According to DETI, it is being selectively penalized for not complying with a change in regulatory interpretation

that has not been clearly announced. '’

Audit Staff Reply Memorandum

**18 48. Audit staff asserts that DETT's evidence that there are pipelines using their parent's “capital structure” in calculating
AFUDC without having obtained a Commission waiver is not indicative of arbitrary or discriminatory enforcement, or of a new
policy. Audit staff notes that the AFUDC regulations do not prescribe a specific methodology - that is, “the regulations do not
require utilities to record AFUDC at the maximum allowable rate .... Commission prior approval is only required for methods

that cause the rate to exceed the maximum rate [that would be calculated] using the formula in GPI No. 3(17).”120 Audit staff
further states that “no finding [of non-compliance] would be taken if the rate using the parent's capital structure or some other
method were used and it did not cause the [AFUDC] rates to be excessive in comparison to [the AFUDC rate produced by]

the GPI No. 3(17) methodology.”12 'n short, according to audit staff, DETI mistakenly treats GPI No. 3(17) as prescribing a
methodology, when it does not, and instead prescribes a maximum AFUDC rate calculated using its formula.

*62649 E. Whether the Audit Report's Recommendation That DETT Restate Its Account Balances Prospectivelv Based
On Recalculating Its AFUDC In Accordance With GPI No. 3(17) From 2008 to the Present Is “Fundamentally Unfair”

DETI Initial Memorandum

49. DETT objects to correcting its account balances with respect to accounting entries found to be incorrect and contrary to
Commission regulations if DETI first made the inappropriate entries before January 1, 2012. DETI objects that correcting these
inappropriate entries would be “fundamentally unfair.” The Audit Report recommends that, for use on a going forward basis,
DETT's account balances should be corrected by having DETT recalculate its AFUDC balances and other balances affected by
its improper AFUDC entries, starting in 2008. Specifically, the Audit Report recommends recalculating those balances from
2008 to the present using the maximum AFUDC rate determined by GPI No. 3(17)'s formula, rather than the AFUDC rates in
excess of that maximum, and then applying the resulting corrected account balances going forward, i.c., on a prospective basis
only. DETI objects to starting such corrections in 2008, asserting it would be “fundamentally unfair” for such corrections to

start any earlier than January 1, 2012. 122

50. DETI notes that the audit commencement letter, dated April 15, 2015, and sent to DETI by audit staff, stated that “[t]he

audit will cover January 1, 2012 through the present.” 123 DETI also notes that descriptions of the audit process provided by the
Commission's Office of Enforcement and found on the Commission's website state that the audit commencement letter defines
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the ““scope” of the audit. 1?4 According to DETI, the audit commencement letter “provided no reason for either DETI or the
public to believe that the Commission could order changes to DETI's books and records for a period outside the audit's specified

scope.” 125 DETT asserts that to permit any recommended accounting adjustment that arises from the stated review of its records
from January 1, 2012 to the present to be put into effect prior to January 1, 2012 would be fundamentally unfair.

**19 51. DETI puts forth three grounds. It asserts that DETI would be ““unfairly prejudiced” by any requirement arising from

the audit that “it revise its books prior to January 1, 20127126 Second, DETI notes that it is a publicly-traded company and, in
this regard, asserts that “adequate notification of the scope of an audit is critical to regulated pipelines and the investing public,”
and that “[a] sudden, unexpected reduction to the company's gas plant balance beyond what was already noticed can harm the

company's public image and valuation in a way that foreseen changes cannot.” %’ Finally, DETT asserts that sometime after
issuance of its audit commencement letter, audit staff began to insert in audit commencement letters a phrase expressly reserving
audit staff's right to expand the audit period if necessary and noting that “recommendations for corrective actions may also

cover preceding years.”128 DETI asserts that the addition of this new phrase reflects audit staff's awareness of the fundamental
unfairness of recommending a corrective action that takes effect prior to the audit period stated in an audit commencement letter
without notice in the audit commencement letter itself that such an outcome might be possible.

Audit Staff Initial Memorandum

52. Audit staff asserts that the Audit Report correctly found that DETT over-accrued AFUDC, by violating the maximum AFUDC

rate resulting from GPI No. 3(17)'s formula.'?® Audit staff states that the Audit Report shows DETT's accounting practices
for AFUDC resulted in inflated balances and contends that the Commission has stated that jurisdictional entities that employ

improper accounting are not entitled to reap the benefits of that improper accounting in rates. 130 Audit staff asserts that, pursuant

to Commission regulations, DETI has the burden of proof to justify keeping such amounts in its FERC Form No. 2,131 and

DETLT has failed to provide any information that supports keeping such “over-accrued amounts in its FERC Form No. 2; it has

failed to meet its burden of proof, and must remove these amounts.”' 3

Audit Staff Reply Memorandum

53. Audit staff contends that its recommendation that DETT correct its AFUDC accounting mistakes back to 2008 is the
appropriate remedy to cure DETI's non-compliance with the Commission's accounting regulations. Audit staff maintains that
it is not “unfair” to require corrective action back to 2008, that is, prior to the start of the “audit period” referenced in the audit
commencement letter issued to DETIL. Audit staff notes that *62650 under NGA section 8(b), the Commission shall at all

times have access to and the right to inspect and examine all accounts, records, and memoranda of natural gas companics. 133

According to audit staff, “DETI had sufficient notice” that corrective actions could be required for years prior to the audit period,
and indeed “if instances of noncompliance are identified [during an audit,] it is not unreasonable or surprising that additional

examination or corrective action maybe [sic] warranted.”3* This is especially true because “audits are not investigations;” they
are often commenced without information regarding any specific wrongdoing and are intended “to help the entity maintain or
achieve compliance;” if noncompliance is discovered, the scope of review may be expanded “to determine the root cause of the

issues, how long they may have been incorrect, and the impact of such.”13>

F. Whether The Requirement to Correct AFUDC Accounting Balances Since 2008 Is Barred By the General Federal
Statute of Limitations

DETI Initial Memorandum
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*%20 54. Finally, DETI argues that even if its approach to calculating AFUDC were unlawful or improper, requiring DETI
to restate AFUDC correctly in its accounting balances starting in 2008 is barred by the federal five-year statute of limitations

applicable to penalties and forfeitures.'*® DETI argues that the Supreme Court has applied the statute of limitations in Kokesh
even when a federal agency did not consider its actions to constitute a penalty; the Supreme Court applied the statute of

limitations to any attempt to redress a wrong and to deter as opposed to compensate.137 DETT argues that the requirement
that it restate its accounting balances is a ““penalty” or a “forfeiture.” DETI asserts that this requirement is for the purpose of

deterrence, not compensation to injured persons, that it is punitive, and that it does more than simply return DETI to the position

it would be in had no regulatory violation occurred. 138 DETT asserts that correcting its AFUDC balances as required in the Audit
Report would “strip DETI of its right to recover and earn a return on funds it has invested in the regulated facilities” and that it

would lose “an opportunity to earn a reasonable return on its investment.” 139 Because the proposed account balance corrections

are allegedly a “penalty” and “forfeiture,” DETI argues that the Commission may not require the correction of accounting errors

“more than five-years from the date of their recordation.”4°

Audit Staff Initial Memorandum

55. Audit staff asserts that the Audit Report's recommendations to correct DETI's accounting errors are not subject to the federal
five-year statute of limitations, and the recommendation that DETI recalculate and revise its accounting entries back to 2008 is

the appropriate remedy to cure DETI's noncompliance with the Commission's accounting regulations.141 Audit staff notes that
section 2462 is a five-year statute of limitation applicable to any “action, suit, or proceeding for the enforcement of any civil fine,

penalty, or forfeiture, pecuniary or otherwise.” 142 Further, audit staff notes that in Gabelli v. SEC, the Supreme Court held that

“penalties” under 28 U.S.C. § 2426 “go beyond compensation, are intended to punish, and label defendants wrongdoers,”143

and the Supreme Court clarified in Kokesh that “a pecuniary sanction operates as a penalty only if it is sought “for the purpose

of punishment, and to deter others from offending in like manner’—as opposed to compensating a victim for his loss.” s

*%21 56. Audit staff contends that the Audit Report's recommended corrections do not amount to fines, penalties, or forfeitures

under section 2462 and are not punitive, nor do they even rise to the level of compensatory. 145 Audit staff asserts that the Audit
Report's recommendations “simply seek to avoid a firture injury to DETI's customers by correcting an error identified in the

Audit Report before DETT improperly collects erroneously inflated amounts from its customers in a future rate case.” 140 Audit
staff asserts Commission precedent holds that jurisdictional entities that employ improper accounting practices are not entitled

to the benefits of that improper accounting.147 Audit staff further states: “Stopping DETI from earning a future return on or
recovering costs based on inaccurate calculations in no way amounts to a penalty or a forfeiture. To the contrary, to let DETI

proceed without correcting its erroncous *626351 balances would impose a future penalty on DETI's customers.” 148

DETI Reply Memorandum

57. DETI contends in its reply that audit staff has failed to show why the federal five-year statute of limitations does not apply
and bar audit staff's proposed remedy of DETI removing on a prospective basis from its plant in-service account amounts that

audit staff finds DETI unlawfully recorded in that account “as much as ten years ago.”149 With respect to audit staff's assertion
that its remedy only applies to future periods, DETI states that audit staff “has not explained why a monetary loss that would
occur in the future cannot be a penalty” and that the term “penalty” does not “distinguish between punishments that will harm

an entity in the present vs. the future.” 1" DETI also reiterates its argument that audit staff's remedy is a ““penalty” because
“it is (1) imposed to redress a wrong committed onto the public, as opposed to an individual, and (2) ... is punitive or is made

“for the purpose of punishment” and to deter, “as opposed to compensating a victim for his loss.” 121 According to DETI, the
punitive nature of audit staff's actions is revealed by audit staff's “attempt to side-step clear Commission policy,” and DETT's
belief that audit staff has “fail[ed] to find a regulation or policy that DETI has violated” and instead has “focus[ed] on the
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company's alleged failure to obtain its approval,” thereby “seeking to punish DETI for declining to ask for the Commission's

permission and to deter other companies from doing the same.” 172

Audit Staff Reply Memorandum

*%22 58. Audit staff disputes DETT's claim that the federal five-year statute of limitations applies to audit staff's recommended
corrective action. Audit staff contends that based on the distinction between punitive and remedial measures made in Kokesh

v, SEC,153 its proposed corrective actions are remedial and “cannot be seen as punitive in nature, nor do they even rise to

the level of compensatory in nature.” >4 Accounting staff notes first that its proposed corrective actions are not prescribed
to redress a wrong against the United States, “but to prevent DETI from collecting an improper future rate of return from its

ratepayers,” who are “specific individuals.”'>> Audit staff asserts that: “A recommendation by Audit Staff to prevent a sustained
violation of Commission regulations causing harm to an entity's ratepayers is in no way punitive, and nothing in Kokesh or

its progeny requires the Commission to characterize it as such.»1%¢ Second, audit staff maintains that DETI's claim that the

recommendations are punitive because DETI would “lose the ability to recover or earn a return on the funds invested” !>’ are
“unavailing” because “Commission precedent holds that jurisdictional entities that employ improper accounting are not entitled

to reap the benefits of that improper accounting.”15 & According to audit staff, “DETT has incorrectly calculated its AFUDC and

overstated its plant balances. DETI may not charge its ratepayers based on those inflated calculations simply because it had the

expectation of receiving a return of or on its investment based on those improper calculations.”'>

59. In response to DETT's claim that the proposed corrective actions must be punitive because they do not require DETI to

“repay any individuals for losses™ or “pay out any specific fines,”160 audit staff states that DETI is correct that it is not being

required to repay individuals whom DETI may have already harmed in the past with rates impacted by its improper accounting,
The corrective actions are forward looking and “seck to correct DETI's noncompliance before compensation of any individual

ratepayers is even necessaty.” 161 Audit staff thus distinguishes the present case from that in Kokes/, where fines for past conduct
had been imposed that exceeded the amount necessary to compensate victims, rendering the fines punitive. In the present case,
“the fact that Audit Staff's recommendations here do not even require DETI to ‘repay’ or ‘pay out’ works against DETI's claim.
They are non-compensatory because they do not rise to the level of compensation, not because [as in Kokesh] they go beyond

compensation.”162

*%*23 60. Finally, audit staff rejects DETI's claim that the corrective actions constitute a forfeiture, which claim, audit staff
asserts, is based on DETT's assertion that it would be stripped of its right to recover and earn a return on its investment. DETI's
argument rests “on the erroncous assumption that it has the right to recover and earn a return based on its current, improper
AFUDC rate calculations .... [But] DETI has exceeded its maximum allowable AFUDC rate, without prior Commission
approval .... Therefore, because DETT has not complied with Commission regulations, it never established a right to earn a

return based on its current, improper *62652 AFUDC rate calculation.” 163 Audit staff concludes that * [t]he proper measure of

DETI's investment in plant is the adjusted amounts remaining in plant after excess AFUDC is removed.”'%* In addition, audit

staff points out that DETT's claim is factually incorrect: “None of their [i.e., DETI's] actual investment is lost through Audit

Staff's recommended corrective actions ... 1

V. Discussion

61. As discussed in greater detail below, and following review of the Initial and Reply Memoranda, we find that DETI's
calculation of AFUDC is not consistent with the Commission's accounting regulations and uphold the contested finding and
challenged recommendations in the Audit Report. In this proceeding, it is undisputed that from 2008 to the present period
covered by the Audit Report, DETT's short-term debt balances exceeded DETI's CWIP balances. Per the regulations in GPI

No. 3(17)(b), DETI should have calculated its AFUDC rate using only weighted average short-term debt rates. !¢ However,
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DETI instead used the consolidated balances for short-term debt and CWIP maintained by its parent entity. DETI determined

that, for these consolidated balances,167 the consolidated CWIP monthly balances exceeded consolidated short-term debt, and
thus DETI applied cost rates for long-term debt, preferred stock and common equity to a portion of its CWIP to arrive at an
AFUDC rate. The AFUDC rate, determined by DETI, was above the AFUDC rate allowed under the Commission's regulations,
leading to over capitalization of AFUDC, from 2008 through 2015, by approximately $54.1 million in audit staff's estimation
(although DETI estimates the impact on its plant-in-service account balances from audit staff's proposed accounting corrections

to be “approximately $48 million”).168

62. For the reasons discussed below, we conclude that nothing in the text of the Commission's regulations found at GPI No.
3(17), or in Order No. 561, authorized DETT to exclude the fact that its book balances of short-term debt exceeded its book
balances of CWIP. Therefore, per GPI No. 3(17), DETI's AFUDC rate should have been calculated without reference to cost
rates for long-term debt, preferred stock or common equity. The amount of AFUDC calculated by DETI exceeded the maximum
amount prescribed by the AFUDC formula, yet at no time did DETI seck authorization from the Commission, as required by
GPI No. 3(17), to exceed that maximum amount. As the Commission held in another proceeding in which a regulated entity,
without seeking Commission authorization, excluded its short-term debt balances from its AFUDC rate calculation: “[OJur
regulations are clear and explicit that short-term debt should be included in the calculation of AFUDC rates .... It was and is

[the regulated entity's] obligation to justify a departure, i.c., a waiver of those regulations and that policy, and [it] did not and

has not done so.”1%°

A. Whether GPI No. 3(17) Is Vague and Authorizes DETI's Actions

*%*24 63. DETI argues that the text of GPI No. 3(17) is vague, but the regulation is best interpreted as directing a regulated
natural gas company that receives most or all of its financing from another entity to use the accounting book balances and cost
rates of that other entity when calculating AFUDC. However, we find that GPI No. 3(17) is not vague and, further, the regulation
does not direct a regulated utility to use the book balances or cost rates of any entity other than the regulated entity, itself, in
GPI No. 3(17)'s formula for determining the maximum AFUDC rate.

64. As noted in the preceding regulatory framework discussion, Part 201 of the Commission's regulations consists of the Uniform
System of Accounts Prescribed for Natural Gas Companies Subject to the Provisions of the Natural Gas Act. Part 201 establishes
and gives instructions pertaining to accounts that are to be maintained by the entities subject to the Commission's jurisdiction
under the Natural Gas Act, not how another entity, such as a parent entity (unless specified otherwise) is required to maintain

accounts.!’® The Gas Plant Instructions (GPI) set out in Part 201 are instructions for “[t]he detailed gas plant accounts (301 to

309, inclusive)” which “shall be stated on the basis of cost to the utility of plant constructed by it .11 GPI No. 3(17) must
be read in the context of GPI No. 3, as a whole, which pertains to “the cost of construction properly includable in the gas plant

accounts” of the regulated utility,172 which accounts are to be “stated on the basis of cost to the utility.” 173 Subsection 17 of GPI

No. 3 pertains to calculation of the AFUDC component of construction costs, and states that it is intended to include the “net cost
*62653 for the period of construction of borrowed funds used for construction ... and a reasonable rate on other funds when

so used, not to exceed without prior approval of the Commission” the formula found in GPI No. 3(17)(21).174 The instruction
also states that “[t]he balances for long-term debt, preferred stock and common equity shall be the actual book balances as of

the end of the prior year.”175

65. Given that the focus of Part 201 is to establish the accounts of the regulated natural gas company, “on the basis of cost

to the utility,”176 the natural reading of references to book balances in GPI No. 3(17) is that these references are to the book

balances of the jurisdictional natural gas company, not those of some other entity. Thus, for example, the instruction that “[t]he
balances for long-term debt, preferred stock and common equity shall be the actual book balances as of the end of the previous

year,”177 refers to the “actual book balances™ of the regulated natural gas company, not some other entity. The instruction that

»178

“[t]he cost rate for common equity shall be the rate granted common equity in the last rate proceeding refers to the rate
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granted to the regulated gas utility in its last rate proceeding, not to a common equity cost rate of some other entity. When

GPI No. 3(17) prescribes that “[t]he short-term debt balances and related cost and the average balance for construction work in

progress shall be estimated for the current year with appropriate adjustments as actual data becomes available,” 174t1s referring

to the “short-term debt” and ““““construction work in progress” balances and the “actual data [that] becomes available” of the
regulated natural gas company, not of some other entity.

*%*25 66. We disagree with DETT's assertion that GPI No. 3(17) is vague because the regulation “does not specify whether the

pipeline should use its own book balances or those of its parent company.”180 As discussed above GPI No. 3(17) relates to how
the regulated entity is to calculate its own “net cost for the period of construction of borrowed funds ... and a reasonable rate on

other funds when so used,”181 and is embedded within GPI No. 3, which seeks to establish “the cost of construction properly
includable in the gas plant accounts™ of the regulated pipeline,182 and is subject to the Gas Plant Instruction that “gas plant

accounts ... shall be stated on the basis of cost to the utility of plant constructed by it."183 Therefore, the natural and reasonable
reading of GPI No. 3(17) is that its numerous references to “balances” and “book balances™ refer to the book balances of the
regulated utility, not those of some other entity. Indeed, it would be unnatural, and unnecessary, for the regulations to specify
each time that a reference is made to “balances” or “book balances™ that the balances being referred to are those of the regulated
entity. The applicability of GPI No. 3(17) is not substantially different than many other provisions in Part 201, and if one applics
DETT's rationale to GPI No. 3(17) and to other provisions in Part 201, then none of the provisions would be interpreted as
requiring information specifically related to the jurisdictional company's costs and revenues. That is not the intent of Part 201.

67. We also disagree with DETI's arguments that the purported vagueness in GPI No. 3(17) is resolved by “explicit guidance”

where GPI No. 3(17) refers to Part 154 of the Commission's regulations.184 Part 154 of the Commission's regulations pertains
to the rate schedules and tariffs of regulated entities required to be filed pursuant to section 4 of the NGA. DETI argues that GPI
No. 3(17)'s reference to Part 154 was intended to incorporate section 154.312(f) of the Commission's regulations. Specifically,
DETI relies on the portion of section 154.312(f) which states:

Statement F-1. Rate of Return claimed. Show the percentage rate of return claimed and the general reasons therefore. Where
any component of the capital of the filing company is not primarily obtained through its own financing, but is primarily obtained
from a company by which the filing company is controlled, as defined in the Commission's Uniform System of Accounts, then
the data required by these statements must be submitted with respect to the debt capital, preferred stock capital, and common

stock capital of such controlling company or any intermediate company through which such funds have been secured.'®

*%26 68. DETI concludes that “Clearly, GPI No. 3(17) requires a pipeline company to use the book balances of the company

that provides its financing, as it instructs pipelines to use the ‘actual book balances,” in accordance with subpart D of Part 154.

For DETI, this means using its parent company's capital structure.” 186

69. We disagree with DETT's assertion that the reference in GPI No. 3(17)(b) to Part 154, subpart D was intended to incorporate
section 154.312(f). GPI No. 3(17)(b) states that regulated entities are to calculate the “cost rates for long-term debt and preferred
stock” using “weighted average cost determined in the manner indicated *62654 in subpart D of part 154.” The regulation is
specific that it is referencing simply the weighted average cost method of calculating the cost of long-term debt and preferred
stock based on prior year data. The manner of doing such weighted average cost calculation for long-term debt is found in

section 154.312(h), entitled Statement F-3, which explains how to calculate the “weighted average cost of debt capital” for

“each class and series of long-term debt outstanding” as of “the end of [a] 12-month base period of actual experience L8

Similarly, the manner of doing such weighted cost calculation for preferred stock is set forth in section 154.3 12(1),188 entitled
Statement F-4, which explains how to calculate the “weighted average cost of preferred stock capital” for “each class and series

of preferred stock outstanding” as of “the end of [a] 12-month base pe11'od.”189
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70. Further, DETI's assertion that GPI No. 3(17)(b) “instructs pipelines to use the ‘actual book balances' in accordance with

subpart D of Part 154,”190 is incorrect. Rather, GPI No. 3(17)(b) instructs regulated natural gas companies to calculate the
cost rate associated with their own long-term debt and preferred stock using “weighted average cost determined in the manner

indicated in subpart D of part 154,11 The reference to subpart D makes no mention of “actual book balances.”

71. We find GPI No. 3(17)(b), in reference to Part 154, subpart D, to only reference the method of how to calculate “weighted
average cost” from prior year data that regulated natural gas companies are to apply to calculate the “cost rates” to be applied
to their own prior year book balances of long-term debt and preferred stock. Nothing in GPI No. 3(17) suggests that short-term
debt balances, or any other balances, should be calculated using a parent's or other entity's balances.

*%27 72. Furthermore, Order No. 561 explained that the balances to be used for long-term debt, preferred stock, and common
equity would be the regulated entity's prior year balances. Specifically, Order No. 561 stated that the “cost rates” would be
“the effective weighted average cost of such capital,” and explained that commenters had raised numerous questions regarding
whether discounts, premiums, and other expenses would be included in such calculations. To address these questions, Order No.
561 explained that the cost of long-term debt should be calculated as set forth in “Statement F(3)—Debt Capital” in Part 154. By
contrast, in this extensive discussion in Order No. 561 of the account balances to be used and method of calculating weighted
average cost using prior year data, there is no mention whatsoever of section 154.312(f) of the Commission's regulations,

Statement F-1, or using account balances of any entity other than the regulated utility or natural gas company.192 There is thus
no support for DETT's claims regarding the intent of the reference to Part 154, subpart D in GPI No. 3(17). Moreover, there is no
express language supporting DETI's argument that Order No. 561 and GPI No. 3(17) “directs” a regulated entity to determine
AFUDC based on the account balances of such parent entity if it obtains funding from the parent entity.

73. We also disagree with DETT's assertions that audit staff has been ““internally inconsistent” in interpreting GPI No. 3(17). 108

DETT asserts that although audit staff concludes that “[n]othing in GPI No. 3(17) directs a company to use book balances other
than its own,” audit staff inconsistently takes the position that GPI No. 3(17) requires a company to derive the “cost rates for
long-term debt and preferred stock in the manner required for a rate case,” which DETT asserts is using its parent company's

cost rates.! % However, *62655 we find that GPI No. 3(17) both references and intends to borrow and incorporate just the
method of calculating a weighted average cost for long-term debt and preferred stock using twelve months of prior year data,

and that method is applied to the utility's own prior year costs, not that of its parent entity. 193 This position is consistent with
the text of GPI No. 3(17) as well as the discussion in Order Nos. 561 and 561-A, as explained above. Per GPI No. 3(17), that
weighted average cost method is applied to the pipeline's own prior twelve months of cost data, not to the parent's cost data.
Further, as discussed below, and as audit staff pointed out in its initial memorandum, while in some cases Commission staff

have granted waivers of GPI No. 3(17) to permit a pipeline financed solely by equity to use its parent's cost rates for long-term

financing, those orders involved granting waiver of and an exception to, not an interpretation of, GPI No. 3(17). 196

*%28 74. We similarly reject DETT's assertion that audit staff's interpretation of GPI No. 3(17) “violates the principle that

pipelines cannot trace the source of funds used for various corporate purposes.”197 First, this contention rests on DETI's claim,
rejected above, that audit staff believes GPI No. 3(17) requires that cost rates for long-term debt and preferred stock be a
pipeline's parent company's cost rates. To the contrary, we find that GPI No. 3(17) requires application of the weighted average
cost method to the pipeline's own prior twelve-month costs for long-term debt and preferred stock. This position is not advocating
for “trac[ing] the source of funds.” To the contrary, because DETI's short-term debt balances exceeded its CWIP balances,
DETT's AFUDC rate, per GPI No. 3(17), should solely be its short-term debt rates, regardless of what sources of funds at any
one time DETI may have actually drawn on to fund its construction. In sum, there is no internal inconsistency or other flaw in
the Commission's or audit staff's interpretation of GPI No. 3(17), which accords with the regulation's express terms.

B. Whether Order No. 561 Authorizes DETI's Actions
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75. DETI asserts that Order No. 561 stated that the purpose of the AFUDC rule is to yield a rate of return on a regulated entity's
construction program that approximates the rate of return that would be allowed on rate base in a rate case, and that DETI's
AFUDC calculations are consistent with this alleged purpose. DETI's summation of Order No. 561's purpose misinterprets
what Order No. 561 stated regarding an interrelationship between capital used for rate case purposes and that used in AFUDC
calculations and does not recognize what Order No. 561 stated regarding the differences between capital calculations used to
determine a rate of return on rate base and the calculation of AFUDC.

76. First, contrary to DETTI's contention, Order No. 561 does not state that the purpose of Order No. 561 and the AFUDC rate
formula it promulgated is to arrive at an AFUDC rate that approximates for each regulated utility the rate of return allowed in
a rate case. Rather, Order No. 561 states generally that the rulemaking “proposed to establish a uniform formulary method for
determining the maximum rates to be used in computing [AFUDC].” Additionally, the notice of proposed rulemaking noted
that the objective of the proposed rulemaking as a whole “was to establish a method which would give recognition between
the capital utilized for rate case purposes and the capital components of AFUDC in a manner that would permit the regulated
entity to achieve a rate of return on its total utility operations, including its construction program, at approximately the rate

which would be allowed in a rate case.”

*%29 77. We note that Order No. 561 established a method for computing the AFUDC rate that takes into account the amount,
and the cost, of short-term debt available to the regulated entity, while short-term debt is not considered when calculating rate

of return in a rate case. Indeed, as explained at length in the proposed rule,199 the *62656 AFUDC rate formula considers
short-term debt ““first,” and nets it against the amount of CWIP on the regulated entity's books. It is only if CWIP exceeds
the amount of short-term debt available to the regulated entity that this remaining amount of CWIP then earns an AFUDC rate
calculated using rates for long-term debt, preferred stock, and common equity.

78. In the proceeding establishing Order No. 561, many commenters objected to the weight given to short-term debt in the
AFUDC rate formula adopted by the Commission. The Commission addressed and rejected these objections in Order No. 561,
noting among other grounds that: (1) short-term debt had not been previously included in rate of return computations; (2) short-
term debt is used essentially for construction purposes and thus deserved a prominent place in the AFUDC rate formula; (3)
the AFUDC formula properly permitted the capitalization of short-term debt cost through AFUDC; and (4) it was important

to distinguish between establishing a rate for AFUDC and establishing a rate of return in a rate case.”%" Further, as discussed
in Order No. 561-A, the Commission and rulemaking commenters recognized that, in some instances and for some regulated
entities, the amount of short-term debt might exceed CWIP, resulting in AFUDC composed entirely of the regulated entity's
CWIP multiplied by the weighted average short-term debt rate, and with no role played in the calculation of AFUDC by cost

rates for other capital components, such as cost rates for long-term debt, preferred stock, or common equity.zo1 For the foregoing

reasons, the Commission has explained in detail that GPI No. 3(17)'s maximum AFUDC rate formula was not designed “to

assure equivalence between AFUDC rates and a company's rate of return.”2%?

*62657 C. Whether Other Commission Precedent and Policy Support DETT's Position

79. Although DETI argues that the Commission allowed or directed numerous companies to use the capital structure of the
entity providing financing to be the basis for computing AFUDC, we have reviewed the Commission orders cited by DETI
and find that they do not discuss, and do not authorize, the actions taken by DETI at issue here. First, nine of the orders cited
by DETI are Commission orders reviewing the initial decisions of Commission administrative law judges in NGA section 4

general rate cases, or orders on rehearing of such Commission orders. These nine orders contain no discussion of AF UDC.2%3

In each case, DETI cites to the pages within these orders that discuss what “rate of return” should apply to the natural gas
company's rate base, and within this to the discussion of what “capital structure” - i.e., what percentages of common equity,
long-term debt, and preferred stock - should be used for purposes of calculating the rate of return. These orders note that it is
the Commission's preference or policy when determining what capital structure to use in the calculation of rate of return on
rate base to use the pipeline company's own capital structure, but if the pipeline's financing is provided by another entity, such
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as a parent entity, the Commission will use that entity's “capital structure” if it is not anomalous or, if it is anomalous, derive

and employ a hypothetical capital structure. 204

*%30 80. The foregoing policy is usually applied to a factual record developed by a Commission ALJ through an evidentiary
hearing. Even where the factual record shows that all of a pipeline company's equity is held by its parent and is therefore not
publicly traded, the pipeline company may still be deemed to provide its own financing if it is determined that the pipeline
company issues long-term debt in its own name that is not guaranteed by its parent, and has its own bond rating. Further, even
where it is determined that the parent entity issues or guarantees all of the pipeline company's long-term debt financing and
owns all of the pipeline's equity, the parent's capital structure may be rejected as anomalous, and a hypothetical capital structure
derived from those of publicly traded proxy companies, or one approved by the Commission for other regulated pipelines, may
be adopted by the Commission.

81. DETI does not attempt to explain how the foregoing rate-case policy translates into a Commission policy regarding
calculation of AFUDC and, moreover, a policy that would govern the factual situation in this proceeding. As explained
previously, AFUDC differs from rate of return on rate base. The AFUDC calculation focuses first on comparing a regulated
entity's short-term debt to its CWIP. Where the regulated entity's short-term debt exceeds its CWIP, there is no role to play, in
calculating the AFUDC rate, for the cost rates of common equity, long-term debt or preferred stock, or for “capital structure”
as that term is employed in the rate of return on rate base context. Similarly, in the rate of return on rate base context, short-
term debt is not considered at all.

82. There is no express discussion of AFUDC in these nine NGA section 4 rate case orders cited by DETI, and we do not discern
any unstated or inchoate implications for calculating AFUDC. The rate of return on rate base policy does not provide guidance
on when and under what factual circumstances, it would be appropriate for AFUDC purposes to use a parent entity's consolidated
short-term debt and consolidated CWIP book balances when a regulated entity has short-term debt on its books. Similarly, there
is no discussion that, expressly or implicitly, explains whether it would be appropriate to reject a comparison of a parent entity's
consolidated short-term debt and consolidated CWIP book balances for purposes of calculating AFUDC and instead use those
of a proxy group. There is also no discussion in these orders that, explicitly or implicitly, answers the question of whether
authorization to use a parent's consolidated short-term debt and CWIP balances or, alternatively, a hypothetical one, would be
granted on a project-by-project basis, or carte blanche for the life of a regulated entity, or on some other temporal basis. In sum,
the cited orders do not constitute a statement of policy or preference by the Commission regarding how to calculate AFUDC.

83. DETI also cites to two additional Commission orders, which again pertain to determining capital structure in the context
of calculating a rate *62658 of return on rate base, but these two orders pertain to intrastate pipelines offering jurisdictional

transportation under the Natural Gas Policy Act (NGPA), rather than the NGA.?% DETI cites one additional order discussing

the same topic with respect to jurisdictional transportation service offered by an oil pipeline.zo6 These three orders, too, make
no mention of AFUDC. For reasons similar to those discussed above, these orders do not, expressly or implicitly, state a
Commission policy pertaining to the calculation of AFUDC, and in particular do not address or answer when, if ever, it is
appropriate, in the context of determining AFUDC, to rely on the use of a parent entity's consolidated short-term debt and
consolidated CWIP book balances when a regulated entity's short-term debt exceeds its CWIP.

**31 84. DETI does cite to three other Commission orders that discuss AFUDC, and specifically address how AFUDC will

be calculated in the context of rates for new pipeline companies constructing a major greenfield project.207 In these three
orders, the Commission authorized the regulated entities to use their respective parent entities' “capital structure” in the AFUDC
calculation process. These three orders fall within a larger class of cases dealing with calculating AFUDC in the context of
greenfield pipelines or other major new projects. The Commission has long recognized that the AFUDC rate formula in GPI
No. 3(17) cannot be applied in the context of such new companies because they do not have the prior-year book balances
for long-term debt, preferred stock and common equity called for by the formula and, similarly, do not have the prior-year
weighted average cost rates for long-term debt and preferred stock called for by the formula. With respect to this situation, the
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project financing approach” to determining AFUDC in the
208

Commission has adopted what it sometimes has referred to as a

context of determining whether a proposed rate is just and reasonable.

85. Similar to the AFUDC formula in GPI No. 3(17), the project financing approach consists of a series of steps that looks

first to less expensive and shorter term financing, and then to the longer term and usually more expensive financing if such is

still needed to determine the time value of any remaining CWIP not deemed to be financed by the less expensive methods.?%”

When applying *62659 this approach, the Commission has used the cost rates of the common equity, long-term debt, and
short-term debt, if any, that the project company itself has issued to finance the specific project being constructed, with the cost

rate for common equity being the rate determined to be applicable to the project once it is in service. 2! Where the new entity
applying for a certificate represents that all financing for the project will come in the form of capital contributions from one or
more parent entities, cost rates incurred by such parent entities may be employed under the project financing approach, and in
some cases the parent entity's cost rates for long-term debt and common equity may be the same rates used in the context of
calculating a return on equity for the permanent financing of a project applicable once the project is in service.

86. The three cases relied on by DETI fall into the subset of AFUDC orders involving a new entity constructing a new, discrete
project, and a further subset in which the new entity avers that all project financing will be in the form of capital contributions
from a parent or parent entities. In Garden Banks, for example, the Commission observed that: “Garden Banks is a new entity

formed for the purpose of constructing, owning|,] and operating discrete facilities.”?"! The Commission further held that:
“Consequently, capital balances and cost rates used in the Commission's [AFUDC] formula either do not exist or may not

result in an appropriate measure of the cost of funds devoted to construction of the proposed facilities.”?12 Further, Garden
Banks represented that it would solely “finance the construction of the facilities with capital contributions from its members in

proportion to their membership interest.”>'® Because the Commission determined that its AFUDC formula in GPI No. 3(17)
either could not be applied in the circumstances of this new entity because of missing prior-year cost balances and prior-year
cost rates or because the formula might not result in an appropriate measure of the cost of funds, the Commission determined
that AFUDC should be accrued or capitalized “under the circumstances of this case” using a “maximum allowable AFUDC
rate ... determined using the parents' actual weighted debt/equity capital structure” with the cost rate for debt being the parents'
“actual weighted average cost rate for these [debt] securities™ and the equity cost rate being the rate of return approved for the

project by the Commission in its order.?'* The other two cases DETI cites involved similar circumstances of a new company
or entity constructing a discrete new major project seeking to determine how to calculate the amount of AFUDC to be included

in the original cost of such discrete major project.215

*%32 87. DETI selectively relies on portions of the discussions in these orders to conclude that its action is “consistent with our
policy for establishing pipeline rates of return; it directs the use of the actual capital structure of the entity that does the financing

for the regulated entity, whether that entity is the regulated pipeline itself or its parent.”216 According to DETI, this should be
deemed a policy statement by the Commission that where a regulated entity gets most or all of its financing from a parent entity,
the AFUDC formula in GPI No. 3(17) does not apply, or if it does apply, is calculated using consolidated short-term debt, CWIP
and other balances of the parent entity instead of using the regulated entity's short-term debt and CWIP balances.

88. We reject DETI's assertion that language in Garden Banks and similar orders was intended *62660 to set, or should be
viewed as setting, a policy for how to calculate AFUDC over the lifetime of a regulated natural gas company, whether or not
it obtains a significant amount of financing from a parent entity. The two principal factual factors in these orders that explain
the Commission's determinations were: (1) that they dealt with a new regulated entity; and (2) that such new entity had averred
that all of its financing for the specific project at issue was being provided in the form solely of long-term financing from its
parent or parent entities. In this narrow circumstance of a new entity, and that entity's first project, the Commission held that
its formula in GPI No. 3(17) could not be applied, because the new entity had none of the prior-year debt balances and prior-
year capital rates called for by the formula. Further, because the new entity specified that for its first project it would not have
access to any short-term debt financing, and that all financing would be long-term debt or equity financing coming from the
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parent(s), the factual circumstances limited the only available financing to long-term financing, the same factual circumstances
when determining rate of return, which only takes into account long-term financing. These factual circumstances are not present
here, however, when considering how to calculate AFUDC for a mature natural gas pipeline company like DETI, rather than
a new, regulated entity. An operating natural gas pipeline may obtain short-term financing, issue short-term debt, and develop
its own short-term debt book balances regardless of whether it principally gets most of its financing, or all of its long-term
financing, from a parent entity. The holdings in Garden Banks and similar cases are limited to authorizing how to calculate
AFUDC for the specific projects at issue in those cases. They did not grant the regulated entities involved a lifetime exemption
from the AFUDC formula in GPI No. 3(17) and the orders contain no discussion about exempting these entities from calculating
AFUDC over the course of their operations using their own book balances of short-term debt and CWIP. To construe these
orders as granting such a lifetime waiver would undermine the Commission AFUDC formula's focus on using short-term debt
first to finance construction, netting that against CWIP, and only applying long-term financing rates to the amount of CWIP not
financed by short-term debt. Moreover, they disprove DETT's argument that no waiver is needed to apply an AFUDC formula
different than the one articulated in GPI No. 3(17).

*%33 89. Finally, DETI cites to an additional Commission order, CenterPoint Energy Gas Transmission Co. ,2 17 which involved
y. gy

the calculation of AFUDC for a mature regulated pipeline company, and also cites two delegated letter orders, signed by the
Chief Accountant approving requests, submitted by two DETI affiliates, for waivers of the Commission's AFUDC formula.

90. The Commission's CenterPoint Energy order does not support DETT's position. CenterPoint Energy Gas Transmission

(CEGT) was a wholly-owned subsidiary and did not itself “issue debt or equity on a stand-alone basis.”>'® CEGT stated that
its proposed $41.3 million project (a Phase III expansion of a new line) would be entirely “financed by available funds and
short-term borrowings,” and CEGT “propose[d] to exclude the equity component in the calculation of” its AFUDC rates for

the project.2 Yna response to a Commission audit staff data request, CEGT had further stated that it intended to use as its

cost rate for calculating AFUDC the 13-month average of the monthly interest rates charged by CEGT's parent on borrowings

made by subsidiaries from the parent company.220

91. In its order, the Commission stated that CEGT could use its proposed AFUDC rate provided that “it was less than the

maximum rate determined under the [GPI No. 3(17)] formula prescn'bed.”22 l Further, in emphasizing that CEGT was to apply
the AFUDC formula to determine a maximum AFUDC rate that it could not exceed, the Commission noted that under the
formula, CEGT could not simply use a rate based on 100 percent equity and its parent's cost rate for equity. The cost-rate for
equity would be based on its parent's percentages of long-term debt and common equity (i.c., capital structure), and the cost

rates for such long-term ﬁnancing.222 Further, CEGT did not represent that it had short-term debt balances, and the Commission
therefore did not address in CenterPoint Energy whether CEGT or any regulated entity could exclude its own available short-
term debt balances in applying the AFUDC rate formula found in GPI No. 3(17), and did not address any request by CEGT
to use its parent entity's monthly short-term consolidated debt and monthly consolidated CWIP balances to determine whether
there remained any CWIP on which to apply long-term financing rates.

92. In short, in the only Commission proceeding that DETI cites that involved a mature regulated natural gas utility and AFUDC,
the order emphasized that the Commission's AFUDC rate formula in GPI No. 3(17) did apply, and that the *62661 formula sct
the maximum AFUDC rate above which it would not be permissible for CEGT to use. The order did not address or otherwise
authorize CEGT to calculate AFUDC using its parent's monthly short-term debt and CWIP balances instead of its own. We
find that CenterPoint Energy is distinguishable from DETT's circumstances and does not provide support for DETT's argument.
Moreover, in the context of granting a case-specific waiver, it does not set forth a policy authorizing regulated natural gas
entities to not use their own monthly book balances of short-term debt and CWIP if they receive long-term financing from a
parent entity. Rather, it highlights that DETI should have sought a waiver, as did CEGT, if DETI sought to depart from, and
exceed, the formula in GPI No. 3(17).
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*%*34 93, As previously noted, DETT also relies on two delegated Commission letter orders granting requests for waivers of the

maximum AFUDC formula in GPI No. 3(17), that were submitted by two DETI affiliates.”%® The two requests sought “waivers”
of the formula so as to “result in a lower allowance for funds used during construction (AFUDC) rate than would be derived
using the actual book balances of [Dominion Carolina Gas Transmission, LLC (“DCG”) or Dominion Cove Point LNG, LP

(“DCP”DD)].'DD'224 Importantly, each entity represented that it has no short-term debt book balances of its own and, indeed,

that it maintains no book balances used in the Commission's AFUDC rate formula other than common equity.225 DCG and
DCP further represented that the cost rate for common equity for each would be the relatively high (compared to the short-term
financing rates otherwise employed in calculating AFUDC) with imputed return on equity rates of, respectively, 12.7 percent

and 11.9 percent set in each entity's last rate case settlements.>2° Although DCG represented that it obtains its equity financing
from Dominion Midstream Partners, LP (DM), DCG stated that DM's capital structure of 83 percent equity to 17 percent debt
would “result in an anomalously high AFUDC rate” and accordingly DCG proposed, instead, using the “hypothetical capital
structure of 50 percent debt and 50 percent equity (consistent with the stipulation in its last rate case scttlement),” the rate of

return on equity from its last rate case, and DM's cost of long-term debt to arrive at an AFUDC rate of 6.65 percent.227 DCP
proposed, instead of using its actual book balances of 100 percent equity, to use its parent's capital structure of 66 percent debt
and 34 percent equity, its rate case scttlement rate of return on equity, and its parent's costs of short-term and long-term debt,

and proposed that any other elements used in the AFUDC formula be based on book balances and cost rates of its parent.228

94. The two Chief Accountant delegated letter orders granting, respectively, DCG's and DCP's request for waivers each stated
that “Order No. 561 did not specifically address a situation where a regulated entity does not provide its own financing of

its construction projects.”229 Each letter order further observed that “[flor purposes of return on equity and capital structure,
if the regulated pipeline does not provide its own financing, the Commission policy is to use the actual capital structure of

the entity that does for the regulated pipeline.”230 DCG's order adds that the parent's capital structure will be rejected if it is
“abnormal relative to the capital structures approved for other regulated pipelines,” in which case the Commission may employ

a hypothetical capital structure. 23! The two letter orders accepted the DETT affiliates' proposed alternatives to applying the
formula in GPI No. 3(17) which, each letter order stated, would have resulted in an improperly high AFUDC maximum rate

given that each entity only had book balances of equity.232 However, each letter order capped any AFUDC rate that might result
from application of the proposals at the allowed weighted-average cost of capital used in the two entities' respective last rate

settlements. >3 Further, each letter order specified that if either *62662 entity should cease relying solely on financing from
another entity, it “should determine its AFUDC rate, consistent with the requirements of Order No. 561 and GPI No. 3(17 ).”234

*%*35 95. DETI contends that these two Chief Accountant delegated letter orders granting requests for waivers made by
its affiliates show that “substantively, DETI's practice of computing AFUDC using its parent company's book balances is

appropn'ate.”235 DETT asserts that it sees no difference between its factual circumstances and those of its two affiliates, except

that it did not request a waiver while they did, and alleges it is being “punish[ed] ... for failure to obtain express permission,”236

and claims that Commission audit staff is acting arbitrarily in granting waivers to its two affiliates while seeking to enforce the

Commission's AFUDC rate formula against DETIL?Y

96. DETT's equating its circumstances to those of its two affiliates is inaccurate, and its reliance on the two letter orders is
misplaced. The salient fact in its two affiliates' circumstances is that, according to their representations, they had no book
balances other than equity. Thus, they had no monthly balances of short-term debt, for example, to be used to finance their
monthly CWIP balances (thereby reducing the amount of CWIP to be financed using longer term debt or equity), as well as no
prior year balances of long-term debt, preferred equity or common equity, to be used in GPI No. 3(17)'s formula for determining
the maximum AFUDC rate.

97. In contrast, as found in the Audit Report and not contested by DETI, throughout the period covered by the contested
finding and recommendations, DETI had short-term debt book balances in excess of its monthly CWIP balances. Pursuant to
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the Commission's regulations, specifically GPI No. 3(17) and the formula contained therein, as well as Order Nos. 561 and
561-A, DETI was required to look to this short-term debt first in calculating its maximum rate of AFUDC, and to employ long-
term financing rates only to the extent its monthly CWIP balances exceeded its available short-term debt, which never occurred.
The factual circumstances presented by DETI's two affiliates are substantially different than those presented in this contested
audit proceeding, and merit different results. The Chief Accountant delegated letter orders granting the waivers do not reflect a
Commission policy of looking to the consolidated CWIP and consolidated short-term debt balances of its parent entity, simply
on the basis that the regulated entity has received long-term financing from a parent entity. DETT has not cited or directed
us to a single order discussing or adopting such a policy. Furthermore, the Commission has a general rule that any waivers
or similar authorizations granted by the Commission are specific to the case in which they are granted and do not establish

any new policies or accounting guidelines of general applicability.238 Accordingly, given the substantially different factual
circumstances between DETI's situation and that of its two affiliates, DETI was in error to assume (1) that its methodology and
practice for calculating AFUDC was either an appropriate one, or consistent with the Commission's accounting regulations and
precedent or (2) that the waivers granted its affiliates indicate that DETI's actions were substantively appropriate.

**36 98. To summarize the foregoing discussion of precedents: twelve of the orders DETI relies on contain no discussion of
AFUDC, and relate instead to the different regulatory context of determining capital structure and rate of return on rate base in
the context of rate cases. Three more orders relate to determining AFUDC in the context of a new entity building a new, discrete
major project that has no short-term debt or other financing of its own, also not the circumstances involved here. One order
does relate to AFUDC in the context of an ongoing, mature pipeline company, but expressly states that the regulatory formula
in GPI No. 3(17) applies and forms a maximum limit applicable to any AFUDC rate developed by that pipeline. Finally, the
two Chief Accountant delegated letter orders granting waivers to DETI's affiliates pertain to the circumstance of entities that
lack all of the components of the regulatory formula except equity, and such equity is provided by a parent entity - again, not a
precedent applicable to the circumstances here. Contrary to DETI's claim that the Commission's policies and precedent required
that DETI ignore its own book balances - and in particular ignore that its own short-term debt balances exceeded its CWIP

balances,239

we do not find any such precedent or policy.

*62663 99. We also do not find persuasive the other arguments that DETI makes that would permit regulated natural gas
companies to not use their own book balances, particularly their own short-term debt and CWIP balances, when calculating
AFUDC. For example, DETI points to a 2008 revision of page 218a of the Commission's Form No. 2, on which pipelines
disclose their AFUDC calculations. The revision required pipelines to begin identifying “the specific entity used as a source for

the capital structure figures.”240 A recognition, however, that in some instances a pipeline's long-term debt or equity components
may consist entirely of capital from a parent entity and should be valued based on the parent entity's percentages of debt and
equity (i.e., its “capital structure”™) does not equate to authorization to exclude the short-term debt balances and other sources
of financing construction shown on a regulated entity's own books.

100. DETI states that the Commission has recognized that Order No. 561 was not designed for situations in which a regulated
entity obtains all of its financing from another entity.241 The Commission has on occasion made similar, though somewhat

more limited, statements regarding the potential applicability of Order No. 561,242 However, such statements do not announce
a policy stating that either a group of regulated natural gas companies is free to depart from the maximum AFUDC rate set forth
in GPI No. 3(17), or that such group or classification of regulated pipelines can overlook, for example, that their own short-
term debt balances exceed their CWIP. As noted above, it bears repeating that DETI has not pointed to any Commission orders
discussing or adopting such a policy with respect to any group or classification of regulated natural gas companies.

*%37 101. In this same vein, DETI asserts that no waiver or permission is required for a pipeline to compute AFUDC using the

capital structure of the entity providing its financing.243 Putting to one side the interpretation and accuracy of this statement, we
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