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Exhibit LDS-4
Page 1 of 5

PUBLIC UTILITY COMMISSION OF TEXAS
CENTERPOINT ENERGY HOUSTON ELECTRIC, LLC
PROCEDURES MANUAL

TEST YEAR ENDING DECEMBER 31, 2023

Budgetary Planning

The current planning process at CenterPoint Energy, Inc. begins with a formal strategic planning
process that provides for a formal annual review by all CenterPoint Energy, Inc. business units.
Aspart of this process there are formal sessions in which the business units (or “Client Company™)
meet with representatives of CenterPoint Energy Service Company, LLC

(“CenterPoint Service Company”) to share relevant information that is used by the CenterPoint
Service Company in developing the proposed annual budget. In addition to the formal meetings,
there are ongoing meetings throughout the year between representatives of CenterPoint Service
Company and the business units to discuss and identify any planned decreases or increases in
business activities that may affect future resource planning.

The current budgeting process for CenterPoint Service Company requires each functional area to
meet with the respective business unit to determine future service needs, which may include both
ongoing operations and project activities or unique one-time activities. Based upon the information
provided by the business units to CenterPoint Service Company representatives, a proposed budget
is developed by each functional group within CenterPoint Service Company. Once initial budgets
are defined, meetings are held with the president of each of the business units along with his/her
financial director and any appropriate support personnel. Based on the discussions with the
business units, adjustments are made to the respective CenterPoint Service Company budgets,
which are then incorporated into the business units’ budgetary plans.

The next step in the annual planning process is a review of the proposed business plans and
corresponding budgets by each of the CenterPoint Service Company’s functional areas and
business units with the Executive Committee. Upon final adjustments to proposed business plans
and budgets, a presentation is made to the CenterPoint Energy Board of Directors.

The final step in the planning process is to develop the Service Level Agreements (“SLA’s”) to
reflect the agreed upon services, pricing and performance standards. The final SLA's are then
distributed to respective business unit finance directors to coordinate a final review and signature
of the business unit president.

Monitoring of Costs and Management Reporting

During the year, performance review meetings are held where each business unit head presents to
the senior management team a recap of current month and year to date financial performance.
These reports include a specific section for the billings from CenterPoint Service Company and
explanations for deviations. In addition to the business units, each of the functional unit leaders of
CenterPoint Service Company provide a recap of their respective financial performance and
billings to the business units.
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The preparation of these monthly reports is coordinated by the financial director employed by each
business unit and reporting to the respective president. Part of the preparation of these reports
requires a detailed review of the billings received by the business unit from CenterPoint Service
Company to insure reasonableness and accuracy. Any discrepancies that are not evident in the
billings are referred to the finance director for CenterPoint Service Company for further
explanation.

Arms-Length Transactions

Each business unit has a finance director, reporting to the respective business unit president that is
charged with overseeing that the services being provided by the service company are appropriately
priced and periodic reviews of the billings are consistent with the annual SLA. To ensure the cost
of services are competitive with the market, periodic reviews and assessments are performed
through both benchmarking and outsourcing studies.

Cost Object Monitoring and Control

The CenterPoint Service Company Finance Organization is responsible for reviewing, monitoring,
and maintaining the cost objects. The CenterPoint Service Company Finance Organization will
also establish new cost objects. An annual review is required in addition to the day-to-day
maintenance of the system. As part of the annual review, the CenterPoint Service Company
Finance Organization monitors and close inactive cost objects.

Allocation Factors Update and Revisions

Allocation factors are based on cost drivers specifically applicable to the service provided. The
CenterPoint Service Company Finance Organization has the primary responsibility for ensuring
that allocation factors are correct, accurate and current. Allocation factors are updated annually,
at year-end.

Allocation factors are evaluated quarterly to reflect year-to-date activity through that point in time.
For example, allocation factors are evaluated after the first quarter reflecting year-to-date activity
through the first quarter. These new factors will be applied to the next quarter if material variances
from the prior evaluation period exist. This process is repeated at the end of the second and third
quarters. The new allocation factors are applied as needed when material variances exist or until
the next annual update occurs.

The CenterPoint Service Company Finance Organization is responsible for evaluating new
allocation methodologies and the frequency of updates and revisions. Allocation factors in effect
for 2023 are set forth on Schedule V-K9.1 through V-K-9.3.
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Time Reporting

Certain CenterPoint Service Company employees keep time records supporting labor charged to
separately identifiable goods and services performed for Client Companies. All time is entered
into SAP either through an automated timekeeping system or through manual entry directly into
SAP. Cost objects to which time entries relate are identified in the timekeeping system, and costs
associated with those time entries are charged to the appropriate cost objects through SAP billings.

Employees record time weekly in a minimum of 30-minute increments. Departments may elect to
record employee’s time in increments smaller than 30-minutes to meet special needs. The
employee’s immediate supervisor reviews and approves time reports. Department Time

Coordinators review time entry monthly to insure 100% accountability and compliance.

Time records are maintained for at least six years.

Billing and Review

Monthly invoices are rendered by CenterPoint Service Company for services rendered. Invoices
are, to the extent feasible, in the form of electronic reports in the SAP system. Charges are
rendered during the first week of each month covering amounts incwred during the prior month.
For most Client Companies, charges are invoiced through an SAP entry which journalizes the
actual monthly charges on the customer’s books on the first workday of the financial close.
Charges are based on actual amounts incurred. If allocations are required, they are based on
estimated values based on estimates in budget plans for the relevant values. Estimated amounts
are adjusted on subsequent charges either in a subsequent month or at the end of the year. Payment
is made by the Client Company by making remittance or by making (offsetting) accounting entries
of the amount billed.

Management of each Client Company is responsible for reviewing invoices from CenterPoint
Service Company to determine accuracy and appropriateness of charges.

CenterPoint Service Company's billing system will use 17 C.F.R. Section 256 et. al, the "Uniform
System of Accounts for Mutual Service Companies”, established by the Commission for holding
company systems, as may be adjusted to use the FERC uniform system of accounts. ServiceCo
will support its charges with reasonable documentation (which may be maintained in electronic
form). Service Company will adjust charges as required to reflect the discovery of errors or
omissions in the charges.

Dispute Resolution Procedure
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From time to time, disputes may arise regarding the services and products provided by CenterPoint
Service Company. The employees of the Client Company and the employees of CenterPoint
Service Company are encouraged to resolve those disputes on an informal basis in as timely a
manner as possible, and the CenterPoint Service Company agrees, upon reasonable request, to
provide access to relevant books and records. However, if during the year a dispute arises as to
the scope of any service or the nature of any product, the delivery terms, the related performance
metrics and standards, or the price for any service or product which cannot be resolved on an
informal basis, the Client Company and CenterPoint Service Company will resolve the dispute
using the following procedures:

A. A supervisor or manager of the Client Company who is responsible for the use of the
service or the consumption of the product about which there is a dispute will notify in writing, or
by email, a supervisor or manager of CenterPoint Service Company who is responsible for
providing the service or product of the nature of the dispute, including specific examples of
problems or failures which gave rise to the dispute. The supervisor or manager of the Client
Company shall also present a proposed resolution of the dispute and propose a date and time for a
meeting to resolve the dispute. The supervisor or manager of CenterPoint Service Company shall
acknowledge in writing, or by email, his or her receipt of the notice of the dispute and agree to the
meeting, suggest an alternative date and time for the meeting proposed by the supervisor or
manager of the Client Company, or contact the supervisor or manager of the Client Company to
schedule a meeting date and time that the two may agree upon.

B. The supervisor or manager of the Client Company and the supervisor or manager of
CenterPoint Service Company may meet as often as both agree is necessary to resolve the
complaint, and their meeting or meetings may include such other employees as may be helpful in
resolving the dispute. If after such meeting or meetings, but in no event later than thirty days after
the initial notice of the dispute was given, the supervisor or manager of the Client Company and
the supervisor or manager of CenterPoint Service Company are unable to resolve the dispute, the
dispute shall be referred to the appropriate executive of the Client Company and an executive of
CenterPoint Service Company for resolution.

C. The executive of the Client Company and the executive of CenterPoint Service Company
shall meet at a date and time or dates and times they mutually agree upon. Such meetings or
meetings may include any employees either executive believes will be helpful in resolving the
dispute. If, after such meeting or meetings, the executive of the Client Company and the executive
of CenterPoint Service Company reasonably believe they cannot resolve the dispute, the dispute
shall be referred to the most senior executives of the Client Company and of CenterPoint Service
Company for resolution in accordance with whatever procedures senior management may
establish.

Internal Audit Control
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Internal Audit, under the direction of the Vice President of Audit Services, conducts periodic
reviews of CenterPoint Service Company’s business processes and systems to ensure that the
services provided are properly documented and charged to the Client Companies on an appropriate
basis. Reviews are performed such that all major service areas are evaluated over time. Internal
Audit also conducts reviews of transactions and cost object charge methods to assess whether they
comply with SEC requirements.

Internal Audit maintains an independent role and has direct contact to CenterPoint Energy’s Audit

Committee. Audit findings, recommendations, and progress toward resolution of findings are
reported to the Audit Committee and Senior Management as appropriate.
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EXHIBIT LDS-5
TO
DIRECT TESTIMONY
OF
L. Darren Storey

Exhibit-LDS-5 to Direct Testimony of L. Darren
Storey is voluminous and will be provided in
electronic format.
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GLOSSARY OF ACRONYMS AND DEFINED TERMS
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ARAM
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CenterPoint Houston
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CNP
Commission
Company

DCRF
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FERC
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FIT

GAAP
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Financial Accounting Standards Board
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Health Care
Legislation

TIRA
IRC or LR.C.
ITC

Medicare Part D
Subsidy

NOL
NUOI
OPEB
PPACA
PIS
PLR
PTC
PURA
RFP

Rider JRA

Service Company
SFAS

TCJA

TCOS

TEEEF

TRA 1986

UEDIT

Patient Protection and Affordable Care Act Together with the
Health Care and Education Reconciliation Act of 2010

Inflation Reduction Act of 2022
Internal Revenue Code
Investment Tax Credit

Subsidy Actuarially Equivalent to Medicare Part D Coverage

Net Operating Loss

Net Utility Operating Income

Other Post-Employment Benefits

Patient Protection and Affordable Care Act
Plant in Service

Private Letter Ruling

Production Tax Credit

Public Utility Regulatory Act

Rate Filing Package

Tax Rider to Ensure that Impacts of the Inflation Reduction Act
Are Captured on an Annual Basis

CenterPoint Energy Service Company, LLC
Statement of Financial Accounting Standard

Tax Cuts and Jobs Act of 2017

Transmission Cost of Service

Temporary Emergency Electric Energy Facilities
Tax Reform Act of 1986

Unprotected Excess Deferred Income Taxes
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ES-1

EXECUTIVE SUMMARY - TAX

(JENNIFER K. STORY)

I present testimony, schedules and supporting workpapers on behalf of CenterPoint
Energy Houston Electric, LLC (“CenterPoint Houston” or the “Company™) related to
federal income tax (“FIT”), the Texas state franchise tax (also known as the Texas margin

tax), and property tax amounts for the test year. My testimony:

supports the Company’s request for CenterPoint Energy Service Company,
LLC (the “Service Company™) Corporate Tax Department test year affiliate
expenses;

describes the proactive approach the Corporate Tax Department takes with
respect to the valuation of CenterPoint Houston’s property assessed by local
taxing authorities, which ensures that CenterPoint Houston and its
customers pay no more than their fair share of the property tax burden;

discusses the impact of the Inflation Reduction Act of 2022 (“IRA™),
specifically addressing the corporate alternative minimum tax (“CAMT?);

explains the tax schedules required to be included in this filing;
addresses the appropriate treatment of income taxes;

addresses how electric utility property, including CenterPoint Houston’s
electric utility property, is valued for tax purposes in Texas;

explains how the income taxes and property taxes are computed for the test
year;

explains adjustments to the income taxes and property taxes in this
proceeding;

demonstrates that the amounts for income taxes and property taxes included
in this rate request are reasonable and necessary; and

describes the functionalization of income taxes and property taxes to:
transmission, distribution, transmission and distribution utility metering
system services, and transmission and distribution utility customer services.

Direct Testimony of Jennifer K. Story
CenterPoint Energy Houston Electric, LL.C

1039



ES-2

1 My testimony and supporting schedules demonstrate that CenterPoint Houston’s

2 requested tax-related cost of service items are as shown in the table below:

3 Table 1. Tax Related Cost of Service Components!
EXPENSES
Federal Income Tax Expense $132.4 million
Texas Margin Tax Expense $27.5 million
Property Tax Expense $126.8 million

RATE BASE

Accumulated Deferred Federal Income Taxes

($1.3) billion

Regulatory Liability: Protected EDIT (TCJA)

($656.2) million

Regulatory Liability: Protected EDIT (Pre TCJA)

($0.8) million

Regulatory Asset: Unprotected EDIT (TCJA)

$8.1 million

Regulatory Asset: Medicare Part D Subsidy

$11.0. million

VCREDIT” refers to Excess Deferred Income Taxes. “TCJIA” refers to the Tax Cuts and Jobs Act of 2017.

Direct Testimony of Jennifer K. Story
CenterPoint Energy Houston Electric, LLC
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DIRECT TESTIMONY OF JENNIFER K. STORY

I. INTRODUCTION

PLEASE STATE YOUR NAME, POSITION, AND BUSINESS ADDRESS.
My name is Jennifer K. Story. I am the Vice President of Tax for the Service
Company, an indirect, wholly owned subsidiary of CenterPoint Energy, Inc.
(“CNP”). .My business address is 1111 Louisiana Street, Houston, Texas 77002.
ON WHOSE BEHALF ARE YOU TESTIFYING IN THIS PROCEEDING?
I am testifying on behalf of CenterPoint Houston.

WHAT ARE YOUR PRESENT RESPONSIBILITIES?

My responsibilities on behalf of CNP and its subsidiaries and operating units
include leading the Corporate Tax function, which is described in more detail later
in my testimony. In this position, I have assisted with the preparation and review
of tax testimony and schedules filed in regulatory proceedings in various
jurisdictions where CNP and its subsidiaries operate.

PLEASE DESCRIBE YOUR EDUCATIONAL BACKGROUND AND
PREVIOUS WORK EXPERIENCE.

I joined the Service Company in October 2022. Prior to that time, I worked for gas
and electric utilities for sixteen years in tax and regulatory leadership roles. I
received a Bachelor of Science degree in Accounting from the University of Texas
at Dallas in 2002. Iam a Certified Public Accountant licensed in the State of Texas.
HAVE YOU PREVIOUSLY TESTIFIED IN OTHER REGULATORY
PROCEEDINGS?

Yes. I have filed testimony with the Railroad Commission of Texas in Gas Utility
Docket Nos. 10580, 10640, 10742, 10743, and 10779, the Colorado Public Utilities

Direct Testimony of Jennifer K. Story
CenterPoint Energy Houston Electric, LLC
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Commission in Proceeding No. 15AL-0299G; the Corporation Commission of
Kansas in Docket No. 2017-00481; the Kentucky Public Service Commission in
Docket Nos. 2017-00349 and 2018-00281; the Mississippi Public Service
Commission in Docket No. 2015-UN-049; the Tennessee Public Utility
Commission in Docket 17-00012, 18-00034, 18-00067, and 18-00097; the Virginia
Public Utilities Commission in Case No. PUR-2018-00014; and the Indiana Public
Utility Commission in Docket Nos. 48536, 45847, and 45990.

WHAT IS THE PURPOSE OF YOUR TESTIMONY?

My testimony supports the Company’s request for the Service Company Corporate
Tax Department test year affiliate expenses, addresses and explains FIT, the Texas
margin tax, and Texas property tax amounts requested in (and the schedules that
are required to be included in) the Company’s Rate Filing Package (“RFP”)%, and
shows that these amounts included in this rate request are reasonable and necessary.
In addition, I discuss the refunding of Excess Deferred Income Taxes (“EDIT”)
resulting from the Tax Cuts and Jobs Act 0f 2017 (“TCJA”).? 1 also outline certain
relevant provisions of the Inflation Reduction Act of 2022 (“IRA”)* and explain the

application of the provisions to the Company.

2 Project No. 49199 Project to Revise Rate Filing Package for Investor-Owned Transmission and Distribution
Utilities, July 20, 2020 (Order).

¥ Pub. L. No. 115-97, 131 Stat.2054 (2017).
* Pub. L. No. 117-169, 136 Stat. 1818 (2022).
Direct Testimony of Jennifer K. Story
CenterPoint Energy Houston Electric, LLC
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DO YOU SPONSOR ANY EXHIBITS OR SCHEDULES INCLUDED IN
THE RATE FILING PACKAGE

Yes, I sponsor Exhibit JKS-1 and Schedule II-E-3 and the associated Schedules
II-E-3.1 through 3.24. In addition, I co-sponsor certain RFP schedules with
Company witness Kristie L. Colvin: Schedule II-B-7 as it relates to accumulated
deferred income taxes (“ADIT”), Schedule II-B-11 as it relates to federal income
tax regulatory liabilities, Schedule I[-B-12 as it relates to federal income tax
regulatory assets, and Schedule II-E-2 as it relates to the Texas margin taxes and
property taxes. I also co-sponsor Schedules V-K-7 and V-K-12 with Company
witness L. Darren Storey as they relate to the Service Company’s Corporate Tax
costs.

WHERE DID YOU OBTAIN THE INFORMATION USED IN THE
PREPARATION OF THE TAX SCHEDULES INCLUDED IN THE RFP?
All amounts included in the tax schedules of the Company’s RFP were obtained
from the books and records of CenterPoint Houston. The income tax amounts as
of December 31, 2023, and for the test year then ended are determined using
appropriate accruals and estimates. In the following sections of my testimony, I
describe each of the tax schedules that I am sponsoring or co-sponsoring. Where
required, all the information has been functionalized pursuant to RFP General

Instruction No. 11.

Direct Testimony of Jennifer K. Story
CenterPoint Energy Houston Electric, LLC
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HOW DOES YOUR TESTIMONY RELATE TO THE TESTIMONY OF
OTHER COMPANY WITNESSES?

My testimony is related to the Direct Testimony of Mr. Storey through his
discussion of affiliate costs. The Corporate Tax organization’s costs are allocated
using methodologies described by Mr. Storey. My testimony also relates to the
Direct Testimony of Ms. Colvin who describes the cost of service and the
functionalization of those costs in the RFP.

WAS YOUR TESTIMONY, INCLUDING ASSOCIATED SCHEDULES,
WORKPAPERS, AND EXHIBITS, PREPARED BY YOU OR UNDER
YOUR DIRECT SUPERVISION AND CONTROL?

Yes.

II. OVERVIEW OF CORPORATE TAX

PLEASE DESCRIBE THE CORPORATE TAX FUNCTION.

Corporate Tax is a function of the Finance Organization as outlined in the Direct
Testimony of Ms. Colvin. The Finance Organization is a functional area of
Corporate Services within the Service Company as described in the Direct
Testimony of Mr. Storey. Corporate Tax consists of Income Tax and Indirect Tax.
Mr. Storey discusses the role of the Service Company, as well as the allocation
methodologies used to assign costs to CenterPoint Houston.

WHAT SERVICES WERE PROVIDED BY THE INCOME TAX
FUNCTION DURING THE TEST YEAR?

The Income Tax Department is responsible for all aspects of the Company’s federal
and state income taxes. There are five main areas of responsibility in the Income

Tax Department: (1) calculating and recording the necessary income tax

Direct Testimony of Jennifer K. Story
CenterPoint Energy Houston Electric, LLC
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accounting entries in compliance with Accounting Standards Codification (“ASC”)
740 (supporting the Company’s external financial statements and internal
reporting); (2) interacting with and providing support to the Company’s external
financial statement auditors in support of the income tax entries recorded to the
financial statements; (3) preparing and making compliance filings with all various
state and federal taxing authorities, which includes calculating income tax
obligations, making estimated income tax payments, and completing and filing the
various required income tax forms; (4) interacting with and providing information
to income tax auditors in support of the compliance filings made by the department;
and (5) supporting our Regulatory Department by providing income tax
information to be included in the Company’s extensive regulatory filings with state
regulators.

PLEASE DESCRIBE THE SERVICES PROVIDED BY THE INDIRECT
TAX FUNCTION.

The Indirect Tax function covers all non-income tax related matters for CNP and
the Company, primarily in the areas of ad valorem taxes (or property taxes) and
sales and use taxes. The Indirect Tax function is responsible for CNP’s tax
compliance filings, annually filing in excess of 4,000 sales and use tax returns and
300 property tax returns along with remittance of payments related to ad valorem
and sales and use tax liabilities. The Indirect Tax group advocates on behalf of the
Company on both ad valorem and sales and use tax matters through the appropriate
contesting of property tax assessments, the defense of the Company’s sales and use

tax positions that undergo taxing authority audits or examinations, the timely filing

Direct Testimony of Jennifer K. Story
CenterPoint Energy Houston Electric, LLC
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of any indirect tax refund claims, and overall management of the indirect tax
liabilities. Additionally, the Indirect Tax group supports the various regulatory
filings of the Company and ensures that customer-related sales and use taxes are
properly calculated and charged to customers.

WHAT EXPENSE AMOUNTS IN CENTERPOINT HOUSTON’S
PROPOSED COST OF SERVICE DOES YOUR TESTIMONY SUPPORT?
I support affiliate costs for the Corporate Tax functions charged to CenterPoint
Houston. The Direct Testimony of Ms. Colvin and Direct Testimony of Mr. Storey
provide additional information regarding the amount of Corporate Tax function
expenses and the allocations of those expenses to CenterPoint Houston.

HOW ARE CORPORATE TAX FUNCTION EXPENSES CHARGED TO
CENTERPOINT HOUSTON?

The Corporate Tax function expenses are allocated at cost according to the
allocation methodologies addressed in the Direct Testimony of Mr. Storey.

IS IT CORRECT THAT THE COSTS THAT THE CORPORATE TAX
FUNCTION CHARGES CENTERPOINT HOUSTON ARE NOT HIGHER
THAN WHAT IT CHARGES OTHER CNP AFFILIATES OR DIVISIONS
FdR DEPARTMENT SERVICES?

Yes. The costs that the Corporate Tax function charges CenterPoint Houston for
operation and maintenance expense costs are not higher than what it charges other
CNP affiliates or divisions for those services. All operation and maintenance
expense costs incurred by the Corporate Tax Function are charged to all CNP

affiliates at cost through allocations. The Direct Testimony of Ms. Colvin and the

Direct Testimony of Jennifer K. Story
CenterPoint Energy Houston Electric, LL.C
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Direct Testimony of Mr. Storey further describe the process for direct charging or
allocating costs to CenterPoint Houston and other CNP affiliates or divisions at
cost.

ARE THE CORPORATE TAX FUNCTION EXPENSES YOU SUPPORT
REASONABLE AND NECESSARY TO PROVIDE SERVICE TO THE
PUBLIC?

Yes. As my testimony demonstrates, the services that the Corporate Tax function
provides to CenterPoint Houston are necessary and must be provided for the
Company to provide electric service, and those services are provided at a reasonable
cost. CenterPoint Houston requires the services of trained tax professionals. The
employees of the Corporate Tax function are highly skilled and specialized tax
professionals. These employees provide essential services to multiple business
units, including to the Company. Having the Corporate Tax Department’s costs
centralized and shared by multiple business units avoids the duplication of expertise
that would be necessary if each business unit acquired these resources separately.
Also, there are economies of scale that are achieved by sharing information
technology and tax-specific software across multiple business units.

DO THE EXPENSES FOR THE SERVICES PROVIDED BY THE
CORPORATE TAX FUNCTION AND CHARGED TO CENTERPOINT
HOUSTON INCLUDE ANY EXPENSES THAT THE PUBLIC UTILITY

REGULATORY ACT (“PURA”) AND THE COMMISSION RULES

Direct Testimony of Jennifer K. Story
CenterPoint Energy Houston Electric, LLC
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PROHIBIT FROM INCLUSION AS A COMPONENT OF COST OF
SERVICE?

No. Although the Corporate Tax function incurs certain expenses that must be
excluded from CenterPoint Houston’s costs of service, such expenses were not
allocated to CenterPoint Houston’s cost of service in this proceeding. The Direct
Testimony of Mr. Storey discusses CNP’s processes to track and identify such
non-recoverable expenses, and the Direct Testimony of Ms. Colvin discusses the
adjustments to exclude non-recoverable costs from CenterPoint Houston’s cost of
service.

HOW DOES CORPORATE TAX MONITOR EXPENSES TO ENSURE
COSTS INCURRED ARE REASONABLE AND NECESSARY AND THAT
COSTS ARE PROPERLY ASSIGNED?

Corporate Tax’s budget is established annually as part of the CNP budget process.
Each year, the Department reviews the prior year budget and identifies necessary
changes to the current budget. The Corporate Tax budget is included within the
overall Finance Department budget, which is reviewed and approved by the Chief
Financial Officer (“CFO”), as well as CNP’s Executive Management.

Corporate Tax Department expenditures are reviewed monthly and
compared to the annual budget by myself and my management team to report
explanations on specified variances. Summary results are then reviewed with the
CFO and reported to Executive Management. Please also refer to the Direct

Testimony of Mr. Storey regarding CNP’s financial planning activities.

Direct Testimony of Jennifer K. Story
CenterPoint Energy Houston Electric, LLC
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1. INCOME TAX LEGISLATION

A. The Tax Cuts and Jobs Act

WHAT INCOME TAX LAW CHANGES WERE AT ISSUE IN THE
COMPANY’S PRIOR RATE CASE (DOCKET NO. 49421)?
The TCJA changed certain elements of the federal income tax system. Specifically,
as pertinent here, the TCJA reduced the corporate FIT rate from 35 percent to 21
percent rate, effective January 1, 2018. Due to this reduction in the FIT rate, the
amount of income taxes that certain regulated entities collected from customers in
anticipation of paying the Internal Revenue Service (“IRS”) —i.e., the then-current
federal ADIT balance recorded on such entities’ books — no longer accurately
reflected the entities’ current income tax liability. This resulted in EDIT. The
Company addressed the EDIT issue in its last rate proceeding and in the settlement
agreement that resolved that proceeding. I discuss EDIT in Section IV of my
testimony.

B. The Inflation Reduction Act
PLEASE DESCRIBE INCOME TAX LEGISLATION SINCE THE
COMPANY’S LAST RATE CASE.
H.R. 5376, commonly referred to as the IRA, was signed into law on August 16,
2022. The IRA generally applies to tax years beginning after December 31, 2022.
The IRA contains significant benefits for clean energy and renewable investments
impacting the utility industry. In an effort to achieve the goal of providing these
benefits, without adding to the deficit, the IRA includes the CAMT to offset the
cost of tax incentives. That is, the CAMT is inextricably linked to the IRA’s

renewable incentives.

Direct Testimony of Jennifer K. Story
CenterPoint Energy Houston Electric, LLC
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PLEASE SUMMARIZE THE MAIN ELEMENTS OF FEDERAL TAX
REFORM UNDER THE IRA THAT AFFECT PUBLIC UTILITIES.

The IRA changes certain elements of the United States tax law. Several provisions
are applicable to public utilities, including:

o Restoration and extension of the renewable electricity production tax credit
(“PTC”) and clean electricity investment tax credit (“ITC”);

o Creation of new tax credits designed to incentivize investment in renewable
energy®;

e Establishment of a non-deductible one percent (1%) excise tax on certain
corporate share repurchases’; and

e Imposition of a fifteen percent (15%) CAMT based upon Adjusted
Financial Statement Income (“AFSI”).

HOW DOES THE IRA POTENTIALLY IMPACT CENTERPOINT
HOUSTON?

As discussed in the Direct Testimony of Company Witness Jacqueline M. Richert,
the imposition of a minimum tax payment has the potential to negatively impact
the Company’s credit rating, and correspondingly, its ability to access financial
markets and obtain debt at a reasonable cost. This is because the IRA imposes on
Applicable Corporations a new 15% CAMT based upon AFSI. Applicable
Corporations, as defined by Internal Revenue Code (“IRC” or “LR.C.”) § 59(k),
will now generally pay income tax equal to the greater of 15% of AFSI or their

regular federal tax liability.

SLR.C. §45;LR.C. § 48.
STLR.C. § 45; § 45E; § 45Y.
TLR.C. § 4501(a).
Direct Testimony of Jennifer K. Story
CenterPoint Energy Houston Electric, LLC
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PLEASE DESCRIBE THE NEW CAMT.
The TIRA imposes the new CAMT prospectively on AFSI of an Applicable
Corporation for taxable years beginning after December 31, 20228,

AFSlis defined as the net income or loss reported on a taxpayer’s applicable
financial statement (“AFS”)° for a taxable year, with certain adjustments'®. An AFS
is a financial statement prepared in accordance with generally accepted accounting
principles (“GAAP”) and reported to the United States Securities and Exchange
Commission, generally in the form of an annual Form 10-K.

Adjustments are then made to the net income reported on the AFS, an
example of which is an adjustment for depreciation allowed under IRC § 168 in
lieu of book depreciation. Other adjustments include, but are not limited to, federal
income taxes and certain adjustments related to the accounting for defined benefit
pension plans.'!

The determination of whether CAMT must be paid is made by comparing
the regular income tax liability to the CAMT tentative tax due.'” If the CAMT

tentative tax due exceeds the regular income tax liability, CAMT must be paid.

$LR.C. § 59(k)(1).
*1R.C. § 451(b)(3).
WIR.C. § S6A.
HTR.C. § 56A.
21LR.C. § 55(a).
Direct Testimony of Jennifer K. Story
CenterPoint Energy Houston Electric, LLC
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PLEASE DESCRIBE THE INTERIM GUIDANCE PRESCRIBED BY IRS
NOTICE 2023-7 REGARDING THE CAMT.

On December 27, 2022, the IRS released Notice 2023-7'2, providing taxpayers with
interim guidance regarding time sensitive issues in the immediate application of the
new CAMT.

Issues addressed in the interim guidance include (1) interpretation of rules
with respect to depreciation of property subject to IRC § 168 and related
adjustments for gain or loss on the sale or disposition of assets under the CAMT,
(2) safe harbor rules in determining Applicable Corporation status,
(3) interpretation of rules addressing the determination of Applicable Corporation
status for affiliated groups and certain partnerships and (4) guidance regarding
treatment of certain federal income tax credits under the CAMT.

Taxpayers may rely on interim guidance until the Treasury’s issuance of
proposed regulations. The IRS has since issued additional interim guidance to
address other issues in interpretation and application of the CAMT.!* The issuance
of proposed regulations is still forthcoming in response to comments submitted
upon request made by the Treasury Department and IRS.

PLEASE PROVIDE AN EXAMPLE OF AN AFSI CALCULATION.

The following table shows an example of how the AFSI is calculated.

13 See hitps://www.irs.gov/pub/irs-drop/n-23-07.pdf.

14 See hitps://www.irs.gov/pub/irs-drop/n-23-20.pdf and hitps://www.irs.gov/pub/irs-drop/n-23-64.pdf.

Direct Testimony of Jennifer K. Story
CenterPoint Energy Houston Electrie, LLC
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H Description H Amount
PreTax Book Income $ 5,000
Less: Federal Income Tax Expense (1,050)
Financial Statement Income 3,050
Adjustments

Add: Federal Income Tax Expense 1,050

Add: Book Depreciation 500
Deduct: Tax Depreciation (3,000)

| Total Net Adjustments (1,450)

”Adjusted financial statement income, or AFSI 2,500

In this example, financial statement income is $3,950. Adjustments to financial

statement income include additions of federal income tax expense of $1,050 and

book depreciation of $500, and a deduction of $3,000 for tax deprecation for a net

adjustment to financial statement income of ($1,450). AFSI of $2,500 is derived

by reducing financial statement income of $3,950 by net adjustments of $1,450.

PLEASE EXPLAIN THE DIFFERENCE BETWEEN AFSI AND REGULAR

TAXABLE INCOME.

AFSI has limited adjustments for the differences between the recognition of income

and expense for financial statement purposes and CAMT purposes. In contrast, the

calculation of income for regular tax incorporates many differences in the

recognition of income and expense. The following table is a comparison of the

differences in the calculation of AFSI and the calculation of regular taxable income.

Direct Testimony of Jennifer K. Story
CenterPoint Energy Houston Electric, LLC
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Table 3. Illustrative Comparison of AFSI and Regular Taxable Income

I\ Description | AFsSI ?axable
ncome
PreTax Book Income $ 5,000 $ 5,000
Less: Federal Income Tax Expense (1,050) (1,050)
Financial Statement Income 3,950 3,950
Adjustments
Add: Federal Income Tax Expense 1,050 1,050
Add: Book Depreciation 500 500
Deduct: Tax Depreciation (3,000) (3,000)
Add: Book/Tax Differences 0 200
Deduct: Book/Tax Differences 0 (1,200)
| Total Net Adjustments (1,450) (2,450)
AFSI / Taxable Income $ 2,500 $ 1,500
|

In this illustrative comparison, taxable income for regular tax includes adjustments

of $200 (addition) and $1,200 (deduction) for various book tax differences not

included in the calculation of AFSI. Common examples of these timing differences

include cost of removal, mixed service cost, and bad debt.

WHAT TAX RATES APPLY TO AFSI AND REGULAR TAX?

The statutory tax rate applied to taxable income is 21%. The calculation of CAMT

applies a 15% rate to AFSIL.

PLEASE GIVE AN EXAMPLE OF THE CALCULATION OF CAMT.

The CAMT is the excess of the CAMT tentative tax over the regular 21% income

tax liability. The following table is an illustrative CAMT tax calculation.

Direct Testimony of Jennifer K. Story
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Table 4. Illustrative CAMT calculation

]I Description H Amount
AFSI $ 2,500
CAMT Rate 15%
CAMT Tentative Tax 375
Regular Taxable Income 1,500
Regular Tax Rate 21%
Regular Income Tax 315
CAMT $ 60

In this example, the CAMT tentative minimum tax of $375 exceeds the regular
income tax of $315 by $60. Because the CAMT tentative tax exceeds the regular
income tax, the taxpayer is liable for the CAMT of $60 plus the regular income tax
of $315 for a total federal tax liability of $375. Here, the enactment of the CAMT
resulted in an increase of $60 in the taxpayer’s current tax liability and also
generates a $60 CAMT carryforward. The CAMT credit carryforward is an asset
and should be included in the cost-free capital calculation in utility regulatory
filings.

PLEASE DESCRIBE HOW THE CAMT CREDIT IS APPLIED TO
FUTURE INCOME TAX LIABILITIES.

The CAMT paid in prior years can be used as a tax credit against future income tax
liabilities to the extent an income tax liability exceeds the CAMT tentative tax in a
tax year. In the illustration in the following table, the taxpayer has a CAMT
tentative tax of $375 and regular tax of $420 in Year 2. Because the CAMT
tentative tax does not exceed the regular tax, there is no CAMT due in Year 2. In

Year 1, the taxpayer paid CAMT of $60 and is eligible to claim a CAMT credit
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against regular tax liabilities in future years to the extent its regular tax liability

exceeds its CAMT tentative tax in a given year. In Year 2, the regular tax liability

($420) exceeds the CAMT tentative tax liability ($375) by $45. The CAMT credit

available to offset the Year 2 regular income tax liability is $45. In Year 2, the

taxpayer’s total tax liability is $375 ($420 regular tax + 0 CAMT - $45 CAMT

credit). After utilization of the credit, the CAMT carryforward is $15 ($60 CAMT

in year 1 less $45 utilization in year 2)

Table 5. Illustrative Application of CAMT Credit

H Description Year 1 | Year2
AFSI $ 2,500 $ 2,500
CAMT Rate 15% 15%
CAMT Tentative Tax 375 375
Regular Taxable Income $ 1,500 $ 2,000
Regular Tax Rate 21% 21%
Regular Income Tax 315 420
CAMT 60 0
Tax Before CAMT Credit 375 420
Less: CAMT Credit - 45
Net Tax Due $ 375 $ 375

IS CENTERPOINT HOUSTON AN APPLICABLE CORPORATION FOR

PURPOSES OF THE CAMT?

Yes.

IS THE COMPANY CURRENTLY SUBJECT TO THE CAMT?

Yes. Based on the statutory language included in the IRA and interim guidance

issued, the Company was subject to the CAMT beginning in 2023. However,

because CenterPoint Houston and other members of the CNP consolidated income

Direct Testimony of Jennifer K. Story
CenterPoint Energy Houston Electric, LLC

1056



10

11

12

13

14

15

16

17

18

19

20

21

22

Page 17 of 69

tax return are expected to pay regular income tax in excess of the CAMT in 2023,
there will be no minimum tax due for the 2023 tax year.

DOES THE COMPANY EXPECT TO PAY THE CAMT IN 2024?

Yes. Based on current guidance, the Company expects to pay the CAMT in 2024
and in future years. While CenterPoint Energy Houston’s test period in this case
ends on December 31, 2023, subsequent CAMT liabilities are relevant to the
requested tax rider described later in my testimony.

PLEASE EXPLAIN THE IMPACT OF THE CAMT TO CASHFLOW AND
CREDIT METRICS.

Payment of the CAMT means that the Company is no longer able to defer a portion
of income taxes to future periods and, therefore, must finance additional amounts
to pay taxes in the current period. As a result, it may be necessary to increase
borrowing to finance planned capital investments. As discussed in the Direct
Testimony Ms. Richert, this need for additional borrowing increases risk for the
Company and could impact CenterPoint Houston credit metrics. This was apparent
after passage of the TCIA, signed into law on December 22, 2017, when many
utilities received credit downgrades.'

C. CAMT Credit Carryforward

HOW DO YOU PROPOSE THE CAMT CARRYFORWARD BE TREATED
FOR REGULATORY PURPOSES?
The CAMT credit carryforward is a federal deferred tax asset and should be

included in rate base. When the minimum tax is paid, a CAMT credit is generated

15 Rating_Action Moody's changes outlooks on 25 US regulated utilities primarily impacted by tax reform

01-19-18.pdf (naruc.org)
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and can be carried forward indefinitely to offset the future regular income tax
liabilities in periods where the regular federal income tax liability exceeds the
CAMT liability. The CAMT credit cannot be carried back to previous taxable
years.

HOW SHOULD PAYMENT OF THE CAMT BE TREATED IN BETWEEN
RATE CASES?

As further discussed in the Direct Testimony of John R. Durland, the Company is
requesting approval to establish a tax rider to ensure that the impacts of the IRA are
captured on an annual basis (“Rider IRA”). This approach of tracking the federal
income tax law changes and the impact on rates mirrors the treatment required by
the Public Utility Commission of Texas (“Commission”) to track impacts from the
TCJA. In Accounting Order for Project No. 47945, utilities were required to track
the impacts of the federal income tax rate decrease and to establish regulatory
liabilities. The proposed Rider IRA will capture the impacts of the IRA.

WHAT ISSUES COULD ARISE IF A TRACKER FOR THE INCOME TAX
IMPACTS OF THE IRA IS NOT ESTABLISHED?

If income tax impacts are not tracked, the CAMT costs associated with the IRA
outside of a test year may not be recovered from customers. Since payment of the
CAMT is determined by comparing regular tax to the tentative minimum tax, a
calculation must be performed annually, and a tracker is a reasonable method to
ensure that rates are updated in a more timely manner. Similar to the process after

the TCJA was enacted, additional guidance is expected to clarify provisions of the
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JRA.'S A tracker will allow the Company to capture the impacts of these rules as
they become available.

HOW WILL COSTS RESULTING FROM THE IRA BE TRACKED
UNDER THIS PROPOSAL? |

As discussed in more detail in the Direct Testimony of Ms. Colvin, a return on the
CAMT carryforward will be calculated using the Company’s weighted-average
cost of capital determined in this rate case.

WHEN SHOULD TRACKING BEGIN UNDER RIDER IRA?

Tracking should begin immediately when a final order is issued in this rate case.
With additional guidance and proposed regulations still expected, it is most
appropriate to commence tracking with this rate case, since it coincides with the
IRA recently becoming law. Company witnesses Ms. Colvin and Mr. Durland
discuss the details of the Company’s proposed Rider IRA in their Direct
Testimonies.

IS THERE AN ALTERNATIVE APPROACH FOR RECOVERY OF THE
IMPACTS OF THE IRA IF A RIDER IS NOT APPROVED?

Yes. The existing Distribution Cost Recovery Factor (“DCRE”) and Transmission
Cost of Service (“TCOS”) interim rate mechanisms could be used to allow recovery
of the impacts of the CAMT carryforward. The transmission and distribution
component of the CAMT carryforward asset could be included in the rate base

updates in these mechanisms on an annual basis. Like the proposed Rider IRA, this

16 Comments have been requested on various tax credits and the CAMT. Additional IRS Notices will likely
be issued before Proposed Regulations come out. Taxpayers have oppottunities to comment and request
clarification during this process and until Final Regulations are issued.
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annual update would also allow the Company to reflect the impacts of additional
clarifying guidance when issued.

IV. ADIT AND EDIT

A. Accumulated Deferred Income Taxes

PLEASE EXPLAIN HOW THE IRC, THE COMPANY’S ACCOUNTING
PRACTICES UNDER GAAP, AND THE COMPANY’S OPERATIONS
GIVE RISE TO ADFIT FOR THE COMPANY.

ADFIT arises from the interaction of the IRC, the Company’s accounting practices
under GAAP, and the Company’s operations. The Company’s accounting books
and records are kept in accordance with GAAP, which provides guiding principles
and requirements as to when and how the Company records its financial results.
Likewise, the IRC and related regulations provide the rules and requirements the
Company follows when completing its income tax filings. ADFIT assets and
liabilities are created because of timing differences between the recognition of
income and expenses under the IRC and the recording of the Company’s income
and expenses under GAAP. ADFIT represents a net deferred income tax liability
for the estimated future tax effects attributable to temporary differences based on
the provisions of the enacted tax law. The effects of possible, but not yet enacted,
future changes in tax laws or rates are not contemplated as part of the calculation
of ADFIT.

PLEASE DESCRIBE THE GAAP AND IRC TEMPORARY DIFFERENCES
THAT GIVE RISE TO ADFIT.

There are a myriad of differences between GAAP and the IRC. Many of these
differences are temporary in nature, meaning the total amount of income or expense
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recognized for an item ultimately is the same under GAAP and the IRC, but the
time period over which it is recognized is different (for example, when an
investment is depreciable over 20 years under GAAP but 10 years under the IRC).
It is this difference in timing between GAAP and the IRC—that is, a temporary
difference—that gives rise to ADFIT. Due to the difference in timing required by
the IRC, the Company has deferred recognition of certain tax liabilities or benefits
to future periods (i.e., a different net income amount between book and tax return
exists, creating the difference in taxes paid to the IRS and the tax expense amount
recognized for accounting purposes). Described in simple form as an example,
when the timing differences that gave rise to an ADFIT liability (described below)
are over, the Company’s deferred income taxes are paid, the ADFIT liability is
extinguished, and the Company’s tax reporting and GAAP reporting will once
again match.

WHAT IS ADIT AND HOW DOES IT DIFFER FROM ADFIT?

ADIT comprises both federal and state accumulated deferred income taxes. As
described above, ADFIT results from temporary differences in the treatment of
revenue and expenses between GAAP and the IRC. Accumulated Deferred State
Income Tax (“ADSIT”) results from temporary differences in the treatment of
revenue and expenses under GAAP and state tax laws. For CenterPoint Houston,
ASC 740 requires that ADSIT be recorded for the differences in recognition of
revenue and expense between GAAP and state laws. Hereafter in my testimony, I

will refer to both ADFIT and ADSIT as ADIT.
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PLEASE PROVIDE AN EXAMPLE OF A TEMPORARY DIFFERENCE.
I have prepared an example that I have included as an Appendix to my testimony
which is incorporated herein by reference.

Q. ARE THERE DIFFERENT TYPES OF ADIT CREATED BY TEMPORARY
DIFFERENCES?

A. Yes. There are two separate and distinct types of ADIT: (1) deferred tax assets and
(2) deferred tax liabilities. A deferred tax asset is recognized for temporary
differences that will result in a future tax deduction and tax carryforward(s) that are
expected to be recovered in future periods through a reduction in taxable income.'’

A deferred tax liability is recognized for temporary differences that will result in

taxable income that will be settled in forthcoming periods.!® The cumulative ADIT

balance is the net of all deferred income tax assets and liabilities. The result is
either an ADIT asset (when deferred income tax assets exceed liabilities) or, more
commonly, an ADIT liability (when deferred tax liabilities exceed assets).

Q. PLEASE DESCRIBE THE TYPES OF ADIT BALANCES AND THEIR

IMPACT ON RATE BASE.

A. An ADIT liability represents cumulative amounts of income taxes that are

estimated to become payable in the future. These are income taxes that are owed
to the government but have yet to be paid. As an incentive to invest and typically

tied to public policy goals, the United States government allows for the deferral of

17 As an example, the Company has a deferred tax asset related to the allowance for doubtful accounts

(i.e., bad debt service) resulting from the differences in the timing of the deduction/expense between the
provisions of the tax law and financial reporting purposes.

18 As an example, the Company has a deferred tax liability related to its net plant resulting from the difference
in the depreciation methods and recovery periods utilized for income tax and financial reporting purposes.
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income tax payments on certain items, which is administered most notably through
enhanced expense recognition in the form of accelerated depreciation. The deferral
of income taxes resulting from accelerated depreciation is generally characterized
as an interest free loan from the government that will be paid back over the
depreciable life of the asset. The deferred income taxes that are owed but not paid
essentially become a source of funding for the Company. As cost-free financing,
the ADIT liability decreases rate base and is also known as a credit for ratemaking
purposes. Conversely, an ADIT asset represents cumulative amounts of income
taxes that are estimated to become receivable in the future; therefore, an ADIT asset
increases rate base and is also known as a debit for ratemaking purposes. An ADIT
liability is sometimes referred to as a deferred tax liability, and an ADIT asset is
sometimes referred to as a deferred tax asset.

WHY ARE ADIT BALANCES COMMONLY VIEWED AS A SOURCE OF
COST-FREE CAPITAL?

As described above, ADIT balances are created when government incentives defer
the payment of income taxes beyond the period when expense is recognized on the
Company’s financial statements. Since the Company recovers income tax expense
at or near the statutory federal income tax rate, these government incentives have
created temporary funding for investments in our system. This is why ADIT
represents cost-free capital and is properly treated as a reduction to rate base in the
revenue requirement. These tax incentives creating ADIT liabilities are timing

differences that will eventually reverse when taxes are paid. As this occurs, the
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ADIT liability balance decreases, representing less cost-free capital available to the
Company.

WHY DOES AN ADIT LIABILITY REDUCE RATE BASE?

As described above, ADIT represents amounts of tax that have been deferred due
to government incentives in the form of accelerated tax deductions. The utility has
collected tax expense from customers that totals the current and deferred taxes
payable to the IRS or to the state. To the extent that the utility is able to defer tax
payments due to accelerated deductions, the result is cost-free capital and customers
should not pay a return on investments made to the system using these cost-free
funds. It is proper to reduce rate base by the amount of cost-free capital represented
by ADIT.

WHAT IS A NET OPERATING LOSS CARRYFORWARD?

A net operating loss (“NOL”) carryforward is created when income tax deductions
exceed taxable income. These income tax deductions primarily arise from
temporary book/tax differences such as accelerated tax depreciation and other
accelerated tax deductions. Significant enough accelerated deductions can result in
negative current taxable income for a company. When this situation arises, the cash
benefit of the deductions cannot be realized because income tax payments cannot
be reduced below zero. Therefore, the NOL must be deferred and carried forward
to be used against taxable income in future periods, subject to certain limitations.
Only then will the taxpayer receive the cash tax benefit of the deductions that
generated the NOL. The TCJA limits the NOL deduction to 80% of taxable income

for NOLs generated in taxable years beginning after December 31, 2017. Such
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NOLs can be carried forward indefinitely. When carried forward, the NOL is a
temporary book/tax difference for which a deferred income tax asset must be
recorded. The sum of the deferred income tax liabilities, caused by the deductions,
and the deferred income tax asset created by the NOL carryforward represents the
cost-free capital that was received by the company.

WHY IS A NOL CARRYFORWARD RELEVANT TO THE COMPANY’S
ADIT BALANCE?

The Company currently has a NOL carryforward balance. While an NOL
component of ADIT is not a new approach to calculating ADIT in comparison to
the Company’s last base rate case before the Commission, the carryforward balance
that exists at the end of the test year, resulting in a deferred income tax asset, is a
new item on the ADIT schedules in the RFP.

IS THE DEFERRED INCOME TAX ASSET ON THE NOL
CARRYFORWARD A SOURCE OF COST-FREE CAPITAL FOR THE
COMPANY?

No. The deferred tax asset for the NOL carryforward represents a reduction to the
cost-free capital otherwise equal to the ADIT liabilities. For example, assume the
Company has $1,000 of book income and tax deductions of $1,200 (temporary
differences) and is subject to a 20% tax rate. The taxable loss would be $200.
Negative taxable income, or a tax loss, does not result in a refund from the IRS.
This example means that only $1,000 in tax deductions is providing a source of
cost-free capital, resulting in $200 in deferred taxes. These amounts are deferred

and paid to the IRS at a later time. The additional $200 in tax deductions (resulting
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in $40 in deferred taxes) does not result in current cost-free capital because it
provides no additional funds to invest in capital. This additional amount provides
no value to the Company until it is used to offset taxable income in a later year.
Therefore the $40 is recorded as a NOL carryforward deferred tax asset. The $240
(tax effected $1,200 in deductions) is recorded as a deferred tax liability. The net
of the two ($240 deferred tax liability less $40 NOL carryforward deferred tax asset
= $200) is the true cost-free capital received by the Company in the current year.
The NOL income tax asset must be included in rate base. This income tax asset is
required in order to represent the true amount of cost-free capital received by the
Company.

HOW SHOULD THE DEFERRED INCOME TAX ASSET ON THE NOL
CARRYFORWARD IMPACT RATE BASE?

The Company’s deferred tax asset on the NOL carryforward is included in rate base
on Schedule B-7. Ifthe Company were to include the deferred taxes resulting from
the income tax deductions taken in rate base, but not the deferred income tax from
the resulting NOL, it would overstate the cost-free capital the Company received
from the accelerated deductions. Both must be considered to accurately reflect the
amount of cost-free capital afforded the Company. In addition, this Commission
has historically followed these normalization principles for all temporary
differences.

B. Excess Deferred Income Taxes

WHAT IS EDIT AND HOW DOES IT ARISE?

As noted above, during the applicable accounting and income tax measurement

period, the Company calculates its ADIT balance, which is either a deferred income
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tax liability or a deferred income tax asset and is calculated based on the currently
enacted tax rate. When a change in the income tax rate occurs, the basis for the
calculation of the ADIT asset or liability changes. After such an income tax rate
change (as occurred through the TCJA), the ADIT balance on a company’s books
is remeasured to reflect the new income tax rate. EDIT is the excess of the ADIT
balance as of the day before the date of enactment of the law effecting the change
in income tax rate over the amount that would be the balance if the new income tax
rate were in effect for all prior periods. For regulated public utility property, ASC
980-740-25 requires that a regulatory asset or liability be recorded for the resulting
remeasurement of ADIT if it is probable that the excess will be collected from
customers (if the income tax rate increased) or returned to customers (if the income
tax rate decreased) through future rates. This EDIT is then grossed-up for the
income tax effect of the increase or decrease in income. The grossed-up regulatory
asset or liability is also itself a temporary income tax timing difference for which a
deferred income tax asset or liability shall be recognized.

DID THE FEDERAL INCOME TAX RATE CHANGE UNDER THE TCJA
HAVE AN IMPACT ON THE CALCULATION OF THE TEST YEAR
FEDERAL ADIT?

Yes. The TCJA was enacted in December 2017. Per GAAP, the ADIT must be
remeasured to reflect the estimated income tax owed at the new income tax rate per
the enacted law. The test year for this case is year-end December 31, 2023;
therefore, the remeasured ADIT at 21% is included in this filing and is consistent

with the settlement agreement and final order in Docket No. 49421 whereby
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CenterPoint Houston included the remeasured ADIT and the associated EDIT
regulatory assets and liabilities in rate base.

HOW IS THE REQUIRED TAX GROSS-UP CALCULATED?

The EDIT balance represents the amount of previously recorded deferred income
tax expense to be returned to customers. To determine the amount of revenue to be
returned to (or not collected from) customers so that the correct amount of EDIT is
returned, it is necessary to gross-up the EDIT by the income tax effect of the future
decrease in revenues. The formula to calculate the gross-up to the pre-tax amount
is 1/(1-tax rate). With a federal tax rate of 21%, the federal gross-up factor is
1.265823. For example, if the reduction in tax rate caused the federal ADIT liability
balance to decrease by $1,000, there would be an EDIT regulatory liability recorded
of $1,266. The new regulatory liability is also a temporary difference for which
deferred income taxes will be calculated.

PLEASE EXPLAIN HOW RATE BASE IS IMPACTED BY THE
REMEASUREMENT OF ADIT RESULTING FROM A REDUCTION TO
THE INCOME TAX RATE.

On day one of the remeasurement, total rate base is not impacted, and rate base
remains the same. While the reduction in the income tax rate causes the ADIT
balance to be reduced, thus increasing rate base, there is an offsetting net credit
balance recorded in the net regulatory liability that reduces rate base. The sum of
the remeasured net ADIT liability and the associated net regulatory liability plus

the deferred income taxes on the net regulatory liability is the same amount as the
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net ADIT liability before remeasurement. For all components of ADIT in rate base,
the same components of the net regulatory liability are also included in rate base.
PLEASE DESCRIBE “PROTECTED” AND “UNPROTECTED” EDIT.

In the implementation of the Tax Reform Act of 1986 (“TRA 1986”), the term
“protected EDIT” was adopted to refer to EDIT balances related to “method/life
depreciation” to which Section 203(e) of TRA 1986 applied. Method differences
refer to different depreciation methods used for book versus tax depreciation (i.e.,
straight line for book versus accelerated depreciation for tax, as discussed earlier in
my testimony). Life differences are the result of depreciating an asset over different
time periods for book and tax purposes. Method/life depreciation differences are
created by depreciable property such as distribution wires and poles. TRA 1986
stated that the reduction to the excess tax reserve under Section 203(e), the
protected EDIT, could occur no more rapidly than under the average rate
assumption method (“ARAM?”). “Unprotected EDIT” refers to all other EDIT
balances.

DOES THE TCJA INCLUDE A SECTION COMPARABLE TO SECTION
203(E) OF TRA 1986?

Yes, a similar provision is included in the TCJA at Section 13001(d). To maintain
a normalization method of accounting, it requires that the utility reduce its protected
excess tax reserve no faster than it would be reduced under ARAM. It also allows
for use of another alternative method if the utility does not have the data needed for

ARAM. The Company has the data needed for ARAM, therefore, the alternative
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method is not applicable. For purposes of further discussion, I will refer to EDIT
described under Section 13001(d) as protected EDIT.

OVER WHAT PERIOD WILL THE PROTECTED EDIT AMORTIZE
USING ARAM?

The protected EDIT amortization using ARAM will occur over the book life of an
asset. It will amortize no faster than the underlying book/tax timing difference
reverses. The amortization of EDIT begins when book depreciation on an asset is
greater than tax depreciation. The amortization amount will vary from year to year
based on the depreciation reversals in each year.

WHAT EDIT BALANCES ON THE COMPANY’S BOOKS ARE
PROTECTED UNDER THE NORMALIZATION RULES?

The EDIT attributable to federal method/life depreciation differences are protected.
There are other items protected in addition to federal method/life depreciation
differences, however, the Company does not have any of the other categories of
protected EDIT. In the Company’s books and records, all other EDIT amounts are
referred to as “unprotected” under the normalization rules.

WHAT ARE THE CONSEQUENCES OF REFUNDING PROTECTED
EDIT FASTER THAN ARAM?

The Company would have a normalization violation. Under the TCJA, the
consequences of a normalization violation are twofold. First, and consistent with
the historical rules under the TRA 1986, the Company would be required to notify
the IRS of such a violation, and it would permanently lose the ability to claim

accelerated depreciation. The rules under the TCJA also call for a second penalty.
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The language in the TCJA states “If . . . the taxpayer does not use a normalized
method of accounting . . . the taxpayer’s tax for the taxable year shall be increased
by the amount by which it reduces its excess tax reserve more rapidly than
permitted under a normalized method of accounting....”’® Thus, if the
normalization violation was caused by refunding the protected EDIT faster than
allowed under ARAM, the Company would be required to pay an additional tax
equal to the amount of the excess refunded.

HAS THE COMPANY REFUNDED ANY OF THE PROTECTED EDIT
FROM THE TCJA PRIOR TO THIS PROCEEDING?

Yes. In the Company’s last base rate case proceeding,?’ the Commission ordered
that protected EDIT related to the TCJA must be returned to customers through
rates over ARAM.

HOW IS THE AMORTIZATION OF THE PROTECTED FEDERAL EDIT
REFLECTED IN THE CURRENT FILING?

The amortization of the protected EDIT is included as a reduction to income tax
expense in the amount of $16.9 million as shown on Schedule II-E-3. This reflects

the test year estimated ARAM for protected EDIT.

19 TCIA Section 13001(d).
2 gpplication of CenterPoint Energy Houston Electric, LLC to Change Rates, Docket No. 49421, Final Order
at Finding of Facts 93-94 (Mar 9, 2020).
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HAS THE COMPANY REFUNDED ANY UNPROTECTED EDIT?

Yes. The Company initially began flowing unprotected EDIT (“UEDIT”) back to
customers in 2018 through its TCOS filing?’ and DCRF filing.?? After the
Company’s last base rate case, customers continued to receive UEDIT refunds
through the Company’s retail tariff Rider UEDIT and its wholesale transmission
SBILViCG tariff>.

WAS THE UNPROTECTED EDIT SUBJECT TO TRUE-UP?

Yes. As stated in the Company’s last rate case?, the unprotected EDIT balance
was subject to true-up adjustments as a result of any changes or guidance to the
TCJA, federal income tax returns, audit adjustments, TCOS and DCRF refunds,
and protected ARAM reclassifications.

AT THE END OF THE TEST YEAR, DOES AN UNPROTECTED EDIT
REGULATORY BALANCE REMAIN?

Yes. At the end of the test year, the unprotected EDIT balance related to the TCIA

is a net regulatory asset of $8.1 million.

2 Application of CenterPoint Energy Houston Electric, LLC to Revise its Wholesale Transmission Rates
Approved in Docket No. 47610 Pursuant to 16 Tex. Admin. Code §25.192(h) Docket No. 48065, Final Order
(Apr. 27,2018). .

22 Application of CenterPoint Energy Houston Electric, LLC to Amend its Distribution Cost Recovery Factor,
Docket No. 48226, Final Order (Aug. 30, 2018).

2 Application of CenterPoint Energy Houston Electric, LLC to Change Rates, Docket No. 49421, Final Order
(Mar 9, 2020).

% Application of CenterPoint Energy Houston Electric, LLC to Change Rates, Docket No. 49421, Direct
Testimony of Charles W. Pringle, Bates Stamp Page 1008 (Apr 5, 2019).
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HOW DID THE UNPROTECTED EDIT REGULATORY LIABILITY
CHANGE TO AN UNPROTECTED EDIT REGULATORY ASSET?

The Company began immediately refunding the net unprotected EDIT regulatory
liability balance in 2018. However, as a result of IRS guidance and tax accounting
changes, the Company reclassed amounts for cost of removal and mixed service
costs from protected to unprotected EDIT, therefore, reducing the net unprotected
EDIT regulatory liability. In addition, before current rates were placed into effect,
some protected ARAM amortization became available to be refunded to customers,
which increased the net unprotected EDIT regulatory liability. The net of these
changes, along with the unprotected EDIT refunds, resulted in a net unprotected
EDIT regulatory asset.

PLEASE EXPLAIN WHY COST OF REMOVAL AND MIXED SERVICE
COST WERE RECLASSIFIED AS UNPROTECTED.

On August 14, 2020, the IRS issued Private Letter Ruling 202033002 (“PLR”)
concluding that cost of removal and mixed service cost deductions were not
protected by the normalization rules. More specifically, IRC § 168(1)(9)(A) does
not refer to cost of removal or mixed service costs and, as such, they are considered
unprotected deductions under IRC § 162. This PLR is being provided as Exhibit
JKS-1.

HOW IS THE COMPANY PROPOSING TO RECOVER THE NET
UNPROTECTED EDIT REGULATORY ASSET?

The Company is proposing to recover the net unprotected EDIT regulatory asset

from ratepayers over five years in base rates. The amortization of the unprotected

Direct Testimony of Jennifer K. Story
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EDIT is included as an increase to income tax expense in the amount of $1.3 million
included on Schedule II-E-3.

WHAT ARE THE COMPANY’S EDIT AND ASSOCIATED
REGULATORY ASSET OR LIABILITY BALANCES AT THE END OF
THE TEST YEAR?

The Company’s TCJA-related EDIT and associated regulatory liability balances at
the end of the test year are shown in the table below.

Table 6. EDIT and Regulatory (Asset)/Liability Balances

Regulatory
§ in Millions EDIT Asset/(Liability)
12/31/2023% 13/31/2023
Protected $513.6 ($657.0)*
Unprotected PP&E $30.3 ($38.6)"
Unprotected Other ($36.6) $46.7°8
Total $507.3 (5648.9)

ARE THE AMOUNTS OF THE EDIT REGULATORY ASSETS AND
LIABILITIES RECORDED AT THE END OF THE TEST YEAR SUBJECT
TO CHANGE?

Yes. Future events such as IRS audit adjustments to the Company’s previously

filed income tax returns, future IRS rulings and/or clarifications to normalization

% See RFP workpaper WP/II-E-3.19.1 and WP/II-E-3.19.2.

26 Includes the TCJA net regulatory liability of $656,164,476 on Schedule II-B-11; the pre-TCJA regulatory
liability of $42,975,936 on Schedule 11-B-12; and the pre-TCJA regulatory asset of $42,182,030 on Schedule

27 See “Reg NC Liab EDIT — ARAM Amort” on Schedule II-B-11.
2 See “Non-Current Excess Acumm. Deferred Taxes & Other” on Schedule II-B-12.
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rules could change the recorded balance. The change could be to the total EDIT
balance or could result in movement of a balance between the protected and
unprotected balances. If such a change occurred, it would be necessary to revise
the balances.

V. FEDERAL INCOME TAXES

A. Schedule II-B: Rate Base

WHAT TAX RELATED ITEMS ARE INCLUDED ON SCHEDULE II-B-7
(RATE BASE ACCOUNTS - ACCUMULATED PROVISIONS)?

Schedule II-B-7 displays the test year ending balance for each accumulated
provision account on a functionalized basis pursuant to RFP General Instruction 11.
An explanation of the functionalization of each account or sub account is included
in the supporting workpapers to Schedule 1I-E-3.5. I sponsor the amounts and
explanations relating to ADIT on this schedule, with the other items sponsored by
Ms. Colvin.

WHAT TAX RELATED ITEMS ARE INCLUDED ON SCHEDULES I1-B-11
(RATE BASE ACCOUNTS - OTHER) AND II-B-12 (RATE BASE
ACCOUNTS - REGULATORY ASSETS)?

Schedule II-B-11 includes the test year ending balances for FIT related regulatory
liabilities and II-B-12 includes the test year ending balances for FIT related
regulatory assets. The protected EDIT regulatory liability from Schedule I-B-11
and the unprotected EDIT regulatory asset from Schedule 1I-B-12 carries forward

into rate base on Schedule I1I-B.

Direct Testimony of Jennifer K. Story
CenterPoint Energy Houston Electric, LLC

1075



10

11

12

13

14

15

16

17

18

19

20

21

22

23

Page 36 of 69

YOU PREVIOUSLY EXPLAINED TEMPORARY DIFFERENCES. ARE
THERE OTHER BOOK/TAX DIFFERENCES IN THE INCOME TAX
CALCULATION?
Yes. There are also permanent differences. While most book/tax differences are
“temporary” and will reverse over time, certain items of revenue and expense are
permanent and are treated differently for financial statement purposes and income
tax purposes and will never reverse. An example for the Company is meals
expense. For financial reporting, meals are a deductible expense in the financial
statements, but based on the IRC, only 50% of certain meals are deductible on the
income tax return causing differences in the total amount of meals expense between
the financial statements and income tax returns.
IS THE DISTINCTION BETWEEN PERMANENT AND TEMPORARY
DIFFERENCES IMPORTANT IN THE INCOME TAX CALCULATION?
Yes. While there are still permanent differences between book and tax treatment
for items, such as meal expenses, there are certain book and tax differences that
under the previous income tax accounting rules (before the 1993 effective date of
Statement of Financial Accounting Standard (“SFAS”) 109) were considered
permanent, but with the implementation of SFAS 109 and then ASC 740 are now
considered temporary.

Relevant examples for the Company include book and tax differences
related to the equity portion of allowance for funds used during construction
(“AFUDC-equity”) and AFUDC-net of tax debt. Defetred income tax accounting

is now required for these differences.
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PLEASE DESCRIBE HOW THE INCOME TAX ACCOUNTING FOR THE
DIFFERENCES PREVIOUSLY CONSIDERED PERMANENT BUT NOW
CONSIDERED TEMPORARY IMPACT FINANCIAL AND
REGULATORY ACCOUNTING AND COST OF SERVICE.

Under ASC 740, ADIT is required to be recorded for the items I previously
mentioned: AFUDC-equity and AFUDC-net of tax debt. As long as the future
recovery of the income tax effects of these items through the ratemaking process is
probable, corresponding income tax-related regulatory assets and liabilities are
recorded (both the ADIT and the related regulatory assets and liabilities are
computed at the revenue requirements level (i.e., grossed-up) as such regulatory
assets and liabilities are themselves temporary differences). There is no effect on
rate base as the ADIT and income tax-related regulatory asset or regulatory liability
offset one another. The deferred taxes provided on each of these amounts are set
forth in the RFP at WP II-E-3.5.1b

B. Schedule II-E-3: Federal Income Taxes

PLEASE DESCRIBE SCHEDULE II-E-3, FEDERAL INCOME TAXES.

Schedule II-E-3 shows the calculation of FIT, by function, for the test year using
the “return” method as required by the RFP instructions. These calculations are
explained in the associated supporting schedule workpapers. The functionalization
factors used are set forth in Schedule 1I-F of the RFP and are sponsored by Ms.

Colvin.

Direct Testimony of Jennifer K. Story
CenterPoint Energy Houston Electric, LLC

1077



10

11

12

13

14

15

16

17

18

19

20

Page 38 of 69

PLEASE EXPLAIN THE RETURN METHOD USED TO DETERMINE
INCOME TAX EXPENSE.

The return method begins with the Company’s total return by function. The total
return consists of a retwn on equity and a debt return (interest). The interest
component of the return is deducted from the total return to produce an after-tax
return on equity.

Permanent items are then deducted or added to the eciuity 1‘étmn. Permanent
items include amortization of EDIT, book depreciation related to AFUDC equity
and AFUDC net-of-tax debt (permanent depreciation differences), non-deductible
business meals, non-deductible entertainment expenses, Medicare Part D Subsidy
(as defined and described later in my testimony), and federal research and
development tax credits.

The computed equity return plus or minus the above permanent items
produces the taxable component of return. This return is then multiplied by the tax
factor at the current 21% FIT rate to determine FIT before adjustments. From this
subtotal, items which increase or reduce tax expense dollar for dollar as permanent
items are added or deducted. These items include amortization of EDIT, Medicare
Part D Subsidy and federal research and development tax credits. The sum of FIT
plus or minus these items equals the total FIT expense, including both current and

deferred taxes.
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HOW HAVE FEDERAL INCOME TAXES ON SCHEDULE II-E-3 BEEN
COMPUTED?
The “stand-alone” approach was used to compute FIT on Schedule II-E-3. Under
this methodology, FIT is calculated based solely on revenues and expenses of the
Company included in the utility’s revenue requirement as if the Company were a
stand-alone taxpayer. This approach appropriately allocates FIT among members
of the consolidated group, of which CNP is the common parent company, using the
benefits/burdens criteria outlined by Federal Energy Regulatory Commission
(“FERC”) Order No. 173. Under this method, FIT calculated for the Company
relates to and results from only the revenues and expenses associated with
providing utility service to customers. The benefits and burdens criterion refers to
computing the tax consequences of transactions based on the revenue and expense
transactions themselves.
PLEASE FURTHER DESCRIBE THE BENEFITS/BURDENS CRITERIA
OUTLINED IN FERC ORDER NO. 173.
FERC Order No. 173 describes the “stand-alone” method as follows:

[Olur stand-alone policy in effect looks beneath the single

consolidated tax liability and analyzes each of the deductions used

to reduce the group’s tax liability to determine the deductions for

which each service is responsible. It then allocates to the

jurisdictional service those deductions which were generated by

expenses incurred in providing that service. In making this

allocation it is irrelevant on which member’s return the deductions

would be reported if the group filed separate returns. Instead, the

test is whether the expenses that generate the deduction are used to

determine the jurisdictional service’s rates. Put more simply the test

is whether the expenses are included in the relevant cost of service.

If they are, the associated deductions and their tax reducing benefits

will be taken into account in calculating the tax allowance for that
cost of service. If the expenses are not, the deductions will not be
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taken into account. In this way the tax allowance will reflect the
profit the ratepayers contribute to the group’s consolidated taxable
income.

WHY WAS THE STAND-ALONE METHOD USED FOR CALCULATING
FEDERAL INCOME TAXES FOR RATEMAKING PURPOSES?

The “stand-alone” approach includes the FIT that results only from the provision
of utility service to customers in cost of service. The FIT expense requested by
CenterPoint Houston in this proceeding is based on test year revenues and expenses,
as appropriately adjusted for known and measurable changes, requested by
CenterPoint Houston. There are no additions to or reductions from this calculated
income tax expense resulting from revenues or expenses not included in
CenterPoint Houston’s request (such as revenues or expenses attributed to other
CNP affiliates or subsidiaries). It would be neither appropriate nor equitable to
increase or reduce cost of service by tax costs or benefits that are not related to the
rendering of utility service to customers.

HAVE THE REQUIREMENTS OF PURA §36.059 IN THE
COMPUTATION OF FEDERAL INCOME TAXES INCLUDED ON
SCHEDULE II-E-3 BEEN APPROPRIATELY CONSIDERED?

Yes. PURA § 36.059 specifically addresses the treatment of certain tax benefits,
including ITCs. The Company’s ITC balances have been fully amortized prior to

the test year and are not included in this filing.
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HAS A CONSOLIDATED TAX SAVINGS ADJUSTMENT BEEN MADE
TO THE COMPUTATION OF FEDERAL INCOME TAXES ON
SCHEDULE II-E-3?

No. PURA § 36.060(a) was revised in 2013 and requires income taxes to be
computed based solely on those items that are contained within the Company’s cost
of service. In addition, PURA § 36.060(a) requires that income tax expense be
computed using statutory income tax rates.*

C. Schedules II-E-3.1 through II-E-3.24

WHAT IS SCHEDULE II-E-3.1, RECONCILIATION OF TEST YEAR
BOOK NET INCOME TO TAXABLE NET INCOME?

Schedule II-E-3.1 is a complete reconciliation of book net income and taxable net
income for the test year and for the most recently filed tax income returns for
CenterPoint Houston (“Tax Return”) and the 2022 consolidated federal income tax
return of the CNP consolidated group. Schedule II-E-3.1 contains explanations of
all items in the reconciliation for both the test year and the Tax Return. Schedule
1I-E-3.1, and the supporting workpapers will be filed as confidential, subject to a
protective order for access. All claimed income tax allowances take into
consideration all items appearing in the reconciliation for the Tax Return.

WHAT IS SCHEDULE II-E-3.2, RECONCILIATION OF TIMING
DIFFERENCES?

Schedule 1I-E-3.2 includes a reconciliation detailing those temporary/timing

differences and other items that would produce FIT at an income tax rate different

2 See Tex. S.B. 1364, 83 Leg., R.S. (2013).
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than the statutory income tax rate for the test year. Supporting calculations and
explanations for each item in the reconciliation are shown on Schedules II-E-3.2
and II-E-3.15, and their associated workpapers.

WHAT IS SCHEDULE I1-E-3.3, PLANT ADJUSTMENTS?

For each new transmission and distribution asset (by function) that was purchased
or constructed since CenterPoint Houston’s last rate case in 2019, Schedule 11-E-3.3
provides (1) the tax-in-service date; (2) the tax basis; (3) all applicable forms of tax
depreciation method, class, life, and convention; (4) the amount of all applicable
forms of tax depreciation for the test year and amounts projected for 2024 and 2025;
(5) the amount of ADIT as of the test year end; and (6) any requested adjustment
to items (1)-(5) for the test year. Because the test year for the Company’s last base
rate case was for the year ended December 31, 2018, the information reflected on
this schedule includes the tax years from 2019 forward.

PLEASE DESCRIBE SCHEDULE II-E-3.4, CONSOLIDATION /
INTER-CORPORATE TAX ALLOCATION.

Schedule II-E-3.4 provides a detailed explanation of the accounting for
inter-corporate tax allocations. This schedule and the supporting Schedule
II-E-3.4a includes a discussion of events that give rise to inter-corporate payments
and receipts, journal entries used to record the various events, and the rationale for
the accounting treatment. These schedules are being filed as confidential, subject
to a protective order for access. A copy of all inter-corporate tax allocation

agreements in effect for the test year or anticipated changes to the test year also are
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filed as a confidential attachment to Schedule II-E-3.4, subject to a protective order
for access.
WHAT IS SCHEDULE I1-E-3.5, ADIT?
Schedule II-E-3.5.1 provides test year end book balances, requested adjustments to
these balances, and the resulting adjusted balances by function for both state and
federal ADIT. The schedule includes additions and reductions for the test year.
The quarterly book balances of ADIT by function for each of the four quarters of
the test year are shown on Schedule 1I-E-3.5.2. The Company does not record
ADIT at the level of detail required from the RFP instructions to provide monthly
amounts. Each item that gives rise to ADIT is segregated on the schedules.

The ADIT balance included in rate base for the test year is set forth on
Schedule II-E-3.5.1 and further explained in the associated workpapers to that

schedule.

WERE ANY CENTERPOINT HOUSTON ADIT BALANCES EXCLUDED
FROM SCHEDULE II-E-3.5?

Yes. ADIT amounts associated with securitized competitive transition and system
restoration charges have been excluded from this filing as they have already been
considered in previous proceedings. Additionally, ADIT associated with the
Company’s Temporary Emergency Electric Energy Facilities (“TEEEF”) Rider has

been excluded from Schedule I1-E-3.5.
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WHAT IS SCHEDULE II-E-3.6, ADFIT — DESCRIPTION OF TIMING
DIFFERENCES?

Schedule II-E-3.6 includes a description of the nature of each timing difference
listed in Schedule II-E-3.5 and, to the extent available, includes a description of the
remaining life of each such timing/temporary difference.

WHAT IS SCHEDULE II-E-3.7, ADJUSTMENTS TO ADFIT?

Schedule II-E-3.7 provides supporting explanations and detailed calculations for
each adjustment to the test year end ADIT balances in Schedule II-E-3.5.

WHAT IS SCHEDULE II-E-3.8, ADFIT AND ITC - PLANT
ADJUSTMENTS & ALLOCATIONS?

Schedule 1I-E-3.8 provides the ADIT balances (by timing difference) at test year
end related to additions of new transmission and distribution plant in service by
function occurring since CenterPoint Houston’s last base rate case filing and any
plant in service adjustments to the test year end requested by CenterPoint Houston.
Supporting calculations and explanations are filed in the associated II-E-3.8
workpapers. The ITC provision included in the IRC was repealed in 1986.
CenterPoint Houston has not claimed any ITC since the last rate filing.

WHAT IS SCHEDULE II-E-3.9, ANALYSIS OF ITC’S?

Schedule II-E-3.9 presents an analysis of the ITC credits adjustment. CenterPoint
Houston has fully amortized the historical ITC it had previously claimed; therefore,

this schedule is not applicable in the current proceeding.
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WHAT IS SCHEDULE II-E-3.10, ANALYSIS OF INVESTMENT TAX
CREDITS UTILIZED?

Schedule II-E-3.10 provides an analysis of ITCs utilized for tax return purposes.
Since all of the Company’s ITCs have been fully amortized, this schedule is not
applicable in this proceeding.

WITH RESPECT TO SCHEDULE II-E-3.11 JTC GENERATED BUT NOT
UTILIZED) AND 1I-E-3.12 (ITC UTILIZED - STAND-ALONE BASIS), DID
CENTERPOINT HOUSTON GENERATE ANY ITCs FOR TAX
PURPOSES SINCE THE LAST RATE CASE?

No. The Company did not generate any ITCs in 2019 through the end of the test
year. As a result, Schedules II-E-3.11 and II-E.3.12 are not applicable in this
proceeding.

PLEASE EXPLAIN SCHEDULE II-E-3.13, ITC ELECTION.

Schedule 11-E-3.13 details all elections CenterPoint Houston has made with respect
to ITCs. Among other elections, Schedule TI-E-3.13 sets forth CenterPoint
Houston’s election in certain years to claim the 10% ITC with a 50% reduction to
the tax basis of the assets giving rise to ITC in lieu of an 8% ITC without a reduction
to tax basis. The Company currently has no remaining ITC and has made no
elections since the last base rate case.

WHAT IS SCHEDULE 11-E-3.14, FERC ACCOUNT 255 BALANCE?
Schedule 1I-E-3.14 provides the FERC account 255 accumulated ITC balance at
test year end. The Company has finished amortizing all of the previously claimed

ITCs in FERC account 255 and there is no test year balance in this account.
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WHAT IS SCHEDULE II-E-3.15, ANALYSIS OF TEST YEAR FIT
& REQUESTED FIT - TAX METHOD 2?

Schedule II-E-3.15 provides the test year FIT and calculates test year FIT using Tax
Method 2. Supporting explanations and calculations for such methodology are filed
in the associated Schedule II-E-3.15 workpapers. Tax Method 2 calculates the
current and deferred components of FIT expense as compared to Tax Method 1
which computes total FIT expense without differentiating between such current and
deferred components.

WHAT IS SCHEDULE II-E-3.16, ANALYSIS OF DBEFERRED FIT?
Schedule 1I-E-3.16 provides the support for the total deferred FIT found on
Schedule 1I-E-3.15. This schedule provides information for each item that is
deferred. Support for such items are shown on Schedule II-E-3.6 and in the
workpapers for Schedule 1I-E-3.16.

WHAT IS SCHEDULE II-E-3.17, ANALYSIS OF ADDITIONAL
DEPRECIATION REQUESTED?

Schedule II-E-3.17 provides a detailed calculation of the requested adjustment to
return for additional depreciation.

WHAT IS SCHEDULE II-E-3.18, AMORTIZATION OF PROTECTED AND
UNPROTECTED EXCESS DEFERRED INCOME TAXES?

Schedule 11-E-3.18 summarizes CenterPoint Houston’s requested amortization of
unprotected and protected EDIT. The estimated protected EDIT ARAM is being

included in this proceeding, as well as the amortization of the unprotected EDIT.
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WHAT IS SCHEDULE II-E-3.19, ANALYSIS OF EXCESS DEFERRED
INCOME TAXES BY TIMING DIFFERENCE?

Schedule II-E-3.19 provides details regarding the EDIT in Schedule II-E-3.18 by
timing difference, as well as the unamortized balance of EDIT at test year end by
timing difference. These balances have been reported in three categories: Protected
Property Plant, and Equipment, Unprotected Property, Plant, and Equipment and
Unprotected Other. The detailed calculation of the requested amortization for each
category is included in the workpapers to Schedule II-E-3.18.

WITH RESPECT TO SCHEDULE II-E-3.20 (EFFECTS OF POST TEST
YEAR ADJUSTMENT), DID A POST TEST YEAR ADJUSTMENT TO
PLANT HAVE ANY EFFECT ON FIT AND ADIT?

No. Because the Company made no post-test year plant in service adjustments, no
associated ADIT adjustments were made on Schedule 1I-E-3.20.

WHAT IS SCHEDULE II-E-3.21, LIST OF FIT TESTIMONY?

Schedule II-E-3.21 provides a listing by witness and page number of all testimony
filed supporting FIT and ADIT. Subject to a protective order, a copy of the CNP
consolidated federal income tax return for 2022, the most recently filed federal
income tax return of the CNP consolidated group, is available in the confidential
RFP schedules.

WHAT IS SCHEDULE II-E-3.22, HISTORY OF TAX NORMALIZATION?
Schedule II-E-3.22 describes CenterPoint Houston’s history of tax normalization,

which book and timing differences are normalized, when the differences first arose,
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when the differences were first normalized, and the method of normalization used.
This schedule also gives details of all timing differences previously flowed through.
ARE THERE ANY  PENDING MATTERS INVOLVING
NORMALIZATION VIOLATION ISSUES THAT COULD CHANGE ONE
OR MORE SCHEDULES IN THIS PROCEEDING IN THE FUTURE?

No.

WHAT IS SCHEDULE I1-E-3.23, TAX ELECTIONS, IRS AUDIT STATUS
AND PRIVATE LETTER RULINGS?

Schedule I1-E-3.23 provides (1) a listing of all tax elections since the filing of the
2010 federal income tax return of the CNP consolidated group; (2) CenterPoint
Houston’s IRS audit status; (3) a list of private letter rulings received from the IRS
which affect the FIT of CenterPoint Houston or CNP since CenterPoint Houston’s
last rate filing in 2019; (4) the status of any pending private letter ruling request of
CenterPoint Houston or CNP; and (5) any FASB Interpretation No. 48 (“FIN 48”)
tracker information. CenterPoint Houston has filed Schedule II-E-3.23 as
confidential, subject to a protective order for access. In addition, the Company’s
private letter rulings have been provided as part of the confidential RFP subject to
a protective order. The Company has no pending private letter ruling requests or
FIN 48 amounts currently recorded.

WITH RESPECT TO SCHEDULE II-E-3.24 (METHOD OF ACCOUNTING
FOR ADFIT RELATED TO NOL CARRYFORWARD), DID
CENTERPOINT HOUSTON HAVE NOL CARRYFORWARDS AT THE

END OF THE TEST YEAR?

Direct Testimony of Jennifer K. Story
CenterPoint Energy Houston Electric, LLC

1088



10

11

12

13

14

15

16

17

18

19

20

PA

Page 49 of 69

Yes. As described above in my testimony, a NOL carryforward balance has been
included in ADFIT. In addition, as described in the rate filing instructions, generic
journal entries have been provided on Schedule I1-E-3.24.

VI. TEXAS MARGIN TAX

WHAT IS SCHEDULE II-E-2, TAXES OTHER THAN FEDERAL INCOME
TAXES?

Schedule 1I-E-2 shows the amount of other taxes, excluding FIT, assessed on or
paid by CenterPoint Houston for the test year.

WHICH AMOUNTS ARE YOU SPONSORING FROM SCHEDULE II-E-2?
My testimony addresses the Texas margin tax expense and the property tax
expense.

PLEASE EXPLAIN THE TEXAS MARGIN TAX.

The Texas margin tax became effective for tax reports due on or after January 1,
2008.3° The Texas margin tax is computed for most taxable entities, including the
Company, at 0.75% of the taxable entity’s margin that has been apportioned to

Texas.3!

A taxable entity’s pre-apportioned taxable margin is the lowest amount
computed using the following four calculation methods:

(1) Revenues less cost of goods sold,;

(2) Revenues less cost of compensation;

(3) Revenues times seventy percent (70%); or

(4) Revenues less $1 million. >

30 Act of May 4, 2006, 79th Leg., 3d C.S., ch. 1, § 26, 2006 Tex. Gen. Laws 1, 40.
31 Tex. Tax Code § 171.002.
32 14 § 171.101.
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HAS THE COMPANY CALCULATED TEXAS MARGIN TAX ON A
STAND-ALONE BASIS?

Yes. PURA § 36.060(a) requires that the Texas margin tax be computed based
solely on those items that are contained within the Company’s cost of service.
WHICH MARGIN SCENARIO OF THE FOUR LISTED ABOVE WAS
USED FOR THE CNP CONSOLIDATED TEXAS MARGIN TAX FILING?
The “Revenues less cost of goods sold” method was used for the CNP consolidated
filing. This method produced the lowest margin for CNP, primarily because CNP’s
natural gas entities have significant cost of goods sold deductions for natural gas
sold to customers. Texas Tax Code Section 171.1014(d) requires that the combined
group makes an election to subtract either cost of goods sold or compensation that
applies to all of its members. Therefore, CenterPoint Houston has determined its
stand-alone Texas margin tax by taking revenues less cost of goods sold.
PLEASE DESCRIBE THE BASIS FOR YOUR STATEMENT THAT
TEXAS LAW REQUIRES CENTERPOINT HOUSTON TO USE THE
SAME METHOD AS USED BY THE CONSOLIDATED GROUP FOR
DETERMINING ITS STAND-ALONE TEXAS MARGIN TAX?

As mentioned before, affiliated entities that are part of a consolidated group must
use the same method as the consolidated group to compute margin. This is the
statutory requirement under the law.>* There is no option for CNP’s affiliates,
including CenterPoint Houston, to choose one of the other methods to determine

their individual margin subject to tax.

B 1d § 171.1014(d).
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Because the amount of Texas margin tax paid on a CNP consolidated basis
was based on the revenues less cost of goods sold method, the Company is required
to utilize, and has utilized, this same method in determining its Texas margin tax
for the test year. CenterPoint Houston and all CNP affiliates compute the amount
they pay to CNP based on this method.

HOW DOES THE COMPANY ACCOUNT FOR THE TEXAS MARGIN
TAX EXPENSE?

A one-year lag exists between the taxable year and the payment year for the Texas
margin tax.>* In other words, the Texas margin tax paid in 2023 is based on the
2022 Texas margin tax calculation while the 2023 Texas margin tax will not be
paid until 2024. In past proceedings, the Commission has allowed the Company
regulatory recovery for the Texas franchise (and now Texas matgin) taxes based on
the cash payment of taxes during the test period even though the taxable year is the
year prior to the test period.

IS THE TEXAS MARGIN TAX REQUESTED IN THIS PROCEEDING
BASED ON 2022 MARGIN?

Yes.

VII. PROPERTY TAXES

WHAT IS THE PURPOSE OF THE SERVICE COMPANY’S AD
VALOREM TAX DEPARTMENT?
The purpose of the Ad Valorem Tax Department is to report the property owned by

CNP and its affiliates to the various county appraisal districts in the State of Texas

M 14 §§ 171.151-.152.
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and to taxing authorities in other states where the property is located, to
appropriately negotiate the taxable value of that property, and to ensure that the ad
valorem taxes are appropriately and timely paid. A major aspect of this
Department’s function is its responsibility for the negotiations concerning the
valuation of the taxable property of CNP and affiliated entities. The Department
performs its own valuation analysis of this property and vigorously advocates for
this valuation in discussions with the appraisal entities in the various states. By
taking a proactive position with respect to the valuation of this property, the Ad
Valorem Tax Department can ensure that CenterPoint Houston and its customers
pay no more than their fair share of the property tax burden.

CAN YOU DESCRIBE HOW ELECTRIC UTILITY PROPERTY,
INCLUDING CENTERPOINT HOUSTON’S ELECTRIC UTILITY
PROPERTY, IS VALUED IN TEXAS FOR PROPERTY TAX PURPOSES?
In Texas, as in most states, most electric utility property is valued under what is
called the “unit value” concept. That is, the electric utility system of CenterPoint
Houston is valued, by the various central appraisal districts, as an entire operating
unit rather than valuing each asset, or groups of assets, individually. The unit value
concept is used because an electric utility system is considered a single operating
unit, and individual assets have value only because they are all interconnected as
part of that single operating unit. The unit value appraisal conducted by the various
central appraisal districts uses multiple approaches to calculating the total unit

value, including both the cost and income approaches to value.
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HOW IS A VALUE ASSIGNED TO INDIVIDUAL ASSETS OF
CENTERPOINT HOUSTON’S ELECTRIC UTILITY SYSTEM FOR
PROPERTY TAX PURPOSES?

Once the unit value for the entire utility system is determined by the appraisal
districts, that value is then allocated to the various taxable assets. This is done by
first removing from the unit value certain non-taxable components of the unit prior
to any allocations of value. In the case of CenterPoint Houston, the appraisers for
the various appraisal districts in Texas allocate the remaining taxable value to
individual assets, or classes of assets, based on an original cost method. Under this
method, the taxable value of an asset is determined by multiplying the original cost
of that asset by the ratio of the total taxable value of the unit divided by the total
original cost of the unit. This is a common method of taxable value determination
used in many states and is the method used by every appraisal district in Texas in
which CenterPoint Houston has taxable property.

ARE ALL OF CENTERPOINT HOUSTON’S ELECTRIC UTILITY
ASSETS VALUED UNDER THIS UNIT VALUE CONCEPT?

No. Although the majority of CenterPoint Houston’s assets are assigned a value
under the unit value concept, some types of utility assets, such as land, are similar
to those owned by non-utility owners. Because of that fact, these assets are usually
not valued under the unit value concept but are instead valued in the same manner

as non-utility assets are valued when owned by non-utilities.
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WHAT WAS THE TOTAL AMOUNT OF AD VALOREM TAXES
ASSESSED AGAINST CENTERPOINT HOUSTON FOR THE MOST
RECENT TAX YEAR?
Property taxes in Texas are assessed on a calendar year basis and are based upon
the value of property existing on January 1 of each year.>® During the most recent
tax year of 2023, CenterPoint Houston was assessed approximately $113.9 million
in ad valorem taxes.
WHAT IS THE AMOUNT OF AD VALOREM TAXES EXPECTED FOR
THE CURRENT TAX YEAR?
The amount of ad valorem taxes expected for the 2024 tax year that the Company
is requesting in this case equals the ad valorem taxes assessed during 2023 plus an
additional amount for capital additions placed into service in 2023 that form the
base of the ad valorem taxes that will be assessed during 2024. To calculate this
amount, the Ad Valorem Tax Department multiplies the total 2023 property taxes
assessed by the change in taxable plant in service (“PIS”) during 2023.

e Ad Valorem Tax Additions Factor = (2023 ending taxable

PIS - 2023 beginning PIS) / 2023 beginning PIS
e for 2023 this is 11.40%

The adjustment factor for the additions is thus 1.1140. This factor is applied
to the 2023 test year property taxes. The resulting amount of ad valorem taxes
expected for assets in service as of December 31, 2023, and requested in this

proceeding is $126.8 million.

3 Tex. Tax Code § 23.01(a).

Direct Testimony of Jennifer K. Story
CenterPoint Energy Houston Electric, LLC

1094



10

11

12

13

14

15

16

17

18

19

20

21

22

23

Page 55 of 69

IS THE PROPERTY TAX BASE FOR THE 2023 PROPERTY TAXES A
KNOWN AMOUNT?

Yes. All of the assets comprising the property tax base for 2023 were placed in
service in 2022.

ARE THERE OTHER FACTORS THAT CAN IMPACT THE AMOUNT OF
PROPERTY TAX EXPENSE IN A TAX YEAR BEYOND PLANT IN
SERVICE INCREASES?

Yes. A significant factor within the calculation of the overall system unit value
used to determine taxable value is the net utility operating income (“NUOI”") input
into the appraisal model for utilities employed by the various county appraisal
districts. This input into the income approach (which typically represents about
50% of the overall calculation of unit value) is derived from the reported FERC
Form 1 NUOI adjusted for a deduction for transition bond income. Both the
absolute NUOI and the trend in growth of NUOI are considered in determining the
input to use in the appraisal model. As such, the more recent increases in FERC
Form 1 NUOI and year-over-year growth trends in this figure have driven overall
taxable value growth at an increasing rate, especially in the last two tax years (2022
and 2023) as compared to prior periods.

WOULD THIS NUOI FACTOR IMPACT PROPERTY TAX EXPENSE
FOR THE CURRENT 2024 TAX YEAR?

Yes. The Company is currently forecasting a tax year 2024 property tax expense
in excess of the amount requested in this proceeding due to this NUOI growth factor

being applied to the 2024 unit value calculation.
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IS CENTERPQOINT HOUSTON USING A DIFFERENT TAX RATE FOR
THE 2023 AD VALOREM TAXES THAN FOR 20227

Yes. Tax rates in Texas in general have been reduced incrementally over the last
few years. As such, the most appropriate rate to use for the test period is the
effective tax rate calculated from comparing total taxes assessed and paid to the
taxable value of the system plant. For tax year 2023 this is 2.05% as compared to
an effective property tax rate of 2.26% in 2022.

VIII. MEDICARE PART D

PLEASE GIVE US THE BACKGROUND OF THE MEDICARE
PRESCRIPTION DRUG SUBSIDY?
Medicare Part D is a federal program that provides prescription drug coverage to
eligible individuals enrolled in Medicare. As part of the Medicare Prescription
Drug, Improvement and Modernization Act of 2003 (“2003 Act”), Congress
established a federal financial incentive to encourage employers to offer
prescription drug coverage to retired employees. To that end, the 2003 Act granted
a subsidy that was actuarially equivalent to Medicare Part D coverage (a “Medicare
Part D Subsidy”) to companies if they provided certain prescription drug benefits
to retirees. CenterPoint Houston was one of these companies. The 2003 Act
provided a 28% subsidy of the employer’s cost relating to providing prescription
drugs to its retirees. Under the 2003 Act, receipt of the Medicare Part D Subsidy
was neither taxable nor did it reduce the deductibility of the drug benefits paid by
the company.

In 2010, Congress passed comprehensive health care legislation that

increased the Company’s cost of providing retiree drug coverage: the Patient
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Protection and Affordable Care Act (“PPACA”) and the Health Care and Education
Reconciliation Act of 2010 (collectively with the PPACA, the “Health Care
Legislation”). Under the Health Care Legislation, beginning January 1, 2013, the
Medicare Part D Subsidy became taxable after 2012—i.e., a company was required
to reduce its deduction for providing prescription drug coverage by the amount of
the Medicare Part D Subsidy. This meant that the key and significant assumption
regarding the nontaxability of the Medicare Part D Subsidy changed for anticipated
receipts of the Medicare Part D Subsidy after 2012.

HOW DID THE COMPANY ORIGINALLY ACCOUNT FOR THIS
SUBSIDY AND ITS UNIQUE INCOME TAX TREATMENT BEFORE THE
HEALTH CARE LEGISLATION IN 2010?

Because the Company keeps its books on the accrual basis, the Company created a
customer-favorable permanent book/tax difference (a permanent difference) from
2004 through 2009 for the full amount of all the anticipated Medicare Part D
Subsidies expected to ever be received—including amounts to be received well into
this century (and not just amounts to be received from 2004-2009)—of $28.6
million. More specifically, as required under SFAS 106 (Other Post-Employment
Benefits or “OPEB”), the amount of the anticipated Medicare Part D Subsidy a
company accrues and records for accounting purposes included both estimated
receipts for benefits owed to current retirees and benefits promised to current
employees when they retire. This calculation included actuarially determined
anticipated payments and receipts for benefits extending for many years into the

future. Prior to the Health Care Legislation, no deferred income taxes were
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recorded on the estimated “subsidy receivable” as it was not taxable. A deferred
income tax asset was recorded on the SFAS 106 gross liability itself recognizing
that CenterPoint Houston’s payments made to or on behalf of retirees would be
deductible when paid.

PLEASE DESCRIBE THE COMPONENTS OF THE $28.6 MILLION
PERMANENT DIFFERENCE?

The $28.6 million permanent difference is from two sources.

e $5.4 million of the $28.6 million permanent difference related to
subsidies that were actually received by the Company from 2004
through 2009.

o The remaining permanent difference related to amounts that were
anticipated to be received in 2010 and after but that were required
to be accrued under SFAS 106. An estimate of $6.0 million in
receipts was expected to be received in 2010-2012. The remaining
$17.2 million related to then-anticipated receipts of the Medicare
Part D Subsidy beginning after.

HOW DID THE COMPANY ACCOUNT FOR THIS SUBSIDY AND ITS
UNIQUE INCOME TAX TREATMENT AFTER THE HEALTH CARE
LEGISLATION WAS PASSED IN 2010?

Because Medicare Part D Subsidies were nontaxable from 2004 to 2012 but taxable
as of January 1, 2013 due to the 2010 Health Care Legislation, the above-noted
customer-favorable permanent difference was no longer accurate. As previously

discussed, this permanent difference (for the full amount of all the anticipated
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Medicare Part D Subsidies expected to ever be received) reflected the assumption
that the Medicare Part D Subsidy would never be taxable, an assumption that was
no longer accurate effective January 1, 2013. Effectively the $17.2 million
discussed above that was previously a permanent difference became a temporary
difference. Under SFAS 106 and ASC 740, the Company in 2010 was required to
reduce the ADFIT asset due to the future Medicare Part D Subsidy receipts received
in 2013 and thereafter now being taxable. This entry was recorded in 2010
following enactment of the Health Care Legislation. Additionally, since the
Company believed that the financial impacts from this change in tax law would be
recoverable in future rates, a regulatory asset was established. The regulatory asset
was calculated by tax effecting the $17.2 million temporary difference—that is,
multiplying the $17.2 million temporary difference by the 35% federal tax rate then
in effect—to arrive at an ADFIT baiance of $6.0 million. To establish the proper
regulatory asset balance, a tax gross-up was required (that is, multiplying the $6.0
million by 1/(1-35%)). After gross-up, the resulting regulatory asset balance was
approximately $9.3 million. These calculations are being provided in the
workpapers to my testimony “WP JKS-01.”

WHY IS IT APPROPRIATE TO INCLUDE RECOVERY OF THE
REGULATORY ASSET WITH RESPECT TO YEARS 2004 THROUGH
20127

From 2004 until rates went into effect from Docket No. 49421, rates that customers
were being charged assumed that Medicare Part D Subsidies were nontaxable.

Those rates were based on actuarially determined accruals that incorporated future
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