BEFORE THE CORPORATION COMMISSION OF THE STATE OF OKLAHOMA

IN THE MATTER OF THE APPLICATION OF
CENTERPOINT ENERGY RESOURCES CORP ,
D/B/A CENTERPOINT ENERGY OKLAHOMA
GAS, FOR APPROVAL OF ITS PERFORMANCE
BASED RATE CHANGE PLAN CALCULATIONS
FOR THE TWELVE MONTHS ENDED
DECEMBER 31, 2018

CAUSE NO. PUD 201900019

ORDERNO  '701439

M Mt e Tt g g

HEARING: Hearing on the Merits: June 27 and 28, 2019, in Courtroom B
2101 North Lincoln Boulevard, Oklahoma City, Oklahoma 73105
Before Linda §. Foreman, Administrative Law Judge

Hearing on Exceptions: August 22, 2019, in Courtroom 301
2101 North Lincoln Boulevard, Oklahoma City, Oklahoma 73105
Before the Commission Fn Banc

APPEARANCES:  Curtis M. Long and J. Dillon Curran, Attorneys representing CenterPoint
Energy Resources Corp., d/b/a/CenterPoint Energy Oklahoma Gas
Lauren D. Hensley, Assistant General Counsel representing the Public
Utility Division, Oklahoma Corporation Commission
Jared B. Haines, Assistant Attomey General, representing Office of
Attorney General, State of Oklahoma

FINAL ORDER
BY THE COMMISSION:

The Oklahoma Corporation Commission being regularly in session and the undersigned
Commissioners being present and participating, there comes on for consideration and action the
above-captioned and numbered Application.

I. PROCEDURAL HISTORY

After the close of the record in the evidentiary hearing on the merits held on June 27 and
28, 2019, the Commission’'s Administrative Law Judge (“ALJ") filed a Report and
Recommendation of the Administrative Law Judge (“ALJ Report”) on July 26, 2019, The ALJ
Report is attached hereto as Attachment 1. The ALJ Report sets out the procedural history of the
Cause through the hearing on the merits, and that procedural history is incorporated herein.

On August 9, 2019, the Attorney General of Oklahoma (“Attorney General”) timely filed
Exceptions to the Report and Recommendation of the Administrative Law Judge and a Motion for
Oral Argument. Both matters were noticed for hearing on August 22, 2019.

Susan Johnson
CSR
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On August 16, 2019, the Public Utility Division (“PUD") filed its Response to the Attorney
General's Exceptions to the Report of the Administrative Law Judge, in opposition to the
Exceptions, urging the Commission to accept the recommendations of the ALJ Report.

Also on August 16, 2019, CenterPoint Energy Resources Corp. d/b/a CenterPoint Energy
Oklahoma Gas (“CenterPoint Oklahoma™ or the “Company”) filed its response to the Attorney
General’s Exceptions to Report of the Administrative Law Judge. CenterPoint Oklahoma also
opposed the Exceptions and urged the Commission to adopt the ALJ Report.

On August 22, 2019, the Exceptions and the Motion for Oral Argument came on for
consideration as specified in the Attorney General's notice. The Commission granted the Motion
for Oral Argument without objection, heard and carefully considered the arguments of all counsel,
and took the matter under advisement,

1. SUMMARY OF EVIDENCE
The Summary of Evidence is set forth in the ALJ Report and is incorporated into this Order.
I1l. FINDINGS OF FACT AND CONCLUSIONS OF LAW

Based upon a review of the entire record in this Cause, including a thorough review of all
the evidence, Exceptions, responses to the Exceptions, and all arguments of counsel, the
Commission makes the following findings of fact and conclusions of law

L The Commission hereby adopts and incorporates by reference the
recommendations set forth in the ALJ Report attached hereto as Attachment 1, except as otherwise
expressly stated herein.

2 The Commission finds that Company, Attomey General and PUD all met and
conferred on January 30, 2019, to discuss the Attorney General’s concerns about whether the
PBRC Plan is operating as intended, as directed by the Commission in Order 684379 issued in
Cause No. PUD 201800029, Drews Direct 45:2-6.

E The Commission further finds that the parties to this proceeding have by their
testimony filed in this case thoroughly covered the question of whether a Chapter 70 rate case
should be required, as directed by the Commission in Order 684379 issued in Cause No. PUD
201800029 All of the evidence so presented has been considered by the Commission.

4. The Commission further finds that CenterPoint Oklahoma should submit to the
Director of the Public Utility Division tariffs consistent with the findings set forth herein, and that
the rates, charges, and tariffs shall be effective with the first regular billing cycle after such tariffs
are approved by the Director of the Public Utility Division.
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RDER

IT IS THEREFORE THE ORDER OF THE OKLAHOMA CORPORATION
COMMISSION that the ALJ Report attached hereto as Attachment 1, subject to and as amended
or superseded by the findings detailed hereinabove, is hereby adopted and incorporated as if fully
set forth, as the order of the Commission,

IT IS FURTHER ORDERED that CenterPoint Oklahoma submit to the Director of the
Public Utility Division tariffs consistent with the findings set forth herein, and that the rates,
charges, and tariffs shall be effective with the first regular billing cycle after such tariffs are
approved by the Director of the Public Utility Division.

CORPORATION COMMISSION OF OKLAHOMA

CONCUR IN PART, DISSENT IN PART
STATEMENT ATTACHED

J. TODD HIETT, Chairman
ol potl

BOB ANTHONY, Vice Chaifman

DANA L. MURPHY, Commissfone

CERTIFICATION

DONE AND PERFORMED by the Commissioners participating in the making of this
aﬁ day of August, 2019

order as shown by their signatures above this

[Seal]
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STATEMENT OF CHAIRMAN J.

I respectfully concur in part and dissent in part in the Final Order No. 701439 entered
today (“Final Order™). Although the Final Order results in an outcome I may ultimately support
with respect to CenterPoint’s cost recovery, 1 remain of the opinion that a periodic rate case is
necessary 1o ensure the performance based rate change plan (“PBRC") continues to adequately
balance the interests of the company and its customers. Since the inception of CenterPoint’s
PBRC (which began as a pilot program) in 2004, no rate case has been conducted for this
company.

During deliberations on October 4, 2018, in CenterPoint’s last PBRC proceeding (Cause
No. PUD 201800029), 1 expressed this position—noting | would recommend a rate case be
required for the company. A rate case will allow a holistic review of all revenues and expenses,
in addition to providing the Commission actual information to assess whether this alternative rate
mechanism remains the best approach for both CenterPoint and its customers. A periodic rate
review further provides for proper checks and balances in which the Commission can best
determine rate recovery for CenterPoint.

As T also expressed today, | continue to assess the treatment of incentive compensation
and whether the recovery of short-term and long-term incentives authorized in the Final Order
should continue.

Accordingly, for the reasons set forth above and as expressed in prior deliberations, |

respectfully concur in part and dissent ji part in the Final Urder!

J. TODD HIETT, Chairman
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REPORT AND RECOMMENDATION OF THE ADMINISTRATIVE LAW JUDGE

This Cause comes before the Corporation Commission (“Commission™) of the State of
Oklahoma on the Application of CenterPoint Energy Resources Corp., d/b/a CenterPoint Energy
Oklahoma Gas (“CenterPoint Oklahoma”, “Company” or *Applicant™) for Commission approval
of its Performance Based Rate Change (“PBRC” or, the “Plan™) plan calculations for the twelve
months ended December 31, 2018,

L RECOMMENDATIONS

The Administrative Law Judge (*ALJ") recommends that the Commission adopt a
revenue increase of $1,943,367 based on an adjusted Earned Return on Equity (“ER") of 5.76%
for the 2018 test year. According to the PBRC plan, the increase shall be applied to Company
rate classes as follows:

- Residential (RS — I) $1,360,357
- General Service (GS - 1) 272,071
- Commercial Service (CS — 1 & CS-NGV 252,638
- Large Commercial Service (LCS - 1) 58,301

The ALJ further recommends that the Commission reject the Attorney General’s
recommendations regarding the following:

- Disallowance of $563,825 for short term incentive compensation expense;
- Disallowance of $270,570 for long-term incentive compensation expense;
- Revenue annualization; and

- Requirement CenterPoint Oklahoma file a periodic rate case.
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The ALJ further recommends that the Commission find that the calculations for the Test
Year as reviewed and amended by the Commission’s Public Utility Division (“PUD”), including
the revenue and expense adjustments, discussed further below, are just, reasonable and in the
public interest and should be approved.

II. PROCEDURAL HISTORY

On March 15, 2019, CenterPoint Oklahoma filed an Application pursuant to 17 O.S. §§
151 and 152. The procedural history is incorporated herein and iis attached hereto as Attachment
ilﬁi).

. SUMMARY OF EVIDENCE
A, Documents:

Documents filed in this Cause are contained in records kept by the Court Clerk of the
Commission. Testimony was offered at the Hearing on the Merits. Witnesses testifying were
Burl M. Drews and Cynthia L. Westcott on behalf of CenterPoint Oklahoma, Todd F. Bohrmann
on behalf of the Attorney General of the State of Oklahoma and McKlein Aguirre and Isaac
Stroup on behalf of PUD. The entirety of the testimony offered is contained in the transcript of
these proceedings. The testimony summaries are included as “Attachment “B” attached hereto
and incorporated herein.

B. Exhibits:

1. Exhibit 1, 2019 CenterPoint Oklahoma's Response to Data
Request No. AG-CP04-06

2 Exhibit 2, Final Order in Cause No. PUD 201700078

3. Exhibit 3, Arkansas Public Service Commission’s Formula Rate

Plan Rider

4. Exhibit 4, CenterPoint Oklahoma’s Response to Data Request No.
AG-CP(5-03

5. Exhibit 5, CenterPoint Oklahoma’s Payroll Adjustments Chart
under PBRC Tariff 2014-2018

6. Exhibit 6, NRRI’s Briefing Paper, August 2010

T Exhibit 7, Final Order in Cause No. PUD 201800029

8 Exhibit 8, Attomey General’s Response to PUD’s 1* Set of Data
Requests, IDS AG-1-1

9. Exhibit 9, Attachment A to Attorney General’s 2™ Set of Data
Requests to PUD - No. AG-PUD-2

IV. FINDINGS OF FACT AND CONCLUSIONS OF LAW

After consideration of all the evidence in this Cause, the ALJ recommends the
Commission adopt the following Findings of Fact and Conclusions of Law:

Sarisdiction

1. The Commission is vested with jurisdiction by virtue of OKLA. CONST. art. IX,
§18, 17 0.S. §§ 151 and 152, and provisions for a Performance Based Rate Change review set
forth in Order No. 499253, Cause No. PUD 200400187.
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Notice

B Notice is proper in this Cause and in compliance with Order No. 694279 issued
April 9, 2019. Notice of the Hearing on the Merits (“Hearing™) was prescribed as individual
notice by email or US Mail to CenterPoint Oklahoma’s utility customers at least ten (10) days
prior to the Hearing.

3. On June 24, 2019, CenterPoint QOklashoma filed an Affidavit of Service
demonstrating notice in this Cause was provided to the Company’s customers as required by
Order 694279. The Order concluded that because individual notice would be sent out in all of
CenterPoint Oklahoma’s customer billings, additional notice by publication would be redundant
and unnecessary and should not be required. The language of the individual notice by mail was
set out in Exhibit A to Order No. 694279,

4, The PBRC calculations in this Cause are based upon the 2018 Test Year with the
12-month period ending December 31, 2018.

Me ics of the Company’s PBRC Plan

3. CenterPoint Oklahoma’s PBRC Plan was initially approved by Order No. 499253,
issued in Cause No. PUD 200400187, and was most recently addressed in Order Number 684379
issued in Cause No. PUD 201800029. The plan provides for the Commission to make an annual
review and adjustment of revenues depending on actual operating results for the most recent
calendar year, as measured by Return on Equity (“ROE™). The level of revenue adjustment is
dependent upon the revenue requirements determined using certain adjustments to actual
operating results. On or before March 15 of each year, CenterPoint Oklahoma is required to file
with the Commission, specified calculations and schedules, which are then subject to review and
Commission approval. Drews Direct 6:17-21.

6. According to the PBRC Plan, CenterPoint Oklahoma's calculations will reflect an
adjusted ARE that is compared to CenterPoint Oklahoma's target Allowed Return on Equity
(*ARE”) of 10%. If the ER is within a 100-basis point “dead-band” around the AR (50 basis
points above and 50 below), revenues do not change. If the calculated ER is below the lower end
of the dead-band, base rates increase to target CenterPoint Oklahoma’s ARE of 10%. If the ER
is greater than the high end of the dead-band, a credit is provided to customers per the applicable
rate'schedules equal to 75 percent of the earnings in excess of the upper limit of the ROE dead-
band. Drews Direct 6:3-14; 5/27/19 Tr.12:17-25; 13:1-3. There is not a prospective rate
decrease but a prospective refund assuring customers receive the money they are owed. Drews
5/27/19 Tr. 22:15- 25; 23:1-2.

Benefits of the PBRC Plan

7. Over the life of the PBRC Plan, CenterPoint Oklahoma customers received 54_.4
Million due to PBRC Plan earnings sharing. Drews Direct 6:14-16. Of thirteen CenterPoint
Oklahoma Causes since 2005, four resulted in refunds to customers, two resulted in no rate
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increase and seven resulted in increases to rates totaling approximately $13.2 million. Stroup
Responsive 7:14-16.

8. The Company bears the adverse financial impact of a test year in which it under-
earns and it is unable to make up those losses. Conversely, in a year of surplus earnings the
Company and shareholders receive a share of the surplus. This provides an incentive to the
Company to achieve efficient operations. Drews Direct 8:17-23.

9. The yearly performance-based comparison and regular review by PUD, OAG and
ultimately the Commission is inherently efficient leading to improvements toward preater
efficiency in the public interest. Drews Direct 6:3-21; 7:1-6. Under the PBRC Plan, PUD
reviews the Company’s costs and activities. In last year’s PBRC, 15 analysts reviewed
approximately 68 discrete issues. Drews Direct 13:4-7.

10.  The PBRC Plan reduces regulatory expenses. CenterPoint Oklahoma incurred
costs of approximately $141,000 from the preparation of the filing through the Hearing and ALJ
report in Cause No. PUD 201800029, Drews Dircet 9:21-22; 10: 1-3. General rate case costs
are approximately $1.0 - $1.6 million. Id. at 10: 20-21. Based upon the 2018 average customer
count, the minimum cost of a general rate case to each customer would be between $10.16 to
$16.26 while a complex PBRC proceeding would cost approximately $1.43 per customer.
Drews Direct 11:3-8.

PBRC Reguested Revenue Increase

11. The Commission should adopt PUD's recommended $36,434 reduction to
CenterPoint Oklahoma’s base revenue increase requirement that results in a base revenue
increase requirement of $1,943,367. The Commission should also adopt PUD’s Amended
Revenue Requirement Exhibit, attached hereto as Attachment “C” and incorporated herein.

12. The Company originally requested a base revenue increase requirement in the
amount of $1,979,801. Drews Direct 21;14-16. PUD recommended the $36,434 reduction to
bring the Company back to midpoint of 10%. Quintero Amended Responsive 5:9-13; 5: Table 2.
The base revenue deficiency for the 2018 test year is approximately $2 million. Drews Direct
23:2-3. Approximately 37% of this base revenue increase will be offset by the $726,161 Excess
Accumulated Deferred Income Taxes (“EDIT”) the Company returned to customers in April
2019. Drews Direct 21:7-20.

13.  Mr. Quintero sponsored the PUD's Amended Revenue Requirement Exhibit filed
on May 31, 2019, summarizing the PUD's adjustments to the Company’s initial calculations and
PUD's recommended rate adjustment in this Cause. The Exhibit shows an amended aggregate
base revenue increase of $1,943,367, which Mr. Quintero recommended on behalf of PUD.
Quintero Amended Responsive 5: 1-13, Table 1. Included in this calculation is the Company's
revised and uncontested cost of long-term debt at 5.21 percent. Revenue adjustments were
unopposed other than opposition to incentive compensation voiced by Mr. Bohrmann, which
Mr.Bohrmann discussed in greater detail on behalf of the Attorney General'.

! See page 11.
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Adjustments to Advertising Expenses

14. 17 O.5. § 180.1 governs promotional policies and practices of each utility and
limits advertising expenses by a public utility to those advertisements that promote customers’
safety, enhance environmental protection, conservation and provide information regarding
industrial development. Some of the expenses CenterPoint Oklahoma originally listed did not
meet these criteria. McKay Responsive 7: 7-11.

15. The Commission should adopt PUD's recommended disallowance of $4,575 of
Advertising Expenses. McKay Amended Responsive 3: Table One.

Adjustment to Dues, Donations, Contributions and Membership E

16. PUD reviewed the Company’s Chamber of Commerce (“COC”™) Membership
Expenses in the amount of $64,574 representing dues paid to various municipal COCs which
support economic development in Oklahoma benefitting ratepayers and shareholders. PUD
reviewed $18,737 related to Administrative and General (“A&G™) and Club Membership
Expenses. PUD reviewed $23,912 related to Industry Dues and $21,925 related to Sponsorships
and Contributions. McKay Responsive 8:1-19.

17.  The Commission should adopt PUD’s recommended disallowance of $500 of
non-recoverable A&G and Club Membership expenses not directly related to the payment of
dues. PUD also recommended removal of $13,573 from Sponsorships and Contributions for a
total recommended decrease of $14,073. Expenses including donations, events and banquets for
specific Chambers of Commerce of which ratcpayers may be unaware and from which they
receive no direct benefit are not recoverable,. McKay Respensive 8:13-22; 9:1, Table 3.

18. The Commission should adopt PUD’s recommendation that the balance of COC
membership dues be divided equally between ratepayers and shareholders consistent with PUD’s
treatment of COC dues in previous PBRC causes. This results in an additional adjustment of
$7,110, for a total adjustment of $21,183. McKay Responsive 9:1-6.

Adjustments to Plant in Service

19,  The Commission should adopt PUD’s recommended reduction of Plant in Service
by $109,532. The updated Plant in Service amount of $208,052,121 is now listed in amended
Schedule B-1. Melvin Supplemental 4:6-12.

20. Initially, CenterPoint Oklahoma reported a balance of $208,161,653 for
Oklahoma Plant in Service including additions of $10,935,974, retirements of (81,869,599) and
transfers of ($27,794), Melvin Responsive 6:1-3. PUD reviewed discovery requests and
determined Project Management labor was incorrectly charged to Oklahoma on a particular
capital addition in Oklahoma and an additional invoice of $11,847 was improperly charged
resulting in a Plant in Service decrease of $109,532. Melvin Supplemental 4:14 —335.
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21.  Plant in Service additions averaged approximately §9.1M annually prior to 2018.
The Company added slightly less than $10.5M of infrastructure in 2018. Primary expense
drivers are steel mains being replaced to meet the Company’s Distribution Integrity Management
Program, main extensions to accommodate growth to new services, government relocation
projects, old service replacement as new and replacement main extension enter the area, and
addition of house regulators in compliance with 49 C.F.R. § 192.740 (“Farm Tap” rule). PUD
determined the need for Plant in Service additions requested were reasonable and typical of other
gas utilities. Variances between initial estimates and actual construction costs were due to
typical problems such as longer than expected project duration, underestimated footage required,
and unforeseen underground obstacles such as hard rock. Melvin Responsive 7:5-20.

Accumulated Depreciation, Operation and Mainten:

Work in Progress

22,  The Commission should approve Accumulated Depreciation included in net plant
in Schedule B-1 of ($128,795,329). The company reported a decrease to rate base of
$128,795,329 for Accumulated Depreciation. Melvin Responsive 8:17-18 and 9:1-4. PUD
found no discrepancies between schedules, work papers, and general ledger entries. After
reviewing trends from previous PBRC Plan test results from 2014 — 2018, the increase in
Accumulated Depreciation is less than the overall average increase during the past four years.
Melvin Responsive 9:5-11.

23,  The Commission should approve Operation Expenses amounting to $27,357,772,
Depreciation and Amortization Expense equaling $9,317,709, Construction Work in Progress
(“CWIP") amounting to $4,074,939, Accumulated depreciation of $128,795,329, reported
distribution system Operation Expenses of $27,357,772, and $9,317,790 in Depreciation and
Amortization Expenses. Melvin Responsive 12:6-15.

24,  During an on-site audit, PUD verified the amounts included in O&M Expenses
matched general ledger entries. Amounts included distribution expenses, customer accounts
expenses, customer service and information expenses, sales expenses, administrative and general
expenses, maintenance expenses, depreciation expenses, and amortization expenses during the
test year ended December 31, 2018. Melvin Responsive 10:14-21.

25.  No discrepancies were found in the reported distributicn system O&M Expenses.
PUD verified the trend from previous PBRC’s from 2014 through the 2018 test year which
revealed an average increase of 5.21% in distribution operation expenses. O&M Expenses
reported in the current Cause decreased from 2017 reported expenses. Depreciation rates used in
this Cause were developed during Cause NO. PUD 201700078 and were unopposed in Final
Order No. 669205 Melvin Responsive 11:3-11.

26, The Commission should adopt CenterPoint Oklahoma's CWIP amounting to
$4,074,939, Accumulated depreciation of $128,795,329, reported distribution system Operation
Expenses of $27,357,772, and 39,317,790 in Depreciation and Amortization expense. Melvin
Responsive 12:10-15.

i nts to Asset Manage A ent

27.  The Commission should adopt the recommended reduction of the required base
revenue increase in the amount of $410,530 due to the effects of the Asset Management
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Agreement (“"AMA") and allow the AMA to continue. Aguirre Responsive 13:6-7, 10:6-12.
Customers received benefits equaling $410,530 for 2018 review period. Aguirre Responsive
10:3-4.

28.  The AMA contract allows CenterPoint Oklahoma to release its gas to the asset
manager who has expertise in natural gas trading. Firm Storage Service is not considered a
company-owned asset and therefore excluded from rate base, holding down rates. The asset
manager engages in beneficial transactions in the gas commodity markets. CenterPoint
Oklahoma pays a fee only for the initial injection and subsequent withdrawal of the commodity.
The revenue associated with the AMA reduces the Company’s revenue requirement collected
through base rates from customers. Ratepayers share 50% of the incremental additional revenues
generated from the AMA. Aguirre Responsive 5:16-21; 6:1-10. Since 2010, customers have
benefitted financially from the AMA. Aguirre Responsive 8:1-23; 9:1-23,

Payroll

29. The Commission should approve CenterPoint Oklahoma’s base payroll level
adjustment of $451,383 which includes an adjustment for FICA.

30,  CenterPoint's base payroll level during the 2018 review period was $6,185,618.
The Company’s Application, including adjustments, increased the base payroll level to
$6,599,356. Aguirre Responsive 10:15-17. The $451,383 adjustment increases the actual
review period Payroll Expense amount to the annualized December 2018 Payroll Expense
amount as dictated by the PBRC Tariff. Jd. 10:19; 11:1-6. The Payroll Expense increase allows
the Company to provide a competitive salary to attract and retain a skilled workforce. Id. 12:6-
11.

Ener iency Pro

31. The Commission should adopt PUD’s recommendation to increase the
Conservation Improvement Program (“CIP”) incentive by $33,622 to reflect the verified total
energy savings and the resulting Net Benefit of the CIP's. Champion Responsive 13:14, 14:1-2,

32. The Commission should adopt PUD’s recommendation to remove $2,121,208
from the Operating Revenues and remove $1,864,388 as an adjustment to Operating Expenses
consistent with the Company’s approved PBRC tariff. Champion Responsive 9:15-20. The
Operating Income Statement adjustment is necessary to accurately reflect and not overstate the
Company’s Operating Income because the Energy Efficiency (“EE”) programs are funded
separately (Schedule H-2). Champion Responsive 9:15-16.

33.  CenterPoint Oklahoma's CIP includes the following Champion Responsive 6:21-
26; 7:1-23; 8:1-5, Table.1:

« High Efficiency New Homes Program with inducements to install high efficiency
natural gas products in 63 homes;

» The Multi-Unit Market Transformation Program experienced fewer opportunities
to successfully encourage use of natural gas equipment in multi-family units;
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» Natural Gas Commercial solutions was the Company’s most successful program,
delivering energy savings of 30,505 Mcf; and

* Home Energy Reporis resulted in a net energy savings of 43,010 Mcf through
customer education and behavior modification. In 2018, more than 182
customers participated in fuel-switching rebates installing natural gas space
heating, water heating equipment, and multi-family programs along with 30
participants who received rebates for natural gas dryers and ranges.

34. The proposed 2019 effective EE rate is made up of four rates. Champion
Responsive 10:2-10:

« The projected 2019 EE program budget;

= Utility incentive adjustment, calculated using the results from the performance
of the 2018 EE Programs;

* True-up adjustment which accounts for the difference between 2018 EE
program revenues collected and the 2018 EE program revenues approved for
recovery; and

* True-up for the utility incentive adjustment.

35.  The incentive component must meet two goals in order to be paid; it must achieve
at least 80% of program energy saving projections and achieve a total resource cost test ratio of
greater than one. CenterPoint Oklahoma’s filed work papers indicate the 2018 CIP porifolio met
the goal ratio and total resource cost/benefit test. Champion Responsive 11:10-14.

36. CenterPoint Oklahoma’s budget for the 2019 CIP is $2,832,492, consistent with
the budget approved in Cause No. 201600263, Order 657250. The EE program rate is calculated
by dividing the 2019 budget for each class by the Company’s projected volumes for each class.
PUD reviewed this program and found it accurate and recommended approval. Champion
Responsive 10:15-19.

37. PUD recommended approval of the 2018 ADP Report and the CIP or EE
adjustment to base rates, including the 2019 program budget adjustment and the true-up of
previous year amounts. Champion Responsive 13:11-14,

The Need for a Raie Case

38.  The Commission should not require the Company to file a Chapter 70 general rate
case at this time. A peneral rate case is unnecessary because the Company’s PBRC Plan
continues to work as intended by encouraging CenterPoint Oklahoma to achieve greater
efficiency and performance by reducing the cost of serving customers through significantly
lower regulatory and rate case expenses, accomplishing “gradualism™ by providing the
opportunity for smaller, but more frequent, rate changes, and resulting in closer supervision of
the Company because of the required annual reviews of its financial results and operations.
Stroup Responsive 9:8-25; Stroup Rebuttal 8:3-10: Drews Direct 5:5-22.
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39.  Furthermore, a general rate case is not required because the interests of the
Company, its sharcholders, and its customers remain substantially aligned due to the unique
combination of the Company’s PBRC Plan and its AMA. Stroup Responsive 10:1-13; Drews
Direct 5:19-22, 9:13-18, 15:3-18, 17:6-10.

40, The Attorney General characterized CenterPoint Oklahoma’s PBRC as most
closely resembling a formula rate plan. Bohrmann Direct 18:14-17. The Attorney General
argued the PBRC Plan is not the best way to balance the ulility’s ability to earmn a fair and
reasonable retum and also provide low, fair, just, and reasonable rates to the customer. Tr.
6/28/19 45:11-15. Rather, performance based ratemaking allows the utility to recover more
revenue from customers sooner, shifis risk to customers, and requires the utility to initiate more
frequent and/or more complex regulatory actions and events. Bohrmann Direct 12:17-19,

41. The Attorney General's witness testified the National Regulatory Research
Institute (“NRRI") identified eight conditions that a utility’s formula rate plan should contain to
promote the public interest (Bohrmann Direct 19:3-19) including the following:

» Insufficiency of traditional ratemaking for the utility should be established;

» The formula rate plan must require the utility to meet performance standards;
The utility’s target ROE should account for the reduced business risk
atiributable to more timely and predictable cost recovery;

The dead band around the target ROE should be wide enough so that the
utility can retain a higher ROE that could come from higher cost performance,
or absorb a ROE that could come from lower cost performance;

» The targeted rate of return for rate adjustments should be outside the dead
band;

= The formula rate plan should not guarantee eamnings;

The process for rate adjustments should allow ample time and resources for
regulators and parties to assess whether the utility acted prudently during the
evaluation period; and

Periodic general rate cases should be conducted to examine whether existing
cost allocations, the authorized rate of return, and rate design remain

appropriate.

42,  The Attorney General’s witness testified CenterPoint Oklahoma’s PBRC Plan
failed to meet NRRI conditions as follows: Bohrmann Direct:20 3-21; 21:1-7:

« The Company is not required to meet performance standards.

« The dead band is insufficiently wide and this does not encourage the
Company’s exercise of cost discipline.

» The actual ROE is outside of the dead band after current adjustments

« There is insufficient review of the Company’s activity based upon NRRI
standards.

43.  PUD witness Isaac Stroup testified a Chapter 70 general rate case is unnecessary
for CenterPoint. Stroup Responsive 10:15-21:
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44, A Chapter 70 general rate case would cause an increase in costs for customers. In
seven recent Oklahoma rate cases filed by Oklahoma Gas and Electric Company, Oklahoma
Natural Gas, and Public Service Company of Oklahoma, the average amount requested in the
companies’ applications for rate case expense was approximately $886,000. As noted by Mr.
Drews in his Direct Testimony, a reasonable estimate for general rate case costs for CenterPoint
Oklahoma are approximately $1.0 to $1.6 million. This is a very expensive process, especially
considering CenterPoint Oklahoma only has approximately 98,000 customers. In comparison,
excluding the exceptions hearing, the cost for the previous year’s PBRC filing, Cause No. PUD
201800029, was approximately $141,000. [f CenterPoint Oklahoma were to file a rate case, it
would greatly increase costs to customers, as it would directly cause an increase in rate case
regulatory expenses by as much as 1100%. Stroup Responsive 11:2-12.

45. The PBRC review is the same depth as the review in a general rate case.
Everything is subject to review in a PBRC Cause. Past expenses are reviewed for prudence and
may be adjusted, and everything else can be changed prospectively. PUD may scope its full
review as it would in a general rate case, including intensive reviews such as plant additions, and
a sample of projects in order to determine the reasonableness of projects and expenses. This is
the same process followed in any rate case, Instead, PUD is able to perform the full review more
quickly due to the transparency and familiarity achieved through reviewing the Company’s
books every year. Stroup Responsive 11:15-20; 12:1-4.

46. A general rate case would not eliminate the need for a rate increase. Mr. Stroup
testified that a common reason given in support of the necessity of a peneral rate case for
CenterPoint Oklahoma is the recent history of rate increases calculated and requested by the
Company. This is not a good argument, because a general rate case would not remove the need
for a rate increase. There are outside factors that cause CenterPoint Oklahoma to under-eamn,
namely customer attrition and increasing costs. These factors are largely outside of CenterPoint
Oklahoma’s control, and do not suggest that the PBRC Plan is not working as intended, nor that
a general rate case is necessary. Stroup Responsive 12:7-13.

47. A general rate case is not likely to produce significant benefits that could not also
be achieved in a PBRC filing. The PBRC process allows for items not fully reviewed every year
to be addressed when parties believe it is necessary. Stroup Supplemental 12:16-17.

48.  No showing has been made in this Cause that a general rate case would produce
any financial benefits for the customers of CenterPoint Oklahoma at this time. The Attorney
General’s witness did not recommend “that the Commission mandate that the Company file for a
general rate case at a specific date.” Bohrmann Direct 21:19-22. Instead, Mr. Bohrmann
presented the policy notion that CenterPoint Oklahoma should “periedically file a general rate
case even though no particular need for such an effort is demonstrated.” Jd. Mr. Bohrmann
acknowledged that his opinion regarding CenterPoint Oklahoma’s PBRC Plan differs quite a bit
from that of PUD and the Commission's decisions. Tr. 6/28/19 45:9-25; 46: 1-9.

49.  CenterPoint Oklahoma’s operational cost drivers were not disputed and conceded
as primarily beyond CenterPoint’s control. CenterPoint serves a rural and diffuse territory
characterized by inherent customer attrition over which the Company has little control. Cynthia
Westcott Direct 2: 8-10. The Company’s service area is experiencing negative population
growth, fd 5: 18 —20.
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Incentive Compensation

50.  CenterPoint inadvertently failed to include a cost element when calculating LTI
allocated to Oklahoma. CenterPoint’s corrected request for LTI is $270,570. Stroup Responsive
13:16-18.

51. The Commission should reject the Attorney General's recommendation to
disallow incentive compensation expense. PUD also believes Incentive Compensation
encourages employees to find ways to operate more efficiently, increases earnings, and improves
financial health. Improved financial health can lower costs by reducing the cost of capital.
Additionally, Short-Term Incentive Compensation (“STI”) and Long-Term Incentive
Compensation (“LTT”) are a necessary part of total compensation, and are vital to attract and
retain qualified employees. Given the substantial alignment of interests between customers and
the Company under the PBRC, customers benefit from the resulting qualified workforce and
financially healthy Company that Incentive Compensation helps provide. Further, it is equitable
for customers to contribute for compensation eamned at the parent company. If CenterPoint
Oklahoma did not utilize leadership from the parent company, it would still be required to hire
that leadership itself, at greater expense. Additionally, the allocation factor provides a
reasonable estimate of the amount of STI and LTI that should be allocated to CenterPoint
Oklahoma customers, allowing those customers to pay only an amount reasonably atiributable to
the time employees spend on CenterPoint Oklahoma. Therefore, PUD continues to recommend
the Commission approve recovery of the full amount of LTI and STI requested in this Cause,
Stroup Rebuttal 13:4-19

52. Since the inception of the PBRC Plan, the Commission has allowed all Short
Term and Long Term Incentive Compensation expenses requested by CenterPoint Oklahoma
without exception. Cause No. PUD 201700078 Order No. 669205 p.16, 1§5-6. In 2011, the
Commission recognized the interests of the Company and its customers are substantially aligned.
Because of that alignment of interests, the Commission also began allowing recovery of all Long
Term Incentive Compensation expenses requesied, and has done so repeatedly and consistently
since then. Id. at pp. 16-17, 8.

53. The Commission, in Cause No. PUD 201800029, Order No. 684379, p.3,
paragraph 20 specifically noted:

“The principal goal of incentive compensation is employee behavior that
promotes safety, operations performance, and financial performance. This
behavior is particularly important in years ... where employees must identify and
accomplish upgrades to the gas distribution system for safety and reliability and
combat customer attrition prevalent in the Company's rural service area, because
of factors outside of CenterPoint Oklahoma's control.”

54,  No change of circumstances has been demonstrated in this Cause, Mr. Bohrmann
conld not point to any facts supporting full recovery incentive compensation that have changed
since last year. Tr. 6/28/19 98:23-25; 99:1-3.

55.  The Commission should reject the Attorney General’s recommendation that the
PBRC Plan be structurally altered to require annualization of prior revenue increases allowed in
prior proceedings. Bohrmann Tr. 6/28/19 76:25; 77:1-4.
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56.  This proposal would require that in PBRC Plan proceedings conducted in the year
following a PBRC Plan rate increase (as in the current case), the Company would be forced to
recognize millions of dollars in hypothetical revenue it never received during the Test Year (the
previous calendar year). The Company’s revenues would be artificially increased by the amount
of that hypothetical “annualization” adjustment and the Company will never recover the
difference. Drews Rebuttal 8:10-19.

57.  If this proposal had been implemented for the 2018 Test Year, Mr. Bohrmann’s
recommended adjustment would have entirely wiped out the Company’s $1.9 Million actual
revenue deficiency and replaced it with artificial calculations based on revenue the Company
never actually received in the Test Year. Drews Rebuttal 9:9-16.

58,  If annualization occurred in addition to denying CenterPoint Oklahoma the
opportunity to recover its costs and carn a reasonable rate of retum, the Attorney General’s
proposal would establish a perverse incentive to delay a PBRC Plan review until the end of the
year (or longer) so that the Company would receive little to none of the authorized revenue
increase, even in the year following the year in which the increase was approved. Drews
Rebuttal 10:1-10. ]

59.  Mr. Bohrmann acknowledged that the revenue that CenterPoint Oklahoma would
be forced to recognize under his proposal would not be received in the Test Year. Tr. 6/28/19
74:22-75:7. Still, he contended those revenues are not hypothetical because the Company would
receive them in the following year. Tr. 6/28/19 10:13-25, 75:1-13.

60.  This argument is flawed since the PBRC Plan employs a historical Test Year and
not a prospective Test Year. If increased revenues are not received in the Test Year because a
rate order did not go into effect until October of that year (which occurred in 2018), that
consequent revenue deficiency in fact ocourred during that Test Year and represents a real dollar
loss to the Company. Under the PBRC Plan, whether the Company receives those revenues in
the following year is a matter for the PBRC Plan to consider when that following year is
reviewed as a Test Year in a subsequent PBRC Plan proceeding. Drews Tr. 6/27/19 46:22-25;
47:1-19; 48:4-9.

Uncontested Tax Credit Jobs Act (“TCJA™) Issues

61. The Commission should approve as compliant with Order No. 684379 (issued in
Cause No. PUD 201800029) the Protected and Unprotected EDIT credits arising under the TCJA
in the aggregate total of $726,161. These credits were refunded to customers in April 2019,
while the Cause was pending, and any under-refunded or over-refunded amounts will be trued-up
in April 2020. Drews Direct 42:7- 20; 43:1 - 17.

62.  The Commission should also approve the return to customers through CenterPoint
Oklahoma’s Gas Supply Rate Rider the interest on the deferred liability arising from income tax
rate changes under the TCJA accrued after the close of the 2018 Test-Year, from January 1,
2019, through the implementation date of the authorized rate increase in this proceeding related
to the change in federal income tax expense deferred liability. Drews Direct 25:7-19; 26:1-5.
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PUD's Notice Proposal Clarification

63. The Commission should not require the PBRC Tariff to include the notice of
issues provision recommended as a courtesy by PUD witness, Isaac Stroup Tr. 6/28/19 113: 14—
25;114:1-7.

64.  Mr. Stroup testified that while everything is subject to review and prospective
change in a PBRC proceeding, not all issues that are reviewed require litigation. As a matter of
courtesy if any party plans to raise one of these major issues in a PBRC proceeding, they should
notify the Company before it files its application. Responsive 6:2-9. This allows the Company
notice so expert witnesses can be hired and pertinent direct testimony written. There was no
suggestion to place this requirement in the PBRC Tariff language; thereby potentially prohibiting
any party from discovering an issue in the middle of the case and then bringing it up. Tr. 6/28/19

~113:17-25; 114:1-7.

Conclusion

65.  The resulting rate increase is fair, just and reasonable and consistent with the
public interest and CenterPoint Oklahoma’s PBRC Plan.

66.  The Findings of Fact and Conclusions of Law set out above should be adopted as
the Order of the Commission.

67.  The Commission’s Order should be effective immediately upon issuance, with the
rate change to be implemented beginning with the first billing cycle after the Final Order issues.

lly submitted, this Mﬂy of ';x,j ( 2 A/'/ , 2019,

LINDAS.
Administrative Law Judge

C:

Chairman J. Todd Hiett

Vice Chairman Bob Anthony
Commissioner Dana L. Murphy
Nicole King

Matt Mullins

Elizabeth A.P. Cates

Ben Jackson

James L. Myles

Curtis M. Long

J. Dillon Curran

Jared B. Haines
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ATTACHMENT “A®

PROCEDURAL HISTORY

1. On March 15, 2019, the following documents were filed:

a. CenterPoint Energy Resources Corp d/b/a CenterPoint Energy Oklahoma Gas
(*CenterPoint Oklahoma™) filed its Application in this Cause;

b, Direct Testimonies of Burl M. Drews, Cynthia L. Westcott and John D. True
on behalf of CenterPoint Oklahoma; and

c. Motion for Order Prescribing Notice, a Motion for Order Prescribing
Procedural Schedule and a Motion for Protective Order, along with Notices of
Hearing setting the Motion for Order Prescribing Notice, Motion for Order
Prescribing Procedural Schedule and Motion for Protective Order for hearing
on March 28, 2019.

2. On March 18, 2019, the Office of the Attomey General of the State of Oklahoma
(“Attorney General”™) filed an Entry of Appearance for Jared B. Haines and Katey N. Campbell.

. On March 28, 2019, the Motion for Order Prescribing Notice, Motion for Order
Prescribing Procedural Schedule and Motion for Protective Order were heard and recommended.

4, On April 9, 2019, the Commission issued Order No. 694278, Order Granting
Motion for Protective Order; Order No. 694279, Order Granting Motion for Order Prescribing
Notice; and Order No. 694280, Order Granting Motion for Order Prescribing Procedural
Schedule.

5. On May 20, 2019, the Responsive Testimonies of Andrew Scribner, Isaac D.
Stroup, Kathy Champion, David Melvin, McKlein Aguirre, Richard McKay and Zachary
Quintero were filed on behalf of PUD.

6. Also on May 20, 2019, PUD filed its Revenue Requirement Exhibit.

5 On May 21, 2019, the Responsive Testimony of Todd F. Bohrmann was filed on
behalf of the Attorney General.

8. On May 31, 2019, the Supplemental Testimonies of David Melvin and Isaac D.
Stroup, the Amended Revenue Requirement Exhibit and the Amended Responsive Testimonies
of Zachary Quintero, Andrew Scribner and Richard McKay were filed on behalf of PUD.

9. On June 10, 2019, the Rebuttal Testimony of Burl M. Drews was filed on behalf
of CenterPoint Oklahoma; Rebuttal Testimony of Todd F. Bohrmann was filed on behalf of the
Attomey General; and Rebuttal Testimony of Isaac D. Stroup was filed on behalf of PUD.

10. On June 25, 2019, the Testimony Summaries of Isaac D. Stroup, Andrew
Scribner, Zachary Quintero, David Melvin, Richard McKay, Kathy Champion and McKlein
Aguirre were filed on behalf of PUD.
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11.  On June 26, 2019, the following documents were filed:

a. Summary of Responsive Testimony of Todd F. Bohrmann and the Summary
of the Rebuttal Testimony of Todd F. Bohrmann on behalf of the Attorney
General.

b.  Exhibit Lists were filed on behalf of the Attorney General and CenterPoint
Oklahoma.

c. Testimony Summaries of Cynthia L. Westcott, Burl Drews and John D.
True were filed on behalf of CenterPoint Oklahoma.

12.  Also on June 26, 2019, the Hearing on the Merits was continued by agreement of
the parties to June 27, 2019.

13.  OnJune 27, 2019, PUD filed its Exhibit List.

14.  Also on June 27, 2019, the Hearing on the Merits was heard and continued by
agreement of the parties to June 28, 2019.

15.  On June 28, 2019, the Hearing on the Merits was taken under advisement.

16.  OnJuly 9, 2019, the Notices of Transcript Completion from 6-27-19 and 6-28-19
were filed.

17.  On July 12, 2019, Proposed Findings of Fact and Conclusions of Law were filed
by CenterPoint Oklahoma, Attorney General and PUD.
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Isaac Stroup is employed by the Public Utility Division (“PUD") of the Oklahoma
Corporation Commission (“Commission™) as a Senior Regulatory Analyst. On March 15,
2019, CenterPoint Energy Oklahoma Gas (“CenterPoint” or “Company™) filed Cause No.
PUD 201900019, an Application for approval of its Performance Based Rate Change
(*PBRC") plan calculations for the twelve months ended December 31, 2018. Mr. Stroup
filed Responsive Testimony on May 20, 2019, Supplemental Responsive Testimony on

May 31, 2019, and Rebuttal Testimony on June 10, 2019,

In his Responsive Testimony, Mr. Stroup testified that PUD reviewed the Application,
Company Testimony, and the applicable statutes and Commission rules. Mr. Stroup
testified that PUD conducted an onsite audit at the Company’s headquarters in Houston,
Texas, and at the office of the Company’s attorney in Oklahoma City, Oklahoma. Mr.
Stroup testified that PUD recommended the Commission find that the Company’s PBRC
is working as intended and that a general rate case is not necessary for CenterPoint for the
following four reasons:

1. A Chapter 70 general rate case would cause an increase in costs for customers.

2. The PBRC review provides the same depth of review as a general rate case.

3. A general rate case would not eliminate the need for a rate increase.

4. A general rate case is not likely to produce significant benefits that could not also

be achieved in a PBRC filing.

In addition, Mr. Stroup testified that PUD recommended two adjustments to mnentwe
compensation to reduce it fo 100% of target Jevel; however, this recommendation was
subsequently revised in the Supplemental Testimony discussed below.

Summary Testimony —~ Stroup
CenterPoint Energy Okizhoma Gas — Cause No. PUD 201900019
Page 2 of 4
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In Mr. Stroup’s Supplemental Testimony, be testified that he initially relied upon the
incorrect premise that the Commission has allowed up to 100% of target compensation in
prior CenterPoint PBRC Causes. In fact, the Commission has allowed full recovery of
both Short Term Incentive Compensation (“STI™) and Long Term Incentive Compensation
(“LTT") in prior CenterPoint PBRC Causes. Therefore, Mr. Stroup testified for that reason,
and due to the role incentives play in creating a competitive salary package and the unique
alignment of interests between CenterPoint’s customers and shareholders under the PBRC,
PUD recommends full recovery of STI and LTI expense requested by CenterPoint in this

Cause,

In his Rebuttal Testimony, Mr. Stroup responded to the Responsive Testimony filed by
Oklahoma Attorney General witness Todd F. Bohrmann. Mr. Bohrmann recommended
that CenterPoint be directed to periodically file rate cases. Mr. Stroup testified that PUD
continues to believe the PBRC Tariff is an effective form of regulation for CenterPoint and
promotes public interest, and recommends the Commission reject Mr. Bohrmann’s

recommendation to direct CenterPoint to periodically file rate cases.

In Mr. Bohrmann's Responsive Testimony, he recommended that a portion of STI be
disallowed, and 100% of LTI be disallowed. In Mr. Stroup’s Rebuttal Testimony, he
testified that PUD continues to believe that, given the substantial alignment of interests
between customers and the Company under the PBRC, the Company's Inceative

Compensation package is a necessary part of total compensation to attract and retain

Summary Testimony — Stroup
CenterPoint Energy Oklahoma Gas — Cause No. PUD 201900019
Page 3 of 4
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qualified employees, encourage employees to operate more efficiently, increase earnings,
and improve financial health. Therefore, PUD recommends the Commission approve
recovery of the full amount of STI and LTI expense requested by the Company in this
Canse.

Finally, in Mr. Bohrmann's Responsive Testimony, he recommended that 99% of customer
charges after last year’s base rate increase be annualized and applied to the Company’s
PBRC calculation in this Cause. In Mr. Stroup’s Rebuttal Testimony, he testified that PUD
believes annualizing revenues in a PBRC is an attempt to solve a problem that does not
exist, and if implemented, could only create problems. Therefore, PUD recommends the
Commission reject Mr. Bohrmann’s recommendation to annualize a portion of revenues

from the prior test year to the current test year.

Summary Testirhony — Stronp
CenterPoint Energy Oklahoma Gas — Causs No. PUD 201500019
Page 4 of 4
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On March 15, 2019, CenterPoint Energy Oklahoma Gas (“CenterPoint” or “Company™) filed
an Apphication for approval of its Perfonmance Based Rate Change Plan calculations for the
twelve months ended December 31, 2018,

McKlein Aguirre testified that he is employed by the Public Utility Division (“PUD™) of the
Oklahoma Corporation Commission (“Commission™) as an Energy Coordinator. Mr. Aguirre
filed Responsive Testimony on May 20, 2019, to present PUD’s recommendations
concerning Cause No. PUD 201900019. His Testimony provides recommendations
regarding CenterPoint's Asset Management Agreement (“AMA™) and Payroll Expense.

Mr. Aguirre testified that PUD reviewed CenterPoint’s Application, applicable tariffs,
workpapers and testimony filed by CenterPoint witnesses and Final Order No. 684379 in
Cause No. PUD 201800029. In addition, Mr. Aguirre testified that PUD issued data
requests, reviewed data requests issued by intervenors and the associated responses, and
conducted an onsite audit at the Company’s headquarters in Houston, Texas, on April 10
and 11, 2019. Mr. Aguime testified that after the onsite andits and PUDY’s review of the
Application, Company testimony, schedules, responses to data requests, statntes, and rules,
PUD recommends the Commission adopt the following:

1. The Company’s reduction of the required base revenue increase in the amount of

$410,530 due 1o its participation in the AMA; and

2. The Company’s proposed adjustment to increase Payroll Expense in the amount of
$451,383.

Summary Testimony — Aguirre
CenterPoint Energy Oklahoma Gas — Cause No. PUD 20150001%
Page 2 of 2
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Summary of the Responsive Testimony of Todd F. Bohrmann
On Behalf of Mike Hunter, Oklahoma Attorney General

* Mr. Todd F. Bohrmann submitted pre-filed responsive testimony in th:s present case on May
21, 2019. The purpose of his testimony was to recommend that the Commission take the following
actions regarding the application of CenterPoint Energy Resources Corporation d/b/a CenterPoint
Energy Oklahoma Gas (“CenterPoint Oklahoma™): 1) disallow 50 percent of CenterPoint
Oklahoma's shori-lerm incentive compensation for 2018; 2) disallow 100 percemt of the
CenterPoint Oklahoma's long-term incentive compensation for 2018; and 3) adopt a prospective
change to the Performance Based Rate Change (“PBRC") Plan tariff to adjust the Company's
operating revenues by an amount equal to 99 percent of the uncollected revenue from customer
charges from the prior test year 1o the current test year if a rate increase would otherwise occur.
This change will have the effect of annualizing the effect of prior years® rate increases in a fair and
reasonable manner.

Background

Mr. Bohrmann described CenterPoint Oklahoma’s relative size within its ultimate parent
company, CenterPoint Energy, Inc. (“Parent”) as well as its counterpans wilh.'-lll'l the Parent’s
Matural Gas Distribution (“NGD") subsidiary. He indicated that the Company's relative size is
expected 10 become smaller in 2019 as the merger between the Parent and Vectren closes. He

identified the Company’s three mijor structural challenges within its current business model: 1) a
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CenterPoint Energy Oklahoma Gas

Summary of Responsive Testimony of Todd F. Bohrmann

sparsely populated service area; 2) sustained customer attrition; and 3) an increasing cost

environment as the Company’s gross distribution plant in service has experienced strong growth
since 2013.

Mr. Bohrmann testified that the Commission approved CenterPoint Oklahoma's PBRC plan
tariff as a five-year pilot program in Cause No. PUD 200400187 following a settlement among the
parties in that case. The Commission later made the PBRC tariff permanent in Cause No. PUD
201000030. Under the PBRC tariff, for each calendar year, the Commission shall determine

\
whether the Company's revenues shall increase, decrease, or remain constant, Since 2016, the
Commission has authorized CenterPoint Oklahoma an allowed return on common equity of 10.00
percent, with a deadband of 100 basis points around the allowed returu. The PBRC tariff does not
mandate a periodic comprehensive rate case proceeding. Mr. Bohrmann identified the specific
adjustments that the Company may make to its test year operating expenses.

Mr. Bohrmann indicated that the Company eamed a 5.76 percent ROE with total operating
revenues of $41.6 million and total equity of $34.6 million in 2018. Under the curreat PBRC tariff,
CenterPoint Oklahoma had an eamings deficiency of $1,979,801. However, the Company may
annualize salaries and wages, savings plan expense, payroll taxes, and other payroll-related
expenses incurred in December as if these expenses had existed during the entire test year. In 2018,
CenterPoint Oklahoma made a wage adjustment of over $}5ﬂ.ﬂﬂﬂ which represents nearly 25
percent of its earnings deficiency.

Since the 2005 test year, Mr. Bohrmann testified, CenterPoint Oklahoma customers have
experienced four instances of a refund returned over a 12-month period, two instances of no
change, and seven instances of a rate increase. Furthermore, the Company has proposed an

additional $2.0 million anoual rate increase in the current proceeding. He described when the
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PBRC tariff indicates that eamings greater than 50 basis points above its allowed mﬁnnsha]lbu
allocated between the Company and its customers on a 25 percent and 75 percent basis,
respectively. Under these circumstances, customers would receive a refund of the excess carnings |
as a bill credit allocated among the scveral classes. The refund is divided among the customer
classes as described previously, and it is returned over & 12-month pericd. During the past 13 test
years, the Company has provided abont $4.4 million, cumulatively, in one-time refunds on four
occasions to its costomers through the PBRC tariff. However, the PBRC tariff indicates that when
the Company's eamnings are more than 50 basis points below its allowed retum, the Company may
seek to increase base rates by 100 percent of the amount necessary to restore its return on
equity to its allowed return, currently 10.0 percent. During the past 13 test years, the Company has
mm its annual base rate :';wmuns to its customers through the PBRC tariff, with Commission
approval, on seven occasions, for a total of approximately $13.2 million in rate increases.

Mr. Bohrmann testified that the PBRC tariff does not impose any quality of service criteria,
such as sz.fety, customer satisfaction, or reliability, or productivity mandate on the Company.
Alternative Regulation

Mr. Bohrmann testified that the provision of natural gas to retail customers has long been
recognized as having monopoly characteristics because a single provider could offer this service
at lower costs than multiple providers could within a defined geographic area. Left unregulated, a
single provider would be immune to any market forces to reduce prices and expand output.
Therefore, states have exercised their authority to set fair, just, and reasonable rates, terms, and
conditions for the provision of safe, reliable, and cost-effective utility service within its
jurisdiction. These rates reflect the reasonable, prudently incurred cost of service, including a

return of, and on, invested capital. Rates are also dependent upon how these costs are allocated to
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the several customer groups. Economic regulation is often considered a proxy for the pressures
and influence that a competitive market would impose upon a market participant.

Mr. Bohrmann testified that “alternative” regulation refers to any form of economic
regulation that differs from traditional cost-based regulation, including but not limited to the
following: 1) cost irackers; 2) lost net revenue mechanisms; 3) revenue decoupling; 4)
fixed/variable pricing; 5) future test years; 6) multi-year rate plans; and 7) formula rate plans. Most
states allow one or more of these alternative regulatory mechanisms for its jurisdictional utilities.
He stated that each alternative regulation mechanism allows the utility to recover more revenue
from its customers sooner while shifting risk to its customers. Forther, most forms of alternative
regulation also include more frequent and/or more complex regulatory actions and events.

Mr, Bohrmann testified that CenterPoint Oklahoma's testimony that the PBRC tariff
creates greater efficiency and performance is incorrect—CenterPoint Oklahoma's costs have risen
more quickly than inflation, increasing the burden on customers over time. CeaterPoint
Oklahoma's comparison of PBRC proceedings to general rate cases is not appropriate due to the
differences between the Company’s Oklahoma and Arkansas jurisdictions, and it ignores the actual
role of periodic rate cases with PBRC proceedings during intervening years, CenterPoint
Oklshoma’s testimony regarding greater regulatory scrutiny misses the mark. Lastly, the PBRC
tariff does not align the interests of customers and CenterPoint Oklahoma for a variety of reasons.
Generally, the PBRC tariff has the characteristics of a forrula rate plan, but it does @t meet the
criteria for a well-functioning formula rate plan in the public interest as explained by Ken Costello
from the National Regulatory Research Institute. Generally, the Attorney General is prepared to
engage in a constructive process toward reforming the current PBRC tariff when other stakeholders

are prepared to engage in reform.
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Mr. Bohrmann testified that the Company’s and its customers’ interests are not aligned. As
long as the three structural challenges described earlier exists, he foresees that the Company will
continue 1o seek base rate increases year after year under the current PBRC tariff. In this scepario,
the Company would consistently eam less than its authorized ROE, and customers’ rates will
continue to increase. This scenario in which the Company rarely earns within its deadband, let
alone its authorized ROE, does not promote the public interest.

Mr. Bohrmann described CenterPoint Oklahoma's actual performance in 2018 as well as
the sources of the need for a base rate increases. In 2018, CenterPoint Oklahoma experienced
double-digit percent increases in both total operating revenues and rate base, while keeping
operating expenses relatively flat. The Company’s rate base increased from $57.0 million to $62.9
million, a 10.4 percent increase, during 2018. Its operating expenses, excluding income tax,
remained stable at approximately $37.4 million in 2017 and 2018. Total operating revenue
increased from $37.5 million to $41.6 million, or 10.9 percent, between 2017 and 2018. Despite
this performance, the Company is secking a $2.0 million increase to base rates through the PBRC
tariff.

In the instant proceeding, Mr. Bohrmann indicated, CenterPoint Oklahoma is requesting a
$2.0 million rate increase based on the deficiency between operating income required and actual
operating income. To keep rates stable, the deficiency could not exceed 50 basis points of the
Company's equity of $34.5 million, or approximately $170,000. To achieve more than a 50 percent
decréase in the 2018 deficiency, the Company would have needed to take a combination of the
following actions: 1) retire substantial amounts of its plant in service; 2) slash spending

aggressively on discretionary expenditures, and 3) grow sustainable revenues.
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Incentive ensation

Mr. Bohrmann testified that market-based incentive compensation is a reasonable and
legitimate expense to recruit and retain croployees with the requisite skills to create value for the
Company. However, the Commission should disallow at least 50 percent of CenterPoint
Oklahoma’s 2018 short-term incentive compensation and 100 percent of its 2018 long-term
incentive compensation, becanse a well-designed incentive plan should create value for both the
Company’s sharcholders and customers. Mr. Bohrmann l:imvid‘ud examples of otherwise
reasonable, prudent expenses, such as advertising, that the Commission does not allow recovery,
because the value created for the customers by these expenses is minimal to non-existent.

Mr. Bohrmann explained that the Parent sets the criteria and benchmarks at its discretion
to determine whether and how much its subsidiaries, including the Company, would incur in
incentive compensation. It would be counter-intuitive and counter-factual to suggest that any firm,
whether regulated or not regulated, would structure its incentive compensation plan(s) to allow its
employees to capture all the efficiencies associated with meeting the benchmarks for a given
criterion. Mr. Bohrmann provided an example regarding how the Parent sets a ceiling on the
incentive compensation that the Parent would incur once the highest benchmark is met.

Mr. Bohrmann explained that the incentive compensation that the Company pays to its
employees is not linked to its performance in Oklahoma exclusively. To the contrary, CenterPoint
Energy establishes the benchmarks for the several financial and operational criteria on a Parent-
wide basis, and incentive compensation is determined by whether and how well the Parent’s actual
performance compares with these financial and operational targets. As referenced earlier, the
Company's 2018 revenue represents less than one percent of the Parent's total revenue.

Furthermore, the Company has little contro! and the Commission has no authority over the 99
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percent of the Parent’s revenues that occur outside of its jurisdiction. Notwithstanding that
shareholders also benefit from these actions, it would be extremely inequitable for CenterPoint’s
Oklahoma customers to pay for incentive compensation based on eamings supported by business

activities outside its jurisdiction, including unregulated business activities.

Mr. Bohrmann testified that neither the Parent's short-term nor long-term incentive
compensation plans limit eligibility to only those employees located in subsidiaries whose
economic regulator allows full, or even partial, cost recovery from customers. Also, the Parent has
several subsidiaries which operate in a competitive environment with no economic regulator to
mandate m;:st recovery from their customers.

Mr. Bohrmann testified that is the Parent is not obligated to pay incentive compensation to
employees each year. The Parent has sole and complete authority and discretion to determine
whether incentive compensation will be provided. If the Parent fails to meet the threshold (fe.,
minimum performance to qualify for any incentive compensation) for any criteria in a given year,
then no employee would receive any incentive compensation for that ]m-ar. regardless of an
employee’s or a subsidiary's performance.

Mr. Bohrmann explained that wages and salaries are payment to employees in exchange
for their physical and intellectual labor to meet minimum standards for safety, reliability, and value
imposed by the Company, industry, a regulatory agency, or customers. When the Company meets
these standards, the customers are the primary beneficiaries of safe, reliable, cost effective service, -
and recovery of these prudently incurred costs from customers is reasonable. When the Company
provides safe, reliable, cost effective service, its rates should allow the Company to recover its
costs to provide such service, including a reasonable retarn for its shareholders. However, when

employees respond effectively to well-designed incentives to exceed these minimum standards,



Cause No. PUD 201900019 - Report and Recommendation of the Administrative Law Judge Page 32 of 69
Cause No. PUD 201900019
CenterPoint Energy Oklahoma Gas
Summary of Responsive Testimony of Todd F. Bohrmann
these incentives create shareholder value beyond a reasonable return as measured by factors, such
as higher earnings, lower operating costs, higher ROE values, and, ultimately, higher share prices.
Thus, shareholders are the primary beneficiaries when the Company exceeds these minimum
standards. The sharcholders choose to share this incremental value with the Company's employees
at intervals and amounts at their sole discretion. To seck cost recovery of incentive compensation
in this proceeding, the Company is seeking recovery for costs that already have a funding source.
Mr. Bohrmann indicated that CenterPoint Oklahoma has the right to compensate its
employees in 2 manner the Company believes will maximize its objectives, subject to the -
constraints the Company faces. However, he does take issue with the Company seeking cost
recovery of incentive compensation based on the Parent, of which the Company represents an
extremely small portion, exceeding financial criteria that primarily bemefits the Parent's
shareholders.
Short-te tive ensation
Mr. Bohrmann testified that the Parent nses a combination of financial and operational
criteria to determine its short-term incentive compensation paid to its employees. For 2018, its
three financial criteria comprise nearly 83 percent of the funding for the Parent's short-term
incentive compensation with the two operational criteria - customer satisfaction and safety -
comprise the remainder. He indicated that the Company has proposed to recover approximately
$1.1 million in short-term incentive compensation incurred by CenterPoint Oklahoma for the 2018
test year. This amount represents 100 percent of the Company's short-term incentive
compensation.
Mr. Bohrmann calculated several methods to determine the appropriate pro fomma

adjustment for short-term incentive compensation. Alternative 1 assimes that the customers
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receive 50 percent of the benefits derived from the operational criteria and no benefit from the
financial cnteria. If the Commission adopted Alternative 1, the pro fooma adjustmeant would be
$1,030,107. Alternative 2 assumes that the customers receive all of the benefits derived from the
operational criteria and no benefit from the financial criteria. If the Commission adopted
Alternative 2, the pro forma adjustment would be $932,566. Alternative 3 assumes that the
customers receive 50 percent of the benefits derived from the operational and financial criteria. If
the Commission adopted Alternative 3, the pro forma adjustment would be $563,825. He
recommends that the Commission adopt Alternative 3 which is the most conservative adjustment
from the customers’ perspective. If the Commission choases to make an adjustment regarding
short-term incentive compensation, an additional adjustment for payroll taxes paid by the

Company would also need to be made.

Mr. Bohrmann testified that the Commission has ruled on several occasions regarding the
appropriate regulatory trcatment of short-term incentive compensation incurred by other
jurisdictional utilities, such as Oklahoma Gas and Electric Company (*OGE") and Public Service
Company of Oklahoma (“PSO™). Past Commission orders have generally recognized that a 50-50

_allocation of short-term incentive compensation between the respective utility and its customers is
appropriate because both groups benefit from the efficiencies that employees create while
responding to these incentives. Also, Oklahoma Natural Gas (“ONG”) reached a settlement with
the parties in which ONG agreed to limit cost recovery of short-term incentive compensation to
the lesser of the actual short-term incentive compensation incurred or the 100 percent target level.
However, OGE, PSO, and ONG continue to provide their employees short-term incentive

compensation.
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Mr. Bohrmann testified that Oklahoma is the only jurisdiction within CenterPoint’s NGD
subsidiary that explicitly allows for 100 percent cost recovery of short-term incentive
compensation. To the contrary, Arkansas, Louisiana, Minnesota, and Mississippi limit cost
recovery of their respective CenterPoint NGD utilities for short-term incentive compensation.
Furthermore, the regulatory treatment of short-term incentive compensation is not a determining
factor for whether eligible employees earn their respective short-term incentive compensation.

Long-term Incentive Compensation

Mr. Bohrmann testified that the Company’s long-term incentive compensation plan awards
shares in CenterPoint Energy to certain corporate officers and employees. The Parent determines
the level of this long-term incentive compensation based on whether and how well Parent and its
subsidiaries meet their financial objectives over a three year period, inciuding: 1) total shareholder
return relative to a peer group; and 2) cumulative net income, The Company has proposed to
recover approximately $250,000 in long-term incentive compensation incurred by CenterPoint
Oklahoma for the 2018 test year. This amount represents 100 percent of the Company’s long-term
incentive compensation.

Mr. Bohrmann testified that the Company's long-term incentive compensation does not
serve its customers’ interest. Instead, such compensation is exclusively designed to align
management’s interests with shareholders. Also, the Parent states that its “long term incentive plan
is designed to reward participants for sustained improvements in our financial petformance and
increases in the value of our common stock and dividends over an extended period.” It is
abundantly clear that the objective of the Parent's long-term incentive compensation plan is to

align the participating employees” goals with its shareholders,

10
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Mr. Bohnmann recommends that the Commission make a pro forma adjustment to reduce
the Company's operating expenses by $246,523 to reflect a disallowance of 100 percent of its
lorig-term incentive compensation. Contrary to CenterPoint Oklahoma's belief, its shareholders
receive 100 percent of the benefits from the incremental performance on the financial criteria in
which long-tenm incentive compensation is determined. If the Commission chooses to make an
adjustment regarding long-term incentive compensation, an additional adjustment for payroll taxes
paid by the Company would also need {o be made.

Mr. Bohrmann testified that the Commission has excluded the cost of long-term incentive
plans from the revenue requirement for OGE, PSO, and ONG. The Commission has ruled to
exclude 100 percent of long-term incentive cormpensation in those instances, because the basis of
such incentives are usually entirely financial in nature, designed to increase the otility’s earnings,
whether or not connected to the provision of utility service. However, all three jurisdictional
utilities continue to provide their employees long-term incentive compensation.

Mr, Bohrmann indicated that Oklahoma is the only jurisdiction within CenterPoint’s NGD
subsidiary that explicitly allows for 100 percent cost recovery of long-term incentive
compensation, To the contrary, Arkansas, Louisiana, and Mississippi disallows 100 percent cost
recovery for long-term incentive compensation of their respective CenterPoint NGD utilities. In
Minnesota, that CenterPoint NGD subsidiary has not requested cost recovery for long-tenm
incentive compensation. Furthermore, the regulatory treatment of long-term incentive
compensation is not a determining factor for whether eligible employees earn their respective long-

term incentive compensation.

11



Cause Na, PUD 201900019 - Repart and Recommendation of the Adminisirative Law Judge Payge 36 of 69
Cause No. PUD 201900019
CenterPoint Energy Oklahoma Gas
Summary of Responsive Testimony of Todd F, Bohrmann
venue Annualization

Mr. Bohrmann indicated that the Commission authorized the Company last year to increase
its base rate revenues by nearly $5.4 million on an annual basis. However, due to the effective date
of October 16, 2018 for this base rate increase, the Company estimates that it had collected only
$1.2 million of the $5.4 million authorized base rate revenue increase. Assuming that all other
factors had remained unchanged, the Company’s 2018 total operating revenues would have
increased at the rate of nearly $470,000 for each additional month that the new base rates were
effective. Accordingly, CenterPoint Oklahoma’s request in this proceeding would have been
mitigated by the additional revenue from the earlier effective date.

Mr, Bohrmann proposed, on a prospective basis, to the extent that the Company shows an
earnings deficiency for a given test year, CenterPoint Oklahoma would increase its operating
revenues in the following manner. For the next four years, the Company would adjust its operating
revenues by an amount equal to 99 percent of the uncollected revenue from customer charges from
the prior test year to the current test year, For test year 2023 and each year thereafter, the Company
shall update its customer attrition rate during the preceding four years to its actual value to adjust
its operating revennes. However, the customer attrition rate shall be less than or equal to zero, He
indicated that this calculation would only take place if the Company's ROE was less than the
minimum valee of the deadband. Also, Mr. Bohrmann's proposal does not contemplate that the
Company would be required to issue a bill credit due to the revenue imputation. His proposal
serves to mitigate a base rate increase, not to transform a base rate increase to a bill credit or
exacerbate a bill credit. Finally, he testified that this revenve imputation is consistent with current

PBRC tariff language which allows the Company to annualize payroll costs.

12
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Summary of the Rebuttal Testimony of Todd F. Bohrmann
On Behalf of Mike Hunter, Oklahoma Attorney General

Mr. Todd E. Bohrmann submitted pre-filed rebutlal testimony in the present case on June
10, 2019. The purpose of his lestimony was 1o respond to Public Utility Division's (“PUD")
witness Isaac D. Stroup’s responsive testimony filed May 20, 2019 in this cause regarding PUD’s
belief that a party should inform CenterPoint Energy Resources Corporation d/b/a CenterPoint
Energy Oklahoma Gas {“CenterPoint Oklahoma™ or “Company”) of its intention to raise a non-
recurring ‘issue in an annual Performance Base Rate Change (“PBRC™) proceeding. Also, he
updated his-calculation of the adjustment for long-term incentive compensation that the Company
incurred in 2018 based on a discovery response received subsequent to the date on ‘which Mr.
Bohrmann filed responsive testimony.

Mr. Bohrmann testified that PUD believes that if a paity plans to raise an issue that is not
fully reviewed each year (i.¢., non-recurring) in an upcoming PBRC proceeding, the party should
notify the Company before the Company makes its annual PBRC filing to allow the Company to
retain an expert and file testimony if warranted. However, Mr. Stroup does not provide any
example in which a party has problematically raised a non-recurring issue in responsive testimony
in a PBRC proceeding. Furthermore, Mr. Bohrmann stated that Mr. Stroup did not provide any
details regarding the form and content regarding a party providing notice to the Company of its

intent 4o raise a non-recurring issue in the PBRC proceeding. Also, Mr. Bohrmann indicated that
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the PBRC tarff allows the Attomey General and PUD to propose test-year adjustments
customarily accepted for ratemaking purposes by the Commission on or before May 31 each year.

Mr. Bohrmann indicated that the Attorney General’s ability to advocate for the interests of
all customers may be substantially impacted if the Company’s filings or discovery responses
trigger a non-recurring issue that the Attorney General or other parties were not previously awara
of. If this contingency should occur with a notice provision required prior to the Company’s filing,
the Attorney General or other parties would be precluded from raising this issue.

Mr. Bohrmann testified that, as a professional courtesy and in the interest of regulatory
comity, the Attorney General would voluntarily endeavor to inform the Company and other parties
when he may raise a substantial issue, such as a change to the rate of relum on commeon equity or
a change in depreciation rates, in a subsequent PBRC proceeding prior 1o the Company’s annoal
March 15 filing. However, Mr. Stroup's proposal is too broad and vague to impose a notice
mandate on the Attorney General and other parties. The Commission should not take any action
to memorialize this belief that additional notice should be required.

Mr. Bohrmann updated the adjustment he had recommended in his responsive testimony
regarding the appropriate regulatory treatment for long term incentive compensation. In his
responsive testimony, he had recommended that the Commission disallow 100 percent of the
Company’s [ong-term incentive compensation, Based on additional information received after he
filed his responsive testimony, Mr. Bohrmann recommends that the Commission disallow
$270,570 in long term incentive compensation for 2018, or $24,047 more than the amount
originally cited. The Company indicated that it had inadvertently omitted a cost center when

calculating long-term incentive compensation allocated to the Oklahoma jurisdiction.
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Cynthia L. Westcott, Vice President of Regional Operations for the states of Oklahoma
and Arkansas, testified on behalf of CenterPoint Energy Resources Corp. d/b/a CenterPoint
Oklashome Gas (“CenterPoint Oklahoma™ or the “Company”). Ms. Westcott is
responsible for the financial and operational integrity for the Company. In ber testimony, she
discusses aspects of the Company’s operations as they relate to the increase in revenues proposed
i this case pursuant to the Company’s Performance-Based Rate Change Plan (*PBRC Plan”).
She describes the Company's generally rural service territory, explains how the Company is
-using innovative ways to address its customer attrition issnes, and gives her perspective on
components of the rate increase presented here.

CenterPoint Oklahoma is a local distribution company with approximately 99,613
customers in 2018 in 36 counties in Oklahoma. The largest towns served by CenterPoint
Oklahoma are Lawton and Duncan. The Company’s rural and diffuse service territory lacks the
urban growth prevalent in other areas of Oklahoma and is characterized by inherent customer
attrition.

Some of the factors causing the Company’s declining billing determinants, such as
negative population growth in much of its servicg territory, are largely beyond the Company’s
control. Other factors, such as inaccurate perceptions about the benefits of natural gas, developers
building beyond the Company’s existing infrastructure, and the higher cost to purchase and
install natural gas appliances are factors that have been identified as barriers to retention and
growth and that are being addressed through the efforts of the Company. In addition to these
factors, CenterPoint Oklahoma has struggled to penetrate the multi-family housing market, which
typically consists of all-electric units. Declining weather-normalized use per customer’ is also
occurring as customers upgrade thejr appliances to increasingly more efficient equipment and as
they weatherize their homes—practices that are encouraged by the Company’s EE programs—
and by customers and developers switching to electricity becanse of the cheaper appliance cost,
regardless of the potential for higher operating cost.

The Company has taken steps to address its declining customer count by developing
innovative strategies for customer education, retention efforts, and growth efforts. These steps
have resulted in some success: already during 2018, the Company lost the fewest number of
customers than in the last eight years. This is due in large part to the ongoing, proactive efforts
of the. Action items for 2018 included:

o Identification of possible on-main conversions and added load: The Company
commissioned & study in May of 2018 to identify potential on-main conversions of
residents in Lawton, Oklahoma based on their close proximity to existing gas mains. This
information was supplemented with internal analysis of existing customers with a heat-
only load (single bumner tip) that could be encouraged to add natural gas load for other
energy needs. A marketing plan is currently being formulated to offer natural gas services
to these potential markets.

! Residential weather-normalized annual use per customer has declined from 585 Cef in 2014 to 529 Cef in 2018.

-
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o [Identification of multiple account holders and inactive meters: The Company is
working to identify and establish relationships with multiple account holders (those with
more than one residential or commercial account, including Housing Authorities) to
identify issues unique to them end provide them a Company resource to contact when
questions or issues arise. CenterPoint Oklahoma personnel also research county assessor
records to determine who owns a home whea an inactive meter is removed from a rental
property. This allows the Company to reach out to the property owners for those accounts
and receive feedback on why they left the system.

o Identification of opportunities for off-system expamsion: CenterPoint Oklahoma
continually looks for economic opportunities to. expand ifs infrastructure to serve
customers outside of its current footprint. The Company utilizes the waiver provisions
within its main extension tariff, Rate Schedule No. 6, Extension of Facilities, to waive
contribution in aid of construction when areas with significant growth potential will be
served via the extension.

=« Moving meters from property line to building: The Company looks for opportunities
to move meters currently located on the property line to the customer’s building or home,
where they are less Likely to suffer third-party damage and related service interruptions.
This action helps improve safety and security for the Company’s services, along with
reducing the footage of customer owned house lines.

s Utilization of field personnel to identify sales and retention opportunities: In addition
to training field personnel to look for opportunities to acquire additional customers, the
Company utilizes its mobile data system to allow field personnel to identify and track
information to identify opportunities listed above, This is known as the Service Tech
Attrition Reversal Team (“START") initiative for residential customers.

» Dealer Circle: Dealer Circle is a tool offered to CenterPoint Oklahoma customers to
assist in locating a plumber or HVAC contractor (“trade allies™} when the customer’s
appliance needs to be serviced or replaced. This free service is available on the
Company’s website and is promoted by its sales group and service technicians. This tool
also benefits the trade ally by serving as a lead-generating secvice.

As discussed in more detail by Company witness John True, capital expenditures confimue
to grow due to both an aging infrastructure and increasingly more stringent natural gas pipeline
safety and integrity regulations. Several highly publicized gas pipeline incidents in service arcas
of other utilities have compelled renewed urgency and increased scrutiny of pipeline operators’
integrity management programs. While CenterPoint Oklahoma has completed its replacement |
of obsolete cast iron mains, the compeny still operates aging steel pipe at low-pressure. The
ongoing effort to modernize the gas system includes replacing this low-pressure steel pipe with
plastic pipe that will be operated at intermediate pressure.

Given this environment, the Company must continue fo invest in its integrity mapagement
programs in order to provide safe and reliable service to its customers and to ensure compliance
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with state and federal regulations. The heightened scrutiny thet has been placed on the
Company’s integrity management programs has a material impact on the cost of these programs.
Failure to adequately fund the Company’s integrity management programs increases the risk of
gas pipeline incidents that can easily lead to catastrophic loss of life, substantial property damage
and economic hardship. The cost of replacing aged steel pipe is reasonable, especially when
viewed agrinst the consequences of failing to do so. The Company’s commitment to safety is its
top priority and the costs included in this Cause must be incurred to support these safety and
reliability programs.

The Company continues to pursue activities to improve efficiency and reduce costs. In
August 2018, the Company modified its collection of meter reading data to minimize the need to
gend a service technician to read the meter for those times when a customer moves into or out of
a premise. The electronic meter reading equipment has the capability to collect and store 40
days of meter reads with each collection cycle. In certain situations, this allows the customer
service representative to access the meter reading for the date the customer moved in and activate
the account without ever sending a service technician back to the home. This change already
appears to be impacting the expense of the order types related to the move-out/move-in process.
This new process is also likely to contribute to increased employee safety by reducing travel time
and the need to access the customer meter,

The Company's Operations and Maintenance expense has remained relatively flat since
last year. In large part, this is due to the efforts of the Company’s dedicated employees, who are
committed to safely and reliably operating the Company’s natural gas system and providing
effective and efficient customer service. In order to recruit and retain a talented workforce,
CenterPoint Oklahoma should continue to recover its total employee compensation costs, which
includes base pay, incentives, and benefits.

Above all, and despite challenges, the Company has continued to jntwi{.le.superiufsmvice
to its customers. CenterPoint Energy-South, which includes CenterPoint Oklahoma, received
the highest ranking from customers forlargeysuhhhmmthﬂﬂﬂithchlmmtimI D. Power
2018 Gas Utility Residential Customer Satisfaction Study.™

The PBRC Plan encourages the Company fo contirnously seek ways to enhance its
efﬁmmnyandperﬁammthmughmhaﬁmsmhmthemofmmmm
consolidation of Oklahoms and Arkansas into a single more efficient division,
reduction of bad debt expense, the deployment of antomated meter reading equipment, the
Customer Vision Program and the latest efficiency related to the move-in and move-out meter

reading process.
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CE ATE OF SERVI

* I'hereby certify-that on the 26th day of June, 2019, a full, true, and correct copy of the
above and foregoing instrument was served on the following persons by ELECTRONIC MAIL

to:

Brandy L. Wreath Lauren Hensley

Director of the Public Utility Division Assistant General Counsel for Public Utilities
OKLAHOMA CORPORATION COMMISSION OKLAHOMA CORPORATION COMMISSION
Jim Thorpe Building Jim Thorpe Building

2101 North Lincoln Boulevard 2101 North Lincoln Boulevard
Oklahoma City, Oklahoma 73105 Oklahoma City, Oklahoma 73105
pudenergy@occemail.comi L.Hensley@occemail.com

Jared B. Haines

OFFICE OF THE ATTORNEY GENERAL

313 NE 2157 Street

Oklahoma City, Oklahoma 73105-4894

M;Mmg@m
] oag.ok
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Bur]l M. Drews, Manager of Rate Design for CenterPoint Energy Service Company,
testified on behalf of CenterPoint Energy Resources Corp., d/b/a CenterPoint Energy Oklahoma
Gas (“CenterPoint Oklahoma” or “Company™). Mr. Drews is an economist with over 30 years
of utility industry work experience. He has previously filed testimony with the regulatory
commissions of Minnesots, Texas, Arkansas, and with the Oklahoma Corporation Commission
(“Commission™).

Mr, Drews testified that the Commission should not require the Company to file a Chapter
70 general rate case at this time. A general rate case is unnecessary because the Company's
Performance-Based Rate Change Plan (the “PBRC Plan™) is working as intended by encouraging
greater efficiency and performance by CenterPoint Oklshoma, reducing the cost of serving
customers through significantly lower regulatory and mate case expenses, accomplishing
-“gradualism” by providing the opportunity for smaller, buf more frequent, rate changes, and
resulting in closer supervision of the Company because of the required annual reviews of its
financial results and operations, Additionally, a general rate case is not required becanse the
interests of the Company, its shareholders, and its customers remain substantially aligned due to
the unique combination of the Company’s PBRC Plan unﬂ its Asset Management Agreement
(“AMA”).

Mr. Drews explained how the PBRC Plan encourages greater efficiency and performance
by the Company primarily in two ways. First, integral to the PBRC Plan is that it is performance-
based, If the Company does well, then both the Company and its customers benefit. Per the
PBRC Plan, ifﬂmCompan}“sEvmndRehmonEqmty{"ER“}ﬁﬂswﬂmp}mmmm
basis points of its Allowed Return on Equity (“AR™) of 10.00%, then no change in revemues will
be authorized. This ROE dead-band moderates rate changes as the ER fluctuates from year to
year by degrees that are not significant. If the Company’s ER is above the upper limit of the
ROE dead-band, then those earnings above that upper limit will be shared between the Company
and its customers, with the Company receiving 25% and its customers 75% of those earnings.
The Company thus has a financial incentive encouraging efficiency and performance and
customers receive a significant share of the bepefit. Over the life of the PBRC Plan, the
Company’s customers have received $4.4 million due to the PBRC Plan eamnings sharing.

Second, this performance-based comparison occurs every year under the PBRC Plan,
This regular annual nature of the PBRC Plan is inherently an efficient regulatory process for gas
utilities. like CenterPoint Oklahoma. The Company’s revenues, expenses, investment, and
activities are reviewed every single year. In its annual review, the PUD gains close familiarity
with the Company’s performance and can consistently, regularly and carefully track and review
costs and revennes, easily identify financial, performance, and policy changes from year to year,
and focus a scope of review to identify particular areas that need special attention. This anmual
review ensures the level of revenues, expenses, investment and the activities of the Company are
necessary, reasonable, and in the public interest. The PBRC Plan allows PUD to work with the
Company throughout the year to identify major drivers and issues to be reviewed while also
reducing the amount of time required for such review.
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Mr. Drews provided examples of efficiencies and enhanced performance achieved by the
Company under the PBRC Plan. These improvements have been factored into the customer rates
arising from each anmual PBRC Plan review, encouraged by the Plan itself, The Commission
recognized in its Crder No. 588757 in Canse No PUD 201 100056 that the efforts of CenterPoint
Oklshoma management to economize, to innovate, to achieve efficiencies, and to enhance
revenue from off-system sources “have been of substantial benefit to CenterPoint Oklahoma's
customers.”

In a prior PBRC Plan proceeding, the Company has proposed, and the Commission has
approved programs to combat customer attrition and encourage the addition of new customers to
the Company’s distribution system. The Company hes also deployed automated meter reading
equipment thus greatly increasing accuracy and reducing meter reading costs, and it has
mplemumdmCustGmm'Vismanmwmﬂngammmmﬂndmﬁm
interaction.

Mr. Drews explained how these improvements have been encouraged by the PBRC Plan.
Under the Plan, the Company bears all the adverse financial impact of a test-year in which it
under-earns, and it is never able to make up those losses. In a year with surplus earnings, the
Company and its shareholders receive at least & share of the surplus. This mechanism provides
a clear and unambiguous incentive for the Company to achieve efficiencies in its operations.
The results of this incentive have benefited both the Company and its customers in every year
gince the PBRC Plan was first implemented.

All of the improvements implemented in past years have been maintained year to year
and continue to provide financial benefits to customers that are reflected in the Company’s rates.
Mr. Drews also referred to the current efforts at efficiency encouraged by the PBRC Plan, as
discussed in the testimony of Ms. Cynthia L. Westcott presented in the Cause. Also, on April 1,
2018, the Company with Commission approval implemented its fourth AMA that in combination
with the PBRC Plan will save the Company’s customers significant dollars annually in the 2018
Test-Year and thereafter. The customer’s savings result from gas-in-storage being removed from
rate base and an off-system revenue stream. The total 2018 Test-Year savings to customers from
the AMAs are $410,530. :

‘Mr. Drews also deseribed how the PBRC Plan reduces regulatory and rate case expense.
The external costs incurred by the Company in last year’s PBRC Plan Cause No. PUD
201800029, beginning with preparation of the filing through the hearing on the merits and the
Administrative Law Judge (“ALJF") Report, but excluding activity caused by the' OAG filing of
exceptions to.the ALJ Report, were approximately $141 thousand. This cost is on the high side
for a PBRC Plan proceeding because of the complexity and litigation of the-tax issues caused by
the Tax Cuts and Jobs Act of 2017, Nevertheless, this cost for a complex PBRC Plan proceeding
was still much cheaper than the costs for a general rate cese. For comparison, Mr. Drews
mtﬂmﬂdmmﬁﬂamﬂtm:ﬁmmmpufgm@nhmmmﬂmﬂsm
approximately $1.0-$1.6 million, far in excess of the cost of a PBRC Plan review.

Going forward, a requirement of a general rate case instead of a PBRC Plan review would
significantly increase the Company’s regulatory expense. The 2018 Test-Year average number
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of Oklehoma customers was 98,404. Hence, the mintmum cost of single general rate case to
each CenterPoint Oklashoma customer would be between $10.16 to $16.26 versus approximately
$1.43 per custemer for & complex PBRC Plan proceeding. Any issue considered in a general rate
case can be considered, and many have, in the annual PBRC Plan proceeding. Therefore, the
cost of a general rate case produces no benefit to customers under these circumstances and should
not be required.

The proposed PBRC Plan calculstions show an adjusted net income of approximately $2
million and an adjusted earned retum on equity of 5.76% for the 2018 Test-Year, As a result,
CenterPoint Oklahoma seeks to implement a base revenue increase in the aggrepate amount of
$1,979,801. In2019, approximately 37% of this base revenue increase will be offset by the EDIT
credit of $726,161 retumned to customers in April 2019. The Company’s AMAsS in effect during
the 2018 Test-Year saved customers money by reducing the Company’s base revenue
requirements by $410,530. The base revenue increase is to be allocated 70% or $1,385,861 to.
the Residential (RS-1) class, 14% or $277,172 to the General Service (G5-1) class, 13% or
§257,374 to the Commercial Service (CS-1 .and CS-NGV) classes, and 3% or $59,394 fo the
Large Commercial Service (LCS-1) class.

Mr, Drews described the primary drivers of the increase: (I) Jower than authorized base
revenues; (2) a higher rate base; and (3) increases in expenses for operations and taxes other than
income. The primary cause of lower base revenue was regulatory lag. The Company did not
receive much of the $5.4 increass the Commission approved last year becanse the revenue
increase was implemented with only two and a half months left in the year. Nevertheless, all
other costs considered, the Company’s financial performance was still better than anticipated.

Customer attrition also improved in the 2018 Test-Year. The Company lost the fewest
number of customers during 2018 than in the last eight years. The Company grained commerciel
and industrial customers and lost just 152 or 0.2% of its residential customers.

With respect to the increase in rate base, the Company continues to make significant
investments in its Oklahoma distribution system for maintenance and system improvement in
order to continue to provide safe and reliable natural gas service to its customers. During 2018,
the Company added or replaced approximately $3.4 million of distribution mains, with
approximately $3.0 million of that amount related to system maintenance/rehabilitation and
public improvements. The Company's investment in its Oklahoma infrastructure benefits
customers because it results in more efficient, safe, and reliable natural gas service throughout
its Oklaboma service area.

Adjusted operations expenses increased only 1.4% in 2018, This is less than the annual
rate of inflation of 1.9% as measured by the Consumer Price Index.

The Company’s overall level of employee compensation, including its Short-Term
Incentive (“STT”) Plan and Long-Term Incentive (“LTI™) Plan expenses, is reasonable, market-
based, and necessary to atiract, retain, and motivate qualified employees required to provide safe
and reliable patural gas service. Moreover, full recovery of the STI and LTI expenses should be
approved because of the substantial alignment of interest between the Company, its shareholders,



Cause No. PUD 201900019 - Repori and Recommendation of the Adminisirative Law Judge Page 50 of 62
Summary of Testimony of Burl M, Drews Page 5 of 6
+Cause No, PUD 201800019

and its customers due to the unique combination of the Company’s PBRC Plan and Asset
Management Agreement.

The Company conducted a comprehensive review of the Company’s cost of long-term
debt pursuant to the Commission’s order in Cause No. PUD 201800029. The review results in

the revised cost of long-term debt of 5.21% that is used in the Company’s PBRC Plan
calculations.

The Company returned credits of $726,161 to customers in April 2019 due to the EDIT
credits resulting from the Tax Cuts and Jobs Act of 2017, This amount, comprised of the
Protected and Unprotected EDIT annual amortization and the true-up of the 2018 Unprotected
EDIT refund, are allocated to the rate classes in the following amounts:

» RS-l $508,312 or $5,79 per costomer
» GS-1 $101,663 or $10.60 per customer
» CS-1 & CS-NGV $94,401 or 393,46 per customer
o LCS-1 $21,785 or $947.17 per customer

According to the Company’s PBRC Plan, certain EE rate adjustments are to be
implemented in connection with the Company’s annual PBRC Plan filing. The Company
presents its annual True-up Adjustment and a Utility Incentive Adjustment, These adjustments
result in changes to base rates in the amount of $(0.0196)/Ccf for the Residential class, °
$(0.0426)/Ccf for the General Service class, $(0.0166)/Cef for the Commercial Service class
sales service customers, $(0.1586)/MMBtu for the Commercial Service class transportation
service customers, and $0.1275/MMBtu for the Large Commercial Service customers who
choose ‘to parficipate in the energy efficiency program. The EE rate adjustments are not
applicable to the Commercial NGV rate class nor the Large Commercial Service sales customers.

In his rebuttal testimony, Mr. Drews expleined that the Company agrees with and
recommends approval of the amended aggregate base revenue increase of $1,943,367, the
resulting rate class base revenue, customer charge, and first block volumetric rate increases
recommended by PUD, as contained in the PUD Amended Revenue Requirement Exhibit filed
onMay 31,2019. He also explained that the Company agrees with and recommends for approval
the EE adjustment to base rates discussed in PUD witness Kathy Champion’s responsive
testimony and shown in the Appendix 2 of the PUD Amended Revenue Requirement Exhibit
filed on May 31, 2019.

Mr. Drews rebutted the recommendation of Mr, Bohrmann on behalf of the Oklahoma
Attorney General (“OAG") regarding the Company’s incentive compensation. He explained that
the Commission should reject the OAG's recommendation to disallow incentive compensation
expense because (1) the Company’s unique combination of its PBRC Plan and its AMA, (2) the
Company’s overall level of compensation is reasonable, market-based, and required to attract,
retain, and motivate quslified employees, (3) the Company’s STI and LTI plans promote safety,

performance, mdﬁnma!perﬁtmnnm,and (4) the interests ﬂfihﬂCompmys
shareholders, employees, and customers remain substantially aligned.
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Mr. Drews also explained why the Commission should reject Mr. Bohmmann’s
recommendation to adjust PBRC Plan operating revenues by effectively annualizing any
customer charge increases from the prior test-year in those years in which the Company requires
a PBRC Plan base revenue increase. This is & variation of the OAG’s proposals in the 2017 and
2018 PBRC Plan proceedings to annualize authorized base revenue changes and shnnld be
rejected as were those prior proposals. Mr. Bohrmann's recommendation is unsound
policy because it would force the Company to recognize potentially millions of dollars in
hypothetical revenues that the Company never receives and never will receive, That result would
deprive the Company of & reasonable opportunity to earn a fair retumn. His proposal is also
' contrary to the PBRC Plan goal of regulatory efficiency.

Mr. Drews also testified that Mr. Bohrmann's conclusion regarding the Company’s
efficiency through the years relies on uninfommed and faulty analysis and attacks the
Commission’s prior PBRC Plan decisions and orders. As a result, his analysis and conclusion
are invalid and should be rejected.

Lastly, Mr. Drews generally agreed with PUD witness Isaac D. Stroup’s proposal
regarding items not reviewed every year pursuant fo the PBRC Plan. Mr. Drews explained that
if a party proposes to review a rate element that is not reviewed annually under the PBRC Plan,
snchnsrehmuneqmtyord:pm:mﬂunmtm then that party should raise the issue for

consideration during the previous year"s PBRC Plan proceeding.
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I hereby cectify that on the 26th day of June, 2019, a full, true, and correct copy of the
above and foregoing instrument was served on the following persons by ELECTRONIC MAIL
to:

Brandy L. Wreath Lauren Hensley

Director of the Public Utility Division Assistant General Counsel for Public Utilities
OxLAHOMA CORPORATION COMMISSION OxLAHOMA CORPORATION COMMISSION
Jim Thorpe Building * Jim Thorpe Building

2101 North Lincoln Boulevard 2101 North Lincoin Boulevard

Oklahoma City, Oklahoma 73105 Oklahoma City, Oklahoma 73105
pudenergy@occemail.com L.Hensley{@occemail.com

Jared B. Haines

OFFICE OF THE ATTORNEY GENERAL OF THE STATE OF OKLAHOMA

313 NE 21% Street

Oklahoma City, OK 73105-489%4 b i
JaredHaines(@oag.ok. gov

Victoria korrect@oag.ok.gov
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PUD AMENDED REVENUE REQUIREMENT EXHIBIT
MAY 31,2019

PREPARED BY:
FACHARY QUINTERO
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CenlerPoint Energy Oklahoma Gas
index to PUD's Amended Revenue Requirement Exhibit
Cause No. PUD 201900019
Twelve Months Ended December 31, 2018

Schedule  Description

A-1 PUD Total Company Revenue Requirement {(Amended)

B-1 PUD Rate Base (Amended)

B-2 PUD Adjustments o Rate Base (Amended)

B-3 Explanafion of PUD Adjustments to Rate Base (Amended)

F-1 Capital Structure (Amended)

H-1 PUD Operating Income Statement (Amended)

H-2 PUD Operaling iIncome Statement Adjustments (Amended)

H-3 Explanation of PUD Adjusiments to the Operating Income Statement (Amendad)
J-1 PUD Calculation of Review Period Taxable Income (Amended)

J-2 Interest Synchronization Calculation (Amended) #
J-3 Adjustments to Current Income Tax Expense (Amended])

Calculation of Over/{Under) Eamings (Amended)

Tariff Calcuiation (Amended)

Excess ADIT Credit Appendix 1 (Amended)

PUD Adjusted Energy Efficiency Appendix 2 (Amended)
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Beh, A
Canisrfolnt Enargy Oklaboma Gas
PLUD Total mmmmmn
Causw Mo, PUD 20500019
Twatve Months Ended Decembiar 31, 2018
[A iB €}
A !ul! PERG

Ling Mo Cresttiption Compupy Ampint  __Afesbeants 0 Amewnd

1 Rale Basa 5 62,316,280 5 PoELn 3 B2, B05,TEE

2 Rala of Fatimm T.B4% TRi%

3 Opemnling income Required [Line 1 xLine 2} $ 4,232 550 ] 4873871

4  Achal Opsraiing Inceema 5 LA 3T 5 18,488 5 A 4R0A05

5 Metumn Excens |Deficency) {Line 4 - Lina 3} § Bkl ] [1,443,168)

] Irscrumas Tax Geess-Up Facior 13408 1.3460

T Caloudited Baso Rele Rewvenue [Defidancy) 5 {1,079,804) 1 (1,743,367

[ PBRC Oistribulicn 1o Ratepayses (T5%) + AMA Revornug

§  PBRC Disrbution b Compeny (25%)

Reavenus Reguliemsnt .

10 Retem Regdmmen (Line 3) 5 453559 ] 4823871

11 Imcoma Tex Gross Up (Ling 5-Lina T) 3 EO8.AT9 § BIC2M

12 Expenses 3 33,101,818 3 [ALE i1 L ] 34,083,348

11 Besa Fals Revanzs Requiremant [Line 10+ 11+ 12} §__ sa543u54 50T,
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Bch. B4
CanterPuint Enargy Oklahoma Gas
PUD Rats Bxse
Cause Mo, PUD 2018900318
Twahis Manfhs Ended Decembar X1, 2018
1A {8} i<} o
Company FUD Adjusted
Llng Na. Daneription Rats Baso PLUD Adjusiments Rats Base
Plard in Servite:
1 Plant ks Service 5 208,191,553 3 (108,537) 3 208,057,121
2 Constructian Werk in Progesy 5 4074508 - 4074 5T0
3 Less: Accurmzsted Dsprecistian 5 (128,7083%) i - {12878 TI5)
i KotPisnt  _§ B4ge S (oasz 5 BT
Cther Rate Bess Imesbnants:
PFrepaymants - Gas 157 BT 3 5 167,587
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Sch. B2
CenlerFoint Enengy Oklahoma Gas
PUD Adjusbmants to Rate Base (Amended)
Couse No. PUD 201500018
Tweaive Months Ended Decembor 14, 2048
P
(M) (B) (c) (o). {E)
Company PUD Total PUD
Line No. Description _ RateBaes  _AdjustmentNe. 1  _Adstmosts = __Rate Base
Plant Im Service:
1 Planl ln Senvico § 208,161,653 % (108,530 § (109,532) 3 2080852121
2 Comstnrction Work in Progress 4074830 = - 4,074,930
3 Less: Accumulsted : = = (120,795,320}
i 4 Nel Plant §  B3441,2682 5 (o, 53y L] {109,552} 3 B
Other Rels Base vestmonts:
5 - Gas 5 157587 | - 5 - 1 187 6ET
B Malerizh & Supples 432,088 - - 432088
7  Curvert Gas in Sorage 1,674,868 - - 1,674,888
8 Other Regulatory Assels - - - -
] j Total Investment § B5705808 ¥ {108,532y ] {108,532} § 85598374
Deductions;
10 Customer Deposils § (2,095,548} 5 - E ] - § [2095548)
11 Customer Advances - - - -
{2 ACE Dasterred Inoome Tax (12,125,294} - - (12, £25,254)
13 Ofher Ragulatory Lishifies = & (B,568,574)
14 Tolwl Ruts Bass 5 62915300 £ {108,937} 5 (100,527} §__B2805758
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5 Sch. B=3
CentarPoint Energy Didahoma Gas
Explanation of PUD Adjustments to Rate Base (Amonded)
Caues No. PUD 204800019
Twelve Months Ended December 21, 2018

LY 18]
Impact on Rals Base
Afi.No,  Wilness ) Adjustment Description Inereane [Degnaasa)

B WMabvin Remove Non-Jurisdictional Costs from Plant In Service ] (108,532)

Totu s - 3 (wssw
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SeF1
‘CantwPrirl Emrgy Oklaboma Des 5
Capital Siruciure [Amended)
Cause Mo, FUD 204800210
Twelup Months Ended Decamber 1, 218
[A) (8} {c) (o) 1E) iF
Incorri Tt L Cost
Lins Capdtallxailan Walghlod Cost Groes Up of Caplial with
Mg, Descripéion Ballos. CoplofCopdnl  of Caphtal Factor IncomeYex
| SHpulsted Altowod Returm an Equity basdd o PUD 201650084
1 Lesip Teom Dafl 45.00% aIt% 2% 1.00000 LM
Equay "
7 Equity Unis filate 4.90% L0 1. MBE67 LO00%
3 Commmon Steck 54.96% 10.00% 5.5T% 134680 TA%
4 Tota! 100.00% T.54% ETER
i Wi Allowed Raturn on Bquily based on PERS TerlR
1 Long Testn Dwbdt A5 DOV E21% L38% 100000 134%
Equite
2 Equity Unhe DOAR A90% fLoo% 1.34860 LLO0%
3 Cionmon Stock 54 06% 1050% _5TTH 1.34560 T.07T%
i Teta) A% AiT% WI1%
Hl  Calsidation of Esmidd Raturm aa Egquity (ER)
1 Loag Term Dubl 45,00% L21% LN 1.00000 L%
Exuity:
2 Egalty Units Quo40% 4.50% a.00% 1.34850 L0
3 Comumean Sinck 54 B8% BETH 3% 134660 345
REFY%

4 Total 1oa00% S5T%
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" ] ] (4,768 26,088 511 - 25,58 B

12 Daprecisfion gnd Amorfoaton Expecas L ] 37,3857 5 - LRIk - = BT 207

13 Voo Offser Thon fecome T ] 2700, 365 ] - 1200385 - 3,30, 3

M imcorte Tax A L L 2 _Livo - 0 hine

L Totsl Opemting Expesrizs. § _ 38,101878 i SN L% JE T— N i - - I I

18 Oparsting Insome: ’ Aaaz AT [} 18458 5 24085 3 1,443,144 ] A B35S

7 iebarmnl Cost DR V. 1.~ 1 A . | —_— AT L . LA
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1 Toil Bty 3 ugan L st S ustgss
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1D Oporaileg Iocoms Blmemart Afjustmanty [Amended)
Cates o FUD 20riucodi
Twalve Monthe Eoded December 3, 7078
Al ) i) 1] (E) (F})
Line c Company il Ll Total FUD Adusted
™ Beerheoe Adjustod Op. tne, _ Adjostment Wod  Adpisimens Ho. 3 Adjusimants proig-y
Opsming Remnwes "
1 Rarkdanial § IIIEAS - 3 anmsan
2  Commarstaaindustizi 10,021,384 - u.u;.m
3 Trussporafin Rewenused =
4 EubTolsd B -tﬁ% - ﬁ%%
Othar Uy Revonuwi:
€ Gz Forlebed Diseounts 4 201,841 - 1 201,84
€ Gas Mis Bendcn Ravemns 52240 - B52.240
T Ofwer Cas Rrsarsiss EO— -1
i Sub Teial 3 *ﬁ% - §  Lxssm
B Tolal Operstng Revenun § 4LE04I5 - § 4184 1R
Expenam
40 Soyl of (a8 ¥ - - L] =
1 Expanies 57 RLIEY (RE.7E8
12 Dw e ArvariTation Expanen 5317307 - 8. MTI07
43 Tuxna Otbar Than lecome Tass 2,300,388 = FABLIES
14 ineeme T ERLRIG 7290 LA
15 Tolad Opesntiog Expesctsa 5L {258, 33808334
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Bch. H-3
CanterPoint Energy Cklahoma Gas
Explarmation of PUD Adjusimsnts to the Operating Income Staternent [Ameanded)
Cause No. PUD 201900018
Twelve Mariths Ended Decamber 31, 2048
(A} (B)
Impact on Het Operating Income
Ad]. Mo.  Winess Adjustment Description Incraasa {Decrease)
H-1 Mekay Ramove Advertising Expenses 5 {4,575)
Meka Remove Dues, Donalions, Contritutions, and M

H2 : rla. embership P

5 EETRE _(25,758)

Total

®
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Sch, J1
CanteriPolnt Energy Oklahema Gas
PUD Calculation of Rpvbow Perdod Taxable income (Amendad)
Cause No. PLID 204800018
Twiilva Monthe Ended Decernber 31, 2018

(Y] (B) L&) Loy (E} (F}
Lirme Company PUD 1 I ] Recommontded . Adfusted Tax
Ma. De=cription Adluated Tax Adjurimants Adjue tad Tam Incrasse After Increase
1 Dpatsting krcomne Befode Income Toes 3 4ENER 5 35,758 5 40T 5 1043267 § 61T
Incresss (Cacoeasa) in Taxabis Incoms
3 intermst oa Lang Teem Dubl S UAT22te) 08 3ses  _ (t4moes®) - (1460858
3 Bubioll §_Zft9EM 3 821 3 2708285 0 §  1BMIAT  § 48580
4  Taxable Inpeme § 260 . $ Z7UA285 § 1,543,387 § 4psiEnR
§ SiwwEffective Tax Rats £.00% £.000% £.000% B.000%
8 Sw'e nceme Tax (Live 4 * Line 5) 5 60,798 ] 159 ] 182485 3 T18.000 § 2Ta0er
T Fedesl Tacsble incoma (Line 4 - Ling 5) 5§ 2518138 § 154560 ¥ 1,826,765 5 4355
B Feders! T Rate L00% H.000% 21.000% 21.000%
9 Federsl Income Tax (Lioe 7 * Lina 8) 5 Smote, 5 esot 5 sMew, 3 2 plazn,

0 Totel Incoms Taxss (Line 8 + Line 9) il T2 A __SLis, 5 G007 3 LAy,
11 Plus Amorizalion s - - s | g o

12 Toll lncame Taues (Line 10 + Lina 1) 8 seedts 0§ 7200 2§ 608§ Mo, 3 LW




Cause No. PUD 201900019 - Report and Recommendation of the Administrative Law Judge Page 64 of 69

Sch. J-2
CenterPoint Energy Okiahoma Gas
Interest Synchronization Calculation (Amended)
Cause No. PUD 201500019
Twelve Months Ended December 31, 2018
(A) (B)
Line No. i Descriptlon Company Amount
1 Rale Base ] 62,805,758
2 Weighted Cost of Debt 2.34%
3 Interest on Debt (Line 1 * Line 2) ] 1,468,655
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CentarPoint Energy Oklahoma Gas
Caleulafion of Overf{Under) Eamings {(Amendad)

Cause No. PUD 201900019

Twelve Months Ended Decembar 31, 2018

Lina o Desceipon P

1 Madmum Revenue requirement | 3 5 43,507,520

2 Adjusted fotal Revenues ] 41,564,153

3 &Fﬂum&nmmz less line 1) 5 (1,843,357)

4  Removal of AMA Revenues to Customer (Account 443013) ifline 31s > 0 $ -

5  PBRC Oved{Undes) Eamings (ling 3 less line 4) § (1,543,367)

6  PBRC distribuion to Ratepayers ({5%) (line 5 * .75)

7  PBRC distribufion to Company (25%) (ine 5 *.25)

8  Over{Under) Eamings (fine & + line 7) $ -

8 Addiion of AMA Revenues to Customer (Account 443013) .

10 Total distribution (PBRG + AMA) to Ralepayers (fine 6 + ine ) s :

Allocation to Rate Customer Classes:

11 Residential 70% (-line 3 *.70) $ 1,360,357

12 GS14% {dine 3°.14) $ 272,071

13 CS513% (-fne 3" .13) § 262,638

14  LCS 3% (dine 3*.03) § 58,301

16 Total Increase fo Ratepayers s 1,943,367
Commercial f Industrial Allocation  § 583,010
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Contsrfoint Esergy Ohblvoms Gaa
Tl Cawlatlon
Cazee Bo. PUD 31500878
Tevekve Monitm Eoded Oyearmbor 31, 2010 F

L] my = (o) IE} L
Cosmmarelsl .
Resldantisl Genatal Campaelsl
Lo ; : RE1 BrvcaGaa  SewceCid aoivia L2 o
_ho Lesciiglion e :
1 Change bannd an 2097 Test Yeor B P T 1 Fr T N1 B S | U N
3 5% bn Monfly Casiemer Ghasge (Line | * 50%) 1 gYe 5 toAmA 8 usMe § F 1] 3 Enan
3 #olHh 1,063,353 116086 12430 I
4 lecrenns perbil (Line 24 Line 3) 5 06We 5 1jw0  E 104200 B 046300
Effacive nemes - Cusiomes Chargs (Line 3 * Lina
L} A eMETe, 8 waMY 3 ymIse 5 st 8 7SAM
Fagmainirg Camtoemer Chargs Amour io be Coliecsed
8 thesugh fed Riock (Line 3 - Ll ) L) [ N = N | 2 ] i\ 8 [4.24%
7% In Commetty Rat of 1l Eock (Line 7 - Liue 2 ;
7 +bmE ¥ OOTRETE 0§ faaM 0§ TmMB 3 WA 5 TAR
8 Applicible Gedin tslBinck S S VL — LT | S— )R
¥ cEsweper Cof b (et iack (Uee 7/ Line B 3 ooms O §F  oode § 0 owma O § opee)
W0 EMecihen incraass - Tel Blogh (Lina 8 x Line 5 L3 EETEs 3 138400 0§ 120340 0% ZOOM §  WETATI
1. Vetal Erlg ipemn Prgel (Line ¥+ Ling 70 g wowr 3§y B _Ems . Wy y oy
12 EncesuiDefisiant) Ravanms (Ling 1 - Lime 1) s m L m 3 I pos 8 o
—Commerstal__
Balas rale erease 1 [EF]
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B fastor 185

MBS mle feease ]
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Eafmated Anreml Credd

Lired i Lina &

Cartarioiet Enugy Chlshoma Gan
Exrens ADT Crel Apsendi | [Ameaed]
Canw Mo, P 2390200
Twnbyg Moniha Endind yeambar 31, 3878 ”
- L] ] = ] ® " ]
e  pyeres S szl as -] s Total
1 Approwed FERE Revbons Mfocation CovtasPolet Tarl - Shest Mo, 35321 ] un " EL] 1600%
3 ‘Eaiimaled Prefectes Emtsky SO Dvweet Tionc Tassimony - Page 42 P OpmME F pasm 5 W0 3 (VAL I
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CanterPolnt Enamgy

Oklahoma Dlvision

PUD Adjucsted Enargy Effielency Appandix 2 (Amended)
Test Year Ended Decomber 31, 2018

1€}

(o)

- TOTAL
T 1  Budgwed Eney Eficancy Program Gosts - G Pedod % %

Prejacied Vokemes - Cdf 5 BABSEXT 5 A15M8102 §

‘Viokamas - MbB 5
Cusmant Yaur Unadjosies Retd - $0c 3 0O413 5 oo §
Csmiend fomr Unasissted Rl - SIMMEBR ¥
PLD Adjuestnd UbEty lncantive ;e § WTAD B HME §
How ncentve Fate - S0 H foox § o.o0ar §
Now' Incentfs Rale - 4
Prior Incentive fals - 1 (infgemational L] 0oMz 5 00ee §
Prioe Lacanlive ks - SIS (efocmabensl Ondy) P
Incanitien Tros-ug 112125 § BAT0 § (S0s48) §
N (Crva+fUinder Incantfve Rae - $Cof s Loole 00043) §
e (DverifUindar incantve Fate - SMMMEL ¥
Prior {OverUedar incentve Rate - 0o (nformations| Onky) % 0oms § 0oms §
Prioe {Cvmey/Undnr [rosrive Fats - {ielamuniine Crdy) H
Program Costs Trus-cp LMz B (1.08L404) B {08,159 §
mmmmmmxmﬁw ’ ’ s :
Prior {Chor¥fUndar Program Costs Rt [tnfomascrsl Only) - STe! 5 000sy 5 omema §
Pricr (ChvarifUader Progran Costs Fabs (nfarmakena! O]« SNMBt H
Total Recovarable Enemy Efficlancy Amount {E1ES 5 10@3Em 3 58T 5
Fapw Total Effactive Encrgy Eficiency Flete - BT ] 0nEM ooz §
Hew Torad EBactive Enargy Efficionsy Rule - $MMB 5
Priar Telal ESactive Encrgy Efficiacy Rale - BT (Idommational Ol s omss § nord §
Prior Téul Efieciva Energy Elfcloncy Flaio - SWBM [Informuticnst Cnby) ]
Enssiy Efficioncy Rals Adjistment o Base Redes - SCo 5 mosy 5 (0.042Z2)

HE BEY BHD

Enargy Efficiemcy Fabs Agustmant i Basy Hales - SMMBL

.
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(E)
TIAIITA
2,106,284
0.0253
01847
T2EI8
g.00m1

0.0
0,026

§EREE

(331,48
184)
{0.1575)

f:

i

(D.MES)
{LLIETT)

(F)

L
452841 50 £0.TT1 %

§ 1238305
H 0.0427
1 TRETE
2 =
s 00234
5 %
5 a0t
5 =
-7 -
: | 151,168
s o1z
5 G100
; Zan ez
5 sz
£ =
5 QosTs
-§ -
l B39
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Canse No. PUD 201900019
Certificate of El ie Servi

CATE ONIC SERVE

1, the undersigned, do hereby certify that on the 31 day of May, 2019, a true and correct
copy of the above and foregoing was sent electronically to:

Jared Haines

A, Chase Snodgrass

Katey Campbell

Victoria Korrect

Office of Attomey General
313 NE 21 Street

City, OK- 73105

Oklahoma

&

Curtis M. Long

J. Dillon Curran

Clare G. Gibbons

Connor & Winters LLP
4000 One Williams Center
Tulsa, OK 74172-01438

clong@ewlaw.com
deurran(@ewlaw.com
cgibbons@ewlaw.com

TISH COATS, Regulatory Admin. Oversight Manager
BARBARA COLBERT, Administrative Assistant
SUSAN HARWELL, PUD Regulatory Analyst
OELAHOMA CORPORATION COMNMISSION



