MODEL STAFF REPORT

ON CENTERPOINT ENERGY ELECTRIC RATE ORDINANCE

***FINAL Action must be taken on or before November 2, 2010***

Purpose of the Ordinance:

CenterPoint Energy Houston Electric, LLC (“CenterPoint” or "Company") filed an application on June 30, 2010 with cities retaining original jurisdiction seeking to increase system-wide transmission and distribution rates by $111 million.  The Company asks the City to approve a 18% increase in residential rates.  The Company is also proposing significant decreases for commercial customers.  Annual rates would increase by approximately $6.50 per month for an average residential customer.


In its rate application, CenterPoint filed schedules with the cities, which have been reviewed by the cities’ consultants.  In addition, the cities’ consultants requested additional information from CenterPoint.  As a result of their analysis of the filing and the additional information, the cities’ consultants have filed testimony at the Public Utility Commission (“PUC”) finding that CenterPoint’s current rates are excessive and should be reduced.  


The law provides that a rate request made by an electric utility cannot become effective until at least 35 days following the filing of the application to change rates.  The law permits the City to suspend the rate change for 90 days after the date the rate change would otherwise be effective.  The City previously suspended the effective date and now must take final action on the application no later than November 2, 2010.  If the City fails to take final action regarding the filing before November 2, CenterPoint’s rate request is deemed administratively approved.  

The City is a member of a coalition of cities known as the Gulf Coast Coalition of Cities.  The Coalition has been in existence since the early 1990s.  GCCC has been the primary public interest advocate before the PUC, the Courts, and the Legislature on electric utility regulation matters for nearly 20 years.


Overview of Consultants’ Recommendations:

As discussed in their direct testimony filed at the PUC on September 10, 2010 GCCC’s experts identified numerous instances where CenterPoint either overstated their request or did not provide sufficient justification for the amounts being requested.  Areas where significant adjustments are proposed include decreases in return ($26 million), capital structure ($36 million), depreciation ($25 million), AMS ($26.9 million), and taxes ($49.3 million), in addition to various other smaller adjustments off of the Company’s requested amount.  Cumulatively, GCCC recommends reducing existing annual revenues by $149 million.

In addition to these revenue adjustments, GCCC’s experts made numerous cost allocation and rate design recommendations that are important to cities.  Some of these recommendations include:

•
A reduction of the kWh weather adjustment by approximately 14%.

•
Implementation of a demand ratchet exemption for municipal water 
pumping.

•
Rejection of the proposed tariff extending the period for street lighting 
repair and replacement of bulbs to 72 hours. 

•
Rejection of the proposal to implement a storm hardening rider

Explanation of “Be It Ordained” Paragraphs:


1.
A public hearing on the proposed rate ordinance was held on _____________, 2010.  At that time, CenterPoint and interested members of the public were given the opportunity to address the Council on the proposed rate ordinance.


2.
CenterPoint’s filing and its responses to requests for additional information, as analyzed by the cities’ consultants, failed to show that its existing rates were just or reasonable, thus triggering the need for the City to take action to ensure that the regulated utility’s rates are just and reasonable.


3.
That the recommendations of GCCC’s consultants are reasonable and result in a $149 million reduction to the Company’s current rates.  


4.
That within 10 days following the adoption of the Ordinance, CenterPoint must file tariffs with the City that are consistent with the recommendations contained in the direct testimony of GCCC consultants filed in PUC Docket No. 38339.  Those rates recommended by GCCC’s consultants will meet the requirements of the Public Utility Regulatory Act (“PURA”).  That is, the rates will produce revenues for CenterPoint that will permit CenterPoint a reasonable opportunity to earn a reasonable return on its invested capital, but will not yield more than a fair return.


5.
The rates ordered by the City will be effective immediately.  


6.
Rates that are not inconsistent with the recommendations of GCCC’s consultants will remain operative and in effect. 


7.
It is expected that CenterPoint will appeal the rate ordinance to the PUC.  The City will intervene in that appeal in conjunction with the Gulf Coast Coalition of Cities.  A full hearing on the merits of CenterPoint’s appeal will be held at the Commission. The hearing will take place in October.  


8.
PURA requires the utility to reimburse the City for its reasonable costs associated with the City’s activities related to the proceeding.


9.
A copy of the Ordinance shall be sent to the Company’s representative and to counsel for GCCC.


10.
The Ordinance shall become effective immediately from and after its passage.


11.
The meeting at which the Ordinance is passed complied with all legal requirements.  

