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§25.243. Distribution Cost Recovery Factor (DCRF).

@)

(b)

Purpose and application. This section implements Public Utility Regulatory Act (PURA) §36.210.
This section applies to electric utilities, including transmission and distribution utilities (TDUs), that
provide wholesale or retail distribution service.

Definitions. The following terms, when used in this section, have the following meanings unless the
context indicates otherwise.

1)
@

3)

4)

®)

Capitalized operations and maintenance expenses -- Expenses that have been deferred or
amortized as a regulatory asset or liability.

DCRF proceeding -- A proceeding conducted pursuant to this section in which creation or
amendment of a DCRF is considered on application of an electric utility to the commission
pursuant to subsection (c)(1) of this section.

Distribution invested capital -- The parts of the electric utility’s invested capital, as
described in PURA 836.053, that are categorized as distribution plant, distribution-related
intangible plant, and distribution-related communication equipment and networks properly
recorded in Federal Energy Regulatory Commission (FERC) Uniform System of Accounts
303, 352, 353, 360 through 374, 391, and 397. Distribution invested capital includes only
costs: for plant that has been placed into service; that comply with PURA, including §36.053
and §36.058; and that are prudent, reasonable, and necessary. Distribution invested capital
does not include: generation-related costs; transmission-related costs, including costs
recovered through rates set pursuant to §25.192 of this title (relating to Transmission Service
Rates), §25.193 of this title (relating to Distribution Service Provider Transmission Cost
Recovery Factors (TCRF)), or §25.239 of this title (relating to Transmission Cost Recovery
Factor for Certain Electric Utilities); indirect corporate costs; capitalized operations and
maintenance expenses; and distribution invested capital recovered through a separate rate,
including a surcharge, tracker, rider, or other mechanism. In a DCRF proceeding, an electric
utility may elect not to seek recovery of certain distribution invested capital, but may not
exclude all of the distribution invested capital in one of the accounts identified above unless
the electric utility can prove that the distribution invested capital in the account reduced by
the related accumulated depreciation is greater than the distribution invested capital in the
account reduced by the related accumulated depreciation used in setting rates in the electric
utility’s last comprehensive base-rate proceeding.

Net distribution invested capital -- Distribution invested capital less accumulated
depreciation and adjusted for any changes in distribution-related accumulated deferred
federal income taxes and excluding any impact associated with Financial Accounting
Standards Board Interpretation No. 48 (FIN 48).

Weather-normalized -- Adjusted for normal weather using weather data for the most recent
ten calendar years.
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Application for a DCRF.
General requirements.

(1)

&)

®

(A)

(B)

(©)

Filing of application. An electric utility may apply for inclusion of a DCRF in its
tariffs for wholesale and retail distribution service. To implement a DCRF, an
electric utility shall file the application for the DCRF simultaneously with all
regulatory authorities having original jurisdiction over the electric utility’s
distribution service area.

Municipal proceedings. A municipality’s governing body with original
jurisdiction over an application for a DCRF shall make a final decision on the
application within 60 days after the application was filed. If the governing body
does not make a final decision within 60 days after the application was filed, the
application is deemed denied by the governing body. On the 60" day after the
application is filed, the electric utility is deemed to appeal the governing body’s
final decision to the commission, regardless of whether the governing body
approves or denies the application, and the appeal is deemed at that time to be
consolidated with the electric utility’s DCRF proceeding before the commission. In
addition, the governing body’s interim and final decisions are deemed automatically
suspended at the times they took effect.

Frequency of DCRF proceedings. An electric utility may have no more than one
DCRF (including a DCRF amendment) become effective each calendar year
pursuant to an application filed pursuant to this paragraph. An electric utility may
change its rates pursuant to a DCRF no more than four times between
comprehensive base-rate proceedings. An electric utility shall not apply for a
DCRF while a comprehensive base-rate proceeding for the electric utility is
pending. In addition, the presiding officer shall dismiss an electric utility’s
application for a DCRF if the electric utility or commission initiates a
comprehensive base-rate proceeding within 145 days after the electric utility filed
the application for a DCRF.

Requirements applicable to TDUs. A TDU may file an application for a DCRF only
during the period April 1 through April 8. A TDU shall not file an application for a DCRF
after April 8 of a year even if April 8 is not a working day, as defined by 822.2(44) of this
title (relating to Definitions).

Requirements applicable to other electric utilities. An electric utility that does not offer
customer choice may file an application for a DCRF at any time other than in April and May.
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(d) Calculation of DCRF.

) DCRF formula. The DCRF for each rate class shall be calculated using the following
formula:

[((DICc - DICrc) * RORAr) + (DEPRc — DEPReg) + (FITc — FITre) + (OTc = OTre) —
Y (DISTREVgc.cLass * WGROWTHc ass)] * ALLOCcass / BDc.crass

Where:

DICc = Current Net Distribution Invested Capital.

DICgc = Net Distribution Invested Capital from the last comprehensive base-rate proceeding.
RORAT = After-Tax Rate of Return as defined in paragraph (2) of this subsection.

DEPRc = Current Depreciation Expense, as related to Current Gross Distribution Invested Capital,
calculated using the currently approved depreciation rates.

DEPRgc = Depreciation Expense, as related to Gross Distribution Invested Capital, from the last
comprehensive base-rate proceeding.

FITc = Current Federal Income Tax, as related to Current Net Distribution Invested Capital,
including the change in federal income taxes related to the change in return on rate base and
synchronization of interest associated with the change in rate base resulting from additions to and
retirements of distribution plant as used to compute Net Distribution Invested Capital.

FITrc = Federal Income Tax, as related to Net Distribution Invested Capital from the last
comprehensive base-rate proceeding.

OTc = Current Other Taxes (taxes other than income taxes and taxes associated with the return on
rate base), as related to Current Net Distribution Invested Capital, calculated using current tax rates
and the methodology from the last comprehensive base-rate proceeding, and not including municipal
franchise fees.

OTgc = Other Taxes, as related to Net Distribution Invested Capital from the last comprehensive
base-rate proceeding, and not including municipal franchise fees.

DISTREVRc.cLass (Distribution Revenues by rate class based on Net Distribution Invested Capital
from the last comprehensive base-rate proceeding) = (DICgc.cLass * RORa1) + DEPRgc.cLass +
FITRC-CLASS + OTRC-CLASS.

%GROWTHcass (Growth in Billing Determinants by Class) = (BDc¢.cLass — BDre-cLass) / BDre.
CLASS

DICgrc.cLass = Net Distribution Invested Capital allocated to the rate class from the last
comprehensive base-rate proceeding.

DEPRRgc.cLass = Depreciation Expense, as related to Gross Distribution Invested Capital, allocated to the rate
class in the last comprehensive base-rate proceeding.

FITrc.cLass = Federal Income Tax, as related to Net Distribution Invested Capital, allocated to the rate class in
the last comprehensive base-rate proceeding.

OTre.cLass = Other Taxes, as related to Net Distribution Invested Capital, allocated to the rate class
in the last comprehensive base-rate proceeding, and not including municipal franchise fees.
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ALLOCc ass = Rate Class Allocation Factor approved in the last comprehensive base-rate
proceeding, calculated as: total net distribution plant allocated to rate class, divided by total net
distribution plant. For situations in which data from the last comprehensive base-rate proceeding are
not available to perform the described calculation, the Rate Class Allocation Factor shall be
calculated as the total distribution revenue requirement allocated to the rate class (less any
identifiable amounts explicitly unrelated to Distribution Invested Capital) divided by the total
distribution revenue requirement (less any identifiable amounts explicitly unrelated to Distribution
Invested Capital) for all classes as approved by the commission in the electric utility’s last
comprehensive base-rate case.

BDc.ciass = Rate Class Billing Determinants (weather-normalized and adjusted to reflect the
number of customers at the end of the period) for the 12 months ending on the date used for
purposes of determining the Current Net Distribution Invested Capital. For customer classes billed
primarily on the basis of kilowatt-hour billing determinants, the DCRF shall be calculated using
kilowatt-hour billing determinants. For customer classes billed primarily on the basis of demand
billing determinants, the DCRF shall be calculated using demand billing determinants.

BDrc.cLass = Rate Class Billing Determinants used to set rates in the last comprehensive base-rate
proceeding.

If an input to the DCRF formula from the last comprehensive base-rate proceeding is not separately
identified in that proceeding, it shall be derived from information from that proceeding.

2 Return on invested capital. The electric utility’s rate of return is the rate of return approved
by the commission in the electric utility’s last comprehensive base-rate proceeding if the
final order (which may be an order on rehearing) approving the rate of return was filed less
than three years before the application for a DCRF was filed. If the final order approving the
rate of return was filed three years or more before the application for a DCRF was filed, the
rate of return is the lesser of the rate of return in the final order or the alternative rate of
return calculated as follows: The alternative rate of return shall be calculated using a 10%
cost of equity, the capital structure approved by the commission in the electric utility’s last
comprehensive base-rate proceeding, and the cost of debt as reported in the electric utility’s
most recent Earnings Monitoring Report filed pursuant to §25.73 of this title (relating to
Financial and Operating Reports).

3) Determination of Distribution Invested Capital. The electric utility must clearly identify
any costs included as distribution invested capital because of a change in accounting rules or
practices since the test year in the electric utility’s most recent comprehensive base-rate
proceeding. The commission shall exclude such costs if the electric utility does not prove
that the costs are appropriate for recovery through the DCRF.
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Procedures for DCRF proceeding.
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Filing requirements. To file an application for a DCRF, an electric utility shall use the
commission-prescribed form and include a sworn statement from an appropriate employee of
the electric utility that the application complies with the electric utility’s tariff and this
section, including that the distribution invested capital in the application includes only costs:
for plant that has been placed into service; that comply with PURA, including §36.053 and
836.058; and that are prudent, reasonable, and necessary. In addition, the sworn statement
shall state that the application is true and correct to the best of the employee’s knowledge,
information, and belief. Furthermore, the electric utility shall include in its application an
earnings monitoring report for the immediately preceding calendar year prepared in
accordance with 825.73(b) of this title.
Notice and intervention deadline. By the day after it files its application, the electric utility
shall provide notice of its application, using a reasonable method of notice, to all parties in
the electric utility’s last comprehensive base-rate proceeding and, if applicable, last DCRF
proceeding, and shall include in the notice the docket number for the new proceeding. The
intervention deadline is 30 days from the date service of notice is completed.
Parties. The Office of Public Utility Counsel and affected parties may participate as parties
in a DCRF proceeding.
Denial due to earnings. The commission shall deny an electric utility’s application for a
DCREF if the earnings monitoring report included in the electric utility’s application shows
that the electric utility is earning more than its authorized rate of return using weather-
normalized data. In making this determination, the commission shall correct the calculation
of the earned rate of return in the earnings monitoring report to the extent that the calculation
does not comply with 825.73(b) of this title and any form adopted to implement that
subsection.

Scope of proceeding. The issues of whether distribution invested capital included in an

application for a DCRF or DCRF adjustment complies with PURA, including §36.053 and

836.058, and is prudent, reasonable, and necessary shall not be addressed in a DCRF

proceeding unless the presiding officer finds that good cause exists to address these issues.

Commission processing of application.

(A) Sufficiency of application. A motion to find an application materially deficient
shall be filed no later than 30 days after service of notice is completed. The motion
shall be served on the electric utility by hand delivery, facsimile transmission, or
overnight courier delivery, or by e-mail if agreed to by the electric utility or ordered
by the presiding officer. The motion shall specify the nature of the deficiency and
the relevant portions of the application, and cite the particular requirement with
which the application is alleged not to comply. The electric utility’s response to a
motion to find an application materially deficient shall be filed no later than five
working days after such motion is received. If within ten working days after the
deadline for filing a motion to find an application materially deficient, the presiding
officer has not issued a written order concluding that material deficiencies exist in
the application, the application is deemed sufficient.

(B) Discovery. Each party, other than commission staff, may serve no more than 20
requests for information and requests for admissions of fact pursuant to 822.144 of
this title (relating to Requests for Information and Requests for Admission of Facts),
except where the presiding officer finds good cause for a party to serve additional
requests. Except for a request by commission staff, a request shall not include
subparts or multiple questions, and requests shall be sequentially numbered,
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regardless of whether the requests are served at the same time or on different
parties. A response to a request shall be served no later than ten working days after
receipt of the discovery request. An objection to a request shall be filed no later
than five working days from receipt of the request. A request for which an
objection is filed does not count towards a party’s request limit. A party may
request a technical conference by the intervention deadline, and shall identify the
topics that it wants to discuss. An electric utility shall hold the technical conference
in Austin, Texas five working days after the intervention deadline, unless the
electric utility and the parties who requested the technical conference agree to a
different date. The technical conference shall be held at the location designated by
the electric utility, unless the commission staff designates a location. The electric
utility shall have appropriate persons attend the technical conference to answer
questions. A party may take a deposition only if authorized by the presiding officer.

© System-wide rates and effective date of DCRF. The presiding officer shall approve
the DCRF for an electric utility on a system-wide basis and set the effective date of
the DCRF for a TDU as September 1 unless good cause exists for a later date. The
presiding officer shall make a final decision on a DCRF application made by a TDU
at least 46 days before the effective date of the approved rates, even if this
requirement results in an effective date after September 1. For an electric utility
that does not offer customer choice, the presiding officer shall set the effective date
of the DCRF to be 145 days after the application was filed unless good cause exists
for a later date.

(D) Review of application. A DCRF proceeding is eligible for disposition pursuant to
822.35(b)(1) of this title (relating to Informal Disposition).

(E) Notice of approved rates. Unless otherwise ordered, a TDU shall serve notice of the
approved rates and the effective date of the approved rates by the working day after
the presiding officer’s final decision, to retail electric providers that are authorized
by the registration agent to provide service in the TDU’s distribution service area.
Notice under this subparagraph of this paragraph may be served by email.

DCREF reconciliation. The commission shall reconcile investments recovered through a DCRF in the
electric utility’s next comprehensive base-rate proceeding to the extent such reconciliation did not
already occur in a DCRF proceeding pursuant to subsection (e)(5) of this section. The reconciliation
shall be limited to the issues of the extent to which the investments complied with PURA, including
836.053 and §36.058, and this section and were prudent, reasonable, and necessary. To the extent that
the commission determines that the investments did not comply with PURA and this section or were
not prudent, reasonable, and necessary, the electric utility shall refund all revenues related to the
investments that it improperly recovered through rates, and shall also pay its customers carrying
charges on these revenues. The carrying charges shall be determined as follows: For the time period
beginning with the date on which over-recovery is determined to have begun to the effective date of
the new base rates, carrying costs shall be calculated using the same rate of return that was applied to
the investments in the DCRF proceedings that resulted in the over-recovery. For the time period
beginning with the effective date of the new base rates, carrying costs shall be calculated using the
electric utility’s rate of return authorized in the comprehensive base-rate proceeding.

DCRF’s effect on electric utility’s financial risk and rate of return. In setting the rate of return for
an electric utility with a DCRF, the commission may expressly consider the effect of the DCRF on the
electric utility’s financial risk and rate of return.
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(h)

(i)

Reports. An electric utility with a DCRF shall file reports that will permit the commission to monitor
its DCRF revenues, in accordance with any filing requirements and schedules prescribed by the
commission pursuant to 825.73 of this title or this section.

Expiration. This section expires upon the expiration of PURA 836.210. Any DCRF in effect at that
time shall remain in effect until the electric utility’s next comprehensive base-rate proceeding.
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