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1 DIRECT TESTIMONY OF REBECCA KLEIN 

2 Q. Please state your name and business address. 

3 A. 

4 Texas 78701 

Rebecca Klein, The Loeffler Group, 1001 Congress Avenue, Suite 350, Austin, 

5 Q. By whom are you employed and what is your position? 

6 A. 

7 

I am a Managing Partner for The Loeffler Group, which specializes in corporate 

legal representation and government affairs. 

8 Q. Briefly provide an overview of your education and professional experience? 

9 A. 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

I am a graduate of Stanford University with a Bachelor of Arts degree in Human 

Biology. I received my Masters degree in National Security Studies at 

Georgetown University, and earned a Juris Doctorate at St. Mary's University in 

San Antonio, Texas. I am admitted to practice law in Texas. I am also a Major in 

the U.S. Air Force Reserve. I was awarded the National Defense and Southwest 

Asia Service Ribbons for service in Saudi Arabia during Desert ShieldDesert 

storm. 

I have served as a Commissioner and also as Chairman of the Public 

Utility Commission of Texas (PUCT) for almost three years. Prior to my 

appointment to the PUCT in 2001 , I served as a Policy Director for then-Governor 

George W. Bush, engaging in a variety of statewide issues and projects in the 

areas of telecommunications, energy, housing, technology, and banking. My 

federal experience stretches back to 1988, when I worked for the Secretary of the 

Air Force as a Legislative Liaison Action Officer. From 1989-1991, I served in 
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1 

2 

3 

4 

5 

6 

the White House of President George H.W. Bush as Associate Director, Office of 

Presidential Personnel, where I recommended and recruited for the President’s 

approval candidates for sub-cabinet level appointments at national security related 

agencies, as well as ambassadorial appointments. From 1991 to 1993, I was the 

Associate Director of the U.S. Trade and Development Agency during which time 

I oversaw agency accounts in various multi-lateral banks. 

7 Q. Please describe the nature of your relationship with Saber Partners. 

8 A. 

9 

10 

11 

12 

13 

14 

15 

I am a member of the Advisory Board of Saber Partners, LLC. Members make 

themselves available to Saber’s senior management from time to time to give their 

perspective on issues in which Saber is involved. Members have no management 

or operational responsibility for Saber Partners, LLC. Nor do Advisory Board 

members take any equity position in Saber Partners, LLC. I often share my 

knowledge with Saber management on regulation and energy issues from a public 

policy point of view and from the perspective both from the state and federal level 

based on my extensive experience in those areas. 

16 Q. Who else serves with you on the Advisory Board? 

17 A. 

18 

19 

20 

21 

22 

23 member. 

The Board is comprised of eight members. Mr. Alan S. Blinder is the current 

Chairman of the Advisory Board. Mr. Blinder is a Professor of Economics at 

Princeton University, former Vice Chairman of the Federal Reserve Board in 

Washington, and a former member of the President’s Council of Economic 

Advisors. Stuart Eizenstat, a partner at Covington and Burling and former 

Undersecretary of the Department of State for Economic Affairs is also a 
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1 Q. 

2 securitization transactions completed? 

During your term with Public Utility Commission of Texas, were any utility 

3 A. 

4 

5 

6 

7 

8 

9 

10 

11 

12 

Yes. Three transactions were completed with active Commission oversight 

during my tenure at the PUCT. We completed two transactions pursuant to 

financing orders issued by my predecessors, and one transaction from a financing 

order that I approved as a member of the Commission. These transactions 

involved the issuance of bonds referred to as “transition bonds.” Approximately 

$747 million in bonds were issued for Reliant Energy in 2001, $797 million in 

bonds were issued for Central Power and Light in 2002, and $1.3 billion in bonds 

were issued for Texas Utilities in 2003. Like Gulf Power Company’s (Gulf) 

proposed storm-recovery bonds, these bonds required ratepayers to bear the full 

economic burden of the bonds. 

13 Q. 

14 

Prior to these transactions, did the Texas Commission specifically approve 

any other types of financings for utilities under its jurisdiction? 

15 A. No. Financings and financing costs were under the company’s general cost of 

16 capital and subject to a retrospective prudence review process by the Commission 

17 in general rate cases. The utilities and their shareholders were directly 

18 accountable for all their debt costs and their capital structure under the general 

19 review process. If either item (debt level or cost of debt) was found to be 

20 imprudent, an adjustment would be made to the cost of capital. 

2 1 Q. 

22 

Were the ratepayer-backed securitization bonds treated differently by the 

Texas Commission? If so, why? 
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1 A. 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

Yes. The normal incentives to minimize waste and inefficiencies are absent with 

ratepayer-backed bonds, and the PUCT’s authority to correct problems it 

discovered was limited. The Commission was required by law to issue an 

irrevocable financing order in which the utility is insulated from any and all costs 

associated with the financing.’ The Commission was also required to approve a 

process called a “true-up mechanism’’ that committed the Commission to 

periodically raise the charge that supports the bonds to whatever level is necessary 

to pay the bonds’ principal and interest on time.* In addition, the State and the 

Commission were required to pledge to the bondholders never to take or permit 

any action to be taken that would interfere with their right to payment3 This 

regulatory guarantee is an extraordinary use of the powers of state regulation. 

12 Q. Why was an irrevocable financing order required with a true-up 

13 mechanism? 

14 A. 

15 

The Texas legislature required it because the Texas utilities that sponsored the 

Texas securitization legislation advised that a true-up mechanism was necessary 

16 

17 

18 

to allow the bonds to be rated by the credit rating agencies at the highest category, 

“AAA”, and make the bonds more attractive to investors. The PUCT’s financial 

advisor, Saber Partners, advised the PUCT that this was a correct analysis. 

19 Q. 

20 was necessary? 

Why did the Texas legislature and the PUCT believe that a “AAA” rating 

PURA 39.303. 
PURA 39.307. 
PURA 39.310. 
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1 A. 

2 

3 

4 

5 

6 

7 

The Texas utilities advised the Texas legislature and the PUCT that a “AAA” 

bond rating would result in the lowest possible interest rate on the bonds. The 

PUCT’s financial advisor, Saber Partners, advised the PUCT that this was a 

correct analysis. This rating demonstrates to potential investors that the bonds are 

not very risky. The lower the risk, the lower the interest rate demanded by 

underwriters and investors. Consequently, it is an important factor that should 

allow the bonds to be sold to investors at the lowest possible cost to ratepayers. 

8 Q. 

9 

Did the PUCT impose other conditions or provisions in its financing orders 

to improve the marketability of Texas transition bonds and lower the cost to 

10 ratepayers? 

11 A. 

12 

13 

14 

15 

16 

17 

18 

19 

Yes. Joseph Fichera and Michael Noel of Saber Partners, a former underwriter 

and a former Chief Financial Officer, respectively, have outlined in their 

testimony many of the conditions and provisions that were adopted and 

implemented in connection with the Texas transition bonds to lower costs to 

ratepayers. These Commission-imposed provisions included a detailed issuance 

advice letter; “lowest cost” certifications by the utility, the financial advisor and 

the lead underwriter; performance-based compensation for underwriters; and 

broad marketing of the bonds, among other provisions noted in Messrs. Fichera 

and Noel’s testimony. 

20 Q. 

21 

22 cost to Florida ratepayers? 

In your opinion, should these other conditions or provisions be imposed to 

improve the marketability of Florida storm-recovery bonds and lower the 

5 



1 A. 

2 

Yes. These are reasonable and prudent provisions that lend themselves to achieving the lowest 

possible all-in cost of the bonds under prevailing market conditions. 

3 Q. 

4 

5 

Did the Texas statute which authorized utility securitizations direct the 

PUCT to apply a standard to ensure that benefits from the legislation and the 

financing order to Texas ratepayers would be maximized? 

6 A. Yes. Texas. Utility Code Ann. 0 39.301 stated that “The commission shall 

7 ensure that the structuring and pricing of the transition bonds results in the lowest 

8 transition bond charges consistent with market conditions and the terms of the 

9 financing order.” 

10 Q. 

11 Commissioner? 

In the absence of that specific mandate, what would you have done as a 

12 A. 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

The same thing. I would have pursued the lowest cost to ratepayers for the very 

simple reason that this was our fundamental responsibility as regulators to 

ratepayers under our authority as a Commission, particularly in a situation where 

their interests are not otherwise represented. We were swom to protect the public 

interest and the interests of ratepayers. In this instance, the utility was to receive 

hundreds of millions of dollars but without any direct or indirect obligation to pay 

it back. The utility’s interests were already protected by the nature of the 

transaction. While the utility had a general interest in keeping overall customer 

rates low, they had another, more immediate and compelling interest in getting the 

money as quickly as possible without regard to cost. In this type of financing, it 

becomes imperative that the regulator stand with the issuer and oversee the costs 

6 



1 

2 

of the transaction from the perspective of those who have the responsibility for 

bearing those costs, the ratepayers. 

3 Q. Why was a “lowest cost” standard important? 

4 A. 

5 

6 versus others. 

It sets the appropriate benchmark. Every dollar is a dollar, and in this case, every 

dollar is a ratepayer dollar. There is no reason to pay more for some dollars 

7 Q. 

8 

How did the Texas Commission protect the public interest and assure itself 

that it met its legislative duty? 

9 A. 

10 

11 

12 

13 

14 

15 

16 

17 

18 

We established a process of active and involved oversight throughout the 

transaction lifecycle. The Commission was a joint decision maker with the 

sponsoring utility in all matters relating to the structuring, marketing, and pricing 

of the bonds. We expected the utility to work on a collaborative basis with the 

Commission to ensure a successful transaction at the lowest cost to ratepayers. 

The Commission also participated actively and was a joint decision maker with 

the utility in the process of pricing the bonds. In addition, we required a detailed 

issuance advice process and certifications of what was done during the 

transaction, the choices made and the efforts expended, explaining how these 

efforts led to the lowest cost to ratepayers. 

19 Q. Is joint decision-making workable? 

20 A. Joint decision-making encourages cooperation because each party needs each 

21 other to proceed. It creates a spirit of partnership in pursuing a common goal. 

22 When one party can arbitrarily overrule the other, there is no need for 
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1 

2 balance of competing interests. 

collaboration and only one perspective dominates. There is never a consensus or 

3 Q. 

4 

5 ratepayers? 

Do you believe the utility securitization transactions which you oversaw as 

Chairman of the PUCT were successful in maximizing benefits to Texas 

6 A. Yes. 

7 Q. What is the basis for your belief? 

8 A. 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

The Texas financing orders required the utility to file a detailed set of analyses 

and representations called an “issuance advice letter” upon the pricing of the 

bonds documenting the benefits of the transaction to ratepayers. The Commission 

also established a detailed procedure of active due diligence on the part of its staff 

and expert advisors. These staff and expert advisors were assigned to present to 

the Commission their review of the issuance advice letter once filed, as well as 

their assessment of whether the structuring, marketing, and pricing of the bonds 

achieved the lowest costs to ratepayers consistent with market conditions and the 

terms of the applicable financing order. For each transaction, the Commission 

noticed a hearing within two business days after pricing for the purpose of issuing 

a stop order if the Commission was not convinced that the lowest cost objective in 

fact had been achieved. Throughout the period leading up to pricing and 

continuing for two business days after pricing, the Commission reviewed this 

information with staff and decided whether to issue a stop order. The due 

diligence review was both in real time and after-the-fact, so that the 

Commission’s hands would not be tied as a practical matter. The Commission 

8 



4 

5 

6 

10 

11 

also reviewed specific lowest cost certifications as to the structure, marketing, and 

pricing of the bonds from the utility, as well as from the underwriters and from 

independent experts without any potential conflicts of interest. The factors we 

considered included comparing the pricing relative to an independent benchmark 

versus other similar securities historically and at the time of pricing, the amount 

of orders received and from whom, and a number of other factors that staff and 

our advisors considered in their expert and independent judgment to be necessary. 

I have attached the most recent issuance advice letter used in Texas which is 

similar to the letters used during my tenure with the PUCT. See EXH RK-1. I 

also have attached a supplemental certificate from the utility in that most recent 

Texas transaction. See EXH RK-2. 

12 Q. Did the PUCT use outside advisors in connection with those utility 

13 securitization transactions? 

14 A. 

15 

16 

17 

18 

Yes. The Commission realized it did not have the expertise on staff for this 

assignment, so we brought in an expert financial advisor without any potential for 

conflicts of interest. As part of this engagement, the Commission also had the 

benefit of outside legal counsel. We acted by and through these advisors to 

ensure that the ratepayers’ interests were protected. 

19 Q. 

20 

Did the Commission and the PUCT’s financial advisor play an active role in 

structuring, marketing, and pricing the securitized bonds? 

21 A. Yes. 

22 Q. Did the Commission require a certification from the financial advisor? 

9 



1 A. 

2 

3 

4 

5 

6 

8 

9 

10 Q. 

11 

Yes. In the open meeting on February 25,2000, the PUCT discussed the need for 

an independent financial advisor to provide a fully accountable opinion as to the 

lowest cost of funds as one item the Commission would examine in deciding 

whether or not to approve the transaction immediately after pricing. The 

Commission understood that the work required to give that opinion was 

substantial and could add to the cost of the transaction. However, the 

Commission believed the benefits would exceed the costs and that the 

certification, like an insurance policy, would provide protection that our 

legislative mandate would be met. 

Are you aware that the Florida statute authorizing securitization of storm- 

recovery costs does not have an expressly stated lowest-cost requirement? 

12 A. 

13 

14 

15 

16 

Yes. But the Florida statute specifically authorizes the Commission to specify the 

degree of flexibility afforded to utilities in establishing the terms and conditions 

of storm-recovery bonds and to add whatever conditions it considers appropriate. 

It also authorizes the Commission to employ an advisor and counsel to assist in 

the performance of its responsibilities. 

17 Q. 

18 

19 

Given your experiences in Texas, would you recommend to the Florida 

Commission the “lowest cost” standard for guiding the financial advisor and 

Gulf to minimize the burden on ratepayers resulting from this transaction? 

20 A. Yes. 

21 Q. Given your experiences in Texas, would you recommend that the Florida 

22 Commission require its financial advisor to play an active role in connection 

23 with the structuring, marketing, and pricing of storm-recovery bonds? 

10 



1 A. Yes. 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

Q. In your opinion, what other items should the Florida Commission consider in 

deciding to approve this irrevocable financing order? 

A. The Florida Commission should also consider how the pricing process will be 

pursued to maintain the public’s trust in the integrity of the process itself. 

Ratepayers need to be assured that this is not a “friends and family’’ plan for the 

utility. How the bonds are sold through underwriters is important. Millions of 

dollars are at stake in the structuring, marketing and pricing of the bonds. So, I 

believe there should be transparency and accountability in the issuance process. 

As President Reagan once said, “Trust but verify.” 

Q. Does that conclude your testimony? 

12 A. Yes. 

11 
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Exhibit No. 
Docket No. 060154-E1 
RK-1 Page 1 of 50 
Issuance Advice Letter 

Exhibit 1. Issuance Advice Letter from Centerpoint Energy 

Series A Transaction 

The attached document is the issuance advice letter from the 2005 

Centerpoint Energy Series A transition bond transaction. 
. .. . 
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Exhibit No. 
Docket No. 060154-E1 
RK-1 Page 3of50 
Issuance Advice Letter 

Page 1 of 22 

, . ’  

12th,day, December, 2005 

ADVICE 

THE PUBLIC UTILITY COMMI[SSION OF TEXAS 

SUBJECT: ISSUANCE ADVICE LETTER FOR TRANSITION BONDS 

Pursuant to the Financing Order adopted in Application of Centerpoint Energy Houston Electric, 
LLC for a Financing Order, Docket No. 30485 (the “Financing Order”), CENTERPOINT 
E3ERGY.HOUSTON ELECTRIC, LLC, (“Applicant”) hereby subniits, no later than Wenty- 
four hours after the pricing date of this series of Transition Bonds, the information referenced 
below. This Issuance Advice Letter is for the Centerpoint Energy Transition Bond Company II, 
LLC Trawition Bonds series A, tranches A-1, A-2, A-3, A 4  and A-5. Any capitalized terms not 
defined in this letter shall have the meanings ascribed to them in the Financing. Order. 

. PURPOSE 

This filing establishes the foilowing: 

(a) the total amount of Qualified Costs being securitized; 
(b) confirmation of compliance with issuance stand&&; 
(c) the actual terms and structure of the Transition Bonds being issued; 
(dS %h,e initial Transition Charge for retail users; and 
(el the identification of the SPE. 

QUALIFIED COSTS BEING SECURITIZED 

The total amount of Qualified Costs being securitized (the “Securitized Qualified Costs? is 
presented @ Attachment 1. 

2 
. .  



Exhibit No. 
Docket No. 060154-E1 
RK-1 Page 4of50  
Issuance Advice Letter 

Page 2 of 22. 

COMPLIANCE WITH ISSUANCE STANDARDS 

The Financing Order res& Applicant to c o b  using the methodology approved therein, 
. ' that the actual terms of the Transition Bonds result in compliance with the standards set forth in 

the Financing Order. These standards are: 

! 
1. The securitization of Qualified Costs will provide tangible and quantifiable benefits to 

ratepayers, greater than would be achieved absent the issuance of Transition Bonds (See 
Attachment 2); 

2. The amount securitized will not exceed the present value of the conventional fjnancing 
revenue requirement over the lie of the proposed Transition Bonds associated with the 
Securitized Qualified Costs when the present value calculation is made using B discount 
rate equal to the proposed interest rate on the Transition Bonds (See Attachment 2); 

3. The total amount of revenues to be collected under the Financing Order is less than the 
revenue requirement that would be recovered using conventional financing methods (See 
Attachment 2); 

4. The Transition Bonds will be issued in one or more series comprised of one or more 
tranches having target final maturities of 13.6 years and legal final maturities not 
exceeding 15 years from the date of issuance of such series (See Attachment 3); 

5. The Transition Bonds will be,issued with an original .issue discount on several of the 
, tranches to promotes markeGbility while providing yields that match market conditions; 

the ~iiginal issue discount will be l l l y  reflected in the interest rates used to calculate 
' ratepayer benefits; and 

6. The structuring and pricing of the Transition Bonds is certified by the Applicant to result 
in the lowest transition bond charges consistent with market conditions and the terms 
(including the amortization structure ordered by the Commission, if any) set out in the 
Financing Order (See Attachment 4). 

. I  
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kffective Annual Weighted Average Interest 
Rate of the Trawition .Bonds: ’ 

Page 3 of22 

~ 

5.4519% 

. ACTUAL TERMS OF ISSUANCE 

Transition Bond ‘Series: Series A 
Transition Bond Issuer: Centerpoint Energy Transition Bond Company 11, LLC 
Trustee: Wilmiugton Trust Company 
Closing Date: December 16,2005 
Bond Ratings: S&P AAA, Fitch AAA, Moody’s Aaa 
Amount Issued %1,851,0~0,000 . 
Transition Bond Issuance Costs: See Attachment 1, Schedule B. 
Transition.Bond Support and Servicing: See Attachment 2, Schedule B. 

- _ _  - -  - 

. .  

Life of Series: 13.6 
Weighted Average Life of Series: 8.3 
Call provisions (including premium, if any): Nonq 

ortization Schedule 

4 
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Page 4 of 22 

INITIAL TRANSITION CHARGE 

Table I below shows the current assumptions for each of the variables used in the calculation of 
the initial Transition Charges. 

TABLE I I 

Allocation of the PBR among customer classes: See Attachment 3. 

- 
Aggregate in kwh equivalence; see Attachment 3, column 7, for billing determinants by rate class. 

* Cash paid to service debt within the applicable period -not an accrued amount. ’ Assumed collection c w e  €or the residential rate class af 8333% in the first month following bjinig; 14.79% in 
the second month following billing; and 1.88% charged-aE For all other rate classes, assumed collection c w e  of 
8?.33% in the first month following billing; 16.28% in the second month following billing; and 0.39% charged-oE 

5 



Exhibit No. 
Docket No. 060154-E1 

7 of 50 

'Interruptible Service Supplemental - T"ission.  
Standby Electric Service - Transmission 
Standby Interruptible Service 

Issuance Advice Letter 

Page 5 of 22 

Based on the foregoing, the initial Tramition Charges calculated for retail users are as follows: 

I 

0.869578 $/kW 
0.376821 $IkW .. 
0.12119% $/kW 

1 1.197195 $fkW I 

IDE"ICATI0N OF SPE 

The owner of the 'Transition Property (the "SPY) wil l  be: Centerpoint Energy 
Transition Bond Company IT, LLC. 

' EFFECTIVEDATk 

In accordance with the Financing Order, the Transition Charge shall be automatically effective 
upon the Applicant's receipt of payment in the amount of $1,837,990,612 from Centerpoint 
Energy Transition Bond Company 11, LLC, following Applicant's execution and delivery to 
Centerpoint Energy Transition Bond Company 11, LLC of the Bill of Sale transf- 
Applicant's rights and interests under the Financing Order relating to this series of Transition 
Bonds and other rights and interests that will become Transition Property upon transfer to 
Centerpoint Energy Transition Bond Company II, LLC as described in the Financing Order. 

' Due to dynamic factors, the transition charge, including the residential charge, will change slightly h n  period to 
period, even in cases of no variation ~~DIII the current forecast. 

6 
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Page 6 of 22 

NOTICE 

Copiks of this filing are being fimished to the  parties on the attached service list Notice t o  the 
public is hereby given by filing and keeping this filing open for public inspection at Applicant’s 
corporate hadquarters. 

AZPTHORTZED OFFICER 

The undersigned is an officer of Applicant arid authorized to deliver this Issuance Ad-vice Letter 
. . .  

. 
. on behalf of Applicant. . 

. .  

Respectfblly submitted, 

CENTERPOINT ENERGY HOUSTON ELECTRIC, LLC 

By: 
Name: H.W. Roesler 
Title: Division Vice President Regulatory Relations . 

. CenterPokt Energy, Inc 

. .  
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.Page 7 of 22 

ATTACHMENT 1 
SCHEDULE A 

CALCULATION OF SECURITIZXD OUAlLIFlED COSTS’ 

Amount permitted to be securitized by Preliminary Order: 

EMCs through la1 5/05 

Interest through 12/15/05 

Up-front Qualified Costs 

Less: Amount recovered through CTCs, if any 

Less: Amount Allocated to Texas -New Mexico Power 

TOTAL SECURITIZED QUALIFIED COSTS 

$1 ;493,747,264 

139,49139 1 

208,109,922 

13,009,388 

I 

3,358,166 

$1,851,000,000 

. .  

-_ 
Refer to the atfached workpapers. 

a 

, . . ... 
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Issuance Advice Letter 

Company's Advisor's Fee ' $ 478,312. 
Securitization Pro&edings Expenses $ 137,097. . 
Miscellaneous . .  $ .  . 177,089 

Uncapped Portion of Costs 
SEC Registration Fee $ 40,646 

Subtotal, Capped Portion of Costs 3 12,653,804 , 

3riginal Issue Discount $ * 314,939 
Subtotal, Uncapped Portion of Costs $ 3553584 
TOTAL UP-FRONT QUALIFIED COSTS S . '  13.009.388 

Page 8 .of 22 

ATTACHMENT 1 
SCHEDULEB 

ESTIMATED UP-FROl" OUAIJFIED COSTS 

Note: Costs are subject to the caps set forth in the Financing Order. Any 
difference behveen the Estimated Up-front Qualified Costs securitized and 
the actual up-front costs incurred will be resolved through the true-up 
process described in the Fbancing Order. 

9 E 
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AlTACHMENT 2 
SCHEDULE A 

TRANSITION BOND REYENXE REOUIREMENT INFORMATION 

1 I. 

. .  

. .  
. ' .  

.. 

10 



Exhibit ?<o. 

Page 10 of 22 

ATTACHMENT 2 
SCHEDULEA 

TkANSITION BOND REVENUE REOULREMENT INFORMATION ' 

f .  

I 1  
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$ 100,000 Administration Fees and Expenses . 

TWe.Fees  and Expekes $ 4,500 
Legal and Accounting Costs $ 125,000 . 

Page 14 of22 

.ongoing costs of Credit %cement (other than3 - 
Collection Account) 
Ongoing Costs of Swps and Hedges $ - 
Independent Managers' Fees . $ 3,500 
Rating Agency Fees '. $ 50,000 
Printing and Filing Fees $ .  20,000 .. 

ATTACHMENT 2 
SCEIEDULEB 

ONGOING OUALDFIED COSTS 

icellaneous lg 
I 50,090 

OTAL ONGOING QUALIFIED COSTS 1 %  1,278,500 

Note: Costa are subject to the caps set forth ip the Fkancing Order. The amounts shown 
for each category of operating expense on thii attachment are the expected expenses for 'the 
first year of the transition bonds. Transition charges will be adjusted at Ieast annually to 
reflect any changes in Ongoing Qualified Costs through the true-up process, described in 
the Financing Order. 
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Payment 
Date 

N/A 

Page 15 of22 

Scheduled 
Pament Amount6 Overcollateralization Level 

$ N/A $ NiA 

ATTACHMENT 2 
SCHEDULE C . 

OVERCOLLATERALIZATION ACCOUNT FUNDING REO-, 

. .  

I I '  I I 

I 

' T9x 0-~ercollateralization account will not be funded. 

,- : 16 
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I 
Year 

' 1 s  
2 $  

' 3  

Page 16 of 22 

Transition Bond 
~ayments' 

77,654,645 
179,262,144 

$ ' 181,815,015 

ATTACHMENT 2 

1 To.talNominal 
. Transition Charge 

SCHEDULE D 
CALCULATIQN OF TRANSITION CHARGES 

Present value of 
Transition 

Ongoing Costs' 
$ .  79,9,063 
$ . 1.278.500 

. .  

5 1 %  188,408,583 
6 1 %  19 1,283,942 

ReqgiremenP- . Charges" 
$ 78,453,708 $ 75,893,496 

'% 180.540.644 $ 168.062.134 

1 -  - .  t 7 I'% 194,l 80,682 

$ lj78;500 
$ 1,278,500 

, .  J 
$ 183,093,515 $ 161,618,140 ' 
$ 186,514,208 $ 156,126,233 

I . -  
1 10 I$ . 2O3,172,13 I 

8 $  
9 %  

206,296,044 
209,512,594 
212,785,041 

197,130,622 
200.130.970 

2,642,531,895 __.__.-_- 

$ 1,278,500 
$ 1278.500 

I I .  I 

. .  

$ 198,409,122 I $ 134,312,884 
$ 201;409.4?0 I $ 129295,076 < .  

$ .1,278,500 
$ 1,278,500 
$ 1,278,500, 
$ 1,278,500 
$ 1,278,500 
$ 17,419,563 

~~ - - .  
$, ' 204,450,631 $ .'124,461,837 
$ ' 207,574,544 % 119,830,279 
$ 210,791,194 $ , 115,395,988 
$ 214,063,541 $ 111,128,792 
$ 216,942,174 ' $ 106,803,792 
$ 2.659.951.457 $ 1.837.990.612 

- .  

$ 1>781500 18gj687,O83 I $ 150,576,178 
$ 1278.500 1% 192.562.442 I $ 144,956.039 - -  -~ - .  I 1 

$ 1,278,500 I$ 195,459,182 I $ 139,529,744 I 

' From Attachment 2, Schedule k 
From Attachment 2, Schedule B. 
Sum of transition bond payments and ongoing costs. 

lo The discount rate used is the weighted average effective ann& interest rate of the transition bonds (5.4519%). 
;I; present value calculation takes into account the timing of the payment dates. 

17 , 
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Nominal 
Present 

Tangible & Quantifiable Benefits and Revenue Requirements Tests:" 

I I I I 
Conventional Financing Securitization , Savings/(Cost) of 
Through Competition Financing" Securitization Financing 
Transition Charge 

$ 3,623,804,198 $ 2,659,951,457 $ . 963,852,741 
(CTC)12 ' . 

I value I $ <519,466,018 I $ 1,837,990,612 I $ '681,475,407 . .  

I '  Calculated in accordance with the methodology cited in the Financing Order. '* CTC carrying cost at 1 I .075% and CTC tenn of 14 years. The discount rate used is the weighted average 
effective annual interest rate of the transition bonds (5.4519%). 
" From Attachment 2, Schedule D. 
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. . Page 18 of22 

ATTACHMENT 3" 

I " L  ALLOCAnON OF COSTS TO T U  €%AS SR 

Pc2 Clap 
Residential 

MGS 

LGS 
US-A. 
tos-B 
NorrMc(ctcd Lighting 
standbyElccbicsvc.- . 
Distiibution 
Litcrmptiilc svc 
Supplcmmtal-Din ' 

Lnlcnuptiblc Svc-30 
Minute N o h  
Inturuptibls Svc - 10 
MiutcNotifs 
xnmriptiile svc - 
lnstantMbalrr 

Interruptible Svc 
Suppluncnlal -Tram' 

Transminion 
'Standby Inturuptiib Svo. 
Special Contract Pricing 
Toy 

Standby Eltstrl~ SVE - , 

' ' 0 

PBRAF 
4o.w12% 

29.0309.1. 

16.1206% 
4.7917% ' 

27598% 
0.6600% 

0.0323% 

0.1578% 

1.0392% 

1.8814% 

02454% 

0.0672% 

02383% 
02076% 
23266% 

1oo.ooM)45 

2.7266% S 168 4953 
1Oo.Wh 

"Column (4) was added to the form of Attachment 3 contained in the Financing Order to acd.ommodate the 
Allocation Setdement Agrccmtnt reached in Docket No. 30485. 
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ATTACHMENT 4 
FORM OF APPL1CANI"S CERTIFICATION 

Public Utility Commission of Texas 
. 1701 N. Congress Ave. 

P.O. Box 13362 
Austin, 'IX 7871 1-3326 

Saber Partners, LLC 
44 Wall Street 
New Yorlc, NY 10005 

Date: December 12,2005 

Re: Application of Centerpoint Energy Houston Electric, LLCfor a Financing Order, Docket 
No. 30485 

.CENTERPOINT ENERGY HOUSTON ELECTRIC, LLC (the "Applicant") submits this 
,Certification pursuant to Ordering Paragraph No. 4 of the Financing Order in AppZiCurfun of 
Centerpoint Energv Howton Electric, LLCfor a Financing Order, Docket No. 30485 (the 
"Financing Order"). All capitalized terms.not defined in this letter shall have the mneanidgs 
ascribed to them in the Finacing Order. . 

In itl: issuance advice letter dated Decemter 12,2005, the Applicant has set forth the following 
particulars of the Transition Bonds: 

Name of Transition Bonds: Centerpoint Senior Secured "ransition Bonds, Series A 
SPE Centerpoint Energy Transition Bond Company XI, LLC 
Closing Date: December 16,2005 
Amount Issued: $1,85l,OOO,i300 
Expected Amortization Schedule: See Attachment 2, Schedule A to the Issuance 
Advice Letter 
Distributions to Investors (quarterly o r  semi-mually): Semi-annually 
Weighted Average Coupon Rafe": 5.1664% 
Weighted Average Annual Interest Ratel6: 5.2331% 
Weighted Average Yield": 5.4519% 

! 

Is Semi-annual coupon ra&zg weighted by the principal amount and modified duration of each chs. 

" The internal rab ofreturn giving effect to compounding, cal~uhted includiDg all upfiont and ongoing CQSts 
Annualized weighted ayerage coupon rate, givmg effect to compounding. 
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The following actions were taken in connection with the design, marketing, structuring 
and pricing of the bonds: 

e 

e 

' 0  

. .  

0 

0 

Included credit enhancement in the form of the true-up mechanism and an equity 
contribution of 0.50% of the original principal amount 

Eliminated the overcollateralization account. 

Registered the transition bonds with the 'Securities and Exchange Commission to facilitate 
greater liquidity. 

Achieved AaaJAtWAAA ratings fhm each of the three major rating agencies. 

Worked with the Commission's financial advisor to select undenvriters that have relevant 
experience and execution capability. 

Provided the termsheet and preliminary prospectus by e-mait to.prospective investors. 

Allowed suflticient time for investors to review the termsheet and preliminary prospectus and 
to ask questions regarding the transaction. 

Held one-on-one and group conference calk with investors, along with meetings with 
potential investors in Asia and Emope to describe the legidative, political akd regulatory 
framework and the bond structure. 

Arranged Ssuance of rating agency pre-sale reports during the marketing period. 

During the period that the bonds wre marketed, held daily market update discussions with 
the underwriting team to develop recommendations for pricing. 

Had multiple conversations with a l l  of the members of the underwriting team during the 
marketing phase in which we stressed the requirements of the Financing Order. 

Developed and implemented a marketing plan designed to incent each of the underwriters to 
aggressively market the bonds to their customers and to reach out to a broad base of potential 
investors, including investors who have not previously purchased this type of security. 

Provided potential investors with access to an intemet roadshow for viewing on repeated 
occasions at investors' convenience. Similar roadshow information was also presented in 
one-on-one and group meetings with investors. 

Adapted the transition bond offering to market conditions and investor demand at the time of 
pricing. Variables impacting the final structure of the transaction were evaluated including 
the relative benefit of a fixed versus floating rate issue, length of average lives and maturity 

21 
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Page 21 of 22 

22f ihe bonds and interest rate requirements at the time of pricing so that the structure of the 
transaction would correspond to investor preferences and rating agency requirements for 
k 4 A  ratings. 

8 Worked with the Cpmrqission's financia! advisor to develop bond allocations, underwriter 
comp.ensation and preliminary price guidance designed to achieve lowest interest rates.' 

. 

. .  . .  . .  
. .  

. .  
. .  

. .  

. .  
. .  

i 

. .  

. .  
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3ssed upon information reasonably available to the officers, agents, and employees of the 
Applipa< the Applicant hereby certjiies that the structuring and pricing of the Transition Bonds, 
a; dmscribed in the issuance advice letter, kill result in the lowest transition bond charges 
consistent with market conditions and the terms of the Financing Order (incIuding the 
amortization structure, if any, ordered by the Commission), all within the meaning of 
Section 39.301 of PURA. . 

CENTERPOINT ENERGY HOUSTON ELECTRIC, LLC 

Title: Division Vice President Regulatory Relations , 

Centerpoint Energy, Lac 

. .  

I .  
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6.1.1 Delivery System Charges 
Schedule TC2- Transition Charges 

Centerpoint Energy Houston Electric, LLC 
Applicable: Entire Service Area 

6.1.1.73- SCHEDULE TC2- TRANSITION CHARGES 

Sheet No. 6.7.2 
Page 1 of 29 

CNP 828 

SECTION 1: APPLICABLzIlTY 

This schedule sets out the rates and terms and conditions under which Transition Charges will be 
. .  .billed and collected by Centerpoint Energy Houston Electric, LLC (Company), any successor 

servicer(s) and any retail electric providers (REP) or collection, agents billing or collecting 
’ . , T W t i o n  Chrirges on behalf of CenterPoht Energy Transition Bond Company II, LLC (=e>. 

The Transition Charges wer~ authorized by the Financing Order approved by the.Pubb Utility 
Commission of Texas (Commission) in Docket No. 30485 on March 16,2005 (J?h&cing Order). 
Pursuant to .term of the Financing Order and.the requirements of Section 39301 et mq. of the - Texas Utilities Code, alf of the Company’s rights under the Financing Order, including the right. . 
to bill and collect Transition Charges and to adjust Transition Charges pursuant to this Schedule 
TC2, were t r d e n e d  to the SPE in connection with the issuance of transition bonds. The rights 
transferred.to the SPE are “transition prop.ertf’ of the SPE (as defined‘in Section 39.304 of the. 
Utilities Code). On the effective date of this Schedule TC2, the Company,will act as sewieer on 
behalf of the SPE to Kdl, collect, receive and adjust Transition Charges imposed pursuant to this 
Schedule TC2. Howeyer, the SPE may select another party to serve as servicer or the Company 
may resign as servicer in accordance with the terms and subject to the conditions of the Servicing 
Agreement and the Financing Order. A skcessor servicer selected under these Conditions will 
assume the obligations of the Company as servicer under this Schedule TC2. As used inthis 
Schedule TC2, the term “Service?‘ includes any successor servicer. All actions by the Company 
under this Schedule TC2, including collection of Transition Charges, will be undertaken solely in 
its role as servicer under the Servicing Agreement between the Company and the SPE dated as of 
December’ 16,2005. 

This schedule is applicable to: 

’ 

.. 

. . 

1. Retail customers located within the certificated service area of Keliant Energy 
HL&P (HL&P) as such service area existed on May 1,1999 who receive electric 
transmission andor distribution service through’a REP served by the Company 
and to the facilities, premises and Ioads of such retail customers; 

2. Retail customers located within HL.&P”s certificated service area as it existed on 
May 1,1999 who are presently receiving transmission and/or distribution service 
either directly fiom another utility, electric cooperative or municipally owned 
utility (T or D Provider) or through a REP served by another T or D Provider, and 
whose request to change service to the other T or D Provida was made after May 
1,1999; 

Revision Number: Original Effective: 12/16/05 

.... . ._. 
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Sheet No. 6.72 
Page 2 of 29 

(SNP 828 

3. Retail customers located within HL&P’s certificated service area a$ it existed on 
May 1, 1999 and who are served by New &Site Generation. New &-Site 
Generation means ‘Wew On-Site Generation” as defined in Section 25.345(~)(1) 
of the Commission’s Substantive Rules. 

4. REPS that serve retaii customers located within HL&P’s certificated service area 
as it existed on May 1,1999. 

5. 
’ 

6. 

Any other entity which, under the terms of the Financing Order or the Utilitib 
Code, may be.obligated to pay, bill, collect, or adjust the Transition Charges. 

This schedule is applicable to public retail customers located witbin HL&P’s 
certificated service area as it existed on May I, 1999 who purchase power.fl” 
the General Land Office as provided fQr in the Utilities Code, Section 35.102. 

. SECTION 2: CHARACTER OF TRANSITION CHARGES 

Transition Charges are non-bypassable charges. All Transition Charges other than those 
applicable to New OnASite Generation are computed and paid on the basis of individual end-use 
retail custom& consumption or demand. In accordance with Utilities Code Section 39.252@) 
and Section 25.345(i)(3) of the Commission’s Substantive Rules, the Transition Charges 
applicable to use of New On-Site Generation that results in a “material reduction” of the 
customer’s use of energy delivered through the Compairy‘s transmission and d i i u t i o n  facilities 
(as deked in Section 25.345(i)(4) of the Commission’s Substantive Rules) are computed and 
paid based on the output of the on-site generation used to meet the internal electric requirements 
of the customer. Customers with New &-Site Generation will also be required to pay the 
Transition Charges applicable to energy actually delivered to the Customer through the 
Company’s facilities. Individual end-use retail customers are responsible for paying Transition 
Charges billed to them in accordance with the terms of this Schedule TC2 whether the charges 
are billed directly by Servicer or are included in the bills submitted to the customer by a REP or 
another entity. Payment is to be made to the entity that bills the customer in accordance with the 
terms of the Servicing Agreement and the Financing Order. The billing entity may be the 
Company, a successor servicer, a REP or an entity designated to collect Transition Charges in 
place o f  the REP. 

, ‘The Transitian Charges are separate charges to be paid in addition to my other.applicable 
charges for services received. Although the Transition Charges are separate charges, they may 
be included within other charges of the billing entity. 

The REP or entity designated to collect Transition Chugs in place of the REP will pay 
Transition Charges (less an allowance for charge-of€$ calculated pursuant to this Schedule TC2) 

Revision Number Original Effective: 32/16/05 
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to Servicer in accordance with the requirements of the Financing Order and this Schectule TC2 
whether or not it has collected the Transition Charges k m  its customers. To the extent that the 
REP‘S ac@al charge-offs differ fiom the charge-off allowance, adjustments will be made 
pursuant to this Schedule TC2. The REP will have no right to reimbursement other than as 
expressly set out in this Schedule TC2. 

Servicer will remit collections to the SPE in accordance with the terms of the Servicing 
Agreement. 

SECTION3: TERM 

This Schedule TC2 is effective beginning on the date the transition bonds are issued. Schedule 
TC2 will remain in effect as provided in the Financing Order until the Transition Charges 
collected and remitted to the SPE are s-cient to satisfy all obligations of the SPE to pay 
principal and interest on the transition bonds (as due over the 14 year term of the tripsition 
bonds) and to pay all other qualified costs as provided in the Financing Order. However, in no 
event will the Transition Charges be billed for service provided after 15 years from issuance of 
the transition bonds, or sooner if the transition bonds are paid in full at an earlier date. This 
Schedule TC2 is irrevocable. 

SEWON 4: TRANSITION CHARGE CLASSES 

Transition Charges are calculated and applied by Transition Charge Class, There are 15 
Transition Charge Classes, nine of which are Capped Classes. Each Transition Charge Class is 
defined in terms of the base rate tariff classes that existed on HL&P’s system on Septembr 1, 
1999 C’pre-restructuring rate schedules”)). The Transition Charge Classes are defined as follows: 

Residential Class: The Residential Class is made up of (i) every customer that was 
served under HL&P rate schedule RS or RTD on the day before the customer 
discontinued taking service from HL&p under a pre-restructuring rate schedule, and (ii) 
each new customer that was not served by HLgtP under any pre-restructurul * g rate 
schedule, but is the type of customer which, if it had been served by HL$P under pre- 
restructuring rate schedules would have qualified for service under HL&P’s rate 
schedules RS or RTD. 

MGS Class: The MGS Class is made up of (i) every customer that was served under 
HL&P rate schedule MGS on the day before the customer discontinued taking service 
fiom HL&P on a pre-restructuring rate schedule, and (iii each new customer that was not 
served by HLBEP under any pre-restructuring rate schedule, but is the typ of customer 
which, if it had been served by HL&F under a pre-resttucturing rate schedule would have 
qualified for service under HL.&P’s rate schedule MGS and whose demand is estimated 
by the Company to be less than 400 kVa. This class includes customers served under 
Rider GLTC. Customers served under rate schedules EIS, H W  and CSB are included in 

‘ Revision Number: Ori$nal Effective: 12/16/05 
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Centerpoint Energy Houston Electric, LLC 
Applicable: Entire Service Area CNP 828 

the MGS class if the customer’s contract for service from HL&P provided that the MGS 
rate was the basis for pricing. 

. 

LGS Class: The LGS Class is made up of (i) every customer ,that was served under 
HL&P rate schedule LGS on the day before the customer discontinued taking service 
from HL&P on a pre-restructuring rate schedule, and (ii) each new customer that was not 
served by HL&P under any pre-restructuring rate schedule, but is the type of customer 
which, if it had been served by RL&P under a pre-restructuring rate schedule would have 
qualified for service under HL6ZP’s rate schedules LGS and whose demand as estimated 
by the Company, if served at less than 60,000 volts, is 400 kVa or greatm, or if served at 
60,000 volts or greater, is at least 400 kVa but less than 2,000 kVa This class includes 
customers served under Rider SEI. Customers served under rate schedules EIS, Hvp and 
CSB are included in the LGS class if the customer’s contract for service fcom HL&P 
provided that the LGS rate was the basis for pricing. 

LOS-A Class: The LOS-A Class is made up of (i) every customer that was served under 
HL&P rate schedule LOS-A on the day before the customer discontinued taking service 
from HLH on a pre-restructuring rate schedule, and (ii) each new customer that was not 
served by HL&P under any pre-rhcturing rate schedule, but is the type of customer 
which, if it had been served by HL&P under a pre-restructuring rate schedule would have 
qualified for service under HL&P’s rate schedule LOS-A and has a demand as estimated 
by the Company of 2,000 kVa or greater. Customers served under rate schedules nS and 
HVP are included in the LOS-A class if the customer’s contract for service from €&&P 
provided that the LOS-A rate was the basis for pricing. 

LOS-B Class: The LOS-B Class is made up of every customer that was served uhder 
HL.&P rate schedule LOS-B on the day before the customer discontinued taking service 
from HL&P on a pre-restructuring rate schedule. Customers that were not served by 
HL&P under any pre-restructuring rate schedule may not be included in this class. 

Non-Metered Lighting Class: The Non-Metered Lighting Class is made up of (i) every 
customer that was served under HL&P rate schedules SPL, MLS or h4TA on the day 
before the customer discontinued taking service from HL&P on a pre-restructuring rate 
schedule, and (ii) each new customer which was not served by HL&P under any pre- 
restructuring rate schedule, but is taking outdoor lighting services which are provided on 
an metered basis using lighting fixtures controlled by photo-electric devices which 
would have qualified for service under HL&P’s pre-restructuring rate schedules SPL, 
MLS and F A  

, 

In addition to the six Transition Charge Classes described above, there will be nine additional 
Transition Charge Classes, each of which is a capped class (“Capped Classes”). Each of the 
Capped Classes will be made up solely of customers that actually received service fiwm HLBiP 
during the 12-month period ended April 30, 1999 uuder the HLLP rate schedulerelated to the 

Revision Number: Original Effective: 12/16/05 
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class and any SIP customen with a contract effective date after April 30, 1999 and before 
Jwuary 1,2002. Thegine Capped Classes, and the related rate schedule, are as follows: 

. ’. 

Each customer in one or more of the nine Capped Classes will be charged the Traasition Charges 
for the appkable class only for service the customer actually receives during the billing period 
up to the Monthly Cap. The Monthly Cap for each customer will be based on the amount of 
service the customer received under the related rate schedule during the 12-month period ended 
April 30, 1999 or for .any SIP customer, the Monthly Cap will be based on the customer’s 
average monthly interruptible demand corresponding to the initial MFC under the customm’s 
SIP contract effective after April 30,1999 and before January 1,2002, and calculated as follows: 

‘. . 

(1) For customers which took stand alone standby service (SBI andor SES without 
other service), the Monthly Cap for SBI and SES will be the highest demapd under the 
respective rate, during the 12-month period ended April 30, 1999. If a customer began 
service under SES andor SBI after April 30,1999, the Monthly Cap for such customer’s 
will be- the highest demand under rate SES or SBI, as applicable, during the period fiom 
April 30, 1999 to January 1, 2002, if the customer provides the Company adequate 
documentation that (i) the additional load served was on-site load normdly served by the 
customer’s on-site generation and (ii) the customer’s on-site generation was out of 
service due to forced outage or maintenance. If the customer does not provide @e 
required documentation, the additional load will be billed Using the Transition Charges 
applicable to the LGS Class for distribution voltage customers or LOS-A Class for 
transmission voltage customers. 

(2) For customers which took SBI and/or SES in combination with other services, the 
Transition Charge for additional load taken iri excess of the Monthly Cap will be the 

, Transition Charge for the LOS-A class restated and applied as a cents per KWh charge if 
the Customer provides the Company adequate documentation that (i) the additional load 
was lawfully served without use of the Company’s tr;”s ’ sion and distribution facilities 
and (ii) the customer’s on-site generation was out of Service due to forced outage OK 
maintenance. If the customer does not provide the required documentation, the additional . 

RevisionNphx Original Effective: 12/16/05 , .  
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load will be billed using the Transition Charges applicable to the LOS-A Class for 
transmission voltage customers applied on a kW basis. 

(3) For any SCP customer that also received m i c e  under a non-Capped Class, the 
SCP rate will have a Monthly Cap based on the amount of savice the customer received 
under the SCP rate schedule during the 12-month period ended April 30, 1999. The 
Monthly Cap will be the customer’s monthly maximum hourly kW under the SCP rate 
schedule during the peak hours as defined herein, summed for the 12-month period ended 
April 30,1999 and divided by the number of months during which the customer actually 
consumed power under the SCP rate schedule. 

(4) For all other customers in Capped Classes, the Monthly Cap will be the 
customer’s monthly maximum hourly kW under the related rate schedule during the peak 
hours as defined herein, summed fir the 12-month period ended April 30, 1999 or 
alternate period applicable to any SIP customer and divided by the number of months 
during which the customer actually corned power under the rate schedule. For 
monthly service in excess of the Monthly Cap&), the charge associated with custo~er‘s 
non-capped Transition Charge Class will apply. If the customer is served at distribution 
voltage and did not have service associated wiih one of the six non-capped Transition 
Charge Classes, the customer will be required to pay the Transition Charges applicable to 
the LGS Class for all monthly service in excess of ifs Monthly Cap. If the customer is 
served at transmission voltage and did not have service associated with one of the six 
non-capped Transition Charge Classes, the customer will be required to pay the 
Transition Charges applicable to the LQS-A Class for a l l  monthly service in excess of its 
Monthly Cap 

The categories of service historically provided by HLdtp ceased to exist after electric business 
activities were unbundled pursuant to Section 39.051 of the Utilities Code. Sim3arly, since the 
advent of customer choice under Section 39.102 of the Utilities Code, retail customers r&w 
service that may not only have different names, but may have Werent characteristics than the 
service historically provided by HL&P. The classifications set out h the preceding paragraphs 
will be applied to determine the Transition Charge applicable to each customer without regard to 
the descriptions that may be used to describe the services currently provided to retail customers. 

SECTION 5: PERIODIC BILLING REQUIREMENT ALLOCATION FACTORS 

?’he initial Periodic Billing Requirement Allocation Factors ( “PBW’)  for each Transition 
Charge Class are set out below. These initial PBRAFs will remain in effect throughout the life 
of the transition bonds unless a modification.of the factors is made pursuant to the allocation 
factor adjustment provisions in Section 6 of this Schedule TC2: 

’ 
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TRANSITION CR.1RG-E P B W  . 
CLASS 

Residential 40.0412% 
MGS 29.0309% 
LGS 16.1206% 
LOS-A 4.7917% 
LOS-B I 2.7598% . 
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1 
Non-Metered Lighting 

CAPPED CLASSES 
Standby Electric Service- 
Distribution 
Xntemptiile Service 
Supplemental- Distribution 
Interruptible Service -Thirty 
Minute Notice 
htenuptib1e Service -Ten 
Minute Notice 
Interruptible Service - 
Instantaneous 
Interruptible Service 
Supplemental - Transmission 
Standby Electric Service - 

I 

0.6600% 

0.0323% 

0.1578% 

1.0392% 

1.8814% 

02454% 

0.0672% 

0.2383% 
Transmission 
Staodby Interruptible Service 
Special Contract Pricing 

0.2076% 
2.7266% 

SECTION 6: ALLOCATION FACTOR ADJUSTMENTS 

The PBRAFs will be subject to adjustment using the procedures in this Section 6. Any 
adjustment required under this Section 6 will be made effective on the date of an annual.Standard 
True-up Adjustment. Required adjustments will be made in the following order: first, 
adjustments will be made under Part A; second, adjustments will be made under Part B; and 
*&id adjustments will be made under Part C. 

For purposes of determining whether an allocation adjusment is required under Parts B and C of 
this Section 6 and adjusting P B W s  pursuant to those Parts, the Transition Charge Classes will 
be combined into three groups (TC Groups) as follows: 

RevisionNumber: Original . Effective: 1 1 1  6/05 
. ''30 



Exhibit No. 
Docket No. 060154-E1 

TC GROUP 

Residential 
Commercial 

Industrial 

RK-1 Page 32 of 50 
Issiiance Advice Letter 

T W S I I T O N  CE4RGE ~~ GROUP 
cwsm ALL OCA TION 

PERCENTAGE 
Residential 40.0412% 

MGS, LGS, Non-Metered 45.8115% 

All other Transition Charge 14.1473% 
Lighting 

Classes 
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The PBRAFs shall be adjusted consistent with the Utilities Code to reflect the low of loads due 
to operatiom of facilities that are "Eligible.Genemtion" as defined in PUC Subst. Rule 25.345 (c) 
(2) CEligible Generation") except that this P~ A shall not apply to, and the term "Eligible 
Generation" shall not include, load loss due to installation and operation of small power 
production facilities with a rated capacity of 10 megawatts or less. Any adjustments required 
under this Part A will be calculated as follows: 

Step 1 - The Company will determine the amount of service provided during the tweIve 
months ended April 30, 1999 that has been replaced by Eligible Generation (excluding 
amounts reflected either the Initial PBRAFs or a prior adju-stment under this Part A) 
and sum the losses by Transition Charge Class. 

Step 2 - The Company will recalculate the P B W s  for all Transition Charge Classes 
using the spreadsheet and data used to compute the initial P B W s  but reducing the 
demand allocation factors for each Transition Charge Class to reflect the cumulative 
losses for that class as calculated under Step 1 (including losses for which P B W  
adjustments were made in prior years). No other changes to the spreadsheet or data used 
to compute the initial P B W s  will be made. Appendix A to this Schedule TC2 contains 
the spreadsheet and data used to compute the initial PBR4Fs. 

Step 3 - An Adjusted Group Allocation Percentage for each TC Group shall then be 
calculated as the sum of the Adjusted PBRAFs (computed under Step 2) for all Transition 
Charge Classes within the TC Group. 

Part B: Inter-Group Adjustments Due to Cumulative Load Loss Nbt Attributable to 
Eligible Generation 

In connection with each annual Standard True-up Adjustment, the Company will compare the 
projected billing determinants being used to set Transition Charges for each Transition Charge 
Class during the ensuing year to the billing determinants in effect on the original effective date of 
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For each TC Group, if CTCOL,Q/ PBR& 
0;50 

For each TC Group, if CTCOLd PB&< 
0.50 

6.1.1 Delivery System Charges 
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CenterPo& Energy Houston EIectric,’ LLC 
Applicable: Entire Service Area 

Then,‘ no PBRAF adjustment will &cur 
and any adjustment made in previous ye& 
under Part B shall be reversed 
Then, a PBRAF adjustment will be 
calculated pursuant to Steps 2 through 5. 
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Step 2: 
For each TC Group in Step 1 where CTCOL$/ pB&< 0.50, areduction amount (REDO) will be 
calculated for group G where 

L 
REDF 0.5 (PB& - CTCOk) 

CNP 828 

Schedule TC2 (adjusted to exclude any billing determinants attributable to Eligible Generation if 
any adjustment was made under Part A d e r  the original effective date) (such billing 
determinants as adjusted are hereafter referred to as the “Base Billing Determinants”). The 
P B W s  of all Transition Charge Classes in all TC Groups will be adjusted if one or more TC 
Groups experience load loss (calculated excluding load loss attributable to Eligible Genqatkn 
for which adjustments have been made under Part A but including load loss attributable to small 
power production &cilities of 10 megawatts or less) aggregating 50% or more on a cumulative 
basis when measured against the Base Billing Determinants. The adjustments under this Part B 
will be made using the following procedures: 

Step 1: 

1 

I 

Where: 
CTCOLG = cumulative test collections’for group G = I: CCc* FBU, for all classes 
(c) in Group (G) 

FBU, = forecasted billing determinants for class c 

CCc= cumulative test charge for class c = {PBRAF,*PBRT}/ BBD, 

PBFUFc= the PBRAFs then in effect, or if an adjustment has been made under 
Part A, the adjusted P B R s  h m  Part A . 

PBRy total periodic billing lypkement for upcoming period 

BBDc= Base BiUbg Determinak for class c 
P B R p  periodic billing reqUirement for group = Z PBRAFc* PBRT for all classes 
inG 

. 
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- 
step 4: 

For all TC groups a Group Allocation Percentage Adjustment (GAP&) shall be calculated 
where: 

GAPAp (RAcl-REDo) / PBRT 

C c3ApAo = 0 for a l l  G 
Where: 

Step 5: 
For all TC classes, the PBRAF adjustment for class c (PBRAFM Will be calculated for use in 
calculating adjustments to the Transition Charges under Section 8, Part A where 

PBW&%-GAPAG * (PBWJGAPG) 
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Step 3: 
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Then, no PBRAF adjustment d l  occur. 

Then, no PBRAF adjustment will occur 
and any prior year adjustments made under 
C will be reversed pursuant to step 6. 
Then, a PBRAF adjustment will be 
calculated pursuant to Steps 2 through 5. 
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Part C: Inter-Group Adjustments Due to Year-Over-Year Load Loss Not Attributable to 
EIigible Generation ’ 

In connection with each annual Standard True-up Adjustment, the Company will compare the 
projected bflmg determinants being used to set Transition Charges for each Transition Charge 
Class during the ensuing year to the forecasted billing determinants used to develop the then 
cutrentIy effective Transition Charges for the class minus the Eligible Generation load loss for 
the cIass determined in Step 1 of Part A after the billing determinant for the m n t l y  effective. 
Transition Charges was determined (such adjusted amount is hereinafter referred to as the “Mor 
Year Billing Determinant’’). The PBRAFs of d Transition Charge Classes in all TC Groups will 
be adjusted if (i) one or more TC Groups experience load loss (calculated excluding load loss 
atpibutable to Eligible Generation for which adjustments have been made under Part A but 
including road loss attributable to small power production facilities of 10 megawatts or less) of 
10% or greater on a year-over-year basis when compared to the Prior Year Billing Determinants 
or (ii) any TC Group for which an adjustment was made unde!r this Part C in one or more! prior 
yew experiences load growth resulting in projected billing determinants for the current year at a 
level which; if they had existed in one or more of such prior year@) would have resulted in no 
adjustment to PBRqFs in such prior year@). No reduction in PBRAFs will be made under this 
Part C for any TC Group for which a reduction amount was computed under Step 5 of Part B. 
-The adjustments mder this Part C will be made using the following procedures: 

step 1: 
For-each TC Group not adjusted under Part : 1 If YTCOh / P B b Z  0.90 

I 
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Where: 
YTCOLG = year-to-year test collections for group G = Z YG* FBu, for all  
classes (c) in Group (0) 

FBU, = forecasted billing determinants for class c 

YC,= year-to-year test charge for class c = (PBRAFc*PBR~)/ FBU," 

PBRAFc= the PBRAFs then in effect, or if an adjustment has been made under 
Part A, the adjusted PBRAFs fiom Part A 

PBRy total periodic billing requirement for upcoming pdod 

FBU,'=prior year's forecasted billing determinants for class c 
P B W  periodic billing requirement for p u p  = Z P B W C *  PBRT for all 
.classes in the group 

Step 2: 
For each TC Group in Step 1 where YTC0L.d PB& < 0.90, a year to' year reduction amount 
(YREDo) shall be calculated where 

Step 3: 

For all TC Groups, a year to year reallocation amount @'RAG) shall be calculated where: 

YRAF GAPG * {X YREDci} for all groups 

Where: 

C~AI'G= Group Allocation Percentage = X P B W c  for all classes in the group . 

Step 4: 

For all TC groups a year to year group allocation percentage adjustmeat @GAP&) shall be 
calculated *ere: 

Where C G ~ ~ L G  = 0 for all G 
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Step 5:  

For all TC classes, a year to year PBRAF adjustment ( Y P B W A J  shall be calculated for use in 
calculating adjustments to the Transition Charges under Section 8, Part A where: 

YFBFL4F&= YGAPA&PBRAFJGAF'~) 

Step 6: 

if(Z (YC,*FSU,)}/{Z (YC,*FBUC"')}2.90 (for all classes in group G) then the adjustment made 
in year t shall be discontinued. 

if{Z (YCc*FBUc))/{I: (YCc*FBU$')) < .90 (for all classes in group G) then the adjustment 
made in year t carries forward. 

Where FBU:-' is the forecasted billing determinants from the year prior to the year an 
adjustment was made adjusted to reflect any adjustments made under part A between year t-1 
and the current year. 
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The methodology used to allocate qualified costs and determine Transition Charges shall not b 
changed except in the limited circumstance described in this paragraph. If, but only 3, the total 
retail stranded costs (determined purmant to Section 39.253 of the Utilities Code) on a statewide 
basis exceed $5 billion, then the qualified costs attributable to the Company’s share of the 
statewide stranded costs in excess of $5 billion shall be reallocated using the allocation 
methodology prescribed in Section 39 .2530  of the Utilities Code. The Company’s share of the 
statewide stranded costs in excess of $5 billion shall be determined by multiplying (i) the 
percentage obtained by dividing the Company’s total stranded posts (determined pursuant to 
Section 3925319) by the total statewide stranded costs (determined pursuant to Section 
39 .2530)  by (ii) the amount by which the total statewide stranded costs (determined pursuant to 
Section 39.253(f)) exceed $5 billion. The qualified costs attributable to the Company’s share of 
the statewide stranded costs shall then be determined by multiplying (i) the Company’s share of 
the statewide stranded costs by (ii) the percentage obtained by dividing (a) the Company’s 
stranded costs (determined pursuant to Section 39.253(0) which were securitized pursuant to the 
Financing Order dated March 16,2005 in Docket No. 30485 by (b) the Company’s total stranded 
costs (determined pursuant to Section 39.253(9). The Company shall file the adjustments 
required herein, within 45 days after the Commission issues any order determining a utility’s 
stranded costs or regulatory assets that causes the total statewide stranded costs (determined 
pursuant to Section 39.253(0) to exceed $5 billion or changes the amount by which the total 
statewide stranded costs (determined pursuant to Section 39.253(0) exceed $5 billion. Any 
changes in Transition Charges resulting h m  a change in the initial or adjusted P B W s  under 
this Part D shall be made prospectively from the date of the Commission’s order approving 
adjusted PBJRAFs under this Part D. No change in an initial or adjusted PBRAF shall cause the 
sum of all P B W s  to be more than or less than 100% or change the total Periodic Billing 
Requirement for any period. Transition Charges for services rendered prior to such effsctive 
date will not be changed. Future changes to the PBRAFs underlying the recomputed Transition 
Charges, if necessary under Parts A - D of this Section 6 will be computed pursuant to this 
Section 6 using the initial and adjusted PRBAFs as determined by the Commission pursuant to 
this Part D. 
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Interruptible Service -Ten 
Minute Notice 
htemiptible Service - 
instantaneous 
[ntermptible Service 
Supplemental - Transmission 
Standby Electric Service - 
h " i s s i o n  
Standby Interruptible Service 
Special Contract Pricing 
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$0.455760 Per kW 

$0.868506 Per kW 

$0.869578 Per kW 

$0.376821 Per kW 

$0.121198 Per kW 
$1. I97195 Per kW 
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SECTION 7: TRANSITION CHARGES 

The Transition Charges to be applied beginning on the effective date of this Schedule TC2 are 
set out below. Transition Charges to be applied in subsequent periods (Adjusted Trakition 
Charges) will be determined in the manner described in Section 8. 

I 

. . .  

. .  

The Transition Chatges shall be applied on a kW basis for all service provided at Transrnission 
voltage and for all service provided to Capped Classes and to any LGS customer that also 
received SES-Distribution service. The kW to be used in calculating the bill for those customers 
obligated to pay on a kW basis will be the highest kW for the month measured over a one hour 
period occurring on weekdays (Monday bugh Friday) during the sixteen hours kghning with 
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and including the hour that ends at seven (am.) (07:OO) a d  extending until the hour that ends at 
ten p.m. (22:00), local time (central standard or central daylight saving time, as appropriate). . 

Except for customers in the MGS class, the Transition Charges,'shall be applied on a kVa basis 
for all service .provided at distribution voltage (other than service at distribution voltage to 
Capped. Classes or to LGS customers that also received. SES-Distriiution service) .and whose 
kVa is greater than 10 kVa in the billing month. The kVa will be the highest kVa mebured over 
a 15 minute period during the month if the metering equipment has indicators for measuring and 
recprding only the highest demand during the billing pKiod, otherwise.if the metering equipment 
measures and records continuously for all  15 minute periods the kVa will be the.average of the 4 
highest 15. minute periods measured during the billing period. If the demand meters used 10 
meter service to a customer measure service is on a kW basis instead of a kVa basis or measure 
in intervals different than 15 minutes- (e.g 5, 10, 30 minutes) the transition charge to the 
customer will be based on the kW with the intekval measurement period closest to a 15 minute 
period. 

Transition Charges will be applied on a kWh basis for those customers with watt-hour meten 
and those customers with demand meters whose measured demand is 10 kVa or less, all 
Residential customers, al3 Non-Metered Lighting customers and all MGS customers served at 
distribution. voltage. 

Ehchptail customer shall be obligated to pay Transition Charges for its applicable class.. The 
Transition Charge shall be applied to a l l  service received by the customer during the appIiicable 
billing period. If a customer was taking service in more than one rate class through one point of 
service .on April 30,1999, or on the day before the customer discontinued taking servjce &om 
HL&P on a pre-restructuring rate schedule, its Transition +Charges shall be determined as 
follows: 

. 

. 

. 

. .  

. .  

1. For customers taking service under two or more rates through a single 
meter, the following order dl1  be used to determine Transition Charges 
.for the customer: 

If the customer takes service in one or more Capped Classes (other than 
SCP) through a single meter, the service shall be allocated first to Capped 
Classes in ascending order of unit Transition Charges beginning with the 
Capped Class with the lowest unit Transition Charge. All service to the 
customer, up to the lesser of (i) the highest hourly on-peak kW for total 
premises load (Total kw) or the Monthly Cap for the class, shall be 
deemed to be service under the Capped Class with the lowest unit 
Transition Charge. If the Total kW is greater than the Monthly Cap for 
the class with lowest unit Transition Charge, the difference up to the 
Monthly Cap for the Capped CIass with the next Iowest unit Transition 
Charge will be deemed to be senrice under the Capped Class with the next 

(a) 
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lowest unit Transition Charge. The remainder will then similarly be 
allocated to,each other Capped Class under which the customer is served 
until the Total kW has been allocated or all applicable Monthly Caps have 
been reached. 

If the total amount dlocated to Capped Classes under (a) is less than the 
Total kW, the remainder, up to the Monthly Cap €or SCP shall be deemed 
to be service provided d e r  SCP. 

' Any amount remaining after the allocations in (a) &d (b) will be deemed 
to be service provided under the Transition Charge Class (o$er than 

. Capped Classes and SCP) that is applicable to the customer. If ,the ' 
.customer is not.otherwise taking service under any Tpnsition Charge 
Class (other than Capped CIasses and SCP) the amount remainhg after the 
allocations in .(a) and (b) shall be deemed to be service under LOS-A, if 
the customer is served at .transmission voltage, or under LGS, if the 
customer is served at distribution voltage. 

@) 

. .  

. . (c) 

. . .  
. .  

. ' 

. . In addition, each customer which has New On-Site Generation shall pay an amount each month 
. computed by multiplying the output of the on-site generation used to serve'the internal electric 
requirements of the customer (either kW or kVa, as determined by the Twi t ion  Charge. class 
for which the customer would qualify if it were being served by the Company or an REP) by the 
Transition Charge m effect for services provided to customas in that class during the month. 
This amount shall be in addition to any Transition Charges applicable to energy or demand 
actually delivered to the customer through the Company's or another T&D Provider's fbci€ities. 

SECTION 8: STANDARD TRUE-UP FOR ADJUSTMENT OF TRANSITION 
CHARGES 

Transition Charges will be adjusted annually effective on December '1st to ensure that the 
expected collection of Transition Charges is adequate to pay principal and interest on the 
transition bonds when due pursuant to the expected amortization schedule, pay as due all other 
qualified costs and to fund the overcollatmalization account to the required level. In addition to 
these annual true-up adjustments, true-up adjustments may be made more fizqumtly at any time 
during the term of the transition bonds to correct any undercollection or overcollection, as 
provided for in the Financing order, in order to assure timely payment oftrrmsition bonds based 
on rating agency and bondholder considerations. In addition to the foregoing, either of the 
following two conditions may result in an interim true-up adjustment in the month prior to an 
upcoming d i t i o n  bond principal payment date: 

(a) . The collection of transition charges for the upcoming payment date will 
result in a difference that is greater than 5% in absolute value, between (i) 

Revision Numbe~ Original . Effective: ,lU16/05 
, 40 . 

. .  
. .  

. .  .. . . .  ' . .  



Exhibit No. 
Docket No. 060154-E1 
FtK-1 Page 42 of 50 

Issuance Advice Letter 

6.1.1 Delivery System Charges 
Schedule TC2- Transition Charges 

Centerpoint Energy Houston Electric, LLC 
Applicable: Entire Service Area 

Sheet No. 6.72 
Page 18 of 29 

CNP 828 

the actual outstanding principal balances of the baniition bonds plug 
amounts on deposit in the resme subaccount and (ii) the outstanding 
principal balances anticipated in the target amortization schedule; or , 

(b) To meet a rating agency requirement that any series of transition bonds be 
paid in full by the expected maturity date for any series of W i t i o n  bonds 
that matures after a date determined mutually, at the time of pricing by 
Centerpoint Houston and the Commission's designated personnel or 
financial advisor. 

~n no .event +,i~ interim trui-up adjustments occur more fiquently than every three nionths if 
qwt+y transition bond payments ,are,required pr every six months if sed-annual transition 
bond payments are required; provided, however, that interim true-up adjustments for any 
trausition bonds remaining outstanding during the fourteenth and fifteenth year after the bonds 
are issued may occur quarterly.' 

All annual and interim adjustments will be. designed to cause (i) the outstanding principal 
balance of the transition bonds to be equal to the scheduled balance on the expected amortization 
schedule; (3) the amopt in the overcollateralization .subaccount to be equal to the required 
overcogateralization level; (iii) the amount in the capital subaccount to be equal to the required 
capital plus any investment earniqgs on amounts in the capital subaccount to the extent that the 
investment earnings have not been released to.the SPE and (iv) the reserve subaccount to be zero 
by the payment date immediately preceding the next adjustment or by the final payment date, if 
the next payment date is the final payment date. 

Part A: TRUE-UP ADJUSTMENT PROCEDURE FOR STANDARD AND INTERIM 

. 

' ' 

TRUE4PS 

Servicer will calculate the Adjusted Transition Charges using the methodology described below 
and will file the Adjusted Transition Charges with the Commission. AnmraI adjustments will be 
filed 15 days prior to the effective date of the Adjusted Transition Charges unless an adjustment 
to the PBRAFs is required under Section 6 (including Intra-Group Allocation Adjustments under 
Part D of Section 6) in which case the annual adjustment will be filed not later than 90 days prior 
to the effective date. Interim Adjustments fl be filed not less than 15 days prior to the 
effective date of the Adjusted Transition Charges. 

The Adjusted Transition Charge for the upcoming period for each class (TC,) shall be computed 
as follows: 

For the residential class, 

TCc= PBRr* (FBRAFc+PBRAFA,+YPBRAF&t)/FBU, 
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For classes in the Commercial and Industrial TC Groups, except if any class in the Industrial 
Group is forecast for the ensuing period to experience more than a 10% reduction in b i g  
determinants compared to the industrial base billing determinants for that class, then the 
transition charges for the classes within.the Industrial TC Group will be determined according to 

’ Section 8, Part B: 

T&= TC‘ {X’PBRT * (PBRAF~+PBW&-+YPBR#&~] / Z(”C&?BUJ} 
For all claises hi the applicable group. 

Where . , 

TC;’ =the transition charge for that class from the previous period 

PBRp Periodic Billing Requirement for the ensuing period (the 12 months 
beginuing on the effective date of the adjusted transition charges in the case of 
m u d  true-ups and the period until the next scheduled annual true-up in the case 
of interim adjustments). The Periodic Billing Requirement will be the amoynts 
reipired to pay principal and interest on the’kit ion bonds when due pursuant to 
the.expected amortization schedule, pay as due all  other qualified costs, fund the 
qvercoUatemIization account to. the reqihxI level, aid recover aiy net system 

. .under-collections or credit any net system over-collections so that (0 .the 
outstanding principal balance of the transition bonds will be equal to the 
scheduled balance on the expected amortization schedule; (ii) the amount in the 
overcollateralization subaccount will be equal to the required overcollateralization 
level;, (ii) the amount in the .capital subaccount. will be equal to the required 
capital plus any investment eamings on amounts in the capital subaccolsnt to the 
extent that the investment earnings have not been released to the SPE and (iv) the 
meme subaccount will be zero by the payment date immediately preceding the 
next adjustment or by the final payment date, if the next payment date is the final 

PBRAF, = the P B W s  then in effect, or if an adjustment has been made under 
. . Section 6, Part A, the adjusted PBRAFs from Section 6, Part A. 

PBRAF&= the adjustment (ifany) itom Section 6, Part By Step 5 

Y P W & ‘ -  the adjustment from Section 6, Part C, Step 5 for &ery year t in 
wbich an adjustment ,was made unless that adjustment was discontinued under 
Section 6, Part Cy Step 6. 

FBU,= the forecasted billing determinants for the upcoming period 

’ 

. 

; 

. 

. .  payment date., 
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If EBU, /IBD, 2 0.90 for each Industrial 
TC Class 

If FBU, /IBD, 
TC Class (Load Loss Class) 

0.90 for any Industrial 

6.1.1 Delivery System Cbarges 
Schedule TC2- Transition Charges 

Then, no adjustments will o m  under this Section 
8, Part B and the transition charge for each Industrial 
TC class will be calculated under Section 8, Part A. 
Then, adjustments will be calculated pursuant to 
Steps 2 through 6. 

Sheet No. 6.7.2 
Page 20 of 29 

Centerpoint Energy HoustonElectric, LLC 
Applicable: Entire Service Area 

Part B: Intra Industrial Group Adjustments Due to  Cumulative Load Loss Not 
Attributable to  Eligible Generation 

CNP 828 

In connection with each annual Standard True-up Adjustment, the Company wil l  compare the 
projected billing determinants being used to set Transition Charges for each Industrial Group 
Transition Charge Class during the ensuing year to the billing determinant3 for the period 
November 2003 through October 2004 (adjusted to exclude any billing determinants attributable 
to Eligible Generation if any adjustment was made under Section 6, Part A after October 2004) 
(such billing determinants as adjusted are h e d e r  referred to as the “Industrial Base Year 
Billing Determinants”). The Transition Charges of all Transition Charge Classes in the 
Industrial TC Group will be adjusted if one or more Transition Charge Classes experience load 
loss (calculated excluding load loss attributable to Eligible Generation for which adjustments 
have been made under Section 6, Part A but including load loss attributable to small power 
production facilities of 10 megawatts or less) aggregating more than 10% on a cumulative basis 
when measured against the Industrial Base Year Billing Determinants. The adjustments under 
this Part B will be made using the following procedures: 

step 1: I 

IBD, = Industrial Base Year Billing Determinants for class c 
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Sheet No. 6.7.2 
Page 21 of 29 

C" 828 

- 
Step 2: 

For each Industrial TC Class in Step 1 where FBU, /BD, .e 0.90, a reduction amount (RED,) 
will be caIculated as follows: 

Where: 
PBR, = PBRT * PBRAF, 

TCLLc =Test Collections with 10% Load Loss for Class c = FBRJ (IBD, * 0.911 * FBU, 

PBRT= total periodic billiig requirement for upcoming period 

PBRA.Fc= the PB&s then in effect, including any adjusiment made under Section 6, Part 
A; plus any adjustment made under Section 6, Part B and Section 6, Part C 
unless the adjustment was discontinued. 

Step 3 : 

For each Industrial TC classfor which a reduction amount was not calculated in Step.2 and 
xvE;~se TC;' 5 TC--',a reallocation amount shall be calculated as follows: 

RA, = LAP, * I: RED, for all classes 

Where: 
IAP, 

T C ~ S A - '  = Transition Charge implemented for the LOSA TC class in the last true-up 

TC," 

= Intra-Group Allocation Percenkge for c la s s~  = PBRAF, / X PBRAF, for all 
Industrial TI: Classes for which a reduction amountwas not calculated in 
Step 2 and whose TC;' 5 TCLOSA-' 

filing 
= Transition Charge implemented for class c in the last hue-up hling 
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For all other Industrial TC Classes: 
TCc = PBRC - REDO] 1 FBUc 

I 

Step 5:  

6.1.1 Delivery System Charges 
Schedule TC2- Transition Charges 

' 

Centerpoint Energy Houston Electric, .LLC 
Applicable: Entire Senjce Area 

Calculate the percent increase in the Transition Charge fiom the Base Year as follows: 
PIC = (TCJrC,B#E )- 1 

Where: 
TC, = The adjusted transition charge calculated in Step 4 

Sheet No. 6.72 
Page.22 of 29 

. TCtASE = The.transition charge calculated using the Industrial Base Year Billing 
Determinants. - 

C" 828 

Step 4: 

The adjusted transition charge for a class (TCc) shall be cdculated as follows: 

For those. Industrial TC Classes receiving a reallocation amount in Step 3: 
. TCc = FBRc + RAJ I FBU, 

Step 6: 

A. For any Industrial TC Class where PI is less than the PI for the TC Classes identified in 
step 1 as Load Loss Classes: 

TCCr"" = TC, 

B. If PI for any kidustrial TC Class is greater than or equal to the PI for the Load Loss 
Classes identified in Step 1, then calculate an initial Equal Percent .Increase for that class 
and the Load Loss Classes identified in Step 1: 
. .  

TCc TCZAse * (1 + =IMmAL) 

where: 
EPImU = initial Equal Percent Increase = ,Z (TC, * FBUJ Z (TC?ASE*FBUc) 

for only those Industrial TC Classes identified in Step 1 as Load Loss 
Classes and TC classes with a PI greater than or equal to those Industrial 
TC Load Loss CIasses identified in Step 1. 
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identified in Step 1 , exceeds the PI, calculated in Step 5, then for that Class, 

TCCFTNAL= TC, 

D. For the remaining classes, a final Equal Percent Increase will be caIculated to reflect the 
exclusion of the Classes identified in Step 6 ,  Parts A and C abave as follows: 

TCcm"= TCpm * (1 + EPIF"AL) 

Where: 
EpIhNAL = find EN Percent Inmase = z (TC, * FBUJ/ z (TG-**FSU,) for 

only those Industrial TC Classes remaining in Step 6, Part D. 

f' 7 , -  r % y w y  System Charges 
Schedule TC2- Transition Charges 

CenterPoint Energy Houston Electric, LLC 
.4ppl i : :>$!e: Entire Service Area 

Sheet No. 6.72 
Page 23 of 29 

CNP 828 

1. Transition Charges applicable to former retail customers of the Company in 
multiply certificated service areas who are now taking service directly 6rom other 
T or D Pmviders or through REPs served by other T or D Providers will be billed 
to and collectedfmm the other T or D Provider, which, in tum will be responsible 
for collecting the Transition Charges &om the retail customers and REPs. 

2. The T or D Provider shall pay all Transition Charges not later than 35 days after 
bill is mailed by Servicer. The T or D Providez shall make such payment 
regardless'of whether it collects such charges fkom the end-use retail customer or 
REP. 

R. Billings by Servicer to New On-Site Generation: 

i. ' Customers subject to.Transition Charges for New. On-Site Generation shall pay 
such charges in full not laterthan sixteen days after the date the bill is mailed to 
the customer. 

2. Transition charges applicable to New On-Site Generation are io addition to 
applicable transition charges under A above or C below. 
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6 .  I .  1 Delivery System Charges 
SL:leaLiit: X 2 -  Transition Charges 

Centerpoint Energy Houston Electric, LLC 
.4pplicable: Entire Service Area 

Sheet No. 6.7.2 
Page 24 of 29 

C” 828 

3. If the entity with New On-Site Generation receives transmission or distribution 
service fiom.the Company or another T or D Provider, Servicer shall have the 
same right to terminafe service or require the other provider to terminate service 
for non-payment of Transition Charges as the Company has to terminate service 
for non-payment of charges under the Company’s rate schedules. Any termination 
shall cmnply with applicable Commission rules. 

’ C. Billings by the.REk*or’its replacement to end-use customers: 

1. 

2. 

3. 

4. 

REPS will bill and collect, or cause to be billed and collected, all Transition 
Charges applicable to consumption by retail customers served by the REP. 

If Servicer is providing the metering7 metering data will be provided to the REP at 
the same time as the billing. If Servicer is not providing the metering, the entity 
providing metenhg Services will be responsible for complying with Commission 
rules and ensuring that ServiCer and the REP will receive timely and accurate 
metering data in order for Servicer to meet its obIigations under the Servicing 
Agreement and the Financing Order with respect to billing and true-ups. 

Each REP must (1) have a long-term, unsecured credit rating of not less than 
“BBB-” and *Baa3” (or the equivalent) fkom Standard & Poor’s and Moody’s 
Investors Service, respectively, or (2) provide (A) a deposit of two months’ 
m a x i ”  expected Transition Charge collections in the form of cash, (B) an 
affiliate guarantee, surety bond, or letter of credir providing for payment of such 
amount of Transition Charge collections in the event that the RFP defaults in its 
payment obligations, or (C) a combination of any of the foregoing. 4 REP that 
does not have or maintain the requisite long-term, unsecured credit rating may 
select which altemate form of deposit, credit support, or combination thereof it 
will utilize, in its sole discretion The indenture trustee shall be the beneficiary of 
any affiliate guarantee, surety bond or letter of credit. The provider of any 
af3iliate guarantee, surety bond, or letter of credit must have and maintain a long- 
term, unsecured credit ratings of not less than “BBB-” and ‘Baa3” (or the 
equivalent) fiom Standard & Poor’s and Moody’s Investors Service, respectively. 

If the long-term, unsecured credit rating fiom either Staadard & Poor’s or 
Moody’s Investors Service of a REP that did not previously provide the altemate 
form of deposif credit support, or combiition thereof or of any provider of an 
affiliate guarantee, mty bond, or letter of credit is suspended, withdrawh, or 
downgraded below “BBB-” or “ B d ”  (or the equivalent), the REP m& provide 
the altemate form of deposit, credit suppo& or combination therm& or new forms 
thereof, in each caSe from providers with the requisite ratings, ivithin 10 bu&iess 
days following such suspension, withdrad;or downgrade. A REP failing to 
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6.1.1 Delivery System Charges 
Schedule TC2- Transition Charges 

Sheet No. 6.7.2 
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5. 

Centerpoint Energy Houston Electric, LLC 
Applicable: Entire Senice Area CNP 828 

make such provision must comply with the provisions set forth in paragraph 3 of 
Section D, Billings by Servicer to the REP or its replacement (when applicable). 

The computation of the size of a required deposit shall be agreed upon by Servicer 
and the REP, and reviewed no more frequently than quarterly to ensure that the 
deposit accurately reflects two months’ maximum collections. W f i  10 
business days following such review, (1) the REP shall remit to the indenture 
W e e  the amount of any shortfall in such required deposit or (2) Servicer shall 
instruct the indenture trustee to remit to the REP any amount in excess of such 
required deposit. A REP failing to so remit any such shorsfau must comply with 
the provisions set forth in Paragraph 3 of the Section Dy Billings by SerVicer to 
the lZEP or its replacement (when applicable). REP cash deposits shall be held by 
the indenture trustee, maintained in a segregated account, and invested in short- 
term bigh quality investments, as permitted by the rating agencies rating the 
transition bonds. Investment eamings on REP cash deposits shall be considered 
part of such cash deposits so long as they remain on deposit with the indmture 
trustee. At the instruction of Servicer, cash deposits will be remitted witb 
investment earnings to the REP at the end of the term of the transition bonds 
unless otherwise utilized for the payment of the REP’S obligations for Transition 
Bond payments. Once the deposit is no longer required, Servicer shalI promptly 
(but not later than 30 calendar days) instruct the indenture trustee to Exnit the 
amounts in the segregated accounts to the REP. 

, 

6. In the event t@t a REP or the Provider of Last Resort VOLR) is billing customers 
for Transition Charges, the REP shall have the right to transfer the customers to 
the POLR (or to another cerfified REP) or to’direct Servicer to terminate 
tkansmission and distribution service to the end-use customer for non-payment by 
the end-use customer p&uaut to applicable Commission des .  

D. Billings by Servicer to the REP or its replacement (when apficable): 

1. 

. 

Servicer wiil bill and collect &om REPS all Transition Charges .applicable to 
congumption by retail customers served by the REP, including applicable 
customers served by New On-Site Generation. 

2. Payments of Transition Charges are due 35 calendar days following each billing 
by Servicer to the REP, without regard to whether or when the REP reCeives 
payment from the end-use retail customers. Servicer shall accept payment by 
electronic fupds transfer, wire -fer, and/or check. Payment Wiu be considered 
received the date the electronic funds transfer or wire transfer is received by 
SerVicer, or the date the check clears, A 5% penalty is to be charged on amounts 
received after 35 calendar days; however, a 10 dendar-day grace period will be 
allowed before the REP is considered to be in default A REP in default must 
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2iiizdde TC2- Transition Charges 

Sheet No. 6.72 
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Centerpoint Energy Houston Electric, LLC 
Applicable: Entire Service Area CNP 828 

. ,  
. .  

3. 

comply with the provisions set forthin paragraph 3 of this Section D, The 5% 
penalty ivill be a one-time assessment measured against the current amount 
overdue fiom the REP to Seniicer. The "ament amount" consists of the total 
unpaid Transition Charges existing on the 36* cdendar day after billing by 
Serfricer. Any and all such penalty payments will be made to the igdenture trustee 
to be appqed against Transition Charge obligations. A REP shall not be obligated 
to pay the overdue Tmnsition Charges of another REP. If a REP agrees to assume 
the respon$bilip for the payment of overdue Transition Charges as a condition of 
receiving the customers of another REP that has decided to terminate service to 
those customers for any reason, the new REP shall not be assessed the 5% penalty 
upon such Transition Charges; however, the prior REP shall not be relieved of the 
previously-assessed penalties. 

M e r  the 10 calendarday grace p d o d  (the 45* calkdar day after the'biIIhg 
'date), Servicer shall have the option to seek recourse against any cash deposit, 
af€Eate guarantee, surety bond, letter of credit, or combiaation thereof provided 
by the REP, and a d  itself of such .legal remedies as .may be appropriate to 
collect ,any remaining unpaid Transition Charges and associated penalties due 
Servicer after the application of the REP'S deposit or alternate for" of credit 
support. In addition, a R e P  that i s  in default with respect to the xequixements set 
forth in paragraphs 4 and 5 of Section C and paragraph 2 of this Section D shall 
select and implement one of the following options: 

(a) M o w  the POLR or a qualified REP of the. customer's choosing to 
immediately assume the responsibility for the billing and cogection of 
Transition Charges. 

' 

(b) Immediately implement other mutually suitable and agreeable 
arrangements with Servicer. It is expressly understood that Servicer's 
ability to agree to q y  other arrangements will be limited by the terms of 
the Servicing Agreement and requirements of rating agencies that haye 
rated the transition bonds necessary to avoid suspension, withdrawal or 
downgrade of the ratings on the transition bonds. 

Arrange that 41 amounts owed by retail customers for services rendered 
be timely billed and immediately paid directly inta a lock-box controlled 
by Servicer with such amounts to be applied first to pay Transition 
Charges before the remaining amounts ire released to the REP. All costs 
associated with this mechanism will be &me solely by the REP. 

(c) 

If  a REP that is in default does not immediately select and implement one of the 
options specified in (a), (b) or (c), or, after so selecting one of the foregoing 
options, fails to adequately meet its responsibilities thereunder, then Servicer shall 
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Exhibit 2. Supplemental Certificate from Issuing Utility 

The attached document contains a supplemental certificate from the 

issuing utility for these bonds. 
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Marc Kilbride P.O. Box 4567 
Vice President and Treasurer Houston, TX 77210-4567 

713 207 5782 
Fax: 713 207 3301 
marc.kilbrideC0 
CenterPointEnergy.com 

December 14,2005 

Saber Partners, LLC 
44 Wall Street 
New York, NY 10005 

Saber Capital Partners, LLC 
44 Wall Street 
New York, NY 10005 

Public Utility Commission of Texas 
1701 N. Congress Avenue 
P.O. Box 13326 
Austin, Texas 78711-3326 

Re: Centerpoint Energy Transition Bond Company II, LLC 
Senior Secured Transition Bonds, Series A 

Gentlemen; 

In Docket No. 30485, the Public Utility Commission of Texas (the “Commission”) issued 
its financing order dated March 16, 2005 (the ‘Tinancing Order”). The Financing Order 
authorized Centerpoint Energy Houston Electric, LLC (the “Company”) to issue one or more 
series of transition bonds and to participate in certain related transactions as specified in the 
Financing Order through a wholly-owned subsidiary of the Company, subsequently identified as 
Centerpoint Energy Transition Bond Company E, LLC (the “Issuer”). 

On December 12, 2005, the Company filed at the Commission an issuance advice letter 
dated December 12, 2005, attached as Exhibit A-1 (the “Issuance Advice Letter‘% ia connection 
with f1,851,000,000 aggregate principal amount of the Issuer’s Senior Secured Transition Bonds, 
Series A (the “Transition Bonds”)). On December 14, 2005, the Company wil l  submit to the 
Commission a letter, attached as Exhibit A-2, providing notice that, as a result of an agreement 
between the Commission’s financial advisor and the underwriters subsequent to hling the Issuance 
Advice Letter, the actual underwdtex fees will be $321,598 less than was estimated in the Issuance 
Advice Letter. Attachment 4 to the Issuance Advice Letter is the Company’s certification 
concerning certain matters related to the Transition Bonds. The Series A Bonds were priced, with 
respect to Tranche A-1 at 2:57 P.M. New York time, with respect to Tranche A-2, Tranche A-3 and 
Tranche A-4 at 2:58 P.M. New York time, and with respect to Tranche A-5 at 3:30 P.M. New York 
Time on December 9,2005, (the ‘‘?Pricing Time”) when Credit Suisse First Boston LLC, Greenwich 
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Capital Markets Inc, and Lehman Brothers Inc. (acting for themselves and as representatives of a 
syndicate of underwriters) agreed to purchase the Transition Bonds in accordance with the terms of 
the Undenvrithg Agreement dated December 9,2005. 

As set forth in Exhibit II Attachment C to its April 15,2005 Requests for Proposals for a 
Financial Advisor, the Commission has requested additional specific comfort from Saber 
Partners, LLC and Saber Capital Partners, LLC (together, “Sabef’), as the Commission’s 
hancial  advisor in connection with the Transition Bonds. Saber has requested similar comfort 
from the Company. Therefore, in connection with the Transition Bonds, we hereby certify to 
you as follows: 

1. Given the terms of the Financing Order, the schedule of principal amounts set forth in 
the attached Exhibit A-I, market conditions at the Pricing Time, and applicable 
securities laws, and based on the Company’s experience and on market conditions 
and other information reasonably available to officers, agents and employees of the 
Company, the structuring, marketing and pricing of the Transition Bonds will result 
in the lowest transition-bond charges consistent with market conditions and the terms 
of the Financing Order. 

2. On October 11, 2005, a decision was made by the Company and the Commission’s 
financial advisor to proceed with marketing the Transition Bonds as a negotiated sale 
through a syndicate of selected underwriters. Based on information reasonably 
available to us as of that date, and given the terms of the Financing Order, the 
schedule of principal amounts set forth in the attached Exhibit A-1 and applicable 
securities laws, (a) competitive sales are not customary in the market in which 
transition bonds typically are marketed, nor are competitive sales generally 
considered to be the most effective manner in which to market highly structured 
securities such as the Transition Bonds; and (b) the Issuer could not have expected to 
achieve lower transition bond charges for any or all tranches of the Transition Bonds 
through a competitive bidding process than through the negotiated sale of all the 
Transition Bonds to the syndicate of underwriters jointly selected by the Company 
and the Commission’s designated representative or financial advisor. 

3. Given the terms of the Financing Order, market conditions at the time of pricing and 
the schedule of principal amounts set forth in the attached Exhibit A-1, the amount of 
compensation payable to the underwriters from proceeds of the Transition Bonds was 
necessary to achieve the lowest transition bond charges for each tranche of Transition 
Bonds, and the amount of compensation payable to the underwriters and funded from 
proceeds of the Transition Bonds have been established at amounts that could not be 
reduced without increasing overall transition bond charges. 

For purposes of this letter, the following definitions apply: 
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“marketing” means all aspects of presenting the Transition Bonds to the public 
capital markets and offering the Transition Bonds for sale to investors, including 
but not limited to targeting particular investors or classes of investors and 
selecting methods of communicating with investors; 

“transition bond charges” means transition charges imposed to pay the annualized 
cost, expressed as a percentage, of principal, interest and the cost of external 
credit enhancement, if any, attributable to that tranche; 

the “structureyy of the Transition Bonds means the structure reflected in the 
Preliminary ’Prospectus filed with the United States Securities and Exchange 
Commission on December 6,2005, including the transaction documents described 
and/or contemplated therein, and 

the “lowest transition bond charges” means (i) the lowest transition bond charges 
in respect of the Transition Bonds as a whole, and (ii) the lowest transition bond 
charges in respect of each trauche of Transition Bonds. 

This letter is being delivered to assist you in meeting your obligations under Section 
39.301 of PURA and under the Financing Order, and we shall be fully accountable for all matters 
set forth in this letter. Without our written permission, this letter may not be used by or relied 
upon by any other person or entity. 

r Respectfully submitted, 
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