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1 system sales shall not reduce the Company's reconcilable fuel costs, and the Company shall not be required to 

calculate any incremental costs it incurs in connection with off-system sales 

20. As part of the overall settlement of this case, a reasonable sharing fi-om July 1, 1995 and continuing 

during the Freeze Period of margins on off-system sales made by affiliates or subsidiaries of the Company will 

allow ratepayers to receive 25% of such margins. 

ComDliance Orders 

2 1. The Company has satisfactorily complied with all outstanding Commission compliance orders. 

Aecoundnp Deferrals 

22. It is appropriate to adjust Palo Verde Unit 3 accounting deferrals to remove the deferred lease 

payments and carrying charges on Palo Verde Unit 3 plant costs Therefore, a balance of $4,308,000 Unit 3 

accounting deferrals, less $1,457,000 of related ADFIT, as of June 30, 1993, Will be included in rate base and 

amortized by the end of the Freeze Period. 

23. 

deferral balance. 

ADFlT related to disallowed Unit 3 deferrals should not be reflected as a reduction to the Unit 3 

24. 

these deferrals by the end of the Freeze Period. 

It is appropriate to include Palo Verde Units 1 and 2 accounting deferrals in rate base and to amortize 

Invested CaDital 

25. The Company's invested capital is properly calculated as presented on Schedule A of the Order 

26. One hundred percent of Palo Verde Unit 3 is deemed used and useful and included in rate base. 
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27 It is reasonable to recognize for rate purposes certain assets as a mechanjsm to implement the intent 

of the Signatories that the Company’s base rates during the Freeze Period will not be changed regardless of 

fbture increases or decreases in the Company’s cost of service. The assets so recognized are detailed in 

ordering paragraphs 11, 12 and 13. 

Cost of CaDital 

28. The reasonable cost of equity for the Company is 12.0 percent. 

29. The appropriate weighted overall cost of capital is 9.14 percent. 

Decommissioning ExDense 

30. 

Order 

The reasonable decommissioning expense for the Palo Verde units is reflected in Schedule C to this 
i 

3 1. 

the mechanism for collecting and retaining fbnds above the NRC minimum required amount. 

State agencies are responsible for establishing an appropriate h e 1  of decommissioning fbndmg and 

32. An escalation rate of 4.30 percent, as recommended by St&, should be used to adjust 

decommissioning expense for dation. 
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33. 

3 90 percent inflation rate and using the following investment earnings rates 

Decommissioning expense should be calculated using the existing inflation-adjusted method using a 

Decommissioning Funds 

1/1/1995 - 1/1/1996 5.10 percent 
1/1/1996 - 1/1/2000 5.11 percent 
1/1/2000 - 1/1/2001 5.72 percent 
1/1/2001 -thereafter 6.20 percent 

Spent Fuel Fund 

1/ 1 / 1 995 5.49 percent 

34. The Company's beginning fund balances for Palo Verde Units 1 ,2  and 3 decommissioning funds, as 

described in Schedule C, are appropriate and should be used. The Company's requested D-1 allocator, 

0.6998 166, is reasonable to determine the Texas jurisdictional portion of the approved expenses 

' Depreciation and Amortization Expense 

35. 

The Company's proposed depreciation rates for non-nuclear plant are appropriate. 

Staffs proposed (i) remaining life and (i) depreciation rates for the Palo Verde plant are reasonable. 

36.  Amortization of the existing Mirror CWIP ovef 33 years is appropriate resulting in an amortization 

expense for the existing Mirror C W  asset of $1,128,O00 and for the existing Mirror C W  liability of 

($698,000). 

Rate Moderation Plan and Mirror CWIP 

37. It is in the public interest to terminate the Docket No. 7460 RMP as of June 30, 1993, include the 

balance of the deferrals in rate base, and amortize them by the end of the Freeze Period. Accordingly, the 

amount of the RMP deferrals and existing Mirror CWlP contained in Schedule A are appropriate. 
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Rate Case Expense i 

38. Pursuant to the Stipulation, the City‘s rate case expenses addressed in this docket are found to be 

reasonable, reimbursable to the City, and are deemed recovered by the Company. The Company’s rate case 

expenses addressed in this docket are also deemed recovered by the Company. 

Jurisdictional Cost Allocation 

39. 

40. 

41. 

42. 

43. 

The Company’s use of the 12-CP method for jurisdictional cost allocation is reasonable. 

The Company’s exclusion of CFE and ED-C sales &om its jurisdictional cost study is reasonable. 

It is reasonable to allocate Accounts 5 19 and 520 on the basis of the Company’s energy allocator. 

The Company’s non-allocation of Accounts 907-910 to FERC customers is reasonable. 

It is reasonable for the Company to exclude amortization expense when allocating its depreciation 

expense- 

Class Cost Allocation 

44. 

customer classes is reasonable. 

The Company’s use of the A&EXP methodology to allocate demand-related costs to its various 

45. The Company’s exclusion of non-fhn sales &om its class cost allocation process is reasonable. 

Assimment of Class Allocators 
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t 46. It is reasonable to make a corresponding adjustment to the Company’s class allocator to reflect the 
I 

jurisdictional assignment of Account 5 19 and Account 520. 

47. It is reasonable to classify fuel inventory as energy-related. 

48. 

allocator is reasonable. 

The Company’s allocation of its distribution plant accounts using a noncoincident peak demand 

Revenue Distribution 

49. 

of customer growth or decline, is reasonable. 

The Company’s annualization method, used to adjust the test year billing determinants for the effects 

Rate Design 

t 
50. The tariffs approved in connection with the Second Interim Order entered in this docket on August 2, 

1995 reflect the appropriate and reasonable resolution of all cost allocation, revenues distribution, and rate 

design issues. 

5 1. The Company’s proposed modifications to Rate 08 are reasonable. 

52. 

recommendation to increase the energy charge, are reasonable. 

The Company’s proposed changes to the Off-peak Rider in Rate24, as modified by Stail‘s 

53. 

beneficial to the Company’s customers. 

The Company’s optional demand bilhg service for customers taking under Rate 02 is reasonable and 

54. The Company’s proposed hours-use rate, which is applicable to Rate 25 customers, is reasonable. 
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55 .  

and Rate 25, as modified by the stipulation between General Counsel and the Company, is reasonable, 

The Company’s separately metered rate for thermal energy storage systems under a rider to Rate 24 

56. 

reasonable. 

The Company’s proposal to offer interruptible power service under Rate27 and Rate38 is 

57. 

the demand and energy components of the rate closer to unit costs. 

The changes recommended by the DOD to the Company’s Rate 3 1 are reasonable because they move 

58.  

tariffadequately addresses the potential for a 6ee rider taking under thrs rate. 

The Company‘s proposal to broaden the applicability clause in Rate 33 is reasonable. The proposed 

59. 

reasonable. 

A 2,000 kW minimum demand level for Rate 43, as stipulated to by the State and the Company, is 

60. 

stipulation between the State and the Company, are reasonable. 

The changes to the Company’s cogeneration rates, Rate 45, Rate 46, and Rate 47, as m d i e d  by the 

61. The Company’s changes to the tarif€ language in Rate 99, as modified by S N  are reasonable. 

62. 

recommendations of the State, StafS and the Company3 rebuttal witness, are reasonable. 

The Company’s proposed changes to its service rules and regulations, as modified by the uncontested 

63. The Company filed a notice of intent to implement rates unda bond in c o d o n  with its application 

in this docket to change rates. The bonded rates went into effect on July 16, 1994 upon approval of the bond 

by the Commission’s Hearings Division. 

f 

64. 

1 1 bankruptcy and any base rate increase in Rate 30 will likely cause it to go out of business. 

It is reasonable to assign no base rate increase to Rate 30 because Border Steel is currently in Chapter 
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65. With the exception of limiting the low income rider to persons age 65 or older, it is reasonable to 

adopt S t a s  proposed changes to the Company’s low income rider. Accordingly, the low income rider 

program will apply to all Company residential customers who have an active service account d d  meet the 

qualifications for income assistance, as defined by the Department of Human Services. 

66. Until the Company submits additional testimony in its next rate filing package concerning the removal 

of non-school customers, the Company’s proposal to limit the applicability of Rate 41 to current non-school 

customers and to public school accounts, grades kindergarten through 12, is reasonable. To the extent, 

however, that any City or County account, which was not in Rate 4 1 at the time of the Commission’s Docket 

No. 9945 Order, receives service under Rate Class 41, it is reasonable that all state agency accounts become 

eligible for Rate 4 1. 

StiDulation as Settlement 

? 
67 The Stipulation, as approved by the Commission, represents a fair, just and reasonable solution to the 

issues beiig resolved Consistent with the Stipulation &*e record in this proceedig, the ten year rate 

fieeze agreed to by the signatories to the Stipulation is in the public interest and results in just and reasonable 

rates. Moreover, the Stipulation will serve the purpose of moderating the rates of the Company in the Texas 

jurisdiction during the Freeze Period. The Stipulation reflects settlement discussions. It is recognized and 

agreed by the Signatories that the Stipulation is made and filed solely in connection with the compromise and 

settlement of rate matters related to the Company and is subject to the spectfic approval of the Commission 

of the matters therein stipulated. By entering into the Stipulation, none of the Signatories is deemed to have 

approved or acquiesced in any ratemaking principle, valuation methodology, method of cost-of-service 

determination, method of revenue calculation, or cost allocation or rate design principle underlying any of the 

provisions and agreements contained therein. It is the result of a unique fact situation, and its resolution is 

s@c to the circumstances presented The Stipulation does not prejudice, bind, or affect any Signatory, or 

constitute an admission, except to the extent necessary to give effect to or enforce the tenns of the 

Stipulation or unless otherwise specifically stated therein. 
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Conclusions of  Law 
t 

1. The Company is a public utility as defined in the Public Utility Regulatory Act of 1995, S.B. 319, 

74th Leg., R.S. 1995 ("PURA") 5 2.001 (formerly 5 3(c)) and is therefore subject to the Commission's 

jurisdiction and authority. 

2. 

2.212, 2.214,2.216 and 1.251 (formerly $5 16, 17, 26, 37,43, 45,47 and 63). 

The Commission has jurisdiction over this docket pursuant to PURA $9 1.101, 2.101, 2.108, 2.201, 

3. 

P.U.C. PROC R. 22.51(a). 

The Applicants provided notice of this proceeding as required by PLR4 3 2 212 (formerly 9 43) and 

4. 

jurisdiction of the United States Bankruptcy Court for the Western District of Texas, Austin Division. 

The Company is a debtor-in-possession under the Bankruptcy Code and is subject to the ongoing 

5 .  

bankruptcy, and no action taken in this proceeding violates that prohibition. 1 I U.S.C. 5 525. 

The Bankruptcy Code prohibits discrimination against the debtor based on the filing of the 

6. 

public interest, and the decisions attendant to the reacquisition were reasonable and prudent when made. 

Pursuant to the Stipulation, the reacquisition of the leased Palo Verde Units 2 and 3 assets is in the 

7. 

0 43(a)) regarding the contents of a statement of intent. 

The rate tiling package filed by the Company meets the requirements of PURA 9 2.212(a) (formerly 

8. 

efficiency plans. 

The Company has complied with the requirements of P U.C. SCBST R 23 22 regarding energy 
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\ 9. One hundred percent of Palo Verde Unit 3 is used and usehl. 

10 As required by PURA 3 2.206 (formerly 3 4 1 (a)) the net plant component of the Company's invested 

capital as set forth in Schedule A of the Order, is based on the original cost of property used and usehl to the 

Company in providing electric utility service. 

I I .  The Company must comply with P.U.C. SUBST. R 23.21(b)(l)(F) and 23.59, which require all 

utilities to deposit monthly, in irrevocable trust hnds external to the utility, the hnds they collect from 

ratepayers for decommissioning. 

12. The resolution of issues in this docket by the Stipulation is authorized by the Administrative 

Procedure Act, Tex. Gov't Code Ann. § 200 1.056 (Vernon 1994) and is supported by evidence in the record. 

The Commission finds that the rates approved by this Order are just and reasonable and are in the public 

interest as specified in Conclusions of Law 13-15. Because this Order sets rates consistent with an 

unopposed settlement agreement among the parties, it is not necessary to resolve, and this Order does not 

resolve, issues that would have been presented for resolution on a contested basis. By entering this Order 

setting rates consistent with the Stipulation, the Commission does not approve or acquiesce in any specrtic 

ratemaking principle, valuation methodology, method of cost-of-senice determination, method of revenue 

calculation, or cost allocation or rate design principle. This Order is the result of a unique fact situation, and 

the rates hereby approved are specific to the circumstances presented. This Order does not prejudice, bind, 

or affect the Commission in other pending or hture cases except as may be appropriate to give effect to the 

terms of the Order. 

1 

13. The rates provided for in this Order, together with all the terms of the Stipulation, will result in 

overall revenue that will permit the Company a reasonable opportunity to earn a reasonable return over and 

above its reasonable and neceSSary operating expenses, within the intent of PURA 4 2 203(a) (formerly 

§ 3 9 w .  
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14. The rates and rate design provided in this Order and the Commission's findings of fact are just and 

reasonable, not unreasonably preferential, prejudicial, or discriminatory, but sufficient, equitable, and 

consistent in application to each group of customers, as required by PUR4 5 2.202 (formerly 3 38) 

15. Rates and rate desip. provided in this Order and the Commission's findings of fact do not grant an 

unreasonable preference or advantage to any customer within a classication, subject any customer within a 

classification to any unreasonable prejudice or disadvantage, or establish unreasonable differences as to rates 

and services between localities or between classes of service within the meaning of PURA 4 2.214 (formerly 

0 45). 

16. 

entitled to the level of revenue agreed to in the Stipulation. 

The Company has met its burden of proof under PURA 5 2.204 (formerly 5 40) in demonstrating it is 



SCHEDULE 0 

PUBLIC UTILITY COMMISSION APPLICATION OF EL PAS0 9 
ELECTRIC COMPANY FOR 9 
AUTHORITY TO CHANGE RATES 3 OF TEXAS 

STIPULATION AND SETnEMENT AGREEMENT 

WHEREAS, on Januuy 10,1994, El Paso Electric Company (the "Company') filed with 

the Public Utility Commission of Texas (the "Commission") (i) a petition to increase rates 

pursuant to Section 43 of the Public Utility Regulatory Act ("PURA"), Tex. Rev. Civ. Stat. Ann. 

art. 1446c (recodified as the Public Utility Regulatory Act of 1995, S.B. 319, 74th Leg., RS. 

1995). (ii) a petition to reconcile fuel and purchased power costs for the period April 1, 1989 

through June 30, 1993, and to revise the Company's fixed fuel facton (the "fuel matters"), and 

(iii) applications pursuant to Section 63 of PURA for public interest determinations with respect 

to the Company's rquest to (a) reacquire the Palo Verde Nuclear Generating Station ("Palo 

Verde") leased assets and (b) merge with a utility holding Company subject to certain regulatory 

and accounting conditions, which petitions and applications were assigned Docket No. 12700; 

and 

WHEREAS, the Company also filed its PURA 0 43 (recodified as PURA 0 2.212) petition 

to increase rates within the City of El Paso (the "City') and other municipalities in the Company's 

service territory retaining original jurisdiction over the Company's rates; and 

WHEREAS, the City and such municipalities have talcen action concerning the Company's 

rates, the Company has appealed those actions to the Commission, and those appeals have been 

consolidated under Docket No. 12700; and 

WHEREAS, on March 3, 1995, the Commission issued its Interim Order, Severance 

Order, and Order of Remand (the "Interim Order") in Docket No. 12700, wherein the 

Commission entered its Interim Order in the merger, reacquisition and rate cases and severed the 

fuel matten from Docket No. 12700 into a new docket, Docket No. 13966, for which the 

58( kO 
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Tram County District Court; and 

WHEREAS, here are currently pending In the Texas courts several appeals of prior 

Commission dockets concerning the Company's rates, including Docket Nos. 8018,8078,8363, 

9945 and 13966; and 

WHEREAS, there are currently pending on remand at the Commission, following judicial 

review, two Commission dockets, Docket No. 8363 and Docket No. 8588, which have been 

assigned Docket Nos. 14000 and 14120, respectively; and 

WHEREAS, the parties desire to resolve the above-described regulatory matters and 

appeals on a comprehensive basis; and 

WHEREAS, the public interest will be served by the adoption of orders consistent with 

this Stipulation because it provides for the expeditious implementation of rates that are just and 

reasonable for the Company and its Texas customen, promotes the adequate and efficient 

provision of service, and is in accordance with applicable law; and 

WHEREAS, resolution on a stipulated basis of the matters set forth herein would consewe 

resources, avoid the uncertainties inherent in future litigation, and reduce rate case expenses now 

and in the hturc; 

NOW, THEREFORE, in consideration of the mutual agreements and covenants herein 

contained, the parties (the "Signatories") to this Stipulation and Settlement Agreement (the 

'Stipulation"), through their undersigned authorized representatives, stipulate and agree as 

follows: 

1. (a) The Company will receive a $24.946 million annual base rate increase in this 

docket. Docket No. 12700 shall serve as the vehicle for implementing and 

obtaining approval of the base rate tenns of this Stipulation. 

Pending a final order consistent with this Stipulation, the Signatories agree that the 

Company will implement interim rates consistent with this Stipulation, subject to 

(b) 

I 

2 



refund and bond. upon entry of a second intenm order (the “Second Intenm 

Order”) by the Commission, which order shall be i d  IS soon as possible after 

execution of this Stipulation. EPE %rets to use best efforts to obtain authority 

from the Bankruptcy Court to increase the existing bond by an mount  equal to 

the mud base rate increase agreed to in this Stipulation. 

Except as described in this Paragraph, the Signatories agree that the rate design 

md cost ailocadon for such rate increase will be consistent with the Interim Order 

and the tariffs filed hereunder. 

(i) To the extent any City or County acLccount, which was not in Rate 41 at the 

time of the Commission’s Order in Docket No. 9945, receives service under Rate 

Class 41, all state accounts become eligible for Rate 41. 

(ii) Within 30 days after the Commission issues the Second Interim Order, the 

Company, OK, Generai Counsel and the City agree to meet and discuss changes 

in implementation of the low income rider. The changes will be solely intended 

to improve and enhance the procedures that the Company will use to establish that 

persons quplifj. for the rider. Upon the agreement of the Company, OK, General 

Counsel and the City, the Company will file a new residential tariff consistent 

(c) 

with such process. 

(d) Upon entry of a find order, the Company will retain all base rate cevmues 

collected under its bonded rate increase duough the date the Commission apptovts 

this Stipulation and the interim rates consistent with this Stipulation, with no 

refunds or surcharges. 

No order of the Commission will be final until the Company’s Amended Plan of 

Reorganization becomes confirmed and effective. The Company agrees to grant 

sufficient hearing days to extend the jurisdictional deadline in Docket No. 12700 

to a date subsequent to the confirmation order date and effective date. If the 

Company’s Amended Plan of Reorganization should not become effective by 

(e) 

3 



April 2, 1996 (wbich date &dl be abvtomancdly extended to F d8.t~ t O  thy- 

the city gives notice that the effective date shall not be funher extended), then 

this Stipulation i s  null and void ub initio; the Signatories are not bound by any of 

its terms; and the Signatories are free to seek appropriate remedies at the 

Commission and such other forums as may be appropriate. 

2. (a) Subject to the terms of this Stipulation, during the first ten (10) yerrn d e r  

implementation of interim rates consistent with this Stipulation (the “Freeze 

Period“), the Company’s Texas base rates will be maintained in accordance with 

the final order in Docket No. 12700 except for customers taking service under the 

following tariffs: rate classes 15, 26, 27, 29, 30, 31 and 38, as to which this rate 

freeze does not apply and for whom rates may be decreased or increased in 

accordance with applicable contracts and law during the Freeze Period Except 

for those rate classes discussed above, the Company agrees during the Freeze 

Period not to increase base rates for any reason save and except for an event of 

Force Majeure (as defined in Paragraph 2(c) hereof) or as provided in Puagraphs 

2(eXii) and Z(d)(i). 

(b) During the Freeze Period, and to the extent consistent with the freeze level, the 

Company may make filings that (i) modify tariffs, riders and t e r n  and conditions 

while not maeasing Texas retail base rate revenues for any customer class subject 

to the nte fieeoe; provided, h o m e r ,  for any customer class subject to the me 

freeze such modifications may neither exclude customen currently on the rate 

scbedule nor force a customer to be moved to another rate class, (ii) add or 

modify tariffs, riders, and terms and conditions to address competitive conditions 

or secure additional load or (iii) change fixed fuel factors or otheMrise provide for 

the recovery of fuel costs and the disposition of fuel over-recoveries and under- 

recoveries. Miscellaneous tariff filings, such as for incentive and load retention 

rates or special seMces, are not subject to the rate freeze, so long as there is no 

4 



,t 
increase to the Texas tetlul uriffs charged any rate class subject to the rue freeze. 

Nothing in this Paragraph shdl be construed as 8 predetermination of the 

appropriate ratemaking treatment of any such changes. 

Except as otheMrise provided in Paragraphs 2(e)(ii) and 2(dXi), neither the 

Company nor my successor in interest or assignee may request from its Texas 

regulatory authorities nor support an increase in base rates above the freeze level 

with an e f f d v e  date prior to the expiration of the Freeze Period, except to 

address an event of Force Majeure. The tenn "Force Majeure" as used in this 

Stipulation shall be limited to the effect of a natural disaster, act of war or act of 

God. n e  Company agrees to bind its successors or assignees to the terms of this 

Paragraph. 

(i) Subject to the provisions of Paragraph 2(f), the Signatories agree that if, 

during the Free= Period, the fuel factor or fuel reconciliation process should be 

changed or diminated in Texas, they will implement the fuel cost recovery 

mechanism as authorized by law or rule. In the absence of such a law or rule, the 

Signatories will devise a mechanism to allow the Compaay to recover reasonable 

and necessary fuel costs that it would othenvise have been allowed to recover 

through the fuel factor or fuel reconciliation process. 

(ii) The Signatories recognize that the Federal Energy RegUiatory Commission 

(TERC"), or other regulatory authority with jurisdiction, may require the 

unbundling of utility services by utilities subject to its jurisdiction, including the 

Company. Subject to the provisions of Paragraphs 2(f), if such unbundling of 

seMcts occurs by FERC order or otherwise, the components of the rates to the 

Company's customers covered by this Stipulation will be set a! levels which will 

collect neither more nor less than the base rates established pursuant to this 

Stipulation notwithstanding the unbundling. 

(c) 

(d) 

5 



(e) li) Srrbiest to Barrarmhs 2tf7 and 24, the Signnmrin (except the Public Udiw 

Commission of Texas General Counsel ("Gcnerd Counsel"), the Office of Public 

Utility Counsel ("OPC") and the State of Texas ("State'*)) a p e  not to seek to 

institute or institute on their own motion during the Freeze Period UI inquiry into 

the reasonableness of the Company's rates under PURA 0 2.21 1 (formerly rmRA 

0 42). If a complaint is filed with the Cornmission or my other Texas reguluory 

authority requesting an inquiry into the reasonableness of the Company's rates 

under PURA 6 2.211, and the Commission and any other regulatory authority 

institutes such an inquiry, the Signatories (except General Counsel, OPC and 

State) commit to support the provisions of this Stipulation. In the course of any 

such PURA 6 2.211 proceeding, the Company shall be entitled to defend against 

a rate reduction in any manner it deems appropriate. 

(ii) All Signatories, including General Counsel, OPC, and the State, understand 

and agree that it is the Company's reasonable expectation that during the Freeze 

Period the Company's base rates for rate classes subject to the freeze will not be 

changed regardless of any circumstances that could increase or dtcnase the 

Company's cost of service. The Company has given valuable consideration, and 

assumed substantial business risks, in exchange for the expectation hereuuder that 

its base rates for rate classes subject to the freeze will not be reduced during the 

Freeze Period. General Counsel, OPC and the State, accordingly, agra that if my 

of them should seek to institute, directly or i n d i d y ,  an inquiry into the 

reasonableness of the Company's rates under PURA 0 2.211 (formerfy PURA 

0 42) then in that event, the Company's rate base shall include, in addition to the 

assets otherwise contemplated hereunder, the following: (A) Palo Verde Unit 3 

accounting deferrals in the amount of $66,654,000 as of June 30, 1993; and 

(B) additional Docket No. 7460 Rate Moderation Plan ("RMP") deferrals in the 

amount of $25,041,000 for the period from July 1, 1993 through December 31, 

6 



1994. Such assets shall be amortized over a ten (10) year penod beginning with 

the date of the Second Lnterim Order. Any change in rates fiom the freeze level 

as rl result of a proceeding initiated by &nerd counsel or OPC will apply solely 

to ratepayers over which the Commission exercises original jurisdiction. 

During the Freeze Period the Company and its customers in Texas will be 

protected from the effects of transactions that shift costs between base rates md 

he1 or to other rates not subject to the freeze. Dwing he  Freeze Period, the only 

costs that may be recovered from Texas mepryen other han through base rates 

are those costs recovered as reconcilable fuel costs according to the Commission's 

substantive rules in effect on July 1, 1995 (as applied to the Company) and in this 

Stipulation. The recovery of any other costs through the fuel factor, any other 

specid factor, or surcharge, shall be considered a shift in costs between base rates 

and fuel. If any Signatory believes that the Compsny has engaged in a transaction 

that is inconsistent with the foregoing intent, the Signatory shall provide notice to 

the Company of the alleged violation of this Paragraph. If the Company does not 

cure the alleged violation within 30 days of the receipt of such notice, a 

Signatory may initiate a complaint with the appropriate regulatory authority to 

recover any and dl additional costs charged or to be charged to customers on 

account of the violation. The Signatories agree that the Company's regulatory 

authorities have primary jurisdiction over such matters and that the appropriate 

forum for such a determination is a proceeding at the appropriate regulatory 

authority, subject to appeal, including as allowed by law de now appeal to the 

Commission, for the limited purpose of adjusting the fuel factor, fuel balance 

and/or reducing base rates by the amount so shifted. If the regulatory authority 

does not have jurisdiction, the parties agree that venue lies in the state district 

court in El Pas0 County, Texas. 

7 
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drat on September 1,1995, Senate Bill 373, Public Utility Reguirtory Act of 1995, 

S.B. 319, as mended by S.B. 373, 82.2141, 74th Leg.. R S. 1995 ("Senate Bill 

3739, will become effective urd, pursuant to Section 2.2141 of that bill, the 

Company will be required to provide discounted ntts for certain suts institutions 

o t  higher education. No later &an October 1, 1995, the Company agrees to file 

tariffs to be effective October 1, 1995 necessmy to implement the didoout 

required by Senate Bill 373. Nothing in this Stipulation shall be c o d  as 

limiting any right of the State or &e Company to seek to adjust base ntes on 

account of a change in such law. 

Based on cunent projections, the Company may be entitled to a S17 million 

revenue increase at the end of the Freeze Period. In order to avoid such an 

increase, the Company agrees that in any proceeding instituted pursuant to PURA 

Sections 2.211 or 2.212, or their equivalent, for an effbctive date on or after 

August 2, 200s but before August 1,2006, the tariff or taxifb will be designed to 

collect 517 million less in base fevenuts ("Exclusion Factor") than Le otherwise 

authorized revenue requirement. The Exclusion Factor for a proceeding instituted 

pursuant to PURA Q 2.211 or 2.212, or their equivalent, for an effective dare 

bawecn August 2,2006 and August 1,2007 shall be S8 million. 'Ihis Exdusion 

Factor will not be considered for financial integity analysis or cash flow analysis 

in any proceeding before a Texas regulatory authority. 

Should the Company, contrary to the terms of this Stipulation, file for a rate 

increase in Texas during the Freeze Period, the Signatories agree that the vdue for 

the previously leased Palo Verde assets described in paragraph 7(a) of this 

Stipulation will not apply; and that instead the values for previously I d  Palo 

Verde assets will be applied according to the table in Attachment "A" to this 

Stipulation for any determination of the Company's nrte increase request. 

(h) 

(i) 

8 



Q) In the event the Company sells, trurden, ltrscs or usigns my operating asset for 

8 value of $ ~ o ~ ~ o D o o o  or more during the Freeze Period unless the City md 

Company otherwise agree, the Tens jurisdictional share of the net gain on such 

stlc shall be paid to ruepayen as a credit to the base rates over what would have 

ban h e  remaining life of the asset. Ratepayen Will be credited with 8 "return" 

on the unamortized portion of such gain at the Company's last approved rate of 

return. 

3. The Signatories agree to settle dl base rate issues, including cost Jlocrtion and rate 

design issues, not specifically addressed herein in accordance with the Interim Order. 

Except as otherwise provided in Paragraph 2(e)(ii), the Docket No. 7460 RMP will be 

terminated effective June 30,1993, and the balance of RMP deferrals as of that date will 

4. 

be placed in rate base and fully amortized over the 10 year freeze period, so that there 

is no balance to be included in rates that may be effective on or af?er August 1, 2005. 

There will be no additionai Mirror CWIP (Constnrction Work in Progress) approved, 

utilized or amortized for purposes of amortiling the RMP deferrals. 

5. 7he Company shall not recover fiom its Texas r e d  ratepayers any bankruptcy 

reorganization costs in the pending Chapter 11 case in the Banhuptcy Court for the 

Western District of Texas, Austin Division, Case No. 92-10148-FU For purposes of 

this Stipulation only, the Company agrees that su& costs are not reasonable md necusary 

operating expaws within the meaning of PURA 42.203 (a). "Retail ratcprym" indudes 

the industrial CUStOmerS who are Signatories. 

6. Deferred carrying charges and deferred lease payments will be eliminated from the 

accounting defenals for Palo Verde Unit 3 according to the Interim Order resulting in 

a balance of S4,308,000 Unit 3 accounting deferrals, less S1,457,000 of related ADFIT, 

as of July 1, 1993, which will be amortized over the Freeze Period. The Company will 

otherwise recover all remaining Palo Verde Unit 1 and 2 accounting deferrals subject to 

the freeze limitations discussCe in Paragraph 2(a) supm, with the unamortized balance 

9 



incIucId in raw base sewrdinr. tn the Tqtrrim Order m d  fd lv  rmodtjv4 ovsr r%* Frarv 

Period such that all Paio Verde accounting defemls will be eliminud from the 

Company's boob  at the end of the Freeze Period and there will be no balance to be 

included in rates that may be effective on or zfter August 1, 2005. For the purposes of 

this Stipulation only, the Signatories agree that they will not raise my future chdlenges 

to the Company's right to recover the Unit 1 and 2 accounting defends during the Free2;e 

Period. ADFIT associated with disallowed Unit 3 defemls will not be included as 101 

offset to rate base. 

Subject to the limitations in Paragraphs 2(a) through 2(j) supm: 

(a) 

7. 

The previously leased Palo Verde assets will be valued in rate base at original 

cost, less accumulated depreciation, according to the Interim Order. 

Pdo Verde Unit 3 will be darned to be 1Wh used and useful as of a final order 

in this docket. 

The Company's rate base shall be as determined by the terms of the Interim Order, 

except that (i) the remaining 15% of Palo Verde Unit 3 will be included in rate 

base, (ii) rate base will not be reduced to reflect the tax benefits of &e Palo 

Verde lease rejection damages, and (iii) rate base will include any other 

adjustments required by the terms of the Stipulation. Such adjusted rate base shall 

be used as the initial basis for purposes of any cost of d c e  analysis for the 

Company, including any mTRA 0 2.211 rate inquiry which may be permitted by 

(b) 

(c) 

the terms of this Stipulation or any earnings monitoring report 

Consistent with the Commission's order in Docket No. 8892, the perlozmmce 

standards in effect for the Company with respect to Palo Verde will be used as the 

mechanism for any future assessments of Palo Verde Unit 1, 2 and 3 opemtions 

and performance; provided, however, during the Freeze Period penalties and 

rewards for all three Units will be reported and evaluated on a calendar year basis 

using the three-year roiling werage dictated by Docket No. 8892. The first such 

(d) 

10 



reponing period &aJl run from Jmuuy 1, 1993 to December 31, 1995 Any 

penalties or rewuds accruing under the perfomrnce standub will be incorporated 

in the Company's fuel rcconcilirtion proceedings during the Freeze Period. 

Further, during the Freeze Period, the Company's base rates will not be reduced 

below the freeze level on account of Palo Verde performance or operations, unless 

tho capacity factor, as measwed on a station basis for any consecutive 24 month 

period, shall fall below 35%. In the event that the foregoing should occur, the 

Signatories shall be free to urge whatever rate base adjustment t h y  believe is 

appropriate. 

Except for ADFIT associated with disallowed Palo Verde Unit 3 deferrals, which is 

addressed in Paragraph 6, there will be no findings with respect to federal income tax 

issues, and the parties can assert whatever positions they desire with respect to the 

dculation of the Company's federal income tax expense in future rate cases. 

n e  revenues from the Company's providing whaiing service and from margins on off- 

system sales (other than those off-system sales allocated a full slice of system costs in 

Docket No. 12700 [Le., Imperial Irriga6on District firm, Texas New Mexico P o w ,  and 

SO G m d e  Eltctric Cooperative, Inc. I) made by the Company will be divided as follows 

during the Freezt Period: 

(a) For the first five (5) years of the F r a t e  Period, the Company will be entitled to 

retain 75% of the margins and wheeling revenues snd 25% of the margins and 

whaling revenues will be credited to ratepayers. Margins shall mean revenues 

from any capacity, demand or non-fuel energy charge included in an off-system 

sale net of any such charges as well as whaling charges incurred by the Company 

in connection with making the off-system sale. 

During the second five (5) years of the Freeze Period, the sharing will be 50% to 

the Company and 50% to the ratepayers. 

@) 
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(c) Incremental CQM mmcrrted with nF-wRern d e s  shdl not trduct the ( 3 n n a n ~ ' s  

reconcilable fuel costs, md the Company will not be rquired to calculate my 

incremental costs it incurs in connection with off-system des. 

During the Freeze Period, the Company will retain 75% of the margins on off- 

f 

(d) 

system sales made by affiliates or subsidiaries of the Company and 2% of the 

mugins will be credited to ratepayers. 

The mechanism for such sharing (margins and wheeling revenues will be in the fuel 

factor and fuel reconciliation process. If, during the course of the Freeze Period or any 

time prior to a reconciliation of margins through the end of the Freeze Period, the fuel 

factor or fuel reconciliation process should be eliminated, the Company agrees to devise 

a mechanism to reduce rates by the appropriate customer share of such margins. 

The Signatories agree that the amounts of decommissioning expense allowed on an annd 

basis in the Company's cost of service shall be described in a schedule to be attached to 

the Second Interim Order. Such amounts shall be adjusted in any future rate proceeding 

or euningr monitoring report as necesary to reflect the cost estimate of the most ftccIIt 

official decommissioning study prepared for the Palo Verde participants and to enable the 

Company to secure an exemption pursuant to 6 468A of the Internal Revmue Code of 

1986 from federal income tax liability in connection with its nuclear decommissioning 

trust. The Company agrees to fund such amounts pursuant to its contractutl obligations 

under the A ~ M  Nuclear Power Project Participation Agreement. Such 

decommissioning expcnse shall be recognized as a reasonable and necessary expnse in 

any me proceeding or earnings monitoring report initiated during the Freeze Period and, 

during such period, no Signatory shall contest the inclusion of such amounts in the 

Company's cost of service. After the Freeze Period, Ratepayen are to be in no worse 

position as to decommissioning expense than they would have been had rates not been 

froten. 

10. 
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12. 

The Company will reimburse the City for al its outstanding rate case expenses billed md 

unreimbuned as of July 17, 1995 of S1,081,229.14 within ten (10) days following 

issuance of the find order consistent with this Stipulation. Additional expenses of the 

City incurred in Docket No. 12700 as well as any proceedings resolved by this Stipulation 

Will be paid by the Company to the City within thirty (30) days of the submittal oft bill 

or ten (IO) days following the issuance of a final order consistent with this Stipulation, 

whichever is later. The Company agrees to indemnify the City against any claims made 

pursuant to the City's agreement dated May 3,1994 relating to reimbursement of nte case 

expenses. There shall be no surcharge to ratepayers in any class whatsoever as ;I r d t  

of such payments. 

(a) 

I 

With respect to the fuel matters initially presented in Docket No. 12700, the 

Signatories agree to settle all fuel reconciliation issues and he1 factor issues in 

accordance with the Commission's final order in Docket No. 13966, subject to the 

provisions of Paragraph 9 above. 

The Signstories further agra that &e Company's fuel and purchased power costs 

for the period July 1, 1993 through June 30,1995 will be deemed ncoaciled md 

that, taken in conjunction with the purchased power capacity charges at issue in 

the remand of Docket No. 8588 (Docket No. 14120), discussed below, there shall 

be no net refund or surcharge to ratepayers as a Tcsult of such fuel reconciliation. 

The Company's ovedunder recovery fuel balance s h d  be SO as of June 30, 199s. 

The Signatories agree to implement their agreement in this Pamgraph with a fuel 

reconciliation filing, to be made by the Company within thirty (30) days following 

the effective date of the Company's Amended Plan of Reorganitation. The 

Signatories will urge that such reconciliation be processed administratively, by 

agreement, without the need for the Compauy to develop and file the fuel 

reconciliation schedules and supporting testimony otherwise required by 

Commission rules. 

(b) 
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13. 

14. 

15. 

16. 

(c) The Garvn~rtv wll nskc filinpc dvrirsv and d e r  the Frccxe Ptriad tecnnde its 

fuel and purchased power costs incurred during the Freeze Period in rccorbnce 

with PURA and Commission rules and procedures, subject to Paragraph 9 above. 

The Company wII  initiate a proceeding to implement a revised composite fixed 

fuel factor as appropriately adjusted for voltrge levels, effective as soon (is 

practicable following the entry of the Second Interim Order by the Commission, 

The Signatories agree that the Company shall withdnw its application filed in Docket 

No. 12700 for a determination by the Commission that the proposed acquisition of the 

common stock of the Company is in the public interest. 

The Signatones agree that reacquisition of the Palo Verde leased assets is in the public 

interest as that term is defined by PURA 6 63 (recodified as PURA 6 1.251). and each 

Signatory agrees to support a determination by the Commission that such reacquisition 

is in the public interest and that the previously leased assets be included in rate base at 

their original cost less depreciation, consistent with the Interim Order and further subject 

to the provisions of Paragraph 2(i) above. 

The Signatories agree to use their best &or@ to finalize the PURA 0 43 (recodified as 

PURA 6 2.212) rate order in this docket in accordance with this Stipdrtian. 

Upon the date the City signs this Stipulation, the City agrees to have its staf€ bqpn the 

process of presenting to the City Council a new h c h i s e  for the Cornpray in 

substantially the same form as the currat  franchise (granted by ordinance dated March 

25, 1971 for a 30 year period), except for a provision recognizing the City's option to 

decline to purchase the Company's property under certain circumstances. If the City 

Council does not grant the Company a franchise consistent with this Paragraph within 

45 days of inception of the process, then the Company may declare this Stipulation null 

and void. If a new franchise is granted , it will become effective upon the termination 

of the current franchise and extend through August 1, 2005. The new franchise will be 

(d) 

i 
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17. 

18. 

noli m d  void if the Amended Plan o Reorganization does not become effective consistent 

with this Stipulation. 

The Company agrees to dismiss without prejudice its Adversary Proceeding No. 94-1 148- 

FM in the Bankruptcy Court for the Western District of Texas, Austin Division qainst 

the Commission, the City, the New Mexico Public Utility Commission and the OPC 

within 10 days of the Commission's entry of the Second Interim Order. 

(a) As further detailed below, the Signatories agree to dismiss their pending appeals 

of the Commission's orders in Docket Nos. 8018, 8078, 8363, and 9945, and the 

Company agrees to dismiss the pending remand of Docket No. 8363 (Docket 

No. 14000) (the "Resolved Appeals"). Within ten (10) days after the date of 

execution of this Stipulation, all Signatories who are parties to m y  of the 

Resolved Appeals shall file a motion jointly notifying the court or Comrmssion in 

which the matter is now pending that it is likely that the issues in the cases will 

be resolved. Such notice shall request that action be delayed pending f\lrthcr 

motion by the parties. 

Subject to the qualifications set out below, within ten (10) days after the efftctve 

date of the Company's Amended Plan of Reorganization, the Signatories who u e  

parties to the Resolved Appeals shall file appropriate motions With each applicable 

court, or the Commission, to dismiss with prejudice each of the Resolved Appeals 

brought by any one of the Signatories. The precise form of the motions shall be 

tailored to each case, but will be substantially as described below with respect to 

each Signatory and proceeding: 

(1) 

(b) 

With respect to the appeal of Docket No. 8018, now pending in the Austin 

Court of Appeals, the City agrees to move to dismiss with prejudice its 

appeal. If the Austin Court of Appeals has already issued its decision in 

this appeal prior to the filing of the City's motion to dismiss, the 

Signatories who are parties to the appeal will jointly move the Austin 

15 



Court of ApwJs, or the Texas Supreme Cow,  1s rppmpri~e, to vacate 

the COUR judgments and opinions issued in this case and dismiss the I 
rppeal. 

(2) With respect to the appeal of Docket No. 8078, now pending in the Austin 

Court of Appeals, the City agrees to move to dismiss with prejudice its 

appeal. If the Austin Court of Appuls has J r d y  issued its decision in 

this appeal prior to the filing of the City's motion to dismiss, the 

Signatones who are parties to the a p e  will jointly move the Austin 

Court of Appeals, or the Texas Supreme Court, as appropriate, to vacate 

the court judgments and opinions issued in this case and dismiss the 

appesl. 

(3) With respect to the appeal of Docket No. 8363, now pending in the Travis 

County District Court, the Company, the City and OPC agree to dismiss 

with prejudice their appeals. The Company further agrees to move for 

d i s m i d  of Commission Docket No. 14000, which is pending on limited 

remand fiom the appeal of Docket No. 8363. 

With respect to the appeal of Docket No. 9945, now pending in the Austin 

Court of Appeals, the Company, the City, the State of Texas and OPC 

agree to jointly file a motion requesting that the Court of Appeals, or the 

T e a s  Supreme C o w  as appropriate, (i) vacotc dl court opinions and 

judgments issued in the use, (ii) dismiss all appeals of the Commission's 

order and (iii) refrain from publishing any opinions. The Signatories 

(except General Counsel) agree to use their best efforts to prewil on the 

Commission to concur in this motion and to likewise dismiss its appeal 

concerning Docket No. 9945. 

With respect to the appeal of Docket No. 13966, now parding in the 

(4) 

(5) 

Travis County District Court, the Signatories who are parties to these 
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a p p d s  q r e e  to jointly request 8 remurd to the Cornmistion of such 

appecrl, so that the Commission may delete my language inconsistent with 

the intent of the Signatories with respect to the treatment of off-system 

sales revenues and wheeling revenues as provided in Paragraph 9 above. 

The Signatories (except General Counsel) will exerase best efforts to obtain the 

Commission's concurrence in all the foregoing motions. 

The Signatories q r e e  to finalize the pending remand of Docket No. 8588 (Docket 

No. 14120). The resolution will take the form of a request by &e Signatories that 

the proceeding be stayed, and that the Commission take no further action oa such 

docket pending a final order in Docket No. 12700. In the event the order in 

Docket No. 12700 becomes final as contemplated by this Stipulation, the 

Signatories who are parties to Docket No. 14120 agree to file notification in that 

docket that they have stipulated that the purchased power capacity charges u issue 

in the remand of Docket No. 8588 shall be crcdited to the Company's July 1,1993 

to June 30, 1995 ovehnder recovery hd balance, and to request that the 

Commission enter a f d  order in Docket No. 14120 consistent therewith. As 

discussed above in Paragraph 12, the charges at issue in Docket No. 14120 will 

be treated consistent with the reMnciIiation of the Company's fud and purchased 

power costs for the period July 1, 1993 through June 30, 1995. 

(c) 

19. Any recovery from the Compsny's pending lawsuit No. 95-7153, or culscs of action that 

accrued to the Company as a result of the failure of its proposed merger or arising out of 

the Company's bankruptcy shall be retained wholly and exclusively by the Company and 

not passed through to ratepayers. Any costs incurred by the Company in connection With 

such litigation shall not be considered reasonable and neceSSEuy operating expenses for 

ratemaking purposes in accordance with PURA §2.203(a). Any liabilities incurred by the 

Company in connection with such litigation shall be borne by the Company shareholders 

and shall not be recovered from ratepayen. 

17 



20. This Stinulrtmn i c  the rc~mbt nf AV mmdrd m d  h i ~ h l y  cnrnplrx coixr~r otn~mtil~tict)* 

among the Signatones. It necessarily represents many compromises made by the 

Signatories on dl of the issues involved. The Stipulation covers several reparue 

Company proceedings pending before the Commission and the courts, each of which 

involves a number of discrete issues. The entire Stipulation should be viewed u 1 

unitary, whole agreement, and not sepurte agreemutts on discrete issues or phases of my 

particular case. The resolution of each issue is interrelated to the resolution of 211 other 

issues. The Signatories understand and agree that each term of this Stipulation is in 

consideration and support of every other term. As a result, the Stipulation is indivisible 

because of the comprehensive nature of the compromises made. 

This Stipulation, if approved by the Commission, represents a fair, just and reasonable 

solution to the issues being resolved. Moreover, this Stipulation will serve the purpose 

of moderating the rates of the Company in the Texas jurisdiction during the Freeze 

Period. This Stipulation reflects settlement discussions. It is recognized and agreed by 

the Signatories that this Stipulation is made and filed solely in cmnection with the 

compromise and settlement of rate matters related to the Company and is subject to the 

specific approval of the Commission of the matters herein stipulated. By entering into 

this Stipulation, none of the Signatories shall be deemed to have approved or acquiesced 

in any ratemaking principle, valuation methodology, method of cwt-of-swvice 

determination, method of revenue crlcolation, or cost docation or rate design pabciple 

underlying any of the provisions and agreements contained herein. It is the result of a 

unique fact situation, and its resolution is specific to the circumst~ces pr-ted. This 

Stipulation shall not prejudice, bind, or af€ect any Signatary, or be viewed as an 

admission, except to the extent neccSSary to give effect to or enforce the terms of this 

Stipulation or unless otherwise specifically stated herein. 

The Signatories agree that they will use their best efforts to obtain expcdttious 

implementation of this Stipulation by the enny of appropriate final orders in Docket 

21. 

22. 
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Nos. 12700, 14000 and 14120 and in the judicial appeals of Docket Nos. 8018, 8078, 

8363, 9945 and 13966. This Stipulation assumes the legality of the treatments urd 

methodologies set out herein. Should any such treatment or methodology be rejected or 

declared illegal by either the Commission or a court, any Signatory shall have the right 

to withdraw from this Stipulation; however, the Signatories agree to negotiate in good 

faith to substitute a treatment or methodology with the same economic effect as that 

rejected or deciued illegal. 

The Signatories f d e r  agree that, upon the Commission's entry of the Second Interim 

Order, they will engage in good faith efforts to obtain approval of a consensuai plan of 

reorganization that will allow the Company to emerge from bankruptcy on a stand-alone 

basis, consistent  wid^ the matters agreed to herein. This undertaking includes, but is not 

limited to, the exercise of reasonable efforts by the Signatories to obtain the support and 

cooperation of the Bankruptcy Court, the Commission, the Company's creditors and other 

pdes-in-interest in the Company's bankruptcy case. 

This Stipulation shall be unaffected by and shdl not be changed or invalidated based upon 

1 

23. 

I 
24. 

the creditor and equity holder distributions or capital structure ultimately provided by the 

new plan of reorganization unless (i) the Plan does not comply with and implemmt this 

Stipulation, (ii) prior to confirmation the City is not satisfied that the reorganized 

company will be financially sound (a preliminary credit rating issued by one of the four 

(4) major rating agencies, that the credit quality of the first mortgage bonds to be issued 

by the reorganized company will be not less than BB- (as defined by Standard & Poor's) 

or its equivalent will establish bat the reorganized company is financially sound); or (iii) 

debt of the reorganized company exceeds $1.3 billion. In any of such events, the City 

has the right to withdraw from the terms of this Stipulation and terminate it. The 

Signatories recognize that the Company will emerge from bankruptcy on a stand-alone 

basis and that the Company will be free to engage in a merger or other business 

combination with a third party after emerging from bankruptcy. In the event of such a 

. 
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merper, the Sigmmwie retain 31 the riRht.7 provided in this Stieulobon, their ~whfi $9 a 

party in a proceeding pursuant to PURA 51.251 (formerly $63) as Well as the nght to I 

pursue a reduction in rates below the freeze level. However, such right shall be limited 

to urging rate reductions based on post-merger synergy savings. In the event the 

Company seeks a merger or other business combination, General Counsel retains dl 

authority consistent with PURA, 6 1.251. Nothing in this paragraph shall be construed 

as I pre-determindon of the approprirte ratemaking trement of any such synergy-bued 

reductions in mst. 

25. Where this Stipulation requires a Signatory to "participate," "support" or "urge" 

regulatory or judicial action, and where the Signatory is not a governmental body or 

agency, then such obligation shall be limited to no more than reasonable efforts involving 

minimal expense. 

Unless the context othewise indicates, references to ratemaking items including, but not 

limited to, rate base, expense, margin and gain, shall mean the 'Texas jurisdictional share 

of such items. 

Each person executing this Stipulation represents that @)he is authorized to sign this 

Stipulation on behalf of the party represented. Facsimile copies of signatures are valid 

for purposes of evidencing this Stipulation. This Stipulation may be executed in multiple 

26. 

27. 

counterparts. 
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< I  

Et PAS0 ELECTRIC COMPANY 

By: 
~- 

PHELPS-DODGE R E F I N I N G  
CORPORATION Ut CEEVRON US& 
INC. 

OFFICEOF fuBLIC uTILsI^IT 
COUNSEL 
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COMPANY 
n 

PUBLIC UTILITY COMMISSION OF 
TEXAS GENl 

P H E L P S - D O D G E  REFINING 
CORPORATION & CHEVRON USA, 
MC. 

By: 
Name: 
Title: 

BORDER STEEL ROLLING MILLS, 
MC. AND EL PAS0 IRON & METAL 
COMPANY 

Name: 
Title: 

OFFICE OF PUBLIC UTILITY 
COUNSEL** The execution of this Stipulation by Border 

Sted Rolling Mills, Inc. and El Paso Iron P 
Metal Company is subject to the approval of 
the U.S. Banknptq Court for the Westmr 
District of Texas, El Pam Division. 

DEPARTMENT OF DEFENSE 

By: 
Name: 
Title: 

. 
Approved as to form: 

INTERNATIONAL BROT€IERHOOD OF 
ELECI'RICAL WORKERS 

By: 
Name: 

ASARCO INCORPORATED 
THE STATE OF TEXAS 

By: 
Name: 
Title: 

By: 
Name: 
Title: 

**OPC's signature is contingent upon there being no opposition to this 
Stipulation and Settlement Agreement by other parties in this Docket. 
If by August 16, 1995 no such opposition becomes known, OPC's signature 
is unconditional. 
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16 TAC g23.22 
necessity for generation facilities, a utility shall 
include the following: . 

(1) the most recent ;energY efficiency plan; 
(2) testimony which shall specifically indicate 

the extent to which the goals of the utility's 
energy e5dency plan have been reached as of 
the date of filing. This testimony shall indicate 
the status of all programs and studies which ate 
being undertaken pursuant to the energy efficien- 
cy goals laid out in subsection @Xi) of this 

. section and all costs expended and benefits 
achieved to date; and 

(3) testimony which shall indicate to what ex- 
tent the utility's achievements through its energy 

. efFfciency plan have odet the need for new gen- 
erating facilities, or permitted the utiiity to re- 
duce reliance m less efficient generation facili- 
ties, as requ id  by the Public Utility Regulatory 
Act, §540(1) and §554(e)(2). 

. (d) The fdlo&'treatment m a y  be applied to 
appropriate utiiity-contmllexi options or consem- 
tiollprograms: 

(1) recavery of part of the expenses as part of 
cost of snvice; 

(2) recavery of all of the expenses as part of 
cost of service; 

(3) adjustment in the rate of return or return 
oncqui% or 

(4) capitalization or other treatment allowing a 
returnonconservationexpenditures. * 

(e) A utility may amend or modify its energy 

0 be & d v e  
h p t  2,1984.9 T- 3920; *mended by- July 13. 
.1989, I4 T- 3201: 8meaded to be effcctfve Docunbcr 27, 
1993,18 TurReg 9305. 

. 

. 
effidencyplanasnoeded 
. sa4uU%lhe prwktonr ofthis §2322 rd 

8 23.23. RateDesfgn 
(a) Guidelines for CertUjhg long-term fixel con- 

tracts. The commission will cerdfy long-term fixel 
contracts in accordance with the guidelines in this 
subsection for detvmIning the reasonableness of 
the turns and conditions of such contracts. This 
subsection does not require long-term fuel con- 
tracts to be submitted for cutification, and no 
adverse inference will result from a util?y's deci- 
sion not to seek certification. 

(1) Dehition. A long-term fuel cohtract is a 
cohtraet, or an amendment to a contract, with a 
specified tern of at least five years For the sup- 
ply, transporbtion, processing, and/or storage of 
&el for the generation of electricity. 

624 

PUJ3LI% UTarrY COMlldISSION OF TEXAS 

(2) Initiation of review. Upon the petition of a 
utility, the commission will d e w  the mason- 
ableness OF the terms and conditions of one, or 
more if entered within a 60-day period, long- 
term hd contracts as of the t h e  of execution. A 
petition for certtfication may be filed separately, 
.with a petition to reconcile fuet urpenses, or with 
a statement of intent to change rates; however, a 
utility may not have more than one separately 
filed petition for certification pending befbre the 
commission at one time. The commission may 
consolidate a certification proceeding with, or 

(3) Criteria. The commission Wiu. consider the 
following h r s  in determining whether to certi- 
fy a long-term Fuel contract: . 

(A) the pricing provisions and other terms, in 
light OF, among other factom, identified con- 
tracts, offers, or pmposals, if any, that the 
utility c a d  reasonably have obtained for corn- 
parable*supply, transgortation, processing. 
an4or storage of fuel when $e-con&act was 
exetuted; . . *. 

ihe con- 
tract, in light of the utility's long-term load 
fomcast, mix of fuel purchases, and the most 
recent commission approved integrated re- 
sourceplan,ifany; . 
(C) current and projected fuel prices when 

@) the reliabiiity of the supply; 
(E) provisions allowing for Variation in the 

purchase and receipt or st@& and delimy of 

03 any &ex- appropriate f~&~rs ,  which may 
include, but are not limited to, environmcnd, 
health, and safety.protection, and economic 
impacts. 
(4) Additiod considerations. Other matters 

relating to long-term fuel contracts will be han- 
dled as follow. 

(A) A pricc-adjusbnent clause, if any, in a 
long-term fixel contract must either p d e  for 
specified or determinable a&sstments or tie 
the price adjustments to appropriate market 
indexes. 
(B) A long-term fuel conhct may be contin- 

gent on certification, approval by other appro- 
priate regulatory authorities, and other reasan- 
able contingencies, but otherwise must be fully 
executed. 

severit from, anothcrproceeding. . 

(B) the qkntity deliverable 

the contract was executed; 

f U 4  and f 
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section establishes a procedure for setting and 
revising fuel factors and purchased-power cost 
recovery factors and a procedure for regularly 
reviewing the reasonableness of the fuel ex- 
penses recovered through fuel factors. 

(2) Fuel fRctors. 
(A) Use and calculaton of fuel factors. A 

utility's fuel costs will be recoveced from the 
utility's customers by the use of a fuel factor 
that will be charged for each kilowatt-hour 

(4 Fuel factors are determined by dividing 
the utility's projected net eligible fuel ex- 
penses, as d b d  in subparagraph @) of 
tbis paragraph, by the carresponding pro- 
jected kilowatt-hour sales hr  the period in 
which the fuel hctm am 'expected to be in 
effect, Fuel factom must account for system 
losses and for the differwce in line losses 
cbrresponding to the type of voltage at which 
the electric sewice fs provided. A utility may 

. have ctif€ercnt hel factors &ir different times 
of the' year to account for seasonal va+ 
tions. A different method of calculation may 
be allowed up-n a showing of good cause by 
the utility. 
(10 A utility may Mate a chf+nge to its 

(I) A utility may petitioa to djust its fuel 
factor as often its once every six months 
according to the schedule set out in sub- 
paragraph @) ofthis parrrgraph. 
.Q A utility may petition ta &e its 

fuel factor at tipm other than provided iu 
the schedule if irn emergency exis@ as 
described in subparagraph (G) of this 
Paragt.aph. 

(m) A utility's fuel fictor may be 
changed in any general rate proceeding. 
~ i i  FUCI  actors am in the xyture of ttm- 

. pomy rates, and the utility's colle&m of 
rweweS by fuel factors is subject to the 

(I) The reasotrableness of the fuel costs 
that a utiliiy has incurred WilI be periodi- 
cally reviewed in a reconciliation proceed- 
ing, as d e s m i  in paragraph (3) of this 
subsectiou, and any unreasonable costs in- 
curred will be relunded to the utility's 
customers. 
QI) To the extent that there are varia- 

tions between the fuel costs incurred and 

, 

- (kwh) consumedby the customer. 

. 

ii~g fabr as hnom. 

. 
. fa l l~~ust lnenb.  . 
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the revenues wII+cted, it may be necessary 
. or convenient to reEund ovc~~Ilections or 
surcharge underco l ld~ .  .Refunds or 

. surcharges may be made without changing 
a utility's fuel factor, but requests by the 
utility to make refunds or surcharges may 
only be made at the times allowed by thls 
paragraph. A utility may petition to make 
refunds or surcharges at the speci€ied . 
times that these des allow a utility to 
change its €uel factor .irrespective of 
whether the utility. actuaIly petitions to 
change its fuel factor at that time. A utility 
shalI petition for a surcharge at the next 
date allowed for setting a fuel factor by the . 
schedde set out in subparagraph (E) of 
this paragraph when it has matuiaUy un- 
dercoUected its fuel costs and projects that 
it wIll continue to be in a state of material 
undercsutction. A Utiuty s ? d l  petition to 
make a nhrnd at anytipe that it has 
matexially ovedected its ftp! costs and 
projects that it will continue bi, be in a 

. state of material wercollectioll: -"Material- 
Iy" or '8mat4al," as used in this para- 
griiph, shell mean that the curnulatiye 
amount of over- or under-rccovay, includ- 
ing interest, is 4.056 of the annual estimat- 
ed fuel cost figure most a w d y  adopted 
bythecommfssion,abshowntrytheutili- , 
ty'sfuelBIingswiththecamrnissioi . 

(B) Eligible' f u i  expenseS. Eligible fuel ex- - iuclude expenses properly recoded in 
brc Federal anergY Regulatoq~commiSSion 

503, 518,-536,547,555, and 565, as modified 
in ibis subparagraph, .as of. Septembu 30, 
1992, and the items specified in clause (vi) of * subparagraph. Any later amendma to 
the system of accoants are not fnoorporated ' 
into this subparagraph. Subgect to the commis- 
don fulding-spedal circamstances UnQr' 
clause (v) of this subparagraph, eligible fuel 
expenses atr limited to: 
(i) For any account, the utiiity may not 

reccwer, 8s part of eligiie fuel expense, costs 
incurred after fuel is dellvercd to the gener- 

. ating plant site, for example, but not limfted 
to, operation and mafntenanoe expenses at 

storing inventories of fuel at the generating 
plant site, unloading and fuel handling costs 
at the generating plaut, and expenses associ- 
ated with the disposal of fuel combustion 

. 

' 

U n i f b ~ ~ ~  S f l a  Of.Accounts, NumkS 501, 

generating plants, costs of maintaining and 
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This Report summarizes the assessment prepared by Navigant Consulting, Inc. 
(“Navigant Consulting”) of whether the operating expenses of El Paso Electric Company 
(the “Company” or “EPE”) were withi a reasonable range as compared to the utility 
industry. This Report offers a high summary of Navigant Consulting’s assessment 
process and the resulting findings 
Powerpoint slide presentation 

Attached to this document is a 
explanation regarding the 

findings from this assessment. 

The City of El Paso (the “City”) entered into a Rate Agreement (the “Rate Agreement”) 
with the Company, effective July 1,2005. By its terms, the Rate Agreement states it is 
intended to provide: 

Future rate stability; 
Fair cost-based rates; 
Reduced fuel costs with the sharing of profits from off-system sales; 
Continued improvement in the Company’s financial health; 
Expanded participation by the Company in local civic and charitable activities; 
Additional investment by the Company in its delivery systems so that it can 
maintain a high quality of service; 
Replacement of old local generation with new, more efficient facilities; 
The opportunity to work together for the betterment of the community; 
Recognition of the inevitable interdependence that exists between the economic 
health of the community and one of its largest companies; and 
Coordination with El Paso Water Utilities to improve water conservation efforts 
in the City. 

The Rate Agreement allowed the City to select a qualified consultant to determine 
whether the Company’s operating expenses are within a reasonable range as compared to 
the utility industry. The term “operating expenses” for this assessment was assumed to 
exclude the cost of fuel and purchased power as well as not include taxes, capital 
expenditures, depreciation, return on investment and profit. If the operating expenses are 
deemed unreasonable, then the Company and the City will agree upon a remedy, or the 
Rate Agreement will expire at the end of the twelve-month period. If the operating 
expenses are deemed to be reasonable, the Agreement shall continue in full force and 
effect. 
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Navigant Consulting was retained to prepare the assessment to determine whether the 
Company’s operating expenses are within a reasonable range as compared to the utility 
industry. The assessment focused on addressing the following questions: 

>> Are El Paso Electric’s costs reasonable given its business structure? 

appropriate given its operating environment? 

Are there specific opportunities that emerge from the above analysis that El 
Paso Electric should pursue? 

>i Are El Paso Electric’s operating and maintenance expenses (,‘O&M’) 

>> 

The following is a glossary of electric industry terms used in this Report. 

A&G: administrative and general expense; typically including corporate administration 
(salaries and benefits), accounting, insurance, rents and facility costs for corporate 
administration 

Customer Care: the function of a utility company that supports the direct relationship 
with customers; typically includes customer call center, sales and marketing, customer 
accounting and billing, and customer information systems 

FERC: The Federal Energy Regulatory Commission has jurisdiction over electric 
wholesale power and transmission rates and establishes detailed reporting requirements for 
regulated (investor-owned) utilities. 

FERC Form 1: complex annual operational and financial report required to be filed by all 
regulated electric utilities. 

Generation: the production of electric energy by electric generators. 

GIs: Geographic Information System; technology equipment and data combined to 
display actual utility operating conditions to support utility real-time operations and 
planning. 

kWh: kilowatt hour; a unit of energy equal to the consumption of 1,000 watts for the 
period of an hour. 

MWh: megawatt hour; a unit of energy that is equal to 1,000 kwh. 

Net Plant in Service: total book value of investment in facilities less accumulated 
depreciation. 

O&M / Operating Expenses: Operations and maintenance expenses as required to 
operate and maintain a utility; for purposes of this assessment, the cost of fuel and 
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purchased power have been excluded from operating (O&M) expenses; operating expenses 
do not include taxes, capital expenditures, depreciation, and return on investment. 

SAIDI: an electric utility operations performance measure; SAIDI stands for System 
Average Interruption Duration Index and presents the average time (in minutes) that 
customers experience interruptions in the supply of power; for example, the Company’s 
2005 SAIDI was 3 1.9 which states that the average length of time for a power interruption 
in 2005 was 3 1.9 minutes. 

SAIFI: an electric utility operations performance measure; SAIFI stands for System 
Average Interruption Frequency Index and presents the average number of times all the 
utility’s customers had their power interrupted within a year period. 

T&D: Transmission and Distribution 

Transmission: the fbnction of transmitting electric power over high voltage lines; 
typically transmission systems are used to transmit large quantities of power over 
extended distances from power plants to regional delivery points on a utility’s system. 

Distribution: the function of transmitting electric power over medium voltage lines; 
typically distribution systems receive power from transmission systems and after 
reduction in voltage levels through substations, transmit power to the customer. 

Navigant Consulting reviewed all operating costs of the Company’s regulated utility 
business. These O&M costs were separated into four main components: 

1) Generation 
2) Transmission and Distribution (“T&D’) 
3) Customer Care 
4) Corporate/support functions 

For the four main components of O& M costs outlined above, Navigant Consulting 
examined the reasonableness of the Company’s: 

Overall O&M expenses 
Capitalization versus expense policies 
Depreciation expenses 
Expenses related to service quality 
Existing workforce 
Projected changes to the workforce 
Routine maintenance programs 
Recent cost-cutting initiatives 
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In accordance with the recommendation from Navigant Consulting, and acceptance by the 
City and the Company, Navigant Consulting did not review fuel and purchased power 
expenses. Fuel and purchased power expenses are formally reviewed in the Company’s fuel 
reconcilliation filings at the Texas Public Utility Commission. In addition, Pensions and 
Benefits (Account 926); Franchise Requirements (Account 927); and Regulatory 
Commission Expenses (Account 928) were excluded from the review due to the company- 
specific uniqueness and high variability of the expenses. 

Navigant Consulting relied upon data provided by the Company, publicly available data 
(primarily FERC Form 1 filings), and its internal databases to assess the reasonableness 
of the Company’s operating costs. Navigant Consulting reviewed the costs in aggregate, 
by FERC account, as well as on a unitized basis. Examples of unitized costs reviewed 
were: 

)) Cost per customer 
>> Cost per employee 
>) Cost per line mile 
)> Cost per meter 
B Costper MWh 

The overall objective of the review was to determine the reasonableness of the 
Company’s operating expenses as compared to those of similarly situated regulated 
utilities. It was important to compare the Company with other utilities of similar size and 
organizational structure to afford a reasonable comparison. The group of comparative 
companies (“Peer Group”) against which the Company’s operating expenses were 
benchmarked was determined after consultation with the City and the Company. The 
selection of the companies that were included in the Peer Group was based on five 
selection criteria: 

1. 

2. 

3. 

4. 

5. 

~~~~~~~~ T p c  - Electric operating utilities required by FERC to file an annual 
Form 1 (Le., IOUs) 

~ j ~ ~ ~ ~ ~ ~ ?  - Holding companies with many operating utility 
subsidiaries were generally excluded 

~~~~~~~~~ ~ ~ ~ ~ ~ ~ ( ~ s j ~ ~ ~ ~ ~  - Integrated utilities with both generation and delivery 
operations 

~~~~~~~~ ~~~~~~~~~ - Primarily located in the Midwest or Southwest 

~ ~ ~ ~ ? ~ ~ t ~  Size - Between 100,000 and 1,000,000 customers, annual retail 
revenues of $200 million -$2 billion, and under $10 billion in net plant 
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Based on the above selection criteria, the following Peer Group was identified: 

>) Arizona Public Service Co. (APS) )> Madison Gas & Electric Co. (MGE) 
>) CLECO(CNL) )> MidAmerican Energy Co. (MA) 
j) Dayton Power & Light (DPL) s Northern Indiana PSC (NI) 
D Duquesne Light Co. (DQE) )) Oklahoma Gas & Electric Co. (OGE) 
’’ The Empire District Electric Co. )) Otter Tail Power Co. (OTTR) 

@DE) )> Public Service Co. of New Mexico 
>> Indianapolis Power & Light (IPL) (PNM) 
>) Kansas City Power & Light (KCPL) )> Tampa Electric Co. (TECO) 
D Kansas Gas & Electric Co. (KGE) B Tucson Electric Power Co. (UNS) 
)’ Kentucky Utilities (KU) i) Westar Energy (WR) 
>’ Louisville Gas & Electric (LGE) )’ Wisconsin Public Service Corp. (WPS) 

The Peer Group was compared to the Company using the following measures: 

D Size indicators 
- Customers 
- Revenues 
- Net plant in service 
- Employees 

- NetplantlMWh 
- Net plantlemployee 

- Revenues/customer 
- Revenues/employee 

>) Asset metrics 

D Financial metrics 

The process deployed by Navigant Consulting involved the following key steps: 

)) Confirm the City’s objectives for the O&M cost reasonableness review, 
)) Meet with City and Company representatives to establish schedule and 

communication processes to obtain key Company data and discuss findings, 
)) Prepare requests for financial and performance data from the Company, 
>) Obtain industry data for utilities in the Peer Group, 
v Tabulate Company and Peer Group data and prepare comparisons; for each area, 

identify the nature of the operating expense, the range of reasonableness based on 
the Peer Group, and how the Company performed compared to the Peer Group 
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ASSESS MEN'^ OF EPE’S OPERATING EXPENSES 

)) Meet with the City and the Company to discuss initial comparisons, 
’> Obtain supplemental information for the Company and finalize assessment 
)) Present findings from the assessment to the City and the Company, and 
)) Finalize Report on O&M cost assessment following receipt of comments from the 

City and the Company 

Overall, Navigant Consulting found that EPE’s O&M costs were reasonable. 

D EPE’s total O&M costs per customer were slightly lower (i.e., less money is spent 
per customer) than the Peer Group average. 

D EPE’s gas and coal steam generation O&M costs per MWh generated were higher 
(i.e., more money was spent per MWh generated) than the Peer Group average. 
- EPE’s steam generation portfolio included a number of old units which 

require a greater level of maintenance. 

D Transmission O&M costs per line mile were lower than average; but not as low as 
the Peer Group top quartile. 

)) Distribution O&M per customer were lower than average and within the Peer 
Group top quartile. 
- Reliability indicators (e.g., SAIFI, SAIDI) were low (i.e., good) compared to 

the Peer Group. 

N Customer Care O&M per customer were lower than average and within the Peer 
Group top quartile. 
- Customer satisfaction scores were relatively high (i.e., good) along most 

- EPE was in the 2nd quartile (out of about 100 utilities) in customer 
indicators.. .although in 2005 they dropped. 

satisfaction. 

)) EPE’s administrative and general (“A&G”) O&M costs were higher than the Peer 
Group average but this appeared to be attributable to past allocation problems 
between A&G accounts and distribution and customer care accounts. 
- Too much was allocated to A&G and too little was allocated to customer care 

and distribution. 
- One of the purposes of the new Oracle accounting system, installed and 

operating as of mid-2005, was to address this problem. 

D EPE’s plant was highly depreciated (compared to Peer Group companies) due to 
the acceleration of the amortization of nuclear production plant and nuclear plant 
write-offs. 
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N EPE's capitalization and expense policies (as written) were standard, and no 
concerns were identified regarding these policies. 

)) EPE did not have an explicit, targeted cost-cutting program. 
- EPE reported that it had not targeted specific cost cutting initiatives aimed at 

reducing operating expenses but instead managed and controlled expenses 
through its budgeting process. 

- In certain key areas (T&D and customer care), EPE's costs were already low, 
reducing the potential need for any major cost cutting initiatives. 

D EPE's employee-to-customer ratio was among the lowest in the Peer Group. 
- Like most utilities, EPE faces an aging workforce.. .but does not currently 

have in place explicit succession planning programs to address this issue. The 
Company reported that it has plans to launch a Workforce Risk Assessment to 
evaluate these challenges. 

)> EPE is considering many new systems which have been in place at other utilities 
for years which could lower costs in the longer term, including: 

- Outage Management System 
- Customer Accounting/Infonnation System 
- Outsourcing of payroll 

- GIS 

Table 1 offers a high level perspective of the Company's O&M cost and proficiency 
metrics for calendar year 2005. 

D Gaps have been calculated as the percentage of cost reduction needed by EPE to 
make it to the average or top quartile. Thus, EPE would have to reduce total 
O&M costs/customer by 12 percent to make it from the current $512 per customer 
to $45 1 per customer to be in the top quartile. 
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’> EPE’s O&M/MWh average is impacted as a result of EPE having a smaller 
average level of MWh sales per customer. 

Operating Expenses** 

Employees 

Key EPE Statistics for 2002-2005 

$208.7 $210.2 $211.1 $219.5 3% 

993 977 990 998 0% 

Retail Revenues ($M) I $580 I $576 I $617 I $710 I 7% I I 

Miles of Transmission 
Lines 

I I Retail Customers 1 313,953 I 320,180 I 328,779 1 337,621 I 3% 

1,984 1,985 1,761 1,738 -4% 

s EPE’s annual operating expenses increased at about the rate of inflation since 
1997, or at about a 3 percent compound annual growth rate (“CAGR”). 

>) A&G represents a relatively high proportion of EPE’s total O&M costs but when 
compared against EPE’s relatively low distribution and customer care costs they 
balance out. 
- A&G plus Customer Care plus Distribution equals 48 percent of total O&M 

- EPE’s new Oracle-based accounting system, installed in mid-2005, appears to 

- A decline in A&G and increase in customer care and distribution suggest a 

for EPE and 48 percent of total O&M for the Peer Group average. 

be allocating costs more appropriately. 

trend towards more accurate accounting but the accounting system had been 
installed too recently to make a full assessment. 

D EPE’s annual capital expenditures have increased substantially since 1997, driven 
by equipment replacements at Palo Verde and growth of the distribution system to 
serve new customers. 
- EPE’s capital expenses have increased at a compound annual rate of about 8 

percent since 1997. 

D EPE’s capital expenditures, as a portion of total expenditures, has generally been 
lower than the Peer Group average for the years 2002-2005. 
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ASSESSMENT OK EPE’s OPERATING EXPENSES 

As shown in Table 3, EPE’s Generation O&M costs were more expensive per MWh than 
the Peer Group in 2005. 

)) Gas and coal steam generation costs per MWh were higher than average; whereas 
nuclear generating costs per MWh were lower than average. 

’) Steam generating O&M costs per MWh increased at about 7 percent compounded 
annually since 1997. 
- EPE steam generation O&M costs were heavily impacted by maintaining the 

old Rio Grande and Newman gas-fired units. 

D EPE nuclear O&M per MWh increased at a 6 percent compound annual growth 
rate for the period 1997 to 2005. 
- Despite this level of cost increase, EPE nuclear O&M costs per MWh were 

lower than the Peer Group average and within the top quartile. 

As shown in Table 4, EPE’s transmission O&M costs were lower than the Peer Group 
average for 2005. 

Peer Group 
Average EPE I 

$5,049 I $6,893 
I 

~ 

$992 I $1,990 

$3,349 

$1,069 

and Top Quartile 

I 34% I 

$6,041 I $8,883 I $4,418 1 None 27% u 
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)* EPE had a high reliance on its transmission system for the import of power. 

>) EPE benefits from having more moderate weather conditions than other Peer 
Group companies (limited ice, limited destructive winds, etc.). 

>) EPE must maintain many miles of remote transmission lines. 

As shown in Table 5,  EPE's distribution O&M costs were lower than the Peer Group 
average and within the top quartile for 2005. 

le 5 

D Since 2002, EPE's distribution O&M costs per customer had risen only at a 2 
percent compound average growth rate. 

)) EPE's distribution reliability statistics reflect system performance well above 
most of the Peer Group companies. 

fries 

As shown in Table 6 ,  EPE's Customer Care O&M cost benchmarks were in the top 
quartile of the Peer Group in 2005. 

Table 6 

I 1 Average I Peer Group 

$34.0 I $59.3 I $35.9 I None I None I 
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B Customer Care O&M costs per customer had generally declined over the last 10 
years. 

EPE ranked high in most metrics in the annual Market Strategies, Inc. customer 
satisfaction survey of about 100 utilities annually. 

E. ~ ~ ~ ~ $ ~ ~ ~ ~ $  WE CS 

I) 

As shown in Table 7, EPE’s A&G O&M cost benchmarks were higher (i.e., worse) than 
the average of the Peer Group in 2005. 

D The high A&G costs were largely balanced out by EPE’s low Customer Care and 
Distribution costs; the new Oracle System is expected to address the allocation of 
costs by more appropriately tracking the source of each cost item. 

)) A&G costs had been driven both by increases in consulting and legal fees, as well 
as by historical accounting practices. 

>> EPE’s plant in service had the highest proportion of depreciated assets in the Peer 
Group. 
- About 60 percent of EPE’s total plant was depreciated, higher than all 

companies in the Peer Group. 
- Over the last ten years, EPE accelerated the amortization of nuclear 

production plant and wrote off nuclear plant costs 
- As a result, EPE’s nuclear plant was approximately 70 percent depreciated 

even though it is less than 50 percent through its expected service life 
- The last major new non-nuclear generating plant construction was nearly 30 

years ago 

)> EPE’s capitalization versus expense policies were standard for the industry. 
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