EL PASO ELECTRIC COMPANY SCHEDULE 1-21
2021 TEXAS RATE CASE FILING PAGE 2 OF 2
SCHEDULE 1-21: FUEL MANAGEMENT

SPONSOR: DAVID C. HAWKINS

PREPARER: DANIEL BELL / JESUS GONZALEZ

FOR THE TEST YEAR ENDED DECEMBER 31, 2020 PUBLIC

(5) the storage of the spent nuclear fuel. These steps can occur in different parts of the country
or around the world, but they must be accomplished sequentially. The number of sources for
products and services required to complete the nuclear fuel cycle is limited. Due to the
complicated nature of the nuclear fuel cycle and the desire to secure reliable sources, some
products and fuel services must be contracted several years in advance.

Since March 31, 2019, the end EPE'’s last fuel reconciliation Docket No. 50058, in conjunction
with the other Palo Verde Generating Station (“PVGS”) owners, EPE used several contracts to
satisfy PVGS nuclear fuel needs. EPE and the owners entered several contracts and
amendments that would lower the overall operating costs for PVGS as well as ensure a more
reliable fuel supply and fuel services. The first was a spot UF6 purchase from Traxys in August
of 2019. This contract helped mitigate risk of supply disruption due to the closure of the only
operating U.S. conversion facility. It reduced the weighted average cost of UF6 and saved
CONFIDENTIAL (EPE share CONFIDENTIAL) on the next reload project. The second was a
spot enrichment purchase with LES to support a fuel fabrication supplier change that required a
reload of enrichment to be advanced. This spot purchase was made at a market low for
enrichment and saved CONFIDENTIAL for that reload compared to contracted material. The
last spot purchase in 2019 was for U308 from Traxys in December 2019. This purchase
reduced the weighted average cost of U308 and saved CONFIDENTIAL (EPE share
CONFIDENTIAL) on the next reload project.

Beginning in year 2020, the first contract executed was the AREVA/Orano Amendment #2. This
contract, signed in February 2020, iowers the base price of U308/UF6 for the 2021-2025 term; a
savings of CONFIDENTIAL for EPE. in May of 2020, Amendment #5 to the ITOCHU U308 fuel
supply contract gave EPE and the other owners flexibility in quantities delivered, fixed price
supply and lowers the total weighted average cost of the plant for a savings of CONFIDENTIAL
(EPE share).

The 2020 Cameco Amendment #1 combined with a new UF6 Supply Agreement executed in
September of 2020 locked in fuel supplies lower than the current market pricing forecasts and
provide PVGS with CONFIDENTIAL in plant savings (CONFIDENTIAL EPE share). The new
2020 Energy USA agreement executed in June of 2020 provides flexibility in delivery and a
lower fuel weighted average cost resulting in CONFIDENTIAL in savings for EPE. Finally, the
Urenco spot purchase of Enrichment services in December 2020 resulted in savings of
CONFIDENTIAL on the next reload project, by lowering PVGS's average unit cost for
enrichment.

In the area of spent nuclear fuel, the U.S. Department of Energy suspended the collection of the
spent nuclear fuel fee in 2014. The avoided costs, as of December 31, 2020 are approximately
CONFIDENTIAL (EPE share CONFIDENTIAL). The fee has not been cancelled and can be
reinstated at any time by the U.S. Congress. Spent nuclear fuel rods are being stored on-site in
casks that are provided under a long-term contract with NAC International.
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EL PASO ELECTRIC COMPANY SCHEDULE 1-22
2021 TEXAS RATE CASE FILING PAGE 1 OF 1
SCHEDULE |-22: FUEL COST OVER/UNDER RECOVERY

SPONSOR: JENNIFER I. BORDEN

PREPARER: MELODY BOISSELIER

FOR THE TEST YEAR ENDED DECEMBER 31, 2020

Not applicable. El Paso Electric Company has not included a fue! reconciliation in this
proceeding.
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EL PASO ELECTRIC COMPANY SCHEDULE J
2021 TEXAS RATE CASE FILING PAGE 1 OF 12
SCHEDULE J: FINANCIAL STATEMENTS

SPONSOR: CYNTHIA S. PRIETO

PREPARER: MYRNA A. ORTIZ

FOR THE TEST YEAR ENDED DECEMBER 31, 2020

Please refer to Schedule J, pages 2-7 of 12, for EPE’s financial statements in accordance with
regulatory accounting principles for the test year ended December 31, 2020.

Please refer to Schedule J, pages 8-12 of 12, for EPE’s financial statements in accordance with
generally accepted accounting principles for the test year ended December 31, 2020.

Also, please refer to the following attachments for the footnotes related to these financial
statements:

Attachment A December 2020 FERC Form 1
Attachment B December 2020 GAAP Financial Report
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EL PASO ELECTRIC COMPANY SCHEDULE J

2021 TEXAS RATE CASE FILING PAGE 2 OF 12

SCHEDULE J' FINANCIAL STATEMENTS

(PREPARED IN ACCORDANCE WITH REGULATORY ACCOUNTING PRINCIPLES)

SPONSOR' CYNTHIA S. PRIETO

PREPARER: MYRNA A ORTIZ

FOR THE TEST YEAR ENDED DECEMBER 31, 2020

COMPARATIVE BALANCE SHEET

ASSETS AND OTHER DEBITS
Line December 31 December 31
No. Description 2020 2019
UTILITY PLANT
1 Utility Plant 5,521,706,608 $ 5,335,800,234
2 Construction Work In Progress 214,062,220 157,850,999
3 Total Utility Plant 5,735,768,828 5,493,751,233
4 Accum. Prov. for Depr. Amort, Depl (2,468,580,939) (2,381,984,861)
5 Net Utility Plant 3,267,177,889 3,111,766,372
6 Nuclear Fue! In Process of Ref , Conv., Ennch., and Fab. - -
7 Nuclear Fuel Under Capitai Leases 198,356,451 199,871,152
8 Accum. Prov. for Amort of Nucl. Fuel Assemblies {72,680,258) (72,778,365)
9 Net Nuclear Fuel 125,676,193 126 892,787
10 Net Utility Plant 3,392,854,082 3,238,659,159
" Utility Piant Adjustments - -
OTHER PROPERTY AND INVESTMENTS
12 Nonutility Property 613,325 1,070,267
13 tnvestment in Subsidiary Companies - -
14 Other Investments 1,608,180 1,608,814
15 Other Special Funds 374,674,197 329,603,541
16 Total Other Property and investments 376,896,702 332,282,622
CURRENT AND ACCRUED ASSETS
17 Cash 8,062,530 10,281,061
18 Working Fund 909,123 174,154
19 Temporary Cash Investments 403,784 362,922
20 Customer Accounts Recewvable 57,141,331 44,177,635
21 Other Accounts Receivable 14,977,427 11,889,190
22 Accum Prov. for Uncollectible Acct -Credit (5,919,568) (1.800,275)
23 Fuel Stock 1,731,080 1,900,338
24 Plant Matenals and Operating Supplies 65,517,426 58,914,476
25 Allowances 28,533 56,084
26 Stores Expense Undistnbuted (4,548) 1,145
27 Prepayments 18,997,423 10,941,642
28 interest and Dividends Receivable 849 5219
29 Accrued Utility Revenues 25,187,000 25,643,000
30 Miscellaneous Current and Accrued Assets 88,547 64,829
31 Total Current and Accrued Assets 187,120,937 162,511,420
DEFERRED DEBITS

32 Unameortized Debt Expenses 12,708,792 13,108,942
33 Other Regulatory Assets 89,075,845 80,234,601
34 Preliminary Survey and Investigation Charges 3,141,095 1,347,805
35 Clearing Accounts (31,456) (48,574)
36 Miscelianeous Deferred Debits 6,697,300 6,138,919
37 Unamortized Loss on Reacquired Debt 14,261,495 15,211,751
38 Accumulated Deferred Income Taxes 178,281,619 177,952,554
39 Totat Deferved Debits 304,135,690 293,945,998
40 Total Assets 4,261,007, 411 $ 4,027,398,199
41 Amounts may not add or tie to other schedules due to rounding



EL PASO ELECTRIC COMPANY SCHEDULE J

2021 TEXAS RATE CASE FILING PAGE 3 OF12

SCHEDULE J' FINANCIAL STATEMENTS

(PREPARED IN ACCORDANGE WITH REGULATORY ACCOUNTING PRINCIPLES)

SPONSOR CYNTHIAS PRIETO

PREPARER: MYRNA A. ORTIZ

FOR THE TEST YEAR ENDED DECEMBER 31, 2020

COMPARATIVE BALANCE SHEET

LIABILITIES AND OTHER CREDITS
Line December 31 December 31
No Descnption 2020 2018
PROPRIETARY CAPITAL
1 Common Stock issued 10 64,428,688
2 Premium on Capital Stock 125,000,000 309,669,870
3 Other Pawt-in Capital - 3,668,075
4 Capltal Stock Expense - (340,939)
5 Retained Eamings 1,310,993,031 1,302,299,251
6 Reacquired Capital Stock - (394,714,658)
7 Accumulated Other Comprehensive Income (38,805,402) (48,647,164)
8 Total Proprietary Capital 1,397,187,639 1,236,463, 123
LONG-TERM DEBT
9 Bonds 159,835,000 159,835,000
10 Other Long-Term Debt 1,125,000,000 1,125,000,000
" Unamortized Premium on Long-Term Debt 6,410,857 6,561,353
12 Unamortized Discount on Long-Term Debt (3,228,179) {3,367,474)
13 Total Long-Term Debt 1,288,017,678 1,288,018,879
OTHER NONCURRENT LIABILITIES
14 Obligations Under Capltal Leases - Noncurrent 68,654,265 70,093,764
15 Accumulated Provision for Pensions and Benefils 100,873,256 119,826,558
16 Accumulated Provision for Rate Refunds - -
17 Asset Retirement Obligations 118,918,957 110,105,088
18 Total Other Noncurrent Liabilites 289,446,478 300,025,410
CURRENT AND ACCRUED LIABILITIES
19 Notes Payable 121,000,000 84,000,000
20 Accounts Payable 85,472,005 65,744,562
21 Customer Deposits 8,321,654 9,262,260
22 Taxes Accrued 40,678,091 36,170,976
23 interest Accrued 12,248,892 12,340,157
24 Tax Collections Payable 1,448,813 1,450,467
25 Miscellaneous Current and Accrued Liabilities 27,971,437 27,191,910
26 Obhigations Under Capital Leases - Current 72,758,235 77,170,332
27 Total Current and Accrued Liabilties 369,899,127 313,320,664
DEFERRED CREDITS

28 Customer Advances for Construction 31,754,536 21874477
29 Accumulated Deferred Investment Tax Credits 19,339,718 20,959,358
30 Other Defsrred Credits 7,024,835 9,513,597
31 Other Regulatory Liabilities 316,379,148 309,063,694
32 Accumulated Deferred income Taxes - Other Property 499,156,703 489,812,397
33 Accumulated Deferred Incorme Taxes - Other 42,801,748 32,347,600
34 Total Deferred Credits 916,456,489 889,571,123
35 Total Liabttitles and Stockholder Equity 4,261,007,411 4,027,399,199
36 Amounts may not add or tie to other schedules due to rounding.




EL PASO ELECTRIC COMPANY SCHEDULE J
2021 TEXAS RATE CASE FILING PAGE 4 OF 12
SCHEDULE J. FINANCIAL STATEMENTS (INCOME STATEMENT)
{PREPARED IN ACCORDANCE WITH REGULATORY ACCOUNTING PRINCIPLES)
SPONSOR' CYNTHIAS PRIETO
PREPARER MYRNA A ORTIZ
FOR THE TEST YEAR ENDED DECEMBER 31, 2020
STATEMENT OF OPERATIONS
(A) (8) (C)
Line
No Description 2020 2019
UTILITY OPERATING INCOME
1 Operating Revenues 917,510,145 $ 861,994,243
Operating Expenses
2 Operation Expenses 451,470,233 418,556,779
3 Maintenance Expenses 77,160,828 68,933,493
4 Depreciation Expense 98,661,265 93,956,078
5 Depreciation Expense for Asset Retirement Cost {1,327,619) (1,327 584)
6 Amortization of Utifity Plant 9,139,703 8,167.451
7 Regulatory Debits 2,238,525 2,129,940
8 Regulatory Credits - (130,623)
9 Taxes Other Than income Taxes 74,646,716 73,351,183
10 Income Taxes - Federal 13,269,005 2,398,087
11 Income Taxes - Other 1,969,464 2,018,702
12 Provision for Deferred Income Taxes 74,241,492 86,891,847
13 Provision for Deferred Income Taxes - Credit (61,561,935) (66,446,826)
14 Investment Tax Credit Adjustment - Net (1,619,640) {1,619,640)
15 Gains from Disposition of Allowances - -
16 Accretion Expense 9,847,578 9,114,821
17 Total Utiity Operating Expenses 748,135,613 695,893,708
18 Net Utility Operating income 169,374,532 166,000,535
OTHER INCOME AND DEDUCTIONS
Other Income
Nonutility Operating Income
18 Revenues from Merchandising, Jobbing and Contract Work 1,635,425 1,212,242
19 Costs and Expenses of Merchandising, Jobbing and Contract Work (1.737,720) (1,277,709)
20 Equity in Eamings of Subsidiary Companies - -
21 Interest and Dividend Income 6,408,085 7.568,418
22 Allowance for Other Funds Used Dunng Construction 2,603,186 2,545,181
23 Miscellaneous Nonoperating Income 43,623,180 50,082,176
24 Gain on Disposition of Property 674,690 -
25 Total Other Income 53,206,846 60,130,308
Other Income Deductions
26 Loss on Disposition of Property {17,043) 17,043
27 Miscellaneous Amortization - -
28 Donations 1,474,400 1,501,675
29 Life Insurance 441,744 478,248
30 Penalties 753 24,916
31 Expense for Certain Civic, Poiitical & Related Activities 724,753 824,892
32 Other Deductions 71,998,200 15,099,069
33 Total Other Income Deductions 74,622,807 17,945.743
Taxes Applicabie to Other income and Deductions
34 Taxes Other Than Income Taxes 6,059 13,372
35 income Taxes - Federal (8,045,196) 2,451,949
36 income Taxes - Other (762,173} 12,004
37 Provision for Deferred Income Taxes 18,302,816 10,348,871
38 Provision for Deferred Income Taxes - Credit {12.978,346) (3,794,646)
39 Investment Tax Credits - -
40 Total Taxes on Other income and Deductions (3.476,840) 9,031,550
41 Net Other incoms and Deductions (17.939,121) 33,153,015
INTEREST CHARGES
42 Interest on Long-Term Debt 72,293,195 72,948,640
43 Amortization of Debt Discount and Expense 1,053,566 1,035,433
44 Amortization of Loss on Reacquired Debt 950,256 937,423
45 Amort of Premium on Debt-Credit (140,496) {134,022)
46 Other Interest Expense 3,048,045 4,665,806
47 Allowance for Borrowed Funds Used Dunng Construction - Credit (3,799,920) (4,015,108)
48 Net Interest Charges 73,404,646 75,438,171
49 Net income 78,030,765 $ 123,715,379
50 Amounts may not add or tie to other schedules due to rounding
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EL PASO ELECTRIC COMPANY SCHEDULE J

2021 TEXAS RATE CASE FILING PAGE 5 OF 12

SCHEDULE J: FINANCIAL STATEMENTS

(PREPARED IN ACCORDANCE WITH REGULATORY ACCOUNTING PRINCIPLES)

SPONSOR: CYNTHIA S. PRIETO

PREPARER' MYRNA A ORTIZ

FOR THE TEST YEAR ENDED DECEMBER 31, 2020

STATEMENT OF RETAINED EARNINGS

Line December 31, December 31,
No. Description 2020 2019
UNAPPROPRIATED RETAINED EARNINGS
1 Balance - Beginning of Period $ 1,302,299,251 $ 1,256,673,995
2 Merger Premium on Capitat Stock Expense Adjustment (11,238,375) -
3 Merger Capital Stock Expense Adjustments (340,939) -
4 Dividends Declared-Common Stock (57,757,671) (61,718,056)
5 Retirement of Treasury Shares - (16,372,067)
6 Balance Transferred from Income 78,030,765 123,715,379
7 Balance - End of Period $ 1,310,993 031 $_ 1,302,299 251
UNAPPROPRIATED UNDISTRIBUTED SUBSIDIARY EARNINGS
8 Balance - Beginning of Period $ - 3 -
Equity in Earnings for Period - -

10 Transfer of Unappropriated Undistributed Subsidiary Earnings - -
11 Batance - End of Perod $ - $ .
12 Amounts may not add or tie to other schedules due to rounding
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EL PASO ELECTRIC COMPANY

2021 TEXAS RATE CASE FILING

SCHEDULE J. FINANCIAL STATEMENTS

(PREPARED IN ACCORDANCE WITH REGULATORY ACCOUNTING PRINCIPLES)
SPONSOR: CYNTHIA S. PRIETO

PREPARER: MYRNA A. ORTIZ

FOR THE TEST YEAR ENDED DECEMBER 31, 2020

SCHEDULE J
PAGE 6 OF 12

STATEMENT OF CASH FLOWS
(@ (b) ©
Twelve Months Ended
Line December 31,
No. Description 2020 2019
1 Net cash flow from operating activities:
2 Net income $ 78,030,765 $ 123,715,379
3 Depreciation and depletion 98,661,265 93,956,078
4 Amortization of other 26,681,004 24,643,798
5 Amortization of nuclear fuel 40,781,680 41,252,823
6 Merger Rate Credit Factor 25,350,940 -
7 Deferred income taxes (net) 18,004,027 26,999,246
8 Investment tax credit adjustment (net) (1,619,640) (1,619,640)
g Net (increase) decrease in receivables (16,058,671) (144,823)
10 Net (increase) decrease in inventory (5,054,019) (5.512,759)
11 Net (increase) decrease in allowances inventory 27,551 558
12 Net increase (decrease) in payables and accrued expenses 12,459,762 12,321,429
13 Net (increase) decrease in other regulatory assets (15,582,719) (3,834,088)
14 Net increase (decrease) in other regulatory liabilities (16,942,209) 7,695,694
15 Allowance for other funds used during construction (2,603,186) (2,545,181)
16 Other operating activities (32,341,550) (34,931,903)
17 Deferred charges and credits (12,008,962) (4,484,569)
18 Net (increase) decrease in prepayments and other (9,422 ,065) (757,201)
19 Net cash provided by operating activities 188,363,973 276,754 841
20 Cash flows from investment activities:
21 Gross additions to utility plant (fess nuclear fuel) (256,278,072) (230,157,939)
22 Gross additions to nuclear fuel (37,930,761) (42,788,038)
23 Allowance for other funds used during construction 2,603,186 2,545.181
24 Cash outflows for plant (291,605,647) (270,400,796)
25 Proceeds from disposal of noncurrent assets 970,885 368,413
26 Proceeds from life insurance 4,591,184 43,482
27 Investment in decommussioning trust fund (purchase) (21,501,250) (377,414,789)
28 Investment in decommissioning trust fund (sales and matunties) 14,514,465 370,677,188
29 Other investing activities 3,960,136 (2,410,533)
30 Net cash used in investing activities (289,070,227) (279,137,035)
31 Cash flows from financing activities:
32 Proceeds from issuance of:
33 Long-Term Debt - 100,600,000
34 Financing and other capital lease obligations-proceeds 636,734,168 566,322,133
35 Equity contribution from Sun Jupiter Holdings LLC 125,000,000 -
36 Cash provided by outside sources 761,734,168 666,922,133
37 Payments for retirement of:
38 Long-Term Debt - (100,600,000)
39 Other financing activities (1,437,891) (2,576,490)
40 Financing and capital lease obligations (603,275,052) (501,727,324)
41 Dividends on common stock (57,757,671) (61,718,056)
42 Net cash provided by financing activities 99,263,554 300,263
43 Net decrease n cash and cash equivalents (1,442,700) (2,081,931)
44 Cash and cash equivalents at beginning of period 10,818,137 12,900,068
45 Cash and cash equivalents at end of period $ 9,375,437 $ 10,818,137
46 Amounts may not add or tie to other schedules due to rounding.
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EL PASO ELECTRIC COMPANY SCHEDULE J
2021 TEXAS RATE CASE FILING PAGE7 OF 12
SCHEDULE J FINANCIAL STATEMENTS

(PREPARED IN ACCORDANCE WITH REGULATORY ACCOUNTING PRINCIPLES)

SPONSOR' CYNTHIA S PRIETO

PREPARER MYRNAA ORTIZ

FOR THE TEST YEAR ENDED DECEMBER 31, 2020

STATEMENT OF ACCUMULATED COMPREHENSIVE INCOME, COMPREHENSIVE INCOME, AND HEDGING ACTIVITIES (Unaudited)

(a) (o) (c) (d) (e) 0 ©) () ® 0]

Mimmum
Unrealized Gains Pension Total for each
and Losses on Liabiity Foreign Other Cash Flow  Other Cash Flow category of items Total
Line Available-for- adjustment Currency Other Adjustments Hedges Interest Hedges interest recorded in Comprehensive
No tem Sale Securities _(net amount) Hedges {1} Rate Swaps Rate Lock Account 219 Net income income
1 Balance of Account 219 at December 31, 2018 $  (2,748,804) $ 0 $ 0 $  (24,923,193) $ 0 $ (10919,883) (2) $ (38,590,880) NIA N/A
2 Reclasstfications from Account 219
to Net Incoms (1,713,417) o] 0 (4,144,063) 0 457,502 (5,399,978) N/A N/A
3 Changes in Fair Value 4,867 900 0 0 (9,424 206) 0 0 {4,556 306) N/A N/A
4 Total (iines 2 and 3) 3154483 0 0 (13,568,269) 0 457 502 (9,856,284) 123,715,379 113,759,095
5 Balance of Account 219 at December 31, 2019 3 405,679 $ 0 3 0 $  (38,491,462) $ 0 $ {10,461,381) $ (48,547,164) N/A N/A
6 Balance of Account 219 at December 31, 2019 3 405,679 $ s} $ 0 $  {38,491,462) $ 0 $ (10461,381) (2) $ (48,547,164) N/A N/A
7 Reclassifications from Account 218
to Net Income - 0 0 (391,031) 0 507,498 116,467 N/A N/A
8 Changes in Fair Value 226875 0 0 9,398 420 0 Q 9,625,295 N/A N/A
9 Total (fines 7 and 8) 226,875 0 0 3,007,389 0 507,498 9,741,762 78,030,765 87,772,527
10 Balance of Account 219 at December 31, 2020 $ 632,654 $ 0 $ 0 $ 52 9.484,073) $ 0 $ (8,953,883 $  (38,805,402) N/A N/A

(1) In accordance with the FERC Guidance Letter related to FASB guidance for employers' accounting for defined pension and other postretirement plans, this amount inciudes reclassification adjustments of accumulated
other comprehensive income as a rasult of gains and losses, prior service costs or credits and transition assets or obtigations related to pension and other postretirement benefit plans

2

Dunng the first quarter of 2005, the Company entered into treasury rate lock agreements to hedge against potential movements in the treasury reference interest rate pending the issuance of 6% Senior Notes These
treasury rate locks were terminated on May 11, 2005 The treasury rate lock agreements met the critena for hedge accounting and were designated as a cash flow hedge  In accordance with cash flow hedge accounting,
the Company recorded the loss assoctated with the fair value of the cash flow hedge of approximately $14 5 mullion, net of tax, as a component of accumulated other comprehensive foss. In May 2006, the Company
began to recognize In earnings {as additional interest expense) the accumulated other comprehensive loss associated with the cash flow hedge During the next twelve-month period, approximately $0 5 millton

of thts accumulated other comprehensive foss item will be reclassified to interest expense.

Amcunts may not add or tie to other schedules due to rounding
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EL PASO ELECTRIC COMPANY SCHEDULE J

2021 TEXAS RATE CASE FILING PAGE 8 OF 12

SCHEDULE J: FINANCIAL STATEMENTS

(PREPARED IN ACCORDANCE WITH GENERALLY ACCEPTED ACCOUNTING PRINCIPLES)

SPONSOR: CYNTHIA S PRIETO

PREPARER: MYRNA A. ORTiZ

FOR THE TEST YEAR ENDED DECEMBER 31, 2020

BALANCE SHEETS

ASSETS
(@ (b} (©

Line December 31, December 31,

_No. Description 2020 2019
1 Utility plant:
2 Electric plant in service $ 4,592,957,148 $ 4,404,150,318
3 Less accumulated depreciation and amortization (1,5650,171,054) (1,461,385,308)
4 Net plant in service 3,042,786,094 2,942,765,010
5 Construction work in progress 209,585,622 157,850,999
6 Nuclear fuel, includes fuel in process of $65,624,468 and
7 $61,709,137, respectively 197,219,356 198,074,690
8 Less accumulated amortization (71,859,123) {71,587,715)
9 Net nuclear fuel 125,360,233 126,486,975
10 Net utility plant 3,377,731,949 3,227,102,984
1 Current assets:
12 Cash and cash equivalents 9,375,436 10,818,137
13 Accounts receivable, principally trade, net of allowance for
14 doubtful accounts of $5,919,568 and $1,900,276, respectively 91,387,039 79,814,769
15 Inventories, at cost 67,272,491 60,872,043
16 Under-cotlection of fuel revenues 13,151,877 327,488
17 Regulatory assets 5,112,358 9,612,011
18 Prepayments and other 19,731,639 11,202,356
19 Total current assets 206,030,840 172,646,804
20 Deferred charges and other assets:

21 Decommissioning trust funds 371,447,840 325,998,194
22 Regulatory assets 70,979,137 70,805,392
23 Other 22,197,071 16,646,946
24 Total deferred charges and other assets 464,624,148 413,450,532
25 Total assets $ 4,048,386,937 $ 3,813,200,320

26 See accompanying notes to financial statements.

27 Amounts may not add or tie to other schedules due to rounding.
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EL PASO ELECTRIC COMPANY SCHEDULE J
2021 TEXAS RATE CASE FILING PAGE 9 OF 12
SCHEDULE J: FINANCIAL STATEMENTS
{PREPARED IN ACCORDANCE WITH GENERALLY ACCEPTED ACCOUNTING PRINCIPLES)
SPONSOR: CYNTHIA S. PRIETO
PREPARER: MYRNA A. ORTiZ
FOR THE TEST YEAR ENDED DECEMBER 31, 2020
BALANCE SHEETS
CAPITALIZATION AND LIABILITES
(a) (b) ©
Line December 31, December 31,
No. Description 2020 2019
1 Capitalization
2 Common stock $ 10 $ 64,428,688 (a)
3 Capital in excess of stated value 125,000,000 323,366,678
4 Retained earnings 1,291,323,464 1,272,418,451
5 Accumulated other comprehenstve loss, net of tax (39,436,528) (48,952,844)
6

7 Treasury stock

8 Common stock equity

9 Long-term debt, net of current portion

10 Total capitalization

11 Current liabtitties:

12 Current maturities of long-term debt

13 Short-term borrowings under the revolving credit facility
14 Accounts payable, principaily trade

15 Taxes accrued

16 interest accrued

17 Over-coliection of fuel revenues

18 Regulatory habilities

19 Other

20 Total current habilties

21 Deferred credits and other liabilities

22 Accumulated deferred income taxes

23 Accrued pension hability

24 Accrued post-retirement benefit hability
25 Asset retirement obligation

26 Regulatory habihities

27 Other

28 Total deferred credits and other liabilittes
29 Commitments and contingencies

30 Total capitalization and liabifities
3 @

1,376,886,946

1.611,260,973

(394,714,658) (a)

1,376,886,946
1,341,592 903

1,216,546,315
1,340,980,983

2,718,479,849 2,667,5627,298
0 44,968,959
192,260,487 113,801,370
85,472,005 65,744,562
43,587,249 39,316,004
13,248,305 14,196,368
1,800,029 18,742,238
11,595,744 1,218,170
38,240,240 38,407,388
386,204,059 336,395,059
367,821,457 348,398,464
95,618,614 96,745,146
5,254,642 23,081,411
118,918,936 110,105,067
312,655,943 298,466,039
43,433,437 42,481,836
943,703,029 919,277,963

$ 4,048,386,937

$ 3,813,200,320

On July 28, 2020, the Company closed the Merger with IiF, each share of common stock of the Company including outstanding and unvested

restncted stock and unvested performance stock of the Company was cancelied and converted into the nght to receive $68 25 in cash, without
interest Effective July 28, 2020, per the Certificate of the Merger, the total number of shares the Company is authonzed to 1ssue 1s 1,000 The par

value of each of the authorized shares 1s $0 01 per share

The Company had commen stock with stated value of $1 per share, 100,000,000 shares authonzed, 64,332,884 shares 1ssued, 95,804 resincted

shares and 23,696,262 treasury shares as of December 31, 2019

32 See accompanying notes to financial statements

33 Amounts may not add or tte to other schedules due to rounding
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STATEMENT OF OPERATIONS

Line
No

@

Description

28

34

35

Operating revenues

Energy expenses.
Fuel
Purchased and interchanged power

Operating revenues net of energy expenses
Other operating expenses:

Other operations

Maintenance

Depreciation and amortization

Taxes other than income taxes

Operating income

Other income (deductions):
Allowance for equity funds used during construction
investment and interest income, net
Miscellaneous non-operating income
Strategic transaction costs
Miscellaneous non-operating deductions

Interest charges (credits):
interest on iong-term debt and revolving credit facihity
Other interest
Capitalized interest
Allowance for borrowed funds used during construction

Income before income taxes
Income tax expense

Net income

See accompanying notes to financial statements.

Amounts may not add or tie to other schedules due to rounding.

b

SCHEDULE J
PAGE 10 OF 12

©

Twelve Months Ended
December 31,
2020 2019
$ 917,510,145 $ 861,994,243
119,286,124 120,457,933
82,237,859 55,462,703
201,523,983 175,920,636
715,986,162 686,073,607
271,520,739 263,623,209
77,160,828 68,933,493
107,879,451 102,072,114
74,646,716 73,351,183
531,207,734 507,979,999
184,778,428 178,093,608
2,603,186 2,545,181
70,302,768 69,626,631
11,844,933 15,269,343
(71,672,456) (12,109,478)
(13,219,477) (9,946,490)
{141,046) 65,385,187
74,156,521 74,787,474
17,578,426 21,366,473
(4,743,650) (5,728,566)
(3,799,920) (4,015,109)
83,191,377 86,410,272
101,446,005 157,068,523
23,573,676 34,031,423
$ 77,872,329 $ 123,037,100

35673



El. PASO ELECTRIC COMPANY
2021 TEXAS RATE CASE FILING
SCHEDULE J: FINANCIAL STATEMENTS

(PREPARED IN ACCORDANCE WITH GENERALLY ACCEPTED ACCOUNTING PRINCIPLES)

SPONSOR: CYNTHIA 8. PRIETO
PREPARER: MYRNA A. ORTIZ
FOR THE TEST YEAR ENDED DECEMBER 31, 2020

STATEMENT OF COMPREHENSIVE OPERATIONS

SCHEDULE J

PAGE 11 OF 12

(a) (b) (0
Twelve Months Ended
Line December 31,
No Description 2020 2019
1 Net income 77,872,329 $ 123,037,100
2 Other comprehensive income (loss):
3  Unrecognized pension and postretirement benefit costs:
4 Net gain (loss) arising during period 12,120,738 (12,110,245)
5 Reclassification adjustments included in
net income for amortization of:
6 Prior service benefit (6,599,398) (8,740,008)
7 Net loss 6,095,619 3,416,186
8 Net unrealized gains (losses) on marketable securities:
9 Net holding gains arising during period - 6,073,693
10 Reclassification adjustments for net
gains included in net income - (2,232,346)
11 Net losses on cash flow hedges:
12 Reclassification adjustment for interest expense
included in net income 645,928 605,460
13  Total other comprehensive income (loss) before income taxes 12,262 887 (12,987,260)
14 Income tax benefit (expense) related to items of
other comprehensive income (loss):
15 Unrecognized pension and postretirement benefit costs (2,609,172) 3,863,497
16 Net unrealized gains on marketable securities - (896,449)
17 Losses on cash flow hedges (137,399) (148,289)
18  Total income tax benefit (expense) (2,746,571) 2,818,759
19 Other comprehensive income (loss), net of tax 9,516,316 (10,168,501)
20 Comprehensive income 87,388,645 $ 112,868,599
21 See accompanying notes to financial statements.
22 Amounts may not add or tie to other scheduies due to rounding.
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STATEMENT OF CASH FLOWS
(a) (b) (c)
Twelve Months Ended

Line December 31,
No Description 2020 2019

1 Cash flows from operating activities

2 Net income 77,872,329 $ 123,037,100

3 Adjustments to reconcile net income to net cash provided by operating activities.

4 Depreciation and amortization of electric piant in service 107,879,451 102,072,114

5 Amortization of nuclear fuel 40,536,652 41,032,938

6 Deferred income taxes, net 17,768,446 27,143,143

7 Allowance for equity funds used durnng construction (2,603,186) {2,545,181)

8 Other amortization and accretion 23,178,489 18,277,551

9 Gain on sale of property, plant and equipment (499,801) -
10 Net gains on sale of decommissioning trust funds (38,462,961) (38,513,932)
11 Merger rate credit factor 25,350,940 -
12 Other operating activiies (208,712) 843,820
13 Change m

14 Accounts recewvable (16,058,671) (144,823)
15 Inventories (5,026,468) (5.512,201)
16 Prepayments and other {9,871,269) (896,712)
17 Accounts payable 9,605,971 4,682,995
18 Taxes accrued 4,271,245 11,195,412
19 Interest accrued (948,062) (2,281,618)
20 Net (undercollection) overcollection of fuel revenues (29,766,598) 7,368,207
21 Other current liabilities (723,304) (938,171)
22 Deferred charges and credits (18,615,413) _(9,720,102)
23 Net cash provided by operating activities 183,679,078 275,100,538
24 Cash flows from Investing activities:

25 Cash additions to utdity property, plant and equipment (245,382,968) (222,202,532)
26 Cash additions to nuclear fuei (32,994 214) (36,800,287)
27 Proceeds from life insurance 4,591,184 43,482
28 Capitalized interest and AFUDC:

29 Utility property, plant and equipment (6,403,106) (6,560,290)
30 Nuclear fuel and other (4,743,650) (5.728,566)
31 Allowance for equity funds used during construction 2,603,186 2,545,181
32 Decommissioning trust funds:

33 Purchases, including funding (21,501,250) (377.414,789)
34 Sales and maturittes 14,514,465 370,677,188
35 Proceeds from sale of property, plant and equipment 970,885 368,413
36 Other investing activities 3,860,136 (2,410,533)
37 Net cash used for investing activities (284,385,332) {277,482,733)
38 Cash flows from financing activities

39 Equity contribution from Sun Jupiter Holdings LLC 125,000,000 -
40 Dividends paid (67,757,671) (61,718,056)
49 Borrowings under the revolving credit facility.
42 Proceeds 636,734,168 566,322,133
43 Payments (558,275,052) (501,727,324)
44 Potiution control bonds
45 Proceeds - 100,600,000
46 Payments - {100,600,000)
47 Payments on maturing RGRT sentor notes (45,000,000) -
48 Other financing activities (1,437,891) (2,676,490)
49 Net cash provided by financing activities 99,263,554 300,263
50 Net decrease in cash and cash equivalents (1,442,700) (2,081,931)
51 Cash and cash equivalents at beginning of period 10,818,137 12,900,068
52 Cash and cash equivalents at end of period 9,375,437 $ 10,818,137
53 See accompanying notes to financial statements

Amotunts may not add or tie to other schedules due to rounding
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2021 TEXAS RATE CASE FILING ATTACHMENT A
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SPONSOR : CYNTHIA S. PRIETO

PREPARER : MYRNA A, ORTIZ

FOR THE TEST YEAR ENDED DECEMBER 31, 2020

Name of Respondent This Report Is: Date of Report Year/Period of Report
El Paso Electric Compan (1) O An Original gl 1 epa
P {2) [X] AResubmission 05/13/2021

NOTES TO FINANGIAL STATEMENTS

1. Use the space below for important notes regarding the Balance Sheet, Statement of Income for the year, Statement of Retained
Eamings for the year, and Statement of Cash Flows, or any account thereof Classify the notes according to each basic statement,
providing a subheading for each statement except where a note 1s applicable to more than one statement.

2. Fumish particulars (details) as to any significant contingent assets or liabilities existing at end of year, including a brief explanation of
any action initiated by the Intemal Revenue Service involving possible assessment of additional income taxes of material amount, or of a
claim for refund of income taxes of a material amount iitiated by the utility Give also a brief explanation of any dividends in arrears on
cumulative preferred stock.

3. For Account 116, Utility Plant Adjustments, explain the origin of such amount, debits and credits during the year, and plan of
disposition contemplated, giving references to Cormmission orders or other authorizations respecting classification of amounts as plant
adjustments and requirements as to disposition thereof

4 Where Accounts 189, Unamortized Loss on Reacquired Debt, and 257, Unamortized Gain on Reacquired Debt, are not used, give an
explanation, providing the rate treatment given these items. See General Instruction 17 of the Uniform System of Accounts

5. Give a concise explanation of any retained eamings restrictions and state the amount of retained earnings affected by such
restrictions

6 If the notes to financial statements relating to the respondent company appearing In the annual report to the stockholders are
applicable and fumish the data required by instructions above and on pages 114-121, such notes may be included herein.

7 For the 3Q disclosures, respondent must provide in the notes sufficlent disclosures so as to make the interim information not
misleading. Disclosures which would substantially duplicate the disclosures contained in the most recent FERC Annual Report may be
omitted.

8 For the 3Q disclosures, the disclosures shall be provided where events subsequent to the end of the most recent year have occurred
which have a material effect on the respondent. Respondent must include in the notes significant changes since the most recently
completed year in such items as. accounting principles and practices, estimates inherent in the preparation of the financial statements,
status of long-term contracts; capttalization including significant new borrowings or modifications of existing financing agreements, and
changes resulting from business combinations or dispositions However were material contingencies exist, the disclosure of such matters
shall be provided even though a significant change since year end may not have occurred

9. Finally, if the notes to the financial statements relating to the respondent appeanng in the annual report to the stockholders are
applicable and furnish the data required by the above instructions, such notes may be included herein.

PAGE 122 INTENTIONALLY LEFT BLANK
SEE PAGE 123 FOR REQUIRED INFORMATION.

FERC FORM NO. 1 (ED. 12-86} Page 122

3577



EL PASO ELECTRIC COMPANY SCHEDULE J

2021 TEXAS RATE CASE FILING ATTACHMENT A
SCHEDULE J : FINANCIAL STATEMENTS Page 3 of 44
SPONSOR : CYNTHIA S. PRIETO
PREPARER : MYRNA A. ORTiZ
FOR THE TEST YEAR ENDED DECEMBER 31, 2020
Name of Respondent This Report is Date of Report |Year/Period of Report
(1) _ An Original (Mo, Da, Y1)
El Paso Electnc Company (2) X A Resubmission 05/13/2021 2020/Q4
NOTES TO FINANCIAL STATEMENTS (Continued)

Note 1. Regulatory-Basis Financial Statements

The accompanying regulatory-basis financial statements are presented 1n accordance with the accounting requirements of the
Federal Energy Regulatory Commussion (the "FERC") as set forth in its applicable Uniform System of Accounts and pubhshed
accounting releases which is a comprehensive basts of accounting other than United States (U S ") Generally Accepted Accounting
Principles ("GAAP")} Notes A through M of the regulatory-basis financial statements are from the December 31, 2020 GAAP
Financial Statements and have been revised where the presentation of regulatory-basis financial statements, in accordance with
requirements under the Uniform System of Accounts and published accounting releascs of the FERC, result in different financial
statement amounts or disclosures than under GAAP Because many types of transactions are susceptible to varying interpretations, the
amounts and classifications reported in the accompanying regulatory-basis financial stat ts may be subject to change at a Jater
date upon finai determination by the FERC In the remainder of this Note 1, information contained in Notes A through M 1s
supplemented for additional regulatory-basis disclosures

Regulatory-Basis Financial Statements Compared to GAAP

The sigmficant differences between El Paso Electric Company's (the "Company”) regulatory-basis financial statcments and
those prepared i accordance with GAAP include the application of fresh-start reporting to the GAAP financial statements and the
discontinuance and subsequent re-apphication of the provisions of Financial Accounting Standards Board (the "FASB") accounting
guidance for regulated operations In 1996, the Company adopted fresh-start reporting for 1ts GAAP financial statements
accordance with the FASB guidance related to financial reporting by entities in reorganization under the U S Bankruptcy Code The
adoption of fresh-start reporting resulted 1n the creation of a new reporting entity having no retained earmings or accumulated deficit
and sigmficantly altered, compromised, or modified the Company's histonical capital structure

[FERC FORM NO. 1 (ED. 12-88) Page 123.1 |
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NOTES TO FINANCIAL STATEMENTS (Continued)

In addition, certain items in the accompanying regulatory-basis financial statements are classified differently under FERC
requirements than in the Company's GAAP financial statements If GAAP were followed, 1items m the accompanying regulatory-basis
financial statements would be mcreased (decreased) as follows (in thousands).

Line
No.
Assets and Othey Debits (Pages 110-111)
2 Utility plant
3 Construction work 1n progress

5 Accumulated provision for depreciation, amortization and depletion

11 Nuclear fucl under capital lease

12 Accumulated provision for amortization of nuclear fuel

18  Non utility property

24 Other investinents

28  Other special funds

67  Total current and acorued assets
84  Total deferred debits

Liabilities and r Credits (Pages 112-113)
6 Premium on capital stock
7 Other paid-m capital
10 Capital stock expense
11 Retamed earnings
15 Accomyplated other comprehensive income
24  Total long-term debt
35  Total other noncurrent liabilities
54 Total current and accrued habilities
65  Total deferred credits

Statements of Income for the Year (Pages 114-117)
25 Total utility operatingexpenses '
26  Net utility operating income
60  Netother income and deductions
70  Net nterest charges
78  Netincome

Statement of Retained Earnings (Pages 118-119)
1 Bulance — beginning of period
48  Total retained eamnings

Statement of Cash Flows (Pages 120-121)
22 Netcash provided by (used in) operating activities
57  Net cash provided by (used in) mvesting activitres

Statement of Accumulated Comprehensive Income, Comprehensive

Income and Hedging Activities (Page 122a-122b)

9 Other comprehensive income

020 2019
$ ©28750) . § (931,750)
(4,477) —
(918,420) (920,600)
(1,137) (1.596)
(821) (1,196)
(613) (1,070)
(1,609) (1,609)
(374,674) (329,604)
18,910 10,135
160,489 119,505
$ — $ 13,697
— (3,668)
— (341
(19,670) (29,881)
(633) (405)
53,575 52,962
(289,444) (300,026)
16,304 23,074
27,248 29,707
$ (15404) - 8 (12,093)
15,404 12,093
17,798 32,232
9,787 10,972
(158) (678)
$ (29,881) $ (29,203)
(19,669) (29.881)
$ (4,685) $ {1,655)
4,685 1,655
$ (228 $ (212)

[FERC FORM NO. 1 (ED. 12-88)

Page 123 2
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Statement of Cash Flows

Cash and cash equivalents and amortization of other presented on the statement of cash flows for the years ended December 31,
2020 and 2019 consist of the following (in thousands).

2020 2019
Cash and Cash Equivalents:
Cash (131) $ 8,062 $ 10,281
Working funds (135) 909 174
Temporary cash investments (136) 404 363
Cash and cash equivalents at end of period b3 93715 b 10.818
Amortization of Other:
ARO depreciation (403.1) $ {1,328) $ (1,328)
Other utility plant (404) 9,140 8,167
Regulatory assets {407.3) 2,239 2,130
Regulatory liabilitics (407 4) — (131)
ARQO aceretion expense (411 10) 9,848 9,115
Debt expense (428) 1,054 1,035
Loss on reacquired debt (428.1) 950 937
Debt premium (429) (140) (134)
Interest rate lock losses 646 605
Operating lease assets amortization 615 656
Nuclear fuel financing issuance costs 170 138
Dry cask storage amortization 1,329 1,077
Coal reclamation amortization 661 661
Texas rate case amortization 1,497 1,501
New Mexico rate case amortization o 215
$ e 26,681 24544

Accounting and Reporting for New Electric Storage Operations

As of December 31, 2020, the Company did not have electric storage assets or power purchased for storage operations, therefore
did not have any operation and maintenance expense or purchased power expense to report in accordance with the interim guidance in
FERC Docket No Al14-1-000 issued on February 20, 2014, for reporting encrgy storage assets, operation and maintenance cxpense
and purchased power expense in the regulatory-basis Notes to Financial Statements.

A, Summary of Significant Accounting Policies

General. The Company is a utiity engaged in the generation, transmussion and distribution of cicctricity in an area of
approximately 10,000 square miles in west Texas and southern New Mexico The Company also serves a full requirements wholesale
customer n Texas

Merger. On June 1, 2019, the Company entered into an Agreement and Plan of Merger (the "Merger Agreement”), by and
among the Company, Sun Jupiter Holdings LL.C, a Delaware limited hiability company ("Parent"), and Sun Merger Sub Inc., a Texas
corporation and wholly owned subsidiary of Parent ("Merger Sub") On July 29, 2020, pursuant to the Merger Agreement, Merger
Sub merged with and into the Company (the "Merger"), with the Company continuing as the surviving corporation in the Merger and
becoming a wholly owned subsidiary of Parent. The Company has elected not to apply push-down accounting to 1ts financial
statements after the Merger Parent 1s owned by IIF US Hoiding 2 LP ("IIF US 2"), a master holding partnership of the Infrastructure
Investments Fund ("IIF"). In September 2020, an owner of the general partner of IIF US Holding and the general partner of 1iF US
Holding 2 resigned and his approximately 33 3% ownership interests reverted to the respective general partner On December 17,
2020, the FERC issued an order in Docket No. EC20-94-000 authonzing the acquisition of such approximately 33 3% membership
interest from those general partners by a private idividual, Anne Cicary, The transaction was completed on December 17, 2020 See

|FERC FORM NO. 1 (ED. 12-88) Page 123 3 ]
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Note M of Notes to Financial Statements for a discussion of the Merger

Coronavirus Disease 2019 ("COVID-19") Impacts Since the outbreak of COVID-19, federal, state, and local governments
have 1mposed varying degrees of restrictions on businesses and the soctal activities of citizens In addition, both the Public Utihty
Commssion of Texas (the "PUCT") and the New Mexico Public Regulation Commussion (the "NMPRC") issued moratoriums
preventing utilities from disconnecting service to their customers due to nonpayment The Texas moratorium on disconnections
expired on August 31, 2020, while the New Mexico moratorium on residential customers remains tn place The Company imtiated the
process of resumption of disconnection in mud-January 2021 for Texas customers and New Mexico nonresidential customers See
Note D of Notes to Financial Statements for further details

The Company has observed a magration of energy sales from the commercial and public authority customers to the residential
customers class. Through the date of this report, the Company also expenienced decreases in its collections primanly related to its
residenttal and commercial customers Accordingly, it has increased 1ts allowance for doubtful accounts by $4 0 million as of
December 31, 2020 to take into account the estimated impact of COVID-19 The Company is continuing to monitor 1ts collection
rates and bad debt wnte-offs and will record additional allowances as appropriate The Company incurred other wncremental
operations and maintenance costs related to COVID-19 of approximately $4 0 million for the year ended December 31, 2020,
including contractors, medical claims, repairs and maintenance, matertal supplies, and rentals

Basis of Presentation The Company maintans its accounts in accordance with the accounting requirements of the FERC set
forth 1n 1ts applicable Uniform System of Accounts and pubhished accounting releases, and applies such pnnciples in its regulatory
books of account to the rate treatment as ordered by each of the Company's three regulators (the PUCT, the NMPRC, and the FERC),
which is a comprehensive basis of accounting other than GAAP

Use of Esttmates The preparation of regulatory-basis financial statements tn conformuty with regulatory accounting principles
requires management to make estimates and assumptions that affect the reported amounts of assets and liabilities and disclosure of
contingent assets and liabiliies at the date of the regulatory-basis financial statements and the reported amounts of revenues and
expenses dunng the reporting period The Company evaluates its estimates on an ongoing basts, tncluding those related to
depreciation, unbilled revenue (or "Accrued Utility Revenues"), mncome taxes, fuel costs, pension and other post-retirement
obligations and asset retirement obligations ("ARO") Actual results could differ from those estimates

Unility Plant. Utility plant 1s reported at cost, less regulatory disallowances and impairments Costs include labor, matenals,
construction overheads and allowance for funds used during construction ("AFUDC"). Depreciation 1s provided on a straight-line
basss at annual rates which will generally amortize the undepreciated cost of depreciable property over the estimated remaming hives
of the assets (ranging in average from 5 to 48 years). The average composite depreciation rate utilized in 2020 and 2019 was 2 23%
and 2 21%, respectively. When property subject to composite depreciation 1s retired or otherwise disposed of in the normal course of
busmess, its cost together with the cost of removal, less salvage 1s charged to accumulated depreciation For other property
chsposttrons, the applicable cost and accumulated depreciation 1s removed from the balance sheet accounts and a gain or loss 1s
recognized, 1f applicable Long-hived assets are reviewed for impairment whenever events or changes in circumstances indicate that
the carrying amount of an assct may not be recoverable

The cost of nuclear fuel 1s amortized to fuel expense on a units-of-production basis. The Company 1s also amortizing its share of
costs associated with on-site spent fuel storage casks at Palo Verde Generating Station ("Palo Verde") over the burn penod of the fuct
that will necessitate the use of the storage casks Sce Note E of Notes to Financial Statements for further discussion

Allowance for Funds Used During Construction and Capitalized Interest AFUDC 1s determined by applying an accrual rate to
the balance of certain Construction Work 1n Progress ("CWIP") The FERC has promulgated procedures for the computation (a
prescribed formula) of the accrual rate The average AFUDC rates used in 2020 and 2019 were $ 30% and 5 27%, respectively The
Company capitalizes mterest on nuclear fuel in accordance with the FERC Uniform System of Accounts as provided for in the FASB
guidance for regulated operations

[FERC FORM NO. 1 (ED. 12-88) Page 123 4 1
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On June 30, 2020, the FERC 1ssued an order granting a waiver request related to the existing AFUDC rate calculation beginning
March 1, 2020 through February 28, 2021. On February 23, 2021, the FERC extended the AFUDC rate waiver through September 30,
2021 The order provides a simplified approach that companies may elect to implement in order to mmimize the significant distorted
effect on the AFUDC formula resulting from increased short-term debt financing durtng COVID-19 The Company has adopted this
simplified approach to computing the AFUDC composite rate by using a simple average of the actual historical short-term debt
balances for 2019, instead of current pertod short-term debt balances, and has left all other aspects of the AFUDC formula composite
rate calculation unchanged This change had the effect of increasing the AFUDC composite rate for each period beginning n the
second quarter of 2020 Furthermore, the change in the composite rate calculation docs not impact the acec g treat for these
costs

Asset Retirement Obligations The Company comphies with FERC Order No 631, "Accounting, Financial Reporting, and Rate
Filing Requirements for Asset Retirement Obiigations,” which sets forth accounting requir for the recogmition and
measurement of habilities associated with the retirement of tangible long-lived assets Under the FERC Order No. 631, these
liabihities are recogmized as incurred if a reasonable estimate of fair value can be estabhished and are capitalized as part of the cost of
the related tangible long-lived assets The Company records the mcrease in the ARO due to the passage of time as an operating
expense (accretion expense). If the Company incurs or assumes any liabihity i retinng any asset at the end of 1ts useful hife without a
legal obligation to do so, 1t will record such retirement costs as incurred See Note F of Notes to Financial Statements for further
discussion.

Cash and Cash Equivalents. Temporary cash mvestments with an onginal maturity of three months or less are considered cash
equivalents The Company's cash and cash equivalents do not nclude amounts held in trust by the Company's Palo Verde nuclear
decommissioning trust funds ("NDT") or the penston and other post-retirement benefit trust funds

Funds in the Regulatory-Basis Balance Sheet, are reported at fair value and consist of cash and equity secunties held in the NDT
Investments 1n equity securities are measured at fair market value. Changes in fair value for equity securities are recogmzed in the
Regulatory-Basis Statement of Income, with the exception of the FERC junsdictional portion which 1s still accounted for in
Regulatory-Basis Other Comprehensive Income Debt securities are classified as "available-for-sale” secunities and, as such,
unrealized gains and losses are included in Accumulated Other Comprehensive Income ("AOCI"). However, if dechines in the fair
value of debt securities below original cost basis are determined to be other than temporary, the dechines are reported as losses in the
Regulatory-Basis Statement of Income and a new cost basis 1s established for the affected sccunties at fair value Gams and losses are
determined using the cost of the secunty based on the specific identification basis See Note K of Notes to Financial Statements for
further discussion

Investments The Company's marketable secunties, included i decommissioning trust funds that are reflected in Other Speciat .

Inventories Inventories, pnmanly parts, matenals, supplies, fuel o1l and natural gas are stated at average cost, which 1s not to
cxceed recoverable cost

Operating Revenues The Company accrues revenues for services rendered, including unbilled electric service revenues which
are reflected as Accrued Utility Revenues The Company recogmzes revenue associated with contracts with customers when
performance obhgations under the terms of the contract with the customer are satisfied Revenuc 1s measured as the amount of
consideration the Company receives tn exchange for transferring goods or providing services to the customer Taxes collected
concurrently with revenue producing activittes are excluded from revenue Accrued Utility Revenues are recorded for estimated
amounts of energy delivered mn the period following the customer's last billing cycle to the end of the reporting period Accrued
Utility Revenues are estimated based on monthly generation volumes and by applying an average revenue/kilowatt-hour ("kWh") to
the number of estimated kWhs delivered but not billed The Company recorded $25.2 mullion and $25.6 million of Accrued Unlity
Revenues as of December 31, 2020 and 2019, respectively. Sce Note C of Notes to Financial Statements for further discussion,
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The Company's Texas retail customers are billed under base rates and a fixed fuel factor approved by the PUCT The Company's
New Mexico retail customers are billed under base rates and a fuel adjustment clause that 1s adjusted monthly, as approved by the
NMPRC The Company's FERC sales for resale customer is billed under formula base rates and fuel factors and a fuel adjustment
clause that 1s adjusted monthly. The Company's recovery of fuel and purchased power expenses is subject to periodic reconciliations
of actual fuel and purchased power expenses mncurred to actual fuel revenues collected. The difference between fuel and purchased
power expenses incurred and fuel revenues charged to customers is reflected n the accompanying Regulatory-Basis Balance Sheet in
Other Regulatory Assets and Other Regulatory Liabilitics, as appropnate. See Note D of Notes to Financial Statements for further
discussion

Income Taxes. The Company accounts for fedcral and state mcome taxes under the asset and liability method of accounting for
income taxes Deferred income taxes are recogmzed for the estimated future tax consequences of "temporary differences” by applying
enacted statutory tax rates for each taxable junisdiction applicable to future years to differences between the financial statement
carrying amounts and the tax basis of existing assets and habilities Certamn temporary differences are accorded flow-through
treatment by the Company's regulators and impact the Company's effective tax rate The FASB guidance requires that rate-regulated
companies record deferred income taxes for temporary differences accorded flow-through treatment at the direction of the regulatory
commussion, The resulting deferred tax assets and labilities are recorded at the expected cash flow to be reflected 1 future rates
Because the Company's regulators have consistently permitted the recovery of tax effects previously flowed-through earmngs, the
Company has recorded regulatory labilitics and assets offsetting such deferred tax assets and habihities. The effect on deferred tax
assets and habilities of a change in tax rate is recognized in income n the period that includes the enactment date, unless those
deferred taxes will be collected from or returned to customers mn which case they are recorded as a regulatory asset or hability The
Company recognizes tax assets and habihties for uncertain tax positions in accordance with the recognition and measurement critena
of the FASB gwdance for uncertamnty 1n income taxes as modified by FERC Docket No Al07-2-000. See Note H of Notes to
Financial Statements for further discussion

The tax effects of changes in tax laws must be recogmzed m the period i which the law is enacted In accordance with FERC
Docket No AI93-5-000, deferred tax assets and liabilities are required to be measured at the enacted tax rate expected to apply when
temporary differences are to be realized or settled At the enactment of the federal legislation commonly referred to as the Tax Cuts
and Jobs Act of 2017 ("TCJA") on December 22, 2017, the Company's deferred taxes were re-measured based upon the new federal
corporate income tax rate. The decrease in deferred taxes was recorded as a regulatory hability as it wall be subject to refund to
customers and is recorded at the expected cash flow to be reflected  future rates See Note H of Notes to Financial Statements for
further discusston

Stock-Based Compensation Prior to July 29, 2020, the Company had a stock-bascd long-term incentive plan Under the FASB
gudance, the Company was required to measure the cost of employee services recetved in exchange for an award of equity
nstruments based on the grant-date fair value of the award Such costs were recognized over the peniod duning which an employee
had to provide service n exchange for the award (requisite service period), which typically was the vesting period. Compensation cost
was not recognized for anticipated forfeitures prior to vesting of equity instruments

Pension and Post-retirement Benefit Accounting See Note ) of Notes to Financial Statements for a discussion of the Company's
accounting policies for 1ts employee benefits
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Credut Losses. On January 1, 2020, the Company adopted Accounting Standards Update ("ASU") 2016-13, Fimancial
Instruments - Credit Losses (Topic 326) There was no cumulative effect adjustment at the imtial application of the new standard The
Company expects the ongoing impact of the new standard to be immatenal to s financial position and results of operattons and no
sigmficant changes i the Company's business processes and internal controls were necessary upon adoption of the new standard The
Company 1s exposed to credit losses as a result of recording customer receivables related to retail and wholesale electric sales and the
provision of transmission services to customers The allowance for doubtful accounts represents the Company's estimate of existing
accounts recervable that will ultunately be uncollectible The allowance 1s calculated by applying estimated write-off factors to
vanous classes of outstanding reccivables The write-off factors used to estimate uncollectible accounts are based upon consideration
of both historical collechons eapenence and management's best estimate of future collections success given the existing collections
environment and qualitative forecasts of future conditions During 2020, the Company performed 1ts assessment, which included
consideration of the ongoiwng mpact of COVID-19 Based on that assessment, the Company recorded a charge for anticipated
uncolicctible customer accounts Additions, deductions and balances for the allowance for doubtful accounts for the vears ended
December 31, 2020 and December 31, 2019 are as follows (in thousands)

Years Ended
December 31,
—201
Balance at beginning of year $ 1,900 $ 2,070
Additions
Increase to provision {a) 6,063 2,292
Recovery of previous write-offs 1,316 1,197
Uncollectible receivables written off (3.359) (3,659)
Baiance at end of year 5 5920 % 1900

(a) 2020 includes $3 2 milhon estimated 1mpact of COVID-19 charged to Regulatory Assets
n the Company's Regulatory-Basis Balance Sheet

Leases. The Company determines if an arrangement contains a lease and the classification of that lease at inception Operating
lease nght-of-use ("ROU") assets represent the Company's right to use an underlying asset for the lease term and operating lease
habihities represent the oblhgation to make payments under the lease ROU assets and lease liabilites are recognized at the lease
commencement date bascd on the estimated present value of the mimmum lease payments over the lease term. In determiming lease
terms, the Company considers any options to extend or terminate the lease that are reasonably certain of being exercised As the
Company's leases do not include an imphait rate, the Company uscs an estimated incremental borrowng rate, at leasc commencement,
to deternine the present value of the future lease payments In calculating the ncr ! borrowing rate, the Company takes into
consideration recent debt issuances and other data for instruments with similar charactenstics The Company's lcasc agreements do
not contain residual value guarantees or restrictive covenants For leases with lease and non-lease components, the Company has
clected to account for the consideration as a single lease component The Company has also elected not to record leases with a term of
12 months or less on the Regulatory-Basis Balance Shect The operating lease ROU assets are included as part of electric plant in
service and lease habilities are included as part of Current and Non-current Obhgation Under Capital Lease in the Company's
Regulatory-Basis Balance Sheet m accordance with FERC Docket No AI19-1-000 As of December 31, 2020, the Company does not
have any matenal operating leases

B. New Accounting Standards

The new accounting standards discussed below are 1ssued by the FASB and are to be applied to financial statements prepared in
accordance with GAAP. Differences may occur between financial statements prepared n accordance with GAAP and financial
statements prepared 1n accordance with the Umform System of Accounts when these standards are adopted

New Accounting Standards Adopted in 2020

In June 2016, thc FASB 1ssucd ASU 2016-13, Financial Instruments - Credit Losses (Topic 326) ASU 2016-13 changed how
companies measure and recogmze credit impairment for many financial assets The new expected credit loss model required
companies to immediately recognize an estimate of credit losses expected to occur over the remaining life of the financial assets that
are in the scope of the standard ASU 2016-13 was required for reporting periods beginning after December 15, 2019 ASU 2016-13
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was applied in a modified retrospective approach through a « lative-effect adjustn to retmined earnings as of the beginning of
the first reporting period 1n which the gwidance was implemented The Company adopted ASU 2016-13 on January 1, 2020, As pan
of 1ts implementation process, the Company evaluated the mmpact of the new standard, which included evaluating the smpact of
(1) ASU 2019-04, Codification Improvements to Topic 326, Financial Instruments - Credit Losses, Topic 815, Denvatives and
Hedging, and Topic 825, Financial Instruments and (1) ASU 2019-05, Financial Instruments - Credit Losses (Topic 326) Targeted
Transitton Rehief The adoption of this standard did not have a matenal 1impact or require a cumulative effect adjustment to retained
earnings. The Company anticipates the ongoing impact of ASU 2016-13 will be immaterial to the Company's financial posttion,
results of operations, and cash flows,

In August 2018, the FASB issued ASU 2018-14, Compensation — Retirement Benefits — Defined Benefit Plans
(Subtopic 715-20) ASU 2018-14 removes certain disclosures that the FASB no longer considered cost beneficial while adding certan
requirements 1dentified as relevant for employers that sponsor defined benefit pension or other postretirement plans The ASU
removes the following disclosure requirements. amounts mn AOCI cxpected to be recogmzed as components of net periodic benefit
cost over the next fiscal year, amount and timing of plan assets expected to be returned to the employer, related party disclosures
about the amount of future annual benefits covered by insurance and annuity contracts, sigmficant transactions between the employer
or related parties and the plan, and the reconcihiation of the opening balances to the closing balances of plan assets measured on a
recurring basis m Level 3 of the fair value hierarchy. The ASU also adds and clanfies the following disclosure requirements’ the
weighted-average interest crediting rates for cash balance plans and other plans with promised interest crediting rates, an explanation
of the reasons for significant gains and losses related to changes in the benefit obhgation for the period, the projected benefit
obligation ("PBO") and fair vaiue of plan assets for plans with PBOs n excess of plan assets, the accumulated benefit obligation
("ABO") and fair value of plan assets for plans with ABOs i excess of plan assets ASU 2018-14 required that the disclosure
amendmcents be applicd on a retrospective basis to all periods presented ASU 2018-14 1s effective for nonpublic entities for fiscal
years ending after December 15, 2021 However, as permutted, the Company early adopted ASU 2018-14 effective December 31,
2020 The adoption of thts ASU did not have a sigmficant impact on the Company's financial statement disclosures

New Accounting Standards to be Adopted in the Future

In December 2019, the FASB 1ssued ASU 2019-12, income Taxes (Topic 740), as part of its initiative to reduce complexity 1n
accounting standards ASU 2019-12 amends the accounting for income taxes by removing certain exceptions to the general principles
n Topic 740 The amendments also improve conststent apphication of and simplify GAAP for other areas of Toptc 740 by clarifying
and amending existing guidance ASU 2019-12 will be effecuve for fiscal years beginning after December 15, 2021 Early adoption 1s
permitted, including adoption in any mterim pertods for reporting peniods for wihich financial statements have not been made
available for 1ssuance The Company 1s currently evaluating the future impact of ASU 2019-12

C. Revenues

The following table disaggregates revenue from contracts with customers, for the years ended December 31, 2020 and 2019 (in

thousands).
2020 2019

Retail $ 799,764 $ 742,510

Wholesale 89,391 92,396

Wheeling (transmission) 24.580 22621

Total revenues from contracts with customers 913,735 857,527

Other 3715 4,467

Total operating revenues h 912,510 b 861,994

Retail, Retail contracts represent the Company’s primary revenue source The Company has determined that retail electric
service to residential, commercial and industnal, and public authority customers represents an implied daily contract with the
customer The contract 1s comprised of an obhgation to supply and distribute electncity and related capacity Revenue 1s recognized,
over tume, equal to the product of the apphcable tarff rates, as approved by the PUCT and the NMPRC, and the volume of the
electricity delivered to the customer, or through the passage of time based upon providing the service of standing ready Accrued
Utility Revenues arc recogmized at month end based on estimated monthly generation volumes and by applying an average revenue
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per kWh to the number of estimated kWhs delivered but not bitled to customers, and recorded as a receivable for the period following
the last billing cycle to the end of the reporting period Retail customers receive a ill monthly, with payment due sixteen days after
issuance.

Wholesale. Wholesale contracts primarily include forward power sales into markets outside the Company's service ternitory
when the Company has competitive generation capacity available, after meeting its regulated service obligations Pricing 1s either
fixed or based on an index rate with consideration potentially including variable components. Uncertainties regarding the variable
consideration will be resolved when the transaction price ts known at the point of delivering the energy The obligation to deliver the
electricity is sausfied over time as the customer receives and consumes the electticity Wholesale customers are invoiced monthly on

the 10th day of each month, with payment due by the 20th day of the month In the case of the sale of rencwable energy certificates,
the transaction price is allocated to the performance obligation to deliver the confirmed quantity of the certificates based on the stand
alone sejling price of each certificate Revenue 1s recognized as control of the certificates 15 transferred to the customer. The customer
15 mnvoiced upon the completed transfer of the certificates, with payment due within ten business days Wholesale also includes an
annual agreement between the Company and one of its wholesale customers, Rio Grande Electric Cooperative ("RGEC"), which
mvolves the proviston of full requirements electric service from the Company to RGEC The rates for this service are recalculated
annually and require FERC approval

Wheeling (transnussion) Wheeling involves the Company providing point-to-point transmisston service, which includes the
receipt of capacity and energy at designated pont(s) and the transfer of such capacity and cnergy to designated point(s) of delivery on
erther a firm or non-firm basis for periods of one year or less The performance obligation to provide capacity and transmit energy 1s
satisfied over time as the Company performs Transmission customers are invoiced on a monthly basis, with payment due within
twenty days of receipt of the invoice

Accounts recervable. Accounts receivable 1s principally compnsed of revenue from contracts with customers. The Company
recognizes expense for accounts that arc deemed uncollectible in operating expense The Company recognized $2 9 mullion and
$2 3 million of uncollectible expense for the years ended December 31, 2020 and 2019, respecuvely. See Note A of Notes to
Financial § t for a dis of the COVID-19 impact on the Company's uncollectible reserve

D. Regulation
General

The rates and services of the Company are regulated by incorporated municipahties n Texas, the PUCT, the NMPRC and the
FERC Mumcipal orders, ordinances and other agreements regarding rates and services adopted by Texas municipalities are subject to
review and approval by the PUCT The FERC has jurisdiction over the Company's wholesale (sales for resale) transactions,
transmission service and comphiance with federally-mandated reliability standards The decisions of the PUCT, the NMPRC and the
FERC are subject to judicial review

On June 1, 2019, the Company entered into the Merger Agreement On July 29, 2020, pursuant to the Merger Agreement,
Merger Sub merged with and into the Company, with the Company continuing as the surviving corporation n the Merger and
becoming a wholly owned subsidiary of Parent Parent 1s owned by IIF US 2, a master holding partnershmp of IF Among other
things, the Company, Parent and IIF US 2 were required to obtain certan regulatory approvals of the Merger See Note M of the
Notes to Financial Statements for further discussion of the Merger

Texas Regulatory Matters
2017 Texas Retail Rate Case Filing On February 13, 2017, the Company filed in Docket No 46831, a request for an increase in

non-fuel base revenues (the "2017 Texas Retail Rate Case") On December 18, 2017, the PUCT issued a final order in Docket
No 46831 (the "2017 PUCT Finat Order")
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The 2017 PUCT Final Order required the Company to file a refund tanff if the federal statutory income tax rate, as it relates to
the Company, was decreased before the Company files 1ts next general rate case. Following the enactment of the TCJA on
December 22, 2017, and in comphiance with the 2017 PUCT Final Order, on March 1, 2018, the Company filed with the PUCT and
each of 1ts Texas municipalities a proposed refund tanff designed to reduce base charges for Texas customers equivalent to the
expected annual decrease of $22 7 mihion in federal income tax expense resulting from the TCJA changes. The refund 1s required to
be updated annually until new base rates are implemented pursuant to the Company's next Texas rate case filing. The PUCT and each
of the Company's municipalities approved the Company's first amendment to the tax refund tariff on June 27, 2019, m Docket No
49251 with the second amendment being approved on July 6, 2020, in Docket Ne 50575 On February 22, 2021, the Company filed
with the PUCT and each of 1ts Texas municipalities an application to modify the tax refund tanff for the third tume, which does not
propose any modification to the existing tanff The filing was assigned PUCT Docket No 51826 The Company cannot predict the
outcome of this filing at this time

Texas Energy Ffficiency Cost Recovery Factor ("EECRF™). On May 1, 2020, the Company filed its annual apphcation to
establish its EECRF for 2021 with the PUCT, which was assigned PUCT Docket No. 50806 In addition to projected encrgy
efficiency costs of $4 7 mullion for 2021 and a reconciliation of collections to actual costs for the prior year, the Company requested
approval of a $1 2 million mcentive bonus for the 2019 energy efficiency program results 1n accordance with PUCT rules A final
order approving the filed settlement that resolved all 1ssues in the proceeding, including the requested incentive bonus by reducing the
recoverable energy efficiency costs by $75 thousand, was 1ssued on November §, 2020

Fuel and Purchased Power Costs. The Company's actual fuel costs, mcluding purchased power energy costs, net of the cost of
off-system sales and related shared margins, are recovered from customers through a fixed fuel factor The PUCT has adopted a fuel
cost recovery rule ("Texas Fuel Rule") that allows the Company to seek penodic adjustments to 1ts fixed fuel factor. The Company
can seek to revise 1ts fixed fuel factor based upon the approved formula at least four months afier its last revision except in the month
of December The Texas Fuel Rule requires the Company to request to refund fuel costs 1n any month when the over-recovery balance
exceeds a threshold matenal amount and when i1t expects fuel costs to continue to be matenally over-recovered The 'l exas Fuel Rule
also permuts the Company to seck to surcharge fuel under-recoverics 1in any month the balance exceeds a threshold matertal amount
and when 1t expects fuel cost recovery to continue to be materially under-recovered Fuel over- and under-recovenes are considered
material when they exceed 4% of the previous twelve months’ fuel costs All such fuel revenue and expense activities are subject to
periodic final review by the PUCT in peniodic fuel reconciliation proceedings

On Scptember 13, 2019, the Company filed a request with the PUCT, which was assigned PUCT Docket No 49960, to decrease
the Texas fixed fuel factor by approximately 12 2% to reflect decreased fuel expenses primanly related to a decrease n the price of
natural gas used to generate power On September 25, 2019, the Company's fixed fuel factor was approved by the PUCT on an
terim basis effective for the first billing cycle of the October 2019 billing month The Texas fixed fuel factor was determined to be
final on October 15, 2019, and will continue until changed by the PUCT

On November 26, 2019, the Company filed a petttion with the PUCT, which was assigned PUCT Docket No. 50292, requesting
authonity to implement, begmning on January 1, 2020, a three-month, interim fuel refund of $15 0 million 1n fuel cost over-recoveries
for the period from April 2019 through October 2019, including interest for the period from Apnl 2019 through March 2020 On
December 12, 2019, the Company's fuel refund credit was approved on an mienm basis The Company implemented the fuel refund
in customer bills beginming January 1, 2020, and completed the refund period on March 31, 2020, during which $14.0 million was
refunded On March 26, 2020, the PUCT 1ssued a final order approving the fuel refund credits

On June 16, 2020, the Company filed a pettion with the PUCT, which was assigned PUCT Docket No 50940, requesting
authority to implement, beginning on July 1, 2020, a two-month, interim fuel refund of $9 4 mmllion 1n fuel cost over-recovertes for
the period from April 2019 through August 2020, including mterest On June 29, 2020, the Company's fuel refund credit was
approved on an mterim basis, and the Company implemented the fuel refund in customer bills on July 1, 2020 A final order
approving the requested refund amount and deferning the determination of a separate refund surcharge for commumty solar customers
to another case was 1ssued on November 5, 2020 As of December 31, 2020, the Company had a net fuel under-recovery balance of
approximately $10 6 million m Texas
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Fuel Reconcihation Proceeding On September 27, 2019, the Company filed an application with the PUCT, which was assigned
PUCT Docket No 50058, to reconcile $363 0 milhon of Texas fucl and purchased power expenses incurred duning the pertod of
Apnl 1, 2016, through March 31, 2019 The Company filed a settlement agreement on January 15, 2021, that reduced the Company's
ehigible fuel-cost balance by $4 5 mithon. On January 22, 2021, the Admmistrative Law Judge ("ALJ") remanded the case to the
PUCT for a final order approving the settlement agreement and finding prudent its eligible fuel expenses The Company cannot
predict the outcome of this filing at this ime The Apnil 1, 2019, through December 31, 2020, Texas jurisdictional fuel and purchased
power costs which are subject to a future prudence review, total approximately $133 0 milhon.

Transmission Cost Recovery Facror ("TCRF") On January 25, 2019, the Company filed an application with the PUCT to
establish its TCRF, which was assigned PUCT Docket No. 49148 (the "2019 TCRF rate filing"). The 2019 TCRF rate filing was
designed to recover a requested $8 2 mitlion of Texas jurisdictional ¢ N revenue requi t that was not being recovered in
the Company's Texas base rates for tr ission-related 1nv placed n service from October 1, 2016, through September 30,
2018, net of retirements On December 16, 2019, the PUCT 1ssued a final order approving a TCRF revenue requirement of
$7 5 million with a provision for recovery of revenue relating to the period from July 30, 2019 to December 31, 2019, which
approximated $3 0 million The Company's TCRF rates became effective in customer bills begmnning January 1, 2020 On January 14,
2020, the Company filed with the PUCT a proposed surcharge in compliance with the final order issued in 2019 TCRF rate filing for
recovery of the $3.0 million related to 2019, over a peniod of 12 months beginning on Apni 1, 2020 The filing was assigned PUCT
Docket No 50256, and on February 7, 2020, the surcharge was approved through delegated authonity by a Commussion ALJ

Dustribution Cost Recovery Factor ("DCRF") On March 28, 2019, the Company filed an application with the PUCT and each
of 1ts Texas mumcipalities to establish 1ts DCRF, which was assigned PUCT Docket No 49395 (the "2019 DCRF rate filing"). The
2019 DCREF rate filing was designed to recover a requested $7 9 milhon of Texas junsdictional distribution revenue requirement that
was not being recovered in the Company's Texas base rates for distribution-related mvestments placed m service from October 1,
2016, through December 31, 2018, net of retirements On September 27, 2019, the PUCT 1ssued a final order approving a DCRF
revenue requirement of $7 8 million, and the Company's DCRF rates became effcctive m customer bills beginning October 1, 2019

On September 17, 2020, the Company filed an application with the PUCT, which was assigned Docket No 51348, 10 amend its
DCREF (the "2020 DCREF rate filing") The 2020 DCRF rate filing seeks to recover an additional $12 8 million of Texas junisdictional
revenue requirement that was not being recovered n either the cxisting DCRF or the Company's Texas basc rates for
distribution-related 1investments, net of retir , placed in service from January 1, 2019, through June 30, 2020 The parties filed
an unopposed motion on February 23, 2021, in which the parties agreed to a $0 7 miihion black box reduction to the Company's
annual revenue requirement and to aliow the Company to msttute interim rates for bills issued on or after March 1, 2021 On
ebruary 24, 2021, the ALJ granted the request for interim rates, and returned the case to the PUCT. The Company cannot predict the
outcome of this filing at this time

Newman Unit 6 Certificate of Convermence and Necessity ("CCN"). On November 22, 2019, the Company filed an apphication
with the PUCT for a CCN to own and operate a new, approximately 228 MW, natural gas-fired umt to be constructed at the
Company's Newman Power Station ("Newman") The case was assigned PUCT Docket No 50277 An ar perrmt application for
Newman Unit 6 was concurrently submitied to the Texas Commission on Environmental Quality ("TCEQ") The new unit 1s needed
to serve growth 1n customer demand, to replace older and less efficient generators that the Company plans to retire in the next several
years, and to help the Company meet its planning reserve margin On October 16, 2020, the PUCT 1ssued a final order approving the
Company's application to construct, own, and operate Newman Unit 6 The TCEQ issued a draft permut on August 26, 2020, and
1ssued a response to public comments received regarding 1ts draft permit and prehmmary decision in March 2021 The TCEQ made
no modification to its draft permit i response to the public comments recetved The Company expects to proceed with the contested
case hearing, requested by the public to determine whether the TCEQ will grant the requested arr permit to the Company, in the
second quarter of 2021

Merger Rate Credit. On March 13, 2020, the Company filed an application with the PUCT and each of its Texas municipalrties
to implement a Merger rate credit of $21.0 miltion over 36 months, which was assigned PUCT Docket No 50477, The final order that
approved the Merger in Docket No 49849 required the Company to file for approval of the Merger rate credit within 45 days after the
issuance of that final order The application was approved on June 30, 2020, and the Merger Rate Credit Factor tanff became
effective August 1, 2020, following the closing of the Merger on July 29, 2020 See Note M of the Notes to Financial Statements for a
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discussion of the Merger

COVID-19 Orders. On March 13, 2020, in response to the growing threat of COVID-19, Governor Greg Abbott 1ssued a
Declaration of State of Disaster for all counties in Texas. On March 16, 2020, the PUCT opened Docket No 50664 for Issues Related
1o the State of Disaster for the Coronavirus Disease 2019 That same day, the PUCT 1ssued an order suspending certain of its rules
related to filings and procedural requirements.

The PUCT 1ssued orders on March 26, 2020, and Apnl 17, 2020, finding that the public emergency and imperative public
necessity constitute good cause to grant exemptions to its rules related to utility authorization to disconnect service for nonpayment
and the assessment of late payment fees for delinquent bilis through May 15, 2020 In subsequent orders 1ssucd on May 14, 2020, and
July 16, 2020, the PUCT extended through August 31, 2020, the suspension of its rulc related to utihty authorization to disconnect
service for nonpayment Although both of these rule suspensions have expired, the PUCT 1n its July 16, 2020, order required that all
retail electric providers continue to offer a deferred payment plan to customers, upon request, until further order of the PUCT

The March 26, 2020, order provided regulated utihty companies regulatory certainty by authorizing the use of an accounting
mechanism and a subsequent process through which regulated utility compames may seck future recovery of expenses resulting from
the effects of COVID-19 The PUCT order authonzed electric, water, and sewer utilities to record as regulatory assets, expenses
resulting from the effects of COVID-19, including, but not limited to, nonpayment of qualified customer bulls as specified by the prior
order In future proceedings, the PUCT indicated 1t would consider whether each utility's request for recovery of these regulatory
asscts 1s reasonable and necessary

Other Required Approvais The Company has obtamned other required approvals for taniffs and other approvals required by the
Texas Public Utility Regulatory Act and the PUCT

New Mexico Regulatory Matters

2020 New Mexico Rate Case Filing Pursuant to an NMPRC order 1n Case No. 15-00109-UT, on May 29, 2020, the Company
filed its Application for Revision of Retail Electric Rates, requesting a base revenue requirement increase of $6.9 milion. The
apphcation was assigned Case No 20-00104-UT Hearings in the case ended on January 26, 2021, and a final order is expected by
June 16,2021 The Company cannot predict the outcome of this case at this tme

New Mexico Order Commencing Review of the Effects of the TCJA on Regulated New Mexico Utiities. On January 24, 2018,
the NMPRC initiated a proceeding in Case No 18-00016-UT on the mmpact of the TCJA on New Mexico rcgulated utilities On
April 4, 2018, the NMPRC issued an order requiring the Company to file a proposed mterim rate rider to adjust the Company's New
Mexico base revenues 1n amounts equivalent to the Company's reduced mcome tax expense for New Mexico customers resulting from
the TCJA, to be implemented on or before May 1, 2018. The NMPRC order further requires that the Company record and track a
regulatory liability for the excess accumulated deferred income taxes created by the change in the federal corporate income tax rate,
consistent with the effective date of the TCJA, and subject to amortization determined by the NMPRC 1n the Company's next general
rate case The Company recorded such a regulatory liabihty in 2017. On April 16, 2018, after consultation with the New Mexico
Attorney General pursuant to the NMPRC order, the Company filed an intcrim rate nder with the NMPRC with a proposed effective
date of May 1, 2018 The annuahzed credits expected to be refunded to New Mexico customers approximate $4 9 million The
Company 1mplemented the interim rate rider i customer bills beginning May 1, 2018, pursuant to the NMPRC order

Merger Rate Credu. On July 27, 2020, the Company filed an Advice Notice with the NMPRC to implement a Merger rate credit
of $8 7 million over 36 months The final order that approved the Merger in Case No 19-00234-UT required the Company to file the
Merger rate credit Advice Notice within seven days of the close of the Merger that occurred on July 29, 2020 The tanff implementing
the Merger credit became effective on August 5, 2020 See Note M of the Notes to Financial Statements for a discussion of the
Merger

Fuel and Purchased Power Costs. Pursuant to NMPRC Rule 550, fuel and purchased power costs, net of the cost of off-system
sales and related shared margins, are reconciled to actual costs on a monthly basis and recovered or refunded to customers the second
succeeding month through the New Mexico Fuel and Purchascd Power Cost Adjustment Clause ("FPPCAC"). The Company must file
an application for continucd use of its FPPCAC no more than four years from the date its last FPPCAC was continued As required,
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the Company filed a request to continue use of its FPPCAC with the NMPRC on January 5, 2018, which was assigned Case
No 18-00006-UT The NMPRC 1ssued a final order in the case on February 13, 2019, which authorized the Company to continue use
of 1its FPPCAC without change and approved the Company's reconcihation of its fuel and purchased power costs for the period
January 1, 2015, through December 31, 2016 New Mexico jurisdictional fuef and purchased power costs subject to a future prudence
review are fuel and purchased power costs from January I, 2017, through December 31, 2020, that total approximately
$138.8 milion At December 31, 2020, the Company had a net fuel under-recovery balance of approximately $2 6 milhion related to
the FPPCAC 1 New Mexico

Amendments to the New Mexico Renewable Energy Act (the "REA"). The REA requires electric utilitics to meet a Renewable
Portfolio Standard ("RPS") of twenty percent of 1ts total retail sales to New Mexico customers by 2020 Effective June 14, 2019, the
REA was amended when the New Mexico Energy Transition Act was enacted to, among other thigs (1) mncrease the RPS to forty
percent by 2025, fifty percent by 2030, and eighty percent by 2040, (11) impose a zcro-carbon standard by 2045, (in) eliminate the
reduction to the RPS requirement for sales to qualifying large non-governmental customers whose costs were capped under the REA
prior to the amendments, (iv) set a statutory reasonable cost threshold, and (v) provide cost recovery for certain undepreciated
mvestments and decommssioning costs, such as coal-fired generation, associated with generation required by the NMPRC to be
discontinued and replaced with lower or zero-carbon generation. In administening the eighty percent RPS and zero-carbon standards,
the REA requires the NMPRC to consider certain factors, including safety, rehability and rate impact to customers, On October 10,
2019, the NMPRC imtiated a rulemaking proceeding fo implement the REA amendments in Case No 19-00296-UT. The Company is
currently evaluating the impact that the REA may have on its operations Further, the Company has not determined the costs
associated with complying with the REA including potential fines that could be associated with non-compliance

New Mexico RPS. Effective January 1, 2018, pursuant to the final order in NMPRC Case No 17-00090-UT, the RPS costs for
New Mexico are recovered through a separate RPS Cost Rider and not through the FPPCAC At December 31, 2020, the Company
had a net fuel over-recovery balance related to the RPS Cost Rider of approximately $1 8 mutlion The RPS Cost Ruder is updated in
an annual NMPRC filing, including a reconciliation of the prior year's RPS costs and RPS Cost Ruider revenue On October 1, 2019, 1n
Case No 19-00099-UT, the Company filed its required application with the NMPRC for approval of its 2019 Annual Renewable Plan
and for adjustment of its RPS Cost Rider for reconciliation of 2018 costs and revenues and to recover RPS costs for 2020 Effective
January 1, 2020, the Company implemented an adjusted RPS Cost Rider reconciling 2018 RPS Cost Rider costs and revenues
pursuant to a November 18, 2019 order in Case No. 19-00099-UT On March 31, 2020, the Company filed an apphication for
approval of 1ts amended 2019 Annual Renewable Plan and 2020 Annual Renewable Plan and for adjustment of 1ts RPS Cost Rider for
reconctliatton of 2019 costs and revenue and to recover RPS costs for 2020 and 2021. The amended application includes a request for
approval for 70 MW of new solar generation purchased power agreements for energy to be delivered to New Mexico customers
beginning in 2022 On December 2, 2020, the NMPRC 1ssued a final order approving the addition of 70 MW of new renewable
generation for New Mexico, the reconciliation of 2019 RPS Cost Rider costs and revenues, and the recovery of 2021 RPS costs

FExpedited Approval for CCN (SolarStorage Project at New Mexico State University ("NMSU"J). On November 20, 2019, the
Company filed an apphcation with the NMPRC requesting a certificate of public convenience and necessity to construct, own and
operate a three-MW solar powered generation facility coupled with a one-MW battery storage system to be located on NMSU
property 1n Arrowhead Park in the Company's service territory 1n New Mexico. The Company's application also seeks approval of a
special retail rate contract between the Company and NMSU to recover the costs of the new facility and its operations from NMSU
The new faciity will be a dedicated Company-owned resource serving NMSU. This case was assigned NMPRC Case
No 19-00350-UT. The CCN and pricing contract for the new facility were approved by a final order of the NMPRC adopting the
settlement on August S, 2020, and construction on the project began in December 2020

New Mexico Efficient Use of Energy Recovery Factor ("EUERF"). On luly 2, 2018, the Company filed its required appltcation
with the NMPRC for approval of its 2019-2021 Energy Efficiency and Load Management Plan ("EE/LM Plan") and EUERF The
application was assigned Case No 18-00116-UT On March 6, 2019, the NMPRC issued a final order approving (i) the Company's
2019-2021 EE/LM Plan, with munor program modifications, (1i) the base incentive of 7 1% of program expenditures, or
approximately $0 4 million annually for 2019-2021; and (1if) the continuation of the Company's EUERF Duning 2019, the Company
recorded incentives in operating revenucs of $0.4 million related to its 2019 EE/LM Plan For the year ended December 31, 2020, the
Company recorded incentives in operating revenues of $0.4 mullion related to the 2019-2021 EE/LM Plan The Company's 2022-2024
EE/LM Plan is expected to be filed on June 1, 2021
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On May 22, 2020, the Company filed a motion to modify its 2019 EE/LM Plan to a new Residential Load Management Program
("RLMP"} for the remaining 2020 and 2021 plan years to be funded through a reallocation of the Company's approved EE/LM Plan
budgets for 2020 and 2021. An order granting the Company's motion for the new R1LMP was tssued by the NMPRC on July 22, 2020
The program 15 also bemg offered in the Company's Texas jurisdiction.

Newman Unit 6 CCN. On November 18, 2019, the Company filed an application with the NMPRC for a CCN to own and
operate a new, approximately 228 MW, natural gas-fired unit to be constructed at Newman The case was assigned NMPRC Case
No 19-00349-UT On December 16, 2020, the NMPRC issued an order rejecting the Company's requested CCN

Long-Term Purchased Power Agreement ("LTPPA") Approval. On November 18, 2019, the Company filed an application with
the NMPRC to request prior approval for three LTPPAs pursuant to NMPRC Rule 17 9 551 of the New Mexico Admimstrative Code
("Rule 551") The case was assigned NMPRC Case No. 19-00348-UT The three LTPPAs provide for the purchase of energy and
capacity from (1) a 100 MW solar plant to be constructed in Santa Teresa, New Mexico, (1) a 100 MW solar plant combmned with a
50 MW of battery energy storage to be constructed i Otero County, New Mexico; and (1ii) a 50 MW battery energy storage facility to
be constructed in Canutillo, Texas Rule 551 requires that no utility become irrevocably obligated under a LTPPA without first
obtaining the NMPRC's written approval of the agreement On Apni 22, 2020, the Hearing Examiner issucd a Recommended
Decision tn NMPRC Case No 19-00348-UT recommending NMPRC approval of the solar plant and the combined solar plant and
battery encrgy storage LTPPAs and disapproval of the battery energy storage facility LTPPA On May 13, 2020, the NMPRC
approved the Recommended Decision as filed

COVID-19 Order. On October 21, 2020, in Case No 20-00159-UT, the NMPRC 1ssued a Final Order amending NMPRC
service rules to allow the NMPRC on a temporary basis to prohtbit utilities from discontinuing residential customer utihity service
durtng the time period in which Emergency Executive Orders related to COVID-19 are n effect The service rule changes became
cffective November 10, 2020 Pursuant to the service rule changes promulgated in Case No 20-00159-UT, on February 3, 2021, n
Case No 20-00205-UT, the NMPRC issued the Order Sctung Transition Pertods and Moratoriums on Disconnections of Residential
Customer Utility Service ("Transition Peniod Order") The Transition Period Order set a 190-day transition period from February 3,
2021 through August 12, 2021 extending the moratoriums on disconnections of residential customer utility service pursuant to the
Governor's Exccutive Orders refated to the COVID-19 Pandemic

On June 24, 2020, .n NMPRC Case No 20-00069-UT, the NMPRC issued an order authorizing all pubhic utilities regulated by
the NMPRC to create regulatory assets for the accounting deferral of COVID-19 related uncollectible arrearages and other expenses
incurred duning the penod beginning March 11, 2020 through the termination of the Governor of New Mexico's Executive Orders
2020-0004 through 2020-0010 The NMPRC order does not create a presumption of reasonableness or otherwise provide any
guarantee of rate recovery of any costs or alleged lost revenues being deferred

Other Required Approvals. The Company has obtained other required approvals for taniffs and other approvals as required by
the New Mexico Public Utility Act and the NMPRC

Federal Regulatory Matters

FERC Audit. On February 6, 2019, the FERC notified the Company that it was commencing an audit intended to evaluate the
Company's comphance with (i) the approved terms, conditions, and rates of its Open Access Transmission Tariff ("OATT"), (it) the
accountmg requirements of the Uniform System of Accounts, (in) the reporting requirements of the FERC Form No 1 Annual Report
and Supplemental Form 3-Q Quarterly Financial Reports, and (1v) the regulations regarding Open Access Same-time Information
Systems The audit covered the period from January 1, 2016 to June 30, 2020 and was assigned FERC Docket No PA19-3-000. The
FERC issued its final audit rcport on January 28, 2021 The audit findings did not have a material impact to the financial statements
and disclosures of the Company The Company submtted its implementation plan to comply with the recommendations on March 1,
2021. On March 16, 2021, FERC Staff notified the Company that the implementation phase of the audit is now closed.

Other Required Approvals, The Company has obtained required approvals for rates, tanffs and other approvals as required by
the Federal Power Act and the FERC
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U.S. Department of Energy ("DOE"). The DOE regulates the Company's exports of power to Mexico pursuant to a DOE grant
of export authorization In addition, the Company 1s the holder of two presidential permits 1ssued by the DOE under which the
Company constructed and operates border crossing facilities at the U S /Mexico border

Pursuant to the Nuclear Waste Policy Act of 1982, as amended in 1987, the DOE is legally obligated to accept and dispose of all
spent nuclear fuel and other high-level radioactive waste generated by all domestic power reactors by 1998 See Note E of Notes to
Financial Statements for further discussion of spent fuel storage and disposal costs

Sales for Resale and Network Transmission Service to RGEC

The Company provides firm capacity and associated energy to the RGEC pursuant to an ongong contract with a two-year notice
to terminate provision The Company also provides network integrated transmisston service to the RGEC pursuant to the Company's
OATT The contract includes a formula-bascd rate that is updated annually to recover non-fuel generation costs and a fuel adjustment
clause designed to recover all ehigible fuel and purchased power costs allocable to the RGEC The Company's service to RGEC 1s
reguiated by FERC
E. Utility Plant, Palo Verde and Other Jointly-Owned Utility Plant

The tables below present the balance of each major class of depreciable assets at December 31, 2020 and 2019 (1n thousands)

Gross Accumulated Net
_Plant(s) =~ _Depregiation  ___Plam
Nuclear production $ 2008379 § (1,298723) $ 709,656
Steam and other 1138429  __ (336,925) 801,504
Total production 3,146,808 (1,635,648) 1,514,160 ‘
Transmission 556,774 (245,923) 310,851
Distribution 1,434,366 {411,768) 1,022,598
General 259,160 (96,690) 162,470
Intangible 119,569 {78.562) 41,007
Total $.5516677 & (24683010 § 3.048086
Gross Accumulated Net
_Plant{a) _ _Depreciation =~ ___Plant
Nuclear production $ 1972747 0§ (1,275339) $ 697408
Steam and other 1,107,426 (319.247) 788.179
Total production 3,080,173 (1,594,586) 1,485,587
Transmission 534,609 (238,445) 296,164
Distribution 1,335,690 (394,920) 960,770
General 245,589 (84,612) 160,977
Intangible 114289 (69.422) 44,867
Total $.5330330 $ Q381985 § 2948365

(a) Gross Plant excludes Capitalized Operating Leases of $5 6 mullton and $5 6 million as of December 31, 2020 and December 31,
2019

The Company owns a 15 8% interest 1n each of the three nuclear generating units and common facilities ("Common Facihities")
at Palo Verde, in Wintersburg, Arizona The utilities that share in power and energy entitiements, and bear certain allocated costs,
with respect to Palo Verde pursuant to the ANPP Participation Agreement (the “Palo Verde Participants”) include the Company and
six other utihittes Arizona Publhic Service Company ("APS"), Southern California Edison Company, Public Service Company of
New Mexico, Southern Califorma Public Power Authority, Salt River Project Agnicultural Improvement and Power District and the
Los Angeles Department of Watcr and Power
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A summary of the Company's investment 1n jointly-owned utility plant, excluding fuel mventories, at December 31, 2020 and
2019 15 as follows (in thousands).

— December31,2020
_PaloVerde ~ _ Other(a) = _ PaloVerde = _ Other(a)
Electric plant in service $ 2,008379 § 94502 $ 1,972,747 § 92,248
Accumulated depreciation (1,298,723) (69,809) (1,275,339) (70,175)
Construction work in progress 39,999 82 42,429 332
Total § 749655 $.. 24775 $__ 739837 §._ 22.605

(a) Includes three jointly-owned transmisston lines

Amortization of intangible plant (software) 1s provided on a straight-line basis over the estimated useful hfe of the asset (ranging
from 3 to 15 years) The table below presents the actual and estimated amortization expensc for intangible plant for 2019, 2020 and
the next five years (in thousands):

2019 $ 8167
2020 9,140
2021 (estimated) 8,671
2022 (estimated) 8,181
2023 (estimated) 7.447
2024 (estimated) 5,610
2025 (estimated) 3,77

Palo Verde

The operation of Palo Verde and the relationship among the Palo Verde Participants 1s governed by the Anzona Nuclear Power
Project Participation Agreement dated August 23, 1973, as amended ("ANPP Participation Agreement”) APS serves as operating
agent for Palo Verde, and under the ANPP Participation Agreement, the Company has limted ability to influence operations and costs
at Palo Verde Pursuant to the ANPP Participation Agreement, the Palo Verde Participants share costs and generating entitlements in
the same proportion as their percentage nterests in the generating units, and each participant is required to fund its share of fuel,
operations and maintenance ("O&M") expense, and capital costs. The Company’s share of direct expenses 1n Palo Verde and other
Jontly-owned utility plants is reflected in fuel expense, O&M expense, miscellancous other deductions, and taxcs other than income
taxes 1n the Company's Regulatory-Basis Statement of Income. The ANPP Participation Agreement provides that if a participant fatls
to meet its payment oblhigations, each non-defaulting participant shall pay its proportionate share of the payments owed by the
defaulting participant Because it 1s mmpracticable to predict defaulting participants, the Company cannot estimate the maximum
potential amount of future payment, if any, which could be required under this provision

Nuclear Regulatory Commussion The NRC regulates the operation of all commercial nuclear power reactors in the US,
including Palo Verde The NRC penodically conducts mnspections of nuclear facihihes and monrtors performance indicators to enable
the agency to arrive at objective conclustons about a licensee's safety performance

Palo Verde Operating Licenses. Operation of cach of the three Palo Verde units requires an operating hcense from the NRC
The NRC issued full power operating licenses for Umt 1 in June 1985, Unit 2 1in April 1986 and Umt 3 n November 1987 and 1ssued
renewed operating licenses for cach of the three units in Apnl 2011, which extended the heenses for Umits 1, 2 and 3 to June 2045,
April 2046 and November 2047, respectively
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Decommussioning. Pursuant to the ANPP Participation Agreement and federal law, the Company funds its share of the estimated
costs to decommussion Palo Verde Units 1, 2 and 3, inctuding the Common Facilities, through the term of their respective operating
licenses and 1s required to maintain a mimimum accumulation and funding level 1n 1ts decommissioning account at the end of each
annual reporting penod during the Iife of the plant. The Company has established the NDT with an independent trustee, which
enables the Company to record a current deduction for federal income tax purposes for most of the amounts funded At December 31,
2020, the NDT had a balance of $371 4 million, which 1s above 1ts rmmmum funding level The Company monitors the status of the
NDT and adjusts contributions accordingly.

Decomnussioning costs are estimated every three years based upon engineering cost studies performed by outside engineers
retained by APS In May 2020, the Palo Verde Participants approved the 2019 Palo Verde dccomnussioning study (the "2019
Study") The 2019 Study estimated that the Company must fund approximately $467 3 miilion (stated 1n 2019 dollars) to cover its
share of decommussioning costs which was a decrease i decommussioning costs of $2.3 mihon (stated 1in 2019 doltars) from the 2016
Palo Verde decommissioning study (the *2016 Study™). The effect of thus change decreased the ARO by $1 0 million, which was
recorded 1n the second quarter of 2020, and will decrease annual expenses starting in July 2020 Although the 2019 Study was based
on the latest available information, there can be no assurance that decommisstoming cost estimates will not increase n the future or
that regulatory requirements will not change. in addition, until a new low-level radioactive waste repository opens and operates for a
number of years, estimates of the cost to dispose of low-level radioactive waste are subject to uncertainty As provided in the ANPP
Participation Agreement, the Palo Verde Participants are required to conduct a new decommissioning study every three years While
the Company attempts to seck amounts 1n rates to meet 1ts decorumsstoning obligations, 1t 1s not able to conclude given the evidence
available to it now that 1t 1s probable these costs will continue to be collected over the period until decommissioning begins, which 1s
expected to be n 2044 The Company 1s ultimately responsible for these costs and its future actions combined with future decisions
from regulators will determine how successful the Company 1s m this effort

Spent Fuel and Waste Disposal. Pursuant to the Nuclear Waste Policy Act of 1982, as amended 1n 1987, the DOE 1s legally
obligated to accept and dispose of all spent nuclear fuel and other high-level radioactive waste generated by all domestic power
reactors by 1998 The DOE's obhgations are reflected in a contract for Disposal of Spent Nuclear Fuel and/or High-Level Radioactive
Waste with each nuclear power plant The DOE failed to begin accepting spent nuclear fuel by 1998 On December 19, 2012, APS,
acting on behalf of itself and the Palo Verde Participants, filed a second breach of contract lawsuit against the DOE This lawsurt
sought to recover damages incurred due to the DOE's failure to accept Palo Verde's spent nuclear fuel for the period beginning
January 1, 2007. Pursuant to the terms of the August 18, 2014 sett) t ag t, and as ded with the DOE, APS files annual
clmms for the peniod July 1 of the then-previous year to Junc 30 of the then-current year on behalf of itself and those utilines that
share in power and energy cntitlements, and bear certain allocated costs, with respect to Palo Verde based upon the ANPP
Participation Agreement dated August 23, 1973, The settlement agreement, as amended, provides APS with a method for submitting
claims and receiving recovery for costs incurred through December 31, 2022, The Company's share of costs recovered in 2019 and
2018, respectively are presented below (in thousands)

Amount Credited to
Customers through Fuel Period Credited to
_Losts Recovery Pevied = _Amount Refunded._ —Adiustment Clauses —Customers
July 2018 - June 2019 $ 2427 $ 924 April 2020
July 2017 — Junc 2018 1,604 1,005 June 2019

On November 2, 2020, APS filed a $12 2 mutlion claim for the period July 1, 2019 through June 30, 2020 The Company's share
of this claim 1s approximately $1 9 million This claim 1s pending DOE review The majonity of the reimbursement recerved by the
Company 1s expected to be credited to customers through the applicable fuel adjustment clauses
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Palo Verdc has sufficient capactty at its on-site independent spent fuel storage installation ("ISFSI") to store all of the nuclear
fuel that will be trradiated during the imitial operating license period, which ends in December 2027. Additionally, Palo Verde has
sufficient capacity at its on-stte ISFSI to store a portion of the fuel that will be uradiated duning the period of extended operation,
which ends in November 2047 If uncertainties regarding the U S government's obligation to accept and store spent fuel are not
favorably resoived, APS will evaluate alternative storage solutions that may obviate the need to expand the ISFSI to accommodate all
of the fuel that will be irradiated during the pertod of extended operation

Liability and Insurance Matters The Palo Verde Participants have insurance for public habihity resulting from nuclear energy
hazards to the full lumit of hability under federal law, which is currently at $13.8 billion This potential hability is covered by primary
bability insurance provided by commercial insurance carriers in the amount of $450 0 mellion, and the balance 1s covered by an
industry~wide retrospective assessment program. If a loss at a nuclear power plant covered by the programs exceeds the accumulated
funds in the pnimary level of protection, the Company could be assessed retrospective premium adjustments on a per incident basis
Under federal law, the maximum assessment per reactor under the program for each nuclear incident is approximately $137 6 million,
subject to an annual himit of $20 § million Based upon the Company's 15 8% mterest in the three Palo Verde umits, the Company's
maximum potential assessment per incident for all three umits 15 approxmmately $65 2 mllion, with an annual payment limitation of
approxmately $9 7 enlhon

The Palo Verde Participants mamtain $2 8 billion of "all risk" nuclear property msurance The insurance provides coverage for
property damage and decc ination at Palo Verde For covered mcidents mvolving property damage not accompanied by a release
of radioactive material, the policy's coverage linut 1s $2 3 billion The Company has also secured insurance agamst portions of any
increased cost of gencration or purchased power and business mtercuption resulting from a sudden and unforeseen outage of any of
the three units The nsurance coverage discussed 1n this and the previous paragraph 1s subject to certain policy conditions and
exclusions. A mutual insurance company whose members are utthities with nuclear facilities 1ssues these policies. If losses at any
nuclear facility covered by this mutual insurance company were to exceed the accumulated funds for these msurance programs, the
Company could be asscssed retrospective premium adjustments of up to $14 0 muilion for the current policy period.

Palo Verde Operations & Mamtenance Expense Included n "Operations and Maintenance” 1 the Company's Regulatory-Basis
Statement of Income and expenses associated with Palo Verde as follows (in thousands)

. YearsEnded Decomber3l,

N7 1| E— —2000 ..
3 92,172 $ 95,525
¥. Accounting for Asset Retirement Obligations

FERC Order No 631 affects the accounting for the decommssioning of Palo Verde and the method used to report the
decommissioning obligation The Company records ARO obligations assoctated with the decommissioning of Palo Verde and for
conditional ARO, which primarily affects the accounting for the disposal obhgations of the Company's fucl oil storage tanks, water
wells, evaporative ponds and asbestos found at the Company's gas-fired generating plants

The ARO habihity for Palo Verde 1s based upon the estimated cost of decommissioning the plant from the 2019 Study See
Note E of Notes to Financial Statements. The ARO lhabihty 1s calculated by adjusting the estimated decommussioning costs for spent
fuel storage and a profit margm and market-risk premium factor The resulting costs are escalatcd over the remaining life of the plant
and finally discounted using a credit-risk adjusted discount rate As Palo Verde approaches the end of its estimated useful life, the
difference between the ARO hability and future cutrent cost estimates will narrow over time due to the accretion of the ARO liabiiity
Because the DOE 15 obhgated to assume responsibility for the permanent disposal of spent fuel, such costs have not been included in
the ARO calculation The Company maintains six external trust funds with an independent trustec that are legally restricted to settiing
1ts ARO at Palo Verde The fair value of the funds at December 31, 2020 1s $371 4 mithon
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FERC Order No 631 requires the Company to revise its previously recorded ARO for any changes i estimated cash flows
including changes in eshmated probabilities related to timing of settlements Any changes that result 1n an upward revision to
estimated cash flows shall be treated as a new liability. Any downward revisions to the estimated cash flows result in a reduction to
the previously recorded ARO The 2019 Study resulted in a downward revision of approximately $1 0 million In the second quarter
of 2020, the Company implcmented the results of the 2019 Study and revised its ARO related to Palo Verde to decrease its estimated
cash flows from the 2016 Study to the 2019 Study. See Note E of Notes to Financial S The ptions used to calculate
the decreases to the Palo Verde ARO hability are as follows:

Credit-Risk
Escalation Adjusted
—Rates _ —Discount Rate
Original ARO liability 3.60% 9.50%
Incremental ARO hability (2010) 3.60% 620%
Incremental ARO hability (2016) 3.25% 4.34%

An analysis of the activity of the Company's total ARO lhability from January 1, 2019 through December 31, 2020, including the
effects of each year's estimate revisions, 1s presented below (1n thousands)

20; 2019
ARO liability at beginning of ygar $ 110,105 $ 101,108
Liabilities settled (75) (118)
Revisions to estimate (958) —
Accretion expense 9.847 9,115
ARO hability at end of year 8. 118919 §. 110105

The Company has transmission and distribution lines which are operated under vanous land rights agreements. Upon the
expiration of any non-perpetual land rights agrcement, the Company may have a legal obligation to remove the lines, however, the
Company has assessed the likelthood of this occurnng as remote. The majority of these agreements are perpetual or include rencwal
options that the Company routinely exercises The amount of cost of removal collected in rates for non-legal hiabilities has not been
material
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G. Long-Term Debt, Financing Obligations and Capital Lease Obligations
Outstandng long-term debt, financing obligations and capital lease obligations, are as follows
_December 31,
202
{In thousands)
Bonds (Account 221):
Pollution Control Bonds (1)
3.60% 2009 Series A refunding bonds, due 2040 (3.82% effective interest rate)  § 63,500 $ 63,500
3 60% 2009 Series B refunding bonds, due 2040 (3.84% effective interest rate) 37,100 37,100
4.50% 2012 Series A refunding bonds, due 2042 (4.63% effective interest rate) 59.235 59,235
Total Bonds Account 221 159,835 159.835
Other Long-Term Debt {Accounts 224, 225, and 226):
Senior Notes (2)
Senior Notes Public:
3 30% Senior Notes, net of discount, due 2022 (3 43% effective interest rate) 150,000 150,000
6 00% Senior Notes, net of discount, due 2035 (6 58% effective interest rate) 400,000 400,000
7 50% Scnior Notes, net of discount, due 2038 (7 67% effective interest rate) 150,000 150,000
5.00% Senior Notes, net of premium, due 2044 (4.93% effective interest rate) 300,000 300,000
Senior Notes Private Placement
4,22% Senior Notes, net of discount, due 2028 (4.31% effective interest rate) 125.000 125,000
Total Other Long-Term Debt Account 224 1,125,000 1,125,000
Unamortized Premium on Long-Term Debt Account 225 6,411 6,551
Unamortized Discount on Long-Term Debt Account 226 (3.228) (3.367)
Total Long-Term Debt S 1288018 £ 1288019
Obligations Under Capital Lease ~ Noncurrent (Account 227):
4.07% Senior Guaranteed Notes, due 2025 (4.18% effective interest rate) (3) 5 65,000 § 65,000
Capitalized Operating Leases (4) 4,654 5.094
Total Capital Leaseé Obligations Noncurrent Account 227 3 £9.654. % 76094
Obligations Under Capital Lease — Current (Account 243):
Revolving Credit Facility (5) $ 72,260 $ 31,657
5 04% Sentor Notes, Series C, due 2020 (5 16% effective interest rate) (3) — 45,000
Capitalized Operating Leases (4) 498 513
Total Capital Lease Obligations Current Account 243 S 2758 $ 77170
(1) Poliution Control Bonds ("PCBs")
The Company has three senes of tax exempt unsecured PCBs in aggregate principal amount of $159 8 million as of
December 31, 2020. The 2012 Senes A PCBs have a fixed mterest rate of 4 50% per annum until maturity on August 1, 2042,
The 2012 Series A PCBs are subject to optional redemption at a redemption price of par on or after August 1, 2022 The 2009
Series A and the 2009 Senes B PCBs have a fixed mterest rate of 3 60% per annum until matunty on February 1, 2040 and
April 1, 2040, respectively The 2009 Senies A and the 2009 Series B PCBs are subject to optional redemption at a redemption
price of par on or after June 1, 2029
(2) Semor Notes
The Senior Notes are unsecured obligations of the Company. The Senior Notes werc 1ssued under agreements with contractual
covenants that provide limitations on the Company's ability 1o enter mto certain transactions The 6 00% Senior Notes have an
aggregate principal amount of $400 0 million and were issued 1n May 2005 The Company amortizes the loss associated with a
cash flow hedge recorded in AOCI to camings as interest expense over the hfe of the 6 00% Semor Notes See Note K of Notes
{FERC FORM NO. 1 (ED. 12-88) Page 123 20 ]
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3)

4)

(5)

to Financial Statements This amortization 1s inciuded in the effective interest rate of the 6 00% Senior Notes

The 7 50% Semor Notes due 2038 have an aggregate principal amount of $150.0 million and were issued in June 2008. The
3 30% Senior Notes due 2022 have an aggregate principal amount of $150 0 million and were issued m December 2012

In December 2014, the Company 1ssued 5 00% Semor Notes with an aggregate principal amount of $150 0 mion In March
2016, the Company 1ssued additional 5 00% Senior Notes with an aggregate principal amount of $150.0 milhon After the
March 2016 1ssuance, the Company's 500% Semor Notes duc 2044 have an aggregate principal balance amount of
$300 0 rmihion

The 4 22% Sentor Notes 1ssued i June 2018 have an aggregate principal amount of $125 0 million and are due on August i5,
2028 The Company pays interest on the notes sems-annually on February 15 and August i5 of each year until maturity,
beginming on February 15, 2019. The Company may redeem the notes, in whole or in part, at any ume at a redemption price
equal to 100% of the principal amount to be redeemed together with the interest on such principal amount accrued to the date of
redemption, plus a make-whole amount based on the prevailing market intercst rates. The issuance and sale of these senior notes
was made in rebance on a private placement excmption from the registration provisions of the Sccurities Act of 1933, as
amended (the "Sccurities Act")

RGRT Senior Notes

In 2010, the Company and the Rio Grande Resources Trust 11 ("RGRT"), a Texas grantor trust through which the Company
finances its portion of fuel for Palo Verde, entered into a note purchase agreement with various institutional purchasers Under
the terms of the agreement, RGRT 1ssued and sold to the purchasers $110.0 million aggregate pnncipal amount of Senior Notes
("RGRT Notes") In August 2015, 2017 and 2020, $15 0 million, $50 0 million, and $45.0 million of the RGRT Notes,
respectively, matured and were paid with borrowings from the Company's Revolving Credit Facility ("RCF")

In 2018, the RGRT and the Company entered into a note purchase agreement with scveral institutiona! purchasers under which
the RGRT 1ssued and sold $65 0 million aggregate principal amount of 4 07% Scmior Guaranteed Notes due August 15, 2025
("RGRT Senior Notes") The Company guaranteed the payment of principal and interest on the RGRT Senior Notes RGRT's
assets, habilities and operations are consolidated in the Company's regulatory-basis financial statements and the RGRT Semor
Notes are included as obligations under capital lease of nuclear fucl on the Regulatory-Basis Balance Sheet The issuance and
safe of the RGRT Semior Notes was made tn reliance on a private placement exemption from the registration provisions of the
Securities Act

RGRT pays interest on the Sentor Notes on February 15 and August 15 of each year until maturity, beginming on February 15,
2019 RGRT may redeem the Sentor Notes, in whole or in part, at any time at a redemption price equal to 100% of the principal
amount to be redeemed together with the interest on such principal amount accrued to the date of redemption, plus a
make-whole amount based on the prevailing market interest rates

Capitahzed Operating Leases
See Note A of Notes to Financial Statements “Leases” section for further discussion.
Revolving Credit Facihty

In 2018, the Company and The Bank of New York Mellon Trust Company, N A, as trustee of the RGRT, entcred into a third
amended and restated credit agr ("RCF Ag t") with MUFG Union Bank, N A, as admimstrative agent and as
syndication agent, various issuing banks and lending banks party thereto Under the terms of the RCF Agreement, the Company
has available a $350.0 milhon RCF with a $50 0 million subfacility for the 1ssuance of letters of credit, and the Company
extended the term of the Company's existing $350 0 million revolving credit agreement to September 13, 2023 On March 20,
2020, the Company exercised 1ts option to extend the matunity of the RCF by one year to September 13, 2024 ("Matunty Date")
and to increase the borrowing commitments under the RCF by $50.0 million to $400.0 million The Company has the option to
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extend the faciity by one additional year to September 2025 upon the satisfaction of certain conditions set forth in the RCF
Agreement, including requistte fender approval

The RCF Agreement provides that amounts borrowed by the Company may be used for, among other things, working captal
and general corporate purposes Any amounts borrowed by the RGRT may be used, among other things, to finance the
acquisition and cost to process nuclear fuel Amounts borrowed by the RGRT are guaranieed by the Company and the balance
borrowed under the RCF Agreement is recorded as a capital lease of nuclear fuel on thc Regulatory-Basis Balance Sheet.
Quarterly lease payments are made based upon units of heat production used by the plant The RCF Agreement 15 unsecured As
of December 31, 2020, the total amount borrowed by the RGRT was $72.3 miilion for nuclear fuel under the RCF As of
December 31, 2020, $121 0 million of borrowings were outstanding under the RCF for working capital and general corporate
purposes The werghted average interest rate on the RCF was 1 4% as of December 31, 2020, with an additional $207 6 million
available to borrow

The Merger constituted a "Change mn Control” under the RCF and would have resulted 1n an event of default under the RCF
absent a waiver from the lenders On August 9, 2019, the lenders under the RCF agreed to waive any default or event of default
that would occur as a result of the Merger

As of December 31, 2020, the principal amount of scheduled matunties for the next five years of long-term debt are as follows
(1n thousands)’

2021 $ —
2022 150,000
2023 -
2024 —
2025 65,000

Pursuant to the Company's debt agrecments, the Company 1s required to comply with various covenants and restrictions,
including a total debt to capitalization ratio as required by each onc of the Company's and RGRT's private placement debt scourities
and the RCF The Company is in compliance with all of 1is debt covenants and restrictions

H. Income Taxes

The tax effects of temporary differences that give nise to sigmficant portions of the deferred tax assets and liabilities at
December 31, 2020 and 2019 are presented below (in thousands)

December 31,
2020 2019
Deferred tax assets:
Plant, principally due to capitalized costs 3 41,932 $ 38,310
Benefit of tax loss carry forwards 1,561 —_—
Pensions and benefits 28,129 33,456
Regulatory liabilities refated to income taxes 66,763 66,824
Asset retirement obligations 25,436 23,239
Other 14,461 16.124
Total gross deferred fax asscts 178282 177,953
Deferred tax liabilities:
Plant, principally related to depreciation and basis differences (445,144) (435,525)
Regulatory assets related to income taxes (36,707) (37,509)
Decommisstoning (48,872) (41,164)
Other (11,235) (7.962)
Total gross deferred tax habilities (541.958) (522.160)
Net accumulated deferred income taxes S (363676 %....(34420N
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As of December 31, 2020, the Company had fully utilized all alternative mimmum tax credit carryforwards, and had
$0 9 mullion in federal and $0 4 mullion of state tax loss carryforwards Net operating losses ("NOL") ansing 1n tax years ending after
2017 cannot be carried back, but can be camed forward indefimtely The use of NOLs generated after 2017 to offset taxable income
1s limited to 80% of taxable income Based on the average annual earnings before taxes for the prior two years, and excluding the
cffects of unusual or infrequent stems, the Company believes that the deferred tax assets will be fully realized.

The Company recognized tncome tax expense for 2020 and 2019 as follows (in thousands)

2020 2019
Income tax expense:

Federal
Current $ 5,224 $ 4,850
Deferred 17,428 28,070
Investment tax credit (1.620) (1,620)
Total federal income tax 21,032 31,300
State:
Current 1,207 2,031
Deferred 576 .971)
Total state iIncome tax 1,783 960
Total income tax expense S 22.813. S 32260
Effective income tax rate 22.6% 20.7%
Federal income tax provisions differ from amounts computed by applying the statutory federal income tax rate of 21% for all ‘
penods to book income before federal income tax as follows (1n thousands)
Deg 31
—20
Federal income tax expense computed on income at statutory rate $ 21,178 8 32,755
Difference due to
State income taxes (federal effect) (3749 (202)
Investment tax credit, net of deferred taxes (1,280) (1,280)
Alowance for equity funds used during construction 434 455
Amortization for excess deferred taxes 952 953
Amortization of regulatory assets and liabilitics (340) (340)
Permanent tax differences 462 (1,041)
Total federal income tax expense $ 21032 % 31,300

The Company files income tax returns in the U.S. federal junsdiction and mn the states of Texas, New Mexico and Arizona The
Company is no longer subject to tax examation by the taxmg authonties in the federal, Anizona and New Mexico junisdictions for
years pror to 2016

The FASB gutdance prescribes a recogmtion threshold and measurement attribute for the financial statement recognition and
measurement of a tax position taken or expected to be taken in a tax return, There were no changes to the recogmzed tax positions for
the years ended December 31, 2020 and 2019

The Company recogmzes m interest and penaity expense accounts, interest and penalties related to tax benefits that arc
uncertam For the years ended December 31, 2020 and 2019, the Company recognized a tax benefit of $0 4 million and tax expense of
$0 2 million, respectively The Company had approximately $1 0 million and $1 4 million accrued for the payment of interest and
penalties at December 31, 2020 and 2019, respectively.
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L Commitments, Contingencies and Uncertainties
Litigation

The Company 1s mvolved in vanous legal, environmental, tax and regulatory proceedings before various courts, regulatory
commussions and governmental agencies regarding matters ansing in the ordinary course of business In many of these matters, the
Company has excess casualty lability insurance that covers the various claims, actions and complants The Company regularly
analyzes current information and, as necessary, makes provisions in 1ts regulatory-basis financial statements for probable liabilities for
the eventual disposition of these matters While the outcome of these matters cannot be predicted with certainty, based upon a review
of the matters and applicable insurance coverage, the Company believes that none of these matters will have a matenal adverse effect
on the financial position, results of operations or cash flows of the Company The Company cxpenses legal costs, including expenses
related to loss contingencies, as they are incurred

Power Purchase and Sale Contracts

To supplement 1ts own generation and operating reserve requircments and to meet its RPS requirements, the Company cngages
in power purchase arrangements that may vary n duration and amount based on an evaluation of the Company's resource needs, the
coonomics of the transactions and specific RPS requirements On November 18, 2019, the Company filed for regulatory approval
with the NMPRC for power purchase agreements relating to both solar and battery storage resources as a result of the Company's
2017 All Source Request for Proposal for Electric Power Supply and Load Management Resources The two power purchase
agreements approved by the NMPRC nclude (1) a 100 MW solar plant to be constructed i Santa Teresa, New Mexico, and (1) a
100 MW solar plant combined with a 50 MW battery energy storage to be constructed in Otero County, New Mexico On March 31,
2020 the Company filed for regulatory approval with the NMPRC for two additional power purchase agreements related to meeting
RPS requirements 1n New Mexico These two additional power purchase agrecments were approved by the NMPRC on December 2,
2020 and include. (i)a 50 MW solar plant to be constructed 1n Santa Tcresa, New Mexico and (15) a 20 MW solar plant to be
constructed 1n Otero County, New Mexico See Note D of Notes to Financial Statements for further discussion The Company has
entered into the following sigmficant agreements with various counterparties for the purchase and sale of clectricity’

Commercial
Operation
Tyye of Contract Counterparty . Quantity Terms

Power Purchase and Sale Agreement Freeport 25MW D hes 2008 through D ber 2021 N/A
Power Purchase and Sale Agreement Freeport 100 MW June 2006 through December 2021 N/A
Power Purchase Agreement Haich Sofar Encrgy Center I, LLC SMW July 2011 through July 2036 July 2011
Power Purchase Agreement Solar Roadrunner, LLC 20 MW August 2011 through August 203! August 2011
Power Purchase Agreement SunE EPE], LLC 10 MW June 2012 through Junc 2037 June 2012
Power Purchase Agreement SunE EPE2, LLC 12 MW May 2012 through May 2037 May 2012
Power Purchase Agreoment Macho Spnags Solar, LLC 50 MW May 2014 through May 2034 May 2014
Power Purchase Agreement Newman Solar LL.C 10 MW D ber 2014 through D ber 2044 December 2014
Power Purchase Agreement Buena Vista Bnergy Center, LLC 150MW  Twenty years from Ci i Op Anticipated May 1, 2022
Power Purchase Agreement Hecate Energy Santa Teresa, LLC 100 MW Twenty years from C: 1 Op A pated May 1, 2022
Power Purchase Agreement Buena Vista Energy Center ILLLC  20MW  Twenty years from C: ial Op A d May 1, 2022
Power Purchase Agreement Hecate Energy Santa Teresa 2, LLC 50 MW Twenty years from C I Op A d May 1, 2022

The Company has a firm 100 MW Power Purchase and Sale Agreement ("Power Purchase and Sale Agreement”) with
Freeport-McMoRan Copper & Gold Energy Services LLC ("Freeport™) that provides for Freeport to defiver energy to the Company
from the Luna Energy Facility (a natural gas-fired combined cycle gencration facihity located in Luna County, New Mexico) and for
the Company to deliver a Itkc amount of energy at Greenlee, Arizona The Company may purchase the quantities noted in the table
above at a spectfied price at times when encrgy 1s not exchanged under the Power Purchase and Sale Agreement. The agreement was
approved by the FERC and will continue through an imtial term ending December 31, 2021, with subsequent rollovers untsl
terminated Upon mutual agreement, the Power Purchasc and Sale Agreement allows the parties to increase the amount of energy that

1s purchased and sold under the agreement The parties have agreed to increase the amount up to 125 MW through December 2021
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The Company has entered into several power purchase agreements to help meet its RPS requrements Namely, the Company
has a 25-year purchase power agreement with Hatch Solar Energy Center I, LLC to purchase all of the output from a solar
photovoltaic plant located in southern New Mexico, which began commercial operation i July 2011, In Junc 2015, the Company
entered mto a consent agreement with Hatch Solar Energy Center 1, LLC to prowide for additional or replacement photovoltaic
moduies The Company also entered into a 20-year contract with Solar Roadrunner, LLC, a subsidiary of Global Infrastructure
Partners, (formerly known as NRG Solar Roadrunner LLC) to purchase all of the output of a solar photovoltaic plant built in southern
New Mexico, which began commercial operation in August 2011 In addition, the Company has 25-ycar purchase power agreements
to purchase all of the output of two additional solar photovoltaic plants located 1n southern New Mexico, SunE EPE1, LLC and SunE
EPE2, LLC, which began commercial operation in June 2012 and May 2012, respectively In September 2017, Longroad Solar
Portfolio Holdings, LL.C purchased SunE EPE1, LLC, and in October 2017, Silicon Ranch Corporation purchased SunE EPE2, LLC
with the Company's consent per the terms of both power purchase agreements

The Company has a 20-ycar power purchase agreement with Macho Springs Solar, LL.C to purchase the entire generation output
delivered from the 50 MW Macho Spnings solar photovoltaic plant located 1n Luna County, New Mexico, which began commercial
operation 1n May 2014 Additionally, the Company has a 30-year power purchase agreement with Newman Solar LLC to purchase the
total output of approximately 10 MW from a solar photovoltaic plant on land subleased from the Company 1n proximity to Newman
Ths solar photovoltaic plant began commercial operation 1n December 2014

The Company also entered into four other purchase power agrecments (1) a 20-year power purchase agreement with Buena
Vista Energy Center, LLC to purchase up to 100 MW plus up to 50 MW of battery storage from the Buena Vista Energy solar
photovoltaic plant located n Otero County, New Mexico, (n) a 20-year purchase power agreement with Hecate Energy Santa Teresa
to purchase up to 100 MW from the Hecate photovoltaic plant located 1 Santa Teresa, New Mexico, (11i) a 20-year power purchase
agreement with Buena Vista Energy Center I1, LI.C to purchase up to 20 MW from the Buena Vista Energy 11, LLC photovoltaic
plant located in Otero County, New Mexico, and (1v) a 20-year power purchase agreement with Hecate Encrgy Santa Teresa 2 LLC to
purchase up to 50 MW from the Hecate Energy Santa Teresa 2 LLC photovoltaic plant located 1n Santa Teresa, New Mexico All four
of the factlities arc anticipated to begin commercial operation by May 1, 2022

Environmental Matters

The Company 1s subject to extensive laws, regulations and permit requirements with respect to air and greenhouse gas ("GHG")
emissions, water discharges, soil and water quality, waste management and disposal, natural resources and other environmental
matters by federal, state, regional, tnibal and local authorities Failure to comply with such laws, regulations and requirements can
result in actions by authonties or other third parties that might seek to impose on the Company administrative, civil and/or criminal
penalties or other sanctions In addition, releases of pollutants or contaminants mto the environment can result in costly cleanup
habihities These laws, regulations and requirements are subject to change through modification or remnterpretation, or the introduction
of new laws and regulations and, as a result, the Company may face additional capital and operating costs to comply

National Ambient Air Quality Standards ("NAAQS") Under the U S Clean Air Act ("CAA"), the U S Environmental Protection
Agency ("EPA") sets NAAQS for six criteria pollutants considered harmful to pubhic health and the environment, including
particulate matter, mitrogen oxide, carbon monoxide, ozone and sulfur dioxide In June 2018, the EPA designated £l Paso County,
Texas, as “attainment/unclassifiable” under the 2015 ozone NAAQS and designated a section of southern Dofia Ana County,
New Mexico, as "nonattainment.” In August 2018, a petition for review was filed by the City of Sunland Park, New Mexico in the
U 8. Court of Appeals for the District of Columbra Circuit ("D C Circwit"), specifically chalienging the "attai t/unclassifiable”
designation of El Paso County, Texas In July 2020, the D C Circuit 1ssued a decision granting the EPA a voluntary remand without
vacatur for the El Paso designation Pending further agency action, El Paso's attamnment/unclassifiable designation remams m place In
response to the remand, EPA could erther retain the current attainment/unclassifiable designation for El Paso or change 1t to another
designation such as "nonattainment "
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States, including New Mexico, that contam any areas designated as nonattainment are required to complete development of
mmplementation plans The exact attainment date by which nonattainment areas will be required to meet the primary (health) standard
will vary based on the ozone level in the area The Company continues to evaluate what impact these final and proposed NAAQS
could have on its operations If the Company 1s required to install additional cquipment to control emissions at its facilities, the
NAAQS, mdividually or in the aggregate, could have a matenal impact on 1ts operations and financial results

Climate Change. The federal government has considered, proposed and/or finalized legislation or regulations to address chmate
change and imit GHG emussions, including carbon dioxide In particular, the Biden Administration m January 2021, 1ssued an
Executive Order broadly addressmg means to tackle climate change, including the proposition of decarbonizing the power sector by
2035

Internayonally, the United Nations Framework Convention on Chimate Change finahized an agrecment among 195 nations at the
21st Conference of the Parties i Pans with an overarching goal of preventing global temperatures from nising more than 2 degrees
Celsius (the "Pans Agreement") The Pans Agreement includes provisions requining every country to lower enussions, but there are
no requirements specifying how or by what amount emissions should be lowered In January 2021, the U S committed to rejotming
the Pans Agreement

New legislation, regulations or international agreements could result n increased costs to operate and maintain our factiities,
capital expenditures to nstall new emussion controls at our facilitics, and costs to admimster and manage any potentral GHG
emissions or carbon trading or tax programs These costs and caprtal expenditures could be matenal The potential impact of the Parnis
Agreement, GHG regulations, and chmate imtiatives on the Company is unknown at this time, but could result m signtficant costs,
hrmutations on operating hours, and/or changes in construction schedules for future generating umts

Union Matters

The Company employs approximately 1,200 individuals, about 38% of which are covered by a collective bargaiing agreement
The International Brotherhood of Electrical Workers Local 960 ("Local 960") represents the Company's employees working primarily
in power gencration, transmussion and distribution, communications, matenal services, fleet services, facilities services, customer
scrvices and meter reading, and field services. On October 15, 2019, the Company reached agreement on the terms of a new collective
bargaimng agreement with Local 960, to be effective September 3, 2019, for a four-year term ending September 3, 2023 The
agrecment provides for pay mcreases for bargaiming unit employees of 3 25% on September 3, 2019, 3 00% on September 3, 2020,
3 00% on September 3, 2021, and 3 20% on September 3, 2022.

Franchises

The Company operates under franchise agreements with several cities in 1ts service terntory, including one with El Paso, Texas,
the largest city 1t serves The franchise agreement allows the Company to utilize public rights-of-way necessary to serve its customers
within El Paso Pursuant to the El Paso franchise agreement, the Company pays to the City of El Paso, on a quarterly bass, a fee
equal to 500% of gross revenues the Company receives for the generation, transmission and distiibution of electrical energy and
other services within the city The Company sought approval from the City of El Paso on September 20, 2019 for a deemed
assignment of the franchise agreement as a result of the Merger, which approval was granted on February 4, 2020 The El Paso
franchise agreement 1s set to expire on July 31, 2060

The Company does not have a wrtten franchise agreement with Las Cruces, New Mexico, the second largest city 1n its service
terntory. The Company utilizes public rights-of-way necessary to scrvice 1ts customers within Las Cruces under an inplied franchise
pursuant 1o state law by satisfying all obligations under the franchise agreement that expired on April 30, 2009 The Company pays
the City of Las Cruces a franchise fee of 2 00% of gross revenues the Company receives from services within the City of Las Cruces

The Company also maintains franchise agreements with other mumcipalities, and applicable counties, within its service
terntorics
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Significant Customers - Military Instatlations

The Company serves Holloman Air Force Base ("HAFB"), White Sands Missile Range ("White Sands") and Fort Bliss U S
Army Post ("Fort Bliss") These miltary installations represent approximately 2.6% of the Company's annual retatl revenues n 2020
In July 2014, the Company signed an agreement with Fort Bliss under which Fort Bliss takes retail electric service from the Company
under the apphcable Texas tanffs The Company serves White Sands under the applicable New Mexico tanffs In August 2016, the
Company signed a contract with HAFB under which the Company provides retail electric service and himited wheehing services to
HAFB under the applicable New Mexico tariffs Pursuant to the contract, HAFB purchases the full output of a Company-owned
5-MW solar facility. HAFB's other power requirements are provided under the apphicable New Mexico tariffs with limited wheeling
services under the contract

J. Employee Benefits

The Company early adopted ASU 2018-14, Compensation — Retirement Benefits — Defined Benefit Plans (Subtopic 715-20)
effecttve December 31, 2020 The adoption did not have a sigmficant impact on the Company's financial statement disclosures See
Note B of Notes to Financial Statements for further discussion

The Company adopted ASU 2017-07, Compensation-Retirement Benefits, effective January 1, 2018 for GAAP purposes The
Company records all components of net periodic pension cost as an operating expense in its regulatory-basis financial statements and
has elected to conform to the GA AP capitalization policy, which 1s that only the service cost component is eligible for capitahization

The cumulative impact of the change 1n capitalization policy, effective January I, 2018, resulted in additional capitahized
benefits cost of $8 4 million as of December 31, 2020 This will increase rate base in the future, while lowering cost of service by an
offsetting amount As the assets impacted by the change in rate base are depreciated over their useful life, rate base will decrease,
offsct by an increase m cost of service duc to hgher depreciation expense While the Company believes that its Texas and
New Mexico regulators are likely to accept the change in policy allowed by the FERC, the outcome of future rate proceedings in the
Company's Texas and New Mexico junisdictions relative to this change cannot be predicted at this time In the event that one or both
of the Company's regulatory junsdictions reject the new caprtalization policy in the next rate casc proceeding, the Company would
Tikely be required to record a regulatory hability and reconcile the capitahzed differences between GAAP and regulatory-basis
financial statcments

Retirement Plans

The Company's Retirement Income Plan ("Retirement Plan") 1s a qualified noncontributory defined benefit plan Upon
retirement or death of a vested plan participant, assets of the Retirement Plan are used to pay benefit obligations under the Retirement
Plan Contributions from the Company are based on various factors, such as the minimum funding amounts required by the U S
Internal Revenue Service, state and federal regulatory requirements, amounts requested from customers 1n the Company's Texas and
New Mexico junisdictions, and the annuai net periodic benefit cost of the Retirement Plan, as actuarially caiculated The assets of the
Retirement Plan are pnimarily invested 1n common collective trusts which hold equity securities, debt securities and cash equivalents
and arc managed by a professional investment manager appomnted by the Company

The Company has two non-qualified retirement plans that are non-funded defined benefit plans The Company's Supplemental
Retirement Plan covers certain former employees and directors of the Company The Excess Benefit Plan was adopted m 2004 and
covers certain active and former employces of the Company The net penodic benefit cost for the non-qualified retirement plans are
based on substantially the same actuarial methods and economic assumptions as those used for the Retirement Plan.

‘The Retirement Plan was amended effective April 1, 2014 to offer a cash balance pension benefit as an alternative to its existing
final average pay pension benefit for employees hired prior to January 1, 2014 Employees hired after January 1, 2014 are
automatically enrolled in the cash balance pension benefit
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Prior to December 31, 2013, employees who completed one year of service with the Company and worked at least a minimum
number of hours each year were covered by the final average pay formula of the plan For participants that coatinue to be covered by
the final average pay formula, retirement benefits are based on the employee's final average pay and years of service The cash
balance pension benefit covers employees beginning on their employment commencement date or re-employment commencement
date Retirement benefits under the cash balance pension benefit are based on the employee's cash balance account, consisting of pay
credits and interest credits

The obligations and funded status of the plans are presented below (in thousands)

December 31,
2019
Retirement Non-Qualified Retirement Non-Qualified
Income Retirement Income Retirement
Pian Plang Plan Plans
Change in projected benefit obligation:
Benefit obligation at end of prior year $ 398,107 § 27,821 $ 335496 $ 26,719
Service cost 2,303 273 8,127 415
Interest cost 11,517 775 13,451 1,003
Actuarial loss 39,537 4,160 56,988 1,624
Benefits pad (16,450) (2.054) (15.955) (1.940)
Benefit obligation at end of year 442,014 30975 398,107 27.821
Change in plan assets:
Fair value of plan assets at end of prior year 327,152 —_— 272,803 —_—
Actual return on plan assets 59,651 — 64,368 —
Employer contribution 7,300 2,054 7,300 1,940
Benefits paid (16,450) (2,054) (15,955) (1,940)
Administrative and investment expenses —(2.326) o (1,364) —
Fair value of plan assets at cnd of year 375327 — 327,152 —
Funded status at end of year f(00087) §£..030975) £ (70955 $ __ QI8D
Amounts recognized in the Company's Regulatory-Basis Balance Sheet consist of the following (in thousands)
December 3,
2019
Retirement Non-Qualified Retirement Non-Qualified
Income Retirement Income Retirement
Plan Plans Plan____ Plans
Current liabilities $ — 3 2,043) 8§ - % (2,031)
Noncurrent liabiliies (66.687) (28.932) (70.955) (25,790)
Total B (060087) $..430975) {...010935) .. .Q781
The accumulated benefit obligation 11 excess of plan asscts 1s as follows (in thousands)
December 31,
2020 2019
Retirement Nen-Quahfied Retirement Non-Qualified
Income Retirement Income Retirement
—Ban____ __Plams__ __ Pl __Plans
Projected benefit obligation $ (442014) $ (30975) $ (398107) § (27,821
Accumulated benefit obligation (403,882) (29.198) (364,941) (26,413)
Fair value of plan assets 375,327 — 327,152 —
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Pre-tax amounts recognized in AOCI consist of the following (i thousands).

Years Ended December 31,

2020 2019
Retirement Non-Qualified Retirement Non-Qualified
Income Retirement Income Retirement
e blan__ . __Plans . ___Plan__  ___FPlans
Net loss $ 116595 $ 13,380 $ 121622 § 10,153
Prior service benefit (10.008) 29) (13.475) (68)
Tota} $.106587 §.. 13351 S 108147 §&.__10Q8S

The plan's actuarial losses were due to the actuarial transition, changes in assumptions for the year ended 2020, and
demographic experience different from that which was assumed There were also actuanal gains due to actual investment return being
different from that assumed during the year ended 2019 Significant reasons for these changes include the following: (1) the actual
return on the fair value of plan assets since the prior measurement date was greater than assumed, which improved the funded position
and (i1) the single equivalent discount rate used to measure accumulated and projected benefit obligation decreased sigmficantly
compared to the year ended December 31, 2019, which decrcased the funding position of the plan

The following are the weighted-average actuanal assumptions used to determine the benefit obligations

December 3],
2029 2010
Non-Qualified Non-Qualified
Retirement  Supplemental Excess Retirement  Supplemental Excess
Income Retirement Benefit Income Retirement Benefit
~Flan.__ ___Plan__ _Plan__ __Plan _ __Plaa__ __Plan_
Discount rate 2.66% 2.05% 2.65% 3.32% 287% 3.31%
Rate of compensation increase 4.5% N/A 4 5% 4 5% N/A 45%

The Company reassesses various actuarial assumptions at least on an annual basis The discount rate 1s reviewed and updated at
each measurement date. The discount rate used to measure the fiscal year end obligation is based on a segmented spot rate yield curve
that matches projected future payments with the appropriate mterest rate applicable to the timmng of the projected future benefit
payments

The cash balance mterest crediting rate 1s based on a 20-year expectation of long-term government bonds, since the plan credits
interest to cash balance accounts using the 30-year Treasury rate, but with a minimum 1nterest crediting rate of 3.8%

The components of net peniodic benefit cost are pr d below (in the ds)
Years Ended December 31
2020 2019
Retirement Non-Qualified Retirement Non-Qualified
Income Retirement Income Retirement

—Plan . ___Plaas . . Plan _ __Plans_

Service cost (a) $ 11,629 % 273 3 9,491 $ 415
Interest cost 11,517 775 13,451 1,003
Expected retum on plan assets (22,978) — (21,492) —

Amortization of.

Net loss 7,890 934 5,022 770
Prior service benefit (3.467) (39) (3,467) (39)
Net penodic benefit cost b 4591 b 1943 § 3005, % 2.149

(a) Service cost for the Retirement Plan mcludes expenses of $2 3 million and $1 4 milhon, for 2020 and 2019, respectively, for
admimstrative and mvestment expenses paid from plan assets during the year
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The changes in benefit obligations and plan assets recognized mn other comprehensive income are presented below (in

thousands)
— YesrsEnded Decemher 31,
2020 2019
Retirement Non-Qualified Retirement Non-Qualified
Income Retirement Income Retirement
——-Plan .. ___Plens. . = . _Plan . ___Plans
Net (gain) loss $ 2864 S 4,160 §$ 14,112 § 1,624
Amortization of
Net loss (7,890) (934) (5,022) (770)
Prior service benefit 3467 39 3,467 39
Total recognized in other comprehensive income  § (1559 $ 3265 § 12557, § 893

The total amount recognized in net penodic benefit costs and other comprehensive income are presented below (1n thousands).

Years Ended December 31,
2020 2019
Retirement Non-Qualified Retirement Non-Qualified
Income Retirement Income Retirement
—Plan . __Plang = __Plan _ __Plans
Total recognized in net periodic benefit
cost and other comprehensive income $.3032 35208 §.. 08562 S 3042

The following are the weighted-average actuarial assumptions used to determine the net penodic benefit cost for the years ended
December 31

m%: i - lifi
- i o i
Retirement  Supplemental Excess Retirement  Supplemental Excess
Income Retirement Benefit Income Retirement Benefit
—Plan . __ Plan  _Plan  __Plan . _ Plan = _ Plan
Discount rate
Benefit obligation 339% 299% 33%% 442% 411% 445%
Service cost 3.60% N/A 3.46% 4.50% N/A " 4.53%
Interest cost 299%% 2 60% 3 04% 412% 368% 4 18%
Expected long-term return on plan assets 1.5% N/A N/A 7.5% N/A WA
Rate of compensation increase 45% N/A 4.5% 4 5% N/A 4 5%

Fffective January 1, 2021, the Company's overall expected long-term rate of refurn on assets was reduced to 7 0%, which 1s both
a pre-tax and after-tax rate as pension funds are generally not subject 10 income tax The expected long-term rate of return 1s based on
the weighted average of the expected returns on investments based upon the target asset allocation of the pension fund

The Company's target allocations for the plan's asscts are presented below

Equity securities 49.7%
Fixed mmcome 42 3%
Alternative investments %
Total —100%
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The Retirement Plan invests the mayority of its plan assets in common collective trusts which includes a diversified portfolio of
domestic and international equity secunities and fixed income secunities Alternative investments of the Retirement Plan are comprised
of a real cstate limited partnership, equity secunties of real estatc compames, primarly in real estate investment trusts and cquity
securities of histed compames involved in infrastructure activities The expected rate of returns for the funds are assessed annually and
are based on long-term rclationships among major asset classes and the level of mcremental retums that can be earned by the

uccessful 1mpl tion of different active investment management strategies Equity, real cstate equity and infrastructure equity
returns are based on estimates of long-term inflation rate, real rate of return, 10-year Treasury bond premium over cash, an cxpected
equity rnisk premium, as well as other economic factors Fixed income returns arc based on matunty, Jong-term inflation, real rate of
return and credit spreads These assumptions also capture the expected correlation of returns between these asset classes over the long
term

Fair Value Measurements. The FASB requires the Company to provide expanded quantitative disclosures for financial assets
and habiliies recorded on the Regulatory-Basis Balance Sheet at fair value. To increase consistency and comparability in fair value
measurements, the FASB guidance on fair value measurements established a fair value herarchy that priontizes the nputs to
valuation techmques used to measure fair value into three levels as follows

o Level 1 — Observable inputs that reflect quoted market prices for identical assets and habilities 1 acttve markets Financial
assets utihzing Level 1 input include investments that are in a highly liquid and active market Prices of secunties held 1n the
mutual funds and underlying portfolios are primanly obtained from independent pricing services. These prices arc based on
observable market data The investments are valued using the Net Asset Value ("NAV") provided by the admimstrator of the
fund The NAV price 1s quoted on a restrictive market although the underlying investments are traded on active markets. The
NAV used for determining the fair value of the investments have readily determinable fair values Accordingly, such fund
values are categorized as Level 1

e Level 2 - Inputs other than quoted market prices included in Level 1 that are observable for the asset or lhability erther
directly or indirectly The fair value of these investments 1s based on evaluated prices that reflect observable market
information, such as actual trade information of similar securitics, adjusted for observable differences

o Level 3 ~ Unobservable inputs using data that s not corroborated by market data and primarily based on internal Company
analysis usmg models and vanous other analysts

The fair value of the Company's Retirement Plan assets at December 31, 2020 and 2019, and the level within the three levels of
the fair value hicrarchy defined by the FASB guidance on fair value measurements are presented 1n the table below (in thousands)

Quoted Prices Significant
in Active Other Significant
Fair Value Markets for Observable Unobservable
as of {dentical Assets Inputs Inputs
Cash and Cash Equivalents $ 1360 $ 1,360 § — 3 —_
Common Collective Trusts (a)
Equity funds 186,105 186,105 _ —
Fixed income funds 156,583 156,583 — —
Real asset funds 29,802 29.802 P —
Total Common Collective Trusts 372,490 372,490 — —
Limited Partnership Interest in Real Estate (b) 1477
Total Plan Investments $ 375327 § 373850 § —= $ =
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Quoted Prices Significant
in Active Other Significant
Fair Value Markets for Observable Uneobservable
as of Identical Assets Inputs Inputs
Cash and Cash Equivalents $ 2622 $ 2622 % - § —
Common Collective Trusts (a)
Equity funds 148,163 148,163 — [
Fixed income funds 150,439 150,439 ~ —
Real asset funds 24,119 24,119 - —
Total Common Collective Trusts 322,721 322,721 _ —
Lamited Partnership Interest in Real Estate (b) 1.809
Total Plan Investments $ 322152 § 325343 ¢ = $ —

(a) The Common Colfective Trusts are invested 1n equity and fixed income securities, or a combination thereof The investment
objective of each fund 1s to produce returns mn excess of, or commensurate with, 1ts predefined index

(b) This investment is a commercial rcal estate partnership that purchases land, develops hmited infrastructure and sells 1t for
commercial devclopment The Company was restricted from selling 1ts partnership interest during the life of the partnership,
which spanned 7 ycars Return on nvestment 1s realized as land is sold The fair value of the imited partnership interest in real
estate 15 based on the NAV of the partnership which reflects the appraised value of the land The partnership term expired on
June 30, 2016 Upon expiration, dissolution of the partnership commenced and, as a result, the general partner of the partnership
15 attempting to sell the remaining inventory as soon as possible at the highest pricing possible

There were no purchases, 1ssuances, and settlements related to the assets in the Level 3 fair value measurement category during
the twelve-month period ending December 31, 2020

The Company and the fiduciaries responsible for the Retirement Plan adhere to the traditional capital market pricing theory
which maintains that over the long term, the risk of owmng equities should be rewarded with a greater return than available from
fixed income investments The Company and the fiduciaries responsible for the Retirement Plan seek to minimize the risk of ownmg
equity securities by investing 1n funds that pursue risk mnimization strategics and by diversifying its investments to liomt its risks
during falling markets The mvestment manager has full discretionary authonty to direct the investment of plan assets held in trust
within the gusdelnes prescnbed by the Company and the fiduciaries responsible for the Retirement Plan through the plan's investment
policy statement including the ability to hold cash equivalents The investment guidelines of the mnvestment pohicy statement are 1n
accordance with the Employee Retirement Income Secunty Act of 1974 ("ERISA") and U S Department of Labor ("DOL™)
regulations

The following benefit payments, which reflect expected future service, as appropriate, are expected to be pard (1n thousands)

Retirement Non-Qualified
Income Retirement
Plan Plang
2021 $ 21,159 3 2,045
2022 23,134 2,023
2023 22,805 1,950
2024 22,411 1,907
2025 23,033 1,860
2026-2030 118,726 8,752
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401(k) Defined Contribution Plans

The Company sponsors 401(k) defined contnbution plans covering substantially all employees The Company provides a
50 percent matching contribution up to 6 percent of the employec's compensation for employees who are enrolled in the final average
pay pension benefit of the Retirement Plan and a 100 percent matching contribution up to 6 percent of the employee's compensation
for employees who are enrolled in the cash balance pension benefit of the Retirement Plan, subject to certain other limits and
exclusions Annual matching contributions made to the savings plans for the years 2020 and 2019 werc $5 2 million and $4 7 million,
respectively,

Other Post-Retirement Benefits

The Company provides certain other post-retirement benefits, cluding health care benefits for retired employees and thewr
eligible dependents and hfe insurance benefits for retired employees only ("OPEB Plan") Substantially all of the Company's
employees may become eligible for those benefits 1f they retire while working for the Company Contributions from the Company are
based on various factors such as the OPEB Plan's funded status, tax deductibility of contnibutions to the OPEB Plan, state and federal
regulatory requirements, amounts requested from customers n the Company's Texas and New Mexico junsdictions and the annuai net
periodic benefit cost of the OPEB Plan, as actuanally calculated. The assets of the OPEB Plan are primarily mvested 1n institutional
funds which hold equity securities, debt securities and cash equivalents and are managed by a professional mvestment manager
apponted by the Company

Effcctive February 1, 2020, the Company amended the OPEB Plan and restructured the OPEB Plan's Voluntary Employee
Benefit Association ("VEBA") trust fund into four separate VEBA trust funds to reduce federal income tax on the OPEB Plan's
unrelated business income without modifying OPEB Plan benefits offered to retirees The restructuning involved establishing separate
trust arrangements for the distinction between collective and non-collective bargaining retirces and between health and hfe insurance
benefits The transfer of trust assets to the new trusts was initiated on September 9, 2020, as specified in the amended trust agreements
effective August 1, 2020

The followtng table contains a reconciliation of the change in the benefit obligation, the fair value of plan assets and the funded
status of the OPEB Plan (in thousands)

—  _December3f
——2 0 00 2019 @
Change in benefit obligation:

Benefit obligation at end of pnior year $ 64,892 % 60,862
Service cost 2,417 2,242
Interest cost 1,849 2,456
Actuarial (gain) loss (16,898) 889
Benefits patd from plan assets (2,580) (2,643)
Benefits paid from corporate assets {190) (176)
Retiree contnibutions 1,362 1,262
Benefit obligation at end of year 50,852 64,892
Change in plan assets:
Fair value of plan assets at end of prior year 41,811 36,287
Actual return on plan assets 4,700 6,636
Employer contribution 465 450
Benefits paid from plan assets (2,580) (2,643)
Retiree contributions 1,362 1,262
Admnistrative and investment expenses (161) (181)
Fair value of plan assets at end of year 45,597 41.81]1
Funded status at end of ycar d 5255y (23081
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Amounts recognized in the Company's Regulatory-Basis Balance Sheet consist of the following (1n thousands)

_December 31.
2020
Curtent liabilities $ — § —_
Noncurrent habilitics (5.255) (23.081)
Total $ o L5235)
Pre-tax amounts recogmized in AOCI consist of the following (1n thousands)
December 31
2020 2019
Net gain $  (54555) $ (38,139)
Prior service benefit (20,379 (23.472)
Total (4939 §. (GLOID
The following are the weighted-average actuarial assumptions used to determine the accrued benefit obligations
December 31.
—020 —20e
Discount rate at end of year 2.76% 3.41%
Health care cost trend rates
Initial
Pre-65 medical 6 50% 575%
Post-65 medical 6.50% 4.50%
Pre-65 drug 6 50% 6.75%
Post-65 drug 6.50% 7.00%
Ultimate 4 50% 4 50%
Year uitimate reached 2026 2026

The Company reassesses various actuarial assumptions at least on an annual basis The discount rate 1s reviewed and updated at
each measurement date. The discount rate used to measure the fiscal year end obligation 1s based on a segmented spot rate yield curve
that matches projected future payments with the appropriate interest rate applicable to the timing of the projected future benefit
payments

Net periodic benefit cost 1s made up of the components hsted below (in thousands)

X En
2020 2019
Service cost (a) $ 2578 §$ 2,423
Interest cost 1,849 2,456
Expected return on plan assets {2,455) (2,120)
Amortization of
Prior service benefit {3,093) (5,234)
Net gain (2,728) (2.377)
Net periodic benefit cost £ (3849 & {4852)

(a) Service cost includes expenses of $161 and $181 thousand for 2020 and 2019, respectively, for admmistrative and investment
expenses paid from plan assets during the year
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The changes in benefit obligations and pian assets recogmzed in other comprehensive income are presented below (in

thousands)
L. N 3
2020 2019
Net gain $ (19144 § (3,626)
Amortization of
Prior service benefit 3,093 5,234
Net gain 2.728 2377

Total recognized in other comprehensive income $ (13323 $....3985

The total amount recognized m net periodic benefit cost and other comprehensive mcome are presented below (in thousands)

Years Ended December 31,
0

Total recognized in net periodic benefit cost and other comprehensive i g 717 S (86D

The plan's actuanial gains were due to actual investment retum being different from assumed during the year ended 2019, as well
as changces 1n the provider for the benefits offered to the Medicare-eligible population There were also actuanal losses due to the
actuarial transition, changes 1n assumptions for the year ended 2020, and demographic experience different from assumed Significant
reasons for these changes include the following (1) updated underlying yield curve used to calculate the discount rate, (1) changes in
the provider for the retiree medical benefits offered to the Medicare-eligible population which resulted in ssgmficant post-65 premium
gams, reducing the net periodic cost and improving the plan's funded status, (111) the actual return on the fair value of plan assets since
the prior measurement date was greater than assumed, which improved the funded posttion and reduced the net penodic cost, and
(iv) contributions to the plans during the year ended 2019 improved the funded status and therefore reduced the net periodic cost

The following are the weighted-average actuanal assumptions used to determine the net periodic bencfit cost for the years ended .
December 31
Years Ended December 31,
2020 2019
Discount rate:
Benefit obhigation 354% 4 44%
Service cost 3.86% 4.51%
Interest cost 309% 415%
Expected long-term retym on plan assets 6.60% 6.00%
Health care cost trend rates'
Initial
Pre-65 medical 6 5% 6 0%
Post-65 medical 6.5% 4.5%
Pre-65 drug 6 5% 7 0%
Post-65 drug 6.5% 8.5%
Ultimate 4 5% 45%
Year ultimate reached 2026 2026

Effective January 1, 2021, the Company's overall cxpected long-term rate of return on assets was 7 85%, on a pre-tax basis
The expected weighted average long-term rate of return on assets on an after-tax basis 1s 7 35% as of January 1, 2021 The
expected long-term rate of return on an after-tax basis for the non-collective bargaining retirees VEBA 15 5 65%, which 1s the only
funding vehicle subject to taxation The non-collective bargaining retirees VEBA trust's tax rate was assumed to be 28.00% at
January 1, 2021 Prior to the OPEB plan restructure, the trust's tax rate was assumed to be 23 60% at January 1, 2020 The
expected long-term rate of return 1s based on the after-tax weighted average of the expected returns on investments based upon the
target asset allocation
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The Company's target allocations for the plan's assets are presented below

December 31,2020

Equity securifies 49.3%
Fixed income 34 3%
Alternative investments 6.A%
Total 100.0%

The OPEB Plan invests the majonity of its plan assets in institutional funds which mcludes a diversified portfolio of domestic
and nternational equity securities and fixed income securities Alternative investments of the OPEB Plan are comprised of a real
estate limited partnership and equity securitics of real estate compames, primarily in real estate investment trusts The alternative
investments also include equity securitics of a dynamic, diversified portfolio designed to capture market opportumities The underlying
allocations to various asset classes m this portfolio will shift over time, but the overall strategic allocation 1s as follows 75% global
equity, 15% marketable real assets and 10% global fixed income The expected rates of return for the funds are assessed annually and
are based on long-term relationships among major asset classes and the level of incremental retums that can be earned by the
successful implementation of different active investment management strateglies Equity retumns are based on estimates of long-term
inflation rate, real rate of return, 10-year Treasury bond premium over cash, an expected equity risk premium, as well as other
economic factors. Fixed income returns are based on matunty, long-term inflation, real rate of return and credit spreads. These
assumptions also capture the expected correlation of returns between these asset classes over the long term

The fair value of the Company's OPEB Plan assets at December 31, 2020 and 2019 and the leve] within the three levels of the
fair value hierarchy defincd by the FASB guidance on fair value measurements are presented 1n the table below (in thousands)

Quated Prices Significant
in Active Other Significant
Fair Value Markets for Observable Unobservable
asof Identical Assets Inputs Inpats
Description of Securifi P ber 31, 2020 Level
Cash and Cash Equivalents $ 1,143 § 1,143 § —_— 3 —
Institutional Funds (a)
Equity funds 22,345 22,345 — —_
Fixed income funds 15,064 15,064 — —
Multi asset funds 4,687 4,647 — —
Real asset funds 1.827 1.827 — —
Total Institutional Funds 43,883 43,883 —_ o
L.imited Partnership Interest in Real Estate (b) 571
Total Plan Investments § 45597 B 45020 = 3 -
Quoted Prices Significant
in Active Other Sigaificant
Fair Value Markets for Observable Ungobservahle
as of Identical Assets Inputs Inputs
Description of Secyrities December 31, 2019 (Level 1} {Level 2) {Level 3)
Cash and Cash Equivalents $ 2522 §$ 2,522 $ — % —
Institutional Funds (a)
Equity funds 18,664 18,664 — —_
Fixed income funds 15,038 15,038 —_ —
Muiti asset funds 3,766 3,766 o —
Real asset funds 1,482 1.482 — —
Total Institutional Funds 38,950 38,950 —_ f—
Limited Partnership Interest in Real Lstate (b) 339
Total Plan Investments 8 41811 & 41472 § = 3 —

(a) The msututional funds are invested in equity or fixed income securtties, or a combination thereof The investment objective of
each fund 1s to produce returns n excess of, or commensurate with, its predefined mdex
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(b) This mmvestment 15 a commercial real estate partnership that purchases land, develops hmited infrastructure and sells it for
commercial development The OPEB Plan trust was restnicted from selling its partership interest during the hfe of the
partnership, which spanned 7 years Return of investment s realized as land is sold. The fair value of the limited partnership
interest in real estate 1s based on the NAV of the partnership which reflects the appraised value of the land, The partnership term
exptred on June 30, 2016. Upon expiration, dissolution of the partnership commenced and, as a result, the general partner of the
partnership is attempting to sell the remaining inventory as soon as possible at the highest pricing possible

There were no purchases, issuances and settlements related to the assets in the Level 3 fair value measurement category during
the twelve-month period ending December 31, 2020,

The Company and the fiduciaries responsible for the OPEB Plan adhere to the waditional capital market pricing theory, which
maintains that over the long term, the risk of owning equities should be rewarded with a greater return than available from fixed
income investments The Company and the fiduciaries responsible for the OPEB Plan seek to mimmize the risk of owning equity
securities by mvesting in funds that pursue risk mimimzation strategies and by diversifying 1ts investments to limit its risks during
falling markets The investment manager has full discretionary authority to direct the investment of plan assets held 1n trust within the
mvestment pohcy guidehnes prescribed by the Company The investment guidclines of the nvestment policy statement are 1n
accordance with the ERISA and DOL regulations

The following benefit payments, which reflect expected future service, as appropriate, are expected to be paid (1n thousands)

2021 $ 2,002
2022 2,128
2023 2,192
2024 2,279
2025 2,416
2026-2030 13,297

Annual Short-Term Incentive Plan

The Annual Short-Term Incentive Plan ("Incentive Plan™) provides for the payment of cash awards to eligible Company
employees, including each of its named executive officers. Payment of awards is based on the achievement of performance measures
reviewed and approved by the People And Remuneration Committee ("PARCO"). Generally, these performance measures are based
on meeting certam financial, operationat and individual performance criteria The financial performance goals are based on specified
levels of earnings and ceriain O&M expenses The operational performance goals are based on reliability and customer satisfaction If
a minimum level of eamings 15 not attained, no amounts will be pard under the Incentive Plan, unless the PARCO determines
otherwise For 2020, pursuant to the Merger Agreement, the mcentive amount was determined based on the greater of (a) the level of
attainment of the applicable performance criteria under the Incentive Plan and (b)the level of payout assoctated with target
performance In 2020, the approved amount was a target level award of $10 7 million In 2019, the Company reached the required
level of earnings, certain O&M expenscs, reliability and customer satisfaction goals for incentive payments of $14.4 miilion.

K, Financial Instruments and Investments

The FASB guidance requires the Company to disclose estimated fair values for 1its financial instruments The Company has
determined that cash and temporary investments, mnvestment 1n debt sccurities, accounts recervable, NDT that are reflected in Other
Special Funds in the Regulatory-Basis Balance Sheet, long-term debt, financing obhgations and capital lease obligations, short-term
borrowings under the RCF, accounts payable and customer deposits meet the defimtion of financial instruments The carrying
amounts of cash and temporary investments, accounts receivable, accounts payable and customer deposits approximate fair value
because of the short maturity of these ttems. Investments 1n debt secunties and NDT are carried at estimated fatr value
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Long-Term Debt, Financing Oblhigations, Caputal Lease Obligations and Short-Term Borrowings Under the RCF The fair
values of the Company's long-term debt, financing obligations, capital lease obligations including the current portion thereof, and
short-term borrowings under the RCF are based on estimated market prices for similar issues and arc presented below (in thousands).

December 31,
2019
Estimated Estimated
Carrying Fair Carrying Fair

—Awmam( .. _—Value _ __Amemnt . __Valuc

Poliution. Control Bonds $ 159,835 $ 172,766 $ 159,835 3 167,256
Senior Notes 1,128,183 1,403,655 1,128,184 1,398,645
RGRT Senior Notes (1) 65,000 72,215 110,000 114,270
RCF (1) 193,260 193,260 115,657 115,657
Capitalized Operating Leases 5152 5,152 5.607 5.607
Total £ 1551430 3 1847048 1519283 § 1801433

(1) Nuclear fuel capital lease obligations, as of December 31, 2020 and December 31, 2019, are funded through $65.0 million and
$110 mithon RGRT Senor Notes and $72 3 mullion and $31 7 mullion, respectively, under the RCF As of December 31, 2020,
and December 31, 2019, $121 0 million and $84 0 mmlhon was outstanding under the RCF for working capital or general
corporate purposces, respectively The mterest rate on the Company's borrowings under the RCF 1s reset throughout the quarter
reflecting current market rates Consequently, the carrying value approximates fair value. On August 17, 2020, the Company
repaid in full at maturity $45.0 mllion aggregate principal amount of the 5 04% RGRT Sentor Notes

Treasury Rate Locks. The Company entered mnto treasury rate lock agreements 1n 2005 to hedge against potential movements in
the treasury reference mterest rate pending the issuance of the 6% Semor Notes The treasury rate lock agrecments met the critena for
hedge accounting and were designated as a cash flow hedge In accordance with cash flow hedge accounting, the Company recorded
the loss associated with the fair value of the cash flow hedge, net of tax, as a component of accumulated other comprehensive loss and
amortizes the accumulated comprehensive loss to earnings as interest expense over the life of the 6% Senior Notes As of
December 31, 2020, the unamortized loss associated with the farr valuc of the cash flow hedge was $159 million In 2021,
approximately $0 7 million of this accumulated other comprehensive loss item will be reclassified to interest expense

Contracts and Derivative Accounting. The Company uses commodity contracts 10 manage its exposurc to price and availability
nisks for fuel purchases and power sales and purchases and these contracts generally have the charactenstics of derivatives The
Company does not trade or use these mstruments with the objective of earning financial gains on the commodity price fluctuations
The Company has determined that all such contracts outstanding at December 31, 2020, except for certain natural gas commodity
contracts with optionality features, that had the characteristics of derivatives met the "normal purchases and normal sales" exception
provided in the FASB guidance for accounting for derivative instruments and hedging activities, and, as such, were not required to be
accounted for as denvatives

Marketable Securities. The Company's marketabie securities, included 1n the NDT that are reflected in Other Special Funds in
the Regulatory-Basis Balance Sheet, are reported at fair value, which was $371 4 million and $326.0 milion at December 31, 2020
and 2019, respectively

The mvestments 1n the NDT are classified as equity secunties and temporary cash and cash equivalents restricted solely for
mvestment m the NDT These investments are recorded at therr estimated fair value 1n accordance with FASB guidance for certain
investments in equity secunities which requires entities to recognized changes in fair value for these securities in net income as
reported 1n the Company's Regulatory-Basis Statement of Income

During September 2019, the Company sold all of the fixed income securities classified as available for sale held in the NDT,
which approximated 450 mdividual sccuritics The proceeds were remnvested in three exchange traded funds that hold similar
securities. The exchange traded funds meet the defimtion of equity securities with readily determinable fair values and therefore are
not classified as available for sale beginning in September 2019
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The Company's available for sale secunities in the NDT were sold from time to time and the Company used the specific
dentification basis to determine the amount to reclassify from AOCI mto net income The proceeds from the sale of these secunities
durmng the years ended December 31, 2020 and 2019 and the related effects on pre-tax income are as follows (in thousands).

Proceeds from sales or matustties of available-for-sale securities b S——

Gross realized gains mctuded m pre-tax mcome $ — § 4815

Gross realized losses included in pre-tax i — (2.583)
Net gamns included i pre-tax income b — 32232

The Company records changes in fairr market value for equity securities held in the NDT in the Company's Regulatory-Basis
Statement of Income The unreahized gains and losses recogmzed during the years ended December 31, 2020 and 2019 and related
effects on pre-tax income are as follows (in thousands)

2020 2019
Net gains recognized on equity securities $ 38,181 $ 36,017
Less Net gains recognized on equity securitics sold 376 430
Unrealized gains recognized on equity securities still held at reporting date  § 37,805 & 35.587

Fawr Value Measurements. The fair value of the NDT and mvestments in debt securities at December 31, 2020 and 2019, and
the level within the three levels of the farr value hierarchy defined by the FASB guidance are presented in the table below (in

thousands)
Quoted Prices Significant
in Active Other Significant
Fair Value Markets for Observable Unobservable
as of Identical Assets Inputs Inputs
Description of Securities _December 31,2020 {Level 1) (Level 2) {Level 3)
Trading Securities:
Investments in Debt Securities 3 L3587 § = $ = % 1.587
Equity Securities:
Domestic (a) 3 338,039 3 338,039 $ — % —
International ' 30,843 30.843 = . ey
Total Equity Securities 368,882 368,882 — —_
Cash and Cash Equivalents 2,566 2.566 — —
Total by 371448 § 371448 $ = 3 =
Quoted Prices Sigaificant
in Active Other Significant
Fair Value Markets for Observable Uncbservable
as of Identical Assets Inputs Inputs
Description of Securities December 31, 2019 (Level 1) {Level 2) (Leve) 3)
Trading Securities:
Investments 1n Debt Securities by 1387 § = 3 — 3 1.587
Equity Securities:
Domestic (a) 3 295,065 $ 295065 § — § —
International 29,202 29.202 = bt
Total Equity Securities 324,267 324,267 —_ -—
Cash and Cash Equivalents 1.731 1731 = et
Total $o 325008 §.._ 325008 § = & =

(a) Includes $158 0 million and 148 1 milhon, as of December 31,2020 and December 31, 2019, respectively, held 1n exchange
traded funds with underlymg investments in debt securities that meet the definttion of equity securttics with readily determinable
fair values

|FERC FORM NO. 1 (ED. 12-88) Page 123 39 |

3616



EL PASO ELECTRIC COMPANY SCHEDULE J
2021 TEXAS RATE CASE FILING ATTACHMENT A
SCHEDULE J : FINANCIAL STATEMENTS Page 42 of 44
SPONSOR : CYNTHIA S. PRIETO

PREPARER : MYRNA A. ORTIZ

FOR THE TEST YEAR ENDED DECEMBER 31, 2020

Name of Respondent This Report is: Date of Report |Year/Period of Report
(1) __ An Originat (Mo, Da, Yr)
Ei Paso Electnc Company (2) X A Resjugmiss:on 05/13/2021 2020/Q4
NOTES TO FINANCIAL STATEMENTS (Continued)

Below 1s a reconcihiation of the beginning and ending balance of the fair value of the mvestment 1n debt sccunties classified as
trading securities (in thousands)

2020 2019
Balance at January 1 $ 1,587 $ 1,656
Net unrealized losses in fair value recognized i income (a) — (69)
Balance at December 31 §__ 1587 & 1587

(a) These amounts are reflected in the Company's Regulatory-Basys Statement of Income as other income

There were no purchases, sales, 1ssuances and settlements related to the assets in the Level 3 fair value measurement category
during the year ended December 31, 2020

L. Supplemental Statements of Cash Flows Disclosures
rs En Decem
{In thousands)
Cash paid (refunded) for.
Interest on long-term debt and borrowing under the revolving credit facility $ 72428 % 70997
Income tax paid (refunded), net 14,214 (1,451)
Non-cash mvesting and financing activities
Changes in accrued plant additions 8,809 2,912
Grants of restricted shares of common stock 589 1,393
Issuance of performance shares 2,937 2,520
Non-cash operating activities
Operating lease liabilities arising from obtaining ROU assets — 5,550
M. Merger

On June 1, 2019, the Company entered nto the Merger Agreement, by and among the Company, Parent and Merger Sub On
July 22, 2020, the Company received the final required regulatory approval under the Merger Agreement by the FERC The Company
recetved approvals required to consummate the Merger from the NMPRC, the U S Nuclear Regulatory Commuission, the PUCT, the
City of El Paso, Texas, the Federal Trade Commussion, and the Antitrust Diviston of the Department of Justice The Merger closed on
July 29, 2020

On July 29, 2020, pursuant to the Merger Agreement, Merger Sub merged with and into the Company, with the Company
continuing as the surviving corporation in the Mcrger and becoming a wholly owned subsidrary of Parent Parent 1s owned by 1IF US
2, a master holding partnership of IIF In September 2020, an owner of the general partner of [IF US Holding and the general partner
of IIF US Holding 2 resigned and his approximately 33.3% ownership interests reverted to the respective general partner On
December 17, 2020, the FERC 1ssued an order 1n Docket No. EC20-94-000 authortzing the acquisition of such approximately 33 3%
membership interest from those general partners by a private individual, Anne Cleary The transaction was completed on December
17,2020

On July 29, 2020, each share of common stock of the Company including outstanding and unvested restricted stock and
unvested performance stock of the Company was cancelled and converted nto the nght to recerve $68.25 1n cash, without interest
Parent's acquisition of all the 1ssued and outstanding shares of Company common stock for $68 25 per share in cash represents a total
equity value of approximately $2 8 billion

On July 29, 2020, in connection with the closing of the Merger, the Company notified the New York Stock Exchange ("NYSE")
that the Merger had been consummated and requested that the NYSE delist shares of Company common stock and file with the U S
Secunities and Exchange Commussion ("SEC") a notification on Form 25 to report the dehsting of shares of Company common stock
from the NYSE and to deregister shares of Company common stock under Section 12(b) of the Securities Exchange Act of 1934, as
amended (the "Exchange Act") Trading of the Company's common stock on the NYSE ceased after the market closed on July 29,
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2020, and on July 31, 2020, the NYSE filed a Form 25 with the SEC

Upon closing of the Merger on July 29, 2020, the Company's certificate of formation was amended and restated to conform to
the certificate of formation of Merger Sub, as mn effect immediately prior to the closing of the Merger The total number of shares of
common stock the Company 1s authonzed to issue ts One Thousand (1,000). The par value of each of the authonzed shares of
common stock 1s $0.01 per share

On August 10, 2020, the Company filed a Form 15 with the SEC to terminate the registration of its common stock under the
Exchange Act and to suspend tts reporting obligations under Sections 12(g) and 15(d) of the Exchange Act

On September 24, 2020, Parent made an equity mfusion into the Company n the amount of $125 0 million The Company filed
the Notice of Equity Infuston in NMPRC Case No 20-00104-UT

The Company, Parent and [IF US 2 have agreed to numerous regulatory commitments in connection with the Merger under the
agreements with the PUCT, the NMPRC, and the City of El Paso discussed above Among the commitments that apply to the
Company as of the closing of the Merger are the 1ssuance of rate credits to its Texas customers in a total aggregate amount of
$21 0 mullion and to New Mexico customers of $8 7 million Both rate credits will be distributed among customers m 36 monthly
installments The Company was required to make tariff filings to implement the rate credits no later than 45 days after the issuance of
the PUCT final order approving the Merger in Docket No 49849, which occurred on January 28, 2020, in Texas, and 7 days after the
closing of the Merger, which occurred on July 29, 2020, in New Mexico The Company made 1ts required tanff fihng n Texas under
PUCT Docket No. 50477 on March 13, 2020, which was approved on June 30, 2020 The Company made its required tariff filing in
New Mexico through an Advice Notice filed m NMPRC Case No 19-00234-UT on July 27, 2020 The Merger rate credits became
effective in Texas and New Mexico on August 1, 2020, and August 5, 2020, respectively, following the closing of the Merger. The
Company has agreed not to attempt to recover the valuc of these rate credits in future rate cases ‘

in connection with the Merger, the Company recorded $71 7 milbion of strategic transaction costs n the year ended
December 31, 2020 The strategic transaction costs include $29 7 million n rate credits as discussed above, $4 3 milhion related to
accelerated stock compensation, expenses for legal, and other consulting costs, which are reflected 1in Other Deductions Account 426
in the Company's Regulatory-Basis Statement of Income The Company will not attempt to recover strategic transaction costs in
future rate cases The Company reflected any non-deductible amounts n the effective tax rate at the Merger closing date

On July 28, 2020, the Board of Directors declarcd a "stub period" dividend in an amount equal to $0 004505 per share of
Company common stock (which reflected the regular quarterly common stock dividend rate of $0 41 per share, divided by 91 days),
multiphed by the number of days from and including June 17, 2020, the day after the record date for the most recent regular quarterly
common stock dividend, to and including the Merger closing date of July 29, 2020 The "stub pentod” dividend was payable to the
holders of record of Company common stock as of the close of business on the last day that shares of Company common stock were
traded on the NYSE.

On August 14, 2020, the Company adopted a dividend policy which provides that no later than 45 days following the end of
each quarter, the Company shail distribute to 1ts sole sharcholder, Parent, an amount equal to the Company's net tncome for such
calendar quarter, provided that 1f the Company's net income for a guarter s below zero, no dividend shali be paid. On October 29,
2020, the Company's Board of Directors declared out of the surplus of the Company, a cash dividend to Parent m the amount of
$17 4 million, which was paid on October 30, 2020

Long-Term Incentive Plan
Prior to the consummation of the Merger, the Company had a stock based long-term incentive plan ("LTIP") which awarded

restricted stock with either service conditions or performance conditions All outstanding awards vested at the closing of the Merger,
and subsequently the LTIP was termmated
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The expense, deferred tax benefit, and current tax benefit recognized related to the LTIP 1n 2020 and 2019 1s presented below
(1n thousands)

2020 2019
Expense (a) $ 2,292 § 2473
Deferred tax benefit 481 519
Current tax benefit recogmzed on restricted stock 211 112

(a) Any capitalized costs related to these expenses on 1s less than $0 3 million for all ycars

|FERC FORMNO. 1 (ED. 12-88) Page 123 42 |
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DEFINITIONS

The following abbreviations, acronyms or defined terms used 1n this report are defined below

Abbreviations, Acronyms or Defined Terms Terms

ABFUDC Allowance for Borrowed Funds Used During Construction

ABO Accumulated benefit obligation

AEFUDC Allowance for Equity Funds Used During Construction

AFUDC Allowance for Funds Used Duting Construction

ALJ Adminsstrative Law Judge

ANPP Participation Agreement Anzona Nuclear Power Project Participation Agreement dated August 23, 1973, as
amended

AOCI Accumulated Other Comprehensive Income

APS Ar1zona Public Service Company

ARO Asset Retirement Obligations

ASU Accounting Standards Update

Board of Directors The Board of Directors of the Company

CAA U S Clean Air Act

CCN Certificate of Convenience and Necessity

Common Facilities The three nuclear generating units and common facilities at Palo Verde

Company El Paso Electric Company

COVID-19 Coronavirus Discasc 2019, the disease caused by the 2019 novel coronavirus
(SARSCoV-2)

D C. Circuit U S Court of Appeals for the District of Columbia Circunt

DCRF Distnibution Cost Recovery Factor

DOE U'S Department of Energy

boL U S Department of Labor

EECRF Energy Efficiency Cost Recovery Factor

EE/LM Plan Energy Efficiency and Load Management Plan

El Paso City of El Paso, Texas

EPA U S Environmental Protection Agency

ERISA Employee Retirement [ncome Security Act of 1974

EUERF Efficient Use of Energy Recovery Factor

Exchange Act The Secunties Exchange Act of 1934, as amended

FASB Financial Accounting Standards Board

FERC Federat Energy Regulatory Commussion

Fort Bliss Fort Bliss, the U S Army post next to El Paso, Texas

Four Corners Four Corners Generating Station

EFPPCAC New Mexico Fuel and Purchased Power Cost Adjustment Clause

Freeport Freeport-McMoRan Copper and Gold Energy Services LLC

GAAP U S Generally Accepted Accounting Principles

GHG Greenhouse Gas

HAFB Holloman Air Force Base

1F Infrastructure Investments Fund

NFUs2 Infrastructurc Investment Fund US Holding 2 LP

Incentive Plan The Company's Annual Short-Term Incentive Plan

ISFS1 Independent spent fuel storage installation

kW Kilowatt(s)

(1)
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kWh

Las Cruces
Local 960
LTPPA
Merger

Merger Agreement

Merger Sub
MW
NAAQS
NAV

NDT
Newman
NMPRC
NMPRC Final Order
NMSU
NOL

NRC
NYSE
OPEB Plan

O&M
Palo Verde

Palo Verde Participants

PARCO
Parent
Pans Agreement

PBO
PCBs

Power Purchase and Sale Agreement

PUCT
RCF
RCF Agreement

REA

Retirement Plan
RGEC

RGRT

RGRT Notes
RGRT Seniot Notes

RLMP

Kilowatt-hour(s)
City of Las Cruces, Ncw Mexico

The International Brotherhood of Electrical Workers Local 960

L.ong-Term Purchased Power Agreement

Merger of Merger Sub with and into the Company with the Company as the surviving

corporation pursuant to the Merger Agreement

Agreement and Plan of Merger, by and among the Company, Parent and Merger Sub,

dated June 1, 2019

Sun Merger Sub Inc , a Texas corporation and wholly owned subsidiary of Parent

Megawatt(s)

National Ambient Air Quality Standards

Net Asset Value

The Company's Palo Verde nuclear decommussioning trust funds
The Company's Newman Power Station

New Mexico Public Regulation Commission

NMPRC Final Order in Case No 15-00127-UT

New Mexico State Umiversity

Net Operating L.osses

U'S Nuclear Regulatory Commusston
New York Stock Exchange

The Company's other post-retirement benefits plan, including health care benefits for
retired employees and their eligible dependents and hfe insurance benefits for retired

employees only
Operations and maintenance
Palo Verde Generating Station

Those utilities that share in power and energy cntitlements, and bear certain allocated

costs, with respect to Palo Verde pursuant to the ANPP Participation Agreement

People and Remuneration Commuttee
Sun Juptter Holdings LLC

An agreement among 195 nations at the 21st Conference of the Parties in Paris with

an overaching goal of preventing globa! temperatures from riding more than 2 degrees

Celsius
Projected benefit obhgation
Pollution Control Bonds

The Company's Agreement with Freeport pursuant to which Freeport delivers energy

to the Company from the Luna Energy Facility and the Company delivers a like

amount of energy at Greenlec, Anzona
Public Uttlity Commussion of Texas

The Company’s Revolving Credit Facility

‘Third amended and restated credst agreement dated Scptember 13, 2018, by and

between the Company and The Bank of New York Mellon Trust Company, N A | as

trustee of the RGRT
New Mexico Renewable Energy Act

The Company's Retirement Income Plan

Rio Grande Electric Cooperative
Rio Grande Resources Trust 11

$110 0 mithon aggregate principal amount of Senior Notes 1ssued by RGRT in 2010

$65 0 million aggregate principal amount of 4 07% Semor Guaranteed Notes 1ssued
by RGRT i 2018, due August 15, 2025

Residential Load Management Plan

(ir)
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Abbreviations, Acronyms or Defined Terms Terms

ROU Right-of-use

RPS Rencwable Portfolio Standard

Rule 551 NMPRC Rule 17 9 551 of the New Mexico Admunistrative Code
SEC US Secunties and Exchange Commission

Securities Act The Securities Act of 1933, as amended

TCEQ Texas Commusston on Environmental Quality

TCIA The federal legislation commonly referred to as the Tax Cuts and Jobs Act of 2017
TCRF Transmission Cost Recovery Factor

Texas Fuel Rule Fuel cost recovery rulc of the PUCT

us United States

VEBA OPEB Plan's Voluntary Employee Benefit Association

White Sands White Sands Missile Range

2016 Study 2016 Palo Verde Decomnussioning Study

2017 PUCT Final Order
2017 Texas Retail Rate Case

PUCT Final Order in Docket No 46831

The Company's request for an mcrease 1n non-fuel base revenues, filed with the City
of El Paso, other municipalitics incorporated 1n the Company's Texas service territory,
and the PUCT in Docket No 46831

2019 DCREF rate filing DCREF rate filing in PUCT Docket No 49395
2019 TCRF rate filing TCREF rate filng in PUCT Docket No 49148
2019 Study 2019 Palo Verde Decommissioning Study

2020 DCREF rate filing

DCRF rate filing in PUCT Docket No 51348

(1)
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Sontent
EL PASO ELECTRIC COMPANY
NOTES TO FINANCIAL STATEMENTS

A, Summary of Significant Accounting Policies

General El Paso Electric Company (the "Company”) ts a utility cngaged in the generation, transmission and distribution
of electricity m an area of approximately 10,000 squarc miles in west Texas and southern New Mexico The Company also
serves a full requirements wholesale customer in Texas

Merger On June 1, 2019, the Company entered into an Agreement and Plan of Merger (the "Merger Agreement”), by and
among the Company, Sun Jupiter Holdings LLC, a Delaware hmited hability company ("Parent"), and Sun Merger Sub Inc, a
Texas corporation and wholly owned subsidiary of Parent ("Merger Sub") On July 29, 2020, pursuant to the Merger
Agreement, Merger Sub merged with and into the Company (the "Merger"), with the Company continuing as the surviving
corporation in the Merger and becoming a wholly owned subsidiary of Parent The Company has elected not to apply push-
down accounting to its financial statements after the Merger Parent 1s owned by Infrastructure Investments Fund US Holding 2
LP ("IIF US 2"), a master holding partnership of the Infrastructure Investments Fund ("IIF") See Note N of Notes to Financial
Statements for a discussion of the Merger

Coronavirus Disease 2019 ("COVID-19") Impacts Since the outbreak of COVID-19, federal, state, and iocal
governments have 1mposed varying degrees of restrictions on businesses and the social activities of ciizens In addition, both
the Public Utiity Commussion of Texas ("PUCT") and the New Mexico Public Regulation Commussion ("NMPRC") 1ssued
moratoriums preventing utihties from disconnecung service to their customers due to nonpayment The Texas moratorium on
disconnections exprred on August 31, 2020, while the New Mexico moratortum on residential customers remaimns in place The
Company imtiated the process of resumption of disconnection m mud-January 2021 for Texas customers and New Mexico
nonresidential customers See Note D of Notes to Financial Statements for further details

The Company has observed a mugration of energy sales from the commercial and public authonity customers to the
residential customers class Through the date of this report, the Company also experienced decreases 1n 1ts collections primanly
related to its residential and commercial customers. Accordingly, it has increased #ts allowance for doubtful accounts by $4 0
million as of December 31, 2020, to take into account the cstimated 1mpact of COVID-19 The Company 1s continuing to
monitor its collection rates and bad debt writc-offs and will record additional allowances as appropriate The Cornpany incurred
other incremental operations and maintenance ("O&M") costs related to COVID-19 of approximately $4 0 million for the year
ended December 31, 2020, including contractors, medical claims, repairs and maintenance, matenal supplies, and rentals

Basis of Presentation The Company mamntains sts accounts m accordance with the Uniform System of Accounts
prescnbed by the Federal Energy Regulatory Commmssion ("FERC")

Use of Estimates The preparation of financial statements in conformuty with United States ("U S ") Generally Accepted
Accounting Principles ("GAAP") requires management to make estumates and assumptions that affect the reported amounts of
assets and liabilities and disclosure of contingent assets and liabilities at the date of the financial statements and the reported
amounts of revenues and expenses during the reporting period The Company evaluates its estimates on an ongotng basis,
including those related to depreciation, unbitled revenue, income taxes, fuel costs, pension and other post-retirement obhigations
and asset retirement obligations ("TARO") Actual results could differ from those estimates

Application of the Financial Accounting Standards Board ("FASB") Guidance for Regulated Operations Regulated
electric utilities typically prepare their financial statements in accordance with the FASB guidance for regulated operations The
FASB gwidance for regulated operauions requires the Company to include an allowance for equity and borrowed funds used
dunng construction ("AEFUDC" and "ABFUDC") as a cost of construction of electric plant in service AEFUDC 1s recognized
as income, and ABFUDC 1s shown as capitalized interest charges in the Company’s Statements of Operations The FASB
guidance for regulated operations also requires the Company to show certain costs as erther assets or habilities on a utility’s
balance sheet if the regulator provides assurance that these costs will be charged to and collected from the utility’s customers
(or has already permitted such cost recovery) or will be credited or refunded to the utility’s customers The resulting regulatory
assets or liabilities are amortized 1n subsequent periods based upon the respective amortization pertods reflected n a utibty’s
regulated rates See Note E of Notes to Financial Statements for further discussion The Company applies the FASB guidance
for regulated operations for all three of the jurisdictions in which it operates

Uniity Plant. Utility plant is generally reported at cost The cost of renewals and betterments are capitalized, and the costs
of repairs and minor replacements are charged to the appropnate operating expense accounts Depreciation 1s provided on a
straight-line basis over the estimated remammng lives of the assets (ranging in average from 5 to 48 years) The average
composite depreciation rate utthzed 1n 2020 and 2019 was 2.32% and 2 29%, respectively When property subject to compostte
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EL PASO ELECTRIC COMPANY
NOTES TO FINANCIAL STATEMENTS

depreciation 1s retired or otherwise disposed of 1n the normal course of business, its cost together with the cost of removal, less
salvage 1s charged to accumulated depreciation For other property dispositions, the apphicable cost and accumulated
depreciation 1s removed from the balance sheet accounts and a gain or loss 1s recogmzed, 1if applicable Long-lived assets arc
reviewed for impairment whenever events or changes tn circumstances indicate that the carrying amount of an assct may not be
recoverable

The cost of nuclear fucl 1s amortized to fuel expense on a umts-of-production basis. The Company is also amortizing its
share of costs associated with on-site spent fuel storage casks at Palo Verde Generating Station ("Palo Verde™) over the burn
period of the fuel that will necessitate the usc of the storage casks. See Note F of Notes to Financial Statements for fusther
discussion

Allowance for Funds Used During Construction ("AFUDC") and Caputalized Interest The Company capitalizes interest
(ABFUDC) and common equity (AEFUDC) costs to construction work in progress and capitalizes interest to nuclear fuel in
process 1 accordance with the FERC Uniform System of Accounts as provided for i the FASB gutdance AFUDC 1s a non-
cash component of income and 15 calculated monthly and charged to al! new eligible construction and capital improvement
projects AFUDC s compounded on a serm-annual basis I'he average AFUDC rates used 1n 2020 and 2019 were 5 30% and
5 27%, respectively

On June 30, 2020, the FERC 1ssued an order granting a waiver request related to the existing AFUDC rate calculation
beginning March 1, 2020 through February 28, 2021 On February 23, 2021, the FERC extended the AFUDC ratc waiver
through September 30, 2021 The order provides a simphficd approach that companies may clect to implement i order to
mtrumize the significant distorted effect on the AFUDC formula resulting from increased short-term debt financing durning
COVID-19 The Company has adopted this simphfied approach to computing the AFUDC composite rate by using a simple
average of the actual historical short-term debt balances for 2019, instead of current penod short-term debt balances, and has
left all other aspects of the AFUDC formula composite rate calculation unchanged This change had the effect of increasing the
AFUDC composite rate for each period beginning in the second quarter of 2020 Furthermore, the change 1n the composite rate
calculation does not impact the accounting treatment for these costs

Asset Retwement Obligations. The FASB gudance sets forth accounting requirements for the recognition and
mecasurement of habilities associated with the retirement of tangible long-hived assets Under the FASB guidance, these
habiltties are recogmzed as icurred 1f a reasonable estimate of fair value can be established and are capitalized as part of the
cost of the related tangible long-lived assets The Company records the increase in the ARO due to the passage of time as an
operating expense (accretion expense) If the Company mcurs or assumes any liability 1n retinng any asset at the end of its
useful life without a legal obligation to do so, 1t will record such retirement costs as incurred See Note G of Notes to Financial
Statements for further discussion

Cash and Cash Equivalents Temporary cash investments with an original matunty of three months or less are considered
cash equivalents The Company's cash and cash equivalents do not include amounts held in trust by the Company's Palo Verde
nuclear decommissioning trust funds ("NDT") or the pension and other post-retirement benefit trust funds

Investments The Company’s marketable securities, mncluded 1n the NDT on the balance sheet, are reported at fair value
and consist of cash and equuty securities held 1n the NDT Investments 1n equity securtties are measured at farr market value
Changes i fair value for equity securties are recognized 1n the Company's Statements of Operations Debt securities are
classified as "available-for-sale” securities and, as such, unrealized gains and losses are included in accumulated other
comprechensive loss as a separate component of common stock equity However, if dechnes 1n the fair valuc of debt securities
below onginal cost basis are determined to be other than temporary, the declines are reported as losses in the Company's
Statements of Operations and a new cost basis 1s established for the affected securities at faar value Gans and losses are
determined using the cost of the secunty based on the specific identification basts See Note L of Notes to Financial Statements
for further discusston,

Inventories Inventories, prnimanly parts, matenals, supphies, fuel o1l and natural gas are stated at average cost, which 1s
not to exceed recoverable cost

Operating Revenues The Company accrues revenues for services rendered, including unbilled electric service revenues
The Company recognizes revenue associated with contracts with customers when performance obligations under the terms of
the contract with the customer are satisfied Revenue 1s measured as the amount of constderation the Company receives n
exchange for transferning goods or providing services to the customer Taxes collected concurrently with revenue producing
activities are exciuded from revenue Unbilled revenues are recorded for estimated amounts of energy delivered in the penod
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following the customer's last billing cycle to the end of the reporting period. Unbilled revenues are estimated based on monthly
generation volumes and by applying an average revenue/kilowatt-hour ("kWh") to the number of estimated kWhs delivered but
not bilied Accounts receivable included accrued unbilled revenues of $25 2 muilion and $25 6 milhon as of December 31, 2020
and 2019, respectively See Note C of Notes to Financial Statements for further discussion

The Company’s Texas retail customers are billed under base rates and a fixed fue! factor approved by the PUCT. The
Company’s New Mexico retail customers are billed under base rates and a fuel adjustment clause that 1s adjusted monthly, as
approved by the NMPRC The Company's FERC sales for resale customer 1s billed under formula base rates and fuel factors
and a fuel adjustment clause that 1s adjusted monthly. The Company’s recovery of fuel and purchased power expenses 1s subject
to pertodic reconcihiations of actual fuel and purchased power expenses mcurred to actual fucl revenues coliected The
difference between fuel and purchased power expenses incurred and fuel revenues charged to customers 1s reflected as over/
under-collection of fuel revenues, which 1s included in regulatory habilities/assets - current 1n the balance sheets See Note D of
Notes to Financial Statements for further discussion

Income Taxes The Company accounts for federal and state income taxes under the asset and habihity method of
accounting for mncome taxes Deferred income taxes arc recognized for the estimated future tax consequences of “temporary
differences" by applying enacted statutory tax rates for each taxable junsdiction applicable to future years to differences
between the financial statement carrying amounts and the tax basis of existing assets and habiliies Certain temporary
differences are accorded flow-through treatment by the Company's regulators and impact the Company's effective tax rate The
FASB guidance requires that rate-regulated compantes record deferred income taxes for temporary differences accorded flow-
through trcatment at the direction of the regulatory commission The resulting deferred tax assets and habilities are recorded at
the expected cash flow to be reflected in future rates Because the Company's regulators have consistently permutted the
recovery of tax cffects previously flowed-through earnings, the Company has recorded regulatory habilities and assets
offsetting such deferred tax assets and habilities The effect on deferred tax assets and habilities of a change 1n tax rate s
recognized in income 1n the period that includes the enactment date, unless those deferred taxes will be collected from or
returned to customers tn which case they are recorded as a regulatory asset or hability The Company recognizes tax assets and
habilities for uncertain tax positions in accordance with the recognition and measurement criteria of the FASB guidance for
uncertainty in income taxes See Note I of Notes to Financial Statements for further discusston

The tax effects of changes in tax laws must be recogmzed in the penod in which the law is enacted GAAP also requires
deferred tax assets and habilities to be measured at the enacted tax rate expected to apply when temporary differences are to be
realized or settled At the enactment of the federal legislation commonly referred to as the Tax Cuts and Jobs Act of 2017
("TCJA") on December 22, 2017, the Company’s deferred taxes were re-measured based upon the new federal corporate
income tax rate The decrease in deferred taxes was recorded as a regulatory lhabihity as 1t will be subject to refund to customers
and is recorded at the expected cash flow to be reflected in future rates See Note I of Notes to Financial Statements for further
discussion

Stock-Based Compensation Prior to July 29, 2020, the Company had a stock-based long-term incentive plan Under the
FASB gudance, the Company was required to measure the cost of employee services recerved in exchange for an award of
equity instruments based on the grant-date fair value of the award Such costs were recognized over the peniod during which an
employee had to provide service in exchange for the award (requisite service pertod), which typically was the vesting pertod
Compensation cost was not recogmzed for anticipated forfertures prior to vesting of equity instruments

Pension and Post-retirement Benefit Accounting Sce Note K of Notes to Financial Statements for a discussion of the
Company's accounting policies for its employee benefits
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Credit Losses On January t, 2020, the Company adopted Accounting Standards Update ("ASU") 2016-13, Financial
Instiuments - Credit Losscs (Topte 3261 There was no cumulative eifect adjustment at the mtral application of the new
standard The Company expects the ongoing impact of the new standard Lo be tmmaterial Lo its financtal position and results of
operations and no significant changes i the Company's business processes and (nfernal controls were necessary upon adoption
of the new standard The Company 15 exposed to credit losses as a result of recording customer recetvables related to retail and
wholesale elcctric sales and the provision of transmission services (o cusiomers The allowance for doubtful accounts represents
the Company s estimate of existing accounts reccivable that will ultimately be uncollecttble The allowance 1s calculated by
applying estimated write-off factors to vanous classcs of outstanding receivables The wnte-off factors used to estimate
uncollectible accounts are based upon consideration of both historical coliections experience and management’s best estimate of
future collections success given the existing collections envnonment and qualitative forecasts of future conditons During
2020, the Company performed 1ts assessment, which mcluded consideration of the ongoing impact of COVID-19 Based on that
assessment, the Company 1ecorded a charge for anticipated uncollectible customer accounts Additions, deductions and
balances for the allowance for doubtful accounts for the years ended December 31, 2020 and December 31, 2019 are as follows
(in thousands)

Years Ended

Becember 31,

2020 2019
Balance at beginning of period 1,900 2,070
Additions
Increase to provision (a) 6,063 2,292
Recovery of previous write-offs 1,316 1,197
Uncollectible receivables written off (3,359 (3,659)
Balance at end of period 3 5920 $ 1,900

(a) 2020 includes $3 2 million estimated impact of COVID-19 charged to Regulatory Assets in the Company's Balance Sheet

Leases The Company determines if an arrangement contains a lease and the classification of that lease at inception
Operating lease right-of-use ("ROU") assets represent the Company’s right to use an underlying asset for the lcasc term and
operating lease liabilittes represent the obhigation to make payments under the lease ROU assets and lease habihities are
recogmized at the lease commencement date based on the estimated present valuc of the mimimum lease payments over the lease
term In determining lease terms, the Company considers any options to cxtend or terminate the lease that are reasonably certain
of being exercised As the Company’s leases do not include an implicit rate, the Company uses an estimated incremental
borrowing rate, at lease commencement, to deternune the present value of the future lease payments In calculating the
mcremental borrowing rate, the Company takes into consideration recent debt 1ssuances and other data for instruments with
similar characteristics The Company’s lease agreements do not contain residual value guarantees or restrictive covenants For
fcascs with lease and non-lease components, the Company has elected to account for the consideration as a single lease
component The Company has also elected not to record leases with a term of 12 months or less on the balance sheets The
operating lease ROU assets are included as part of electric plant in service and lease liabilities are included as part of current
and non-current liabilities in the Company’s balance sheets As of December 31, 2020, the Company does not have any material
operating leases.

Reclassification Certan amounts m the financial statements for 2019 have been rcclassified to conform to the 2020
presentation The Company implemented ASU 2016-15, Statement of Cash Flows, in the first quarter of 2018 See Statement of
Cash Flows proceeds from life insurance line for further details
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B. New Accounting Standards

New Accounting Standards Adopted in 2020

In June 2016, the FASB 1ssucd ASU 2016-13, Financial Instruments - Credit Losses (Topic 326) ASU 2016-13 changed
how companies measure and recognize credit imparrment for many financial assets The new expected credit loss model
required companies to immediately recogmze an estimate of credit losses expected to occur over the remaining iife of the
financial assets that are 1n the scope of the standard ASU 2016-13 was required for reporting periods beginming after December
15, 2019 ASU 2016-13 was apphed 1n a modified retrospective approach through a cumulative-effect adjustment to retamned
earnings as of the beginning of the first reporting pertod in which the guidance was implemented. The Company adopted ASU
2016-13 on January 1, 2020 As part of its implementation process, the Company evaluated the impact of the new standard,
which nciuded evaluating the impact of (1) ASU 2019-04, Codification Improvements to Topic 326, Financial Instruments -
Credit Losses. Topic 815, Derivatives and Hedging, and Topic 825, Financial Instruments and (i1) ASU 2019-05, Financsal
Instruments - Credit Losses (Topic 326) Targeted Transition Rehef The adoption of this standard did not have a materal
mmpact or require a cumulative effect adjustment to retained earmings The Company anticipates the ongoing impact of ASU
2016~13 will be immaterial to the Company’s financial position, results of operations, and cash flows

In August 2018, the FASB 1ssued ASU 2018-14, Compensation — Retirement Benefits — Defined Benefit Plans (Subtopic
715-20) ASU 2018-i4 removes certan disclosures that the FASB no longer considered cost beneficial while adding certain
requirements dentified as relevant for employers that sponsor defined benefit pension or other postretirement plans The ASU
removes the following disclosure requirements amounts in Accumulated Other Comprehensive Income ("AOCI") expected to
be recogmzed as components of net periodic benefit cost over the next fiscal year, amount and timing of plan assets expected to
be returned to the employer, related party disclosures about the amount of future annual benefits covered by msurance and
annulty contracts, significant transactions between the employer or related parties and the plan, and the reconcihiation of the
opening balances to the closing balances of plan assets measured on a recurring basis in Level 3 of the fair value herarchy The
ASU also adds and clanfies the following disclosure requirements the weighted-average interest crediting rates for cash
balance plans and other plans with promised interest crediting rates, an explanation of the reasons for significant gains and
losses related to changes in the benefit obligation for the penod, the projected benefit obhigation ("PBO") and fair value of plan
assets for plans with PBOs 1n excess of plan assets, the accumulated benefit obligation ("ABO") and fair value of plan assets for
plans with ABOs 1n excess of plan assets ASU 2018-14 required that the disclosure amendments be applied on a retrospective
basis 10 all periods presented ASU 2018-14 s effective for nonpublic entities for fiscal years ending after December 15, 2021
However, as permitted, the Company early adopted ASU 2018-14 effective December 31, 2020 The adoption of this ASU did
not have a signtficant impact on the Company’'s financial statement disclosures

New Accounting Standards to be Adopted in the Future

In December 2019, the FASB 1ssued ASU 2019-12, Income Taxes (Topic 740), as part of its itiative to reduce
complexity 1 accounting standards ASU 2019-12 amends the accounting for mcome taxes by removing certain cxceptions to
the general principles in Topic 740 The amendments also improve consistent apphication of and simplify GAAP for other areas
of Topic 740 by clarifying and amending existing gudance ASU 2019-12 will be effective for fiscal years beginmng after
December 15, 2021 Early adoption 1s permutted, tncluding adoption 1n any intenm periods for reporting periods for which
financial statements have not been made available for 1ssuance The Company 1s currently evaluating the future impact of ASU
2019-12
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The following table disaggregates revenue from contracts with customers, for the years ended December 31, 2020 and
2019 (1n thousands)

Years Ended December 31,
2020 2019

Retail $ 799,764  $ 742,510
Wholesale 89,391 92,396
Wheehng (transmission) 24,580 22,621
‘Total revenues from contracts with customers 913,735 857,527
Other 3,775 4,467
Total operating revenues $ 917,510 §$ 861,994

Retail. Retail contracts represent the Company's primary revenue source The Company has determned that retail electric
service to residential, commercial and industrial, and public authority customers represents an implied daily contract with the
customer The contract 1s comprised of an obligation to supply and distnbute eleciricity and related capacity Revenue 1s
recognized, over time, equal to the product of the applicable taniff rates, as approved by the PUCT and the NMPRC, and the
volume of the electricity delivered to the customer, or through the passage of time based upon providing the service of standing
ready Unbilled revenues are recogmzed at month end based on estimated monthly gencration volumes and by applying an
average revenue per kWh to the number of estimated kWhs delivered but not billed to customers, and recorded as a recervable
for the period following the last billing cycle to the end of the reporting period Retail customers receive a bill monthly, with
payment due sixteen days after issuance

Wholesale. Wholesale contracts prnimarily include forward power sales into markets outside the Company’s service
territory when the Company has competitive generation capacity available, after meeting its regulated service obligations
Pricing 1s erther fixed or based on an index rate with consideration potentially including variable components Uncertamnties
regarding the variable consideration will be resolved when the transaction price 1s known at the point of delivering the energy
The obligation to deliver the electricity ts satisfied over time as the customer receives and consumes the electricity Wholesale
customers are invoiced monthly on the 10" day of each month, with payment due by the 20" day of the month In the case of
the sale of renewable energy certificates, the transaction price 1s allocated to the performance obhigation to deliver the
confirmed quantity of the certificates based on the stand alone selhing price of each certificate Revenue 1s recognized as control
of the certificates 1s transferred to the customer The customer 1s invoiced upon the completed transfer of the certificates, with
payment due within ten business days Wholesale also includes an annual agreement between the Company and onc of its
wholesale customers, Ri0 Grande Electric Cooperative ("RGEC"), which tnvolves the provision of full requircments electric
service from the Company to RGEC The rates for this service are recalculated annually and require FERC approval

Wheeling (transmission) Wheeling involves the Company providing point-to-point transmission service, which includes
the receipt of capacity and energy at designated point(s) and the transfer of such capacity and energy to designated point(s) of
deltvery on either a firm or non-firm basis for periods of one year or less The performance obligation to provide capacity and
transmit energy 1s satisfied over ume as the Company performs Transmission customers are invoiced on a monthly basis, with
payment due within twenty days of receipt of the mvoice

Accounts recervable Accounts receivable is prnincipaily comprised of revenue from contracts with customers The
Company recognizes expense for accounts that are deemed uncollectible in operating expense The Company recognized $2 9
miilion and $2 3 million of uncollectible expense for the years ended December 31, 2020 and 2019, respectively Sce Note A of
Notes to Financial Statement for a discussion of the COVID-19 impact on the Company's uncollectible reserve
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D. Regulation

General

The rates and services of the Company are regulated by incorporated municipalities in Texas, the PUCT, the NMPRC and
the FERC Municipali orders, ordinances and other agreements regarding rates and services adopted by Texas munmicipalities are
subject to review and approval by the PUCT The FERC has junisdictton over the Company's wholesale (sales for resale)
transactions, transmission service and compliance with federally-mandated reliability standards The decisions of the PUCT, the
NMPRC and the FERC are subject to judicial review

On June 1, 2019, the Company entered 1nto the Merger Agreement On July 29, 2020, pursuant to the Merger Agreement,
Merger Sub merged with and into the Company, with the Company continuing as the surviving corporation in the Merger and
becoming a wholly owned subsidiary of Parent Parent is owned by IIF US 2, a master holding partnership of IF Among other
things, the Company, Parent and IIF US 2 were required to obtain certain regulatory approvals of the Merger See Note N of the
Notes to Financial Statements for further discussion of the Merger

Texas Regulatory Matters

2017 Texas Retail Rate Case Filing On February 13, 2017, the Company filed in Docket No 46831, a request for an
increase in non-fuel base revenues (the "2017 Texas Retail Rate Case") On December 18, 2017, the PUCT 1ssued a final order
in Docket No 46831 (the "2017 PUCT Final Order")

The 2017 PUCT Final Order required the Company to file a refund tariff 1f the federal statutory income tax rate, as it
relates to the Company, was decreased before the Company files 1ts next general rate case Following the enactment of the
T'CJA on December 22, 2017, and 1n compliance with the 2017 PUCT Final Order, on March 1, 2018, the Company filed with
the PUCT and each of 1ts Texas municipalities a proposed refund taniff designed to reduce base charges for Texas customers
equivalent 10 the expected annual decrease of $22 7 muillion n federal income tax expense resulting from the TCJA changes
The refund 1s requred to be updated annually until new base rates are implemented pursuant to the Company’s next Texas rate
case filing. The PUCT and each of the Company's mumcipalities approved the Company's first amendment to the tax refund
tariff on June 27, 2019, in Docket No 49251 with the second amendment being approved on July 6, 2020, i Docket No
50575 On February 22, 2021, the Company filed with the PUCT and each of 1ts Texas municipalitics an application to modify
the tax refund tariff for the third tme, which does not propose any modification to the exisung tariff The filing was assigned
PUCT Docket No 51826 The Company cannot predict the outcome of this filing at this time

Texas Energy Efficiency Cost Recovery Factor ("EECRF”). On May |, 2020, the Company filed its annual application to
establish its EECRF for 2021 with the PUCT, which was assigned PUCT Docket No 50806 In addition to projected energy
efficiency costs of $4 7 million for 2021 and a reconciliation of collections to actual costs for the prior year, the Company
requested approval of a $1.2 million incentive bonus for the 2019 energy efficiency program results in accordance with PUCT
rules. A final order approving the filed settlement that resolved all 1ssues 1n the proceeding, including the requested incentive
bonus by reducing the recoverable energy efficiency costs by $75 thousand, was issued on November S, 2020

Fuel and Purchased Power Costs. The Company's actuai fuel costs, including purchased power energy costs, net of the
cost of off-system sales and related shared margins, are recovered from customers through a fixed fuel factor The PUCT has
adopted a fuel cost recovery rule ("Texas Fuel Rule”) that allows the Company to seek periodic adjustments to 1ts fixed fuel
factor The Company can seek to revise 1ts fixed fuel factor based upon the approved formula at least four months after its last
revision except in the month of December, The Texas Fuel Rule requires the Company to request to refund fuel costs tn any
month when the over-recovery balance exceeds a threshold material amount and when it expects fuel costs to continue to be
matenially over-recovered. The Texas Fuel Rule also permits the Company to seek to surcharge fuel under-recovenes in any
month the balance exceeds a threshold matenial amount and when 1t expects fuel cost recovery to continue to be matenally
under-recovered Fuel over- and under-recoveries are considered material when they exceed 4% of the previous twelve months'
fuel costs All such fuel revenue and expense activities are subject to periodic final review by the PUCT 1n periodic fuel
reconcihiation proceedings

On September 13, 2019, the Company filed a request with the PUCT, which was assigned PUCT Docket No 49960, to
decrease the Texas fixed fuel factor by approximately 12 2% to reflect decreased fuel expenses pnmarly related to a decrease
in the price of natural gas used to generate power On September 25, 2019, the Company's fixed fuel factor was approved by the
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PUCT on an interim basis effective for the first billing cycle of the October 2019 billing month The Texas fixed fuel factor was
determined to be final on October 15, 2019, and will continue until changed by the PUCT

On November 26, 2019, the Company filed a petition with the PUCT, which was assigned PUCT Docket No 50292,
requesting authonty to implement, beginning on January 1, 2020, a three-month, intenim fuel refund of $15 0 mitlion in fuel
cost over-recoveries for the period from Apnil 2019 through October 2019, including interest for the period from Apnl 2019
through March 2020 On December 12, 2019, the Company’s fuel refund credit was approved on an internm basts The
Company implemented the fuel refund n customer bills beginming January 1, 2020, and completed the refund period on March
31, 2020, during which $14 0 million was refunded. On March 26, 2020, the PUCT 1ssued a final order approving the fuel
refund credits

On June 16, 2020, the Company filed a petition with the PUCT, which was assigned PUCT Docket No 50940, requesting
authonty to implement, beginming on July 1, 2020, a two-month, interim fuel refund of $9 4 million in fuel cost over-recoveres
for the period from April 2019 through August 2020, including interest On June 29, 2020, the Company’s fuel refund credit
was approved on an interim basis, and the Company implemented the fuel refund 1n customer bills on July 1, 2020 A final
order approving the requested refund amount and deferring the determinatton of a separate refund surcharge for communty
solar customers to another case was tssued on November 5, 2020 As of December 31, 2020, the Company had a net fuel under-
recovery balance of approximately $10 6 milhon in Texas

Fuel Reconciliation Proceeding On September 27, 2019, the Company filed an application with the PUCT, which was
assigned PUCT Docket No 50058, to reconcile $363 0 muilion of Texas fuel and purchased power expenses incurred duning the
peniod of April 1, 2016, through March 31, 2019. The Company filed a settlement agreement on January 15, 2021, that reduced
the Company’s chgible fuel-cost balance by $4 5 mullton On January 22, 2021, the Admimstrative Law Judge ("ALJ")
remandced the case to the PUCT for a final order approving the settlement agreement and finding prudent its eligible fuel
expenses The Company cannot predict the outcome of this filing at this time. The April 1, 2019, through December 31, 2020,
Texas jurisdictional fuel and purchased power costs, which are subject to a future prudence review, total approximately $133 0
milhion,

Transnussion Cost Recovery Factor ("TCRF") On January 25, 2019, the Company filed an application with the PUCT to
establish 1ts TCRF, which was assigned PUCT Docket No 49148 (the “2019 TCREF rate filing") The 2019 TCRF rate filing
was designed to recover a requested $8 2 mithon of Texas jurisdictional transmission revenue requirement that was not being
recovered tn the Company's Texas base rates for transmission-related investments placed in service from October I, 2016,
through September 30, 2018, net of retirements On December 16, 2019, the PUCT 1ssued a final order approving a TCRF
revenue requirement of $7 5 mulhon with a provision for recovery of revenue relating to the period from July 30, 2019 to
December 31, 2019, which approximated $3 0 million The Company's TCRF rates became effective in customer bills
beginmng January 1, 2020 On January 14, 2020, the Company filed with the PUCT a proposed surcharge in comphance with
the final order 1ssued 1in 2019 TCRF rate filing for recovery of the $3 0 million related to 2019, over a period of 12 months
beginning on Apnl 1, 2020 The filing was assigned PUCT Docket No 50256, and on February 7, 2020, the surcharge was
approved through delegated authornity by a Commuisston ALJ

Distribution Cost Recovery Factor ("DCRF") On March 28, 2019, the Company filed an application with the PUCT and
each of its Texas mumcipalities to estabhsh its DCRF, which was assigned PUCT Docket No 49395 (the "2019 DCRF rate
filng") The 2019 DCRF rate filing was designed to recover a requested $7 9 million of Texas jurisdictional distnibution
revenue requirement that was not bemng recovercd mm the Company’s Texas base rates for distnbution-related mvestments
placed n service from October 1, 2016, through December 31, 2018, nct of retirements On September 27, 2019, the PUCT
1ssued a final order approving a DCRF revenue requirement of $7 8 mullion, and the Company's DCRF rates became effective
m customer bills beginning October 1, 2019

On Scptember 17, 2020, the Company filed an application with the PUCT, which was assigned Docket No 51348, to
amend 1ts DCRF (the "2020 DCRF rate filng") The 2020 DCREF rate filing seeks to recover an additional $12 8 milhion of
Texas junisdictronal revenue requirement that was not being recovered in erther the exising DCRF or the Company's Texas
base rates for distribution-related investments, net of retirements, placed in service from January 1, 2019, through June 30,
2020 The parties filed an unopposed motion on February 23, 2021, i which the parties agreed to a $0.7 mulhion black box
reduction to the Company's annual revenue requirement and to allow the Company to institute interim rates for bills 1ssued on
or after March 1, 2021 On February 24, 2021, the ALJ granted the request for interim rates and returned the case to the PUCT
The Company cannot predict the outcome of this filing at this time
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Newman Umt 6 Cernficate of Converuence and Necessity ("CCN"). On November 22, 2019, the Company filed an
apphcation with the PUCT for a CCN to own and operate a new, approximately 228 Megawatt(s) ("MW"), natural gas-fired
umt to be constructed at the Company's Newman Power Station ("Newman") The case was assigned PUCT Docket No 50277
An air permit apphication for Newman Unit 6 was concurrently submitted to the Texas Commission on Environmental Quality
("TCEQ") The new umt 1s needed to serve growth 1n customer demand, to replace older and less efficient generators that the
Company plans to retirc in the next several years, and to help the Company meet its planming reserve margin On October 16,
2020, the PUCT 1ssued & final order approving the Company's apphication to construct, own, and operate Newman Unit 6 The
TCEQ 1ssued a draft permut on August 26, 2020, and ssued a response to public comments recetved regarding its draft permt
and prebminary decision 1n March 2021 The TCEQ made no modification to its draft permit m response to the public
comments received The Company expects to proceed with the contested case heanng, requested by the public to determine
whether the TCEQ will grant the requested air permit to the Company, m the second quarter of 2021

Merger Rate Credst. On March 13, 2020, the Company filed an apphcation with the PUCT and each of its Texas
municipalities to implement a Merger rate credit of $21 0 million over 36 months, which was assigned PUCT Docket No
50477 The final order that approved the Merger in Docket No 49849 required the Company to file for approval of the Merger
rate credit wathin 45 days after the issuance of that final order The application was approved on June 30, 2020, and the Merger
Rate Credit Factor tanff became effective August 1, 2020, following the closing of the Merger on July 29, 2020 See Note N of
the Notes 1o Financial Statements for a discussion of the Merger

COVID-19 Orders On March 13, 2020, in response to the growing threat of COVID-19, Governor Greg Abbott tssued a
Declaration of State of Disaster for all counties mm Texas On March 16, 2020, the PUCT opened Docket No 50664 for Jssues
Related to the State of Disaster for the Coronavirus Disease 2019 That same day, the PUCT 1ssued an order suspending certain
of its rules related to filmgs and procedural requirements

The PUCT 1ssued orders on March 26, 2020, and Apri 17, 2020, finding that the public emergency and imperative public
necessity constitute good cause to grant exemptions to its rules related to utility aunthonzation to disconnect service for
nonpayment and the assessment of late payment fees for dehinquent bills through May 15, 2020 In subsequent orders 1ssued on
May 14, 2020, and July 16, 2020, the PUCT extended through August 31, 2020, the suspension of 1ts rule related to utility
authorization to disconnect service for nonpayment Although both of these rule suspensions have expired, the PUCT in its July
16, 2020, order required that all retail electric providers continue to offer a deferred payment plan to customers, upon request,
unti} further order of the PUCT.

The March 26, 2020, order provided regulated utility compamies regulatory certainty by authorizing the use of an
accounting mechanism and a subsequent process through which regulated utility companies may seek future recovery of
expenses resulting from the effects of COVID-19 The PUCT order authonized electric, water, and sewer utilities to record as
regulatory assets, expenses resulting from the effects of COVID-19, including, but not limited to, nonpayment of qualificd
customer bslls as specified by the prior order. In future proceedings, the PUCT indicated 1t would consider whether each utihity's
request for recovery of these regulatory assets 1s reasonable and necessary

Other Required Approvals The Company has obtained other required approvals for tanffs and other approvals required
by the Texas Public Utility Regulatory Act and the PUCT

New Mexico Regulatory Matters

2020 New Mexico Rate Case Filing Pursuant to an NMPRC order in Case No. 15-00109-UT, on May 29, 2020, the
Company filed its Application for Revision of Retail Electric Rates, requesting a base revenue requirement increase of $6 9
million The application was assigned Case No. 20-00104-UT Hearings in the case ended on January 26, 2021, and a final
order 15 expected by June 16, 2021 The Company cannot predict the outcome of this case at this ime

New Mexico Order Commencing Review of the Effects of the TCJA on Regulated New Mexico Unlities. On January 24,
2018, the NMPRC mtiated a proceeding in Case No 18-00016-UT on the impact of the TCJA on New Mexico regulated
utilitics On Apnl 4, 2018, the NMPRC issued an order requiring the Company to file a proposed interim rate rider to adjust the
Company's New Mexico base revenues in amounts equivalent to the Company's reduced income tax expensc for New Mexico
customers resulting from the TCJA, to be implemented on or before May 1, 2018 The NMPRC order further requires that the
Company record and track a regulatory liability for the excess accumulated deferred income taxes created by the change in the
federal corporate income tax rate, consistent with the effective date of the TCJA, and subject to amortization determined by the
NMPRC 1n the Company's next general rate case The Company recorded such a regulatory hability 1n 2017 On Apnil 16,
2018, after consultation with the New Mexico Attorney General pursuant to the NMPRC order, the Company filed an interim
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rate nder with the NMPRC with a proposed effective date of May 1, 2018 The annualized credits expected to be refunded to
New Mexico customers approximate $4 9 million The Company tmpiemented the interim rate rider in customer bills beginning
May 1, 2018, pursuant to the NMPRC order

Merger Rate Credit On July 27, 2020, the Company filed an Advice Notice with the NMPRC to implement a Merger rate
credit of $8 7 million over 36 months. The final order that approved the Merger in Case No 19-00234-UT required the
Company to file the Merger rate credit Advice Notice within seven days of the close of the Merger that occurred on July 29,
2020 The tantff implementing the Merger credit became effective on August 5, 2020 See Note N of the Notes to Financial
Statements for a discussion of the Merger

Fuel and Purchased Power Costs Pursuant to NMPRC Rule 550, fuel and purchased power costs, net of the cost of off-
system sales and related shared margins, are reconciled to actual costs on a monthly basis and recovered or refunded to
customers the second succeeding month through the New Mexico Fuel and Purchased Power Cost Adjustment Clause
("FPPCAC") The Company must file an application for continued use of its FPPCAC no more than four years from the date 1ts
last FPPCAC was continued. As required, the Company filed a request to continue use of 1ts FPPCAC with the NMPRC on
January 5, 2018, which was assigned Case No 18-00006-UT The NMPRC 1ssued a final order in the case on Febsuary 13,
2019, which authorized the Company to continue use of its FPPCAC without change and approved the Company's
reconctliation of its fuel and purchased power costs for the penod January 1, 2015, through December 31, 2016 New Mexico
Junsdictional fuel and purchased power costs subject to a future prudence review are fuel and purchased power costs from
January 1, 2017, through December 31, 2020, that total approximately $138 8 milion At December 31, 2020, the Company
had a net fuel under-recovery balance of approximately $2 6 million related to the FPPCAC in New Mexico

Amendments to the New Mexico Renewable Energy Act (the "REA") The REA requires electric utilities 10 meet a
Renewable Portfolio Standard ("RPS™) of twenty percent of its total retail sales to New Mexico customers by 2020 Effective
June 14, 2019, the REA was amended when the New Mexico Energy Transition Act was enacted to, among other things (1)
increase the RPS to forty percent by 2025, fifty percent by 2030, and eighty percent by 2040, (11) impose a zero-carbon standard
by 2045, (111) eliminate the reduction to the RPS requirement for sales to qualifying large non-governmental customers whose
costs were capped under the REA prior to the amendments, (1v) set a statutory reasonable cost threshold, and (v) provide cost
recovery for certamn undepreciated investments and decommussioning costs, such as coal-fired generation, associated with
generation required by the NMPRC to be discontinued and replaced with lower or zero-carbon generation In administering the
eighty percent RPS and zero-carbon standards, the REA requires the NMPRC to consider certain factors, including safety,
rehiabihty and rate impact to customers On October 10, 2019, the NMPRC imitiated a rulemaking proceeding to implement the
REA amendments in Case No 19-00296-UT The Company 1s currently evaluating the impact that the REA may have on 1ts
operations Further, the Company has not determined the costs associated with complying with the REA including potential
fines that could be associated with non-compliance

New Mexico RPS Lffective January 1, 2018, pursuant to the final order in NMPRC Case No 17-00090-U T, the RPS costs
for New Mexico are recovered through a separate RPS Cost Rider and not through the FPPCAC At December 31, 2020, the
Company had a net fuel over-recovery balance related to the RPS Cost Rider of approximately $1 8§ million. The RPS Cost
Rider 1s updated m an annual NMPRC filing, including a reconcihation of the prior year’s RPS costs and RPS Cost Rider
revenue On October 1, 2019, 1n Case No 19-00099-UT, the Company filed #s required application with the NMPRC for
approval of its 2019 Annual Renewable Plan and for adjustment of its RPS Cost Rider for reconciliation of 2018 costs and
revenues and to recover RPS costs for 2020. Effective January 1, 2020, the Company 1mplemented an adjusted RPS Cost Rider
reconciling 2018 RPS Cost Rider costs and revenues pursuant to a November 18, 2019 order in Case No 19-00099-UT On
March 31, 2020, the Company filed an application for approval of its amended 2019 Annual Renewable Plan and 2020 Annual
Renewable Plan and for adjustment of its RPS Cost Rider for reconcihiation of 2019 costs and revenue and to recover RPS costs
for 2020 and 2021 The amended application includes a request for approval for 70 MW of new solar generation purchased
power agreements for energy to be dehvered to New Mexico customers beginning 1n 2022 On December 2, 2020, the NMPRC
1ssued a final order approving the addition of 70 MW of new renewable generation for New Mexico, the reconciliation of 2019
RPS Cost Rider costs and revenues, and the recovery of 2021 RPS costs

Expedited Approval for CCN (Solar/Storage Project at New Mexico State University ("NMSU")) On November 20, 2019,
the Company filed an application with the NMPRC requesting a certificate of public convernence and necessity to construct,
own and operatc a three-MW solar powered generation facility coupled with a one-MW battery storage system to be located on
NMSU property 1n Arrowhead Park 1n the Company’s service territory in New Mexico The Company's application also seeks
approval of a special retail rate contract between the Company and NMSU to recover the costs of the new facility and uts
operations from NMSU The new facility will be a dedicated Company-owned resource serving NMSU This case was assigned
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NMPRC Case No 19-00350-UT The CCN and pricing contract for the new facility were approved by a final order of the
NMPRC adopting the settlement on August 5, 2020, and construction on the project began 1n December 2020

New Mexico Efficient Use of Fnergy Recovery Factor ("EUERF") On July 2, 2018, the Company filed its required
application with the NMPRC for approval of its 2019-2021 Energy Efficiency and Load Management Plan ("EE/LM Plan") and
EUERF The application was assigned Case No 18-00116-UT On March 6, 2019, the NMPRC 1ssued a final order approving
(1) the Company's 2019-2021 EE/LM Plan, with mwnor program modifications, (1) the basc incentive of 7 1% of program
expenditures, or approximatcly $0 4 mulion annually for 2019-2021, and (m) the continuation of the Company's EUERF
During 2019, the Company recorded incentives in operating revenues of $0 4 million related to 1ts 2019 EE/LM Plan For the
year ended December 31, 2020, the Company recorded incentives 1n operating revenues of $0 4 muliton related to the
2019-2021 EE/LLM Plan The Company’s 2022-2024 EE/LM Plan 1s expected to be filed on June 1, 2021

On May 22, 2020, the Company filed a motion to modify 1ts 2019 EE/LM Plan to a new Residential Load Management
Program ("RLMP") for the remaining 2020 and 2021 plan years to be funded through a reallocation of the Company's approved
EE/LM Plan budgets for 2020 and 2021 An order granting the Company’s motion for the new RLMP was issued by the
NMPRC on July 22, 2020 The program 1s also being offered in the Company's Texas jurisdiction

Newman Unit 6 CCN On November 18, 2019, the Company filed an apphcation with the NMPRC for a CCN to own and
operate a new, approximately 228 MW, natural gas-fired unit to be constructed at Newman The case was assigned NMPRC
Case No 19-00349-UT On December 16, 2020, the NMPRC 1ssued an order rejecting the Company’s requested CCN

Long-Term Purchased Power Agreement ("LTPPA") Approval On November 18, 2019, the Company filed an application
with the NMPRC to request prior approval for three LTPPAs pursuant to NMPRC Rule 179 551 of the New Mexico
Admimstrative Code ("Rule 551") The case was assigned NMPRC Case No 19-00348-UT The three LTPPAs provide for the
purchase of energy and capacity from (1) a 100 MW solar plant to be constructed 1n Santa Teresa, New Mexico, (11) a 106 MW
solar plant combined with a 50 MW of battery energy storage to be constructed 1n Otero County, New Mexico, and (iu) a 50
MW battery energy storage facility to be constructed in Canutiilo, Texas Rule 551 requires that no utility become irevocably
obhigated under a LTPPA without first obtaining the NMPRC’s written approval of the agreement On Apnl 22, 2020, the ‘
Hearing Examiner 1ssued a Recommended Decision in NMPRC Case No 19-00348-UT recommending NMPRC approval of
the solar plant and the combined solar plant and battery energy storage LTPPAs and dssapproval of the battery energy storage
factity LTPPA On May 13, 2020, the NMPRC approved the Recommended Decision as filed

COVID-19 Order On October 21, 2020, in Case No 20-00159-UT, the NMPRC issued a Final Order amending NMPRC
service rules to allow the NMPRC on a temporary basis to prohibit utilities from discontinuing residential customer utthity
service dunng the time period 1n which Emergency Executive Orders related to COVID-19 are in effect The service rule
changes became cffective November 10, 2020 Pursuant to the service rule changes promulgated in Case No. 20-00159-UT, on
February 3, 2021, in Case No 20-00205-UT, the NMPRC 1ssued the Order Setting Transition Penods and Moratoriums on
Disconnections of Residential Customer Utility Service (" Transition Period Order") The Transition Pertod Order set a 190-day
transttion period from February 3, 2021 through August 12, 2021 extending the moratoriums on disconnections of residential
customer utility service pursuant to the Governor’s Executive Orders related to the COVID-19 Pandemic

On June 24, 2020, in NMPRC Case No 20-00069-UT, the NMPRC 1ssued an order authorizing all public utilities
regulated by the NMPRC to create regulatory assets for the accounting deferral of COVID-19 related uncollectible arrearages
and other expenses mcurred during the period beginning March 11, 2020 through the termination of the Govemor of New
Mexico’s Executive Orders 2020-0004 through 2020-0010 The NMPRC order does not create a presumption of reasonableness
or otherwise provide any guarantee of rate recovery of any costs or alleged lost revenues being deferred

Other Required Approvals. The Company has obtained other required approvals for tanffs and other approvals as required
by the New Mexico Public Utility Act and the NMPRC

Federal Regulatory Matters

FERC Audit. On February 6, 2019, the FERC notified the Company that 1t was commencing an audit intended to evaluate
the Company’s compliance with, (1) the approved terms, conditions, and rates of its Open Access Transmussion Tanff
("OATT"), (1) the accounting requirements of the Umform System of Accounts, (11} the reporting requirements of the FERC
Form No 1 Annual Report and Supplemental Form 3-Q Quarterly Financial Reports, and (1v) the regulations regarding Open
Access Same-time [nformation Systems The audit covered the peniod from January 1, 2016 to June 30, 2020 and was assigned
FERC Docket No PA19-3-000 The FERC issued its final audit report on January 28, 2021 The audit findings did not have a
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material impact to the financial statements and disclosures of the Company The Company submutted 1ts implementation plan to
comply with the recommendations on March 1, 2021 On March 16, 2021, FERC Staff notified the Company that the
implementation phase of the audit 1s now closed

Other Required Approvals The Company has obtamned required approvals for rates, tanffs and other approvals as required
by the Federal Power Act and the FERC

US Department of Energy ("DOE"). The DOE regulates the Company's exports of power to Mexico pursuant to a DOE
grant of export authorization In addition, the Company 1s the holder of two presidential permits issued by the DOE under
which the Company constructed and operates border crossing facihities at the U S /Mexico border

Pursuant to the Nuclear Waste Policy Act of 1982, as amended in 1987, the DOE 15 legally obligated to accept and
dispose of all spent nuclear fuel and other high-level radioactive waste generated by all domestic power reactors by 1998 Sce
Note F of Notes to Financial Statements for further discusston of spent fuel storage and disposal costs

Sales for Resale and Network Transmission Service to RGEC

The Company provides firm capacity and associated energy to the RGEC pursuant to an ongoing contract with a two-year
notice to terminate provision The Company also provides network integrated transmisston service to the RGEC pursuant to the
Company's OATT. The contract includes a formula-based rate that 1s updated annually to recover non-fuel generation costs and
a fuel adjustment clause designed to recover all eligible fuel and purchased power costs allocable to the RGEC The Company's
service to RGEC is regulated by FERC
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E, Regulatory Assets and Liabilities

The Company's operations are regulated by the PUCT, the NMPRC and the FERC Rcgulatory assets represent probable

future recovery of previously incurred costs, which will be collected from customers through the ratemaking process
Regulatory habilities represent probable future reductions i revenues associated with amounts that are to be credited to
customers through the ratemaking process Regulatory assets and habihities reflected in the Company's balance sheet are
presented below (in thousandsy

Amor Dy ber 31, December 31,
Period Ends 2020 2019
Regulatory assets
Regulatory tax assets (a) 3 36,180 $ 37,771
Loss on reacquired debt (b) . June 2035 12,368 13,221
Final coal reclamation (<) 2,744 3,405
Four Corners decommissioning (d) 4,232 5,023
Nuclear fuel postload daily financing charge e) 3,833 4,197
Issuance costs related to reissued debt (b) July 2042 1,894 1,991
Texas 2015 rate case costs (f) January 2021 9 378
Texas 2017 rate case costs January 2021 409 1,504
Texas TCRF surcharge (g) March 2021 340 2,965
New Mexico renewable energy credits and related costs (h) 2,473 3,588
New Mexico Palo Verde deferred depreciation [6)) 3,807 3,959
Fuel revenue under-recovery [4)) 13,152 327
COVID-19 related costs (k) 3,213 —
New Mexico 2020 rate case costs ) 1,919 —
Texas energy efficiency (m) 643 —_
Other regulatory assets Varous 2,027 2415
Total regulatory assets 89,243 80,744
Current portion (amount due within one year) 18,264 9,939
Regulatory assets, non-current 3 70979 $ 70,805
Regulatory liabilities
Regulatory tax habihties (n) $ 291871 §$ 291,619
Accumulated deferred investment tax credit. () 6,371 7,122
Merger credit (p) 25,351 -
Fuel revenue over-recovery . G) 1,800 18,743
Other regulatory liabilities vartous 659 943
Total regulatory liabilities 326,052 318,427
Current portion (amount due within one year) 13,396 19,961
Regnlatory liabilities, non-current $ 312656 §$ 298 466
(a) This item relates to (1) the regulatory treatment of the equity portion of AFUDC which 1s recovered in rate base by an

(b)

(©)

offset with the related accumulated deferred income tax hability, and (11) excess deferred state income taxes which are
recovered through amortization to tax expense m cost of service The amortization peniod for the excess deferred state
income taxes is 15 years as established in the PUCT Final Order in Docket No 44941 and the NMPRC Final Order in
Case No 15-00127-UT ("NMPRC Final Order")

These items are recovered as a component of the weighted cost of debt and amortized over the hifc of the related debt
Issuance

This item relates to coal reclamation costs associated with Four Comers Generating Station ("Four Corners") The Texas
portion was approved for recovery in PUCT Docket No 46308 and is being recovered over seven years through June
2023 The New Mexico portion was approved in NMPRC Case No 15-00109-UT and the amortization penod will be
established in the 2020 New Mexico general rate case
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This 1tem relates to the decommissioning of Four Corners The Texas portion was approved for recovery in PUCT Docket
No 46308 and 1s being recovered over seven years through July 2024 The New Mexico portion was approved in
NMPRC Casc No 15-00109-UT and the amortization period will be estabiished in the 2020 New Mexico general rate
case

Ths 1tem 1s recovered through fuel recovery mechanisms established by tanffs

The 2017 PUCT Final Order approved a new recovery penod for these costs, beginning January 10, 2018

This 1tem represents revenue associated with the Company's 2019 TCRF rate filing related to the period from July 30,
2019, through December 31, 2019 The recovery period 1s over a period of 12 months beginning on Apnl 1, 2020 See
Note D of Notes to Financial Statements for further discussion

This item relates to renewable energy credits and procurement plan costs, of which a component has been approved for
recovery 1n the NMPRC Final Order and is currently being amortized through june 2022 The remaming balance was
requested for recovery in the 2020 New Mexico general rate case

The amortization period for this item is based upon the U S Nuclear Regulatory Commussion ("NRC") license life for
each unit at Palo Verde

This ttem represents the net under or over-recovery of fuel and purchased power expense which 1s recovered or refunded
through fuel rates and riders

On March 26, 2020, the PUCT 1ssued an order authonizing regulated utility companies the ability to use an accounting
mechamsm and subsequent process to seek future recovery of expenses resulting from the effects of COVID-19 The $3 2
million COVID-19 related costs will be requested for recovery 1n a future Texas rate making proceeding

This amortization period is anticipated to be established i1n the 2020 New Mex1co gencral rate case

This item 1s recovered or credited through the Company's EECRF Sec Note DD of Notes to Financial Statements for
further discussion

This 1item primartly relates to the reduction in the federal corporate income tax rate from 35% to 21% as cnacted by the
TCJA The amortization peniod for the recovery on this item will be addressed in the next base rate filings i all
junsdictions See Note A of Notes to Financial Statements for further discussion

The amortization pertod 1s based upon the life of the associated assets

This 1tem relates to the Texas and New Mexico Merger Rate Credits to be distributed to customers over a 36-month
period effective August 1, 2020 and August 5, 2020, respectively This credit 1s based on a commutment 1n the merger
agrecment between the Company and Sun Jupiter Holdings LLC
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F. Utility Plant, Palo Verde and Other Jointly-Owned Utility Plant
The tables below present the balance of each major class of depreciable assets at December 31, 2020 and 2019 (in
thousands)
December 31, 2020
Gross Accumulated Net
Plant Depreciation Plant
Nuclear production $ 1,104,086 $ (408,386) $ 695,700
Steam and other 1,078,004 (269,554) 808,450
Total production - 2,182,090 (677,940) 1,504,150
Transmission 599,918 (285,260) 314,658
Distribution . 1,439,421 (417,644) 1,021,777
General 253,718 (91,008) 162,710
Intangible 117,810 (78,319) 39,491
Total $ 4,592957 § (1,550,171) $ 3,042,786
December 31, 2019
Gross Accumulated Net
Plant Depreciation Plant
Nuclear production $ 1,062,849 $ (380,068) $ 682,781
Steam and other 1,047,243 (251,827) 795,416
Total production 2,110,092 (631,895) 1,478,197
Transmission 577,758 (277,792) 299,966
Dustribution 1,363,300 (403,410) 959,850
General 240,455 (78,932) 161,523
Intangible 112,545 (69,356) 43,189
Total 3 4,404,150 3 (1,461,385) $ 2,942,765

The Company owns a 15 8% intcrest 1n each of the three nuclear generating umuts and common facthities ("Common
Factlities”) at Palo Verde, in Wintersburg, Anizona The utilittes that share in power and energy entitlements, and bear certain
allocated costs, with respect to Palo Verde pursuant to the ANPP Participation Agreement (the "Palo Verde Participants”)
include the Company and six other utilities Arizona Public Service Company ("APS"), Southern California Edison Company,
Pubiic Service Company of New Mexico, Southern Califormia Public Power Authority, Salt River Project Agricultural
Improvement and Power District and the .os Angeles Department of Water and Power

A summary of the Company’s investment in jointly-owned utility plant, excluding fuel inventonies, at December 31, 2020
and 2019 15 as follows (1n thousands)

December 31, 2020 December 31,2019
Palo Verde Other {a) Palo Verde Other (a)
Electric plant in service . $ 1,104086 $ 100,848 $ 1,062,849 §$ 98,594
Accumulated depreciation (408,386) (77,025) (380,068) (77,390)
Construction work in progress 39,999 82 42,429 532
Total 3 735,699 § 23905 $ 725210 $ 21,736

(a) Includes three jointly-owned transmission hnes

22

3638



EL PASO ELECTRIC COMPANY
2021 TEXAS RATE CASE FILING
SCHEDULE J : FINANCIAL STATEMENTS

SPONSOR : CYNTHIA S. PRIETO SCHEDULE J
PREPARER : MYRNA A. ORT1Z ATTACHMENT B
FOR THE TEST YEAR ENDED DECEMBER 31, 2020 Page 20 of 47

EL PASO ELECTRIC COMPANY
NOTES TO FINANCIAL STATEMENTS

Amortization of mntangible plant (software) 1s provided on a straight-ltne basts over the estimated useful life of the asset
(ranging from 3 to 15 years) The table below presents the actual and estimated amortization expense for intangible plant for
2019, 2020 and the next five years (1n thousands)'

2019 3 8,101
2020 8,963
2021 (estunated) 8,496
2022 (estimated) 8,006
2023 (estimated) . . 7,271
2024 (estimated) 5,435
2025 (estimated) . 3,596

Palo Verde

The operation of Palo Verde and the relationship among the Palo Verde Participants is governed by the Arnizona Nuclear
Power Project Participation Agreement dated August 23, 1973, as amended ("ANPP Participation Agreement”) APS serves as
operating agent for Palo Verde, and under the ANPP Participation Agreement, the Company has Itmited ability to influence
operations and costs at Palo Verde Pursuant to the ANPP Participation Agreement, the Palo Verde Participants share costs and
generating entitlements in the same proportion as their percentage interests in the generating units, and each participant 1s
required to fund tts share of fuel, O&M expense, and capital costs The Company’s share of direct expenses in Palo Verde and
other jotntly-owned utility plants 1s reflected 1n fuel expense, O&M expense, miscellaneous other deductions. and taxes other
than income taxes in the Company’s Statements of Operations The ANPP Participation Agreement provides that if a
participant fails to meet its payment obhgations, each non-defaulting participant shall pay its proportionate share of the
payments owed by the defaulting participant Because 1t 1s impracticable to predict defaulting participants, the Company cannot
estimate the maximum potential amount of future payment, if any, which could be required under thns provision

Nuclear Regulatory Comnussion The NRC regulates the operation of all commercial nuclear power reactors in the U S,,
including Palo Verde The NRC penodically conducts inspections of nuclear facilities and monitors performance indicators to
enable the agency 1o armve at objective conclusions about a hicensee’s safety performance

Palo Verde Operating Licenses. Operation of each of the three Palo Verde Units requires an operating license from the
NRC The NRC 1ssued full power operating licenses for Unit ! m June 1985, Umt 2 m Apni 1986 and Umt 3 m
November 1987 and 1ssued renewed operating licenses for each of the three units in Apnl 2011, which extended the hicenses for
Units 1, 2 and 3 to June 2045, Apnil 2046 and November 2047, respectively

Decomnussioming Pursuant to the ANPP Participation Agreement and federal law, the Company funds 1its share of the
estimated costs to decommission Palo Verde Umits 1, 2 and 3, including the Common Facilities, through the term of their
respective operating licenses and 1s required to maintamn a mimmum accumulation and funding level in its decommussioning
account at the end of each annual reporting period during the hife of the plant The Company has established the NDT with an
independent trustee, which enables the Company to record a current deduction for federal mncome tax purposes for most of the
amounts funded At December 31, 2020, the NDT had a balance of $371 4 mullion, which 1s above its mimmum funding level
The Company monitors the status of the NDT and adjusts contributions accordingly

Decommissioning costs are estimated every three years based upon engineening cost studies performed by outside
engineers retained by APS In May 2020, the Palo Verde Participants approved the 2019 Palo Verde decommisstoning study
(the "2019 Study") The 2019 Study estimated that the Company must fund approximately $467 3 million (stated n 2019
dollars) to cover its share of decommissioning costs which was a decrease in decommisstoning costs of $2 3 million (stated in
2019 dollars) from the 2016 Palo Verde decommissioning study (the "2016 Study") The effect of this change decreased the
ARO by $1 0 million, which was recorded 1n the second quarter of 2020, and will decrease annual expenses starting in July
2020 Although the 2019 Study was based on the latest available information, there can be no assurance that decommuissioning
cost estimates will not increase 1n the future or that regulatory requirements will not change In addition, until a new low-level
radioactive waste repository opens and operates for a number of years, estimates of the cost to dispose of low-leve! radioactive
waste are subject to uncertainty. As provided in the ANPP Participation Agreement, the Palo Verde Participants are required to
conduct a new decommusstoning study every three years While the Company attempts to seek amounts in rates to meet its
decommssioning obhgations, it is not able to conclude given the evidence available to 1t now that it 1s probable these costs will
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continue to be collected over the period until decommussioning begins, which 1s expected to be in 2044 The Company 1s
ultimately responsible for these costs and its future actions combined with future decisions from regulators will determine how
successful the Company 1s in this effort

Spent Fuel and Waste Disposal Pursuant to the Nuclear Waste Pohicy Act of 1982, as amended tn 1987, the DOE 1s
legally obligated to accept and dispose of all spent nuclear fuel and other high-level radioactive waste generated by all domestic
power reactors by 1998 The DOE's obligations are reflected 1n a contract for Disposal of Spent Nuclear Fuel and/or High-Level
Radroactive Waste with each nuclcar power plant. The DOE failed to begin accepting spent nuclear fuel by 1998 On
December 19, 2012, APS, acting on behalf of itself and the Palo Verde Participants, filed a second breach of contract lawsust
against the DOE This lawsuit sought to recover damages incurred due to the DOE’s faillure to accept Palo Verde’s spent
nuclear fuel for the period beginning January 1, 2007 Pursuant to the terms of the August 18, 2014 settlement agreement, and
as amended with the DOE, APS files annual claims for the period July 1 of the then-previous year to June 30 of the then-current
year on behalf of itself and those utilities that share 1n power and energy entitlements, and bear certain allocated costs, with
respect to Palo Verde based upon the ANPP Participation Agreement dated August 23, 1973 The settlement agreement, as
amended, provides APS with a method for submitting claims and receiving recovery for costs incurred through December 31,
2022 The Company's share of costs recovered in 2019 and 2018, respectively are presented below (1n thousands)’

Amount Credited to

Customers through Fuel Period Credited te
Caosts Recovery Period Amount Refunded Adj Clauses Customers
July 2018 - June 2019 $ 2427 §$ 924 April 2020
July 2017 - June 2018 1,604 1,005 June 2019

On November 2, 2020, APS filed a $12 2 million claim for the penod July 1, 2019 through June 30, 2020 The Company's
share of this clatm 1s approximately $19 milhon This claim 1s pending DOE review The majonty of the reimbursement
recetved by the Company 1s expected to be credited to customers through the applicable fuel adjustment clauses

Palo Verde has sufficient capacity at its on-site independent spent fuel storage installation ("ISFSI") to store all of the
nuclear fuel that will be irradiated during the imtial operating license period, which ends 1n December 2027 Additionally, Palo
Verde has sufficient capacity at its on-site ISFSI to store a portion of the fuel that wil} be irradiated duning the period of
extended operation, which ends in November 2047 If uncertainties regarding the U.S government’s obligation to accept and
store spent fuel are not favorably resolved, APS will evaluate alternative storage solutions that may obviate the need to expand
the ISFSI to accommodate all of the fuel that will be uradiated during the period of extended operation

Liabihity and Insurance Matters The Palo Verde Participants have insurance for public liability resulting from nuclear
energy hazards to the full limit of liability under federal law, which 1s currently at $13 8 bithon This potential habtlity 1s
covered by primary liability 1nsurance provided by commercial insurance cariers 1 the amount of $450 0 mullion, and the
balance 1s covered by an industry-wide retrospecttve assessment program If a loss at a nuclear power plant covered by the
programs exceeds the accumulated funds in the primary level of protection, the Company could be assessed retrospective
premium adjustments on a per ncident basis, Under federal law, the maximum assessment per reactor under the program for
each nuclear incident 1s approximately $137 6 million, subject to an annual limut of $20 5 million Based upon the Company's
15 8% intcrest in the three Palo Verde umts, the Company's maximum potential assessment per mncident for all three units 1s
approximately $65.2 million, with an annual payment hmitation of approximately $9 7 mithon.

The Palo Verde Participants maintain $2 8 billion of "all risk" nuclear property insurance The msurance provides
coverage for property damage and decontamination at Palo Verde For covered incidents involving property damage not
accompanied by a release of radioactive material, the policy's coverage limit 15 $2.3 billion. The Company has also secured
tnsurance against portions of any increased cost of generation or purchased power and business wterruption resulting from a
sudden and unforeseen outage of any of the three units The insurance coverage discussed in this and the previous paragraph 1s
subject to certain policy conditions and exclusions. A mutual insurance company whose members are utilities with nuclear
facilities issues these policies If losses at any nuclear facility covered by this mutual insurance company were to cxceed the
accumulated funds for these msurance programs, the Company could be assessed retrospective premium adjustments of up to
$14 0 mullion for the current policy period
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Palo Verde Operations & Maintenance Expense, Included in "Operations and maintenance” in the Company's Statements
of Operations and expenses associated with Palo Verde as follows (in thousands)

Years Ended December 31,
2020 2019
$ 92,172 § 95,525

G. Accounting for Asset Retirement Obligations

The Company records ARO obligations associated with the decommisstoning of Palo Verde and for conditional ARO,
which primanly affects the accounting for the disposal obhgations of the Company’s fuel ol storage tanks, water wells,
evaporative ponds and asbestos found at the Company’s gas-fired generating plants

The ARO hability for Palo Verde i1s based upon the estimated cost of decommussioning the plant from the 2019 Study
See Note F of Notes to Financial Statements The ARO liability 1s calculated by adjusting the estimated decommisstoning costs
for spent fuel storage and a profit margin and market-nisk premium factor The resulting costs are escalated over the remaining
life of the plant and finally discounted using a credit-risk adjusted discount rate As Palo Verde approaches the end of its
estimated useful life, the difference between the ARO lrability and future current cost estumates will narrow over ttme due to the
accretion of the ARO hability Because the DOE 1s obligated to assume responsibihity for the permanent disposal of spent fuel,
such costs have not been mcluded 1n the ARO calculation The Company mamtains six external trust funds with an independent
trustee that are legally restricted to settling 1ts ARO at Palo Verde The fair value of the funds at December 31, 2020 is $371 4
mullion

I'he FASB guidance requires the Company to revise its previously recorded ARO for any changes in estimated cash
flows includmg changes in estimated probabilities related to timing of seftlements Any changes that result in an upward
revision to estimated cash flows shall be treated as a new hability Any downward revisions to the estimated cash flows result in
a reduction to the previously recorded ARO The 2019 Study resulted in a downward revision of approximately $1 0 mullion In
the second quarter of 2020, the Company implemented the results of the 2019 Study and revised 1ts ARO related to Palo Verde
to decrease its estimated cash flows from the 2016 Study to the 2019 Study See Note F of Notes to Financial Statements The
assumptions used to calculate the decreases to the Palo Verde ARO hability are as follows

Credit-Risk
Escalation Adjusted
Rate Discount Rate
Original ARO hability . 3.60 % 9.50 %
Incremental ARO hability (2010) 360 % 620 %
Incremental ARO liability (2016) 3.25% 4.34 %

An analysis of the activity of the Company’s total ARQ hability from January 1, 2019 through December 31, 2020,
including the effects of cach year’s estimate revisions. s presented below (1n thousands)

2020 2019
ARO liability at beginning of year $ 110,105 $ 101,108
Liabilities settled (75) (118)
Revisions to estimate 958) —
Accretion expense 9,847 9,115
ARO liability at end of year $ 118919 $ 110,105

The Company has transmmssion and distribution lines which are operated under various land rights agreements Upon the
cxpiration of any non-perpetual land rights agreement, the Company may have a legal obhigation to remove the lines, however,
the Company has assessed the hkelihood of this occurring as remote The majonity of these agreements are perpetual or include
renewal options that the Company routinely exercises The amount of cost of removal collected 1n rates for non-legal habilities
has not been materal
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H. Long-Term Debt and Financing Obligations

Outstanding long-term debt and financing obligations, net of issuance costs, are as follows

December 31,
2020 2019
(In thousands)
Long-Term Debt:
Pollution Control Bonds (1)
3.60% 2009 Series A refunding bonds, due 2040 (3.82% effective interest rate) $ 62,79 $ 62,765
3 60% 2009 Series B refunding bonds, due 2040 (3 84% cffective interest ratc) 36,655 36,640
4.50% 2012 Series A refunding bonds, due 2042 (4 63% effective interest rate) 58,590 58,560
Total Pollution Control Bonds 158,035 157,965
Senior Notes (2):
Semor Notes-Public
3.30% Senior Notes, net of discount, due 2022 (3.43% effective interest rate) 149,622 149,443
6 00% Scmor Notes, net of discount, due 2035 (6 58% effective interest rate) 394,652 394 435
7.50% Senior Notes, net of discount, due 2038 (7 67% effective interest rate) 147,569 147,502
5 00% Senior Notes, net of premium, due 2044 (4 93% effective interest rate) 302,724 302,786

994,567 994,166

Senior Notes-Private Placement

4 22% Senior Notes, net of discount, due 2028 (4 31% effective interest rate) 124,283 124,205
Total Sentor Notes 1,118,850 1,118,371
RGRT Senior Notes-Private Placement (3):
5 04% Semor Notes, Series C, due 2020 (5 16% effective interest rate) — 44,969 ‘
4.07% Senior Guaranteed Notes, due 2025 (4.18% effective interest rate) 64,708 64,645
Total RGRT Senior Notes 64,708 109,614
Total Long-Term Debt 1,341,593 1,385,950
Financing Obligations:
Revolving Credst Facility (4) 192,260 113,801
Total Long-Term Debt and Financing Obhigations 1,533,853 1,499,751
Current Portion (amount due within one year):
Current maturities of long term debt (1)(3) —_ (44,969)
Short-term borrowings under the revolving credit facility (192,260) (113,801)

$ 1,341,593 $ 1340981

(1) Pollution Control Bonds ("PCBs")

The Company has three series of tax exempt unsecured PCBs 1 aggregate principal amount of $159.8 mullion as of
December 31, 2020 The 2012 Series A PCBs have a fixed interest rate of 4 50% per annum until matunity on August 1,
2042 The 2012 Senes A PCBs arc subjcct to optional redemption at a redemption price of par on or after August 1, 2022

The 2009 Series A and the 2009 Series B PCBs have a fixed nterest rate of 3 60% per annum unti] maturity on February
1, 2040 and Apni 1, 2040, respectively The 2009 Series A and the 2009 Series B PCBs are subject to optional redemption
at a redemption price of par on or after June 1, 2029

(2) Senior Notes

The Semor Notes are unsecured obligations of the Company The Senior Notes were 1ssued under agreements with
contractual covenants that provide Iimitations on the Company’s ability to enter into certain transactions The 6 00%
Semior Notes have an aggregate principal amount of $400 0 mullion and were issued 1n May 2005 The Company
amortizes the loss associated with a cash flow hedge recorded in AOCI to earnings as interest expense over the life of the
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6 00% Senior Notes See Note L of Notes to Financial Statements This amortization 1s included in the cffective interest
rate of the 6 00% Sentor Notes

The 7 50% Scmior Notes due 2038 have an aggregate principal amount of $150.0 million and were 1ssued i June 2008
The 3 30% Senior Notes due 2022 have an aggregate princtpal amount of $150 0 million and were 1ssued 1n December
2012

In December 2014, the Company issued 5 00% Semor Notes with an aggregate principal amount of $150 0 mithon In
March 2016, the Company 1ssued additional 5 00% Sentor Notes with an aggregate principal amount of $150 0 million
After the March 2016 issuance, the Company's 5 00% Semor Notes due 2044 have an aggregate principal balance amount
of $300 0 mullion

The 4 22% Sentor Notes 1ssued 1n June 2018 have an aggregate principal amount of $1250 mllion and are due
August 15, 2028 The Company pays interest on the notes semi-annually on February 15 and August 15 of cach year until
maturity, beginning on February 15, 2019 The Company may redeem the notes, in whole or 1n part, at any time at a
redemption price equal to 100% of the principal amount to be redeemed together with the interest on such principal
amount accrued to the date of redemption, plus a make-whole amount based on the prevailing market interest rates The
1ssuance and sale of these semior notes was made n reliance on a private placement exemption from the registration
provisions of the Securities Act of 1933, as amended (the “Securities Act")

RGRT Senior Notes

In 2010, the Company and the Rio Grande Resources Trust II ("RGRT"), a Texas grantor trust through which the
Company finances its portion of fuel for Palo Verde, entered into a note purchase agreement with various istitutional
purchasers Under the terms of the agreement, RGRT 1ssued and sold to the purchasers $110 0 mullion aggregate principal
amount of Semor Notes ("RGRT Notes") In August 2015, 2017 and 2020, $15 0 mtllion, $50 0 million, and $45 0 mithon
of the RGRT Notes, respectively, matured and were paid with borrowings from the Company's Revolving Credit Facility
("RCF")

in 2018, the RGRT and the Company entered into a note purchase agreement with several mstitutional purchasers under
which the RGRT issued and sold $65 0 milhon aggregate principal amount of 4.07% Semor Guaranteed Notes due
August 15, 2025 ("RGRT Senior Notes") The Company guaranteed the payment of pnncipal and interest on the RGRT
Sentor Notes RGRT’s assets, labihities and operations are consolidated 1n the Company’s financial statements and the
RGRT Sentor Notes are included as long-term debt on the balance sheet The 1ssuance and sale of the RGRT Senior Notes
was made in rehiance on a private placement exemption from the registration provisions of the Securnities Act

RGRT pays interest on the Senior Notes on February 15 and August 15 of each year until matunty, beginning on February
15,2019 RGRT may redeem the Scnior Notes, in whole or in part, at any time at a redemption price equal to 100% of the
principal amount to be redeemed together with the interest on such principal amount accrued to the date of redemption,
plus a make-whole amount based on the prevatling market interest rates

Revolving Credit Facility

In 2018, the Company and The Bank of New York Mellon Trust Company, N A | as trustee of the RGRT, entered mto a
third amended and restated credit agreement ("RCF Agreement”) with MUFG Union Bank, N A | as administrative agent
and as syndication agent, various issuing banks and lending banks party thereto Under the terms of the RCF Agreement,
the Company has available a $350.0 mitlion RCF with a $50.0 muilion subfacility for the 1ssuance of letters of credit, and
the Company extended the term of the Company's existing $350 0 million revolving credit agreement to September 13,
2023. On March 20, 2020, the Company exercised 1ts option to extend the matunty of the RCF by one year to September
13, 2024 and to increase the borrowing commutments under the RCF by $50 0 muflion to $400 0 muliton The Company
has the option to extend the facility by one additional year to September 2025 upon the satisfaction of certain conditions
set forth 1in the RCF Agreement, including requisite fender approval

The RCF Agreement provides that amounts borrowed by the Company may be used for, among other things, working

capital and general corporate purposes Any amounts borrowed by the RGRT may be used, among other things, to finance
the acquisition and cost to process nuclear fuel Amounts borrowed by the RGRT are guaranteed by the Company and the
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balance borrowed under the RCF Agreement 1s recorded as short-term borrowings on the balance sheet The RCF
Agreement 15 unsecured As of December 31, 2020, the total amount borrowed by the RGRT was $71 3 mullion for
nuclear fuel under the RCF As of December 31, 2020, $121.0 miilion of borrowings were outstanding under the RCF for
working capital and general corporate purposes The weighted average interest rate on the RCF was 14% as of
December 31, 2020, with an additional $207.6 muilion available to borrow

The Merger constituted a "Change in Control” under the RCF and would have resulted in an event of default under the
RCF absent a waiver from the lenders On August 9, 2019, the lenders under the RCF agreed to waive any default or event
of default that would occur as a resuit of the Merger

As of December 31, 2020, the principal amount of scheduled maturities for the next five years of long-term debt are as
follows (in thousands)

2021 . $ _
2022 150,000
2023 . . —_
2024 _
2025 65,000

Pursuant to the Company’s debt agrcements, the Company 1s required to comply with vanious covenants and restrictions,
mcluding a total debt to capitalization rauo as required by each one of the Company’s and RGRT’s private placement debt
securities and the RCF The Company is in compliance with all of its debt covenants and restrictions
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L Income Taxes

The tax effects of temporary differences that give rise to significant portions of the deferred tax assets and habilities at
December 31, 2020 and 2019 are presented below (in thousands)

December 31,
2020 2019
Deferred tax assets:
Benefit of tax loss carryforwards $ 1,200 3 —
Pensions and benefits 28,129 33,456
Asset retirement obligations 25,436 23,239
Regulatory liabilities related to sncome taxes . 63,128 63,103
Deferred fuel —_ 4,124
Other 2,184 e
Total gross deferred tax assets 120,078 123,922
Deferred tax liabilities:
Plant, principally related to depreciation and basis differences (437,686) (432,073)
Decommisstoning (47,670) (39,737)
Deferred fuel (2,543) —
Other — (510)
Total gross deferred tax habilities (487,899) (472,320)
Net accumulated deferred income taxes $ (367,821) § (348398)

As of December 31, 2020, the Company had fully utthzed all alternative mimmum tax credit carryforwards, and had $0 9
mullion in federal and $0 4 mullion of state tax loss carryforwards Net operating losses ("NOL") arising 1n tax years ending
after 2017 cannot be carried back, but can be carned forward indefinitely The use of NOLs generated after 2017 to offset
taxable income 1s hmited to 80% of taxable income Based on the average annual earnings before taxes for the prior two years,

and excluding the effects of unusual or infrequent items, the Company belicves that the deferred tax assets will be fully
realized

The Company recogmzed income tax expense for 2020 and 2019 as follows (1n thousands)

Years Ended December 31,

2020 2019
Income tax expense:
Federal:
Current $ 5419 § 4,827
Deferred 17,318 28,637
Total federal income tax 22,737 33,464
State:
Current 386 2,061
Deferred §,201 (744)
Total state income tax 1,587 1,317
Amortization of accumulated investment tax credits (750) (750)
Total income tax expense $ 23574 § 34,031
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Income tax provisions differ from amounts computed by applymng the statutory federal income tax rate of 21% for ail
penods to book income before federal income tax as follows (1n thousands)

Years Ended December 31,

2020 2019
Federal income tax expense computed on income at statutory rate . $ 21,304 § 32984
Diiference due to

State taxes, net of federal benefit . . 1,254 1,041
Permanent tax differences (1,846) (1,405)
Other . . 2,862 1,411
Total income tax expense 3 23574 % 34,031
Effective income tax rate . 232 % 217 %
=

The Company files mcome tax returns m the US federal junsdiction and in the states of Texas, New Mexico and
Anzona The Company 1s no longer subjcct to tax examination by the taxing authonties in the federal, Arizona and New
Mexico junisdictions for years prior to 2016

The FASB guidance prescribes a recognition threshold and measurement attribute for the financial statement recognition
and measurement of a tax position taken or expected to be taken m a tax return The Company recorded a decrease of $0 7
mlhon, and $0.4 million 1n 2020 and 2019, respecuvely, related to transmission and distribution costs and other amounts
deducted in current and prior year Texas franchise tax returns The Company recorded a decrease of $0 3 mullion in 2020, and
an unrecognized tax position of $0 3 mullion, 1n 2019, related to tax credits taken and apportionment factors used 1n prior year
Arizona mcome tax returns, which have been settled through audit A reconciliation of the December 31, 2020 and 2019
amounts of unrecognized tax benefits are as follows (in thousands)

2020 2019
Balance at January 1 $ 4,600 $ 4,700
Reductions for tax positions related to the current year -— —
Additions for tax positions of prior years 700 400
Reductions for tax positions of prior years (1,700) (500)
Balance at December 31 $ 3600 $ 4,600

If recogmized, $1 6 mllion of the unrecogmized tax position at December 31, 2020, would reduce the effective tax rate
The Company recognized an income tax benefit for the decrease in unrecognized tax positions of $1 0 milion for the year
ended December 31, 2020

The Company recoghizes 1n tax expense interest and penalties related to tax benefits that have not been recogmzed For
the years ended December 31, 2020 and 2019, the Company recogmzed a tax benefit of $0 4 mitlion and tax expense of $0 2
mithon, respectively The Company had approximately $1 0 million and $1 4 milhon accrued for the payment of interest and
penaitics at December 31, 2020 and 2019, respectively
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L Commitments, Contingencies and Uncertainties
Litigation

The Company 1s involved in various legal, environmental, tax and regulatory proceedings before various courts,
regulatory commissions and governmental agencies regarding matters ansing in the ordinary course of bustness In many of
these matters, the Company has excess casuaity habihity insurance that covers the vanous claims, actions and complaints The
Company regularly analyzes current information and, as necessary, makes provistons In 1ts financial statements for probable
liabilities for the eventual disposition of these matters While the outcome of these matters cannot be predicted with certainty,
based upon a review of the matters and applicable insurance coverage, the Company believes that none of these matters will
have a matenal adverse cffect on the financial position, results of operations or cash flows of the Company The Company
expenses legal costs, including expenses related to loss contingencies, as they are mcurred

Power Purchase and Sale Contracts

To supplement 1ts own generation and operating reserve requirements and to meet s RPS requircments, the Company
enpages tn power purchase arrangements that may vary i duration and amount based on an evaluation of the Company’s
resource needs, the cconomics of the transactions and specific RPS requirements On November 18, 2019, the Company filed
for regulatory approval with the NMPRC for power purchase agreements relating to both solar and battery storage resources as
a result of the Company's 2017 All Source Request for Proposal for Electric Power Supply and Load Management Resources
The two power purchase agreements approved by the NMPRC include (i) a 100 MW solar plant to be constructed in Santa
Teresa, New Mexico; and (ii) a 100 MW solar plant combined with a 50 MW battery energy storage to be constructed 1n Otero
County, New Mexico On March 31, 2020 the Company filed for regulatory approval with the NMPRC for two additional
power purchase agreements related to meeting RPS requirements mm New Mexico These two additional power purchase
agreements were approved by the NMPRC on December 2, 2020 and include (1) a 50 MW solar plant to be constructed in
Santa Teresa, New Mexico and (1i) a 20 MW solar plant to be constructed mn Otero County, New Mexico See Note D of Notes
to Financial Statements for further discussion The Company has entered 1nto the foliowing significant agreements with various
counterparties for the purchase and sale of electricity

Commercial
Operation
Type of Contract Counterparty Quantity Term Date
Becember 2008 through Decemb
Power Purchase and Sale Agreement Freeport 25 MW 2021 N/A
Power Purchase and Sale Agreement Freeport 100 MW June 2006 through December 2021 N/A
Hatch Solar Energy Center 1,
Power Purchase Agreement LLC 5 MW Tuly 2011 through July 2036 July 2011
Power Purchase Agreement Solar Roadrunner, LLC 20 MW August 201 I through August 2031 August 2011
Power Purchase Agreement SunE EPEL, LLC 10 MW June 2012 through June 2037 June 2012
Power Purchase Agreement SunE EPE2, L1LC 12 MW May 2012 through May 2037 May 2012
Power Purchase Agreement Macho Springs Solar, LLC 50 MW May 2014 through May 2034 May 2014
December 2014 through December
Power Purchase Agreement Newman Solar LLC 10 MW 2044 December 2014
Buena Vista Energy Center, Twenty years fram C ial Anticipated
Power Purchase Agreement LLC 150 MW Operation May 1, 2022
Hecate Energy Santa Teresa, Twenty years from C | A pated
Power Purchase Agreement LLC 100 MW Operation May 1, 2022
Buena Vista Energy Center 11, Twenty years from C 1 Anucipated
Power Purchase Agreement LLC 20 MW Qperation May 1, 2022
Hecate Energy Santa Teresa 2, T'wenty years from C | A pated
Power Purchase Agreement LLC 50 MW Operation May 1, 2022

The Company has a fim 100 MW Power Purchase and Sale Agreement ("Power Purchase and Sale Agreement") with

Freeport-McMoRan Copper & Gold Energy Services LLC ("Freeport") that provides for Freeport to deliver energy to the
Company from the Luna Energy Facility (a natural gas-fired combined cycle generation facibty located in Luna County, New
Mexico) and for the Company to deliver a ke amount of energy at Greenlee, Anizona The Company may purchase the
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quantities noted n the table above at a specified price at times when energy 1s not exchanged under the Power Purchase and
Sale Agrecement The agreement was approved by the FERC and will continue through an initial term ending December 31,
2021, with subsequent rollovers until termunated Upon mutual agreement, the Power Purchase and Sale Agreement allows the
parties to increase the amount of energy that 1s purchased and sold under the agreement The parties have agreed to increase the
amount up to 125 MW through December 2021

The Company has entered into several power purchase agreements to help meet its RPS requirements, Namely, the
Company has a 25-ycar purchase power agreement with Hatch Solar Encrgy Center 1, LLC to purchase ali of the output from a
solar photovoltaic plant located m southern New Mexico, which began commercial operation in July 2011 In June 2015, the
Company entered into a consent agreement with Hatch Solar Energy Center 1, LLC to provide for additional or replacement
photovoltaic modules The Company also entered into a 20-year contract with Solar Roadrunner, LLC, a subsidiary of Global
Infrastructure Partners, (formerly known as NRG Solar Roadrunner LLC) to purchase all of the output of a solar photovoltaic
plant butlt i southem New Mexico, which began commercial operation in August 2011 In addition, the Company has 25-year
purchase power agreements to purchase all of the output of two additional solar photovoltaic plants located in southern New
Mexico, SunE EPEL, LLC and SunE EPE2, LL.C, which began commercial operation in June 2012 and May 2012, respectively
In September 2017, Longroad Solar Portfolio Holdings, LLC purchased SunE EPE1, .I.C, and 1n October 2017, Silicon Ranch
Corporation purchased SunE EPE2, LLC with the Company's consent per the terms of both power purchase agreements

The Company has a 20-year power purchase agreement with Macho Springs Solar, LL.C to purchase the entire generation
output delivered from the 50 MW Macho Springs solar photovoltaic plant located 1n Luna County, New Mexico, which began
commercial operation in May 2014 Additionally, the Company has a 30-year power purchase agreement with Newman Solar
LLC to purchase the total output of approximately 10 MW from a solar photovoltaic plant on land subleased from the Company
n proximuty to Newman Ths solar photovoltaic plant began commerciai operation in December 2014

The Company also entered mto four other purchase power agreements (i) a 20-year power purchase agreement with
Buena Vista Energy Center, LLC to purchase up to 100 MW plus up to 50 MW of battery storage from the Buena Vista Energy
solar photovoltaic plant located 1n Otero County, New Mexico, (1) a 20-year purchase power agreement with Hecate Energy
Santa Teresa to purchase up to 100 MW from the Hecate photovoltaic plant located in Santa Teresa, New Mexico, (111) a 20-
year power purchase agreement with Buena Vista Energy Center 11, LLC to purchase up to 20 MW from the Buena Vista
Energy II. LLC photovoltaic plant located 1n Otero County, New Mexico; and (1v) a 20-year power purchase agreement with
Hecate Energy Santa Teresa 2 LLC to purchase up to 50 MW from the Hecate Energy Santa Teresa 2 LLC photovoltaic plant
located 1n Santa Teresa, New Mexico All four of the facilities are anticipated to begin commercial operation by May 1, 2022

Environmental Matters

The Company 1s subject to extensive laws, regulations and permut requirements with respect to air and greenhouse gas
("GHG") emussions, water discharges, soil and water quality, waste management and disposal, natural resources and other
cnvironmental matters by federal, state, regional, tribal and local authorities Fatlure to comply with such laws, regulations and
requirements can result in actions by authonities or other third parties that might seek to impose on the Company admnsstrative,
civi) and/or criminal penalties or other sanctions In addition, releases of pollutants or contaminants nto the environment can
result in costly cleanup habilities These laws, regulations and requirements are subject to change through modsfication or
reinterpretation, or the introduction of new laws and regulations and, as a result, the Company may face additional capital and
operating costs to comply

National Ambient Aw Quahty Standards ("NAAQS”). Under the U.S Clean Air Act ("CAA"), the U S Environmental
Protection Agency ("EPA") sets NAAQS for si1x critena pollutants considered harmful to public health and the environment,
including particulate matter, mtrogen oxide, carbon monoxide, ozone and sulfur dioxide In June 2018, the EPA designated
El Paso County, Texas, as "attainment/unclassifiable” under the 2015 ozone NAAQS and designated a section of southern Dofia
Ana County, New Mexico, as "nonattainment " In August 2018, a petition for review was filed by the City of Sunland Park,
New Mexico in the US Court of Appeals for the District of Columbia Circuit ("D C Circunt"), specifically challenging the
"attainment/unclassifiable” designation of El Paso County, Texas In July 2020, the D C Circust 1ssued a decision granting the
EPA a voluntary remand without vacatur for the El Paso designation Pending further agency action, E! Paso's attainment/
unclassifiable designation remamns 1in place In response to the remand, EPA could either retamn the current attainment/
unclassifiable designation for El Paso or change 1t to another designation such as "nonattainment "

States, including New Mexico, that contain any areas designated as nonattainment are required to complete development
of implementation plans The exact attainment date by which nonattainment areas will be required to meet the primary (health)
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standard will vary based on the ozone level in the area The Company continues to evaluate what impact these final and
proposed NAAQS could have on its operations If the Company 1s required to nstall additional equipment to control emissions
at its facilities, the NAAQS, individually or in the aggregate, could have a matenal impact on 1its operations and financial
results

Climate Change The federal government has considered, proposed and/or finalized legislation or regulations to address
climate change and himit GHG emissions, including carbon dioxide In particular, the Biden Admimistration 1n January 2021,
issued an Executive Order broadly addressing means to tackle chmate change, including the proposition of decarbonizing the
power sector by 2035

Internationally, the United Nations Framework Convention on Chrmate Change finalized an agreement among 195 nations
at the 21st Conference of the Parties in Paris with an overarching goal of preventing global temperatures from rising more than
2 degrees Celswus (the "Paris Agreement") The Paris Agreement includes provisions requiring every country to lower
enmussions, but there are no requirements specifying how or by what amount emissions should be lowered In January 2021, the
U S committed to rejoining the Paris Agreement.

New legislation, regulations or international agreements could result 1n increased costs to operate and maintain our
facihities, capital expenditures to install new emission controls at our facilities, and costs to admimister and manage any potential
GHG emusstons or carbon trading or tax programs These costs and capital expenditures could be matersal The potential impact
of the Paris Agreement, GHG regulations, and climate rmtiatives on the Company 1s unknown at this time, but could result in
significant costs, limitations on operating hours, and/or changes 1n construction schedules for future generating units

Union Matters

The Company employs approximately 1,200 individuals, about 38% of which are covered by a collective bargaining
agreement. The International Brotherhood of Electrical Workers Local 960 ("Local 960") represents the Company’s employees
working primarily i power generation, transmusston and distnibution, communcations, matenal scrvices, fleet services,
facihuies services, customer services and meter reading, and field services. On October 15, 2019, the Company reached
agreement on the terms of a new collective bargaining agreement with Local 960, to be effective September 3, 2019, for a four-
year term ending September 3, 2023 The agreement provides for pay mcreases for bargaming unit employees of 3 25% on
September 3, 2019, 3 00% on September 3, 2020, 3 00% on September 3, 2021, and 3 20% on September 3, 2022

Franchises

The Company operates under franchise agreements with scveral cities in its service terntory, including one with El
Paso, Texas, the largest city it serves The franchisc agreement allows the Company to utilize public rights-of-way necessary to
serve 1ts customers within Ei Paso Pursuant to the El Paso franchise agreement, the Company pays to the Crty of El Paso, ona
quarterly basis, a fee equal to 5 00% of gross revenues the Company receives for the generation, transmission and distribution
of electrical energy and other services within the city The Company sought approval from the City of El Paso on September
20, 2019, for a deemed assignment of the franchise agreement as a result of the Merger, which approval was granted on
February 4, 2020 The El Paso franchise agreement is set to expire on July 31, 2060

The Company does not have a written franchise agreement with Las Cruces, New Mexico, the second largest city 1n tts
service termtory The Company utihzes public nghts-of-way necessary to service its customers within Las Cruces under an
mmplied franchise pursuant to state law by satisfying all obligations under the franchise agreement that expired on April 30,
2009 The Company pays the City of Las Cruces a franchise fee of 2 00% of gross revenues the Company recerves from
services within the City of Las Cruces

The Company also maintains franchise agreements with other municipalities, and applicable counties, within ifs service
terntories
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Significant Customers - Military Installations

The Company serves Holloman Air Force Base ("HAFB"), White Sands Missile Range ("White Sands") and Fort Bliss
U.S Army Post ("Fort Bliss") These mlitary instaliations represent approximately 2 6% of the Company's annual retail
revenues n 2020 In July 2014, the Company signed an agreement with Fort Bliss under which Fort Bliss takes retail electric
service from the Company under the applicable Texas tariffs The Company serves White Sands under the applicable
New Mexico tanffs In August 2016, the Company signed a contract with HAFB under which the Company provides retail
electric service and limited wheeling services to HAFB under the applicable New Mexico taniffs Pursuant to the contract,
HAFB purchases the full output of 2 Company-owned 5-MW solar facility HAFB's other power requirements are provided
under the applicable New Mexico tanffs with limited wheeling services under the contract

K. Employee Benefits

The Company early adopted ASU 2018-14, Compensation — Retirement Benefits — Defined Benefit Plans (Subtopic
715-20) effective December 31, 2020 The adoption did not have a significant impact on the Company's financial statement
disclosures See Note B of Notes to Financial Statements for further discussion

Retirement Plans

The Company’s Retirement Income Plan ("Retirement Plan") 1s a qualified noncontributory defined benefit plan Upon
retirement or death of a vested plan participant, assets of the Retirement Plan are used to pay benefit obligations under the
Retirement Plan Contributions from the Company are based on various factors, such as the mimmum funding amounts required
by the US Internal Revenue Service, state and federal regulatory requirements, amounts requested from customers m the
Company's Texas and New Mexico jurisdictions, and the annual net periodic benefit cost of the Retirement Plan, as actuarially
calculated The assets of the Retirement Plan are primarily invested i common collective trusts which hold equity securities,
debt securites and cash equivalents and are managed by a professional investment manager appointed by the Company

The Company has two non-qualified retirement plans that are non-funded defined benefit plans The Company's
Suppiemental Retirement Plan covers certain former employees and directors of the Company The Excess Benefit Plan was
adopted in 2004 and covers certain active and former employees of the Company The net pertodic benefit cost for the non-
qualified retirement plans are based on substantially the same actuarial methods and economic assumptions as those used for
the Retirement Plan

The Retirement Plan was amended effective April 1, 2014 to offer a cash balance pension benefit as an alternative to its
existing final average pay pension benefit for employees hired prior to January 1, 2014 Employees hired after January 1, 2014
are automatically enrolled in the cash balance pension henefit

Prior to December 31, 2013, employees who completed one year of service with the Company and worked at least a
mintmum number of hours each year were covered by the final average pay formula of the plan For participants that contintic
to be covered by the final average pay formula, retirement benefits are based on the employee’s final average pay and years of
service The cash balance pension benefit covers employees beginning on their employment commencement date or re-
employment commencement date Retirement benefits under the cash balance pension benefit are based on the employee’s cash
balance account, consisting of pay credits and interest credits
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The obhgations and funded status of the plans arc presented below (in thousands)

December 31,
2020 2019
Retirement Non-Qualified Retirement Non-Qualified
Income Retirement Income Retirement
Plan Pians Plan Plans
Change in projected benefit obligation:
Benefit obligation at end of prior year $ 398,107 $ 27,821 § 335496 $ 26,719
Service cost . 9,303 273 8,127 415
Interest cost 11,517 775 13,451 1,003
Actuarial loss 39,537 4,160 56,988 1,624
Benefits paid (16,450) (2,054) (15,955) (1,940)
Benefit obligation at end of year 442,014 30,975 398,107 27,821
Change in plan assets:
Far value of plan assets at end of prior year 327,152 — 272,803 —_
Actual return on plan assets 59,651 — 64,368 —
Employer contribution 7,300 2,054 7,300 1,940
Benefits paid (16,450} (2,054) (15,955) (1,940)
Administrative and investment expenses (2,326) — (1,364) —
Fair value of plan assets at end of year 375.327 — 327,152 —
Funded status at end of year $  (66687) $ (30975) §  (70955) $  {(27.821)

Amounts recognized 1n the Company's balance sheets consist of the following (in thousands)

December 31,

2020 2019
Retirement Non-Qualified Retirement Non-Qualfied
lncome Retirement Income Retirement
Plan Pians Plan Plans
Current habilities . $ — § (2043 § — % (2,031)
Noncurrent Jrabilities (66,687) (28,932) (70,955) (25,790)
Total . $  (66687) 5 (30975) $  (70955) §  (27,821)

The accumulated benefit obligation 1n excess of plan assets ts as follows (in thousands)

December 31,
2020 2019
Retirement Non-Qualified Retirement Non-Qualified
Income Retirement Income Retirement
Plan Plans Plan Plans

Projected benefit obligation $ (442014) § (30975) $ (398,107) §  (27,821)
Accumulated benefit obligation (403,882) (29,198) (364,941) (26,413)
Fair value of plan assets 375,327 —_ 327,152 —_
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Pre-tax amounts 1ecognized in AOCI consist of the following (1n thousands)

Years Ended December 31,

2020 2019
Retirement Non-Qualified Retirement Non-Qualified
Income Retirement Income Retirement
Plan Flans Plan Plans
Net loss $ 116,595 $ 13,380 § 121,622 § 10,153
Prior service benefit (10,008) (29) (13,475) (68)
Total $ 106,587 $ 13351 8 108147 § 10,085

The plan’s actuanal losses were due to the actuarial transition, changes n assumptions for the year ended 2020, and
demographic expertence different from that which was assumed There were also actuarial gains due to actual investment return
being different from that assumed during the year ended 2019 Significant reasons for these changes include the following (1)
the actual return on the fair value of plan assets smce the prior measurement date was greater than assumed, which improved
the funded position and (11) the single equivalent discount rate used to measure accumulated and PBO decreased sigmficantly
compared to the year ended December 31, 2019, which decreased the funding position of the plan

The following are the weighted-average actuarial assumptions used to determine the benefit obligations

December 31,

2020 2019
Non-Qualified Non-Qualified
Retirement Supplemental Excess Retirement Supplemental Excess
Income Retirement Benefit Income Retirement Benefit
Plan Plan Plan Plan Plan Plan
Discount rate 2.66 % 205 % 2.65 % 332% 287 % 331 %
Rate of compensation increase 4.5 % N/A 45% 45 % N/A 45%

The Company reassesses various actuarial assumptions at least on an annual basis The discount rate 1s reviewed and
updated at each measurement date. The discount rate used to mcasure the fiscal year end obhgation 15 based on a segmented
spot rate yield curve that matches projected future payments with the approprate nterest rate applicable to the timing of the
projected future bencfit payments

The cash balance interest crediting rate 1s based on a 20-year expectation of long-term government bonds, since the plan
credits mterest to cash balance accounts using the 30-year Treasury rate, but with a mimimum interest crediting rate of 3 8%

The components of net periodic benefit cost are presented below (in thousands)

Years Ended December 31,

2020 2019
Retirement Non-Qualified Retirement Non-Qualified
Income Retirement Income Retirement
Plan Plans Plan Plans

Service cost (a) $ 11629 § 273 % 9491 $ 415

Interest cost 11,517 775 13,451 1,003

Expected return on plan assets (22.978) R (21,492) —

Amortization of

Net loss 7,890 934 5,022 776
Prior service benefit (3,467) (39) (3,467) (39)
Net periodic benefit cost $ 4591 § 1943 § 3005 8 2,149

(a) Service cost for the Retirement Plan includes expenses of $2 3 million and $1 4 million, for 2020 and 2019, respectively, for
administrative and investment expenses paid from plan assets during the year
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The changes 1n benefit obligations and plan assets recogmzed n other comprehensive income are presented below (1in

thousands)
Years Ended December 31,
20620 2019
Retirement Non-Qualified Retirement Nen-Qualified
Income Retirement Income Retirement
Plan Plans Plan Plans
Net (gain) loss $ 2,864 § 4,160 § 14112 $ 1,624
Amortization of
Net loss (7.890) (934) (5,022) (770)
Pnior service benefit 3,467 39 3,467 39
Total recognized in other comprehensive income $ (1559 8 3265 8 12557 § 893

The total amount recognized 1 net periodic benefit costs and other comprehensive income are presented below (in
thousands)

Years Ended December 31,

2020 2019
Retirement Non-Qualified Retirement Non-Qualified
Income Retirement Income Retirement
Plan Plans Plan Plans
Total recognized in net periodic benefit cost and other
comprehensive income . $ 3,032 § 5208 § 15,562 $ 3,042

The following are the weighted-average actuarial assumptions used to determine the net periodic benefit cost for the years
ended December 31

2020 2019
Non-Qualified Non-Quahfied
Retirement  Supplemental  Excess  Retirement  Supplemental  Excess
Income Retirement Benefit Income Retirement Benefit
Plan Plan Plan Plan Plan Plan
Discount rate

Benefit obligation 339 % 299% 339% 442 % 411 % 445%
Service cost 3.60 % NA 346% 450% NA 453 %
Interest cost 299 % 260% 304 % 412 % 368% 4.i18%
Expected long-term return on plan assets 75% N/A N/A 75% N/A N/A
Rate of compensation increase 45 % N/A  45% 45% NA 45%

Effective January 1, 2021, the Company’s overall expected long-term rate of return on assets was reduced to 7 0%, which
1s both a pre-tax and after-tax rate as pension funds are generally not subject to income tax The expected long-term rate of
return 1s based on the weighted average of the expected returns on investments based upon the target asset allocation of the
pension fund

The Company’s target allocations for the plan’s assets are presented below

December 31, 2020

Equity securities 497 %
Fixed income 423 %
Alternative investments 8.0 %

Total 1000 %
The Retirement Plan invests the majority of 1ts plan assets 1n common collective trusts which includes a diversified

portfolio of domestic and international equity securtties and fixed mcome secunties Alternative investments of the Retirement
Plan are comprised of a real estate limited partnership, equity securities of real estate compames, primarnily in real estate
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mvestment trusts and equity secunities of listed companies involved in infrastructure activities The expected rate of returns for
the funds are assessed annually and are based on long-term relationships among major assct classes and the level of incremental
returns that can be earncd by the successful tmplementation of different active tnvestment management strategies Equity, real
estatc cquity and infrastructure equity returns are based on estimates of long-term inflation rate, real rate of return, 10-ycar
Treasury bond premium over cash, an expected equity risk premium, as well as other economic factors Fixed income returns
are based on maturity, long-term nflation, real rate of return and credit spreads. These assumptions also capture the expected
correlation of returns between these asset classes over the long term

Fair Value Measurements The FASB requires the Company to provide expanded quantitative disclosures for financial
assets and liabilities recorded on the balance sheet at fair value To increase consistency and comparability in far value
measurements, the FASB guidance on fair value measurements established a fair value hierarchy that prioritizes the inputs to
vajuation techniques used to measure fair value into three levels as follows

+ Level 1 — Observable inputs that reflect quoted market prices for identical assets and habihties in active markets
Fmancial assets utihzing Level | input include investments that are in a highly liquid and active market Prices of
securities held m the mutual funds and underlying portfolios are pnimarnily obtained from independent pricing services
These prices are based on observable market data The investments are valued using the Net Asset Value ("NAV")
provided by the adrmmistrator of the fund The NAV price 1s quoted on a restrictive market although the underlying
investments are traded on active markets The NAV used for determining the fair value of the investments have readily
determuinable fair values Accordingly, such fund values are categorized as Level 1

»  Level 2 — Inputs other than quoted market prices included in Level 1 that are observable for the asset or liability erther
directly or indirectly The fair value of these mvestments 1s based on evaluated prices that reflect observable market
nformation, such as actual trade information of similar securnities, adjusted for observable differences

« Level 3 — Unobservable mnputs using data that ts not corroborated by market data and primarily based on nternal
Company analysis using models and various other analysis
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The fair value of the Company’s Retirement Plan assets at December 31, 2020 and 2019, and the level within the three
levels of the fair value hierarchy defined by the FASB guidance on fair value measurements are presented in the table below (1n

thousands)

Description of § .
Cash and Cash Equivalents
Common Collective Trusts (a)

Equity funds

Fixed income funds

Real asset funds

Total Common Collective Trusts
Limited Partnership Interest 1n Real Estate (b)

Total Plan Investments

Description of §
Cash and Cash Equivalents
Common Collective Trusts (a)

Equity funds

Fixed income funds

Real asset funds

Total Common Collective Trusts
Limited Partnership Interest in Real Estate (b)

Total Plan Investments

(a)

Quoted Prices Significant
in Active Other Siguificant
Fair Valuc as of Markets for Observable Unobservable
December 31,  Identical Assets Inputs Inputs

2020 (Level 1) {Level 2) (Level 3)
$ 1,360 § 1,360 $ — 3§ -
186,105 186,105 — —
156,583 156,583 — —_
29,802 29,802 — —
372,490 372,490 —_ j—

1,477
3 375,327 § 373,850 $ — § —
Quoted Prices Significant
in Active Other Significant
Fair Value as of Markets for Observable Unobservable
December 31,  Identical Assets Inputs Inputs

2019 (Level 1) {Level 2) (Level 3)
$ 2,622 § 2622 § — § —
148,163 148,163 — —
150,439 150,439 — —
24,119 24,119 e —
322,721 322,721 — —

1,809

$ 327,152 § 325343 § — 3 —

The Common Collective Trusts are mnvested in equity and fixed income securtties, or a combtnation thereof

The

investment objective of each fund 1s to produce returns i excess of, or commensurate with, its predefined index

(b)

This investment 15 a commercial real cstate partnership that purchases land, develops hmited infrastructure and sells 1t for

commercial development The Company was restricted from selling its partnership interest during the hfe of the
partnership, which spanned 7 years Return on investment 15 realized as land 1s sold The fair value of the limited
partnership interest i real estate is based on the NAV of the partnership which reflects the appraised value of the land
The partnership term expired on June 30, 2016 Upon expiration, dissolution of the partnership commenced and, as a
result, the general partner of the partnership 1s attempting to sell the remaining inventory as soon as possible at the highest

pricing possible.

There were no purchases, issuances, and settlements related to the assets mn the Level 3 fair value measurement category
dunng the twelve-month period ending December 31, 2020

The Company and the fiducianes responsible for the Reurement Plan adhere to the traditional capital market pricing
theory which maintains that over the long term, the nisk of owning equities should be rewarded with a greater return than
available from fixed tncome investments The Company and the fiduciaries responsible for the Retirement Plan seek to
muntmuze the risk of owming equity securities by nvesting in funds that pursue nsk mimimization strategies and by diversifying
its investments to it 1ts nisks during failing markets The investment manager has full discretionary authonity to direct the
wnvestment of plan assets held 1n trust within the guidelines prescribed by the Company and the fiducianes responsible for the
Retirement Plan through the plan’s investment policy statement including the ability to hold cash equivalents The investment
guidelines of the investment policy statement are in accordance with the Employee Retirement Income Secunty Act of 1974
("ERISA") and U S Department of Labor ("DOL") regulations
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The following benefit payments, which reflect expected future service, as appropriate, are expected to be pad (n
thousands)

Retirement Income Non-Qualified
Plan Retirement Plans
2021 $ 21,159 $ 2,045
2022 23,134 2,023
2023 . 22,805 1,950
2024 22,411 1,967
2025 . 23,033 1,860
2026-2030 118,726 8,752

401(k) Defined Contribution Plans

The Company sponsors 401(k) defined contribution plans covenng substantially all employees The Company provides a
50 percent matching contribution up to 6 percent of the employee’s compensation for employees who are enrolled in the final
average pay pension benefit of the Retirement Plan and a 100 percent matching contribution up to 6 percent of the employee's
compensation for employees who are enrolled in the cash balance pension benefit of the Retirement Plan, subject to certamn
other imits and exclusions Annual matching contributions made to the savings plans for the years 2020 and 2019 were $5.2
mullion and $4 7 million, respectively

Other Post-Retirement Benefits

The Company provides certain other post-retirement benefits, tncluding health care benefits for retired employees and
their ehgible dependents and hfe insurance bencfits for retired employees only ("OPEB Plan") Substanuially all of the
Company’s employees may become eligible for those benefits 1f they retire while working for the Company. Contributions
from the Company are based on various factors such as the OPEB Plan’s funded status, tax deductibility of contnibutions to the
OPEB Plan, state and federal regulatory requirements, amounts requested from customers in the Company's Texas and New
Mexico jurisdictions and the annual net penodic benefit cost of the OPEB Plan, as actuanally calculated The assets of the
OPEB Plan are primarily invested in institutional funds which hold equity securities, debt securitics and cash equivalents and
are managed by a professtonal investment manager appointed by the Company

Effective February 1, 2020, the Company amended the OPEB Plan and restructurcd the OPEB Plan’s Voluntary
Employee Benefit Association ("VEBA") trust fund 1nto four separate VEBA trust funds to reduce federal income tax on the
OPEB Plan’s unrelated business income without modifying OPEB Plan benefits offered to retirees The restructuring involved
establishing separate trust arrangements for the distinction between collective and non-collective bargammng retirees and
between health and life insurance benefits The transfer of trust assets to the new trusts was imtiated on September 9, 2020, as
specified in the amended trust agreements effective August 1, 2020
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The following table contains a reconciliation of the change in the benefit obhgation,

funded status of the OPEB Plan (in thousands)

SCHEDULE J
ATTACHMENT B
Page 38 of 47

the fair value of plan assets and the

December 31,

2020 2019
Change in benefit obligation:
Benefit obligation at end of prior year $ 64,892 3 60,862
Service cost 2417 2,242
Interest cost 1,849 2,456
Actuarial (gan) loss (16,898) 889
Benefits pard from plan assets (2,580) (2.643)
Benefits paid from corporate assets (190) (176)
Retiree contributions 1,362 1,262
Benefit obligation at end of year 50,852 64,892
Change in plan assets:
Fair value of plan assets at end of prior year 41,811 36,287
Actual return on plan assets 4,700 6,636
Employer contribution 465 450
Benefits patd from plan assets (2,580) (2.643)
Retiree contributions 1,362 1,262
Administrative and investment expenses (161) (181)
Fair value of plan assets at end of year 45,597 41,811
Funded status at end of year $ (5255) $  (23,081)

Amounts recognized 1n the Company's balance sheets consist of the following (1n thousands)

December 31,
2020 2019
Current higbilities $ — —
Noncurrent liabilities (5,255) (23,081)
Total 3 gsigSSg $ 523 081!
Pre-tax amounts recognized m AOCI consist of the following (1n thousands)
December 31,
2020 2019
Net gain $  (54,555) $ (38,139)
Prior service bencfit (20,379) (23,472)
Total $  (74934) $ (61611

41

3657



EL PASO ELECTRIC COMPANY

2021 TEXAS RATE CASE FILING

SCHEDULE J " FINANCIAL STATEMENTS

SPONSOR : CYNTHIA 8. PRIETO SCHEDULE J

PREPARER : MYRNA A ORTIZ ATTACHMENT B

FOR THE TEST YEAR ENDED DECEMBER 31, 2020 Page 39 of 47
 of Conten

EL PASO ELECTRIC COMPANY
NOTES TO FINANCIAL STATEMENTS

The following are the weighted-average actuanal assumptions used to determine the accrued benefit obhigations

December 31,
2020 2019
Discount rate at end of year 276 % 341 %
Health care cost trend rates
Inttial R
Pre-65 medical 650 % 575 %
Post-65 medical 6.50 % 450 %
Pre-65 drug 650 % 675 %
Post-65 drug 6.50 % 7.00 %
Ultimate 450 % 450 %
Year uitimate reached. . 2026 2026

The Company reassesscs vanous actuarial assumptions at least on an annual basts The discount rate 1s reviewed and
updated at each mcasurement date The discount rate used to measure the fiscal year end obligation is based on a segmented
spot rate yield curve that matches projected future payments with the appropriate interest rate applicable to the timing of the
projected future benefit payments

Net periodic benefit cost 1s made up of the components listed below (in thousands)

Years Ended December 31,

2020 2019

Service cost (a) $ 2,578 $ 2,423
Interest cost 1,849 2,456
Expected retum on plan assets (2,455) (2,120) ‘
Amortization of

Prior service benefit, . (3,093) (5,234)

Net gain (2,728) 2,377)

Net periodic benefit cost 3 (3,849) $ (4,852)

(a) Service cost includes expenses of $161 and $181 thousand for 2020 and 2019, respectively, for admimstrative and
investment expenses paid from plan assets during the year,

The changes in benefit obligations and plan assets recognized in other comprehensive income are presented below (in

thousands)
Years Ended December 31,
2020 26019

Net gain $ (19144) § (3,626)
Amortization of

Prior service benefit 3,093 5,234

Net gain 2,728 2,377
Total recognized in other comprehensive meome $ (13,323) § 3,985

The total amount recognized in net periodic benefit cost and other comprehensive income are presented below (1n
thousands)
Years Ended December 31,
2020 2019
Total recognized in net periodic benefit cost and other comprehensive income $ (17,172) & (367)

42

3658



EL PASO ELECTRIC COMPANY
2021 TEXAS RATE CASE FILING
SCHEDULE J : FINANCIAL STATEMENTS

SPONSOR : CYNTHIA S. PRIETO SCHEDULE J

PREPARER : MYRNA A ORTIZ ATTACHMENT B

FOR THE TEST YEAR ENDED DECEMBER 31, 2020 Page 40 of 47
Table of Conte

EL PASO ELECTRIC COMPANY
NOTES TO FINANCIAL STATEMENTS

The plan's actuarial gains were due to actual investment return being different from assumed during the year ended 2019,
as well as changes 1n the provider for the benefits offered to the Medicare-eligible population There were also actuarial losses
duc to the actuanial transition, changes in assumptions for the year ended 2020, and demographic experience different from
assumed Significant reasons for these changes include the following (i) updated underlying yield curve used to calculate the
discount rate, (1) changes n the provider for the retiree medical benefits offered to the Medicare-ehigible population which
resulted n sigmficant post-65 premum gains, reducing the net pertodic cost and improving the plan’s funded status, (in) the
actual return on the fair valuc of plan assets since the prior measurement date was greater than assumed, which improved the
funded position and reduced the net peniodic cost, and (1v) contributions to the plans during the year ended 2019 improved the
funded status and therefore reduced the net periodic cost.

The following are the weighted-average actuarial assumptions used to determine the net peniodic benefit cost for the years
ended December 31

Years Ended December 31,

2020 2019
Discount rate:
Benefit obligation 354 % 444 %
Service cost . 386 % 451 %
Interest cost 309 % 415 %
Expected long-term return on plan assets 6.00 % 600 %
Health care cost trend rates’
Initial .
Pre-65 medical 65% 60 %
Post-65 medical 6.5% 45%
Pre-65 drug 65% 70 %
Post-65 drug 65 % 85 %
Ultimate 45% 45%
Year ultimate reached 2026 2026

Effective January 1, 2021, the Company's overall expected long-term rate of return on assets was 7 85%, on a pre-tax
basis The expected weighted average long-term rate of return on asscts on an after-tax basis 1s 7 35% as of January 1, 2021
The expected long-term rate of return on an after-tax basis for the non-collective bargaining retirees VEBA 1s 5 65%, which
1s the only funding vehicle subject to taxation The non-collective bargaining retirees VEBA trust's tax rate was assumed to
be 28 00% at January 1, 2021 Prior to the OPEB plan restructure, the trust's tax rate was assumed to bc 23 60% at January
1, 2020 The expected long-term rate of return 1s based on the after-tax weighted average of the expected returns on
investments based upon the target asset allocation

The Company’s target allocations for the plan’s assets are presented below

December 31, 2020

Equity securittes 49.3 %
Fixed income 343 %
Alternative investments 164 %
Total 1000 %
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The OPEB Plan nvests the majority of its plan assets in mnstitutional funds which includes a diversified portfolio of
domestic and nternational equity securities and fixed income secunities Alternative investments of the OPEB Plan are
comprised of a real estate Iimited partnership and equity secunties of real estate companies, primarily in real cstate mvestment
trusts The alternative investments also inciude equity securities of a dynamic, diversified portfolio designed to capture market
opportunitics The underlying allocations to various asset classes in this portfolio will shift over time, but the overall strategic
allocatron 15 as foliows 75% global equity, 15% marketable real assets and 10% global fixed income The expected rates of
return for the funds are assessed annually and are based on long-term relationships among major asset classes and the level of
incremental returns that can be earned by the successful implementation of different active investment management strategies
Equity returns are based on estimates of long-term inflation rate, real rate of return, 10-year Treasury bond premium over cash,
an expected equity risk premum, as welil as other economic factors Fixed mcome returns are based on matunty, long-term
mnflation, real rate of return and credit spreads These assumptions also capture the expected correlation of returns between these
asset classes over the long term

The fair value of the Company’s OPEB Plan assets at December 31, 2020 and 2019 and the level within the three levels of
the fair value hierarchy defined by the FASB guidance on far value measurements are presented in the table below (in

thousands)
Quoted Prices Significant
in Active Other Significant
Fair Value as of Markets for Observable Unobservable
December 31, ldentical Assets Iaputs Inputs
Description of Securitics 20 (Level 1) (Level 2) (Level 3)
Cash and Cash Equivalents 3 1,143 § 1,143 — $ -—
Insututional Funds (a)
Equity funds 22,345 22,345 — —
Fixed tncome funds 15,064 15,064 —_ —
Multi asset funds . 4,647 4,647 —_ —
Real asset funds 1,827 1,827 — —
Total Institutional Funds 43,883 43,883 — —
Limited Partnership Interest in Real Estate (b) 571
Total Plan Investments $ 45,597 $ 45026 $ - $ -
Quoted Prices Significant
in Active er Significant
Fair Value as of Markets for Observable Unobservable
December 31,  Identical Assets Inputs Inputs
Description of Securities 2019 (Level 1) (Level 2) (Level 3)
Cash and Cash Equivalents $ 2,522 $ 2522 % e —
Institutional Funds (a)
Equity funds 18,664 18,664 — —
Fixed income funds 15,038 15,038 — —
Multi asset funds 3,766 3,766 — —_
Real asset funds 1482 1,482 — —
Total Institutional Funds 38,950 38,950 — —_
Limited Partnership Interest in Real Estate (b) 339
Totat Plan Investments . $ 41,811 § 41472 % — 8 e

(a) The institutional funds are wvested 1n equity or fixed income securities, or a combination thereof. The investment
objectrve of each fund 1s to produce returns in excess of, or commensurate with, its predefined index

(b) This investment 1s a commercial real estate partnership that purchases land, develops imited infrastructure and sells 1t for
commercial development The OPEB Plan trust was restricted from selhing its partnership mterest during the hfe of the
partnership, which spanned 7 years Return of investment is reahzed as land 1s sold. The far value of the himited
partnership interest 1n real estate 15 based on the NAV of the partnership which reflects the appraised value of the land
The partnership term expired on June 30, 2016 Upon expiration, dissolution of the partnership commenced and, as a
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result, the general partner of the partnership is attempting to scll the remaining inventory as soon as possible at the highest
pricing possible

There were no purchases, 1ssuances and settlements related to the assets 1n the Level 3 fair value measurement category
during the twelve-month period ending December 31, 2020

The Company and the fiduciaries responsible for the OPEB Plan adhere to the traditional capital market pricing theory,
which maintains that over the long term, the nisk of owmng equitics should be rewarded with a greater return than available
from fixed income investments The Company and the fiduciares responsible for the OPEB Plan seek to mimimuze the risk of
owning equity securitics by investing in funds that pursue nisk mimimization strategies and by diversifying 1ts investments to
limat sts risks during falling markets The investment manager has full discretionary authority to direct the investment of plan
assets held 1n trust within the investment policy guidelines prescribed by the Company The mvestment gwidelines of the
investment policy statement are in accordance with the ERISA and DOL regulations

The following benefit payments, which reflect expected future service, as approprate, are expected to be paid (in

thousands)
2021 3 2,002
2022 2,128
2023 . 2,192
2024 2,279
2025 2,416
2026-2030 13297

Annual Short-Term Incentive Plan

The Annual Short-Term Incentive Plan ("Incentive Plan") provides for the payment of cash awards to ehgible Company
employees, including each of its named executive officers Payment of awards is based on the achievement of performance
measures reviewed and approved by the People And Remuneration Committee ("PARCO") Generally, these performance
measures are based on meeting certain financial, operational and individual performance criteria The financial performance
goals are based on specified levels of earnings and certamn O&M expenses The operational performance goals are based on
reliability and customer satisfaction If a mintmum level of earnings 1s not attained, no amounts will be paid under the Incentive
Plan, unless the PARCO determines otherwise For 2020, pursuant to the Merger Agreement, the incentive amount was
determuned based on the greater of (a) the level of attainment of the applicable performance critenta under the Incentive Plan
and (b} the level of payout associated with target performance In 2020, the approved amount was a target level award of $10 7
million In 2019, the Company reached the required level of earmings, certain O&M expenses, rehiabitlity and customer
satisfaction goals for incentive payments of $14 4 milhon

L. Financial Instruments and Investments

The FASB guidance requires the Company to disclose estimated fair values for 1its financial mstruments The Company
has determined that cash and temporary investments, investment in debt sccurities, accounts recetvable, NDT, long-term debt,
short-term borrowings under the RCF, accounts payable and customer deposits meet the definition of financial instruments The
carrying amounts of cash and temporary investments, accounts recetvable, accounts payable and customer deposits approximate
fair value becausc of the short matunty of these rtems Investments in debt secunities and NDT are carried at estimated fair
value

Long-Term Debt and Short-Term Borrowings Under the RCF The fair values of the Company's long-term debt and
short-term borrowings under the RCF are based on estimated market prices for similar 1ssues and are presented below (in
thousands)
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