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we have one of our euc commissioners, commissioner day, | believe, ison the line, on the
telephone ling, that she'll be able to hear everything that we talk about this morning and also to
participate.

| assume we can verify that commissioner day is on the line at this point.

Okay.

Thank you.

There's avoice from somewhere, and -- [laughter] we're glad to have you here swells other
commissioners from the euc.

And we will advise commissioner day, who will lead the minority presentation when we get to
that point.

S0 just a couple of housekeeping items.

Thisisaspecial called work session, which means the work session rules apply as opposed to the
council meeting rules, which means that we will not be taking public testimony.

We'll only be taking testimony from people who have been invited to come here and testify, and
i don't have before me alist of those names, but | would sure like to get one, if i can be provided
with such.

Thank you.

So we might as well go ahead and get started.

30, and i don't know if we want to go directly into our presentation from the electric utility
commission, philip.

Areyou ready to leave that discussion?

Go ahead -- lead that discussion in go ahead, we'll have questions to you and your associates and
then wel'll hear the minority presentation.



>> Great, and | have [inaudible] statement, and i think the other commissioners all as well.

| believe barbara has as well.

So if you would, if we can all go through those first.

| will try to monitor my time.

I've written maybe too long and if it'stoo long I'll stop and we can move on and I'll cover it later.
And | will offer that at the end of my presentation I'm happy to take a pay cut of 50% of my pay.
[Laughter] | wanted to talk to you today about four principal themes.

One is there was a whole lot more consensus than conflict at the euc level, and | want to draw
that out and talk to you about that.

The second is that the utility company as a whole really needs to be operated more as a utility
and less as a department of the city, and that is afundamental point | hope you take away from
this presentation today.

The third is the importance, if we want to achieve the goals that the city council has given to
austin energy, the importance of unbundling the rates so that the fixed charges come through
fixed fees and the variable charges come through variable fees.

We're never going to achieve our goals that you set for the austin energy if we don't take that
fundamental step.

And then the fourth, and maybe I'll cut this one off for time, we'll go there later, isthere are some
other ideas I've had since the euc on new ideas to explore to find some common ground.

But let's go with the consensus versus the conflict.

In honor of mlk day yesterday | thought, well, what common ground did we have at the euc?
We had 27 issues that we have to go through to reach a decision on, and out of those 27 issues,
we had 21 of them where we had a vote of either 7-0 or what i would call broad consensus of 6-
1

Let's go through those real quick.

The first one was to achieve the revenue requirement.

The austin energy staff recommended to collect revenues from all customer classes sufficient to
fund core functions in the amount of $111 million.



The euc position on that was to concur with the austin energy staff subject to the following
caveats.

One, delete funding for the economic growth and devel opment services organization in the
amount of close to $10 million per year from the revenue requirement and the austin climate
protection plan which are employees that are not controlled by austin energy.

Two, to remove any portion of the general fund transfer based on fuel revenues.

And 3, to remove an additional 6 million from the revenue requirement.

That motion passed on a vote of 6-1 with only commissioner day voting no.

The second item was to set policy bounds on customer class alignment --

>> do we stop as we go for questions and will we back up and do all that -- i think it would be
best if you need to ask a question of clarification, you don't understand what was just said, ask it

now.

philip, you talked about the core functions that were kind of unanimous in your recommendation,
deleting funding for es -- ergs.

But what | didn't get iswhat you said about the employees and [inaudible].
So will you tell me that?
>> Oh, sure.

Thereis agrowing habit to have austin energy pay for city of austin employees that do not report
to austin energy, which we feel is a bad management.

And so one of those new developmentsis to have austin energy fund the austin climate
protection plan employees, even though they don't report to the general manager of austin
energy.

And so we ask that the cost to pay for those employees be removed from austin energy's revenue
requirement.

And the other is the recommendation that we've made, | think, on the [inaudible] basis since
2007 to the city council, which is that the general fund 1% of the revenues austin energy receives
for fuel, even though fuel is a pass-through for austin energy and they don't make any money off
of it so they're paying a percentage of money that's a pass-through to them.

>> Cole: okay, thank you.

and that's the source of the 6 million is those two things added together, is that right?



>> No, that was an additional 6 million that was actually recommended by the residentia rate
adviser and you're going to stretch my memory asto what actually it applied -- | believe it
applied to some decommissioning reserves that they recommended were too aggressive and we
incurred -- through decommissioning that we concurred would be removed.

>> Spelman: gotcha.

just one quick point of clarification.

What you're doing right now, these points that you're going through are all identified in what |
think we have as appendix a-- we've several received several times.

I'm referenced it as appendix aand -- alittle easier --
>> thank you.
Y eah.

If thisis redundant to you guys, if you guys have read this -- my sense was there's a perception
that there was awhole lot more conflict in the euc than | believe there really was.

and | didn't want to suggest that i thought it was redundant or that you shouldn't go through it.

It'salot easier, because i know it's alot of information, at least for me, to haveit in front of me
as you're walking through it.

>> Gotcha.
and one more question.
>> Sure.

you mentioned the sustainability office should also be either not funded by austin energy or
placed under the control of austin energy.

| believe that's correct.

So | remember at the time the sustainability office is not that old, and when it was established the
ideawas that it be not under the control of any of the utilities, august energy, austin water, solid
waste services, so that they could be independent and make their recommendations and studies
and efforts independent of the organizations that they were recommending about.

And so | just wondered if that factored into your thinking on that.

>> | think that makes total sense.



In that sense every agency that's governed by the sustainability office should be paying a share of
those costs, versus austin energy paying 100%.

>> Mayor leffingwell: okay.

Gotcha

Go ahead.

>> Mayor?

>> Mayor leffingwell: chris.

>> Okay.

The next one.

>> Riley: one last question.

Did you talk about the debt service coverage ratio?

>>Yes, wedid.

I'll get there.

and you agree with staff on that, that the current debt service coverageratio level is appropriate?
>>2.0, Yes.

>> Riley: just 2.0?

My understanding is more currently some were closer to 2.7.
>> Y es, because we've been O for the last two years.

6, i believe, so | think there needs to be some catch-up there.
isthere any savings associated with 27 to 2.0?

| mean, doesn't that knock something off the revenue requirement?
>> | don't know -- I'll -- 1 don't have those numbers.

don't our -- I'm sorry -- mayor pro tem.

just aquick verification.



I'm support ofive of consensus and | want -- but | want to point out that it looks from our matrix
asif there were various subpoints within this achieving the revenue requirement decision point,
and that there were different -- different positions.

It looks like commissioner fast joined with commissioner day on certain subpoints, and as we get
down to, for example, system sales and reserve funds and debt service coverage, it lookslike it
was not a 6-1 vote.

>> Absolutely, and I'm not suggesting otherwise, but i am suggesting that if council islooking
for areas of common ground on which to build a proposal, | think it makes sense to start by
looking at where was there common ground at the euc level.

>> Tovo: okay.

So you weren't meaning to suggest that there was consensus around debt service coverage, some
of the subpoints related to debt service coverage and some of the other cials.

>> What I'm saying is out of the 27 other issues that we marked through and voted on, on 21 of
them we had avote of either 7-0 or 6-1.

Coffee coffee and one of them -- one of the 27, though, was achieving the revenue requirement,
which seems to be broken down into a series of subpoints about which there was some
disagreement beyond 6-1.

Is that right?

Am | reading this correctly?

>>Yeah, I'm telling you the first one on the achieve revenue requirement, with the motion that |
just described to you, that passed on avote of 6-1.

okay and that was strict ri the collect refuse nuls from all -- news -- revenues from all customer
classes, et cetera, et cetera

>> |n the amount of $11 million.

| guesswe'll let you proceed on athough it looked like mayor pro tem had a question and maybe
we can nail down to the system subpoints, which are subpoints of this first decision point.

>> Absolutely and | intend to address those.

| want usto start from the perspective of where do we have consensus rather than starting from
the perspectives of where do we have our conflicts.

>> Tovo: | understand that.



I'm just trying to keep all our ideas here.

Okay.

>> Mayor leffingwell: sheryl?

| just wanted to follow up on council member riley's point that we're going to drill down more
into debt service coverage we might do that then, but i thought that our financial policies, and I'm
not sure that'sin our report, required us to at least have a 2.0 debt service.

>>Yes.

That's correct.

so arewe in violation of that policy?

>> We have been the last two years, yes.

Okay.

I'm just -- al I'm going to do, I'm going to go through the items where there was consensus.

I'm going to can the rest of my opening statement and I'm sure later on it will come up.

The next oneis to set policy bounds on customer class alignment and with cost of service, which
was to set the residential, secondary [inaudible] less of 10k w in lighting customer class charge at

95% of cost of service and set al other customer classes at 104% of cost of service.

So that means that residential and secondary voltage, the smaller users were set at -- they would
only pay 95% of the cost it takes to serve them.

Everyone else would pay 104% of the real cost it takes to serve them.

Our motion was we concurred with austin energy on a motion by commissioner smallhoff,
seconded by webber.

That passed on a 7-0 vote.

At the subsequent meeting i will say commissioner day did request that her vote be changed to
be reflected as no.

But let me tell you the importance of thisitem here.

Thereisalot of discussion about base load, intermediate peak, how do you calcul ate the cost of
service, base load intermediate peak versus average, excess demand.



I'm sorry, I'm abit of an outcomes-oriented person.

When you look -- when you apply this formulato the cost of service methodology that the staff
recommended, the average excess demand, the result for the residential customersis that they're
paying 7/100th of a penny more per kilowatt hour than they would if you use the base
intermediate peak formula.

So when | heard that i became alot less interested in debating the theory of base load
intermediate peak versus average excess demand simply because the overlay formulathat staff
applied brought residential customers so close to what it would have been anyways, what a waste
of timeto sit around and talk about theoretical issues regarding cost of service.

>> Spelman: mayor?

>> Mayor leffingwell: bill.

| hate to interrupt your flow, philip, but --

>> no problem.

thisis an important point, | think.

Y ou're talking about residential customers, basically whether we use 95% of aed or 100% of bip,
it's the same number, basically?

>> Correct.

are there some other classes that are going to be paying more or less as a result of movement
from bip -- or the difference between bip and aed?

>> | know small commercial users using the -- this formula, are paying less than they would if
you used bip.

>> Spelman: okay.

My apologies for being so pedantic but who's paying more?
>> Large commercial.

>> Spelman: okay.

>> Industrial.

Who elseis paying more.

Yeah, | mean, it'sredly every other class except for residential and small commercial.



>> Spelman: okay.

So again --

>> 50 those are being subsidized and everyone else is paying the subsidy.

but the subsidy, we're only talking about 5%.

>> 5%, Yes.

at a maximum point.

>>Yes, and | will point out that we had an interesting discussion at euc about if we wanted to
alleviate the impact of the rate adjustments on residential, maybe what we should do is change

the 95% to 90%.

And | -- we asked the folks who were testifying on behalf -- on behalf of the large commercias
that question, they said that's a possibility to explore.

They were more interested in exploring that possibility than they we abandoning using average
and excess demand as a methodol ogy.

>> Spelman: okay.
>> S0 | think there's some room for compromise there.
>> Spelman: okay.

Briefly, as you understand it, why is it more important to keep aed plus or minus 5% than to go
to bip?

What's the value in that?
>> There are -- honestly, i don't really know.

| know the representatives of the large commercial users and the industrial users are very
committed to having the aed, and | think it becomes a political question more than anything else.

>> Spelman: okay.
Even though, as you put it afew minutes ago, under aed plus and minus 5%, they're probably
paying alittle bit more than they would under bip, and the residential customers are paying just

about as much as they otherwise would.

>> Correct.



>> Spelman: thanks.

>> | think one of the issues from their perspectiveisit brings austin energy in line with most
other utilitiesin the state.

>> Spelman: right.
>> And that allows them to do better comparisons between austin energy and other utilities.

the theological point of view bip may make more sense but aed is used by the state for the most
part.

>> Right.

>> Thanks.

4 on thislist was to mitigate impacts within customer class.

No residential customer electric bill below 1500-kilowatt hours should increase by more than
$20 a month on average and transition nondemand secondary commercial customers to demand

rates.

The euc position was to concur with austin energy on a motion by webber, secked by smallhoff,
passed on a 6-1 vote with day voting no.

Thisisan important issue to consider regarding the affordability of this rate case, but the
underlying tenet isif you're below 1500-kilowatt hours, you're not going to be paying more than
$20 amonth extra, and the people who focus on the percentage increase on the fixed cost | think
are playing with numbers, because the bottom line bill isjust a $20 increase versus the
percentage increase of their -- that they're talking about.

| think that's really important to firm.

And -- important to remember.

And it's also important to remember that the proposal, the first two tiers of electric -- of
residential electric usage the cost has actually been reduced from the current tiers, so how often
do you have a product that over 17 years the cost has actually been reduced for the first two tiers
of usage?

| think it was pretty impressive.

The second -- one quick question on that point.

If you have a $20 cap for that one class, how does that -- are they still in the 95% -- are they till
at 95% cost of service after that's applied?



>> Y es, and that's the whole underlying structure of the rate proposal.

By using that 95%, we're able to accomplish the fact that if you're a small to moderate user of
electricity, your bill will not go up by more than $20 a month.

well, | would like to see alittle more analysis of that, i mean, what's a person using 1,499-
kilowatt hours versus somebody using 1,501 -- what the difference in their bills were.

>> Sure, and staff -- i mean, they have produced probably four or five scenarios of different bills
for al the different types of users.

That isthere.

That's available for you to look at.

| don't have it available at my fingertips.

>> Mayor leffingwell: mike?

what I'd like to see is the impact to customers who are lower income or heavy conservation
customers who would see 100% increase or significant increase in their overall bill as opposed to

just this $20 cap.

Some of our customers may be consuming less energy and only see a $20 or lessincrease, but it
could reflect a higher percentage of their overal bill on a monthly basis.

>> Y es, on a percentage basis you are correct.
and that to meis significant.

Specifically, if you're lower income, $20 may not sound like alot to you, but to some folksit is,
and so | just want to see those numbers -- before we start throwing out --

>> | understand.
-- adages that say it's only 20 bucks and nobody will go up by 20 bucks, | get that.

For me that's not abig deal, but for alot of folksit is, and | would like to see the true impact of
that.

>> | understand.
Y eah.

Okay.



>> Tovo: mayor?

>> Mayor leffingwell: kathie.

>> Tovo: | completely agree.

To me that's not playing with numbers.

| think we've heard from lots of customers out there for whom $20 is a hardship and it does
represent a significant percentage increase, and that's, again, as council member martinez said, it
may not for many of usin this room that may not be an issue but for tens of thousands of people
who are served by austin energy it is.

Y ou made a comment about rates going down.

| didn't completely understand the last point you made about --

>> when you look at the lowest two tiers of rates for the rates for the first -- | believe the first
thousand kilowatt hours and up to 1500-kilowatt hours, but | don't have my numbers right here,
those rates, when you compare them to the existing rates that are now being charged by austin
energy, per kilowatt hour, are being reduced, are being proposed to be reduced in this rate case.
>> Tovo: okay, thanks.

>> Mayor leffingwell: carol ?

so under what you just said I'd like to know if thisis possible through conservation or other
measures because you're using so little energy, for you to actually raise your rate but lower your
bill.

>> |'m not following the question.

well, we have alot of weatherization programs, and what | understand you to just say, when you
get down to low numbers, you know, a thousand kilowatt hours, the rates go down.

>> Well, let's remember, the average user uses about a thousand kilowatt hours.

The average user.

So that is not so low.

>> Cole: okay.

Soisit possible, and i just want to put this in the range of possibilities because | mean, | know

we're all concerned about raising rates and what impact they have on our customers and
especially low income customers.



Isit possible for usto target in such away the very low income customer that is also avery low
consumer and conservationist so that although their rates go up, they're not seeing this type of
increase, or less of an increase, or even no increase in their bill?

Because alot of times we're talking about rates and we haven't lined out, you know, all the
different kilowatt hours and what the average is and what the average could be under different
scenarios, but if we focused on being able to say we're going to meet you halfway, if you meet --
we're going to meet you halfway with conservation, we're going to meet you halfway with
education, and we need you to continue with that conservation even more so.

And we've got a possibility here of even raising your rates and still lowering your bill or raising
your rates and your bill is going to be $5.

>> Mike webber, utility division [inaudible].
Some data with that.

As apart of the concern for what might happen to poor users or people who don't have alot of
money is a doubling of the programs.

[Inaudible] rate casesis alot more money to help the customer with bill management, spreading
bills out over many months, weatherization, energy officials.

So what you're asking for is already incorporated into the proposed rate structure.

It's-- | won't say it's4 1/2 million but $9 million.

So substantial increase in investments to help lower rate users deal with the -- isit possible for us
to run that scenario to say we have -- and | don't believe we have it now or else council member
morrison would have pointed it out already.

[Laughter] isit possible for usto run that scenario on what we expect the increase of assistance
to be, what we expect or have seen with the weatherization increase and then what we are about

to do on alower income customer?

>> S0 | think the increase is already built into everything we voted on and everything you've
seen, so there's already an increase of investment for customer assistance, for example.

Wheat that will do and whether people take advantage of it | think is scenarios -- | don't think we
know exactly.

So part of it would be letting people know, hey, there's more help if you need it, we have more
help with weatherization, more help with bill payment programs.

So austin energy already does that.



Well have to do more of that because there's more funding available for that support and that
funding has been doubled particularly because of euc and other concerns that lower income
classes will be hit by arate increase.

And so there's money to deal with that.

And | think a point that philip was trying to make also in there, that thereis -- there'sabig
difference between low use and low income.

They are not the same.

A lot of low use people received [inaudible] because they have solar panels and I'm not
interested in looking out for hisfinancial interest but the low income low users as a class can be
helped for these other programs that austin energy is -- double the amount of money for that.

we can focus on that later, but I'm particularly intood in the low use low income.
>> |n that program, they're double, specifically for low use, low income people.

>> Well, | think we need to watch out there because i believe alot of low income people arein
very inefficient homes, and it makes it very hard for them to actually be low use when they tend
to be, in fact, relatively high use, and i think that's a changing phenomenon that we're witnessing.

and | think we need to focus on both before we actually land on the number of the increase,
because if we're able to focus on low use/low income and see what we can do for that customer
classinterms of arate, and then we're able to focus on high use, low income and what we expect
to become -- or we need to go forward with weatherization for that customer class, then I'm not
so sure that the push-back that we see on the rate that we've adopted we can actually challenge
more whether it's necessary for your inability to pay.

>> Tovo: mayor?

-- there's two peoplein front of you first.

But if | could respectfully suggest that we limit our comments during the presentation to
guestions about clarification, otherwise, we're going to be time limited this morning, we might

not have time to get to the minority report.

So it'sjust asuggestion, and | think it would be a benefit to all of usto try to get the entire
presentation before we begin a generalized discussion.

With that said, laura?
thank you, mayor, point well-taken, and just for my own clarification and as we work through

this, there's some additional information that would be really helpful for me to have because i
understand the considerations that have been made and the recommendations for low income



folks, that one of the differing pieces of information I've been getting has been about what is the
average usage of low income folks, and it would be really helpful if we could have an estimate of
the distribution of usage of low income people because our responsibility, while we need to
move toward mitigating these rates for low-income folks, | want to have a realistic assessment of
what the reality of the impact is going to be, because even though we're doubling the cap
investment with the recommendation, that really only goes from one-fifth to two fiftsz of two 50s
of the people that need it.

So that distribution would be helpful.

>> The day that we've been -- data we've been given to address that issue show use and
consumption and the data I've seen indicates that the average energy consumption for low
income people, people that are participating in programs that the utility is actually higher than
the average energy consumption for people who are not participating in those programs.

and data that we were given last thursday said that the average for low income was much lower
than the average for the state.

From avery reputable person, so we just need to get all that sorted out.

>> Mayor leffingwell: kathie?

| concur with your suggestion.

I'm getting a little concerned we may not have an opportunity to hear from minority members of
the euc but also | want to remind my colleagues that we have a good number of other people in
the audience today who have offered to be here to share their testimony and some of them do
work -- [inaudible] knows alot about the customer assistance programs and we have others, so if
we can kind of proceed and hear from everybody but then sort of move to the issuesin away that
-- as we talked about initially, work session rules will not take general comments from the
public, only those listed on the.

that's what you've listed.

I'm not sure that everybody hasthe list in front of them as to who is available to speak, so | just
want to point out, we have a representative from the school district here to speak to that.

We have josh houston and McCALL JOHNSTON, WHO CAN Speak to the impact of the rates,
and some of their suggestionsin terms of congregations.

We have carol bgjitsky and linette a cooper, who linettea cooper can speak to revenue
requirements and a variety of other thingsin great detail.

Carol can talk about -- we have other experts available to us too.

>> [Inaudible] looking at low income, high use.



There's not one reason.

Some of it could be due to energy inefficiency, which is -- there's a process by which that's being
remedied through monies and austin energy is out there trying to help retrofit.

Another could be size of family, and another could be just wasteful use.

S0, you know, because of whatever the family -- the individual family isdoing, asfar astheir
own appliances and everything else and lifestyle.

So | think looking at this, you're not going to find one answer to the whole thing, but thereisa--
built into the rate cases, commissioner smallhoff put it, [inaudible] as far aswhat is dueto
housing stock and try and mitigate as many bills as possible.

yeah, | think that is an important concept to keep in mind as we go through this.

Thisis not any kind -- there's not a direct correlation between income and usage.

In fact, it may be exactly the opposite.

If you're very wealthy you can afford to invest in the kind of things that would reduce your usage
where if you're not you wouldn't be able to make those investments.

Judy?
>> Mayor, in the interest of time, I'm judy flare.

May | suggest that you have the decision [inaudible] and if you want to ask questions about any
of them, do so, and otherwise I'm sure there's awhole lot more dialogue that needs to take place.

that's a good point, and -- but, smant is making his presentation now and we're going to try to get
through that and go to aminority presentation and hear from some of the other folks that are on
thislist here, and then engage in a general discussion.

So asquick as --

>> |'ll talk about -- I'll just talk about one more and up up's the dais.

13, apply residentia customer charge.

The city staff recommended raising the [inaudible] central customer charge from $6 to $15 aand
to remove this portion of the charge from variable energy charge.

Euc voted to condition cower with the residential rate adviser and instead elected for a $12
customer charge with additional fixed charges of the aline extension hook-up fees, and that
passed on avote of 6-1 with day voting no.



Thisisthe kernel of unbundling your rates.

The city council has asked austin energy to reduce through energy conservation, reduce usage by
up to 800 megawatts by 2020.

That isagreat goal, but that is a very difficult goal to accomplish.

Austin energy's current capacity, generating capacity, is 2700 megawatts, so you're essentially
telling this company, reduce your sales by roughly 33 to 40% in the next eight years.

What owner tells their company to go out and reduce sales by over athird?
And how can you possibly afford to do that?

That -- we're pointing the utility in a direction where they're going to lose substantial revenuesin
the next eight years.

I'm sorry, really quick question, michael, if i could just -- I'll just put this on the table and you
don't have to addressit, but maybe think about it as a part of the fixed fee, did you consider -- did
you write any scenarios on the concept of including within that fixed fee a certain number of
kilowatt hours, 2 or 300, something like that?

>> Absolutely, that was commissioner fass's suggestion and | think the euc as a whole wouldn't
have a problem with doing that.

Let metell you why in the end we didn't go that direction, or what | think isareason, and that
has to do with transparency.

The euc went through six months of increasing transparency for austin pricing and policies being
and we thought it was more intellectually honest and more transparent to the rate payersif we
say thisisyour fixed fees and these are your variable fees.

If we open the door to saying there's an area here that's somewhat fixed and somewhat variable,
that door is going to get opened wider and wider in the future, we believe, to where it's going to
be hard for people to track what's fixed and what's not.

But the concept was fine, but it was the issue of transparency that led us to say, probably won't
work doing it that way.

more discussion on that concept to follow.
Laura?
>> Absolutely.

| have a quick question for you.



| think we all understand that the fixed costs are the lion's share of the utility's expenses.

Was there any discussion about target for the percent of revenue that would be fixed, overall, out
of the $.1 billion?

Was there atarget set?

>> That was dictated by the cost of service study, which broke things into category of fixed
versus variable, so that's an empirical question, and when the studies were done on the cost of
service there were some expenses that were fixed and some that were vacial.

To say that 2 it should be 60 20/80 is variable --

>> you're saying the proposal should essentially match up that the variable expenses will be
coming in with variable revenues and the fixed expebz will -- so it's -- it should theoretically be
100% aligned with --

>> that would be the objective.

It's important to keep in mind the large chunk of one's bill is variable cost and it's fuel.

So it's definitely not the case that the majority of the utility's expenses are fixed.

Roughly half of the budget ends up being fuel.

>> Since we've got anumber that is like $45 for residential customers and fixed cost, and right
now $6 of that is recovered -- the current rate structure, the austin energy proposal isto cover
$15in fixed form and we passed 6-1 it would be $12.

The average cost | believeis -- what i summarized is incorrect.

It's not 100% alined.

There's ajudgment made as to how much -- just as we deal with the water utility, we know that
it's more than -- it's not aligned with the --

>> jt'snot -- -- with the breakdown so there is ajudgment call.

Do we have an idea of what percent that that proposal bringsin in terms of fixed?

>> My recollection is that roughly half of the fixed costs that could have been recovered if we
had been strict in the economics are what came through to the proposal here as the, you know,

fixed customer charges.

Roughly -- it'sroughly half of what it could be on a pure model.



>> | et mejust say that by -- by increasing the fixed charges you are opening the door for austin
energy to really be a unique utility in the country in meeting its conservation energy goals.

If you don't do that I'm afraid you are, in fact, closing that door and going to make it very
difficult for them to ever accomplish those goals.

On top of that, the rate proposal has what would be the most progressive inverted block ratesin
the state of texas so that the highest energy users would pay the most.

The people that are saying it's backwards or sideways or whatever | think is missing the value of
unbundling these rates and getting this energy utility to accomplish the goals that you have set
forth on energy conservation.

Let me just say one more thing on the revenue requirement on the issue of the utility needs to be
more -- treated more as a utility.

We really need to be careful that we're not trying to -- we've got four -- we've got two
commissions, we've got the city council and we've got the city manager who all oversee austin
energy, and i don't think either one of them doesiit effectively.

You're being advised by avolunteer board that meets once a month to review a $1 billion ayear
corporation.

| think we need to move off of that and to have a discussion on the best way to manage this
utility, and in that connection | urge you with regard to the revenue requirement not to do it on a
political basis.

We've had four separate financial analysts review the revenue requirement, and they've all come
back and said, it's correct within a few percentage points.

| mean, two of them had some quibbles, but very, very minor.

| think it's extremely dangerous for some of usto start putting afinger in the air and say, well,
maybe wel'll [inaudible] 50% of the revenue requirement or 60%.

That | don't think is aresponsible board of directors of a utility, when you've had four
independent analysts review it and advise you.

And I'll stop right there.
further questions?

>> Philip, when you all were talking about the fixed charge, did you look at practices of other
texas utilities?



Some concerns have been raised about the prospect of austin energy becoming an outlier on the
spectrum of fixed charges applied by municipally owned utilities.

>> Absolutely, we will be an outlier, and that's actually areason to do it, because thisis -- we
need to do things differently than we've done things in the past.

If you continue to force austin energy to recover its fixed costs by the sale of energy, well then,
guess what?

They're going to try to sell more energy.

They're not going to try to cut that back by 800 megawatts.

They will not be able to do that.

They won't be able to financially survive.

at our hearing last week we heard some concern about the prospect of the puc reviewing the rate
case and in particular the notion that the puc would not look kindly upon fixed charges that are
so far out of line, to the rest of municipal utilitiesin texas.

>> | can't advise you what the puc will do or not do.

| can advise you on what i think is the right direction for this utility.

And if puc slaps us down, then the puc will slap us down, but | do think it's the right direction to
get this utility to meet the 800-megawatt goal.

And in the long run, the people who are complaining the most about thisi believe are the ones
who will be benefited the most because they will be saving alot of money by avoiding expensive
generation, by building new generation.

If we can, in fact, reduce 800 megawaitts, that's 800 megawatts we didn't have to build.

That's a great long-term investment.

[One moment, please, for ] so in my world, this was awhole new world, and i didn't know
anything about it.

She came on board, september 1, with the euc rate case, and then december we had the city
council rate proposal.

But anyway, | will follow barbara.

>> And | think barbarais out there somewhere.



[No audio available]
[10:52:23]
[no audio available]
[10:56:10]

>> |'m sorry to interrupt you, but | have to announce that your voice is not coming through on
channel 6.

Everyone of course herein the chamber can hear you loud and clear, but we're working on it, it's
technical difficulties type thing, we're trying to correct it, but | wanted to make sure that
everyone viewing at home didn't think we were just sitting here twiddling our thumbs.

So go ahead.

>> Mayor, could | interrupt?

Barbara, thank you for that.

| know this seemsto be a critical fundamental issue from a policy point of view, and | wonder if
there is some way that staff and various members of the public could help us sort through this.

What isthe rea difference?
What is the impact?

And help us understand that not right now, but I think it's afundamental issue, and it'sa
philosophical issue also.

>> Agreed.

And when barbara gets through with her presentation, | assume everyone has this list, we can call
on anyone that you would like to call on.

>> And | plan to address that too when | get to -- thank you.
>> Sure.
[10:58:00]

[No audio available] it has become apparent now that the school [inaudible] to the low-income,
one of the other members spoke, [inaudible] council should take plenty of time to look at.



Future expenses and the historic adjusted downward revenue, and | think that needs to be looked
at much harder, and the -- | think the solution to that is to redo the revenue requirement part
using 2011 test year.

That would be a complete year of operation through ercot, and use actual numbers.

The revenues from system sales, which means austin energy's home customers have been
adjusted downward in the original case that was looked at by the euc, the adjustment downward
was 6 million, and they did that through a, quote, normalization of weather, by saying that 2009
was an extraordinarily hot year and it wouldn't be normal or replicated in the future.

WEell, we know that is not true because of what happened this past summer.

But surprisingly, when the case was filed in december, with council, that number with us
adjusted by -- was adjusted by $20 million more.

So now they have adjusted the system revenues down by $29.6 million.
No explanation.

Thisno carrierringconnect 57600 actual revenue that austin energy realized was taken out of the
total revenues because -- and the argument was that those sales wouldn't necessarily continue.

So there's --
>> they didn't represent normal operating, because the weather was extreme in 2009.
That was their rationale for it.

>> And as you pointed out, you know, we had the same situation this year except the number
was 30 million.

So the revenue was lowered, the forecasted, instead of using actual costs, they used forecasted
costs because they were switching to the nodal market, so the costs were not exact.

They were forecasted costs and then the off system sales of 2009 were also adjusted out.
So isthat --

>> just about--

>> -- simplified version of what you said?

>> |t isin general, but there are some dight differences.



Oneisthat although the original weather adjustment 6, austin energy, when it refiled the case in
december with you, with council, they increased that 6, so they've adjusted even more revenues
out for weather adjustment.

| don't know why.

They did not say why.

And, yes, the off system sales were also adjust out.

They removed $33 million from the case that was at the puc, and they've increased that, and
removed now another ten million dollars, they've removed $43.8 million.

So revenues are understated, and expenses are overstated, and the expenses that are overstate
ready not due to the nodal market necessarily.

>> And so the --
>> but, yes, the principle that you are stated is correct.

>> Commissioner davis, to get to the bottom line of that, in 2009 we had more revenues than
we're considering here, and fewer costs that are being considered here.

>>Yes
That would be correct.

>> And so that -- that is -- those are numbers that factored into the revenue requirement which is
the basis for the rate increase.

>> Correct.

>> To get back to what the mayor was saying about, you know, whether or not it's appropriate
for usto look at the revenue requirements, | would say absolutely we should be looking at the
revenue requirement, because as you've shown through this point, but also some others, you
know, those are the bases for how much revenue we're trying to collect through arate increase,
so if those numbers are wrong, we're in danger of increasing individuals' rates beyond what we
actually need.

>>Yes, | think that is correct.

And the residential rated a visor's latest report to you -- I'm sorry, december, | don't know the -- |
think it's maybe 19, he has pointed out in that report this very phenomenon, not with numbers,
but the principles of it, and he has pointed out, and stated a concern that austin energy has used
forecasts and projected numbers for expenses but have not projected revenues for corresponding
period, and --



>> | believe laura has a question for you.

>> Thank you, mayor.

Sorry to interrupt, commissioner day, | just want to -- the points that you and summarized by
councilmember tovo are making, | think it's critical we put those in context, because what you've
listed is potentialy, let's see, 60, $70 million in understated revenue, and the total amount that
we're working on in terms of an increase revenue that we're looking for is| believe 101 million
or 124 million, but then you take some off for the underreported.

But anyways, about 100 million, if you found $70 million under the table, that would decrease

the extra amount of money we need to get with this rate increase to 30 million instead of 100
million.

That isasignificant difference, and | know that there are other -- so that would have -- that
would hugely change the proposal that we would be looking at in terms of rate increases and
fixed fees and all of that, and the additional issuesto consider here are have we chosen the right
debt service coverage, because that folds into the revenue requirement.

Have we appropriately identified what our reserve funds should be?

That also folds into the revenue requirement.

Whether our capital expenditures should be as heavily cash financed or not, and whether we
should be looking at a change in impact fees.

So | whole heartedly agree with you, mayor.

| think that thisis absolutely the fundamental driver of why we're herein the first place.

>> | effingwell: Thank you.

And | just want to say -- emphasize once again, I'm not saying aisright or b isright, I'm just
saying thisis a question that we have to resolve and we have to gain consensus on what that
resolution is.

>> | agree.

Andit's-- it'snot only -- | mean | think it's so important because it has such a significant impact
on our future actions.

>> Leffingwell: Go ahead, barbara.

>> With regard to the debt service coverage, that is another areathat is driving the revenue
requiremen and, and it has been state bid austin energy that -- they stated | guess three different

ways.



They've stated at one point that they've only achieved 66 time coverage in another place within
their filing they stated they 81 time coverage for the same year, so there's something going on
with the way it's being cal cul ated.

| was hoping that the auditor would be looking at that and | don't know when you are going to be
hearing from the auditor on that, but | am very hopeful that he has looked at that and will be
looking at it.

In fact, your bond covenants, the bond issuance 57600no carrierringconnect 57600 nobody that
I'm aware of at this point is suggesting that your bond coverage should be lower than two times.

That iswith -- that is your range.

That isthe stated financia policy, and | think everybody has come around to accepting that you
should have two times, but austin energy newest filing in december to you hasincluded 37 times,
and then | think in the third 44 times.

Now, remember that your bond 25 times.

And the rating agencies consider that 25% bump up as a cushion, but you have chosen to be
conservative and go with two times, which is very, very generous, and it is a conservative

number.

But austin energy has produced in this filing the revenue requirement they've 37 and then 2.44 in
the third year.

So another way to look at thisisto scale that back, make that calculation, and that was included
in the memorandum that | sent to councilmembers.

>> Leffingwell: And barbara --
>> played out how it's down.

>> | effingwell: Barbara, for planning purposes, we have a couple of other people, your shooting
wants to say afew words also.

About another ten minutes or so, if you can plan on that, so we will have time for discussion
before we adjourn.

>> And then what | would like to jump to are the charges, and then | will passit over to trudy.
Customer chargeis currently $6.
The euc has recommended doubles that to $12.

For the 100 or so years of utility regulations, customer chargeis avery small group of charges.



It's billing and it's metering and customer service costs of operating your phone banks.
And it's always been that way.

There has been no study by austin energy to show that those costs have increased.

In fact their filings shows that those -- that small group of costs has decreased.

So | see no reason to double the customer service -- the customer service charge.

In fact | see no reason to changeit.

Austin energy isusing it simply as a source of income and as a source of money.

But since it doesn't -- they haven't shown that those -- their costs for servicing the customers
have increased, I'd see no reason to do that.

Again, it'sa-- it'sarive charge.
Anything done on head count as opposed to usage is aregressive charge.

It harms the small user the most and sends the wrong signal as far as conserving energy, because
people have no control over it by their usage.

The delivery charge, asi think the mayor's office has already pointed out.
We -- no other regulated utility in the state of texas has a delivery charge.

The only one that I'm aware of is pedernales, and it has not been appeal ed to the puc, so it has
not been -- it'sthe only one that has a delivery charge.

Again, thisisavery regressive charge.

It's done on head count and not on usage.

Soif I'musing -- well, let's say that customer ais using 500-kilowatt hours a month, and
customer b is using 5,000 kilowatt hours a month, each of those customers, under this proposal,

would pay the fixed, flat fee.

And yet, the customer that is using 5,000 kwh a month is using much more of the distribution
system than customer ais.

And so it isinherently regressive and unfair.

Now, | understand the argument, well, we want to collect more of it in afixed charge, because
we don't want austin energy trying to sell more power.



But thisis not the way to get there.

Definitely not the way to get there, because you are putting the costs on in the wrong place, and
you're not collecting it, asit's being imposed on the system.

Y ou have -- austin energy has aways collected the distribution charges in the kwh charge, and it
should continue to do so, because that is the way the cost isimposed.

And it imposes the costs on those customers who are imposing the cost on the system.

Now, somebody has talked about -- or a couple of people today have talked about, well, gee, the
low-income people are not necessarily low-use customers.

They're actually high-use customers.

That -- | dispute that, and there was one -- | think austin energy put out one study on that, but |
know that cooper and paul robins did analysis of that, and looked carefully at the low-use
customers and the low-income customers, and came up -- came to a different conclusion.

So that | caution you not to take that to the bank.
That isin dispute.

That may be something else that you would like to have really resolved before you make your
final decision.

A fina thing | want to say, and | have addressed this in a memorandum to you, but i was very
surprised that austin energy raised its fuel charges effective january 1, and the increase on the
residentia classis 16%.

That is a pretty large increase, and in combination with abase rate increase is going to be very
hard for working class people to accept and live with.

And | would ask you to look at the procedures that you have for supervision of austin energy on
these fuel charges.

As | understand it now, austin energy itself makes the decision without coming to the euc,
without coming to council for approval, and while I'm not suggesting a particular procedure, |
am suggesting that you look at this process and change the procedure because | think there needs
to be some supervision.

We're at atime where fuel costs are dropping, dropping, dropping, and it's the gas costs which is
usually a proxy or fuel cost for the utility business have gone down, so it'snot at all clear what is
driving thisfuel increase, and i think we need to understand that.

We need to have some supervision of austin energy.



They need to answer to council or to some representative appointed by council before this --
before changing the fuel factor.

I'm getting the idea that council is very focused on the impact and the practical in this, and |
applaud you for that.

This cannot be done strictly on atheoretical basis.

We haveto look at, and i know you are looking at the impact on all the citizens of austin, and
outside the city limits.

But | also encourage you to look -- keep in mind very big picture if you have the right revenue
requirement, you scale this request back, then you don't have to provide so many subsidies,
because no one will be hurt as badly as the way austin energy has structured it now and is
requesting it.

| encourage you to take more time to look at the revenue requirements and ask austin energy to
utilize anew test year.

Thank you for letting me participate on the phone.
(One moment, please, for ..) s.

>> -- 39% Of the total revenue and the commercials paid 40% and so even though they are
many, many times more than residential than commercial, the revenue input is roughly equal.

And now look down to the fourth series of numbers, the cents per kilowatt hour.
6 cents per kilowatt hour.

The commercials are paying 9 kilowatt hour and at the bottom, the industrials are paying 6 cents
per kilowatt hour.

And that's -- that's mainly those long-term contracts that don't expire until 2015 and of course,
that is another story, but the other thing is the cost of service modern dolg.

Methodology.

The other paper has three columns and we are talking now about cost-of-se methodology.

And thisis something that meryl did usfor, and | have known him 20 years and he used to do
cost-of -service methodol ogies on his home computer in the late 1980's and he took two columns
-- three -- no, two co out of austin energy's comparison of aed and the key thing is the last

column.

96% decrease and then it goes on down the way.



And the big story is those last three primary volten people under aed they get further reductions
of 10%, 12%, 14%.

And that iswhat alot of this discussion this year is about cost-of-se methodology because when
they do rates for the 2015 increase, thisiswhere -- and | say just give us 96% but if you don't
address moth dolg methodology today, you're going to be stuck with -- and then the next time
you do rates, thisis what they want and you wrote y'all a four-page memo, and | watched al five
hours of it and the only person that ever spoke with methodology was the man touting aed and
thisiswhy, thisiswhy.

And they want their foot in the door and they want y'all to say oh it doesn't make much
difference.

Y ou just use aed when it's wrong.

And in that respect, | asked our residential rate advisors, very recently, were you able to verify
that the consultants properly did aed and bib and he said, no.

He said they kept changing the numbers and he was never has able to verify it and so | have three
requests for y'all today.

One of them isto hire contract with alocal consultant named diversified utility consultants.

They live here and they practice here, but they practice nationally and they represent only
municipal and co-ops.

And they have helped us two or three times on past rate changes, in the 80's and probably the '94
-- I'm not sure.

And it takes an engineer and a financial guy to do this and you get the engineering datafor each
generator and then the numbers and the load curves and everything.

But diversified was one of the bidders on this contract, and i don't know anything about the staff
evaluations but they were not recommended.

And | will say that all of these -- well, | would say 90% 0%of all the consultants that do rate
cases they make their living off of representing investor-owned utilities.

That is where the money is, and these people -- | don't know how many there are, but they are
wonderful guys and | haven't talked to them in several years and I'm not trying to make them to
the commission or whatever, but if they studied the proper computation of these methodologies, |
would believeit.

And until that time, | don't believe it and our rratold us that he was not able to verify.

And so | think that isvery key.



Now, another thing -- and my second request is | wrote y'all afour-page letter becausei could
not come to that five-hour meeting and on the third page i asked for a study request of us austin
energy to just make four charts.

And sheryl, and the other councilmen, you were told about impacts.

Weéll, in september we had a one-page chart of the rate proposal for all the classes and a one-
page thing that showed the bill impact on the various consumption levels and those charts
included fuel.

And so when they did the december proposal that came to council, they didn't have fuel; they
just had the base rate numbers, which is better, but the bill proposal had rates on a chart and the
impact has agraph, and | would say if you would have them make four charts and use base rates
without fuel and put them all on charts then | think you would all know what we were trying to
talk about.

Even | would know what we are trying to talk about, because you can't -- you can't -- you can't
assess this with so many different things.

And the december charts had afuel price spread across the middle of it, and they didn't have fuel
in the numbers but they had afuel price three point something, and then about a week later they
announced it 61 higher than whatever they had there.

And then my third request is to please allow the uc to go back and study more on time of use,
rates, the small commercials, the religious facilities and -- so there is a-- the third question is that
we now have a nondemand general service rate class.

That isthe commercia people that use these than 20kw.
And so what | don't know is how many of them -- you know, there are 40,000 something
commercials and | don't know how many customers are in that general service nondemand, and |

don't know what type businesses they are.

| strongly suspect they are very diverse and they are little guys trying to get along and they don't
have alot of options about where they can do this or that.

They arejust trying to serve the customers and make aliving, but if we had awho many and who
they are, we would have a better idea of what you're talking about, and the uc unanimously
recommended that you start commercial demand charges at 20kw.

And so you have that class already isolated under another name, but there are no demand
charges.

The demand charges also bring look something called a power factor adjustment.



And | don't know how many of those little guys there are, but | have avivid picture of the
wonderful people at austin energy trying to explain to the little restaurant owner or repair shop
owner what a power factor adjustment and what a demand charge is and al he wantsto know is
what is the bottom line on my hill.

This utility lives and dies by its system load curve, its overall system load curve.

It's lower in the spring and fall and higher in the summer, and blah, blah, blah.

But these people -- those demand charges and power factor adjustments are to try to encourage
the customer to improve their load factor.

And my contention is those little guys don't have -- they have enough diversity that they don't
have sgquat influence over what the system load curveis.

And so now as far asreligious facilities, we didn't -- we didn't talk about those and we didn't
make a recommendation.

| listened to it and | think time-of-use is something very important.

And | don't know if we have time-of-use optional rates now for anybody, the residentials and |
think small business.

| don't know whether it adjusts in the summer time or just on week days.

| don't know what the deals are, but there are different ways of looking at it.

And thereisafacility -- asi understand it, all but the sanctuaries are already in the commercial
rates and so these -- the sanctuaries that have services on saturday or sunday, and that is
generally in the morning.

And they may have to heat that building the rest of the day, but if the load curve islower on
weekends, | don't know whether it isor not -- if the load curveis lower on weekends, then you
have time-of -use rates for week days but not weekends.

And we didn't talk much about that.

And | don't know much about it.

Y ou need alot more data and discussions.

And I've got, let's see, afew more.

About the fuel charge, | was shocked too, with natural gas pricesin at alow to get that half-cent

increase on january 1 and | do want to say that for nine and three-quarters years from 1988 until
april -- yeah, january 1, 1988 to april 1 of '97 we had a monthly fuel charge.



It was a three-month moving average.
The actual cost.

They had the last month we got the bill, we knew what we spent and then aforecast for the next
month and then they adjusted it by what they estimated, over or under the previous month and so
you were getting actual charges.

What we do now is we overcharge -- it helps some people in the summer, but some people would
object to knowing that austin energy is being big poppa and overcharging for fuel so you don't
have to pay as much in the summer.

I'm not going to get into that, but anyway, there is such athing as monthly fuel charges that we
could find out where this came from.

Residential rate design, in thisletter | wrote.
And I'vetalked to larry weis and | think he agrees with it.

And I've talked to the mayor, and | mean there is a good possibility that instead of that -- we
want afixed dollar customer charge and instead of the delivery charge we want what | learned
this from austin energy in september, a bundled charge -- a bundled charge, and it's so many
cents and it covers whatever it ought to be.

In september they proposed a bundle charge for the first 300 kilowatt hours at $30 fixed charge.

WEell, | looked at my hills for the last two years and half of my bills were less than 300 and so |
used to save 150 or not over 200 but that way, it may not be as transparent as our wonderful
chairman likes to talk about but it could effect the bottom line of abill and thank is what most
customerslook at and | would recommend the bundle charge at not more than 200, i think that is
alittle high and | think we can go back to the 201 census and find out how many thousands and
thousands of unoccupies dwellings there are in our service area that maintain electric service
while trying to rent or sell the house and afew people are on long-term overseas and they've
been getting away with a $6 customer charge and hardly any usage and so they have just had a
gravy train for all of these years and if you had a bundle charge it would probably be 19 hours of
whatever charge you get and that would take care of the unoccupies dwellings.

>> Commissioner, | have a question about that.
Y ou're suggesting that the delivery charge would go away --
>> yeah, yeah.

>> -- And be replaced by that.



>> And the city could get its fixed numbers, and probably an even 19, and they want -- 23
[inaudible] and they do 19 or 20.

20 at 200 and if there is one person living in asmall dwelling in an apartment or house and they
don't have air-conditioning but have lights and arefrigerator, atv, lighting and some fansand i
don't know how much they use.

And that is what we are talking about.

>> And | wondered, do you have any other thoughts philosophically speaking about a delivery
charge --

>> oh, I'm totally opposed.

| use my house as an example.

We built our house in 1965 in alittle subdivision in a neighborhood and the last house, and when
we moved in, the wires or down the street and the wooden poles were in, and what they were
saying isthiswas to pay for what you put on the system.

If 1 had been paying $10 a month since 1966 to deliver my electricity, now | know that is
extreme, most people are not as blessed as| am to live that long, but what these fixed charges

[inaudible] type ratepayers are being asked to subsidize and it's the same issue.

Barbara didn't talk about it but on debt service coverage, austin energy does 50/50, and your
financial policies say you can do anywhere from 35 to 60% cash versus debt.

WEell, most people think if you did 40/60 instead of 50/50, that is how much cash you would save
every time you go out and build a new gas turbine or substation or you know, a high-dollar
capital improvement.

>> And just to be clear, that is apart of making up our revenue requirement --

>> that's right, that's right.

>> Okay, thank you.

>> [Inaudible]

>> yeah, yeah.

| think I'm through.

>> Thank you, appreciate that.



And before we go to questions from the group listed here, i would like to give other duc
members an opportunity, some of you or al of you.

>> [Inaudible] study this not not only austin but throughout the nation, and one comment is
about the revenue needs and how much we need, and thisis actually not a number we are going
to figure out.

All you can do is predict and guess and come up with amodel that makes sense and the answer is
rough any $100 million plus or minus.

To be honest, we are like from zero to $200 million --

>> you're not helping us -- (laughter).

>> But the point | want to make is we are arguing about whether the revenue needs have been
overestimate and | think we have underestimated because natural gas prices could double and we
could have a power plant or stp go off line for environmental or other events and we could have
other new environmental issues kick in, and [inaudible] a cost of some sort.

We have potential downing of lines due to hurricanes and all sorts of things that | could think of
that would cost tens of millions or hundreds of millions that are really not a part of the
conversation.

And | worry that we are underestimating.

And | don't think we are overestimating.

And | just want to make sure that you hear that.

Another piece and | want to give afour-year perspective and when | first joined four years ago,
roger duncan said we are going to run out of money in about three years and a year ago he said
we are about to run out of money, and now he says okay, we are really running out of money.
Thisislike a slow-moving train, and we've been warned for along time and it's very predictable
that the revenues are not going to be there because of rising costs like the cost of health care and
things like that.

[Inaudible] 1 don't think we're going to come up with areally good number in all honesty and
whatever number we come up with will be wrong by tens of millions and we should accept that

and | think we need to rais revenue.

And another issue on the table [inaudible] | think that is the fundamental philosophical question
at hand.

Our only plan was invented about 100 years ago and it's what has led usto -- run out of money.



If thisisthe plan that the whole nation uses it's not a very good one.

And [inaudible] energy efficiency -- these are all novel things for the business model that bring
on efficiency and they have better financing and they are cheaper in the long run because it avoid
expensive power generation -- mark.

And if wethink the rate increases are expensive, pieing buying power from the market is even
more expensive and building is -- than many of the obvious choices that a traditional business
plan goes through and it's also traditional goals and amix and smaller -- that isthe n model and it
has rate adjustmentsin it.

The older models make us bankrupt and also putting austin energy in the middle of the pack --
[inaudible] philosophical fundamental question -- I'm pretty convincecide not working and i say
that not only as ateam member, but we are grabballing grapplingwith the same issues.

-- Natural gas -- retail prices are going up.

Thereis no question retail prices are going up nationally but they are not only a function of
pricing but smart meters and new poles and al of the other things we are debating.

Retail rates are going up and wholesale is dropping and we are a part of that revolution and we
have to figure out if we want to lead on that or not.

My last comment is recognizing how this rate plan makes alot of people very angry and it was
arrived at in avery deliberate and slow process but | want to remind including us on the uc this
was the least ire we could come up with, and if we -- it's going to make other people angrier.

And | hypothesize that what we have now is aleast angry mix.

And if you know what | mean -- alot of people are angry but then in we shift things around to
subs this or that class, we are going to make other people angrier.

And so thisis my thoughts on what we've been through [inaudibl €]

>> thank you, | appreciate those points, and what 1'm hearing you say about you know, changing
the business model, none of that really addressesif | understand you correctly, the issue of the
[inaudible] or was there something implicit.

>> |t doesn't address it, the different models address peak costs differently than other models and
the residential and the commercial consumers are where we see the largest -- with the large
industrial -- so they have different exposure on the calculations of the cost and whether you care
more about total or peak consumption depends on whether you're worrie resiliency rather peak
problems and the commercial and -- [inaudible] driver of the base consumption.

And this methodology affects how your pricing -- load versus user -- and then the new business
model is more peak oriented and you're putting higher real-time prices and we are not debating



yet but the newer models that open up the door for real-time prices impact 00 in the afternoon
users more than -- [inaudible] hope i answered your question.

>> | think | got it.

Aed is more about incentivizing aflat load, flat usage where thisis more about identifying the
use of less --

>> | don't know if they are incentivizing but they are looking at costs and looking at what the
actual costs are today.

And | think -- they produce roughly the same answer, and i don't think there is a huge departure
in all honest, and i don't see much difference -- again, they kind of give the same answer --

>> put it looks like some of the information that that is not quite true when you look at
businesses costs and we'll leave that for later --

>> | think the industrials are far more sensitive to this and see how they are hit by the
assessments more than the others --

>> well, some -- gains, that is one of them -- [inaudibl €]

>> different.

>> Karen, can | make just aquick comment in front of the fellow engineer?

>>Yes.

>> |n my day, if somebody gave me a number that was specific to digits, | would assume that
number was very accurate, eight of those digits were very accurate, and I'm wondering if it's that
much of astab to $100 million, if it's plus or minus $100 mi shouldn't that be somewhere in the
equation?

Would you care to comment, and i engineer and I'm only ab.f.

>> And we all know what b.f.

is-- when students turn in a paper to me with a number bar and no arrows they lose points, and
S0 error bars are not required as a part of the assessment.

| believe probably the first two digits, maybe 110 million, or 90 million, but | don't believe the
next seven digits.

| think it's a pretty big error bar, but it's not a part of the assessments to include that, and they
added up the cost and they had a clear methodology, but they are not clear error bars.



>> Okay.

>> -- Nine digits.

It's the ones on the right that are accurate, it's the one on the left that you can't count on.

>> | have aquestion.

>> Feel freeto useit.

Michael, we have had barbara largely contradicted what philip said and | think it's something
that we've been hearing so many contradictory statements and hope that you can help us to move
the ball forward in terms of what | can say about this and that is that the whole business needs
more than we've been giving it, and so how does this work.

>> S0 let's call austin energy adrug pusher.

They selling drugs, electricity and the more they sell the more they make and in addition you
have fixed costs.

If they had their fixed costs covered and their revenue was based on existing as opposed to how
much they sell, they intention to sell would be lower.

The more they sell, the more money they make and if we give them more fixed charge, their
incentive to sell is lower and that makes they can make money selling efficiency or conservation
and could be afinancia stakeholder in the process and awinner.

Right knew they do efficiency by a social mandate but it's a money loser for them, but not
exactly.

Because they make their money based on sales.
And if you recover more for fixed charges they don't have to be a drug pusher anymore.

>> | think | understand that and | think most people would understand that wonderfully from the
suppliers side, how about from the demand side.

>> |f you prepay for your drugs you are going to consume more, and if you make the fixed costs
too high, its does not -- [inaudible] and so if the actual fixed recovery costs are $45 per customer
and you charge the whole thing, people say i prepaid for $45 and | might aswell useit all, and so
actually you have higher fixed costs better for the utility and worse for the consumer and at the
present you don't find the accommodations -- pretty good compromise to that, one that brings on
some of the conservation measures --



>>would it be accurate to say that my choice of how much to conserve -- whether | turn the
thermostat to 72 or 74 should be driven not by my total bill but by the amount I'm paying for the
difference between 72 and 74?

>> |t depends on the information that the consumer has, most are driven by total bills but if you
have a higher fixed charge and start to see more clearly what is the connection between your
decisions and your bill, especially if it's hourly, and so we are amost there, and people can start
to -- but the estimates will be clearer i think.

>> |n the way that the rate structure before was set up you pay fewer cents per kilowatt and that
increases as you go further and further down and the conservation argument would be that last
kilowatt hour is the expensive one and if | back off, that is going to reduce my bill by more than
if it wasjust aflat fee all the way through.

>> What we are missing is thisinverted block structure which has good incentive for
conservation and it will be good for the grid but also not just the worse generator [inaudible] it
has better than marginal -- better than average marginal benefits for the environment and
resiliency and cost.

And so we can get -- fish ti of efficiency o utility -- save money in thelong run -- | guessthat is
good news --

>> probably is.

Going to be more effective for people with large consumption like the industrial and commercial

>> yes.

>> And | don't know the answer to this question which iswhy I'm asking and | don't know if you
know the answer either but seemsto be that alot of the value that inverted block structure comes
only if we can make information available to consumers as to what the consequences of their
decisions are.

Right now | don't know what that looks like.

|'s there something on the horizon --

>> giving real-time information to the consumer.

Right now when you get abill, that is consumption from 45 days ago and your payment is not in
the time of your actions and if we get that real-time it's must have closer in time and so people

can recognize oh that decision is expensive, | will do my laundry later or set my thermostat
lower.



And what it looks like is you give more information to the consumer and better thermostats exist,
and -- it'slike at the gasoline station when you're putting gas in the car you watch the money
particular, and we don't have that with electricity and that would solve alot of problems, if
people had that information, they would figure it out quickly and save money.

>> | haveit like the theory on my telephone.

Don't touch that dial, you're about to increase your monthly dill by $10 or something.

Isthat likely to happen any time soon.

>> \We are not debating that piece -- part of the new business model -- sethe stage for that to
happen -- real-time pricing -- where we are headed -- within two years if we want it to be, and
we are a national leader -- [inaudible] we would like to keep that going but that structure, abig
piece of that puzzle --

>> 5o even if that inverted block structure is not before us today, but it's not just of academic
interest.

It would actually have practical value once you can get the information in people€'s hands which
we are likely to be able to do in the future.

>> |t has practical value -- public health benefits this is the most important thing we do in terms
of theresiliency of the grid -- real economic and public health value to the inverted block
structure.

>> But to be clear, the inverted block structure is before you --

>> one of the few partsthat is not controversial.

>> That correct, and we are just celebrating that we haveit --

>> |'m with you on that, thank you.

Sheryl?

>> Thank you, | just wanted to go back to the inverted block structure, | think they have
something that says -- forgot they started that -- do you see us being able to do that because |
think 99% of the people that are angry, they are not just angr proposed rate.

They are angry because they cannot figure out what is going to be on their bill.

And because you can budget for it -- | mean, take it away from very low income customers and i

think the premiss that oh, $15, $20 is not that much alot of it is| can't deal with it when i don't
know what it isjust like | can go get afull tank of gasor | can go and get $5 worth of gas.



Isthere any plan -- could we do it on a pilot basis --

>> | think the only approach to that is the suggestion from the public of possibly slowly
introducing the higher rate structure while people are getting used to it and while the numbers are
coming home to roost.

>> |nverted blocks have been done in dallas and irvine, californiaand that itself is not highly
controversial, that utility roll-out, in austin for water, and it's been done, and i don't think it needs
to be piloted because it's not necessarily that novel, although | recognize that [inaudible] i think
we need to slow it down and make it less confusing --

>> 50 how long does it take to roll out the inverted block --

>> rate case.

>> \We have had an inverted block since 1981.

The first 500 is cheaper year round and then it goes up and above 500 goes up morein the
summer than it does otherwise, ..

>> Very quickly, we've only got about 20 minutes | eft.
>> | don't think that we need do it on any kind of a pilot basis.

It's avery good message to people, but remember that it doesn't have to be done in combination
with afixed charge.

By itself, it doesthe job.

>> Okay, thank, kathie has a question.

>> Yes, | wonder if it's appropriate at this point to move beyond our list?

It seems to me from the comments that | have heard that the inverted block structure is not what
is causing the controversy, that thereis alot of support for that, as| think everybody has spoken
to it today has talked about it how it is avalue to increase conservation and decrease usage but |
think thereis-- | have heard controversy about whether the fixed fees are so high that they get
the inverted block structure off track.

cooper who ison the list might --

>> |'m sorry --

>> thank you.

>> Okay.



>> Speak and then we'll go to speakers.
>> | drew the short straw and so I'm going to bring up a difficult topic.
I've been on the aec to four years.

| want to talk about the question of transfers from the utility to the city because it's kind of the
large elephant in the room.

A large number, I'm coming up with roughly $150 million a year in 2009 time frame and other
folks have come up with $170 million.

That ends up being roughly double the national average for transfers for a publicly owned utility
toitscity.

And thisisavery large number.

This number has been growing at the rate of between 5 and 10% per year for aslong as I've been
involved and it goes back quite aways further than that.

One of the effects of this-- I'm looking at the utility and noticing two major problems.
Thefirst isthat reserves at the utility have been drawn down.

| saw 257 million in reserves and it's probably going to hit zero and that is roughly $50 million a
year of dropsin reserves and it hasn't been going to pay for the thingsit was intended for.

It's mainly been traferred into the city budget, and revenues are running roughly 10% less than
expenses and the issue is that the expenses and the fixed overhead of dealing with transfers to the
city are very high.

And | guess | want to make sure that you understand that it's totally possible to reduce rates for
any class that you would like to have, but there is alimited number of places where those dollars
can come from.

Y ou could take adollar from the transfer.

Y ou could take a dollar out of the generation plan and climate protection, or you could have
customer pay that dollar, and that is how the dollars are going to be working and | realize these
are policy and political decisions but the level of transfer is extremely high and we have been
talking for years abouting and it's up to you to make some decisions about how you want to
proceed, but complaining about rates, you're also complaining about the level of transfers
because the level of transfersisin part driving the rates.



If the utility needs an incremental 100 or 110 million, whatever the number is, keep in mind that
the transfers to the city budget fro utility are roughly 15 170 million and it's dwarfing the size of
the rate increase.

>> | understand what you're saying and |'ve been saying for this for years especialy the fuel
charge which has become such a big part of the total revenue, 35% plus, is that about right?

>> Rough any two-thirds of the transfer are implicit in the general fund transfer --

>> |'m talking about the 1%, 1% is off of gross revenues which includes a pass-through charge
basically that is about athird of the total.

And | think we have to address that.

And that being said, address the entire issue, but | don't think that it's practical to consider
addressing it in one year.

We need to get on track to start making that adjustment but it would be | think traumatic to our
city budget to try to take $150 million out of it in one year.

Mike?
>> Just | want to agree with you on that point.

| do appreciate the recommendations that counterso come in regarding the transfer and
understand that we need to contain our costs but we also need to understand that is a benefit to
the citizens to own our utility.

If it was a public company, that would be passed on to the shareholders and here the citizens of
austin are the shareholders and we are the board, and if you want to cut that, tell me which 15
fire stations and which 20 libraries you want to close but that is the reality of where those funds
go, they pay for critical city services.

Not all of them continue to be justified.

We have to ween ourselves nzs in some regard but there is a benefit to owning a utility and |
don't want that to be lost in treating it as a business, but because not only isit a corporation but
it's an asset to the citizens.

But | just wanted to keep that in mind.

>> | couldn't agree with councilmember martinez more, and also we get those resolutions every

year and not only -- there are sources of revenue that we need to make -- that are available to the
city for park, for library, for police, and for fire, and for sidewalks.



It's sales taxes which we cannot control and it's property taxes and user fees and it's atransfer
from the utility.

So that isavery real hit when we talk about not making that transfer, and | don't think it's any of
this conversation -- and | am so glad that keith has brought this up and we have really put on the
table the pull push-pull of this decision, that it's not only about raising the rate or only about
austin energy.

It's also about all city services.

Thank you.

>> Okay, so part of what I'm going to say isabit redid you redundantbut let me reshape this.

First of al, therate increase is necessary and there is a counterintuitive mission going on here.

Austin energy is no longer longertasked with selling as much energy as possible, it's charged
with cleaning up the environment and the air by selling less over time.

And so saying that we can just grab the money asit comesis tough on the utilities and there has
to bein my eyes some recovery of fixed charges to acknowledge that as more energy is
distributed and the costs put on solar panels on people's homes, austin energy doesn't own the
physical plan to get areturn on investment.

There hasto be away for them to recover the charges that are out there and established.

And even the residential rate advisor indicated this needs to be reworked.

Right now in collecting money off of a pass-through as every acknowledged it is on the fuel
charge is akin to the government saying in I'm sorry that your inventory costs have gone up but
we are creasing taxes because of it.

Austin energy is not making money from the fuel.

And | don't think there is an argument that there is a place for a general fund transfer.

It has to be fair and has to be sustainable and has to be, just from an accounting stand point,
legitimate.

And I've been on since '09, and by the way again, bernie, the commissioner, sorry.
>> [Inaudible]
>> but before | came on board they were also trying to get the city council to acknowledge the

need to rework it and we received absolutely no response and | think that is why the voices have
grown louder because we felt like we were being ignored.



The whole issue with the general fund transfer is a part of this.

Paying money as if they are making more profits which in fact they are not and the other gso and
other city services another 50, 60 million in expenses and the argument over the legitimacy of
the expense is an issue of whereit's coming from.

Theissuein the past has been that it's prop ae to share the bulk of the burden because we they are
getting more customers and -- so since it benefits the public at large, thisis the main thrust
behind the argument that it needs to be sitting in the general fund.

How you pay for it, obviousdly isadifficult thing.
All right?

That iswhy you're paid for your job more than i, but it is an issue that the fact that it's been done
incorrectly isthe past is no argument to continue doing it that way, and so that is the discussion
there.

$50 Million to $60 million above and beyond the funds transfer chunk out of the 126 million that
austin energy feelsit's fallen short.

| believe if these issues are addressed, if there is actual work being done on reformulating the
genera fund transfers, if expenses are allocated and shown in a proper set of books, one, the
people who are not living within the city of austin will you are serviced by austin energy that are
threatening to take this to the tec, that will mitigate a part of that argument, and if a serious effort
is made by council to address that, | think the tec will look more favorably on whatever we are
trying to put forward, and at the end of the day, austin energy is going through enough to cover
expenses wi taking the political flack for something that is beyond its control, which is how the
city takes the funds.

And so putting a task force to get this dealt with and | will bring up the methodology.

| think a number of us agreed -- well, first of all, we questioned when austin energy was
supporting this and then changed its mind at the last minutes.

| didn't get an answer | was happy with, but when the residential advisor showed at that point
there was not much of a difference at the end of the day that iswhy | think we decided to agree
with going forward with that methodology.

Thereis certainly room to argue going forward and I'm willing to consider my decision in light
of new numbers but | would just ask the city council to aside what it brought up seriously pern
may .>>may | just say acouple of clarified at the public meeting and -- gave -- customers per
square mile in the versus austin.

And the -- general fund transfer, that money outside of the transfer, part of it iswhat they call
shared administrative expenses and austin energy legitimately owes its proper share of



administration, ip,t, vehicles, and find out what all they are, but the allocation factors have never
been very clear.

We've asked about it and we scuttlebutt that a few years ago they said we have to have examine
amount more and welll fix it next year and that never happened.

So that is something you need to ook at.

Whatever our proper shareis, ought to be charged but not more than our proper share.

>> | agree again that thisis something we need to be doing and credit for several yearsjust
happened to be coincidens where a major recession swept the country and we have not been able
to make that adjustment and it's --

>> [inaudibl €]

>> we are the easy cash cow.

WEell, we could use a couple of others.

>> One other note on redoing this on the general fund transfers recalculation, all of the shares
that energy doesis based on what the definition of the revenueis.

And if the argument that I'm using is that the revenue that is being used is not correct, that skews
everything else that austin energy is saying whether it's for shared expenses and anything else.

And so if we can get arevenue number that is correct and supportable, then | think the argument
over what our percentage share of those expenses should be will be dealt with in amore
supported way going forward because it won't feel like we are being sacked.

>> Totally agree.

And kathie -- | think everyone has had an opportunity on the commission to make remarks and
you had a question from one of the other folks on your list.

>> | do, and now | have another question for these guys and I'm aware that we only have eight
minutes, SiX Now.

If I could just ask for a quick answer.

We have heard alot about the audit and we have received it but not had an opportunity to discuss
it -- you have had an opportunity discussit?

Oneissuethat | had like aquick answer and | think thisis a subject for further discussion, one of
the itemsin the audit is a common sense one that austin energy be asked to reduce expenses
particularly in discretionary spending.



Have you as a commission had an opportunity to determine the degree to which that has been
implemented in the years ains years sincethe audit --

>> absolutely not.
We only received the audit in the last week, and we didn't even know it existed.

And to the folks overseeing austin energy, the city manager, had that report, but we did not have
that report, we are very interested readers but my take-away is different from your take-away.

Y ou could just as well say that that report shows that austin is spending too much on reliability.
>> Sorry, what?

>> On reliability, and the report makes that statement, that maybe austin en should be spending
less on reliability, more on.

>> And just apoint of clarification, I'm still determine what is my take-away is, but | think we
should discussit as a council and thank you -- the question | was asking earlier about is the
vertical block structure and if cooper iswilling to provide input, that would be useful.

>> [Inaudible] -- pull that mic up really close.

>> We've talked a lot about cost allocation but the cost allocation we've been talking about is
how much each customer class to have to pay for the utility.

Rate design is the cost allocation within the residential or the commercial class and that is one
thing that is really missing here.

A lot of the statements I've heard is there is this assumption that all residential customers are
alike but it's contradictory because the next thing they say iswe need inverted block structures.

| passed out this exhibit at the rate hearing and it shows the rate adjustment impact on the
residential class and it tells several things.

First of al, austin energy says it costs more, costs more the more we use.

Well f you look at this, when they say the bill isthe cost of service, they are saying that large
commercial customers cost less on a cents per kilowatt basis than small users.

That makes no sense.
That isa 1960's mentality, large users cost more and the only way you can show that isi have

highlighted one of the sections that says estimates kilowatt u per month because usage and
kilowatts is the same, it'sjust a different side of the coin.



Usageis how we look at it and how we want it, and kilowatts is how the utility looks asit as
what we need and so it's the same thing.

And there is no other customer class -- except lighting which is always this weird stepchild, no
other customer classis being asked to pay afixed distribution charge.

Why?

Because usage is aresponsible cost driver in distribution costs.

If we were just to take the current proposed small business distribution charge, which is about $2
akilowatt hour and applied it to this chart, what we would find is someone who uses 250

kilowatt hours as a business customer would be charged about $1.

Instead, austin energy wants to charge them $10 and they are ott notthe ones driving the huge
costsinto the distribution system.

Theresidential class was assigned based on kilowatt usage means that the bigger users have alot
more cost to be assigned to the residential class, and so who was in the residentia class should
pay for that increased cost?

WEell, it should be the people who cause that cost to come and that is the large user.

Now, | gave y'all amemo, I'm not going to go over it, there are like six or seven other reasons
why | say you should not have afixed distribution charge.

It doesn't make sense.
And here a another one.

On december 14 -- stood before you and said low load factor customers are more costly to serve
than low load customers.

Small users have high low factors and large users have low lode factors and when | asked for this
study, they have not done them within the commerce class, they are once again assuming that
every kilowatt hour a customer usesis the same cost to the system when it's another
contradiction.

Load factors are more costly to serve and they should pay more.

And another assumption, they keep on talking about fixed cost.

WEell, that is afive-year planning horizon.

We should be look at incremental costs thisiswhy we have energy efficiency.



We want to keep the usage the same or the lower if we can get it.

And | looked at the historical data and the oldest | could get was 2003 and if you compare august
rates with august 2011 you see there is a 20% increase because of fuel and | agree that is one
issue that y'all should be looking at more seriously because I'm very concerned about that, but
the second thing i found very interestsis they took last year's kilowatt use this and for 2002 the
average user was 1303 and for 2010 it was 1336.

36 More kilowatt hours and if you compare february, what you seeis that actually in february
2003, less kilowatts were used -- well, in 2002 -- that in 2010.

And so we are avery weather-oriented customer base.

I'm not trying to discount that but what we are trying to do with energy efficiency is make that
more consistent and bring taload factor better, and it doesn't help by having arate design and if
you look at the billing analysis that creates a declining block rate until we get to about 1500
kilowatts.

Until you get to 1500 your bill on a cents-per-kilowatt hour declines.

And thisiswhy | think we need fivetiers.

| don't know how much clearer i can be, but | think we have one of the most prerogative rate
designsin the country.

| think it's a good one and you might want to consider adding a another tier, | fiveisvery
confusing and the last time you look at your telephone bill it's just very confusing.

Youtry to keep it simple for people -- and if you want your customer to really understand it, |
think breaking out all of the costsisreally more confusing and | think it hides our efficient a
company isand i think that is another problem of breaking out al of the costs.

Another big problem | have with the rate design is because of the special contracts, we have
some that continue the old way and they want to ¢ some of those and I'm concerned that that may
be a situation where we'll be moving more costs and we'll be bearing more of the costs for what
the industrial should be paying and | hope that you look at the rate design because they have
done significant changesin the rate design.

And | don't know if | have anything else --

>> thank you.

And | think you make areally good point about the complexity of billing.

| know my telephone hill is five pages and it's hard to stumble through that, and | don't think you
want to get into that.



>> Mayor.

| have aquestion.

>> Sure.

>> One of the things you mentioned in the enormously long public hearing last thursday --
>> nawb.

>> [Inaudible]

>> in five and ahalf hoursi think | missed afew things but one of the things | recall hearing you
talk about were hook-up fees and whether they have too high or too low and what they should
be.

>> They did not look alternate at many ofthe rates that affect people and particularly people of
low income.

One thing with advanced metering is we should be seeing huge reductions in customer costs beca
automating that, and so why is the customer charged that when the automation should make it
significantly less and we should certainly get rid of the same day connection, disconnection of
$50, and there are alot of folks in austin making $10 an hour and that isis half day of fee
because they could not get the money that week before the disconnection notice, and that to me
isaproblem but they did not look at the disconnection fees or the impact fees and | think those
are very important fees because austin's new business model is asking current rate payers to pay
for future development.

More so than they have ever done.
When the utility started out we had a debt equity of about 80/20 and that is a good thing.

And if you were a private investor they would not have dead equity, there is no construction in
progress that rate payers pay, unless a utility shows they are financially distressed.

And so you haveto put all of the construction costsin the rate all right through dead debtservice
and then it becomes important to see are we using current rate payers to pay for tomorrow's
service and we are in we have debt service that puts awhole lot of current cashinand so | agree
with the commission erthat we need to really seriously look at this debt service.

And in their past spending, at paper 14, since 2006 even if we use 50/50 as a cut-off, they spent
$67 million more in cash and so they are coming here telling you they are starving to death but
then you look at how they are carries throughout financial policies and even under 50/50 they are
spending more.



So we need a efficient utility that cares about their rate payers and that puts the future costs on
future rate payers.

Thisisan important issue of their financial policy and their rate design in making sure that
current rate payers only pay for their fair share of the cost of utilities.

>> Thank you.

And obviously we're going to have alot more public testimony, the next public hearing is
scheduled for the february 2 council meeting and i think there's least an outside chance there may
be public hearings beyond that.

With that, thank you all for coming today.

| think it's been very helpful and useful testimony.

Without objection, we stand adjourned at 12:37.



